The USDA forecast of net farm income for the
calendar year 2015 is enough to scare almost anyone.
Two years ago (2013) US farmers earned a record
$123.7 billion in net farm income. Last year that
number was a not too shabby $91.0 billion, fourth
highest in history. This year, that number takes a 53.9
percent tumble from the record set in 2013, and a 36
percent decline from last year, coming in at $58.3 billion (http://tinyurl.com/q8n4v85). Back in February
the USDA released its “Agricultural Projections to
2024” which had a projected 2015 net farm income
of $84.2 billion (http://tinyurl.com/mw2sg99), $30.3
billion higher than the current forecast.
So what happened? Income, including insurance
payments, from feed grains fell by $6.6 billion, oil
crops by $3.6 billion, food grains by $2.4 billion and
cotton by $2.1 billion. On the livestock side, Dairy
receipts fell by $14.3 billion followed by meat animals at 7.8 billion. Expenses only fell by $2.6 billion.
Direct government payments were $11.3 billion, only
slightly higher than the record income year of 2013.
As a result, the value of agricultural production fell
by $35.9 billion.
Direct government (farm program) payments
only increased by $1.6 billion from 2014 and were
just $300 million higher than 2013 with its record net
farm income.
Unless the current harvest comes in well below
current expectations, it is difficult to see how the level
of revenue insurance protection will be above the full
cost of production for all but the most economically
efficient producers, or those who own all of their land.
Similarly, given a trendline or slightly below trendline
2016 crop, Average Revenue Coverage (ARC) and
Price Loss Coverage (PLC) payments will not prevent
many farmers from experiencing negative cash flows.
A modestly strong production next year would be
disastrous for crop sector prices.
When the current farm bill was being written, it
was hard to convince most farmers, lobbyists, and
members of Congress that this kind of scenario could
occur. Too many were stubbornly convinced that agriculture was on a new plateau. The USDA Agricultural
Baseline Projections to 2022, the baseline that people
were looking at when the 2013 to become the 2014
Farm Bill was being written, saw net farm income
remaining above $90 billion for a far as the eye could
see (http://tinyurl.com/ndjy5eu).
As a result, effective countercyclical programs that
would protect farmers from extended periods of low
prices were not considered. Instead the major concern
was to protect farmers from short term price declines,
even when prices were well above the cost of produc-

tion. The PLC only came into being because Southern
farmers were concerned about the risk of low prices.
The ARC was based on the idea that any fall in average revenue would be short-lived and payments could
be gotten with year-to-year variation during years of
revenue decline.
What will happen with crop production and the
resulting prices next year is anyone’s guess. What is
clear to us is that the current program, including crop
insurance that is separate from the program, provides
little price and income protection when it is needed
the most—during a series of low-price years.
As difficult as it was to justify direct payments during
the tenure of the previous farm bill, one thing that can
be said is that direct payment support does not decline
during the times when the need is the greatest.
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