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Introduction

Over the course of the next two years, there will be considerable debate regarding the drafting, re-issuance, and implementation of the United States’ National Farm Bill.  This high dollar agricultural support program has broad and far reaching implications for both domestic and global populations.  Issues that will be fiercely debated include the distribution of wealth and the allocation of resources both globally and within the United States, free trade, environmental degradation, and food safety, to name a few.  The purpose of this paper is to highlight a few of these highly contested issues and provide some alternative solutions both within the framework of the Farm Bill, as well as some national restructuring of local management agencies that falls outside the reach of the agricultural legislation.

History

The history of agricultural price supports date back to the Great Depression and “Dust Bowl” period of the 1930s.  A foundation of farm programs was established which targeted the overwhelming majority of funds at those farmers who grew a few basic farm commodities; primarily corn, soybeans, wheat, and cotton.  Both small and large changes over the last seven decades have primarily added to their basic structure and have culminated in the 2002 Farm Bill.  In a vicious cycle, commodity price supports function by encouraging more production, leading to greater crop surpluses and lower crop prices, which ultimately hurts small farmers and increases their need for more federal aid and subsidy dollars.

Commodity subsidies reduce the risk associated with price variability through various programs.  Such programs include direct payments, counter-cyclical payments, and marketing assistance loan programs to farmers (Westcott, etal, 2002).  A primary theme of these programs is the development of a base acreage that is a percentage of the area in production during the previous five years.  Programs force pressure to increase output in order to increase base acreage, which therefore increases the amount of financial protection a farmer can receive.

The government’s initial purpose in subsidizing lower commodity prices was to provide relief to farmers during the Depression and consequently maintain an affordable domestic food supply (a majority of corn and soybeans are produced to feed beef and dairy cows, hogs, and chickens living in concentrated feedlots).  Although American farmers reached that point long ago, there remain strong pressures to maintain the program in order to ensure that domestic food products enjoy a competitive advantage in the global market.  Similar policies around the world have made agriculture one of the most interfered with industries on earth.  Government subsidies wreak havoc with farm economies around the globe (Grewell, 2003).

In the U.S., traditional farm support programs focus almost entirely on the growth of “commodities” – animal feeds, grains, and cotton (See Figure 1).  These crops actually generate only one-fifth of the value of the country’s agriculture.  The other four-fifths of farm production in the United States – including cattle-raising, dairy, and production of fruits and vegetables – is generally ignored in domestic programs.  This unequal distribution of federal aid is the first issue to be discussed.

Distribution


“Distribution is the apportionment of income or wealth among different people” (Daly, 2004).  Traditional farm programs claim the goals of preserving family farms and supporting rural America.  In reality, a small group of large farmers capture most of the farm support, earning two or three times the average domestic wage or income (Messerlin, 2002).  The current Farm Bill provides the framework for this unequal distribution of government subsidies.

With its heavy concentration on commodities, a majority of farm production is ignored in these programs; including ranching, dairies, production of fruits and vegetables, and most small niche markets such as organic farming.  “According to USDA, two-thirds of farmers receive no direct government funding at all” (Environmental Defense, 2001).  In 2000, if 61% of funds distributed went to 10% of the participating farmers, as they did between 1997 and 1999, nearly $20 billion of the total $32 billion spent would have gone to one-tenth of the participating farmers.  While this average assistance of $96,000 to 1 out of 10 participating farmers may not seem too inequitable, the other half of the story is that farm assistance programs generally disregard 80% of the farm production in the United States (Environmental Defense, 2001).    The bulk of the subsidies go to the biggest farmers.  Just 160,000 farms will receive over 40% of the subsidies (Hurst, 2001).


The majority of government aid does not help small family farms.  There has been a steady rise in the size of farms, while the number of farms has been in a steady decline since the Great Depression (See Figure 2).  Not surprisingly, these trends correspond with the creation and accumulation of commodity subsidies.  Due to economies of scale and other factors, subsidies generally favor larger-scale operations over smaller family farms.  Furthermore, since subsidies induce farmers to produce more, this necessitates the purchase of more land, machines, and/or fertilizer.  Because of this cycle, banks, equipment manufacturers, and landowners take a big cut of the farm subsidies received by farmers (Messerlin, 2002).  Large farming operations have the buying power to counter this effect and retain more of the subsidy dollars they receive.

In addition to the unequal distribution of federal aid within the United States, American subsidies are increasing their impact on the global distribution of wealth.  Agricultural price supports in developed countries stunt growth in developing countries by flooding international markets with under-priced goods, thereby undercutting efforts by southern farmers to sell their own produce.  The $300 billion a year in global agricultural subsidies not only stymie export opportunities, but often result in the importation of foodstuffs into countries whose economies are largely based on agriculture (Ponce & Bradshaw, 2003). 

Allocation


“Allocation is the process of apportioning resources to the production of different goods and services” (Daly, 2004).  Although distribution and allocation are not synonymous, they are closely related, and changes in one usually impacts the other.  As it has been demonstrated, in the global and domestic agricultural markets, governments play an important role in influencing the supply and demand for market goods through the use of taxes and subsidies.  

By law, the U.S. Department of Agriculture (USDA) is required to subsidize more than two-dozen specified agricultural commodities (Becker, 2002).  As previously mentioned, in 2000, the United States Federal government spent $32 billion in direct payments to farmers and export subsidies, primarily for the production of these commodities (Environmental Defense, 2001).  This enormous allocation of government funds can have a significant effect on the supply and demand of agricultural products, both domestically and globally.  The government’s decision to fund one program over another (its choice of allocation of financial resources) has an impact on the distribution of wealth, both domestically and globally.  


Subsidy programs operate globally in a wide variety of ways and they are currently generating much controversy within the WTO.  Current U.S. subsidy programs are being attacked for inhibiting global free trade of certain commodities.  Domestic price supports work through legislated target prices and loan rates set well above market prices.  U.S. producers will continue to over-produce supported commodities, distorting market prices and global trade (Becker, 2002).   This distortion causes negative impacts on many small farmers throughout the world.

Because of the incredible size of the amount spent on subsidies in the U.S., allocation alternatives are important.  The $32 billion spent on Federal farm programs in 2000 was greater than funds spent to run America’s parks and refuges, clean up toxic waste sites, and build wastewater treatment plants.  It was more than the total budgets of the Environmental Protection Agency and the Department of Interior combined (Environmental Defense, 2001).  Shifting the allocation of government financial resources from the perverse commodity crop subsidies to conservation supports would have drastic benefits for the environment, smaller farmers, and the general public.  A shift in the allocation of $32 billion to different programs would also have the result of redistributing those same funds to a different and wider segment of the population.

A significant portion of the land in the United States is also allocated to agriculture.  “Farmland dominates the American landscape, occupying 55% of the land of the contiguous U.S., or 1.1 billion acres” (Environmental Defense, 2001).  These statistics demonstrate the considerable importance, both financially and in physical terms, that agriculture plays in the U.S. economy.  

Environmental Effects

The Farm Bill has negative affects other than just the unequal distribution and allocation of wealth and resources.  It is also replete with perverse incentives that encourage habitat destruction, chemical use, monoculture farming, irrigation abuse, and contract farming.  Most of these abuses are driven by the “need” to increase production.  Because it is in a farmer’s economic interest to raise base acreage, they may attempt to increase output at all costs.  This may include encroaching on isolated wetlands and farming them during drought or refusing to rotate crops because taking a commodity crop out of production would lower base acreage.

This vicious cycle also encourages farmers to replace grass fields with commodity crops that provide fewer habitats for wildlife, require the use of more chemicals, and lead to increased soil erosion.  The current commodity structure favors farming systems that have harsher environmental impacts over farming methods that are easier on the land (Environmental Defense, 2001).  In a study of six faming states it was found that by eliminating subsidies, fertilizer use in those states would decline by 29% and elimination of subsidies in North Carolina could reduce water pollution caused by nitrogen leaching in the coastal plain by 46% (Grewell, 2003).

By encouraging the cultivation of unneeded marginal land, the overuse of scarce environmental resources, and an increased use of chemicals, farm subsidies harm the ecosystem as well as consumers and even farmers (Grewell, 2003).  The enormity of this industry explains why significant environmental degradation occurs as a result of inappropriate land management and the inclusion of perverse subsidies.  “In the Florida Everglades, over half a million acres of swamplands have been converted to sugar fields to take advantage of government subsidies” (Grewell, 2003).

The ethanol subsidy plan is a specific example of an ineffective federal support program that hurts rather than helps the environment, and it also exemplifies the distribution problem previously described.  The vast majority of federal aid goes to one large corporate farm, Archer Daniels Midland (ADM).  ADM produces 60% of the nation’s ethanol and receives over $400 million per year, an equivalent of 54 cents per gallon of ethanol, from the federal treasury.  If ethanol were a viable alternative to fossil fuels, these costs may be validated, but it is actually an environmental nuisance when all aspects of its production are taken into account.  Ethanol uses 29% more energy than it creates due to tractor fuel, irrigation pumps, and other inputs.  In effect, the government is keeping ADM busy by paying them to waste energy (Grewell, 2003).

Scale


Scale links together many of the problems already discussed, and it is an issue that must be addressed in the solutions to these problems in order for effective results to be achieved.  The National price support program causes local, regional, national and global harm, but solutions are rarely evaluated at all of the appropriate levels.  Local pollution and conservation issues require local knowledge to develop the most effective and least costly solution to many of these problems.  The scale at which evaluations are undertaken affects the outcome because factors important at one scale may not be important or predictive at another scale.  Unfortunately, solutions at the appropriate scale are often dependent on funding and time, and neither is frequently provided in appropriate amounts (Joao, 2002).

Solutions


There are many potential solutions to address the complex and multiple problems associated with agricultural subsidies.  Some of the programs introduced in the most recent version of the Farm Bill (2002) attempted to address some of the environmental, distribution, and allocation problems previously discussed.  Although marginally effective, these programs must be broadened and strengthened for the 2007 edition of the Farm Bill.  Existing conservation programs include the: Conservation Reserve Program (CRP), Wetlands Reserve Program (WRP), Wildlife Habitat Improvement Program (WHIP), Grassland Reserve Program (GRP), Conservation Security Program (CSP), and “Sod-Buster” and “Swamp-Buster” provisions.  All of these programs are open to use by both farmers and non-farmers, such as NGOs and industry, but for the land to be eligible in most programs, it must be land that was once associated with commodity crops.  While these programs have been opened to a broader group of users, the land eligibility requirement must be removed to allow greater participation from multiple stakeholders.

Participation opportunities could be widened ever further with programs that assist farmers specializing in smaller niche markets, such as organic farms.  “Instead of subsidizing the industrialized system, public funds would go to farmers who are making the difficult transition to alternative farming, which is both sustainable and humane but which has lower yields” (Greider, 2000).  The effect of the potential radical change in participation would be a more just distribution of government aid within the United States and those changes may open global markets, therefore improving economic opportunities for farmers worldwide.

The premise behind most conservation programs is that the land is preserved for something other than agriculture (wetlands, grasslands, wildlife habitat, etc.) and the landowners receive a financial subsidy for taking land out of agricultural production.  Carbon sequestration credits, fee hunting, payments for wetland development, endangered species preservation credits, and various other green payments are also promising possibilities to provide financial incentives to farmers and land-owners for appropriate land stewardship (Hurst, 2001).  Many of these programs also rely on the creation of farm conservation plans that prescribe actions to lessen environmental impacts.  “In rural areas, land left in its natural state is already providing ecosystem services” (Daly, 2004).

Conservation subsidies would provide a wide range of benefits to local farmers and the environment.  These benefits include improved water quality, protection against urban sprawl, restoration and preservation of wildlife habitat, protection and enhancement of pasture and rangeland, and a reduction in the threat of global climate change.  A few specific examples of how these programs could work are; Congress could increase expenditures to acquire development rights on a voluntary basis from farmers and forest owners on land in the path of sprawl, and/or Congress could provide income support through stewardship payments that reward farmers for practices designed to reduce polluted runoff and combat global climate change (Environmental Defense, 2001).

The establishment of Natural Resource Districts (NRDs), as established in Nebraska (See Figure 3), is a solution that addresses some of the problems at the appropriate scale.  The Nebraska NRDs are local management agencies with broad authority to research and regulate natural resource use and provide environmental protection.  These districts include powers to tax, regulate, educate, perform monitoring and research, provide financial incentives, and enforce regulations.  This type of elected local control, along with the support of state and federal agencies and private firms, allows the greatest opportunities for success at the local level (Cash, 2003).

Conclusion


Eliminating price supports and increasing conservation supports would address many of the environmental issues facing agricultural systems domestically and abroad.  This shift would also have an equalizing impact on wealth and resource distribution and allocation.  Government programs should pay farmers for implementing practices such as conservation tillage, crop rotation, and the use of cover crops.  Proponents argue that good conservation practices, which often hurt farm profits in the short term, are a public good, and therefore the public ought to help pay for them (Hurst, 2001).


While eliminating price supports and increasing conservation supports would be an appropriate step in the right direction, local land and resource planning must also exist.  Changes in the federal policy will have local impacts, and local organizations that are prepared for those changes will provide quick and effective solutions to many of the problems encountered.  While these types of management districts are unlikely to receive national legislative consideration, it is important that they be pursued at the state and local levels along with pressure to alter the next Farm Bill.

The 2007 Farm Bill will be the environmental guidance of the next decade.  With other environmental statutes being weakened by the current administration, the Farm Bill provides an opportunity to increase conservation supports and green payments to farmers and landowners.  Increased conservation supports in conjunction with the elimination of price supports will have positive impacts on the environment, the economy, and human welfare, both domestically and globally.

Figure 1:  Highest Subsidy Programs in the U.S.

	Rank
	Program
(click for top recipients, payment concentration and regional rankings)
	Number of Recipients
1995-2002
	Subsidy Total
1995-2002

	1
	Corn subsidies
	 
	1,365,459 
	    
	$34,552,627,460 

	2
	Wheat subsidies
	 
	1,144,887 
	    
	$17,247,966,489 

	3
	Conservation Reserve Program
	 
	627,618 
	    
	$13,018,173,430 

	4
	Soybean subsidies
	 
	791,340 
	    
	$10,967,530,537 

	5
	Cotton subsidies
	 
	204,182 
	    
	$10,663,566,847 

	6
	Rice subsidies
	 
	54,403 
	    
	$7,795,799,116


http://www.ewg.org/farm/region.php?fips=00000   

Figure 2: Farm Programs Have Not Stemmed the Decline of Family Farms
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(Environmental Defense, 2001).

Figure 3: Nebraska’s Natural Resources Districts
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http://www.ne.nrcs.usda.gov/partnerships/nrd/nrdimages/nrd.gif
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