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PROGRESS ON THE 1985 FARM BILL

ON SATURDAY, NoVEMBER 23, THE U.S. SENATE APPRoVED a version of the 1985 farrn bilt.
The House approved a different version earlier, so the differences between these
bills must now be negotiated by a compromise corNnittee. It is generally believed
that the Senate versj.on will be supported with sone nodification to reduce the
costs to the U,S. Treasury.

The grain and oilseed provisions of the Senate version contain a lot of detail
about target prices, loan rates, the reduction of acreage, and direct payments.

The bill noves comnodity policy further in the direction of market orientation, but

not very far. The following is a brief sunmary of the najor provi.sions.
Target Prices, For wheat, flexible target prices would be established, or

target prices would increase in proportion to the anount of idled acreage. Under

the flexible program, producers who idled 20 percent of their base i.n 1986 would

receive a target price of $2.85 on the first 2,000 bushels produced, 94.65 for the
next $18,000, and $4.15 for any production over 20,000 bushels.

For feed grains, target prices would renain at the current leveI for 1986 and

then would decrease 5 percent annually for thc next three years. But producers

would be compensated for the 1987 cut be receiving government - or{ned stocks of grain
equivalent to the 5 percent cut. Payments-in-kind during 1988-89 would be subject
to the availability of government stocks. No compensation would be made in 1989-9().

The bilt also approves the use of stocks of the Corunodity Credit Corporatj.on as

advance deficiency paynents.

Loan Rates. The Senate bill calls for lower loan ratcs but would alloH a naxi-
mun reduction of 5 percent in any year. The loan rate for solbeans would remain at

$5.02 for the 1985 crop and after that would be a minimum of $4.25. Beginning in
1986, the bill would also require marketing loans for wheat, feed grains, cotton,
and rice. Discretionary authority is provided for a marketing loan in the case of
soybeans. Program yields would be fixed at the average for the period from 1981

through 1985, not i.ncluding the years with the largest and snallest yields, Farmer-

owned reserves would also be retained.
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Reduct ion of Acreage. Beginning in 1989, the bill calls for eliminating programs

that rcduce acreage for wheat, feed grains, cotton, and rice. For the years 1986

through 1988, maximun set-asj.de requirements would be 15 percent for feed grains.
Depending on the Level of carryover stocks, however, the Secretary could increase
the maximum. The bill also establishes a conservation reserve that would take a

maxirnun of 40 nillion acres out of production by the end of 1990.

Direct Payments. The Senate bill allows a direct payment to soybean producers
for the 1985 crop. The payment r.rould be $35 per acre or 91.00 per bushel, which-
e\fer compensation would be higher.

lications. The Senate versi.on of the 1985 farm bj.ll reflects the generally
hcld view that lowcr market prices would inprove export prospects for U.S. grains
and oilsceds. The increased exports, then, are expected to make U.S. agriculture
p|ospc|ous again. Unti.l prosperity returns in two to four years, producers will be

compensatcd with large government expenditures.
lhis fundarnental assumption should be viewed Hith some caution. To sharply

increase LJ.S. exports will require either a significant increase in the world market
for grains and oilsecds or the abj.lity of the U.S. to undersell the rest of the
world. The potential size of the world rnarket is debatable. Modest growth is
probable. Thc history of the wheat market does not provide a 1ot of support for
thc thcory that thc [J.S, can undersell the rcst of the uorld. Production capacity
fo| whclt, feed grains, and soybeans being in place around the world, conpetition
in thc world market will remain vcry keen.
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