farmdoc

Department of Agricultural and Consumer Economics, University of lllincis Urbana-Champaign

Putting Agricultural Spending Into Perspective

Nick Paulson and Gary Schnitkey

Department of Agricultural and Consumer Economics
University of lllinois

April 6, 2011
farmdoc daily (1):35

Recommended citation format: Paulson, N. and G. Schnitkey. "Putting Agricultural Spending Into
Perspective." farmdoc daily (1):35, Department of Agricultural and Consumer Economics, University of
lllinois at Urbana-Champaign, April 6, 2011.

Permalink: http://ffarmdocdaily.illinois.edu/2011/04/putting-agricultural-spending-1.html

Policy debates are currently dominated by the budget. While this is true regardless of whether or not the
topic is agriculture related spending, the heat has been put on ag spending — specifically farm programs —
in many recent popular press articles. It is not difficult to find criticisms of farm programs and claims of
their partisan motivations,and attacks against proposals which seem light on farm program spending cuts.
The relatively healthy ag economy and significant increase in farm income levels over the past few years
are the most often argued points against the current design of farm programs, and have made it
increasingly difficult to continue to justify the need to support and smooth farm incomes.

Over the next few weeks we will provide a series of posts which analyze some of the farm policy issues
currently being debated and proposed changes to the design of the farm safety net (i.e. commodity
programs, crop insurance, and disaster assistance). Today, we provide some context for these issues by
taking a look at federal spending on farm commodity programs and crop insurance, and comparing those
expenditures to spending on other USDA programs as well as budget items outside of the USDA and the
farm bill.

Tahle 1. Program Spending as a Percentage of Total Federal Outlays, 2009

FPercent
social Security 19.30%
Defense 18.60%
Medicare 14 20%
bedicaid 7.10%
Met Interest 5.30%
LUS0A Comrmodity and Crop Insurance Programs 0.50%,

Souwrce: Congressional Budget Office and US04

Table 1 reports actual spending as a percentage of total federal outlays across a number of programs for
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2009. USDA spending on commodity and crop insurance programs represented less than 1% of total
spending. Program spending on social security and defense is roughly 40 times that of these farm
programs.

While total spending on USDA programs represents a larger percentage of total federal outlays, it has
declined from approximately 6 percent of total federal spending from the late 70s through the mid 80s to
between 3 and 4 percent of total spending over the past 15 years. Commodity programs and crop
insurance represent a relatively small portion of this total USDA spending. A much greater portion of the
USDA’s budget is devoted to food, nutrition, and consumer services, as illustrated in Table 2.

Table 2. Spending on Select USDA Programs, Millions Dollars per Fiscal Year

2010 2011
2008 2009 Estimate  Projected

Direct payments 4832 52 5144 4 5953
Counter-cyclical 3549 731 1,074 749
ACRE 0 0 0 734
LDFiloan prograrms B 145 183 24

Total Commadity program™ B713 8936 9378 3590

Crop insurance 4428 7,899 G 952 ¥ Ba9a

Standing disaster programs a 3 1,745 1421

Food, nutrtion and consumer service BOO9Y 82249 93854 107 517
* Commodity programs include more than direct and CC payments, ACRE, and LDPoan programs

Sowrce: USDA

Table 2 reports fiscal year (FY) spending on selected USDA programs. Since 2008, total commodity
program spending has ranged from $6.7 billion to approximately $9 billion. Roughly $5 billion of this is for
direct program payments. Crop insurance spending has increased over time and is now approaching the
same level as that of commaodity programs with spending ranging from about $4.5 billion to more than $7
billion per year since 2008. Standing disaster assistance (SURE), introduced in the 2008 farm bill, is
estimated to generate about $1.7 billion in spending in FY 2010 and projected to have about $1.4 billion
in spending for FY 2011. In contrast, USDA spending on food, nutrition, and consumer service programs
(e.g. the Supplemental Nutrition Assistance program, more commonly known as food stamps) has
increased from $60 billion in FY 2008 to more than $100 billion projected for FY 2011.

So what do these percentages and dollar amounts mean in terms of future cuts to farm program spending
or modifications to existing programs? One could argue that these numbers show that 1) in relative terms,
spending on USDA programs has already been declining over time, and 2) spending on actual farm
programs, such as commaodity programs and crop insurance, represent a small portion of USDA spending
and a very small portion of total Federal spending. Therefore, the contribution that cuts to agricultural
programs can make to meeting overall budget reduction goals is also relatively small. For example,
completely eliminating the direct payment program — and its $4.9 to $5 billion per year price tag — would
provide just a small portion of the total budget cuts being called for in FY 2011 and beyond.

However, the fact that farm incomes are at all time highs is an impossible fact to ignore. Furthermore,
many of the programs which comprise the farm safety net provide overlapping coverage to producers
suggesting that modifications could be made which would increase spending efficiency as measured by
benefits to producers generated per dollar of taxpayer spending. Identifying these inefficiencies and
making program modifications to eliminate or reduce them, rather than simply eliminating or making large
cuts to existing programs, could potentially result in a collection of farm programs which provides an
effective safety net at a reduced cost to taxpayers.
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