


SETTING CASH RENTS - HOW DO WE GET THERE?

By Nathan Deters

Farmland cash rental rates, much
like other commodities, are based on
supply and demand. In the case of
tarmland, demand is generated from
the price of commodities it produces
while supply is a function of available
land in a particular neighborhood.
Setting a rate on an individual farm is
a process that takes into account these
factors, along with a certain amount
of negotiating to arrive at a number
satisfactory to both landowner and
farmer.

Record Grain Prices Prime the
Demand Pump

Corn prices have risen more than
$5.00 per bushel in the last two years,
peaking at over $7.00 per bushel this
summer. Bids for harvest delivery
in 2009 exceeded $6.00 per bushel.
The rapid expansion of the ethanol
industry started the run, along with
increased export demand fueled by a
cheap dollar. Commodities have held
appeal as a hedge against inflation,
and while oil has been the prime
player, grains have benefited as well.

While demand has largely driven
the grain complex, the recent news
of Midwest flooding has introduced
supply concerns as well, leading to
our latest run-up in prices. Grain

prices have likely reached levels

where demand rationing has started.
Livestock producers are operating in
the red, export demand is starting to
drop off, and ethanol profitability is

suffering.

Supply — Are They Making Any More
Farmland?

Short answer — No, in fact we have less
over time as urban sprawl takes away
more every year. However, we will
likely gain crop acres over the next few
years as Conservation Reserve contracts
expire and many of those acres are
brought into grain production. Brazil
and Eastern Europe will bring more
undeveloped or underutilized lands
into production. These additional acres
should help increase grain supplies,
but it is unlikely to dampen the bullish
outlook for 2009.

On a local level, land is held in tight
hands. High profit margins obtained
over the last two years have spurred
farmers to look for additional land.
Advances in machinery, seed, and
herbicides have made farming more
acres easier and allowed many older
tarm operators who may have ordinarily
retired to continue farming another
year to enjoy high profit margins.
Net result — Reduced supply of land
available and higher rents.

What Level is
Right?
The goal of §

most farm W

owners is

to receive a fair
cash return given current market
conditions. With grain prices at
record levels and land in short supply,
an increase in rental rates is likely for
2009. The wild card in determining
how much rents will increase is crop
input costs. The rising price of oil
has impacted all areas of agriculture,
from fertilizer to fuel to herbicide
and seed. A conservative estimate is
that inputs to grow an acre of corn
will increase 50% in 2009. Even with
the higher costs, gross returns that
are projected to nearly double last
year’s level with average yields gives
considerable room to the upside.

How high on your farm?

Give us a call. Our professional
farm managers can help you
by analyzing soil quality, yield
potential, neighborhood, and other
factors pertinent to your farm as
well as up-to-date information on
grain prices and input costs. Our
farm management service can help
increase the return on your farmland
investment.

CROP PROGRESS REPORTS NOW OFFERED ON WEBSITE

As a way to bring our clientele a timely picture of growing
conditions, we have added a weekly crop progress report to
our website www.stalcupag.com. Log on for information
about conditions in your part of Northwest Iowa updated by
our managers.




STALCUP AG WELCOMES NEW MANAGER

Tom Foell is the newest addition to the Stalcup team. Tom grew up on a family farm east of Schaller,
TIowa. Tom graduated from Iowa State University with a bachelor’s degree in Ag Business in 2006.
Prior to joining Stalcup Ag Service, Tom was employed as a commodity broker with First Capitol Ag

in Platteville, Wisconsin working with farmers to hedge production and inputs.

NORTHWEST IOWA CROP PROGRESS AND MARKETS

By Lyn Berkland

Rain has been the story this
growing season. lowa just
finished its wettest first
six months in 136 years
of weather records at a
statewide average of 24.3
inches of precipitation;
nearly 8 inches above
normal. This was the second
wettest June on record and one of the
six all-time wettest calendar months.
All this rain led to devastating floods
that put eastern Iowa in the national
spotlight recently. Iowa has not been
alone in this weather problem as large
areas of Illinois, Missouri, Wisconsin,
and Indiana have also seen excessive

rainfall and flooding.

Agronomically, excessive rains have a
profound effect with millions of acres
that will not be able to produce a crop
or that were replanted and will yield
at a reduced rate. Saturated soil also
takes a toll on crops not flooded out,
causing uneven stands and poor root
development that leave the crops more

susceptible to weather stress later
2 in the growing season.

Closer to home, Northwest
Towa has fared better than the
rest of the state this spring.
Rainfall was frequent but came

A

few breaks in the weather in late

in more moderate amounts.

April, early May and again in mid May
allowed most crops in this area to be
planted in a timely manner. In general,
crops in the western portion of our trade
territory on the better drained loess soils
are in very good condition, although
a week to two weeks behind normal
development due to cool conditions
in May and early June. In the eastern
portion of our territory, dominated by
the more poorly drained glacial soils,
ponded areas were a common sight
in mid June. Aerial photos taken in
many areas at that time showed nearly
as much water as land. A few weeks
of good weather have allowed most
of these ponded areas to be replanted,
but questions will remain until harvest

as to the yield damage that has been
done. A longer than normal growing
season will be imperative as an early
frost would severely reduce yields of
late planted crops.

Weather Woes Lead to Market Rally
Propelled by flooding news, grain
markets moved to all-time highs in
June. With grain prices already at
high levels due to strong demand and
low worldwide stocks, the market
was shocked higher by prospects of
substantially reduced yields. Corn
moved higher by more than $1.50 per
bushel since late May and soybeans
have jumped over $2.50 per bushel.
As always, late summer weather will
determine where we go from here.
Nearly perfect growing conditions
and a late frost are needed to maintain
yields. The latest USDA national
yield estimates are 148 bushels per
acre for corn and 41 bushels per acre
for soybeans, but these levels could
easily drop should any kind of weather
problem develop later in the year.
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Todays Land Market continued

Land Market Bubble?

Many people are wondering if the land market is on a
“bubble”. There has indeed been a rapid increase in land
prices over the past several years. Let us consider what
made previous bubbles and what is behind the current
state of land values.

The most commonly cited “bubbles” (and crashes) are
the recent housing market, high tech stocks, and the
farmland market of the 70’s. A common thread amongst
these bubbles was expectations that prices would continue
higher but without an increase in income. The housing
market included many decision making errors, not the
least of which was insufficient income or equity positions
by the buyer. The tech stock run-up was supported by
unlimited expectations and no income. Farming in
the 70’s experienced higher income in some years, but
equity positions of many land buyers was insufficient and
expectations were very high for the export market. The
combination of high interest rates beginning in October
1979 and the Carter grain embargo of January 1980
nailed grain prices and exposed highly leveraged
operators to an unworkable financial situation.

Today we are experiencing all time highs in corn and
soybean prices. It is of course important to remember
that most grain owned by farmers was sold earlier at
lower prices. Only a small percentage of grain remains in
farmers’ hands while prices have continued upward.

Farmers who learned to be profitable and expand under
the old $2.00 per bushel corn and $5.00 per bushel soybean
scenario have had several extremely good years. Their
cash flow and equity positions are strong. Some livestock
teeders have been in red ink with high feed costs but
have some outstanding profits from past years. Lenders
require stronger financial statements before making loan
commitments than they did 30 years ago.

Anticipation of future earnings is always an important
component in establishing land value. With futures
contracts trading at all-time high levels, some grain
elevators are able and willing to offer grain contracts for
2009 and even 2010 delivery. Carrying charges are high
due to the cost of money and a cost of volatility, but the
underpinnings are there for strong incomes for the next
several years.

High grain prices put more money on the table for
everyone — including those providing crop production
inputs. Along with higher gross income we have higher
input costs. Fertilizer has risen by over 100% over last
year. Some herbicides have done the same. Higher steel
prices increase the cost of machinery and repairs. We all

know about fuel costs.

We believe it is important to keep ratios in mind — what
percentage of gross income did an input cost when corn
was $2.00 per bushel and beans $5.00 per bushel? That
helps take the sticker shock off some of the higher costs.
These higher costs are affecting 2009 plans, but for the
2008 crop there will be record profit margins in corn and
soybeans for those enjoying good yields. The bottom line
of this discussion is that while production costs are up
dramatically, those with top management skills and good
crops will have significant funds to bid on additional farm
land, either to purchase or to rent.

We expect another large volume of land sales this coming
fall. If you are considering selling or buying, contact one
of the farmland specialists at Stalcup Agricultural Service.
More lead time is better for successful sale. Remember,
the deadline is September 1 to terminate leases which
is important since farms normally sell better without
a lease.

Following are representative recent sales from our trade
area. Stalcup-brokered sales are shown in bold*.

Selected Sales of
Good Farmland
Date  County Acres CSR $/Acre % Tillable

Mar Buena Vista 158.0 67.0 $3,800 99%
Mar Calhoun 194.0 75.9 $3,520 84%

Mar O’Brien 160.0 74.2 $6,700 95%
Mar*  Clay 80.0 80.2 $5,000 83%
Mar Greene 75.0 743 $5,500 95%
Mar*  Sioux 185.0 69.9 $6,100 97%
Mar*  Sioux 65.0 69.7 $6,775 98%

Mar Monona 2652 64.4 $3,635 95%
Mar Plymouth 122.5 74.8 $7,250 100%

Apr Sac 160.0 76.0 $5,275 91%
Apr Buena Vista 80.0 75.4 $6,050 99%
Apr Clay 80.0  80.6 $6,750 92%
Apr*  Sioux 163.4 69.0 $6,300 92%

Apr Monona 92.9  80.6 $6,850 99%
May  Woodbury  80.0 57.6 $5,200 94%
May*  Sac 80.0 76.9 $5,600 98%
Jun Ida 80.0 56.1 $5,275 96%
Jun Woodbury  213.0 65.0  $4,550 70%
Jun Cherokee 200.0 65.0 $6,120 92%
Jun O’Brien 125.6 754 $8,200 94%
Jun Dickinson 167.7 62.4 $5,075 96%
Jun Kossuth 240.0 76.7 $5,500 98%
Jun Lyon 80.0 54.0 $5,250 98%

Log on to our website at www.stalcupag.com for listings
and upcoming auctions.



