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HIGHER CORN PRICES AHEAD?

Last week's newsletter outlined the likelinood of declining U.S. and world stocks of coarse grains
during the 1997-98 marketing year. The unfolding supply and demand prospects for the U.S.
corn crop continue to point to the potential of higher prices some time during the 1997-98
marketing year. Due to relatively small world inventories and the trend of increasing
consumption, price increases for other commodities cannot be ruled out, but corn appears to
have the most potential.

Traders now appear to be anticipating a U.S. corn crop smaller than the USDA’s August
estimate of 9.276 billion bushels. ldeas that mid to late August precipitation would add to yield
potential faded as temperatures declined and some forecasters called for an earlier than normal
killing frost in parts of the corn pelt. Some private crop surveys supported the contention of a
smaller crop. Those observations should be viewed with some caution, however, since they lack
sampling rigor.

The market is also taking note of private estimates of a much smaller Chinese corn crop in 1997.
In its August report, the USDA estimated the potential for the Chinese corm crop at 4.33 billion
pbushels, compared to last year's Crop of 5.018 billion bushels. The smaller crop is expected to
reduce China’'s net exports of corn from 105 million pushels this year 1o 30 million bushels
during the upcoming marketing year. Some estimates for the Chinese crop are as low as 3.6
billion bushels. If the crop is significantly smaller, China would be expected to be @ large net
importer of com in 1997-98. Some analysts are suggesting China could import 350 to 400
million bushels of U.S. corn during the year ahead. China imported 87 million bushels of U.S.
corn during the 1995-96 marketing year, none during 1996-97, and has not purchased any u.S.
comn for delivery during the 1997-98 marketing year. In fact, China continues to export corn from
last year's harvest. An already small projection for U.S. stocks at the end of the 1997-98
marketing year would become even smaller with large Chinese purchases. Some increase in
prices would be required to ration the available supply-

In addition to the size of this year's com crop in the U.S. and China, the market is being
influenced by the strong El Nino weather pattern. There is not complete agreement about the
implications of the current pattern on world and U.S. crop production potential during the year
ahead. Much apparently depends on further development of the pattern and the timing and
speed at which the pattern reverses. The bottom line is that the market is anticipating a
continuation of very unsettled weather which could lead to additional production shortfalls in
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and any additional strength prior to harvest, would be an Opportunity for catch-up sales if the
higher prices of March and April were not captured on a portion of the crop. Ownership of a
significant portion of the crop appears to be warranted on the basis of the major uncertainties
ahead.

Cariel Hppt

Issued by Darre| Good
Extension Economist
University of llinois
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