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Executive Summary

The past four years have been chaotic for US 
agriculture. Trade wars, initiated by the Don-

ald Trump administration in 2017, and the 2020 
COVID-19 pandemic have led to volatile domestic 
and international market conditions and considerable 
uncertainty about future prices and farm businesses’ 
financial situations. In response to lower prices result-
ing from lost access to international markets and, on 
a shorter-term basis, pandemic-related supply chain 
disruptions, the Trump administration responded 
by sending unprecedented amounts of ad hoc disas-
ter relief aid to farmers through two Market Facilita-
tion Programs and the Coronavirus Food Assistance 
Program. However, the United States may well be on 
the cusp of major changes in agricultural policy, given 
the Joe Biden administration’s priorities, an upcoming 
farm bill (2023), and major changes in the leadership 
of key congressional committees, the United States 
Department of Agriculture, and the Environmental 
Protection Agency.

Despite the pandemic and market disruptions 
caused by trade disputes between the US and other 
countries, perhaps paradoxically the US farm sector 
is currently in a strong financial position compared 
to the rest of the economy and enjoys the prospect 
of higher commodity prices in 2021.  Adjusting for 
inflation, farm income measures are well above their 
long-run average levels, mainly because of excep-
tionally large ad hoc government payments farmers 
received in 2020, although even without those pay-
ments farm incomes would be at about their long-run 
average levels. 

Before 2018, ad hoc farm subsidy payments were 
modest, averaging about $2 billion a year between 
2010 and 2017. They increased to about $6 billion 
in 2018, $15.6 billion in 2019, and then catapulted to  
$35 billion in 2020. As a result, overall annual govern-
ment spending on farm subsidies in 2019 and 2020 
averaged $41 billion, including a record $52 billion in 

2020, more than triple annual average government 
spending of less than $15 billion from 2014 to 2018. 
In 2020, government payments were anticipated to 
account for 39 percent of all net farm income, higher 
than any of the previous 20 years. At the same time, 
farm solvency measures and bankruptcies are well 
below the levels they were at during the farm financial 
crisis in the mid-1980s. In 2018, the most recent year 
for which data on financial stress conditions are avail-
able, the percentage of US farms and ranches facing 
severe financial stress was at about 2.8 percent. Given 
that financial stress is closely related to farm income, 
that proportion was almost certainly lower at the end 
of 2020, indicating that remarkably few farms are cur-
rently dealing with severe financial stress. 

Not all subsectors of the US agricultural economy 
are in the same financial situation, although financial 
stress rates are lower than in the rest of the economy, 
even among those subsectors. In 2018, the propor-
tion of farms experiencing severe financial stress 
was higher among farms specializing in the produc-
tion of milk (7.9 percent), cotton (6.3 percent), and 
corn and soybeans (4.2 percent). In these groups, 
crop farmers with close to medium revenues from 
farm sales were more likely to face higher levels of 
financial stress. Among all crop producers, the largest  
10 percent of crop farmers experienced financial 
stress at much lower rates. Among livestock farms and 
ranches, larger operations were more likely to experi-
ence higher levels of financial stress, but among live-
stock operations, the overall rate of financial stress 
(about 1.7 percent), was low. The current health of 
the farm sector suggests there is little need for addi-
tional support through ad hoc and other supplemen-
tary government subsidy programs.

Over the past 20 years, except for 2019 and 2020, 
farm businesses have received an annual average of 
about $16 billion taxpayer-funded payments under a 
wide range of programs. Most of these subsidies have 
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been authorized through successive farm bills. Out-
lays under some of those programs have been rela-
tively stable, including payments made under direct, 
price, and income support initiatives and conserva-
tion programs. Under other programs, such as fed-
eral crop insurance, net payments are more volatile 
because they are generally triggered by unpredict-
able severe weather conditions. Nevertheless, the 
surge in total government farm subsidies between 
2018 and 2020 was almost solely because of the 
extraordinarily large trade war and pandemic ad hoc 
compensation programs.

The Biden administration will inherit the current 
suite of policies authorized by the 2018 Farm Bill that 
likely will not be modified until a new farm bill is 
authorized in 2023. Implementing major changes in 
agricultural policies is complicated by many factors, 
including existing trade arrangements, current pro-
duction practices, supply chains, and the consider-
able influence of political interest groups, such as the 
American Farm Bureau Federation and the Environ-
mental Defense Fund, that often lead to support for 
larger farm subsidies. 

Nevertheless, while political considerations will 
remain a powerful driving force for many current 

and future agricultural policy initiatives, fundamen-
tal economic concerns should play a key role in eval-
uating proposals for new programs and changes to 
current policies. To that end, future policies should 
focus on (1) moving toward more efficient markets, 
(2) complying with current trade obligations and 
expanding access to overseas markets, (3) optimally 
providing public goods such as research and develop-
ment (R&D), and (4) addressing negative externali-
ties such as emissions of toxic chemicals, greenhouse 
gases, and soil erosion.

The Biden administration has already identified 
three key areas of emphasis for agricultural policy:  
(1) responding to climate change, (2) investing in 
R&D, and (3) increasing trade liberalization. It is 
unlikely that major changes to market-distorting farm 
income payments (e.g., crop insurance premium sub-
sidies) will be implemented before or even in the 
2023 Farm Bill. However, proposed increases in pub-
lic investments in agricultural R&D, an increased 
emphasis on conservation programs, a return to lib-
eralizing international trade, and increased access to 
overseas markets could help transition the farm econ-
omy away from its current reliance on ad hoc disaster 
aid to a more market-oriented industry. 
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The United States is on the cusp of major changes 
in the political and economic environment in 

which, over the next four years, Congress and the Joe 
Biden administration will develop agricultural pol-
icy initiatives, including a new farm bill scheduled 
for 2023. Those shifts include substantial changes in 
the leadership and focus of important congressio-
nal committees and government agencies, includ-
ing those with responsibilities for agriculture and the 
environment. 

The past three years have been tumultuous for US 
agriculture. Trade wars with Canada, China, the EU, 
Mexico, and others in 2017–19 reduced US agricultural 
exports, lowered market prices for some commod-
ities (most notably soybeans), and caused declines 
in farm revenues. To offset those losses, the Donald 
Trump administration provided the agricultural sec-
tor with over $25 billion in supplemental assistance.1 
Soon after a trade agreement between the US and 
China was signed in December 2019 that promised 
large purchases of US agricultural products over 2020 
and 2021, the coronavirus pandemic swept across the 
world, disrupting supply chains, changing the compo-
sition of the demand for food, and resulting in sharp 
drops in commodity prices. Congress and the Trump 
administration again stepped in to provide $32 billion 
in supplemental support during 2020.

Those pandemic-related supplemental payments 
were made in addition to subsidies provided under 
the more traditional farm safety-net programs such 
as the federal crop insurance program and the price 
and income support programs provided under the 

2018 Farm Bill. Spending in 2019 and 2020 averaged 
$41 billion, including a record $52 billion in 2020, 
more than three times the annual average govern-
ment spending of less than $15 billion over 2014–18. 
Whether the supplemental support vastly exceeded 
the needs of the sector has been debated. Recent evi-
dence strongly suggests it did.2 However, the more 
relevant question is whether the current suite of 
farm safety-net programs is adequate for the future. 
Already, some farm interest groups are seeking new 
subsidy programs for commodities such as hogs, cat-
tle, and poultry—livestock products that historically 
received only moderate support from the taxpayer. 
Further, producers of other crops such as fruits, 
nuts, and vegetables and farm businesses raising 
organic products are also looking to the federal gov-
ernment for new forms of support. 

In addition, and perhaps most importantly, many 
Republican legislators appear to be returning to a 
more fiscally conservative position as the budget defi-
cit, currently at a near record level, looms as a poten-
tially ominous elephant in the room for agricultural 
subsidy programs. In the past, agricultural subsidy 
programs have been remarkably resilient to federal 
budget cuts, but farm entitlements might face more 
cuts than major entitlement programs such as Medi-
care and Social Security or national defense will face.3

In the context of the current policy maelstrom, this 
report raises and seeks to address the following ques-
tions. The first is whether, from a financial perspec-
tive, the agricultural sector as a whole, or subsectors 
of the sector (e.g., dairy and hogs), genuinely need 
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financial help for reasons above and beyond ordinary 
shifts in market conditions. 

A second important issue is the extent to which 
market failures such as externalities (e.g., environ-
mental and conservation concerns), market power in 
upstream input supply markets and downstream food 
processing sectors, and coordination failures (e.g., 
with research and development (R&D) and product 
information) justify policy interventions. 

The third question concerns the changes in the 
composition of the House and Senate agricultural 
committees that are likely to occur, along with the 
likely priority changes of the Biden administration. 
Whether these changes are justified based on either 
economic efficiency or genuine financial need is an 
important issue. The likely shifts in policy almost 
certainly involve reevaluations of recent trade pol-
icy, conservation and environmental initiatives— 
especially regarding climate change concerns—and 
the relative importance of farm subsidy and other 
programs that benefit the agricultural sector com-
pared to nutrition programs. 

A fourth issue concerns the use of Commodity 
Credit Corporation (CCC) resources by an administra-
tion for ad hoc subsidy and other programs not nec-
essarily authorized by Congress. Another concerns 
Congress’ recent actions in providing agricultural pro-
ducers with financial payments to offset impacts from 
the COVID-19 pandemic. In this context, over the past 
three years, even though the 2018 Farm Bill effectively 
involved few changes from its 2014 predecessor, the 
Trump administration used CCC spending authority to 
direct substantial funds in excess of $23 billion to farm-
ers between 2018 and 2020 for perceived losses related 
to the Trump administration’s trade wars with China 
and other countries. In addition, by the end of 2020, 
Congress and the administration will have authorized 
$43 billion in COVID-19-related subsidies4 for farmers. 

This report is organized as follows. We begin by 
examining the current and likely future financial situ-
ation of the agricultural sector, paying attention to the 
extent to which farms are at risk of financial failure. 
We also consider whether specific subsectors of the 
agricultural economy (e.g., the dairy sector) are at an 
elevated risk of failure. 

Next, we explore the changing roles of government 
programs as sources of subsidies for farmers, includ-
ing farm bill price and income support policies, the 
federal crop insurance program, conservation initia-
tives, ad hoc disaster aid, and publicly funded agricul-
tural R&D initiatives. We then discuss the future of 
current programs and other potential initiatives, spe-
cifically whether those policies are justified in terms 
of concerns about poverty alleviation, externalities 
and other market failure related concerns, and the 
effectiveness of payment caps to individual farms. 

We conclude with a discussion of proposed changes 
to agricultural policy and a 2023 Farm Bill that aims 
to improve societal well-being, given the evidence on 
the financial state of the farm economy as compared 
to what programs are likely to emerge over the next 
three to four years.

State of the Agricultural Economy

The US Department of Agriculture’s Economic 
Research Service (ERS) projects that net farm income 
will be $119.6 billion in 2020, 43 percent higher than in 
2019.5 If that projection is accurate, after adjusting for 
inflation, that income level will be the fourth highest 
over the past 50 years. Net cash income, a more accu-
rate indicator of cash flow, is projected by ERS to be 
$134.1 billion, 23 percent higher than in 2019 and, adjust-
ing for inflation, the seventh-highest amount received 
by the farm sector since 1970. Farm debt is projected 
to increase by 4 percent over 2019 levels but will still 
be less than 14 percent of the total value of farm assets, 
which are also estimated to be higher.6 Thus, using 
these sector-wide indicators, at the end of 2020, the 
farm economy looks to be in good financial shape.

However, the agricultural sector is complex. Farm-
ers produce hundreds of different food and fiber 
commodities, each with their own markets, cost 
structures, and distribution systems. Moreover, most 
farms are multiproduct firms. Fruit and vegetable 
growers in California may raise strawberries, lettuce, 
and almonds. Farms in the corn belt produce soy-
beans, raise hogs, and grow corn, and they may pro-
duce vegetables for local farmers markets. As a result, 
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sector-wide indicators can sometimes be misleading 
about the situation faced by farms producing a spe-
cific range of commodities (e.g., the dairy sector) and 
by smaller, midsize, or larger farms. Accordingly, after 
reporting information on sector-wide measures of 
performance, including income, solvency, and loan 
performance indicators, we examine farm-level data 
to identify the percentage of all farms that are facing 
extreme financial stress and how that percentage has 
changed over time. Financial stress is then examined 
across farm sales and commodity categories.

Farm Income. The US Department of Agriculture 
(USDA) uses two broad measures of farm income: 
net cash income and net farm income. Both are mea-
sured per calendar year. Net cash income is the dif-
ference between gross cash income, which includes 
gross cash receipts from sales of crops and animal 
and animal products, plus other farm-related income 
(e.g., sale of forest products and machine hire or 

custom work), plus any government payments, 
minus cash expenses. Net cash income is thus a mea-
sure of cash flow in the sector during each calendar 
year. Although net cash income is measured per cal-
endar year, it is likely to include revenues, payments, 
and costs associated with crop production in other 
crop years. For example, in the current year, a farmer 
may receive a crop insurance indemnity payment for 
last year’s crop but pay premiums for the current or 
next year’s crop.

Net farm income is an accounting measure of agri-
culture’s net value added to the economy. Unlike net 
cash income, which considers only production that was 
marketed during the calendar year, net farm income 
treats current calendar year production as if it were all 
marketed in that year.7 Net farm income also defines 
farm revenue as including any home consumption of 
production and the imputed rental value of farm build-
ings. In addition to cash costs, net farm income includes 
imputed costs of physical capital consumption such as 

Figure 1. US Farm Income (2020 Billion USD)

Source: US Department of Agriculture, Economic Research Service, “Data Files: U.S. and State-Level Farm Income and Wealth Statistics,” 
https://www.ers.usda.gov/data-products/farm-income-and-wealth-statistics/data-files-us-and-state-level-farm-income-and-wealth- 
statistics/.
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machinery depreciation and the imputed value of any 
noncash employee compensation.

Net cash income and net farm income, measured 
in constant 2020 dollars, are highly correlated and 
have generally kept pace with inflation over the past 
50 years (Figure 1). It is striking that the long-run 
trend in both measures has been remarkably flat over 
the period, although there has been considerable 
year-to-year variation, with relatively shorter peri-
ods of higher incomes followed by longer periods of 
below-average incomes.8 Bolstered by strong domes-
tic and foreign demand and global production short-
falls, which boosted prices for grains and oilseeds to 
nominal record levels, both net cash income and net 
farm income levels began rising in the mid-2000s, 
reaching near record-high levels (adjusting for infla-
tion) between 2012 and 2014. 

In 2012, net cash income peaked at 50 percent 
above the 50-year average, and in 2013, net farm 
income was 68 percent above its 50-year average. As 
prices began moderating in 2014, farm income levels 
began to fall. By 2016, in real terms, net cash income 
returned to its 50-year average, and net farm income 
was 19 percent below its 50-year average. From 2016 
to 2019, net cash and net farm income levels remained 
at roughly their long-term averages. However, in 2020, 
driven by record levels of government payments, net 
cash income and net farm income are respectively 
forecast to be 31 percent above and 45 percent above 
their long-run averages. 

Federal subsidies have been an important compo-
nent of farm-sector incomes since the 1930s. Figure 2, 
Panel A, shows farm payments over the past 50 years, 
adjusted for inflation.9 From 1998 onward, govern-
ment payments arising from standing legislation (e.g., 
farm bills) are reported separately from payments 
authorized under “one off” ad hoc supplemental pro-
visions.10 Direct government payments reached nom-
inal and real record levels in 2020, partly due to more 
than $36 billion provided in supplemental assistance 
for COVID-19-related losses ($32 billion) and trade 
war compensation payments ($3.9 billion). 

In Figure 2, Panel B, government payments are 
reported as shares of farm income and farm reve-
nue. Over the past 50 years, payments have averaged 

less than 5 percent of total farm revenues, exceeding 
10 percent only in 1987, 2000, and 2020. However, in 
2020, direct government payments are estimated to be 
almost 39 percent, the highest since 1999–2001 and far 
larger than payments during 2011–13, when payments 
accounted for about 10 percent of net farm income. 

If not for the supplemental payments in 2020, farm 
income levels would have been closer to their 50-year 
averages. For example, net cash income would have 
been 4 percent below rather than 31 percent above 
its five-year average (and the fourth-highest income 
level over the past 50 years). Net farm income with-
out supplemental payments would have been only 
2 percent rather than 45 percent above its 50-year 
average in 2020.

Rate of Return on Farm Equity. The total rate of 
return on farm equity is a measure of sector profit-
ability more comparable to returns on other forms 
of investment such as stocks and bonds. The total 
rate of return includes the rate of return on both cur-
rent income and any capital gains. Current income is 
measured as net farm income minus imputed returns 
to unpaid labor and management. Capital gains are 
calculated as the change in the value of farm assets 
from the previous year. Equity is measured as total 
farm assets minus total farm debt. Typically, a higher 
rate of return on farm equity from income signals 
increased profitability, while lower values suggest 
lower profits. However, the ratio is also sensitive to 
the sector’s reliance on debt. Increases in farm-sector 
debt-financed assets would reduce equity for a given 
level of assets, increasing the return on farm equity 
from current income.

Overall rates of return to farm equity are reported 
in Figure 3, Panel A, and broken down into their com-
ponents (current income and real capital gains) for 
1970–2019. Over that period, the annual rate of return 
on farm equity has averaged 7.6 percent,11 although 
there has been considerable variability from year to 
year, largely because of changes in capital gains.

As with farm income, the trend in the overall rate 
of return from current income has been relatively flat 
over the past half century, averaging a little less than 
2 percent per year. It has also been fairly stable, with 
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Figure 2. Direct Government Payments

Panel A. 2020 Billion USD

Panel B. Percentage of Income

Source: Authors’ calculations using US Department of Agriculture, Economic Research Service, “Data Files: U.S. and State-Level 
Farm Income and Wealth Statistics,” https://www.ers.usda.gov/data-products/farm-income-and-wealth-statistics/data-files-us-and- 
state-level-farm-income-and-wealth-statistics/. 
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Figure 3. Rates of Return on Farm Equity

Panel A. Total Rate of Return (Percentage)

Panel B. Current Income and Real Capital Gains (Percentage)

Source: US Department of Agriculture, Economic Research Service, “Data Files: U.S. and State-Level Farm Income and Wealth Statistics,” 
https://www.ers.usda.gov/data-products/farm-income-and-wealth-statistics/data-files-us-and-state-level-farm-income-and-wealth- 
statistics/.
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only two years of negative returns (1980 and 1983) and 
only briefly exceeding 3.5 percent in the early 1970s. 

The rate of return on farm equity from capi-
tal gains measures the proportional change in the 
sector’s equity position because of a change in the 
value of sector assets. Between 1970 and 2019, the 
annual rate of return from real capital gains averaged  
5.7 percent but was also relatively volatile. During the 
1970s, the annual rate of return from capital gains 
averaged over 15 percent. However, the value of farm 
assets fell between 1982 and 1986 (a period known 
as the farm financial crisis), and over the decade the 
average annual rate of return from capital gains was 
negative (–3 percent). Since then, farm assets have 
generally appreciated over the past decade (2011–20) 
at an average annual rate of 4 percent on farm equity. 

The USDA estimates the total rate of return on 
farm equity for 2020 at 4.1 percent. While higher than 
in 2018 and 2019, if realized, that rate would be below 
the 50-year average and considerably lower than the 
average rate of return of 11.3 percent realized between 
2010 and 2014, when farm incomes were near record 
levels and land values increased rapidly.

Solvency Measures. Debt-to-asset and debt-to- 
equity measures are widely used as indicators 
of the financial solvency of the agricultural sec-
tor. Sector-wide farm debt is forecast at $435 bil-
lion in 2020, a nominal record and near record in 
inflation-adjusted (real) terms (Figure 4, Panel A). 
However, farm assets are projected at $3.121 trillion 
in 2020, a nominal record but down slightly from the 
2014 record level of $3.215 trillion in inflation-adjusted 
(real) terms. In real terms, farm equity, forecasted at 
$2.685 trillion in 2020, is marginally lower than its 
2014 peak level of $2.836 trillion. With moderately 
increasing sector-wide debt and relatively modest 
asset growth, sector debt and equity levels measured 
as percentages of assets have increased since 2014 and 
are forecasted by the ERS respectively at 14 percent 
and 16 percent at the end of 2020 (Figure 4, Panel B). 
Nonetheless, they remain far below the levels seen 
during the farm financial crisis of the mid-1980s, 
when debt-to-asset ratios exceeded 20 percent and 
debt-to-equity ratios exceeded 27 percent.

Working capital is a liquidity measure that reports 
the amount cash potentially available to fund oper-
ating expenses after paying off current debt. Esti-
mates of sector-wide working capital have been 
published by the USDA ERS since only 2012. In 2012, 
net cash income for the sector was at a near record 
level, and therefore working capital was almost cer-
tainly atypically high. The ERS data indicate that, 
in inflation-adjusted (real) terms, working cap-
ital declined by 52 percent between 2012 and 2015 
(from $188 billion to $90 billion), as in real terms net 
cash income returned to levels close to its long-run 
average. Since 2015, the level of working capital as 
a percentage of gross revenues has averaged about  
16 percent (Figure 5). It is difficult to make any com-
parisons to years before 2012, as ERS did not break 
out information on current debt and assets. None-
theless, the information on working capital since 
2012 appears to be broadly consistent with the farm 
income picture between 2012 and 2020.

A farm’s capacity to repay loans is another mea-
sure of financial solvency. The Federal Reserve sur-
veys commercial banks every quarter and reports 
on the share of farm loans that are nonperforming. 
Such loans include non-accruing loans or accruing 
loans that are over 90 days delinquent. At the start 
of 1987, the share of farm operating loans that were 
nonperforming was almost 8 percent, reflecting the 
impacts of the early and mid-1980s farm financial cri-
sis. Improved farm incomes and tighter banking stan-
dards subsequently resulted in better-performing 
loans. By the early 1990s, nonperforming farm oper-
ating loans and farm real estate loans had declined to 
less than 2 percent of total farm loans, and in 2008, 
nonperforming loans accounted for less than 1 per-
cent of total operating and real estate loans. 

In 2009 and 2010, with the onset of the global finan-
cial crisis and the economy-wide Great Recession in 
the United States, the share of total farm loans defined 
as nonperforming increased briefly. However, as agri-
cultural commodity prices increased in 2010–14, loan 
performance again improved. Current nonperforming 
loans in the third quarter of 2020 accounted for almost 
1.5 percent of farm operating loans and about 2 percent 
of farm real estate loans (Figure 6).
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Figure 4. Farm Debt

Panel A. Total Farm Debt and Assets (2020 Billion USD)

Panel B. Farm Debt as a Percentage of Farm Assets and Equity

Source: US Department of Agriculture, Economics Research Service, “Data Files: U.S. and State-Level Farm Income and Wealth Statistics,” 
https://www.ers.usda.gov/data-products/farm-income-and-wealth-statistics/data-files-us-and-state-level-farm-income-and-wealth- 
statistics/.
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Figure 5. Working Capital (2020 Billion USD) and Relative to Gross Revenues (Percentage) 

Source: US Department of Agriculture, Economic Research Service, “Data Files: U.S. and State-Level Farm Income and Wealth Statistics,” 
https://www.ers.usda.gov/data-products/farm-income-and-wealth-statistics/data-files-us-and-state-level-farm-income-and-wealth- 
statistics/.
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Figure 6. Shares of Commercial Bank Farm Operating and Real Estate Loans That Are 
Nonperforming

Source: Federal Reserve Bank of Kansas City, “Ag Finance Updates,” https://www.kansascityfed.org/research/indicatorsdata/
agfinancedatabook.
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Since 1986, farm bankruptcies have largely been 
processed under Chapter 12 of the US Bankruptcy 
Code.12 Chapter 12 enables financially distressed fam-
ily farmers to propose and carry out a plan to repay 
all or part of their debts. In 1987, the first full year the 
option was available, of the approximately two mil-
lion farm businesses that then and now constitute 
the agricultural sector, 5,788 farms (0.3 percent of all 
farms) filed for bankruptcy under Chapter 12 (Fig-
ure 7). By 1988, the number had fallen below 2,000, 
and in the mid-1990s, Chapter 12 filings were below 
1,000 per year. Over the past 20 years (2000–19), 
Chapter 12 farm bankruptcies have averaged 458 a 
year (0.02 percent of all farm businesses). In 2019, 
farm bankruptcies were 595, 30 percent above the  
2000–19 average but still less than 0.03 percent of all 
farm businesses and far below the levels of the late 
1980s and mid-1990s.13

In 2019, the top five states reporting farm bank-
ruptcies—Wisconsin (57 farms), Georgia (41 farms), 
Nebraska (38 farms), Kansas (36 farms), and Iowa  

(27 farms)—accounted for one-third of total Chap-
ter 12 filings. Unfortunately, little is known about the 
characteristics of the farms declaring bankruptcies 
apart from where those bankruptcies are filed, but in 
2020, the number of farm bankruptcies in these states 
represented less than 0.09 percent of all farms.14 

Financial Stress. In estimating how many farms 
are facing extreme financial stress, we use farm-level 
data obtained from the most recent annual Agri-
cultural Resources Management Survey conducted 
by the ERS. Farmers facing extreme financial stress 
are identified using a taxonomy developed by ERS 
researchers15 based on criteria developed by the Farm 
Financial Standard Council.16 These criteria identify 
farm owners experiencing severe financial stress as 
owners with debt-to-asset ratios in excess of 55 per-
cent who also do not have sufficient income to meet 
their loan payment obligations. 

In this context, repayment capacity is defined as 
the ability of a borrower (typically thought of as the 

Figure 7. Bankruptcy Filings Under Chapter 12

Source: US Courts, “Caseload Statistics Data Tables,” https://www.uscourts.gov/statistics-reports/caseload-statistics-data-tables.
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household or corporation owning the farm) to repay 
debt with both farm income and other “off-farm” 
sources of income. To measure repayment capacity 
for each farm, the farm’s total debt coverage ratio 
(TDCR) is calculated. The TDCR is defined as the 
farm’s capital debt repayment capacity divided by 
the total scheduled principal and interest on term 
debt (debt that has an established loan repayment 
schedule). The capital debt repayment capacity is the 
income that a household has available to pay its debt, 
defined as net farm income from the operation plus 
nonfarm income minus household living expenses 
plus interest on term debt. Higher ratios indicate 
higher margins to cover loan payments; a ratio of 
less than one indicates that a farm household does 
not have sufficient income from the farm and other 
income sources to meet its loan payments. 

An important feature of the debt coverage ratio 
is that it accounts for off-farm income. When net 
farm income is low, a farm may not generate suffi-
cient income to meet its loan obligations. In those 

circumstances, using a common financial risk man-
agement strategy, to protect the assets embedded 
in the farm, the farm owner will typically rely on 
off-farm income sources. Even in relatively good 
years, many small-scale and some medium- and 
large-scale operators rely on off-farm income to meet 
their farm-related borrowing obligations as part of 
their overall wealth management and investment 
strategies. Such producers might have relatively lit-
tle working capital from their farm’s operations or 
have a high debt-to-asset ratio but still earn enough 
off-farm income to comfortably make their loan pay-
ments. For those farms, measures of liquidity and 
solvency often overstate the risks of loan default or 
bankruptcy if off-farm income is not considered.

Annual estimates of farms facing financial stress 
during 2005–18 (when such data are available) are 
presented in Figure 8. The estimates indicate that 
the proportion of all farms carrying debt levels higher 
than 55 percent of total assets had increased from 
about 3 percent in 2005 to about 4 percent in 2018, 

Figure 8. Percentage of Farms in Extreme Financial Stress

Source: Authors’ calculations using data from US Department of Agriculture, Agricultural Resource Management Survey, 2005–18.
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the most recent year of the survey.17 Farms in extreme 
financial stress (farms with debt-to-asset ratios over 
55 percent and a total debt repayment capacity ratio 
of less than 1.0) represented 1.8 percent of farms in 
2005 and just under 2.3 percent in 2018 (about one of 
every 50 farm businesses). 

As reported in Table 1, a larger-than-average share 
of crop-based farm operations, 6.3 percent, had debt- 
to-asset levels greater than 55 percent. Among crop 
producers, a larger portion of corn and soybean pro-
ducers (8.9 percent) and cotton producers (10.7 per-
cent) tended to be more highly leveraged than wheat 
growers were (3.9 percent). Among livestock produc-
ers, a larger portion of dairy (13.4 percent) and hog 
producers (8.1 percent) tended to be more highly lev-
eraged than cattle producers were (1.3 percent). Dairy 
and cotton farms tended to have a higher incidence 
of extreme financial stress in 2018, accounting for  
7.9 percent and 6.3 percent, respectively, of farms 
with that specialization. However, only 2 percent of 
hog operations and 1.1 percent of cattle operations 
were facing extreme financial stress in 2018.

Figure 9, Panel A, shows the distribution of farms 
under extreme financial stress, sorted by gross farm 
income quantile (lowest 10 percent, next 10 percent, 
etc.), in 2018, when farm incomes were much lower 

than in 2020. Those farms are also split by businesses 
that receive the majority of their revenues from live-
stock and crops to explore any differences between 
those two farm categories. 

On average, about 3.0 percent of all crop farms tend 
to experience extreme financial stress, but among mid-
size farms with crop operations, particularly farms in 
the fifth and seventh quantiles, the proportion of farms 
facing such financial challenges increases substantially 
to 5.6 and 6.7 percent, respectively. Among the larg-
est 10 percent of crop farms, farms that receive about  
60 percent of all subsidies paid out under farm bill and 
the recent Market Facilitation Program (MFP) and 
COVID-19 disaster aid initiative,18 the share of busi-
nesses facing severe financial stress falls to 2.6 per-
cent, slightly below the overall average for crop farms.  
Figure 9, Panel B, presents similar information for 
farms that fall into the top 30 percent in sales. These 
data indicate that among crop farms in the higher 
quantiles, as farm size increases, farm businesses are 
far less likely to face severe financial stress. In the top  
5 percent, only 1.7 percent experienced extreme finan-
cial stress in 2018. 

Among livestock operations, 77 percent of which 
are cattle operations, only 2.2 percent of all farm 
businesses experienced severe financial stress in 

Table 1. Farm Operations in Extreme Financial Stress in 2018, by Commodity Specialization

Commodity
Debt-to-Asset Ratio 

 Greater Than 55 Percent

Extreme Financial Stress  
(Debt-to-Asset Ratio Greater  

Than 55 Percent and TDRC  
Less Than 1.0 Percent)

Corn and Soybeans 8.9% 4.2%

Wheat 3.9% 0.8%

Cotton 10.7% 6.3%

Dairy 13.4% 7.9%

Cattle 1.3% 1.1%

Hogs 8.1% 2.0%

Crop Operations 6.3% 3.0%

Livestock Operations 2.3% 1.7%

Total 4.0% 2.3%

Source: Authors’ calculations using data from US Department of Agriculture, Agricultural Resource Management Survey, 2018.
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Figure 9. Percentage of Farms Under Extreme Financial Stress

Panel A. Gross Farm Income Quantile

Panel B. Top 30 Gross Farm Income Quartiles

Source: Authors’ calculations using data from US Department of Agriculture, Agricultural Resource Management Survey, 2018.
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2018. However, in contrast to crop-oriented farms, as 
farm size increases, a larger share of livestock-based 
operations were subject to severe financial stress. 
Among the largest 10 percent of livestock operations,  
4.9 percent of operations experienced extreme 
financial stress in 2018. However, there are signifi-
cant differences within the livestock sector. Among 
hog and dairy farms that are among the largest  
10 percent of livestock operations in sales, 8.5 per-
cent of hog farms and 6.3 percent of dairy farms were 
categorized as facing extreme financial stress. How-
ever, among cattle-based farms in the top 10 percent 
of livestock operations, only 2.1 percent experienced 
extreme financial stress in 2018. 

Farms experiencing extreme financial stress 
accounted for about 4 percent of farm production in 
2018 (Table 2) and owed about 14 percent of all farm 
debt, reflecting their atypically high levels of debt. 
However, only 41 percent of those farms (mainly 
crop-based operations) received direct govern-
ment payments in 2018. The apparently low rate of 
farm participation in government subsidy programs 
reflects the fact that most subsidy programs are tar-
geted to producers of program crops rather than beef 
cattle and hog farms and farms producing specialty 
crops such as fruits and vegetables. In addition, in 
2018, participation in the Dairy Margin Protection 
Program by milk producers was low. Total direct pay-
ments to those farms under extreme financial stress 
accounted for about 3.8 percent of all federal farm 
program payments in 2018.

In contrast to some claims from farm interest 
groups, compared to many other sectors of the US 
economy (e.g., restaurants and other small busi-
nesses), overall the US farm economy is financially 
robust. Farm income levels, adjusted for inflation, 
have generally kept pace with rate of inflation over 
the past 50 years, albeit with considerable variance—
periods of below-average income levels followed by 
shorter periods when farm incomes are above or well 
above average. In 2020, sector-wide farm income was 
exceptionally large (in real terms, the fourth highest 
over the past half century). Even if farmers had not 
benefited from exceptional levels of supplementary 
ad hoc assistance, in 2020 the overall levels of net 
cash and net farm incomes would have been close to 
their long-term averages. 

Since 2014, indebtedness in the sector has increased 
more rapidly than asset levels have, and debt as 
a percentage of total assets has grown from 12 to  
14 percent but sector-wide remains exceptionally low 
compared to almost all other sectors of the economy. 
Working capital, funds that are available to support 
farm operations, has declined since the measure was 
first reported by the USDA in 2012, when farm income 
levels were at record levels, but seems to be closely 
associated with farm income levels that, until 2020, 
have been close to long-run average levels since 2015. 

Thus, the number of farms classified as in extreme 
financial stress has remained relatively low over the 
past decade and in 2018, the most recent year for 
which data are available, made up only 2.2 percent of 

Table 2. Characteristics of Farms Facing Extreme Financial Stress in 2018

Item
Percentage  
of  All Farms

Farms Under Extreme Financial Stress 2.25

Total Farm Production by Farms Under Extreme Financial Stress 4.00

Total Farm Debt Held by Farms Under Extreme Financial Stress 14.21

Total Direct Government Payments Received by Farms Under Extreme Financial Stress 3.80

Farms Under Extreme Financial Stress That Received Direct Government Payments in 2018 41.27

Source: Authors’ calculations using data from US Department of Agriculture, Agricultural Resource Management Survey, 2018.
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all farms, a financial stress rate much lower than in 
almost all other sectors of the US economy. In 2020, 
farm incomes are projected to be much higher than 
in 2018, and therefore fewer farms are likely to expe-
rience financial stress than in 2018. There are differ-
ences in the agricultural economy. Midsize crop and 
large hog and dairy operations are more likely to face 
severe financial difficulties, and cotton-based oper-
ations experience a higher-than-average incidence 
of extreme financial stress. Nevertheless, annual 
farm bankruptcies are an extremely small fraction 
(less than 0.02 percent) of all farms and over the 
past decade have never annually exceeded 650 of the 
approximately two million farms that produce the 
nation’s food and fiber. 

Overall, then, the farm sector is currently in an 
exceptionally strong financial position compared to 
the rest of the US economy and enjoys the prospect 
of higher commodity prices in 2021, raising substan-
tive questions about the future need for large-scale 
financial support through ad hoc and other govern-
ment subsidy programs.

Government Payments by Program

Over the past three decades, farm businesses have 
received taxpayer-funded payments under a plethora 
of subsidy programs19 and include (1) price and income 
support payments tied to actual farm production  
(e.g., marketing assistance loans) or based on a farm’s 
production of specific commodities in previous years 
(e.g., the Price Loss Coverage and Agricultural Risk 
Coverage programs), (2) land retirement and con-
servation practice adoption programs under which 
farmers are paid to limit soil erosion and pollution 
(whose origins their current forms can be found in the 
mid-1980s), and (3) federal crop insurance through 
which farmers pay about only 30 percent of the com-
mercial cost of the policies they purchase. Ironically, 
beyond simply providing funds to the farm sector, 
many programs directly conflict with one another in 
their goals. For example, one of the major objectives of 
the current land retirement scheme (the Conservation 
Reserve Program) is to reduce soil erosion, but studies 

have shown that the federal crop insurance program 
provides incentives for farmers to expand crop produc-
tion on fragile lands, increasing soil erosion.20 

From 2000 to 2020, farms received an annual 
average of about $16 billion in government payments 
mostly authorized under successive farm bills, includ-
ing net receipts from the federal crop insurance pro-
gram. Those payments averaged 5 percent of total 
farm revenues from sales, government payments, and 
other sources of income but were far more heavily con-
centrated on crop producers than livestock producers 
(not including dairy). Dairy producers were eligible 
for significant price and income supports over the 
period, including most recently a payment program 
based on protecting dairy profit margins.21 Subsidies 
are mainly targeted to row crops the USDA describes 
as program commodities (corn; cotton; peanuts; rice; 
soybeans; wheat; barley; grain sorghum; oats; minor 
oilseeds such as canola, sunflower seeds, and mustard 
seed; and peas and lentils). Other crops—including 
fruits, vegetables, nuts, and horticultural products—
are eligible for federal crop insurance program sub-
sidies but generally have not received much through 
other forms of direct federal support (e.g., from price 
and income-related subsidy programs). 

A breakdown of government payments to farm 
businesses by program category is presented in Fig-
ure 10 for 2000–20. The data are obtained from two 
major sources. Information on annual (calendar year) 
spending under programs funded through the CCC 
were obtained from the USDA ERS farm income data-
base. Net payments received by farms under the fed-
eral crop insurance program were obtained from the 
USDA Risk Management Agency’s Summary of Busi-
ness database from 1999 to 2019, and the forecasted 
value for 2020 was obtained from the USDA ERS farm 
income database on estimated value added to gross 
domestic product by the farm sector. 

The subsidy programs are divided into six broad 
categories. The first consists of direct payments and 
price and income support programs. Between 2000 
and 2007, this category, which includes the direct pay-
ments and marketing loan assistance programs, was 
the largest source of the government subsidies paid 
out to farmers. Payments under this program flowed 
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to the limited number of “program crops,” averag-
ing over $11 billion a year between 2000 and 2007 
and annually accounting for between 54 percent and 
72 percent of all subsidy payments over that period. 
In 2000, farmers received over $18.4 billion. Of that 
amount, $7.5 billion was paid out through the mar-
keting assistance loan program (including loan defi-
ciency payments), which triggered payments for 
program crops when prices fell below support levels 
and $8.5 billion in an ad hoc marketing loss assistance 
program, which effectively doubled spending on the 
direct payments program. 

With the increase in global commodity prices start-
ing in the mid-2000s, price and income support and 
direct payments moderated in both absolute and rel-
ative terms, and while still important, were less than 
50 percent of total payments in 2011, as higher crop 
prices led to annual payments of less than a billion 
dollars under price and income support programs. 
However, annual subsidies under the direct payments 

program introduced in 1996 continued to average 
over $4 billion until 2015. 

Under the 2014 Farm Bill, the direct payments pro-
gram was terminated, and by 2018, such payments 
had ceased. Nevertheless, the program was replaced 
by a new revenue and price support program through 
which producers of program crops could select cov-
erage based on per-acre revenue (Agricultural Risk 
Coverage) or price (Price Loss Coverage). Substan-
tial annual payments under these programs began to 
flow in 2015, averaging about $5 billion between 2015 
and 2020.

Since 2000, the two other major sources of farm 
subsidy payments have been conservation programs 
and the federal crop insurance program. The two 
major sources of conservation-related subsidies are 
programs that pay farmers to convert land from crop 
production to conserving uses (the Conservation 
Reserve Program) and to adopt or continue produc-
tion practices that conserve resources and reduce 

Figure 10. Government Payments to Farmers by Program Category: 2000–20 (Billion USD) 

Source: US Department of Agriculture, Economic Research Service; and US Department of Agriculture, Risk Management Agency, 
“Summary of Business,” 1999–2020, https://www.rma.usda.gov/SummaryOfBusiness.
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pollution (the Conservation Stewardship Program). 
Total annual spending under these programs has 
increased from about $2 billion in 2000 to $4 billion 
in 2020, with most of the increase associated with 
the introduction and expansion of the Conservation 
Stewardship Program after passage of the 2002 Farm 
Bill. Since 2008, annual outlays under this program 
have been largely stable. 

In contrast, net payments to farmers under the fed-
eral crop insurance program (the difference between 
indemnities received and premiums paid by farmers 
in the calendar year) have increased substantially22 
but have been highly volatile because indemnity pay-
ments largely reflect variability in crop yields and 
prices. Between 2000 and 2007, annual net payments 
under this program averaged less than $2 billion; 
between 2012 and 2020, annual net payments aver-
aged over $6 billion, close to annual premium subsi-
dies that also annually averaged about $6 billion.23 

The long-run increase has largely been driven by 
two factors: the 2000 Agricultural Risk Protection Act 
that substantially increased premium subsidies and, 
after 2007, higher crop prices, which increased the 
insured value of crops, total premiums, and the dol-
lar amounts of premium subsidies.24 Six row crops— 
corn, cotton, peanuts, rice, soybeans, and wheat—
account for 78 percent of premium subsidies paid 
out under the federal crop insurance program. These 
crops have also been the major beneficiaries of price 
and income support and direct payment programs. 

In most years, supplemental and ad hoc disaster aid 
payments have been relatively small, as shown in Fig-
ure 10, but such outlays have been authorized every 
year from 2000 to 2020 by Congress either through 
disaster aid legislation and other initiatives or the 
administration (through the secretary of agriculture’s 
office). Payments were substantial in 2000 and 2001, 
when in effect Congress provided supplemental assis-
tance by doubling outlays associated with the direct 
payments program in response to low prices for pro-
gram commodities such as corn, soybeans, and wheat. 

As discussed above, through the trade compensa-
tion MFP and pandemic-related Coronavirus Food 
Assistance Program (CFAP) initiatives, ad hoc pay-
ments were exceptionally large in 2020, exceeding 

$35 billion, of which over $24.3 billion was autho-
rized through the CFAP and $5.9 billion through 
other provisions of the 2020 Coronavirus Aid, Relief, 
and Economic Security Act. Ad hoc payments were 
also substantial in 2018 (over $6 billion) and 2019 
($15.6 billion) when the bulk of the payments were 
MFP outlays. While producers of program com-
modities received substantial payments under the 
CFAP and MFP, especially in the case of soybeans 
for losses incurred in 2018, the CFAP also allocated 
substantial funds to cattle, hog, and dairy producers. 
In addition, USDA forecasts indicate that producers 
of program commodities (corn, peanuts, rice, soy-
beans, wheat, etc.) will receive an additional $6.2 bil-
lion in subsidies through the permanent price and 
income support programs currently authorized by 
the 2018 Farm Bill. 

The Future of US Agriculture Policy: 
Principles

The core economic principles that provide justifica-
tions for policy interventions on economic efficiency 
grounds involve market failures that derive from three 
sources: spillover externality impacts on third parties 
(parities other than buyers and sellers of a commod-
ity); supply-side market power impacts via monopoly, 
cartel, and oligopoly effects and demand-side market 
power impacts via monopsony (single-buyer) behav-
iors; and coordination failures that lead to underin-
vestments in activities that benefit an entire industry, 
such as R&D and market information. 

Most farm businesses currently operate in a com-
petitive environment in which thousands or hundreds 
of thousands of farms produce corn, wheat, soybeans, 
sugar, or grapes and any differences in price derive 
from differences in product quality or location. Some 
have concerns about market power in input markets, 
including fertilizer markets, but those markets are 
relatively competitive.25 Perhaps a bigger concern for 
farm interest groups has been the potential exercise 
of monopsony buying power by livestock processors 
(packing plants) and perceptions of the exercise of 
market power in futures markets. Evidence of such 



20

WHITHER AGRICULTURAL POLICY IN 2021 AND BEYOND

behaviors and, especially, impacts on market prices 
paid for agricultural commodities is mixed, partly 
because economies of scale impacts offset market 
power effects considerably. In any case, the policy 
response should be to mitigate monopsony market 
power impacts through regulation rather than sub-
sidy payments to farmers.

Coordination failures do represent a serious con-
cern from an economic welfare perspective. There 
is widespread agreement that by themselves farms 
and input suppliers (e.g., seed companies) cannot 
fund and reap sufficient benefits from many forms 
of R&D that would increase productivity and benefit 
both consumers (through lower prices) and farmers 
through reductions in unit costs. Philip Pardey and 
Vincent Smith have demonstrated that the United 
States has substantially reduced investments in pub-
lic R&D over the past decade26 while, as Julian Alston 
et al. show,27 the social returns to those investments 
are substantial. Generating market information for 
many commodities is also beyond the scope of indi-
vidual farms and many upstream firms supplying 
inputs and downstream companies in the food dis-
tribution system. Thus, the USDA’s information pro-
vision role may be justifiable and even underfunded. 
Relative to outlays on government payments to farm-
ers, investments in the provision of such information 
are modest.28 

Externalities are an issue for agriculture. Mitigat-
ing soil erosion; reducing carbon, methane, and other 
greenhouse gas emissions; and preventing the flow 
of toxic and other chemicals into streams, rivers, and 
lakes are all legitimate concerns. However, these are 
negative externalities associated with agricultural 
production, and if the widely accepted “polluter pays” 
principle is the economically efficient solution, then 
the optimal approach is requiring firms to meet emis-
sions standards at their expense, through either mar-
ketable permits or optimal taxes. 

However, currently the US approach is to pay agri-
cultural producers to reduce pollution emissions 
through the Conservation Reserve Program (a paid 
land retirement approach), the Conservation Stew-
ardship Program (in which farms are paid to use pol-
lution reduction product technologies), or through 

cross compliance mandates in which, to be eligible for 
several major subsidy programs, farmers are expected 
to submit production plans that comply with environ-
mental regulations. Cross compliance is another form 
of payment for pollution emissions mitigating strate-
gies. However, both the farm and environmental lob-
bies have strongly supported the “tax payer pays” for 
pollution reduction approaches in agriculture, cre-
ating an “unholy alliance” that any administration 
would find difficult to confront. 

The other reason for government intervention is to 
address inequities, typically in poverty alleviation. On 
average, as discussed above, between only 2 and 3 per-
cent of farms have faced severe financial stress over 
the past 20 years, scarcely an indicator of widespread 
economic hardship. Further, current federal subsidy 
programs mostly target payments toward large-scale 
farm businesses that focus on crop production, where 
severe financial stress is extremely rare and genuine 
poverty among the owners of the farms even rarer. 
As Daniel Sumner, Joseph Glauber, and Parke Wilde 
point out,29 few farm households are experiencing 
poverty, and they are not the farm owners that ben-
efit substantially from federal agricultural subsidies. 

Moreover, while it is generally accepted that farm 
programs should provide farmers’ families with a 
safety net against downturns in farm income, pay-
ments have rarely been based on farm household 
income (akin to say, a negative income tax), but 
have been largely based on what is produced. Many 
farm subsidy programs are subject to a household 
income-based means test, but the limits that con-
strain farms from receiving benefits ($900,000 per 
household) are set higher than the household income 
levels of 99 percent of all US households and widely 
viewed as being ineffective.30

Another often cited purpose for farm policy, at 
least during the dust bowl era, was that of food secu-
rity. The argument goes like this. People need to 
eat, and the only way to keep farmers in an industry 
that continually experiences volatility is to stabilize 
farm incomes. This is partly the justification for pro-
grams such as federal crop insurance and the initia-
tion of the CCC in 1933. There are several reasons the 
food security argument does not hold water in the 
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United States. First, many subsectors of the agricul-
tural economy have been relatively untouched by fed-
eral assistance, including cattle and other livestock 
producers and specialty crop farmers. These indus-
tries have consistently provided food to consumers 
despite large and volatile shocks to prices over the 
past six decades, including the past 10 years. Fur-
thermore, much of the production from those prod-
ucts is exported to other countries, demonstrating an 
abundance of production in the United States. Finally, 
no mechanism directs government payments to the 
small proportions of all US farmers who are at risk 
of bankruptcy or other extreme financial stress, as 
shown earlier. 

Where, then, is there a role for the current pleth-
ora of government payments to individual farmers? 
In principle, the answer is nowhere. The agricultural 
sector has been financially robust for over 30 years. 
Even during the farm financial crisis of the mid-1980s, 
bankruptcies involved less than 0.3 percent of the 
farms in the sector, and even when operations failed, 
because of either bankruptcies or foreclosures, land 
rarely shifted out of food and fiber production. How-
ever, public investments in agricultural R&D and the 
provision of information can be justified on efficiency 
grounds, and in the case of R&D current federal 
investments, they are likely too low. In addition, with 
pollution emissions, many farm subsidy programs 
have impacts that increase greenhouse gas emissions 
and soil erosion and the use of toxic and other chem-
icals that harm the environment.31 

In practice, Congress is unlikely to substantially 
reduce spending on payments to individual farms 
or shift away from linking such payments to produc-
tion and disproportionately funding the largest farm 
businesses. At the very least, however, a new Biden 
administration could consider changing the incentive 
structures associated with price and income support 
programs, to mitigate the pollution those programs 
generate by incentivizing production on highly erod-
ible lands and the use of chemicals with adverse envi-
ronmental impacts to enhance yields.

While the initial implementation of the Agricul-
tural Adjustment Act of 1938 can trace its roots back 
to directly responding to extreme poverty, negative 

externalities, and other market failures during the 
dust bowl era, policy since then has been slow to 
respond to an evolving agricultural landscape.  For 
example, many of the economic justifications for cur-
rent federal agricultural programs, including exter-
nalities, food security, market power, and poverty 
alleviation, have lacked credibility.32 This is not to say 
that current programs, or those proposed by the Biden 
administration that are discussed in the next section, 
lack purpose or any value. However, it is always in the 
interest of economics to explore how existing policies 
can be delivered in a more efficient and less distortive 
manner. In what follows, we look to describe a gen-
eral framework to guide future agricultural policies so 
we can better understand the potential outcomes of 
some of those changes to agricultural policy.

The Future of US Agricultural Policy: 
Practice Under a New Administration and 
a New Congress

Implementing new agricultural policies is com-
plicated by many factors, including existing trade 
arrangements, current production practices, sup-
ply chains, relatively inelastic supply, and political 
considerations. While political considerations are a 
powerful driving force for many current and past agri-
cultural policies, fundamental economic foundations 
should be considered with evaluating new policies. 

First, policies should be non-distortionary and 
encourage movements toward a more efficient mar-
ket, rather than dictating the market. This is espe-
cially true in agriculture, where producers look to 
consumers for signals about what they will pro-
duce. A clean signal from consumers to farmers pro-
vides optimal overall welfare to both consumers and 
producers. Clear movements toward more produc-
tive agriculture, mostly through using more produc-
tive and lower-cost technologies, are a direct result 
when markets send clear and undistorted informa-
tion.  In contrast, many agricultural policies create 
signals that are different from those resulting from 
consumer decisions and lead to the misallocation 
and waste of resources. 



22

WHITHER AGRICULTURAL POLICY IN 2021 AND BEYOND

Second, agricultural policies should be compli-
ant with international trade obligations, specifically 
World Trade Organization (WTO) domestic sup-
port commitments. Joseph Glauber analyzed spend-
ing levels for US agriculture and concluded that US 
trade-distorting support (as measured by the Total 
Aggregate Measurement of Support) for 2019 and 
2020 will likely exceed the current WTO bound level 
of domestic support of $19.1 billion to which the US is 
committed (Figure 11).33 

Further, the Trump administration’s trade aid pro-
grams will not be immune to challenges under other 
parts of the WTO agreements. For example, in the 
US-Upland Cotton dispute, Brazil charged that a wide 
range of US cotton subsidy programs had stimulated 
US cotton production and exports, causing “serious 
prejudice” (adverse impacts) to Brazil cotton produc-
ers because of the subsidies’ effects on world cotton 
prices.34 Panel rulings were largely in favor of Brazil, 

and the United States was forced to modify its cotton 
programs and making compensatory payments to the 
Brazil cotton industry. Thus, a Biden administration 
is likely to return to a multilateral approach to trade 
policy and shift away from Trump’s ineffective and 
expensive trade war approach.

Third, government policies should be focused on 
providing public goods and addressing market fail-
ures.  Two examples of public goods in agriculture 
include many conservation programs that reduce 
environmental externalities such greenhouse gas 
emissions and public investments in agricultural 
R&D.  Appropriate investments in public goods pro-
vide incentives to produce a higher amount of the 
good that is closer to the socially optimal amount. 

With these basic economic principles in mind, 
and in the context of what may be politically feasi-
ble, it is important to assess some of the most nota-
ble policy changes that have been proposed by the 

Figure 11. US Aggregate Measurement of Support: 1995–2020 (Billion USD)

Source: Congressional Budget Office, “USDA’s Mandatory Farm Programs—CBO’s Baseline as of March 6, 2020,” March 2020, https://
www.cbo.gov/system/files/2020-03/51317-2020-03-usda.pdf; and Joseph Glauber, “US Trade Aid Payments and the WTO,” Applied 
Economic Perspectives and Policy (forthcoming).
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Biden administration. The main changes involve an 
increased prioritization of three key areas in agricul-
tural policy: (1) response to climate change, (2) invest-
ments in R&D, and (3) increased trade liberalization.

Is it reasonable to expect a major reversal of agri-
cultural policies under President Biden toward more 
efficient and equitable farm programs? The current 
price and income support programs will come up for 
renewal in 2023, as a new farm bill is debated in Con-
gress. Over the past 70 years, Congress has largely 
determined US agricultural policy, with relatively 
modest inputs over the past 20 years from successive 
Republican and Democratic administrations, until the 
Trump administration’s trade war compensation ini-
tiative in 2018. Much, though not all, the legislation, 
including the termination of old programs and the 
introduction of new policies, has been established 
through a series of farm bills that included a sun-
set clause terminating many of the bills’ provisions 
between four and six years after their passage. For 
example, the last four such bills were passed in 2002, 
2008, 2014, and 2018, and the provisions of the 2018 
Farm Bill are set to expire on September 30, 2023. 

Congress will therefore write a new farm bill over 
the next two years, and the House and Senate agri-
cultural committees will manage the process, which 
usually involves increasingly intense lobbying by farm 
interest groups beginning about two years before 
the September 2023 deadline. Thus, a new farm bill 
process will likely soon begin in the House and Sen-
ate agricultural committees. The historical record 
strongly suggests that the Biden administration will 
have relatively little input on the structure and level 
of domestic supports for farm safety-net programs 
such as price and income support subsidies for crops 
and dairy farming operations or the federal crop 
insurance program. 

However, the Biden administration has stated that 
there will be a major focus on climate change and that 
policy initiatives will be promoted across the entire 
US economy, including agriculture. In that context, 
proposals have already been developed around the 
potential use of CCC funds by the new administra-
tion to establish a carbon credit bank for the agri-
cultural sector and support trades in carbon credits 

between farms.35 Moreover, a broad coalition of US 
farm groups has recently endorsed providing volun-
tary, incentive-based tools for farmers, ranchers, and 
forest owners to maximize the sequestration of car-
bon and the reduction of other greenhouse gas emis-
sions and increase the resilience of the land.36

The domestic agricultural policy plank of the 
Biden election platform also included two major pro-
posals with conservation programs. The first is to 
substantially expand and reorient the scope of the 
Conservation Reserve Program, which shifts land out 
of crop production to conserving uses, toward carbon 
sequestration. The second is to expand and similarly 
reorient the Conservation Stewardship Program’s 
focus to use it to achieve reductions in methane emis-
sions from dairy and other livestock operations and 
reduce carbon emissions. While expanding these pro-
grams would involve increased payments to farmers, 
depending how they are structured, those expen-
ditures could be classified as minimally distorting 
measures under Annex 2 of the WTO Agreement on 
Agriculture (the so-called green box).

Another major preelection policy proposal by Pres-
ident Biden that could involve substantial increases in 
expenditures was to expand investments in agricul-
tural R&D by several billion dollars. The focus of many 
of those investments would also be on developing cli-
mate smart agricultural technologies. Such spending 
would help reverse a long-standing downward trend, 
in real terms, in public spending on agricultural R&D. 
The other climate-related issue concerns the produc-
tion of ethanol and other renewable fuels such as bio-
diesel. While many environmental experts question 
the greenhouse gas mitigation benefits of ethanol, the 
incoming secretary of agriculture, Tom Vilsack, has 
strongly endorsed enforcing the current Renewable 
Fuels Standards by the Biden administration.37

Absent new supplemental legislation or actions 
by the new Biden administration, agricultural spend-
ing should return to pre-2018 levels, with baseline 
spending roughly $8 billion for price and income sup-
port programs, $6 billion for conservation programs, 
and $8 billion for crop insurance outlays (including  
$2.5 billion for delivery payments to private insur-
ance companies).38 Those levels would likely result 
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in domestic support levels far below the $19.1 billion 
domestic support binding. Repurposing price and 
income support programs to meet carbon-reduction 
goals could also reduce future Aggregate Measure-
ment of Support levels by shifting support to green 
box programs. A reduction in US trade-distorting sup-
port would better position the United States in multi-
lateral trade negotiations in which trade-offs between 
reduced domestic support and increased market access 
could bring significant access gains to US producers.
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