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ABARE Outlook Conference — Summary

Key Points

ABARE held their 2010 Outlook Conference last week. At the same time they released their March 2010 Australian
Commodities report. We provide a summary of ABARE’s outlook.'

B Wheat prices to remain depressed in 2010/11 because of large global supplies

B Coarse grain prices tipped to decline as higher production offsets higher use.

B Oilseed prices forecast to firm throughout 2010/11 due to strong demand.

B Cotton prices to will benefit from several years of low production and improving economic conditions.

B Sugar prices will remain supported in the next 12 months because of the international supply shortage.

B Wine and wine grape prices are expected to remain low over the medium term, pressured by excess capacity.
B Beef prices may come under pressure from export competition; however herd rebuilding will provide support.
B Sheep and lamb prices should be supported by firm demand and constrained supplies.

B Pork prices are forecast to remain significantly higher than their recent 5 year average.

B Poultry industry growth is expected to remain strong over the medium term.

B Wool prices are forecast to rise over the next 5 years because of tight supplies and improving demand.

B Dairy prices should be supported by improving economic growth and the westernisation of diets in Asia.

B Farm profitability is forecast to deteriorate in 2009/10, mainly because of poorer performance of NSW and Qld
broadacre cropping properties and weaker dairy industry performance. The net value of farm production is
forecast to gradually improve from 2012/13.

B The value of farm exports are forecast to fall 9.5pct in 2009/10 to $29bn and remain near that level in 2010/11,
before recovering to $36.3bn by 2014/15 (nominal terms).

B Farm sector terms of trade are expected to decline from 2009/10 to 2012/13 (down 4.8pct) before stabilising
through to 2014/15.

Australian Farm Sector Terms of Trade (ABARE estimate, March 2010)
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Grains & Oilseeds Outlook

Wheat

B Relatively large global wheat supplies (production plus stocks) are expected to place downward pressure on
prices.

B World wheat production in 2010/11 is forecast to fall 2pct. However this is expected to be offset by higher
beginning stocks.

B US wheat exports in 2009/10 are at their slowest pace in 30 years owing to stronger export competition,
particularly from the Black Sea region.

B Australia’s wheat production in 2009/10 is forecast at 21.7mt (in line with CBA estimate) while planting in 2010/11
is forecast to be slightly lower than 2009/10 (CBA forecast a 5pct fall in Australia’s wheat area for 2010/11, with
production forecast at 20mt).

B Australia’s wheat export earnings in 2010/11 forecast at ~$3.8bn, down 4pct from 2009/10.

B Long term global wheat stocks are forecast to gradually fall from 31pct (2009/10) to 27pct by 2014/15. (CBA
comment: This is not a significant decline and downside risks to stocks may exisi).

B Globally, the proportion of wheat used for livestock feeding purposes is expected to grow over the medium term.

Coarse Grains

B Higher carryover stocks, namely a result of larger world corn crops, are expected to weigh on coarse grain prices
in 2010.

B US corn acreage in 2010/11 (planting over next month) is expected to exceed last year’s large area. World barley
production is forecast to fall in 2010.

B Ethanol is expected to be a significant driver of world coarse grain demand, as livestock feeding demand is
expected to be weak.

B Australian sorghum area in 2009/10 is forecast 43pct lower than 2008/09 due to insufficient planting rain.

B Global coarse grain stocks are forecast to be under pressure over the medium term as demand growth outstrips
yield advancements. This is supportive medium term prices.

B Long term growth in ethanol consumption is expected to the primary source of new demand growth.

Oilseeds

B World soybean production is tipped to fall in 2010/11 after huge crops in 2009/10. Canola production may rise but
will not offset the smaller soybean crop, resulting in lower total oilseed production.

B Strong vegetable oil and protein meal demand is expected to drive overall oilseed demand in 2010/11, particularly
in Asia. This strong demand profile is tipped to support prices.

B Long term growth in biodiesel consumption is expected to the primary source of new demand growth in the
oilseed sector.

B ABARE highlight the growing significance of South America: “T7he potential for Brazil and Argentina to further
extend their influence on the world grains and oilseeds market is substantial, and is driven by the potential
availability of land for cropping and continued increases in productivity. Further development of infrastructure,
particularly transport, in these countries would significantly enhance their competitiveness.”




Global Markets Research

Commodities: Agri Updates /

Cotton Outlook

Near term

Recent falls in global cotton production and improved economic conditions should support cotton prices in the
near term.

World cotton production is forecast to rebound sharply in 2010/11 as producers respond to higher prices. However
continuing tight stocks should support prices over this period.

Australian cotton lint production in 2009/10 is forecast at 371kt, up 13pct from 2008/09.

Widespread flooding rain in key regions throughout early 2010 is setting up 2010/11 domestic cotton production.

Medium term

B Improvements in cotton yield may slow over the next 5 years as the global adoption of GM cotton nears saturation
point.

B Cotton’s share of total apparel consumption should continue to decline, losing share to polyester. The main factors
influencing the world demand for cotton are world population and economic growth and the price of cotton relative
to competing apparel fibres, particularly polyester.

B When water is abundant, Australia has the capacity to plant over 500,000 hectares. From 2007/08 to 2009/10
Australia’s cotton area has been only 63,000, 164,000 and 202,000 hectares. ABARE expects Australia’s cotton
area to improve to 345,000 hectares in the medium term.

B Government water buybacks have only had a minor affect on potential cotton production capacity to date.

Sugar Outlook
Near term

B World sugar prices are forecast to average over USc23/Ib in 2009/10 because of the failed 2009 Indian monsoon
reduced yields in Brazil. Current stocks are extremely tight.

B Downward pressure to prices throughout 2010 will be the result of an anticipated recovery in global production in
2010/11.

B The international sugar balance is forecast to return from a deficit of 5mt in 2009/10 to a surplus of 5mt in 2010/11,
with much of the production increase forecast in India. Brazilian, Thai and Australian output is also forecast higher.

B Forecast high world sugar prices will deliver favourable returns to Australian cane growers in 2009/10 and 2010/11,
despite the strength of the Australian dollar.

B Australian cane production in 2010/11 is expected to increase 7pct, reversing the decline in cane areas from

2002/03. Australian sugar production in 2010/11 is forecast at 4.8mt, up 0.3mt from the prior year.

Medium term

B Over the medium term, global sugar stocks are forecast to rise resulting in downward pressure on prices. Big

production increases over the medium term are expected in Brazil with area forecast to be 36pct higher in 2014/15
than in 2009/10.

Global sugar consumption growth is forecast to slow from 2.5pct pa in the 10 years to 2008/09 to 2.1pct pa over
the next 5 years. Factors affecting the demand for sugar are population growth; consumer incomes; the prices of
alternative sweeteners, particularly high fructose corn syrup; and, increasingly, a range of low calorie artificial
sweeteners.

Indian government sugar policies and developments within the global ethanol industry (particularly in Brazil) will be
important to the fortunes of the sugar industry over the medium term.




Global Markets Research

Commodities: Agri Updates /

Wine and Grapes

B Domestic wine grape prices are expected to remain low over the medium term, pressured by excess local capacity
issues. Global supply is abundant and there remains a continued trend toward bulk wine shipments.

B The domestic wine grape area is expected to be smaller in 5 years time. Research from industry bodies estimates
that 20pct of Australia’s bearing vines are unprofitable.

B Australian wine drinkers are increasingly looking offshore. In 1998/99 imported wine accounted for 5pct of total
sales, but by 2008/09 they account for 14pct. Most are white wines from New Zealand.

B Australian per person consumption is projected to increase by about 1.5pct a year, increasing to around 24.5 litres
a person by 2014/15.

Beef and Veal

B The Australian weighted average saleyard price for beef is forecast to be around 279c¢/kg in 2009/10 and 272c/kg
in 2010/11, compared with 296 c/kg in 2008/09.

B The forecast lower domestic beef prices in the short term mainly reflect the effect of increased competition for
Australian beef in key export markets — namely increased US competition to Japanese and Korean markets — and
the high Australian dollar. Herd rebuilding is the main upside risk to ABARE’s near term outlook.

B In the medium term, the Australian cattle herd is projected to increase gradually on the assumption of favourable
seasonal conditions. The herd is projected to grow by almost 3pct to 28 million head by the end of 2014/15.

B Australian beef consumption per person may from 34kg in 2009/10 to 28.9kg by 2014/15.

B ABARE expects the recent modification to Australian beef import conditions (with respect to BSE) will have only
minor implications to Australian beef imports and the Australian beef industry.

Sheep meat
B ABARE expects the domestic sheep industry to continue to focus on meat production as opposed to wool.

B The Australian weighted saleyard price of lambs is forecast to increase by 3pct in 2010/11 to average 450c/kg.
Reduced lamb production combined with increased demand is forecast to result in higher prices. Prices over the
next 5 years are expected to remain strong.

B The long run trend of declining national sheep flock is expected to continue this year, however the flock is
expected to begin to gradually rebuild from 2011/12 to reach 72m head by 2014/15 (71.6m head at 30 June 09).

B Lamb consumption per person is expected to remain relatively stable at 10.4kg over the next 5 years; however
consumer substitution to cheaper protein sources is a risk to the consumption outlook.

Pork
B Pork prices in the next few years forecast to remain significantly higher than their recent 5 year average.

B Over the outlook period, the pig to feed grain price ratio, which is an indicator of returns from pig production, is
expected to remain largely unchanged from current levels.

B Domestic pork production is tipped to be largely unchanged in 2010/11 at 329kt but may increase to 338kt by
2014/15. Exports are forecast to remain mostly steady.

Poultry

B Over the past 2 decades local poultry consumption and production has grown strongly (~ 4pct per year), and this
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Wool

Dairy

trend is tipped to continue in the near term.

Per person chicken consumption is the highest amongst the meat groups. Furthermore consumption is tipped to
expand from 38kg per person per year (2009/10) to 41.7kg pp/yr by 2014/15.

Over the next 5 years retail prices for fresh whole chickens are forecast to fall in real terms as lower production
costs and increased supplies put downward pressure on prices.

The Australian Eastern Market Indicator (EMI) price for wool is forecast to average 920c/kg (clean) in 2010/11,
which is an increase of 6pct vs 2009/10. Prices are forecast to continue to rise gradually over the next 5 years.

The ongoing decline of the Australian sheep flock and increased demand for textiles are the principal drivers of the
forecast rise in the price of wool.

Shorn wool production in 2010/11 is forecast to fall 3pct in 2010/11 to 320kt (greasy equivalent). A very gradual
recovery in shorn wool production is forecast from 2012/13, with an increasing proportion of fine wool production.
Exports are forecast to follow the same pattern.

In the medium term, world wool consumption is expected to remain under pressure because of consumer trends
and competition from synthetics and cotton.

China imported over 70pct of Australia’s wool in 2009/09 and is expected to remain the dominant buyer over the
next 5 years. India is also becoming increasingly important.

Global Outlook

Global dairy prices recovered strongly in 2009/10 after falling sharply during the Global Financial Crisis.

In 2010/11, world prices for most dairy products are forecast to rise, driven by increased demand for dairy
products in developed and major dairy importing developing countries. Recent culls to dairy herds in the EU, US
and Australia will constrain the global production response.

Longer term prices are forecast to remain firm. Increased global demand for dairy products is due to income and
population growth as well as changing diets in favour of dairy, particularly in developing countries.

Milk production in most major producing nations is forecast to increase after the downturn of 2009/10. In the
medium term production is expected to grow in non traditional countries such as China, India and South America.

Domestic Outlook

Despite assumed higher global prices, the expected strong Australian dollar is likely to remain a constraint to
domestic prices.

Australian milk production is forecast to decline by around 5pct to 8930m litres in 2009/10. Most the decline is
expected in Vic/Tas where farmers are more focused on producing manufacturing milk and thus more exposed to
fluctuations export markets. Years of low water availability has resulted in significant herd cull in NE Victoria.

Domestic milk production should gradually recover from 2010/11 through to 2014/15 driven mainly by improved
seasonal conditions and productivity increases.

The value of dairy exports in 2010/11 is expected to grow by 7pct to $2bn. The value of exports is expected to
remain mostly steady (in real terms) over the next 5 years.

Farm Performance

Overall, broadacre farm financial performance is projected to decline 18 pct in 2009/10, reversing some of the
improvement recorded in 2008/09.
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B  Reduced farm cash incomes are expected for broadacre farms in NSW and QId as a consequence of reduced crop
production combined with lower grain prices and reductions in receipts from beef cattle.

B In Victoria, South Australia and Tasmania, farm cash incomes are projected to rise because of improved seasonal
conditions, increases in winter crop production in 2009 and higher prices for wool, sheep and lambs. In Western
Australia farm cash incomes are projected to be lower than in 2008/09, but remain relatively high.

B Average farm cash income for dairy farms is projected to decline further in 2009/10 in response to lower prices for
manufacturing milk, continued dry conditions and low availability of irrigation water in some dairy regions.

B New investment in vehicles, farm equipment and improvements in 2008/09 was the highest recorded in the past 20
years. Overall, broadacre and dairy farms had strong farm equity at 30 June 2009 and debt servicing has been
assisted by historically low interest rates in 2008/09 and 2009/10.
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