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The General Economy       __________________  

If you didn’t catch an op-ed in the Wall Street Journal on Tuesday, December 17 by George 

Osborne, Chancellor of the Exchequer for the United Kingdom, I would recommend it to you.  

Of all the countries in Europe, the United Kingdom seems to have done a better job than most – 

if not all – of getting their feet back under them and recovering from the downturn.  It is 

interesting to go through Mr. Osborne’s perspectives on how that has happened and what steps 

the country has taken to facilitate their improvement. 

 

Mr. Osborne starts by making a couple strong points:   

 

“First, we are not going to get richer by borrowing more from others in the world 

just so that we can buy the things they make.” 

 

“Second, our governments have to live within their means and not pile up deficits 

and debts that will burden future generations with the taxes to pay for them.  We 

have to reduce entitlements and drive value for money through government, so we 

can focus public spending on areas likely to enhance our productivity.”  

 

To the first point, almost anyone in the United States would have to say – ouch – given the 

amount we have been borrowing, and buying, from China over the last several years.  China now 

holds over $1.2 trillion of U.S. debt.  Think of how many flat-screen televisions that translates 

into.  China is not holding a gun to our head, making us borrow this much.  To a large extent 

they are doing us a favor by being willing to provide so much credit.   

 

But we all know that that credit comes with a cost.  With super-low interest rates today, servicing 

that debt is no real big deal.  But what happens when it goes to say five percent.  Not a 

particularly high rate by historical standards, but that would translate to a $60 billion a year 
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transfer from our government to theirs.  Total foreign aid in fiscal year 2012 came in at just over 

$52 billion.   

 

And then there is this inter-generational transfer issue.  This column has addressed the issue of 

the need to bring the deficit under control and while the picture today looks a lot different than it 

did four years ago, we are still talking about $600+ billion deficits for as far as the eye can see.  

Who will pay those bills?  Our kids and grandkids in higher taxes than they would have 

otherwise have been saddled with.   And as we continue entitlement program spending at the 

levels we are currently committed to, we will just continue to pass the bills to the kids.   

 

One feature that does not come through in Mr. Osborne’s article is the extent to which we have 

pulled back on discretionary spending.  Discretionary spending is what Congress either 

appropriates every year or, as has been the case in several of the past few years, funds through 

continuing resolutions for things like the Food and Drug Administration or how many tanks we 

are going to buy.  After adjusting for inflation, discretionary spending levels for 2013, for 

example, were below levels seen in 2008.  As a percentage of GDP, discretionary spending is 

projected to continue to decline substantially for several more years. 

 

The closing paragraph of the Chancellor’s op-ed is very sobering and one we should very much 

take to heart: 

 

“Here is an uncomfortable truth.  In the global race, there are winners and losers.  Some 

countries will do what it takes to remain competitive.  Some will not.  I am determined 

that Britain will go on making the difficult decisions to get ahead.  Our message to the 

world is clear: Britain is on the move again and we are going to keep going.” 

 

Can we say the same?  

 

Crop Update__________________________________________________________________ 

The December WASDE did not provide updated production projections for corn, soybeans or 

wheat which makes this report rather low-key for the commodity markets.  The market is looking 

forward to the crush of reports on January 10, 2014. The January 10 Crop Production Annual 

report will have the final production estimates while the Grain Stocks projections of the stocks as 

of December 1, 2013. Both reports along with the updated WASDE will provide the market the 

final production estimates and stock projections that will fuel the markets throughout winter. 

 

Corn 

The December report made minor changes to the corn balance sheet. On the supply side, imports 

were increased 5 million bushels to 30 million bushels. This minor increase in imports makes the 

record corn supply even larger at 14.8 billion bushels. Because of the record supply and 

subsequent lower prices, projected ethanol use was increased to 4.95 billion bushels and exports 

increased to 1.45 billion bushels. The increased corn use in ethanol reflects the profitability of 

ethanol production and the expected ability to be competitive in ethanol exports. 
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The projected ending-stocks for 

2013-14 are almost 1.8 billion 

bushels which translates to a 

stocks-use ratio of 13.7 percent. 

This is the largest level of corn 

stocks relative to demand since the 

2008-09 marketing-year. The U.S. 

marketing-year average price is 

$4.40 per bushel which is 

significantly less than the record 

$6.89 per bushel in 2012-13. 

 

Soybeans 

The December report also made 

minor changes to the soybean 

balance sheet. Soybean imports 

increased by 10 million bushels 

from the November report. 

Soybean crush demand increased 

by 5 million bushels and soybean 

exports increased by 25 million 

bushels to 1.475 billion bushels. If 

the export projections are realized, 

this will be the largest level of 

exports since the 2009-10 

marketing-year.  Projected ending-

stocks are at 150 million bushels 

which is at the pipeline minimum. 

Soybean prices will be lower than 

last year but the current tight 

ending-stocks will provide greater 

support for soybeans than for corn. 

The U.S. marketing-year price for 

soybeans is $12.50 per bushel 

which is up $0.35 per bushel from 

the November projections. 

 

Wheat 

The December report only changed the projected imports for wheat with a 10 million bushel 

increase from the November report reflecting the spillover of the large Canadian wheat crop into 

the U.S.  

 

Unlike corn and soybeans, the 2013 winter wheat crop faced the effects of the lingering 2013 

drought and whacky spring weather of late frosts and snow storms. The increased abandonment 

offset the slightly larger wheat yield from 2012-13. Total wheat supply is down 133 million 

bushels from last year with a supply of 2.99 billion bushels.  Strong exports are projected to push 

2010-11 2011-12 2012-13 2013-14 Change from

Actual Actual Estimated Dec. Forecast 2012-13

Planted Acres 88.2 91.9 97.2 95.3 -1.9

Harvested Acres 81.4 84.0 87.4 87.2 -0.2
% Abandoned -7.7% -8.6% -10.1% -8.5% +1.6%

Yield 152.8 147.2 123.4 160.4 +37.0

Beginning Stocks 1,708 1,128 989 824 -165.0

Production 12,447 12,360 10,780 13,989 +3,209.0

Imports 28 29 162 30 -132.0

Total Supply 14,182 13,516 11,932 14,842 +2,910.0

Feed & Residual 4,792 4,548 4,333 5,200 +867.0

Food, Seed & Industrial 6,428 6,437 6,044 6,400 +356.0

          Ethanol for Fuel 5,021 5,011 4,648 4,950 +302.0

Exports 1,835 1,543 731 1,450 +719.0

Total Use 13,054 12,527 11,108 13,050 +1,942.0

Ending Stocks 1,128 989 824 1,792 +968.0

Avg. Farm Price $5.18 $6.22 $6.89 $4.40 -$2.49
Stocks-Use 8.6% 7.9% 7.4% 13.7% +6.3%
Days of Ending Stocks 32 29 27 50 +23.0

U.S. Corn Supply and Use

Million Acres

Bushels per Acre

Million Bushels

2010-11 2011-12 2012-13 2013-14 Change from

Actual Actual Estimated Dec. Forecast 2012-13

Planted Acres 77.4 75.0 77.2 76.5 -0.7

Harvested Acres 76.6 73.8 76.2 75.7 -0.5
% Abandoned -1.0% -1.6% -1.3% -1.0% +0.2%

Yield 43.5 41.9 39.8 43.0 +3.2

Beginning Stocks 151 215 169 141 -28.0

Production 3,329 3,094 3,034 3,258 +224.0

Imports 14 16 36 25 -11.0

Total Supply 3,495 3,325 3,239 3,423 +184.0

Crushing 1,648 1,703 1,689 1,690 +1.0

Exports 1,501 1,362 1,320 1,475 +155.0

Seed & residual 130 91 90 109 +19.0

Total Use 3,280 3,155 3,098 3,274 +176.0

Ending Stocks 215 169 141 150 +9.0

Avg. Farm Price $11.30 $12.50 $14.40 $12.50 -$1.90
Stocks-Use 6.6% 5.4% 4.6% 4.6% +0.0%
Days of Ending Stocks 24 20 17 17 +0.1

Million Acres

Bushels per Acre

Million Bushels

U.S. Soybean Supply and Use
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use slightly above the previous 

marketing-year. The smaller supply 

coupled with smaller beginning-

stocks is projected to drop ending-

stocks to 565 million bushels. This 

will be the smallest stocks-use ratio 

since 2007-08, but not nearly as 

dramatic as the 13 percent stocks-

use ratio of the 2007-08 marketing-

year. The tighter relative stocks 

will support wheat even with softer 

corn prices.  

 

World wheat production was 

increased to 711.4 million metric 

tons (MMT) due to increased 

production in Canada and Australia 

which increased world wheat 

carryout to 182.8 MMT. The larger 

Canadian and Australian wheat 

crops will provide strong 

competition in the export markets 

for the 2013-14 marketing-year. 

 

Cotton 

The December report trimmed 

cotton yields by 2 pounds per acre 

from the November report to 806 

pounds which is 81 pounds lighter 

than the 2012-13 yield. The lower 

yield estimate trimmed 40 thousand 

bales off of November’s production 

estimate to a 2013 cotton crop of 

13.07 million bales.  The only 

adjustment on the use side was for 

the unaccounted category which 

off-set the lower production. The 

projected ending-stocks are 3 

million bales which is a 21.4 percent stocks-use ratio. The projected U.S. marketing-year average 

price is $0.74 per pound which is slightly greater than the 2012-13 marketing-year average price. 

 

What is the Long-Term Outlook? 

With commodity stocks building and prices adjusting to lower levels, what is the profitability 

projection for the long-term? The Food and Agricultural Policy Research Institute (FAPRI) has 

provided the long-term projections looking at the future of the row-crop sector given the 2013 

production levels. The projections provide an expected return over production expenses out to 

2010-11 2011-12 2012-13 2013-14 Change from

Actual Actual Estimated Dec. Forecast 2012-13

Planted Acres 53.6 54.4 55.7 56.2 +0.5

Harvested Acres 47.6 45.7 48.9 45.2 -3.7
% Abandoned -11.2% -16.0% -12.2% -19.6% -7.4%

Yield 46.3 43.7 46.3 47.2 +0.9

Beginning Stocks 976 862 743 718 -25.0

Production 2,207 1,999 2,266 2,130 -136.0

Imports 97 112 123 150 +27.0

Total Supply 3,279 2,974 3,131 2,998 -133.0

Food 926 941 945 950 +5.0

Seed, Feed & Residual 203 240 461 383 -78.0

Exports 1,289 1,050 1,007 1,100 +93.0

Total Use 2,417 2,231 2,414 2,433 +19.0

Ending Stocks 862 743 718 565 -153.0

Avg. Farm Price $5.70 $7.24 $7.77 $7.00 -$0.77
Stocks-Use 35.7% 33.3% 29.7% 23.2% -6.5%
Days of Ending Stocks 130 122 109 85 -23.8

U.S. Wheat Supply and Use

Million Acres

Bushels per Acre

Million Bushels

2010-11 2011-12 2012-13 2013-14 Change from

Actual Actual Estimated Dec. Forecast 2012-13

Planted Acres 10.97 14.74 12.31 10.34 -1.97

Harvested Acres 10.70 9.46 9.37 7.78 -1.59
% Abandoned -2% -36% -24% -24.8% -0.9%

Yield 812.0 790.0 887.0 806.0

Beginning Stocks 2.95 2.60 3.35 3.90 +0.55

Production 18.10 15.57 17.32 13.07 -4.25

Imports 0.01 0.02 0.01 0.01 +0.00

Total Supply 21.06 18.19 20.68 16.98 -3.70

Domestic Use 3.90 3.30 3.50 3.60 +0.10

Exports 14.38 11.71 13.03 10.40 -2.63

Total Use 18.28 15.01 16.53 14.00 -2.53

Unaccounted 0.18 -0.17 0.25 -0.02 -0.27

Ending Stocks 2.60 3.35 3.90 3.00 -0.900

Avg. Farm Price $81.500 $0.883 $0.725 $0.740 +$0.0150
Stocks-Use 14.2% 22.3% 23.6% 21.4% -2.2%
Days of Ending Stocks 52 81 86 78 -7.9

U.S. Cotton Supply and Use

Million Acres

Pounds per Acre

Million Bales
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the 2023-24 marketing-year.  Since this is a sector model, the returns are based on U.S. average 

production expenses which may be understated for the major production regions and overstated 

in the fringe areas.  Don’t get hung-up on the dollar figures. The important message is that the 

projections for return over production costs, barring any significant deviation from trend yields, 

are going to drop significantly in 2013-14 from the record in 2012-13. There will be a couple of 

years of lower profitability with returns reaching a long-term equilibrium.  However this 

equilibrium level is at the 2006-07 levels and not at the record profitability levels of 2011-12 and 

2012-13.  The cost not included in the analysis is cash rent. This means that the return after land 

costs will be much lower now than the in the 2006-07 period as land values and cash rental rates 

have skyrocketed since 2006.   

 

There is a lot of discussion on where cash rental rates and land values are heading. Dr. Mike 

Duffy at Iowa State University describes the land market in a state of flux in the most recent land 

value survey.  He describes a pause in the market where the market could be catching its breath 

before moving higher due to greater profitability in the sector. Alternatively, the market could be 

at the transition before moving lower in response to lower profitability.  Cash rents tend to be 

sticky and slow to adjust downward. Tenants may need frank conversations with landowners 

regarding the current economics of crop production and expected profitability in order to 

negotiate lower rental rates. 

 

Economists like to give a gloom and doom message, but this graph, along with stories in the 

agricultural media of tight profitability, is an important message to take to heart.  Sound financial 

and risk management is necessary to weather this storm.  This message is especially true for the 

young and beginning farmers. 

 

 
Source: FAPRI, December 2013. 

 


