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Cornhusker Economics

Farm Program Projections
and Management Implications

USDA’s Farm Service Agency annually distributes com-
modity program payments to enrolled crop producers eve-
ry October. The payments come either as Agricultural Risk
Coverage (ARC) payments or Price Loss Coverage (PLC)
payments

With higher commodity prices since last fall, the expecta-
tions for payments and the reliance on payments as part of
the farm’s bottom line are substantially reduced. However,
there are still some payments to be made and some im-
portant lessons from the current outlook for prices and
farm program support.

Program Payment Calendar

ARC and PLC program payments made each October ac-
tually reflect the previous calendar year’s crop. The pro-
grams are a function of the national marketing year aver-
age price received by producers and cannot be calculated
until the marketing year is complete. Because the crop
marketing year begins with harvest and runs for twelve
months, the crop marketing year is never complete until
the next crop is about to be harvested. Considering a few
major crops in Nebraska, the marketing year is September-
August for corn, sorghum, and soybeans and is June-May
for wheat.

For further detail, the national marketing year average
price is a weighted price determined from price and quan-
tity data collected by USDA’s National Agricultural Statis-
tics Service (NASS). At the end of each month, NASS re-
ports an estimated price for the month based on mid-
month observations and publishes a weighted average price
for the previous month based on the full calculation of
prices and quantities. This includes quantities marketed
during the month where the price was set in a prior period
through a forward contract or other marketing agreement
and not just quantities sold at posted prices during the pe-
riod.

It is the policy of the University of Nebraska-Lincoln not to discriminate based upon age, race,
ethnicity, color, national origin, gender-identity, sex, pregnancy, disability, sexual orientation,
genetic information, veteran’s status, marital status, religion or political affiliation.

Because the official price estimate for the month is
calculated and published at the end of the following
month, the August prices that are the final part of the
marketing year for several crops are not published
until the end of September and thus farm program
payments are not calculated and distributed until Oc-
tober. As an aside, the final marketing year average
price for wheat and other crops with an earlier mar-
keting year is known earlier, but payments are still not
made until October.

2020 Crop Program Payments

The ARC and PLC payments coming in October 2021
are based on marketing year prices and yields for the
2020 crops. The PLC program is a straightforward cal-
culation of the effective reference price minus the na-
tional marketing year average price, if the market
price falls below the reference price. While the wheat
price is final at $5.05/bushel and will result in a PLC
payment rate of $0.45/bushel, the other major com-
modities will not see a PLC payment based on current
price projections (see Table 1). In fact, prices would
have to drop more than 15% before a PLC payment
would trigger. This is simply not possible with just the
final month of the marketing year yet to be published.

For ARC, the payment outlook is more complicated.
ARC at the county level (ARC-CO) pays if actual reve-
nue falls below a guarantee tied to 86% of the national
benchmark price multiplied by the county benchmark
yield on a crop-by-crop basis, calculated separately for
irrigated and nonirrigated practices in most counties.
ARC at the individual farm level (ARC-IC) pays if rev-
enue falls below a guarantee tied to the national
benchmark price and the farm benchmark yield by
crop adjusted for the farm’s current year crop mix.
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Table 1. Price Projections and PLC and ARC Payments for 2020*

Projected % Projected % Projected %

Projected . . .
. ARC i Price Price Yield
Effective Projected PLC
. Benchmark . Change Change Change
Reference Price . Price Payment
Price Rat Neededto from ARC Needed to
ate
Trigger PLC Benchmark Trigger ARC
Corn 53.70 53.70 54.45 50.00 -17% 20% -28%
Soybeans $8.40 $9.25 $10.90 50.00 -23% 18% -27%
Grain Sorghum $3.95 $3.95 $5.00 $0.00 -21% 27% -32%
Wheat $5.50 $5.50 $5.05 50.45 9% -8% -6%

* Payment rates for PLC and trigger levels for PLC and ARC based on projected prices. Projected prices based on USDA-

WAOB and USDA-FSA as of September 2021.

While actual ARC payments are a function of both price
and yield, analyzing only price projections can still give sub-
stantial insight into potential ARC payments. Given the
projected price change relative to the ARC benchmark, the
final column in Table 1 indicates how far yields would have
to drop to trigger an ARC payment for each of the major
Nebraska commodities. With wheat prices 8% below the
benchmark, yields would need to drop 6% below the bench-
mark to result in a 14% revenue drop that would trigger an
ARC payment. For other commodities with higher prices,
the yield loss would need to be near 30% or more before
ARC would be triggered. The likelihood of this happening at
the county level for any commodity other than wheat is re-
mote. Thus, the projection of any ARC-CO payments for
2020 in Nebraska is minimal. The yield losses to trigger
ARC could more likely happen at the individual farm level
for those enrolled in ARC-IC. However, the revenue is com-
bined across crops before compared to the farm revenue
guarantee. Therefore, yield losses would need to be substan-
tial across crops for any ARC-IC payments to occur.

Considering the available price projections and enrolled
acreage, total ARC and PLC payments in Nebraska paid in

October 2021 for the 2020 crop year could be less
than $30 million, as compared to the nearly $400
million average over the 2014-2019 period.

2021 Crop Program Payments

For the 2021 crop year to be paid in October 2022,
current projected prices are substantially above both
the effective reference price used for PLC and the
benchmark price used for the ARC guarantee, and
the likelihood of any ARC or PLC payments is mini-
mal. As shown in Table 2, prices would need to drop
from current projections by 17% to trigger a wheat
PLC payment and by more than 30% to trigger a
PLC payment for other major commodities. For
ARC, the drop to trigger any payments would be
even greater, necessitating a 28% drop in wheat
yields or more than 40% drop in yields for other ma-
jor commodities. Except for severe losses in some
drought counties or on individual farms, those levels
of yield losses are not likely to occur. Thus resulting
in no ARC or PLC payments for 2021 for most pro-
ducers unless there are substantial changes in prices
yet to be realized for the marketing year ahead.

Table 2. Price Projections and PLC and ARC Payments for 2021*

Projected % Projected % Projected %

Projected . . .
. ARC i Price Price Yield
Effective Projected PLC
. Benchmark . Change Change Change
Reference Price . Price Payment
Price Rat Neededto from ARC Neededto
ate
Trigger PLC Benchmark Trigger ARC
Corn $3.70 $3.70 $5.45 $0.00 -32% 47% -42%
Soybeans $8.40 $8.95 $12.90 $0.00 -35% 44% -40%
Grain Sorghum $3.95 $3.95 $5.85 $0.00 -32% 48% -42%
Wheat $5.50 $5.50 $6.60 $0.00 -17% 20% -28%

* Payment rates for PLC and trigger levels for PLC and ARC based on projected prices. Projected prices based on USDA-

WAOB and USDA-FSA as of September 2021.




Management Implications

The analysis of projected 2020 and 2021 crop program pay-
ments coming from the ARC and PLC programs points to
a substantial decline in commodity program payments for
producers in 2021 and 2022. This is not an unexpected re-
sult nor an unwanted outcome as it is a function of rising
commodity prices over the past year. More crop revenue
coming from the market and less from the federal com-
modity program is a preferable situation. However, there
are a few management implications worth noting.

First, and perhaps most significant, is that the farm pro-
gram safety net is providing less safety from price risk.
Prices or revenue would have to drop substantially before
ARC or PLC would kick in for 2021 crops, meaning pro-
ducers are shouldering more of the risk of any drop from
currently projected price levels and average yields before
the farm program would begin to help. That puts a bigger
premium on sound producer risk management decisions.

Second, higher crop price prospects may have encouraged
more production in 2021 and may also contribute to high-
er input prices in the year and years ahead. Higher prices
and higher costs can still stress management decisions and
profitability margins even as farm safety net programs be-
come less relevant. Farm program supports could adjust up
marginally under existing formulas for sustained higher
prices, but they won’t adjust up for higher input costs
(except for the Dairy Margin Coverage program, a topic for
a different discussion).

Finally, while today’s higher commodity prices have
strengthened bottom lines and balance sheets, most long-
run projections find little evidence to support sustained
higher price levels and tend to fall back toward previous
price levels. For example, recent corn price projections
from the Food and Agricultural Policy Research Institute
(FAPRI) at the University of Missouri point to corn prices
falling from current levels back toward $4.55 for the 2022
crop and to $4.18 for the 2026 crop. These prices would be
far above the mid-$3 level of the entire 2014-2019 period
but would be a sharp pullback from the $5-plus level at
present. Keeping longer-run price projections in mind as
crop mix and investment decisions are being made is also
an important part of sound management decision-making.
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