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Farm share of
U.S. food dollar
up in 2011

For each dollar spent in 2011 by U.S.
consumers on domestically produced
food, U.S. farmers sold 15.5 cents
(farm share) of farm products, on average
according to the Economic Research
Service (ERS) of the U.S. Department
of Agriculture (USDA). The remaining
84.5 cents (marketing share) come
from costs for transporting, packaging,
processing, retailing, and other costs
to market these farm commodities to
domestic food consumers.

ERS uses input-output analysis to
calculate the average farm share and
marketing share for the total food dollar,
which includes both grocery store and
eating out purchases. After falling to
14.1 cents in 2010, the farm share in
2011 rose to a level comparable with
2007-08 levels.

2011 Food dollar: Marketing bill (nominal)

Farm share:
15.5¢ (15.5%)
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Marketing share:
84.5¢ (84.5%)

Source: USDA, Economic Research Service, Food Dollar Series.

Is today’s agricultural prosperity
sustainable?

By Michael Boehlje, Purdue University

U.S. farm incomes have been at record levels for the last four years
and are projected to set a new record of $128 billion in 2013. What are
the fundamental drivers of these record incomes and will these drivers

continue to support the current prosperity of agriculture and continued
increases in land values?

World Income Growth

It is not just that the world has more income, but some developing economies
with large populations are seeing rapid income growth. China and India are
prime examples where inflation-adjusted incomes have been growing 8-10%
per year. These countries have large populations, and rapid income growth
moves more people out of poverty. When this happens, those individuals tend
to eat more food, increase the amount of animal protein they consume, and
improve the general quality of their food.

This plays out in many ways, but is nowhere larger than in increased exports
of U.S. soybeans to China. In the mid-2000s, China was buying the equivalent
of 8 to 10 million acres of U.S. soybeans. The 20 million acres of U.S. soybeans
shipped to China from the 2010 crop represent 26% of U.S. soybean acres.

In contrast, just five years earlier only 12% of U.S. soybean acres were destined
for China. From 2005 to 2010, the average annual growth rate of U.S. soybean
exports to China was 29% per year.

Biofuels Expansion

Along with the Chinese soybean demand growth, a second coincident demand
surge occurred during the past five years. That, of course, is the world’s interest in
using huge amounts of grains and oilseeds for liquid fuels known as biofuels. The
amount of grains and oilseeds used has been due primarily to government policy.
The U.S. policy most heavily relied on corn ethanol and to a lesser extent on
soybean biodiesel, while European policy favored vegetable oils for biodiesel and
limited amounts of ethanol. Other countries have implemented similar policies.

Continued on page 2
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Since 2005, the majority of the
increased corn usage in the world is
due to increased use for ethanol. In
the U.S., that point is even more dra-
matic. In 2012 the ethanol industry
was the largest buyer of corn, ex-
ceeding the purchases of the livestock
industry for the first time in history.

The expansion of acres of corn
for fuel occurred at the same time
China purchased more acres of U.S.
soybeans. The acres required for
these twin events increased from 16
million acres in 2005 to 41 million
acres in 2010. This is about 10% of
the 250 million acres planted to the
eight largest U.S. non-hay crops.

Weakened Dollar

The U.S. is the world’s largest
exporter of corn, soybeans, wheat,
sorghum, and cotton. A weak dollar
is the same as saying foreign curren-
cies are strong or have superior buy-
ing power for items that are traded in
U.S. dollars. The dollar weakened to
60% of its 2002 high relative to ma-
jor currencies by the spring of 2008.
Since the 2008 bottom, the dollar
has traded in a range that is about

62% to 72% of the 2002 highs.

Crop Yields, Production,

and Stocks

Production shortfalls in several major
growing areas for the last three years
are a significant contributor to higher
grain prices. Low returns for grain
production in the early and mid-por-
tions of the past decade generally
discouraged investment in agriculture
and kept world grain production
below world grain use. With danger-
ously low grain supplies and increas-
ing crop prices, producers around the
world responded. And for three years
the world was able to produce more

The number of acres planted to corn,
soybeans, wheat and cotton shifted
notably between 2006 and 2012.

Corn

Corn acres increased 24% from 2006

to 2012, an increase of 19 million acres.
For most counties across the greater
Corn Belt (western Ohio through
Nebraska) corn acres increased. In

a large contiguous set of counties in
eastern North Dakota, northeast South
Dakota, and western Minnesota, acreage
increased by more than 60,000 acres.

grain than it used, increasing grain
inventories to more comfortable levels
by the close of 2009/10.

Since then, increased use and
poor growing conditions worldwide,
including the record-breaking U.S.
drought of 2012, resulted in histor-
ically low grain stocks. The ending
inventory-over at the end of the 2012
marketing season for U.S. corn and
soybeans were 5% and 4% respec-
tively of total supplies. More normal
weather combined with increased
acreage (and rationed demand/
utilization) are expected to rebuild
stocks in 2013 and subsequent years.

Input Costs

The price received for crops pro-
duced has a strong influence on

the returns to crop production,

but the net returns are also influenced
by production costs. Increases in
grain prices are often followed by
increases in fertilizer, seed, chemical,
and other input prices, including land
rents. In the recent past, crop price
increases were quickly followed by
input price increases.

Projected breakeven prices per
bushel of corn and soybeans in-
creased by 54% and 33% respectively
since 2006 to $4.77 and $10.35
in 2012. For 2013, breakeven prices
for corn and soybeans are projected
to be $4.90 per bushel for corn and
$10.67 per bushel for soybeans.

Interest Rates

Farm interest rates had generally
been declining for more than 20
years, since the high rates of the
1980s, but the recent economic re-
cession combined with monetary pol-
icy to stimulate economic growth has
resulted in record-low interest rates
overall, as well as for the farm sector.

Soybean

U.S. soybean acres increased by

1% between 2006, even though most
Corn Belt counties saw decreased
soybean acres. Many counties in
southern Minnesota, lowa, lllinois,
and Indiana, lost more than 5,000 acres
of soybeans between 2006 and 2012.
These acres were more than offset by
increases in the other areas, notably
North and South Dakota and Kansas.

Expectations are that interest rates
will continue to remain relatively low
for the next two-to-three years, unless
the global economy recovers more
rapidly than is currently anticipated.

Tillable Acreage Expansion

A common claim concerning farm-
land is that “they aren’t making
any more of it.” But under the
right price/income conditions,
more land throughout the world
will be brought into production,

i.e. converted from pasture and
non-use to crop production.

During the last six years, 123
million acres of land has been added
to the total acreage of world crop
production, much of that in South
America, the Ukraine (former Soviet
Union), and Asia.

Although this land is not yet as
productive as soils that have been
adequately fertilized, limed and
maintained in the U.S. and else-
where, it will become more produc-
tive over time with appropriate crop
management practices and technolo-
gy adoption. These acres will likely
remain in crop production even if
prices decline because even lower
prices will cover the variable costs
of fertilizer, seed, chemicals, and fuel.

Government Policy

Finally, government policy cannot

be ignored as a contributor to today’s
agricultural prosperity. The demand
growth of the biofuels industry is

in large part a result of tax credits,
mandated increases in Renewable
Fuels Standards use of ethanol by
the petroleum industry, and other
government incentives or regulations.
And the availability and government
subsidized cost of crop insurance

(an approximate 60% subsidy of the

Notable crop acre shifts, 2006-2012

Wheat
Wheat acreage decreased 4% from
2006 to 2012.

Upland Cotton

Overall, upland cotton acres decreased
by 20% between 2006 and 2011, with
large geographic acre shifts occurring.
Acres increased in southern Texas and
southern Georgia. Decreased acres
occurred in the Mississippi Delta and
central California.



annual premium) significantly miti-
gated the risk and replaced a large
portion of the revenue loss resulting
from the drought of 2012. Without
such policies, farm incomes would
have been much lower. Given the
current debate concerning govern-
ment deficits, the safety net that
buffers farmers from low prices or
vields is vulnerable to being reduced.

Final Comments

Predicting the future of farm
incomes and land values is fraught
with uncertainty, but monitoring the
drivers discussed here can provide
some useful insights. As one looks
to the future and anticipates these
drivers, it should not be surprising
that some are expressing caution
concerning the continuation of the
current prosperity of agriculture.
Good times rarely last forever!

* This discussion draws heavily from
“Farmland Values: Current and Future
Prospects,” EC-763-W, Center for Com-
mercial Agriculture, Purdue University.

Michael Boehlje
is a Distinguished
Professor in the
Department of
Agricultural
Economics and the
Center for Food
and Agricultural
Business (CAB) at
Purdue University.
Dr. Boehlje is
involved in teaching,
research and
executive education in agricultural finance,
farm and business strategy and management
and structural change in the agricultural
industries. The major theme of his work is
the importance of strategic planning and
thinking, and positioning the firm for long-
term success in a turbulent business climate.

Summary

Regional changes in crop production include:

1. The Corn Belt becoming more
concentrated in corn acres and
giving up soybean acres.

2. North and South Dakota becoming
much larger producers of corn and
soybeans while reducing wheat
production. North and South Dakota
acre allocations now approximate
those of the Corn Belt.

3. The Mississippi Delta increasing
corn and soybean production and
reducing cotton acres.

Rising incomes in developing countries
support world trade

Rising incomes, particularly in developing countries, are projected to provide a
foundation for continued gains in world demand and trade for grains, oilseeds, and
other agricultural products during 2012-22, according to the Economic Research Service
(ERS) of the U.S. Department of Agriculture (USDA). Developing countries, where food
consumption and feed use are particularly responsive to income growth, are projected
to be the main source of growth in import demand for grains and oilseeds.

Trade in soybeans and soybean products has risen rapidly since the early 1990s,
and continued strong demand, particularly in China and other Asian countries, is
expected during the next decade, according to the ERS. Growth in global wheat imports
also remains concentrated in developing countries, but per capita wheat use has peaked
in many countries, leading to more modest projected growth in wheat trade. These
projections are based on a conditional, long-run scenario that assumes normal weather,
a continuation of current U.S. farm legislation, and specific U.S. and international
macroeconomic conditions and U.S. and foreign agricultural and trade policies.

Global trade: Wheat, coarse grains, and soybeans and products
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SNAP Program totals to $78.3 billion
of USDA budget in 2012

In fiscal year 2012, federal spending for the U.S. Department of Agriculture (USDA)
Supplemental Nutrition Assistance Program (SNAP) totaled $78.3 billion, a 3% increase
from 2011. SNAP, which replaced food stamps, offers nutrition assistance to millions
of eligible, low income individuals and families and provides economic benefits to
communities. It is the largest program in the domestic hunger safety net.

An average of 46.6 million people per month participated in SNAP with program
benefits averaging $133 per person per month to purchase food items in authorized
food stores, according to the Economic Research Service of the USDA.

The percentage increase in the number of SNAP recipients was the smallest since
2007 (4%). Historically, changes in U.S. economic conditions significantly affected
SNAP participation, with participation rising during economic downturns and falling
during periods of economic growth. While the unemployment rate averaged 8.1% in
2012, down from 8.9% in 2011, the need for food and nutrition assistance continued.

Numbers of SNAP recipients, unemployed people, and people in poverty, 1975-2012
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Source: USDA, Economic Research Service using data from USDA, Food and Nutrition Service.
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LET GLAUB FARM MANAGEMENT BE

Farmland is impacted by many factors as discussed in this newsletter.
Although farmland and the farm economy will have up and down years,
historically farmland ownership has been a prudent investment when
compared to stocks and bonds. If you are interested in buying land,

selling land, or learning more about our professional management service,
please contact us for a confidential discussion.
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The American Society of Farm Managers and Rural Appraisers awards the titles of ACCREDITED FARM MANAGER and ACCREDITED RURAL APPRAISER
to those members who have had years of experience, are technically trained, have passed rigid examinations, and subscribe to a high code of ethics.



