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The Wheat Market Attempts to Reverse Course, Tread Lightly 
 
Overbought market conditions and perhaps a modestly higher dollar have brought some selling 
into the wheat market.  However, this market continues to demonstrate plenty of upward 
momentum.  The fundamentals surrounding all three wheat markets remain dismal and have not 
had any influence. 
 
Money continues to flow into commodities, as investors continue to look for opportunities to 
hedge against inflation.  A weak dollar is a key factor, but wheat has posted very impressive one 
day rallies on days that the US dollar Index has posted gains.  While the dollar appears to be 
trying to stabilize and at times looks pretty good on the chart, the prospects for the dollar going 
forward do not look very good.   
 
It looks like money is going to continue to flow into commodities.  While wheat futures prices 
appear to be drastically over priced, you cannot fight the trend from the short side.  There is just 
too much potential exposure.  If one feels they need to get some downside protection, they have 
to take a good look at buying puts instead of shorting the market. 
 
Right now, owning commodities is a trendy thing to do and, for the most part, recent buyers have 
done well.  This is a high profile trade with many influential parties paying attention to it.  I believe 
the short dollar trade and the long commodity trade is overcrowded.  However, in the longer term, 
a market that does not have supportive fundamentals will falter.  Wheat fundamentals have not 
been supportive as evidenced by the weak export activity and weak basis levels, specifically in 
the soft wheat.   
 
While I believe inflation eventually will create many problems, I do not believe we are to that point 
yet.  Inflation is too many funds chasing too few goods.  While excess capital is certainly 
prevalent, demand remains questionable and, in the general case of wheat, deliverable supplies 
are ample. 
 
Look for volatile trade to continue.  Unless the dollar turns higher, I expect investment capital to 
continue to flow into commodities.  I continue to key my decisions off of the March wheat contract 
in Chicago.  This contract will have to continue to close above the 200 day moving average of 
577 ½.  If the market fails to close above that level, I expect selling to increase.  Wheat would 
also give up some of its recent gains compared to corn.  I believe the March wheat contract in 
Chicago could work its way down to 530, but I would not rule out 509.  If that selloff is 
experienced, the market would be prime for a rally up to 650 possibly 700.  If you are looking to 
get re-ownership of some wheat, take a look at buying some calls or call spreads on that selloff.   
 
This report includes information from sources believed to be reliable and accurate as of the date 
of this publication, but no independent verification has been made and we do not guarantee its 
accuracy or completeness. Opinions expressed are subject to change without notice. This report 
should not be construed as a request to engage in any transaction involving the purchase or sale 
of a futures contract and/or commodity option thereon. The risk of loss in trading contracts or 
commodity options can be substantial, and investors should carefully consider the inherent risks 
of such an investment in light of their financial condition. Any reproduction or retransmission of 
this report without the express written consent of AFS is strictly prohibited. 
 
 
 
    


