armdocpAaiLy

What a Difference $.50 (or a Summer) Makes

Gary Schnitkey

Department of Agricultural and Consumer Economics
University of lllinois

August 23, 2016

farmdoc daily (6):159

Recommended citation format: Schnitkey, G., “What a Difference $.50 (or a Summer) Makes.” farmdoc
daily (6):159, Department of Agricultural and Consumer Economics, University of lllinois at Urbana-
Champaign, August 23, 2016.

Permalink: http://farmdocdaily.illinois.edu/2016/08/difference-50-cents-summer-makes.html

High levels of corn and soybean production in 2017 have led to low projections of commodity prices and
returns for 2017. Had more normal yields occurred, the 2017 return outlook could have been different. A
$.50 increase in corn and soybean prices results in near financial stability on many farms.

2017 Returns

Table 1 shows 2017 budgets released in an August 16" farmdoc daily article (farmdoc daily August 16,
2016) for high-productivity farmland in central lllinois. These budgets have a 200 bushels per acre yield
for corn and 64 bushels per acre yield for soybeans. Given prices of $3.50 per bushel for corn and $9.00
per bushel from soybeans, farmer return from a 50% corn and 50% soybean rotation is -$27 per acre. As
further described in the August 16™ article, projected non-land costs and cash rents for 2017 are
projected to be significantly lower than in recent years. Non-land costs are projected to decrease by $97
per acre from 2014 levels, and cash rents are projected to decrease by $48 per acre from 2014 levels.

Much of the reason for these low 2017 projected returns are very low commodity prices. Low commodity
prices are the result of high levels of total U.S. supply (farmdoc daily August 22, 2016). In its August Crop
Production report, USDA projects total U.S. corn production for 2016 at 15.2 billion bushels, an all-time
high that is 6.5% higher than the previous high occurring in 2014. Similarly, U.S. soybean production in
2106 is projected at an all-time high of 6.1 billion bushels.

Lower 2016 production likely would result in higher commodity price projections. In June before high
yield levels became to be expected, reasonable estimates of 2017 prices were $4.00 per bushel for corn
and $9.50 per bushel for soybeans. At those price levels, farmer return using budgets in Table 1 would
be $39 per acre, $67 per acre higher than returns projected at $3.50 corn and $9.00 soybean prices.

Commentary

Higher corn and soybean prices could result from changes in a number of factors impacting either supply
or demand. While there are many possibilities, one of the more likely sources is reduced yields in a major
crop producing region.
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Table 1. 2017 Crop Budgets for High-Productivity Farmland in
Central lllinois.

Corn Soybeans Average

Yield 200 64

Price $4.00 $9.50
Crop revenue $800 $608 $704
ARC/PLC 0 0 0
Gross revenue $800 $608 $704
Direct costs 340 160 250
Power costs 115 98 107
Owerhead costs 65 60 63
Non-land costs $520 $318 $420
Operator and land returns $280 $290 $284
Cash rent 245 245 245
Farmer return $35 $45 $39

Predicting when reduced yields will occur is difficult, as there is no reason to expect poorer yields to occur
at this point in time. Low yields could occur in 2017. Alternatively, 2017 could be another year with
above trend yields, resulting in continuing low prices. It is even possible that U.S. yields could be higher
in 2017 than in 2016. The differences from trend yields have been higher in the past than what are
currently projected for 2016 (farmdoc daily August 12, 2016). It is somewhat sobering to think about the
price impacts of even higher national yields. All of this is to say that low prices that began in late half of
2013 could extend several more years into the future. Given this possibility, continued cost cutting seems
prudent.

The silver lining of cost cutting is that it will result in profitability when prices do rise in the future. Given
the budgets in Table 1, a $4.00 corn price and $9.00 soybean price results in returns somewhere near a
stable level: Farmers would not be building financial position but serious erosions in financial position
also would not occur.

The one caveat to the above silver lining is that cost cuts do occur. Built into 2017 budgets are cost
decreases. From 2016 levels, non-land costs for corn are projected to decrease by $27 per acre and
cash rents are projected to decrease by $22 per acre. If these reductions do not occur, losses could be
much larger in 2017 and needed commaodity prices to reach financial stability would be higher.
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