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The Corn Market ... Updates on Food Prices & CRP ...
The U.S. Ag Export Picture ... & WTO Compliance

Corn Output Stable, i without making any further changes in
Demand Prospects Strong '||I domestic programs through the final year
of the WTO implementation period—
2000. The 1994 Uruguay Round (UR)
Agreement on Agriculture requires WTO
member-countries to reduce the total
amount of trade-distorting domestic sup-
port for agriculture by 20 percent from a
base-period level (1986-88). The ability of
the U.S. to meet its WTO domestic sup-
port reduction commitments stems from
two main factors. The first involves WTO
provisions that specified how domestic
support reduction objectives would be
defined and implemented. Second is the
shift in U.S. farm programs after 1985
toward increased market orientation and
reduced subsidies.

The corn markethis fall is relatively
calm, with supplies more abundant than|a
year ago and prices fairly stable. Corn
production in 1997, forecast at 9.27 bil-
lion bushels, is down fractionally from
1996 but would be the fourth-highest on
record. With much larger carryin stocks,
corn supplies in 1997/98 are expected to
increase 5 percent, but with strong
prospective domestic demand and
increased exports, the supply outlook is
relatively tight and ending stocks are pro- j
jected to shrink. The season-average pricqa
of corn received by farmers is forecast et
$2.45-$2.85 per bushel in 1997/98.

U.S. Ag Exports
To Rise In Fiscal ‘98

New Tax Law:
How Farmers Benefit

Fiscal 1998 U.S. agricultural exportare Most farmers will pay les&ederal

projected at $58.5 billion, up $2 billion  annually since 1992, largely because genincome tax, and farm families will find it
from the 1997 forecast and second only teral inflationary pressure has remained easier to transfer farms across generations,
the 1996 record of $59.8 billion. At $38  stable, keeping in check the costs of foodunder the Taxpayer Relief Act of 1997.

billion, agricultural imports are also pro- production and marketing. Farmers are expected to save over $1.6
jected up $2 billion, so the agricultural billion per year in Federal income taxes
trade surplus will remain unchanged fromnew CRP Criteria Enhance and between $150 and $200 million in
the 1997 forecast of $20.5 billion. The  Environmental Benefits Federal estate taxes through a number of
export value of both bulk and high-value general and targeted tax relief provisions.

products (HVP’s) is expected to rise—  The 1996 Farm Actontinued the

HVP value is projected up $1.5 billion ~ Conservation Reserve Program (CRP) Upyew Standards for

over fiscal 1997 and bulk exports are to a maximum of 36.4 million acres Pesticide Residues in Food

expected up $500 million. Meat and horti-through the year 2002. The 15th CRP

cultural products account for much of the signup, conducted in March 1997, was thehe Food Quality Protection Acbf 1996
increase expected in HVP export value inlargest signup ever—USDA accepted 16.1FQPA) creates a new, uniform, health-
1998. The volume of bulk exports will be million acres of the 23.3 million offered. based standard for allowable pesticide-
pushed up by larger U.S. exportable sup-Acceptance was based on ranking of related risks in food. Under FQPA, a new
plies of wheat, declining export competi- offers using an environmental benefits  safety standard for residues applies to all
tion for wheat and corn, and strong for- index. Early results suggest that the farmfoods—raw and processed. FQPA estab-

eign demand for soybeans. land acres accepted in the 15th signup, thighes a new risk assessment process and
first major CRP signup under the 1996  requires the U.S. Environmental Protec-
Food Prices Maintain Slow Rise Farm Act, will provide greater environ-  tion Agency (EPA) to review all residue
mental benefits and cost 22 percent less tolerances against the new standard within
The Consumer Price Index (CPlor than CRP historically. USDA will hold 10 years. EPA must also consider any spe-
food in 1998 is forecast to rise 2.5-3 a 16th signup during October and cial susceptibility of infants and children

percent, close to the 2.8-percent rise foreNovember with modifications to further  to pesticide effects. Additional provisions
cast for 1997. The at-home component ofenhance environmental effectiveness.  address registration of minor-use pesti-

the CPI is forecast to increase 2.5 percent cides; uniformity among state, Federal,
in 1997 and between 2.5 and 3 percent iny.s. Is Well Below WTO Domestic and international standards; improved data
1998, and the away-from-home compo- Farm Support Ceilings collection to support implementation of
nent is expected up 2.9 percent in 1997 _ the law; and Federal communication to
and 2.5-3 percent in 1998. Food prices The U.S. will be ableto meet World consumers about the risks and benefits of

have held to moderate gains of 3 percentTrade Organization (WTO) commitments pesticide use.
to reduce domestic support to agriculture
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Livestock, Dairy & Poultry

Large U.S. commercial dairy stocks,
particularly of nonfat dry milk and
American cheese, loom as the greatest
constraint to additional recovery in prices

of milk and dairy products. The August 1
total dairy holdings were more than 1 bil
lion pounds, milk equivalent, above a ye
earlier. Any further seasonal price rises
probably will be quite modest unless
stocks can be reduced sharply and quic

Weak movement of cheese in the spring
was the most important contributor to th
stock buildup. Sluggish sales increased
cheese inventories and also eliminated
need for normal growth in cheese prody
tion. As use of milk powder for cheese

production plummeted and more milk

went into butter and nonfat dry milk ma
ufacture, stocks of nonfat dry milk soare

August 1 stocks of American cheese va
eties amounted to 469 million pounds, 1
percent higher than a year earlier, far ot
weighing the small decline in holdings o
other cheese varieties. Although cheese
stocks were large, they were still at a le)
where a rebound in sales could bring
them back into balance fairly quickly.

Cheese prices rose sharply during July
and August as cheese wholesale move-
ment recovered and milk production gai
stabilized. Early September cheese pric
on the Chicago Mercantile Exchange

were 20-24 cents per pound above the
early May lows. Surpluses of nonfat dry

U.S. Livestock and Poultry Products—Market Outlook

Agricultural Outlook/October 1997

milk are available to boost cheese produc-
tion, and any additional cheese price rises

arcould trigger a movement of powder into

cheese production. Exports under the
Dairy Export Incentive Program (DEIP)
Iyand even significant sales to the govern-
ment under the support program have yet
to bring the heavy stocks of nonfat dry
emilk under control.

helanufacturers’ stocks of nonfat dry milk
con August 1 were 159 million pounds,
more than double those of a year earlier.
Commercial stocks of butter on August 1
-were 62 million pounds, nearly twice the
dlevel reported for a year earlier. However,
most of this noted rise was due to this
riyear's improved coverage, as warehouses
gare now reporting butter stocks that had
ithot been reported earlier. Butter stocks
¢ did not appear to be out of line with sea-
sonal needs. Similarly, stocks of canned
e@nd dry whole milk were moderate.

Exports under the Dairy Export Incentive
Program (DEIP) will reduce stocks some-
what in coming months, but additional
large sales for quick shipment would be
h&ieeded to have a significant effect on
4997 prices. A large portion of the recent
surge in DEIP business is for shipment in
late 1997 or early 1998. Allocations under
DEIP for nonfat dry milk total about

Beginning Total Ending Consumption Primary

stocks  Production Imports supply Exports stocks Total Per capita  market

price

Million Ibs. Lbs. $/ewt

Beef 1997 377 25,367 2,467 28,211 1,918 B 25,918 67.2 66-67
1998 375 24,906 2,680 27,961 2,095 350 25,516 65.6 70-76

Pork 1997 366 17,092 590 18,048 1,100 400 16,548 47.9 53-54
1998 400 18,507 605 19,512 1,210 380 17,922 51.4 51-55

c/lb.

Broilers* 1997 641 27,199 4 27,844 4,630 675 22,539 73.1 60-61
1998 675 28,953 & 29,631 4,750 750 24,131 77.5 57-62

Turkeys 1997 328 5,397 1 5,726 547 325 4,853 18.1 67-68
1998 325 5,656 1 5,982 B3 325 5,081 18.8 62-67
Million doz. No. c/doz.

Eggs** 1997 8.5 6,442.9 54 6,456.8 235.0 10.0 5,315.7 238.0 79-81
1998 10.0 6,580.0 4.0 6,594.0 255.0 10.0 5,389.0 239.1 72-78

Based on September 12, 1997 World Agricultural Supply and Demand Estimates.
*Cold storage stocks previously classified as “other chicken” are now included with broiler stocks. **Total consumption does not include eggs used for hatching.

See tables 10 and 11 for complete definition of terms.

Economic Research Service, USDA
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92,000 meic tons,down from 100,000
tons a ar edirer.

Price supparpurchases of 27 million
pounds of noret dry milk since My
were the lagest since 1994lthough
hardly large by the standais of most ear
lier yeas.

Dairy product demand isxpected to be
modest dung the est of 1997as the
econony contirues to gow. However,
commecial use is notxpected to be
enough to bsorb the inaase in milk out
put, pull donvn stoks, and gneete much
further pice stength.Although DEIP
sales cdnrinly will buttress pices duing
autumn the intenational maket is not
expected to gneete a furry of adlitional
sales 6r autumn shipment.

Prices of nondt dry milk are not poject
ed to post mch seasonalise, and heese
prices and maufactuing milk values mg
slip after an edy-autumn peak. Butter
prices will be unsettledut may gain
slightly as the gaend holidgs gproad.
Average piices of all milk ae piojected to
be dout $14 per cwisignificantly higher
than duing sping and summerui far
belowv a year edier.

Jim Miller (202) 219-0834
jimiller@econ.a&.gov

For fur ther information, contact
Leland Southat, coodinaor; Ron
Gustafsoncattle; Shyle Shagam,beef
trade; Leland Southdyhogs; Mildred
Haley, pork trade; Jim Miller domestic
dairy; Richad Stillman,world daity;
Milton Madison,domestic poulty and
eggs; David Haivey, poultry and gg
trade aquacultue. All are a (202) 219-
0713.

Specialty Crops

The US. is the ffth-largest poducer of
dry edide beans in the arld—following
India, China,Brazil, and M&ico. In 1997,
U.S. dry bean gowers will produce an
estimaed 29 million cwt—7 perent moe
than a yar edier and 3 perent dove the
anrual average for the 199(8. Acreage
and yields hee been &nding higher wer
time, and both ose in 1997.

This seasoryield and poduction hae
increased despite dgrweaherrelaed
problems in the Red RerValley of North
Dakota and Minnesota—the st dy
bean poducing egion in the US.
Excessie rains in dily flooded some
fields in the walley, causing cop damage
and gederthan-nomal aceage éandon
ment. In Noth Dalota,an estimted 16
percent of aceage could be bandoned
compaed with 10 pezent duing the pe-
vious 3 yeas. Havever, increased aeage
and high yields in most other sta out

Economic Research Service/USDA 3

weighed lover pioduction in Noth
Dakota and Minnesota.

Based on aes plantediower production
is expected or pinto,garbanp, and Gea
Northem beans in 199nd higher out
put is likely for lima beanssmall reds,
blacks, and light-ed kidngs. Lager
overall production will raise stoks and
likely result in laver piices into edy
1998. Gven lover diy bean pices net
spiing, a modesteduction in dy bean
acregge is likely for the 1998 season.

Dry bean poduction is &pected to
remain on its sk growth trend into the
year 2000sustained Y stea¢y domestic
and eport maket demandExpots ae
important to the US. dry bean indusir.
The US. is a net gporter and a major
player in the vorld dry bean méket, rank
ing third in export volume behind China
and Buma. In 1996U.S. dry bean
exports were valued @ $202 million
(imports were $28 million).The top US.
export makkets indude the United
Kingdom, Japan,Algeria, and Meico.

Over the past 5gais, an arerage of 18
percent of US. dry bean supplies has
been gported and estimtes sugest tha
this could rse to nedy 20 pecent in
1997.An export shae of poduction of 18

U.S. Exports About 20 Percent of Total Dry Bean Supplies

Percent exported

40
[]1990-94 average
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30 -
20 - | ] ] I
10
0
Navy Pinto Great Lima Kidney Smallred All beans
Northern

Economic Research Service, USDA
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percent is elaively high compaed with
other sect@ of the egetable industy,
sud as fesh \egetables (8 pecent),
frozen \egetables (7 pecent),and canned
vegetables (6 pecent). Coloed beans,
sudh as pintos and kidgs, accounteddr
64 pecent of US. dry bean gport value
in 1996.

On the domestic émt, per caita diy bean
use has beerising since the ehr 19805,
paticulary for kidneys, blacks, and pir
tos. Major &ctoss in this tend indude
the gowth of the Hispanic poputimn

in the US,, the populaity of Mexican/
Southwest bods,and the ising rutritional
awareness of consum&iThe popottion
of Hispanics in the L$. populdion
increased 53 peent duing the 198G
and is &pected to inarase 36 peent in
the 19905. Today, people of Hispanic or
gin account ér 10 pecent of the US.
populaion—up from 6 pecent in 1980.
The Census Beau estimges tha by the
year 2020Hispanics will accountdr
about 15 perent of the US. populdion.

Domestic per gaita consumption of gr
beans had peak dumg World War I, at
11 pounds per pson. Rr caita consump
tion then underent a long-ten steagt
dedine tha bottomed out in the dar
19805 & 5.1 pounds. Since thed,S. per
cgpita consumption of grbeans hadsen
to an estimged 7.8 pounds in 1997.
However, anrual ains in ecent yas hae
been smalleand gowth in domestic per
cgpita use my be losing steam.

Several factoss in this ecent apaent
slowdown indude the gpanding econo
my, and ising incomes thishare encouwr
aged consumerto svitch to moe expen
sive souces of potein.Another could be
the mauring of the Me&ican/Southvest

Agricultural Outlook/October 1997

Acreage Abandonment Up

In 1997,9 pecent of dy bean a@aye in the US. was dandonedcompaed with a
6-percent aerage since 1970The lagest aceage d@andonment dimg this peiod
was in 1993when 13 pagent of dy bean aeage was lost due toarious weaher
anomalies. Since 19868ty bean a@age ehandonment hasended upwrd.
Average abandonment dimg this peiod has been 7 pegnt,compaed with the

1970 average of 4 pecent.

One eason ér the upvard trend in aceage ebandonment mabe the ising use of
Fedeanl crop insuance Since 1980the amount of insed diy bean acage has
steadiy increasedThis has allowved gowers to occasionall cut losses dimg crop
disastes by abandoning inswed felds they may have previously hawvested vinen
the cop was uninsued A producers decision to lsandon the @p would be based
on the &pected indemnity panents elaive to maket retums mirus havesting
costs (assuming thao other aniable costs a outstanding). If thexpected indem
nity payments vere higherthe poducer vould geneally prefer not to harest and

market the cop.

If a dry bean oop is insued the decision tol@andon does noest solg} with the
producer Approval must be eceved fom an adjuster with the insance compan
The adjustes incentve is to see thas nuch of a cop as possik is havested
because haested poduct would reduce the amount of the indemnity paid out. In
celtain situaions the gower might &ioose not tolzandon the ap because an
abandoned ap results in ero yield for tha year This would diminish insuasince
coverage in futue yeass because the @ious yeas’yields ae used to deterine
premium costs and eligjlity to receve insuance

food phenomenormas a similar stailizing
trend is occuing with chile pepper use

Despite the ppaent slavdown in diy
bean consumptiorthe fundamentals of
future maket gowth—populdion trends,
health consciousnedsw product cost—
still suggest inceases in the coming
yeas. Havever, newv promotions or ne
products thacgpture and hold theteen
tion of theAmerican consumer will hae
to be deeloped to contine expansion of
the domestic mé&et. Without signifcant
gains in the domestic niaat, future
growth in the industy will fall squaely
on developing &port makets in an

increasingy competitve world arena.
Chares Plummer (202) 219-0717 and
Gary Lucier (202) 219-0117
cplummer@econgagov
glucier@econ.g.gov

For fur ther information, contact

Linda Calvin,Susan Bllack, andAgnes
Perez,fruit; Gar Lucier, vegetebles; Ron
Lord, sweetenes; Doyle ohnsonjree
nuts and geenhousefmrsery; Tom
Capehat, tobacco; Larrene Glaser
industial crops.All are & (202) 219-
0840.



Agricultural Outlook/October 1997

Economic Research Service/USDA 5

Commodity Spotlight

Jack Harrison

Corn Output
Stable,

Demand
Prospects Strong

The 1997 corn harvest is heading in
high gear, with the crop size pegged
close to last year's but in a dramati
cally different market setting. Last year al
this time, corn supplies were virtually

exhausted across most of the country, anc

users were paying hefty premiums to prg
cure the first new-crop corn coming out @
the southern states. In contrast, the mar}
this fall is relatively calm, with supplies
more abundant and prices fairly stable.
Supply concerns are beginning to fade, 3

attention in the months ahead will increas-

ingly focus on demand developments.

Over the course of the 1996/97 marketing

year, which concluded at the end of
August, a large U.S. corn crop eased th
extremely tight domestic supply situatio
that had pushed prices to record highs,
and large foreign crops provided additio
al relief. The limelight shifted largely to
the soybean market, where strong dem
and tight supplies, as with corn in the p
vious year, boosted prices.

Very strong soybean prices relative to
corn presented tremendous incentives t

Je ©
e

past spring to plant soybeans—the prin
pal crop competing with corn—and farm

10 percent. Despite this strong competi
tion, corn acreage inched up from the y:
before to the highest level since 1985, s
ting the stage for a good 1997 crop.

With much larger carryin stocks, corn
supplies in 1997/98 are expected to
increase 5 percent. Corn production is
forecast at 9.268 billion bushels, based
crop conditions as of September 1. This
down fractionally from 1996 but, if real-
ized, would be the fourth-largest crop of
record. Because of strong prospective
demand and yields slightly below trend,
the 1997/98 supply outlook is relatively
tight. Solid gains are expected in domes
use and exports, and ending stocks are
projected to shrink, providing underlying
price support.

Corn Production
More Stable This Year

Farmers planted more than 80.2 million
acres of corn this spring, up more than
700,000 acres from the previous year. T
sharp gains of 1996, when corn planting
rose more than 8 million acres, were su
[otained on a national level, although with
dsmall shifts in the state pattern. Corn

Cisouthern and Delta states slipped a bit
- from the strong gains of 1996 but remains

ers responded by raising soybean acreageomparatively large.

c8he large acreage partly reflects the
€Impact of the 1996 Farm Act, which elim-
inated annual set-aside programs and
enhanced farmers’ ability to respond to
market signals. The effects are quite dra-
matic for combined corn and soybean
plantings, which reached 151.1 million
omcres this year, the highest since 1982
isvhen combined plantings totaled 152.7
million, and compared with an average of
n 136.3 million for 1991-95.

The average corn yield is forecast at 125.2

bushels per acre, compared with the long-

tiferm trend of about 128 bushels and just
below the 1996 yield of 127.1 bushels.
The 1997 crop got off to a very promising
start, with early plantings that are typical-
ly associated with good yield potential.
Crop conditions were very favorable
through June during the early stages of
the crop. At that point, most traders opti-
mistically expected a bumper crop of 10
billion bushels or more that would chal-

henge the record high. Futures prices sank

JSsteadily, effectively taking out most of the

S-risk premium typically attached to prices
early in the summer and low prices car-
ried over into cash markets.

- acreage outside the main Corn Belt in t
t

ne

Corn Price More Stable Following 19

f
¢ $/bu.

95/96 Spike

Season-average range

1992/93 93/94 94/95

1997/98 forecast.
Nl Economic Research Service, USDA

95/96 96/97 97/98

September-August marketing year
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Reduced Foreign Production Boosts U.S. Export Prospects

U.S. com export prospects in 1997/98 aimpioved because
of lower epected poduction in seeral key competing
exporting countres, especialf Argentina and China. 3.
coase gain eports ae forecast anealty 58 million tons,
with the US. global maket shae rebounding to bout 63
percent. US. exports of con in 1997/98 & forecast 851.5
million tons,up 13 pecent flom a year edier. Com supplies
are forecast up 5 peent,mostly because of ineased cay-
over sto&s, leaving competitvely priced US. com readily
available for export.

World coase gain pioduction in 1997/98 isofecast 8882
million tons,down 2 pecent flom a year edrer, but larger
caryin stoks have left world supplies unicanged As a
result,coase gain pices ae epected to be @neally stale.

World coase gain trade in 1997/98 isxpected to xceed 91
million tons, virtually unchanged from the pevious year
Most major impaters ae epected to maintain or inease
coase gain puchaseswith the exception of Taiwan—where
foot-and-mouth diseasegitems in the festok sector ag
expected to educe impas.

Chinas 1997/98 car production has beereduced i
drought and high tempatures in mag major gowing aras.
China is brecast to prduce 110 million tons of corneaty
14 pecent less than aear @o. Because China is theovld’s
second-lagest con producera diop of this mgnitude can
dominde the yearto-year diang in world production.

China plgs a ley role in world com makets as bothxorter
and impoter. For example in 1993/94 China>gorted nedly
12 million tons of cam, but impoted 4 million the net year
In 1996/97 China poduced a bin-ister con crop of 127
million tons,boosted rports, and huilt huge sto&s.

China’s con supplies in 1997/98 awpiojected &151 million
tons,down from last yar lut higher than another year
Despite educed psduction,China has contimed to &port
old-crop sto&s in 1997/98 tolear excess supplies in nibr

China. Havever, com exports ae epected todll to 40
percent of last gars level.

Argentina and SoutAfrica, nomally major con exporters,
are pected to hee reduced eport supplies in 1997/98.
Trend yields a& assumedtdhis time but production
prospects & davn due to educed a@age.

With higher coase gain production and supplieshe
European Union and EasteEuiope ae the ony U.S. com
petitors expected to inaase rports in 1997/98. In adition,
heavy rain duing whed hawests in someegions from the
United Kingdom to the Ulaine will boost the amount of
whea in Euope thais not of milling quality and mabe #d
to livesto&. However, it is undear hav much will be export-
ed, consumed interally, or stoked

The forecast of inaeased Us. com exports in 1997/98 is
based on suppland-demand fundamentatt on the pace
of preseason saleAt the star of the maketing year on
September 4accoding toU.S Expot Salesoutstanding
com sales wre only 7.7 million tonsabout half the leel of
a year @o, when sales ere urusualy high.

Contiibuting to the slaer stat of com sales is mar ealy-
season competition and less concen the parof impotters
about suppy availability. Last summerJ.S. comn supplies
were citically tight because of the shdr995 cop. Con
prices were high,and impoters were worried thd not enough
com would be aailable, so thg purchased mar than usual
in advance It is moe reasonhble to compae this years ealy
sales to the 1990-9%erage of 7.5 million than to lastears
exceptional sales.

Moreover, China andArgentina hae been méeting old-
crop supplies this summagutting into demandofr U.S. com.
This competition isxpected to &ne as old-ap supplies &
used upand US. export sales a& expected to in@ase
EdAllen (202) 219-0831

ewallen@econ.g.gov

However, by mid-duly, just piior to the
critical reproductive stae (pollingion),
conditions bgan to detdorate, especialy
in lllinois, the second-lgest poducing
stae. Com piices bgan to ebound as a
wedaher maket developed like in mary
other yeass, with trades skittishy react
ing to dhanges in weaher forecasts as
well as actual\ents. Néonally, crop
conditions versened though most of the
summer beadre bainning to sthilize in
late August.

Over the past seral yeass, U.S. com pro-
duction has beerharacteized by shap
fluctuaions. In the last decade (1987-96

the anmal sving in con production has
averaged moe than 2 billion bshels per
year split equaly between inceases or
dedines. Exteme veaher pdtems sub
as &cessve moistue or dought were
common,with a few seasons siicas 1994
when conditions &re neaperfect.
Despite a sting undelying upward trend
in yields,reflecting @qains flom genetic
improvements and better magement,
there is \ery strong anmial variability
around thatrend

This years ciop stands out because outf
will be so dose to the mvious years,

),and this sthility is contibuting to the el-

ative calm maket amosphee this &ll.
The «plandion for the ecent sthility
lies lagely in a beak wer the past 2
yeass from weaher etremes.

Domestic Use &ged
At Recod High for 1997/98

Domestic demandf con is expected to

be stong over the ngt year with use po-

jected & 7.3 billion ushelsabout 100

million bushels Bove the 1994/95ecod

and topping 1996/97ybmore than 300
yuiillion.
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Feed andesidual use of caris pojected
to increase 5 peent to 5.55 billion
bushels. Ryduction and supplies of other
feed gains will be davn in 1997/98par
ticulady soghum,reinforcing stong
demand ér con. Stong meaexports will
again supparincreases in megroduction
and £ed demandHogs and hoilers ae
expected to accounbf most gowth. The
catle sector is maing towvard the end of
the liquiddion phase caused thigh feed
and brage costs in lee 1995 and 1996.

Food seedand industal (FSI) use of
com is also pojected toise 5 pecent in
1997/98 to 1.78 billion tshels. Contin-
ued ecovery in com used 6ér fuel alcohol
(ethanol) will lead gowth. Although con
for ethanol use isfecast to inaase 11
percent to 485 million bshels;t will not
rebound to the peakyel of 533 million
readied in 1994/95.

Some ne ethanol plants h& opened in
recent monthdyut a w plants vere per
manenty shut duing 1995/96when
industy magins were shaply squeeed
While the outlook ér comn prices is &irly
stable, ethanol industr magins ae also
dependent on mduct pices lagely influ-
enced  the petoleum maket, along with
retums genested by sales of co-mducts
sud as con oil and con gluten €ed
Prospects dr beverage alcohol hee been
improving, reflecting a gnamic &port
maiket. Poduction of beerage alcohol
from con has inceased @centy as some
ethanol poduces hae adled equipment
in order to dversify their poduction mix.

Other sgments of 6od and indusial use
are forecast to contime gowth in 1997/98.
Use Dr sveetenes accountsdr the lagest
shae of FSI useCom demanddr these
other uses tends to be inelaséind epan
sion has beerelaively steag over the
past seeral yeass, except for a small
downtum in con used ér stach in
1995/96.

U.S. com exports ae pojected to inagase
neaty 13 pecent in 1997/98 because of
increases in wrld com impots and @ins
in the US. maket shae as competitor
shipments ddime. Expots ae likely to
increasebut the manitude of the gin is
subject to some douldpe mainy to
uncetainty éout Chinas mole. Despite a

major dought tha overapped impotant
com producing aeas,China has contin
ued to sell car in recent veeks,mainly in
neighbomg Asian makets,reflecting
huge sto&piles.

Importers have shavn little urgeng to
buy from the US., not only because of
exports from China bt also in anticipa
tion of a elatively good US. hawvest.
Buyers typicall try to hit hawest-time
lows in pices. Con prices gneally
strengthen seasonglhfter November but
they could incease considebly depend
ing on whether or not China ctails
export sales.

Although con suppy is pmojected to be
the highest in 3gars, strong use is
expected to ke stoks relaively low.
Ending stoks in 1995/96 €ll to the lav-
est since the 1949 at 426 million
bushelsand hae recovered ony pattially.
In 1997/98 ending stoks ae pojected &
864 million hushelsdown 77 million
from the pevious year and the thid
straight year belav 1 billion.

Given inceasing usgthis povides ony a
small cushion gainst contingnciesThe
ratio of stoks to use is mjected &9.2
percent in 1997/98down from 10.7 bre-
cast in 1996/97hut up fom the ecent
low of 5 pecent in 1995/96.

Corn Output Reflects Changes in Yields
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Caution on El Nifho

USDA is caefully monitoing the curent El Nifio veaher phenomenon—a ped-
ic, large-scale wming of the topical Racific OceanWhen an El Nifio deslops,it
can disupt weaher patems acoss the globe due to the sigcéint ocean-anos

phee inteaction.

Despite indictions tha the curent El Nifio is ety strong the implicdions for agri-
cultural production ae far from cetain. The timing of the onseseverity, and dua-
tion of the ent all contibute to its impact ongticulture. In forecasting asp pio-
duction,USDA incomorates the impact of eether to dée into its assessments.
Given the unceainty of wedaher, the forecasts assume moal weaher in the peod
ahead However, USDA carefully monitors weaher ezents sub as the El Nifio phe

nomenon as tlyeunfold.

Ther ae some gnerl tendencies assotéa with El Nifio,but the intensity and
timing of the eflects ae not peréctly predictdle. The case ofAustalia is illustia-
tive. Australia typically expeliences seere diought in an El Nifioeent, cutting out
put of its whed and baley crops,which are mainy hawvested in the southeast in
November and DecembéklthoughAustralian authaties reduced poduction bre-
casts substantigllithis spmng, anticipding heay drought damge, rains in easter
crop aeas in ecent veeks vere substantial enough to ingye ciop piospects.

So far, there ae dear indicgions of educed output in Southedstia, especialy in

Indonesia. Some anits intepret a widespgad dought in China eer the last se
eral months aswdence of El Nifics impactbut corelaions ae weak.Ther has

also been mch concen aout India,where ciops ae also histacally subject to El
Nifio-related diought damege, but rainfall this past summer has been adégua

forestall seibus cop reductions.

For the con maket, the most dtical effects ae genearlly felt in southem Africa,
where SouthAfrica, Zimbabwe, and other counigs often gpeiience intense
drought duing El Nifio. Con is the egion’s stale food and authdties in the
region ae pepaing for the vorst. Planting of cor is just gtting undenay in these
regions d this time Crop outtun in southem Africa will not be knavn with cetain-

ty until eaty 1998.

Pete Rily (202) 501-8512 and RaViotha (202) 720-5716

Although shotages and soarg piices
were \ery disruptive for mary uses in
1995/96,it is not dear if mary will try to
hold laiger inventoiies for their opestions
in the futue. As in other industes, “just-
in time” deliveries can hold den costs.
Most con processing plants ardocded in
the hearof the Con Belt,especialy in
lowa and lllinoisfacilitating this goproad.

However, most of the gowth in livesto&
and poulty production in the last decade
has been outside the @oBelt. The boil-
er industy is concentated in con defcit
areas of the South and Southedste hay
industy has &panded damaically in
North Caolina, and ecenty has staed
to grow in some vesten stdes tha also
produce elaively small quantities of
com. In eab caseopeiations ae citical-
ly dependent onagular shipments éim

the Con Belt, making them vulneble to
ary transpotation delgs. It is unéear
whether opations outside the CarBelt
will try to rely on just-in-time delieries
or to hold iventoiies.

Com Prices
To Shaw Little Change

The seasonwarage plice of con receved
by famesrs is orecast 8$2.45-$2.85 per
bushel in 1997/98The midpoint of the
forecast is slighyl belav the 1996/97
price of $2.70despite a tighter outlook.
This is because the 1996/9esmge was
pulled up ly very high pices & the onset
of the maketing year before supplies
were replenishedWhile davn from the
1995/96 ecod of $3.24 per ashel,com
prices will still be eldively stong com
pared with the $2.30werage of the
1990/91-1994/95 pérd.

Agricultural Outlook/October 1997

Have we moved to a higher ice plaeau?
Growers ae hopeful of aaped of the
expelience of the edy 19705, when con
prices adanced fom a ange under $1.50
per lushel to eer $2 as wrld grain
demand took d@f Although the 1997/98
forecast is gain éove recent aerages, it
is probably unrealistic to think thaprices
could not &ll badk substantiail. More
favorable weaher this yar could hee
brought the pre davn signifcantly. For
example eaty this summer—hien maw
expected a car crop in ecess of 10 bil
lion bushels—ne/-crop elevator bids in
mary pais of the Con Belt were skid
ding tovard $2 per bishel. Laking pro-
gram altenaives sub as set-asideom
acregye is unlilely to shink much in the
next few yeass.

Regardless of theihal piice outcome this
year com sector income will be bolstst
by production fexibility contract pg-
ments authazed by the 1996 Bm Act,
which will total $3.4 billion in fscal 1997.
These pgments ag intended to ease the
transition to the ng ervironment tha
excludes most of theayemment“safety
net” programs. Gven the nedy full par
ticipation by com growers, the pgment
rate will work out to dout 49 cents per
bushel br elighle 1997 poduction,the
peak year of suppdr Payments will
dedine over the emaining 5-gar peiod.

Even without the &nsition pgments,
market-geneated stength in con prices
has minimizd adjustments to thewe
fam legislation. New approades to isk
manaement hege dtracted inceasing
attention in the last 2aais, but as ¥t
there is little contusive evidence of an
major dange in famers’ maiketing
behaior.

The fact tha mary com farmers missed
the lecod maket highs of 1995/96 is lé
ly to influence can maketings in
1997/98. Nedy two-thirds of the 1995/96
crop was maketed ly the end of drualy,
mostly under $3 perushel,before hug
price spiles pushedaim piices well above
$4 in the sgng. As a esult,mary famers
may be moe indined to delg a lager
portion of sales to lr in the maketing
year despite aded stoage coststo avoid
missing out on potential joe rallies.

Pete Rilg (202) 501-8512
pariley@econ.g.gov
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Virginia Port Authority

scal 1998 U.S. agricultural exports
Fare projected at $58.5 billion, up $

billion from the 1997 forecast and
second only to the 1996 record of $59.8
billion. At $38 billion, agricultural
imports also are projected up $2 billion,
so the agricultural trade surplus will
remain unchanged from the 1997 forecs
of $20.5 billion. The export value of both
bulk and high-value products (HVP's) is
expected to rise—HVP value is projecte
up $1.5 billion over fiscal 1997, and bulk
exports are expected up $500 million.

Meat and horticultural products account

for much of the increase expected in HVR

exports in 1998. Another record in horti-
cultural exports is projected, reflecting
continued strong economic growth, part
ularly in Mexico, Asia, and South
America. Larger meat exports to Japan
are anticipated as Japanese consumer
cern over beef safety dissipates and the
emergence of foot-and-mouth disease 3
swine fever in Taiwan limits its exports g
pork to Japan.

Bulk export volume will be pushed up by
larger U.S. exportable supplies of wheal

declining export competition for wheat
and corn, and strong foreign demand fo
soybeans. But while corn prices remain
firm, wheat prices will weaken. And for
soybeans, larger crops in major soybea
exporting countries will raise competitio
and reduce prices.

U.S. agricultural imports have set record
every year since 1975. The forecast for
fiscal 1998 continues this trend as agric
tural imports, at a record $38 billion, are
projected 6 percent above 1997's forecg
The rate of growth in imports in 1998,
however, is expected to slow from the
high levels of recent seasons as prices
coffee and other tropical products stabi-
lize or fall from their 1997 levels.

High-Value Exports
Expand Again

U.S. exports of high-value products are
projected up 4 percent to $35 billion in
fiscal 1998. As expected for 1997, most
the increase in 1998 will be in consume
ready food items such as meat, fruits, v
etables, and tree nuts. But strong gains
also expected in soybean oil, an intermg
A diate product, and some growth is expe
- ed in other intermediate products such
hides and skins.

World income growth continues to favor
expanded exports of HVP. Projected
lSi;rowth in gross domestic product (GDP
in 1998 in countries other than the U.S.
is 3.3 percent, a slight gain from the 3-
percent growth estimated for 1997.
Modest growth is projected for the EU
and Japan, but the strongest growth cor
tinues to be in Latin America and Asia.
Expansion of GDP in China, which has
been the most rapid for several consecl
ive years, still leads the way and is pro-
jected to exceed 8 percent, down slightl

Cfrom its forecast 1997 growth.

d

Income growth is largely responsible for
#Hg recent expanding consumer deman
or meats and thus for the rapidly rising
n?Iobal demand for livestock feeds. This
f fend is expected not only to buoy
demand for bulk commodities in 1998,
but also to contribute to expanding
exports of commodities such as soybea|
meal, a major feed ingredient. U.S. ex-
» ports of soybean meal are projected up
500,000 tons to 6.6 million in 1998.

.
”
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However, soybean meal value is projected
I lower due to the price-weakening record
U.S. crop and strong international compe-
tition. The EU continues to be the largest
n importer of soybean meal, and strong

N gains continue to be expected there. But
the percentage gains projected for Asia
are larger, led by expanding demand in
sChina.

ull.S. soybean oil exports in 1998 are also

expected to expand markedly, rising to 1

isinillion tons and $600 million compared
with 1997’s forecast of 800,000 tons and
$500 million. Mexico and other Latin

oAmerican countries will account for much
of the growth, although demand for veg-
etable oils also continues to expand rapid-
ly in China.

The $600-million gain projected for 1998
exports of beef, pork, and variety meats
reflects the strong growth expected in
export volume to 1.6 million tons from the
01997 forecast of 1.4 million. Japan contin-
[-ues to be the major importer of U.S. beef
eGand pork, although exports to Mexico have
apen rising rapidly. Gains projected for
2-Japan in 1998 reflect fading concerns
Ctabout beef safety which reduced exports in

@s1997, and the outbreak of foot-and-mouth

disease and swine fever in Taiwan which
will curtail Taiwan’s pork exports.

Poultry meat exports are projected to rise
100,000 tons to 2.6 million in 1998. But
the export value of poultry and poultry
products likely will remain relatively
unchanged at $3 billion, since exports are
dominated by lower-priced parts. Russia,
-a big growth market for poultry exports

in recent years, is expected to continue

Bulk commoditiesnclude wheat, rice,
feed grains, soybeans, cotton, and
tobacco High-value productgom-
prise total exports minus the bulk
commodities. HVP includes semi-
processed and processed grains and
oilseeds (e.g., soybean meal and oil),
animals and products, horticultural
products, and sugar and tropical prod-
ucts. Appendix table 27 presents a
breakout of U.S. agricultural exports
and imports by major commodity
group for 1996-98, for both volume
and value.
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World Agriculture & Trade

levying impott duties on poultrin 1998,
limiting future gains thee. Gains in poul
try exports to Ldin America, patticulardy
Mexico, have been signi€ant and a&
expected to contime in 1998.

Recod U.S. exports of hoticultural prod-
ucts ae pojected br 1998 &4$11.2 bit
lion, up 6 pecent. Gains of $100 million
eat are pected 6r fruits, vegetables,
and tee nuts,which will reat $3.5 bit
lion, $2.7 billion,and $1.4 billion.
Growth in 1998 is rpected to equal the
1997 @in.

In 1997,oranges and pples ae leading
the fruit export growth. Orange eports
are panding to Hong Eng and South
Korea,while increased pple eports ae
going to SouthAmerica, the Middle East,
and Southeag{sia. Tom&oes and lettuce
patticulally to Canadashow the lagest
growth among the egetables exported so
far in 1997 Wine and essential oils
account 6r much of the emaining gowth
estimaed for both 1997 and 1998. HVP
sales to Canada Vmbeneted from the
progressve lowvering of dutieswhile
growth in sales tésia and L&n America
reflects demandrgwth driven by ece
nomic deelopment and>panding
incomes.

U.S. Ag Trade Surplus to Be Unchanged in 1998

$ billion
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Economic Research Service, USDA

Bulk Export Volume
To Rébound in 1998

Initial forecasts dr fiscal 1998 place the
volume of lulk commodity &ports
(whea, rice, coase gains,soybeansand
cotton) & 118.5 million tonsa 14-pecent
or 15-million-ton @in from the 1997
forecastThe \alue of fscal 1998 blk

HVP and Bulk Ag Exports to Rise in 1998
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Total U.S. agricultural exports

exports is pojected &$23.5 billion,up 2
percent. Gains in bk exports ae a shift
from dedines of the last 2gass. In iscal
1997,bulk export volume is &pected to
read only 103.5 million tons13 pecent
belonv 1996.And in 1996 bulk exports
were 6 pecent belav 1995,when a lage
suige in lulk product shipments had tea
pulted total wlume fgures to aecod
169.7 million tons.

Whed, com, and sgbeans accounbf
much of the @in expected in blk exports
in fiscal 1998. US. whea and four
exports ae piojected &30.5 million tons
and $4.6 billiona 28-pecent incease in
volume and a 15-peent @in in value
from 19975 forecast. US. exports will
beneit from smaller gportable supplies
of major &port competitos—Canada,
Austrlia, andArgentina—vhere pioduc
tion will drop in 1997/98 in@sponse to
pooter growing conditions andecenty
lower piices.And reduced poduction in
Morocco,Algeria, andTunisia in 1997/98
will raise impor demand in these coun
tries ajain.

Rice «port volume is also mjected to
rise nedly 8 pecent to 2.7 million tons
on the stength of a lager 1997/98 5.
crop. But the ineeasedice production
will lik ely reduce pices,leaving the
forecast of gport value unbangd &
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$1 billion. Rice impaordemand is mject
ed to rse in 1998 in Indonesi&hina,
Brazil, and lan,all large impoters.
Drought in pats of Southeasisia and
Cential America, as well as torential
rains in nothwesten SouthAmerica, may
enadle the US. to cature adlitional mar
ket shae in both Souti®merica and
Southeasfsia.

Coarse gain epotrts ae pojected up 6
million tons and $600 million to 58.2 mil
lion tons \alued & $7.5 billion. Con
accountsdr all the inceaseas little
chang is pected 6r the other coae
grains. China in@asingy consumes a
growing shae of its avn production,
exporting less andeducing intemational
export competition A smaller 1997/98
com crop inArgentina,along with laver
batley production in Canada and
Austrlia, may also help educe gport
competition And stiong global éed
demandas livesto& industies expand
worldwide, contirues to suppdrcoase
grain ports.

Soybean &ports also ag benefing from
the stength of globaldéed demandJ.S.
soybean gpoits in fiscal 1998 & pioject
ed up 2.3 million tons to 26 million. But

Economic Research Service/USDA 11

large ciops inArgentina and Bazil, as
well as the US,, are expected to push
prices devn, lowering export value ly
$800 million to $6.1 billion dr fiscal
1998. Havever, despite lager pioduction,
SouthAmerican sgbean &port competi
tion is epected to belmout unbangd
Argentina contines to pomote eports of
soybean mealather than sgbeansso its
1998 eports of beans arexpected to
shav only modest gins.And although
Brazil is estiméed to hae moe than dou
bled sgybean &ports in 1996/97 due to
eliminaion of an eport duty on ew com
modities,it is projected to shift bdc
toward greder eports of meal and less o
beans gain in 1997/98.

Fiscal 1998 US. cotton &ports ae fore-
cast & 1.6 million tonsthe same as in
1997, reflecting fairly flat U.S. supplies.
But contirued stong global demand
coupled with delining U.S. and breign
stoks, is expected to pushxport value
up to $2.8 billion. Mzico and other Lén
Amelican counties ae likely to contirue
as impotant destingons for U.S. cotton.
And U.S. exports to Southeagtsia could
rebound in 1998 as thegion’s impots
increase; bt exports to China & likely to
dedine as Chinaelies inceasingy on its
own supplies.

Carol Whitton (202) 219-0825
cwhitton@econ.g.gov

October Releases—USDA’s
Agricultural Statistics Board
The following reports are issued

electronically at 3 p.m. (ET) unless
otherwise indicated.
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Coming in Agricultural Outlook . . .

A special report on fast-track authority

Broiler Hatchery

Dairy Products

Egg Products

Poultry Slaughter
Cheddar Cheese Prices
Crop Progress (after 4 pm)
Broiler Hatchery
Vegetables

Cotton Ginnings (8:30 am)
Crop Production (8:30 am)
Cheddar Cheese Prices
Crop Progress (after 4 pm)
Broiler Hatchery

Milk Production

Turkey Hatchery

Cattle on Feed

Cheddar Cheese Prices
Cold Storage

Crop Progress (after 4 pm)
Chickens & Eggs

Broiler Hatchery

Catfish Processing

Cotton Ginnings (8:30 am)
Livestock Slaughter
Cheddar Cheese Prices
Crop Progress (after 4 pm)
Broiler Hatchery

Catfish Production

Peanut Stocks & Processing
Rice Stocks (8:30 am)
Agricultural Prices
Cheddar Cheese Prices
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ost farmers will pay less Federd
M income tax, and farm families

will find it easier to transfer the
family farm across generations, under th
Taxpayer Relief Act of 1997. The new
law—the tax portion of recent legislation
to balance the Federal budget by 2002
emerges from years of debate on propo
als for tax simplification, broad tax redug
tion, and targeted capital gains and estg
tax relief. The result should be a net tax
reduction for all Americans of $95 billion
over 5 years.

A number of general and targeted tax
relief provisions will significantly reduce
Federal taxes for farmers and other rurg
residents. Farmers are expected to save
over $1.6 billion per year in Federal
income taxes and between $150 and $2
million in Federal estate taxes.

New tax credits for households with chilt

dren, incentives for education and retire
ment savings, and lower capital gains
taxes will help reduce income taxes for
many families—farm and nonfarm alike.
Farmers will also benefit from several
provisions for dealing with income fluctu
ations across several tax years. Capital

Agricultural Outlook/October 1997

gains provisions are expected to expand Of particular benefit to farmers are the

agricultural investment and increase far
land prices. Federal estate tax provision
will be especially important for farmers
and other small business owners who h
significant amounts of their wealth in
business assets. By substantially increa
ing the value of farms or other business
that can be transferred tax free, the new

tax law reduces the likelihood that a farm

or its assets will need to be sold to pay
estate taxes.

Provisions for
Income Tax Relief

A variety of targeted income tax relief
provisions included in the Taxpayer Reli
Act will affect many farmers and their
households. General provisions providin
tax relief for households with children,
education, and health insurance for the
self-employed will have the most wide-
spread effect. One-third of all farm fami-
lies will qualify for a newtax credit for
households with childretihat allows tax-
payers to directly reduce their income ta
by $500 ($400 in 1998) for each qualify
ing, dependent child under the age of 1
\ While the credit is generally nonrefund-
able, taxpayers with three or more chil-
dren may receive a refund. On joint
greturns, the credit is reduced if income
exceeds $110,000. In the aggregate, qu
fying farm families will receive an esti-
L mated $600 million per year in benefits,
s-about $800 per family on average.

teTwo new nonrefundable tax credits pro-
vide incentives for higher educatiera
Hope Scholarship Credit of up to $1,50(
during each student’s first 2 years of col

lege, and a 20-percent Lifetime Learning

Credit up to $2,000 annually (by 2003)

for each taxpayer. Up to $2,500 of studenf

| loan interest ($1,000 in 1998) becomes
deductible, and new Education IRAs wil
allow $500 in contributions per child.
0Although the contributions are nonde-
ductible, tax-free distributions from thos
IRA's will be allowed for qualified educa
tion expenses.

All of these education incentives are
reduced or eliminated for high-income
taxpayers. But farm families with incomé
under the limits, especially those with

- children at or near college age, will beng
fit along with other qualifying taxpayers.

mehanges in thlealth insurance deduction
sfor the self-employedntended to bring
small business owners into line with
pldmployees receiving employer-deductible
health insurance. Nearly 40 percent of
sthose whose primary occupation is farm-
esng, and 20 percent @l farmers, use the
self-employed health insurance deduction.

In 1997, self-employed taxpayers may
deduct 40 percent of family health insur-
ance costs. The new law gradually
increases the deduction to 100 percent by
2007, up from the 80 percent scheduled
under prior law. About 400,000 farmers
will be able to deduct more of the $1.2
ebillion they currently pay for health insur-
ance. As a result, farmers’ net annual cost
dof buying health insurance will eventually
be reduced an additional 10 percent.

The Taxpayer Relief Act provides some
new opportunities for retirement savers
that may be of value to farm households,
particularly those who already take advan-
Xtage ofIRA provisions The act creates
“Roth IRAs,” which allow tax-free distri-

[ -butions after 5 years if the holder reaches
age 59Y, dies, or becomes disabled.
Contributions to these IRA's are nonde-
ductible and are reduced for couples with
more than $150,000 in income and indi-

Aliduals with over $95,000. Nearly all
farms will qualify under these income
limits.

An estimated 300,000 more farm house-

holds will become eligible to make

deductible IRA contributions, as the

income limits that restrict deductible con-
" tributions by taxpayers also participating
in employer-sponsored pensions will dou-
ble by 2007. Income limits for spouses of
*MUctive participants are even higher. The
$2,000 annual contribution limit remains,
but penalty-free distributions are allowed
for higher education and first-time home
buyers. Despite broad eligibility, however,
P only about 9 percent of farmers contribute
annually, so these new provisions may not
significantly increase retirement savings
for many farm households.

In any year, 35 percent of all farm sole
*Soroprietors reportapital gains about

three times the frequency for all taxpay-
*“ers. Capital gains, including the profits
from selling farm assets such as livestock
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and landaccounteddr 13 pecent of
fammers’ total taxdle income in 1993.
Provisions in theTaxpaer ReliefAct
reduce cpital gains taes.

For capital assetswned a least 18
months,the former 28-pecent maxinum
rate is leduced to 20 peent and the 15-
percent ete to 10 perent. for assets
acquied bginning in 2001 and heldta
least 5 pars, the maxinum tax ete will
be educed to 18 peent. For individuals
taxed in the 15-p@ent badket, the maxi
mum falls to 8 pecent in 2001regardless
of the puchase dee. When fully imple-
mented reduced cpital gains tax ates ae
expected to sz famers an estimi@d
$725 million eah year

The act also alles a taxpger to exclude
up to $250,000 ($500,000 ififhg a joint
retum) of gain on the sale of a ipcipal
residencereplacing the povision tha
allowed the ollover of capital gain into
the puchase of a ne residence and the
$125,000 rclusion for taxpyers over 55.
Fam residencesepresent 12 peent of
total farm value and will qualify ér the
principal residence xclusion.

Economic incenties to ly and mange
assets thageneste caital gains hae
important implicdions for asset pces
and i output.With lower caital gains
tax rates,both faiTm and nordim investos
will lik ely increase gricultural invest
ment,especialy in livestok and landA
tempoaly increase in theailability of
land for sale mg occur as wneis who
had been waiting for reduced cpital gains
tax rates elease their landf sale In the
long tem, farmland \alues ae expected
to increase fom sut adlitional invest
ment,and somedm product pices mg
fall if greder investment inazases [r
duction.

Provisions in the ne tax lav tha reduce
tax lurdens vhhen incomelfictuaes flom
year to year will beneit some &mers.
The 1997 actastoes fimers’ ability to
usedefrred pgment contactswithout
being subject to altaetive mininum tax
(AMT), a tax designed to @rent high-
income taxpygers from avoiding tayes ly
using clusions,deductionsand cedits.
Famers ae alloved to educe cuent
income tars ly selling assets in oneegr

Economic Research Service/USDA

and waiting until another gar to eceve
income But theTax Rebrm Act of 1986
did not pemit famers to deér sut
income vhen computindAMT. As a
result,up to 5 pecent of all frms, mary
of them lage cash tpin farms, faced
higher taxes.The 1997 hang relieves
about 200,000dms from tax peparation
complexities involved in detemining
whether thg were subject to thAMT, and
reduces taes ty $150 million annally.

Selling livesto& because of eather dis
astes can also @ae poblems ly inflat-
ing famm income in the cuent tax year
The Taxpayer ReliefAct expands gisting
special teament of lvestok sales due to
drought to intude foods and other
wedaherrelated conditions. &mers who
premdurely sell livesto& because of
wedaher conditions madefer detaring
sud income br taves until the éllowing
year The farmer nust shav tha under
nomal kusiness gactices the sale auld
not harze occured until the éllowing tax
year and thiaweaher conditions caused
the aea to be elidple for Federl assis
tance Gain fiom selling moe breeding or
dairy livesto& than would hare been sold
can also be defred by purchasing similar
livestok within 2 yeass. Because the
chang is etroactve to the bginning of
1997,it will be available to famels
affected ly flooding ealy in the year

Income aeraging for all taxpgers ended
after theTax Rebrm Act of 1986,but the
1997 act allars famers to aerage
income duing tax years 1998-2000A
farmer my elect to shift an amount of
farm income including cain on the sale o
farm assets»eept land to the peceding
3 years, one-thid to eab year and pg
tax & the ite gplicable in eab year If
the maginal tax iete was laver duing

one or moe of the peceding gass, a
farmer my pay less tax. Because the eu
rent tax ete stucture is fatter and the
provision gplies ony to income fom
famming, fewer famers will beneit from
this piovision than fom the &eraging
provision available prior to 1986.
Famers, mostly those vho rely on fam-
ing as their gmary source of income

are expected to sa& dout $50 million

per year
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Estae Tax Changs
May Ease farm Inheritance

Over the as, increasing &m siz and
appreciaing land \alues hege increased
fam estée values and taes. In the
19705, Congess enacted twspecial po-
visions out of concertha Fedeal estée
taxes might érce somedmily farms to
liquidate: special use atuation, which
allows famland to be alued &its fam
value ether than itsdir maket value and
installment pgment of esta taxes which
pemits tax pgments oer a 14-gar
peiiod rather than in full within 9 months
of a dedh.

Despite the ailability of special use al-
uation, a relaively large shae of famers
contirues to wve estée tax—an estintad
6 pecent of im estées ave Fedenl
estde taxes compard with just @er 1
percent of all est@s. Changs to fedeal
estde and ¢t tax laws in the 1997 act
were tageted pimaiily to faims and
small husinesses.

Whether an esta is equired to fle a
retum and pg Fedenl estée tayes is
detemined lagely by theunified credit
provision which sets the basicvel of
estde value eempt fom taxaion. Pior
to the 1997 acthe cedit was suficient
to offset the tax on tharkt $600,000 of
an indvidual’'s estée. Since the @dit has
not been bangd since 1987ts real
value has ddimed by about one-thid.
The 1997 actigdualy increases the et
it to shield $1 million fom estée taes ly
2006, although most of the inease
occus in the last 3gass. Inceasing the
unified credit will reduce both theumber
of fam estées equired to fle an estte
tax retum and the amber thaowe
Fedenl estée tax.

Beginning in 1998the Taxpger Relief
Act credes amadditional excdlusion br
farms and othefamily-held lusinesses
that will exempt flom estée taxes
$675,000 of alue in a qualied family-
owned husinessAlthough the &clusion is
in addition to ary beneits from special
use aluaion and the uniéd credit, the
total amount xcluded ly this piovision
and the unigd credit is limited to $1.3
million.
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The nev exclusion will reduce the mm-
ber of taxble fam estées ty about 40
percent and educe Edenl estde taxes
due on &m estées ly about one-thid—
between $150 and $200 million. Com-
bined with other 1997hanges to fedeal
estde tax povisions,the nev exclusion
should educeif not eliminge, the need
to sell i assets to yaFederl estée
taxes.

The act also déactly addresses the liquieli
ty problem often fced ly fams and other
small husinesses thidnold signifcant
amounts of their walth in the érm of
business assetsy makingchanges to the
installment pgment povision The
installment pgment povision of the tax
code allovs a qualifying &m or husiness
to pay estde taxes wer a peiod of 14
yeass, with only interest due dr the frst 4
yeas. The 1997 acteduces the intest
rate due on theirfst $1 million in qualify
ing assets im 4 to 2 parent,and no
longer indudes the &lue of assets shield
ed from tax in detenining the frst $1
million. The act alsoaduces the intest
due on amountshave $1 million to ony
45 pecent of the ate assesseaff under
payments of tax. Intest is no longr
deductithe for either esti@ or income tax
purposes.

Beginning in 1999the $1 million alue
will be indexed for inflation. These
changs,combined with the inease in
the alue of popety tha can be tns
fered tax-feg should gealy reduce the
liquidity problem tha some &m heirs
might otherwise xpelience as aasult of
Fedeal estie taves.

Also changed is thespecial use aluation
provision Beginning in 1999the
$750,000 cp on eduction in alue br

tax puposes alloed ty this piovision
will be indexed for inflation. The cg has
not been bangd since 1981. Onlabout
10 pecent of s electing special use
valuaion ae afected ly the ca, primatri-
ly larger fatms near urban aas vihere
development pessue is geaest.
Adjusting the cp for inflation will ensue
tha most fams contie to be undéécted
by the cp.

The 1997 act alsaefines the equirement
that faimland benéfing from the special
use povision be used inafming by the
heir for a peiod of 10 yeas. Under pevi-
ous lav, the cashental of speciajl val-
ued popety other than fom a suviving
spouse to aagimily member did not qualify
as contimied fatming by the heir since the
heir no longr boe the nancial isk of
famming the popety. Under the amende
law, a lineal descendant of the deceden
will be allowed to ent speciall valued
propety for cash to agmily member as
long as thafamily member contines to
opewte the &m. This will provide gedaer
flexibility f or heils under the special use
value povision yet remain consistent witl
the objectie of resticting beneits to
families th& contirue to aim.

Finally, the act gpands the esta tax ben
efits available to landevners who donge a
consevation easemenf Fedeal estse
and gft tax deduction \as alead; al-
lowed for the dontion of a pemanent
restiction or easement on the use eér
propety to a taity or other qualifying
organizdion exclusively for consevation
purposes.

A consevation puipose intudes peseva-
tion of land br the g¢neal pubic’s out
door lecredion or educton, presewation
of a ndural haitat, and pesevation of

Watch for . . .

... In an upcoming issue of
Agricultural Outlook

Agricultural Outlook/October 1997

open spaceof the scenic enjoment of
the generl pubic or in suppot of a gv-
emmental conseetion policy. The
Taxpyer ReliefAct allows an aditional
exclusion from estée and gt taxes of up
to 40 pecent of the alue of the land on
which the easement is dded if it is
located within 25 miles of a meipolitan
area or a ndonal pak or wildemness aga,
or within 10 miles of an Urban Nanal
Forest.

To qualify for the n&v exclusion,land
must hae been wned ly the decedent or
a member of the decedentamily for a
least 3 yars piior to the dée of de#h,

and the contbution nust hae been made
by the decedent or the decedsri@mily.
The eclusion is based on thale of

the popety after the conseetion ease

] ment is placed and does notlirde aly

retained deelopment ights to use the
land for ary commecial pupose other
than iMming. The maxinum exclusion is
limited to $100,000 in 1998 and imases
to $500,000 in 2002 and thefter

This nev exclusion will provide adlition-
al incentves br landavners to donge a
consevation easement within desigieal
areas. Hwvever, given the incease in the
value of popety tha can be tansemred
tax-free to heis under the 1997 adhe
number of landaners who could benef
from the aditional exclusion my be ela
tively small. In adition, geagraphic tar
geting tha limits this benef will also
limit the pool of potential doner

Ron Dust (202) 219-0896 and Jim
Monke (202) 219-0343
rdurst@econ.g.gov
jmonle@econ.g.gov
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ural Resources Conservation Ser

Q mong its many provisions, the

Federal Agriculture Improvement

and Reform Act of 1996 (1996

Farm Act) continued the Conservation
Reserve Program (CRP) up to a maxim
of 36.4 million acres through the year
2002. Results suggest that the farmland
acres accepted in the 15th signup, the f
major CRP signup under the 1996 Farm
Act, will provide greater environmental
benefits and cost 22 percent less than t
CRP historically.

As a voluntary agricultural land retire-

ment program, the CRP provides particit

pants with an annual per-acre rent and
half the cost of establishing a conservin
land cover—usually grass or trees—in
exchange for retiring highly erodible
and/or environmentally sensitive land
from production for 10-15 years. The 15

uigent upland, and cropland subject to co

Nérom the 21.4 million under CRP contrag

J
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USDA will hold a 16th signup during
October 14-November 14, 1997. Among
the lands eligible are most of the appro
mately 10 million acres of existing CRP
contracts not enrolled in signup 15 and
scheduled to expire in 1997, 4.8 million
existing CRP acres expiring in 1998, an
other eligible acres not currently in the
CRP. As in the 15th signup, EBI ranking
will determine which offers will be
accepted. However, in response to com
ments about the EBI, certain factors we
modified by an interagency task force
consisting of several USDA agencies, th
Environmental Protection Agency, and t
U.S. Fish and Wildlife Service.

15th Signup Rules
Expanded Eligible Acres

In early 1997, USDA finalized rules for

the long-term future of the CRP “to costt

effectively target the CRP to more envi-
ronmentally sensitive acreagd”ederal
Register February 19, 1997). The new
rules expanded the universe of eligible
lands to more than 240 million acres,
approximately 65 percent of U.S. cultiva
ed cropland, compared with about 100
million acres of highly erodible cropland
eligible in 1985 when the CRP began.
The additional eligible lands were most!
cropland in national and state environ-
mental priority areas, cropland adjacent
water bodies, cropped wetlands and adj

servation compliance but not formerly e
gible under CRP erodibility criteria.

rst
Producers who wished to enroll eligible
land into the CRP, including eligible acre

then scheduled to expire in 1997, were

15

the 15th signup. As in earlier signups since
1991, offers were competitively ranked
i-using an EBI. The EBI for the 15th signup
was the sum of six environmental factors
and a government cost factor.

d Taking into account the 36.4-million-acre
statutory enrollment limit, the 32.8 mil-
Slion acres remaining in the program at
that time, and the then-impending expira-
tion of 21.4 million acres later in 1997,
[CUSDA was authorized to enroll up to
nearly 25 million acres. On May 22,
€USDA announced acceptance of 16.1 mil-
'9ion acres of the approximately 23.3 mil-
lion offered by producers for the 15th
signup. To help determine overall acreage
acceptance, USDA compared the EBI
scores of the 15th signup offers to EBI
scores of eligible acres likely to be bid
over the next several years, and analyzed
the costs and environmental benefits of
progressive enrollment increments.

The establishment of 259 as an EBI cutoff
for the 15th signup resulted in the accep-
tance of 16.1 million acres, which met the
statutory 25-percent-per-county enroll-
ment limitation. Changes in the EBI (dis-
cussed below) will likely result in a dif-
ferent cutoff value in future signups.

t-

y

tc@f the acres accepted in the 15th signup,
544 million represented new acres not for-
1_merly enrolled in the program, and 11.7
_million represented acres in CRP con-
tracts then scheduled to expire in 1997.
About 55 percent of existing CRP acres
expiring in 1997 were re-enrolled, typical-
ly with planned improvements in vegeta-
Stive cover for wildlife and reduced annual
Sental costs. The regional distribution of
accepted acres was similar to the historic

given the opportunity to submit offers in

CRP except for small reductions in the

Over Half of Eligible Acres in 15th Signup Are Highly Erodible Lands

signup, conducted in March 1997, was th: Cropland in state priority areas

largest CRP signup ever. Landowners a
operators offered 23.3 million acres for
enrollment, and USDA accepted 16.1 m
lion. Acceptance was based on the rank
ing of offers using an environmental ber
efits index (EBI).

Land category Eligible acres
Million acres
Highly erodible cropland 142
itk Cropland in national priority areas 86
24
h Cropland adjacent to water bodies 13
Cropped wetlands and adjacent upland 8
_ Pastureland adjacent to water bodies NA
_ Total CRP land eligibility * 240

- NA = Not available.
* Excludes minor categories of eligible land and double-

counting of acres falling into more than one category.

Source: Economic Research Service, based on Farm Service Agency analysis, USDA.
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The 15th CRP Signup: Environmental Benefits Index

A national ervironmental bendt index (EBI) has been used
to piioritize and ank CRP dfers since the 10th sigip in
1991.The EBI was deeloped consistent with section
1234(c)(3) of the &od Secuty Act of 1985 which provided
that “in detemining the acggtability of offers the Se@tary
may take into considation the &tent to which enoliment of
the land thais the subject of the coairt ofer would

improve soil esouces,water quality wildlif e haitat, or pro-
vide other emironmental bend&s”

The EBI,which is curently the sum of sixanked eniron-
mental &ctos plus a costafctor was deeloped ly an inter
ageng task brce consisting of seral USDA agenciesthe
Environmental PotectionAgengy, and the US. Fsh and
Wildlif e Sevice. The EBI is not meant to be mid index
over time but may be adjusted and impred dgending on
the piogress of signps,perceived deiciencies,and/or
changed prorities.

When a CRP dér is submittedUSDA’'s Naural Resouces
Consevation Sevice povides objectie dda for eat of the
EBI factos for the assoctad land At the dose of a siguap,
the daa for eat offer ae centalized and the EBIdr eat
offer is consistenyl calculded Ead is then naonally

ranked in compason with all other ders, and those with the
highest EBI5 ae acceted

Staes also hee the option of desloping their an ranking
factos to adiress paicular concens. In this casehe stée
receves an a@aye allocdion based on the tianal EBI
ranking pocessput actual acqatance within the sta is
based on hw offers rank using the sta ranking fictos.

In the 15th sigap, held in Mach 1997 the theoetical maxi
mum EBI scoe was 600 pointshased on the sum of thelf
lowing six ewironmental &ctos and a 200-point cosadtor:

¢ N1: Wildlif e habitat benefts (100 points maximam).
This factor was based on therdmula (N1A / 50) *
(N1A + N1B + N1C + N1D + N1E + N1F).
* NI1A (0-50 pointstorresponds to he beneicial the
vegetdive cover poposed B the landavner or opegtor is
for wildlife;
e N1B (0-15 pointsjelaes to vihether the dered land
beneits reproduction,staging, or winteiing of a Fedeal or
stae thieadened endangred or candidée species;
* NI1C (0-10 pointsgvaluaes the poximity of the ofer
to wetlands;
* N1D (0-10 pointsgvaluges the poximity of the ofer
to other potected wildlie habitat;
e N1E (0-5 pointstoresponds to the s8zof the ofer
(larger contiguous locks of land ae geneally more bene
ficial for wildlife); and
* NI1F (0-10 pointsgvaludes the atio of upland aags to
restoed wetlands within the éér.

N2: Water quality beneits from reduced \ater erosion,
runoff, and leating (100 points maximam). This factor
was based on thermula N2A + N2B + N2C + N2D

e N2A (0-30 pointsjelates to vhether the dered aces
are locded in a fedenl or stae-identifed aea where ciop
production contibutes to gound vater or surlce vater
quality impaiment;

* N2B (0-20 points@valuaes the dier’s contibution to
ground water quality potection based on soil |dzability,
county pesticide and ndgen leabing potentialand
county populdon obtaining dinking water from wells;

e N2C (0-40 pointsgvaluaes the dfer’s contibution to
surface vater quality potection based on the siesedi
ment potentialcounty ecess nitogen levels,and vater-
shed populton; and

e N2D (0-10 points)s based on eter quality impove-
ments associad with wetland enollment in the dfer.

N3: On-farm beneits of reduced wind or \ater erosion
(100 points maximm). This factor was pppottional to
the higher of the wind or aer eodibility of the soils in
the ofer. The higher the edibility, the higher the poten
tial for eiosion tha can educe soil prductivity.

N4: Long-tem beneits of cetain practices tha will lik e-
ly extend beond the contact peiod (50 points maxi
mum). This factor ecaynized tha cettain practices suc
as tee coer ae likely to remain on the land lgend the
10-15 years of the CRP cordict. Pactices with the
longest expected etention,sud as nev haidwood trees,
receved the most points.

N5: Air quality benefts from reduced wind ession (25
points maxinum). This factor was popottional to the
wind erodibility of the soils in the dér and the distance-
weighted populéon tha could be most &écted ly wind-
blown dust fom the land dered

N6: Beneits from enwollment in consevation priority
areas vhen the ofer significantly contributes to the pi
ority area concen (25 points maximam). This factor
awarded points to dérs tha were locded within naional
or stae CRP consestion priority areas estalished br
wildlif e, water quality or air quality puposes—puovided
the points algsieved for the coresponding n@onal ranking
factor (eg. N1,N2, or N5) were & least 40 perent of the
total possite points br tha factor

N7: Government cost of the conéct (200 points maxi
mum). The scoing for this factor is not detenined ly the
Secetary until after the corlasion of eah sigrup. For the
15th sigmp, the cost &ctor was set Ba 200-point maxi
mum. Geaer points vere avarded to ofers requesting
lower anmwial rent. In adlition, up to 10 points wre avard-
ed to ofers with isting corer where no Fedeal outlay
for vegetaive cover estalishment vas equired
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Lake Staes and Rcific regions,and small
increases in the Mountain and Nloem
Plains egions.

The average EBI scoe was 307 ér the
acres enolled in the 15th sigip, 46 per
cent geder than the 210verage EBI

of the histoic CRR owing mainy to
improved wildlife haitat beneits and
water quality benéfs, and deceasedental
costs due to lwer bids ly paticipants.
Approximately 84 pecent of accpted
acres vere in highyy erodible fields,and
neaty half of these aess had an edibility
index greder than 15The average endi-
bility index for acceted aces was 16.
Approximately 1.1 million of the acqated
aces was deoted to nev or eisting trees,
while most of theemainder will be co-
ered with \arious gasses.

Included in the a@s accpted in the
15th sigup was aver 790,000 aers of
cropped vetland and assodi&d aceagye
that will be restoed, and wer 652,000
acres thawere enplled in stae water
quality aeas. Due toavised soil bid cps
(the maxinum anmial rental amount
USDA will pay a pioducer) and enhance
program competitionanrual rental costs
were reduced fom an aerage of $50 per
acre under the histar CRP to $39 on
15th-sigrup acceted aces. In adition,
over 60 pecent of ental pgments
requested Y produces was belov estdo-
lished USIA soil bid cps by an aerage
of $3 per ace.

Nearly Three-four ths of Acres Accepted in

Economic Research Service/USDA

fits over the 10-15-gar contact length.

EBI Modified for 16th Sigrup

i Taking into account the 36.4-million-acr
CRP stéutory enollment limit, the 27-28
million acres in the psgram as of
October—intuding lands erulled in the
15th sigup—and the 4.8 million aes
that will expire in 1998 USDA has
authoity to enoll up to 13-14 million
acres in the 16th sigp. Havever, as in
the 15th sigop, actual accgtance lilely

15th Sign

17

The Continuous CRP Signup

Under authaty of the 1996 Brm Act, USDA on Setember 41996 bgan a con
tinuous CRP sigup (referred to as the 14th sigp in fiscal 1997) of a@age devot-
ed to specit practices desigriad ty the Ewvironmental RotectionAgeng/. These
include flter strips, riparian kuffers, grassed \aterways, field windbreaks,shelter
belts,living snav fencesgsalt-toleant \egetaion, shallov water aeas ér wildlife,
and wellhead potection aeas.These paral-field practices inolve a eldively
small amount of aeage, but provide dispppottionaely large ewvironmental bene

Produces wishing to erwll eligible aces deoted to these pictices mg do so &
ary time, avoiding the need to ait for an announced CRP sigmperod. If the
producer is willing to acqe no moe than a maxiwmm pioductvity-adjusted
payment ete calculéed by USDA's Faim Sewice Agengy, these aas will automé
ically be accpted In adlition, special bons pgments mg also be wailable to
attract cetain high-prority practicesAs of April 1997, pattial reporting indicaed
that gpproximately 78,000 aaes had been evited in the continous sigop. Neaty
66 pecent of these aes was flter stips or iparian tuffers.

Enrollment in the continous signp is epected to inezase asteention is bcused
on this option thwugh the USB. Consevation Initiative. The pivate sector and
mary stae consevation agenciesjn patnership with USDA, are taking stps to
communicae the emironmental potection benéfs and poducer adantages of
filter stips and other pctices thaqualify for the contimous signp.

will be less as mgram mangers reseve
space 6r the contimous CRP sigmp and
other considetions.

In response toeview of the EBI used to
rank ofers for accg@tance in the 15th
sigrup, modifications to EBI fctoss for
wildlif e haitat, air quality and cost in
order to incease evironmental dectveness
were made § an inteegeng taskforce and
will be in efect for the 16th sigmp.

up Were Previousl y Enrolled in CRP

Accepted acres

Acres offered Formerly enrolled Average Existing or Wetland Average

Region for enrollment Total in CRP rent new tree cover restoration erodibility
——1,000 acres Percent $/acrelyr ——1,000 acres Index

Appalachian 499 349 90 55 56 0 32
Corn Belt 2,787 1,670 81 70 40 7 27
Delta 675 614 81 37 443 9 24
Lake States 1,490 637 75 52 55 40 13
Mountain 5,443 4,132 72 32 4 2 15
Northeast 100 90 71 43 3 o* 23
Northern Plains 6,026 5,050 68 36 5) 724 10
Pacific 1,322 607 85 40 4 5 15
Southeast 782 585 86 37 441 1 15
Southern Plains 4,145 2,413 68 33 6 2 16
u.s. 23,269 16,147 73 39 1,058 790 16

* Northeast wetland restoration is about 100 acres.

Source: Economic Research Service, based on Farm Service Agency CRP summary tables, USDA.
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The 16th CRP Sign up: Substantive Chang es to the En vironmental Benefits Inde x

Factor or subfactor

Modification

Motivation/Impact

Wildlife
cover
subfactor, Nla

Enduring
benefits factor, N4

Air quality
factor, N5

Cost factor,
N7

Awards points for up to 5 different
species of cover; under the 15th signup
points were awarded for “mixed stands.”

Instead of awarding points based on predominance
of cover, the minimum acreage of cover for

scoring purposes is: 51 percent for existing
covers; 70 percent for a mixture of existing

and new covers; 90 percent for new covers; and
100 percent for tree practices.

Points for restoration of rare and declining
habitat.

Points for cultural resource areas (e.g.,
historic sites, certain tribal lands).

Points for shrub planting.

Points for non-CRP obligations, in order to
maintain the functions of CRP
practices after CRP contract expires.

Replaces factor with 3 subfactors, one of

which will evaluate wind erosion impacts

(which is also rescaled to achieve a fairer
distribution of EBI point scores). Abandons ZIP
codes in favor of county-based wind erosion and
distance-weighted population subfactor.

Adds subfactor for wind erosion soils.

Adds subfactor for air quality zones.

Adds subfactor to provide points for offers of less than
the maximum rental rate for soils in the offer.

Awards a point for every dollar below maximum rental
rate, up to 15 points.

Provides definition and differentiation to
applicants willing to adopt covers for wildlife habitat.

Encourages enhancements to covers while
recognizing the value of existing covers.

An advantage to arid western states because much
of the existing cover will be permitted to remain intact.

Rare and declining habitats are indicative of wildlife’s
future listing as a threatened or endangered species.

Consistent with a number of environmentally
related and other laws recognizing historic and
cultural resources.

Shrub planting is a viable habitat for certain wildlife
although its use under CRP has been limited.

Recognizes the efforts of state governments,
private organizations such as The Nature
Conservancy, and others.

Revision provides greater weight
to rural areas. Removes soil loss tolerance
which has no bearing on airborne matter.

Recognizes soils with a high percentage of fine
material that is likely to be suspended in the air.

Evaluates areas in which agriculture impacts air quality
or that are located within 50 miles of Class 1 air-quality
areas (e.g., national parks with high-quality air standards).

Could benefit producers in areas of higher cost land
(such as Corn Belt and Lake States)

Source: Farm Service Agency, USDA.
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Modifications to the wildlie haitat factor
primarily involve adjustments to point
values eflecting the wildlie beneis of
different \egetdive covers. In adlition, a
new practice (CP25) thtarehailitates
degraded ecosystems has beedextito
encouege the estoetion of rare and
dedining habitats.

The air quality &ctor has beeredesigned
to better eflect the ofsite damges caused
by cropland wind ession. Peviously the
maximum scoe for this fctor was 25
points.The maxinum air quality &ctor

scoe will now be 35 points. ive of the
additional points ag for soils brmed in
volcanic or oganic maerial tha can ply a
large le in air quality poblems in some
regions.The other 5 aditional points a&
for offers near Edeal Class JAir Quality
Areas (br example national paks), or for
offers near azas thaexceed ER's regula
tions on paiculate mdter concenstions—
PM-10 non#tainment agas.These banges
are xpected toesult in someha higher
EBI scoes in sttes sub asWashington,
Texas,and Coloado.

Previously, the cost &ctor avarded geaer
points to ofers with lover ésolute gvem-
ment cost (@., rental pgments and oger
estdlishment cost shaj. Naw, in addition,
produces will receize one aditional point,
up to a total of 15or evety dollar their bid
is belav USDA's maxinum soil pgment
rate for their land This could bendf pro-
duces in higher cost aas sul as the Car
Belt and the Laf Staes egions.

Tim Osbon (202) 219-1030
tosbhon@econ.g.gov
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The Food Quality Protection Act

of 1996 (FQPA) creates a new,

uniform, health-based standard fo
allowable pesticide-related risks in food.,
In passing the act unanimously, Congre
aimed at reducing dietary risks from pes
ticide residues and providing special prd
tection to infants and children.

The act amends the two major laws reg

lating pesticides in the U.S.—the Federal

Insecticide, Fungicide, and Rodenticide
Act (FIFRA) and the Federal Food, Drug
and Cosmetic Act (FFDCA). The law als
establishes a new risk assessment proc
and requires the U.S. Environmental
Protection Agency (EPA) to review all
residue tolerances against the new safe
standard within 10 years.

Additional provisions define and stream
line the registration of minor-use pesti-
cides; address uniformity among state,
Federal, and international residue stan-
dards; require improved data collection
support implementation of the law; and
establish a program of Federal commun
cation to consumers about the risks and
benefits of pesticide use.

For a pesticide to be registered for food
feed use, a residue tolerance—the max
mum allowable level for a pesticide on g
specific food or feed—must be estab-
lished or a tolerance exemption granted
Before FQPA, pesticide residue tolerandg
in raw and processed foods were set
according to different rules.

Pesticide residues in processed foods
came under the jurisdiction of the
Delaney Clause of FFDCA, which pro-
hibited any food additives, including
residues of any pesticides, “found to
induce cancer when ingested by man o
animal’—essentially a zero-risk cancer
standard. Pesticide residues on raw foo
on the other hand, were regulated unde
different section of FFDCA, and the
Delaney Clause did not apply. Residue
tolerances for raw commodities were se|

E

at levels to protect public health. Benefit
of pesticide use could be considered in
setting residue tolerance levels for raw
commodities, but not for processed con
modities.

If residues of a pesticide used on a raw
commodity appeared in a processed foo
product, the Delaney Clause applied only
the residue concentration in the processe
food exceeded the raw commaodity toler-
|_ance. In the latter case, EPA would deny
>%or revoke) the tolerance for the process
“food, and would not register the pesticide
“for use (or would cancel the existing regi
tered use) on the raw commodity.

A 1992 Federal court decision requiring

EPA to strictly enforce these provisions
the Delaney Clause precipitated a toler-
'ance review by EPA. As a result, new
rules revoked some pesticide residue to
E&Fances on some food and feed produc
leading to cancellation of those registerg
SES under FIFRA. But EPA withdrew al
Yactions revoking tolerances under the
Delaney Clause that were not final the
day FQPA was signed into law, allowing
those tolerances to be assessed under
New review process.

o

New Safety Standards for
%Residue Assessments

I"Parties to the debate that preceded FQJ
over appropriate tolerance standards fo
pesticide residue in foods generally
agreed that a uniform standard should

Odpply to both raw commodities and

- processed products. But disagreement @
tinued over whether the standard should
zero risk or negligible risk for cancer.
Some scientists questioned the human

egancer risk of residues found at very low
levels—parts per billion or trillion.

A 1987 National Academy of Sciences
(NAS) report contended that a uniform
negligible risk standard would eliminate
most existing dietary carcinogenic risk,
while allowing low-risk chemicals to be
used. The NAS report argued that strict
enforcement of the Delaney Clause zer
risk standard would leave several major
ds$ruit and vegetable crops without adequ
[ Pest control options. Moreover, strict
enforcement would also constrain EPAS
ability to reduce dietary risks, prohibiting
t tolerances for pesticides with a slight
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scancer risk that could be used in place of
more hazardous, but not carcinogenic,
materials. Required enforcement of the

- Delaney Clause standards, the NAS report
argued, also diverted EPA resources that
might address more significant public-
health and environmental risks.

d
iThe FQPA defined a new safety standard
dor residue tolerances that would apply to
both raw and processed foods. The stan-
dard is based on “a reasonable certainty
edhat no harm will result from aggregate

> exposure to the pesticide chemical
s+esidue, including all anticipated dietary
exposures and all other exposures for
which there is reliable information.”

ofin setting tolerances, EPA must consider
dietary exposures to a pesticide from all
food uses and from drinking water, as
I-well as from nonoccupational exposure,
ssuch as homeowner use of the pesticide
edfor lawn care. If total risk from all cur-
| rently registered uses of a pesticide
exceeds the safety standard, one or more
uses will have to be canceled or residue
tolerances reduced, and no new uses of
thilme pesticide registered, unless new infor-
mation shows the risks to be within the
standard.

Cumulative effects from other substances

with a “common mechanism téxicity”—

PAubstances which create toxic effects
through similar chemical processes—are
to be considered when evaluating total
risk. The effects of these other substances,
whether or not they are pesticides them-

OBelves, can reduce the allowable risk for a
hgesticide under review and result in more
uses being canceled or residue tolerances
reduced. EPA is in the process of defining
criteria to group such substances for use
in risk evaluations.

The new standard is applied differently
for threshold and nonthreshold effects of
pesticide residues. For threshold effects—
those with an identified level of no known
or anticipated harm to human health (no-
effect level)—tolerances are set so that
D-aggregate exposure to the residue will be
100 times lower than at the no-effect
atkevel. For nonthreshold effects, for which
no-effect levels cannot be identified,
including many carcinogenic effects,
FQPA allows negligible increases in life-
time risk—currently interpreted as an
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increased cancersk of less than 1 in a
million over a 70-gar lifetime

As a esult of a 1993 NS stug of the
risks of pesticidex@osue in the diets of
infants and lildren, FQFA also equirs
EPA to ensue, with reasonble cetainty,
that no ham will result to infints and
children from aygregate exposue. ERA
must considerdod consumption pEems
of infants and liildren; aty special sus
ceptibility to pesticide gposue, including
the efects ofin uteo exposue; and the
curnrulative efects on indnts and leildren
of pesticide esidues and substances wit
a common metanism of taicity. For
threshold effects,an adlitional tenbld
maugin of sakty will be gplied to potect
infants and kildren,which EFA may alter
only if reliable daa indicde a laver mar
gin of sakty will fully protect infants and
children.

EPA must review all residue toleainces—
more than 9,000—gainst these e crite-
ria within 10 yeas of FQRA enactment,
giving priority to those thamay pose the
gredest isk. The timet&le specifes 33
percent within 3 ars, 66 pecent within
6 yeass, and the emainder within 10
yeas.

EPA had beenaviewing pesticide esidue
tolerances though its estalished eregis-
tration processput FQRA changd the
EPA pesticide eregistration process fom
a one-time eview to an onging piogram
of peiliodic reviews of registered uses.
EPA will coordinae the ne tolerance
reviews with registration reviews to the
extent possike. Factos to be consided
in tolerance eviews indude eliability
and completeness of tdathe naure of
ary toxic effect,dietay consumption pa
tems of consumearand major identidble
subgoups,cunulative efects and ggre-
gate exposue levels of consumer, and
variable sensitrities of subgoups.

Prior to FQ, the benéfs of a pesti
cide’s use (intuding sud factors as
potential dangs in poduction,costs,
and consumer jes) could be consided
in residue toleaince decisions oraw
commodities. Benéb of use can no
longer be consided in settinghew toler-
ancesput can be consided when &alu-
ating existingtolerances onaw commodi
ties or pocesseddods br pesticideslas

sified as caginogens. Cazinogenic lisks
from &isting toleances mg be slighty
higher than ngligible, if use of the pesti
cide potects consumsrfrom geder
health rsks or pevents a signi€ant dis
ruption in domesticdod pioduction. If
necessy; these tolesnces my have time
limits to meet isk standads deined in
FQRA.

The efects of the n@ limits on benet
considestions in setting tolemce leels
for raw commaodities should be minimal,
since ER rarely consideed benéfs in

N setting toleances beafre FQRA. Many
obsevers anticipae tha few, if any, exist-
ing tolerances will be justiéd or modi
fied due to benés, because the toler
ances wuld be identied in FQRA-
mandaed anmial EFA consumer pesticide
information pamphletsand gower and
food industy groups would be concered
about pultic reaction. Hwever, beneits
may sere a ple in evaluding hawv to
meet a sadty standat in a cost-dective
manner

Other ProvisionsAddress
Array of Issues

Because the costs of meetingfAEPpesti
cide megistration daa requirements hee
caused gluntaly cancelléions of some
existing minoruse Egistrations and dis
couraged nev ones,FQRA contains povi-
sions to seamline egulaory procedues
for minor uses of pesticides. FQP
defined a minor use as the use of a pes
cide on a awp of less than 300,000 asr
in total,use on an animal orap to po-
tect pullic health fom diseases caed by
insects or animalgr a use thiaprovides
insufficient financial incentte for regis-
tration.

In the case of insftitient financial incen
tive, the pesticide mst plgy a signifcant
role in manging pest esistance or in an
integrated pest margement (IPM) po-
gram,or have insuficient efective alter
naives,in order for the nev procedues to
apply. ERA has etended the deadlineif
data submissions to suppa@ minoruse
registration and can \&ive dda require-
ments,if the waiver does not @vent a
risk detemination or allov potential
adverse efects on the afironment.To
further assist inegistration of pesticides
for minor usesySDA is required to
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estadlish a maching-grant pogram to
develop dd@a neededdr registration and
reregistration of minoruse pesticides.

FQRA also induded povisions afecting
uniformity of sakty standats within the
U.S. and intendionally. FQFA geneally
prohibits stées flom setting toleances thia
differ from ERA tolerancesunless thg are
justified by compelling local conditions
and would cause noobd lesidue lgels to
be in violaion of Fedenl law. Stdes still
may require thd foods containing a pesti
cide residue cay a waming. Suppoters
of sud flexibility, including some evi-
ronmental goups,argued it is justied by
the unique dengraphic or consumption
chamacteistics of some stas. Havever,
mary industy representtives wiced con
cems dout stées settingegulaory stan
dards sticter than Edeal onesmaintain
ing sut standads could lorden intestae
commece; adl compliancetesting and
product eformulation costs; gpose irms
to expensve litigation; and cede intena
tional trade bariers.

To avoid constaints on intemaional food
trade FQFA requires ER to consider
intemaional Codex Alimentafus stan
dads when detamining U.S. tolerances.
The intenational Codex Alimentaius
Commissionsponsoed by the United
Nations Food andAgriculture
Organizaion and théNorld Health
Organizdion, estdlishes maximim
_residue lgels for mary chemicals on

Il foods. ER must pullish a notice ér pub
lic comment vhen deating from a
Code standad.

A number of FQR provisions equire
interageng/ coopeation on IPM adoption
and collection of da relaed to pesticide
use andisk estimaion. FQRA directs all
Fedenl agencies to psmote IPM,and in
patticular, directs USIA to work with
EPA on reseach, demonstation, and
educaion programs to suppoiPM adop
tion. In consultdon with EFA and the
Depatment of Health and Human
Sewices (HHS),USDA must conduct
suwveys to documentdod consumptionyp
infants and kildren and to impve cot
lection of pesticideasidue dea. USDA
must also collect sta or egional pesti
cide use di@ for all major cops and dr
crops of dietay significance
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By August 1998EFA, in consultéion
with USDA and HHS must deelop and
anrually distibute a pamphlet discussing
in nontedinical tems,the iisks and bene
fits of pesticide esidues indod The
pamphlet mist cover ecommendions
for reducing &posue to pesticide
residues Wwile maintaining a healthdiet,
EPA actions thamay result in higher
residue isks from cetain foods,and a list
of reasonble substitutesdr these dods.
EPA will distribute the pamphlets to e
retail gocess, who mg detemine hav to
display them.

Also by August 1998EPA, in consulta
tion with HHS must deelop a soeening
program to detamnine if pesticides or
other emironmental contaminants gr
duce estrgenic or other endoure efects
in humans. If a substance tuhd to hae
sud an efect, EPA must tale action to
protect the pulic. The pogram nust be
implemented $ August 1999 andeport-
ed to Congess ly August 2000.

Effect onAvailability
Of Pesticides

With passge of the FQR, Congess
cleally expressed its concerfor reducing
health rsks associed with pesticides.
However, the implicaions of FQR for
the availability of agricultural pesticides,
especialf for minor usesare potentialy
profound

The pesticide industrand gower goups
are concened tha mary registered uses
of pesticides will be canceled andtha
new uses will not beegistered In patic-
ular, they fear egistrants ma cancel uses
for small-maket ciops,sud as fuits,
nuts, or vegetables, in order to minimiz
impacts onetums to the egistrant.

Reductions in pest comwtroptions could
ultimately lower yields or incease po-
duction costs per agrunless ne options
are found Substantial yieldaductions or
cost inceases wuld result in educed

Economic Research Service/USDA

U.S. aceaye and poduction,of afected
crops,and thus higher mes,as well as
regional pioduction shifts and ineased
imports of those @ps,and inceased -
duction of cops less décted ly the
FQFA. The consumer imirmation provi-
sions could shift demandvay from
“high-risk” foods,lowering their pices
and mising pices of substitutes.

The overall balance beteen negative and
positive efects of implementing FQ@Pis
undear, since some pvisions work to
increase the umber of pesticideegistra-
tions,while othes reduce them. Cainly,
pesticide tolesnces andegistrations tha
were subject to the Delape&Clause bt
meet sadty standads under FQR will be
retained so tha produces will not be
forced to ind altenaives. On the other
hand the consideation of eggregate
eXposuk, substances with a common
medanism of taicity, risks to infints and
children, estiogenic efects,and otherisk
assessment gvisions could esult in tol
erance evocdions and egistration can
cellaions.

New risk provisions br infants and lail-
dren,in paticular, could focus egulaory
concens on fuits and egetales tha are
common in dildren’s diets;sut as
apples,grapes,and con, dispropotionate-
ly reducing the amber of egistered
maerials for sut crops. Moeover, the
new, limited role for consideing pesticide
beneits in the setting ofasidue toler
ances could inease toleance evocdions
for raw commoditiesalthough the décts
should be minimalsince ER rarely used
its previous boader authaty to consider
beneits when setting tolemces.

The minoruse povisions of FQR lower
the costs ofegisteling minoruse pesti
cides and lessen the possibilityttha
important uses will not beegistered But
this might not diet the loss of uses due
to the nev sakty standai’s aygregate
exposue and otherisk assessment
provisions.

21

Currently, organophospha insecticides,
carbamge insecticidesand pobable and
possilbe cacinogens ae high piorities
for tolelance eview. EFA and USDA will
be assemng information for computing
exposue, suc as dietay consumption of
foods,pesticide esidues ondod, and
pesticide use imfmation (eg., extent of
use application rates,and timing and
method of aplication). Sud information
may allow reduction of isk estimaes
from the vorst-case leel and educe the
number of egistered uses lost. But del-
opment of cost-ééctive pest conol
options,including registration of nav pes
ticides to eplace those lostyill ultimate-
ly be necessgrto minimize the economic
impact.

Craig Osteen (202) 501-8282 andi¢a
S Mintzer (202) 326-2719
costeen@econgegov

Upcoming Reports—USDA’s
Economic Research Service

The following reports will be
issued electronically on dates
and at times (ET) indicated.
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1 Floriculture & Environmental
Horticulture*

2 Fruit & Tree Nuts Yearbook*

3 Aquaculture (3 pm)

Cotton & Wool Outlook
(4 pm)**

Feed Outlook (4 pm)**

Oil Crops Outlook (4 pm)**

Rice Outlook (4 pm)**

Wheat Outlook (4 pm)**

Livestock, Dairy & Poultry
(12 noon)

Newly Independent States
Update (previously Former
USSR Update)*

Agricultural Outlook*

U.S. Agricultural Trade Update*

Oil Crops Yearbook*

17

20

21
24

*Release of summary, 3 pm.
**Available electronically only.
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Carol Morgan

The Consumer Price Index (CPI) fo
food in 1998 is forecast to rise 2.5
3 percent, below the 3.3-percent
increase in 1996 but close to the 2.8-
percent rise forecast for 1997. The at-
home component of the CPI, which
increased 3.7 percent in 1996, is foreca

to increase 2.5 percent in 1997 and 2.543

percent in 1998. The away-from-home
component of the CPI, which increased
2.5 percent in 1996, is expected to
increase 2.9 percent in 1997 and 2.5-3
percent in 1998.

The higher Federal minimum wage, whid
went into effect in fall 1996, had only a
small effect on the away-from-home inde
in 1996, but placed some upward pressu
on prices in early 1997. Another increast
on September 1, 1997 of 40 cents per h
in the Federal minimum wage may place
additional pressure on away-from-home
prices through next year.

Competition among restaurants and fast-

food establishments remained strong in
1997 and held down the full pass-throug
of higher wage and raw materials costs

consumers, but additional pass-through
may occur in 1998. At-home food price

increases have been moderated by lowg
grain prices, adequate supplies of fresh
fruits and vegetables, increased sugar g

drink and prepared foods industries.

The CPI for food remained relatively flat
during the first 8 months of 1997, with
month-to-month increases of only 0.1 pé
cent in both January and March, 0.3 pe
cent in July, and 0.4 percent in August.
February, April, May, and June saw no
increases in the all-food price index. If
these small monthly increases were anr]
alized for 1997, food inflation would be
around 1 percent for the entire year, but
the month-to-month index increases for
the first half of 1997 followed strong
increases in the last half of 1996. For th
first 8 months of 1997, the price index f¢
all food increased 3 percent. The all-fog
index is forecast to increase 2.5 percen
the remaining 4 months of 1997, for an
annual increase of 2.8 percent.

Food prices are among the most volatile
consumer goods tracked by Federal age
cies. General economic factors as well a
the relationship between farm and mar-
I keting costs influence retail food price

- changes. Since 1992, food prices have h

duction, and strong competition in the soff
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Four major trends account for this stability
and are expected to continue to moderate
2rprice increases in 1997 and 1998.

I@General inflationary pressure has
Plkemained stablat about 3 percent, with
expected increases in 1997 and 1998 of
2.5 and 2.8 percent, keeping in check the
costs of food production as well as mar-
keting costs—e.g., labor, packaging, trans-
srportation, and advertising—which together
-account for over 75 percent of retail food
costs. Becaustihe farm value proportion
of the U.S. food dollar has generally been
declining—expected to average about 22
ueents in 1997 and 1998—retail prices are
determined less by farm commodity prices
and more by these food production and
marketing costs. At the same time,
increasing economies of size in the agri-
e cultural sectorare expected to continue,
rparticularly in the livestock and poultry
dindustries, leading to slower growth in
iper-unit production costs.

Finally, continued growth in the portion of
the food dollar spent on food away from
homebrings food prices more under the
ninfluence of developments in the nonfarm
s economy and of competition among
restaurants and fast-food establishments.
Currently, those influences are slowing
ettie pace of food price increases. Growing

to fairly stable gains of 3 percent annuall

y.numbers of two-income households, with

H1Rises in Food Prices and Overall CPI to
D

Percent increase

Converge

t(Economic Research Service.

Economic Research Service. USDA
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1997 and 1998 forecasts (1998 is midpoint of forecast range).
'Sources: Bureau of Labor Statistics, U.S. Department of Labor; 1997 and 1998 forecasts,
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less time to mpare food & home and
more income to puhase 6od avay from
home have resulted in &ster gowth in
purchases ofdod avay from home than
in purchases dr home consumption.
Away-from-home puwhases a expected
to accountdr 46-47 pecent of total od
dollars spent in 1997 and 1998.

Price forecasts  USDA's Economic
Reseach Sewice for food consumedta
home—the &home bod CPl—cwer
meds, poultry, fish and seafod eggs,
dairy products fats and oilsfruits and
vegetables, sugar and weets,cerals and
bakery products,nonalcoholic beerages,
and other pgpared foods.

Total med production is &pected to
increase bhout 4 pecent in 1998com
pared with 1 pecent this yar Next years
increase is based oraovery in poik pro-
duction and contimed epansion in the
poultry industy. The CPI br meas is
forecast toise 2-4 perent in 1998com
pared with dout a 3-perent ise in 1997.

In tems of \alug beefremains the lajest
single meaitem puchased ér &-home
consumptiondue to its namally higher
price per poundAlthough poulty has
suipassed beef in total gduction and
pounds-pecgita consumptionbeef
accountsdr 9.5 pecent of the thome
retail food dollar vhile poultly accounts
for only 4.5 pecent.

Beef pices ae epected to in@ase 2-4
percent in 1998following an incease of
just over 2 pecent expected in 1997. Bee
supplies in 1998 arexpected to ddine,
with 1998 poduction pojected dan
neaty 2 pecent fom the output of 25.3
billion pounds brecast 6r 1997. Ctile
inventoiies ae bajinning to sthilize and
shift tovard expansionput the shift is
likely to be slev and will not be fuly
implemented gleast until 1999.

The CPI br pork, which accountsdr

over 6 pecent of the gthome bod dollar
is expected toise over 5 pecent in 1997,
compaed with a 9.9-pa&ent @in in 1996.
The 1998 brecast callsdr an @en smal
er (0-2 pecent) incease Pork production
is expected toise 8 pecent in 1998with
demand ér bacon in thedst-bod indus
try expected to contime. In 1998 ,produc

¢ percent of the &home CPljs expected to
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Eggs, Fresh Fruits and Vegetables to Sho w Largest Price Increases
Relative Forecast Forecast
Consumer Price Index weights* 1996 1997 1998
Percent Percent change

All items 3.0 2.5 2.8
All food 100.0 33 2.8 25103
Food away from home 36.9 2.5 2.9 25t03
Food at home 63.1 3.7 2.5 25t03
Meats 12.4 315 3.1 2to4
Beef and veal 6.0 -0.3 2.1 2t04
Pork 3.9 9.9 5.2 0to2
Other meats 25 3.6 2.6 1to3
Poultry 2.9 6.2 25 2t04
Fish and seafood 2.4 0.9 2.9 2to4
Eggs 1.3 18.0 -1.4 6t08
Dairy products 7.8 7.0 1.9 1t03
Fats and oils 15 2.4 1.0 1to3
Fruits and vegetables 12.4 &3 1.1 3to5
Fresh fruits and vegetables 8.5 2.8 0.4 3t05
Fresh fruits 5.0 7.1 0 3to5
Fresh vegetables 3.6 -2.0 0.8 3to5
Processed fruits and vegetables 3.9 5.0 2.7 2t04
Processed fruits 2.2 5.8 2.8 2to4
Processed vegetables 1.7 4.0 2.6 1to3
Sugar and sweets 2.1 4.5 2.9 2t04
Cereals and bakery products 9'3 3'9 2.2 2to4
Nonalcoholic beverages 4.5 -2.4 7.7 2to4
Other prepared foods 6.5 3.4 3.6 2t04

*Bureau of Labor Statistics estimated weights—expenditure shares—as share of all food, December 1996.
Sources: Historical data, Bureau of Labor Statistics; forecasts, Economic Research Service.

Economic Research Service, USDA

tion gains ae expected to be p#ally off-
set by an incease in gports, about 10
percent higher than 1997Jels,with
Japan likely to be the mainuyer.

The 1997 6od pice inde for poultry, 4.5

increase hout 2.5 perent,followed by a
2-4 pecent incease in 1998Nith de-
mand still booming andeed costslzout
15 pecent laver in 1997 broiler produc
tion is forecast to totallaout 27.2 billion
pounds this gar up 4 pecent wer 1996,
and is &pected to gpw another 6-7 per
cent in 1998 to aund 29 billion pounds.

Fish and seafod account ér less than 4
percent of the thome bod CPI. Pices
for major fsh items inceased slighyl in
1997,after emaining fat in 1996.The
CPI for fish and seafod is epected to
register an incease of 2.9 peent br
1997,followed ly a 2-4-pecent ise in
1998.

Retailegg prices hae beendirly steble in
1997,compaed with last gar’s wlatile

retail pices.The CPI br ggs, less than 2

percent of the g&home bod dollaris

expected to be den 1.4 pecent br 1997,

after inceasing 18 peent in 1996A

rebound in gg prices is &pected in 1998,

pointing to a érecast CPI in@ase of 6-8

percent.

Dairy productsaccount ér over 12 per
cent of the thome CPI. Laver piices br
milk, cheesebutter, and ice ceam hae
combined to prduce a smaller CPI
increase ér dairy products in 1997—1.9
percent—compagd with the 7-perent
increase of 1996Total 1997 milk poduc
tion is expected to be upbeut 1 pecent
from a year edier, and 1998 prduction
is also epected to gpw modestely. As
milk production has in@ased1997 etail
price inceases ha been smaller than the
1996 pice guin. With modeste pioduc
tion growth expected in 1998he daiy
products CPI isdrecast to in@ase 1-3
percent.
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Price change for fats and oils both highy/
processeddods,are influenced mae by
the gneal inflation rate than ly the cost
of the aw commodities fom which they
are poducedThe CPI br fats and oils,
which accountdr only 2.5 pecent of the
at-home CPljs expected to in@ase less
than the gneal inflation rate, 1 pecent
in 1997 and 1-3 peent in 1998.

Fresh fuits and egetablesaccount ér a
combined 13.5 peent of the ethome
food CPIl,while processed frits and eg-
etablesaccount ér ebout 6 pecent. Retail
prices br a umber of fesh fuits and
vegetables ae flat or lower this year
responding to adeqteasupplies of major
items. No bange is xpected in thdresh
fruit CPI in 1997 following a 7.1-pezent
increase in 1996The fresh egetable
index is expected to in@ase B a slight
0.8 pecent this yar after falling 2 per
cent in 1996. In 199&oth the fesh fuit
and the fesh \egetéble food pice indices
are pected toise 3-5 perent.

Summer fuits were in dundant suppl in
1997,bringing about geneally lower
prices and gpanded gport oppotunities
for the US. fruit industy. California, the
largest poducer of pedtes in the UB,, is
expected to ppduce another lge ciop in
1997. Supplies of neciaes,plums,apri-
cots,and sveet deries were ddundant in

1997. Calibrnia’s 1996/97 aange and
grapefruit production,sold mainy for
fresh usewas lager than the mvious
year Three counies—Mexico, China,
and Chile—hwge areed to open their
mairkets to specit U.S. fruits beginning
in 1997,which may boost demand and
prices.

With stable grower piices br fresh-maket
vegetables, overall summer 1997 aegge
was dout the same as thear bebre. In
spite of a druary freez in Floida and
direct cop losses fsm heay spiing rains
in Texas,consumes sav only small
increases inetail pices br fresh \egeta
bles and melons in 199The elaively
stable price patem for fresh \egetebles is
expected to contine into &ll 1997.The
overall fresh \egeteble CPI detine in
1996 and ery small incease in 1997 ar
due patly to low prices br potdoes.
However, the possibility of a s@us pota
to bight in Idaho mg significantly
reduce pot production in 1997 and stal
moving consumer pces upvard in 1998.

Contract aceage for the fve leadingpro-
cessing ggetables (tomaoes,sweet con,
sha@ beansgreen peasand cucumbes)
was devn 3 pecent,to 1.35 million aces
in 1997.This diop came after a 9-peznt
dedine in planted a@age a \ear edier.
However, processed egetable piices ae

Food Away From Home Accounts for Growing Portion of Food Dollar
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expected to ina@ase onl a modest 2.6
percent in 1997 and 1-3 pent in 1998.
The ead; availability of fruit supplies to
meet pocessing needs i€&ing the
expected CPI in@ase ér processed frits
to 2.8 pecent in 1997 and 2-4 peent in
1998.

The CPI br sugar and sveets—3.3 per
cent of the ehome CPIl—is gpected to
advance 2.9 peent in 1997with gains of
2-4 pecent in 1998. Domestic sagpio-
duction is epected to in@ase 3.4 peent
in 1997 keeping the pice increase to a
modest 2-4 peent in 1998. Suay beet
acregge was up 7 perent in 1997the
result of laver retuns to altenaive ciops,
relaively strong sugr piices edier in
1997,and inceases indctol beet slicing
cgpacity AO July 1997).

Cereals and batiry productsaccount ér
the lagest single pdion of the #home
food CPl—almost 15 peent.While
stronger grain piices led to higher jres
for selected badty products in 1996 and a
CPl increase of 3.9 peent,lower gain
prices this yar hae held the inaase to
2.2 pecent. In 1998¢errals and bady
products ae epected to in@ase 2-4
percent. Ceeal pices,which account ér
a fifth of the ceeals and bady products
index, fell 1.2 pecent in 1996and in the
first 8 months of 1997 ke fallen an
additional 2.8 pecent compazd with the
first 8 months of 1996.

Since ony a small pation—less than 10
percent—of the etail pice for most
processeddod items stemsdm the cost
of ingredients—intuding flour, sucar, and
oil—most of the etail pice changes ae
the result of gneal inflation and compe
tition. Competition 6r maket shae
among the thee leading krakfst ceeal
marufactuers led to etail pice cuts in
1996.A recent announcement of eat
price increases ¥ a leading mamfactuer
has not ¢t led to ag significant monthy
price increases in 1997.

Nonalcoholic beeragesaccount or over
7 pecent of the ghome bod CPIlwith
coffee and carboted beerages the tw
major components—32 and 50 pent of
the nonalcoholic besrages inde. The
nonalcoholic beerage CPI £ll 2.4 per
cent in 1996 due to Veer cofee pices,
and is &pected to inarase 7.7 peent in
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What's Behind the Numbers?

Food pice forecasts  USDA's Economic Reseelr Sevice (ERS) ag developed
through a thee-st@ process.Analysts bgin with USDA's 10-year baseline pijec
tions. The baselingpulished annally in Februaty, is the poduct of model ésults
and the judgments of awals flom seeral USDA agencies.The baseline is based
on a conditional scenarwith specifc assumptionsegarding the maareconony,
wedaher, and intenational developments AO April 1997). No economic shés ae

assumed in baselinegjections.

In the second spe ERS analsts deelop shot-term forecasts (12-18 months) tha
incormporate the mostecent baseline assumptions andeuirinformaion on maket
conditions andxpectdions, wedaher patems,commodity pices and suppliesind
expected consumer demarat §peciic foods. knally, these shdrterm forecasts
are cheked using a computer model (ARIMArecast)which detemines vhether
the ERS shaftem forecast alls within an &pected stistical ange limit (a 95-

percent conidence leel).

Food pice forecastsdr 1997 and 199&Jeveloped using this tlee-st@ process,
may still be evised if the conditions on lich they are based shouldhang signif-
cantl. Projections could be &dcted if dlanges occurfor example in the fed gain
crop outlook; in the xgport maiket, especialy for med items; in nondirMm makets;
or in weaherrelated cop conditions in major ésh fuit and \egeteble growing
areas. Histacal retail pice dda indicde fresh fuit and \egeteble piices and gg
prices ae the most olatile food pices ERS @ds.

Historical dda also indicte gain pice changes hae afected the pce of meés,
poultry, eggs, dairy products,and ceeals and baky products. Since these items
account 6r moee than half of thetehome bod dollar price changes br these c&-
gories can hee a signiicant impact on theténome Hbod CPI.

1997 in the wake of higher cdke pices.
During the frst 8 months of 1997%etalil
coffee pices were up 9 perent flom the
same peod last year Carbonged dinks,
on the other handell 1.4 pecent in the
first 8 months of 199 tompaed with the
same peaod in 1996,due to competition
in the soft dink industy duiing peak con
sumption months. In 1998 e nonalce
holic index is forecast to etum to a tend
increase of 2-4 peent.

Speculéion aout a lever 1997/98 cdke
crop in Brazil (the lagestArabica cofee
producer) and an undein labor situdion
in Colombia vere responsite for the
shap increases in iggen coffee costs
(mostly for Arabica used pmaiily in
goumet cofee Bends) on the wrld mar
ket in spng and summer 199These
price increases combined withuoU.S.
and Meican cofee stoks to poduce
wholesale gce fluctudions tha led to
higher etail piices.

Economic Research Service/USDA 25

However, prices of Rolsta cofee beans,
the pimary ingredient in etail stoe cof
fee ends,have not inceased as shaly
asArabica pices. Since the CPbf cof
fee eflects ony coffee puchased in etail
stores,smaller inceases in Ralsta pices
have held davn wha might hare been an
even lager increase in the nonalcoholic
beverages pice inde.

Other miscellaneougrepared bods
accounting ér over 10 pecent of the &
home bod CPl,are highly processed and
are afected pimaiily by changs in the
all-items CPI.These poducts intude
frozen dinnes, pizzas,and pecooled
frozen megs. Competition among these
products and fsm the avay-from-home
food maket should contine to dampen
retail pice inceasesdr this caegory of
items.An increase of 3.6 peent in the
CPI for the céegory is expected in 1997,
followed ly 2-4 pecent in 1998.
Annette Clauson (202) 501-6552
adauson@econggov



26 Economic Research Service/USDA

Agricultural Outlook/October 1997

Special Article

c
o
L2
=
[0}
T
X
[3]
[0}
-

U.S. Ag Policy—
Well Below WTO Celilings
On Domestic Support

T

Trade Organization to reduce domestic support to agricu
ture without making any further changes in domestic p

grams through 2000, the final year of the implementation peri

The ability of the U.S. to meet its WTO domestic support red
tion commitments stems from two main factors that greatly
reduce its current and future domestic support levels relative
the 1986-88 base period:

tion objectives would be defined and implemented, particu
ly the provisions regarding base period, deficiency paymer
and aggregate market price support measures; and

shifts in U.S. farm programs after 1985 toward increased
market orientation and reduced subsidies.

The 1994 Uruguay Round (UR) Agreement on Agriculture

requires World Trade Organization (WTO) member-countries
reduce the total amount of trade-distorting domestic support
agriculture by 20 percent from a base period (1986-88) level
the year 2000. In addition to limitations on export subsidies &
import barriers, the UR trade agreement provided for restrict
on domestic support because of general concern that domes
support policies have significant indirect effects on trade.

he U.S. will be able to meet commitments with the Wonl(ﬁ

WTO provisions that specified how domestic support reduc-

The value of domestic or “internal” support is measured using an
annual indicator—the Aggregate Measure of Support (AMS)—
that was negotiated during the UR. The AMS is a specially
defined measure of the monetary value of government support to
agriculture. It was derived from another, more broadly defined
measure of support—the Producer Subsidy Equivalent (PSE)—
which provided important monitoring information about the
overall level of agricultural support during the decade preceding
completion of the UR.

The AMS is not designed to replace the PSE as an annual mea-
sure of support, but instead to facilitate implementation of UR
domestic support reduction commitments. The AMS measures
domestic support policigbat include direct payments to pro-
ducers financed by budgetary outlays, as well as revenue trans-
fers from consumers to producers as a result of policies that dis-
tort market prices.

Domestic reduction commitments for each country, in the form
of declining AMS ceiling levels, are phased in over a 6-year
period, 1995-2000. During the initial year of the support reduc-
tion phase-in—1995—the AMS could not exceed 96.7 percent of
the 1986-88 base AMS. This percentage limitation declines until
the final phase-in year—2000—when the AMS cannot exceed 80
percent of the base value.

An AMS is calculated for each commodity and domestic policy
instrument affecting agriculture, whether commodity or noncom-
modity-related. However, WTO reduction commitments apply
only to the aggregate of the component AMS’s. Therefore, coun-
tries have considerable flexibility in deciding which domestic
rograms to alter in meeting aggregate commitments to reduce
omestic support.

.OT e U.S. AMS combines several component measures that are

U 50 included in the PSE concept in some form. These compo-
fients are actual or calculated amounts of: 1) direct payments to

¢ roducers (e.g., deficiency payments); 2) input subsidies (on irri-
gation water, for example); 3) the estimated value of revenue

transferred from consumers to producers as a result of domestic

policies that distort market prices (market price supports); and 4)

interest subsidies on commodity loan programs.

ar-

%Bne of the most significant aspects of the AMS’s construction
was theinclusion of deficiency paymeritsthe base period AMS
and theexemption of these same payméms the AMS calcu-
lated for the 1995-2000 implementation period. This had the
effect of establishing high commitment ceilings for the AMS—
since the ceilings were derived from the base-year AMS—and
then virtually guaranteeing that the future AMS levels would be

tbelow the ceilings by excluding deficiency payments from the

fayurrent measures. Such payments were worth $9.7 billion in the

b$986-88 base and $7 billion in 1995.
ind

OBXcluded from the AMS, but included in the PSE, taaele-
tisriented policieghat restrict imports or encourage more exports,
and some noncommodity-specific policies covered by the PSE
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concet tha were considezd by trade negotiators to be non-
trade distating (i.e, green ba policieg sud as eseach and
inspection actities and emironmental pograms.

The geneal ciiteria for exempt stéus as a ggen ba policy
(specifed undeAnnex 2 of the URAgreement om\griculture)
include policies thiahase no,or very minor, trade or poduction
distotting efects; ae financed entely by the county’s udget
and not ly the consumer; and do not act asiaesuppat:
These policies arexcluded fom theAMS, even though the
may suppot domestic polig objectives.

One signifcantgreen ba policy caegory is called“decoupled
payments’—paments thaare not based on cwnt pices or
cumrent poduction leels. The most notile example ae the po-
duction fexibility contract pgments (PFCR) thd replaced
deficiengy payments under thedeleal Agriculture Impovement
and Rebrm Act of 1996 (1996 &m Act).

Explicit trade-oiented policiesexcluded fom theAMS—e.g.,
export subsidies and tdéf-rate quotas—ar dealt with spartely
in the UR,most of them commodity-speitif To the atent tha
sud trade policieseduce impdrsupplies and/or inease
exports and domestic fmes,they can also déct the opation
and costs of domesticqgrams (sub as thosedr daily or
sugar). These suppl and pice efects wuld result fom use of
sud trade pograms @en if thee were no domestic suppopoli-
cies.As a esult of the methodogly used the AMS could be
very modest and ddine over time even while produces receve
substantial suppbes a esult of tade batiers or decoupled
payments.

Factors Putting the US.
In Compliance

The toice of 1986-88 as tHbase peiod” for defning AMS
reduction commitments gvided a vay to tale the evolutionary
step of disciplining domestic suppoprograms without immedi
ately imposing lage adjustments on major pkas in the gree
ment,sud as the Us. and the Ewpean Union (EU)The base-
peiiod choice coresponded to the staof UR trade ngotiations.
U.S. direct pyments and ggregate maket pilice supparbene
fits were dnomally high duing 1986 and 198&0 the 20-
percent eduction in suppodrcalled br by the inal 1994 tade
agreement was an easy tget to meetThe 3-year aerage was
used to smooth outegrto-year \anations in pices,production,
consumptionand tade providing mome ezen teament br dif-
ferent commodities and courgs.

Exemption of detiency payments Futther inceasing US. abili-
ty to meet its ceiling-kel commitments was theVTO provision
that allowed defciency payments to &amers for 1995-2000 to be
excluded flom a curent-year totalAMS, even though sut pay-
ments vere induded in the base-ped AMS. Article 6 of the
UR Agreement om\griculture instucts tha direct pgments
under“production-limiting ppgrammes”shall not be inleided in
the curent totalAMS if such payments ae based onixed ara
and yieldsor if they are made on 85 peent or less of the base

U.S. Domestic Support Level to Be a Fraction
Of WTO Ceiling
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Deficiency payments are included in the base and WTO ceiling
calculations but excluded from actual and forecast Agricultural
Measure of Support (AMS) calculations. 1995 actual,1996-2000 forecast.

Economic Research Service, USDA

level of production. US. defciengy payments vere based on 85
percent of base aerge, and indvidual faim program yields had
been held constant since 1986.

This special pvision for defciency payments referred to as the
blue b provision beneited pimarily the US. and the EUand
may be an issue in the xteround of tade talks. Havever, this
provision was elevant for the US. only for 1995,since 1996
fam legislation eliminaed the de€iency payment pogram for
all yeass after 1995.

The poduction fexibility contract pgments initiaed by the
1996 Fam Act increased the actual amount of sugporagri-
culture since the replaced deatiency payments thawould hare
been nuch lower duing 1996-2002 based on cent USDA
longrun piice piojections.The PFCFS ae ecluded flom the
AMS because theare considezd to be decoupled pments and
gualify asAMS-exemptgreen ba policies The PFCF meet the
definition of “decoupled’since thg are financed § the ludget
and hae essentia)l been pedetemined br the entie perod
1996-2002—thg do not deend on pices or poduction leels.

With changes in US commodity ppgrams after 1985the level
of aggregate domestic suppbhad by the ealy 19905, alread/
dedined to less than the spaedl WTO-ceiling level for the year
2000. Reductions in tget pices,rates paid todmers on com
modity loansand govemment daiy product puchase pices
deceased the el of aggregate supparfrom defciency pay-
ments,commodity loan drfeitures and intexst subsidiesand
dairy maket ptice suppatis. A 15-pecent eduction in the am-
ber of aces eligble for defciengy payments under 199GiIm
legislation led to a futher lovering of defciency payments
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Glossary of Ag Trade Terms

Agreement orAgriculture. Part of the Uuguay Round gree
ment coering four major agas elaed to griculture: maket
accessexport subsidiesintemal suppar, and sanitar and ply-
tosanitay rules.The Agreement o\griculture is one of 29 indi
vidual legal texts induded under an umélla ggreement esta
lishing theWTO. The areement is implemented/er a 6-ygar
petiod, 1995-2000.

Aggregate Measue of Suppot (AMS). A specialy defned mea
sure of the monetgrvalue of the etent of govemment suppdar
to agriculture negyotiated in the Unguay Round of tade negotia-
tions tha includes actual or calcuied diect pgments to po-
duces (eg., deficiengy payments); input subsidies (orrigiation
water, for example); the estimead \alue of everue tansered

from consumex to poduces as aesult of domestic policies tha

distoit maiket pices (maket pice suppas); and integst subsi
dies on commaodity loan pgrams.The AMS forms the basis of
computing and implementing domestic suppeduction com
mitments under the URThe AMS differs from anotherbroader
concet of ayricultural suppor called the Ryducer Subsigl
Equivalent (PSE)because ctin PSE policies arexcluded

from theAMS, and because of the methodplaised to compute

direct pgments and mé&et piice supparbenetts.

Bound taiiff rates Tariff rates esulting fomWTO negotiations
or accessions thare incoporated as pdrof a county’s sthed
ule of concessions. Bounetes ae enbrcedle underArticle Il
of GATT. If aWTO contacting paty raises a taif above the
bound ete, the afected countes hae the ight to etaliae
against an equialent \alue of the dending county’s exports or
receve compend#on, usually in the brm of reduced taffs on
other poducts thg expott to the ofending county.

Blue bax policies.A popular &pression to eépresent the set of
provisions in theAgreement o\griculture tha exempts fom
reduction commitmentshose pogram pyments eceved under
production limiting pograms—if the are based oniXed ara
and yields or aixed rumber of head ofViestod, or if they are
made on 85 peent or less of baseviel of production.
Deficiengy payments vere exempt under this jawision, since
compliance with a@age reduction pograms vas equired for
eligibility, payments vere made on no merthan 85 peent of
estdlished base aerge, and indvidual farm yields had been
fixed since 1986.

during 1991-95These sangs were only patially offset by new
spending under mieting loan and loan defency payment po-
visions bgun under 1985aim legislation.

Meeting suppdrreduction commitments ould have been ela
tively cettain even if the domestic suppigprovisions of 1990
fam legislation had been contired after 1995. Heever, the
1996 Fam Act made signitant dianges in commaodity -
grams br 1996-2002 thafurther inceased the 1$!'s aility to
meetWTO commitments.

Country shedules.The oficial schedules of subsydcom
mitments and téfif bindings as greed to undewTO for
member countes.

De minimis provision. The totalAMS includes a spedif
commodity suppdronly if it equals moe than 5 perent of
its value of poduction,and a noncommaodity-speicifsup
port only if it exceeds 5 peent of the glue of total gri-
cultural output.

Deficiency payment.A direct govemment pgment made
to farmers who paticipated in whed, feed gain, rice, or
cotton pograms pior to 1996.The pyment ate was
based on the dirence betwen the taget pice and the
higher of the loanate or the nional average maket pice
during a specitd time The total pgment to a &mer was
equal to the panent mte, multiplied by a fam’s eligble
payment acegge and the pogram yield esthlished br the
paticular farm. Farmers could eceve up to one-half of
their piojected detiency payment & the time of pogram
enmollment. If actual de€iency payments,which were
detemined after harest,were less than the adnce def
cieng/ payment,a famer had to eimburse the gvemment
for the diference

Final Act. Formally called thé'Final Act Embod/ing the
Results of the Urgugy Round of Multilderal Trade
Negotiations; the Fnal Act is the lgal document contain
ing the tats of all povisions @reed upon dung the UR.
The signing and adoption of thénkl Act initiated the
transition fom the GAT to theWTO.

GATT (Generl Agreement onrariffs and Trade).An
agreement dginally negotiated in Genea, Switzedand in
1947 among 23 courigs, including the US,, to increase
intemational trade ly reducing taiffs and other atde bari-
ers. The greement povides a code of conduabrfintena
tional commetce and a fsmevork for pefodic multilateral
negotiations on tade libealization and &pansion.

Green b policies.A colloquial tem tha descibes
domestic suppompolicies thaare not subject toeduction
commitments under the Uguay Rounds Agreement on
Agriculture. These policies arassumed to ffct tade
minimally, and indude policies elaed to sub actvities

The futue U.S. AMS will be grealy influenced § the phase-out
of the curent daiy price suppar program under the 1996afm
Act, which reduces peunit dairy price suppats (efectuded ty
govemment puchases) fom 1996 though 1999and eliminges
them after December 31999.A recouse loan pogram for

dairy products will then eplace the cuent pogram of pice
suppots and gvemment puchasesThe Fedeal Milk

Marketing Oder system (FMMO) will contine, as evised ly

the 1996 Bm Act, although its €kct on maket piices is not
accounteddr by theAMS. The FMMO pobébly increases
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as eseach, extension,food seclity stodks, disaster pg
mentsthe ewironment,and stuctural adjustment -
grams.

Loan defciency payments A provision begun in the Bod
Secuity Act of 1985 gving the Seatary of Agriculture
the discetion to povide equvalent diect pgments to po-
duces who, although eligble to receve maketing loan
program benédfs or to obtain gce supparloans br whea,
feed gains,upland cottonrice, or oilseedsagree instead
not to obtain loans.

Market accessThe etent to which a county pemits
imports. A variety of taiff and nontaff trade bariers can
be used to limit the entrof foreign poducts.

Marketing loan piogram. Allows produces to epay non
recouse pice suppadrloans &less than the announced
loan rtes plus intezst whenever the vorld maiket piice or
posted county jice for the commaodity is less than the
commodity loan ate plus inteest.This results in the
ducer eceving a maketing loan bend@fequal to the di
ference betwen the dginal loan ate (plus inteest) and
the Epayment ate.

Nonrecourse loansThe major gvemment pice suppar
instument,providing opeegting capital to pooduces of
whed, feed gains,cotton,peants, tobaccoyice, and
oilseeds. Sugy piocessas ae also elighle for nonecouse
loans. RmMers or pocesscs Who aree to complt with

eah commodity pogram povision mg pledg a quantity
of a commodity as coltaral and obtain a loandm the
CCC.The borower mg repay the loan with intezst with

in a specikd perod and egain contol of the commodity
Or, the borower my forfeit the commodity to the CCC to
settle the loan without pang ary of the acaned inteest.
(The govemment haso recousebut to accet the com
modity as pgment in full.) For those commaodities ellge
for maketing loan bendf, produces mg repay the loan
at the world price (lice and upland cotton) or posted county
price (whed, feed gains,and oilseeds).

Nontariff trade bariers. Reguldions used ¥ govemments
to restict impotits from, and/or &ports to,other countes,
including embagoes,import quotasand tetinical bariers
to trade

mairket plices,but no consensusxists on the mgnitude of the
price changes,which vary among the dferent iegions and mar
ket oders. There is no obsemrble WTO-administeed pice asse
ciated with the FMMQ but current benéfs rely heaily on the
price floor esthlished ty naional daiy price suppats.

The 1996 B Act also eliminged the &merowned eseve
loan pogram and the horyeand e piice suppar programs.
Wool and mohair panents vere alead/ phased outyp 1996,
following a lav signed in Neember 1993The 1996 Bm Act

Notification processThe anmwal pocess i which member
counties eport to theWTO informaion on commitments,
changes in policiesand other elated madters as equired by the
various greements.

Producer Subsig Equivalent (PSE).A broadly deined aygre-
gate measue of supparto agriculture tha combines into one
total value @gregate, direct pgments to ppduces financed ly
budgetary outlays (sut as detiency payments),budgetay out
lays for cetain other pograms assumed to@ride benets to
agriculture (sud as eseach and inspection and @nonmental
programs),and the estintad \alue of everue tiansers from
consumes to poduces as aesult of policies thiadistot maiket
prices.

Production fexibility contract payments.Direct pgments to
famers for contact cops though 2002 under the 1996um
Act. Payments br eat crop ae allocded eah fiscal year based
on fixed pecentaye shaes speciéd in the actThe pecentaes
were based on the Coreggsional Budgt Ofice’s March 1995
forecast of wa defciency payments vould have been dr 1996
to 2002 under 199&fm legislation.

Sanitary and plytosanitay (SPS) measws. Technical bariers
designed dr the potection of human health or the caitof ank
mal and plant pests and diseases.

Uruguay Round (UR).The Umuguay Round of Multilderal
Trade Ne@otiations under the auspices of the TGA a trade
agreement designed to operrd agricultural makets and
reduce tade distating efects of domestic andame policiesThe
negotiation began d& Punta del EstdJrugugy in September 1986
and contuded in Marakesh,Morocco inApril 1994.

World Trade Oganizaion (WTO). Estadlished on aruary 1,
1995 as aasult of the Unguay Round the WTO replaces GAT
as the lgal and institutionaldunddion of the nultilateral trac
ing system of member couigs. It povides the pncipal con
tractual olfigations detemining hav govemments fame and
implement domestic &de Igislation and eguldions.And it is
the plaform on which trade elaions among counigs e/olve
through collectve dévate, negotiation, and adjudicaon.

also educed someha the pice supparlevels for sugr and
peants though adminisation of penalties and miagting
assessmentdecieased peart suppor rates,and elimingion of
minimum maketing quotasdr peatwits.And the inteest subsig
on all commaodity loans &as deceased—ypduces nav pay a
higher inteest ete. Futher, most commodity loanates ae nav
subject to upper limitsyhich will reduce the amount of the
interest subsigd
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The AMS & the Producer Subsidy Equivalent

TheAggregate Measue of Suppar(AMS) is a combinton
of various commaodity-spedif program bendfs or costs
(e.g., market ptice suppat; deficiengy payments,and com
modity loan inteest subsidies) and noncommodity-specif
values (eg., water subsidiespet cop insuance poceeds,
and net Westo& grazing pogram costs)The total walue of
the commodity- plus noncommaodity-spécipats of the
AMS is adjusted accding toWTO rules ly subtacting
exempt deitiengy payments,and indvidual component
AMS’s equal to less than 5 pent of their espectie values
of production.

According to ERS angsis, dairy, sugar, and peaats ae the
only commodities witlAMS’s laige enough to be counted in
the total US. AMS duiing 1996-2000. Indidual commodity
AMS’s nust eab have a \alue of @ least 5 peazent of their
respectie values of poduction bedre the are counted as
patt of theAMS—the de minimisprovision of the Uuguay
Round (UR). Br puiposes of pplying thede minimisprovi-
sion, the \alue of the noncommodity-speciAMS must be

at least 5 pagent of the total alue of poduction of all gri-
cultural commodities.

The AMS concet was deived from a diferent aygregate
suppot measue—the Poducer Subsig Equialent (PSE).
The moe bioadly deined PSE pvided impotant monitof
ing information about averall levels of suppdrfor different
commodities and diérent counties duimg the decade pr
ceding completion of the UR.

Although the tvo measugs ae similar in basic conge, the
PSE intudes suppdr(or costs) of some policies thare left
out of theAMS—sud as tade policies and ciin green
box policiesassumed Y negotiators to be non-ade distar
ing. Consequenyl the \alue of the PSEof the US. exceeds
that of the unadjusteAMS in the 1986-88 base ped by 46
percent.

Both the PSE and tH&MS exclude cetain “nonagricultural”
programs elaed to n#ural resouces (sub as bresty and
fishery), and wral development pograms (sub as br hous
ing, commnunities,and pulic utilities). While theAMS
sewres a useful pyiose br the tade @reementjt does not
provide a meaningful altedive to the PSE as awerall,
compehensie measuwe of ayricultural suppor levels.

AMS indudes ony domestic policiedJnlike the PSEthe
AMS excludes suppdrrelaed to tade policiessud as the
export enhancement pgram,valued @ $1.7 billion in the
1986-88 PSE. Siictrade policies hze their avn separate,
unique estictions and commitments under the UR. kidr
price suppais ae considezd domestic policies in theMS,
because theare implemented using announcediminis
tered pices"—eg., dairy, pearut, and su@r suppar prices.

However, import restictions—considezd to be tade
policies—can and usuglido supparmarket piices ly reduc
ing supplies. Sutimpot restictions,when efective, reduce
the cost of domestic jge supparprograms. Futher, arny
beneit from trade policies due to ket pices exceeding
administeed pices is &cluded fom theAMS concept.

AMS e&dudes non-tade distoting policies The AMS only
covers policies ngotiators ayreed to identify astrade dis
torting” policies. Non-tade distating policies elaed to gri-
culture must neertheless be summaed and eported to the
WTO in the so-calledrgen ba table. Some of the igen
box policies ae corered in the PSEsud as eseach and
extension,inspection sefices,and disease cormirprograms
(“genenl sewrices” in the geen ba); “disaster pograms”
(excluding ciop insuance); ledeal fam credit plograms
(“investment aidsin the geen ba); “environmental and
consevation programs;”and the Consgation Reseve
Program (“resouce etirement pograms”in the geen ba).
Non-trade distating policies intuded in both the @en ba
and the PSE amounted to $5.2 billion in 1986-88.

U.S. outlgys for all non-tade distating, green ba policies
amounted to $46 billion in 19986 pecent moe than in
1986-88. Most of this inelase esulted fom a 96-parent
increase in domestiodd pogram outlys—eg., food
stampswhich ae excluded fiom both théAMS and PSE—
which male up burfifths of the total amount ofrgen ba
outlays. Nealy all of the geen ba outlays not in the PSE
are related to domesticdod pograms.

AMS measus ae indgendent of mdet plices TheAMS,
unlike the PSEis not a measerof curent suppdrto agri-
culture because ctent maket pices ae not used to caleu
late the curent level of maket pice supparfor dairy, suar,
and peaats,or to calculée the leel of supporfrom def-
cieng/ payments. Instegdhe AMS uses aiked 1986-88
average world price in its calculéon. Thus,the AMS reflects
only the efects of biangs in pogram \ariables under the
direct contol of the ppgram administtors, and not the sub
sequent déct of hanges in curent maket piices.

Payments elated to poduction-limiting pograms ae
exduded fomAMS Deficiengy payments vorth $9.7 billion
were induded in the 1986-88 basearAMS. However, such
payments vere excluded fom the 1995-200BMS’s under
specialblue box provisionsof the UR.

More commodities @& induded in theAMS than in the PSE
Commodities ceered by theAMS, but not the PSEnclude
cotton,peants, oas, bailey, mohair hong/, minor oilseeds,
rye, and tobaccoThe AMS's for these commaodities in 1986-
88 amounted to $2.5 billiomr 11 pecent of the total unad
justedAMS.
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Domestic Suppdr
Still Dedining

The US. is not ony in compliance withVTO commitments it
is well belov the commitment ceilingg.he US’'sAMS level is
anticipded to &erage only about 20 perent of the estaished
AMS ceilings duing 1995-2000. By 1993he totalAMS for the
U.S. had alead/ fallen to ony $6.2 billion—just onedurth the
size of the 1986-88werage base-gar \alue and wll belov the
AMS limit of $23.1 billion. USA's Economic Reseelr Sevice
projects thaby 2000,suppot will be only $1.2 billion,compaed
with the $19.1-billion limitéion, or “ceiling,” on U.S. suppot.

Among the &ctois helping to pubMS levels so lav relative to
the base gar \alues ae not ony the subtaction of deitiency
payments as>glained dove, but also theVTO de minimisrule
tha exempts indvidual componenAMS’s if they are less than 5
percent of their espectie values of poduction.

Currently, the pincipal componentsemaining in the 5. AMS
are the poduction lerels and peunit price suppats for daily,
sugar, and peaats, which were only patially modified under the
1996 Fam Act. Wool and mohaiAMS's also ag induded in the
1995AMS, but the pograms no longr &ist after 1995. Other
commodityAMS’s diop out of the 1995-200Qgregate AMS
because of thde minimisrule.

The daiy AMS, which accounteddr over 75 pecent of the total
AMS in 1995,will lik ely fall to zero in 2000 with the phasing
out of the“administeed” price supparlevel for daiy products.
As a esult of the dair program phaseouthe US's totalAMS
level is pected to ddime from éout 27 perent of theNTO
commitment ceiling dung 1995-98 to oyl 12 pecent of the
ceiling in 1999and fnally to 6 pecent in 2000.

Dairy’s contibution to theAMS depends lagely on the difer-
ence betwen the'administeed pice” for daily products (per
unit price suppat, in milk-equivalent tems) and the obseed
level of an intenational dail price in the base ped. The mar
ket pice supparfor daily is defned for theAMS as this pice
difference (pice gap), multiplied by the quantity of prduction.
Thus,the eliminaion of the daliy price supparand puchase
program implies eliminton of the daiy “administeed pice.”
This, in tum, implies elimindion of the daiy AMS maiket pice
suppot measue which can no longr be calculeed as dginally
defined

Because the daimrice suppar program based onayemment
purchases of dayr products will end after December 31999,
it was assumed théhe maketing year 1999/2000 (October
September) day AMS should eflect maket piice supparcak
culations ony for October though DecembeiThe daiy maiket
price supparwould be athe level of $9.90 per cwtdr one-
fourth of the 1999 m&eting year—and ero theeafter
Consequenyl the daiy AMS dedines fom $4.3 billion in
1998 to $1.1 billion in 199%nd to &ro in 2000.

U.S. Total AMS to Decline Sharply
With Cuts in Dairy Support
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Economic Research Service, USDA

A recouse loan pogram for daily products will eplace the cur
rent pogram of pice suppats and gvemment puchases.
However, since loans under theweaecouse loan pogram for
dairy will have to be paid badc(produces cannot drfeit the
commodity in lieu of pament),the loans will not estidish a
price floor for the maketing season as the ceint puchase pice
program is intended to do.

Future AMS calculdions will account ér the dlanges in daiy
policy. But the daiy AMS will be virtually eliminaed under cur
rent intepreteion of theWTO rules.There my still be some as-
yet-unknavn amount of suppbfrom inteest subsidies on the
recouse loans and &m the curent daiy indemnity pogram,
but these will pobébly not be ery important in the werall

AMS. The Federl Milk Marketing Oder pograms br dairy

will continue, but ary remaining bendfs of this pogram ae not
patt of theAMS, as eplained &ove. And the pice supparcur
rently provided though the FMMO because of thetioaal daiy
price suppar purchase pogram will no longer eist after 1999.

Thesugar AMSis 6 pecent laver in 1996-2000 than in 1995
because of the assumedeet of the 1-cent-pground penalty
for forfeiting sug@r in lieu of pgment under the pre suppar
loan pogram.This penaltymand&ed under the 1996akm Act,
reduces the &ctive supparlevel from 18 cents per pound to
17 cents.

The pearut AMSduring 1996-2000 is one-thldrlower than the
1995AMS. The decease is due to a 9.5-pent-laver level of
productioneligible for quota-peaut suppor and a 10-peent-
lower level of suppot for quota peams,as mandied by 1996
fam legislation. A fixed minimrum maketing quota is not autho
rized by the 1996 Bm Act.
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Ther is vitually no dance thathe US. AMS will exceed its
commitment ceilings gntime duing 1995-2000. Under the
existing commodity pograms andAMS defnitions, ary signifi-
cant inceases in thAMS would piobably come fom incieased
eligible production of daiy, suar, or peanits, from maketing
loan or loan dé¢iency payments,or from incieases in subsidies
of programs br irrigation, livesto& grazing stae credit, or crop
insurance

Marketing loan pogram benets and loan dédiency payments,
under curent pograms,could occasionall occur br some indi
vidual commoditiesas maket pices fuctuae aound the pe
sumed long-ten projections. Peduces who paticipate in gov-
emment pograms ae eligble to receive maketing loan benéfs
or loan deftiengy payments vihnen announced commodity loan
repayment etes ae less than the iginal perunit loan ete (i.e,
the amount loaned to giuces) plus acared inteest. Under
these conditionsga maketing loan bendfis realizzd when a po-
ducer who has ented an elighle commaodity under loamgpays
the loan &athe laver repayment ete and etains the dference A
loan deiciengy payment is ealizzd when a poducer brgoes
putting a commodity under loan anldims the diference (loan
level minus iepayment level) in the brm of a diect pgment.

Actual benets from these loanelaed pgments,however, are
not likely to signifcantly affect the Aility of the U.S. to meet its
suppot reduction commitments dimg 1996-2000. Resyment
rates Dr cotton andice ae based on pyvailing world prices,
and epayment ates br whea, feed gains,and oilseeds ar

The issues ahead . ..
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based on jices identifed by the Secaetay of Agriculture (cur

rently “posted county pces”). The Secetaw is required by the
1996 Fam Act to estaélish loan epayment etes tha will mini-
mize govemment stok accunulations and pogram costsand

tha will allow U.S. commodities to be miaeted competitiely

in domestic and integtional makets.

The baseline methoday used ér theAMS projections
assumes no shkg in the suppt-demand evironment tha
would set the stge for maketing loan or loan dafiency
payments—so the pjections assumeem values or these pa
ments. Rst &perience with these pgrams sugests thapro-
duces of iice, cotton,sunfowerseed or flaxseed wuld be the
most likely candidées br enough mdaeting loan or loan def
cieng/ payments to mad their commoditys contibution to the
U.S. AMS’s non-ero, based on the UR gvisions (the indiid-
ualAMS’s would hare to be geder than 5 parent of their alue
of production to be inladed).

During 1986-95the lagest anmal pgyment br these commodi
ties totaled $1.2 billioran amount equal to the.&/s piojected
total AMS in 2000,using baseline assumptions (the totals f
dairy, sucar, and peants)—well belov the UR limit of $19.1
billion in 2000.Thus,there would be no psblem meeting US.
commitments een if maketing loan and loan defency pay-
ments vere to read histoic highs.
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