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Some people worry about the world running out of oil.  They should worry about 
the world running out of food.   
 
Back on 19th May 2005, I wrote about the tightening supply in the world wheat 
trade.  At the time, the $US wheat price was $US3.09 a bushel.  Corn was trading 
at $US2.13 a bushel. I noted “in the last 5 years, world wheat stocks have 
declined from just under 19 weeks of consumption to an estimated 11.4 weeks of 
consumption for 2005/2006.  This is the tightest supply situation in terms of 
weeks of consumption since 1973 and 1974”.  “My best judgement is that the 
$US wheat price will see a significant escalation over the next year”. 
 
 

Figure 1: $US Grain Prices – 2005 to 2007 
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Source: ABN AMRO Morgans 

 
A year later on 18th May 2006, I wrote another Economic Strategy titled “The 
World Grain Boom Begins”.  By this time, the $US grain price had risen to 
US$4.15 per bushel and the corn price to $US2.52.  I noted that the stocks to 
consumption ratio of wheat had worsened over the previous year to 10.4 weeks 
of consumption.  I suggested “this is another major boom in a world wide 
commodity which is just beginning”.   
 
On 1st October 2007 the $US wheat price reached $US9.50 per bushel.  It has 
corrected to $US8.30 a bushel on 29th October.  This means that the $US wheat 
price is now some three times the level than it was when we began to write about 
the shortfall in world grain price two and a half years ago. 
 
In Figure 1, we see the escalation in world grain prices since the beginning of 
2005.  We can see that both wheat and corn rose together in 2005 and 2006.  
2007 has seen an even more dramatic escalation of the world wheat price.   
 
Our problem is that in spite of high prices, the problems in world grain supply 
have got worse rather than better.  In Figure 2 we see the stocks to consumption 
ratio for wheat over the period from 1960 to 2007.  The best available forecast 



Michael Knox
Economic
Strategy 

 Living In A Food Deficit World  
 

 Michael Knox Economic Strategy 2  
 

for the 07/08 season is that for the year ahead, the world will produce 602 million 
tonnes of wheat.  The world will consume 610 million tonnes of wheat.   
 
This means that stocks will fall again this year by 8 million tonnes.  We expect 
carryover wheat stocks in the middle of 2008 of 109 million tonnes.  This sounds 
like a lot but it is only 9.3 weeks of world consumption.  This is a lower number 
than last year and it is a lower number than the year before.  In fact, it is the 
lowest number at any time in the last 47 years. 
 
Figure 2: Year End Wheat Stocks (in weeks of consumption) – 
1960 to 2008 
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Source: ABN AMRO Morgans 

 
Of course people say that the problem is limited to wheat.  There is a reasonable 
expectation of a good corn crop this year with total world corn production rising 
to 766 million tonnes.  Unfortunately, consumption of corn is also rising.  In 
2003/2004, total world consumption of corn was 647 million tonnes.  In 
2007/2008 it is expected to be 760 million tonnes.   
 
Part of this increased consumption comes from turning corn into fodder for 
automobiles.  This is the dumbest idea that politicians have produced this 
century.  Our animals and us are now competing with automobiles for 
consumption of coarse grains.  It is entirely obvious that there is not enough to 
go around even with a good crop in the year ahead.  Consumption is so high that 
stocks can barely stabilise.  It is expected that by mid 2008, world corn stocks 
will be 112 million tonnes.  This is 6 million tonnes higher than the level in mid 
2007. 
 
However, consumption is so high that this level of stocks only provides 7.6 weeks 
of consumption.  This is down from 8.4 weeks of consumption in 2003 and 2004.  
The supply situation in corn is even tighter than it is in wheat.  It has continually  
been tighter than wheat over the past 4 years.   
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Figure 3: Model of the $US Wheat Price 
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Source: ABN AMRO Morgans 

 
In Figure 3, we see our model of the $US wheat price.  Our model suggests that 
the relative tightness of corn supplies would generate a rally in the corn price and 
a fall in the wheat price over coming months.  Since the middle of 2007, there 
has been a great deal of apparent hedge fund activity in the wheat price.  This 
has allowed the wheat price to blow out above its previous peak at $US6.35 per 
bushel reached in 1996.   
 
We anticipate that the wheat price over coming months will ease towards around 
$US7.00 a bushel.  At the same time, corn prices now around $US3.78 a bushel 
should rise to $US4.10 a bushel.  When this happens, the result will be that both 
corn and wheat will be around two times the price level that they were in early 
2005.  This is just a short term adjustment.   
 
 
Conclusion 
 
The price leader in the grain market is wheat.  World wheat stocks have been 
getting tighter each year for the last 3 years.  They are now the tightest of any 
time over the last 47 years.  We expect a short term correction in the wheat price 
but the major trend in grain prices remain solidly upwards.   
 
Some people worry about the world running out of oil.  They should worry about 
the world running out of food. 
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