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US Crop Acreage and Grain Stocks Summary

“Reduced corn area and inventories sets the market on fire”
B Last night’s USDA Acreage and Quarterly Grain Stocks reports provided a significant boost to corn market sentiment.

B Corn prices rallied a staggering 9% overnight due to a significant reduction US corn area and inventories.

The reports were not bullish for wheat prices, with both US wheat area and stocks coming in above expectations.
Nonetheless, the US wheat market followed corn higher last night.

B Nearby tightness remains apparent in US soybean inventories, however the larger than expected US soybean area
suggests big crops.

B US cotton acreage was raised this month. This puts upward pressure on production forecasts and reduces the supply
shortage.

Summary

The big reduction in the US corn acreage and stocks estimates resulted in huge price gains last night. This is
understandable considering the results came as a complete surprise to the market. The lower corn acreage means that
production this year could fall by around 130m bushels from prior forecasts, resulting in a tightening in US ending stock
estimates. Preliminary calculations suggest that the US stock-to-disposal ratio in 2010/11 could fall below the extremely
tight level observed in 2006/07. Furthermore, the reduction in corn area means yield estimates become even more
important, and we expect price volatility to lift as any future weather scares carry increased importance.

But the USDA reports last night were not bullish for all commodities. In fact, wheat specific news was reasonably negative
in our opinion, with higher than expected area and stock estimates. The key question is, ‘how much support will wheat
markets draw from the bullish corn report?

The cotton numbers were not bullish. US cotton acreage was revised higher and exceeded private trade estimates. This
implies a larger than expected US cotton crop in 2010/11, but even so, US cotton stocks will remain tight.

Finally, the USDA'’s latest projections had a variable impact on US soybean prices. Old crop prices should be supported
because of very tight supplies for nearby delivery. But the bigger than expected estimate of US soybean area (to a record
78.9million acres) should add pressure to new crop prices. The key question to ask is ‘will the reduction in old crop stocks
(and therefore lower carry-in stocks in 2010/11), be enough to counter the revision to 2010/11 production?’

Figure 1: US crop area 2010/11, actual vs expectations. Figure 2: US grain stocks June, actual vs expectations.
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US wheat acres
revised higher...

...implies upward
pressure on US
wheat stock
forecasts.

US corn area
unexpectedly
reduced...

...now corn stocks
may become
uncomfortably
tight...

...which means
volatility and prices
may increase.

US soybean acreage
was revised higher
and exceeded
private estimates.

US soybean crop
conditions are good.

US Acreage Report

The latest wheat area forecast provided little
reason to get excited. The USDA suggested
that the current wheat acreage in the US is
54.31m acres, up around %2 million from the
USDA's previous forecast. It was also higher
than trade expectations of 53.8m acres. This
suggests there is 2-3% upside to US wheat
production forecasts for 2010/11.

Nonetheless, despite the upward revision, US
wheat area is forecast at its smallest area since
1971. There is a 13% yoy reduction in US
winter crop area (37.7m acres) but a 5% yoy
increase in spring wheat area.

Our preliminary calculations suggest that US
wheat ending stocks in 2010/11 may rise
around 1.04bn bushels, up from the USDA
current end of season forecast of 0.99bn
bushels.

US corn area was unexpectedly trimmed last
night to 87.9m acres, from the previous forecast
of 88.8m acres. This reduction set the market
on fire, particularly considering the trade was
expecting area estimates to be raised to 89.3m
acres, some 1.4m acres (2%) higher than what
the USDA actually forecast.

Simple calculations suggest that US corn
production and ending stocks could be nearly
130m bushels less than predicted by the USDA
earlier this month. This would result in the US
corn stock-to-use ratio falling below the level
observed back in 2006/07.

The corn market should remain supported by
these developments. Volatility may increase as
any future weather scares will now have a
greater influence on final crop prospects.

The US soybean acreage was raised
significantly this month to a fresh record of
78.9m acres. The USDA'’s prior forecast was
78.1m acres and the market had expected an
area of only 78.16m acres.

This suggests a 1% increase in potential US
soybean production (based on existing yield
expectations of 42.9bpa). This would put
2010/11 production close to last season’s
record of 3.36bn bushels.

The USDA noted that early season soybean
planting progressed under mostly favourable
conditions this year. Crop conditions are
generally rated favourably.

Figure 3: US wheat area (million acres)
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Figure 4: US corn area (million acres)
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Figure 5: US soybean area (million acres)
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US cotton area was
revised higher...

...placing upward
pressure on previous
production and
stock forecasts...

...but stocks are still
tight by historic
standards.

US wheat stocks are
around 50% higher
than year ago
levels...

...and higher than
expectations...

...which should
maintain pressure on
prices.

US corn stocks fell
sharply below
expectations...

...this should help
support prices.

The USDA'’s latest US cotton acreage estimate
exceeded their prior forecast and average trade
estimates.

At 10.9m acres, the USDA'’s forecast was nearly
4% above the previous official estimate; 1%
above average trade expectations; and 19%
above last year’s very small area. US cotton
acreage this year is forecast to be the largest
since 2006/07.

The latest area forecast implies US cotton
production may reach ~17.3m bales this year,
up from the prior forecast of 16.7m bales and
significantly higher than 2009/10 production of
12.2m bales.

As a result, US cotton ending stocks could
climb to around 3.4m bales in 2010/11. This is
up from 2.9m bales last season and the
previous 2010/11 forecast of 2.8m bales. But
stocks will still be significantly below the prior
five year average of 7/2m bales.

US Quarterly Grain Stocks Report

US wheat stocks as at the 15t June were
reported to be 973.4m bushels, up 4% from
average trade expectations of 940m bushels
and nearly 50% higher than June 2009 stocks
of 656%2 m bushels.

US wheat use (disappearance) during the March

to June period this year was 383m bushels,

around 2m bushels less than the same period
last year.

Roughly 78% of total wheat stocks as at 1
June 2010 were held off-farm. This is in line
with the June 2009 result.

US corn stocks (June 10) fell well short of
expectations.

At 4.31bn bushels, stocks were only marginally
higher than June 2009 stocks of 4.26bn
bushels, and well short of trade estimates which
averaged 4.60bn bushels.

US corn use from March to June 2010 was
3.38bn bushels, up sharply from the 2009
result of 2.69bn bushels (Mar-Jun).

Around 50% of US corn is currently being held
off farm, up from 48% in June 2009.

Figure 8:

Figure 6: US cotton area (million acres)
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Figure 7: US wheat stocks, 1%t June

1,200
1,000
800
600
400

200

US wheat stocks (m bushels)

0

Jun Jun Jun
2010 (trade

est.)

2009 ‘ 2010

US corn stocks, 15t June

4,700
4,600
4,500
4,400
4,300
4,200
4,100

US corn stocks (m bushels)

4,000

Jun

Jun Jun

2009 2010 2010 (trade

est))




Global Markets Research

Commodities: Agri Updates

US soybean stocks The USDA's June soybean stock estimate was . . o
were tighter than supportive for old crop soybean prices, and Figure 9: US soybean stocks, 1% June
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