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Their critics have dubbed them ‘Frankenfoods’ inarempt to tarnish their
reputation. But genetically modified crdme increasingly being seen as part
of a wider solution to the looming threat of foodecurity, in the context of
world population growth that will see several lilti more mouths to feed over
the next four decades. These crops are here tcastdyve need to get to
understand them much better, rather than simplgniis them.

The US National Academy of Sciences is rather pafiits independent-
mindedness — all the members of its committeesgxample, servpro bonoas
volunteers and they have to undergo rigorous soruti ensure there is no
conflict of interest between their professionaébvand the work they do on
behalf of the National Academy. Thus there candg little ground for

accusing the Academy of bias in the repiampublished in April on behalf of the
National Research Council, which in great detaisidered the pros and cons of
genetically modified crops.

According to David Ervin, professor of environmédnteanagement and
economics at Portland State University, and thérctzan of the committee that
wrote the report, “many American farmers are emjgyiigher profits due to the
widespread use of certain genetically engineeredscand are reducing
environmental impacts on and off the farm.” Acrtiss other side of the globe,
China’s agriculture ministry announced in Marcht i@ country would speed
up the development of its own genetically modifoedps, partly to ensure
greater long-term food security.

Since their first introduction in 1996, geneticatydified crops in the US now
account for more than 80% of soybeans, corn artdrcgrown in the country.
And how far in the European Union have geneticailbdified crops
progressed? Well, very little actually — betwee@8 and March this year the
European Commission has granted approval for justrew genetically
modified (or GM) crop. (Also referred to as Genallig Engineered (or GE)
crops, as reflected in part of a statement quoteplage 8 of this monthly
report).

The first licence, 12 years ago, was granted toddato, for a breed of corn that
was genetically modified to be resistant to theopean corn-borer caterpillar.
The EU is out of step with much of the rest of Wald when it comes to GM
foods; in 2009 about 134m hectares worldwide wéaatpd with GM crops,

with less than 100,000 of those being within the Ehis is about to change —
but only very slightly. In March this year the E&ug the nod to the German
chemical giant BASF to cultivate a GM potato calkedflora.

! The World Health Organization (WHO) has definedegizally modified organisms (GMOs) as
organisms in which the genetic material (DNA) hasrbaltered in a way that does not occur
naturally. The technology is often called “moderotéchnology” or “gene technology”, sometimes
also “recombinant DNA technology” or “genetic enggming”. It allows selected individual genes to
be transferred from one organism into another, la¢deveen non-related species.

2 “Impact of Genetically Engineered Crops on Farrst&inability in the United States”:
http://www.nap.edu/openbook.php?record_id=12804&pdg
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Amflora has been more than 13 years in the resdabshof BASF. It's
specifically designed to produce a type of stahet is an intrinsic component
of certain industrial products such as adhesivas,gnot intended to be usec
food. Amflora has been criticised by some membatestof the EU because it
contains genes that are resistant to certain atitibi GM crop research uses
antibiotic resistance markers to readily identifgge plants that have
successfully incorporated the modified genes. Tdretically modified
seedlings are treated with antibiotics to kill tifbse plants that have not
incorporated the newly introduced genes.
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Why the strong resistance to GM foods within the?Eltthose opposed to GM
crops argue that there is a risk — albeit a theaedbne only as yet — that
genetically modified genes in plants might trangifeir resistance to antibiotics
to humans. The European Food Safety Authority (EF 8% body charged by
the EU to oversee GM crop matters (among otheg#)ihas been deliberating
on Amflora for the past five years (a big disindest it might be thought, to
conducting research into GM foods, let alone trtimipring them to market) and
has ruled that the risk in the case of Amfloraighly remote. The use of
antibiotic-resistance markers is in any case bphased out; it's an old form of
technology that is either being superseded, oarekers in GM foods are today
able to remove the markers from the plant prigtseultivation.

The Amflora case is an interesting example of hoevdltra-democratic nature
of the EU can hinder scientific progress. Underrilds, approval of a
particular GM crop such as Amflora requires a ‘tfiesd majority’ vote of the
27 member states, meaning that opposition by afbboficountries can block
it. Amflora failed to win that approval but the Bpean Commission then
decided to exercise its right to override the EegpCouncil (within which the
member states vote) and give Amflora the go-ahead.

Six EU member states have outright bans on all Gy being cultivated
within their borders. Austria, France, Germany, &g Hungary and
Luxembourg have all invoked so-called ‘safeguatduses permitting them to
ban already approved GM crops; all they need ts dtaim to have some
evidence that the crops might possibly pose a humeaith or environmental
threat by, for example, rendering antibiotics leBgacious in treating serious
human diseases. Meanwhile, the rest of the wordchaapily adopted GM crops
— to its benefit, both in terms of much higher cyiglds and greater returns to
farmers.
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Much of the public opposition to GM foods has be#med up in the past by the
assertion that, because GM crops have dependecating resistance to
antibiotics, this poses a real long-term threahtmlicine’s capacity to treat
serious disease. Resistance to antibiotics isinbriathreat: but that resistance
derives not from GM foods but human fallibility. A& back as January 2002
the World Health Organization argued that: “Mostted rising antimicrobial
resistance problem in human medicine is due t@teeuse and misuse of
antimicrobials by doctors, other health personnel jpatients . In other words
we are all of us guilty of overusing, or using ipagpriately, the fairly limited
range of antibiotics currently available.

The WHO also pointed out that inappropriate usantibiotics in livestock
breeding, often to promote growth, has also platgegart in transferring
antibiotic-resistant bacterial infections to humdaggely through close contact
with livestock. The literature on this is extensigad medical science is
certainly becoming increasingly alarmed at theddtip pipeline of useful new
antibiotics coming into tried and trusted use.

But it's not useful to blame the wrong target. GMs are now being planted in
25 countries by some 14m farmers, according tdrtteznational Service for the
Acquisition of Agri-biotech Applications (ISAAA), bbby group on behalf of
bio-tech crops. It has been 14 years since GM ongps first introduced and,
given the weight of opposition to them in some daes, if these crops had
helped create a greater resistance to antibidtes it is highly likely we would
have seen some very real instances of scientifdeage supporting that. Yet of
all the many studies conducted into potential heatoblems resulting from GM
foods, none that we have been able to discoversstihe contention that
human resistance to antibiotics is getting strorgea result of GM foods. In
2008 the Royal Society of Medicine in Britain pshied a review of the
scientific literature on the effects on human heaftconsuming GM foods and
concluded that there had been no reports of anp.har

Some GM crops undoubtedly do have problems, bgethee largely to do with
creating greater resistance in some varieties efisé¢hrough genetically
modifying crop strains to be resistant to the hedai glyphosate. According to
the National Academy of Sciences’ report, “to datdeast nine species of
weeds in the United States have evolved resistanglyphosate since GE crops
were introduced, largely because of repeated expoBederal and state

3 http://www.who.int/mediacentre/factsheets/fs268fetex.html
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government agencies, technology developers, urtiie;sand other
stakeholders should collaborate to document wesdtamce problems and
develop cost-effective ways to control weeds irretr GE crops and new types
of GE herbicide-resistant plants now under devekouiii This is a problem that
science created and to which science will provider@swer — it does not mean
we should spurn the whole GM project.

Which is not to say that the anti-GM arguments tuaitcentrate on the
monopoly effect of ‘Big Agri’ and ‘Big Chemical’ pducers have no merit.
Their objections to GM are not so much on the aatiityhealth effects, or even
on environmental grounds, but on the dependent¢eatiefoods can create for
farmers, particularly in emerging markets, on GNhpanies for higher than
average cost GM seeds (which must be re-boughy gear), and on chemical
companies for the pesticides that GM crops areesistant to. This argument
against GM crops has got attention to becauseiatiyat does not reject GM
technology outright — which is recognised as beirsignificant tool in the effort
to grow more food despite a global constrictiomesfources — bydroprietary
GM technology in the form of seeds and pesticides.

[ # O(

Most agricommodity futures prices were weak in @1@ Of the ten we
regularly follow (including three of which, cocaamffee and sugar, trade in both
London and New York) four rose in price (includingth coffees), while six fell
(including both cocoas and sugars).

Furthermore, those that fell did so much more thase that rose. Sugar stands
out as by far the worst performer, falling (for @& position contract settlement
price, as is all data quoted here unless state@y8bn NYSE Liffe, and 34.6%
on ICE Futures US. CBOT wheat (down 16.4%) and ¢dovn 16%)

performed only a bit better, as did the same exgiarsoybean contract (down

9.4%).
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The best performer, price-wise, was the ICE FutW®d-rozen Concentrated
Orange Juice contract, posting a 9.1% increasde WBE Futures US cotton
gained 6.8%. But after that, palm oil (1.9%) anéfex (0.2% for arabica in New
York and 1.9% for robusta in London) made only smains.

Cocoa prices fell on ICE Futures US in New Yorkwadd®.4%) but gained 0.1%
in London. However, this owed much to the weakemub pushing up the
sterling-denominated contract. Converted into dsllthe price slipped 5.9%,
although this means it still outperformed the U8tcact.

The stronger dollar was, of course, a factor invikaker prices of most of these
commodities. The US currency gained 4.1% over tlatgr on its index against
other leading currencies, meaning in other curesnttie losers would have done
less badly, and the winners somewhat better. Bsitbesn’t really make a
material change to the overall picture.

Since the end of Q1 the worst performers have egjayslight rally, with white
sugar gaining 1.8% to 29ril and raw sugar 3.3%, and CBOT wheat adding
3.3% (corn, another poor Q1 10 performer, squeeréd 0.2% increase). But
more noticeable is that the New York arabica cattrahich was in positive
territory in Q1 2010, is now below its end-2009dk\as is palm oil. Indeed, as
of 20 April, of the agricommaodities listed, onlylnasta coffee, FCOJ, cotton and
wool are higher in price than at the end of 2009.

Of course the poor start to 2010 does not, in w@ses, wipe out a strong price
performance over the past few years. Over a lopggod, most agricommodity
prices remain higher than they were; only coffedNMSE Liffe (but not on ICE
Futures US), wheat on CBOT and soybeans on CBOTowaear than they
averaged between 2007-2009. Sugar, which has sedffer much in 2010, is
between 23.6% (raw) and 24.5% (white) higher.
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Rainfall patterns have been in some key cocoa rtehighly abnormal in the
2009-2010 season. Brazil saw unusually heavy argigpent rainfall — which
created problems in the hitherto main cocoa growtiate of Bahia — while other
key producers had periods of insufficient rainfplsticularly West Africa

during September/October last year. It's temptingdifficult to attribute this
relatively poor rainfall to the now fast-fading HEifio, even though, generally
speaking, global cocoa output tends to fall dushglifio events. The
meteorological consensus view is that this aftiehad not been a major El Nifio
event — for one thing, Indonesia, which has suffenereme droughts during
past El Nifios, has not experienced serious dratigghseason.

And although Ivory Coast’s main crop in the 2009:2@eason has been
disappointing, it's a fine balance as to whethé tas the result of too much
dryness early on in the season or rather a mdttbeageing profile of the
country’s cocoa trees. The fact that Ivory Coastzn crop is not expected to
recover back to levels seen in previous seasorgestgjthat there are deeper
underlying problems other than weather, such aralew rate of fertiliser
application, a failure to carry out good husbandng a sectoral malaise that
stems ultimately from political and social uncentgi Currently the expectations
are that by the middle of 2010 we may see a rétutra Nifia conditions, which
tend to coincide with higher global cocoa outpatnd this is one factor that
underlies our estimate that the 2010-2011 seasibse® an almost 7% rise in
cocoa production.

We have slightly adjusted our estimates for thgpgudemand balance for both
the current, 2009-2010, and also the forthcomif®gd,022011 seasons. For the
former we now estimate a world deficit of 124,00@sus an 111,000t deficit
estimate in our March report. For the latter we meject a 21,000t surplus,
against a 14,000t deficit in March. The wider di¢fic 2009-2010 is largely the
result of an across-the-board rise in grindingsafbregions save Africa (see
Consumption section below for more details on grindings), effisig what we
expect will be a bigger supply figure from Africae have raised our estimate
for Africa’s production this season by 21,000t. Wev expect global net cocoa
production of 3.462 Mt in 2009-2010, and globahgihgs to be 3.586 Mt.

As for the 2010-2011 season, forecasts must betgatgtive at this stage.
Barring extreme and unpredictable weather everdsswrently expect the
eventual outcome to be open to a shift betweetatively small surplus and
relatively small deficit. In supply terms we areremtly positing a 233,000t rise
in net cocoa production, the bulk of that incre@d$s3,000t) likely to come from
Africa. On the demand side we expect a 2.4% riggiimdings over the 2009-
2010 season, meaning an additional 88,000t. Inagi@oms, we anticipate
2010-2011 will see net production of 3.695 Mt giast total grindings of
3.674 Mt.

The background to this tight physical situationtboth 2009-2010 and 2010-
2011 remains one of macroeconomic uncertaintietstlzse will also play a

role in how the cocoa supply-demand balance panswvaur the next couple of
years. The main drivers of cocoa consumption -XEE€D countries — look like
having a tricky time of returning to pre-recessgmonomic growth rates, and
this will to an extent impinge on consumers and ufiacturers’ confidence

levels. Currency fluctuations and uncertaintiesudliterest rate rises have been
exerting influence, and will continue doing so, ospeculative investment
movements, and thus will remain tangled up withemncrete issues of
physical supply and demand. All these factors @dklesce to act upon prices,
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but the degree to which higher prices can stimgatater production must be in
real doubt.

The reason for asserting that is because coca# & fiast-turnaround crop. The
recent rise to a price peak of more than threedeschas not lasted long enough
to evoke any significantly greater interest onpihet of farmers to turn away
from other competing crops to cocoa. While we aticgpating (given good
weather) a 6.7% rise in net global cocoa outptihén2010-2011 season, this is
not a particularly strong production response, gitree much better returns that
farmers in general have been receiving this sed®apid price rises cannot be
met by output responses overnight; but the maidyrers and their national
domestic cocoa regulatory bodies have been laigéifferent to the need to
reform, restructure and generally make more efficibeir cocoa industries in
order to fend off the looming long-term structwlaficit. Given this we remain
of the view that the long-term price trajectory ithaits and starts along the
way — is headed upwards.

If the market actually is approaching a structdeficit, and we are emerging
from recession, to what point must prices rise (sag) to provoke a much
more powerful output response from the major preds2 And are those major
producers capable of rising to meet the challenge?
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Ivory Coast’s main crop has now ended officiallglaur estimate is that the
total tree crop for the 2009-2010 season will anhbdoiisome 900,000t, with port
arrivals about 10,000 lower than that. The reasonhie discrepancy between
production and arrivals is the level of cross-botauggling. While it is

difficult to have complete certainty as to how mehuggling has gone on this
season, our best estimate is that ~60,000t has icdmbrory Coast from Ghana
but ~70,000t has left Ivory Coast for other neiginfirog countries.

An lvory Coast main crop of 900,000t is a ratheomp@sult. There are some
reasons for this that may just be temporary. THE92E010 main crop had quite
an early start, so an unusually large quantityatistically recorded in the
previous season. The dry spell during Septembeotiact2009 obviously also
took its toll. As for the 2009-2010 mid crop, presfs are quite good, thanks to
beneficial weather. While mid crop pod setting hasbeen dramatically good,
theharmattanwas not severe and there has been reasonablellraiiius we

are currently projecting a mid crop of 275,000tjmg a total 2009-2010 crop of
1.175 Mt. It should also be said that harvesting $keason has been thorough
and that husbandry has been slightly better, wittiliser use slightly increased
compared to previous seasons.

But of much greater concern is the growing evideheg Ivory Coast’s existing
cocoa plantations — many of which are 30 years-atthy be well past their
peak production potential. There is a growing neetéike remedial action,
whether through a systematic replanting programmegh higher levels of
fertiliser input, or a combination of the two. Watlt such action there must be a
growing risk that Ivory Coast output will begintail off sharply in coming
seasons. Nestlé in May 2009 highlighted this cambgrsaying that, while it
planned to assist Ivory Coast by renewing neatlgfahe country’s cocoa
plantations, it would need “at least 10 years”¢hiave that ambitious
programme. The company’s research and developreetrtecin Abidjan is
working on the production of 1m new seedlings/ytbat it will distribute to
farmers. These seedlings promise to be high-yiettraore disease-resistant.
But even with the best will in the world (and pliéntinvestment) such a
replanting programme faces serious obstacleshedeast of which is ensuring
that farmers are sufficiently skilled and incerged to nurture the tender young
seedlings to maturity, over the approximately fgears it takes for a new cocoa
tree to start to produce beans. The more seedlagsre produced and
distributed, the more demanding the whole projelitogcome.

Nestlé’s project is in any case for the long-teatthough it will not necessarily
solve the long-term structural issue. A mature edtee that is well tended and
properly fertilised may yield around 3kg per seagball goes to plan and all
10m of Nestlé’s seedlings are actually plantedyisar and mature, then five
years after the end of this programme (i.e. thec2ZB26 season) they should
result in production of 30,000t/season of cocoabewhile a substantial
amount of cocoa, this may ultimately do no morenthelp offset the declining
output from the rest of the aging cocoa tree pdjmraln other words, it's a
good gesture — but possibly no more than a gestatess other and much more
substantial replanting programmes get underway! édébre 2025 the deeper
problems facing Ivory Coast’s cocoa productivitg fkely to take a grip on the
market.

Any estimates of production for the 2010-2011sedwe to be extremely
tentative at this stage. Given normal weather d@m and no improvement in
general husbandry we would anticipate a crop sinuladhis season or smaller.
However, the economics of cocoa production in IM@oast have improved
considerably this season and we believe that at fgane farmers will respond
to the stimulus of higher prices, essentially bglgimg greater (although still
negligible, by standards of other producers) amouhfertiliser. Consequently,
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we are tentatively forecasting a main crop of 980t@&nd a mid crop of
300,000t, making a total crop of 1.28 Mt.

? -

Unfortunately, there has been little progress fferlietter in the chaotic world of
Ivory Coast’s political life since our la€tocoa Quarterly published in January
this year. The hope of the United Nations was tiatcountry would stage a
fresh general election before the end of Marcht-thmt obviously did not
happen. The issue of who is entitled to vote inethdlessly delayed presidential
election in the Ivory Coast has long been a palitiootball. In the first week of
February there was serious rioting by protestors sdid they were angry at
being excluding from electoral rolls.

There seems little or no authentic interest orr@teation among the country’s
political class to resolve the current and appdyemtgoing impasse. The old
ideological divide — who is and who is not clasasd “true” Ivorian — has
vigorously reasserted itself. According to a staetmade in February this year
by former president Henri Konan Bédié, who inveritegiconcept of Ivoirité, or
“true” Ivorian status,: “We must know, in the poatibn, who are the nationals,
and who are the foreigners, who don’t vote.” Bédiéself is running as a
presidential candidate, even though his Ivoirigoidgy helped spark the 2002
civil war.

And as recently as the end of March the countrgfexce minister, Michel
Amani N'Guessan, a close political ally of Presidesurent Gbagbo, said that
combatants from thEorces Nouvelles the rebel army in the north of the
country (who control much of the north of the caypmust now give up their
weapons for at least two months before electionsbeaheld. This represents a
further delay to any election date, as well askdlsishift in the bargaining
position between the disparate rebel forces antbtiee coalition of supporters
around the incumbent President of the Ivory Coast.

Under the terms of the current peace agreememethérement had previously
been that rebels should return to their barradta] tisarmament had not been
stipulated. If the pro-Gbagbo ‘regular’ armed fareand associated militias will
be permitted to retain their weaponry, the rebetde will be extremely
reluctant to disarm themselves, as it would le&eent highly vulnerable to
attack. The pro-Gbagbo factions must realise #rad,thus it is difficult to avoid
concluding that this is simply yet another tactiptish back the election. A
delayed election means continued paralysis ineglicss of government,
including the increasingly urgent need for deepedaeform of the country’s
vital cocoa industry.
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We have revised upwards by 28,000t our estimat&Fana’s total cocoa
production in the 2009-2010 season, to 713,0000@,more than the previous
season, although the main crop has been slighggpgiointing. We estimate that
cocoa purchases during October 2009-March 2010 8#8¢000t, although
actual production will have been better than thaten that (in our view) around
60,000t of Ghanaian cocoa illegally crossed theointo Ivory Coast, taking
advantage of the free-floating prices availablegh®ur expectation is that the
mid crop, as measured by purchases between Apte8der 2010, will reach
135,000t. Given good weather and a continuatioBledna’s general support for
the cocoa sector, we could see a further improvéimehe 2010-2011 season,
to perhaps 745,000t for the whole season.

Ghana’s cocoa sector remains a shining beacontpaason to that of
neighbouring Ivory Coast, with its much better st@mls of husbandry — surely
not unrelated to the country’s greater politicad aocial stability — continuing to
demonstrate results in the form of steadily impngvtocoa output. Nevertheless
the problem facing Ghana is that its fixed-pricgimee is distinctly working
against its self-interest — a fixed price compaoed floating price is always at
the mercy of market forces. Cocobod, the Ghanasapa industry regulator,
has been struggling to rein-in this smuggling byesting some of those alleged
to be involved in the smuggling, and also by inghimp the fixed price it pays to
producers. In respect of the first, 14 April saw #dnnouncement by Ghanaian
customs officials that 9 customs and security perebhad been arrested on
suspicion of being involved with the smuggling.oime sense however the
smugglers are only responding to market forcee-ptice that can be obtained
for Ghanaian cocoa remains much higher in Ivoryst.daocobod in October
2009 raised by 35% the set price for Ghanaian festeeCedis 2,208/t
($1,523/t) for the 2009-2010 season. It followeid tin 22 January by raising
the fixed price payment yet again, to Cedis 2,4(¥1698/t), but this 8% rise
has evidently been insufficient to compete withiingch higher (and floating)
prices that have been available within Ivory Caast other neighbouring
countries.

One problem with this season’s smuggled Ghanaiaoa @ that it may be sold
twice over — once by Cocobod, sold forward at thet ®f the season, and once
again sold on the spot market within Ilvory Coagtséme point in the future
Cocobod may have to buy back or at least roll fodvwgales of an equivalent
tonnage of this ‘twice-sold’ cocoa. We estimate thamid-April Ghana had
sold forward approximately 100,000t of its upcomirgy main crop, from the
2010-2011 season, but is believed to be currentiyg to sell at a slower rate
than this time last season, as it tries to dedi thie smuggling problem.
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By 18 April cumulative cocoa arrivals in Brazil heehched almost 40,000t,
with two more weeks of the statistical season remgi Flowering for Bahia’s
main crop was poor, meaning there was little chantput would pick up
significantly. Arrivals have been almost consistgfower week-on-week so far
since 1 October 2009. However, the early statiédempordocrop will boost
arrivals in the last few weeks of the statisticalimcrop season. The unusually
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heavy rainfall across central Brazil in the finadmths before the end of last
year, while not aiding the development of the nmaop, has boosted potential
for thetempordocrop. Consequently, our estimate for main croglpetion
from Bahia stands at 43,000t and our estimatéefmporaoproduction now
stands at 76,000t. Although states other than Bahizh as Para, are rapidly
expanding their output to compensate for what apgele long-term structural
problems in Bahia, this will take time to make litselt. Indeed, cocoa
production from other states this season is fotgoadecline, due to adverse
weather conditions. Our estimate for the total Bigaz crop takes account of
this adverse weather and totals 162,000t. We expestovery during 2010-
2011, with production reaching 174,000t.
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Indonesian cocoa bean equivalent exports werecatddevels throughout the
final quarter of 2009 and the trend for rising protivity outside Sulawesi has
continued. Fears that Indonesia might be badlpyhidrought as a result of the
(now diminishing) El Nifio have receded, as it hasdme increasingly evident
that rainfall across most of the key cocoa-grovéngas has been close to the
seasonal norm. With good weather conditions, weldvexpect an April-
September 2010 main crop of 295,000t, which, tagrethith the 235,000t
estimate for the mid crop, should result in a 22090 season total crop of
530,000t. For the 2010-2011 season we currentlisage that estimate
increasing to 555,000t.

Indonesia’s government surprised the market on l, Ay announcing the
imposition of an export tax on cocoa beans. Thislieen under discussion for
S0 many years that the assumption had grown tlsatis one of those schemes
that would probably never see the light of day. &gaiinst protests — the
Indonesian Cocoa Association, for example, hasisaidembers have
temporarily stopped buying directly from farmerslavere renegotiating
contracts with buyers to minimise losses from the-t it may be actually
implemented, although the country’s finance migisdrreportedly considering

its wider impact.

The aim of the tax is to boost domestic grindingd also to produce a higher
added value product, but some exporters are woittnggdt might impact sales.
The tax is to be set each month and based on #rage/price of cocoa beans
shipped (cif-basis) to the US market in the presimonth. The tax is calculated
on a sliding scale. Thus up to $2,000/t the ratelévbe zero; from $2,000-
$2,750/t it would be 5%; between $2,750-$3,50@tréite would be 10%; and
above $3,500/t it would be 15%. For April, the rags been set at 10%.
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Official figures from Nigeria’s Federal Produce pestion Service (FPIS) show
that cocoa exports from Nigeria during October 2088uary 2010 rose by 45%
compared to the previous year, reaching 121,8%®heSreports suggest that this
disguises a considerable degree of under-repdvgrexporters as well as
masking a significant volume of cross-border smungglas Nigerian traders
take advantage of lower port charges in neighbguountries. However, we
believe the official figures are broadly accurdtée estimate production in
Nigeria at 212,000t in the 2009-2010 season, wihtfful rainfall recently
providing good soil moisture levels for the mid grevhich is usually harvested
during April-August. In the country’s Cross Riveate, the second biggest
cocoa-producing region in Nigeria, there is alregdgd harvesting for the mid
crop. The local price of beans has more than dduhbl¢he last two years, due
partially to a big devaluation of the naira agathst dollar. Incremental
productivity growth is expected for the 2010-20&as0n, to 215,000t.

Exports from Cameroon during the August 2009-Fetyr@810 main crop
period have reached 150,452t, according to siaistieased by the National
Cocoa and Coffee Board, nearly 5% lower than tlegipus season. This is
slightly lower than we originally anticipated argbtextent to which this
accurately reflects the tree crop is uncertain. €imate for the country’s
2009-2010 season totals 200,000t, but we are @rgestrong output growth of
almost 5% for the 2010-2011 season, to 210,000t.
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One of the brighter examples for the future of @pooduction is Ecuador,
which has steadily grown its output from 110,0@0the 2006-2007 season to an
estimated 165,000t in 2009-2010. Such is the higllipg nature of the cloned
varietal CCN-51 cocoa tree, which Ecuador has Iptamting in recent years,
that we expect Ecuador to raise its output by ntleme 9% in the 2010-2011
season to around 180,000t. Ecuador is showing edrabe achieved with cocoa
production when trying to turn around a low prodhitt culture with a little
sophisticated planning and some well-targeted tmvest strategies. One of the
prime movers behind the Ecuadorian success stéxgésacao, the National
Cocoa Exporters Association, which collectively ipon behalf of the
country’s cocoa producers, more than 90% of whoarsarallholders currently
farming an average of two hectares each. Governsuggort has also been
forthcoming — both through financing for cocoa-estgwojects, funding the
redevelopment of irrigation systems, and througlvayear tax holiday (which
expires this year) for all farmers, exporters atilfser producers. The
government’s agriculture ministry plans to add dhfer 50,000 hectares to the
400,000 hectares already used for cocoa produdtiony Coast’s production
profile is remarkably similar — a myriad of smalldiers tending a few hectares.
But the big difference is that Ecuador has pusheisyproductivity by almost
40% in just three seasons, thanks to a favouraligcal and economic
environment.
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The long-term correlation between estimated wol@P@rowth and estimated
cocoa bean grindings has proved compelling ovelate30 years. If we are to
credit the International Monetary Fund (IMF) thée world is poised on the
brink of a significant economic recovery. On 26ukay this year the IMF
projected that world GDP growth would be 3.9% il@Qrising to 4.3% in
2011. On 21 April the IMF revised that higher, t8% in 2010, although it left
unchanged its projections for GDP growth in 201awver, it's worth
remarking that the engine of growth both this yaad next, in the view of the
IMF, will be Asia — which is not a major consuméicocoa. The IMF sees
China’s GDP growth in 2010 as being 10% and 9.9%0ihl.The markets that
are big cocoa consumers are likely to grow at almslmwer pace — advanced
economies are likely to grow by just 2.3% in 2000 2.4% in 2011, a sluggish
recovery given the depth and length of the rececgssion. The main worry of
the IMF when it comes to advanced economies is tiegvy debt burdens,
which somehow will have to be paid for and areliike necessitate a period of
fiscal austerity, which will invariably translateto lingering consumer anxiety
over job insecurity and heavier taxation.
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We estimate that global cocoa bean grindings cotgidaby more than 6%
during 2008-2009. Does this signify a 6% drop ituatconsumption? Probably
not, or in any case not of that magnitude. The an$wre is more likely to be
that the 6% fall contained a strong element ofatdshg by manufacturers and
retailers. Thus the rebound in grinding figureg ties now been reported for Q1
2010 needs to be placed in a broader context rettmvery in grinding figures
shows that manufacturers and retailers have béwrilaang stocks. A rebound
for the 2009-2010 season is on the cards and indheelend of grinding
numbers for Q1 2010 already shows that this is umdlerway. Cocoa grinding
figures for Q1 2010 suggest a strong recovery th Bmrope — up by 8.15% v.
Q1 2009 — and North America — up by 16.17% v. QA2®razil showed an
increase of 7.5% compared to Q1 2009. We expeat gambers (8%-10%
higher) from Malaysia and Indonesia. The only nigainfluence is West
Africa, where grindings in Ivory Coast are belietede significantly down.
However, looking at the global picture, the evideon€ recovery in global
grindings is very strong. Consequently, we havésesl/our forecast for global
cocoa bean grindings during 2009-2010 and now expem to rise by 3.25%
compared to the previous season.

Although these figures generally testify to a resxgvin demand, the question
remains — what type of demand? The answer may iexjpla somewhat mixed
reception the market gave to the Q1 figures. WiéeQ1 North American grind
figure (published 16 April) was greeted with a sggrice recovery, the
response to the European figure (published on 18)Apas a sharp correction,
as if the more than 8% rise was regarded as rdtha@ppointing. One issue is
perhaps that, on a comparison with the pre-rece$igjares for Q1 2008, US
grindings in Q1 2010 were higher, but European ¢owsr.

Trying to look more deeply, it's important to try get a handle on the question
as to what kind of demand recovery these figurgayinOn the surface, 2009
was an abysmal year for cocoa consumption; figinoes Europe and North
America for the whole year suggest that grindiredskfy more than 5% year-on-
year, but we doubt that actual consumers at tladl tevel were responsible for
all of that decline. Rather, 2009’s year-on-yeatlide in cocoa grindings may
have resulted to a significant extent from largalesce-stocking by cocoa
manufacturers and retailers, who, in an effortuivise what initially seemed a
truly horrendous economic recession, opted fori@sef measures including
downsizing of chocolate bars, lowering of cocoatenhand more selective
advertising.

So, just as part of the slump in cocoa demand @920ay have been a
manufacturer-driven, rather than consumer-led decthe recovery in demand
so far this year may be more like a manufacturémdher than consumer-
driven rebound. This would logically suggest, on@nufacturers and retailers
have re-stocked to levels they are more comfortaiite that future quarter
grind figures later this year will gradually retulmmore ‘normal’ growth levels.

Looking ahead, our forecast for demand growthlier2010-2011 season
(+2.5%) may be viewed as rather conservative, denisig expectations for
global GDP growth, which are significantly highbah this figure. The rationale
for this is based on two factors. Firstly, the easing influence of China in
determining world GDP growth (while still a low amec consuming country),
and secondly, our opinion that high prices willymet consumption growth
from attaining a trend increase.
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The shape of the recovery from the economic regessiwhich, it's now clear,
has largely been confined to OECD member countwéh, Asia and other
emerging economies largely escaping — is becomiciggasingly pertinent to the
speed at which we will face a serious structuréitdén world cocoa supply
and demand. That such a structural deficit is agghtimg — barring some truly
radical and rapid supply boost — is undeniable. fakter and stronger the
recovery, the greater will become the likelihoodttbocoa demand will more
rapidly outstrip supply. No-one in their right minduld wish for anything but a
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good economic recovery to establish itself, buytrevent cocoa prices soaring to
fresh records over the next few seasons, one ofttimgs — or perhaps both —
need to happen. The economic recovery needs tloweasd stumble along
(hence maintaining poor consumer confidence) arttiare needs to be a very
powerful supply-side boost to cocoa production.

Taking the first point — how optimistic do we curtly feel about the prospects
for a swift and sure economic recovery in OECD ratsR The signals are very
mixed right now. In the US, which was first inteetrecession and is therefore
likely to be the first to exit it, the rot appeanshave stopped. On 6 April the US
published employment figures, showing that non-faayrolls rose in March by
the most in three years, by 162,000, keeping totamployment at 9.7%. But
on a broader measure, one that takes into acdoosg tvho would like to work
more but who, for a variety of reasons, are unabto so, as well as the
unemployed, the figure is much worse, at almost.1dSaverage hourly wages
in March actually fell by 0.1% ($0.02) from the pigus month.

Wage deflation during an economic recovery is bagly unusual and
depressing for consumer confidence. It createsawed for the US Federal
Reserve, which is increasingly turning its attemtimm fire-fighting the
recession to a consideration of when to start ¢iginig interest rates. Some
within the Fed are arguing that the US will havéite with a structurally higher
rate of unemployment than has historically beerctis®, meaning a larger-than-
usual pool of generally low-skilled workers.

But if the US is moving from a buoyant economy loase credit to a wage
deflationary economy where credit is unavailabkekapensive, then consumer
confidence could remain depressed for a considetabk. The under-employed
and unemployed are also voters, and they will gdygrunish any
administration that oversees any rise in interagtsrthat may snuff out what is a
fairly weak economic recovery — and the next prsiicl election is, after all,
only a couple of years away. The recovery staghetycle this time round is
confounding the gurus of the Federal Reserve. BditaDuke, one of the Fed’s
governors, said on 19 April that while there hager“surprisingly few
business failures” in the US during this recessi@ither has there been much
sign of new business creation as the US startedtsvery.

Just as the demand-side outlook remains unceitgihmow, the supply-side
picture is also rather murky. It might have beepeted that the recent high
prices would have evoked a more positive reactiomfproducers, if only in the
form of increased husbandry and planting of coBad.this has not happened on
any significant scale, not least because most perdithave been seeing fewer
benefits from the higher prices than they did i tthlly of 2002-2003. This is

not immediately obvious from the price of cocoa wheeasured in dollars, as
even in inflation-adjusted terms this easily susgalsits heights of 2002-2003, as
can be seen in the chart immediately below. Howehés has of course been a
period of dollar weakness, and the price in locafencies has not performed as
well as the dollar price suggests. The red linghenchart below shows this
globally; it is the cocoa price in local currenayfjation adjusted and weighted
by each country’s share of global production. Ofaetors are also different
today from the 2002-2003 rally and mitigate agathste being such a strong
supply-side response: the price of fertiliser tatyp much higher; and the age of
cocoa trees just about everywhere is that muchr,oldth slight reductions in
yields as a result. And farmers are more awarbeptomise of competing
crops.
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Rubber and palm oil are both natural competitorgHe attention of cocoa
farmers, but the big advantages of rubber areittiian provide a year-round
income stream and that rubber trees are less poatisease than cocoa ones.
The certainty of that, contrasted to the seasgmsdamnd-downs of cocoa, must
be tempting for many farmers.

As the next chart shows, rubber prices in particata far higher (again in
inflation-adjusted, local currency prices) thanytiere in 2002-2003, and even
though palm oil has done less well, its price ®slightly higher. This should
not be over-emphasised; cocoa prices today aredimgva much better return to
farmers than in some recent seasons, and all thops require long-term
investment when compared to other crops such aatw8hort-term price
movements are therefore probably less importapemsuading farmers to
switch crops than medium and long-term price avwesaBut as of today the
crop that current cocoa farmers might opt forhéyt are considering expansion,
would appear to be rubber rather than cocoa or pdlm
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Although cocoa prices have seen multi-decade ndrhighs recently, they
remain a long way off their peak, which was $5,88%/20 July 1977. That was
clearly a spike, but the price held above $4,008tftveen 18 May 1977 and 26
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September 1977, and again for a while in Novembé#rai year, and then again
(although more briefly) after another rally in Noweer 1978. Since our last
Agricommaodities focus on cocoa in January 2010 pifiee of cocoa has fallen
substantially, from above $3,300/t in January tovaof $2,802/tonne on 9
March, for the 2nd position ICE Futures US contrastare all figures unless
stated. From there it stabilised and rallied mdgestibsequently trading in a
range of $2,844/t to $3,023/t, before hitting a-twonth high on 21 April of
$3,0871/t.

This still places cocoa almost 7% down on the weal 13% from its peaks seen
in December 2009 and January this year. Partlpofse this reflects a stronger
US dollar, with the US currency rising 4.1% in Q118. And cocoa’s losses are
not in the same league as those of sugar. Butisishstantial fall nevertheless.

On NYSE Liffe, prices have done less badly, anddanen 5% this year even
when converted from (falling) sterling into dollaiighis means the spread
between NYSE Liffe cocoa and ICE Futures US coapdicued to widen,
hitting $469/t for the May contracts on 16 Marchating February’s peak and
up from around $350/t at the start of the yearc&ithen it has narrowed, as the
ICE Futures US price has slightly outperformed -8&pfrom 16 March to 21
April compared to 4% for the NYSE Liffe price.
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Turning to speculative activity, accurate datariy@vailable for ICE Futures
US via the CFTC. Their Commitment of Traders repecbrds the non-
commercial net long position as falling from 30,84% in the week ending 26
January 2010 to just 7,662 lots by 16 March, simben it has recovered
slightly, to 11,152 lots by 13 April. The index [iticn has also slid, from a net
28,373 lots to 24,719 lots over the same periodh8anarket is still long but
much less so. The more aggressively minded spaaiavestment has been on
the sidelines, perhaps waiting to see confirmatibiine structural deficit or, in
the case of system funds, a firmer price trend.
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On a more immediate basis, the factor that conagsrihe most is the relatively
low level of forward fixed price cover currentlyldédy end-users. Forward
fixed price cover levels are currently about hia# tevels prior to 2006, and it is
no coincidence that this has gone hand-in-glovl wisignificant increase in
non-commercial activity. We expect the averagelletéorward fixed price
cover to fall progressively for the remainder of #eason, dropping from about
4 % months currently, which is significantly bettean a few months ago, to
around three months by the end of the current se@ee chart below).

Where does this leave the prospects for the metium? We believe our
current supply-demand estimates take a quite ogtitniiew of production and
a relatively conservative view on demand growthe Pphice risk to the supply-
demand estimate for 2010-2011 is therefore, weestgtp the upside right now.
There is still a very good argument that the mar&etains exposed to the risk
of a structural deficit, despite the recent priogrection. It's no exaggeration to
say that the global cocoa market needs fresh golemsations of around
100,000 hectares a year for the next few yeargdoas average production of
one tonne of cocoa beans per hectare, and bearmind that newly planted
trees will not be productive for four years, todesff that structural deficit.
Current prices, while providing a significant intiee to improve husbandry
generally, may not yet be sufficiently high to emsa global expansion of the
area used for cocoa production.
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North America: The heavy winter snowfalls across many parts otiNo
America have been succeeded by an early startirmgspeather, with
temperatures close to or above normal and litirath This augurs well for
the sowing of corn and soybeans — a combinatiaqoofl soil moisture and
dry weather has seen planting of most crops sett@tfpace much higher
than the long-term average.

South America: The Southern Cone has been experiencing weather
conditions close to normal for the time of yeaemperatures cooling as
winter approaches, some sporadic showers, anchiergegood conditions
for the conclusion of the soybean harvests.

Asia: Bad weather in distinctly different parts of Chimas been disrupting
expectations for all manner of crops. In the ntindre have been unusually
low temperatures in Q1 2010, which has damagedihier wheat; in the
northeast same late heavy snowfall in mid-Aprilld#lay planting of corn
and soybeans; and the prolonged (and continuirg)git in the southwest
and south is forcing downward revisions to a varadtcrops. In India
temperatures have been hitting record levels ip#st couple of weeks
across most parts of the country; some meteordtogigue that this could
be a harbinger of a strong monsoon but it's realyearly to tell. The hot
weather, if it persists, could start to stress giintheat in northern India and
possibly lower yields.

Europe: Both West and East Europe have entered springssdkonally
weather, i.e. rising but still relatively cool teerptures with occasional
showers. The short-term outlook is for this to gmre. The recent wave of
high-level volcanic ash clouds resulting from thel&ndic volcano has
begun to disperse and although it severely disdugitetravel it is unlikely tc
have had any significant impact on crop developreatts of southern
Europe that had been in drought for much of laat y&ve seen significant
rainfall in recent months and this has alleviatedoerns for the region’s
summer harvests.

Africa: Weather conditions in West Africa have recentlgibéairly typical
for the time of year and this has benefited théorgg cocoa mid crop. No
unusually adverse weather patterns are expecteentiyracross the
continent.

El Nifio watch: The current El Nifio is now fading fast. Accordiiogthe
Australian Bureau of Meteorology (ABM) — which hastched up a good
record of tracking and informing about this latésNifio — the Southern
Oscillation Index (SOI) has risen strongly in recereeks and in the 30-day
period up to 12 April measured plus 6, against mitil in March. This was
the highest 30-day SOI since June 2009. An SOtafrad minus 10 for
several months is indicative of an El Nifithe decline in the currefgl Nifio

is consistent with climate model predictions thaygast Pacific Ocean
temperatures will cool steadily in coming months egtdrn to neutral levels by
Q4 2010. Trade winds are near normal, while cloudiness the dateline has
reduced over the past month, both of which poirat veeakenindel Nifio,
according to the ABM. There is no suggestion righwrhat we are likely to see
any rapid swing back to La Nifia conditions.
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L Apr 20: Anacafe, the Guatemalan coffee growers’ associatiubich puts
together export figures for Central America, Coldéanlthe Dominican
1% Republic, Mexico and Peru, reported that the cutiuddotal exports from
the group of nine countries since October, the sfahe 2009-2010
1* season, were almost 13% lower, at almost 2.8m 68akg, than at the
same date last year.
1% = —1 2
% ? 0
1% Coffee prices enjoyed a reasonable rally during Marh, topping out in
early April, but there’s little denying that the arabica market has since
1 %# | ‘ ‘ been struggling to find any sparkle. On 15 March aabica futures in New
%%B 1B0 11B0 York closed at 131.05 cents/pound but by 5 April héiclimbed to 141.30
cents/pound, its highest since January 2010. Thisas a false dawn however
Source: VM Group — within the space of two weeks the price had slal the way back to
130.75 cents/pound, almost exactly where it was tite start of March, and
% $ J06 7- 6$LE leaving it vulnerable to a further technically driven sell-off lower. In
London, robusta futures followed a similar pattern.On 15 March, the
1014 robusta price closed at $1,225/t, rising 14% to $397/t by 6 April. But —
LG unlike the arabica contract — robusta managed to aig onto some of the
' gains into early April before tracking arabica’s side, ending on 20 April at
1Cr# $1,336/t, still much higher than its mid-March levé The main reason why
1C*## the robusta price has apparently found a higher suport level is, we
1C%'# suspect, the uncertainty concerning likely future bws out of Vietnam, now
—_1 2 that the government-supported stockpiling scheme ia reality, of sorts.
1CY%## % 2
1C1# Speculative activity on ICE Futures US has matchethese price gyrations;
1C1## from being net short by 3,195 lots in the week endg 2 March, the non-
1CH## commercial net long rose to 11,425 lots by 6 Aprignly to retreat to 4,400
lots by 13 April. The index position has also gairtk hitting 57,279 lots by 6
1CH## ‘ ‘ April, up from 53,553 lots on 23 February. Back athe turn of the year the
%%B 1BO 11BO index and managed fund position stood at a combined?,382 net long
although by 2 March this figure had dropped dramattally to 50,753,
Source: VM Group corresponding to a time when futures prices fell byalmost 20 cents.
Interestingly, the non-commercial participation hasvaried little over the
% # $ # course of the year to date, revolving around a graesposition of 36,000 lots.
Only recently have 3,000 lots left the market, perdips reflecting the
*';C### ? CM 1 growing frustrations for some that the market has &iled to hold on to
rallies, while for others the prospect of shortinghe market at current
*HCHIH 114 levelsis anon-starter.
%' CHH# ) . . i
. 1*# Inthe short-term it’s difficult to see a breakoutfrom this rather static
YA G situation, at least as far as arabica is concernetf. Vietham actually does
1'CHiH# 1%# embark on what is effectively a withholding operatbn aimed at keeping
LHCH prices from slinking back towards the breakeven $D00/t level, prospects
11# for robusta might be a different matter.
'CH#HE
| \ A 1 ##
"CHHH#S #)#

0 B#) D B#)8 B#)D Bl#

Source: VM Group

In Vietham, weather conditions have been goodHerdeveloping 2010-2011
crop. Rainfall has been sparse across the Cenghlahds in April but this is
not abnormal — this is usually the driest monthg@fater concern perhaps is
that there are reports that coffee farmers hava besponding to lower returns
(as a result of lower prices) by skimping on ttagiplication of fertilisers.

Mid-April finally saw the light of day for Vietnams’plan to stockpile coffee.
According to a government directive signed by dgirime Minister Hoang
Trung Hai, Vietnamese coffee exporters will buptal of 200,000t (3.33m 60-
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kg bags) of coffee between now and 15 July to shprprices under a six-

% A & 3 month stockpiling plan. The government will subsélby 6% any loans made
QHCHHH by c_o_mm_ercial banks — which_will be appointed by govern_me_nt —to
participating exporters. The Vietham Coffee and @@o8ssociation, Vicofa,
(HCHH# will select the coffee companies — mainly state-edva who will be eligible to
participate. Commercial banks such as state-rueleBIDV and Vietinbank
HCHIH have been charging interest rates of 12%-13.5%amsl| for agricultural
G production_ and exports, so in theor_y those expsttat participate in this
: scheme might find themselves paying rates of 7.8%e coffee they buy for
RO stockpiling. There are a number of unanswered gqurestoncerning this
scheme. The government-subsidised loans haveraa@mth maturity, so come
YoHCHHE the end of the tenor what, if anything, might repl&? And if it is unwound at
that date, who will be carrying the potential pricgk by then, just before the
1#CHit# harvesting of the 2010-2011 crop? There is nothirthe government
directive specifying the purchase price for anyf@®bought to be stockpiled,
# [ T . . .
so how keen will buyers be to step forward, giveat prices may well
0 B#) 8 B#) fluctuate between their purchase and any evenalelof the stockpiled
Source: VM Group coffee? And, seeing how_ the government will needpprove the sales of
' stockpiled coffee, how will they view any requestsell? Also, from a bank
perspective, how sure can they be that loans mgaiest the scheme will
% %" -56 0 indeed be repaid? Past history has made them rearaliextending new loans
) $ E# on top of existing ones will increase their consern
Lot Ultimately we judge that this scheme is more of@pganda exercise than
hiid anything else, trying to alarm the market into msgethat Vietnamese robusta
A# may become scarce. The reality is either that thesbably is only some
ot 100,000t of last season’s harvest remaining uncawciaised within the
@ country. So the figure given out for the stockjsl@rguably quite misleading,
' or the whole scheme is a mechanism for the govamhtoagyive cheaper loans
# to financially strapped state exporters.
1#
*# In the arabica origins, Brazil's harvest is duetart in May and the
%ot expectations remain that this will be a bumper cedihough with some
14 quality issues due to the erratic rainfall pattezagy in the season. Colombia’s
4 ‘ ‘ coffee federation is maintaining that the coungrgm course for a substantial
rebound in output in the 2009-2010 season, to 1Qikgebags (v. 8.9m bags in
B#) D B#) : B#) 9 BY the previous season, according to our estimatéYhisiseems to us to be
rather optimistic; currently we estimate a liketyal of 9.25m bags. The
federation argues that better weather and, bysttmate, a 40% increase in
Source: VM Group fertiliser application, will substantially lift pruction — which is certainly true,
but dry hot weather since last September has isetete incidence of
diseases and this will take its toll on thé@acaor mid crop, harvested during
April-June. Nevertheless, the larger Colombian dtop season has narrowed
5 the premium for Colombian arabicas to around 5%ségound over futures’
prices in New York.
%
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Apr 14: Russia is to cut its raw sugar import tariff tdd#5n May from
the current $140/t, according to the CommissiortlierCustoms Union of
Russia, Belarus and Kazakhstan. There remain sooi® ds to whether
the customs union will go on to adopt a one-mornth N averaging
formula to determine import duties for June arrealvards. The Russian
Sugar Producers’ Union said the duty cut for Mayats would result in
imports of ~850,000t in that month, more than deubtal raw imports for
the whole of Q1 2010.

Apr 8: India’s farm minister, Sharad Pawar, estimated ttiacountry’s
sugar output would be 18-18.1 Mt in the 2009-20d8ssn, against 14.7
Mt in the previous, drought-affected season. Irdddmestic sugar
consumption is roughly 23 Mt/year.

Mar 31: Brazil's Cane Industry Association, Unica, estieththat the
country’s 2010-2011 centre-south cane crush waselX0% over the
previous season, to 595.9 Mt. Sugar productionlikaly to be 34.1 Mt,
19% higher than last season, and ethanol outpuldwiyabably rise by
16%, to 27.4bn litres. Exports of sugar duringsbason were pegged at
24.3 Mt, 16% higher than the 2009-2010 season,wisioow formally
ended. Unica added that, because of the heavyaliaiifring a large part
of the 2009-2010 season, some 50 Mt of sugarcanaine in the fields to
be harvested in the new season.

0

India has been sizzling recently, not metaphorica}l, from the volatile price
of sugar, but literally, as temperatures in Delhi &nd elsewhere across the
country) scale the highest for five decades — wittne recent day recording
43.7°C. Does this unusually hot Indian summer ported anything at all for
this year's monsoon? Probably not, although some rteorologists have
been asserting it means a strong rainy season frohune-September.

Unlike Delhi, world sugar prices have not been bligringly hot — in fact
they have cooled off sharply. April saw both the N& York and London
futures’ contracts slump to their lowest (for the year so far, at any rate).
On NYSE Liffe the white sugar contract slumped to $53.20/t on 1 April,
while a few days later, on 6 April, the ICE FuturesUS raw sugar contract
fell to an intra-day low of 15.43 cents/pound (botltontracts 2 position).
This was a remarkable crash of 40% (white contractand 43% (raw) from
their peaks in January. As of 20 April, both contracts have enjoyed a
grudging recovery, up 4%. This correction was to sme extent reflected in
movements in speculative investment levels on ICEIRures US, which in
the week ending 2 February 2010 saw a hon-commerctiget long of
136,487 lots declining to just 78,065 lots by 9 Mah, followed by a rally to
92,324 lots by 30 March before slipping once mor& 85,760 lots, by the
week ending 13 April. The index position, meanwhiletraditionally large in
sugar, has gone against that overall trend, movinfjom 133,333 lots on 9
February to 159,332 lots by 16 March and 169,666tk®by 13 April. This
might reflect a degree of rebalancing (because ofigar's low price relative
to other commodities), or simply because investofsave started to think
the price had fallen beneath what the short-term spply-demand
fundamentals justify. Either way, this has been aeal roller coaster — and
the ride probably isn’t yet over.

The shock price collapse was largely a consequefiitevarted expectations.
The upward price movement had been constructetl@axpectation that all
the physical buying that looked necessary wouldallt be done. When that
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didn’'t happen — and buyers held off — the pricathtesd and, as we all know, if
you hesitate you are lost. Once that prop was rechdive pullback took on a
momentum all of its own, as prices in local marKetswhich in turn
reinforced the view that international prices haddme a bubble. The market
swiftly decided that the sugar supply-demand crigis over. But it isn't. The
anticipated deficit pattern for the next few montéshains in place and in the
past few days the market seems to have decidedrtand 16 cents/pound
may be a floor, for now at least. The main questioow are — where will the
price bounce back up to, and will physical buyeh®\mave been waiting and
watching on the sidelines be induced to follow eally higher? History tends
to suggest that they will.

The most important factors that will to a largeesttdictate precisely where
prices move up to will be weather related and prilpmaoncern the two biggest
swing producers, Brazil and India. We probably wit have any certain idea
what India’s 2010 monsoon will be like before Jahd the price may tread a
lot of water between now and then. As for Brazi dear that although it will
crush more cane in the 2010-2011 season thariiésts due mostly to the fact
that so much sugarcane was left in the fields ftloen2009-2010 season.
According to Unica’s report published at the end/iairch, “there is no
significant [season-on-season] expansion of the afeane available for
harvest in the traditional regions...In large pdrg teak expansion of
cultivated area can be explained by the slow impé&tte global financial

crisis of late 2008 and the low prices experienmgthe sector since
2007...many plants were undercapitalised and unalieeke significant
investments in their plantations in the past twarge Given the outstanding
probable import needs of many countries, from Clintee US, and only a
partial recovery in India’s sugar output this yess well as the very low stock
levels in many major consumers, there seems eikalihiood that physical
buyers will indeed shortly return to the market.
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Apr 21: The International Grains Council’s latest monthagfimate for
grains made only marginal adjustments for the waitheéat supply-demand
picture for 2009-2010, but it estimated that watling stocks in the
2010-2011 season would rise by 3 Mt compared t®ZW10 (to 199 Mt),
adding weight to what was already a fairly beadstiook. It forecast a
slight decline in corn stocks in 2010-2011, 8 Misi¢han 2009-2010, at
140 Mt, although both production and consumptianexpected to rise, to
809 Mt and 818 Mt respectively.

Apr 19: Wheat farmers in Argentina are expected to inegdanted
acreage in May, when sowing of the 2010-2011 cexirts. The country’s
agriculture ministry is anticipating output of 1al% Mt.

Apr 9: The USDA raised its estimate for world wheat prahn, to
678.42 Mt, slightly down on the 2008-2009 outpu688.27 Mt but still a
giant wheat crop by historical standards. It aleead its expectation for
the global corn crop, to 805.68 Mt, comfortably @xding 2008-2009
supply of 794.79 Mt.

Mar 31: US farmers are planning to plant 88.8m acres af @010, a
3% increase on last year. Corn has gained growmd feduced winter
wheat acreage. lllinois, Kansas, Missouri and Gitliexpect 300,000 acre
increases in corn plantings. Low wheat prices apeeted to dissuade
them from planting that crop — the total US aremnf#d to wheat may
decline by 9% from 2009’s acreage, to 53.8m acres.

0

Futures prices for corn and wheat have remained uner pressure as the
reality of ample global supply continues sinking inCorn prices on the
CBOT are 16% down since the start of 2010 and on ¢hsame exchange
wheat futures have lost almost 14% over the same ped. US farmers plan
to plant even more corn this season than last andl|though their wheat
acres are likely to fall substantially, this will ot make much of a dent in
the mid-term global wheat surplus. The weather islao behaving itself
across the US — the spring arrived slightly earliethan usual, planting
conditions are fine across all major regions, andhe heavy snowfall in the
winter has created very good soil moisture conditios. All in all, an ideal
basis for some bumper crops later this year out ahe US. Unsurprisingly,
corn and wheat futures are weak and, in the shortérm, may weaken
further.

Over the last few weeks China has been steadiasieig corn from its state
reserves in an effort to quell high domestic prié&®ught in the northeast
growing regions has cut production from an expeds Mt to around 138 Mt,
while government stockpiling continued, creatingg@parent domestic supply
crunch. Feed mills and corn processors wantingoddshigh domestic prices
have looked to cheaper South American and US irmp8eles from China’s
state reserves so far have been well supporteld 80ko of the 1.08 Mt offered
for sale on 20 April cleared out, but domestic ptgisand futures prices have
not fallen. How China attempts to balance its gpdatg scheme — seen by
Beijing as a strategic necessity to ensure natifmal security — without
simultaneously pushing up local prices is a triektp be mastered. Corn prices
flickered briefly higher this month on speculatitiat China may sooner or
later need to import as much as 2.5 Mt of corn, thedgpossibility of this is
surely helping to keep corn futures around $3.56HblU
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Apr 19: The China National Grains and Oils Information €en
(CNGOIC) estimated that China’s soyoil imports ebdiop by as much as
40% from previous expectations, to around 1.5 Mthigyend of
September. According to the CNGOIC no cargoes geAtine soyoil are
expected to be loaded in April. On the other hahth&€s soybean imports
are expected to reach record levels in the comiogths with a possible
10-10.5 Mt across May and June, as Chinese crusherpensate for the
reduced soyoil imports from Argentina.

Apr 9: The USDA raised its world estimate for the 200928oybean
production forecast to 257.46 Mt from 255.91 Mtyioeisly. Brazilian
soybean production is expected to reach 67.50 Mew#tigentina is
expected to produce 54 Mt.

Mar 31: American farmers will plant 78.1m acres of soybearthe
coming season according to the USDA’s Prospectiaatings Report, a
small increase on 2009-2010 plantings of 77.5msdoue potentially the
largest soybean acreage on record.

0

The South American soybean harvest has progressemsothly, with
exports as well as domestic crushing expected taciease in the coming
weeks, compensating for the regular seasonal dip l0S exports. US spring
plantings are proceeding swiftly thanks to drier caditions. Soybean prices
found some support this month with US carryover stoks by the end of
August now looking tighter than expected; by the strt of April US

soybean stocks had fallen to a 6-year low of 27.8tMn crude palm oil, the
strength of the Malaysian Ringgit, which has outpeiormed all other Asian
currencies this year, continues to pin palm oil pges down and is fast
trimming refinery margins.

The soyoil trade dispute between China and Argansirgoing to be much
more painful for the latter. In early April Chinaised the mandatory maximum
level for solvent residues (largely hexane) in im@d soyoil, and this has
effectively excluded all imports of Argentine solydirgentina typically
provides around 80% of all China’s soyoil impontsldhis step is a blow to
Argentine crushers, although probably an uninteratesrl— the main motive for
the new solvent level ruling is, we suspect, litdedo with food health
standards and more an attempt to prop up Chinésseds’ crushers. China has
installed soybean-crushing capacity of around 94yt only some 50% of
that capacity is currently being used. Ironicatlhe curb on soyoil imports has
given a fresh lease of life for soybean future&gs — China will evidently
need to import a lot more soybeans to compensaitsfreduced soyoil
imports, and awareness of this necessity is help@egp US soybeans’ futures
bubbling at around $10/bushel, despite the reafity vast South American
2009-2010 crop and the probability of an upcomiagadyUsS crop to be
harvested later this calendar year.
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. Apr 9: The USDA raised its estimate for the Florida cfapthe 2009-
e 2010 season by 600,000 boxes, to 131.6m boxesntrease was made
exclusively in the non-Valencia category, now expddo reach 68.6m

14 boxes. This was a modest increase and if realiseddaplace the 2009-
1w 2010 crop 19% lower than the 2008-2009season’sugutp 162.4m
boxes. The USDA also raised its estimate for yi&ds.56 gallons/box,
1*# from 1.53 gallons/box previously.
. Apr 7: The Colorado State University hurricane forecastinit expects
1% the 2010 Atlantic hurricane season (which staldarie) to be more active
1 06t than last, with eight hurricanes forecast, fouwbfch could be major

events. According to the researchers there is a@®#hce that one of
11 ‘ ‘ these major hurricanes will make landfall on thedd&stline, against a
long-term average of a 52% probability.
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FCOJ futures corrected sharply in March, sliding from $1.45/pound to
around $1.30/pound for the May contract on ICE futues US, partly in
reaction to expectations that, rather than reducetsl further its
expectations for Florida’s 2009-2010 crop, the USDvould keep its
previous estimate or even raise it slightly — whiclt did. At 131.6m boxes
the Florida crop will still be far below some recetseasons, but it's now
evident that the frost damage at the start of thigear has been more than
fully priced-in. Futures prices for the developing2010-2011 crop may
however fire up a little later this year, as we apmach the onset of the
hurricane season. That of 2009 was exceptionally gat, typical for an El
Nifio period — a switch back to La Nifia (signs of with have yet to appear,
it must be said) will almost certainly see a much ore active hurricane
season. In the interim, nearby-dated FCOJ futures may well drift around
the $1.35/pound mark for a while.

In our last issue we reported on attempts by mjajoe makers in the US to
improve their margins by easing up retail pricefl@vkimultaneously cutting
the size of juice packages. This has met with a pegponse from consumers
and there is growing evidence that consumptiorbleas slipping back. Data
from retail trackers show a 3.1% decline in orajuige sales in the four weeks
to 20 March — showing that US consumers remainliggnsitive to even
small price rises. A surprising response to themtam in consumption has
come at the national level. According to the Flaridepartment of Citrus,
trade rivals Brazil and Florida, who in the vergeat past have frequently
been at loggerheads over alleged dumping of jainow discussing a joint
global advertising programme to boost sagging s#iéise two biggest orange
juice exporters find some common ground in prongptireir product that
might result in a more successful way of boostiaménd than has hitherto
been seen.
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Apr 15: The USDA expects India to produce a record 25rashaf cotton
in the marketing year August 2010-July 2011. A US&i#faché report
cited higher plantings and improved yields as ulyieg the strong
production. Domestic consumption is expected toolbeist at 20.1m bales
on recovering demand for textile exports.

Apr 9: The USDA slightly decreased its estimate for 22020 world
cotton production to 101.72m bales, against 200@2futput of 102.24m
bales. World cotton ending stocks were also revisegr, to 50.91m bales
from 51.41m bales. The US production estimatetfera009-2010 crop
was revised slightly lower, to 12.15m bales frosngtevious estimate of
12.40m bales

Mar 31: US farmers will plant 10.51m acres of cotton in tipgoming
season, according to the planned plantings repart the USDA. If
realised, this will be 15% higher than 2009-2018nghgs.

0

Cotton prices on ICE futures US picked up on newshat India, the second
largest cotton grower in the world, plans to suspeshexports, following an
increase in domestic demand and a surge in localipes, which have risen
by almost a third since the start of 2010. Delhi $& on 20 April that India
will indefinitely suspend the registration of new otton export contracts,
immediately pushing up the July cotton contract oCE Futures US to
84.6 cents/pound. Prior to the announcement Indiadd been expected to
export 6.10m bales of cotton in the 2009-2010 seasaccording to USDA
estimates, a big improvement over the 2008-2009 sea, when India’s
cotton exports dropped to 2.36m bales. Demand fontian cotton has been
strongly recovering in Bangladesh and China, two othe world’s textile
producing powerhouses, as global textile demand bieg to pull out of the
recession. US farmers will be responding to highggrices by planting a
much bigger area to cotton for the 2010-2011 seasdwut this will take
anumber of months from now to complete and for thes measures to help
alleviate the short-term pressures resulting from mch lower Indian
exports.

Cotton futures have firmed considerably in the tegt days, not just because
less cotton than expected is likely to emerge fiodia — it's also the case that
China may soon be facing a cotton shortage. Thergovent-enforced
cessation of Indian cotton exports is becausertfiah authorities are trying to
ease the margin squeeze facing domestic textile byl high local prices, by
forcing more domestically produced cotton to stalyaane. One of India’s
biggest cotton export markets, China, is extremelycerned about this, as the
availability of cotton is tightening precisely atime when demand for cotton-
based textiles is picking up at last, after theess@n. China’s own cotton
production has been hit by drought and low priedsi¢h have pushed farmers
towards other crops), and the country’s Nationat@oReserves Corporation
is concerned that domestic consumption by Chirexslé mills — which are
working very close to capacity again — may seeoatfdil of up to 3.5 Mt of
cotton during the 2009-2010 marketing year, whietiseon 31 August. That
China’s textile mills are now working overtime igar from the scorching hot
rate of cotton imports so far this year; in Q1 2@1® country has imported
more than 844,000t, more than 200% up on the samedoof 2009. Cotton
futures at $1/pound? No longer quite so unthinkable
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Apr 21: The International Monetary Fund (IMF) is propostogollect
fees from banks and financial institutions, inchglhedge fundgp cover
any possible future need for governments to refoaacial entities. At
the upcoming G20 meeting of Finance Ministers, tees will be put
forward. The first is likely to be a “Financial Bthty Contribution” paid
into a government fund to aid weak financial ingtdns, initially at a flat
base rate but potentially becoming a sliding raté more high-risk
institutions contributing more. The second may BEiaancial Activities
Tax”; this may be the more worrying for hedge furasit would entail
an additional tax imposed on profits and pay fergbvernment bailout
fund.

Apr 16: Proposals from US Regulators to put in place meishas to
identify positions held by individual fund managéssunique
identification numbers are gaining momentum. Unter scheme traders
would be required to provide identifying numberdbtoker dealers and
the Securities Exchange Commission (SEC), so éngeltrading
positions that have been accumulated via separabes positions can
be tracked. This so-called trade tagging systespésifically seen as
targeting hedge funds involved in high frequenagling. SEC rules
define a “large trader” as a firm or individual Witransactions in
exchange listed securities of more than 2m shar$2@m in any given
calendar day, or 20m shares or $200m in a month.

Apr 14: The EU Alternative Investment Fund Managers Divect
continues to be diluted as it travels through Egjutatory channels. The
latest version of this appears to stipulate tH#tpagh funds will need to
disclose more strategic information in exchangectonpliance, they will
have the opportunity to market themselves with la&gus’ consent,
gaining an EU ‘passport’ to operate. Whether thisgport will be
extended to non-EU funds is under debate; theva the table a
proposed compromise which would allow non-EU futalacquire the
passport, provided they comply with requirementsaoation, money
laundering and information sharing.

O 1]

After a chilly start in January, hedge funds returned to growth in
February, with average returns of 0.53% across thgeneral spectrum of
all hedge funds. Those with some commodity exposumanaged returns
of 0.43%, reversing a small downturn in January. Tlose commodity-
oriented funds with greater exposure to energy evemanaged to do
slightly better than the general run of funds, withan average fund return
of 0.58%. Funds with a greater bias towards metal&inds produced
0.44% returns, while those more weighted to agricomodities lagged
behind slightly, with 0.40% returns; on the brighter side, they did rather
better than the CRB Softs index, which in Februarjost 4%. Assets
under management have steadily risen since the stasf the year and now
are at $1.068 trillion. Despite the looming threabf a coordinated action
to restrict the flexibility of hedge funds on bothsides of the Atlantic,
hedge funds are steadily continuing to attract invetment — which is
hardly astonishing given the low-yield environmentvithin which most
other investment vehicles are struggling to exisiWith the industry
returning to growth and fewer redemptions being deranded, March
assets are expected to show further increases.
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