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A timely analysis of recent economic events

North American Harvest Report

Yet Another Bulky Harvest

Excess supply still weighing on crop prices and farm income
Aaron Goertzen, CFA, Senior Economist • 416-359-8229 • aaron.goertzen@bmo.com

Crop markets look set to remain oversupplied in the near term, as
generally supportive growing conditions and increasingly sophisticated
farm technologies have yielded yet another large global harvest in 2018.
As a result, most key crop prices remain near decade-lows, with ongoing
trade hostilities adding to the pressure. In the United States, half a decade
of depressed pricing has taken a significant toll on crop farmers, though
the impact in Canada has been mitigated by a well-timed drop in the
loonie.
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(just 2% smaller than the record set in 2016). In contrast, wheat
Notes: Marketing years. Composite includes yields for corn, soybeans, wheat, and canola.
production is expected to remain muted for a second straight year, as
Changes in individual crop yields are weighted by farm receipts for Canada and the United
States and by acreage for the rest of the world. Trend taken from 2000 through 2012. Data
depressed prices have kept acreage near 125-year lows. Overall, this
for 2018 are USDA estimates.
year’s U.S. grain and oilseed crop looks to be one of the largest ever—
though much of it remains in the field, where rainy conditions are delaying the harvest and could
yet temper yields in some areas.
Canadian farmers have had a tougher go this year, with composite yields estimated around 6%
below trend—a second straight lacklustre crop. Growing conditions have been most challenging
on the prairies, where hot, dry weather parched wheat and canola fields in the spring. Although
the drought gave way to more favourable conditions in some areas by mid-summer, this was too
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late to prevent a negative impact on yields. As a result, Canadian canola production is expected to
take a step back this year amid lacklustre yields and a modest reduction in planting, while wheat
production is expected to edge higher thanks to a meaningful jump in acreage. Unfortunately, wet
and snowy conditions have impeded the prairie harvest, which could further erode crop yields and
quality. In contrast, growing conditions have been broadly supportive in Ontario this year. On a
national basis, that should result in the largest corn crop on record and, given reduced planting,
the second-largest soybean crop. Unfortunately, a recent stretch of heavy rain is delaying the
harvest in parts of Ontario as well.
Outside North America, middling growing conditions have left composite yields roughly ontrend this year, though conditions have varied widely across regions and crops. On the positive
side of the ledger, overseas soybean production should reach a new high this year despite
unexceptional yields, reflecting a major increase in acreage. In the corn space, yields and
production are on track to roughly match records set in 2016. Both corn and soybeans have
benefitted from generally solid yields and production in South America, despite a severe drought
in Argentina. In the wheat space, however, overseas yields and production
Chart 2
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Over the past half-decade, generally solid global growing conditions and
the continued roll-out of impressive new farm technologies have resulted
in large stockpiles of most key crops. U.S. crop prices have also been
weighed down by ongoing trade hostilities, which have made some crop
products more expensive for foreign buyers. China and the European
Union both have retaliatory tariffs in place on U.S. food and agricultural
products—as do Canada and Mexico, in response to U.S. steel and
aluminum tariffs that were not resolved as part of the USMCA.
In the soybean space, respectable pricing last year—at least, relative to
depressed corn and wheat markets—spurred a major rotation of acreage
into the crop. Together with strong yields, this is expected to push the
global stocks-to-use ratio to an all-time high this year, despite a 4.8%
surge in consumption (Chart 2). As a result, soybeans are the only major
crop to have seen additional market pressure this year, with prices down
more than 10% year-to-date after flirting with decade-lows this summer
(Chart 3). U.S. soybean prices have also been hit hard by a 25% tariff in
China, which typically purchases nearly one-third of the U.S. crop. Given
the large weight of soybeans in the global oilseed space, weakness in that
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Prices remain universally low
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market has also weighed on canola prices, which, despite relatively lean stocks, have lost around
3% year-to-date (in U.S. dollar terms) from already-lacklustre levels at the start of the year.
In the wheat segment, where prices have been extremely weak over the past few years, another
drop in global acreage and poor growing conditions in key regions looks to have brought
production to a four-year low. The drop in production is expected to lower the stocks-to-use ratio
for the first time in five years—an important milestone, even though the ratio remains high by
historical norms due to last year’s massive carry-out stocks. With market balance now moving in
the right direction, wheat is the one major crop to have seen a meaningful improvement in prices
this year. Indeed, wheat prices are up nearly 20% year-to-date and reached a three-year high over
the summer. Prices are by no means strong in historical terms, but the improvement is warmly
welcome for producers.
Chart 4

In the corn space, the global stocks-to-use ratio is now flashing a tight
market despite solid production this year. Unfortunately, that signal is
misleading and corn prices remain very low. At this point, the corn
market is being cleared by a dramatic upturn in consumption (up more
than one-quarter on a global basis over the past six years), which would
likely pull back relatively quickly if prices trended stronger—especially
given the current abundance in other crops. In absolute terms, global corn
stockpiles remain elevated and the corn market is probably some distance
from being able to sustain meaningfully higher prices. Continued trade
turmoil hasn’t helped either, though the announcement of the USMCA
has removed an important risk from the table (Mexico is an important net
importer of U.S. corn).
Major challenges for U.S. farmers; loonie a saving grace in Canada
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Canadian land rush continues

In the United States, half a decade of low crop prices has taken a serious
toll on farmers, especially smaller, higher-cost operators. Since peaking
in 2012, aggregate crop revenue has declined 14% and is expected to
edge lower in 2018 (Chart 4). Meantime, interest, wage, fertilizer, and
fuel costs are rising, applying financial pressure from the cost side.
Although the federal government has offered up to $12 billion to
compensate farmers for the impact of foreign tariffs, this will be directed
at soybean producers and, even there, it won’t be enough to offset the
financial drag of continued oversupply. Farmland prices, after rising
nearly three-fold since 2000, have moved more-or-less sideways over the
past few years and are at risk of turning lower if farm income remains
under pressure, especially in the rising-rate environment (Chart 5).
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In Canada, where key crop prices are anchored to U.S. benchmarks, a well-timed drop in the
Canadian dollar has spared farmers the type of distress seen south of the border. Even with the
decline in U.S. pricing, crop revenue in Canada has increased 16% since 2012, reflecting a 23%
drop in the loonie over the same period. This year, crop revenue should edge even higher thanks
to the upturn in wheat prices. Although stronger wage growth and rising fuel and fertilizer costs
are headwinds in Canada, interest rates have risen more gradually than in the United States,
providing a modest cost advantage. And, while Canadian crop prices have become collateral
damage amid the United States’ various trade entanglements, Canadian producers also have an
opportunity to increase sales to overseas buyers seeking to diversify away from U.S. products (on
that front, grain sales to Europe have surged this year). Farmland prices have continued to
increase briskly in Canada, buoyed by the crop sector’s comparatively strong performance, but
could be vulnerable to a reversal as interest rates trend higher.
What next for the crop sector?
The current challenges being faced by crop producers have resulted mainly from abundant supply
and trade policy challenges, whereas demand growth has been relatively strong. At the broadest
level, global economic growth accelerated to a five-year high last year and is expected to hold up
well this year and in 2019. In the all-important U.S. market, volume food spending has soared
nearly 12% since the end of 2014 thanks to the strong macroeconomic backdrop and a step down
in food prices in 2016 (domestic food demand normally grows more closely in line with the
population, which expanded less than 3% over the same period). The North American livestock
herd is also expanding, albeit at a more moderate pace than in recent years. And, on the
regulatory front, a U.S. rule permitting the sale of higher-ethanol E15 gasoline throughout the
year should add to corn demand once implemented (higher-ethanol fuels are currently banned
during the summer due to smog concerns). Overall, while rising interest rates will likely temper
U.S. and global growth over the next few years, the macroeconomic and demand outlook is
broadly encouraging.
Supply, however, remains a major headwind for pricing—and absent a major crop failure,
today’s excessive stockpiles will take time to work down. The recovery in most crop markets is
therefore likely to be subdued, despite the firm demand backdrop. Meantime, producers on both
sides of the border will continue to be squeezed by gradually rising costs. With the U.S. and
Canadian economies both operating at capacity, rising interest rates and faster wage growth will
continue to weigh on profitability. Fortunately for farmers, the increase in oil prices is now
believed to have run its course, though the market remains vulnerable to adverse geopolitical
developments.
Of course, there are risks to the outlook. An obvious one is the possibility of continued strong
global crop production, which is difficult to discount after six straight solid harvests. On the
demand side, continued tariff escalation would have the potential to weigh further on U.S. crop
prices, especially in the soybean space. A downturn in global economic prospects, while not a
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baseline expectation, would also weigh on demand and pricing across all segments. On the other
side of the ledger, an important risk has been taken off the table with the announcement of the
USMCA. Under the agreement, crop products that traded freely under NAFTA will continue to
trade freely, giving North American farmers renewed confidence in their ability to sell products
across the bloc. In Canada, the resurrection of the Trans Pacific Partnership after last year’s U.S.
withdrawal represents another positive for market access and crop demand, especially now that
Canadian farmers will have an edge over their U.S. competitors in TPP markets.
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