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How the 1986 Cotton and Dairy Programs Affect Alfalfa Hay Prices
and Incomes

Steve Blank and Harry Ayer

ABSTRACT

The 1986 Upland cotton program encourages alfalfa production, while the 1986 dairy
program reduced the size of Arizona's dairy herd. The increased supply of and decreased
demand for alfalfa depress alfalfa prices. Our estimates indicate cotton and dairy
programs may reduce alfalfa prices and incomes by about 10 percent.

INTRODUCTION

The Food Security Act of 1985 (1985 Farm Bill) established 1986 cotton and dairy programs. While
many program features are essentially the same as those of past years, both the cotton and dairy programs
contain new provisions which directly impact the market for alfalfa hay and stand to depress hay prices.
Although lower hay prices may benefit the dairy, ranching and horse industry, hay income is depressed.

The 1986 cotton program includes the so called "50/92" provisions. These provisions permit cotton
farmers to plant as little as 50 percent of the cotton, which they could plant (75 percent of their cotton base)
under the program, and still receive 92 percent of their deficiency payments from the federal government.
The remaining acres can be planted to certain non - program crops. In Arizona, alfalfa is perhaps the only
nonprogram crop which may be financially attractive to produce on acres freed from cotton production
through the 50/92 provisions.

Research by Ayer and Wade indicates the uncertainty faced by Arizona cotton producers considering
participation in the 50/92 provisions. For first year alfalfa, establishment costs are high and yields relatively
low. Furthermore, the 50/92 provisions weren't announced until spring of 1986, well past the time most
alfalfa is planted. The first year low profitability of alfalfa thus tended to discourage its planting under 50/92
provision. However, in the second and third year of an alfalfa stand, budgets suggest expected profits for
alfalfa in the hay and cotton producing counties of Maricopa, Pinal, Yuma and La Paz will be considerably
greater than cotton profits.

Although no data on alfalfa acreage is available at the time of our analysis (July 1986), we assume
there will be a 10 percent or 15,000 acre increase in alfalfa acreage due to the cotton programs. This
assumption seems reasonable and is relevant for future years when policy makers need to ask and answer
"What if' questions.

The 1986 dairy program reduced the demand for hay. The dairy program attempts to reduce the
chronic oversupply of milk by eliminating entire dairy herds. Farmers could offer their dairy herd for
slaughter or export in return for a government payment. Fifteen Arizona dairy producers offered and were
selected to participate in the buyout program. Some 10,000 female dairy animals, about 10 percent of the
state's total, will be exported or slaughtered as a result.

PROCEDURES

We estimated a simple econometric model to help determine the impact on Arizona alfalfa prices of a
15,000 acre increase in alfalfa and a 10,000 head decrease in dairy animals. Price estimates are by months
for April 1986 through March 1987. The affect of decreased alfalfa prices on gross revenues was also
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estimated by multiplying the monthly change in alfalfa price, due to the cotton and dairy programs, times the
amount marketed each month.

RESULTS AND DISCUSSION

Our estimates (Table 1) indicate that the combined effect of the cotton and dairy programs is to reduce
alfalfa hay prices by $ 8 -10 per ton or by about 10 percent, depending on the month. Annual/income on the
hay typically produced would also be reduced about 10 percent, or by nearly $ 9.4 million.

Table 1. Simulation of Program Effects on Arizona Alfalfa Hay Market, 1986-87 Marketing Year

Month
No

Programs

Price Forecasts ($ /t)a
Cotton Dairy

Program Program
Cotton
& dairy

Avg %
Mrktedb

Financial
Effects

April 94.10 88.50 89.57 83.98 9.6 $1,068,672
May 92.56 87.03 88.08 82.55 12.4 1,365,364
June 85.64 80.73 81.66 76.75 11.0 1,075,690
July 81.34 76.81 77.67 73.14 10.6 956,120
Aug 77.14 72.96 73.75 69.57 9.6 799,392
Sept 80.09 75.81 76.63 72.35 8.6 732,204
Oct 84.24 80.00 80.80 76.56 8.4 709,632
Nov 88.62 84.22 85.05 80.65 6.6 578,622
Dec 91.58 87.09 87.94 83.45 5.8 518,694
Jan 95.95 91.25 92.15 87.45 5.0 467,500
Feb 96.77 92.04 92.94 88.21 5.8 546,128
March 94.66 90.24 91.08 86.65 6.6 581,526

$9,399,544

a. The prices in these four columns come from the model. The first column shows the base forecasts with no impacts
from programs. The second column is the base forecast adjusted for the impacts of a 10%a increase in alfalfa acreage
due to the cotton program. Next am base prices adjusted for a 10,000 animal reduction in the dairy herd. Finally, base
prices are adjusted for both cotton and dairy impacts combined.

b. This column lists the average percentage of annual hay production which is marketed during the relevant month.

c. These estimates are calculated as follows: (Base price - combined program price) x (% marketed x estimated total
production). It is estimated that production would have been 1.1 million tons with no programs.
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