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2007-2008 Nitrogen Demand Estimates Uncertain

inter is upon us, and a record-

breaking harvest has passed.
The USDA estimates that over 13.2
billion bushels of corn were produced.
Soybean production volumes bore the
brunt of the increased corn acreage
with a harvest of 2.6 billion bushels,
down from 3.2 billion bushels in 2006.
Cotton also felt the effects of the strong
corn market with a 17% reduction in
harvested acreage over the previous
crop year.

Nitrogen demand boomed last year,
driven by higher corn and wheat plant-
ings, and coupled with low import lev-
els, resulted in very tight nitrogen sup-
plies. Terra’s view is that carryover
inventories into this fertilizer year may
be at historical lows, with possibly less
than one million tons of nitrogen in
storage at the end of June 2007. How-
ever, the space left by low carryover
inventories is quickly being filled by a
strong lineup of imports. High U.S.

last four years. Ammonia imports are
also at high levels for this time of year
(See graphs below). Will nitrogen im-
ports meet the tight supply situation of
this fertilizer year? Will demand con-
tinue to grow as agricultural markets re-
spond to the call for biofuels? This issue
of Between the Rows will examine these
questions and reveal why Terra believes
that the demand pendulum could swing
either way in 2007/2008.

The Case for Robust
Nitrogen Demand

One of the first indicators that de-
mand may be robust this fertilizer year is
the very brisk pace of fall sales. Heavy
buying and pre-sale volumes accompa-
nied by high market prices all indicate a
bullish sentiment among customers. The
buying behavior is similar to that of past
years when customers shared a belief that
nitrogen supplies would be tight for the
spring. The word in the field is that am-
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are quickly filling up storage, they
are only making up for the low
carry-out inventories of last June. It
will take strong prices and robust
import levels sustained through the
winter months to meet anticipated
demand levels.

Another indication that nitrogen
demand could remain strong is the
forward price of corn. Corn is cur-
rently trading at $3.71 versus $3.57 a
year ago. Ethanol production capac-
ity continues to grow even with tight
profit margins this fall. It is esti-
mated that the U.S. will have over 12
billion gallons of annual ethanol pro-
duction capacity at the end of 2009.
If all of these plants become opera-
tional, they could use up almost 40%
of the current U.S. corn crop
(Source: lowa State University).
Many believe that a successful en-
ergy bill and rising oil prices will
carry ethanol production growth well
beyond 2008, albeit at a slower pace.
Some estimates indicate that corn
acreage could be as high as 88 mil-
lion acres in 2008, supporting con-
tinued demand for nitrogen and even
lower carry-out inventories if im-
ports don’t maintain their strong
pace.

The Case for Flat to Weaker
Nitrogen Demand

Balancing out the arguments
above, other market indicators seem
to support the case for a slight de-
cline in nitrogen demand over last
year. One of the key indicators is the
soybean-to-corn price ratio, which
traditionally indicates the likelihood

that corn will be favored over beans
in planting. Based on November
30th prices of $10.57 bushel for soy-
beans, the bean-to-corn price ratio
stands at 2.85. This seems to indicate
a strong preference for beans. How-
ever when you look at the May 2008
forward prices, the ratio declines to
2.68, still indicating a preference for
beans, but moving closer to the neu-
tral decision ratio of 2.5. (See graph
below.) It could be argued that given
a burgeoning global demand for soy-
beans, the U.S. will not be able to
reduce soybean acreage two years in
a row without prices responding in
such a way that encourages further
planting of beans. Yet at this point in
the season only time can tell how the
market will respond. Additionally,
two factors within the corn markets
indicate that next year’s plantings
may drop to between 86 and 88 mil-
lion acres of corn. The first factor is
the increased usage of DDGs as a
substitution for corn in livestock
feed. It is estimated that DDGs may
have offset as much as one billion
bushels of corn last year, effectively

reducing demand for corn. Another
factor that may result in fewer corn
acres planted is slower growth in
corn used for ethanol production as a
smaller volume of new production
capacity is expected. Both of these
issues hold the potential to reduce
domestic nitrogen demand. If re-
duced domestic demand is coupled
with continued strong imports then
nitrogen demand may indeed turn
out to be flat or weaker than last
year.

In Summary

At this point in the fertilizer year
many factors still hold the potential
to influence nitrogen demand signifi-
cantly. Logical arguments support
the case for either a strengthened or a
weakened U.S. nitrogen demand.
The two key variables will continue
to be agricultural markets and import
volumes. We hope that by the next
issue of Between the Rows, the im-
pact of these variables will become
known and Terra can tell you which
way the nitrogen demand pendulum
will swing.
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PARTING THOUGHTS...

A s we move into another fertilizer year, Terra is actively seeking ways to
provide additional cost-effective nitrogen supplies to U.S. markets
through both domestic and international production. With the outlook for
2007/2008 indicating an uncertain season for nitrogen supply availability and
demand levels, we encourage you to maintain frequent contact with your Terra
representative to review your nitrogen demands.
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