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COMMENTARY – The increasing impact
of currency volatility
In follow up on last month’s commentary, I can’t remember
a time when currencies were having so much impact on
commodity prices.
On Monday, March 16, May corn futures closed at US$3.79,
while cash in Southern Ontario was around CDN$4.61.
Soybeans were US$9.72 on May futures, while cash was
CDN$11.59 in Southern Ontario. Removing the exchange
rate effect, local prices are about where they would normally
be – about a dollar lower for corn and almost two dollars for
soybeans, but the local basis is quoted in Canadian funds vs.
U.S. funds. So, while U.S. prices have trended downward, local
prices have been flat to higher during the loonie’s slide.
The recent U.S. Fed decision to hold off on raising interest
rates took commodity volatility to a new level. On that day,
wheat bounced up by $0.23 and soybeans bounced $0.27 over
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two days. Even Brent Crude reversed a downtrend and
had a $4 trading range that day. All this came because the
market perceived that the strong dollar was pressuring
commodity prices downward. When the Fed took away the
threat of higher interest rates, the market adjusted the premium
on the U.S. dollar and the discount on commodities.
Buying (or selling) commodities is way more complicated
in Canada than the U.S. because of both currency and basis.
Like most things in the food industry, it’s becoming even more
complex. I suggest buyers learn to watch all the factors affecting
prices. I hope this column helps take a little of the uncertainty
out.
Market Trends is prepared by Dr. Larry Martin, who offers a course on
managing risk with futures and options, Canadian Food and Agri-business
Management Excellence (CFAME), a management training course for
food industry personnel. Contact him at larry@agrifoodtraining.com or
at (519) 841-1698.
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