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CORNSWAGGLED!
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“When China turned from an exporter of
oil and iron ore in the early 2000s, it
transformed both markets. It seems that
China becoming a net importer of corn
could also potentially transform grain
markets. “

As mentioned in a previous market view, African Swine Flu (ASF) is creating a spike in Chinese demand for corn and driving
Chinese corn prices higher.

However, the shock of ASF is also exposing a much more fundamental shortage of corn in China. The spike in world corn prices in
2011 caused China to implement a price floor for corn, to stimulate production. The corn price floor was very successful and
reported Chinese stocks of corn grew and became very large. To put this in context, Chinese stocks of corn are over 60% of all
known stocks, and four times larger than the US stocks.
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Much of the increase in Chinese corn production came from northern provinces, Heiliongjiang (HLJ) in particular. Acres dedicated
to corn rose by some 50%. As the floor price of corn was removed in China acreage for corn has fallen back again.

The problem is that as HLJ increased corn production, it also increased industrial processing of corn. Corn is processed into a
variety of products, including starch and ethanol. Industrial demand of corn in HLJ increased from 7.5m tonnes in 2016 to 18.8 in
2019.
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As production has fallen in HLJ, this has greatly reduced the available corn to export to the rest of China. In China, corn is grown in
the north, to send to the south for pig farmers. Even though HLJ is still the largest producer of corn, it is now only the third largest
exporting province in China.

2019/20
Heiliongjiang
Jilin
Inner Mongolia
Shandong
Hunan
Hubei
Liaoning
Sichuan
Shanxi
Yunnan
Other
Total

Prod
36.5
31.0
27.9
26.1
23.2
19.7
18.6
10.7
10.2
9.3
47.6
260.8

Feed
4.5
3.5
3.2
19.8
9.5
8.8
8.0
12.0
2.0
3.0
100.4
174.7

Industrial
18.8
12.8
9.0
21.6
4.8
8.1
3.3
2.4
1.1
0.7
20.3
103.0

surplus
13.2
14.7
15.8
-15.3
8.9
2.8
7.2
-3.7
7.0
5.6
-73.1
-16.9

We do not have data for the current harvest, but in July there was an update on provincial corn storage in the northern provinces.
Storage in HLJ has fallen by half this year as reported in July, and reports indicate that all storage may well be exhausted now.

If Chinese corn provinces have exhausted their stores of corn, and Chinese pig farmer demand for corn is rising, which is confirmed
by increasing pig stocks, then the Chinese will need recourse to world market for corn. We are now seeing Chinese buying of US
corn has soared to a new record.
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While it seems possible for HLJ and other northern provinces could add corn acreage if they need to, it seems more likely that
China will become a structural importer of corn.

When China turned from an exporter of oil and iron ore in the early 2000s, it transformed both markets. It seems that China
becoming a net importer of corn could also potentially transform grain markets.
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DISCLAIMER
This Market View has been prepared and issued by Russell Clark Investment Management Ltd (the "Firm") authorised and regulated
by the Financial Conduct Authority. It has been approved as a financial promotion by the Firm and as such is intended for
professional clients and eligible counterparties only and is not intended for retail client use. It is not intended for distribution to
any country where such distribution or use would be contrary to local law or regulation.
This Market View is provided for information purposes only and should not be regarded as an offer to buy or sell any investments or
related services that may be referenced herein. No guarantee is made as to the accuracy of the information provided which has been
obtained from sources believed to be reliable. The view expressed in this Market View are the views of the portfolio manager at time
of publication and may change over time. Nothing in this Market View constitutes investment, legal tax or other advice nor is it to be
relied upon in making an investment decision. No recommendation is made positive or otherwise regarding individual securities
mentioned herein. Past performance is not indicative of future performance. The price of investments can go up as well as down and
can be affected by changes in the rates of exchange. The information contained in this document is strictly confidential and is
intended only for the use of the person who has been provided the Market View by the Firm. No part of this Market View may be
divulged to any person, distributed, resold and or reproduced without the prior written permission of the Firm.
Where “forward looking” information, including estimates, projections and subjective analysis and judgement are provided no
representation as to the accuracy of such projections or estimates or that they may be realised. Certain assumptions used in
formulating such “forward looking” information may differ materially from actual events or conditions.
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