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• Today, my comments will focus on crop prices 

• Crop prices have spiked again 

– Dec 2012 Corn Futures is above $7 / bushel 

– Nov 2012 Soybean Futures is near $15.50 / bushel 

– July 2013 Wheat Futures is just above $8.50 / bushel 
 

• So, what’s driving these prices? Why are markets 
so volatile? What are the outcomes for producers? 
 

• In the end, risk management is KEY 

 

Many issues are facing agriculture 



• Today, there are supply concerns in the U.S. 

 

Crop prices are shaped by supply and demand 



U.S. supply concerns are driven by  
drought conditions 



U.S. supply concerns are driven by  
drought conditions 
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World crop supplies are tight 

Source: USDA 

Similar to 
 1970s low 



U.S. Soybean Exports to China 

Source: USDA, Foreign Agricultural Service 

Demand for agricultural products has remained 
strong, especially international demand 
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Million Metric Tons • Demand is shaped by: 

– Population 

– Income 

– Tastes and Preferences 

– Substitutes 

– Prices 

• While U.S. demand 
remains sluggish with 
high unemployment, 
international demand 
remains strong. 



Another factor playing a role in today’s commodity 
market is the sizable amount of liquidity 

Source: www.ycharts.com  

CBOT Corn Futures Open Interest Chart 

x2 



Real Corn Prices 

Source:   Chicago Board of Trade; deflated by PCE 

Market volatility is shaped by today’s supply and demand 
conditions, sizable liquidity and readily available information 
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“Ho-hum” 

Opportunity or headache? 



Commodity market volatility is also influenced 
by accommodative monetary policy 
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Source: Federal Reserve Board of Governors 

Fed Funds Rate (Upper Bound) 

Zero Bound Until 2014? 



In an attempt to stimulate the economy, the Fed has 
flooded the market with liquidity 

Source: Federal Reserve Bank of Cleveland 
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Source: USDA 

With elevated crop prices,  
U.S. net cash farm income has surged 

U.S. Net Cash 

Farm Income ($ billion)
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Exports Jump 
Russian Grain Deal 

Protein Demand 
Surges with Atkins Diet 

Ethanol 
and 

Exports 

World War II 

Real U.S. Net Farm Income 

On a “real” basis, net farm income remains  
below historical highs 
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2005 Constant Dollars (Billions) 
Real Total Production Expenses 

What could bring down net farm incomes? Rising 
production expenses could continue to squeeze net 

farm income 
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Low winning auction bid, $325/acre (subject to flooding) 
High winning auction bid, $520/acre 



With the start of the 20th century, farmland values 
began to heat up. 



After World War I, farmland values caught “fire” with 
surging ag exports and excessively leveraged farms. 



After a surge in bankruptcies and the Great 
Depression, the “fire” was out. 



After World War II, farmland values started to heat up 
again as new technology was adopted. 



New export markets and easy credit set farmland 
values ablaze, especially in the corn belt. 



By 1978, Iowa farmland values were “red hot” and it 
was spreading throughout the region. 



The start of the 1980s farm debt crisis began to cool 
the flame surrounding farmland values. 



By 1987, forced land sales and a collapse in farm 
income put the “fire” out. 



After the 1980s, a slow, steady recovery helped 
farmland values recover. 



At the turn of the century, farmland values held steady 
until… 



…a booming U.S. housing market as well as surging ag 
exports lit another “fire” under land values. 



• Crop prices have spiked on supply concerns 

• Markets remain volatile 

• Rising production expenses have squeezed net 
farm income 

– Input costs as well as cash rents 

• While farmland values have risen, questions 
remain as to whether or not it is a “bubble” 

– Is this the right risk to focus on? 

• Today, a sound risk management strategy is KEY! 

Conclusions 



Thank you. 
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