Applied Ethics in Agriculture
Kelvin Leibold

kleibold@iastate.edu

Activity:  Sort the corn

Put corn mixture into a cup and then sample for how well mixed.


Each group has somebody watching the other group.


Discuss the results

Background:


Agriculture is two words – Agri and Culture



Agri is the production end



Culture is the how and why we do (example:  ugly daughter-in-law)

Culture has changed as we have become more developed and more competitive.  Neighborly-ness is in a state of decline.   The control of fewer resources results in a much more competitive nature.   More competition often leads to people trying to push the edge farther and farther.   Planting corn on Sunday – didn’t start until the late 60’s.  The seventies saw a large push for bigger land bases.  The eighties saw increased focus on the coops as profits disappeared.  
We’ve experienced major changes in the use of contracts in both livestock and grain production.   Typically the contracts were rather one sided in favor of those writing the contracts.  

Later on you will probably discuss the hedge to arrive contracts – greed versus victim.

Desperate people do desperate things.  If I am drowning I am not very worried about saving you!
Government programs have always been a part of agriculture.

First dairy program was when – George Washington supported an embargo on cheese.

Government has always messed with supply and demand.  Therefore the government has always messed with my income!    So is the government friend or foe?

Recent Farm Bills have made payments to Iowa Farmers based mostly on direct payments on “historical” corn bases and corn yields and then through the support of low prices with the use of Loan Deficiency Payments know as LDPs.  Disaster assistance has also been provided through the use of Federal Crop Insurance.  If prices were below county loan rate you could get LDPs on the actual number of bushels produced.  Some years on soybeans this could amount to as much as $1.00 a bushel or more at harvest time.  If I had a 50 bushel per acre yield I could get $50 an acre in government subsidy on top of my regular direct payments.  SO if I produced 40 bushels and reported 50 I could get an extra $10 an acre by fudging a little.  An extra fifty bushels on corn might amount to $10 an acre.  Since I fudged on these yields I might as well turn in the same bushels for my crop insurance reports so that if I did have a lower yield in the future I would have a better chance of collecting my premium back.  You know those darn insurance companies keep building new buildings and never pay any claims and those guys in Texas cheat all the time so it is only right to even things up a little by inflating my yields 10%!  I know of a neighbor who is always having a disaster one place or another.  What difference does it make if I move bushels from one farm to another?  The hail adjuster is always screwing me out of my premium anyhow.
POTENTIAL ETHICAL ISSUES
Case Study One


Farmer goes to the FSA office to sign up for the 2002 Farm Program.  The farm bill is still under debate.  The farmer’s cousin had financial problems last year (lost his back side on 800 acres).  The farmer wants to help out his cousin so they work out a deal where the cousin will go to work for the farmer and the cousin will get his landlords to sign a new lease with the farmer.  That way he can still have a job and if the cousin gets back on his feet he can rent the land back in the future.  The farmer and his wife have been farming about 1500 acres together under a corporation that they both own.  Let’s call it Acme, Inc.  Acme rents the additional 800 acres and pays high rent to keep it all together.  The new farm bill still isn’t decided yet and Congress is busy patting each other on the back promising lots of new money.

The first half of the cash rent is due and so if farmer signs up for the Farm Program he can get the typical first payment of $25 per acre.  Farmer goes in and meets with the FSA director about signing up for the program.  Farmer is concerned that some of the rules might change since we still don’t have a farm bill signed by the President.  The FSA Director says, “The government won’t screw you; they will “grandfather” any changes in to the new bill.   Farmer needs money so he signs up and gets some of the rent money that his landlords are expecting.

A month later the FSA director calls him – the new Farm Bill was just signed into law – and tells farmer that he has a problem.  The new law says he can only get $40,000 in direct payment subsidies and he is projected to receive $55,000 so the FSA will withhold $15,000 from this fall’s payment.  Farmer says “Wait, what about this grandfathering stuff?”    FSA says sorry, rules are rules, but we can sit on your paper work for two weeks and hide it while you make some adjustments.  Farmer says “adjustments?”  FSA says – well yes if you were two entities instead of one you would be eligible for two payment limitations instead of one and your problem would go away.  Farmer says to FSA “well how do I get to two entities?”  FSA says – sorry – it’s illegal for me to help you figure out how to get around the rules.
When ever you have a problem call your local extension office where you can get help!

Short ending.  Farmer gets rid of wife!  No, he didn’t run over her with the tractor.  Wife is very involved in the farm operation.  She drives the tractors.  She owns part of the equipment and is involved in the management of the farm.  The wife gifts her stock in Acme to her husband and has the leases changed so that the land that the cousin was farming is now leased to her.  Wife now has her own farming operation and is entitled to her own $40,000 direct payment limit.  Wife looks like a duck, quacks like a duck so she must be a duck??????
2003 update involves another farmer who is concerned about payment limitations.  Wants to know about how to get another “entity” so he can “double up” on payment limitations.  What are the issues in doing this?
Old MacDonald’s Dairy Farm
Once upon a time there was a Father who wanted his two sons to come back to Iowa from Wisconsin to go into the dairy business together.   The youngest boy, JR, had gone to Iowa State.  The oldest boy, SR, had gone out of state.   One Christmas day they all decide to go into the dairy business together.  Eighteen months later they are celebrating their open house featuring 300 cows.  The Father, Mother, SR, JR, lender and 100 of their closets friends are all there to celebrate the opening of the new dairy and the return of the boys back to Iowa.  Truly this is a great day.

Milk prices are good.  Not great but good.  The dairy gets up and running and hits 24,000 pounds average in the first year.  Truly a well managed operation.  Not only did these people get into the dairy business but so did a thousand other people looking to make money the old fashion way.  Milk prices start to become more volatile.  The big dairy boys out East, in Florida and in California continue to distort dairy prices with the dairy pact.  With the passage of the new Farm Bill come some changes in the dairy support program.  Basically the government says it will provide a price support system to roughly the first 100 cow’s worth of milk production.  In early 2002 and 2003 milk prices continues to go down the tank.  Father, Jr, Sr are standing around the bulk tank discussing about their profits going down the drain and that the lender is getting nervous.  What can be done to deal with or to stop the bleeding?
JR says if we could have three entities, one for each of us, we could get a subsidy on all three hundred cows!  That would help about $2 a hundred on the price.  The discussion continues along those lines and it states in the rules that restructuring the “business entity” to increase subsidies is not allowed.  Maybe we could pay our wives as another entity?  Maybe we could pay all of our employees with “milk as wages-in-kind”.  No says SR, that won’t work – we are already doing some of that.  Father says that the milk buyer said we could add a few more cows and put in a second milk tank.  Then we would qualify for two entities.  The Milk Buyer said he could set us up for $20,000 and that it would pay back in about the first two months.  JR says that would help a lot in keeping us on a level playing field with those California and Florida dairies.  SR says that adding a few more cows would help spread the fixed costs out over more animals and help with the bottom line.  If milk prices come back a little we could get by with two payment entities most of the year when prices are higher.  Dad says if we have to, we can start selling to two different dairy companies and probably get up to four entities with the added cows.
Well, if they would just let us have 100 cows for each one of us partners we wouldn’t have to dink around.  We wouldn’t need this kind of program if the Dairy Pact didn’t distort prices in favor of those big California and Florida dairies.

Land Buying Made Easy

A younger farm couple comes into the FSA office wanting to borrow money to buy the 80 acres that they grew up on.  Billy and Sally both have off- farm jobs but Billy has been doing a little hobby farming on the side and helping his dad Big John farm.  Billy and Sally are real short on cash with all the car payments and kids’ expenses like daycare and dance classes and music lessons.  The wife has had very little to do with farming because she doesn’t like the dust and noise, but she had insisted that her name be on the Schedule F tax returns because she had to sign the loan agreement at the bank every year so Billy can play in the dirt.  Snidely, the lender has turned them down for a farm real estate loan because he is concerned about their spending habits.  When visiting with the FmHA lender before the husband had learned that his wife is “disadvantaged” and is an "under-served client" with FSA.  She might be eligible for a $200,000 loan (which is pretty close to what they need to buy the 80) at 3% interest for thirty years.  The FmHA lender said that if she has been farming for three years it looks like Sally might qualify for a loan.  Billy races home and looks back at the past three tax years and sure enough Sally’s name is on the Schedule Fs...... So it's off to the FSA office.
Weighing Phantom Bushels
A large farmer has a really nice grain handling facility that he built a few years back.  He even has his own state inspected scale.  He handles all of his own grain including the drying, storing, and trucking.  He farms in three different counties.  He has figured out that he if takes and punches an extra scale ticket on each field that he can increase his crop insurance coverage at no cost and even collect a small "handling fee" ie.... Loan Deficiency Payment on each of these extra bushels.

Building FSA Yield
Cattle feeder has been buying a lot of grain for his operation in the fall from neighbor’s right out of the field.  He hears about the new farm bill and the opportunity to update yields.  He put a lot of this corn in a bunker and so it would be very easy to have it measured and "prove" that he had really large yields this last and boost his 4 year average a little.  You know that the Farm Bills in the past have always screwed the livestock man!

