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Enacted to provide more competitive pricing of US, farm goods in
foreign and domestic markets and to reduce surplus stocks of grain and
dairy products, the Food Security Act of 1985 affects consumers in
several ways. This report compares these effects with what might have
happened if 1981 farm legislation had remained in effect. Consumers
will he able to buy more food with their dollars under the 1985
legislation. The implicit tax burden associated with financing Federal
farm programs is reduced for low- and moderate-income people, and
shifted to persons in higher tax brackets. Eligibility requirements for
food assistance programs are broadened and benefits are increased,
enabling wider participation by the needy.
P
Changes and new provisions in the Food Secmity Act of 1985 affect conlíümers iq three má^r
areas: (1) food prices, (2) food assistance programs, and (3) tax obligatioiSs^ This^udy - o^o
examines how these major changes affected consumers, compared with what mi¿S have
5r:
happened if 1981 farm legislation were still in effect. A simulation of tbe effects of a : iV
continuing 1981 farm act, then, forms the comparison baseliae for this ^iidy.
"f
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Basic objectives of the 1985 legislation are to provide a market-oriente^tructiore under ""^
which U.S. farm goods are more competitively priced la domestic and world markets and to
reduce surplus stocks of grain and dairy products. Provisions include a reduction of price
supports, voluntary acreage limits on basic farm crops, and income support to compensate
farmers for potential income reductions that resiilt.
Consumer food prices for meats, poultry, dairy, cereal, and bakery products will be lower than
projected by the 1981 baseline. Food costs are expected to average about 1.3 percent less, due
primarily to the effect of lower loan rates on market prices of feed and food grains. Lower
consumer food prices encourage Increased food consumption, but gradually decrease food
expenditiares. This study estimates that lower food prices would annually save U.S. consumers
about $23 per person or $5.3 billion in total food expenditures.
Other provisions of the 1985 Act could increase Federal expenditures for food assistance
programs by roughly $1 billion above the baseline between 1986 and 1990. Most of the rise in
expenditures results from increased benefits and participation levels of the Food Stamp
Program and higher appropriations to the Puerto Rico Nutrition Assistance Block Grant
Pro-am.
Implicit taxes to support the farm and food programs will increase xander the 1985 legislation,
due primarily to hí¿ier deficiency payments for farmers. The combination of lower food
prices and higher support costs will generally shift the burden of financing farm programs from
lower to higher income people; or, in other words, from those spending a higher proportion of
their income for food to those who pay more taxes.

EFFECTS ON CONSUMER FOOD PRICES
The 1985 farm act affects consumers directly throu^ its effects on food prices. High
support prices that have been embodied in farm policy generally work against consumer
interests by raising food prices. Hie Food Security Act of 1985, by moving toward
reduced support prices and a market-oriented farm policy, will help lower food prices,
compared with the baseline. These price savings are magnified by the fact that
Americans spend approximately $407 billion on food each year. Under the 1985 Act,
annual savings to consumers may exceed $5.3 billion, or $23 per person.
The 1985 Act contains different provisions for each of a number of different farm
commodities* Farm commodities provided for under the 1985 Act that can affect
consumer prices are wheat, feed grams, rice, milk, sugar, peanuts, soybeans, and cotton.
Consumer prices for these and related commodities will be generally lower under the 1985
Act than they would have been under a continuation of the 1981 farm act.
Consumer food prices are determined by interaction of supply and demand in the
marketplace. Farm legislation has usually affected faun commodity prices and, hence,
consiimer prices by influencing market supplies. When farm commodity prices change,
there is a potential for related changes in consumer food prices. Tlie word "potential" is
Vised becaixse changes in farm prices do not automatically or directly change consumer
prices. In fact, changes in the farm price of food grains, for example, must be substantial
to ca\jse noticeable changes in consumer prices of cereals and bakery products (table 1).
Most costs in producing cereal and bakery products are for marketing operations such as
processing, packaging, and distributing the finished goods. The amoiint of wheat needed
to produce a loaf of bread usimlly costs less than 10 percent of the consvimer price of
bread. This contrasts with the farm value of fresh eggs, which is about 60 percent of the
consumer price because of comparatively little processing. Changes in consumer prices of

GLOSSARY
Basic commo^ites* Six croj« (com; cotton, peanuts/ rice, tobacco, and wheat)
declared by legislation as reqx^^
Meflcdencypayment. Government payment made to faraaers who participate in
feed grain, wheat, rice; or cotton progra^^ pajrment rate is per bijshel, pound, or
hundredweight/based pn the difference between a target price and the market
price or tíie loan ra4:e,whlch^ve^
FeMgrafyi. J^^M^
graitó most conünonly used for livestock or poultry
feed; such as corn, grain sorghum, oats/^i^
Fooá grain. Cereal seeds most commonly used for human food, chiefly wheat
andtice.
Moan raía. The price per unit (bushel, bale, or pound) at which the Govertmient
WÜ1 i^o^de loans to f^^
Tm-get price. A price level established by law for v^eat, feed grains, rice, and
cotton» If the mi^ket price falls below the target price, an amount equal to the
^fference (bt2t not miore tJian the cufference between the target price and
iMce-^iupport loan lev^
ptogxBxm; See Deficiency paym

cereals and bakery products are primarily determined by processing, labor, packaging, and
distribution costs that, in turn, are subject to influences outside the agricultural sector.
One feature of the 1985 Act reduces loan rates for most commodities. Lower loan rates
allow farm prices to fall (fig. 1). Basic loan rates for 1986 were set at $3 per bushel for
Table 1—Farm value: Percentage of consumer price
of selected foods, 1983-85
Food group

1983

1984

1985

Percent
Meats
Dairy
Poultry
Eggs
Cereal and bakery

47.6
49.0
53.1
65.1
11.1

48.6
47.8
56.3
65.1
10.8

45.1
45.0
53.4
60.7
9.5

Fresh fruit
Fresh vegetables
Processed fruits and vegetables
Fats and oils
All farm foods

22.5
28.6
18.9
26.5
33.4

28.3
28.8
20.3
31.3
33.9

24.2
25.9
21.8
25.6
31.1
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wheat ($3.30 in 1985) and $2.40 per bushel for eom ($2.55 in 1985). Other feed grain loan
rates are determined by the Secretary of A^culture based on feed values relative to
com. Loaji rates for 1987-90 are based on a percentage of the average farm prices for
the preceding 5 years, but are set at not more than 5 percent below the basic rate for the
previous year,!/ For wheat and com, loan rates can be further reduced as much as 20
percent if the previous year*s farm price was 110 percent or less of the ^inounced loan
rate, or if a reduction is deemed necessary to maintain domestic and export markets.
This provision for further reduction is known as the Findley Amendment. Similar
provisions for wheat and com were made under the 1981 farm act. However, under the
1981 Act, those loan rates could not fall below legislated minimums.
Loan rates for rice were also lowered under tJie 1985 Act. The formula for establishing
ttie loan rate for rice is very similar to that for wheat and com; however, no additional
reduction is allowed. Therefore, the loan rate for rice cannot fall more than 5 percent
below the previoios year's rate. In any ca^e, the loan rate cannot fall below $6,50 per
hundredweight. However, due to the marketing loan provisions for rice, the market price
can fall below the loan rate .2/ This same formula is used for establishing loan rates for
soybeans.
Food Grsdns
For 1986 and 1987, the increase in oorisumev prices of cereals and bakery products is
expected to average about 3 percent each year. During the following 3 years, food grain
prices will likely remain fairly stable, while marketing cost increases could cause
consTJunaer prices to rise about 4 percent per year. Since most of the costs in producing
cereal and bakery products are marketing costs, changes in the farm price alone mvist be
substantial to cause noticeable changes in consumer prices.
Feed Grains
The new farm act's provisions have lowered loan rates for com as well as for food grains.
Given surplus conditions, these lower loan rates are allowing market prices for feed grains
to decline. Com is our mmt important feed grain, with feed use accounting for nearly 80
percent of domestic use and 60 percent of total use inclxiding exports. Consumer meat
prices historically change in response to lower feed prices. Reduced feed grain prices
result in lower costs of producing livestock and improved prospects for livestock producer
profits. Thus, livestock production under the 1985 Act is expected to be greater than
baseline levels (fig. 2). Prices for meats and poultry over the life of the 1985 Act will
average lower than baseline prices.
Livestock production will not increase immediately. The expansion process can cause
short-term declines in beef production and result in temporary meat price increases.
Potential breeding stock that would have been marketed at the higher feed costs is
retained in order to bmld breeding herds. This retention reduces market supplies dormg
the breeding herd expansion period, causing prices to increase. After building breeding
herds, livestock producers have a larger production base and, in time, market supplies
increase and prices decline.
1/ The Gramm, Ructaxan, HoUings Act also reduces the effective loan rate, but only the
effects of the 1985 farm act are discussed here.
2/ The market loan concept allows producers to repay a nonrecourse loan at existing
market prices rather than at the mitial loan rate. The procedure prevents commodities
"under loan from being forfeited to the Commodity Credit Corporation and, as a result, the
commodity is available to the market at a price that is below the announced loan rate.

Dairy Products
The 1985 farm act is expected initially to increase retail dairy prices above baseline
prices. After an initial market adjustment takes place, retail prices are expected to drop.
Two provisions of the 1985 Act affect the farm value of dairy products and subsequent
consumer prices. The 1985 Act introduced the Dairy Termination Program, and allowed
the Secretmy to raise or lower farm support prices for milk according to qxxantities of
dairy products the Government purchases. Support price levels are set for 1986 and 1987,
but after 1987 the Secretary can adjust support prices for milk by 50 cents per 100
pounds. However, the Secretstry can exercise these options only if the Dairy Termination
Program reduces milk production by 12 billion poxmds during the 18-month herd slaughter
period that began when the law took effect.
The Dairy Termination Program, or "whole herd buy-out," is designed to reduce milk
production by terminating production of participating dairy farmers. Participating
farmers must sell all of their dairy cattle, either for slau^iter or for export, and refrain
from dairying for up to 5 years. To participate in the program, farmers mtist submit to
Uie Secretary a price bid for the production foregone, along with dociimentation on size of
their dairy herd and their milk marketing history. If the Secretary accepts the bid, the
producer agrees to slaughter or export the herd in return for USD A payments based on the
price bid.
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A sirmjlation was run assuming that the Secretary exercised full authority to reduce price
support payments for milk (fig. 3). The model takes into account the lower cow
inventories resxilting from the Daity Termination Program and the expected expansion by
nonparticipating dairy farmers because of lower feed prices. In 1987, the simulated farm
price increases because of reduced production caused by the Dairy Termination Program.
Remaining producers would take advantage of lower feed prices to adjust cow rations,
which would result to mcreased milk production per cow. Farm level milk prices would
decltoe m subsequent years because of both lower support prices and increased milk
supplies.
Other Commodities
Sugar. The 1985 Act*s provision for sugar will restüt m little, if any, change m retail
prices of sugar and sweets. The price support loan rate for raw csuie sugar remains at 18
cents per poimd for the life of the act, same as the baselme rate. Although the Secretary
has the option to raise the support loan rate for sugar, it is more likely that the loan rate
will be held at the minimum level to discourage forfeitures to the Commodity Credit
Corporation (C CC) of sugar held by processors as collateral for price-support loans.
Peanuts. Production quotas for peanuts affect producers, but production levels and
prices under the act have not changed enough, compared with the baseline, to affect
consumer prices for peanuts or peanut butter.
Soybecms. Support prices for soybeans potentially can be lowered by 10 percent.
However, consumer prices for shortemng, salad oils, and margarme would be minimally
affected because the changes in processing costs mvolved m producmg these consumer
goods are more substantial than the slight price decrease for the raw commodity.
Figure 3

Price Changes of Dairy Products Affected by the 1985 Act
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Cotton. Consumers will find that cotton is more reasonably priced becaiise the
marketing loan authorized by the 1985 Act allows market prices to decrease. As a result
of lower market prices, textüe manufacturers will likely increase the use of cotton.
Changes in consumer prices are likely to be minimal, however, because the farm value of
textile products represents less than 10 percent of the consumer cost.
CHANGES IN THE FOOD ASSISTANCE PROGRAMS
The 1985 Act continues the Food Stamp Program through 1990. Provisions also increase
funding for Puerto Rico's Nutrition Assistance Block Grant Program and reauthorize the
Temporary Emergency Food Assistance Program for 2 years. The 1985 Act also
authorizes an expanded nutrition education program and expanded nutrition monitoring for
the needy.
The 1985 Act will increase Federal e^^endit-ures for food assistance programs by
approximately $1 billion above the baseline during 1986-90. Most of this increase will be
in the form of added participation and higher benefit levels resulting from liberalized
income deductions, translating into about $100 million in additional food spending. The
increases in participants and benefit levels are partially offset by savings resulting from
closer scrutiny of eligibility and levels of benefits and greater emphasis on training and
employment programs. About a quarter of the increase in Federal expenditures is due to
a cost-of-living factor incorporated into the Puerto Rico program that was not included
m the original legislation establishing the program in 1982.
The Food Stamp Program transfers income from taxpayers to lower income households
(food stamp recipients). The Food Stamp Program had 19.1 million participants receiving
average monthly benefits of $45.28 per person in the third quarter of 1986. Total USDA
expenditures for the program in FY 1986 were $11.7 billion, virtually the same as in FY
1985.
The Food Stamp Program increased total food spending by $1.3-$2.8 billion in F Y 1986,
according to ERS estimates. This spending level represents between 0.3 and 0.7 percent
of total consumer spending for food.3/ These estimates are based on numerous earlier
studies indicating that food stamp households spend between 11 and 30 cents of each food
stamp dollar on additional food that they woiild not have purchstsed without the program.
Although food stamps can be redeemed only for food, they replace some of the income
that recipients would have previoiusly spent for food.
The 1985 Act coxild increase total expenditures for the Food Stamp Program and the
Nutrition Assistance Block Grant Program in Puerto Rico by as much as $750 million
dioring 1986-90. New provisions that yield the greatest benefit to needy households are
the increased allowances for assets, work-related expenses, shelter, and dependent care.
Relaxation of the allowable assets provision is expected to enable about 200,000
additional households to participate in the program. Increases in allowable income
deductions are expected to raise both eligibility and benefit levels. These amendments
couLd tiiereby increase Food Stamp Program costs nearly $500 million over the baseline.
The increase in the block grant to Puerto Rico, intended to offset food price inflation,
will add about $250 million to Government costs over 1987-90.
3/ Michael Belongia and W. T. Boehm. "The Food Stamp Prop-am and the Price of
Food," Agricultural Economics Research, Vol. 31, No. 3, July 1979, pp. 38-40.

The provision to inclxide Job Training Partnership Act earnings as part of co^mtable
income could reduce program outlays over the next 5 years by $150-$200 million. On the
other hand, required implementation of employment and training programs by the States
may increase program administrative costs by as much as $100 million per year.
However, if the programs are successful, the reduced number of Food Stamp Program
participants and reduced benefit levels should cover the added administrative costs.
The 1985 legislation specifies that States cannot impose sales taxes on food stamp
purchases after F Y 1987. Althou^ there is no direct Federal cost involved in this
provision, the amendment in effect increases benefits to food stamp recipients in 17
States by approximately $100 million a year.
Reauthorization of the Temporary Emergency Food Assistance Program for 2 years will
cost the Federal Government $100 million in appropriations to distribute surplus
commodities. The primary benefit from this program is ttiat low-income households can
receive nearly $1 billion worth of surplus commodities each year. This program also helps
reduce Federal storplus inventories and associated storage costs.
LEGISLATED CHANGES IN FOOD ASSISTANCE PROGRAMS
Specific changes in food assistance programs by provisions of the Food Security Act of
1985 are detailed below for each program. Legislative changes related to food assistance
programs affect both eligibility standards and benefit levels. Some changes by the 1985
Act wHl affect administrative costs of these programs.
Food Stamp Program
Categorical Eligibüity. Households whose members receive payments tmder either
the Aid to Families with Dependent Children Program or the Supplemental Security
Income Program will be automatically eligible to receive food stamps. These households
will not have to meet income or asset standards that other households must meet to
qualify for food stamps.
Countable Income. The portion of an educational grant or loan or other educational
assistance used to pay tuition and mandatory fees at a postsecondary educational
institution will now be excluded from household income. Also, educational loan
origination fees and it^urance premmms will be excluded. Farmers and others are
entitled to reduce their countable Income by the losses incurred from self-employment.
Earnings from on-the-job training programs under the Job Training Partnership Act will
be coxmted as earned income, except for dependents under age 19.
Deductions from Income. The earned income deduction is increased from 18 percent
to 20 percent of earned income, effective May 1, 1986. This deduction was designed to
compensate households for mandatory work-related expenses, such as taxes and union
dues. The combined deductions for dependent care costs and excess shelter costs were
separated effective May 1, 1986. The maximum deduction for dependent care costs is
$160 per month, with no adjustments for inflation or geographic variations. The maximum
excess shelter cost deduction will be $147 per month in the 48 contiguous States and the
District of Columbia. For this geographic area, the previous maximum monthly dependent
care and excess shelter cost deduction was $139.
Asset Limitations. On May 1, 1986, the asset limit for one-person, nonelderly
households increased to $2,000 from $1,500. Assets include cash and resotirces that can

COSTS AND BENEFITS TO TAXPAYERS
The move toward a markat-oriented agricultural policy has shifted the burden of
financlQg farm programs from higher food costs to M^ier direct Government outlays.
Thus, the burden of financing the program is generally shifted from lower to higher
income people because lower income people tend to spend a larger percentage of their
income on food, and higher income people pay proportionately more of their income in
taxes (table 2).4/ Households at the lowest income levels may also receive benefits
provided by food assistance programs, which are adji^ted for food price changes, that
more than offset any implicit taxes associated with program fin^icing. The 1985 Act
consequently benefits lower income people relatively more than higher Income people.
4/ The estimates of household and per capita expenditures differ due to differences in
reporting units suid methods of data collection. Researchers have found, after adjusting
for sample unit size, îJiat hoxisehold estimates tend to be 15-23 percent less than the per
capita estimates.

easily be converted to cash, such as checking and savings accounts and stocks and bonds.
The asset limit for one-person, elderly households rose to $3,000 from $1,500. Under the
previous legislation, only households of two or more persons, when at least one of the
persons was age 60 or older, were eligible for the $3,000 asset limit.
Eligibility Disqualifications. If the head of the household fails to meet certain work
requirements, then the entire household is disqualified from receiving food stami^.
However, if another household member does not comply with the work requirements, then
only that household member is barred from the Food Stamp Program. Failure of any
household member to comply with the work requirements would have previously resulted
in disqualification of the entire household. Heads of household 16-18 years old will no
longer be automatically exempt from meeting the work reqiJiirements. These persons will
be required to comply with tlie work requirements if they are not attending school at least
part-time or are not participating in an employment training program. The previous work
requirement did not apply to persons under age 18.
Other Food Assistance Programs
Puerto Rico Nutrition Assistmce Block Grcait Program. This program was initiated
in July 1982 to replace the Food Stamp Program in Puerto Rico and was funded at a level
of $825 million per year. The authorized appropriation for Puerto Rico's Nutrition
Assistance Block Grant Program was held constant at $825 million for FY 1986, but will
be increased annually to reach $936 million in FY 1990.
Temporary Emergency Food Assistance Program. In December 1981, the President
announced a special program to distribute surplus Government cheese through food banks
and other charitable institutions. The program was later expanded to include other
commodities. Legislation was enacted in 1983 to provide funds for storage and
distribution of commodities under the Temporary Emergency Food Assistance Program.
The program will be extended through FY 1987 under 1985 legislation. The authorization
level for funding tihe program is $50 million for each of fiscal years 1986 and 1987. This
money is to be used for the State and local costs incurred in operating the program.
Beginning January 1, 1987, the States are required to match the Federal fimds on a
doUar-for-doUar basis. States are further encouraged to offer the program in rural areas.

Under the 1985 Act, farmers receive direct pajrments to ease the transition toward a
market-oriented a^icultural policy. Thus, program support costs will be larger in the
early years than baseline costs. Costs of income supports imder the 1985 Act are
projected to decline over time as target prices are reduced. Direct comparison of
program costs between the previous and the cuirent farm acts is difficult, given the
complesdty of legislation, the uncertainty of future market conditions, and the flexibility
given to the Secretary to implement certain provisioî^. 0\xr projected pro^-am costs for
the 1985 Act and comparisons with the baseline consequently should be interpreted
cautiously.
During 1986, the first year under the 1985 Act, estimated costs of farm and food
assistance programs are $45.7 billion, up from $37,6 billion in the previoiis year. Food
assistance pro-am costs were roughly $20 billion, or 44 percent of the total. Increased
costs of farm programs account almost entirely for the increase in total outla3^. Direct
costs and CCC outlays for price and income supports were around $26.8 billion in 1986,
compared with $17.7 billion in 1985.

table 2—Annual average income, food expenditures, and tax contributions of
househoids in the United States, classified by quintiles of income
Item

U.S.
average

Lowest
20%

Second
â0%

Third
20%

Fourth
20%

Highest
20%

Dollars
Income 1/

22,702

4,097

10,611

18,129

28,231

52,267

2,063

73

467

1,303

2,540

5,912

413

15

93

261

508

1,184

3,137

1,753

2,333

2,877

3,606

4,834

Estimated taxes to
support new programs
under the 1985 Act
coiîçïared with the
1981 Act 2/

101

4

23

64

124

288

Savings due to food
price reduction in
1985 Act con^ared
with the 1981 Act 3/

44

25

33

41

51

63

Federal income
taxes 1/
Taxes needed to support
farm programs under the
1985 Act
Food expenditures 1/

1/ Based on Bureau of Labor Statistics Consumer Expenditure Survey, 1982-83.
2/ Based on projected program cost differences in 1986 dollars,
3/ Based on projected price reduction of the 1985 Food Security Act.
Adjusted by Consumer Price Index for food to 1986 dollars.
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Over tíie life of the 1985 Act, total costs for its farm program components are estimated
at $110.9 billion, of which $74.6 bülion are in the form of direct payments to farmers,
such as deficiency, diversion, and conservation payments. The remainder is due to
indirect payments such as net loans, dairy price supports, export subsidies, PL-480, and
other smaller programs. Total farm program costs under the baseline are about $88.6
billion over the same period, or slightly less than 80 percent of the amount projected for
the 1985 Act.
Direct payments to farmers, accounting for the overwhelming bulk of outlays for farm
programs, are projected to decline significantly over the life of the 1985 Act. These
payments are expected to decline 30 percent during the first 3 years of the act and an
additional 5 percent during the last 2 years. Thus, the heaviest tax burden is during the
first years of the transition.
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