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This monthly report is intended to inform, educate and stimulate debate for the
bank and its customers. This month we focus on the global sugar market.

On a quatrterly rolling basis we provide in-depth analysis of three important
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Selected agricommodity prices, past 12 monthstemarcontract, Hased to 100
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Feature: what a difference some rain makes

In India, the monsoon rains returned this year in full force, and what a difference
some rain makes. The count is in and this year the rains have been adequate
and well distributed. A dry spell in July briefly caused concern that the average
for the June-September season would fall behind normal levels, but the shortfall
was made up in August. According to The Indian Meteorological Bureau,
monsoon rainfall this year for the period between June 1 and September 25
totalled 89cm, 3% above the 50-year average of 86.4cm. Initially this monsoon
was forecast to record rainfall levels 5% below normal. The monsoon has tapered
off at a slower pace than normal, and the arrival of new crops may be slightly
delayed due to a late withdrawal in the rains, but the extended wet conditions are
not expected to have a damaging effect on the quality of the overall harvest.

The effect of a second season of good monsoon rains on India’s mostly rain-
irrigated croplands is expected to be a large boost in aggregate output for the
kharif crop of sugar, grains and oilseeds. This should provide some welcome
reprieve from rising domestic inflation — wholesale prices of agricultural products
are up 9.47% and food inflation has been running at uncomfortable levels of over
8% for the last two months. The World Bank estimates that 75% of India’s
population of 1.2bn survive on less than $2 per day; creeping food inflation has
serious economic and political ramifications.
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In 1998 the BJP government lost elections in Rajasthan and Delhi after a sharp
climb in onion prices to over 60 Rupees/kg. The current government is facing
mounting pressure to lift a ban on onion exports, which is in place to prevent a
spike in domestic prices for the humble staple. The government is particularly
sensitive to food price increases, given that it still maintains an elaborate array of
food subsidy and price support mechanisms. This year India’s food subsidy bill is
expected to run to 830bn Rupees ($16.8bn) and could easily climb to over 1
trillion Rupees ($20.2bn) in the next few years. There are also plans to widen
access to subsidised grains, which will require an even greater increase in
spending.

According to provisional government data, oilseeds output this season is
expected to climb by 1 Mt to 10.5 Mt, and cotton production will increase to as
much as 20.89 Mt. Production of pulses is expected to fall slightly, from 7.12 Mt
to 6.43 Mt. Plantings of pulses declined this season by 11.2% to 10.3m hectares
as farmers switched to more profitable crops. Cereal plantings also fell, by 6.6%
to 18.9m hectares. Plantings of oilseeds, cotton and sugar all increased.

Due to consistently high production levels, exports of wheat by private companies
have been allowed for the first time in four years, and a ban on rice exports has
also been overturned. Sugar exports could reach 3 Mt, on a sugarcane
production increase to as much as 342.20 Mt. According to Farm Minister Sharad
Pawar, output of summer planted grains during 2011-2012 could climb to 123.88
Mt, from 2009-2010 output of 120.20Mt. The government has set a target for total
grains production for the 2011-2012 season at 245 Mt: overall output is expected
to comfortably exceed this, against grain production in 2009-2010 of 241.6 Mt.
This year there will be ample to meet domestic demand and in some instances
even enough to release onto the world market.

But beneath the buoyant figures for this season the outlook for the agricultural
sector is less sturdy, partly because it is so reliant on the monsoon but also due
to other stubborn growth constraints. Several decades have passed since the
Green Revolution accelerated farm productivity in Asia in the 1960s and 1970s
and further improvement will be much more difficult to achieve. Output may look
splendid this year, but over the last 20 years it has not kept pace with even more
booming population growth. Following the good monsoon this season, the
contribution to GDP of agriculture and its allied sectors is expected to grow by
5.4%, lagging the anticipated overall GDP growth rate of 7.8% for 2011. The

AGRICOMMODITIES MONTHLY | September 2011 5



estimate seems optimistic, considering that a fairly decent monsoon last year
produced GDP growth of just 0.4% in agriculture and allied sectors. If a growth
rate of 5.4% is achieved, it will still mean that growth will have to tip 8.5% next
fiscal year, in order to meet the official target of a 4% average growth rate under
the 11" Five Year Plan from 2007-2012. The IMF expects GDP growth for the
whole economy of 7.5%. This would mean agricultural GDP would outpace
overall GDP growth, which would be unprecedented — and therefore quite
unlikely.
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In order to do its part in meeting targeted GDP growth of 9% by 2020, and to
consolidate progress in lowering the incidence of rural poverty, agricultural GDP
growth would have to average 4% for the next nine years. Even though
agricultural prices have been on the up, the supply response has been weak; the
feedback loop between higher prices and higher output has become
disconnected, due to basic productivity constraints. In the meantime, per capita
availability of food grains is declining; it has already fallen from an average of
17kg during 1990-1999, to 16.3 kg during 2000-2009.

The government is well aware of the tightening supply crunch. According to
Sharad Pawar, “low productivity remains a concern for Indian agriculture. While
our yields compare poorly to the global average, we also have a significant gap
between the “optimal” yield and actual field productivity.” China has slightly more
land devoted to rice and wheat, but its output of these is 40% higher, and its
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cotton yields are 2.5% higher than India’s. There are numerous reasons why the
productivity of India’s farmland remains stubbornly low. Many farmers have
become stuck in an intractable cycle of low productivity, where poor output
begets poor income, leaving little surplus cash to invest in the costly inputs
needed to increase productivity. Many of the small-scale farmers who account for
the majority of output struggle to access the necessary credit to break this cycle.
With capital in short supply because it is so expensive, many farmers rely on
saving their seeds from one harvest to the next, when fresh bought seeds would
yield more. The government maintains minimum support prices and controls the
flow of trade in critical crops, and the Farm Ministry is contemplating further
increases to the state purchase price of kharif crops including rice, oilseeds and
pulses — but this is a short-term measure and does not address the root of the
problem.

Soil productivity in India is declining, and in the absence of extensive irrigation
systems, groundwater is fast being depleted, neither of which bode well for output
over the long-term. Groundwater use is unsustainable: in some regions use of
groundwater is 85-100%. According to NASA Gravity Recovery and Climate
Experiment Mission, the water table in the North West is falling by an alarming
4cm per year. Around 79.44m hectares of total cropland of 140.3m hectares is
irrigated, producing 70% of output, an indication of the difference a bit more
investment in irrigation could bring.

But greater investment in capital-intensive infrastructure has been stalled by the
structure of landholdings, which presents a substantial challenge to output
growth. As population grows while arable land availability remains constant, each
generation of farmers receives a smaller portion of the family plot. The average
plot size is now just 1.33 hectares, with an estimated 80% of landholdings under
2 hectares. To invest in mechanising and irrigating production on plots this size is
relatively expensive compared to what farmers can hope to receive for their
output, even with the help of government price support measures. Moreover,
prices for necessary inputs are high and rising. According to official estimates the
cost of pesticides increased 11% this season, diesel prices climbed 32% and the
cost of seeds increased by 55%.

So what is to be done? Indian agriculture is at a difficult crossroad: signposting
the way forward with more targets will not be helpful. When the rains come in the
right quantity at the right time, all flourishes, but when they don’t the
consequences can be disastrous, not just for the farm sector but for the broader
economy — agriculture still accounts for 15% of total GDP. The reforms of the

AGRICOMMODITIES MONTHLY | September 2011 7



1990s liberalised the economy and laid the groundwork for some real success.
Growth rates remain impressive, especially considering the abiding gloom
elsewhere: India is set to outpace Japan and become the world’s second largest
economy this year. India is urbanising rapidly but 70% of the population is still
rural, and the farm sector is still proportionally the biggest employer in the
country. It is difficult to see how the broader boom will be sustained without a
rethink in government investment in the agricultural sector, producing something
that goes beyond price support mechanisms and other subsidies, which are
effectively just expenditures that have a nasty habit of rising.
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Sugar Quarterly

Weather and climate

Hardly had we started to adjust to the probability of a return to more neutral weather
conditions when signs begin to emerge of a continued La Nifia. Back in March we reported
that: “The La Nifia weather event should be all over by the end of June, according to the
US Climate Prediction Centre, part of the US National Oceanic & Atmospheric
Administration. The Australian Bureau of Meteorology slightly diverged from this view,
forecasting a return to neutral conditions by the end of 2011.” Both agencies came out with
verdicts in September that the La Nifia that was poised to disappear mid-year is now

reassembling.

The impact of the La Nifia when it peaked around the turn of 2010 was pretty devastating
for some sugar producers — notably Queensland, Australia, and Indonesia — but beneficial
to others, especially India, where La Nifias generally correlate well with good monsoons.
This time round the extremes of weather that tend to result from a La Nifia are likely to be
weaker, although strong enough to change the balance between surplus and deficit for
some crops. Headlines along the lines of ‘La Nifia is back’ are, however, misleading — it
never entirely went away. La Nifias often take their time about finally disappearing. The La
Nifia that started forming in mid-2010, peaked around the turn of the year, then ebbed
away a little, is simply dragging on. This pattern is not unusual. The La Nifia of May 1998-
March 2001 waxed and waned in its intensity, but it's generally agreed it was a single,
extended event. If we go back even further to the La Nifia of April 1954-January 1957, that
34-month event saw much less variation in its intensity. So if we are trying to peer forward,
we might best be advised to settle down and await the final end of this La Nifia in the first
half of 2013.

The first whole year of this La Nifia has been accompanied by record-breaking severe
drought across much of the South Western and Southern states of the US, with dire
consequences for cotton and cattle. Argentina and southern Brazil — key producers of
soybeans and grains — may well experience a drier-than-ideal period in the run-up to the
end of 2011. Arabica coffee output could also be threatened in Brazil, where the state of
Minas Gerais — centre of the country’s coffee-producing region — had almost no rain in July
and 70% less than the long-term average in August. But it's an ill wind that blows no one
any good. La Nifias tend to correlate with plentiful rainfall in West Africa, helping to
produce strong cocoa harvests. As for sugar, a resurgent La Nina is likely to be neutral in
global terms, possibly cutting output in such major producers as Australia or Indonesia, but

enhancing harvest prospects in others, such as Thailand, India and Europe generally.
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Supply and demand

We segment the supply-demand balance on a quarterly basis within an annual October-
September global crop year. Our data is in metric tonnes raw value, abbreviated to MTRV.
Converting MTRYV into million tonnes (Mt) white value incurs a 6% weight loss; so 1,000
tonnes of raw sugar converts to ~940 tonnes of white. In assessing the supply-demand
balance, consumption is slowly rising, due to demographic changes and population
growth, while production is seasonal, and subject to more erratic changes due to weather.
Our estimates for sugar balances are not trade flows per se — not all countries that are in
surplus will export, nor will all countries that are in deficit be importers. Our projections are
therefore to be used as a guide as to where we believe stress points will emerge over the

course of the 2010-2011 season.

Our previous estimate, from our last Sugar Quarterly (published in June 2011) was that
the period between Q4 2010, up to and including Q3 2011, would see a global deficit of
1.45 million MTRYV . We have raised our global supply estimate from the June report to
174.01 million MTRYV, while our consumption estimate is now 167.61 million MTRV, giving
an overall surplus by the end of Q3 2012 of 6.4 million MTRV. We envisage significant
choke points emerging in Q2-Q3 2012, with deficits of 7.6 million MTRV and 5.24 million
MTRYV respectively. International sugar prices therefore ought to ease in the six months
between the last quarter of this year and the end of the first quarter of next calendar year,
although much depends on weather factors and the propensity of major potential importers

— notably China — to buy, if prices prove sufficiently tempting.
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Sugar balance, million MTRV (October 2010-September 2011)

Q4201 Q1201: Q22012 Q3201: Season tote

Western Europ 13.53 3.29 0.03 1.42 18.27
Eastern Europe & F! 5.94 2.22 0.82 3.17 12.14
North & C. Americ 3.43 8.44 3.60 4.59 20.07
South Americ 9.28 2.10 12.69 18.89 42.96

Africa 2.39 1.93 2.89 3.10 10.30

Asie 19.46 28.06 14.18 4.13 65.84

Oceanit 1.79 0.01 0.43 2.21 4.44

TOTAL SUPF 55.82 46.05 34.64 37.50 174.01
Western Europ 4.80 4.86 4.93 4.99 19.58
Eastern Europe & F¢ 3.38 3.42 3.47 3.51 13.78
North & Central Americ 4.95 5.01 5.09 5.15 20.20
South Americ 5.44 5.50 5.59 5.66 22.19

Africa 4.32 4.38 4.45 4.50 17.65

Asic 17.78 18.00 18.29 18.51 72.58

Oceanii 0.40 0.41 0.41 0.42 1.64

TOTAL DEMAL 41.06 41.57 42.24 42.74 167.61
Western Europ 8.74 (1.56) (4.90) (3.58) (1.30)
Eastern Europe & F! 2.56 (1.20) (2.66) (0.35) (1.64)
North & Central Americ (1.51) 3.43 (1.49) (0.56) (0.13)
South Americ 3.84 (3.40) 7.10 13.23 20.78

Africa (1.94) (2.45) (1.56) (1.40) (7.35)

Asic 1.68 10.06 (4.11) (14.38) (6.74)

Oceanit 1.39 (0.40) 0.02 1.79 2.80

TOTAL NET POSN 14.76 4.48 (7.60) (5.24) 6.40
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Asia

Asia balance, million MTRV

Q411 Q1201: Q2201 Q3201 Total

Asie 1.68 10.06 (4.11)  (14.38) -6.74)
Banglades (0.36) (0.28) (0.37) (0.38) (1.38)
Chine (0.15) 1.01 (1.46) (2.70) (3.30)
India 2.91 7.29 (0.88) (5.97) 3.35
Indonesit (0.30) (1.31) (0.84) (0.35) (2.80)
Iran (0.14) (0.15) (0.55) (0.66) (1.50)

Japar (0.48) (0.04) (0.42) (0.58) (1.51)
Malaysic (0.32) (0.32) (0.33) (0.33) (1.31)
Pakistar 0.41 0.39 0.37 (1.17) 0.00
Philippines 0.06 0.05 0.05 0.04 0.20
Thailanc 1.60 4.98 2.14 (0.12) 8.60
Other Asii (1.55) (1.56) (1.84) (2.14) (7.09)

Source: ABN AMRO: totals may not add up due to rounding

Note: The table above should not be taken to suggest that Thailand may switch to being a net importer in
Q3; at that point in the season it is ‘off crop’, and will be consuming sugar from stocks. This is true for a

number of producers and exporters.

India

While there is some doubt about the precise level of its sugar output in 2011-2012, there is

little doubt that India ought to be in the happy position of being able to export some sugar,

as it enters its second successive seasonal surplus. Already the government is coming

under intense pressure to permit as much as 4 Mt of exports in 2011-2012, which would

be more than double exports in 2011. But the ability to permit that much sugar for export

obviously depends on how much sugar it will actually produce. According to Jayantilal B.

Patel, president of the National Federation of Cooperative Sugar Factories, the country

could produce as much as 26.5 Mt in 2011-2012, a view shared by the Indian Sugar Mills

Association (ISMA).

But the Food Minister, K.V. Thomas, forecast in September that production might be 24.6

Mt, only slightly above likely domestic demand perhaps 23 Mt. In 2010-2011, India is likely

to have produced around 24.2 Mt, out of which it has exported some 1.5 Mt under open

general licence. This tussle, between central government — anxious not to allow too much

by way of exports and thus push domestic food inflation higher — and sugar producers,

anxious to catch the benefit of relatively high international prices while Brazil undergoes its

own problems, is unlikely to be resolved speedily and easily, not least because the

country’s precise sugar output in 2011-2012 will not be clear for months.

Government ministers will take heart — and sugar producers too — from estimates out of

Maharashtra state, India's top sugar producer, that output there in 2011-2012 is likely to be

arecord 10 Mt, with cane output of 87 Mt (v. 80.25 Mt of cane and 9.07 Mt of sugar in the
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2010-2011 season), thanks to a bigger acreage planted to sugarcane and also the plentiful
rainfall. On this basis, Maharashtra‘s Farm Minister, Radhakrishna Vikhe-Patil, added his

weight to the view that India could easily afford to export 4 Mt in 2011-2012.

Thailand

Thailand might see a record sugarcane output of 100 Mt in its 2011-2012 crop, yielding
around 10 Mt of sugar, according to the Thai Sugar Millers Corporation in September, a
considerable advance on a forecast made by Thailand’s usually conservative Office of
Cane and Sugar Board (OCSB) in August, which envisaged a sugarcane crop of 92-95 Mt,
around 9.2 Mt of sugar. Trade house estimates have been higher than estimates from
millers and official figures. The crushing season is likely to kick off a fortnight earlier than
usual, in early November. Thailand’s export availability in the 2011-2012 season will thus
be ample. This will not only ease supplies globally but also domestically — there is already
official and public talk that the domestic sugar quota, Quota A, could be reduced to 2.5 Mt
from its current 2.6 Mt, this would leave over 8 Mt of export availability. If the La Nifia re-

gathers strength that will largely benefit output in Thailand thanks to the extra rainfall.

China

China is slowly but surely eating away its official reserves in an effort to restrain local
prices and help push down food inflation. It auctioned another 200,000 tonnes of sugar
from state reserves in September, the ninth such sale so far this year, and shortly before
its own crushing season opens, in October. These sales have worked — having peaked in
August, sugar futures in China have since fallen by about 7% - but it maybe is a trick that
cannot be performed perpetually. The government has thus sold 1.677 Mt during the
October 2010-September 2011 marketing year, and traders are wondering if there can be
much left. China imported more than 423,000 tonnes of sugar in August, almost 42%
more than the same month last year, at an average price of $682.70/tonne, according to
official data, and a similar volume is expected to arrive in September. Sugar imports
between January-August were slightly more than 1.2 Mt, 18.54% higher than the same

period last year.

The problem for China in regard to its domestic supply-demand shortfall is a lengthy
drought in the Southwest of the country, the main sugarcane-growing region which,
according to the agriculture ministry, has hit around 3m hectares of crops. With
consumption estimated by us to be of 15.643 million MTRV (14.7 million tonnes white
value), China is likely to remain a significant buyer of imported sugar unless international
prices recover back to 30 cents/pound — whereupon it will probably suspend purchases,
even at the risk of stoking up food inflation. The government has sold some 2.1 Mt of

sugar from state stocks since 2009, in an effort to keep prices down to levels that are
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acceptable to consumers. So far this year its policy appears to have been one of
piecemeal purchases when the price is right, followed by drip-feeding the imported sugar
onto the domestic market. It would be a mistake to think that this policy can be sustained
forever — although it may be longer-lived than expected, given the probable available
global surplus over the next year. China, in other words, may squeeze by — at least until
the next monsoon failure in India or some other weather problem with a major exporter.
Increased production of alternative sweeteners may help to meet some of the supply

shortfall.

The Americas

South America balance, million MTRV

Q411 Q1202 Q2201. Q3201 Total

South Americ 3.84 (3.40) 7.10 13.23 20.78
Argentine (0.17) (0.47) (0.18) 0.92 0.10

Brazi 4.59 (1.80) 7.10 11.61 21.50

of whichBrazil NI 2.87 0.41 (0.85) (0.81) 1.63
Brazil C 1.72 (2.21) 7.95 12.42 19.88
Cdombia 0.11 0.06 0.12 0.11 0.40

Others (0.69) (1.19) 0.06 0.60 (1.22)

Source: ABN AMRO

Brazil

The latest report from Unica, the country’s cane industry association, estimates that sugar
production from Brazil's centre-south cane crop this season is making up ground lost
earlier in the season, but as of mid-September still remained 8% lower than the previous
season. From the beginning of the season in April and up to 16 September, sugar output
totalled 23.1 Mt, 2 Mt less than the same period in 2010. As international sugar prices
have recovered, rising to a recent high of 31 cents/pound in August, mills have switched to
more sugar production than ethanol: in the first two weeks of September sugar production
was 2.7 Mt, 3.6% higher than the same period of last season. In August, Unica estimated
the centre-south's sugar output this season at 31.57 Mt, down 2.5% from its July estimate,
but still on the higher end of the spectrum, it is unlikely this level will be achieved. We
estimate sugar production of 30 Mt from the centre-south; recent crush data suggests that
some of the more drastic revisions to the downside were perhaps a bit harsh. The centre-

south accounts for 90% of Brazil's cane crop, and delivered 33.5 Mt of sugar last season.

There is conflicting opinion about how far Brazil will undershoot last season’s output, or
even if it will do so — but it's evident that it will not achieve the 40-41 Mt total thought

possible at the start of this year. The centre-south cane output this season may be as little
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as 510 Mt, against 560.4 Mt last season, with total sugar production in the centre-south of
around 31-32 Mt, v. 33.56 Mt last season. The problem stems largely from low per hectare
yields, which in turn derive from a failure to carry out necessary replanting a couple of
years ago, when the credit crunch hit Brazil. Sugar content in cane as of 16 September
was down, year-on-year, at 134.5 kg/tonne of cane against 139.6 kg/tonne in the previous
season, according to Unica. The cane crush to date this season totalled 375.1 Mt, down
10.2% from a year ago, but ground is being made up — in the first two weeks of September
the cane crush stood at 36.9 Mt, down 1.6% from a year earlier. About 51.4% of the cane
crushed in the first half of September was directed to sugar production, with the remainder

going to ethanol, compared with 46.4% to sugar a year earlier.

North and Central America

North & Central America balance, million MTRV

Q411 Q1201: Q2201: Q3201: Total

North & Central Americ (1.51) 3.43 (1.49) (0.56) (0.13)
USs/ (0.83) (0.86) (2.65) 1.77 (2.57)

Cube 0.06 0.38 0.16 (0.15) 0.45

Guatemal: 0.18 1.62 0.05 (0.19) 1.66

Mexica (0.34) 1.68 0.81 (1.12) 1.02

Others (0.59) 0.62 0.13 (0.86) (0.69)

Source: ABN AMRO: totals may not add up due to rounding

Mexico is undergoing something of a recovery in its sugar exports, which is due to start its
next harvest in late October. During the 2010-2011 season, up to the end of August, the
country’s exports more than doubled compared to the same period of the previous season,
to a record 1.42 Mt, according to the agriculture ministry in late September. Exports have
therefore already beaten the 1.4 Mt level forecast by the country’s sugar association for
the whole of the current season; the association has revised upwards to 1.5 Mt its

projections for exports. So far this year total production has reached 5.18 Mt.

Europe
Eastern Europe & former Soviet Union balance, million MTRV
Q4 11 Q1201 Q2 201 Q3 201: Total
Eastern Europe and F 2.56 (1.20) (2.66) (0.35) (1.64)
Belarus 0.18 (0.10) (0.12) 0.18 0.16
Kazakhsta (0.12) (0.12) (0.12) (0.12) (0.49)
Russii 1.61 (0.09) (1.51) (0.41) (0.42)
Ukraine 1.26 (0.51) (0.51) 0.42 0.66
Others (0.37) (0.38) (0.40) (0.41) (1.56)

Source: ABN AMRO: totals may not add due to rounding
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Western Europe balance, million MTRV

Q4 11 Q1 201: Q2 201 Q3 201: Season Total

Western Europ 8.74 (1.56) (4.90) (3.58) (1.30)
EL 8.66 (1.44) (4.72) (3.39) (0.89)
Others 0.07 (0.12) (0.18) (0.19) (0.42)

Source: ABN AMRO: totals may not add due to rounding

Perhaps the most important development in physical markets since our last Sugar Outlook
is that Russia has returned to being a sugar exporter, after having been a major sugar
importer for decades. According to the sugar producers’ association, Soyuzrossakhar, the
balance of Russian domestic versus international prices is now such the first contracts to
export to Tajikistan and Kyrgyzstan were signed in August and more are likely to follow,
against within the former Soviet Union countries. The Russian sugar is thought to have
been offered in the low $700s per tonne, making it quite competitive with more expensive

EU offers of around $50/tonne above Liffe December futures.

The resurgence of Russia as a sugar exporter owes much to the fact that domestics prices
have plummeted by almost 30% in August, reaching around $710/tonne by mid-
September, and should have further to go in October/November as the local market is
well-supplied. The Russian Agriculture Ministry estimated in September that Russia may
refine around 5 Mt of beet sugar in the 2011-2012 season, from a record sugar beet crop
of >40 Mt. Refining capacity is however thought to be around 1 Mt less than that and any
beets that are stored run the risk of being turned into pulp if there is a spell of abrupt
temperature change, moving from a freeze to a thaw and back again. In any case, if
Russia even achieved a 4 Mt output that would still represent a new record — last season,

when the country suffered a severe drought in the summer, saw output of just 2.74 Mt.

As with Russia, so too with its neighbour, Ukraine, where sugar refineries have so far this
season turned out 300,000 tonnes of beet sugar (up to 26 September), which is 35%
higher than by the same date last year, according to the country’s sugar union, Ukrtsukor.
Ukraine's Agriculture Ministry this month revised its forecast for the 2011-2012 beet sugar
production to 2.1-2.2 Mt from the previous estimate of 2-2.1 Mt, due to a higher sugar beet
harvest. This remains a far cry from the 5 Mt it regularly produced in the days when it was

part of the Soviet Union, but it's ample to meet domestic demand, of about 1.9 Mt.

A wet summer in Germany has also helped beet sugar production there. The first factory
test on sugar beet delivered to refineries in Germany this season showed sugar content of
16.6%, 0.5% higher than in the first test last season, according to the association of
German sugar producers WVZ, which said in September that it expects 28.89 Mt beets to
be delivered to German refineries in 2011-2012 season, up from 6.45 Mt more than in the

previous season. tonnes delivered last season. As a consequence Germany is likely to
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produce 4.58 Mt of sugar in 2011-2012, v. 3.442 Mt in 2010-2011 said the WVZ. Beet
yields per hectare are forecast to increase to 73.3 tonnes/hectare against 65.1 tonnes last
year, with sugar content of 17.78% v. 17.27% last season. Output of 4.58 Mt would be far

above Germany's 2011/12 European Union sugar production quota, which is 2.89 Mt.

Comment

In the past month the speculative investment position has barely managed to keep up with
the extremely volatile price moves in futures — but most recently there has been a heavy
reduction of speculative longs in sugar futures. The combined non-commercial and non-
reportable net long was, as of the week ending 20 September, 79,698 lots, a big drop from
that of the week ending 23 August, when it was 135,823 and shortly before the price
briefly climbed above 30 cents/pound. Sugar futures have swung wildly this year but
overall both the No 11 and No 5 contracts have lost substantially since the start of the
year. The on-going economic turmoil has seen some flight to the US$ and away from the €
on jitters about the European debt crisis. The Brazilian Real weakened dramatically during
September, starting out at around 1.60 to the $ and falling to 1.95 on 22th September
before recovering to around 1.83 on 29 September. This obviously changes the price
dynamics for Brazilian exporters and was part of the cause for sugar’s recent fall to below

25 cents/pound basis March.

This somewhat bearish tone is perhaps justifiable, given the wide consensus that the
global sugar market is moving steadily towards a statistical surplus by this time next year.
India, Thailand, Russia and other major producers — even Mexico — have all had a good
2010-2011 season; only Brazil has proved a disappointment, although even it is making up
lost ground. With an obviously strong resistance to buy at around 30 cents/pound and
good export availability from many origins, on balance sugar looks increasingly like a
bearish market, at least for the next few quarters. Even China, with probably almost
nothing in its state reserves, will probably refrain from buying when the price gets beyond
30 cents/pound, although it will worry about what that forgoing of sugar might do to

domestic food inflation.

This may all shake down rather differently however, and perhaps this is one reason why
sugar futures have not plunged further. One short-term supportive factor is that the
emphasis by Brazilian mills on churning out sugar rather than fuel ethanol may switch later
this year, when Brazil once again faces the prospect of paying a heavy import bill — either
for ethanol or for conventional gasoline — to keep its rapidly expanding car pool going. A
more long-term factor derives from the rising costs of production, again mainly in Brazil.
Long seen as the most efficient sugar producer, Brazil's strong economic growth may be
its undoing, or at least knock it off the perch as most cost-effective sugar producer. A

report by Czarnikow and published this month forecast that a combination of strong
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economic growth, plus high inflation and a sugarcane shortage, may push sugar
production to around 35 cents/pound over the course of the next two decades. Much can
happen over the next two decades, however, and Czarnikow’s analysis, for good or ill, will
have little or no bearing on the immediate direction for sugar prices — which once more,
given the diminishing prospect of anything untoward happening in supply terms, are
looking somewhat elevated. The transition from deficit to surplus is not likely to be a
smooth one due to low global stock levels and inevitability of some supply shocks due to
weather related events. Many deficit nations might not have the luxury to wait it out for
lower prices, as demonstrated in the on-going backwardation in the futures market and

spot physical premiums in the cash market.

On 28 September NYSE Liffe announced that a Commitment of Traders report will be
published. The exchange will begin publishing a weekly CoT report for commodity futures
contracts listed on the London Liffe market with effect from Monday 3 October. The report
will be published every Monday at 12:00 London time or as soon as reasonably
practicable thereafter, in relation to positions held and reported to the exchange as at the
close of business on the previous Tuesday. Clearing members and non-clearing members
will be required to submit all client positions in excess of 100 lots, for all delivery months of
commodity contracts listed on NYSE Liffe’s London market for cocoa, robusta coffee,

white sugar and feed wheat.

Déja vu? New York sugar futures: 1980 and 1974 peaks compared to 2009-2011 (nominal cents/pound)
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Source: VM Group
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White and raw sugar prices, $/tonne and cents/pound
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White and raw sugar prices, $/tonne and cents/pound
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Sugar data

Sugar no.11 price, ICE Futures US, cents/pound
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Sugar no.5 price, NYSE Liffe, $/tonne
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Real and nominal price of No.11 contract since 1962
(cents/lb, monthly average)
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Index traders on ICE Futures US, since Jan 2006
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Weather watch

A North America: The prolonged drought in the US south and south-west has taken a
severe toll on not just cotton but also livestock. With the resurgence of La Nifia which,
given past precedence, might not finally end until early 2013, those same states could be

in for a very long drought indeed.

-

A South America: Soil moisture levels in the main agricultural nations of Argentina and
Brazil are insufficient for healthy development of several major crops — it's been a very dry
winter in both. Consistent rainfall is now necessary for good flowering of the arabica coffee

trees in Brazil, while downward revisions are being made for grains output in Argentina.

-

A Asia: Weather conditions for the time of year have been close to normal in most parts
of Asia, but the south west of China has suffered widespread and prolonged drought,

which will hit sugar output and that of other crops in the region.

A Europe: After an unusually wet summer across much of West Europe, a late and no
doubt welcome summer feel has returned in late September. Milder temperatures are

expected to persist well into next month.

-

A Africa: The benefits of La Nifia’s revival will be most apparent in the West African
cocoa crop for the 2011-2012 season, which may surprise by being much bigger than

earlier forecast.

-

A La Nifia: The Australian Bureau of Meteorology said (28 September) that La Nina
continues to re-build: “the continuing cooling trend in the central Pacific Ocean since early
[southern hemisphere] winter is consistent with a developing La Nina event...If a La Nina

does form, current indicators are that it will be weaker than the strong 2010-2011 event.”
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Cocoa price, ICE Futures US, $/tonne
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Cocoa

News

-

A Sept 28: NYSE Liffe announced that a Commitment of Traders report will be
published. The exchange will begin publishing a weekly CoT report for commodity futures
contracts listed on the London Liffe market with effect from Monday 3 October. The report
will be published every Monday at 12:00 London time or as soon as reasonably
practicable thereafter, in relation to positions held and reported to the exchange as at the
close of business on the previous Tuesday. Clearing members and non-clearing members
will be required to submit all client positions in excess of 100 lots, for all delivery months of
commodity contracts listed on NYSE Liffe’s London market for cocoa, robusta coffee,

white sugar and feed wheat.

-

A Sept 27: The finance ministry of lvory Coast forecast that the country would produce
1.4 Mt of cocoa in the 2011-2012 season, harvesting of which officially starts on 1
October. The 2010-2011 season saw total arrivals at ports in the country around 1.5 Mt, a

rise of more than 20% year-on-year.

-

A Sept 23: Ghana's cocoa producer price review committee has recommended the
government hold farmgate cocoa prices steady or slightly increase them for the 2011-2012
season. Tony Fofie, CEO of Cocobod, the Ghana Cocoa Board said the approval of the $2
billion syndicated loan for 2011-2012 cocoa purchases meant the board now had the
funding to enable prices to be set for the coming season. Ghana currently pays farmers
3,200 cedis ($2,090) per tonne of cocoa. By 15 September (the date by which Cocobod
required all buyers to register their purchases with it) cocoa purchases in Ghana reached
more than 1.024 Mt.

Short-term outlook

The volatility that has bedevilled agricommodity futures —indeed all commodities —
in the past month has hit cocoa too, but arguably international cocoa prices were in
any case looking seriously over-extended. Some of the early forecasts of a
significant global surplus from the 2011-2012 season are now looking a little
premature, thanks in part to the resurgence of La Nifia, which tends to enhance
cocoa output in the main producing region of West Africa although usually has a
deleterious effect on that of another big producer, Indonesia, due to excessive
rainfall. As this shift from >300,000 tonnes deficit to possible balance during 2011-
2012 has taken deeper root in the last six weeks, so too have speculative investors
turned resolutely negative. The combined non-commercial and non-reportable
position has shifted from a brief, month-long net long in July (ranging from 2,399 to
6,998 lots) to a net short of 25,714 lots as of 20 September, the latest date available.
This was the biggest reported short figure since disaggregated data began to be

compiled in 2006. Without a significantly improved macroeconomic outlook —or a
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Index fund position, ICE Futures US,
Lots Price, $/tonne
45,000 3,800
40,000 3,600
35,000 3,400
30,000 3,200
25,000 3,000
20,000 2,800
15,000 2,600
10,000 2,400
e |ndex traders net long
5,000 2,200
e COCO0a, $/tonne
0 T 2,000
Oct-10 Apr-11

Source: VM Group

Arbitrage between 2" position
contracts on NYSE Liffe and ICE
Future US, $/tonne

250
200
150
100

50

Sep-10 Dec-10 Mar-11 Jun-11 Sep-11

serious deterioration in the weather — we do not see this speculative overall bearish

position reversing itself in the short-term.

Analysis

We forecast early on in the 2010-2011 season that Ivory Coast’s tree crop would come in
at around 1.4 Mt, thanks largely to excellent weather conditions in the developmental
period for the crop, which persisted right through the harvest. That forecast was regarded
a somewhat optimistic by some in the market but if anything it has turned out to be slightly
pessimistic. A crop of around 1.5 Mt is extremely heartening, as it was despite a brief but
nasty civil war earlier this year, which not only saw a short suspension of cocoa exports,
but also badly disrupted farming, with many cocoa farmers displaced by the violence, and
can only have contributed to poor levels of husbandry. It all goes to show two things: what
a season of persistently good weather can do, and also what Ivory Coast’s cocoa
production could be if its cocoa farmers had a bit of a boost in the form of access to
fertilisers and a more settled, supportive context. The relatively new government of lvory
Coast is promising wide-ranging reforms, including a guaranteed minimum price. But
reforms have long been promised, never fulfilled. What of prospects for the 2011-2012
season? Still too early to tell, and as yet we are not adjusting our forecast for an overall
deficit of 93,000 tonnes, but weather conditions have again been very good, with plentiful
rainfall interspersed with sunny intervals across much of West Africa. Whether or not cash-
strapped Ivory Coast can actually fund the kind of investment that neighbouring Ghana is
implementing — a pledge to supply 20m cocoa seedlings a year, free to farmers — is open
to doubt. And Ghana has already said that it will raise its fixed price paid to farmers for the
2011-2012 season; if it continues to pay more than Ivory Coast can manage, the cross-

border smuggling will continue.

Cocoa supply & demand balance, 000 tonnes
2008/09 2009/10 2010/11 2011/12

Source: VM Group
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Africa 2,457 2,406 2,807 2,613
Americas 464 498 540 537
Asia 615 650 615 624
Total prodiction 3,53€ 3,554 3,962 3,774
Net production* 3,501 3,518 3,922 3,73€
Europe 1,54C 1,580 1,58¢ 1,588
Africa 590 597 549 641
Americas 737 811 835 846
Asia 599 637 722 753
Total grindings 3,46€ 3,625 3,69E 3,829
Balance 35 (107) 227 (93)
End stocks 1,492 1,413 1,58E 1,473
Stocks/grindings ratio** 43% 39% 43% 38%

*1% less than total production to account for a loss in weight due to reduced moisture during transport **
Stocks as a % of total grindings
Source: ABN AMRO
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Arabica coffee, ICE Futures US,

$/pound Coffee
z;g News
2.70 A Sept 28: NYSE Liffe announced that a Commitment of Traders report will be
2.50 published. The exchange will begin publishing a weekly CoT report for commodity futures
2.30 contracts listed on the London Liffe market with effect from Monday 3 October. The report
2.10 will be published every Monday at 12:00 London time or as soon as reasonably
1.90 practicable thereafter, in relation to positions held and reported to the exchange as at the
1.70 1st POS“_‘C_’" close of business on the previous Tuesday. Clearing members and non-clearing members
1.50 2nd Postion will be required to submit all client positions in excess of 100 lots, for all delivery months of

29-Al 08-S 18-S . . .
U9 P P commodity contracts listed on NYSE Liffe’s London market for cocoa, robusta coffee,

Source: VM Group white sugar and feed wheat.

A Sept 20: Vietnam exported just 36,000 tonnes of coffee in August, according to

Robusta coffee, NYSE LIFFE, $/tonne official customs data, almost 54% less than the same month last year. The same source

put total exports between January-August at 954,000 tonnes (15.9m 60-kg bags), almost

2,500

2.400 11% higher than the same period last year.

2,300 A Sept 19: High coffee prices are benefiting a number of smaller producing countries,
2,200 . . . . .

5 100 including Uganda, primarily a robusta producer. Its export earnings from coffee rose
21000 64.3% during October 2010-August 2011 to $400.3m, on total exports during that period of
1,900 2.81m 60-kg bags, according to the Uganda Coffee Development Authority, which

1,800 currently forecasts exports totalling 3m bags in the 2011-2012 season.

1,700 e— 15t POSItiON A - ) ;

1,600 v et Sept 13: Conab, the Brazilian government’s crop supply supply agency, said that the
1,500 ¢ : : 2011-2012 coffee crop would be 43.15m 60-kg bags, a record for the ‘off year in the

29-Aug  08-Sep  18-Sep biannual arabica tree cycle. Conab attributed the strong result to good weather conditions

Source: VM Group throughout the season but also to high prices, which have enabled producers to invest

more in fertilisers and irrigation.

Arabica speculation, lots and price

Short-term outlook

Lots Price, $/Ib

40,000 340 The coffee story in the past month has been one of adverse macroeconomic

35,000 290 conditions playing out against slightly ominous signs regarding the weather in the

30,000 run-up to the flowering of the all-important 2012-2013 Brazilian crop. Both robusta

25,000 2.40 and arabica futures have been in an overall downward trend, with tentative

ig’zgz 1.90 recoveries reflecting occasional (and short-lived) hopes that a lasting deal might

101000 emerge to solve the protracted eurozone crisis, rather than having anything to do

5,000 1.40 with a change in the supply-demand fundamentals. Speculative investors have had

0 | 0.90 to be nimble to keep up with this price volatility. The combined non-commercial and
Oct-10 Mar-11 non-reportable position (as reported by the CFTC) has shifted from a net short of

)

938 lots (as of 23 August), risingongener al i sed mar ket s euphori

S VM G . . .
ouree roup 12,245 lots (as of 6 September), only to begin retreating again, to a net long of 6,882
lots (as of 20 September, the latest date available). In London, we now believe that

the speculative investors have gone net short.
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Arabica index fund investment, lots

60,000
50,000
40,000
30,000
20,000
10,000

O T T
Oct-10 Mar-11

Source: VM Group

Arbitrage between 2" position
contracts on NYSE Liffe and ICE
Future US, $/tonne

250
200
150
100

50

0 T T T
Sep-10 Dec-10 Mar-11

Source: VM Group

Contacts

Warren Robertson

Head of Agricommodity Brokerage
tel: +44 (0) 20 3192 9275

fax: +44 (0) 20 3192 9225
warren.robertson@uk.abnamro.com

Alex Parry

Senior Coffee and Cocoa Broker
tel: +44 (0) 20 3192 9272

fax: +44 (0) 20 3192 9225
alex.parry@uk.abnamro.com

26 | AGRICOMMODITIES MONTHLY | September 2011

Analysis

Roasters might think that coffee prices have been too high for too long, but they're clearly
looking in the wrong place. In September it emerged that the US Department of Justice
had spent the equivalent of $8.24 per cup of coffee at an August 2009 conference in
Washington — long preceding the recent bull-run in coffee futures. The turmoil in wider
markets in September was however more than enough to cope with and virtually
paralysed physical trading in coffee as roasters stood by, watching for prices to fall ever
lower. In London, the majority of the September robusta options are now in the money,
and roasters who sold puts are likely now to be assigned, which they may not have been
expecting. This could potentially leave some overly long and they will have to either roll
that length or sell it out. Prices in Vietnam fell to their lowest since February, around
$2,080/tonne, in the third week of September; what little coffee remains to be
commercialised in the country will no doubt remain there in this uncertain context.
Brazilian coffee producers are on tenterhooks, as the long dry spell that is affecting coffee
regions shows little sign of ending before mid-October. There has been precious little rain
in the main coffee-producing state of Minas Gerais during the recent (southern
hemisphere) winter — almost none in July and 70% less than the long-term average in
August. This may delay the start of flowering for the 2011-2012 crop by about a month, but
it's not as yet seriously alarming. A bigger concern would be if the rains come, but only
patchily, as that would create start-stop conditions for flowering and such an erratic
development would eventually translate into a very mixed coffee crop with all manner of
quality issues. Brazilian coffee growers are also struggling with the consequences of a
sharp drop in the Brazilian currency, down by 7.5% against the dollar so far in September.
The resurgent La Nifia, which is probably behind the delayed rains, will also hold worries
for Colombia’s arabica production. Erratic weather this year will almost certainly mean it
fails to achieve a target of 9m bags in the 2011-2012 season; 8m now is beginning to look
more likely. If the La Nifia sets in over the next few months that will once again prove a

logistical hazard for gathering the harvest there.

Coffee supply & demand balance, million 60 kg bags

20092010 20102011 20112012

Arabice Robuste Arabice Robust: Arabice Robuste

South America 47.4¢ 13.36 53.8¢ 13.82 50.0C 13.4C
Central America & Caribbean 17.5C 0.23 17.48 0.03 17.7C 0.03
Africa 8.55 7.75 8.77 7.85 8.61 8.10
Asia 4.36 31.95 4.56 33.6E 4.21 33.5C
Rest of world 0.45 0.36 0.45 0.36 0.45 0.36
Total Production 78.35 53.65 85.14 55.71 80.97 55.39
Demand 79.02 49.68 79.5C 50.82 80.28 51.32
Balance -0.67 3.97 5.64 4.89 0.69 4.07
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Wheat, CBOT, $/bushel

Wheat & Corn

8.5
8.0
75 News
7.0 A Sept 28: China raised its minimum purchase price for wheat for 2012 by at least 7.4%
6.5
6.0 (to the equivalent of $318.79/tonne) compared to this year, according to the National
5'5 development and Reform Commission, prior to new season wheat planting which starts in
50 ~ October
CBOT 1st Position e
4.5 cEoT 2rdPoston A sept 23: Australia will abolish its wheat export regulator, Wheat Exports Australia,
4.0 «

‘ ‘ and a 22-cent/tonne levy on all wheat exports at the end of this month.
29-Aug 08-Sep 18-Sep .

A Sept 22: Insufficient rainfall across Buenos Aires province, the main wheat producer

Source: VM Group of Argentina, is cutting probable yields, according to the Buenos Aires Grains Exchange.

The country’s agriculture ministry put the probable harvest later this year at 11-13 Mt

Corn, CBOT, $/bushel against last season’s 14 Mt.
8.0 A Sept 22: The International Grains Council cut its estimates for the world corn harvest
7.5 in 2011-2012 by 4 Mt to 845 Mt, which even despite the reduction would be a record crop.
7.0 However it raised its estimate for the global wheat harvest in 2011-2012 by 2 Mt, to 679
2:3 Mt.
55
5.0 Short-term outlook
4.5
40 CBOT 1st Position September was a reminder (was it needed?) that supply-demand fundamentals can
3.5 CBOT 2nd Position be easily tossed aside when the herd decides to move direction. And the herd
3.0 ¢

‘ ‘ decided for much of September that the world was staring into an abyss, wondering
29-Aug 08-Sep 18-Sep
who would come to the rescue. From the start of September up to the close of

Source: VM Group business on Friday 23, corn futures on the CBOT shed 12% while wheat futures

were knocked down by 14%. Very little changed in fundamental terms — except that

Corn and wheat speculation, 000 lots the supply-side outlook for corn by mid-2012 got even tighter (according to the

USDA) tight, while the global wheat surplus is looking a little less ample, given

Corn, 000 lots Wheat, 000 lots
400 35 drought in parts of South and North America. But in the context of Big Fear,
350 15 projections of longer-term supply-side problems—-such as that from Ch
300 -5 Industry Association, that by 2015 China is likely to face a corn shortfall of around
250 25 15 Mt — get shunted aside. Until these bigger clouds recede, the bullish specifics for
200 45 corn and wheat count for little. Once those clouds are blown away however we
150 -65 . . .
envisage a strong, long bull-r un, for corn in particular. Ch
100 -85
50 105 imports is fast growing —its corn production year-on-year for the past few seasons
0 125 has risen but has barely kept pace with domestic consumption, while state-
Oct-10 Mar-11 Aug-11 managed reserves are being continuously eaten down. In August, its food inflation

reached 13%: theddcisien irbSegtambeat by the government to release

Source: VM Grou . . .
P 3.7 Mt of domestic corn stocks. China can use some of its vast wheat stocks as

substitute animal feed, but next year its corn imports will rise vigorously.
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Palm oil, BMDM, price/tonne
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Soybeans, CBOT, $/bushel
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Palm oil & soybeans

News

-

A Sept 21: China’s soybean imports in August dropped by 16% from the previous

month (and 5% against the same month last year) to 4.51 Mt, according to customs data.

Total imports during January-August were 33.58 Mt, 5.5% lower than the same eight

months of 2010. A similar volume of imports is expected in September.

Short-term outlook

Soybean futures had (by 28 September) lost more than $2/bushel in the month, the

result of wider economic concerns rather than anything intrinsic to the oilseeds

market. Thisrout—t her e’ s no ot he+conses despitdsewveravmajord

uncertainties about future supply and US ending stocks come August next year.

Demand is everything right now, and even at $12-$12.50/bushel physical buyers

appear to be holding back, just in case they can get soybeans even cheaper next

week or thereafter. The same scenario is playing out for palm oil futures, which

have shed a whopping $200/tonne in less than a month. It may all end in tears —

farmers in South America are switching more and more to corn, and US ending

stocks by next September could be as little as 165m bushels, almost 30% lower than

for the crop year that

)

S

justdagrmded oamrsdi mpu fi foi

any rational basis soybean futures look like they are in for a very vigorous recovery

early next year; but rationality has gone out of the window amid the current semi-

panic.

Analysis

Corn production has been such excellent business in the past couple of years — and the

projections for China’s corn import needs in the future are so compelling — that farmers

everywhere are going to plant many more acres to corn next season — at the cost of,

among others, soybeans. The general consensus is that US soybean plantings in 2012 will

barely grow, and Latin American farmers — who generally take up the slack when US

export availability dips — are turning to corn too. All this is happening at a time when,

according to the state-run China National Grain and Oils Information Centre, China’s

soybean production in 2011-2012 is likely to drop by more than 10%, to 13.5 Mt, as its

own farmers switch to corn. Already the world’s biggest soybeans importer, China can ill

afford to see its own soybean production drop by so much. China’s soybean imports are

running at about 54 Mt/year currently; next year it's bound to need more. Other end-users

are also starting to make waves, particularly Vietham, which has opened up two new

crushing plants. Over the longer-term prices will rise far beyond current levels, particularly

if the wider economic gloom can be dispelled.
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FCQJ, ICE Futures US, $/pound
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Frozen concentrated orange juice

A Sept 19: ICE Futures US raised its initial margin requirements for FCOJ contracts by
92.3% to $1,750 from a previous $910.

Short-term outlook

An extremely dull month has passed by in the FCOJ market with no real fundamental
news. Trading has been technically driven but the range has in any case been extremely
tight. As of close of business on Tuesday 27 September the November 2011 contract on
ICE Futures US settled at $1.5040/pound, a cent higher than the previous day and the
forward curve is looking exceptionally flat — the furthest dated contract (July 2014) is a
mere 2.75 cents higher than that of November this year. No hurricane threats (the Atlantic
hurricane season is rapidly heading towards its end) and the extremely warm weather in
the south of the US make any early frost threat highly remote. The short-term outlook for

next month must therefore be more of the same.
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Cotton, ICE Futures US, $/pound
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Cotton speculation, lots and price,
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Cotton and wool

News

-

A Sept 27: The impact of the short-lived civil war in lvory Coast at the start of this year
on the country’s cotton production became apparent when provisional port data on cotton
exports were released, showing a 50% year-on-year fall to almost 82,000 tonnes during

January-August this year compared to the same period of 2010.

-

A Sept 26: The latest USDA weekly crop progress report for US cotton showed that as
of this date that in Texas, normally the biggest cotton-producing state, 62% of the crop
condition was rated either very poor or poor, with just 13% good and zero per cent rated

excellent.

A Sept 21: The severity of the downturn in global textiles’ demand can be gauged from
the most recent data regarding China’s cotton imports, which between January-August
this year totalled 1.69 Mt, down by more than 13% v. the same period last year, according

to official data.

Short-term outlook

)

I's $1/pound now a strong ‘floor
macroeconomic outlook, weak global demand for cotton and textiles, low imports

by China, and a strong cotton harvest from India (and elsewhere), cotton futures on
ICE Futures Us have been stubbornly pinned around $1/pound for the past month.
The drought in the US cotton states has been devastating — and if the La Nina
phenomenon plays out into 2012 that might be prolonged — but in global terms that
may not matter much given the poor demand outlook. While the price peak of earlier
this year won’'t be revisited quickdtlwert he

bodes well for a rebound — if and when the bigger picture improves.

Analysis

India’s cotton harvest this season has been excellent, allowing it to continue with
unrestricted exports in the new marketing year from 1 October. Some local cotton traders
are now forecasting that exports during 2011-2012 could be as high as 1.4 Mt, around
17% more than official estimates. India’s harvest this year is officially expected to be as
much as 6.14 Mt and given that local demand may be 4.8 Mt (12% higher year-on-year)
there will be ample scope for exports. Recent floods in Pakistan — which may have caused
the loss of about 34,000 tonnes of cotton — have helped underpin prices, as has the
southern US drought. But unless China decides that it will re-build stocks, which have
been run down in recent months as the demand outlook has weakened, there is little

scope for prices to budge from their recent narrow trading range.
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Hedge fund % returns by commodity
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Fund activity

News

1 September 29: Man Group PLC reported $2.6bn in investor redemptions between
June and September, the highest rate of outflows since 2009. Investor risk aversion
is blamed for the outflow of funds, and an exceedingly difficult trading environment
which hit performance across all strategies. Assets under management fell 8.5%
from $71bn at the end of June to $65bn. Hedge funds cut their leverage during
August, reducing exposure to equities.

1 September 21: The GlobeOp Forward Redemption Indicator, designed to track the
rate at which hedge fund clients make redemption requests increased to 3.11% In
September. The rate is calculated as a percentage of total assets under
administration. The index hit 19.27% in November 2008.

1 September 13: According to data from InvestHedge smaller funds outperformed the
heavy weights over the first half of 2011. This marks a turnaround from prior industry
growth patterns, for the last few years the heavyweights have outperformed the rest.
Size it seems is no longer what matters and being a bit smaller and a bit more nimble
is probably going to be more of an advantage with regulatory requirements set to
tighten around bigger players.

Commodity funds clean up in July

Hedge funds recorded 0.24% returns in July, a welcome reversal after two prior
months of negative returns. Assets under management climbed to $1.49 trillion.
Funds with commodity exposure out-performed the broader sample, returning
2.04%. Energy funds returned 2.14%, while Metals funds returned 2.53% and Softs
funds returned 2.68%. Redemption rates have reportedly remained relatively low —
even though performance ratings have not been exceptional returns from funds are
still better than those offered elsewhere. Preliminary data suggests that August
was a tough month for hedge funds, the Hennessee Hedge Fund Index fell 3.38%
during the month as major equity and commodity indices also dropped.

April breakthrough
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CFTC positions

Cocoa, ICE Futures US, lots & $/tonne

Arabica coffee, ICE Futures US, lots & cents/pound
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Lean hogs, CME, lots & cents/pound

Live cattle, CME, lots & cents/pound
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About VM Group

VM Group is a commodities research consultancy that covers not just conventional energy, but also
renewable energy, carbon, base and precious metals, and agricommodities. The VM Group
comprises a uniquely skilled team that is highly experienced in the analysis of the fundamentals of
commodities and their geopolitical impact and contexts.

VM Group work excels in macro-economic analysis, the generation of supply and demand scenarios,
costs analysis, derivative research and price forecasting. Confidentiality, experience and
independence are key elements in this advisory capacity. We deliver excellence to those in need of
external expertise, as well as those who wish to supplement their own in-house resources. Our

extensive international contacts mean we are able to span the globe.

To see further how we can meet your research and consulting requirements, please email:

info@vmgroup.co.uk

VM Group

100-101 Ashmill Street

London NW1 6RA

Tel: +44 20 7569 5930
Fax: +44 20 7569 5931
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VM Group disclaimer and copyright

This report was prepared by VM Group. VM Group has made all reasonable efforts to ensure that all
information provided in this report is accurate and reliable at the time of inclusion (the 1st of each
month unless otherwise stated), however, there may be inadvertent and occasional errors and lack of
accuracy or correctness, for which VM Group cannot be held responsible. VM Group and its
employees have no obligation to inform the reader when opinions and information contained in this

report change.

VM Group makes no representation or warranty, express or implicit, as to the accuracy or
completeness of contents of this report. This report is not and cannot be construed as an offer to sell,
buy or trade any securities, equities, commodities or related derivative products and the report in no
way offers investment advice. Therefore VM Group employees accept no liability for any direct,
special, indirect, or consequential losses or damages, or any other losses or damages of whatsoever
kind, resulting from whatever cause through the use of any information obtained either directly or

indirectly from this report.

The contents of this report, all the information, opinions and conclusions contained are protected by
copyright. This complete report may not be reproduced without the express consent of VM Group.

Short extracts may be reproduced but only with the full and appropriate citing of the original source.
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ABN AMRO disclaimer and copyright

The contents of this document are confidential and proprietary to ABN AMRO Bank N.V. and its
affiliates (“ABN AMRO”) and may not be disclosed to a third party without ABN AMRO’s prior written
consent. This document is provided for information purposes only. The information contained herein
(the “Information”) is current as at the date of issue and ABN AMRO shall be under no obligation to
notify you of any changes to the Information or otherwise to update the Information after this date. Any
material contained herein is for information purposes only and should not be regarded as an offer,
recommendation or solicitation to buy or sell securities or derivative products. It does not contain a
complete description of any particular product or transaction and any investment decision should be

based upon the final documentation prepared in relation to any particular product or transaction.

Information may have been obtained from, and/or based upon information obtained in good faith from
sources that ABN AMRO believes to be reliable, however the accuracy and completeness thereof and
the computations based thereon cannot be assumed. No representation or warranty, express or
implied, is or will be made, and no responsibility or liability is or will be accepted by ABN AMRO or any
of its officers, servants, agents, employees or advisors in relation to the accuracy or completeness of
this document or the information provided in this document. The information provided needs to be
considered in conjunction with all other publicly available information. This document may include
various forms of performance analysis, characteristics and pricing estimates. Such information and all
opinions, estimates or projections contained in this document are illustrative only and are not intended
to predict actual results, which may be expected to differ substantially from those described in this

document. Past performance is not necessarily indicative of future results.

ABN AMRO is not providing you with investment advice or a personal recommendation nor will it be
deemed to have done so. The information is being provided to you because we believe, based upon
statements and other indications you have provided, that (i) you have sufficient knowledge,
experience and professional advice to understand and make your own independent evaluation of the
merits, risks and suitability of making an investment in the type of products or transactions described
herein; (ii) you are not relying on ABN AMRO for information, advice or recommendations of any sort,
except factual information, about the terms of any product or transaction; and (jii) you have sufficient
financial means to accept the risk connected with any product or transaction described herein. ABN
AMRO acts as principal in transacting with you and does not owe any fiduciary duties to you. You
must determine the suitability of any products or transactions described herein. The products and
transactions described herein may not be suitable for all investors. ABN AMRO is not providing you
with financial, legal, tax, regulatory or accounting advice. It is your responsibility to seek your own
advice in these respects and to satisfy yourself that you are aware of any such risks associated with
the products or structures described in the Information. ABN AMRO expressly disclaims any

responsibility for any uses to which you put this information.

This document does not purport to identify or suggest all of the risks, direct or indirect, which may be

associated with any products or transactions described herein. ABN AMRO may have positions in
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trades and securities similar to the products and transactions described herein. There may be no
market for products described herein, therefore investors should be prepared to hold any product until
maturity. If you unwind a transaction early you may receive less than the stated redemption amount.
Any transaction is subject to approvals, procedures and policies determined by ABN AMRO and
prevailing market conditions. The Information does not constitute research and as such may differ

from published views.

ABN AMRO Bank N.V. is authorised by De Nederlandsche Bank N.V. in the Netherlands and
regulated by the Financial Services Authority for the conduct of investment business in the United

Kingdom. Registered Office: Gustav Mahlerlaan 10, Amsterdam, Amsterdam, 1082 PP, Netherlands.

ABN AMRO Markets (UK) Ltd. is regulated by the Financial Services Authority for the conduct of
investment business in the United Kingdom. Registered Office: 5 Aldermanbury Square, London,

EC2V 7HR, United Kingdom (Company number 02706278).
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