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Commodity Spotlight
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Corn Output
Stable,

Demand
Prospects Strong

The 1997 corn harvest is heading in
high gear, with the crop size pegged
close to last year's but in a dramati
cally different market setting. Last year al
this time, corn supplies were virtually

exhausted across most of the country, anc

users were paying hefty premiums to prg
cure the first new-crop corn coming out @
the southern states. In contrast, the mar}
this fall is relatively calm, with supplies
more abundant and prices fairly stable.
Supply concerns are beginning to fade, 3

attention in the months ahead will increas-

ingly focus on demand developments.

Over the course of the 1996/97 marketing

year, which concluded at the end of
August, a large U.S. corn crop eased th
extremely tight domestic supply situatio
that had pushed prices to record highs,
and large foreign crops provided additio
al relief. The limelight shifted largely to
the soybean market, where strong dem
and tight supplies, as with corn in the p
vious year, boosted prices.

Very strong soybean prices relative to
corn presented tremendous incentives t

Je ©
e

past spring to plant soybeans—the prin
pal crop competing with corn—and farm

10 percent. Despite this strong competi
tion, corn acreage inched up from the y:
before to the highest level since 1985, s
ting the stage for a good 1997 crop.

With much larger carryin stocks, corn
supplies in 1997/98 are expected to
increase 5 percent. Corn production is
forecast at 9.268 billion bushels, based
crop conditions as of September 1. This
down fractionally from 1996 but, if real-
ized, would be the fourth-largest crop of
record. Because of strong prospective
demand and yields slightly below trend,
the 1997/98 supply outlook is relatively
tight. Solid gains are expected in domes
use and exports, and ending stocks are
projected to shrink, providing underlying
price support.

Corn Production
More Stable This Year

Farmers planted more than 80.2 million
acres of corn this spring, up more than
700,000 acres from the previous year. T
sharp gains of 1996, when corn planting
rose more than 8 million acres, were su
[otained on a national level, although with
dsmall shifts in the state pattern. Corn

Cisouthern and Delta states slipped a bit
- from the strong gains of 1996 but remains

ers responded by raising soybean acreageomparatively large.

c8he large acreage partly reflects the
€Impact of the 1996 Farm Act, which elim-
inated annual set-aside programs and
enhanced farmers’ ability to respond to
market signals. The effects are quite dra-
matic for combined corn and soybean
plantings, which reached 151.1 million
omcres this year, the highest since 1982
isvhen combined plantings totaled 152.7
million, and compared with an average of
n 136.3 million for 1991-95.

The average corn yield is forecast at 125.2

bushels per acre, compared with the long-

tiferm trend of about 128 bushels and just
below the 1996 yield of 127.1 bushels.
The 1997 crop got off to a very promising
start, with early plantings that are typical-
ly associated with good yield potential.
Crop conditions were very favorable
through June during the early stages of
the crop. At that point, most traders opti-
mistically expected a bumper crop of 10
billion bushels or more that would chal-

henge the record high. Futures prices sank

JSsteadily, effectively taking out most of the

S-risk premium typically attached to prices
early in the summer and low prices car-
ried over into cash markets.

- acreage outside the main Corn Belt in t
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Reduced Foreign Production Boosts U.S. Export Prospects

U.S. com export prospects in 1997/98 aimpioved because
of lower epected poduction in seeral key competing
exporting countres, especialf Argentina and China. 3.
coase gain eports ae forecast anealty 58 million tons,
with the US. global maket shae rebounding to bout 63
percent. US. exports of con in 1997/98 & forecast 851.5
million tons,up 13 pecent flom a year edier. Com supplies
are forecast up 5 peent,mostly because of ineased cay-
over sto&s, leaving competitvely priced US. com readily
available for export.

World coase gain pioduction in 1997/98 isofecast 8882
million tons,down 2 pecent flom a year edrer, but larger
caryin stoks have left world supplies unicanged As a
result,coase gain pices ae epected to be @neally stale.

World coase gain trade in 1997/98 isxpected to xceed 91
million tons, virtually unchanged from the pevious year
Most major impaters ae epected to maintain or inease
coase gain puchaseswith the exception of Taiwan—where
foot-and-mouth diseasegitems in the festok sector ag
expected to educe impas.

Chinas 1997/98 car production has beereduced i
drought and high tempatures in mag major gowing aras.
China is brecast to prduce 110 million tons of corneaty
14 pecent less than aear @o. Because China is theovld’s
second-lagest con producera diop of this mgnitude can
dominde the yearto-year diang in world production.

China plgs a ley role in world com makets as bothxorter
and impoter. For example in 1993/94 China>gorted nedly
12 million tons of cam, but impoted 4 million the net year
In 1996/97 China poduced a bin-ister con crop of 127
million tons,boosted rports, and huilt huge sto&s.

China’s con supplies in 1997/98 awpiojected &151 million
tons,down from last yar lut higher than another year
Despite educed psduction,China has contimed to &port
old-crop sto&s in 1997/98 tolear excess supplies in nibr

China. Havever, com exports ae epected todll to 40
percent of last gars level.

Argentina and SoutAfrica, nomally major con exporters,
are pected to hee reduced eport supplies in 1997/98.
Trend yields a& assumedtdhis time but production
prospects & davn due to educed a@age.

With higher coase gain production and supplieshe
European Union and EasteEuiope ae the ony U.S. com
petitors expected to inaase rports in 1997/98. In adition,
heavy rain duing whed hawests in someegions from the
United Kingdom to the Ulaine will boost the amount of
whea in Euope thais not of milling quality and mabe #d
to livesto&. However, it is undear hav much will be export-
ed, consumed interally, or stoked

The forecast of inaeased Us. com exports in 1997/98 is
based on suppland-demand fundamentatt on the pace
of preseason saleAt the star of the maketing year on
September 4accoding toU.S Expot Salesoutstanding
com sales wre only 7.7 million tonsabout half the leel of
a year @o, when sales ere urusualy high.

Contiibuting to the slaer stat of com sales is mar ealy-
season competition and less concen the parof impotters
about suppy availability. Last summerJ.S. comn supplies
were citically tight because of the shdr995 cop. Con
prices were high,and impoters were worried thd not enough
com would be aailable, so thg purchased mar than usual
in advance It is moe reasonhble to compae this years ealy
sales to the 1990-9%erage of 7.5 million than to lastears
exceptional sales.

Moreover, China andArgentina hae been méeting old-
crop supplies this summagutting into demandofr U.S. com.
This competition isxpected to &ne as old-ap supplies &
used upand US. export sales a& expected to in@ase
EdAllen (202) 219-0831

ewallen@econ.g.gov

However, by mid-duly, just piior to the
critical reproductive stae (pollingion),
conditions bgan to detdorate, especialy
in lllinois, the second-lgest poducing
stae. Com piices bgan to ebound as a
wedaher maket developed like in mary
other yeass, with trades skittishy react
ing to dhanges in weaher forecasts as
well as actual\ents. Néonally, crop
conditions versened though most of the
summer beadre bainning to sthilize in
late August.

Over the past seral yeass, U.S. com pro-
duction has beerharacteized by shap
fluctuaions. In the last decade (1987-96

the anmal sving in con production has
averaged moe than 2 billion bshels per
year split equaly between inceases or
dedines. Exteme veaher pdtems sub
as &cessve moistue or dought were
common,with a few seasons siicas 1994
when conditions &re neaperfect.
Despite a sting undelying upward trend
in yields,reflecting @qains flom genetic
improvements and better magement,
there is \ery strong anmial variability
around thatrend

This years ciop stands out because outf
will be so dose to the mvious years,

),and this sthility is contibuting to the el-

ative calm maket amosphee this &ll.
The «plandion for the ecent sthility
lies lagely in a beak wer the past 2
yeass from weaher etremes.

Domestic Use &ged
At Recod High for 1997/98

Domestic demandf con is expected to

be stong over the ngt year with use po-

jected & 7.3 billion ushelsabout 100

million bushels Bove the 1994/95ecod

and topping 1996/97ybmore than 300
yuiillion.
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Feed andesidual use of caris pojected
to increase 5 peent to 5.55 billion
bushels. Ryduction and supplies of other
feed gains will be davn in 1997/98par
ticulady soghum,reinforcing stong
demand ér con. Stong meaexports will
again supparincreases in megroduction
and £ed demandHogs and hoilers ae
expected to accounbf most gowth. The
catle sector is maing towvard the end of
the liquiddion phase caused thigh feed
and brage costs in lee 1995 and 1996.

Food seedand industal (FSI) use of
com is also pojected toise 5 pecent in
1997/98 to 1.78 billion tshels. Contin-
ued ecovery in com used 6ér fuel alcohol
(ethanol) will lead gowth. Although con
for ethanol use isfecast to inaase 11
percent to 485 million bshels;t will not
rebound to the peakyel of 533 million
readied in 1994/95.

Some ne ethanol plants h& opened in
recent monthdyut a w plants vere per
manenty shut duing 1995/96when
industy magins were shaply squeeed
While the outlook ér comn prices is &irly
stable, ethanol industr magins ae also
dependent on mduct pices lagely influ-
enced  the petoleum maket, along with
retums genested by sales of co-mducts
sud as con oil and con gluten €ed
Prospects dr beverage alcohol hee been
improving, reflecting a gnamic &port
maiket. Poduction of beerage alcohol
from con has inceased @centy as some
ethanol poduces hae adled equipment
in order to dversify their poduction mix.

Other sgments of 6od and indusial use
are forecast to contime gowth in 1997/98.
Use Dr sveetenes accountsdr the lagest
shae of FSI useCom demanddr these
other uses tends to be inelaséind epan
sion has beerelaively steag over the
past seeral yeass, except for a small
downtum in con used ér stach in
1995/96.

U.S. com exports ae pojected to inagase
neaty 13 pecent in 1997/98 because of
increases in wrld com impots and @ins
in the US. maket shae as competitor
shipments ddime. Expots ae likely to
increasebut the manitude of the gin is
subject to some douldpe mainy to
uncetainty éout Chinas mole. Despite a

major dought tha overapped impotant
com producing aeas,China has contin
ued to sell car in recent veeks,mainly in
neighbomg Asian makets,reflecting
huge sto&piles.

Importers have shavn little urgeng to
buy from the US., not only because of
exports from China bt also in anticipa
tion of a elatively good US. hawvest.
Buyers typicall try to hit hawest-time
lows in pices. Con prices gneally
strengthen seasonglhfter November but
they could incease considebly depend
ing on whether or not China ctails
export sales.

Although con suppy is pmojected to be
the highest in 3gars, strong use is
expected to ke stoks relaively low.
Ending stoks in 1995/96 €ll to the lav-
est since the 1949 at 426 million
bushelsand hae recovered ony pattially.
In 1997/98 ending stoks ae pojected &
864 million hushelsdown 77 million
from the pevious year and the thid
straight year belav 1 billion.

Given inceasing usgthis povides ony a
small cushion gainst contingnciesThe
ratio of stoks to use is mjected &9.2
percent in 1997/98down from 10.7 bre-
cast in 1996/97hut up fom the ecent
low of 5 pecent in 1995/96.

Corn Output Reflects Changes in Yields
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Caution on El Nifho

USDA is caefully monitoing the curent El Nifio veaher phenomenon—a ped-
ic, large-scale wming of the topical Racific OceanWhen an El Nifio deslops,it
can disupt weaher patems acoss the globe due to the sigcéint ocean-anos

phee inteaction.

Despite indictions tha the curent El Nifio is ety strong the implicdions for agri-
cultural production ae far from cetain. The timing of the onseseverity, and dua-
tion of the ent all contibute to its impact ongticulture. In forecasting asp pio-
duction,USDA incomorates the impact of eether to dée into its assessments.
Given the unceainty of wedaher, the forecasts assume moal weaher in the peod
ahead However, USDA carefully monitors weaher ezents sub as the El Nifio phe

nomenon as tlyeunfold.

Ther ae some gnerl tendencies assotéa with El Nifio,but the intensity and
timing of the eflects ae not peréctly predictdle. The case ofAustalia is illustia-
tive. Australia typically expeliences seere diought in an El Nifioeent, cutting out
put of its whed and baley crops,which are mainy hawvested in the southeast in
November and DecembéklthoughAustralian authaties reduced poduction bre-
casts substantigllithis spmng, anticipding heay drought damge, rains in easter
crop aeas in ecent veeks vere substantial enough to ingye ciop piospects.

So far, there ae dear indicgions of educed output in Southedstia, especialy in

Indonesia. Some anits intepret a widespgad dought in China eer the last se
eral months aswdence of El Nifics impactbut corelaions ae weak.Ther has

also been mch concen aout India,where ciops ae also histacally subject to El
Nifio-related diought damege, but rainfall this past summer has been adégua

forestall seibus cop reductions.

For the con maket, the most dtical effects ae genearlly felt in southem Africa,
where SouthAfrica, Zimbabwe, and other counigs often gpeiience intense
drought duing El Nifio. Con is the egion’s stale food and authdties in the
region ae pepaing for the vorst. Planting of cor is just gtting undenay in these
regions d this time Crop outtun in southem Africa will not be knavn with cetain-

ty until eaty 1998.

Pete Rily (202) 501-8512 and RaViotha (202) 720-5716

Although shotages and soarg piices
were \ery disruptive for mary uses in
1995/96,it is not dear if mary will try to
hold laiger inventoiies for their opestions
in the futue. As in other industes, “just-
in time” deliveries can hold den costs.
Most con processing plants ardocded in
the hearof the Con Belt,especialy in
lowa and lllinoisfacilitating this goproad.

However, most of the gowth in livesto&
and poulty production in the last decade
has been outside the @oBelt. The boil-
er industy is concentated in con defcit
areas of the South and Southedste hay
industy has &panded damaically in
North Caolina, and ecenty has staed
to grow in some vesten stdes tha also
produce elaively small quantities of
com. In eab caseopeiations ae citical-
ly dependent onagular shipments éim

the Con Belt, making them vulneble to
ary transpotation delgs. It is unéear
whether opations outside the CarBelt
will try to rely on just-in-time delieries
or to hold iventoiies.

Com Prices
To Shaw Little Change

The seasonwarage plice of con receved
by famesrs is orecast 8$2.45-$2.85 per
bushel in 1997/98The midpoint of the
forecast is slighyl belav the 1996/97
price of $2.70despite a tighter outlook.
This is because the 1996/9esmge was
pulled up ly very high pices & the onset
of the maketing year before supplies
were replenishedWhile davn from the
1995/96 ecod of $3.24 per ashel,com
prices will still be eldively stong com
pared with the $2.30werage of the
1990/91-1994/95 pérd.
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Have we moved to a higher ice plaeau?
Growers ae hopeful of aaped of the
expelience of the edy 19705, when con
prices adanced fom a ange under $1.50
per lushel to eer $2 as wrld grain
demand took d@f Although the 1997/98
forecast is gain éove recent aerages, it
is probably unrealistic to think thaprices
could not &ll badk substantiail. More
favorable weaher this yar could hee
brought the pre davn signifcantly. For
example eaty this summer—hien maw
expected a car crop in ecess of 10 bil
lion bushels—ne/-crop elevator bids in
mary pais of the Con Belt were skid
ding tovard $2 per bishel. Laking pro-
gram altenaives sub as set-asideom
acregye is unlilely to shink much in the
next few yeass.

Regardless of theihal piice outcome this
year com sector income will be bolstst
by production fexibility contract pg-
ments authazed by the 1996 Bm Act,
which will total $3.4 billion in fscal 1997.
These pgments ag intended to ease the
transition to the ng ervironment tha
excludes most of theayemment“safety
net” programs. Gven the nedy full par
ticipation by com growers, the pgment
rate will work out to dout 49 cents per
bushel br elighle 1997 poduction,the
peak year of suppdr Payments will
dedine over the emaining 5-gar peiod.

Even without the &nsition pgments,
market-geneated stength in con prices
has minimizd adjustments to thewe
fam legislation. New approades to isk
manaement hege dtracted inceasing
attention in the last 2aais, but as ¥t
there is little contusive evidence of an
major dange in famers’ maiketing
behaior.

The fact tha mary com farmers missed
the lecod maket highs of 1995/96 is lé
ly to influence can maketings in
1997/98. Nedy two-thirds of the 1995/96
crop was maketed ly the end of drualy,
mostly under $3 perushel,before hug
price spiles pushedaim piices well above
$4 in the sgng. As a esult,mary famers
may be moe indined to delg a lager
portion of sales to lr in the maketing
year despite aded stoage coststo avoid
missing out on potential joe rallies.

Pete Rilg (202) 501-8512
pariley@econ.g.gov



