


2

Markets fail & global economy shrinks
This is the worst global crisis since WWII
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Farm commodity prices
Off the peak but still as good as the 1980s
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What we will cover
How did we avoid a catastrophe in such a crisis?

• Credit crisis: where from, where to.
– insights from the GFC on the global economy
– any insight into future growth – trading partners

• Commodities outlook: includes a look back in time
– why did oil not fall to US$20 in a crisis?
– bullish longer-term but near term risks significant
– farm commodities, demand outlook robust supply volatile

• Australia: why are we more upbeat?
– robust banking system
– China has been a big plus by boosting incomes
– house prices have not fallen significantly
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Global imbalances: real economy
Current account balances as a share of world economy
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IMF estimate writedowns/bad debts
a significant risk in USA and EU
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The globe is not primed for a full recovery
we need more than China for stable growth

• US inventory cycle is generating green shoots but 
deleveraging to continue, consumer remain fragile, banks 
not lending, housing oversupply continues, and; firms 
maximising profits rather than growth.

• Europe may be finding a base on the inventory cycle but 
where is growth going to come from?

• Savage industrial cycle in Asia with rapid adjustment.

• Global trade is stabilising, not accelerating.

• China can grow on its own boosting those economies that 
exports its inputs; however,

• China is also suffering from manufacturing output deflation 
placing downward pressure on global prices.
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Households’ financial position is dire
remaining optimistic but current position is terrible
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Chinese investment
Driven by domestic factors, exports have been cream
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Global auto sales
China is rapidly catching up to the OECD 
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Commodities outlook
long-term positive but remain cautious

• Have held up remarkably well.

• Growth linked commodities have outperformed “safe 
havens”.

• Even rural commodities have match gold’s returns.

• Chinese demand providing a solid backdrop, even for farm 
commodities, however;

• Still OECD needs to grow solidly to get a sustainable surge 
in prices – China can’t drive the cycle on its own.

• Supply volatility still key for farm commodities.
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the urbanisation of 
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Copper in 2008 dollars
urbanisation drives a solid uptrend
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the days of cheap oil have well & truly gone
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China is also facing deteriorating land 
and water quality and availability.

China is labour rich, land poor
labour intensive production vs. capital intensive
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OECD demand indicator vs. metal prices
prices are again running ahead of demand
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What gave us an advantage
besides China

• Credit (& confidence) crisis not a banking crisis
– Banks kept lending.
– This allowed the Federal government to effectively use it  

solid fiscal position,
– and boosted the firepower to the RBA’s rate cuts.

• Housing & fiscal stimulus
– Housing faces strong demand vs. tight supply.
– Falling house prices & interest rates boosted affordability.
– But debt levels are high by international standards.
– First home buyers & fiscal handouts fading.
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Chinese demand has boosted our income
but the low should still be as good as the 70s peak
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Australian dairy herd still in decline
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Global dairy prices
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Australian dairy market segment mix

other retail, 
14% export, 50%

supermarket, 
30%

food service, 
6%

Sources: ABARE, Dairy Australia
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China’s diet is cereal & vegetable heavy
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Excess reserves of depositaries at Fed
banks hoarding reserves at the Fed rather than lending
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Wheat consumption per person
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Oil demand smashed in the OECD
demand fell when prices pushed up to US$60
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US disposable income
in the last year all additional income came from the Govt.
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Source: Worldmapper

The world scaled by meat production
China is already a significant meat producer
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Source: Worldmapper

The world scaled by cereal production
Where there are people, grains are grown.
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The world scaled by land area

Source: Worldmapper
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The world scaled by water resources

Source: Worldmapper
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Source: Worldmapper

The world scaled by water use
China and India is fully allocated
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Funding/loan rate reductions (since Sep-08)
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Monthly retail sales
fiscal handout created great volatility
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Federal budget swings with the cycle
deficits will be the worst in recent history
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Industrial production in Asia
There has been some startling differences
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Chinese trade balances by food sector
traditionally exporter of meat, importer of animal feed
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Beef in 2008 dollars
income demand pull quite strong for meat prices
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OECD demand indicator vs. farm prices
farm commodities also looking extended
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