
The PIK Program's 
Mixed Effects 

The Payment-in-Kind (PIK) program is part of a package of programs 
intended to help farmers battered by drought and low income. Farmers 
have embraced the programs wholeheartedly, but many farm-related 
businesses are concerned about weakening demand for chemicals, 
fertilizers, fuel, equipment, and labor. 

Responding enthusiastically to expanded govern-
ment farm programs, southeastern farmers intend 
to reduce acreage sharply for certain farm com-
modities. As a result, production of corn, wheat, 
sorghum, rice, and cotton in the Sixth Federal 
Reserve District in 1983 will be much below last 
year. The impact seems certain to affect virtually 
every part of the District's economy. 

Southeastern farmers, like their counterparts 
across the country, already appear to be benefiting 
from the 1983 programs that have brought hope 
to an agricultural economy battered by years of 
drought and substandard incomes. But if the 
expanded programs have introduced a measure 
of optimism for farmers, they have brought 
concern to farm-related businesses and workers 
whose livelihood depends on the acreage planted 
and harvested each season. 

For farm suppliers, the cutback means a drop 
in farmers' purchases. Spending on fertilizer, fuel 
and farm chemicals will fall 10-20 percent in 
1983. The number of farm workers needed also 
will shrink as many acres are idled. A sharp 
drawdown of crops in storage will occur, and 
southeastern livestock and poultry farmers may 
find feed prices significantly higher by 1984 
should yields be below average this season. 
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Chart 1. Total Acres Idled by Farm Programs 
Sixth District 1983 
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Chart 2. Acres Out of Production 
Sixth District 1983 
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The Farm Programs 

In an attempt to reduce burgeoning stocks of 
various farm commodities and to improve farm 
income, the Department of Agriculture this year 
is offering a diversified package composed of the 
familiar reduced acreage (RAP) and paid land 

, diversion (PLD) programs, and the new payment-
in-kind program, or PI K, offered for the first time. 

While there are differences in how the pro-
• grams treat individual crops, the general frame-

work is similar. A certain portion of a farmer's 
acreage, usually 10 or 15 percent, may be left 
idle under the acreage reduction program, while 

Jf an additional 5 or 10 percent can be diverted for 
cash under the paid land diversion program. By 
participating in the acreage reduction program, 
the farmer becomes eligible, amongotherthings, 
to borrow from the Commodity Credit Corporation 

4 (CCC) and to participate in the PIK program. 
Under the PIK program, the farmer can follow 
two paths. He can opt to reduce his acreage by 

• an additional 10-30 percent, or bid to remove his 
entire acreage from production. In return for 
reducing acreage, the farmer receives in payment a 

> quantity of the pertinent commodity, on a pro-
portional basis. Wheat farmers, for example, will 
receive 95 percent of their established yield, 
while feed grain, cotton, and rice farmers receive 
80 percent of their yield. These crops will be 
supplied from C C C stocks. 

Because farm financial conditions are poorand 
commodity prices weak, participation in these 
various programs has been phenomenal. The 
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acreage reduction varies considerably by state 
(see Chart 1), but for the District approximately 
4.4 million acres will be shifted out of crop 
production in 1983. This represents 37 percent 
of the acreage planted in these crops in 1982 and 
1 6 percent of the acreage devoted to all major 
crops in the District. 

The PIK program has drawn a strong response 
from southeastern farmers this year, which may 
betheonlytimethefull program is offered. Chart 
2 shows the acreage held out under the PIK and 
non-PIK programs. It clearly indicates that in 
Alabama, Georgia, and Tennessee farmers intend 
to idle considerable acreage in return for com-
modity payments. The difference in response to 
PIK and non-PIK programs has not been as great 
in Louisiana and Mississippi, where cotton and 
rice farmers have participated actively in non-PI K 
programs. 

In the entire District cotton acreage experienced 
the heaviest enrollment, 1.4 million acres, with 
corn and sorghum close behind at 1.3 million 
(Chart 3). A closer examination by crop and state 
reveals that the largest single enrollment was 
cotton in Mississippi, where 630,000 acres were 
signed up. Corn and grain sorghum (which USDA 
counts together) will be reduced the most in 
Georgia, with over a half million acres in PI K and 
non-PIK programs. There is some room for slippage 
in the non-PIK program because farmers might 
decide to plant acreage they originally had in-
tended to idle. For leaving the reduced acreage 
program, a farmer must repay any advance de-
ficiency or diversion payment plus interest and a 
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Chart 3. Idled Acreage By Crop 
Sixth District 1983 

1 6 f~ Million Acres 

III. 
C o m & S o r g h u m Wheat Cot ton R i c e 

Source: Agricultural Stabilization and Conservation Service 
United States Department of Agriculture 

small interest penalty. Leaving the PI K program, 
however, results in a much costlier penalty. For 
each PIK bushel or unit the farmer would have 
received, he must pay a penalty at the following 
rates: corn, $.572; sorghum $.544; rice $.228; 
cotton $.1 52; and wheat $.86. The cash penalty 
for withdrawing from PIK is steep enough that 
farmers are unlikely to pull out after signing up. 

The Impact on Production 
Since no one will know for certain how much of 

what crop farmers will plant until they actually do 
so, production estimates can only be approximate. 
It is safe to say, however, that production of 
commodities involved in the farm program will 
be sharply lower than in 1982. The substantial 
acreage reduction farmers are locked into will 
ensure a production decline. 

Given the intended acreage reduction and its 
myriad effects, it is important to estimate crop 
production this season. Fortunately, the USDA 
conducted a special May survey of planting 
intentions that should provide an acceptable 
approximation. The survey, combined with average 
yields, suggests sharp declines in most crops 
covered by the program. In the District production 
of corn may decline 34 percent from 1982 
assuming average yields; wheat may decline 30 
percent, cotton 49 percent, and rice 32 percent. 
Grain sorghum, on the other hand, may decline 
only 2 percent from last year. Obviously, if yields 
are below average, then production will fall even 
further. Heavy rain during March and April delayed 

corn planting for many southeastern farmers. It is 
possible that corn yields will be affected adversely 
with some farmers perhaps deciding to plant 
other crops. 

But will production be as low as these figures 
indicate? A certain answer to that question would 
provide the holder immediate fame and fortune. 
Consider the following points: (1) the most 
fertile land will be in production while the 
marginal land will be idled, (2) farmers may 
fertilize and tend their planted acreage better, 
(3) the result of the previous two points should 
be a higher average yield than normal unless, (4) 
the weather adversely affects yield. Given the 
large acreage which is not being planted, pro-
duction of the pertinent crops will be much 
lower than in 1982. The point to remember is 
that the acreage in PIK will not be planted in 
1983 and it is this which impacts on all farm 
suppliers and hence the entire District economy. 
Final production figures will affect farm income, 
consumers, and users of farm commodities such 
as textile mills. 

Farm Revenue 
The combined revenue from estimated harvests 

and the PIK payments should cause net farm 
income to climb in the District. The average price 
in 1983 for most commodities is likely to exceed 
that of 1982, when farm products faced weak 
demand and a large surplus. What's more, total 
farm costs will be much lower as PIK payments 
reduce the overall per unit cost for a given 
commodity. I n other words, if a farmer produces 
50,000 bushels of corn at a cost of $2 a bushel, 
his total cost will be $100,000. If the farmer 
receives a PIK payment of an additional 10,000 
bushels, to sell or store, it will reduce his per unit 
cost by 33 cents per bushel. Thus, his break-even 
cost will be lowered. This is offset somewhat, of 
course, by the cost of planting a cover crop on 
conservation acreage. The fact remains, however, 
that the break-even point declines even as greater 
price strength may occur. The profit per bushel 
therefore, should, rise in 1983. With a reduction 
in total costs, farmers' net revenue should climb. 

Revenue of southern corn farmers may be 
especially good if yields are favorable. Corn 
harvest begins in July in many areas while corn 
farther north is harvested later. Since PIK corn 
payments for most southern states won't be 
made until October, there is at least a month or 
two when corn prices may be higher than average. 
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An older element in the government's farm 
i programs is the paid land diversion program that, 

in essence, compensates farmers for idling a 
portion of their land. Only farmers who grow 
corn, sorghum, wheat, or rice may participate. In 
the Sixth District, a total of 218,481 acres will be 
shifted this year from growing the aforementioned 

| crops into conservation. 
District farmers who participated in the paid 

land diversion program this year have already 
received as much as half their diversion payments 

* if they requested an advance. If the pattern of 
the past is followed, wheat growers will receive 
the remaining amount in December, with feed 
grain farmers' payments stretching into next 
spring. While such payments represent only a 

1 fraction of the District's farm income, their time-
, liness may prove invaluable to cash-starved farmers. 

Although the amount varies considerably by 
state (see Chart 4), farmers in the District as a 
whole will receive approximately $22 million in 

* 1983. 
Another portion of the farm program also 

generates cash for farmers. Deficiency payments 
I are made to enrolled farmers on their crop 

production if commodity prices fall below an 
established, or target, price. At present, there is 

. no way to forecast accurately the amount of 
deficiency payments to be made in 1983. 

) 

' Farm Suppliers 

The farm programs clearly will affect farmers 
. positively, but what about the multitude of 

businesses that supply farm inputs, transport or 
« store farm commodities, or utilize farm pro-

duction in their industry? District farmers, for 
* instance, spend over $1 billion annually on 
. fertilizer and lime. Billions of additional dollars 

are spent on chemicals, seeds, and other supplies. 
With sharp declines in planted acreage, farm 

suppliers can expect significantly weaker demand 
* formanyoftheirproductsduring1983. Chemicals, 

fertilizer, and fuel needs will be well below 
preceding years. Spendingon farm chemicals for 
major southeastern crops appears likely to fall 
15-20 percent during 1983. The sharpest decline 
so far seems to be in chemicals for cotton, 

* reflecting the significant amount of idled acreage 
this growing season. Insecticide suppliers pro-

' bably will bearthe brunt of lowered sales. Because 
i peanut growers anticipate a small increase in 

planting, chemical sales for that crop may increase 

Chart 4. Estimated Diversion Payments 
Sixth District 1983 
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slightly. Unfortunately for chemical dealers in 
Georgia, substantial corn acreage is being idled 
this year. Since corn accounts for substantial 
herbicide use, demand for those chemicals will 
decline sharply. Yet some herbicides will be used 
on conservation acreage. 

Demand for fuel by the farm sector will decline 
an estimated 15 percent in 1983 because less 
fuel will be needed for tractors, combines, and 
other farm equipment. In addition, drying of 
grain will require less fuel than in 1982. Sub-
sequently, sellers of fuels used by farmers can 
expect lower volume. The primary impact would 
appear to fall on diesel fuel, used in most farm 
equipment. 

With the weak demand, combined with lower 
prices, many farmers will find themselves paying 
out less for fuel than at any time in recent years. 
Farmers who grow crops affected by farm pro-
grams are expected to lower their total fuel costs 
by as much as 30 percent this growing season. 

Farm Equipment and Labor 
While not as immediately evident as the re-

duction in some inputs, farmers' savings on labor 
and in the wear and tear on equipment should 
be substantial. Estimates indicate that 16 million 
fewer hours of labor will be needed for major 
crops this year. While planting of cover crops on 
conservation acreage will offset this somewhat, 
labor requirements may still fall 10-15 percent. 
Since most of this labor involves machinery, the 
reduced usage will cut maintenance costs and 
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lengthen the life of the equipment. This is espe-
cially true for grain combines and cotton har-
vesters. 

The negative aspect will be a reduced demand 
for farm workers, particularly for those who help 
in harvesting crops. Based on the acreage re-
ductions in specific crops and other factors, the 
demand for farm workers probably will decrease 
most in Mississippi and Louisiana. Those states 
grow proportionately more crops requiring extra 
farm workers. 

Farm equipment dealers who have survived 
the last two years largely on repair work may find 
1983 to be harsh. With a likely fall-off in equip-
ment repair and little sign of increasing sales 
before 1984, many dealers will find 1983 their 
worst year before improvement begins in 1984. 
Some good news, however, is likely for dealers 
this year. With the prospect of improving income, 
farmers will be better able to make payments on 
purchased equipment. In addition, as the farm 
economy slowly rebounds, less equipment should 
be returned to dealers. 

Fertilizer 
One of the major farm inputs, fertilizer, will be 

in considerably less demand in 1983 across the 
South. Farm suppliers and fertilizer manufacturers, 
of course, will be hit hardest by the slowdown. 
Under PI K, major crops will require an estimated 
50,000 fewer tons (16 percent) of fertilizer this 
year than in 1982. Georgia and Mississippi farm 
suppliers will be affected most adversely, as their 
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Deficit Balances", in Feed Outlook and Situation 
Report, March 1983, ERS, U S D A p. 14 

states have the largest enrolled acreage. Dealers 
in cotton-growing areas also will be affected 
since a large portion of the District's cotton 
acreage will be idled this season. The large 
reduction in corn and sorghum acreage will have 
an inordinate effect on nitrogen demand because 
their production requires substantial quantities 
of nitrogen. Given that marginal acreage is the 
most likely to be withdrawn from production and 
that marginal acreage requires higher-than-normal 
fertilization, then a disproportionately large drop 
in fertilizer seems likely. 

One significant aspect of the present farm 
program seldom mentioned is the reduction in 
soil erosion as acreage is idled. The more than 
four million acres being devoted to conservation 
usage will sharply lower erosion in 1983. It has 
been estimated that, on average, five tons of soil 
are lost per acre of row crops each year in the 
South.1 If this is accurate, then the idling of four 
million acres of cropland will save 10-20 million 
tons of soil in 1983. Actually, the amount may be 
even higher because marginal land is the first 
taken out of production by farmers, and this land 
is most susceptible to erosion. Consider for 
example Class IV land, which is considered "fair" 
land. In the Southeast it is estimated to lose 8 
tons of soil per acre and in the Delta region 10 
tons per acre from sheet and rill erosion when 
cultivated. Future years should see increased 

'Basic Statistics, the 1977 National Resources Inventory, Soil Conservation 
Service, USDA p. 161 
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Table 1 . Enrolled Acreage 

Paid PIK PIK 
RAP Diversion (10-30) Whole Farm 

ALA 24,760 11,199 352,996 192,778 
FLA 28,419 29,123 60,968 74,106 
GA 71,563 44,171 662,528 268,593 
LA 275,164 51,124 396,423 63,288 
MS 381,681 54,969 568,501 131,635 
TN 69,996 27,895 252,456 3 4 4 0 0 6 

TOTAL 851,583 218,481 2,293,872 1,074,406 

profitability from higher yields on the land now 
being conserved. 

Southern livestock and poultry producers may 
feel as much impact from the PIK program as do 
farm suppliers. The South is traditionally a grain 
deficit region, consuming more grain than it 
produces. Chart 5 shows USDA estimates of the 
corn deficit of the Southeast and Delta regions. 
While not exactly comparable to the boundaries 
of the Sixth District the deficits should be a good 
approximation. In addition, April corn storage 
figures indicate a decrease since January of 33 
million bushels (31 percent). While April 1983 
corn storage remains 8 percent above April 1982 
with 76 million bushels, feed usage has been 
occurring at a rapid rate. 

Potential problems for those feeding corn or 
other feed grains exist in a number of areas. 
Feed grain prices strengthened during the spring 
months placing the egg industry in a serious 
cost-price squeeze. By July corn stocks will be 
low, production will be below normal, and PIK 
payments for all southern states except Florida 
and Louisiana will not be made until October. 
Supplies during July and August, therefore, 
should be substantially below normal in the 
South. 

In the longer term, the sharp cutback in corn 
production in the South (already a grain im-
porting region) will mean: (1) lower stocks 
going into 1984, (2) a need for larger corn 
shipments from the Midwest, and (3) higher 
prices for corn in the South. 

The precise impact of these cutbacks is 
most difficult to assess. Evidence suggests that 
the grain deficit in the South will be wider this 

year because of curtailed planting. For instance, 
we can estimate corn production for the Sixth 
District in 1983 at approximately 136 million 
bushels compared to 1982's production of 165 
million. This would mean that a large amount of 
grain must be shipped from other regions, 
resulting in higher prices for feed. If yields are 
low, the impact will be that much more severe. 
Higher feed prices might halt the expansion in 
the District's hog industry. Higher prices also 
would affect the poultry industry, since profit 
margins have been lackluster for some time. 

Farm Credit 
With participating farmers' expenses declin-

ing, the demand for farm credit has weakened. 
Lower interest rates in 1983 have failed to 
offset the fall off in farm credit demand. Limited 
information available from the Farm Credit 
System indicates a distinct drop in the number 
and amount of farm loans throughout the 
South. District offices of Federal Land Banks 
reported that the number of loans closed in 
March in the South declined 48 percent from 
the previous year. Production Credit Associ-
ations also noted a 22 percent drop from 
March 1982 in the amount of loans made. 

What impact will PIK have on financially-
distressed farmers? The most immediate effect 
will be the guarantee to the enrolled farmer of a 
partial, or whole, crop in 1983. Over one 
million acres of land were signed up in the 
"whole PIK" program, which means a substantial 
number of farms will be completely out of 
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farming for this season. For these farmers there 
is no crop production risk, since their PI K 
payment will be their 1983 "production." They 
will have no costly inputs to buy and the only 
risk they bear is "price uncertainty" which, by 
various marketing techniques, can also be dis-
posed of. The certainty of income for these 
farmers should increase the willingness of cred-
itors to stand by them. 

Even those farmers who are producing a 
partial crop this year can use their PIK entitle-
ments in many instances to purchase needed 
inputs or even as collateral for a loan. The 
certainty of the PIK payment, with the issuance 
of certificates, is essentially equivalent to being 
paid in advance. In addition, many farmers 
were eligible under the RAP and PLD for ad-
vance payments of up to half their diversion 
and deficiency payments. For some farmers, 
this cash may have provided a badly needed 
lift. 

Perhaps the greatest impact on farmers is 
indirect in nature. The establishment of the PIK 
program with the subsequent participation by 
farmers may have assisted in bringing to a halt 
the slide in value of farm assets. By helping 
farmers to remain in business and improving 
morale in the farm community, the farm pro-
gram possibly supplied the impetus to keep 
the farm economy from suffering even worse. 
For some farmers a halt in their deteriorating 
equity position may be the biggest plus of all 
for the farm programs. 

Next Year? 
What about next year? Will PI K be extended to 

cover 1984? Secretary Block stated in May that 
he was 90 percent certain a wheat PI K program 
would exist in 1984. In fact, it is anticipated that 
the wheat program will be announced quite 
soon. There is more likelihood, on the other 
hand, that no program will exist for cotton 
or rice. The stocks of these two commodities are 
expected to be in a more acceptable position by 
1984. For corn and grain sorghum, the possibility 
of a PIK program is directly dependent on the 
outcome of this season. If yields are below 
average, then stocks might be depleted to such a 
point that a PIK program would not be needed 
next year. If average or above-average yields 
prevail over most of the nation, then stocks are 
expected to remain in excess of that desired. A 

limited PI K program might then be in order. Such 
a limited program would be more agreeable to 
farm suppliers and agribusinesses. 

Conclusion 
The central purpose of the nation's expanded 

programs appears to have been fulfilled. Com-
modity prices have strengthened and net farm 
income projections have increased. The farm 
economy seems to be on the road back to 
financial health. 

Yet the 1983 farm program's acreage reductions 
represent bad news for some businesses and 
workers in the Southeast. The most immediate 
impact will fall on suppliers of farm inputs such as 
fertilizer and chemicals. The precise effect will 
vary from one state to another depending on the 
number of enrolled acres and the pertinent 
crops. Another effect should be a continued 
lessening of demand for farm credit. Although 
figures are not yet available on spring lending 
activity, earlier indications suggested that credit 
demand had slackened. The acreage reduction 
will set off vibrations throughout various sectors 
of the economy, and a few areas have already felt 
some impact. 

—W. Gene Wilson 
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