
SHIFTING GEARS
FARM MANAGEMENT STRATEGIES FOR A TOUGHER OPERATING ENVIRONMENT

DECEMBER 19, 2022

purdue.edu/commercialag

James Mintert
Professor & Director, Center for Commercial Agriculture

Michael Langemeier
Professor & Associate Director, Center for Commercial Agriculture

Nathan Thompson
Associate Professor of Agricultural Economics



U.S. Is Coming Off Near Record High Inflation Adjusted Net Farm Income in 2021 and 2022
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But Interest Rates Are Rising: How High Will Rates Go in ‘23 & ‘24?
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How Does the Federal Funds Rate Relate to Farm Operating Loan Rates?
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How Does the Federal Funds Rate Relate to Farm Operating Loan Rates?

0.4
1.0

1.8
2.2

0.4 0.1

1.7

5.1

4.1

3.1
3.5

4.1

4.9
5.3

3.5 3.3

4.84.9 5.2
5.8 5.8

4.7
4.4

6.2

0

1

2

3

4

5

6

7

16 17 18 19 20 21 22P 23P 24P 25P

%

Year

Short-Term Interest Rate Comparisons, 2015 to 2025
Source: FRB Chicago and FRB St. Louis

Fed Funds Prime FRB Chicago Operating
Prime Rate (Fed Funds Rate)  in December 2022 = 7.5% (4.33%)



Interest Rates Expected to Continue Rising In 2023
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Key Crop Inputs Costs Have Increased Sharply
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Corn & Soybean Prices Have Increased, But Not As Much As Inputs Leading To Tighter Margins
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Farmland Cash Rental Rates About Equal to Previous Peak in 2014
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Projected 2023 Corn Breakeven Prices Up 10% Compared to 2022
2023 Breakeven Prices Up 37% vs. 2021
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U.S. Ending Stocks Are Still Relatively Tight, But That Could Change in ‘23
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Yield Below Trend Tightened U.S. Balance Sheet in 2022…Will U.S. Yield Rebound to Trend in 2023?
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Will World Corn & Soybean Acreage Increase in 2023?
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War in Ukraine Tightened World Supply in ‘22, What Will Take Place in ‘23
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U.S. Exports Did Not Receive the Boost That Seemed Likely Following Russia’s Invasion of Ukraine

4.53

4.42

2.47

2.07

0.0

0.5

1.0

1.5

2.0

2.5

3.0

3.5

4.0

4.5

5.0

00 01 02 03 04 05 06 07 08 09 10 11 12 13 14 15 16 17 18 19 20 21 22

Billion Bu.

U.S Harvest Year

U.S. vs. Major Competitors Corn Exports, 2000-2022 
Major Competitors = ARG, BRA, ZAF, UKR, RUS

Source: USDA-PSD Purdue Center for Commercial Agriculture



U.S. Soybean Stocks Remain Very Tight
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World Growth in Soybean Acreage Has Been from S. America…How Much Acreage Expansion is Likely in ’23?
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Acreage Increases in S. America Imply Strong Competition for U.S. Exports
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Based on Current Corn & Soybean Futures Prices
Corn Belt Net Farm Income Prospects for 2023 Are Much Weaker Than in ‘21 or ‘22
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Mid-Dec. Corn 
Basis Map
- Stronger basis 
levels in the western 
corn belt are pulling 
corn east to west this 
year to make up for 
low yields 



Corn basis at Southern IN River Terminals and IN Ethanol Plants, 2018-2022
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Mid-Dec Soybean 
Basis Map
- Stronger basis levels in the 
western corn belt are pulling 
soybeans east to west this 
year to make up for low yields

-Also strong basis in MS delta 
region likely due to low river 
levels and export demand for 
soybeans
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32-Year Average New Crop Futures Price Index (Jan. 1 = 100), 1990-2022
Use Seasonal Indices To Help Time Marketing Decisions
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Use Price Distribution Tool To Assess Downside & Upside Price Risk

Dec. ‘23 corn futures $5.95
Expected Central IN corn basis in Oct. ’23 -$0.25
Expected cash price Oct. ‘23 delivery $5.70/bu. 

Source: farmdoc Price Distribution Tool



Monitor Futures Prices For Seasonal Price Improvement-Use Incremental Sales



Nov. ‘23 soybean futures $13.80
Expected Central IN soybean basis in Oct. ’23 -$0.45
Expected cash price Oct. ‘23 delivery $13.35/bu. 

Source: farmdoc Price Distribution Tool

Use Price Distribution Tool To Assess Downside & Upside Price Risk



Monitor Futures Prices For Seasonal Price Improvement-Use Incremental Sales



Tax Planning for High Income Years

1. Defer income

2. Prepay expenses

3. Retirement plan contributions

4. Bunching itemized deductions

5. Maximizing permanent tax benefits (e.g., hire children)

6. Be careful when using accelerated depreciation (section 179 
deduction or bonus depreciation) to reduce taxable income



Replacement Margin and Working Capital

§ The replacement margin measures a farm’s ability to cover owner 
withdrawals, principal on term debt, and cash used for capital 
replacement (i.e., depreciation)

§ Working capital is typically measured using the current ratio (current 
assets / current liabilities), and is used to cover cash shortfalls and to 
make down payments on asset purchases

§ When the replacement margin is relatively low, it is important to preserve 
working capital so that at least owner withdrawals and principal on term 
debt can be covered



Projected Replacement Margin for 2023 is Negative
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Land Values Up 14% Since Previous Peak in 2014…When Will Interest Rate Hikes Start to Impact Values? 
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Purdue Top Farmer Conference, January 6, 2023

Attend in-person in West Lafayette or remote via Zoom

Details & registration available at

Purdue.edu/commercialag

Subscribe to our podcast…Purdue Commercial AgCast
available on major podcast providers and on our website
Ag Economy Barometer monthly reports released on 1st Tuesday of each month


