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Commodity Comments
The Idea o f  March March 12, 1974

Economic Recovery and Commodity P rices

L ast October we p o s ite d  th e  view  th a t a m ild recessio n  had in  fa c t  begun 
in  th e  la te  summer o f  1973 a n d ,th a t i t  would probably end in  the  th ir d  o r fo u r th  

quarter o f  1974. We were w rong.. .p a r t i a l l y .

While the  evidence i s  c le a r  th a t the  b usiness slowdown occured towards 
August o f  l a s t  year— w itn ess  the  sharp d ro p . in  both sh o r t term in te r e s t  ra te s  and 

commodity p r ic e s — th e  m ild es t o f  p o s t war recess io n s  i s  bottom ing out r ig h t  here  
& now. C uriously enough, th e  energy " c r is is "  helped to  shorten  th e  downturn; 
very s im p ly , th e  low le v e l  o f  consumer confidence dropped consumers buying p lans  
fa s te r  than what th e i r  d im inished rea l money balances would have d ic ta te d , b u ild in g  
. la te n t  buying fo r c e . I n reconomic ja rgon , l i q u id i t y  balances have been increased  
beyond d es ired  l e v e ls  and i t s  re s to ra tio n  w il l  cause a re v iv a l o f  consumer 
spend ing .P roo f fo r  our unconventional p o s it io n  abounds:
a) Car Sa les  have le v e l le d  ou t a t  minus 25-30% from la s t  year le v e ls  w hile  o v e ra ll  
r e ta i l  sa le s  have h e ld  up f a i r l y  w e ll;  b) unemployment has remained a t 5.2% fo r  
February in  s p i t e  o f  th e  fu r th e r  drop in  in d u s tr ia l  production— a sign  th a t  
p ro d u c tiv i ty  i s  on th e  r i s e  and th a t we are w itn e ss in g  merely a s h i f t  in  resource  
a llo c a tio n  ra th e r  than an o v e ra ll slump; c) sh o rt term in te r e s t  ra te s  have stopped  
going low er: th e  key 6-months Eurodollar ra te  i s  now ho ld ing  s ta b le  a t 8 5 /8 -  
8 3/4 %; d) long  term  in te r e s t  ra te s  are once again poking th e  1970 h ig h s , 
re d re ss in g  a lb e i t  b e la te d ly ,  th e  in c re d ib le  paradox o f  n eg a tive  in te r e s t  ra te s ;  
e)- inventory/ s a le s  ra tio sc o n tin u e  to  remain extrem ely moderate w ith  l i t t l e  s ig n  
o f  b u ild  up o f  unwanted s to c k s ;  f )  b u sin ess  con fidence remains buoyant as 
evidenced by th e  continued  high le v e l  o f  c a p ita l spending p lans; f i n a l l y  g) key  
in d u s tr ia l  m a ter ia ls  such as scrap s t e e l  and copper have managed to  move to  
new h ig h s , hard ly  a recessio n a ry  s ig n .

What does a l l  th i s  add up to? Commodity p r ic e s  as a whole, w i l l  probably 
move in to  new h igh ground b e fo re  the  end o f  A p r il .  Given th i s  conclusion  we 
we subm it th a t th e  severe  two-week shakeout th a t engu lfed  th e  commodity markets 
i s  about to  end a n d -th ere fo re  p re sen ts  some ou tsta n d in g  buying o p p o r tu n itie s .

T ech in ica l Trends

Cocoa March *74 74.30
. May 174 67.50

The upward clim b con tinues unabated d e sp ite  sporadic  bear ra id s  by nervous 
sp ecu la to rs . West A fr ica n  crop  figu re s no longer  influence th i s  market w hile  

in te rn a l B ra z ilia n  p r ic e s  c o n s is te n tly  exceed New York and London term inal values  
in  s p ite  o f  a s iz a b le  outturn. We are l e f t  w ith  th e  s ta r k  r e a liz a tio n  th a t 1974 
w il l  see  another d e f i c i t ,  47,000 tons by G i l l i s  Duffus* reckoning (under recessionary  
c o n d it io n s ) . Consumers fa ce  a meager 2 1 /2  months* su p p ly , the  low est in  15 yea rs .

Remain f ir m ly  long as a t e s t  o f  the  85$ h ighs i s  in  the  making.

C offee May *74 72.08
March '7 4 (Robustas) h 527.00

Last February 7 , w ith  May *74 stand in g  a t  77.85 we sa id  "the  widening  
contango, w ith  i t s  im p lica tio n  o f  a soggy spo t m arket, and the  high le v e l  o f  
p u b lic  b u llish n e s s  may be s ig n i fy in g  an impending downward co rrec tio n  o f  some 
m agnitude.. . s e l l  and move to  th e  s id e l in e s ."
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A downward co rrec tio n  o f  15% n early  wiped ou t the  e n tir e  previous b u ll
move.

We l i k e  to  remain on th e  s id e l in e s .

Grains March '74 Wheat 5.51 March '74 Meal 152.50
May '74 Flax 11.19 March '74 Deanoil 28.35  
March '74 Beans 6.33 May '74 Corn 3 .03 3/4  

In  our l a s t  Comments we foresaw a la rge  r i s e  ahead; i t  came as March '74 
Wheat went over 6.40 (from 5 .5 8 ) , May '74 Flax to  12.30 (from 1 1 .1 6 ), March '74  
Corn to  3.48 (from 299 3 /4 ) .

Although the  l a s t  two weeks have seen a very severe  shakeout in  many o f  the  
above, we fe e l  q u ite  s tro n g ly  th a t no irrep a ra b le  damage has been i n f l i c t e d  to  the  
grain b u ll  market. Hold a l l  long  p o s it io n s .

The oustanding buy in  th i s  group, w ithout a doubt, i s  Soybean Meal. 
T ech n ica lly , we are com pleting now a five-m on th  base which i s  g iv in g  s ig n s  o f  
r e s i s t in g  fu r th e r  e ro s io n , in  s p ite  o f  s ig n i f ic a n t  weakness elsew here. Sharply  
r is in g  open in te r e s t  a t  these  low le v e ls  in d ic a te s  th a t something b ig  i s  "brewing": 
i f  we had to  th e ro r ize  we would say th a t th e  market i s  absorbing a huge amount o f  
.P r o fe s s io n a l, " fundam enta list"  o r ie n te d , sh o r t s e l l in g .  This type o f  open 
in te r e s t  behavior was seen more than a year ago when Soybean O il so ld  a t lO C/lb; 
i t  subsequently exploded on th e  upside and reached the  m id -3 0 's .

We recommend heavy accumulation a t th ese  l e v e l s ,  favo rin g  th e  Ju ly  '74 
and onwards p o s it io n s  and lo o k in g  fo r  a f i r s t  ta rg e t o f  $230/ton.

L ivesto ck  Complex August '74 C a ttle  50.20
August '74 Hogs 42.60
February '75 B e l l ie s  58.27 
May '74 B ro ile r s  37.92

Last February 7 we suggested  "begin accum ulating la te  summer p o s it io n s  
and be p a t i e n t . . . "  We began accum ulating 3-5C too soon. No m a tter . L ive s to ck  
p r ic e s  are fe e l in g  the  e f f e c t  o f  heavy dumping o f  l i v e  anim als. A w ell inform ed  
source, quoted by R eu ters , claimed th a t th e  c a t t l e
feeding in d u s try  had l o s t  over one b i l l io n  d o lla rs  s in c e  September as a r e s u l t  

o f  sharply  in crea sin g  feed in g  c o s ts .

A sh o rt term anomaly i s  ta k in g  p lace: l iv e s to c k  fo r  d e ferred  d e liv e ry  
(August-February '75) i s  s e l l in g  s u b s ta n t ia l ly  below p resen t breakeven le v e ls :  
in  an in f la t io n a r y  c lim a te , th i s  s i tu a t io n  can only  l a s t  fo r  a period  o f  a few  
weeks.

Add a g re ss iv e ly  to  p re v io u s ly  e s ta b lish e d  long  p o s it io n s  and continue to  
be p a tie n t .

Orange Ju ice  March '74 54.00
Stopped ou t a t 51.00 b a s is  March '74 . Bought again a t  50.50 b a s is  May '74 

but stopped out a t 49.50.

Would p re fe r  to  look elsewhere even though th ese  l e v e ls  are in c re d ib ly  low.

Precious M etals A p ril "74 Gold 164.80
March '74 S i lv e r  545.00 
A p ril '74 Platinum 218.50 

Canadian S i lv e r  Coins March '74 2400-2500 
Long term p o s itio n s  remain long and should r a is e  s to p s  to  $155/oz b a s is  

London Gold, $4 .75/oz b a s is  March '74 S i lv e r  and $200/o z  b a s is  A p ril '74 P latinum . 
We can only  repeat what we sa id  in  our l a s t  Comment: "th ese  s to p  suggestions  
are in tended  to  keep you r id in g  th e  main up trend . . .  tra d ers  are urged to  keep in  
very c lo se  touch".
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l Canadian S i lv e r  Coins have proven q u ite  r e s i l i e n t  to  the  recen t shakeout;
\ they provide an e x c e lle n t  op p o rtu n ity  fo r  tra d in g  S i lv e r  in  a sm a ller-th a n -
f 5000-ouhces way. Quotes have narrowed s u b s ta n t ia l ly  and l iq u id i t y  i s  g re a tly

/ ^ S  i improved .

Rubber October/December 45.00 -  45.25
\ . D eferred Rubber d e l iv e r ie s  con tinue to  gain on nearby p o s it io n s  and are
i now a l l  s tra d d lin g  the  45 p . marie. Open commitment has dropped s te a d i ly ,  from
I over 64,000 tons to  under 50,000. The extreme q u ie tn ess  o f  the  l a s t  6 weeks i s
j preparing  the  ground fo r  a move to  70-75 p . / k i l o .  Continue to  a ccu m u la te ...\

P otpourri
: Plywood s t i l l  an e x c e lle n t  hold  ( i t  has gone up from $85, when f i r s t

recommended, to  a p re sen t $140 l e v e l ) . . .

i Sugar should make new h ighs in  coming weeks bu t i s  too r is k y  to  h o ld . . .

;! Go long Canadian D ollars (103,000) and sh o rt Sw iss Francs (32.40) and
I v  Deutsche Marks (37.80) . . .

A lb er t D. Friedberg  
V ice-P residen t 
Commodity Futures
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A ll s ta tem en ts  made h e re in , w h ile  no t guaranteed, are based on in form ation  
considered r e l ia b le  and are b e lie v e d  by us to  be accurate .

***


