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Changes in US Farm Bills and the Implementation of the 
2014 Farm Bill

- Focusing on Farm Safety Net Policies -

Kentaro KATSUMATA

1. Changes in US Farm Bills (From 1933 to 2008 Farm Bill)
   Farm safety net policies in the United States began in the form of price support loans (Agricultural Adjustment Act of 1933) to aid 
farmers when agricultural commodity prices collapsed during the Great Depression of the 1930s. Short-term loans (the loan amount 
being the loan rate multiplied by the production amount) were provided to farmers with agricultural commodities as collateral. 
Farmers can forfeit the collateral at the end of the loan term instead of repaying the loan when the price of agricultural commodities at 
repayment is less than the loan rate (that is, the loan is nonrecourse one). Thus, the loan rate meant the lowest selling price for farmers. 
Farmers were required to take designated percentage of their agricultural land of the production (production adjustments) in order to 
receive the loan.
   In order to encourage production to deal with the increasing demand during the period of European recovery after World War II, the 
loan rates (support prices) were increased to higher levels. As a result of this being maintained up until the early 1960s, inventories 
sharply increased due to excessive production. In order to promote exports by strengthening the price competitiveness of US 
agricultural commodities in the international market due to the necessity of dealing with stockpiles, the US government reduced the 
loan rates to the same level as international prices. Moreover, in order to compensate farmers for their loss of revenue caused by the 
price drop accompanying this, the US government introduced direct payments.
   The US government also introduced “deficiency payments” in the form of continuing the mechanism of low loan rates of the 1960s 
as well as compensation by direct payment (1973 Farm Bill). This was done to establish a “target price” as the price required for the 
maintenance of farm operation, and to allow direct payment of its unit rate being the balance between the price and the target price 
when the price became lower than the target price. These allowances were calculated by multiplying the unit price by the production 
output based on the planted area.
   Later, in the first half of the 1990s, the US fiscal deficit sharply increased, which added pressure to reduce government spending 
on safety net measures such as deficiency payments. Meanwhile, as agricultural commodity prices soared above their target prices in 
1995, farmers demanded the abolition of production adjustments.
   Under such circumstances, in order to systematically implement the reduction of expenses, the US government introduced fixed 
direct payments (decoupled payments) by abolishing deficiency payments and instead paying a fixed amount regardless of price 
trends. At the same time, it repealed production adjustments, which allowed farmers to plant freely (1996 Farm Bill). The direct fixed 
payment allowance was calculated by multiplying the fixed unit rate of each commodity by the production amount fixed for each 
farmer (calculated based on the base acres).
   However, since 1996, agricultural commodity prices began to decline and it became impossible to keep farms running by fixed 
direct payments alone. Therefore, in the form of an addition to fixed direct payments, the Counter-Cyclical Payment (CCP), which was 
similar to the deficiency payments, was reintroduced (2002 Farm Bill).
   As agricultural commodity prices again soared beyond their target prices starting in the autumn of 2006, even in times when CCP 
were not provided, the Average Crop Revenue Election (ACRE) program, which is a type of payment that responds to fluctuations in 
revenue, was introduced as a deficiency payment option (in the 2008 Farm Bill) that could compensate for the shallow loss in revenue. 
It is a policy to offset a portion of the shallow losses based on the most recent revenue results.
   On the other hand, crop insurance against economic loss due to natural disasters began in the form of yield insurance to cope 
with the drought damage that occurred in the 1930s. Initially, an experimental implementation with limited target crops and areas 
was carried out. In the 1980s, policies were introduced to promote crop insurance, including the introduction of premium subsidies, 
expansion of target areas, and entry of private insurance companies. The participation rate of crop insurance increased due to full-scale 
implementation of crop insurance, such as raising the subsidy rate in 1994, establishing revenue insurance in 1996, and further raising 
the subsidy rate of insurance premiums in 2000.

2. Background and Outline of the 2014 Farm Bill
   In 2009, the fiscal deficit reached the unprecedented level of 1.4 trillion dollars, which was the largest ever in history. Even though 
the deficit began to decrease thereafter, the financial situation remained precarious well into 2013. Meanwhile, the price of agricultural 
commodities began to rise in 2010, and reached near-record highs in 2013. Because of the favorable economic conditions of farmers, 
fixed direct payments that were paid out despite the high prices faced severe criticism. For this reason, an arrangement was sought 
that would maintain the high revenures under the current high prices, even if prices dropped in the future and fixed direct payments 
were abolished. As a result, in the 2014 Farm Bill, fixed direct payments were abolished and other direct payments were changed into 
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Agriculture Risk Coverage (ARC) and Price Loss Coverage (PLC).
   There are two types of ARC: ARC County Coverage (ARC-CO, county-based) and ARC Individual Coverage (ARC-IC, individual 
farm-based).
   ARC-CO is a program that pays up to 10% of the benchmark revenue amount when the actual revenue amount at the county level 
for each commodity falls below 86% of the county-based benchmark revenue. ARC-CO’s benchmark revenue is the product of the 
5-year Olympic averages of national prices and that of county yields per acre. ARC-CO’s actual revenue is obtained by multiplying 
the county’s harvested yield by the selling price of that marketing year. Then, the payment amount is obtained by multiplying the 
difference between the actual revenue and 86% of the benchmark revenue per acre by the fixed acres for each farmer (calculated based 
on the base acres).
   ARC-IC is a policy for each farm. In other words, when the total amount of actual revenue at the farm level from all commodities 
falls below 86% of the benchmark revenue, payment will be made with a cap at 10% of the benchmark revenue amount. Similar to 
the aforementioned ARC-CO, firstly, the ARC-IC calculates the benchmark revenue for each commodity by using individual yield, 
and then the each benchmark revenue is weighted and then totaled based on the individual planting area of each commodity. ARC-
IC’s actual revenue is calculated by multiplying the actual revenue amount (= harvest yield × sales price) for each commodity by a 
weighting of the planted area. (The payment amount is calculated in the same way as the ARC-CO.)
   In this way, on the premise that a portion of the deep loss is compensated by the existing crop insurance when agricultural 
commodity prices decrease, ARC is a policy expected to compensate for part of a shallow loss, which is crop insurance deductible, 
thereby maintaining the high revenues we have seen under recent high prices. (The average coverage level of crop insurance in recent 
years has been around 75%).
   On the other hand, PLC is a deficiency payment policy responding to a decline in prices, and payment is made when the price of an 
agricultural commodity falls below the respective “Reference Price.” The payment amount is calculated by multiplying the difference 
between the Reference Price and the agricultural commodity price as a unit rate by the fixed production amount for each farmer 
(calculated based on the base areas). (Refer to the diagram below regarding the above-mentioned changes in safety net policies.)

3. Implementation Status of the 2014 Farm Bill (Selection of ARC and PLC)
   As mentioned above, ARC-CO and PLC are policies for individual commodity, but ARC-IC is a measure of farm units. It is 
necessary for farmers to decide whether to participate in ARC-CO and PLC for each commodity or to participate instead in ARC-IC. 
(Changes cannot be made after the selection.)
   For corn and soybeans, ARC-CO was selected for 93.3% and 96.6% of the base areas of each commodity, respectively, whereas 
for rice and peanuts, PLC was selected for 95.3% and 99.7%, respectively. Thus, the selection rates for each program were extremely 
lopsided. On the other hand, with regards to wheat, ARC-CO was selected for 55.6% of the base acres, and PLC was selected for 
42.5%. Thus, for wheat, selections were more equally divided between ARC-CO and PLC.
   These results are based on the choices that farmers made based on the estimated receipts from ARC and PLC from 2014 to 2018 
based on price projections presented by public authorities. This is thought to be particularly due to stressing the importance of the 
estimated receipts from 2014 and 2015, which were predicted with a high degree of accuracy. For example, for corn, the selling price 
is unlikely to fall below the PLC Reference Price from 2015, but is anticipated to be at the level where ARC-CO will be triggered. 
In particular, because production and price conditions yielded no major fluctuations in 2014, and it was thought that the comparative 
predictions for 2015 were highly accurate, farmers expected a fairly large payout from ARC-CO. Thus, it is believed that ARC-CO 
was chosen much more readily by those who believed that they would certainly receive a payout. Regarding rice and peanuts, it may 
be supposed that PLC was preferred, as it is expected that the selling price will be lower than the PLC Reference Price during the five 
years from 2014 to 2018 and PLC payments will be made every year.

Price Support Loans Deficiency Payments Fixed Direct Payments Revenue Fluctuation Support 
Payment

Production Adjustment

1933 Farm Bill Introduction Introduction
1973 Farm Bill Continuation Introduction Continuation
1996 Farm Bill Continuation Abolition Introduction Abolition
2002 Farm Bill Continuation Reintroduction(CCP) Continuation
2008 Farm Bill Continuation Continuation Continuation Introduction(ACRE)
2014 Farm Bill Continuation The introduction of PLC     

(The abolition of CCP)
Abolition The introduction of ARC      

(The abolition of ACRE)

Table. Outline of the changes in safety net policies in the US Farm Bills


