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The Agriculture Improvement Act of 2018 (2018 farm bill) has an escalator option for the reference price
used to calculate ARC and PLC payments. Effective reference price equals the higher of (a) statutory
reference price (reference price stated in farm bill) for the covered commodity or (b) escalator option of
85% of the Olympic average price of the covered commodity for the 5 most recent crop years (excludes
high and low price), but (c) cannot exceed 115% of statutory reference price. This article contains an
analysis of this 2018 farm bill provision for the upcoming 2019 crop year.

Data and Procedures

Statutory reference price and 2014-2018 market year average prices used to calculate the price escalator
are from the US Department of Agriculture, Farm Service Agency website. There are 23 program
commodities. However, the reference price for temperate japonica rice equals [effective reference price
for long grain rice) times (ratio of average 2012-2016 market year price of medium grain rice to average
2012-2016 market year price of all rice)]. The price escalator provision is thus effectively the same for
temperate japonica and long grain rice. Since the 2018 crop year is on-going; its market year price is the
current estimate as of February 8, 2019. See Data Notes 1 and 2 regarding market year price for
medium/short grain rice and seed cotton.

Statutory Reference Price

Figure 1 presents statutory reference prices for 22 program commodities. The unit in which price is
guoted is in parenthesis.
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Figure 1. Statutory Reference Price, US Program Commodities, 2018

Farm Bill
Flaxseed (bu.) $11.2840
Soybeans (bu.) $8.4000
Wheat (bu.) $5.5000
Barley (bu.) $4.9500
Grain Sorghum (bu.) TEEEEEE————— $3.9500
Corn (bu.) $3.7000

Oats (bu.) —— $2.4000

Seed Cotton (Ib.) == $0.3670
Peanuts (Ib.) = $0.2675

Large Chickpeas (Ib.) = $0.2154
Sunflower Seed (Ib.) = $0.2015
Sesame Seed (Ib.) = $0.2015
Safflower (Ib.) = $0.2015
Rapeseed (Ib.) = $0.2015
Mustard Seed (Ib.) = $0.2015
Crambe (Ib.) = $0.2015

Canola (Ib.) = $0.2015

Lentils (Ib.) = $0.1997

Small Chickpeas (Ib.) = $0.1904
Rice (med/short grain) (Ib.) = $0.1400
Rice (long grain) (Ib.) ® $0.1400
Dry Peas (Ib.) » $0.1100

Reference Price Escalator

The reference price escalator is calculated for the 2019 market year using the farm bill formula and
market year prices for 2014 to 2018. Figure 2 presents the reference price escalator as a ratio to the
statutory reference price. The ratio ranges from 68% for peanuts to 165% for sesame seed. A ratio
above 100% implies the program commodity is currently expected to have an effective reference price
that is greater than the statutory reference price for the 2019 market year. A ratio less than 100% implies
the program commodity is currently expected to have the statutory reference price. Effective reference
price can change each year since the calculation window changes. For example, the window for the
2020 market year will be the 2015-2019 market years.

tdd Figure 2. Ratio of Reference Price Escalator to Statutory Reference
N Price, US Program Commodities, 2018 Farm Bill

Sesame Seed (Ib.) 165%
Crambe (Ib.) e 1 51 %
Mustard Seed (Ib.) 140%
Large Chickpeas (Ib.) 123%
Rap d(Ib.) 120%
Lentils (Ib.) 112%
Small Chickpeas (Ib.) 108%
Safflower (Ib.) 99%
Soybeans (bu.) 97%
Dry Peas (Ib.) 94%
Oats (bu.) T 4%,
Barley (bu.) 90%
Sunflower Seed (Ib.) 82%
Corn (bu.) 82%
Wheat (bu.) 80%
Seed Cotton (Ib.) EEEEEE—————————————— 7 %,
Flaxseed (bu.) 76%
Grain Sorghum (bu.) 76%
Rice (med/short grain) (Ib.) 75%
Canola (Ib.) 72%
Rice (long grain) (Ib.) 70%
Peanuts (Ib.) 68%

Higher Effective Reference Prices

Based on currently available information the effective reference price is expected to exceed the statutory
reference price for crambe, large and small chickpeas, lentils, mustard seed, rapeseed, and sesame
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seed. The increase is capped at 115% for all but 2 of these program commaodities (lentils and small
chickpeas). This cap is reflected in Figure 3. Also presented in Figure 3 is the current estimate of 2018
market year price. Making the simple assumption that 2019 market year price will be 2018 market year
price, the reference price escalator will result in higher PLC (Price Loss Coverage) payments for lentils,
rapeseed, and large and small chickpeas but not for crambe, mustard seed, and sesame seed.
Payments are not expected for the latter since expected market year price exceeds their effective
reference price.

Figure 3. Comparison of 2018 Farm Bill Reference Prices and 2018
Market Year Price, Program Commodities that Have Higher Effective
Reference Price, US
02018 market year price Beffective reference price statutory reference price

$0.1800
Small Chickpeas (Ib.) 1$9%£060
$0 0 0
Large Chickpeas (“J.) h\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\1
$0.2000
Lentils (|b.) B T B R R R B N S R R N R R N R S S S 9$70.2233
$0.2200
Rapeseed (Ib.) AN RS AN R A S S 5$0.231 T
$0.20
$0.2640
Crambe (lb.) Ehgnt S B B T B B S S S S R S R S R S B S ‘- 0.
$0.20
$0.3150
Mustard Seed (lb.) o R S R A S S S A A R R S S S s s Y ‘- 0.
$0.20
$0.3500
Sesame Seed (lb.) ISR RS AR R R R B b St i B R A i Ay et i A B Bt St b S ‘. 0.
$0.20

Summary Observations

e Based on current information, crambe, large and small chickpeas, lentils, mustard seed,
rapeseed, and sesame seed are likely to have higher reference prices for the 2019 market year
due to the reference price escalator provision in the 2018 farm bill.

e However, it currently appears likely crambe, mustard seed, and sesame seed will not receive
PLC payments as market year price is likely to exceed even their higher effective reference price.

e Thus, the 2018 farm bill reference price escalator does not fully address the payment difference
that arises among the minor oilseeds from using a single reference price for them despite widely
different market prices (see May 31, 2018 farmdoc daily article for discussion of this issue).

Data Notes

1. Medium/short grain excludes temperate japonica rice.

2. Seed cotton price is a weighted average of upland cotton and cottonseed prices. The 2018
market year for upland cotton and cottonseed are, respectively, August 1, 2018 to July 31, 2019
and August 1, 2018 to February 28, 2019.
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