
By Al Kluis

t my first seminar in Iowa this 
winter, a longtime customer didn’t 
hesitate to shout a question: “Al! 
Corn carryout is less than 1 billion 
bushels, and soybeans are less than 

250 million bushels. So will corn prices get 
over $8, and soybeans over $18?” I told him 
to sit tight, because I would be talking about 
exactly that question.

In the latest reports, USDA is projecting 
very tight ending stocks. Historically, a 
certain amount of ending stocks corresponds 
to a predictable bump in price. For example, 
if the stocks-to-use ratio in corn is down 
to 8%, you would expect a rally of $1.20 to 
$1.50 per bushel. For soybeans, if the ratio 
drops under 5%, then you expect a soybean 
rally of $2.00 to $3.00 per bushel from the 
harvest lows. 

However, these are not normal and pre-
dictable times. The slowdown in the global 
economy and reduced commodity demand 
around the world is bending the historical 
rules. 

This year, the postharvest rally has been 
different from last year. In the fall of 2021 and 
the first quarter of 2022, the grain markets 
rallied and the bull spreads kicked into high 
gear. March corn went to a large premium 
to the May contract, and then May went to 

jections each week. Brazil 
has the potential to solve 
the tight stocks problem in 
the global soybean market. 
Consider that soybean acres 
in Brazil are up 40% in the 
past nine years. This year 
alone, producers increased 
soybean acres by 4%. With 
normal weather, they could 
produce 5.8 billion bushels 
of soybeans — a whopping 
33% larger than this year’s 
U.S. soybean crop. When 
you include the other major 
soybean-exporting countries 
in South America, they have 
the potential to grow a total 
crop of 8 billion bushels 
of soybeans. For corn, the 
numbers are not as bearish 
(more on that next month). 
However, the total corn crop 
and the supply available 
for exports (from South 
America) will be much larger 
starting in March.
#3. Imports into China. 
Reports from the Chinese 
census department show a 
26% decline in corn imports 
so far this year. What are 
they doing for their corn 
needs? Are they tapping into 
reserves? Are they waiting 
for lower prices? Or has 
demand dropped that much 
in a single year? Total U.S. 
soybean exports are still 
larger than last year, but they 
are falling below the pace we 
need to see each week to hit 

SMALL CROPS, SMALLER DEMAND
Five market challenges to note this winter.

a large premium to the July contract. The 
same was true in the soybean market: Nearby 
futures moved sharply higher, led by strength 
in the cash market and very firm basis bids. 

This year, however, even though domestic 
basis bids were strong, export demand has 
been less than projected. This resulted in 
reduced export basis bids. Farmers who can 
sell at several different terminals have been 
selling corn to ethanol plants and soybeans to 
domestic crushers. This could turn around 
next year, but I have my doubts. 

What kind of events or signals could 
affect the markets this winter? Here are five 
things I’ll be watching:
#1. The war in Ukraine. The longer it drags 
out, the less crop Ukraine will produce. The 
current projections are for the 2023 wheat 
crop to be down more than 50%. Ukraine’s 
2023 corn crop may be down as much as 
75%. If these very early projections are cor-
rect, then not much grain will be available 
for global exports, even if the Black Sea 
corridor stays open. 
#2. Crops in South America. In only 60 days, 
the soybean harvest starts in Brazil and 
Argentina. In only 90 days, some first-season 
corn will be available. Brazil is off to a great 
start, and Argentina (after a dry start) is 
seeing improved weather and yield pro-
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Brazil now produces more 
soybeans than the United States. 
Brazil, Argentina, and the 
other major soybean-exporting 
countries in South America are 
likely to produce a total crop 
exceeding 8 billion bushels in 
2023. Currently, the offers from 
South America for February 
through May are about 30¢ per 
bushel below the U.S. price. This 
could result in very slow U.S. 
soybean exports in 2023. 

2022-23 ESTIMATED GLOBAL SOYBEAN PRODUCTION
IN BILLIONS OF BUSHELS

Source: USDA
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these volatile times.

Note: The risk of loss in trad-
ing futures and/or options is 
substantial, and each investor 
and/or trader must consider 
whether this is a suitable 
investment. Past performance 
– whether actual or indicat-
ed by simulated historical 
tests of strategies – is not 
indicative of future results. 
Trading advice reflects good-
faith judgment at a specific 
time and is subject to change 
without notice. There is no 
guarantee that the advice 
given will result in profitable 
trades. •

grain export market. 
What does it all mean for your farm oper-

ation? I am usually an optimist. However, I 
need to be realistic and explain the financial 
risks as we head into next year. Farmers do 
best when we have free and open markets 
and a growing global economy. However, 
I am concerned about the current global 
macro markets. With the ongoing war in 
Ukraine, the slowdown of the Chinese econ-
omy, and the strong U.S. dollar, we are in a 
challenging environment. 

I do not expect a repeat of the mid-1980s 
farm crisis. However, I think it would be 
smart to use the current high grain prices to 
stay liquid and reduce debts where possible. 
This is a textbook example of when to get all 
the cash grain sold and maintain ownership 
with long call options or call spreads. I can 
already tell I will be using this year and next 
year as an example for my students in future 
seasons of our Kluis Grain Trading Academy.

After I explained all this reasoning in the 
seminar, I told my customer my answer to 
him had two parts: First, I don’t think we 
will have corn at $8 or soybeans at $18 this 
year or next. Second, because I knew he was 
a smart farmer with a good farm operation, 
I told him to stick to his marketing plan and 
his farm operation would make it through 
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the USDA export target. Between our polit-
ical tensions with China and the U.S. dollar 
index trading at 112%, we have become the 
exporter of last resort to the Chinese market. 
#4. The U.S. dollar and the global econo-
my. The Federal Reserve Board ramped 
up short-term interest rates late this year to 
attempt to reduce inflation. In response, the 
U.S. dollar index rallied to over 112. If rates 
keep moving higher and the U.S. dollar 
moves up to 118 or 120, it will take a big toll 
on U.S. meat and grain exports. This could 
tip the U.S. and global economy (which is 
already slowing) into a severe recession. If 
global commodity demand drops further, 
it would drop the already-reduced export 
projections even lower. 
#5. The U.S. Drought Monitor. The drought 
monitor doesn’t usually change much week 
to week in winter. However, if the current 
dry pattern continues in the Southern Plains 
and central and western Corn Belt, then it 
sets up a potential crop scare next spring. We 
need rain to fill the subsoil reserves, but we 
also need rain to allow barges to move on the 
Mississippi River next spring. It is too early 
to tell, but in a worst-case scenario, grain 
futures would move higher, while cash bids 
move lower as high freight costs make the 
United States less competitive in the global 

Source: USDA

Soybean acreage in Brazil has 
been going up 3% to 4% each 
year since 2020. However, 
production has not increased 
at the same rate because dry 
conditions have hurt yield 
potential the past three years. 
The drought problems in January 
and February have created a 
very volatile soybean market 
with higher prices from May 
and June 2020 through 2022. 
This year, Brazil appears to have 
record yield potential. With a 4% 
increase in acres, producers may 
have an extra 400 million to 500 
million bushels of soybeans to 
export in 2023. 

Al Kluis
Commodity Trader
Al Kluis has 
been trading 
grain futures 
since 1974. 
Sign up for a 
free trial to his  
daily morning 
email and 
weekly 
“Kluis Report” by going to 
kluiscommodities.com.
Kluis Commodity Advisors
901 - 12 Oaks Center Drive
Suite 907
Wayzata, MN 55391
888/345-2855 
kluiscommodities.com
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2022-23 SOUTH AMERICAN SOYBEAN PRODUCTION
IN BILLIONS OF BUSHELS
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