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Welcome to the 4th edition of the AGR, and I hope 
there isn’t too much sleep being lost out there on 
the back of these volatile markets and lack of rainfall 
this year. Following years of sustained low prices, 

grains have had a bullish start to 2018. Wheat has been the market 
leader, followed by corn, then beans since the start of the year as at 
time of writing this article. The AUD/USD also hit 11-month lows in 
late April on the back of poor commodities prices and the rally in the 
US dollar. In its revision of world economic growth earlier this year, 
the International Monetary Fund (IMF) stated, “US tax cuts were likely 
to boost investment in the world’s largest economy and help its main 
trading partners”. Optimism and strong reports on growth in the US 
economy has led to a rally in the US dollar and helped US bond yields 
touch 3%. Looking at 10-year price trends, optimism from investors, 
increased global demand for grains and the spattering of global 
production issues – downside for Australian grain prices looks limited.

2017/18 harvest estimates indicate a big fall from the record 
production numbers set for the 2016/17 harvest. Combined wheat, 
barley and canola production fell around 36% compared to the 
previous year and 18% on the five-year average. The year so far hasn’t 
given Australian growers much relief or confidence in an average 
2018/19 winter crop yet either, with rainfall deficiencies evident 
across most cropping regions. The Bureau of Meteorology stated in 
April that “the January to March period was the driest first quarter 
of the year for New South Wales as a whole since 1986”. In their April 
drought report they also observed severe deficiencies of rainfall in 
southern Queensland, across the Flinders Ranges in South Australia, 
eastern Victoria and the west coast and south west of Western 
Australia. The smaller winter crop in 2017/18 and the ongoing 

dryness so far this year has led to a significant rally in local cash grain 
prices and their values relative to global prices, otherwise known as 
stronger basis. Grain stocks across the east coast are becoming tight 
and we’re only halfway through the year. 

Given the evident global production issues and the volatile geo-
political backdrop, price risk management and understanding relative 
value is now more prudent than ever. Therefore, we’ve chosen 
articles in this AGR issue covering new instruments for protecting 
wheat prices, views on the relative value of canola compared to 
European canola (MATIF) by a large domestic canola crusher, and 
how to be innovative with your grain marketing around on-farm 
storage. Nick Carracher from INTL FCStone has written an interesting 
feature article on the bumpy road that is the China–US trade war 
and potential implications for grain prices. Even Pay from China 
Policy based in Beijing has also expressed her views on the trade war 
from her side of the fence along with articles covering the effects 
on Australian feed grain prices such as sorghum and barley. We also 
have very insightful interviews with two global grain traders based in 
Geneva – Josh Martin from Engelhart Commodities Trading Partners 
and Swithun Still from Solaris Commodities S.A.

Market Check undertook two international research tours during 
March and April 2018 which both feature in this issue of the AGR. 
Tom Basnett and Richard Hall toured the Black Sea and met traders 
in Geneva and the UK, and Nick Crundall and Tim Phelps toured 
the US looking at crops and meeting various traders, merchants and 
advisors. These tours have added invaluable knowledge and solid 
contacts to our global research platform, which will help in managing 
price risk for Australian growers. All the best for this winter, and we 
hope you have received some decent rain. 

"Looking at 10-year price trends, 
optimism from investors, increased 

global demand for grains and the 
spattering of global production 
issues – downside for Australian 

grain prices looks limited"



C O N T R I B U T I N G  E D I T O R S

4  AUSTRALIAN GRAIN REVIEW

C O N T E N T S

SOWING ISSUE 2018 5 

Even is a senior analyst based in 
Beijing. Her professional focus is 
on agricultural production and 
supply chains including policy and 
technology initiatives to scale up 
and intensify food production and 
manage supply farm-to-table. At 
China Policy, she leads research 
on China’s grain and feed space, 
spanning domestic crop research 
and planting, shifts in demand 
from livestock and other sectors, 
changes to subsidy and reserve 
management policy, and new 
standards and technologies along 
the supply chain. Based in China 
since 2005, she previously worked 
as a consultant to PE, VC, and 
Angel Investors in Agriculture, as 
a Princeton in Asia research fellow, 
a contractor to US Department of 
Agriculture’s Agricultural Trade 
Office at the Beijing embassy, and as 
chief analyst and head of product at 
Smart Agriculture Analytics, a startup 
focused on China agriculture and 
agtech market data. Even has a BA in 
Political Economy and a Master’s in
Public Administration with a focus  
on ag policy.
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Grant worked at the Sydney Futures 
Exchange back in 1994. Here, he 
worked on the trading floor before 
moving into managing the marketing 
of the Exchange’s suite of Ag and 
Energy Commodity contracts and 
trading link to New York Mercantile 
Exchange-based commodity 
products. Grant then had a 16-year 
career in Canada where he was a 
senior commodity advisor with a 
number of large international trading 
firms including Refco, Man Group 
and Scotiabank. Grant most recently 
worked at R.J. O’Brien, one of the 
last remaining original Chicago-
based commodity firms. Grant’s 
Canadian business was very focused 
on helping producers improve their 
returns through improved marketing 
techniques. 
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Brett Stevenson, Founder, Market Check

Since my accident in January 2010, eight years have passed with really very little in 
the way of major crop losses in the globe and Australia. In the eight years leading 
up to 2010 we had three drought years, which had not been seen for the century 
prior. In the past eight years, or in fact the past 10 years, poor seasons and price 

volatility have been somewhat forgotten about, but times are changing and volatility is 
increasing. This volatility in US wheat futures is charted below.

Volatile 
markets

After March 2008 when wheat prices hit $500/t domestically and US1300c/bu in Chicago, 
production ramped up globally as farmers chased acres to take advantage of the high 
prices. As a result we have had a glut of grain in the world for the past four years, and global 
values have sold off consistently since then. Farmers are now looking for alternatives such 
as oilseeds, pulses or feed grains. The only exception is Russia and Ukraine where low land 
values, cost of production and the currency exchange rate have led to grain production areas 
growing markedly.

 At the same time, in the last three years we have had record wheat production in Russia in 
2017 and here in Australia in 2016.

 So where to from here? Naturally, sown acres have to drop and they are, but not in Russia, 
Ukraine or in Australia as growers have their heads above water. However, in the US they are 
facing negative gross margins at current price levels and so plantings have dropped to 100-
year lows.

 Even though world production risk has become more geographically spread, with the rise 
of Russia and Ukraine, the globe is still exposed to poor seasons in the production centres of 
the Black Sea, Europe, North America, China and the Subcontinent.

 Production issues are becoming reality this year with dry conditions on the US Southern 
Plains and delayed spring sowing in Europe, the Black Sea and the Northern Plains/Canada.

 Volatility in global political and economic conditions has been low since the credit crisis of 
2008. However, with the rise of China and Xi Jinping, the election of Trump in the US, tension 
from North Korea and Syria, and Brexit in Europe, volatility is on the rise again, as illustrated in 
the below graph of global financial market volatility.

What does this all mean for our clients? It means buckle up for the ride. The potential for 
supply-side shocks and volatility in general are good because they create opportunities, but 
they also present risks and distress if the right marketing products are not used and discipline 
is not followed.  

$WIV- CBOT wheat volatility index
Weekly line chart 11.05.18

$VIX- CBOE volatility index
Weekly line chart 11.05.18

“The globe is still 
exposed to poor seasons 
in the production centres 
of the Black Sea, Europe, 
North America, China 
and the Subcontinent”
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Canola basis to strengthen on returning 
domestic demand
Another interesting season for the canola 
markets, battling local production and 
international tariff wars. The season performed 
better than expected, although crop numbers 
were down to an estimated 3.5MMT. Victoria 
and NSW crop estimates are particularly 
varied. In Victoria, canola yields held up well 
and avoided frosts in many areas. 

Harvest kicked off with domestic users 
fighting for tonnes. As domestic demand took 
some coverage, 
biodiesel policy 
in Europe shifted 
the dynamic and 
pulled the rug from 
Australian exports. 
It has taken a while 
to rebuild to current 
levels, and we now see the return of domestic 
demand. Pushing into the second half of the 
season, signals are appearing that reflect the 
tight SnD, particularly in NSW. Aggression in 
the local market has led to recent strength 
in Australian basis – a positive sign for local 
canola prices, which are now returning to 
highs not seen since November 2017. The 
market remains tight as domestic users and 
crushers begin collecting tonnes that come 
their way. 

Australian canola exports are down by 
approximately 20% this year with 1.5-1.6MMT 
exported into Europe. From a demand 
perspective, European demand will not 
return this year. Low export volume has led to 
pressure to carry seed or consider other Asian 
or Middle Eastern homes. The UAE crush 
margins have been well supported with strong 
oil homes in India and the Asian meal market. 
Australian basis is competitive to Canada and 
there has been a lift in export enquiry. An 
increase in export interest and a tightening 
local market will all give further support to 
Australian basis. 

Winnipeg shows a reduction in the inverse 
between old and new crop. Recent highs are 
a great sign, and the rallies are technically 
strong as the market reacts to limited grower 
selling and large export commitment from the 
trade. Although not directly correlated and 
substituted, the China–US trade war is leading 
towards an optimistic market with potential 
for increased export demand. Winnipeg 
futures have risen 5% since February from 

C$500/mt to C$524.9/mt. Until recently, the 
Australian market was a different story, with 
limited demand from the trade and growers 
sitting on long positions. The recent Australian 
basis jumps suggest the domestic demand is 
kicking back in with increased export enquiry 
also supporting the basis moves.  

Despite the tariff concerns, board crush 
margins continue to strengthen in China, 
showing good support for veg-oil as 

the market moves away from the 
traditional trade flows. The potential 
for canola is an increase crush capacity 
in China, leading to further support 
of the Australian market. Other than 
China–US trade tariffs, eyes have been 
firmly planted on Argentinian soybean 
production. Markets have been 

surprised with continued lower Argentinian 
production – latest figures down a further 
7MMT to 40MMT, 2.7MMT below market 
expectations. While reasonable rainfall 
eventually made it to Argentina, it was too 
late to influence the bean yields; in the end, 
more likely impacting harvest progress and 
bean quality. It seems prices are consolidating 
waiting for the next trade or political 
development. Reduced crop size in South 
America points towards a stronger veg-oil 
market, which will support canola pricing.

New crop pricing is still speculative as 
attention turns to the weather forecast and 
signs of an autumn break. The usual market 
volatility is yet to begin. It is dry – cropping 
areas have shown a drop in rainfall from 2017 
and NSW received 37% of its March average. 
The long-term forecast indicators are mostly 
neutral with no extremes expected. At this 
stage we would expect crop rotations to 
stay firm and canola acres not to change 
dramatically, with longer season varieties 
already in the ground. ROBE crushes 
200,000mt of canola per year sourced from 
the Riverina and surrounding regions to 
produce oil and vegetable protein meals. 
ROBE is well serviced by major freight routes 
and uses latest technology for oil extraction. 
ROBE encourages growers to get creative 
with their canola marketing and is currently 
looking for new crop sellers of canola.

Alex Littlejohn, Riverina Oils & BioEnergy 
(ROBE)

Late spring threatens EU farmers’ 
plantings
We all know how much US farmers love 
their corn, but the same could be said 
about EU farmers and their wheat, which 
accounts for more than half of the main 
grains produced in Europe. So far, the 
potential of winter crops for the 2018 
harvest, which will properly begin in July for 
wheat, remains intact. Although, according 
to FranceAgriMer, 78% of the French winter 
wheat was rated ‘Good/Excellent’ as of 
early April – the lowest in five years and 
down by 12% from the previous year due 
to recent cold and wet conditions. Planting 
conditions were generally good last autumn, 
which means that the root system is well 
developed. The level of winterkill is also 
extremely low, although in March, the trade 
got prematurely excited by the ‘Beast from 
the East’, which refers to frigid winds blowing 
east to west from Siberia towards the UK  
and France.

The wet conditions mentioned earlier have 
translated into late fungicide programs and 
consequently delayed fertiliser applications 
on winter crops. The impact on yield will not 
be known until harvest, but it is definitely 
an element to take into consideration. On 
the flipside, the high soil moisture observed 
across Europe could prove to be very helpful 
in case of the emergence of a drought.  

If anything, the excessive rainfall observed 
across the western part of Europe is more 
detrimental to spring plantings, with only 
78% of the spring barley planted as of 
early April compared to 99% last year. The 
situation is even worse for corn, with French 
plantings struggling to make any progress 
while they were three-quarters complete by 
the end of April 2017. This, coupled with the 
historic Argentine drought and the smaller 
corn plantings in the US, means feedstuff 
prices and in particular barley prices have 
limited reason to fall. It is estimated that the 
EU barley ending stocks will decline for a 
third consecutive campaign to their lowest 
in 15 years, and consequently, barley prices 
are trading at a premium to those of wheat 
across much of Europe and the Black Sea. 
The road to profitable territory is still long for 
European farmers, but maybe the worst is 
behind and was scored in 2016. Brexit has so 
far been welcomed by UK farmers looking to 
sell grain, with the devalued GBP providing 
a welcome boost to UK grain prices, and of 
course benefiting the Australians deciding to 
visit these rainy shores for a cuppa with the 
queen. What happens next is the hot topic of 
much speculation in the EU!

James Bolsworth, CRM

Sorghum prices 
supported on China–US 
tax uncertainty
The Australian sorghum market has once 
again shown increased volatility due 
to a combination of lower Australian 
production and strong demand from the 
Chinese baijiu market. Prices started the 
2017/18 marketing year around $264 
track Brisbane and have since rallied well 
above $350 track Brisbane at time of 
writing. Early forecasts had the Australian 
crop sitting around 2.5MMT, however, 
current estimates are closer to 1.4MMT. 
Drought-like conditions on the east coast 
have also led to higher feed grain values, 
and although domestic demand for 
sorghum is unlikely to increase, its price 
has lifted along with wheat and barley 
complex. 

Chinese baijiu (sorghum wine) 
continues to be the key driver for 
sorghum demand and ultimately price. 
Australian prices were not competitive 
into China early in the marketing year 
with stiff competition coming from the 
United States, which has become our 
main competitor in the premium wine 
market. This all changed, however, when 
China announced it was investigating an 
anti-dumping case against US sorghum 
and demand switched to Australian origin 
and sent our prices rallying. To date, it is 
anticipated that the Australian market has 
sold around 300,000mt in containers and 
100,000mt in bulk, all bound for China. 
The bulk of this will be moving from 
June–August as the anti-dumping tariff 
increased tax levels for US shipments for 
vessels arriving after May. 

There is still a lot of uncertainty around 
the US anti-dumping case and the tax 
level that will be put on US sorghum. It 
is said to be around 40%, similar to the 
DDGS anti-
dumping two 
years ago; 
however, it 
is still only 
speculation. 
Should this 
tax not come into effect and good rainfall 
on the east coast occur, it could influence 
prices.

James Clifton, CL Commodities

SEASONAL 
UPDATES FROM 
THE MARKETS
May 2018

"Aggression in the 
local market has led 
to recent strength in 
Australian basis – a 
positive sign for local 
canola prices”

news &
views

"It is estimated that the 
EU barley ending stocks 

will decline for a third 
consecutive campaign to 

their lowest in 15 years”
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Argentina’s agricultural output continues 
to rise

In the past decade the Black Sea region has 
captured the agricultural spotlight with its 
rapid rise as an export powerhouse. However, 
in recent years South America, and more 
specifically Argentina, has been investing on 
a large scale to also grab some of the limelight 
as a future dominant player in the global 
market. 

The election of Mauricio Macri in 2015 saw 
a radical change in Argentine agricultural 
governance, switching to a free market 
approach by dismissing protectionist trade 
policies and currency controls. Agricultural 
reforms have been a large focus of Macri’s 
campaign, allowing for further investment and 
growth. The Buenos Aires Grain Exchange is 
projecting that Argentina’s agricultural sector 
will grow by 31% as a result of this change in 
governance. 

Compared to the major grain exporting 
countries, Argentina currently has the 
most inefficient and expensive upcountry 
transport (AEGIC). Currently, more than 
90% of Argentina’s grain is delivered to 
port via trucks, with single trailers being 
the most common trucking combination. 
This is why the government has pledged to 
invest approximately US$13 billion in the 
construction of 2800 km of new highways. 
Improvement of highways has been underway 
in the major wheat and barley growing regions 
of Buenos Aires and Santa Fe, allowing 
for the recent approval of heavier trucking 
combinations. Considering the farm-to-port 
distances of between 300 and 1500 km, 
the additional 12-25mt per truck makes for 
substantial logistical savings. 

A large focus on the regeneration of the 
Argentine railway system is also underway, with 
the government announcing it will spend close 
to US$14.2 billion on the project. Recently 
becoming part of China’s ‘One Belt One Road’ 
initiative, Argentina has also received US$4 
billion from China. This will help renew 1500 

km of railroad track which will carry freight 
from the far north and western parts of the 
country into the major ports of Rosario and 
Buenos Aires. 

With the dismissal of the wheat export tax 
and quotas, acreage committed to wheat 
has grown substantially in the past four to 
five years. In 2012/13, 1.8Mha of wheat was 
planted, whereas for the upcoming 2018/19 
season there is expected to be 6Mha planted. 
Increased input investment has also trended 
upwards with the improving optimism in the 
agricultural industry. Growers have financed 
fertilisers, on-farm storage and chemicals, 
resulting in improved quality and higher yields. 

The rise of Argentina as a southern 
hemisphere exporter will have a growing 
influence on Australian grain. Similar growing 
seasons mean another competitor with fresh 
stocks that need exporting in the December 
to July period. The majority of Argentinian 
wheat exports work into Brazil and other 
areas of South and Central America, currently 
undercutting US and Canadian markets. 
Although they aren’t a major competitor to 
Australia, we’ve recently seen the emergence 
of Argentinian wheat being shipped into our 
traditional homes in South East Asia, adding 
additional competition for Australian grain. 

The current path for Argentinian agriculture 
is positive, however, there are still many 
political humps which must be hurdled to 
continue this level of progression. Inflationary 
concerns are a common issue for the country, 
which has a long history of financial defaults. 
If the current government is re-elected in the 
next two years, it is expected that a large flow 
of foreign investment will arrive due to political 
stability. If this is the case, it will allow for the 
country to continue to set its foundations and 
develop a productive and globally competitive 
agricultural program. Stay tuned.

Tom Borowski, Market Check

Argentine Port, @2016 - Mercatrade SA. All Right Reserved. 

What’s happening on the 
lentil front

The lentil market has been relatively 
quiet, with Australian exports significantly 
down on last year’s record pace. The 
Ramadan buying window – which is 
synonymous with increased exports 
out of Australia – was quiet this season, 
continuing the status quo that we’ve 
seen this season so far. Canadian lentils 
are also struggling for demand as buyers 
wait for new crop and are therefore 
happy to buy hand-to-mouth as they are 
expecting further falls in prices moving 
into harvest. On the flipside, market 
analyst Agriculture Canada has updated 
its forecast of Canadian lentils to 2.0MMT 
for the 2018/19 marketing year from 
1.3 million hectares; this compares to 
2.56MMT production from 1.78 million 
hectares last year. India remains the focal 
point for lentils, so with the reduction in 
Canadian production it is yet to be seen 
whether that will correlate into higher 
domestic prices here in Australia.

Looking at faba beans, trade activity 
has been very quiet in our competitor 
origins of UK and the Baltic regions, with 
reports that they have very little stock 
left to market. Equally, it seems Egypt 
has enough stock to keep it out of the 
market for the time being, as faba bean 
shipments from the UK, the Baltics and 
Australia have satisfied their demand in 
the near term. The trade expectations 
are that Egypt import demand will pick 
up post-Ramadan, which ends mid-June, 
and that should correlate into stronger 
demand for Australian faba beans later 
this year.

Ben McClusky, Market Check

"India remains the focal 
point for lentils, so with 
the reduction in Canadian 
production it is yet to 
be seen whether that 
will correlate into higher 
domestic prices here in 
Australia”

Bigger pig farms leading to bigger feed 
demand in China
Since 2015, China’s livestock sector has quietly 
restructured in response to strict new zoning 
and manure management requirements. 
Nowhere is this clearer than in the pork sector. 
Five years ago almost all of China’s pork came 
from small pig farms slaughtering less than 
500 pigs per year; now half of pork comes 
from scaled-up and technically intensive 
farms, and much more upscaling is expected. 
Industry insiders expect “hundreds of farms 
of over 5,000 sows will be built this year to 
provide piglets to new, larger operations”. 
Speaking broadly, this is good news for 
Chinese consumers in terms of quality, safety 
and the environment. It is, however, having 
substantial impacts on the feed supply chain, 
out of sight of most trade partners.

Scaled-up farms are already proving more 
tolerant of higher grain and feed prices 
than their smaller counterparts, as pork 
prices hit eight-year lows this spring. China’s 
pork market is well-known for its volatility – 
backyard farmers couldn’t survive a low hog-
corn price ratio and would panic, slaughtering 
their entire herd and collapsing the price of 
pork. New, larger farms with professional 
management are more patient and efficient. 
They are able to buy feed in bulk at good 
prices and otherwise take advantage of 
economies of scale; they store feed to hedge 
against price rises; they may be vertically 
integrated or have long-term contracts with  

a pork processor; and they are less responsive 
to rumours and more likely to manage herd 
size based on a long-term plan. Scaling up 
has also changed how Chinese farms buy 
feed. Where small farmers could trade meat 
for feed from a neighbour or supplement with 
ad-hoc feeds like crop waste or vegetable 
scraps, upscaled farms are much more 
dependent on bulk feed delivered through  
a formal supply chain. 

Put simply, the structure of livestock feed 
demand in China has changed. Though this 
spring has not been easy for China’s pig 
farmers, the pig population has remained high 
and demand for feed has not substantially 
weakened. Exactly what this will mean for 
businesses along the global feed supply chain 
will become clearer this year as low pork 
prices and trade tensions put pressure on 
the system. But don’t expect to extrapolate 
patterns from past years onto this new market, 
as they are unlikely to hold. 

Even R. Pay, China Policy

Chinese farmer on pig farm near Dongguan Guangdong Province, China © Alamy

"The pig population has 
remained high and demand 
for feed has not substantially 
weakened”

China fuelling growth in 
WA barley plantings

Western Australia is renowned for growing 
some of the best quality two-row barley in 
the world, and in 2018 the area planted is 
set to increase, driven by China’s insatiable 
demand. Historically, the Kingdom of 
Saudi Arabia – the world’s largest buyer 
of barley – has driven the market price 
for West Australian growers. However, a 
reduction of subsidies in the Middle East 
state has seen China become the pre-
eminent destination, with feed groups and 
maltsters consistently paying a premium 
to the Australian grower to attract quality 
grain. In reaction to historically elevated 
levels, farmers in Australia’s largest 
grain-exporting state are increasing their 
prospective plantings by an additional 
200,000 hectares to 1.5 million hectares. 
Compounding the increased plantings, 
the industry has seen malt accreditation 
given to spartacus and compass, which are 
some of the best-yielding and amenable 
varieties available. 

According to data from the ABS, only 
one shipment of West Australian barley 
has sailed to the Middle East, highlighting 
the impact that the Chinese have on the 
Australian market. While total malting 
capacity in China is relatively stable at 
3MMT, the growth in barley imports 
is being fuelled by the increased use 
of barley in the Chinese feed ration. 
Australian barley does have its headwinds 
in China, with cheaper origins in Ukraine 
and France removing some of the slack in 
the market. Nonetheless, a combination 
of short sailing times, low grain moisture 
levels, good test weight and zero import 
duties allow Australian barley to remain  
the premiere pick for the Chinese feedlot. 
Although some of the elevated price 
action is being driven by lack of an 
early autumn break across Australia, the 
increased sorghum tariffs announced by 
the Chinese Government and poor crop 
outlook in Europe are the key underlying 
factors driving global feed markets higher. 
Western Australia produced 3.5MMT 
of barley in 2017, and the 2018 crop is 
expected to be almost 10% higher at just 
under 3.85MMT.

Jackson Morris, Itochu
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Implications of the Indian Tariffs 

On 8 November the Indian Government 
doubled the import duty on wheat to 20% 
from 10% in an effort to support Indian wheat 
producers. The reason at the time was to 
give Indian growers positive price signals 
and encourage growers to plant more wheat 
hectares for the rabi season. India has been 
plagued by drought on and off in recent 
memory and the Australian grower has reaped 
the rewards. Poor Indian wheat production for 
the 2016/17 season saw an export opportunity 
for Australian wheat with just under 2.25MMT 
of Aussie wheat exported into India’s southern 
mills. The initial announcement of tariffs stirred 
worry among the Australian trade as India 
seemingly closed the doors to Australian 
produce. However, it is our view that Australian 
wheat will find its way to India’s mills regardless 
of whether the tariff is reduced, removed or 
left unchanged. This boils down to a couple 
of key reasons: India’s production is expected 
to be much lower than government estimates, 
as are their stocks-to-use levels. The Indian 
Government has consistently estimated 
production for this season at 100MMT of wheat 
on the back of a strong monsoonal period. 
Since then, dry growing conditions have 
reduced production estimates significantly, 
with most private analysts believing true 
production numbers to be around 93-95MMT. 
Lower production will obviously tighten 
domestic ending stocks. This in turn will tighten 
India’s stocks-to-use ratio, which is already 
historically very low for 2018 (see graph), 
especially considering the population. From our 
perspective, it is obvious that India will need 
to import wheat for the 2017/18 season due to 
this situation. It is likely that Black Sea wheat will 
be imported first with Australian wheat likely to 

hit Indian shores at the back end of this year.
The other side of the coin is the tariffs that 

India has placed on Australian chickpeas, 
which when announced, immediately softened 
the chickpea market this season. It is worth 
noting that a price correction was always 
coming as demand was essentially based 
around the recent years of poor production 
that India had suffered. In March this year the 
Indian Government announced they would 
be increasing the chickpea import tax by a 
further 20% to 60%. Much like wheat, this has 
been done to support the local growers and 
to ensure that domestic stocks are consumed 
first. The market has well and truly priced in 
the import restrictions, and we shouldn’t see 
further downside caused by these existing 
tariff implications. The current market is being 
propped up by secondary markets such as 
Bangladesh and Pakistan as well as depleted 
production in Australia this year. However, the 
long-term view on the market is not exactly a 
pleasant one as we must consider what political 
implications the tariffs represent. The tariffs 
are designed to stem the flow of Australian 
and Canadian pulses into India in an effort to 
support the local farmer. With elections coming 
next year, removing the tariffs would not be 
received well by voters. If we keep this in mind, 
it is likely Indian demand will be light for the 
coming year. The Indian consumer will have 
to rely on their own supply until their kharif 
harvest in October replenishes stockpiles. India 
is responsible for 65% of our annual chickpea 
demand, so we could see a decline in chickpea 
demand domestically for the 2018/19 season as 
India chews through their own domestic stocks.

Ed Nankivell, Market Check

Springtime as a Canadian 
farmer

Canada is a beautiful place and a great 
country, but having spent 16 winters there 
I’ve come to appreciate heating units. In 
particular, March and April weather can be 
a very frustrating time of the year on the 
Canadian prairies. On a lifestyle front, you 
know you’re close to escaping the winter 
but the temps can still be very harsh. It 
usually gives you a taste of some warmth, 
but that feeling is usually snatched away 
only to be replaced by yet another cold 
snap and maybe a bit more snow for  
good measure. 

For Canadian farmers, the same 
frustrations can apply except the weather 
affects their ability to get their crops in the 
ground. Every spring is closely watched by 
Canadian producers and the international 
trading community. The speed at which the 
snow melts can be very surprising in a warm 
spring. Within a couple of weeks the ground 
can go from frozen, snow-covered slush 
to relatively warm with cracks starting to 
appear in the topsoil. These cracks certainly 
don’t indicate genuine dryness or a lack 
of moisture, it’s more just the type of soil, 
especially around Winnipeg. 

The ground in the Red River Valley 
around Winnipeg is beautiful, productive 
and deep black soil, but it can be difficult 
to gauge. It has a high clay content, and 
for a period of time every spring it will 
become what is known as ‘Manitoba 
Gumbo’ – a thick, sticky mess that is very 
difficult to work. However, given a week or 
two of dryness and sunshine, soil condition 
changes rapidly. Alternatively, if the weather 
stays cool and a bit too wet, it remains 
impossible to plant. Most years, the crop 
reverts to the mean on a planting front in 
that the very resourceful and competent 
Canadian farmers are able to get the crop  
in the ground, even if it is a bit late.

The point I’d like to make regarding the 
above is that early season weather scares, 
such as a late and/or wet spring, provide 
price spikes in futures markets that are 
usually good early hedging opportunities; 
not that producers should over-commit too 
early, but hedging is about offsetting risk 
over the whole season.

Grant Hinrichsen, Market Check

Indian ending stocks, stocks to use
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RCEP is next opportunity for free trade 
with India
GrainGrowers is encouraging the Australian 
Government to continue to focus on a trade 
liberalisation outcome in India and other 
commercially significantly grain markets, 
focusing on the agriculture and grains 
industry.

In addition to existing multilateral and 
bilateral frameworks and government 
initiatives, the Regional Comprehensive 
Economic Partnership (RCEP) is a 
crucial platform in achieving meaningful 
liberalisation in India and the wider Asian 
region. 

GrainGrowers has been hard at work 
behind the scenes with the Australian 
Government following India’s tightening of 
import quotas, which has halted Australian 
pulse trade to that country.

Since August 2017 the Indian 
Government has tightened import quotas 
on pigeon peas, mungbeans and urad, 
while raising tariffs on dry peas, chickpeas 
and wheat. The total applied tariff on desi 
chickpea is currently 66%, kabuli chickpea is 
44% and wheat 33%. India’s bound tariff on 
chickpea is 100%. 

India is a critically important market for 
Australian pulses. During the past five years 
India has purchased more than 50% of 
Australia’s pea and chickpea crops, nearly 
40% of Australia’s mungbeans and 20% of 
Australian lentils. In 2016/17, the value of 

Australian chickpea exports to India was 
$1.13 billion, and the value of Australian 
wheat exports to India was $743 million, 
making India Australia’s second-largest 
wheat export market behind Indonesia. 

We are encouraging the government to 
ensure that agriculture is a core pillar of 
any potential RCEP agreement. In addition 
to the more traditional tariff reduction 
objectives, GrainGrowers continues to work 
with the government to ensure that non-
tariff barriers to trade, such as inconsistent 
trade rules or phytosanitary requirements, 
are adequately addressed through 
government-to-government negotiations. 

Recently published industry research has 
identified 50 commercially significant non-
tariff barriers that are adversely affecting 
Australian grain trade in around 20 separate 
markets. We need the government to 
continue to address these barriers for the 
benefit of Australian grain growers.

Luke Mathews, GrainGrowers

“During the past five years 
India has purchased more than 
50% of Australia’s pea and 
chickpea crops, nearly 40% 
of Australia’s mungbeans and 
20% of Australian lentils”

Rationing demand with 
storage in the US

As the United States gets set to harvest 
another wheat crop, one can’t help but 
notice the lucrative storage returns available 
to growers and warehousemen alike. In both 
the Kansas City and Chicago wheat markets, 
the carry from new crop July futures to 
December is around 40-44c/bu, or roughly 
$15/mt.  These big carries are thanks in 
large part to the Variable Storage Program 
enacted in both Kansas City and Chicago 
futures by the CME Group in an effort to 
improve convergence between cash and 
futures.

Unfortunately, the result has been 
increased difficulty in buying wheat out 
of storage by both domestic mills and 
exporters. Consider the carry in US export 
offers verses some of their main competitors. 
The US is currently sporting a $24/mt carry 
from June to December for 11% protein 

hard red 
winter 
wheat. 
Russian 
offers, on 
the other 

hand, are inverted by $8/mt from spot to 
August but feature $10/mt of carry from 
June to December. French and Australian 
export offers are offering just $2/mt from 
June to December. When one considers 
a 9% return can be earnt by storing wheat 
until December in the US verses a less than 
1% return in France and Australia, it is not 
difficult to see why the US continues to see 
export business pass them by.

Using the aforementioned discussion to 
frame the 2018/19 US winter wheat crop 
helps put potential production cuts into 
perspective. As of late April, the US wheat 
crop was still rated below average across 
multiple timeframes. However, when the 
current cash situation is applied to what 
is expected to be a smaller crop, one 
feels confident the US can, and already is, 
rationing export demand. Add in the lowest 
feed demand inside the US in a decade 
thanks to price differentials against corn, 
and it is not difficult to see the problem 
with expecting higher prices based on a US 
production shortfall alone.

Tregg Cronin, Halo Commodities
Graincrop site in Victoria, Australia, @2017 Market Check
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Global traders

Josh Martin
Global Head of Grains  

& Oilseeds Trading

Market Check catches up with Josh Martin, Engelhart Commodities Trading Partners

Where are you from originally and how did you get 
into grain markets? 

I’m originally from northern NSW. Having grown up on a farm I have 
always had a passion for agriculture. During my undergraduate 
studies at UNE I spent time working with a large broad-acre 
cropping enterprise and a regional commodity trading firm that 
provided practical insights into agricultural markets, supply chain 
management and trading. This experience sparked my interest to 
pursue a commodity trading career that eventuated with my first 
role working as a grain marketer in southern Queensland.

What book(s) have you read that have influenced 
your trading and marketing decisions the most?

• Reminiscence of a Stock Operator – Lefevre
• More Than You Know – Mauboussin
• The Hour Between Dog and Wolf – Coates
• Thinking, Fast and Slow – Kahneman 
• The Power of Full Engagement – Loehr & Schwartz

How has a mistake set you up for later success?  
Do you have a ‘favourite mistake’ of yours?

“A stupid person doesn’t make a mistake; a stupid person makes the 
same mistake twice”. I love this statement. Learning to learn quickly 
from mistakes is a critical success factor to trading (and life). 
Implicitly, this process of learning requires strong self-awareness, 
intellectual honesty, humility, vulnerability and a willingness to listen 
to yourself and others. A favourite mistake of mine was 
overweighting analysis and evidence consistent with my opinion or 
what is otherwise known as confirmation bias. I learnt to candidly 
challenge myself (and others) on why a particular decision was 
correct and acknowledge the influence of cognitive biases in 
decision making. Another key learning stemming from mistakes was 
learning to leverage the balance of intuitive versus analytical 
decision-making frameworks. This entire learning process, that is a 
continuous state of improvement, ensures more effective and timely 
decision making in trading and risk management, provides greater 
conviction and promotes clarity over certainty.

What is one of the best trading decisions you’ve 
made? 

One of the hardest trading decisions to make is to NOT trade, but  
it is one of the most important decisions a trader possesses.

What bad advice do you hear in your profession or 
area of expertise?

“Where do you think price will go?” The question that traders, 
merchants and marketers are asked every day. The intent of the 
question is obviously not to seek bad advice, however, the resulting 
answer can yield bad outcomes. This is not because of the answer 
(everyone has a right to voice their opinion on a market) but because 
of the application of the answer without further context. The 
application of this answer to a trading business is very different to 
that of a margin management business, like a farm. When asked this 
question by farmers or consumers (feeders, processors, millers etc),  
I always respond immediately with, “What price level achieves your 
budgeted gross margin target?”. This then allows for a far more 
meaningful discussion and ensures the emphasis for a margin 
management business is placed on achieving or exceeding 
budgeted gross margins rather than seeking trading profits that  
can ultimately jeopardise successful margin management.

What is a prominent theme in the area of the market 
where you participate?

Embracing technology to accelerate transparency in markets, 
increase operational efficiencies, improve information accuracy and 
enhance qualitative trading decisions with quantitative analysis and 
tools of all types.

What do you believe the global grains and oilseeds 
market will be heavily discussing in 10 years’ time 
that it isn’t discussing now?

I hope that the global grains and oilseeds market will be discussing 
the positive impacts that have resulted from initiatives and policies 
implemented by governments and private enterprises to address 
the issue of food waste, given that 40% of the world’s prepared food 
is wasted. We must tackle this issue as an entire supply chain from 
farm to fork, considering the fact that global population growth and 
socio-economic demographic trends will continue to place more 
pressure on agricultural production and consumption systems at an 
accelerating rate in the coming decade. We must ensure the entire 
food system is as efficient and effective as possible, and therefore 
we must focus initiatives and solutions on ‘wasting less’ to ease the 
pressures unnecessarily placed on farmers to ‘produce more’.

(Interview conducted May 2018)

Josh is the Global Head of Grains & Oilseeds Trading for Engelhart Commodities Trading Partners (ECTP) based in Geneva, Switzerland. 
Engelhart Commodities (formerly known as BTG Pactual Commodities) was established in 2013 and has since developed into a global 
commodity merchant, with a presence in all the major global commodities hubs. ECTP is a global diversified merchant and client 
solutions provider in the commodities space covering a range of agricultural, industrial and energy products. Prior to ECTP, Josh worked 
for over 15 years at Cargill and originally hails from Quirindi in northern NSW.

Photography by Jessica Kate Photographe, Switzerland
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Swithun Still
Director, Head of Trading, 
Solaris Commodities S.A.

Market Check catches up with Swithun Still, Solaris Commodities S.A.

Where are you from originally and how did you get into 
grain markets?

I was born in London, England, and grew up in the countryside of 
Hampshire, near Winchester. I first entered the grain market in 1999 
through a fortuitous meeting with an oil baron who was entering the 
market via a management buy-out of bartering oil products for grain. 
He asked me to become the Director of a newly set-up company in 
London and I accepted the challenge. You can read about this in more 
detail – should you wish – in an interview I gave for a book called 
Commodity Conversations by Jonathan Kingsman.

What book(s) have you read that have influenced your 
trading and marketing decisions the most?

I have many, many books about the grain business, mostly non-fiction 
accounts of the markets such as Merchants of Grain, and biographies  
of certain major grain traders. But I would not say that they have 
influenced my trading decisions, merely given me more insight into  
the history of grain trading and grain traders.

How has a mistake set you up for later success? 
Do you have a ‘favourite mistake’ of yours?

I am fortunate to be able to learn from the mistakes of others… which is 
a lot less expensive! I act as an arbitrator at GAFTA (the Grain and Feed 
Trade Association) in London and I see some awful mistakes made. I 
have made some trading mistakes in the past, predominantly in 
trusting the recommendations of others in dealing with counter-parties. 
I have suffered two defaults in the past six years. Sometimes accepting 
the best price from an unknown or untested buyer is a worse idea than 
a lower price from a reliable buyer (or indeed a higher price from a 
reliable seller is better than a lower price from an unknown seller).

I have a favourite mistake, but it is for me to know and for your 
readers to find out! I prefer not to put it in print for all to read!

What is one of the best trading decisions you’ve made?

Through good judgement and a pinch of luck (you make your own 
luck sometimes), I was long 12.5% milling wheat in 2008 as the market 
rallied hard and I sold most of my long at the peak of the rally to TMO 
(Turkish Government) at $535 C+F Trabzon for 12% protein soft milling 
wheat (not durum!), which was $520 FOB as I recall. I don’t know of a 
higher-priced sale for soft milling wheat from Russia (or any other origin 
for that matter, but I don’t trade many other origins).

As a close second it was a decision NOT to sell to a buyer who 
ended up defaulting on the other seller.

What bad advice do you hear in your profession or area 
of expertise?

It is important to keep your own counsel and to do your own supply 

and demand analysis so as to understand what you want to do as a 
trader (go long/sell short). Traders speak to a number of brokers and 
other market participants who have vested interests to persuade them 
to buy or to sell. Sometimes it is bad advice. It is important to sort the 
wheat from the chaff. There are three decisions one can take. To buy. 
To sell or to do nothing. There is no shame in taking the third option 
unless you are sure of the alternatives.

What is a prominent theme in the area of the market 
where you participate?

The most prominent theme is the Black Sea for grains, most specifically 
wheat and barley from Russia and corn and barley from Ukraine. The 
Black Sea is the new world benchmark for cash grains, and all market 
participants look to where Russian 12.5% milling wheat is trading. 
Russian milling wheat in my opinion has had the most ‘bang’ for the 
buyers’ buck than any other origin worldwide, and as a consequence 
has come to dominate certain markets such as GASC with >80% 
market share. Russian wheat is now dominating not only the traditional 
markets of Egypt and Turkey but also West & East Africa and finding 
new markets such as Mexico. 

GMO corn is an opportunity for Russia to extend their reach into 
Asia with South Korea buying 1.2 million tonnes of non-GMO annually 
and Japan potentially changing their requirements too, which will lead 
to more non-GMO corn being traded there as well.

What do you believe the global grains and oilseeds 
market will be heavily discussing in 10 years’ time that 
it isn’t discussing now?

In 10 years’ time we will be discussing how technology has facilitated 
the supply chain. There will be more use of block-chain and some 
products will be bought and sold on a platform with a few swipes as we 
do on Amazon today. The derivatives markets will have morphed and 
expanded and more products will be traded on a premium basis than 
flat price. Black Sea futures’ liquidity will have given more transparency 
to the market, and the discounts once required compared to other 
origins will be a distant memory.

Maybe in 10 years’ time there will be more discussion about the 
technology used to produce GMO crops, and the clarion calls to 
produce GMO wheat commercially will grow louder.

In 10 years we might see global legislation on sustainability if we 
start to see some tangible, stark effects of climate change or ‘global 
weirding’ (extreme weather phenomena). Such frequent extreme 
weather events could lead to new legislation being introduced to 
ensure the sustainability of the growth of cereal crops and the water 
needed to irrigate these crops. New legislation could also be 
introduced around the use of pesticides and fertilisers that could have 
an adverse effect on not only our health, but the health of the animals 
so essential for biodiversity and pollination of crops such as bees.

(Interview conducted May 2018)

Swithun is the Director and Head of Trading at 
Solaris Commodities S.A. based in Lausanne, in 

the canton of Vaud, Switzerland. Solaris is 
involved in the international trade of agricultural 
commodities such as milling wheat, feed barley, 
corn, oilseeds, peas and other products. Swithun 

is a prominent market commentator giving 
interviews and speaking at conferences, such as 

the Financial Times Summit in Lausanne, at 
‘Global Grain’ in both Geneva and Singapore, 

the IAOM and at Cereals Europe, as well as 
being a GAFTA arbitrator.

Global traders

Photography by Jessica Kate Photographe, Switzerland
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US–China trade will 
be a bumpy road 
A trading relationship between two countries, by Nick Carracher, INTL FCStone

One of the cornerstones of President Trump’s platform 
to “Make America Great Again” was to protect the 
United States’ industry and intellectual property. This 
goal quickly focused on the trade imbalance with China, 

creating a palatable tension pre and post the election. The ensuing 
implementation of this election promise is still playing out but will 
clearly alter recent trade flows and polarise opportunities in global 
agriculture.

To fully appreciate the specific implications to both the US and 
China we need to understand the bilateral trading relationships 
between the two countries. From an agricultural perspective, 
soybeans are the dominant commodity. Last marketing year alone, 
China imported a total of just over 94MMT, of which just over 36MMT 
(39%) were sourced from the US. Given that there are only three 
dominant suppliers – Brazil, Argentina and the US – impeding one 
of the suppliers assumes the other two can pick up the slack. The 
problem is, Argentina had a short crop this year. As such, it’s pulling 
supplies from Paraguay, southern Brazil, and even the US to keep 
its crushers going. If the USDA’s China import target of 97MMT 
for 2017/18 is to be met, and assuming the 25% import tariff is 
implemented, we have a problem. Based on current production and 
carryover estimates, the US will still have to supply at least 25MMT  
in order for China to meet demand. Rightly or wrongly, this imbalance 
has been viewed as the reason the two leaders will remain at the 
negotiating table. Their individual motivation to facilitate the  
supply chain from paddock to pork is a powerful motivation to  
evolve the relationship.

Indications that China has been circling the wagons around their 
domestic feed grain market have been evident for some time.  
Most recently, the anti-dumping penalties applied by China to US grain 
sorghum will essentially shut down imports. During this investigation 
the message was clear as grain sorghum was added to the retaliatory 
25% tariff list, which was certainly the knockout punch for the US 
exporter. It is clear China wanted to stifle the flow of competing feed 
grains ahead of releasing corn from its reserves, the auction of which 
starts soon. While the initial tariff rhetoric was seen as supportive for 

alternative origins such as Australia, the reality may be a more broad-
brushed approach to ensure the success of their own feed grain sales. 
However, the sensitivity around price is arguably not as pronounced 
in sorghum. The percentage of total raw commodity input cost into 
the alcohol product stream is extremely low, which may allow Australia 
to capture a portion of the US market share. Additionally, barley is 
a favoured product for the aquaculture industry. Although this only 
accounts for 10% of the total compound feed market, it can still 
influence Australian export demand.

“…given the lead time for this article and the volatility around the continuing tariff 
discussions, the environment has almost certainly shifted significantly.”

United States Australia

0

20000

60000

40000

80000

100000

120000

2012/13 2013/14 2014/15 2015/16 2016/17

Source: China Customs data, INTL FCStone estimates

China imports of sorghum by origin - kmt

United States South America* USDA Target

2004/0
5

2008/0
9

2012/1
3

2006/0
7

2010/1
1

2014/1
5

2016/1
7

2005/0
6

2009/1
0

2013/1
4

2007/0
8

2011/1
2

2015/1
6

2017/1
8

0
10000

50000

30000

70000

90000

20000

60000

40000

80000

100000

Source: China Customs data, INTL FCStone estimates
*Brazil, Argentina and Uruguay

Chinese soybean imports by origin - kmt

“The percentage of total 
raw commodity input cost 
into the alcohol product stream is 
extremely low, which may allow 
Australia to capture a portion of 
the US market share”
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While Chinese demand dominates global balance sheets they 
also hold an imposing percentage of global ending stocks. These 
inventories have been built over several years as a strategic reserve 
against production shortfalls and/or trade disruptions. Leaving the 
debate around the quality profile of the inventory to one side, the 
reserve has provided China with a cushion, albeit exhaustive. There 
has been a clear change in policy over the past few years with cotton 
and corn being released into the domestic market at levels at or below 
the prevailing cash market. Wheat, however, has seemingly still been 
viewed as a strategic commodity and inventories have been increasing.
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Chinese % of global ending stocks

Food inflation is unquestionably a concern and will be a feature of 
ongoing debates, however, according to China’s National Bureau of 
Statistics, levels remain near historical averages. Events such as tax 
regime (tariffs) changes will undeniably have an impact on consumer 
affordability, however, China has the advantage of entering this 
negotiation with some room to move.

The assumption that China cannot endure a trade war or that they 
simply have to agree to terms with the US should be treated with 
caution. Yes, there are extensive considerations regarding the 
consumer impact tax changes will inflict; and yes, the second order 
ramifications will take time to discover. The impact of altering a 
bilateral trading relationship is not linear. The only certainty is this won’t 
be the last bump in the road as Trump “Makes America Great Again”.

(Comments in this article are market commentary and are not to be 
construed as market advice.)

“Food inflation is unquestionably a concern and 
will be a feature of ongoing debates, however, 
according to China’s National Bureau of 
Statistics, levels remain near historical averages”

“While Chinese demand dominates 
global balance sheets they also 
hold an imposing percentage of 
global ending stocks”
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Their effectiveness is when they work in groups, not in isolation. The 
technology offers exciting productivity potential for grains enterprises, 
and extensive field trials are underway with a preliminary focus on 
weeds and longer-term ambitions to “change the agronomy around 
spray application”. 

Already in development is technology to reduce 2-4D drift and trials 
to introduce effective horticulture chemistry that is not currently used in 
broadacre grain because it’s too expensive. A microwave weed-killing 
unit is also being developed to fit on a robot, using microwave heating 
to kill weeds when connected to weed detection cameras.

Economic analysis completed during early trials on the Bate 
property by the leading research partner in the trials, Queensland 
University of Technology (QUT), revealed a potential reduction of 
40% in costs per hectare for weed management in terms of energy, 
labour and efficiency of applied herbicide, with estimates that weed-
eradicating robots could save the Australian wheat industry up to $620 
million a year.

The first commercial units will be making their way to a turf farm in 
June following the successful use in commercial broadacre cropping 
trials, and there is now scope – and unbridled demand – to expand the 
technology to other agricultural sectors. 

SwarmFarm Robotics will build and roll out 12 robots for next 
month’s release, followed by 50 in 2019, and in five years’ time have 
forecast to be putting about 2000 into the Australian agricultural 
market as well as seeking markets overseas. Andrew Bate insists the 
success of the SwarmBots is in the simplicity.  

SwarmFarm Robotics 
Innovative Profile:The future is here, by Lucy Knight

T here’s a quiet revolution taking place in Queensland’s central 
highlands farming region where coders, software specialists, 
mechanical engineers and a farming couple with enormous 
vision are putting the finishing touches to a ‘swarm’ of robots 

due for inaugural commercial release next month.
Just as GPS technology revolutionised agricultural machinery 

applications 20 years ago, now robotic technology is the latest 
innovation on track to dramatically change the nature of farming.

Central Queensland grain and cattle producers, Andrew and Jocie 
Bate, founded SwarmFarm Robotics to address simple production 
issues in their own broadacre operation at Gindie, near Emerald. What 
started as some brainstorming on solutions to protect the soil and get 
weight off their paddocks over the past five years has evolved into a 

‘swarm’ of lightweight robots, or SwarmBots, recently heralded as “the 
fourth revolution in agriculture”. Capital raising for these Australian-
designed and manufactured agricultural robotic platform technologies 
is now underway.

This is a story capturing the innovative spirit which has always 
typified farming – farmers developing a solution to tackle a recurring 
problem. “The robotic thing came from a desire to farm better,” Mr 
Bate says. “One of the defining things with SwarmFarm is we have 
never set out to automate agriculture. We never set out to save labour; 
we actually set out to create better farming systems.”

The SwarmBots turn conventional jobs, like spraying weeds, on 
their head, moving away from one large machine doing all the work to 
swarms of smaller, lightweight, precision-programmed robots, about 
the size of a ride-on lawnmower or golf buggy, with vision and sensing 
technology capable of identifying plants and weeds and treating them.
Key tasks such as planting, weed and pest control, fertiliser application 
and harvesting are now all in the pipeline for SwarmBots.

The robots weigh about 1500 kg, or one-tenth of the weight of a 
normal sprayer. They have little eight-metre booms and are working  
on a 12-metre boom as well, weighing 220 kg, which are made from 
high-strength chromoly steel, like race car frames.  

“The technology offers exciting productivity 
potential for grains enterprises, and 
extensive field trials are underway with a 
preliminary focus on weeds and longer-term 
ambitions to ‘change the agronomy around 
spray application’”

SwarmFarm Robots being tested in the paddock, images via SwarmFarm Robotics

“The bigger picture robotic technology like fruit picking or pruning is 
still some years away, but we’re doing the simple things now – things 
that make a big difference in the early stages,” Mr Bate says. He says 
while farmers are obviously cost-conscious, he believes the interest 
in robotics among grain growers is being driven by an explosion in 
resistant weeds on their farms. “They are being forced to look at how 
they implement something smarter,” says Mr Bate. “With the robots 
we are traversing grain farming paddocks more often, spraying in 
a closer interval, but we’re rotating the chemical groups more often 
too. “We’re killing weeds when they’re smaller, when previously you 
wouldn’t normally spray them because it was just not viable to pass 
over your paddock that often. “With a robot, those constraints are 
no longer relevant, so it’s changing the agronomy and the decision-
making process of weed control, which is pretty exciting.”

SwarmFarm Robotics is looking for early adopters to take on the 
technology now and feels confident the rate 
of adoption over the next eight to 10 years 
will be very strong.

“In the next five years we think we’re 
going to see robots starting to crawl around 
paddocks all over Australia.”

In addition to robotic development, the 
Bate family still has a farm to run, with just 
over 4000 hectares (10,000 acres) of wheat, 
chickpea and mung bean cropping keeping 
them attune to the ongoing production 
challenges facing their industry. They also 
run 1600 head of cattle and employ six 
people on the farm, with 11 employed to 
work on the robots.

SwarmFarm Robotics has brought on 
a number of partners to help get them 
through the development phase as an 
early-stage technology company. In recent 

months the company has partnered with Bosch to manufacture the 
robots and take the hardware to the next level.

Mr Bate cautions farmers to not overestimate the impact of 
technology in the short term and “miss the bigger picture” about the 
impact robots will have in the future. “Right now people are talking 
about how robots are going to replace things and they can go fishing 
while the robot does everything, like picking fruit or the much harder 
tasks such as planting,” he says.

“The reality is in the short term robots are going to do simple tasks, 
but they’re going to change the way we farm in the bigger picture.”

“We’re killing weeds when they’re smaller 
when previously you wouldn’t normally 
spray them because it was just not viable 
to pass over your paddock that often“



F E AT U R E S

24  AUSTRALIAN GRAIN REVIEW

F E AT U R E S

SOWING ISSUE 2018 25 

The Black Sea travel diary 
A two-week adventure around Russia/Ukraine with Tom Basnett & Richard Hall

Moscow

Stavropol

In late March, Tom Basnett and I joined Mike Lee from Green Square Agro Consulting on a seven-day crop tour 
around Russia and Ukraine. We finished the trip with a few days in Geneva, Switzerland, meeting with a number 
of traders. The below is a rundown of what we saw and learnt during our time abroad.

Our first impression of Russia after stepping off the plane was that it 
was extremely cold. Moscow reminds me a lot of Los Angeles, suffering 
from urban sprawl and heavy congestion. The Moscow Metro and in 
particular the stations are surprisingly beautiful, affectionately known 
as the ‘palaces of the people’. We also visited Red Square, however, 
we didn’t venture into the Kremlin as Tom has a phobia of standing  
in long queues.    

On arrival in Stavropol, Mike Lee organised dinner with two expat 
farmers who have been living/working in Russia for around 15 years. 
It was very interesting listening to them talk about the challenges of 
farming in Russia. The red tape is a constant and corruption is still very 
much an issue, although manageable; it’s very much a case of being 
more who you know than what you know. Employee management 
is a huge headache, with theft an issue and as such security a big 
overhead. The main attraction of Russia from a foreign investment 
point of view is the ability to buy or lease substantial parcels of arable 
land at relatively low cost – nowhere else in the world is that possible! 
Land values in productive regions of southern Russia range from 
US$1500-2500/ha depending on location. More commonly, though, 
they can lease the land on long-term agreements (up to 50 years) for 
as little as US$50/ha per year. The main conversation point was around 

farming practices, in particular, the lack of minimum tillage practices. 
Many Russian farmers in the south have diesel bills of 70-100L/ha. 
Farmers seem conservative and content to continue with the status 
quo, largely due to positive margins on the back of cheap land and 
labour. They don’t seem to be under financial pressure to improve 
farming practices and become more efficient.   

We made our way up to Rostov. As we headed north it gave us a real 
insight into the magnitude of cropping in Russia. The land over there is 
unbelievable! ‘Stalin fields’ in every direction as far as the eye can see. 
Stalin fields are universally 1200m x 600m and bordered by trees (wind 
breaks to ensure snow doesn’t blow away). The land is pretty much 
dead flat. The name of these fields stems from the Soviet collection 
and industrialisation of Russian farming. An advantage of spending 
long periods of time in the car with Mike Lee was the huge insight we 
gained into the challenges and potential of Black Sea farming. Tom 
and I got the impression that there’s far greater scope to increase 
production efficiency (and reduce costs) versus increasing yields/ha. 
The belief that Black Sea producers will double yields and there’s a 
‘tsunami’ of wheat around the corner are off the mark. While yields/
ha are gradually increasing and will continue to do so, there’s much 
greater scope to introduce modern farming practices and cut back  
on production costs.

Rostov & Kursk“The main conversation point was around 
farming practices, in particular, the lack of 
minimum tillage practices. Many Russian 
farmers in the south have diesel bills of 70-
100L/ha”

“While yields/ha are gradually increasing and 
will continue to do so, there’s much greater 
scope to introduce modern farming practices 
and cut back on production costs”

A wheat crop in Stavropol having just come through 
winter – the blanket of snow had melted days earlier. 

Russia received an unseasonally late cold snap a week 
before we arrived, dumping snow across most of the 
wheat belt.

Platform of Arbatskaya Metro, Moscow, described as ‘palaces of the people’
This major highway was a huge contributor to the day we 
spent 17 hours in the car. We went 100 km in five hours. 
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Kyiv (Kiev)

Odessa

Geneva

Summing up

We left Kursk and Russia and headed for the border, which we planned 
to cross on foot. This proved to be a very interesting experience, with 
Russian/Ukrainian customs officials perplexed that two Australians were 
wandering over the border! It all went off without a hitch and our driver 
was waiting for us in Ukraine, with his 20-year-old Lada!   
On arrival in Kyiv (capital of Ukraine) we had dinner with Lawrence, a 
farm manager for a large investor. The main focus for Lawrence was 
to increase production efficiency and reduce the cost of production, 
for example, the consumption of diesel per hectare. On arrival, the 
business used 90L/ha and now it’s down to around 18L/ha. 

After driving 2500 km on some of the poorest roads we had ever 
experienced and looking at nothing but snow, we finally saw some 
wheat crops on approach to Odessa. We checked out the Port of 
Odessa, which is the largest Ukrainian seaport and one of the largest 
ports in the Black Sea basin. Both Tom and I were exhausted by the 
time we got to Odessa, so it was nice to have a few days off after our 
long week. We flew from Ukraine to Geneva to meet with a number of trading 

houses, which was a great way to bookend our crop tour and ‘bring 
it all together’ from a market perspective. A common view was that 
Russian wheat quality, or the perceived lack thereof, is a thing of the 
past. Russian wheat is now entrenched in many demand centre rations 
including Australian/US core markets such as South East Asia and 
Mexico. Also, many northern African consumers have traditionally 
favoured French origin, but the tides have changed and EU wheat  
must now compete on price. Many millers in Algeria and Libya now 
prefer Russian wheat. They also made note of the fact that last year’s 
85MMT wheat crop must not be considered the new norm, which 
many in the market believe, particularly US funds. In reality it was an 
absolute cracker and an exception (much like Australia’s 31MMT crop). 
All the stars aligned last year: perfect start, mild winter, soft/extended 
finish and a cool spring with timely/consistent rain. Last year’s number 
speaks more to Russia’s potential, rather than the ‘new norm’. One 
trader in Geneva made the comment that Russian wheat reverting to 
more normal test weight alone would shave 5MMT off production.

• It’s telling that despite Russian/Ukrainian growers being inefficient and unsubsidised, they’re profitable selling wheat at these levels.  
This is compared to their highly subsidised US, EU counterparts who are in the red at these levels, and highly efficient Australian/
Canadian farmers who are borderline covering costs over the past few years. As farmers become more efficient they’ll be willing sellers 
at lower levels. The offer for Black Sea origin is not going away and will only become sharper. 

• In our opinion, inferior Russian quality (and superior Australian quality) is even more perception versus reality than we had first thought. 
It’s evident that Australia’s competitive advantage is more freight/proximity to South East Asia and less so quality. Australia can still 
demand a quality premium, just not as big as it could historically.

This was the Russian Lada that took us around Ukraine, 
we travelled over 1000 km’s on questionable roads.

“A common view was that Russian wheat quality, 
or the percieved lack thereof, is a thing of the 
past with Russian wheat now entrenched in 
many demand centre rations”

Richard Hall checking out Odessa Port, Ukraine

Looking onto Lake Geneva

Odessa Port, © Olena Buyskykh, Alamy stock

Spice markets, Odessa, Ukraine
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To give some context, the US and Australian markets operate in a 
starkly different way, especially at the beginning of the supply chain. 
Generally speaking, you’ll have a company (elevator manager) who 
manages the grain marketing for a number of storage sites in an area 
that are owned by the local farmers (co-operatives). This generally 
means that when you deliver to your local silo, you only have one 
buyer of that grain, which contrasts with the depth of bids we see in 
the Australian market. Second, on-farm storage is virtually non-existent 
in Kansas so growers’ options are generally limited to storing in the 
local co-operative or delivering to an elevator owned by a large 
trading company.

Our first meeting was with Troy Presley from CoMark Equity 
Alliance LLC (CEA), an elevator manager based in Cheney, KS. CEA 
manages over 3MMT per annum across farmer co-operative silos in 
Kansas and Oklahoma. His view on the crop wasn’t dire, believing that 
average yields were acheivable with a favourable finish. There was 
also ample old crop in the area availabe to make up for a shortfall in 
production, so there wasn’t too much concern for a substantial supply 
shortage. An interesting anecdote from the meeting was that the 
reason we kept seeing grain elevators every 7-11 miles was because 
that was the furthest distance a donkey could cart grain in one day.

After an authentic American lunch at Cheney’s famous ‘Benny’s 
Burgers & Shakes’, we continued west to Spearville, KS, where we met 
Blake from Alliance Ag & Grain LLC. Alliance manages 19 locations and 
has 500,000t under its management. Blake was kind enough to take us 
on a crop tour around the area. Again, the rumours and the facts didn’t 
quite line up, as although the crop was certainly behind schedule (four 
to six weeks), potential was still evident for decent yields.

US crop tour 2018 
A two-week adventure around the US with Nick Crundall & Tim Phelps

Following Tom Basnett (General Manager) and Richard Hall’s 
(Business Development Manager) fact-finding trip to the 
Black Sea, Tim Phelps (Head of Markets) and I jetted off to 
the US Plains. The key objective of the trip was to deepen our 

knowledge about what has historically been the most important and 
actively traded wheat market in the world, and the one that forms 
the base of our strategic guidance to members and the bulk of our 
hedge placement. A secondary aim was to build and strengthen our 
US information network in order to access and act on market moving 
information. The following is an overview of where we went and what 
we experienced.

The first stop of our crop tour was Kansas (KS), in the heart of the 
USA as well as the wheat belt. Kansas produces 40% of the nation’s 
hard red winter wheat crop, so it always attracts a lot of attention 
during the growing season. At the time, the Kansas crop had been 
making headlines for being in the worst condition in decades, so we 
decided to go and see what all the fuss was about. 

“To give some context, the US and Australian 
markets operate in a starkly different way, 
especially at the beginning of the supply 
chain”

After staying a night in Dodge City – a bustling country town defined 
by the Boot Hill Casino – we headed towards Salina, KS. On the way 
we passed some varying crop conditions, however, as we’d become 
accustomed to, nothing that was as grim as we’d expected. The 
country we travelled was heavily dotted with oil wells – a handy income 
supplement for those farmers lucky enough to be sitting on a deposit 
(especially considering how tough it’s been to make money growing 
wheat recently). Once we got to Salina, we passed some much better-
looking crops, albeit still behind schedule. 

This concluded the Kansas leg of our tour, and from there it was 
onwards and upwards towards South Dakota (SD). There wasn’t much 
to see on the way to our destination of Gettysburg from northern 
Kansas as we hugged the Nebraskan/Iowa border. 

Once we crossed into SD we were met with one straight and 
seemingly never-ending road; at one point our destination was two 
hours away and we only had to make two turns in that time. The 
reason for heading to Gettysburg (where the battle wasn’t) was to 
meet up with farmers and one of our market information partners.

The country in this area was meant to be buzzing with corn and spring 
wheat planting, however, unseasonably cold and snowy weather 
meant field work wasn’t an option and was replaced by a healthy 
sampling of the local drinking establishments. We were lucky enough 
to be invited to take a bird’s-eye view of the surrounding country 
and the mighty Missouri River, which was still frozen solid even in the 
middle of spring. One thing that struck us was the amount of on-farm 
storage in the area. The photo (below left) shows one farmer who has 
built an estimated 120,000t storage capacity and was only held back 
from building more because they couldn’t supply enough power to 
the area to keep the fans going! 

After Gettysburg we headed due east to Minneapolis, negotiating 
our way through a very heavy snow storm along the way, to meet 
up with some trading contacts there and then onwards to Chicago. 
We spent this time conducting back-to-back meetings with different 
market stakeholders to help us build our network of contacts. It was a 
good finish to the trip, as we were able to relay what we’d seen and 
our views on the crop and in turn get their views on current market 
structure and the opportunities that the markets were presenting at 
the time.

The trip was extremely beneficial for both Tim and I as we have a 
far deeper understanding of the mechanics behind the US market, 
and through this were able to form strong relationships with contacts 
from various segments of the market. We left feeling that the crop 
was in better shape than was being reported (at the time!) and that 
the market was generally overstating the production issues affecting 
the area. Since we’ve returned there has been some patchy falls for 
the crop, but unfortunately no widespread rainfall events to relieve 
drought stress. That being said, trying to kill a wheat crop has 
become increasingly difficult in recent years, so the jury is still out.  
By the time this edition of the AGR is published the crop will be 
almost in the bin, so time will tell how it yielded. 

One of the other takeaway points from the trip was the American 
hospitality. US Midwestern hospitality is well known across the world, 
but after experiencing it first hand, if anything, it’s understated.

“The country [around South Dakota] was 
meant to be buzzing with corn and spring 
wheat planting, however, unseasonably 
cold and snowy weather meant field work 
wasn’t an option“

On-farm storage, Gettysburg

Nick Crundall in a wheat crop north of Salina at Bennington, Kansas

Wheat crop north of Salina at Bennington, Kansas
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"Australian growers will decrease 
their sowing rates of canola this 
season due to the late start and 
the gross margin payoff..."

A larger than expected 2017/18 Australian 
canola crop, along with a falling global 
oilseed market, made for a brutal return 
to earth for harvest canola prices, with the 
market dropping more than $75/t from early 
November through to the end of January. 
Australian canola values fell in search of 
an offshore bid, and exporters have been 
working to market our bigger exportable 
surplus, mainly to the EU – a hard task which 
has left our basis versus MATIF at historically 
weak levels through Q1 of this year. 

Looking globally at the oilseed complex, 
we’ve seen an elevated volatility environment 
over the past few months following a severe 
drought in the Argentinian soybean crop and 
the threat of an import duty on US soybeans 
by China. If we hone in on MATIF rapeseed, 
a strong front-ended export program (July-
December 2017) from Ukraine to Europe, 
larger than expected stocks held by the 
European trade/growers, and decreasing 
crushing margins for rapeseed compared 
to soybeans, has left the balance sheet 
comfortable and the market searching for 
buying support.

Canola outlook
Looking forward, Ukraine’s crop is shaping up 
to be the second largest on record, assuming 
average weather conditions during May/June, 
while the EU’s production looks on track for 
about average to above-average levels; this, 
with a backdrop of increasing canola ending 
stocks for both EU and Canadian canola after 
better than expected yields. As such, we 
believe an over-supplied European market will 
make a rally in MATIF hard to sustain in the 
absence of a major production issue.

One market dynamic currently playing out 
is the sharp rally in the 
ICE canola market versus 
MATIF, with US–Chinese 
tensions and potential for 
increased Chinese demand 
seen as one reason for 
this. This has pushed the 
Canadian market to a level 
where there’s more scope 
for Chinese demand to 
look to Australian canola, 
which as a result should 
additionally support our 
local values.

Domestically, Australian growers will decrease 
their sowing rates of canola this season due 
to the late start and the gross margin payoff 
relative to cereals deteriorating since last year. 
Also, even though our market is struggling 
to work through the 2017/18 season stock, 
there are concerns that domestic production 
could fall, which will likely put pressure on our 
balance sheet and leave consumers bidding 
up to secure new and old crop supplies.

Richard Hall, Market Check - May18

Pulses outlook

Since the 2017 harvest, chickpea pricing has 
been heavily impacted by the Indian 
Government’s decision to impose import 
tariffs, with domestic values falling by 
several hundred dollars per tonne as a 
result. The outlook for domestic pricing this 
year has significant uncertainty around it, 
with the demand side of the equation still 
up in the air. Given the bearish price 
reaction to the tariffs, it comes as no 
surprise that there will be a large shift out  
of chickpea acres in Australia this season, 
which should provide some level of support 
for domestic prices. However, the largest 
old crop carryover supply in history is likely 
to counteract this.

The market has also softened as the 
current Indian pulse harvest is expected to 
be a robust 9MMT for chickpeas and 23MMT 
for total pulse production. Combine this with 
a better than expected harvest in Canada, 
Europe and Russia, and the global pulse 
balance sheet has certainly flipped after 
several years of short supply. We have also 
seen non-traditional pulse suppliers such 
as Russia, the US and Europe increasing 
their output every year in response to more 

favourable returns compared to cereals 
and oilseeds. With the growing amount of 
suppliers in the market, and the largest pulse 
consumer (India) at least temporarily out of 
the market, it does seem like prices have 
significant headwinds to deal with in the 
short-term.

There are a number of secondary 
destinations that are currently propping up 
our market such as Pakistan, Bangladesh and 
to a lesser extent Iran. These markets usually 
make up around 35% of Australia’s exports. 
More recently we have heard rumours that 
Pakistan has been dissatisfied with the quality 
of Australian peas and could step away from 
the market. This is not likely to happen in 
the short term as we have just gone through 
a peak demand period as they prepare for 
Ramadan. In summary, future price direction 
remains uncertain while the market continues 
to digest the impact of India’s import tariffs, 
but we do expect that prices will have a hard 
time sustaining a rally in the short/medium 
term as we work through excess supplies 
around the world.

Ed Nankivell, Market Check - May18

“The outlook for domestic 
pricing this year has 
significant uncertainty 
around it, with the 
demand side of the 
equation still up in the air”

Faba Bean crop in South Australia © Tess Walch

Canola crop, Forbes NSW
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Barley outlook Wheat outlook
"Looking forward, the demand 
from China for Australian barley 
is expected to remain strong"

Australian barley prices have gone from 
strength to strength in the 2017/18 
season, with China’s insatiable demand 
for Australian barley, coupled with a 
historically tight domestic balance sheet, 
keeping prices lofty. A disappointing New 
South Wales/Queensland season has 
meant the Darling Downs feeder market 
has been a vacuum for barley north of 
Victoria, with buyers pushing prices over 
$390/t delivered at the time of writing 
to secure inventory. West Australian, 
Victorian and South Australian prices 
have naturally been driven by export (ie 
Chinese) demand, however, prices have 
still rallied $40/t plus since harvest as the 
export pace continued to ramp up. 

 Despite our significantly stronger 
market this season compared to last, 
export activity has continued to impress 
with China once again being the biggest 
importer of Australian barley. As of the end 
of April 2018, around 4.5MMT of barley 
had been either exported or nominated 

to be export stem. Looking forward, the 
demand from China for Australian barley 
is expected to remain strong, as China’s 
Ministry of Commerce stated in April 2018 
that they were introducing a whopping 
178.6% mandatory deposit on US sorghum 
as part of the ongoing US–China trade 
war. Considering the US sorghum market 
is a strong competitor to Australian barley, 
this further encourages 
Chinese importers to 
incorporate more of our 
barley in their rations.

 On the back of strong 
barley prices relative 
to wheat/canola and a 
late start to the season, 
2018/19 barley planted 
acres are expected 
to be larger than the 
past few years. It’s our 
view that the tight 
domestic situation, a 
very constricted global 

balance sheet and Chinese demand which 
looks strong for the foreseeable future, 
will keep prices supported domestically. 
This also assumes an average 2018/19 
production, which is very much in question 
considering the dry start to the season. 
(Note: All prices are as of time of writing).

Nicholas Weal, Market Check - May18
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Australian barley export pace

Throughout this edition of the AGR there  
are several articles detailing the current 
domestic situation for Australian wheat.  
The crux of the story is that regardless of 
how big our 2018/19 crop is, we’ll be running 
on vapours in the back end of the season 
(July-September). This is because of a 
combination of last season being the 
smallest crop in 10 years and ending stocks 
being historically tight, leaving us in a 
precarious situation. 

So to avoid walking on already trotted 
ground, I’ll focus on the global situation 
to provide an idea of what the market is 
facing over the next six months and the 
repercussions for Australian farmers. The 
focus will be the US and Black Sea markets, 
both of which are key to future price action.

First the US, where dryness in the HRW 
crop (specifically western Kansas) is becoming 
a real problem for the first time in what’s been 
a succession of big crops. Issues in Kansas are 
a worry, considering they produce ~40% of 
the total US HRW crop. However, big crops 

(and lacklustre exports) have left the balance 
sheet more than capable of absorbing a 
production issue. The problem the US has is 
that any substantial rally in the futures market 
has a detrimental impact on their export 
competitiveness, which only compounds 
their current stocks situation. Therefore, the 
market tries to find a balance between ample 
old crop supplies and a potential cut in new 
crop production, and the messy nature of this 
balancing act often provides opportunities 
for Australian hedgers. It’s our view that with 
historically high wheat stocks globally and a 
very comfortable US balance sheet, the issues 
in the HRW crop aren’t supportive enough for 
a sustained rally in global wheat markets.  

Moving on to the Black Sea, things start 
to look more interesting. After a winter that 
set the crop up nicely, Russian and Ukrainian 
crops will rely on friendly finishing weather in 
the key spring period (at the time of writing). 
The important thing to note is that the 
world needs big Black Sea crops in order to 
maintain the low global price environment. 

This is evident in the eye-watering pace of 
Black Sea exports, as they are the cheapest 
origin of wheat globally. Although record 
crops in recent years have inflated their 
balance sheet, any substantial decline in 
production is likely to result in aggressive 
buying across the board, whether that’s in 
US futures, Black Sea markets or Australian 
wheat. 

All in all, after years of almost no global 
production issues, the weather is starting to 
throw a few spanners in the works (as it was 
always going to do at some stage). It’s our 
view that there’s enough production risk in the 
global market to warrant a higher base level 
for global wheat prices compared to recent 
years, along with an increase in volatility. That 
said, the absense of a production issue in the 
Black Sea makes a substantial rally unlikely.
For Australian growers, managing price risk 
will be more important than ever as new 
opportunities and risks present themselves.

Nick Crundall, Market Check - May18

“The important thing to note 
is that the world needs big 
Black Sea crops in order to 
maintain the low global price 
environment”
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Evolution of hedging tools for 
Australian wheat

As Black Sea production and exports have 
increased, so too has their influence in 
global trade flows and pricing. While US 
futures markets have traditionally been seen 
as the ‘benchmark’ for global wheat prices, 
the dramatic trend shift in US influence 
means that Black Sea cash markets are now 
widely considered a better reflection/driver 
of global prices.

 As such, there has been growing demand 
from the market for hedging instruments 
that track Black Sea cash wheat markets. The 
recently listed CME Black Sea wheat futures 
contract appears to have met that demand, 
and the contract has attracted much more 
interest and liquidity than previous contracts 
for several reasons. The contract is cash 
settled (not deliverable) against S&P Global 
Platts’ price benchmarks, and this removes 
delivery risk from the equation; it’s cleared 
by CME which removes counterparty risk; 
and 50t lots make it more accessible to a 
wider range of market participants.

Grain stocks running on fumes

For the island continent known for droughts 
and flooding rains, conditions for the most 
part haven’t been too bad in recent years. 
In fact, for a country known for droughts 
every five to seven years, it was 2007 when 
we had our last widespread drought in the 
cropping belts. However, the start to the 
2018/19 season has been less than ideal, 
with virtually all areas of the Australian 
cropping belt receiving well below average 
rainfall over the January to April period, and 
it’s a pattern which has seen the market 
respond through higher prices.

Despite the record Australian crop of 
48MMT in 2016/17 (wheat, barley, sorghum), 
a huge export program of 32MMT left 
ending stocks not too different from the 
five-year average of 5.6MMT, and stocks-to-
use at a historically tight 11.5%. With total 
east coast production (as seen in the chart), 
for the 2017/18 season more than 4MMT 
below the five-year average, ending stocks 
are on track to mark their lowest point in 
over 15 years. 

Digging a little deeper and it’s NSW that 
has caused us to be in this situation, only 
producing 57% of their five-year winter crop 
average in 2017/18. Aside from 2016/17, 
NSW ending stocks have been on the 
decline since 2010/11 where stocks-to-use 
levels have fallen from a peak of 70% to only 
20%. Naturally, the market has reacted by 
increasing the price of grain to a level where 

this region will influence the prices set across 
the rest of the east coast, to the point where 
grain becomes cheaper to ship from Port 
Adelaide up to Brisbane rather than by road, 
once the spread between these two markets 
goes above $100/t. A poor season in South 
Australia or Victoria will only lift the base 
from which the Downs works its spread.

2018 has so far done very little to provide 
confidence of a comfortable 2018/19 crop. 
The late April/May market traded weather 
premiums in tangent with sowing programs 
going into dry soil. With tight east coast 
stocks already in place to end 2017/18, 
average crop production in 2018/19 won’t be 
enough to alleviate a tight east coast balance 
sheet. This means domestic consumers will 
need to maintain a premium over export 
markets in order to satisfy domestic demand. 
It is for this reason we believe that in the 
absence of an above-average east coast 
winter crop, basis levels will be supported 
until the balance sheet is relieved.

 
Andrew Retallick, Senior 
Commodity Advisor, Market 
Check

the east coast (mainly New South Wales and 
Queensland) has become largely 
uncompetitive to the export market in order 
to maintain sufficient supply for domestic 
consumption.

Unfortunately, the production of grain 
isn’t necessarily correlated with the areas 
that demand it most, and in smaller 
production years, this becomes increasingly 
evident. One of the most obvious examples 
is the enormous pull the Darling Downs 
feeder market in southern Queensland 
currently has over the market. The drawing 
arc of this feedlot market in tight years (such 
as this season) can widen to where northern 
Victorian grain can be trucked and South 
Australian grain shipped to satisfy this 
demand point. This occurs as the Downs 
has the highest cattle on feed (COF) 
numbers in the country, with the latest 
figures indicating just under 60% of 
Australia’s COF being located in 
Queensland. With such a dominant market, 

The global wheat market landscape has 
changed rapidly and different marketing 
options are emerging to assist market 
participants adapt to the new world order. 
Producers, consumers and traders of wheat 
in Australia now have a number of options 
to manage price exposure outside of the 
traditional US futures markets. Alongside 
Chicago/Kansas/Minneapolis/MATIF 
futures & options are the recently listed 
Black Sea wheat futures, APW1 FOB 
futures, Riemann OTC products (track 
APW1 in Australia), and of course ASX 
futures & options.

 Since the turn of the century there’s 
been a dramatic shift in the world wheat 
exporter pecking order. While the US has 
fallen from grace, Russia and the Black Sea 
has emerged as a powerhouse in the export 
market. 

 In 2000/01 the US exported 29MMT 
of wheat and maintained its status as the 
biggest exporter globally, with 28.6% of 
world exports. Russia/Ukraine combined, 
accounted for a paltry 775,000 tonnes – less 
than 1% of global exports. In the 2017/18 
marketing year, US exports will be lucky to 
reach 25MMT (13.7% of world exports), 
while exports of Russian/Ukrainian origin will 
be more than double at over 56MMT, or 31% 
of world exports. Russia has exported more 
wheat this year than any other country in the 
last 30 years. 

 
Tom Basnett, GM: Markets, 
Finance & Operations, Market 
Check

Volume has been steadily increasing in 
the Black Sea wheat contract since the 
December launch, and with end-April open 
interest over 700,000 tonnes, it appears that 
this contract has been well received by the 
market and is here to stay.

 Volatility in Australian basis versus 
US futures creates both risks and also 
opportunity. As such, US futures will still be 
an important part of any marketing/trading 
strategy here in Australia. That said, other 
markets like Black Sea wheat and more 
recently listed APW1 FOB futures give 
Australian commercial participants and 
traders an excellent alternative to lay-off price 
risk and trade/take advantage of global price 
relationships.

"As Black Sea production and 
exports have increased, so too 
has their influence in global
trade flows and pricing"
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If the opposition has more players you're probably 
going to lose

Given this hypothetical analogy, there are 
two conclusions we could make, assuming  
all other things are kept equal:

1. The Giant Bulk Handler (10 players) 
would be most likely to win the 
competition as they have an edge with 
more access to stocks information, receival 
data and also production information 
through grower surveys. The Giant Trader 
(8 players) would come a close second due 
to their capacity  
to access reasonable production 
information (satellite imagery, crop tours 
and grower phone calls) and reasonable 
demand information. And the Minnow (3 
players) would be a distant last. The 
production data the Minnow receives is 
probably a month old at best – they would 
have no idea of what is in storage around 
the country and their knowledge of the 
demand side of the equation will be limited 
to an occasional Tweet or newspaper 
article based on some ABS numbers that 
are now four months old. And you think a 
week is a long time in farming and football!

2. The market as a whole will struggle 
against other markets (e.g. the US and 
Canada) as the level of information 
available to our guys has big gaps in it. 
And as I like to say, “good businesses need 
good information to make good decisions”.

shared with the growers who do the survey, 
weekly export sales data, weekly shipping 
data along with more accurate and 
up-to-date domestic consumption data.  
If all participants in the industry could get 
affordable, easy and equal access to this 
information, be it through ABARES, ABS, a 
grower organisation or a private company, 
then the playing field would look more like 
the table below:

Now, this looks more like a healthier and 
more efficient competition!

Jerome is currently writing a Nuffield paper 
on industry-good functions in the 
Australian grains industry. If you would like 
to provide some thoughts and feedback on 
this topic please contact him via Twitter @
mullewa_man.

Grain marketing and football...

I am pretty partial to using the odd analogy 
when talking to farmers, particularly relating 
to sport. And nothing seems to hold a 
farmer’s attention better than a football 
analogy. Over the years I have banged on 
about the importance of supply and demand 
information to the point farmers tune out 
pretty quickly. Today I am going to attempt 
the impossible by explaining the importance 
of this information through the medium of a 
football analogy, and being a Sandgroper 
that means Aussies rules, obviously.

Here goes…
Imagine a game of AFL between two 

teams – the Giants and the Minnows. Each 
team has access to 18 players to put on the 
field, but they can only put on the players 
they can afford to pay. The Giants have a big 
budget, therefore can afford to field 10 of 
their 18 players. The Minnows on the other 
hand have a much smaller budget and can 
only afford to field three of their players.

Who is most likely to win?
Will the game be very competitive and 

bring out the best standard of football?
If these two teams played each other every 

weekend, would the quality of the teams 
improve or deteriorate?

Assuming you answered ‘Giants’, ‘no’ and 
‘deteriorate’, then you recognise that to get 
the best competition and the best standard 
of football both teams need to have, at a 
minimum, an equal number of players on the 

one-sided match, the quality of the entire 
competition will deteriorate, which is bad 
news for everyone.

When it comes to grain information in 
Australia, supply and demand can be broken 
down into just a few components (the 
percentages are rough estimates for 
illustrative purposes only).

Supply = Production (70%) + Stock holdings 
of 5,000t or more (20%) + Stock holdings of 
5,000t or less (10%). Demand = Exports (60%) 
+ Domestic human consumption (20%) + 
Domestic feed (20%). (Excludes imports and 
grain kept for seed, which is not for sale.)

Now let’s convert those percentages to 
players on a football field and assume there 
are three teams in the competition: a Giant 
Bulk Handler, a Giant Trader and a Minnow 
(could be a farmer, an end user or a small 
trader). (See table below).

field and, ideally, be able to put all 18 of their 
players on the field at once. Let’s call it the 
Efficient Football Hypothesis.

Grain markets operate much the same. 
Simply substitute players for supply and 
demand information, and substitute goals for 
price.

If two businesses – one a Giant and one a 
Minnow – are negotiating the price of wheat 
and the Giant can afford to access more 
supply and demand information than the 
Minnow, it would be expected that the Giant 
will get the business done at a price more 
favourable to them.

And what if the Giant could also get 
access to supply and demand information 
that no other business could gain access to?

Over time, the well-informed Giant 
business will come to dominate the market 
and, much like the quality of the football in a 

This does not make for healthy competition 
and is particularly bad news for the Minnows.

For those that know me, they will expect 
me to start ranting about the need for more 
stocks data. This is true – it would be great to 
get one or two stock reports per year for all 
businesses holding more than 5,000t, but it’s 
only worth the equivalent of two players, 
thus not a game changer. And chasing 
around 20,000 farmers for on-farm stocks 
information for the equivalent of one player’s 
worth of information makes no sense at all. 
This could be extrapolated from the other 
data (if it was available).

Where I think the industry can take some 
big steps towards levelling the playing field 
and improving the efficiency of the market as 
a whole, without ruffling a lot of feathers, is 
in the other areas. More accurate planted 
hectares and yield data that is actually 

 
Jerome Critch, Grain Marketing 
Director, Planfarm

SUPPLY INFORMATION

Total Players 
Available

Giant Bulk 
Handler

Giant Trader Minnow

DEMAND INFORMATION

TOTAL PLAYERS

Production (70%) 6

5

4

3

3

3

2

1

2

2

1

1

0

1

0

0

1

2

18

0

1

10

0

1

8

0

0

3

Exports (60%)

Domestic human consumption (20%)

Domestic feed consumption (20%)

Stocks held over 5,000t (20%)

Stocks held under 5,000t (10%)

SUPPLY INFORMATION

Total Players 
Available

Giant Bulk 
Handler

Giant Trader Minnow

DEMAND INFORMATION

TOTAL PLAYERS

Production (70%) 6

5

5

5

5

5

5

4

2

2

1

2

0

2

0

2

1

2

18

0

2

15

0

2

14

0

2

13

Exports (60%)

Domestic human consumption (20%)

Domestic feed consumption (20%)

Stocks held over 5,000t (20%)

Stocks held under 5,000t (10%)

"Today I am going to attempt the impossible by 
explaining the importance of this information 
through the medium of a football analogy..."
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Bridging the gap in on-farm storage

There is a growing trend of Australian 
farmers increasing their on-farm storage 
capacity. ABARES estimated total on-farm 
storage capacity at 14.3MMT in 2010, and 
AEGIC released a report in 2014 estimating 
on-farm storage to be in excess of 15MMT. 
Most operations are pursuing this approach 
for a few core reasons, including 
diversifying their planting of specialty crops, 
harvest logistics, storage flexibility and 
increased marketing options.

 The GRDC stated in a report published in 
2017 that “relying on seasonal market trends 
alone in many cases won’t cover the costs of 
storage”. Further benefits can be attained 
through utilising freight in low-demand 
periods (lower cost) and mechanical 
processes such as drying, cleaning and 
blending grain. An area that is generally 
overlooked when considering on-farm 
storage is the ability to manage risk and 
add profit to on-farm grain through carry 
arbitrage and basis appreciation 
opportunities.

 When it comes to marketing on-farm 
grain, the producer should realise the costs 
of storing and carrying grain on-farm. These 
are a combination of interest, labour and 
grain treatment. Let’s assume for argument’s 
sake that this equates to $1.50/t per month.

 Using the correct marketing approach, a 
grain producer can offset these on-farm 

For example, at time of writing, the nearby 
CBOT July swap is AU$247/t and the 
December contract AU$265/t, there is $18/t 
carry in the market – this equates to $3.60/t 
of monthly carry. This provides a hefty 
$2.10/t monthly premium for the hedged 
on-farm grain, i.e. the futures market more 
than offsets storage costs.

 Additional to the carry in the US futures, 
further value can be gained through basis 
appreciation, i.e. our market strengthening 
against the US market. Ideally, we look to 
hedge in a relatively low-basis environment, 
lock in the carry and unwind the hedge in a 
higher-basis environment. This also allows 
protection against falling global wheat 
prices, which we have witnessed in recent 
years due to burdensome ending stocks.

 
Tom Borowski, Senior Commodity 
Advisor, Market Check

carry costs and hedge against adverse 
seasonal moves in the market. This can be 
achieved through a combination of selling 
physical grain and the use of derivatives 
(hedging).

 The physical sale of on-farm grain 
(whether delivered or ex-farm) should include 
a carrying cost for any delay in execution 
from the buyer. This usually ranges anywhere 
from $2–$3/t for wheat and barley into the 
domestic market.

 Post-harvest hedging is a highly effective 
marketing option for on-farm grain. When 
implemented in the correct market 
environment with a defined strategy, it can 
produce significant returns. The opportunity 
to sell the deferred contract in the US wheat 
futures can offer large carry premiums.  

"When it comes to marketing on-farm grain, the 
producer should realise the costs of storing and 
carrying grain on-farm"

On-farm grain silos at Parkes NSW

On-farm grain silos at Parkes NSW
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