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OLD CROP – LOOKING BACK AT 2015/16 

This past year proved to be another exciting year as traders still try and work out how we value our markets compared to 

export markets post deregulation. We have seen global prices fall to decade lows which have its own challenges in terms of 

growers disengaging in Australia as well as internationally. 

Immediately post deregulation we saw a strong desire to own the supply chain as well as owning both the grower and the 

consumer. However the large losses in the trading community over the last 18-24 months has called into question the value 

that traders were willing to pay to pursue these strategies. 

This has had two immediate effects: 

1. It has created great ASX vs. CME/KCBT trading opportunities as the market tries to “right price” Australian grain values. 

2. It has encouraged traders to use the ASX market as an increasingly preferred hedge tool 

“One of the most interesting aspects this year has been how ASX basis has 

related to both the KCBT and the CME futures.” 

Basis moves - This is best illustrated 

in the chart of ASX basis vs CME/KCBT 

which shows there has been a basis 

range of 15-70 AUD/MT vs CME and 20-

80 AUD/MT vs KCBT throughout the 

2015/16 season. In the expected year 

of low volatility and depressed prices, 

trading ranges of 55 AUD/MT and 60 

AUD/MT on the respective basis levels 

is rather significant and provided 

plenty of opportunities for market 

participants. 

From July through to early September, CBOT wheat futures fell over 130 USc/bu and hence it was no surprise to see basis 

strengthen to its highest levels for the season (70 AUD/MT). It also coincided with growing concerns of an El Nino weather 

pattern developing and impacting key Australian growing regions – however, none of the usual hot and dry symptoms were 

seen as we approached harvest. These strong basis levels pre-harvest encouraged greater selling by market participants 

compared to normal as traders ‘cashed in’ on long basis holdings in a bid to avoid the usual crunch in prices at harvest. 

CBOT wheat futures rebounded 70 USc/bu in the lead up to harvest and just as Australian values struggled to realise the 

extent of Chicago futures losses on the way down, they also failed to match the rise in futures as the market headed north. 

Hence the lowest basis levels of the 15/16 season (and broader lowest basis levels seen in the past 2-3 years) were seen just 

before harvest kicked off in earnest and allowed storage and handling operators and other market participants to purchase 

ASX contracts and hedge with an increased degree of confidence. 

The trend of Australian price values not realising the extent of Chicago futures gains and losses continued throughout the 

15/16 season, i.e. basis strengthening in the wake of falling Chicago futures and vice versa, basis weakening typically when 

we saw futures rallying. This has presented attractive trading opportunities, particularly when CBOT wheat was reaching the 

lower and upper limits of trading ranges. With CBOT wheat hitting technical trading barriers, and coupled with macro factors 

such as fund positions and basic S&D fundamentals, ASX basis was typically at its most extreme levels and thus provided 

traders with opportunity. 
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ASX vs. CME/KCBT basis stability - For a large chunk of the 15/16 season – we saw a rough basis range of 30-40 

AUD/MT from mid-December though to early June. This was rare compared to the prior two seasons which saw significant 

volatility in basis along with generally much higher basis levels. Since June, basis has strengthened significantly, caused again 

by the huge fall of Chicago futures (100 USc/bu ++). We have also recently witnessed ASX front month contracts going from 

a 10-15 AUD/MT discount to Jan-17 ASX to reach close to a 10 AUD/MT inverse (hence a 20-25 AUD/MT bull-spread swing). 

This is not an uncommon event to occur as we approach a new crop season and is often traded by the market looking for 

such opportunity.  

“In terms of the local market we have seen several traders use ASX as a hedge 

tool against the container export market (DCT market) as well as the delivered 

market stretching from QLD, across NSW into Victoria.” 

Trading opportunities - Whilst the 

spread typically averaged close to 33 

AUD/MT for the year, a few dollars 

above the average over a longer time 

period, we did see some rare instances 

where the spread came close to full 

execution levels of 40 AUD/MT (in mid-

October and again in late June) – this is 

clearly very attractive to exporters who 

can lock in such spreads.  On the flip side, 

on the low end of the spread, at 25 

AUD/MT we saw decent opportunities to 

buy DCT and sell ASX NSW wheat for 25 

AUD/MT in early Mar’16. 

 

NEW CROP - LOOKING AHEAD TO 2016/17 

Weather and the Australian crop - The new crop is progressing in an encouraging manner with extremely beneficial 

rainfall across the east coast (particularly NSW), along with WA, and to a lesser extent, SA. The result is growing forecasts on 

the crop and with another year of large global production and stocks, winning export business will be another challenging 

proposition. 

Over the past three months, NSW and SA have received above average rainfall, whilst the dry regions of Wimmera, Mallee, 

and the important Darling Downs region, have also received relieving falls. Hence the vegetative health of our key growing 

regions is continuing to improve by the day with the biggest concerns being that certain areas (Southern NSW / Central NSW) 

could be too wet. 

Impact on the Australian market - The predicted large crop should mean good export opportunities as well as good 

local trading opportunities here. However one of the biggest impediments is how to get direct grower engagement at the 

current low prices. This is where ASX is turning out to be of great value to building a new crop book.  We have consistently 

seen ASX trade at levels well below those levels where growers would want to be sellers. This has particularly been the case 

for the new Eastern Australia Wheat contract where we have seen some very attractive new crop trades go through in both 

the Jan-17 and Mar-17 contracts.   
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International outlook - Internationally we are still trading at decade lows and the balance sheet is heavy. However there 

are a lot of signs that we are beginning to see a bottom in most areas which would typically mean lower volatility in grain 

markets. However we continue to see funds run massive long/short positions in CME futures across all the key grains (Wheat, 

Corn and Beans) which means that we will likely see volatility well beyond what the grain supply and demand situation would 

warrant. 

This once again means more opportunities for ASX basis positions for the traders who trade global books with appropriate 

risk appetite. On the other hand it will mean that for the traders who are more focused on the local market and with less risk 

appetite the ASX will be a safer hedge market (and one with much closer correlation to the local markets - being it delivered, 

track or DCT). 

The big question this year - For the basis traders is what basis level is export parity really going to be? Over the last 5 

years basis has been as low as 28 AUD/MT under and as high as 78 AUD/MT over (a range of 106 AUD/MT) – AND we have 

had solid export programs on in all those years. 

 

SUPPLY AND DEMAND – 16/17 ESTIMATES 

Australian wheat production up 1.5-3 million MT (at this stage) MT vs. 15/16 

Australian Wheat 16/17 (MMT) QLD NSW VIC SA WA TOTAL 
Total Estimated Supply 2.1 - 2.3 6.7 - 7.3 5.0 - 5.6 4.5 - 5.0 11.6 - 12.8 30.0 - 33.0 

Total Estimated Domestic Use 1.4 - 1.6 2.5 - 2.7 1.6 - 1.8 0.68 - 0.76 0.7 - 0.78 6.9 - 7.6 

Total Estimated Exports 0.53 - 0.58 2.1 - 2.4 2.2 - 2.5 3.6 - 4.0 8.2 - 9.1 16.8 - 18.5 

Estimated Carry Out 0.13 - 0.25 2.0 - 2.2 1.1 - 1.3 0.23 - 0.25 2.7 - 3.0 6.2 - 6.8 

 

Australian Barley 16/17 (MMT) QLD NSW VIC SA WA TOTAL 
Total Estimated Supply 0.68 - 0.76 1.0 - 1.1 1.9 - 2.1 1.8 - 2.0 3.8 - 4.2 9.1 - 10.0 

Total Estimated Domestic Use 0.54 - 0.60 0.69 - 0.77 1.2 - 1.3 0.40 - 0.45 0.45 - 0.49 3.3 - 3.6 

Total Estimated Exports 0.05 - 0.06 0.14 - 0.15 0.22 - 0.24 1.2 - 1.3 2.6 - 2.9 4.2 - 4.7 

Estimated Carry Out 0.09 - 0.10 0.19 - 0.21 0.48 - 0.53 0.14 - 0.15 0.71 - 0.79 1.6 - 1.8 

 

Australian Canola 16/17 (MMT) QLD NSW VIC SA WA TOTAL 
Total Estimated Supply 0 0.78 - 0.86 0.81 - 0.9 0.37 - 0.41 1.7 - 1.9 3.7 - 3.9 

Total Estimated Domestic Use 0 0.45 - 0.5 0.43 - 0.48 0.031 - 0.034 56 0.97 - 1.0 

Total Estimated Exports 0 0.16 - 0.18 0.13 - 0.15 0.24 - 0.26 1.3 - 1.4 1.8 - 1.9 

Estimated Carry Out 0 0.16 - 0.18 0.25 - 0.27 0.11 - 0.16 0.41 - 0.45 0.92 - 0.97 

 


