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Wheat
Futures
In the final weeks of 2011, the Canadian 

Parliament brought an end to a 70-year old 

pricing and marketing system that has kept 

the bulk of Canada’s wheat producers from 

using futures markets. 

 New Era for 

By Joanne Morrison



 Futures Industry  |  January 2012 27

On Dec. 15, the government signed 
into law a bill to dismantle the Ca-
nadian Wheat Board’s monopoly 

over the marketing of Canadian wheat, 
a throwback to the Great Depression de-
signed to guarantee a fair price for farmers. 
The new law will not abolish the Wheat 
Board, but it will eliminate its position as 
the sole buyer of wheat from Canadian 
farmers, and in so doing give the farmers 
the freedom to offer their wheat for sale in 
an open market. 

“We will have a lot more options. I think 
we are going to get a higher price for our 
wheat overall and it’s going to be a true 
market price,” said Kevin Bender, a fourth-
generation Alberta farmer and president of 
the Canadian Wheat Growers Association.

This landmark shift in how Canada’s 
wheat is priced and sold is set to bring 
about many changes in North American 
wheat futures markets. For example, In-
tercontinentalExchange has launched 
two wheat futures contracts at its ex-
change in Winnipeg, bringing wheat fu-
tures trading back to Canada after nearly 
an 80-year hiatus. In addition, the Min-
neapolis Grain Exchange, the Chicago 
Board of Trade and the Kansas City 
Board of Trade are anticipating a boost 
in liquidity with the influx of new Cana-
dian market participants. 

“It’s going to change the whole risk man-
agement and business model that we have 
today for sure,” said Stephen Vandervalk, 
a fourth-generation Alberta farmer who is 
president of the Grain Growers of Canada.

Canada’s wheat is in high demand around 
the world. Buyers of this wheat include grain 
and milling companies from Mexico to Ja-
pan as well as pasta makers in Italy. 

A Long Road to Change
The issue of removing the wheat board’s 
monopoly has been under discussion for 
many years in Canada, especially after wheat 
boards in other countries such as Australia 
were dismantled. The strongest opposition 
came from Canada’s older generation of 
farmers who liked the security of knowing 
where their grains would be sold and not 
having to market their crops.

“The older generation of farmers was not 
businessmen as much as they were opera-
tors. They farmed and they wanted to sell 
their products. They weren’t interested in 
markets, they were interested in getting 
back on the fields and growing their crops,” 
said Wade Sobkowich, executive director of 
the Western Grain Elevator Association.

Those opposed to opening up Western 
Canada’s wheat markets also argue that 
farmers will lose the Wheat Board’s bargain-
ing power. 

“Farmers realize that their livelihoods 
and their futures depend much on insti-
tutions and structures that seek to balance 
the huge powers exerted on them by large 
railways, international grain companies and 
consolidated input suppliers, like fuel, fer-
tilizer, seed, chemical and machinery sup-
pliers,” Terry Boehm, president of the Na-
tional Farmers’ Union, said in testimony 
on Dec. 8 before Canada’s Standing Senate 
Committee on Agriculture. “The CWB is 
one such institution that by virtue of its 
single-desk marketing power brings some 
balance into the equation, as it acts in the 
farmers’ interests only. It also brings premi-
ums into the marketplace for farmers’ wheat 
and barley by being a global trader that is 
able to exercise both market discipline and 
the ability to price discriminate in the inter-
national and domestic markets.” 

The Wheat Board was established by 
the Canadian Parliament in 1935 as a 
mandatory producer marketing system for 
wheat and barley in the provinces of Al-
berta, Saskatchewan, Manitoba and British 
Columbia. Since 1943, membership has 
been compulsory for Western Canadian 
farmers via the War Measures Act. Under 
this system, farmers deliver their wheat to 
grain elevators throughout the crop year. 
The board acts as a single desk marketer of 
wheat and barley. Prices paid to produc-
ers are based on an average price set by the 
wheat board. 

“From what my dad has told me, the 
Wheat Board was brought in to provide 
a guaranteed food supply during the war 
and then the monopoly just stayed,” said 
Bender. “In more recent years, they told us 
it was there to get us the highest price, but 
we can’t compare it to an open market, be-
cause we have never had an open market.”

Proponents of the change point to Aus-
tralia, where several years ago the single-
desk approach was dismantled. That move 
led to competitive pricing and increased 
wheat acreage, leading to an increase in 
Australia’s share of the world wheat trade. 
At the same time, Canada’s share of the 
world wheat trade declined to 12% from 
22% two decades ago.

“Australia surpassed us in 2010 and now 
has 13% market share,” said Bender, adding 
that Canadian farmers have seen the value 
of a competitive pricing system for their 
other crops but not wheat.

The Western Canadian Wheat Growers 
estimated that in 2010 prices available to 
farmers in the U.S. open market over the 
2010 crop year were significantly higher 
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Global Players
Canada is the 4th largest exporter of wheat in the world
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than the returns western Canadian farmers 
received under the Canadian Wheat Board. 
Price differentials ended up costing prairie 
farmers about $500 million on their 2010 
wheat product and $190 million on durum, 
the association estimated. 

Wheels in Motion 
Steps are already underway to capture the 
Wheat Board’s business. Right after the legis-
lation was enacted, Viterra, Canada’s biggest 
grain handler, announced that it has begun 
entering into forward purchase agreements 
with growers for delivery beginning in Au-
gust 2012. The company said that with 
greater marketing choice, there will be new 
contracting opportunities and additional risk 
management tools, which is good news for 
farmers and the broader sector.

“The Government of Canada has fulfilled 
its commitment to prairie growers, taking a 
major step forward for western Canadian ag-
riculture,” Mayo Schmidt, president and chief 
executive officer of Viterra, said in a statement. 

On the exchange front, ICE Futures 
Canada launched two wheat contracts in 
January—a milling wheat contract based 
on protein-rich hard red spring wheat and 
a durum wheat contract based on similar 
high protein wheat used for pasta. The ex-
change also introduced a barley contract.

“We think there is a great opportunity 
here. Certainly the Canadian marketplace 
is significant enough in terms of being a 
prominent supplier to support its own fu-
tures contract,” said Brad Vannan, president 
and chief operating officer of the Winnipeg-
based exchange.

The contracts are modeled on ICE Fu-
tures Canada’s canola contract, which has 
annual trading volume in excess of four 
million contracts (80 million metric tons) 
and is actively used by Canadian farmers, 
merchants and processors as well as the 
international trading community. Van-
nan explained that all of the contracts are 
designed around delivery at source. Deliv-
ery at source means that there are multiple 
delivery points located in grain elevators 
throughout the Canadian prairies rather 
than just at exporting port destinations. 
The majority of the Canadian wheat crop 
is produced within 50 or 100 miles of one 
or more of these registered delivery points. 
“We have a very dynamic market that re-
sults from that, which is not prone to any 
kind of logistics squeeze,” said Vannan. 

He explained that if ICE had chosen tra-
ditional delivery points such as the port of 
Vancouver, which is the dominant export 

port in Canada, it would have made the con-
tract a less attractive hedge for the 35% of 
Canadian production that does not typically 
flow through that port. To reach Vancouver, 
the exchange relies on railways and the trains 
must travel thousands of kilometers through 
three mountain ranges. “These challenges are 
dealt with very effectively by the trade, but 
are too unpredictable to subject the nearby 
futures contract to them,” he said.

The milling wheat and durum wheat con-
tracts are 100 metric tons in size and priced in 
Canadian dollars. Many market participants 
say there is great hope for these new markets, 
but they note the difficulty in establishing new 
markets. Some also raised questions about cur-
rency risk. The contracts are priced in Cana-
dian dollars and typically global cash market 
commodities are priced in U.S. dollars.

Canada is the world’s largest grower of 
durum wheat and the new durum con-
tract will give market participants a new 
tool to hedge price risk in that commod-
ity. Although durum is similar to the grades 
of wheat that are deliverable into existing 
futures contracts traded elsewhere in the 
world, there is no other contract for that 
specific grade of wheat. The milling wheat 
contract, on the other hand, will compete 
with the hard red spring wheat futures con-
tract traded in Minneapolis, which has very 
similar quality specifications.  

Michael O’Dea, risk management con-
sultant at INTL FCStone in Kansas City, 
said he expects that the MGEX contract will 
see additional volumes from those hedging 
hard spring wheat. However, the ICE du-
rum contract is likely to see some steady 
volume because there is no such contract 
anywhere else. “It is difficult to correlate 
futures with cash. For so long people who 

have traded durum have had a very difficult 
time hedging off risk.” 

The hedging activity among Canadian 
producers for other crops is seen as a sign 
of the success of the new ICE contracts. 
“There has been a misconception out there 
that the Canadian farmers won’t know 
how to market their wheat. That’s entirely 
untrue. The majority of farmers who grow 
wheat also market canola,” said Vannan. He 
added that prior to the establishment of the 
Canadian Wheat Board, Canada’s wheat fu-
tures market was considered to be as signifi-
cant as the Chicago market. “Now we have 
an opportunity to re-emerge,” he said.

More Business  
for U.S. Markets?
The Minneapolis Grain Exchange offers a 
hard red spring wheat contract that is most 
similar to Canada’s crop. It has been traded 
since 1881 and is based on delivery of a 
hard red spring crop grown in the northern 
U.S. plains in Montana, Wyoming, North 
and South Dakota as well as Idaho. It is the 
largest wheat crop in North America. Like 
its northern counterpart in Canada, this 
wheat has typically 13% to 15% protein 
content, making it suitable for milling and 
use in breads.

Scott Cordes, president of Country 
Hedging, a futures broker that caters to ag-
ricultural customers, said the MGEX con-
tract will be a good fit for Canadian farmers. 

“Somewhere this risk has got to be man-
aged,” said Cordes, who also serves on the 
MGEX board of directors. “Ideally with the 
volume and what’s taking place in Minne-
apolis, I think initially that will match up 
and be what’s best for them.”

In August, MGEX removed its U.S. 
origin requirement for its hard red spring 
wheat contract, making it possible for Ca-
nadian wheat to be used as deliverable sup-
ply. Mark Bagan, president and chief execu-
tive officer at MGEX, said the exchange is 
looking to boost its appeal to hedgers north 
of the border. 

“The type of wheat that is grown in Can-
ada is most analogous to our contract,” said 
Bagan. “We at the Minneapolis Grain Ex-
change will position ourselves if they want 
to use us for their risk management. We’d 
love to have them.”

The MGEX hard red spring wheat con-
tract has seen considerable growth in volume 
over the past few years, due to a number of 
reasons. Since moving to an entirely elec-
tronic market, the exchange has seen an in-
flux of international participants, proprietary 

Wheat Futures

The type of wheat that 

is grown in Canada is 

most analogous to 

our contract.’’MARK BAGAN, President and CEO, 
Minneapolis Grain Exchange
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traders and market makers. Over the past 
decade, total futures and options volume has 
increased 77%. The exchange has seen a 26% 
increase in the past five years alone. 

The exchange is not planning to add new 
contracts, however. In the past, the exchange 
tried without success to launch a durum 
contract. “The durum market in the U.S. 
is heavily controlled by a few commercial 
players and commercial market participants 
don’t always want price transparency. Just 
because a contract may be wanted by one 
side of the market doesn’t mean the other 
side of the market wants it,” said Bagan.

The Kansas City Board of Trade offers a 
contract based on hard red winter wheat. It 
is a close second to the MGEX contract in 
terms of the quality of the deliverable wheat. 
This wheat, which is also used in bread bak-
ing, has a high protein level, but not as high as 
the hard red spring wheat grown in the U.S. 
northern plains or Canada. Hard red winter 
wheat is grown predominantly in Kansas, Ne-
braska, Oklahoma and the Texas panhandle. 

Kansas City has not made changes to its 
contract in anticipation of the new Cana-
dian Wheat Board policy, but market par-

ticipants anticipate that this exchange also 
will see some liquidity. In 2011, a total of 
6.3 million contracts were traded at the 
KCBT, setting a new record and marking 
a 14.3% increase over the number of con-
tracts traded in 2010.

Cordes said that depending on the qual-
ity of wheat grown in a crop year, the KCBT 
and the CBOT could also see increased vol-
ume from Canadian wheat hedgers. “Long 
term you could see some volume depending 
on the crop year,” he said.

Soft red winter wheat futures, traded 
on the CBOT, are the most actively traded 
wheat futures contract in the world. The 
contracts are based on lower protein wheat 
grown in diverse areas of the country. Al-
though that is the least commonly grown 
wheat in the U.S, this contract is considered 
the global benchmark for wheat futures. In 
2011, this contract saw average daily vol-
ume of 96,362 contracts and total volume 
of 24.3 million contracts. 

Over the past few years, CME has made a 
number of modifications to this contract to 
make it a better hedging tool. The changes, 
which include increased delivery points, vari-

able storage rates and tougher standards for 
the amount of allowable vomitoxin levels, 
are intended to make the futures price more 
closely track prices in the cash wheat market.

While the specifications for this contract 
are the least analogous to Canadian hard red 
spring wheat, CME officials anticipate that 
this market will see an influx of participants. 
“Any time you are using a product that isn’t 
precisely the same type of grade, having the 
deep liquidity is more important,” com-
mented Tim Andriesen, managing director, 
agricultural commodities at CME.

CME’s Globex also offers 24-hour access 
to the KCBT and MGEX contracts. 

Andriesen added that farmers will also 
be able to use CBOT options. “There is a 
wide depth of different products around 
our wheat product,” he said. KCBT and 
MGEX also list options on their contracts.

“What everybody likes is a contract that 
perfectly fits their needs and has deep li-
quidity, but if you look at history those are 
very tough things to do,” he added.  
..............
Joanne Morrison is deputy editor of Futures 
Industry.

Chicago Board  
of Trade

Minneapolis  
Grain Exchange

Kansas City  
Board of Trade ICE Futures Canada

Contract Name Wheat Futures
Hard Red Spring  
Wheat Futures

KCBT Wheat Futures Milling Wheat Futures Durum Wheat Futures

Launch of Trading 1877 1881 1876 Jan. 23, 2012 Jan. 23, 2012

Contract Size 5,000 bushels 5,000 bushels 5,000 bushels 100 metric tons 100 metric tons

Delivery Months
March, May, July, 

December

March, May, July, 
September and 

December

July, September, 
December, March, May

March, May, July, 
October, December

March, May, July, 
October, December

Tick Size
1/4 of one cent per 

bushel or $12.50 per 
contract

1/4 of one cent per 
bushel or $12.50 per 

contract

1/4 of one cent per 
bushel or $12.50 per 

contract

C$0.10 per metric ton 
(C$10 per contract)

C$0.10 per metric ton 
(C$10 per contract)

Deliverable Grade

No. 2 soft red winter 
wheat. Three cents per 
bushel premiums paid 

for higher grade wheat.

No. 2 or better Northern 
spring wheat with 
a protein content 

of 13.5% or higher. 
(Wheat with 13% deliv-
erable at a discount.)

Northern spring wheat 
with a protein content 
of 13.5% or higher. 

(Wheat with 13% pro-
tein deliverable at a 

discount.)

Canadian wheat with a 
minimum of 13% pro-

tein. (Wheat with 12.5% 
protein deliverable at a 

discount.)

Canadian amber durum 
wheat with a minimum 

of 12.5% protein. 

Delivery Points
Various locations along 

the Mississippi and 
Ohio Rivers

Elevators located in 
Minnesota

Elevators located in 
Kansas and Missouri

Elevators in 
Saskatchewan, 

Manitoba, Alberta  
and British Columbia.

Elevators in 
Saskatchewan  

and Alberta

2011 Volume 24.3 million contracts 1.7 million contracts 6.3 million contracts

North American Wheat Futures Contracts


