
Marlene Boersch
Mercantile Consulting Venture Inc.

March 2018

Mercantile,  Mch. '18 1



Outline

 Changing Ag Environment 
 Wheat  
 Durum  
 Canadian Outlook

Mercantile, Jan.'18 2





Mercantile, Jan.'18 4



Increasing port capacities  
Putin’s bid for greater economic trade between Asia and Russia

Russia:  Ninefold increase in grain export capacity - past 15 
years (~45 mln mt)

--up 23% so far this marketing year.

 MOSCOW, Nov 9 (Reuters) – Russia aims to increase its 
grain export capacity by 50 percent to 7.5 million 
tonnes/mo. Next 3 yrears
 Deputy Minister Khatuov “… projects in Russia's Black Sea port of 

Taman … (and) far east and northern regions …  to increase export 
capacity to 7.5 million tonnes of grain/mo.” (current is 5 MT).  … 
Russia needs to expand grain supplies to Asia and Latin America.
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… increasing port capacities

 Reuters, Jan. 19/’18: “Russia continues to 
dominate global wheat export trade –
breaking one record after another.”
 “addit. pressure came from Argentina, which 

conf’d its return as a major exporter in ‘17/18 
with large shpmts. to Asia & Algeria.”



Brazil – Matto Grosso SBN transportation
Source: Presentation by Cargill and SETRAN-PA 26 February 2016
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Brazil



The new silk road - China
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Chinese projects/ ports with 
Chinese engagement

With the Silk Road Initiative, China 
Aims to Build a Global 
Infrastructure Network
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• To watch for:  
Rtdm-China frt at  
$10.00/mt via new silk 
road as of 2020/21



Competitor’s infrastructure changes, and what ‘Silk 
Road’ means to int’l trade?

 Different trade ties 
 Different handling and cost structure
 Different trade matrix  (who trades with whom)
Observation:
 Russia/ China striving to reduce overall costs of 

moving goods from A to B
 Cda.: Seems to strive to maximize the returns 

from the various pieces of infrastructure? 
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E.G. Australia – ‘comparative costs’

 AEGIC’s 2014 study looking at the cost 
of getting grain from farm to port in 
Australia
 “the cost of a typical export grain supply 

chain in Canada is about A$107 per tonne 
compared with about A$87 per tonne in 
Australia.”
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Compared to 
Canada:

• Little concern for overall 
system costs/ 
competitiveness

• Little/ no progress on ag rail 
transportation capacity 

• L.T. plan for future volume 
increases

Mercantile,  Mch. '18 14

Railcar 
allocation wk. 

30 = 5% of 
ttl.elev. stocks



Canada: Weekly Railcar Performance CN & CP (wk. 30)
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Ethanol & Biodiesel mandates (US & EU) –’mature’

CROP BASED biofuel mandate growth is 
negative
 US growth will be 0
 But YoY world biod. D est’d up 3.5-4 mln

(higher gasoline pxs)
 EU growth, post 2020, increasingly looks 

likely to be 0, maybe even negative
 recommendations suggest zero or negative 

growth
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Increased protectionism?
E.g.. vegetable oil import duty India

India – imports ~ 20% of world’s vegetable oil 
imports. 
- Est. India to buy 15.8 mln mt out of world 74.9 

mln mt imported vegoils this crop year (USDA 
est. Nov).

- BUT:
 India raised import taxes on edible oils to 10 year 

high: import tax crude palm oil 15% to 30%, 
refined palm oil 25% to 40%

 Crude soybean oil 17.5% to 30% (17.5%) 
:refined soybean oil 20% to 35%. 
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Indian Protectionism: the result

Indian soybean oil and palm oil futures rose 
the 4% trading limit Monday, beans rose 3% 
and rapeseed 2%, India ‘s goal 

AND overseas, Indian import duty on vegoils
collapsed CPO & hurt SBO, rapeseed and 
canola, basically anything associated to vegoil. 
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Important questions to ask:
 What , if any, is Cdn. response going to be?

 Port capacity west coast is changing; but 
dedicated ag rail capacity/ access to port?

 System cost considerations?

 Handling of trade barriers?
 ‘How long’ will it take Canada to respond?
 Q of the adequacy/ timeliness of Canadian trade data
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World Wheat Balance Sheet - The numbers
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Last 4 
yrs.: C/O 
up ~34%

Nxt yr.: 
prod’n -2.2%
C/O - 2.6%



World Wheat Balance Sheet
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What were the big changes?
 Changes in production espec. levels in 

Eastern Europe
 Improvements in rail & port infrastructure in 

E Europe and in S America
 Increased demand, espec. in N Africa & 

Asia
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Changes in production - major producers
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Global production
 Larger production in exporting countries has 

contributed to the rising tide of wheat trade.
 major exporters: the EU, Russia, and Ukraine 

have most significant growth in production, b/c 
larger planted areas and higher yields

 freight and logistical advantages in reaching 
many growth markets in Africa and the Middle 
East

 Ukraine has greatly expanded shipments to Asia 
as well.
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Global wheat trade   (Soure: USDA)
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Wheat trade 
is up 6% over 
last decade



Global trade
 Global trade in 2017/18 is forecast at a 

record, having grown by nearly 60 
percent over the last decade.
 WHY? Increased demand in Southeast Asia, 

Sub-Saharan Africa, and the Middle East 
accounts for the majority of the growth in 
global trade.

Mercantile,  Mch. '18 27



Changes in wheat trade
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World’s largest new wheat exporter

KRU prod’n & exports KRU share of world exports
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Projection global wheat exports by origin
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Biggest change
 Russian wheat exports July-Feb were put at 27 

mln mt ; up 43% on last year
 Annualised export  remains potential of 37-39 

mln mt.
 Russian 12.5 pro for April at US$213-215 

(up US$8/mt since Jan.). 
 With the 11.5 pro discount at $6, the Russian spreads 

compared to EU quality fell to just $5-6 and the EU is 
starting to take back W African demand
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Projection global wheat imports by destination
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New world’s largest importer

Indonesia’s D by exporter Indonesian D growth
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International wheat markets ’17/18
Top producers (2017/18)

1. EU-27 (151.6 mln mt)
2. China (130 mln mt)
3. India (98.4 mln mt)
4. Russia (85 mln mt)
5. USA (47.4 mln mt)
6. Canada (30 mln mt)
7. Ukraine (27 mln mt)
8. Australia (21.5 mln mt)
9. Argentina (18 mln mt)

Top Consumers (2017/18)
1. EU (128.8 mln mt)
2. China (117 mln mt)
3. India (100 mln mt)
4. Russia (45 mln mt)
5. Pakistan (25 mln mt)
6. Egypt (19.7 mln mt)
7. Iran (18.4 mln mt)
8. Turkey (17.9 mln mt)
9. Brazil (12.1 mln mt)
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World wheat markets 
Top 10 Traders/ exports 
(’17/18); Ttl. 184 mln mt

1. Russia (37 mln mt)
2. USA (25 mln mt)
3. EU (26 mln mt– 21 mlm mt)
4. Canada (22 mln mt)

 Wheat  (18)
 Durum  (4)

5. Australia (17.5 mln mt)
6. Ukraine (17 mln mt)
7. Argentina (13.5 mln mt)
8. Kazakhstan (7.5 mln mt)

Top 10 Buyers/ Imports 
(E’17/18)

1. Indonesia (12.5 mln mt)
2. Egypt (12 mln mt)
3. Algeria (7.7 mln mt)
4. Brazil (7.8 mln mt)
5. EU (5.5 mln mt)
6. Bangladesh (6.2 mln mt)
7. Japan (5.8 mln mt)
8. Philippines (5.6 mln mt)
9. Morocco (4.8 mln mt
10. Turkey (4.5 mln mt) 
11. Vietnam (4 mln mt)
12. India (2 mln mt)
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Latest significant trades:
 GASC/ Egypt

 GASC called it on an up day in the US & made their decision within an hour of getting 
the offers.

 GASC paid $5-7 more than last time with little hesitation; highest px in past 3 yrs.. 
 Could it be their stocks are not quite as large as they would have us believe?
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Cash Wheat Price Comparison
Cash Wheat Comparisons   - Mch. 1/’18

US$/MT FOB US/Cda./Arg./W. Austr.
Wheat Month Last Change

HRS 13.5 Mar 279.00 3.00 
CWRS 13.5 Mar 262.70 7.00 

HRW 11.5/13 
Pro Mar 262.70 5.50 

HRW Ords Mar 237.00 5.50 
APW, WA Mar 242.50 0.00 

French 11.5 Mar 208.80 0.20 
German 12.5 

Pro Mar 211.80 0.20 
Baltic 12.5 Mar 210.60 0.20 

Russian 11.5 Mar 200.00 0.00 
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Cash Wheat Comparisons – Mch. 5/’18
US$/MT FOB US/Cda./Arg./W. Austr.

Wheat Month Last Change
HRS 13.5 Mar 280.00 1.00 

CWRS 13.5 Mar 262.00 (0.70)
HRW 11.5/13 

Pro Mar 263.50 0.80 
HRW Ords Mar 243.30 6.30 
APW, WA Mar 242.50 0.00 

French 11.5 Mar 207.00 (1.80)
German 12.5 

Pro Mar 212.50 0.70 
Baltic 12.5 Mar 210.60 0.00 

Russian 11.5 Mar 201.00 1.00 
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Combined US & Cdn. spring wheat

Mercantile, Jan.'18 40

35,420 33,817 32,645 

48,717
46,539 46,100

 -

 10,000

 20,000

 30,000

 40,000

 50,000

 60,000

2015-2016 2016-2017 2017-2018[f]

'0
00

 M
T

Combined US & Canadian Spring Wheat Production & Supply

Cda & US sprg wht Prod'n US & Cda sprg wht Supply



Versus: ‘Pure spring wheat’ buyers

 Japan: 5-6 mln mt
 China: 1 mln mt
 EU:      500k mt
 S. Arabia: 100k mt
 USA:    500k mt
 Total: ~ 7.5-8 mln mt
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Minneapolis wheat

1 year chart 5 year chart
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Mpls vs KC vs Chic. Wheat 5 yr spread: Jan.’13-
Jan.’18
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Recent developments

 Dryness US plains
 Huge Fund reversal 

 E.g., Feb. 5 Spec Fund: -25 mln mt Wht.
 Mch. 6 Spec Fund: -5.4 mln mt Wht.
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Wheat condition report
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World wheat outlook  (USDA numbers)
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World wheat outlook
 No shortage of wheat on world stage 2017/18; 

stocks up ~3 mln mt from last mos.
 World 2018/19 production could drop by 16 mln mt

and still leave total 18/19 supplies unchanged on 
17/18, due higher stocks. 

 US: higher stocks 
 export profile for 18/19 of ~750 mln bu (20.4 mln mt) 

would allow for a ~250 mln bu lower crop (6.8 mln mt), 
without lowering total supplies. 

 Tough to get bullish but the market probably won't 
break until it rains in the US plains
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US LT projections
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US wheat
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US wheat by class  (mln mt)
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US HRW S&D 2018/19
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If US short HRW– why important?
 World parity px 1 CWRS 13.5 ≈ $8.20/bu SK
 World px parity 3 CWRS > $7.00/bu SK
 $7.00/bu should be the floor 
 “IF” we get railcars to service the mkt before 

N/C European wheat come on stream.
Can not wait until Aug….
Russian wheat now US$215/mt FOB
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US HRW - cont’d
 If US HRW prod’n down, then Canadian 

HRS has a window to cover HRW 
demand Aug.-Jan.’19

… given we get R/C supply to support trade
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F/M market: Good selling opportunity

 Futures increases were supported by Fund 
money & margin calls
 Spec funds bought 150 mln mt
 Margin calls were big, forcoing to cover big 

shorts
 There is NO big change in the balance 

sheets
 Still big ending stocks 
 Was not a ‘fundamentally’ driven rally
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TPP
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TPP
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LT POSITIVE: 
A phased in $65/MT tariff reduction for TPP countries  U.S. market share for 
wheat falling from 50 percent to about 23 percent, and a reduction of baseline 
futures prices of $0.50 at a time when prices are already depressed

Tariffs for Austrln and Cdn wheat will drop $65/mt after TPP is implemented, 
while US origin will be stuck at the current level because the US pulled out of 
the agreement.

Canada stands to gain up to ~500k mt of spring wheat exports



Canadian ‘18/19 acres by crop
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Return per acre update - Total costs
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Return per acre - Variable costs
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Assumptions
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Canadian wheat projections
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’17/18 Cdn. 
wht exports: 
8.9 mln mt

wk. 30
(15.4 prorated)



 YTD 
Wheat 
Exports

(excl. trucks to US)

63



Cdn. durum wheat balance sheet
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’17/18 bulk Dur. 
exports: 2.3 mln

mt wk. 30 + 
trucks to US



YTD Durum Exports
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Excl. 
US trck
movem.



Wheat production projections 2018/19

 US WW acreage down to 10.1 mln ac (down 11%); 
what will winter kill be? (too early now for est’s)

 EU should have similar prod’n to last year
 Big question what Russia will produce: ‘if’ yields are 

down 10-15%, then wheat will improve (- 8.3 – 12.5 
mln mt)
 How aggressive will Black sea countries be during 

the 1st 6 mos of the crop year?

 2018 yields are the big unknown to watch.
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Situation Canada
 Don’t think will reach AAFC 17.2 mln mt

exports
 Wheat acres not likely to drop
 How many railcars will we have next 

year?
 Transportation seems to determine export 

number, regardless of production
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Cdn. Elevator Bids vs PNW Track Bid Parity Values
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Recommendations current crop
Black Sea logistics are difficult & at a prices that are 
now close to EU replacement. SRW is not competitive 
for export. HRW has only minimum captive demand, 
but while US conditions remain dry, futures should 
remain strong ahead of Thursday's USDA report.

 We recommend old crop wheat sales at $7.00 per 
bushel or better  

 Continue to leave new crop alone for now.
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EU wheat
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