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Corn Crop Situation and Outlook in 2012 

 

The poor crop weather of 2012 has interrupted bankersô concerns about a ñland 

price bubble,ò and replaced it with worries about commercial hedgersô risk exposure to 

smaller earnings and a (possibly) inverted futures market. 

Corn and soybean farm prices have risen to historically high levels since 2010, 

with corn in the $6.00 range and soybeans above $12.00. Crop input costs have increased, 

but moderately. And, land prices, reflecting the sudden profitability of the two crops and 

the very low prevailing interest rates, have bolted upðby about 25 percent in each of the 

past two years. 

As bankers this spring began to worry about a ñfarmland price bubble,ò the hot 

and dry conditions of June and early July intervened on center stage. Instead of a new 

record corn crop of 14,790 million bushels forecast by the United States Department of 

Agriculture (USDA) (May and June World Agricultural Supply and Demand Estimates), 

we will likely see about 2,000 million bushels less than thisðbarely above the size of old 

crop 2011, with its tiny carryout. How the USDA could have missed the target so badly is 

puzzling. But, the weather humbles us all. 

The hot and dry conditions this year can be compared to a slightly reduced 

version of 24 years ago in 1988, or certainly to an expanded version of 2002ðwhen the 

eastern Cornbelt took the brunt of the troubles by itself. The 2012 pattern is shown in the 

bubble map, with big losses from Indiana and Illinois west to Kansas, but with decent 

output still likely in Nebraska, Minnesota, and, especially, the Dakotas (Chart 1). 
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Chart 1:  

Corn Production Change, 2012-13 vs Previous Year 

 
 

 

Table 1:  

United States Corn Supply-Demand 

 
 

 

The supply-demand table shows that with the small carry-in from 2011-2012, the 

new crop 2012-2013 supply will be no greater than old crop, and so the pressure will 

remain and intensify for price rationing of demand (Table 1). In the present table, we 

have reduced exports and also fuel ethanol usage. The idea is that motor fuel refiners and 

blenders in the next year will use their carry-over of Renewable Identification Number 
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(RIN) certificates to comply with the Renewable Fuel Standard (RFS) mandate, as 

opposed to blending more physical gallons of ethanol. 

Some grain merchandisers are talking about the desirability of the Environmental 

Protection Agencyôs (EPA) waiving the RFS in view of the poor corn yield, but this is 

unlikely. EPA has already refused a waiver request from the state of Texas in 2008, based 

on high corn prices causing ñsevere economic harm.ò At that time, EPA said that it had 

interpreted the waiver provision as providing only narrow waiver authority. EPA would 

have to determine, with a high degree of confidence, that the implementation of the 

mandate itself would severely harm the economy; it is not enough to determine that 

implementation of RFS would contribute to such harm. Obviously, the RFS did not cause 

the poor weather. 

But if EPA remains steadfast in this stated policy, there is the definite chance that 

Congress could intervene, and possibly invoke some sort of legislative ñoff-rampò from 

the mandate in years of poor corn yields. It is difficult to see this happening rapidly.  

It is still too soon to forecast risk management conditions ahead into harvest, but 

grain elevator earnings often suffer with small crops and weaker spreads in the futures 

market. 

 

Future Corn Yield Trend and Deviation 

The poor yield of 2012 forces us to adopt the long-term trend of 1974-2012, with 

a considerably lower yield in 2020 than previously modeledðand high corn and soybean 

prices if demand stays strong. 

Three years ago, forecasters looking ahead had considerable optimism. The corn 

yield trend of 1996-2009 was on a much higher slope than the 35-year trend of 1974-

2009 (Chart 2). The new trend, being driven perhaps by the continuing technology of 

genetically modified organism (GMO) seeds, promised yields by the year 2020 that were 

on the order of 10 bushels per acre higher than the 35-year trend. This would make the 

job of providing for domestic feed, exports, and the fuel mandate look fairly easy. In fact, 

some corn growers worried about the return of surplus corn and low prices. 

But now, after below trend yields in 2010, 2011, and 2012, such optimism has 

completely faded. In the 140-year record of U.S. corn yields, instances of three or more 
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consecutive years below trend are rare. Perhaps two or three times, depending on the 

method used for the arithmeticðthough surely in 1932-1935 and 1974-1977. 

No arrangement of atmospheric patternsðsuch as El Nino/La Nina, the Arctic 

Oscillation, or any other of dozens of indexesðhas been found to explain the warm-dry 

spring and June-July drought in the middle U.S. cornbelt, leaving 97 percent of the rest of 

the worldôs surface to proceed normally. So we must assume that the odds for next yearôs 

cornbelt weather is the same as always, but also we must assume that the remarkable lack 

of volatility to the yield trend in the last 15 years or so is over. In other words, there is 

little choice but to revert to the longer term trend, letôs say 1974-2012, as our ñnormal.ò 

This gives us a much smaller yield in 2020, and this makes the job of jointly satisfying 

domestic feed use, (growing world) exports, and the fuel mandate look much more 

challenging. 

 

Chart 2:  

U.S. Corn Yields 
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Table 2:  

PRX Blue Sky Model #28 Implications for  

Input Costs and Net Returns of U.S. Corn and Soybean Sector 

 

 

With a downward revision of yield potential, it is difficult to project a substantial 

reduction in farm prices or in gross income to the average acre of U.S. corn-soybean 

cropland [Table 2]. What we get when we take this income (shown in the table as Corn + 

Soybean gross value) and then deduct estimated input costs is a picture of continued good 

ñNet Return Over Total Costs,ò with no serious need of federal transfers (Commodity 

Credit Corporation or CCC). 

As shown by chart 3, we expect land values to be flat for a few years, and then 

once again to increaseðproviding we are right in our assumption of continuing demand 

from (1) China, and (2) fuel ethanol (Chart 3). Our forecast of ñflatò land values for a few 

years derives from a kind of ñconfidence shockò after the 2012 yield problem, even with 

80 percent coverage of crop insurance). 



What Lies Beyond the Horizon for Farm Income? 

 

2-6 

 

Chart 3: Corn plus Soybean Land Costs, 1975-2020 

 

 

Our forecast of ñcontinuing demandò from the two big political episodes now 

underway is chancyðand our defense of this forecast will occupy the rest of this report. 

 

Politics and the Structure of World Grain Demand 

For the past 160 years, world grain demand has been dominated by about one 

dozen politically driven episodes, laid atop slow-moving trends, dominating commercial 

attention. Episodes typically come to peaks, mature, or collapse entirely. 

Origins. In the 1840s, Britain led all nations in factory-made finished goods such 

as textiles. Factory owners wanted to extend this advantage, and they sought to repeal the 

countryôs tariff protection on wheat and other grainsðso that cheap grain would lead to 

cheap bread in English cities, holding down the pressure for higher labor rates. After 

several years of debate, Parliament adopted a new ñfree tradeò approach, and the first 

episode of intercontinental grain trade began. 

Imported grain came to London from North and South America, Australia, the 

Black Sea, and elsewhere. The volume of the episode grew at about 4 percent per year for 

68 straight years, benefiting from cheaper steam-powered vessels and transoceanic cable 

communications (Chart 4). But Germany and other European countries sought to compete 
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with Britain for control of factory goods markets, leading ultimately to the Great War, 

followed by a collapse of the grain demand episode. 

 

Chart 4: 

British Wheat and Feed Grain Imports 1840-1920 

 

 

Chart 5: 

Major Politically Driven Wor ld Demand Episodes, 1847-2025 by Region 

with Peak Grain Volume Estimated in Million bushels of Corn Equivalent 

 



What Lies Beyond the Horizon for Farm Income? 

 

2-8 

 

 

About One Dozen Political Episodes Since Second World Warðthe Latest the 

Greatest. Politically driven grain demand episodes sit atop slow-moving demographic 

and economic trends. These episodes command commercial attention because they 

emerge quickly and grow much more rapidly than the underlying fundamentals. But most 

of the political episodes are like shooting starsðthey have beginnings, middles, and ends. 

Three simultaneous episodes are at work todayðthe first of which is Brazilian 

sugarcane ethanol, then Chinaôs food/feed import demand (by far the largest in volume), 

and the third is the U.S. corn ethanol demand. The combination of China soybean imports 

and U.S. corn ethanol usage has driven income of the U.S. corn-soybean sector to new 

record highs. Brazilian sugarcane (and also expanded soybean and corn production in all 

of South America) competes with the U.S. for farm income.  

Question. Which of these three political episodes will last the longestðand how 

long will this be? 

 

Three Political Episodes Driving Grain Markets Today 

After about 2005, world grain and oilseed prices began to rise under the influence 

of the three political demand episodes already mentioned, and grain prices also began to 

display ñcovarianceò with crude oil price. But any given crop, say corn, has its own life, 

including flukes of weather. 

Relative Size and Speed of Three Episodes. The increasing acreages involved in 

todayôs three dominant political demand episodes are plotted in the chart below (Chart 6). 
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Chart 6:  

Three Simultaneous Politically Driven Demand Episodes 

 

 

The acreage scales for China and the United States are the same, topping at 60 

million acres, emphasizing that Chinaôs soybean imports require twice the area 

(somewhere in the Americas) as does corn ethanol, adjusted for the corn feed value of 

dried distiller grain (DDG). 

The acreage scale of Brazil sugarcane is set at half that for China and the U.S. 

However, it should be noted that production per acre of sugarcane is double the tons per 

acre of either soybeans or corn (that is, corn seeds, not including the stover). Thus, from a 

visual standpoint, the three charts as stacked give a fair representation of scale and rate of 

growth for all three episodes now at work together in affecting market prices. 

One reason why todayôs market action is difficult to follow is indeed this 

overlapping and interacting of three very different supply-demand tables: (1) The 5-year 

perennial sugarcane; (2) the China soybean situation, in which beans are not rotated with 

corn but domestically remain a limited kind of ñspecialty food cropò (for soy sauce and 

tofu), and (3) the giant U.S. corn table, with the other triple uses of domestic feed, foreign 

exports, and RFS-directed ethanol. 
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Chart 7: 

Annual Real Price Indexes of Major Crops, 1960-2011 

 

 

Not Only Episodes but Statistical ñFlukes.ò The price chart shows the long 

decline in real prices of the major commodities until about 2005, when the grains began a 

covariance with crude oil price (and propelling the biofuel age) [Chart 7]. 

But note the situation with corn price for 2010 and 2011, increasing in real terms 

well above crude oil and the ñrest of the family.ò This independent rise is due to the 

happenstance of two mediocre yield years in the US (2010 down 4 percent from trend, 

and 2011 down 9 percent). 

There is thus no getting away from the obvious: Political episodes are at risk of 

being overturned by flukes of crop weather as much as changes in elections or 

economics. ðWe now face an almost unprecedented third mediocre yield year that 

transpires in 2012. 

 

World Row Crop Acreage Increasing, but Not in United States 

Over the past decade, world acreage of the ten major row crops increased by 184 

million acres, of which only 8 million were in the US. The two other major export hubs, 

South America and the Black Sea, increased 90 million acres, accounting for half the 

world increase. But, the two political demand episodes of U.S. corn ethanol and China 

soybean and corn imports accounted for 52 million acres, or 28 percent of the world 
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increaseðand their rate of growth was 13.3 percent per year, dwarfing everything else. 

Brazil sugarcane, a perennial crop, grew at 6.1 percent per year. 

The purpose of giving the full USDA-FAS table on the next page is to place our 

concept of todayôs three politically driven demand episodes in a convincing context 

[Table 3]. Please study the table and observe carefully the following eight things about 

world and regional crop acreage: 

1. Over the past 10 years, 2003-2012, the total acreage of the worldôs ten major 

row crops has increased by 184 million acres, a growth rate of about 1 

percent per year. 

2. Only 8 million acres of the increase has been in the U.S., where corn has grown 

but other row crops have declined. 

3. The total growth of 176 million acres in the rest of the world is roughly 

equivalent to the world having added an entire other ñcornbelt,ò though 

with about two-thirds the yield. 

4. About 99 of the 184 million acre total world increase occurred in the three 

ñmajor export hubs,ò namely the U.S., South America, and the Black Sea. 

This was a 2.2 percent rate of growth for South America and a 2.7 percent 

growth for the Black Sea. (Lines 27-29.) 

5. The major importers grew by only 86 million acres, led by China (yes!) at 31 

million acres (mainly corn), altogether only a 1 percent per year rate of 

growth. (Lines 31-34.) 

6. By type of grain, growth in meatstuffs led with 69 million acres, and foodstuffs 

followed with 59 million acres. (Lines 35-38.) It should be emphasized 

that the role of US corn and soybeans is the production of meat for those 

with the money for itðnot for ñfoodò to feed the poorest. 

7. Note especially the two politically driven demand episodes shown in lines 39 

and 40. U.S. corn for ethanol grew by 18 million acres, and China corn 

and soybean imports by 34 million acres. Together the two episodes 

represented growth of 52 million acres, or 28 percent of the total world 

increase. And the rate of growth over the decade of the two episodes 

dwarfs everything else at 13.3 percent. 

8. Brazil sugarcane (a perennial crop), shown in line 43 separately from the 

annual row crops, grew by 9.4 million acres, a growth rate of 6.1 percent. 

 

Acreages, of course, represent different qualities of land, and thus different yields. 

For instance, the usable biomass from sugarcane acreage is roughly twice that of feed 

grain acreage. Oilseed crops have half or less the yield in bushels as feed grains, but their 

protein and oil content is much higherð and thus, too, their price per bushel. But the raw 

acreage numbers give a useful overview of the structure of the growth in world 

agriculture over the past ten years. 
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Table 3:  

World and US Area Harvested of Ten Major Row Crops 2003-2012 

 
 

 
Chinaôs Soybean Imports Require Twice the Acreage as Corn Ethanol 

Chinaôs soybean imports, and now probably increasingly its corn imports as well, 

is the largest demand episode underway todayðand one which should continue despite a 

shift in Chinaôs economy away from export growth and towards consumer demand. 

Chart 8 shows Chinaôs imports of all grains, oilseeds, and food oils since 1985. 

The boom in soybean imports began in the late 1990s with a few million tons, and today 

in 2012 will exceed 60 million tons. 


