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Agricultura commodity taxes, caled
“check-offs,” are used to finance
promotion, research, and other
activities that can be regarded as
industry collectivegoods. Check-
off programsaremadepossibleby
government policy through the
application of the government’s
coercive taxing powersto collect
thecheck-offs, exemption of check-
off programsfrom someanti-trust
regul ations, theuseof government
resourcestodevelop and implement
the programs, and, in some cases,
theprovisionof governmentfundsto
supportthem. Theseprogramsare
important in the United States,
spending upwards of $1 billion
annually, and controversial,
especialy in relation to generic
commodity promation.
Inrecentyears, several lawsuits
havechallengedtheConstitutional
legality of the mandatory check-
offs, and two of thecaseswent as
far astheU.S. Supreme Court. In
1997, the Supreme Court ruled in
Glickman v. Wileman Bros. &
ElliottInc. that federally mandated
genericadvertising for California
treefruitsdid not violate the First
Amendment; butin2001, theCourt
ruled in United Foods v.United
States that the Mushroom
Promotion Actof 1990 didviolate
theFirst Amendmentandshouldbe
struck down. Thefact that at | east
some people affected by the

programsbelievethat they donot
receivenet benefits, evenif there
might benet benefitsinaggregate,
isreflected inthesepast chdlenges
and the ongoing litigation and
disputes.

Previousstudies haveexamined
the net producer benefits from
check-off programs, but more
recently attention has turned to
some harder questions, such as:
“How closely do program
decisions correspond to those
that would maximize total net
benefitsfor society?’ and “How
are the benefits and costs
distributedamongdifferentgroups
insociety?’ Thetwoelementsare
related, Snce digtributiona impacts
determineincentives.

Distributional issues associated
with check-off programscanarise
for anumber of reasonsand take
several forms. Once acheck-off
program has been votedin by an
appropriatemajority of adefined
groupof producers, participation
ismandatory for al producersin
the group, even those who voted
against it because they expected
to be made worse off under the
program. Further, both the
collection of thecheck-offsand
the programs they fund have
implications for the welfare of
consumers, other producers, and
taxpayers in addition to their
effects on the producers in the

group, covered by the programs.
Aswell assmplefairnessor equity
considerations, any resulting
mismatchesof thedistribution of
the benefits and costs among
different groups can lead to a
divergencebetween producer and
nationa optimal choices,and hence
efficiencylosses.

1. A SimpleModel

A commodity-market model can
be used to illustrate some key
points about the final economic
incidence (i.e., the ultimate
distribution of the benefits and
costsamong differentgroups, after
allowing for any induced price
changes) of research, promotion,
andthecheck-off used tofinance
them. Infigurel, supposeresearch
causes the supply curve to shift
down by k per unit, fromS to S .
A tax of k per unit, reflected asa
shift in demand D, to D,, would
exactly reversetheprice, quantity,
and economicwelfareimpactsof
the parallel research-induced
supply shift. Hence, if ak per unit
tax could finance a research-
induced supply shift of greater than
k per unit, there would be net
benefitsto producers, consumers,
andthenationasawhole. These
net benefits would be shared in
direct proportiontoeachgroup’s
share of the costs, and so the
researchinvestment that would be
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optimal for the nation asawhole
would also be optimal for
consumers and for producers. In
this setting, if producers were
empowered to set a check-off to
fund research, their incentivesto
maximizetheir ownbenefitswould
be exactly compatible with the
nationd interest.

Alternatively, if research causes
amultiplicative(pivota) supply shift,
from S, to S, the total research
benefitsareonly roughly one-haf of
thosefrom the parallel shift. The
consumer benefitsarethesameas
fromthecorresponding paradld shift,
while the producer benefits are
smaller (and under certainmarket
conditions, producer benefitscould
evenbenegative). Inthissetting,
consumers would receive more
than their“fair” (i.e., proportionate)
shareof benefits, whilst producers
wouldreceivelessthantheir“fair”
share of benefits and would
therefore opt to fund lessthan the
national optimum quantity of
research. Thus, the nature of the
research-induced supply shiftisan
important determinant of the
distribution of benefitsrelativeto
costs and the compatibility of
producer groupincentivesandthe
nationd interest.

The same model can beused to
consider theimpactsof check-off
funded promotion (or processing
researchthatincreasesthedemand
forfarmoutputs), by interpretingS,
and S, asthe supply curves with
and without the collection of a
check-off, and D, and D, as the
demand curveswith and without
the effects of promotion (or
processingresearch) funded by the
check-off. To do thiswe assume
that the consumer benefits from

promotion, as from processing
research, can be reasonably
approximated using changesinthe
areasbehind therelevant demand
curves. Given thisassumption, the
incidenceof aparalel increasein
demand is identical to that of a
check-off. Inthissettingacheck-
off is fair, in the sense that
program benefitsaredistributedin
proportion to costs of the check-
off, andefficient,inthesensethat
the producer optimum coincides
with the national optimum. Asin
the case of the research-induced
supply shift, however, if the
promotion expenditure resultsin a
non-parallel shiftindemand, the
benefits would no longer be
distributed in proportion to the
costs. For a pivota shift,
producers would receive more
than their “fair” share of the
benefits, creating an incentive to
set ahigher check-off rateand do
morepromotionthanthequantity
that would maximizenational net
bendfits.

2. Extension to the Model

Themodel infigurelassumesan
undistortedmarket. Variousstudies
haveshownhow thetotal benefits
from research or promotion and
their digtributionbetweenproducers,
consumers, and others will be
affected by market distortions
resulting from farm commodity
programs, environmental
externalities, or the exercise of
market power by agribusinessfirms.
In many situations market
distortions do not affect the total
benefits, but do change the
distribution of benefits from
research or promotion, creating a
divergencebetween producer and

nationd incentives. Inextremecases,
distortionsmay beprimary factors.
Forinstance, eachU.S. statewould
beapricetakerinthedomesticand
international marketsif wehadfree
trade in milk and dairy products,
and milk promotion under state
orders could not be profitable for
producers under those
crcumgtances. Profitable promotion
iIsmadepossibleby theexistenceof
tradebarriersthat allow marketsto
be separated both geopolitically
and by end-use, but producer
profitsin this setting might come
partly or entirely at theexpense of
consumers, taxpayers, or both.
Somefurther distributional issues
arisewhenwepartitionthetotal net
benefits“vertically” intoelements
accruingtofina consumers, market
intermediaries, farmers, and
suppliers of agribusiness inputs.
Unless inputs are used in fixed
proportions, alevy collected at one
stageof production hasadifferent
incidencefromaparallel supply or
demand shift at another stage of
production, and farmers will pay
more than their “fair” share of a
check-off collected on a farm
product and used to fund research
or promotionthat causesaparallel
shift a a different stage of
production. Alternatively, check-
off funded researchmight giverise
to nonparalel shifts or factor-
biased technical changefromwhich
farmers may receive moreor less
thantheir fair shareof thebenefits,
depending on the direction of the
bias. For these reasons, a producer
group might choose a different
mixture of oending among different
types of research and promotion,
and a different total amount of
spending, thanthemixtureandtotal




that would maximize total net
benefitsfor society.

Wecana sodisaggregatebenefits
and costs “horizontally,” among
producers of the same commodity,
who might not all be covered by a
check-off program. For instance,
those producers who do not adopt
the new technol ogy resulting from
check-off funded research will not
benefit but they will help pay for
theresearch; andthey may |loseeven
more, if the research resultsin a
lower price for their product.
Similarly,commodities differentiated
inspace, time, and form, mean that
theimpactsof promotion may vary
among producers covered by a
program, accordingtothequality of
their product, andwhen, where, and
howitissold, dependingonthenature
andtimingof promotional effort. Itis
easy toimagineacasewherecheck-
off funded promotion enhances
demand for one market segment at
the expense of another. In some
programs, considerations of
distributional impacts across
heterogeneousproducers might give
rise to a sacrifice of efficiency for
equity in the choice of the mix of
research and promotion programs
(i.e., accepting alower total benefit
in exchange for a more equitable
distributionof benefits).

Arelatedissueisthedistribution
of benefits and costs among
producersof different commodities.
In some cases the different
commoditiesmay be covered by a
singlecheck-off program (asinthe
California Tree Fruit Agreement,
covering peaches, plums, and
nectarines) andinsomeother cases
by competing programs (asin the
beef and pork industries); andinother
cases again, some commodities
may becoveredwhileothersarenot
(e.g., comparing poultry versusred

meat). In any of these instances,
cross-commodity impacts imply
divergencesbetweentheincidence
of costs of a check-off and the
benefitsfrom researchor promotion,
andincentivesof managersof check-
off funds will diverge from the
interests of the broader society. In
previous work we suggested that
beggar-thy-nei ghbor elementscould
lead to excessive investments in
generic commodity promotion.
Similar results might be expected
when R&D has a beggar-thy-
nei ghbor € ement, whilst theconverse
will befoundinthecaseof positive
technology spillovers from one
commodity grouptoothers.

3. Conclusion
Commodity check-off programshave
implications for the welfare of
consumers, producers, andtaxpayers
in addition totheir effectsonthose
producerswho are alowed to vote
ontheprograms. Thedistributional
outcomeshaveimplicationsfor both
fairness and efficiency. If the
producer group that comprisesthe
constituency of the check-off
program bears a larger (smaller)
share of the costs than the benefits
from a check-off funded activity,
thenthecheck-off programislikely
to undersupply (oversupply) that
activity fromanational perspective.
The distribution of the benefits
and costs of check-offsand check-
off funded programs will coincide
under someconditions but anexact
coincidence seems unlikely. The
distributional outcomes and their
consequencesare complicated and
difficulttopredict. Importantly, the
producers share of program
benefits depends crucially on the
natureof the supply or demand shift
induced by research or promotion,
which is inherently difficult to

identify. Further, many commodity
markets are distorted in ways that
influence the distribution of the
benefits from research or promotion.
Finally, the distributions of costs
and benefits may differ among
producersof thesamecommaodity or
different commodities or across
stages of a multistage production
system, and this may have
implications for thetotal funding
raised using acheck-off and how
it is spent. Consequently, the
incentivesof producer groupsmight
divergesignificantly from national
interests.

What are the public policy
implications? We have identified
many ways in which check-off
programs might beexpectedtofail
to achieve a hypothetical social
optimum, but that isnot asufficient
basisfor criticizing or condemning
the programs. The more relevant
issue is whether check-off funded
programs are better than arealistic
aternative. Oneredlisticaternative
is areturn to laissez faire and no
programs, another is a modified
check-off program. Producer groups
can and should be expected to
maximize their own benefits from
check-off programs. Thechallenge,
then, is to design the enabling
legislation and operating rules so
that producer and national interests
moreclosely coincide, which cannot
be done without considering the
distributional issuesdiscussed here.
Even if the programs can be
structured to assure compatibility
with national interests, however,
they may remain controversial if
there are perceived distributional
inequitiesor inefficiencies among
producerswithinanindustry, of the
types that have led to the recent
litigation over mandated generic
promotionprograms.




Figure 1. A Commodity Market Model of Check-off Funded Research and Promotion
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