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Foreword

InMay 2008, the United States’ Government enacted a new Farm Bill
settingdown US agricultural policies up toandincluding 2012. The new

Bill retains most traditional agricultural support measures butitalso
introduces extra support options for the major field crops. Additionally,
the Bill makes considerable changes to supportarrangements for dairy
andsugar,and to disaster relief arrangements. While the Bill isimportant
forUSfarmers,itisalsoimportant for farmersaround the world, including
Australia,as US policies markedly affect world agricultural trade and
prices.

Inthis report,importantaspects of the new Bill are examined and their
effectsareassessed.

Phillip Glyde
Executive Director
December 2008
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Executive summary

*  The United Statesis the world’s largest exporter of agricultural
productsand changesin USagricultural policies can have profound
effects onworld markets, which in turn affect Australian farmers.

¢ Everyfive orsixyears, the United States Government enactsa new
Farm Bill setting down comprehensive legislation onfarm policies. The
latest Farm Billis titled the Food, Conservation and Energy Act of 2008
andwas passed in May 2008. It covers the period from 2008 to 2012.
The new Billhas made several changes and additions to the formsand
levels of supportto US farmers.

* The2008Billwasframed inaneconomic environment of two
consecutive years of record high farm incomes and very high market
prices, by historical standards. This was especially the case for grains,
oilseedsanddairy.

© ThenewBilladds to existing layers of US farm support by:
- increasingthe range of crops receiving substantial support;

- providingfarmers withan optionto receive revenue assurance
payments (the Average Crop Revenue Election program) linked to
variationsin prices and yields;

- formalising disasterassistance previously provided onanadhoc
basis;

- providinggreater potential support for dairy farmers when prices
for milk drop below specified levels or when prices for feed rise
above specifiedlevels;and

- reinforcingalready highly protective arrangements for sugar.

* Thenewrevenueassurance optionincreases the likely extent of future
support forgrainsand oilseeds. This makes support to US farmers less
transparentand lessamenable to analysis than previously.

*  TheUSPresident George W Bush vetoed the Bill largely because of
the costatatime when farmers were doing so welland because of
concernsit could undermine US efforts to open foreign markets.
However the US Congress overrode the veto.

*  Thebuoyantincome and market price expectations existing when
the 2008 Farm Billwas framed are being followed by some retreatin
market prices fromthe historically highlevels which appliedin 2007
and 2008. Thisappears to have occurred because of both supply
responsesand uncertainties arising from the financial crisis.

* Neverthelessitappears that market prices for most major crops, with
the notable exception of cotton, will remain above the support prices
inthe new Bill over itslife. Consequently support levels for the major
grainsand oilseeds through traditional price-related payments seem
likely to be smaller than inthe current decade sofar.
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While support through traditional farm payments is expected to

be lower thaninthe past, the addition of the Average Crop Revenue
Election program,which links payments to variability in revenue, opens
up possibilities for high support levels when prices and/or yields drop,
evenwhen prices are still relatively high.

Expectations of an extended period of high prices and returns for

the supporteditems could have provided an opportunity for US
legislators to reduce many of the complex, costlyand market distorting
government measures of the past without significant adjustment
coststofarmersand rural communities. Yet the legislation will provide
greater opportunities for support even when market pricesare higher
than previously.

The new Farm Bill will provide additional avenues and more scope for
supportand protection to USfarmers.
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Introduction

The United Statesis an extremely large producerand consumer of
agricultural products and the world’s largest single country exporter. Itis
alsoacountry where there is substantial government policy intervention
in parts of agriculture.

Asinmany countries, the agricultural policies pursuedin the United
States are largely designed to achieve domestic objectives. In particular,
theyare designed to provide supportand security forincomes of
domestic producers. While such objectives may be mainly internal, they
can have marked external effects. This is because both US production
and consumption of agricultural productsare large,and changesin

the balance betweenthese variables, including those arising from
government policies, can markedly affect world export supplies,import
demand and world market prices.

Everyfive tosixyears, the US Government enactsanew Farm Bill which
includes comprehensive legislation, setting down directives on levels
of policy settingsand compulsory or discretionary measures. That
legislation coversarange of ‘titles’ oractivities. The latest is the Food,
Conservationand Energy Act of 2008, which incorporates 15 titles
including commodities, conservation, trade, nutrition, credit, rural
development, research, forestry, energy, horticulture and organic
agriculture, livestock, crop insurance, commodity futures, miscellaneous,
and trade and taxes (ERS 2008a). The Billwas enacted in mid-2008 and
sets down the policiesand settingsto apply for the five years from 2008
to2012.

The passage of the 2008 Farm Bill was atypical because it was vetoed by
President George W Bush. The main concerns expressed by the President
inannouncing his intention to veto were that the costs arisingfromthe

Bill were excessive at atime whenagricultural prices were highand farm
incomes were at record levels. He also indicated that the Bill, by increasing
trade distorting subsidies, would undermine their ability to open foreign
marketsto Americanagricultural goods (The White House 2008). Despite
the President’s veto, the Bill passed into law because when it was returned
to Congress, Congress overrode the veto.

While the Farm Bills have a central place in US agriculturallegislation, major
US policies can also be implemented through other legislation. Examples
are four consecutive annual emergency support packages enacted from
1998t0 2001. Also, the agricultural sector can be markedly affected

by legislation for otheractivities. Animportant example is the Energy
Independence and Security Act of 2007, which mandates targets for use of
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renewable fuelsto 2022, includinganincreasedtarget for ethanol which, in
the United States, is currently produced predominantly from corn. As such
it can markedly affect productionand use of cornand productionand

use of other crops competing with corn for land, thereby affecting trade,
internal pricesand world prices for many agricultural products.

Selectedimportant elements of the Food, Conservation and Energy Act
of2008are summarised and appraisedin thisreport.

Background to US commodity supportand
major elements of the new Farm Bill

Government support to US agriculture is concentrated on dairy, sugar,
andagroup of field crops termed ‘farm program crops’. Together,
these commoditiesaccounted forabout 40 per cent of the value of
USagricultural productionin2008. The remainder of US agriculture,
primarily the major meatand horticulturalindustries, receives relatively
little support.

Farm program crops

Support through traditional arrangements

Supportto producers of the farm program crops has mainly taken the
form of government payments to ensure minimum unit returns on
productioninadditiontoincome support payments made on historic
farmareaandyield bases.

Traditionally the farm program crops comprised wheat, rice, the various
feed grainsand cotton. Oilseeds, predominantly soybeans, received
limited farm program support until the late 1990s. However, the full range
of farm program payments was extended to themin 2002. Some program
payments were also extended to protein crops including small chickpeas,
lentils and dry peas in 2002. Also, major changes to supportarrangements
for peanuts were made inthe 2002 Farm Bill, aligning assistance
arrangements to them with the traditional farm program crops.

Inthe 2008 Farm Bill, full program crop benefits were extended to some
protein crops. Crops now receiving the full suite of farm program support
paymentsinclude wheat, corn, grain sorghum, barley, oats, upland cotton,
long-grainrice, medium grainrice, peanuts, soybeans, other oilseeds, dry
peas, lentils,small chickpeas and large chickpeas.

Since the New Deal supportarrangements of the 1930s, support
arrangements for the farm program crops have been highly formalised.
They now include acombination of support foractual production to



The2008USFarmBill abare.govau 0814

ensure unitreturnsatleastas highasadministratively set ‘loan rates’,and
directand countercyclical payments made on historically determined
areaandyield bases.

The somewhat confusingly termed ‘loan rates’ are actually
administratively set prices for each program crop. The US Government
providesloans tofarmers growing farm program crops. Farmers then
use the loans to finance their upcoming crops, with those crops used

as collateral. If the market price for the crop isabove the loan rate, the
producer canrepay the loanand keep the balance. If the market price falls
belowthe loanrate, the governmentis obliged, at the farmer’s option,
toreceive the crops tendered as collateral into public stocks as full
repayment for the loan (termeda‘nonrecourse loan’). However, since
the mid-1980s, the government has been reluctant to build up public
stocksandintroduceda range of payments to cover the gap when the
market price falls below the loan rate. There are three types of payments:
marketingloans, loan deficiency paymentsand certificate exchange gains,
all fulfilling the same general function.

Inaddition tothe loan rate-related payments made onactual production,
farmerswith program crop areaandyield bases receive direct payments
and countercyclical payments. Those bases have been determined from
past plantings andyields. The direct payments are set at constant rates per
bushel,pound or hundredweightandapply irrespective of market price
levels. The countercyclical payments vary inversely with market prices
when market prices are between an ‘effective price’ which s the loan rate
plusthe unitdirect payment rate,andanadministratively set target price.

Loanrate-related paymentsare paid on farmers’actual production of
particular crops, while direct and countercyclical paymentsare made on
the basis of each farmer’s base cropareaandyield, irrespective of what is
actually produced on the basearea. For example,afarmerwithacotton
base receives direct and countercyclical payments for cottonevenif he or
sheis producinganother crop,suchas soybeans, or nothingatall. The only
instances when program crop farmers are precluded from receivingany
program paymentsare if they are producing fruit, vegetables or wild rice
ontheir program bases.

The 2008 Farm Bill largely retains the structures of supportin the 2002
Farm Billfor farm program crops. Direct payment rates remain the
sameasinthe2002Bill. Also, for most program crops, loan rates remain
unchanged from previous levels. However, higher loan rates are set down
for2010to2012forwheat (increase of 6.9 per cent), barley (increase of
5.4 per cent) and oats (increase of 4.5 per cent). The new Bill maintains
target pricesat previous levels for2008 and 2009 except forareduction
forupland cotton (1.6 per cent). It also maintains existing target prices
forcornandrice from2o10to 2012. However, it increases target prices
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forwheat (6.4 per cent), barley (17.4 per cent), oats (24.3 per cent), grain
sorghum (2.3 per cent) and soybeans (3.4 per cent) from 2010 to 2012.
Target prices,loan ratesand direct payment rates inthe 2008 Farm Billare
comparedwiththose inthe 2002 Billin table 1.

Another change inthe 2008 Farm Billis the introduction of target prices
and countercyclical payments for some pulse crops, namely dry peas,
lentils, small chickpeasand large chickpeas. Dry peas, lentils and small
chickpeas were eligible for support through loan rates and the associated
paymentsinthe 2002 Farm Bill, but did not receive support through the
target price arrangements. There is no provision for direct payments for
these pulse cropsinthe 2008Bill.

Inthe new Bill,a small modificationis made to the areas on which direct
paymentsare provided. In the 2002 Bill, both direct and countercyclical
payments were provided for 85 per cent of the farmer’s base area. The
new Bill provides for countercyclical payments to continue to be provided
for 85 per cent of the base area. However, direct payments will be provided
for8s5percent of basearea only forthe 2008and 2012 crop years. For the
intervening years (2009 to 2011), payment areas for direct payments will
be reducedto 833 percentof thebasearea.

‘I Policy settings for major farm program crops under the 2002 Farm
Security and Rural Investment Act and the 2008 Food, Conservation

and Energy Act
wheat corn barley sorghum oats  cotton soybeans rice

US$/bus  US$/bus  US$/bus  US$/bus  US$/bus US$/Ib - US$/bus  US$/cwt
Loan Rate
2002 Farm Bill
2002-2003 2.80 1.98 1.88 1.98 135 0.52 5.00 6.50
2004-2007 2.75 1.95 1.85 1.95 133 0.52 5.00 6.50
2008 Farm Bill
2008-2009 2.75 1.95 1.85 1.95 133 0.52 5.00 6.50
2010-2012 2.94 1.95 1.95 1.95 1.39 0.52 5.00 6.50
Direct payment
2002 Farm Bill
2002-2007 0.52 0.28 0.24 0.35 0.024 0.067 0.44 235
2008 Farm Bill
2008-2012 0.52 0.28 0.24 0.35 0.024 0.067 0.44 2.35
Target price
2002 Farm Bill
2002-2003 3.86 2.60 2.21 2.54 1.40 0.724 5.80 10.50
2004-2007 3.92 263 224 257 1.44 0.724 5.80 10.50
2008 Farm Bill
2008-2009 3.92 2.63 2.24 2.57 1.44 0.7125 5.80 10.50
2010-2012 47 2.63 2.63 2.63 179 0.7125 6.00 10.50

Source:Library of Congress 2008.
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The average crop revenue election (ACRE) program

A potentially important addition to the new legislation provides an option
for producersto choose toreceive revenue assurance payments under
whatis termed the ACRE (average crop revenue election) program. This
program coversall farm program cropsand peanuts from 2009 to 2012
andisanalternative to farmers receiving countercyclical payments.
Farmerswho elect tojoin the ACRE program receive payments when
revenue from program crops falls below levels determined from moving
averages of pastyieldsand market prices. The option chosen willapply
forthe full period from 2009 to 2012, 50 producers are not able to make
annual changes between support through ACRE and traditional program
support. Also, producers must enter all of their eligible cropsinto the
program, notjust one or some. If farmers elect tojoin the ACRE program
theyare subject toa2o per centreductionindirect paymentsanda30 per
centreductioninloanrates.

The basicideabehind ACRE isthat if thereisamarked drop in participating
farmers’revenue from previouslevels because of reduced yields, reduced
prices,or both,those farmers receive support.

Payments under ACRE are made when both of two thresholds are
triggered:

* whenactualstate revenue peracre for the supported crop during the
cropyearislessthanthe state ACRE program guarantee;and

* whenthe producer’sactual farm revenue peracre for the supported
crop for the crop yearis below the farm’s benchmark revenue.

Thevarious conditions for triggering paymentsand the rules for
calculating ACRE paymentsare shownin figure a.

Both the state program guarantee and the farm benchmark revenue are
determined by multiplying moving averages of historical national market
pricesandyields (average state yields for the state program guarantee
andtheaverage specificfarmyield for the farm benchmark revenue)
todetermine support peracre. Yieldsare calculated fromaverages for
the previousfive years with the highest and the lowest excluded, while
nationalaverage market pricesare calculated from the previous two
years.

Arelevant crop insurance premiumis added to the farm benchmark
revenue on aperacre basis. The state program guarantee is setat 9o per
cent of the movingaverage yield multiplied by the moving average price.
Annual changesinthe state program guarantee are limited to plus or
minus 10 per cent of the previous year’s level.
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a 2008 Farm Bill: ACRE payments

*note: the national average market price

Calculate State ACRE Program is equal tothe greater of: )
Guarantee (90%Xx5; ravg Stateyield « The national average market price
x2yravgNational Market Price) during the marketing year;and
l + 70% of the loan rate for that program crop.
Progralrsnsct-‘.a;aerégtzi within no Adjust ACRE Program Guarantee
+/-10% of previous year’s level? towithin +/-10% of previous year
Calculate actual State Revenue J
(actual stateyield <

xnational market price*)

Is Actual State Revenue no
less than ACRE payment not

ACRE Program Guarantee? triggered for that State

v

Calculate Farm Benchmark Revenue
(5yravg farmyield x 2 yravg National Price)
+crop insurance premium peracre

v

Calculate Actual Farm Revenue
(farmyield x National
Market Price*)

v

Is Actual Farm Revenue no
less than ACRE payment not

Farm Benchmark Revenue? triggered for that farm

v

ACRE payment triggered for both the State
and the individual farm within that State

ACRE payment
Multiply
1. thelesserof
a. the difference between the ACRE Program Guarantee and the Actual State Revenue; and
b. 25 per cent of the ACRE Program Guarantee
2. 83.3percentof acres planted for 2009 to 2011 crop years (85 per cent for 2012 crop year)
3. 5year movingaverage of farmyield (minus high and low years) divided by benchmark State yield.

Conceptually, the program provides support when revenue received by
farmerswithinastate foracrop falls below the state revenue guarantee
and when eligible producers within the state suffer whatis referred toin
the legislationasan ‘individual loss’ (Babcock and Hart 2008). That ‘loss’
isincurredif actualfarm revenue for the relevant crop falls below the
movingaverage based farm benchmark revenue thatalsoincorporates
the farmer-paid crop insurance premium. The payments are likely to be
greatest whenboth state yields and market prices fall sharply relative to
the relevant moving averages.
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Dairy support

Thereare significant changes in the new Farm Bill for dairy. In the past,

US Government support for dairy has mainly taken the form of support
for milk prices, with such support underpinned by tariff quotas on
imports of dairy productsand export subsidies for some products.
Those arrangements have been complemented by pricingarrangements
for milk under federaland state milk marketing orders. Those orders
involve setting minimum prices at processing plants for various classes of
drinking milkand for milk usedin the various categories of dairy products
(Manchesterand Blayney 2001). Inaddition, since 2002, milk producers
have received support payments from the US budget under milkincome
loss contracts (MILC). These payments are made on quantitiesuptoa
givenamount of milk marketed per farm, for months when market prices
fallbelowabenchmarklevel.

Inthe 2002 Farm Bill,aninternal floor price for milk (the USDA purchase
price) was setat $9.90 per 100 pounds of milk. This was the same level as
applied underthe 1996 Farm Bill. Since the early 1990s, the Farm Bill support
prices have been wellbelow market pricesand,according to Manchester
and Blayney (2001), have hadlittle more thana psychological effect.

A major change has been made to how minimum price supportis provided
fordairyinthe 2008 Farm Bill, with support prices set for major bulk
processed products, not,as in the past, for milk. The support prices for
cheddar cheese, butterand non-fat dry milk (skim milk powder) and past
price rangesare shownin table 2.

Itis evident fromtable 2 that the support pricesinthe 2008 Farm Bill for
the designated productsare low relative to past market prices for most
of the time. However, there were instances, probably at seasonal lows in
2001,2002,2003and 2006 when market prices for cheddar cheese and
in2002and 2003 when market prices for butter, dipped below what are
now minimum prices. Inaddition, in late 2008, marked declines in dairy
pricesresultedin the US Government’s agriculture support management
agency, the Commodity Credit Corporation (CCC), purchasing quantities
of non-fatdry milk (Cattle Network 2008).

Inaddition, the 2002 Farm Bill provided for producers to receive direct
MILC payments on up to 2.4 million pounds of milk per farma year when
the monthly Boston price for class 1 milk fell belowabenchmark price of
$16.94 per 100 pounds. The payment rate was set at 34 per cent of the
difference betweenthe class1price in Bostonandthe benchmark price.
That same benchmark price is maintainedin the 2008 Farm Bill. However,
inthe 2008 Bill, both the quantity limit per farm and the rate of payment
are increased for the period from 1 October 2008 to 31 August 2012. Over
that period, the quantity limit per farmis 2.984 million pounds ayearand
the paymentrate is 45 per cent. The increased rates result in higher direct
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Market prices and support pricesin the
2008 Farm Bill

new Bill
average market prices support

2001 2002 2003 2004 2005 2006 prices
US$/Ib US$/Ib  USH/Ib  US$/Ib  US$/Ib US$H/Ib US$/Ib

Cheddar cheeseinbarrelsa 110
Highb 1.68 1.35 1.58 217 172 1.44
Lowb 1.06 1.03 1.02 1.23 130 1.05
Cheddar cheesein 40 pound blocks a 113
Highb 1.78 139 1.60 2.20 1.76 1.43
Lowb 1.07 1.02 0.99 130 136 112
Buttera 1.05
Highb 2.25 138 1.48 2.36 174 1.4
Lowb 113 0.93 1.00 1.39 133 114

Non-fatdry milkc ©.98 0.90 0.81 0.84 094 089 0.80

aQuotesreported by National Agricultural Statistics Service from Chicago Mercantile Exchange.
bFiguresare the highandlow pricesforany trading day during the year. c National Agricultural
Statistics Service.

Source:National Agricultural Statistics Service,2008a.

supportthrough MILC at times when the paymentsare triggered. After
31August 2012, the quantity limit per farmreverts to 2.4 million pounds a
yearandthe payment rate reverts to 34 per cent.

Aninitiative in the 2008 Farm Bill is to adjust the MILC benchmark support
price upward if feed prices rise above specified levels. This has the

effects of triggering MILC payments at higher market prices for milk and
increasing levels of potential MILC payments. The feed price threshold
forincreasingthe benchmark support price for milk as calculatedfora
national average dairy feed rationis $7.35a hundredweight (1oo pounds)
forany month from January 1,2008to August 31,2012and $9.50a
hundredweight thereafter.

In months when the average price of dairy feed exceeds $7.35a
hundredweight, the $16.94 benchmark price for milk increases by 45
per cent of the percentage increase in the price of feed above $7.35a
hundredweight. Farmers will then receive MILC payments if the Boston
class1priceislessthanthe new, higher,benchmark price.

The history of MILC payments so far has been one of marked variationin
payment levels, reflecting the variability of market pricesin relationto the
benchmark price and volumes marketed inmonths when prices have been
below the benchmark price (table 3).

Inallyears since the MILC supportarrangement was instituted, except
2003, the payments under that scheme have been small relative to the

10
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3 Past MILC payments

MILC payments value of milk production
US$ million %

Fiscalyeara
2003 1795 8.40
2004 221 0.80
2005 9 -
2006 352 150
2007 157 0.44

aYearended 3o September of the year shown.
Sources:National Agricultural Statistics Service 2008a; ERS 2008b.

overallvalue of milk production. However, in 2003, market prices were
belowthe benchmarklevel forasignificant period and the payments
contributedappreciably to producers’returns.

Sugar support

Aswith thefarm program crops, supportand protection for the US sugar
industry has been substantial. In fact, measured levels of support for US
sugar,asreported by the OECD (2006), have generally been the highest
reportedforany US crop (the OECD has not reported support for cotton
which has also been substantial). However, there are some characteristics
of the sugar situation which differ markedly from those for the farm
program crops and influence the support measures adopted. These
include:

* theUnited Statesisamajor exporter of most farm program crops but
isanimporter of sugar;

* theUSGovernment has been prepared to make substantial budgetary
outlays to support producers of the main farm program crops. To
dateithasnot been prepared to make significant budgetary outlays to
supportsugar producers and processors;

* USsugarindustries,as wellas competing against sugar imports, face
substantial competition from alternative sweeteners, especially high
fructose corn syrup which nowaccounts for more than half the US
market for caloric sweeteners;and

* underthe terms of the North American Free Trade Agreement
(NAFTA), the US sugar market is open to competition from sugar from
Mexico.

Akey objective of the support policies for sugar is to maintain internal US
pricesabove administratively set loan rates. Those rates were 18 cents
apound of raw cane sugar (since 1985),and 22.9 centsa pound for beet
sugar (since 1996).

1
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The 2008 Farm Bill progressively raises loan rates from 18 cents apound
forrawcanesugarin2008,by 0.25 centsayear to reach 18.75 centsin 2011
and maintainsitat18.75centsin2012. For refined beet sugar, the 2008
loan rate remainsatits previous level of 22.9 cents a pound. From 2009 to
2012, it willbe setat 128.5 per cent of the rate for raw cane sugar, bringing it
to24.1centsapoundin2011and 2012.

Inrecent Farm Bills it has been stipulated that the Secretary of Agriculture
shall operate the program to the maximum extent practicable at no cost
tothe government by avoiding forfeiture of sugar to the government’s
stock management agency (the Commodity Credit Corporation). Inthis
context, the high support received by the US sugarindustryis funded
directly by consumers paying domestic market prices wellabove world
market prices. Such prices can only be sustained by managing the flow of
suppliestotheinternal market. Measures used to manage supplies include
tariff quotarestrictions onimports of sugar, marketing allotments to
limit quantities marketed by processors and/orassessments on domestic
producers tolimit supplies reaching the market.

Inthe 2008 Farm Bill, marketing allotments for processors are designed
tosecureaminimum of 85 per cent of domestic consumption for the
domestic sugarindustry. The Billalsoincludes adirective to manage
importsat the minimum level necessary to ensure compliance with
international trade agreementsand to ensure suppliesin the event of a
domestic supply shortfall,including by increasing tariff quotas. The 85 per
cent minimum market share is broadly consistent with average levelsin
recentyears.

Toavoidforfeitures at times of large supplies, when prices threaten to
fallbelow loan rates, provisions are made for sugar,and for sugar cane
and beet whichhasalready been planted, to be diverted to ethanol
production.

Support for US users of upland cotton

The 2008 Farm Bill introduces a new provision to give adjustment
assistance subsidies to US users (cotton millers) of upland cotton,
whetheritis domestically produced orimported. Most of the cotton used
inthe United States is domestically produced. The subsidies are 4 cents a
pound of cotton from 1 August 2008 to 31July 2012, after which the level
will be 3 centsapound. The subsidies are to be used for specified purposes
includingacquiring, constructing, installing, modernising, developing,
converting or expandingland, plant, buildings, equipment, facilities or
machinery.

While this adjustment subsidy for cotton used for processingisanew
arrangement, it follows subsidy arrangements, termed ‘step 2’ provisions

12
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whichappliedfor both exports and domestic use. Those step 2 provisions
were repealedin2006asadirect result of Brazil’s successful WTO
challenge of US cotton subsidies. The former step 2 subsidies applied
forsales of US cotton on both export and domestic markets when US
price quotations exceeded worldindicator pricesinnorthern European
markets.

General programs affecting US agriculture

Supplemental agriculture disaster assistance
program

USfarmersreceive benefits to safeguard themagainst the effects of
disasters both through subsidised insurance and government disaster
relief.

Formany years, US crop farmers have received benefits from subsidised
crop insurance, with net subsidies notified to the World Trade
Organisationaveraging US$1.6 billionayear from1999to 2005 (WTO
2007). Additional assistance was provided in the case of disasters through
ad hoc support measures. The subsidised crop insurance benefits still
apply but, inthe 2008 Farm Bill, the ad hoc measures used to provide
disaster relief are formalised underasupplemental agriculture disaster
assistance program. That program covers supplemental revenue
assistance payments (SURE), emergency assistance for livestock, honey
beesand farm-raised fish (ELAP), livestock forage disaster program (LFP),
livestock indemnity program (LIP) and tree assistance program (TAP)
(FSA2008).

Forall programs except LIP, producers must obtainacrop insurance
policyforeachinsurable commodity. The non-insured crop disaster
assistance program (NAP) covers each non-insurable commodity
producedonthefarm. For LIP, producersare exempt from this insurance
requirement. Arrangements apply from 2008 to 2012. However, many
farmershad not taken out cropinsurance for 2008 when the new Farm Bill
cameinto force. Those farmers had the option to buy into the program
for2008 by payingan administrative fee (FSA 2008). That option has been
importantin 2008 because of substantial flood damage to cropsinthe
upper mid-westin May.

The schemes operate for eligible producers onawhole farm basis when:

* thecountyiscoveredbyafederal disaster declaration;or
* thecountyis contiguous to a county with such a declaration; or

* thefarmsuffersaso percentrevenueloss,regardless of the disaster
status of the county (Hart 2008).
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Forthe SURE program for crops, eligible producers receive payments of

thelesser of:

* 60 percentofthedifference betweena‘disasterassistance program
guarantee’andacomputed level of actual total farm revenue; or

* gopercentoftheexpectedrevenue, whichisthe sum of each crop’s
contributionas determined fromadjusted acreages planted, historical
yieldsand insurance price guarantees.

Programguaranteesare determined by a formulainvolving the sum of two
elements, one forinsurable crops andthe other for non-insurable crops.

Forinsurable crops,the formulais:

Disaster Assistance
Program Guarantee

115%
ofthe
insured
value

the higher of:
area « actual historical
insured | * productionyield

« countercyclical
payment program yield

insured value =farmer’s minimum crop coverage level «insurance price

Fornon-insurable crops, the formulais:

Disaster
Assistance
Program
Guarantee

120%

nominated
NAP price

the higher of:
area « adjusted NAP

planted | * yield guarantee

« countercyclical
payment program yield

Under the SURE program,actual total farm revenue is:

Actual total farm revenue

areaplanted

*

estimated
actual yield

*

nationalaverage
market price
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If crop lossesinastate are widespread enough to trigger ACRE payments,
Hart (2008) concluded ACRE will compensate farmers for crop losses, not
SURE.

Conservation reserve program

Since 1985 the United States hasimplemented a substantial conservation
reserve program (CRP) to set aside land considered to be at risk of
erosion.Under this program, farmers enter contracts allowing them to
receive payments for settingaside areas which were cropped but are
considered to be at risk of erosion, for periods of between 1o to 15 years.
Asacondition of the contracts, farmers must maintain cover on the land,
suchastreesorgrass.

The 2002 Farm Bill placed a limit of 39.2 millionacres on the areaunder
the CRPandin April 2008, the actual area within the programwas 34.7
millionacres. These areas compare with the totalarea planted to the main
program crops of around 250 millionacres.

The 2008 Farm Bill reduces the cap on the areaunder the CRP to 32 million
acresfrom10October2009to2012.

Energy policies affecting agriculture

USenergy policies are having substantial effects on both US agricultural
productionand the uses of majoragricultural products, especially grains
and oilseeds. By far the largest direct effect has been to rapidly increase
the use of cornforthe production of ethanol,as cornis the dominant
feedstockfor producingethanolinthe United States. However, there
have also beensignificant effects on other crops because land has
beendivertedto corn. Some of the energy-related policies which affect
agricultural productsare included in the 2008 Farm Bill. Others likely to
have significant effectsin the futureare in legislation relating to energy, in
particular the 2007 Energy Independence and Security Act.

The use of cornto produce ethanol has beenincreasing in the United
States for two main reasons. One is that petroleum prices increased
substantially between 2003and 2008. The otheris that the United States
introduced policies to secure supplies of liquid fuels.

Inrecentyears there has beenamajorincrease in US production of corn
to meet therisingdemand for ethanol. Most of the ethanol is blended with
petroleumbasedfuels.In2007-08, 76 million tonnes of US cornwas used
forethanol production -almost twice theamountin 2005-06 (figure b).
This constituted 23 per cent of the record cropin that year. The amount
of US cornused forethanolin2008-09isforecasttoriseafurther33per
centto102 milliontonnes (US Department of Agriculture 2008c). The
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estimates for 2008 indicate that the large expected increase in the use of
US corn for ethanol will be at the expense of corn for feedand export.

The main supports provided to the US ethanolindustry are blending
creditsforuse of ethanolandimport tariffs on ethanol. Toencourage
productionand consumption of ethanol, quantities of biofuels to be
used eachyearare mandated,and US Federal tax concessions are offered
which give ethanola cost advantage over other fuels. Between 2004 and
the passage of the 2008 Farm Bill, gasoline refinersand blenders received
ataxcreditof 51centsaUS gallon (13.5 centsalitre) of ethanol blended
with gasoline - this included imported as well as domestically produced
ethanol.Inthe 2008 Farm Bill, if combined annual productionand imports
of ethanolexceed 7.5 billion gallons, this credit will fall to 45 cents a gallon
(12 cents perlitre) inthe following year. In 2007, US ethanol production
was 6.5 billion gallonsand imports were 426 million gallons (RFA 2008).
Itis expectedthe 7.5 billion gallon threshold will be exceeded in 2008 and
the credit will fallin2009. The 6 centsa gallon saved will be set aside for
furtherresearch into sources of ethanol other than the main crop-based
feedstocks whichare currently used (ICIS2008).

To prevent foreign ethanol producers from benefiting from the tax credits,
the US Government leviesa 2.5 per cent ad valorem tariff and a specific
tariff of 54 centsagallon (14.3 centsalitre) onimported ethanol (Tokgoz
and Elobeid 2006).In November 2007, the ad valorem equivalent of the
combined tariffs was estimated by Coyle (2007) to be about 25 per cent.
That duty insulates domestic ethanol production from more competitive
foreign producers. Nevertheless,an exemptionallows up to 7 per cent

of USannual ethanol consumption to be imported duty free under the
provisionsinthe US free trade agreement with Central Americaand the
Dominican Republic (Office of the United States Trade Representative
2007).

Inaddition to providing blending incentives to use ethanol, the US
Government mandated progressively increasing use of renewable fuelsin
the Energy Independence and Security Act of 2007. That Act mandated
using 36 billion gallons of renewable fuels by 2022 with all the increase
after 2015 from cellulosic materials and feedstocks other than corn starch.

With current technologiesand costs of critical inputs, ethanol production
from cellulosic materials like switch grass, crop stubblesand wood chipsis
not commercially competitive onalarge scale. Consequently,corn seems
likely to remain the main source of US ethanol, at least for several years.
The total mandated biofuels requirement for 2022 represents analmost
five-foldincrease over levels prior to the legislation (The White House
2007). Withinthe total there isa 15 billion gallon limit for ethanol from
corn. If fully realised, that 15 billion gallons would require an increase of
approximately 8o per centin use of cornabove what was usedin 2007.
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Appraisal of implications of the new Bill

Atfirstglance, the US mightappearto be largely a continuation of
established supportarrangementsandlevels. The system of support
forfarm program crops entrenched in the 2002 Farm Bill is maintained
with,in mostinstances, relatively minor changesinloan rates and target
prices. Also, while support prices forall milk produced have beenreplaced
with support prices for just three major forms of dairy products, these
changesare characterised as changes in the form of support which may
not change the effects the supporthas on markets.

However, such firstimpressions could be misleading for the following
reasons:

* themarketand price environmentin which the 2008 Farm Bill operates
is likely to differ markedly from that of past years. Thisis particularly
the case for grainand oilseed crops where market prices since 2006
have been far higherthan for manyyears (figures c to e) andalso higher
inrealterms thanat any time since the mid-1970s.1n 2008, net farm
incomesare forecast to bearecord US$g5.7 billionasa result of higher
prices-up10.3 per cent on 2007, which wasalsoarecordat the time
(ERS20084d).

 theBillextends the fullrange of farm program support to anincreased
number of products.

+ theBillincludesthe optional ACRE program that, if adopted by large
numbers of US program crop producers, could have a substantial
effect onthe nature andlevels of supportfor such program crop
producers. That program incorporates many production distorting
elementsand it cannot be confidently concluded that future US
program crop supportwillbe less market distorting thanapplied

before the 2008 Farm Bill.

* theformalised systemsfor disaster relief are likely to enhance the
security of returns to US producers.

There arereasons to expect market prices for grains and oilseeds will
remainabove the target prices setinthe new farm Bill for several years
at least, although they will decline from 2008 levels. These levels were
boosted by early season flood damage in the US mid-west and rapidly
rising ethanol production.

The use of grainsand oilseeds as feedstock for biofuelsis large and

has beenrising, sustaining high prices for these crops. Mitchell (2008)
concludedtheincreaseininternationally traded food prices between
2002and 2008 was caused by a confluence of factors, the most
important being the large increase in biofuels production from grains and
oilseedsinthe United Statesand the European Union.
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Theincreasesin use of grain for ethanolare significant largely because
the United States is the world’s largest feed grain exporter and because
increasing competition for US corn supplies from ethanol production
willlimit export availability (Westcott 2007). The November 2008 ERS
(2008c) estimates indicate that the trend toward greater use of US corn
in ethanolis continuing with a surge from 76 million tonnesin 2007 to 102
million tonnesin 2008. However,some industry sources (Washington
View 2008) indicate that the current economic situation of the ethanol
industry could resultin 2008 use being around 96 million tonnes - stillan
increase of 26 per centonthe 2007 level.

Ongoing pressures to direct greater quantities of corninto ethanol
production,under the targetsin the Energy Independence and Security
Act 200y,are also affectingdemand. Given the targets reflect an intention
to use more ethanol, these pressures on corn demand will continue until
thereis widespread commercialisation of new technologies enabling
cellulosic feedstocks to be usedinstead. With present technologies, most
of the ethanol used over the next few years islikely to be derived from
corn. Nevertheless, realisation of those targets would require sufficient
profitability, which will be affected by future pricesfor oiland corn. The
corn price willinturn be determined by competition for available corn
suppliesfromfood, feed usesand exports.

With world oil prices falling sharply since mid-2008, the profitability

of ethanol production would have been squeezed unless corn prices
declined significantly. Such reductionsin corn prices have occurred, but
from extremely high flood-affected mid-2008levels (figure f). However,
some ethanol producerslockedin cornsuppliesat very high prices,andas
aresult their profits have fallen sharply. Also,in 2008, credit has become
increasingly tight, limiting throughput and planned capacity expansions
(Galbraith2008).

While prices for cornhave declined since their mid-2008 peak, they were
stillhigh inhistorical terms at the end of October (figuresdandf).Inthe
medium term, price reductions for cornwillbe limited by competition for
land from other crops; especially soybeans for which demand and market
prices have beenbuoyant. The rate of ethanol production capacity
expansion could be limited by decreased availability of credit following
the current financial crisis. Inan environment of slower world economic
growth following the financial crisis, oil prices might be considerably
lower than was envisagedin late 2007 when the Energy Independence and
Security Act cameinto law.

Arapidrise in Chinese demand for oilseeds, primarily soybeans, which are
used forstock feedandalso to supply vegetable oil, has contributed to

higher prices for oilseeds since 2006. Asincomes have increased, China’s
consumption of meatand dairy products has risenand demand for stock
feed hasincreased. Thishas beenreflectedinincreased soybeanimports
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which have beenamajor feed input (figure g). The rising Chinese demand
forsoybeans, inaddition torising use of oilseeds for biodiesel primarily
inthe European Union and the United States, has contributed to higher
world grain prices through increasing competition for land between
oilseeds and cereals.

Economic growth in China, withits positive effect on global demand for
soybeansis expectedtoremainrelatively strong. However, it is likely to
be significantly slower than previously anticipated because a slowdown
inworld economic growth is expected to reduce the rate of growthin
exportearnings (Gong2008). Slower, but still considerable, economic
growthwould reduce upward pressures onworld prices for grains and
oilseeds which have been evidentinrecent years.

While recent high prices for grains and oilseeds will bringabout supply
responses, resource constraints are likely to limit increases in production.
Such constraintsinclude limits to supplies of oil, environmental concerns
aboutincreasingthe use of land for cropping and constraints on water
availability (von Braun 2007).

Future prices for grains and oilseeds are more uncertain now than usual
because of the current financial crisis and uncertainties concerning its
effect onfuture economic growtharoundthe world. Prices of grains

and oilseeds seem likely to remain high by historical standards over the
nextfewyears. Large increasesinfactory capacity to produce ethanol
and biodieselhave already occurred,and government policies are still
encouraging biofuel production. Nevertheless prices are unlikely to be as
highas levels during much of 2008.

If few US producers of the major grainsand oilseeds elect to enrolin the
ACRE program,and if world market prices for those crops remain above
thetarget pricesandloanratesin the new Farm Bill, US Government
support payments will be markedly lower than during most of the current
decade sofar.Such payments would be largely confined to subsidies on
cropinsurance and direct paymentswhich are unrelated to market prices.
If market prices remainabove oraround the target prices, countercyclical
paymentswillbe low or zero. If they are above the loan rates, growers will
not receive benefits through marketingloans, loan deficiency payments
or certificate exchange gains.

If market prices fall markedly from their highs in recent years, but remain
above UStarget prices,as could occur for grains and oilseeds from 2009
to 2012, program crop farmerswillhave anincentive to enrolin ACRE.
Thisis because they will obtain significant ACRE paymentsinthe yearsin
which pricesand/oryields drop. If theyare enrolled in ACRE, they will not
receive any countercyclical payments, marketingloans, loan deficiency
payments or certificate exchange gains. However, growers who are not
enrolled in ACRE would not receive those payments either if prices remain
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above the target price and theloanrate. The only benefits reducedin
these circumstances if ACRE isadopted would be direct payments which
would decline by 20 per cent. With the direct payment rates set down in
the Bill, that 20 per cent decline would be small relative to both overall
returnsand potential gains through ACRE payments. For example, the loss
of direct payments for wheat,at 20 per cent of the 52 centabushel direct
paymentrateis10.4 centsabushel. Thisis equivalent to only 1.4 per cent
of the median US farm-gate wheat price for 2007-08. The corresponding
losses for direct payments for cornand soybeans would be evenlower at
anestimated1.04 per centand 0.7 per cent, respectively.

If US producers of grainsand oilseeds expect prices to decline to below
target prices withinthe 2009 to 2012 period they would see some
prospect of receiving countercyclical payments. In making their choice
whetherto enrol for ACRE, they need to assess thelikelihood of significant
ACRE payments in the years when prices fall from their initial high levels,
relative to thelikelihood and size of future countercyclical payments.
Producersalso need to take account of the loss of 20 per cent of their
direct paymentsif theyelect toadopt the ACRE program.

Animportant characteristic of ACRE is that payments to producers under
the programarise fromthe degree of variability of prices and yields as
wellastheir levels. Zulauf (2008a) noted ‘the choice of ACRE will depend
onafarmer’sassessment of how much ACRE improves the management
of systemicrisk relative to the current marketingloanand price counter-
cyclical programs, while takinginto accounta 20 per cent reduction in
direct paymentsasarisk management fee. Stated alternatively, ACRE
shouldbe selected because itimproves the management of systemic
downside risk - not because it will maximise government payments’
(2008a). Although thisis the case, producers’ expectations of future
government benefits from ACRE and those from traditional support
arrangementswould clearly be importantin their choice concerning
whethertoadopt ACRE.

The Farm Bill legislation stipulates that the ACRE program guarantee
price, ‘shall be the simple average of the national average price over

the mostrecenttwo crop years,as determined by the Secretary (of
Agriculture)’. The first year forimplementing the scheme is2009. An
important consideration for farmers’ decisions about whether to adopt
the programisthat the legislation stipulates that the program guarantee
price cannot change by more than 10 per centinany crop year. This
limitation follows recent years when prices for grains and oilseeds have
beenrelatively highand would effectively lockin high ACRE guarantee
pricesformuch of the period to be covered by the program.

Zulauf (20084, b) estimated breakeven prices for corn, wheat and
soybeans between ACRE and traditional programs using the average of
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2007and 2008as the base period. He concluded that ACRE payments
would exceed payments from traditional support arrangements if the
average market price for the four crop yearsto 2012 wasabove $2.87a
bushelforcorn, $4.39 abushelfor wheatand $6.35a bushel for soybeans.
These breakeven points compare with average prices for2006 and 2007
of $3.62abushel for corn, $5.37abushel for wheat and $8.26 abushel for
soybeans.

For US cotton producers, factors affecting the decision toadopt the
ACRE programare far different to those facing producers of grains and
oilseeds. Thisis because, in contrast to grains and oilseeds, cotton prices
have been below the target price,so cotton producers are still receiving
andare likely to continue to receive countercyclical payments (figure h).

If US cotton growers were to adopt ACRE, they would lose their
countercyclical payments. Inaddition, they would lose 20 per cent of
their direct paymentsandfacea3o percentreductionintheirloan rates,
potentially reducing support through certificate exchange gains, loan
deficiency payments and marketingloans if market prices were to fall
sharply. Furthermore, unless market prices for cotton were to surge
toabove thetarget price foran extended period, which seems unlikely,
adopting ACRE would support their returns at below the target price.
Consequently, unless cotton farmers are concerned about risks of greatly
reducedyieldsat both farmand state levels, they have a greaterincentive
toretain the traditional forms of support rather than toadopt ACRE.

Where cottonfarmersalso produce grainsand oilseeds, the choice of
whether or not toadopt ACRE could be difficult. Currentand future
expectations for production of cotton and those other crops will
influence the decisionand there are generally greater incentives to enrol
in ACRE if they produce relatively more grains and oilseeds than cotton.

Given the probability world market prices for most program crops
couldfallrelative to their recent high levels, US farmers could view the
availability of ACRE as a means of locking in returns at relatively highlevels
foryears when market prices drop markedly or whenyields decline.In

this context, the provisionin the new Farm Bill preventing the state ACRE
program guarantee decreasing (or increasing) by more than 10 per cent
fromthe guarantee for the preceding year will be very important. Not only
willit limit the extent to which the guarantee candeclineinaparticular
year,butit canalso sustain higher guarantee levels than would apply in
subsequent years without this 10 per cent provision.

Itappearsthe low potential cost of entering into ACRE and the potential
benefitsinyears of reduced prices oryields will make this program
popular for producers of most farm program crops other than cotton.
Babcockand Hart (2008) concluded they ‘could find only one set of
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circumstances under which traditional programs would provide more
payments than ACRE: if market prices in 2009,2010,2011and 2012 remain
above the averagelevelsin2007and 2008..

There could be significantincentivesinthe ACRE arrangements to result
inasubstantial uptake of the program. Nevertheless there are some
elementsin the design of the program which could, over time, produce
resultsinconsistent with farmers obtaining benefits when they most need
them. Those relate to the way the program operates on moving averages
of pricesandyields, for example:

* wherethereisanabnormaland substantial surge in market prices for
two years followed by a marked reduction but to levels that are still
relatively high, such asstill beingabove target prices, large payouts to
growerswould be madeinthe third year even though farmers’returns
andincomes would be high without the support.

* thedoublestateandfarmleveltriggers might resultin revenue
assurance payments not being made to some farmers even when
they experienceasharp reduction intheiryields if state level revenue
benchmarksare not triggered in their state. However, if the individuals’
yield reductions were substantial because of local conditions such
asstorm damage or flooding, they could qualify for disaster relief
payments.

* iffuture prices were low for three successive years, there could be
little or no supportinthethirdyear because of the two year moving
average price arrangement even though many farmers experience
financial difficulties. Given the revealed propensity for the US Congress
to provide additional support when market prices are low, such
conditions might result in additional ‘emergency’supportinthe future
suchasapplied overan extended period of low prices from 1998 to
2001.

If ACRE had not been made available to US farmers in the 2008 Farm Bill,
levels of support for farm program crops might be expected to be low
overthe period until 2012 for program crops other than cotton. However,
the availability of ACRE could result in substantially greater support than
if farmers were to continue to rely on the traditional support measures in
caseswhentherearelarge reductions in pricesand/oryields.

Supportthrough ACRE is product-specific, is related to actual production
and pricesand ACRE payments require farmers to actually produce the
crops forwhich the paymentsare made. As such,support through ACRE is
likely to distort production more than support through the base-related
direct paymentsandalso more than countercyclical payments which vary
with market prices but are paid on fixed bases. Inaddition, the farmers
who opt for ACRE support will still receive 8o per cent of their former
levels of direct payments. Also, the payments depend on the variability of
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both pricesandyieldsat both state and farm levels, making it difficult to
predict potential support through the ACRE program. Because of these
factors, it cannot be confidently concluded that future US program crop
supportwillbe lower or distort marketsless than arrangementsapplying
before the2008 Farm Bill, eventhoughitis expected that market prices
couldremainrelatively high for several years.

For dairy, the change from providing price support for milk to providing
price support for butter, cheddar cheese and non-fat dry milk appears
likely to have only aminor effect oninternal prices for milk or on overall
levels of US support for milk. The levels at which the product support
pricesare setare relatively low but could resultin some price support
through market intervention inyears of low market pricesand, even then,
onlyattimeswhenthereisasubstantial surge insupplies.

The changes inthe parameters through MILC payments would resultin
increased payments for milk if market prices fall below the trigger point,as
aresult of thelegislated increase in the maximum amount of milk per farm
eligible for the payments. Theincrease in the proportion of the difference
between the Boston class 1 price and the benchmark price which applies
for the payments would also increase potential payments. Compared
with previous arrangements, the combined changes in the individual
farmvolume limit and the payment percentage resultinup toa 64 per
centincrease in potential payments for farmers receiving the maximum
payments if prices fall below the benchmark price by the same amount.
The potentialincreasesin paymentsare even larger if feed prices rise
above thelevelspecifiedin the legislation. In the past there has been only
oneyear,the low price year of 2003, when MILC has contributed markedly
tomilk producers’returns. Infuture,asin the past, it would only provide
significant support when market prices dip below the benchmark price
whichhas remained unchanged in this Bill. The adjustment in the Bill for
the benchmark price at times of high feed prices increases the potential
for higher future MILC payments.

Forsugar,the changesin the new Farm Billappear designed to entrench
the current position of the domestic industryasasuppliertothe
domestic marketand to provide some increase in returns to producers.
This will be done by increasingloan ratesandarrangingas faras possible
to limitimports to minimum levels consistent with international
agreements. At the same time, provision has been made in the Bill to
increaseimportsif necessary to ensure adequate domestic supplies.

The provision that, to the maximum extent possible, the Secretary
of Agriculture must manage the sugar programat no cost tothe
government, by avoiding forfeitures of sugar to government stocks,
givesrise to possibilities that significant government costs could still
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arise under the program from measures not involving forfeitures to the
Commodity Credit Corporation. This could be especially the case as
costs would be involved for the potential diversion of sugar, cane or beet
to produce ethanolasasafety valve outlet for supplies if internal prices
appear likely to fallbelow the loan rate.

Theavailability of ethanolasanew market for sugarin the United States
providesameans for securing the stipulated 85 per cent share of the
domestic market for domestic producers. That stipulation reflects
concernsthatinroads could be made into domestic producers’sales by
competition from Mexico,as Mexican sugar and sugar substitutes have
access to the US market under NAFTA. Effectively US producers would be
guaranteed anaverage volume of sales regardless of imports because the
government has created an additional potential market for sugarinthe
United States (ethanol).

For cotton, the new userassistance subsidies will support domestic
demand by cotton millers, providing some flow-on support to domestic
cottonfarmers. The 4 centsapound subsidy is equivalent to between

6 per centand g per cent of the value of cotton processed domestically.
Although thisisanew subsidy, it replaces previous support (step 2 subsidies)
repealedin2006. Thereisasignificant difference, however, betweenthe
two forms of support. The new user assistance subsidies are not linked to
cotton prices,are available for use of both domesticand imported cotton
(although most cotton usedinthe United States is domestically sourced)
and must beapplied in specified ways. The step 2 subsidies applied only to
US cottonand varied over time depending on the price of US cotton relative
to cottongenerallyinnorthern European markets.

Anotheraspect of the 2008 Farm Bill of significance to US agricultural
productionandalso for environmental considerations is the 18 per cent
reductioninthe maximumareaforinclusionin the conservationreserve
program (CRP). While this representsa marked reduction, it probably
reflects likely reductionsinthe preparedness of farmersto enrol or re-
enrolinthe program given current high market prices and expectations
relatively high prices may continue for several years. Such expectations
could make crop farmers reluctant to renew their CRP contracts as they
expire orto enterinto new contracts. The reduction in the maximum area
under the CRPreflects a change inrelative community values accorded
to conservation of environmentally fragile land and food and fibre
production. However, the extent of environmental damage to land at risk
of erosion may, forland with particular soil characteristics, be less today
thanin previous times because of advances in minimum tillage techniques.
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Concluding remarks

The 2008 Farm Billis likely to operate in a significantly different economic
environment to that faced by US farmers for many years. Market prices
for many majoragricultural products have been at historical highs and,
althoughthere are uncertainties arising from the recent financial crisis,
thereare underlying forces which seem likely to maintain them above the
traditional support prices for several years.

While the new Farm Bill retains many of the traditional support
arrangements for US farmers, it provides new avenues for support
throughincreasing the number of commodities receiving the full range of
support measures, providing additional support options and formalising
disaster relief.

In particular, the ACRE program provides additional farm program
protection devices; greatly increasing the likelihood that farmers will
receive substantial support when market prices are high. This becomes
possible because supportthrough the programis determined by
variationsin pricesandyields and can be triggered even when market
pricesare above target prices, while farmers still receive most of the direct
payments that they previously received. The higher levels of revenue
security arising fromthe program andalso from the more comprehensive
disasterreliefarrangementsin the Billare likely to translate into higher
levels of US production than otherwise. For producers of the major crops,
only those forwhom cotton is their main enterprise seem likely to have
incentives to retain support through the traditional measures rather than
switch to ACRE.

Forimport-competing commodities, primarily dairy products and sugar,
the changesinthe new Billfocus on support for the traded products. The
changes for dairy products reorient price support away fromall milk to
the major processed productsandincrease potential MILC payments
when pricesare lowand/or when feed prices are high. These changes
seem likelytoresultinafurtherstrengthening of support. Forsugar,

the legislationis clearly protectionistin tone asitincreases support
prices, provides directions forimports to be managed at minimum levels
consistent with internationalagreements and effectively reserves 85 per
cent of the domestic market for US producers.

The buoyant market prices over the past two years have been
instrumentalin US farm incomes reaching record high levels. Expectations
of an extended period of high prices and returns for the supported items
could have provided an opportunity for US legislators to reduce many

of the complex, costlyand market distorting government measures

of the past without significant adjustment costs to farmersand rural
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communities. Yet the outcome of the legislation is to provide greater
opportunities for support even when market prices are higher than
previously. These factors were importantin the President George W
Bush’s decision to veto the 2008 Farm Bill (The White House 2008).
However, the overriding of the veto by the Congress has resulted
inavailability of additionalavenues for supportand more scope for
protectionfor US farmers.
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