CBOT CORN WEEKLY
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GRAIN MARKETS FORM
ANOTHER MAY HIGH

Three signals confirmed a major peak.

By Al Kluis
n April 29, two calls came in back-
to-back from two very worried
customers.
The first one: “I need to buy some
call options in case I can’t get my
corn crop planted. I have about 30% hedged
ahead. Which ones shall I buy?”

The second call: “I'm checking with the
co-op to see how much it will cost to buy out
of some of my new crop hedges. What do
they usually charge?”

I am accustomed to having worried cus-
tomers who may make emotional decisions
at major highs and lows. I truly care about
my customers and have often told them to
avoid the internet for a few days and to shut
off the radio. History shows that the news is
always bullish at the top.

That was the case in late April. The grain
markets peaked on the wet weather fore-
casts. Corn planting was delayed, especially
in the northwest Corn Belt. However, by
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May 24, 72% of the U.S. corn crop had been
planted, just a few percentage points behind
the five-year average. Even though the corn
crop was about seven to 10 days behind nor-
mal on May 24, most areas still have trend
line (or better) yield potential.

Dealing With Highs And Lows
ow do you deal with the roller coaster?
You make a plan before the ride begins.
All farmers need to create a plan that
works for their farm. You need to re-
mind yourself that corn and soybeans are
produced over a huge area in the United
States and in a large global grain market.
Whatever happens in your county (or in
one state) does not have much impact on the
total crop size or prices on the CBOT.
Almost every year, at least 20% of the U.S.
Corn Belt will go through at least one major
weather scare. To turn prices higher — and
keep them that way — real and irreversible
damage must occur to more than 30% of the
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This weekly CBOT corn chart
shows the major high at $8.44

in late August 2012. From that
major high price, corn futures
dropped to the initial low in 2016
at $3.01. For the next three years
if you sold corn in May to early
June, you hit the high with the
low price consistently in the last
week of August. The most recent
major low was the COVID 2019
low at $3. From that low, futures
prices went up to the high in
May 2020 of $7.75. Prices then
corrected down to the seasonal
low in September to $4.88. From
that low, corn prices rallied to the
April 2022 high of $8.25 before
turning lower into late summer.

main crop area. This can be
hard to believe if you are in
the 20% area that is having
weather challenges. However,
staying aware of the bigger
picture can help you avoid
making a bad, emotional
marketing decision.

I detected three signals in
April that the corn and soy-
bean markets had peaked.
#1. As prices were trading
higher, the bull spreads
cavedin. This suggested  »
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prices were starting to reduce nearby de-
mand and the trend was changing.
#2. Basis bids started to widen, especially
in the corn market. Many cthanol plants
were booked ahead into June or July and did
not even offer a bid for nearby corn. What
processor or exporter wants to push its bid
when the bids out 60 to 90 days later are 30¢
to as much as 90¢ lower?
#3. The nail in the bull market was when
nearby futures closed below the low of the
two previous weeks. This was about 40¢ off
the high tick in corn, and 60¢ off the high
trade in soybeans, but it is a lot higher than
where prices are today.

None of these signals allowed you to “sell
the top.” However, they did allow you to sell
within 2% to 5% of the high, and at a very

high profit level.

Three-Step Plan

Are you worried about having too much

sold and how to manage that risk? Here is
my three-step risk management plan.
Step 1. Meet with your crop insurance
agent. Almost all my customers have RP
crop insurance. One of the reasons you pay
that premium is to help you manage both
production and price risk. Your crop insur-
ance professional should have your yield and
production data back through the good and

bad years. Look at your actual production
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history. How often have you had less than
50% of a crop? Most farmers rarely have less
than 70% of a normal crop when they look
at their total farm production.

Step 2. Talk with your marketing adviser
and your elevator. Rather than panic and
buy back hedges, see if you can offset the risk
of higher prices by purchasing a call option.
What other alternatives do you have? Can
you roll the hedge ahead to the next mar-
keting year? Sometimes just reducing your
risk on even 10% of the new-crop hedges can
reduce your uncertainty and anxiety.

Step 3.Do not panic. Do not make a decision
based on something you read on the internet
or heard on the radio. Stay calm, and make
the decision that is right for your farm. Buying
back hedges because of a weather scare is usu-
ally a bad decision. Talk over your concerns
with business partners, your crop insurance
agent, or your lender. Those conversations can
help you avoid making a panic decision.

Let’s go back to my long-term customers
who called in a panic at what turned out to
be the high week for the corn market. In
both cases, I told them to go through the
three-step program, and not to make any
major decisions until they talked with me
again. They did not call back until late May.
When they did, they asked whether they
should sell more on any rebound rally.

Farmers who use my three-step plan and stay
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This weekly CBOT soybeans
chart shows the major high

at $17.95 in September 2012.
From that high, soybean prices
dropped to the initial low in
November 2015 to $8.50. Prices
rallied hard to the June high of
$12.08 hefore moving lower to
the COVID-19 low in May 2019 of
$7.80. Soybean prices put in an
important secondary low in April
2020 at $8.08. From that low
price, soybean futures rallied to
a May 2021 high of $16.77. The
harvest low came in at $11.71

in November 2021. Prices then
rallied to the May/June 2022 high
of just over $17 before turning
lower.

calm make better marketing
decisions year after year. £

Note: The risk of loss in
trading futures and/or options
is substantial. Each investor
and/or trader must consider
whether this is a suitable in-
vestment. Past performance -
whether actual or indicated by
simulated historical tests of
strategies - is not indicative of
future results. Trading advice
reflects good-faith judgment
at a specific time and is sub-
ject to change without netice.
There is no guarantee that

the advice given will result in
profitable trades. ¢
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Commodity
Trader
AlKluis has
been trading
grain futures
since 1974.
Signupfora ; 4
free trial to his 3

morning email and weekly
“Kluis Report” by going to
kluiscommodities.com.

Kluis Commodity Advisors
901 -12 Oaks Center Drive
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