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December USDA S&D Report | Where are prices headed?

The market was generally disappointed by the lack of Those of us with old crop bushels at the elevator or in farm
bullish news from the December Supply/Demand Report. storage are really wondering that question. The fundamentals still
Most traders assumed we’d continue to see US corn, remain cautiously bullish, but concern still lies with the fact that
soybean, and cotton stocks tighten, corn stocks due to spec funds are still holding huge long positions in corn and
record ethanol grind pace, soybean stocks due to continued soybeans. The harvest prices have been set on our 2010 revenue
strong export pace, and cotton due to lower production and insurance policies, so now we’re on our own to manage the price
increased exports. Granted, USDA did increase the risk. Fortunately prices have steadily risen, though by any means
soybean export number by 20 million bushels, which cut the not without plenty of hiccups. Here are charts for March corn and

January soybeans, along with Dan Hueber’s technical

ending stocks to a tight 165 million bushels. But it appears
9 9 P comments on these markets as of Friday, December 10",

that the trade was looking for more. Keep in mind that there

were not any updated yield/ production estimates for corn
and soybeans from USDA in December. They skip
December while they're accumulating data from farm
surveys, and then put together their final US and state
production figures for the January S&D Report. That report

on Qanuary 12 th's year will be of great interest to all of us! “Even though we have punched into higher highs and have held
Until then, we will have to watch the Weekly Export Sales, reasonably stable on a closing basis, March corn has really been
NOPA Crush, and Weekly Ethanol Grind reports for unable to close above the high posted last Friday. | believe we
fundamental leadership of these markets. have room to extend this move higher into the 180 calendar day
cycle count on the 27th but it may be a slow grind higher as it
occurs. Cycle dates ahead between the 13th and 15th and a
couple days for pressure next week could position us for a buy.
Support should good between 5.69 and 5.57.” (closed @ $5.75)

World stocks increased in the December report on
everything but soybeans. Corn stocks were higher due to an
increase in the Canadian and Ukrainian production
estimates. Wheat stocks were up sharply on raises in
Canadian, Australian (big ?), and Pakistani wheat
production. Despite a cut in US cotton stocks, world stocks
rose due to better production estimates from Brazil and
Australia. USDA kept South American soybean production
estimates unchanged, with Brazil at 67.5 mmt and Argentina
at 52.0 mmt, even as some private analysts are beginning to
cut their estimates of those countries’ crops. Weather
produced by the strengthening La Nina will continue to be
under close scrutiny in coming weeks as countries like China

“(January) Beans are seeing a minor amount of follow-through
pressure and we should have potential yet for another day or so
next week. My next cycle dates do not line up until the 15th/17th

wonder whether they need to buy more soybeans from the and while it is hard to imagine prices tracking lower that entire
US or whether they can wait for cheaper supplies from S.A. time, we could continue to chop sideways through then. Ideally
; ; ; ; ; — X such action would position us for a rally into the end of the month
The information contained herein does not constitute a solicitation to buy or sell commodity .
futures or options contracts. Hypothetical performance results have certain inherent Whe.re we will Complete the 5th CyC|e of 90 calendar days from the
limitations, and do not represent actual trading. Trading futures involves risk of loss. low in October 2009.”
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"Don't Let The Big
One Get Away!"

That's the message we want to share for 2011. With futures
prices for next year trading more than a dollar for corn and three
dollars for soybeans higher than what folks were actively selling for
2010 crops, and with most inputs in line with last year’s levels,
profit potential for next year may be the best we've ever seen at
this time of the year. Our DS Profit Matrix is the best tool
available to show this!

The top graph at right, the profitability graph, shows the result
each day of that day’s closing new crop futures price minus the
expected basis for next year’s delivery times expected yield minus
expected expenses. The line near the bottom of the graph is the
break-even cost of production. You can see that from last
February through early July this producer would have been
penciling in a return just above break even. But since then, the
rally in futures has taken expected net returns to as high as $307
an acre (using $700/acre expenses)!! To my knowledge, we've
never had a year which we could lock in a return of that level at this
point in the marketing year! Since then, the drop of nearly a dollar
in corn, followed by a 60 cent rally, has taken profitability down
over $125 from the high and then back up $75 since. What a ride!

The bottom tables to the right show the possibilities for next
year given different “plans”. The first plan is doing nothing — just
selling the bushels grown (top) at the harvest price (left). With
good production at a decent price, we can certainly make money
(green boxes). But with much of a loss of bushels or price or both,
we could easily be in a position of losing money! The second plan
is ultra aggressive — buying an 85% Revenue Protection (RP)
policy, selling 100% of guaranteed bushels (85% x farm APH),
and buying a $5.50/7.00 December call option spread on half of
the bushels, providing $1.50 upside window if corn were to rally.
With this plan, the producer is assured of making money no matter
what happens to yield or price, and potentially making a lot of
money if price goes down, if price goes up, and with good yields.

We agree that it's pretty easy to be bullish this year, with corn
and soybean stocks starting out tight, with Southern Hemisphere
weather uncertainty, etc. But it's also prudent to lock in profits —
especially big profits — when the market offers you a chance, while
still having the ability to add to those profits. Visit with your DCIS
agent or your DS marketer to use the DS Profit Matrix yourself and
make sure you Don’t Let The Big One Get Away in 2011!
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