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Price Outlook, Grain, 1/04/08
• Potential for irregular uptrend in corn & 

bean prices into mid-February
• Markets very volatile as South American 

growing season & Northern Hemisphere 
wheat progress

• Look for Corn & Bean markets to over-react 
on up-side with battle for 2008 crop acreage

• Look for stronger corn & bean basis in 
spring & summer



Keys to 07-09 Grain Markets
R. Wisner, ISU Econ.

1.1. Ethanol profitability Ethanol profitability 
--Infrastructure & transportation
-- Negative margins ahead -- how long & how bad?

2. Govt. biofuels mandates
3.3. Strong Export salesStrong Export sales——foreign weather?foreign weather?
4. World Economy?
5. EU opening up 10% set-aside in 2008
6.6. Battle for acreage: S. Am., EU, U.S. wheat, Battle for acreage: S. Am., EU, U.S. wheat, 

SB, Cotton, & CornSB, Cotton, & Corn



Cautions in 2008-09 Grain 
Markets, R. Wisner, ISU Econ.

1.1. Fund Traders Repositioning Portfolios Fund Traders Repositioning Portfolios 
-- 1st. 10 days of January
-- More petroleum, gold, less wheat, SB?

2.2. Better foreign weather for 2008?Better foreign weather for 2008?
3. USDA U.S. Jan. 11 grain reports: prod’n, 

stocks, S. American crops
4. Bio-diesel economics not good & no 

mandate for 2008.
5.5. Domestic user returns tighten with Domestic user returns tighten with 

higher corn priceshigher corn prices



Marketing considerations: 07-09 
Grain Markets, R. Wisner, ISU Econ.

1. Scale-up marketing using offer 
contracts (objective: profitable price)(objective: profitable price)

2.2. You can’t go broke taking a profitYou can’t go broke taking a profit
3. Basis for both corn & beans likely to 

strengthen in spring and summer
4. Forward prices show some profit for 

summer storage
5. Expect markets to over-react on up-

side, then weaken later
6. Extreme sensitivity to weather



Example Mktg. Strategies, 2008 
Corn, 1/8/08, Fence:

• Forward contract: fall ’08 = $4.66 (Dec.=$4.96)
• Buy $4.70 Dec. corn put, sell $6.20 call:

– Put cost = $0.34/bu.   Call sale = $0.14  
– Net cost = $0.20 + brokerage    
– Floor price @ $0.30 harvest basis = $4.20
– Maximum local upside potential 
@ $0.30 basis = $6.20 - $0.30 - $0.20 = $5.70
Risks: Be sure you understand call sales
• Basis, out-of-money options premiums 

not precisely following futures market
• Over-selling crop, potential margin calls



Example Mktg. Strategies, 2008 
Corn, 1/8/08, Synthetic Put:

• Forward contract: fall ’08 = $4.66
• $4.66 forward contract, $5.30 call 

purchase:
– Call cost = $0.35/bu. + brokerage  
– Floor price = $4.31
– Maximum local upside potential: no limit 

Risks:
Basis, Over-selling crop: Consider 

harvest-price revenue insurance 



Example Mktg. Strategies, 2008 
Corn, 1/8/08, Put Purchase:

• Buy Dec.’08 put @ $4.80 Strike price 
Put cost = $0.39/bu. + brokerage  
– Floor price = $4.10
– Maximum local upside potential: no limit 
– Floor price @ $5.00 put = $4.20 ($.50 cost)
--Floor price @ $4.50 put = $3.95 ($.25 cost)
Risks:
Basis, Over-selling crop: Consider 

harvest-price revenue insurance 



Risks: 2009 & 2010 Crop Sales

• Production Costs
• Some of new-generation contracts not 

tested in extreme mkt. conditions
• Weather (Strongly consider harvest-

price revenue insurance)















Market Overview
R. Wisner, ISU Econ.

1.1. Corn Supplies fully adequate for demandCorn Supplies fully adequate for demand
--Slower domestic feed demand
-- Slowing ethanol growth
---- Sizeable increase in carryover likely in 08Sizeable increase in carryover likely in 08

2.2. SB supplies tighteningSB supplies tightening
-- How tight depends on S. America
-- More SB acres needed this spring  

3.  Without more acres, could be very tight in 3.  Without more acres, could be very tight in 
20082008--0909

More corn needed in 2009



Lower 07-08 feed use may temper corn prices.



Weekly ethanol futures





Monthly CRB Index

Incentive for Index Fund Traders to buy
Commodities for inflation hedge



Week U.S. Dollar Index:
Reduces grain prices in 

world markets



Dec. ’08 Corn Futures
1/03/08

Possible Objectives:
$5.00, $5.18, $5.36, $5.50?



Objectives: $12.90-$13.45?

Nov. 08 SB Futures Prices, 
1/08/08





41 countries encourage 41 countries encourage biofuelsbiofuels
Major Countries with Ethanol Fuels

• U.S. 
• Brazil
• Canada 
• China
• EU-27
• Thailand
Countries considering ethanol fuels

• South Africa
• Ukraine
• Japan, others



Major Countries with Ethanol Fuels

• U.S. – likely production of 15 bil. gal. from 
corn in 4.5 to 5.5 years

• Brazil current 5.34 bil gal. –89 new ethanol 
plants to be built, 2007-2011 (51 under 
construction)
– 2% biodiesel mandate by 2008 & 5% by 2013

• China – 3 corn-based plants, emphasis 
shifting to other feedstocks (9 mil. T. maize 
for ethanol)



Major Countries with Ethanol Fuels, 
cont.

• EU-27 – 5.75% of motor fuel to be 
renewable by 2010, 10% in 2020

• Canada – 5% ethanol mandate by 2010, 
2% biodiesel by 2012

• Thailand – ethanol from sugar, casava

Biodiesel– Competition for crop land



Infrastructure lags



USDA 07-08



International Impacts
• U.S. ethanol plants under construction to 

use 55 mil. tons of corn (doubling use)
– 3.5 times the volume of Japan imports of 

U.S. corn
– 123% of 2006 EU corn crop
– 66% of global corn exports

• Other countries are expanding ethanol & 
biodiesel

• Strong negative impacts on animal ag.
• Higher food costs ahead
• Major risk-management challenges in Ag. 

& bioenergy 



Source: FAPRI estimates
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Total 11,693 mil. Bu.

Figure 3.



•But at expense of:

Demand Curve for Ethanol

34

Motor Fuel Use
Octane Enhancement

Renewable Fuel 
Standards/Oxygenation

Price

Quantity

Source: Dr. Matthew Roberts, Ohio State University

73-75% of gasoline @ E-85



20072007--08 U.S. corn supplies 08 U.S. corn supplies 
adequate to meet demandadequate to meet demand

• Crop up 25%, 20% increase in corn acres
• But at expense of:

–– 16% decline in soybean planted area16% decline in soybean planted area
–– 29% decline in cotton area29% decline in cotton area
–– 8% decline in non8% decline in non--durum spring wheatdurum spring wheat
–– Declines in other minor cropsDeclines in other minor crops

•• Soybean supplies to tighten substantially, Soybean supplies to tighten substantially, 
increased plantings needed in 2008increased plantings needed in 2008

• Cotton more needed in 2008
•• More U.S. corn likely will be needed in 2009More U.S. corn likely will be needed in 2009





Changes in Ethanol Plants, 7/27 
to 11/06/07  (From DTN)

Expansion hasn’t stopped

7/27/07 11/6/07  1/8/081/8/08
• U.S. Operating Plants     134      139        163
• U.S. Plants Under Const. 89         91         81
• Planned plants                329       343       336
• Total                            552       572       580





 U.S. Corn Feed & Residual Use
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Iowa corn processing & ethanol plants, current & planned, 10/26/06
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Iowa corn processing & ethanol plants, current & planned, 11/20/06
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Capacity: 129% of 2006 cropCapacity: 159% of 2006 Crop

Iowa Corn Processing Plants, Current & Planned, 7/25/07

72 Potential Iowa Plants 
11 Just across IA Borders

Figure 2.



Basis Impacts from Ethanol

• Iowa regional price surface shifting
• Large local variability at point in time
• Increased variability over time
• A few key peaks in price surface, more 

to come
• Top bidders: processors & feed mills
• Large response to short crops
• Biofuels mandates a potential factor
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August 07 High Points in Iowa Corn Basis
Feed Mills & Ethanol Plants
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Basis Examples, Corn 9/28/07

West Central --Boone
New Coop, Vincent
Verisun, Ft. Dodge 
Poet Ethnol, Webstr Cty.
Hawkeye, Iowa Falls
Heartland, Colo
Heart of IA, Nevada
Heartland, Madrid     

RangeRange

Harv. Delivry July Delvry
3.24  (-.49)       3.65 (-.37)
3.21  (-.52)       3.68 (-.40)
3.27  (-.46)       3.76 (-.32)
3.28  (-.45)       3.78 (-.30)
3.18  (-.55)       3.73 (-.35)
3.20  (-.53)       3.65 (-.43)
3.24  (-.50)       3.71 (-.37)    
3.20  (-.53)       3.65 (-.43)

$.10       $.13

Cent. Iowa



Basis Examples, Corn 9/28/07

Garner 
Kebler Milling
Hobartan
Global Lakota (ethanol)
Algona
Emmetsburg - Ethanol

RangeRange

Harv. Delivry July Delvry
3.18  (-.55)       3.66 (-.42)
3.41  (-.32)       3.86 (-.22)
3.29  (-.44)       3.80 (-.28)
3.28  (-.45)       3.73 (-.35)
3.20 (-.53)        3.66 (-.42)
3.33 (-.40)        3.78 (-.30)

.23       .20

N.C. Iowa



Basis Examples, Corn 9/28/07
Rock Rapids elevator 
Ashton ethanol
Siouxland Energy
Albert City  
Alton Terminal
Orange City elevator
Sheldon
Visser Elevtr Sioux Cntr.
Egg Center, Sioux Cntr.
Farmers Coop. Sanborn

RangeRange
Implications for farm storage Implications for farm storage 

economics?economics?

Harv. Delivry July Delvry
3.41  (-.32)       3.77 (-.31)
3.40  (-.33)       3.80 (-.28)
3.51  (-.22)       3.84 (-.24)
3.30  (-.43)       3.78 (-.28)
3.44  (-.29)       3. 81 (-.27)
3.44 (-.29)        3.81 (-.27)
3.44 (-.29)        3.81 (-.27)
3.48 (-.30)            N.A.
3.51 (-.27)            N.A.   
3.48 (-.30)        3.80 (-.28)

.21       .07

N.W. Iowa



Basis Examples, Corn 9/28/07

Coon Rapids ethanol 
Denison ethanol
Creston Elevator
Corning ethanol plant
Bunge, Council Bluffs
Onawa
Lamoni
Shenandoah eth. plant

RangeRange

Harv. Delivry July Delvry
3.27  (-.46)       3.74 (-.34)
3.51  (-.22)       3.84 (-.24)
3.30  (-.41)       3.78 (-.28)
3.32  (-.41)       3.85 (-.23)
3.29  (-.44) est. 3.75 (-.33)
3.43 (-.35)            N.A.
3.18 (-.53)            N.A.   
3.49 (-.24)        3.95 (-.13)

.33       .21

W.C. & Sw. Iowa









 S. America, U.S. & Rest of World Soybean Supplies 
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Add biodiesel

MINIMUM SOYOIL PRICE FOR BIODIESEL BREAKEVEN
at GIVEN WORLD CRUDE OIL PRICE

PRX_C_US_BA, GTB-06-03, Mar-14-06

Crude Oil Price, $/bbl

$30.00 $35.00 $40.00 $45.00 $50.00 $55.00 $60.00 $65.00 $70.00

Profitability of Biodiesel at given crude oil and soyoil prices, %$/lb

Soybean $0.19 ($0.10) $0.02 $0.14 $0.25 $0.37 $0.49 $0.61 $0.73 $0.85

Oil Price $0.20 ($0.18) ($0.06) $0.06 $0.18 $0.30 $0.42 $0.54 $0.66 $0.78

$/lb $0.21 ($0.25) ($0.13) ($0.01) $0.11 $0.23 $0.35 $0.47 $0.58 $0.70

$0.22 ($0.32) ($0.20) ($0.08) $0.04 $0.15 $0.27 $0.39 $0.51 $0.63
$0.23 ($0.39) ($0.28) ($0.16) ($0.04) $0.08 $0.20 $0.32 $0.44 $0.56

$0.24 ($0.47) ($0.35) ($0.23) ($0.11) $0.01 $0.13 $0.25 $0.37 $0.48

$0.25 ($0.54) ($0.42) ($0.30) ($0.18) ($0.06) $0.05 $0.17 $0.29 $0.41

$0.26 ($0.61) ($0.49) ($0.38) ($0.26) ($0.14) ($0.02) $0.10 $0.22 $0.34

$0.27 ($0.69) ($0.57) ($0.45) ($0.33) ($0.21) ($0.09) $0.03 $0.15 $0.27

$0.28 ($0.76) ($0.64) ($0.52) ($0.40) ($0.28) ($0.16) ($0.05) $0.07 $0.19

$0.29 ($0.83) ($0.71) ($0.59) ($0.48) ($0.36) ($0.24) ($0.12) $0.00 $0.12

$0.30 ($0.91) ($0.79) ($0.67) ($0.55) ($0.43) ($0.31) ($0.19) ($0.07) $0.05

$0.31 ($0.98) ($0.86) ($0.74) ($0.62) ($0.50) ($0.38) ($0.26) ($0.15) ($0.03)
For Blue Sky Scenario, PRX adopts a crude oil price of $50/bbl and thus a minimum 24 cent/lb soyoil price, to evaluate impact of subsidized biodiesel market.



* * * *







Soybean Basis – Lost Cause?
• Iowa basis -$1.00 to -$1.25 vs. near-by 

futures this summer
• CBOT says speculative trading has 

overwhelmed the delivery mechanism
• Delivery area: Illinois River to St. Louis 

(actually larger than corn)
• Mechanism: shipping certificates
• Expect basis to be substantially stronger in 

spring, summer, 2008 – but no guarantees
• SB geographic basis likely to follow corn











Direct Cost of Crop Production ($/A)
Historical vs. 2008 Estimate

Source:  U of IL Extension Economics, July 2007.



The Margins

$65.88$10.32$44.33$96.23Margin/acre

SOYBEANSCORN

$0.20$0.19$0.25$0.53Margin/Bu.

407.12341.68558.67461.77Total Cost 
225.00180.00225.00180.00Land

26.9526.9528.6028.60Labor
22.6321.7355.9448.20Fixed Cost

132.54113.00249.13204.97Variable Cost

$473.00$352.00$603.00$558.00Income
5555180180Yield bu/a

2008*
$8.60/bu

2007
$6.40/bu

2008*
$3.35/bu

2007
$3.10bu

$1.20



www.extension.iastate.edu/agdm



Pricing alternatives fall 2007

•• Large storage returns signaled Large storage returns signaled –– for corn for corn 
• Weak ethanol margins & sharp drop in 

summer feed use = upside caution @ 
recent corn futures prices

• Partially offsetting: extreme wheat 
tightness (short-term), strong export 
sales, govt. boost in biofuels mandates?

• Weak U.S. dollar
• Strong Brazilian Real
•• You can’t go broke taking a profitYou can’t go broke taking a profit



TakeTake--Home Points: Corn & SB Home Points: Corn & SB 
• Concern about tight 08-09 corn supply 

--Slowing feed use 
–weakening ethanol profits
–Yield changes: Jan. crop estimates?

• Watch export sales: repeat of ’95-96?
• More soybeans, wheat (cotton?) likely to 

reduce corn acres in 2008
• Acreage battle likely to intensify in 2009 & 

2010
• Higher govt. biofuels mandate key to 

ethanol infrastructure capacity



TakeTake--Home Points: Corn & SB IIHome Points: Corn & SB II
• Forward contracts & HTAs offer well above-normal 

profit potential
• Corn & SB basis likely stronger in spring.   

Strongest basis: @ ethanol plants, feed mills
• Options look expensive, may be better alternative 

in spring
• Be prepared for bean market to bring sharp 

increase in 2008 acres, downward trend in bean 
prices in fall of ‘08

• Corn prices, late summer ‘08 to depend on 
improvements in ethanol infrastructure, Govt. 
biofuels mandate, weather & blending credit



http://www.econ.iastate.edu/faculty/wisner/

Thanks



...and justice for all
The U.S. Department of Agriculture (USDA) prohibits 
discrimination in all its programs and activities on the basis of 
race, color, national origin, gender, religion, age, disability,
political beliefs, sexual orientation, and marital or family 
status.  (Not all prohibited bases apply to all programs.)  Many
materials can be made available in alternative formats for ADA 
clients.  To file a complaint of discrimination, write USDA, 
Office of Civil Rights, Room 326-W, Whitten Building, 14th 
and Independence Avenue, SW, Washington, DC 20250-9410 
or call 202-720-5964.

Issued in furtherance of Cooperative Extension work, Acts of 
May 8 and June 30, 1914, in cooperation with the U.S. 
Department of Agriculture.   Jack M. Payne, director, 
Cooperative Extension Service, Iowa State University of 
Science and Technology, Ames, Iowa.


