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Weather
Little change in the South American forecast. Rainfall in
northern Brazil will average BN over the next two weeks.
Today’s two week forecast probably has the most rain of
any that we’ve seen this week, but it remains the case
that totals should mostly average BN with totals mostly
ranging from 2-4”. Southern Brazil will see close to
normal precipitation totals with two week amounts of
2.5-5.0” likely. There is no major heat in the forecast but
we should see highs reach into the mid 90s at times.
Over the next two weeks, Argentina should see rainfall
totals range from 4-8” in north, 2-4” in central areas, and
.5-2.0” in southern areas. This is the driest forecast we’ve
seen for Argentina this week, though obviously far from
“dry”. Rainfall today is just in the northeast, with more
widespread activity returns on Sunday and early next
week. Temps should be fairly cool with highs in the 80s
and some 70s will be seen.
In the US, the impact of the winter storm (which starts
today) has increased on the forecast. Right now the
event is producing mostly rain, but as the day progresses
this will switch to snow. You can see that snowfall
expectations have been increased through a big portion
of KS vs. what was presented yesterday. Dry conditions
will return to the Plains tomorrow and we should be
mostly dry through much of next week. Mostly AN temps
are expected today but should be turning cooler
tomorrow.
Crops
Just a quick look at Brazilian soybean price levels this
morning. New crop harvest is barely begun, but we’re
now to the point we’re going to start watching closely the
levels of Brazilian physical movement and export
premiums. The first chart I’ll show below is a simple one,
just taking spot CBOT futures in essentially converting it
into Reals/bushel. You can see current price levels in BRL
terms are actually a good bit higher than they were at
this point last year, though admittedly at this point last year we were just about to start a sharp rally due to both
the Argentine drought and the soon-to-hit US-China trade war.
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Obviously spot CBOT futures are lower than they were a year ago (though probably not by as much as you’d
think) so the YOY difference shown above is largely the result of a weaker Real. A chart of the Real is shown
below, and you can see that it has strengthened sharply in the past few weeks as the new president has taken
office and appears to be market-friendly for now. This will likely be a critical chart to watch in the coming weeks
and months. It looks like a potential H&S top has formed on the chart, meaning the Real may strengthen further
which would potentially discourage aggressive farmer marketing.
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Despite a somewhat “strong” currency for the moment, perhaps a strong basis could stir up some movement?
Basis levels this past summer/fall were exceptionally high due to the export demand pull (for obvious reasons).
We’ve seen basis levels crash from those extremes, but they’re sitting at relatively “normal” levels for the
moment. The chart below shows calculated basis at Passo Fundo, RS but of course basis further interior would
be weaker (but still near normal levels). Absent further crop losses, I would expect basis to weaken further in
the weeks ahead, but we’ll see.

Soybean Basis - Passo Fundo, RS
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Bottom line – we’ve transitioned to watching Brazilian new crop levels as the key indicators for global demand.
The BRL will likely be very important for CBOT price action here. Keep an eye on Brazilian FOB premiums and
interior basis levels, as weakness there should translate into lower CBOT prices.
Livestock
We’ve been talking a bit about ASF this week so I thought I’d wrap up the week with one final thought. There
seems to be little doubt that the market is dialing in expectations for increased US pork exports at some point in
2019 to account for some loss in production for China. The question that crossed my mind yesterday is whether
or not there is a way to determine how much optimism the market is dialing in? Unsure of exactly how to
measure that, the first thing I thought of was to look at what “basis” looks like relative to normal levels. Instead
of using the CME lean hog index (because of its past-looking nature) I’ve instead decided to use the USDA’s
national hog price level. I know some will tell you this is a past-looking index as well, but at first glance it might
be the best thing I have to look at.
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Hog "Basis" Seasonal
USDA National Hog Index - Spot Futures
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If you just look at the average for this time of year from 2012-2018, “basis” would normally be about -5 under
meaning the current board has anywhere between 5-10 of optimsim baked into prices at the moment. Or, at
least that’s the way I look at it. Again, I understand that the board might be forward-looking at higher cash
prices down the road but I still find it curious that the board is this much over cash for the moment. I personally
think this is almost entirely due to optimism towards ASF-related export demand. That of course could be tied
into optimism surrounding the US-China trade talks. I’m not saying its wrong, I’m only saying some optimism is
already (partially?) priced-in.
Thoughts appreciated…
Financials
The newly dovish FOMC has thrown the dollar under the bus here recently. The Bloomberg trade-weighted
dollar index has already crossed below the 200-day MA. The DX futures contract, shown below, has not quite
breached that level yet but it is certainly worth keeping a close eye on. If that level were to be breached, I
would think a move to the 50% retracement level near 93.30 would be the next stop. This level looks like a good
support point as we established previous lows in this area in mid-2018.
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Energy
There is a Reuters report out this morning noting that despite the waivers put in place for buyers of Iranian
crude, exports have dropped pretty dramatically in the past few months. The report notes that exports were
running ~2.5 mbpd earlier this year before the sanctions were imposed. Iran’s oil exports in November were
below 1 mbpd according to the report and they note that it is unlikely that December exports were much better
(though official data is not yet out). So, in this way the recent pop in oil prices makes some sense. Markets
were disappointed by the waivers handed out but the Trump administration and that was responsible for at
least part of the large break in prices. With exports still struggling despite the waivers, this could allow oil prices
to recover something…
Today’s Calendar (all times Central)
• CPI – 7:30am
• Baker Hughes Rig Count – 12:00pm
Thanks for reading.
David Zelinski
dzelinski@nesvick.com
901-766-4684
Trillian IM: dzelinski@nesvick.com
Bloomberg IB: dzelinski2@bloomberg.net
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DISCLAIMER:
This communication is a solicitation for entering into derivatives transactions. It is for clients, affiliates, and
associates of Nesvick Trading Group, LLC only. The information contained herein has been taken from trade and
statistical services and other sources we believe are reliable. Opinions expressed reflect judgments at this date
and are subject to change without notice. These materials represent the opinions and viewpoints of the
author and do not necessarily reflect the opinions or trading strategies of Nesvick Trading Group LLC and its
subsidiaries. Nesvick Trading Group, LLC does not guarantee that such information is accurate or complete and it
should not be relied upon as such.
Officers, employees, and affiliates of Nesvick Trading Group, LLC may or may not, from time to time, have long
or short positions in, and buy or sell, the securities and derivatives (for their own account or others), if any,
referred to in this commentary.
There is risk of loss in trading futures and options and it is not suitable for all investors. PAST RESULTS ARE NOT
NECESSARILY INDICATIVE OF FUTURE RETURNS. Nesvick Trading Group LLC is not responsible for any
redistribution of this material by third parties or any trading decision taken by persons not intended to view this
material.
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