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-
Overview: Ag Policy Update

- Look at data on how Commodity Programs and
Crop Insurance performed in 2017

- Give some Initial thoughts on the next Farm Bill

- Not talking about Regulation: WOTUS is dead



e
2014 Commodity Programs: PLC & ARC

- PLC (Price Loss Coverage): National Price Floor
- PLC Reference Price: Corn $3.70, Soybeans $8.40
- PLC PaymentRate = ReferencePrice — MYAPrice

- PLC Payment = 85% x BaseAcres x PaymentYield x PLC
PaymentRate

- ARC (Agriculture Risk Coverage): County Revenue Floor

- County Guarantee = 86% x 5-Year Olympic Average
County Yield x 5-Year Olympic Average MYA Price

- Actual Revenue = County Average Yield x MYA Price

- ARC Payment Rate = County Guarantee — Actual County
Revenue

- ARC Payment = 85% x BaseAcres x ARC Payment Rate
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http://www.farmdoc.illinois.edu/presentations/IFES_2017/

ARC + PLC Payments: All Crops

T  TowlPaa | Average
8 willion) | (s/Farm)

2014 2015 $5,260 $5,188
2015 2016 $7,808 $4,729
2016 2017 $6,916 $4,559
_— Total Paid Average
2014 2015 $228 $3,546
2015 2016 $202 $2,981
2016 2017 $59 $1,139

- WI 2017 payments were < 1/3 of 2016 payments, a 71% decrease
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ARC + PLC Payments: Select Crops

2014 2015 $3,749 $325 $353
2015 2016 $4,119  $1,093 = $1,142
2016 2017 $2,996 $200  $1,912
Cow 127% §182% 167%
2014 2015 $215.5 $10.4 $1.6
2015 2016 $178.8 $18.5 $1.7
2016 2017 $50.7 $0.02 $5.2

§72%  J100%  §200%



2016 ARC- CO Payment Rates for Corn
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2016 ARC- CO Payment Rates for Soybeans
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2016 ARC- CO Payment Rates for Wheat
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ARC vs PLC Payments: US and WI

~ Us($million) Wi ($million)

Crop
Year

2014
2015
2016

cale -

2015  $4,486  $774 $228
2016  $5,893 $1,915  $200 $2
2017  $3,731 $3,185 $53 $6

~ US(share)  Wi(share)

Crop
Year

2014
2015
2016

cale

2015 85% 15% 100% 0%
2016 15% 25% 99% 1%
2017 54% 46% 90% 10%



Historical and Projected ARC Prices
| |[———Comn——r | ——Soybean —~

Crop | MYA | ARC Price
Year | Price| Price |“Gap”’

MYA ARC
Price| Price

2009 3.70 2017: 18% drop 9.59
2010 5.18 in ARC price 11.30
2011 6.22 12.50
2012 6.89 14.40
2013 4.46 13.00
2014 3.70f, 5.29 1.59 10.10
2015 3.61 5.29 1.68 8.95
2016 3.36) \4.79 1.43 9.47 |
2017 3.20 3.92 0.72 9.50
2018 3.20 3.56 0.36 9.50

Olympic average of 2012-2016 prices

FSA projections for 2017

Price

(11 Gapﬂ

2017: 8% drop
In ARC price
 12.27 2.17
12.27 3.32
11.87 2.40
10.86 1.36
9.69 0.19



- MYA price was well

$6.50
CORN below ARC price,
#5:50 . . so large ARC
$4.50 * payments, even
. with large yields
$3.50 = :
$2.50 - Now smaller MYA-
2012 2013 2014 2015 2016 2017 2018 ARC price “gap”, so
~-MYA ~#ARC —PLC $3.70 need low county
$15.00 yields to trigger
$14.00 SOYBEAN ARC payments
oo ] . 2017 high county
$11.00 | yields already set,
$10.00 so small or zero
$9.00 ! * payments likely
$8.00

2012 2013 2014 2015 2016 2017 2018° 2018 ??7?
—-MYA ¢ ARC =—PLC $8.40
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Commodity Summary

- 2016 MYA price below ARC price, but we had high yields
- Corn: Much smaller ARC payments due to high yields

- Soybean: No ARC payments due to high yields

- Wheat: large ARC payments due to lower yields & prices

- ARC payments were large for 2014 and 2015 crop years,
much smaller for 2016 crop year.

- Expect small 2017 ARC payments unless we get
surprisingly low prices (high yields already set)

- Expect small 2018 ARC payments unless we get low
yields (low prices mostly already set)



Crop Insurance Participation in Wi
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~75% of polices: Revenue Protection with 70-80% coverage level



2017 RMA Crops' Indemnities
(As of 12/26/2017)
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2017 Indemnity by County

[ ]No Indemnity (30) -
[ 191 to $500,000 1
[ ]9$500,000.01 to $1,000,000 =
I $1.000,000.01 to $5,000,000
I $5.000,000.01 to $10,000,000
I over $10,000,000.01

har L ..-.ﬂr'
RM/ USDA Risk Management Agency




WI Crop Insurance Indemnities Paid
---- Indemnities ($ million) ----

Year | All Crops
8%

2012  S457 $398 $37 87%

2013  $462 $358 S71 78% 15%
2014 $S284 $219 $43 77% 15%
2015  S56 $24 $10 43% 17%
2016  S31 $12 S4 37% 11%
2017 $72 $43 $16 60% 22%

- Relatively low crop losses the last three years compared
to 2012-2014

- Corn and soybean dominate crop insurance in Wi



WI Crop Insurance: % policies
Indemnified and average indemnity paid

% Policies Average % Policies Average
Year | Indemnified | Indemnity | Indemnified | Indemnity

2012 44% $59,086 29% $13,036
2013 60% $36,147 44% $14,791
2014 57% $23,669 39% $9,842
2015 15% $10,281 12% $7,135
2016 8% $9,864 5% $5,998
2017 21% $13,912 18% $7,824

- Relatively low crop losses the last three years compared
to 2012-2014
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Crop Insurance Changes for 2018

- Technical change on premiums, slightly higher rate for
corn and slightly lower for soybean, but with crop prices
declines, premiums will be similar to last year’s

- New RMA/FSA tool for acreage reporting — only do it
once, but still have to sign in both offices

- Prevented Plant: need verifiable records to justify claims,

- 2017 changes to PP coverage for corn (55% of
guarantee, not 60%); no longer +10% PP, only +5% PP

- Adding or breaking new ground (CRP): talk to your agent
If you have not done before, some reporting requirements

- As always: Communicate with your agent!
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Initial Farm Bill Thoughts: When?

- 2014 Farm Bill expires Sep 30, 2018 (5 years)

- The last several Farm Bills were 5 years on paper, but
lasted 6 years: 1990, 1996, 2002, 2008, 2014

- Will Congress just extend it one more year (the usual) or
get a new one done in 20187

- GOP concerned that Senate or House will flip control in
Nov 2018 elections, so will they try to push one through?

- How big a priority is the Farm Bill for the GOP & Trump?
- Could they actually do it?
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Initial Farm BIll Thoughts: What? CUTS!

- Lots of concern with government spending, new tax bill
Increases deficit, budget rules make it zero sum, ...

- Farm Bill an easy target for the many non-ag interests,
both Republican and Democrat, to fund other priorities

CBO June 2017 Baseline with Existing Programs
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Source: Johnathan Coppess, U of IL: http://www.farmdoc.illinois.edu/presentations/IFES 2017/



http://www.farmdoc.illinois.edu/presentations/IFES_2017/

Expected Farm Bill Cuts: Crop Insurance

- Crop insurance has been, and likely will continue to be,
the target of cuts

- Costs ~$8B per year, of which ~$6B is premium subsidy
- Farmers currently pay about 1/3 of total premium

- Two targets: Premium subsidy caps and eliminate the
harvest price option for RP

« #1 Premium subsidy limits

- Senate passed a $750,000 AGI limit in 2012 and 2013,
but House narrowly defeated

- Will and AGI cap happen this time?
- Will premium subsidies be part of payment limits?
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Expected Farm Bill Cuts: Crop Insurance

- #2 Eliminate the Harvest Price Option for RP

- RP-HPO: Initial RP guarantee calculated using futures price,
but guarantee Is increased if the harvest price increases

- RP-HPE already exists, but few buy it

- Administration Budget (May 2017); Flake (R-AZ)-Shaheen
(D-NH) in Senate, Duncan (R-TN) in House in Nov 2017

- RP-HPE would be the base policy, and pay full price to add
the Harvest Price Option (HPO)

- Farmer cost impact depends on coverage level and units,
since premium subsidies vary

- Roughly 25% to 35% for Basic/Option units
- Roughly 70% to 140% for Enterprise units
- With AGI cap and drop RP-HPO saves ~$2.4 Billion/year
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Expected Farm Bill Cuts: Title |

- ARC discussion centers on calculation of county yield and
prices for better guarantees

- Trend yields, 3-10 year averages, no Olympic averaging
- With a new Farm Bill comes a new signup

- With low projected prices, CBO expects shift to PLC
from ARC by Midwest growers

- Project a decrease in Title | spending if no program
changes are made (lower overall prices)

- Cotton and dairy want changes to get more money
« Where will the money come from for this spending?

- WI has no one on House or Senate ag committees, so
will Wl interests (dairy) be well represented ?7??



° S NA P b en ef | ts Figure 3. Farm Bill Spending by Major Mandatory Programs
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Source: CRS, using USDA data, including USDA Farm Service Agency, “Table 35,” Agricultural Outlook; USDA
Risk Management Agency, “Program Costs and Outlays by Fiscal Year;” ]. Glauber, “Crop Insurance
Reconsidered,” American Journal of Agricultural Economics, 2004; USDA Farm Service Agency, “Output 3,”
Sourca: USDA Economic Research Service using data fram Congressional Budget Offics, Cost Commodity Estimates Book; USDA Natural Resources Conservation Service, “Soil and Water Conservation
Estimales for the Agricultural Act of 2014, Jan 2014, Expenditures, 1935-2010,” 201 I; and USDA Food and Nutrition Service, “National Level Annual Summary,
Participation and Costs.”

Total outlays = $489 billion

Source: Johnathan Coppess, U of IL: http://www.farmdoc.illinois.edu/presentations/IFES 2017/
USDA-ERS: https://www.ers.usda.gov/agricultural-act-of-2014-highlights-and-implications/



http://www.farmdoc.illinois.edu/presentations/IFES_2017/
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2018 Wisconsin Ag Outlook Forum

- 10:00-12:30 Agricultural Situation and Outlook

- Situation and Outlook: Farm Income and Cost, Dairy,
Grain and Livestock Markets, Specialty Crops, and the
Wisconsin Economy

- 1:30-4:00 Navigating the Rural Urban Divide
- The Politics of Resentment (Kathy Cramer)
- Myths and Realities of the Rural Urban Divide
- Wisconsin Agribusinesses Panel

- January 25, 2018, Union South on UW Campus

- $25/person, includes lunch
- Registration: https://renk.aae.wisc.edu/ag-outlook-forum/

@ RENK AGRIBUSINESS INSTITUTE



Questions?
Comments?

Paul D. Mitchell

UW-Madison, Ag and Applied Economics
pdmitchell@wisc.edu 608-265-6514

Follow me on Twitter: @mitchelluw a
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CBO projects shift to PLC if no program changes

Outlays: CBO June 2017 Baseline with Existing Programs
($ million)
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Slide from 2015: Law of Averages

Dane County, FAPRI Prices, 75% RP
Coverage, |5-year horizon |

Expected Crop Program Payments By Acre For Dane County YWisconsin Sample Farm

County ARC > PLC + SCO ARC was the best choice,
| for corn and soybean SPSUNNONEN but 2014 and 2015 ARC
, County ARC payments were above
L average, 2016 a little
below average, so 2017-
2018 payments will likely
I be well below average

N - |

. Corn > Soybeans > Wheat > Qats
« County ARC > PLC and PLC + SCO for corn and soybean
« PLC + SCO about same as County ARC for wheat



ARC Corn Payments Paid in 2016 & 2017
($/base acre)

2015 ARC- CO Payment Rates for Corn
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2016 ARC- CO Payment Rates for Corn
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ARC Soy Payments Paid in 2016 & 2017
($/base acre)

2015ARC- CO Payment Rates for Soybeans

2015 Payment Rates
@A (3 Per Acre) .
— |
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$1.08 Billion = 14% of total

2016 ARC- CO Payment Rates for Soybeans
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ARC Wheat Payments Paid in 2016 & 2017
($/base acre)
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2016 ARC- CO Payment Rates for Wheat

Fd
*
~—
|
3 5
USD A 2016 Payment Rates
—_—— ($ Per Acre)
Fam Service Agency [ 5000 [ ] 529.76-$3836
A ereeacy, Compliance Divison [ |NoBaseacres|  |so09-sisoo [ s38.87-55561

October 23,2017

[ Is1810-52075 | s55.62-s84.42

$0.65 Billion = 9% of total



2017 RMA Crops' Indemnities
(As of 12/26/2017)

2017 Indemnity by County

[ |No Indemnity ($0)
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RMA USDA Risk Management Agency I over $10,000,000.01
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2016 RMA Crops' Indemnities
(As of 07/03/2017)

[ 1 No Indemnity ($30)
151 to $500,000 1
[ $500,000.01 to $1,000.000
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RMA USDA Risk Management Agency I over $10.000,000.01



2015 RMA Crops' Indemnities
(As of 09/26/2016)

[ ] No Indemnity (30)
[ 1%11to $500,000
[ $500,000.01 to $1,000,000
I $1,000,000.01 to $5,000,000
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I over $10,000,000.01

RMA USDA Risk Management Agency
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