Tuesday, April 10, 2018

US Stocks vs World Stocks
You can tell by the symbols in the table at
right that there was a lot of neutrality from
the April S&D Report. The BIG positive
continues to be the drop in world soybean
stocks. USDA got in line with other analysts
by cutting their estimate for Argentina to
40.0 mt, down 7.0 mt from last month, and
down a whopping 17.0 mt from the yearly
high estimate back in December. USDA did
raise Brazil’s crop size to a record 115.0 mt,
but overall world ending stocks were
estimated at 90.8 mt, down 3.6 mt from last
month, & about 2 mt below the average
trade estimate. US stocks were kept close
to last month while analysts were expecting
that number to get a little bigger. That tells
us that USDA expects demand for US
soybeans to pick up in the rest of this
marketing year. We’ve seen that even this
week, with more current year sales
announced, and even 2018-19 sales to
China & Argentina announced! This was
the biggest sale to Argentina in 20 years!
Apparently they’re nervous about the
supply of soybeans to meet their meal
demand into next year. This is a great,
unexpected opportunity for US & Brazilian
farmers! Brazilian farmers are selling
soybeans off the combine at near-record
prices (taking currency valuation into
account), and both the US and Brazil will
likely plant record soybean acres again in
this calendar year.
The BIG negative again this month is wheat
carryout, both at the US and world levels.
The market has tried to drum up support
for wheat from the worsened conditions of
the US HRW crop. But then report days like
this point out the reason why the US HRW
crop doesn’t make that big of a difference
in the big picture. World wheat stocks at
271.2 mt were up 2.3 mt from last month,
and would be a new record. The fact is that
we need a few countries to reduce
production in order to support higher price
levels moving forward. Reduced US
production is just a start.

The graph above shows the US corn (green), soybean (yellow), wheat (orange), &
combined (blue line) ending stocks since 1977. Today’s report was more confirmation
that we will end this summer with more than enough of these three crops – the most
combined bushels since 1988. But it’s always better to have a crop problem
somewhere else, and the reduction in Argentine soybean & corn production, and
reduction this year in Brazilian corn production, sets us up to see overall stocks
decline in 2019, which should be supportive to US grain prices moving forward. This
is why marketing with options makes sense to me – see next page!
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Update on Marketing Strategies
My comments on the first page lead into this discussion of
market strategy. If believe when putting together a
marketing plan it’s prudent to at least have a bias as to
which way a market will trade. That doesn’t mean a “put all
your eggs in one basket” approach to marketing. That’s not
good risk management. But determining what direction
you believe the most risk of the market moving helps when
building a plan. My bias has been based on the change in
US stocks plus change in expected 2018 acreage. So slightly
negative to soybeans & cotton, slightly positive to corn, and
neutral to wheat. Here are some suggested option-based
strategies I’ve discussed recently:
Soybeans & Cotton – In addition to a straight futures hedge
or cash sale if prices are at desired/profitable levels, I’ve
liked the strategy of buying put options & selling call
options. This lets you “put” a futures floor under the
market, while accepting a ceiling above where the market is
currently trading, in order to collect premium and raise your
net futures floor. A couple of current examples would be:
Buy November soybean $10.20 put option @ 45 cents,
Sell November soybean $11.20 call option @ 41 cents.
With the net cost of this trade @ 4 cents, your net
November futures floor would be $10.16, and your net
ceiling would be $11.16. So if you believe there’s downside
price risk in soybeans, but also think soybean price could
trade a little higher, then this strategy allows for both.
Buy December cotton 76 cent put option @ 3.34 cents,
Sell December cotton 82 cent call option @ 3.05 cents.
The net cost of this trade would be .29 cents, thus making
your net December futures floor @ 75.71 cents, with a net
ceiling @ 81.71 cents.

Keep in mind that whenever you sell an option, such as selling the
call in this strategy, you must maintain margin money in case the
market trades above your sale strike price. In these examples for
soybeans & cotton, there worst case scenarios would be having
soybeans sold @ $11.20 or cotton sold at 82 cents. But selling the
option and collecting that premium allows your net floor price to
rise, hopefully to profitable levels!
Corn – I’ve been a big proponent of using “courage calls” since last
year. The reason I continue to be is that US stocks are beginning to
drop year-to-year, and acres are also expected to fall. This adds a
little more risk that we grow a good crop to meet strong demand. It
doesn’t mean prices have to trade higher – see last fall. But there’s
a chance. The idea has been then to buy call options when the
market is “cheap” or “oversold”, which would then allow me to be a
more aggressive seller when the market rallies to desired levels.
Then, if futures continue to trade even higher, the call option would
gain in value, which could then be added to any sales you’ve made.
The example of this strategy that I spoke about this winter was:
Mid-January – buy September $4.20 call option @ 8 cents, then
begin hedging December corn futures @ $3.95 in 10 cent/10%
increments.
So if I had bought these calls when they traded to 8 cents, and if I
had hedged December corn when it got to $3.95, I would essentially
have a minimum futures price of $3.87. Corn futures have rallied
nearly 20 cents from the price I sold, but the value of the
September $4.20 call option has also risen to 20 cents. Thus,
supposing I sold the call back today, I could add that 20 cents to my
minimum price, and now would have a net hedge at $4.07.
If you haven’t yet, I encourage you to determine your bias and build
your marketing plan, not only for 2018, but also 2019! Our DSMG
marketing staff would like to help you – (888) 926-0985.
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