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Global grains, down but not out.

B Global grain prices are likely to remain under pressure for the next 12 months because of abundant global supplies.

B Total global wheat stocks are forecast to rise further in 2010/11 to a fresh 9 year high. But there is a glimmer of hope for
prices:

— Wheat stocks in the top 5 exporting nations are forecast to fall this season.

— Excluding China, world wheat stocks will fall by over 4mt in 2010/11. This will be the first year-on-year decline since
2007/08.

— At times, investor short covering will buoy prices.

B Word coarse grain prices will also feel the pressure of glowing global supplies. In particular, the US corn production in
the upcoming season is forecast to be another bumper with near ideal growing conditions thus far. But offsetting this
bearish supply story is the re-emergence of China as a potentially significant importer for the first time in over a decade.
China alone can lift this market.

B Australian wheat prices will be weighed down by heavy international values. However a recent downward revision to the
AUD currency forecast will provide some support.

Figure 1: CBOT grain prices (first futures contract, USc/bu)
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Table 1: Grain price forecasts, Commonwealth Research

Current Actual (Quarter Average) Forecast (Quarter Average)
at 28/05/2010 Jun 09 Sep 09 Dec 09 Mar 10 Jun10 Sep 10 Dec 10 Mar11 Juni11 Sep 11 Dec11 Mar12 Jun1i12
Wheat (CBOT) USc/bu 458 558 486 534 477 467 453 470 492 525 525 533 562 553
US$/t 168 205 178 196 175 171 167 173 181 193 193 196 206 203
A$/t 199 263 210 217 195 196 193 207 222 236 230 231 243 239
Corn (CBOT) USc/bu 359 393 337 394 360 360 357 362 373 375 375 375 375 380
US$/t 141 155 133 155 142 136 131 133 137 138 138 138 138 140
A$/t 167 199 155 172 157 155 152 159 169 169 164 162 162 164
Wheat, NSW (ASX)  A$/t 211 280 234 216 208 204 202 205 222 247 245 246 258 254
US$/t 179 219 199 195 187 178 174 171 180 202 206 209 219 216
Currencies (period end)
AUD/USD 0.85 0.81 0.88 0.90 0.92 0.85 0.87 0.82 0.81 0.82 0.85 0.85 0.85 0.85

Source: CBA Research
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Wheat

Global wheat prices are likely to remain under pressure for the next 12 months because of
abundant global supplies. This will pressure Australian wheat prices. However, as we indicate in
this report, it may not be all one way traffic.

The USDA’s May 10 World Agriculture Supply and Demand Estimates (WASDE) was a bearish

report at first glance.

B Global wheat production for the coming year is forecast to be the 3 largest on record behind
the two previous seasons. At 672mt, this will be the 3 consecutive season where production
has outstripped consumption requirements, resulting in another build in global ending stocks.

B The USDA forecast that global wheat ending stocks in 2010/11 will swell to 198mt, up 5mt from
2009/10 levels and up nearly 74mt from 2007/08 stocks. The 2010/11 forecast is the highest

level for around a decade.

Figure 2: Global wheat production and use
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Analysis of key country' prospects also suggests generally subdued price outcomes.

Figure 3: Global wheat stocks
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B US wheat ending-stocks in 2010/11 are forecast to expand to their most burdensome level

since 1986/87. This is despite a 5mt pullback in production due to a lower area planted.

B EU27 wheat production for the upcoming season is forecast at 145mt, up 6mt from 2009/10.
EU ending stocks are forecast to rise to 18mt in 2010/11 compared to 12mt back in 2007/08.

B Chinese and Indian wheat stocks are expected to hit their highest levels in nearly a decade.

But moving away from these Big Four reveals some results that may act to support wheat prices.

B Global ending stocks, excluding China, will fall by nearly 4mt in 2010/11. This is the first year-
on-year decline since 2007/08. Ending stocks in the top 5 exporters? are forecast to fall by 3mt.

B Excluding the EU27, wheat production will fall in each of the top 5 exporters in 2010/11. The

cumulative decline in production is forecast to be 11mt (includes US, Canada, Russia and

Australia). Ukraine and Kazakhstan wheat production is also forecast lower in 2010/11.

Our read on these statistics is that global wheat availability may not be as ample as the headline

“global ending stock” estimate may imply. Export competition should fall over the coming 24

months. And because of the reduced area planted around the globe this year, the market has a

"The US is the world’s largest wheat exporter and 4" largest producer. The EU27 is the world’s largest producer and consumer; they are also the
3" largest exporter. China is the 2nd largest producer and consumer and the world’s largest holder of wheat reserves. India is the world’s 3™

largest producer and consumer.
2 Top 5 exporters, in order, are US, EU27, Canada, Russia and Australia.
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greater sensitivity to potential production scares. The USDA has forecast EU27 yields at near
decade highs in 2010/11. A downward revision could have a material impact on global supply.

Wheat price (USc/bu)

Figure 4: Wheat production, top 5 exporters Figure 5: Wheat ending stocks, top 5 exporters
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Other factors may also support wheat prices over the coming 12 months. Most notable is the
current position of non commercial traders (speculators) on the Chicago wheat market.
The speculative investor has been bearish on wheat prices for some time. This is indicated by their
persistent net short positions on the CBOT futures market (refer figures 6 and 7). Key results as at
25" May 2010 are:
B Speculative investors held 121k short contracts against 792k long contracts, resulting in a net
short position of over 41k contracts.
Aggregate short positions are not far from their peak of 1252k lots registered in late March. Net
short positions are within sight of the record 50k lots observed at the same time.
Two points to keep in mind are:
B Speculative net positions are a reasonable guide for market price direction; and,
B Speculative traders opt to cover short positions if they deviate to far from ‘normal’.
This is far from an exact science, but the current near record short positions are susceptible to
continued covering. This can lead to bouts of price support.
Figure 6: Speculative traders positions, CBOT wheat Figure 7: Spec traders positions verse price, CBOT wheat
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Aussie wheat production prospects

Australian wheat crop conditions are favourable. This follows widespread east and west coast rain
over the past week. Additional rain expected over the coming 10 days should provide a near ideal

environment for late season planting and early crop establishment.

We reiterate our recent forecast of a 5% year-on-year decline in wheat area in 2010/11, resulting in
a crop of 20-21mt. The possible range of production outcomes is extremely wide, and conditions

in spring will be critical. A kind spring growing season could easily result in a 23mt plus crop.

Wheat price forecasts...

We have trimmed our medium term expectations for global wheat prices reflecting hefty global
supplies. But we do not forecast a precipitous decline in prices because of the significant regional

anomalies and the current position of the speculative investor.

Wheat prices from 2011/12 should be supported by a tightening global stock situation, strong

medium term consumption growth trends and the requirement for expanding production.

Competition for acres will remain an important theme.

Our forecast price range for the balance of 2010 is USc430-510/bu before rising to USc470-

570/bu in 2011/12.

Australian wheat prices will continue to take direction from the combined influence of Chicago
futures and the Australian Dollar. The recent declines in the AUD/USD from over USc93 a few
weeks ago to current levels in the mid USc80’s has provided a substantial boost to local values.

A recent downward revision to the AUD/USD forecast by the CBA currency team is supportive for

ASX

grain prices.

Figure 8: Global wheat stocks verse price
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Coarse Grains

The USDA’s May WASDE report painted a reasonably bleak picture for global coarse grain prices.

B Global corn ending stocks for 2009/10 were unexpectedly revised higher to 147mt. This
outweighed a reduction to US old crop ending stock estimates.

B In the first estimate for the 2010/11 crop year, the USDA pegged world corn production at
835mt, up 3.3% from 2009/10 levels. World consumption was forecast sluggish at 829mt,

resulting in 2010/11 ending stock estimated at 154mt, which is the highest level since 2001/02.

Figure 9: Global corn production and use
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Chicago corn futures subsequently fell roughly 8% after the reports, but they failed to break
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through their late April lows of USc351/bu. After this failed attempt lower the corn market

stabilised and ground higher in the week ending 21t May to close at USc369/bu. This was a
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particularly impressive performance considering the widespread price destruction that has been
observed in most risk assets during that period.

But, just to prove that the grains markets are a volatile unknown, last Friday’s (28" May) violent
sell-off — down nearly 4pct for the session to USc359/bu — unwound much of the resilience of the
previous two weeks.

Figure 11: Price movements of key ‘risk assets’ (Index, 11 May 2010 = 100)
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China to the rescue?

The recent resilience in the corn market was primarily because of China. According to the USDA,
China has not imported over 100kt in any one marketing year since 1998/99. In fact, in the first half
of this decade China was a significant exporter of corn, selling 15mt in 2002/03. This has now
changed.

In the past few weeks China has purchased at least 350kt of US corn for delivery in 2009/10 and
130kt for delivery in 2010/113. It is possible there have been much larger purchases. On the 25™
May, Bloomberg cited the US Grains Council saying that China has booked almost 1mt of US
corn. The same media report indicated that China may purchase up to 3mt this year. Reuters on
the 26™ May reported that Chinese authorities may issue a further 4-5mt of import quotas in the
coming months.

China’s re-emergence as an importer is due to:

B Strong domestic demand, which has grown consistently at over 3.4% p.a. during the past 5
years. The USDA has forecast consumption to reach a record 155mt in 2009/10 before
climbing further to 159mt in 2010/11.

B Disappointing domestic production in 2009/10 because of excessive dryness in key production
areas. The USDA has forecast the 2009/10 crop at 155mt compared to 165mt in the prior year.
And recent media reports suggesting another downward revision may be possible. Reuters
reported (26™ May) that production could be as low as 140mt, resulting in a production deficit
of more than 10mt*.

B Early concerns about the potential size of the 2010/11 crop.

— It has been too cool and wet in important NE crop regions, including Heilongjiang and Jilin,
resulting in slow planting progress and crop development. It is also forecast to become too
dry and hot in the Yellow River region over the next 10 days which may induce crop stress.

B Continued tightness in the Chinese stocks-to-use ratio, despite near record aggregate
inventory levels (refer Figure13 below).

Forecasting Chinese grain production and consumption is fraught with danger. However there is
clearly upside to the USDA’s May WASDE estimates which pegged full year imports this year at
only 300kt and for 2010/11 at 100kt. This will likely result in higher US exports and a reduction in
US ending stock estimates.

The China story has the market on its toes; particularly considering Chinese import buying was
largely responsible for keeping the soybean market strong in the face of rising global soybean

supply.
Figure 12: Chinese corn trade Figure 13: Chinese corn stocks
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over 2009 and 2010.

3 Source: USDA weekly export sales reports.
4 The USDA’s May WASDE estimate had production matching consumption at 155mt.
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Developments elsewhere. US production prospects are very good...

Northern hemisphere corn planting is currently nearing completion in many areas. Contrary to the
situation in China, progress and conditions in the US are currently very favourable.

B As at 24 May, 93% of the crop had been planted verse the 5yr seasonal average of 89%.
Emergence rates are ahead of the normal while crop conditions themselves are pointing to big
yields. The USDA has indicated over 70% of the corn crop is rated good to excellent.

— This is in line with ratings of the 2009/10 crop (at around the same stage of development),
and that crop went on to yield a record 10.34t/ha (164.7bpa).

The USDA has forecast US vyields this year at 10.26t/ha (163.5bpa), which if realised, will be the
second largest on record. This will require ongoing excellent weather conditions.

Putting it all together — corn price outlook...

The opposing situation in China and the US add an additional layer of uncertainty to price
forecasts. The bearish influence of huge US crops in 2009/10 and 2010/11, big crops in other parts
of the world (excluding China in 2009/10), and growing global stocks is forecast to be mostly
neutralised by the bullish Chinese import story.

Chicago corn prices are expected to oscillate around current levels for the balance of 2010. A
weaker outlook for wheat and soybean prices may contribute to a slight downward bias. Our
forecast trading range is USc300-400/bu.

Medium/long term prices should be supported by continued demand growth - related to both
ethanol consumption and a recovery in livestock feeding demand - and the continued turf war.
Our calculation is that global corn production will be required to grow by at least 2.5% pa over the
next 5 years (~24mt per year), to meet rising demand.
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