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RECENT DEVELOPMENT

RISING CROP PRICES AND THE EFFECT ON
THE CONSERVATION RESERVE PROGRAM

As fuel prices have steadily increased and fears of energy
security have become more serious, demand for alternative fuel
sources has grown.! While alternative fuel sources may provide
some benefits, they also have the potential to create a wide array
of new problems.2 The most prevalent alternative fuel in the
United States is ethanol, which is made predominantly from
corn.> Demand for ethanol is rising and has thus created a
growing demand for corn.*

The effects of this increased demand are complex and have
been analyzed in many different ways. Price increases per
bushel of corn are the most apparent effect.> The price of corn
has historically remained stable at approximately two dollars per
bushel but has recently doubled to approximately four dollars per
bushel.® The increased price has affected many different aspects
of the economy. First, the price of corn has a large impact on the
livestock industry because of its use as a feed source.” If the
price of corn becomes too high, the likely effect will be a decrease
in livestock supply and an increase in the price of meat. The
second effect is that as corn prices rise, farmers, to satisfy the
large demand, will devote more of their land to corn.®
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Conversely, less land will be devoted to growing other crops such
as soybeans and wheat, causing other supply shortages and price
increases. Therefore, it is easy to see why many people are
concerned about the prospect of an ever-increasing demand for
ethanol and corn.?

Increasing the amount of farmable land in the United States
is one possible remedy to this situation.’® Currently, millions of
acres of potential farmland are not being farmed because of their
enrollment in the Conservation Reserve Program (“CRP”).1! This
program is a federally funded lease program where the United
States Department of Agriculture’s (“USDA”) Farm Service
Agency (“FSA”) pays landowners not to farm their land.!2 The
CRP began in 1985 as a means to control the supply of wheat and
feed grains in the market and thus help farmers control prices.!?
But in 1990 the objectives of the program were altered to
consider the environmental benefits of conserving certain land
areas and avoiding abusive farming practices.’* The land
enrolled in CRP is generally subject to a ten to fifteen year
contract whereby the landowner receives rental payments and
must pay a significant penalty to remove the land and begin
farming it early.!’® Rental rates paid by the FSA to the
landowner are based upon the inherent productivity of the soil
along with an accounting for the level of environmental benefit.16

The CRP has provided many environmental benefits over its
more than twenty-year existence. Omne positive benefit is the
reduction of soil erosion.'” According to the FSA, CRP has
reduced soil erosion rates by an estimated 450 million tons per
year and protected 25 million acres of highly erodible cropland
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from erosion.!’® Another benefit realized from this program is
enhanced water quality. CRP has protected surface and ground
water from sediment and nutrient enrichment by enrolling
millions of acres of streamside grass and forested buffers, along
with specifically enrolling certain wetland restoration areas.!®
The program has also created many benefits for wildlife
populations through increased habitat.20 There have been many
studies showing the benefits that game birds, such as the
pheasant and bobwhite quail, have experienced because of CRP.2!
The Secretary of the USDA, Mike Johanns, asserted that CRP
“provides more habitat for birds and other species than all of the
national wildlife refuges combined.”?2 Yet another benefit, which
has become an important issue recently, is the carbon
sequestration effects of CRP.23 The FSA estimates that fifty
million metric tons of carbon dioxide are sequestered in soils and
vegetation annually on enrolled lands.24

There are several ways that landowners may remove lands
from CRP to start planting crops such as corn. The first method
is to wait until the expiration of their CRP contract and refuse to
renew it.2> There are a large number of contracts expiring in the
next few years and many fear that landowners will be influenced
by high corn prices to decline to renew their CRP contracts.26
The USDA estimates that farmers with expiring contracts will
withdraw 4.6 million acres (of the total thirty-six million acres of
enrolled land) from the program in the three years following
2006.27 The other way landowners may remove land from the
program is by terminating their contract and paying a penalty.2®
Historically, this financial penalty has been set high enough to
deter most landowners from exiting the program before their
contract runs out, but, as crop prices increase, it may become
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efficient for them to terminate their contracts.?® Before making
such a decision, the landowner must estimate potential profits
and consider the costs of converting the CRP land to farmland
and of actually farming the land.?° Therefore, landowners need
to consider factors other than crop prices when making their CRP
contract decisions. The cost of petroleum-based fuel will be a
major consideration in determining potential farming profits.
Ironically, the industry that is trying to provide alternative fuel
sources must use large amounts of petroleum-based fuel, usually
diesel, in order to produce ethanol.3! So if land is taken out of
CRP and the amount of farmed land increases, the increase in
demand for an alternative fuel source will have effectively
created more of a demand for petroleum-based fuel. Therefore,
the intended environmental benefit of increasing the use of
ethanol may be offset by the large amounts of petroleum-based
fuel needed to produce it.

Most landowners will act rationally and make decisions to
maximize the profit from their land. Therefore, as farming and
farmland rentals become more profitable, CRP payments and
penalties must also increase in order to keep the land enrolled in
the program. If the program rental payments do not exceed the
expected profits from farming the land then it is expected that
most farmers will not hesitate to let their contracts expire.
Landowners should not be expected to consider all of the
potential environmental benefits that the enrolled land 1is
providing.  Although some environmental benefits directly
benefit the landowners, there are many more indirect benefits
that most landowners will not feel responsible for maintaining
and will not consider when deciding whether to renew their CRP
contract. It may be argued that the government should be the
responsible party for ensuring environmental quality that would
otherwise be overlooked if left up to individuals. Thus, it may be
concluded that the government should increase their spending in
CRP and simply increase their rental prices to coincide with the
rising crop prices.

However, others argue that most of the land controlled by
CRP is not very good farmland and making it profitable would be
very difficult for farmers.32 Therefore, there would be no need for
an increase in CRP rental rates because while the land that is
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now profitable is becoming more profitable, the inferior land
enrolled in CRP is still not capable of being converted from no
profits to high profits. It also follows that this inferior farmland
would not have a large impact on corn prices because it would not
produce a large enough amount of corn to affect the overall
market.33

One study by John Urbanchuk evaluates the problem of
increasing food prices, arguing that increased energy prices have
a much larger impact on the price of food than increased corn
prices.?* Urbanchuk recognizes that the Consumer Price Index
(“CPY”) for food has been increasing at a very rapid rate recently,
but that the potential benefits of decreasing fuel prices through
ethanol production would have a positive impact on food prices
that would outweigh those imposed by increased corn prices.3?
Urbanchuk’s data suggests that an increase in petroleum prices
will have close to twice the impact on consumer food prices as
equivalent increases in corn prices. The data shows that a
thirty-three percent increase in crude oil prices would increase
food prices by 0.6 to 0.9 percent, while an equivalent price
increase in corn (about one dollar per bushel) would increase
consumer food prices only 0.3 percent.3¢ Urbanchuk further
asserts that the increase in food prices have been more a product
of foods independent of corn, such as fish, fruits, and vegetables,
as opposed to corn dependent foods such as meat, poultry, eggs,
and dairy. His data shows that these corn dependent foods only
“accounted for 0.2 percent of the 1.2 percent acceleration in food
price inflation between 2006 and April 2007.”37 Urbanchuk
concludes that the reason petroleum and energy prices have such
a significant impact on food prices is that energy affects all
aspects of food production. Energy prices affect the production,
packaging, and distribution of all agricultural products, whereas
corn only affects one segment of consumer food products.38

The interaction of fuel alternatives and effects on the crop
market are complex. The possible economic incentives to shift
farmland from environmental benefits to crop production is also
not completely understood. Ethanol production has certainly
affected the price of corn, but whether ethanol’s overall impact on
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the economy and the environment will be positive remains to be
seen. The USDA and the FSA have a very difficult and complex
decision to make concerning the direction of the CRP. They must
weigh the environmental benefits of the program against the
potential benefits of allowing a large number of land tracts to be
removed from the program. The decision to be made is whether
they will raise the CRP land rental payments to keep up with
rising crop prices and whether they believe crop prices will
continue to rise. This is yet another issue that has been created
by the larger need for an alternative fuel source in the United
States. As policy changes occur, there will inevitably be
unintended side effects, and we can only hope that decision-
makers will consider all possibilities and make decisions that
create the most overall favorable result.

Brock M. Maples



