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Executive Summary

his study examines the distribution of Agricul-

tural Risk Coverage (ARC) and Price Loss Cov-
erage (PLC) program payments and crop insurance
subsidy payments among US farms. Data from the
United States Department of Agriculture (USDA)
Agricultural Resource Management Survey, USDA
Farm Service Agency, and USDA Risk Management
Agency are combined to characterize farms in terms
of the value of crop sales.

The results of the analysis indicate that farms in the
top 10 percent of the crop sales distribution received
approximately 68 percent of all crop insurance premium
subsidies in 2014 and that farms in the top 2 percent
receive approximately $50 per acre in crop insurance
subsidies, more than four times higher than the aver-
age per-acre subsidy of $12.28. In addition, farms in the
top 20 percent of the crop sales distribution received
more than 82 percent of ARC and PLC payments in
2015. Farms in the top 5 percent of crop sales received
close to the total amount of ARC and PLC payments
($299 million) received by farms in the lowest 9o per-
cent of crop sales ($358 million). Finally, the top 10 per-
cent of farms in crop sales were estimated to receive
nearly $3 billion in total ARC, PLC, and crop insurance
subsidy payments in 2015, and farms in the bottom
8o percent of crop sales received approximately the
same total amount of ARC, PLC, and insurance subsidy
payments as farms in the top 2 percent.

The study also examines the effects and trade-offs
of implementing payment restrictions. The results
of the analyses indicate that a $40,000 per-farm cap
on crop insurance subsidies would have resulted in
$2.02 billion in savings (approximately 42 percent of
all premium subsidy outlays) in 2014. However, the
$40,000 cap would affect less than 5 percent of all
farms. Also, a lower $30,000 cap on premium subsi-
dies would have saved $2.51 billion, and a less strin-
gent $50,000 cap would have saved $1.74 billion in
taxpayer outlays.

Meanwhile, a $125,000 cap on per-farm ARC and
PLC payments would affect 17.2 percent of enrolled
farms, the majority of which fall in the top 10 percent
of crop sales. Total savings would have been approxi-
mately $70 million. A $250,000 cap on per-farm ARC,
PLC, and crop insurance subsidy payments would
result in $273 million in savings, of which 67 percent
would come from farms in the top 1 percent of the
crop sales distribution. Finally, a $125,000 cap on
per-farm ARC, PLC, and crop insurance subsidy pay-
ments would affect only 3 percent of farms in the 50th
to goth decile of the crop sales distribution. Lower
payments to farms in the top 10 percent of crop sales
would result in savings of nearly $650 million, which
represents 97 percent of the overall $670 million sav-
ings from the $125,000 cap.
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" ” rho receives what benefits from farm sub-
sidy programs has been a focus of economics
research throughout the evolution of US agricultural
policy. The issue is politically controversial. However,
economists have continued to examine the issue on an
evidence basis, in part in response to D. Gale Johnson’s
call in the early 1970s that “any governmental program
that involves substantial expenditures by taxpayers
and consumers should be periodically evaluated.”™
In the mid- and late-2000s, the findings from these
evidence-based analyses led to widespread criticisms
of many agricultural support programs—including
the Direct Payments (DP), Countercyclical Payment
(CCP), Average Crop Revenue Election (ACRE),
and Supplemental Revenue Assurance (SURE) pro-
grams—by economists, policymakers, and the media.>
The 2014 Farm Bill (the 2014 Agriculture Act) ter-
minated the DP, CCP, ACRE, and SURE programs.
However, the 2014 Farm Bill replaced CCP and ACRE
with two new initiatives, the Price Loss Coverage
(PLC) and Agricultural Risk Coverage (ARC) pro-
grams. Together with the federally subsidized crop
insurance program—a new Stacked Income Protec-
tion Plan (STAX) for cotton and a new Dairy Margin
Protection Program—ARC and PLC comprise what is
widely described as the current farm safety net. Fed-
eral expenditures on ARC, PLC, and the federal crop
insurance program are estimated to have averaged
$12-%14 billion per year since 2014 and are expected
to be similarly funded between 2018 and 2027.3 Fur-
ther, those subsidies are targeted mainly to producers

of program crops.4 However, the Congressional Bud-
get Office has also estimated that between 2017 and
2027, more than 70 percent of ARC, PLC, and crop
insurance payments will flow to producers of just
three crops: corn, soybeans, and wheat.>

In light of the substantial estimated public expen-
ditures on these new agricultural support programs,
this study also follows Johnson’s call to evaluate the
economic equity of the 2014 Farm Bill safety-net pro-
grams.® We use farm-level data from the Agricultural
Resource Management Survey (ARMS) to estimate
distributions of subsidy payments by size of farm as
measured by crop sales, and then we use these esti-
mates to examine potential benefit-cost trade-offs for
agricultural producers and taxpayers resulting from
changes to the structure of current safety-net pro-
grams. We estimate that in 2014 and 2015, approxi-
mately 60 percent of total crop insurance subsidies
and ARC and PLC government subsidies were paid
to producers in the highest 10 percent of the crop
sales distribution. Further, farm businesses in the top
5 percent of crop sales received nearly 40 percent
of all program payments, but more than 50 percent
of farms in the lower 70 percent of the crop sales
distribution received no subsidy or program pay-
ments. Further, the results indicate that more strin-
gent restrictions on existing agricultural programs
and crop insurance subsidies considered here would
affect only farm businesses in the top 5-7 percent of
the crop sales distribution but would likely result in a
30-40 percent reduction in public expenditures.
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Methods

The objective of this study is to estimate the extent
to which small, medium, and large farm businesses
receive subsidies under the ARC, PLC, and federal crop
insurance programs. The focus is on farm size as mea-
sured by value of crop sales. We use this measure to
characterize economic returns from agricultural farm
operations because of both precedence” and other
measures that may be less informative for assessing
the ARC, PLC, and crop insurance programs.®

The analysis uses farm-level data, which are
obtained from the 2014 USDA ARMS, the most recent
survey for which data are available. ARMS is a national
survey of agricultural producers, conducted annually
by the USDA National Agricultural Statistical Service.
The survey collects information about farm finances,
off-farm income, and household characteristics. The
survey also provides information about each farm’s
elections with respect to enrollment in ARC and PLC
programs and farm-level crop insurance expenditures.

Well-established statistical procedures are used to
estimate and represent program payment and insur-
ance subsidy receipts for a national population of
farm businesses producing four commodities: corn,
cotton, soybeans, and wheat.9 First, ARMS data on
farms’ crop insurance coverage level and expenses
are linked with the USDA Risk Management Agency
(RMA) county-level premium subsidy information
to estimate farm-level subsidy rates. Next, we com-
bine farms’ ARC and PLC enrollment decisions with
USDA Farm Service Agency (FSA) program payments
data to calculate farm-level payment receipts. All the
estimates are then validated to represent the US farm
population using information from the 2012 Census
of Agriculture, USDA RMA Summary of Business, and
USDA FSA program payment database.’®

Distribution of Crop Insurance Subsidies
and Program Payments

Figure 1 shows the average subsidy per acre'' made
to all farms in a crop sales decile and the proportion
of total subsidies received by farms across the crop

sales distribution. Farms in the top crop sales decile
(i.e., the farms for which the value of annual crop
sales ranked in the top 10 percent of crop sales val-
ues) receive 67.9 percent of all insurance premium
subsidies. Additionally, subsidies per acre are 20 per-
cent higher for farms in the top decile than for the
next two deciles (70-80 percent and 80-90 percent),
a consequence of higher per-acre insurance cover-
age levels (liabilities) that largely derive from higher
per-acre sales. Figure 1 also shows that farms in the
top 2 percent of crop sales receive 30.2 percent of all
premium subsidy payments, at a rate of $49.89 per
acre. This amount is nearly double the average for
those in the top 20 percent ($25.27) and more than
four times higher than the average per-acre subsidy
of $12.28.12

Figure 2 presents the distribution of 2015 ARC and
PLC payments across the weighted crop sales dis-
tribution. The data indicate that farms in the lowest
70 percent of the crop sales distribution received total
payments from ARC and PLC programs that were on
average approximately $2,500 per farm. In contrast,
farms in the top decile received average payments of
$65,022 per farm.’3 In total, farms in the top 10 per-
cent of crop sales received an estimated 58.3 percent
of all ARC and PLC payments made to corn, soybean,
and wheat producers in 2015. Figure 2 also shows that
the overwhelming majority of those payments are
concentrated in the top 20 percent of the crop sales
distribution. In 2015, 82.1 percent of all ARC or PLC
subsidies were paid to those farms. The average ARC
and PLC subsidy payment for farms in the top fifth
percentile was approximately $91,000, farms in the
top 2 percent received average payments of $133,000,
and farms in the top 1 percent of crop sales received
average payments of $169,000, accounting for nearly
14 percent of all payments. In total, farms in the top
5 percent of the crop sales distribution received close
to the same amount ($299 million) of ARC and PLC
payments as all the payments received by the bottom
90 percent ($358 million).

Figure 3 shows farm-level receipts of the sum of
ARG, PLC, and crop insurance premium subsidies
estimated to have been received by farms in 2015.14
The total estimated payments to farms in the top
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Figure 1. Crop Insurance Subsidy Payments Across Farms in the Weighted Crop Sales Distribution

Panel A. Crop Insurance Subsidy Payment Distributions by Crop Sales Deciles
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Figure 2. ARC and PLC per-Farm and Total Payments Across Farms in the Weighted Crop Sales
Distribution

Panel A. Average per-Farm ARC and PLC Payment
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Figure 2. ARC and PLC per-Farm and Total Payments Across Farms in the Weighted Crop Sales
Distribution (continued)

Panel B. Total ARC and PLC Payment Expenditures
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Figure 3. ARC, PLC, and Crop Insurance Subsidy per Farm and Total Payments Across Farms in
the Weighted Crop Sales Distribution

Panel A. Proportion of Farms Receiving Payments, Crop Sales Deciles
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Figure 3. ARC, PLC, and Crop Insurance Subsidy per Farm and Total Payments Across Farms in
the Weighted Crop Sales Distribution (continued)

Panel B. Proportion of Farms Receiving Payments, Farms in the Top 20 Percent of Crop Sales
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10 percent of the crop sales distribution were nearly
#3 billion. The top 20 percent received nearly $4 bil-
lion in program and subsidy payments, of which nearly
half was paid to the top 5 percent of farms. The results
presented in Figure 3 also show that farms for which
crop sales are in the bottom 8o percent of the sales
distribution received only 18.1 percent of total ARC,
PLC, and crop insurance subsidy payments, approxi-
mately equal to the total payments received by farms
in the top 2 percent.

Figure 4 shows the distribution of farms that
received payments from each of the different pro-
grams in 2015. Fewer than 15 percent of farms in the
bottom 40 percent of the crop sales distribution were
recipients of any subsidy related to ARC, PLC, or
crop insurance. Moreover, more than half the farms
in the bottom 70 percent of the crop sales distribu-
tion received no payments or subsidies. Conversely,
51.5 percent of farms in the top 20 percent of crop sales
received payments from at least one program, and 8.8
percent of those farms received payments from two
of the three possible sources. This suggests that not
only do corn, soybean, and wheat farms with large
market sales have a better than 50 percent chance
of receiving a government payment in 2015, but also
that, as a group, their share of total program pay-
ments will almost certainly be larger than the share of
those payments received by the vast majority of other
farms. And while future payment probabilities would
depend on relative market prices and farms’ coverage
level choices, the distributional characteristics of pay-
ments is likely to be roughly similar.

Analysis of Policy Changes on Payments
Across the Farm Distribution

The data indicate that producers who receive the
majority of total ARC and PLC programs and crop
insurance subsidy payments also own the larg-
est farms, generate the highest crop sales revenues,
and have the highest amounts of wealth. However,
these farms are also generally the least vulnerable
to adverse shocks in production and market prices.!s
While subsidized agricultural programs do aid these

10

producers in addressing financial challenges during
unfavorable periods, a significant proportion of these
payments may not be required to help these farms
bridge periods of financial downturns. The burden of
these excess payments falls on US taxpayers.

We investigate the effects on agricultural produc-
ers and taxpayer savings from expanded limits on
government program payments and subsidies. Specif-
ically, we consider four potential policy proposals:16

e Introducing caps of $30,000, $40,000, and
$50,000 on crop insurance subsidies;

e Reducing the total amount of ARC and PLC pay-
ments to a maximum of $125,000 per farm;

e Limiting the sum of ARC, PLC, and crop insur-
ance subsidy payments to $250,000 (the current
per-farm limit on ARC and PLC payments); and

e Limiting the sum of ARC, PLC, and crop insur-
ance subsidy payments to $125,000.

Table 1 presents estimates of the impact of impos-
ing a cap of $40,000 on insurance premium subsidies.
If this cap had been in effect in 2014, total payment
reductions would have been $2.02 billion (42 percent
of all premium subsidy outlays) but would reduce pre-
mium subsidies for only 4.97 percent of farms.l7 The
affected farms would experience an average reduction
of $13,168 in premium subsidies, and approximately
77 percent of savings would come from lower payments
made to farms that received more than $100,000 in
premium subsidies in 2014. Under a lower $30,000
cap, total taxpayer savings in 2014 would be approx-
imately $2.51 billion (43.2 percent of total 2014 sub-
sidies), while a higher subsidy cap of $50,000 would
result in $1.74 billion in savings (30 percent of total
2014 subsidies). The majority of savings will be real-
ized by reducing payments to corn and soybean pro-
ducers. Depending on the cap amount, reductions in
payments to producers of these commodities account
for 59 percent and 61 percent of savings; wheat and
cotton producers would have experienced an approxi-
mately 33 percent reduction in 2014 subsidy payments.
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Figure 4. Proportion of Farms Receiving Payments from ARC, PLC, or Crop Insurance Subsidies
Across Farms in the Weighted Crop Sales Distribution

Panel A. Proportion of Farms Receiving Payments, Crop Sales Deciles
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Panel B. Proportion of Farms Receiving Payments, Farms in the Top 20 Percent of Crop Sales
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Table 1. Hypothetical Incidence of Proposed Insurance Subsidy Cap

Average Proportion of Percentage of Pay-
Payment Total Payment  Farms Affected Average ment Reduction
Crop Sales Reduction per Reduction in Percentile Subsidies per as aProportion of
Percentile Farm (USD) (Million USD) Group Farm (USD) Total Subsidies
$40,000 Cap on Crop Insurance Subsidies per Farm
0-30% $0.80 $0.2 0.01% $87.00 0.88%
30-40% $6.80 $0.5 0.02% $482.70 1.41%
40-50% $68.90 $5.1 0.30% $1,312.10 5.25%
50-60% $126.60 $9.4 0.41% $2,116.80 5.98%
60-70% $754.30 $55.8 1.19% $4,373.90 17.25%
70-80% $576.60 $42.7 2.10% $7,625.30 7.56%
80-90% $2,474.00 $183.0 9.58% $15,991.30 14.47%
Top 20% $13,167.90 $1,947.9 22.84% $31,043.40 42.42%
Top 15% $17,001.10 $1,885.9 28.32% $37173.30 45.73%
Top 10% $23,857.00 $1,764.9 36.09% $46,089.30 51.76%
Top 5% $35,815.80 $1,323.8 43.87% $59,212.30 60.49%
Top 2% $55,991.00 $827.4 45.66% $77,216.90 72.51%
Top 1% $77,937.30 $575.8 41.93% $96,491.20 80.77%
All $2,347.10 $2,016.4 4.97% $7,824.60 30.00%

Source: Authors.

Table 2 summarizes the distributional impacts
from limits on combined ARC and PLC payments. The
table presents results only for farms in the top 20 per-
cent of crop sales, because such limits would not affect
nearly any farm in the bottom 80 percent. For exam-
ple, a $125,000 cap on ARC and PLC payments would
affect 17.2 percent of all farms enrolled in the pro-
grams. Of these, 40 percent (6.9 percent of all farms)
are in the top 1 percent of crop sales, and 65 percent
are in the top 2 percent of the crop sales distribution.
In addition, the overwhelming majority of the reduc-
tion in ARC and PLC payments (99 percent) would
result from payment reductions to farms in the top
10 percent of the crop sales distribution. Had a
$125,000 cap existed in 2015, total savings in govern-
ment spending on payments to corn, soybean, and
wheat producers would have been approximately
$70 million, and approximately $64 million of those
savings would be realized by reducing payments to
farms in the top 5 percent of the crop sales distribution.
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Imposing a $250,000 per-farm cap on the sum
of ARC, PLC, and crop insurance subsidy payments
would result in the general patterns described above,
but the estimated level of savings would be nearly
four times larger; that is, $273 million. Two-thirds of
those savings would result from reducing payments
to farms in the top 1 percent of the sales distribution,
and nearly 80 percent of savings—more than $217 mil-
lion—would come from reductions in payments to the
top 2 percent of farms in the crop sales distribution.

Finally, Table 2 presents the estimated savings and
affected farms resulting from the policy that places
a $125,000 ceiling on the combined ARC, PLC, and
crop insurance premium subsidies. This policy would
not affect farms below the median of crop sales and
would affect only 3 percent of farms with crop sales
between the soth and goth percentiles of the crop
sales distribution. For these farms, the average reduc-
tion in ARC, PLC, and premium subsidy payments
would be $70. For farms in the top 10 percent of crop
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Table 2. Hypothetical Incidence of Proposed ARC, PLC, and Insurance Subsidy Caps,
2015 Crop Year

Average Payment
Crop Sales Reduction per Total Payment Proportion of Farms Affected
Percentile Farm (USD) Reduction (Million USD) in Percentile Group
$125,000 Cap on ARC and PLC Payments

80-90% $8.96 $0.62 0.03%

Top 20% $511.17 $70.21 0.78%

Top 15% $681.55 $70.21 1.04%

Top 10% $1,013.49 $69.59 1.53%

Top 5% $1,874.39 $64.39 2.80%

Top 2% $3,828.66 $52.61 4.29%

Top 1% $6,812.60 $46.79 ©.88%

$250,000 Cap on ARC, PLC, and Crop Insurance Subsidies

80-90% $3.46 $0.24 0.01%
Top 20% $1,987.43 $272.97 1.04%
Top 15% $2,649.88 $272.97 1.39%
Top 10% $3,971.88 $272.73 2.07%
Top 5% $7,738.32 $265.83 3.76%
Top 2% $15,851.82 $217.84 6.12%
Top 1% $26,227.88 $180.13 9.08%

$125,000 Cap on ARC, PLC, and Crop Insurance Subsidies

50-60% $4.13 $0.28 0.02%
60-70% $18.00 $1.26 0.04%
70-80% $44.63 $3.07 0.15%
80-90% $211.86 $14.55 0.72%
Top 20% $4,838.06 $664.50 4.50%
Top 15% $6,369.12 $656.09 5.75%
Top 10% $9,465.43 $649.95 8.27%
Top 5% $16,662.35 $572.39 11.87%
Top 2% $30,249.28 $415.70 17.75%
Top 1% $46,328.95 $318.18 22.62%

Note: The scenarios are based on realized 2015 ARC and PLC payments and approximate 2015 crop insurance subsidy rates. Affected
farms are those that would have received payments or subsidies in 2015 but would not have under each hypothetical cap scenario.
Total payment reduction represents the value of expenditures that were distributed as program payments or crop insurances subsidies
in 2015 but would have not been distributed under each hypothetical cap scenario. Only crop sales percentiles in which farms would
have been affected are presented.

Source: Authors.
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sales, the average per-farm payment reduction would
be approximately $25,600, resulting in total savings of
nearly $650 million in government outlays. This rep-
resents more than 95 percent of the total savings that
would have occurred with a $125,000 cap on total pro-
gram payments and subsidies in 2015.

Conclusion

In the early 1970s, Charles Schultze and Russell Mar-
tin Lidman reported that the largest 4-7 percent of all
farms received more than 40 percent of agricultural
price support program benefits, while farms in the low-
est 40 percent of the sales distribution received less
than 7 percent.!® More than 40 years later, the evidence
presented in this study indicates that surprisingly lit-
tle has changed, even though substantial adjustments
have been made to farm subsidy programs. In fact, as
farm sizes have continued to increase and agricultural
production has become more consolidated, program
payments have also become more concentrated.!9
The persistence of these distributional impacts raises
important questions about the inconsistency between
the major rationale for farm safety-net programs—
that they exist to protect all agricultural producers
against production, price, and income risks—and the
observed outcomes from those programs.

If the objective of cost-effective farm safety-net
policies is to ensure a stable food supply by helping all
farms manage otherwise volatile revenues, then the
current programs do not direct taxpayer funds in ways

that effectively protect farm operations that are most
vulnerable to such shocks. Market forces have pro-
vided incentives for farm operations to consolidate
and recognize economies of scale and scope. How-
ever, we show that those farms are also most likely
to be the largest beneficiaries of the three major farm
programs, even though these farms are also likely to
be the least vulnerable to shocks that adversely affect
their revenues and costs.2°

Policies that limit payments could help reduce the
disproportionate allocation of agricultural program
benefits to farms that generally need less help man-
aging financial risks. We show that policies capping
crop insurance subsidies and ARC and PLC benefits
could result in substantial reductions in federal out-
lays without any adverse implications for 9o percent
(and in some cases, more) of US farms.
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