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outlook for wheat, coarse grains and oilseeds to 2012-13

leanne.lawrance,david.barrett,gayathiri.bragatheswaran andvince.o’donnell

short term outlook

world prices to remain historically high in 2008-09

The world wheat indicator price (US hard red winter, fob Gulf ports) has
beenatrecord highs,in both nominalandreal terms,in 2007-08. Low world
wheat stocks and poor seasonal conditions in some of the world’s major
producingand exporting countries have resultedin reduced supplies, which
have contributed to the upward pressure on wheat prices.

World supplies of wheat are forecast to increase by 12 milliontonnesin
2008-09as globalwheat productionisforecast to increase by 19 million
tonnes. Thisincrease insuppliesisforecast to outweighaforecastincrease
inwheat demandand resultin the world wheat indicator price falling by
around1spercentin2008-09.

For coarse grains, world prices are forecast to remain high in2008-09 as
productionand consumption remain in close balance forasecond year.

The worldindicator price for coarse grains (US corn,fob Gulf) is forecast
toaveragearound US$198atonne in2008-09,around US$5atonne higher
thaninthe previous year.Key factors influencing the market outlook are the
likelihood of somereduction inthearea planted to cornin the United States,
arecoveryincoarse grains productionin Europe and Australia, further
growthinthe demandfor cornstarchfromthe expanding US ethanol
industry,and the extent to which livestock producers respond to the high
feedgrain prices.

The worldindicator price for oilseeds (soybeans, cif Rotterdam) has been
atrecord highs during2007-08. Pricesin 2008-09 are forecast to increase
furtherasincreased demand (particularly for biodiesel) provides support
toprices. Theindicator price is forecast to increase from an average of
US$503atonnein2007-08to average US$513atonnein 2008-09.

trade policies disruptive to markets

In2007-08 some of the world’s major grainimporting and exporting coun-
tries made short term changes to trade restrictions in attempts to lower
domestic grainand oilseed prices. Argentina, one of the world’s largest
exporters of wheat, coarse grainsand oilseeds,imposed increased export
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taxesinearly November 2007. The ad valorem export tax on wheat was
raised from 20 per cent to 28 per cent, corn from 20 per cent to 25 per cent
and soybeans from 27.5 per cent to 35 per cent. The Argentine export taxes
are designed to discourage exports of grain, to increase supplies available
onthe domestic market and thus lower domestic food prices.

The European Union has suspended import duties onall cereals (except
oats, buckwheat and millet) until 30 June 2008. The suspensionisareaction
tohigh grain prices and will facilitate imports from outside the European
Union. Grain sorghum exports to date from the United States to the Euro-
peanUnioninthe 2007-08 marketing year are more than 2.4 million tonnes
comparedwith the five year average of around 200 ooo tonnesat the same
pointintheyearand 400 000 tonnesayear earlier. Total wheat exportsin
the 2007-08 wheat marketing year to date fromthe United States to the
EuropeanUnionare around 1.7 million tonnes compared with the five year
average of around 1 million tonnes for the same time periodand 1.4 million
tonnes forthe total yearly average.

The Russian Federation hasalsoimposed shorttermtrading restrictions
todiscourage exports of grains. New tariffs were putin place from 12
November2007to 30 April2008. For wheat exports, the tariff has been set
at1o per cent of the customs value, but not less than 22 eurosatonne. While
for barley the tariff hasbeen setat 30 per cent of the customs value, but not
lessthan 7o eurosatonne.

wheat production higher in 2008-09

High wheat pricesin2007and early 2008 are expected to encourage a
largerareato be sowntowheatin many northern hemisphere countries,
andarealsolikely toresultinanincreasedareasown to wheat in southern
hemisphere countries later in the year. On the basis of average seasonal
conditions,arecoveryinworld wheat production is therefore forecast for
2008-09. Global wheat production in 2008-09 is forecast to increase to 622
milliontonnes,anincrease of 3 per cent onthe previous year.

The 2007-08 seasonin the European Union was marred by hotand dry
conditionsinsome countries, whilein others heavy rainfall reduced yields.
In2008-09 the areasown to wheat inthe European Unionis forecast to
increase byaround 6 per cent.In September 2007, policy changes were
implemented inthe European Union to reduce the set-aside rate (land

left fallow) forautumn 2007 and spring 2008, to zero per cent fromthe
previous10 per cent. Assuming thatyields return closer to historical aver-
ages, productionisforecast toincrease to 135 million tonnesin 2008-09,an
11 per centincrease fromthe previous year.

The United Statesis the world’s largest exporter of wheatand one of the
world’slargest producers. The totalarea sown to wheat in the United States
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in2008-09 is forecast toincrease by 6 per cent, with production forecast to
increase by 3.6 million tonnes to 59.9 milliontonnes. The majority of wheat
producedin the United States is winter wheat, which accounts foran average
70 per cent of total wheat production. The area sown to winter wheat in the
United States (between Septemberand early November) for harvestin 2008
isestimated to haveincreased by 4 per cent. The area sown to spring wheat
isalsoforecasttoincrease. However,competition forareafrom other spring
planted crops,suchas cornandsoybeans, is expected to be strong.

India plants onaverage the largest areato wheat in the world (around 12 per
cent of the world’s total wheat area). The area sown in 2008-09 is forecast
toremainsimilartolastyear’satarecord 28 million hectares. Combined
withthe high wheat pricein the previous seasonand the relatively high
wheat price forecast for 2008-09, the Indian Government hasalso
increased the minimum support price for wheat. The minimum support
price for2008-09 hasincreasedto 10 000 rupeesatonne,equivalenttoa
guaranteed minimum price of around US$255atonne. Assuming average
yields, India’s wheat production is forecast to be around 75 million tonnes.

Balanced against these globalincreasesin productionisaforecast s per
centfallin2008-09 wheat productionin China.In 2007-08, China’s wheat
yieldsincreasedtoarecord 4.61tonnes per hectare,compared with afive
yearaverage of 414 tonnes per hectare. Assumingyields return closer to
historicalaveragesandarearemains similar to the previous year, production
in2008-09isforecasttofalltoaround 101 milliontonnes.

coarse grains production also higher in 2008-09

World coarse grain productionis forecast to reach 1.1 billiontonnesin
2008-09 — 16 million tonnes higher than the record output of the previous
year —reflecting the expectation of continuing strong grain prices. A
recoveryin coarse grains production inthe European Union, Ukraine and
Australia will more than offset aforecast decline in US corn production. A
returnto average seasonal conditions is expected to result in corn produc-
tioninthe European Unionincreasing by 25 per cent to around 59 million
tonnesin2008-09. EU barley production is forecast to rise by 8 per cent to
623 milliontonnes, reflectingaslightincrease inthe area planted.

In2007-08, drought conditions across much of eastern Europe signifi-
cantly lowered coarse grains production. While improved growing
conditions are expected tolead to higher barley production in Ukraine,
increased plantings of oilseeds rather than spring barley are likely. Overall,
Ukrainian barley production isforecast to rise by around 5o per centto 9.5
milliontonnesin 2008-09.

Dry conditions have affected coarse grains productionin Australia over
the past two years. However,areturn to average seasonal conditions is
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expectedtoresultinabove average plantings of winter coarse grainsin
2008-09. Consequently, barley production is forecast to increase by 51per
centtoaroundg.o milliontonnes.

In Canada, despite favourable barley prices, increased plantings of spring
wheat in2008-09are expected to displace some of the areathat was
plantedto barleylast year. Consequently, barley productionis forecast to be
lowerin2008-09. Relatively strong corn prices are expected to maintain the
areaplantedto cornand,asaresult,corn production is forecast to be close
totherecord output of the previous year.

While both cornand soybean prices have increased over the past year the
expected returns from soybeans relative to cornarelikely to favour a shift of
arablelandinthe United States back to soybean production. Consequently,
theareaplantedto corninthe United Statesis forecast to decline by 4 per
centin2008-09. Assumingaverage growing conditions, US corn produc-
tionisforecast to decline marginally fromthe record output of the previous
year.

wheat outlook

2005 2006 2007 2008

unit -06 -07 08 f -09 z
world
area million ha 216 208 215 223
yield t/ha 2.87 2.84 2.81 279
production Mt 620 591 603 622
consumption Mt 624 609 611 616
closing stocks Mt 136 17 110 115
trade Mt 110 ARk 104 108
stocksto use ratio % 218 19.2 180 187
trade to use ratio % 17.6 182 17.0 17.6
price a
~nominal US$/t 176 212 339 288
-real b US$/t 186 218 339 282
australia
area ’000 ha 12456 11624 12257 13437
yield t/ha 2.02 0.92 1.07 193
production kt 25173 10641 13093 25953
exportvolume kt 15168 11196 6411 15391
exportvalue
~nominal A$m 3296 2765 2143 4734
-real ¢ A$m 3486 2843 2143 4607
apw 10 net pool return d
-nominal A%/t 192 240 440 359
-real c A%/t 203 246 440 350

2009
-10 z
218

2.84
619
623
m
12

179
18.0

295
282

13320

1.96
26172
18659

6125
5815

365
346

2010

217
2.90
630
630
12
13
77
18.0

301
281

13292
2.00

26555
19508

6709
6215

375
348

201
-12

218
297
645
643

114

116
177
18.0

307
281

13271

2.03
26988
20783

7400
6688

387
350

grains

2012
-13 z

218
303
659
655
118
118
18.0
18.0

310
277

13296

2.06
27369
21425

7815
6890

396
349

aUShard red winter wheat fob Gulf, July-June.bIn2007-08 US dollars. ¢ In2007-08 Australian dollars. d Australian premium white wheat, 10 per cent protein.f ABARE

forecast.z ABARE projection.
Sources:Australian Bureau of Statistics; International Grains Council; US Department of Agriculture; ABARE.
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oilseeds output also increasing

World oilseeds productionis forecast to increase by 4 per cent to 405
million tonnesin 2008-09. Production of soybeans and canola/rapeseed
(two of the major oilseeds) are both forecast to increase in 2008-09.

Inthe United States — the world’s largest soybean producer —the area
sown to soybeans is forecast to increase in 2008-09. Inthe previous year,
the area of soybeans declined by around 16 per centasarecord areawas
planted to corn.However, record soybean prices will help encourage some
recoveryinareasown to soybeans in 2008-09. Assuming average seasonal
conditions,and therefore average yields, soybean productionin the United
Statesisforecasttoincrease.

In Braziland Argentinathe area sown to soybeansincreased by 4 per cent
and 6 per centrespectively in 2007-08.1n Argentinathe areasownwasa
record16.8 million hectares. Asworld prices of oilseeds are forecast to
remain highin2008-09, the areasown to soybeansin Argentinais forecast
toincrease. In Brazil, the area sown to soybeansincreased by anaverage 9
per centayear fromthe mid-1990sto mid-2000s. The areasown in Brazil
is forecasttoincrease againin 2008-09. However, the strong appreciation
of the Brazilian currency, the real,against the US dollar may to some extent
limit the price incentives for expanded plantings. Assuming favourable
seasonal conditionsand average yields productionis forecast toincreasein
both Argentinaand Brazilin 2008-09.

Dry conditions in Canada — the world’s largest canola/rapeseed exporter
— duringthe 2007-08 season, reduced yields below their five year average.
In2008-09 if yields return closer to historical averages, production s fore-
casttoincrease.

The European Unionis the world’s largest canola/rapeseed producerand,
in2007-08, unfavourable seasonal conditions reduced yields to below
average. Canolayields in the European Union were 2.8 tonnes per hectare
in2007-08,compared with afive year average of 3tonnes perhectare. In
2008-09the totalareasown to canola/rapeseedin the European Unioniis
expectedtofallslightly. In France and Germany the area sown to canola/
rapeseed is estimated to have fallen by around 10 per centand g per cent
respectively. Despite record canola prices and the policy changes to ‘set-
aside’land (reducedto zero) in the European Union, it is expected that more
areawillbe sown to wheat. Despite the lower area planted, with anassumed
return to average yields, productionin 2008-09 will remain similar to the
previousyear.

Palm oil production in Malaysiais forecast to increase in 2008-09. Since

palm oilisasubstitute for other vegetable oils infood preparation, palm oil
prices have beenincreasingas global prices of oilseeds have risen. While
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record palm oil prices will encourage Malaysian production, the possibility
of expandingtrade inthe oil willalso provide support. India’s elimination
of duties onimported vegetable oiland crude palm oil could encourage an
increase in Malaysian exports of palm oil.

wheat consumption to increase

World wheat consumption is forecast to increase to 616 million tonnes in uk feed wheat price

2008-09, 5 million tonnes above that in the previous season. The major use monthly, ended november 2007

of wheatis for human consumption, which accounts foraround 70 per cent 400

of global consumption. However, the increase in wheat consumption fore-

castfor2008-09 largely reflectsaforecastincrease indemand for wheat /\

for livestock feeding purposes. The use of wheat for human consumption
hasrisenby close to1percentayear overthe past five yearsand is expected

to continue at the same rate in 2008-09. This consumption growth has 200
beeninline with growth inthe world’s population, whichincreased by just ///V

over1percentayear overthe same period.

The demand for wheat for livestock feeding purposes is expected torise
in2008-09. The European Union isthe world’s largest consumer of feed
wheat,accounting for over half of total feed wheat consumption. Feed : 5006 2007
wheat pricesin the European Unionincreased fromanaverage of around
US$200 (€153) atonnein January 2007 to an average of US$322 (€219) a
tonnein November 2007. The substantial rise in feed wheat prices resulted
inlivestock producers seekingalternative relatively lower priced feed
stocks.In2008-09 aforecast lower price of feed quality wheat compared
with other feed grains, such as feed barley, is expected to result in the substi-
tution of increased amounts of feed wheat for barley in EU livestock feeding
rations.

ethanol production continues to drive corn use

World consumption of coarse grains is forecast torise by 1 per cent to1.1
billiontonnesin2008-09, reflecting continuing growth in the worldwide
ethanolindustry and the use of cornasamajor feedstock.

Inthe United States, the amount of corn used in ethanol production
increased by 50 per cent to an estimated 81 million tonnes in 2007-08,
representingaroundaquarter of US corn production. Mandated use of
biofuelsintransportfuelsunderthe Energy Independence and Security Act
of 2007, will mean that domestic use of corniis likely to rise againin 2008-09.
The mandate was set to 9.0 billion gallons (34.1 billion litres) by 2008 under
the2007 Act.In2007an estimated 8.7 billion gallons (32.9 billionlitres) of
ethanolwere produced.

Addingto the tight coarse grain market in the United States has been the
strong growthin cornexports.US corn exportsare estimated to have
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increased by 15 per cent to 62 million tonnes in 2007-08, reflectingtoalarge
extent the effect of aweaker US dollar on priceinimporting country curren-
ciesand stronger demand from the European Union.

Strong feed grain prices are expected to continue to place downward pres-
sure onthe profitability of livestock industries that use substantialamounts
of feed grains. Inthe United States, high feed costs have contributed to
adeclineinthe number of cattle onfeed, thus reducing the demand for
feed grains. At the sametime, record numbers of pigs are likely to support
feed grain demandin2008. However,some liquidation of breeding stock is
expectedtolead to lower pignumbersin2009. With a continuation of high
corn prices,end usersare expected to continue to substitute other grains
in livestock rations, including distillers grain (a byproduct of cornusedin
ethanol production) in ruminant rations.

Followingarecoveryinbarley production inthe major producingand
exporting countries, world consumption of barley is forecast to increase
in2008-09. Saudi Arabia, which accounts for just over 5o per cent of world
tradeinfeedbarley, is forecast to maintain barley importsin 2008-09.

To offset highimport prices for feed barleyand fallingimport volumes,
SaudiArabiaincreased its subsidy onimported barley by 40 per cent to
US$188atonnein late 2007. While Australian exportersare expected to
increase shipments of barley to this marketin 2008-09 they are likely to face
increased competition from Ukrainianand Russian exporters,assuming
thatthe currentshorttermrestrictions (export quotas in the Ukraine and
exporttaxesin Russia) imposed by these two countries are relaxed.

China’simports of malting barley are estimated to be just over 1million
tonneslower in 2007-08as a result of high import prices and reduced world
supplies, particularly from Australia, the leading exporter of malting barley
to China. China’s domestic malting capacity hasincreasedin recent years
and, despiteits growing domestic beer market, is expected toincrease

its exports of malt over the medium term. World trade in malt has been
expandingin recentyears, reachingthe equivalent of 6 million tonnes of
barleyin2007-08 and equivalent to twice the volume of malting barley
traded. Theincrease in malt trade reflects the growthin beer consumption
inthe main maltimporting markets of Viet Nam, Thailand, Mexico, Braziland
the Russian Federation.

biodiesel driving demand for oilseeds

World consumption of oilseedsis forecast toincrease by 2 per cent to

414 milliontonnesin 2008-09,as demand for oilseed productsincreases.
Consumption of vegetable oilsis forecast to increase to 130 million tonnes
in 2008-09, while consumption of oilseed mealsis forecast torise by 9
million tonnes. Industrial use of vegetable oils has increased strongly from
8.7 milliontonnesin2000-01to 22.8 million tonnes in 2007-08. With rising
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investment in biodiesel plants across the world, industrial use of vegetable
oilsis expectedto continue toincreasein 2008-09.

The growth of biodieselisleading to increased demand for vegetable oils, a
product derived from oilseeds. Biodiesel isatransport fueland heating oil
that canbe derived from vegetable oil. The European Unionis the largest
producer of biodiesel, with the main vegetable oil used being canola/rape-

coarse grains outlook

] 2005 2006 2007 2008 2009 2010 2011 2012
unit -06 -07 -08 f -09 z -0 z 1z 12 2z 13z
world
area million ha 301 304 315 318 322 324 325 325
yield t/ha 325 323 334 335 337 339 344 349
production Mt 977 982 1052 1068 1083 1098 1115 1132
consumption Mt 992 1010 1062 1070 1081 1094 1110 1125
closing stocks Mt 164 137 126 123 125 130 135 142
trade Mt 107 115 119 18 116 115 113 m
stocks-to-use ratio % 16,58 13.52 11.82 11.54 11.61 11.86 1217 12.59
price a
—nominal US$/t 106 157 193 198 202 206 209 209
-real b US$/t 2 161 193 194 193 193 190 186
australia
area
barley 000 ha 4406 4098 4350 4524 4406 4450 4464 4473
oats '000 ha 931 978 902 947 957 966 976 981
triticale ‘oooha 347 328 360 367 37 378 382 384
sorghum 000 ha 766 637 Clele) 763 774 786 8o 810
maize "0ooha 76 50 68 71 74 75 77 78
total ’000 ha 6526 6091 6479 6672 6582 6656 6700 6725
production
barley kt 9483 4176 5915 8958 8812 8989 9142 9280
oats kt 1690 733 837 1402 1437 1473 1510 1540
triticale kt 676 300 450 661 678 702 719 734
sorghum kt 1929 1367 2450 1940 1989 2039 2100 2143
maize kt 380 247 353 378 393 404 415 424
total kt 14158 6823 10005 13338 13308 13606 13887 14120
domesticuse ¢ kt 7150 5704 6186 6708 6814 6937 7047 7128
exportvolume kt 5684 3255 3229 5902 6457 6646 6873 7040
exportvalue
_nominal A$m 1193 875 1064 1830 2005 2107 2185 2251
_reald A$m 1262 900 1064 1781 1903 1952 1974 1985
price -nominal
feedbarleye A$ft 187 276 317 276 282 287 290 293
malting barley e A$ft 202 321 370 322 328 335 338 342
grainsorghum A%t 148 252 234 231 236 243 247 250
price-real d
feed barley A$ft 198 284 317 269 267 266 262 258
malting barley A%t 214 330 370 313 312 310 306 301
grainsorghum A$/t 157 259 234 225 224 225 223 220

aUS corn,fob Gulf, October-September. b In2007-08 US dollars. ¢ Includes changes to stocks. d In2007-08 Australian dollars. e Gross unit pool returns to
Australiangrowers.f ABARE forecast.z ABARE projection.
Sources: US Department of Agriculture; ABARE.
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seed. With government policies in the European Union setting mandatory
targets for blending, demand for vegetable oilis forecast to remain strong.

In April 2007 the Malaysian Government passed legislation to mandate the
use of biofuelsintransport fuels. It is estimated that the government has
approved licences for ninety biofuel plants. The major feedstock usedin
Malaysian biodiesel productioniis likely to be domestically produced palm
oil.

Oilseed mealisaproduct derived fromthe crushing of oilseedsand is
widely usedasahigh proteinfeed for livestock. Chinais one of the largest
consumers of oilseed meal, with consumptionincreasing by around 9 per
centayearoverthe past tenyears. With the growth in China’s livestock
sectorforecast to continue, the demand for oilseed mealis forecast
toincreasein2008-09. China’s biofuels policies are also encouraging
increased use of vegetable oil inthe production of biodiesel. Increased
demandforvegetable oiland oilseed meal are forecast toincrease the
derived demand for oilseeds in 2008-09.

world wheat stocks increasing but remain relatively low

Although global wheat ending season stocks are forecast to increase by 5
million tonnesin 2008-09, stocks are relatively low. Wheat stocks through
thelate1990sand early 2000s have been close to 200 million tonnes. Since
2001-02,stocks have declined by anaverage 9 per cent a year. While stocks
areforecasttoincrease to 115 million tonnesin 2008-09, thisis stillone of
the lowest levels since the early 1980s.

Stocks of high quality milling wheat held by the major exporters — Argen-
tina, Australia, Canada, the European Union and the United States —are
estimated to have declined by nearly 13 million tonnesin 2007-08. The
reductioninstocks reflectsadrawdown inholdings to meet export
commitments and domestic consumption needs,and (in some countries)
belowaverage crops.In2008-09,stocks held by the major five exporters
areforecasttoincrease butto remain relatively low in historical terms.

world stocks of coarse grains and oilseeds falling in 2008-09

World coarse grains stocks are forecast to decrease by 2 per cent toaround
123 milliontonnesin2008-09. Giventhe forecast world consumption of
coarse grains for the year, this would result in stocks to use ratio of 11.5 per
cent — the lowest ratio since 1973-74. Such an outcome means that world
grain marketsare particularly vulnerable to shocks,such as lower than
expected production.

World end of season oilseed stocks are forecast to decline by 15 per cent to
45milliontonnesin2008-09.In the major soybean exporting countries of
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the United States, Argentina,and Brazil stocks were drawn down by around
15 milliontonnesin 2007-08 as domestic demand and export commitments

were met. Despite an expected improvement in production, stocks are

forecast to be drawn down furtherin 2008-09.

oilseeds outlook

world

oilseeds
production
consumption
closingstocks
indicator price a
-real b

protein meals
production
consumption
closingstocks
indicator price ¢
-real b

vegetables oils
production
consumption
closingstocks
indicator price d
-real b
australia

total production
winter

summer
canola

area
production
exportvolumee
exportvaluee
-nominal
-real g

price h

-real g
sunflowers
area
production
exports i
price j

-real g

unit

Mt
Mt
Mt
US$/t
US$/t

Mt
Mt
Mt
US$/t
US$/t

Mt
Mt
Mt

US$/t

US$t

$m
$m
A$/t
A/t

000 ha
kt
kt

A%/t
A$/t

2005
-06

390
383
64
261
275

216
215

203
214

118
115
10

573
605

2500
1458
1042

971
1419
831

310
328
386

408

79
98
3
456
482

2006
-07

406
397

335
345

225
222

336
345

122
121

7n
793

1030

545
486

1031
517
228

13

17
530
545

17
18
3
752
773

2007

-08 f

390
406

53
503
503

234
231

400
400

127
127

950
950

1377
1092
285

1061
1065

319

184
184
631
631

33
49
2
775
775

2008
-09 z

405
414
45
513
502

243
240

421
412

134
130

969
947

2289
1462
827

1167
1434
"7

372
362
568
552

38
48
3
736
77

2009
10 z

413
422

36
518
495

248
249

425
406

136
133

979
935

2646
1565
1081

1202
1536
1075

563
535
573
544

44
56
3

744
706

2010

428
431

33
523
489

257
257

429
401

141
136

088
923

2790
1676
1115

1238
1645
1217

644
597
579
536

48
62
3
751
696

201

439
439

33
529
483

263
265

434
396

145
138

998
912

2948
1795
1153

1275
1762
1286

688
621
585
529

56
72
4

759
686

grains

450
448

35
534
477

270
270

438
301

149
141

1008
900

3152
1958
1193

1314
1924
1405

758
669

591
521

64
84
7
766
675

aSoybean, cif Rotterdam, October-September basis. b In2007-08 US dollars. ¢ Soybean meal, cif Rotterdam, 45 per cent protein.d Soybean oil, Dutch, fob
ex-mill.e Marketing year: November-October. gIn 2007-08 Australian Dollars. h Delivered Melbourne, November-October. i Marketing year, April-March. j

Delivered Sydney, April-March.f ABARE forecast.z ABARE projection.

Sources: Australian Bureau of Statistics; US Department of Agriculture; ABARE.
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australian production to reboundin 2008-09

Rainfall over the major grain sorghum growing regions of New South Wales
and Queensland wasabove average in October-December2007. The
favourable rainfalland high prices encouraged alarge areato be sownto
grain sorghum. Despite floods in January 2008 across parts of the grain
sorghum producing regions in Queensland, total grain sorghum production
is expected to be higher thanin the previous year. Grain sorghum produc-
tionin2007-08isforecast toincrease by 8o per cent toaround 2.5 million
tonnes.

Forecasts for the Australian grainsindustryin 2008-o9are based onthe
assumption of average seasonal conditions. The Australian Bureau of Mete-
orology inits latest seasonal rainfall outlook (24 January 2007) indicates
that for the late summer to mid autumn period there isa moderate swingin
odds toward above average rainfallin Western Australia. In the rest of the
country thereis no strongindication toward either below or above average
rainfall.

With grain prices remaining high and early seasonal indications looking
reasonably favourable, it is forecast that there willbe arecord areasown
towinter cropsin2008-09. Many livestock producers reduced animal
numbers during2007as drought continuedin many parts of Australia. As
prices of replacement livestock are likely to be high during 2008, where
feasible, producers will be placingmore emphasis on croppingin 2008-09
tosecureaquickerrecovery inincomes. Taking into account this combina-
tion of factors, the area sown to winter cropsin 2008-09 is forecast to be
around 22 million hectares.

Theareas planted to the different winter grain crops will depend on the
timing and amount of autumn rainfall, expected returns from each crop,
and crop rotationalissues for individual growers. The area sown to wheat in
2008-09isforecasttobearecord13.4 million hectares, 10 per cent higher
than last season. Areas planted to barley, canolaand pulses are forecast to
increase by 4 per cent,10 per cent and almost 20 per cent respectively in
2008-09. Assumingareturn to average seasonal conditions, total winter
crop productionin Australiais forecast to increase to around 40 million
tonnesin2008-09, nearly double productionin 2007-08.

australia’s wheat exports to rise in 2008-09

Withincreased Australian wheat production in 2008-09, wheat exportsare
forecast rise by 9 million tonnes. The value of Australian wheat exportsis
forecast toincrease to $4.7 billion — more than double the value in 2007-
08.Despite expected changes to wheat export marketingarrangementsin
Australia, these are unlikely to have any significant effect on the volume and
destination of Australian wheat exports,and price received, in 2008-09.
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Animportant change for the Australian wheat industryin the yearahead
istheannouncement of anendto current ‘single desk’ export marketing
arrangements. The Minister for Agriculture, Fisheriesand Forestry has
indicated that from July 2008 there willno longer be an export wheat
monopoly.Inthe case of bulk wheat exports, the Minister for Agriculture,
Fisheriesand Forestry currentlyis responsible forapproving (or rejecting)
applications to export onacase by case basis.

The export of wheat in containersand bags was deregulated on 27 August
2007. However, the quality of the wheat must be certified by an Export
Wheat Commissionaccredited organisation.

australian coarse grains exports to increase in 2008-09

An expectedlarger harvest means that total coarse grains exportsare
forecasttoincrease by 83 percentin2008-09, with the bulk of the
increase being shipments of barley, which are forecast to increase by

8o per centtoarounds milliontonnes. The value of Australia’s exports

of coarse grainsis forecast to rise by 72 per cent to around $1.8 billion,
reflecting the larger volumes shipped and continued relatively high prices
inthe global market.

lower grain prices in australia

Inresponse to the forecast dramaticimprovement in production, grain
pricesin Australiaare likely tofallin2008-09 as droughtinduced price
premiumsin the domestic market disappear. Nevertheless, prices are
expectedtoremain relatively high. The pool return for Australian premium
white wheat (APW 10) is forecast to decline by around $8oatonne to
average $359atonnein 2008-09. Australian feed barley and canola prices
areforecasttofallby 13 percentand 1o per centrespectively to average

$276 atonne and $568atonne. australian grainand oilseed
prices

600

The lower prices on the domestic market flow froman expected larger grain
harvestandabetter overall supply-demand balance in terms of livestock
feedrequirements. Asanet exporter of grains,domestic prices will largely
reflect developmentsin the global market adjusted for transport costsand
exchange rates. Reflecting these features of the market the relatively high
world grain prices will provide support to domestic grain prices.

medium term outlook

100
Anumber of factors are likely to be important ininfluencing the market ’A%/{b
outlookfor grainsand oilseeds over the medium term to 2012-13. The most 1096 2000 2004 2008 2012
obvious one,which hasrisen to prominence in recent years, is demand for 57 -o1 -05 -09 13
biofuels. Growth inthe biofuels sector will continue to be a key driver of — canola
demand for grainsand oilseeds, particularly in the United States, the Euro- apw10 pool return
pean Unionand China. — feedbarley
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Additional drivers of market developmentsinclude agricultural trade poli-
ciesinthe main producingand consuming countries; growth in demand for
animal products, particularly in developing countries;and supply responses
thatarelikely to be underpinned by higher on-farm productivityandan
increase intheareaunder crops, particularly in South America.

grain prices to remain relatively high

The world grain supply and demand balance is expected to remain relatively
tight over the medium term. The stocks to use ratio for wheat and coarse
grainsislow,andis projected to remain relatively low over the medium term.
The wheat ratiois projected to be around18 per cent in 2012-13, compared
withanaverage 28 per centinthe early 2000s. The stocks to use ratio for
coarse grainsis projected to be 12.6 per cent by 2012-13, compared withan
average 18 per centinthe early 2000s. These low stocks to use ratios will
help supportgrain prices over the outlook period.

Through the 1990s to mid-2000s, prices of grains and oilseeds trended
downwardinreal terms. Since then,however, real prices have been
increasing. Over the mediumterm to 2012-13, prices are projected to remain
relatively high. The increased demand for grains and oilseeds to produce
biofuels, which isadditional to underlying demand for food, feed and other
industrial uses, coupled with difficulties inincreasing production at the
same rate,appears to have shifted prices for grains and oilseeds toanew
higher level.

Although productivity improvements in grains productionand larger
areas planted can be expectedto resultinincreased volumes of grains
being produced over the medium term, market pricesare likely to become
more volatile.In the past,short term price spikes have usually beenlinked
to productionshortfalls (@s can happen with poor seasonal conditions) in
key producingand exporting countries. The low grain stocks and increased
demandfor grains means that abrupt changesin production are likely to be
translated quickly into significant price fluctuations.

demand to test new bounds

With the advent of policy induced major demand for biofuels, the demand
for grainsand oilseeds is projected to grow strongly over the medium term.
Insome respects, however, this new biofuels demand element in the market
may be somewhat changeable as governments fine tune policies to reflect
community attitudes to suchissues as the unintended market consequences
of current policies, environmental concerns and fuel supply security.

World wheat consumptionis projected to increase to 655 million tonnes by

2012-13,compared with 61 million tonnes in 2007-08. Although the volume
of wheat used per person appears to be declining, having fallen froman
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average of 71kilogramsin 2000-01to around 67 kilogramsin 2007-08, total
wheat used in human consumption has risen as populations have grown.

Consumption of coarse grainsand oilseeds is projected to reach 1.1 billion
tonnesand 448 million tonnes respectively by 2012-13. Although the
substantial shiftin the demand for coarse grainsand oilseeds forindustrial
use (mainly for biofuels) is expected to be maintained over the medium
term, traditional uses such asinanimalfeed and for human consumptionare
also expectedto continue to grow.

demand growth underpinned by biofuel expansion

Growthin the biofuels sector representsamajor new era of demand
forgrainsand oilseedsand s likely to have a significant impact on world
agricultural markets during the projection period. The US Department of
Agriculture has estimated that world biofuel production has tripled since
2000 to around 16 billion gallonsin 2007 (61 billion litres), with production
concentratedin the United States, Braziland the European Union. Chinaand
Malaysiaare also developing biofuel industries. The main feed stocks usedin
productionare corninthe United States, sugarin Brazil and vegetable oilsin
the European Union.

The profitability of biofuel production has been directly related to move-
mentsin the oil price, the price of feed stocks,and the return from byprod-
uctssuchasdistillers grains. Supportive government policies have provided
amajor stimulus to the expansion of biofuels production. The sustained rise
inoil prices over the past few years has beenakeyfactorinthe developing
interestin biofuelsasanadditional source of liquid fuel for the transport
sector.

the united states is a major driver of ethanol demand

Government policies supporting biofuelsindustries have beenimportantin
providing incentives for investment as well as reducing the riskand uncer-
tainty associated with volatile output and input prices. The United States
provides US51centsagallon (US13 cents alitre) tax refund for blenders of
ethanoland US$1.00 per gallon (US26 centsallitre) for biodiesel produced
fromvegetable oiland animal fat. Furthermore, ethanolimports are subject
toa2.5percentadvaloremtariff and a specific tariff of US54 centsa gallon
(US14 centsalitre). Imports from certain Central American and Caribbean
countries are duty free up to a maximum of 7 per cent of the US ethanol
market. While the specific tariff is due to expire in 2009 the US Congress has
repeatedly extended the tariff (firstimposed in 1980).

The US Energy Independence and Security Act of 2007 increased the

mandate of ethanol used intransport fuels. The previous renewable fuel
standard was 5.4 billion gallons (20.4 billion litres) in 2008, rising to 7.5

australiancommodities « vol15no.1 « march quarter 43

grains



grains

billion gallons (28.4 billionlitres) in 2012. The new standard starts at 9 billion
gallons (34.1billionlitres) in 2008 and rises to 36 billion gallons (136.3 billion
litres) by 2022.

From2016alltheincrease inthe mandated renewable fuel standard must
be met from cellulosic ethanol (plant material other than cornstarch). This
meansthat corn starch will be used to produce a maximum 15 billion gallons
(56.8billion litres) of ethanol by 2015. Production of thisamount of ethanol
would require 138 million tonnes of corn, 70 per cent higher than that used
inethanol productionin2007.

The Center for Agriculturaland Rural Development estimates that the rate
of expansion of ethanol plantsin the United States s likely to mean that the
renewable fuel standard target will be exceeded over the next few years.
With more capacity currently under construction, US ethanol production
capacityis expected to exceed 13 billion gallons (49.2 billion litres) within the
nextthreeyears.

Inthe longterm,itis possible that second generation feed stocks will
become technicallyand economically feasible and displace cornasthe
primary ethanol feedstock in the United States. The US Department of
Agriculture notes that the amount of biofuel produced fromanacre of land
varies from100 gallons peracre (935 litres per hectare) for EU rapeseed to
400 gallons peracre (3740 litres per hectare) for US cornand 600 gallons
peracre (5610 litres per hectare) for Brazilian sugar. Cellulosic ethanol
(derived from wood chipsand wood wastes, crop residues and fast growing
grasses) could raise ethanolyields to more than1oo0 gallonsanacre (9550
litres per hectare).

The Foodand Agricultural Policy Research Institute has undertakenan
analysis of the impacts of the Energy Independence and Security Act of
2007 (EISA) onthe US agriculture sector. These resultsindicate that over
the period 2011-12t0 2016-17, ethanol use of corn could increase by an
average of 28 million tonnes compared with the scenario with pre-EISA poli-
ciesinplace,assuming biofuel taxes and tariffs are extended. About 30 per
centoftheincrease comesfromanincrease in corn production,another 3o
percentfromareductionin cornexports,and the remainder are estimated
tocome fromreductionsinfeedand other uses of cornand carryover
stocks.Underthe new policies, corn pricesincrease by anaverage of 8 per
centrelative tothe scenario with pre-EISA policesand soybean prices by 9
percent. Wheat prices are estimated to increase by 3 per cent because of
substitution effects.

..but it’smore than just the united states

Inthe European Union, a biofuels target of 10 per cent of overall trans-
portfuelby2020hasbeenset.Itisestimated that there are currently 185
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biodiesel plants operationalin the European Union, with a production uscornusedinethanol
capacity of 1o0.3milliontonnesin 2007. Germany is the largest producer of

biodieselinthe European Union,accounting for more than half of biodiesel 100 35
productionin2006. At present the major feedstock used in the European

Unionto produce biodieselis canola/rapeseed oil. With the industryin the 8o - 28
European Union expected to continue to expand over the medium term, the

demandfor canola/rapeseed oil is expected toincrease. o0 -2
In Canadathe government is developing mandates for renewable fuel use 40 -4
inthe transport fuelsector. The government is proposing that, by 2010,

five per cent of gasoline must be from renewable fuels (ethanol) and, by - a1
2012, two per cent of diesel must be from renewable fuels (biodiesel). To

encourage renewable fuel production in Canada, the government hasintro- M &
duced incentive payments. Excise tax exemptions for ethanol and biodiesel o %976 IS 2%‘;8

were eliminated on1 April 2007 and replaced with production incentive
rates of C$o.10alitre for renewable gasolineand C$o.20 alitre for renew-
ablealternatives for diesel. Itis estimated that by 2009 ethanol produc-
tion capacity in Canada willbe 1.6 billion litres, while biodiesel production
capacity will be 97 million litres.

share of domestic use
ethanol

In China, ethanol productionis estimated to have been 1.45 million tonnes
in2007anincrease of around12 per cent onthe previous year. While
ethanolproductionin Chinaislikely to increase over the medium term, the
government has revised its biofuels plan. This requires that biofuels will not
compete with food productionand therefore feedstocks must be grown on
more marginal land.

Increased demand for feedstocks in the production of biodieselis also likelyin
the Republic of Korea. The Korean Government has introduced ablend ratio of
o.5percentinclusion of biodiesel in petroleumdiesel. Currently itis estimated
thattherearefifteen biodiesel plantsin Korea, withacombined production
capacity ofaround 531000 tonnes. Over the medium term biodiesel produc-
tionisexpectedtoincrease to meet the blending requirements.

feed grains demand

The use of grains and oilseed meal for livestock feeding has increased by an
average 2 per centayear overthe pasttenyears. The total use of grainsand
oilseedsforlivestock feedingis projected toincrease over the mediumterm,
with some substitution of distillers grains for cereal grain likely to occur.

When ethanolis produced from corn,only the starchisusedandthe
resulting coproduct — distillers grains — has all the remaining nutrients,
protein, fat,mineralsand vitamins. Distillers grains are marketed in three
forms —distillers dried grains (DDG), wet distillers grains (WDG) and dried
distillers grains with solubles (DDGS). All three products can be used for
livestock feeding. However, the inclusion rates in rations vary between
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world feed grains consumption
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ruminantsand monogastrics. In beef cattle, distillers grains can be included
toamaximum 40 per cent of feeding rations for WDG and a maximum 20
percentfor DDG.Indairy cattleitis estimated that DDG can be includedat
arate of upto 20 per cent of dry matter. In monogastric diets, DDGS can be
15 per cent of rations for poultry (layers) and up to 20 per cent for grower
finish pigs (National Corn Growers Association).

The rapid growth in US ethanol production hasincreased the supply of
distillers grains. With favourable policies encouraging ethanol production
inthe United States there is likely to be increased availability of distillers
grains over the medium term.

world grain supply increasing

While strong demand from ethanol production is expected to maintain
upward pressure on grain prices over the medium term, there is potential
toincrease grain supplies through larger planted areas and productivity
improvements. World arable land areas have remained relatively constant
sincethe late 1990s, with the increase in grain productionlargelyarising
from gainsin productivity.

Insomeregions, including the United States and the European Union, poli-
cieshavebeeninplacetotake land out of production for environmental
and conservation reasons. Inthe United States, there are around 37 million
acresenrolledin the Conservation Reserve Program of which 27 million
acres would be suitable for growing crops. High grain prices and rising land
pricesareanincentive to producers to return programlandto cropping. It
is estimated that 2.5 million acres under the program expired at the end of
2007and that most of this land will not be re-enrolledin the program. Over
the mediumtermitis likely that,as further contracts expire,land will return
toagricultural production.

The European Union’s Common Agricultural Policy (CAP) has traditionally
influenced EU crop production through support prices, planting restric-
tions, intervention buying,and stock management. Under CAP arrange-
mentsthe percentage of eligible land to be set aside (taken out of crop
production) is decided each year. At the end of 2007, the European Union
officially decided to suspend the set-aside policy in 2008, reducing the
amount of eligible land to be set aside from 10 per cent to o per cent. Itis
estimated that eliminating the set-aside will resultin an addition of close to
4 million hectares of land available for cropping. With growing pressure in
the European Union to abolish the set-aside land rule completely and with
concernsabout supplyand higher grain prices, itis possible that the zero
per cent rate may continue. Changes to EU set-aside limits will have a poten-
tiallyimportant effect onthe amount of arable land available for cropping
overthe mediumterm.
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potential production increases in South America

In1990-91, Argentina harvested 4.8 million hectares of soybeans, while
Brazil harvested 9.8 million hectares. By 2007-08 the areas harvested had
increased to 16.8 million hectaresin Argentinaand 21.5 million hectaresin
Brazil.Inthe pastyearalone, itis estimated that the South American share of
the world soybean productionincreased from 48 per cent in 2006-07,t0 53
percentin2007-08.

The soybeanindustry hasalso beenincreasingin Paraguay, with the area
harvested increasing from 0.9 million hectaresin1990-91to 2.8 million
hectaresin 2007-08. Soybean prices are projected to remain relatively high
over the mediumtermand itis likely that south Americawillincrease its
share of world soybean production.

Further development of agriculturalindustries in south America depends
onthe maintenance of a relatively stable macroeconomic environment.
Investment in crushing facilities and transport infrastructure will be
required for expansion potential to be met.

Brazilin particular has millions of hectares of undeveloped forests and
grasslands with nutrient rich soils that could be transformedinto agricul-
turalland. Concerns have been raised by environmentalists that continued
agriculturalexpansion will lead to degradation of the Amazon rainforest.
However,the US Department of Agriculture, in its 2003 report on Brazil,
Future Agricultural Expansion Potential Underrated, suggests that more
than15o million hectares of land could be cleared without additional defor-
estation inthe Amazon Basin.

productivity improvements may increase supplies

Inrecentyears, there has beenarapidadoption of genetically modified
(GM) cropssuchas corn,soybeanand canola— particularly in Argentina,
Canada, Chinaand the United States.In 2006-07, GM canolain Canada

was 77 per cent of thearea harvested, while in the United States GM crops
accounted for 89 per cent of soybean productionand 61 per cent of corn
production. In Argentinaand Brazil the area of GM soybeans harvested was
98 per centand 45 per centrespectively.

The adoption of GM grains has resulted inan improvement in cropping
yields.In Canada, canola producers estimate that GM varieties increased
yields by up to 10 per cent compared with non-GM varieties. The US Depart-
ment of Agriculture estimates that with continued adoption of GMvariety
corn,yieldsinthe United States willincrease from the current five year
average of 9.15tonnes perhectare to 10.5tonnes per hectare by 2012.

In Australia, two states, Victoriaand New South Wales, have recently
removed bans on growing GM crops. The remaining states are yet to make a

australiancommodities « vol15no.1« march quarter 47



grains

decision on lifting GM bans. However, over the medium term it is expected
that GM crops will be produced in greater quantities in Australia.

The globalacceptance andadoption of GM grains is likely to increase over
the medium term, especially given the increased demand for grains for
‘nonfood’ purposes (biofuels).

medium term outlook for australia

Over thefive years to 2012-13 the area sown to grainsand oilseeds is
projected toaverage 23.6 million hectares, compared with an average 22.2
million hectaresin the previous five years. The increased croppingarea
reflects projected higher prices for grainsand oilseeds over the medium
term.

Competition for cropping land in Australiacomes largely from the sheep
industry, particularly in the wheat-sheep zone. Since the 1990s the number
of sheepin Australia has fallen from around 167 million to an estimated
85millionin 2007-08. Over the same period, the areasown to crops has
increased fromaround 15 million hectares to an estimated 21.4 million
hectares. The majority of Australia’s sheep are located in the wheat-sheep
zoneanditis estimated that numbers in this zone have fallen by around

45 per centsince the 1990s. Inthe pastoraland high rainfall zones, sheep
numbers have fallen by 69 per centand 42 per cent respectively.

Over the medium term the number of sheep in Australiais projected to
increase to 96 million by 2012-13. However, at this level, numbers will still be
below the number duringthe early 2000s. The competitionforlandinthe
wheat-sheep zone will remain high,as grain prices are projected to remain
atrelatively high levels over the medium term.

Continued productivity improvements in the grains industry over the
medium term mean that total grains and oilseeds production is projected
tobe 48 million tonnes by 2012-13. GM crops are likely to become more
widely grownin Australia toward the end of the projection period, following
the removal of the ban on GM cropsin New South Wales and Victoria. The
introduction of GM crops could increase yields for some grainand oilseed
cropsovertime. The projection of grain productionincorporates a small
improvement inyields fromlongterm trends to reflect the change. Most
of theattraction of GM crops, particularly canola, over the next few years
is likely to be interms of reduced growing costs stemming from increased
flexibility inweed and pest management.
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