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in September would take the 2009/10 crop to a whopping new
all-time high of 3.33 billion bushels.

If we keep total soybean usage at the current projection, this
would raise the 2009/10 ending soybean stocks to a
burdensome 341 million bushels in 2009/10 versus the 110
million forecast for the soon-to-expire 2008/09 crop year.
Actually, the USDA lowered crush and exports by 10 million
bushels each on the August report. Many traders were
skeptical about the reduction when the report was released,
but a couple of weeks later this reduction makes a good deal
more sense. One of the main indicators of softening demand
was the July crush usage report issued by the National Oilseed
Processors Association. NOPA issues monthly crush
estimates that are released in advance of the larger and more
official Census Bureau report. They estimated that the July
crush was down sharply to just 120.9 million bushels, which
was well below the lowest pre-report estimate. This projects
to just 126.6 million bushels for the larger Census Bureau
number, and that is a big red flag on demand. (See chart.)

US domestic crush usage is considerably larger than exports,
1.670 billion bushels versus 1.265 billion for 2009/10, so any
drop in the crush rate has a bigger impact on the ultimate
ending stocks level than month-to-month fluctuations in
exports.

NOPA’s lower crush rate may have been tied in part to high
soybean prices and tightening old crop soybean supplies in
July, but there were also signs of unexpected fundamental
weakness in the US economy. For example, there was a report
in the Wall Street Journal on the sliding demand and prices
for electricity across the US, which suggested that demand
could fall for the second year in a row in 2009. This would
mark the first back-to-back annual declines in demand for
electricity in at least 50 years.

Home foreclosures also surged in July while retail sales fell
more than expected. With jobless claims higher than expected
in recent weeks, American consumers are responding by
continuing to tighten their belts. When this happens, one of
the first major food items to be affected is meat. Reduced
demand for meat means continued weakness in profitability
for livestock producers unless they cut back on expensive
feed inputs such as soybean meal. With profitability already
ranging from mixed in cattle to almost disastrous in hogs,
weakened demand for meat could propel feed usage numbers
even lower into 2009, and that means a soft outlook for crush
usage.

Crush usage can rebound on lower prices and increased
availability after the harvest, but the continued weakness in the
US consumer sector and the general consensus that employment
may continue declining until after the recession is over suggest
that rebounds in demand will be modest until well into 2010. If we
combine this with a record or near record large US soybean yield
this year, 2009/10 ending stocks could jump as high as 375 to 400
million bushels for soybeans.

The picture offshore is a bit more mixed. China is a wildcard buyer
that could wipe out any shortfall in the US crush rate, but even if
they add another 5.0 million tonnes to the 38.1 million tonnes that
the USDA currently expects them to buy in 2009/10, this would
“only” reduce ending stocks by 183.7 million bushels. If we do
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see a record yield in 2009/10 and if domestic usage continues
to slide, this scenario might still result in US ending soybean
stocks of 200-220 million bushels next year, and that is
adequate.

However, we need to point out that there are no indications
that China will be riding to the rescue with an additional 5.0
million tonnes of soybean imports in 2009/10. In fact, their
Ministry of Commerce projects that imports will drop below
3.0 million tonnes in August for the first time in 2009. And
they project a further in drop in September to just 2.11 million
tonnes, which would be down by nearly half from last year.

Still, we must take Chinese projections of reduced imports
with a great big grain of salt. They and others have been
projecting decreases for a couple of months and these have
not occurred. Also, their attempts to sell off part of their 7.0
million strategic reserves seem half-hearted at best given a
selling price that remains well above the world price. But
whether they buy less than expected in 2009/10 or more, they
will not be buying all of it from the US.

South American production is set to rebound into 2010, and
the soybean crop there becomes physically available to the
world market starting in April. Argentine soybean plantings
are expected to be up this fall (spring in South America) due
to export restrictions on wheat and corn by the national
government. Brazilian acreage is also expected to increase
due to higher world prices for soybeans and much cheaper
input costs versus 2008. (See chart at right for a US cost
comparision.)

Chinese bookings will be switching to Brazil and Argentina
long before actual supplies start flowing into South American
ports. The only fly in the bearish ointment would be poor
crop weather. Brazil saw some dryness in southern growing
areas last year, and that trimmed yields. Argentina saw the
beginnings of a severe drought during the soybean growing
season that went on to wreak havoc during the wheat planting
season, but the worst of the drought has passed, and the
odds are strongly against back-to-back droughts in this major
temperate climate zone.

Instead, Brazil could see increased, beneficial rain in southern
coastal areas this year due the spinoff effects of El Nino. If El
Nino were to remain in effect into the South American growing
season, a repeat of the 2008 drought and dryness in Argentina
and Brazil would be even less likely, and there would be a
good chance of a bumper crop in Brazil. If we factor in

increased production in South America and leave Chinese
imports at 38.1 million tonnes, world supplies of soybeans
could grow to truly burdensome levels – if the world economy
stays soft. (World soybean stocks are currently projected by
the USDA at 50.32 million tonnes. This is up more that 9.0
million tonnes from 2008/09 and it represents a healthy 21.8%
of projected world usage. Bottom line is that the world should
be able to take a bump upward in soybean usage in stride.)

As for El Nino, forecasters are mixed as to whether this weather
anomaly is weakening or not this month. However, it already
appears to have had a major negative effect on one key
growing area: India. The monsoon season in India lasts from
June through September, and India depends on monsoon
rains to provide needed moisture for about 60% of its annual
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crops. Rainfall totals through August 19th have been down
by 26% versus average, with 22% declines seen in the central
growing region where India’s soybean belt is situated.

India’s soybean crop is well into the critical pod-setting stage,
which lasts through the end of September. It received
substantial rains at the start of pod-setting, but more rains
are needed. Another important source of vegetable oil are
groundnuts (peanuts). They are grown from the northwest
through southern India. Some prime production areas for that
crop are currently very dry.

This is arguably the most bullish fundamental in soybeans
and vegetable oil in the world at present. India is already
seeing double-digit food inflation, and it faces an extended
drought in some areas after the disappointing rainy season
ends. The government will be very anxious to use imports to
stem inflation if it persists, and this could have an effect on
both soybean oil and palm oil. With stocks of palm oil in
nearby Malaysia already at reduced levels, soybean oil may
be the market for bulls to watch.

But there may be one last bearish factor that deserves
mention: the relationship (ratio) of soybeans to corn. The
soybean/corn ratio surged to about 3.2 in early August in the
2009 November soybean and December corn contracts. It is
possible that softening old crop demand for soybeans and
the approach of harvest for what may be a bumper crop could
easily result in a drop in this relationship to the 2.3 to 2.4 area.
We think that the November 2010 soybean contract may have
even more downside potential from current price levels.

Suggested Trading Strategies:

To view the strategies and to get daily updates on the latest
market developments,

call 800-662-9346

 or go to our website at
www.futures-research.com
and request a FREE TRIAL.
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