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Once the focus of attention 
shifts away from crop losses 
in Argentina to the new crop 
situation in the US, the soybean 
market should be vulnerable to 
either a bear trend or at least a 
signifi cant downside correction 
into the spring planting season. 
The USDA Planted Acreage 
and Grain Stocks reports on 
March 29th will set the tone 
for the new crop season. Th ese 
reports typically spark heavy 
volatility in the markets and can 
sometimes set a trend into the 
planting season in April. 

The soybean market appears 
to have posted a signifi cant top 
on March 2nd, with crop losses 
in Argentina becoming better 
known and traders suspecting 
that the Brazilian crop would be high enough to off set some of those 
losses. Th e weather volatility season in South America is close to an 
end, and traders are switching their focus to trade issues between the 
US and China and whether China will move to restrict purchases 
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of US soybeans. While China will need US soybeans over the long 
run, they may threaten to reduce US purchases as South America’s 
new crop becomes available, and this would be seen as a bearish 
force over the near term. 
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2018/19 Supply Demand Setup

Th e USDA Outlook Forum in February pegged their initial forecast 
for 2018/19 US soybean planted area at 90.0 million acres. But with 
November Soybeans rallying 80 ½ cents (+8.3%) off  of the January 
lows, we are looking for plantings to come in closer to 92.2 million. 
Yield hit a record high of 52 bushels per acre in 2016 on nearly perfect 
weather, whereas yield last year was down to 49.1 bushels per acre on 
below average conditions. With normal weather, we could expect a 

yield near 49.8 bushels per acre for this coming season, which would 
bring production in around 4.553 billion bushels. As a result of the 
damage to Argentina’s crop, we should see an increase in the amount 
of US exports over the next several months, which could pull ending 
stocks 2017/18 down to 525 million bushels from the current 555 
being projected by the USDA. But even with this drop, total supply 
for 2018/19 could reach a record-high 5.103 billion bushels.
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We think the USDA’s usage forecast for 2018/19 is a bit optimistic 
considering that Argentina and Brazil could both have record crops 
next year. Th erefore, we are putting total usage at 4.39 billion bushels, 
which would bring ending stocks in around 713 million bushels, a 
record high and would result in a stocks/usage ratio of 16.2%, up 
from 13.3% for 2017/18, 7.2% for 2016/17, and 5% for the 2015/16. 
Th is is a potentially bearish factor for fl at prices and also for the 
July/November spread. 

July/November Soybean Spread

Th e July/November Soybean spread fundamentals continue to 
worsen, and the spread seems to have put in a short-term top. 
Historically, July has traded to a significant premium to the 
November contract in tight supply years, but when ending stocks 
have been plentiful, July Soybeans have generally fallen to a 15 to 
40-cent discount to November, refl ecting a carrying charge. 

US Soybeans Ending Stocks vs.
Stocks / Usage Ratio
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Th e USDA is currently projecting 2017/18 US ending stocks at 555 
million bushels, which is only 19 million bushels below the 2006/07 
record high of 574 million. More importantly, the stocks/usage ratio 
is now pegged at 13.3%, up from 7.2% last year. 

Th e chart below compares the stocks to usage ratios to the lows for 
the July/November spread since 1971/72. Th e study suggests that a 
13.3% ratio would point to a low in the July/November spread of 
around -15 cents. Th e current year spread traded as high as +43 ½ 
cents as recently as March 5th, and is it trading at +14 ¼ cents as of 
this writing. Th e low for the spread when stocks/usage reached the 
record high of 18.6% was -35 ¾ cents. 

We expect ending stocks to remain fairly high for the old crop season, 
but we do not expect the stocks/usage ratio to get much higher than 

13.3%, so a target of -5 to -10 for the spread may be appropriate. 
However, if producers in the US plant 92.2 million acres and the yield 
reaches 49.8 bushels/acre for the upcoming crop, ending stocks could 
surge to 713 million bushels and the stocks/usage ratio could reach 
16.2% for 2018/19. In years when the stocks/usage was above 16%, 
the lows for the July/November spread have been -33, -21, -45, -40 
-21 ¾, -14 and -35 ¾. Th e July19/November19 spread is currently 
trading at +35 cents.

With managed money fund traders holding a net long position of 
183,711 contracts as of March 6th, the market is overbought and 
vulnerable to a long liquidation sell-off  if traders turn bearish. Open 
interest is at the highest level since June 2016, so the market may 
experience increased selling if support levels are violated. 
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Disclaimer
Th e information in this report may be considered dated upon its release and should not be considered interpersonal advice. Th is 
report is merely an opinion on the market and is a refl ection of conditions as of its publication. Market conditions change! Traders 
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.


