
Introduction

This month we turn our attention to agriculture-related companies based on three

reasons. Firstly, food inflation has been a key issue in our current economy and is

likely to benefit agribusinesses. Secondly, several demand and supply factors

suggest that food prices are likely to continue rising. Lastly, while we note that

prices could be volatile in the short term period due to speculation, we feel that the

long term prospects of agriculture are backed by the abovementioned reasons.

Food Inflation

World food prices, as measured by the Food and Agriculture Organisation of the

United Nations (FAO) Food Index, surged to a new historic peak of 231 points in

January. As observed in Chart 1, the FAO Food Price Index has increased 28.3

percent in the past year. The current level is 3.4 percent higher than December

2010, and is the highest level in both real and nominal terms since 1990.

Increase in prices are also observed in the Rogers International Commodity Index

(RICI) Agriculture Sub-Index and the TR/J CRB Commodity Index. The CRB

Commodity Index and FAO Food Price Index both increased by about 27 percent

last year but the RICI Agriculture Sub-Index had a 51 percent gain. The increase

in price of agriculture products can be attributed to various supply and demand

side factors, which would be further elaborated on.

Food and agriculture products, being necessities, have relatively inelastic demand,

so increase in food prices is unlikely to cause significant decline in demand for

food. Farming and plantation companies will benefit from the increase in total

revenue from selling their crops. As for processing companies, they are likely to be

able to pass down higher costs due to the relatively inelastic demand for food, and

benefit from the increase in food prices as well.

Executive Summary

Food Inflation – Increasing trend in food prices is likely to benefit agribusiness.

Demand of agricultures – Demand is likely to rise as countries increase import to tame inflation.

Supply for Agricultures – Supply is affected by weather-related production shortfalls, decreasing stockpiles

and hoarding by importers.

Speculation on Agriculture – Speculation can cause volatility in agriculture prices in the short run, but long

term fundamentals remain unchanged.

DWS Global Agribusiness A2 – Outperformed in terms of 2-Year return and has lower 1-Year and 2-Year

volatility.
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UN FAO World Food Price 

Index and the TR/J CRB 

Commodity Index both 

increased approximately 27 

percent, while the RICI 

Agriculture Sub-Index 

increased 51 percent in the 

last 1-year period.

.

Demand For Agriculture

Food inflation is causing social issues in various countries in the Middle East and

North Africa region, and governments are stepping up efforts to curb food inflation.

Countries across Africa and Asia are increasing imports or releasing supply from

state reserves to increase food availability in hopes of lowering prices. As

importers speed up purchases of food, demand for agricultural products will likely

be sustained or increase further in the next few months. Consequently, Abdolreza

Abbasian, senior economist at FAO also expects that the chances of prices

staying high or extending gains are stronger than for a decline in the next six

months.

Supply of Agriculture

Weather related production shortfall

Various kinds of weather-related shocks are affecting supply of agriculture

products throughout the world. The Russian drought of last summer caused its

wheat production to drop 33 percent in the 2010/11 marketing year as compared

to previous years. And according to Gerald Nelson, International Food Policy

Research Institute (IFPRI)‟s lead climate change researcher, the floods in

Bangladesh and Australia are also causing wheat prices to go up. In addition,

Minister of Agriculture, Han Changfu, said in a statement on 9 Jan 2011 that 42

percent of the total area planted with wheat in China‟s eight major producing

provinces has been affected by a dry spell that may continue into the spring.

These weather-related issues are causing shocks to production and shortfalls in

supply.
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Chart 1: 1-Year Gain

Source: Bloomberg, as of 24 Feb 2011
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World Ending Stocks for 

various agriculture products 

have declined for 2010/11.

3
Brought to you by Phillip Securities Pte Ltd (A member of PhillipCapital) Co. Reg. No. 197501035Z

Decreasing Stockpiles

Aside from the production shortfalls, various agriculture products are expected to

have lower ending stocks in the marketing year 2010/2011. (Chart 2) The world

corn stockpiles are expected by the USDA to drop to a 4-year low, while cotton

stockpiles will drop to a 15-year low. Ending stocks act as buffer against weather-

related production shocks and can smoothen price fluctuations due to such

unpredictable events. When stockpiles decrease, market tends to become tighter.

As a result, price volatility and the magnitude of price changes can be magnified

when unexpected events occur.

Hoarding by countries

In Middle East, North Africa and Asia, food inflation has caused economic and

social issues and is one of the main concerns of governments. As countries step

up in fighting food inflation, it is probable that there may be hoarding in net

exporters of agricultural products. Addolreza Abbassian said, “global wheat

harvests may trail demand for a second year, spurring „widespread‟ hoarding and

further price advances.” And if this becomes a phenomenon in net exporters of

agricultural products, supply could be further reduced and the rise in agriculture

prices could continue.

Speculation on Agriculture Futures

Liquidity in the futures market provides opportunities for investors to make

speculative bets. Appendix 1 shows the net long position and prices of various

agriculture futures. From the charts, we note that net long position and futures

prices generally move inline with each other, suggesting that speculation by

investors play a part in affecting agriculture prices.

Chart 2: World Ending Stocks 

Source: USDA, as of 24 Feb 2011

*Estimates by USDA as of 9 Feb 2011

^Thousand Metric Tons for corn, wheat and soybean. 1000 HA and 1000480-lb Bales for cotton.
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1-Year Return for agriculture 

futures are positive but 

speculation might have 

caused short-term 

fluctuations.

The Rogers Agriculture 

Index and S&P Global 

Agribusiness Index have 

0.93 correlation since 24 

Dec 2008.
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As shown in Table 1, most agriculture futures fell in the past 5 days, with wheat

falling as much as 11.3 percent. The drastic fall in corn, sugar, soybean and wheat

might be caused by speculation as it is accompanied by a drop in net long

positions. As for cotton, recent trend in cotton prices did not move in tandem with

the net long positions, suggesting that other factors such as demand and supply

issues could be the main driver behind its recent price movements.

According to Bloomberg, some investors exit agriculture futures in favor of energy

and financials due to anxiety over political unrest in the Middle East and North

Africa . Others felt that the Middle East and North Africa region unrest might slow

global growth and cool demand for farm commodities . These speculations can

cause volatility in the market, but as the fundamentals are unchanged, our long

term view on agriculture remains.

Underlying Agriculture and Agribusiness

One way of gaining exposure to agriculture products is by investing in

agribusiness stocks. Agribusiness generally refers to companies involved in the

agricultural food chain, such as producers, processors, equipment and materials

suppliers and distributors.

Table 1: Agriculture Futures Contract Returns 

Source: Bloomberg, as of 25 Feb 2011

28 Feb 2011

Name
5 Day 

Return

1 Mth 

Return

3 Mth 

Return

6 Mth 

Return

1 Yr 

Return

Corn Futures -3.75 6.52 27.33 69.49 84.28

Cotton Futures -6.99 13.24 53.49 107.88 125.18

Sugar Futures -3.33 -6.47 8.12 49.90 20.35

Soybean Futures -5.96 -3.91 5.24 32.08 40.28

Cocoa Futures 5.80 11.23 33.24 32.66 24.67

Wheat Futures -11.34 -10.02 16.49 16.44 54.01

Chart 3: RICI Agriculture Index vs S&P Global Agribusiness Index 

(Since start of data, 24 Dec 08)

Source: Bloomberg, as of 25 Feb 2011
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The S&P Global Agribusiness Index includes 24 of the largest publicly-traded

agribusiness companies from around the world. And as seen in the Chart 3, the

performance of agriculture products as shown by the Rogers Agriculture Index and

the agribusiness equities as shown by the S&P Global Agribusiness Index

generally move in line with each other over the past two years and have a

correlation of 0.93.
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DWS Global Agribusiness 

outperformed BNP Paribas 

Agriculture on 2-year basis 

and has lower volatility.

DWS Global Agribusiness 

outperformed BNP Paribas 

Agriculture on a 2-year 

basis.

Fund in Focus – DWS Global Agribusiness Fund

DWS Global Agribusiness Fund invests in opportunities found in the agricultural

food chain, from agricultural commodities to consumer products. Some of the

areas they invest in include land and plantation, seed and fertilizer, protecting and

irrigation, food processing and manufacturing companies.

For peer comparison, we chose BNP Paribas Agriculture, which invests S&P

GSCI Agriculture and Livestock index and the Dow Jones-UBS Agriculture Sub

index. In terms of exposure, it is exposed to the agriculture prices whereas DWS

Global Agribusiness Fund is exposed to agribusiness equities.

BNP Paribas Agriculture outperformed in the 6-month and 1-year period while

DWS Global Agribusiness outperformed in the 1-month and 2-year period. The

outperformance of the BNP Paribas Agriculture fund in the 1-year period is

accompanied with higher volatility and risk. Overall, the 2-year Sharpe ratio, which

measures risk-adjusted return, is significantly higher for DWS Global

Agribusiness.
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Table 2: Peer Comparison

Source: Financial Express, as of 28 Feb 2011

Chart 4: 2-Year Performance Chart

Source: Financial Express, as of 28 Feb 2011
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Name
1 Mth 

Ret

3 Mth 

Ret

1 Yr 

Ret

2 Yr 

Ret 

(Ann.)

3 Yr 

Ret 

(Ann.)

1 Yr 

Vol

2 Yr 

Vol

(Ann.)

BNP Paribas Agriculture 4.08 15.79 31.48 13.88 --- 17.97 17.88

DWS Global Agribusiness A2 1.54 7.57 12.68 35.33 -1.09 13.93 17.16



As seen in the chart, DWS Global Agribusiness outperformed BNP Paribas in the

long run. The overall return for the 2 year period of DWS Global Agribusiness is

83.37 percent, significantly higher than the BNP Paribas Agriculture return of

22.52 percent.

In terms of country breakdown, it has one-third exposure in USA, which is a major

exporter for corn, wheat, soybean and cotton. USA exports for cotton, corn and

soybean makes up approximately half of the total world exports. With food

inflation, agribusiness companies in the USA are likely to benefit from the rise of

agriculture prices as their top-line increases.

Conclusion

The fundamentals behind the agriculture industry are increasing demand and

supply shortfalls. While we note that speculative activities could increase volatility

in agriculture prices in the short term, we feel that fundamentals are likely to

overweigh speculative activities in affecting prices in the long run. Overall, we

prefer DWS Global Agribusiness as it has lower volatility and is exposed to the

entire agriculture food chain instead of purely agriculture futures contract prices.
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Table 3: Country Allocation

Source: Fundhouse Factsheet, as of 31 Jan 2011

Rank Country Allocation % Weighting

1 USA 31.9

2 Switzerland 8.3

3 Brazil 7.6

4 Canada 7.0

5 France 4.4

6 Australia 3.9

7 Germany 3.9

8 China 2.8

9 Russia 2.7

10 Great Britain 2.6

11 Hong Kong 2.6

12 Others 19.4
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Chart 5: Wheat Future Contracts

Source: Bloomberg, as of 28 Feb 2011

Appendix I

Chart 6: Corn Future Contracts

Source: Bloomberg, as of 28 Feb 2011
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Chart 7: Sugar Future Contracts

Source: Bloomberg, as of 28 Feb 2011

Chart 8: Soybean Future Contracts

Source: Bloomberg, as of 28 Feb 2011
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Chart 9: Cotton Future Contracts

Source: Bloomberg, as of 28 Feb 2011



GENERAL DISCLAIMER 
This publication shall not be reproduced in whole or in part, distributed or published by you for any purpose. Phillip

Securities Pte Ltd shall not be liable for any direct or consequential loss arising from any use of material contained

in this publication.

This publication is solely for general information and should not be construed as an offer or solicitation for the

subscription, purchase or sale of the securities, and specifically funds, mentioned herein. It does not have any

regard to your specific investment objectives, financial situation and any of your particular needs. Accordingly, no

warranty whatsoever is given and no liability whatsoever is accepted for any loss arising whether directly or

indirectly as a result of any person or group of persons acting on such information and advice. Unit Trusts

distributed by Phillip Securities Pte Ltd are not obligations of, deposits in, or guaranteed by, Phillip Securities Pte

Ltd or any of its affiliates. No action should be taken without first viewing the details in a fund‟s prospectus. A copy

of the prospectus can be obtained from Phillip Securities Pte Ltd or online at www.eunittrust.com.sg. Past

performance is not necessarily indicative of future returns. Investments in unit trusts are subject to investment risks,

including the possible loss of the principal amount invested. Investors should note that the value of the units and

income from the fund may rise as well as decline. Investors should also note that there are limitations whenever

performance is stated or comparison is made to another unit trust or index for any specific period as no funds or

indices are directly comparable.

This publication should not be relied upon as authoritative without further being subject to the recipient‟s own

independent verification and exercise of judgment. The fact that this publication has been made available

constitutes neither a recommendation to enter into a particular transaction nor a representation that any investment

product described in this material is suitable or appropriate for the recipient. Recipients should be aware that the

investment products described in this publication may involve significant risks and may not be suitable for all

investors, and that any decision to enter into transactions involving such products should not be made unless all

such risks are understood and an independent determination has been made that such transactions would be

appropriate. Any discussion of the risks contained herein with respect to any product should not be considered to

be a disclosure of all risks or a complete discussion of such risks.

Whilst we have taken all reasonable care to ensure that the information contained in this publication is accurate, we

do not guarantee the accuracy or completeness of this publication. Any advice contained in this publication is made

only on a general basis and is subject to change without notice. We have not given any consideration to and have

not made any investigation of the investment objectives, financial situation or particular needs of any specific

person or group of persons as we are not in possession of any such information. You may wish to seek advice from

a financial adviser before making a commitment to purchase the investment products mentioned. In the event you

choose not to seek advice from a financial adviser, you should consider whether the investment product is suitable

for you. Any unit trusts mentioned in this publication is not intended for U.S. citizens.

DISCLOSURE OF INTEREST

Statement pursuant to section 36 of the Financial Advisers Act - Phillip Securities Pte Ltd, its directors and

employees may have interest in the securities recommended herein from time to time, and its associates and

connected persons may also have positions from time to time. Opinions and views expressed in this report are

subject to change without notice.

PhillipCapital is a group of companies who together offer a full range of quality and innovative financial services to

retail, corporate and institutional customers. Member companies in Singapore include Phillip Securities Pte Ltd,

Phillip Securities Research Pte Ltd, Phillip Financial Pte Ltd, Phillip Futures Pte Ltd, Phillip Trading Pte Ltd, Phillip

Capital Management (S) Ltd, CyberQuote Pte Ltd, International Factors (Singapore) Ltd and ECICS Ltd.

Information on any and all independent PhillipCapital members and the respective financial services they offer can

be obtained through the following website – www.phillip.com.sg. Members can otherwise be identified by their

authorised use of PhillipCapital brand name along with their own name in their documentation and literature.
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