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October 3, 1994 

MEMORANDUM FOR CAROL RASCO 

DPC PROGRAM STAFF 


THRU: 	 BILL GALSTON 

FROM: 	 BRIAN' BURKE 

MARION BERRY 


SUBJECT: 	 1990 FARM ,BILL OVERVIEW 

The purpose of this memorandum is to pro~:jde a brief description of the FOOd. 
Agriculture, Conservation, and Trade Act of 1990 ("1990 Fann Bill"). Attached to tbe . 
memorandum'arc several·white papers which.discuss key provisions in the 1995 Fann Bill 
reauthorization. The white pa~rs are summaries of materials compiled by QMB and'used to 

, prepare for the series of 1995 Faml Bill reauthorizatio'n seminars held during tbe last month. 
Updates and additional materials will be provided to ,you as the reauthorization discussions 
progress. 

BACKGROUND 

The importance of farming relative to the rest of the U.S. economy has declined for. 
over a century, ',Growth in domestic food demand has not kept pace with fann produdivity , 
gains, and crop yield now far exceeds the needs of the American population. Without ..~ 
sust.ained increases in export demand, the farming sector will shrink l and resources.currently 
devoted to agriCUltural production'wiH find alternative uses in the non"'::furrn economy. 
USDA com~odity price-and income-support progra#1sj the au;nerstonc of US agricultural 
policics} may slow the sector1s decline but will not reversc it. 

Increasing export'demand is viewed by many as the best and only way to reduce 
subsidies [0 f~mcls without further accelerating reductions in fann incomes and the size of 

. ' 
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thc·farm sector. Even if the sector's size and importance were·to s~abilize, technological , , 
change wilt persist ~n altering the distribution of income within farming. 

KEY ISSUES IN REAUTHORIZATION DISCUSSIONS 

MacroeConomic policy, environmental concerns, and technologicalcbange are the 

three mosUmpOrtant issues affecting US agricultural practices, policy~ and reform. 

Agriculture is sensirive to changes in macroeconomic conditions because of its capital 

intensity. Famiing is a highly vapitalized industry and is-sensitive to changes is monetary 

policy, In the 1980's agricultural exports declined as, exchange rates rose, As an example of 

cnvironmentnl concerns, the extent and severity of water quality problems related to J 


agricultural practices wiH be better understt?Od in the next few years, bringing to the 

foreground the question of who pays for proposed solutions to these problems. At present, 

farm programs re1y on cost-sharing measures to encourage better farm conscn:,ation practices, 


, while environmental g~oups generally apply the Hpollutcr pays" principle in rcstrictiJ.l8 

chemical use in fertilizerS and pesticides. In addition, biot~hno.logy promises a boost in farol 

productivity, but will also foster continuing cHariges in fann structure. 


,Polic), options for reform"range from (1) making revisions to the existing programs, 
(2) adding alternative programs to the existing structure, or (3) replacing the current regime 

_ wi1~ new programs that target the Administration's policy goals: e<:onomic security. fairness, 
market ~,1fje~ta:jon, environmental protection, rural development, and budget deficit reduction. 

SUMMARY OF MAJOR PROVISIONS 

The 1990 Farm Bill is the most recent in a long series of measurCS c~acted since the 

1930's to assist farmers, prImarily by 'supporting priccs and incomes for spccified , 

commodities -- currently wheat, corn and other feed grains, cotton, rice, soybean and other 

oilsceds. milk, sugar, honey, peanuts. wool, mohair and tobacco. Except for tobacco, which 

the 1990 farm bill did not address. these commodities are the subject of the first 11 titles of 

the farm bill. " 


The 1990 Farm Bill indudes 14 additional titles., Title XV extended and overhauled 
the US food aid and agriculture trade (including export subsidy) programs, Title XVII 
reauthorized and amended the food stamp and other U,S, Department of Agriculture (USDA) 
nutrition programs. Tilles XIV and XXIV amended eXisting environmental and resource + •, 
conservation programs and. created neW ones. Title XVI reauthorized and ~directcd priorities 
for agricultural rescarch and education,' Title XVlll altered farm lending process, Title XIX 
addressed famr and food marketing programs. Title XXIII provided new authority to promote 
developmcni in rural , ar;;a,'i. . 

The attached papers discuss; individually, the key Farm Bill titles, 

AlTACHMENTS: 

• 
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Titles I-XI:· Commodities 
Title XIV: Conservation 
Title XXU: Crop Insurance and DL~astcr Assistance 
Pesticides and Fertilizers . . 
Marketing and Inspection Services 
The Bill in Brief: A Summary of the 1990 Farm Bill , . 

. ,, 

{ 
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TITLES I-XI: COMMODITY PROGRAMS 

OVERVIEW '. 
The Co~modity programs constitute the, basic mechanisms by which the federal, . 

government supports the price of select farm products and subsidizes farmers' incomes. This., 
. is accomplished by' manipulating supply and demand of agricultural commodilies. The 

pr~grams involve large cxpcni:Jitures from the Treasury. Direct government outlays to the 

fann sectOr totaled approximately $80 billion over the last five years, The commodity , 
 Iprograms influence strongly the geography and socioeconomic structure of American 

agriculture, The income support programs, for example, impact farmers l decisions to grow 

certain crops. , 


Commodily programs are managed by the Commodily Credit Corporation ("CCC"), a 
federally owned and operated: corporation within the USDA. Tlie CCC functions as the 
financial institution through which all moncy transactions arc handJed .. To finance its 
activities, C;CC is authorized to borrow up to. a total of $30 billion at a time from ~ revolving 
fund in the Treasury, In the CCC Fund, cash outlays for loans and commodity purchases are 
offset by receipts from loan repayments, interest payments and sales of commodity 
inv"entories. Outcomes forincome supports have no offsets. The "net realized loss" on CCC 
operations is .reimbursed each year by mandatory appropriations, thus restoring CCC 
borroWing authority to the full S3O, billion. 

The CCC offers price support to all eligible produce", of 21 commoditi.,. (including 
. ,wheat, com and other feed grains, cotton, rice, soybc~n and ~ther oJlseeds, milk, sugar, 

honey, peanuts, wool, mohair and tobacco). Approximately 60 percent of the land pJanted to 
crops in the United Statd is used to producc·a handful of heavily subsidized commodities 
such as corn, wheat, cotton and rice. ' ' 

The purpose .of price support programs is to keep farm prices, received by 

participating producers, from falling below specific minimum h::vels. CCC stabilizes ,: 

commodity prices and supports farm income by manipulating the supply' and demand of 

agricultural commodities, by providing subsidies for the production, export finance, and the 

direct export of these commodities. The programs arc- carried out by providing loans and 

Purchase agreements to farmers so that they can store their crops during periods of low 

prices. Producers receive non-recourse loans and forfeit thdr commodities to CCC if the 

market price falls below the support price ("loan rate"). 


, .,I 
"fl-le largest portioq: of CCCoudays arc for direct income-support payments 

Cfdcficicncy payments") to producers. J\vailablc for major commodlties (wheat, com, cotton. 
and rice), the deficiency payment is based on the difference between the price level 
established by law (target price) and ei\her the higher of the market price during a period 
specified by law or the price support (loan) rate: The total paymcl\t is generally equal to the 
payment rate multiplied by Ihe eligible acreage planted for harvest, and then multiplied by the 

l' 
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program payment yield rate establishod for the particular faim. Such terms as ,fftriple base"; 
"acreage red':lction program", and "production base" refer to the ways in whic.h deficiency 
payments are determined. ' 

In addition, CCC administers programs that support the domestic prices of certain' 

commodities (dairy, tobacco~ 'p<:;anuts. sugar1 honey, wool and mohair) by purchase-Ii on the 

open market, production quotas, restrictions on imports, or some combination of these 

devices. ' 


The h,vel of CCC outlays is primarily a function of the prevailing market prices for 

agricultural commOdities.' There 'is a 30 percent chance of an unexpected, significant drop in 

prices in any year. Some'operating rules for etc programs are set by law, such as the . 

!!t~gct prices", while others like loon'repayment rates, are ;eft largely to Administration 

choices. Spending at USDA discretion! not required by law, is rising. The rise in the 

component of spending that is at the Administration's discretion tends to increase the budget 

exposure. Admlnislrative action can reduce o'r expand the budget's exposure to ,price swings, 


. :For example, a tcn cent incre~sc iri a commodity loan rate can increase; CCC outlays by' 
hundreds of millio,ns of dollars, with normal price volatility. . , 
REAUTIIORIZATION ISSUES 

. 
The existing income- and price- support programs are strongly defended by most 


fann interests and congressional advoCates. Last' year, the Administration drastically reduced 

its initial $5 billion CCC reform proposals in the face of Congressional opposition. Howeverj , 


the 1993 OBRA reduced spending 011 CCC programs by about $2 billion, as estimated by 

CSO. and subsequent Congressional sunsctting of CCCs wool program and redu~ions to 


\ CCCs honey program rcflcct eroding support. Most farm groups believe budget pressures 
will mean ~£duct1on in future subsidies authorized by the 1995 farm bilL 

. . 
• 

The options for reform arc many and varied, and a proper discussion of policy cboices 

should begin with review of the social and economic trends here and abroad that arc likely to 

l· ~ , 

determine the fate of Ihe agriculture sector. The rationale for regulatory reform stems from 1) 

the need for federal deficit reduction. 2) the pursuit of fairness in public policy, 3) the desire 

for increasc,d' mark~t efficiency and economic security, 4) rural development. and last but not 

lea.;;t, 5) environmental protection, 


" ,
• 
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1 TITLE XIV: CONSERVATION RESERVE PROGRAM - , 

OVERVIEW' 

Under the. Conservation Reserve Progrdm ("eRP"), producers can bid to enroll bighly 
erodible land l into the reserve, removing it from production for 10 years. 1I.1 return, faJ];ncrs 
receive rental payments. After the lO-year period, they can bring their lands back into 
production. CRP was authorized in the 1985 Farm Bill to enroll a total of 40 million acres 
(one million of which became the Wellaods Reserve Program (",IVRP") in the 1990 Farm 
Bill), but tbe CRP target was reducod to 38 million aCr<:$ in tbe 1993 OBRA CRP's 
authorization to sign up new acres terminates at the end of 1995. The FY 1995 President's 
Budget propos~ maintaining the current acreage total of 36.4 million acres; and forgoing the 
final sign-up in FY 1995. 

" Before 1990, USDA made the,acreage target. the prime consideration for enrol1ment: 
. From 1985-1990, agricultural production supply management was a primary goal of the 

program, to reduce surplus crops. The least expensive eligible acres were-enrolled; this 
acreage met a minimum tbreshold of being "highly· erodible", In 1990, the program began to 
use a ranking formula. the Environmental Benefits In~ex ("EBI"), to enroll the acres w~th t~e 
grealest environmental and conservation benefits per Federal dollar spent. The EBI use'd 
seven different measures to determine the potential contribution to conservation and 
environmental goals from each parcel, induding surface and ground water improvement, 
preservation of soil productivity, encountgemcnt of tree planting. and assistanCe to farmers 
most affected by cons~rvation complla~ce. 

COST. EFFECTIVENESS 

The cost-effectiveness of the CRP program has been questioned. because the acres are 
not pcmulI1ently retired and much of the Federal investment in these acres are lost as the 


. rental contra<.."ts expire. This effect is cspcciaUy pronounced because the lO-year contract 

totals: are oOen 'equai to or g.reater ~ban what the cost wouJd have been for purchasing or 
 . \ 
permanently retiring the land outright It is estimated that overall CRP contracts overpaid 
from $7-17/"orc, such tlk1! the FY 1995 rental payments should have been closer to $1.35 
billion, instead of $1.8 billion. On!)' in FY t990 was a cap put on enrolling CRP acres 
whose '?St exceeds the rental value of surrounding acres. 

, 
FUTlJRE OF CRP -j,., 

,in the context of the J995 farm, biU deliberations, a new CRP program coul9 continue 
the reforms of 1990 by targeting land according to cnvironmentaJ and conservation benefits. 

lund ilial meets specific ~ndilit)J1s primarily relating 10 its Jalldisoll classification and current or, 
potential talc of erosion. 
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while perhaps broadening the EBI cnrcria to include wildlife prcscrVation and endangered . 
species habitat. or Roodway expansion, Given the high level of interest for cascments2 WRP 
landholders have shown, permanent casements for CRP acres could be considered as welt 

Options for curren. CRP lands include; enrollment in a pos.-1995 CRP program, CRP 
COntract extensions Or, easement purchases under the Secretary's existing dIscretionary' ," 

. authority; tree planting; and hay grazing of C~p acres during the life of the contract in return 
for lower rental payments and a to-year loss of crop acreage base for defiCiency payment 
purposes. The House Environment, Credit, and Rural Development Subcommittee held a 
public hearing on Augitst 2. 1994 to reyicw the budget and policy consequences of extending 
.he CRP (testimooy is a.tached). J 

Current ¥stimates of the existing CRP acres indicate .hat between 53-63 percent will 
return to crop production upon expiration o,f the contracts. The Secretary of Agriculture has 
.he au.hority '0 ex.end CRP conlrac's expiring between 1995-2000 or.o place any existing ., 
CRP contracts into pennancnt easement. The environmental benefits per acre of eRP vary. 
By ranking the acres of the CRP with the .EBI factors relative to the costs of extending I 
contracls~ a program as smaU' as 5 million acres ~uld capture a large portion of the 
environmental benefit. Enrolling a smaller portion of highly erodible farm land will have a I. 
greater environmental benefit than including a larger tract of l~ss erosion prone land. 

SODBUSTER 

, Under the "sodbustcr" provisionst farmers who cultivate highly erodible land -- not 
cul.iva.ed be.ween 1981 and 1985 -- arc ineligible for most major farm program.benciits. 
These include price supports and related payments, farm storage facility .loans. crop insurance, 
disaster payments, any loans from Farmers Home Administration that ~ilI contribute to 
erosion of higJ:tly erodible lands, storage payments, and conservation reserve program 
payments. These benefits are lost for aJi tbe land the farmer cultivates, not just for the highly 
erodible lands. A producer is not subject to these provisions jf he cultivates his: highly 
erodible land using an approved con.~rvation plan), 

.­
Under the conscryation compliancc, the sodbustcr provislons apply to all highly 


erodible land, e~cn if it w~s cultivated bctwcc"n 1981 and 1985, starting in 1990, If a 


~nservad(on 'easement i5 a partial interest in land usually held by a gQvcmment entity which limits the'? ) 
uses of tbe propelt)'. or prohibits cerUin aClions. in order tn achieve .certain oonservation objectives. When uslng 
tbc farm of a reserved intcrcst deed. the granlee acquircs all rights. titles. 4n<finterest in B pwpet1y. except those 
rigbls that might run with the land e~prcssly reserved by a grantor. 

) A combinal,ion of land uses 'nrld practices to proieci and improve wu productMty and (0 prevent soiJ 
dC1crji)fllling, A conservation plan mUSI be apprnvcd by the local wnservation district for acreage offcred in the 
Conservation Rcscl'\'e Program. The piau SCiI' forth the conservation measures and maintenance ihat the owner 
ur opdnuor will cany Qut during the term of Ule contract. 
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proouccr bas: obtained an 'approved eonservadon plan. S/1ie will have until 1995 to fully 
implement that.,plan; or lose hjs benefits, 

, 
, \

SWAMPBUSTER 
, 	 , 

" Under the "Swampbuster" provisions, a farmer who drains and then cultivates a 
wetlands loses the same farm program benefits as a sodbuster:' Under a number of , 
conditions; wetlands are exempt. including wetlands previously converted or artificially 

, created. wetlands created by irrigation or ,~ater delivery systems, wetlands where agricultural 
production is possible under natura~ conditions or ,viherc production has a minimat effect, and 

, , 	
areas where the producer follows an approved wetlands conservation'pian. More than 5 
million acres of wetlands are estimated to 'have a high ,or medium potential for conversion to 
cropland, , 

, , ' 
WETLANDS RESERVE PROGRAM ("WRP") . . ~ , 	 ­

, 

"> Agrkult'ufC is by ia~ the nationj~ leading cause ?r'wctland IOS'S.5, The WRP was: 
created in the 1990 Fann Bill 'and pays producers to permanently retire wetl<ind'acres from 
production. ,The 'goal of the program was to restore, one million acres of ~opland to their 
original wetland functions and values by 1995, To date 125,000 acres have been enrolled. 
The Presidcnt'siFY 1995 Budget propOsed to enro!l300,OOO,acres in FY 1995, but House'and 
Senate Appropriations bills would only permit 100,000 acres in 30 states to be enrolled, 

.! - . " 	 . 

Up to art additi~nal 100,000 acres wlll be enrolled in FY 1994 in areas ,affected 'by the 
Midwest. Flood,. as authorized,by lhe Flood and Earthquake supplemental bills last year. , 
WRP shares a method similar to the eRP for selecting acreage, with a formula ranking lands 
according to environmental bcnc~ts per Federal dollar. WRP als?'has,a payment Cap on the 

. fair market value of (he land. : ­. ' 
, 

REFORM ISSUES 

Groundwater and Water Quality Issues, Groundwater pollution bas rapidly emerged as 
a major issue as more instances of contamination have been identified. A basic question is 
whether the known instances of contamination represent the "tip of the iCeberg" or are 
isolated instanchs; there is far less information on this topic than on traditional conservation 

, , 

concerns, such !lS soil erosion.1 

' 


" , 

, Water Supply Issues. There are ,two mai~ water supply issues. One issue rc:-,olves .( 
around a double cost to the Federal treaSury when water suppUed at subsidized rates from" . 

, 
, ~WcUands have many ennronmcntal bcnefilS includmg water fiHration. spawning and water 

foul hablt;!l, ilnd flood reservoirs. : ' ) 

5 .i 
Sec footnote ~5 above. ,, 
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Federal water projects is 'used to grow crops in surplus that the-Federal Govemment is then 
forced to acquire under current commodity programs. The second issue involves the 
agricultural ,usc of water in the Southwest. Critics believe that producers having acccs's to 
this water receIve an,unfair subsidy, one that gives them-an unfair advantage Qver producers 
in other. areas .. Other critics believe that as development OCCUrS in the Southwest, markets 
should be available to sell water 10 the highest bidder, ' 

Sustainable Agriculture Sustainable agriculture ·is increasj~g)y viewed as a potential 
solution to many current environmental and resource problems that" are byprooucts of 
production agriculture, Farmers arc seeking ways to control input costs and protect profit 
margiIlS while maintaining productivity, and enviroruncntalists are looking for ways to make 
agricultur:e more benign: Sustainable agri,culture includes the collage, of activities that range 
from to'tally organic 'system~ to targeted and,cfficien! application of agricultural chemicals.' 
This approach COntrasts with conventional agriculture! which uses a full range of tmage 
practices and larger quantities of chemical inputs, 

opposition to sUlnaif,lablc agri~t,dtural efforts has' come primarily from producers' who . 
"see no need to change from conventional agriculture~ and manufacturers and distributors of 
products that ar<; used most heavily in support of conventional agriculture (fertilizers, 
pesticides, etc.): In addition, manY"legislators have called for more flexible commodity 
program rules 10 support sustainable agriculture goals. Greater flexibility might allow 
prOducers to use approved crop rotations without being penalized financially, as they arc 
under current conlmodity program provisions. . . , . 

, 
Major sustainable agriculture provisions were included in the research title of the 1990 

Fann Bill) Title XVi. ~n addition, under the conservatjon title, the Secretary is to develop a 
voluntary inlcgratcd farm' management program that assists fanners in adopting plans that . 
reduce barrierS to resource stewardship. 
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TITLE XXII: CROP, INSURANCE AND DISASTER ASSISTANCE 

. 
OVERVIEW 

'. . 
Farming is a risky business -- susceptible to natural disasters that l in addition to 

fluctuating market prices, can-have a profound and unanticipated effect on.crop_proouction on 
farmers' finances. Federal crop insurance is a subsidized insurance program which provides 
f:lnncrs with a means for risk management and financial stability against crop production loss. 
The insurance is .available for 50 different crops, varying by county, Participation in tbe 
program is ohen required for a Camlcr to qualify for Federal emergency loans. The Federal 
CroP. Insuranc~ Corpor.3tion ("FCIC') insures individual.crop yields against losses from 
unavoidable production risks. Losses due to negligence or poor farming practices arc 
excluded. '. ! . 

. 
With the exception of a brief period in the 1940's,.the federal government has offered. 

some form' of crop insurance since the 1930's, In 1980, Congress redesigned crop insurance 
to ma~e it the preeminent form of agricultural disaster assistance, The Federal Crop 
Insurance Act ("FCIA") of 1980 established goals, including (I) crase government-funded ' 
disaster payments by increasing crop insurance participation, (2) provide crop insurance more 

, effieiently by taking advantage of private sector expertise, (3) decrease insurance costs 'for 
fannem by providing federal subsi<jies, and (4) operatewithin the budget. A 1992 GAO report' 

.stated that thc1redesigned crop insurance program has been unable to ,tl)cct an of th~se goals.. 

. 
HOW CROP· INSURANCE WORKS 

In the federal crop' insurance program, insured farmers who do not achieve specified 

production levels are paia.indemnities out of-the total premiums paid by all insured farmers 

or by other sources of funds available to th~ insurer. The fanner achieves greater revenue 

stability in exchange for the premium payment, even though the inherent ris~ of low crop 

yield remains. FGIC offers county crop progra~s for specific crops in individual counties. 

Famlers: may participate in the insurance program jf they plant an eligible crop where FeIe 

offers a couniy crop program. ' ~ 


Participating farmers can elect yield-guarantee coverage of 50, 65 or 75 percent of 
their l~-year actual production history'(UAPH") yic,ld t if availabJe. For ex~mple, a farmer 
with a 10-year average yield of 100 bushels Per acre who selects a 50.-percent level of 
coverage would be cJigible for an indemnity payment if production fell below 50 bushels pc( 
acre, To translate a yield loss.into a doUar loss, participants also select a commodity price .'f 

levCl -- from 30 to tOO percent of the "crop's expected market price) which is then multiplied 
by the actual number of bushels that fall below the coverage level. Premiums depend on the 
insured crop, location~ farming practices (such as irrigated or non-irrigated), and yield level, .,', 
as' ~cll as (,"Ovcragc and price levels selected, 
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DISASTER ASSIl>'TANCE VERSES CRO), INSURANCE· 

Crop insura,ncc and crop disaster payments have historically served thc same"function: 

to indemnify fanners for crop production losses. The crop disaster payment struet.ure is 

similar to crop insurance, .b"ut it is free to producers. Unlike crop insurance, -disaster' 

assistance is not a permanent reliable source of federal assistance to farmerS; however, 

disaster assistance promotes farming in unproductive areas because it is costless•.The
. . 
incentives to make disasler payments available to farmer constituents have proven to be 

nearly irresistible, especially in light of the problems in the crop insurance program. 


The expansion of the crop insu-rancc program in 1980 was intended to replace direct 

disaster payments. Partici~tjon in the crop insurance program was encouraged through 

premium suhsidies provided by the Gov.ernment of up to 30 percent. In spite of these high 

farmer subsidies j participation in tbe insurance program did nOC go above 40 percent of 

eligible acres, ,Low parlicipation. in tum) encouraged Federally funded crop disaster relief. 

Every crop year since 1987, farmers have been bailed out with a crop disaster relief bill. 

For this reason. coupled with existing, but seldom used mandafory authority for USDA "to 

make ,disaster payments, the FY 1995 Budget for the first time included disaster spending in 

t~e mandatory baseline, at a $1 billion per year through FY 1999 (thc'lO-ycar average 


'expenditure), Th. high costs of thc crop insurance program oombined with low 
participation i.ncreasingly raised questions regarding the crop insurance's mission and 
effectiveness. :. . 

BUDGETARY CONSIDERATIQI>iS 

, 
In FY 1994. crop insurance: COSIS comprise $290 million in discretionary spending for 


FeIC actministrative expenses and private company expense reimbursements. and $1.186 

biUion in mtU1d:.l~ory spending for premium subsidies and excess loss payments. The Federal 

Governmerit subsidizes (at an average rale of 25 percent) cmp insurance premiums. It also 

reimburses private insurance companies: roughly 33 cents for every premium dollar sold for 

administrative expenses. Combin~cd. for every fanner-paid premium dollar, the FCIC ou~lays 


roughly $2.56, 


ACTUARIAL PROBLEMS 

. . , 

The federal crop insurance program hac; not achieved actuarial soundness because (1) 
crop productIon risks arc. not normally independent, (2) FCIC does not have sufficient : 
information to calculate individual risk, and (3) FCIC docs not have sufficient information to' 
determine the cause of losses, An acmariaHy sound insurance pmgrarn should break even 

" 

over time;. Po~.every dollar in premium, One donar in indemnity 'would arise, Since 1980, 
crop insurance has suffered from low farmer participation and high actuarial losses. From 
1981-1990, total indemnities exceeded total premiums by $2.5 billion. The average loss 
rat,io for the program is 1.4; that is, for every doIl~r in premium one dollar and forty cc,nts is . 
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paid in indemni';es. Losses tend tn be highly concentrated, roughly 6 percent of all producers 
collected 28 percent of all indCmnities. , 

Losses are not independent. . Many weather-related hazards can reduce crop yieJds 
over large areas of the nalion" thereby increasing the chance that a~substantial number of '. 
policies will require indcnmification during the same year an~,will affect actuarial soundness-. 
This widcspti?3d impact reduces the effectiveness of insurance because risk pooling. one " 
inlportant way insurers can reduce the costs of bearing risk, is less likely to be successful if 
there is a large degree of correlation across thc'risks facing the insured individuals. In thco'ry, 
the program!s expanded geographic coverage provides more opportunities for diversification 
because weather patterns vary ,across the nation and yields of specific crops vary by region. 
In practice, however. these opportunities may be limited. For example, although the 
expanded crop insurance program offers coverage for 50 crops. the top :3 crops '- corn, 
soybeans, and wheat -- account for roughly half of total premium revenue. furthermore, 
these crops experience similar movcmcnls in loss ratios. 

Adverse selection and moral hazard. The crop insurance program alsO' sufferS from 
adverse sctcctiqn and mord! h<;zard. Adverse selection arises as producers ar~ better informed 
ahout the distribution of their yields and can better assess ,the actuarial fairness of their. .' " 
premium. Producers who expected indemnities to exceed premiums are more likely to 
purchase coverage than farmers whose probabiUty of collection is smalL Adverse selection 
also occurs through risk shiftIng by the reinsured companies. Reinsured individuals can elect 
to shift risk to FCIC by choosing between various reinsured risk pools for their business. 
Bctter business is placed in risk pools with iess reinsurance and higher profit Sharing. More 
risky business is placed in a pool where f'CIC covers more losses arid profit sharing is lower. 
Moral hazard 'arises because the actual yield is subject to influence by the producer's actions 
throughout the growing stnson. A.rc""ot study' concluded that moral hazard is an important 
problem that coil.tributes to a large part of the persistent losses (as much as 20 percent or 

.more in major crops) incurred by FCIC. 

. Risk indicators are not always accurate. Because crop insurance guarantee levels, 
premiums. and indemnities arc based on the jndjvid~al farmer's yie~d, an accurate estimate of 
potential loss depends on indivIdual famt information. FCJes estimate of a farmer'S expected 
yield is the only faml-levcj information FCIC u~ to determine an individual farmer's, 
riskiness. In 1987, FCIC began using APH ct.!a, a 10 year average of yields at tbe individual 
Calm leyel, to cst~matc a farmer's average yield. However, FCIC does not use APH data to 
determine a farmer's yield variability as an additional measure of risk. This creates several 
problems, Onc, farmers do not"always have completed data for 10 years and therefore the ,~, 
data may not accurately reflect the farmer's actual yield and 'therefore may skew the average 
yield on which FCIC a'SScsscs risk" Second, the APH data may' not capture increases in'crop 

.yields; overtime !=fOP yields tcnd to increase because production methods improve. TherefofC, 

fRichard E. Ju~1 and Linda Calvin, "Motal Hal,.artl in U.S, Crop Insurance: An Empirkitl Investigation." " 
(work in progrC;'.s), univc:rsily of MaryJ~nd. Apr. 1992 . 

• 
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the APH yields may. be lower than the fanner's true expected yield, Third, there ca"" be 
difficulties in verifying a producer's production claims. 

Researchers indicate that for the. program to condnue to 'be based on individual yields 
and yet be more actuarlally sound, Fele must do mOTe. For example, collecting additional 
fann-level information would ,:ombat adverse selection and moral hazard, However,· 
Collecting more information would probably increase-costs, and It is unclear bow much 
adverse selection and mom! hazard problems can be lessened through such efforts. 

REFORMS AND RECENT LEGISLATION 

In rcccqt years~ Congfcss has enacted legislation to reduCe croP insurance's cost and 
increase participation rates. The 1990 Farm Bill shifted more risk expense to private 
co~panics: and the J993 OBRA mandated actuarial cha!lges to improve insurance losses. 

, 
The Administration's Proposal. To build on tbe actuarial reforms enacted in 1993 

,OBM, the Administration's FY 1995 Budget proposed comprehensive reform of the crop 
insurancc'program, slarting in crop year 1995. The key components of the reform are: 1) 
repeal of discretionary and mandatory ad'hoc disaster.authoriry for most commodities, 
including emergency designations for crop disaster bills, 2) free catastrophic crop insurance 
coverage fot losses exceeding 50 percent of nonnal yield,? 3) mandatory participation for all 
CCC farm program participants and Farmers Home Administration borrowers, and 4) ~ 
standing disaster program for crops not covc:rc(rby crop insuran.ce~ with payments triggered. 
by area-wide loss levels. Attached is a summary of the key elcmenis of the Fe,deraJ Crop 
Insurance Refor'm Act of 1994. 

The Administration's comprehensive crop insurance reform legislation may be 
considered by, the House Age Committee this week. The legislation is likely to be subject to 
extensive debale due to an expected amendment from Congressman Tim Penny that 
substantially ~ts incentives (0 farmers and expense reimbursement to agents. The Senate bili 
is being held up in the Agriculture Committee by Senator Helms" . 

1A $50 administrdtjve fee would be chatgcd per crop, 
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PESTICIDES AND FERTILIZERS 

BACKGROUND 

Pcstiddcs and fertilizer nutrients threaten clean water p,ationwide. Agriculture 
represents the leading cause of poison runoff pollution of surface waters, and conventional 
farming prac,iccs have been linked cpnclusivel'l to peSticide and nit~e conta~ination of 
ground water. To the extent to which the USDA has addressed pesticide issues. the emphasis 
has been primarjly research and ,intergovernmental coordj~atl0n. 

CURRENT REGULATIONS 

The use' of pesticides and fertilizers is not specifically addressed in the Fann Bill. 
Instead. their use is covered under many Acts, "including the Federal Insecticide, Fungicide, 
and ROdcnti<:ide Act ("FIFRA"), and the Federal Food, Drug, and Cosmetics Act ("FFDCA"), 
the Clean Water Act and the Watershed and flood Prevention Act. 

REFORM ISSUES 

Currently. there arc three pesticide reform biHs pending in Congress; the 
Administration's; Representativcs Biley~ Lehman and Rowland; and Senator Kennedy's, 
COtigress has not yet acted on these. Because of the lac~ of action on [he three pesticide 
rdonn bills and the desire of the farm community to have a greater say in the outcome of 
pesticide legislafion, pesticide reform legislation may be included as part of thi;. Farm Bill 
debate, ' " 

Fanners arc concerned about the pesticide legislalion currently pending in the' 
Congress, For example, farmers want to ensure that the pesticides they need are available. 
The agriculture community has sought to ensure that the economic benefits, as wen as the 
health and environmental risks 'of pesticides, continue to be considered in the pesticide 
regulatory process> This issue is most pressing fC?f fruit and vegetable farmers and other 
"minor crop" farmers. Because of the high. cost of registering alid reregistering pesticidcs, 
many chemical companies have' dropped registrations for pesticides for which there is a small 
market. OfteIl these "!)linor use" pesticides arc the only alternatives the fanners have for 
fighting a ccrt~in pest or disease. In addition, the agricullural community is concerned, about 
groy.ring pressure from variou,s sources for more wholesale reform of pesticide use. 

In rcspqnse to the agricultural community's concerns, .as well as con~s expressed by 
environmental groups, chemical man'ufa>cturers and consumers, the Administration sent a . 
pesticide safety bill to Congress reforming'the existing pesticide registration legislation. 
Among ~thcr things, the Administration's bill addr~sscs public health issues raised by the 

r 
" 
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FFDCA's "DclancyClausc'" and the National Academy of Science's ("NAS")' report On 

pesticides.s The Administration's bill addresscs'these issues by establishing a negligible risk 
standard for setting tolerances for both raw and processed foods, and by requiring that the 
tolerance setting process take into account the potential impact on sensitive subpopulations., . 

, 

• 

, 

. ... 

. . 
~c Delaney alluse prohibits fC<'Jdu¢'; or cancer causing pcslicides III pJOce~ f0Q4s, 


'1ne NAS rept)rt raised qu{)stions about Ihe currelll pesticide regulatory system's ability 10 adequately protect 

sensitive suhpopuhHiQIIS; such a:-; c~ildrefl, ' 
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MARKETIl'iG AND INSPECfION SERVICES 

BACKGROUND 

The purpose of the marketing and inspection services is' to ensure the safety of food, . 
the cost c"fficient J!larkcting of agricultural products, and an open market for such products. 
Marketing programs are used to develop commodity standards, provide grading scrviccs~ . 

,circulate information and provide technical assistance to the wholesale agricultural market· 
nie Food S"fe'y and Inspcc1ion SeNice ("PSIS") is the USDA agency that has the primary 

, responsibility for assuring the safety and wholesomeness of livestock, poultry; and their 
products intended for hU,man consumption. I(! 

GAO ASSESSMENT 

In 1993, the GAO reviewed the USDA management" programs and found that the 
meat and poultry inspection system was not effective or em~ient use of resources to 
protect the public from microbial contamination and recommended that Congress Tevise 
the nieat .nd poultry acts to provide FSIS with the flexibility and discretion to target Its 
illspection resources to the most serious rood safety risks. 

GAO found that the federal inspection system is neither efficient nor effective in 
. protecting the public from, the mosf serious hcaJth'risk~ caused by microbial·contamination. 
Inspection processes are hampered by inflexible legal requirements aiId relics on outdated and 

; labor intensive ~llspec!ion methods, consuming approximately tWo-thirds of th~jr staff budget 
annually. The inspection requirement is labor intensive and costly because psiS inspectors i·' 

must \.'isit thousands of plants daily regardless of the potential health risk involved . 
• 

To redirect FSIS' inspections towards fin:ns and food processes that pose the greatest 
risks, Congress pa.<.;scd the Products. Procds Improvement Act of 1986, which amended the 
requirements on inspection frequency of meat processing plants. The agency is responsib~e 
for ovc.r~cing the meat and poultry industry and ensuring the safety of meat and poultry: 

Additionally, 1hcsc inspections can not detect microoiai contaminants lJ because FSIS 
docs nOt routinely tcst for the microbial contamjnation nOr docs it require industry to do so. 
The pianls that have initiated microbial testing programs have used the test to identify 
problem areas and made numerous changes that were designed to improve the safety of their 

, , 

}o"tC Natiollal Performance 'Review recommends developing a nation uniform inspection system to 
ensure a safe food supply and combining: responsibility for food safety and inspectionln one agency (preferably 
FDA). . . 


llMicrobial contamination, such a.~ E.. coli .and salmonella. are widely recognized as today's mos. serious 

health risk:; associated willl rnea! and poultry.

: , ' i 
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products. However, FSJS. has not supported this effOri by desigping generic programs and/or 
disseminating information gained from individual testing progra"ms. As. a result, the 

, invcslment requIred of plants interested in improving their processes by implementing . 
microbial testing programs could be significant and thereby discourage such testing, 
particularly in small plants. _ 

A Hazard Analys!:; and Critical Conlt-oJ Point'syslcm ("HAtep") is generally 
considered to be the best approach currently available for ensuring safe foods because it 
focuses on preventing contamination rather than detecting contamination once it has occurred. 
To strengthen regulation of the industry ~nd help ensure safer'meat and poultry, Secretary 
Espy announced in May 1993 that each meat and poultry plant would be required to develop 
,and implement a HACCP system. However, the HACCP requirements do not specifically 
require microbial testing to monitor plants! HACCP systems. Without specifying testing 
requirements arid criteria, FSIS cannot ensure that each planl's HACCP system will effectjvely 
monitor microbial contamination. 

GAO'RECOMMENDATIONS 

To' improve the safety of mcat and poultry, GAO recommends that the FSIS 
Administrator de~clop a mandatory HACCP system that includes 'specific requirements (or 
microbial testing and guidelines for determining when microbial tcst results warrant action by 
the plant. As part of this effort. th,e Adn;tinistrator should assist meat and poultry plants in 
the development o( their microbial tesling programs: by, among other things. disseminating 
information on the programs already in operation. 

, , 
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