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For the last several years, all economists have felt pretty safe when asked to make a prediction 
about the future direction of interest rates.  Has to go up sooner or later.  And from where we 
were, are, and will probably be for at least a few more months, you have to think they can only 
go up.  Sure don't think they can go down much more.   

The General Economy       __________________  

 
While this is certainly true of the rates charged by the Fed's when they set the overnight lending 
rate, for some years now it has also been the case in commercial markets.  We have all seen 
repeated ads to refinance now in order to take advantage of record low home interest rates.  The 
data suggests that several of us have taken advantage of those opportunities, even though 
pushing through the 'enhanced' paperwork and appraisal challenges have been just that - real 
challenges.  So while the Federal Reserve’s desire might be for lower interest rates and increased 
spending, the fact of the matter is that the marketplace has been less than enthusiastic about 
letting all of that stimulus out into the system.  A bank may post 3.25 percent interest rates for 
home loans, but actually getting that loan is a whole different story. 
 
At least that has been the case for the last several months and even up to today in many cases.  
But one of these days that situation is going to change.  Recent movement in the 10-year T-Note 
has reflected the idea that the market is ready to turn away from the past focus on absolute 
security for fund storage and begin to look elsewhere.  While the 3-month T-Bill remains at 
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essentially a zero rate, the 10-year Note has jumped all the way up to the 2.5 percent range.  
Historically this would lead one to give an uninterested 'wow,' until you realize that we've taken 
rates from just over 1.5 percent in April.  It may be only a one percent increase in rates, but it 
represents a 60 percent increase in interest costs.   
 
Historically when we move from one of these stimulus efforts by the Federal Reserve the gap 
between the 3-month and 10-year Treasuries grows to the 3-4 percent range.  A four percent 
interest rate on 10-year Notes would still be very, very low by those same historical standards, 
but would be more than double what rates for this same paper were two months ago. 
 
The real question of course is not the if of this issue, but rather the when. We may well be in 
some of the early stages of this action.  As the housing market truly gets some legs and stands up 
and as the rest of the world economy also decides to buy more of our goods, we may well see 
banks - and more importantly bank regulators - let some of the lending growth step up.  Bank 
lending has been growing, albeit at a somewhat slower rate than last year, but last year's higher 
rate was as much a function of the arithmetic of comparing back to 2011 as anything else.   
 
When these banks and regulators finally break loose, there is a great deal of reserves sitting out 
there that will be looking for a home and rates of return much better than they are getting today 
or from T-Notes at 3 percent.  This move, when it finally starts to happen, could be pretty sharp. 
 

This column will be very short as the title says it all – there were low expectations of any big 
changes to the Supply/Demand numbers in the July report and those expectations were realized. 
Hence the brief column as the more exciting information will start with the August report as 
USDA will incorporate the producer survey and field survey information and start projecting 
2013 production. To date, USDA has relied on statistical models to forecast yield so the August 
report starts injecting reality into the production projections.  The July WASDE did adopt the 
planted acreage numbers from the NASS Acreage report released June 28 so there were minor 
adjustments to projected production. However, the general reaction to the reports in the market 
was a yawn. 

Crop Update: USDA Offers No Surprises in Advance of the August Report _____________ 

 
Corn 
The July report increased planted acreage from the June report by 100 thousand acres, but 
reduced harvested acres from June by 400 thousand. Still, USDA is projecting a record crop of 
13.95 billion bushels which is 3.17 billion more than the drought reduced 2012 crop.  Even with 
a smaller carry-in and imports, the total corn supply is projected to increase by 2.78 billion 
bushels.  
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Given the much larger crop, 
USDA is projecting much greater 
use for the corn crop. Feed and 
residual is projected to increase by 
700 million but this is mostly an 
increase in the residual (e.g. the 
un-estimated component of 
demand). Ethanol use is projected 
to increase by 250 million 
bushels, but that market is mature 
and won’t have the dramatic year-
to-year increases as the past. 
Exports are projected to increase 
550 million, but that number may 
be optimistic given the 
competition from South America 
and the former Soviet Union.  
 
The bottom line is that, short of a 
dramatic weather event that 
causes dramatic yield loss, the corn stocks are projected to swell to almost 2 billion bushels and 
could swell more if the demand does not materialize as projected. The risk-premium in price 
from having tight stocks will disappear from the market and the projected USDA farm price will 
drop significantly from the last three years. Tighter profitability is in the future so managers need 
to focus on cost minimization, risk management, and efficient use of resources. This also applies 
to soybeans. 
 
Soybeans 
The July report increased soybean 
planted acres by 600 thousand 
from the June report and harvested 
acres by 700 thousand from the 
June report. The increased acreage 
bumped projected production to 
3.42 billion bushels which, if 
realized, would be an increase of 
405 million bushels over the 2012 
crop. Total supply is projected to 
increase by 351 million even with 
smaller carry-in and imports. The 
harvested acres may be suspect 
given the challenging planting 
season, especially in the Western 
Corn belt, but the August report 
will shed light on that issue. 
 

2010-11 2011-12 2012-13 2013-14 Change from
Actual Actual Estimated July Forecast 2012-13

Planted Acres 88.2 91.9 97.2 97.4 +0.2
Harvested Acres 81.4 84.0 87.4 89.1 +1.7
% Abandoned -7.7% -8.6% -10.1% -8.5% +1.6%

Yield 152.8 147.2 123.4 156.5 +33.1

Beginning Stocks 1,708 1,128 989 729 -260.0
Production 12,447 12,360 10,780 13,950 +3,170.0
Imports 28 29 160 30 -130.0
Total Supply 14,182 13,516 11,929 14,709 +2,780.0

Feed & Residual 4,792 4,548 4,450 5,150 +700.0
Food, Seed & Industrial 6,428 6,437 6,050 6,350 +300.0
          Ethanol for Fuel 5,021 5,011 4,650 4,900 +250.0
Exports 1,835 1,543 700 1,250 +550.0
Total Use 13,054 12,527 11,200 12,750 +1,550.0

Ending Stocks 1,128 989 729 1,959 +1,230.0

Avg. Farm Price $5.18 $6.22 $6.95 $4.80 -$2.15
Stocks-Use 8.6% 7.9% 6.5% 15.4% +8.9%
Days of Ending Stocks 32 29 24 56 +32.3

Million Bushels

U.S. Corn Supply and Use

Million Acres

Bushels per Acre

2010-11 2011-12 2012-13 2013-14 Change from
Actual Actual Estimated July Forecast 2012-13

Planted Acres 77.4 75.0 77.2 77.7 +0.5
Harvested Acres 76.6 73.8 76.1 76.9 +0.8
% Abandoned -1.0% -1.6% -1.4% -1.0% +0.4%

Yield 43.5 41.9 39.6 44.5 +4.9

Beginning Stocks 151 215 169 125 -44.0
Production 3,329 3,094 3,015 3,420 +405.0
Imports 14 16 25 15 -10.0
Total Supply 3,495 3,325 3,209 3,560 +351.0

Crushing 1,648 1,703 1,660 1,695 +35.0
Exports 1,501 1,362 1,330 1,450 +120.0
Seed & residual 130 91 95 120 +25.0
Total Use 3,280 3,155 3,085 3,264 +179.0

Ending Stocks 215 169 125 295 +170.0

Avg. Farm Price $11.30 $12.50 $14.40 $10.75 -$3.65
Stocks-Use 6.6% 5.4% 4.1% 9.0% +5.0%
Days of Ending Stocks 24 20 15 33 +18

Million Bushels

U.S. Soybean Supply and Use

Million Acres

Bushels per Acre
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The larger soybean crop will allow for increased crushing and exports. The U.S. will face very 
strong competition from South America in the export market, but China will drive the import 
market and dictate the U.S. potential of importing 1.45 billion bushels in 2013-14. 
Soybean stocks are projected to more than double from the 2012-13 level to 295 million bushels. 
Prices are projected to decrease to $10.75 and producers will have much tighter profitability 
margins.  
 
Wheat 
The July report increased wheat 
planted acres by 100 thousand 
from the June report, but reduced 
harvested acres by 1 million 
from the July report. This 
reflects the drought-plagued 
Hard Red crop and the weather 
challenges in harvesting the Soft 
Red crop. The wheat crop is 
projected to have lower yields 
driven by the problems in the 
Hard and Soft Red crop. Total 
production for 2013 is projected 
at 2.114 billion bushels which is 
a decrease of 155 million from 
2012.  
 
Wheat demand will decrease 
given the smaller supply with the 
greatest reduction in demand in 
the feed/residual category given the large corn crop reducing use of wheat in feed rations. 
Exports are projected to increase slightly given the production problems globally. The U.S. may 
export more wheat to Brazil as Argentina, Brazil’s major supplier, has decided to limit exports as 
part of the Argentine Government’s policy of cheap bread for the masses. 
 
Wheat stocks are projected to decrease by 142 million bushels to 576 million bushels for the 
2013-14 marketing-year.  As corn and soybean prices adjust downward, wheat may become 
more competitive in the acreage bidding process for 2014 in the Dakotas or Kansas that have 
switched to corn and soybeans in recent years. 
 
Cotton 
Planted acres were increased 220 thousand from the June report and harvested acres reduced 300 
thousand from the June report reflecting the dry weather in the Texas panhandle. Yield increased 
31 pounds per acre as the extremely low yield cotton is now assumed to be abandoned thus 
increasing the overall average yield. The projected 2013 cotton crop is 13.5 million bales which 
is 3.82 million bales less than 2012.  
 

2010-11 2011-12 2012-13 2013-14 Change from
Actual Actual Estimated July Forecast 2012-13

Planted Acres 53.6 54.4 55.7 56.5 +0.8
Harvested Acres 47.6 45.7 49.0 45.7 -3.3
% Abandoned -11.2% -16.0% -12.0% -19.1% -7.1%

Yield 46.3 43.7 46.3 44.6 -1.7

Beginning Stocks 976 862 743 718 -25.0
Production 2,207 1,999 2,269 2,114 -155.0
Imports 97 112 123 130 +7.0
Total Supply 3,279 2,974 3,134 2,962 -172.0

Food 926 941 945 958 +13.0
Seed, Feed & Residual 203 240 461 353 -108.0
Exports 1,289 1,050 1,009 1,075 +66.0
Total Use 2,417 2,231 2,416 2,386 -30.0

Ending Stocks 862 743 718 576 -142.0

Avg. Farm Price $5.70 $7.24 $7.77 $7.10 -$0.67
Stocks-Use 35.7% 33.3% 29.7% 24.1% -5.6%
Days of Ending Stocks 130 122 108 88 -20

Million Bushels

U.S. Wheat Supply and Use

Million Acres

Bushels per Acre
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The challenge for the cotton 
market is the potential exports 
for 2013. China’s importation 
policy will dictate the potential 
exports. Projected exports are 
2.3 million bales less than 2012-
13 and are projected at 11 
million bales.   
Ending stocks are projected to 
decrease 1 million bales from 
2012-13 due to the smaller crop.  
This will provide some support 
to price which are projected at 
$0.80 per pound. The cotton 
market still has sufficient stocks 
so any reduction in exports will 
weigh heavily on this market. 
 
 
 
 
 
 
 

2010-11 2011-12 2012-13 2013-14 Change from
Actual Actual Estimated July Forecast 2012-13

Planted Acres 9.15 10.97 12.31 10.25 -2.06
Harvested Acres 7.53 10.70 9.37 7.80 -1.57
% Abandoned -18% -2% -24% -23.9% -0.02%

Yield 777.0 812.0 887.0 831.0 -56.0

Beginning Stocks 6.34 2.95 3.35 3.90 +0.55
Production 12.19 18.10 17.32 13.50 -3.82
Imports 0.00 0.01 0.01 0.01 +0.00
Total Supply 18.53 21.06 20.67 17.41 -3.26

Domestic Use 3.46 3.90 3.45 3.50 +0.05
Exports 12.04 14.38 13.30 11.00 -2.30
Total Use 15.50 18.28 16.75 14.50 -2.25
Unaccounted 0.08 0.18 0.02 0.01 -0.01

Ending Stocks 2.95 2.60 3.90 2.90 -1.00

Avg. Farm Price $0.629 $0.815 $0.720 $0.800 +$0.08
Stocks-Use 19.0% 14.2% 23.3% 20.0% -3.3%
Days of Ending Stocks 69 52 85 73 -12

Million Bales

U.S. Cotton Supply and Use

Million Acres

Pounds per Acre


