February USDA crop reports rarely hold any big market surprises, and the 2016
report did not disappoint! The WASDE data confirmed that US demand continues
to ebb lower. WASDE cut US 2015/16 corn exports by 50 million bu, US wheat
exports by 25 million bu, and the US soybean crush rate by 10 million bu. Curtailed
demand trends are never bullish, and this is especially the case when S America is
preparing to harvest record, or near record, large crops. The reaction of the market
was not overt, but the supply surplus will likely limit rallies. Combined world corn,
soybean and wheat stocks were pegged by WASDE at a record large 528 million
mt, up 30 million from last year’s record. The world is awash in grain and world
wheat stocks at 239 million mt are overbearing. It is the abundance of world wheat
that will cap any rally in corn or other feed grains. Our concern is that the Russian,
European, Chinese and US winter wheat crops will exit dormancy in their best
condition in years. World combined corn, wheat and soybean trade is expected to
be down 18 million mt from the 2014/15 crop year as China tries to slow feed grain
imports and world end users are disinterested, to say the least, in forward
coverage in wheat. This means producers laden with supply will be looking to sell
cash wheat/corn on any modest rally. S American farmers will be more aggressive
sellers of their new harvest amid ongoing currency weakness. Although the
February USDA report was not a surprise, the data reconfirmed bearish price
trends that are likely to persist into late winter or spring. Only adverse N
Hemisphere weather can alter prevailing trends. Research argues for a slow grind
lower into late March and April.
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but this was more
than offset by a 50 million bu cut in exports. US corn exports of 1,650 million bu is



better in line with pace of sales and shipments to date, but additional cuts lie in the
offing without a dramatic improvement in weekly US corn sales in the next few
months. S America’s new crop corn crop will hit the global market in April and May.
US corn imports were raised 10 million bu. The USDA’s average farm price was left
unchanged at $3.60, which argues for spot futures range of $3.40-3.80.

Our focus remains on trade and we expect a demand-driven bear market to

Total US Corn Cansumption continue into the growing season. The

» graphic alongside displays total US corn

10 / ~___———  consumption since 2000, with 2015/16

s 1 <2 ‘|| adjustments since October highlighted. Corn

use plateaued in 2014, and the USDA has
H | been steadily reducing US consumption
. { H “{{L4 ||| throughout 2015/16. Total US comn

I »a
= N~
|
|
7 7\
1
1 Z\7 1

consumption is now projected at 13,545

| | million bu, down 200 million from the October

SEEEEEEEEEEEEEEZEE Y WASDE, and 200 million below last year.
Domestic use will stay flat in the years ahead,

and so export demand is needed to trigger a more bullish demand landscape.
USDA elevated the 2016 S American corn crop based on high prices in domestic
currencies (and thus higher seedings) and favorable weather. S American corn
exports will be robust beginning in April and will persist into early 2017. US corn
will have to compete.

Argentine and Brazilian corn production were raised a combined 3.9 million mt to

Sootts 2 ol BTl Trade 111 million, just 1 million mt shy of the
0% previous year’s record. Global corn trade was
0% TS also hiked 2.7 million mt, but the US’s share
0% of world trade continues to erode as
so evidenced in the graphic left. Total world
- corn stocks were left unchanged at a record

209 million mt. The trade will debate US
weather conditions and yield beginning in
late spring, but the primary issue is that US

. corn trade is being curtailed amid
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market is also competing with corn for world feed consumption. A drought in a
major N Hemisphere exporting country is needed to revitalise US corn exports. The
USDA’s updated US stocks/use forecast of 13.8% suggests a spring bottom of
$3.20-3.40 and rallies above $3.80 will be difficult to sustain. The abundance of
world wheat tells end users that there is no rush to add to forward coverage. We
would argue that December corn will be capped on any rally to $4.00.

30%

20%

10%



Soybeans traded on both sides of unchanged following the WASDE report release,
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but ultimately finished
near unchanged.
Changes to the USDA’s
balance sheet estimates
were generally in line
with what the trade had
been expecting, but
continue to lean bearish
as US soybean stocks
are projected at a 9-
year high. The USDA
did not alter their export
forecast, which was
held at 1,690 million bu,
while crush was
lowered by 10 million
bu to 1,880 million, and
the ending stocks
projection increased by

the same amount to 450 million bu. The season average price forecast was also
held unchanged at $8.05-9.55. We hold to a view that the USDA is likely
overestimating annual exports and crush, and that larger stocks can be expected.
Bearish price trends will continue with spring lows likely to be set at $8.20.

Minimal changes were made to the 2015/16 world balance sheet, with larger carry
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in and production more than offsetting slight
increases in world demand. Global soybean
stocks (as of October 1) are projected at a
record large 80.42 million mt. The February
WASDE increased the estimate for the
Argentine soybean crop by 1.5 million mt to
58.5 million mt, on a slight increase in the
national yield. Argentine exports were held
unchanged at a six-year high of 11.8 million
mt, while crush was projected at a record
large 43.5 million mt. No changes were made
to the Brazilian balance sheet, with production holding at a record large 100 million
mt, and exports estimated at a record 57 million mt. October 1st soybean stocks
were estimated to be similar to last year at 19.3 million mt, which means that Brazil
will likely steal away export business from the US at the start of the US new crop



US wheat ending stocks were raised 25 million bu amid a similar cut in exports.

US Wheat Supply/Demand Balance This was largely
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Production 2,026 2,052
Carry In 590 752
Imports 149 120
Total supply 2,766 2,924
Food 958 967
Seed 81 66
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of 765 million bu, which is simply the sum of all captive markets, non-traditional
demand is zero. US winter wheat condition ratings and longer-term climate
forecasts offer no real threat, and amid carryover supplies of 980 million bu, end
stocks in 2016/17, all things remaining as they currently appear, will exceed 1,000
million, perhaps substantially so. Already wheat markets in Europe and the Black
Sea are trading near parity with corn. We fear the goal of the US market is the
same going forward with a harvest low estimated at $4.00 for a bottom during the

gut slot of the 2016 harvest.

The sheer size of the global wheat surplus almost mandates wheat and corn
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trading at parity. World wheat stocks were
increased another 7 million mt, mostly due to
multi-year revisions to China, and global
wheat stocks have now been raised in seven
of the last nine WASDE releases, and in three
straight reports, surpluses keep getting
bigger, which is in large part why the market
has yet to find a lasting bottom. Major
exporters’ balance sheets also continue to
loosen. The graphic alongside displays non-
US exporters’ production less domestic use,

and currently the non-US surplus rests at a record large 113 million mt. This



surplus is likely to grow with normal N Hemisphere weather in April/May, and the
wheat market’s goal for the foreseeable future is to encourage enlarged demand
and reduced world acreage.



