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The House and Senate have respectively passed their versions of a 2018 Farm Bill and now a
conference committee will attempt to work out differences. Both the House and Senate include versions
of the Agricultural Risk Coverage at the County Level (ARC-CO) and Price Loss Coverage (PLC), two of
the three commaodity title programs available under the 2014 Farm Bill. The House version eliminates the
third program— ARC at the individual farm level (ARC-IC) — while the Senate leaves it in. ARC-IC was
selected for 0.9% of all base acres at the time of the 2014 farm bill sign up. Assuming that ARC-IC
election remains low or does not exist, farmers and landowners will again choose between ARC-CO and
PLC for each program crop on a Farm Service Agency (FSA) farm. We compare the House and Senate
versions of ARC-CO and PLC by first computing payments for the four alternatives for corn in DeKalb
County, lllinois over the 2014 to 2018 crops. We also evaluate estimates of future outlays made by the
Congressional Budget Office (CBO). From 2018 to 2022, the expected life of the 2018 Farm Bill, PLC
under either the House or Senate versions is expected to make larger payments than either ARC-CO
under the House or Senate versions. Unless the conference committee modifies ARC-CO to make its
expected payments more equal to PLC, most corn base acres likely will be enrolled in PLC, a reverse of
the 92% of acres enrolled in ARC-CO under the 2014 Farm Bill.

ARC-CO in 2014 Farm Bill

Since the current ARC-CO and PLC program serves as the basis for all alternatives, we begin by
describing payments for the 2014 program (for more detail, see farmdoc daily, February 20, 2014).
Figure 1 shows actual ARC-CO and PLC payments in 2014, 2015, and 2016 for a corn base acre in
DeKalb County. Also shown are projections for 2017 payments, which will be received this October, and
for 2018 payments, which will be received in October 2019.

We request all readers, electronic media and others follow our citation guidelines when re-posting articles
from farmdoc daily. Guidelines are available here. The farmdoc daily website falls under University of
lllinois copyright and intellectual property rights. For a detailed statement, please see the University of
lllinois Copyright Information and Policies here.

1 farmdoc daily July 24, 2018


http://farmdocdaily.illinois.edu/citationguide.html
http://www.cio.illinois.edu/policies/copyright/
http://farmdoc.illinois.edu/schnitkey
http://farmdoc.illinois.edu/coppess
http://farmdoc.illinois.edu/paulson
http://aede.osu.edu/our-people/carl-zulauf
https://farmdocdaily.illinois.edu/2018/07/alternatives-for-arc-co-and-plc-in-2018-farm-bill-negotiations-the-case-of-corn.html
https://farmdocdaily.illinois.edu/2018/07/alternatives-for-arc-co-and-plc-in-2018-farm-bill-negotiations-the-case-of-corn.html
https://farmdocdaily.illinois.edu/2018/07/alternatives-for-arc-co-and-plc-in-2018-farm-bill-negotiations-the-case-of-corn.html
https://farmdocdaily.illinois.edu/2018/07/alternatives-for-arc-co-and-plc-in-2018-farm-bill-negotiations-the-case-of-corn.html
https://farmdocdaily.illinois.edu/2014/02/arc-and-plc-in-2014-farm-bill.html

Figure 1. Calculation of PLC and ARC-CO payments for Corn in DeKalb County,
Assuming 2014 Farm Bill Program, lllinois

Input Agricultural Risk Coverage (ARC)-County Price Loss
Coverage (PLC)
County MYA Benchmark ARC ARC

Year Yield Price’ Yield® Price’ Guarantee' Payment® Payment®

2008 161 3.55

2010 180 5.18

2011 184 6.22

2012 159 6.89

2013 193 4.46 S/are S/are

2014 194 3.70 175 5.29 796 62.07 0

2015 182 3.61 186 5.29 846 77.94 10

2016 216 3.36 186 4.79 766 32.04 39

2017 204 3.40 190 3.95 645 0.00 34

2018 197 3.80 197 3.70 627 0.00 0
Five-Year Average 34.41 17

National loan raeequak: 195 | Re;‘-erence priceequals: 3.70

2014, 2015, and 2016 ARCand PLC payments:
ARC-CO and PLC payments are estimated on a per base acre bass. Payments are adjusted to account for the fact
that payments are made on 85% of base acre
Payments are adjusted fora 6.8% sequester.
* Make year average preewhich s anaional preefor a marketing year.
2 Equals Olympic aversge of five-previous yelds. Olympic aversges dmnaehigh and low observaions.

™

Equals Olympic average of five-previous prices, pricecan not be less than reference price
Equals benchmark yeld x benchmark pricex .86.

-~

) Equals .85 x minimum of (ARC guarantee- county yigld x MYA price) or {10% of benchmark yeld x benchmark prcel, when county revenue
is less than ARC guarantes, zero otherwise. Reduced by sequestor (6.8%)

s Equals (reference price- higher of MYA prceor nationd loan raxe) x PLC payment yield x .85. Reduced by sequestor (6.8%)

ARC-CO is a county-level revenue which pays when county revenue (county yield x MYA price) is below
a revenue guarantee. The revenue guarantee equals .86 times a benchmark yield times a benchmark
price. The .86 is the coverage level and was set in the 2014 Farm Bill. During the 2014 Farm Bill
negotiations, debate occurred about the level of the coverage level. Benchmark yields and benchmark
prices are Olympic averages of the five previous prices (eliminate the high and low equals). When county
revenue is below the ARC guarantee, a shortfall is calculated that equals the guarantee minus harvest
revenue. The shortfall cannot exceed 10% of the benchmark price times the benchmark yield. The ARC
payment equals 85% times the shortfall. In each year since the 2014 Farm Bill has been implemented,
payments have been reduced by a 6.8% sequester amount. As a result, all payments in Figure 1 are
reduced by 6.8%

Prices since 2014 have been below $4.00, and the benchmark price has declined. The benchmark price
will be $3.70 in 2018, compared with a high of $5.29 in 2014. The benchmark price cannot go below
$3.70 since the $3.70 reference price is a floor on the benchmark price.

The decline in the benchmark price has resulted in reductions in the ARC guarantee. The ARC
guarantee reached its high in 2015 at $846 per base acre. The guarantee has decreased by $201 per
acre to $645 in 2017. These declines in guarantees are much of the reason for ARC payments declining
over time. ARC-CO payments for corn were $62 in 2013, $78 in 2015, and $32 in 2016. ARC-CO
payments will be $0 in 2017 and likely will be $0 in 2018. The price values used for 2017 and 2018 are
from the July 2018 WASDE. The yield for 2017 is the National Agricultural Statistics Service estimated
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yield. Yield for 2018 is assumed to equal the benchmark yield. The first estimate of field yield for 2018
will occur in the August 2018 crop production report.

PLC in 2014 Farm Bill

Price Loss Coverage (PLC) is a price program. It makes payments when prices are below the reference
price ($3.70 for corn). Each FSA farm has a PLC yield. The yield used in calculating payments in Figure
1is 145 yield, the average for DeKalb County, as reported by the Farm Service Agency. A per bushel
shortfall is calculated when the MYA price is below the reference price equal to the reference price minus
the higher of the MYA price or loan rate ($1.95 for corn). For example, the MYA price was $3.36 in 2016.
Per bushel shortfall was $.34 ($3.70 reference price - $3.36 MYA Price), which is multiplied by the PLC
yield and the payment acre factor of 0.85 and the sequester factor of (1 - 0.068).

ARC-CO Alternatives in House and Senate Farm Bill

Table 1 shows historical payments for corn in DeKalb County for the House and Senate versions of ARC-
CO and PLC. The House version of ARC-CO is the same as the 2014 ARC-CO program. Hence its
payments are the same as those shown in Table 1 are the same as those in Figure 1.

Table 1. Estimated ARC-CO and PLC under House and Senate
Alternatives for DeKalb County, lllinois, Corn.

House Senate Senate House

Year ARC1 ARC2 PLC3 PLC4
$/base acre $/base acre $/base acre $/base acre

2014 62 83 0 64
2015 78 94 10 75
2016 32 46 39 82
2017 0 0 34 34
2018 0 0 0 0
Awg 34 45 17 51

1 The House ARC-CO alternative is the same as the 2014 ARC-CO program. See Figure 1
for calculations.

2 The Senate ARC-CO used a trend adjustmentin benchmark yield calculations. See the text
for description.

3 The Sensate PLC alternative is the same the 2014 PLC program. See Figure 1 for
calculations.

4 The House PLC alternative uses an effective reference price in calculations, which is at
least as great as the reference price under the Senate alternative. See text for the
description.

The Senate ARC-CO version modifies the 2014 ARC-CO version in two ways:
1. The benchmark yield will be trend adjusted.

2. An actual yield below 75% of the t-yield will be replaced by 75% of the t-yield.
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Both of these modifications potential raise benchmark yields, benchmark guarantees, and ARC
payments. For DeKalb County, none of the yields are below 75% of t-yield floor. Hence, the t-yield
replacement does not increase benchmark yield in DeKalb County. The trend adjustment will increase
DeKalb County’s benchmark yields. Exactly how FSA will implement the trend adjustment is unknown.
For calculating payments in Table 1, the 2018 trend adjustment used by the Risk Management Agency
was used to adjust historical yields upward.

Because of the trend yield adjustment, the Senate ARC-CO version results in higher payments than the
House version. Over the 2014 to 2018 period, the Senate version would have averaged payments of $45
per base acre, an $11 increase over the $35 per acre payment for the current House version of ARC-CO.
Note that the Senate version does not have payments in 2017 and 2018, just as the House version does
not. The two modifications do not counter the declines in the revenue guarantee, resulting in no
payments in 2017 and 2018.

PLC Alternatives in House and Senate Farm Bill

The Senate PLC program is exactly the same as the 2014 PLC program. Hence the Senate PLC
payments shown in Table 1 are exactly the same as in Figure 1.

The House PLC version uses an effective reference price in calculating per bushel shortfalls. The
effective reference price equals .85 times the Olympic, five-year average of MYA prices as long as that
average is between the current reference price ($3.70 for corn) up to 1.15 times the reference price
($4.26 for corn). If the average is below the $3.70 reference price, the $3.70 reference price is used. If
the average is above $4.26, the $4.26 price is used. The House PLC program always has an effective
price that is at least as great as the Senate PLC program.

Effective reference prices under the House PLC program would have been:
2014: $4.26
2015: $4.26
2016: $4.07
2017: $3.70
2018: $3.70

Effective reference price is higher than the $3.70 reference price in the years from 2014 to 2016, resulting
in larger payments. In 2014, for example, the House PLC program had a $64 payment versus a $0
payment under the Senate (and existing) program. Over the 2014 to 2018 period, the House PLC version
is estimated to have paid $51 per acre, $34 higher than the Senate PLC version. Had it existed, the
House PLC program would have made higher payments in DeKalb County than the two ARC-CO
alternatives and would have made expectations of payments by ARC-CO and PLC at the time of the 2014
farm bill sign up much closer. Note that the House PLC version is projected to make no payment for the
2018 crop.

Expectations of Prices and Program Costs Over the Life of the 2018 Farm Bill

The above analysis is historical illustrating the impacts of changes proposed by the House and Senate.
Payments on the commodity programs moving forward are the concern as negotiations on the 2018 Farm
Bill continue. The Congressional Budget Office (CBO) makes projections for commaodity title programs
using projected MYA prices. In their forecasts, CBO is using expected MYA prices for corn near the
reference price of $3.70 per bushel for the years from 2019 to 2022 (see Figure 2).
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Figure 2. Market Year Average Prices, Benchmark Prices, and Reference fdd
Prices, Corn
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These CBO price forecasts result in a much different price environment than when the 2014 Farm Bill was
passed. In 2014, the benchmark price for ARC was $5.29 per bushel, much higher than the $3.70
reference price (see Figure 2). The benchmark price was also higher than the actual MYA price. As a
result, ARC-CO was expected and did make higher payments for corn than PLC in most cases across the
United States.

Prices near $3.70 from 2018 to 2020 would cause the ARC benchmark price to be almost the same as
the reference price (see Figure 2). In this case, PLC will be expected to have higher payments than
ARC-CO. Any MYA price below $3.70 will trigger a PLC payment. In contrast, much lower prices would
have to occur before ARC-CO would make a payment. Given that county yield equals benchmark yield,
the MYA price would have to below $3.18 ($3.70 x .86 coverage level) before ARC-CO would make a
payment. Because prices need to be much lower under ARC-CO, payments are expected to be much
lower under ARC-CO than PLC

Projection made in its April 2018 baseline allows calculation of CBO’s projections of per acre ARC-CO
and PLC payments. On a national per base acre basis, ARC-CO is expected to make payments of $11
per acre for corn produced in the 2019 marketing year (see Table 2). For the 2019 marketing year, PLC
is projected to pay $38 per corn base acre. In each year of the projected life of the 2018 Farm Bill, PLC is
projected to pay more than ARC-CO. Over the 2019 to 2023 period, PLC is projected to pay an average
of $29 per corn base acre compared to $9 per corn base acre for ARC-CO.
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Table 2. CBO Estimates of National Per Acre Payments per Base

Acre, Corn
Marketing
Year ARC-CO PLC
$/base acre $/base acre
2019 11 38
2020 9 30
2021 8 25
2022 9 27
2023 9 27
Aw 9 29

Source: Calculated from information in CBO's April 2018 Baseline for Farm
Programs.

The Senate version of ARC-CO would result in higher payments for ARC-CO than those shown in Table 2
because the use of trend-adjusted yields and floors of 75% of t-yields will result in higher yield
benchmarks and ARC guarantees. CBQ'’s estimate of program outlay changes for the Senate version
suggest modest increases in spending of an average $20.5 million per year for marketing years from
2019 to 2023 (see Congressional Budget Office, Cost Estimates of S. 3042). The $20.5 million is
applicable to all program crops. However, even if all the $20.5 million were applied to corn, expected
payments would increase by $1.35 per corn base acre. This increase would leave expected payments for
ARC-CO near $12 per base acre, still well below those for PLC. It is unlikely this increase would change
any decisions by farmers as to which program to elect.

Turning to PLC, the House alternative will have at least as high of payments as shown in Table 2 for the
Senate version because the House version has the potential escalator provision for reference prices.
CBO estimates the impacts of the effective reference price mechanism to be minor for corn, with PLC
payments for corn increasing $5 million for the ten fiscal years from 2019 to 2028 (CBO,
https://www.cbo.gov/system/files/115th-congress-2017-2018/costestimate/hr2.pdf). This $5 million total
increase would work out to be less than an increase of $1 per corn base acre. The reason for this low
estimate is that MYA prices are not expected to get high enough to cause the effective reference price to
exceed the reference price.

Commentary on Choices

Given the choices in the House and Senate versions, most farmers and land owners would choose PLC
over ARC-CO for use on corn base acre. This assumes that prices remain at levels currently forecast. It
also assumes that farmers and land owners make choices based on highest expected payments from the
program.

Modifications could be made to ARC-CO to cause it to be more competitive with PLC. Modifications to
ARC-CO should have little impact on total program outlays until ARC-CO per acre payments begin to
close in on PLC per acre payments. Some possible modifications include:

1. Increasing the coverage level from .86 to a higher level.

2. Increase the largest ARC-CO payment from 10% of benchmark revenue to a higher value.
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3. Increase the minimum price for the calculation of the benchmark price. Currently, the reference
price is used when the MYA price is below the reference price. This floor price could be raised,
thereby increasing the lowest benchmark price and the lowest revenue guarantee.

Making modifications to ARC-CO seem justified. Creating a revenue program and price program with
roughly the same expected payments would allow farmers to choose between a revenue and price
program rather than making program choices based on expected payments.

YouTube Video: Discussion and graphs associated with this article: https://youtu.be/1w3kKdY2iSI
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