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JSE AGRICULTURAL PRODUCTS MARKET NOTICE

Number
A665

Date

15 March 2006
Proposal to trade a 30-day average pricing contract as an alternative hedging tool.

The grains market in South Africa remains a volatile environment as the underlying factors influencing supply and demand change throughout the marketing season making hedging decisions difficult. This is particularly evident during the months of November, December, January and February. Intraday volatility also adds to the complexity of the market place.

Many underlying hedgers, in an attempt to achieve the “best” hedge, find it difficult to make conclusive decisions in volatile times. In an attempt to provide an alternative hedging mechanism to the grains market, the exchange proposes a totally new product through a new contract that will settle daily at the 30-day moving average of the underlying white maize contract (WMAZ).

The contract will be mirrored on the existing white maize futures contract and will represent a 30-day moving average for specific expiries based on the underlying futures. To start only the months of March, July and December will be made available for trade. The trading code will be WAVE (white maize average).

The WAVE July 06 contract will only be listed for trading once a complete set of average trading data is available from the WMAZ Jul06 contract. The introduction date may be extended at the discretion of the exchange depending on the 30-day sample data. The WAVE contract will be based on the same standardized specifications as per the WMAZ contract, namely 100 tons of WM1 maize basis Randfontein with the same expiry dates. The intention is that the WAVE contract will have no price limits as it will always be settled based on the 30 day moving average of the WMAZ contract with the same expiry.

To illustrate the proposed functioning of the WAVE Jul06 contract using an example: lets assume it trades on a willing buyer\willing seller principle at R960 however the 30-day moving average is R930 for the day. This will result in R30 variation margin been paid by the buyer to the seller as well as initial margin from both parties as defined by the exchange. Without price limits the contract may trade at any level but will always be mtm using the 30 day moving average of the applicable expiry for the WMAZ contract. 

To facilitate underlying hedgers the WAVE contract will also be physically settled based on the same criteria as the WMAZ contract. The exchange is considering opening up arbitrage opportunities by allowing physical stock to be delivered one day after the standard “last delivery day” however this will be at a penalty to the short position holder. The penalty will be decided at a later stage with the purpose to discourage short positions holders from making delivery on the last notice day.

The initial margin requirements should be lower due to the reduced price volatility of the new contract however this will be finalized at a later stage once the relevant historical data has been examined. Option contracts based on the underlying WAVE contract will also be made available and will use the same mtm criteria as the WMAZ contract.

To illustrate how the WAVE contract compares to the more volatile WMAZ contract the JUL05 and JUL06 contracts are displayed below:
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The proposed contract is envisaged to provide an alternative hedging mechanism to the existing product range without removing any of the volatility that currently exists with the WMAZ contract. Should there be support for a similar contract for the other commodities already listed these will be considered depending on the success of the WAVE contract.

Members are requested to consult with their hedging clients to determine the level of support for the proposal and provide feedback to the Agricultural Products Division by no later than 31 March 2006 on fax 011 5207558 or to email chriss@jse.co.za. 

Any specific queries or suggestions on the proposed contract can be addressed to Chris Sturgess. Should the market support the new product however prefer a workshop to finalize the contract specifications please indicate so. 

The JSE looks forward to the next WAVE of opportunities!
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Rod Gravelet-Blondin

Senior General Manager

Agricultural Products Division

Tel :+27 11 520-7258

Fax :+27 11 520-7551

RodGB@jse.co.za
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