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by Thomas L. Dobbs W

Price Premiums for Organic Crops

The new farm bill expanded research
and education on organic production
techniques, and a variety of government
and nonprofit institutions have stimu-
lated new interest in organic agricul-
ture. Yields, the mix of crops in or-
ganic rocations, and costs of produc-
tion obviously affect the profitability
of switching to organics, bur here I fo-
cus on one other key determinant of
profits—price premiums.

Some consumers in the United
States and abroad willingly pay higher
prices for foods produced from certified
organic commodities, partly for food
safety concerns and partly to support
more environment-friendly farming
practices. Price premiums help increase
profits for many organic farmers.

To be certified organic, crop prod-
ucts must come from land on which
synthetic chemical inputs have not been
used for at least three years. Various
certifying agencies operate throughour
the United States, and pending federal
regulations will establish minimum cer-
tification standards.

Data sources

Darta on organic crop prices are lim-
ited. However, Hotline Printing and
Publishing releases weekly data on or-
ganic prices in its Organic Food Business
News Fax Bulletin. This commercial sub-
scription source reports lows and highs
each week for a wide variety of organic
crop products. The organic grain com-
modity price quotes are for the U.S. as
a whole, rather than for particular loca-
tions or regions. Reports include both
farmgate and wholesale prices.

We have obtained data for the third
week of each month going. back
through 1995. We calculated the mid-
points berween the farmgate highs and

lows for several commodities in those
third weeks and used the resules as
monthly observations.

Those organic prices were compared
to U.S. cash prices and to nearby fu-
tures prices in the same time periods
for the products of conventionally
grown crops. Nearby futures prices for
corn, soybeans, and oats were for the
Chicago Board of Trade (CBOT), and
the wheat futures prices were for the

Minneapolis Grain Exchange (MGE).

Price comparisons

Monthly organic prices for corn, soy-
beans, wheat, and oats during 1995,
1996, and 1997 appear in figures 1
through 4. Organic prices for corn were
consistently higher and tended to move
with cash and nearby futures prices (fig-
ure 1). The gap berween organic and
conventional prices was much higher
for soybeans than for corn, wheat, and
oats. However, the flucruations in or-
ganic soybean prices were not as closely
correlated with movements in conven-

In Short

tional prices (figure 2) as they were for
corn and wheat. Because of the espe-
cially strong influence of the Japanese
market on the demand for organic soy-
beans, the markets for organic and con-
ventional soybeans are somewhat di-
vorced from each other.

Yearly average prices are summarized
and compared in table 1. Farm-level
organic corn prices averaged 35 per-
cent higher than U.S. cash prices for
conventional corn in 1995, 44 percent
higher in 1996, and 73 percent higher
in 1997. The organic prices averaged
22, 33, and 62 percent highcr than
CBOT nearby futures in 1995, 1996,
and 1997, respectively.

The organic soybean prices shown
here are for the Clear Hilum type, on
a cleaned basis. The Japanese tofu mar-
ket requires Clear Hilum soybeans.
Those prices averaged more than double
the U.S. cash and nearby futures prices
of conventional soybeans in 1995 and
1997, and averaged nearly double in
1996 (rable 1). Even accounting for a

Table 1. Comparison of organic and conventional prices, U.S.

Prices ($/bu)®

Crop Commodity, Organic- Conv-
and Year Farm® CBOT or

MGE®
Corn, 1995 3.46 2.83
Corn, 1996 5.12 3.86
Corn, 1997 4.50 2.77
Soybeans, 1995 12.52 6.16
Soybeans, 1996 13.41 7.54
Soybeans, 1997 17.80 7.66
Spring Wheat, 1995 6.09 4.33
Spring Wheat, 1996 7.63 5.07
Spring Wheat, 1997 6.49 4.00
Qats, 1995 1.97 1.64
Qats, 1996 3.17 2.06
Oats, 1997 2.96 1.64

Price Ratios®
Conv- Organic-Farm/  Organic-Farm/
U.S. Cash Conv-CBOT U.S. Cash
or MGE
2.56 1.22 1.35
3.55 1.33 1.44
2.60 1.62 1.73
5.85 2.03 2.14
7.23 1.78 1.85
7.40 2.32 2.41
3.95 1.41 1.54
4,78 1.50 1.60
3.74 1.62 1.74
1.46 1.20 1.35
2.00 1.54 1.59
1.71 1.800 173

* Average prices and ratios computed on basis only of months for which organic price data were avaiiable.

“ The organic soybeans reler to Clear Hilum, cleaned.

= Chicago Board of Trade (CBOT) for com, soybeans, and cats; Minneapolis Grain Exchange (MGE) for spring wheat
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10-15 percent loss in volume from
cleaning organic soybeans, these are sub-
stantial price differentials. Some organic
farmers in climatically suited areas grow
the Vinton variety of Clear Hilum soy-
beans, which commands an even higher
price premium. For example, cleaned
organic Vintons averaged 2.67 times the
U.S. cash price of conventionally grown
soybeans in 1997, compared to the 2.41
ratio (table 1) for other organic Clear
Hilum soybeans. The Vintons, however,
usually give lower yields than other Clear
Hilum varieties.

Hard red spring wheart organic prices
averaged over $6/bu in 1995 and over
$7.50/bu in 1996, about 50 percent
higher than corresponding U.S. cash
and MGE nearby futures prices for con-
ventionally grown spring wheat (rable
1). Organic wheat prices declined to
around $6.50/bu in 1997, but the pre-
mium over conventional prices in-
creased in percentage rerms.

Organic oats prices averaged 35 per-
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conventional oats in 1995, nearly 60
percent higher in 1996, and more than
70 percent higher in 1997. The organic
prices were 20, 54, and 80 percent
higher than CBOT prices in 1995,
1996, and 1997, respectively (table 1).
Some concluding !
observations

Prices for some certified organic grain
and soybean commodities have been
substantially higher in recent years than
for the same commodities produced by
conventional farming methods. Organic
soybean prices have been especially high
in comparison to conventional prices.
4 : Most organic farmers are quite entre-
& preneurial in their marketing, however.
They market to a wide variety of bro-
kers and processors. They are not nec-
essarily successful in selling all of their
organic production at premium prices
every year, and there can be wide varia-
tions in the premiums obtained from
year to year and between farmers in
the same year. Also, farmers must keep
in mind that a rapid expansion in or-
ganic acreage of some crops could cause
price premiums to decline substantially.
Figure 4. Oats prices, U.S. Moreover, a decision to begin or-
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Figure 3. Spring wheat prices, U.S.
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ganic farming should be based not only
on knowledge of relative markert prices,
but also on yields and costs for the par-
ticular mixes of crops to be included in
organic and conventional farming sys-
tem rotations. Recent studies taking
these other factors into consideration
have shown that it is possible to pro-
duce profitably under some circum-
stances with organic methods, even
without receiving organic price premi-
ums (see, for example, Hanson,
Lichtenberg, and Peters; and Smolik,
Dobbs, and Rickerl). In some situa-
tions, however, price premiums are
critical for the organic systems to effec-
tively compete in profits with conven-
tional systems (see Klonsky and
Livingston).
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