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Over the years, crop/revenue insurance has
frequently been the focus of this column.
With revenue insurance taking on an air of

inevitability as the key element of the commod-
ity section of the 2012 Farm Bill, it seems ap-
propriate to look specifically at the arguments
for revenue insurance that are currently in play.

A core argument for revenue insurance is that
it is market-based. The idea being that revenue
insurance provides a private-sector remedy to
agriculture’s price and income problems instead
of the government-based remedy as has been
the case in the past. The problem we have with
that statement is that it is not true. The gov-
ernment is just as involved as it ever was only
now there is a middleman in the process. And
the middleman has to be paid a fee over and
above the payments that are made to crop farm-
ers.

If crop/revenue insurance were truly a pri-
vate-sector venture, as it is with crop hail in-
surance, farm liability insurance, farm
equipment insurance, and a host of other in-
surance products, there would be no need for
the government to subsidize a significant por-
tion of the premium and provide a profit to the
insurance companies to boot.

But as it is, if crop/revenue insurance is the
mechanism that Congress wants to use to pro-
vide protection to crop farmers, billions of dol-
lars could be saved by eliminating the
middlemen by having farmers sign up for it dur-
ing one of their trips to the county offices of the
Farm Service Agency. That’s where much of the
information required to apply for the insurance
is housed anyway.

Another argument for the insurance approach
to farm programs is that revenue insurance is

market-following and thus does not distort the
market by setting artificial price levels, as can
be done with loan rates and target prices. In-
stead, of using loan rates and target prices set
by Congress, insurance uses the market’s price
to set its protection level – it follows the market.

In making this argument, crop/revenue in-
surance proponents are assuming that, on av-
erage, the price being offered by the market is
just fine. History suggests otherwise; just look
at the season average prices for the 1998-2001
crop years. Besides, perfection in “market-fol-
lowing” means no protection at all.

As the House Ag Committee Chair and Rank-
ing member have stated, crop/revenue insur-
ance is not a safety net. When prices fall, so
does the level of insurance protection.

One of the concepts being talked about for the
coming farm bill is protection against shallow
loss. In this case, shallow loss means a change
in the expected level of revenue between plant-
ing and harvest, even if the revenue at harvest
is well above any reasonable measure of the cost
of production. That is, there is the possibility of
ensuring farmers “pure profits” during times
when prices come off extraordinarily and un-
sustainably high levels.

Every business out there needs to be able to
protect itself against shallow loss. There are al-
ways ups and downs in a market economy and
businesses need to provide themselves with a
cushion to get them through minor fluctuations
in income. In this respect farmers are no differ-
ent than the small business on Main Street.

To the extent that the shallow-loss is price-re-
lated, farmers do not need the government to
provide a service that is available in the mar-
ketplace. Farmers wanting to protect them-
selves against a change in price between
planting and harvest have several mechanisms
available to them: forward contracting and the
futures market.

To us, it is difficult to make a convincing case
that the public should provide crop farmers
with protection that is readily available from the
private sector without a subsidy. We have al-
ways thought that farm programs were to pro-
vide help during the hard times. ∆
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