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bend in wheat, say, in order to get a better deal for automobiles? The third conflict will be among U.S. agricultural
interests themselves. Should the interests of one commodity group be "sacrificed" at the bargaining table in order to
advance the interests of some other
commodity group? All three confrontations are likely to extend negotiations
well into 1990. And Congress still has to
act after that.
Environmental policies

Agricultural and environmental policies are increasingly linked. The wellknown conservation elements of the
1985 farm bill-the CRP, Sodbuster,
Swampbuster and Conservation Compliance-are only one dimension of
these linkages, dealing primarily with
the impact of farming on surface water
quality. '
Outside the farm bill, we expect a
heated confrontation over proposed
changes in the way pesticide residues
on foods are regulated. For several
years, pesticide applicators have been
certified to ensure personal safety in
handling the more hazardous chemicals and to ensure that environmental
hazards are minimized. Attention now
shifts to what happens to these chemicals after they've done their jobs. Currently, crops grown for processing must
be managed so that they contain no
trace of any substance known (or suspected) to cause cancer. This is the wellkn own Delany Amendment. The
residue requirements for unprocessed
foods are less rigid. The debate is this:
Should all food crop production be subjectto the same "zero-risk" requirement
as processed foods are now? Or, should

all production be regulated on a "riskbenefit" basis as unprocessed foods are
now? Or, should there be only a single,
"negligible risk" standard that applies
to all situations? The resolution of this
debate will have significant impact
upon all growers that use regulated pesticides.

The farm bill
No agricultural outlook can be written without paying at least passing attention to the 1985 farm bill. After all,
more than $25 billion in taxpayer support moved into the farm economy last
year through the various provisions of
this bill. There are really two political
issues here. The first is more philosophical: Should we as a society support
agricultural commodity production
through direct government action? The
second is more mundane: Can we afford
to do so?
For now at least, the second issue is
driving the first. If you as a policymaker
or a citizen think that $25 billion is a
great amount and that reductions in the
federal deficit are imperative, then you
argue that government programs must
be trimmed, whether or not you think
they're a good idea in theory. If, on the
other hand, you think that $25 billion
isn't too high a price to pay for a stable
and secure food system (and if you
think that the present array of government programs is a reasonable way to
achieve such a system), then you argue
that the farm bill should remain relatively untouched.
The broader issue here, of course, is
the enormity of the federal deficit and
its possibly deleterious effects on international capital and commodity flows

Wheat
Stanley Stevens, UM, and Reynold Dahl, UM
Continued stiff foreign competition, fa-

vorable production and continued burdensome carryover stocks highlight the
1987-88 wheat situation.
The Aug. 1 USDA estimate of world
wheat production was 509 million metric tons (mmt), down from 530 mmt last
year, about a 4% decline. Beginning
stocks on June 1 were estimated at a
record 146 mmt, up 9 mmt from last
year. Total world supply will be about
655 mmt, down 11 mmt or 2% from last
year. Major production decreases were
experienced by the Soviet Union, down
14 mmt (15%); Canada, down 7.1 mmt
(22%); and Australia, down 2.7 mmt
I. . (16%). Significant production increases
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were experienced by the EEC, up 7.2
mmt (10%); Argentina, up .5 mmt (6%);
and the United States, up 1 mmt, (2%).
World utilization is expected to be 511
mmt, down 10 mmt (2%) from last year.
Thus, ending stocks on May 31, 1988,
are projected to be 144 mmt, down 1%
from this year's level. The ratio of world
ending stocks to use is 28%, a level not
exceeded since 1969.
World trade in wheat is expected to
be about 96 mmt, up 6 mmt (6%). Almost half of the increase is expected to
come from increased purchases by the
USSR. The USDA currently projects the
U.S. share of world trade to increase to
35%, compared to 31% last year. The

as well as its constraining effects upon
domestic government spending. The
fate of the present farm bill, we suggest,
lies more in the resolution (or lack
thereof) of this broader issue than it
does in narrower debates, such as those
over production controls.
Nevertheless, congressional committees and farm interest groups will
continue to discuss and debate possible
changes in the farm bill itself, trying to
reduce program expenditures while at
the same time improving the economic
conditions for agriculture. There are
three principal alternatives: (1) tinker
with the current set of programs but
make no major changes; (2) "decouple"
farm income payments from farm production to make the market more efficient; and (3) impose mandatory
production controls to reduce sur. pluses and raise prices. The latter two
proposals have received extensive
press coverage, but as farmers (and
presidential candidates) plan for 1988,
it appears that modest modifications of
the present program is the alternative
likely to survive the constraints of time
and conflicting interests.
Conclusion

The coming year will be another momentous one for American farmers as
agricultural policymakers struggle to
deal with farm problems in the context
of significant problems elsewhere in the
national and world economies. We
have suggested four areas to watch: land
retirement, trade negotiations, environmental policies and the farm bill. Producers in the Upper Midwest have a big
stake in the outcome of each of these debates.

U.S. share of ending world stocks is expected to be about 32%, down 2% from
last year.
U.S. situation.

U.S. wheat production was estimated
at 2.125 billion bushels on Aug. 1, up
2% from last year. Harvested acreage of
all U.S. wheat is estimated at 55.4 mil·
lion acres, down 9% from last year and
the smallest harvested acreage since
1973. The U.S. average yield is ex·
pected to be near record levels at 38.4
bu/a, up 12%, compared to 34.4 bu/a last
year, accounting for the increased pro·
duction even though acreage is down
substantially.
Beginning stocks on June 1, 1987,
were 1.8 billion bushels, dciwn 5% from
last year. Total wheat supplies for 1987·
88 are estimated at 3.955 billion

bushels, down 1.5% from last year's
record level.
On June 1, 94% of the beginning
wheat stocks were in some form of government program: 830 million bushels
in CCC inventory, 463 million bushels
in the Farmer Owned Reserve and 405
million bushels in the regular or special
Joan program. Only 117 million bushels
were in free stocks. Ending stocks for
U.S. wheat on May 31, 1988, are projected at about 1.725 billion bushels,
down 5% from this year. The use of
generic PIK certificates will increase
free stocks during the year, but by the
end of the marketing year, free stocks
are expected to be tight.
Domestic disappearance for i98788 is expected to be 1.005 billion
bushels, down 189 million bushels
(16%) from last year, due mostly to a
sharp decline in wheat feeding. Wheat
used for food will continue to trend upward by 10-15 million bushels per year.
Wheat exports are heavily depen- 1
dent upon U.S. government assistance
and export prospects are improved. Total wheat exports are projected by
USDA to be 1.225 billion bushels, compared to 1.004 billion bushels exported
last year, a 22% increase. Currently, export shipments and commitments for
exports are running about 38% ahead of
last year's pace. If that pace continues,
the USDA projection will be easily met.
The USSR is expected to import 19 mmt
of wheat this yea£, up 2.5 mmt from last
year. With less competition from
Canada and Australia expected because
of their poor crops, the United States
has good prospects for improved shipments to the Soviets.
Hard red spring (HRS) wheat supplies for 198 7-88 are projected to be 943
million bushels, down 1.4% from last
year. Exports are expected to be 230
million bushels, up 30 million bushels
(15%) from last year, with improved

HRS export prospects resultings partly
from decreased Canadian competition
because of their smaller crop. Domestic
use is estimated at 217 million bushels,
down 49 million bushels (18%) from
last year. Ending stocks are projected to
be 496 million bushels, up 6 million
bushels (1%), which represents a 13month supply at the projected rate of
disappearance.
Durum supplies are expected to be
196 million bushels, dowri 27 million
bushels (12%) from last year. Carry-in of
old stocks are 95 million bushels, down
26 million bushels (21 %) from last year.
Production is currently estimated at 96
million bushels, up 1 million bushels
(1 %) from last year. Domestic use of durum is expected to be about 60 million
bushels, and exports are expected to
also be 60 million bushels, down about
27% from last year. Ending stocks of durum next May 31 are expected to be 76
million bushels, down 19 million
bushels (20%) from last year. A high
percentage of the carryover will be tied
up in the Farmer Owned Reserve or in
the regular loan.
The supplies of hard red winter
(HRW) wheat, at 1.993 billion bushels,
are about 2% less than last year. Domestic use will decrease to 460 million
bushels, down 168 million bushels
(27%) from last year's level because less
wheat is expected to be fed. Exports are
estimated by USDA to increase 193 million bushels (45%), to 625 million
bushels. Ending stocks of HRW wheat
are expected to be 908 million bushels,
down 6% from last year.
Government programs

Government programs and adminis- ,
trative decisions are expected to dominate the wheat market again in 198 7-88.
The national average loan rate is currently $2.28/bu, close to last year's effective (after Gramm, Rudman,

Hollings deduction) loan rate of $2.30.
The target price is $4.38. Deficiency
payments for 1987 wheat will probably
be close to the maximum of $2.10/bu.
About 83% of the 1987 U.S. wheat crop
is eligible for loan. With the 1988 loan
rate set at $2.17 and the target price at
$4.29, program participation will continue high in 1988.
Should wheat move below the loan
rate, farmers will use payment-in-kind
(PIK) certificates extensively to free
needed storage space or avoid the storage charges associated with waiting
nine months to forfeit. Premiums for the
certificates will vary with the·national
market for PIK certificates. The national
market for PIK certificates will vary seasonally according to the timing of supply by USDA programs and seasonal
demands for PIK certificates. Seasonal
demands for PIK certificates will be
dominated by redemption of storage
space in wheat or corn.
Price prospects

Free supplies will likely tighten
enough in the second half of the marketing season to bring market prices to a
modest premium over the local loan
rate. The USDA is forecasting the U.S.
season average farm price to be in the
$2.30-2.60 range, compared to $2.42
last year and $3.30 two years ago. The
Minneapolis season average "to arrive"
price for 14% protein HRS wheat during
the 1986-87 marketing year was about
$3.05. This year, look for the Minneapolis season average price to be
slightly lower, about $3. HRS wheat
protein premiums are unlikely to peak
at levels reached in 1986-87, but highprotein (14% or above) will carry a large
premium to ordinary-protein wheat.
The 1986-87 season average price
for terminal quality hard amber durum
at Minneapolis was about $3.55. Look
for the season average price this year to
be somewhat higher at $3.65 to $3.70.
Management implications

able 1, U.S. supply and use of all U.S. wheat
All U.S. wheat
1985-86

1986-87

1987-88

. . . . . . . . . . million bushels ........ .

eginning stocks
roduction
ports
Total supply

1,425

1,905

2,425
-----1§_

2,087

1,815
2,125

~

-----1§_

4,013

3,955
1,005
1,225
2,230

3,865

omesticuse
ports
Total use

1,045
915
1,960

1,194
1,004

nding stocks

1,905
.97

1,815

2,198

.83

1,725
.77

• With burdensome supplies, substantial price increases over the long
term appear highly unlikely.
• Any price above the net loan rate
should be seriously considered as a
pricing opportunity .
• A key factor in squeezing out a few
extra cents per bushel this year is to
have a thorough understanding of the
government program, including how
the generic grain certificates can be
used in conjunction with marketing.
Watch for opportunities to redeem
sealed wheat cheaply with PIK certificates.
• Producers should also be alert for
wheat policy redirections by Congress
and the administration that could impact heavily on wheat prices this year.
1988 Ag Outlook I e

Oilseeds
Stanley Stevens, UM, and Richard Shane, SDSU
The Aug. 1 forecast for world oilseed
production in 1987-88 is 202.7 million
metric tons (mmt), up 3.3% from last
year. While U.S. production is up only
slightly, larger increases have occurred
in Western Europe, China and Argentina. Western European increases
have been mostly in rapeseed, with a
smaller increase in sunflower production. China has increased its rapeseed,
cottonseed and peanut production. Argentina is expected to increase its soybean and sunflower production.
World consumption of the major
vegetable oils is expected to increase
about 4%, while consumption of major
protein meals will increase about 3%.
World trade in protein meals is expected to be about the same as last year,
while vegetable oils trade is expected to
increase by about 2%, with the growth
concentrated in soybean, palm and
rapeseed oil. World trade in oilseeds is
expected to decline 1-2%, reflecting a
continuation of recent trends toward
self-sufficiency in oilseeds, particularly in Western Europe. Most of the decline will be reflected in soybeans, in
which world trade is expected to be
26.3 mmt, down 5% from last year.
World oilseed carryover stocks are
expected to be about unchanged relative to last year, at about 13.7% of annual world production. Most of these
carryover stocks will be soybeans, with
about 62% of the world soybean carryover stocks held by the United States.
World carryover stocks of the major
protein meals are expected to increase
by about 1 %, while world carryover
stocks of major vegetable oils are expected to decrease by about 5%.
Soybeans
As of Aug. 1, U.S. soybean production is estimated at 2 billion bushels,
virtually unchanged from last year. Although harvested acreage is estimated
at 57.649 million acres, down 1.778
million acres (3 %) from last year, record
yields of 34.7 bu/a were about 3%
higher than last year's 33.8. The yield
increase can be accounted for by reasonably good growing conditions over
the entire soybean production area,
compared to last year, when there was
extreme drought in the southeastern
states. A record participation rate in the
government program for corn, with
strong incentive to plant corn to maintain acreage base, is probably the main
reason for a decline in soybean acres.
Strong cotton prices and the Conservation Reserve Program are also thought
to have taken some land out of soybean
f I1988.i\g Outlook
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production. Also, there is some evidence that southeastern states' soybean
land is being allowed to return to pasture or woodland.
Stocks on hand going into the 198788 marketing year are estimated at 505
million bushels, or 25% of current annual use, down slightly from last year's
record level of 536 million bushels. If
the August production estimate holds,
total soybean supplies for the 1987-88
marketing year will be 2.505 billion
bushels, down 38 million bushels
(1.5%) from last year.
Total disappearance in 1987-88 will
be about 1.96 billion bushels, a decrease
of about 78 million bushels (4%) relative to last year. Domestic crush is expected to increase by 20 million bushels
(1.7%), to the 1.2 billion bushel level.
Crushings are determined by the demand for soybean meal and soybean oil,
and livestock feeding is expected to accommodate a 3-4% increase in demand
for soybean meal. However, the projected export demand for soybean meal
is expected to decline by 2% because of
increased Southern Hemisphere supplies under conditions of practically no
growth in total world trade of soybean
meal. Because of a 5% decline in world
soybean trade, an even larger decline in
the export demand for soybeans is expected. U.S. soybean exports are projected to decline by about 70 million
bushels (10%) from the 1986-87 level, to
about 670 million bushels. Domestic
demand for soybean oil is expected to
increase 3-4%, with oil export
prospects improving enough to create a
total soybean oil usage increase of about
6%. Ending U.S. stocks of soybeans are
predicted to be 545 million bushels on
Aug. 31, 1988, which is about a threemonth supply and about 8% greater
than the year-earlier level.

Price prospects
On Aug. 11, the USDA projected th
1987-88 U.S. season average farm pric1
to be in the $4.70-5.00 range, compare1
with an average of $4.80 last year. Thi
season average soybean price in Min
neapolis can be expected to be close t1
the national average price. Prices maJ
decline to the $4. 70 range at harvest, bu
should recover following harvest. Be
cause the Gramm, Rudman, Hollings re
duction is not taken against the 198;
commodity loans, the loan rate shoulc
support country prices at levels abou
20¢/bu higher than last year. Prices wil
be sensitive to the soybean growing sea
son in the Southern Hemisphere durin!
the late December through early Febru
ary period. This season will likely offe1
the best postharvest pricing opportunities. A repeat in 1988 of this year'i
strong weather-driven spring and sum
mer market is unlikely. Prices migh1
also be responsive, higher or lower, tc
new farm policy legislation and USDA
discretionary administrative actions ir:
the next year.
Soybean oil prices are projected tc
average in the 12-16¢ range for 1987-88
compared with about 15¢ last year. Soybean meal is expected to average in thE
$150-175 per ton range, close to las1
year's price.
Sunflowers
The 1987 U.S. sunflower seed
planted acreage was 1. 725 million
acres, down 15% from last year. Oiltype sunflowers constitute 1.509 million acres, or about 87% of the planted
acreage. Total harvested acreage is currently estimated at 1.676 million acres.
Yield estimates of 1,348 lb/a project a
1987 production estimate of approximately 1.025 mmt. With estimated beginning stocks of 200,000 mt (metric
tons) and imports near 30,000 mt, total
1987-88 sunflower seed supplies will
be about 1.255 mmt, down 12% from
last year's supply.
World production is currently estimated to be 19.52 mmt, compared with

Table 1. U.S. soybean supply and use
1985-86

Preliminary

Projected

1986-87

1987-88

.......... million bushels ....... ..
Supplies:
Beginning stocks
Production
Total supply
Utilization:
Crush
Other domestic
Exports
Total use
Ending stocks
Ending stocks/total use

316
2,099
2,415

536
2,007
2,543

505
2,000
2,505

1,053
86
740
1,879
536
.29

1,180
118
740
2,038
505
.25

1,200
90
670
1,960
545
.28

18.98 mmt last year. The reduced production estimates for the United States,
Eastern Europe and USSR were more
than offset by increases in Argentina
and Western Europe.
The 1987-88 demand for sunflowers
is projected to be relatively unchanged
from 1986-87. Crushings are expected
to be at the 615,000 mt level, which is
down 2% from the 1986-87 level.
Nonoil use may increase slightly from
last year's level of 155,000 mt. Exports
are expected to be unchanged at the
450,000 mt level. But with production
cutbacks, this should lead to a significant decline in ending stocks to about
30,000mt.
Price prospect
Sunflower seed prices will likely average at or above last year's level. Look
for the 1987-88 season average farm

price to be in the $6.50-7.50 area, with
prices reaching their seasonal highs in
sympathy with developments in the
soybean market. Key to this will be
Southern Hemisphere weather developments in the late December through
early February period and/or new developments in U.S. farm program legislation.
Flax
1987 flaxseed production is estimated at 6.7 million bushels, down
sharply from 11.5 million bushels last
year. Carry-in of old stocks are estimated to be 3.3 million bushels. Therefore, total domestic supply is expected
to be aboutl0 million bushels. Crush is
currently estimated at about 10.25 million bushels. With exports estimated at
250,000 bushels and seed use at
500,000 bushels, some flax will likely

able 2. U.S. sunflower seed supply and use
1985-86

Preliminary

Projected

1986-87

1987-88

....... thousand metric tons . ..... .
upplies:

eginning stocks
, roduction
fmports
I Total supply

90
1,430
26
1,546

202
1,214
14
1,430

200
1,025
30
1,255

674
365
305
1,344
202
.15

625
450
155
1,230
200
.16

615
450
160
1,225
30
.02

'

µtilization:

Domestic crush
Exports
~onoil, seed
Total use
Ending stocks
Ending stocks/total use

Richard Shane, SDSU, and Stanley Stevens, UM

Massive farmer participation in
feedgrain set-aside programs will result
in lower production in 1987. However,
excellent growing conditions have led
to record or near-record yields in the

Management implications
With depressed prices and large supplies, it will likely pay to hold soybeans
for sale in the postharvest market environment. Usually the best marketing
opportunities arise when there is unfavorable weather in the Southern Hemisphere in the late December through
early February period. Yet, given the
large carryover, it is unlikely that prices
will be able to exceed the county loan
rate by more than 25-30¢, which, if and
when it occurs, should be considered a
marketing opportunity. Some part of
the crop might be held just in case U.S.
weather developments offer a repeat of
$6 beans, yet the probabilities of this are
not very good. Alternatively, those interested in holding soybeans for substantially higher prices should consider
selling soybeans and replacing some
part of these sales with soybean calls.
This strategy is especially attractive
when the soybean basis is narrow. However, the more common seasonal pattern is more likely to prevail, with
soybean prices deteriorating from winter levels into the late spring and summer as Southern Hemisphere new crop
production dominates the world export
market.
Corn

Feedgrains
Supply control and export enhancement provisions (EEPs) of the 1985 farm
hill contributed to lower supplies and
increased exports of U.S. feedgrains in
1986-87. Production decreased 8% in
1986-87 and is expected to decline another 13% in 1987-88. Exports increased more than 28% in 1986-87 and
are projected to increase 5% more in
1987-88. U.S. grains have become more
competitive in world markets as EEPs
have been extended to large importers
such as the USSR and China.

have to be imported to meet the 1987-88
needs. Current estimates of imports are
3 million bushels. Carryover stocks of
flax are projected to be 2 million
bushels at the end of the 1987-88 marketing year. The 1986-87 average price
at country locations in Minnesota,
North Dakota and South Dakota was
about $3.33. Because of sharply lower
production, look for the 1987-88 season
average price to be better, in the area of
$3.75-4.25.

U.S. feedgrains complex. Surplus
stocks will decline from 68% of one
year's usage to 63%, which is still burdensome but a move in the right direction.
Because of continued large surpluses, the crop set-aside levels of 1987
will likely be extended to 1988, and
loan rates will most likely be reduced
another 5%. It is apparent that PIK-andRoll and Quick-PIK opportunities will
be good again this year, keeping farm
movement of grain high and cash prices
low. Demand for PIK certificates will remain strong through the corn and sorghum harvests. Due to the early harvest,
premiums may be pushed over the
115% level before more CERTs are issued in October.

Beginning stocks of corn are again at
record levels. The 1987-88 corn market
is burdened with carry-in stocks of
nearly 5 billion bushels, or two-thirds
of one year's usage. Although producers
participated heavily in the set-aside
program, production will be only
slightly lower than projected usage for
the year. Record yields of 121 bu/a are
expected.
Total corn supply for 1987-88 is projected at 12.16 billion bushels-only
132 million bushels lower than 198687. Demand is expected to improve in
the feed area as numbers of hogs and
poultry increase. According to USDA,
exports will continue to expand to 1.6
billion bushels. Final carryover is expected to drop to 4.7 billion bushels, or
62% of a year's usage.
·
The price outlook for harvest time is
a rerun of 1986. Look for Minneapolis
prices to average around $1.40/bu, with
prices dropping to near $1.10/bu in the
1988 Ag Outlook I g

Table 1. U.S. supply and demand for feedgrains for marketing years 1985-86, 1986-87 and 1987-88 based on Aug. 1, 1987 crop conditions
Feedgrains
(million tons)
85-86 86-87 87-88

Corn

(million bushels)
85-86
86-87
87-88

Barley
Sorghum
Oats
(million bushels)
(million bushels) (million bushels)
85-86 . 86-87 87-88 85-86 86-87 87-88 85-86 86-87 87-88

Beginning stocks 57.5 126.3 153.6
1,648
4,040
4,929
300
551
753 247 325 336 180 184 133
8,877
Production
274.4 252.4 219.9
8,253
7,231 1,120
942
758 591 610 518 521 385 393
2 ___2
__9 __7 __5 ~ _ll ~
Imports
_J! __._7 __._7 _ _1_1 ___
Total supply 332.7 379.4 374.2 10,536 12,295 12,162 1,420 1,493 1,511 848 942 860 728 602 561
4,095
4,650
4,700
Feed
134.8 143.6 144.5
664
525
525 333 295 300 460 393 365
Food, seed, etc.
1,160
1,191
1,200
35.0
35.5
36.2
28
15
30 169 174 175
82
73
80
Exports
36.6
46.8
49.1 _hill ~
1,600 ---1Z!!. ----1QQ ~ ~ 137 125 __2 __3 __2
6,496
7,366
Total demand 206.4 225.9 229.9
7,500
780 523 606 600 544 469 447
869
740
Ending stocks
126.3 153.6 144.3
4,040
4,929
4,662
551
753 · 731 325 336 260 184 133 114
Ending stocks/use .61
.68
.63
.62
.67
.62
.63
1.02
.94 .62 .55 .43 .34 .28 .26
Dakotas. Storage problems are not expected to be as severe as last year, but
some local prices will still be around
$1/bu. PIK certificates may become
short in September as posted county
prices are low and producers try to offset corn loans immediately. In October,
a large supply of CERTS will be infused
into the market once more. There may
be a slight rally in the corn market in
September, with losses once again in
October as CERT premiums drop, making PIK-and-Roll more attractive.
Postharvest rallies may lead to prices
exceeding local loan rates by 10-15¢/bu.
Producers who forward priced all or
part of their corn during the summer
weather rallies using cash forward contracts will profit handsomely by using
PIK-and-Roll before delivering on the
contracts. Producers who hedged or
used options where delivery is not required will want to take futures or options profits and then market in the
same manner as those who did no forward pricing. Since posted county
prices are already near last year's lows
in many areas, producers will want to
look very closely at putting corn under
loan and redeeming the loan immediately with PIK certificates. This PIK
strategy should be followed whether or
not the farmer stores corn. Farmers who
have redeemed sealed corn with PIK
certificates and farmers who did not
participate in the feedgrain program
should consider storing corn five to six
months if on-farm storage is available.
Basis narrowing and price improvement should result in a profit from storing. If commercial storage is all that is
available, the storage question is not so
easily answered. Cost of storage for six
months will be around 27¢/bu, and basis may not narrow enough to pay for
storage. Each individual in this position
will have to look very closely at local basis patterns before deciding whether to
store or not. If basis in a local market is
narrow, producers should consider
storing on paper, rather than in the bin,
through the use of call options or buyh I 1988 Ag_ Outlook
·

ing futures. Any price improvement
from a market rally could be captured
from the futures price increase, and
grain quality risks associated with storage would be avoided. If options are
used, buying calls with at-the-money
premiums equal to or lower than storage costs is recommended.
For the livestock producer, PIK-andRoll strategies will usually result in
lower feed costs than simply buying
low-priced corn. Be sure to include the
elevator out charge for corn when evaluatingPIK-and-Roll as a feed-pricing alternative.

expected, and surpluses reached a
record 753 million bushels-or one
whole year's demand. As a result, producers cut back 1987 plantings to 76.8%
of 1986 acreage. Production in 1987 is
expected to drop nearly 20% to 758 million bushels. If feed demand remains
constant and export demand remains
strong through EEP incentives, usage
will increase to 780 million bushels.
Ending stocks will still be huge at 731
million bushels, or 94% of one year's
demand.
Corn and sorghum are close substitutes in the feedgrain complex, and
since few other uses for sorghum exist,
sorghum prices will follow corn prices,
at a discount of 10-15 ¢/bu. According to.
USDA, the average annual national'
price will be $1.50-1.85/bu.
Marketing alternatives for sorghum
are the same as those for corn, except

Sorghum

Feed use of grain sorghum did not
reach early expectations in 1986, as
cheap corn and feed wheat were·lowercost ration alternatives for many feeders. Production was also higher than
Table 2. Grain storage costs 1987-88

$/bu

Location

1

Months crop is stored
3
6

9

... , , , ... , .... cents per bushel. . , ... , ... , ...

1.50
1.75
4.50
5.00
2.20
2.60
.80

Corn

farm
commercial
farm
commercial

3.1
4.5
3.7
4.7

6.5
13.5
7.6
14.3

farm
commercial
farm
commercial

9.2
7.5
10.2
8.0

18.8
22.6
20.9
24.2

farm
commercial
farm
commercial

3.4
5.2
4.0
5.6

8.1
15.7
9.6
16.9

farm
commercial
farm
commercial

1.2
3.8
1.5
4.0

11.6
27.2
13.6
28.8

16.9
41.1
19.7
43.4

33.5
45.7
37.3
48.8

48.7
69.2
54.1
73.8

15.3
31.5
18.1
34.0

22.7
47,6
26,8
51.4

Soybeans

Wheat

Oats

2.9
8.3
5.6
11.4
34.5
22.9
1.00
3.7
10.3
7.0
12.0
36.4
24.2
Assumptions: interest rate 12.0%; elevator charge 3¢ per month. Farm loss and damage:
corn, 1.0% plus 0.1 % per month; soybeans, 1.0% plus 0.05% per month; wheat and oats,
0.5% plus 0.05% per month.

that futures and options alternatives
must be cross hedged on the corn futures market.

Barley
The constant increase in barley
stocks will reverse in 1987 as producers
cut acreage by 15.5% and production by
15.1%, to 518 million bushels. In 198687, U.S. barley exports increased sixfold as a result of EEPs. Saudi Arabia
purchased over 70%, or 96 million
bushels, of U.S. exports under the EEPs.
Indications are-that it will purchase
large quantities again in 1987-88. Feed
barley usage will remain low, as price is
not competitive with more abundant
feedstuffs. Surplus stocks will be cut to
260 million bushels, or 43% of one
year's usage.
According to USDA, barley prices for
the year will average $1.50-$1.70/bu.
Although harvesttime prices have been
20-30¢ below this range, a good
postharvest rally can be expected as
long as export demand remains strong.

,

Oats

Oat production held nearly steady in
1987 at 393 million bushels, compared
to 385 million bushels in 1986. Acreage
planted was set at 18 million acres, but
only 7.3 million acres were for harvest.
The increase in acreage was due to increased cover crop plantings on farm
program set-aside acres. Harvested
acreage has been in a steady downtrend

Dairy
Jerome Hammond, UM, and Earl Fuller, UM
Current Situation

The commercial supply-demand imbalance that has plagued the U.S. dairy
industry is at its lowest level since
1979. Monthly milk production for the
first seven months of 1987 was below
year-earlier levels. Commercial demand for dairy products is in its fourth
year of significant expansion.
Supply-The Dairy Termination
Program (DTP) has been the major factor recently, bringing about reduced
milk production. This program, which
paid producers to exit dairying for at
least five years by slaughter or export of
dairy cows and heifers, began April 1,
1986 and ended Aug. 31, 1987. The 1.6
million animals exported or slaughtered under the program represent 8. 7%
of the milk production.
Disappearance-Commercial demand for milk and dairy products continues to expand; 1986 was the third
consecutive year that total commercial
,dairy product use increased 2.8% or
imore over year-earlier levels. The
USDA forecasts an increase of 2-3% for
all of 198 7. The growth is being led by
increased use of lowfat milk, butter,
cream and cheese. Butter sales increased a remarkable 13%. The expan:sion in commercial use is the result of
population growth, rising per-capita incomes, a strong economy, continuing
shifts of food consumption away from

1

Storing barley for as long as six or seven
months will most likely provide a profit
to storage. PIK-and-Roll possibilities in
barley will be the best at harvesttime,
with profit opportunities from this marketing alternative diminishing as the
marketing year progresses. Because of
staining and higher-than-desired
protein in many areas, malting barley
prices should demonstrate a good
postharvest rally and trade at a 20-30¢/
bu premium to feed barley most of the
market year. Larger premiums are possible if export demand is further enhanced by EEPs.

the home-which generally favors increased dairy product use-and the
expanded generic dairy product
promotion program. This program,
which began in 1985 when federal legislation imposed mandatory assessments on milk producers for
promotion, approximately doubled the
revenues for generic promotion and
market development.
Prices-The manufacturing grade
milk price has been at or near support
for the past four to five months-about
$11/cwt for 3.5% butterfat milk. Actual
producer prices are less because of the
25¢/cwt assessment to support some of
the costs of price support.
Prospects through 1988

U.S. milk production for the rest of
1987 will be influenced by the final
herd disposals under the DTP. About
1 % of the nation's dairy herd was
slaughtered or exported in August. This
will add an additional component to
the normal seasonal decline in milk
production. As a result, we should not
see a major expansion in milk production before the first of the year. It appears that milk production for all of
1987 will be at least 2% below 1986, at
141.2 billion pounds (Table 1).
Commercial demand, though not
maintaining the 3.4% expansion of the
first five months, will show additional

since the recent high of 10.3 million
acres in 1982-83. Many farmers in the
major oat-producing states of the Dakotas and Minnesota have experienced
two consecutive years of low-testweight oats, which are discounted
heavily when sold.
The scarcity of high-test-weight,
milling quality oats has given way to a
two-tiered price outlook for oat producers. Producers with test weights exceeding 36 pounds can expect prices ranging
from $1.50 to $1.80/bu, with some exceptionally heavy oats demanding over
$2/bu. As a feedgrain, oats would only
demand a price of 80-85¢/bu when com- '
peting with $1.50/bu corn, but will benefit from the upward pressure put on
heavy oats by milling and horse demand. Noting these extremes, expect
oats to average $1. 50-1. 70/bu nationally
for the year. Storing heavy oats will pay
a good dividend, while storing light
oats will probably pay no more than
variable storage costs.

1

growth, led by increased sales of cheese
and lowfat milk, which account for a
major share of all milk use. We estimate a minimum increase of 2% for the
year, whichwould bring total use to 137
billion pounds (Table 1).
With reduced milk supplies and expanding commercial use, CCC purchases for price support in 1987 will be
less than 5 billion pounds of milk
equivalent. It's likely that substantial
sell-back of CCC dairy products to the
trade will occur this fall as supplies fall
short of demands.
Producer milk prices will be above
support levels for the remainder of
1987. The supportpriceformilkwill be
reduced 25¢, to $11.10/cwt on Oct. 1.
However, seasonal shortages of some
manufactured dairy products should
raise milk prices by about the milk
equivalent of sell-back prices of the
CCC for dairy products, about 70¢/cwt.
Furthermore, the 25¢/cwt DTP assessment terminates Sept. 30, 1987. Strong
competition among milk processors in
the manufacturing milk regions and
elimination of government stocks of
any of the price support commodities
could move manufacturing milk prices
more than $1/cwt above support during
the fall. Consumers can expect to see
price increases of 14¢/lb for butter, 3¢
per half gallon for fluid milk and 10¢/lb
for cheese.
Several factors will be significant in
determining milk production in 1988.
Manufacturing milk prices should still
be above support on Jan. 1, but they will
fall to the support price in early 1988.
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Table 1. Supply-utilization of milk in the United States, 1986-88

Production
Farm use
Marketings
Beginning commercial stocks
Imports
Total supply
Commercial use
Ending commercial stocks
Net government removals
Total disappearance

1988*
1986
1987*
........... billion pounds .......... .
144.1
141.2
144.5
2.3
2.1
2.1
141.8
139.1
142.4
4.6
4.2
4.2
___bl

___bl

___bl

149.1
134.3
4.2
10.6
149.1

146.0
137.0
4.2

149.3
138.6
4.2

..-1:!!

____§,_§.

146.0

149.3

*Projected
But what support price? If projected
CCC purchases for 1988 exceed 5 billion pounds of milk equivalent, the Secretary of Agriculture is required to
reduce the support price by 50¢/cwt, to
$10.60. From fall 1987 price highs, the
actual producer price could fall by more
than $1/cwt by spring 1988. Without a
change in support, the decline will be ·
50-70¢/cwt. With the widespread concern about federal expenditures and the
desire not to provide producers with an
incentive to expand milk production,
the administrators in Washington will
be inclined to reduce the level of support.
Feed and feedgrain price will be
largely determined by the loan rates under the feedgrain program. The 1988
corn loan rate drops to $1.82/bu. Because of harvest period storage limits,
market prices for feedgrains are likely to
fall well below the loan rates (see outlook for feedgrains). Milk producers
will see very high or favorable milkfeed ratios this fall and winter. Though
declining in 1988, they will continue
high relative to historic levels. Consequently, there will be an incentive to
feed more animals and larger quantities
per animal.

Milk production per cow will increase because of both increased levels
of feeding and increased productive capacity of the dairy cow. During the
1980s, production per cow has increased in every year except 1984,
when the federal dairy diversion program was in effect. The average annual
increase, excluding 1984, was 2.34%.
Expected increases in cattle prices
into next year should make culling of
dairy herds more attractive than it has
been for several years. However, the
number of herd replacements, heifers
500 pounds and over, relative to the
milking herd is near the historical high.
The ratio of replacements to dairy cows
was 43.2 per 100 cows on June 1, 1987,
compared to 42.2 on June 1, 1986.
Culling rates could be increased during
1988 without reducing the nation's
dairy herd. Thus, higher beef prices as
an incentive for increased culling will
have little impact on the U.S. milking
herd.
Production may also be influenced
by the desire to "build production
base" because of an expectation that
marketing quotas will be imposed on
the industry as a condition of price support in the next few years.

Hogs
Warren Sifferath, UM, and Allan Harris, UM
Hog m~ket prices have remained
strong longer than would be expected in
a normal hog cycle, remaining strong
through the spring and summer. Hog
numbers for the first half of 198 7 were 45% below a year earlier. Cash hog prices
have been higher than nearby futures
prices for some time, indicating some
uncertainty of the future size of the U.S.
hogherd. ·
This industry uncertainty makes it
difficult to project hog prices due to several factors: large discrepancies in
j / 1988 ~ Outlook

USDA Hogs and Pigs reports, large increases in broiler and turkey production, the impact of tax legislation on
how sow herds are managed, limited
credit available for some producers to
expand and a possible shift in pork demand.
June Hogs and Pigs report
The June 1 Hogs and Pigs report
showed a 9% expansion in pork supply,
compared to a year earlier, and a 10%
increase in hogs kept for breeding. Like-

· Total milk production will increase
iri 1988 by at least the recent per-cow
yield increases of 2.34%, to 144.5 billion pounds. However, there is a strong
likelihood that the number of dairy
cows will also increase.
Milk consumption increases will
again expand. Several of the factors that
have accounted for the increases in recent years will continue: another 1 + %
increase in population, a well-funded
generic promotion program, a strong
economy that will maintain consumer
purchasing power, an increasing proportion of food consumption outside
the home and-except for fall 1987stable, if not reduced, retail dairy
product prices. Total dairy product
consumption will increase by at least
1.2%. Stocks, imports and farm use will
show little, if any, change.
Net supply and demand changes in
1988 will lead to CCC purchases of 6.5
billion pounds of milk equivalent of
products, slightly more if the price support is not reduced on Jan. 1.
Management implications
A high milk-feed ratio for the remainder of 1987 will provide a good return
from increased feeding, especially for
producers who purchase most of their
feed concentrates. The incentive is similar for dairymen who are producing
their own feed due to PIK-and-Roll alternatives. As milk prices decline in the
winter and next spring, some reduction
in feeding rates may be advisable.
Regardless of milk and input prices,
profitability of many herds can be increased by careful attention to, and control of, feed production, quality and
ration formulation. Economic culling
strategies, disease control and attention
to breeding programs also pay. Profitable annual increases of herd average
milk production per cow of 500 pounds
are attainable for many herds.

wise, the inventory of market hogs at
different weights showed increases of
6% (for hogs over 180 pounds), 9% (120179 pounds), 7% (60-119 pounds)and
9% (under 60 pounds).
However, hogs going to slaughter 30
days after the report showed much
lower actual hog numbers than the report indicated. The March 1987 report
showed a similar discrepancy. Producers and the trade tended to disregard
both reports as not accurately depicting
the status of the hog industry. Table 1
shows the inventory of the two heaviest
weight groups from the past six Hogs
and Pigs reports, compared with number of hogs slaughtered under federal
inspection during the time period when
the hogs should have been slaughtered.

Comparing column one with column
three and column two with column four
shows this discrepancy.
The past two reports have been well
outside the acceptable standard error.
Gilt retention data indicate about 2-3%
of the error in the June report is due to
withholding gilts for breeding. Independent estimates put increases in market hog numbers at 3-4% for the third
quarter and 5-6% for the fourth quarter.
The June report also indicates a 10%
buildup of the b~eeding herd that will
provide sharp increases in pork supplies for the next four quarters. Pork
production models at Land Grant universities predicting slaughter numbers
seven months after farrowing indicate
slaughter will surpass a year earlier,
starting in the third quarter of 1987,
with double-digit increases by second.
quarter 1988.
Demand for red meat and poultry

The per-capita demand for red meat
has remained strong in spite of relatively high prices for both pork and
beef. It appears, but cannot be confirmed, that consumers have shifted
back toward red meat because of education, promotion and product development. Beef supplies have been down for
the first half of 1987 and it appears that
supplies will be smaller through most
of 1988.
Poultry supplies, which compete
with pork for the consumer dollar, are
projected to be up 7-9% for broilers and
17-20% for turkeys. Cold storage· of
poultry in 1987 has increased 15% for
broilers and 25% for turkeys.
Sow herd
It is likely that more-than-normal

numbers of sows went to slaughter in
the third and fourth quarters of 1986
due to the capital gains tax law changes
as well as relatively high sow prices.
This creation of a more youthful sow
herd in 1987 could limit the pig crop
size while a similar-size, more normalage sow herd will increase the pig crop
in 1988. The intense 1987 summer heat
could cause some reduction in the pig
crop six to seven months ahead.
Hog cycle

Hog producers have been experiencing high prices since June 1986. Normal
cycles show that increased slaughter
numbers occur 10 to 12 months after
:high hog prices. The present hog cycle
;of lower numbers and high prices was
extended for several reasons. First,
there were fewer but larger hog producers than in past cycles, and their ability
to expand externally is limited and occurs more slowly since they are normally in full production. Second, there
are fewer producers who move in and

1
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Table 1. USDA Hogs and Pigs report vs. actual slaughter USDA report

Report date

o/o of hogs in weight group
compared to a year earlier

% of barrows and gilts
slaughtered under federal
inspection, compared to a
year earlier when reported
weight hogs should be
marketed

180lbs
and above

120-179lbs

180lbs
and above

120-179 lbs

98
91
98
99
101
106

96
98
97
97
100
109

97.4
94.0
98.9
100.0
98.2
100.2*

95.4
88.5
91.9
96.8
89.4
101.6*

March 1986
June1986
September 1986
December 1986
March 1987
June 1987
*Incomplete and preliminary data

out of pork production since the industry has shifted to high-investment systems, which necessitate staying in hog
production. In-and-out production will
come mostly from producers with single-sow housing units. Thirdly, producers have not responded to high
prices as in past cycles because of better
cost analysis. Creditors are demanding
that producers account for all their production costs. Producers who know all
costs are less likely to move into an expansion phase than producers who
have little production cost knowledge.
Likewise, the high debt-to-asset ratio of farmers has limited available expansion capital. Still other farmers are
using available capital to finance crop
production.
Other factors

Hog slaughter weights have been
higher since the third quarter of 1986.
Average live weights of barrows and
gilts at the seven major markets have
been as much as 9 pounds higher than a
year earlier. Low feed prices have encouraged feeding to heavier weights.
Packers have also encouraged heavier
weights with large discounts for hogs
under 220 pounds. Continued higher
slaughter weights have added 1-2%
more pork to the total supply with the
same number of market hogs.
The corn-hog ratio reached an alltime high in the third quarter of 1986
and has remained above a 35:1 ratio for
more than a year. Such a high ratio for
an extended time creates a great deal of
pressure toward expanding hog numbers.
Cold storage of red meat has been
consistently below levels of a year earlier. Pork cold storage levels were 23%
less as of June 1987 than a year earlier.
Price prospects for 1987-88

The uncertainty as to the accuracy of
the Hogs and Pigs reports plus the stilluntested demand shift make it difficult

to determine prices for the coming
months. Historically, the USDA inventory of sow farrowings and pig crop
have been good indicators for future
slaughter. Expansion is taking place,
with more hogs coming to market late in
the third and fourth quarters of 1987,
lowering prices, but still at profitable
levels. How much hog prices decline
will depend on the impact of competition from other meats. Prices could average in the mid-$50s for the third
quarter. Fourth quarter prices will
likely average in the mid- to upper $40s.
Price prospects for 1988 will be under pressure from increased hog numbers. How low prices will go depends
on demand, slaughter weights and feed
prices. Hog prices could drop to a level
of a 20:1 hog-corn ratio or lower before a
liquidation phase occurs. With the
prospect for low corn prices to continue, prices of hogs have the potential
to move to the low $30s or upper $20s
before hog numbers decline. Such levels will likely not be seen until early
1989. If expansion is moderate, prices
could remain in the low to mid-$40s
through the third quarter of 1988. With
sow herd expansion at greater than
10%, prices will likely not hold above
$40.

Table 2 presents three scenarios for
projecting hog prices by quarter. They
are continued static demand, increased
demand in spite of large supplies of
competing meats and supplies increasing at rates of 10% or more. Producers
need to make marketing decisions
based on their production costs and
ability to. handle risks at low prices if
demand weakens.
Feeder pig producers will enjoy
profits through the remainder of 1987
and the first quarter of 1988. However,
as futures prices reflect lower profits
from market hogs, the feeder pig producer will be the first to suffer, with little opportunity to hedge against the loss
of profits.
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Implications for management

Hog production will remain profitable for most producers through 1987
and well into 1988. Manage existing facilities intensively and improve efficiencies for times when profits
dwindle.
Analyze the September and December 1987 Hogs and Pigs report to better
understand how fast the expansion
phase is developing.

The futures market has improved
since the June Hogs and Pigs report, indicating the industry expected greater
expansion. Futures prices in distant
months can provide profits for most
producers. Risk-averse producers
should consider these futures price opportunities for some of their 1988 production.
Producers should look at option
contracts as a way of protecting against

Table 2. Projected average hog prices by quarter, under three scenarios, seven markets
Year

Quarter

Price barrows and 12Us ($/cwt)
Optimistic*
Pessimistic* Most likely

1987

3rd
4th
1st
2nd
3rd
4th

55-57
46-50
44-46
42-44
40-44
37-41

1988
I

I

fl

l!

I

40-42
38-40
35-37

58-59
51-54
46-50
48-50
45-50
42-46

a price decline. The purchase of input
three to five months ahead, then rollin
them as they expire can provide protec
tion at relatively low cost, while retain
ing the benefits of possibly highe
prices.
Feeder pig producers may do well t
develop contracts with growers, base
on futures prices, to reduce downsid
risk.
Corn prices should remain low. Th
use of PIK certificates to take corn out o
loan should be considered by livestoc
producers as a way of further cheapen
ing feed prices. Producers who need t
purchase corn should pencil out storag
loss, storage costs and interest costs be
fore purchasing corn too far ahead.
Expansion plans need to projec
profits on a long-term planning price
Consider prices of mid-$30s before de
termining the profitability of any majo
expansion.

*Pessimistic price forecast assumes increases of greater-than-10% increases in supplies.
Optimistic forecast assumes a higher demand for pork than past years.

Beef
Gene Murra, SDSU, and Harlan Hughes, NDSU
The prevalent attitude of the cattle in-

dustry since spring 1987 has been one
of general optimism. Our feeling for this
fall can best be described as cautious
optimism. Cautious optimism is warranted for finished cattle, especially in
1988. Reduced feeder cattle supplies
point to an aggressive feeder cattle market where (1) feeder optimism is running high, (2) feeder cattle supplies are
down, (3) feed costs of gain are very low
and (4) there is more feedlot capacity
than there are feeder cattle. Nonetheless, there are some areas of concern on
the horizon. The biggest cloud is the
quantity of competing meats coming
onto the market next year.
Cattle numbers

The total U.S. cattle inventory has
moved lower since the peak of 132 million head in July 1975. On June 1, 1987,
(the new USDA mid-year inventory
date) there were 112 million cattle and
calves on farms and ranches in the
United States. The 1987 inventory is
15% lower than 1975, and 2% lower
than 1986.
The beef cow inventory this year is
34.6 million head, only slightly above
the 1986 level. Cows and heifers that
have calved totaled 45 million head,
down 1% from 1986. The reduction of
5% in the dairy cow inventory was the
result of the Dairy Termination Program. All Jigures point to a stabilizing of
,V1988.Ag Outlo~k

the cattle herd in 1988. Cattle numbers
are not expected to increase rapidly in
the near future.

distorts the picture. The cattle place
ment reports for recent months sugges
that fed cattle supplies could be large
this fall than last year, but should dro
below year-earlier levels late in 1987 o
early in 1988. Fed cattle supplie
should stay below 1987 levels throug
out 1988.
Total beef production

Cattle on feed

The USDA reported 6.69 million
head of cattle on feed in the seven major
cattle-feeding states on Aug. 1, 1987an increase of 6% from last year. Placements of cattle on feed in July were
down 18% from July 1986; however,
July 1986's placements were up so
much that this relative value somewhat

Commercial beef production in 198
is expected to be 4% lower than 1986'
output. Most of that reduction occurre
during the first half of the year and wa
mainly due to sharply reduced nonfe
slaughter, especially dairy cows. In
creases in fed cattle slaughter durin
the last part of 1987 should cause tota
beef production in the third and fou

Table 1.Slaughter steer, yearling steer and feeder steer prices

Year and quarter
1986 I
II
III
IV

annual
1987 I
II

III
IV

annual
1988 I
II
III
IV

annual

Choice 900-1100 lb
steers - Omaha

$57.22
54.52
58.91
60.36
57.75
60.46
68.60

Medium-frame #1
feeder steers
600-700 lb KC
400-500 lb Fargo

$62.60
59.74
64.08
64.74
62.79
70.50
73.43

$70.81
67.66
71.16
70.42
70.01
77.88
84.52

Suggested planning prices

65.00
63.00
64.50
63.00
65.00
65.00
63.00
64.00

70.00
70.00
71.00
71.00
71.00
69.00
69.00
70.00

80.00
80..00
80.50
81.00
83.00
81.00
78.00
81.00

able 2: Economic projections for marketing alternative_s
Item

Yearlings Background Finish Grow & finish
off grass
calves bkgd steen
calves

Starling date
Beginning weight
Sale weight (pay weight)
Projected average daily gain
Days ori feed
Sales date
Sales price
Total income
Beginning value:
500 lbs @ 78.50/cwt
700 lbs @ 71.00/cwt
8001bs@68.50/cwt
Gross margin
Feed costs (based on market price)
Feed cost per lb of gain
Returns over feed costs
Interest on beginning value
Veterinary and medical costs
Transportation to slaughter
Sales commission and yardage
Death loss (1%)

11/01/87
800lbs
1200 lbs
3.08 lbs
130
03/10/88
$ 65.00
792.00

548.00
244.00
109.00
.27
135.00
22.26
2.50
9.00
6.50
7.92

104.00
46.00
.23
58.00
12.39
3.50
5.25
6.50
4.97

-----1.Jg

387.00
170.00
.24
217.00
31.40
5.50
9.00
6.50
7.92

Subtotal
Total costs of gain ($/lb)
otal cost (incl. begin. value)
eturns to labor, management,
and facilities

$ 48.18
$ .39
$705.00

$ 32.61
$ .39
$472.00

$ 51.53
$ .36
$679.00

$ 60.42
$ .33
$623.00

$ 87.00

$ 25.00

$101.00

$157.00

11/01/87
500 lbs
700lbs
1.99 lbs
92
02/01/88
$ 71.00
497.00

02/02/88
700lbs
1200 lbs
2.92 lbs
171
07/22/88
$ 65.00
780.00

393.00

11/01/87
500lbs
12oolbs
2.74 lbs
256
07/14/88
$ 65.00
780.00
393.00

497.00

uarters to be equal to or slightly above
986 levels. Decreases in total beef prouction are expected in 1988, probably
the 4-5% range. Both slightly lower
ed beef production (expected to be 2%
ower) and sharply lower nonfed beef
roduction (expected to be 25-30%
ower) wUI contribute to that decline.
!early, the major changes in beef suply has and will come from the nonfed
laughter:
er meats
The big negative factor expected to
pact the beef industry in 1988 is exanded production of other meats. Exansion is expected in the hog industry,
ith output increases of 10% or more
hove 1987 levels being within reason.
hile hog prices may not drop to unrofitable levels, prices $5 or more beow 1987 levels early in 1988 and
15-20 below mid-1987 prices by mid988 are possible. Prices could drop beow $40 in 1988, with a few forecasters
ooking for pelow-$35 prices. The net
pact would be negative for beef and
attle prices. Research suggests that
ach $10/cwt drop in pork prices could
uU beef prices down $2/cwt.
Poultry production is expected to
ncrease by over 10% in 1987, with
roiler production expected to be up
%and blrkey production up 17%. Alough inGreases in 1988 likely will be
Wer, a 5-6% increase in output could

283.00
130.00
.26
153.00
25.63
2.50
9.00
6.50

occur. Broiler prices could drop from a
56¢/lb average in 1986 to 48¢ in 1987
and to the low 40s in 1988. In summary,
the net impact of increased pork and
poultry supply on beef prices would be
negative.
In total, meat production in 1988
likely will be great enough so that percapita consumption will be at an alltime high. Projections are for 222
pounds of total meat consumption per
person-up 7 pounds from the 1987
level. Movement of that much meat may
require large retail price reductions.
While those price reductions may be
most noticeable for poultry and pork,
there will be a carryover impact into
beef. If beef does not follow with a price
reduction, the relative retail price of
beef will increase subantially over pork
and poultry. While the demand for beef
appears to have strengthened in recent
months, the potentially higher beef
prices will certainly test consumers' increased demand for beef. We believe
that consumers will show some resistance to increased retail prices and they
will move to some extent tci lowerpriced meats.
Grain situation
The major impact from the grain situation will likely be to encourage meat
production--i:lspecially pork and poultry production. A favorable cost of gain
picture seems likely, and the impact of

cheap feedgrains should be positive for
the feeder cattle industry. Low grain
prices encourage more feeding and also
enable feeders to pay higher prices for
feeder cattle.
General economy
Changes in the general economy are
not expected to have a major impact on
beef prices in 1988. Moderate economic
growth, modest inflation, small increases in interest rates and stable employment are expected. No major
changes in monetary policy are expected from the Federal Reserve Board
and its new chairman, Alan Greenspan.
One major unknown could change
much of the above assumed stable situation-the Middle East. Increased tension there, along with greater direct
U.S. involvement, could have major influences on our economy. That is an
area which must be watched.
Price prospects
The supply/demand factors already
in place point to some weakness in fed
cattle prices this fall, with some recovery late in 1987 or early 1988. That
means slaughter cattle prices this fall
could average in the low-$60s, with
some possibility ofbelow-$60 prices for
short periods. Recovery to the mid-$60s
early in 1988 seems likely, with some
periods when $70 cattle are not out of
reach.
There is even more optimism for
feeder cattle prices. Steer calf pri.ces
this fall should average in the $80-85
area. Yearling prices should average $810 lower. A somewhat stable price picture is seen for 1988 (see Table 1),
Three major areas of concern are
noted about the above price projections.
First, these prices may be optimistic
given the large increases expected in
the production of other meats, especially pork and poultry. Second, there
could be relatively large swings in
prices this fall and in 1988 as consumers react to relatively higher retail.
beef prices. Volatile wholesale meat
prices may lead to more volatile slaughter cattle prices as packers attempt to
move existing quantities of beef. Third,
feeder cattle prices are a residual and
are determined by four major factors: (1)
supplies of feeder cattle, (2) fed cattle
prices, (3) grain prices and (4) cattle
feeder attitudes. All are subject to
change, and major changes in any one
could affect prices for feeder cattle. The
bottom half of Table 1 presents our
price projections for the rest of 198 7 and
all of 1988.
Profit prospects
Profits are defined as the difference
between income and costs of gain;
therefore, costs of gain as well as market
prices should be taken into account.
1988 All Outlook Im

Four marketing alternatives combining
our price projections and cost of gain
projections are presented in Table 2;
First, yearling steers off grass for fall
1987 are projected. Then, there are
three scenarios for large-framed 1987
fall calves: (1) backgrounded from 500
to 700 pounds, (2) backgrounded then
finished by a different feeder, and (3)
backgrounded and finished by the same
cattleman. The bottom line in all cases
is the returns to labor, management and
facilities.
Background projections for 1987 are
not as favorable as they were in 1986.
Contracts for fall steer calves of $80-85
are being signed across the Dakotas.
While calf prices are currently very
strong, we believe the odds favor some
weakness in calf prices over the next
couple months. A lot can be said for
contracting the calves now and taking

the money to the bank this fall. This
would be the low-risk marketing alternative.
The other marketing alternatives are
some form of retained ownership. One
might consider the projected returns for
retained ownership through the finishing phase in Table 2 to .be high; however, data from Iowa economists
suggest that feeding returns in Iowa
have been positive for the last 13
months. For the April-June 1987 quarter, their estimates indicated an average
return over all costs of $188 per head.
The last time profits were anywhere
comparable was in the first half of 1982.
Table 2 suggests that cattle feeding profits in the next year will be down some
from the average of the last 13 months.
The management implication of
Table 2 is that backgrounding of 1987
fall calves may be questionable. The

Poultry
Sally Noll, UM, and Mel Hamre, UM
Most of the data in this report are based

on agricultural outlook projections
from the Economic Research Service of
the USDA.
Eggs

Egg production increased 1.5% for
the first four months of 1987,compared
to the same months of 1986. Production
in 1987 will probably average about 1%
more than last year. Egg supply reduction by way of increased old hen slaughter or hot late summer weather is
needed if any egg price improvement is
to be gained.
Prices for cartoned grade A large
eggs, New York, may average 62-67¢/
doz during the last half of 1987, compared to 73¢ during the same period a
year earlier. Many flocks will not return
to a profitable basis until near year-end,
when egg prices normally increase due
to the holiday demand.
Broilers
Favorable prices in the broiler industry have come to a halt due to a number
of factors. Unbalanced news stories on
salmonella contamination of broilers
have been reported by some sources to
have led to as much as a 6-8% drop in
sales. Broiler breeders, in short supply
last fall, have been increased 15% this
fall. Broiler production may run 7-9%
above year-earlier levels. This could be
tempered a bit by hot late summer
weather in some parts of the country
that could increase death losses and reduce yields. Competition from other
meat sources will be strong. The beef
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supply will be down, but pork is expected to increase in supply by year's
end. Turkey production may be up a
whopping 20%.
Wholesale, ready-to-cook broiler
prices this fall will likely be in the low
to mid-40¢ range, compared to the high
50s and low 60s last year. Low feed
prices will continue to help keep production costs low. To improve income,
the industry needs to look to restraint in
production to bring supply more in line
with demand. Consumption may also
be influenced by the extent of advertising and promotion campaigns undertaken to spur both household and
eat-out broiler consumption.
Turkeys
Following profitable years in 1985
and 1986 and forecasts of increased
consumption of turkey meat, the industry has increased production. The 1985,
1986 and predicted 1987 per capita
turkey consumption averaged 12.1,
13.4 and 15.6 pounds, representing
year-to-year increases of 6.1, 10.7 and
16.4%, respectively.
U.S. production increased 15% in
1986 over 1985 and is estimated to increase 17% in 1987. Production increases exceeded consumption in 1986
and will probably do so again in 1987.
First quarter 198 7 slaughter was up 20%
over 1986. As a result of increased supplies and more product carryover from
1986, first quarter prices were low in
comparison to 1985 and 1986, averaging 55.4¢/lb, wholesale, ready-to-cook.
Second quarter supply was up 19% and,

general conclusion we draw is that retained ownership will work best if retained all the way through finishing. At
the same time, financial risks are also
the highest for retained ownership. Cattlemen in the Dakotas and Minnesota
do not need more risk. Cattlemen contemplating retained ownership are encouraged to look at risk-reduction
strategies to deal with the increased
risk. We believe considerable profit potential exists with properly managed retained ownership.
Since cattle prices are changing
rapidly, those cattlemen who have not
contracted their calves are advised to
prepare their budgets cioser to weaning
time and to hold off making backgrounding and retained ownership decisions until closer to weaning time.

as a result, prices that quarter remaine
in the mid-50¢ range.
Liveweight prices on a U.S. average
basis were 34.9, 35.3, 37.6, 36.5, 35 and
34.5¢/lb for January, February, March,
April, May and June, respectively.
Liveweight prices for Minnesota growers averaged less for the same time period: 31, 33, 34, 33, 34 and 33¢/lb.
Third and fourth quarter prices may
not show the typical historical seasonal
increase and may be well below last
year's prices of 83.1 and 77 .9¢/lb, readyto-cook basis; perhaps as much as 1015¢.
The USDA cold storage reports indicated 22% more turkey in storage at the
end of the second quarter compared to
last year. Slaughter is anticipated to be
up 18 and 13% in the third and fourth
quarters, resulting in increased supplies of turkey meat.
At the same time, supplies of
chicken and pork will be up. Sales of
turkey meat will face competition from
these meats as total meat supply is expected to increase 1%, with much of the
increase anticipated from the third and
fourth quarters of 1987. Beef and pork
promotion campaigns have been strong
and may have had an impact on poultry
consumption. Low prices may continue
for the first half of 1988 as stocks from
1987 carry over. Feed prices continue to
benefit net returns, with only slight increases in feed costs anticipated.
To utilize current levels of turkey
production, consumption levels need
to continue to increase substantially.
Thus, further promotion and continued
development of new turkey meat products are needed to expand consumer interest.

Sheep and Lambs

Table 2. Planning prices for slaughter
lambs ($/cwt)

Harlan Hughes, NDSU, and Allan Harris, UM
Sheep and lamb numbers on Jan. 1,

Slaughter lamb prices

Quarter

Low Mostlikell'. High

1987 were 3.5% percent higher than a
year ago, giving a total of 10.3 million
head in the national inventory. Ewe
numbers also reversed their four-year
downward trend by increasing 0.1 o/o.
Sheep numbers are projected to increase again in 1988. This 1987
turnaround in sheep numbers has occurred one year sooner than anticipated
at this time last year. Extremely high
sheep prices the first half of 1987 and
very low f1:ied prices have generated extremely attractive margins.
Existing producers are showing considerable interest in expanding their
flocks. New producers are interested in
setting up new breeding flocks as is evident in the current $120 + price for
breeding ewes.

Given the relatively fixed demand for
lamb and mutton, any reduction in supply signals a potential sharp price increase as occurred this year. As
producers hold back ewe lambs for
breeding, they accentuate the decrease
in supply and drive prices up even
more.
Actual West Fargo slaughter lamb
prices are presented in Table 1. Our projected slaughter lamb planning prices
for the rest of 1987 and all of 1988 are
presented in Table 2. Favorable slaughter lamb prices should continue during
1988, but not at the record level observed the first half of 198 7. Projections
are for 1988 slaughter lambs to average
$78/cwt in West Fargo-$8/cwt under
1987 prices.

1987 Q3
Q4
Average
1988 Ql
Q2
Q3
Q4
Average

79.00
76.00
81.00
77.00
78.00 .
71.00
70.00
74.00

Lamb and mutton

Substitute meats

Lamb and mutton supply for the first
six months of 1987 was running 10%
under the same period in 1986. This
was probably due to producers holding
ewe lambs back for flock expansion.
Our projections are that 1987 annual total production will be 8% less than last
year. 1988 should prove to be the transition year from decreasing production to
increasing production. By 1989, lamb
and mutton production should be exceeding year-earlier levels.
High slaughter prices are stimulating import interest. Industry representat,i ves are promoting legislation to
stem the incre1:1.sing imports. To date, a
major West Coast effort to import sheep
is not operational and has run into authorization snags. Sheep producers are
advised, however\ to keep on top of the
sheep import situation.

Any price decrease in beef, pork or
poultry due to production increases
should not impact lamb and mutton
prices to any great extent. Due to lamb
and mutton's specialized demand,
lamb and mutton prices are independent of the price of other meats.
Table 1. West Fargo slaughter lamb
prices (1986 through Q2 1987)
Quarter

$/cwt

1986 Ql
Q2
Q3
Q4
Average
1987 Ql
Q2

68.55
73.13
74.44
75.84
72.99
89.49
91.03

Land Rental Rates
Kenneth Thomas, UM; Perry Fales, UM; and Burton Pflueger, SDSU
Land values and land rents have been

declining since the early 1980s. For example, a USDA report indicated that the
per-acre value of land and buildings in
Minnesota dropped 62%, from a high of
$1,281 in 1981 to a 1987 low of $493. At
the same time,,land rents dropped 34%
from a 1982 high of $72.40 per crop acre
to $47.78 in 1987.
Because land values have dropped
faster than land rents, the ratio of rents
to land values has increased from about
5.0 in 1982 to 9.0 in 1987. Although

elimination of the capital gains provision in the new tax law may keep this ratio higher than previously, some further
drop in rents would seem to be in order,
as land values have tended to stabilize.
But a brief survey of several professional farm managers and area agents
located in various areas of Minnesota
indicated that land rents for 1988 will
likely stabilize as well. For South Dakota, there is likely to be little change in
land rents between 1987 and 1988. For
North Dakota, Leholm (at North Dakota

83.00
81.00
86.00
81.00
82.00
75.00
74.00
78.00

87.00
85.00
90.00
85.00
86.00
79.00
78.00
82.00

Profit prospects

Ewe flock profit projections in 1988
continue to be high by historical standards; but are projected to be under
1987's record levels. Returns to labor,
management and facilities with 1988's
projected $78 slaughter lambs are estimated to be around $23 per ewe for a
120% lamb crop and $40 per ewe for a
140% lamb crop.
Existing producers should be able to
generate considerable net cash flow
with their ewe flocks. Net cash flows,
with feeds priced at cash costs of production and a debt-free flock, are projected at $53 per ewe for a 120% lamb
crop and $69 for a 140% lamb crop. Our
projections (assuming no family living
draw) are that ewes producing a 120%
lamb crop can support a maximum
three-year debt per ewe of $127. Ewes
producing a 140% lamb crop can support a maximum debt of $167. New entrants purchasing ewes will have
considerably lower net cash flows.
Returns at 1988 projected prices will
continue to stimulate flock rebuilding
and flock expansion. Sheep numbers
should continue to increase well into
1989. However, new entrants will not
share this prosperity due to high start
up costs.

State University) reports that rents are
likely to stabilize for most areas, with
isolated pockets of increased rent.
Government program payments, reduced production costs and favorable
crop yields have tended to stabilize
rents. In certain instances, rental rates
may increase because of local competition for land by tenants or by landlords
who feel they dropped rents too far in
1987. In certain areas, the relatively
high participation in the Conservation
Reserve Program has resulted in a short~
age of rentable land and this has caused
rental rates to rise slightly. An uncertain, and possibly negative, factor is the
possible delay of advanced deficiency
payments for the 1988 crop.
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Determination of whether a cash
rent or crop share arrangement is fair requires that both tenants and landown,e-:r s do some calculations. The
Minnesota Extension Service has developed a computer program that can be
used in such an analysis. Called RENT
MINNESOTA, the program is available
in most county extension offices in
Minnesota (see Table 1 for an example
of output). North Dakota has a circular
and software package entitled RENT
LAND. South Dakota is developing a
cost of production publication and related software. It will be available
through county extension offices.
Short of running a computer analysis, you can use the budget format
shown in Table 1. First, estimate your
expected yield and price which, along
with government payments, will determine your gross income. Then, estimate
all of your crop production expenses,
except land. The remainder will be the
amount left to pay cash rent. Next, you
should check the effect of variations in
prices and yields. For example, if you
expected a 115-bushel yield and a $1. 70
price (plus government payments) for
corn, you could afford to pay a cash rent
· of $91.30 and still allow desired returns
to your machinery and labor. If your expected yield were to be 105 bushels, the
land rent would be $77.70.
It is obvious that a slight change in
expected prices and yields will
markedly affect the rent that can be
paid. Thus, prudent risk management
suggests that some yield or price discount should be included and/or insured against.
When estimating cash rent payment
potential, also remember to include calculations on lower-return crops that
will be grown and any nontillable acres
that are included.
Of course, for a rental arrangement
to work over time, it must be fair to both
the landowner and tenant. Therefore,
landowners need to estimate their desired cash rent. The format in Table 2
should prove helpful.
With this information in hand, both
parties should be in a position to bargain. Remember, the objective is to establish a rate that is fair to both parties
and one that will establish or continue a
good working relationship.

Table 1, Budget for determilifug how much rent you can afford to pay
Corn

Expected yield (bu/a)
Expected crop price
Seed
Fertilizer
Chemicals
Crop insurance
Custom hire and hired labor
Fuel and oil
Drying
Repairs
Operating interest
Utilities
Storage
Depreciation
Operating labor value
Total listed

9.00
11.00
16.00
8.00
3.00
25.88
36.00
25.00
202.88

· Set-aside ·

14.00
10.00

45
2.40
6.00
16.00
10.00
5;00

7.00

6.00

1.00

14.00
5.00
2.00
8.10
30.00
25.00
124.10

7.00
4.()0
2.00

1.00
.50
,50

22.00
25.00
103.00

12.00
25.00
46.00

36
4.70
9.00

0
3.00
3.00

Dollars remaining to pay cash rent
Corn yield (bu/a)
$/bu
1.50
1.60
1.70
1.80
1.90

95

105

115

125

135

48.90
56.50
64.10
71.70
79.30

60.90
69.30
77.70
86.10
94.50

72.90
82.10
91.30
100.50
109.70

84.90
94.90
104.90
114.90
124.90

96.90
107.70
118.50
129.30
140.10

26

31

36

41

46

9.20
15.40
21.60
27.80
34.00

30.70
37.90
45.10
52.30
59.50

Soybeans yield (bu/a)
$/bu
4.30
4.50
4.70
4.90
5.10

-12.30
-7.10
-1.90
3.30
8.50

52.20
60.40
68.60
76.80
85.00

73.70
82.90
92.10
101.30
110.50

50

55

51.08
54.71
58.33
61.96
65.58

59.06
63.05
67.03
71.02
75.01

Wheat yield (bu/a)
$/bu
2.20
2.30
2.40
2.50
2.60

35

40

27.16
29.70
32.23
34.77
37.31

35.13
38.03
40.93
43.83
46.73

45
43.11
46.37
49.63
52.90
56.16

Returns are to base acres and include government payment.

Table 2, Calculating landowner's desired cash rent
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115
1.70
20.00
33.00
16.00

Wheat

_Soybeans

Real estate taxes ............................... .
Annual insurance ............................. .
Annual repairs and improvements .............. .
Annual decline in building values ............... .
Total desired cash rent ......................... .

Your farm

Per acre

