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We concluded an April Market Facts (original 
boldface): 

However, unless the weather fails and leads to 
much higher corn prices, the distillation industry 
will make it through 2008 with margins intact.  
Restated, both the economics and the politics 
of the situation will postpone any solution of 
the ethanol debacle into 2009. 

The weather is failing; the U.S. Department of 
Agriculture has lowered its corn harvest forecast to 
11.7 billion bushels, and even that figure is at risk to 
summer weather patterns. 

Distillation economics have deteriorated badly as 
corn prices have surged.  If we convert corn at 
2.55 gallons per bushel of ethanol (green line, 

left-hand chart) and subtract it from ethanol 
prices (red line), the gross board margin (thick 
blue line) is negative. 

U.S. ethanol (thin red line) has lagged both standard 
87-octane reformulated gasoline at the U.S. Gulf 
Coast (RFG, thick blue line) and reformulated 
blendstock for oxygenate blending (RBOB, hatched 
green line).  High gasoline prices give blenders 
pricing power over dwindling corn supplies 
relative to food processors and livestock 
feeders.  This argues for higher food prices 
ahead. 

2008-2009 Gross Ethanol Distillation Margins Negative
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Ethanol And Gasoline Prices
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Conclusion: Rising Food Price Inflation 

A map of those instances when corn futures have 
been inverted between the old and new crops; that 
is, July futures trading over December futures (red 
markers, following page) against relative food price 
inflation led six months (blue columns) is 
inconclusive for the perverse reason noted in our 
April Inflation Watch: Non-food inflation is rising so 
quickly as to make food inflation look in-line. 

However, we are in the midst of a run higher in all 
food grains and oilseeds combined with a crop 
shortfall, a surge in fertilizer and fuel prices and 
something new to all previous grain price rallies, 
biofuel production. 

Food prices are going to move higher in a fashion 
not seen since the early 1970s and will claim an 
increasing share of personal expenditures 

http://www.arborresearch.com/biancoresearch/SubscriberArea/marketfacts/pdffiles/Fact13v49.pdf
http://www.arborresearch.com/biancoresearch/SubscriberArea/inflationwatch/pdffiles/iw8v4.pdf
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Northern American Old Crop Corn And Relative Food Inflation Since 1960
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