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DELTA GRAIN OUTLOOK – Monthly Analysis and Strategy 

Introduction: It has been a very busy month for Northern NSW grain growers with the biggest 

harvest since 2016 coming off in great condition, especially considering the rain in late October. There 

have been surprisingly few damaged crops with the majority arriving at the silo as APH1 or 2. Falling 

numbers have not been an issue barring the very wettest of areas, leaving us to assume it was the 

nature of the falls as storm rain rather than long wet days which made the difference to a big 

downgrade event. 

Our focus on forward sales over the past several months to protect the downside in feed grain values 

has actually captured good protein spreads instead. Still a good result for participants in Northern 

NSW, but still a long way to go for this harvest in Central and Southern NSW and Victoria. We hope 

not to need the Fed1 spread in any zone. 

Despite our expectation of heavy harvest pressure on our domestic basis, it still came as somewhat of 

a shock to see APH1 values lose $35/t in a week from 1 November. We knew the strong demand from 

Manildra and Glencore was driving values higher, but did not expect them to pull back so far, so fast. 

Fortunately, most growers held off making new bread wheat sales last week, except the odd sale to 

allow ongoing prompt deliveries, with prices already starting to recover some of the losses.  This 

month’s USDA WASDE report should give the international market ongoing support , so even though 

the trade continue to face harvest selling pressure, their ability to make offshore sales is guaranteed 

in the short to medium term, with margins remaining very attractive. 

The strength in US corn values is broadly supportive of all feed grains, even barley which has remained 

the poor cousin since China pulled the rug on Australian exports. We are confident that at these 

current prices, barley is very attractive as an exportable commodity, though the system is focused on 

wheat sales for now, being the larger market. The Australian chicken and feedlot industries have also 

largely shifted to barley for the 2021 feeding programs, which while a slower movement of grain, will 

give long term support to values, especially once we move beyond the inevitable harvest selling 

pressure. 

Canola values continue to be a dream-come-true for growers, with an extremely stable pricing 

environment and now a building international oilseed story which could well offer even greater 

returns in 2021. More in our Canola comments below. 

Wheat Outlook 

INTERNATIONAL 

• WHEAT: The outlook for 2020/21 U.S. wheat this month is for stable supplies, higher domestic 

use, unchanged exports, and reduced ending stocks.  

• All wheat exports and imports are unchanged this month  

• Projected 2020/21 ending stocks are reduced 6 million bushels to 877 million, down 15 

percent from last year. 

• The 2020/21 global wheat outlook is for larger supplies, increased consumption, higher 

exports, and reduced stocks.  

• Supplies are raised 0.7 million tons to 1,073.1 million as higher beginning stocks offset lower 

global production, which remains at a record.  

• The lingering impacts of drought and local freeze damage have caused Argentina’s forecast 

yield to be the lowest in eight years.  
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• World consumption is increased 1.7 million tons to 752.7 million, mainly on higher feed and 

residual use for China and the EU.  

• Projected 2020/21 global trade is raised 0.9 million tons to 190.8 million on higher exports for 

Russia and the EU. 

•  China’s import pace continues to be robust and at 8.0 million tons, imports would be the 

largest since 1995/96. 

•  Projected 2020/21 world ending stocks are lowered 1.0 million tons to 320.5 million but 
remain record high.  

 Source: USDA September WASDE Report 

 
DOMESTIC 
 
Our concern has always been that a near record NSW crop will bring a deluge of selling at harvest 
which we feared will crunch the domestic basis. When we look at the domestic basis level today, we 
see values which are essentially harvest lows, which takes a good deal of the risk away from the 
market. The market is now trading below the Export value of wheat from the Black Sea or the US and 
Canada into the Asian market. That is good news for the major traders and exporters who need to be 
making sales into Asia now for delivery over the coming months, and they are doing so at attractive 
margins which means they will continue to be enthusiastic buyers. The only impediment to that is one 
of logistics, if the ability to deliver grain is thwarted if the ports are unable to move enough grain fast 
enough to satisfy the sellers.  
 

 
 
You will see by the Domestic basis chart that we are bouncing along the bottom of the range, shown 
by the RED line. We were given early warning of this situation back in late August, and the predicted 
slump in basis might well come under more pressure as the Central and Southern crops in NSW and 
Victoria put more selling pressure ion the market. We must remember however that growers have 
surprised us in the past and have sold less than the market expects, so while its not absolutely sure 
the situation will gets worse in the short term, it does appear likely given the relatively attractive 
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prices, the very tough years leading up to 2020 requiring urgent repayments, and bigger than average 
yields in most areas. 
 
October’s surge in values gave growers another opportunity to make sales well above $300 Track in 
Brisbane, Newcastle, Port Kembla and even Melbourne zone. By way of historical perspective, the 
long-term average Newcastle APW Port value including drought years from 2006 to 2020 is $301/t, 
while years with an exportable surplus the average has been $281/t Newcastle Port. In 2016 the 
harvest low was $224 Newcastle Port on December 3rd, at the peak of harvest. 
 

 
 

 
 
This month we have increased our expectations of the national wheat crop by 2.5Million tonnes, with 
a combination of an improved harvest yields in Western Australia negating last month’s concerns, 
combined with an increase in NSW expectations following great rain in the South East to help fill those 
crops while the rest of the state which is harvesting mostly missed the rain. Yields and quality remain 
extremely good.  Further to the increased yield expectations, which could break through 30Million 
tonnes, we do not see issues in exporting the extra yield given that our current domestic prices are 
very competitive internationally.  
 
 
 

 

 

Australian Wheat Balance Sheet estimate

Crop Year Carry-In Production Imports Dom Feed Dom Food Use Total Dom Exports Ending stocks

2016/17 3.95 30.36 0.1 4.10 3.30 7.50 21.00 5.81

2017/18 5.81 20.49 0.1 6.00 3.30 9.20 12.85 4.25

2018/19 4.25 17.30 0.6 7.00 3.30 10.50 8.00 2.65

2019/20 est 2.65 15.10 0.5 4.50 3.30 8.00 8.00 2.25

2020/21 est 2.25 29.00 0.5 4.50 3.30 7.25 18.50 6.00
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WHEAT Futures Dec2020 - Weekly chart  

 
 
We think the break higher in US wheat futures give the potential for a major step above the long 
consolidation we have been highlighting for many months. That is that US wheat has been rangebound 
between 480 and 585cents/bushel, but the recent break above 600cents, coming at the end of the 
Northern Hemisphere harvest, does put us on notice that there may be a paradigm shift going on with 
world wheat values to a higher average. It is early days, but given that it comes at a time when we 
have relatively low US stocks and the first La Nina event since 2010 (normally giving dry season 
conditions to North America) we cannot discount the possibility. 
 
Last month we noted the following “The next hurdle will be the US election, which could provide some 
very volatile price action if Donald Trump’s Presidency is defeated. However, that would probably cause 
a relative strengthening of the AUD against the USD.” It now looks like The Donald has lost the 
presidency and our AUD does look like it will strengthen in the short term as a result. Other than that, 
the US is committed to selling big licks of commodities to China and we very much doubt if anything 
changes from that scenario in the medium term, Trump or no Trump. 
 
 

 
 
 
 
 
 

Current 

Month
Last Month Futures CBOT Currency Basis

Dec-20
DEC-20 

AUD/USD
($AUD/t)

High $325 $311 632.60 0.7282 $6

Low $292 $286 594.00 0.7026 -$16

Current $301 $307 598.00 0.728 -$5

Price Analysis Table – Wheat Del PKE

2020/21 APW1
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AUSTRALIAN Dollar – Weekly chart 

 
 

 
 
 

Current 

Month
Last Month Futures CBOT Currency Basis

Dec-20
Dec  

AUD/USD
($AUD/t)

High $330 $322 632.60 0.7282 $13

Low $292 $286 594.00 0.7026 -$5

Current $301 $317 598.00 0.728 -$5

Price Analysis Table – Wheat Del Newc

2020/21 APW1- Multi
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We think it is important that we acknowledge that current prices are at the 9 year average in price, 
even when we include the big drought year data of 2018 and 2019. It is a reminder that these are 
strong prices when we consider it will at or very near a record yielding NSW winter crop. 
 
HOW TO BEAT LOW BASIS 
There are two ways to avoid being caught by an oversupply of grain over the harvest period. They are 
to have forward sales in place at good levels and especially those which capture strong protein 
premiums, and the second is to capture the basis lift in 2021 by either holding a portion of your grain 
until logistics catches up with demand, or you put some grain into a Pool which has the specific task 
of hedging some of the grain to international price movements, then sells the grain in 2021 when basis 
levels have recovered. By our reckoning there should be $15 to $20/t unlocked if the market reverts 
to normal basis levels by no later than June 2021. 
 

 
Wheat Strategy 
 
New Crop:  Multigrade sales are all but gone now, with heavy discounts to fixed grade sales combined 
with very small protein premiums on offer.  This crop is getting bigger and bigger, giving plenty of 
concern about the price being able to hold up through harvest. If you need more sales to cover 
cashflow through to the new year, best make some quick sales now that wait if you can. 
We recommend selling 45-60% by the end of harvest, either cash sales or some committed to a basis 
pool.  

 
2021/22 crop year: Prices for next season have fallen $20/t since last month with current values 
around $300 Track equivalent. Less compelling than they were and inclined to wait for better levels. 

 
 
Canola Outlook 
 

USDA oilseed update 
• The U.S. soybean outlook for 2020/21 is for lower production and ending stocks.  

• With reduced production, soybean ending stocks are projected at 190 million bushels, down 

100 million from last month. If realized, soybean ending stocks would be at the lowest level in 

the past seven years.  

• The 2020/21 foreign oilseed supply and demand forecasts include lower production and 

crush, resulting in lower exports of oilseed meals and vegetable oil.  

• Foreign oilseed production is lowered 5.6 million tons to 473.3 million, mainly on lower 

soybean crops for Argentina and India and lower sunflower seed production for Ukraine and 

Russia.  

• Yields are reduced for Ukraine and Russia on dry weather conditions during the season and 

recent harvest results.  

• Argentina’s soybean production is lowered as economic uncertainty reduces area expansion.  

• Crop reductions result in lower exports of soybean and sunflower seed meal and oil.  

• Foreign oilseed stocks are increased slightly as lower cottonseed, sunflower seed, and peanut 

stocks are offset by higher soybean stocks.  

• Foreign soybean stocks are increased mainly on 2019/20 revisions to imports and crush for 

China and Argentina, respectively 

• Source: USDA 
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We have been watching some interesting statistics which have been highlighted by a recent European 
Union Commission information paper on oilseed supply and demand. They noted that Global soybean 
production is at all time high of 368 million tonnes (+9.5% y/y) with very strong demand from China, 
leading to stocks in Brazil being almost exhausted. This has led to a surge in Soybean prices globally. 
Interestingly, soybean production globally has increased nearly 50% over the past 10 years and yet we 
still find ourselves under some supply pressure. What is strange is the incredible appetite in China for 
Corn and Soybeans after what was said to be a catastrophic loss in pig numbers in 2018 and 2019 due 
to the Swine Flu. We will try to get our hands on some more data for next month’s report. 

Global rapeseed increased by 1 million tonnes (m/m) to 69 million tonnes, with Canada and EU as 
main producers. Prices locally have been comparatively steady at high values, despite some building 
volatility in the French rapeseed futures market, with the release of the USDA report pushing prices 
to season highs. See the chart below. 

MATIF French Rapeseed Futures Feb21 Weekly data – Looking unsure about going higher in the 

short term 

 
 
ICE Canadian Rapeseed futures – Jan 21 contract - Weekly data 
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DOMESTIC  

The downside risks have subsided from a fundamental perspective, but we see most of that news 
already built into the price. NSW will has a really big crop to harvest with early yields being at the very 
top end of historical values (eg 3.2T/hectare reported last week at Forbes.) We expect most growers 
will use these high values to generate short term cashflow, a sentiment we also agree to, despite 
international values looking they may well extend their recent gains in the coming weeks. Whether 
the trade need to pass on these gains to attract tonnes to them, we very much dou bt. 
 

 
 
 

 
 

Canola Strategy 

It has been an outstanding winter cropping season for NSW and Victorian canola growers, and the 

planted area is the largest we have had since 2016. Although international prices may extend their 

gains, we are already seeing big depot receivals starting to worry bulk handlers, who fear running out 

of storage space. Most growers will want to deliver off the header rather than store and it is most 

likely that they will take the cash and move on. 

 

Current 

Month
Last Month MATIF Futures Currency Basis

Feb-21
FEB 21 

AUD/EUR
($AUD/t)

High $615 $608 409.50 0.6172 -$23

Low $587 $589 376.50 0.5968 -$54

Current $610 $603 409.50 0.6172 -$54

Price Analysis Table – Canola Del PKE 

2020/21 Canola  
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Barley Outlook 

INTERNATIONAL 

• This month’s 2020/21 U.S. corn outlook is for lower production, reduced feed and residual 

use, larger exports, and smaller ending stocks.  

• Corn production is forecast at 368 million mt, down 5.4 million mt with a reduction in yield 

to 175.8 bushels per acre.  

• U.S. Corn exports are raised 8.2 million mt to 67.32 million, which if realized would be 

record high.  

• U.S. Corn ending stocks for 2020/21 are down 11.8 million mt to 43 million mt, which if 

realized would be the lowest since 2013/14.  

• The corn price is raised 40 cents to $4.00 per bushel.  

• Global coarse grain production for 2020/21 is forecast down 11.1 million tons to 1,448 Mmt. 

• The 2020/21 foreign coarse grain outlook is for lower production, and greater stocks relative 

to last month.  

• For Ukraine, the projected corn yield is lowered based on continued poor harvest results to 

date and if realized would be the lowest since 2012/13.  

• For China, while the National Development and Reform Commission has not made any 

public statements indicating additional corn import quota has been allocated, shipment data 

for exporting countries through early November indicates they will exceed far their tariff 

rate quota level of 7.2 million tons.  

• Barley exports are raised for the EU, with higher imports forecast for China.  

• Total coarse grain imports for China are forecast to reach a record 26 million tons, just 

above the previous high of 25.7 million reached during 2014/15.  

• Foreign corn ending stocks for 2020/21 are higher, mostly reflecting increases for China and 

South Africa that are partly offset by reductions for the EU and Russia.  

• Global corn ending stocks, at 291.4 million tons, are down 9.0 million from last month 

 

The USDA finally gave us some bullish numbers that more accurately reflect the feed complex supply 

& demand situation over the past few months. The big change in numbers were in the projected yield 

and the likely exports. The yield number caught the market by surprise with a lower number, 175.8 

bu/ac vs the predicted trade number of around 177 bu/ac. This shaved almost 5.5 million mt off the 

supply side. 

The export number was also larger than expected. The USDA finally acknowledged that China is on the 

way to take a record amount of grain imports this year. Chinese corn imports were raised from 7.2 

million mt to 13 million mt while other destinations such as Mexico were also increased. Overall 

exports were lifted 8.2 million mt. 
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US Chicago Corn Futures Dec – Weekly data 

 
 
The report pushed the corn chart to new highs and reinforced the uptrend we have seen since early-

August. The US corn market has rallied 33% since the 5th of August when it touched the contract lows. 

The fact that the USDA did not lift Chinese demand to the full 20 million mt is significant given the 

stocks/use ration is back to around 11.5%. If you add another  7million mt of demand this will start to 

put pressure on next year’s production to cover the demand and with soybeans in the same boat, the 

fight for acres in the US will be very interesting to watch. None of this is bearish to price. 

Dalian (Chinese) Corn futures have trended lower since mid-October. 

 

The weight of imported corn from the US and Ukraine has taken a lot of the heat out of the Chinese 

corn market. Harvest is also underway in China with production pegged at 260 million mt, which while 

significant, is still apparently below their needs. 
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Overall, the international feed grain S & D has become more clear after the release of the USDA report, 

with the tightness in supply globally very much front and centre. Australian barley is surely one of if 

not the cheapest feed grain in the world, which should help us to win some barley tenders into nations 

other than China over the coming months. 

DOMESTIC   

It has been an interesting month for the barley market. Values have been hovering around the low 

$200’s track across the board. Harvest is well underway and is almost completed in Northern NSW, 

Central NSW is in the thick of it at present and the South is just getting started. Yields have been 

excellent with protein very high which is pushing most of the Malt varieties into Bar1 category.  

While volume has hit the market, the prices have not collapsed like we saw in 2016 where we dropped 

well below $200 and bounced along the bottom until we hit the dry weather in 2017. We are seeing 

better demand this year especially with the poultry industry happy to use barley in the ration moving 

forward as it represents good value. The market seems to have found a relative base for now. This will 

be tested over the next few weeks as the harvest moves south. 

Grower selling has been relatively light with most happy to store barley into the new year. We have 

seen some “out of paddock” sales on the Liverpool Plains into local homes around the $205.00-

$215.00/mt del mark but generally the market has been relatively “tight” with sales. This again is 

helping prices remaining above 2016 levels. 

 

 

Current Month Last Month

Brisbane Newcastle Port Kembla Victoria Port Range

High $262 $239 $243 $233 262-233

Low $251 $225 $224 $222 251-222

Current $252 $227 $226 $225

2020/21 BAR1

Price Analysis Table – Barley 
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As with the wheat market, the barley market touched new short-term highs early Nov as the harvest 

was just getting underway in the north. The domestic feed market was running on fumes leading into 

the start of the new marketing year and consumers were very keen to get some coverage. Values are 

now $10-$13.00/mt off the highs as the weight of the harvest has come to bare on values and yields 

look good. 

 

 

Barley Strategy 

Barley values remain towards the bottom end of the pricing range we have seen this year. The bulk of 
the barley crop in NSW is still to come off and if early yields are any guide, we are likely to see a near 
record crop moving forward. This is keeping values very low compared to wheat and sorghum and this 
should keep demand high from both end-users and exporters. 
 
At current levels barley sales are not attractive given its relative cheapness to both wheat and 
sorghum. Selling some for cashflow may be warranted but the deferred market appears to be where 
most of the value is and this has not changed over the last 4 weeks. The bottom line though, is that 
that barley values will likely track sideways to lower until sometime in early 2021, when logistics get a 
chance to clear the harvest bottlenecks and the domestic feed market comes back after the Christmas 
break to pick up more feed inventory for the year ahead. 
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Sorghum Outlook 

INTERNATIONAL 

No material change to the sorghum numbers out of the USDA report with a slight increase (0.1 bu/ac) 

in yield projection the only change. This has not materially changed any of the production numbers. 

Sorghum values at the Gulf have increased significantly highlighting the execution cost increase of 

getting grain out of the southern US where all the corn and a good proportion of the soybeans are 

exported. 

 

US prices are forecast to increase to over $4.00/ bushel and this may continue to move up if the supply 

is unable to meet demand. Chinese buying still the main game. The US election may have some bearing 

on the demand moving forward dependant on what the Biden administration does with the Phase 1 

deal with China. 

 

 

Free on-Board prices for US sorghum at both Texas and New Orleans ports have increased by roughly 

$20 US per tonne over the past few weeks while our values have fallen by about $20.00/mt Aussie. 

Which is significant. We are now ultra-cheap compared to the US with February sorghum around 

$37.00/mt under US FOB values. As with the wheat market the exporters are happy to lower the bids 

and increase the margin, but they are coming up against a lack of grower selling while the cereal 

harvest is front and centre of grower’s minds. If we remain cheap, we should continue to buy demand, 

and this should lift values as we move through the season. 

 

 

 

SORGHUM 2018/19 2019/20 Est 2020/21 Proj 2020/21 Proj

 Oct Nov

Million Bushels

Area Planted (mil. acres) 5.7 5.3 5.8 5.8

Area Harvested (mil.acres) 5.1 4.7 5 5

Yield (bushels/acre) 72.1 73 74.1 74.2

Beginning Stocks 35 64 29 29

Production 365 341 371 371

Imports 0 0 0 0

Supply Total 400 405 400 400

Feed & Residual 138 97 70 70

Food, Seed & Industrial 106 75 40 40

Domestic Demand Total 244 172 110 110

Exports 93 204 260 260

Use, Total 336 376 370 370

Ending Stocks 64 29 30 30

Avg.Farm Price ($/bu) $3.26 $3.34 $3.60 $4.05

US FOB Gulf Aussie dollar Brisbane Track M/A FOB Cost Aussie Dollar Value Basis

Month Price

Dec-20 $293.00 0.7286 $295.00 $40.00 244.081 -$48.92

Jan-21 $293.19 0.7284 $295.00 $40.00 244.081 -$49.11

Feb-21 $281.38 0.7284 $295.00 $40.00 244.081 -$37.30
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DOMESTIC 

Domestically values have softened over the past 4 weeks as rain over much of Eastern Australia has 

given the trade enough ammo to lift their expectations on the crop size. Sub-soil moisture for much 

of northern NSW is looking good and rain this month will certainly bring some Ha into the running for 

Summer crop.  

Qld values have held up with continuing dry weather in the far north. Central Queensland is still 

missing out on the big rain the “la nina” event can bring to the north. There is very little interest from 

Queensland growers to sell forward until the weather pattern changes. 

NSW growers are focussed on harvest at present and are not engaged in sorghum marketing at this 

point, but this may change over the next few weeks as they come out of “harvest mode”.  

While values have softened, they still sit well above the long-term average and are also very well 

priced compared to wheat and barley. The spread over barley remains around the +$60.00/mt mark 

while in comparison to wheat sorghum in Newcastle Zone is currently sitting $20.00/mt under the 

APW1 number and probably flat to the SFW1 grade. Historically high and a direct result of export lead 

values. 

 

  
So while values have trended lower over the last 2 months since the peak in late September the 
correction has not been overdone and values have started to flatten out as we move through the 
planting window in Southern Qld and Northern NSW. 
 
Given our competitiveness into China and the continued uncertainty over the plant in Qld the trade 
will continue to be reticent about lowering values too much as they will not pick up forward grower 
sales if the weather breaks. 
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Sorghum Strategy 

Prices now sit below the yearly average and are approaching the long-term average around the $270 

track Newcastle range. Given how cheap we are compared to the US FOB values we would argue that 

even though we a historically in a a good range, there is still some room to move back to the upside 

in the next few months. Therefore, we think sorghum is a hold at present. 
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Chickpea Outlook  
  
Since our last report the chickpea market has pulled back significantly. Prices peaked mid -October as 
the harvest was still getting under way in Southern Qld/Northern NSW and the only supply was out of 
Central Queensland. Demand into containers for early November shipment was strong and the 
rumours that India may be looking at reducing tariffs was swirling around the Trade. 
 
Since then we have seen both bullish factors disappear as the harvest is well underway in Northern 
NSW and India emphatically denied that they were looking at reducing tariffs. 
 

 
 
The trend over the past few weeks has been locked firmly in a downward trajectory and we are now 
pushing into some pricing levels we have not seen since 2018. We have been firm al through the year 
in our belief that if all went well with the harvest , we would find it difficult to sustain high prices given 
the Demand profile we have had over the past 3 years. We have been reliant on Bangladesh and 
Pakistan to buy our chickpeas in India’s absence. 
 
The anecdotal evidence out of the paddock is that yields are good, and quality is some of the best we 
have seen in recent times. Growers are struggling to store chickpeas as the yields on wheat and barley 
have been well above expectations and this has left limited capacity for chickpeas. This has seen a run 
on private storages in Northern NSW and as we sit at present there is very limited homes for chickpeas 
outside the Graincorp storage system. 
 
A lack of containers is also contributing to the bottleneck with the packers struggling to box what sales 
they have on at present and this means it has become difficult to sell prompt parcels off the header. 
The net effect of all this is that values have pulled back and the delivery spread on contracts are now 
pushing out into the Dec/Jan slot. 
 
Indian futures also peaked around the 5700-rupee mark in mid- October as a tight supply situation 
came up against good festival demand. The Govt in India released reserve stocks into the market to 
quell the uncertainty around demand and the market has retreated back down and is now trading in 
a channel just above 5200 rupee.  
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This is still a strong number historically. Converting to Australian dollar values, Indian futures are 
around $976.00/mt. Should be a strong argument to buy Aussie peas but the 60% tariff takes all of the 
premium out and gets us back to around the $525.00/mt number we are seeing at present delivered 
packer.  
 

 
 
We can see from the chart above that after the spike in demand during early October the market is 
back in step with the dollar. Given the low demand and the limited capacity to get containers the 
market should continue to take its main direction from the exchange rate. 
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Prices have now moved well below the long-term average and are approaching the bottom end of the 
trading range for the marketing year. Harvest pressure is coming to bare on the market and the fact 
that we may see 600,000mt+ against a a demand profile that is well under that without India buying. 
 

Chickpea Strategy 
 
Prices are too cheap at current levels and most Growers are happy to store peas and see what happens 
next year. We have seen over the past few years that this strategy has worked well given that the 
market can go from being flat to volatily quickly. As long as you take th opportunties when they come. 
We are well priced into export destinations and believe that buyers will come looking for peas in the 
new year and this will lead to “spikes”in demand and price. Peas are a hold for now. 

 

Cotton Outlook 

• This month’s 2020/21 U.S. cotton estimates are virtually unchanged from October. 

•  The U.S. production forecast is marginally higher, at 17.1 million bales, while domestic mill 
use and exports are unchanged.  

• U.S. ending stocks remain at 7.2 million bales and, at 42 percent of use, would be the highest 
stocks-to-use ratio since 2007/08.  

• The marketing-year average price received by upland producers is forecast at 64.0 cents per 
pound, 5 percent (3 cents) above the October forecast, and 7 percent higher than 2019/20’s 
price of 59.6 cents.  

• World 2020/21 cotton production is projected marginally lower than in October, while global 
ending stocks are up 300,000 bales from the previous month.  

• Production changes for 2020/21 include an 800,000-bale reduction for Pakistan, a 400,000-
bale increase for Australia, and a 250,000-bale increase for China.  

• Smaller, offsetting changes occurred in estimates for Central Asia, and the global total is 
160,000 bales lower than in October.  

• World cotton use is also projected 160,000 bales lower this month, largely reflecting expected 
lower mill consumption in Pakistan.  

• World trade is projected 605,000 bales higher this month as Pakistan’s imports increase in 
response to the smaller crop, with Brazil and Australia export estimates higher as well,  

Source: USDA 
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US futures May2021 Weekly chart  

 
 

Cotton Strategy 
There is very little change to the world cotton balance sheet. When carryover stocks amount to 89% 
of the world’s annual consumption, it is safe to say that the market is not constrained by the volume 
of supply. Despite this, both the world price of cotton and the domestic price remain surprisingly well 
supported.  
 
Cotton made a high of nearly $550/bale for the 2021 crop in late October, but has since slipped to 
$530/bale on a rising Australian dollar and our domestic basis has eased as local planting has begun. 
Domestic basis is around a 550 to 600 point premium over the US cotton price which in our view is on 
the cheaper end of fair value with the northern valleys so short of water.  
 
The cottonseed market is trading around $460/t ex Moree, whilst new crop is down at $360/t ex-gin 
Moree ($45 more than last month). The 2021 price seems cheap to us, and we would therefore 
recommend selling the lint and holding off on the ginning for now. 
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Summary 

After such a tough few years with drought-affected decision making driving our advice, it is incredible 
to hear growers reporting their best ever yields across large chunks of NSW. Some barley and wheat 
crops have exceeded a 5 tonne average while 4 tonnes/hectare is almost commonplace. It is very 
unusual to have such big yields combined with stronger than average pricing. The combination of a 
lower than average Australian dollar, huge demand for grains by China, mixed with drier than average 
conditions in the Northern Hemisphere have created a supportive pricing environment which will help 
to move this large Australian crop. 
 
However, we can see that while the low basis environment suggests values are “underdone”, these 
high prices may still struggle to support the weight of selling for the medium term. We can see more 
trouble ahead for the Northern Hemisphere, but that trouble may not make anymore impact until 
Feb/Mar when the crop starts to come out of its winter dormancy. Further, the sheer volume of grain 
coming to the market may overwhelm the logistics network such that buyers are unable or unwilling 
to keep paying the same values, only to pay storage while grain movements catch up over the coming 
months.  
 
It is these doubts which give caution a “hold the balance till the new year” strategy, unless you can 
hedge some of that exposure, either with some Put Options on the US market, or putting some of the 
grain into a Basis Pool where the pool operator does the hedging for you, for a portion of your unsold 
grain. In the coming fortnight we will distribute some more detailed analysis of Pool alternatives and 
highlight operators who we believe have a strong track record for success. 
 
As always, please do not hesitate to call us to discuss any ideas or questions you may have, and we all 
look forward to a successful business end of the season. 
 
With regards, 

Mick and the Delta Grain Team. 
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