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Capping the Costs of the

Two Major New Commodity Programs

Daren Bakst

he 2014 farm bill eliminated the infamous direct
payments program that gave farmers subsidies
regardless of need. Instead of stopping there and
making real progress, Congress created two new
commodity programs, Agricultural Risk Coverage
(ARC) and Price Loss Coverage (PLC), which will
likely cost as much as and probably far more than the
direct payments program. The farm bill did not limit
the liability that taxpayers will incur from these
programs. In essence, Congress wrote a blank check.
The House overwhelmingly passed an amend-
ment! to its original farm bill (a bill that was voted
down) that would have capped the costs of these pro-
grams. The same provision was included in the farm
bill? that was sent to the Senate for conference. Regret-
tably, the provision was removed during conference.
Both ARC and PLC should be eliminated. In the
interim, Congress can adopt the House’s common-
sense step and provide some reasonable limits to the
taxpayers’ exposure.

What Are ARC and PLC?

On a crop-by-crop basis, farmers can partici-
pate either in the ARC program or in the PLC pro-
gram. ARC protects farmers from shallow losses (i.e.,
minor losses), providing payments when their actual
revenues fall below 86 percent of the expected rev-
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enues for their crops.? PLC provides payments to
farmers when commodity prices fall below a fixed
reference price established by statute.

These two new programs go far beyond providing
farmers with a safety net. The ARC program removes
virtually all risk associated with producing and mar-
keting the crops that the program covers. Farmers
selecting this option receive taxpayer-funded subsi-
dies for even minor losses—losses that often can sim-
ply be attributed to normal business risk.*

The reference prices in the PLC program were
set so high for some commodities that payments
will likely be triggered from the outset. For example,
the reference price of corn was set at $3.70 per bush-
el.® The annual long-term projections from the U.S.
Department of Agriculture (USDA), released 10
days after Congress passed the farm bill, projected
corn prices to be lower for all five years (2014-2018)
of the farm bill. The average annual price was $3.47
per bushel. Congress chose not to wait for this more
accurate data, but instead relied on outdated Con-
gressional Budget Office (CBO) price projections’
that estimated a $4.53 per bushel annual average
price for 2014-2018.

The Costs Already Appear to be
Shattering Projections

During the farm bill debate, ARC and PLC critics
argued?® that assuming prices would stay at or near
record highs would be problematic because prices
would likely fall. As a result, the programs would
incur far greater costs than projected.

The critics were proven right. Corn and wheat
prices dropped significantly before the farm bill
even passed. Nevertheless, Congress used’the CBO’s
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outdated commodity price projections® for ARC and
PLC instead of waiting for the USDA’s annual long-
term projections.

Between using assumptions that did not reflect
declining prices and setting reference prices in the
PLC program far too high, Congress almost ensured
that the ARC and PLC programs would cost far more
than projected.

Some experts estimate that ARC and PLC could
cost $8 billion (if not more) in the first year alone.!!
The CBO’s new January 2015 cost projection for the

first year'? of these programs is $4.4 billion, and its
new projected average annual cost for ARC and PLC
for the five-year farm bill is $5.3 billion."® These pro-
jections compare to direct payments that were pro-
jected to cost about $4.5 billion'* annually if they
had not been eliminated.

Based on the CBO’s cost projections immediately
before the farm bill passed, these programs would have
cost $3.8billion in the first year and averaged about $3.6
billion annually. Both figures are significantly lower
than the projected costs just released by the CBO.*®
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What Should Congress
Do to Protect Taxpayers?

Congress should eliminate the ARC and PLC pro-
grams. They are unnecessary and costly, and they
provide subsidies that effectively eliminate most
risk. In addition, the programs impose open-ended
financial exposure to taxpayers. Until the programs
are eliminated, Congress should address this unac-
ceptable exposure for taxpayers. It does not even
need to touch the substance of those programs to
provide some protection for taxpayers.

Finishing What the House Started. The
House farm bill would have limited taxpayer expo-
sure to 110 percent of CBO cost projections for these
programs. The language specified a cap of about $17
billion.' If using 110 percent of the CBO cost projec-
tions for ARC and PLC prior to passage of the farm
bill, these programs would cost $19.7 billion for the
five-year farm bill.””

Congress should adopt a cap, using the $19.7 bil-
lion limit for total costs. To implement this, the best
approach would likely be to set a cap for each year.
The amount could not exceed the average per year
of about $3.94 billon. In a year in which costs were
below this number, the USDA could roll over the
money for future years.'® If costs exceeded the annu-
al cap, program participants would simply receive a
prorated share of their subsidies.

At Most, the Costs Should Not Exceed the
Costs of Direct Payments. The possibility that
ARC and PLC could cost far more than direct pay-
ments is something Congress should want to pre-
vent (and be embarrassed about). Taxpayers should
not pay more than what they would have paid under
direct payments (about $4.5 billion a year). If the cap
isbased on direct payments, it would be $22.5 billion
for the five-year farm bill."

A Commonsense Reform

The ARC and PLC programs should be repealed,
but Congress can at least protect taxpayers in the
interim by capping the costs of ARC and PLC.2° ARC
and PLC would still remain in place, but taxpayers
would have some certainty that these overly gen-
erous programs would have some limit on the bur-
den they place on taxpayers. However, a cap would
not end the need for Congress to eliminate ARC and
PLC—it would simply help to “reduce the bleeding.”

—Daren Bakst is Research Fellow in Agricultural
Policy in the Thomas A. Roe Institute for Economic
Policy Studies, of the Institute for Economic Freedom
and Opportunity, at The Heritage Foundation.
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