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Background
• U.S. Commodity Policy: suppose to be about a
safety net and manage supply and demand
imbalances.
• Government programs were implemented to deal
with unique supply and demand of agricultural
markets.
• From the 1985 to 1996, de-regulation of
agriculture, let markets work.
• Safety Net shifted from government intervention,
to market driven solutions: free trade, decouple
payments, crop insurance.
• So how is crop insurance performing?
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Crop Insurance Basic Products
• Yield-Based Insurance
– Yield based on producer’s actual production
history (APH)
– Price based on market conditions
– Farmer selects % level of protection of yield and
price to receive
– CAT (50/55) is “free” can “buy up” to (85/100)

• Revenue-Based Insurance
– Target revenue based on APH and market prices
– Farmers selects % of target revenue to insure
– Indemnity is paid regardless of the source of
shortfall: price or production
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Government Cost of Federal Crop Insurance
(millions of dollars)
Fiscal
Year

Program
Losses or
(Gains) a

Federal
Premium
Subsidy

Private Company
A&O Expense
Reimbursements b

Other
Costs c

Total
Government
Cost

2000

196

1,353

540

86

2,175

2001

725

1,707

648

82

3,162

2002

1,182

1,513

656

115

3,466

2003

822

1,874

743

149

3,588

2004

(305)

2,387

900

143

3,125

2005

(293)

2,070

783

139

2,699

2006

(31)

2,517

960

125

3,571

2007

(1,068)

3,544

1,341

123

3,940

2008

(1,717)

5,301

2,016

137

5,737

2009

108

5,198

1,602

131

7,039

2010

(2,523)

4,680

1,371

143

3,671

Source: U.S. Department of Agriculture, Risk Management Agency.
a. Government’s underwriting loss (gain if negative) = the difference between total indemnity payments for crop losses and total
premiums (farmer and government paid), plus or minus any private company underwriting gains or losses.
b. A&O = administrative and operating.
c. Other costs primarily include federal salaries of USDA’s Risk Management Agency and, beginning in 2002, various research and
development initiatives mandated by the Agriculture Risk Protection Act of 2000 (P.L.106-224).
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Billion US$

Trends in Crop Insurance & Commodity
Payments Outlays
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Crop Insurance:
Building the Safety Net
• Key parameters
o APH
o Pre-planting futures’ market price
o Level of coverage
• Yield based insurance:
o Indemnities paid if yield below covered APH
o Lost yield value at referenced market price
• Revenue-based insurance:
o Indemnities paid if yield * market price less
than (APH * Pre-planting futures market price)
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Crop Insurance: A Safety Net?
• If loss of yield, protection is high during high
prices; protection is low if prices are low.
• In a high price environment, falling market
prices trigger indemnities, therefore crop
insurance preserve high prices for farmers.
• In a low price environment , crop insurance
indemnities are triggered if prices continue to
fall, therefore crop insurance protect from…?

• Moreover, in a low price environment, is when
farmers can afford the least crop insurance.
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Crop Insurance?
• May offer good protection for yield losses
during “normal” times. May even reduce
revenue fluctuations during “normal” times.

• But when do we need the Safety Net?
• Where is the Safety Net from extreme systemic
variations?
• Moreover, what protection for consumers, or for
farmers around the world?
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Contribution of Decouple
Payments to the Safety Net
• Two type of decouple payments, Direct
Payments and Countercyclical Payments
• Direct Payments are fixed, regardless of the
price environment. Helpful during low prices,
but are they necessary during high prices?
• Countercyclical Payments, vary according to
price and are based on “base acreage”. Protect
revenue.
• Neither address market imbalanced, nor protect
consumers or farmers around the world.
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How can Market Regulation
contribute to a Safety Net
• Crop Insurance can protect farmers from losses
caused by local events: hail, localized drought
or floods, or any other events limited in their
ability to impact national/global markets.
• Government sanctioned/sponsored intervention
need to manage market wide impacts.
• Safety Net should incorporate not only domestic
producers, but also consumers, and also
farmers and consumers around the world.
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Commodity X

Managing Extreme Price Variability

80%

Time
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What Instruments Could be Used
• Inventory Management or Food Reserves:
build reserves when prices are below lower
threshold and release them when prices are
above upper threshold.
• Expand mandate/use of crops for agro-fuels at
low prices, limit their use at high prices.
• Implement short or long-term soil reserves if
necessary.
• Aim to make the food reserve system selffinancing.

APAC

Benefits of Reducing Extreme
Variability in Ag Prices
• Protect farmers from very low prices,
in exchange of protecting consumers
from very high prices.
• Extreme prices increases pressure on
natural resources.

• Setup of food and soil reserves for
emergency situations.
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Final Remarks
• U.S. Crop Insurance model, not good model
to imitate: expensive and does not provide a
meaningful Safety Net.
• The objective of Market Regulations could
focus in managing extreme variability, rather
than eliminating variability.
• Key challenge is to define an adequate
Safety Net. Global vs. Domestic?

• Benefits of Safety Net need to extend beyond
farmers and even borders.
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