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The Commodity Markets are Coming 
Back

Crude oil strength and U.S. dollar weakness 
hinted at potential inflation in the commodity sec-
tor in late 2019. Crude oil prices surged from just 
above $50.00 per barrel in early October to an 
early-January spike above $65.00. Meanwhile, 
the trade-weighted U.S. dollar index sustained a 
downward trend from its early-October 2019 peak 
through the end of the year. Those moves, along 
with a concurrent gold surge, apparently put the 
commodity sector into a bullish posture. Crude oil 
affects energy and input costs to the ag sector, as 
well as consumer demand. Rising crude prices 
also invite more speculative buying interest from 
large funds. Conversely, a depreciating U.S. dol-
lar tends to boost commodity prices, since most 
raw products are priced in U.S. dollars on inter-
national markets. Thus, a weak greenback lowers 
the cost of commodities in terms of other curren-
cies, implying increased demand for them.
Gold is another key market reflecting/influenc-
ing a more bullish raw commodity sector outlook 
for 2020. Nearby gold futures reached a nearly 
seven-year high of $1,613.30 an ounce in early 
January. A U.S. drone strike that killed a lead-
ing Iranian general and Iran’s retaliation with a 
missile strike near U.S. troops stationed in Iraq 
helped propel safe-haven buying in the gold 
market. As with some of the U.S. ag markets, 
gold and crude oil prices have been boosted in 
part by notions of better global economic growth 
that would stem from a partial U.S.-China trade 
agreement signed in mid-January. The USMCA, 
set to be finally approved in January, as well as 
the bilateral U.S.-Japan trade agreement ,also 
seem likely to spur export demand for U.S. ag 
goods. In addition, the coffee, cocoa and sugar 
markets are showing signs of strength after years 
of trending lower. 
A surge in commodity inflation could change 
investment flows as they did in the 2007-10 
period. Inflation is unlikely to become significant 
in 2020, let alone problematic, since annual U.S. 
inflation has been hovering around 2% for years. 
Nevertheless, underlying economic conditions 
are seemingly shifting and threatening to trigger 
inflation in the years ahead.

President Donald Trump and Chinese Vice Premier Liu He signed 
a “transformative” Phase 1 trade agreement on January 15. The two 
sides emphasized that the deal was crafted on the basis of mutual 
respect and reciprocity and is beneficial for the United States, China 
and the world. Both sides said the mutually beneficial relationship 
and deal will bring more stability and peace to the world. The relation-
ships crafted over the past two years will bring benefits beyond the 
trade arena, with Trump noting that China was already helping the 
U.S. in its dealings with North Korea and cracking down on fentanyl 
(a highly addictive synthetic opioid) and counterfeited/pirated goods. 
Improved Chinese buying and the relaxation of tariffs should boost 
U.S. ag exports and support prices.

The January 15 trade deal signing was followed by U.S. Senate 
approval of the U.S.-Mexico-Canada Agreement (USMCA) the next 
day. The chamber took up the measure a few days prior following 
approval by the remaining four committees that were tasked with ap-
proving the deal. The Senate approval sent the implementing legisla-
tion to President Donald Trump who signed it in the week following. 
Final approval was set for late January, when the Canadian parlia-
ment was set to meet. 

USDA’s Farm Service Agency issued a January 15 reminder en-
couraging agricultural producers to enroll in the Agriculture Risk Cov-
erage (ARC) and Price Loss Coverage (PLC) programs soon if they 
wish to avoid the pre-deadline rush. Enrollment for the 2019 crop 
year ends March 15, 2020. FSA reports more than 200,000 produc-
ers have enrolled to date, but that’s a small portion of the 1.5 million 
producers it expects to ultimately enroll. Many will hold off until closer 
to the cutoff date so as to have the most current market information 
when making their decision.  

The land market continued the plateau trend of the past several 
years in 2019. Low prices for good quality cropland held mostly 
steady, states Farmers National Company (FNC) in its review of 
2019. Looking ahead, the firm worries whether financial stress from 
lower commodity prices and poor harvests in some regions will cause 
prices to decline. Farmland sale activity in the first part of 2019 was 
slower than it had been for some time, with late spring and early 
summer especially void of farms for sale. Planting delays and pre-
vented plantings contributed to the lackluster activity, the firm noted.

Impossible Food’s plan to market new “Impossible Pork” 
products violates federal food labeling laws because the product is 
not pork-based, according to the National Pork Producers Council 
(NPPC). “What’s impossible is to make pork from plants. This is 
a brazen attempt to circumvent decades of food labelling law and 
centuries of precedence,” NPPC Director of Science and Technology 
Dan Kovich said in a statement.

Deere & Company will reduce costs and increase investment 
in data-driven ag technology and its services business in a bid to 
increase profits, according to CEO John May. The company aims to 
increase its profit margin to 15% by 2022 from a projected mark of 
12.5% for 2019. The company has already cut production and laid 
off workers. Deere is reviewing its overseas footprint in markets that 
have peaked or where it has over-invested. He was not specific on 
that point.
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CORN
Amidst the crop data published January 
10, the USDA’s final 2019 U.S. corn 
crop estimate of 13.692 billion bushels 
was up 31 million from November 
on a 1-bushel increase to the national 
average corn yield at 168.0 bu. per 
acre and despite a 333,000-acre cut to 
harvested corn acres (now at 89.700 
million). The corn production estimate 
topped the average pre-report forecast 
by 194 million bushels, which, along 
with persistently slow early-winter 
export sales totals, looked bearish. 
However, the market kept gaining 
bullish traction from the global stocks-
to-use percentage, not counting China’s 
unreliable numbers, at just 7.6%, the 
smallest since 1983/84. Thus, the 
situation seems supportive of old-crop 
prices. Conversely, U.S. corn sales and 
shipments have continued running far 
behind normal and South American 
harvests look to be quite large. 
Expectations for a big jump in 2020 
U.S. plantings are likely to limit gains 
as well. 

SORGHUM                               
USDA cut its 2019 sorghum production 
estimate and trimmed its ending-stocks 
forecast. USDA analysts had predicted 
the national yield at 75.9 bushels per 
acre in November, but reduced it to 
73.0 bushels in January. Thus, the har-
vest forecast fell from 357.64 million 
bushels in November to 341.46 mil-
lion, down 6.4% from 2018. USDA is 
optimistic about a rebound in exports, 
recently noting sales to Mexico and to 
“unidentified” destinations. Sorghum 
farmers have to be hoping China will 
return as a major buyer after greatly 
curbing its buying over the past two 
years. China’s commitment to greatly 
increase the dollar totals of its U.S. 
agricultural imports holds the potential 
to see 2019/20 ending stocks fall below 
the USDA forecast of 45 million bush-
els to 35 million or fewer.

SOYBEANS
The USDA’s “final” 2019 soybean 
crop estimate of 3.558 billion bushels 
topped expectations by 39 million. 
The total exceeded the November 
estimate by 8 million bushels as USDA 
analysts added a half bushel to the 
national average bean yield, now at 
47.4 bushels per acre; that more than 
offset a 605,000-acre cut to harvested 
acres. Despite several modest changes, 
2019/20 soybean carryover at 475 
million bushels was unchanged from 
the prior estimate. The signing of the 
U.S.-China Phase 1 trade deal certainly 
seems to favor sustained soybean 
market strength, but the looming 
onset of the Brazilian harvest will 
almost surely drive the price of South 

American beans downward, which 
will also tend to undercut U.S. quotes. 
The real key to the outlook is whether 
China fulfills its promises to buy huge 
amounts of U.S. beans in the coming 
months. Skepticism is rife, but U.S. 
officials seem quite confident.

WHEAT 
The USDA pegged 2020 U.S. winter 
wheat plantings at 30.804 million 
acres, which is down 355,000 acres 
(-1%) from last year. The estimate 
exceeded the average of published 
trade guesses at 30.7 million acres, but 
the total is still the lowest U.S. winter 
wheat seedings figure since 29.196 
million acres were seeded in 1909. 
Conversely, December 1 all-wheat 
stocks at 1.834 billion bushels fell 
well short of industry expectations, 
thereby giving the data a bullish feel. 
The USDA’s January projection for 
world wheat carry-out was reduced 1.4 
million tonnes to 288.08 million. This 
would still represent an approximate 
10 million tonne rise from 2018/19. 
Nevertheless, global wheat prices 
exhibited surprising strength through 
early winter and pulled U.S. prices 
upward as well. Whether the gains can 
be sustained is problematic, but the 
fact that the strength is arising from the 
international markets should inspire 
confidence.

FEEDER CATTLE
The feeder cattle outlook dimmed 
in early 2020. Large premiums built 
into the February and April live 
cattle contracts in late 2019 narrowed 
dramatically during the holiday 
season. By mid-January, they were 
priced just a few dollars per pound 
over the latest spot quotes, thereby 
implying little upside price potential 
in the coming weeks. Meanwhile, 
the summer contracts were trading 
at sizable discounts as usual. This 
greatly reduced feedlot incentives for 
buying feeders. Also, wheat prices 
climbed substantially during fall and 
early winter, which increased farmer 
incentives to move yearlings off those 
pastures as the grass exits dormancy. 
These factors undermine early-2020 
feeder values, especially with the calf/
yearling supply near cyclical highs. Of 
course, much depends upon fed cattle 
prices as slaughter rates hit annual lows 
in late winter.

CATTLE
Cattle futures slipped in mid-January 
even as beef prices showed signs of 
bottoming in the wake of an early-
winter breakdown. Futures also 
responded to news China will complete 
a risk assessment for removing a 
30-month age restriction on U.S. 

beef imports, although China is not a 
large beef importer. Still, the January 
1 implementation of the U.S.-Japan 
trade agreement and the mid-January 
passage of the USMCA seemingly 
bode well for demand from three of 
our biggest beef customers. Slaughter 
topped the 2018 total by about 300,000 
head in 2019, with the annual heifer 
kill jumping 7.1% and cow slaughter 
climbing 5.4% annually. This strongly 
suggest the cattle cycle has turned 
toward contraction, although it will take 
time for calf and yearling numbers and 
total beef supplies to turn downward. 
Feedlot marketings apparently lagged 
in late 2019, thereby raising doubts 
about the spring outlook, but renewed 
sales activity could salvage the 
situation.

DAIRY
As was to be expected given the 
extreme cheese and Class III milk price 
strength seen during fall 2019, the dairy 
markets dove when seasonal buying 
of wholesale product for the year-end 
holiday season ended in late November 
and early December. Thus, after the 
November Class III contract went off 
the board at $20.41/cwt, the December 
contract fell to $19.32 and the January 
contract was trading around $16.90 
in mid-January. The spillover effect 
of the cheese-related strength upon 
the dairy complex clearly supported 
summer-fall prices, which greatly 
limited fall cow culling. The USDA 
stated the November U.S. milking cow 
population unchanged from October at 
9.331 million head, while that month’s 
production edged up 0.5% annually 
to 17.44 billion pounds. Seasonal 
weakness seems likely to persist into 
late winter. 

HOGS
Hog futures tried to follow the cash 
and wholesale markets higher in mid-
January, but large premiums built 
into the 2020 contracts capped gains. 
Pork should be near the top of China's 
shopping list now that the Phase 1 
trade deal has been signed, but the 
seeming lack of U.S. market reaction 
to accelerated Chinese buying in late 
2019 has made the industry skeptical 
of the market’s ability to justify the 
optimism built into CME futures. The 
fact that early-winter hog slaughter 
was matching the 7% increase implied 
by the December Hogs & Pigs report 
probably worked against bullish 
interests as well. Still, the chances of 
another upward step in Chinese buying 
of U.S. pork when its government 
stockpiles have been exhausted is quite 
high; that could greatly exaggerate the 
usual spring rally. 
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