
 

 

 

 

 

 
 

Supply and Demand Estimates Highlights 
 

The August World Agricultural Supply and Demand Estimates (WASDE) report is always 

interesting, if only for the fact that it represents USDA’s first attempt of the year to provide an 

objective yield estimate based on field observations as opposed to the trend estimation approach 

used earlier in the year.  In spite of this, Tuesday’s report felt a bit anticlimactic.   

 

The report was not without surprises.  USDA’s corn yield estimate came in at 167.4 bushels per 

acre.  This implied a pretty big miss on the part of the pre-report estimates, which averaged right 

around 170 bushels per acre.  Given the harvested acreage projection of 83.8 million acres, the 

difference between USDA’s yield estimate and the trade estimate represents a little better than 

200 million bushels of production.  So, on its own, USDA’s lower-than-expected yield estimate 

would seem like a bullish development. 

 

In fact, corn futures did go up following the noon WASDE release, but the rise was pretty 

subdued.  December corn on the CME finished the day at $3.69, just three-quarters of a cent 

higher than Monday’s close.   As figure 1 illustrates, Tuesday’s news did nothing to move 

December Corn out of the narrow range that it has been trading in since the last week of July. 

 

 
Figure 1.  December Corn Futures Daily Open/High/Low/Close 
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A couple of factors contributed to the neutrality, more-or-less, of this month’s report.  First, 

projected corn stocks remain large enough to provide a substantial buffer to the market, in spite 

of the lower-than-expected yield estimate.  While USDA did pull down their estimate of 2013/14 

ending stocks (by raising ethanol and export use), carryover is still projected to grow from 8.7 

percent of use at the end of the current marketing year to 13.5 percent of use by the end of 

2014/15.  Second, the global feed grains and wheat situation looks a little more bearish in this 

month’s report than it did last month.   

 

USDA raised their estimate of global wheat production by 10.9 million metric tons (MMT) 

compared to last month.  If realized, the projection of 716.09 MMT will be a new record level of 

production, eclipsing the old record of just over 714 MMT set just last year.  Of course, wheat 

use has also increased substantially and is also projected at a new record level of 707 MMT in 

2014/15.  But for now, wheat stocks are certainly adequate – essentially right in line with the 20-

year average stock-to-use level.   

 

Since Russia has been in the news so much lately, we might as well include a note on that 

country here.  Russia accounted for much of the increase in wheat production projections this 

month, with Russia’s production estimate raised by 6.0 MMT on information that this year’s 

yields there are exceptional.  Russian exports for 2014/15 are projected to reach a record 22.5 

MMT, making that country the third largest wheat exporter behind the U.S. and the European 

Union.  Incidentally, another 9.0 MMT of exports are projected to flow out of Ukraine.  Clearly, 

the world will be depending for a substantial portion of its wheat on what is right now a rather 

volatile region.  What does that mean for the market?  Probably not much in terms of underlying 

market fundamentals, but if things get too exciting there, we might see traders get jittery.  That 

could make for some interesting days on the futures market.   

 

This month’s WASDE was close to a non-event for soybeans.  For the current marketing year, 

USDA lowered projected imports and raised projected exports, but these changes were resolved 

in the residual figure, leaving current-year ending stocks unchanged at 140 million bushels.  For 

the new crop, the soybean yield estimate was raised by 0.2 bushels to 45.4 bushels per acre.  

With no changes on the use side of the balance sheet, this pushed projected carryover up a bit to 

430 million bushels (12.2 percent stocks-to-use).  On the world scene, there were some changes 

in oilseed production estimates for a number of countries, but these were mostly offsetting, 

leaving the fundamental picture basically unchanged.   

 

Weaker Basis Likely on the Way 
 

It seems pretty clear at this point that record corn and soybean crops will be making their way to 

market this fall.  Typically, big harvests correspond to weak basis.  Lots of different 

circumstances can either mitigate or exacerbate the impact of a large harvest on basis.  For 

example, if harvest time weather is good so that everyone is headed to the field and making great 

time getting the crop out, that will contribute to an even weaker basis.  On the other hand, if 

weather doesn’t cooperate so that harvest gets strung out a bit more, which can make basis 

stronger.  Ultimately, basis is largely about infrastructure.  Anything that contributes to stress on 

the transportation/handling/storage infrastructure will manifest as weak basis.  The logic here is 

pretty straightforward: if you are an elevator manager, and you have nowhere else to put another 

bushel of grain and/or no good way to move it on down the line, how much are you going to be 



 

willing to pay for it?  Probably not much; and that is frequently the primary factor driving a 

wedge between spot prices and prices on the Board in Chicago.    

 

This year, there are some legitimate reasons for concern about basis levels this harvest season, 

particularly in the upper Midwest/northern Plains.  On top of what promises to be a huge crop, 

the rail system there has already been stretched thin by the simultaneous demands of the grain, 

ethanol, and oil sectors.  Already this year, basis in the western Corn Belt has been weaker than 

normal.  Figure 2 shows average monthly basis in South Dakota using corn prices paid at South 

Dakota ethanol plants as compiled by the Livestock Marketing Information Center and weekly 

average nearby corn futures prices from CMEGroup.   

 

 
 
Figure 2.  South Dakota Average Monthly Corn Basis 
Data Source: USDA Agricultural Marketing Service and CMEGroup through Livestock Marketing Information 

Center. 

 

Since March, basis has been far weaker than the previous seven year average.  The comparison 

with just last year’s basis is even more dramatic.  In July and August last year, average basis at 

South Dakota ethanol plants was around a dollar over.  A similar result holds for Iowa and 

Minnesota.  Basis has strengthened some in the last two or three weeks, but it is far weaker than 

it has been through recent years of low stocks; a phenomenon that will most likely continue – 

and probably get worse – when harvest gets underway.   

 

Cotton Prices Approach Loan Rate 
 

For cotton, this month’s WASDE made an already unpleasant situation probably a little bit worse.  

The market has been struggling under burdensome world supplies, mostly held by China, for 

some time.  For the upcoming marketing year, USDA projects a significant increase in U.S. 

stocks.  Compared to last month, USDA raised their estimate of harvested acres by a little over 

half a million acres, to 10.24 million acres.  Projected yields were also raised slightly to 820 

pounds per acre.  U.S. carryover is now projected at 5.6 million bales, up 400,000 bales from last 

month’s report.   
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Cotton prices have struggled throughout the marketing year.  Last week, the adjusted world price 

(AWP) dropped to 52.61 cents per pound.  This got a fair amount of attention because it was less 

than a cent from the 52 cent loan rate.  It has been a long time since we have talked about loan-

rate cotton.  In fact, it has been a long time since we talked about loan-rate anything.  The last 

time cotton was at a price point that generated loan deficiency payments was in late-2009.  

Unfortunately, we seem to be back there again.   
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