
Agriculture and Rural Programs 
Overview 

These programs consist of four main types designed to assist the agricultural economy and rural 
communities: 

• the price support and subsidy payment operations of the Commodity Credit Corporation (CCC); 
• subsidized rural housing, development and farm credit programs operated by the Farmers 

Home Administration (FmHA); 
• subsidized credit for rural electric and telephone utilities under programs operated by the 

Rural Electrification Administration (REA); and 
• various agricultural sector subsidy and service programs such as soil conservation activities 

and the extension service. 
No progress has been made in reducing the budget cost of these programs since 1981. The Adminis-
tration is therefore proposing substantial savings and reforms in the 1985 budget, and will propose 
further reforms in future years. 
This chapter contains eleven factsheets, arranged in five categories. The remainder of this essay 
provides an overview of the chapter's programs' budget history, savings achieved to date and 
proposals for further savings. 

History of Dramatic Spending Growth 
The "Historical Perspective" chart on the following page illustrates the extraordinary growth in 
real (1985 constant dollars) direct spending for agriculture and rural programs experienced over the 
last two decades. The major jump in spending occurred in 1977. Since then, spending for these 
programs has continued at unprecedented high levels, with a record reached in 1983. 
This part of the non-defense budget is the singular case in which a substantial increase in constant 
dollar budget costs has occurred over the past 3 years. To a large degree, this outcome was driven by 
the depressed state of the farm economy and the costly farm bill enacted in 1981. While CCC costs 
have been historically volatile in response to cyclical swings in farm prices, production and incomes, 
the table below makes clear that actual and current services constant dollar costs over 1982-86 will 
exceed all 5-year periods since the early 1960's by large magnitudes. These amounts do not include 
other Federal expenditures that also support agriculture, such as $1.5 billion of agricultural exports 
subsidized each year by the P.L. 480 food aid program, and $1.2 billion or more a year in special tax 
benefits for farmers. 
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$ BILLIONS 
50 

AGRICULTURE AND RURAL PROGRAMS: 
HISTORICAL, PERSPECTIVE 
(CONSTANT 1985 DOLLARS) 

62 65 

Dramatic Spending Growth Since 1962 in Agriculture and Rural Programs 
(1985 on and off budget constant dollars in billions) 

5-year period 
Average Annual Outlays 

5-year period CCC and related 
subsidies FmHA subsidies REA subsidies All other Total 

1962-66 10.6 0.6 0.6 2.3 14.1 
1967-71 10.7 0.2 0.8 2.4 14.1 
1972-76 5.2 3.7 1.3 2.3 12.5 
1977-81 6.1 13.2 4.0 2.6 25.9 
1982-861 12.3 8.0 4.4 2.8 27.5 

1 Current services level for 1984-86. 
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Savings Achieved to Date 
The "Savings Achieved" chart below indicates that this Administration's efforts over the last three 
years have produced some reduction in costs from what the budget levels would have otherwise 
been. Without recent actions to slow the growth in heavily-subsidized Government entitlement and 
credit programs for farmers and rural communities, last year's budget peak for this group of 
programs would have reached over $42.1 billion, rather than the $31.2 billion actually experienced. 

These reductions are only a first step toward bringing the costs of these programs back to more 
reasonable levels. 

$ BILUONS 
55 

AGRICULTURE AND RURAL PROGRAMS: 
SAVINGS ACHIEVED 

50-

45-

SAVINGS FROM PRE--1981 BASELINE: 
AVG. ANNUAL 

1982 1983 1984 1985 1986 GROWTH RATE 

PRE—1981 BASELINE.. 30.3 42.1 32.6 31.2 31.5 +1% 
CURRENT SERVICES... 26.7 31.2 22.5 24.7 25.8 -1% 

DIFFERENCE -3.6 -10.8 -10.0 -6.6 -5.7 
PERCENT CHANGE... -12% -26% -31% -23% -18% 

PRE - 1981 
BASELINE 

Proposals for Further Savings 
The President's 1985 budget seeks a steady unwinding of these historically high budget levels during 
the remainder of the 1980's. 
The following table compares the President's 5-year budget plan to the outlays that would otherwise 
occur under current law. 
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Further Savings Proposed 
(Outlays in billions) 

1985 -89 
Major program area 

Current services 1985 request Proposed 
savings 

Price supports and conservation subsidies 
Agricultural credit 
Rural housing and development 
Rural electric and telephone 
USDA services 

55.2 
8.2 

29.5 
22.1 

9.4 

48.6 
7.0 

22.3 
15.4 

8.0 

6.6 
1.2 
7.2 
6.7 
1.4 

Total, Agriculture and Rural Programs 124.5 101.4 23.1 

These savings would be produced by the implementation of the following: 

• CCC Price Supports and Conservation Subsidies.—Proposed target price freeze, removal of the 
mandate to support honey prices, plus other cost-saving proposals for conservation assistance 
and crop insurance, partly offset by an increase in export credit assistance outlays. 

• FmHA Agricultural Credit.—Proposed continuation of subsidized loans to farmers, except for 
economic emergency loans. 

• FmHA Rural Housing and Development.—Proposed focus on poorer households and communi-
ties. 

• Rural Electric and Telephone.—Proposed reductions in loan levels and interest rate subsidies. 

• Other Services.—Proposed continuation of current policy to focus resources on basic long-term 
research and relying upon the private sector to finance and carry out applied research, 
development and services through user fees and other means. 

The proposed reforms in the 1985 budget, especially for CCC, still maintain agriculture and rural 
program outlays at excessively high levels, even in constant dollars. It is, therefore, imperative that 
when the current farm program expires in 1985, additional substantial retrenchment of price-
support, target price and subsidy levels be enacted in order to bring the farm programs within 
acceptable budget levels. 
As noted above, the 1985 budget also proposes to steadily reduce budget costs for conservation, rural 
housing and development, and Agriculture Department services relative to the peak constant dollar 
costs generated during earlier years. In combination with a lower-cost, market-oriented 1985 farm 
bill, these steps should make it possible to reduce total agriculture and rural program constant 
dollar costs to $12 billion per year or less by the late 1980's. In real terms, this is a level consistent 
with pre-1977 costs and only about half the bloated levels already experienced during 1977-1983. 
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Price Supports and Conservation Subsidies 
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Conservation of Agricultural Lands 
[In millions of dollars] Agency: Department of Agriculture 

Level 1984 1985 1986 1987 1988 1989 Total 
1985-89 

Current Services: 
Budget Authority 614 645 678 713 747 782 3,565 
Outlays 634 654 688 704 736 770 3,552 

1985 Budget Level: 
Budget Authority 614 451 474 490 508 528 2,452 
Outlays 634 572 518 510 522 539 2,661 

Change: 
Budget Authority - 1 9 4 - 2 0 4 - 2 2 3 - 2 3 9 - 2 5 3 - 1 , 1 1 2 
Outlays - 8 2 - 1 7 0 - 1 9 4 - 2 1 4 - 2 3 1 - 8 9 1 

Program Description 
These programs provide soil surveys, collect national information on soil and water related conser-
vation problems, and provide both soil and water conservation technical assistance and financial 
assistance to farmers, ranchers, and landowners to share the cost of installing soil and water 
conservation measures on private lands. 

Current Status 
Current dollar appropriations for these conservation cost sharing and technical assistance programs 
have increased by $35 million from $579 million in 1981 to $614 million in 1984. Funding for 
technical assistance has grown by about $43 million, while Federal cost sharing has declined by 
about $8 million during this period. 

1985 Budget Proposal 
The proposed budget would provide a single consolidated soil and water financial assistance program 
($80 million) which combines the objectives of several different specific conservation cost sharing 
programs (Agriculture Conservation Program, emergency conservation, forestry incentives, and 
water bank programs). This represents a $140 million reduction from the current services level for 
1985 for these programs. The change would give State and county committees greater flexibility in 
directing available funds to the most critical practices. Funding for the resource conservation and 
development (RC&D) program would be discontinued. The targeting of technical assistance funds to 
critical problem areas would be expanded to 109 additional counties in 1985 for a total of $40.6 
million in 917 counties in 49 States. 

Rationale 
Total funding for soil and water conservation activities in 1985 is consistent with Agriculture 
Department priorities established in the Secretary's program for soil and water conservation under 
the Soil and Water Resources Conservation Act of 1977 (RCA): 

• Targeting increasing amounts of technical assistance to geographical areas where there is a 
concentration of critical problems affecting soil productivity. 

• Assigning highest priority to reducing soil erosion, upstream flooding and water conservation, 
the most critical conservation problems identified in the RCA study. 
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• Placing a greater reliance on State and local governments and private landowners for solutions 
to problems arising on private lands. Accordingly, substantial Federal cost sharing savings 
result from this policy emphasis. 

Analyses to date of the resource conservation and development program have failed to demonstrate 
that this program has made any statistically significant difference in economic development be-
tween RC&D counties and non-RC&D counties. The program's conservation accomplishments can be 
readily achieved under other Department of Agriculture programs. Accordingly, the RC&D program 
is not funded in the 1985 budget. 
The 1985 budget proposes a reformed, smaller conservation cost sharing program because: 

• The Administration is seeking the most effective use of Federal funds in preserving the long 
term productive capacity of privately-owned lands. 

• As the affected lands are private, and the problems are usually local and occasionally regional 
in nature, a larger share of costs should be borne by landowners and State and local groups. 

• Set-asides of croplands have become a recurrent feature of the price support programs and 
many of these highly erodible lands can be expected to be taken out of production and 
protected. 
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Commodity Price Supports and Related Subsidies 
[In millions of dollars] Agency: Department of Agriculture 

Level 1984 1985 1986 1987 1988 1989 Total 
1985-89 

Current Services: 
Budget Authority 210 9,825 9,585 9,550 9,200 8,700 46,860 
Outlays 6,765 10,730 10,450 10,100 9,400 8,950 49,630 

1985 Budget Level: 
Budget Authority 210 8,854 8,340 8,000 8,100 7,500 40,794 
Outlays 6,765 10,842 8,680 8,575 8,100 7,700 43,897 

Change: 
Budget Authority - 9 7 0 - 1 , 2 4 5 - 1 , 5 5 0 - 1 , 1 0 0 - 1 , 2 0 0 - 6 , 0 6 5 
Outlays + 112 - 1 , 7 7 0 - 1 , 5 2 5 - 1 , 3 0 0 - 1 , 2 5 0 - 5 , 7 3 3 

Program Description 
The Commodity Credit Corporation (CCC) finances a variety of subsidy programs to help maintain 
farm income and to limit economic harm to farmers from price fluctuations. Subsidies are provided 
through price support loans, purchases of surplus stocks, direct payments to farmers, and credit and 
other compensation to farmers, exporters and foreign buyers. 

Current Status 
Since these programs react automatically to cushion the adverse effects of low prices and excess 
supplies, CCC budget outlays have reached record levels these past few years, in both nominal and 
constant dollars. Outlays of $18.9 billion in 1983 were far above any previous year. Much of the 
increase is due to costly farm legislation enacted in 1981 which actually promotes excess supplies, 
depresses farm prices and results in high Federal budget outlays. 

1985 Budget Proposal 
The President's 1985 budget would reduce these excessively high budget levels for the remainder of 
the 1980's by $5.7 billion. Specific proposals, which require legislative action, would: 

• Eliminate the automatic increase in target prices for the 1985 crops of wheat, feed grains, 
cotton and rice, for a saving of $6 billion over 1985-89. Target prices guarantee a price per 
bushel or per pound to farmers who participate in these programs. In recent years, legislated 
target prices have been significantly higher than market prices. The Government is required to 
make "deficiency" payments to farmers for the difference between the target price and the 
market price for these crops. 

• Eliminate the mandated honey price support program and provide honey producers income 
and price security under discretionary authority, for a saving of $300 million over the 1985-89 
period. 

These savings are offset in part by an increase in export assistance, costing an estimated $600 
million over 1985-89. Thus, net savings proposed under the 1985 budget amount to $5.7 billion. 

Rationale 
This proposed program should be less costly to the U.S. taxpayer and less of a restriction on farmers 
than any other course available to us. 
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Target prices can be frozen at current levels and still more than cover current and projected 
increases in farm production costs. 

• The 1981 Farm Bill built in 22-33% cumulative increases in target prices over the 1981-85 crop 
year period. 

• Actual costs of production are expected to increase only a total of 13-15% over the same period. 
Thus, current target prices already cover current and expected increased costs. 

Eliminating the mandated honey subsidy program would help increase U.S. exports of honey. 
• Current law forces domestic honey prices well above world prices, resulting in massive imports 

of foreign honey, and in surplus U.S. stocks, bought by the Federal Government. 
• Without any changes to current law, U.S. honey prices, which are already 1.5 times world 

prices, would increase another 20% over the next 5 years. Since world prices are expected to 
remain stable over the same period, the U.S. honey price would then be almost double the 
world price, forcing us out of the world market. 

• With elimination of these mandatory increases, honey prices would be allowed to move to 
world levels. The U.S. would then become competitive in world trade, and we could then rely 
more on our own industry and less on foreign imports. 

Further reductions and cost efficiencies will still be necessary. The foregoing measures would reduce 
annual CCC outlays to the $8 billion level, under assumed crop and price conditions, still well above 
the $2-6 billion nominal dollar levels of the 60's and 70's. Therefore, when the current farm program 
expires in 1985, additional program adjustments will be proposed. Such proposals would likely 
include continuation of the Administration's efforts to correct supply/demand imbalances with 
greater movement toward a free market orientation for the agriculture sector. 
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Federal Crop Insurance 
[In millions of dollars] Agency: Department of Agriculture 

Level 1984 1985 1986 1987 1988 1989 Total 
1985 -89 

Current Services: 
Budget Authority 310 370 415 465 514 544 2,308 
Outlays 635 329 370 415 460 487 2,061 

1985 Budget Level: 
Budget Authority 410 369 414 465 513 544 2,304 
Outlays 635 328 369 415 459 486 2,058 

Change: 
Budget Authority + 100 - 1 - 1 - 1 - 1 - 1 - 3 
Outlays - 1 - 1 - 1 - 1 - 1 - 3 

Program Description 
The Federal crop insurance program makes available all risk crop insurance to farmers so that they 
can minimize their losses due to natural hazards and adverse weather conditions. 

Current Status 
The Administration has pursued a consistent policy of expanding the crop insurance program as 
rapidly as possible so as to meet the needs of farmers for minimizing weather-induced crop losses 
while achieving sharp reductions in outlays under other Federal disaster assistance programs. From 
1981 through 1984 there has been a seven-fold increase in program funding. 

1985 Budget Proposal 
The 1985 budget proposal includes an additional $100 million in funding designed to assist the 
agency in making indemnity payments to producers adversely impacted by the drought of 1983 and 
the citrus freeze of 1984. Additionally, the 1985 budget proposal would permit continued expansion 
in the crop insurance program as measured by total insured acreage and participation by commer-
cial insurers. 

Rationale 
The outlay reduction from 1984 to 1985 is solely due to an estimating assumption that the high 1983-
84 costs of the severe drought in 1983 will not recur in 1985. 
The 1985 budget proposal acknowledges the fact that Federal all-risk crop insurance is increasingly 
regarded by farmers as a prudent and practical financial management tool. Specifically, the current 
proposal would: 

• Enable insured acreage to increase from 36,700,000 acres in 1984 to 98,700,000 acres by 1989. 
• Establish crop insurance in 3,000 counties nationwide. 
• Stimulate private insurers to handle approximately 55% of total premiums, 70% by 1989. 

The current budget proposal promotes further progress in participation acreage and private insurer 
involvement in the delivery mix to enable the agency to meet future indemnity obligations to 
producers. 
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Agriculture Credit Activities 
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Agricultural Credit 
[In millions of dollars] Agency: Department of Agriculture 

Level 1984 1985 1986 1987 1988 1989 Total 
1985 -89 

Current Services:1 

Budget Authority 8,702 5,524 2,684 1,829 1,988 1,766 13,791 
Outlays 3,001 1,619 1,473 1,541 1,686 1,865 8,184 
Direct loans 4,552 3,495 3,615 3,732 3,848 3,958 18,648 
Guaranteed loans 706 163 170 177 184 190 884 

1985 Budget Level:1 

Budget Authority 8,702 5,485 2,534 1,584 1,657 1,348 12,608 
Outlays 3,001 1,604 1,323 1,296 1,346 1,447 7,016 
Direct loans 4,552 3,414 3,414 3,414 3,414 3,414 17,070 
Guaranteed loans 706 206 206 206 206 206 1,030 

Change: 
Budget Authority - 4 0 - 1 5 0 - 2 4 5 - 3 3 1 - 4 1 8 - 1 , 1 8 3 
Outlays - 1 5 - 1 5 0 - 2 4 5 - 3 4 0 - 4 1 8 - 1 , 1 6 8 
Direct loans - 8 1 - 2 0 1 - 3 1 8 - 4 3 4 - 5 4 4 - 1 , 5 7 8 
Guaranteed loans + 4 3 + 3 6 + 29 + 22 + 16 + 146 

1 The budget authority and outlay data contained in this table does not accurately reflect program levels because of large revolving fund financing transactions 
that mask the impact of changes in loan levels over time (i.e., borrowing requirements to retire outstanding debt to the FFB decline after 1985). The data on direct 
and guaranteed loans display major program levels over the 1984 -89 period. 

Program Description 
The USDA agricultural credit programs administered by the Farmers Home Administration consist 
of direct and guaranteed loans to individuals for farm ownership, soil and water conservation, farm 
operations, and emergencies. Associations are eligible for Indian land acquisition loans. 

Current Status 
The agricultural credit policies of the Administration have been designed to buffer the impact of the 
recent decline in the agricultural economy. Additionally, the agricultural credit budget has reflected 
the enhanced liquidity position of private lenders. Exclusive of disaster loans, new lending under 
these programs has increased from $1.8 billion in 1981 to $2.7 billion in 1984. 
Total current services estimates decline from 1984 to 1985 because of the estimated decline in 
demand for disaster and emergency loans. Base lending programs current services are estimated 
according to standard practice. 

1985 Budget Proposal 
The 1985 budget proposal reflects the Administration's concern with the economic recovery of the 
agricultural sector by proposing a $650 million level for farm ownership loans and $2,070 million for 
farm operating loans. Additionally, a limited portion of the farm operating and farm ownership loan 
programs would be reserved to provide subsidized loans to limited-resource farmers who require 
special assistance. 

The 1985 budget assumes a decline in the emergency disaster loan program, ($870 million in 1985 
versus $2 billion in 1984) reflecting, in part, the expansion of the crop insurance program and, in 
part, an assumed nonrecurrence of widespread drought and freezes that have driven up the 1983-84 
demand for emergency loans. 
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Rationale 
The 1985 budget proposal: 

• Recognizes that private lenders presently hold about 90% of total outstanding agricultural 
credit, and encourages continued reliance on private lending to provide capital for farming 
operations. 

• Offers subsidized farm operating loans to those producers in temporary economic hardship who 
don't have the necessary repayment ability to obtain loans from private lenders, but who can 
achieve economic viability with temporary low- interest Government credit. 

• Anticipates a non-recurrance of the 1984 disaster outlays generated both by the unusually 
severe and widespread drought and the citrus freeze. 

• Would encourage continued expansion in the Federal crop insurance program which is antici-
pated to insure 25% of total insurable acreage nationwide by 1985—a 7% increase over 1984— 
thus reducing need for Federal disaster loans when bad growing conditions occur. 
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Rural Housing and Development 
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Rural Housing 
[In millions of dollars] Agency: Department of Agriculture 

Level 1984 1985 1986 1987 1988 1989 Total 
1985 -89 

Current Services:1 

Budget Authority 8,191 6,362 4,634 4,845 4,964 5,003 25,808 
Outlays 4,312 4,209 4,635 4,836 5,003 5,019 23,702 
Loans 3,285 3,450 3,610 3,765 3,915 4,066 18,806 
Grants 134 213 226 218 215 220 1,092 

1985 Budget Level:1 

Budget Authority 8,191 5,923 3,334 3,335 3,317 3,131 19,041 
Outlays 4,312 3,874 3,378 3,147 3,266 3,041 16,707 
Loans 3,285 2,320 2,320 2,320 2,320 2,320 11,600 
Grants 134 116 116 116 116 116 580 

Change:1 

Budget Authority - 4 3 9 - 1 , 3 0 0 - 1 , 5 1 0 - 1 , 6 4 7 - 1 , 8 7 1 - 6 , 7 6 7 
Outlays - 3 3 5 - 1 , 2 5 7 - 1 , 6 8 9 - 1 , 7 3 7 - 1 , 9 7 9 - 6 , 9 9 5 
Loans - 1 , 1 3 0 - 1 , 2 9 0 - 1 , 4 4 5 - 1 , 5 9 5 - 1 , 7 4 6 - 7 , 2 0 6 
Grants - 9 7 - 1 1 0 - 1 0 2 - 9 9 - 1 0 4 - 5 1 2 

1 The budget authority and outlay data contained in this table does not accurately reflect program levels because of large revolving fund financing transactions 
that mask the impact of changes in loan levels over time (i.e., borrowing requirements to retire outstanding debt to the FFB decline after 1985). The data on loans 
and grants display major program levels over the 1984 -89 period. 

Program Description 
The rural housing programs administered by the Farmers Home Administration (FmHA) of the 
Department of Agriculture are composed of loans for single family homes, rental and cooperative 
housing, farm labor housing and rural housing sites. These programs are directed towards assisting 
low-income individuals and families without other alternatives to find safe and adequate housing. 

Current Status 
The Administration has pursued a consistent policy of improved targeting of rural housing resources 
toward low-income households. Specifically, the 1981 budget contained $802 million for housing 
loans to middle- and upper-middle-income households compared to $230 million in 1984. 
While "needs" targeting was enhanced, the historical mix between rental and single family housing 
has been retained. 

1985 Budget Proposal 
Total rural housing lending is budgeted at $2.3 billion for 1985 compared to $4.0 billion in 1981. This 
is the only remaining Federal program which provides deeply subsidized homeownership loans 
(one% interest rate to the borrower). 

The 1985 budget would fund the low-income single family homeownership loan program at $1.6 
billion. The moderate-income homeownership component would be eliminated; $116 million is budg-
eted to renew expiring contracts for rental assistance payments. 
The small housing grant programs are proposed for termination with reliance placed instead upon 
low-interest loans and rental assistance grants to assist the primary target group. 
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Rationale 
The Administration's objective is to focus Federal resources on assistance to low-income families 
living in substandard housing while reducing the amount of commercial type lending by the Federal 
Government. 
FHA mortgage insurance will be offered through Farmers Home Administration offices to encour-
age private lenders to meet the needs of moderate-income home buyers. 

The reduction in market interest rates achieved over the past 3 years will make mortgages much 
more affordable. 
Since the inception of the FmHA housing program, substandard rural housing has been reduced 
from 61% to 6% of all rural housing, making it now appropriate to concentrate Federal resources on 
assisting the very needy rather than on a general program to upgrade the quality of the Nation's 
stock of rural housing. 
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Rural Development 
[In millions of dollars] Agency: Department of Agriculture 

Level 1984 1985 1986 1987 1988 1989 Total 
1985 -89 

Current Services:1 

Budget Authority 2,198 1,727 978 927 1,241 1,181 6,053 
Outlays 1,455 1,325 1,090 1,002 1,262 1,161 5,839 
Loans2 400 420 440 460 480 500 2,300 
Grants 93 99 105 110 116 121 551 

1985 Budget Level:1 

Budget Authority 2,198 1,777 949 864 1,143 1,046 5,778 
Outlays 1,455 1,383 1,069 949 1,174 1,036 5,610 
Loans3 400 350 350 350 350 350 1,750 
Grants 93 90 90 90 90 90 450 

Change:1 

Budget Authority + 50 - 2 9 - 6 3 - 9 9 - 1 3 5 - 2 7 5 
Outlays + 58 - 2 1 - 5 3 - 8 8 - 1 2 5 - 2 2 9 
Loans - 7 0 - 9 0 - 1 1 0 - 1 3 0 - 1 5 0 - 5 5 0 
Grants - 9 - 1 5 - 2 0 - 2 6 - 3 1 - 1 0 1 

^ h e budget authority and outlay data contained in this table does not accurately reflect program levels because of large revolving fund financing transactions 
that mask the impact of changes in loan levels over time (i.e., borrowing requirements to retire portions of outstanding debt to the FFB decline after 1985). The data 
on loans and grants display major program levels over the 1984—89 period. 

2 Excludes $300 million annual funding level for business and industry (B&l) guaranteed loan program. 
3 1985 budget provides no funding for business and industry (B&l) guaranteed loan program 

Program Description 
The Department of Agriculture rural development programs administered by the Farmers Home 
Administration are composed of direct loans and grants for water and waste disposal facilities, and 
direct loans for community facilities. 

Current Status 
The Administration has pursued a consistent policy of limiting the Government's intrusion into 
capital markets while insuring that available rural development assistance is directed to those 
communities most in need. In 1981, rural development lending was $1.7 billion. The 1983 Jobs Bill 
added $600 million in nonrecurring loan and grant funds that spend out over a several year period. 
The 1984 budget provides $700 million in total rural development lending (including $300 million in 
guaranteed business and industry loans). 

1985 Budget Proposal 
The 1985 budget proposal would fund the water and waste loan program at $250 million ($20 million 
below the 1984 enacted level). The community facility loan program is proposed to be funded at $100 
million ($30 million below the 1984 enacted level), while the funding level for the water and waste 
grant program continues at the 1984 enacted level of $90 million. 

The 1985 budget proposes no loan guarantees for non-farm rural business and industry. 

Rationale 
The 1985 budget proposals for rural development are consistent with the Administration's dual 
objective of improving the targeting of resources towards low-income rural communities, and foster-
ing private sector investment initiatives in lieu of direct Federal lending. 
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The water and waste grant program, proposed at the 1984 enacted level, continues the commitment 
to help communities most in need and without access to private capital. 
The Administration considers existing tax and market incentives for private sector investment in 
rural areas plus the reduction in inflation and in market interest rates achieved over the last 3 
years sufficient to stimulate development of rural business and industry. Thus the need for Govern-
ment guarantees for loans to viable rural businesses is sharply reduced. 
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Rural Electric and Telephone Subsidies 
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Rural Electric and Telephone 
[In millions of dollars] Agency: Department of Agriculture 

Level 1984 1985 1986 1987 1988 1989 Total 
1985 -89 

Current Services: 
Budget Authority 4,317 4,307 5,511 4,720 4,405 4,287 23,230 
Outlays 4,122 4,104 5,298 4,497 4,172 4,044 22,116 

1985 Budget Level: 
Budget Authority 4,317 3,999 4,631 3,292 2,526 2,084 16,533 
Outlays 4,122 3,796 4,418 3,070 2,293 1,842 15,419 

Change: 
Budget Authority - 3 0 8 - 8 8 0 - 1 , 4 2 7 - 1 , 8 7 9 - 2 , 2 0 3 - 6 , 6 9 7 
Outlays - 3 0 8 - 8 8 0 - 1 , 4 2 7 - 1 , 8 7 9 - 2 , 2 0 3 - 6 , 6 9 7 

Program Description 
The Rural Electrification Administration (REA) provides subsidized loans to electric and telephone 
utilities for maintenance and expansion of operations and construction of new electric generation 
facilities. Loans are usually provided directly from either the Rural Electrification and Telephone 
Revolving Fund, the Rural Telephone Bank or the Federal Financing Bank (FFB). 

Current Status 
This set of programs and lending facilities was first established to provide rural areas access to non-
subsidized market-rate credit when commercial credit was not available. As commercial interest 
rates climbed, basic REA direct loan rates remained stable, first at 2%, then at 5%. The massive 
subsidy produced by this situation resulted in greater dependence of rural utilities on Federal 
assistance and overextension of these utilities in the construction of electric power plants. As 
electric demand growth declined drastically from the high increases experienced in the 70's to the 
low growth of the 80's, demand for these programs also declined. However, unused electric power 
capacity still exists and could pose serious problems in the future unless corrective action is taken 
now. 

1985 Budget Proposal 
To reduce costly excess power capacity and promote an economically healthier and financially stable 
rural electric and telephone industry which would be competitive in the commercial credit market, 
the budget proposes the following: 

• Restoration of the original REA interest rate determination method, by basing rates on 
Treasury's cost of borrowing. 

• Reduction of REA direct electric and telephone loans from $1 billion to $575 million. 
• Reduction of electric generation loans, which are financed by the FFB, from $3.2 billion to $1.2 

billion. 

• Rescissions of 1984 appropriations to the Revolving Fund ($198 million) and Telephone Bank 
($30 million). 

• Establishment of loan application and approval fees to cover the administrative costs associat-
ed with this program. 
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Rationale 
Interest Rates.—Restoring the intent of the original statute and increasing the interest rate from 5% 
to Treasury's cost of borrowing would reduce but not eliminate the subsidy provided to rural 
utilities, and would provide relief to the U.S. taxpayer. 

• Private investor-owned utilities must finance from the commercial market at prevailing rates. 
• Treasury's cost of borrowing is much less than prevailing commercial interest rates. 
• While rural utilities would still enjoy low-cost Government credit, the American taxpayer 

would save up to $100 million each year in interest subsidy losses currently incurred. 

Direct Loans.—The proposed reduction would result in more equitable treatment of electric and 
telephone utilities, regardless of location and political access. 

• These utilities have been shifting their financing from the Federal Government over the last 
several years. Use of commercial credit by REA borrowers has increased from $97 million in 
1973 to $1.1 billion in 1983. 

• This reduction would support the current move to a greater reliance on the commercial 
market—a change necessary to build financial capacity. 

Electric Generation Loans.—The proposed funding level would avoid the construction of costly and 
unnecessary electric power plants, which in time would have to be paid for by the American 
taxpayer. 

• The proposal would provide enough financing for existing projects experiencing cost overruns 
and for new projects in areas where additional power generation capacity is truly needed. 

• On average, REA electric power supply borrowers have financed more generation capacity 
than needed over the next decade. Electric demand has been substantially less than anticipat-
ed, creating further excess generation capacity, This places an unnecessary and unwarranted 
cost burden on rural families served by rural electric systems. This proposal would place a halt 
on unnecessary growth and provide for new capacity only where it is needed. 

• Existing projects have been experiencing costly delays and other problems, creating a need for 
additional Federal assistance, which this proposed level would provide. 

Rescissions.—These rescissions would save $228 million without hurting rural electric or telephone 
systems or reducing total resources available to borrowers. 

• A rescission of $198 million appropriated to the Revolving Fund for interest subsidies and 
losses is proposed because the appropriation was made to the wrong account. The rural electric 
and telephone direct loan program has cost the Federal Government $1.3 billion since 1973. 
However, these costs have been sustained by the Treasury, not the Revolving Fund. In fact, the 
Fund has never incurred a loss since its inception in 1973, because it is already exempted by 
statute from paying $307 million in annual interest costs to the Treasury on advances totaling 
$7.9 billion. 

• A rescission of $30 million of capital appropriated to the Rural Telephone Bank is proposed 
because the Federal Government has already provided $360 million in capital to the Bank—$60 
million over the amount called for in the original statute establishing the Bank. This rescission 
would also save the Treasury about $12 million in interest over five years. The Bank can 
borrow from private credit markets, or from Treasury at 50-year repayment terms. This 
appropriation provides capital to the Bank with a 2% rate of return, the difference between 
2% and Treasury's rates being borne by the U.S. taxpayer. 

User Fees.—This proposal would bring REA in line with other Government and commercial credit 
facilities, which have charged loan fees for many years, and save taxpayers $30 million a year. 
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Commercial lenders, plus many Government lenders, such as the FFB, the Commodity Credit 
Corporation, and the Export-Import Bank, charge loan application and approval fees to cover 
administrative costs associated with lending. 
This user fee would fund the total $30 million annual REA salaries and expenses account. 
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Department of Agriculture Services 
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Agricultural Research 
[In millions of dollars] Agency: Department of Agriculture 

Level 1984 1985 1986 1987 1988 1989 Total 
1985-89 

Current Services: 
Budget Authority 763 805 845 885 915 955 4,405 
Outlays 748 791 837 881 924 955 4,387 

1985 Budget Level: 
Budget Authority 763 767 787 . 801 807 824 3,986 
Outlays 748 759 773 800 815 828 3,976 

Change-. 
Budget Authority - 3 8 - 5 8 - 8 4 - 1 0 8 - 1 3 0 - 4 1 9 
Outlays - 3 2 - 6 3 - 8 1 - 1 0 9 - 1 2 7 - 4 1 1 

Program Description 
Programs in this category support U.S. agriculture by funding the conduct, storage and dissemina-
tion of agriculture-related research. 

Current Status 
Since 1981, total funding for these programs has increased by 20% to $767 million. This is due to the 
Administration's realization that significant long-term gains in the agriculture sector are dependent 
upon the continued development of basic knowledge in the plant and animal sciences. 

1985 Budget Proposal 
The 1985 budget includes both increases and decreases in relation to the 1984 funding level. 
It provides the following major increases: 

• Competitive grants to States for biotechnology and animal research ($33 million). 
• Hatch Act formula grant funding for biotechnology research ($3 million). 
• Pay cost and small program increases ($17 million). 

The major program reductions include: 
• No funding for construction of laboratory facilities ($28 million). 
• Reductions in special research grants and animal health and disease research grants to States 

($17 million). 

• Elimination of higher education grants ($8 million). 

Rationale 
Increased levels of support provided in the budget for agricultural research are focused on expand-
ing basic knowledge. For example, in the area of plant sciences, biotechnology research has the 
potential for doubling the amount of products produced from our soil while drastically decreasing or 
eliminating the need for fertilizers and pesticides. In the area of animal sciences, genetic research 
has already expanded our capacity to produce animals which consume less food, grow faster and 
produce superior quality food. As such, these animals expand our supply of quality food while 
utilizing less resources for themselves. 
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Application of the latest agricultural technology enables us to avoid depleting vital natural re-
sources, thereby enabling us to maintain our leadership position in agriculture in the world. 
Increased levels of funding for the National Agricultural Library would allow the library to main-
tain its position as the free world's largest agricultural library. 
Separate funding for higher education fellowship grants is unnecessary since approximately 25% of 
the proposed $50 million competitive grants program is likely to be used to hire graduate and post-
graduate students to assist in agricultural research. 
New funding for construction of additional research facilities is both unnecessary and unwarranted 
in view of the fact that a number of existing laboratories are under-utilized, and some are excess to 
the requirements of these agricultural research programs. 
Decreased funding is proposed for special research grants because the basic Federal objective of 
highlighting and providing several years of research funding for specific problem areas has been 
accomplished. States are in the best position to determine whether research should be continued for 
specific problem areas. States have the option of utilizing Federal formula grant funds for this 
purpose. 
Formula grants for animal health and disease research are proposed for elimination because other 
funding mechanisms being proposed in the 1985 budget (e.g., competitive grants) are more effectively 
targeted to areas of animal health and disease which are of major national concern. 
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Extension Service 
[In millions of dollars] Agency: Department of Agriculture 

Level 1984 1985 1986 1987 1988 1989 Total 
1985-89 

Current Services: 
Budget Authority 334 352 370 387 404 421 1,934 
Outlays 333 349 367 384 401 418 1,919 

1985 Budget Level: 
Budget Authority 334 299 300 300 300 301 1,501 
Outlays 333 306 300 300 300 301 1,507 

Change: 
Budget Authority - 5 3 - 7 0 - 8 7 - 1 0 4 - 1 2 0 - 4 3 3 
Outlays - 4 4 - 6 7 - 8 4 - 1 0 1 - 1 1 7 - 4 1 3 

Program Description 
The Federal Government finances 40% of the Federal/State Extension Service programs. These 
programs, through technical assistance, help people identify and solve their farm, home and commu-
nity problems through the use of research findings developed by the Department of Agriculture and 
the State land-grant colleges. 

Current Status 
Total Federal funding for Extension Service programs has decreased by about $5 million since 1981 
to a 1985 level of $299 million. 
The Federal Extension Service supports programs through general formula funding and earmarked 
funding. The main purpose of earmarked funding is to focus attention for a limited period of time on 
specific problems that have national implications. 

1985 Budget Proposal 
The 1985 Extension Service budget reflects two policy decisions. First, Federal funding for programs 
that have fulfilled their purpose would be terminated. Second, Federal program requirements would 
be eased for the expanded food and nutrition education program to allow individual States to better 
match service delivery to local needs. These proposals will save taxpayers about $41 million in 1985. 

Rationale 
Several Extension Service programs were initiated in recent years to respond to perceived national 
problems: pest management, farm safety, pesticide impact assessment, urban gardening, integrated 
reproduction management, soil and water management and conservation, national program innova-
tion, and programs authorized by the Renewable Resources Extension Act. The Extension Service 
considered these programs so important that they earmarked funds for them. The 1985 budget 
proposes termination of Federal funding for these programs because they have achieved their 
objectives. States would have the option of continuing these programs with State funds or eliminat-
ing them and using their funds to add support to other programs. 
This policy will allow States to evaluate the need and usefulness of various programs in relation to 
their local situation. 
The 1985 budget level also reflects a proposal to ease Federal eligibility requirement for the 
expanded food and nutrition program. This would allow States offering services that were previously 
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highly regulated by the Federal Government to better reflect and respond to local situations. As a 
result, not only will more people be entitled to receive services, but services can be directed to those 
who need them most. Current practices of detailed program regulation in many cases actually 
prevent State and local governments from properly serving needy people. 
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Animal and Plant Inspection Service 
[In millions of dollars] Agency: Department of Agriculture 

Level 1984 1985 1986 1987 1988 1989 Total 
1985-89 

Current Services: 
Budget Authority 273 286 303 318 334 349 1,590 
Outlays 275 286 302 318 333 349 1,588 

1985 Budget Level: 
Budget Authority 273 229 234 233 240 250 1,186 
Outlays 275 229 234 233 240 249 1,185 

Change: 
Budget Authority - 5 7 - 6 9 - 8 5 - 9 3 - 9 9 - 4 0 4 
Outlays - 5 7 - 6 9 - 8 5 - 9 3 - 9 9 - 4 0 4 

Program Description 
The major objective of the Animal and Plant Inspection Service (APHIS) is to protect animal and 
plant resources of the Nation from economically dangerous diseases and pests. To accomplish this, 
the agency carries out various survey and diagnostic activities, conducts control and eradication 
programs, and administers an inspection program at ports of entry. 

Current Status 
Total funding for these programs in current dollars has remained relatively constant from 1981 
through 1984. 

1985 Budget Proposal 
The 1985 budget reflects a continuing effort to involve the States more extensively in program 
financing and to transfer operating responsibility when possible. In addition, where possible, user 
fees for user-specific services are proposed. Specifically, the Administration proposes to: 

• Implement Brucellosis program checkoff payments by the livestock and dairy industries to 
achieve greater cost sharing by the program beneficiaries, reducing Federal costs by $26 
million in 1985. 

• Reduce and terminate Federal funding in selected control programs where the control technol-
ogy has been developed and demonstrated, and where the benefits are limited geographically, 
with 1985 budget reductions of $16 million. 

• Reduce screwworm funding consistent with phasedown plan based on successful establishment 
of a quarantine barrier in southern Mexico by the end of 1984. 

• Implement user fees for import/export inspections. 

Total savings of $52 million are expected as a result of these proposed actions. 

Rationale 
Changes in the brucellosis program come after almost 45 years of Federal support which has 
reduced the level of infection from 11.5% to less than one-half of one percent of cattle nationally. 
Eradication efforts to date have cost taxpayers over $1.1 billion. Sharing funding responsibilities 
with States and the livestock and dairy industries is desirable because the direct beneficiaries of the 
program, beef and dairy cattle owners, will assume a fairer share of its cost. The costs of protection 
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against brucellosis should be borne by dairymen and cattlemen on the same basis that livestock 
owners generally pay the cost of protection against other diseases. 
Federal funding reductions and terminations in selected Federal control programs are proposed 
because: 

• The control technologies have been developed and adequately demonstrated. 
• The beneficiaries have the capacity to assume responsibility for the programs. 
• The affected areas in each case are limited to only a few States. 

Significant programs affected include the golden nematode, grasshopper, gypsy moth, flreant, nox-
ious weeds, witchweed and pink bollworm. 
A screwworm quarantine barrier will be established in southern Mexico by the end of 1984. As a 
result of the successful achievement of this goal, future funding requirements should be greatly 
reduced. 
Finally, savings are proposed in the area of plant and animal diseases. Effective control over the 
possible introduction of diseases will continue to be maintained by the use of quarantine inspection 
and import-export inspection of cargo. Savings of $18 million over 5 years can be achieved by 
establishing inspection activity user fees paid by the importer or exporter. This program change is 
consistent with government-wide attempts to apply user fees when possible to recover direct costs 
associated with user specific services. 
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Agriculture Statistics, Marketing, Inspection and 
Foreign Accounts 

[In millions of dollars] Agency: Department of Agriculture 

Level 1984 1985 1986 1987 1988 1989 Total 
1985-89 

Current Services: 
Budget Authority 246 259 279 300 321 343 1,501 
Outlays 242 259 279 299 320 342 1,498 

1985 Budget Level: 
Budget Authority 246 244 261 275 290 306 1,375 
Outlays 242 244 262 275 289 305 1,374 

Change: 
Budget Authority - 1 5 - 1 7 - 2 5 - 3 1 - 3 7 - 1 2 5 
Outlays - 1 5 - 1 7 - 2 4 - 3 1 - 3 7 - 1 2 4 

Program Description 
These programs collect statistical information on the worldwide production of agricultural commod-
ities, and support the development of overseas markets. They also provide for grading, inspection, 
and marketing of commodities for both export and domestic markets, so that purchasers and 
consumers are assured of healthy, edible foodstuffs. 

Current Status 
Current dollar funding of $244 million for 1985 is about the same as the 1981 level. Increased 
funding for export promotion has been offset by efficiencies in other areas. 

1985 Budget Proposal 
The budget proposes a $4 million increase to improve accuracy and reliability of crop and livestock 
estimation. Increased funds are requested for macroeconomic agricultural surveys ($3 million) and 
for enhanced development of foreign agricultural markets for U.S. farm products ($6 million). 
These increases are more than offset by proposed savings through: charging fees for newsletters and 
certain grading and marketing services which are not currently paid for by the user ($7 million); 
curtailing payments to States for marketing programs ($1 million); reducing wholesale market 
development assistance to urban areas ($2 million); reducing egg inspections ($1 million); and 
discontinuing purchase of Landsat data by the Foreign Agricultural Service (FAS) ($7 million). 

Rationale 
These proposals promote fairness by having all users of the newsletters and grading services pay. 
Currently, all do pay except for recipients of cotton and tobacco market newsletters and cotton 
grading. The proposals to reduce domestic market assistance programs are based on the belief that 
Federal Government involvement is no longer necessary. Egg inspection frequency is reduced at no 
risk to consumers due to technological changes in processing. Discontinuing the purchase of Landsat 
data is possible because FAS is acquiring this information from non-Landsat sources at lower cost. 
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