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Crop Insurance Payouts Will Help Cover Losses,
But No Free Lunch

SARAWYANT

WASHINGTON, D.C.

As hot, dry conditions per-
sist across much of the
United States, more peo-

ple are wondering just how
severe the damage will be?
Will this drought be as severe
as 1988, which continued
into 1989 and caused an esti-
mated $60 billion in damages,

or potentially worse? And how much of the
losses will crop insurance companies be paying
out in claims?

Anecdotal evidence of the losses, from our
readers and others, has been plentiful. We’ve
heard from producers in Missouri who planted,
without ever seeing seeds sprout. Others report
that their corn fields might look relatively good
on the outside, but will have much lower yields
due to hot, dry conditions during crucial silking
periods, leaving significantly fewer kernels on
each ear.

Based on the 2010 value of production, over
two-thirds of all crops and two-thirds of all live-
stock are in areas that are experiencing at least
moderate drought, according to USDA. But, as
Agriculture Secretary Tom Vilsack noted re-
cently after touring Iowa farms, “it’s somewhat
guesswork at this point in time in terms of what
the overall yields will be for the country.” The
former Iowa Governor saw everything from “sig-
nificant damage, to crops that looked in pretty
good shape.” For example, some growers in Min-
nesota are looking at healthy
stands of corn and soybeans with
expectations of higher than nor-
mal yields.

“Certainly, new seed technology
and the fact that U.S. producers
have planted 5 million more acres
in corn across the country this
year provides some degree of mit-
igation, but certainly not enough
to overcome the impact of this
rather severe drought,” Vilsack
added.
Improved safety net
The good news for most crop

growers is that there is a better fi-
nancial safety net than they had
24 years ago during the last major
drought. So even though they may
have made major investments in
crop insurance premiums, seed,
fertilizer and other inputs, they
should be able to repay most operating loans
this year. That’s why there has been little, if
any, demand for ad hoc disaster assistance –
outside of the livestock community.

“We have a crop insurance program where you
can insure up to 85 percent of your crop, you
can insure your revenue up to 85 percent,”
USDA Chief Economist Joe Glauber recently ex-
plained. “You can get indemnified. If you bought
crop insurance policies with harvest time prices,
you can get indemnified at harvest prices. If we
look at December futures for corn or November
futures for beans, those would be good prices to
get an indemnity payment based on right now.”

There is a major change in the 2012 crop in-
surance contract that will add to payouts for
farmers who suffered losses, points out Kansas
State University Ag Economist Art Barnaby.

“In many of the Corn Belt states, the farmers’
actual production histories (APH) were adjusted
up for trend yield. Because of those higher
APHs, the claims will be higher than the histor-
ical claims that were based on a simple 10-year
average yield,” he said.

But at the same time, Barnaby says insur-
ance, in most cases, does not make farmers
whole.

“This is not the free lunch being painted by
critics,” Barnaby pointed out in a recent Kansas
State University web post. “Nearly all farmers
will be better off with a crop than insurance
payments.”

Producers with revenue protection for corn
acres contracted for a guaranteed minimum
price of $5.68 for whatever percentage they in-
sured. The final recovery price will be the aver-
age of the October prices on the December corn
futures, but there is a cutoff point for revenue
protection recovery. Because of a cap placed by
USDA, the recovery cannot go more than double
the guaranteed price, points out Ray Massey,
University of Missouri Extension.

“If it were to get up to $11.36 a bushel, the in-
surance company will be required to cap the
price,” Massey said. “But I don’t know anybody
that’s calling for $11 per bushel of corn.” At
least not yet.

However, not all farmers purchased the high-
est levels of coverage and are finding out the
hard way that they will not be eligible to receive
some of the highest indemnities.

“Without the harvest price option, there is no
upside price protection,” warned Auburn Insur-
ance Agent Ruth Gerdes in presentations to
growers earlier this year. But now she’s getting
calls almost every day from farmers who aren’t
her customers and didn’t understand that if
they excluded the harvest price option, their
bushel guarantee goes down significantly.

“And they are in a world of hurt,” she adds.
University of Illinois Agricultural Economist

Gary Schnitkey developed Table 1 (below) to
demonstrate how, based on last year’s experi-
ence, the potential for large insurance payouts
can vary. Given the drought conditions, harvest
prices will likely be above the $5.68/bu. pro-

jected price. In this example, insurance pay-
ments at a $6.50 harvest price would be
$20/acre for a 145 bu./acre yield, $150/acre
for 125 bu./acre yield and $280 per acre for 105
bu./acre yield.

In Table 1, boxes are placed around two pay-
ments representing the drought years of 1983
and 1988. For these years, the percent devia-
tion in actual yield from trend-line yield in Illi-
nois and the percent change in harvest price
from project price were calculated and applied
to 2012 conditions. If a year similar to 1988 oc-
curs in 2012, yield would be 105 bushels per
acre and harvest price would be $7.40/bu., re-
sulting in a $318/acre insurance payment.

Producers with corn or soybean delivery con-
tracts face a different dilemma. “Hopefully, they
didn’t contract very much,” Massey said. “If they
have a contract that they’re not going to be able
to fill, they are still legally obligated.” Unless the
producer chooses to default on the contract and
risk going to court, they have two options.

“They will need to purchase corn on the mar-
ket and deliver it, or they can negotiate a settle-
ment price for the contracted corn,” Massey
said. Soybean producers face the same situa-
tion, he adds, while noting that producers must
contact their insurance agent before making
any decision to prevent voiding their coverage. ∆
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