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Marketing Year Average Prices 
and the Counter-cyclical

Payment

The 2002 Farm Bill introduces a new
domestic commodity price support
program known as the counter-cyclical
payment (CCP).  This payment is a third 
payment type in addition to the direct 
payments and loan deficiency payments, 
which existed in the previous farm bill.
The counter-cyclical payments are
unique in that they are both variable
and decoupled.  The counter-cyclical
payments are variable because they
depend on the marketing year average 
(MYA) commodity price calculated over 
the 12-month period beginning at
harvest.  Estimates of the MYA price
may change as cash prices change
during the marketing year.  Counter-
cyclical payments are decoupled
because they are paid based on contract 
acreage and a defined payment yield,
rather than the actual production of the 
farm.

The fact that the counter-cyclical
payment is both variable and decoupled 
may present landowners and producers 
with something of a dilemma.  For
example, sometime prior to planting, a 
producer on a farm with a cotton base 
may decide to plant soybeans instead of 
cotton, anticipating a direct and CCP on 
the cotton base regardless of what is
planted.  However, the actual amount of 
the CCP won’t be known until after the 
end of the marketing year—well over a 
year from the time planting decisions
are being made.  It is possible that a
significant increase in cotton prices
could occur between planting and the
end of the following marketing year,
reducing or even eliminating the
anticipated CCP.

Many people around the country,
particularly in the Cotton Belt, are discussing 
strategies for protecting the CCP using
futures or options on futures.  In
considering such strategies, it is important 
to understand the season average price,
how it is calculated, and how it affects the 
counter-cyclical payment.

First, the CCP is calculated as follows:

CCP = [Target Price – Direct Payment Rate –
(higher of Loan Rate or MYA Price)] x 0.85 x 
Base Acres x Base Yields.

A $65,000 per person per year payment
limit applies on the CCP; however, the
three-entity rule, which also applies to the 
CCP, effectively doubles that limit.  Given
the calculation for the counter cyclical
payment, one can see that the payment will 
be maximized when the MYA price is at or 
below the loan rate.  Using cotton as an
example, the maximum possible counter
cyclical payment of $0.1373 per pound
occurs when the MYA price is below the loan 
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The MYA price is meant to represent a weighted average of 
sales for the crop at the point of first sale.  It excludes any 
value added to the crop by processing.  It reflects either the 
cash price received by producers or the contracted price at 
delivery.  Contract sales are counted in the month which
delivery actually takes place.  The MYA price does not
include government payments and is adjusted for quality
factors.

MYA price information is obtained by the National 
Agricultural Statistic Service (NASS) through a
stratified sample of crop buyers.  NASS collects
data on both the quantity purchased and the prices 
paid for the crop.  Sampling techniques are used so 
that not all buyers are surveyed each year.
However, a set of buyers are drawn for a particular 
crop year and then surveyed once a month for the 
entire marketing year.  The calculation for a
monthly average price is based on weighting
factors derived from the quantities purchased by
each individual buyer surveyed.  The MYA price for 
the entire marketing year is then weighted by the 
quantity of sales that occur in each month.  For 
example, if 20% of the sales for the entire
marketing year occur in the harvest month, then 
the price observed in that month will be given a
weight of 0.20.  Another month away might only 
have 5% of the year’s total sales and would be
given only ¼ the weight of the harvest month.

For most commodities, the percent of the crop sold 
each month is fairly stable.  This is illustrated in 
figure 1, which summarizes average marketings by 
month from 1995/96 to 2000/01.  In these figures, 
the solid line indicates the average percent of the 
crop marketed in a given month while the dashed 
lines represent the minimum and maximum
percentages recorded over the six-year period.

For cotton, the peak marketing season occurs in
November through January.  On average, about 
half of the crop is marketed between harvest and 
the end of December.  For soybeans, the peak
marketing season occurs during harvest in October, 
with about a quarter of the entire crop being
marketed in that month.  A significant percentage 
of beans is marketed in January, reflecting sales
delayed until after the first of the year for the
purpose of reducing taxable income in the year of 
harvest.  In the corn market, the percentage of
sales in January is about equal to the percentage of 
sales at harvest.  For all three commodities listed 
here, the percent of the crop marketed each month 
does appear to be relatively stable over time. 

Table 1.  Marketing Years for Various Crops
Crop Marketing Year States

Cotton August through July All States

Soybeans September through August All States

Corn August through July Mississippi & Several 
Southern States

Corn September through October Mid-western states

Rice August through July Arkansas & Mississippi

Average Monthly Cotton Marketings:
1995/96 - 2000/01
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Average Monthly Corn Marketings:
1995/96 - 2000/01
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Average Monthly Soybean Marketings:
1995/96 - 2000/01
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Figure 1.  Average Monthly Crop Marketing Percentages

Source: Agricultural Prices.  USDA-National Agricultural Statistics Service.
Washington DC.  Various Issues. 1995-2002.
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The effect of the seasonal crop marketing percentages on 
the MYA are clear: prices occurring during peak marketing 
periods will have the greatest impact on the MYA.  Figure 2 
shows average seasonal prices for cotton, corn, and
soybeans based on data from 1975/76 through 2000/01.
Monthly average marketing percentages are shown on the 
graphs as well.

As this figure shows, for corn and soybeans, seasonal price 
lows occur during harvest and correspond with heavy
marketings.  For cotton, the situation is slightly different,
with seasonal price lows occurring in January or February—
shortly after the peak in crop marketings.  The information 
in these graphs would indicate that the MYA price should 
generally be lower than a simple average of monthly prices.

This is because lower prices will tend to receive
more weight in the calculation of the MYA because 
of the pattern of crop marketings.  In fact, from
1975/76 through 2000/01, MYA prices for cotton,
soybeans, and corn were about $0.004/lb,
$0.03/bu, and $0.05/bu below the simple average 
of monthly prices, respectively.

Keith Coble  662.325.6670   John D. Anderson  662.325.1788

Protecting the Counter-cyclical
Payment on Cotton

As noted in the preceding article, the new counter-
cyclical payment (CCP) established in the 2002
Farm Bill is somewhat unique in that it is both
decoupled and variable.  It is decoupled because it
is paid on a farm’s base rather than on actual
production, and it is variable because the level of 
the CCP is influenced by market prices as measured 
by the national marketing year average (MYA)
price.

With cotton prices at historically low levels, many
landowners and producers are undoubtedly
considering planting their cotton base to some
other crop (or not planting it at all) while collecting 
a cotton CCP.  The risk in pursuing this strategy is 
that cotton prices may rise between the time
planting decisions are made and the end of the
subsequent marketing year.  If prices rise
sufficiently, the CCP could be reduced or even
eliminated.  Recognizing this risk, many landowners 
and producers are looking for strategies to protect 
the anticipated CCP using existing futures market 
instruments.  There are several things that
producers need to consider before implementing
such strategies.

First, it is important to point out that if the cotton 
base is planted to cotton, there is no need to
protect the CCP using futures or options.  In that 
case, the commodity itself provides protection
against a declining CCP since its value rises as the 
CCP declines.  Second, the CCP does not change at 
prices below $0.52 so protection against price
changes below that level is not necessary.  For
example, if the price of cotton changes from $0.42
to $0.45, the CCP will not be affected.  Similarly, 
the CCP will not be affected by price changes above

Monthly Cotton Price and Marketings
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Monthly Corn Price and Marketings
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Monthly Soybean Price and Marketings
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Figure 2.  Average Monthly Crop Prices and Marketings

Source: USDA National Agricultural Statistics Service.
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Figure 3.  Basis between NYBOT Dec Cotton and U.S. MYA Price$0.6573 (target price – direct
payment rate) since the CCP
becomes zero above that price.  In 
short, any CCP protection strategy
needs to focus on the price window 
between $0.52 and $0.6573.

Other considerations are less
obvious.  For example, base holders 
need to think about what contract
month to use in protecting the CCP.
Contract months for cotton futures 
and options on the New York Board 
of Trade (NYBOT) include March,
May, July, October, and December.
As the preceding article shows, the
bulk of cotton marketing takes place 
from November through January.
Prices in these months will thus have 
the greatest influence on the
marketing year average price.  It seems logical, then, to
focus efforts to protect the CCP on the December futures 
contract; however, it is important to recognize that using the 
December contact exclusively will leave no protection in
subsequent months.  It may be possible to use multiple
contracts (or options on multiple contracts) in a CCP
protection strategy.  In that case, the base holder must
decide how large of a position to take in each contract
month. Basing the size of futures market positions on the 
seasonal pattern of cotton marketings (see figure in previous 
article) makes intuitive sense; however, practical
considerations may make such a strategy difficult.  For
example, at the time planting decisions are being made,
options on the following year’s May and July contracts would 
be expensive due to the time value of options that far from 
contract maturity, assuming that it would even be possible 
to purchase options that far in advance.  Options on futures
contracts more than one year from maturity are often very 
thinly traded.

As with a hedge on an actual commodity, it is important to 
understand basis.  Basis refers to the difference between
cash and futures prices.  In hedging a commodity, the basis 
of interest is the difference between the futures price for the 
commodity and the cash price in the market where the
commodity will be sold.  The counter-cyclical payment,
however, is not influenced by the local cash price but rather 
by the national MYA price.  Figure 3 shows the basis
between the NYBOT December cotton futures contract (at 
contract maturity) and the MYA price for cotton—calculated
as the cash price minus the futures price.

Note in this figure that in the period from 1975 to 2001, 
basis ranged from about $0.03 to -$0.16.  On average, the 
basis was about -$0.055.  With respect to CCP protection 

strategies using call options1, expectations regarding basis 
will also influence the level of protection that a base holder 
would want to purchase since the CCP is not sensitive to
changes in price below the loan rate of $0.52.  An example 
will help illustrate this point.

Suppose at planting time, December cotton futures are
trading at $0.535/lb.  Using an expected basis of -$0.055,
this would indicate that a full CCP could be forthcoming at 
the end of the marketing year.  If a producer wanted to
plant soybeans on his cotton base and purchase a call option
to protect against a price increase eliminating the CCP, what 
would be most appropriate strike price at which to purchase 
the call option?  Consider the two possibilities outlined in
table 2 below:

Table 2.  CCP Protection Using Call Options

Futures Price $0.535

Expected Basis -$0.055

Expected CCP $0.1373

Option A Option B

Strike Price $0.56 $0.58

Premium $0.025 $0.015

Protected CCP1 $0.1373 $0.1323
Protected CCP –
Premium $0.1123 $0.1173

1
Protected CCP = (Target Price – Direct Payment Rate – {higher of Loan 

Rate or (Strike Price – Basis)}.

Note that even though Option A has a lower strike price, it 
offers less protection for the CCP than Option B.  For a 

1
A call option conveys the right but not the obligation to buy an underlying 

futures contract at a specified price (the strike price) at some point in the 
future.
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higher premium, Option A offers some risk protection at
expected market prices below the $0.52 loan rate.  This
protection is unnecessary since the CCP is not affected by 
price changes below $0.52.  Thus, considering expected
basis and differences in premium, Option B actually protects 
a larger share of the expected CCP in spite of its higher 
strike price.

As in any hedging situation, changes in basis will affect the 
effectiveness of any CCP protection strategy using futures or 
options.  Table 3 presents a hypothetical CCP protection
example illustrating how changes in basis affect the outcome 
of the strategy.

Table 3. Impact of Basis Changes on CCP Protection
Planting-time
Futures Price $0.588

Call Option Strike $0.610

Premium $0.025

Expected Basis -$0.055

Protected CCP $0.1023
Protected CCP –
Premium $0.0773

Basis 1 Basis 2

Actual MYA price $0.636 $0.636
Futures Price at 
Expiration $0.706 $0.681

Basis -$0.070 -$0.045
Futures Gain + 
Actual CCP

$0.071 + $0.0213 
= $0.0923

$0.046 + $0.0213 
= $0.0673

This example illustrates the concept of basis risk, which
applies to any type of futures market hedge.  Changes in 
basis will affect the outcome of the hedge.  If basis narrows,
the hedge will be less effective than expected, but if basis 
widens, the hedge will be more effective than expected.
This will be the case in any long hedging situation.  The
point is that a CCP protection strategy using futures and/or 
options on futures, like just about any other hedge, will not 
provide perfect protection—variability in basis must be
considered.

There are a couple of additional points to consider in
protecting the CCP.  First, the effect of payment limits
should not be forgotten.  Regardless of base production or 
MYA price expectations, CCPs to any individual are capped at 
$65,000 ($130,000 under the three-entity rule).  This may 
affect the size of the position that a base holder would want 
to take in the futures market.  Finally, it is not yet known 
whether base holders using the futures market to protect 
the CCP will be treated as hedgers or speculators.  Margin 
requirements on futures positions are greater for speculators 
than for hedgers.

In summary, landowners and producers who elect not to
plant cotton on their cotton base need to be fully aware that 
the CCP is influenced by the MYA price, which will not be 
known until well over a year after planting decisions have 
been made.  Existing futures market instruments do provide
some means of protecting an anticipated CCP; however, it is 
not yet clear how effective this protection will be.  Research 
is ongoing in the Agricultural Economics Department at
Mississippi State University to define and evaluate CCP
protection strategies that will be of use to cotton producers.
On a more general note, while the focus of this article has 
been on cotton because of the current price situation in the 
market, all of the concepts and issues discussed in this
article apply equally to all program crops.

John D. Anderson 662.325.1788
Keith Coble 662.325.6670
Corey Miller 662.325.0848

Crop Progress Report

The latest weekly Crop Progress report from USDA
emphasizes the extreme difficulty that producers around the 
Mid-South are having in getting crops out of the field.
Persistent wet weather across the region has hampered the 
harvest of cotton and soybeans.  While the amount of crop 
damage is difficult to assess until farmers can get back into 
the fields, what started out as a bumper crop has
undoubtedly deteriorated significantly over the last few
weeks.

The Crop Progress report for the first week of November
included the following information on cotton and soybean
harvest progress:

Table 4.  Cotton and Soybeans: Percent of Crop 
Harvested, Selected States

Cotton Soybeans

State Nov 3, 
2002

1997-2001
Avg.

Nov 3, 
2002

1997-2001
Avg.

AR 65 89 59 78

LA 64 97 67 98

MO 67 86 79 85

MS 60 94 78 93

TN 58 89 47 71

Nationally, soybean harvest progress is running only slightly 
behind the five-year average since most of the Mid-Western
states have nearly completed harvest.  Nationally, the cotton
harvest is about 15% behind the five-year average.  In most 
states, the cotton harvest is running significantly behind
schedule—though the problem is most severe in Mississippi, 
Louisiana, and Tennessee.  Notable exceptions include
California, Arizona, and Virginia, where harvest is running 
ahead of the five-year average pace.

John D. Anderson 662.325.1788
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Upcoming Events

Sportsmen’s Expo
November 9
Canton/Madison Co. Multipurpose Complex – Raymond, MS

Ag Market Network Monthly Meeting
November 14
Contact county extension office or MS Farm Bureau

Catfish Processors Conference
November 21
Bost Extension Center – MSU Starkville, MS

MSU-MAFES Production Sale
November 21
Mississippi Horse Park – Starkville, MS

Beef Cattle Field Day
November 23
South MS Branch Exp. Station – Poplarville, MS

Deep South Fruit & Vegetable Conference
December 4-6
President Broadwater Towers Hotel & Convention Center
Biloxi, MS

USDA Reports Calendar

November 12
Cotton Ginnings
Crop Production

November 15
Cattle on Feed
Milk Production

November 20
Cold Storage

November 22
Catfish Processing
Chickens & Eggs
Livestock Slaughter

November 25
Cotton Ginnings

November 27
Agricultural Prices
Monthly Hogs & Pigs

If you would like to receive Agricultural Economic & 
Policy Perspectives in electronic format, please notify
John Anderson by e-mail at anderson@agecon.msstate.edu 
or by phone at 662.325.1788.


