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Introduction

In a first quarter of varied economic performances globally, China’s stellar 18.3% Q-on-Q rebound stood
out while other major economies made more tentative returns to respectable growth rates post-
pandemic. Although an unprecedented surge in global liquidity has taken many world equity markets to
near or beyond all-time highs, the rally in commodity markets has been in response to different factors
and has occurred less uniformly. The case for a rerun of the commodity super cycle conditions of 2006-
08 is thus far not proven.

In the previous boom, China’s demand for raw materials sent industrial and mineral commodity prices
spiraling upwards across the board; this time the upside was initially more selective, as China moved to a
new phase in its economic growth and world commodity markets generally evolved in response to other
factors, including drought, freight bottlenecks and geopolitical restrictions on trade. This time food and
soft commodity prices have made the early running, with industrial and energy markets moving up more
selectively.

However, within this trend some agriculture markets have disappointed, such as sugar, where
international demand has faltered, and cotton, where Chinese Xinjiang-grown crops were the subject of
controversy when Nike pulled its buying amid accusations over labor conditions in the province.
Elsewhere the market for pork, at the core of the new protein-based Chinese diet, has been volatile in the
wake of rebuilding of herds since the 2018 African Swine Flu (ASF) catastrophe — with recovering supply
periodically hit by regional outbreaks of ASF variants, such as last year’s major outbreak in the North of
the country and again, as recently as March this year, there has been a worrying spate of new cases which
the Chinese authorities are currently struggling to control.

But despite such setbacks, a more selective super cycle in soft and agricultural commodities seems alive
and well. Pricesin the grains and soybean complex in particular have reflected the impetus of a tightening
global supply/demand imbalance, with markets in major producing countries, notably the U.S., struggling
to satisfy demand at home in the face of diminishing stock levels.

World stock levels for corn and soybeans had been steadily tightening in recent months, but starting with
the March 31st release of the U.S. Department of Agriculture’s (USDA’s) planting intentions report, and
through the early planting season, prices surged and a firm, if increasingly volatile tone, has been set for
the remainder of the season. While in the previous soybean crop year, carryover stock levels provided a
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cushion, this year there is no room for any yield impairment. For example, global 2020-21 soybean ending
stocks, i.e., supplies left over after current demand is met, stood at 93.59 million metric tons, down over
17% from two years earlier.

This stocks-consumption squeeze is in danger of becoming a paradigm for agricultural markets more
broadly, with price rationing increasingly in evidence across a range of markets.

Global food prices have been moving upwards over the past 12 months, posing challenges at a time when
many economies are ill equipped to fill the feed gap wrought by the new stocks-consumption paradigm.
See Figure 1.

Figure 1
FAO Food Price Index

Food Price Index —— Meat Dairy Cereals

Source: S&P Dow Jones Indices LLC, Food and Agriculture Organization (FAO) of the United Nations. Data
from January 2005 to February 2021. Past performance is no guarantee of future results. Chart is provided
for illustrative purposes.

China’s steady ratcheting up of its corn imports throughout the first quarter has contributed to the bullish
tone, although there remains doubt as to the likely long-term extent of buying interest.

Speculation continues in the face of opaque data as to whether China is restocking on a one-time basis or
returning to the market to ensure current consumption needs. It may be impossible to achieve both
against a backdrop of reduced world stocks compounded by the U.S. acreage and carryover situations.
Whichever it is, or indeed if both, Beijing may need to compromise its official strategy to ensure human
and feedstock needs in the medium term. Among other key objectives the 14th Five Year Plan (14FYP)
with respect to agriculture stresses increased diversification of supply, increasing domestic crop yields and
improving overall domestic self-sufficiency —a combination which could clash explosively in a situation of
tightening market conditions through the balance of this year.

GLOBAL COMMODITIES APPLIED RESEARCH DIGEST | Newsletter | www.jpmcc-gcard.com | July 2021
2



Surging World Grain and Qilseed Markets Test Beijing’s Food Security Strategy -

Furthermore, with U.S. renewable diesel demand surging, forcing up oilseed prices, China too will have to
decide on food-vs-fuel,! or in this case animal feedstock versus energy, demand causing further tensions
between consumption needs — both food and fuel — and the larger objectives of the Green Economy.

With the rapid transformation of the Chinese diet from a plant-based to a protein-rich one based largely
on pork, the need to rebuild hog supplies after the successive ASF outbreaks is pressing. But herd rearing
requires a boost to feedstock purchases, again taking away supply from other market segments.

In corn, there is no way of knowing if Beijing plans to restock, or only consume, or both, even as U.S. prices
broke through $7/bushel breaching 2013’s record highs of $6.96 — and after reportedly abandoning its
ethanol mandated production targets last year (Reuters, 8/1/2020). Known traditionally as a canny,
patient and often unpredictable buyer in world grain markets, this year Beijing is paying up and has now
become the world’s largest importer of corn, probably importing an estimated total 33m metric tons, 70%
of which will come from the U.S.

In the USDA’s April World Supply and Demand Estimate (WASDE), corn exports rose by 1.9 m tons for
March, making it the largest monthly total on record, compared to the previous high set in November of
1989. U.S. annual total exports are expected at just shy of 70m tons, a third of which will go to China.

In a move to head off the looming corn supply crisis, China has decided to prioritize corn production by
expanding planting area in 2021 to support the production of grains on barren lands, despite the intense
environmental implications and irrigation needs of such a measure. Once again, the targets of the
proclaimed Green Economy may be shelved to ensure stability and food security in the cities and
countryside, as well as feedstock for meat production.

To head off the crisis brought on by corn shortages, Beijing has raised the minimum price for wheat for
the first time since 2014. See Figure 2 on the next page. Rising corn prices have forced animal feed mills
to shift toward using more wheat, decreasing grain supplies.

China’s prices of grain traded on the Dalian Commodity Exchange bear no relationship to world export
prices and are largely policy instruments to encourage farmers to produce prioritized crops. For example,
prices for soybeans and corn on the Dalian Commodity Exchange approximately double U.S. prices for
such domestic support reasons — even with current conditions standing at around 1.9 and 2 times Chicago
levels respectively.

Similarly, Chinese stocks of e.g., corn, while officially reportedly the world’s largest, at upwards of 55m
tons, do not form a realistic component of world tradeable stocks and should be assessed accordingly.
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Figure 2
Corn Prices: U.S. vs. Dalian in U.S. $ / Bushel
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Conclusion

As rising incomes speed up the shift to a protein-rich diet, demand for corn and soybeans is growing at a
time of tightening global supply, pushing up prices. A continuation of those trends could not only touch
off a destabilizing rise in food inflation but could also force China to re-examine its medium-term food
security strategy.

Endnotes

A version of this article was originally published by Enodo Economics, https://enodoeconomics.com/.

1 Till (2016) covers a JPMCC Research Council meeting on modeling grain price volatility with the advent of biofuel mandates.
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