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The deadline to complete the Agriculture Risk Coverage (ARC)/Price Loss Coverage (PLC) farm
program election and enrollment process for 2019 is March 16, 2020. The deadline to complete the
2020 enrollment is June 30, 2020. Please visit your local USDA Farm Service Agency office.

WASDE Summary

Grain markets, like all other world markets, continue to assess impacts from the global spread of the
coronavirus. Prior to new supply and demand estimates being released by the USDA, markets remain
focused on pricing-in the spread of the virus. The coronavirus is having a bearish effect on both U.S.
commodity markets and stock prices. With a heightened sense of collective global concern about the
coronavirus, the March WASDE report from USDA came and went without much attention from anyone.
Most market observers expected little month-to-month changes to USDA’s estimates, as the
department has indicated it will follow rather than forecast the impact of the Phase 1 trade deal.
Historically, the USDA just fine tunes its usage estimates in March, and pre-report estimates signal
traders aren’t anticipating any major adjustments.

Going forward, apart the ever-present coronavirus headlines, grain markets will be focusing on new crop
planting conditions and export sales before the 2019/20 crop year ends (the expectation is that buying will
pick back up once the coronavirus fears subside). This is especially notable for commodity-hungry China,
albeit the obvious question is how long before that happens. Unfortunately, putting pressure on grain
markets will be the buildup of inventories as demand and subsequent movement slows. Ultimately, at this
time of year, we usually see the lows anyways but the sell-off, driven by investors’ fear, is augmenting
this pull-back.




The March 2019/20 U.S. corn supply and use outlook remains unchanged relative to last month. The
season-average corn price received by producers is lowered $0.05 to $3.80 per bushel based on observed
prices to date.

The 2019/20 U.S. soybean supply and use projections for 2019/20 are mostly unchanged this month. With
soybean crush and exports projected at 2.1 billion bushels and 1.8 billion bushels, respectively, ending
stocks linger in the neighborhood of 425 million bushels, down 484 million from last year’s record.
Soybean and soybean oil prices are reduced this month. The U.S. season-average soybean price is
projected at $8.70 per bushel, down 5 cents. Soybean oil price is projected at 31.5 cents per pound, down
2 cents. Soybean meal prices remain unchanged at $305.00 per ton.

The 2019/20 U.S. rice supply and use estimates are unchanged relative to last month. The projected all
rice season-average farm price remains unchanged at $13.00 per cwt; however, the Other States medium-
grain price is lowered $0.20 per cwt to $11.90.

This month’s 2019/20 U.S. cotton forecasts show lower production, price, and ending stocks relative to
last month. Production is reduced 300,000 bales to 19.8 million, based on March 10"’s Cotton Ginnings
report. The final estimates for this season’s U.S. area, yield, and production will be published in the May
2020 Crop Production report. Domestic mill use and exports are unchanged from last month, and ending
stocks have been lowered 300,000 bales to 5.1 million. The projected marketing year average price
received by upland producers of 60.0 cents per pound is down $0.02 from last month.

Commitment of Traders Report, Tuesday, March 12, 2020
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Cash Market Basis Charts, March 11, 2020
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Once again, with no new data from the National Agricultural Statistics Service (NASS) and other factors
holding steady, corn supply and demand remains unchanged this month. For 2018/19, corn for ethanol
was raised 1.9 million bushels to 5.4 million bushels on revisions in the NASS Grain Crushings and Co-

Products Production Report. As a result of this chang
amount. Total disappearance is unchanged.

U.S. corn harvested area and yield
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Last month, there was a glimmer of hope that the USDA's export estimates would have a modestly bullish
impact due to the Phase-1 trade agreement between the U.S. and China. In March, the USDA's export
estimates were projected to most likely be dialed lower as the USDA factors in slower rates of growth
around the world due to the spread of the coronavirus. Apparently, analysts are not expecting much
USDA response to the coronavirus on Tuesday. According to a survey conducted by Dow Jones, analysts
estimate that the average estimate of U.S. ending corn stocks was in the neighborhood of 1.885 billion
bushels, down from February's estimate of 1.892 billion bushels. Even though the survey does not expect
much change in the USDA's new estimates for corn, there was a bearish tone in Tuesday's report. New-
crop corn estimates will not be a part of Tuesday's WASDE report, but the USDA's bearish ending stocks
estimate of 2.64 billion bushels from the Ag Outlook Forum is still on the minds of many.

Fundamentally, fears about the economic drag stemming from the spread of the coronavirus, both in the
U.S. and around the world, have served to pull the stock market lower, thus, impacting commodity
markets. A lackluster showing in the March 5™ weekly export sales report added to negative attitudes.
Corn sales of 769,200 metric tons for 2019-20 were near the low end of expectations, down 29% from
their prior four-week average. And while exports of 884,600 metric tons were a marketing-year high,

overall export commitment still lag last year’s figure by 34%.
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Some fear that slow exports to date could prompt the USDA to make another cut to its 2019-20 export
forecast next week. On a more positive note, there have reportedly been some Chinese inquiries about
purchasing U.S. distillers dried grains (DDGs) for the second or third quarters. But anti-dumping tariffs
hinder the ethanol byproduct’s attractiveness as a feed source. Prices followed global stocks lower along
with the biggest drop in oil prices since 1991. The markets are clearly worried that weakness in the
financial markets is signaling a global slowdown or recession this year. The coronavirus continues to
spread, and consumers may pare spending and increase savings, slowing growth, already evident in
marked decreases in airline travel, leisure and hospitality spending.

U.S. October—September 2019/20 corn exports are unchanged this month at 47.0 million (1.7 million
bushels for the September—August local marketing year), the lowest export volume since 2015/16. U.S.
corn exports have become increasingly dependent on the harvest size of its three major competitors—




Brazil, Argentina, and Ukraine. This year, with projected bumper crops and depreciated currency, these
countries’ highly price-competitive corn is expected to continue to stifle U.S. exports. The U.S. high
price-competitiveness in corn export prices observed in January was short-lived, and since mid-February
U.S. prices have again been at a premium vis-a-vis Argentina and Ukraine. Both countries are expected to
export additional corn, pushing their already record exports up further. Corn exports are projected 1.0
million tons higher this month for Argentina to reach a record of 34.5 million.

Monthly U.S. corn exports
Million metric tons
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World coarse grain stocks to usage looks like it will be down at the end of the 2019 marketing year for the
third year in a row. And, when Chinese data is removed from the equation, supplies could even be tighter
in 2020 as well according to initial forecasts. That could help support U.S. prices as long as U.S. farmers
don’t rush to increase corn acreage, with estimates suggesting an average U.S. cash price of $3.80.

May 2020 Corn Futures
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In what may be the biggest news for the ethanol industry in a while, the Trump administration is expected
to direct the Environmental Protection Agency (EPA) to scale back the number of refineries exempted
from the Small Refinery Exemptions (SRE) for biofuel blending. The EPA is formulating measures to
compensate the oil industry for biofuel blending credits if the SREs are abolished. If farmers see follow
through on these intentions, the resurgence in ethanol demand could add strength to corn prices going into
the planting season. The Trump administration plans to appeal a recent 10" Circuit Court of Appeals
decision that the EPA should only have waived Renewable Fuel Standard (RFS) obligations for refiners
facing financial hardship in instances where doing so would have been an extension. This comes after a
major push by lawmakers from oil states who argued that these SREs were needed to keep refiners afloat.
They said only two refiners would qualify for an exemption if the decision was applied nationally. White
House Economic Adviser Larry Kudlow reportedly told Senator Chuck Grassley (R-lowa) of the plan to
appeal, according to two sources cited by Reuters. Previously, the administration had indicated it would
apply the decision nationwide rather than to just the six states under the court’s jurisdiction. Farm and
biofuel groups issued a statement Thursday saying, “We cannot stress enough how important this decision
is to the future of the rural economy and to President Trump's relationship with leaders and voters across
the heartland.” The EPA must decide whether to appeal (or request an extension) by March 9,

Bloomberg reported that “a three-judge panel of the Denver-based 10th Circuit Court of Appeals ruled in
January that the EPA wrongly waived three refineries from requirements to use plant-based fuels. In their
ruling, the judges said the federal law mandating biofuel limits waivers to situations involving extensions
and pointed out that none of the three refineries at issue had ‘consistently received an exemption’ in
previous years. In response, administration officials have decided to apply the ruling nationwide and
propose a new slate of biofuel quotas for 2020, according to the people who asked for anonymity to
discuss internal deliberations. That approach means that only a handful of oil refineries- those that have
consistently won exemptions since 2008- likely will qualify for the waivers going forward, down from
dozens in recent years.

Since the February WASDE, major bids have drifted lower, weighted by uncertainty and benign weather
in South America. Argentine bids are down $9/ton to $172 and Black Sea bids are down $5/ton to $178.
U.S. bids are little changed overall, down just $1/ton to $177. Brazilian bids remain seasonally
unavailable.

Selected Export Bids
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Brazilian corn supplies are tightening. And while the pace in Brazilian corn shipments usually does not
pick up until June, February exports of just 347,419 metric tons marked an eight-year low, with lineups
for March at just 124,000 metric tons, well under last year’s March corn shipments of 827,461 metric
tons.

Monthly Brazil Corn Exports
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Soybeans

For soybeans, there is also a risk that the USDA will lower export estimates due to the bearish impact of
coronavirus on the world's economies. U.S. soybean export commitments are not in as bad of shape as
corn, but they are down 13% in 2019-20 from a year ago. Brazil's soybean prices are also currently
cheaper in the midst of harvesting a record soybean crop. The recent Dow Jones' survey does not expect
much change in the USDA's estimates, however, the USDA is anticipating an increase in the 2019-20
estimate of U.S. ending soybean stocks from 425 million bushels in February to 440 million bushels in
March.

Production estimates are not expected to change in Tuesday's report and crush demand has been stable so
if there is a surprise, it will likely be in the USDA's export estimate. As with corn, Tuesday's report will
ignore the USDA's new-crop ending stocks estimate of 320 million bushels from the Ag Outlook Forum.
So far, the market has also ignored the new-crop estimate as coronavirus fears continue to keep ag prices
under bearish pressure.

Soybeans, like other agricultural futures markets, are seeing limited buying interest as the coronavirus
outbreak scare plays out and continues to spook traders and investors worldwide. The USDA’s March 5%
weekly export report showed new U.S. soybean sales of just 345,000 metric tons, down 35% from the
prior four-week average. U.S. exporters sold only 6,012 metric tons of soybeans to China in week ending
February 27", their lowest since week ending September 5%. China is focused on South American
supplies with harvest underway there. The weekly report also showed that shipments to China of
previously booked soybeans totaled 132,012 metric tons. Meanwhile, an unknown buyer canceled deals
for 135,200 metric tons. Traders often attribute unknown destinates to Chinese buyers. The market has
been on the lookout for any washed sales to China due to the spread of the coronavirus. Soybean meal
sales jumped 64% above the prior four-week average and soy oil sales rose to four-week high at 43,500
metric tons. Product demand remains strong, led by soy oil sales up 43% from a year ago.




The soy markets got hit by the rout in global stock markets that was sparked by weekend news that Saudi
Avrabia slashed its oil prices and started a price war with Russia. Combined with fears related to Covid-19
that were already pervasive in the world marketplace, the crash in oil prices today raises the fears of
recession for the world’s major world economies that would, in turn, serve to reduce demand for
soybeans, meal and bean oil.

The outlook for soybeans remains uncertain. While a smaller U.S. crop tightened stocks globally a little in
2019, the stocks-to-use ratio remains at a very high level historically. And it could be even higher in 2020
according to analysts” forecasts. But world stocks suggest an average cash price of $9.50 — assuming
global demand recovers from the impact of trade wars and the coronavirus. That’s higher than the forecast
using just U.S. data.

On February 18", the National Oilseed Processors Association (NOPA\) issued January soybean crush and
stocks data. According to the data, NOPA member soybean processing in the fourth month of the 2019/20
product (October-September) marketing year totaled 4.815 million tons. January crushings were record-
large and up 0.058 million tons from December and came in 0.144 million above last year. Cumulative
crushings of 18.834 million tons are up 1.4% from 18.580 million the same period last year.

Monthly U.S. Soybean Crush
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Soybean crush in January saw a record total for the month of 188.78 million bushels. Thus far this
marketing year, crush set monthly records in October, December, and January. Even with those monthly
records, the crush pace during the first five months of the marketing year, at 897 million bushels, equaled
last year’s pace. The USDA’s current projection for crush indicates a 13 million bushel increase over last
year. To reach the crush forecast, crush needs to total 1.2075 billion bushels over the remainder of the
marketing year. Soybean crush at that level comes in higher than last year’s 1.194-billion-bushel total
over the same period. The recent strength in crush led many market observers to raise the prospects for
soybean crush totals. The implementation of higher export taxes on soybean products in Argentina
helped to bolster this narrative. While soybean crush may see an increase in marketing year use, the
prospect of coronavirus issues hurting meat demand may limit the upside potential later in 2020.




May 2020 Soybean Futures
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Even with no forecast changes this month for U.S. soybean supply and demand, pressure on domestic
prices continues. Ever larger crops and soft exchange rates in South America are tempering the impact of
this year’s reduction in U.S. soybean stocks. This month, the USDA shaved the forecast of the U.S.
2019/20-average soybean price by 5 cents per bushel to $8.70. For soybean meal, a comparatively steady
price level leaves the USDA’s forecasted 2019/20 average soybean price unchanged at $305 per short ton.




Lower prices spur gains for U.S. export sales commitments of soybean oil
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Support has also eroded for domestic soybean oil prices with inventory accumulation and a slide in global
palm oil prices. The sudden collapse of crude oil prices—with the benchmark West Texas intermediate
price down 23 percent since January—also undermines what the biodiesel market May bid for soybean
oil. So, the February monthly average price for soybean oil in central Illinois fell to 30.3 cents per pound
from a January average price of 33 cents. The USDA reduced its forecast for the 2019/20 average
soybean oil price by 2 cents per pound this month to 31.5 cents to reflect this trend.

In February, Brazil exported around 5.1 million metric tons of soybeans, a 3% retreat from last year’s
record-high for the month, but with harvest of a bin-busting crop around half complete, shipments are
picking up. Port lineup data from Williams Shipping Agency show that as of March 3", more than 10
million metric tons of soybeans were scheduled to sail, with around half of those beans destined for China
and 28% for an unspecified destination. Last year the country ultimately shipping 8.5 million metric tons
of soybeans for the month.

Monthly Brazil Soy Exports
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During his testimony before the House Agriculture Committee on March 4", USDA Secretary Purdue
stated that China is likely to start buying U.S. soybeans in late spring or summer-mirroring past
purchasing patterns. So far, there have been no sales to China for 2020/21. Total sales for 2020/21 to all
countries are 342,000 tons as of February 20", an 11-year low.

As pointed out by the American Farm Bureau Federation, since the start of the trade war, U.S. soybean
price (converted to reals) has increased 9%, from R$33.58 to a record-high R$36.70 per bushel. This is
denoted in the red line in the graph below. Since 2012, prices are up R$7.71 or 27%. The U.S. soybean
price has fallen 10%, from $9.85 to $8.84 per bushel. Since 2012, prices are down $5.46 or 38%. This is
denoted in the blue line in the graph below

40 R$36.70/bu

35 -

w
o

N
(]
L

&

Price Per Bushels
N
o

8

0 T T T T T T T T T T T T T T T T T T T

2001 2003 2005 2007 2009 2011 2013 2015 2017 2019
Investments in Brazilian logistics have altered the flow of soybean shipments, with a greater volume now
departing from northern ports.

As stated by Dr. Todd Hubbs of the University of Illinois, the large Brazilian soybean crop and the
potential for expanded Chinese buying continue to be the main factors shaping the potential for soybean
exports. USDA projections for soybean exports total 1.825 billion bushels. Estimates of soybean exports
from the Census Bureau are available through January. Soybean exports came in at 1.02 billion bushels.
As of March 5, cumulative export inspections for the current marketing year totaled 1.107 billion bushels.
By using the relationship between Census Bureau data and export inspections, soybean exports total
1.153 billion bushels for the marketing year. Soybean exports need to equal 672 million bushels,
approximately 26.3 million bushels per week, during the remainder of the marketing year to reach the
USDA forecast. Over the last four weeks, export inspections averaged 26.1 million bushels per week.

A Brazilian crop nearing 4.6 billion bushels looks in the offing this year. A large crop in combination
with a Brazilian real that depreciated almost fifteen percent against the dollar since the turn of the year
promise competition from Brazilian soybeans in 2020. Chinese purchases of U.S. soybeans remains the
key to hitting export projections. For now, Chinese total commitments (export sales and accumulated
exports) through February 27" sit at 449 million bushels, up from 344 million bushels over the same
period last year. Census Bureau data through January showed soybean exports to China at 431 million
bushels thus far this marketing year. The small growth in exports since January highlights the low level
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of buying from China since the onset of the coronavirus. The recent exemptions on U.S. soybean tariffs
granted for some crushers in China provide support to the notion of China attempting to meet its
commitments to the Phase 1 trade deal.

Uncertainty about the impacts of coronavirus looks to set market expectations over the near term.
Soybean prices will reflect this uncertainty. Volatility appears set to remain high and developments in
soybean product export markets seem destined to determine ending stocks this year.
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Bloomberg reports that “crop traders obsessing over the deadly coronavirus in China may be overlooking
another key challenge to the Trump administration’s phase one trade deal: the U.S. dollar. The virus’s
spread is upending supply chains and cutting food demand in China, delaying billions of dollars in
American sales of everything from pork to soybeans. Making up for the losses later in the year may be
difficult if the dollar continues to strengthen against currencies in Brazil and Argentina, two of the U.S.’s
top agricultural rivals.” For now, U.S. authorities are dismissing the currency threat. Agriculture Secretary
Perdue said at a USDA forum last month that he expects China to live up to its pledges, and Ted
McKinney, the Under Secretary of Agriculture for Trade, added that their $36.5 billion commitment
stands despite the dollar’s strength. Brazil is already harvesting a record soybean crop and with a weaker
real boosting farmer profits, the incentive will be there to expand plantings in the years to come. Last
week, Brazil’s economy posted a third consecutive year of sub-par growth.
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Brazil's Real Bust
Currency falls to record-low against the dollar
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Export prices for soybeans, soybean meal, and soybean oil fell across all major exporters in February.
U.S. Gulf FOB soybean export bids in February averaged $350/ton, down $12 from January. Brazil
Paranagua FOB averaged $346/ton, down $13 from January. Argentina Up River FOB averaged
$347/ton, down $15. Soybean meal export prices were volatile in February, falling on average but ending
the month at their highest levels since June 2019. U.S. soybean meal export bids in February averaged
$334/ton, down $6 from January. Brazil Paranagua FOB averaged $317/ton, down $4 from January, and
Argentina Up River FOB averaged $330/ton, down $7.
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As of the week ending February 27, 2020, U.S. soybean accumulated exports (shipments) to China totaled
11.9 million tons and 17.7 million to the rest of the world. Outstanding sales were 293,000 tons to China
and 4.1 million to the rest of the world. Last year at this time, accumulated exports to China were 3.7
million tons and 22.7 million to the rest of the world, and outstanding sales to China were 5.7 million tons
and 4.6 million to the rest of the world. U.S. soybean export commitments (outstanding sales plus
accumulated exports) to China totaled 12.2 million tons compared to 9.4 million a year ago. Total
commitments to the world were 34.1 million tons, compared to 39.1 million for the same period last year.

13




U.S. Soybean Outstanding Sales U.S. Soybean Accumulated Exports
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The USDA’s Foreign Agricultural Service reported that in December 2019 the new government of
President Alberto Fernandez raised export taxes on grains and oilseeds using pre-existing legal authority.
Later in December, Fernandez gained the authority to raise export taxes another 3% as part of an
emergency economic law, the Social Solidarity and Production Reactivation act, but has not yet exercised
this new power. The new Fernandez government intends to stimulate the Argentine economy through
increased social expenditures and needs additional revenue to finance this new spending, the existing
fiscal deficit, and outstanding debt obligations.

On Wednesday, February 26, 2020 the Government of Argentina temporarily suspended the registration
of new export sales for grains and oilseeds. Since the government took the same step in December 2019
prior to raising export taxes, the move was widely considered to be a prelude to raising export taxes under
the new authority. Though the exact nature of the possible change is still unknown, reaction from major
farm organizations was strongly negative. While the leadership of national farm organizations continue to
debate their response, grass roots organizations and local farm leaders are calling on farmers to blockade
roads with tractors and have proposed farmer boycotts on the sale of commodities in protest of the new
measures. Farmers with the highest freight costs to reach export ports, especially in northern Argentina,
are among the most concerned about the higher export taxes. As the 2019/20 crop is approaching
maturation, this policy change would not have a significant effect on current production, but would affect
2020/21 planting decisions. A significant portion of the harvest has already been forward contracted
under the pre-Fernandez export tax rates, but higher export taxes would be reflected in lower spot and
futures prices offered to farmers, leading to further divergence in the Argentine FAS and FOB prices and
would negatively affect farmer returns on the portion of production that was not forward contracted
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Because of a new provincial tax law passed in January, shipments moving through ports in Buenos Aires
province will now face increased taxes. The new law stipulates a tax of $47 ARG pesos for each ton
exported, $139 ARG pesos for each ton imported (respectively $0.79 and $2.33 USD at official exchange
rates). Ports facing these changes include important agricultural ports such as Bahia Blanca and
Necochea/Quequén. According to the Bahia Blanca Grain Exchange, these increased taxes could have a
negative effect on profitability for farmers in the region, both by reducing prices received by the farmer as
well as increasing the cost of imported inputs. While much ultimately depends on trucking costs at
harvest, farmers surveyed on this visit registered their intention to market their row crops through ports
such as Rosario in the Province of Santa Fé to avoid the tax.

On March 4™, 2020, the Government of Argentina exercised its newly granted powers by announcing
further adjustments to its export tax regime through Decree 230/2020, which included increasing the
export tax on soybeans and soybean products to 33%. Value-added products and labor-intensive
industries generally saw either reductions or maintenance of current rates. The adjustments reflect not
only a method to increase revenue overall but also an emphasis on taxing larger, commercial farms that
produce the majority of Argentina’s grains and oilseeds while reducing the burden for smaller-scale
farmers and farmers that produce specialty crops (referred to as regional economies in Argentina). Luis
Basterra, Argentine Minister of Agriculture, Livestock, and Fisheries said, “We are applying the concept
of social equality, that is to say, that export taxes are rising for those with greater ability to pay, and there
will be a benefit for less well-off producers, who the prior government’s policies never served.”

National agricultural organizations as well as grassroots and local farm leaders had strongly resisted the
rise in export taxes. By “segmenting” the export taxes in this manner, the government may be seeking to
prevent unified farm resistance by dividing agricultural interest groups based upon commodity and farm
size.

For soybean and soy products, Argentina’s largest export category, exporters have paid a 30% export tax
since December 2019, however, exporters must now pay a 33% export tax on soybeans, soybean oil, and
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soy meal. Sources indicate that some relief may be forthcoming, though, for smaller-scale producers.
Information issued by the Ministry of Agriculture indicate exporters selling soybean and soybean
products sourced from farmers producing smaller volumes could pay anywhere from 30-20% in export
taxes depending upon the size of the farm from which the soybean were sourced. Soy and soy products
sourced from farmers producing more than 1,000 tons (36,743 bushels) of soybeans per year will continue
to pay 33%

Proposed Soybean Export Tax Segmentation by Farm Size
Export Tax 20% 23% 26% 28% 29% 30% 33%
. 101-200 201-300 201-400 401-500 201-1000
* < =
Farm Size 100 TN ™ ™ ™ ™ ™ 1000 TN
Number of
Umber ot 1 12,275 9,576 6,682 4,643 3,289 5,941 14,884
Farmers
Share of o
Production™* 23% 7%
* by tans of soybean produced.  ** Government of Argentina estimate

Rice

With the significant reduction in domestic rice inventories, vessel loadings and export sales are likely to
decline and remain low until harvest of the new crop. This is not a reflection of demand related factors but
rather a general lack of supply. New crop focus is the major focus for most producers at this point of the
year with the biggest question mark being planting intentions. It is generally expected that total acreage
will increase but the magnitude has yet to be determined. Competition between rice, corn, and soybeans is
intense and will remain unanswered until plant concludes.

Accumulated Exports - World Total
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Accumulated Exports - World Total
Rice - Long Grain, Milled
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Metric Tons

1,000,000

l5-Yeartverage
300,000 WPrevicustear
300,000 B curentyear

700,000

600,000

500,000

400,000

300,000

200,000

100,000

Sep
Moy
Dec
1
Fel
Mar
Apr|
May
Jun
Jul

The domestic rice market is relatively firm, receiving support from the early 2020 pace of both paddy and
milled exports. The U.S. price is approaching +$100 premium threshold to MERCOSUR. Unlike
disproportionate prices in Thailand, U.S. vendors are finding willing buyers at levels of $100 per MT
above their South American counterparts; and, given the tight supply situation, there is no reason to
believe that there will be a reversal in fortunes between now and the end of the second quarter of 2020.
There is little talk or expectation now that the Iragi Grain Board will issue a U.S.-only tender of old crop
rice. Guesses are, however, that the timing of the next U.S.-only Iraqi tender will something that will
draw mostly on new crop long grain rice.

MERCOSUR has proven to be a worthy adversary in garnering market share in Latin America, Mexico,
and Irag. Uruguay has already penetrated the Haitian market (15,000 metric tons). South American
suppliers, with the incursion into U.S. core markets, in concert with a sale of 150,000 metric tons to Cuba,
has ‘righted the ship’. The market as a whole is healthier than it was base in September. Now focus turns
to harvest and servicing domestic and core export markets.

Creed Rice provides a South American supplier update as to defining core market for MERCOSUR. Over
50% of the projected 1.05 million metric tons paddy acreage has been harvested in Paraguay. Paraguay
relies on Brazil to take the volume of their exportable surplus. This still leaves some ancillary tonnage for
markets like Iraq and Mexico. Although Brazil will likely cover a large portion of Uruguay’s milled rice
ancillary markets like Mexico, Iraq, and Venezuela will be recipients. The balance of the 90% of the crop
is earmarked for traditional core markets like Peru, Mexico, the EU, Latin America, Brazil, and Africa.
Argentina is less dependent on large-scale Irag business than Uruguay, but it will likely still need to
market three to fur vessels this season. The domestic market and cross-border trade with Brazil should
occupy 50% of the crop. Brazil’s market is a ‘wild card’, as their production number are difficult to
ascertain.

The rice market may be getting some underpinning by concerns over how the virus' spread in Asia will
affect rice plantings. Reuters reports today that China said regions with good growing conditions should
restore double-cropping of rice as part of its efforts to ensure food security amid ongoing measures to
contain the spread of the coronavirus. For the small amount of old crop held in Louisiana, bidding is in
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the range of $23.00-$23.50 per barrel FOB is still being quoted. It is widely believed that very little old
crop is still uncommitted and that the available lots are small, making them less attractive to buyers and
more difficult to trade for sellers. New crop pricing reports circulating in the state are at $20.00 per barrel
FOB for both long and medium grain rice.

Since rice is not traded in the daily volume to that of corn or soybeans, the limited volume of rice could
not be considered enough needed to fill commitment sufficive to the long term charts, the continuation
chart provides an illustration of how the rice market is behaving or how it may behave in the future.
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South America’s end-season rice stocks are set to remain below average in 2019/20, as reductions in
Brazil’s output in recent seasons led to a tightening of carryovers.

18




Ietemationsl Graims Couect

et
ez

wwwigcint

Rice: Stocks in South America

40 m t (milled basis)
' = Others

35 wem Uruguay

mmm Argentina

o

o

3.0
2
2
1

IIIII !
0.0 IIIII

1

0
1011 1112 1213 13/14 1415 15/16 16/17 17/18 18/19 19/20
(est.) (fcast)

o

o

4,

Since the February WASDE, Thai 100B quotes once again rose to $451/ton, reflecting concerns about
exportable supplies amid drought. Vietnamese prices strengthened to $380/ton reflecting harvest delays
and strong demand from Southeast Asian buyers. Meanwhile, Indian quotes were steady at $363/ton,
while Pakistani quotes strengthened to $381/ton on steady exports to core African markets. U.S. quotes
have risen to $615/ton on tightening supplies. Uruguayan quotes have remained at $516/ton as South
American harvests are beginning.

Weekly FOB Long Grain Rice Export Quotes: Last 12 Months
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Most of global rice trade is milled rice, while paddy (rough) rice represents only about 5 percent of global
rice exports. However, paddy accounts for approximately one-third of rice trade in the Western
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Hemisphere. Countries surrounding the Caribbean basin are the primary paddy buyers, with the United
States and Southern Hemisphere exporters competing for market share.

The major Western Hemisphere paddy importers are Mexico, Venezuela, Colombia, and Central
American countries. These countries produce rice, have their own milling industries (that they seek to
protect) and prefer to capture the value-added by milling in-country. Mexico is the top global importer of
paddy rice. Over the years, consumption has grown and been supplied by larger imports, especially of
paddy rice. Duty free access granted under the North American Free Trade Agreement and maintained
with the United States-Mexico-Canada Agreement has provided a competitive advantage for U.S. rice. In
addition, geographic proximity and favorable logistics facilitate a majority market share. However, U.S.
market share waned in 2017 when Mexico established an annual tariff-rate quota (TRQ), of up to 150,000
tons, allowing duty-free imports from other suppliers including Guyana and Uruguay. Although the TRQ
was extended through 2019, the United States regained market share from Guyana last year due to more
competitive prices. Meanwhile, Uruguayan access to the Mexican market is currently constrained by
phytosanitary issues.

Although Central American countries produce rice, consumption growth is leading to rising imports. The
Dominican Republic-Central America Free Trade Agreement (FTA) has provided opportunities to U.S.
exporters. Over the phase-in period, TRQ volumes for paddy rice are expanding while tariffs decline.
Colombia is another market where an FTA has opened new opportunities to U.S. rice. The TRQ volume
is rising each year and is consistently filled. In 2017, Colombia granted access for the United States to
ship paddy to all ports. This expanded port access has resulted in Colombia shifting from primarily
importing milled rice to mainly paddy rice.

Venezuela has been a significant paddy importer, but unlike the other regional importers, its volumes
have fluctuated significantly in recent years due to its political and economic turmoil. Notably, imports
fell sharply in 2019, with further reductions likely in 2020. Amid the economic constraints, Venezuela has
shifted its suppliers over time to access the lowest-price option.

The Western Hemisphere rice market has evolved to include several suppliers willing to export paddy to
these markets. The United States is the top supplier, accounting for over half of global paddy exports.
FTAs and logistical advantages have enabled a majority market share throughout Mexico, Central
America, and Colombia. However, its dominance was threatened by South America in 2018 particularly
as Brazil’s exports to Venezuela increased sharply.

Other South American exporters include Guyana, Paraguay, and Uruguay. In 2019, overall South
American exports declined, although record Uruguayan shipments partially offset some of the Brazilian
and Paraguayan decline. The United States regained market share in 2019, a trend that is expected to
continue into 2020 due to the tight supplies of Western Hemisphere competitors. Thus far, U.S. export
sales have remained strong across the region. While U.S. supplies are expected to tighten over the
summer months, prospects are favorable for increased U.S. supplies after the harvest of the 2020 crop.
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The USDA FAS reports that Chinese domestic rice prices are lower relative to last year despite a smaller
crop and slower procurement progress. The strong facilitation and auctioning of domestic rice reserves is
believed to have kept prices relatively low. But imported rice is still very competitively priced in the
Chinese market. Exports are unchanged. Demand for foreign supplies amid ongoing auctions of reserves
is also expected to go down. Auction prices continued to be attractive to domestic buyers and the
percentage sold (of quantity offered) has been robust. China Customs data showed China exported 2.5
million tons of rice and imported 2.1 million tons of rice in 2019, up 40% and down 25% respectively
from same time period last year.

China’s auction of old-crop rice reserves in 2019 has been attractive for domestic buyers and resulting in
strong selling rates (ratio of rice purchased to rice offered) since 2019. Following 2018 policies, the
government once again lowered the state reserve rice auction bottom price in 2019. The 2015 indica and
japonica rice auction prices were lowered by 400-600 yuan ($57-$86USD) per ton 2013-2014 and
20162017 indica and japonica rice auction prices were adjusted down by 100-200 yuan ($14-$29USD)
and 100-300 ($14-43USD) yuan per ton respectively. Newly set specific session indica and japonica rice
prices were only 1500 and 1600 yuan ($215 and $230USD) per ton respectively. As a result, from
January 1 to December 6, the NGTC auctioned out more than 12.4 million tons of rice, 4 million more
than the annual total sales record in 2017. Note: The Marketing Year (MY) for China is July — June. The
Trade Year (TY) for global rice trade runs January — December.

Among the major Asian rice producers, Indica prices strengthened the most in Vietnam. February
quotations of Vietnamese 5% broken rice climbed 4.7% over January values to their highest level since
December 2018. Strong demand from Malaysian and Filipino buyers spurred the increase, coming at a
time of tightened availabilities as the 2020 winter-spring harvest was just getting started. Interest from
East African buyers also extended the upward streak of Pakistani offers into a third month, while a strong
pace of local government procurement continued to underpin prices in India. In Thailand, a depreciating
Baht and buyers’ switch to alternate suppliers exerted some downward pressure on prices but expectations
of a slump in offseason output provided little room for Thai quotations to weaken from 20-month highs
reached in January. Market sentiment also remained firm in the Americas, consistent with the generally
poor outturn of 2019 crops in the continent. With attention turned to ongoing 2020 harvests in the major
South American suppliers, currency depreciations kept February quotations in check in the sub-region.
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This is while continued interest from Central American buyers drove prices of U.S. Number 2 4% long-
grain to their highest level since September 2014.

EXPORT PRICES FOR RICE
Thai . US. Thai US. _
1}1‘1;1;:33 Paf::iied Long | Thai Viet 151;: India Pak Thai by Al §1ﬂ$ B::;ﬁ Fr:::.m
Grain 50 504 250 2504 250 250 Super ' H
Second | 1000 | T v A Grain 3 y
grade ? £1, 4%
(US Stonne, fo.b)
2015 305 392 490 386 353 541 337 318 373 334 27 857 349 1008
2016 407 410 438 396 347 473 333 327 385 33 348 651 795 768
2017 415 421 156 308 an 499 61 350 384 351 3 673 1131 343
2018 445 431 531 an a2 497 374 360 408 3ol 365 888 1023 1167
2019 435 428 500 418 340 488 361 324 410 323 385 850 982 1212
2019
February 427 425 497 a1 333 494 356 318 403 323 378 870 %01 1223
March 421 418 495 403 347 490 366 323 308 328 374 882 915 1189
April 429 423 436 413 353 490 359 328 404 334 374 864 083 1183
May 425 42 481 409 354 489 360 327 401 333 374 853 1004 1186
June 436 431 479 420 333 486 361 324 a1 308 382 850 1038 1187
July 431 428 499 413 332 483 363 325 408 316 387 850 1031 1172
August 444 440 508 428 336 480 363 327 419 317 388 850 1036 1248
September 444 440 508 427 316 486 363 334 421 304 399 851 1043 1268
October 440 430 508 424 338 483 363 324 418 325 398 843 989 1271
November 439 425 511 422 341 488 357 319 4 324 395 820 976 1208
December 449 434 513 432 344 493 353 320 423 324 394 815 043 1163
2020
January 468 458 533 451 346 492 357 332 440 331 404 822 961 1156
February 467 457 538 450 362 490 359 341 442 342 414 840 988 1110
2019 Jan Feb. 429 423 508 410 344 492 358 318 403 334 378 859 910 1212
2020 Jan-Feb. 467 458 543 451 354 491 358 337 441 336 409 831 974 1133
9% Change 8.9 8.1 2.3 98 28 02 0.1 57 9.4 0.7 8.1 33 71 6.5

Sources: Livericeindex com, Thai Department of Foreign Trade (DFT) and other public sources.

1/ Long grain white rice, fob fcl. 2/ White broken rice. 3/ Basmati ordinary up to May 2011. Super kemel white basmati 2% from June 2011 onwards.
4/ Hom Mali rice, grade A.
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Cotton

The A-index and U.S. spot price have continued their downward momentum from last month and are 11
cents lower compared with this time last year. Concerns over the coronavirus have depressed demand and
slowed global business activity, while the U.S.-China trade situation continues to restrain market
sentiment.

Monthly Average Cotton Prices
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From a fundamental perspective, cotton futures have been supported by the USDA this morning with the
reporting in its March 5th weekly export sales tally U.S. cotton sales of 395,500 running bales - a
marketing-year high for 2019/20, up 84% from the previous week and 40% above the prior four-week
average. However, a decrease of 58,400 running bales was reported for China. For the 2020/21 marketing
year, there were net sales of 53,200 running bales. Exports of 478,200 running bales - a marketing-year
high- were up 48% from the previous week and 26% above the prior four-week average. There were
73,400 running bales shipped to China.

Despite modest gains made, buyers in the cotton futures market remain very timid on concerns demand
for the fiber could be significantly constrained by slowing global economic growth tied to the coronavirus
outbreak that continues to spread. The benchmark U.S. 10-year Treasury note yield today fell below 0.9%
to another record low. This has prompted keen concern among long-term market watchers that a U.S.
and/or global economic recession looms, including the prospect of debilitating consumer and commercial
price deflation. That’s bearish for cotton.

Declining crude oil futures as Saudi Arabia said it would slash oil prices fueled a fresh wave of selling in
the cotton market today. The Saudi-led price war is the second major shock event markets are dealing
with, along with the coronavirus outbreak. As a result, markets remain in panic mode, driving speculative
money into the short side of the markets. A plunge in crude oil futures poses a threat to cotton demand.
Cheap oil prices could encourage a pickup in synthetic fiber production once textile factories get back up
to full steam after the coronavirus situation has passed. The last thing the cotton market needs is demand
competition, which is why news of the oil price war is so discouraging.

A more fundamental economic explanation of the mutual market corrections is that the coronavirus
guarantines are disrupting consumption of cotton and oil, apparel and gasoline, and many other consumer
goods and services.

Looking further back, we can see times when cotton fundamentals are more influential while the stock
market moved differently. Looking at Figure 1 during mid-2019 shows a soaring stock market while ICE
cotton futures declined. | attribute the latter to expectations of a large U.S. cotton crop, coupled with
lingering uncertainty about the U.S.-China tariff dispute. This just goes to show that markets can come
under different influences, from local to global.

Dr. Don Shurley, University of Georgia cotton economists, noted the following. “The coronavirus is the
big factor in the news. It’s hard to separate fact from rumor or know how much to believe what you hear
in the news. | believe what we hear is a mix of the facts seasoned with emotion and fear. Markets have
reacted to the situation and cotton is no exception. There is no fear on economic slowdown in China, here
in the U.S., and globally. China’s economy is already being impacted and plants and other facilities
closing”.

It remains to be seen if and when there will be purchases from the Phase 1 agreement with China.

Overall, sales and shipments have been good but sales to China have been slow and essentially non-
existent over the past month. This is likely a slowdown due to the coronavirus. Despite the pace of sales
and shipments, it’s hard to conceive meeting the USDA’s 16.5 million bales projection without sales to
China picking up. The path to higher prices is a positive resolution to the coronavirus situation, stronger
exports to China, and improved World demand/Use. If prices don’t move back above 70 cents by
planting time, less U.S. acreage and then weather and crop conditions will also factor in. Producers should
eye opportunities at 72 to 73 cents.
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U.S. cotton demand in 2019/20 is projected at 19.5 million bales, 10 percent above last season but equal
to 2017/18. While U.S. cotton mill use is estimated at 3.0 million bales—similar to 2018/19—exports are
forecast at 16.5 million bales, 12 percent higher. Through the first 6 months of 2019/20, U.S. textile mills
used approximately 1.5 million bales of cotton, similar to the same period of 2018/19. Based on latest
estimates, cotton mill use is expected to reach a similar amount during the second half of the season.
Meanwhile, U.S. cotton exports are projected higher in 2019/20, as competitively priced U.S. cotton
moves abroad amid a rising world import demand that is forecast more than 1 million bales higher this
season. While uncertainty surrounds the coronavirus disease (COVID-19) and its effect(s) on the global
economy—rparticularly the textile industry—U.S. cotton export commitments through the first 7 months
of 2019/20 reached 15.0 million bales, compared with 13.0 million bales for the same period last season.
Based on the 2019/20 export projection, the U.S. share of global trade is forecast near 38 percent, above
last season but below the previous 2 seasons.

U.S. cotton exports and share of global trade

Exports (million bales) Share (percent)
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Note: 1 bale = 480 pounds.

Source: USDA, World Agricultural Supply and Demand Estimates reports.
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With U.S. cotton demand slightly below production, 2019/20 U.S. ending stocks are projected 5 percent
higher at 5.1 million bales. Based on the current supply and demand estimates, the 2019/20 stocks-to-use
ratio is forecast near 26 percent, 1 percentage point below 2018/19. However, the average price received
by U.S. upland cotton producers is expected to decline about 10 cents this season to 60 cents per pound,
compared with 70.3 cents per pound in 2018/19, as world cotton mill use expectations have weakened this
season and stocks outside of China reach a record high.

Dr. O.A. Cleveland, noted cotton economist, made several excellent points that bear repeating. “Our
cotton market continues to shadow the world’s preoccupation with the coronavirus. The Volatility Index,
traded in Chicago, continues to demonstrate record volatile trading and appears to accurately track
investors’ trading activity as well as the traders’ view of blatant undecidedness. Try as the market does to
track and respond to bullish (or bearish) legacy fundamentals- such as weather, exports, consumption, key
demand indicators, interest rates and the value of the dollar- it’s really just about one fundamental for
now: the coronavirus. The 61-cent mark appears to offer excellent support for now, at least in the charts.
However, virous concerns could just as quickly yank the New York ICE cotton contract back down to the
57-cent blowout level. Fundamentals are difficult to use for predicative price purposes. The same with
technicals. The third market view, phycological analysis, now dictates price activity. It’s another case of
perception being reality.”

Cotton’s entire supply chain, the path a bale of cotton takes from the farm until the resulting textile goods
are sold to the consumer, faces major turmoil. Additionally, given the important roles of China and Italy,

the turmoil will likely last six to twelve months. In the meantime, cotton prices will likely remain highly

volatile. The turmoil was well noticed this week on the heels of the USDA weekly cotton export report.

The market’s response: little to no price movement. Typically, such a report would have been expected to
mean a one to two cent move higher. hat we know is that only about one half of the major Chinese
spinning capacity is operational. Of that, most are operating only between 25% and 75% of their typical
operating hours. The majority of the workforce remains absent, although workers return every day.

Yet, some mills remain totally closed. While cotton is being shipped to Chinese ports (imports) only a
limited number of Chinese exports (textiles) are leaving China. This seriously complicates the backhaul
shipping arrangements that have been the backbone of just-in-time shipping agreements on which textile
contracts are based. No one knows how long this will last, but the entire supply chain is operating only at
a snail’s pace. Actually, it is being dismantled as other countries que for textile manufacturing operations
that have been mostly in China the past 20 years

International cotton prices presented a more stable appearance throughout most of February than the
previous month before collapsing in dramatic fashion as fears over the spread of coronavirus were
amplified late in the period. The Cotlook A Index began the month on a modestly weak note: markets in
China returned from the Lunar New Year holiday with a steep downward turn that was echoed in New
York. That concern was largely tempered in the following weeks as factories in China began to reopen,
and prices settled into a sideways trading pattern. The A Index reached a high point for the period of
78.30 US cents per Ib. However, late in the month a renewed caution emerged as confirmation of further
infections across the globe came to light, and several international events (including the China Summit,
originally scheduled for late May) were postponed. Prices resumed their sharp downward trajectory. The
spot month in New York fell by over 700 cent points during the last week of February, sending the Index
into the low 70s cents per Ib, below its nominal 30-year average of around 74 cents per Ib.
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Business activity during most of the month was fairly cautious as spinners were for the most part reluctant
to commit themselves to large volume sales or purchases further forward than around the middle of the
year. The downstream sector remained sluggish despite the gradual reopening of factories across China:
many manufacturers rely on Chinese exports for products such as dyestuffs and buttons, and enterprises
although reopened continued to operate well below their full capacity. Thus, spinners’ orders were
negatively impacted and further concerns were raised regarding the potential for serious disruption to
supply chains should the virus fail to be contained in the next month or so.

However, the considerable price downturn in the last portion of February proved steep enough to tempt
buyers back to the market, and a very active demand was witnessed from a broad range of countries as
offering rates fell sharply in sympathy with New York.

Even before the price collapse at the end of the month, US cotton had been selling freely in a broad range
of markets. In the first half of the period, two consecutive weekly marketing-year high sales figures were
published, and the hitherto disappointing pace of shipments also showed a marked improvement.
Confidence that the USDA’s forecast for the season (16.5 million bales of 480 Ibs) increased.

The possible scale of China’s appetite for US cotton has been a topic of market conjecture. On February
14" the ‘Phase One’ bilateral trade agreement came into force, a month after its ratification in
Washington. The deal commits China to a substantial increase in purchases of US agricultural
commodities, including cotton, but no commodity-specific targets were mentioned in the text. During
February, US export data revealed some moderate new sales to China but also disclosed some
cancellations of existing contracts. An additional 25-percent import tariff (introduced in July 2018)
remains in force on Chinese imports of US cotton, but late in February Beijing announced that raw cotton
and cotton yarn were included in an extensive list of products for which buyers could apply for a tariff
exemption. Traders are also alive to the possibility that government-inspired purchases of US cotton
could at some point be made by or on behalf of the country’s State Reserve.

World mill-use was expected to tick higher (to 121.0 million bales, the current 2019/20 number is 118.2
million) due to an assumption of stronger global economic growth. In combination, the decrease in
production and the increase in consumption were expected to result in a production shortfall of about
three million bales.

The corresponding reduction in global ending stocks would put carryout at the end of the upcoming crop
year just below 80 million bales. That level would be marginally below the range between 80.2 and 80.8
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million bales that was maintained between 2016/17 and 2018/19. A drop below that range could be
interpreted as a positive for cotton prices (crop year averages for the NY nearby were between 73 and 79
cents/Ib between 2016/17 and 2018/19).

However, even though these figures are only a few weeks old, the rapid spread of the coronavirus has
significantly altered macroeconomic conditions and makes the recent USDA estimates for 2020/21 feel
dated.

World Cotton Exports

million 480 |b. bales 2015M6 201617 201718 201819 2019/20 2019/20
February March

United States 9.2 149 16.3 14.8 16.5 16.5
Brazil 4.3 28 4.2 6.0 89 8.8
India 5.8 4.6 5.2 35 316/ 36
Greece 1.0 1.0 1.1 1.4 1.5 1.5
Benin 0.7 0.8 1.0 1.4 1.4 14
Australia 2.8 3.7 3.9 3.6 1.3 1.3
Mali 1.0 11 1.3 14 1.3 e
Cote d'lvoire 0.8 0.6 0.6 09 1.0 1.0
Burkina 1.1 1.2 1.2 0.9 0.9 0.9
Cameroon 0.6 0.5 0.4 0.6 0.6 0.6
Argentina 0.2 0.3 0.2 0.5 0.5 0.5
Sudan 01 0.3 0.4 0.4 0.5 0.5
Malaysia 0.1 0.1 0.2 0.3 0.5 0.5
Rest of World 7.1 6.0 5.7 5.6 5.1 5.2
African Franc Zone 4.3 4.4 4.8 53 54 54
EU-27 1.3 1.3 1.4 1.7 1.8 1.8
World 34.7 379 41.5 41.3 43.5 43.6
Source: USDA

World Cotton Imports

million 480 |b. bales 201516 201617 2017118 201819 2019/20 2019/20
February March

China 4.4 5.0 8.7 9.6 8.5 8.3
Bangladesh 6.4 6.8 7.6 7.2 7.2 7.3
Vietnam 46 55 7.0 6.9 6.8 6.8
Turkey 4.2 3.7 4.0 35 4.1 4.3
Pakistan 33 25 34 29 4.2 4.2
Indonesia 29 34 35 31 3.1 3.0
India 11 27 1l 1.8 23 23
Malaysia 0.4 0.4 0.7 0.7 1.0 1.0
Thailand 13 1.2 Uit 11 1.0 1.0
Mexico 1.0 1.0 0.9 0.9 0.8 0.8
South Korea 1.2 1.0 09 0.8 0.6 0.6
Taiwan 0.7 0.6 0.6 0.6 0.5 0.5
Egypt 05 0.5 0.6 05 05 0.5
Rest of World 35 33 33 30 3.0 3.0
African Franc Zone 0.0 0.0 0.0 0.0 0.0 0.0
EU-27 0.8 0.7 0.7 0.6 0.7 0.7
World Total 354 377 41.2 425 43.5 43.6
Source: USDA

In 2019, global growth was the slowest since the financial crisis. Deceleration from that weak level does
not suggest strength on the demand side of the balance sheet and implies downward risk to consumption
estimates. Including March, there are still five months remaining in the 2019/20 crop year, meaning there
is ample time for the coronavirus and the slowdown in economic activity it can bring to lower
expectations for the current crop year as well as the upcoming 2020/21 season.
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The USDA lowered its consumption number for China this month. Reports are that China is returning to a
more normal set of business conditions already, which could mean that further decreases in Chinese
consumption could be limited. Nonetheless, delays have been registered throughout supply chains. The
resulting logistical bottlenecks, along with the spread of the virus beyond China, pose risks to demand. If
global conditions do not clear up quickly, weakness from the demand side could erase the production
deficit projected by the USDA in 2020/21.

With global cotton consumption forecast below production in 2019/20, world cotton stocks are projected
to increase 4% this season. Based on the March world cotton supply and demand estimates, 2019/20
global ending stocks are forecast at 83.4 million bales, 3.2 million bales above 2018/19 and the highest in
4 years. The increase is largely attributable to India, where stocks are projected to climb 3.7 million bales
(nearly 40%) to 13.0 million bales this season. Brazilian stocks also are expected to rise moderately to
13.1 million bales. In contrast, stocks in China are projected to decrease for the fifth consecutive season,
reaching 34.5 million bales by the end of 2019/20, their lowest share of world stocks since the beginning
of the decade. With global stocks increasing and consumption declining in 2019/20, the stocks-to-use
ratio (71%) is rising to its highest level in 4 years. However, for the world excluding China, both stocks
and the stocks-to-use ratio are projected at record levels in 2019/20, resulting in lower world cotton price
expectations compared with the past several years.

Global cotton stocks and prices

Global stocks (million bales) A-Index (cents/lb.)
120 100
100 + + 90
80 + + 80
60 + + 70
40 + + 60
Emm Ending stocks == Cotlook A-Index
20 + + 50
0 A + + . + . 4 . : . : L 40
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Marketing year

Note: 1 bale = 480 pounds.
Sources: Cotlook and USDA, Interagency Commodity Estimates Committee.

COVID-19 (coronavirus) Impact on Equity and Commodity Markets

The extreme volatility in stock prices and uncertainty COVID-19 impact on world growth has limited
trading interest. Bloomberg reported that China has pledged to buy $36.5 billion in U.S. farm goods this
year under the trade deal, $12.5 billion more than in 2017. But some tariffs remain in place, and China
has said that purchases need to make economic sense with both Washington and Beijing acknowledging
that the timing of the sales depends on market conditions. Traders were already skeptical China would
reach phase one targets before the virus hit. Even the U.S. Department of Agriculture’s own export
projections cast doubt on the deal. Now, with the Brazilian real and Argentine peso hitting record lows
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against the dollar, the trade-deal targets are even more in doubt. For now, U.S. authorities are dismissing
the currency threat. Concerns about the slowdown of the Chinese economy may also end up helping the
nation meet its pledges. That’s because the agreement allows for nations to impose tariffs equivalent to
the size of the damage without retaliation in the case of non-compliance.

Some Chinese crushers have been granted tariff exemptions to import soybeans, according to sources
cited by Reuters, with the exemptions in place for a year in line with an announcement from the Chinese
government last month. Exemptions have reportedly been granted for U.S. sorghum, wheat, distillers’
dried grains (DDGS), dairy and poultry. Importers apparently had no trouble getting the exemptions, with
the decision being made within a matter of days after the request was made. The government also
requested monthly purchase plans from applicants, according to one of the sources. U.S. soybeans would
likely be eyed for August/September forward, as Brazilian supplies are still cheaper.

Agriculturally related purchase commitments by China under Phase 1 are a reason to be upbeat, USDA
Secretary Perdue said during congressional testimony on March 4™, even given concerns about the impact
coronavirus may have on China meeting them. “None of us obviously know what the impact is going to
be,” he said of coronavirus, but added that market fundamentals remain strong thanks to robust consumer
demand and the new trade agreement. Despite uncertainty over the virus’ impact, the signals from China
are that they “want to fulfill” their purchase commitments under the Phase 1 deal, Perdue stressed.
Regarding those commitments, he said “we're going to trust but verify as we go along, and looking on a
week by week, month by month basis of where they are,” adding that the purchase provisions also include
unilateral enforcement mechanisms. Perdue predicted China would begin to ramp up soybean purchases
from the U.S. “in late spring and summer.” He also said shipping backlogs appear to be easing, which
should help with the buildup of meat in cold storage.

Phasel and Coronavirus Weigh on Commodity Prices

Cumulative Percent Change in Price Since Outbreak Confirmed By China (January 14)
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The Agricultural Market Information System (AMIS) reports that apart from more people and countries
being affected, the world of 2020 is also very different from the one when SARS broke out. Today,
markets are more integrated and interlinked, with a Chinese economy that contributes 16 percent to the
global gross domestic product, four times as much as in 2003. Thus, any shock that affects China now has
far greater consequences for the world economy. This week, the OECD cut its forecast for global
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economic growth in 2020 from 2.9% to 2.4%, which would be the lowest level since the financial crisis a
decade ago, warning that a prolonged and more intensive coronavirus epidemic could even halve this
figure to a mere 1.5%.

Global food markets are of course not immune to these developments. However, they are likely to be less
affected than other sectors that are more exposed to logistical disruptions and weakened demand, such as
travel, manufacturing and energy markets. While basic food commodities may face some constraints
stemming from interruptions in transport and quarantine measures, impacts are likely to be less severe and
shorter in duration.

Seeking to bolster America’s economy amid growing fears over the coronavirus, the U.S. Federal Reserve
cut interest rates on March 3™ by half a percentage point. The Fed said the emergency move puts rates in
a target range of 1.00% to 1.25%. While the Fed said the “fundamentals of the U.S. economy remain
strong,” a statement issued with today’s rate cut said, “The coronavirus poses evolving risks to economic
activity. In light of these risks and in support of achieving its maximum employment and price stability
goals, the Federal Open Market Committee decided today to lower the target range for the federal funds
rate.” The move comes the same morning the G-7 announced that it would commit unspecified tools to
help the global economy deal with the threat, and as Wall Street was in the midst of another market sell-
off. Markets immediately turned higher on the announcement.

The Fed's decision to cut interest rates before its next scheduled policy meeting on March 17" reflects the
urgency with which the Fed feels it needs to act in order to limit the economic impacts of the coronavirus.
The move to cut rates helps to loosen credit conditions, but the rate cut can’t cure the virus. The Fed has
only adjusted rates five times intra-meeting. The last time it did so was January 22, 2008, just after the
collapse of Lehmann Brothers. This emphasizes how seriously the Fed is taking the situation and its
possible impact on the economy.
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Dow Jones Industrial Average 21,491.18 -2,062.04 (-8.75%). DJI quote as of 11:40am EDT.
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DTN reports that the March U.S. dollar index dropped over two full points last week to finish at 95.93,
the lowest close in over seven months. When coronavirus concerns first emerged, the U.S. dollar index
traded higher with the U.S. seen as a safe haven from the initial threat. Now that infections are spreading
rapidly and have been confirmed in the U.S., U.S. GDP growth is suspect in the first quarter of 2020, and
the Federal Reserve announced a half-percent rate cut on Tuesday in hopes of providing early support to
the economy. A rate cut is not going to stop the spread of the virus, however, and it will be interesting in
the days ahead to see if the U.S. dollar index can hold support above the one-year low of 95.74. A lower
dollar is typically supportive for U.S. ag prices and commodity prices in general, but in this case, could
also be a bearish sign of the spreading virus. The U.S. dollar index is in a sideways range and holding
support above 95.74 is the technical challenge early in 2020.
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In summary, the U.S. dollar index has gone from a one-year high to a one-year low as coronavirus
worries have resulted in a lower U.S. GDP growth estimate and a pre-emptive rate cut from the Federal
Reserve.

Just a few weeks ago, U.S. stocks were pushing new record highs, but that effort has quickly unraveled as
the spread of coronavirus leaps to new levels. John Hopkins now shows a death count of 3,802 worldwide
and rising. The Dow Jones Industrial Average (DJIA) was actually up 455 points last week to 25,865, but
Friday's (March 6™) close was still down 13% from the February high. The sudden downdraft of prices
turned the weekly stochastic from bullish to bearish in one sudden swoop and now the technical challenge
will be to see if prices can hold above the one-year low of 24,681.

COVID 19 already disrupted the Chinese economy and, therefore, normal soybean crushing patterns in
China where a two-week drop in crush is normal after the Spring Festival, but this year that dip slowed
below 1 million tons for three weeks.

China Weekly Soybean Crush ﬂ'(‘
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Other issues impacting the markets are: the African swine fever outbreak disrupted grain demand patterns
with a switch from pork to chicken demand in China, and more developments are still emerging with the
virus’ spread. Argentina and Brazil could produce record corn and soybean crops which will provide an
exportable surplus in seasonal export patterns. Finally, two insects on two continents are garnering a lot of
attention in regard to global supply and demand and how it interlaces with COVID 19. Locusts in the
horn of Africa are being described as “devastating.” The populations are increasing. Additionally, farm
armyworm in China is bringing additional risk to corn production.

Export volumes have already declined and shipments from the U.S. to southeast Asia (Japan and South
Korea). While normal shipping times are 30 to 40 days, there could be logistical delays in the recovery.
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The graph below illustrates soybean export volume, import volume of soybeans to China from Argentina,
Brazil, and U.S. Where green area is Argentine soybean exports to China, red is Brazilian exports to
China; blue is U.S. exports to China. The purple line denotes the import volume of China from world
suppliers.
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Pro Farmer reports that Brent futures suffered the second-largest drop on record in the opening seconds of
trading in Asia, only behind the plunge during the Gulf War in 1991. As the global oil benchmark
plummeted to as low as $31.02 a barrel, Goldman Sachs Group Inc. warned prices could drop to near $20
a barrel. U.S. crude futures slid 20% to a roughly four-year low of $33.19 a barrel. West Texas
Intermediate crude plunged to $27.71. Trading was frozen for the first few minutes because of the scale of
the loss. Oil’s rout- caused by a price war between Saudi Arabia and Russia- is the latest blow to crop
markets already hurt by a decline in demand due to the spread of coronavirus that’s keeping people at
home. Markets have become more tied together over the past decades and farmers need to watch
everything from crude oil to the state of the global economy.

Prices Tumble
Brent drops most since 1991 after OPEC+ fall-out prompts Saudi price war
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The acute weakness in energy prices will have a long-term impact on biofuel prices unless there is a
U.S./Saudi/Russian deal to reduce production. Oil prices bounced back on March 10" from the biggest
drop in 30 years the previous day. Russia told Saudi Arabia that it is willing to seek market share for the
next 6-10 years. That follows the Saudi move to slash export prices and raise production during the
weekend after Russia failed to agree to cut production. The Russians want to put pressure on U.S. shale
oil producers who have been grabbing market share. It also follows a U.S. move on February 21% to
impose tough economic sanctions against the Russian oil giant that is keeping Venezuela’s ruling
government afloat. The sharp fall in crude oil is bearish to the U.S. bio-crops of corn and soybeans.

China’s top container ports are loosening the backlog of cargoes on their docks as workers return to their
jobs after coronavirus travel curbs that kept them away and jammed up global supply chains have been
eased. China is the largest container cargo handler - processing around 30% of global traffic or around
715,000 containers a day in 2019 - and the virus clampdown impacted supply chains of everything from
sneakers and machine parts to technology components and food items. The average wait time for
container vessels at Zhoushan in southern China - the third-largest container port in the world by annual
handling capacity - spiked to more than 60 hours in the week of February 11" through 17, when travel
curbs on workers returning from the prolonged Lunar New Year holiday forced ports to operate with
skeleton staffing. But turnaround times at Zhoushan and other ports are starting to improve as more
container crane operators, customs officers, tugboat pilots and other key logistics links slot back into
place.

China's Zhoushan port starts to revive business as virus curbs ease
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USDA 2020 Acreage Projections

On February 20, 2020, the USDA released its preliminary acreage projections for principle row crops in
the U.S. Note that U.S. acreage numbers will be updated later this month in the USDA's prospective
plantings report.

Corn 94.0 90.2 88.9 89.7 94.0 5%
Soybeans 83.5 90.2 89.2 76.1 85.0 12%
Wheat 50.1 46.1 47.8 45.2 45.0 0%
Cotton 10.1 12.7 14.1 13.7 12.5 -9%
Other feedgrains 12.6 10.7 1.0 10.8 11 3%
Rice 3.2 2.5 2.9 2.5 3.1 21%

Total 8 crops 2534 2523 2539 238.0 250.7 5%
CRP 23.9 23.4 22.6 22.6 22.7 0%

8crops+CRP 277.3 275.7 276.5 260.6 2727 5%

Source: USDA-OCE. Area planted. Values in red denote record levels.

Crop price for principle row crops such as corn and rice are expected to decline in 2020. The national
average price for soybeans are expected to be up slightly, as is cotton.

Wheat ($/bu) 3.89 4.72 5.16 4.55 4.90 8%

Corn ($/bu) 3.36 3.36 3.61 3.85 3.60 -6%
Soybeans ($/bu)  9.47 9.33 8.48 8.75 8.80 1%
Cotton (cents/lb) 70.5 68.6 70.3 63.0 64.0 2%

All Rice ($/cwt) 10.4 12.9 12.6 13.0 12.0 -8%

Data: USDA-OCE.
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PLC Farm Program Payment Projections - 2019 CY

The table below projects the national marketing year average prices for purposes of the Price Loss
Coverage (PLC) program. A PLC program payment is triggered when the national Marketing Year
Average (MYA) price for a commodity falls below that commodity’s effective reference price. The
payment rate is then multiplied by the farm’s program yield and made on 85% of base acres.

Covered Commodity 2019/20 MYA Price* Effective Reference Price | 2019 CY PLC Payment Rate

Corn $3.80 $3.70 --

Grain Sorghum $3.30 $3.95 $0.65

Long Grain Rice $12.00 $14.00 $2.00

Medium Grain Rice $11.90 $14.00 $2.10

Seed Cotton $0.3006 $0.3670 $0.0664

Soybeans $8.70 $8.40 -

Wheat $4.55 $5.50 $0.95

*national marketing year average (MYA) prices reflect the midpoint price level from the March 10, 2020 WASDE report.

ARC-CO Farm Program Price Parameters - 2019 CY

The table below presents the five-year Olympic average national marketing year average prices for
purposes of the Agriculture Risk Coverage (ARC-CO) program in addition to the projected national
MY A price used for in the calculation of actual county (parish) revenue. An ARC-CO program payment
is triggered when the actual parish revenue for a particular commodity falls below that commodity’s
historical revenue guarantee. ARC-CO farm program payments are capped at 10% of the benchmark
revenue. The payment rate is then made on 85% of base acres. No individual farm level production data is
used for the purposes of ARC-CO program payment calculation.

Covered Commodity 2019/20 MYA Price* 2019 ARC-CO Benchmark Price (5-yr Olympic Average)
Corn $3.80 $3.70
Grain Sorghum $3.30 $3.98
Long Grain Rice $12.00 $14.00
Medium Grain Rice $11.90 $14.00
Seed Cotton $0.3006 $0.3670
Soybeans $8.70 $9.63
Wheat $4.55 $5.66

*national marketing year average (MYA) prices reflect the midpoint price level from the March 10, 2020 WASDE report.

Sources: USDA Agriculture Market Service (AMS), USDA Foreign Agriculture Service (FAS), USDA Farm Service Agency (FSA), USDA National Agriculture
Statistics Service (NASS), USDA Economic Research Service (ERS), USDA FAS GAIN Report, USDA Office of Communications, USDA World Supply Demand
Estimates (WASDE), AgDay, Ag Fax Media, Ag Market Network, Agri-Pulse, Ag Web, Agricultural Market Information System (AMIS), Allendale, American Farm
Bureau Federation, Bloomberg News, CME Group, Cotton Grower, Cotton Incorporated, Cotton Outlook, Creed Rice Report, Delta Farm Press, DTN Progressive
Farmer, Farm Futures, lowa State University, LSU AgCenter, National Cotton Council, Pro Farmer, Reuters, Rice Market Letter, Southeast Farm Press, Successful
Farming, University of Illinois, U.S. Grains Council, USA Rice Federation, U.S. Soybean Export Council, and the Wall Street Journal.

Contact Michael Deliberto at 225-567-7267 or by email mdeliberto@agcenter.Isu.edu
Cente Department of Agricultural Economics and Agribusiness
s =dwesmened | OLIISIANA State University Agricultural Center, Baton Rouge, LA
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