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1) The present state and foreseeable future of the world cereals stocks 

Let us remember that there is a fundamental reverse correlation between the levels of global stocks and global prices.

The World Agricultural Supply and Demand Estimate (WASDE) published the 9 November 2010
 by USDA shows that global cereals ending stocks projected for the 2010-11 marketing year would decline by 62.8 million tons (Mt), from 489.8 Mt in 2009-10 to 427.0 Mt in 2010-11, representing 19.6% of the projected production level of 2,179.5 million tons (Mt) as against 22.0% of the production level of 2,229.4 Mt in 2009-10. On this 62.8 Mt total reduction in cereals stocks, 38.8 Mt concern coarse grains – from 199.0 Mt (17.95% of the production of 1,108.8 Mt in 2009-10) to 160.23 Mt in 2010-11 (14.8% of the production of 1,085.2 Mt) – and 22.9 Mt concern wheat – from 195.4 Mt in 2009-10 (or 28.6% of the production of 682.7 Mt) to 172.5 Mt in 2010-11 (26.8% of the projected production of 642.9 Mt). Rice stocks would minimally decrease from 95.37 Mt (21.6% of the production of 441.0 Mt in 2009-10) to 94.27 Mt (20.9% of the projected production of 451.4 Mt), i.e. a decline of 1.1 Mt or 1.2%. 

What is worth underlining is that 69.5% of these projected lower stocks from 2009-10 to 2010-11 are attributable to the US (26.64 Mt or 42.4% of the total) and the EU (16.05 Mt or 27.1% of the total).

Table 1 – Share of US and EU in the lower global cereals stocks from 2009/10 to the expected for 2010/11

	Million tonnes
	World
	US
	EU
	US+EU
	(US+EU)/world

	All cereals
	62.79
	26.64
	16.99
	43.63
	69.5%

	Wheat
	22.9
	3.47
	3.75
	7.22
	31.5%

	Coarse grains
	38.79
	23.55
	13.40
	36.95
	95.2%

	Rice*
	1.10
	-0.38
	-0.16
	-0.54
	


Source: WASDE report of 9 November 2010. The negative signs for the US and EU stocks of rice means that they would rise.
More precisely 37 Mt or 95.2% or the reduced global level of coarse grains stocks (38.79 Mt) come from the US (23,55 Mt or 60.7%) and the EU (13.4 Mt or 35.5%), which can be explained for the US largely by the increase in the proportion of corn production which would be devoted to ethanol: from 30.7% of the production in 2008-09 (94.2 Mt on a production of 307.1 Mt) to 34.8% in 2009-10 (115.8 Mt on a production of 333 Mt) and to 38.3% projected for 2010-11 (121.9 Mt on a total projected production of 318.5 Mt). These 121.9 Mt of corn devoted to ethanol are 30.8% larger than the projected global corn exports of 93.18 Mt and 126% larger than the projected US corn exports of 53.9 Mt. They have resulted in a projected stocks/use ratio of 6.02, the lowest since 1996-97 (even lower than in the following chart prepared a month ago). 
Although corn price has slightly decreased from its recent highest level in 25 months – at 230.5 $ per ton at the Chicago Board of Trade the 13 October 2010 – to 223.1 $/t the 10 November, it is still 65% higher than the 135.1 $/ton low in June 2010, but still lower than the peaked of 280.95 $/t for the average price of June 2008 and the peaked daily even if it is still far from its highest level ever reached in June 2008 at 310.2 $/t. And the FOB Gulf price at 248.1 $/t reached the first week of November 2010 is 68.7% higher than the lowest level for 2010 of 147 $/t reached the first week of July, even if it is still 18% lower than the highest ever 303.2 $/t reached the third week of June 2008. 
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Despite this high corn price, but owing to the rally in oil price, ethanol production for the week ending November 5th has risen by 11.6%, at 877,000 barrels per day, in relation to a year ago. 
Even if the production of EU bioethanol is much lower than that of the US and Brazil, nevertheless it is still significant and growing, with 3.7 billion litres in 2009 (31% more than the 2.855 billion litres of 2008), with coarse grains, mostly maize, as the first feedstock, before sugarbeet and wheat, 7.5 Mt of cereals having been processed into ethanol in 2008-09.
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This high price of corn projected from the ever increasing share of production devoted to ethanol will continue to spill over the prices of all other grains – and first soybean and wheat which compete for the available arable area – but also of all animal products through the prices of feedstuffs.      

2) Revisiting the whole period 2005/06 to 2010/11 and doing justice to China and India
A close look at the larger time span from 2005/06 to 2010/11, we see the huge responsibility of the US and EU in the cereals spikes, and correlatively of all food prices, both in the 2007-08 and 2010-11 periods, despite the fact that global and US+EU stocks have risen from 2007/08 to 2009/10 (except for wheat in the EU in 2009/10):
1) From 2005/06 to 2007/08, the decline of the US+EU total cereals stocks has been 12.9% larger than that of the global stocks; from 2008/09 to 2010/11 it is expected to be 41.8% larger and for the whole period 2005/06 to 2010/11 it is expected to be 4.2% larger.
2) From 2005/06 to 2007/08, the decline of the US+EU coarse grains stocks has been 4.4 times larger than that of the global stocks; from 2008/09 to 2010/11 it has accounted for 95.5% of the fall in global stocks; and from 2005/06 to 2010/11 it has been 12 times larger.

3) From 2005/06 to 2007/08, the decline of the US+EU wheat stocks has accounted for 68.3% of that of the global stocks; from 2008/09 to 2010/11 the US+EU wheat stocks have continued to fall by 2.6 Mt whilst the global stocks rose by 7.17 Mt and, from 2005/06 to 2010/11, the US+EU wheat stocks have fallen by 5.21 Mt while the global stocks rose by 24.67 Mt.
Table 2 – The US and EU responsibility in the fall of global cereals stocks from 2005/06 to 2010/11
	Million tonnes
	2005/06
	2006/07
	2007/08
	2008/09
	2009/10
	2010/11

	All cereals

	World
	388.42
	341.96
	360.88
	451.33
	489.79
	427.00

	US
	71.68
	49.85
	54.32
	65.89
	75.83
	49.19

	EU-27
	47.23
	30.32
	26.24
	40.32
	39.56
	22.53

	US+EU
	111.92
	80.15
	80.56
	106.21
	115.39
	71.72

	 " in % of world
	28.81%
	23.44%
	22.32%
	23.53%
	23.56%
	16.80%

	Wheat

	World
	147.84
	128.18
	121.07
	165.34
	195.40
	172.51

	US
	15.55
	12.41
	12.34
	17.87
	26.55
	23.08

	EU-27
	23.39
	14.03
	12.34
	18.47
	14.40
	10.65

	US+EU
	38.94
	26.44
	20.66
	36.34
	40.95
	33.73

	 " in % of world
	26.34%
	20.63%
	17.06%
	21.98%
	20.96%
	19.55%

	Coarse grains

	World
	163.74
	138.89
	159.32
	194.34
	199.02
	160.23

	US
	54.77
	36.17
	45.06
	47.06
	48.13
	24.58

	EU-27
	22.66
	15.13
	12.77
	20.83
	24.14
	10.74

	US+EU
	77.43
	51.30
	57.83
	67.89
	72.27
	35.32

	 " in % of world
	47.29%
	36.94%
	36.30%
	34.93%
	36.31%
	22.04%

	 Rice

	World
	76.83
	74.90
	80.49
	91.66
	95.37
	94.27

	US
	1.37
	1.27
	0.94
	0.96
	1.15
	1.53

	EU-27
	1.18
	1.14
	1.13
	1.02
	1.02
	1.14

	US+EU
	2.55
	2.41
	2.07
	1.98
	2.17
	2.67

	 " in % of world
	0.77%
	3.22%
	2.57%
	2.16%
	2.28%
	2.83%


Source: WASDE reports
Table 3 – The US and EU responsibility in the two explosions of cereals prices of 2007-08 and 2010/11

	Million tonnes
	2005/06-2007/08
	2008/09-2010/11
	1005/06-2010/11

	World cereals stocks
	-27.54
	-24.33
	-38.58

	US+EU  "
	-31.35
	-34.49
	-40.19

	Share of US+EU
	113.8%
	141.8%
	104.2%

	World wheat stocks 
	-26.77
	+7.17
	+24.67

	US+EU  "
	-18.28
	-2.61
	-5.21

	Share of US+EU
	68.3%
	
	

	World coarse grains 
	-4.42
	-34.11
	-3.51

	US+EU  "
	-19.66
	-32.57
	-42.11

	Share of US+EU
	443.4%
	95.5%
	1200%


Source: WASDE reports

The following tables 4 and 5 do justice to China and India which have been finger pointed among the main causes of these prices hikes because of their increased consumption of meat and dairy products. During the whole period their cereals stocks have continued to rise when the global stocks, particularly those of the US and EU, were falling. For the whole period, from 2005/06 to 2010/11, their stocks of all cereals – largely underestimated as we have no data for Indian stocks of coarse grains – have increased by 81.5 Mt when those of the US and EU have fallen by 40.2 Mt. Whilst their stocks were almost at the same level in 2005/06 – 111.92 Mt for US+EU against 117.60 Mt for China+India, the level of the second is expected to be 2.8 times higher in 2010/11. Their wheat stocks would be 130.8% higher than those of US+EU and the coarse grains stocks of China alone would be 72.5% higher than those of US+EU combined.   
Table 4 – China and India cereals stocks have risen from 2005/06 to 2010/11

	Million tonnes
	2005/06
	2006/07
	2007/08
	2008/09
	2009/10
	2010/11

	All cereals

	World
	388.42
	341.96
	360.88
	451.33
	489.79
	427.00

	China
	107.08
	113.72
	117.41
	138.73
	149.58
	165.61

	India
	12.52
	16.93
	18.80
	32.43
	36.60
	33.48

	China+India
	117.60
	130.65
	136.21
	171.16
	186.18
	199.09

	 " in % of world
	30.27%
	38.21%
	37.74%
	37.92%
	38.01%
	46.63%

	Wheat

	World
	147.84
	128.18
	121.07
	165.34
	195.40
	172.51

	China
	34.49
	38.45
	38.96
	45.69
	54.31
	63.39

	India
	2.00
	4.50
	5.80
	13.43
	16.10
	14.48

	China+India
	36.49
	39.35
	44.76
	59.12
	70.41
	77.87

	 " in % of world
	24.68%
	30.70%
	36.97%
	35.76%
	36.03%
	45.14%

	Coarse grains

	World
	163.74
	138.89
	159.32
	194.34
	199.02
	160.23

	China
	35.81
	39.35
	40.43
	54.14
	54.42
	60.94

	India*
	
	
	
	
	
	

	China+India
	35.81
	39.35
	40.43
	54.14
	54.42
	60.94

	 " in % of world
	21.87%
	28.33%
	25.38%
	27.86%
	27.34%
	38.03%

	 Rice

	World
	76.83
	74.90
	80.49
	91.66
	95.37
	94.27

	China
	36.78
	35.92
	38.02
	38.90
	40.85
	41.28

	India
	10.52
	11.43
	13.00
	19.00
	20.50
	19.00

	China+India
	47.30
	47.35
	51.02
	57.90
	61.35
	60.28

	 " in % of world
	61.56%
	63.22%
	63.39%
	63.17%
	64.33%
	63.94%


Source: WASDE reports. * The WASDE reports do not publish data for Indian coarse grains stocks. 
Table 5 – China and India' stocks have mitigated the explosion of cereals prices of 2007-08 and 2010/11

	Million tonnes
	2005/06-2007/08
	2008/09-2010/11
	1005/06-2010/11

	World cereals stocks
	-27.54
	-24.33
	-38.58

	China + India
	+18.61
	+27.94
	+81.49

	Share of world stocks 
	
	
	

	World wheat stocks 
	-26.77
	+7.17
	+24.67

	China + India
	+8.27
	+18.75
	+41.38

	Share of world stocks 
	
	262%
	

	World coarse grains 
	-4.42
	-34.11
	-3.51

	China + India
	+4.62
	+6.80
	+25.13

	Share of world stocks 
	
	
	

	World rice stocks
	+3.66
	+2.61
	+17.44

	China + India
	+3.72
	+2.38
	+12.98

	Share of world stocks 
	101.64%
	91.19%
	74.43%


Source: WASDE reports

3) The impetus done to the US ethanol by a higher ethanol blend and more subsidies  

a) On October 13, 2010, a news release from the U.S. Environmental Protection Agency (EPA), reported by Keith Good, indicated that, “Today we waived a limitation on selling fuel that is more than 10 percent ethanol for model year 2007 and newer cars and light trucks. The waiver applies to fuel that contains up to 15 percent ethanol – known as E15 – and only to model year 2007 and newer cars and light trucks. This represents the first of a number of actions that are needed from federal, state and industry towards commercialization of E15 gasoline blends. EPA Administrator Lisa P. Jackson made the decision after a review of the Department of Energy’s (DOE’s) extensive testing and other available data on E15’s impact on engine durability and emissions.” The release noted that, “A decision on the use of E15 in model year 2001 to 2006 vehicles will be made after EPA receives the results of additional DOE testing, which is expected to be completed in November. However, no waiver is being granted this year for E15 use in model year 2000 and older cars and light trucks – or in any motorcycles, heavy-duty vehicles, or non-road engines – because currently there is not testing data to support such a waiver.”"
. 
Beside the positive reactions from the corn growers and biofuels producers, negative reactions have immediately surged from the animal products sectors:

"Nat’l. Cattlemen’s Beef Assoc. Pres. Steve Foglesong- “NCBA’s members strongly oppose mandated production and increasing government intervention that artificially inflates the cost of feed ingredients.”

An update posted the 13 October 2010 at the Greenspace Blog (Los Angeles Times) stated that, “Among the first to blast EPA was a coalition of agricultural interests, including the American Meat Institute; the Grocery Manufacturers Assn.; the National Council of Chain Restaurants; the National Chicken Council; the American Frozen Food Institute; the American Bakers Assn.; the National Meat Assn. and the National Turkey Federation: “E15 – which would be a 50 percent increase from the currently permitted level of 10 percent ethanol in gasoline – will result in dramatic increases in the portion of the U.S. corn crop used to make fuel rather than food and, when fully implemented, could result in more than 40 percent of the nation’s corn crop being diverted to ethanol production. The corn ethanol industry has received over $30 billion in federal subsidies over the last three decades.’”

"Friends of the Earth called the move foul and urged the EPA to produce a complete accounting of the air pollution that will be caused by the new blend: "The only thing 'green' about ethanol is the color of the cash subsidies handed to it by Congress," Kate McMahon, biofuels campaign coordinator at Friends of the Earth, said in a statement."
This EPA's green light to a higher ethanol blend was politically timely as "It could help Democrats in the nation’s Corn Belt. “Less than three weeks before Election Day, the Environmental Protection Agency issued a long-awaited decision to allow 15 percent of the corn-based fuel in gasoline in new cars – a major boost from the current 10 percent. “The timing of the announcement seems aimed at shoring up Democratic support in Midwestern states that President Obama carried in 2008, such as Iowa, Illinois and Wisconsin, but where some of his fellow Democrats are now scrambling”

. The more so as "There are nine at-risk Democrats from the top 10 ethanol producer states"
. The Wall Street Journal of 18 October 2010 adds: "The Energy Department’s overall safety testing is continuing, but the EPA released the results for newer models early because—well, let’s just say it wasn’t trying to fulfill President Obama’s promise to put science ahead of politics"
.  
b) In 2009 the various fixed subsidies for biofuels in the United States cost nearly $5.9 billion, and are projected to reach at least $27 billion by 2022 if all tax credits are extended alongside of the Renewable Fuel Standard (RFS). Much higher figures than $5.9 billion have been advanced: "Considering all tax breaks and other incentives, including those open to all industries, the ethanol industry receives at least $16 billion in public support, DTN’s research concluded. The actual number is higher due to the hundreds of state-level subsidies, for which no complete list has been compiled, according to DTN’s research"
.
Agriculture Secretary Tom Vilsack has just announced that $1.5 billion will be available to foster second generation biofuels "from field to filling station", among which $525 million to implement the Biomass Crop Assistance Program approved by Congress in 2008 where farmers would be paid up to 75% of the cost to plant and produce biomass crops in areas near a biorefinery, with annual payments running as long as 15 years. USDA began work on regulations in February 2010 to put it in place. Besides about $2.1 billion will be available over four years to pay up to $45 per dry ton for two years to forestland owners to gather, store and transport materials used to produce heat, power, advanced biofuels and bio-based products. 

Furthermore the Federal government will subsidize, through loan guarantees, a pipeline to bring the Midwest ethanol to the Atlantic coast, which would lower significantly its transport cost but would render even more irreversible corn ethanol production, hence also the continuation in its long run global detrimental impact on food prices.
 4) However the future of the US and EU agrofuels remains insecure

a) A report of the Congressional Research Service, prepared by Purdue University, cast doubts about the second generation ethanol
Most significant excerpts: "The establishment, maintenance, harvest, storage, and transport of cellulosic feedstocks remain far from perfect and will need to be improved in order to reduce feedstock costs. Whether the feedstock is a residue or dedicated crop, there is not much experience among producers… There are currently no commercial cellulosic biofuel plants in the United States, and plans for proposed plants are far from definite… Three plants are currently under construction and were expected to be operational by the end of 2009, but none achieved the objective… The 40% decline in the number of proposed plants from 2008 to 2009, is indicative of how much uncertainty exists in predicting when future biofuels plants will begin construction, let alone when they will reach commercialization… Between 2002 and 2008, the Department of Energy’s Energy Efficiency and Renewable Energy Biomass Program allocated more than $800 million in federal funding to both private companies and universities for advanced biofuels research and development. An additional $786.5 million from the American Recovery and Reinvestment Act (P.L. 111-5) has been slated to provide added funding for development of commercial sized bio-refineries… The six plants that initially received $385 million in DOE funding in February 2007 were originally expected to be operational by 2011. However, several of the plants have either postponed or cancelled their plans to proceed with construction". And the report concludes with the following: "In order for cellulosic biofuels to be commercialized, the cost per gallon for conversion must be reduced, regardless of the conversion technology used, and the entire process must be made more efficient by increasing the biofuel yield per ton of feedstock… Since corn and sugarcane ethanol are likely to always be less expensive to produce than cellulosic ethanol, they could crowd out cellulosic ethanol even at the 15% blending level… Biomass-based cellulosic biofuels are not yet profitable under either pricing approach (volumetric or energy-equivalent), even with a much higher tax credit of $1.01 per gallon"
.


b) Comments of November 7, 2010, by the Commodity Research Bureau underscore that: "With the Republicans taking control of the House in January, it becomes more critical than ever that the ethanol tax measures that expire at the end of this year are extended in the lame duck session of Congress that will start next week. However, it is not clear whether Congress during the lame duck session will be able to extend the tax measures because there isn't full agreement between Democrats and Republicans on how to extend the measures and since the Republicans still have filibuster power in the Senate to block legislation they don't like.  If the tax measures are not extended, the impact on the ethanol industry could be significant. If there is no longer a 54-cent tariff on imported ethanol on Jan 1, then ethanol exports from Brazil will be more economically viable and could slowly supplant U.S. corn-based ethanol.  If there is no longer a 45-cent excise tax credit for blenders, then ethanol loses that 45-cent price advantage and becomes less economically attractive relative to gasoline"
.
c) In the EU also, the tax rebate on biodiesel and bioethanol has been largely reduced, which reduces their long term profitability.

An article of 5 November 2010 quotes Bruno Hot, president of the French National Union of producers of agricultural ethanol (SNPAA): "For the bioethanol chain… the amount of detaxation has fallen from 37 €/hl in 2003 to 18 €/hl in 2010 and 14 €/hl en 2011. 14 €/hl is the minimal level if we are still to develop the bioethanol chain"
.  As for biodiesel, produced from oilseeds (rapeseed and sunflowerseed), it has also benefitted from a degressive rebate, from 35 €/hl in 2003 to 11 €/hl in 2010 and 8 €/hl in 2011. "Below 8 €/hl, "we do not know how to make do", Xavier Beulin has warned in front of the Members of Parliament".  
On the other hand Germany had also programmed since 2006 the progressive elimination of the tax rebate on biofuels until 2012. However, under the pressures of producers and to comply with the EU and German objectives on greenhouse gases reduction, the German government has eventually renounced to eliminate the rebate "for pure biofuels and some high blends and the tax rebates for the years from 2010 to 2012 will be fixed at the levels of 2009. At the same time the German authorities confirmed that… the aid will not exceed the difference between the cost of producing energy from these renewable energy sources (i.e. biofuels) and the market  price… The  German authorities further submitted that the changes in fossil fuel price and biofuels production costs will be monitored and if necessary the aid level will be adjusted in order to avoid overcompensation"
.
To conclude, it is unfortunately likely that the unavoidable rise in oil prices in the long run will boost the ethanol price, helped by speculation, spilling over the prices of all other food products and triggering new hunger riots all over the developing world. The following graph confirms the role of speculation in the corn prices volatility and particularly in the present spike due to the corn speculative longs, i.e. purchases of futures as bets on price rise, but the same is true for wheat and most other commodities, including oil and minerals:
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