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During a nearly four decade-
long career I have learned that 
the job of the marketplace is 
to factor or price in the future. 
I  have also learned to be 
suspicious of the statement that 
“this time is diff erent.” Certainly 
the economic carnage is severe 
and is likely to expand, and that 
could create a knock-on failure 
across the global economy. 
However, we think everyone 
should take a step back and 
consider China’s situation as 
a guide for events over the 
coming two months. 

While there are reports that 
China might have known about 
the outbreak as early as November, they did not implement a 
widespread quarantine until the last two weeks of January. Th ey 
were dealing with very large infections early in their outbreak and 
had did not have the advance warning that the rest of the world did, 
but they eventually slowed the pace of new infections to a crawl and 
were able to resume their economic activity. 

Unfortunately, Europe and the US did not take China’s experiences 
seriously enough and are paying the consequences. We are reminded 
of something that has been attributed to Winston Churchill, 
“Americans can always be counted on to do the right thing…aft er 
they have exhausted all other possibilities.” 

Th e Beginning of the End of Panic
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We think the US has begun to “do the right thing,” and widespread 
isolation should lower the spread of the virus. Th at evokes another 
Churchill quote about the “end of the beginning.” Obviously 
economic and psychological carnage will continue to expand, but 
we suggest everyone be aware of the potential for an infl ection point! 
We fully acknowledge the challenges of developing and testing a 
vaccine, getting it approved, and producing it in mass quantities, 
but markets like equities look to the future and an eff ective vaccine 
would give some defi nition to the crisis.

Clearly volatility in the equity markets will remain historic, and 
any involvement in the markets should be restricted to risk-defi ned 
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should not consider entering positions without their own independent analysis of the market’s current situation, nor without further 
consideration of any changes to the information contained herein that may have occurred since this report was written. Th e authors 
are not responsible for any verbal or written claims and opinions that might be provided in conjunction with this report. Th e trad-
ing suggestions contained herein have been provided merely as a general guide and only for the purpose of quantifying the authors’ 
opinions.

Th is report includes information from sources believed to be reliable but no independent verifi cation has been made and we do not 
guarantee its accuracy or completeness. Opinions expressed are subject to change without notice. Th is report should not be construed 
as a request to engage in any transaction involving the purchase or sale of a futures contract and/or commodity option thereon. Th e 
risk of loss in trading futures contracts or commodity options can be substantial, and investors should carefully consider the inherent 
risks of such an investment in light of their fi nancial condition. Any reproduction or retransmission of this report without the express 
written consent of Th e Hightower Report is strictly prohibited.

strategies using long option premium. Granted, option premiums in 
index futures are sky-high and carry signifi cant outlays of capital, 
but there are ways to reduce the cost to enter positions. 

Our suggestion is to look at June expiration E-mini S&P bull call 
spreads to attempt to benefi t from a potential relief bounce once the 
market sees some benefi t from the a successful implementation of 
social isolation. Even if the US and Europe fall behind the infection 

curve and end up paying the price for their indecision, recall how 
the markets recovered once the China’s infection rate decelerated.

Suggested Trading Strategy

BUY a June S&P 2750/2910 bull call spread for 45 with an objective 
of 120. Risk the spread to a trade below 15.
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DAILY SOY COMPLEX COMMENTARY  
02/12/14  

Shift from US tightness to record world supply; SA harvest active  
 
OVERNIGHT CHANGES THROUGH 6:05 AM (CT): 
SOY BEANS -1.0, BEAN OIL +0.1, SOYMEAL -0.5  
 
OVERNIGHT DEVELOPMENTS: March soybeans were trading 2 cents lower 
near 7:00 cst. Palm oil futures in Malaysia were up 1% overnight and China 
soybeans were up slightly. Global equity markets were higher across the board 
Wednesday morning, helped by follow though buying from yesterday and 
upbeat economic data out of China. Even the Japanese Nikkei closed higher for the third consecutive session in 
the face of much weaker than expected machinery orders. Perhaps some of the lift came after January trade data 
from China showed a better than 10% gain in both imports and exports. It is also possible that well-received 
testimony from new Fed chief Janet Yellen during the previous session and a clean debt ceiling bill passed the 
House last night provides an add boost to risk-taking attitudes. Upside action continued during the early European 
trading hours, with added support coming from upbeat earnings from Societe Generale, ING and Heineken. The 
upbeat showing in global markets offers US markets early support and keeps the major indices up near 
yesterday's high ahead of the Wall Street opening. There is a quiet US economic calendar during Wednesday's 
session, which is likely to keep focus on corporate earnings from Deere & Company ahead of the Wall Street 
opening, with Applied Materials, Cisco Systems, NetApp and Whole Foods after the close.  
 
NEAR-TERM MARKET FUNDAMENTALS: March soybeans saw some follow-through buying overnight but the 
rally failed at the 1340 level which has also occurred on February 10th, December 23rd, December 18th and 
December 17th. March meal pushed up to a new contract high overnight but is trading lower this morning. 
Soybeans and soybean meal staged a remarkable recovery yesterday following the "bearish" USDA report on 
Monday. The higher trade was led by soymeal, which favors the bulls. China bought 116,000 tonnes of US 
soybeans for the 2014/15 crop year. The CIF market was also a touch firmer yesterday which bodes well for bulls, 
and might suggest export sales have been made or could be some light logistical issues on the river. There were 
rumors that up to 8 US cargoes have been canceled, but the firm CIF market and spreads don't support this 
argument. The Brazilian government agency CONAB estimated their nation's soybean crop at 90 million tonnes, 
down from 90.3 million tonnes but is right in line with the updated USDA forecast. There is still some concern that 
the dry weather conditions for Brazil will prevail for the rest of February, which leaves a bit of downside risk to 
production. Vessel lineups are building with the harvest estimated around 13% complete, well above last year's 
pace. With harvest moving along quickly, we should see a better loading and shipment rate at the ports which 
could weigh on the nearby market at some point.  
 
The main issue for the market over the next couple months may still be the lack of selling by the Argentine farmer. 
The executive president of a large farm association in Buenos Aires recently stated that "Pesos are no use - the 
worst thing you can do is hold Pesos". Producers continue to store their old-crop supply in silo bags with an 
estimated 8-11 million tonnes now effectively off the market. The official and black market exchange rates have 
narrowed a bit during the last week but remain extremely wide. A well-known bank has estimated that farmers in 
the region have only sold 6% of their crop at this point, down from 11% at the same time last year and down from 
25% the year before that. It's likely some sales are made as harvest gets going to pay for various bills on the farm 
but unless a major policy change is announced, the pipeline for crushers will likely remain thin which could keep 
world meal buyers active in the US market as a hedge. European buyers may be short bought for March and 
April. March board crush hit a new 5-session high Tuesday and cash crush margins remain very profitable. We 
would look for export demand to exhaust itself before US crush demand.  
 
TODAY'S MARKET IDEAS: 
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Next Week’s Economic Focus
Large Grain Supply May 
not be enough!

Several years ago, the amount 
of food consumed inside the 
home was surpassed by what 
was consumed outside of the 
home. With a growing middle 
class around the world and in 
particular in India and China, 
we suspect that in addition to the 
amount of consumption outside 
of homes rising, the food has to 
travel further and is processed in 
a growing layer of distribution 
methods. It is well documented 
that a shift  from rural areas to 
urban areas can have the impact 
of doubling energy needs, and 
we assume that same rule applies 
to food consumption. As can be 
seen in the graphic on page 8, 
the amount of spoilage, waste 
and lost food is signifi cant, and 
that should raise the amount of 
foodstuff s needed from global 
production. 

While actively-traded grain 
prices are weak and many have 
fallen close to their cost of 
production, other food items 
like chickpeas, Asian vegetables, 
Vietnamese rice, South African 
maize, and Australian avocados 
have seen signifi cant price gains 
because of real and perceived 
infl uences from El Niño. For a 
long time, we have maintained 
that the world needs nearly-
perfect grain production to meet 
its needs, and the way food is 
consumed is raising that bar! 

Trend-following fund traders 
hold a massive net short position 
of more than 400,000 contracts 
in grains as we enter the new 
planting season. We have 
priced in bearish fears, and the 
downside may be very limited. 
Copper is at its highest level 
since mid-November and sugar 
is near a one-year high. 

-David C Hightower  

major economic 
events
March 7
 - Consumer Credit

March 8
 - Japanese GDP 
 - Chinese Trade Balance
 - Euro Zone GDP

March 9
 - BOC Meeting
 - Wholesale Inventories

March 10
 - Chinese CPI/PPI
 - ECB Meeting
 - Jobless Claims
 - JOLTS Survey

March 11
 - Canadian Unemployment
 - Import & Export Prices

our opinion… market by market
Market *

Stocks Return to 2000 for S&P is bottom of new range. L

Bonds Downside breakout might not hold this week. L

Dollar Renewed respect for the US favors the bulls. L

Euro US payrolls eventually help the Euro economy. S

Gold Recoveries from washout now key to bull case. L

Silver Silver will lag gold on the upside and downside. L

Copper Short term overbought, but $2.20 is still cheap. L

Crude Trending higher with Jan swing high in focus. L

Gasoline Supply draw & boost in demand are supportive. L

Nat Gas Record storage & weak demand prospects. S

Soybeans Brazil currency jump may slow exports for now. L

Corn Key reversal from contract low; short-covering. L

Wheat Lack of weather premium; reversal; oversold. L

Hogs Big cold storage & Jul-Dec '16  production +4%. S

L Cattle June still looks cheap compared to $137 cash. L

Sugar Straight up from Feb 19th lows; correction? S

Coffee Brazil currency might slow export pace; stocks. L

Cocoa Slow but steady grind higher; smaller mid-crop. L

Cotton More positive tilt to economy might spark bounce. L

* For traders/commercials who need to be in a market, L = Long, S=Short

this issue
Fundamental Trades:

Bullish: Corn
Crude Oil
Gold
Soybean Oil
Wheat

Other:

Global Food Waste
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