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The Obama Administration has launched a new trade 
enforcement action against the People's Republic of China at the 
World Trade Organization (WTO), claiming China’s government 
support for producers of rice, wheat and corn is excessive. The 
complaint challenges China's use of "market price support" for the 
three key crops in excess of China's commitments under WTO 
rules. In 2015, China's "market price support" for these products 
is estimated to be nearly $100 billion in excess of the levels China 
committed to during its accession. Unfortunately, the move may 
cause a Chinese reaction that includes significant reductions in their 
import of U.S. ag products. The situation will not be resolved quickly.

Farm Program data released by the USDA’s Farm Service Agency 
(FSA) on September 12 continued signaling more corn and soybean 
acres were planted than was estimated last spring. As of Sept. 1,the 
FSA reported corn plantings (including failed acres) of 90.942 million 
and prevented-plant corn acres of 1.049 million. Soybean acres 
(including failed acres) were 82.001 million and prevented-plant 
soybean acres were 237,553 acres. Based on our analysis of the 
FSA data, we expect corn plantings to increase 570,000 acres to 
94.718 million and soybean plantings to increase 385,000 acres to 
84.073 million acres. USDA’s NASS will start incorporating FSA corn 
and bean acreage data into its October Crop Production Report.

In light of the recent consolidation in the ag chemical/seed field 
(i.e., Bayer-Monsanto, Dow-Dupont, Syngenta-ChemChina), many 
farmers, as well as other ag industry interests, are questioning 
their impact upon the sector. Numerous workers for the companies 
involved seem likely to lose their jobs. Moreover, the elimination 
of three major firms from the industry seems almost certain to 
reduce competition, decrease innovation and cause input prices to 
rise. “Consolidation of this magnitude cannot be the standard for 
agriculture, nor should we allow it to determine the landscape for 
our future,” says Roger Johnson, president of National Farmers 
Union (NFU). The possibility of a rejection of the mergers on antitrust 
grounds seems rather remote.

After crop industry interests made a big media push for funding 
improvements to the navigation system, including the locks and 
dams of the upper Mississippi River, the Senate passed a $10.6 
billion Water Resources Development Act (WRDA) bill that would 
authorize more than 30 Army Corps of Engineers water infrastructure 
projects and deal with financial assistance for state and local water 
systems, including an emergency program. The House is still 
working on its WRDA bill. There will be key differences that will need 
to be reconciled in a conference session that is most likely during the 
post-election lame-duck session. Much of the existing infrastructure 
is 80 years old, so an update is sorely needed.

Ongoing farm-equipment sales may provide evidence of a 
turnaround in ag outlook or the extension of the current downturn. 
The gloomy price situation and outlook are making new machinery 
sales difficult. Sales from Deere, CNH Industrial NV and AGCO 
Corp. have been weak. Tractor shipments in North America are 
down almost a quarter this year from a year earlier, with combine 
sales about 20% lower. Dragging industry down is a plethora of used 
equipment. The number of used Deere tractors held by dealers has 
doubled the past four years to 37% of trailing 12-month sales. Also, 
record numbers of secondhand combines are competing with new 
machines.

Farm Manager Focus
Farm Income to Fall Again in 2016

Net farm income for 2016 is now forecast at 
$71.5 billion, down 11.5 percent from 2015’s 
revised $80.7 billion figure. Both the estimate 
for 2015 and the forecast for 2016 surged 
above from USDA’s February forecasts at 
$56.4 billion and $54.8 billion, respectively. 
The rise mostly reflects downward revisions 
to expenses. Even so, this would be the third 
consecutive annual decline in farm income 
and the lowest net income since 2009.  
Net cash income is also forecast down in 
2016, falling 13.3 percent to $94.1 billion and 
a 30.6 percent decline from the 2012 peak 
at $135.3 billion. Similar to net farm income, 
USDA revised cash farm income up from 
their February 2016 forecast at 90.9 billion. 
Cash receipts for 2016 are predicted to fall 
$25.7 billion or 6.8 percent to $353.4 billion. 
Receipts are also down $14.1 billion from the 
previous forecast. Compared to a year ago, 
lower crop receipts account for $7.1 billion of 
the decline in total receipts, falling to $189.4 
billion while lower livestock receipts are pro-
jected down more sharply, falling $18.8 billion 
to $171.1 billion.      
After climbing sharply from 2010 to 2014, live-
stock receipts turned down in 2015 and are 
forecast to fall again in 2016. Livestock rev-
enues are projected down $18.7 billion from 
2015 to $171.1 billion. Cattle and hog receipts 
are down $10 billion and $1.4 billion, respec-
tively. Revenues from eggs are expected $7 
billion lower (52 percent) from 2015. Dairy 
receipts are $1.3 billion lower. Production ex-
penses are expected to decline for a second 
straight year. Expenses are down $10.1 billion 
(2.8 percent) from 2015. 
With lower grain prices and high farm pro-
gram enrollment, farm program payments in-
crease sharply, rising 25 percent from 2015 to 
$13.5 billion. This is the highest government 
payment level since 2006. Under the 2014 
Farm Bill, payments increase as crop prices 
and revenues decline. The financial condition 
of the agriculture sector remains solid, but 
profitability is clearly suffering. Return to farm 
assets is forecast at -1.0 percent this year, 
down from a return of -0.2 percent in 2015. 
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CORN
As expected, USDA cut its U.S. corn 
yield estimate on the September 
12 Crop Production report, but the 
size of the reduction was smaller 
than expected. The latest figure, at 
174.4 bushels/acre, is 0.7 below the 
August forecast, but still well above 
the current record at 171.0 bushels. 
When combined with unchanged (for 
now) acreage figures, this puts the 
2016 harvest at 14.974 billion bushels. 
As a result, USDA trimmed 2016-17 
carryover less than expected, to 2.384 
billion bushels, in its Supply/Demand 
(WASDE) report also released that 
day. Meanwhile, combines are rolling 
in southern areas, and some activity is 
beginning farther north. Additionally, 
basis softened last week as end users 
anticipated a large harvest. Bulls 
hope robust export demand will limit 
price pressure, but corn export sales 
of 703,500 metric tons (MT) the 
week ending Sept. 8 were lower than 
expected. The pace needs to pick up 
in order to help the market secure an 
early harvest low, but basis is likely to 
weaken in the coming days and weeks 
as the large crop is absorbed by the 
pipeline. 

SORGHUM
USDA revised its 2016 sorghum 
production estimate up 14 million 
bushels from August to 488 million. 
Production is down 109 million 
bushels from 2015. The national 
sorghum yield is now 75.7 bushels 
per acre, only 0.3 bushels below 
last season’s record. With the lower 
production, sorghum use is projected 
to decline by 115 million bushels, 
led by lower exports. Shipments to 
China are expected to decline as that 
country’s government moves large 
official corn stockpiles into domestic 
market channels. While sorghum 
prices are expected to decline 25 cents 
per bushel from 2015/16 to $3.05 
per bushel, sorghum prices are seen 
strengthening relative to corn. As a 
result, sorghum use for ethanol is 
projected to decline from last year.

SOYBEANS
Soybean futures returned to the 
bottom of the August-to-September 
trading range in reaction to USDA’s 
higher-than-expected Sept. 12 soybean 
crop peg of 4.201 billion bushels. The 
average yield forecast at 50.6 bushels/
acre would smash former records. 
The implicit supply increase exceeded 
USDA’s surprisingly large 60-million 
bushel cut to old-crop carry-over. The 
reduction reflected a sharp upward 
revision to 2015/16 exports, from 1.88 
billion to 1.94 billion bushels. The 
2016/17 export forecast was boosted 
35 million bushels to a record 1.985 
billion. Thus, traders are relying 
on torrid export demand to support 

prices, but the market didn’t receive 
near-daily doses of export news in 
mid-September as had previously 
been the case. Soybean basis has 
also weakened in anticipation of the 
record crop. Weekly export sales of 
1,018,600 MT for 2016-17 during 
the week ending Sept. 8 met traders’ 
expectations, and shipments were also 
strong. It will take persistently robust 
demand to stabilize soybean futures, 
which are still searching for a seasonal 
low. 

WHEAT 
USDA made no changes to its 
production, usage or stocks forecasts 
in the September 12 reports. It again 
pegged 2016-17 U.S. wheat carryover 
at 1.10 billion bushels, the largest 
since 1987-88. That number could 
shift significantly after September 30, 
when USDA releases its annual Small 
Grains Summary and Grain Stocks 
reports. Those data are also likely to 
lead to significant shifts on the next 
WASDE to be published October 12. 
Meanwhile, price action in the wheat 
markets is largely influenced by those 
in corn values. HRW wheat in the 
Southern Plains is still priced below 
corn at some locations. Given wheat’s 
higher protein content, it’s a very good 
value for feedlots. This suggests the 
stocks report will indicate rampant 
feed usage and could be viewed 
as supportive for prices. Spring 
wheat harvest was 94% complete 
as of September 11, implying an 
end to its influence over prices. 
That may partially explain the HRS 
market’s recent modest gains against 
winter wheat prices. Prices may be 
influenced by potential changes from 
Statistics Canada’s September 20 crop 
production report.

CATTLE
Cash cattle traded around $120 the 
first week of August, then declined the 
next five weeks, with prices averaging 
around $105 ahead of Labor Day. 
Such sustained losses are unusual in 
most circumstances, but the current 
situation, in which weak demand is 
compounded by surprisingly large 
late-summer supplies, isn’t the 
norm. Still, spot markets were due 
for a short-term bounce in mid-Sept. 
Improved retailer demand spurred 
boxed beef movement, but beef prices 
continued to soften. Meanwhile, 
climbing October futures presaged 
a big cash market rebound on Sept. 
16. Ultimately, the market’s ability 
to sustain gains is questionable until 
beef prices stabilize. Bears will keep 
prowling until routed, but seasonally 
declining supplies could do so. That 
is, spring and early-summer feedlot 
placements are usually the smallest 
of the year, thereby implying reduced 
fall-winter marketings.

HOGS
Average hog weights in the Iowa-
southern Minnesota market rose 3.4 
lbs. from the previous week during 
the week of Labor Day, which was 0.4 
lbs. under the comparable year-ago 
figure. It’s tempting to blame the 
increase on the fire at Smithfield’s 
Monmouth, Il., processing plant, but 
weights usually surge during the week 
of Labor Day. Last year, weights 
rose 3.2 lbs. from the prior week. 
We believe the fire exaggerated the 
weight increase and reminded the 
industry of looming packing capacity 
issues. Traders also suspect summer 
slaughter totals, averaging about 1% 
over expected levels, signal upward 
revisions to the June data when USDA 
releases its Sept. 30 Hogs & Pigs 
Report. They worry that fall supplies 
will swamp packing industry capacity 
and send prices tumbling.

FEEDER CATTLE
The CME feeder cattle index dropped 
about $15/cwt from its mid-August 
high at $149/cwt to mid-September 
levels. Weakness in fed cattle prices 
kept pressure on feeder cattle values. 
Still, low corn prices and abundant 
forage should help underpin yearling 
and calf prices this fall. The current 
breakeven for new feedlot placement 
is about $107/cwt, which is near 
where February 2017 live cattle 
futures are currently trading. In order 
for feeder cattle prices to strengthen, 
deferred live cattle futures must 
improve as well. Calf prices face 
seasonal weakness as the fall calf run 
gains momentum. On a good note, 
pasture conditions are a positive for 
the calf market.

DAIRY
In its August Milk Production 
report, USDA stated July U.S. milk 
production at 17.915 billion pounds, 
up 1.4% annually and a fresh record 
for the month. USDA revised its U.S. 
milking herd estimate for the month of 
June up 2,000 to 9.330 million head. 
However, instead of declining as is 
quite common in July, the latest total 
was boosted another 2,000 to 9.332 
million. This marks the largest U.S. 
dairy cow population since December 
2008. The long-term upward trend in 
milking efficiency persists, with milk 
production per head rising another 
1.2% to 1,920 pounds/cow in July. 
Doane views the price strength seen 
through mid-2016 as encouraging 
production and tends to think the 
market will underperform through fall 
and winter as a result.
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