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Welcome to the second edition of the 
AGR, and what a season it has been so 
far. Record export pace has been set in 
Australia following the largest crop ever 

produced. Australia’s total combined grain, pulse and 
oilseed exports at the end of April were a little over 6 
million tonnes higher than the last record export season 
of 2011/12, led by big increases in barley and canola. 
Although there were expectations ahead of harvest that 
our logistical capabilities wouldn’t be able to handle 
the massive export task, the numbers speak for 
themselves. But when you’re exporting these types of 
volumes the expectations were warranted with 
upcountry freight to port causing headaches for 
exporters. Logistical issues such as the re-prioritising 
and cancelling of containers and bulk trains added 
pressure to an already stressed road freight market. But 
exporters have done an amazing job moving the crop 
into the export pathway, helping to support local prices 
since harvest. Now the attention turns to unsold grain 
for the remainder of the marketing year, northern 
hemisphere harvest and the new season’s crop. 

In this issue of the AGR we have covered what we feel 
are three big topics of conversation within the grains 
market as feature articles. The first being Russia and the 
Black Sea grain powerhouses on the back of a record 115 
million tonnes of wheat being produced last season and 
what this means for Australian wheat prices. I think we can 
all agree Donald Trump’s presidency win caught a few by 
surprise last year. So, we have an article covering what 
effects “Trumponomics” could have on agricultural 
commodity prices written by one of the world’s top 
economists, Arlan Suderman. Dave Houghton, Market 
Check’s Head of Systems, has addressed Agtech and what 
implications it may have for the Australian grains industry. 

We’ve switched up the Grain Chat section for this issue 
and instead of interviewing farmers, we’ve interviewed 
two senior wheat traders from two of Australia’s largest 
exporting companies. These two traders, Sam Roache 
(Louis Dreyfus Company) and Michael Commadeur 
(Emerald Grain), have provided their views and insights 
into the state of the current Australian grain market.

Given the massive export task Australia has this season, 
we wanted to shed some light on interior rail infrastructure 
and any movement from the federal government in this 
space. We’re pleased to announce that Lucy Knight, who 

Editor’s Comments
Richard Perkins, Head of Advisory

for more than 15 years has reported on some of the 
biggest rural stories facing Australian farmers, is on 
board for this issue of the AGR. Lucy is covering the 
government’s improved focus on Australia’s freight rail 
network and the efficiencies that could be gained.

On the back of the massive crop harvested this season 
there was a big increase in the demand for silo bags as an 
on-farm storage option. As a result, we thought it would 
be pertinent to get an opinion piece on silo bags from 
Australia’s largest domestic end user. Stephen Howells 
from Ridley is back on board covering on-farm silo bag 
storage and their effects on domestic logistics. Tom 
Basnett has written another interesting opinion piece on 
“debunking the myths” around the perception of 
correlations between Australian wheat and US wheat 
futures. It is great to see some hard evidenced-based 
research showing the correlations are still strong and we 
still have access to the world’s most liquid wheat markets 
to hedge and help manage price risk in Australia. 
Following a similar tone, we have one of Market Check’s 
macroeconomic analysts, Will Cripps, covering the recent 
increase in global inflation and what this could mean for 
market sentiment and pricing of agricultural commodities 
this season. 

The Australian grain supply chain seems to be 
functioning more commercially this season – a 50 million 
tonne plus crop will always help. But what is more evident  
is the effective integration of participants into the supply 
chain, especially the Australian grower. Australian growers 
are becoming better at managing price risk, allowing 
themselves time to sell when the market needs the grain. 
Pool operators are acting as another natural seller and 
played a bigger role this season in the grain supply chain. 
We believe this trend will continue as growers spread their 
risk profile and utilise quality program managers to help 
protect and enhance their farming revenues. 

Our goal with the AGR is to help bridge the information 
gap between growers and the wider market and create a 
magazine that is proactive, not reactive, giving it some 
longevity. I would like to again thank all our contributing 
editors and the efforts of our team in putting this issue of 
the AGR together. As always, if you have any further 
feedback and would like us to focus more on a specific 
area of the market, or simply have a chat about the 
markets, please feel free to give our team a call on 
(02) 9499 4199. 
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Market consolidation with Brett Stevenson

In March this year I had the unique opportunity to attend the Australian Grains Industry Conferences  
in Saigon, Vietnam, and Shanghai, China. It was the first time I had been to either country.

After 23 years (14 before the abolition of the single desk and nine since) in the industry I found it 
invigorating that we can now meet our export customers face to face and discuss issues with them. 

The number of buyers in both countries who could speak or understand English was surprising and,  
I understand, is increasing each year.

Welcome
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These countries are both communist, yet here we were 
talking about the quality of our crop, price etc as if they 
were an Australian flour miller or feedlot. It occurred to 
me just how much has changed since the AWB National 
Pool disappeared. Just nine short years ago, hiding 
behind the curtain of an export monopoly, we had no 
idea of the dynamics of exporting wheat and even less 
of who our customer was. At these 
conferences, such a structure 
seems like lunacy.

As such, I thought it might be 
interesting to see what has 
changed in terms of the destination 
of our wheat exports back in the 
single desk days compared to now. 
It is also interesting to see what has 
happened to how we are 
exporting, for example, Bulk vs 
Container. We had droughts in ’06 
and ’07, so we need to go back a 
bit further.

The ability of exporters to look 
for markets and source the grain in 
Australia at the same time has 
caused an explosion of new 
markets and customers. Our export 
customer base is deeper and more 
diverse than it has ever been. There are premium 
markets, price-driven markets, opportunity markets and 
long-term partnerships. It is dynamic and exciting, and 
there are loads of opportunities.

The other major change since deregulation has been 
in the export community. After massive consolidation, 
the remaining behemoths took a strategy to blast all 
their competitors out of the road by selling aggressively 
to all the export destination markets, allowing them to 
potentially stand up as the only buyer at harvest making 
whatever margin they pleased. There seemed to be 
some belief by the overseas exporters’ head offices 
that, after being under regulation for 69 years, Australia 
was like the Black Sea, Ukraine and Russia. What a 
furphy this was. After a few years of trading losses (over 
A$500m was transferred from the capital of the export 
companies directly to the Australian grower through 
prices over this period), they raised themselves battered 
and bloodied from the fight and reconsidered their 
trading approach.

So what are they up to now? Unsurprisingly, they are 
playing to their strengths. This means trading to 
support their infrastructure in Australia or working with 
key overseas customers or concentrating in one aspect 
of the supply chain. Even more significantly, after trying 

to smother everyone else in the market, they are now 
interested in collaborating with others in the market to 
garner combined strengths.

To compete into markets such as Vietnam and China 
against the US wheat marketing machine and the 
productive might of Russia/Ukraine, we need to make 
good every efficiency and co-ordinate all our strengths 
along the supply chain.

Market Check’s role in this new and exciting phase is 
combining our strengths with growers and innovative 
marketing tools to help facilitate exports with the trade. 
This may seem pretty simple, however, matching timing 
between the two is critical. The market timing of a good 
flat price to the overseas client may not be good timing 
of a good flat price for our grower. Innovations such as 
hedged basis trading and grade/location stock swaps 
can mitigate this issue to allow both parties to transact 
without one winning and one losing.  

The future is very exciting for the Australian grain 
market, and Market Check is playing an innovative role 
in this new collaborative phase.

– Brett Stevenson, Founder, Market Check
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Lucy Knight is a specialist rural 
journalist and communications 
consultant, and was a former 
Canberra press gallery reporter 
for Rural Press during the Howard-
Rudd-Gillard years.
For more than 15 years Lucy has 
reported on some of the biggest 
rural stories facing Australian 
farmers, including property rights, 
water reform, live exports, climate 
change, foreign ownership, food 
security, land clearing and the AWB 
oil-for-food scandal. She wrote 
extensively on the Australian grain 
industry’s restructure after the 
dismantling of the single desk.

For 17 years, Mr Suderman has 
analysed the commodity markets to 
provide the foundation for strategic 
decision-making and tactical 
market moves by identifying the 
global trends, both agricultural and 
external, that are likely to shape the 
markets.

He has been the Chief 
Commodities Economist of FCM 
Division at INTL FCStone Financial 
Inc. since October 2015 and currently 
ranks 62nd on Richtopia’s list of the 
top 100 Most Influential Economists 
in the world.

David has over 15 years’ 
experience managing and 
implementing IT solutions 
in Australia’s IT and financial 
services sectors – including 
for Commonwealth Bank, 
Macquarie & Perpetual. 
He has previously established 
asset management frameworks, 
in Australia & Brazil, for 
corporate governance, risk 
management, finance, HR, 
OH&S, animal welfare and 
environmental management, 
along with the implementation 
of supporting IT systems while 
at Macquarie Agricultural Funds 
Management. Dave has also 
implemented farm management 
& precision ag solutions for 
broadacre and irrigated farming 
operations in Russia for VTB 
Capital & Irrico.

Stephen has over 25 years’ 
experience in Australian agricultural 
commodity markets working for 
large corporations such as Michell, 
Graincorp and Viterra (ABB). 
He is currently responsible for the 
management of the hedge positions 
& merchandising strategy of the 
Grains & Oilseeds book for Ridley 
AgriProducts & its customers. 

Richard started at Market Check 
in 2015 with his background 
originally in accounting and is a 
qualified Chartered Accountant 
(CA). Ironically, he has ended 
up in the grains industry after 
growing up on his family’s 
Angus beef cattle property 
in Braidwood, NSW. He has 
extensive experience dealing 
with agricultural financial services 
and products, most recently 
serving time with global financial 
services firm INTL FCStone. 
As a commodity adviser at 
Market Check he offers tailored 
marketing advice and strategy 
around grains and oilseeds to 
clients. He also forms part of 
Market Check’s Global Research 
platform analysing markets 
through Europe and the Black 
Sea, and also manages the 
strategy for oilseeds.
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Sampling of Russian wheat from a  
grain store in Serebryanye Prudy,  

near Ryazan, Russia
Photographer: Andrey Rudakov/
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Record export 
pace set so far  
for 2017
Australian export pace across all 
grains this season has been strong and 
has so far been supportive of old crop 
prices. Australian combined grain and oilseed exports 
have set a record pace since October 2016, despite 
strong competition from the Black Sea.
India has already bought huge volumes of wheat, 
with the bulk of this coming from Australia and 
Ukraine. India imported 1.45 million metric tonnes 
(MMT) of Australian wheat from Jan-Mar 2017. We 
expect this healthy export program into India to 
continue into the second half of 2017 once more 
Indian new crop wheat has been consumed. Even in 
the face of the 10% import duty imposed in March, 
Australian ASW1 wheat is still competitive against 
India’s own wheat prices.

Conversely, the Black Sea is expected to cause 
trouble for Australian wheat exports towards the end 
of 2017 as new crop wheat begins to hit the market. 
Aggressive FOB offers have been quoted for the July 
and August shipment period for 11-12% protein 
wheat (Dry Matter Basis), which will be competing 
directly into our Asian markets. 
Barley exports at the end of April 2017 were sitting  
at around 6MMT, which would be nearly 50% of the 
average estimated barley crop. If we maintain even 
half of this monthly export pace, Australia will be on 
track to export around 8MMT - the largest ever by 

over 1MMT. Despite the huge barley crop harvested 
this year, further Chinese feed grain demand and low 
prices are doing a good job of “clearing the decks”. 
Canola exports were 3.1MMT at the end of April, 
which is 100% of the USDA’s forecast for the season. 
Most of Australia’s canola exports have been booked 
out of Western Australian ports this season with South 
Australia, New South Wales and Victoria all sharing 
the remaining tonnes. Naturally, Kwinana and 
Geraldton have seen the most throughput across all 
grains, while South Australian ports have been 
equally busy for wheat and barley exports. East coast 
ports differ slightly, with higher protein wheat, 
chickpeas and sorghum helping to maintain the 
export pace.

Export pace for the second half of 2017 is expected 
to slow with northern hemisphere crops hitting the 
market and competing for demand. Future export 
pace for Australian grain will rely heavily on a couple 
of key price spreads. These will be Australian wheat 
and Black Sea wheat prices landing into Asia and the 
Middle East, and Australian feed barley prices 
compared to US sorghum landing into China.   

Winston Bradley, Market Check

The headers may have gone 
back into dormancy after pulling 
off Australia’s record 50-plus 
million tonne record crop this 
season, but logistical teams 
around the country are going 
full throttle in their best efforts 
to shift the crop. Containers 
specifically have been struggling 
to keep up with demand, 
causing delays in shipping and 
costing exporters up to $20 per 
metric tonne on freight pre-
booked at much lower rates. 

Container shipping lines 
have suffered from years of low 
shipping rates followed by a 
string of bankruptcies, which led 
to consolidation. This, combined 
with a record large exportable 
surplus of grains from Australia, 

has led to a rise in container 
rates and a reshuffling of 
availability with minimal notice. 
Well-respected container trader 
Jon Bucknall from EDF Man 
indicated a “complete debacle” 
with containers he had booked 
for January and February not 
being shifted until early April 
and at higher rates. 

Any available 20-foot 
containers or containers booked 
previously at lower rates were 
swept out by shipping lines and 
reallocated to ports with higher 
demand. Brisbane benefited 
from much of this to cover strong 
chickpea export demand with 
an ability to pay higher rates. 
Buyers with cheaper container 
bookings in New South Wales 

and Victoria were left without 
available boxes. We can expect 
these price increases to start 
being offset at the farm gate. 

In the current market, 
shipping lines bear no 
consequences for reallocating 
capacity at short notice. As a 
result, container traders have 
lost confidence in the ability to 
contract on deferred delivery 

periods, creating a real “hand-
to-mouth” environment. Only 
once this confidence returns 
will box traders be willing to 
commit again in any real volume 
for future business, and demand 
pick back up.

– Andrew Retallick, 
Market Check

SEASONAL 
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A Triple-E Class container 
ship, operated by A.P. 
Moeller-Maersk A/S, looms 
over a tugboat. Sources say 
the operator is placing an 
order for 10 of these 
megaships that carry in 
excess of 18,000 containers. 
PHOTO: BLOOMBERG 
NEWS

Logistical issues causing headaches for containers
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Following a wetter than normal finish and a record large 
Australian wheat crop, it’s no surprise that we have an 
unusually large amount of ASW1 around this season. 
Consequently, we have seen a $30/t trading range on 
ASW1 since harvest, providing good opportunities for  
both basis and flat-price sellers post-harvest.

It was easy to paint a bleak picture of the market at 
harvest. However, as we’ve seen so far, and what we 
believe we will continue to see, is ASW1 outperforming 
other grades. In January, the H2/ASW1 spread was around 
$60/t, whereas recently it’s been trading around $40, 
illustrating that ASW1 demand has increased relative to 
other grades. The ASW1 rally since harvest has been 
evident across all port zones. 

Export pace has been the primary driver, with 13 million 
metric tonnes (MMT) of wheat being shipped between 
October 2016 and the end of April 2017. This puts us in line 
to achieve our necessary export total to keep ending stocks 
from blowing out. A dry Jan/Feb, especially in NNSW and 
QLD, motivated buyers to put a weather premium into our 
domestic market, which further supported mid/low protein 
wheat. 

Our exports have performed well, however, our export 
program is always skewed to the front end of the season. 
With such a big export task needed, it is imperative we 
continue to price into key export markets for the remainder 
of the season. Unfortunately, northern hemisphere 
competitors have started pricing their exportable wheat, 
increasing competition for what remains of our exportable 
surplus. 

In April, market estimates had Graincorp stock at around 
90% sold. However, it’s extremely difficult to judge 
on-farm inventory and, almost more importantly, quality. 
As long as ASW1 continues to price into export channels – 
which it currently is – demand looks unlikely to disappear 
anytime soon.

Nick Crundall, Market Check

Indian demand 

remains strong 
The Indian government has its eyes 
solely set on replenishing wheat crop 
stocks and has encouraged farmers 
to do so by allocating a Minimum 
Standard Price (MSP) for wheat. This, 
combined with the higher input 
costs when growing chickpeas, has 
encouraged the local grower to shift 
to higher wheat acres. A favourable 
monsoonal season in the subcontinent 
saw above average growing conditions 
for the Indian wheat crop with latest 
forecasts pegging the crop at 93 
million metric tonnes (MMT). This is a 
significantly larger crop compared to 
the previous two years which required 
India to accumulate large quantities 
of wheat from outside of its borders. 
Following the government’s decision to 
re-impose a 10% import duty on wheat, 
there are calls from local growers to 
bump this up to 30%. However, this 
seems unlikely due to the pressure on 
the government to replenish stocks, 
and southern Indian millers’ reliance on 
Australian imported wheat. Australian 
wheat into the southern ports of India 
is cheaper than buying local domestic 
wheat. 

Demand for kabuli and desi 
chickpeas in India is still high, which 
has also encouraged large plantings 
of the pulse crop. Initial government 
estimates expected a 9MMT chickpea 
crop, however, these were quickly 
reduced back to 8MMT in March. 
This 1MMT decrease is larger than 
Australia’s five-year average annual 
chickpea exports to India – massive. 
Since then, further revisions have been 
applied, with reports the crop could 
be as small as 6.5MMT. This extends 
Australia’s opportunity into the 
subcontinent for desi chickpeas. Over 
the past month, chickpeas delivered 
into northern NSW packers have been 
range bound between $800 and $1000 
per tonne. This shows the appetite 

for the Australian product into the 
subcontinent and the fact 

we should be in safe hands 
(touch wood) for the next 
season at least.

– Edward Nankivell, 
Market Check
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The Chinese appetite for 
Australian agricultural 
commodities does not seem 
to be going away. Australia 
is continuously being seen as 
a sought-after supply source 
for grains given our “clean 
environment” and good quality. 
Following record Australian 
crops this season for barley, 
wheat and pulses, China has 

been buying heavily in the 
first quarter of the year. So 
far, Australia has shipped and 
forward sold well over 6MMT 
of barley, compared to last 
season’s total of 4.9MMT. The 
appetite is certainly there for the 
volume to continue and bids are 
present in the market, although 
with rising container freight 
rates and logistical issues, bulk 

is going to be the main avenue 
for exports. 

It doesn’t stop with barley, 
however – wheat is certainly 
getting a lot of attention as well. 
Many of the wheat importers 
in China are holding onto their 
import quotas issued by the 
government and choosing to pay 
the 65% tax rate instead. China’s 
own internal logistical issues from 
the main cropping region in the 
north to the consumptive areas 
in the south are creating higher 
domestic prices. Currently, the 
main grade that is of interest 
is ASW1, however, if APH1 was 
more readily available and at 
more competitive prices, it would 
be in high demand. So far this 
season, higher protein wheat 
has been primarily sourced from 
Canada and the US. 

Sorghum is another 
commodity of interest and has 
had an interesting six months. 
It is anticipated that around 
200,000 tonnes were sold during 
the fourth quarter of 2016 and 

are now being shipped. During 
this period, sorghum was within 
a spread of USD20 per tonne to 
US sorghum and continued to 
buy business, however, as the 
crop deteriorated in Australia, 
values continued to rise and now 
currently sit at a spread of around 
USD40 per tonne. The northern 
ports in China are not showing 
any interest at current values, but 
certain ports in the south where 
the local wine factories making 
Baijiu are located, will continue 
to purchase for the remainder of 
the year. 

It is important to note that 
with the spread to US sorghum 
as wide as it is, many distilleries 
are in fact trying US sorghum 
for winemaking and not just 
feed. If the distilleries do find US 
sorghum workable, it could mean 
that Australia loses its edge into 
China for sorghum. Watch this 
space. 

– James Clifton, Robinson Grain 
Trading

Sorghum crop issues spur domestic markets
The 2016/17 sorghum crop is expected to be 
much closer to 1 million tonnes than the 2 
million metric tonnes grown last year. The total 
estimated acreage planted in Queensland and 
New South Wales (NSW) is down by 
approximately 35% to 390,000 hectares. In 
NSW and southern Queensland, the area grown 
to sorghum was down largely due to a swing to 
cotton, with $500 per bale cotton at planting 
presenting a more attractive gross margin than 
$180 per tonne sorghum. 

The sorghum crop got off to a great start with 
near-perfect planting conditions in late October 
and early November 2016. Unfortunately, that 
all came to a screaming halt earlier this year 
when summer crops had to stand up to the 
extremely hot and dry conditions experienced  
in January and early February. It wasn’t just hot, 
it was record-breaking conditions with Moree 
experiencing 43 consecutive days over 35 
degrees. Gunnedah and Quirindi set their own 
climate records, with both experiencing a total 
of 46 days this summer with maximum daily 
temperatures over 35 degrees. The high 
night-time temperatures were also taxing on the 
summer crops, as the plant had no overnight 

respite to recover from the extreme heat.
As a result, sorghum yields were severely 

impacted, with potential sorghum yields of 3mt 
to 5mt per hectare being more the norm this 
season on the Liverpool Plains and throughout 
northern NSW. Sorghum quality also suffered 
this season with low test weights and/or higher 
screenings being encountered by many growers. 
It was a similar story in southern Queensland, 
with one sorghum plant breeder from a major 
seed company claiming that 2016/17 was the 
driest summer cropping season that he has seen 
on the Darling Downs in approximately 16 
years.

Despite the tough season there were still 
some very good individual crops grown on the 
Liverpool Plains. The widely renowned and 
prestigious Premer Shield was won by 
Parraweena Pastoral Company at Willow Tree 
with a crop of “MR Scorpio” that was harvested 
in late March with an average yield of 8 tonnes 
per hectare. These better-faring crops and 
distinct lack of domestic demand for SOR1 in 
NSW were part of the reason Newcastle port 
zone sorghum prices didn’t rally as much as  
the Brisbane port zone prices.

As the tough finish became a reality towards the 
end of January, domestic sorghum prices 
throughout NSW and Queensland began to rally. 
Brisbane track sorghum prices rallied $35 to $40 
during February and March, while Newcastle 
track prices rallied $20 to $25 per metric tonne. 
The strong markets tapered off in early April 
with an early NSW harvest and domestic 
consumers already having switched to the 
cheaper options of using wheat or barley in their 
rations

There is still a bit more to play out in terms of 
the final crop size, the proportion of the crop 
that is not SOR1, and which markets the 
lower-quality sorghum finds its way into. There 
will be an exportable surplus of some sorghum, 
with the domestic market still favouring wheat 
and barley in their stockfeed rations under the 
current price structures. There is no doubt that 
there is strong overseas demand for higher-
quality Australian Sorghum No.1, but how much 
SOR1 is available for export and whether our 
smaller crop is competitive on world markets 
remain to be seen. 

Joe Hallman, Agracom

Chinese demand
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US planting intentions favour row crops and specialties
The focus last fall in the United States was on 
winter wheat plantings, which were forecast to 
be the lowest since 1909. The USDA recently 
confirmed this, with their March 31 Prospective 
Plantings report showing 32.747 million acres 
planted. Attention has now shifted to spring 
planted crops, including spring wheat, which 
saw its sowing campaign being in earnest the 
last week of March. The USDA is projecting 
11.308 million acres of spring wheat, which if 
confirmed, will be the lowest acreage since 
1972. However, it hasn’t been just wheat that 
has seen acres plummet in the United States in 
favour of row crops and specialties.  

Barley acreage of 2.548 million acres would 
be the lowest on record, oat acreage of 2.699 
million would be the second-lowest on record, 
sorghum acreage of 5.757 million would be the 
third-lowest on record, and sunflower acreage of 
1.454 million would be the lowest since 1976.

Crops benefiting from the aforementioned 
losses would of course be soybeans, which are 
forecast to be up 6.049 million acres from last 
year to a new record of 89.482 million acres. 
Lentils are projected at a new record 1.055 
million acres, dry edible pea acreage at the 
third-highest on record at 1.141 million acres 
and chickpea acreage of 498,000, which would 
be up 53% from last year. Similar trends are 
expected in Canada when planting intentions 
are released later this month. These trends are 
of course tied to profitability as the demand for 
oilseeds and pulses from China and India have 
produced elevated returns over feed grains and 
wheat, which can be produced so much cheaper 

in other parts of the world.
The first reaction to the data from the USDA 

with respect to wheat might very well be 
supportive until carry-in stocks are added to the 
equation. Current 2016/17 ending stocks for 
wheat are projected at 31.7 million metric 
tonnes (MMT), which would be the largest 
since 1987/88. This adds a considerable buffer 
against any yield adversity during the coming 
growing season, although the US was faced 
with just such an event the last weekend in 
April. A massive snow storm hit the heart of the 
HRW belt, dropping temps below freezing for 
three days before 6-18” of snow fell across 
much of Nebraska, Kansas, Colorado and 
Oklahoma. Much of this wheat was in the boot 
to heading stages, making it especially 
vulnerable to such damage. It is still very 
uncertain what the ultimate impact will be on 
the HRW crop, but reports from the Wheat 
Quality Council tour suggest abandoned 
acreage could rise sharply. Obviously this has 

sent analysts scurrying to 
see what various yield 
scenarios do to the US 
wheat balance sheet. A 
20-year trend line yield of 
1.27MT/ac would be the 
third-highest on record, 
but few would plug that 
in at this juncture. To get 
the US balance sheet into 
a constructive situation, a 
carryout in the 21.7MMT 
neighbourhood would be 

needed in our opinion. With static demand, this 
would require a yield of 1.15MT/ac which 
would be the lowest since 2007/08. Based on 
the market reaction since the conclusion of the 
wheat tour, this yield doesn’t appear likely at 
this time, but only time and harvest reports will 
tell.

After a year of record wheat yields achieved 
in the United States, Australia, Ukraine and 
Russia, with the second-highest yields on record 
posted in Argentina, Canada and Kazakhstan, it 
isn’t difficult to understand why prices hit the 
lowest level in a decade. As the old saying goes, 
however, price is usually at the lows when the 
news is the most bearish, and 2016 might have 
marked a major low in price and a major high 
in production. If the last couple of weeks in the 
US growing season are any indication, 2017 
could be the year the sleeping giant that is the 
wheat market finally wakes up. 

Tregg Cronin, Halo Commodities
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Northern hemisphere crops are in a crucial stage of development and bullish traders are 
hinging strategies on an upset. Any bullish sentiment for wheat globally is hinging on less 
favourable weather patterns somewhere in the northern hemisphere as southern hemisphere 
crops are made. An example of this was the extreme snow and wet weather experienced 
in parts of the US winter cropping belt, which saw a 7% one day rally in the Kansas futures 
market. But hopes are fading with crops in above-satisfactory condition across the major 
exporting countries. USDA are estimating global wheat ending stocks will increase 3 million 
metric tonnes (MMT), or 1.1%. 

USDA has estimated US wheat plantings for the 2017/18 season at 46 million acres, an all-
time low according to government records kept since 1919. Intuitively, this should be a bullish 
slice of news for the market, however, weighing on any price rise is that 2016/17 US stocks 
remain extremely heavy at around 31.5MMT (USDA). 

The Black Sea wheat crops, which encompass Russia, Ukraine and Kazakhstan, fell just shy 
of the 115MMT mark last season, which is huge. This year, official reporting agencies and trade 
estimates have the crop pegged at around 105MMT, keeping in mind that early predictions 
can be well out. For example, last year the Russian wheat crop was predicted to be 60MMT but 
finished at 73MMT, a 21% increase on early official estimates. – Winston Bradley, Market Check
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Protein wheat in demand from Asia 
Australia is the last high protein wheat producer to harvest 2016/17 crops. The Asian markets 
had their hopes pinned on our crop to help fill the void as a lack of protein was seen across the 
United States and Canada. Unfortunately, this was not the case, and although yields were up 
across Australia, protein levels were significantly down on the historical average.

Demand for protein wheat – especially AH12% and above – has been strong again this year 
from Asia with millers often being left searching for offers. Mills this year have experienced 
significant protein spreads worldwide and are often looking for alternatives. Asian millers’ 
purchasing dollars are being focused on the best blends and sources of their high protein wheat 
purchases due to the significant price spread.

Australian suppliers have had difficulty sourcing high protein wheat to meet miller 
requirements. When offers have been put to the market, end-user millers have found prices too 
strong for high protein milling wheat.

Asia’s growing demand has shifted towards wheat in the Black Sea Region due to favourable 
sea freight costs. This shift has resulted in pressure on ASW1 and APW1, although the quality has 
not been able to compete in the higher protein grades. 

There are continuous opportunities for Australian growers in the high protein wheat markets. 
Increased demand has been noted in Asia’s high-end bread and noodle markets, which are 
growing at significant rates.

Overall demand is strong for Australian protein wheat markets into Asia, and this trend is 
tipped to continue for the next 10 years. A domestic focus on bringing more wheat varieties into 
the market which offer high protein, increased yields and the right milling characteristics should 
allow Australia to keep pace with Asia’s growing demand – fingers crossed. 

South Australian land uses shift again

Following a prolonged harvest period it feels like South Australian growers have only just 
finished reaping the 2016/17 season crop, despite seeding being well underway for the 
2017/18 season. As expected, early trends indicate varied planting intentions across the state.

On the Yorke Peninsula, lentil hectares have increased even further year on year as prices 
have remained at extremely profitable levels. This is also true for growers in the greater 
Adelaide zone and mid-north and extends to other varieties of pulses.

On the Eyre Peninsula, mixed farmers have faced a conundrum regarding land use. For 
those that are able, the historical high prices for wool and meat have led to an increase in 
stocking rates and a decrease in cropped areas, but most likely not enough to see overall 
planting hectares reduced significantly.  

Despite this, we will see traditional wheat and sheep growers experimenting more with 
varieties of canola, peas, vetch and lupins in the north and western Eyre Peninsula this year.

– Tess Walch, Free Eyre

Country Uses
Country of origin

Australia

Yan and instant 
noodles

Breads

AH, APW, ASW

AH, ANW & APW blend

APW, ASW

APH, AH, APW, ASW

APH

HPS

SWW

SWW

SWW
CWRS

CWRS
CWRS

DNS

DNS
DNS

DNS

ANW & APW blend
Cakes, biscuits
Udon noodles

Ramen noodles

Ramen noodles
Breads
Biscuits

*CWRS High protein red spring wheat*DNS High protein dark spring wheat *SWW Soft lower protein white wheat

Instant noodles &
bread

Breads
Cakes

CanadaUSA

Indonesia

Japan

South Korea

Vietnam

Logistical issues  

not deterring large 

exports led by WA

Total Australian grain and oilseed 
exports as of the end of May 2017 
are around 6 million metric tonnes 
(MMT) larger than the previous record 
set during the 2011/12 season as per 
latest ABS and port stem data. The 
massive task of moving grain from 
upcountry to port has, as expected, 
put pressure on rail and road logistics. 
This has been most evident in Victoria 
with a bottleneck at the Geelong Port 
causing one major exporter to shift 
their shipping program down to South 
Australia to load a vessel in late May. 
There have also been reports of some 
shippers losing over 100,000 metric 
tonnes of export potential this season 
due to either the re-prioritising of rail 
cars or bulk trucks to cart the grain to 
port. 

Western Australian exports have 
been a big driver of the record pace 
being set accounting for around 42% 
of all exports for the season across 13 
different shippers (exporters). This is 
not surprising given the records being 
set over there following a 16.62MMT 
crop being delivered into the CBH 
network. CBH broke the all-time 
monthly grain transport record in 
January shipping 1.88MMT in a single 
month. Numerous other milestones 
were set in Australia’s largest state 
with CBH reporting 23 sites breaking 
daily receival records and 30 sites 
breaking harvest receival records. 
The port breakdown shows Kwinana 
accounting for over 40% of all exports. 
Bunge’s port at Bunbury, which is the 
only grain port not owned by CBH,  
has moved around 2% of the grain,  
no small feat.

– Richard Perkins, Market Check

WA
42%

NSW
19%

Total exports share by state (Oct-May 17)

VIC
13%

SA
21%

QLD
5%

Joe Masters, Wheat & Barley Marketer, Fletcher International Exports 
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FOOTY TIPPING

LEADERBOARD

AFL NRL SUPER RUGBY

45   T-Ro (Tim Rossiter)
43   Tyso7777 (Tyson Moloney)
42   TKMERELDA (Tim McKenzie)
42   suvslot (Ian Sutherland)
42   Freddy (Peter Forbes)

50   Tabbita Titans (Scott Vaessen)
47   Geater (Lloyd Geater-Johnson)
47   Chris Berry
47   Liv R (Olivia Rickard)
46   Phil Malone

73   Tabbita Titans (Scott Vaessen)
72   Freethy (Andrew Freeth)
71   Toxxic debt (Sandy Biddulph)
70   Grunt (Grant Byrne)
70   Dangles (David Phelps)
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2

3

4

5

Score Score Score

LADDER 2017

Current leaderboard for AFL, NRL & Super Rugby, as of 12/05/17

Faba bean uncertainty
As we move through the 2017 planting period, faba beans are still plagued 
by uncertainty with a range of factors casting a grey cloud over new crop 
prices. News to date has been all bearish, including a glut of domestic 
stocks due to a record crop, our major market Egypt under severe economic 
stress, and heavy competition emerging from the Baltic region.

ABARE has pegged the 2016/17 faba bean crop at 571,000MMT, which is 
250,000MMT larger year on year. Higher yields were achieved from 
near-perfect growing conditions last season in most areas across Australia.

Egypt, the world’s largest importer of faba beans, has been experiencing 
currency difficulties on two fronts. First, a crackdown by the government on 
buyers accessing the black market for cash to trade with has made access to 
currency tougher; second, their decision to unpeg the Egypt pound from the 
US dollar in November has seen a severe devaluation in the Egyptian 
currency making imported goods more expensive.

Competition has grown over the past few seasons from alternative 
regions where the cost of production is much cheaper, most noticeably from 
the Baltic region. Australian faba beans have traditionally attracted a 
premium price due to superior quality. But cheaper prices and better quality 
beans from these alternative regions has reduced Australia’s market share in 
the global market.

Looking towards the next 12 months, it is hard to see a bullish picture 
forming for the faba bean market. Some positive news has come from recent 
reports that Egypt has moved to meet the key demands from the IMF, one of 
which was floating the Egyptian pound in order to receive a $12 billion loan 
over the next three years. Although this is welcome news, Egypt’s return to 
economic stability will be a long and rocky road, which may be reflected in 
the faba bean market.

Ben McClusky, Manager – Agency Sales, Market Check

Futures carry paying off

During the 2016/17 harvest, strong 
carry in both the US futures market and 
domestic market was present. In a low flat 
price environment brought on by record 
production both here and overseas, this 
futures carry was a gift for anyone planning 
to hold onto a significant amount of the crop 
post-harvest.

In the months since harvest, this strategy 
has been beneficial as the spot price has 
generally traded sideways (within a range, 
of course), meaning the flat price holder of 
wheat has seen their net return eroded by 
the cost of carrying the grain (i.e. storage 
and interest). On the other hand, those 
who sold or “hedged” out the curve, in 
December 2017 for example, at harvest have 
been able to offset the cost of carry while 
waiting to sell the physical in a stronger basis 
environment.

In other words, as we approach the 
maturity date on the deferred futures month 
or domestic physical delivery period, the 
forward price naturally converges with the 
spot price. This is because there is less time 
until maturity, therefore, fewer carry costs. 
As the spot price has traded sideways, that 
leaves the futures price with no option but 
to trade lower (not considering movements 
in basis level). This has helped insulate those 
holding grain post-harvest while they wait  
for a better opportunity to sell the physical, 
or waiting for a higher basis level.

– Tim Phelps, Market Check



Which footy team do you follow?
The Geelong Cats.

Where are you originally from and how 
did you get into grain trading?
Lorne, Victoria. While studying Agricultural Science at 

Melbourne University, I really enjoyed the exposure to 

agribusiness and trading and decided to get into the grain 

industry. After university, I landed a job at Glencore Grain 

starting in logistics, before moving onto East Coast 

Accumulation and then transitioning to trading at Louis 

Dreyfus Company a few years later.

What does your typical morning look like 
at work?
Generally, we start the day reading overnight market 

emails, looking at pricing from competing origins and 

assessing futures and currency moves. We also go 

through local competition prices as a team and define our 
objectives for the day in various areas. The morning is also 

a good time to catch up on contracts, position keeping 

and general administrative tasks.

It’s been nine years since the wheat 
market was deregulated. In your view, 
what has changed for the better and for 
the worse?
I think export and domestic trade competition has 

significantly increased over the past five or six years, which 
is good for grower returns. There is a clear premium in 

markets where competition is fierce on the east and west 
coast, versus some South Australian areas where 

competition isn’t as prevalent. 

On the other hand, we have also seen low investment in 

the supply chain leading to challenges in logistics 

efficiencies, especially with the large east coast crop. This 
is partially due to less than favourable elevation margins, 

because of increasingly competitive markets 

internationally.  

ON THE TRADE DESK
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However, in the long term we are confident that the  
market will overcome supply chain challenges with more 

independent providers of efficient logistics adding 
capacity and flexibility to handle fluctuations in demand.

What are the biggest hurdles for 
Australian grain in the international 
market over the next few years?
I think the main challenge is to remain price competitive 

compared to lower-cost origins and maintain our market 

share in key destinations amid a strong agricultural 

property market, high wages, utilities and services costs, 

as well as limitations in product differentiation. In the face 

of this operating environment, we need to look at how we 

can innovate and improve efficiency on farm and 
throughout the supply chain to keep our competitive 

edge.

Where do you see Louis Dreyfus Company 
adding the most value in the Australian 
grain supply chain?
Louis Dreyfus Company enjoys a long history in Australia, 

having opened our first Australian office in Melbourne in 
1913, trading grains to the international market and 

becoming a major wheat exporter in the earliest days of 

the Australian grain industry. For over 100 years we have 

committed to growing as a local company by forging 

valuable partnerships and adding value to our suppliers 

and customers.   

Currently, on the east coast we support growers via our 

efficient rail logistics, direct port accumulation and 
best-practice site operation. On a site level at Narrabri 

and Moree, we are pushing faster train loading and 

20-hour accumulation for throughput, which increases 

truck efficiency and further lowers costs. On an export 
sales front we are targeting premium destinations with 

suitable demand for quality Australian production.

Last but not least, we are also looking at rail infrastructure 

enhancements which will significantly improve loading 
capabilities. These investments will allow for the faster 

loading of bigger, more efficient trains, which will return 
even more supply chain savings to the farm gate.

Market Check catches up with Sam Roache from Louis Dreyfus Company.
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Which footy team do you follow?
In the AFL, I’m a passionate Melbourne Demons fan.  

In Rugby it’s the Rebels, although it’s hard to be too 

passionate at the moment!

Where are you originally from and how 
did you get into grain trading?
I grew up on a dairy farm just north of Shepparton, in 

northern VIC. After school, I studied Ag Science at 

Melbourne University in Parkville. Milking cows seven days 

a week wasn’t too appealing to me, however, I was keen to 

involve myself in the dairy industry in a trading and 

marketing role. At the time the opportunities within dairy 

were limited, and there were greater opportunities within 

the grain industry. I joined Emerald in 2010 as an analyst 

before taking up a role on the trading desk.

What does your typical morning look like 
at work?
Mornings are typically spent reading various international 

market wires, and conversing closely with merchants 

across the country to get their view on markets. Once I 

and the rest of the desk have a view on pricing, we set 

grower bids and get set up for the rest of the day.

It’s been nine years since the wheat 
market was deregulated. In your view, 
what has changed for the better and for 
the worse?
Deregulation has resulted in many more buyers 

participating in the market. These buyers have committed 

to sales and port slots, and therefore compete 

aggressively to fill these positions. That means that there 
is always a buyer in the market trying to entice the grower 

ON THE TRADE DESK

to sell. Owners of supply chains also have an interest to 

have grain move through their system and therefore 

compete against each other to attract grain to that system. 

This more often than not drives bids above export prices. 

It drives tighter payment terms and other innovative ways 

to give value back to the grower. This competition 

pre-deregulation simply didn’t exist.

What are the biggest hurdles for 
Australian grain in the international 
market over the next few years?
No doubt one of the biggest hurdles for the Australian 

grains market is the threat that Russia and the Black Sea 

pose due to their growing exportable surpluses and better 

exporting capabilities. In recent years, these origins have 

increased market share in traditional Australian export 

destinations, including Indonesia, aided by cheaper freight 

and weaker currencies. While these buyers are still 

prepared to pay a premium due to the quality of Australian 

grain, they are getting used to milling these northern 

hemisphere products. This means that these markets will 

continue to make sure Australian farmers and pipelines to 

port continue to improve, and be as efficient as possible.

Where do you see Emerald Grain adding 
the most value in the Australian grain 
supply chain?
We believe Emerald is one of the most efficient supply 
chains in the market. It has had a massive overhaul over 

the last couple of years and is now set up to take on some 

of the bigger players, in the lean as well as the big years. 

We are backed by Sumitomo, but Emerald is essentially  

a stand-alone Aussie business solely managed out of 

Melbourne, keeping decisions quick and relevant. We are 

leaders in payment terms and are competitive just about 

every day, which is no easy feat. 

Market Check catches up with Michael Commadeur from Emerald Grain
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T he juggernaut that is the Black Sea cropping 

region continues to gather momentum as we 

approach the end of another northern hemisphere 

marketing year. Back-to-back record cereal crops 

were matched by even more impressive export programs. 

The Black Sea, which is made up of Russia, Ukraine and 

Kazakhstan, produced a total of 115 million metric 

tonnes (MMT) of wheat in the 2016/17 season with close 

to 47.5MMT forecast to be exported by June 2017 

(USDA, 2017). 

The Black Sea Region has a significant competitive 
advantage beyond most other major grain-producing areas, 
being home to one of two “chernozem belts” in the world. 
This Black Earth belt runs from northern Serbia across 
Ukraine and into Russia; the other exists in the Canadian 

Prairies. It is characterised by rich black soils containing a 
high percentage of humus (7-15%) and high percentages of 
phosphoric acids, phosphorus and ammonia to depths of 
over a metre. Such highly favourable agro-ecological 
conditions give the agricultural sector in the Black Sea a 

BLACK  SEA
Russia headlines the Black Sea wheat dominance, explains Richard Hall

huge head start on other exporting countries, further 
supplemented by its advantageous geographical location 
(FAO, 2012). The comparable cost of producing a tonne  
of grain from these regions is also cheaper due to lower 
labour costs and cheaper inputs when compared to other 
exporters.

Exports strong even in the face of adversity 

The meteoric rise of the Black Sea Region in recent years 
has been all the more impressive given the issues in 
maturity of the market and its structure. External 
influences continue to shackle the region, namely political, 
logistical and trade flows. Once resolved, exports will flow 
more freely from Black Sea ports, and consequently, 

importers will feel even more comfortable 
buying grain from the region. 

A new derivative product has 
emerged for Russian wheat

With the emergence of the Black Sea 
Region as a major player in the global 
grains industry, in particular wheat, it 
was fitting that a new derivative product 
was launched. Derivative brokers offered 
the first over-the-counter (OTC) Black Sea 
derivative contract in March 2017. This 
contract is based on the Russian wheat 
benchmark shipped out of the Port of 
Novorossiysk –  Russia’s largest port. For 
companies that trade significant volumes 

of physical wheat via Black Sea ports, this OTC product 
can be an important tool for hedging their risk as 
expansion seems inevitable. Despite its growing 
importance, the region has lacked a dedicated derivatives 
market reflecting its own supply and demand. 

Argentina

Canada

USA
17%

Major wheat exporters in season 2016/17 

In 2010/11

- USA 32%
- EU 20%
- Canada 16%
- Aus 12%
- Arg 8%
- Ukraine 5%
- Kaz 4%
- Russia 4%

17%

16%
10%

15%

13%

7%

5%

EU

Ukraine Russia

Australia

Kazakhstan
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BLACK  SEA

Grain vessel being loaded at Russian port on the Black Sea, AGROINFO, November 2016

Traders looking to hedge their physical positions have had 
to resort to slightly disconnected prices on the US futures 
markets or MATIF in France. Ian Dudden at S&P Global 
(the firm responsible for facilitating the OTC), believes 
“this deal is a significant step towards the emergence of a 
new regional futures market for Black Sea wheat”.

Although demand for a liquid and reliable Russian 
wheat OTC product is strong, some traders remain 
cautious. The CME launched Black Sea wheat futures 
contracts in 2012, which now lay dormant and are highly 
illiquid. Political indiscretions and interventions continue 
to plague the wheat and agricultural industry in general, 
and Ukrainian and Russian sellers are seen as high risk 
when it comes to defaulting on agreements. This has also 
hampered transactions of Russian wheat derivative 
contracts. 

The Black Sea Region has  
a significant competitive 
advantage beyond most other 
major grain-producing areas 
in the world

“
”



20  AUSTRALIAN GRAIN REVIEW

C O V E R  S T O R Y

Russia’s exports need to be in 
excess of 2.3MMT a month for 
the remainder of the marketing 
year to reach the target of 
28MMT ”
“

Russian wheat crop after winter snow melt, 
located on the fertile black soil plains, Black 

Sea, March 2017 - Mike Lee 

Rocky relations with Turkey hinder Russia’s export potential

An important story that broke in March and which will continue to influence Russian 
exports for the remainder of this season was another exacerbation of the Russian–Turkish 
trading relations. On March 15, Turkey suspended the issuance of licences for duty-free 
wheat and corn deliveries from some EU countries and Russia (Institute for Agricultural 
Market Studies - Dmitry Rylko, 2017). Not so long ago, Turkey’s Ag Minister expressed his 
discontent with the lack of progress in lifting the Russian food sanctions. 

According to new conditions set out by Turkey, Russia can only supply its wheat upon 
payment of an actually prohibitive duty of 130% (Dmitry Rylko, 2017). 
The loss of the Turkish market gravely jeopardises the realisation of 
Russia’s wheat export potential, which has already become 
unattainable. Russia’s exports need to be in excess of 2.3MMT a month 
for the remainder of the marketing year to reach the target of 28MMT, 
and this latest tariff will not help the situation. Turkey bought 2.7MMT 
last year and has currently bought 2MMT this year; they could buy 
500-600KMT for the balance of the year, however, this looks unlikely 

now (world.24-my.info, March 2017). Given the dominance of Russia in recent years, 
Ukraine’s exports to Turkey have become virtually nil. Thus, the restrictive measures of 
Ukraine’s direct rival against Turkey may give Ukraine a chance to partially regain its 
position in the Turkish market.

Logistical issues remain a headwind for export potential

Before the 2016/17 harvest many analysts predicted exports from the Black Sea countries 
would exceed 90MMT, a 10% increase on the previous year. Nine months down the track 
and exports have not lived up to predictions, namely because of logistics and quality 
issues. Logistics have always been a drawback for Kazakhstan, with no access to sea, 
limiting export capacity out of the country (Black Sea Grain, 2017).

In Russia, the deep water ports have experienced unfavourable weather conditions  
this season. Russia’s largest port, Novorossiysk, suspended grain loading in October 2016, 
resulting in a significant reduction in outturns. The winter months also bring increased 
risks to smaller ports, which account for around 40% of Russian exports; these ports are 
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Ukraine daylights ahead of our total. It is estimated that 
around 20% of Ukrainian wheat was exported to India, 
compared to around 10-12% for Australia.

Big crops expected again this season based 
on local agronomists’ assessments

This season is shaping up to be another big year on the 
grain export front for the Black Sea Region. The majority 
of growers around the world have steered away from their 
traditional planting rotation and opted for more oilseeds, 
corn and pulses, given the relative price trade-off between 
the commodities. Black Sea farmers, however, have 
increased wheat plantings comparatively, with Russia up 
an estimated 0.4 million hectares & Ukraine 0.1 million 
hectares.

Mike Lee, an agronomist based in the Ukraine, 
facilitates five crop tours through the key growing areas  
of Russia and Ukraine each year. Having an unbiased, 
professional opinion is very important as the government 
influence within the media is particularly rife in these 
regions. His spring crop tour reported that the crops in 
Russia and Ukraine are “in good to very good condition 
and there have been no significant losses during the 
winter”. Following his assessment of the wheat crops, he 
concluded that 77% of the Russian crop and 85% of the 
Ukrainian wheat crops were in “satisfactory or above” 
condition. This is a 9% and 7% increase on the previous 
year’s crops, respectively. 

 
Further investments in the Black Sea Region 
will see it remain the global grain 
powerhouse

The Black Sea Region has seen increased investment with 
large multinationals investing heavily to increase their 
presence in the region, focusing their attention on 
terminal ownership. In the past few years Cargill and 
Glencore, for example, have invested millions of dollars 
purchasing stakes in grain terminals at the Port of 
Novorossiysk in Russia. An increase in investments along 
the supply chain including upcountry storage, transport 
and port loading facilities would increase efficiencies and 
see exports from this region only increase. Cheaper 
comparable production costs and more reliable quality of 
product is driving a surge in demand for Black Sea wheat. 
Although macroeconomic factors could remain significant 
for the Black Sea, the data indicates traditional wheat 
exporters such as the USA, Canada and Australia will 
continue to lose market share to Black Sea wheat.

C O V E R  S T O R Y

Richard Hall, Senior Commodity Adviser, Market Check

much more susceptible to winter frosts limiting their functionality. 
Currently, projects for expansion of existing port capacities and building 
new ones are being implemented, however, these developments will 
come into play down the track (UkrAgroConsult, 2016).  

At the beginning of 2016 Ukraine changed its cargo transportation 
rules. Vehicles with actual weight of more than 40 tonnes are forbidden 
to drive on vehicle roads. This rule made grain transportation by modern 
high-capacity transport ineffective and provoked an increase in 
transportation costs by almost 100%. Industry specialists expect 
reduction of road deliveries from 24% in 2015/16 to 12% this year (Black 
Sea Grain, 2017). This led to exporters switching to rail transportation  
to improve cost efficiency, however, the railways from all reports coped 
with this increased burden with great difficulties. According to Black 
Sea Grain, the average age of grain hoppers is 26 years in Ukraine and 
deterioration exceeds 80%. Black Sea countries have varying logistical 
problems and will require new development if exports are to increase 
and become more reliable. 

Ukraine wheat dominating Indian imports this season

Regardless of the logistical issues facing the Black Sea Region this season, 
large quantities of its wheat have continued to turn up in Australia’s 
traditional South East Asian markets and India. INTL FCStone export 
broker Sam Chambers recently commented that “Indonesian consumers 
historically purchased Black Sea wheat at $30 under Aussie values. 
However, they’re now happy to buy in at levels around $10 under due to 
the increase in quality and the fact it ultimately helps their bottom line.” 
India’s import breakdown for this season is quite surprising given the 
large export volumes Australia was perceived to be executing, with 

Lviv, Western Ukraine, 21 August 2012 - 
Green Square Agro Consulting Ltd
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April 2017 – Global traders are comfortable 
with politicians

T hey may or may not agree with their 
policies, but at least they generally 
know what to expect out of them. 
Politicians say whatever is expedient 
to get elected, but their track record 
tells what we can expect them to 
actually do. Donald Trump presents a 
problem for the markets – he’s not a 

politician. He speaks his mind, which resonated with 
enough voters to get him elected President of the United 
States. He boldly stated his opposition to the status quo, 
but he has no political track record to judge what he will 
actually do while in office. Should global traders take him 
at his word, and if so, does he have the political 
experience to follow through on his promises when doing 
so requires a majority of Congressional politicians to 
co-operate? 

In the end, his success, or lack thereof, could 
significantly impact the price of grain in the 
global marketplace 

President Trump was elected based 
on his promise to restore 
government to the people, but he 
garnered the confidence of Wall 
Street based on his promises for tax 
and regulatory reform, which would 
be expected to jumpstart the US 
economy, which would in turn 
provide a boost to the global 
economy as well. His tax reform plan 
alone would be expected to lead US 
corporations to repatriate more than 
$2 trillion, creating a surge in money 

TRUMP

Arlan Suderman explains Donald Trump’s impact on commodities

supply and investment in the economy, while meaningful 
regulatory reform would add momentum for the 
economy as well. 

Trump’s economic plan could drive demand 
for commodities

Such a move would be expected to accelerate the Federal 
Reserve’s pace of raising interest rates, while drawing 
down its $4.5 trillion balance sheet of stimulus currently 
in the economy. That would normally be considered 
bullish for the US dollar and bearish for commodities, but 
fund managers have looked at it differently in recent 
months. They believe that Trump’s economic plan, if 
successfully implemented, would be inflationary – raising 
demand for commodities and other goods and services. 
As such, fund managers have shown a desire to own the 
commodities as a hedge against inflation when they gain 
confidence that President Trump’s agenda is advancing 
and to sell them when they see it become bogged down 
in Washington politics. 

The chart below represents a price regression study 
for corn, with the line representing the expected cash 

Money flow influences how corn prices ration demand
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Fund managers could find the 
commodities attractive if 
President Trump is successful at 
moving forward with tax reform 
while avoiding a trade war

TRUMP

corn price at various surplus stock levels. Note that 
actual data from recent years tends to land more than 
$20 per metric tonne either above or below that line. 
The data plots above the line are generally years in 
which speculative fund managers were bullish about 
the commodity sector, while the opposite is true as 
well. Several factors impact the final cash price of 
grain, but this illustrates that fund managers’ 
perceptions about the commodity sector in general 
impact whether the average price ends up being above 
or below where the fundamentals would suggest, 
spanning a range of up to $40 per metric tonne.

Fund managers’ perceptions of 
commodities hinge on Trump’s success

As such, fund managers’ perceptions about the 
commodities largely hinge on whether President 
Trump is successful at pushing meaningful tax and 
regulatory reform through Congress. Unfortunately, he 
has also made some comments that raise fears that he 
will trigger a global trade war. Doing so would be 
detrimental for economic growth, while also hurting 
demand for commodities. However, meetings with 
various world leaders in the first 100 days of his 
administration increase market confidence that his 
rhetoric in this case has more to do with positioning 
for the negotiation rather than a desire to take a 
position that would lead to a trade war. 

Fundamentally, US supplies of corn and wheat  
are expected to decline from the past year’s 
burdensome levels, while soybean 
supplies will likely build without 
a significant adverse weather 
event. As such, fund 
managers could find the 
commodities attractive 
if President Trump is 

“
”

successful at moving forward with tax reform while avoiding a 
trade war, but could flee from the sector at large, and grain and 
oilseeds specifically, if his efforts become mired in Washington 
politics and/or a trade war erupts. The current expectation is 
to see tax reform passed by the August recess for Congress, so 
any indications that progress will delay the process beyond that 
point will raise fears among fund managers that it may not 
happen at all. Fund managers’ perceptions towards the 
commodities can generally be judged by the performance of 
some of the major commodity indices, such as the CRB index, 
the Continuous Commodity index, etc.  

Arlan Suderman, Chief Commodities Economist, INTL FC Stone
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T 
he agriculture sector has seen several major shifts over the last century caused by 

technological advancements, the mechanisation of production and the scientific revolution. 
These events have resulted in significant gains in the productivity of producers, with much 
of the benefits seen by consumers via lower prices, and by society as a whole. With the 

digital age well and truly upon us, many people in the agtech space believe this will herald another 

major shift. For millennia now, clouds have brought opportunity of rain for producers but also risk if 

the rain isn’t received at the right times, however, it is another “cloud” that brings an unheralded 

opportunity and, similar to the rain cloud, its own fair share of risk.

This new “cloud” is the digital cloud that encompasses the internet and  
the large amount of data that is being created by people and devices. 

The rapid development of Information Technology (IT) over the last few decades has meant the data 

can now be captured, copied and stored at a small fraction of the cost, which leads to the question: 

What to do with all this data?
When you start looking at some of the trends in data that is created with more and more people 

and devices connected, the numbers are quite mind-blowing. IBM has estimated that each day, 2.5 

quintillion (1 quintillion = 1,000,000,000,000,000,000) bytes of data are created, and this is growing 

exponentially such that 90% of the data today was only created in the last two years. These enormous 

numbers are driven by mobile devices, apps and people and devices being connected, and copious 

amounts of data being uploaded and stored for future reference in large data centres around the 

world. From an Australian agriculture perspective, we are capturing large amounts of GPS data from 

seeders, headers, spray rigs, moisture monitors, weather stations and now drones from a production 

perspective, then climate data, market data and so on, to help support the decision-making process, 

including production, marketing and resource allocation. 

AGTECH 
& BIG DATA
Clouds of opportunity? David Houghton discusses the 

risks and rewards of Agtech 
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Another big issue that 
needs to be addressed  
is farm connectivity

AGTECH 
& BIG DATA

“
”

One of the “buzz” words in agriculture today is “big data”, and 

how it can be applied to Australian agriculture. In the simplest 

form, big data is all the information captured and stored as 

outlined previously in this article. This big data also represents 

big money, with corporations around the world investing tens if 

not hundreds of billions on big data projects, to try and 

understand consumer trends and behaviours that they can profit 
from. Many of you may have experienced this to some degree 

when you are on the internet. When you search and visit sites, 
more often than not “cookies” are being passed behind the 

scenes capturing what you’re looking for and where you go on 

the internet. Often you will then start seeing pop-ups or 

advertisements on the next site you visit for similar types of 

products or those related to your interests, trying to influence 
your purchasing or future browsing decisions.

Big data has huge potential but requires 
significant investment in the analytical  
tools to address the question: What to do  
with all this data? 

If analysed correctly and quickly it could provide real-time 

decision-making tools for innovative farmers, being able to 

process enormous amounts of data from an array of sources and 

then filtering that into clear and actionable activities for 
producers to act on.  To achieve this there is a level of trust and 

collaboration required that we have perhaps not seen previously.

Agriculture is not immune to these large investments, with 

players such a John Deere, Monsanto and even Google – just to 

name a few – investing heavily in the big data space, in 

particular when it relates to agriculture. This leads to my point 

about the risk that also comes with big data – Who owns the 
data? How will the data be used? 

Many believe, as I do, that if you create it, you own it. It seems 

simple, but it is clear this is not always the case. Quite often 

when you download an app or use a system you will get all these 

Terms & Conditions or Product Disclosure Statements (PDSs) 

(often pages and pages) pop up on your screen or form part of an 

agreement you sign when purchasing new equipment or services. 

These are all written in long-winded legal language that you 

either accept or you cannot proceed. What is quite often in the 
“fine print” are details around how your information will be 
used. To prove this, the other day I checked my bank account 

PDS and was a little surprised at some of the statements made 

about how my information would be used. Essentially they would 

use it, however, they wanted to share it with whoever they 

wanted to, to essentially help offer me more products and 

services that would ultimately make them more money.

If this was applied to all the data created on farms around 

the world, how and who would use this to profit from it? Would 
global traders or hedge funds be using this information to trade 

futures markets to the detriment of farmers? Could banks use 
this information to more accurately value properties and 

influence their lending practices? Could environmental groups 
access data and exploit farmers to push their own agendas?  

I unfortunately don’t have the answers to these questions at 

this time. While I recognise the huge potential that big data has 
for Australian farmers, we need to be proactively involved in 

this space and not be left behind. I also strongly believe that 

governments need to put in place the necessary framework to 

protect those that create the data, as only then will it facilitate 

the sharing of data and put in place the necessary analytical 

systems and tools to help producers benefit from this digital 
revolution that is upon us. Having said this, I feel we are well 
placed with organisations such as the CSIRO and GRDC to act 

as the gatekeepers or protectors of producer data, who have the 

skills and knowledge to optimise the collection, storage and 

analysis of these enormous data sets to support effective 

real-time decision making. In a recent article, Big Data in Smart 

Farming - Review (Wolfert et al., 2017), they identified the 
most important key issues as being:

 

•  Data ownership 

•  Data quality 

• Intelligent process and analytics 

• Sustainable integration of big data sources 

• Business models 

• Openness of platforms. 

Another big issue that needs to be addressed is farm 

connectivity. The NBN had huge potential to deliver this, 

however, as is so often the case, rural and regional Australia 

appears to be neglected again as the rollout has been 

substantially reviewed and in many cases substituted with 

sub-par satellite services. 

In conclusion, if we can address some of the risks and issues 

identified throughout this article, we are certainly entering an 
exciting and innovative era of farming in Australia. Agtech 

could improve efficiencies not only in farming practices but 
supply chain efficiency, which will help Australian grain stave 
off increased competition from the likes of the Black Sea. I 

would like to think the opportunities outweigh the risks, and 

with some leadership from government and industry bodies, the 

Australian agriculture sector, and in particular producers, we 

will be able to access the benefits that big data and associated 
analytics present.  

David Houghton, Head of Systems, Market Check
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FREIGHT 
RAIL FOCUS
A 

NEW parliamentary inquiry is shining a light  
on Australia’s rail industry, with high hopes  
the findings could prompt a fresh approach to 
efficiency-focused investment in the country’s 

freight rail network.
The Senate Standing Committee on Rural and  

Regional Affairs and Transport will this month begin 
hearing evidence as part of the State of Australia’s Rail 
Industry inquiry, which will examine issues such as 
barriers to growth and improved productivity in the  
rail industry, particularly manufacturing.

The hearings coincide with major announcements 
around the greatly-anticipated Inland Rail project between 
Brisbane and Melbourne, which is a major beneficiary  
in this year’s Federal Budget. 

The Federal Government committed $8.4 billion  
to begin construction on the Inland Rail project earlier 
this month, with farmers now hopeful of seeing work 
commence on sections of the Moree to Narrabri line  
as well as Parkes to Narromine – both running through 
major grain-producing regions in NSW – which are both 
operating below 25-tonne axels which significantly 
reduces load limits.

 The Federal Government also recently announced  
two significant upgrades to rail bridges in central  
west NSW, which will see timber bridges replaced  
with reinforced concrete culvert structures. 

Most importantly these bridges will be designed  
and built to Inland Rail engineering specifications, with 
hopes that a major government cash injection will be 
enough to see construction on the project commence  
later this year.

From a grains industry perspective,  
the reinvigorated focus on rail is long 
overdue given the rising freight and 
logistics costs of getting each year’s 
crop to port. 

A comprehensive analysis of Australia’s grain supply costs 
by the Australian Export Grains Innovation Centre 
(AEGIC) in 2014 found supply chain costs for wheat 
travelling 200km from farm to port started at A$60-75 a 
tonne, or approximately 30 per cent of the cost of 
production, and was “generally the biggest single cost 
item for a grain producer in a typical year” although  
noted major differences and variations in supply chain 
sites between states and regions across Australia.

According to that same AEGIC analysis, there are a 
number of current and planned supply chain investments 
which it said were “part of a trend whereby grain exporters 
are developing integrated supply chains that include 
up-country receival through to export port facilities”.

High costs have forced major players in the sector to 
take logistics into their own hands in recent years, leasing 
their own trains or building their own rail loading 
facilities in a bid to drive down crippling freight costs 
which not only significantly impact on grower returns  
but are threatening the export competitiveness of the 
Australian grains industry.

Late last year negotiations were completed for a major 
joint venture between GrainCorp and Sydney-based 
company, Maritime Container Services (MCS), to utilise its 
intermodal facility to load and pack grain bound for Port 
Botany, Australia’s second-largest container port. 

Ag export growth prompts major freight rail focus, writes Lucy Knight  



When looking at freight 
policy, there is a need for 
government and industry 
to consider strategies ”
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Maritime Container Services (MCS) Site (Australia’s second-largest container park), 2015 - Photo supplied by Brett Duczmal, Grains Adviser to MCS.

The deal turns on its head the way containerised grain has traditionally 
made its way into the Sydney port.

 
The project, which will be operational next year, will enable bulk grain to be moved by rail into 
Sydney rather than being packed into containers up country. Empty containers will be packed in 
purpose-built grain handling facilities at St Peters, near Sydney airport, and will be loaded to vessels 
via MCS’s container rail port shuttle. The facilities will run as an extension of GrainCorp’s storage and 

handling division.
 Grains consultant and CEO of MCS Grain, Brett Duczmal, facilitated the venture 

and says a new approach was required to more efficiently deal with the dramatic 
growth in wheat exports (primarily driven by demand from Asia) over the past 
decade.

 Following the Senate Inquiry, Mr Duczmal hopes the government will establish 
a steering committee with a broad range of stakeholders to determine the best way 
to allocate funds to improve rail logistics in Australia.

A coalition of seven major Australian freight rail businesses has already told the inquiry that 
policies are needed which are targeted at investments that reduce the cost of rail operations and 
improve supply chain efficiencies, including lifting workplace productivity and investing in 
technology.

A submission tabled by the Freight on Rail Group argues there are three main industry drivers 
needed in any productive and efficient rail sector – these are lowering costs and modernising the rail 
network, heavy vehicle pricing and investment reform, and improving service offering.

“
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It is essential the development includes 
port to port access, effective intermodal 
access and a competitive freight price 
compared with road

“
”
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Maritime Container Services (MCS) Site (Site also provides 
intermodal services as seen in this image, by train and truck), 
2015 - Photo supplied by Brett Duczmal, Grains Adviser to MCS

“When looking at freight policy, there is a need for 
government and industry to consider strategies that will 
help lower the unit cost of rail freight transport and in 
turn lead to greater efficiency and productivity in the 
sector,” the group’s submission states.

“The nature of the rail industry with high fixed costs 
and underutilised capacity hampers the efficient use of 
rail infrastructure. This, together with current 
regulatory and operational arrangements that vary 
across state borders and a legacy of poor planning and 
underinvestment in some rail infrastructure and 
terminal precincts, has led to gradual inefficiencies, 
despite rising freight volumes.”
Rising freight volumes is one of the key reasons behind 
the government’s enthusiasm for the Inland Rail project. 
According to Infrastructure Australia, the land freight 
task between Brisbane and Melbourne is set to increase 
by 26 per cent over the next decade, or from about 4.9 
million tonnes last year to 13 million tonnes by 2050.

Australian Rail Track Corporation, which has carriage 
of the project, estimates one Inland Rail train will 
support the movement of approximately 2500 tonnes of 
freight in a single trip, equivalent to taking 110 B-double 
trucks off the roads. Two million tonnes of agricultural 
freight will switch from road to rail, with a total of 8.9 
million tonnes of agricultural freight diverted to inland 
rail. Meanwhile it predicts rail costs for inter-capital 
freight travelling between Melbourne and Brisbane will 
be reduced by $10 per tonne.

Overall, the project takes advantage of 1200km of 
existing rail corridor and will involve the construction 
of around 600km of new track.

National Farmers’ Federation chief executive, Tony 
Mahar, says a modern, efficient inland freight rail system 
is crucial to the ongoing international competitiveness 
of Australia’s food and fibre industries.

Mr Mahar says currently, logistics are the largest 
single-cost item in the production of many agricultural 
industries, amounting to as much as 48.5 per cent of 
some farm-gate costs, and the proposed Inland Rail 
project would offer “significant benefits to the future 
prosperity of the farm sector”.

“It is essential the development includes port to port 
access, effective intermodal access and a competitive 
freight price compared with road.

“Farmers require a least-cost pathway to market, and 
inland rail has a large role to play in delivering this.”

The Senate Committee will table its final report in 
October this year. 

Lucy Knight, Journalist, Freelance Journalist
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Lloyd George, Market analyst & 

founder, Ag Scienta

Attention turns to weather 
forecasts

Farmers have been more reluctant sellers of 
on-farm wheat supplies after keeping large 
volumes of wheat and barley in farm storage 
following last year’s massive harvest. 
Despite the poor summer crop in 
Queensland and northern NSW, domestic 
grain consumers are comforted by the large 
volume of unsold wheat and barley still on 
farm. Most domestic users have bought 
some strategic coverage through the year 
and are patiently buying the remaining 
needs as growers gradually market their 
on-farm supplies. 

Queensland and northern NSW grain 
prices remain elevated after jumping by $30 
a tonne in early February as it became 
apparent the hot, dry summer had 
dramatically reduced the size of the 
sorghum crop. Many are now saying it will 
be the smallest sorghum harvest in 20 years. 

The sharp run-up in the northern grain 
prices serves as a reminder of how quickly 
prices can react to changes in the weather, 
even when supplies are plentiful. Attention 
has turned to the 2017 winter crop where 
farmers are waiting for a general autumn 
break to commence seeding. Grain farmers 
have already slowed sales of on-farm grain 
as they wait for rain. 

Good March rain in Queensland and the 
northern half of NSW has replenished soil 
moisture reserves and levels these areas 
well-positioned for winter crop plantings, 
although farmers will be looking for top-up 
rain in April before commencing planting. 
Southern NSW, Victoria and South Australia 
were mostly dry in March.

It’s early days for the 2017 cropping 
season, as most farmers don’t like to start 
planting early crops until mid to late April, 
but the drier-than-normal seasonal outlook  
is a worry. 

The extended weather forecast by the 
Bureau of Meteorology for Australia points 
to drier-than-normal conditions through 
autumn and the start of winter. April to June 
rainfall is likely to be below average over the 
southern two-thirds of mainland Australia. 

 
 

T
he Australian farmer has made big 
inroads in marketing last season’s 
record large grain harvest, 
although the pace of sales has 

recently slowed as they wait for an autumn 
break to start planting the 2017 crop.

Consensus is that east coast farmers have 
already sold more than three-quarters of the 
wheat that was delivered into GrainCorp and 
other bulk handling companies from last 
year’s harvest. Most farmers have sold wheat 
for cash flow and to limit storage costs. Low 
prices were hard to stomach, but the 
bumper yields eased the pain. 

Aided by the front-loaded farmer selling, 
grain exporters have been busy. Australia’s 
wheat and barley exports for January and 
February were record large and the shipping 
pace is expected to remain strong through 
until at least May/June.

The decision by farmers to sell most of 
last season’s wheat stock, rather than 
carrying it, has been justified by the flat 
grain prices seen in most areas. Global 
markets are still digesting record large world 
wheat supplies, and this is steadying prices. 
This pattern appears unlikely to change 
without the emergence of a significant 
weather problem.  

“The sharp run-up in the 

northern grain prices 

serves as a reminder of 

how quickly prices can 

react to changes in the 

weather”



OP I N I ON

SOWING ISSUE 2017  31 

Inflation impacting commodities

I
nflation and commodities typically 
exhibit a high level of correlation. This 
correlation can work in two ways – either 
inflation can increase off the back of a 

rally in say oil prices, or inflation levels and 
inflation expectations can cause an increase 
in commodity prices as people will prefer to 
buy goods and services now with the 
expectation that prices will be higher in the 
future. 

After the last two to three years of 
relatively stagnant growth, the global 
economy is recently showing some positive 
signs of economic growth and an increase in 
general levels of optimism stemming from 
improving economic data and the proposed 
Trump administration’s policies. An increase 
in global levels of inflation and inflation 
expectations has followed. Inflation 
measures in Europe, China and the US have 
all risen in the first quarter of this year, and 
general prices of commodities have been 
stronger. Many composite commodity price 
indexes formed a trough at the beginning of 
2016, after a long bear market that has been 
underway since prices peaked in 2012. The 
bear market was a function of low growth, 
low inflation, a strengthening US dollar and 
demand-supply mismatch issues. Many 
commodity markets are now rebalancing 
from a demand-supply perspective and 
responding positively to improving 
economic growth. 

Financial institutions and investment funds 
view commodities as an investable asset 

class and an opportunity to diversify their 
investment portfolios. In a higher inflationary 
environment, funds will often aim to 
re-weight their portfolios to have greater 
exposure to assets that have higher relative 
performance during inflationary periods i.e. 
buy commodity ETFs (Exchange Traded 
Funds) and futures. This dynamic can be 
observed with the recent increase of money 
flow being allocated to long-only 
commodity-linked ETFs; close to $3 billion 
monthly inflow was added in February, 
which was the largest inflow since July last 
year. 

Agricultural commodities, specifically corn 
and wheat, have been underperforming 
broader commodity markets due mainly to  
a general glut in the market resulting in a 
large supply-demand mismatch. This 
mismatch will take longer to rebalance than 
other commodity markets such as industrial 
metals due to seasonality of supply, 
although gains in wheat and corn this year 
can be partially attributed to the reflationary 
trade and inflow into futures and ETFs. 
Managed money longs were recently at 
levels last seen when wheat was trading 600 
cents a bushel but has retreated since with 
crop conditions for all the major growing 
regions looking good at this stage of the 
year. Inflationary pressures and increased 
inflationary expectations may help to 
support agricultural commodity prices in the 
short term but are probably not substantial 
enough to move markets significantly higher.

Increased inflationary 
expectations may help 

to support agricultural 

commodity prices in 

the short term

“
”

Will Cripps, Senior commodity 

adviser & research, Market Check
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I
f ever there was a test for the usefulness 
of silo bags, the last harvest was the year, 
and their increasing use has brought to 
the fore a number of factors to ponder as 

the year progresses.
Now that harvest is behind us it is worth 

thinking about what grain is out there, what 
quality it is likely to be, and where it is likely 
to be consumed.

Anecdotally, bulk handlers are reporting 
that of the grain stored in the system, 
between 70% and 90% has been sold. 
Traditionally we see higher grades and 
export-quality products delivered to bulk 
handlers, with lower grades and feed 
quality stored on farm. Given that it was a 
big harvest, this would indicate that the 
bulk of the remaining carry out from last 
harvest remains on farm and a higher 
volume will be in bagged storage  
this year.

While bagged storage has been 
traditionally thought of as surge capacity 
and not a longer-term storage solution, 
improvements in the preparation of storage 
areas and grain husbandry have seen an 
increase in the volume and length of time 
they are utilised.

From a consumer’s perspective, our 
concern is DIFOTIS (Delivery in Full, On 
Time, In Specification), so provided the 
grain has been cared for correctly and 
arrives at its destination on time and in line 
with the specifications agreed at the time  
of purchase, we have no opinion on the 
method of storage. However, the use of  
silo bags does impact our business from  
a logistics point of view.

Why do silo bags increase 
logistical risks?

Traditionally, consumers call on a number  
of suppliers each week to deliver to their 
mills in order to spread their delivery risk. 
As an example, Ridley may call on a grower 
supplier to deliver their 200mt contract over 
a two- to three-week period. Given the 
logistics of out-loading from a silo bag, 
Ridley is increasingly seeing requests for 
grower suppliers to commence and 
complete their delivery within a week, citing 
silo bag storage and access to out-loading 
equipment as the reason for requiring a 
short execution program.

This increase in deliveries from one 
supplier changes the risk profile for the 
consumer, as the reliance on that supplier  
to perform on all their deliveries leaves less 
margin for error on deliveries. Should the 
supplier fail to perform for any reason – for 
example, quality issues, mechanical 
breakdown or driver hours restrictions 
– then the consumer is forced back into the 
prompt delivery market to fill any shortfall 
(generally at a premium to the market) and 
wash out the non-performing supplier. This 
creates additional work for the consumer 
and supplier, in addition to the feeling of 
disappointment on both sides of the trade.

Silo bags have been well utilised this year 
and will continue to be in coming harvests, 
but when it comes to selling and execution of 
grain from this storage method, be sure you 
communicate with your customer. Ensure that 
you can meet the quality specification they 
are paying for, and discuss the storage 
method and execution plan with them to 
ensure that you can agree on a plan that 
meets the needs of both parties.

From a consumer’s perspective, 

our concern is DIFOTIS (Delivery 

in Full, On Time, In Specification)
“

”

Stephen Howells, National 

Merchandising Manager, 

Ridley Corporation
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Debunking 
correlation myths

Tom Basnett, General Manager, 

Market Check

T
wo misconceptions exist in the 
grain market with respect to 
correlation. One misunderstanding 
is that correlations between 

Australian wheat and US wheat have broken 
down. The second is that Australian wheat 
values are negatively correlated with the 
AUD/USD exchange rate. These two 
“correlation myths” are evident in both the 
wider grower community and also among 
many traders, merchants and consumers.

Australian wheat prices are highly 
correlated with US wheat prices, which 
means CBOT & KCBT wheat futures/options 
are an effective tool to manage exposure 
(particularly downside exposure) to 

Australian wheat prices. This 
correlation exists basically 
because Australian and US wheat 
compete for market share in the 
same export market.

In the eight marketing years 
since deregulation in 2008, the 
average correlations between the 
Chicago Board of Trade (CBOT) 
wheat contract and Australian 
APW wheat in Port Kembla and 
Port Adelaide has been 81.5% 
and 81%, respectively. 
Correlations have averaged 63% 
in Kwinana, which is lower than 
the east coast due to a poor 
correlation during the 2008/09 
season. Seven-year correlations 

come in at 83%, 85% 
and 75%, respectively. 
The correlations are 
illustrated in the top 
chart, which compares 
APW1 to the CBOT 
wheat contract in AUD 
per metric tonne since 
deregulation. Over the 
same period, 
correlations to KCBT 
wheat have been 
marginally better than 
CBOT.

Generally, markets have become 
“disconnected” (i.e. correlation weakened) 
when domestic wheat prices have 
strengthened relative to CBOT (i.e. basis has 
strengthened). This has created excellent 
opportunities to add value by holding a 
short hedge in CBOT against physical wheat 
that we own here in Australia.

Another common misconception is that 
Australian wheat values are negatively 
correlated with the AUD/USD exchange rate. 
Often we hear the mistaken comment that  
“a weaker AUD/USD will be good for Aussie 
prices” or a stronger AUD/USD will “push  
our prices lower”. 

All else being equal, a weaker USD will 
push USD-denominated commodities higher 
and a corresponding rally in the AUD will 
offset a higher USD price; the AUD 
equivalent will be unchanged. Obviously  
this is not always the case in practice – 
sometimes a stronger AUD isn’t offset by  
a higher USD price because global wheat 
fundamentals might be turning bearish, for 
example. 

The chart to the bottom left plots CBOT 
wheat in AUD per metric tonne on the 
bottom axis, against the AUD/USD spot 
price on the left axis from February 2003  
to present. If anything, there is a positive 
correlation, certainly not a negative one.  
The lowest domestic prices have by chance 
corresponded with the weakest AUD/USD. 
Over the past 14 years, when the AUD/USD 
has traded over 1.00, the swap has averaged 
A$261/mt, and when the AUD/USD has been 
0.70 and lower, the swap has averaged 
A$225/Mt.

The belief that a higher AUD hurts 
Australian wheat prices and vice versa is 
incorrect. The reality is that there is barely 
any correlation between the AUD/USD 
exchange rate and the AUD price of CBOT 
wheat (which we know is 80%+ correlated to 
Australian cash wheat values). If anything, we 
have seen higher domestic cash prices when 
the AUD/USD has been stronger.

Often there’s a difference between 
perception and reality in markets, and 
unfortunately this can distract market 
participants from the bigger picture of 
focusing on implementing tried and tested 
strategies that perform over the long term.
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In a world swimming in lower protein  

wheat and feed grains we saw significant 
premiums for higher protein emerge over 

harvest, and remain in place in the 
subsequent months. Our view is that much 
of the higher protein has been marketed by 

the grower, as domestic millers sought to 
capture as much of their required stocks as 
possible rather than let eager international 

buyers step in. The mid-lower protein end 

of the market has also been an interesting 

ride – ASW1 prices were placed under 
serious pressure towards the back end of 
harvest as it became clear that this was 
easily the most abundant grade in the 

country. Traders were eager to sell ASW1  
in favour of buying APW1 so they could fulfil 
the huge demand from India, pressuring 

that grade spread early in the piece. 
Subsequent price action has seen a 
recovery in ASW1, both in flat price and 
basis, as more routine export business  

has been conducted.

We will be watching with great interest how 
the next few months play out from a global 

trade perspective as we continue to chew 
through an unprecedented volume of wheat 
in this country. Without a major production 
hiccup somewhere in the northern 
hemisphere, the market is likely to remain 

under pressure. The Black Sea FOB market 
is inverted (i.e. new crop prices $10-$15 
lower than the spot market), the US has 

planted a record low amount of wheat acres 
but is struggling to export enough volume 

to clear the decks, and the EU is looking to 
recover from last season’s weather-
disrupted harvest.

– Tim Phelps, Market Check

Australian wheat has done a great job of 
finding demand at current values. 
Cumulative export pace to the end of May 
2017 is only slightly behind the record 
export pace set in 2011/12. After a slow 
start to the marketing year, wheat exports  

for the 2017 season picked up in January 
with average monthly export pace at the 
end of April sitting at 1.85MMT, compared  
to 2011/12 at 1.98MMT. It was crucial that 
our wheat export program shot out of the 

blocks this year, in order to clear as much 
stock as possible before fresh harvest 
supplies come online from northern 
hemisphere competitors around July 
onwards. 

The challenge is going to be whether we 
can maintain our export competitiveness, 
and therefore our export pace, into the 
second half of the year. If we want to avoid  
a significant build in ending stocks, we 
realistically need to ship around 24MMT for 
the marketing year (October-September), 
which is an average monthly pace of 2MMT. 
This has only been achieved once before; 
the five-year average export volume is 
closer to 18MMT. This implies that we need 
to average over 2MMT per month for the 

remainder of the marketing year, which is 
not out of the question, but it does depend 

on Australia maintaining price 
competitiveness into major import markets. 
Whether India remains a keen buyer of 

wheat will go a long way towards 

determining our ability to shift the required 

volume, as the subcontinental giants have 
accounted for over 20% of shipments so far.

The composition of the Australian crop 
was largely in line with other major 
producers around the world, with the main 
theme being “big yields, lower protein”. 

WHEAT
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Australia wheat export pace 2011/12 vs current

Current season monthly export pace compared to 
2011/12, which was the record-setting season for 
most exports in Australian history at 24.6MMT.
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The export pace for 
barley has been nothing 
but impressive, helped 
by an increase in export 
demand for malt barley 

Unfortunately, as we progress further into 

the season we come up against more 
competition from northern hemisphere 
grain that needs to be exported. 

Therefore, we generally see a rapid decline 
in our export pace from May onwards. 
Outside of this, the market is watching 
weather very closely as northern 
hemisphere crops go into key 
developmental stages, but so far all is well.

 Considering the historically low price of 
grains, including barley, any weather issues 
will be quickly priced into the market. 
Domestically, our barley plantings for the 
2017/18 season are expected to decline 

after back-to-back seasons of mediocre 
pricing. This will help tighten up our 
balance sheet, resulting in any production 
issues being more pronounced in their 
effect on pricing. For the remainder of this 
season it’s unlikely we will see a big rally in 
pricing assuming average weather. 
Therefore, rallies of between $10 and $15 
per tonne should be viewed as selling 

opportunities throughout the remainder  

of the season, unless you’re willing to carry 
stock through to the new season.

– Nick Crundall, Market Check

The Australian barley market is in uncharted 
territory this season with our production 
topping 13.4 million metric tonnes (MMT), 
4.8MMT over the five-year average! The 
downside to this has been sustained low 

pricing this season as Australian exporters 
battle to get sales on to compete against 
other origins (Black Sea, EU and US 
sorghum) into key import destinations.  

As with our wheat pricing, our export 
competitiveness is the key driver of price 
this season as we try to “clear the decks”  
to avoid a hangover next season of large 

carry-out stocks.
The export pace for barley has been 

nothing but impressive, helped by an 

increase in export demand for malt barley. 
We have exported 6MMT to the end of 

April 2017, which is around 1.4MMT higher 
compared to the largest records set back in 
2014. We are expecting exports could reach 
around 8MMT, which is 1MMT larger than 
2014. An export pace that is running this 
fast would naturally help support prices as 
stock becomes difficult to acquire, however, 
as mentioned above, the sheer size of the 

crop this season means that this is viewed 
more as necessary rather than bullish. The 
China-Australia Free Trade Agreement has 
been a major factor, with exports ramping 
up aggressively versus last season. 

If we leave the past and look forward,  

the outlook for barley remains dependent 

on export pace. 

BARLEY

”
“
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At these current wheat and barley prices 
it’s only natural that we are expecting an 
increase in pulse hectares planted. 
Therefore, it is important that growers 

have some sort of understanding of 

what the pulse market will look like for 

the coming year for chickpeas and faba 
beans.

The outlook for Australian chickpeas 
looks healthy, with excellent demand 
out of India driving our domestic market 
higher. Drastic reductions in crop size 
from the subcontinent have created a 
bullish sentiment in the chickpea 
market, so we can expect firm pricing 
for the 2017/18 season. Our main 
competition for the Indian market comes 
out of Canada, who produce a yellow 
pea that India purchases for human 
consumption. Pulse planted area has 
increased in Canada this season for the 
same reasons witnessed in Australia, 

however, this is in response to rising 

global demand.

The outlook for faba beans isn’t nearly 
as favourable as it is for chickpeas, with 
our main export destination, Egypt, still 

in the grip of a few economic issues. 
Domestically, we are seeing huge 
ending stocks with most of the crop 
from the past two seasons still sitting  

on farm. This is not surprising given 

delivered packer pricing options sit in 
the low $200’s per metric tonne. All 
sorts of issues plague the Egyptian 

market, including from corruption from 
counterparties within Egypt and a 
severe devaluation in the Egyptian 

currency contributing to rising costs on 
imported goods. Combine this with 

increasing competition out of the Black 
Sea, and the faba bean market paints an 

increasingly bearish picture.
The 2017/18 Australian lentil crop is 

currently estimated at around 350,000t, 
which is a 10% drop on last year’s crop. 

Lentil competition is expected to increase as 
Canadian farmers are expected to ramp up 
production this season. Demand from the 
subcontinent countries is still expected to be 
strong, but the Indian government is 

reviewing pulse tariffs and could potentially 
reinstate lentil tariffs to protect local growers’ 
prices.

There is a general view that India still needs 

to build stocks after a few lean years, and as a 
result, demand is expected to remain strong.

– Edward Nankivell, Market Check

PULSES
“

”

The outlook for Australian 
chickpeas looks healthy, with 
excellent demand out of India 
driving our domestic market 
higher
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This is the first time since 2012 
that the canola to wheat price 
ratio has exceeded 200%

canola. If we assume a similar planting 
response from the grower, we could be 
looking at planted hectares for canola in 
Australia this season at or above 3.3 million 

hectares.
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A fair assumption that we believe can be 
made is that canola prices will remain 
volatile right through the growing season  

as the market continues to be influenced by 
crude oil, soybeans and weather conditions, 
both domestically and offshore. Recent 
weakness in the crude oil market has also 
been a drag on global oilseed futures, but 

Australian growers will increase their sowing 
rates of canola substantially this season due 
to the price premiums and good planting 
rains across most of the east coast. The 
oilseed complex has come under significant 
pressure of late due to a huge South 

American soybean crop about to hit the 
market. However, non-GM canola appears 
to have support, given the tight ending 

stocks in Europe and Canada. 
Given the current price relationship 

between wheat, barley and canola, we are 
expecting to see a 30-40% increase in 
hectares dedicated to canola this year.  
As a result, we’re expecting total hectares 
planted to canola to rival the previous 
record from 2012 when price relationships 
were very similar to current levels. The  
chart depicts the average March track Port 
Kembla price for canola compared to APW1 
wheat, then plotted against the new crop 
planted hectares. This is the first time since 
2012 that the canola to wheat price ratio has 
exceeded 200%; the last time it happened 
we saw 3.3 million hectares planted to 

CANOLA
technically these markets have all exhibited 
strength around current levels in the last 
few months.

Ending stocks & stocks to use for both 
MATIF rapeseed and ICE canola are 

particularly tight. Harvested 
tonnes of canola will be up 
globally this season 

throughout the EU, Black 
Sea and Canada. However, 

given the lack of ending 
stocks and the huge global 
appetite, it will take at least 

two seasons of above-

average crops to bring 
stocks back to comfortable 
levels. Since early March 

we’ve seen MATIF and ICE rapeseed prices 
move lower. But there is plenty of time 

between now and any fresh supplies of 

canola globally for a supply-led rally to 
occur, which will provide a good 
opportunity to hedge or sell some flat price.

– Richard Hall, Market Check

”
“
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Who said what?
Win a Market Check pack – Guess which  
Market Check employee made each wise crack

Tom  
Basnett

Ben  
McClusky

Julie
Paine

Nick  
Crundall

Tom  
Borowski

Email your answers to: agdesk@agrisk.com.au

I’ll tell you 
something about 

weevils, they 
don’t breed when 

they’re dead

Work hard in 
silence, let 
success be 
the noise

Mess with the 
bull, don’t mess 
with the hornsI went to the 

gym in my 
white chinos 

once...
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Andrew  
Retallick

Richard
Hall

Edward 
Nankivell

Will  
Cripps

Winston  
Bradley

R O U N D  T H E      B O W S E R

Those steamed 
veggies remind me 

of the smell of 
steamed veggies

Go out with the 
boys, back up 
with the men

You want 
some ice with 

that burn?

Look at me, 
I’m an upside 
down triangle

Get the 
chooks on 
the roof

Pick up the ball 
and run it 
straight

I love a bit of tikki 
masala, Josh 

Rogan and butter 
chicken.
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