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For 2025, the Risk Management Agency (RMA) has increased the premium support rate for the
Enhanced Coverage Option (ECO) from 44% of the total premium to 65%. As a result, farmers will pay
less for premiums in 2025 and the following years. We evaluate the impact of the increase in ECO’s
subsidy rate on farmer-paid premiums and net payments using a historical analysis from 2015 to 2023.
This updates a previous analysis published in farmdoc on July 23, 2024, that evaluated performance
given the current 44% premium subsidy rate.

Background

ECO is a county-level product that can be used by farmers who purchase farm-level products through the
COMBO insurance product, which includes Revenue Protection (RP), RP with Harvest Price Exclusion,
and Yield Protection (see farmdoc daily, November 24, 2020). ECO mimics the coverage type of the
underlying COMBO plan. Because most farmers purchase Revenue Protection (RP), the performance of
ECO is evaluated assuming an underlying purchase of RP, a revenue product whose guarantee
increases if the harvest price is above the projected price. ECO offers county coverage, making payments
when county revenue falls below the county guarantee. ECO differs from RP in that RP’s coverage is
based on farm-level revenue, not county results.

Farmers choose a 90% or 95% coverage level when using ECO. ECO then offers coverage from 90% or
95% down to 86%. Farmers can use another county product called the Supplemental Coverage Option
(SCO) to provide coverage from 86% to the underlying coverage level chosen on their RP policy. Unlike
SCO, there is no commodity title requirement for the purchase of ECO, meaning that a farmer can choose
either Price Loss Coverage (PLC) or Agriculture Risk Coverage (ARC). In contrast, purchasing SCO
requires PLC as the commodity title choice.

We request all readers, electronic media and others follow our citation guidelines when re-posting articles
from farmdoc daily. Guidelines are available here. The farmdoc daily website falls under University of
lllinois copyright and intellectual property rights. For a detailed statement, please see the University of
lllinois Copyright Information and Policies here.
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Evaluation of ECO-95% for Corn with a 65% Premium Support

We evaluated ECO as if it existed from 2015 to 2023. The analysis begins in 2015, as it was the first year
SCO coverage was offered and the RMA calculated expected and actual yields used to administer the
program. These yields also allow the calculation of ECO payments. ECO was first offered in 2021 and we
thus use actual historical rates to calculate premiums for 2021 through 2023. ECO premiums for 2015
through 2020 are calculated using 2021 rates adjusted to the respective years’ projected prices and
volatilities. ECO rates have declined slightly over time, meaning that actual ECO premiums from 2015 to
2020, had the program existed, could have been higher than those used in this analysis.

Both premiums and payments are calculated assuming the farm’s Trend-Adjusted Actual Production
History (APH) yield on the RP product is the same as the expected yield for the county-level products.
The protection level used for ECO is 1.0 when calculating premiums and payments. Farmers can select a
lower protection level, thereby lowering both premiums and, when they occur, payments.

Table 1 shows the performance of ECO given a coverage level choice of 95% (ECO-95%) averaged
across all counties in Midwestern states. As shown in the table, the total premium for lllinois averaged
$40.88 per acre. The RMA is tasked with developing total premiums that are actuarially fair with a small
loss reserve. As a result, insurance payments for ECO should be slightly lower than total premiums over
time.

Table 1. Performance of Enhanced Coveage Option at a 95% Coverage Level
(ECO-95%), Non-irrigated Corn, 2015 -2023

Premium

Federal Farmer- Insurance Net Loss Fre-

State Total Support"  Paid®  payments  Payment®  Ratio®  gency®
$lacre $lacre $lacre $/acre $/acre

lllinois 40.88 26.57 14.31 16.30 1.99 0.40 33%
Indiana 38.64 25.12 13.53 12.76 -0.77 0.32 33%
lowa 40.12 26.08 14.04 14.36 0.32 0.35 24%
Kansas 21.97 14.28 7.69 13.13 5.44 0.62 34%
Michigan 28.64 18.61 10.02 15.49 5.47 0.53 41%
Minnesota 3543 23.03 12.40 17.18 4.78 0.49 28%
Missouri 3151 20.48 11.03 17.82 6.80 0.58 36%
Nebraska 28.23 18.35 9.88 18.65 8.77 0.69 33%
North Dakota 26.34 17.12 9.22 15.89 6.67 0.63 39%
Ohio 3599 2340 12.60 15.09 2.49 0.42 41%
South Dakota 30.37 19.74 10.63 18.69 8.06 0.63 36%
Wisconsin 31.13 20.24 10.90 9.25 -1.65 0.29 23%

! Support for premiums from the Federal government (65% of total premium).

2 Equals total premium minus Federal support.

% Net payments equal Insurance payments minus farmer-paid premium.

* Loss ratio equals insurance payments divided by total premium, averaged across counties.

® Percent of times paid from 2015 to 2023. farmdocpairy
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Crop insurance premium subsidies are provided to offset part of total premium costs, thereby
encouraging use, and to help mitigate difficulties in precisely rating all cases. The subsidy rate for ECO
was 44% in prior years but will increase to 65% beginning with the 2025 crop year. As shown in the table,
the Illinois average premium would be $40.88 per acre and the Federal Subsidy support would be $26.57
per acre or 65% of the $40.88 total premium. The farmer-paid premium equals $14.31 per acre or 35% of
the total premium. Had the rate remained at 44%, the average Federal support for lllinois would have
been $17.99 or $8.58 per acre less than the $26.57 support at a 65% subsidy rate. And had the subsidy
rate not changed, farmer-paid premiums would have been $8.58 higher, increasing from $14.31 to $22.89
per acre.

From 2015 to 2023, payments from ECO-95% averaged $16.30 per acre for lllinois. The $16.30 divided
by the total premium of $40.88 results in a loss ratio of .40. If premiums are actuarily fair, then the loss
ratio should be higher than .40. If RMA had a target loss ratio of .88 implying about a 12% reserve, then
the total premium would have needed to be $18.52 rather than $40.88 to achieve that target, and the
resulting farmer-paid premiums would be $6.48 per acre ($6.48 = $18.52 total premium x (1 - .65 subsidy
rate).

Net payments equal insurance payments minus farmer-paid premiums. For lllinois, net payments equal
$1.99 per acre, meaning farmers receive $1.99 more in insurance payments than in insurance premiums.
Net payments should be positive if RMA is achieving its goal of setting premiums. If the loss ratio were at
the target, then 35% of the total premium (after reserve) should be equal to the average net payment to
the farmer which in this case would be $9.37 per acre instead of $1.99 per acre.

Loss ratios across all states were lower than the target with the lowest average loss ratio of .29 in
Wisconsin and the highest of .69 in Nebraska.

ECO Results for Corn and Soybeans

Table 2 extends this analysis, providing net payments for both 90% and 95% coverage levels for both
corn and soybeans. All premiums are stated for non-irrigated practices. Overall results are similar across
the two crops for EC0-90% and ECO-95%. Soybeans tend to have even lower net payments than for corn.
In lllinois, for example, ECO-95% net payments are -$4.77 per acre for soybeans, lower by $6.76 than the
$1.99 for corn. Note that the negative numbers in the table indicate that the implied overrating is greater
than the subsidy rate and result in net losses from the purchase of the subsidized insurance in those
cases.
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Table 2. Performance of Enhanced Coverage Option (ECO) Across Midw est States,

2015 - 2023

Corn Corn Soybeans Soybeans

ECO-90% ECO-95% ECO-90% ECO-95%
Net Loss Net Loss Net Loss Net Loss

State Pay' Ratio? Pay' Ratio? Pay' Ratio? Pay' Ratio?
$/acre $/acre $l/acre $/acre

Illinois -0.46 0.32 1.99 0.40 -2.24 0.09 -4.77 0.15
Indiana -1.51 0.25 -0.77 0.32 -1.58 0.17 -3.19 0.21
lowa -0.33 0.32 0.32 0.35 -0.61 0.28 -0.12 0.34
Kansas 2.21 0.62 5.44 0.62 272 0.72 6.53 0.72
Michigan 1.16 0.45 5.47 0.53 2.22 0.62 7.69 0.71
Minnesota 1.92 0.49 4.78 0.49 -0.27 0.32 1.07 0.39
Missouri 2.56 0.56 6.80 0.58 -0.09 0.35 0.40 0.38
Nebraska 3.82 0.71 8.77 0.69 3.81 0.75 9.07 0.74
North Dakota 2.14 0.57 6.67 0.63 1.45 0.56 5.04 0.65
Ohio -0.31 0.33 2.49 0.42 -0.80 0.26 -0.46 0.34
South Dakota 3.20 0.63 8.06 0.63 1.75 0.54 559 0.60
Wisconsin -1.19 0.25 -1.65 0.29 -1.10 0.22 -1.43 0.29

! Net payments equal Insurance payments minus farmer-paid premium.

2 Loss ratio equals insurance payments divided by total premium, averaged across counties.

County Maps of Net Payments

farmdocpaiy

Net payments vary across counties based on the riskiness and the underlying ratings as illustrated for
corn in Figure 1 which shows net payments for both ECO-90% and ECO-95%.
have negative values, meaning farmers paid more premiums than they received. These regions are
concentrated in the heart of the corn belt where production risks are lowest. Positive net payments are
highest and concentrated in the regions with the greatest production risk.

farmdoc daily
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Figure 1. Net Payments on Non-irrigated Corn, 2015 - 2023
ECO-90% ECO-95%
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Net payments are calculated using a 65% premium supportrate to be instituted in 2025.
I ILLINOIS farmdocoaiy

The increase in premium support from 44% to 65% will increase net payments in all counties. As
illustrated above, the increases in lllinois average $8.58 per acre for corn from the subsidy increase, but
remain below the target loss ratios and in many cases are still negative emphasizing the overall low loss
ratios for ECO in the Midwest in general.

Figure 2 shows loss ratios for soybeans. More counties have negative net payments than for corn. At a
90% coverage level, almost all counties in lllinois and Indiana have negative net payments again implying
that the overrating of premiums is greater than the subsidy. Many Missouri, lowa, South Dakota, North
Dakota, Minnesota, and Wisconsin counties also have negative net payments. Overall, the low loss ratio
problem for soybeans (see farmdoc daily, January 17, 2023) extends to ECO.

Figure 2. Net Payments on Non-irrigated Soybeans, 2015 - 2023
EC0-90% ECO-95%
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Net payments are calculated using a 65% premium supportrate to be instituted in 2025.
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Commentary

The increase in premium support from a 44% rate to a 65% rate will decrease the farmer-paid premium of
ECO, making it more attractive to farmers as a risk management tool. Farmers may wish to consider ECO
as part of their risk management alternatives. In evaluating crop insurance options, the following should
be considered:

- If ECO is considered for one crop, corn would be the first crop to consider. Historically, net
payments have been higher for corn than soybeans in the Midwest.

- ECO appears to perform better at a 95% coverage level rather than a 90% coverage level.
Payments will occur more frequently and at higher revenues for a 95% coverage level than a 90%
coverage level. If premium costs are the main concern, then the lower coverage could be
considered. In fact, most acre are insured using ECO-95%. Of corn acres insured in lllinois using
ECO, 85% were insured using a 95% coverage level.

- Farmers do not need to purchase an SCO policy to use ECO and we suggest considering an
ECO purchase without SCO coverage, particularly if the underlying COMBO product coverage
level is 85%. ECO policies, because of the 90% or 95% coverage levels, will pay before the SCO
product triggers indemnities.

While increasing premium support rates will lower premiums, they do not impact overall loss ratios. Those
loss ratios remain low and are remedied by reducing the total premium. Subsidy increases when loss
ratios are not uniform, creating additional inconsistencies in implied subsidy support and income transfers.
Corn and soybean loss ratios remain farm below those of rice and cotton STAX for example, which have
much higher loss ratios (see discussion at the end of the farmdoc daily article from July 23, 2024). These
low loss ratios cause the Midwest to be one area that benefits the least from the House Proposal to
improve SCO by increasing the subsidy level and coverage level (see farmdoc daily, June 4, 2024).
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