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Executive Summary  

WASE reported within its July report that world corn, soybean 
and wheat end stocks for 2009/10 would exceed last year by a 
noticeable 20 MMTs. Some of the stock increase is due to 
Chinaõs building of strategic reserves (they understand that 
speculators are  not to blame for rising food/energy prices) for 
the next weather shortfall. ARC research argues that WASDEõs 
world wheat production estimate is too large by at 16 MMTs, 
and that at current low prices, WASDE is too low with its world 
corn demand forecast. Either way, WASDE does not want to 
make the same mistake that it did last year by forecasting 
strong demand and tight stocks ð only to reverse the forecast in 
the ensuing next 7 monthly reports. In other words, WASDE is 
taking a much more conservative appr oach to this year õs world 
grain and oilseeds balance sheets with 2009 world grain 
production still in the making.  

One big question for the grain markets is whether the US and 
world economy will emerge from its recession by the 4 th  
quarter of 2009 or the 1 st  quarter of 2010? Our bet is that the 
US and world economy bottomed in March ð with emerging 
markets likely to pull the rest of us upwards. This means that 
by mid August or late summer ð we expect that investment 
flows will be looking to secure commoditie s and sell the US 
dollar. Maybe this is why the FED and the CFTC are trying to 
force new regulation on the market?  In either regard,  a 
bottom in  grain /oilseed  markets  are expected soon, and 
market recoveries should be underway  by early autumn .   

The size of the grain/oilseed recovery depends on the health of 
the Indian monsoon and how much world vegoil prices rise into 
year end. The outlook  for vegoils is turning decidedly bullish 
amid falling stocks and strengthening demand. 
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A Record El Nino in the Making?  
 

 
 
The world has been somewhat drier than 
normal in 2009. The map above depicts the 
drier -than -normal regions , which include a 
large share of Argentina, Central Africa, and 
spotty sections of Canada, Europe and the 
FSU as of July 1st.  
 
Notice that a much of Brazil, Australia and 
the US have enjoyed near to above normal 
soil moisture due to adequate to abundant 
rainfall in recent months.  
 

 
 
The ENSO forecasting models are all in 
agreement that El Nino has formed and will 
likely build as  rapidly as it did in 1998.  
Equatorial Pacific Ocean temps are rising by 
the day, and the gains over the past month 
are historic. Back in April ,  a weak La Nina 
(cool temps) still existed.  

 
The dramatic warming of the Pacific can be 
seen in the NOAA observed temperature 
maps above. El Nino is coming on strongly in 
areas just north of Australia, and is 
spreading rapidly eastward. By most 
traditional measures, El Nino is now in place 
and likely to amplify d ramatically in the 
coming weeks and months. The big question 
for world grain traders is what does the 
arrival of a strong El Nino mean for world 
grain production?  
 
Unfortunately, the main area of  drought is 
located in Argentina ð where 17 months of 
below -normal rainfall has caused soil 
moisture to fall to levels not witnesse d in a 
generation. The lack of rain has  devastated 
crops and produced massive liquidation of 
Argentinaõs famous cattle herd, as pastures 
dried up and feed costs rallied dramatically.  
 
Unfortunately, the rapid development of El 
Nino will likely cause the drought to persist 
into September. This will have a dire impact 
on their winter wheat crop, and reduce new 
crop corn seeding.  
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The good news is that El Nino correlates 
with a much wetter Argi weather profile 
from December into February , which would 
favor South American soy production. Itõs 
likely that Argentina could p lant a record 
number of acres of  soybeans this year (19 -
20 Mil HA) with a rainfall increase in 
October and November which would favor 
yield.  Clients need to consider that 
Argentina could produce a record 52 MMTs 
soy crop next April and May.  
 
The other strong correlation is that 
Australia will endure a 2009/10 summer of 
above normal heat and dryness. The graphic 
above reflects Aussie rainfall during the 
July -August timeframe.  In a similar El Nino 
event in 1998, Aussie rains halted in July 
and did not restart in earnest until mid -
1999. This caused a drop in Aussi e crop 
yields.  
  
Interestingly, Southern Hemisphere wheat 
production could fall to its  lowest levels in 
60 years with El Nino rapidly building.  

An Argentine wheat crop of 4 -7 MMTs 
combined with an Aussie wheat crop below  
of 15 MMTs could spell real export  interest 
in the Northern Hemisphere .  This means 
that crop quality should be a very important 
issue in coming weeks throughout the 
Northern Hemisphere. Hi -protein wheat is in 
vogue and could become even dearer with 
any further Southern Hemisphere loss.  
 
Nearby, the rapid onset of El Nino implies 
that extreme heat will be centered across 
the US Southern Plains /Western US for the 
remainder of the summer. The mean 
location of this Ridge and reduced hurricane 
activity will cause a further decline in Delta 
and Southern US soil moisture. Some of the 
declines could be historic.  
  

 
NOAA estimates that a large share of the 
southern US require s 3-6ó of rainfall to 
bring soil moisture back to historically 
normal levels based on the Palmer Drought 
Severity Index. Ty pically, El Nino reduces 
the prospects of strong hurricanes pushing 
inland across the Gulf States, which means 
that dryness through the middle or end of 
August will become acute. This is not a 
market fundamental today, but as the 
market starts to gauge US soybean yield 
potential in late July or early August, it 
could become a key  ingredient.  
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** Argentine Soy Exports and Crush  
 

 
 
 

 
 
 
Argentine export data for the period from 
October -May indicates that 4.7 MMTs of 
soybeans have been exported.  Private 
sources estimate June Argentine soybean 
exports at 1.1 MMTs, with total crop year 
exports then rising to 5.8 MMTs. Such a total 
is already above USDAõs June forecast of 5.4 
MMTs. ARC estimates 2008/09 US Argentine 
soybean exports at 6.5 MMTs. This means 
that Argentine from July into the next 
harvest has the capability to export just 
700,000 MTs of soybeans.  
 

The chart to the left reflects August-March 
Argentine soybean exports in the last 2 
prior crop years. Who is going to be willing 
to fill the 3.5 -5.0 MMTs of their  demand?  
 
As ARC reflected last week, Brazilian soy 
export availability is sharply curtailed amid 
record large demand. Furth ering our 
expectation that US new crop soybean 
demand will soar is buttressed by the lack of 
availability of Argentine soybeans and that 
their crush rates has actually exceeded a 
year ago in the March -May timeframe.  
 
If the June and July Argi crush rates 
average 2.5 MMTs, the cash availability of 
soybeans is in sharp retreat. Argentine 
crushers tell ARC that they are already 
having trouble sourcing replacement cash 
soybeans.  
 
If China harvests a sub 15 MMTs soy crop as 
private sources argue, their 2009/10 soy 
import needs will be as large as 40 -42 MMTs, 
of which 23 -25 MMTs will have to come from 
the US. This means that China would import 
as much as 800 Mil Bu of US soybeans 
compared to this year õs estimated 19 MMTs  
(697 Mil Bu) .  The additional demand from 
just China would push 2009/10 US soybean 
exports to 1,400 Mil Bu. If other importing 
nations switch their demand from Latin 
America to the US, our matrix forecasts a 
2009/10 US soybean export forecast of 
1,460 Mil Bu .  
 
The marketplace is clearly focused on spec 
liquidation and favorable US weather. 
However, once the size of the US soy crop is 
determined, a sharp demand led rally will 
be in the offing based on enlarged US 
soybean export and soy product export 
demand. Unless 2009 US soybean 
production exceeds 3,350 Mil Bu, extremely 
tight new crop US soy pipeline stocks appear 
to be inevitable.  
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World Wheat Production  
 

 
 
For some time, ARC has argued that the 
USDA is overstating global wheat 
production. The USDA is never a leading 
forecaster of supply and demand, but rather 
the final word  - retroactively. With winter 
wheat harvesting swinging into action across 
the Northern Hemisphere  - and planting 
occurring (or attempting to occur) in the 
Southern Hemisphere, accur ate production 
estimates are now becoming possible.  
 
 ARC estimates 2009/10 world wheat 
production at 639.9 MMTs. This is 42.3 
MMTs below production in 2008 and 16.2 
MMTs below the USDAõs current forecast .  
The big cuts in production look to occur in 
the Black Sea and Argentina. Australia is 
also on the list (as mentioned above) based 
on La Nina.  
 
In the Northern Hemisphere, the most 
watched crop is that of Black Sea. Drought 
in the Volga valley (southwestern Russia) 
and low early test weights have lowere d our 
production forecasts for Russia. Weather in 
Ukraine was also less than ideal through 
much of May. ARC estimates the FSU 12 
wheat crop at 97.6 MMTs. The USDA 
estimates this crop at 10 6.4 MMTs.  

 
 
 
The drier than normal weather pattern for 
much of Russia and Eastern Europe is 
depicted in the rainfall map above that 
started with the growing season on April 1 st.  
Notice that the only region to receive above 
normal rainfall is SE Ukraine.  
 
The early Russian harvest is underway and 
yields are falling belo w expectations. Unlike 
a year ago when high yields were the 
surprise, we fear that production estimates 
will be under pressure. The Russian ag 
minister estimated the 2009 Russian total 
grain crop at 85 MMTs, down just over 20% 
from last year. This total gr ain crop 
estimate would forecast 2009 Russian wheat 
production at 53 -55 MMTs. ARC is not that 
pessimistic, and we forecast production in a 
range of 55 -57 MMTs, well below USDA Ju ly 
forecast of 6 0 MMTs.  
 
And r ecent heavy rainfall in Central Europe 
is expected to weigh on both quality and 
marginally on yield. ARC estimates EU wheat 
production at 134.4 MMTs.  France and 
Spain have been too dry, while the rains do 
not stop for Germany. The world needs high 
protein wheat and the export trade will be  
closely monitoring the pending harvest. If 
the rains keep falling, a larger fall in 
production and crop quality is possible.  
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Cool temps and below -average rainfall in 
Canada has weighed on  yield. This week the 
CWB halted its aggressive offer of wheat due 
to large forward sales and new crop 
production and quality concern. ARC has 
lowered our estimate of the Canadian wheat 
crop to 23.5 MMTs. The 60 day rainfall 
production map above reflects the drier 
than normal trend across nearly all areas 
except E Manitoba .  
 
Recent rains have stabilized yield potential, 
but the crop desires DGDõs to catch up in 
maturity before the onset of a frost/freeze. 
If a sub tropical high pressure Ridge can 
become anchored across the SC US, then 
the rainfall prospects for the Prairie s will 
improve. This could marginally boost their 
wheat crop potential if the weather pattern 
develops as depicted.  
 
Increased acreage, as revealed on June 30 th  
and better than expected yields across the 
northern half of Kansas ha ve raised the US 
wheat production estimate of 57.1 MMTs . 
USDA pegged the crop at 57.5 MMTõs in its 
July report .  
 
In the Southern Hemisphere, production is 
being threatened by an establishe d and 

rapidly building El Nino and a drought 
currently in place in South America.  
 
Before yield is even discussed, harvested 
area in Argentina of a record low 2.8 million 
hectares allows for production of only 6.5 
MMTs. Continued dryness there will lower 
yield and negatively affect production 
further. Dry weather is expected there 
through  the next 14 days.  
 
ARC estimates Australian wheat production 
at 21.5 MMTs, unchanged from last year and 
1.5 MMTs below the current USDA estimate. 
As mentioned previously in this newsletter, 
El Nino bodes poorly for Australian weather 
from June to Septemb er. ABARE, Australiaõs 
USDA equivalent, estimates all -wheat 
production at 21.969 MMTs.  
 
What cannot yet be quantified, and may 
never fully be, is global production by class 
of wheat. Production losses are expected in 
areas that typically grow wheat of the 
highest protein, including TX, OK,  KS, 
Germany, Argentina , Kazakhstan and 
potenti ally Australia. Countries that are able 
to export high -protein milling wheat will be 
rewarded ðcountries that even have  high-
protein milling wheat will feel rewarded.  
 
ARC will provide continuous updates on 
world wheat production amid El Nino. 
Moisture sensitivity begins in Australia in 
late August/September.  If the dryness 
persists for another 2 -3 weeks in Argentina, 
the planting window will be closing.  
 
For now, the focus will be on the quality of 
wheat harvested in the Northern 
Hemisphere . Watch weather and harvest 
progress closely. The harvest will be starting 
in France, Germany an d C Russia in the next 
10 days and warm/dry conditions are now 
desired.  Rain would cause de lays and issues 
for crop quality and quantity.  


