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 Demand Shocks

 Short-term demand viewed as long-term

 1910s – World War I

 1970s – Russian grain deal

 2000s – Exports (China) & Ethanol

 What are the Risks?

 Slower growth in emerging countries

 Elimination of the RFS mandate
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 The blenders’ credit is a 
mechanism to entice corn-based 
ethanol production to meet the 
mandate.

 Due to high sugar prices, the 
corn-based ethanol is price 
competitive and ethanol 
production is above the 
mandate. 

 The subsidy does not affect 
profitability.

 When crude oil is less than $100 
per barrel, the mandate is 
needed to drive ethanol 
production.
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 Supply Shocks

 Farmer’s Produce Themselves Out of Prosperity

 Technological change: supply outpaces demand

▪ 1920s – Tractors

▪ 1970s – Green Revolution

▪ 2000s – Bio-technology

 What are the Risks?

 Can the promises of bio-tech actually be delivered?
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During winter months, a 
La Nina episode tends to …

1) Lead to dry conditions in 
southern Plains,

2) Intensify the Atlantic 
hurricane season, which 
will increase precipitation 
in the Southeast U.S.
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Source:  Energy Information Administration
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 Interest rates
 Interest rates shape cap rates and land values

 Low interest rates associated with high farm 
incomes
▪ 1970s – Low real rates and farm boom

▪ 1980s – High real rates and farm bust

▪ 1990s – High real rates and lower farm incomes

▪ 2000s – Low real rate and higher farm incomes

▪ 2010s ??



Federal Reserve Bank of Kansas City – Omaha Branch
Regional, Public, Community Affairs Division www.kansascityfed.org/omaha

-5.0

-2.5

0.0

2.5

5.0

7.5

0.0

25.0

50.0

75.0

100.0

125.0

1970 1975 1980 1985 1990 1995 2000 2005 2010

Real Net Farm Incomes Less Government 
Payments (Left Scale)

Yield on 1 Year Treasury - adjusted for 
inflation (Right Scale)

Constant 2005 dollars (billions) Percent

Source: Henderson and Briggeman (2011), “What are the Risks in Today’s Farmland Market?” Main Street Economist, Issue 1.

Farm Incomes and Interest Rates



Federal Reserve Bank of Kansas City – Omaha Branch
Regional, Public, Community Affairs Division www.kansascityfed.org/omaha

80

90

100

110

120

130

140

150

60

80

100

120

140

160

180

200

Jan-90 Jan-93 Jan-96 Jan-99 Jan-02 Jan-05 Jan-08 Jan-11

Commodity Prices (Left Scale)

Real Dollar Value (Right Scale)

Source: Commodity Research Bureau and Federal Reserve Board of Governors

Index (Jan 2005 = 100) Index (Jan 2005 = 100)

Commodity Prices and the Value of the Dollar



Federal Reserve Bank of Kansas City – Omaha Branch
Regional, Public, Community Affairs Division www.kansascityfed.org/omaha

Sovereign 
Debt
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•Traditionally, Farm Bills are evolutionary.

•Will federal government debt issues lead to a revolutionary Farm Bill in 2012?

•Will farmers get to keep direct payments?

•What is the safety net going forward – crop insurance?
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