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commodity prices and our agriculture equity index have risen substantially. In
real terms, the CRB foodstuffs index has rallied 71% since February 2009 and
38% since the end of June last year. Our agriculture index is up 86% and 42%
over the same time periods. It now trades at a 20% premium relative to MSCI
world on 12-month forward P/Es (vs a 15-year average discount of 14%).

Further price rises in soft commodities and agriculture-related equities depend
on continued bad weather and this is indeed a significant risk. However, we
believe the valuations of many of these stocks increasingly require such support.

Given performance, we see three specific reasons for caution: (i) 2010 was a
profitable year for farmers (USDA estimates that net farm income in 2010 is up
31% on 2009). Better profitability typically triggers greater investment and
production; (ii) adverse weather conditions have been exceptional, much of
which relates to the prevailing La Nifia; however the latest data suggest that this
has started to dissipate; and (iii) speculative positions in several soft
commodities (particularly corn and soybeans) are extremely high. We have
used Credit Suisse HOLT® analysis alongside specific correlations to the CRB
index to highlight potentially vulnerable stocks. These include Intrepid Potash,
K&S, Monsanto and Israel Corp.
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Executive summary

The CRB foodstuffs index has rallied 71% in real terms over the past two years and 38%
since the end of June 2010 (our agriculture index is up 86% and 42% over the same
periods, respectively). The index is now 11.5% above the peak of June 2008.

A cyclical peak

On a tactical view, we believe the bulk of the rise in food prices has already occurred.
There are three key reasons: (i) 2010 was a profitable year for farmers (the USDA
estimates that US net farm income in 2010 will be up 31% on 2009 and 26% higher than
the last 10-year average). Better profitability typically triggers greater investment and farm
productivity growth. Greater clarity on this issue should be afforded by the USDA data on
US planting intentions due to be announced on 31 March. (ii) The weather conditions have
been exceptionally adverse—much of this can be attributed to the current La Nifia.
According to the US Climate Prediction Center, this looks set to last through the first half of
2011. However, it also predicts that we are now past the peak (worst) of this weather
phenomenon. The December 2010 reading on the strength of the La Nifia was the fourth
highest on record (and records go back to 1876), but the reading for January confirms that
this La Nifla has started to dissipate. The CRB soft commodity index is loosely correlated
with shifts in these weather patterns and as we pass the worst it should be a reason for
food prices to moderate. (iii) The speculative positions in several soft commodities
(particularly corn and soybeans) are extremely high.

Palm oil prices similarly look close to peak

Similarly, we expect some pull-back in palm oil prices in Q1. Our analyst in Malaysia, Ting
Min Tan, notes that in eight out of the past ten years, palm oil prices have peaked between
December and March. There are three reasons why we anticipate a peak in palm oil prices
this quarter: (1) Reversal of tree stress: Biological tree stress refers to weaker yields after
a period of high productivity. The current bout of tree stress has lasted an exceptionally
long 24 months in Malaysia and as a result Malaysian palm oil output has disappointed for
two straight years. We expect higher Malaysian palm oil output in 2011 as the tree stress
unwinds. (2) Ample rainfall in 2010 should boost output in 2011: Oil palms are hydrophilic
(water loving) trees, hence the wet weather currently due to La Nifia will likely benefit
palms 6-12 months later. (3) Strong planting in 2007 will mature in 2010/2011.

Reasons we could be wrong

A major concern is still the weather. However, recent indications from the authorities in the
Ukraine and Russia suggest that conditions are not as bad as was feared just a few
months ago. Hence, we might expect some recovery in production from these two markets
this season. In China, we are reassured to some extent that US$1lbn in emergency
spending by the government will help to mitigate the prevailing drought problem.

Meanwhile, our agriculture index looks relatively expensive

On most metrics, agri-valuations look to be in relatively expensive territory. The 12-month
forward P/E is running at 1 standard deviation above its 15-year average at 15.1x, the
P/BV is trading at 3.0x. Relative to MSCI World, our agriculture index is trading at a 20%
premium on 12-month forward multiples versus a historical discount of 14%. At these
levels, the index looks vulnerable to any downturn in soft commodity prices.

What the analysts say: stick to productivity plays, avoid the crop producers

Stocks related to improving agricultural productivity are likely to offer the highest growth
potential, both because they should benefit over the next year from the increased
profitability of farmers over the last season and because collectively they offer the best
long-term solution to the potential supply/demand imbalance. These fall into three broad
categories: (i) Ag seed and protection chemicals have driven significantly higher yields
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in developed markets. Monsanto and DuPont are likely to benefit from wider global GM
acceptance although valuations leave us with Neutral ratings. We prefer Bayer
(Outperform). (i) Agri machinery producers: demand from Asia and South America
should be strong. We rate Deere and United Tractors as Outperform. (iii) Within the
fertiliser sector the potash outlook is positive, driven by robust volume expectations as
the nutrient is again attractively priced. We rate POT and Uralkali as Outperform. In
phosphates, integrated producers look best positioned given sharply rising input costs (we
like Saudi Arabian Mining Co—Outperform). In nitrogen, producers operating in generic
low cost gas regions are the main long-term beneficiaries. Industries Qatar and SAFCO
are rated Outperform.

We also like the grain processors (Bunge and ADM—Outperform) for their valuations and
investments into growth areas.

Any correction in soft commodity prices would negatively affect the crop producers.
Valuation concerns mean that many of these are already rated Underperform, including
Sime Darby, 10l Corp, London Sumatra and Astra Agro Lestari. Even assuming a
relatively positive scenario, we find the valuations for the palm-oil sector look stretched.

A guantitative approach

We can isolate the stocks that look most sensitive to any roll-over in food prices and look
expensive by calculating correlation co-efficients between the stock prices and the CRB
food stuffs index and then overlaying HOLT valuations. This is a simplistic quantitative
exercise that ignores many of the facets that determine overall analyst recommendations.
Stocks that fall into this basket include Intrepid Potash, K&S, Monsanto and Israel Corp.

Longer-term, the supply/demand equation remains relatively tight

While the run-up in agri-prices and valuations leave us cautious on the short-term outlook,
we note that the supply/demand equation is still relatively tight in the long-term.

Demand growth looks solid. We expect demand growth for agricultural products of 2.3%
pa over the next five years. This comprises growth in the global population of 1.1%,
continued increase in calorific intake and greater meat consumption (which adds a further
1.0% pa to global food demand) and small net expansion in the bio-fuels industry.

The main story is growth in demand from the emerging economies. The data from China
underline the strength of this demand. We note that Chinese demand for soybeans
accounted for 57% of the seaborne trade in 2010. Attempts to remain self-sufficient in
wheat and corn production have resulted in growing acreage in these crops at the
expense of soybeans. Even so, Chinese trade in corn shifted from a net export position to
substantial net imports for the first time in 2010.

Supply growth faces some structural headwinds. Global arable acreage is limited. On
our estimates, there is only 20% of additional land realistically available for agricultural
production. Specifically, if we assume that half of the total potential acreage in Indonesia,
South America and Russia can be realised over the next ten years, it still only equates to
1.0% pa. Global arable acreage has only averaged growth of 0.2% pa over the past 47
years, hence 1.0% would be an exceptionally large improvement compared to history.

This puts the onus squarely on productivity growth to deliver sufficient supply to match
demand. FAO data show that over the past 47 years, world cereal yields have grown by
2.0% pa on average. However, over the past ten years, the rate of growth has slowed to
just 1.3% pa. Nevertheless, the gap between yields in developed markets and emerging
markets is considerable. Eastern European cereal yields are 57% below the North
American average and 45% below the EU average. South American and Asian yields are
46% and 45%, respectively, below the North American average. The food inflation that the
emerging economies are currently facing is a great incentive to invest in the land and
generate better agricultural output.
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Agriculture: a cyclical peak

The CRB foodstuffs index has rallied 71% in real terms over the past two years and 38%
since the end of June last year. The index is now 11.5% above the peak of June 2008.

Figure 2: CRB Foodstuffs vs CRB Metals indices (real terms)
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On a tactical view, we believe the bulk of the rise in
food prices has occurred

There are three key reasons for our view:
(i) Farm profitability

Agricultural production is a very fragmented market, hence strong rises in soft commodity
prices (and farm profitability) are typically followed by a step-up in farm productivity growth.
Specifically, if we consider the performance of the CRB foodstuffs index, we find that an
increase in real terms in excess of 20% over any two-year period is followed, on average,
by an increase in the world cereal yield of 3.2% in the next year (vs the long-term average
of 2.0%). In other words, farmers tend to respond to improved profitability by increasing
their output in the following season through a combination of greater fertiliser application,
use of better quality seed, and/or greater use of agricultural machinery.

For many developed (and emerging) market farmers, 2010 was an exceptionally profitable
year. The USDA estimates that US net farm income in 2010 will come to around
US$81.6bn, up 31% on 2009 and 26% higher than the last ten-year average. Meanwhile,
total US farm debt to equity has trended lower again in 2010 (down to 11.6% vs the
average for the past 20 years of 15.5%).

Are farmers investing in their land? Indications from the corporate sector suggest they are:
Syngenta has guided that in the US, it has seen substantial pre-payments reflecting strong
farmer confidence. Yara has reported a 13% y/y increase in Nitrogen delivery to Western
Europe in Q4 2010. We forecast sales growth in double-digit figures for most of the
fertiliser companies in 2011 (for Yara we expect 14%, ICL Israel Chemicals 13%, CF
Industries 41%, SAFCO 17% and Industries Qatar 24%). Earlier on this month, The
Brazilian Council of Food Supply (Conab) upgraded its estimate for total grain production
in Brazil for 2010/11 to +2.6% y/y vs the previous estimate of flat production. Most of the
increase in production is coming from higher planted area, which is expected to grow to
48.84m ha, up 3.1% yly.

Global Equity Thematics 5
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Figure 3: US farm income and debt to equity Figure 4: US farm cash receipts for crops and livestock
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(ii) The weather

The current La Nifia has lasted seven months and, according to the US Climate Prediction
Center, looks set to last through the first half of 2011. However, the Climate Prediction
Center also predicts that we are now past the peak (worst) of this weather phenomenon.
In fact, the December 2010 reading on the strength of the current La Nifia was the fourth
highest on record (and records go back to 1876). The latest data point (for January 2011)
confirms that this La Nifia has started to dissipate, although the readings are still high.

A La Nifa indicates the cooling of sea surface temperatures in the central Pacific Ocean,
which distorts the typical precipitation patterns in many agriculturally important regions of
the world. The Southern Oscillation Index (SOI) is the standardised difference in surface
atmospheric pressure between Tahiti and Darwin and is used to measure the strength of
La Nifia and El Nifio events. Positive values of the SOI (low pressures at Darwin and high
pressures at Tabhiti) indicate a La Nifia event.

The effects of La Nifia are clearly apparent in South East Asia and Australia on the back of
an extended wet season and the significant negative impact this is having on current
yields in these regions. At the same time, La Nifia causes much drier conditions in Peru,
Chile and Argentina and wetter than normal weather in Northern Brazil.

Figure 5: Southern Oscillation Index and the CRB foodstuffs index
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The CRB soft commodity index is loosely correlated with shifts in these weather patterns
and as we pass the worst it should be another reason for food prices to moderate.
Specifically, we calculate a correlation co-efficient of 0.32 between six-month changes in
the CRB foodstuffs index and the SOI when the latter has a reading in excess of 15.

(iii) Net speculative positions

The speculative positions in several soft commodities (particularly corn and soybeans) are
extremely high. If the fundamentals do generate better supply-side conditions over the

next year, this could catalyse some aggressive profit-taking.

Figure 6: Net speculative positions in corn

Figure 7: Net speculative positions in soybeans
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The story on palm oil is similar

Source: the BLOOMBERG PROFESSIONAL™ service, Credit Suisse
research

Palm oil spot prices hit an intra-day high of RM3,905 per tonne in early January 2011,
close to the historical high of RM4,260 on 5 March 2008. During the commodity rally of
2008, palm oil prices remained above RM4,000 for a mere two days. We believe that the

current palm oil rally could be close to its end.

Eight times over the past ten years, palm oil prices peaked between December and March.
We stick to our view spelled out in our 5 August 2010 report, The rise before the fall. We
believe palm oil prices will peak in 1Q11. The demand outlook for 2011 looks stable, but
there are three key reasons we expect supply to surprise on the upside this year:

(1) Reversal of tree stress

Biological tree stress refers to weaker yields after a period of high productivity. Tree stress
historically lasts for a period of four to nine months. However, this is the first time in
decades when the tree stress, which started sometime in early 2009, has lasted for so
long—a record 24 months in Malaysia (this was attributed to Peninsular Malaysia). As a
result of the tree stress, Malaysia’s 2010 palm oil has fallen 3% yly to 17.3mt. The
Malaysian palm oil output has disappointed for two straight years.

A period of disappointing palm oil output is usually followed by a period of strong palm oil
production. An example would be 1998, when poor production was followed by strong
output years in 1999 and 2000—palm oil prices were down 35% in 1999 and another 29%
in 2000. We expect Malaysian palm oil output in 2011 to surprise on the upside.

Global Equity Thematics



CREDIT SUISSE‘l

Figure 8: Malaysia’'s y/ly change in FFB — tree stress has lasted 24 months

18 February 2011

400 -

300 -

200

100 -

0

Jo3

-100 A

-200

-300 A

15 mths
5 mths

4 mths
9 mths

5 mths

24 mths

8 mths
5 mths

-400 -

Source: MPOB
(2) Ample rainfall in 2010 should boost output in 2011

Oil palms are hydrophilic (water loving) trees, hence the wet weather currently due to La
Nifia will likely benefit palms 6-12 months later. Oil palms grow best between latitudes
11°N and 10°S, where there is well distributed rainfall of 1,800—2,000mm per year, high
humidity and at least 1,900 hours of sunshine per year.

Based on rainfall data, precipitation trends in both Malaysia and Indonesia has been
positive for the oil palms, which should bode well for future output.

Figure 9: Indonesia — rainfall surplus/(deficit) relative to Figure 10: Malaysia — rainfall surplus/(deficit) relative to
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(3) Strong planting in 2007 will mature in 2010/2011

It is rational that when palm oil prices are high, farmers plant more oil palms. It is evident
that when palm oil prices increase, new planting acreage also increases. Therefore, it will
not be surprising that in 2007 and early 2008, when palm oil prices were above RM3,000
per year, new planting must have been strong. We believe the same would have
happened in Indonesia, although we do not have concrete data. This new acreage should
mature in 2010/2011, suggesting again that palm oil output could surprise on the upside.

Global Equity Thematics 8
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Figure 11: High palm oil prices are usually followed by strong new planting
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Why we could be wrong

There are (at least) three reasons why we could wrong:

(1) The one obvious reason is still the weather. Specific concerns here are:

(a) the extent to which the 2010 drought in Russia and the Ukraine has impeded the
winter planting schedule. However, recent indications from the Ukrainian Ministry of
Agriculture suggest that most of the nation’s winter crops are in good condition and
that the harvest should yield 24 to 25 million tonnes, up 15% to 20% from 2010, with
improved conditions offsetting a 5.5% decline in planted area. The story is similar in
Russia: winter wheat planting is roughly 15 million hectares (down from the 18 million
average for the winter crop over the past decade), but spring wheat plantings are
expected to compensate to some extent (although the yield off these later plantings is
roughly 15% lower). Nevertheless, Andrew Klepach, the Russian Deputy Minister of
Economic Development and Trade, stated on 31 January 2011 that if grain production
in 2011 is on track to exceed 80m tonnes, the grain export ban will be cancelled.
According to Klepach, the government will possibly start discussing the cancellation of
the grain export ban in a month.

(b) The worst drought for 60 years in China. According to the Ministry of
Agriculture, eight major grain-producing provinces, including Shandong, Jiangsu,
Henan, Hebei and Shanxi, have been affected by unseasonably low rainfall since
October last year. These areas typically account for just over 80% of China’s winter
wheat production. As of Wednesday 9 February, 42.4% of the total wheat-sown area,
according to the Ministry of Agriculture, had been affected by the drought.

However, according to the Chinese Meteorological Administration, only 5% of annual
precipitation normally occurs over the winter months (December to February). At this
stage, with temperatures still low, the freshly germinated wheat requires little water.
Only when the weather becomes warmer in early March does the wheat require more
substantial amounts of precipitation. As a form of insurance against continued drought,
the government has pledged to spend an extra 6.7bn yuan (US$1bn) to boost
emergency water supply and irrigation resources. This is in addition to 10 yuan per mu
in direct subsidies to encourage farmers to water wheat, and another 10 yuan to
fertilise weakened seedlings.

18 February 2011
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®  Drought aside, strong growth in Chinese real incomes has propelled strong growth for
food in the form of both greater volumes (calorie consumption) and better quality
(greater meat consumption). With limited scope to extend arable acreage, the impact
has been clearly visible in the trade numbers. Chinese demand for soybeans
accounted for 57% of the seaborne trade in 2010. The Chinese authorities appear to
have made a decision to remain self-sufficient in wheat and corn production and
hence have grown acreage in these crops at the expense of soybeans. Even so,
Chinese trade in corn has shifted from a net export position ten years ago to
substantial net imports for the first time in 2010. The Chinese Grain Network has said
that Beijing is likely to remain a net importer of grain this year.

B (c) La Nifia could last longer than predicted. The current La Nifia is forecast by the
US Climate Prediction Center to last through the Northern hemisphere spring.
However, the average duration of a La Nifia event is 16 months and some events
have lasted three years (as was the case in 1973 to 1976). An extended La Nifia
would continue to hamper agricultural production and delay the recovery in supply
from Argentina, South East Asia and Australia (among others).

(2) The other major cause for concern is the response from government. On the one
hand, there is continued risk that other governments could curtail agricultural exports in
order to protect domestic supplies. On the other, governments could choose to bolster
their own reserves and limit domestic price pressures by buying large amounts of grain on
international markets. The state grain trader (OAIC) in Algeria has confirmed that it has
bought 1.75 million tonnes of wheat since the start of January.

(3) Finally, oil prices are an issue. We estimate that c.14% of farm costs are fuel related.
Farm margins would be negatively affected should oil prices continue to rise. Moreover, if
oil prices continue to rise, vegetable oil prices are likely to follow as biodiesel/bioethanol
becomes more commercially viable. Our global commodities team suggests that the
fundamental supply/demand balance suggests crude prices should pull back. However,
tensions in the Middle East (Egypt, Iran) may mean the fundamentals are a secondary
consideration for now.
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Market implications

(1) Full impact on inflation indices likely to take
another six months to materialise

Unfavourable base effects look set to keep food price inflation at extremely elevated levels
for some months to come. Even if the CRB foodstuffs index stays at current levels, we
calculate the yoy inflation rate will stay above 30% until June. Given the historical three- to
six-month lag between commodity prices and food inflation, this implies the worst of the
base effects on consumer pockets should be felt towards the end of H2 2011.

Food accounts for roughly one-third of emerging market consumer price indices,
compared with only 15% in developed markets.

Figure 12: Food accounts for roughly one-third of Figure 13: Even if food prices remain at current levels,
emerging market consumer price indices food inflation does not fall below 30% until June
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Figure 14: CRB foodstuffs index vs US food and beverage CPI (% yly)
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(2) Our agriculture index looks relatively expensive

Over the past two years, our global agriculture index is up 86% versus MSCI World
performance of 58%. On most metrics compared to history, agri-valuations are in relatively
expensive territory. The 12-month forward P/E is running at 1 standard deviation above its
15-year average, at 15.1x, the P/BV is trading at 3.0x.

Figure 15: Global agriculture: 12-month forward P/E Figure 16: Global agriculture: Trailing PBV
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Not surprisingly, earnings revisions have been positive. Forward earnings growth
expectations are running at 26%...

Figure 17: Global agriculture: 12-month forward earnings Figure 18: Global agriculture: 12-month forward earnings
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... and margins are forecast to match previous peaks for the next two years. In aggregate,
our agriculture index is trading on a 20% premium to global equities.

Figure 19: Global agriculture: Net margin history and Figure 20: Global agriculture: 12-month forward P/E
forecasts relative to MSCI world
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(3) What the analysts say: stick to productivity plays,
avoid the crop producers

Stocks with the strongest bottom-up stories

Stocks related to improving agricultural productivity offer the best growth potential, in our
view, both because they should benefit over the next year from the increased profitability
of farmers over the last season and because collectively they offer the best long-term
solution to the potential supply/demand imbalance. However, relatively stretched
valuations leave us with more Neutral than Outperform ratings overall:

Ag seed and protection: Dow (9% of 2010 sales are derived from Health and Ag
Sciences) and Bayer (the Crop Science division accounts for c. 20% of sales) are the
two stocks in this sector that we rate Outperform. (Note the significant upside implied
by HOLT for Bayer, see Figure 21.) Elsewhere, valuation concerns leave us relatively
lukewarm on key players in this space. We rate Both DuPont (34.5% of 2009 sales
from the Ag & Nutrition division) and Monsanto Neutral.

Agri machinery producers: This sub-sector arguably offers greater value than the
seed and crop protection stocks. Long-term demand for agricultural machinery looks
particularly strong from Asia (the ratio of tractors to land in China is still only 30% of
the level in France). We rate Deere and United Tractors Outperform and AGCO and
Bucher as Neutral.

The fertiliser sector is another beneficiary of the push to improve agricultural
productivity. The potash outlook is positive, driven by robust volume expectations as
the nutrient is again attractively priced. M&A activity may also slow supply growth and
help industry discipline. We rate POT and Uralkali Outperform. In phosphates,
integrated producers are best positioned considering sharply rising input costs and
include Outperform-rated Saudi Arabian Mining Co and Vale Fertilizantes. In nitrogen,
North American producers and producers operating in generic low cost gas regions
are the main beneficiaries. Agrium, CF Industries, SAFCO and IQ are rated
Outperform. Much of the rest of the sector looks relatively fully valued: Yara, Incitec
Pivot and ICL Israel Chemicals are all rated Neutral; HOLT suggests 1.6% downside,
11% downside and 31% downside, respectively, on these names.

Two stocks where HOLT still suggests plenty of upside potential are Bunge and ADM.
Credit Suisse analyst Rob Moskow, has Outperform ratings on these grain processors
for four key reasons: (1) Margins: Grain processors inherently earn higher margins
when beans are at US$14/bushel, instead of US$6 (which is where they were in
2002), but as long as beans stay in the 'low teens’, (and we think they will) margins of
these companies should stay high. (2) Growth: Investments in commodities with
strong fundamental growth characteristics like oilseeds and sugar, and in regions with
high long-term demand growth like South America and Asia are a solid platform for
growth, we believe. Bunge has made investments in sugar in Brazil and in oilseeds in
Vietham and China. ADM has invested in oilseeds in South America and has
opportunities for larger investments in Asia. (3) We expect volumes will remain high
even if prices fall. Exports are expected to accelerate in 2011, including 9% soybean
meal and oil growth even in the midst of high commaodity prices. In fact, a decline in
grain prices could actually accelerate demand growth, as it would improve the
profitability for protein and biofuel producers. Only ADM, Bunge, and Cargill (private)
have the global capacity to access the areas of surplus grain (N. America and S.
America) and connect them with areas of need (Asia, Europe, and N. Africa). (4)
Volatility: Grain processors not only benefit from higher prices of grain, but also the
volatility of grain prices through their trading and merchandising operations. Even if
corn prices come off their current highs, the tight stocks of corn ensure that grain price
volatility will continue. Grain processors are the first to benefit from supply and

18 February 2011
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demand fluctuations due to their global 'real-time’ network of grain elevators, which
are always in communication with farmers. This helps grain processors position
themselves in the grain markets and identify areas of opportunity.

Cautious on the outlook for the palm-oil sector

Any correction in soft commodity prices (even if relatively temporary) would negatively
affect the crop producers. Valuation concerns mean that many of these have already been
cut to Underperform ratings. We rate much of the palm oil sector now as Underperform
including Sime Darby, IOl Corp, London Sumatra and Astra Agro Lestari. Even assuming
a relatively rosy scenario, valuations for this sector look stretched. Specifically, if we
assume a 2011 palm oil average of RM3,000 per tonne, which has never been achieved
before (the highest ever palm oil annual average is RM2,833 in 2008), the palm oil sector
will trade at a 2011E P/E of 15x, above the NJA P/E average of 13x.

The Brazilian crop producers are a different story. Brazil has a major long-term comparative
advantage in arable acreage and, on average, has plenty of scope for yields to rise. Hence,
as much as crop producers in this market are sensitive to fluctuations in soft commodity
prices, there is a structural underpin to the story in the form of acreage growth and yield
expansion. Our favourite stock in this area is SLC Agricola—two specific reasons mean we
continue to rate it as Outperform: (1) rising margins on the back of the greater concentration
in cotton this season; and (2) rising land prices (latest data from FNP show prices increased
9% over 2010 and 2% in the last two months of last year). We expect SLC to publish an
upward revision in its land portfolio value in 2Q11 in the range of 5-10% yly.

(4) A quantitative screen

Finally, we also take a more quantitative approach to stock exposure within the theme and
simply examine correlations of individual stocks with the CRB foodstuffs index. We
calculate the correlations based on the weekly change in USD share prices over the last
year. We find that the most correlated names are typically fertiliser companies.

If we also screen for relative value (using HOLT) we can then isolate those stocks that
appear most sensitive to any roll-over in food prices and look the most expensive on
HOLT. Figure 23 lists the stocks that fall into this category. We note this is a simplistic
quantitative exercise that ignores many of the facets that determine overall analyst
recommendations, but if our central scenario is correct and food prices are close to a peak
(however temporary the potential pull-back) this is a list that could be exposed. Stocks that
fall into this basket include Du Pont, Monsanto, Potash Corp, ICL-Israel Chemicals,
Intrepid Potash and K&S.

18 February 2011
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Valuation screens: most upside and downside potential according to HOLT

Figure 21: Agriculture-related stocks with the most upside according to HOLT

salreway] Aunb3 jeqo|o

————— P/E (12m fwd) ------ eeee PIB --eee Yield (2011e) HOLT Momentum
rel to mkt % rel to mkt % Implied CFROI  Price, % = w @w Consensus o
Name Country |Sector (’\J;;iﬁ; Abs Inrdesj;?ry above/below Abs above/below FCY DY |ESS 5-year  changeto '-31'5' .-3% é (buy less holds r(;rtier?gn Suisse
average average average best % % 13 & sells)
Bayer Ag GER  [Health Care 61,428 122 119% 18% 25 76% 108%  3.1% 1.7 40.9 07 01 09 18.0 |Outperform
Archer-Daniels-Midland |US Consumer Staples 23,058 10.6 73% -4% 15 0% 77%  1.7% 21 365 | 115 114 56 28.6  |Outperform
Bunge Ltd us Consumer Staples 10,129 13.0 90% 22% 0.9 -34% 40%  1.3% 2.8 316 | -03 03 21 -28.6  |Outperform
Graincorp AUS  [Consumer Staples 1,547 116 81% 94% 1.2 56% 86%  4.5% 1.9 26.0 86 -149 29 33.3  |Underperform
Corn Products Intl Inc |US Consumer Staples 3,646 13.0 91% na 2.0 na 6.0%  1.4% 05 255 22 61 55 4111 [NR
Suedzucker Ag GER  |Consumer Staples 5056 15.2 105% 31% 1.6 -25% 6.4%  2.6% 0.2 25.4 1.7 68 3.7 7.7 NR
Deere & Co us Industrials 39,251 162 99% 45% 6.3 183% 54%  1.3% 25 21.2 15 68 5.4 44.4  |Outperform
Astra Agro Lestari IDO Consumer Staples 4001 134 93% 65% 5.3 98% 57%  3.8% 3.2 15.8 27 15 48 9.1 Underperform
Tongaat-Hulett Ltd SAF  [Consumer Staples 1544 123 85% na 2.4 n/a 125%  3.5% 0.3 14.5 -18 66 NM n/a NR
Cf Industries Holdings  [US Materials 10,147 117 78% 95% 2.7 127% 73%  0.3% 0.8 14.3 69 268 86 17.7  |Outperform
Golden Agri Resour SNG  |Consumer Staples 6,997 142 98% na 15 n/a 6.1%  1.2% 1.7 14.1 43 6.7 8.5 50.0 [NR
Viterra Inc CAN  |Consumer Staples 4513 154 107% 125% 1.3 59% 78%  0.0% 0.4 129 | 159 261 88 69.2  |Outperform
Scotts Miracle-Gro Co  [US Materials 3,481 138 92% 20% 45 50% 6.7%  1.9% 1.7 11 | 1.8 35 -81 385 |NR
Agco Corp us Industrials 4859 182 112% 148% 2.0 93% 45%  0.0% 2.9 10.3 1.8 45 33 385  |Neutral
Wilmar Inter! Ltd SNG __ |Consumer Staples 26977 151 105% 123% 3.3 158% 48%  15% 2.4 8.6 21 -119 64 -14.3  |outperform
Figure 22: Agriculture-related stocks with the greatest downside according to HOLT
————— P/E (12m fwd) ------ mmeee P[B -eeeee- Yield (2011e) HOLT Momentum
rel to mkt % rel to mkt % Implied CFROI  Price, % = w @w Consensus N
Name Country  [Sector (’Sgaﬁ:g Abs InrdeL:;]ry above/below Abs above/below FCY DY Isss 5-year change to % % é (buy less holds rCarﬁe:gn Suisse
average average average best n n & & sells)

Syngenta SWI |Materials 30,623 17.4 116% 41% 43 107% 59%  2.2% 3.8 268 | 23 35 1.9 231  [NR

Dow Chemical us Materials 42,958 137 91% 19% 2.4 21% 7.9%  1.7% 35 273 | 58 63 4.0 22.2  |outperform

Indofood Agri Re SNG  |Consumer Staples 2,952 145 100% 117% 0.0 0% 22%  0.8% 2.0 -27.9 28 58 -3.8 15.8  |Underperform

Makhteshim Aganin  |ISR Materials 2,108 19.0 126% 138% 6.4 303% 58%  1.9% 0.2 -29.7 07 07 0.1 -81.8 |NR

Nufarm AUS  |Materials 1,500 14.2 94% 115% 1.0 47% 6.9%  1.5% 0.9 306 | 02 51  -05 28.6 |Underperform

Icl-Israel Chem ISR Materials 20,845 14.7 97% 41% 31.3 1496% 71%  4.2% 5.0 310 | 04 51 05 9.1 Neutral

Danisco A/S DEN  [Consumer Staples 5688 20.5 142% 98% 26 87% 41%  1.8% 4.4 -32.4 1.0 6.0 2.7 -16.7  |Neutral

Israel Corp ISR Materials 8913 345  229% 294% 41 179% 37%  1.2% 24 326 | NM  NM  NM 200 |NR

China Foods Ltd HKG  |Consumer Staples 1,783 211 146% 86% 25 84% 33%  1.6% 3.0 -32.8 03 97 07 66.7 |NR

SAFCO SAU  |Materials 11,866 13.5 116% 109% 6.2 294% 7.7%  6.4% 7.3 345 | 132 219 169 -16.7  |outperform

Noble Group HKG  [Industrials 10,844 14.9 175% 88% 4.2 104% 6.6%  1.8% 1.9 349 | -05 58 239 87.5  |Outperform

Koor Inds ISR Industrials 1,129 na na na 11 12% 0.0% na 6.4 364 | na wa @NA na  |NR

Intrepid Potash Inc us Materials 2,778 252 167% 205% 3.8 178% 22%  0.0% 35 -36.4 1.7 40 4.1 -88.9 |Neutral

Cosan Sa Industria BRA  [Consumer Staples 6,249 14.3 99% -47% 2.0 -18% 48%  1.8% 22 444 | 46 62 5.2 60.0 |Outperform

Taiwan Fertilizer TAI Materials 3,606 28.4 188% 45% 21 157% 32%  2.4% 15.6 548 | -55 -3.6  -4.9 61.9  |Outperform

Source: MSCI, IBES, Thomson Reuters, HOLT ValueSearch, Credit Suisse research
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Quant screen: Most correlated with the greatest downside potential according to HOLT

Figure 23: Agriculture-related stocks with the greatest downside according to HOLT

----- P/E (12m fwd) ------ ---- P/B ------- Yield (2011e) HOLT Momentum
Qorrel* Mkt Cap relto rel to mkt % rel to mkt % Implied Price, % g g Y Consensus _
Name Mkt Sector with CRB (US$mn) Abs Industry above/below | Abs above/below | FCY DY CFROIlless 5 change to m m ¢ (buy less holds|CS rating
foodstuffs average average yravg best n » 3 & sells)

Intrepid Potashinc  |US  [Materials 0.46 2778 252  167% 205% 3.8 178% 22%  0.0% -35 -36.4 | 1.7 40 4.1 -889 N
Koor Inds ISR |Industrials 0.40 1,129 n/a na na 1.1 12% 0.0% na 6.4 364 | na na @NA na NR
Noble Group HKG [Industrials 0.33 10,844 149  175% 88% 4.2 104% 6.6%  1.8% 1.9 -349 | -05 58 239 875 |O
SAFCO SAU  [Materials 0.36 11,866 135 116% 109% 6.2 294% 77%  6.4% 73 345 | 132 219 169 -167 |0
China Foods Ltd HKG [Consumer Staples 0.30 1,783 211  146% 86% 25 84% 33% 1.6% 3.0 328 | -03 97 -07 -66.7 |NR
Israel Corp ISR [Materials 0.41 8,913 345 229% 294% 4.1 179% 3.7%  1.2% 2.4 -326 [ NM NM NM 200 [NR
Icl-Israel Chem ISR |Materials 031 20,845 147  97T% 41% 313 1496% | 7.1%  4.2% 5.0 310 | 04 51 05 9.1 N
Makhteshim Agan  |ISR  [Materials 0.30 2,108 19.0 126% 138% 6.4 303% 58%  1.9% 0.2 297 | 07 07 0.1 -81.8 |NR
Dow Chemical US  [Materials 0.41 42,958 137  91% 19% 2.4 21% 7.9%  1.7% 35 273 | 58 6.3 4.0 222 |o
Toro Co US (Industrials 0.32 1,910 175 107% na 7.0 na 58%  1.3% 2.4 246 | 00 15 NM na NR
Monsanto Co US  |Materials 0.34 40,070 243  161% 28% 4.0 30% 35% 1.5% 1.2 227 | 01 16 21 217 N
K&S Ag GER |Materials 0.53 14,915 165 110% 6% 45 53% 54%  2.5% 0.0 216 | -02 27 22 222 [NR
Mosaic Co US  [Materials 0.50 36,821 16.8 111% na 36 na 50%  0.2% 1.3 205 | 46 128 99 300 |R
Potash Corp Sask Inc|CAN  |Materials 0.41 51,612 185  122% 43% 6.9  183% | 41%  0.2% 0.1 -19.7 | 176 153 NM 143 |o
Sinofert Holdings HKG [Materials 0.39 4031 159 105% % 22 -49% 57%  0.7% 42 161 | 14 41 1.8 7.7 NR
Incitec Pivot AUS  |Materials 0.32 7509 139  92% 113% 2.0 96% 16% 2.1% 11 112 | 07 122 -10 333 N
Du Pont US  [Materials 0.39 48186 141  93% 17% 5.4 79% 6.5% 3.1% 1.7 7.8 53 96 49 200 |N
China Bluechemical [CHI  |Materials 0.32 4198 151  100% na 32 na 0.8% 2.1% 05 3.1 1.7 02 1.3 64.7 |NR
Agrium Inc CAN |Materials 0.41 14,393 142  94% 23% 2.8 36% 72%  0.1% 0.6 0.9 6.6 121 4.4 400 |0

Source: MSCI, IBES, Thomson Reuters, HOLT ValueSearch, Credit Suisse research
* Correlation co-efficients between each stock and the CBR Foodstuffs index based on weekly % changes in USD prices over the last year
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Longer-term: Solid demand and
guestionable supply

Although in the short-term we think that the substantial run-up in prices over the past two
years means that the market is now a little ahead of itself and due some correction,
longer-term trends in the supply-demand dynamics for agricultural production are still
relatively tight.

Figure 24 summarises why: Historically, demand growth has averaged 2.2% pa and
supply growth has matched this given strong growth in productivity. As productivity growth
has slowed (the average growth in world cereal yields is just 1.3% p.a. between 1999 and
2009), inventories have been used to meet the gap between supply and demand.

Figure 24: Supply and demand growth in global agricultural produce
Average annual growth (%)

Since 1960 Past 10 years Next 5 years

Global demand for agriculture 2.2 2.3 2.3
Global supply of agriculture

from arable land 0.2 0.2 -

from productivity* 2.0 1.3 -

Source: FAO, Credit Suisse research and estimates. * productivity growth based on cereal yields

Inventories for some of the major soft commodities are now at relatively low levels:

Figure 25: World corn: stocks-to-use ratio Figure 26: World wheat: stocks-to-use ratio
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To some extent, this decline in inventories was by design. Governments in Europe cut
farm subsidies partly to improve fiscal obligations, but also to reduce the wine lakes and
grain mountains that were a significant feature of the 1980s. Hence, part of the rise in soft
commodity prices that we have seen is simply the private sector offsetting the fall in public
sector funding to the agriculture sector.

The question is what it will take for supply to match demand growth over the long term.
Higher prices are the obvious catalyst to promote sufficient supply.

We summarise our demand projections and supply potential in the discussion below.
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Agricultural demand: Solid growth

We forecast demand growth will continue in the region of 2.3% pa. This comprises three
main components:

m  growth in the global population equal to 1.1% growth pa over the next five years;

®m  continued increase in calorific intake and shift in dietary trends (greater meat
consumption), which adds a further 1.0% pa to global food demand;

®  biofuels expansion: Even in a worst-case scenario (ie, assuming the European
biodiesel industry is phased out), we estimate growth in biofuel demand of some
10bps pa over the next five years; in the best-case scenario, additional demand from
the global biofuel industry could be in excess of 40bps pa.

Population growth and food demand

The global population is forecast to deliver compound annual growth of roughly 1%
through to 2030 (1.1% CAGR over the next five years), according to the UN. As is well
known, however, this is a declining rate of growth.

Figure 27: Global population growth (% yoy)
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Source: US Census Bureau, International Data Base, Credit Suisse research

However, this growth benefits the agricultural industry more now than it has historically
because of continued relative improvement in the gross income of the poorest segment of
the global population (which is where the population growth is concentrated).

As we illustrate in Figure 28, in 1985, some 67% of the world population (2.9bn people)
lived in countries with GDP per capita of less than US$5,000 (based on 2010 prices and
adjusted for PPP). By 2010, this had fallen to 45% of the global population (equivalent to
3.0bn people) and by 2015, on IMF estimates, this should have declined further to 41% (or
2.9bn people). Hence, the global population is forecast to grow by 1.1% CAGR over the
next five years, but the number of people in the world living in countries with GDP per
capita in excess of US$5,000 grows by 2.5% CAGR to 2015 and the number of people in
countries with GDP per capita over US$10,000 (on 2010 prices and PPP adjusted) grows
by 12.8% CAGR to 2015.

18 February 2011
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Figure 28: Income distribution across the global population
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Source: IMF, Credit Suisse research

As the proportion of the global population on extremely low incomes diminishes, there is
likely to be further uptake in global calorie consumption per capita, as well as continued
improvement in levels of nutrition. As we illustrate in Figure 29 and Figure 30, global
calorie consumption per capita has been on a steady upward trend over the past 40 years
and the strong relationship between consumption and the level of GDP per capita
suggests this trend should continue if emerging market incomes continue to converge on
developed market levels.

Figure 29: World calorie supply (kcal per capita per day)

18 February 2011

Figure 30: Calorie supply per capita versus GDP per
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Source: FAOSTAT, Credit Suisse research Source: FAOSTAT, IMF, Credit Suisse research
Growth in calorie consumption is much stronger as real incomes move away from low levels
of GDP per capita. Calorie consumption is largely insensitive to changes in higher relative
levels of income per capita. The corollary to this is that higher levels of GDP per capita in low
income economies have a more positive effect on global food consumption than
commensurate falls in income in wealthy economies have a negative impact.
If we assume that the relationship between GDP and calorie consumption per capita
continues to hold, we can derive the calorie consumption per capita numbers for each
market from the five-year GDP per capita forecasts in the latest IMF outlook. This implies
growth in calorie consumption per capita of 0.5% pa over the next five years (from the end
of 2010 through to 2015E).
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Moreover, practically half of the increase in global calorie consumption in the past ten
years has come from greater meat consumption, according to the FAO. The rationale is
obvious: higher incomes foster better nutrition and hence more protein in the diet. Feed
conversion factors range from just less than 2:1 (for chickens), to roughly 5:1 (for pork)
and 6:1 (for beef). If we conservatively assume that the weighted average feed conversion
factor for all animal products is 3, then we can roughly estimate that growth in global food
demand over the next five years comes to 2.2%:

Figure 31: Estimated CAGR in global food demand over the next five years

18 February 2011

Factor Calculation

Result

Population growth % pa

Growth in calorie consumption (from vegetable 0.5% pa x 50% (ie, growth in calorie consumption implied by IMF GDP per
products) capita forecasts multiplied by the contribution of vegetable products to calorie

consumption growth)

Growth in calorie consumption (from animal 0.5% pa x 50% x 3 (ie, growth in calorie consumption implied by IMF GDP per
products) capita forecasts multiplied by the contribution of animal products to calorie
consumption growth multiplied by the feed conversion factor of 3:1)

1.20% pa
0.25% pa

0.75% pa

Growth in global food demand

2.20% pa

Source: UN, IMF, Credit Suisse estimates
Bio-fuels: important for the US and Brazil

Finally, the bio-fuel industry also adds to the demand equation. We have previously
estimated that relative demand from the bio-fuel industry is relatively small—we estimate
that only ¢.3% of global arable acreage would have been allocated towards bio-fuel
production in 2009. However, the sector does represent a meaningful proportion of US
and Brazilian agricultural demand (approximately 16% of total US acreage and 10% of
Brazilian acreage). The US EIA expects ethanol production to increase by 6% in 2011 (vs
nearly 8% in H2 2010). This reflects the start-up of ongoing projects and the restart of
some plants that were idled during the recession. The EIA expects that this growth will
slow to 1% in 2012.

Taking into account bio-fuel programmes across the major markets, we estimate that the
industry will account for between 10bps (worst case scenario) and 40bps (assuming most
bio-fuel mandates and targets around the world are adhered to) over the next three years
in terms of global agricultural demand. This is small but not insignificant given issues with

supply.
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Agricultural supply: Plenty of potential—if only it can
be realised

The two avenues to increase agricultural supply are: (i) arable acreage and (ii) productivity
growth.

(i) Acreage: Growth hampered by infrastructure bottlenecks

Cultivated acreage has expanded by 12% globally since 1961, according to the FAO. Most
of this increase can be attributed to South America (Brazilian cropland has increased by
141% since 1961 and now accounts for 4.5% of the world’s agricultural land). More
recently, the rate of growth in arable land has slowed to close to zero on aggregate.
Negative growth rates in Europe and North America have been offset by expansion in
Africa and South America.

Figure 32: World total — Arable and permanent cropland Figure 33: Regional growth in arable and permanent
cropland over the past 10 years
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Source: FAO, Credit Suisse research Source: FAO, Credit Suisse research
However, there are still areas where acreage could be expanded. This is particularly the
case in Brazil (and other South American markets), in Indonesia and in the Black Sea
region. In Figure 34 we summarise various estimates on arable acreage potential.
Figure 34: Areas of potential acreage expansion
Area (1000 Ha) Current Additional potential acreage
Europe 94,294 1,000
us 173,158 12,950
Brazil 66,500 106,000
Other Latam 59,290 76,000
Indonesia 37,500 102,000
Russia* 123,368 10,397
Ukraine* 33,333 1,120
World total 1,553,689 309,468
as % of world total 20%
Source: Conab, Indonesian Ministry of Agriculture, USDA, FAO, Credit Suisse research
* Numbers for additional potential acreage in Russia and the Ukraine reflect the difference between the
area of land that is currently cultivated in these markets and the much greater area that was being used
back in 1992. Potential acreage could be significantly higher than this.
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The greatest untapped potential lies in Brazil and other South American markets. Using
statistics from the Inter-American Development Bank, we previously estimated that
maximising cultivation in Colombia, Paraguay and Argentina would add 76 million hectares
(or 4.9% to the world’s pool of arable land). In Brazil, Conab estimates that there are 106m
ha of unallocated land potentially available for agricultural development, which would add
another 6.9% to global arable acreage, plus there is scope to convert some of Brazil's
220m ha of pasture if more intensive techniques in livestock farming are used.

However, the major issue across South America is infrastructure. The main agricultural
production areas of Brazil (in the mid-west) are situated, on average, 1,500km from the
nearest of the country’s three main ports. Argentina is somewhat better off: the distance to
the main ports (Rosario and Buenos Aires) is c300km. Paved highways are also relatively
limited: 30% of Argentina’s highways are paved compared with 10% in Brazil.

Indonesia also has potential for expansion and has been aggressively expanding its oil
palm cultivation in the past ten years at a CAGR of about 6—7%. Indonesia potentially still
has half of its land available for planting, according to government statistics. Indonesia is
aggressively going ahead with planting oil palms on this logged-over land now, but faces
some resistance from NGOs to the extent that this encroaches on virgin jungle.
Nevertheless, using all the temporary fallow land (102m ha) could add 6.6% to the pool of
total global arable land. This will take time to realise.

Arable acreage in the Black Sea region is dominated by Russia, the Ukraine and
Kazakhstan. Post the decline of the communist era, the former CIS and eastern European
markets saw a considerable slump in arable acreage (latest data show acreage is down
11% on 1992 levels) as well as crop yields. Crop yields have revived over the past ten
years but relative to global developments the region is still a considerable laggard.
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Figure 35: Former CIS and Eastern European arable Figure 36: Former CIS and Eastern European cereal yields
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Returning to the same level of arable acreage as in 1992 would add 32 million hectares or
1.9% to the total of global arable acreage. In addition, if we assumed that yields in the
former CIS and Eastern European markets had improved by the same degree as global
yields since 1992, this would add a further 2.0% to global agricultural production.
However, it is probably unrealistic to anticipate a rapid improvement in large parts of the
agricultural production of the Former Eastern bloc as many of these markets lack the scale
to attract substantial foreign capital. Russia is the clear exception. It accounts for 51% of
the arable acreage of the region. Returning arable acreage in Russia to 1992 levels would
add just over 10m hectares, or 0.6%, to the total of global arable acreage.
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Agricultural reform in Russia is slowly taking place. The government launched an
agricultural renovation programme in 2001 that restricted farm imports, reduced taxes,
subsidised loans and provided farmers with cheap equipment leasing. In 2002, Putin
ratified new laws opening farms up to purchase, ownership or lease by private firms, be
they domestic or foreign. These sales were slow to take effect at first, but have picked up
in recent years. Large private agro-holdings have been making steady gains and now
cultivate about 20% of employed land. Foreign investment in Russian agriculture went up
from US$156m in 2005 to US$862m in 2008, according to the national statistics agency.
More recently, in February 2010, President Medvedev approved a national food security
doctrine, which sets minimum self-sufficiency production goals as well as quality targets in
all main food production categories. Specifically, the aim of the doctrine is to boost the
production of basic foodstuffs by 80% by 2020.

The main obstacles for investors in the region are: (a) infrastructure—lack of paved roads
and port capacity to transport goods to market; (b) political risks—lessons may have been
learned in the energy sector where foreign investors lost control of certain assets to the
Kremlin as oil profits soared; (c) labour shortage—urban migration over the 1990s has left
rural populations skewed towards the very old or very young.

Acreage growth: The best case scenario is ¢.1.0% growth pa

To summarise, there are three key points on acreage:

m  Adding up all the land that could be put to agricultural production still only reaches
20% of current acreage, which is not particularly high given the long-term outlook for
demand growth.

® |f we assume that half of the total potential in Indonesia, South America and Russia
can be realised over the next ten years, it still only equates to 1.0% pa. Reducing the
amount of land tied up in the US CRP (Conservation Reserve Program) could also
add to global arable acreage, but this is quite small in a global context.

®  Finally, we note that global arable acreage has only averaged growth of 0.2% pa over
the past 50 years, hence it would be a considerable improvement if arable acreage
could grow at 1.0%.

(if) Productivity: Growth has slowed but potential is significant

Over the past 50 years, world cereal yields have grown by 2.0% pa on average, but over
the past ten years, the rate of growth has slowed to just 1.3% pa.

Figure 37: World cereal yields
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It comes as no particular surprise to us that the rate of growth has slowed. Maintaining the
same output growth at higher output levels is naturally a tougher proposition for any
industry. However, there is arguably still significant potential to boost yields.

We note that the gap between the average yields in the emerging regions and the more
developed markets is significant. According to the FAO, the latest data (2009) show that
Eastern European cereal yields are 57% below the North American average and 45%
below the EU average (where the use of GM seed remains extremely limited). South
American and Asian yields are 46% and 45%, respectively, below the North American
average.

Figure 38: Regional cereal yields (kg per Ha)
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Within the BRIC markets, China is well ahead of the pack. Cereal yields averaged 5,460kg
per ha in China compared with 3,526kg in Brazil in 2009. However, the relative
outperformance of Chinese yields was strongest in the 1970s and 1980s compared with
the other BRIC economies (mainly through the increase of fertiliser utilisation). More
recently, Brazil has delivered the strongest momentum in yield growth (due to the rapid
professionalisation of agriculture in the country).

Figure 39: Cereal yields (kg per Ha) in the BRIC markets (1961-2009)
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Yield determination depends on a wide variety of factors, many of which are largely
inflexible (eg soil type and climate), but other inputs are variable and the data suggest that
much can still be done to deliver higher yields across many of the emerging economies.

(1) The use of better seed technology (GM or otherwise) and wider application of pest
control products has meant an exceptionally large boost to yields in certain regions. While
these practices are widely undertaken across the developed markets, penetration across
many of the emerging regions is still relatively low.

This was apparent during the recession: seed and crop protection companies still
delivered strong sales growth despite the downturn partly because they were not exposed
to smaller and less profitable farmers.

Data on GM penetration illustrate the point. The use of GM seed is relatively high in some
markets, but across many major agricultural producers it is still close to zero. As this
changes, we can expect global yields to continue to improve.

Figure 40: Cultivation areas for GM crops in 2009

Country GM Type of GM crops planted GM as %

Acreage total acreage
us 64 Soybean, maize, cotton, canola, squash, 37.5%

papaya, alfalfa, sugar beet

Brazil 21.4 Soybean, maize, cotton 35.1%
Argentina 21.3 Soybean, maize, cotton 66.6%
India 8.4 Cotton 5.3%
Canada 8.2 Canola, maize, soybean, sugar beet 18.2%
China 3.7 Cotton, tomato, poplar, petunia, papaya, sweet pepper 3.4%
Paraguay 2.2 Soybean 52.4%
South Africa 2.1 Maize, soybean, cotton 14.5%
Uruguay 0.8 Soybean, maize 48.8%
Bolivia 0.8 Soybean 22.2%
Philippines 0.5 Maize 9.4%
Australia 0.2 Cotton, canola 0.5%
Burkina Faso 0.1 Cotton 1.6%
Mexico 0.1 Cotton, soybean 0.4%
Spain 0.1 Maize 0.8%

Source: ISAAA (International Service for the Acquisition of Agri-biotech Applications)

In the US, most corn, soybean, and cotton acreage is already planted with GM seeds, but
seed producers are working on upgrading their product offerings and developing new traits
that will drive additional yield improvement. Products in the pipeline include drought-
tolerant corn, other forms of herbicide tolerance, and nitrogen-utilisation corn. Over the
long term, the companies look to expand into the sugarcane and wheat markets.

Outside the US, seed companies are focused on increasing GM use in Brazil and
Argentina over the near term. Monsanto is also working on an insect-protection soybean
trait for the Brazilian market with a targeted commercial launch in 2013.

For Syngenta, the focus markets are Brazil and the Ukraine: sales in these markets have
achieved a 19% and 30% CAGR, respectively, over the past five years.

(2) Fertiliser usage is still exceptionally low in Africa (18% of the global average per ha
was used in 2009) as well as in Eastern Europe and key parts of South America.

18 February 2011
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Figure 41: Regional fertiliser consumption (tonnes of Figure 42: Fertiliser consumption by market (tonnes of
nutrients per 1,000 Ha of arable acreage) nutrients per 1,000 Ha of arable acreage)
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There is plenty of evidence to suggest that greater use of fertilisers boosts yields.
However, there is clearly an optimum level of application (depending on the soil type, the
slope of the land and climatic conditions). Korea and China (among other markets) are
probably using above the optimum level of fertilisers.

Figure 43: Fertiliser consumption versus cereal yields (2009)
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We expect long-term fertilizer consumption to grow 2—-4%, depending on the nutrient. We
expect Potash demand to see the highest growth of 3—-4%, driven by rising domestic
demand in China and India, the need to replenish potassium-deficient soils in Brazil, and
increasing Brazilian crop acreage. The industry is relatively consolidated, with the majority
of quality reserves located in Canada and Russia and 80% of global supply controlled by
six producers. New supply outside of PotashCorp’s ongoing capacity expansions is limited
over the next five years, and potash prices will likely need to move higher in order to
incentivise greenfield investments.
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We expect Phosphate demand to grow 2—-3%, driven by increasing demand in China,
India, and Brazil. We anticipate substantial new supply from Saudi Arabia and Morocco
over the next 5-10 years.

We see nitrogen demand for fertilizer use growing more modestly at 1-2% annually.
Nitrogen application rates have historically been higher than phosphate and potash owing
to the easier access to nitrogen and the greater awareness of nitrogen benefits (nitrogen
use has an immediate impact on crop yields). Nitrogen supply is plentiful, with new export
supply expected from the Middle East and Africa over the next few years. Increased
industrial use of nitrogen is likely to boost overall nitrogen demand growth by an additional
1-2% pa over the next five years.

(3) Productivity and yields could also be considerably boosted through greater use of farm
equipment.

Farm equipment sales into Asia have been growing particularly strongly over the past
couple of years.

However, according to the FAO, the use of farm equipment in several significant
agricultural centres is still exceptionally low. Russia, South Africa, Argentina, Ukraine,
Brazil and China all register a particularly low use of tractors per hectare.

Figure 44: Tractors per 1,000 Ha by region

Figure 45: Tractors per 1,000 Ha by market
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Greater mechanisation in these markets is under way and we can expect momentum to be
well supported by better farm profitability.

Source: FAO, Credit Suisse research
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