Appendix B: MODEL DESCRIPTION

A stochastic simulation model was used to eval-
uate and compare the implications of the options
for producing gasohol and modifying current com-
modity programs on economic variables character-
izing U.S. corn and soybean markets, FEEDSIM, a
model of U.S. corn and soybean markets is com-
prised of annual production, demand, and Govern-
ment program components, and incorporates inter-
action in supply and demand for both commod-
ities. Because FEEDSIM is documented in detail
elsewhere, only those modifications that were nec-
essary to address the gasohol policy options are
discussed here. Those modifications include incor-
porating: 1) the commitment by CCC to supply
grain to alcohol distillers, 2) the subsidy needed to
make alcohol production competitive, and 3) the
impacts on soybean demand resulting from in-
creased supplies of distillers dried grain.

The gasohol program alternatives analyzed here
require a corn supply commitment equivalent to
that needed to produce 1, 2, 3, or 4 billion gal of
alcohol — 385, 769, 1, 154, and 1,538 million bu of
corn, respectively. These amounts can be com-
pared to the 460 million bu of corn that a previous
study estimates could have been produced on corn
acreage withdrawn from production in 1978.2
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The alternative levels of supply commitment are
purchased and sold by CCC. This maodification is in-
corporated in the stocks component of the model
by specifying that CCC make available that amount
of grain from either inventories accumulated
through nonrecourse loan defaults or purchases
from the market, which equal the difference be-
tween the levels of supply commitment and quanti-
ty defaulted. CCC is charged the loan rate for grain
withdrawn from inventories and the market price
for grain purchased from the market.

The per bushel corn price used to calculate CCC
revenues is that required to make gasohol competi-
tive with gasoline—$0.75/gal in 1979 This amount
is increased 10 percent annually in following years
to reflect rising gasoline prices. The subsidy for
gasohol production is equal to the difference be-
tween the average price CCC is charged for the
grain supply commitment and the price for grain
that makes gasohol production competitive.

The process of grain to alcohol conversion also
results in the production of distillers dried grain — a
protein source that substitutes for soybean meal at
a rate of 2 to 1.* Each bushel of grain used in gas-
ohol production reduces domestic soybean de-
mand by 0,19 bu.**

* Distil lers dried grain requires additional processing from the corn
slurry 1 t1s highly competitive with soybeanmeal and more t ransportable
than the corn slurry
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