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of an Irrigation Water Subsidy

William E. Foster, Linda S. Calvin, Grace M. Johns,
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The distributional welfare implications of a subsid?v f?r irrigation water f:}; axCahic;n-:la
rice producers are analyzed. A more general equilibrium approach than us

previous studies is taken in order to determine the cf:cts of .subsittizn(::;o c;::;mners
idi idi oducers. The two impo
bsidized producers, and unsubsidized pro
::gnf:lluision::)f the results are that unsubsidized producers bear part of tt‘z:: csostnc;i ;ng
subsidy through lower prices, and that consumers {taxpayers} may gain by spo

increased production through & selective subsidy.
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The Welfare Economics of Price Supports
in U.S. Agriculture

By ERIK LICHTENBERG AND DAVID ZILBERMAN®

Government regulations aimed at further-
ing social goals such as environmental qual-
ity and equitable income distribution often
reduce productivity. Estimating these costs
of regulation is one of economists’ main
contributions to the policy evaluation pro-
cess. Assessments of the economic impacts
on product markets are generally based on
an assamption of competitive market clear-
ing. As Amold Harberger (1971) pointed
out, this assumption is inappropriate when
market distortions are present. Preexisting
government programs are an important
source of such distortions. Because they may
have profound effects on resource allocation
—and hence on the impacts of new regu-
lations—in the markets affected, their pres-
ence makes necessary modification of the
standard welfare analytic procedures.

This paper examines the welfare effects of
regulation on product markets affected by
revenue-support programs (price supports,
marketing orders, and import quotas). Be-
cause monetary estimates of regulatory ben-
efits are often not used in policy assessments
and because in any event henefits tend to bé
evaluated separately from costs, we focus

nnlu an the latter T additine e dant awdos

the case of regulation restricting productivity
of three major U.S. crops falling under cur-

rent support programs.

1. Welfare Evaluation in
Revenue-Supported Industries

Mechanisms such as price supports, im-
port quotas, and marketing orders are used
in a number of important industries—nota-
bly, those with low elasticities of demand,
like agriculture—to support producers’ in-
comes. These policies create situations where
the effective price received by producers ex-
ceeds consumers’ willi s$ {0 pay as mea-
sured by the demand curve. This gap may
aris¥ either from explicit government subsi-
dies, or from government policies that effec-
tively increase market-clearing prices above
competitive levels. In the case of agricultural
price supports, the difference between aver-
age revenue and the demand price represents
an explicit subsidy paid out of tax revenues.
Agricultural marketing orders essentially set
up discriminating monopoly schemes for al-
locating an industry’s output among markets
so that the pooled price (average revenue)

- M.
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