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The Never-Ending Cycle

Old timers at the Chicago Board of Trade used to tell newcomers that the fastest
way to make a million dollars trading commodity futures is to start with two million.

What they are saying is that “buying low” and “selling high” is much harder than it
sounds. Because farmers grow what they sell, “buying low” is relatively easy. But, “sell-
ing high” is hard. Just like many newcomers at the Chicago Board of Trade learn, it is
really hard to be objective when it is your money that is on the line. This is why people
sometimes wait until they are absolutely certain that markets are going against them
before they act.

Farmers do not generally have a problem selling field crops for more than their pro-
duction costs. Without doubt, problems caused by bad weather, insects and/or disease
sometimes make it impossible to make a profit. Even in those years, it is important to
make decisions which result in the best possible return on the year’s production. This
involves everything from making sure offgrade product is not put into the same bin as
food grade product; eating harvested pulses to make sure they cook; keeping a record
of the chemicals used throughout the season and during harvest; or doing germination
and disease tests to see if some of the crop can be marketed as common planting seed.

Working to maximize the income potential of crops starts before they are planted.
Planting crops with similar seed sizes on the same land can have unexpected conse-
quences. There is always a certain amount of seed loss during harvest and those grains
can sprout the following year. If the volunteer seeds cannot be separated from the main
crop, both the grade and the value of the crop can plunge. As a result, mustard should
not be grown on the same land as canola. Canaryseed should not be planted after flax-
seed or canola. Small green and red lentils should not be grown on the same land. The
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result is called Christmas lentils and they can face steep discounts.

Pushing rotations by growing the same crop on the same land more than one year
in a row and sometimes every second year can be a bad idea. Any diseases that were
present the previous year, even if at nearly undetectable levels, will be happy to see their
hosts return. The same holds true with planting seed. It is important to make sure that
any seed used is disease free. Commercial seed should come with testing certificates.
Any seed held back from the previous harvest needs to be tested for disease, even if the
field appeared to be disease free. Given the right conditions, any disease spores already
in the land or put there with the seed will explode into action, reducing yields and pos-
sibly quality.

If diseases such as Ascochyta blight infect a field, it is generally recommended that
the same crop not be planted on the same field for at least three years. Moreover, fun-
gicides need to be rotated during the growing season because the disease can become
resistant to the active ingredient. This has already happened in North Dakota, where
Ascochyta blight in chickpeas became entirely resistant to strobilurin fungicides. The
same resistance in peas has also been detected in Saskatchewan and Alberta. Seeds
from plants infected with Ascochyta blight can still be eaten, but they are degraded
because the disease creates visible damage on the seeds.

After the crop has been planted, there is nothing that can be done about weather
conditions. It is still possible to minimize the damage caused to the crop by some in-
sects and weeds. Weeds not only reduce yields because of the competition for available
nutrients, but if they happen to be green when the crop is harvested they can make it
more susceptible to staining and dirt tagging. Similarly, combining crops when there is
still dew in the field can have a major impact on whether or not the harvested seed be-
comes dirt tagged. This is one of the reasons desiccants are used to kill crops. This gives
farmers more control over the timing of the harvest. However, the choice of herbicide
can have a significant impact on whether or not the crop can be sold. It is not only im-
portant to use pre-harvest herbicides or desiccants in strict accordance with the labels,
it is important to document what was used on the field and how many applications
were used, and to provide this information to prospective buyers. Failing to do so could
result in something being shipped to a country which has very low tolerances or which
does not allow residues of the active ingredient on imported products. If it is detected,
the country could shut down all imports from your country.

Chemical Residues Can Destroy Markets

Most of the pulses and other specialty crops grown in Canada and Australia are for
export, as is a large percentage of those grown in the United States. That means that not
only must the industry obey national rules about chemical residues, they need to meet
the rules of any country to which they are exporting. In July of 2012, the Alberta Pulse
Growers, Saskatchewan Pulse Growers, and Manitoba Pulse Growers put out a joint
statement to western Canadian farmers, saying they need to be careful that they do not
unintentionally create a product which exceeds the maximum residue limits (MRLs)
for the various chemicals and herbicides used during harvest.

Desiccants, or harvest management tools, are applied late in the crop year to dry the
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crop and create uniformity of plant material at harvest. Because of the late-season ap-
plication of these products, some residue may remain on the crop, and as a result, most
countries or markets have in place maximum acceptable levels of residue. In some mar-
kets, the MRLs are very low, but the provincial grower groups, alongside Pulse Canada
and other industry partners, are working on harmonizing these limits internationally
in an effort to ensure Canadian growers remain competitive in the global marketplace.

Glyphosate faces the fewest problems. The only market where glyphosate is an issue
is Japan, where the MRL is set at a low level. Japan buys small quantities of the various
classes of peas, along with some lentils, dry edible beans and soybean varieties intended
for use to make tofu and natto.

Diquat is only a problem for product being shipped to the United States. The diquat
MRL has not yet been harmonized between the two countries.

Saflufenacil faces problems in all markets except the United States. However, the
European Union and CODEX countries such as India and Pakistan are expected to
have MRLs in place sometime in 2013.

In the summer of 2012, Roundup Weathermax was registered for use as a desiccant
for mustard seed even though the United States, Canada’s most important market for
mustard seed, and all other countries outside the European Union have MRLs that are
so low, the product cannot be used on mustard seed.

Addressing the issue, the Saskatchewan Mustard Development Commission said,
“Growers should be aware that not all jurisdictions have set maximum residue limits
(MRLSs) to levels that would accommodate the glyphosate level that would arise out of
preharvest use of glyphosate in mustard. Some countries have relatively high allowable
levels of glyphosate in tame mustard seed and others have no MRL set. For this reason,
growers should consult with the exporter or processor to whom they are selling the
crop before they use glyphosate on tame mustard. In instances where the crop is going
to be marketed primarily in countries outside the European Union, it may be wise to
forego the use of glyphosate on tame mustard so that the crop is not potentially rejected
due to glyphosate residues.”

The MRL for the European Union is 10 parts per million. It is 0.1 parts per million
in the United States, Mexico and Australia. There is no MRL in Japan or Korea or coun-
tries which use the Codex standard, such as India. If there is no MRL, zero residues is
the wisest choice.

The Saskatchewan Mustard Development Commission added, “Preharvest appli-
cations of Roundup Weathermax have been registered under the minor use system in
Canada. This use is permissible for Canadian growers and it consists of applying 0.67
L/acre of the 540 g/L formulation of Roundup Weathermax at a time when pods of the
mustard plant are green to yellow and seed is yellow to brown. Growers should note
that missing this timing (too early or too late), or application of higher rates than those
that are labelled, can result in higher levels of glyphosate than are acceptable.”



STAT Publishing | The 20-Month Year

Losing a Grade is Costly

It is not possible to control the timing of frost, rain, heat or drought during the
growing season. It is possible to exert some control over many of the other factors
which cause crops to lose quality and/or yield. Of course, those are business decisions.
How much money to invest in reducing infestations and in controlling the timing of
the harvest is directly related to current market conditions. Quality discounts, for in-
stance, rise and fall. They tend to be biggest when the price for the top quality tends to
be at the upper end of its historic range. They tend to be smaller when the prices for the
best quality is at the lower end of its historic price range. How do you know when this
happens? This book contains the decile tables for the each of the crops covered. Those
tables clearly show where today’s prices are in relation to the history of the crop.

Normally, the price drop from the Number 1 to the Number 2 grade is not as big as
the price drop from Number 2 to Number 3 grade product or sample grade. Between
2008 and 2012, the average bid for Number 2 grade large green lentils in Canada was
2.56 cents per pound less than the average bid for Number 1 product. Extra 3 grade
large green lentils were discounted another 4.64 cents per pound and Number 3 grade
lentils were discounted another 4.6 cents per pound. Accidentally, lowering the grade of
a Number 1 Canada large green lentils to Extra 3 cost an average 7.2 cents per pound.

Discounts for yellow mustard are more severe. Between 2008 and 2012, the aver-
age bid for Number 2 grade yellow mustard seed in Canada was 7.41 cents per pound
less than the average bid for Number 1 product. Number 3 grade yellow mustard was
discounted another 3.94 cents per pound and Number 4 grade was discounted another
1.66 cents per pound. Accidentally, lowering the grade of a Number 1 Canada yellow
mustard to Number 4 cost an average 12.01 cents per pound.

For some crops, the quality situation is simpler. Canaryseed is either canaryseed or
it is not canaryseed. Yellow peas are either suitable for human consumption markets or
they need to be fed to livestock. Green peas have become more complicated with the
development of a market for peas with up to 25% bleach on the Indian subcontinent.

The last chance farmers have to influence the basic quality is after harvest. If the
grade in a field or a section of a field is clearly different from the rest of the harvest,
binning it separately is a good strategy. Mixing a small quantity of sample grade prod-
uct into something which would otherwise fall into the top two grades can result in a
significant decline in the value of an entire bin.

Quality is not just Grade

Grades make quality seem simple. Unfortunately, just because something makes
grade does not mean it is the right quality for the market. Some of the grades that exist
today are the result of market development efforts by individual companies. The Extra
3 grade for lentils was invented by Canadian exporters and later adopted by the Cana-
dian Grain Commission. The same is true of the feed pea grading standard. Sometimes
grades do not include quality parameters which are critical to end users. This was one
reason Canada’s red lentil grades were amended at the beginning of the 2012-13 mar-
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keting year to include tighter tolerances for copper colored in red lentils and tolerances
for wrinkled seed coats in Number 1 and Number 2 Canada lentils.

Effective August 1, 2012, the color definition for red lentils was changed to state:
“Color is evaluated after the removal of damaged lentils (excluding wrinkled). Bleached
and copper seeds are evaluated to determine the overall color. Tolerances for bleached
and copper are reflected in the Primary Grade Determinant Table. Bleached seeds have
a whitened seed coat that is distinctly faded from the natural red color of sound lentils.
The discoloration must affect the entire seed coat. Lentils having a lighter pink shade
that are contrasting with the overall sample are considered sound. The red lentil color
guide may be used to assist in the determination of bleached seeds. Copper seeds have
a rust color covering both sides of seed and the entire seed coat. The rust color is in
distinct contrast with the natural red color of sound lentils. The red lentil color guide
may be used to assist in the determination of copper seeds.”

The wrinkled seed tolerance for Canadian lentils allows for a maximum of 2% in
No 1 Canada lentils and 5% in No 2 Canada lentils, with no maximum for lower grades.
Canada’s lentil grade now states: “Wrinkled seeds are characterized by a seed surface
that has sharp ridges and pronounced depressions that could also be described as seed
coat folds and indents. Wrinkles may be evident only on one side of the lentil. Lentils
that only have dimpled seed coat or folds restricted only to the outside ring of the seed
are considered sound. The red lentil wrinkled guide may be used to assist in the deter-
mination of wrinkled seeds.”

What is not included in the grading standards are tolerances for water absorption
rates, milling and splitting rates, or cooking times. Simply put, making grade does not
mean people can actually eat the product. If pulses do not soak, canners cannot use
them. If pulses do not cook, families cannot eat them. Shipping something like that to
those markets only encourages people to buy from another origin or switch to another
food.

“I’m a Lentil Grower and ’m Proud to Eat what I Grow!”

It is impossible to go a livestock convention and find a vegetarian who raises cattle,
hogs or chickens. It is equally impossible to find a rancher who will not proudly eat the
meat they produce. Go to the annual meetings of the provincial pulse grower associa-
tions and it is easy to find people who almost never eat pulses. If pea and lentil growers
do not proudly eat what they grow, how will they know if they are growing food or
vegetarian stones?

A farmer asked me how he would know if his peas were good enough to ship to
India. I replied, “Ask your wife to cook them. If she won't, they’re not good enough.”

Sometimes, peas and lentils look good enough to eat, but they do not cook. This
happened in 2010 with a shipment of Number 2 Canada large green lentils to Chile.
The 2009 crop lentils were uniform in color and very nice in appearance, but there are
several factors that affect cooking time. Older lentils cook more slowly than freshly har-
vested lentils, and smaller lentils cook faster than larger lentils. When growing condi-
tions are hotter than normal, cooking times for lentils normally increase. Cooking time
is not normally taken into account when lentils are being bred.

11
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Most lentils imported by Latin America are sold directly to consumers in plastic or
cellophane bags of up to one kilogram. Cooking time is critically important. If consum-
ers discover that a certain brand of lentils or split peas do not cook in a reasonable time,
they will ignore the brand, and that importer will think twice about buying from the
companies that supplied the pulses, and possibly even the country.

Cooking time is also critically important to canners. This, along with concerns over
cracked seed coats, has seen the dry edible bean industry develop two market streams
for beans. Beans targeting the canning industry normally trade at a premium to beans
going into the packaging industry. While both need to cook, canners have additional
quality needs. Peas and lentils are not normally traded this way, but some buyers do
require cooking tests. Grinders and millers do not need to worry about cooking time.
Most of the peas sold to China are ground into flour to make noodles, or into a sweet
paste for confectionary and dessert items. Some are deep fried. India grinds a frac-
tion of every type of pulse eaten into flour. The fractionation trade is growing in size,
with organizations such as pulse Canada working closely with the food manufacturing
industry to see where protein, starch or fiber isolates from pulses add value to food
products. They have already found a role in gluten-free foods and as additives to veggie
burgers, nutritional bars, baked goods, pet foods and other products.

Farmers are the first line of defence in making sure pulses go into the right market.
However, farmers cannot play their part if they do not eat what they grow. That is the
only way they will know if their harvest can go to packagers and canners, or should be
directed to grinders and fractionators. Processors are the next line of defence in making
sure buyers receive the right quality of product. Exporters are the final line, having the
responsibility to make sure the merchandise shipped not only meets their obligations
under the contract, but meets the needs of the buyer. None of this is possible if people
across the marketing chain do not talk to one another, do not share information, and
do not cook and eat the pulses they trade or grow. Communication must occur for any
industry to reach its full potential.

Documentation, responsibility and accountability are also vital. The dry edible
bean industry was an early adopter of “identity preserved” or IP traceability. (This is
discussed in introduction to the dry edible bean chapter.) They are also used by Car-
gill for the export of the Intermountain canola variety to Japan; by General Mills for
a variety of white wheat; DowAgro Sciences for Nexera canola exports to Japan; and
Canada’s dry edible bean industry for white bean exports to canners and food grade
soybeans to Japan. To support their IP marketing programs, many companies are be-
coming HAACP certified. Some are starting to talk about the need for farmers to also
become HAACP certified so that there is full traceability and documentation through-
out the entire marketing chain—from field to table. More importantly, this would make
it easier for the correct quality to be shipped to millers, canners and packagers. This
could become more important in destinations which also receive bulk conventional
shipments, because it would guarantee niche market buyers that they are getting exactly
what they need.

HAACP certification has already come to farms in North America. Programs to
help vegetable and livestock producers become HAACP certified are supported by both
industry and government.

12
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Marketing Your Grade

Over the years, Canadian exporters have done a good job of developing markets
for virtually all grades and qualities of pulses and other specialty crops. Green peas that
cannot make grade because of up to 25% bleach were once diverted into livestock feed
markets. Now, they are routinely exported to the Indian subcontinent. In some mar-
kets, lentil importers prefer to buy Extra 3 and Number 2 grade lentils because there is
no real difference between them and No 1 lentils when they are cooked. But since the
prices are lower, this makes them a good fit in price conscious regions.

However, not all offgrade lentils are created equal. Buyers do not like lentils that
lose grade because of cracked seed coats, chipping and splitting, or from heating and
frost damage. They prefer the distinct damage which comes from disease, but they do
not mind sun weathered lentils as long as the appearance is uniform. This makes it im-
portant to look at the factors that are causing your lentils to grade lower, and to discuss
the quality processors you deal with want.

Matching quality to the market can often result in a better price. This could be a
key consideration in marketing the balance of your green lentil crop, especially low
grade material. The price spreads between high and low quality lentils are affected by
the grade distribution. When supplies of offgrade lentils increase, the spreads increase.
When supplies tighten, the spreads tend to become smaller. Grower bids provide an
indication of the supply situation. The final crop report of the year from Saskatchewan
Agriculture and Food normally includes a break down of the grade distribution for
individual crops.

Knowing the reasons behind the grade spreads is always helpful, but getting the
best value out of offgrade pulses requires having truly representative samples and show-
ing these to prospective buyers. This helps processors and exporters target sales ef-
forts based on better knowledge of what is available and where it is located. It is also
important for growers to know whether or not the companies they deal with have well
established outlets for offgrade product. Those that do, will be in a better position to
buy product closer to the farmer’s timetable and not just when they see momentary
demand. A clear sign that a specific quality or commodity is in short supply is when
people who do not normally deal in that product or quality start looking. This hap-
pened in green pea markets in the fall and winter of the 2012-13 marketing year. Even
cash grain brokers from Chicago were looking for green peas. As it happened, that was
a powerful indication prices had not peaked.

Demand Elasticity

An important question to ask when marketing any crop or quality segment is
whether or not demand is price elastic. Markets always use price to discourage demand.
When supplies are tight, prices keep rising until buyers start cutting back on how much
they are using. This “rations” the available supply across all users. It also encourages
farmers to increase production, resulting in an increase in supply and lower prices.
There is a more important question; do below average prices result in above average

13



STAT Publishing | The 20-Month Year

demand? If so, demand is price elastic. When demand is only hurt by high prices, it is
not price elastic.

An example of a commodity where demand is price elastic are field peas. As with
every commodity, the higher the price, the less demand. But, as prices fall, interest in
the product grows. This is because peas can be used across a wide range of markets and
in a wide range of products. Feed manufacturers in Europe, for instance, have many
years of experience with peas and will move quickly to increase the quantity they use
when peas become price competitive with grains and protein meals. At lower prices,
food manufacturers start trying out peas in their products, sometimes resulting in new
outlets.

This happened in China when mung beans became more expensive than imported
peas. Vermicelli noodle makers started working with pea starch and discovered it was
a good substitute for mung bean starch. Peas became one of the dominant ingredients
used to make noodles. Just as is the case with mung beans, there is now a certain base
demand which will not go away. However, it could be that the biggest part of the market
for pea starch could be lost to other sources of starch if prices become uncompetitive
with those sources for a lengthy period of time.

An example of a commodity where demand is fairly price inelastic is canaryseed.
There is only one use for canaryseed—as an ingredient in birdseed mixes. When the
price of canaryseed rises relative to millet and other small seeds, birdseed packagers
may reduce the percentage of canaryseed in their mixes. When canaryseed becomes
inexpensive relative to those other seeds, birdseed packagers might use a higher per-
centage of canaryseed in their mixes. There is no precise estimate of how much demand
can move, but many industry participants have felt it is in a plus or minus 10% range.
More importantly, it does not matter how cheap canaryseed gets, other uses for the
seed do not appear. Since canaryseed stores as well as flaxseed on farms, experienced
growers do not bother trying to find markets when prices fall to levels which might at-
tract livestock feed demand. They bin their canaryseed and withdraw from selling until
canaryseed recovers.

Knowing whether markets for a quality or commodity are price elastic makes a big
difference in how marketing needs to be approached. In inelastic markets, when it is
obvious that there is an oversupply, it is important to take advantage of opportunities to
sell at good prices. It may also be important to be prepared to carry product over into
the following marketing year. Prices normally keep moving lower until the available
supply more closely matches the quantity which is consumed each year.

Products where demand in price is elastic do not normally behave the same. While
over-supply causes prices to drop, demand tends to increase as prices drop. It is not
a one-for-one relationship. For example, when pea prices fall low enough to become
truly competitive with other sources of protein and energy, livestock demand can start
building rapidly. It is important to realize that there is a moment when pea prices be-
come truly competitive. It is not incremental. Once that moment arrives, demand can
start building. Naturally, this only happens if livestock feeders, mills and compound
feed manufacturers know peas are truly competitive. That job falls to sellers. The same
is true of encouraging new uses in the food industry. Individual sellers need to compli-
ment industry efforts to build demand. And, as with feeding peas, there will be mo-
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ments when prices are attractive enough for a food manufacturer to commit to a proper
trial. If the product works, a new market could open. It is much harder to do this when
prices are high. At those times, prices are usually high because there is not enough
product to meet normal demand.

Supply-Demand Forecasts

Supply and demand forecasts offer some insight into whether demand is price elas-
tic. If usage does not rise significantly as supplies rise, it is a sure sign of a market that is
not price elastic. The supply and demand tables in this book show four marketing years
along with the average supply and demand situation for a five-year period.

What you want to see is that export sales and/or sales to domestic users increase
when the available supply increases. Available supply is the total of how much was
grown, how much was carried in from the previous marketing year, and how much was
imported. This does not mean that ending stocks cannot increase. But, if demand is
price elastic, it will result in a smaller increase in ending stocks that would be the case
if demand was not price elastic. There are times, though, that prices do not respond
strongly enough to increases in supply to create new demand. Peas probably provide
one of the most obvious examples. Sometimes, prices do not drop enough to be com-
petitive to European compound feed manufacturers.

Another key area to look at in supply and demand tables is the stocks to use ratio.
In a nutshell, this shows many days or weeks worth of product was carried over from
one marketing year to the next. Markets also pay attention to this number. When the
stocks to use ratio drops under 10%, a commodity is generally considered to be sold
out, partly because there may not be enough product left to cover the period from the
end of the marketing year until new crop merchandise is being sold by farmers. This
is a bigger problem when the harvest is delayed. As stocks drop under 10%, markets
worry about what percentage is held by farmers who do not sell in rising markets. That
fraction might not be available until the harvest starts and prices drop.

As confident as markets are about when a commodity is effectively “sold out”, there
is no consensus about the point at which stocks become burdensome. Stocks typically
rise when the industry is having a hard time moving everything that was grown. As
stocks rise, prices normally decline to encourage demand. The combination of slow
movement and lower average prices normally results in a reduction in seeded area. The
amount by which seeded area is expected to change has a major effect on whether end-
ing stocks are expected to be burdensome. If plantings fall sharply, markets might want
to see a 40% to 50% stocks to use ratio to help prevent a shortage from developing the
following marketing year. If, on the other hand, it becomes clear that farmers will not
reduce plantings by a big amount, markets might believe that a stocks to use ratio above
25% would start to become burdensome. What is going on here is markets are thinking
about how much will be available to sell in the coming season. At its most basic, that
is the sum of the carry-over from the previous marketing year and the current harvest.

The stocks to use ratio or ending stocks number describes the situation on the last
day of the marketing year. The available supply describes the situation on the first day
of the marketing year. These numbers suggest whether prices will be higher or lower
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on average than they were the previous marketing year. That could be called the 64,000
foot or 20,000 meter view of the market. Hidden in the usage numbers is everything
that will happen on a day to basis from the start of harvest through the end of the
marketing year. Price movement throughout the season reflects the day-to-day supply
and demand situation and not the supply and demand outlook for the entire market-
ing year. This means that prices can move in ways which make the big picture numbers
look wrong.

At its simplest, supply is the amount of product farmers want to sell on any given
day, while demand is the amount of product processors need to buy to cover short
term shipping commitments. Day to day supply also includes deliveries by growers
against production and forward sales contracts, unsold inventory in processing plants
and primary elevators, and any product that companies want to sell to other companies
in their country. Day to day demand can come from many sources. Processors need to
buy product from other processors for immediate movement. They might also need to
buy because a delivery was not the quality they expected or needed. Exporters might
be buying to cover a recent sale. An end user might buy something from an exporter at
the beginning of the day, causing the exporter to buy from one or more processors who
then buy from one or more growers. Unexpected problems in one area could result in
the need to ship product from another area, resulting in a brief increase in demand for
product for immediate delivery into and shipment from processing plants. Day to day
supply and demand is the sum total of all the actions taken by people across the entire
marketing chain.

Outside Factors are Important

Outside factors also affect the day to day supply and demand picture.

Serious weather in major producing and consuming regions can have a dramatic
impact on the ongoing supply and demand dynamic of markets. Russia’s 2010 drought
forced exporters to default on feed grain sales to western Europe, which increased de-
mand for grains and protein meals from other origins, including European peas. That
pushed up the floor price for field peas on world markets even though Europe’s com-
pound feed mills did not buy many peas from non-European sources. Below normal
monsoon rains can result in a smaller pigeon pea harvest, which could see demand for
green lentils improve because when they are dehulled they look pigeon peas. Drought
or killing frosts during the rabi growing season on the Indian subcontinent can result
in a surge in demand for desi chickpeas, red lentils and yellow peas. Problems with
Australia’s crops can lead to a shortage of fababeans in the Middle East and reduced
competition for demand on the Indian subcontinent. Mexicos 2010 and 2011 droughts
contributed to a fundamental shortage of dry edible beans in the North American Free
Trade zone, which resulted in increased imports from China and Argentina. Canada’s
weather disaster in 2010 left the world short of good quality green lentils and contrib-
uted to an over-supply of lentils in the 2011-12 and 2012-13 marketing years.

Weather events often sneak up on markets because of the natural hope that tomor-
row will bring what is needed for crops to develop properly, or seeding and harvest ac-
tivities to proceed. Sometimes weather events just happen, catching weather forecasters

16



Introduction | Chapter 1

and markets off-guard.

Political and economic events can also a big impact on markets for pulses and other
specialty crops. This was brought into clear focus for lentil markets starting in the fall of
2011. Because of trade sanctions, most business to Iran was routed through the United
Arab Emirates, Egypt and other countries in the Middle East which specialize in resell-
ing product in the region. Nearly all international trade is in U.S. dollars, which means
that buyers need to convert their local currency into U.S. dollars to pay for purchases.
To conserve its foreign exchange reserves in the face of deepening economic sanctions,
Iran limited the amount of U.S. dollars companies could obtain at the official exchange
rate. This created a black market for currency. In February of 2012, Iran’s official ex-
change rate was around 12,500 Rials per dollar. But, unable to secure enough U.S. dol-
lars at the official rate, some buyers converted Rials into the U.S. dollars on the street
market. Unoflicial exchanges rates soared 10% between the middle of December and
the last half of January, reaching almost 17,000 Rials per dollar. Then, on January 15 of
2012, Iran banned the street trade in currency to control the outflow of funds. The situ-
ation worsened on February 6, 2012, when President Obama signed an administrative
order freezing all Iranian government assets held or traded in the United States.

Before the sanctions and currency controls tightened in early 2012, Canada’s lentil
industry already had a problem. The need to buy U.S. dollars at a highly inflated ex-
change rate resulted in a situation where several Iranian importers told their suppliers
they could not pay for the merchandise without going bankrupt. Some of the affected
resellers who had bought from Canada and sold to Iran told their Canadian suppliers
that they could not pay for the lentils because their buyers had defaulted. Some export-
ers were able to divert shipments to other destinations. Some were able to stop ship-
ments before they left Canada. Others were left with product sitting on docks in various
locations in the Middle East.

When something is afloat or in a foreign port and needs to be resold, it is often
described as a distressed sale. Not only does the shipper bear additional costs, they
may need to sell at a discount. The availability of distressed merchandise not only hurt
the chances for people to make fresh sales, they can have a profound impact on spot
markets. To get a sense of the full scope of the problem, you need to think about how
business happens. For instance, if an importer is trying to buy pulses in February;, it is
most likely looking for product for shipment in April, May and June. Some might be
looking for product for shipment after the harvest. Only a few would be looking for
product for shipment in March.

As the shipping period approaches, the seller would buy or call product in from
growers to cover the sale. After cleaning and possibly bagging, it is loaded into railcars
or containers for movement to port, where it is then loaded onto a ship. For a country
such as Canada, 45 to 60 days can easily pass between the time a farmer delivers prod-
uct and the time it arrives in the buyer’s country. Moreover, 90 to 160 days can easily
pass between the time a sale is made and the time the goods arrive at their destination.
A lot can happen in 45 days. The world can change in 120 days.

Applying this timeline to the problems in Iran, it is clear that product sold between
August and October of 2011 reached the region just as Irans currency was becoming
more volatile. More product would have arrived as the government banned street trad-
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ing in currency. Pulses may have still been arriving as the U.S. government sanctions
become stronger and Iran became more watchful about currency flows.

Iran does not buy many pulses directly from Canada. Much of the trade goes
through resellers in the United Arab Emirates, Turkey and other countries in the re-
gion. Between August and December of 2011, 44% of all lentils and 21% of all chickpeas
shipped from Canada went to Iran, Egypt, the United Arab Emirates and Turkey. This
amounts to roughly 251,000 metric tons of lentils and just over 5,000 metric tons of
chickpeas. Not everything was destined for Iran; and some buyers might have used Iran
as a proxy their own problems maintaining margins.

There are not many choices available to exporters when they might never get paid
for something if they release the goods to the end user. As a result, companies try to
resell the product on regional markets. This could push prices below replacement cost.
That means they are selling them for less than they need to pay farmers. Which makes it
hard, if not impossible to make fresh sales until all those containers are gone. This backs
right up to the farm as a reduction in demand. If it happens at a time when farmers are
eager to sell, the available supply of product could easily be more than markets need,
possibly causing prices to decline. As much as high prices are intended to make buy-
ers think twice about entering markets, low prices are intended to make farmers think
twice about selling or growing a specific commodity.

Cross-Commodity Competition

Lentil, pea, canaryseed, mustard or chickpea growers and traders can become com-
pletely absorbed by the ongoing supply and demand dynamics for their commodity.
That is a mistake, because the supply and demand dynamics for canola, spring wheat,
durum, corn or soybeans can have a big impact on production levels and the price end
users are willing to pay. Called cross-commodity competition, it affects the thinking of
end-users as well as farmers.

Products which are eaten need to maintain a price relationship with other major in-
gredients to keep their place in the diet. When prices get out of line, demand can move
between products. It does not matter if it is a home-maker or a food manufacturer or
a livestock feeder, each is trying to make a dollar go as far as possible without compro-
mising nutrition. By the same token, farmers want to maximize the income potential of
their land and labor, without compromising future income.

Competition between field crops for the attention of consumers and the attention
of farmers has resulted in a situation where prices tend to move in the same relative
direction. As a group, pulses and other specialty crops tend to lag oilseeds and grains
when prices are trending upward. But, when the trend reverses, prices in the specialty
crop sector tend to drop just as rapidly. The situation can differ for individual crops,
but overall, the relationship is strong enough that oilseed and grain price trends and
outlooks can be used an indicators of likely trends for pulses and other specialty crops.

Since 2006, there has also been a strong relationship between price direction for
crude oil and for field crops. This is not because energy prices impact production costs.
It is because enough corn, soybeans and canola are used to make ethanol and bio-diesel
to link field crop prices with oil. The United States government has mandated that a
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specific quantity of renewable fuels are blended with gasoline and diesel each year. If
companies do not use enough, they pay a penalty. Renewable fuels will be blended as
long as that it profitable or the cost is less than the penalty for failing to do so. The impli-
cation for corn, soybean and canola is that prices cannot rise to a level which makes it
cheaper for the petroleum industry to pay the penalty for failing to use renewable fuels.
That maximum value rises and falls with the price crude oil. In the case of corn, 38% of
all corn available during the 2012-13 marketing year was expected to be used to make
ethanol, up from 37% in 2011-12 and 35% during the 2010-11 marketing year. That is
the second largest market for the corn. The largest are the food and manufacturing sec-
tors. The third most important is livestock feed, with exports pulling up the rear.

The addition of ethanol has resulted in a situation where corn acreage needs to
be higher on average than was the case prior to 2006. This had an immediate impact
on soybeans because the two crops are grown in rotation in many parts of the Unit-
ed States. To prevent land in soybeans from falling too much, grower bids rose. Corn
markets countered and the war was underway. Other field crops had no choice but to
respond. The initial expansion in acreage in corn had a profound impact on world mar-
kets. Average prices for oilseeds, cereal grains and pulses reached their first peak during
in first half of 2008, with prices on international markets more than double values seen
prior to 2006. The production response drove average trading levels sharply lower for
all commodities. But, because supply and demand were tightly balanced between 2008
and 2012, crop failures in Russia, Mexico and some other countries helped keep average
field crop prices near their historic highs.

Competition for acreage has always been a factor in world markets. But, prior to
2006 it was muted. So much so that the pulse and specialty crop industry did not seri-
ously consider canola, wheat, corn or soybeans as strong competitors for land use. That
is no longer the case. Higher average prices for corn, soybeans and wheat since 2006
have forced markets for pulses and other specialty crops to be higher on average to
keep farmers growing those crops. This reflects the fact that when returns from grow-
ing pulses and specialty crops drop below what farmers think of as a normal relation-
ship with returns from grains and oilseeds, they plant less specialty crops. On the other
hand, when returns from specialty crops are better than usual when compared to those
from other crops, land in special crops tends to increase.

United States Loan Program

Governments also make decisions which directly affect markets. One decision
which had a profound impact on pulse production levels in North America happened
in 2002 when lentils, peas and chickpeas were included in the U.S. Farm Bill. In simple
terms, this put those pulses on an equal footing with grains and oilseeds by making
them eligible for loans and loan deficiency payments (LDP).

The USDA’s Farm Service Agency provides a good explanation of how this works:

“Marketing assistance loans provide producers interim financing at harvest time
to meet cash flow needs without having to sell their commodities when market prices
are typically at harvest-time lows. Allowing producers to store production at harvest
facilitates more orderly marketing of commodities throughout the year.
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“Marketing assistance loans for covered commodities are nonrecourse because the
commodity is pledged as loan collateral and producers have the option of delivering
the pledged collateral to the Commodity Credit Corporation (CCC) as full payment for
the loan at maturity. Market loan repayment provisions specify, under certain circum-
stances, that producers may repay loans at less than principal plus accrued interest and
other charges. Alternatively, loan deficiency payment (LDP) provisions specify that,
in lieu of securing a loan, producers may be eligible for an LDP. For ELS cotton, LDP
provisions do not apply and marketing assistance loans must be repaid at the loan rate
plus interest.

“Marketing assistance loan repayment and LDP provisions are intended to prevent
delivery of loan collateral to CCC, minimize accumulation of CCC-owned stocks, and
allow U.S. produced-commodities to be marketed competitively. Accumulating CCC-
owned stocks tends to make U.S.-produced commodities less competitive in world
markets and can result in substantial storage costs to taxpayers. . . .

“A producer who is eligible to obtain a loan, but who agrees to forgo the loan, may
obtain an LDP. The LDP rate equals the amount by which the applicable loan rate where
the commodity is stored exceeds the alternative loan repayment rate for the respective
commodity. The LDP equals the LDP rate times the quantity of the commodity for
which the LDP is requested.”

The impact of these changes are discussed in the lentil and pea chapters. To sum-
marize the effect, not only did land in peas, lentils and chickpeas increase between 2002
and 2012, but interest in the crops expanded beyond the traditional growing areas into
North Dakota and Montana. By the end of the 10-year period, those states had become
the most important pea and lentil producing areas in the United States.

Price Heat Maps

Knowing that commodity groups tend to move in the same direction is useful in-
formation when it comes to pulses and specialty crops. It means that it is possible to
look at futures markets for crude oil, grains and oilseeds and get a sense of forward
price performance for pulses and specialty crops as a group. That information is not
as helpful when looking at individual crops within the category. It is still important to
look at the supply and demand outlook for each individual crop, paying close atten-
tion to overall supply situation. At the same time, even when markets are following the
underlying trend, there can be big differences in prices from one part of the year to the
next. This often leads to the question, what’s the best month sell my peas, or lentils, or
canaryseed, or pinto beans?

History helps. The statistical portions of each chapter contain price heat maps.
Each row is a month, starting with August and ending with July. Each column is an
individual marketing year.

What the price heat maps show is where individual months rank as a percentage of
the average price for the entire marketing year. In most cases there are two price heat
maps. One heat map is only a color map. The second price heat map includes average
monthly prices. Looking at the second heat map, May might be hottest month for price
two years in a row, but the average prices could be totally different. This happens be-
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cause the average price for May is only compared to the average price for that specific
marketing year and not average prices in other marketing years.

Using color and putting several marketing years side by side makes it possible to
quickly seen if there are periods when prices are consistently hot, or strong. As it turns
out, there is no single month or period when prices consistently peak. However, there is
a strong tendency for prices to follow the same pattern two or three years in a row. That
might see bids set their highs before January for two years and then set their highs after
January for two or three years.

Since prices follow similar patterns for two or three years in a row, there should be
a larger number of people who are determined to sell when prices had been peaking. If
that happens to be after January, then growers could become reluctant to sell in the Au-
gust through December period. To the extent that causes grower selling to fall behind
the quantity needed to meet demand from end users, prices rise between August and
December, only to fall after January because farmers want to sell more than the market
needs. Thinking that was just an unusual event, enough growers might once again stress
selling between February and May to once again cause the season highs for the mar-
keting year to be set before January. Realizing their mistake, they increase sales in the
August through December period, making it unnecessary for prices to rise to attract
product from farmers. And then markets set their season highs after January because
farmers have done selling.

It should be clear from the rest of this chapter that prices are influenced by more
than just the pattern of grower selling. But, the psychology of sellers, just like the psy-
chology of buyers, plays a significant role in defining price expectations and tendencies
within a marketing year.

Movement Heat Maps

Statistical sections in each chapter also contain movement heat maps for product
destined for export. The maps use monthly export data that has been adjusted to better
reflect the pace of deliveries by farmers into processing plants and other primary facili-
ties. The monthly totals are shown as a percentage of the annual total. What the heat
maps show are the periods when demand tends to be strongest.

Unlike prices, there is a greater tendency for movement to be stronger during spe-
cific periods. Often, this is the three to four months following the harvest. For small
acreage commodities and ones where export markets are less important, the pace of
export movement can vary significantly from one year to the next. It is good to know
whether your commodity has strong or weak demand patterns. The weaker the demand
pattern, the more important it is to stay in touch with prospective buyers. If you are the
last supplier they talked to, there is a better chance you will be one of the first suppliers
they call when they need product.

Price heat maps compliment movement heat maps. People want to sell when they
“believe” prices are strongest; but markets need people to sell when movement is stron-
gest. The resulting tension between one group’s expectations and another groups needs
contributes to the multi-year price patterns observed in the price heat maps.
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Deciles

Looking at grower bids over a long period of time shows that there is no specific
month when prices are always higher or when prices are always low. On the other hand,
it is possible to get a sense of the “upside potential” and “downside risk” of the market
on any given day. Deciles help answer those questions, as well as answering doubts
about whether today’s prices are any good.

Deciles let you see where today’s prices stand in relation to history. They show you
the percentage of times prices were above or below a certain level. The decile zero value
is the lowest bid on record and the decile 10 value is the highest on record. This does
not mean that prices cannot go higher or lower in the future.

Many products have set new record high prices since 2007, with several classes of
dry edible bean doing so during the 2011-12 marketing year; and white proso millet
and green peas doing so during the 2012-13 marketing year. When new record highs
are set, the decile 10 value can move considerably, but the shifts in other deciles are usu-
ally smaller. Sometimes, other deciles do not change at all. This means that the decile
tables have a fairly long shelf life.

If that is the case, why are there two sets of decile tables in this book? One covering
the full history of prices and one set covering the period since 2007?

In the summer of 2012, grower bids for pulses looked really good compared to
prices over the past quarter century. In all cases, farmers received less money 75% of
the time or more. But, everything changes if you only look at grower bids since 2007.
While peas were the upper end of their 2007-to-2012 price ranges—and therefore at
a higher decile level—lentils and chickpeas are near the bottom of their 2007-to-2012
price range.

There was nothing arbitrary about picking 2007 as the time to start a new decile
series. That was the year when pulse markets finally realized grain and oilseed prices
had stopped trending lower. The U.S. decision to force fuel manufacturers to put etha-
nol in gasoline and vegetable oil in diesel completely changed the amount of grain and
oilseeds that needed to be grown each year. The need to increase land in those crops
forced prices higher. In order to keep land from moving way from pulses and other
specialty crops into grains and oilseeds, those markets also needed to move higher. The
link between corn, soybean, canola, sugar and oil markets has also become stronger be-
cause of the biofuel mandates. The net result is that field crop markets tend to rise and
fall with crude oil. At the same time, competition for acreage among all crops, means
that they tend to move together.

The deciles in this book were developed using STAT Publishing’s database of week
ending grower bids. The database was started in August of 1987. It originally focussed
on lentils, peas, canary and mustard seed. Over the years, dry edible beans, chickpeas,
millet, red lentils, and other crops were added. The long term deciles cover between 14
and 25 years of data or up to 1,300 weeks.

To see where today’s prices fit in, go to the table for the commodity and see which
two values the bid is between. If it is between the values for decile seven and eight, that
tells you that prices were lower 70% of the time and higher 20% to 30% of the time.
That means that the risk that prices will go lower is greater than the chance prices will
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go higher. If the current bid for something is between decile 3 and 4, then prices were
lower 30% of the time and higher 70% to 60% of the time. That means that the risk that
prices will go lower is smaller than the chance prices will go higher.

Deciles do not tell you whether to sell or wait, nor do they tell you how long it will
take for prices to move higher or lower. On the other hand, knowing the “upside po-
tential” and “downside risk” of the market at any given time helps with that decision.
Generally speaking, if prices are in decile 1 or 2 territory, there is no reason to sell more
than enough to cover immediate cash flow needs. While prices can go lower, the risk
of further price drops is much less than the “upside potential”. This is absolutely true if
prices are so low that it costs more to grow the crop than it is worth in the market.

On the other hand, when markets are in decline nine territory, there is nothing
wrong with thinking that you should sell at least 90% of your inventory by the end of
the crop year. When prices are at or near their record highs, there is only one compel-
ling reason to carry product over into the following marketing year: if it is obvious
production will fall because of extreme weather or another reason.

Support and Resistance

One of the oldest sayings in trading is “the trend is a friend”. For farmers and any-
one else with a “long” position the only trend that is a friend is the upward trend. That
automatically raises the question of whether it is possible to know if the trend might
reverse direction.

Technical analysis used in futures or stock markets can be applied to specialty crops
with some success. The only tool we will look at is calculating support and resistance
levels. In simple terms, resistance and support levels are prices at which markets would
be stopped from rising or falling. They are price points which help judge whether the
underlying market is bullish or bearish. It is a good sign if prices break through the first
resistance level and keep heading up. It is not good when they fall through their support
levels, because it infers market momentum is down.

Any period can be used to calculate resistance and support levels. Calculating it at
the end of each calendar month seems to work well for specialty crops. A simple for-
mula to calculate support and resistance levels is included in this section.

In the formula below, H stands for the highest price for the period used for the cal-
culation; L is the lowest price in the period; and C is the closing price on the last day of
the period. R1 is the first resistance level and R2 is the second resistance level. S1 is the
first support level and S2 is the second support level.

Resistance levels are always higher
than support levels. Resistance stands for

P=(H+L+C)/3 prices which markets have trouble break-
Rl=(Px2)-L ing through to go higher; while support
R2 =P+ (H-L) levels are prices which markets have trou-
S1=(Px2)-H ble falling through to go lower. When they
$2=P-(H-L) break through either of those, markets are

thought to be moving into a new trading
range. Considering the way people think
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and talk about prices, support and resistance levels should be rounded to the nearest
quarter, half or whole number instead of left as odd numbers. For resistance, round up.
For support, round down. For instance, use 27 cents per pound for resistance instead of
26.82 or use $5.50 per bushel for support instead of $5.64.

Resistance and support levels are should not be calculated every day. All that hap-
pens is that the numbers move up and down with the market. As mentioned previously,
because pulse and specialty crop markets are less volatile than those traded on futures
markets, recalculating support and resistance at the end of each month seems to work
reasonably well. Care should be used when markets are making the transition from one
crop year to the next. Before that happens, start tracking new crop prices and calculate
their support and resistance levels separately.

Seasoned technical analysts do not use formulas. They graph prices and look for the
range within which prices tend to move. They are looking for prices to break out on the
high or low side to show that markets have changed direction. Barring such an event,
they wait for prices to move closer to their resistance levels before selling. That is, the
upper end of their recent range. Such analysts also update their support and resistance
lines over time to keep them “fresh” and in line with current market conditions.

There are almost no free and open sources of public price information for specialty
crops. STAT Publishing makes daily high-low-average grower bids for Canadian pulses
and specialty crops freely available at http://www.statpub.com/stat/prices/spotbid.html

STAT Publishing’s numbers are provided by several of Canada’s pulse and specialty
crop trading companies and a broker who specializes in helping farmers sell their prod-
ucts. The companies submit their bid sheets. The highest, lowest and average bid are
published each day. Prices are not shown on a company by company basis. Local bids
can be very different than those in the daily bid sheet. Local buyers may have specific
needs they are trying to meet or products they are trying to avoid buying, resulting in
premiums and/or discounts for individual products and grades. It does not matter if
your use the daily bid sheet from STAT Publishing or canvas your local market. The
only requirement is that data is collected on a daily basis.

The 20-Month Year

All agriculture commodity markets follow a specific cadence or pattern which
starts several weeks or months before the crop is planted and lasts until the following
year’s crop is harvested. The heat maps in this book show how prices and movement
performed within each marketing year. Deciles show how current prices stack up to
the long history of the crop and separately for the period since 2007. Technical analysis
tools show whether current prices are at the upper or lower end of their trading range
and whether prices have broken out and are establishing a new trading range. The cal-
endar is the last tool we will discuss.

The marketing year officially starts with the harvest and ends with the following
harvest. Supply and demand tables, heat maps, export summaries, and so forth are all
based on the 12 month marketing year. But, each marketing year is closer to 20 months
in length, starting in December and ending 20 months later with the start of the follow-
ing marketing year’s harvest. For this book’s purposes, we will describe the year mainly
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in terms of Canada, because it is the most important exporter for several of the com-
modities we are discussing.

December: The last month of the calendar year is actually the first month of the
20-month marketing year. This is the month when Canada publishes its final crop pro-
duction estimates for peas, lentils, canaryseed, mustard, dry edible beans, chickpeas,
sunflower and other crops. With that number in hand, markets start to think more
deeply about what will be planted in the coming spring. Many companies also finalize
their crop production contracts for the coming year, setting seed prices and their initial
bid levels for crop production contracts. Farmers have also formed their initial impres-
sions of the mix of crops they want to seed in the coming year based on the prices they
have received so far, the way their harvest went, and the kind of demand they are seeing
for their crops. Based on what was planted that year, most have a broad idea of the mix
of grains, oilseeds and other crops they will seed. Some may already have prepared land
for specific crops, leaving only a fraction of their land up for grabs by the market.

January and February: This is the farm meeting season. Crop Production Week,
held in Saskatoon every year at the beginning of January, has become the most impor-
tant specialty crop meeting in the northern hemisphere. There are two components,
the annual meetings of most of Saskatchewan’s farm commodity associations at a con-
vention center, and the trade show at the city’s indoor fairgrounds. Traders attend the
meeting to gauge the mood of growers. Farmers attend to find out what prices are avail-
able on new crop contracts and to hear the current outlooks for the current and com-
ing marketing year. This is quickly followed by conferences in North Dakota; regional
workshops in Saskatchewan, and the annual meetings of the pulse grower associations
in Manitoba and Alberta. These meetings give growers their first opportunities to mar-
ket the coming season’s pulses and specialty crops. Companies may offer crop produc-
tion contracts with “Act of God” clauses, which mean the farmer is released from the
contract if there is a crop failure or the crop cannot be planted. Fixed price and quantity
contracts may also be available, with or without “Act of God” clauses. Growers who
sell this early want to lock in a price for a reasonable percentage of what they expect to
grow. The level of interest farmers show in individual pulses and specialty crops at these
meetings as well as toward the new crop production contracts begin to set the tone for
new crop markets. Grower attitudes affect the kind of new crop prices exporters put in
front of their buyers. They also affect any fine tuning to new crop contracting programs
with farmers.

March and April: These two months are among the most critical. This is when
farmers are finalizing their seeding plans for the year. Those decisions can be strongly
influenced by the way prices behave at this time of year. Commodities which suddenly
become strong attract grower interest. Those which show signs of weakness start los-
ing grower interest. Markets also get a clear picture of what growers are thinking. The
USDA releases its seeding intentions estimates at the end of March. Statistics Canada
follows at the end of April. The USDA includes estimates for dry edible beans, peas,
lentils and sunflower. The dry edible bean numbers are by state and not by class. Even
so, state level numbers give a good idea of what will happen to acreage for individual
classes of beans. Statistics Canada normally provides a national estimate for peas, and
provincial estimates for lentils, chickpeas, mustard, sunflower and canaryseed. The pro-
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vincial numbers cover such a high percentage of what is grown that markets view them
as national numbers. Even though seeding intentions are not the same as seeded area,
markets respond as if this is the case. Price reaction can be prompt and significant if
the numbers are a lot bigger or smaller than expected. From time to time growers ig-
nore what markets are saying. But, normally, they adjust what they plant in response to
changing prices. Even then, markets can feel like they are being ignored. Each farmer is
looking at the overall profitability of their own business and shifting among the various
options to get the best overall outcome. By contrast, lentil traders sometimes only see
lentils, just as a mustard seed trader might think every decision made by farmers only
targets their commodity.

May and June: Pulses and specialty crops are being planted in Canada and the
United States. This marks the beginning of the long weather market period. That re-
mains in place until the harvest is complete, rising and falling in intensity depending
on whether farmers are having trouble seeding crops; whether there are problems with
germination; or how well crops are developing after they emerge. The first seeded area
estimates for pulses and other specialty crops are released at the end of the June. De-
pending on how well seeding has progressed, the reports can be seen more as updated
seeding intentions than the first peak into what was actually planted. This happened
in 2010 when unusually wet conditions delayed seeding in Saskatchewan and parts of
Manitoba. In the end, farmers in Saskatchewan were not able to plant everything they
intended. Wet weather interrupted seeding again in 2011, this time preventing farm-
ers in Manitoba, North Dakota and parts of Montana from planting everything they
intended. That had a profound impact on new crop trading values during seeding as
markets tried to figure how much was not planted and whether that which was planted
could survive. As confidence about what was planted rises, companies often like to add
to their new crop sales. This creates chances for farmers to sell product for delivery after
harvest, especially at moments when weather worries peak.

July and August: These two months are the time when spot markets transition
from old to new crop. For many products, average monthly trading levels are lower
in August than they were in July. From time to time, new crop markets set their highs
in August. This can happen when there is a fiercely bullish weather market caused by
weather events which are expected to reduce yields or delay the harvest. Until the har-
vest is well underway and real yield data becomes available, markets tend to put more
weight on news or comments which would support, rather than break the trend. Be-
cause farmers are in the field, they are sometimes in a better position to judge whether
the market is heading toward a correction, again creating opportunities to sell some
product at what could be good prices. However, farmers need to be careful about think-
ing their local conditions are representative of the general condition of the crop. Many
farmers who jump on early bull moves do so after having done a fairly extensive crop
tour to make sure conditions on their farm are not out of the ordinary. During these
two months, processors and exporters start to think exclusively about new crop. Most
made their last sales for movement in old crop shipping positions in June. Nearly all
business from the start of July is for movement in new crop shipping positions. Several
will have sold product for movement from origin in August or September. They will be
looking for off-combine deliveries to meet those sales targets. That can also become a
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factor in prices for August, with growers who planted and harvested early sometimes
having good chances to make off-combine sales at premiums to the prices being paid
for delivery in September or October. Several important reports are released during
these two months. In July, the USDA releases its seeded area estimate for field peas and
lentils. Though that report does not contain a yield estimate, the confirmation of seeded
area gives market enough information to come up with an idea of how much of each
crop will be grown in the United States. The USDA’s August crop report contains the
first estimate of dry edible bean seedings by state and class for the United States. The
report includes state-level yield forecasts for edible beans, but not for each class. Even
so, this is enough information to begin to come up with an idea of how many pinto,
navy, black, or other classes of beans will be produced in the United States. That is fol-
lowed by Statistics Canadass first crop production estimates of the year. These reports
can influence prices into October.

September to November: These are the months during which the harvest wraps
up in western Canada and the United States. These are also busy months for processors
and exporters. In many cases, almost half of everything that will be shipped during the
entire marketing year needs to be bought and received from farmers before the end of
November. Price performance during this period is influenced by numerous factors.
They include: grower psychology, harvest weather conditions, and the available supply
outlook. The period starts with the release of Canada’s July 31 stocks in all positions
report. This is the official carry-over. Any surprises in the report affect markets because
they affect the supply outlook. Canada’s second production estimate is released in Oc-
tober. Markets have strong opinions about what was grown, with the result that if the
numbers are a lot bigger or smaller than expected, prices will react. That report is fol-
lowed by the USDA’s October crop estimate, which includes an updated production es-
timate for dry edible beans and the USDA first sunflower seed estimate. In November,
the USDA released its first estimate of pea and lentil production in the United States.
This combination of reports give markets a good idea of the North American supply
situation for pulses and other specialty crops. By November, markets remain sensitive
to the crop reports, but they have less influence on price. By this time, the eagerness of
farmers to sell is the most import supply-side factor.

December and January: International trade in pulses and other specialty crops can
be slower during these months because of the large number of holidays and celebration.
It is not unusual for prices to relax during the period. It is quite rare for markets to set
their season highs in either month. This is also the time when production levels are
finalized for both Canada and the United States. Interestingly, because companies are
often bidding the same or slightly more for deferred delivery as for spot delivery within
the same marketing year, it may be possible in October or November to sell product for
delivery in December and January at a better price than would be obtained by waiting
to sell on a spot market basis during these two months.

February and March: These two months can see relatively good movement. March
creates special problems for farmers because that is the month that western Canada’s
provincial governments place limits on the weight of vehicles travelling on rural roads
because melting snow makes it easier for roads to be damaged by heavy vehicles. This
makes it harder for farmers to deliver product, turning many into reluctant sellers. This
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results in a strong tendency for prices to rise above levels seen in December and Janu-
ary. It is important to realize that this does not happen every year. When markets are
trapped in a significant down-trend because of excess supplies, prices keep falling in
February and March. In years where supplies are more closely matched to the market’s
needs or are considered low, this can be the time when prices start to move upward.

April and May - This is the time when crops are being planted in Canada and the
United States, with the result farmers are less active in markets. This is especially true
of May, with the result it is not uncommon for grower bids in May to be slightly higher
than during April. The implications is that if there is time, May can be a good month
to move some product. Markets have a better idea of what will be planted. If acreage of
acrop is declining, anxiety over supply in the coming marketing year can have an im-
pact on markets during the closing quarter of the marketing year. If buyers are worried
that acreage is too small and that prices in the coming season will be higher on average
than during the current season, they may buy more product than normal for shipment
during the last two to three months of the marketing year. This was clearly the case for
small green lentils between 1998 and 2004. In 2002-03 and 2003-04, only 6% of the crop
was exported in June and July and prices kept moving lower. Buyers were not worried
about the new crop supply situation in those two years. On the other hand, during the
previous three marketing years, exports in June and July ranged from 14% to 22% of
the annual total—and prices trended upward into the fall shipping period. Buyers were
worried that prices would be higher on average after harvest than during the spring and
early summer.

June and July - Spot market demand slows down considerably in these months.
Even so, prices can be more volatile in these two months than during the rest of the
year. One reason is that “old crop” prices are sometimes just as affected by “weather
markets” as “new crop” prices. This can create opportunities to sell “old crop” product
before the harvest begins. But, because there is much less demand, it easier to have a
negative influence on price when trying to sell product. That makes it important to be
careful when shopping for the best bid. With every phone call, the amount of lentils
being offered on the market may seem larger as each processor and exporter asks their
customers if they need product.

The Bottom Line

This book does not tell you how to sell at the highest price of the year. But, it in-
cludes tools and ideas which can help you sell at prices that are profitable and give you
a good chance of doing better than the average price for the year. However, not even
that is possible without discipline. Movement heat maps help you understand the times
when demand is most likely to peak. Price heat maps show you the rhythm that exists
within and between marketing years. They also remind you that selling when prices
were highest last year is likely to be a losing strategy half the time. Deciles give a direct
answer of just how good today’s prices are in relation to the history of the crop. Sup-
port and resistance calculations make it possible to figure out the current trading range
for prices. However, it takes discipline to gather the data needed each and every day
without fail and it takes even more discipline to sell when your price targets are met. In
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the end, your own personal discipline is the key to being able to generate above average
returns for your crops. In the end, your own personal discipline is the key to not waiting
for markets to move solidly against you before selling.
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Lentils

Canada is the world’s largest export producer of lentils. This is true of both green
and red lentils. Over the five years spanning 2006 through 2010, Canada completely
dominated world trade in lentils. It exported an average of 976,000 metric tons per year,
for a 58% share of the global market.

Interestingly, Turkey and the United Arab Emirates are both among the top 10
exporters and importers of lentils. This is because they import lentils for resale, with
much of the product destined for countries in the Middle East. While the United Arab
Emirates resells what is delivered to it, Turkey hulls and splits the lentils before re-
exporting them. While Canada is giving up value added processing when it ships whole
lentils to Turkey, it is transferring risk. In 2011 and 2012, the risk of not getting paid
jumped on sales to Middle Eastern destinations because of civil unrest and extreme
volatility in currency markets.

Red lentils are considered the most widely consumed and produced lentils in the
world. There is no hard data on the split between red and green lentil exports. But,
available data suggests green lentils account for around 40% of world trade and reds
60%. This is reflected in the list of the two 10 importers. The top seven buy mainly red
lentils, while the bottom three consume green. Among the top three green lentil buyers
in the world, Algeria prefers medium and small sizes, while Colombia and Spain prefer
large.

Between 2008 and 2012, Canadian lentil growers planted half their land to red
lentils and half to green. Red lentil seedings peaked at 56% of total area in 2010, but
dropped back to 41% in 2012 because of low prices during the 2011-12 marketing year.
Among the remaining competitors for lentil market share, the United States and China
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World’s Top 10 Lentil Traders

(5-year average tradlng volume in metric tons)
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Source: United Nations Food and Agriculture Organization (FAQ). This table shows
the average annual trading volume for the period between 2006 and 2010.

grow mainly green lentils. Turkey, Australia, Syria, Nepal and India grow mainly red
lentils.

On average, Canadian lentil growers see more demand in the September through
November period than at any other time of the year. Between the 2007-08 and 2011-12
marketing years, farmers sold over a third of their lentils in September, October and
November. In a normal year, half the lentils that will be exported from Canada are
bought for delivery from farmers between harvest and the end of December.

Farmers in the United States harvest their lentils before Canadians, but they expe-
rience similar demand patterns. The peak demand period is September, October and
November, with over a third of all the lentils exported, moving from farms and local
processing plants during those three months. As is the case in Canada, over half the
lentils shipped each year move between harvest and the end of December.

Australia harvests its lentils in November and December. However, Australian len-
til sales are not always concentrated in the months immediately following harvest. Most
of its lentils go to the Indian subcontinent, which means there is a strong relationship
between the status of that region’s winter or rabi season lentil harvest and demand for
Australia product. When the Indian subcontinent grows fewer lentils, Australia tends
to see stronger post harvest demand than when the Indian subcontinent grows more
lentils. Demand for Australian lentils is also affected by the fact the crop is small and
there can be sharp year-to-year swings in yield and seeded area. When there are prob-
lems, processors and exporters may discover that they do not have enough product
bought from farmers. In an effort to cover that need, they may increase grower bids
and increase asking prices to their customers. In this case, higher prices are intended to
make importers buy the smallest amount of lentils needed to cover their needs; while
encouraging farmers to sell more than they might otherwise.
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Consumption

About 55% of the lentils grown in the world are consumed where they are pro-
duced. Global production has been shifting away from net consuming to net exporting
countries. This does not seem to be having an effect on lentil consumption around the
world. During the last half of the 1990s, per capita lentil for the entire world was 510
grams or about 1.12 pounds per person per year. That rose to 540 grams or 1.19 pounds
per person between 2005 and 2009, and averaged 530 grams or 1.17 pounds per capita
between 2008 and 2012.

In a report published in August of 2010, Agriculture Canada wrote, “(Lentils) are
canned or packaged, whole or split, for retail sale, or processed into flour. They are then
used in soups, stews, salads, casseroles, snack food and vegetarian dishes. In southern
Asia, split red lentils are used in curries. Lentil flour is added to cereal flour to make
breads, cakes and baby foods. Lentils are often used as a meat extender or substitute be-
cause of the high protein content and quality. Lentils have a shorter cooking time than
other pulses and do not need to be pre-soaked.

“Only a relatively small volume of low quality lentils are used for livestock feed
when degrading factors such as chipping, wrinkling or staining make them undesirable
for human food uses where visual attributes are important. However nutritional analy-
sis indicates that they make an excellent feed”

Pulses, including lentils are increasingly being used in health-conscious diets to
promote general well-being, reduce the risk of illness and heart disease. They are low
in fat; low in sodium; cholesterol free; high in protein; and are an excellent source of
both soluble and insoluble fibre, complex carbohydrates, and vitamins and minerals,
especially B vitamins, potassium and phosphorus.

Despite the wide range of foods in which lentils can be used, consumption is not
as price elastic as might be thought. Until new ways of using lentils in processed foods
are discovered, it can be tough to convince families to make lentils a bigger part of their
diet. Work is ongoing in this area. Pulse Canada is working with food manufacturers
to help them be able to make more specific health claims on their labels. For instance,
combining lentils, peas or other pulses with rice or wheat can improve the Protein Di-
gestibility Corrected Amino Acid Score (PDCAAS) for both grains and pulses.

Food manufacturers would be taking advantage of the complimentary amino acid
profiles of pulses and grains. Pulse Canada’s report on the Protein Quality of Cooked
Pulses notes, “the protein in pulses is higher in lysine and lower in sulphur amino ac-
ids, while cereal grains such as wheat or rice are lower in lysine and higher in sulphur
amino acids. . . . The optimal addition of lentil, black bean or pea to either wheat or
rice increases the overall PDCAAS values ranging from 0.43 and 0.64 in the individual
pulse or cereal to 0.71 and 0.75 in the blends. The improved protein quality of com-
bined pulses and cereals can have nutritional advantages when using these blends for
formulating food products.” Specifically, they may allow a protein claim under the cur-
rent US Food Labeling Regulations.
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Elasticity of Demand

The world lentil supply and demand table shows that demand is not very elastic.
While shortages force lentil consumption lower because there is not enough product to
go around, surpluses do not result in a significant increase in consumption. For lentils,
price do a better job of moderating production than encouraging consumption. When
prices are high, world production tends to increase while demand tends to fall. When
prices are low, world production tends to decrease, but demand does not increase much
beyond its trend.

The fact that lentils are not well accepted by livestock feed markets is a big part of
the problem. Normally, as prices drop, more price conscious buyers and markets be-
come interested in a commodity. Ultimately, the threat of losing supply to livestock feed
markets forces buyers to stop trying to push prices lower. Lentil importers do not feel
that this is a legitimate threat.

The issue was discussed in Pulse Canada’s 2003 guide to using peas in livestock
feed. Dave Hickling, Ph.D., noted, “Whereas peas and lupins are often grown intention-
ally for animal feed, the other major feed pulses such as lentils, chick peas and beans
are grown mainly for human consumption. Occasionally they are downgraded for use
in animal feeds. They can be good nutrient sources and effective feed ingredients; how-
ever, their economic value in feed is lower than feed peas. Relatively high levels of tan-
nins in both lentils and fababeans limit their use in swine and poultry feeds.”

Hickling explained, “Tannins are phenolic compounds found widely in pulses—
mostly concentrated in the seed coat. The condensed tannins cause reduced protein
and amino acid digestibility by forming indigestible linkages with protein. They are also
bitter and may reduce feed intake.”

The inability to count on the livestock feed sector to consume large quantities of
cheap lentils became a factor in 2005 and again following the 2010 harvest. In 2005, it
was a simple problem of over-supply that took longer to resolve because livestock feed
demand is limited. In 2010, the problem was that a significant portion of lentils har-
vested in Canada and the United States were unsuitable for human consumption. Those
lentils are slowly being fed to animals, but they remained for several years on supply
and demand balance sheets in the form of unusually high ending stocks. This needs to
be taken into account when thinking about how the market will deal with a large crop.
That affects both the timing of sales and the decision about how much or whether to
plant lentils.
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World Lentil Supply and Demand

(hectares, metric tons)

2009-2010 2011-12 2012-13

Area (ha) 3,786,000 4,268,000 4,202,000 3,700,000 3,872,600
Yield (kg) 1,058 1,107 961 980 992
Production 4,007,000 4,723,000 4,040,000 3,625,000 3,861,800
Carry-in 92,000 100,000 884,000 778,000 407200
Supply 4,099,000 4,823,000 4,924,000 4,403,000 4,269,000

Export Trade 1,799,000 1,866,000 1,981,000 1,972,000 1,787,600
Inferred Use 3,999,000 3,939,000 4,146,000 3,690,000 3,755,600
Ending Stock 100,000 884,000 778,000 713,000 513,400
Stock-to-Use 2.5% 22.4% 18.8% 19.3% 13.2%
Per Capita (kg) 0.590 0.575 0.598 0.527 0.548

In the above table, area is in hectares; yield and per capita consumption are in kilograms;
and all other numbers are in metric tons. The average is for the five year period between
2007-08 through 2011-12. Estimates are based on data from many sources, including: the
FAQ, Statistics Canada, the USDA, and private traders.
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Canada Lentil Movement From Farms
(the darker the color the more commercial demand)

2003- | 2004- | 2005- | 2006- | 2007- | 2008- | 2009- | 2010- | 2011-
2004 2005 2006 2007 2008 2009 2010 2011 20 12

The above table shows how export demand changes from month to month during
each marketing year. The darker the color, the bigger the percentage of product
shipped in an individual month. This shows you the intensity of demand within
each marketing year. By putting the years side by side, it is possible to see if there
are months when demand tends to be strong and when it tends to be weak. This
helps with the timing of sales.

Canada Lentil Monthly Movement

(sales as a percent of the marketing year total)

BEEEEEEEEE
2004 2005 2006 2007 2008 2009 2010 2011 2012
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% --- 10% | 12%
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7% 9% 9% | 18% 1%  10%
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The above table shows monthly movement as a percentage of the entire market-
ing year's export movement.
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Improving Protein Quality in Foods With Pulses

Pea (yellow, split) 0.73

Amino Acid True Protein Di-
Score gestibility (%)

PDCAAS

Pea (green, split) 0.59

Lentil (green, whole) 0.71

Lentil (red, split) 0.59

Chickpeas 061

Pinto Beans 077

Kidney Beans 070

Black Beans 076

Navy Beans 083

SOY Flour 0.92

Wheat Flour* 047

Rice Flour* 054

Lentil-Wheat (25:75) Blend* 078

Lentil-Rice (20:80) Blend* 082

Black Bean-Rice (25:75) Blend* 081

Pea-Wheat (30:70) Blend* 083

Casein 104

0.64
85.2 0.50
879 0.63
90.6 0.54
85.0 0.52
6.2 0.59
786 0.55
70.0 0.53
80.0 0.67
83.5 0.77
92.3 0.43
92.0 0.50
91.0 0.71
90.0 074
93.0 0.75
90.0 0.75
96.6

1.00