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Summer is officially upon us, but it has arrived in an “acrid haze” of portent with smoke descending on
large swaths of the U.S. from Canadian forest fires, increasingly severe drought in the Midwest, and an
expanding heat dome over Texas and the Southeast (Bosman, June 27, 2023; Drought.gov, June 23,
2023; Cappucci, June 27, 2023). Meanwhile, in Congress, the agricultural committees are attempting to
reauthorize a farm bill in 2023, but with concerning portents in the aftermath of the debt limit deal (see
e.g., Good, Farm Policy News, June 27, 2023; Abbott, June 27, 2023; Heslip, June 23, 2023; Douglas,
June 22, 2023); Karni, June 7, 2023; Ferris, Beavers, and Carney, June 7, 2023). Continuing the review
of the 2018 Farm BiIll, this article adds another view of the Agriculture Risk Coverage, County Option
(ARC-CO) and the Price Loss Coverage (PLC) row crop payment programs.

Background

Providing direct federal support to a subset of American farmers is the origin story of the Farm Bill, with its
beginnings in the Great Depression and the New Deal policy of the Agricultural Adjustment Act of 1933.
What began as an emergency response to economic crisis has persisted through vast changes in farming,
as well as American society and politics. This nine-decade-long policy debate has mostly been wrapped
around the price movements of a few row crops, spun by the regional politics in Congress. It began, in
other words, as a regional coalition built on three crops—corn in the Midwest, cotton in the South and
wheat in the Great Plains—suffering low prices in the Great Depression. In the Agriculture Act of 2014,
Congress replaced the annual direct payments first authorized in 1996 with a choice between PLC and
ARC, with those electing ARC choosing between ARC-CO (by covered commodity) or ARC-IC (all
covered commodities) (P.L. 113-79). The 2018 Farm Bill continued this policy design in which farmers
elected either ARC (CO or IC) or PLC (P.L. 115-334). The Congressional Budget Office (CBO) projects
that PLC will spend $33.9 billion and the county-based option of ARC (ARC-CO) $18.3 billion over the ten
fiscal years (FY) from FY2024 to FY2033; ARC’s individual option (ARC-IC) is projected to spend $623
million over that time (farmdoc daily, February 23, 2023; May 18, 2023; CBO, May 2023).

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 Palicies here.
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Discussion

Because crop prices have been the predominant issue for federal farm policy, this discussion begins with
a broad historical overview of crop prices in Figure 1a, comparing the major program crops (corn,
soybeans, wheat, cotton, rice and peanuts) using data reported by the National Agricultural Statistics
Service (NASS, Quickstats). Figure 1a compares the national marketing year average (MYA) prices, with
corn, soybeans, and wheat in dollars per bushel, while cotton, rice and peanuts are in dollars per pound
(rice converted from dollars per hundredweight). To add further context, Figure 1b calculates the national
average revenue per acre for these crops since 1996 by multiplying the MYA price and the national
average yield reported by NASS. The year 1996 was selected because that is when Congress decoupled
farm program payments from planting decisions and production. Decoupled payments are made on base
acres, which are records of previous planted acres and not the actual acres planted (7 U.S.C. §9012).
Thus, a farmer can receive payment for a crop that she or he does not plant if that farm has base acres
for the crop, and a farmer can plant other crops on the actual acres. Under this feature, payments are
decoupled in the sense that they are not made based upon actual planting and production decisions and
it is considered that payments are less likely to influence farmer planting decisions.

Figure 1a. Marketing Year Average Prices by Major Program Crop
(USDA-NASS)
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Figure 1b. National Average Revenue per Acre, Major Program
Crops (USDA-NASS)
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The figures illustrating crop prices and revenues represent the key data points for calculating PLC (MYA
prices) and ARC payments (national average revenue as a proxy). PLC is the traditional fixed-price
payment program. Figure 2 provides statutory excerpts for the PLC payment calculations (7 U.S.C. §9016)
and relevant definitions (7 U.S.C. §9011). Payments are calculated as the difference between the

effective reference price and the effective price (or MYA above the loan rate) and triggered whenever the
MYA price is lower. In the 2018 Farm Bill, Congress added an escalator provision to PLC, known as the
effective reference price, which is calculated as the 5-year Olympic moving average of MYA prices up to
115% of the statutory reference price. The statutory reference price remains the floor for triggering
payments, it can increase (up to 115%) but cannot decrease.

Figure 2. Statutory Excerpts, Price Loss Coverage (PLC)

§9016. Price loss coverage (7) Effective price
The term "effective price”, with respect to a covered commodity for a crop year, means the price caiculated by the
(a) Price loss coverage payments Secretary under section 9016(b) of this title to determine whether price loss coverage payments are required to be

If all of the producers on a farm make the election under subsection (a) or (h) of section 9015 of this title to obtain price provided for that crop year.
loss coverage or, subject to subsection (c)(1) of such section, are deemed to have made such election under subsection (8) Effective reference price
(€)(2) of such section, the Secretary shall make price loss coverage payments to producers on the farm on a covered The term "effective reference price”, with respect to a covered commodity for a crop year, means the lesser of the
commodity-by-covered-commodity basis if the Secretary determines that- folig
(1) for any of the 2014 through 2018 crop years-

(A) the effective price for the covered commodity for the crop year is less than ‘B’(‘f'"nz",':,‘::;r;ef::'"'fe"";gsﬁarte:'o“’l'e}m omCy o

(B) the reference price for the covered commodity for the crop year. or (i) 85 percent of the average of the marketing year average price of the covered commodity for the most recent
5 crop years, excluding each of the crop years with the highest and lowest marketing year average price.

(A) An amount equal to 115 percent of the reference price for such covered commodity.

(2) for any of the 2019 through 2023 crop years-
(A) the effective price for the covered commodity for the crop year; is less than
(B) the effective reference price for the covered commodity for the crop year.
(b) Effective price
The effective price for a covered commodity for a crop year shall be the higher of-
(1) the national average market price received by producers during the 12-month marketing year for the covered (19) Reference price
commodity, as determined by the Secretary; or The term “reference price”, with respect to a covered commodity for a crop year, means the following:
(2) the national average loan rate for a marketing assistance loan for the covered commodity in effect for such crop (A) For wheat, $5.50 per bushel.
year under subchapter Il (B) For corn, $3.70 per bushel.
(C) For grain sorghum, $3.95 per bushel.
(c) Payment rate (D) For barley, $4.95 per bushel
(1) In general (E) For oats, $2.40 per bushel.
(F) For long grain rice, $14.00 per hundredweight.
(A) 2014 through 2018 crop years (G) For medium grain rice, $14.00 per hundredweight
For the 2014 through 2018 crop years, the payment rate shall be equal to the difference between- (H) For soybeans, $8.40 per bushel.
(i) the reference price for the covered commodity; and (1) For other oilseeds, $20.15 per hundredweight
(ii) the effective price determined under subsection (b) for the covered commodity. (J) For peanuts, $535.00 per ton.
(B) 2019 through 2023 crop years {9 Fordry peas, $11.00 pet. undrecweight

(L) For lentils, $19.97 per hundredweight.
For the 2019 through 2023 crop years, the payment rate shall be equal to the difference between- (M) For small chickpeas, $19.04 per hundredweight

(i) the effective reference price for the covered commodity; and (N) For large chickpeas, $21.54 per hundredweight.
(ii) the effective price determined under subsection (b) for the covered commodity. (O) For seed cotton, $0.367 per pound.

Only low prices trigger PLC payments, as defined by the statutory reference price or the temporary
escalator provision. For PLC, then, the key to the program is the level at which Congress fixes the
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statutory reference price; the higher the statutory reference price, the more likely it will trigger payments
and the larger those payments will be (see e.g., farmdoc daily, March 2, 2023). PLC payments use the
payment rate (difference between effective prices and effective reference prices) with a fixed program
yield for the crop (7 U.S.C. §9013). PLC payments are made on 85% of the base acres.

ARC is more complicated as it requires calculating a moving benchmark of prices and yields (revenue).
Figures 3a to 3c provide statutory excerpts of the ARC calculations, highlighting the county coverage
option (7 U.S.C. 89017). Payments are triggered when revenues fall below a guaranteed revenue, with a
maximum of 10% of the benchmark revenue (3a). The guarantee is 86% of the benchmark, calculated as
the 5-year Olympic moving average MYA and yield (3b). Finally, the actual revenue is the MYA price
multiplied by the average yield in the crop year (3c). ARC-CO payments are also made on 85% of the
base acres for the covered commodity, while ARC-IC payments are made on 65% of the total base acres
of all covered commodities on the farm.

Figure 3a. Statutory Excerpts, Agriculture Risk Coverage (ARC)

(6) Low national average market price
(A) Reference price

) AN,
(B) Effective reference pricel

paragraph (2)(B) or (3)(A)(ii).
(d) Payment rate

For the 2014 through 2018 crop years, if the national average market price received by producers during the 12-
month marketing year for any of the 5 most recent crop years is lower than the reference price for the covered
commodity, the Secretary shall use the reference price for any of those years for the amounts in paragraph (2)(B) or

For the 2019 through 2023 crop years, if the national average market price received by producers during the 12-
month marketing year for any of the 5 most recent crop years is lower than the effective reference price for the
covered commodity, the Secretary shall use the effective reference price for any of those years for the amounts in
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(e) Payment amount

(1) the payment rate determined under subsection (d); and

Not later than 30 days after the end of each applicable 12-month marketing year for each covered commodity, the
Secretary shall publish the payment rate determined under paragraph (1) for each county.

If agriculture risk coverage payments are required to be paid for any of the 2014 through 2023 crop years, the amount
of the agriculture risk coverage payment for the crop year shall be determined by multiplying-
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(2) Benchmark revenue for county coverage
In the case of county coverage, the benchmark revenue shall be the product obtained by muitiplying-
(A) subject to paragraphs (4) and (5), the average historical county yield as determined by the Secretary for the
most recent 5 crop years, excluding each of the crop years with the highest and lowest yields; and
(B) subject to paragraph (6), the national average market price received by producers during the 12-month
marketing year for the most recent 5 crop years, excluding each of the crop years with the highest and lowest prices.
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(B) The sum of the amounts defermined under subparagraph (A) for all covered commodities on such farms.
(C) The quotent obtained
i covered commodties on such farms.

(3) Benchmark revenue for individual coverage
In the case of individual coverage, the benchmark revenue for a producer on a farm for a crop year shall be based on
the producer's share of all covered commodities planted on all farms for which individual coverage has been selected
and in which the producer has an interest, to be determined by the Secretary as follows:
(A) For each covered commodity for each of the most recent 5 crop years, the product obtained by multiplying-
(i) subject to paragraph (4), the yield per planted acre for the covered commodity on such farms, as determined
by the Secretary; by
(ii) subject to paragraph (6), the national average market price received by producers during the 12-month
marketing year.

(B) For each covered commodity, the average of the revenues determined under subparagraph (A) for the most
recent 5 crop years, excluding each of the crop years with the highest and lowest revenues.

(C) For each of the 2014 through 2023 crop years, the sum of the amounts determined under subparagraph (B) for
all covered commodities on such farms, but adjusted to reflect the ratio between the total number of acres planted on
such farms to a covered commodity and the total acres of all covered commodities planted on such farms
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Statutory Excerpts, Agriculture Risk Coverage (ARC)

(b) Actual crop revenue

(1) County coverage

In the case of county coverage, the amount of the actual crop revenue for a county for a crop year of a covered
commodity shall be equal to the product obtained by multiplying-

(A) the actual average county yield per planted acre for the covered commodity, as determined by the Secretary.
and
o afam in he case of nvidual (B) the higher of-

(i) the national average market price received by producers during the 12-month marketing year for the covered
commaodity, as determined by the Secretary; or

(ii) the national average loan rate for a marketing assistance loan for the covered commodity in effect for such
crop year under subchapter Il

(2) Individual coverage
In the case of individual coverage, the amount of the actual crop revenue for a producer on a farm for a crop year
shall be based on the producer's share of all covered commodities planted on all farms for which individual coverage
has been selected and in which the producer has an interest, to be determined by the Secretary as follows:
(A) For each covered commodity, the product obtained by multiplying-
(i) the total production of the covered commodity on such farms, as determined by the Secretary; and
(il) the higher of-
(1) the national average market price received by producers during the 12-month marketing year, as
determined by the Secretary; or
(Il) the national average loan rate for a marketing assistance loan for the covered commodity in effect for such
crop year under subchapter II.
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In addition to being more complicated, ARC is also a more flexible or responsive program. It incorporates
changes in yields and after 2018 includes trend yield adjustments, as well as movements in average
market prices. ARC also incorporates the effective reference price as a price floor in the ARC calculations.
The program guarantee will adjust over time to either higher or lower revenues but remains driven mostly
by prices. It also contains less political influence on the payments; whereas Congress fixes the statutory
reference prices by crop, the moving average revenues in ARC are predominantly determined by market-
based price movements and actual yield experiences.

Figure 4 provides an interactive map for ARC-CO and PLC, visualizing the average payments per
enrolled base acre for the 2019 to 2021 program years. The average payments were calculated as the
total payments from each program in those years divided by the average base acres enrolled in each
program over those years. The data was compiled from multiple files reported publicly by USDA’s Farm
Service Agency (FSA) which operates the programs (USDA-FSA, ARC/PLC Program Data). Payments
are cumulative, but base acres are not cumulative. Payments are generally made on the same universe
of base acres each year. In some years, farmers may enroll their crop’s base acres in ARC-CO and other
years in PLC and the programs may not make payments in some years.
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Figure 4. Total PLC and ARC-CO Payments Per Enrolled Base Acre (2019-2021)
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Map: Jonathan Coppess Source: USDA FSA Get the data Created with Datawrapper farmdocoany

Regional differences in average payments are clear in Figure 4, offering another view of the general
political environment for farm policy in the Farm Bill. Figures 5a and 5b add further context to the map in
Figure 4 by illustrating the total payments from ARC-CO and PLC by state in the 2019 to 2021 program
years, and the average base acres enrolled in the programs in those years.
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Compare the leading states in Figures 5a and 5b. lowa is the largest state in terms of base acres with
nearly half (47% ARC-CO and 53% in PLC) enrolled in each program, but lowa ranks 11" in total
payments with most (83%) from PLC. Texas received the most in total payments, with 98% from PLC and
ranked 5 in total base acres with most (93%) enrolled in PLC. Nationally, in program years 2019 to 2021,
87% of the nearly $8.5 billion in reported payments were from PLC; on average, 67% of the more than
243 million base acres were enrolled in PLC in those years and ARC-CO averaged $14.26 per enrolled
base acre while PLC averaged $44.75 per enrolled base acre.

Concluding Thoughts

If the words of statutes determine the operation of policies and the distribution of benefits, then the Price
Loss Coverage (PLC) and Agriculture Risk Coverage (ARC) programs offer straight-forward examples.
Beginning with PLC, the statutory reference prices fixed by Congress directly determines payments. The
higher Congress fixes the statutory reference price relative to market prices, the more often the program
will make payments and the larger those payments. Establishing different reference prices results in
differential treatment among program commodities, which results in farmers with base acres of different
program crops experiencing different payment outcomes even if they grow the same crops. Under budget
rules, moreover, programs crops with smaller base acres can afford higher reference prices because the
bottom line costs (as measured against a 10-year baseline) are smaller. By comparison, the ARC
program uses rolling averages and adjusts over time. The guarantee will move up after years of higher
prices and then decrease over time if those prices fall over multiple years; at the same time, the
guarantee can be impacted by yield losses as compared to historic trends. From payment acres to
guarantee percentages and fixed reference prices, ARC and PLC present a multitude of policy design
components that can be analyzed and for which alternatives could be designed that adjust payment
outcomes. Given the budgetary pressures on the agriculture committees, these various features of the
programs could provide opportunities for innovation and creativity that might achieve policy goals without
significant CBO scoring challenges. The potential for innovation in policy design could be one among
many opportunities lost to the demand for higher reference prices.
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