7/15/06

C&S Grain Market Consulting

C&S Weekly Insights 29-06

wilmar@theramp.net
815-376-6101

1. The heat is on, in many respects, around the world.

2. This week will be brief as I have some obligations to take care of for my family.

3. Remember, Meteorologists are to Weather what Traders are to the Markets, and Climatologists are to Weather what Analysts are to the Markets? Short-Term and Long-Term, we need both.

4. Short-Term, I think CZ traded its Spring Low at 247.75 and SX traded its Spring Low at 591, both on Monday, June 26, 2006.

5. Long-Term, the Summer High depends on the yet to be determined perceived weather and perceived demand over the next few weeks.

6. Last week I said, "This next Wednesday will bring the July WASDE Report. That report will likely increase use to around 11.8 billion bushels, reduce ending stocks to about 1.025 billion bushels, and further reduce the STUR from last month's 9.4% toward the 8.7% area." I wasn't entirely right, as use is at 11.735, ending stocks are at 1.077, and STUR is at 9.17, but I didn't miss it too far. My calculator still works! As a client of mine told me, "We have never been in an era of demand utilization."

7. Based upon the growing demand base in all areas for Corn, I still expect the next major move to be higher. The fact that the current Open Interest is at 1,349,466 contracts, or 6.747 billion bushels, which equals 62.8% of estimated production, provides the opportunity for tremendous volatility to enter the Corn market during this year's weather scare season.

8. In analyzing the % of normal precipitation in the Midwest since July 1, according to the High Plains Regional Climate Center (HPRCC) at http://www.hprcc.unl.edu/products/current.html my best guess is that 40% of Illinois and Iowa have received normal to above normal rains in July. That leaves 60% short. The Long-Term Palmer Drought Index can be found at http://www.cpc.ncep.noaa.gov/products/analysis_monitoring/regional_monitoring/palmer.gif It is showing moderate to severe drought in all areas of Iowa and Nebraska but their respective N.E District, and all of Western and Northern Illinois. Next week's heat, if it comes, and if it stays dry, will take a toll on this year's crop.

9. Are you aware of the fact that China has now bought 59.3 Thousand Metric Tons of U.S. Corn during the month of June? Most of it has been with private firms rather than from the official China Government, but the trend seems to have started, and we haven't seen much media coverage of that fact, at least so far. Watching for weekly China purchases might be very wise. They bought another 5.0 TMT last week.

10. If the final ending stocks for either the 2006 or 2007 growing season decline enough to bring the STUR below 9%, it could happen. It could happen in the 2006/2007 marketing year if the final U.S. Corn yield were to be just 5% below the trendline yield of 146 Bu/A. Corn is developing into a market that has growing demand while at the same time reduced production. This kind of market has the potential to create very explosive price situations over the next two years. Depending on final production this year, Corn prices could go much higher in the year ahead, because demand markets require rationing!
11. It is no accident, or aberration that Total U.S. Crude Oil field production has declined every year since at least 1995. Total Field Production of U.S. Crude Oil had a monthly average of 6,560 in 1995, 6,465 in 1996, 6,452 in 1997, 6,252 in 1998, 5,881 in 1999, 5,822 in 2000, 5,801 in 2001, 5,746 in 2002, 5,681 in 2003, 5,419 in 2004, 5,121 in 2005, and 5,054 to date in 2006. All numbers are in Thousand Barrels Per Day. You may find the data at: http://www.eia.doe.gov/emeu/mer/petro.html and click on Crude Oil Overview: Supply. Crude Oil prices are up 624% from their 1998 Low of 10.82 and U.S. Average Monthly production is down almost 20% since 1998. U.S. Crude Oil production is down and Hurricanes didn't cause the entire decline. Peak Oil at work. This will impact the demand for Biodiesel in the years ahead, and not only in America. It is a World factor.
12. This week's Energy Watch shows the U.S. using 20.823 Million Barrels Per Day (MB/D) versus 20.858 last week, versus 21.152 a year ago. (Each week these are 4-week averages.) The average retail price for Regular Gasoline is up 27.7% over a year ago, 297.3 this week versus 293.4 last week, versus 232.8 last year, according to the Weekly Petroleum Status Report. Including the Strategic Petroleum Reserve (SPR), we now have 83.1 days of energy stocks on hand versus 83.1 days last week, versus 82.2 days a year ago, assuming no new production or imports. The U.S. imported 60.9% of its energy needs last week versus 62.2% a week ago, versus 59.9% a year ago. Refinery capacity is at 92.7% versus 93.2% last week versus 96.1% a year ago. 

13. The United States is entering into a new era of use for Corn with a growing focus on energy rather than on feed or exports. None of us know with certainty the final outcome of this change, but it will likely provide expanding dynamics in the price structures of both Corn and Energy in the years ahead. The last time Corn experienced a new era of use is when exports rapidly expanded in the 1970's. For the first time in history we are entering an era where the domestic use of Corn for energy will be greater that the amount exported.
14. Corn, the new "Wonder Crop"? It is being used for feed, fertilizer, fiber, food, and fuel. Which user is willing to pay the most? 
15. The media likes to pontificate about the U.S. running out of Corn while producing so much Ethanol that we will have a glut of Ethanol on our hands in a couple of years. If they would just do the math, they would realize how foolish that talk is. We may have a glut of Ethanol in time, if Crude Oil prices decline below $50 for an extended period of time, and if the nation refuses to universally move to a 10% blend, or more, but that isn't going to happen for a few years.
16. The Ethanol/Corn Profit Ratio as measured by the value of 2.8 gallons of Ethanol per bushel divided by the price of a bushel of Corn will allow the Return On Investment (ROI) to be strong as long as the ratio remains above about 2.0. Currently that ratio is about 3.2. This is based upon the price of Ethanol Futures and Corn Futures at the CBOT, with no consideration provided for the value of the co-products. Weather and crop growing conditions will be taking on a more important role in the years ahead.
17. Since the CRB, which is now the Continuous Commodity Contract (CCI) doubled bottomed in October and November 2001 at 184.25, it has been on a steady uptrend with a total of 10 corrections along the way. Of those 10 corrections, the largest one in percent of price was 9.22% covering 2 months in February 2003. The second largest was 8.75% covering 3 months in March 2005. The current correction of 32 points from 403 to 371 has only been 7.94%. Until the CRB experiences a decline greater than 21%, I really do not think the uptrend is in serious trouble. To be in serious trouble, the CRB must end the month of June below the long-term uptrend line, which is currently in the 318.00 area. The CRB ended June at 389.00, and Closed at 397.75 on Friday.
18. Crude Oil finished the month of June at $73.93 a barrel. The Lead-Option Crude Oil Chart has been building a potential Bull Flag formation in the Daily Chart since the April 21 High of $75.35. That Bull Flag formation was completed on Friday June 30. The breakout forecasts a price into the $86.00 area in about 5 more weeks if the time count is symmetrical. It reached 78.40 last week. If Israel destroys Damascus, expect to see 100.00 more!
19. The downside acceleration in the U.S. Dollar Index began in earnest on Thursday, June 29. The $ ended the month of June at 84.90 with a broken Bear Flag in the Daily Lead-Option Dollar Index Chart. The next serious target from that Bear Flag should be in the 79.25 area over the next 3 months.

20. The U.S. has a problem with Syria, Iran and North Korea. It's called China and Russia. They will not go away.
21. Remember what I am saying. This past week just opened a new chapter in the process. The Middle East will never have lasting peace as long as mankind is in charge. You can set your watch on it! All long-term investments should always keep that in mind. Not until Isreal signs a peace treaty with A ONE-WORLD RULER (THE ANTICHRIST) and Temple Worship begins again in Jerusalem will there be a 3.5 year period of relative peace.  
22. Wealth is moving from West to East in the World, primarily as a result of Globalization. Demand for Energy is on the rise as this wealth transfer moves billions of people from Agrarian Societies to Non-Agrarian Societies, mostly located into the growing cities of China, India, and other Asian nations. This is creating a growing demand for commodities and energy sink that will probably last for years. In the meantime, the U.S. is exporting jobs and capital, running extraordinary large deficits, in current accounts, budget and trade, that are undermining the value of our already worthless paper money that is being printed with abandon by electronic keyboards. For all commodities that are priced in Dollars, this will only increase the rate of price increases for them. 

23. The world is fast approaching the point of maximum Crude Oil pumping capacity, if not actual peak production, and Terrorism, and its threat are likewise placing an undetermined premium into the cost of energy. This is opening the door for alternative fuels, of which Corn in the U.S. and Sugar in Brazil will be the primary benefactors. 

24. If Isaiah 17:1 is to be fulfilled before our eyes in the next few hours, days, weeks or months, anything is possible when it comes to the price of Crude Oil and Gold. It says, "The burden against Damascus. Behold, Damascus will cease from being a city, and it will become a ruinous heap."

25. A London based Arabic language newspaper is reporting this morning that Israel is giving Syria 72 hours to stop Hizballah's activity, or else it will launch an offensive with "disastrous consequences." The truth is, Iran is behind them as much as Syria. 

26. The only lasting trump card, outside of a nuclear threat that the descendants of Ishmael have over the descendants of Isaac, is the Oil Card! If Abraham only knew what he was doing when he slept with Hagar, the world would be much different today, but alas, it was not meant to be.

27. I am now "What Ifing". What if, Israel takes out Damascus? What if Iran and Russian retaliate by going to war against Israel? Ezekiel 38, here we come! Keep you gas tanks full, just in case.

28. The price of Gold will eventually be referenced to "balance" the world's economic books and its value will be very, very much higher by 2012. The Middle East will always remain a powder keg waiting to explode until God intervenes. Russia and China are not gong to go away, and the drain on the U.S. Military will never cease until someone in Washington decides it isn't worth it trying to be the World's Policeman, which will probably never happen. 

29. Paul Volker is saying that Federal Reserve Chairman Ben S. Bernanke faces a tougher task than when he ran the Fed because, "While the economic situation was much worse, it was easier to act because it was clear what the enemy was."

30. All of these factors, and many more not mentioned, will keep tensions and uncertainties about prices of commodities volatile for years. Technology will continue to expand at ever increasingly rates, and the net result will be many new investment opportunities for those who are bold and forward thinking. 

31. Here is the bottom line as I see it. The price of all commodities, especially Energy, Grains and Gold, will dramatically increase with many vicious swings over the next several years as the value of the U.S. $ declines. 
32. By now you know I try and cover the geopolitical situation with these Weekly Insights, and those things that impact our lives and many of the markets we are interested in, especially the commodity markets. I do not intend to be presenting doom and gloom. I just want you to be prepared and somewhat forewarned of coming changes. Most of these things we can not change or stop, but we can be forewarned. Being forewarned helps us make better decisions.
33. These changing times impact all areas of our lives and include faith, investing, life, thinking, and reactions. We all need Hope and Psalms 27:14 is an excellent source for words of hope and courage.

34. We live in very exciting, challenging and dangerous times. The need to keep informed has never been greater. It is my belief that problems provide opportunities for solutions. 

35. Sometimes men's hearts fail them for fear. Luke 21:26 says, "Men's hearts failing them for fear and the expectation of those things which are coming on the earth, for the powers of heaven will be shaken". 

36. Jesus told us in John 14:1, "Let not your heart be troubled; you believe in God, believe also in Me."
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