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U.S. Ag Policy—
Well Below WTO Celilings
On Domestic Support

T

Trade Organization to reduce domestic support to agricu
ture without making any further changes in domestic p

grams through 2000, the final year of the implementation peri

The ability of the U.S. to meet its WTO domestic support red
tion commitments stems from two main factors that greatly
reduce its current and future domestic support levels relative
the 1986-88 base period:

tion objectives would be defined and implemented, particu
ly the provisions regarding base period, deficiency paymer
and aggregate market price support measures; and

shifts in U.S. farm programs after 1985 toward increased
market orientation and reduced subsidies.

The 1994 Uruguay Round (UR) Agreement on Agriculture

requires World Trade Organization (WTO) member-countries
reduce the total amount of trade-distorting domestic support
agriculture by 20 percent from a base period (1986-88) level
the year 2000. In addition to limitations on export subsidies &
import barriers, the UR trade agreement provided for restrict
on domestic support because of general concern that domes
support policies have significant indirect effects on trade.

he U.S. will be able to meet commitments with the Wonl(ﬁ

WTO provisions that specified how domestic support reduc-

The value of domestic or “internal” support is measured using an
annual indicator—the Aggregate Measure of Support (AMS)—
that was negotiated during the UR. The AMS is a specially
defined measure of the monetary value of government support to
agriculture. It was derived from another, more broadly defined
measure of support—the Producer Subsidy Equivalent (PSE)—
which provided important monitoring information about the
overall level of agricultural support during the decade preceding
completion of the UR.

The AMS is not designed to replace the PSE as an annual mea-
sure of support, but instead to facilitate implementation of UR
domestic support reduction commitments. The AMS measures
domestic support policigbat include direct payments to pro-
ducers financed by budgetary outlays, as well as revenue trans-
fers from consumers to producers as a result of policies that dis-
tort market prices.

Domestic reduction commitments for each country, in the form
of declining AMS ceiling levels, are phased in over a 6-year
period, 1995-2000. During the initial year of the support reduc-
tion phase-in—1995—the AMS could not exceed 96.7 percent of
the 1986-88 base AMS. This percentage limitation declines until
the final phase-in year—2000—when the AMS cannot exceed 80
percent of the base value.

An AMS is calculated for each commodity and domestic policy
instrument affecting agriculture, whether commodity or noncom-
modity-related. However, WTO reduction commitments apply
only to the aggregate of the component AMS’s. Therefore, coun-
tries have considerable flexibility in deciding which domestic
rograms to alter in meeting aggregate commitments to reduce
omestic support.

.OT e U.S. AMS combines several component measures that are

U 50 included in the PSE concept in some form. These compo-
fients are actual or calculated amounts of: 1) direct payments to

¢ roducers (e.g., deficiency payments); 2) input subsidies (on irri-
gation water, for example); 3) the estimated value of revenue

transferred from consumers to producers as a result of domestic

policies that distort market prices (market price supports); and 4)

interest subsidies on commodity loan programs.

ar-

%Bne of the most significant aspects of the AMS’s construction
was theinclusion of deficiency paymeritsthe base period AMS
and theexemption of these same payméms the AMS calcu-
lated for the 1995-2000 implementation period. This had the
effect of establishing high commitment ceilings for the AMS—
since the ceilings were derived from the base-year AMS—and
then virtually guaranteeing that the future AMS levels would be

tbelow the ceilings by excluding deficiency payments from the

fayurrent measures. Such payments were worth $9.7 billion in the

b$986-88 base and $7 billion in 1995.
ind

OBXcluded from the AMS, but included in the PSE, taaele-
tisriented policieghat restrict imports or encourage more exports,
and some noncommodity-specific policies covered by the PSE
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concet tha were considezd by trade negotiators to be non-
trade distating (i.e, green ba policieg sud as eseach and
inspection actities and emironmental pograms.

The geneal ciiteria for exempt stéus as a ggen ba policy
(specifed undeAnnex 2 of the URAgreement om\griculture)
include policies thiahase no,or very minor, trade or poduction
distotting efects; ae financed entely by the county’s udget
and not ly the consumer; and do not act asiaesuppat:
These policies arexcluded fom theAMS, even though the
may suppot domestic polig objectives.

One signifcantgreen ba policy caegory is called“decoupled
payments’—paments thaare not based on cwnt pices or
cumrent poduction leels. The most notile example ae the po-
duction fexibility contract pgments (PFCR) thd replaced
deficiengy payments under thedeleal Agriculture Impovement
and Rebrm Act of 1996 (1996 &m Act).

Explicit trade-oiented policiesexcluded fom theAMS—e.g.,
export subsidies and tdéf-rate quotas—ar dealt with spartely
in the UR,most of them commodity-speitif To the atent tha
sud trade policieseduce impdrsupplies and/or inease
exports and domestic fmes,they can also déct the opation
and costs of domesticqgrams (sub as thosedr daily or
sugar). These suppl and pice efects wuld result fom use of
sud trade pograms @en if thee were no domestic suppopoli-
cies.As a esult of the methodogly used the AMS could be
very modest and ddine over time even while produces receve
substantial suppbes a esult of tade batiers or decoupled
payments.

Factors Putting the US.
In Compliance

The toice of 1986-88 as tHbase peiod” for defning AMS
reduction commitments gvided a vay to tale the evolutionary
step of disciplining domestic suppoprograms without immedi
ately imposing lage adjustments on major pkas in the gree
ment,sud as the Us. and the Ewpean Union (EU)The base-
peiiod choice coresponded to the staof UR trade ngotiations.
U.S. direct pyments and ggregate maket pilice supparbene
fits were dnomally high duing 1986 and 198&0 the 20-
percent eduction in suppodrcalled br by the inal 1994 tade
agreement was an easy tget to meetThe 3-year aerage was
used to smooth outegrto-year \anations in pices,production,
consumptionand tade providing mome ezen teament br dif-
ferent commodities and courgs.

Exemption of detiency payments Futther inceasing US. abili-
ty to meet its ceiling-kel commitments was theVTO provision
that allowed defciency payments to &amers for 1995-2000 to be
excluded flom a curent-year totalAMS, even though sut pay-
ments vere induded in the base-ped AMS. Article 6 of the
UR Agreement om\griculture instucts tha direct pgments
under“production-limiting ppgrammes”shall not be inleided in
the curent totalAMS if such payments ae based onixed ara
and yieldsor if they are made on 85 peent or less of the base

U.S. Domestic Support Level to Be a Fraction
Of WTO Ceiling
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Deficiency payments are included in the base and WTO ceiling
calculations but excluded from actual and forecast Agricultural
Measure of Support (AMS) calculations. 1995 actual,1996-2000 forecast.

Economic Research Service, USDA

level of production. US. defciengy payments vere based on 85
percent of base aerge, and indvidual faim program yields had
been held constant since 1986.

This special pvision for defciency payments referred to as the
blue b provision beneited pimarily the US. and the EUand
may be an issue in the xteround of tade talks. Havever, this
provision was elevant for the US. only for 1995,since 1996
fam legislation eliminaed the de€iency payment pogram for
all yeass after 1995.

The poduction fexibility contract pgments initiaed by the
1996 Fam Act increased the actual amount of sugporagri-
culture since the replaced deatiency payments thawould hare
been nuch lower duing 1996-2002 based on cent USDA
longrun piice piojections.The PFCFS ae ecluded flom the
AMS because theare considezd to be decoupled pments and
gualify asAMS-exemptgreen ba policies The PFCF meet the
definition of “decoupled’since thg are financed § the ludget
and hae essentia)l been pedetemined br the entie perod
1996-2002—thg do not deend on pices or poduction leels.

With changes in US commodity ppgrams after 1985the level
of aggregate domestic suppbhad by the ealy 19905, alread/
dedined to less than the spaedl WTO-ceiling level for the year
2000. Reductions in tget pices,rates paid todmers on com
modity loansand govemment daiy product puchase pices
deceased the el of aggregate supparfrom defciency pay-
ments,commodity loan drfeitures and intexst subsidiesand
dairy maket ptice suppatis. A 15-pecent eduction in the am-
ber of aces eligble for defciengy payments under 199GiIm
legislation led to a futher lovering of defciency payments
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Glossary of Ag Trade Terms

Agreement orAgriculture. Part of the Uuguay Round gree
ment coering four major agas elaed to griculture: maket
accessexport subsidiesintemal suppar, and sanitar and ply-
tosanitay rules.The Agreement o\griculture is one of 29 indi
vidual legal texts induded under an umélla ggreement esta
lishing theWTO. The areement is implemented/er a 6-ygar
petiod, 1995-2000.

Aggregate Measue of Suppot (AMS). A specialy defned mea
sure of the monetgrvalue of the etent of govemment suppdar
to agriculture negyotiated in the Unguay Round of tade negotia-
tions tha includes actual or calcuied diect pgments to po-
duces (eg., deficiengy payments); input subsidies (orrigiation
water, for example); the estimead \alue of everue tansered

from consumex to poduces as aesult of domestic policies tha

distoit maiket pices (maket pice suppas); and integst subsi
dies on commaodity loan pgrams.The AMS forms the basis of
computing and implementing domestic suppeduction com
mitments under the URThe AMS differs from anotherbroader
concet of ayricultural suppor called the Ryducer Subsigl
Equivalent (PSE)because ctin PSE policies arexcluded

from theAMS, and because of the methodplaised to compute

direct pgments and mé&et piice supparbenetts.

Bound taiiff rates Tariff rates esulting fomWTO negotiations
or accessions thare incoporated as pdrof a county’s sthed
ule of concessions. Bounetes ae enbrcedle underArticle Il
of GATT. If aWTO contacting paty raises a taif above the
bound ete, the afected countes hae the ight to etaliae
against an equialent \alue of the dending county’s exports or
receve compend#on, usually in the brm of reduced taffs on
other poducts thg expott to the ofending county.

Blue bax policies.A popular &pression to eépresent the set of
provisions in theAgreement o\griculture tha exempts fom
reduction commitmentshose pogram pyments eceved under
production limiting pograms—if the are based oniXed ara
and yields or aixed rumber of head ofViestod, or if they are
made on 85 peent or less of baseviel of production.
Deficiengy payments vere exempt under this jawision, since
compliance with a@age reduction pograms vas equired for
eligibility, payments vere made on no merthan 85 peent of
estdlished base aerge, and indvidual farm yields had been
fixed since 1986.

during 1991-95These sangs were only patially offset by new
spending under mieting loan and loan defency payment po-
visions bgun under 1985aim legislation.

Meeting suppdrreduction commitments ould have been ela
tively cettain even if the domestic suppigprovisions of 1990
fam legislation had been contired after 1995. Heever, the
1996 Fam Act made signitant dianges in commaodity -
grams br 1996-2002 thafurther inceased the 1$!'s aility to
meetWTO commitments.

Country shedules.The oficial schedules of subsydcom
mitments and téfif bindings as greed to undewTO for
member countes.

De minimis provision. The totalAMS includes a spedif
commodity suppdronly if it equals moe than 5 perent of
its value of poduction,and a noncommaodity-speicifsup
port only if it exceeds 5 peent of the glue of total gri-
cultural output.

Deficiency payment.A direct govemment pgment made
to farmers who paticipated in whed, feed gain, rice, or
cotton pograms pior to 1996.The pyment ate was
based on the dirence betwen the taget pice and the
higher of the loanate or the nional average maket pice
during a specitd time The total pgment to a &mer was
equal to the panent mte, multiplied by a fam’s eligble
payment acegge and the pogram yield esthlished br the
paticular farm. Farmers could eceve up to one-half of
their piojected detiency payment & the time of pogram
enmollment. If actual de€iency payments,which were
detemined after harest,were less than the adnce def
cieng/ payment,a famer had to eimburse the gvemment
for the diference

Final Act. Formally called thé'Final Act Embod/ing the
Results of the Urgugy Round of Multilderal Trade
Negotiations; the Fnal Act is the lgal document contain
ing the tats of all povisions @reed upon dung the UR.
The signing and adoption of thénkl Act initiated the
transition fom the GAT to theWTO.

GATT (Generl Agreement onrariffs and Trade).An
agreement dginally negotiated in Genea, Switzedand in
1947 among 23 courigs, including the US,, to increase
intemational trade ly reducing taiffs and other atde bari-
ers. The greement povides a code of conduabrfintena
tional commetce and a fsmevork for pefodic multilateral
negotiations on tade libealization and &pansion.

Green b policies.A colloquial tem tha descibes
domestic suppompolicies thaare not subject toeduction
commitments under the Uguay Rounds Agreement on
Agriculture. These policies arassumed to ffct tade
minimally, and indude policies elaed to sub actvities

The futue U.S. AMS will be grealy influenced § the phase-out
of the curent daiy price suppar program under the 1996afm
Act, which reduces peunit dairy price suppats (efectuded ty
govemment puchases) fom 1996 though 1999and eliminges
them after December 31999.A recouse loan pogram for

dairy products will then eplace the cuent pogram of pice
suppots and gvemment puchasesThe Fedeal Milk

Marketing Oder system (FMMO) will contine, as evised ly

the 1996 Bm Act, although its €kct on maket piices is not
accounteddr by theAMS. The FMMO pobébly increases
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as eseach, extension,food seclity stodks, disaster pg
mentsthe ewironment,and stuctural adjustment -
grams.

Loan defciency payments A provision begun in the Bod
Secuity Act of 1985 gving the Seatary of Agriculture
the discetion to povide equvalent diect pgments to po-
duces who, although eligble to receve maketing loan
program benédfs or to obtain gce supparloans br whea,
feed gains,upland cottonrice, or oilseedsagree instead
not to obtain loans.

Market accessThe etent to which a county pemits
imports. A variety of taiff and nontaff trade bariers can
be used to limit the entrof foreign poducts.

Marketing loan piogram. Allows produces to epay non
recouse pice suppadrloans &less than the announced
loan rtes plus intezst whenever the vorld maiket piice or
posted county jice for the commaodity is less than the
commodity loan ate plus inteest.This results in the
ducer eceving a maketing loan bend@fequal to the di
ference betwen the dginal loan ate (plus inteest) and
the Epayment ate.

Nonrecourse loansThe major gvemment pice suppar
instument,providing opeegting capital to pooduces of
whed, feed gains,cotton,peants, tobaccoyice, and
oilseeds. Sugy piocessas ae also elighle for nonecouse
loans. RmMers or pocesscs Who aree to complt with

eah commodity pogram povision mg pledg a quantity
of a commodity as coltaral and obtain a loandm the
CCC.The borower mg repay the loan with intezst with

in a specikd perod and egain contol of the commodity
Or, the borower my forfeit the commodity to the CCC to
settle the loan without pang ary of the acaned inteest.
(The govemment haso recousebut to accet the com
modity as pgment in full.) For those commaodities ellge
for maketing loan bendf, produces mg repay the loan
at the world price (lice and upland cotton) or posted county
price (whed, feed gains,and oilseeds).

Nontariff trade bariers. Reguldions used ¥ govemments
to restict impotits from, and/or &ports to,other countes,
including embagoes,import quotasand tetinical bariers
to trade

mairket plices,but no consensusxists on the mgnitude of the
price changes,which vary among the dferent iegions and mar
ket oders. There is no obsemrble WTO-administeed pice asse
ciated with the FMMQ but current benéfs rely heaily on the
price floor esthlished ty naional daiy price suppats.

The 1996 B Act also eliminged the &merowned eseve
loan pogram and the horyeand e piice suppar programs.
Wool and mohair panents vere alead/ phased outyp 1996,
following a lav signed in Neember 1993The 1996 Bm Act

Notification processThe anmwal pocess i which member
counties eport to theWTO informaion on commitments,
changes in policiesand other elated madters as equired by the
various greements.

Producer Subsig Equivalent (PSE).A broadly deined aygre-
gate measue of supparto agriculture tha combines into one
total value @gregate, direct pgments to ppduces financed ly
budgetary outlays (sut as detiency payments),budgetay out
lays for cetain other pograms assumed to@ride benets to
agriculture (sud as eseach and inspection and @nonmental
programs),and the estintad \alue of everue tiansers from
consumes to poduces as aesult of policies thiadistot maiket
prices.

Production fexibility contract payments.Direct pgments to
famers for contact cops though 2002 under the 1996um
Act. Payments br eat crop ae allocded eah fiscal year based
on fixed pecentaye shaes speciéd in the actThe pecentaes
were based on the Coreggsional Budgt Ofice’s March 1995
forecast of wa defciency payments vould have been dr 1996
to 2002 under 199&fm legislation.

Sanitary and plytosanitay (SPS) measws. Technical bariers
designed dr the potection of human health or the caitof ank
mal and plant pests and diseases.

Uruguay Round (UR).The Umuguay Round of Multilderal
Trade Ne@otiations under the auspices of the TGA a trade
agreement designed to operrd agricultural makets and
reduce tade distating efects of domestic andame policiesThe
negotiation began d& Punta del EstdJrugugy in September 1986
and contuded in Marakesh,Morocco inApril 1994.

World Trade Oganizaion (WTO). Estadlished on aruary 1,
1995 as aasult of the Unguay Round the WTO replaces GAT
as the lgal and institutionaldunddion of the nultilateral trac
ing system of member couigs. It povides the pncipal con
tractual olfigations detemining hav govemments fame and
implement domestic &de Igislation and eguldions.And it is
the plaform on which trade elaions among counigs e/olve
through collectve dévate, negotiation, and adjudicaon.

also educed someha the pice supparlevels for sugr and
peants though adminisation of penalties and miagting
assessmentdecieased peart suppor rates,and elimingion of
minimum maketing quotasdr peatwits.And the inteest subsig
on all commaodity loans &as deceased—ypduces nav pay a
higher inteest ete. Futher, most commodity loanates ae nav
subject to upper limitsyhich will reduce the amount of the
interest subsigd
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The AMS & the Producer Subsidy Equivalent

TheAggregate Measue of Suppar(AMS) is a combinton
of various commaodity-spedif program bendfs or costs
(e.g., market ptice suppat; deficiengy payments,and com
modity loan inteest subsidies) and noncommodity-specif
values (eg., water subsidiespet cop insuance poceeds,
and net Westo& grazing pogram costs)The total walue of
the commodity- plus noncommaodity-spécipats of the
AMS is adjusted accding toWTO rules ly subtacting
exempt deitiengy payments,and indvidual component
AMS’s equal to less than 5 pent of their espectie values
of production.

According to ERS angsis, dairy, sugar, and peaats ae the
only commodities witlAMS’s laige enough to be counted in
the total US. AMS duiing 1996-2000. Indidual commodity
AMS’s nust eab have a \alue of @ least 5 peazent of their
respectie values of poduction bedre the are counted as
patt of theAMS—the de minimisprovision of the Uuguay
Round (UR). Br puiposes of pplying thede minimisprovi-
sion, the \alue of the noncommodity-speciAMS must be

at least 5 pagent of the total alue of poduction of all gri-
cultural commodities.

The AMS concet was deived from a diferent aygregate
suppot measue—the Poducer Subsig Equialent (PSE).
The moe bioadly deined PSE pvided impotant monitof
ing information about averall levels of suppdrfor different
commodities and diérent counties duimg the decade pr
ceding completion of the UR.

Although the tvo measugs ae similar in basic conge, the
PSE intudes suppdr(or costs) of some policies thare left
out of theAMS—sud as tade policies and ciin green
box policiesassumed Y negotiators to be non-ade distar
ing. Consequenyl the \alue of the PSEof the US. exceeds
that of the unadjusteAMS in the 1986-88 base ped by 46
percent.

Both the PSE and tH&MS exclude cetain “nonagricultural”
programs elaed to n#ural resouces (sub as bresty and
fishery), and wral development pograms (sub as br hous
ing, commnunities,and pulic utilities). While theAMS
sewres a useful pyiose br the tade @reementjt does not
provide a meaningful altedive to the PSE as awerall,
compehensie measuwe of ayricultural suppor levels.

AMS indudes ony domestic policiedJnlike the PSEthe
AMS excludes suppdrrelaed to tade policiessud as the
export enhancement pgram,valued @ $1.7 billion in the
1986-88 PSE. Siictrade policies hze their avn separate,
unique estictions and commitments under the UR. kidr
price suppais ae considezd domestic policies in theMS,
because theare implemented using announcediminis
tered pices"—eg., dairy, pearut, and su@r suppar prices.

However, import restictions—considezd to be tade
policies—can and usuglido supparmarket piices ly reduc
ing supplies. Sutimpot restictions,when efective, reduce
the cost of domestic jge supparprograms. Futher, arny
beneit from trade policies due to ket pices exceeding
administeed pices is &cluded fom theAMS concept.

AMS e&dudes non-tade distoting policies The AMS only
covers policies ngotiators ayreed to identify astrade dis
torting” policies. Non-tade distating policies elaed to gri-
culture must neertheless be summaed and eported to the
WTO in the so-calledrgen ba table. Some of the igen
box policies ae corered in the PSEsud as eseach and
extension,inspection sefices,and disease cormirprograms
(“genenl sewrices” in the geen ba); “disaster pograms”
(excluding ciop insuance); ledeal fam credit plograms
(“investment aidsin the geen ba); “environmental and
consevation programs;”and the Consgation Reseve
Program (“resouce etirement pograms”in the geen ba).
Non-trade distating policies intuded in both the @en ba
and the PSE amounted to $5.2 billion in 1986-88.

U.S. outlgys for all non-tade distating, green ba policies
amounted to $46 billion in 19986 pecent moe than in
1986-88. Most of this inelase esulted fom a 96-parent
increase in domestiodd pogram outlys—eg., food
stampswhich ae excluded fiom both théAMS and PSE—
which male up burfifths of the total amount ofrgen ba
outlays. Nealy all of the geen ba outlays not in the PSE
are related to domesticdod pograms.

AMS measus ae indgendent of mdet plices TheAMS,
unlike the PSEis not a measerof curent suppdrto agri-
culture because ctent maket pices ae not used to caleu
late the curent level of maket pice supparfor dairy, suar,
and peaats,or to calculée the leel of supporfrom def-
cieng/ payments. Instegdhe AMS uses aiked 1986-88
average world price in its calculéon. Thus,the AMS reflects
only the efects of biangs in pogram \ariables under the
direct contol of the ppgram administtors, and not the sub
sequent déct of hanges in curent maket piices.

Payments elated to poduction-limiting pograms ae
exduded fomAMS Deficiengy payments vorth $9.7 billion
were induded in the 1986-88 basearAMS. However, such
payments vere excluded fom the 1995-200BMS’s under
specialblue box provisionsof the UR.

More commodities @& induded in theAMS than in the PSE
Commodities ceered by theAMS, but not the PSEnclude
cotton,peants, oas, bailey, mohair hong/, minor oilseeds,
rye, and tobaccoThe AMS's for these commaodities in 1986-
88 amounted to $2.5 billiomr 11 pecent of the total unad
justedAMS.
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Domestic Suppdr
Still Dedining

The US. is not ony in compliance withVTO commitments it
is well belov the commitment ceilingg.he US’'sAMS level is
anticipded to &erage only about 20 perent of the estaished
AMS ceilings duing 1995-2000. By 1993he totalAMS for the
U.S. had alead/ fallen to ony $6.2 billion—just onedurth the
size of the 1986-88werage base-gar \alue and wll belov the
AMS limit of $23.1 billion. USA's Economic Reseelr Sevice
projects thaby 2000,suppot will be only $1.2 billion,compaed
with the $19.1-billion limitéion, or “ceiling,” on U.S. suppot.

Among the &ctois helping to pubMS levels so lav relative to
the base gar \alues ae not ony the subtaction of deitiency
payments as>glained dove, but also theVTO de minimisrule
tha exempts indvidual componenAMS’s if they are less than 5
percent of their espectie values of poduction.

Currently, the pincipal componentsemaining in the 5. AMS
are the poduction lerels and peunit price suppats for daily,
sugar, and peaats, which were only patially modified under the
1996 Fam Act. Wool and mohaiAMS's also ag induded in the
1995AMS, but the pograms no longr &ist after 1995. Other
commodityAMS’s diop out of the 1995-200Qgregate AMS
because of thde minimisrule.

The daiy AMS, which accounteddr over 75 pecent of the total
AMS in 1995,will lik ely fall to zero in 2000 with the phasing
out of the“administeed” price supparlevel for daiy products.
As a esult of the dair program phaseouthe US's totalAMS
level is pected to ddime from éout 27 perent of theNTO
commitment ceiling dung 1995-98 to oyl 12 pecent of the
ceiling in 1999and fnally to 6 pecent in 2000.

Dairy’s contibution to theAMS depends lagely on the difer-
ence betwen the'administeed pice” for daily products (per
unit price suppat, in milk-equivalent tems) and the obseed
level of an intenational dail price in the base ped. The mar
ket pice supparfor daily is defned for theAMS as this pice
difference (pice gap), multiplied by the quantity of prduction.
Thus,the eliminaion of the daliy price supparand puchase
program implies eliminton of the daiy “administeed pice.”
This, in tum, implies elimindion of the daiy AMS maiket pice
suppot measue which can no longr be calculeed as dginally
defined

Because the daimrice suppar program based onayemment
purchases of dayr products will end after December 31999,
it was assumed théhe maketing year 1999/2000 (October
September) day AMS should eflect maket piice supparcak
culations ony for October though DecembeiThe daiy maiket
price supparwould be athe level of $9.90 per cwtdr one-
fourth of the 1999 m&eting year—and ero theeafter
Consequenyl the daiy AMS dedines fom $4.3 billion in
1998 to $1.1 billion in 199%nd to &ro in 2000.

U.S. Total AMS to Decline Sharply
With Cuts in Dairy Support
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A recouse loan pogram for daily products will eplace the cur
rent pogram of pice suppats and gvemment puchases.
However, since loans under theweaecouse loan pogram for
dairy will have to be paid badc(produces cannot drfeit the
commodity in lieu of pament),the loans will not estidish a
price floor for the maketing season as the ceint puchase pice
program is intended to do.

Future AMS calculdions will account ér the dlanges in daiy
policy. But the daiy AMS will be virtually eliminaed under cur
rent intepreteion of theWTO rules.There my still be some as-
yet-unknavn amount of suppbfrom inteest subsidies on the
recouse loans and &m the curent daiy indemnity pogram,
but these will pobébly not be ery important in the werall

AMS. The Federl Milk Marketing Oder pograms br dairy

will continue, but ary remaining bendfs of this pogram ae not
patt of theAMS, as eplained &ove. And the pice supparcur
rently provided though the FMMO because of thetioaal daiy
price suppar purchase pogram will no longer eist after 1999.

Thesugar AMSis 6 pecent laver in 1996-2000 than in 1995
because of the assumedeet of the 1-cent-pground penalty
for forfeiting sug@r in lieu of pgment under the pre suppar
loan pogram.This penaltymand&ed under the 1996akm Act,
reduces the &ctive supparlevel from 18 cents per pound to
17 cents.

The pearut AMSduring 1996-2000 is one-thldrlower than the
1995AMS. The decease is due to a 9.5-pent-laver level of
productioneligible for quota-peaut suppor and a 10-peent-
lower level of suppot for quota peams,as mandied by 1996
fam legislation. A fixed minimrum maketing quota is not autho
rized by the 1996 Bm Act.



32 Economic Research Service/USDA

Ther is vitually no dance thathe US. AMS will exceed its
commitment ceilings gntime duing 1995-2000. Under the
existing commodity pograms andAMS defnitions, ary signifi-
cant inceases in thAMS would piobably come fom incieased
eligible production of daiy, suar, or peanits, from maketing
loan or loan dé¢iency payments,or from incieases in subsidies
of programs br irrigation, livesto& grazing stae credit, or crop
insurance

Marketing loan pogram benets and loan dédiency payments,
under curent pograms,could occasionall occur br some indi
vidual commoditiesas maket pices fuctuae aound the pe
sumed long-ten projections. Peduces who paticipate in gov-
emment pograms ae eligble to receive maketing loan benéfs
or loan deftiengy payments vihnen announced commodity loan
repayment etes ae less than the iginal perunit loan ete (i.e,
the amount loaned to giuces) plus acared inteest. Under
these conditionsga maketing loan bendfis realizzd when a po-
ducer who has ented an elighle commaodity under loamgpays
the loan &athe laver repayment ete and etains the dference A
loan deiciengy payment is ealizzd when a poducer brgoes
putting a commodity under loan anldims the diference (loan
level minus iepayment level) in the brm of a diect pgment.

Actual benets from these loanelaed pgments,however, are
not likely to signifcantly affect the Aility of the U.S. to meet its
suppot reduction commitments dimg 1996-2000. Resyment
rates Dr cotton andice ae based on pyvailing world prices,
and epayment ates br whea, feed gains,and oilseeds ar
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based on jices identifed by the Secaetay of Agriculture (cur

rently “posted county pces”). The Secetaw is required by the
1996 Fam Act to estaélish loan epayment etes tha will mini-
mize govemment stok accunulations and pogram costsand

tha will allow U.S. commodities to be miaeted competitiely

in domestic and integtional makets.

The baseline methoday used ér theAMS projections
assumes no shkg in the suppt-demand evironment tha
would set the stge for maketing loan or loan dafiency
payments—so the pjections assumeem values or these pa
ments. Rst &perience with these pgrams sugests thapro-
duces of iice, cotton,sunfowerseed or flaxseed wuld be the
most likely candidées br enough mdaeting loan or loan def
cieng/ payments to mad their commoditys contibution to the
U.S. AMS’s non-ero, based on the UR gvisions (the indiid-
ualAMS’s would hare to be geder than 5 parent of their alue
of production to be inladed).

During 1986-95the lagest anmal pgyment br these commodi
ties totaled $1.2 billioran amount equal to the.&/s piojected
total AMS in 2000,using baseline assumptions (the totals f
dairy, sucar, and peants)—well belov the UR limit of $19.1
billion in 2000.Thus,there would be no psblem meeting US.
commitments een if maketing loan and loan defency pay-
ments vere to read histoic highs.
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