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In yesterday’s post, we evaluated the average farm price and distribution of monthly farm prices of corn,
soybeans, and wheat in lllinois since December 2006 relative to much earlier projections for the new era
of prices that began in late 2006. Today we will use the actual lllinois monthly average prices of corn,
soybeans, and wheat for December 2006 through December 2012 to evaluate whether the original
projections of average prices and price distributions in the new era need any modifications. We will also
use the new era projections to evaluate the current level of prices in these markets and draw implications
for marketing 2012 and 2013 crops. But first it is useful to briefly review yesterday’s post.

New Era Crop Price Distributions

In yesterday’s post we found that prices for the period December 2006 through December 2012 differed
from early projections in the following ways:

1. For corn, the average price was $0.14 (3 percent) higher than the projected average of $4.60. The
highest average monthly price during the period was $0.88 (13 percent) higher than the projection
of $6.70. The lowest average monthly price equaled the projection of $3.00. The distribution of
average monthly prices differed substantially from the projection, with more observations below the
average price than expected.

2. For soybeans, the average price was $0.53 (5 percent) higher than the projected average of
$10.58. The highest average monthly price during the period was $0.86 (5 percent) lower than the
projection of $17.56. The lowest average monthly price during the period was $1.30 (17 percent)
lower than the projection of $7.51. The distribution of average monthly prices revealed more
observations above average than expected.

3. For wheat, the average price was $0.08 (1 percent) higher than the projected average of $5.80.
The highest average monthly price during the period was $0.25 (2.5 percent) higher than the
projection of $10.15. The lowest average monthly price during the period was $0.05 (1.5 percent)
lower than the projection of $3.30. The distribution of average monthly prices was much different
than the projected distribution, with averages tending to cluster both below and above average.

Modifications Going Forward

The results of the 5-year review of prices represent an opportunity to alter the early projections. For both
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corn and wheat, average prices have been close enough to the projected prices that no changes are
being made for expectations during the new price era. For soybeans, the early projection of average price
was based on an expected soybean-to-corn price ratio of 2.3 to 1. Based on average prices during the
past 5 years, the expected ratio is increased to 2.4 to 1, resulting in a projected average of $11.04, $0.46
above the previous projection. While the distributions of average monthly prices have differed from the
projected distributions, the expected distributions are not being altered from the early projections. The two
previous price eras lasted 26 and 34 years, respectively. If the current era persists for 25 or 30 years, 5
years of price observations is probably not sufficient to alter the expected distribution of prices. Current
projections of the average farm price and the distribution of average monthly farm prices of corn,
soybeans, and wheat in lllinois are presented in Figures 1, 2, and 3.

As summarized in Table 1, those distributions imply that average monthly corn prices in the new era will
be $3.75 or lower 15 percent of the time, $5.25 or higher 17 percent of the time, and between $3.75 and
$5.25 68 percent of the time. For soybeans, the expected distribution implies that average monthly prices
will be $9.00 or lower 14 percent of the time, $13.00 or higher 16 percent of the time, and between $9.00
and $13.00 70 percent of the time. For wheat, the expected distribution implies that average monthly
prices will be $4.25 or lower 15 percent of the time, $6.75 or higher 15 percent of the time, and between
$4.25 and $6.75 70 percent of the time.

Table 1. Low and High Crop Price Ranges in the New Era

Lows Prices High Prices
Hange Chance Hange Chance
Carn $3.750r less 15% $5.25 or maore 17%

Soyheans $5.00or less 14% $13.00armaore 16%

Wheat 34 25 or less 15% $B.75 ar mare 165%

Implications for Current Pricing Decisions

Also indicated in Figures 1, 2, and 3 are the current (February 27) average old crop (spot) and new crop
(harvest) cash prices at country elevators in lllinois. The cash prices represent the mid-point of bids at
central lllinois locations for corn and soybeans and at west southwest lllinois locations for wheat as
reported by USDA'’s Agricultural Marketing Service. For all three crops, current old crop bids are in the
upper end of the price distribution expected in the new era. The relatively high prices reflect the on-going
impact of the small U.S. corn and soybean crops, the small South American soybean crop, and the small
foreign wheat crop in 2012. While prices of all three crops are well off the highs reached in
August/September 2012, they represent “high” prices based on the expected distribution of prices over a
longer period of time. As such, these prices still offer attractive pricing opportunities, particularly if U.S.
and world crop production rebound in 2013 as expected.
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Figure 1. Projected Distribution of the Monthly Farm Price of
Corn in lllineis during the New Era
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Figure 2. Projected Distribution of the Monthly Farm Price of
Soybeans in lllincis during the New Era
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Figure 3. Projected Distribution of the Monthly Farm Price of
Wheat in lllinois during the New Era
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Current harvest bids for all three crops are well below old crop bids, particularly for corn and soybeans,
but well above the expected long term averages. Bids are near the upper end of the range of prices
expected about 70 percent of the time in this new era. Lower bids relative to old crop prices reflect the
expectation that U.S. and world supplies of all three crops will be more abundant in 2013. Prices are
being supported above expected long term averages because of some degree of production risk,
particularly for U.S. crops. Prices do not yet reflect a full rebound in production. The relatively high new
crop prices appear to represent attractive forward pricing opportunities. For wheat producers with crops in
good condition, forward pricing 20 to 25 percent of expected production would not be unreasonable. For
corn and soybean producers, forward pricing decisions may be influenced by plans for crop revenue
insurance. The projected price for crop revenue insurance will likely be slightly higher than current
harvest bids for both crops. As a result, revenue on a large portion of production is insured at or above
today’s prices, mitigating much of the risk from lower prices. Still, crop revenue insurance products cover
less than 100 percent of expected production so that forward pricing some portion of the crop (depending
on insurance coverage) may be prudent.
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