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Where are canola prices going?

To answer that question you'll need a good handle on factors around the world affecting the oilseed complex

DAVID DERWIN -
Pl Financial -
==
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question I get asked a
Alot is, “Where are canola
prices going?”

That’s not something you can
answer just by looking out your
back door, throughout your prov-
ince, or even across the Prairies.
You really have to look around
the world at all oilseed markets
to get a better sense of where our
canola prices could go.

So many factors worldwide
combine to affect prices. From
production science, to con-
sumer trends, to shipping and
logistics, from new product uses,
government regulations and
trade barriers, to commodity
substitutability — all affect the
marginal supply and demand of
that last ounce of a commod-
ity. And, it’s at that last mar-
ginal amount where prices get
determined.

Given all these factors, how
much is someone willing to pay
for that last bushel compared
to the next bushel? Any and all
of these factors can be an issue.
But in the markets, something
isn't an issue until it becomes an
issue, and then it can be a real
issue.

In the big picture, while can-
ola is a major crop in Canada,
global canola/rapeseed oil pro-
duction is only about 50 per
cent of soybean oil production
and 40 per cent of palm oil pro-
duction worldwide. When you
combine all the top 10 largest
oils like sunflower, palm, peanut
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and coconut, rapeseed oil pro-
duction worldwide is about 15
per cent of the global edible oil
market.

While Canada is the second-
largest canola/rapeseed pro-
ducer, it only represents about
25 per cent of global production.
Even though production and
growing condition across the
Prairies will affect potential can-
ola supply and therefore domes-
tic prices, external global pro-
duction and price influences can
often offset these domestic fac-
tors, unless weather conditions
here are really extreme. At the
end of the day, our canola repre-
sents around five per cent of this
global consumable oil market,
based on USDA figures.

Finally, given Canada exports
90 per cent of its canola as seed,
oil or meal to 50 markets around
the world, domestic consump-
tion doesn’'t have much impact
on our canola prices.

So, again, you really do need
to look around the world to get
a sense of other oilseed factors
impacting our prices here at
home.

To start, let’s look at a close
competitor to us both in terms
of product substitutability
and proximity: the U.S. soy-
bean market. The size alone
of U.S. soybean production
means it will have an impact
on our canola prices. U.S. soy-
bean production of about 120
million tonnes is about six
times the 20 million tonnes of
Canadian canola production.

Based on price charts in
equivalent U.S. dollars, you
can certainly see this influence:
where soybean oil futures go,
canola futures tend to move in
the same general direction.

The same is true of the
European rapeseed market.
Europe produces about 22 mil-
lion tonnes of rapeseed and is
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across the border
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ATTENTION CANADIAN CUSTOMERS

BUY OR SELL WITH US!

Take advantage of the Diversified U.S. Marketplace

¢ \e hold three regularly scheduled equipment & truck auctions in nearby
Grand Forks, North Dakota each year, in addition to numerous on-farm
single seller events annually

e Major auctions offer simulcast online bidding and most units move easily

¢ \We have qualified experience in handling large Canadian
equipment packages

¢ \We have enjoyed many strong relationships with Canadian buyers and
sellers alike and welcome your future business

TO BUY OR SELL EQUIPMENT OR TO JOIN OUR DIRECT MAIL PROGRAM
FIND US ON THE WEB AT WWW.RESOURCEAUCTION.COM

Call 701-757-4015

or e-mail us at
info@resourceauction.com
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the world’s biggest producer of
rapeseed oil at over 10 million
tonnes. The European rapeseed
oil price has been in a channel
chart pattern for the past sev-
eral years.

In fact, all the largest oil
markets including soybean,
rapeseed, palm and sunflower
have a similar price pattern. All
these global oilseed markets
have been going sideways over
the past couple of years, so
expect more sideways canola
price action until a definitive
change in oilseed trends occur.
Where they go, canola will tend
to follow.

Sometimes it also helps to
look at what forward prices
curves are doing to get a sense
of underlying market funda-
mentals. Futures curves for
canola, soybean and soyoil
are all relatively flat or slightly
upward sloping, suggesting
that there aren’t any particular
imbalances in current market
conditions. Once again, side-
ways prices can be expected,
for now.

Finally, with oilseed produc-
tion and consumption so glo-
bal in nature, currencies will
also affect our canola prices. A
look at the Canadian dollar can
also help answer the canola
price question. Interestingly,
the Canadian dollar too looks
very similar to all these other
charts: basically choppy for the
past three years.
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While Canada is

the second-largest
canola/rapeseed
producer, it only
represents about 25
per cent of global
production.

Bottom line, until we get
some evidence that this direc-
tionless trend has ended, expect
canola prices to continue to
go sideways. However, canola
prices often move up or down
$50/tonne in any given three-
month period. A $50/tonne
swing can easily occur even as
canola stays within its longer-
term technical sideways price
pattern around $500/tonne.

Use flexible options and
futures strategies to take advan-
tage of any price rallies while
being prepared to protect rev-
enues against a breakdown in
prices. In conjunction with cash
sales, deferred delivery and
basis contracts you may already
use, options and futures give
you the extra downside price
protection you need but with
the upside potential you want.

So remember, in our world
of interrelated markets, think
globally about what’s going
on around the global oilseed
market, but act locally to pro-
tect revenues, manage risk
and take advantage of pricing
opportunities.

David Derwin (dderwin@pifinancial.
com) is a portfolio manager and
commodity/investment adviser with

PI Financial Corp. (www.commodity-
options.ca), a member of the Canadian
Investor Protection Fund. The risk of
loss in trading commodity interests can
be substantial. You should therefore
carefully consider whether such trading
is suitable for you in light of your
financial condition. This is intended for
distribution in those jurisdictions where
PI Financial Corp. is registered as an
adviser or a dealer in securities and/or
futures and options.
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