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Executive Summary

Wheat and Feed Grains Outlook

JamesH. Cothern, Professor
Department of Agricultural Economics

Energy, Inflation and Grain Prices

Thefocusof thismarketingyear will beonrising
oil pricesandtheir ultimateeffect ondomestic
inflation. The corn crop isrecord large, but
some analysts pin their hopes for the 2000-
2001 marketingyear onrisinginternational de-
mand brought about by relatively low grain
prices. | amnotinthat camp. TheAsiancrisis
isnow oldnews, but effectivedemandwill have
tobegreat in order to overcomethe negative
impact of the sheer size of the crop and the
pressureswhich will be exerted on prices at
harvesttime.

Is a "Little Bit" of Inflation In the Offing?

Commaoditiesanalyststendtobepositiveabout
grainsbecauseof therisingcost of energy. Itis
easy to seek paralels between the present
situationandthe1974-77 period, thefirst great
energy crisis. Commodity inflation does not
necessarily need to follow rising oil prices.
I nflationwasal ready thoroughly entrenchedin
theeconomy in1974. Thecost of financingthe
VietNamwar andlargedomestic entitlement
programswere big factorsfueling inflation.
However, threeyearsof aggregateproduction
below trend line averageswere even bigger.
Y outell meyoucanaccurately forecasta Corn
Belt drought in 2001 and | can start getting
excitedabout grainprices!

Record Crops and Rising Exports

Examining relativehistorical production-ex-
port relationships allows us to compare the

present situation with a major energy short
period-1974-77. Thecropin 1974 wasabout
45percent of thisyear'sexpectedcropandwell
below thenorm. Total 1974 exportswere 24
percent of thecrop. Exportsthisyear arefore-
castat 2.1 billionbushels, about 20 percent of
thetotal crop. Feed usagewas67 percent of the
cropin1974andwill be55 percent thisyear.
The short crop in 1974 wasthefirst of three
occurringinaperiod of highworld inflation.
Effectivedemandwasstimul ated by heavy bor-
rowings of debtor nations. Loans could be
deferredand paidwith even cheaper dollarsin
thefuture. Thesameworld situation doesnot
existtoday.

Exportsneed tobeevengreater thanpresently
forecast or ending stockswill belarger next
year. If growersseed about thesamenumber
of acres next year, prices will be low, but
probably not at thisyear'slevels. Unfavorable
weather istheusual wildcard but present stock
level sprovidesomebuffer against contingen-
ciesexceptingextremedrought.

Foreign Coarse Grains, Wheat and Rice

* Projected world wheat production is
expectedtobedlightly higher thanlast
year's, U.S. production is about the
sameaslastyear aswill beendingstocks

 Endingforeigncoarsegrainsstockswill
dropanother 12-13millionmetrictons
from previousyear'sending stocks
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Eastern Europe's poor production performance opens the door for more U.S. coarse grain

exports

Wheat ending inventories are slightly higher than last year at about 950 million bushels

The big story this year was in average yields-- a U.S. record high of 141 bushels of corn per acree
Ending stocks of corn will be about 2.2 billion bushels, the highest since the mid '80's

Many commaodiy analysts believe December corn futures have already reached seasonal lows
California grain production is up a bit from last year

Ending foreign wheat supplieswill be
downanother 12-14 millionmetrictons
fromlastyear--athird consecutiveyear
of declines

U.S. wheat exportsare expected to de-
clineagainthisyear

Thesoybean crop, presently estimated at
2.9billionbushe sisdightly smallerthan
lastyear, mainly duetoloweryieldsinthe
western Corn Beltand the South

Thedomesticricecropwill besmalerthis
year as will ending stocks, present
forecasts are for average prices to be
about $.75 per hundredweight higher
thanlast yearsaverageof $4.75-5.50

Another Great Crop Next Year?

Growersplanted about 2.2millionmore
acresthisyear andthebigstory isaver-
ageU.S.yieldsof 141 bushelsper acre,
comginationswhichwill leaveuswiththe
largest ending stockssince1992

Exportswill increaseagainthisyear, a
combination of low prices and poor
cropsinEastern Europeand Africa

Unlessdrought occurs, stocksat theend
of thismarketinglevel indicateanother
year of low prices, but probably not as

The

low asthisyear. Drought nextyear could
againchangethepicture, andspeculation
regardingdrought will providegrowers
withhedgingopportunities

California Situation

Californias grain production reflects
grower advantage in other areas and
continuesal onger termtempora decline.
Thisyear'sacreagewassdlightly higher
than last year's, but large increasesin
dairy numbers easily negated thisin-
crease

Californiadairy cow numbersremain
relatively highresulting in aprojected
grain production-usedeficit of nearly
5.3milliontons. Grainuseby poultry and
beef cows continues to decline while
broiler and dairy cow use continuesto
increase

Thetotal 11westernstategrain deficitis
about 7.85 million tons, down slightly
fromlastyear

Low feed prices will hold increased
plantingsdown, but MidWest growers
will do fairly well thisyear due to the
amazingyieldsthey achieved

Expect morepolitical pressure toreturn
tosomeformof traditional farm price
support programsnext year
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Continuing Important I ssues

« Are the net effects of low grain prices detrimental to the California agricultural economy?

* What would be the relative effects of drought on grain users and agricultural producers?

e How should users and growers protect themselves from unfavorable weather, changes in
export demand and changes in agricultural policy?

¢ Which segments are most vulnerable?

« How will comparative advantage shape the future of California livestock and grain industries?

¢ How is California's competitive advantage in livestock and grain affected by changes now
occurring in other western states?

Dec 2000 Corn Futures: Hi, Lo, Close
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Long hedgers had their best opportunties to hedge in July, a time when seasonal pricesare

usually highest, short hedgers best opportunity occurred in late April
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-Mil. Metric Tons-

Corn: Harvested Acres and Yield
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Average yields of 140 bushes per acre were
the third consecutive year above trend

Coarse Grains: Production
Foreign and U.S.: 1972-00
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Foreign coarsegrain production declined, a
result of poor cropsin Eastern Europe
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Corn: Production-Ending Stocks
U.S.: 1972-00
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Ending 2000 corn stocks will represent the fifth
consecutive year of growth

Corn: Season Avg Price
U.S.: 1972-00
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Grain prices dropped to loan rates in mid-sum-
mer, traders believe lows ihave been reached
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Wheat: Harvested Acres and Yield
U.S.: 1970-00
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Wheat harvested acres were up a bit this year

Wheat Exports

Foreign and U.S.: 1970-00
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The U.S. continues to lose export shareas a
result of the rising tide of world competition

Wheat: Production-Ending Stocks
U.S.: 1970-00
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Wheat stocks will be about 950 million
bushels,and global production isup a bit

Wheat: Market Price and Loan Rate
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Wheat prices averaged $2.65 last year and
may be about $.05-$.10 lower this year
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Dec 2000 KCBT Wheat: Hi, Lo, Close
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December wheat futures prices topped at more than $3.40 per bushel in late June but the cash

mar ket has been showing a bit of life in September

Coarse Grains: Ending Stocks
Foreign and U.S.: 1979-00
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UScoarse grain stocks have increased over the
past five years, while foreign stocks have de-
clined in the past two years
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Foreign and U.S. wheat production relationships
remain on the same relative long termtrend lines
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Coarse Grains: Exports
Foreign and U.S.: 1970-00
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Lower priceswill allow U.S exportersto move
moregrainintointernational marketsthisyear
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Feed Grains and Wheat Acres
11 Western and U.S.:1982 and 2000
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Western total grain acres relation to U.S
acresisstable

Total Grain: Harvested Acres
11 Western States: 1982-00
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Western production has been declining and the
regionisincreasingly dependent on imports

Calif. Feed Grain and Wheat Acreage
1982 and 2000
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California coarsegrain productionwasup a
bit this year

Agribusiness Management Conference « November 9, 2000



Calif. Feed Grains Production-Use
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Grain use in California in 2000 continues its
upward growth

California Feed Grains Deficit
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TheCaliforniafeed grainsdeficitisabout the
same this year as last, but both are higher
than the preceding four years

Feed Grains Production-Use

-1000 Tons- 11 Western States: 1982-00
20000
15000 I I I
= - Consumption

10000

5000 |-

1982 1984 1986 1988 1990 1992 1904 1996 1998 2050

Most of the aggregate western grain deficit
can be attributed to California and New
Mexico

11 Western States Feed Grains Deficit
1982-00
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The western grain deficit is calculated to be
about the same aslast year's
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