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Background

The distribution of benefits from farm programs
remainsamajor public concern. Historicaly,
commodity programs have suggested a food security
and stability objective, and targeted benefits to
production. The changesin distribution of
government payments resulting from implementation
of the two most recent farm bills, the 1990 farm bill
and the 1996 farm bill, are discussed in the following
section.

Direct government payments to farmers more
than doubled in the last 10 years going from $8.2
billionin 1991 to $20.6 billionin 1999. Almost 1
million, or 42 percent, of farms recelved government
paymentsin 1999, for an average payment of about
$9,000 (Table 1). However, government payments
were not allocated based on the percentage of farms
in each size group. Large and medium size farms
captured the largest share of government payments.

The distribution of government payments as a
source of income displayed a similar pattern over this
period. Government payments as a percentage of
gross farm income almost doubled for small farms,
more than tripled for medium size farms, and
increased 2.75 times for large farms between 1991

and 1999. While the average nominal payment for
large farms was considerably higher than for small
farms, payments to large farms were a smaller
proportion of their gross farm income — about 2
percent for large farms compared with 14 percent for
small farms. Small farms had lower participation
rates, which averaged 51 percent compared to 78
percent for medium size farms and 54 percent for
large farms.

Changes in distribution of government payments
received by different size farms have been
accompanied by changes in the contribution of these
farms to overall gross farm income. Large farms
significantly increased their contribution to grossfarm
income while medium size and small farms decreased
their proportion of salesin 1999. Theregional
distribution of loan deficiency payments was
determined by location and production of program
commodities (such as wheat, corn, grain sorghum,
barley, oats, rice, and cotton). Because corn, wheat,
and soybeans represented a major share of loan
deficiency payments, areas dominating the production
of these crops were the largest recipients of
payments. Thus, the 1996 farm bill once again
targeted food security and stability through
production, with the bulk of payments going to major
production areas mostly in the Midwest and those
producing traditional program crops.



Table 1. Distribution of Government Payments and Gross Farm Income by Farm Size, 1991 and 1999.*

Government Payments

Percentage Distribution Among Farm

Sizes

Value of As A Percentage
Output Per Farm of Gross Farm Government Gross Farm
($1,000) Income Payments Income

1991 1999 1991 1999 1991 1999 1991 1999

Dollars Percent

Less than 618 1,155 6 12.9 9.4 7.2 6.7 49
20
20 to 49 3,272 4,502 7.5 12.5 11.8 7.9 6.8 55
50 to 99 6,922 13,688 7.2 15.8 21 134 12.6 7.4
100 to 249 11,447 26,436 5.6 13.6 30.2 25.2 23 16.2
250 to 499 16,982 54,362 4.1 13.2 14.5 22.3 15.3 14.8
500 to 999 24,736 73,166 2.6 9.3 8.6 14.4 12.5 135
1,000 or 30,633 63,430 0.8 2.2 4.6 9.6 23.2 37.7
more
Total US 3,881 9,386 4.3 8.7 100 100 100 100

*Farms are defined as small if the value of output is less than $100,000, medium if the value of
output is between $100,000 and $999,999, and large if the value of output is over $1,000,000.

Source: USDA, Economic Research Service

Principles of Effective Targeting

Some previous revisions in programs to target
payments on a basis other than production have not
been effective. It seems that the failure of
government programs to effectively target groups
was caused mainly by a misalignment of policy
objectives and the instruments required to implement
them. Problems also arise from the competing goals
among government programs such as between
general tax policy and agricultural programs. One of
the principles of effective targeting is that policy goals
are consistent and matched with specific policy
instruments required for their attainment. Specific
examples of matching policy objectives and policy
instruments are given in Table 2.

Another principle is that dippage may reduce the
effectiveness of government programs. Large farms
may break into smaller farms (at least on paper) to be
eligible for payments designated for small or medium
farms. Another form of dippage occurs when
program benefits are bid into land values. In this
case, landowners rather than renters, new
landowners, or farm laborers capture most of the
benefits from farm programs. Also, higher bid prices
for business assets allow dippage of credit subsidies
to non-targeted groups. Thus, due to dippage, the
ultimate beneficiaries of farm programs could be
different from the intended beneficiaries.



Table 2. Objectives and Instruments for Targeting Farm Policy.

Objective or Problem

Current Instruments

Public Instruments for Cost Effective
Targeting

1 Maintain family farms

2 Stabilize farm income

3 Alleviate poverty

4 Maintain rural
communities

5 Protect environment
(soil conservation, and
water protection)

6 Food safety (protection
of food from chemical
contamination)

7 Food security (assured,
adequate food supply)

8 Low food prices, and
international
competitiveness

Commodity programs, production
flexibility contracts, credit programs;
disaster payments, risk management
programs

Commodity programs, crop insurance,
risk management education, disaster
payments

Commodity programs, production
flexibility contracts, welfare, schooling
and training

Commodity programs, rural development
programs, schooling and training

Conservation Reserve Program;
Environmental Quality Incentive Program
(EQIP), Natural Resource and
Conservation Service (NRCS);

Environmental Protection Agency (EPA);
Food and Drug Administration (FDA)

Commodity programs, research and
education; trade liberalization

Commodity programs, including Export
Enhancement Program (EEP), Market
Promotion Program (MPP), research and

Financial assistance targeted to
farms vulnerable to failure

Counter-cyclical direct payments,
Storage/marketing loans, Crop
insurance, risk management

Income maintenance (workfare)
programs, schooling and training

Schooling and training, job
development

Environmental Quality Incentive
Program (EQIP), Environmental
Protection Agency (EPA), NRCS

EPA, FDA

Wheat buffer stocks, research and
extension, trade liberalization

Research and education, trade
liberalization

education, trade liberalization

Matching Policy
Objectives and
Policy Instruments

Table 2 gives an example of policy matching by
listing 8 policy objectives, along with potential policy
instruments to achieve them. Farm commodity
programs currently attempt to serve severa of these
objectives, but each objective could be served more
cost-effectively by modifying commodity programs to
better target potential beneficiaries. The following
section discusses the impacts of matching some of
these objectives and instruments on certain affected
parties.

Maintenance of Family Farms

Maintaining family farms has been one of the
objectives of farm policy. One of the drawbacks of
the current policies is that payments are based on
production rather than some other criteria. However,
this goal might be achieved more effectively by
targeting specific family farms that are vulnerable to
failure. The problem with this approach is how to
identify eligible farms. The issues of identifying
different types of farms are discussed in the
Underserved Farmers and Small Farmers paper.

Once the targeted groups have been clearly
defined, the form in which assistance will take place
should be determined. Various aternatives may
include subsidized loan programs and tax policies.
The Agricultural Credit Policy paper discusses loan



programsin more detail. However, it isimportant to
ensure that these loan programs have additional
oversight features to reduce dippage effects. Tax
policies may include tax benefits for farms at some
level of total family income, farms with low off-farm
income, and/or farms of certain size.

The primary beneficiaries of these policy
alternatives would befinancially vulnerable family
farms. They would recelve government assistance
that may be necessary for them to stay in business
during periods of low income. Because this policy
alternative is not associated with any particular
commodity, it should not affect product prices.
However, it should help stabilize the income of small
farms that depend on farming as a major source of
family income.

Stabilization of Farm Income

Stabilizing farm income has been another priority
of farm policy. Higtoricaly, farm income has been
supported through the system of price and income
support payments that have been a part of the
commodity programs. It appears that the government
will continue to provide a* safety net” in the form of
an income support (loan deficiency payments)
however, there is much discussion as to where it
should be set. It isimportant to ensure that while
providing an effective safety measure for producers
incomes, loan deficiency payments do not disrupt
markets. There are some suggestions that loan
deficiency payments should be decoupled from
production and paid out in aform of counter-cyclical
direct payments that would provide some financial
support to farmersin the periods of low incomes.
The Counter-Cyclical Whole Farm Safety Net paper
provides more insight on thisissue.

If the direction is taken to move away from
government subsidies to more market oriented income
stabilization mechanisms, crop insurance and hedging
with futures and options will become more important.
The paper on Crop Insurance and Disaster
Assistance provides additional discussion on the
policy alternatives associated with their use. It
appears that the role of the government in this case
would be to help markets provide these instruments,
and to ensure that farmers receive adequate

educational and financial assistance in using them.
Implementation of these risk management instruments
is expected to benefit some agribusinesses as, in
effect; it will transfer one of the functions formerly
performed by the government to agribusiness. Firms
providing crop insurance and assistance in using
futures and options are expected to benefit most from
this policy implementation. Taxpayers could also
benefit, as targeting farm payments might significantly
reduce government spending on farm programs.

Alleviation of Poverty

Alleviating poverty has been another major issue
of farm policy. It appears that an income-
maintenance “workfare” program, along with human
resource development programs, might be a better
alternative use of public funds than commodity and
welfare programs. The direction that is proposed
here is smilar to the latest developmentsin the
welfare programs in the sense that it is oriented
toward devel oping the human capital of poor people,
rather than simply providing them with aminimal
income level. Providing jobs for poor people and
ensuring proper training may be an effective way to
aleviate poverty. Additional measures of alleviating
poverty are discussed in the Agricultural Credit Policy
paper.

These programs would primarily benefit poor and
beginning farmers. Higher levels of human capita
expected to result from this program would likely
increase their chances of finding better jobs, and
would increase their marketability in the job market.
This change in policy may aso benefit taxpayers
because it could reduce the cost of farm and welfare
programs.

Maintenance of Rural Communities

The implementation of the first three objectivesis
expected to affect objective four: maintain rura
communities. If family farms remain in place,
farmers enjoy stable income, poverty is mitigated, and
rural communitieswould likely benefit. Additionaly,
rural equity funds for agriculture and rural business
development may be established to provide off-farm
income opportunities, additional marketsfor



agricultural products, and new businessesin rural
communities. Also, additiona schooling, training, and
job development may further enhance maintenance of
rural communities. The principal beneficiaries of this
program are members of rural communities —
farmers and agribusinesses. Taxpayers could also
benefit if government spending on farm programs
declines.

Protection of the Environment

Protecting the environment has also been an
objective of agricultural policy for many years. The
traditional conservation programs have been
criticized, however, for their high costs, their
inflexibility, and their “top-down” nature — aswell as
for not being targeted to achieve environmental
outcomes (Batie). It appears that programs targeted
to specific environmental problems, such as the
Environmental Quality Incentives Program (EQIP),
could better serve the goa of protecting environment.
The EQIP program was introduced in the 1996 Farm
Bill, and was primarily based on cost sharing for
better management practices. In other words, EQIP
is a green payments program designed to pay farmers
to “produce” environmentally friendly outcomes
(Batie).

Under a program like this, payments should be
specifically targeted to certain problem areasin
environmental and water protection, and soil
conservation that would not be addressed by farmers
otherwise. The chalenge is identifying problem areas
and taking into account that local conservation
interests are in accord with broader conservation
goas. Also, it may be difficult to determine which
problem areas would not be addressed without
adequate government assistance.

Similar matching can be provided for other policy
aternatives, asoutlined in Table 2. Specific issues of
targeting food safety, food security, and international
trade issues are discussed in the respective sections
of this publication and, therefore, are omitted from
this paper. 1n general, the suggested policies are
primarily aimed at creating public instrumentsto aid
market coordination of the proposed policy objectives.

The success of targeting farm programs lies in
providing proper matching of farm policy objectives

and the instruments suggested for their
implementation.

It isimportant that farm policy is consistent so
that instruments designed for one objective do not
contradict other policy objectives. Itisalso vitd to
assure that the objectives of farm policy and the
instruments for their implementation are clearly
defined to successfully implement these palicies.
Targeting implies a clear definition of perspective
beneficiaries. These beneficiaries may change as
policy priorities change. The ultimate goal of
targeting farm programs is to provide a more efficient
use of federal funds, which would trandate into
savings of tax dollars.
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