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WHEAT SHORTAGE IN THE 21st CENTURY?

A number of well known and respected independent economists and commodities analysts such as Marc Faber and Jim Rogers have late
emphasising the undervaluation and tremendous upside potential of the entire agricultural commodity sector, from lean hogs to azuki beans. We
If one wants to profit in financial markets, in our view, it is one of the most effective strategies to seek out depressed assets whose prices mi
triggered to turn around in the near future, rather than to direct one's search primarily with "past performance" in mind, as the majority of the inve
public always tend to do. So if an asset class performed absolutely terribly over the last 20 years, that may just be when and why we want to pt
it for our clients, if the fundamentals are inherently sound.

When investing in agriculture we prefer to hold a diversified basket of various soft commodities in line with global demand patterns, as oppos
choosing just one or two items. Agricultural commodities are notoriously volatile, and diversifying is always key. If we would have to pinpoint
one item right now though, then one of the most depressed of the soft commodities that looks set for a turnaround in prices, and which thus sht
part of anyone's agriculture portfolio, is wheat. In wheat, the fundamentals don't just look good, but there could actually be an extraordinarily s¢
supply crisis in the making.

The reasons for the expected shortfalls in wheat production are diverse, but two developments in particular should be emphasised. Prolonged de
and ultra-low wheat prices over the past 30 years (see chart) and the property bubble have led to a decline in the number of agricultural field:
family farms and agricultural infrastructure being marginalised. Now, on top of these developments, high energy prices are hitting the sector
heavily than anyone would have expected, since energy inputs of all kinds are key to all agricultural processes of sowing, reaping, drying, sh
and processing. Prices for fertilisers, many of which use natural gas as a feedstock, have also been rising, together with the cost of other farm s
repairs and machinery, and a large number of farms have been driven out of business. If at such a time unusual weather patterns such as dro
late freezes materialise as well, like right now, then such a situation can easily explode.

According to the Kansas Agricultural Statistics Service's 12" of June report (Kansas is the number-one wheat producer in the U.S., and a world
of wheat output often indicative of the state of the global wheat market) about half of the Kansas winter wheat crop this year is in very poor to
condition, about 30 percent is in fair condition and only 18 percent was rated as good and 2 percent as excellent. As a result it is now estimat
as many as 20 percent of the wheat acres planted in the state have been abandoned. The remaining fields, most of which usually bring in 40-50
per acre, are only yielding 10 to 15 bushels an acre this year.

Globally, the least we can expect is "world production of wheat... to fall by 10 million tones this year [while] demand would be strong" and
"world demand for grain would exceed supply in 2006-2007, pushing up prices..." as forecast by the UN Food and Agriculture Organisation (FA

Since agriculture is cyclical in nature, it takes time to start up new fields while it likewise takes time for higher input prices to be passed on thr
the planting, harvesting, drying and transporting stages to the end product. Sooner or later though these factors will likely translate into much

agricultural commodity end prices, and it is very possible that the agriculture sector could then follow the same path of sharp price increases tl
have already seen in the metals and energy sectors.
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