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Global ethanol and biodiesel production has expanded rapidly in the past three years and will likely increase even more rapidly in the years just ahead.  For 2007-08, USDA economists project 58% more U.S. maize will be processed into ethanol than in the current marketing year.   This anticipated expansion follows a 38% increase in 2006-07.  While increased construction costs and higher maize prices have slowed construction activity, the industry is still expanding.  Global forces that will gradually slow the expansion include 
(1) higher maize prices as ethanol draws land from other crops into maize, 
(2) infrastructure challenges and increased ethanol production that will reduce the premium of ethanol prices over gasoline, and (3) a widening price discount of distillers grain to maize and soybean meal as supplies increase.  Crude oil prices and government policies also will be key factors affecting future growth.

The U.S. maize-ethanol industry will likely begin to level off in size at about 140 million metric tons of maize processed into ethanol – with the industry probably reaching that level in three and one-half to four and one-half years.  The resulting ethanol production (slightly over 15 billion gallons) would replace 11% of the nation’s annual use of gasoline, on a volume basis.   At that level, the U.S. ethanol industry would use the equivalent of 160 percent of current global corn exports.    The rapid transition of U.S. and foreign agriculture to biofuels production is sharply increasing the demand for seed, fertilizer, other maize production inputs, grain handling, drying and storage facilities, and farm and agribusiness transportation equipment.  These developments and sharply higher cash rents are increasing corn production costs and contributing to rising corn prices.  Limited availability of cropland and competition for food and feed use will be important forces limiting the size of the maize-based global ethanol industry. Increased maize price volatility will present risk-management challenges for producers and users of grain.
