














Figure 2

Correlation of county upland cotton yield with national yield
The darker the county, the more its yield changes in the same direction as national yield.
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Mote: Analysis by ERS based on detrended yields per planted acre for upland cotton over
1975 to 2005 for all counties for which NASS reports continuous production over the period.

Source USDA, Economic Research Service.
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As upland cotton does not have any particularly large areas where the corre-
lation between county yield and national price is highly negative (fig. 4),

the likelihood of systemic underpayments or overpayments is relatively low
and the benefit to the government of a revenue-based payments system in
addressing payment variability is likely to be more modest. Nonetheless,
even in the case of a low natural hedge, a revenue-based payment more
directly targets the economic situation of the farm (assuming revenue as a
proxy for this measure) than does a price-based payment, all else being equal.

As with price-based payments, revenue-based payments will vary with
program details. Still, the guiding principle for a (national or regional)
revenue-based payment is that the producer is compensated for the difference
between a reference level of revenue per acre and realized revenue per acre.
Appendix A demonstrates how payments might actually be made under such
programs, with payment schemes that are variations on current marketing
loan benefits (MLBs) and countercyclical payments (CCPs).

However, a statistical analysis is necessary to predict at the beginning of the
crop season how payments under a revenue-based commodity support system
might differ from those under a traditional commodity support structure.

The next section presents the results of such an analysis for a county-based
payment approach, demonstrating how the mean, variability, and other char-
acteristics of the statistical distribution of payments can be estimated, and
how different types of payment program compare to each other on this basis.

Figure 4

Correlation of county yield to national price for upland cotton

Tﬁs d,aﬁgt-:-r the county, the more pronounced the inverse relalionship between price
and pieid.
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Analysis by ERS based on cash prices and detrended yields for upland colton over 1975
to 2005 for all counties for which NASS reporis continuous production over the period.

Source USDA, Economic Research Service,
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