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Ag markets precariously positioned. Figure 1: CBA Rural Commodity Price Index
215

Precariously positioned. That’s how we’ve been describing the state of .
the agricultural commodity complex over the past few months. 8 19

]
Precariously positioned because existing agricultural commodity ~ 175
inventories are at extraordinarily tight levels. Precariously positioned §
because agricultural commodity prices are already at record levels. And 3 155
precariously positioned because the world cannot afford any major 2 135
weather-induced production failures in 2011. 9
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Prices could go either way in 2011. A year of favourable weather would %
see agricultural production bounce back and stocks rebuilt. Under this ;:5 95
outcome, prices would fall. Yet if crops fail, stocks will be squeezed —— CBAINDEX: RURAL (AUD)
even more. Under this outcome, prices would rise to fresh record highs. 75
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Over the past few weeks, the price-pendulum has swung to the bull’s
camp. Particularly in the grain complex.
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The USDA recently indicated that US corn stocks as at 31t March 2011 Ig:eri Quarterly US corn stocks

were only 6 ¥z billion bushels, down 15% from a year-earlier, and the 2010/11
smallest March stocks position since 2007. 2009/10
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More alarming than the small stock position, however, is the pace of US
corn use. In the March quarter, a record large 3 2 billion bushels of US
corn were either exported or used domestically. Most alarming is the
fact that this record consumption result came in the midst of near-record
high prices, signalling that corn demand is not being rationed. If
rationing does not begin soon, the US will run out of corn.

*®
o

»
o

It is little wonder then that US corn prices are rising. Indeed, prices have
just reached an all-time record, exceeding the June 2008 peak of 765
US cents per bushel. But the need for demand rationing means that
higher prices are probably still to come. For Australian grain growers,
this is a positive development in the lead-up to the 2011 planting 31 Dec 31 Mar 30Jun 30Sep
season.
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Figure 3: Quarterly US corn disappearance
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