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As we work through ever more debate on the fiscal cliff, one savings option that is getting more 
and more attention is the idea of changing the way the government measures inflation when 
calculating how everything from cost-of-living adjustments (COLA) to Social Security benefits 
to how tax brackets might move in the future. 

The General Economy: It Is Just An Index – Until It Affects Me . . .      

 
The buzz word for this alternative approach is a chain-weighted consumer price index.  The jist 
of this alternative approach is that it recognizes that consumers adjust what they buy when faced 
with changing prices.  You go to the store and steak prices might be high, so you drop back on 
the steaks and load up on hamburger that week.  God forbid, you might even shift to pork. 
 
Yet the current way used to calculate the CPI is to use a fixed set of weights that don’t allow for 
changes in consumer behavior in the short run.  Because of this notion of sticking with a set of 
semi-fixed weights, the current system probably overstates our measures of inflation, implying 
more rapid increases in entitlement program benefits pegged to inflation, and raising the bounds 
on tax brackets quicker than perhaps they should. 
 
The bottom line is that making this change will, over the long run,  lead to a slower rate of 
growth in Social Security payments and some other federal worker pension benefits as well as 
generating slightly higher tax revenues since the income needed to shift to a higher tax bracket 
won’t go up so fast.  Over a period of ten years this change could lower the deficit by nearly 
$300 billion.  In the oft-misquoted words of Evert Dirksen, ‘a billion here, a billion there, pretty 
soon you’re talking about real money.’  
 
Let’s talk through an example by returning to a steak and hot dog example.  Assume you only eat 
two kinds of meat, steaks and hot dogs.  Say the steak costs $10 per pound and the hot dogs run 
$4 per pound (they’re really good hot dogs).  In January you eat 6 pounds of steak and 10 pounds 
of hot dogs.  Now comes February and the price of steak jumps to $18 per pound (we are not 
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going to have a discussion about fat cattle prices and packer margins).  But the hot dogs drop to 
$2 per pound.  Because the steak price jumped, we cut back to $4 pounds of steak but bump our 
hot dog consumption to 14 pounds.  That gives us a table that looks like: 
 
 Steaks Hot Dogs 

Total Cost 
Period Quantity Price Cost Quantity Price Cost 
January 6 10 60 10 4 40 100 
February 4 18 72 14 2 28 100 
 
So we spend the same amount on meat, but the mix changes noticeably.  Instead of the 60/40 
split we had in January, we shift to a 72/28 split in February, and boost our hot dog consumption 
considerably while dropping off on the steaks. 
 
Looking at how the price index changes for our meat bundle though shows the differences 
between the current way we calculate the CPI and how it would work under the chain-weighted 
approach.  Under the current set we start with a fixed set of weights – say those represented by 
our meat expenditures in January.  In that case we look at the changes in prices between 
February and January, but weight those changes by meat consumption in January: 
 

 
 
But our expenditure shares did adjust in February, so in order to account for this we need a little 
different formula.  This one still looks at the same change in the price ratios, but adjusts the 
weights: 
 

 
 
So the original approach suggested meat prices had gone up by 28 percent, but when what we 
actually put in the basket was taken into account our meat cost index only rose by 16 percent.  
This is a pretty dramatic case.  Imagine how these figures adjust when the entire food basket – or 
the entire bundle of what you buy in a month – is considered.   
 
From December 2000 through the end of 2009, the chain weighted CPI grew at a rate that 
averaged 0.3 percentage points slower than the conventional CPI.  Differences then are 
obviously small in any given year, but over a ten or twenty year period of time, this does add up. 
 
So consider someone going on Social Security in say 2015 (no, we are not working on my 
retirement planning).  This individual would expect to start their Social Security benefits at 
$2,366 per month.  By 2025 these benefits would rise to $3,028 per month if we assumed the 
CPI rises by an average of 2.5 percent.  But if the chain-weighted CPI was used and it grew by 
only 2.2 percent, then the monthly benefit would be $2,941 in 2025.  Which one of these is 
“right”?  Obviously if these were my benefits, I’d prefer the $3,028 figure.   
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But if I’m not willing to take even an $80 difference fifteen years from now, how are we ever 
going to get a handle on dealing with our nation’s deficit and overall debt?  This is a very, very 
modest approach at the problem - an approach that recognizes we do make adjustments in our 
purchases as prices change.  Twenty or thirty years from now do I really want my grandchildren 
having to pay that higher figure not just for me but for my kids as well, or am I willing to make 
small adjustments now to help lower their burden?  This is the essence of what spending cuts are 
all about. 
 

The December WASDE does not provide an update on corn, soybean or wheat production so 
there was little anticipation of major changes on the domestic balance sheets for these crops. As 
we enter winter, the market now places greater emphasis on the World balance sheets and 
Southern Hemisphere production potential. 

Crop Update __     _       

 
Corn Outlook 
The December report made no changes to the supply and demand estimates. However, the 
marketing-year average price was reduced by $0.20 per bushel to $7.40 per bushel reflecting the 
slight reduction in the risk premium that existed earlier in the year before production levels were 
better understood and 
continuing evidence of 
demand rationing. The pre-
report estimates expected a 
slight increase in ending-
stocks reflecting the slow 
pace of corn exports so the 
December report was neutral 
to slightly bearish. The 
fundamentals are still 
showing ending-stocks at a 
5.8% stocks-use ratio and 
about 21 days of stocks 
available at the end of the 
marketing-year.  Weather 
uncertainty for the 2013 crop, 
discussed later, will support 
higher corn prices for both 
the 2012-13 and 2013-14 
corn crops until this weather 
uncertainty and production 
uncertainty is resolved. 
 
Soybean Outlook  
The December report increased crushing demand by 10 million bushels to 1.57 billion which 
translated into a 10 million bushel reduction in ending-stocks. The 2012-13 soybean ending-
stocks are now projected at 130 million bushels which is an incredibly tight 4.3% stocks-use or 

2009-10 2010-11 2011-12 2012-13 Change from
Actual Actual Estimated Dec. Forecast 2011-12

Planted Acres 86.4 88.2 91.9 96.9 +5.0
Harvested Acres 79.5 81.4 84.0 87.7 +3.7
% Abandoned -8.0% -7.7% -8.6% -9.5% -0.9%

Yield 164.7 152.8 147.2 122.3 -24.9

Beginning Stocks 1,673 1,708 1,128 988 -140.0
Production 13,092 12,447 12,358 10,725 -1,633.0
Imports 8 28 29 100 +71.0
Total Supply 14,774 14,182 13,515 11,814 -1,701.0

Feed & Residual 5,140 4,792 4,547 4,150 -397.0
Food, Seed & Industrial 5,939 6,428 6,437 5,867 -570.0
          Ethanol for Fuel 4,568 5,021 5,011 4,500 -511.0
Exports 1,987 1,835 1,543 1,150 -393.0
Total Use 13,066 13,054 12,527 11,167 -1,360.0

Ending Stocks 1,708 1,128 988 647 -341.0

Avg. Farm Price $3.55 $5.18 $6.22 $7.40 +$1.18
Stocks-Use 13.1% 8.6% 7.9% 5.8% -2.1%
Days of Ending Stocks 48 32 29 21 -7.6

U.S. Corn Supply and Use

Million Acres

Bushels per Acre

Million Bushels
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about 16 days of stocks available 
at the end of the marketing-year. 
Pre-report estimates expected 
ending-stocks at 135 million 
bushels so the report was bullish 
for the soybean market. This 
bullish fundamental will persist 
until the size of the South 
American crop is known and then 
the market will focus on the size 
of the 2013 U.S. soybean crop. 
The soybean marketing-year 
average price was reduced from 
the November report to $14.55 
per bushel reflecting the 
reduction in the risk premium 
previously priced into the 
soybean market.  
 
Wheat Situation and Outlook 
The December report reduced 
wheat exports by 50 million 
bushels which increased ending 
stocks to 754 million bushels. 
The pre-report expected wheat 
stocks to increase. However, the 
December report increased stocks 
more than expected and was 
bearish for the wheat market. A 
long-term fundamental that is not 
currently being projected by the 
World Agricultural Outlook 
Board is the persistent drought in 
the Southern plains and the 
impact on wheat seeding, 
emergence and the potential size 
of the Hard Red Winter wheat 
crop. The 2013-14 wheat supply 
and demand estimates are first 
projected in May 2013 so the 
market will have to wait a few 
months more before getting 
projections on hard red winter wheat production and demand from USDA. The wheat marketing-
year average price was also reduced by $0.10 per bushel to $7.70 reflecting the larger stocks and 
the lower corn and soybean projected prices. 
 

2009-10 2010-11 2011-12 2012-13 Change from
Actual Actual Estimated Dec. Forecast 2011-12

Planted Acres 59.2 53.6 54.4 55.7 +1.3
Harvested Acres 49.9 47.6 45.7 49.0 +3.3
% Abandoned -15.7% -11.2% -16.0% -12.0% +4.0%

Yield 44.5 46.3 43.7 46.3 +2.6

Beginning Stocks 657 976 862 743 -119.0
Production 2,218 2,207 1,999 2,269 +270.0
Imports 119 97 112 130 +18.0
Total Supply 2,993 3,279 2,974 3,142 +168.0

Food 917 926 941 950 +9.0
Seed, Feed & Residual 219 203 240 388 +148.0
Exports 881 1,289 1,050 1,050 +0.0
Total Use 2,018 2,417 2,231 2,388 +157.0

Ending Stocks 976 862 743 754 +11.0

Avg. Farm Price $4.87 $5.70 $7.24 $8.00 +$0.76
Stocks-Use 48.4% 35.7% 33.3% 31.6% -1.7%
Days of Ending Stocks 177 130 122 115 -6.3

U.S. Wheat Supply and Use

Million Acres

Bushels per Acre

Million Bushels

2009-10 2010-11 2011-12 2012-13 Change from
Actual Actual Estimated Dec. Forecast 2011-12

Planted Acres 77.5 77.4 75.0 77.2 +2.2
Harvested Acres 76.4 76.6 73.8 75.7 +1.9
% Abandoned -1.4% -1.0% -1.6% -1.9% -0.3%

Yield 44.0 43.5 41.9 39.3 -2.6

Beginning Stocks 138 151 215 169 -46.0
Production 3,359 3,329 3,094 2,971 -123.0
Imports 15 14 16 20 +4.0
Total Supply 3,512 3,495 3,325 3,160 -165.0

Crushing 1,752 1,648 1,703 1,570 -133.0
Exports 1,501 1,501 1,362 1,345 -17.0
Seed & residual 108 130 91 115 +24.0
Total Use 3,361 3,280 3,155 3,031 -124.0

Ending Stocks 151 215 169 130 -39.0

Avg. Farm Price $9.59 $11.30 $12.50 $14.55 +$2.05
Stocks-Use 4.5% 6.6% 5.4% 4.3% -1.1%
Days of Ending Stocks 16 24 20 16 -3.9

Million Acres

Bushels per Acre

Million Bushels

U.S. Soybean Supply and Use
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Cotton Outlook 
The December report 
incorporated updated 
production information for 
cotton and reduced the 
projected yield by 9 lbs per 
acre to 793 pounds per acre. 
This translated into 190 
thousand fewer bales 
produced. The report 
increased projected exports 
by 200 thousand bales to 
11.8 million bales. The 
reduced production and 
greater demand reduced 
projected ending-stocks by 
400 thousand bales from the 
November report. Ending 
stocks are projected at 5.4 
million bales which is an 
increase of 2.05 million 
bales from the 2011-12 
marketing-year. This increase in stocks is weighing heavily on price with the marketing-year 
average price projected at $0.68 cents per pound which is $0.203 cents per pound less than the 
2011-12 marketing-year.  
 

 
World Ending Stocks 

2010-11 
 

2011-12 2012-13 Change from Previous Year 

Corn (MMT) 
 

127.06 131.04 117.61 - 13.43 

Soybeans (MMT) 
 

69.93 56.00 59.93 + 3.93 

Wheat (MMT) 
 

197.77 195.77 176.95 - 18.82 

Cotton (Mil. Bales) 
 

48.93 69.18 79.64 + 10.46 

Note: Ending Stocks in Million Metric Tons (MMT) for corn, soybeans, and wheat. Cotton ending stocks in Million 
Bales. 
 
World corn stocks are projected to decline by 13.43 MMT (about 529 million bushels) from the 
previous marketing year. This reflects the 2012 drought in the U.S. and the cumulative effect of 
below-trend yields in 2010 and 2011. The December WASDE increased the projected production 
in Canada and China by 57.5 million bushels and 315 million bushels respectively, from the 
November report. However, the Chinese production estimates may be overstated as recent news 
from China suggests that the production increases are not as large as originally thought. 

2009-10 2010-11 2011-12 2012-13 Change from
Actual Actual Estimated Dec. Forecast 2011-12

Planted Acres 9.15 10.97 14.74 12.36 -2.38
Harvested Acres 7.53 10.70 9.46 10.44 +0.98
% Abandoned -18% -2% -36% -15.5% +20.3%

Yield 777.0 812.0 790.0 793.0

Beginning Stocks 6.34 2.95 2.60 3.35 +0.75
Production 12.19 18.10 15.57 17.26 +1.69
Imports 0.00 0.01 0.02 0.01 -0.01
Total Supply 18.53 21.06 18.19 20.61 +2.42

Domestic Use 3.46 3.90 3.30 3.40 +0.10
Exports 12.04 14.38 11.71 11.80 +0.09
Total Use 15.50 18.28 15.01 15.20 +0.19
Unaccounted 0.08 0.18 -0.17 0.01 +0.18

Ending Stocks 2.95 2.60 3.35 5.40 +2.050

Avg. Farm Price $0.629 $0.815 $0.883 $0.680 -$0.2030
Stocks-Use 19.0% 14.2% 22.3% 35.5% +13.2%
Days of Ending Stocks 69 52 81 130 +48.2

U.S. Cotton Supply and Use

Million Acres

Pounds per Acre

Million Bales
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However, the report did not reduce the import projections for those two countries which provide 
some hope for the U.S. corn market for potential future export opportunities.  
 
World soybean stocks are projected to increase by 3.93 MMT (144 million bushels) if Argentina 
and Brazil can achieve trend yields. The December report projects that Argentina and Brazil will 
increase soybean production by 514 million bushels and 533 million bushels, respectively, over 
the drought-stricken crop last year. As South America is just entering summer, there is still a lot 
of weather uncertainty in the global soybean market which could reduce World soybean ending 
stocks projections.  
 
World wheat stocks have been declining since 2010-11 with 2012-13 stocks projected to decline 
by 18.82 MMT (692 million bushels) from the previous year. This reflects lower production in 
the former Soviet Union (1.36 billion bushels), Argentina (147 million bushels), Brazil (37 
million bushels) and Australia (291 million bushels). World stocks are still larger than the record 
small amount in 2007-08 of 127 MMT which caused global concern about wheat availability and 
ignited the “food versus fuel” debate. 
 
World cotton stocks have increased significantly from the 2010-11 marketing-year. China has 
been increasing their strategic reserve of cotton and has increased their ending stocks from 10.6 
million bales in 2010-11 to a projected 37.61 million bales in 2012-13. China’s stocks account 
for 47% of the world’s cotton stocks and is a great weight hanging over the cotton market. Bad 
weather can provide greater upside potential for corn, soybeans, and wheat than in cotton. The 
world has to chew through the mountain of cotton before there is much prospect of higher cotton 
prices. 
 
Weather Outlook 
The most recent U.S. Drought Monitor shows that the drought is intensifying in the Southern and 
Northern Plains. In addition, the Western Corn Belt is still in Extreme levels of drought. In 
addition, the long-term outlook suggests that the drought is intensifying in the Dakotas and 
Western Minnesota.  
 
The market will monitor the drought closely going into the 2013 planting season as well as when 
the winter wheat crop comes out of dormancy. The current forecasts do not suggest that the 
drought will end soon. NASS will resume the winter wheat crop condition reports in early April 
which will provide more information about the effect of the drought on the hard red winter wheat 
crop. Current long-term forecasts suggest that the drought will still plague the hard red winter 
wheat production area. 



7 
 

 

There will be several important reports released on Friday, January 11, 2013. The final Crop 
Production estimates, updated WASDE, Grain Stocks, and Winter Wheat Seedings reports will be 
released at 12:00 pm EST. This is a later release time as the USDA changed their report release 
time to better serve market participants in a world of near round-the-clock trading in the futures 
markets.  

Mark Your Calendars 

 
As this is the last Market Update for 2013, I hope you all have a Happy New Year! 
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Production and Inventories 
Energy Update:  “Thinking into the New Year”        

Since the beginning of the summer drought, weekly ethanol production continued its trend of 
staying below year-over-year levels.  However, since the drought, ethanol production has 
continued to see-saw due to the combination of volatile corn prices, moderately stable ethanol 
prices and gasoline demand.  U.S. ethanol production during the week of December 7 fell 1.3 
percent to 824,000 barrels a day last week.  Ethanol blended gasoline comprised and rebounded 
up to approximately 90 percent of the total U.S. gasoline pool, up from 87 percent during the 
week of November 30, the lowest since week ending January 6.   
 
Comparing this year’s ethanol production levels to last year’s seems like a tale of two stories.  At 
this time last year (faded blue line in chart), ethanol production was stimulated due to the 
expiration of the $0.45 per gallon tax credit as blenders had further incentive to blend a gallon of 
ethanol into gasoline.  During this time last year, weekly ethanol production was reported at 
938,000 barrels per day.  Current levels (December 7: 824,000 barrels per day) are 
approximately 12 percent below that of last year’s levels, however, the incentive for blenders to 
blend ethanol in to gasoline remains intact as ethanol continues to be traded at a discount to 
RBOB gasoline. 
 
Year-to-date ethanol production continues to be declining due to decreased weekly production 
numbers.  Annualized ethanol production for calendar year 2012 is approximately 862,000 
barrels per day, just over 13.2 billion gallons of ethanol equivalent.   With exports just less than 
750 million gallons for 2012 and domestic production approximately 13.2 billion gallons, net 
ethanol RIN (Renewable 
Identification Number) 
generation for calendar 
year 2012 is approximately 
12,461 billion gallons. 
Given the 13.2 billion 
gallon mandate set for 
conventional biofuels for 
2012, net ethanol RIN 
generation being less than 
the mandate will require 
RIN stocks to be drawn 
out.  Thus far with current 
ethanol variables 
annualized, it is projected 
that approximately 730 
million RINs will be used 
in order to meet the 13.2 
billion gallon mandate 
leaving approximately 1.9 
billion RINs rolled over in 
to 2013.  With all the 
numbers thrown out there, 
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the short-version of the story is that the mandate for calendar year 2012 will be met.  
 
On the stockpile front, inventories over this past week increased 3.6 percent and surpassed 20 
million barrels, the highest level reported since the 2012 drought (June 29). Inventories are 
approximately 20.028 million barrels (solid red line), equating to over 841 million gallons.  
Ethanol inventories have remained relatively high over the past couple weeks due to the low 
reported inclusion rates of ethanol blended in to gasoline.  Weekly inventory levels continue to 
report over last year’s levels and are currently 17 percent higher than this time last year.  Similar 
to production, the expiring $0.45 per gallon tax credit had a significant impact to the relatively 
low amount of inventories seen this time last year.   
 
To wrap-up the story with ethanol markets, fuel ethanol imports spiraled down to 12,000 barrels 
a day from 92,000 reported the previous week.  Current import numbers are 29 percent below 
imports reported at this time last year. 
 
Confronting the Blend Wall  
Thinking about what lies ahead for next year, the first item of business [or challenge as one 
should say] is how to address the blend wall.  As shown by the blue line in the chart below, 
gasoline consumption is trending downward.  Essentially, U.S. gasoline consumption determines 
what many folks in the industry call “the ethanol blend wall.”  One of the biggest issues, if not 
the biggest issue, to the ethanol industry in the very, very short-term (next year, if not 2014) is 
this very issue.  First and foremost, ethanol has a saturation point.  With the U.S. average 
ethanol-gasoline blend now or slightly above 10 percent ethanol, a mixture of 10 percent ethanol 
and 90 percent gasoline (E-10) is used to meet the Renewable Fuels Standard mandate.  Now to 
serve as an author’s note, I completely understand that E-15 has been approved for vehicles 2001 
or newer. But the fact of the matter is that this ethanol-gasoline blend has a long way to go in 
terms of commercialization and cost infrastructure of this blended product.   
 
So, moving on…. 
 
As one can see from Figure 2 below, if the saturation level for the ethanol blend is E-10, gasoline 
consumption falls below that of the Renewable Fuels Standard beginning in 2013. The statutory 
mandate for 2013 for conventional biofuels is 13.8 billion gallons (green horizontal line).  The 
Energy Information Administration (EIA) forecasts that gasoline consumption for 2013 is 
projected at 130.3 billion gallons.   However, the statutory mandate for conventional biofuels is 
13.8 billion gallons.  If E-10 is the predominant ethanol-gasoline blend, 10 percent of 130.3 
billion gallons is just over 13 billion gallons which is below the required mandate.  And (and I 
stress this point), this is assuming a 100 percent inclusion rate of ethanol blended in to gasoline; 
currently approximately 90 percent of motor gasoline is blended with ethanol. 
 
But, that’s not the rest of the story…   
 
Future mandates can still be achieved past 2012 even though gasoline consumption is below that 
of the RFS2 mandate.  If the blend wall falls below the mandate, fuel blenders could still satisfy 
the mandate by using stored RINs.  From the arrows shown in Figure 2, the blend wall below the 
mandate, or the “gap”, for 2013 is approximately 767 million gallons.  This “gap” can be filled 
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by using the approximately 1.9 billion RINs rolled over from 2012.  Intuitively speaking, this 
may encourage consumption and production of ethanol above the mandate for 2013 in order to 
generate enough RINs for 2014.  With gasoline consumption trending downward and the 
mandate increasing, the gap obviously widens out to 2015 as shown by the black arrows below.  
For instance, the gap between the 2014 RFS mandate of 14.4 billion gallons and the blend wall 
of 12.7 billion gallons is approximately 1.7 billion gallons.  In addition, the mandate for 2015 is 
approximately 2.3 billion gallons above the blend wall.   
 
With all the description and jargon, the fact of the matter is that the blend wall is approaching 
and approaching fast.  While we may be able to meet the 2013 mandate of 13.8 billion gallons 
through the use of excess RINs, the real issue may and could very well be 2014, and so on, and 
so on….sorry, Paul Harvey, but we will have to wait and see what the rest of the story brings.  In 
the meantime, have a safe and happy  holiday season.  
 

 
 

United States Gasoline Consumption and the Renewable Fuels Standard Mandates out to 2015 


