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OVERVIEW FOR THE WEEK:

The grain trade was relatively quiet the first 4 trading sessions this week as traders awaited the USDA September crop report Friday morning.  Prices ended mixed as wheat (-32 cents) closed under pressure but corn (+15 cents) and beans (+25 cents) settled stronger.  If not for Friday’s sharp rally, both markets would have ended on steady to weaker tone for the week.  The USDA’s crop report was slightly positive as the USDA’s production estimates for both corn and beans were not only lower than their August estimate but also slightly lower than trade expectations.  US corn production was 12.072-bbu (versus USDA’s Aug estimate of12.2888-bbu) using a yield of152.3.  Corn ending stocks were also lowered to 1.018-bbu compared with 1.133-bbu in August.  US bean production was 2.934-bbu (versus USDA’s Aug estimate of 2.973-bbu) using a yield of 40.0. But the crop report was only marginally responsible for Friday’s sharp rally.  Additional factors included the sharply stronger precious metals and the weaker US dollar.  Hurricane Ike is expected to dump plenty of moisture all the way from the Delta up through the Midwest.  The rains in the Delta will not only slow down harvest but they are expected to cause some flooding which could potentially reduce bean yields.  The Delta does not account for a large percentage of US beans but in a year in which US bean ending stocks are extremely tight, any loss of production will be magnified. Technically, the markets were due for an upside price correction as grain prices deteriorated 90 cents in corn and $1.90 in the beans prior to today’s rally effort.  The current rally effort could continue into next week but the key question is what will it take for this rally to continue?  You can’t count on the funds as they have been in a liquidation mode for the past several weeks and the current long positions in both corn and beans is just a small percentage of what it was 6 months ago.  US export demand has been sluggish for both corn and beans even with the recent sharp break in futures prices. The heavy rains could help lower bean production in the southern US but it may help increase Midwest yields considering the crop is 1-2 weeks behind.  And finally Midwest harvest is expected to be active within the next 2 weeks. The bottom line is that we see nothing to spark any long and sustained rally effort in the near term.    
THE BULL SIDE VERSUS THE BEAR SIDE:

Bullish factors:
1. The extremely heavy rainfall from Hurricane Ike in the Delta will not only slow harvest but will also cause some flooding.  With the tight US bean stocks of 140-mbu, we can not afford to lose many beans or prices will go soaring.  
2. The Chinese appetite for world beans continues. The US attaché to China estimates China will increase bean imports in 2008-09 marketing year to 38 million MT, which compares with USDA’s recent estimate of 36.0 million MT.
3. Even with harvest right ahead of us, the grain markets are overdue for a technical recovery considering since August 22, prices have dropped 82 cents in corn and $1.80 in beans. 
  Bearish factors:
1. The tone for export demand is set in the first quarter of the marketing year.  Year to date sales this year totals 475-mbu, which is only 72% of the sales pace last year.  The $2 price break from the summer highs has done little to spark world end-user demand.
2. The negative sentiment over government subsidies continues for the ethanol industry, with Ag secretary Schafer stating that producers are going to have to see a step down reduction in subsidies and be more commercially self-sustaining.  
3. World wheat production was increased 5.5 million MT in the Sep crop report to 676 million MT due to a sharp due to a sharp increase in eastern European production.  World ending of 140 million MT are now 18% higher than last year’s stocks.   
 SHORT TERM OUTLOOK

The close in December corn under 548 now projects prices to test the 529 to 465 area.  Over head resistance in the December contract is 583 to 601.  November beans also penetrated support of 1231, which puts the next level of support to the 1165 to 1160 area.  Overhead resistance is now from 1279 to 1346.           
