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Topics in this Month’s Update: 

1. August Crop Production Report: USDA Projects Large Corn and Soybean Yields 

2. August WASDE Update: Corn May Weather the Storm Better than Soybeans 

3. Corn and Soybean Crop Condition: 2018 vs. Previous Years 

4. Precipitation and Temperature Outlook: Implications for the Growing Season 

5. 2017 Corn, Soybean, and 2018 Wheat Basis vs. Previous Years – Implications for Storage 

6. Projected Corn, Soybean, and Wheat Futures Trading Ranges to July 2019 

7. 2018 Corn and Soybean Risk Management Opportunities 

8. 2019 Corn, Soybean, and Wheat Risk Management Opportunities for February Delivery 

9. 2018 Corn and Soybean Risk Management Plan – August Update 

10. How has USDA’s Yield Forecast Changed from August to January over the Last Twenty 
Years? What are the Implications for 2018 Corn and Soybean Yields and Their Balance 
Sheets? 

11. How Do I Get on the Email Distribution List to Receive this Newsletter? 

Topic 1. August Crop Production Report: USDA Projects Large Corn and Soybean Yields 
 The August Crop Production report provides the first in-field yield measurements and farmer survey for the 
2018 corn and soybean crops.  Before this report, USDA uses a statistical model of yield that incorporates weather 
data, crop progress, and crop condition information. Based on the weekly Crop Progress reports, both the corn and 
soybean crops are progressing towards maturity at a faster pace than the five-year average. Similarly, both crops are 
generally in better condition than last year’s crops. These factors suggest above-trend yields for both crops. 
 Analysts surveyed before the report’s release expected USDA to project the U.S. corn yield at 176.3 
bushels/acre (BPA) an increase of 2.3 BPA from the trend yield. Analysts also expected the soybean yield at 49.8 BPA, 
which would be a 1.3 BPA increase from the soybean trend yield. USDA surprised both markets by projecting the corn 
and soybean yields at 178.4 and 51.6 BPA, respectively (Table 1).  The corn yield was near the upper-range of the 
analysts’ projections while the soybean yield exceeded the upper-range of yield guesses.  
 Table 1 reports the projected corn and soybean yields from the August report for the Midwestern and Southern 
states. The 2018 yields are also compared to last year’s yields.  Four of the top-five corn-producing states are projected 
to have equal or larger corn yields than last year’s corn yields. Specifically, Nebraska (+15 bushels), Illinois (+6 bushels), 
Indiana (+6 bushels), and Iowa (unchanged) are currently projected to achieve higher yields. Michigan (-1 bushels), 
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Kansas (-3 bushels), and Minnesota (-3 bushels) are projected to obtain lower corn yields. Missouri, which has been 
devastated by drought, is projected to have a corn yield that is 39 BPA less than the 2017 yield.  
 

Table 1. Projected Corn and Soybean Yields from August 2018 Crop Production Report and Comparison to 2017 
Final Yields. 
 All five of the top-five soybean 

states are projected with higher 
yields than 2017. Illinois (+6 
bushels), Indiana (+4 bushels), 
Nebraska (+4 bushels), Iowa (+3 
bushels), and Minnesota (+2 
bushels) from 2017. USDA 
projects lower soybean yields for 
Missouri (-4 bushels) and Kansas 
(-1 bushels). USDA projects 
larger yields for the rest of the 
Midwest states. 
 
USDA projects lower corn yields 
for most Southern states with 
only Virginia (+8 bushels), 
Tennessee (+3 bushels), and 
Alabama (+3 bushels) projected 
higher than 2017.  Soybean 
yields are also mostly lower in 
the South excluding Alabama (+2 
bushels) and Oklahoma (+1 
bushels) from 2017.  

Source: Crop Production report August 10, 2018.  
 

 USDA projects Kentucky’s corn yield at 175 BPA, which is 3 bushels less than 2017. Kentucky’s soybean yield is 
projected at 53 BPA, which is the same as 2017 (Table 1).  
 The U.S. corn yield, if realized, would be 1.8 BPA larger than last year’s yield. If realized, the 2018 corn yield 
would be a record. The 2018 U.S. soybean yield, if realized, would be 2.5 BPA larger than last year’s yield. The soybean 
yield would be the second largest on record if realized (Table 1). 
 USDA will update their production information monthly from September to November. The final estimates will 
be in the January 2019 report. Future in-field measurements will analyze the seed weight for corn and soybeans. 
Market bulls are hoping that heat and moisture stress will reduce test weight and lower yield projections. Stay tuned 
for next month’s report! 
 
Topic 2. August WASDE Update: Corn May Weather the Storm Better than Soybeans 

The August WASDE incorporates the Crop Production information into the corn and soybean supply projections 
with the corresponding impacts on ending stocks and U.S. marketing year average (MYA) price. Analysts surveyed 
before the report’s release expected old-crop corn and soybean stocks to decline. The analysts also expected the new-
crop corn and soybean stocks to increase from the July report because of the expected increase in yields.  

USDA did not adjust the old-crop corn supply and use projections from the July report. As a result, old-crop 
ending stocks remain slightly larger than 2 billion bushels (Table 2). USDA adopted the U.S. corn yield of 178.4 BPA, 
which is a 4.4-bushel increase from the July report. This yield increase corresponds to a 356 million bushel increase in 
the 2018 corn crop and total supply from the July estimates. Compared to the 2017-18 marketing year, total corn 
supply is projected to be 273 million bushels lower to 16.7 billion bushels (Table 2) mostly due to a smaller carry-in. 
Total new-crop corn use is projected to increase slightly by 70 million bushels. This increase is from increased feed, 
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industrial and ethanol use. Corn exports are projected at 2.35 billion bushels, which is slightly less than last year’s 
exports (Table 2). 

If realized, 2018-19 corn ending stocks could decline by 343 million bushels to 1.68 billion bushels. If realized, 
the days of stocks would decline to 41-days or an 11.2% stocks-to-use ratio. The projected U.S. farm price would 
increase to $3.60/bushel (Table 2).  

USDA increased old-crop soybean use by 35 million bushels in the August report due to increased projected 
crushing use (+10 million bushels) and exports (+25 million bushels). The impact on old-crop ending stocks is a 35 
million bushel reduction to 430 million bushels (Table 3). The impact of a larger carry-in and a yield of 51.6 BPA is to 
increase new-crop soybean supply by 325 million bushels to a supply projected at over 5 billion bushels (Table 3).  

 

Table 2. U.S. Corn Supply and Use. Table 3. U.S. Soybeans Supply and Use. 

  
 

 USDA increased 2018-19 soybean use from the July report with increases to crushing (+15 million bushels) and 
exports (+20 million bushels). However, total use is still projected to be 30 million bushels less than last year’s use. 
Export uncertainty weighs on the soybean market and drives the lower projected use (Table 3).  
 USDA project 2018-19 soybean stocks to increase to 785 million bushels. If realized, this equates to a 67-day 
supply of soybean stocks and an 18.4% stocks-to-use ratio. This ratio is the largest stocks-to-use since 2006 and the 
largest sheer quantity of stocks on record. This mountain of stocks weighs heavily on the market and pushes the U.S. 
farm price lower to a projected $8.90/bushel (Table 3). 
 

Table 4. U.S. Wheat Supply and Use.  

 

USDA did not adjust the old-crop wheat projections. USDA 
reduced the U.S. wheat yield by 0.1 BPA, which translates to a 
4 million bushel reduction in production and supply. The 2018-
19 wheat supply is projected to increase by 33 million bushels 
with production increases offset by lower carry-in and imports. 
 
Total use is projected to increase by 199 million bushels from 
last year. This increase is mostly from a 124 million bushel 
increase in exports.  
 
Ending stocks are projected to decline by 165 million bushels to 
935 million bushels. This reduction in stocks is projected to 
support a higher U.S. MYA price of $5.10/bushel (Table 4). 

 
 

2015-16 2016-17 2017-18 2018-19 Change from
Estimated Projected 17-18

Planted Area (million) 88.0 94.0 90.2 89.1 -1.1
Harvested Area (million) 80.8 86.7 82.7 81.8 -0.9
Yield (bushels/acre) 168.4 174.6 176.6 178.4 +1.8

Beginning Stocks 1,731 1,737 2,293 2,027 -266
Production 13,602 15,148 14,604 14,586 -18
Imports 67 57 40 50 +10
              Total Supply 15,401 16,942 16,937 16,664 -273

Feed and Residual 5,131 5,472 5,450 5,525 +75
Food, Seed & Industrial 6,635 6,883 7,060 7,105 +45
       Ethanol and by-products 5,206 5,432 5,600 5,625 +25
Exports 1,898 2,293 2,400 2,350 -50
              Total Use 13,664 14,649 14,910 14,980 +70

Ending Stocks 1,737 2,293 2,027 1,684 -343
Stocks/Use 12.7% 15.7% 13.6% 11.2%  -2.4%
Days of Stocks 46 57 50 41 -9
U.S. Marketing-Year Average 
Price ($/bu) $3.61 $3.36 $3.40 $3.60 +$0.20

Source:August 2018 WASDE - USDA: WAOB.

------------------- Million Bushels -------------------

2015-16 2016-17 2017-18 2018-19 Change from
Estimated Projected 17-18

Planted Area (million) 82.7 83.4 90.1 89.6 -0.5
Harvested Area (million) 81.7 82.7 89.5 88.9 -0.6
Yield (bushels/acre) 48 52 49.1 51.6 +2.5

Beginning Stocks 191 197 302 430 +128
Production 3,926 4,296 4,392 4,586 +194
Imports 24 22 22 25 +3
              Total Supply 4,140 4,515 4,715 5,040 +325

Crushings 1,886 1,901 2,040 2,060 +20
Exports 1,936 2,174 2,110 2,060 -50
Seed 97 105 104 103 -1
Residual 24 34 32 33 +1
              Total Use 3,944 4,213 4,286 4,256 -30

Ending Stocks 197 302 430 785 +355
Stocks/Use 5.0% 7.2% 10.0% 18.4% +8.4%
Days of Stocks 18 26 37 67 +30.7
U.S. Marketing-Year Average 
Price ($/bu) $8.95 $9.47 $9.35 $8.90 -$0.45

Source:August 2018 WASDE - USDA: WAOB.

------------------- Million Bushels -------------------

2015-16 2016-17 2017-18 2018-19 Change from
Estimated Projected 17-18

Planted Acres (million) 55.0 50.1 46.0 47.8 +1.8
Harvested Acres (million) 47.3 43.9 37.6 39.6 +2.0
Yield (bushels/acre) 43.6 52.7 46.3 47.4 +1.1

Beginning Stocks 752 976 1,181 1,100 -81
Production 2,062 2,309 1,741 1,877 +136
Imports 113 118 157 135 -22
              Total Supply 2,927 3,402 3,079 3,112 +33

Food 957 949 964 970 +6
Seed 67 61 64 62 -2
Feed and Residual 152 156 48 120 +72
Exports 775 1,055 901 1,025 +124
              Total Use 1,952 2,222 1,978 2,177 +199

Ending Stocks 976 1,181 1,100 935 -165
Stocks/Use 50.0% 53.2% 55.6% 42.9%  -12.7%
Days of Stocks 183 194 203 157 -46
U.S. Marketing-Year Average 
Price ($/bu) $4.89 $3.89 $4.73 $5.10 +$0.37

Source:August 2018 WASDE - USDA: WAOB.

------------------- Million Bushels -------------------
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Topic 3. 2018 Corn and Soybean Crop Condition vs. Previous Years 

 The USDA crop condition survey shows that the 2018 corn (Figure 1) and soybean (Figure 2) crops are in better 
condition than last year’s crop or the 2012-16 average condition. However, the condition of the 2018 corn and soybean 
crops are declining over the last three weeks. The weekly survey results are converted into an index by multiplying the 
percentage rated in very poor condition by 100, the percentage rated in poor condition by 200, the percentage rated 
in fair condition by 300, the percentage rated in good condition by 400, and the percentage rated in excellent condition 
by 500. In this way, the index captures the weighted average crop condition for each crop year for a comparison of the 
U.S. corn and soybean crops by week for the 33-year period surveyed.  
 

Figure 1. U.S. Corn Crop Condition Index for 2018 vs. 2017 vs. 2012-16 Average. 

 

The 2018 corn crop’s condition 
(blue line) is rated better than 
the 2017 crop (red line) or the 
2012-16 year average (green 
line). The range in the condition 
index over the 33-period is the 
gray area. 
 
As of August 13, 70% of the U.S. 
corn crop is rated in good and 
excellent (GE) condition. While 
not shown, the top-five corn 
states of Iowa, Illinois, Indiana, 
Minnesota, and Nebraska have 
good and excellent ratings 
ranging from 71% (Indiana) to 
83% (Nebraska). 

Crop Progress Report, August 13, 2018 
 

Figure 2. U.S. Soybean Crop Condition Index for 2018 vs. 2017 vs. 2012-16 Average. 

 

Like corn, the 2018 soybean 
crop’s condition is rated in 
better condition than last year’s 
crop or the 2012-16 average 
condition. The U.S. soybean 
crop is rated at 66% in GE 
condition. 
 
The top-five soybean-producing 
states (Iowa, Illinois, Indiana, 
Nebraska and Minnesota) are all 
rated at 69% (Indiana) to 80% 
(Nebraska) percent in GE 
condition.  
 

Crop Progress Report, August 13, 2018 
 

The percentage of the U.S. corn and soybean crops in good and excellent condition compared to previous 
years is one reason why 2018 yields are projected to be larger than last year. 
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Topic 4. Precipitation and Temperature Outlook: Implications for the Growing Season 
  

 

The U.S. drought monitor for the Midwest region shows 
the extreme level of drought in Missouri and the 
expansion of moderate drought into Southern Iowa. The 
monitor also shows clusters of abnormally dry soils in 
Iowa, Illinois, Indiana, Wisconsin, and Michigan.  
 
Market bulls point to this map, along with the declining 
corn and soybean crop conditions in these states, as 
support for their argument that the USDA will reduce 
yields in future Crop Production reports.  
 
Market bears point out that moisture stress happens 
every year and yield reductions might not occur. 

 

  

The 8 to 14 day 
outlook suggests lack 
of rain for the Western 
Corn Belt (Left) with 
above average 
probability for rain in 
states experiencing 
moisture stress. The 8 
to 14-day temperature 
outlook suggests a 
heat wave affecting 
Iowa and the Eastern 
Corn Belt through the 
remaining days of 
August. 

 
Topic 5. 2017 Corn, Soybean, and 2018 Wheat Basis vs. Previous Years – Implications for Storage 

Figure 3, Figure 4, and Figure 5 show the monthly average corn, soybean and wheat spot basis, respectively, 
for twelve Western Kentucky markets.  

 

  
Figure 3. Western Kentucky Corn Spot Market Basis 
Appreciation from September to August for 2008 to 
2017 Crop Years 
Basis Calculated on August 17, 2018 

Figure 4. Western Kentucky Soybean Spot Market Basis 
Appreciation from September to August for 2008 to 
2017 Crop Years 
Basis Calculated on August 17, 2018 

 

Sep Oct Nov Dec Jan Feb Mar Apr May Jun Jul Aug
2008-12 -$0.21 -$0.16 -$0.05 -$0.11 -$0.02 $0.08 $0.07 $0.09 $0.20 $0.22 $0.42 $0.13
2013-15 -$0.19 -$0.26 -$0.07 -$0.02 $0.05 $0.08 $0.07 $0.10 $0.10 $0.14 $0.11 $0.02
2016 -$0.18 -$0.13 -$0.04 -$0.01 $0.06 $0.05 $0.01 $0.03 $0.02 -$0.02 -$0.12 -$0.10
2017 -$0.28 -$0.31 -$0.19 -$0.15 -$0.06 -$0.02 -$0.15 -$0.13 -$0.08 -$0.06 -$0.09 -$0.12

-$0.40
-$0.30
-$0.20
-$0.10
$0.00
$0.10
$0.20
$0.30
$0.40
$0.50

Corn Spot Basis - 2011-15 Average vs. 2016 Crop Year vs. 2017 Crop Year

2008-12 2013-15 2016 2017

Sep Oct Nov Dec Jan Feb Mar Apr May June July Aug
2008-12 -$0.24 -$0.25 -$0.15 $0.06 $0.09 $0.10 $0.07 $0.05 $0.16 $0.13 $0.96 $0.15
2013-15 $0.14 -$0.06 $0.01 $0.17 $0.24 $0.15 $0.06 $0.04 $0.09 $0.12 $0.73 $0.37
2016 $0.00 -$0.20 -$0.26 -$0.08 -$0.17 -$0.21 -$0.29 -$0.25 -$0.19 -$0.19 -$0.21 -$0.15
2017 -$0.35 -$0.52 -$0.50 -$0.32 -$0.24 -$0.28 -$0.41 -$0.34 -$0.22 -$0.22 -$0.23 -$0.32

-$0.60
-$0.40
-$0.20
$0.00
$0.20
$0.40
$0.60
$0.80
$1.00
$1.20

Soybean Spot Basis - 2011-15 Average vs. 2016 Crop Year vs. 2017 Crop 
Year

2008-12 2013-15 2016 2017
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For each figure, the black line represents the average basis for the 2008-12 crop years. The blue line represents 
the average basis for the 2013-15 crop years, and the red line is the basis for the 2016 crop. The green line is the 2017 
basis for the corn and soybean crop and the basis for the 2018 wheat crop. 

The corn basis has appreciated from October to August by $0.19/bushel, which is about $0.16/bushel more 
than the 2016 corn crop’s appreciation in August (Figure 3). The 2016 corn crop’s basis reached maximum appreciation 
in January with basis then widening into spring and summer. For the 2017 corn crop, the greatest basis appreciation 
has been from October to February of $0.29/bushel (Figure 3). 

The average soybean basis, as of August 17, was -$0.32/bushel under the September 2018 soybean contract. 
The basis is $0.17/bushel wider than the 2016 basis and $0.69 per bushel wider than the 2013-15 average (Figure 4). 
The 2017 soybean basis has appreciated $0.28/bushel from October to January 2018 and strengthened again to a 
$0.30/bushel appreciation in May and June. Last year’s maximum soybean appreciation was $0.12 from October to 
December, so this year’s basis appreciation is better than recent years. 

 

 
Figure 5. Western Kentucky Wheat Spot Market Basis 
Appreciation from June to May for 2008 to 2018 Crop Years 
Basis Calculated on August 17, 2018 

The average appreciation in wheat basis was 
$0.36/bushel from harvest to February for the 
2007-13 crop years. The average appreciation in 
basis for the 2014-16 crop years was $0.14/bushel 
from harvest to February (Figure 5). 
 
The 2018 wheat basis is currently at 
-$0.22/bushel under the September contract. 
Seasonality suggests that the basis should widen 
into September. The average basis appreciation 
from harvest to February was -$0.05/bushel for 
the 2017 wheat crop. 

 
Topic 6. Projected Corn, Soybean, and Wheat Futures Trading Ranges to July 2019 
 Figures 6–8 provide the projected futures price trading range, by futures contract month, based on the 
contracts’ volatility for the previous 21-day period.  The green lines represent the range that describes the 68% 
probability of the projected trading range with the red line representing 95% likelihood of the expected trading range. 
Notice how these projections fan out for the contracts that will expire later in 2019. That is because there is more time 
until expiration; thus, there is a wider potential trading range for these deferred futures contracts. 

 

Figure 6. Corn Futures Closing Price 68% Probability (Green) and 95% Probability (Red) Trading Range. 

 
 
Trading range calculated on August 17, 2018, using the average volatility of the previous 21-day 
period. The 68% probability range is the closing futures price on August 17, 2018, plus and minus 
one standard deviation. The 95% probability range is the closing price plus and minus two 
standard deviations. 

Figure 6 provides the probabilistic trading 
range for the corn futures contracts from 
September 2018 to July 2019. There is a 68% 
probability that the December 2018 corn 
contract will trade between $3.55 and $4.02 
and a 95% probability that the December 
2018 corn contract will trade between $3.32 
and $4.26 (Figure 6).   
 
Managers who are thinking about managing 
price risk for the stored 2018 corn crop 
should notice that the July 2019 contract has 
a 68% probability of trading between $3.43 
and $4.64 per bushel (Figure 6). 

Jun Jul Aug Sep Oct Nov Dec Jan Feb Mar April May
2007-13 -$0.52 -$0.70 -$0.85 -$1.01 -$0.85 -$0.56 -$0.47 -$0.40 -$0.34 -$0.35 -$0.35 -$0.48
2014-16 -$0.11 -$0.28 -$0.38 -$0.59 -$0.47 -$0.30 -$0.19 -$0.16 -$0.14 -$0.15 -$0.23 -$0.17
2017 $0.047 -$0.09 -$0.10 -$0.31 -$0.38 -$0.34 -$0.14 -$0.10 -$0.15 -$0.12 -$0.12 -$0.14
2018 -$0.10 -$0.15 -$0.22

-$1.100
-$0.950
-$0.800
-$0.650
-$0.500
-$0.350
-$0.200
-$0.050
$0.100

Wheat Spot Basis - 2014-16 Average vs. 2017 Crop Year vs. 2018 Crop Year

2007-13 2014-16 2017 2018

August 17, 2018Futures Trading Range Calculated on:

$2.00
$2.25
$2.50
$2.75
$3.00
$3.25
$3.50
$3.75
$4.00
$4.25
$4.50
$4.75
$5.00
$5.25
$5.50
$5.75
$6.00

Sep-18 Dec-18 Mar-19 May-19 Jul-19

Corn Futures Closing Price 68% Probability (Green) and 95% Probability (Red) 
Trading Range
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Figure 7 provides the probabilistic trading range for soybean futures contracts from September 2018 to July 
2019. The November 2018 soybean futures have a 68% probability of trading between $8.05 to $10.05 with a 95% 
likelihood of trading between $7.04 and $11.06 (Figure 7). The July 2019 futures contract has a 68% probability of 
trading between $7.31 and $11.38 per bushel (Figure 7). The increased volatility in the soybean market this past month 
contributes to this wide range in possible soybean prices for the November 2018 and deferred soybean futures 
contracts. 

Figure 8 provides the probabilistic trading range for wheat futures contract from September 2018 to July 2019 
contracts.   The December 2018 wheat futures contract has a 68% probability of trading between $5.13 and $6.46 per 
bushel while the March 2019 contract has a 68% chance of trading between $4.92 and $7.11/bushel (Figure 8). The 
wheat market is not as impacted by tariffs and trade uncertainty, so any production problem domestic or worldwide 
would be supportive of higher prices.  

 

Figure 7. Soybean Futures Closing Price 68% Probability 
(Green) and 95% Probability (Red) Trading Range. 

Figure 8. Wheat Futures Closing Price 68% Probability 
(Green) and 95% Probability (Red) Trading Range. 

 
 
Trading range calculated on August 17, 2018, using the average volatility of the 
previous 21-day period. The 68% probability range is the closing futures price on 
August 17, 2018, plus and minus one standard deviation. The 95% probability 
range is the closing price plus and minus two standard deviations. 

 
 
Trading range calculated on August 17, 2018, using the average volatility of 
the previous 21-day period. The 68% probability range is the closing futures 
price on August 17, 2018, plus and minus one standard deviation. The 95% 
probability range is the closing price plus and minus two standard 
deviations. 

 
Topic 7. 2018 Corn and Soybean Risk Management Opportunities 
 Tables 5-6 analyze the effectiveness of using cash forward contracts (CFC), hedging with futures, or put options 
in protecting revenue that covers total input costs plus cash rent for corn and soybeans.  
 

Table 5. Risk Management Alternatives for 2018 Western Kentucky Corn for Various Yield Objectives. 

 

Those farms that routinely 
produce 200-bushel corn 
may be able to lock-in a 
profit above input costs and 
cash rent. Farms with lower 
expected yields do not have 
profitable risk management 
opportunities at current 
prices (Table 5). 

 

 Table 5 presents risk management alternatives for Western Kentucky corn production for 2018. Several yield 
projections are provided to show what yield is needed to find profitable pricing opportunities. Three risk management 
alternatives are compared. A cash-forward-contract at $3.53/bushel is based on DTN bids for Western Kentucky 
locations. The second marketing alternative is to hedge with commodity futures, or HTA contracts, that would lock in 
an expected cash price at $3.59/bushel assuming a -$0.20/bushel harvest-time basis. The third alternative is to 
establish a price floor at $3.46/bushel by buying a put option with a $3.80 strike price that costs $0.144. 

August 17, 2018Futures Trading Range Calculated on:

$5.00
$5.50
$6.00
$6.50
$7.00
$7.50
$8.00
$8.50
$9.00
$9.50

$10.00
$10.50
$11.00
$11.50
$12.00
$12.50
$13.00
$13.50

Sep-18 Nov-18 Jan-19 Mar-19 May-19 Jul-19

Soybean Futures Closing 68% Probability (Green) and 95% Probability (Red) 
Trading Range

August 17, 2018Futures Trading Range Calculated on:

$2.00
$2.50
$3.00
$3.50
$4.00
$4.50
$5.00
$5.50
$6.00
$6.50
$7.00
$7.50
$8.00
$8.50
$9.00
$9.50

Sep-18 Dec-18 Mar-19 May-19 Jul-19

Wheat Futures Closing Price 68% Probability (Green) and 95% Probability 
(Red) Trading Range

Yield 160 170 180 190 200 210
TVC+Rent+Overhead+Family Living ($/acre) $671 $671 $671 $671 $671 $671
TVC+Rent+Overhead+Family Living ($/bu) $4.19 $3.95 $3.73 $3.53 $3.36 $3.20

CFC @ $3.53 -$0.66 -$0.42 -$0.20 -$0.00 +$0.18 +$0.33

Hedge @ $3.79 + -$0.20 basis = $3.59 -$0.61 -$0.36 -$0.14 +$0.06 +$0.23 +$0.39

Put: $3.80 strike @$0.144 = $3.46 floor -$0.74 -$0.49 -$0.27 -$0.08 +$0.10 +$0.26
Strategies Evaluated on: August 17, 2018
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  Table 5 reminds managers that the corn market continues to lack risk management opportunities for the 2018 
crop unless the farm routinely harvests corn yields exceeding 200 bushels, as hedging with futures may lock in a positive 
return over input costs and rent of $0.23/bushel (Table 5). 

Table 6 illustrates the potential of using risk management products to lock in a profitable return on input costs 
and cash rent for 2018 soybeans if managers routinely obtain yields of 65 bushels/acre or more. The soybean market 
may provide opportunities to lock in a cash price through forward contracts and lock in a profit of $0.54/bushel at 65-
bushel soybeans. Put options could be used to establish a price floor at $8.37/bushel and would only be beneficial to 
those with yields of 65-bushel or larger. The flexibility of options to establish a floor and to benefit from higher prices 
may be a good alternative for managers to consider for bushels planned to be sold at harvest (Table 6). 
 

Table 6. Risk Management Alternatives for 2018 Western Kentucky Soybeans for Various Yield Objectives. 

 

Farmers may be able to hedge 
or use an HTA contract to lock 
in a $0.84/bushel return if they 
harvest 65-bushel soybeans. A 
put option provides the 
opportunity to benefit from 
higher prices if trade resumes 
with China before harvest 
delivery. 

 
Topic 8. 2019 Corn, Soybean, and Wheat Risk Management Opportunities for February Delivery 

Managers planning to store corn, soybeans, and wheat into 2019 may want to consider if the futures or options 
markets are providing opportunities to protect prices at profitable levels.  Table 7 compares the risk protection 
provided by hedging (or Hedge-to-Arrive contracts) or with put options for corn for varying harvested yields.  The 
March 2019 corn futures contract and put options on the March 2019 corn contract are compared for February 2019 
delivery. The similar price risk tools are evaluated for soybeans (Table 8) and wheat (Table 9) to measure the potential 
profitable returns over total variable costs, inputs, overhead, family living and on-farm storage. 

Table 7 presents risk management alternatives for storing corn from harvest to February 2019. The example 
varies the harvested yield to illustrate how the break-even price over inputs, rent, overhead, family living, and storage 
changes with yield. The example illustrates that a yield of 195-bushels is needed to lock in a profit using the futures 
market. Table 7 also illustrates that lower yields will be challenged to find profitability at current prices and the 
assumed costs.  
 

Table 7. Western Kentucky Corn Storage Risk Management to February 2019 for Various Yield Objectives. 

 

Those farms that routinely 
produce 195-bushel corn may 
be able to lock-in a profit 
above input costs and cash 
rent. Farms with lower 
expected yields do not have 
profitable risk management 
opportunities at current prices 
(Table 7). 

 

Table 8 presents risk management alternatives for storing soybeans from harvest to February 2019. The 
example varies the harvested yield to illustrate how the break-even price over inputs, rent, overhead, family living, and 
storage changes with yield. The example illustrates that a yield of 65-bushels is needed to lock in a profit using the 
futures market. Table 8 also illustrates that lower yields will be challenged to find profitability at current prices and the 
assumed costs.  

 

Yield 45 55 65 75 85
TVC+Rent+Overhead+Family Living ($/acre) $509 $509 $509 $509 $509
TVC+Rent+Overhead+Family Living ($/bu) $11.31 $9.25 $7.83 $6.79 $5.99

CFC @ $8.37 -$2.94 -$0.88 +$0.54 +$1.58 +$2.38

Hedge @ $8.93 + -$0.26 basis = $8.67 -$2.64 -$0.59 +$0.84 +$1.88 +$2.68

Put: $9.00 strike @$0.367 = $8.37 floor -$2.94 -$0.88 +$0.54 +$1.59 +$2.38
Strategies Evaluated on: August 17, 2018

Storage Hedge: February 2019
Yield 165 175 185 195
TVC+Rent+Overhead+Family Living ($/acre) $671 $671 $671 $671
TVC+Rent+Overhead+Family Living ($/bu) $4.07 $3.83 $3.63 $3.44
TVC+Rent+OH+Family+$0.31 storage ($/bu) $4.38 $4.14 $3.94 $3.75

Hedge @ $3.91+$-0.02 basis = $3.89 -$0.49 -$0.26 -$0.05 +$0.14
Put: $3.90 strike @$0.185 = $3.70 floor -$0.68 -$0.45 -$0.24 -$0.06
Strategies Evaluated on:

Corn

August 17, 2018
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Table 8. Risk Management Alternatives for 2018 Western Kentucky Soybeans for Various Yield Objectives. 

 

If harvested yields are 65-
bushels or greater, managers 
may consider a put option to 
provide the potential of higher 
prices. This upside price 
potential may appear if the 
trade disruption with China is 
resolved and the market 
moves higher. 

 

Table 9 presents risk management alternatives for storing wheat from harvest to February 2019. The example 
varies the harvested yield to illustrate how the break-even price over inputs, rent, overhead, family living, and storage 
changes with yield. The example illustrates that a yield of 95-bushels is needed to lock in a profit using the futures 
market. Table 9 also illustrates that lower yields will be challenged to find profitability at current prices and the 
assumed costs.  
 

Table 9. Risk Management Alternatives for 2018 Western Kentucky Soybeans for Various Yield Objectives. 

 

Put options may provide 
flexibility to benefit from 
higher prices if the futures 
market improves in response 
to global wheat production 
problems. The costs of put 
options are expensive, and this 
flexibility may not be for every 
manager.  

 
Topic 9. 2018 Corn and Soybean Risk Management Plan – August Update 

Table 10 shows how current (August 17, 2018) corn and soybean harvest futures contracts compare to the 
breakeven prices needed to cover input costs, cash rent, overhead and family living expense. This analysis assumes 
175-bushel corn and 55-bushel soybeans. Both the corn and soybean markets are not offering pricing opportunity to 
cover all budgeted costs.   
  

Table 10. Comparison of the December 2018 Corn and November 2018 Soybean Futures Contract Closing Price on 
August 17, 2018, to the Break-Even Targets for Western Kentucky Corn and Soybean Production. 

 
Evaluated August 17, 2018 
 

 The combination of trade disruptions with China and the potential for large corn and soybean crops have 
considerably damaged the pre-harvest risk management plans for both crops.  The corn-marketing plan has locked in 
20% of expected production at an expected harvest cash price of $3.93/bushel. The soybean-marketing plan has locked 
in 30% of expected production at an expected harvest cash price of $10/bushel.   

Storage Hedge: February 2019
Yield 45 55 65 75
TVC+Rent+Overhead+Family Living ($/acre) $509 $509 $509 $509
TVC+Rent+Overhead+Family Living ($/bu) $11.31 $9.25 $7.83 $6.79
TVC+Rent+OH+Family+$0.32 storage ($/bu) $11.63 $9.57 $8.15 $7.11

Hedge @ $9.16 + $-0.28 basis = $8.88 -$2.76 -$0.70 +$0.72 +$1.77
Put: $9.20 strike @$0.501 = $8.42 floor -$3.21 -$1.16 +$0.27 +$1.31
Strategies Evaluated on: August 17, 2018

Soybeans

Storage Hedge: February 2019
Yield 65 75 85 95
TVC+Rent+Overhead+Family Living ($/acre) $476 $476 $476 $476
TVC+Rent+Overhead+Family Living ($/bu) $7.32 $6.35 $5.60 $5.01
TVC+Rent+OH+Family+$0.42 storage ($/bu) $7.74 $6.77 $6.02 $5.43

Hedge @ $6.02 + $-0.15 basis = $5.87 -$1.88 -$0.90 -$0.16 +$0.43

Put: $6.10 strike @$0.451 = $5.50 floor -$2.24 -$1.27 -$0.52 +$0.07
Strategies Evaluated on:

Wheat

August 17, 2018

Break Even + Basis Dec-18 Break Even + Basis Nov-18
Total Variable Costs $2.46 $3.79 $4.70 $8.93

+ Rent $3.46 $3.79 $7.88 $8.93

+ Overhead $3.84 $3.79 $8.88 $8.93

+ Family Living $4.06 $3.79 $9.60 $8.93

DEC 2018 Corn and November 2018 Soybean Futures Price Break Even Prices 
Adjusted for Basis
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 Managers that have to sell at harvest may want to consider how HTA contracts could limit price risk before 
harvest. It is very likely that current prices will not cover all budgeted expenses. However, price seasonality suggests 
lower prices at harvest – especially if the projected yields are held constant or increase into harvest. 

 

Table 11. 2018 Corn Risk Management Game Plan as of August 17, 2018. 

 

The corn risk plan retains the more 
modest targets with the goal of pricing 
50% of expected production before 
harvest.  Those with access to cheap 
storage may choose to store instead of 
pricing before harvest. The composite 
price of $3.90/bushel is not enough to 
cover budgeted family living. The 
concern is even lower prices at harvest. 

 
 

Table 12. 2018 Soybean Risk Management Game Plan as of August 17, 2018. 

 

The 2018 soybean game plan has reduced the 
remaining target prices to $9.80 and 
$10/bushel. The plan reflects market 
fundamentals and export uncertainty. Still, 
these targets are too high for the current 
market environment. 
 
Managers with access to storage may choose 
to store and not price additional bushels at 
lower prices. The composite price of $9.80 will 
cover all budgeted costs for this example. 

 
Topic 10. How has USDA’s Yield Forecast Changed from August to January over the Last Twenty 
Years? What are the Implications for 2018 Corn and Soybean Yields and Their Balance Sheets? 
 The market now focuses on upcoming USDA’s yield projections and how yield projections might change from 
the initial August estimate. NASS publishes their track record in projecting yields from the initial estimate in August to 
the “final” estimate in January. The corn and soybean yield forecast data are from 1965 to 2017. However, the last 
twenty years (1998 to 2017) is used to illustrate how corn and soybean yields have changed from the August Crop 
Production report and potential implications for the 2018 crops. 
 Figure 9 presents the percentage yield change for corn from 1998 to 2017, sorted from the largest yield 
decrease (2010) to the largest yield increase (2004). The percentages included in the axis labels indicate the percentage 
the January yield is to the August yield estimate. For example, the January yield estimate for the 2006 crop was 2% 
lower than the August projection. Similarly, the 2013 corn crop increased by 2.8% from the August estimate. 
 The August 2018 yield is then multiplied by each percentage yield change to create a distribution of implied 
corn yields based on historical adjustments by USDA. The distribution means that if the corn yield is reduced by 2%, 
like in 2006, then the 2018 corn yield would be 174.8. If the corn yield is increased like in 2013, then the 2018 corn 
yield would be 183.5 (Figure 9).  
 The point of Figure 9 is that USDA has increased their initial corn projection 10-years out of 20.  Given the initial 
estimate of 178.4 (black column in Figure 9), a yield of 180 bushels/acre is not inconceivable as it follows the adage 
that “big crops get bigger.”  
 Also, notice that in the ten years that USDA lowers the initial yield estimate, the corrections are more modest 
than the adjustments in yields in years when yields increase. Market bulls are hoping for a repeat of the 2010 corn 
crop, where USDA dramatically reduced yield in the October report, should consider that 2010 was a low probability 
event.  

Expected Corn Production (Bushels/Acre) 175
Date Priced Price Target HTA Price Target CFC Bushels Priced Expected Cash Price

2/27/2018 $4.00 17.5 $3.80
5/23/2018 $4.27 17.5 $4.07

Jul-Aug $3.95 $3.75 17.5 $3.75
Jul-Aug $4.10 $3.90 17.5 $3.90
Jul-Aug $4.20 $4.00 17.5 $4.00

Bushels Priced 87.5
Average Expected Cash Price $3.90

Expected Soybean Production (Bushels/Acre) 55
Date Priced Price Target HTA Price Target CFC Bushels Priced Expected Cash Price

1/23/2018 $10.02 5.5 9.77
2/27/2018 $10.32 $10.02 5.5 $10.07

3/6/2018 $10.45 $10.15 5.5 $10.15
MAY-JUL $9.80 $9.50 8.25 $9.50
MAY-AUG $10.00 $9.70 8.25 $9.70

Bushels Priced 33
Average Expected Cash Price $9.80
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 What are the implications of USDA adjusting the 2018 corn yield? Table 13 provides a sensitivity analysis for 
the corn balance sheet. Table 13 provides the information for the 2017-18 marketing year in the August WASDE, as 
well as the July and August report’s projections for the 2018-19 marketing year. The sensitivity analysis assumes a U.S. 
average corn yield of 175.6, 179.9, and 184.8 bushels/acre (Table 13).  
 

Figure 9. Implied 2018 U.S. Corn Yield Based on Percentage Change from August to January Reports for 1998 to 
2017 Crops 

 

Figure 9 uses the percentage 
change in yield from the initial 
estimate in August to the final 
estimate in January to develop 
a distribution of potential 2018 
corn yields.  A 2% reduction in 
yield implies a 2018 corn yield 
of 174.8 bushels/acre. 
Similarly, a 2.2% increase in 
yield would imply a 2018 corn 
yield of 182.2 bushels/acre. 
 
 

Source: USDA NASS. Crop Production Historical Track Records. April 2019. 
 

 The strong domestic demand for corn, coupled with the potential for greater exports, allows the corn market 
to withstand the effect of larger corn yields better. If the U.S. yield increases slightly to 179.9 bushels/acre, ending 
stocks are projected to increase to 1.7 billion bushels, and the U.S. farm price would be slightly reduced (Table 13).  
 

Table 13. Yield Sensitivity Analysis for the 2018-19 U.S. Corn Balance Sheet with Comparison to the 2017-18 and 
Previous 2018-19 Forecasts. 

 

A yield of 184.8 BPA would 
produce a 15.1 billion 
bushel corn crop. The USDA 
could increase stocks to 
over 2 billion bushels. The 
result would effectively be 
the same as the 2017-18 
marketing year.  
 
Lower yields will reduce 
stocks and provide the 
potential for prices to 
increase above current 
projections for 2018-19. 

Source: USDA-World Agricultural Outlook Board and Author’s Projections. 
 

 Figure 10 provides a similar distribution of potential 2018 U.S. soybean yields based on the percentage 
change in yields from the August report to the January report. The 1998 to 2017 crop years are used to develop this 
distribution of harvest yields. USDA has adjusted the soybean yield lower in 8 of the last 20 years (Figure 10). Like in 
corn, the percentage adjustments are smaller when USDA reduces yield. There are only three years when the 
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Implied 2018 U.S. Corn Yield Based on Historic Changes from August to January 1998-
2017

WASDE Report Aug-18 Jul-18 18-Aug
Marketing Year 2017-18 2018-19 2018-19 175.6 179.9 184.8
Planted Acres (million) 90.2 89.1 89.1 89.1 89.1 89.1
Harvested Acres (million) 82.7 81.8 81.8 81.8 81.8 81.8
Yield (bushels/acre) 176.6 174 178.4 175.6 179.9 184.8

Beginning Stocks 2,293 2,027 2,027 2,027 2,027 2,027
Production 14,604 14,230 14,586 14,364 14,716 15,117
Imports 40 50 50 50 50 50
              Total Supply 16,937 16,307 16,663 16,441 16,793 17,194

              Total Use 14,910 14,755 14,980 14,980 15,055 15,130

Ending Stocks 2,027 1,552 1,683 1,461 1,738 2,063
Stocks-to-Use Ratio 13.6% 10.5% 11.2% 9.8% 11.5% 13.6%
Days of Stocks 50 38 41 36 42 50

U.S. MYA Price ($/bushel) $3.40 $3.80 $3.60 $3.72 $3.57 $3.42
$3.15-$4.29 $3.04-$4.10 $2.92-$3.92

 ----- U.S. Yield Sensitivity 2018-19 -----

 --------------- Million Bushels --------------- 
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adjustment was greater than 3% lower (Figure 10). In contrast, USDA has increased soybean yields by more than 3% 
in eight of the past twenty years.  
 

Figure 10. Implied 2018 U.S. Soybean Yield Based on Percentage Change from August to January Reports for 
1998 to 2017 Crops 

 

Figure 10 uses the percentage 
change in yield from the initial 
estimate in August to the final 
estimate in January to develop 
a distribution of potential 2018 
corn yields.  A 1.5% reduction 
in yield, like in 1998, implies a 
2018 soybean yield of 50.8 
bushels/acre. Similarly, a 2.3% 
increase in yield, like in 2001, 
would imply a 2018 soybean 
yield of 52.8 bushels/acre. 
 
The 2018-projected yield of 
51.8 is the black column.  

 

 Table 14 provides a sensitivity analysis of the impact of larger soybean yields on soybean ending stocks and 
prices assuming a U.S. yield of 50.6, 52.6, and 54.4 bushels/acre.  
 

Table 14. Yield Sensitivity Analysis for the 2018-19 U.S. Soybean Balance Sheet with Comparison to the 2017-18 
and Previous 2018-19 Forecasts. 

 

Unless use improves, an 
increase in yield only 
increases the mountain 
of soybean stocks. A 
yield of 52.6 BPA could 
push stocks over 830 
million bushels. The 54.4 
BPA yield has stocks over 
900 million bushels.  
 
Unless use improves, a 
slight reduction in yield 
will not significantly 
lower soybean ending 
stocks. 

Source: USDA-World Agricultural Outlook Board and Author’s Projections. 
 

What is the takeaway message for managers? The corn market is better positioned to absorb any production 
increases in future Crop Production reports. As global corn stocks tighten, due to strong demand and reduced global 
production, the U.S. may export more corn than currently forecasted by USDA. Increased exports would be supportive 
of higher corn prices. Any reduction in production, in the context of strong use, would also be supportive of higher 
corn prices. 
 Unless trade uncertainty is resolved, the soybean market is creating a foundation for a multi-year problem of 
large stocks that will increase further if USDA increases the 2018 soybean yield. While the mid-points of the projections 
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Implied 2018 U.S. Soybean Yield Based on Historic Changes from August to January 
1998-2017

WASDE Report Aug-18 Jul-18 18-Aug
Marketing Year 2017-18 2018-19 2018-19 50.6 52.6 54.4
Planted Acres (million) 90.1 89.6 89.6 89.6 89.6 89.6
Harvested Acres (million) 89.5 88.9 88.9 88.9 88.9 88.9
Yield (bushels/acre) 49.1 48.5 51.6 50.6 52.6 54.4

Beginning Stocks 302 465 430 430 430 430
Production 4,392 4,310 4,586 4,498 4,676 4,836
Imports 22 25 25 25 25 25
              Total Supply 4,716 4,800 5,041 4,953 5,131 5,291

              Total Use 4,286 4,220 4,256 4,256 4,299 4,342

Ending Stocks 430 580 785 697 833 950
Stocks-to-Use Ratio 10.0% 13.7% 18.4% 16.4% 19.4% 21.9%
Days of Stocks 37 50 67 60 71 80

U.S. MYA Price ($/bushel) $9.35 $9.25 $8.90 $9.05 $8.75 $8.55
$7.55-$10.55 $7.25-$10.25 $7.10-$10.00

 ----- U.S. Yield Sensitivity 2018-19 -----

 --------------- Million Bushels --------------- 
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do not look too pessimistic, focus on the lower range of the projections for a more sober reality of the impact of large 
stocks-to-use ratios in the soybean market. 
 
Topic 12.  How Do I Get on the Email Distribution List to Receive this Newsletter? 
 The Crops Marketing and Management Update is published monthly usually after the release of the USDA: 
WASDE report. You can find this issue and past issue on the UK Agricultural Economics Department’s website at 
http://www.uky.edu/Ag/AgEcon/extcmmu.php. Email todd.davis@uky.edu to receive the newsletter by email. 
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