26 November 2010

Guar Seed

Seasonal Report /

December: Buy @2350-2400 TP 2780/3000 SL 2000

January: Buy @ 2370-2450 TP 2850/3100 SL 2060
February: Buy @2400-2480 TP 2940/ 3240 SL 2080

According to trade sources, the crop damage of 20-22% in India has revised the production figures
around 90 lakh bags compared to the previous trade estimates of 1 crore bags. The flood in Pakis-
tan caused during the south west monsoon in the year 2010 has left an opportunity for the Indian
exporters to encash upon. The exports of guar and it's by products are estimated to increase by
around 20-25% and the exports in the current fiscal is expected to cross 2.3 lakh bags against 2.18
lakh bags in the last year.

Our previous reports:
Guar Seed Short Term Update (bullish) - 25 August 2010

Guar Seed Update (bullish) - 5 October 2010
Guar Seed Likely to Remain Bullish - 13 Oct 2010

“ We are predominantly carryving a bullish view on Guar seed since July 2010. Above
mentioned reports have been correct and achieved target. We are now coming up with a
seasonal report expecting Guar seed to hit its life time high in this season. However, a minimal
correction should not be ruled out.”



http://www.karvycomtrade.com/downloads/karvySpecialReports/karvysSpecialReports_20101124155650.pdf
http://www.karvycomtrade.com/downloads/karvySpecialReports/karvysSpecialReports_20101124155419.pdf
http://www.karvycomtrade.com/TechnicalSnapShotsPopup.aspx?ID=67
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Price action:
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sowing activity and anticipa-
tion of more acreage in ma-
jor producing regions resulted into heavy sell-off in the futures market in August month. According
to IMD, the Northwest region of India—a key guar producing region—received 12% above normal
rainfall in the monsoon season. Better-than-normal rainfall attracted farmers to increase area un-
der guar seed cultivation. As a result, guar seed area in Rajasthan—Ilargest producing state in In-
dia—rose 10% Y/Y to 2.84 lakh hectares. Same trend was also seen in other states, but, official data
for the same is not available. Starting from September, prices started moving higher on emergence
of fresh buying discounting the factor of bumper crop this year. Furthermore, late withdrawal of the
monsoon caused crop damage in few places, which added further strength to the market. According
to trade sources, around 20% of crop damage was reported because of incessant rains in late Sep-
tember and in early October. There were different production estimates ranging from 70-120 lakh
bags, however, production could be around 90 lakh bags, more than double compared to last year.
Due to late withdrawal of the monsoon, the harvesting of the produce was delayed, which resulted
into delay in arrival of the crop to major markets. The active demand from exporters and guar gum
manufacturers supported the gain in prices.

Source: KCTL Research

Crop details:

Guar or cluster bean is a drought-tolerant annual legume crop grown in arid zones of west and
North West India and parts of Pakistan. The important feature of the guar as a commodity is that it
is less perishable unlike other Agri commodities. The guar seed can be stocked for more than three
years which makes it most preferred commodity for the stockists and traders. The yields are highly
susceptible to the amount of rainfall it receives during the monsoon season.




Guar constituents

Approximately 90% of the guar seed is
used for the production of guar gum and
the rest is used for culinary purpose and
cattle feed. Guar seed consists of three
parts, germ (43-47%), endosperm (35-
42%) and the husk (14-17%). Guar seed
extracts include Guar Split/Gum (30%),
Korma (30%) and Churi (40%). Guar
split/gum is further refined to guar
powder for easy storage purposes. The
by-product of guar gum industry is guar
meal which is a source of protein and
used as cattle feed.

Uses
Guar split/gum is used majorly in

industrial applications including BRI () RT/ETR 0§ BV

cloth and paper manufacture, oil
well drilling, explosives and as a
natural stabilizer. It is also widely
used as an emulsifier, thickener,
and stabilizer in food and cosmet-
ics. It is also used in textile, paper,
pharmaceutical, oil and many other
industries. After refined process,
guar gum is used in various indus-
tries like food industry as a stabi-
lizer, in ice creams instant pud-
dings and whipped cream substi-
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Fig 2: Components of guar seed
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India contributes about 80% to the world guar production and Pakistan is the second largest pro-
ducer. Guar is a rain-fed kharif crop which is sown in June-July and harvested in October- Novem-
ber. The major growing areas in India are Rajasthan, Haryana and Gujarat. Rajasthan is the largest
guar producing state in the India with a dominant share of nearly 80% in the production. Haryana
and Gujarat contribute 12% and 11% respectively to the guar production in India.
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The rainfall during the south west monsoon last year was much lower than the normal which was a
serious draw back to the guar crop prospects. The yield levels were declined sharply as the rainfall
was insufficient at critical growth stages. This resulted in sharp decline in the yield levels in the
year 2009. As a result of unfavorable weather condition, India’s guar production fell 60% to 3.5
lakh tons. In 2010, good south west monsoon rains supported the increase in acreage and doubled
the production estimates compared to 2009.

Area and production of guar in Rajasthan

During the kharif season in 2010 the monsoon remained favourable to the guar crop in Rajasthan
despite some delay in the onset initially. The rainfall has remained 12% above normal in the North
West India. However, according to the trade sources, rains in September end (monsoon retrieval
period) has resulted in the crop damage of 20% which is also weighing on the quality of the crop.
After discounting the crop losses the production of the current year is likely to be around 90 lakh
bags.

Arrivals
November and December are the two peak arrival period for the guar seed. Fresh arrivals from Ha-

ryana and some areas of Rajasthan like Ganganagar started in mid October as the crop is grown in
irrigated conditions. The arrivals of the guar seed are regarded to be through out the year while the
peak arrival season is during November-December. Unlike the other commodities guar is less pe-
rishable which provides more opportunity for the stockists and the traders to deal with the com-
modity. The arrival season will witness good demand as the traders, stockists, exporters and pro-
cessors actively buy in the spot markets when lower prices prevail. The seed can be stored or
processed into gum/spilt and the shelf life of the guar and its products is 5-6 years. In the current
season the arrivals have not gained momentum as the crop harvesting was delayed due to rains
during the late retrieval of the monsoon in September end.
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Global scenario:

India is the largest producer of
the guar in India which consti-
tutes about 80% of the world’s
production. Pakistan, USA,
South Africa and Sudan are the
other producers which con-
tribute very less to the
overall production. India is
the leading net exporter of
guar seed and guar gum. The
country exports over 117000
tons of guar and its deriva-
tives, which is comprised by
33000 tons of refined split
guar gum, and 84000 tons of
treated and pulverized guar
gum. The net worth of the In-
dian exports is estimated over
Rs 500 crores. The major importing countries of Indian guar products are United States of America
(12000 tons), Germany (5200 tons), United Kingdom (1200 tons), Vietnam, Netherlands, Italy.

Source: DGCIS Annual Export Report

The export enquiries trickle in
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gum exports during the 2009-10
were around 2.2 lakh tones. The
exports are likely to touch 2.5
lakh tons in 2010-11 as the Pa-
kistan- major competitor for In-
dia in guar exports, has reported
a poor crop. The floods during
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Chi :
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lower crop. According to the
trade sources the exports are
likely to increase by 15-20% on
shift in export demand from Pakistan to India and improved economic concerns in the world.

Source: DGCIS Annual Export Report
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SOURCE: DGCIS Annual Export Report, KCTL Research

Supply demand scenario in guar: (lakh bag=100kg)

Table 2: Guar- supply demand

Guar Seed Guar Split

2009-10 2010-11 2009-10 2010-11
Carry Forward 30.0 13.8 9.0 4.14
Production 25.0 90.0 7.5 27.0
Total Supply 55.0 103.8 16.5 31.14

The local demand for guar and it’s by-products are predicted around 20 lakh bags while the exports
are expected to increase to 2.5 lakh bags for 2010 in comparision with the exports of 2.18 lakh bags
in 2009.

Guar seed and guar gum ratio

The yearly average of the ratio between the guar seed and the
guar gum in 2010 is around 2.16. The ratio which is now at 2.16
means, guar gum value is 2.16 times of guar seed. This implies

Table 3: Ratio of guar seed
and guar gum
VCEVM Average Max  Min
2.63 3.15 2.12
2.56 287 2.32
2.51 2.74 2.34
2.45 272 2.23
2.13 235 1.98
2.16 2.6 1.82

that the price difference between these two will be driven as
per the ratio. The lower production during 2009 resulted in
higher guar seed prices than the guar gum as a result of
which the ratio between the two has decreased.
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Price outlook:

The fundamentals of guar have remained strong to support the up trend in prices in the long term.
The crop damage of 20-22% in India has revised the production figures around 90 lakh bags com-
pared to the previous trade estimates of 1 crore bags. The flood in Pakistan caused during the south
west monsoon in the year 2010 has left an opportunity for the Indian exporters to encash upon.
Thus the exports of guar and it’s by-products are estimated to increase by around 20-25% and the
exports in the current fiscal is expected to cross 2.3 lakh bags against 2.18 lakh bags in the last year.
The demand from the guar processors and the exporters has remained good amidst the increasing
arrivals. The stockists are also active across the spot markets in accumulating as the crop in the
current year is above the normal production. The untimely rains in the recent past has delayed the
harvesting in major growing areas of Rajasthan and created some concerns about the crop quality.
However, the increase in arrivals will pressurize the prices in the next month and create a buy
point. Special margin of 10% introduced on guar seed and guar gum by NCDEX on the long posi-
tions can also exert some pressure. We recommend to buy guar seed and guar gum for a long term
on correction.




Spread Analysis:

The difference between the two continuous contracts for last five years has always been positive
which supports our view of the bullish trend. The same trend is likely to continue in all the current
trading contracts, as all of them are in contango as of now.

Spread- Generic Contract- Guar Seed
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Spread- Opportunity: December & January- Contract - NCDEX
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Copyright 2010 Bloomberg Finance L.P.

Note: We expect the spread opportunity can be developed between December & January and Janu-
ary & February. (Contango effect to widen further)
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Technical Analysis

Guar seed NCDEX future prices started falling since the beginning of 2010 year. It started falling
from a yearly high of 2808 (1/2/2010) till 1928 yearly low (9/18/2010) thereafter it took bounce
back and currently trading higher at 2512 levels. On the higher side immediate resistance is at
2593 (previous swing high) on breach of the same is possible to test 2710 levels for short term.
Indicator analysis suggests market is trading near resistance of 61. 8% retracement at 2511 levels
(range 2872-1928). A weekly closing above the same is expected to push the prices on upside till
2649(76.4%) then 2872 (100%). Recently market has breached the trend line resistance around
2450 levels and currently taking the same support, which would help the prices to remain higher.
The RSI (14) weekly is at 0.64 levels and still has the potential to move higher. We expect a correc-
tion before resuming its uptrend.

GUARSEED-ELLIOT WAVE ANALYSIS

Elliot wave analysis

As per the Elliot wave analysis, market has witnessed a complex correction i.e. Reverse symme-
trical triangle (duration was almost 10 months). Recently market ended minor wave “e” of five
wave sequence corrective intermediate wave (4) at 1928 levels. As of now market is in fresh trend
i.e. intermediate wave (5), which is expected to bring rally in prices for short to medium term till
3000 -3200 levels. Normally 5t wave takes place with five wave sequences among these 1, 4 are
corrective and rest others 1, 3, 5 are motive in nature. As per the trend line study market has the
potential to see a correction till 2410 levels thereafter we may see an upside rally.

Outlook: We expect prices to see a correction with support levels at 2410 and 2350 levels. Sustain
above the same may help the prices to resume its uptrend. We recommend buying near support
levels.

Recommendations:

December-NCDEX: Buy at 2350-2400 TP 2780 then 3000 SL 2000. CMP 2506
January-NCDEX: Buy at 2370-2450 TP 2850 then 3100 SL 2060. CMP 2529
February-NCDEX: Buy at 2400-2480 TP 2940 then 3240 SL 2080. CMP 2560
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Disclaimer

The report contains the opinions of the author that are not to be construed as investment advice. The author, directors
and other employees of Karvy, and its affiliates, cannot be held responsible for the accuracy of the information presented
herein or for the results of the positions taken based on the opinions expressed above. The above-mentioned opinions are
based on the information which is believed to be accurate and no assurance can be given for the accuracy of this informa-
tion. There is risk of loss in trading in derivatives. The author, directors and other employees of Karvy and its affiliates
cannot be held responsible for any losses in trading.

Commodity derivatives trading involve substantial risk. The valuation of the underlying may fluctuate, and as a result,
clients may lose their entire original investment. In no event should the content of this research report be construed as an
express or an implied promise, guarantee or implication by, or from, Karvy Comtrade that you will profit or that losses
can, or will be, limited in any manner whatsoever. Past results are no indication of future performance. The information
provided in this report is intended solely for informative purposes and is obtained from sources believed to be reliable.
Information is in no way guaranteed. No guarantee of any kind is implied or possible where projections of future condi-
tions are attempted. We do not offer any sort of portfolio advisory, portfolio management, or investment advisory servic-
es. The reports are only for information purposes and not to be construed as investment advice.

For a detailed disclaimer please go to following URLs:

http://www.karvycomtrade.com/disclaimer.asp

http://www.karvycomtrade.com/riskDisclaimer.asp
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