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N RECENT YEARS, food stamps have constituted
about 80 percent of farm bill spending, which
may be why nearly 100 percent of public debate
has focused there.! Unfortunately, with all of
the attention on food stamps, both political
parties have missed the opportunity for reform that
lies in the remaining 20 percent of the farm bill.

REDISTRIBUTION FROM LOW- TO HIGH-INCOME
AMERICANS

This remaining 20 percent largely consists of insurance
subsidies and price and revenue supports that raise the
grocery and tax bills of middle- and low-income Ameri-
cansin order to pad the pockets of the nation’s wealthiest
farmers. Given that these subsidies and price supports
distort free market signals and transfer wealth from the
relatively poor to the relatively wealthy, one would think
they would face bipartisan opposition. Indeed, the vast
majority of economists—spanning the ideological spec-
trum from one-time Bush advisor Greg Mankiw to Nobel
Laureate Paul Krugman—oppose them.?

One reason for economists’ opposition is that there is no
coherent story of market failure to justify these privi-
leges. As a commodity industry with free entry, agricul-
ture exemplifies the textbook definition of a competitive
market that ought to operate without interference.

These policies also create what economists call “dead-
weight losses,” which impose costs on consumers and
taxpayers that exceed the benefits they confer on farm-
ers. In the case of subsidies, the taxes that fund them
create deadweight losses by discouraging mutually ben-
eficial exchange. Economist Martin Feldstein estimates
that the deadweight loss from income taxation, for
example, is 30 percent more than the revenue raised.? In
the case of price supports, it is consumers who bear the
deadweight loss. American consumers, for example, pay

MERCATUS CENTER AT GEORGE MASON UNIVERSITY



nearly twice what world consumers pay for sugar.* This
might seem trivial, but sugar isn’t the only item that is
more expensive because of agricultural price supports.
The House version of the farm bill imposes artificial
price floors on wheat, corn, grain sorghum, barley, oats,
long and medium grain rice, soybeans, oilseeds, peanuts,
dry peas, lentils, chickpeas, sugar, and dairy products.®

More economists might favor these policies if the costs
borne by consumers and taxpayers could be defended in
the name of social justice. But these subsidies and price
supports transfer wealth from low-and middle-income
Americans to upper-income Americans.

According to Census data, farm household income has
exceeded average household income for more than a
decade and a half. Today, the average farm household
earns 53 percent more than the average US household.®
And in 2013, net income of the US farm sector is pro-
jected to rise by another 15 percent, to more than twice
its 2009 level.” Higher incomes have permitted farms to
accumulate substantial wealth. According to USDA data,
the net worth of the median commercial farm rose from
$800,000 in 2000 to more than $2.5 million in 2013.8
Today, 98 percent of all farm households have wealth
accumulation in excess of the median US household.’

But those farmers that receive aid are not the average
or median farmer. Of the $17.5 billion directly paid to
farmers annually, about 80 percent goes to the wealthi-
est 15-20 percent.!° As Professor Vincent Smith puts it,
these are farms whose owners’ “wealth is measured in
millions of dollars”

Sometimes these privileges are defended on the grounds
that farming is a uniquely risky business. This is not so.
The average annual business failure rate in the US is
14 times greater than the average annual failure rate of
farms.!? And few (if any) economists believe it would be
equitable or efficient for the average firm to have such a
safety net. Social safety nets should catch people, not the
inefficient firms that employ them. In fact, the mark of a
healthy, dynamic market is having new firms constantly
challenge the business models of old firms. Without this
creative destruction, economies fail to serve consumer
desires and stagnate.”®

Despite the relative wealth and stability of farming, the
amount of federal aid that farms receive can be astronom-
ical. A 2011 US General Accounting Office study found
that over 50 farms each received more than half a million
dollars in subsidies for crop insurance premiums.*
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The Senate’s version of the farm bill would end direct
payments to farmers. Unfortunately, it would replace
them with a less-conspicuous but potentially more
costly shallow loss program that would pay farmers if
their revenue fell below 89 percent of a recent five-year
average.”” According to a recent report, if corn prices
were to fall to $4 per bushel in 2014, corn would qualify
for the new program and “a farmer could double what
he now gets in direct cash payments.”*® The Senate pro-
posal offers this new subsidy despite the fact that cur-
rent law already subsidizes crop insurance premiums
up to 70 percent.”

CONCENTRATED BENEFITS AND DIFFUSED COSTS
How, then, do these policies persist?

One reason is that though total costs exceed total ben-
efits, the costs are dispersed while the benefits are con-
centrated. For example, taxpayers make $1.1 billion in
loans to US sugar producers each year.’® Spread out
among 313 million Americans, this comes out to $3.50
per taxpayer. Understandably, few of us are ready to
invest much effort in an anti-sugar-subsidy campaign.
But this year the bulk of the money—about $600 mil-
lion—went to just three firms.’* With each of these three
standing to gain about $200 million in subsidized loans,
it is no wonder that these firms are willing and ready to
organize on behalf of the farm bill. It should be noted
that sugar producers also benefit from price supports
and import quotas that artificially increase the costs that
consumers pay by about $3 billion each year.?°

THE LOGROLL

Logrolling is another factor that facilitates the passage
of farm privileges. A logroll occurs when two or more
legislators agree to support each other’s policies. It can
facilitate the passage of inefficient legislation by concen-
trating benefits on the winning coalition while pushing
costs onto members outside of the coalition.” Economist
Thomas Stratmann studied logrolling in the 1985 farm
bill and found that members who represented dairy and
sugar interests were statistically significantly likely to
vote in the interest of peanut farmers and vice versa.?
Since the House and Senate Agriculture Committees are
where these deals are worked out, it is no surprise that
this is where the agribusiness industry concentrates its
political donations (see Figure 1).




FIGURE 1. AGRIBUSINESS DONATIONS BY HOUSE AGRICULTURE COMMITTEE MEMBERSHIP, 2012
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Source: Center for Responsive Politics viawww.opensecrets.org, accessed 11/25/2013.
Data note: These figures represent donations from the 2012 election cycle to members of the House Agriculture Committee of the 112th Congress.

Produced by Matthew Mitchell, Mercatus Center at George Mason University.

But the farm bill’s logroll takes another form as well. It
typically packages privileges for wealthy farmers with
food stamps for lower-income earners. In recent years,
this has meant that a vote against subsidies for well-to-
do farmers is a vote against food stamps. Thus, one step
in ending this regressive policy would be to decouple
food stamps from the farm bill (as the House version of
the 2013 bill did).

THE THREAT OF WORSE POLICY

There is another reason the farm bill is routinely passed:
if Congress does nothing, farm policy gets worse. That’s
because in each farm bill, Congress “temporarily”
replaces what’s known as the “permanent law” of farm
policy. It has done this for more than half a century.?
Some portions of this permanent law are based on 100
year-old price data and would trigger price supports for
commodities whose currently high prices make them
ineligible for support.?* Another portion of the perma-
nent law would compel the government to purchase
dairy products until the price is approximately double
its current level.?® The threat that policy might revert
to something that almost no one supports helps ensure
routine passage of the bill. Thus, permanent repeal of
the “permanent law” would be another important step
in making farm policy more equitable and efficient.

CONCLUSION

Democrats, we are told, favor equity.? Republicans, we
are told, favor free markets.?”” Current US farm policy is
anathema to both of these goals. Elimination of price
supports and subsidies for wealthy farmers is a rare pro-
posal that occupies ideological ground common to both
parties.
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