farmdocpaiy

1

Reviewing the CBO Baseline for 2018 Farm Bill Debate

Jonathan Coppess, Gary Schnitkey, Nick Paulson

Department of Agricultural and Consumer Economics
University of lllinois

Carl Zulauf

Department of Agricultural, Environmental and Development Economics
Ohio State University

April 12, 2018
farmdoc daily (8):65

Gardner Policy Series

Recommended citation format: Coppess, J., G. Schnitkey, C. Zulauf, and N. Paulson. “Reviewing the
CBO Baseline for 2018 Farm Bill Debate.” farmdoc daily (8):65, Department of Agricultural and Consumer
Economics, University of Illinois at Urbana-Champaign, April 12, 2018.

Permalink: http://farmdocdaily.illinois.edu/2018/04/reviewing-cbo-baseline-for-2018-farm-bill-debate.html

On April 9, 2018, the Congressional Budget Office (CBO) released its updated and revised baseline for
the major programs in the farm bill (Farm Programs April 2018 Baseline; SNAP April 2018 Baseline). If
Congress reauthorizes the farm bill programs this year, the April baseline estimates of spending (outlays)
will control the funds available to complete the effort. This article reviews the updated baseline for the
major mandatory programs in Title | (commodities), Title Il (conservation), Title IV (nutrition) and Title XI
(crop insurance) and CBO reported outlays back to 2008 (CBO, Details About Baseline Projections for
Selected Programs).

Background

Each year, the Congressional Budget Office (CBO) forecasts spending for mandatory Federal programs
for the next ten years. Known as the CBO Baseline, these spending estimates are used during farm bill
negotiations. In general, when Congressional committees work to reauthorize mandatory programs and
policies in the farm bill they must not add spending to the baseline. In that way, the CBO baseline
provides the upper limit on spending on agricultural spending. For farm bill negotiations during this year,
baseline spending of concern is for the 2019 through 2028 fiscal years.

The CBO April 2018 Baseline projects average spending at $86.72 billion per fiscal year, or $867.2 billion
for the ten-year budget window. Of this, 99.5% of the projected spending is from four titles in the farm bill:
Title I, Commodities; Title I, Conservation; Title IV, Nutrition; and Title XI, Crop Insurance. Roughly 77%
of the baseline spending is for the Supplemental Nutrition Assistance Program (SNAP) in Title IV; both
Title I and Title 1l programs account for 7% of spending each. Spending on Crop Insurance makes up
roughly 9% of total spending. The baselines for each of these four titles is discussed in further detail.
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For background and

a longer term perspective, Figures 1 and 2 place the 2018 Baseline (FY 2019-2028)

into a longer timeframe of spending as reported by CBO from Fiscal Year 2009 through 2018; 10 years of
reported expenditures compared to 10 years of projected expenditures. Because of differences in scale,
SNAP spending is provided separately in Figure 2.
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Figure 1. Expenditures and Projections (CBO) fdd
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Figure 2. SNAP Expenditures and Projections (CBO) tdd
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Baseline for Farm Programs in Title |

The programs in Title | include the Price Loss Coverage (PLC) and Agriculture Risk Coverage (ARC)
payment programs, as well as Marketing Assistance Loans (MAL), Loan Deficiency Payments (LDP), the
dairy Margin Protection Program payments (MPP) and disaster assistance payments (both livestock and
crop). Figure 3 illustrates the spending for these Title | programs as well as the USDA-created Cotton
Ginning Cost Share Assistance Payments. Figure 3 also includes the 2016 through 2018 Fiscal Years to
the 10 year projections (2019-2028) to complete the perspective on Title | spending for the 2014 Farm

Bill.
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Figure 3. Title | Spending by Program (CBO) fdd
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It is notable in Figure 3 that spending shifts dramatically from the ARC-CO program to PLC beginning with
2021. This is largely due to two items in the CBO assumptions. First, CBO is projecting relatively lower
prices throughout the baseline with wheat, seed cotton and peanuts remaining well below the reference
prices in PLC; corn and rice begin below the reference price but move above it in the out year projections,
while soybeans remain above the reference price. With so many base acres receiving PLC payments
due to prices at or below the reference prices in most years, the PLC program is expected to make
substantial payments.

Second, CBO'’s projections include participation information as well. The CBO Baseline continues to
assume a significant shift by farmers from ARC-CO to PLC, especially for corn. CBO assumes that
84.6% of corn base acres will enroll in PLC beginning in 2019 and 82.1% of wheat base acres will elect
PLC. By comparison, CBO assumes that 71.4% of soybean base acres will enroll in ARC-CO. CBO
does not provide a participation assumption for cotton under the new seed cotton program but indicates
that most payments (over 90%) will be for PLC. Similarly, almost all payments for rice and peanuts are
from the PLC program.

Figure 4 drills down further into spending for each of the major commodities covered by the Title |
programs. ltillustrates the total fiscal year outlays by major crop (corn, soybeans, wheat, cotton, rice and
peanuts) for all programs beginning with Fiscal Year 2016, the first fiscal year that spending for farm
programs in the 2014 Farm Bill would be reported given timing shifts for ARC and PLC.

Baseline for Crop Insurance in Title Xl

Title Xl of the 2014 Farm Bill contained revisions to the Federal Crop Insurance program and CBO
includes outlays in the baseline projections. Figure 5 illustrates the spending by the Federal Crop
Insurance Corporation (FCIC) for the main items in the program. Outlays consist of three items.
Premium subsidies offset part of the costs of crop insurance, reducing the amount of premium paid by
farmers. Delivery expenses are costs associated with crop insurance companies and are generally
known as Administrative and Operating (A&O) costs. Underwriting is the Federal government’s (FCIC)
share of any underwriting gains or excess losses on crop insurance.

Note that underwriting costs were negative in 2016, and 2017. In these years, total expenditures for
premium subsidy and A&O costs exceeded $7 billion each year but indemnities (and losses) were low.
The Risk Management Agency (RMA) reported a loss ratio of 0.42 for the 2016 crop year and 0.50 for the
2017 crop year. As such, the FCIC had gains in those years which reduced the Federal costs of the crop
insurance program to $3.5 billion and $4.4 billion, respectively. Underwriting represented significant
reductions in costs in 2016 and 2017. For projections in the baseline, CBO assumes small underwriting
losses.
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Figure 4. Total Title | Spending by Crop (CBO)
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Figure 5. Crop Insurance Spending (CBO) fdd
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Baseline for Nutrition Programs in Title IV

CBO notes that the mandatory outlays in the Baseline projections for the nutrition programs in Title IV are
for the Supplemental Nutrition Assistance Program (SNAP), formerly known as food stamps. SNAP
represents the largest item of spending in the farm bill (77% of the total), averaging $66 billion per fiscal
year in the baseline window (2019-2028). It also serves the largest constituency, with over 39 million
average monthly participants in 2019 falling to over 32 million average monthly participants in 2028. On
average it provides a low level of benefits, averaging $140 in average monthly benefits per participant in
the program during the baseline years.

Figure 6 compares CBO’s reported outlays for SNAP for 2014 Farm Bill fiscal years (2014 to 2018). It
also illustrates the CBO Baseline for SNAP through 2028, as well as average monthly participants in the
program.
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Figure 6. SNAP Outlays and Participation (CBO)

$90,000 50.00
$85,000 — . 45.00
~ .
$80,000 ~ . 40.00
T~
g — o
%$75,ooo T~ 35.00 2
o T e o
‘S $70,000 30.00 ©
7] /1]
= c
) 8
= $65,000 25.00 £
= =
$60,000 20.00
$55,000 15.00
$50,000 10.00
b o & R R R R R R R RO
N N N N of o NS '5 \2) o A
A A A A
m mmmm Qutlays == Avg. Monthly Participation

Baseline for Conservation Programs in Title Il

Finally, Figure 7 illustrates spending by the major conservation programs in Title Il of the Farm Bill. CBO
reported expenditures for the 2014 Farm Bill fiscal years (2014-2018) are included for additional
perspective on the projections for the baseline fiscal years (2019-2028).

m Figure 7. Conservation Program Outlays (CBO)
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The Conservation Reserve Program (CRP) remains the largest program by outlays and it currently has 24
million acres under its long-term contract. The Conservation Stewardship Program (CSP) spends through
five-year contracts with farmers to install, maintain and improve conservation practices across the entire
farm. The Environmental Quality Incentives Program (EQIP) is the next largest spending program and it
provides individual cost-share assistance contracts for specific conservation practices. The Agriculture
Conservation Easement Program (ACEP) uses long-term easements on farmland for the installation,
restoration and maintenance of wetlands, the protection of farmlands from development pressures or for
maintaining permanent grasslands. The Regional Conservation Partnership Program (RCPP) was
created by the 2014 Farm Bill to work across EQIP, CSP and ACEP to coordinate regional-scale
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conservation efforts in conjunction with non-Federal partners that have to help with costs. It has a far
smaller baselines. In total, the baseline for the working lands programs (CSP, EQIP and RCPP) is $35
billion over the ten years, compared to $24 billion for the reserve programs (CRP and ACEP).

Concluding Thoughts

CBO’s April 2018 Baseline will be a major influence on any Congressional effort to reauthorize a farm bill
this year. The projected spending in the Baseline represents the funds available to the House and
Senate Ag Committees for reauthorization. Under Congressional budget rules, the baseline is a zero-
sum game where any changes to policy that are estimated to increase spending must be accompanied by
changes that reduce spending. Therefore, this zero-sum game also impacts the politics for writing a farm
bill because it can pit interests against each other in a competition for estimated expenditures. For
example, changes to farm programs (ARC or PLC) that would increase outlays for one crop would have
to be accompanied by changes that reduce outlays for other crops, or those interests would have to go
outside Title | and reduce outlays in other programs such as crop insurance, conservation or SNAP. It is
generally politically difficult to move funds from one crop to the other. It is far more difficult to move funds
from programs in one title to those in another.

One further political complication resulting from the CBO Baseline is an overemphasis on the total
outlays. This is particularly the case with the SNAP program, which has the largest total outlays but also
provides assistance to the largest number of constituents with the lowest benefit per person. It tends to
generate the most partisan, political disputes, however, and these disputes can create serious
impediments to successfully reauthorizing a farm bill. Defeat of the House farm bill on the floor in 2013 is
the most prominent example and current reports indicate challenges for a farm bill in the House once
again because of a focus on reductions in SNAP spending.

The outlook for a farm bill in 2018 depends on many aspects within a time-consuming, difficult political
process. Among the most consequential are the CBO spending projections in the April 2018 Baseline.
They will influence what interests will be able to achieve within specific programs and titles of the bill, as
well as much of the politics surrounding the bill. The information provided in this article illustrates this
important background to the farm bill debate; any changes to the programs will be measured against it by
CBO, Members of Congress and interested parties.
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