Thursday, October 11, 2018

“Not As Bad As Expected”
Since the trade was fearful of REALLY BIG numbers
in this month’s report, the trade was surprised they
weren’t larger. The immediate reaction was positive
for corn & soybeans, neutral cotton & wheat.
Corn – We knew we were coming into this report
expecting a larger (138 million) beginning stocks
number for the 2018‐19 year – USDA gave us that
on September 30. But today’s surprise came in
lower production, as USDA cut yield 0.6 bpa due to
reduced ear count – see chart below/right & state
yield map next page. That dropped production 49
million bushels. And USDA raised demand 50
million bushels on increased exports. So 2019
ending stocks only went up 39 million bushels. That
was a victory for the corn market, as some analysts
were looking for stocks close to or above 2.0 billion
bushels. As I mention in my Grain Scoop podcast,
this takes the rhetoric back to where it was a few
months ago – lower stocks next year and the need
for the market to “buy” more acres for 2019. $3.50‐
3.70 nearby corn is probably too cheap. World
stocks increased more than 2.3 mmt, with increases
in the US, EU, & Mexico.
Wheat – USDA made minimal changes to the US
balance sheet, but those were negative for price.
They increased the US yield 0.2 bushels to 47.6 bpa,
with the increase coming in white & durum. And
they reduced feed demand another 20 million. Thus
ending stocks rose 21 million bushels to 956 million.
World wheat stocks actually dropped 1 mmt, mostly
from reduced production in Australia of 1.5 mmt.
Soybeans – The soybean report “wasn’t as bad as
expected”, if that’s really a thing. This is probably
because some traders were expecting the worst, for
stocks to grow to over 1 million bushels. USDA did
make a slight bump in beginning stocks courtesy of
the September stocks report. And they increased
yield 0.3 bpa to a record 53.1 bpa – see state yield
map at right. But the surprise came in acres, as USDA
dropped planted acres 0.5 mln & harvested acres 0.6
mln, which kept production in check. And in the big
picture, USDA is still forecasting total demand just 28
million below last year’s record! But production
remains the issue, as ending stocks for 2019 are now
at 885 million bushels. If there’s a victory here it’s
that USDA didn’t put that number over 900 million, or
as high as 1.2 billion like some analysts still think may
happen. So November soybeans found support at
yesterday’s low & their 20‐day moving average.
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This market seems to be locked into a 20 cents trading range
for now. We’ll see if recent weather developments in the
Midsouth, Southeast, and Midwest show up in next week’s
Crop Condition report and ultimately in the November Crop
Production Report.
Cotton – Not much changed in this cotton report. Like
soybeans, maybe weather will affect numbers in the
November Crop Production Report? USDA make slight
adjustments to acres (down 20,000) and yield (up 6 lbs).
Production was bumped 80 thousand bales, exports reduced
200,000 bales, and ending stocks increased 300,000 bales to
5.0 million. The trade’s reaction was nothing – likely waiting
to see what happens to the crop that’s still standing in the
field!

Macro Markets On Fire!
While we’re all focused on weather impacting our harvest,
basis levels & carries, and tariffs & trade, the last week has
given us a big reversal in stocks & energy markets. Why?
Interest rate instrument returns are jumping, which is
scaring investors into liquidating other holdings. The run in
stocks has been historically long, and even the run in crude
oil has lasted nearly a year and a half. So maybe these
markets were due for a correction. And with traders
nervous that rising interest rates could slow the US
economy, that’s a possibility.
The question from many in ag this week has been, “Will
this selloff bring investment dollars back to agriculture?”
As of last week’s Commitment of Traders Report managed
funds were still short 58,000 contracts of corn, short
44,000 contracts of soybeans, and short 12,000 contracts
of wheat, while they were long a whopping 320,000
contracts of crude oil. So IF this major reversal continues,
there’s reason for optimism in grains. Follow the weekly
managed fund positions in the daily GMO newsletter.
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