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The Farm Security and Rural Investment Act of 2002
combines elements of the 1990 and 1996 Farm Bills in
establishing farm policy through 2007. Marketing loans
remain in place under the new farm bill and the direct, or
fixed payments that were introduced in the 1996 Farm Bill
continue. Marketing loans are available on actual produc-
tion, and provide benefits when the local posted county
price of acommodity is below that county’s adjusted loan
rate. Thus, expected benefits under the marketing program
can beestimated with expected local market pricesand need
not be estimated separately.

Direct paymentsaredetermined according to thefollowing
formulafor each crop: Direct Payment = Direct Payment Rate
x Program A creage Base x Direct Payment Yield x 85 percent.
Thus, fixed payments are a function of the base acreage and
payment yield decisions made at initial program sign-up.

In addition, a new system of counter-cyclical payments
was added to the mix, resulting in acomplex safety net. The
counter-cyclical payments under the 2002 Farm Bill are
similar tothetarget price/deficiency-payment systeminplace
under the 1990 Farm Bill. Like direct payments, counter
cyclical payments are tied to the base acreage and payment
yield decisions made at initial program sign-up and are
calculated according to the following formulafor each crop:
Counter-Cyclical Payment = Counter-Cyclical Payment Rate
x Program Acreage Base x Counter-Cyclical Payment Yield
x 85 percent. For each year of the new farm bill, the counter-
cyclical payment ratefor each cropisequal tothetarget price
for that crop minusthe direct payment rate minus the higher
of the national average marketing year price or the national

Terry L. Kastens
Agricultural Economist
Crop Production

averageloanrate. Thus, thecounter-cyclical payment canvary
each year, dependent on market prices.

Estimating direct payments per acre is a function of the
legislated payment rates as well as the base acreage and
payment yield decision made by the producer at sign-up in
the first year of the new farm bill. Estimating counter-
cyclical payments per acreis afunction of the base acreage
and payment yield decisiontoo, but al so dependson expected
market pricesover thelifeof thefarmbill. Assuch, thechoice
of expected market pricesiscritical to determining expected
government payments.

Using the loan rates, direct payment rates, and target
pricesassetinthefarm bill (Table 1), expected government
payments can be calculated under various market price
scenarios. One scenarioisthe marketing year average prices
determined from K -State models using futures market price
quotesfor coming monthsasan indicator of expected market
prices for those months. Those price estimates, made as of
August 27, 2003, are reported in Table 2.

Theprogram payment valueslistedinthecrop cost-return
budgetsin the Farm Management Guide series are based on
ananalysisof aset of Kansas Farm Management Association
farms regarding program sign-up decisions. Direct and
counter-cyclical paymentswere calculated on the estimated
program acreage bases and payment yields for the farmsin
the analysis. Direct payments were estimated for the life of
the 2002 Farm Bill, while counter-cyclical payments were
estimated separately for each year through 2007.

The estimated direct payments are listed in the second
column of Table3 by KansasFarm M anagement Association

Table 1. Loan Rates, Direct Payment Rates, and Target Prices for Program Commodities

Crop L oan Rates
2002-2003 2004-2007

Corn (bu) $1.98 $1.95
Sorghum (bu) $1.98 $1.95
Barley (bu) $1.88 $1.85
Oats (bu) $1.35 $1.33
Wheat (bu) $2.80 $2.75
Soybeans (bu) $5.00 $5.00
Minor Oilseeds (Ib) $0.096 $0.093
Rice (cwt) $6.50 $6.50

Upland cotton (Ib) $0.5200 $0.5200

Direct (Fixed) Target Prices
Payment Rates
2002-2007 2002-2003 2004-2007

$0.28 $2.60 $2.63
$0.35 $2.54 $2.57
$0.24 $2.21 $2.24
$0.024 $1.40 $1.44
$0.52 $3.86 $3.92
$0.44 $5.80 $5.80
$0.008 $0.098 $0.1010
$2.35 $10.50 $10.50
$0.0667 $0.7240 $0.7240
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region and are designed to be used for yield level Il in the
cost-return budgets. Counter-cyclical payments are esti-
mated for 2002 through 2007 using the K -State price projec-
tionsfrom August 27, 2003. These estimated payments are
listed in columns 3 through 8 of Table 3. The sum of the
direct payment and the 2004-crop counter-cyclical payment
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isreported in column 9 of Table 3. This sum represents the
total estimated government payment for 2004 for usein the
crop cost-return budgets. Tables 4 and 5 are companion
tables to Table 3 and estimate payments that are 8 percent
higher and lower than Table 3 payments. They are designed
tobeused withyieldlevels| and |11 respectively in the cost-
return budgets.

Table 2. Estimated National Average Marketing Year Prices, K-Sate?

Marketing Year Average Prices (Beginning Year of Harvest)

($/bushel)
Crop (Marketing Year) 2002 2003 2004 2005 2006 2007
Wheat (June-May) $3.56 $3.32 $3.24 $3.23 $3.23 $3.23
Corn (September-August) 231 2.27 2.32 2.28 2.26 2.25
Milo (September-August) 2.28 2.08 213 211 2.10 2.10
Soybeans (September-August) 5.52 5.59 5.22 5.27 5.30 5.32

aEstimated by a futures-based national average price model, Kansas Sate University, August 27, 2003.

Table 3. Estimated Direct and Counter-cyclical Payments per Acre of Cropland by Farm Management Associaiton

Region, 2002-2007, Yield Level 11 ($/Acre)

Region Estimated 2004 Estimated
of Direct Estimated Counter -cyclical Payments* Government
Kansas Payments 2002 2003 2004 2005 2006 2007  Payments**
NW $12.36 $0.19 $1.46 $2.92 $3.83 $4.21 $4.39 $15.28

SW 13.66 0.13 1.79 354 4.34 4.66 4.78 17.20

NC 14.16 0.07 2.04 3.90 4.57 4.82 4.88 18.06

SC 15.35 0.07 1.82 4.47 5.09 5.29 534 19.82

NE 13.60 0.20 2.37 3.14 3.92 4.26 4.34 16.74

SE 11.39 0.08 1.86 3.10 3.47 3.59 3.57 14.49

* The estimated counter-cyclical payments for each year are based on K-Sate projected prices estimated on August 27, 2003.
** The estimated gover nment paymentsin each crop budget for 2004 are based on the estimated dir ect payments plusthe estimated counter -

cyclical payments for 2004.
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Table 4. Estimated Direct and Counter-cyclical Payments per Acre of Cropland by Farm Management Associaiton
Region, 2002-2007, Yield Level | ($/Acre)

Region Estimated 2004 Estimated
of Direct Estimated Counter -cyclical Payments* Government
Kansas Payments 2002 2003 2004 2005 2006 2007 Payments**
NW $11.37 $0.17 $1.34 $2.69 $3.52 $3.87 $4.04 $14.06

SW 12.57 0.12 1.65 3.26 3.99 4.29 4.40 15.83

NC 13.03 0.06 1.88 3.59 4.20 4.43 4.49 16.62

SC 14.12 0.06 1.67 411 4.68 4.87 491 18.23

NE 12.51 0.18 2.18 2.89 361 3.92 3.99 15.40

SE 10.48 0.07 171 2.85 3.19 3.30 3.28 13.33

* The estimated counter-cyclical payments for each year are based on K-State projected prices estimated on August 27, 2003.
** The estimated gover nment paymentsin each crop budget for 2004 ar e based on the estimated direct payments plusthe estimated counter -
cyclical payments for 2004.

Table 5. Estimated Direct and Counter-cyclical Payments per Acre of Cropland by Farm Management Associaiton
Region, 2002-2007, Yield Level 111 ($/Acre)

Region Estimated 2004 Estimated
of Direct Estimated Counter-cyclical Payments* Government
Kansas Payments 2002 2003 2004 2005 2006 2007 Payments**
NW $13.35 $0.21 $1.58 $3.15 $4.14 $4.55 $4.74 $16.50

SW 14.75 0.14 193 3.82 4.69 5.03 5.16 18.57

NC 15.29 0.08 2.20 421 4.94 521 5.27 19.50

SC 16.58 0.08 197 4.83 5.50 571 5.77 2141

NE 14.69 0.22 2.56 3.39 4.23 4.60 4.69 18.08

SE 12.30 0.09 2.01 3.35 3.75 3.88 3.86 15.65

* The estimated counter-cyclical payments for each year are based on K-State projected prices estimated on August 27, 2003.
** The estimated gover nment paymentsin each crop budget for 2004 ar e based on the estimated direct payments plusthe estimated counter -
cyclical payments for 2004.
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