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The 2014 farm bill gives Farm Service Agency (FSA) farms a 1‐time opportunity to elect their Title 1 crop 

program for the 2014 through 2018 crop years.  Three program options exist:  ARC‐CO (Agriculture Risk 

Coverage‐county), ARC‐IC (Agriculture Risk Coverage‐individual), and PLC (Price Loss Coverage).  For most FSA 

farms, the decision will center on ARC‐CO and PLC, the focus of this article. 

Crop Program Choice Parameters 
► Farm producers have a 1-time opportunity to make their crop program choice. 
► The decision is irrevocable after the final sign-up date. 
► ARC-CO and PLC are elected on a crop-by-crop basis and FSA farm-by-FSA farm basis.  ARC-

IC is elected for the entire FSA farm and applies to all covered program crops on the farm. 
► The decision follows the land, not the owner or producer, throughout the life of the 2014 farm bill. 
► If no program is elected or if all producers on a FSA farm do not agree on the election, the FSA 

farm is ineligible for any 2014 crop year payments and the FSA farm is in PLC for 2015-2018. 
► Not only must FSA producers sign up (elect) a crop program option, they must enroll in the program 

option each crop year.  Enrollment will occur after sign up. 
 
Encompassing Policy Choice Question: Because the Supplemental (insurance) Coverage Option (SCO) is not 

an option with ARC and individual farm insurance must be purchased to buy SCO; insurance decisions must 

be fully considered when making the Title 1 farm program decision, leading to the following encompassing 

decision question: 

 

“For a FSA farm as a whole over the 2014‐2018 crop years, are 

expected ARC‐CO payments  +  expected net payments of any crop insurance chosen 

greater   or   less than 

expected ARC‐IC payments + expected net payments from any insurance chosen with ARC‐IC 

greater   or   less than 

expected PLC payments   +   expected net payments of any crop insurance chosen    + 

 expected net payments from SCO if also chosen?” 

 

Thus, the decision involves 5 different programs (ARC‐CO, ARC‐IC, PLC, individual insurance, and SCO) over 5 

years (2014‐2018).  This complexity is one reason calculators are useful.  However, it is also useful to have a 

framework for the decision involving each of the 5 programs.  The discussion that follows focuses on ARC‐CO 

and PLC.  The ARC‐IC decision is discussed extensively in the article, “Making the Case for Looking at ARC‐

Individual (ARC‐IC).”  The SCO decision is discussed extensively in the article, “Supplemental Coverage Option 

(SCO) and Decisions about Individual Crop Insurance and Crop Programs.” 

Description of ARC-CO 
► ARC-CO makes payments when actual county crop revenue is below 86% of county benchmark 

revenue.  Specifically, ARC-CO payment/program acre  =  minimum [(86% times ARC revenue 
benchmark) – ARC actual revenue; 10%  times  ARC revenue benchmark] 



 
 
 
 

● ARC revenue benchmark  =  (Olympic average of county yield/planted acre for 5 prior crop 
years  times  Olympic average of U.S. crop year price for 5 prior crop years) 
■ An Olympic average removes the high and low values in calculating the average. 

● ARC actual revenue  =  county yield/planted acre  times  U.S. crop year price 
● ARC price for year   =  maximum (U.S. crop year price; PLC reference price) 

► The formulas tell us that (1) coverage starts at 86% of county benchmark revenue, (2) that 
coverage is capped at 10% of the county ARC benchmark revenue, (3) that payments can occur 
because price or yield or both decline below their recent average value, and (4) that the ARC-CO 
benchmark revenue changes with the market since it is based on the Olympic average of county 
yields and U.S. crop year prices for the 5 preceding crop years. 

► Payments are made on 85%, not 100%, of historical program base acres, not planted acres. 
► ARC is a substantively revised ACRE program, but should not be confused with ACRE.  Revisions 

include: 
► ARC is elected by crop; ACRE was elected for the entire FSA farm. 
'► ARC uses county yields; ACRE used state yield. 
► ARC has a minimum price (PLC reference price); ACRE had no minimum price. 
► ARC’s coverage level is 76% to 86%; ACRE’s coverage level was 67.5% to 90%. 

 
Description of PLC 
► PLC makes payments if the U.S. price for the crop’s marketing year is less than the crop’s 

reference price.    Its specific payment is:  PLC payment/program acre  =  program payment yield   
times   (reference price – maximum(U.S. crop year price; loan rate)). 
● Reference prices and loan rates are specified by Congress in the 2014 farm bill.  See Table 1 

for a list of these prices for selected covered program crops. 
► Payments are made on 85%, not 100%, of historical program base acres, not planted acres. 
► PLC is a slightly revised target price program.  Reference prices are higher than the 2013 target 

prices, with increases that range from 8% for peanuts to 88% for barley (see Table 1). 
 
Framework for Comparing ARC-CO vs. PLC 
► ARC-CO and PLC both provide assistance with multiple year losses, but are different multiple year 

risk programs. 
► ARC pays if county revenue declines by 14% compared to the county’s average revenue for the 5 

prior years.  Being a revenue program, ARC can pay if price declines, yield declines, or both 
decline.  In contrast, PLC pays if price is below the reference price.  PLC is a price risk only 
program.  Its payment yield is fixed and thus does not determine whether payment is made.   

► Even though both ARC-CO and PLC have the PLC reference price as a minimum price, their 
performance varies over time.  Most importantly, while the reference prices does not change with 
market situation, ARC-CO’s benchmark revenue does change with the market situation because 
it is calculated using an Olympic average over the 5 previous crop years.  To illustrate the temporal 
behavior of an Olympic average, consider corn.  Because 2009 was a low price year and 2014 
appears likely to be low price year, and an Olympic average discards the high and low prices; 
ARC’s price component for corn is not likely to change in 2015 compared with 2014 (see Table 1).  
ARC’s price component for 2016 will decline somewhat if 2015 crop year price is the same as in 
2014.  The decline becomes more notable if the 2017 and 2018 crop year price stays at the level 
currently expected for 2014.  In short, if market price is well below the reference price for multiple 



 
 
 
 

years, PLC will likely pay more because ARC’s revenue benchmark changes with market 
conditions and thus declines if low prices persist. 

► On the other hand, ARC-CO can make payments when prices are above the reference price since 
it pays on declines.  PLC will not make payments if price is above the reference price. 

► To summarize the preceding discussion, ARC and PLC cover different risk situations.  The key 
trade-off between ARC-CO and PLC is the potential for large risk assistance but only if market 
price is well below the reference price (PLC) vs. a smaller capped level of risk assistance but 
assistance that is available for declines in revenue that can occur at any price and revenue level, 
including prices above the reference price (ARC-CO). 

► Another perspective on the difference between these two programs is that ARO-CO provides 
assistance for multiple years of shallow losses while PLC provides assistance for multiple years 
of low prices, where low is defined as prices well below the reference price.  Both types of risk can 
cause significant financial stress.  Low prices below the reference price are more dramatic but 
cumulative losses over several consecutive years can also result in bankruptcy.  In short, ARC 
and PLC address different types of multiple year risk. 

 

Considerations Involving Time 
�  ARC‐CO and PLC payments, if any, for the 2014 crop year will be reasonably known by March 2015.   

Limited insight on 2015 crop year payments may exist.  Almost nothing will be known about payments for the 

2016 through 2018 crop years.  This difference in information raises the question, should 2014 crop year 

payments be weighted more highly because more is known about them.  There is no right or wrong answer, 

but it is important to think about this question. 

► A huge amount of uncertainty exists in the crop program decision.  Diversification is a common 
strategy when managing uncertainty.  The 2014 farm bill allows producers to mix and match ARC-
CO and PLC across FSA farms and program crops.  Thus, farmers with multiple FSA farms may 
want to consider diversifying their FSA farms across programs.  If diversification is desired, yield 
comparisons can be useful in making the diversification decision.  Everything else the same, ARC-
CO is more attractive for FSA farms when county yield is high relative to the FSA’s farm yield and 
farm payment yield.  PLC is more attractive for FSA farms when farm payment yield is high relative 
to both the county and farm Olympic average yield.  For a more complete discussion of the role of 
yield in the crop program decision, see the article, “The Forgotten Variable:  Yield and the Choice 
of Crop Program Option.” 

► Although 2014 is only 1 of 5 crop years involved in the crop program decision, economics says to 
wait to make the choice.  By waiting, information will improve concerning 2014 payments. 

 
Considerations of Crops 
► Different programs will likely be favored by different crops.  A key reason is that Congress set the 

reference price relative to market prices at different levels across crops.  The range of the ratio of 
the reference price to the Olympic average price for the 2009-2013 crop years ranges from 68% 
and 70% for soybeans and corn, respectively, to 96% and 99% for peanuts and long grain rice, 
respectively (see Table 1).  These ratios imply that, because the 2009-2013 prices reflect market 
conditions during the time the 2014 farm bill was being written, Congress chose reference prices 



 
 
 
 

that it more likely that PLC would be chosen for long grain rice and peanuts than for soybeans and 
rice. 

 
Summary 
► The crop program choice encourages farmers to think strategically about their farms through 2018. 
► A key strategic issue is the ability to withstand the different types of multiple years of losses, 

leading to the key strategic question, what is the appropriate type and level of downside protection 
from commodity programs as well as from insurance? 

 ►  Two key other questions are (1) ‘Should the reasonably well known 2014 payments be weighted 
more heavily than the more uncertain payments of the later years?” and (2) “Should program 
choice be diversified?”  Once these big picture questions are assessed, then the program 
calculators can help aid (not make) the crop program decision. 

► Last, this farm bill did not settle the question of what is the best policy for multiple year assistance, 
price or revenue and fixed vs. moving targets.  The next farm bill will continue this debate but with 
experiences that at present appear likely to be based on more normal, potentially low, income 
years.  Thus, both the information set and context of the next farm bill debate will differ from that 
of the 2014 farm bill debate, raising the potential for different outcomes. 

 
 
This publication is also available at http://ohioagmanager.osu.edu. 
 
 

Table 1. Comparison of price parameters for 2014 farm bill Title I crop programs, selected crops 

  U.S.  PLC Crop Crop     

 Target  Loan  Reference Year Year Coverage Adjusted ARC Price Component

  Price  Rate  Price Price Price [2014 price assumed for 2015‐18]

Crop  2013  2014‐18  2014‐18 2009‐13 2014 2014 2015 2016  2017 2018

            

Barley  $2.63   $1.95  $4.95 $5.45 $5.15 $4.69 $4.75 $4.75  $4.69 $4.43

Corn  $2.63   $1.95  $3.70 $5.29 $3.50 $4.55 $4.55 $4.12  $3.40 $3.18

Oats  $1.79   $1.39  $2.40 $3.25 $3.25 $2.80 $3.01 $2.94  $2.94 $2.80

Peanuts  $0.2475   $0.1775   $0.2675  $0.28 $0.22 $0.24 $0.24 $0.24  $0.23 $0.23

            

Rice ‐ long grain  $10.50   $6.50  $14.00 $14.17 $12.70 $12.18 $12.18  $12.18  $12.18 $12.04

Rice ‐ median grain  $10.50   $6.50  $14.00 $18.10 $19.50 $15.57 $15.68  $15.88  $16.48 $16.77

Sorghum  $2.63   $1.95  $3.95 $5.10 $3.45 $4.38 $4.38 $4.08  $3.49 $3.40



 
 
 
 

Soybeans  $6.00   $5.00  $8.40 $12.27 $10.00 $10.55 $10.55  $10.18  $9.46 $8.60

Wheat  $4.17   $2.94  $5.50 $6.60 $5.90 $5.68 $5.74 $5.74  $5.35 $5.07

 
Notes:  The 2014 price is the midpoint of the price range reported in the November 2014 World 
Agricultural Supply and Demand Estimates (WASADE) (http://www.usda.gov/oce/commodity/wasde/).  
The crop year price for 2009-13 is an Olympic average price for the 5 years.  The estimated coverage 
adjusted ARC price component for the 2015-2018 crop years equals 86% times the Olympic average 
for the 5 preceding crop years, assuming the midpoint price estimate for the 2014 crop year is the 
estimated crop year price for 2015-2018. 
 


