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Executive summary  

The structure of US and EU agriculture differ in many aspects. The difference in the 
average farm size is striking. In 2007, the size of the US farm was 169 hectares against 
13 hectares in the EU-27 and 22 hectares in the EU-15. The US average farm size has 
barely changed in the last decades while average farm size has been increasing rapidly in 
Europe, presumably because EU farms are still far below the optimal farm size. In the 
United States, Total Factor Productivity (TFP) has grown at an impressive rate of 1.9 
percent per annum with no evidence of a decrease in recent years, despite energy price 
shocks, environmental constraints and concerns about exhaustion of TFP gains. On the 
contrary, recent studies suggest that gains in total factor productivity of EU agriculture 
have slowed down in the last years. The US agricultural sector is more oriented towards 
cereals, oilseeds and poultry production while the EU sector is more oriented towards wine, 
fruits and vegetables, milk and pork production. In terms of market shares on international 
markets the EU remains a large exporter of wine, spirits, and some other processed 
products like cheese but otherwise tends to lose market shares. By contrast, the United 
States is still a major actor on world markets of key products even though it also lost some 
ground to South American countries. For both regions agricultural trade is actually quite 
small compared to trade in industrial goods, even though it has frequently been the subject 
of petty commercial disputes between the EU and the United States. 
 
Available data contradicts for large parts of US agriculture the argument of low farm 
household incomes often used to justify farm support policies both in the United States and 
in the EU. From a "parity" point of view, the average farm household income has moved 
from a temporary low of 65 percent of US average household income in the early 1980s to 
130 percent in recent years. In the EU, this comparison is difficult as the last serious 
attempt to compile suitable income data has been abandoned several years ago. While it 
appears that the US taxpayer who funds the farm programs tends to earn less money than 
the average farm household who benefits from it, the corresponding statement probably 
only applies in some EU Member States, but not in all of them. However, the aggregate 
income in the EU is more stable than in the United States, experiencing more extreme 
climatic conditions than are usually observed in the EU. In addition, border protection has 
isolated EU domestic prices from world markets volatility to a greater extent than in the 
United States.  
 
Already the former 2002 farm bill reinforced the "safety net" for farm incomes to give a 
three-tier system of direct payments, countercyclical payments, and marketing loans. This 
three-tier system of support is continued with some amendments in the Food, 
Conservation and Energy Act of 2008 (FCEA). Many provisions of the FCEA go beyond 
the farm policy stricto sensu, and one reason why it got so much support in the Congress is 
that it addressed issues of major interest for delegates from urban areas. The FCEA five 
year budget is likely to reach $307 billion for the 5 year period FY2008-2012 according to 
the Congressional Budget Office (CBO) estimates. More than two thirds of the planned 
budget should support the cost of nutrition programs, and eight percent of the budget is 
allocated to conservation programs.  
 
The changes contained in Title I on the classical three-tier system of farmer support are 
moderate. Noteworthy are a revision of price support for some commodities (more often 
upwards than downwards), the creation of a new revenue support program (ACRE), 
changes in the crop insurance programs, larger milk quantities eligible for payments, and 
new provisions for disaster assistance and an additional sugar-for-ethanol program 
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supporting sugar producers. Subsidies to farmers are likely to be higher than in the past 
even though the level of future farm support is difficult to assess, since it will depend on 
prices and yields. The FCEA includes at least some $42 billion in projected spending for 
supporting commodity crops (FY2008-2012), plus some $21 billion for insurance subsidies, 
also supporting farmers. Furthermore, there are authorized discretionary programs not yet 
included in these estimates. Overall, farm subsidies are unlikely to fall short of the previous 
farm support program budget.  
 
Nonetheless, the level of support to agriculture remains much higher in the EU than in the 
United States, in absolute terms as well as in percent of the value of production. However, 
since 1992, the EU has consistently moved towards decoupled, fixed payments, while the 
United States have veered away from the decoupling idea after the bold FAIR act of 1996. 
The price linkage of countercyclical payments introduced after the FAIR act contradicts the 
decoupling idea. However, this holds even more for the new revenue support program 
(ACRE) that re-links payments to current area use. 
 
The US Government has also promoted ambitious crop insurance and disaster payments to 
cope with risk. As a result, the safety net for farmers has been reinforced and put on a 
more solid footing with a permanent disaster program (SURE) replacing former ad hoc 
emergency supplemental appropriations. No such policy has yet been implemented at the 
EU level in spite various intervention prices being either dismantled or rendered inactive. 
Direct payments are seen as a sufficient cushion of farm income variations. Debates during 
the Health Check saw proposals for funding some large scale crop insurance programs with 
the EU budget, but because of the budgetary consequences and sensitivity of reforms that 
might modify net contributions to the EU budget, this issue has been left to the national 
level, albeit with the freedom to reallocate some of the EU direct payment budget under the 
voluntary modulation (Article 68). In moving away from countercyclical and coupled 
support like variable levies and export refunds the EU has fulfilled WTO commitments, 
prepared future agreements and reduced economic costs of its stabilisation instruments. 
Other reasons to refrain from large scale stabilisation instruments are the fixed, pre-
defined financial limits of the EU budget which cause difficulties for programs with rather 
unpredictable cost. Finally, countercyclical payments or safety net systems are complex to 
manage and ill-suited for small farms characterizing the structure in some New and 
Mediterranean Member States.  
 
In terms of stakeholder impacts a large part of FCEA provisions apparently intend to 
increase or stabilise farmers’ incomes. However, a significant share of US farm subsidies 
benefits landowners as well as suppliers of other farm inputs. Several authors have 
therefore concluded that acknowledging all market adjustments in the long run, farmers’ 
income are not significantly raised by support and that production would remain relatively 
untouched if commodity programs were completely abolished. They also do not benefit 
consumers, except in the case of sugar and cotton.  
 
Programs for consumers. Additional food stamp benefits included in the FCEA make the 
program accessible to a larger number of households and support the distribution of fresh 
fruits and vegetables. They account for most of the increase in the planned budget 
compared to the 2002 Farm Bill. Large programs that stimulate demand for agricultural 
products like the nutrition programs, but also food aid and biofuel subsidies, help farmers 
in an indirect way. The focus of the FCEA on domestic food programs is a striking difference 
to the CAP. Comparisons are difficult, because EU social programs do not rely on food 
stamps and are under the competence of Member States rather than being centralised. 
However, we may note that there is no equivalent to the new US nutrition programs in the 
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EU where programs providing food to charity organisations are very limited. The FCEA also 
dramatically increases the funding for fresh fruits and vegetable programs in schools, using 
both subsidies and regulations. It also includes nutrition monitoring and demonstration 
projects to evaluate obesity strategies. There are several initiatives to promote healthier 
food in schools, including whole grain products as well as fruits and vegetables. Further, 
some authorities are established for school programs to use geographic preferences for 
locally grown agricultural products. Such issues are largely under the authority of Member 
States in the EU, but recent EU initiatives show that some concerns are rather similar on 
both sides of the Atlantic.  
 
External food assistance. In spite of requests by the US administration, the FCEA has not 
introduced a reform of the US food aid programs that would have increased efficiency to 
address emergency situations, and be less dependent on political conditions. All the 
criticisms regarding adverse effects of the US food aid program continue to hold. US food 
aid will still be provided mostly in kind, relying almost exclusively on US products. 
However, at least in terms of declared objectives there has been an improvement: market 
opening is not a posted objective of food aid anymore. Furthermore, a small pilot program 
has been initiated to purchase local food in developing countries during food emergencies. 
These are quite small first steps. On the contrary, the EU policy has already been reformed 
many years ago towards more financial aid and local purchases, which results in improved 
cost efficiency as well as benefits for local producers.  
 
In terms of rural development, several titles, including the one on rural development per 
se, include provisions that go beyond the farm sector, such as infrastructure, waste 
disposal, rural credit, local industries, health care services etc. In this respect the scope is 
wider than under Pillar II of the CAP where accepted national programs have a major 
agricultural linkage. In the FCEA, with the exception of the nutrition programs, the larger 
budget endowments still focus on farmers. Programs targeting other rural stakeholders are 
often endowed with a few million dollars, while farm programs often include billions of 
dollars. The FCEA introduces new provisions regarding credit, but again, mostly focussing 
on farmers. However, the overall US rural development policy beyond the FCEA 
traditionally has a much broader perspective aiming at general improvements of rural 
infrastructure. The objectives are comparable to the EU programs for rural regions under 
the structural funds. 
 
US Farm bills, just as the CAP, also relate to wider societal concerns than immediate 
stakeholder impacts. Conservation is a major component of the FCEA in budget terms. The 
programs are ambitious and account for a significant share of the budget, even though they 
go beyond the agricultural sector. The FCEA provisions in this area slightly reduce funds to 
the Conservation Reserve Program (CRP) providing well recognized environmental benefits, 
but expands other programs that rely on "working land", i.e. that do not involve setting 
aside land like the CRP. In particular, there is a new emphasis on wetlands and water 
protection. In the EU, the Health Check agreement has also lifted some of the supply 
control instruments, including compulsory set aside and dairy quotas. The move from idling 
land to developing conservation programs that are compatible with agricultural production 
can be seen as a reaction to the recent world market prices and the wish to maintain the 
possibility of a quick production response, should prices peak again. But this move is also in 
line with a more focussed environmental policy. US conservation programs are often better 
targeted at environmental objectives compared to the broader EU programs. Even though 
they are not perfect, some mechanisms that have been implemented to design CRP 
payments could be inspiring for EU agri-environmental schemes, in particular as far as 
contract design and resource allocation are concerned.  
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There is a significant effort in the FCEA to support organic production, but also locally or 
regionally produced agricultural food. Some of the funds will be used to educate the public, 
to support farmer's markets, agri-tourism and other direct producer-to-consumer 
enterprises. The support of organic farmers includes, for example, coverage of a large 
share of the costs incurred by the organic certification process. There is also some funding 
for organic marketing data collection and publication that might help consolidating a supply 
chain for organic products. A limited budget is also allocated to support the organic 
agriculture research and extension initiative. Like in the EU, where legislation on organic 
product has recently been amended, the new FCEA provisions show an evolution that 
attempts to take into account the demands of a growing minority of consumers. 
 
Consumer concerns apparently differ on both sides of the Atlantic, as suggested by the 
emphasis that consumers organisations put on microbiological safety in the United States, 
and on genetic engineering in the EU. The FCEA includes several changes affecting food 
safety programs. In particular, these relate to intensified inspections for some fish 
products, revisions in the inspection of meat and poultry plants, mandatory notifications of 
potentially adulterated or misbranded products, etc. Several specific research programs 
also focusing on food safety are implemented or expanded under the FCEA. Title XIV 
includes provisions regarding agricultural security, in particular for the control of animal 
diseases such as Food and Mouth Disease, as well as provisions against agroterrorism and 
for biosecurity.  
 
Regarding animal welfare, there are only few additions in the FCEA. The amendments of 
the Animal Welfare Act mostly deal with increased penalties for violations, as well as 
provisions regarding the prohibition of dog fighting and more stringent conditions on using 
animals for medical research. As in several other aspects, the US set of regulations is 
perhaps less stringent than in the EU, where animal welfare has become a major concern. 
However, US producers must also deal with state level legislation. 
 
Climate change and biofuels. The FCEA only addresses climate change through forestry and 
biofuel programs. Most of the US biofuel policy is defined in the energy legislation. 
However, the FCEA has been used by Congress as a way to amend existing legislation. The 
new and revised programs expand the provisions of the previous Farm Bill in terms of 
renewable energy investment in technologies, new feedstock and facilities. The focus is on 
research and development through the Biomass Research and Development program, as 
well as on loan guarantees to produce biofuels and to invest in renewable energy systems. 
However, the FCEA includes a significant modification of the US biofuel policy, with more 
money and a higher credit for advanced (cellulosic) biofuel, and a lower tax credit for 
traditional ethanol.  
 
WTO compatibility of the FCEA. Even though the US Administration attempted to make 
the US Farm Bill more consistent with the US obligations under the WTO, Congress 
designed the FCEA with little consideration for the WTO, let alone for the ongoing Doha 
round. It is difficult to assess whether the FCEA provisions, and in particular the new 
payments under ACRE will lead the United States to exceed its current commitments. Much 
depends on the way the various policies are classified, which in turns depends on panel 
rulings and future challenges. Much also depends on world market and productivity 
developments, given that the instruments that are most likely leading to a large level of 
support are based on market prices and yields. Several US policies could be challenged by 
third countries even independently of the FCEA. However, the latter has done little to 
reform controversial policies and to prevent disputes, except perhaps in the export credit 
guarantee programs which were amended in view of greater compatibility with WTO rules. 
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Most of the simulations that have been carried out suggest that the FCEA provisions should 
be consistent with the current WTO obligations. However, if a period of low prices were to 
follow the current one of high prices, ACRE payments could increase considerably, 
exceeding $10 billion for a given year in extreme scenarios. It is safe to assume that ACRE 
payments are considered as product specific amber box support. High ACRE payments 
topping up other product specific payments, could lead to an overrun of the US WTO 
commitments. While the probability is perhaps low that prices behave in such a way, and 
while the use of a moving average reference in the calculation of ACRE payments ensures 
that payments would be phased out after only a few years of low prices, the possibility 
exists that the United States violate WTO commitments after the FCEA.  
 
The probability that the FCEA is going to be inconsistent with the provisions of a future 
WTO agreement as drafted in the Doha negotiations is high. The exact content of a future 
Doha agreement is still a matter of negotiation. The proposed modalities include some 
provisions that provide some degree of freedom for the US in terms of classification of its 
policies. However, the large cuts in the product specific and aggregate AMS would make it 
more likely that the FCEA the US to exceed the potential ceilings that have been tabled at 
the end of 2008. In such a case, there is little legal commitment that would indicate that 
the United States will amend its legislation to comply with international commitments. 
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Introduction 
 
Since 1933, the United States (US) government has enacted a new Farm Bill about every 
five years.2 US farm bills include comprehensive legislation covering a range of "titles" or 
sets of activities addressing the farm and food sector in some form. The 2008 Farm Bill 
covers commodities, conservation, trade, nutrition (including the large US welfare 
programs based on food stamps and foreign food aid), credit, rural development, research, 
forestry, energy, crop insurance, commodity futures, trade and taxes provisions. 
 
The 2008 Farm Bill adopted by the Congress was vetoed twice by President Bush before 
becoming law on June 18 2008. Once enacted, the 2008 Farm Bill has become the Food, 
Conservation and Energy Act (FCEA). It sets down the policies and settings to apply from 
2008 to 2012. The FCEA came into force by the middle of 2008, even though for some of 
the provisions, the administration is still putting together regulations and guidelines for 
practical implementation. 
 
The FCEA continues and in some cases modifies existing programs. It is more 
comprehensive than the previous law, i.e. the 2002 Farm Security and Investment Act 
(FSRI). While the latter included only ten titles, the FCEA added five more, including some 
provisions that go way beyond the agricultural sector as well as some measures tackling 
particular regional or local issues. The new provisions of the FCEA include programs for 
horticulture, livestock, specialty crop, organic production, new provisions to address 
sanitary inspection and country-of-origin labelling, and programs for beginning and socially 
disadvantaged farmers. 
 
The FCEA five year budget is likely to reach $307 billion for the 5 year period FY2008-2012 
according to the Congressional Budget Office (CBO) estimates. The FCEA budget is larger 
than the 2002 legislation, which already provided additional spending of more than $50 
billion compared to the 1996 Farm Bill. In fact, the overall cost of the FCEA is difficult to 
predict as payments under several large scale programs depend on world prices and 
natural conditions, e.g. support indexed on market prices and yields, new insurance and 
disaster related payments. The FCEA authorizes discretionary programs that require an 
appropriation of funds which are not reflected in the CBO figures. 
 
Only a fraction of this large budget directly targets farmers. Indeed, more than two-thirds 
of the planned budget is intended for nutrition programs, and eight percent of the budget 
for conservation programs. The food stamp program under the "nutrition" title accounts for 
the largest share of the overall budget. The new programs that fund additional food 
stamps, benefitting a larger number of households and supporting the distribution of fresh 
fruits and vegetables, account for most of the increase in the planned budget compared to 
the 2002 Farm Bill.  
 
However, subsidies to farmers are also likely to be higher than in the past. Changes 
compared to the 2002 legislation include modifications in the price support for some 
commodities (with an increase of administrative prices except for a few commodities such 
as cotton), the creation of a new revenue support program, changes in the crop insurance 
programs, larger milk quantities eligible for payments, and new provisions for disaster 

                                                 
2  Previous legislations were enacted, for example, in 1977, 1985, 1990, 1996 and 2002. The recent Farm Bill 

was six month past due and required an extension of the previous legislation beyond its scheduled validity 
because of the difficulty of finding a political compromise within the Congress. 
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assistance. Several of the new instruments overlap and the calculation of some of the 
payments for revenue insurance as well as disaster insurance are very complicated, 
especially given that farmers have the choice between enrolling in the new programs or 
staying with previous support. As a result, the level of future farm support is difficult to 
assess, and it will depend on prices and yields. However, the FCEA budgets at least some 
$42 billion in projected spending for supporting commodity crops (FY2008-2012), plus 
some $21 billion for insurance subsidies, which also provide a significant support to 
farmers. Overall, the level of farm subsidies will probably be at least in the continuation of 
the previous farm support program budget.  
 
If the provisions of the FCEA seem roughly consistent with the current World Trade 
Organization (WTO) discipline, US legislators have made little effort of making the US farm 
policy consistent with the discipline that is likely to result from a potential agreement under 
the Doha round of negotiations. Several of the new programs transfer income to producers 
in a way that clearly depends on market conditions. While it is still unclear how the United 
States will notify these  new programs to the WTO, a conflict with future WTO provisions is 
not unlikely.  
 
One of the purposes of the report is to explain and assess the new provisions, in 
comparison with the Common Agricultural Policy (CAP) and to draw conclusions regarding 
the consequences for the EU, in particular through the new challenges that the FCEA raises 
in the multilateral arena. Section 1 starts with a reminder of the structure of US agriculture. 
Section 2 provides a brief presentation of the different components of the new US 
agricultural legislation. Section 3 assesses the consequences of the FCEA in comparison 
with the CAP Health Check. Section 4 focuses on the impact of the new legislation on the 
US commitments under the WTO. Section 5 concludes. 
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1. The US Agricultural sector 
The US agricultural sector is heavily supported. Support of US agricultural producers in 
recent years ranges from $30 to $40 billion a year (between €25 and €35 billion ).3 Public 
support has long been motivated by the idea that the US farm sector is suffering from low 
prices and low incomes, that the farm population is pressed hard and declining and that 
family farms are squeezed out by large industrial ones leaving a substantial residue of 
bankruptcy and rural poverty (Gardner, 2007a). Statistics, however, give a different 
picture. US agriculture is an aggregation of small farms, large family farms and industrial 
farms, producing a large variety of products using many different technologies. Neither the 
segment of large farms nor the one of small and part-time farms look in a particularly bad 
situation when being compared with other segments of the population. US agriculture 
experienced periods of low prices and poor incomes, but agricultural production has been 
growing consistently for a decade and so have US exports.  
 
1.1. Structures 
Farmland. US farmland amounts to roughly 415 millions hectares, covering 45 percent of 
the US territory. This is twice as large as the EU-27 farmland (192 million hectares), even 
though farmland represents roughly the same share (46 percent) of the total territory. US 
soil is very heterogeneous, and the previous comparison is highly sensitive to the definition 
of farmland.4 The share of arable land in total farm land, in particular, is much lower in the 
United States (43 percent) than in the EU-27 (64 percent) and extensive grazing accounts 
for a large share of US farmland. The surface of US farmland has decreased over time 
(from 447 millions hectares in 1961), but at a slower rate than in the EU. In addition, the 
US cropland area has remained very constant since the 1960. It is mostly grazing land that 
has been abandoned. 
 
Farm population. There were nearly 300 million US citizens in 2005. The US farm 
population5 was 5.6 million. Inside this group, 2.7 million persons pursued a farming 
activity, and farmers stricto sensu represent 1.8 percent of US total active population. By 
comparison, the EU-27 population is close to 490 million and the agricultural population 
close to 26 million. EU farmers stricto sensu (13.2 millions) represent 5.7 percent of EU-27 
total active population. While in some Member States, the ratio is even lower than in the 
United States (e.g. the United Kingdom) farmers account for one third of the population in 
Romania, and more than ten percent in Poland, Portugal, Greece, Latvia and Lithuania. 
Overall, people engaged in farming are nowadays fives time more numerous in the EU 
compared to the United States.  
 
Both in the EU and the United States the farm population has declined rapidly. In 1961, 
farmers represented 6.4 percent of the US active population (i.e. nearly 5 millions) and 26 
percent of the EU population. The decline has been much steeper in Europe, particularly 
during the last decade.  
 

                                                 
3  We refer to the support both from subsidies and price support, as measured by the OECD Producer Support 

Estimate (see details in section 3.3). Note that it is still less than a third of the support granted to EU farmers. 
Also when expressed relative to the value of production, the EU support is much larger than the US one. See 
OECD (2008). 

4  We use the Food and Agriculture Organisation (FAO) definition of farmland.  
5  Again based on the FAO definition, i.e. including retirees. 
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Farm size. There are more farms in the EU-27 than in the United States but their size is 
much smaller on average. Comparisons are difficult because of the lack of harmonization 
regarding what a "farm" refers to. The average physical size also tends to exaggerate the 
difference in economic size (fruits, vegetable and other high output per hectare productions 
account for a larger share of EU production). However, the difference in the average farm 
size is striking. According to the most recent US Census 2007, the size of the US farm was 
169 hectares against 13 hectares in the EU-27 and 22 hectares in the EU-15 (2007 
figures).  
 
The number of US farms amounts to 2 millions in 2007 when relying on the US Department 
of Agriculture (USDA) definition. In 1960 this number was close to 4 millions. From the 
2007 census data, 39 percent of US farms are less than 20 hectares and as a group they 
cultivate 1.8 percent of US farmland. At the other hand of the spectrum, roughly 4 percent 
of US farms have more than 800 hectares and as a group they cultivate 54 percent of US 
farmland. According to Eurostat figures, the number of farms in 2007 amounts to 13.7 
million in the EU-27 and to only 5.7 million in the EU-15 (9.3 millions in the EU-25, the 
number of very small farms in Romania being very large). Some 10 millions of them, 
mostly concentrated in the new Member States, have less than 5 hectares. Less than 0.7 
million farms are larger than 50 hectares in the EU.  
 
Another major difference between the EU and the United States is that the average farm 
size has been increasing rapidly in Europe (at least in the EU-15) over the last 20 years, 
while the US average farm size has barely changed. Indeed, 30 years ago the average US 
farm already had 173 hectares. However, the number of farms with sales over $500 000 
annually quadrupled between 1978 and 2005. Actually, it is the number of farms with sales 
ranging between $25 000 and $100 000 that fell sharply while the number of part time 
farms with less than $25 000 has remained steady6. 
 
It is also noteworthy that the decline in the number of farms has slowed down considerably 
in the United States. In the 1950s and 1960s the number of US farms fell by 3 percent 
each year. By contrast it has declined by only 4 percent during the entire last decade. In 
the EU as a whole, the decline in the farm population continues.  
 
Both the United States and the EU experience an ageing in the farm population. Around 
6 percent of US farms are operated by a farmer under 35 years, while 26 percent are 
operated by a farmer older than 65 years. In the EU, 33 percent of farmers are more than 
65 year old and only 7 percent are less than 35 year old.  
 

                                                 
6  USDA data. Using the official 2005 exchange rate of 1 € = $1.24, the class limits are close to €400 000, €80 

000  and €20 000 respectively. In spite of problems due to exchange rate fluctuations we will usually convert 
with the official exchange rate except where stated otherwise. 
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Figure 1.1. Farm size in the EU-27 and in the United States, 2007 
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Source: US Census 2007 and Eurostat Farm Structure Survey 2007 

 
Part time farming. In the United States, part time farming is widespread, but it is also the 
case in some EU Member States. According to the USDA definition, off-farm income sources 
accounted for 85 to 90 percent of average US farm household incomes in recent years. 
Obviously, this reflects a lot the statistical definition of a farm, which includes very small 
producers: 87 percent of what the USDA defines as farms have less than $10 000 annually 
in agricultural sales (about €8000 at the 2005 exchange rate). Nonetheless, the average 
household income of these farms was $71 000 (€57 000) thanks to off-farm income. At the 
other end of the spectrum, family farms classified by USDA as commercial scale operations 
(those which have $250 000 or more in sales, corresponding to €201 000) earned an 
average of $145 000 (€117 000) from farming plus $46 000 (€37 000) from off-farm 
sources, and these latter farms produce more than two-thirds of US agricultural output. 
 
Comparisons with the EU are difficult because of the different definitions of what is 
intended by "farmer", "income", and the lack of data on off-farm income of farmers in the 
EU public statistics. In the EU-27, nearly one third of the family labour force (holders, their 
spouses and other family members) had another gainful activity, besides work in the 
agricultural holding.7 Having another gainful activity was more frequent among the 
members of the family working on the holding than among the holders and their spouses. 
For 25 percent of the family labour force, the "other gainful activity" as defined by Eurostat, 
was more important than work on the farm. 
 
 

                                                 
7  A holding is defined as a technical-economic unit under single management engaged in agricultural 

production. The Eurostat farm statistical survey covers all agricultural holdings with an utilised agricultural 
area of at least 1 ha and those holdings with less than 1 ha if their market production exceeds certain natural 
thresholds. 
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1.2. Output and productivity 
Farm output. The EU and US agricultural production show very different trends over the 
last few years. Indeed, since 2000 the US volume of agricultural production has been 
growing at roughly 3 percent each year (4 percent for crop production and 2 percent for 
livestock production) while the agricultural production in the EU has not increased 
significantly if the EU enlargement is taken into account. 
 
From an average of about $11 billion at the beginning of the 1930s, the nominal value of 
US agricultural production rose to $280 billion in 2004-2006 (€225 billion). It reached $330 
billion (€241 billion) in 2007, arguably with particularly high agricultural prices this year. 
Preliminary estimates for 2008 show a further increase up to $367 billion (€250 billion). In 
real terms, the US agricultural production increased by 25 percent from 2000 to 2007 
(50 percent in nominal terms). The share of crop receipts has slightly increased over this 
period, from 43 percent in 2000 to 46 percent in 20078. By comparison, the value of EU-27 
agricultural production at producer prices was close to €300 billion in 2000, and reached 
€347 billion in 2007. This revenue growth is thus less spectacular, for a variety of reasons, 
including the evolution of respective currency values. In real terms, the EU-27 agricultural 
production has more or less remained constant between 2000 and 2007. The share of crop 
receipts (between 50 and 53 percent) has exceeded the share of livestock receipts 
(between 40 and 42 percent) in the same period. 
 
The US agricultural sector is more oriented towards cereals, oilseeds and poultry production 
while the EU sector is more oriented towards wine, fruits and vegetables, milk and pork 
production (Table 1.1).  
 

Table 1.1. Composition of US and EU agricultural production 

Average 2000-2007 United States 

(% of value of agricultural output) 

EU-27 

(% of value of agricultural output) 

Cereals 

Oil crops 

Fruits and vegetables 

Cattle 

Milk 

Poultry 

Pig 

13 

7 

12 

18 

10 

10 

5 

10 

3 

18 

8 

14 

7 

10 

Source: ERS, USDA and Eurostat 

 
In the United States, the cereals production (mainly feed grains) represents around 
30 percent of the value of crop production. This is followed by fruits and vegetable 
(28 percent) and oilseeds (15 percent). By contrast, wine, fruits and vegetables account for 
35 percent of the value of EU-27 production, followed by cereals (20 percent). As far as 
livestock production is concerned, cattle production dominates in the United States (around 
42 percent) followed by poultry and dairy (respectively 23 percent and 22 percent) and 
pork production (10 percent). In the EU-27, dairy is the main animal production 
(accounting for 34 percent of the value of animal products) followed by pork (23 percent), 

                                                 
8  US Output data from the Economic Research Service (ERS), USDA, EU data from Eurostat. 
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while beef (19 percent) and poultry (16 percent) production is comparatively much smaller 
than in the United States. 
 
US farmers produced 414 millions tonnes of cereals in 2007, i.e. 18 percent of world cereal 
production. This share has been roughly constant since 2000. The EU-27 production 
amounts up to 266 million tons of cereals, i.e. 11 percent of world production, a share that 
has decreased over time.9 Reforms of the EU farm policy and in particular the progressive 
ending of subsidies that boosted exports are only some of the reasons for the decrease of 
the EU share of world grain production (Table 1.2.). 
 
Table 1.2. Evolution of US and EU-27 agricultural productions and share in world 

productions 

 2000 2007 

 US EU27 US EU27 

Cereals production (MT) 

Share in world production (%) 

342 

17 

278 

13 

414 

18 

266 

11 

Oilseeds production (MT) 

Share in world production (%) 

16.1 

15 

9.3 

8 

15.1 

10 

12.0 

8 

Cattle production (MT) 

Share in world production (%) 

12.3 

21 

8.4 

14 

12.0 

19 

8.1 

12 

Milk production (MT) 

Share in world production (%) 

76 

13 

155 

27 

84 

13 

152 

23 

Poultry production (MT) 

Share in world production (%) 

16.4 

24 

10.6 

15 

19.5 

23 

10.4 

12 

Pig production (M Head) 

Share in world production (%) 

59 

7 

160 

18 

62 

6 

161 

16 

Meat production (MT) 

Share in world production (%) 

37.6 

16 

43.1 

18 

41.8 

15 

42.2 

15 

Source: FAOSTAT 

 
The US oilseeds production amounts to 151 millions tonnes in 2007, i.e. 10 percent of 
world production. The EU-27 oilseeds production has been increasing over the last years 
and now amounts to 119 million tons (i.e. 8 percent of world production). While the EU 
share is rather constant, the US share has declined significantly (from 15 percent in 2000). 
The United States has lost market shares of soybean to South American countries over 
time. There has also been a major shift in 2007 in the US allocation of land in favour of 
cereals and to the detriment of oilseeds, to some extent following the biofuel boom.  
 
Both the US and EU-27 beef production has slightly decreased between 2000 and 2007 
period. However, the EU has reduced its production more sharply and has shifted from a 
significant net exporter to a significant net importer of beef in a very brief period of time. 
The US dairy production has increased significantly over the last few years while the US 
share in the world production has remained constant. The EU production has decreased 
                                                 
9  Production figures including world production are based on FAOSTAT. 
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slightly, and the European leadership in the world market has been significantly eroded, 
given the ceiling in production imposed by the EU quota regime and some cut in export 
refunds.  
 
The US poultry production has kept increasing over the recent period, and its share in a 
growing world production has remained constant. The EU production has gone down, due to 
the tough competition with Brazilian and US poultry on third markets as well as on the 
domestic market, the sharp reduction in EU export subsidies, the higher cost of feedstuffs 
as well as stringent technical regulations. Both the US and the EU pork production has 
increased at a slower pace than the world production. If we consider the aggregate meat 
production, the US output has increased since 2000 while the EU output has decreased 
significantly. As a result, the US production is now rather similar to the European one. 
 
Inputs and productivity. An increase in agricultural output can stem from increased use 
of fixed inputs, such as land and self-employed labour, and intermediate inputs, such as 
chemicals and other materials, or from an increase in productivity. Increasing productivity 
is critical for the economic viability of the farm sector given the links between productivity, 
per-unit costs of production and net returns, and competitiveness.  
 
The use of material inputs (fertilizers, fuels, purchased feed additives) has doubled since 
1950 in the United States. Nonetheless, the aggregate input index has been roughly 
constant, with labour being replaced by materials and capital over time. At the same time 
agricultural output has continued to grow at a steady rate, such that Total Factor 
Productivity (TFP) has grown at an impressive rate of 1.9 percent per annum with no 
evidence of slowing down in recent years, despite energy price shocks, environmental 
constraints and concerns about exhaustion of TFP gains attributable to earlier 
breakthroughs in improved hybrid seeds and other innovations. So far continued advances 
in genetics, livestock management, capital equipment, and economies of scale seem to 
have kept the real cost of US farm products on a downward path (Gardner 2008). These 
cost declines have been largely reflected in lower prices of farm products and hence lower 
costs of raw materials for foods. While the average price of farm products rose by 1.2 
percent a year between 1978 and 2006, the overall price index in the economy (GDP 
deflator) rose at an annual rate of 3.1 percent. Hence, the real price of agricultural output 
fell on average by almost 2.0 percent during this period –basically the same as the rate of 
TFP growth. 
 
Recent studies suggest that gains in total factor productivity of EU agriculture have slowed 
down over the recent period (see Butault 2008; Newman and Matthews 2007). There are 
fears that a sustained gap in productivity growth between the EU and other countries might 
result in a degradation of competitiveness and the trade balance. It is unclear to what 
extent the EU productivity slowdown is caused by the recent CAP reforms. Productivity 
figures might reflect the sluggish adjustment in inputs to policies that have provided 
disincentives to increase output, such as the recent decoupling of direct payments. 
Therefore, this might only be a short term effect. Still the observed trends may also reflect 
a decreasing rate of technical change, and a slower adoption of innovations, such as 
genetic engineering or new farming practices. 
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1.3.  International trade 
Imports and exports. US agricultural exports have significantly increased over the last 
years, from $50 billion in 2000 to $90 billion in 2007 and preliminary estimates of $107 
billion for 2008 (source USDA). Over the same period, imports have increase from $41 to 
$77 billion in 2007. However, the US agricultural trade surplus has declined from 2000 to 
2006 and it is only recently that exports have surged because of higher prices. Exports of 
bulk commodities (cereals, oilseeds, tobacco and cotton) account for around 40 percent of 
US total agricultural exports ($36 billion in 2007). US imports of agricultural products 
mostly include high value products, in particular wine and spirits10.  
 
According to Eurostat figures, EU-27 agricultural exports have also increased in recent 
years, from €51 billion in 2000 to €69 billion in 2007. In the same time, imports have 
increased from €55 billion to €77 billion. So the EU-27 agricultural trade balance has 
remained negative since 2000. The net agricultural and food deficit of the EU-27 has 
reached €8 billion in 2007 while the United States experienced a net surplus of $13 billion.  
 
Figures 1.2. and 1.3 show the structure of net agricultural trade for both the EU and the 
United States for the 23 main agricultural chapters as well as cotton and silk. The US 
agricultural trade surplus arises from trade in bulk commodities, while this is the area 
where the EU trade balance deteriorates. The EU-27 is a major net exporter of beverage 
products (more than €10 billion trade surplus) and of dairy products (more than €4 billions 
of trade surplus). By contrast, the EU-27 is a major net importer of fruits and vegetables 
(more than €10 billions of trade deficit) and oilseed products (more than 4 billions of trade 
deficit). 
 
Evolution of EU and US net trade positions. The US exports of cereals have been 
increasing in spite of a growing share of the US corn production that now partly goes into 
the domestic ethanol market. In 2007 the US had roughly 90 millions tonnes of net exports 
of cereals, accounting for 70 percent of world net exports of corn and 35 percent in the 
case of wheat11. By contrast the EU-27 net export of cereals has been decreasing and the 
trade balance has even been negative in recent years. 
 
The United States has lost its leadership as an exporter of oilseeds and oilseeds products, 
i.e. oil and cakes. Net US exports of soybeans still amount to 27 million tons (37 percent of 
world trade) only second after Brazilian exports (30 million tons). The EU-27 has long been 
a large importer of oilseed cakes, and it has recently become an importer of soybean and 
rapeseed oil, in particular because of its biofuel program that has boosted the demand for 
vegetable oil in the EU. 
 
The United States has long been a net importer of sugar. Over the recent period, US sugar 
imports have been quite stable, but there is a prospect of increased imports in particular 
because of trade provisions with Mexico and the Caribbean basin. The EU was the second 
largest exporter of sugar a few years ago, but it has now become a net importer due to a 
series of policy measures (duty free access for sugar originating in Least Developed 
Countries, end of subsidies for re-exportation of sugar imported under the Africa-
Caribbean-Pacific preferences, ruling that the over-the-quota sugar was de facto cross-

                                                 
10  US trade data are from the ERS, USDA. 
11  Net trade data information is based on FAPRI (http://www.fapri.iastate.edu/outlook2008/), given a suitable 

aggregation for this overview in this source.  
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subsidized and therefore exceeded the WTO ceilings, etc.). This has resulted in a reform of 
the EU sugar market that has encouraged large cuts in production in high cost areas. 
 
The United States tends to export less beef, facing competition of Latin American exporters. 
The EU-27 has now become a significant net importer of beef. The EU-27 remains a major 
net exporter of pork but has been losing ground compared to the United States, Brazil and 
Canada. Currency rates, the cost of animal feed and possible extra costs caused by stricter 
environmental standards are often mentioned by French and Danish producers. The US 
exports of pork have almost caught up with the EU ones that were much larger a few years 
ago. In 2008 the US net exports were 1.1 million tonnes, compared to 0.2 million tonnes 
ten years before. The US net trade surplus in poultry meat is also increasing. The United 
States is now the second largest exporter of poultry meat after Brazil, while the EU was 
leading the market in the previous decades. The EU exports went down following cuts in 
export refunds budgets. EU producers also blame differences in technical standards and 
animal welfare regulations, particularly in the egg/ovoproduct sector. 
 
The US net trade position is improving for dairy products. The net imports of butter and 
cheese have recently declined, with the help of a weaker dollar, and the net exports of 
skimmed milk powder have increased. The United States is now the second largest exporter 
(26 percent of the world market) after New Zealand (30 percent) and before the EU-27 
(12 percent, 2007 figures). EU exports of bulk dairy products are going down but exports of 
cheese have been increasing. Once having been the largest exporter of butter and milk 
powder, the EU is now a much smaller actor on the world market. The limitation of 
production under the quota regime and the progressive reduction of export refunds are the 
main explanations for this development. 
 
In brief, the EU remains a large exporter of wine and spirits and increases its exports of 
cheese and some other processed products. For all other commodities, the EU is becoming 
a smaller exporting region on agricultural world markets. The United States is still a major 
actor on world markets of arable crops, even if US exports have been losing some ground 
compared to the South American exports. The growth in US exports of pork and milk 
products has been impressive over the last few years (Figure 1.3.).  
 
Bilateral trade between the EU and the US. Regarding the bilateral trade between the 
EU-27 and the United States, agricultural trade should be put in perspective with the large 
bilateral trade in industrial sectors: the sum of all US exports in the 24 statistical chapters 
corresponding to agricultural, food and fisheries products amounts to only 27 percent of the 
US exports in one single industrial sector, the mechanical sector.12 For the EU this figure is 
only 21 percent. That is, agricultural trade, which consistently leads to petty commercial 
disputes between the EU and the United States, is actually small compared to trade in 
industrial goods. 
 
Figure 1.4. shows the EU-US trade in the agricultural sector, by statistical chapter. The 
main EU exports to the United States are by far wine and spirits. US agricultural exports to 
the EU-27 are mainly fruits, including citrus and fruit juice, oilseed products (cakes and 
feedstuffs) and cereals. 
 

                                                 
12  More precisely, bilateral trade under the statistical sector 83 in the Harmonized system, i.e. "nuclear reactors, 

boilers, machinery and mechanical appliances; parts thereof", is much larger than the whole bilateral trade in 
agricultural and food products, by a factor of four. 
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Figure 1.2. US external trade in agricultural and food products, 2007 
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Figure 1.3. EU external trade in agricultural and food products, 2007 
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Figure 1.4. Transatlantic trade in agricultural and food products, 2007 

 
Source: Eurostat, COMEXT  

1.4. Consumption 
Consumption patterns differ between the EU and the United States, but the trends are 
rather similar for most products. One exception is that the per capita consumption of 
poultry meat keeps increasing in the United States, which is not the case in the EU-27. 
 
In 2007 the expenditure of US consumers in food products amounted to $997 billion 
(€ 727 billion). Food purchases represented 9.8 percent of consumer's disposable income. 
The share of food in total expenditures has been declining for decades, following the long 
term decline in real food prices. But over the recent period it seems to have stabilized (food 
represented 9.9 percent of disposable income in 2000). A significant trend is the relative 
increase in food consumption away from home. The budget devoted to the latter amounts 
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to an impressive 42 percent of the value of food expenditure by final consumers13. In the 
EU-27, the food consumption budget was €800 billion in 2007, representing 11.5 percent of 
total household expenditure. This average includes significant differences across member 
states (source Eurostat). The share of food expenditures in disposable income has gone 
down more rapidly in the EU than in the United States over the recent years (still being 
11.8 percent in 2000). 
 
According to FAO data, the average daily caloric intake per person increased from 3 634 
kilocalories (kcal) in 1994 to 3 753 kcal in 2003 in the United States. The average daily 
protein consumption per capita also slightly increased, from 112 to 114 grams over the 
same period, and the average daily fat consumption per capita increased from 143 to 155 
grams. For EU-25, the change over time may have been influenced by the transition 
process in the New Member States, but FAO reports an increase from 3187 kilocalories in 
1994 to an average intake of 3353 kilocalories in 2003, from 96 to 100 grams of protein 
and from 117 to 123 grams of fat for EU-25 in the same period. That is, while the average 
intake in both regions exceeds, what is generally seen as the standards for a healthy diet, 
US consumers' intake seems to be even higher.  
 
The average meat consumption per capita in the United States is going up, mainly due to 
increasing poultry consumption. Overall, US meat consumption (of beef and veal, pork and 
poultry products) was on average 117 kg per capita in 2007. According to FAPRI data this 
figure is much lower in the EU, i.e. around 76 kg. It has increased by about 2 kg both in 
the EU and in the United States since the year 2000. Note, however, that the average meal 
of a US consumer includes much more beef and poultry than in the EU, where pork is more 
important. In both regions, the average per capita consumptions of dairy products follow 
similar trends, i.e. positive for cheese, stable for butter and negative for fluid milk. 
Consumption of sugar is declining in both regions while vegetable oil consumption is 
increasing.  

1.5. Farm income 
If we consider national accounts, i.e. subtracting cost of purchased inputs, depreciation and 
payments to hired labour from farm receipts, the overall US net farm income reached $86 
billion (€ 63 billion) in 2007. This national net farm income greatly varies from year to year. 
For instance, the figure was less than $40 billion (€ 42 billion) in 2002. The average 
nominal net US farm income from 2000 to 2007 is $64 billion (€58 billion). The USDA 
annual publication on farm income concludes that, since 2004 "this has been a period of 
exceptional earnings for US agriculture". The year 2007 was particularly record breaking 
(Harris et al. 2008b, ERS 2008c). 
 
Comparisons between the EU and US farm income run into difficult statistical problems and 
exchange rates fluctuations. If we use Eurostat purchasing power parities (PPP) for 
conversion, the EU sectoral income is roughly 47 percent larger than the US one on 
average (2000-2007). With official exchange rates EU income is only 37 percent higher. 
However the farm population in the EU is nearly five times larger. The ratio of the net farm 
income in total income (market receipts plus direct payments) is slightly higher in the 
United States (25 percent) than in the EU, suggesting a rather similar rate of profitability. 
Obviously, such aggregate figures mask heterogeneity across sectors, farm size and 
location. The US agriculture seems on average more profitable per labour unit (measures in 
person equivalents or annual work units) than most EU members (Figure 1.5.). But again, 
                                                 
13  Information on US consumer expenditure is available from USDA. 
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the EU data on annual work units suffer from inaccurate recording and crude conventions in 
many Member States (e.g. for estimates of the spouse work) and hardly give a reliable 
image of part-time labour.  
 

Figure 1.5. Farm income per capita in Euros, United States and selected EU 
members 
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Source: ERS-USDA and Eurostat figures from sectoral accounts. Note that the definition of the farm income is not 
fully comparable between the EU and the US. US dollars are converted to euros with the official exchange rate. 
 
 
The aggregate income in the "EU-27 farm" is more stable than the US one. Over the period 
2000-2007, the coefficient of variation of nominal net farm income was 0.27 for the United 
States and 0.05 for the EU-27, showing a greater exposure of US farmers to the volatility 
of yields. Indeed, the US climate is more continental than the average EU one, and shows 
more extreme climatic conditions. In additions higher degree of border protection isolates 
EU domestic prices from world markets volatility to a greater extent than in the United 
States (Figure 1.6.). 
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Figure 1.6. Level and changes in EU and US net farm income 
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Source: ERS-USDA and Eurostat. Note that the definition of the farm income is not fully comparable between the 
EU and the US. To avoid interference with exchange rate fluctuations, no conversion has been applied here. 
 
Farm incomes can also be approached from a microeconomic side, but cross-country 
comparisons run into even larger methodological difficulties than comparisons based on 
national accounts.14 In the United States, the average farm household income from farm 
sources was $11 159 (€8 142), while the income from off-farm income was $72 463 (€52 
873). One explanation for this figure is that the USDA defines a farm as "any place from 
which $1 000 or more of agricultural products were produced and sold, or normally would 
have been sold, during the year" and this includes many small farms where agriculture is 
only a marginal additional income. Indeed, family farms classified by USDA as commercial-
scale operations (those which have $250 000 or more in sales, i.e. more than €182 000 at 
the 2007 exchange rate) had an average income of $205 000 (€150 000) in 2007, 71 
percent of it coming from farming. This income experienced a 21 percent growth between 
2006 and 2007 (Covey et al. 2007, pp 50-56). 
 
One useful benchmark for the income of farm households is the average household in the 
country. The average income of farm operator households in 2006 was $77 654 (€61 846) 
compared to the average income of all US households of $66 570 (€53 018). The 
                                                 
14  In the EU-27 the Farm Accounting Data Network provides information on farm income, but only for those who 

are not operated by a part time farmer. Furthermore, the sample is not representative except in a few 
member states (participation is voluntary and there is a strong bias against very small and large farms). In 
the United States, the national survey is not on incomes, but on inputs and productions, and farm costs and 
revenues are then constructed using a computerized budget generator, making comparisons with the EU 
difficult. In addition, the methodology is also different, especially regarding the valuation of the cost of 
primary factor and the depreciation of buildings and equipments. Finally, agricultural incomes are not 
particularly relevant, given that many farm households have extra revenue, because of part time farming, off-
farm activity of the spouse, social payments etc. As an example, it is estimated that only 30 percent of the 
income of an agricultural household in Ireland comes from farming (Eurostat). For the US it is on average 13 
percent (USDA). 
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respective median incomes are $54 835 (€43 672) and $48 201 (€38 389)15. That is, 
income of farm households exceeded that of all US households – for median household 
income by 14 percent and for average household income by 17 percent. Farm household 
incomes are highly variable through the years, primarily due to the year-to-year volatility 
of farm income. Nonetheless, for every year since 1996, the average income of farm 
households has exceeded average US household income.  
 
There is one category of farms in the USDA classification, called "limited resource farms" 
which have low incomes from off-farm sources, with a farm income that is on average 
negative. Apart from these, the other 90 percent of US farm households are doing well 
economically, either from farm or off-farm income sources (Gardner 2008; Sumner 2007; 
Harris et al. 2008b, ERS 2008c). 
 
In the EU, this comparison is made difficult by the lack of suitable data. However, the 
specific studies that have been carried out in the early 2000s show that the situation is 
very different across Member States. A large Eurostat project that matched farm and non 
farm income data concluded that on average in the EU-15, average income per household 
in agriculture was in line with the average household income in the EU, and lower on a per 
family member basis, due to a larger number of people in agricultural households (Hill, 
2002). There were large differences across member states, with agricultural household 
income higher than the average in the United Kingdom and lower than average in countries 
like Portugal and Germany. This project was nevertheless discontinued and these 
comparisons are now impossible due to the lack of data that needs to be put together. 
Since 2002, the farm income has gone down significantly, except in 2006-2007 where it 
experienced a rebound. One may speculate that, unlike in the United States, agricultural 
households in the EU still have on average a lower income than the rest of the population. 
While it appears that the US taxpayer who funds the FCEA tends to earn less money than 
the average farm household who benefits from it, the corresponding statement probably 
only applies in some EU Member States, but not in all of them. 

1.6.  Inflation and macroeconomic variables 
Like in other sectors EU and US exports of agricultural and food products are deeply 
affected by exchange rates and macroeconomic factors. The recent economic crisis and the 
fundamental imbalances in the US budget and current account have led to a depreciation of 
the US dollar relative to the Euro over the recent period. The prospects of low rates for 
stimulating the economy and a possible diversification of their assets by third countries 
make a sustained recovery of the US dollar in the coming years rather unlikely. At the 
sectoral level, a depreciation of the currency shows some similarities to a joint policy of 
tariffs and export subsidies in the short run even though this is less true in the long run 
(Rodrik 2008, Staiger and Sykes 2009). This is a matter of deep concern for the EU 
agricultural sector. While predicting future exchange rates is always risky, long term 
indicators such as the equilibrium exchange rate or the purchasing power parity approach 
suggest that in the longer run, exchange rates could be between 1.2 and 1.5 dollars per 
euro (Benassy-Quéré et al. 2008). Such rates suggest that the dollar is structurally weaker 
than during the previous decades, and that the US agricultural sector is likely to enjoy an 
easier access to foreign markets, while facing high prices for imported inputs, in particular 
petroleum products and some fertilizers.  
 

                                                 
15  Figures from Covey et al, 2008, p 60. Corresponding 2007 data are still incomplete. 
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The US inflation rate has been higher than in the EU since 2001, with an exception in 2002 
whereas up to 2000 EU inflation was often higher. In line with these differentials the PPP of 
the United States compared to the EU-15 slightly declined until 2000 and then increased 
again to 1.14 in 2007. In contrast, exchange rate changes have been more distinctive 
(Figure 1.7.). Over the whole period since 1995 the GDP deflator16 increased by 2.2% in 
the United States, by 2.1 % in the EU-15 and by 2.3% in the EU-27 such that the 
differences have been quite small in recent years.  
 
Over the very recent period, the US inflation rate has varied a lot in line with the fall in the 
consumption and the production index. There has been some negative inflation rates during 
the last months (winter 2008/2009). This is mainly explained by the price of commodities 
(the price index excluding food an energy has remained quite constant), but there are 
concerns about deflation in the whole economy through the aftermath of the financial crisis.  
 

Figure 1.7. EU-US exchange rates, purchasing power parities and inflation 
indicators 
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16  Of course, there is no ‘Harmonised index of consumer prices’ available for the United States according to the 

Eurostat methodology such that the comparison is made based on the GDP deflator. Furthermore the PPP for 
the United States is also given for the whole GDP in Figure 1.7. EU-15 is less affected by transition and 
accession effects than EU-27 such that it has been preferred for the medium run comparison.  
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2.  Presentation of the Food, Conservation and Energy 
Act of 2008 

2.1  The 2008 Farm Bill in context 
The origin of the current programs. The FCEA does not fundamentally modify the 
previous farm legislation, maintaining many of the existing provisions. Several of the US 
farm instruments go back to the early farm policies that were implemented during the 
1930s depression, when a large percentage of the US population was still in the agricultural 
sector and had particularly low income. The Agricultural Act of 1949 introduced 
"permanent" farm legislation, building on the provisions of the 1933 Agricultural 
Adjustment Act, which had created price supports and supply control measures for farm 
commodities, as well as the Commodity Credit Corporation (CCC), a government-owned 
and operated entity that was created to stabilize, support, and protect farm income and 
prices. Subsequent farm bills have largely taken the form of amendments to the 1949 
Agricultural Act which included price support and supply controls.  
 
Major inflexions were introduced in the Cotton Wheat Act of 1964 and the Food and 
Agricultural Act of 1965 when support prices ("loan rates", see Box 2.1) were cut by half 
and deficiency payments were introduced. Base acreages by crop were used as a basis for 
computing deficiency payments. They are still used to determine direct and countercyclical 
payments. Eligibility to farm program payments (deficiency payments and loan rates) was 
contingent upon their willingness to limit current production through a crop specific acreage 
reduction program. The 1970 Farm Bill introduced the first payment limits per farm and in 
1973 parity prices were replaced by lower "target prices", reflecting average production 
costs. A second major change of farm policy programs started in 1985 with the Farm 
Security Act. In the 1980s, commodity prices and land values fell under a regime of tight 
monetary policy and US dollar appreciation. Supply controls were restored, implemented 
through annual and long-term acreage idling. Loan rates became flexible, and were 
computed on the basis of previous market prices. Deficiency payments were no longer 
computed using actual yields but using past yields. This introduced first elements of 
decoupling direct supports. During the 1985-1996 period, the nature of the support price 
regime changed towards marketing loans for arable crops and the end of crop surplus 
purchase by the CCC (see Box 2.1). The Food, Agriculture, Conservation and Trade Act of 
1990 confirmed this move towards decoupling of deficiency payments, which were granted 
for only 85 percent of the base acreage, a decision slightly amended in the 2008 FCEA.  
 
A result of these successive farm bills is that most of the government support to US 
agriculture is concentrated on "farm program crops", as well as dairy and sugar. Together, 
these commodities account for 40 percent of the value of US agricultural production but 
receive most of the payments. The other sectors, including beef, fruits and vegetables, 
horticulture, receive less support, even though some sectors are protected by tariffs and 
benefit from demand enhancing programs. 
 
Background on US commodity programs. Program crops include rice, wheat, corn, 
sorghum, barley, oats, upland cotton, peanuts, soybeans and other oilseeds, other feed 
grains, cotton, oilseeds including soybean and peanuts, and, since 2002, protein crops 
including chickpeas, lentils and dry peas. For these products, support to producers has 
mainly taken the form of a minimum price to producers and of various payments. 
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The main innovation of the 1996 Federal Agriculture Improvement and Reform (FAIR) Act 
was to abolish the system of acreage reductions and thus to give nearly full flexibility to 
farmers in terms of production choices (most notable exceptions are for fruits and 
vegetables on the base acreage). The second major change was to remove deficiency 
payments and to introduce Production Flexibility Contract payments. These payments were 
no longer defined with respect to a target price but were largely decoupled from actual 
production.  
 
When farm commodity prices started to fall in 1998, ad hoc legislation raised the flexibility 
contract payments until 2001. Loan rate levels were not adjusted downwards as initially 
specified in the FAIR Act. Loan deficiency payments and marketing loan gains raised 
significantly in this period. Due to a period of low prices and to electoral and political 
challenges at the end of the Clinton presidency, the Farm Security and Rural Investment 
(FSRI) Act of 2002 reinforced the "safety net" of the 1996 farm bill and attempted to shield 
farm incomes from adverse market conditions. Loan rates were set independently of 
market conditions. A three-tier system of support was defined, which is still in place under 
the FCEA, even though some extra provisions were added (see Box 2.1). Target prices 
reappeared and they determined the level of countercyclical payments.  
 

Box 2.1. The three levels of support in commodity programs 
 
Three US programs are designed to support farm incomes: direct payments, countercyclical 
payments, and marketing loans. This three-tier support already existed in the previous 
legislation. It is continued with some slight amendments in the 2008 Farm Bill.  
 
"Direct payments". While there are other forms of direct payments (see below) this 
category includes transfers that are largely independent from price variations and to a large 
extent decoupled from production. The level of these payments is determined by 
multiplying a crop-specific direct payment rate by 85 percent of a farm’s direct payment 
base acres and payment yields (the 85 percent were changed temporarily to 83.3 percent 
under the FCEA, i.e. until 2011). Corn, wheat, soybeans, cotton and rice account for 95 
percent of all direct payments. For these crops, payments total $5 billion per year on 
average over the recent period (Babcock 2007).  
 
Countercyclical Payment Program (CCP). Payments under this program are triggered 
whenever the market price ("season-average" price) is less than the effective target price. 
Effective target prices are the difference between target prices and direct payment rates. 
The CCP payment rate equals the difference between the effective target price and the 
market price, but if market prices drop below loan rates, the latter are used to calculate 
payment rates. The amount of payment equals 85 percent of the product of the payment 
rate, a farm’s program yield, and a farm’s program acreage (the FCEA changes on the base 
acreage do not affect countercyclical payments). It is unclear to what extent these 
payments, which are linked to market prices but decoupled from current production, have 
impacts on planting. 
 
Marketing loan program. The "loan rates" are actually administratively set prices for 
each program crop, which guarantee that unit returns for farmers will be at least as high as 
the corresponding loan rate. Farmers then use the loans to finance their upcoming crops, 
with those crops used as collateral. If the market price for the crop is above the loan rate, 
the producer can repay the loan and keep the balance. If the market price falls below the 
loan rate, there are four options for farmers to obtain the loan rate rather than the lower 
market price as the effective producer price.  
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First the government is obliged, at the farmer’s option, to receive the crops tendered as 
collateral into public stocks as full repayment for the loan (termed a "non recourse loan"). 
Second, the producer can choose to repay the loan at the ‘loan repayment’ rate. This loan 
repayment rate is usually set slightly below county level market prices such that producers 
will pay back the loan at the repayment rate and keep the difference between the market 
price and the loan repayment rate as an additional profit (termed ‘marketing loan gain’). A 
third option for farmers at any time after harvest, if market price is below the loan rate, is 
to either take out a ‘marketing loan’ from the government or simply to take a payment 
equal to the product of harvested production and the difference between the loan rate and 
the loan repayment rate. That is as if the farmer takes out a loan at the loan rate and then 
immediately pays back the loan at the loan repayment rate. This payment is called a loan 
deficiency payment (LDP). If the loan repayment rate equals the local cash price, and the 
farmer chooses to market the crop when the LDP is received, then the farmer effectively 
obtains the loan rate as a market price at harvest. The fourth option for producers to 
benefit from the marketing loan program is to buy marketing certificates from the USDA 
available at a price equal to the loan repayment rate. The quantity of certificates that the 
producer buys is equal to the quantity that the producer placed under loan. The producer 
can forfeit the loan to the government and buys back the amount placed under loan with 
the certificates (note that the use of these certificates opened a loophole for large 
producers to work around payment limits for LDPs included in the 2002 Farm bill). The 
marketing loan program allows USDA to guarantee that farmers receive at least the loan 
rate as a producer price for their crop without the need for government to actually take 
possession of crops. This means that market prices are free to adjust downward to clear 
domestic and international markets. 
 
Direct and countercyclical payments are made on the basis of each farmer’s base crop area 
and yield, irrespective of what is actually produced on the base area. For example, a farmer 
with a cotton base receives direct and countercyclical payments for cotton even if he or she 
is producing another crop, such as soybeans, or nothing at all. The only instances when 
program crop farmers are precluded from receiving any program payments are if they are 
producing fruit, vegetables or wild rice on their program bases. That does not mean that 
their impact on production is zero, given some indirect effects through risk reduction, 
alleviation of financial constraint, etc.  However, it is quite limited. Because marketing loans 
guarantee farmers a minimum price for all production, they have the potential to influence 
acreage decisions more than any other program. Whereas direct payments and 
countercyclical payments may create some indirect incentives to change planting decisions, 
a guaranteed price creates a direct incentive. 
  
Sources: Hart and Babcock 2005; Babcock 2007; ABARE 2008; ERS 2008a. 
 
Background on the US dairy program. The market price of milk used in manufacturing 
dairy products has been supported since the 1949 Agricultural Act. Initially the level of the 
milk support price has been tied to milk production costs. Despite indexing the price to 
80 percent of estimated production costs, the support program generated large surplus in 
the late 1970s, which had to be purchased by the CCC. The Agricultural and Food Act of 
1981 removed the link between the milk support price and production costs and tied to 
both the level of CCC purchases and net government cost.  
 
Three main instruments support the US milk price. They include CCC purchases of 
manufactured dairy products (butter, non fat dry milk and cheddar cheese) if their market 
prices fall below minimum prices. Second, export subsidies, tariffs and tariff rate quotas are 
used to manage foreign trade. In particular, the Dairy Export Incentive Program (DEIP) was 
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authorized by the Food Security Act of 1985. The third category of instruments is the 
system of milk marketing orders. Those orders involve setting minimum prices at 
processing plants for various types of milk. Milk marketing orders regulate the sale of raw 
Grade A (fluid grade) milk, setting minimum prices that processors must pay. A higher 
price is applied on fluid milk due to the inelastic domestic demand and a lower price on the 
manufactured milk which is eventually exported. This system of milk marketing orders is 
quite complex because it is applied by areas or even by States. Revenue pooling and price 
discrimination by milk marketing orders is supposed to raise the average producer price of 
milk.  
 
In addition, since the 2002 FSRI, milk producers have received Milk Income Loss Contracts 
(MILC). These payments are triggered when market prices fall below a benchmark level. 
MILC payments are based on quantities subject to a specified maximum of milk marketed 
per farm. 
 
Background on the US sugar program. The US sugar program relies on a high border 
protection and on restrictions on production in order to keep high domestic prices. In 
theory the sugar support policy also includes a third program, a loan program which can be 
implemented with recourse or non recourse provisions. In practice the USDA management 
of domestic production so far has been able to keep US market prices above the loan rate 
so that the CCC does not buy inventories. The Food Security Act of 1985 formally specified 
the requirement that the program should be operated at "no cost" to the federal 
government, a provision which was briefly eliminated but was re-enacted in 2002.  

2.2.  A summary of the 2008 FCEA titles 
The FCEA (Food, Conservation and Energy Act of 2008, Public Law 110-426) reauthorizes 
most previous programs, with significant modifications for some of them, and develops new 
ones, adding five new titles to the list of ten titles in the 2002 farm bill. The five new titles 
show that the coverage of the FCEA is broader than previous agricultural legislations. The 
titles that were added include Horticulture and Organic Agriculture; Livestock; Commodity 
Futures, Crop Insurance, Tax and Trade (see Box 2.1. for a brief characterisation of all 
FCEA titles). All existing commodity programs have been reauthorized but with changes in 
payment limits, changes in some payment rate, inclusion of a new revenue program, crop 
insurance reform. They were supplemented by a new permanent disaster assistance 
program. The FCEA authorizes these provisions from 2008 to 2012. There is no official 
budget ceiling for the whole FCEA, only budget estimates by the CBO (i.e. about $307 
billion for five years and $641 billion for ten years). Unlike in the EU legislation, the budget 
can be adjusted upwards if needed, and because several commodity support programs 
become more expensive with low prices or yields the cost of the FCEA is highly dependent 
on future conditions. 
 
Many provisions of the FCEA go beyond the farm policy stricto sensu, and one reason why 
it got so much support in the Congress is that it addressed issues of major interest for 
delegates from urban areas. Indeed, more than two–thirds of the FCEA funds go to 
nutrition programs, with more funding for food stamps, food banks, locally–produced food, 
and food programs for school and seniors. Conservation programs also account for almost 
ten percent of the expected costs. Farm support measures can be found mostly in Title I, 
which includes commodities program. The most important addition to the former legislation 
is the Average Crop Revenue Election (ACRE) Program, which will be an option to the 
Counter-Cyclical Program (CCP). These programs will be analysed under section 3. 
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Box 2.2. The 2008 Farm Bill: Titles, Programs and Policies 
 
Title I, Commodities: Income support to growers of selected commodities, including wheat, 
feed grains, cotton, rice, oilseeds, peanuts, sugar, and dairy. Support is largely through 
direct payments, counter-cyclical payments, and marketing loans. Other support 
mechanisms include government purchases for dairy, and marketing quotas and import 
barriers for sugar. 
 
Title II, Conservation: Environmental stewardship of farmlands and improved management 
practices through land retirement and working lands programs, among other programs 
geared to farmland conservation, preservation, and resource protection.  
 
Title III, Agricultural Trade and Food Aid: US agriculture export and international food 
assistance programs, and various World Trade Organization (WTO) obligations. 
 
Title IV, Nutrition: Domestic food and nutrition and commodity distribution programs, such 
as food stamps and supplemental nutrition assistance. 
 
Title V, Farm Credit: Federal direct and guaranteed farm loan programs. Also specifies loan 
eligibility rules and other policies. 
 
Title VI, Rural Development: Business and community programs for planning, feasibility 
assessments, and coordination activities with other local, state, and federal programs, 
including rural broadband access. 
 
Title VII, Research: Agricultural research and extension programs, including biosecurity and 
response, biotechnology, and organic production. 
 
Title VIII, Forestry: USDA Forest Service programs, including forestry management, 
enhancement, and agroforestry programs. 
 
Title IX, Energy: Bioenergy programs and grants for procurement of biobased products to 
support development of biorefineries and assist eligible farmers, ranchers, and rural small 
businesses in purchasing renewable energy systems, as well as user education programs. 
 
Title X, Horticulture and Organic Agriculture: A new farm bill title covering fruits, 
vegetables, and specialty crops and organic agriculture. 
 
Title XI, Livestock: A new farm bill title covering livestock and poultry production, including 
provisions that amend existing laws governing livestock and poultry marketing and 
competition, country-of-origin labeling requirements for retailers, and meat and poultry 
state inspections, among other provisions. 
 
Title XII, Crop Insurance and Disaster Assistance: A new farm bill title covering crop 
insurance and assistance previously included in the miscellaneous title (not including the 
supplemental disaster assistance provisions in the Trade and Tax title). 
 
Title XIII, Commodity Futures: A new farm bill title covering reauthorization of the 
Commodity Futures Trading Commission (CFTC) and other changes to current law. 
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Title XIV, Miscellaneous: Other types of farm programs and assistance not covered in other 
bill titles, including provisions to assist limited-resource and socially disadvantaged farmers, 
agricultural security, and other provisions. 
 
Title XV, Trade and Tax Provisions: A new title covering tax-related provisions intended to 
offset spending initiatives for some programs, including those in the nutrition, conservation, 
and energy titles. The title also contains other provisions, including the new supplemental 
disaster assistance and disaster relief trust fund. 
 
Source: P.L. 110-246 text and CRS 2008a 
 

2.3. Major changes in the 2008 FCEA 

2.3.1.  Title I: Support to commodities 
The main provisions contained in Title I in the previous legislation described in Box 2.1. 
have been maintained in the FCEA with some modification. The three-tier system of 
support, i.e. the marketing loan programs, direct payments, and countercyclical payments 
are continued for the 2008-2012 crop years. Marketing loans will still provide interim 
financing by allowing farmers to receive some revenue for their crop when the loan is 
requested, while at the same time storing the commodity for later disposition when prices 
may be higher. Loan Deficiency Payments, a cash payment option that allows farmers to 
sell grain without putting their commodity under loan, still allow producers to own the 
commodity and sell it a higher market prices (see Box 2.1.). Loan rates are nevertheless 
adjusted in the FCEA. There is also a minor decrease in the level of direct payments, some 
changes in the countercyclical payments, in cotton subsidies and in the dairy policy. In 
addition, a large optional revenue guarantee program (ACRE) is introduced. 
 
Direct payments. The FCEA makes slight changes on the system of direct payment 
described in Box 2.1. The direct payment rates per commodity remain the same as in the 
previous 2002 legislation but the overall formula to compute the payment contains a 
2 percent reduction for crop years 2009 to 2011. This is accomplished by changing the ratio 
of eligible base acres from 85 percent to 83.3 percent. The 85 percent ratio will 
nevertheless be restored for the 2012 crop year. Direct payment outlays are forecast to be 
approximately $5.27 billion for 2008. Given the nature of the payments, and the stable 
payment rates, these payments are not likely to vary considerable over time according to 
USDA projections. 
 
Loan programs. The FCEA modifies the marketing loans system described in Box 2.1. The 
loan rate levels for 8 out of 20 of the commodities covered is increased, including for some 
important crops such as wheat, which experiences a 6.9 percent increase (see Table 2.1). 
Most other loan rates have been kept unchanged (corn, soybeans), a few have been 
brought down (dry peas and lentils), and a loan rate was also created for large chickpeas. 
For cotton, the FCEA also introduce several technical adjustments, for example in the 
calculation of the benchmark world price used in the calculations (the Adjusted World 
Price), which could result in higher marketing loan payments and LDPs in particular 
circumstances. A significant change appears in the computing of the loan repayment rate 
(also known as the "Posted County Price") where now a 30 day average of market prices is 
used rather than the daily payment rate. This reduces the options for farmers to maximise 
profit through optimal choice of a particular day for LDP/marketing loan gain realisation and 
subsequent sale of commodities in a period of higher prices.  
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Table 2.1. Evolution of selected marketing loan rates 

Commodity Loan Rate 
2004-2007 

Loan Rate 
2008-2009 

Loan Rate 
2010-2012 

Wheat $2.75/bu 
($101.0/ton) [€73.7/ton] 

$2.75/bu 
($101.0/ton) 

$2.94/bu 
($108.0/ton) 

Corn $1.95/bu 
($76.8/ton) [€56.0/ton] 

$1.95/bu 
($76.8/ton) 

$1.95/bu 
($76.8/ton) 

Grain sorghum $1.95/bu 
($76.8/ton) [€56.0/ton] 

$1.95/bu 
($76.8/ton) 

$1.95/bu 
($76.8/ton) 

Barley $1.85/bu 
($85.0/ton) [€62.0/ton] 

$1.85/bu 
($85.0/ton) 

$1.95/bu 
($89.6/ton) 

Oats $1.33/bu 
($86.2/ton) [€62.9/ton] 

$1.33/bu 
($86.2/ton) 

$1.39/bu 
($89.6/ton) 

Rice* $6.50/cwt 
($143.3/ton) [€104.6/ton] 

$6.50/cwt 
($143.3/ton) 

$6.50/cwt 
($143.3/ton) 

Soybeans $5.00/bu 
($183.7/ton) [€134.1/ton] 

$5.00/bu 
($183.7/ton) 

$5.00/bu 
($183.7/ton) 

Upland cotton $0.52/lb 
($1146/ton) [€836/ton] 

$0.52/lb 
($1146/ton) 

$0.52/lb 
($1146/ton) 

*  Long grain rice and medium grain rice have common rates so far. Conversion of 2004-07 US prices into Euros is 
based on the 2007 average exchange rate 1€ = $1.3705.  

Source: Economic Research Service, USDA 

 
Counter-cyclical payments. The FCEA also made changes on the counter-cyclical 
program instituted in the previous 2002 farm bill. Six out of 10 ongoing commodities 
receive a target price increase, including large increases for wheat (6.4 percent), barley 
(17.4 percent) or oats (24.3 percent, see Table 2.2.). The target price for cotton 
experiences a small reduction (1.6 percent), while the target price for corn, rice and 
peanuts remain unchanged. The system of target prices and countercyclical payments is 
introduced for some pulse products (dry peas, lentils, small and large chickpeas). It is 
noteworthy that the reduction in the ratio of base acres on which direct payments are 
based (i.e. from 85 percent to 83.3 percent) does not affect the countercyclical payment 
formula. 
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Table 2.2. Evolution of target prices 

Commodity 
Target Price 

CY2007 
Target Price 
CY2008-09 

Target Price 
CY2010-12 

Wheat 
$3.92/bu 

($144.0/ton) [€105.1/ton] 
$3.92/bu 

($144.0/ton) 
$4.71/bu 

($173.1/ton) 

Corn 
$2.63/bu 

($103.5/ton) [€75.5/ton] 
$2.63/bu 

($103.5/ton) 
$2.63/bu 

($103.5/ton) 

Grain sorghum 
$2.57/bu 

($101.2/ton) [€73.8/ton] 
$2.57/bu 

($101.2/ton) 
$2.63/bu 

($103.5/ton) 

Barley 
$2.24/bu 

($102.9/ton) [€75.1/ton] 
$2.24/bu 

($102.9/ton) 
$2.63/bu 

($120.8/ton) 

Oats 
$1.44/bu 

($93.4/ton) [€68.1/ton] 
$1.44/bu 

($93.4/ton) 
$1.79/bu 

($116.1/ton) 

Upland cotton 
$0.724/lb 

($1596/ton) [€1165/ton] 
$0.7125/lb 
($1571/ton) 

$0.7125/lb 
($1571/ton) 

Rice* 
$10.50/cwt 

($231.5/ton) [€168.9/ton] 
$10.50/cwt 

($231.5/ton) 
$10.50/cwt 

($231.5/ton) 

Peanuts $495/ton [€361.2/ton] $495/ton $495/ton 

Soybeans 
$5.80/bu 

($213.1/ton) [€155.5/ton] 
$5.80/bu 

($213.1/ton) 
$6.00/bu 

($220.5/ton) 

*  Long grain rice and medium grain rice have common rates so far. CY = crop year. Conversion of 2004-2007 
US prices into Euros is based on the 2007 average exchange rate 1€ = $1.3705.  

Source: Economic Research Service, USDA 

 
Extra measures for cotton. In addition to standard program measures described in Box 
2.1, cotton benefited from extra subsidies under a program called "step 2" provisions, 
which triggered subsidies on sales of US cotton on both export and domestic market when 
US price quotations exceeded world indicator prices. These subsidies were repelled in 2006 
following a successful challenge by Brazil under the WTO. The FCEA introduces new 
subsidies to US users of cotton, whether it is domestically produced or imported (the 
subsidy is 4cent/pound of cotton until July 31 2012). The subsidies are to be used for 
specific purposes related to investment and modernization in plants. The FCEA also extend 
storage credit loans that should benefit producers under the marketing loan program. The 
border protection is also amended with an import quota equal to one week's mill usage 
when the average US price internationally exceeds the world market price for four 
consecutive weeks. 
 
Dairy program. The FCEA introduces significant changes in the dairy program. First, the 
FCEA makes a definitional change in the federal dairy price support program: the Milk Price 
Support Program is renamed as the Dairy Product Price Support Program. This means that 
the support price is no longer defined for milk but for the key dairy products: butter, non 
fat dry milk and cheddar cheese. This has considerable consequences for the calculations of 
the Aggregate Measure of Support notified to the WTO (see Section 4), but it does not 
affect the actual support for the dairy sector according to analysts.17 Through the CCC 
agency, the USDA will still have to purchase quantities of these products in order to ensure 
that their market prices do not fall below minimum prices.18 The FCEA allows the USDA to 
reduce the minimum prices of these dairy products if government removals exceed 
specified levels. For example, the cheese purchase price may be reduced by up to 9 percent 
when government net purchases for a consecutive 12 month period are between 91 and 

                                                 
17  See "Inside U.S. Trade" (Aug. 17, 2007). 
18  That is, 1.13$/lb for block cheese (2491$/ton), 1.1$/lb for barrel cheese (2525$/ton), 1.05$/lb for butter 

(2315$/ton) and 0.8$/lb for non fat dry milk (1764$/ton). 
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182 thousand tons, and up to 18  percent when government net purchases exceed 182 
thousand tons. Maximum reductions in purchase prices for butter and non fat dry milk are 
19 and 12 percent respectively. 
 
The main change in support for farmers is that the FCEA modifies the MILC payments. 
Under the 2002 Farm bill, producers received MILC payments of up to 2.4 million pounds of 
milk per farm a year when the monthly Boston price would fall below a benchmark price. 
With the FCEA, the quantity limit per farm and the rate of payments are increased (to 
respectively 2.984 pounds a year and a 45 percent rate payment). Another clause in the 
FCEA is that the MILC benchmark support price could be adjusted upward if prices rise 
above specified levels (based on the calculation of a pre-defined feed ration cost). Both 
provisions could have the effect of increasing MILC payments, and to make MILC payments 
more easily if the price of feedstuff is high. 
 
As regards the trade instruments of the US dairy policy, the FCEA extends the Dairy Export 
Incentive Program. There is no change introduced in the import instruments and in the milk 
marketing orders described in section 2.1. 
 
Sugar program. The FCEA increases the loan rates for both raw cane sugar and refined 
beet sugar. From 18 cents/pound in FY2009 the loan rate for raw cane sugar will increase 
to 18.75 cents/pound in 2012 onwards (4.2 percent increase to the final level of 413$/ton). 
In the same vein the loan rate on refined beet sugar will increase from 22.9 to 24.09 
cent/pound in 2012 onwards (5.2  percent to 531$/ton).  
 
The FCEA also significantly modifies the way marketing allotments are defined. The FCEA 
guarantees that the domestic production always benefits from a minimum 85 percent share 
of US sugar for food market. Since 2002 this share has fluctuated between 73 percent in 
2006 and 89 percent in 2004. More specifically the FCEA introduces an "overall allotment 
quantity" which is the amount of sugar that all processors combined can sell. It must 
represent at least 85 percent of the estimated domestic sugar consumption (average of 
2002-2007 shares). This overall allotment quantity is split between the beet and cane 
producing sectors using historical percentages shares (54 percent and 46 percent 
respectively).  
 
The US sugar sector is also highly protected by tariffs, even though some sugar imports 
from Mexico under the North American Free Trade Agreement should put some pressure on 
domestic sugar producers. The FCEA does no change border protection. Because the FCEA 
did not directly address the issue of additional sugar imports while it sets the share of 
domestic production in domestic food consumption, a new outlet must be found in order to 
ensure the equilibrium of US sugar market in case of market surplus. A new sugar-for-
ethanol program is introduced in the FCEA. Basically the USDA is required to purchase 
sugar to support domestic prices if market prices fall below loan rate. Then the USDA will 
sell surplus sugar to bioenergy producers for processing into fuel grade ethanol or other 
biofuel (Title IX).  
 
The ACRE program. Overall, the various provisions introduced in the FCEA show limited 
changes to the existing programs, except some minor increases in support for cereals, 
through higher loan rates and countercyclical payments and possibly higher MILC 
payments. These are instruments that will remain inactive if prices remain steady, and 
there will be no corresponding budgetary outlay. However, they reinforce a generous safety 
net for farmers that shelters them from adverse market conditions. Title I also introduces 
an ambitious new program, the Average Crop Revenue Election (ACRE) program. ACRE is 
one of the major changes in the farm support policy introduced in the FCEA (see Box 2.3.). 
It will be analyzed in the context of section 3. 
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Box 2.3. The ACRE program 
 

A major change in the farm support with the FCEA is the introduction of an Average Crop 
Revenue Election (ACRE) program. Beginning with the 2009 crop year, farmers may choose 
either to stay with the traditional CCP or this new revenue based ACRE option. Producers 
who choose ACRE (either in 2009, 2010, 2011, or 2012) must remain in the program for 
the duration of the FCEA. As farmers may choose when to enter ACRE they may optimise 
returns and enter when prices are beginning to drop from currently high levels. The ACRE 
program is available for the same crops as traditional CCP payments, including pulses. 
Farmers must enter all of their eligible crops into the program, not just one or some.  
 
Eligibility conditions. To receive an ACRE payment, two triggers need to be met. First, 
the actual state revenue for a supported crop must be less than the state level revenue 
guarantee amount. Second, the farm’s actual revenue for the same crop must be less than 
the farm’s benchmark revenue. The farm revenue trigger avoids the case where a farm 
would receive marketing loan and counter-cyclical payments even when it has above 
average revenue (due to high individual farm yields). The state revenue trigger tends to 
avoid moral hazard. The State revenue guarantee is computed as 90 percent of the product 
of an average guarantee yield and a price guarantee. The state guarantee yield is an 
Olympic average of the most recent five years. The price guarantee is the average over the 
most recent two years of the market price (or 70 percent of the marketing loan rate if 
higher). Changes in the State revenue guarantee are limited to plus or minus 10 percent 
from the previous year. As regards the farm benchmark revenue, it is also included as the 
product of a 5 year Olympic average crop yield and the ACRE price guarantee. Actual crop 
insurance premiums per acre paid by the farm are also included in this farm benchmark 
revenue (contrary to actual farm revenue) and thus provide an incentive to buy crop 
insurance.  
 
Level of ACRE payments. Whatever market conditions, participants in ACRE will continue 
to receive direct payments, but with a 20 percent cut. Participants will also continue to be 
eligible for marketing loan programs, but with a 30 percent lower loan rate. If both triggers 
mentioned above are met, the ACRE payment per acre will be provided, calculated as the 
difference between state revenue guarantee and actual state revenue or 25 percent of 
state revenue guarantee if lower. Capping the state revenue payments at 25 percent of the 
state revenue guarantee reduces the cost of the program and the potential for double 
payments from crop insurance and ACRE because farmers commonly buy crop insurance 
with a 75 percent coverage level. This per acre state payment will be calculated at the farm 
level by applying a farm specific productivity ratio (given by a 5 year Olympic average farm 
crop yield per planted acre divided by the State guarantee yield). This farm level ACRE 
payment per acre will finally be applied to 83.3 percent of farm planted acreage of the 
given crop (85 percent in 2012). Thus ACRE payments are based on planted acres rather 
than base acres. However the total number of planted acres enrolled in ACRE cannot 
exceed the total number of base acres for all covered commodities on a farm. If planted 
area exceeds base area farmers may enrol that crop mix ACRE that maximises total 
payments in the year of entering ACRE and beyond (Zulauf 2008a). Many universities and 
companies have come up with computer based calculators so as to help farmers understand 
the whole (complex) system and make it possible to decide whether or not they will enrol. 
The Australian Bureau of Agricultural and Resource Economics has put together a graph 
that makes the ACRE as understandable as it is possible (See Figure A.1. in Appendix 1). 
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2.3.2.  Title II: Conservation 

Conservation is an ambitious program under the FCEA, with a significant share of the 
planned budget ($24.3 billion over five years, i.e. roughly 9 percent of the total budget 
according to CBO estimates). The main instruments of the previous legislation are 
maintained, but some of them are modified. Reserve programs, including the Conservation 
Reserve Program (CRP) and the Wetland Reserve Program are reauthorized up to 2012. An 
important change is the reduction in the maximum area under CRP from 15.9 million 
hectares to 12.95 million hectares. Under the CRP farmers receive 10 to 15 years of 
payments for setting aside land considered at risk of erosion. A condition is to maintain 
cover on the land, but the program provides additional environmental benefits to erosion 
protection, in particular with respect to biodiversity. The maximum areas under other, 
smaller, conservation programs, the Wetland Reserve Program and the Grassland Reserve 
Program are expanded. 
 
The FCEA modifies the Environmental Quality Incentives Program (EQIP). It replaces the 
Ground and Surface Water Conservation Program within EQIP with a new Agricultural Water 
Enhancement Program and the Conservation Security Program with a new and renamed 
Conservation Stewardship Program (CSP). Overall, the funding authorization for EQIP is 
increased by 35 percent to $1.75 billion a year. Producers can get payments that cover 
some of their cost when joining conservation practices. Other changes applying to several 
existing programs expand the eligibility and delivery of technical assistance to improve 
program implementation capacity, and increase coverage to forest land and pollinator 
habitats. Several programs are also changed to cover socially disadvantaged and speciality 
crop producers as well as producers transitioning to organic production. The bill also 
provides grants to encourage landowners to provide public access for wildlife dependent 
recreation. 
 
The FCEA also introduces new programs, somewhat ad hoc and which have been accused 
of "buying" support to the Farm Bill in the Congress. This is particularly the case for an 
ambitious pilot planning project program for the Chesapeake Bay watershed in the 
Washington D.C. with funds roughly around $250 million.  
 
2.3.3.  Title III: Trade 

The Trade title is not the only one to address international issues, there are also portions of 
the new Title XV "Tax and trade" that interfere. The provisions under Title III have several 
objectives, i.e. food aid, which is presented as a response to the global food crisis, but also 
more mercantilistic objectives, i.e. ensuring access to foreign markets, promote commercial 
agricultural exports, and help the US diplomatic agenda. The FCEA mostly increases the 
funding to existing programs in this area.  
 
The Export Enhancement Program is repealed in the FCEA. It used to be a major export 
subsidy program in the past but has been inactive since 1995, and the effect should be 
limited. The FCEA maintains minor programs, i.e. the Market Access Program which 
promotes high value exports (annual funding of $200 million) and the Foreign Market 
Development Program ($35 million annual budget) as well as the Technical Assistance for 
Specialty Crops program, which focuses on eliminating sanitary and phytosanitary barriers 
to US agricultural exports. The Export guarantee programs, which are accused of acting as 
significant export subsidies by third countries, are revised so as to make them more 
compliant with the WTO ruling on cotton (see section 4.). 
 
A particularly controversial provision, quoted as one of the reasons for the President to veto 
the Bill, is the expanded program for food aid, which has been criticized by non 
governmental organizations as damaging poorest countries agriculture (see Box 3.1. in 
section 3). The FCEA authorizes $2.5 billion to be appropriated annually for Public Law 
(P.L.) 480 Title II, which provides US commodities for emergency relief and non-emergency 
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(development) projects overseas. For non-emergency aid the guaranteed budget ceiling 
has been extended. The P.L.480 law funds only the purchase of US commodities (in kind 
aid) as in the past. The selling option (monetization) of deliveries, i.e. aid is sold in 
recipient countries in order to finance development projects has also been maintained. 
However, for a pilot project on explicit local purchases a budget of $60 million was adopted. 
 
The "market development" objective for the selection recipient countries has been 
removed. It remains to be seen whether this abandonment of commercial criteria is merely 
cosmetic or announces an improved needs-orientation in the future. Some assistance 
programs for developing countries are maintained and sometimes expanded. However, 
these are mostly humanitarian trusts and child nutrition programs with a budget of a few 
million dollars only.  
 

2.3.4 Title IV: Nutrition  

The FCEA Title IV for nutrition accounts for most of the overall budget of the bill, i.e. more 
than two thirds of the planned expenditures and $10.4 billion in new funds. In the United 
States, the food stamps program plays the role of a major welfare program. For example, 
the FCEA addresses the eligibility, administration and the definition of benefits of food 
stamps as well as the Emergency Food Assistance Program by developing the use of 
electronic payments for subsidized food. The FCEA also includes school programs to fight 
obesity.  
 
The FCEA increases significantly the already very large budgets of these programs which 
are expected to grow to almost $50 billion in 2017. The largest budgetary item by far is the 
financing what was called the Food Stamp program, and was renamed in the FCEA as the 
Supplemental Nutrition Assistance Program (SNAP). New standards make more households 
eligible, and the added spending is estimated to total $2.3 billion over 5 years, accounting 
for most of the increase in planned spending compared to the previous farm bill. Other 
programs increase the funding of food purchase and start an ambitious funding for the 
fresh fruits and vegetable program in schools, the latter with a $1 billion outlay for the 
2008-2017 period. Other, minor programs include demonstration projects to fight obesity, 
and programs to support innovative food projects, improving distribution of food on Indian 
reservations, supplemental provisions for low income elderly, and food assistance 
programs.  
 
The overall effects of the nutrition programs are likely to be important as far as the welfare 
of low income and needy population is concerned. Efforts for fighting obesity seem rather 
limited as far as budget is concerned, and the fact that they take the form of a pilot 
program. Overall, the food stamps have a large, although controversial, impact on farmers, 
given the massive budget involved, which leads to boost demand and support farm 
prices.19  
 
2.3.5. Title V: Credit  

The Bill authorizes programs supporting loans for operating farms, for joining conservation 
programs and for accessing to farm ownership, focusing on beginning and socially 
disadvantaged farmers needing to cover high start up expenses.  
 
The FCEA modifies the statues of the Farm Service Agency, which is a lender of last resort 
for farmers who cannot qualify for commercial loans, increases the limit for individuals and 
                                                 
19  A long lasting controversy within the bodies that monitor agricultural policies such as the OECD, is whether or 

not food stamps programs should be treated as farm subsidies. However, given that any welfare program also 
leads to an increase in demand for farm product, programs that subsidize food for domestic consumers are 
included neither in the OECD Producer/Consumer Support Estimates nor in the WTO Aggregate Measure of 
Support. 



The US Farm Bill 2008 and Comparison With the EU CAP After Health Check 
____________________________________________________________________________________________ 

 45

expands the guarantee programs. Credit availability for all farmers for farm ownership and 
operating loans is increased to $30 000. The FCEA also makes minor changes to the Farm 
Credit System which is a network of borrower owned lending institutions operating as a 
government-sponsored enterprise, sets up a pilot program for beginning farmers, and puts 
into law a decision for compensation of minority farmers that were found to be 
discriminated against in a well-publicized trial (the so called "Pigford Case"). 
 
Overall, the FCEA introduces limited changes in the area of agricultural credit. It makes 
credit slightly easier for all farmers. There is some debate on whether it is a sound policy to 
make access easier to farming without being sure that farming operations are large and 
profitable enough to survive in the long run, but the Congress chose to focus on beginning 
farmers, who face increasing entry costs due to higher land prices. 
 

2.3.6. Title VI: Rural Development  

Only some of the measures covered under this Title would fall under the Rural Development 
heading in EU policy, others would be considered elements of regional policy. Title VI 
supports a range of programs including (1) the infrastructure of rural areas with respect to 
housing, electricity, water and wastewater, and community capacity, (2) agricultural 
development, and (3) rural business creation and expansion. Recent developments 
reflected in the FCEA also deal with regional development strategies. 
 
Title VI reauthorizes most of the existing programs providing assistance in the areas of 
broadband and telecommunications, water and wastewater infrastructure, business and 
community development including child care as well as tribal college and university 
facilities, and regional development measures (Mississippi delta and Northern Great Plains). 
 
A change compared to the previous legislation is that FCEA mandatory funding is restricted 
to two reauthorized programs, the Value-Added Product Grants ($15 million) and a one-
time funding of pending water and waste water projects ($120 million), and to one new 
instrument, the Microenterprise Assistance Program ($15 million). Other programs 
previously under mandatory funding such as the Rural Strategic Investment Program were 
reauthorized only with discretionary funds. Further new provisions support local or regional 
food products sold less than 400 miles from origin, community based housing development 
organisations, and a Rural Collaborative Business Investment Program as a financial vehicle 
to develop and implement local strategies for innovation.  
 
2.3.7  Title VII. Agricultural Research  

The FCEA reauthorize most of the same activities as the previous legislation. Regarding the 
planned budget for research and extension at the federal level, the Title includes a large 
scale program for competitive grants, and special programs for specialty crops and organic 
agriculture. Land grant institutions will have to compete more for federal dollars, with more 
emphasis on competition between research institutions. The main changes are in the 
administrative organization of the coordination of federal research, which will be ensured by 
a new umbrella entity, the Research Extension and Education Office. It will coordinate the 
work of the USDA agencies as well as extramural research. 
 
Several particular research programs are also included in other titles of the FCEA, including 
those on energy and rural development. They focus on issues such as research on antibiotic 
resistance, on food and mouth disease, or on bioenergy.  
 

2.3.8.  Title VIII: Forestry 

Title VIII deals with forestry, which is also partially covered in Title IX (energy) and Title II 
(conservation). The FCEA reauthorizes and extends previous programs that support forest 
conservation, prevent illegal logging, and restore forests after disasters. A significant 
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change to all previous farm bills is the expiration of the private forest land owner assistance 
program. 
 
The FCEA defines a new set of national priorities for assistance to private forest landowners 
stressing the multifunctional use of forest and public benefits, and the struggle against 
threats including natural disasters and conversion to other uses. Furthermore, institutional 
changes are introduced establishing (1) a Forest Resource Coordinating Committee to guide 
and coordinate USDA and responsible state agencies towards national priorities and (2) 
requesting to provide a portion of co-operative assistance funds competitively. A new 
Community Forest and Open Space Conservation Program offers grants to local 
governments, tribes or non-profit organisation to acquire forest lands with public benefits if 
they are threatened to be converted to other uses. An expanded Emergency Forest 
Restoration program provides up to $50 000 per landowner for restoring forests damaged 
by natural disasters. 
 
2.3.9.  Title IX: Energy 

The FCEA includes provisions on renewable energy from agriculture, which includes grants, 
loans, and loan guarantees to foster research on agriculture-based renewable energy, to 
share development risk, and to promote the adoption of renewable energy systems. It is 
noteworthy that not all energy measures are under Title IX, in particular the FCEA includes 
a significant revision in the ethanol program under Title XV. In addition, one should keep in 
mind that most of the legislation on biofuels is under the Energy Act, not under the Farm 
Bill. The overall budget of Title IX is $643 million for the 2008-2012 period, but several 
important policy measures are changes in regulations that do not involve budgetary 
outlays.  
 
The FCEA expands provisions of the previous law with additional funding and sometimes a 
revamping in the organization of the existing programs. The Biomass Research and 
Development Program is continued. The FCEA creates new programs such as the Biomass 
Crop Assistance Program, the Agricultural Bioenergy Feedstock and the Energy Efficiency 
Research and Extension Initiative. The main initiatives focus on supporting biomass 
research, federal purchase of biobased products, funding pilot plants and demonstration for 
biofuels. Biorefinery assistance funding for land guarantees to produce biofuels, and the 
production of advanced biofuels are allocated most of the budget. It is noteworthy that the 
Feedstock Flexibility Program for Producers of Biofuels authorizes the use of CCC funds to 
purchase surplus sugar, to be resold as a biomass feedstock to produce bioenergy, which 
could have significant effect of supporting the sugar sector.  
 
It is remarkable that one major change in the energy policy takes place under Title XV, i.e. 
the ethanol blending credit is reduced from 51 to 46 cents per gallon when the threshold of 
7.5 billion gallons ethanol production is reached, resulting in a limited reduction in support 
for grain ethanol. Under the same Title, domestic energy development is supported by a 
production tax credit for cellulosic biofuels ($1.01 per gallon). Tariffs on imported ethanol 
are extended for two years and ethanol denaturant credits will be reduced. 
 
2.3.10.  Title XIV: Miscellaneous 

As in the previous legislation, many of the provisions under this Title are add-ups to policies 
that are defined in other Titles. Among a variety of measures, the FCEA creates an Office 
and Homeland Security within the US Department of agriculture in order to better 
coordinate the efforts against terrorism and agricultural disease with the various agencies 
already in charge, and funds a program research through competitive grants. Title XIV also 
includes a limited budget for socially disadvantaged producers, linked to various institutions 
dealing with minorities and outreach. This title also refers to animal welfare but by 
amending the Animal Welfare Act which is not covering farm animals. 
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2.4. New Titles 
Many of the provisions in these titles are not new, but the titles have not previously 
existed.  
 

2.4.1.  Title X: Horticulture and Organic Agriculture 
Title X of the 2008 FCEA reauthorizes the grants to states for research, marketing, and 
promotion projects benefitting specialty crops, providing $466 million over 10 years in 
mandatory funds. It expands the Farmers’ Market Promotion Program to increase direct 
farmer-to-consumer marketing opportunities. The FCEA also contains a federal/state pest 
and disease detection and control program with $377 million in mandatory (non 
discretionary) funds over 10 years and a creation of a network of nurseries to grow pest- 
and disease-free plant stocks for horticultural crops. The title also contains a section 
authorizing $10 million annually in appropriations for research on colony collapse disorder 
in honeybees.  
 
Organic production benefits from several expanded or new provisions with appropriated 
funds above $150 million. They include an increased subsidy rate for obtaining certification, 
a new assistance program to convert from conventional to organic production, and funding 
for research and data collection. The federal crop insurance policies for organic producers 
will be reassessed to eliminate potentially unfair surcharges for organic producers and to 
reflect higher prices of their products in the compensation case. 
 

2.4.2.  Title XI: Livestock 
Even though a full new title was created, the FCEA brings limited change to policies 
regarding livestock. The main purpose of this new title seems to be a higher protection for 
livestock and poultry producers in contract disputes with other actors in the supply chain. 
Contract cancellations, contract transparency and arbitration possibilities are modified in 
the sense of a greater protection for producers. 
 
Another important provision is the strengthening of the Country-of-Origin Labeling (COOL) 
which is mandatory at retail sale outlets. Some new products were added to the list, and 
COOL is now implemented for fresh produce (fruits and vegetables), beef, lamb, pork, goat 
meat, chicken, seafood, peanuts as well as selected dried nuts. Subsequent precisions from 
the USDA regarding actual implementation of the COOL provisions defined several types of 
labels for meat, including for imports raised or slaughtered in the United States (see 
section 4 for more details regarding, in particular WTO compatibility). It is expected that 
the new law benefit US farm producers, while imposing some costs to the downstream 
industry. However, the final regulation allows multiple country meat originations, which has 
made the mandatory requirement less burdensome than it was originally expected for the 
industry.  
 
Title XI also modifies the rules for inspection registries, and grading. The 2008 makes it 
easier for small plants to ship meat interstate. It also requires USDA to establish 
"reportable food registries" for meat and poultry and their products, whereby 
establishments would have to report whenever there is a probability of such foods causing 
adverse health consequences. A commission is established in order to comprehensively 
evaluate the Food safety system and to suggest substantial reforms. Fines for violations of 
the animal health act are also increased. Other provisions include regulatory measures to 
protect the catfish industry from imports. 
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2.4.3.  Title XII: Crop Insurance and Disaster Assistance Programs 
The 25 year old crop insurance program is permanently authorized, independently of the 
Farm Bill, as is the Non-insured Assistance Program. Some of the new instruments of the 
2008 Farm Bill were proposed as a way to reduce the cost of this program, but 
amendments in the Congress led to maintain the provisions, even though cosmetic changes 
(mostly through the form of changes in the timing of premium receipts) led to apparent 
savings. Actual savings will nevertheless be achieved through a reduced contribution to 
private insurers that manage the programs. The USDA is also given a role to ensure that 
premiums remain in line with average indemnity payments and some flexibility to 
renegotiate contracts with private insurers. 
 
Title XII also contains disaster assistance programs which go beyond the farm sector, 
namely the Small Business Disaster Response and Loan Improvement Act, which introduces 
a few changes to the existing legislation, so that to improve the efficiency of lending money 
to small businesses in case of disaster (the Hurricane Katrina experience showed that the 
procedure needed to be improved), and the Immediate Disaster Assistance Program. 
 

2.4.4.  Title XIII: Commodity Futures 
Most of the provisions of this Title consist in amending the Commodity Futures Trading 
Commission (CFTC)'s role as a regulator, expanding its role in markets that were not 
covered, increase its capacity to struggle against frauds and violations and increasing 
penalties. The current role and regulatory capacity of the CFTC in regulated future markets 
is extended to a variety of other markets as soon as they play a significant role in the price 
setting process. Some of the provisions of this Title apply to markets of contracts for metals 
and energy as well as agricultural commodities. 
 

2.4.5.  Title XV: Trade and Tax Provisions 
Title XV includes several tax provisions, including provisions outside the agricultural sectors 
in order to fund some of the titles of the bill, such as an increase the tax payments of 
corporations. Tax related provisions also modify the fiscal burden on investment in forest 
conservation, and the tax treatment of timber real estate trusts. This Title also includes the 
reduction in the ethanol blending credit from 51 cents per gallon to 45 cents mentioned 
above (see the reference Title IX above). 
 
An important provision for the farm sector is the new policy regarding insurance programs 
that is included in the FCEA. The Agricultural Disaster assistance program is a new $3.8 
billion trust fund that supplements the crop insurance program with disaster payments 
based on permanent authorisation. The main new provision is a revenue assistance 
payment program for crop producers that covers some of the crop losses that are not 
refunded by the regular crop insurance program. This Supplemental Revenue Assistance 
(SURE) protects against crop losses (production and/or quality) on the entire farm (all 
acres in all counties) resulting from adverse weather. The producer must already have 
some insurance coverage to benefit from this new program but for the participants, the 
overall coverage could reach up to 90% of what income would have been in the absence of 
a natural disaster (see Box 2.4.).  
 
In addition, the FCEA reauthorizes, or authorizes and funds four smaller disaster programs, 
the Livestock Indemnity Payments, the Livestock Forage Disaster Program, which 
compensate ranchers for livestock mortality caused by a natural disaster and for the effects 
of drought on pasture or grazing land, the Emergency Assistance For Livestock, Honey Bees 
and Farm Raised Fish, and the Tree Assistance Program for orchardists and nursery 
growers. Overall, these are five programs that are funded under the Agricultural Disaster 
Relief Trust Fund. It is noteworthy that the budget comes from duties collected on articles 
for consumption under the Harmonized Tariff Schedule during Fiscal Years 2008-11.  
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Box 2.4. The SURE program 

 
The Supplemental Revenue Assistance (SURE) program is the largest of the five new 
disaster programs included in the Title XV of the FCEA. SURE protects against crop losses 
resulting from adverse weather. While past disaster programs made payments based on 
individual crop losses and were often tied to base acres for either direct payments or 
countercyclical payments, SURE is a whole-farm disaster assistance program (all acres in 
all counties) that is tied to crop insurance coverage and farm planted acreage (Hart, 2008). 
SURE covers the 2008–11 crop years. 
 
To qualify, a producer (a) must purchase insurance for insurable crops at a minimum 
coverage of 50 percent of yield and 55 percent of price and purchase Noninsured Crop 
Assistance Program (NAP) for non-insurable crops, and (b1) must farm in a county declared 
a disaster county or contiguous county, or (b2) has total farm production that is 50 percent 
or less of normal due to adverse weather. The farm-specific" program guarantee" is 
determined by a (complicated) formula. If SURE-computed actual revenue is below the 
farm specific SURE program guarantee and at least one of the two trigger events (county 
disaster or 50 percent farm revenue loss) has occurred, then SURE will pay out. The 
payments will be equal to 60 percent of the difference between the "program guarantee" 
and the "computed actual revenue", and capped at 90 percent of the "expected revenue" 
(see Hart 2008 or Zulauf 2008a and Appendix 2 for a step by step exposition of the 
calculation of SURE payments).  
 

2.5.  Public expenditures under the FCEA 

2.5.1.  Cost estimates of the FCEA.  

The budgetary cost of the FCEA is difficult to assess. The bill allows for some discretionary 
expenditure. In addition, some of the expenditures relative to support instruments, 
including the ACRE payments, countercyclical payments and marketing loans, are difficult 
to predict. It is also the case of the new disaster assistance programs, SURE. The 
budgetary outlays for these programs will depend on market conditions and yields. The 
funding mechanism is such that if spending is less than forecast, Congress is not at liberty 
to allocate the savings to fund other legislation. On the other hand, if market conditions 
push government expenditures above the forecast level, Congress can approve a 
"supplemental" appropriation without having to rewrite the Farm Bill.  
 
The most comprehensive effort to put figures on the FCEA is the estimates of the CBO, 
which has constructed an expected budget for the next 5 years (Fiscal Years FY 2008-2012) 
and the next ten years (FY2008-2017). It is so far the only effort to provide a breakdown of 
spending estimates for the enacted 2008 farm bill. Some other institutions, including the 
Food and Agricultural Policy Research Institute (FAPRI), have attempted to estimate outlays 
for farm commodity support, which is the most unpredictable item. Their finding shows that 
CBO estimates are in the average of the expected costs, and that there could be savings if 
market prices were steady, but that the ACRE program outlays, in particular, could be 
larger than suggested by the CBO in the coming years, if commodity prices fall sharply 
(Harris et al. 2008a; Zulauf 2008a, Fabiosa 2008). 
 
According to CBO estimates, the overwhelming share (more than 95 percent) of estimated 
total net outlays for programs included in the FCEA is anticipated to be spent on programs 
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and activities covered by the nutrition (67 percent), the commodities (15 percent), the 
conservation (9 percent), and crop insurance titles (8 percent), and disaster insurance 
(1 percent, with $4 billion in new spending). That is, other titles are relatively minor in 
terms of budget, and their cost does not show major changes compared to previous 
legislation. Disaster assistance and programs under the nutrition and conservation titles 
account for the majority of the new spending in the bill (Table 2.3.) 
 
Table 2.3. summarizes the estimates of the CBO assessment. One must keep in mind, 
however, that outlays under Title I and Title XV could end up being very different from 
these estimates. Of the $284 billion in projected total five-year net outlays for programs 
under the FCEA about $42 billion in projected spending will support commodity crops, $189 
billion will support the cost of food stamps and commodity assistance, $24 billion will 
support conservation programs, and $22 billion will support crop insurance. Some $10 
billion are expected to be spent on trade, horticulture and livestock production, rural 
development, research, forestry and energy, and other programs. Tax-related provisions 
along with cost savings from some farm bill programs are expected to generate additional 
funding to offset any new spending. 
 
Table 2.3. CBO estimates of the costs of the FCEA for the Farm Bill between Fiscal 

year 2008 and 2017 (in million $ outlays) 

 FY2008-12 FY2008-17 
Commodities (Title I)  41628 85521 
Conservation (Title II)  24112 54699 
Trade/Food Aid (Title III) 1853 3637 
Nutrition (Title IV) 188902 406349 
Credit (Title V)  1424 2627 
Rural Development (Title VI)  194 221 
Research (Title VII)  321 383 
Forestry (Title VIII)  38 45 
Energy (Title IX) 643 879 
Horticulture/Organic (Title X)  402 938 
Livestock (Title XI)  1 1 
Crop Insurance (Title XII)  21858 47152 
Commodity Futures (Title XIII)  0 0 
Miscellaneous (Title XIV)  6382 13530 
Disaster Assistance (Title XV)  3807 3807 
Tax/Other (Title XV)  4798 10429 
  283921 604111 

Source: CRS (2008a). Note the US Fiscal Year goes from 1 October to 30 September. The year from 1 October 
2005 to 30 September 2006 is fiscal year 2006 (=FY2006). Due to the CRS methodology, including some 
consolidation of expenditure from different titles, the totals given differ from the sum.  

 
2.5.2.  Uncertainties regarding the level of future farm US subsidies  

Major budgetary outlays such as nutrition or conservation provisions in the FCEA are rather 
predictable. Typically, the figures given for Titles IV to XI, XIII and XIV in Table 2.3 should 
normally provide a reliable image of the cost of the various measures included in these 
Titles. However, it is not the case for some of the farm support programs, in particular the 
marketing loan related support and the countercyclical payments in Title I, to say nothing 
of the ACRE program payments. Nor is it the case for the insurance programs, including the 
new disaster programme SURE, which could result in large budgetary outlays (Title XV). 
Table 2.4. shows that the budgetary outlays linked to farm subsidies vary a lot over time. 



The US Farm Bill 2008 and Comparison With the EU CAP After Health Check 
____________________________________________________________________________________________ 

 51

Given the variability observed in the various budgetary components of farm support, the 
estimates of the CBO in Table 2.3. are quite uncertain, as far as Titles I, XII and XV are 
concerned. What can we expect in the future regarding the various forms of farm subsidies 
that are included in these titles? 
 
Direct payments. The costs of the program should go down. The FCEA brings a 2 percent 
reduction in payments due to the change in the base acreage eligible from 2008 to 2011. In 
addition, if a large share of crop producers opt for ACRE, and therefore experience a 20 
percent cut in their payments, this may reduce slightly the current level of direct payments, 
which ranged between $5.2 and $5.3 billion over the recent period (Table 2.4.). 
 
Marketing loan related payments (i.e. price support related policies) will be small if 
world prices remain high. Therefore the impact of the FCEA increase in loan rates for 
wheat, barley, oats and minor oilseeds should lead to limited extra expenditures compared 
to the previous legislation. In simulations based on USDA price projections, Paggi (2008) 
estimates that these payments might stay below $0.4 billion a year after 2010, i.e. less 
than the payments that took place during the past few years. However, the price 
projections might prove excessively optimistic and the sum of LDPs, marketing loan 
payments, and commodity loan forfeit could amount to several billions. Even if FAPRI 
projections tend to go along the USDA ones, they suggest that the higher loan rate for 
sugar increases the likelihood that market prices be supported by the loan program, 
generating potential costs for the US budget. 
 
Countercyclical payments will vary with market conditions. If prices remain steady, the 
payments may remain limited mostly to payments to cotton producers as it was the case in 
2007. Indeed, in 2007 cotton was the only crop that led to CCP outlays with the exception 
of minor payments for peanuts (See Table 2.4). The target price for upland cotton was 
reduced under the FCEA. According to FAPRI forecasts, cotton prices should be such that 
CCPs are likely to be triggered in the future. Therefore, the small reduction in target price 
for upland cotton included in the FCEA could actually lead to lower payments. 
 
The increased target prices for cereals and oilseeds might generate larger CCP outlays if 
season average market prices fell below trigger level (i.e. the target price minus the direct 
payment rate). Simulations carried out by FAPRI and the ERS-USDA suggest that the 
impacts should be small given the prospects of steady market prices, but this statement 
relies on price forecasts that remain uncertain.  
 
A more important consequence for the total expenditure under the CCP is the rate of 
enrolment in the ACRE program. Indeed, it is plausible that many cereal and oilseed 
producers opt for ACRE and therefore give up CCPs. CCP outlays should therefore go down. 
Regarding the overall cost of the FCEA, this would nevertheless be mostly a transfer of 
support between various categories of payments. 
 
MILC and other dairy payments. The FCEA replaces the support price for milk by fixed 
support prices for processed products. This change should not lead to larger budgetary 
outlays, unless market conditions change and the USDA adjust the relative support. The 
FCEA changes in the MILC payments provisions, i.e. changes in the payment rate and the 
quantity limit per farm, could lead to larger payments when the MILC payments are 
triggered. The provision that makes it possible to adjust upward the MILC benchmark price 
if feed prices rise above a pre-specified level could also lead to slightly higher budgetary 
outlays than in the past. Indeed, in FAPRI simulations, the feed prices often increase to a 
level where an increase in the MILC payment is triggered (Harris et al. 2008a). However, 
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the budget consequences should be limited given that the higher price of feedstuffs that 
would trigger MILC payments should also reduce profitability of marginal milk production, 
therefore supply, and therefore push market prices up, which should reduce the likelihood 
of triggering MILC payments. Overall, the CBO estimate is a net five-year increase in 
outlays following the FCEA changes in the MILC reform at $365 million.  
 
Conservation payments could increase under the FCEA. Orden et al. (2008) forecast that 
they will reach some $4.8 billion. There is however a possibility that less farmers enrol in 
the Conservation Reserve Programs if market price remain high. 
 
Disaster payments vary with crop losses and yield variations. Government outlays to 
disaster payments programs have ranged between 0.9 and 3.9 billion in the last five years. 
It is unclear how much the SURE program will result in an increase in budgetary outlays. 
SURE tops other insurance programs, which are already subsidized. It should therefore 
involve extra payments. However, with the traditional ad hoc assistance program, 
payments are made irrespective of insurance indemnity level, while under the SURE 
program, the payments are incorporated into the farm revenue, which might offset the 
indemnity level the producer chooses as the guarantee and result in some kind of a trade-
off between several types of insurances.  
 
Crop and revenue insurance payments will depend on both price and yield variation. 
The major source of uncertainty is in the budgetary outlays of the ACRE program, which 
might generate annual payments that are somewhat unpredictable, depending mostly on 
the pattern of market prices over a series of years. 
 
In order to assess the potential costs of ACRE payments, several simulations have been 
conducted based on the replication of past price and income variations. The sign-up rate is 
quite critical. Estimates of the potential cost of the ACRE program therefore rely on 
microeconomic calculations of the relative benefits to enrol in ACRE. Most of them conclude 
that for corn, wheat and soybean producers, the benefits should be significant, so that a 
high rate of enrolment is expected in these crops, which is not the case for cotton rice and 
peanuts producers (see FAPRI 2008, Babcock 2009).20 
 
Based on such simulations, Zulauf (2008a, 2008b) finds that payments under ACRE would 
have been smaller than those under the programs in place during the 1996-2006 crop 
years, had ACRE been in place for corn, soybeans, and wheat. In another analysis, ACRE 
payments were estimated using average acres, prices, and yields set equal to the average 
values forecast by the USDA for the 2009-2012 crop years. Estimated ACRE payments 
would be 89 percent higher than traditional payments ($28 billion compared to $15 billion). 
On a crop year basis, FAPRI estimates that average ACRE payments would be around $2 
billion on average over the next five years. That is, they will exceed foregone payments 
from traditional payments by more than one billion dollars per year over the 2009-2012 
period. Overall there is a considerable uncertainty regarding the cost of ACRE relative to 
the previous programs. 
 
However, ACRE payments for a given year could be very high under particular price 
patterns, for example if 2009 prices fell way below the benchmark which is based on the 

                                                 
20  FAPRI's projections rely on the assumption that of a enrolment of 75percent for corn and soybeans producers, 

65 percent for wheat and barley, 50 percent for sorghum and 10 percent for cotton, rice and peanuts. The 
fact that the target prices for cotton are lowered does not involve that many cotton producers leave the 
traditional programme of CCPs. 
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high prices observed in 2007/08 and 2008/09 and updated yields. In cases like this one, 
USDA simulations suggest that for corn only, ACRE payments could reach $10 billion for a 
particular year, and more than $6 billion for other crops. Several simulations, project the 
possible impact of ACRE in the future based on past price patterns. Orden et al. (2008) 
conclude that if the 1980s structure of prices were to happen again, ACRE payments would 
indeed reach very high levels for a few years. Because of the use of a moving average, its 
payments would rapidly become much lower, but it seems difficult to predict whether ACRE 
payment will fit in a particular year, within a range of $1 to $17 billion (see Zulauf 2008c). 
In section 4 more attention is devoted to this issue, and scenarios regarding the evolution 
of the US farm support are assessed against the US commitment under the WTO. 
 

Table 2.4. Selected US Farm Subsidies (billion US$) 

Year  Direct1 Counter 
cyclical2 

Price 
support 
related 

payments 
(exclude 
MILC) 3 

MILC  Conservati
on4 

Disaster5 Crop and 
Revenue 

Insurance6: 

payments 
to 

producers 
(total 
costs) 

General 
Services7

Actual          
2002 5.3 1.8 3.7 1.8 2.5 2.1  2.9 (3.5) 10.7 
2003 5.3 0.5 1.6 0.2 2.5 1.7  1.9 (3.6) 10.9 
2004 5.3 4.3 6.4 0 3.0 2.0  1.1 (3.1) 11.2 
2005 5.2 4.8 6.8 0.4 3.4 0.2  0.8 (2.7) 11.3 
2006 5.2 1.5 1.6 0.2 3.7 1.1   1.6 (3.6) 10.8 
2007 5.2 0.9 0.3 0 3.8 0.9  0.8 (3.9) 10.7 
Prospe
cts 

Subject 
to 

enrollme
nt in 
ACRE  

Subject 
to 

enrolmen
t in ACRE 

and 
market 

condition
s 

Subject 
to 

market 
condition

s.  

Could 
increas

e by 
0.4 bn 
(CBO 

estimat
e) 

Should 
increase 
to $4.8 

billion, but 
depends 

on 
enrolment 

in CRP 

Subject 
to 

natural 
conditio
ns and 
SURE 

paymen
ts 

Could 
include 
large 

unpredicta
ble 

payments 
under 
ACRE  

 

 
Note that most figures correspond to marketing year, but some correspond to fiscal years or crop year. As a 
result, the different items cannot be added horizontally. Not all budgetary expenditures and payments are included 
in the Table.  
 
Notes: 
1.  Includes direct payments and production flexibility contracts, excludes peanut and tobacco buyout payments. 

Source WTO notifications (DS1), fiscal year. 
2.  Source WTO notifications DS9, marketing year. 
3.  Includes loan-rate-related programs (loan deficiency payments, marketing loan gains/payments, certificate 

exchange gains and commodity loan forfeit), cottonseed payments, dairy indemnities, livestock compensation 
program, and miscellaneous smaller payments. Does not include MILC and market loss payments for dairy. 
Note: this price support differs significantly from the one calculated according to the conventions to be used 
for WTO notifications. Source: calculated from WTO notifications, DS5, DS6 and DS7, marketing year. 

4.  Includes resource retirement and environmental payments notified in the green box, source WTO notifications 
DS1 , marketing year. 

5.  Includes disaster relief reported in the green box, source WTO notifications DS9, marketing year. 
6.  The figures show only the net indemnities received by producers (payments minus premium) for a marketing 

year. Source WTO notifications, DS9, crop year. The figures in parenthesis show the total government costs 
for a including net indemnities to producers, federal premium subsidies, indemnities paid to private 
companies, other costs such as running the agency and research and experiment mandates. Source: USDA 
Office of Budget and Program Analysis, fiscal year. 

7.  Includes research, inspection, food safety subsidies. Source WTO notifications. DS1, marketing year. 
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3.  An assessment of the US Farm Bill 2008, in 
comparison with CAP developments 

In this section, we focus on the consequences of the new provisions of the FCEA and on the 
contrasts and similarities with the recent developments of the EU agricultural policy, in 
particular the recent Heath Check decisions. We first compare the farm support policies, the 
indirect farm support resulting from the biofuel policy and the rural development 
orientations of the US and EU agricultural policies. We then highlight some of the 
differences in objectives and instruments that suggest a diverging path between EU and US 
agricultural policies. 

3.1.  Farm income support  

3.1.1.  The farm income issue in the EU and the US 

In the United States addressing rural poverty has remained a posted objective of 
agricultural support. However, USDA data show that rural poverty is concentrated among 
part time farmers who have skills that lead to unstable employment opportunities and low 
wages. They do not produce significant quantities of agricultural output and any farm 
payments that they may receive are far too meager to solve their poverty problems 
(Sumner 2007). Rural poverty thus cannot provide a convincing justification for billions of 
farm payments that benefit rather well-off farm households. US lawmakers also justify 
some farm support and in particular recent FCEA amendments (ACRE, MILC, disaster 
assistance etc.) by the need to address income fluctuations. However, farm subsidies are 
offered to deal with variable incomes for only a handful of program crops, the remainder of 
US agriculture, primarily the meat and horticultural industries, receives relatively little 
support and therefore raises doubts about this line of argument.  
 
In the European Union, the issue of farm incomes has also been used as a justification for 
farm support. Like in the United States, only particular sectors and farmers, which were not 
the poorest ones, have benefited from CAP support. Direct payments are now the main 
source of public support in the CAP, but their distribution still largely reflects the 
distribution of the benefits of former price support as a result of the "compensation logic" in 
their motivation and calculation. Some payments suit income inequality considerations 
better than others, for example those provided to farmers in less-favoured areas, even 
though the latter are usually justified with positive amenities of agriculture in remote areas. 
As far as income variability is concerned, EU direct payments provide a buffer to those 
farmers who receive them, but payments do not adjust to stabilize incomes.  
 
If farm income support were motivated by equity, or at least should not increase income 
inequality, we would expect that some form of payment limits or means testing were in 
place for beneficiaries. Large farm support to wealthy recipients has been frequently 
criticised both in the United States and in the EU (Sumner 2007, Baldwin 2006). Some 
degree of capping has been introduced to individual farm payments both in the United 
States and the EU. However, these ceilings have either been quite lenient (United States) 
or introduced at a rather cosmetic dose (EU). 
 
In the United States, the first payment limits go back to the Farm Bill of 1970. Under the 
2002 Farm Bill, limits were set at $40 000 for direct payments, $65 000 for countercyclical 
payments and $75 000 for marketing loan gains or loan deficiency payments per entity. 
However, the latter limits did not apply to marketing certificates and was thus ineffective 
and has been abandoned in FCEA. For all payments the so called “three entity rule” (CRS 
2008k) effectively permitted a doubling of payment limits per farmer. Kirwan (2007) 
showed that farm households have managed to distribute payments to several family 
members as a way to go around ceilings. A report from the Government Accountability 
Office also showed that the existing ceilings were often circumvented (GAO 2008).  
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During the 2007 debates on the Farm Bill, several senators, representatives as well as the 
USDA proposed stricter forms of payment limits. However, farm organizations pointed out 
that it made no sense to support high cost small farms and implicitly penalize successful 
operations in low cost production farms. Eventually the FCEA revised the income eligibility 
caps for farm program payments and the ceilings in a rather lenient way (CRS 2008k, 
Outlaw 2008). First, the FCEA maintained the $40 000 limit on direct payments and the 
$65 000 limit on CCPs with corresponding rules applicable to ACRE. The 3-entity rule was 
eliminated. The FCEA also reinforced means testing that was also a part of the 2002 Farm 
Bill. There are two main ceilings (CRS 2008k). A person is ineligible for direct payments if 
the individual’s 3-year average farm income exceeds $750 000; furthermore a person is 
ineligible for all crop subsidy and disaster payments if the individual’s average non-farm 
income exceeds $500 000. The ceilings may be doubled effectively by allocating income to 
two spouses. Higher ceilings apply to the special case of conservation program payments. 
The resulting ceilings are probably only relevant for a small share of farm households. 
Overall the US ceilings and means testing seem to focus on avoiding very large payments 
to absentee landowners. 
 
In the EU, the first limits in CAP payments may be those applied in several Member States 
when implementing the 1975 schemes for mountain farming and less favoured areas. 
Politically contentious were those in subsequent schemes for beef premiums. The CAP 
included some preferential treatment for small farms on various occasions, e.g. the 
exemption of small producers from compulsory set-aside or the recent €5 000 franchise in 
modulation. However, for the direct payments that are now included in the SFP, no ceiling 
per farm or per household has ever been included in spite of several proposals made by the 
EU Commission over time. Instead, modulation (i.e. the siphoning of a percentage of the 
payments to larger beneficiaries) was introduced. In the Health Check the eventual decision 
only led to a quite limited capping, with an extra cut of 4 percent for payments over 
€300 000€.21 The main counter argument has been, like in the United States, that large 
and presumably efficient farms should not be penalised.  Overall the EU system of 
degressive modulation seems mostly designed to make direct payments more palatable to 
the public opinion. However, the core of the issue which is the lack of objective foundations 
for direct payments once the "compensatory logic" in the EU is no longer seen as 
appropriate, is not addressed in the Health Check.  
 
At the lower end of the payment distribution both the EU and US systems have limits 
justified by the administrative burden to deal with very small payments which differ in line 
with the farm structures (no direct, countercyclical and ACRE payments for less than 10 
base acres, while the EU favours a minimum threshold for payments, so that the amount 
distributed exceeds the administrative cost).  
 

3.1.2.  Direct payments in the US and the Single Farm Payment in the EU 

Direct payments were originally introduced as production flexibility contracts in the 1996 
FAIR Act and may be considered now as the first layer of support to program crops in the 
United States (see Box 2.1). The US direct payments have not been substantially modified 
in the FCEA, even though their level is reduced by 2 percent due to the change in the 
eligible base acreage, and minor restrictions on based acres developed for residential use. 
The US direct payments are not linked to current prices and production levels, but a 
planting restriction applies to fruits, vegetables, and wild rice. This is seen as maintaining a 
link between the payments and particular productions (at least according to WTO 
jurisprudence). The FCEA did not change this provision, even though a pilot program where 
planting restrictions are lifted will be experimented on a sample of US states.  
                                                 
21  The Health Check agreement includes an increase in the initial rate of modulation (5 percent) by 2 percent in 

2009 rising to plus 5 percent in 2012, far all farmers of the EU-15 that receive more than €5000 in direct aid. 
On top of this, the Council agreed to Progressive Modulation, namely that farms receiving more than €300 
000 in direct support every year will face an additional 4% shift in funds from 2009 onwards. 
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In the EU, direct payments are now the largest budgetary outlay in the CAP. After the 2003 
reform and the Health Check reform, the EU direct payments take the form of a Single 
Farm Payment (SFP).22 Most of the CAP direct payments may now be considered 
completely decoupled since the introduction of olives, tobacco, cotton, sugar, and finally 
fruits and vegetables into the SFP scheme. The Health Check decision from November 2008 
has nevertheless left the possibility for maintaining some direct payments coupled to 
animal production for suckler cows and sheep and goat, an option that is used in most 
Member States. Further leeway is given to Member States in the use of "Article 68" 
assistance where member states can retain up to 10 percent of the national premium 
envelope for financing special measures, including limited coupled support. The Health 
Check also increased modulation, introduced degressive capping (see Section 3.1.1) and 
encouraged Member States to move from the historical model to a flat rate model. 
 
Apart from remaining planting restrictions in the United States and incomplete decoupling 
through Member State choices in the EU-27, both payment schemes are designed to 
provide minimal distortions to producer decisions. Analyzing the behaviour of a sample of 
soybean producers in detail, Babcock (2007) concludes that US producers view the direct 
payments as truly decoupled and that producers take their planting decisions following 
market signals. However, other empirical studies, more theory-based, generally indicate 
that decoupled payments do have some effects on farmer behaviour, though the evidence 
is mixed on the strength of these effects (Alston, 2007). These may be triggered by the 
impacts of payments on wealth and liquidity. They should be stronger if only a part of all 
crops and hence farms is eligible for payments or receives high payments as it is the case 
in both the United States and those EU Member states that have kept historical references 
when designing their payment scheme, compared to a situation with all crops being eligible 
for a flat rate premium.  
 
A major difference between the two systems is that in the EU the direct payments have 
been modified, at least in the rhetoric, by a reorientation towards multifunctionality and 
provision of public goods through agriculture. This has taken the form of "cross-
compliance", i.e. the conditionality of payments to the respect of a set of EU directives in 
the 2003 reform, which has been slightly modified (mostly simplified) by the 2008 Health 
Check reform. A full equivalent to cross–compliance seems to be absent in the United 
States but in both systems land has to be kept in "good agricultural condition".  
 
Countercyclical payments. Another level of US farm support is the countercyclical 
payments (CCPs). As explained in Box 2.1 CCPs are based on "program yield" times 
"program area". Like direct payments, they are therefore determined from past planting 
and yields. They are hence independent from producer's individual decisions, but they vary 
inversely with market prices (if they are above loan rates). The FCEA does not change the 
key CCP mechanisms but modifies some details like the target prices (Section 2.3.1). As 
most producers are supposedly risk averse, CCPs are likely to have some impact on 
production. Several empirical studies provide estimates of the impact on production of CCP 
payments that range between nearly zero according to Babcock (2007) and sizeable (Lin 
and Dismukes 2007). There is no equivalent to the countercyclical payments in the EU.  
 

3.1.3.  Payments related to current production or factor use  

Historically the first instrument that has been introduced in the United States to support 
farm income has been the marketing loan system and the related payments (see Box 2.1.). 
Such payments are linked to current production or factor use. These coupled payments still 
play a major role in current US agricultural policy. Until decoupling is really complete, they 

                                                 
22  The E.U. Common Agricultural Policy is described in another report of the European Parliament (Eurocare 

2007). 
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are also relevant in the CAP even though there has been a major shift towards decoupled 
payments since the 1992 reform.  
 
US loan programs. Marketing loans provide minimum price guarantees for crops actually 
produced, unlike direct or countercyclical payments, which are tied to historical bases. 
Commodities are no longer physically delivered to the CCC. The system of LDPs (Loan 
Deficiency Payments), marketing loan gains and marketing certificates work more as a 
minimum price guarantee applied to producers, while consumers face market prices that 
are free to fall to whatever level is needed to balance supply and demand. Such programs 
provide direct incentives for producing through a guaranteed price. The overall market 
impacts of the loan rates have been estimated to be relatively low for corn, soybean, and 
wheat, but large for cotton and corn (Babcock 2007). The main reason is that the loan 
rates are relatively low. In spite of the increase in the loan rate for wheat under the FCEA, 
this finding is likely to remain valid. 
 
With the intervention system, the EU has a somewhat similar system in place where 
producers are guaranteed a minimum price. However, contrary to the US system, the EU 
purchasing institutions or private companies actually take possession of the crop. Hence, 
the intervention provides a minimum price level that is also imposed to consumers. The 
burden imposed by the CAP to consumer has always been a major difference between the 
US system of loan rates and the EU system of intervention prices. Third countries are also 
affected by both the EU and US domestic policies, but the impact of the EU export subsidies 
that are used to support EU internal prices is more direct. These export subsidies had been 
practically inactive after the succession of the CAP reforms over the last few years. 
However, in 2008 some export subsidies were used to support pork prices for a few 
months, while EU intervention has resumed for dairy products in the beginning of 2009.  
 
ACRE payments. The FCEA introduced ACRE as a revenue-based countercyclical program 
offered as an option instead of the "traditional" price-based CCPs (see Box 2.3.). The 
rationale for ACRE is that because it is based on calculated references, countercyclical 
programs ignore the local variations of yields. Marketing loans and CCPs may fail to 
stabilise a farmer’s revenue in case of a bad harvest and in another year the same farmer 
may receive marketing loans and CCPs in spite of a bumper crop and hence high revenues 
in his county. Because of the use of a moving price average as a reference, ACRE does not 
support farmers as much as traditional programs against an extended and a long run 
decline of market prices, it is mostly a "smoothing" instrument. On the other hand, the 
ACRE’s revenue guarantee is high when market revenues have increased some years 
earlier.  
 
A comparable program does not exist in the EU. During the Health Check debates, many 
farm organizations and some Member States stressed the need for some income 
stabilization instruments, in order to cope with increasing price fluctuations and the 
dismantling of the historical CAP instruments that guaranteed stable prices to producers. 
However, the Council was divided on this issue. The Health Check leaves Member States to 
deal with insurance schemes as part of their domestic policy, allowing only the diversion of 
EU funded payments for crop insurance subsidization under "Article 68". In addition to the 
lack of consensus across Member States, another reason why programs such as ACRE (and 
CCPs) have not been considered in the EU is the fact that they are likely to conflict with 
future WTO constraints on trade distorting support. Finally, the financial and administrative 
framework of the EU budget does not allow potentially large and unpredictable budgetary 
expenditures. The introduction of a program such as ACRE in the EU, which has been 
suggested recently by the French government, would require a reconsideration of the EU 
budget setting procedure. 
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3.1.4.  Disaster assistance and crop insurance programs 

Risk related programs. Historically, when markets were much less integrated because of 
transportation costs, lack of infrastructure and border protection, there was a natural 
hedging for farmers, i.e. low yields, droughts, floodings resulted in higher prices. As a 
result, consumers bore most of the economic cost of fluctuations. This natural hedging has 
become less effective, given that prices are less (negatively) correlated to local yields 
because of increased market integration. In some cases, price variations might be 
exacerbated by policies in distant areas that show no connection with local yield variations, 
let alone any kind of negative correlation (this typically occurred during the 2007 price 
bubble).  
 
In the past, both the EU and the United States responded to this issue by setting a system 
of guaranteed minimum price, which reduced downward price variations, and therefore 
limited the possibility of low incomes. Both the EU and US approaches involved large costs 
for taxpayers. In the United States, they had to fund government acquisition and storage of 
commodities at guaranteed minimum producer prices, idling acreage in years when 
commodity stocks had become large, and provided payments compensate the difference 
between the guaranteed prices and the market price. This led the US government to give 
up acquiring actual stock at the end of the 1980s, and to move towards direct payments, 
later topped by countercyclical payments, and, since the FCEA, by ACRE payments. In the 
EU the cost of storage and surplus disposal was a major driver of the 1992 and 1999 
reforms that led to lower intervention prices. Since that, the EU has consistently shifted 
towards less market intervention and more direct payments.  
 
The increased volatility of farm revenue has serious implications for farmers, through 
possible mistakes in resource allocation on the production side as well as household income 
on the consumption side. In the EU, farmer organisations stress the difficulty of making 
production decisions under the growing uncertainty on future market conditions. In a 
survey preceding the FCEA, US farmers ranked disaster assistance and crop insurance as 
the top two programs whose funded needed to be maintained in the next farm bill (Lubben 
et al. 2006). 
 
The US Government has promoted ambitious crop insurance and disaster payments to cope 
with risk. From the outset, policymakers included premium subsidies of up to 30 percent in 
the 1980 Act. Congress then passed legislation in 1994 and 2000 to raise subsidy levels 
and provide extra incentives for participation. The 1994 Crop Insurance Reform Act of 1994 
introduced a 100 percent premium subsidy on a minimal coverage level, called CAT for 
catastrophic coverage (Dismukes and Glauber 2005). The Act also increased premium 
subsidy rates on coverage levels above CAT, called buy-up, or additional, coverage.  
 
No such policy has yet been implemented at the EU level inspite various intervention prices 
being either dismantled or rendered inactive. Direct payments are seen as a way to cushion 
farm income variations, even though they do not help making prices more predictable for 
producers. Several Member states have nevertheless implemented insurance programs, the 
Spanish one being the most ambitious. Debates during the Health Check saw proposals for 
funding some large scale crop insurance programs with the EU budget, but because of the 
budgetary consequences and sensitivity of reforms that might modify net contributions to 
the EU budget, this issue has been left to the national level, albeit with the freedom to 
reallocate some of the EU direct payment budget under the voluntary modulation (Article 
68). Another reason for restraint at the EU level might be that competences for income 
policy in general, apart from the CAP payments, are so far located at the level of the 
Member States such that an EU level income stabilisation program may be seen as violating 
subsidiarity. In any case, there is no attempt to match the ambitious US insurance 
programs.  
 
Through multiple ad hoc disaster assistance programs, Congress has also consistently 
provided farmers and ranchers with significant subsidies in case of weather-related 
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production losses. In practice, most of the funding for the program in recent years has 
been provided through emergency supplemental appropriations, meaning that the new 
spending did not have to be offset with comparable reductions in other programs. In many 
cases, these appropriations funded disasters such as large floods and hurricanes. However, 
the programs have become rather systematic. This adds to the impression from the history 
of US farm bills that the US authorities are prompt to quickly alter legislation, when farm 
income is under pressure. In the EU this appears to be more rarely the case, in particular 
because the EU budget does not allow for the same type of "supplementary appropriations" 
that can top the planned expenditures. The Commission makes use of all available 
instruments when the market situation or a natural or animal health-related crisis creates a 
demand, but this has to be done within stricter budgetary lines.  
 
Farm support under US insurance and disaster programs. In recent years, the US 
programs relied primarily on two policy tools to help mitigate the financial losses 
experienced by crop farmers as a result of natural disasters, a federal crop insurance 
program and congressionally mandated ad-hoc crop disaster payments.  
 
The federal crop insurance program provided coverage in 2007 to over 100 crops covering 
more than three-fourths of planted acreage in the United States (CRS 2008i). Although the 
list of covered commodities has grown in recent years, 80 percent of federal subsidies 
accrue to four commodities — corn, soybeans, wheat, and cotton. Federal crop insurance 
policies are marketed and serviced by private insurance companies. In purchasing a policy, 
a producer growing an insurable crop may select a level of crop yield and price coverage 
and pay a portion of the premium, which increases as the levels of yield and price coverage 
rise. The remainder of the premium is covered by the federal government. Coverage is 
made available through various insurance products, including revenue insurance, which 
allows a participating producer to insure a target level of farm revenue rather than just 
production levels (see Appendix 3 for details). This is complemented with the Non-Insured 
Assistance Program (NAP) which is available to producers not offered insurance coverage. 
Lack of insurance availability occurs in locations where there is insufficient production 
history to determine actuarial risks of a crop or in regions where production of a specific 
commodity is relatively small.  
 
Since 2000, the federal subsidy to the crop insurance program has been on average about 
$3.3 billion per fiscal year, up from an annual average of $1.1 billion in the 1990s and 
about $500 million in the 1980s. Nearly two-thirds of the current federal spending is used 
to subsidize producer premiums. The balance primarily covers the government share of 
program losses and reimburses participating private insurance companies for their 
administrative and operating expenses.  
 
In recent years, program costs have been increasing steadily, mainly because premium 
subsidies and company reimbursements are based on total premiums, and total premiums 
have been rising in tandem with farm commodity prices. The government costs for the crop 
insurance program totalled $3.9 billion in FY 2007.23 Preliminary estimates for the crop year 
2008 suggest that RMA subsidies to crop insurance amounted to $5.6 billion for crops 
(including $2.1 billion for corn, $1.5 billion for soybeans and $0.9 billion for wheat24) while 
livestock insurance totalled $0.6 billion of subsidies, mostly for the lamb program, and the 
outlays under the NAP funded by USDA amounted to $0.1 billion. 
 

                                                 
23  This figure is obviously different from the one reported in Table 2.4. The reason is twofold. First, in Table 2.4. 

the figure is for marketing year, while here the figure is for fiscal year. In addition, in Table 2.4. the figures 
are the net payments to producers, while here there is also the subsidies to private insurance companies and 
the management costs, including the salaries of the staff and the funding of pilot programs.  

24  Source: Summary of business reports, Risk Management Agency, USDA 
http://www.rma.usda.gov/data/sob.html  
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Regarding disaster insurance, producers can subscribe to catastrophic crop insurance (CAT) 
coverage by paying a mimimal administrative fee and no premium. However, the coverage 
of CAT is very low, provides a maximum of 27.5 percent of the crop value for a total crop 
loss, and this results in large pressures from farmers to obtain more relief. Over the last 
decade, Congress has consistently approved a large ad hoc disaster assistance program to 
supplement the ongoing disaster programs. CRS (2008i) estimates that since 1989, these 
ad hoc programs have totalled more than $22 billion paid to producers who experienced a 
major crop loss caused by a natural disaster. Since 2000 ad hoc disaster insurance has 
indeed topped the standard crop insurance program almost every year. For example, the 
2007 Title IX of the FY2007 Iraq War Supplemental Appropriations act, i.e. P.L. 110-28 
provided emergency agricultural disaster assistance for crop and livestock losses in any one 
of the last three years — 2005, 2006, or early 2007, see CRS (2008j). In FY2007 these 
crop disaster payments were low, but they exceeded $2.4 billion in 2005. Between FY2000 
and FY2007, the federal cost of the crop insurance program combined with ad hoc 
supplemental disaster payments has averaged roughly $4.4 billion per year (Figure 3.1.) 
 

Figure 3.1. Total federal cost of crop insurance payments in the United States 
(million US$) 

Source: USDA, various agencies. RMA stands for Risk Management Agency. NAP stands for Non-insured 
Assistance Program. Data includes net subsidies, without farmer's contributions. Disaster and NAP are for fiscal 
years, i.e. from October 1 to September 30. (FY2008 denotes the year starting October 1 2007). Insurance 
subsidies are for crop year except for livestock (reins year). Crop years start at different months according to the 
commodity. The 2008 wheat crop year, for example, is June 1, 2008, through May 30, 2009. Crop year starts 
August 1 for cotton, September 1 for soybean, etc. Insurance includes all net subsidies from RMA for crops and 
livestock programs source RMA Tables http://www.rma.usda.gov/data/sob.html Accessed February 2009. NAP 
includes CCC outlays, source Office of Budget and Program Analysis. Disaster payments include disaster and 
livestock assistance programs, including outlays authorized by P.L.110-28. Source: Table 35, President's report, 
CCC and Farm Service Agency estimates for 2008. Note: the figures differ from those in Table 2.4 given which 
corresponds to marketing years and in which net subsidies are only those received by producers (while here 
figures includes subsidies to private insurers). 
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Changes with the FCEA. The FCEA further develops disaster insurance programs, while at 
the same time it introduces modifications to the existing federal crop insurance programs 
to attain cost savings.  
 
Regarding crop insurance, the 2008 FCEA tightened compliance rules and allows more 
public evaluation of the insurance industry that benefits from the subsidies for farm 
insurance programs. Cost savings are expected by adjusting the national loss ratio from 
1.075 to 1.0, and making corresponding adjustments in premium rates to equal projected 
indemnities. The loss adjustment ratio should lead to a decrease in payments, in particular 
for high valued crop producers. Administrative and operating expense payments should 
also be reduced. Premium due dates and company reimbursement dates are changed 
starting in 2012. Significant increases in catastrophic and non-insured crop assistance 
program administrative fees are included in the FCEA legislation. 
 
In order to formalise the recurring ad hoc disaster payments in a comprehensive program, 
the FCEA introduced a "Supplemental Agricultural Disaster Assistance trust fund" with the 
objective to make disaster insurance available on an ongoing basis. This fund covers the 
SURE program (described in Box 2.4.), the Livestock Forage Disaster Program, the 
Livestock Indemnity Program, the Tree Assistance Program, and the Emergency Assistance 
Program for livestock, honey bees, and farm raised fish. For all programs except the 
Livestock Indemnity Program, producers must obtain a crop insurance policy for each 
insurable commodity. The Non Insured Crop disaster assistance program (NAP) will still 
covers other, non insurable commodities produced on the farm. A payment limit of 
$100 000 per individual per crop year in total disaster assistance is imposed for all 
programs except the Tree Assistance Program under this title (a separate limit is imposed 
for the Tree Assistance Program of $100 000 per individual per crop year). Note that the 
Livestock Forage Disaster Program, the Livestock Indemnity Program and the Tree 
Assistance Program cover measures that already existed in the previous legislation, while 
SURE is a new large scale program. 
 
The changes resulting from the FCEA raises two issues. The first one is the actual 
consequences for producers. In spite of the extra budget, the actual benefits of the SURE 
programs are unclear, compared to the ad hoc programs that existed (Harris et al. 2008a). 
Indeed, under SURE an eligible producer can receive a payment equal to 60 percent of the 
difference between the program guarantee and the total farm revenue, but with a cap on 
the indemnity enhancement. The previous ad hoc disaster program covered losses greater 
that 35 percent loss at approximately 50 percent of the insurance price and could allow 
greater indemnification. Ad hoc assistance was also specific to each crop on each farm and 
not the total of all crops on farms, which could in some cases lead to larger payments. 
 
The second issue is that with SURE, the disaster assistance payments become more 
integrated in a general support policy that seems to converge into a global safety net for 
producers. Indeed, the SURE program is a major change compared to the existing disaster 
legislation which treated each crop separately, while the SURE program accounts for entire 
farm revenue losses. With the ACRE payment (also based on revenue) the SURE program 
suggests that the US farm policy is evolving towards a global farm income guarantee. The 
linkage between ACRE and SURE is not only that they complement each other, but that the 
SURE payments depend on the ACRE payments, as well as other payments such as 
countercyclical payments and marketing loans (see the calculation in Box 2.4.) In 
particular, Hart (2008) shows that if crop losses in a state are spread wide enough to 
trigger ACRE payments, ACRE, rather than SURE, will compensate farmers from crop 
losses. Interactions between the various schemes suggest that it will be difficult to consider 
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the effect of one scheme without taking into account the others. This may have some 
consequences under the WTO because if one decoupled payment is linked, or topped by a 
less decoupled payment, it becomes difficult to assess its global effect on production. 
 
Cost efficiency of the US insurance programs. The experience of the last decades 
shows that with adequate subsidies, producers will buy crop insurance, but the marginal 
costs for the public are very large and have been increasing over time. Crop insurance 
provides coverage for a loss in yield or a loss in revenue (yield and price) for over 350 
commodities in all 50 states. Over 80 percent of insurable area is enrolled in the program 
and almost 65 percent of those acres are insured at coverage levels of 70 percent or higher 
(CRS 2008h). 
 
Several authors have pointed out that these programs generated huge costs for the small 
risk reduction they have achieved (Babcock and Hart, 2006; Glauber 2007). For example, 
in 2005, farmers received $3.1 billion in indemnity payments and paid $2 billion in 
insurance premiums, so they experienced a net gain of $1.1 billion in protection against 
risk from these programs. However, the government’s premium subsidies, payments to 
insurance companies, and administrative costs added up to $3.0 billion. So taxpayers paid 
$3 for every dollar  protection given to producers. In addition to the limited income transfer 
efficiency of these programs, they might also have led to an eviction effect of private 
insurance for many agricultural risks (Sumner and Gardner, 2007).  
 
Insurance and disaster payments have also raised environmental criticisms. Repeated 
disaster payments have become highly concentrated in a few drought-prone areas, which 
are more environmentally sensitive than average cropland. There is evidence that on-
going, repeated payments for chronic "disasters" are encouraging farmers to change the 
way they manage their land— taking marginal lands out of sustainable uses and 
conservation (such as the CRP) or grass-based production systems and bringing them into 
intensive crop production (EDF 2008). 
 

3.2.  Price support and supply control 
While the US policy had progressively shifted to direct payments over time, market price 
support is still an important feature of the farm policy. Certainly, the loan rate (and to 
some extent ACRE and the target price/CCP system) are price support programs but they 
are provided to producers as payments, and do not generate the same distortions at the 
consumer level as a classical price support that keeps domestic prices at desired levels. 
Such price support policies are concentrated on the dairy and sugar sectors. For 
maintaining prices at a desired level, it is necessary that imports are controlled and, when 
domestic production exceeds domestic consumption, that export assistance or any form of 
surplus disposal is implemented. In the US dairy and sugar sectors, this is mainly achieved 
by the joint use of marketing quotas, tariffs, tariff rate quotas and export credits.  
 
Supply management in dairy. The US dairy program described in section 2.1 is a 
complex combination of price support and production management. All the existing 
instruments have been maintained with the 2008 Farm Bill, including Dairy Export 
Enhancement, Dairy Indeminity, Dairy Promotion and Research. The dairy sector will still 
be subject to CCC purchases and dairy specific MILC payments, marketing orders and the 
high level of border protection has remained untouched.  
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Several analysts have concluded that the FCEA will have little effect on the US dairy sector 
(FAPRI 2008). The minimum price for dairy will be provided through support price for 
processed products, rather than for milk, but the new support prices are low compared to 
what has been observed on world markets. The market prices for cheddar cheese and 
butter that have repeatedly fallen since 2000 below what is now the new support price, but 
overall, the change should not lead to a greater level of support to farmers. MILC payments 
will be more frequent and larger due to an increase in both the quantity eligible for direct 
payments (from 2.4 million pounds to 2.98 million) and the payment rate (from 34 percent 
to 45 percent of actual price and the reference price, see section 2.5.2.). 
 
The complex US system of management of the different types of milk (Milk Marketing 
orders) has not been simplified by the FCEA. The early justification for marketing orders—
to countervail the potential pressure on prices from market power of fluid milk processors—
is now questionable given the emergence of dairy cooperatives as the major source of US 
milk production, and the program has little economic rationale. Balagtas (2007), shows 
that the program tends to make producers in some parts of the country worse-off. 
Regulation distorts prices within each market, reducing fluid milk consumption and 
increasing milk production. With relatively low and decreasing shares of milk going to the 
fluid market in most regions, price discrimination is increasingly ineffective at raising the 
average producer price.  
 
The EU dairy policy also relies on a high level of protection and guaranteed prices. With the 
progressive integration of dairy in the Single Farm Payment scheme and the future 
dismantling of quotas, the EU policy has been evolving towards a system that is less 
distorting, following the Health Check decisions. However, the EU intervention has resumed 
for dairy in 2009, after being inactive for several years. This sends a rather negative signal 
to third country producers who have been complaining about unfair competition. 
 
Market management in the sugar sector. The FCEA has not changed the US sugar 
regime, that still relies on tariffs and production restrictions (see section 2.1.). Because of 
the high domestic price of sugar, the US sugar program induces large transfers from sugar 
users to US sugar producers and sugar crop growers. Some import quotas under 
preferential agreements also create rents. The US sugar program has been heavily 
criticized because of its welfare costs at the national level, and also because of the 
inefficiency of the transfers to developing countries benefiting from import quotas, due to 
the management of the tariff quotas (GAO 2000). If the US sugar sector benefits from the 
influence of a powerful lobby, it also faces competition from alternative sweeteners, 
especially high fructose corn syrup which now accounts for more than half the US market 
for caloric sweeteners. Under the North American Free Trade Agreement, the US sugar 
market has been opening to competition from sugar from Mexico. Progressively, sugar is 
also introduced in regional trade agreements.  
 
In spite of these threats, the FCEA has not brought large changes to the regime. In the US 
legislation, the program should operate at no public cost, but this does not cover costs that 
could be experienced in other sectors than the CCC. In particular, the actual consequences 
of the new provision that could lead to divert excess sugar to the ethanol market (see 
section 2) are unclear. Because of technological changes, in particular in the beet sector 
where genetically modified seed could potentially result in large cuts in production costs, 
turning sugar into ethanol could prove a costly way to support the sector.  
 
The EU sugar policy has been dramatically reformed in 2006 (Bureau et al. 2008). The EU 
policy was based on the no cost principle, a strong regulation of imports with TRQ and 
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prohibitive out of quota tariffs. Once both the off-quota sugar exported on the world market 
and the subsidies for the re-exportation of preferential import sugar under the EU 
development assistance policy were found as being in violation of WTO rules, the EU 
implemented a drastic reform that cut its production. A voluntary buy-out program was 
implemented in order to reduce domestic production. The EU became a net importer of 
sugar. Price cuts were compensated by direct payments that were included in the Single 
Farm Payments.  
 
The US has more flexibility than had the EU to adjust temporarily the level of tariff rate 
quotas TRQs in case of supply bottlenecks, and to use marketing allotments to adjust 
domestic supply to market conditions. However, the changes brought by the FCEA consists 
essentially in changing the residual variable to balance the market (domestic supply is set 
at 85 percent of consumption) using ethanol as an outlet.  
 
End user payments in the cotton sector. In addition to direct and insurance/disaster 
payments, the US support policy includes some end user payments. In particular, the US 
textile industry is subsidized for the use of cotton. The FCEA brings some changes to the 
existing legislation (payments are not longer conditional to using domestic cotton) as well 
as adjustment in the subsidy rate. End user payement policies were also part of the CAP in 
the EU, in particular for olive oil and cotton, where consumer/processor aid was used to 
support the price paid to producers. However, the EU has slowly moved away from most of 
these forms of support.  
 
Government purchases. Domestic intervention by public agencies exists in both the EU 
and the United States, although with different commodity coverage. In the United States, 
commodity purchases by the CCC can be operated on a wide array of products, though 
actual purchases are limited. Public intervention had been central in the "old CAP". 
However, with the Health Check, EU intervention is now limited to wheat, butter, and 
skimmed milk powder.  
 
Supply control. The United States uses marketing quotas for milk and sugar, and set-
aside in the form of the Conservation Reserve Program. However, the tobacco quotas have 
been dismantled, and even though the CRP involves setting aside a large amount of land, it 
is for long term conservation purposes. The United States no longer uses large land set-
aside programs to manage supply according to market conditions as it was the case in the 
1980s.  
 
Production quotas are used by the EU to manage the sugar and dairy markets. In both 
cases, the quota regime has recently experienced dramatic changes. Since the 2006 sugar 
reform, it is no longer possible to produce out-of-quota sugar that was previously produced 
for the world market (ethanol is nevertheless a possible outlet for out-of-quota sugar 
beets). Following the Health Check reform, milk quotas will be dismantled after a transition 
period. The EU had also used compulsory set-aside to avoid surplus production of grains 
and oilseeds, with a percentage of the acreage devoted to these crops that was adjusted to 
market conditions (in practice 5 to 15 percent since the early 1990s). This mandatory set 
aside has been eliminated within the Health Check. That is, in both the EU and the United 
States, public authorities have been moving away from supply control as a market 
regulation policy. 
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Border measures. In both the EU and the United States, border protection is used to 
maintain domestic prices structurally higher than international prices at least for particular 
commodities. This border protection sometimes plays an important role in supporting 
domestic agriculture, since it makes other instruments such as safety nets inactive. This is 
particularly the case in the EU beef sector, as well as in the US sugar sector. Both the EU 
and the United States use a combination of tariffs and tariff rate quotas (TRQs). The latter 
have been opened so as to achieve a controlled trade liberalization in bilateral or regional 
trade agreements or to comply with the either the "current access" or the "minimum 
access" clauses of the 1994 Uruguay Round Agreement on Agriculture (URAA), which 
specifies that a share of the domestic market, expressed in percentage of consumption, 
should be opened to foreign competition. The EU has officially 87 TRQs notified in their 
schedule of commitments to the WTO and the United States has 54 TRQs. These figures, 
however, are not particularly meaningful since some TRQs can include a wide range of 
product while others can be restricted to a few very particular tariff lines.  
 
Regarding tariffs, both the EU and the United States use a complex combination of specific 
and ad valorem tariffs which often lacks transparency (Bureau and Salvatici 2004). The 
level of consolidated tariffs under the Most Favourite Nation (MFN) clause acts as a ceiling 
for applied tariffs in the EU, which applies MFN tariffs even to non WTO member countries. 
The United States applies higher than MFN tariffs to particular non-WTO member countries 
(and Cuba). Both the EU and the United States apply lower tariffs under preferential 
agreements, in particular the Generalized System of preferences, non reciprocal 
preferences for Least Developed Countries, and many bilateral and regional agreements. In 
2008, the EU has also applied lower than consolidated tariffs for cereals under the MFN 
regime, which is an exception motivated by the need to support the livestock sector in a 
period of exceptionally high prices. 
 
The US MFN tariffs are on average lower than the EU ones. In the United States the high 
tariffs are concentrated in a few sectors, such as dairy and sugar, while they are more 
widespread in the EU. Table 3.1. shows that the share of tariff lines with duties larger than 
three times the average tariff indicate, that the EU has a higher share than the United 
States.  

Table 3.1. Comparison of tariff profiles US and EU 

 Average MFN 
tariff 

(non weighted) 

Share of duty 
free lines 

Share of tariff 
lines> 15% 

Share of tariff 
lines > 

3*average 

 Bound 
(applied) 

Bound 
(applied) 

Bound 
(applied) 

Bound 
(applied) 

European Union 
15.1  

(15.0) 

32.7 

(29.9) 

28.1 

(27.7) 

9.1 

(8.3) 

United States 
5.0 

(5.5). 

34.8 

(30.4) 

5.0 

(6.3) 

5.1 

(5.5) 

Source: WTO Integrated Database (2008). 
 Note: not all preferential tariffs are counted for the EU. 
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3.3.  Comparison of US and EU total farm support  
The US farm bills encompass a much wider set of policies than the CAP. The FCEA includes 
policies that do not fall under the competences of the European Union. Indeed, it is often 
stressed that the different EU Treaties provide only a limited area of competence at the 
Community level. Large budgets under the FCEA cover areas such as food assistance to 
poor citizens, tax issues, fuel subsidies, and even some measures in case of epizooties or 
sanitary crises that are left almost entirely to the Member States budgets in the EU. That is 
comparisons of the cost of the FCEA to, say, the cost of the CAP, let alone of the Health 
Check would make little sense. 
 
It is nevertheless possible to attempt a comparison of the assistance level provided to 
farmers in the EU and the United States. Even this raises considerable methodological 
issues. The definition of "farms" and "farmers" is different, and there are differences even 
in what is considered as the farm sector. Some payments affect the farm sector in a more 
or less direct way, from direct payments to production, to, say, extra demand generated by 
public programs of food stamps, or farm support provided by public subsidies to agricultural 
research or rural electrification. A cursor has to be set somewhere when measuring farm 
support, but where the cursor is set affects the comparison between the EU and the United 
States. 
 
The Organisation for Economic Co-operation (OECD) has attempted to solve the 
methodological issues and has compiled original data at a detailed level concerning farm 
support. These are the data that are put together in order to measure the Producer Support 
Estimates (PSEs). The actual PSE figure is perhaps not the most interesting indicator. It 
aggregates many different policies and relies on questionable methodology. For example, 
given the lack of a good reference (i.e. world market) price for fluid milk the computation 
of the market price support for dairy relies on questionable assumptions. Because not all 
agricultural productions are covered by the measure, the one calculated for the "PSE 
commodities" is then extrapolated to non covered outputs. However, the elementary PSE 
data is a unique source of information on transfers to the farm sector in the EU and the 
United States. 
 
In absolute terms (e.g. in euros, using the nominal exchange rate), the PSE in the EU 
account for about €98 billion, compared to €24 billion in the United States (Table 3.2). This 
estimate of the annual monetary value of gross transfers from taxpayers and consumers to 
farmers includes all policy measures that support agriculture, i.e. all kinds of market price 
support measures and budgetary payments and forgone revenue. The evolution over time 
since 2000 shows that the United States significantly reduced total and percentage PSE (as 
a share of gross farm receipts) whereas for the EU, the percentage PSE decreased only 
moderately (while the total PSE series is affected by EU enlargement). On a per hectare 
basis, the EU PSE is much larger than the US one. However, if one compares the PSE (in 
euros) per unit of farm population, the PSE per capita is lower in the EU-27. 
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Table 3.2. Evolution of total PSE in US and EU 

  2000 2001 2002 2003 2004 2005 2006 2007

United 
States 

PSE US $ 
Million 

52 829 51 523 40 746 36 036 42 956 41 024 30 860 32 663 

 PSE € $ Million 57 325 57 531 43 234 31 898 34 574 33 009 24 586 23 859 

 PSE 
(percentage of 
production) 

24% 22% 19% 15% 16% 15% 11% 10% 

 PSE in €/ 
hectare 
agricultural 
land 

       58 

 PSE  in €/ 
farm worker 

       4197 

European 
Union 

PSE US $ 
Million 

88 812 84 180 99 381 120 
225 

142 
794 

130 
824 

130 
622 

134 
318 

 PSE € $ Million 96 370 93 996 105 
540 

106 
419 

114 
930 

105 
264 

104 
066 

98 114 

 PSE 
(percentage of 
production) 

34% 31% 36% 36% 34% 32% 31% 26% 

 PSE in €/ 
hectare 
agricultural 
land 

       511 

 PSE  in €/ 
farm worker 

       3791 

Source: Calculations using Producer and Consumer Support Estimates, OECD Database 1986-2007 and FAOSTAT. 
Notes: EU15 before 2004, EU25 before 2007, EU-27 for 2007. The PSE/ha is calculated using the agricultural land 
definition of the FAO. The PSE per farm worker is calculated using the FAO definition of agricultural population. 

 
 
A further differentiation of the PSE into subcategories shows that in 2007, 38 percent and 
37 percent of the PSE for the US and EU, respectively, comes in form of "Support based on 
commodity output", i.e. in the form of market price support or payments that are based on 
output and thus being rather trade distortive (Table 3.3.). The second largest subcategory 
of payments result from support that is based on non-current area, animal, receipts, or 
income indicators where production is not required to receive the support payment (22 
percent in the US, and 33 percent in the EU). These are payments that are considered 
green box in WTO terms and therefore are rather unproblematic. The third largest 
payments groups differ between the EU and US, where for the EU still a significant share 
(17 percent) of support result from direct payments still linked to production, whereas the 
US still relies to quite an extent (28 percent) on payments based on input use, i.e. energy 
subsidies, farm operating and emergency loans, irrigation support but also expenditures for 
on-farm services (animal and plant health inspection services, state technical assistance).  
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Table 3.3. Decomposition of the PSE, average the period 2005-07 

 Average 
2005-2007 

2007 Average 
2005-2007 

2007 

 E.U (1000 euros). U.S. (1000Euros) 

Total PSE, including: 102 482 98 114 27 151 23 859 

  Support based on commodity 
outputs 

44 410 36 057 9 046 8 982 

  Payments based on current 
A/An/R/I, production required* 

19 214 16 327 2 337 1 317 

  Payments based on non-current 
A/An/R/I, production not required 
* 

26 422 32 454 6 692 5 164 

  Payments based on non-current 
A/An/R/I, production required* 

1 2   

  Payments based on input use 11 237 12 250 7 289 6 762 

  Miscellaneous payments -206 -46   

  Payments based  on non-
commodity criteria 

1 403 1 071 1 787 1 636 

*Note: The letters stand for Area (A), Animal Numbers (AN), Receipts (R) or Income (I).  

Source: OECD PSE database. 

 
Commodity specific support may be assessed based on the Producer Single Commodity 
Transfer indicator, also defined in OECD (2008). In percentage, it measures the annual 
monetary value of gross transfers from consumers and taxpayers to producers arising from 
policies linked to the production of a single commodity as a share of gross farm receipts of 
the specific commodity. Table 3.4 shows that sugar is certainly the commodity that in both 
countries receives the most support still linked to the production. In the EU, all meat 
products are also still significantly supported. The same holds for milk, where it is 
noteworthy that the OECD indicator is based on raw milk prices. 
 

Table 3.4. Producer Single Commodity Transfers (SCT) in years 2005-07 (in %) 

Commodity U.S. E.U. 
Wheat 4.0 1.9 
Corn 5.5 14.3 
Rice  2.4 27.5 
Soybean -0.2 0 
Sugar 33.0 45.6 
Milk 19.1 14.3 
Beef and veal 0 51.1 
Pigmeat 0 14.5 
Poultry 0 41.0 

Source: Producer and Consumer Support Estimates, OECD Database 2008 
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3.4.  The energy issue in the E.U. and U.S. agricultural policy  
Both the EU and the United States have developed significant bioenergy programs, 
stressing several objectives, including a greater energy independence, promoting an infant 
industry that could experience considerable efficiency gains (second generation of cellulosic 
biofuels) and reducing greenhouse gas emissions. However, in both cases there are reasons 
to believe that supporting the farm sector was a major objective of the biofuel policy. 
Indeed, the reduction of greenhouse gas emissions that is obtained by replacing fossil fuel 
by bioethanol or biodiesel seems limited at least with the feedstocks that are used in the EU 
(rapeseed) and the US (corn) as shown by several recent studies (e.g. Searchinger 2008). 
The energy independence is perhaps more a defendable argument in the United States than 
in the EU, given that the fossil energy used to produce biofuels is largely domestic coal. 
However, the most optimistic scenarios regarding biofuel production suggests that it will 
only dent marginally the total imports of fossil oil.  
 
The US and EU biofuel policies interact considerably with their farm policy. By providing an 
outlet for agricultural crops either through mandates or subsidies, biofuel policies play a 
role that is rather similar to the public programs for disposing agricultural production on 
third market, as the very large  EU and US programs in the 1980s. Given the large 
quantities of agricultural production that are now involved, the biofuel programs now have 
a significant influence on agricultural markets. 
 
3.4.1.  The Energy title in the 2008 Farm Bill 

Most of the US bioenery programs are outside the FCEA. This holds for many state-level 
programs that subsidise biofuels, as well as the federal programs under the 2007 Energy 
Independency and Security Act of 2007 (P.L.110.140). This energy Act includes a dramatic 
expansion of the renewable fuels mandate up to 36 billion gallons by 2022. However, the 
FCEA interferes with the Energy Act, in particular by amending the tax credit for ethanol. 
Compared to the incentives provided under the Energy Independency and Security Act, the 
impact of the FCEA on the overall biofuel program should not be overestimated. Indeed, 
the mandatory spending under the energy title of the FCEA amounts to $643 million for 5 
years, and across the various titles, the funding of bioenergy related measures amount to 
roughly $1 billion (Harris et al. 2008a). By comparison, several analysts estimate that 
through the energy act as well as other policies, the total public support to biofuels reaches 
$100 billion in the United States for the 2006 - 2012 time frame (Koplow, 2007; Steenblik, 
2008). 
 
Several FCEA titles deal with bioenergy issues in addition to the "Energy" Title. The FCEA 
devotes significant payments to three programs. The first one is biorefinery assistance 
which provides some $320 million for loan guarantees for commercial scale advanced 
biofuel facilities over the 2008-2017 period. Under the Rural Energy Program for America, 
$250 million are provided in mandatory funding to procure grants and loan guarantees for 
renewable energy and energy efficiency systems for farmers and rural small business, and 
$35 million are provided in mandatory funding for grants to support repowering of existing 
bioenergy facilities with biomass energy systems. Some $300 million are devoted to 
mandatory funding for payments to support the production of advanced biofuels (e.g. 
biodiesel and cellulosic ethanol).  
 
The FCEA also continues the Biomass Research and Development program (administrated 
jointly with the Department of Energy) and provides $118 million in mandatory funding, 
which more than doubles current funding. Minor funding is devoted to educate the public 
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about effective biodiesel use and the benefits of biodiesel. Minor budget is also devoted to 
labelling programs to include intermediate ingredients and feedstock.  
 
The FCEA was also used as a legal vector to amend the ethanol production tax credit of the 
Energy Act. This credit is lowered from 51 to 46 cents per gallon beginning in the first year 
following that in which ethanol production of 7.5 billion gallons is achieved (it is expected 
that production and imports in 2008 will exceed 7.5 billion gallons and the tax credit will be 
reduced beginning in 2009). The 2008 farm bill establishes the cellulosic ethanol producer 
credit with special provisions for small cellulose-ethanol producers. For the promotion of 2 
generation ethanol (cellulosic ethanol) a blenders’ credit of $1.01 per gallon applies to 
ethanol produced from qualifying celluloses feedstock. The tariff on ethanol imports (14.3 
cents per litre) is extended, also as part of the FCEA.  
 
3.4.2.  Biofuel policy development in the EU and the United States 

The EU and US policy. Both the EU and the United States have set targets for biofuels. 
The EU had enacted binding directives which set quantity targets for renewable energies 
and fuels in the current and future energy supply up to 2010 (Renewable electricity in 
2010: 22 percent; biofuels in 2010: 5.75 percent; Total renewable energy consumption in 
2010: 12 percent). In 2008, the EU has maintained ambitious mandatory blending for 2020 
(while leaving an escape clause so that the fuel used in transportation vehicles should be 
"renewable" rather than biofuel, leaving the possibility of other vectors such as hydrogen 
produced from renewable electricity). The US Energy Independency and Security Act of 
2007 sets precise targets for the expansion of the renewable fuels mandate to 36 billion 
gallons by 2022, including 16 billion gallons for cellulosic ethanol and 15 billion gallons for 
corn starch and $1 billion gallon for biodiesel. 
 
A major difference is that the EU production of biofuels is mostly composed of biodiesel, 
mostly made from rapeseed. In the United States, ethanol from corn is by far the main 
product, even though biodiesel production has increased dramatically since 2006, in 
particular for exporting biodiesel to the EU. The linkage with other support policies that 
affect the feedstock is therefore different in the EU and the United States. For example, 
both entities impose a high tariff on Brazilian ethanol (both the EU and the Untied States 
allow some ethanol to enter duty free under preferential arrangements with selected 
developing countries). This tariff, which shelters the domestic industry from Brazilian 
competition, plays an important role in the development of the US biofuel production, but 
has a smaller impact on the EU biofuel industry given that the domestic production is 
mostly biodiesel (imported biodiesel faces very low tariffs in the EU). 
 
The EU biofuel policy remains largely a member state issue (Bamière et al. 2007). The 
European Commission has formulated biofuel and bioenergy quantity targets. However, 
some Member States have defined their own targets, and most of the actual measures 
have also been defined at the Member State level, i.e. blending mandates, subsidies, tax 
exemptions, etc. It is also Member States that bear the cost of biofuel policies. As a result 
there is not really a single EU biofuel policy. It is noteworthy that, in the Unites States 
there is also a great variability of measures at the State level. For example, the state level 
tax exemptions in Kentucky amounted to a subsidy of $1.0 per gallon, doubling the amount 
resulting by federal subsidies and tax credits, according to Steenblik (2007).  
 
The FCEA brings more funding into research, extension and pilot programs. This tops the 
existing incentives for research in cellulosic ethanol that are provided under the Energy Act. 
The EU appears less ambition in this area, even though there are many initiatives at 



Policy Department B: Structural and Cohesion Policies 
____________________________________________________________________________________________ 

 72

Member State level and some of them benefit from funding under the EU Framework 
Program for Research and Development. The FCEA also focuses extension (grants), credits 
for using and promoting biomass, and minor funding for promotion and labelling. Whereas 
in the United States specific investment incentives for bioenergy facilities are implemented 
in the new Farm Bill, the EU gives investment incentives mainly through the instruments of 
the European Structural Policy. Additional national funds for the promotion of regional and 
economic development also exist. A support of energy-crop production and processing like 
it has been formulated in the Farm Bill does not exist in the CAP.  
 
Overall, it is difficult to measure the public subsidies that the EU and United States provide 
for their respective biofuel sectors, because the products are different, and some policies 
are designed at the Member State level in the EU and at the State level in the United 
States. Figure 3.2 shows Steenblink (2007)'s attempt to compile in a single figure all the 
various forms of subsidies to biofuels in both the EU and the United States, adding 
subsidies and tax exemptions both at the federal/states, EU/member levels, when 
information was available. It is noteworthy that while the 2007 and 2008 figures are still 
not fully available for comparison, estimates using the same methodology suggest that in 
2008 the overall US biofuel subsidies should increase to something between $9.2 and $11 
billion. 
 

Figure 3.2. Comparison of an estimate of the combined subsidies for bio-fuels in 
different regions 

 
Source: Ronald Steenblik. Estimates for 2006, provisional values, * see Steenblik 2007 

 
Recent changes. In 2008 most EU Member States drew lessons of the high budgetary 
costs of tax exemptions, and shifted to mandatory quotas or blending rates, i.e. shifting the 
cost from the taxpayer to the consumer. In the United States, the increase in blending 
targets in 2007 and the decrease in ethanol blending tax credit in the FCEA follow the same 
path, i.e. a move from an excise tax exemption to a blender tax credit combined with a 
renewable fuel target. 
 
In the EU, several Member States have revised downwards the tax exemptions they 
provide to biofuels (France, Germany, the United Kingdom), even though they have 
maintained ambitious targets. At the EU level, the actual measures that supported biofuel 
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production under the CAP were compulsory set-aside, that reduced the opportunity cost of 
producing energy crops (only non food crops could be produced on set-aside land) and the 
energy-crop premium (45 €/ha) which was paid for the cultivation of crops for energy 
purposes on other (not set-aside) land.25 Within the Health Check both the set-aside 
obligation and the energy crop premium have been abolished. These measures provided 
only a marginal financial incentive compared with energy policy instruments, but they show 
an inflexion in the EU policy.  
 

In the United States, the use of grains for ethanol has increased considerably over the last 
years. It is expected that one third of the US corn production will be used for ethanol 
production in 2009. The high prices of feedstock resulted in economic trouble for the 
ethanol industry in 2008, and the low price of fossil oil has recently led to more plant 
closures. The USDA estimates that the trend towards a greater use of corn in ethanol will 
continue, following an increase of 16 percent of in 2008 compared to 2007. The reduction 
in support (tax credits) for grain ethanol and increase support for cellulosic ethanol that 
result from Title XV provisions of the FCEA are nevertheless a sign of the inflexion of the US 
policy, following the controversies regarding high food prices due to ethanol programs. 
 
Controversies. The debate on the future of biofuels policy has been perhaps more vivid in 
the EU, where first generation biofuels have been heavily criticized since 2007. In the 
media, this criticism has often been taken to extremes as causing hunger and pollution. 
There is now no longer an apparent consensus in basically any of the Member States on 
whether one should pursue tax exemptions and subsidies to biofuels. In the United States, 
the debate on the 2008 Farm Bill has focused mainly on the continuation of subsidies for 
ethanol blenders, continuation of the import tariff for ethanol and the impact of corn-based 
ethanol on agriculture, but public support to ethanol seems under less pressure than in the 
EU. However, controversies regarding the cost and benefits of the ethanol program have 
certainly contributed to the policy shift towards second generation biofuels, whose research 
and development programs have been expanded dramatically, both under the FCEA 
(including in the "Research" Title) and the Energy Act. 
 

3.5.  Rural Development 
"Rural development" does not seem to have the same meaning in the US FCEA and in the 
EU CAP. The Rural Development title in the 2008 Farm Bill covers programs which show 
only limited connection with those include in the "Rural Development Regulation" that 
gathers the measures outlined by the Pillar 2 of the CAP, and which is funded by the 
European Agricultural Fund for Rural Development. The focus of the Title VI "Rural 
Development" of the FCEA focuses on rural infrastructure and utilities. It somewhat 
corresponds to actions receiving funding from European Regional Development Fund and to 
a lesser extent also from the European Social Fund. If one wants to compare the EU and US 
rural development policies, it is necessary to consider all titles of the Farm Bill with 
significant relationship to the EU rural development regulation, i.e. the FCEA titles dealing 
with conservation (Title II), forestry (Title VIII), and Horticulture and Organic Agriculture 
(Title X) in addition to Title VI. At the same time, this requires to make some reference to 
EU-policies outside the pillar 2 of the CAP for the core of the provisions in the FCEA Rural 
Development title.  
                                                 
25  The sum of land which was eligible for support in the EU was capped on 2 million hectares. Because of a 

strong increase in energy-crop cultivation since 2004 this limitation was exceeded (2.84 million ha) in 2007. 
Thus, the premium was reduced to 33 €/ha. 
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The Table in Appendix 4 provides a side-by-side comparison of US and EU rural 
development policies delineated by the three Farm Bill titles Conservation, Rural 
development, Forestry, and by the organic sections of the title on Horticulture and Organic 
Agriculture. Within each title, provisions are roughly ordered by share of the budget 
authorized in the farm bill. 

3.5.1.  US vs EU rural development policy  

The Rural Development Policy Act in 1980 designated the USDA as the lead federal agency 
for rural development. Three mission agencies within USDA administer a large variety of 
programs guiding about 50 percent of overall US program funds directly to rural counties: 
the Rural Housing Service, the Rural Business-Cooperative Service, and the Rural Utilities 
Service. No overarching framework comparable to the strategic guidelines under Pillar 2 of 
the CAP exists, but the supported key areas are adequate housing, employment creation 
and business retention, human capital concerns, poverty issues, medical care, and 
infrastructure development (CRS, 2004a).  

 

These identified key areas already hint at a major difference between US and EU rural 
development policy, i.e., farming activities do not play a prominent role in promoting the 
broader objectives of US rural development (Cochrane and Wojan, 2008). Although 
agriculture related businesses are also eligible for support under more general programs, 
only the Value-Added Agricultural Market Development Program of the rural development 
title VI of the 2008 Farm Bill is exclusively targeted at farming with an overall authorized 
budget of mandatory and discretionary funds of $55 million (FY2008-FY2012).  

 

In sharp contrast, the Pillar II of the CAP identifies the creation of a "stronger agricultural 
and forestry sector" as one of the three main objectives (EU-Commission, 2008). Current 
programming in the period 2007 to 2013 allocates overall about €90 billion to the European 
Agricultural Fund for Rural Development. Based on the national and sub-national programs, 
the Axis "Competitiveness of the agricultural and forestry sector", receives one third of the 
budget with measures mainly targeting farms. The largest share, with 46 percent, is the 
Axis "Environment and Countryside", but the corresponding core funds for instruments such 
as agri-environmental programs and less-favoured area schemes are directly addressed to 
agriculture as well. Only 16 percent of European Agricultural Fund for Rural Development 
budget is devoted to the Axis "Quality of life in rural areas and diversification of the rural 
economy" supporting non-agricultural activities such as rural tourism, village renewal and 
human resource development, some of which are more comparable to the sections of Title 
VI of the FCEA. Finally, the EU LEADER initiative contributes funds to local development 
strategies also has some connection to new provisions under Title VI of the FCEA. 
 

The contribution of agriculture to the income or employment in rural regions is generally far 
below those by rural manufacturing and service sectors in both countries and therefore 
cannot explain the differences in policy priorities. The relatively more important role of 
agriculture in the EU rural development policy is to a large extent related to the historical 
development of the CAP. The available budget mainly comes from shifting price and income 
support from Pillar I to Pillard II. Political acceptability of this shift at EU-level is clearly 
facilitated by defining the majority of supported measures such that funds stay within the 
sector. But also national and sub-national policy agencies responsible for the programming 
details are traditionally close to agriculture and are subject to considerable pressure to not 
substantially reduce the support (see Bureau and Mahé, 2008). In the United States, such a 
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direct connection between commodity programs and rural development policy does not 
exist (Warner and Shortall, 2008). 

 

The weight of the CAP history and the political power of both the farm lobby and the 
Directorate General for agriculture of the EU Commission explain that rural development 
has remained very focused on agriculture in the EU. One may also consider that there are 
geographical differences, and in particular the settlement patterns, that explain that EU 
rural development policy emphasizes the role of agriculture as a provider of public goods, 
much more than in the United States (Cochrane and Wojan, 2008).  

 

3.5.2.  Conservation and agri environmental programs  

In terms of Budget, Title II "Conservation" is by far the most important of the FCEA titles 
dealing with what we consider as "rural development" in this report. The Natural Resources 
Conservation Service and the Farm Service Agency in the USDA administer 20 programs 
and subprograms that directly or indirectly provide technical and financial assistance to 
producers and landowners who wish to practice conservation on agricultural lands (CRS 
2008g). These programs are all based on voluntary participation. Table 3.5. provides the 
estimated spending for these programs for the first year of the new Farm Bill (FY2008) 
indicating the relative importance of the different programs.  
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Table 3.5. Estimated spending on Conservation title programs in 2008 

Program FY2008 Est. 
Spending (in 

million $) 
1. Conservation Reserve Program (CRP) 1 759 

2. Environmental Quality Incentives Program (EQIP) 1 000 

3. Conservation Operations; Technical Assistance 712 

4. Wetland Reserve Program 455 

5. Conservation Security Program 381 

6. CRP - Conservation Reserve Enhancement Program 139 

7. Farm and Ranchlands Protection Program 97 

8. Wildlife Habitat Incentive Program 85 

9. Emergency Conservation Program 75 

10. Watershed and Flood Prevention Operations 67 

11. EQIP - Ground and Surface Water Conservation 
Program 

60 

12. Resource Conservation & Development Program 52 

13. Watershed Rehabilitation Program 22 

14. CRP-Farmable Wetlands Program 21 

15. Agricultural Management Assistance Program 10 

16. EQIP - Innovative Grants Program Up to 20  
(from EQIP) 

17. Emergency Watershed Program 4.6 

18. Grassland Reserve Program 

19. EQIP - Klamath River Basin 

20. Water Surveys and Planning 

 
<4 

 

Source: Congressional Research Service 2008 scorecard. CRS (2008g) 
 
The CRP and EQIP programs. The Conservation Reserve Program (CRP) takes the 
largest share of the budget. Budget authorization for the CRP in the new Farm Bill is largely 
unchanged but the limit on the overall acreage (down from previously 15.9 million ha to 
12.9 million hectares, see section 2) suggests that conservation objectives have been 
revised downwards. This stands in contrast with the expansion of the area for the Wetland 
Reserve Program and the Grassland Reserve Program. In particular, the Water Reserve 
Program receives additional funding of $2.1 billion for the 2008-2017 period, a more than 
fourfold increase compared to previous budget allocation. The Environmental Quality 
Incentive Program (EQIP) is the second largest program under the Conservation title. In 
the fiscal year 2007, EQIP allocated $1 billion for 41 700 contracts covering 6.9 million ha. 
The FCEA increases the mandatory budget for EQIP by $4.2 billion for the 2008-2017 
period.  
 
In the past, water quality has taken the largest share of EQIP funding with more than $500 
million a year (Kuminoff 2007). Soil erosion, water quantity, and wildlife habitat related 
payments follow in almost equal amounts just above $200 million. The CSP also focuses on 
water quality and soil erosion with about $210 million and $150 million, respectively. Other 
resource concerns receive only comparatively small amounts of funds under both 
programs.  
 
The other major "working land" program worth mentioning here is the former Conservation 
Security Program, now Conservation Stewardship Program (CSP). It is the only program in 
the conservation title that does not require new measures to be implemented, but funds 
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environmentally beneficial activities that are already part of the ongoing operation. Base 
payments are given to measures satisfying minimum environmental criteria (such as 
minimum erosion scores) and "Enhancement payments" are paid for benefits exceeding 
minimal criteria (Kuminoff 2007). The FCEA increases CRP’s original funding of almost $8 
billion by $0.5 billion for the period 2008-2017.  
 

Box 3.1. CRP and EQIP 
 

The Conservation Reserve Program (CRP) provides annual rental payments to producers to replace 
crops on highly erodible and environmentally sensitive land with long-term resource conserving 
plantings (minimum 10 years, maximum 15 years). Bids to enrol land are solicited during a limited 
time period, then compared using an Environmental Benefits Index. Those with the highest Index 
scores are accepted. In March 2008, 34.7 million acres were enrolled in the CRP. This is 2.1 million 
acres (0.85 million ha) down from the previous year (CRS 2008g ). 
 
The Environmental Quality Incentive Program (EQIP) is administered by the National Conservation 
Reserve Service. It provides cost share and incentive payments to producers and owners to plan and 
install structural, vegetative, and land management practices on eligible lands to alleviate 
conservation problems, with 60 percent of the funds targeted to livestock producers (CRS 2008g). So 
contrary to the CRP, EQIP targets "working lands", keeping the program area in productive use. 
Current priorities include reduction of non-point source pollution, conservation of ground and surface 
water, improvement of air quality, reduction of soil erosion, and the promotion of at-risk habitat 
conservation. One of EQIP’s primary goals is to help farmers meet regulatory requirements of the 
Environmental Protection Agency (EPA), such as obtaining permits for concentrated animal feeding 
operations. To enrol in EQIP, farmers submit an application describing the prospective program land, 
the resource concerns addressed, and the planned measures. All applications are ranked according to 
their ability to address national and state resource concerns and the practices proposed to address 
these concerns and accepted until funding runs out. Payments are determined by state NRCS offices 
based on the expectation what is sufficient to induce farmer’s participation (Kuminoff 2007). 
 
 
The reduction in the overall eligible acreage for CRP stands in contrast with the budgetary 
expansion of EQIP. Clearly, Congress has chosen to develop the "working land" programs 
and decrease the importance of the CRP that relies on setting aside land. One reason is 
that CRP deals primarily with erosion, and that the expansion of new agricultural practices, 
in particular the zero tillage techniques, is said to result in lower erosion. However, the 
main explanation is probably the conflict that the Congress sees between conservation and 
food production in a period where agricultural prices are expected to remain higher than 
during the previous decade. Congress expects a lower enrolment in CRP in the future, due 
to steady agricultural prices that make it more profitable to produce food and fiber.26 One 
may argue that the overall benefits of the CRP are generally seen to outweigh the cost. 
Average annual social benefits for the period 1985-2005 are estimated to lie around $800 
million, taking into account direct costs, commodity program savings, and improvements in 
soil productivity, water quality, wildlife habitat as well as reduction in wind-blown dust 
(Heimlich, 2007, based on several other studies).  
 
A major critique of the "working land" programs under the conservation title is the limited 
connection of the payments to actual environmental performance. The expected benefits of 
                                                 
26  Should enrolment in the CRP go down significantly, this would have a significant impact on agricultural 

markets. The USDA estimated the impact of a discontinuation of CRP to decrease corn, wheat, and soybean 
prices by 12 percent, 15 percent, and 13 percent, respectively (USDA, FSA 1996, 1997). A more recent study 
estimated that if CRP had not been continued additional acreage entering production could lower corn, wheat, 
and soybean prices by $0.31, $0.63 and $0.90 per bushel compared with the 2015 baseline (De La Torre 
Ugarte and Hellwinckel 2006). 
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the measures are not supported by impact measurements or not even based on good 
knowledge of potential threats at the site of program implementation. Furthermore, some 
resource concerns such as water quality issues or wildlife habitats optimally would go 
beyond contracting individual farmers but instead look at whole areas involving several 
actors. Linking environmental incentive payments to such quantifiable ecosystems services 
could significantly improve the benefits of the existing conservation programs compared to 
the existing working land programs that have been favoured by the Congress in the 2008 
Farm Bill (Antle 2007). 
 
In the EU. Historically, the CRP has some supply control roots and therefore analogies can 
be drawn to the set-aside regulation accompanying the direct payments under Pillar I of the 
CAP. Compulsory set-aside has been abolished in the EU under the Health Check reform, 
despite concerns regarding the loss of environmental benefits associated with the set-aside 
policy. The agri-environmental payment measures under Pillar II of the CAP take up several 
of the environmental objectives of the US CRP and other reserve programs, overall also 
targeting at a less intensive use of agricultural land in sensitive areas. Two key differences 
can be identified, however: (1) No provision similar to the application of an Environmental 
Benefits Index exists such that a selection of contracts aimed at maximising the benefit per 
unit budget cost is not done at EU-level; (2) The agri-environmental payments mainly 
target at management practices applied in regular productive use and are therefore more 
comparable to the "working land" program under the farm bill’s EQIP or the CSP. Compared 
to these programs, current Pillar II instruments focus to a large extent on supporting 
environmental benefits of current operation (less-favoured area payments, significant share 
of agri-environmental payments) with minimal environmental requirements, and therefore 
seem to correspond more to the CSP. For payments designed to provide incentives for 
additional environmental benefits (extensification for biodiversity enhancement, fertilizer 
management…), similar problems exist regarding the concrete link to actual benefits and 
the use of scientific knowledge in program design, selection, and payment definition is 
limited. 
 

3.5.3.  Infrastructures and local development 

US policy. As indicated in section 2., Title VI of the FCEA  supports a wide range of 
programs including (1) the infrastructure of rural areas with respect to housing, electricity, 
water and wastewater, and community capacity; (2) agricultural development; and (3) 
rural business creation and expansion. Most programs providing assistance in the areas of 
broadband and telecommunications, water and wastewater infrastructure, business and 
community development including child care as well as tribal college and university 
facilities, and specific regional development measures (Mississippi delta and Northern Great 
Plains) are reauthorized. The overall mandatory budget allocation to title VI with $150 
million in mandatory funding for the period 2008-2012 is rather small compared to the 
conservation title. However, estimated average annual expenditure is expected to rise by 
$58.5 million per fiscal year between 2008 and 2017, most of the additional money going 
to the enhancement of rural infrastructure.  
 
A one-time budget for pending water and waste water projects comprises $120 million 
replacing a similar $360 million position in the 2002 farm bill. Another position with 
mandatory funding for 2008-2012 is a $15 million providing Value-Added Agricultural 
Product Marketing Development Grants with priorities for socially disadvantaged and new 
farmers. Under the same provision, new priorities for loans and loan guarantees are given 
to local or regional food projects on products sold less than 400 miles from origin and with 
components of underserved communities. Studies on important issues of infrastructure for 
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rural communities with specific mentioning of agricultural products, biofuels, and electricity 
and on the need for rural power generation under specific consideration of regulatory 
requirements of carbon capture and sequestration will be funded. Minor other programs, 
including a $15 million budget for Microentrepreneur Assistance Program, community based 
housing development organisations and a Rural Collaborative Business Investment Program 
as a financial vehicle to develop and implement local strategies for innovation are also 
included in the FCEA. 
 
General infrastructure investments are the key part of USDA rural development policies and 
are subject to continuous debate regarding implied costs and benefits. There are 
nevertheless criticisms to the US policy in this area. Limits to rate of return on 
infrastructure investments increase with the remoteness of rural areas. Even if benefits 
outweigh the cost, it is questionable whether federal funding of these activities is justified 
on equity and efficiency grounds since regional willingness to pay for services like improved 
water quality is not taken into account (Renkow 2007). The need for better co-operation 
across the policy levels, better incorporation of the commercial banking sector in providing 
development loans, a shift of farm program payments to non-agricultural rural 
development instruments, and a strict requirement of "matching funds" by the supported 
rural regions and communities to improve the performance of the measures regarding 
efficiency is seen as necessary by Kilkenny and Johnson (2007). 
 
Comparison with EU programs. Starting with the Agenda 2000 reform package and 
continued through the 2003 reform and the agreement on the Health Check, the Pillar II of 
the CAP receives increased funding by modulating the direct income support payments 
under Pillar I. Budgets are topped by the co-financing of Pillar II measures by national and 
regional budgets at levels between 30 percent and 50 percent. Like in the United States, 
Pillar II includes measures funding non-agricultural activities and broadly based local action 
groups increased in the current programming period compared to the previous comparable 
measures of EU rural development policies, but they are less than 25 percent of the overall 
Pillar II budget. An increased focus on general community development strategies are 
reflected in both, the Pillar II of the CAP and in title VI of the Farm Bill, but most of the 
provisions in FCEA rural development title and USDA rural development policies in general 
have a much stronger connection to the regional development policies funded by the 
European Fund for Regional Development. The latter funds measures for convergence of 
European regions, employment, and European territorial co-operation.  

Looking jointly at farm oriented support programs and non-agricultural rural development 
policies in the EU and the US, differences are not as marked as the diverging interpretation 
of the term "rural development" suggests. Farm income and market support oriented 
policies still take the lion’s share in the overall budget. 

3.5.4.  Forestry 

The provisions of the FCEA’s title VI can be grouped into amendments to the Cooperative 
Forestry Assistance Act of 1978, which largely governs forestry assistance programs, and 
other provisions. Amendments to the 1978 Act set new federal priorities stressing the 
multifunctional use of forest, public benefits, and the struggle against threats including 
natural disasters and conversion to other uses. It also requires the States to develop long 
term forest resource strategies. At the same time, the discontinuation of the private forest 
land owner assistance program is a significant change compared to previous farm bills. 
However, forest assistance programs are covered and partially extended under the 
conservation and energy titles. A new Community Forest and Open Space Conservation 
Program offers grants to local governments, tribes or non-profit organisation to acquire 
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forest lands with public benefits if they are threatened to be converted to other uses. 
Institutional changes comprise the implementation of a Forest Resource Coordinating 
Committee to guide and coordinate USDA and responsible state agencies towards national 
priorities and the request to provide a portion of co-operative assistance funds 
competitively. Changes to other provisions include an expanded Emergency Forest 
Restoration program providing up to $50 000 per landowner for restoring forests damaged 
by natural disasters. An estimated annual increase of $15 million is authorised for "wood 
for energy" grants. Most of the other provisions of the 2002 Farm Bill remain unchanged. 
 
Overall, the changes of this title relative to previous farm bills are modest. They reflect 
increase awareness of the public benefits of forest lands and stress the importance of 
strategic planning of forestry resource developments. The discontinuation of the forest 
assistance program under this title might be seen as a contribution to synchronise forest 
assistance with other land use assistance programs to private land owners. A joint view of 
agriculture and forestry is also stressed by the strategic guidelines of EU-rural policy 
measures declaring a "stronger agricultural and forestry sector" as one of the three core 
objectives. Instruments comparable to the titles provisions are mainly concentrated under 
the Axis "Competitiveness of the Agricultural and Forestry sector" and the Axis 
"Environment and Countryside" in Pillar II of the CAP (see Appendix 4). These measures 
include advisory assistance and development of human capital, afforestation programs on 
agricultural and non-agricultural land as well as forest restoration activities.  
 
3.5.5.  Organic agriculture 

Title X of the 2008 FCEA addresses several provisions for specialty crops in the horticultural 
sector and organic agriculture. Organic production benefits from several expanded or new 
provisions in this title with authorised funds above $80 million for the 2008-2012 period. 
They include an increased subsidy rate for obtaining certification covering up to 75 percent 
of certification cost ($22 million one time authorisation), expanded funding of a program 
regulating standards and certification ($5 million in FY2008 stepwise increase to $11 million 
in 2012, and data collection ($25 million for the period 2008-2012). Important programs 
for organic agriculture in other titles include a new assistance program to convert from 
conventional to organic production ($50 million for the 5 year period under conservation 
title), general funding for research on organic agriculture ($78 million under Title VII 
"Research"), and a reassessment of the federal crop insurance policies for organic 
producers to eliminate potentially unfair surcharges for organic producers and to reflect 
higher prices of their products in the compensation case (Title XII "Crop Insurance). 

The new measures  reflects the growing importance of organic production in the United 
States. Starting with the establishment of minimal standards and administrative regulations 
under the Organic Food Production Act in 1990, USDA provides increasing assistance to this 
growing industry. In 2005, the number of certified organic of crop and pasture land was 
1.62 million hectares.  

The most important EU rural development measures for supporting organic agriculture are 
agri-environmental payments. Farmers who commit themselves to adopt environmentally-
friendly farming techniques that go beyond usual good farming practice receive in return 
payments compensating for additional costs and loss of income arising as a result of altered 
farming practices. One of the types of relevant commitments is the adoption of organic 
agriculture making this measure somewhat comparable to US conversion assistance. 
Another relevant measure under Pillar 2 is the support of producers engaged in food quality 
schemes. Beyond the rural development policies, the new Council Regulation (EC) No 
834/2007, applicable since 1 January 2009, on organic production and labelling of organic 
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products defines organic production, its logo and labelling system and has similar 
objectives as the USDA organic certification policies.   

3.6.  Food aid 
The United States is the major donor providing roughly 45 percent of worldwide food aid. In 
2006 this represented $2.6 billion paid for overall 3 million metric tons for 65 recipient 
countries. Roughly 60 percent of total U.S. aid was dedicated to emergency aid (CRS 
2007). In comparison the EU only delivered €220 million which accounted for 
approximately 6 percent of overall official aid.   
 
The United States traditionally follow multiple objectives by food aid, i.e. aiming in parallel 
at humanitarian assistance, supporting domestic agriculture by reducing stocks, developing 
new markets and financing development policy. The bulk of US food aid is transferred as 
physical delivery, i.e. in-kind aid (99 percent of all US aid). In-kind aid originates in the 
donor country and depends on domestic agricultural reforms and market conditions. This is 
a rather inefficient form of assistance that causes market distortions. The US food aid 
program has repeatedly been accused by non-governmental organizations to be mostly an 
instrument of market penetration, or an instrument for disposing surpluses and managing 
US agricultural domestic markets (Oxfam 2005). These organizations have emphasized that 
given that US food aid was linked to surplus disposal, lesser amounts were available in 
times of high prices and shortages which is when it might be most useful to recipient 
countries. Surplus commodities are not those most useful to recipient countries. Critics also 
blame the US PL480 law for lowering food prices to the detriment of local producers, 
arguing that the easy availability of food aid acts as a disincentive to policy-makers to give 
the necessary priority to encouraging domestic food production. 
 
The issue of shifting to in-cash food aid, and the promotion of triangular food aid (i.e. 
providing food assistance to the needy areas by purchasing food in closer surplus areas, 
helping market integration while avoiding the dumping of US production on local markets) 
has been largely debated in the Farm Bill negotiations. The US administration had proposed 
developing local food aid purchases, so as to make it more effective and avoid some 
unwanted effects of food aid in-kind. The U.S. administration also suggested a lower 
guaranteed ceiling for non emergency aid. However, the various agricultural and transport 
lobbies opposed strongly to these proposals, which were not adopted by the Congress 
(Congress' rejection of these proposals was actually one of the reasons mentioned by the 
US President to veto the farm bill). 
 
As a result the FCEA has eventually brought little changes to the existing, and widely 
criticized system. Title III of the FCEA extends the P.L.480 food aid programs through 
2012, changing mostly the name of the Agricultural Trade Development and Assistance Act 
to "Food for Peace Act". The $2.5 billion to be appropriated annually for U.S. commodities 
distributed as either emergency and non emergency aid represent a substantial increase 
over the average annual $1.2. billion a year (see section 2.2.3.). The minimum target to 
offer 2.5 million metric tons per year and to guarantee 1 875 million tons for non-
emergency aid now is supplemented by additional budget ($375 million per year for 2009 
which will be increased by $25 million/year until 2012). This budget can only be shifted to 
emergency aid in case of extraordinary acute food crises. 
 
US food aid will remain in-kind aid. Delivery will not be triggered by strict criteria for 
recipient groups. US food aid will still rely on program crops, and the dominant commodity 
given away will still be wheat. However, the FCEA brings some shift away from domestic 
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market development objectives, which had always been a requirement for selecting 
recipient countries. This requirement now has been eliminated out of P.L. 480. In addition, 
a $60 million pilot project for local purchases in emergency cases may symbolize as well a 
first step into slowly changing the system. It is noteworthy though, that the reform of the 
food aid consultative group, which includes representatives of the maritime transportation 
sector is unlikely to result in a greater support to a serious move towards non-physical aid. 
 
The EU food aid is not covered explicitly by the CAP and the Health Check only had indirect 
effects on the EU food aid policy. The main difference with the US scheme is that the EU is 
no longer delivering much in-kind aid. Under the pressure of non governmental 
organizations, the EU has cut the link between its food aid donations and surplus disposal 
in the mid 1990s. A more demand-driven design has been implemented and physical 
deliveries have become far less important than in the United States (4 percent of total aid 
see Table 3.6). The US policy follows different objectives by financing development policy 
via food aid sales (Table 3.7). 
 
Table 3.6. Relevance of kind and cash aid in the United States and in the EU (in % 

of total, 2007) 

Cash 

Donor In kind (originating in 
the donor country) Triangular purchases  

neither on donor nor 
recipient country 

Local purchases on 
recipient market 

USA 99.3% 0.4% 0.3% 
EU 4.3% 41.9% 53.8% 

Germany 0.3% 34.9% 64.8% 
UK 0.0% 21.0% 79.0% 

Source: WFP (2006): Database INTERFAIS, June 2006. 

 
 

Table 3.7. Major differences of food aid in the US and the EU 

Design US EU 
Group of countries 

Multilateral X  
Bilateral  X 

Mode of transfer 
Direct/ in kind X  
Triangular  X 
Local purchases  X 

Combination with development policy 
Programm aid X  
Project aid  X 
Monetization X  

Source: Based on OECD (2005) 



The US Farm Bill 2008 and Comparison With the EU CAP After Health Check 
____________________________________________________________________________________________ 

 83

 

3.7.  Key policy issues and challenges addressed in EU and U.S. farm 
policies  

3.7.1.  EU and US farm policies in a wider perspective 

There are similarities in the FCEA and Health Check. Neither the US Farm Bill nor in the EU 
2008 reforms have led to a major inflexion to the existing policy. Both were designed in 
periods of short supply and growing demand. Hence the removal of mandatory set-aside 
and production quotas in the EU, the reduction of the maximum area eligible for CRP in the 
United States, as well as the implicit bet that the new programs such ACRE would seldom 
be active and would not impose a dramatic cost to the federal budget. In both reforms, 
conservation and environmental issues benefit from more ambitious programs. 
 
However, the US and EU options differ on many aspects. The EU reform has apparently 
chosen to encourage the provision of public goods rather than providing incentives to 
produce more. Such development is not obvious in the US FCEA. The US policy focuses on 
food subsidies to poor consumers, while this has remained a marginal issue in the EU, at 
least at the Community level. In the United States, ambitious policies have been 
implemented in order to reduce the exposure of farmers to adverse conditions (i.e. both 
prices and yields) while the EU has only mentioned such policies as eligible to some 
potential reallocation of minor funding at the Member states discretion. The EU has defined 
its future policy in a way that attempts to sooth trade relations with third countries, and 
make it easier to reach an international agreement, while those that have designed the 
FCEA seem to pay little attention to the WTO. 
 
More fundamentally, the Health Check gives the impression of consolidating various policies 
into one type of support, i.e. decoupled payments, and of preparing the conditions for a 
major reform, and probably a significant reduction, of the farm support after 2013. During 
the Farm Bill discussion, there were signs of a rather similar change, with the ACRE 
program potentially starting a farm program overhaul that would eventually transform the 
current balkanized system of support into a single comprehensive system, but the many 
payments,, subsidized crop insurance, eventually survived basically untouched, only topped 
by new ACRE and SURE programs. 
 
Ironically, one cause of the divergence between the FCEA and the Health Check is that both 
continue the previous policies, which started to differ at the end of the 1990s. The path 
towards greater market orientation, decoupled payments and less distortive forms of 
support that has been followed by the EU was somewhat initiated by the US 1996 FAIR Act. 
While the EU followed the US example with the Agenda 2000, and after that went even 
further in this direction with the 2003 reform emphasising decoupled payments and a shift 
towards conservation type policies, the United States seemed to have moved away from 
this orientation. The US decoupled direct payments of the 1996 Bill were topped by much 
more distortive forms of supports (countercyclical payments) and the 2002 the Farm 
Security Act was a largely a turnaround from the orientation taken in 1996 (Petit 2002). 
The 2008 Farm Bill largely follows this orientation of re-linking payments to price 
conditions, while the Health Check goes further towards decoupled payments. Overall, since 
the early 1990s, the orientation taken by the EU appears more linear, following a consistent 
clear path toward less distorting support and a shift of the budget towards environment and 
product quality. By comparison, the orientation of the three successive US farm bills 
appears more erratic. 
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Box 3.2. The orientation of the EU farm policy. 
 
In the EU, the stated objectives of the agricultural policies are still those included in the 
1957 Rome Treaty. i.e. to increase productivity, to increase the individual earnings of 
persons engaged in agriculture, and to ensure stable markets as well as regular supplies at 
reasonable price (Article 39). The main driving force behind the initial CAP was to make the 
European Community more self-sufficient in food and to ensure farmers a fair standard of 
living, even though it is widely acknowledged that other factors, such as harmonizing 
agricultural prices as a way to allow convergence in food prices, and therefore wages and 
build more integrated market, or the political need to balance a Treaty on coal and steel 
played a role (Zobbe 2001).  
 
The initial orientation of the CAP experienced a major inflexion in the early 1990s. The need 
to solve the 1980s disequilibrium between supply and demand, consumers' concerns on 
food quality following successive food scares, citizens' concerns regarding the degradation 
of water, wetlands, biodiversity, landscape, the need to smooth sore relations with third 
countries caused by EU protection and export subsidies, all these factors led to pressed for 
new orientations of the CAP. The Council and the European Parliament provided general 
guidelines, which can be seen as an implicit reconsideration of the Rome Treaty objectives, 
such as an emphasis that strong economic performance must go hand in hand with the 
sustainable use of natural resources and levels of waste, maintaining biodiversity, 
preserving ecosystems and avoiding desertification. And that the CAP should contribute to 
encouraging healthy, high-quality products, environmentally sustainable production 
methods, including organic production, renewable raw materials and the protection of 
biodiversity.27 Proposed changes by the Commission, which led to the Agenda 2000 and the 
2003 reform have given this orientation a practical content. More money was allocated to 
"second pillar" expenditures. The progressive decoupling of the payments, stricter 
environmental regulations and the whole cross-compliance concept provided less incentive 
to pollute, but also to produce. The trend in wheat yields, which experienced a sharp 
downward inflexion after the 1992 CAP reform showed that the EU policy was more 
oriented towards making agriculture more "multifunctional" than towards boosting 
production. The emergence of the "second pillar", also led the EU to focus more on issues 
that are seen important by citizens, and this translated into stricter regulatory measures 
regarding resources management, food safety and animal welfare. 
 
The fact that the Health Check discussions took place during a period of growing demand 
and short supply led to remove or weaken some of the Malthusian provisions, such as land 
set aside and, during the Health Check, dairy quotas. The general orientation was not to go 
back to production enhancing policies, however, but to let market signals determine 
producers' decisions. Indeed, following a decrease in the intervention (i.e. minimum) price 
of beef and grains in the 1999s, the system public purchases for guaranteeing prices that 
was central in the CAP was dismantled or made de facto ineffective for several major 
productions during the 2000s. This was the case for beef, maize, sugar, then other coarse 
grains during the Health Check. In some cases, it was replaced by a safety net, sometimes 
under the form of a guaranteed price at a very low level (e.g. beef). In other cases, the 
idea that taxpayers were providing farmers with large direct payments, at least until 2013, 
was seen as a compensation (these payments were increased when intervention prices 
went down, e.g. for grains and beef in 1999 and for the various sectoral reforms, e.g. 
cotton, olive oil, dairy, sugar that took place afterwards). 

                                                 
27  If we refer to the Commission's Communications preparing the 2003 reform and the 2008 Health Check, the 

CAP is now supposed to achieve:  i/ a competitive agricultural sector;  ii/ production methods that support 
environmentally friendly, quality products that the public wants; iii/ a fair standard of living and income 
stability for the agricultural community; iv/ diversity in the forms of agriculture, maintaining visual amenities 
and supporting rural communities; v/ simplicity in agricultural policy and the sharing of responsibilities among 
Commission and Member States; vi/ justification of support through the provision of services that the public 
expects farmers to provide. 
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3.7.2.  Major differences between the E.U. Health Check and the FCEA  

Production support. Clearly, as it is described in section 3.6. the level of EU support of 
agriculture is higher than the US one, at least relative to the level of production. That is 
due to different levels from which the FCEA and the Health Check reforms started. 
However, the Health Check and the FCEA show different patterns. The Health Check has 
strengthened the move of the CAP towards decoupled support, and has further reduced the 
market intervention (with the end of intervention for coarse grains, the restriction on 
intervention for wheat, and the elimination of milk quotas that supported domestic price, 
see Box 3.2.). In many cases, the guaranteed prices are mainly acting as a safety net. No 
such a move is apparent in the FCEA, which leads to raise several guaranteed prices (loan 
rates and target prices) and expands the possibility of coupled payments (i.e. ACRE).  
 
The need to comply with WTO discipline is often seen as an explanation for the EU to move 
away from market price support and production enhancing payments. However, one should 
consider that in the EU, the reforms that have taken place since 1992, have mostly been 
made mostly for domestic reasons. They were motivated by the need to cut the large 
budgets that were rather inefficiently devoted to intervention, i.e. storage costs and export 
refunds. And by the need to respond to new demands from consumers and citizens (i.e. the 
emergence of Pillar II).  
 
Safety nets and countercyclical policies. A major difference between the Health Check 
and the FCEA is that the latter multiplies the countercyclical and safety nets instruments for 
farmers, while the former only relies on fixed direct payments. The 2002 Farm Bill linked 
more payments to market conditions. The FCEA maintains most of the 2002 Farm Bill 
provisions, and even increased some loan payments and administrative prices (with the 
exception of cotton). With the new ACRE and SURE programs, it focuses even more on 
guaranteeing producers a desired price and income level under any circumstances.  
 
In the EU, the Health Check has strengthened the role of direct payments, which are fixed 
regardless of market conditions. Clearly, such payments provide an income that acts as a 
safety net for producers. However, such payments were widely criticized when world prices 
raised by a factor of 2.5 within a few months in 2007-2008 (before going down). They were 
seen as undue benefits in times of high farm incomes (at least in the arable crops sector) 
when citizens were suffering both as taxpayers and consumers facing high food prices. 
Even though it is likely that the EU direct payments will experience a major reduction after 
2013, there is no apparent plan for the EU to move towards policies that provide US 
farmers with a shield against low prices.  
 
 
A more risk oriented policy in the United States. The FCEA expands the battery of US 
programs that protect farmers against drought, floodings and other natural events, in 
addition to those that shield them from adverse market conditions (see section 3.1.4). By 
comparison, EU authorities have kept these measures rather minimal in the Health Check. 
The demands from some Member States for ambitious risk management programs at the 
EU level have not met any consensus within the Council, and the Commission has not 
pressed for such policies. As a result, Member States are only allowed to reallocate some 
limited amounts of EU funding to the Pillar I, siphoned from the envelope of direct 
payments, and use domestic funding for such programs.  
 
The poor cost efficiency of the US insurance programs and the complexity of the SURE 
program generate scepticism towards such instruments in the E.U. The low ambition of the 
EU in the area of risk coverage also reflects the willingness of many Member States not to 
commit to large agricultural expenditure in the future, and to keep such policies at the 
Member State level. 
 



Policy Department B: Structural and Cohesion Policies 
____________________________________________________________________________________________ 

 86

Different ambitions regarding the world market. The general orientation of the CAP 
since 1999 suggests that the EU is willing to make farmers more reactive to world prices. 
However, the Health Check does not contain a significant pro-competitive policy 
component. Indeed, there is no longer any significant structural policy in the CAP and the 
initial ambition of the "orientation" component of the CAP that would modernize 
infrastructure and increase productivity seems somewhat abandoned (Bureau and Mahé 
2008). 
 
By contrast, the FCEA includes many measures that can be seen as promoting the 
competitiveness of US agriculture through increased productivity (research, extension), 
structural policies (infrastructures) but also promoting production and exports through 
production support, risk management instrument, as well as some maintained export 
enhancing policies (non emergency food aid in kind, export credits). The FCEA shows that 
the US has the ambition of remaining one of the largest supplier of food in the world and a 
major exporter, while such an ambition is less obvious in the Health Check. 
 
Obviously, the US has natural advantages and in particular the large availability of land, 
large farm structures and soils that are adapted to extensive production of grains and beef, 
and the capacity of producing large quantities of agricultural products at low costs. The EU, 
with smaller structures and a larger farm population, has some cost advantages in a more 
limited number of goods (it is noteworthy that while the EU was progressively losing world 
market shares in bulk commodities, it strengthened its position as an exporter of processed 
products like wine and spirits). Its situation of a major exporter in the 1980s was made 
possible by public support, such as export subsidies that helped making the EU a major 
exporter of grains, beef, milk powder, butter and poultry. In the 1990s the EU became 
concerned of the cost of such a policy and gave up mercantilistic policies. It is therefore not 
surprising that United States stresses its "vocation" of feeding the world while the EU 
focuses more on making its agricultural sector more "multifunctional". However, the FCEA 
includes ambitious measures in the research and extension area, which the new National 
Institute of Food and Agriculture in charge of managing research, extension and education 
that do not seem to be matched by the agricultural components of the EU Research and 
Development Framework Program. 
 
A US policy focusing more on poor consumers. In the United States, the nutrition 
programs, involving food stamps accounted for the dominant share of the Farm Bill budget, 
and the FCEA has expanded these programs. The CAP has never been particularly 
favourable to EU consumers. Historically, the CAP has resulted in higher food prices due to 
the high tariffs and guaranteed prices. This problem has been partly resolved by the recent 
reforms, but has not disappeared. The CAP has never included large scale measures to 
reduce the cost of food for poorest consumers, even though some public stocks have been 
provided to charities. In November 2008 the Commission has proposed to amend the EU 
Food Distribution programme for the Most Deprived Persons of the Community (in place 
since 1987). The scale of these programs is far lower than those in FCEA. 
 
The fact that the US food stamps program is not matched by any large scale program in 
the EU can be explained by the design of social welfare policies, which take the form of 
social payments and therefore outside the agricultural policy area. In the EU, such social 
policies, as well as social security and healthcare are mainly under national responsibility, 
anyhow. The US system is not free of criticisms. The fact that a large component of US 
social programs is provided through food stamps creates a linkage of food assistance to the 
composition of excess supply, a linkage that is just as problematic here as in international 
food aid. Providing welfare through food coupons restricts the possible consumption pattern 
of consumers and therefore his/her capacity to maximise his/her utility and one could 
argue that it should be limited to special cases (school milk and school fruit schemes are 
examples). Still, while one of the ambitions of the CAP is to ensure food security, the large 
gap between the EU transfers to farmers and the tiny grant to the charity organizations 
that run food programs for the poor is a paradox. 
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3.7.3.  Different concerns in the EU and United States?  

The apparent divergence in the reform path followed by the EU and the United States can 
be explained by several factors. First, there are fundamental differences in terms of factor 
endowment. Second, US and EU citizens do not see agriculture in the same way and the 
objectives of the farm policy are not the same. Indeed, years of discussions on the role of 
agriculture, in particular within the OECD committees, show that there are fundamental 
conceptual differences for example in the recognition of "non trade concerns" or a 
"multifunctional" role for agriculture on both side of the Atlantic. Third, the institutional 
framework and the decision making process in designing a farm policy are also different in 
the EU and the US. 
 
Social concerns. The EU policy has to consider the large farm population, in particular the 
large number of small and poor farmers in some new member states as well as in some 
Mediterranean countries. The US has large commercial farms able to produce commodities 
at low cost. The US farm policy is more oriented towards making the sector competitive 
and providing farmers with the condition of growth and exports, namely thanks to safety 
nets in case of adverse conditions. Given the current concentration of direct payments, one 
cannot seriously argue that the CAP is driven by social considerations. However, there are 
several components of the CAP that focus on family farms. The EU stresses some measures 
such as the need to maintain some agricultural activity in less favoured areas, or the 
special provisions that allow Member States to support the livestock sector in mountain 
areas under the Health Check. The FCEA introduced a "livestock" Title, but the provisions 
focus more on fair practices of the downstream industry and within vertically integrated 
sectors. The provisions for poor farmers are limited to very small budgets (see Table 2.3). 
 
Food security. The food security argument has often been used to defend EU. The need to 
reduce dependency from foreign supplies has been a major driving force of the late 1950s 
CAP. The argument has been revived by the 2007-2008 food crisis. EU farmer's 
organizations, as well as some Member States government still stress the need for 
guaranteed prices in order to maintain food sovereignty. While food security concerns have 
largely been used to protect vested interests in the EU, they also explain why the Council 
has always been reluctant to dismantle border protection in the staple foods and beef 
sectors, as well as the dismantling all intervention in the wheat sector. 
 
Even though the food security argument is dubious for a variety of reasons (Winters, 
1988), there are perhaps more reasons for the EU to worry about the exposure to foreign 
suppliers than the United States., in particular because of the high EU dependency on 
foreign supply of proteins. Food Security is hardly a convincing explanation for the many 
safety nets and countercyclical payments that are provided to US farmers under the FCEA. 
Indeed, several simulations suggest that the US production would still exceed domestic 
consumption without commodity programs (Gardner 2007; Babcock 2007). 
 
Consumers' concerns. In the United States, consumers are particularly concerned with 
food safety and the ability to access low cost food. Public authorities are also becoming 
increasingly concerned with the obesity issue, in particular for children in low income 
communities. In the EU, food safety remains the major concern in consumer surveys but 
consumers are also looking for more differentiated products, with a focus on high quality, 
taste and wholesomeness. This makes it difficult for EU policy makers to find an adequate 
response to these objectives and concerns, given that preferences vary widely across 
Europe and that concerns may conflict with each other (or with the competitiveness of the 
food industry). In the EU, consumers are also much more concerned by the issue of genetic 
engineering, while US consumers' organizations have long wondered why the EU ones were 
insisting on precautionary measures in this area. Themselves have been focusing more on 
microbiological risk, the risk of allergy, cancerigenic products and nutritional content and 
labelling. 
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The FCEA strengthens the food safety programs, including inspection, research and 
labelling, and include some provisions in order to improve nutrition and fight obesity. The 
issue of food safety, food labelling, as well as responding to concerns regarding nutritional 
issues are considered as being outside the CAP. There are, however, similarities between 
the measures that were taken aside to the Health Check and those taken under the FCEA. 
This is the case of a revision of maximum residue levels, of measures to curb children 
obesity, as well as a new school fruit program.  
 
Historically, the EU food labelling policy has focused on denominations of origin and 
geographical indications as a label of quality, while these issues have never gained much 
importance in the US. It is noteworthy that the FCEA includes a strengthening and 
broadening of mandatory country of origin labelling for meat (COOL). This measure was 
perhaps more a demand from beef producers for market protection motives, but it was 
supported by consumers' organizations.  
 
Environmental and societal issues. Following the Agenda 2000 and the 2003 reform, 
the Health Check has addressed environmental issues by extra funding for Pillar II 
measures. The largest share of the corresponding budget is devoted to environmentally 
targeted programs, in particular the agri-environmental schemes. In addition, the 2003 
reform has conditioned direct payments on compliance with existing environmental 
regulations, but farmers' organizations have fought hard to loosen the requirements and 
controls and to reduce the risk of penalties. Some member states have been particularly 
lenient in enforcing EU directives (ECA 2008). The Health Check has attempted to simplify 
the scheme, retain some of the environmental benefits and address additional issues of 
water management.  
 
The FCEA recognizes potential benefits of agri-environmental programs to the public, and 
financial incentives are given to farmers pursuing environmentally friendly practices or – to 
a limited extent - organic agricultural production (Title II and Title X) but issues such as the 
preservation of the rural landscape or the rural heritage are less a general concern in the 
United States than, say, Sweden or Austria. Unlike in the EU, the commodity programs 
have not been amended to play more of an environmental role. The only provisions that 
match the EU "cross compliance" for direct payments are those dealing with "conservation 
compliance" rules, including the restriction that environmentally sensitive land cannot be 
brought into commodity programs. 
 
According to rural development analysts, there are some significant differences in the 
perception of the potential environmental role for agriculture in the EU and the United 
States. The European society increasingly expects the CAP to avoid further damages to 
water quality and habitats, to maintain and protect traditional manmade landscapes, and to 
not further harm biodiversity. One difference with the United Sates, however, is that the 
agriculture is asked to no longer damage the environment, but also to play an active role in 
the protection of landscape and the environment (McGranahan and Thomson 2008). 
According to these authors, there a perception that some forms of agriculture can play an 
active environmental role and overall, that there is a relationship of synergy between 
agriculture and the environment, a concept that lacks in the United States, where 
agriculture is not seen as much "multifunctional". In the United States, concerns about the 
degradation of the environment are widespread and are expressed by prominent groups, 
but environmental conservation and economic aspects of rural development tend to be 
seen as trade-offs rather as complement. That is, rural development is often seen in 
opposition, rather than in synergy with protecting the countryside (McGranahan and 
Thomson 2008; Warner and Shortall 2008). One reason is perhaps that in Europe, farm 
land is more evenly distributed in space and a significantly larger part of the population has 
direct contact to agriculture. Europeans are more exposed to the negative environmental 
impacts of farming, but also associate the positive aspects of maintaining local landscapes 
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with agricultural activities. This is less true in the United States where the countryside is 
more scarcely populated.  
 

3.7.4.  Institutions and political economy  

Institutional differences. The institutional framework and the decision making process in 
designing a farm policy are different in the EU and the United States and this has important 
implications regarding the orientation of the Health Check and the FCEA. In the United 
Sates, the Government enacts a new Farm Bill, but the Congress has the main power to 
design the legislation. The 2008 Farm Bill was vetoed by President Bush but the Congress 
overrode the veto. This is atypical, but it simply makes it even more apparent that the 
Congress is the major decision body in agricultural policy. In the EU, the Council remains 
the main decisional body in the process of reforming the CAP. The Commission plays an 
important role, given its attribution in drafting the proposal as well as its expertise, and the 
Council has increasingly looked for a partnership with the European Parliament, especially 
during the Health Check negotiations process. However, it is the Council that retains the 
ultimate decision power, at least until the ratification of the Lisbon Treaty.  
 
In both cases the decision process is influenced by a variety of interests. In the United 
States, the decision making process between the House and the Senate is influenced by the 
net benefits obtained by the various States and the various lobbies. From this point of view, 
the FCEA has been denounced at piling up amendments to ensure support from local 
interests: "Nearly everyone in Congress got something" claimed the New York Times from 
what the Times called "a disgrace" and the Wall Street Journal "a scam", all these 
newspapers considering the Bill as a typical example of the failure of collective action. For 
example, one reason why the Bill got such a large support from Congress is that it contains 
a large budget for food stamps that is of interests for representatives of poor urban areas, 
and some large scale but locally targeted infrastructure or environmental programs.  
 
In the EU, the Council has often acted so as to maximize the vested interest of each 
member state (farm income, net budget returns and others). Many authors have shown 
how CAP decision making has been subjected to "juste retour" considerations (Alesina and 
Giavazzi 2006; Baldwin 2006). As a result, the CAP has clearly often been suboptimal from 
a collective point of view (see Bureau and Mahé 2008 for a critical analysis of the CAP 
shortcomings).  
 
Budgetary rules. One major difference between the EU and the United States is that the 
FCEA allows the USDA to top up the planned budgetary expenditures with extra budget. 
Congressional rules are such that changes to policy must not result in an increase in the 
projected federal deficit in the relevant budget window. This, an increase in projected 
spending has to be offset by other measures, but this can include measures that increase 
governmental revenues (the FCEA relied on a mix of measures, including an increase in 
custom user fees, that was not related to agriculture, and shifts in the timing of certain 
farm program payments, that were qualified as "gimmicks" by the White House). In 
addition, actual spending does not have to be fully predictable, given the possibility of 
getting "supplemental funding" for USDA programs, in particular under an emergency 
designation from Congress and the Administration, meaning that the new spending does 
not have to be offset with comparable reductions in other programs (Congressional 
Research Service estimates that some $48 billion of supplemental funding was provided 
within the last 10 years, see CRS 2008i). That is, the US budgetary procedure makes it 
possible to design policies involving somewhat unpredictable payments that depend on 
conditions and harvests. This contrasts with the situation for the EU, where actual 
expenditures must be predictable due to the need to remain in strict budgetary guideline. 
The budgetary framework explains, in particular, that the Commission has not proposed 
any form of countercyclical or deficiency payment, because of the difficulty for managing 
unpredictable expenditures as well as carrying over any unspent resource to a future fiscal 
year. 
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A significant difference to the EU is also that, given the frequency of the "supplementary 
funding" (i.e. 36 appropriations, authorization, or farm disaster acts over the past 20 
years), the US farm sector can be quite confident that whatever the situation that will 
prevail, the US government will always end up supporting the sector, regardless the 
legislation in place (Sumner 2007). In the EU, because of strict budgetary guidelines, 
farmers cannot expect that, whatever action they make, whatever risk they take, the 
taxpayer will eventually bail them out. 
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4.  Compliance of the Farm Bill 2008 with WTO 
negotiations 

The United States was one of the leading members to bring agriculture under the full scope 
of the WTO and to strengthen the WTO dispute resolution process in the Uruguay Round. 
However, the United States was then perceived as stretching the WTO rules when providing 
large payments that topped those of the 1996 farm bill and delaying notifications of the 
2002 subsidies until the end of 2007. Then, concern has been expressed by a number of 
WTO members that the United States was not classifying its different subsidy programmes 
correctly in its reports to the WTO Agriculture Committee. This caused the possibility that 
the United States has been in breach of its commitments in earlier years. 
 
During the process of defining the 2008 Farm Bill, the US Administration emphasized the 
constraints imposed by the WTO on policy design. However, Congress drafted the final text 
paying little attention to potential conflicts of the FCEA with the WTO discipline. Let alone to 
the possibility that, under adverse market conditions, a future Doha agreement might be 
inconsistent with some of FCEA provisions. 
 
Three questions arise regarding the compliance of the FCEA with WTO provisions. The first 
one is whether or not the new farm bill provisions are compliant with the current 
constraints that largely result from the 1994 Uruguay Round Agreement on Agriculture 
(URAA), but also from the general jurisprudence of the WTO cases and other agreements. 
Indeed, the end of the Peace clause makes some US subsidies and instruments potentially 
challengeable under other WTO provisions, including the Subsidies and Countervailing 
Measures (SCM) Agreement. The second question is whether the provisions of the FCEA 
would be consistent with a Doha agreement. Finally, an important question is whether, and 
how, the FCEA would be amended if some provisions were successfully challenged by a 
WTO member, or if the United States signed a Doha agreement that proved to be 
incompatible with the current provisions of the FCEA.  

4.1.  The FCEA and the current WTO constraints 

4.1.1.  US programs and the Agreement on Agriculture commitments 

Background. Under the 1994 URAA, WTO members must respect a discipline in three 
areas, export competition, market access and domestic support. Regarding export 
competition, WTO members were required to list their agricultural export subsidies and 
reduce them over a specified time period. There was also a provision to discuss further 
export credit guarantees and issues of food aid as export subsidies but there was no 
explicit language exempting these programs from the export subsidy rules. Food aid was 
ruled only vaguely in order to avoid that export disciplines would be undermined by aid.  
 
A second issue was market access. The URAA required countries to undergo tariffication, 
i.e. the conversion of non-tariff trade restrictions to tariffs. These tariffs were supposed to 
be gradually reduced over time resulting in a list of "bound" tariffs now being in place since 
2000 (developing countries had a longer transition period). Furthermore, Tariff Rate Quotas 
(TRQs), i.e. a two-tier tariff system with lower duties within a given quantity, were 
introduced to guarantee a minimum market access. These TRQs often work rather similarly 
to regular import quotas given the high level of the out-of-quota tariffs. 
 
The URAA also required countries to reduce their trade distorting domestic support. Farm 
support was separated into three categories. The first category includes those programs 
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that are minimally trade distorting. Domestic support falling into this category, known 
informally as the "green box," is not subject to reduction commitments. A second category 
includes those programs that would be generally considered more than minimally trade 
distorting, but which include specified limits on production so as to mitigate the trade 
distorting effects. These "blue box" programs are also exempt from reduction 
commitments. The policies that are considered to be more than minimally trade distorting 
and for which there are not sufficient production controls are known informally as "amber 
box" programs. The measures associated with these programs are subject to inclusion in an 
Aggregate Measure of Support or AMS. In the 1994 URAA, WTO member countries were 
requested to reduce their AMS by a certain percentage, depending on whether the country 
was developed or developing. For the United States, the resulting ceiling on AMS has been 
$19.1 billion since 2001. Even for amber box programs, an exception is provided for de 
minimis support, which is defined for WTO developed countries as 5 percent of the 
domestic production value of the commodity for commodity-specific programs, or in the 
case of the aggregate of non-product-specific support, as 5 percent of the overall domestic 
production value. 
 
WTO notifications of US domestic support. The main examples of amber box subsidies 
in US policy are the marketing loan benefits, including loan deficiency payments and 
marketing loan gains. A historical example for Blue Box subsidies are the target price 
deficiency payments that were a feature of pre-1996 Farm Bills requiring farmers to idle 
part of their productive land in return for the right to obtain the payments. However, blue 
box subsidies are now rarely used in the United States. Support falling under the Green Box 
includes funding for agricultural research, conservation, rural development, domestic food 
aid and disaster payments. The United States is one of the few countries making large use 
of the de minimis clause. Indeed, when ad hoc emergency subsidies were distributed on 
top of the 1996 Act payments, as well as when the Congress deliberations in 2001 led to 
increase support to farmers, the United States avoided exceeding the WTO discipline by 
reporting the supplemental payments as non-product-specific support which remained 
below the de minimis level of 5 percent of the total value of domestic agricultural 
production.  
 
Table 4.1 summarizes the US domestic support notifications for the 1995-2007 period.28 It 
shows a large increase in the green box support. Notifications under the blue box have 
gone to zero, with the elimination of the 1996 Farm Bill payments. It is apparent that the 
increase in green box payments has not been matched by a decrease in the AMS, which 
amounted for the 2006 and 2007 years to $7.7 billion and $6.3 billion respectively. 

                                                 
28  The US notifications for green box support (Table DS:1 in the notifications) is on a October-September basis, 

while the product specific tables for the calculation of the AMS are on a marketing year basis. The non-
product-specific AMS data relate to both marketing years and fiscal years. This is a source of confusion and 
explains the differences among various authors who have tried to compile series of domestic support and 
check them against other indicators. Here, we use the methodology described in Blandford and Orden (2008). 
We thank David Blandford for sharing data with us. 



The US Farm Bill 2008 and Comparison With the EU CAP After Health Check 
____________________________________________________________________________________________ 

 93

Table 4.1. US notified domestic support 2000-2007 ($US billion) 
 1999 2000 2001 2002 2003 2004 2005 2006 2007

 
Total AMS (1)  16.86 16.8 14.41 9.64 6.95 11.63 12.94 7.74 6.26
De minimis (2)a/  7.43 7.34 7.04 6.69 3.24 6.46 5.98 3.60 2.26
Blue (3)  0 0 0 0 0 0 0 0 0
Green (4)  49.8 50.1 50.7 58.3 64.1 67.4 71.8 76.0 76.2
    
Total support (1-4)  74.1 74.2 72.1 74.7 74.2 85.5 90.7 87.4 84.7
AMS Ceiling 
 

 19.9 19.1 19.1 19.1 19.1 19.1 19.1 19.1 19.1

Amber (1+2)  24.3 24.1 21.5 16.3 10.2 18.1 18.9 11.3 8.5
DP notified as green 
b/ 

 
5.5 5.1 4.1 5.3 6.5 5.3 6.2 5.2 5.2

AMS+ DP c/  29.7 29.2 25.3 20.0 6.9 11.6 12.9 7.7 6.3
    
Amber+ DPd/  29.8 29.2 25.6 21.6 16.7 23.4 25.1 16.5 13.7
 
Source: WTO notifications and authors' calculations. Early years compiled by David Blandford. a/ the de minimis 
support was calculated by adding all product specific and non product specific calculated AMS that was not notified 
under the Total AMS invoking de minimis justification. b/ the direct payments (DP) do not include the buyout 
payments for peanuts and tobacco, these payments are currently notified under the green box. c/ direct 
payments, excluding buyouts currently notified under the green box, are only included if their inclusion in non-
product-specific support causes this to exceed the de minimis threshold. d/ the direct payments excluding buyouts 
currently notified in the green box are added to the de minimis and AMS support. 
 
 
Green Box. Green box support has increased over time to $76.2 billion in 2007. The large 
budgets under US domestic food aid programs, are notified under the green box. For 2007, 
the amount of support under the item "domestic food aid" is $54.4 billion, which showed a 
large increase since the $37 billion in the early 1990s. Other large green box budgetary 
outlays include the (fixed) direct payments, notified as "decoupled income support". Recent 
figures included some buyout payments for peanuts and tobacco. There are also some $5.2 
billion of other direct payments notified under the green box. Other components include 
general services and public stockholding ($10.7 billion in 2007) as well as disaster relief 
subsidies $0.9 billion in 2007). .  
 
Amber Box. Trade distorting support can be defined as the total AMS plus the product and 
non-product-specific support notified under the de minimis clause (the way the United 
States notifies the de minimis payments consists in taking them out of what would 
otherwise be reported as the total AMS). The overall trade distorting support normally 
includes the amber support (which can be measured by the AMS before application of the 
de minimis exemptions) and the blue box support. (Note that the United States has not 
notified any Blue Box payments during recent years, Table 4.1.).  
 
The lines at the bottom of Table 4.1 show that the amber support (i.e. the AMS before the 
application of the de minimis) varies considerably over time. This reflects variations in 
prices and production more than changes in policy. Indeed, the way the AMS is calculated 
actually is such that there is little connection between a reduction in the AMS and actual 
policy changes. Rather minor changes in the regulations, such as the ones that are taking 
place in the dairy sector in the US under the FCEA can modify the way the AMS price 
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support is calculated, and result in large variations of the AMS while policies have remained 
rather similar.29  
 
There are two components of the amber support. The product specific one and the non 
product specific one. Because the de minimis exemption applies to each of them 
separately, the United States only shelters part of its product specific support under the de 
minimis, while it has so far managed to shelter all its non product specific support as de 
minimis. That is, the non product specific support was fully deducted from the AMS in the 
recent US notifications. 
 
The two main components of the amber trade distorting support are the market price 
support and the price linked support. The US market price support reflects the loan rates. 
The price linked support results in some AMS even if they do not play a role in driving 
market prices, given that they remain higher than the fixed reference price. The price 
linked subsidies are mostly marketing loan related payments. The product specific US trade 
distorting support over the 2005-2007 period is mostly made of support to dairy and corn 
subsidies. The non product specific payments are mainly the countercyclical payments, plus 
some crop insurances subsidies. The former are considered as non product specific even 
though they are linked to market prices, because they are based on fixed areas and yields 
and are provided irrespectively of production. Because of the importance of countercyclical 
payments, the non product specific AMS (before de minimis) varies significantly over time 
(Table 4.2).  
 

Table 4.2. Composition of US amber support 1999-2007. 

  1999 2000 2001 2002 2003 2004 2005 2006 2007

Type of measures          

Market price support 5921 5840 5826 5771 5758 5832 5908 6154 6238

 Dairy 4437 4377 4483 4509 4515 4646 4794 4882 5011

 Sugar 1180 1133 1032 1262 1242 1186 1114 1272 1227

 Peanuts 303 330 311 0 0 0 0 0 0

Emergency payments 697 1526 6 1409 1 41 85 0 0

Price linked subsidies 9706 9042 8429 3525 1141 5549 6616 1412 14

Other support 567 457 367 523 487 853 447 347 245

Total product specific 16 891 16 865 14 628 11 227 7 386 12 275 13 055 7 913 6 497

           

Non product specific 7 406 7 278 6 828 5 101 2 801 5 778 5 862 3 430 2 023

 CCP 0 0 0 1804 554 4288 4749 1488 893

 CMLAP 5468 5463 4640 0 0 0 0 0 0

 CRA 1514 1396 1770 2889 1862 1123 756 1613 801

 other 424 419 418 408 385 367 357 329 328
Source: authors' calculations from WTO notifications. Early years compiled by David Blandford. CCP stands for 
“Countercyclical payments”; CMLAP stands for Crop Market Loss Assistance Payments; CRA stands for Crop and 
Revenue Assurance. 
 
 

                                                 
29  More generally, Bureau and Butault (2006) show that the AMS has lost relevance for and even connection 

with the actual level of support (for example, because of its intervention price of €101 per ton and the fixed 
reference world price used in the computation of the AMS of €87 per ton, the EU had a positive AMS for wheat 
even if the world price of wheat reached €280 per ton!). 
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The role of the de minimis clause is obvious in the US notifications. Indeed, from 1998 to 
2001, de minimis notifications made it possible to take more than $7 billion out of the 
amount notified under the AMS. If the United States had not been able to use this de 
minimis exemption, it would have exceeded its total AMS ceiling by up to 26 percent in 
1999-2001, and would have almost reached the $19.1 billion ceiling in 2005 (see Table 
4.1., row "Amber").  
 

4.1.2.  The FCEA provisions and current WTO commitments 

Regarding market access, there are only few changes in the FCEA relevant for US 
compliance to current discipline. Access to the US market has not been significantly 
amended apart from changes in the regulations on the import of softwood lumber which 
falls outside the scope of the URAA. There is a bit of a grey area not fully clarified by the 
jurisprudence regarding what is actually permitted in terms of process and production 
methods. However, the establishment of a "consultative group to combat child labour in the 
production of US commodity imports" does not seem to raise non tariff barrier issues given 
that the duty of this group is only to "make recommendations". The FCEA strengthens the 
legislation on the mandatory COuntry of Origin Labelling (COOL) requirements, in particular 
for meat products. This could be seen as a non tariff barrier and raise WTO issues (see Box 
4.1). In December 2008, Canada requested consultations on the COOL provisions amended 
in the FCEA, followed by Mexico, but Canada later put its complaint "on hold".  
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Box 4.1. WTO consistency of the country of origin labelling 
 
Mandatory Country of Origin Labelling (COOL) requires specified food retailers to inform 
their customers of the country of origin of covered commodities. The Federal requirements 
for mandatory COOL stem from the 2002 Farm Bill, which amended the Agricultural 
Marketing Act of 1946 to add COOL provisions. Since its inception in 2002, the COOL 
legislation has defined specific requirements for products labelled as United States country 
of origin. In the case of perishable agricultural commodities, peanuts, pecans, ginseng, and 
macadamia nuts, the covered commodity must be produced (harvested) in the United 
States. Farm-raised fish and shellfish must be hatched, raised, harvested, and processed in 
the United States; and wild fish and shellfish must be harvested in the waters of the United 
States or by a US flagged vessel and processed in the United States or aboard a US flagged 
vessel.  
 
One of the sources of controversy regarding mandatory COOL concerns the definition of the 
country of origin for meat. While the COOL provisions of the 2002 Farm Bill specified 
requirements for US country of origin of meat—namely born, raised, and slaughtered in the 
United States—there was no clear direction on how to label meat not meeting the US origin 
requirements. Of particular concern was how to label meat from animals imported from 
another country and then raised and slaughtered in the United States, as well as animals 
imported directly into the United States for slaughter. Also of concern was how to label 
meat potentially derived from livestock from more than one origin, such as ground beef. 
The 2008 FCEA includes the obligation to inform consumers of the country of origin at the 
retail level for covered commodities including beef and pork. The eligibility for a designation 
as US origin is only given for an animal that was exclusively born, raised and slaughtered in 
the United States. 
 
Following the implementation of COOL rules on 30 September 2008, Canada and Mexico 
cited adverse impacts in terms of their ability to market livestock in the United States. 
Canada estimated the combined impact of the lower prices for Canadian cattle, increased 
cost of transporting them greater distances, processing on fewer days, to be about $90 per 
animal: thus, the new US COOL law results in an approximately $400 million annual loss to 
the Canadian cattle industry. 
 
On 1 December 2008, Canada requested WTO consultation with respect to the COOL 
provisions. The request from Canada was followed by the request from Mexico. Both 
claimed that the mandatory COOL provisions appear to be inconsistent with the United 
States' obligations under the WTO Agreement, including: (i)  Articles III, IX, and X of the 
GATT 1994; (ii) Article 2 of the Technical Barriers to Trade Agreement, or alternatively, 
Articles 2, 5 and 7 of the Sanitary and Phytosanitary Agreement; (iii) Article 2 of the 
Agreement on Rules of Origin. Both Mexico and Canada claimed that the COOL provisions 
appear to nullify or impair the benefits accruing these countries in the sense of Article 
XXIII:l(b) of the GATT 1994. It appears that as of 13 January 2009, Canada decided to 
suspend its complaint as the revised COOL rules are expected to allow for more flexibility 
on labelling for meat from animals of Canadian origin. 
 
Regarding export competition, the FCEA makes some amendments to the export 
subsidies program, by repelling the Export Enhancement Program (which was unused) and 
amending the export credit guarantee programs in a way that makes them more 
compatible with the WTO (the GSM-103 long term export credit guarantee program as well 
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as the 1 percent fee cap on the GSM-102 program are lifted).30 Funding for GSM-102 is set 
at $40 million in mandatory spending and authorized to make at least $4 billion in credit 
guarantees available each year. The Market Access Program funding is kept at $200 million 
in mandatory spending per year. Minor programs are amended but they only account for 
very limited budgets (Foreign Market Development Program, "buy American" provision in 
the Emerging Markets and Facilities Loan Guarantee Program, Technical Assistance for 
Specialty Crops, etc.). None of this is likely to change the compliance of the US to current 
WTO rules (Box 4.2.). 
 
The FCEA introduce changes to existing food aid provisions. It addresses some of the 
shortcomings of US programs identified in a Government Accountability Office report, such 
as lack of attention to food aid quality and inadequate assessment of development in 
recipient countries. It makes emergency food response faster, and modifies a Trust for 
humanitarian emergencies. However, none of the changes are likely to have significant 
immediate consequences given that the past programs were considered as compatible with 
the current WTO rules. 
 

Box 4.2. Changes in the US program of export credits 
 
According to the OECD, $6–8 billion dollars per year of agricultural exports benefit from 
official credit programs. Almost half of that is from agricultural exports from the United 
States, with the EU, Canada and Australia accounting for about equal shares of nearly all of 
the rest. In fact virtually all officially supported export credit transactions over one year are 
from the United States, which is also responsible for 88 percent of the total subsidy 
component of export credit programs.  
 
Export credit programs were first established in the Agricultural Trade Act of 1978 to 
facilitate sales of US agricultural exports. Until the FCEA, there were three main export 
credit programs supported by the US farm policy. The General Sales Manager GSM-102 
provides guarantee repayments of short term financing (six months to three years) to 
eligible countries that purchase US farm products. The GSM-103 program is used to 
guarantee credit for between three and then years. Finally the Supplier Credit Guarantee 
Program (SCGP) provides short term credit (180 days or less) directly to buyers.  
 
The FCEA simply repeals the GSM-103 and the SCGP programs. The GSM-102 is renewed 
with credit guarantees available up to $5.5 billion/year. The constraint that at least 35 
percent of export credit guarantees issued had to be used to promote exports of processed 
or high-value agricultural products is removed. The 1 percent cap on fees paid by exporters 
is also removed.  

                                                 
30  In its initial request for a panel in 2007, Canada claimed that the United States made available to its 

exporters premium rates and other terms more favourable than those which the market would otherwise 
provide through export credit guarantee programmes under the Agricultural Trade Act of 1978 and other 
measures such as the GSM-102 programme and SCGP as well as the programmes, legislation, regulations and 
statutory instruments providing the support. Canada considered that these programmes provided subsidies 
contingent upon export performance contrary to Article 3.1(a) and 3.2 of the SCM Agreement, and they also 
violate Articles 3.3, 8, 9.1 and 10.1 of the Agreement on Agriculture. This issue is still examined under the 
panel set by the DSB to address both Brazil and Canada requests in December 2007. 
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The use of officially supported export credits for financing and stimulating export sales of 
agricultural products has been an on-going negotiation at the WTO. On March 3 2005, a 
WTO panel found that these GSM-102, GSM-103, and SCGP export credit guarantee 
programs effectively functioned as export subsidies because the financial benefits returned 
to the government by these programs failed to cover their long-run operating cost. The 
changes enacted with the FCE Act thus partially respond to these challenges while the U.S. 
Congress did refuse these proposals already made by the administration in 2006. The fact 
that the United States maintains the main export credit program (GSM-102) while being 
challenged at the WTO suggests that it is important for the US agricultural economy. Even 
if economic theory unambiguously shows that these export credit programs provide implicit 
export subsidization, the exact level of this subsidization is highly uncertain. The OECD 
estimated the subsidy component of existing official export credit programs using a 
methodology based on the difference between actual interest rates charged under these 
programs and estimates of risk corrected market based interest rates. While the OECD 
methodology gives a first approximation of the extent of subsidization from these 
programs, it may not capture the very reason why many of these programs exist. In some 
instances importers may face liquidity constraints. While the subsidy component of a 
program could be much larger when liquidity constraints bind, establishing a risk premium 
in such a case is certainly not practical and is conceptually problematic. Another issue 
complicating estimation of the subsidy component of export credit programs is that to the 
extent that they alleviate binding liquidity constraints, export credit programs may expand 
imports of a commodity, with some upward pressure on prices, and thus benefit all 
exporters. This is similar to the US external food aid. To summarize, the FCEA did not 
significantly change the complexity of export credit programs.  
 
Domestic support. For the United States, the constraints on domestic support mostly take 
the form of the maximum AMS, with potential changes in the way some subsidies must be 
classified, as a result of potential disputes. Indeed, while the 2004 Framework agreement 
includes other, more sophisticated constraints, including Overall Trade Distorting Support 
(OTDS) ceilings, they would only apply if a new agreement was achieved under the Doha 
Round. 
 
It is still unclear how the new payments under the FCEA will be notified to the WTO. Given 
that the FCEA distributes expected most expenditures for fiscal years 2008-12 in a way that 
is rather similar to the 2002 legislation, with the exception of the ACRE and SURE 
programs, one may expect that the United States will notify future payments in a way that 
is consistent with the most recent notification, i.e. for the 2006-2007 year, that was 
provided to the WTO on January 10 2009. However, in the future the United States will 
probably have to notify direct payments as part of the AMS rather than under the green 
box due to recent WTO rulings (see Annex 5).  
 
Compared with the previous legislation, which resulted in notifying the domestic support as 
presented in Table 4.1. and Table 4.2., the FCEA includes small increases in loan rates and 
target prices, i.e. countercyclical tiers of commodity support, which result in a small 
increase of the amber box support. A rather cosmetic change in the dairy policy is likely to 
provide the United States with a certain degree of leeway in the notification of the dairy 
market price support component of the AMS. Indeed, the FCEA redefines the program with 
respect to butter, cheddar, cheese and milk powder, rather than fluid milk. This should 
allow the United States to notify market price support for dairy on the basis of the volume 
of processed products, rather than on the volume of the total dairy production and 
therefore include a smaller share of total support in the AMS. Other technical features of 
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the FCEA, such as the budget savings obtained from postponed timing of payments could 
also bring a minor easing to the WTO constraint. 
 
Blandford and Orden (2008) have constructed some "shadow notifications" for the 2009-
2017 period, using projections from USDA sources and CBO estimates. They show that the 
FCEA should raise steadily the green box notifications up to $95 billion in 2014 (from 
roughly $76 billion in 2007, see Table 4.1.) due to increasing budgetary outlays on 
domestic food assistance and a general increase in government costs. Expenditures on 
conservation programs are also projected to increase to $6 billion in 2014. Fixed direct 
payments should decrease by roughly $0.8 billion, due to the projected enrolment in the 
ACRE program, which result in lower direct payments. 
 
Projecting amber support is more difficult, given that the government outlays require 
several key assumptions, in particular because marketing loan payments and 
countercyclical payments are highly dependent on market prices. In addition, two new 
programs, ACRE and SURE, should have significant consequences for US domestic support. 
 
ACRE payments. Several US institutions have made simulations of the future payments 
under various assumptions of the actual modalities of implementation (subject to USDA 
decisions) and world prices (Zulauf 2008a; Harris et al. 2008a). Both the initial CBO 
estimates and the FAPRI-Missouri baseline suggest that ACRE payments will be limited over 
the 2008-2012 period, with ACRE payments outlays around 0.5 billion on average (FAPRI, 
2008). Given the very high commodity prices in the first half of 2008, the sudden fall at the 
end of the year, and the fact that the US administration eventually accepted to initiate the 
ACRE payments based on the 2007 and 2008 crop years prices, ACRE payments could be 
much larger than initially expected by FAPRI and the CBO in a near future.31 Several 
universities' extension services have developed computer based calculators that help 
farmers to make their choice.32 Even though the reason for enrolling in ACRE depends on 
expected market prices, there is little ambiguity that opting for ACRE is, in general, a 
superior choice for grains and soybean producers (Babcock 2009). It seems much less 
likely that cotton producers will enrol, and the situation seems ambiguous regarding rice 
producers. As a result, one may expect a combined effect of both a high level of individual 
payments and a large enrollment of grain and soybean producers.  
 
In the medium run, the use of a moving average ensures that initially high payments will 
decline, but for a particular year, budgetary outlays might be large. Orden and Blandford 
(2008), Zulauf (2008b) tried to estimate the level of ACRE payments under various price 
scenarios. According to Blandford and Orden's simulations, if prices showed a variability 
comparable to the one observed in the 1980s, the combined effect of ACRE, countercyclical 
and marketing loan payments could add $12 billion to amber box support under the 
baseline scenario in particular years, before the moving average reference brings down 
budgetary outlays. This is, arguably the extreme case in Blandford and Orden’s simulations. 
Using counterfactual scenarios, with the ACRE program implemented in the past period, 
Zulauf (2008b) also shows that a price pattern such as the one that took place in 1998 
would reach $9.8 billion. In such cases, and assuming that ACRE payments would be 
notified as amber box, the US AMS could exceed $15.2 billion. Even under these extreme 

                                                 
31  The Average Crop Revenue Election Program is being implemented by the US Department of Agriculture for 

the 2009 crop year, as part of the new farm bill. The price guarantee for all crops is the average national 
average price for the 12-month marketing period of the previous two years. USDA determined in the 
beginning of that 2009 price guarantees will be based on the 2007 and 2008 crop years. 

32  See http://www.card.iastate.edu/ag_risk_tools/acre/ for example. 
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scenarios, there would still be some degree of latitude given the current AMS ceiling of 
$19.1 billion. Further, the change in the dairy regime could lead to an extra spending of $2 
to $3.6 billion by 2014 depending on estimates. High level of ACRE payments would also 
mean that many farmers have enrolled, so there will be a significant fall in the 
countercyclical payments. With a high level of ACRE enrollment, CCP payments will be less 
likely to exceed the 5 percent exclusion threshold for non product specific support, even if 
they are topped by SURE and crop insurance payments (the threshold was $11.7 billion in 
2004 and $15.2 billion in 2007).  
 
SURE payments. Regarding the SURE program, the way it will be notified under the WTO 
is even more controversial than for ACRE. As an insurance program conditional to disasters, 
SURE outlays could perhaps be notified under the green box. It provides some incentives to 
buy insurance, to take risks and might be seen as not fully decoupled. Subsidized crop 
insurances have so far been notified under non-product-specific amber box support and 
were covered by non-product-specific de minimis provisions. It is conceivable that the 
United States will chose to count SURE outlays in the same way.  
 
As a result, it seems that the FCEA would only lead to an exceeding of the current US level 
of AMS under rather unlikely scenarios. However, much depends on the way some 
particular forms of support are notified, and in this area, several of the current US 
notifications seem challengeable. 
 

4.2.  Potential challenges of the 2008 Farm Bill provisions 

4.2.1.  Potential challenges for commodities programmes  

The US notified support has never exceeded the US AMS ceiling since 1995. However, it 
would have done so in several years, without the non-product-specific de minimis 
exemption. In addition, loan deficiency payments and countercyclical payments (notified as 
non-product specific Amber box de minimis) were the subject of a recent Brazilian cotton 
dispute panel (see Annex 5). The panel found that certain payments, which the United 
States reported as decoupled (green box) payments should have been categorized as 
amber box, since they were not fully decoupled (fruit and vegetables exception, see below). 
If they had been included in the amber box, the United States would have exceeded its 
allowed AMS. While the countercyclical program was not considered in the dispute, it also is 
subject to prohibition on planting specialty crops.  
 
Marketing loans. The FCEA keeps the marketing loan provisions introduced by previous 
legislation. The benefits from marketing loans could be potentially classified as prohibited 
export subsidies and therefore in conflict with WTO law, should they exceed the current 
export volume and subsidy limits. When market prices are low, the subsidies arguably 
encourage greater production in spite of market signals to cause the opposite, in part 
because the subsidies (on average) help to cover costs that low market returns are unable 
to cover. Thus, marketing loan benefits, on average, offset what would otherwise be 
revenue losses and encourage greater production than the market wants. If US production 
surplus generated by the marketing loan benefits is then exported at a market price below 
the loan rate (and in many cases below the commodities’ cost of production), the 
marketing loan subsidy can be seen as "effectively behaving like an export subsidy" and the 
subsidized production can be seen as displacing imports from other non-subsidizing 
countries. As a result, one may argue that, because the subsidy provides a benefit to a US 
commodity that is not available to a competitor’s exports of "like-products" in either the US 
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or third-country market, it bears all of the attributes of a prohibited export subsidy (EC 
Commission, 2009b). Of course this case is not easy to state as an export subsidy must be 
based specifically on export performance or upon use of domestic over imported goods 
(Subsidies and Countervailing Measures Agreement, Article 3). The pure fact that a subsidy 
is granted to enterprises that export is not sufficient to label it as an export subsidy. 
However, the marketing arrangements are vulnerable to WTO challenge. 
 
Direct payments. The dispute cases brought by Canada and Brazil in 2007 could help 
clarifying whether the United States violated its total AMS commitments during certain 
years (See Annex 5). In particular, it should bring further jurisprudence to the cotton case 
regarding whether or not fixed direct payments should be included in the AMS (Box 4.3.). If 
the direct payments, notified under the green box, were to be re-qualified under the AMS, 
the United States would have violated its commitments over the 1998-2002 period (this 
can be seen in the row "AMS+DP" in Table 4.1). The higher prices since 2003 led to lower 
loan deficiency payments for corn and an increase in the de minimis threshold (which is a 
function of the value of production) have since made the commitments less binding.   
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Box 4.3. WTO consistency of the planting flexibility for fruits and vegetables 

 
Under the direct payment programme farmers may plant crops other than the programme 
crop and still receive direct payments — this is known as planting flexibility. They are 
prohibited, however, for planting fruits, vegetables, and wild rice on program crop base 
acres. Limited exceptions have allowed growers with a history of planting fruits and 
vegetables to continue to do so, but direct and countercyclical payments were reduced 
acre-for-acre of fruits and vegetables.33  
 
The WTO Panel and Appellate Body in the Upland Cotton Case  has determined that the 
restrictions are inconsistent with the rules of a minimally distorting subsidy and jeopardize 
the ability of the United States to classify direct payments as non-distorting, decoupled, or 
green box support (for a more detailed description of the case see Appendix 5). These 
planting restrictions have been maintained in the 2008 FCEA with minor modifications and 
thus the United States remains vulnerable in WTO law. 
 
In the Upland Cotton Case, the Panel found that US direct payments, production flexibility 
contract payments, and the legislative and regulatory provisions that establish and 
maintain the direct payments programme, are not green box measures sheltered from 
challenge by virtue of Article 13(a) of URAA. The Panel found in particular that the planting 
flexibility limitations mean that the 'amount of payments' under the production flexibility 
contract and direct payment programmes is 'related to the type of production undertaken 
by the producer after the base period, within the meaning of paragraph 6(b) of Annex 2 to 
the URAA and thus not be classified as green box. The United States appealed the Panel’s 
ruling, claiming that a negative direction in respect of production of certain goods, such as 
conditioning payment on a producer's non-production of certain goods, does not make the 
amount of payments related to the type of production.34 The Appellate Body rejected the 
US appeal.35 It noted the relevant provisions of Annex 2, which is titled "Domestic Support: 
The Basis for Exemption from the Reduction Commitments." In particular, (i) Paragraph 
6(a) "sets forth that eligibility for payments under a decoupled income support programme 
must be determined by reference to certain 'clearly-defined criteria' in a 'defined and fixed 
base period.'" (ii)  Paragraph 6(b) then requires the "severing of any link between the 
amount of payments under such a programme and the type or volume of production 
undertaken by recipients of payments under that programme in any year after the base 
period."  (iii) Finally, paragraphs 6(c) and 6(d) "serve to require that payments are also 
decoupled from prices and factors of production employed after the base period," and 
Paragraph 6(e) makes clear that "'[n]o production shall be required in order to receive … 
payments' under a decoupled income support programme."36  
 
The Appellate Body recalled that under paragraph 6(b) of Annex 2, for income support to 
be decoupled, the amount of the payments must not be "related to … the type or volume of 
production … undertaken by the producer in any year after the base period." Whereas the 
payment amounts at issue may be affected by whether a producer plants a crop that is 
permitted under the programmes, or a crop that is covered by the planting flexibility 
limitations. Focusing on the term "related to" in paragraph 6(b), the Appellate Body 
considered that the provision covers a "broader set of connections" than the term "based 

                                                 
33  CRS, Brazil’s WTO Case Against the U.S. Cotton Program, 16 October 2007. 
34  AB Report on Upland Cotton, paragraphs 313-315. 
35  Summary of Appellate Body’s findings is taken from the WorldTradeLaw.net. 
36  AB Report on Upland Cotton, paragraphs 320-321. 
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on," and that nothing in the "ordinary meaning" of the term "related to" suggests that the 
connections covered by this term must be of either a "positive" or a "negative" nature.  It 
concluded that decoupling of payments from production under paragraph 6(b) can only be 
ensured if the payments are not related to, or based upon, either a positive requirement to 
produce certain crops or a negative requirement not to produce certain crops or a 
combination of both positive and negative requirements on production of crops.37 
 
Focusing again on paragraph 6(b), the Appellate Body explained that "the concepts of 'type 
or volume of production … undertaken by the producer' and the 'amount of … payments' 
are linked in paragraph 6(b) by the requirement that one 'not be related to' the other." 
According to the Appellate Body this requires a consideration of the relationship between 
the type or volume of production and the amount of payment under a programme after the 
base period." A programme that disallows payments when certain crops are produced 
relates the amount of the payment to the type of production undertaken." In this regard, it 
rejected the US argument that its measures, which condition payment on the non-
production of certain products, "further the fundamental requirement [in paragraph 1 of 
Annex 2 to the URAA] that such measures 'have no, or at most minimal, trade-distorting 
effects or effects on production.'" In particular, given the Panel's finding that the planting 
flexibility limitations in this case "significantly constrain" production decisions, the Appellate 
Body considered that "the facts of this case do not present a situation in which the 
[measures] demonstrably have 'no, or at most minimal,' trade-distorting effects or effects 
on production."38 
 
On this basis, the Appellate Body upheld the Panel's finding that conditioning the payments 
at issue on a producer's compliance with planting flexibility limitations regarding certain 
products, coupled with the flexibility to produce certain other products, means that the 
amount of payments under those measures is related to the type of production undertaken 
by a producer after the base period, within the meaning of URAA Annex 2, paragraph 6(b). 
As a result, production flexibility contract payments and direct payments are not 'decoupled 
income support' within the meaning of paragraph 6, are not Green box measures exempt 
from the reduction commitments by virtue of Annex 2 of the URAA, and are not, therefore, 
sheltered from challenge by virtue of paragraph (a) of Article 13 of the URAA.39 
 
The 2008 Farm Bill maintains the 2002 Farm Bill provision restricting the planting of fruits 
and vegetables on base acres. The act only authorizes a pilot project in seven Midwestern 
states that will allow fruits and vegetables — exclusively for processing — to be planted on 
75,000 base acres. USDA is required to evaluate and report to Congress on the impact the 
pilot project is having on the price and supply of both fresh and processed fruits and 
vegetables.40 Therefore, the planting flexibility programme is vulnerable to another WTO 
challenge.  
 
Source : B. O’Connor 
 
WTO issues with countercyclical and ACRE payments. Another issue is whether the 
US countercyclical payments should be classified as non-product specific AMS. The US claim 
that the countercyclical payments are non-product specific, is questionable. True, farmers 
do not need to produce the crops for which they receive countercyclical payments. But the 

                                                 
37  AB Report on Upland Cotton, paragraphs 322-326. 
38  Ibid., paragraphs 331-340. 
39  Ibid., paragraphs 341-342. 
40  CRS, Specialty Crops: 2008 Farm Bill Issues, p.3. 
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payments are linked to actual market prices of specific commodity (and, again, the 
exclusion of fruits and vegetables makes them not fully decoupled from production see Box 
4.3.). If the countercyclical payments had to be included in product specific support notified 
in the US current total AMS, the US would have exceeded its AMS commitments in 2000, 
2004 and 2005 according to the calculations by Blandford and Orden (2008).  
 
Unlike countercyclical payments linked to fixed base areas and pre-fixed yield levels, the 
revenue-guarantee payments under the ACRE programme are linked to current acreage 
and yields of the crops grown. Most legal and economic experts agree that because the 
payments are coupled to current production, market prices and yields, and are based on 
planted acres (not base acres), payments under this programme should be considered as 
Amber box and count against the AMS constraint. However, it is possible that the United 
Sates will argue that they should be qualified as non-product specific (for example, because 
the ACRE programme applies to all covered commodities and does not require that a 
farmer plant any particular crop). A series of public statements after the implementation of 
the 2008 Farm Bill imply that the US position might consider the new countercyclical 
payments as falling into the same category of non-product specific payments, thus 
qualifying under the de minimis rule exemption. Yet countercyclical payments are triggered 
by product-specific current prices. Thus the US argument is vulnerable to WTO challenge 
particularly in the light of the Upland Cotton Case. 

4.2.2.  WTO consistency of the Trade title.  

The FCEA extends USDA export market development programs through FY2012 and revises 
the export credit guarantee programmes (see Box 4.2.) Hence, the United States continues 
to maintain export credit guarantees that may be inconsistent with the rulings of the WTO 
upland cotton panel. The United States has also special export provisions under certain 
marketing orders, including those for almonds and raisins. Dairy products may be exported 
under the Dairy Export Incentive Program, which was listed and reduced in compliance with 
URAA rules. In addition, the National Milk Producers Federation recently created a 
producer-financed export subsidy program, under the Cooperatives Working Together 
umbrella. This program is operated and financed by dairy cooperatives, not by the federal 
government (Sumner 2007). However, agricultural cooperatives themselves operate under 
government provisions. The export subsidy provisions of the URAA and the SCM agreement 
discipline the potential for "producer-financed" export subsidies to be included as prohibited 
subsidies if there is significant government participation or support for the programme. This 
is clear from the EC Sugar case and the Canadian Dairy case under the WTO (Hoekman and 
Howse 2008). Dairy product exports also benefit from price discrimination under State and 
federal milk marketing orders that lowers the price of exportable and import-competing 
commodities relative to much less tradable beverage milk products. Those US programs are 
not necessarily in violation of WTO export rules, but they are vulnerable to challenge 
(Sumner 2007). 

4.2.3.  WTO consistency of energy subsidies  

Government and state support of biofuel raise a number of legal issues. The United States 
has not notified its ethanol subsidies as part of US domestic agricultural support. Regarding 
market access, even the status of ethanol is unclear, and the US has created a new 
statistical entity for ethanol to be used as energy purposes. However, ethanol itself is 
normally considered as an agricultural product and it should normally not be sheltered from 
further cuts in the case of a Doha agreement.  
 
The FCEA has introduced limited changes to the previous situation. The reduction in the tax 
credit to $0.45 per gallon should result, ceteris paribus, in lower producer prices and higher 
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consumer prices for ethanol, and therefore for corn prices. The extension of the ethanol 
tariff participates to the overall public support of ethanol production, since it makes it 
possible for blending and tax mandates to benefit mostly of domestic production. According 
to FAPRI simulations, the net effect of these and other FCEA changes is a very small 
increase in corn prices (less than one percent), which contributes to even smaller increases 
in prices of other crops due to substitution effects. However, according to Orden et al. 
(2008), ethanol policies could be judged to be "a measure directed at processors" that 
provides "benefits to producers of the basic agricultural product". This would justify their 
inclusion in the AMS under Annex 3, 7. If ethanol policies were justified on environmental 
grounds, they could be exempted from the AMS subsidy discipline. If tax exemptions and 
ethanol subsidies were counted in the AMS, the level of the US notification would be 
substantially higher, given that these subsidies (i.e. foregone revenues from federal tax 
credit and state level subsidies) could reach $8 billion on corn based ethanol.  
 
The complex system of tariffs, tax credits and mandates requires the petroleum industry to 
increase their use of renewable fuel raises difficult methodological issues. Gardner (2007b), 
De Gorter and Just (2008) show that the impact of the tax credit depends a lot on whether 
the mandate is binding or not. If the mandate is binding, it drives most of the production 
and the trade effects of subsidies are minimal. The mandate should therefore be the 
instrument to which WTO agricultural discipline should apply. The federal mandate causes 
an extra demand for ethanol that, because of the high tariffs, cannot be matched by 
imports. This policy de factor favours domestic product over exports and therefore could 
fall under the SCM. 
 
The list annexed to the Agreement on Agriculture suggests that biodiesel is not covered by 
the Agreement on Agriculture (unlike the vegetable oils and animal fats that go into 
biodiesel). There are however grey areas, too, given that the statistical classification of 
biodiesel is changing over time, while countries realize that they need to distinguish trade 
flows in biodiesel from the (very large) trade flows of other forms of diesel products. The 
fact that vegetable oil based products can be shifted from one statistical category to 
another with minor processing and blending introduces a lot of confusion. The EU has 
invoked the SCM agreement over imports of biodiesel, but there seems to be room for 
various interpretations on whether or not the US biofuel subsidies fall under the actionable 
SCM subsidies (even though they do seem to cause an injury to other member's industry 
and displace imports, two criteria for demonstrating harm as referred to in Part III of the 
SCM agreement) and/or under the clauses for calculating the AMS in the Annex 3 of the 
Agreement on agriculture. 

4.2.4.  Other potential challenges 

The 2007 Canadian notifications to the WTO also raises the issue of several US programs 
that might have not been reported or misclassified in the US notification (Annex 5). More 
generally, analysts have repeatedly pointed out some controversial issues in US subsidies, 
even though they have never been challenged by any WTO member since 1995.  
 
In addition to potential challenges under the URAA, some of the US provisions could also be 
challenged by other member states under the Agreement on Subsidies and Countervailing 
Measures (SCM), which governs all subsidies (Box 4.4.). The "Peace clause" in the URAA 
that sheltered agricultural subsidies from challenge under the SCM expired in 2003 and no 
extension has been addressed by the Doha negotiations. 
 
Crop insurance is one area of support which has escalated in recent years, as it is apparent 
in Figure 3.1 Subsidies for the 2008/09 crop could reach nearly $6 billion, up to 50% in 
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2007/08, with the biggest growth recorded for soya, which more than doubled as a result 
of the surge in prices, according to EU Commission (2009b).  
 
The classification of disaster relief payments in the green box was also mentioned as a 
potential WTO issue (Blandford and Orden, 2008). While such payments vary over time, 
they sometimes exceed $2 billion a year (see Table 2.4.). Consistency of disaster programs 
with the specific green-box criteria for the reference period against which a loss is 
measured or the degree of loss triggering payments could lead to the conclusion that 
disaster payments are product specific support and therefore do not fall under the green 
box. Orden and Blandford (2008) also find it somewhat controversial that crop and revenue 
insurance delivery costs, which are directly related to deliver benefits to farmers, are not 
reported in the US notifications. Extra expenditure paid to insurance companies can be 
considered as administrative costs being made to such companies on behalf of the policy 
holders of insured crops, i.e. farmers (Sumner 2007). Should this be re-qualified as non-
product-specific support, roughly $1 billion a year that would be at stake. 
 

A variety of subsidies that could have been underestimated under the Agreement on 
Agriculture as domestic support have also been mentioned by several Non Governmental 
Organizations. The case of gasoline tax exemptions and income tax concessions for 
farmers, capital gain treatment for un-harvested crops, have been mentioned. For 
example, in its 2007 WTO request, Brazil identified diesel fuel and gasoline tax exemptions, 
tax exemptions for agricultural vehicles, and income tax concessions as subsidies that 
might need to be notified. Among the income tax concessions are special capital gain 
treatments for un-harvested crops (notified by the United States as a subsidy under the 
SCM), preferential availability of cash accounting rules for farm operations, and preferential 
availability of income averaging for farmers. The income tax concessions are reported to 
have increased from $554 million in 1996 to $2 billion in 2005 according to OECD data. The 
issue of credit subsidies to farmers is also controversial. The overall amount of these tax 
exemptions and tax treatment exceed $4 billion. Controversies also surround the possible 
underreporting of billions of indirect irrigation subsidies that have only been partly repaid 
by farmers. If one considered the compound interests over time, the amounts at stake 
could be very high. There is so far no sign that such will be challenged by other WTO 
members, and in any case the outcome of a legal procedure is highly uncertain. However, 
given that the FCEA provisions could lead to the United States to get close to the AMS 
ceiling under certain market conditions, any of these issues would add to the pressure on 
the United States.  
 
Sumner (2007) lists some of the possible programs that might be challenged under the 
SCM. The US export credit guarantees and "producer-financed" export subsidies could fall 
in the category of prohibited subsidies. It could be the case of some special export 
provisions under certain marketing orders, including those for almonds and raisins. It could 
also be the case of the Dairy Export Incentive Program, and the National Milk Producers 
Federation that created a producer-financed export subsidy program while agricultural 
cooperatives themselves operate under government provisions. Potential prohibited 
subsidies under local content rules might also include the operation of government 
purchase programs, for example in the operation of price supports as in the FCEA for dairy. 
To stand such challenge, government purchase programs would be expected to make no 
distinction between domestically produced agricultural commodities and those that have 
been imported. One might argue that if the government purchases cheese to support the 
price of dairy products, imported cheese would be eligible to purchase under the same 
terms as domestic cheese since government could not arbitrarily set disadvantages on 
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imports. These programs have not been challenged, and according to Sumner (2007) their 
vulnerability is not clarified. 

 

More generally, the end of the peace clause opened a large area of uncertainty regarding 
the possibility of basically any subsidy to be challenged under the SCM. According to 
Sumner (2007), US direct payments, countercyclical program payments, marketing loan 
benefits, Milk Income Loss Contract (MILC) payments, crop insurance subsidies, disaster 
payments, low interest rate loans, irrigation subsidies, grazing fee subsidies on public land, 
credit programs, have the potential to stimulate production and, under appropriate market 
conditions, may contribute to "serious prejudice" by increasing exports of the subsidized 
products, reducing exports of competing products of other WTO members, or depressing 
the market price of the subsidized products. Whether such effects are large enough to be 
considered "serious" prejudice depends on the specific nature of the programs and the 
product markets. 
 

Box 4.4. Agreement on Subsidies and Countervailing Measures: framework 
 
In line with the SCM Agreement, subsidies liable for dispute settlement actions must be 
“specific” in the sense that they apply to a limited scope of the overall commerce of a 
member.41 The agreement creates two categories of such subsidies: prohibited subsidies 
and “actionable” subsidies.  
 
Members found to use prohibited subsidies must remove them immediately, or as soon as 
is practical. Prohibited subsidies are divided in two groups. The first group is created of 
export subsidies, which are defined and illustrated with a list of many of the most common 
types of export subsidies, including export credit guarantees and “producer-financed” 
export subsidies. Exception to the prohibition of export subsidies is provided only for those 
agricultural exports subsidies that were listed for reduction commitments as a part of the 
Agreement on Agriculture. The second group of prohibited subsidies are local content 
subsidies, which are those contingents on the use of the domestic product over imported 
goods. For example, local content subsidies include payments to domestic buyers 
contingent on purchasing a domestic product when purchases of an imported substitute are 
not eligible for the payment. These export subsidies and local content subsidies are 
prohibited because they are expressly designed to affect trade, and thus are presumed to 
have adverse effects on other WTO members. 
 
Before any ruling may be taken against “actionable” subsidies, the complaining member 
must show that such subsidies have an “adverse effect” on the complaining members. 
Adverse effects come in three forms. First, injury to a domestic industry from subsidized 
imports into the home market. Such injury claims are the basis for countervailing duty 
actions. Second, “serious prejudice” occurs in either the home market of the subsidizing 
member or in third country markets, including the world market, when subsidies cause 
displacement of imports or exports, lower prices, lost sales, or an increase in market share 
of the subsidizing member. Third, nullification or impairment occurs when benefits expected 
from the WTO agreement are hampered through failure to implement the agreement or in 
other ways. 
 

                                                 
41  For more detail on SCM Agreement see : WTO, Subsidies and countervailing measures, available at: 

http://www.wto.org/english/thewto_e/whatis_e/tif_e/agrm8_e.htm#subsidies 



Policy Department B: Structural and Cohesion Policies 
____________________________________________________________________________________________ 

 108

Serious prejudice is the most important of the adverse effects in considering agricultural 
subsidies and was a major issue in the US upland cotton case. Serious prejudice may arise 
in cases of: displacing or impeding imports into the market of the subsidizing member; 
displacing or impeding exports of another member into a third market; price undercutting, 
price suppression, or price depression or lost sales; or an increase in world market share by 
the subsidizing member.42 
 

4.3.  Compatibility of the FCEA and a future Doha Agreement 

4.3.1.  A potential Doha agreement 

The Doha negotiation and the FCEA. In Doha, Qatar in November 2001 WTO Member 
countries agreed to a ministerial declaration that launched a round of negotiation, which is 
still ongoing (February 2009). A 2004 Framework Agreement set guidelines for a future 
agreement. The Framework Agreement addresses several aspects of the agricultural 
negotiations, namely the "three pillars" (i.e. market access, export competition, domestic 
support) as well as the issue of cotton and the special and differential treatment for 
developing countries. The difficult issue of agreeing on figures regarding cuts, thresholds 
and possible exemptions in this framework agreement remained unsolved, and the 
discussion on the "modalities" of an agreement have since continued. The 2005 agreement 
at the Hong Kong Ministerial meeting added little to the Framework Agreement, but it led 
the various parties to table proposals for an agreement. During summer 2008, negotiations 
made significant progress, even though some issues remained controversial enough to 
prevent an agreement. The draft modalities that were proposed by Chairman Falconer in 
July 2008 were revised in December 2008. They still provide a range of figures for 
thresholds, percentage cuts, and the number of products subject to exceptions and have 
not met unanimous approval. However, the landing zone of a potential Doha agreement is 
now rather well-known as far as agriculture is concerned.  
 
It was expected that US policy makers would anticipate the longer run consequences of a 
future agreement when formulating the 2008 Farm Bill, as the EU did with the 2003 reform 
of the CAP. During the year 2007, the US administration made several proposals to be 
included in the farm bill such as to make the future legislation more compatible with what 
was being discussed at the WTO. For example, the administration proposed to shift some 
$8 billion over ten years from commodity support to conservation programs through 
changes in policy design, strict limitation on per farm payments, and to squeeze down 
traditional commodity subsidies, including sharp falls in countercyclical payments and loan 
rate based price support. The USDA also proposed to reform the cotton sector and to allow 
cultivation of fruits and vegetables on based acres, so as to comply with the cotton ruling 
jurisprudence, and to defuse objections that US food aid programs were export subsidies by 
changing these programs. These moves would have been rather similar to the EU 2003 
reform that anticipated a future agreement. However, the House of Representatives 
rejected most of the administration's recommendations, and passed a version of the bill 
that included increases in spending. Changes by the Senate included some reductions in 
commodity program spending but added the optional crop revenue insurance that would 
become the ACRE program.  
 
Eventually, in the FCEA there was no significant shift towards decoupled policy instruments, 
no cut in permanent support legislation. The veto proof majority in Congress secured a 
Farm Bill in line with the previous legislation, irrespectively of any WTO prospect, except on 
two issues, i.e. the reform of the dairy support that makes it possible to change the way 
the dairy AMS is calculated and eased the WTO constrain with rather minor change in the 

                                                 
42  Ibid. 
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actual program, and changes in the export credit legislation (Box 4.2). The modalities of a 
possible Doha agreement should impose more severe constraints on the United States.  
 

4.3.2.  Constraints regarding domestic support 

Future support discipline. Under the 2004 Framework agreements, the modalities to be 
adopted in a future Doha agreement on agriculture should include complementary 
reduction formulas and caps for the OTDS, the total AMS, AMS for individual commodities 
(product-specific caps), limits on support that can be excluded from reductions under the 
de minimis provision and a cap on blue box payments. As a result, the overall discipline is 
quite complex, given that application of the separate formulas for cuts in the Total AMS and 
de minimis could result in greater reductions than might be required by a discipline on 
OTDS.  
 
For developed countries, a 60 percent cut in AMS was tabled in the draft modalities (the 
last version tabled was that of December 6 2008). In addition, there would be reduction in 
the product specific AMS limits, and limits on blue box to 2.5 percent value of 1995-2000 
production, product specific blue box thresholds, a 70 percent reduction in OTDS, as well as 
a cap on the de minimis to 2.5 percent of production. The draft modalities that were tabled 
for domestic support involve particular computations for the United States, which adds 
extra complexity.43 Blandford and Orden (2008) have worked out the numerous details of 
the modalities and simulated what would be the final commitments for the United States, 
for each form of the product specific, amber and overall support. While their calculation 
corresponds to the July 2008 version of the draft modalities, they remain valid for most of 
domestic support provisions. 
 
For the United States, the current OTDS corresponds to the $19.1 billion AMS ceiling, plus 
15 percent of the 1995-2000 average production value, i.e. a total of $48.2 billion. The 
December 2008 draft modalities would therefore classify the United States in the range of 
countries with a Base OTDS less than $60 billion, hence subject to a 70 percent reduction 
of the base level. The OTDS ceiling would be $14.5 billion at the end of a transition 
period.44 Regarding the total AMS, the draft modalities would require that the sum of the 
US marketing loan benefits, the direct payments and the countercyclical payments fit within 
a total ceiling of $7.6 billion. Regarding product specific AMS, special provisions for the US 
would lead to a cut of cotton AMS by a larger amount. Altogether, the resulting product 
specific ceiling would be, at the end of the implementation period $1.2 billion for beef and 
veal, $1.3 billion for cattle, 4.8 billion for dairy, 0.5 billion for hogs, 1.3 billion for livestock, 
0.3 billion for rice, 0.2 billion for peanuts and wheat, 1.1 billion for soybeans, 1.1 billion for 
sugar. It is noteworthy, though that the sum of individual AMS product ceilings amounts to 
$15 billion, i.e. twice the level of the total AMS ceiling, so the total AMS constraint that is 
likely to be binding, in addition to the product specific one for particular commodities.  
 
For the United States, the blue box would be capped at $4.8 billion. There are also crop-
specific thresholds. The December 2008 proposal includes some specific provisions 

                                                 
43  For example, the draft modalities state that "For the United States only, the product-specific AMS limits 

specified in the schedule shall be the resultant of applying proportionately the average actual product-specific 
AMS support in the [1995-2004] period to the average actual total AMS for the Uruguay Round 
implementation period (1995-2000)". 

44  In the revised draft modalities of December 6 2008, it is proposed that the base level OTDS for reductions be 
defined, for developed countries as : the Final Bound Total AMS plus 10 percent of the average total value of 
agricultural production in the 1995-2000 base period (this being composed of 5 per cent of the average total 
value of production for product-specific and non-product-specific AMS respectively, i.e. the current de 
minimis) plus the higher of average Blue Box payments as notified to the Committee on Agriculture, or 5 per 
cent of the average total value of agricultural production, in the 1995-2000 base period. Reduction should 
follow a tired formula. 
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regarding blue box criteria.45. Specific provisions would make it possible, for the United 
States to shift some payments, including the current countercyclical payments (but note 
ACRE) to the blue box, rather than having to be specified under the current non-product 
specific amber box support as it is now.  
 
The draft modalities of the December 2008 proposal provides a defendable basis for 
assessing how the FCA would be compatible with a future Doha agreement.  
 
Green box notifications. Green box support will increase dramatically under the FCEA, 
reaching probably some $90 billion in 2012. In this area, WTO discipline has no 
consequences for the FCEA, except if some of the support currently under green box, such 
as the direct payments, were to be notified as amber or blue box, which is likely to be the 
case given the recent WTO disputes. Should direct payments have to be counted in the 
AMS, it would mean something like an extra $4 billion (currently notified under the green 
box) that would have to be counted against the new ceiling, even if a significant enrollment 
in the ACRE program resulted in a cut in direct payments for the ACRE beneficiaries. This 
would make it more likely for the US AMS to exceed the ceiling. However, several authors 
believe that the United States would make the required changes to its legislation and lift 
the fruit and vegetables base acre restrictions in order to keep direct payments out of the 
AMS (Paggi 2008). In such a case, the first constraint resulting from a possible Doha 
agreement would be on product specific AMS. If we consider the 2005-2007 notifications, 
the sugar and dairy AMS exceed what would be the ceiling under a Doha agreement.  
 
The constraint on the dairy program. The product specific AMS for dairy that the United 
States notified to the WTO amounted to $6.3 billion in 2002, $4.7 billion in 2003, and then 
remained stable around $5 billion between 2004 and 2007. Such a large figure would leave 
little room for other support if the total AMS ceiling was reduced to $7.6 billion under a 
Doha agreement. However, the FCEA brought significant degrees of freedom by shifting 
support to processed products, so that the AMS will now be calculated only on the share of 
production that goes to the processed products. By changing the modes for calculating the 
AMS, the FCEA provisions is likely to reduce the dairy AMS by something between $2 and 
$3.6 billion depending on the reference price used for cheese, more because of new modes 
of calculation than because of an actual change in the level of support. 
 
Constraints on the sugar program. The product specific AMS for sugar has ranged 
between $1.2 and $1.3 billion since 2005. This is close to, or even exceeds, what is 
forecasted to be the AMS binding under proposed Doha modalities at the end of a transition 
period. Blandford and Orden (2008) as well as Paggi (2008) forecast that sugar is the 
product which is more likely to be constrained by future discipline. Sugar specific AMS 
might exceed the corresponding ceiling by $0.4 billion after 2011. It is therefore one of the 
few products which, under plausible assumptions on future prices, for which a Doha 
agreement would require some adjustment on domestic support. Note that for sugar, other 
provisions, in particular market access, are likely to have even more impact in case of a 
Doha agreement. 
 
Grains and oilseeds support. The product specific AMS level might also be an issue for 
corn, if market prices were low enough. Indeed, the threshold for the corn specific AMS 
would be 1.1 billion, while the AMS reached $4.5 billion in 2005 (the AMS has since gone 
down thanks to high market prices that reduced marketing loan outlays to zero). According 

                                                 
45  Draft modalities, December 6 2008 version, include : "For the United States, the limits to the value of support 

that may be provided to specific products under paragraph 35(b) above shall be [(110) (120)] per cent of the 
average product-specific amounts that would result from applying proportionately the legislated maximum 
permissible expenditure under the 2002 Farm Bill for specific products at an individual product level to the 
overall Blue Box limit of 2.5 per cent of the average total value of agricultural production during the 1995-
2000 period. These product-specific limits shall be expressed in monetary terms at an individual product level, 
annexed in that format to these modalities and shall be bound in Part IV of that Member's Schedule".  
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to the price projections by FAPRI and by ERS, corn prices should nevertheless remain 
steady. The ethanol blending mandate should act as a de facto guaranteed price (Fabiosa 
2008). Unless petroleum products, and therefore corn prices remain at very low levels, the 
corn, and more generally the cereal AMS should remain below the ceiling that would result 
from a Doha agreement, but the possibility that the AMS be binding for corn cannot be 
ruled out.  
 
The main risk that the US product specific AMS be exceeded is perhaps the possibility of 
large ACRE payments under particular price circumstances. In such a case, and assuming 
that ACRE payments are in the amber box, the corn product specific AMS might exceed the 
current ceiling of $1.4 billion. This might also be the case for the current $1;1 billion ceiling 
for soybean and the 0.23 billion ceiling for wheat. 
 
Cotton. The product specific AMS for cotton was $1.4 billion in 2006. The $0.2 billion in 
2007 were not notified in the AMS because of the de minimis clause. Given the sharp 
reduction in the cotton AMS that was tabled in the draft modalities for the US, there might 
be a significant constraint in the future. The December 2008 draft modalities specify that 
the product specific AMS for cotton should be reduced by a particular formula, resulting in a 
larger cut than for other products. For the United States, the resulting AMS after the five 
year implementation period should be around $140 million. The impact of a Doha 
agreement on cotton is actually more complicated, and the blue box constrains must be 
taken into account. Indeed, countercyclical payments are currently notified under the non-
specific product amber support.  
 
Blue box limits. Because the sum of the various components of this support (i.e. $2 billion 
in 2007) is consistently lower than 5 percent of the value of US agriculture production (i.e. 
roughly $15 billion in 2007) the US uses the de minimis clause and does not account such 
payments in the AMS. Following the cotton ruling, countercyclical payments might no 
longer be considered as non-specific. In addition, under a Doha agreement, the 5 percent 
de minimis threshold might be cut by half, reducing the amount of support that can be 
sheltered. Potentially, the countercyclical payments could therefore top the current level of 
AMS and make the potential $7.6 billion limit under a Doha agreement more biding. 
However, in the draft modalities an escape clause may be that countercyclical payments 
might be eligible to the blue box. The December 2008 draft modalities specify that the blue 
box for the US will be limited to 2.5 percent value of production over the 1995-2000 period, 
i.e. roughly $4.8 billion. The United States did not notify any blue box payments in 2007, 
but it is expected that the countercyclical payments will be the only support that the US 
would include in the blue box. The draft modalities also allow for a trade-off between the 
level of product specific blue box ceiling and the corresponding AMS binding.46 In brief, the 
modalities offer new possibilities for notifying countercyclical payments for cotton under the 
blue box even though the product specific AMS for cotton is sharply reduced. 
 
According to the simulations made by several extension services, cotton producers are 
likely to remain in the old countercyclical payment system rather than opt for ACRE. That 
is, a significant share of the payments for cotton could be sheltered under the blue box. 
The blue box ceilings for cotton would be exceeded from 2011 outwards, due to the new 
calculation of blue box limits, if one uses the Texas A&M university forecasts of the cotton 
prices (using alternative forecasts, such as the CBO ones would lead to conclude that 

                                                 
46  "Blue Box entitlements for specific products may nevertheless exceed the limits determined under paragraphs 

40-42 above but only where there is a corresponding and irreversible one-for-one reduction in the product-
specific AMS limits for the products concerned (except for cotton, where that rate would be two-for-one). 
Where this arises as a result of continuation of the reform process after scheduling and during the 
implementation period, there must be an exact reciprocal reduction in the scheduled product-specific AMS 
limit for, as the case may be, a new, or an increase in the scheduled, product-specific Blue Box limit. In both 
such situations, the overall Blue Box limit cannot in any case be exceeded." Draft modalities, December 6 
2008 version. 
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neither the AMS nor the blue box product specific ceilings for cotton are exceeded 
according to Blandford and Orden 2008). In brief, depending on market prices, a Doha 
agreement would be binding for cotton, at least due to blue box ceilings, and perhaps as 
well due to product specific AMS ceilings. In case of low prices, the cotton regime would 
have to be adjusted for being compatible with a Doha agreement. 
 
Aggregate measurement of support (AMS). Product specific AMS, once added, face a 
global constraint. The current level of AMS notified to the WTO is close to the potential 
$7.64 billion ceiling. Product specific AMS reached $6.3 billion in for 2007 (e.g. $6.5 billion 
before application of de minimis provisions). The year 2007 was quite exceptional in the 
sense that there was no marketing loan related payments for most productions. With lower 
market prices, several product specific amber box supports could be larger in the future, 
and exceed the future de minimis threshold. In such a case they would have to be counted 
in the total AMS.  
 
The other component of the total AMS is non-product specific support. Over the recent 
years amber non-product specific support did not exceed the de minimis threshold and was 
therefore not notified within the total AMS. With a Doha agreement, the de minimis 
threshold will be lower. With the new threshold is 2.5 percent rather than 5 percent, the 
sum of the non product specific amber support will have to be below roughly $7 billion. 
Otherwise it would have to be counted entirely within the total AMS. The United States 
notified $2 billion of non specific amber support in 2007 (counted against de minimis 
provisions). But with lower prices, triggering countercyclical payments, non product specific 
amber support could easily reach $5 billion as in 2004 and 2005. The new SURE payments 
could also have to be counted in the non specific amber support. Again, the draft modalities 
offer an escape clause to the United States, by giving the possibility of taking the 
countercyclical payments out of the non product specific AMS and counting them in the blue 
box. 
 
Overall trade distorting support (OTDS). The 2004 Framework agreement specifies 
that there will be an additional limit on the overall trade distorting support, i.e. a 
combination of the support currently notified under the AMS, de minimis provisions and 
blue box. This would lead to cap the sum of the AMS, de minimis and blue box support to 
$14.46 billion. Blue box payments are likely to be limited in the future, given that most 
grains and oilseed producers should opt for ACRE, and it is expected that the only US 
program to fall under the blue box would be the countercyclical payments. A 2.5 percent de 
minimis would make it possible to exclude $7.5 billion of non specific amber support from 
the AMS. Altogether, the OTDS does not seem to be more constraining than the total AMS. 
It will depend of the level of insurance payments and SURE payments that fall under non-
product specific support. But it is likely that the total AMS constraint, rather than the OTDS 
one, would be binding first. 
 
In brief: the most likely constrains regarding domestic support. The future de 
minimis provisions are likely to be lax enough to shelter all the US non specific amber 
support from being notified under the AMS. It is unclear what the US will do about the 
current direct payments. It is possible, but perhaps unconvertible, that the US makes the 
necessary changes to the direct payments so as to maintain them in the green box. Even 
under this assumption, the possible future $7.6 billion AMS ceiling could be exceeded by 
the sum of product specific AMS (i.e. even without being topped the non product specific 
support). This could happen if market prices were low. In such a case the market price 
support and the price related would generate large levels of product specific AMS, which, 
when added would bring the total AMS close or above the ceiling. In addition, ACRE 
payments could also have to be notified in the product specific AMS. The main risk for the 
US for exceeding its total AMS ceiling is therefore a situation of a sudden fall of market 
prices that generate large ACRE outlays, which would top marketing loan related payments 
so that the sum of product specific AMS exceed $7.6 billion. In such a case, individual AMS 
ceilings for corn, wheat and soybeans might also be violated. 
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Several authors such as Paggi (2008) and Blanford and Orden (2008) conclude from price 
projections FAPRI and CBO that it is unlikely that the US experiences serious violation of 
WTO discipline under the draft modalities. However, all these price projections seem quite 
optimistic. They rely on the assumption that changes in the direct payments will keep the 
latter outside the AMS. Such changes have not yet taken place under the FCEA. Situations 
can occur where large ACRE payments cause an exceeding of the US total AMS limit, should 
the latter be reduced to $7.6 billion rather than the current $19.1 billion. A Doha 
agreement would also result in constraints on the cotton and sugar sectors which are likely 
to hit product specific ceilings. As we saw in section 4.2., any WTO challenge that would 
lead the United States to modify the notification or the classification of its support could in 
such case result in violating WTO commitments.  
 

4.3.3.  Constraints regarding market access 

Future disciplines. The December 6 2008 draft modalities specify that developed country 
Members "shall reduce their final bound tariffs in six equal annual instalments over five 
years in accordance with the following tiered formula: (a) where the final bound tariff or ad 
valorem equivalent is greater than 0 and less than or equal to 20 per cent (band I), the 
reduction shall be 50 per cent; (b) where the final bound tariff or ad valorem equivalent is 
greater than 20 per cent and less than or equal to 50 per cent (band II), the reduction shall 
be 57 per cent; (c) where the final bound tariff or ad valorem equivalent is greater than 50 
per cent and less than or equal to 75 per cent (band III), the reduction shall be 64 per 
cent; and (d)where the final bound tariff or ad valorem equivalent is greater than 75 per 
cent (band IV), the reduction shall be 70 per cent. The minimum average cut on final 
bound tariffs that a developed country Member shall be required to undertake is 54 per 
cent". The draft modalities also specify that each developed country Member shall have the 
right to designate 4 percent tariff lines as "sensitive products". The draft modalities also 
mention that in quota tariffs would be brought to either zero or 10 percent or be reduced 
by 50 percent, depending on the initial level, and that tariffs as well as administration rules 
should be made more transparent and simpler. Provisions regarding tariff escalation are 
also included, and specific provisions on a list of products defined as "tropical" (even 
though it includes most fruits and vegetables) is subject to greater tariff cuts. Note, that 
there is still no consensus on some key points of the draft modalities, including the 
sensitive products, the safeguard mechanisms, etc. even though we use them as a 
benchmark in order to assess the compatibility of the FCEA with a future agreement.  
 
Consequences for the US. The tier system proposed in the draft modalities, according to 
our calculations of ad valorem equivalents for the specific tariffs, would lead to a 
classification of 90 percent of the agricultural tariffs in the "band I", 6 percent in band II, 2 
percent in band III and 2 percent in band IV, i.e. subject to a 70 percent cut. The tariffs 
that should face the highest reduction rates are sugar, dairy products, tobacco, and some 
live animals. Even some products that are in the Band II such as cotton can have a 
significant high bound tariff. It is noteworthy that, with the exception of tobacco, the 
chapters with the highest tariffs receive most of their protection from specific tariffs, i.e. in 
dollar per ton. 
 
As far as the impacts of the draft modalities on US agricultural protection are concerned, 
one must take into account that the cuts in tariffs that are being negotiated would apply to 
bound tariffs, which do not necessarily match applied tariffs. As Bouët and Laborde (2009) 
demonstrated, at the world level, there is a considerable gap between the bound tariffs and 
the much lower applied tariffs (so that there is a considerable margin for increasing tariffs if 
there is no Doha agreement). The United States, however, applies its bound tariffs to all 
imports under the Most Favoured Nation regime. It applies tariffs above the bound rates to 
a few countries (including a WTO member, Cuba), reduced tariffs under bilateral and 
regional free trade agreements, and zero tariffs on a subset of products that are eligible to 
non reciprocal preferences granted to developing countries (e.g. under the Generalized 
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System of Preferences, the African Growth Opportunity Act, the Andean Trade Promotion 
and Drug Enforcement Act, agreements under the Caribbean Basin Initiative). 
 
Figure 4.1. shows the initial applied tariffs (whole bar), the cut due to the application of the 
tier formula on the bound tariffs, the potential additional effect of the tariff escalation 
provision (not visible because very small), the potential effect of the tropical product clause 
(visible for trees, fruits, nuts, vegetable preparations and tobacco, but overall quite 
limited). The United States tends to impose higher tariffs on processed products in these 
categories, but the overall impact of the tariff escalation clauses of the draft modalities on 
this issue is quite small. 
 

Figure 4.1. Impact of the draft modalities cuts on average tariffs per chapter 
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Source: simulations of the draft modalities on the ad valorem equivalent, data based on MacMap ad valorem 
equivalent, kindly provided by David Laborde. 

 
The United States provides market access to all, or a selected list, of foreign countries 
under tariff rate quotas (TRQs). TRQs cover only 9 percent of agricultural tariff lines and 19 
percent of agricultural imports. However, the average bound tariff rate on these 
commodities is six times that for agriculture as a whole, showing that they apply most of 
the time to products that face very high tariffs beyond the quota (Blandford et al. 2008). 
The most significant consequence of the draft modalities would therefore be through the 
cut in the out of quota tariff. The administrative management of the quotas and the fact 
that the United States allocates TRQs to particular countries (even those that originated 
from the "minimum access commitments" of the Uruguay Round) might be reformed, in a 
way that makes them more conform to an allocation similar to trade in the absence of 
TRQs. 
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According to the draft modalities, WTO members might be allowed to make smaller tariff 
cuts on sensitive products if they expand or open TRQs. The modalities include a limit on 
the number of such products and the exact provisions are still highly controversial in the 
Doha negotiations. It is not clear yet which products the United States would classify as 
sensitive, given that there is a trade-off between cutting tariffs by a smaller amount and 
opening import quotas. Using a political economy model, Laborde et al.  (2008) expect the 
United States to classify dairy products, some vegetables and fresh flowers, sugar, 
chocolate, orange juice, tobacco and groundnut preparations as sensitive. The exact impact 
on imports will depend on the modalities adopted for the compensating tariff quota 
expansion. 
 
Currently, more than 10 percent of the US agricultural tariff lines are eligible for special 
safeguard applications. This includes beef and lamb, nearly all dairy products, peanut 
products, cocoa products and cotton. While there is no agreement on this issue among 
WTO members, reducing the number of special safeguard covered lines by a drastic 
percentage as proposed in the draft modalities would reduce the ability of the United States 
to trigger some extra protection when prices go down or imports go up. However, given 
that the products covered by the special safeguard are also those that the United States is 
most likely to classify as sensitive, the choice of what would remain under the special 
safeguard and the definition of the sensitive products list are intimately linked. Without 
knowing more about a future agreement, it is difficult to make further assessments on the 
impact on US protection and the consequences for the FCEA. 
 
One important issue regarding market access is ethanol. In spite of the efforts of the United 
States to modify the statistical classification of ethanol used for energy purposes, it seems 
unlikely that it can be excluded from an agreement on agriculture. Because of the high 
initial tariff, it would experience large cuts, and large imports might tops those currently 
allowed duty free under regional arrangements, mostly with Caribbean countries. 

4.3.4.  Constraints regarding export competition 

Future discipline. The December 6 3008 draft modalities specify that developed country 
Members "shall eliminate their remaining scheduled export subsidy entitlements by the end 
of 2013". Rules on state trading enterprises are also proposed. A special proposal to revise 
the discipline on export credit is annexed to the draft modalities, which targets mostly the 
United States. The proposed text sets out precise definition of export credits, and includes 
a series of proposals such as a 180 maximum repayment term, and the fact that the export 
credit guarantee, insurance and other risk cover programmes shall be self-financing. 
 
Discipline on food aid is also proposed in an annex to the draft modalities, largely intended 
to address issues raised with the US system of food aid. The proposal includes some 
general rules, namely that all food aid transactions be needs-driven, fully in grant form, not 
tied to commercial exports, not linked to market development objectives, and that products 
should not be re-exported. The provision of food aid shall take fully into account local 
market conditions of the same or substitute products. Members shall refrain from providing 
in-kind food aid "in situations where this would cause, or would be reasonably foreseen to 
cause, an adverse effect on local or regional production of the same or substitute 
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products".47 Separation of emergency and non-emergency has been proposed in order to 
protect emergency aids from new and stricter rules for aid (safety box).  
 
Consequences for the United States. The United States currently has four types of 
programs that are designed to increase exports of agricultural products: (a) export market 
development programs; (b) direct export subsidies; (c) export credit guarantees; and 
(d) food aid. The major export subsidy program (the Export Enhancement Program) was 
inactive for several years and finally eliminated in the 2008 FCEA. Following the cotton case 
ruling, the United States eliminated some of the cotton export subsidies (under the so 
called "Step 2" program). The dairy export subsidies (Dairy Export Incentive Program: 
DEIP) is still in place and was still actively funded until recently. If world prices for dairy 
products are high enough, the DEIP will remain dormant. However, the draft modalities 
include provisions for eliminating such programs, and this could be binding if prices are 
such that the US starts using this program again. This could have significant policy 
implications. According to Blandford et al. (2008), dairy farm groups still view DEIP to be 
an important complement to domestic price support programs. 
 
Regarding export guaranteed programs, changes were made to the US export programs 
including the elimination of the GSM-103 in the FCEA (see Box 4.2.). The draft modalities 
require that the maximum repayment term for export financing be no more that 180 days. 
Since the US has already eliminated its intermediate financing program, this would require 
that the current minimum financing period for GSM-102 of six months would become the 
maximum. The changes in interest rates that have been made to comply with the ruling of 
the cotton disputes bring rates more in line with those that would be charged by 
commercial lenders. Overall, the FCEA has made the US export credit program more in line 
with the WTO, but according to the estimates by Blandford et al. (2008), this may not be 
sufficient to meet the requirement that in future schemes should be "self-financing".   
 
If a new Doha Agreement is concluded, this will require the United States to change 
substantially its food aid program, along the lines that were suggested by the US 
administration, but the Congress had rejected (see section 4.1.2). A shift towards more aid 
in cash, and more generally a real change towards untying aid from other domestic or 
development targets will be needed. 
 

4.4.  If new Doha rules required changes to the FCEA 
The sections above suggest that if an agreement was found under Doha, based on 
modalities that are close to the December 6 2008 draft, there would be some constraints 
for reforming the FCEA. The main constraints would be in the area of domestic support, 
mainly sugar and cotton that is likely to exceed future ceilings. If agricultural prices were 
low, and even more if they experienced a sudden drop from high levels so that large ACRE 
payments would be triggered, the total AMS would also be exceeded. Some adjustment 
would anyhow be needed in order to ensure that the direct payments remain under the 
green box, i.e. a lift on planting restrictions on fruits and vegetables. In the area of market 
access, more imports of sugar, dairy and ethanol would require adjustments in the sector. 
Regarding export competitions, rather minor adjustments would also be needed in the area 
of credit guarantees, and food aid provisions.  

                                                 
47  WTO - Committee on Agriculture Special Session - Revised draft modalities  for agriculture, Februar 2008 

(TN/AG/W/4/Rev.1), Mai 2008 (TN/AG/W/4/Rev.2 ), July 2008 (TN/AG/W/4/Rev.), December 2008 
(TN/AG/W/4/Rev.4), Annex L.  
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The US Trade Representative is a Presidential appointment (although confirmed by 
Congress). Presidents do not have a strong record of imposing their will over the Farm Bill. 
Instead, the process is firmly controlled by the Congress. When drafting the 2008 Farm Bill, 
the Congress paid little attention to the Doha negotiations. The successful challenge of US 
payments to cotton growers have so far resulted in only minor changes to cotton policy. All 
of this makes one wonder what would actually happen to the FCEA if the US Trade 
Representative signed a Doha agreement that required changes to the US agricultural 
policy.  
 
There are some limited "circuit breakers" in the US legislation. The 2002 FSRI Act included 
a clause authorizing the Secretary of Agriculture to make adjustments to payments if 
necessary to maintain US compliance, but it is unclear how far the administration could 
have gone and whether this authority could have led to make the changes required 
complying with WTO payment limits. The Congressional Research Service legal expert J. 
Grimmet has devoted a whole CRS report in order to clarify the legal issues (RS22154, 
2008). She concludes that WTO agreements and adopted WTO rulings in conflict with 
federal law "do not have domestic legal effect unless and until Congress or the executive 
branch, as the case may be, takes action to modify or remove the statute, regulation, or 
regulatory action at issue". Congress should expressly approve any regulatory modification 
or final rule proposed to implement an adverse WTO ruling and would rescind certain 
regulatory actions that have already entered into effect. This suggests that the US Trade 
Representative cannot sign a WTO agreement without insurance that it would be approved 
by the Congress, which implies that the modalities should be quite compatible with the 
FCEA. 
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5.  Conclusions 

The US and EU agriculture differ in many aspects. With modern technology, good 
transportation infrastructure, and an average farm size 12 times as high as in the EU-27, 
the US agricultural sector has proved its capacity to produce low cost cereals, beef, oilseeds 
and poultry. US production and exports of important agricultural commodities keep on 
increasing, even though large quantities of feedstock are now diverted into the domestic 
biofuel market. By contrast, the EU has become a net importer of agricultural and food 
products for several years. There is evidence that total factor productivity is still rapidly 
increasing in the United States while it has slowed down in the EU. Available data 
contradicts for large parts of US agriculture the argument of low farm household incomes 
often used to justify farm support policies in the United States. Large farms, as well as the 
small part time ones, have seen an increase in income. Even though the agricultural 
income in the US fluctuates more than in the EU due to greater climatic variations and less 
shelter from world market variations, the US sector appears to be in good condition. From a 
"parity" point of view, the average farm household income has moved from a temporary 
low income (i.e. 65 percent of US average household income in the early 1980s) to 130 
percent in recent years, even though this has been largely because of the non-farm share 
of the household income (Sumner and Gardner 2007).  
 
The 2008 Farm Bill nevertheless continues and even reinforces the orientation of the 
previous farm support legislation. The major changes in the farm programs introduced by 
the FCEA include a revision of price support for some commodities (with an increase of 
administrative prices except for a few commodities such as cotton), the creation of a new 
revenue support program, changes in the crop insurance programs, larger milk quantities 
eligible for payments, and new provisions for disaster assistance. The implications of these 
changes for the level of future farm support are difficult to assess and will depend on prices 
and yields. This applies to support indexed on market prices and yields, as well as new 
insurance and disaster related payments. The FCEA authorizes discretionary programs that 
require appropriators to allocate funds and are thus not reflected in the CBO estimates of 
future outlays. However, the FCEA includes at least some $42 billion in projected spending 
for supporting commodity crops (FY2008-2012) plus some $21 billion for insurance 
subsidies, which also provide a significant support to farmers. Overall, farm subsidies are 
unlikely to fall short of the previous farm support budget.  
 
Management of agricultural markets. Most of the current US farm support instruments 
are particularly designed to protect farmers from temporarily adverse prices or yields. At 
the same time they allow for production of commodities that are competitive on world 
markets. Marketing loans and loan deficiency payments do not trigger the accumulation of 
commodity stocks or choke off demand through high consumer prices. These were 
problems associated with earlier forms of the loan rate system as well as the EU 
intervention price system.  
 
To the existing layers of direct payments, minimum prices, loan payments, countercyclical 
payments, crop insurance programs, FCEA added the new Average Crop Revenue Election 
(ACRE) program as well as a new permanent disaster program, SURE. This combination of 
program crop support, direct payments, insurance programs as well as disaster payments 
is hardly optimal from the taxpayer's perspective. As often in the past, Congress again 
added new instruments on top of existing ones, even though some such as ACRE were 
originally conceived to replace existing instruments. As a result, the US farm commodity 
and insurance programs are now extremely complex so that farmers need software support 
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for making optimal choices and in some case still have to make bets in order to choose 
between options. Complexity may also explain why the system of federally subsidized crop 
insurance has survived the well-known criticism that it is particularly costly and inefficient 
in the sense of producers receiving only a small fraction of the costs carried by taxpayers. 
At the same time producers tend to collect some benefits twice, for example from insurance 
indemnity payments as well as disaster assistance which has been permanently installed 
with "supplementary provisions" in SURE.  
 
The level of support to agriculture remains much higher in the EU than in the United States 
in absolute terms as well as in percent of the value of production. However, the evolution of 
the US farm policy and the CAP is different. Since 1992, the EU has consistently moved 
towards decoupled, fixed payments, while the United States have veered away from the 
decoupling idea after the bold FAIR act of 1996. The EU has moved away from 
countercyclical and coupled support like variable levies and export refunds in order to fulfil 
WTO commitments, to prepare future agreements and to reduce the economic costs of its 
stabilisation instruments. However, there are further reasons why the EU did not consider 
countercyclical payments or large scale safety nets during the Health Check process. In 
particular, the fixed, pre-defined financial limits of the EU budget make it difficult to 
manage programs with rather unpredictable cost. In addition, countercyclical payments or 
safety net systems are complex to manage and ill-suited for small farms characterizing the 
structure in some New and Mediterranean Member States.  
 
In terms of stakeholder impacts a large part of FCEA provisions apparently intend to 
increase or stabilise farmers’ incomes. However, some aspects are often missed. Only a 
handful of commodities gather the bulk of support which is an important reason why overall 
aggregate support for agriculture is quite moderate in the United States. Furthermore, a 
significant share of US farm subsidies benefits landowners as well as suppliers of other 
farm inputs. Several authors have therefore concluded that acknowledging all market 
adjustments in the long run, farmers’ income are not significantly raised by support and 
that production would remain relatively untouched if commodity programs were completely 
abolished and that they also do not benefit consumers, except in the case of sugar and 
cotton (Babcock 2007; Sumner and Gardner 2007).  
 
In the area of market concentration, the provisions of the FCEA intend to regulate the 
economic relations between farmers, suppliers and processors, in particular in the livestock 
sector. Some provisions aim at assisting farmers against processors and retailers with 
market power in the livestock and poultry markets. However, some of the more drastic 
provisions, such as the creation of a Special Council for Agricultural Competition with the 
power of prosecuting violations of competition laws included in the Senate version, were 
removed from the final Act. What is left is a set of provisions on reporting possible 
violations of codes and Acts involving business relations throughout the food chain and 
additional protection for producers when cancelling or disputing contract terms with packers 
and processors. Regulatory provisions regarding commodity futures and other financial 
contracts are also strengthened in the FCEA.  
 
Programs for consumers. With more funding devoted to the Pillar II, the EU agricultural 
policy has partially shifted support to those farmers that provide positive amenities in the 
sense of promoting a multifunctional agriculture. The FCEA also funds programs that are 
designed to serve other purposes. Indeed, only a fraction of the estimated $307 billion 
FCEA budget for the 5 year period FY2008-2012 is devoted to farm support programs. More 
than two thirds of the planned budget should support the cost of nutrition programs, and 
eight percent of the budget is devoted to conservation programs. Additional food stamp 
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benefits make the program accessible to a larger number of households and support the 
distribution of fresh fruits and vegetables. They account for most of the increase in the 
planned budget compared to the 2002 Farm Bill. Large programs that stimulate demand for 
agricultural products like the nutrition programs, but also food aid and biofuel subsidies, 
help farmers in an indirect way. However the FCEA has clearly been advocated with broader 
objectives than supporting the agricultural sector.  
 
The focus of the FCEA on domestic food programs is a striking difference to the CAP. 
Comparisons are difficult, because EU social programs do not rely on food stamps and are 
under the competence of Member States rather than being centralised. However, we may 
note that there is no equivalent to the new US nutrition programs in the EU where 
programs providing food to charity organisations are very limited. A very limited impact is 
also likely for recently proposed new monetary schemes for food distribution in response to 
diminished intervention volumes. Relying on a food stamp system for providing welfare can 
be criticized. It is a rather paternalistic form of assistance that restricts the choice of the 
beneficiaries and likely generates less utility compared to monetary forms of support. 
Furthermore, it renders welfare programs dependant on surplus production, and thereby 
tends to introduce a bias towards the distribution of goods that are more abundant, rather 
than towards those that are most needed or healthiest. In the decision process, the 
nutrition programs have been used to secure support of predominantly urban States to a 
Farm Bill providing large sums of money to farm households, who are on average wealthier 
than the funding taxpayer households.  
 
The FCEA also dramatically increases the funding for fresh fruits and vegetable programs in 
schools, using both subsidies and regulations. It also includes nutrition monitoring and 
demonstration projects to evaluate obesity strategies. There are several initiatives to 
promote healthier food in schools, including whole grain products as well as fruits and 
vegetables. Further, some authorities are established for school programs to use 
geographic preferences for locally grown agricultural products. Such issues are largely 
under the authority of Member States in the EU, but recent EU initiatives show that some 
concerns are rather similar on both sides of the Atlantic (The Council adopted a EU-wide 
scheme to provide fruit and vegetables to school children in November 2008).  
 
External food assistance. In spite of requests by the US administration, the FCEA has not 
introduced a reform of the US food aid programs that would have increased efficiency to 
address emergency situations, and be less dependent on political conditions. All the 
criticisms regarding adverse effects of the US food aid program continue to hold. US food 
aid will still be provided mostly in kind, relying almost exclusively on US products. 
However, at least in terms of declared objectives there has been an improvement: market 
opening is not a posted objective of food aid anymore. Furthermore, a small pilot program 
has been initiated to purchase local food in developing countries during food emergencies. 
These are quite small first steps. On the contrary, the EU policy has already been reformed 
many years ago towards more financial aid and local purchases, which results in improved 
cost efficiency as well as benefits for local producers.  
 
In terms of rural development, the FCEA part of US policy, like the EU one, focuses on 
agriculture. In terms of the measures included, several titles, including the one on rural 
development per se, include provisions that go beyond the farm sector, such as 
infrastructure, waste disposal, rural credit, local industries, health care services etc. In this 
respect the scope is even wider than under Pillar II of the CAP where accepted national 
programs have a major agricultural linkage. In the FCEA, with the exception of the nutrition 
programs, the larger budget endowments still focus on farmers. Programs targeting other 
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rural stakeholders are often endowed with a few million dollars, while farm programs often 
include billions of dollars. The FCEA introduces new provisions regarding credit, but again, 
mostly focussing on farmers. However, the overall US rural development policy beyond the 
FCEA traditionally has a much broader perspective aiming at general improvements of rural 
infrastructure. The objectives are comparable to the EU programs for rural regions under 
the structural funds. 
 
US Farm bills, just as the CAP, also relate to wider societal concerns than immediate 
stakeholder impacts. Conservation is a major component of the FCEA in budget terms. The 
programs are ambitious and account for a significant share of the budget, even though they 
go beyond the agricultural sector. The FCEA provisions in this area slightly reduce funds to 
for the Conservation Reserve Program (CRP) providing well-recognized environmental 
benefits, but expands other programs that rely on "working land", i.e. that do not involve 
setting aside land like the CRP. In particular, there is a new emphasis on wetlands and 
water protection. In the EU, the Health Check agreement has also lifted some of the supply 
control instruments, including compulsory set aside and dairy quotas. The move from idling 
land to developing conservation programs that are compatible with agricultural production 
can be seen as a reaction to the recent world market prices and the goal to permit a quick 
production response, should prices peak again. But this move is also in line with a more 
focussed environmental policy. US conservation programs are better targeted at 
environmental objectives compared to the broader EU programs. In the EU, it seems that 
agriculture is mainly seen as a potential provider of positive amenities while this is less the 
case in the United States. This could explain some differences in the environmental and 
rural development programs. The CAP’s Pillar II payments often support environmental 
benefits of current operations with rather minimal environmental requirements, in 
particular in the case of less-favoured areas. In the US, conservation programs often still 
require idling production. However, both the EU and US schemes face the challenge of 
designing mechanisms so as to ensure the largest positive environmental impact for a 
given budget. Even though they are not perfect, some mechanisms that have been 
implemented to design CRP payments could be inspiring for EU agri-environmental 
schemes, in particular as far as contract design and resource allocation are concerned.  
 
There is a significant effort in the FCEA to support organic production, but also locally or 
regionally produced agricultural food. Some of the funds will be used to educate the public, 
to support farmer's markets, agri-tourism and other direct producer-to-consumer 
enterprises. The support to organic farmers includes, for example, coverage of a large 
share of the costs incurred by the organic certification process. There is also some funding 
for organic marketing data collection and publication that might help consolidating a supply 
chain for organic products. A significant budget ($78 million over four years) is also 
allocated to support the organic agriculture research and extension initiative. Like in the 
EU, where legislation on organic product has recently been amended, the new FCEA 
provisions show an evolution that attempts to take into account the demands of a growing 
minority of consumers. 
 
US and EU citizens seem to have different consumer concerns, as suggested by the 
emphasis that consumers organisations put on microbiological safety in the United States, 
and on genetic engineering in the EU. The FCEA includes several changes affecting food 
safety programs. In particular, these relate to intensified inspections for some fish 
products, revisions in the inspection of meat and poultry plants, mandatory notifications of 
potentially adulterated or misbranded products, etc. Several specific research programs 
also focusing on food safety are implemented or expanded under the FCEA. Title XIV 
includes provisions regarding agricultural security, in particular for the control of animal 
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diseases such as Food and Mouth Disease, as well as provisions against agroterrorism and 
for biosecurity.  
 
Regarding animal welfare, there are only few additions in the FCEA. The amendments of 
the Animal Welfare Act mostly deal with increased penalties for violations, as well as 
provisions regarding the prohibition of dog fighting and more stringent conditions on using 
animals for medical research. As in several other aspects, the US set of regulations is 
perhaps less stringent than in the EU, where animal welfare has become a major concerns. 
However, US producers must also deal with state level legislation. 
 
Climate change and biofuels. The FCEA only addresses climate change through forestry and 
biofuel programs. Most of the US biofuel policy is defined in the energy legislation. 
However, the FCEA has been used by Congress as a way to amend existing legislation. The 
new and revised programs expand the provisions of the previous Farm Bill in terms of 
renewable energy investment in technologies, new feedstock and facilities. The focus is on 
research and development through the Biomass Research and Development program, as 
well as on loan guarantees to produce biofuels and to invest in renewable energy systems. 
However, the FCEA includes a significant modification of the US biofuel policy, with more 
money and a higher credit for advanced (cellulosic) biofuel, and a lower tax credit for 
traditional ethanol.  
 
WTO compatibility of the FCEA. Even though the US Administration attempted to make 
the US Farm Bill more consistent with the US obligations under the WTO, Congress 
designed the FCEA with little consideration for the WTO, let alone for the ongoing Doha 
round. It is difficult to assess whether the FCEA provisions, and in particular the new 
payments under ACRE will lead the United States to exceed its current commitments. Much 
depends on the way the various policies are classified, which in turns depends on panel 
rulings and future challenges. Much also depends on world market developments, given 
that the instruments that are most likely leading to a large level of support are based on 
market prices and yields. Several US policies could be challenged by third countries even 
independently of the FCEA. However, the latter has done little to reform controversial 
policies and to prevent disputes, except perhaps in the export credit guarantee programs 
which were amended in view of greater compatibility with WTO rules. 
 
Most of the simulations that have been carried out suggest that the FCEA provisions are 
consistent with the current WTO obligations. However, if a period of low prices were to 
follow the current one of high prices, ACRE payments could increase considerably, 
exceeding $10 billion for a given year in extreme scenarios. It is safe to assume that ACRE 
payments are considered as product specific amber box support. High ACRE payments 
topping up other product specific payments, could lead to an overrun of the US WTO 
commitments. While the probability is perhaps low that prices behave in such a way, and 
while the use of a moving average reference in the calculation of ACRE payments ensures 
that payments would be phased out after only a few years of low prices, the possibility 
exists that the United States violate WTO commitments after the FCEA.  
 
The probability that the FCEA is going to be inconsistent with the provisions of a future 
WTO agreement as drafted in the Doha negotiations is very high. Clearly, the exact content 
of a future Doha agreement is still a matter of negotiation. The proposed modalities include 
some provisions that provide some degree of freedom for the US in terms of classification 
of its policies. However, the large cuts in the product specific and aggregate AMS would 
make it more likely that under FCEA the United States will exceed the potential ceilings that 
have been tabled at the end of 2008. In such a case, there is no clear indication that 
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lawmakers will amend domestic legislation to comply with international commitments. At 
least they do not seem bound to do so by the US legal texts. 
 
Conclusion. The 2008 Farm Bill is the result of policy orientations that intend to provide the 
US farm sector with market opportunities, improve its competitiveness and ensure that 
farmers respond to markets while being sheltered from low prices as well as poor yields by 
multiple layers of safety nets, insurance and countercyclical subsidies. While new 
instruments such as ACRE could have the potential to replace various instruments, and 
provide a rather innovative way to cushion producers from the adverse effects of income 
fluctuations, the legislative process within Congress has led to a situation where they have 
been added to the existing and largely unchanged policies. As a result, the FCEA relies 
largely on a bet that world prices will remain steady, and that many of these instruments 
will be inactive or involve limited budgetary outlays. If this was not the case, the 
combination of the new programs and the old ones could lead to large payments and to a 
situation where the United States would exceed its international commitments on 
agricultural support. 
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Appendix 1. 

 
Figure A.1: Calculation of the ACRE payment (see Box 3.2.) 

 

 
Source: Roberts I., Haseltine C., Andrews N. (ABARE 2008) 
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Appendix 2. The calculation of the SURE payments 
 
Title XV of the 2008 FCEA authorizes a new crop disaster program for FY2008-FY2011. 
Eligible farmers must be in or contiguous to a disaster declared county, or have a 50% crop 
loss. They must have purchased crop insurance or Noninsured Assistance Program (NAP), 
where applicable. 
 

I. Payment Formula 

Eligible crop producers can receive a supplemental payment equal to: 
60% of (Disaster Assistance Program Guarantee (DAPG) minus Total Farm Revenue (TFR) ) 
Formula is based on the revenue of the entire farm. DAPG cannot exceed 90% of Expected 
Revenue 
 

II. How to Calculate the Disaster Assistance Program Guarantee (DAPG): 

A. Insurable Crops 
DAPG = 115% of (Payment Rate X Payment Acres X Payment Yield) 
 
Payment Rate = Crop Insurance Price Election 
Payment Acres = Planted and Prevented Planting Acreage 
Payment Yield = Selected Crop Insurance Coverage Level X Crop Insurance Yield 
 
Hypothetical Corn Example: 
Price Election = $4.75; Planted Acres = 500; Coverage Level = 70%; Yield = 150 bushels 
per acre 
DAPG = 1.15 ($4.75 X 500 Acres X (.7(150 bushels per acre))) = $286,781.25 
 
B. Non-insurable Crops 
120% of (Payment Rate X Payment Acres X Payment Yield) 
 
Payment Rate = 100% of the Noninsured Assistance Program (NAP) Price 
Payment Acres = Planted and Prevented Planting Acreage 
Payment Yield = Adjusted NAP yield or Counter-Cyclical Payment (CCP) yield, whichever is 
higher 
 

III. How to Calculate Total Farm Revenue (TFR) : 

TFR = Estimated Actual Value for each crop produced on the farm = 
Value of Actual Crop Production + 15% of Direct Payments + CCP or Average Crop Revenue 
(ACRE) 
Payments + Loan Deficiency Payments (LDP) or Marketing Loan Gains (MLG) + Crop 
Insurance 
Indemnities + NAP Payments + Other Disaster Payments 
Where the Value of Actual Crop Production = Actual Harvested Acreage X Estimated Actual 
Yield x Natl. Avg. Market Price 
 
For NAP eligible crops, the National Average Market Price cannot be greater than 100% of 
NAP Price. 
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IV. How to Calculate Expected Revenue 

DAPG cannot exceed 90% of Expected Revenue. 
Expected Revenue = 
(Adjusted APH or CCP Yield X Planted and Prevented Acreage X Price Guarantee) + 
(Adjusted NAP Yield X Adjusted NAP Price) 
 
 
Souce: Congressional Research Service: Chite (2008a) 
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Appendix 3. The U.S. system of crop and livestock 
insurance 
 
Federal Crop Insurance Corporation (FCIC) programs are administered by the Risk 
Management Agency (RMA), which underwrites crop insurance policies for hundreds of 
crops and livestock in the United States. Crop insurance policies are sold and serviced by 
private insurance companies. Federal crop insurance policies typically consist of the 
Common Crop Insurance Policy, the specific crop provisions, and policy endorsements and 
special provisions. Multiple-peril crop insurance (MPCI) policies are available for most 
insured crops. Other plans are only in some areas. Some policies are only tested in pilot 
programs available in selected states and counties.  
 
Yield-based Insurance includes 

• Actual Production History (APH) policies insure producers against yield losses due to 
natural causes such as drought, excessive moisture, hail, wind, frost, insects, and 
disease. The farmer selects the amount of average yield he or she wishes to insure; 
from 50-75 percent (in some areas to 85 percent). The farmer also selects the percent 
of the predicted price he or she wants to insure; between 55 and 100 percent of the 
crop price established annually by RMA. If the harvest is less than the yield insured, the 
farmer is paid an indemnity based on the difference. Indemnities are calculated by 
multiplying this difference by the insured percentage of the established price selected 
when crop insurance was purchased. 

• Group Risk Plan (GRP) policies use a county index as the basis for determining a loss. 
When the county yield for the insured crop, as determined by National Agricultural 
Statistics Service (NASS), falls below the trigger level chosen by the farmer, an 
indemnity is paid. Payments are not based on the individual farmer's loss records. Yield 
levels are available for up to 90 percent of the expected county yield. GRP protection 
involves less paperwork and costs less than the farm-level coverage described above. 
However, individual crop losses may not be covered if the county yield does not suffer a 
similar level of loss. This insurance is most often selected by farmers whose crop losses 
typically follow the county pattern. 

• Dollar Plan provides protection against declining value due to damage that causes a 
yield shortfall. Amount of insurance is based on the cost of growing a crop in a specific 
area. A loss occurs when the annual crop value is less than the amount of insurance. 
The maximum dollar amount of insurance is stated on the actuarial document. The 
insured may select a percent of the maximum dollar amount equal to CAT (catastrophic 
level of coverage), or additional coverage levels. 

• Rainfall Index (RI) is based on weather data collected and maintained by NOAA’s 
Climate Prediction Center. The index reflects how much precipitation is received relative 
to the long-term average for a specified area and timeframe. The program divides the 
country into six regions due to different weather patterns, with pilots available in select 
counties. 

• Vegetation Index (VI) is based on the U.S. Geological Survey's Earth Resources 
Observation and Science (EROS) normalized difference vegetation index (NDVI) data 
derived from satellites observing long-term changes in greenness of vegetation of the 
earth since 1989. The program divides the country into six regions due to different 
weather patterns, with pilots available in select counties. 
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Revenue based insurance includes 

• Adjusted Gross Revenue (AGR) - insures revenue of the entire farm rather than an 
individual crop by guaranteeing a percentage of average gross farm revenue, including 
a small amount of livestock revenue. The plan uses information from a producer's 
Schedule F tax forms, and current year expected farm revenue, to calculate policy 
revenue guarantee. 

• Crop Revenue Coverage (CRC) - provides revenue protection based on price and yield 
expectations by paying for losses below the guarantee at the higher of an early-season 
price or the harvest price. 

• Group Risk Income Protection (GRIP) - makes indemnity payments only when the 
average county revenue for the insured crop falls below the revenue chosen by the 
farmer. 

• Income Protection (IP) - protects producers against reductions in gross income when 
either a crop's price or yield declines from early-season expectations. To determine 
coverage, see the policy provisions. 

• Revenue Assurance (RA) - provides dollar-denominated coverage by the producer 
selecting a dollar amount of target revenue from a range defined by 65-75 percent of 
expected revenue. To determine coverage, see the policy provisions. 

 

Livestock insurance is also managed by the RMA. It makes it available to producers 
several schemes that cover economic losses, but which are not based on actual prices 
received by the farmer (the price the producer receives at the local market is not used in 
the calculations).  

• The Livestock Gross Margin (LGM) for Cattle  provides protection against the loss of 
gross margin (market value of livestock minus feeder cattle and feed costs) on cattle. It 
is available only in selected states. The LGM for Cattle insurance policy uses adjusted 
futures prices to determine the expected gross margin and the actual gross margin. 
LGM for Cattle covers the difference between the gross margin guarantee and the actual 
gross margin. LGM for Cattle does not insure against death loss or any other loss or 
damage to the producer’s cattle. 

• The Livestock Gross Margin for Dairy Cattle insurance provides protection against the 
loss of gross margin (market value of milk minus feed costs) on the milk produced from 
dairy cows. The indemnity at the end of the eleven-month insurance period is the 
difference between the gross margin guarantee and the actual gross margin. Futures 
prices and state basis for corn, soybean meal, and milk are used to determine the 
expected gross margin and the actual gross margin.  

• The Livestock Gross Margin for Swine Insurance provides protection against the loss of 
gross margin (market value of livestock minus feed costs) on swine. The indemnity at 
the end of the 6-month insurance period is the difference, between the gross margin 
guarantee and the actual gross margin. The LGM for Swine Insurance Policy uses 
adjusted futures prices to determine the expected gross margin and the actual gross 
margin.  

• The Livestock Risk Protection—Lamb (LRP-Lamb) provides protection against 
unexpected lamb price declines. An economic model is used to predict the expected 
price of lambs each week. An indemnity is paid if the actual weekly average lamb price 
is less than the expected price. 
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The RMA also manages the Catastrophic Coverage (CAT), which pays 55 percent of the 
established price of the commodity on crop losses in excess of 50 percent. The premium on 
CAT coverage is paid by the Federal Government; however, producers must pay a $300 
administrative fee (as of the 2008 Farm Bill) for each crop insured in each county. Limited-
resource farmers may have this fee waived. CAT coverage is not available on all types of 
policies. 
 
The Non-insured Assistance Program is managed by the USDA and is part of the CCC 
budget.  
 
 
Source: RMA, USDA. 
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Appendix 4 
 
Rural Development Policies in the Farm Bill and related EU Programs 
 
United States (Farm Bill) Related Policies in the European Union 

Conservation (Title II) 
• Conservation Reserve Program 
• Environmental Quality Incentive Program 
• Technical assistance to Conservation 

Operation 
• Wetland Reserve Program 
• Conservation Security Program 
• Farm and Ranchlands Protection Program
• Wildlife Habitat Incentives Program 
• Several water management related 

Programs 

• Pillar 2 of the CAP (EAFRD) 
 Agri-environmental payments 
 Less favoured area payments 
 Natura 2000 payments  

• Regulatory programmes (Nitrate 
Directive, Birds and Habitat Directive….) 
and associated Cross-compliance 
requirements 

• Livestock maximum stocking densities  

 
Rural Development (Title VI) 
• Access to Broadband and 

Telecommunications Services in Rural 
Areas 

• Rural Collaborative Business Investment 
Program 

• Rural Community Advancement Program 
(water infrastructure) 

• Pending Water and Waste Water Projects 
• Rural Housing Assistance  
• Value-Added Agricultural Market 

Development Program 
• Microenterprise Assistance Program 
• Programs for specific regions 

• Pillar 2 of the CAP (EAFRD) 
 Support for non-productive 
investments 

 Diversification into non-agricultural 
activities 

 Support for the creation and 
development of micro-enterprises 

 Encouragement of tourism activities 
 Basic services for the economy and 
rural population 

 Village renewal and development 
 Conservation and upgrading of the 
rural heritage 

 Human Resource Development 
(Training and information for economic 
actors; Skills acquisition for 
implementing local development 
strategies 

 Support to local development strategies
• European Social Fund (employment 

access and adaptability, combating social 
exclusion, human capital and institutional 
investment)  

• European Regional Development Fund 
(ERDF), rural area specific focus: 
 infrastructure to improve accessibility  
 telecommunications networks and 
services 

 development of new economic activities 
 improving of links between urban and 
rural areas  

 development of tourism and 
regeneration 
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Forestry (Title VIII) 
• Assistance to State strategies and 

planning 
• Emergency Reforestation 
• Tribal-Forest Service Cooperative 

Relations 
• Community Forest and Open Space 

Conservation Program 
• Implementation of Forest Resource 

Coordinating Committee 
• Specification of National Priorities 

• Pillar 2 of the CAP (EAFRD) 
 Improving the economic value of the 
forest and forestry products 

 First afforestration of agricultural land 
 First establishment of agroforestry 
systems on agricultural land 

 First afforestration of non-agricultural 
land 

 Forest environment payments 
 Restoring forestry potential and 
introducing prevention actions   

Horticulture and Organic Agriculture (Title X) 
• Organic Research 
• Organic Conversion Cost-Sharing 
• Certification Cost-Sharing 
• Data Collection and Analysis 
• Analysis and adjustment of provisions for 

Organic agriculture in Federal Crop 
Insurance 

• Pillar 2 of the CAP (EAFRD) 
 Agri-environmental payments 
 Support for processing and marketing 
of agricultural products 

 Supporting farmers and producer 
groups for products under food quality 
schemes 

 assistance to farms to meet sanitary, 
animal welfare and environmental 
requirements 

• Recognized and protected designations 
of origin, geographical indications and 
certificates of specific character 

 
Sources: Idea of table based on Cochrane and Wojan (2008) but almost fully redone to adjust to Farm Bill 
relevance and to provide more specific information on EU-Policies. Additional Information obtained from CRS 
(2008, RL32940), CRS (2008, RL34126), CRS (2008, RL31595), CRS (2008, RL33917) and EU-Commission 
(2008). 
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Appendix 5. WTO challenges of US commodities 
programmes 
 
Two WTO disputes against US farm programmes remain active: the Canadian case (DS357) 
against certain features of US farm programmes, in general, and more specifically against 
the US corn programme; and the Brazilian case (DS365) against domestic support and 
export credit guarantees for agricultural products. These two disputes, together with the 
still ongoing cotton dispute (DS267) cast doubts on the WTO consistency of certain US 
commodities programmes.  
 
 
Canada/United States— Subsidies and Other Domestic Support for Corn and Other 
Agricultural Products (Canada 2007 case) 
 
On January 8, 2007, Canada requested consultations with the United States under the 
auspices of the WTO DS process to discuss three explicit charges against US farm 
programmes (all three charges derive directly from the legal precedent of the Brazil cotton 
case).48  
 
Canada contents that: 
1. US corn subsidies have caused serious prejudice to Canadian corn producers in the form 

of market price suppression in Canadian corn markets during the 1996 to 2006 period. 
2. US export credit guarantee programme operates as a WTO-illegal export subsidy. 
3. US fixed direct payments are not Green box compliant and should therefore be included 

with US Amber box payments, in which case the United States would be in violation of 
its $19.1 billion Amber box spending limit for 1999, 2000, 2001, 2004, and 2005.  

 
The Government of Canada claimed that total US trade-distorting domestic support, 
specifically, the Total Aggregate Measurement of Support (Total AMS), exceeds the United 
States’ corresponding WTO commitment levels for certain years.” Consequently, for these 
years, Canada’s position is that the United States is not in compliance with certain 
provisions of the WTO URAA.49 On 7 June 2007, Canada requested the establishment of a 
panel. At its meeting on 20 June 2007, the DSB deferred the establishment of a panel. 
 
Brazil/United States — Domestic Support and Export Credit Guarantees for 
Agricultural Products (Brazil 2007 case) 

 
On 11 July 2007, Brazil requested consultations with the United States concerning two 
distinct categories of United States agricultural measures: (i) domestic support for 
agricultural products and (ii) export credit guarantees for agricultural products.50 
Concerning domestic support, Brazil requests consultations on support provided, on the one 
hand, in the years 1999-2001 and, on the other hand, in the years 2002 and 2004-2005.  
 
In relation to the period from 1999-2001, Brazil's request concerns (1) all domestic support 
provided to agricultural producers in accordance with United States notifications as part of 

                                                 
48  Dispute DS357, United States- Canada, Subsidies and Other Domestic Support for Corn and Other Agricultural 

Products, available at: http://www.wto.org/english/tratop_e/dispu_e/cases_e/ds357_e.htm (accessed 3 
February 2009). 

49  Canada, Department of Foreign Affairs and International Trade, News Release No. 2, January 2, 2007. 
“Canada Requests WTO Consultations on US Agricultural Subsidies.” 

50 For more detail on this and subsequent paragraphs of this summary see the description of the case on the WTO 
website.  

WTO Dispute DS365, United States-Brazil, Domestic Support and Export Credit Guarantees for Agricultural 
Products, available at: http://www.wto.org/english/tratop_e/dispu_e/cases_e/ds365_e.htm (accessed 3 
February 2009) 
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its AMS for those years, (2) the instruments under which such support was provided and 
(3) additional non-notified programmes and support, including Production Flexibility 
Contract payments, Non-Insured Crop Disaster Assistance payments, etc. In relation to the 
period from 2002 and 2004-2005, Brazil claims that the United States has not made any 
notifications on domestic support included in its total AMS. Thus, in the absence of more 
and better information, Brazil's request concerns (1) basically all domestic support 
measures within the meaning of Article 6 of the URAA as well as the instruments under 
which such support was provided, including direct payments for various commodities, 
cottonseed payments, cotton-user marketing certifications, energy subsidies and feed 
assistance. Brazil's request is also directed at any domestic support not exempt from 
United States reduction commitments. Brazil claims that the above-mentioned measures 
result in possible inconsistencies with Article 3.2 of the AURA, as, in Brazil's view, the 
United States exceeded its commitment levels in each of the years 1999-2001 as well as in 
2002 and 2004-2005.  
 
Concerning export credit guarantees, Brazil seeks consultations on various United States 
export credit guarantee programmes, such as GSM102 and the Supplier Credit Guarantee 
Programme. Particularly, it is challenging guarantees provided under such programmes in 
respect of agricultural products for which the United States has made export subsidy 
reduction commitments, but also all other, unscheduled, products. Brazil claims that the 
above-mentioned measures result in possible inconsistencies with Articles 3.3, 8, 9.1 and 
10.1 of the URAA and also Articles 3.1(a) and 3.2 of the SCM Agreement, because, in 
Brazil's view, the United States makes available export credit guarantees on terms more 
favourable than those which are otherwise available in the market.  
 
On 20 July 2007, Canada requested to join the consultations. On 23 July 2007, Guatemala 
requested to join the consultations. On 24 July 2007, Costa Rica and Mexico requested to 
join the consultations. On 25 July 2007, the European Communities requested to join the 
consultations. On 26 July 2007, Argentina, Australia, India and Nicaragua requested to join 
the consultations. On 27 July 2007, Thailand requested to join the consultations. 
Subsequently, the United States informed the DSB that it had accepted the requests of 
Argentina, Australia, Canada, Costa Rica, the European Communities, Guatemala, India, 
Nicaragua, Mexico and Thailand to join the consultations. 
 
On 8 November 2007, Canada and Brazil each requested the establishment of a panel. On 
15 November 2007, Canada withdrew its first request to establish a panel dated 7 June 
2007. At its meeting on 27 November 2007, the DSB deferred the establishment of a panel. 
Further to a second request to establish a panel from both Canada and Brazil, the DSB 
established a single panel at its meeting on 17 December 2007. Argentina, Australia, Chile, 
China, the European Communities, India, Japan, Mexico, New Zealand, Nicaragua, South 
Africa, Chinese Taipei and Thailand reserved their third-party rights. Subsequently, Turkey 
and Uruguay reserved their third-party rights.  
 
The importance of this case, if pursued and successful, is not so much in relation to the 
past: the US can claim that it has already remedied the inconsistency by bringing its 
spending back within the UR limits. The problem for the US is that for the future it could 
require the US to reclassify subsidies in ways that would result in it breaching both current 
commitments and most certainly likely commitments resulting from the DDA. 
 
Brazil/United States - United States - Subsidies on Upland Cotton (Upland Cotton 
Case) 
 
Much of the current concern about the implications of the WTO for the 2008 Farm Bill 
hinges on the results of the recent Upland Cotton Case. The rulings in the Upland Cotton 
Case provide clarification of how WTO panels and the WTO Appellate Body (AB) have 
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interpreted the relevant WTO provisions and US programmes and suggest how the Dispute 
Settlement Body (DSB) may interpret new US policies in light of WTO obligations.51  
 
Although the Brazil case was entirely focused on support for US cotton producers (except 
on the export credit issues), it potentially has much broader implications for US agricultural 
policy. As set out above, the panel's finding that US domestic support programmes for 
cotton producers were not entitled to the protection of the Peace Clause was partly based 
on a determination that direct payments (and Production Flexibility Payments under the 
1996 Farm Bill) should not be classified as decoupled (or Green box) programmes because 
of the restrictions imposed on farmers using programme base acres to grow most types of 
fruits and vegetables. To the extent that the 2008 Farm Bill maintains or enhances the 
subsidy elements of the current programmes under the same condition WTO Members are 
likely to bring WTO dispute settlement cases against US farm programmes in the future. 
 
Brazil's case challenged aspects of both the US domestic support system and the export 
programmes. The core of the case with respect to US domestic support programmes 
consisted of two main arguments. First, the level of support provided to US cotton 
producers between 1999 and 2002 under the 1996 and 2002 farm bills exceeded the level 
that guaranteed these programmes immunity from challenge as illegal subsidies under 
previously existing trade rules. Second, if the panel agreed with the claim that US 
programmes should be denied such protection under the so-called Peace Clause (Article 
XIII) of the URAA, the government of Brazil asserted that the cumulative effect of the 
programmes caused harm to Brazil's cotton producers, which constituted a violation of the 
Subsidies and Countervailing Measures Agreement of the WTO, which restricts use of 
subsidies that cause harm to producers in other countries.52 
 
Other key arguments of Brazil's case dealt with the US export credit guarantee programme 
and a separate programme (the Step 2 programme) that provides a subsidy to cover the 
difference between domestic cotton prices and the world cotton price for either export 
transactions or sales to domestic millers. Brazil argued that both programmes were 
operated as export subsidies; because the US government failed to report them as export 
subsidies in the Uruguay Round and has not limited programme expenditures consistent 
with US reduction commitments on export subsidies, these programmes should be deemed 
as prohibited export subsidies by the WTO dispute settlement panel. If the panel agreed 
with that claim, then it should require that the cotton Step 2 programme be terminated by 
the US government, and the export credit guarantee programme should be ended for those 
commodities not covered under the US export subsidy commitment. The portion of the case 
addressing export credit guarantees addressed all commodities covered by the programme, 
not just cotton.53 
 
On June 2, 2008, AB released its final report upholding a December 2007 compliance panel 
ruling that the United States has not fully complied with a March 2005 WTO ruling against 
certain US cotton support programmes. This AB ruling was part of a prolonged dispute 
settlement case (DS267) originated by Brazil against certain aspects of the US cotton 
programme in September 2002. The ruling against the United States could necessitate 
further US farm programme changes or, if no further changes are forthcoming, clear the 
way for Brazil to request WTO authorization for retaliatory trade sanctions. 
 
In their ruling against the United States, the WTO panel and the AB identified two subsidy 
types — prohibited and actionable. Under the WTO’s URAA, prohibited subsidies are treated 

                                                 
51  Formally there is no legal precedence in Panel and AB rulings. In other words Panels and the AB can change 

their approach. However this is very unlikely and AB rulings can in practice be considered as binding 
interpretations for the future. 

52  S.Mercier, The WTO and US Agricultural Policy: Intersections and Consequences. 
53  Ibid. 
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with greater urgency than actionable subsidies — in particular, they are given a shorter 
time frame for compliance. 
 
Prohibited subsidies. Two US programmes were found to operate as prohibited subsidies: 
Step 2 payments and export credit guarantees. Step 2 payments were part of special 
cotton marketing provisions authorized under US farm programme legislation to keep US 
upland cotton competitive on the world market. Step 2 payments were made to both 
exporters and domestic mill users to compensate them for their purchase of US upland 
cotton, which tends to be priced higher than the world market price. Step 2 payments were 
deemed WTO-illegal because they were paid only for US cotton (i.e., they discriminated 
against foreign cotton by encouraging the use of domestic products over imported 
products) and because they were unscheduled (i.e., export subsidies applied to 
commodities not listed on a country’s WTO schedule or made in excess of the value listed 
on the schedule). 
 
Three USDA export credit guarantee programmes (GSM-102, GSM-103, and SCGP) 
underwrite credit extended by private US banks to approved foreign banks for purchases of 
US agricultural products by foreign buyers. GSM-102 covers credit terms up to three years, 
while GSM-103 covered longer credit terms up to 10 years. The Supplier Credit Guarantee 
Program (SCGP) insured short-term, open account financing designed to make it easier for 
exporters to sell US food products overseas. The WTO panel found that all three export 
credit programmes effectively functioned as export subsidies because the financial benefits 
returned to the government by these programmes failed to cover their long-run operating 
cost. The panel also found that this export-subsidy aspect of export credit guarantees 
applies not just to cotton but to all recipient commodities that benefit from US commodity 
support programmes. In other words, so long as the credit guarantees act as an implicit 
export subsidy, only US programme crops that have export subsidies listed in their WTO 
country schedule are eligible for US export credit guarantees. The AB recommended that 
the United States withdraw its “prohibited” subsidies by July 1, 2005.54 
 
Actionable subsidies. Any subsidy may be challenged in the WTO (i.e., is “actionable”) if 
it fulfils the WTO definition of a subsidy and is alleged to cause adverse effects to the 
interests of other WTO members.  In particular, price-contingent payments (i.e., payments 
dependent on changes in current market prices) — including marketing loan provisions, 
Step 2 payments, market loss payments, and countercyclical payments — were identified 
as contributing to serious prejudice to the interests of Brazil by depressing prices for cotton 
on the world market during the marketing years 1999-2002. 
 
After losing its appeal, the United States announced that it intended to fully comply with 
the panel recommendations. In July 2005, USDA instituted a temporary fix for its export 
credit guarantee programmes to make the fees charged by the programmes more risk-
based. Higher fees were needed to ensure that the financial returns of these programmes 
fully cover their long-run operating costs, thereby eliminating their subsidy component. In 
addition, the CCC stopped accepting applications for payment guarantees under GSM- 103. 
These efforts were formalized in the 2008 Farm Bill (P.L. 110-234, Sec. 3101), which 
eliminated the GSM-103 and SCGP programmes and removed a 1% cap on fees that could 
be charged under the GSM-102 programme.55  On August 1, 2006, the Step 2 cotton 
programme, which was authorized by the 2002 farm act (P.L. 107-171, Sec. 1207), was 
eliminated by a provision (Sec. 1103) in the Deficit Reduction Act of 2005 (P.L. 109- 171). 
The Administration likely felt that sufficient programme changes had been enacted to fully 
comply with the “actionable subsidies” portion of the WTO ruling.56 
 

                                                 
54  CRS, Brazil’s WTO Case against the US Cotton Program: A Brief Overview, p.3. 
55  Ibid. 
56  Ibid., p.4. 
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Follow-up of the Upland Cotton Case. As the reform deadlines under the two different 
subsidy types expired, Brazil first requested (July 4, 2005) authorization from the WTO to 
impose $3 billion in countermeasures against the prohibited US subsidies. This value 
corresponds 
 
to (1) Step 2 payments made in the then-most-recently-concluded marketing year 
(2004/2005) and (2) the total of exporter applications received under the three export 
credit guarantee programmes, for all unscheduled commodities and for rice, for the then 
most- recent fiscal year (2004). The United States objected to the amount of Brazil’s 
proposed sanctions, and requested WTO arbitration. However, the United States and Brazil 
reached a procedural agreement temporarily suspending arbitration proceedings concerning 
the prohibited subsidies. 
 
Second, as the September 21, 2005, deadline to address the actionable subsidy ruling 
expired, Brazil charged that the United States had neither taken nor announced any specific 
initiative for the price-contingent programmes deemed to cause prejudicial impact to 
Brazil’s trade interest. Brazil then requested authorization from the WTO to impose 
countermeasures valued at $1 billion as retaliation against the actionable programmes. 
Once again, the United States requested WTO arbitration over the level of the proposed 
sanctions. Again, the United States and Brazil reached a procedural agreement, thereby 
temporarily suspending further arbitration proceedings on the actionable subsidies. The 
suspensions were likely intended to permit policy reform to occur in a less confrontational 
forum under either the then-ongoing congressional debate on an extension or revision of 
US farm legislation (as current farm law was set to expire in 2007) or the ongoing Doha 
negotiations.57 
 
Initially Brazil showed a willingness to permit the US legislative process — motivated by the 
2007 expiration of US farm programmes and the prospects of a successful Doha Round of 
trade negotiations — to bring US farm programmes into compliance with the WTO ruling, 
even if this process extended well beyond the deadlines established under the WTO dispute 
settlement ruling. However, on August 21, 2006, Brazil requested the establishment of a 
WTO compliance panel to review whether the United States had fully complied with the 
panel and AB rulings. On December 18, 2007, the WTO compliance panel released its final 
report ruling that the United States had not fully complied with the March 2005 WTO ruling 
against certain US cotton support programmes. 
 
In February 2008, the United States appealed the compliance panel’s ruling. In June 2008, 
a WTO Appellate Body publicly released its final report upholding the compliance panel’s 
ruling that the United States had not fully complied with the March 2005 WTO ruling. The 
ruling against the United States necessitated further US farm programme changes or, if no 
further changes are forthcoming, clear the way for Brazil to request WTO authorization for 
retaliatory trade sanctions. 58 
 
Does the 2008 Farm Bill comply with the DSU findings in the Upland Cotton Case? 
The United States appears to have already complied with most, if not all, of the AB’s 
recommendation concerning “prohibited subsidies” by eliminating the Step 2, GSM-103, 
and SCGP programmes, and by removing the fee cap on GSM-102 credit guarantees (i.e., 
by eliminating the “subsidy” component of export credit guarantees).59 However, some 
questions remain as to what extent the 2008 Farm Bill has addressed the serious prejudice 
charge related to price-contingent subsidies. Instead of eliminating or reducing programme 
triggers, the 2008 Farm Bill appears to offer higher levels of price and income support that 
potentially could aggravate the perception (if not the reality) of “serious prejudice” in the 

                                                 
57  CRS, Brazil’s WTO Case against the US Cotton Program: A Brief Overview, p.3. 
58  Ibid. 
59  CRS, Brazil’s WTO Case against the US Cotton Program: A Brief Overview, p. 5. 
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marketplace. Several of the proposed changes are specifically relevant to the Brazil cotton 
case, but also germane to the broader issue of programme vulnerability to WTO challenge. 
For example, the 2008 Farm Bill: 
 

- extends the countercyclical payments (CCP) programme and current marketing loan 
provisions (Sections 1104 and 1201 of P.L. 110-234); 

- raises both target prices and loan rates for several commodities, while only lowering 
(marginally) the target price for upland cotton (Sections 1104 and 1202); 

- offers producers the choice (subject to a 30% reduction in marketing loan rates and 
in lieu of 100% of CCP and 20% of direct payments) of a revenue-based support 
option under the Average Crop Revenue Election programme (ACRE; Section 1105) 
with potentially higher per-acre revenue guarantees for several crops than under the 
previous 2002 Farm Bill; and 

- creates a new cotton-user payment of 4 cents per pound (Section 1207). 
 

The last payment appears similar to the WTO-illegal Step 2 payment except that cotton 
from all origins (not just domestic sources) is eligible for the payment.  
Since the United States imports very little cotton, most payments would still likely go to 
domestically sourced cotton. As a result, this technical loophole might ultimately be subject 
to a WTO challenge, but would not be part of the current WTO cotton case. It should be 
remembered that in the bananas cases the AB ruled that the WTO disciplines not only de 
jure violations but also de facto violations of the rules. 
 
Finally, as explained above, the 2008 Farm Bill does not address the issue surrounding the 
disqualification of direct payments from the WTO’s Green box exclusion as decoupled 
payments due to the planting restriction on fruits, vegetables, and wild rice on programme 
base acres. Instead, direct payments are extended with no change to the current planting 
restriction, except for a small pilot programme on 75,000 acres in seven states. This 
retention of the status quo has important WTO implications. 

 
Source: contribution by B.O'Connor. 
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