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Food prices, and particularly the prices for basic food commodities, have risen sharply during 

the past two years. Food prices are known to be highly cyclical, but in recent years it became 

obvious some structural forces are causing food price hikes in response to supply and 

demand imbalances. In many countries, especially low-income, food-insecure or highly 

import-dependent countries, some serious concerns have been expressed about the socio-

economic implications of long-term high food prices. 

 

It was more than 200 years ago, at the start of the industrial revolution, when economist 

Thomas Malthus theorized that "the power of population is indefinitely greater than the power 

in the earth to produce subsistence for man." Luckily, his predictions of famine and disaster 

turned out to be deeply flawed, but his catastrophic predictions are coming to the fore once 

again as food shortages grip the world.  

 

Certain long-term, structural trends led to slower growth in production while rapid growth in 

demand contributed to a sharp downward trend in world aggregate stocks of grains and 

oilseeds. Recent factors that have further tightened world markets include increased global 

demand for biofuels, feedstocks and adverse weather conditions in 2006 and 2007 in some 

major grain- and oilseed-producing areas of the world. 

 
The devaluation of the U.S. dollar, rising energy prices, increases in agricultural costs of 

production, growth in foreign exchange holdings by major food-importing countries, and 

protective policies adopted by some exporting and importing countries have led to upward 

pressures on prices and led to a tightening of supplies or increased demand.  

 

Subsequently, stocks of grains and oilseeds have fallen to levels that make the global 

aggregate stock-to-use ratio for grains and oilseeds the lowest since 1970.   
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1. The Disparity Effect of High Food Prices 

 

Rising food commodity prices tend to negatively affect lower income consumers more than 

higher income consumers. First, lower income consumers spend a larger share of their 

income on food. Second, staple food commodities such as corn, wheat, rice, and soybeans 

account for a larger share of food expenditures in low-income families. Third, consumers in 

low-income, food-deficit countries are vulnerable because they must rely on imported 

supplies, usually purchased at higher world prices. Fourth, countries receiving food aid 

donations based on fixed budgets receive smaller quantities of food aid. 

 

A number of factors affect how much of an increase in world food commodity prices passes 

through to consumers’ budgets: the percentage of income spent on food, the percentage of 

retail food expenditures spent on staple foods, government trade and domestic food policies. 

Figure 1 illustrates a simplified comparison of the impact of higher food commodity prices on 

consumers in high-income countries and on consumers in low-income, food-deficit countries 

illustrates these differences. 

 

 

Source: Trostle, 2008 

Figure 1: 
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Thus, for highly import-dependent or highly food-insecure countries, any decline in import 

capacity stemming from rising food prices can have challenging food security implications, 

besides adversely affecting economic and price stability.  

 

2. The Surge in Food Prices 

 

World market prices for major food commodities such as grains and vegetable oils have risen 

sharply to historic highs in the past couple of years. Many factors have contributed to the run-

up in food commodity prices. Some factors reflect trends of slower growth in production and 

more rapid growth in demand that have contributed to a tightening of world balances of grains 

and oilseeds over the last decade.  

 

Recent factors that have further tightened world markets include increased global demand for 

biofuels feedstock and adverse weather conditions in 2006 and 2007 in some major grain- 

and oilseed-producing areas. Other factors that have added to global food commodity price 

inflation include the declining value of the U.S. dollar, rising energy prices, increasing 

agricultural costs of production, growing foreign exchange holdings by major food-importing 

countries, and policies adopted recently by some exporting and importing countries to 

mitigate their own food price inflation. 

 

 

 

Figure 2: 
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Figure 3 puts the evolution of the food commodity price index into broader perspective. 

Monthly price indices for wheat, rice, corn, and soybeans back to 1970 have been added to 

the index for food commodity prices. Wheat and rice account for the bulk of the world’s food 

consumption of grains. Corn is used for both food and animal feed. Soybeans provide 

vegetable oil for human consumption and protein feed for animals. Combined, the four crops 

account for a large share of the staple foods that are consumed globally. 

 

 

 

Figure 3: 
 

 

Two general patterns are especially significant in figure 3. First, the index of average food 

commodity prices closely tracks the prices of the four major crops (wheat, rice, corn, and 

soybeans). Second, there have been periodic spikes in the prices of the four crops during the 

last 38 years. Although some of the price spikes focused on only one of the crops, in general 

the prices of all four crops rise and recede in a similar pattern. This occurs because buyers 

can substitute among these or other commodities, whether for food use or animal feed use, 

and purchase whichever is cheaper. With the exception of the early 1970s, each period of 

rapidly rising prices was followed by a retreat back to their pre-spike level.   

 

Figure 4 charts the price index for food commodities along with an index for the average of all 

commodities and an index for crude oil. Although the food commodity index has risen more 

than 60 percent in the last 2 years, the index for all commodities has also risen 60 percent 

and the index for crude oil has risen even more. 
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Figure 4: 
 

 

Since mid-1999, when all three indices were at about the same level (and were about where 

they had been 10 years earlier), food commodity prices have risen 98 percent (as of March 

2008); the index for all commodities has risen 286 percent; and the index for crude oil has 

risen 547 percent. In this perspective, the recent rise in food commodity prices might not 

seem so severe after all. However, because an increase in the price of food–a basic 

necessity–causes hardships for many lower income consumers around the world, food-price 

inflation is socially and politically sensitive. That is why much of the world’s attention is now 

focused on the increase in food prices more so than on the more rapid increase in prices of 

other commodities. 

 

3. Behind The Surge 

 

3.1 Long-Term Trends Affecting Supply 

 

A number of long-term, slowly evolving trends have affected the global supply and demand 

for food commodities. The impact of these trends has been to slow growth in production and 

to strengthen demand. The resulting tightening of the global supply and demand balance has 

gradually put upward pressure on agricultural prices.  
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Production Economics 

 

The growth rate in the production of grains and oilseeds has been slowing during the past 

decades. Yield growth is projected to continue declining over the next 10 years to less than 

1.0 percent per year. The growth rate for area harvested has averaged only about 0.15 

percent per year during the last 38 years, but it is expected to increase in the coming decade 

as the result of higher commodity prices, conversion of forest and pastures to cropland, and 

more intensive use of existing cropland. 

 

 

 

 

 

Figure 5: 

 

 

Research & Investment 

 

Reduced agricultural research and development by governmental and international 

institutions may have contributed to the slowing growth in crop yields. Stable food prices 

during the last two decades have led to some complacency about global food concerns and to 

a reduction in R&D funding levels. Although private sector funding of research has grown, 

private sector research has generally focused on innovations that private companies could 

sell to producers. These have often been cost-reducing rather than yield enhancing 

technological developments. Publicly-funded research might be more likely to focus on 

innovations that would increase yields and production. 
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Industrialization & Environmental Degradation 
 
 
Other trends have contributed towards the slowdown in yield growth: One, over the past 

decades a small percentage of the world’s agricultural land has been converted to non-

agricultural (industrial and residential) uses. Second, the ability to obtain water for agricultural 

use has become more challenging, either because gravity-flow irrigation systems are more 

difficult or expensive to develop, or because irrigation wells have to be dug deeper as water 

tables decline. Third, climate change has increasingly become a concern for agriculture 

production, although its impact on crop production is not undoubtedly quantifiable. 

 

Water is often an overlooked but valuable commodity. For example, a horrific drought in 

Australia's rice growing areas has caused chaos in Asia while booming industrial 

development and a water shortage have harmed Chinese crop output. Water depletion is a 

serious problem in China with an estimated annual water shortfall of 40 billion cubic metres. 

The problems are being compounded by the erosion of top soil.  China expects to import the 

equivalent of 40% of US corn exports by 2010. Elsewhere, in countries such as Saudi Arabia 

acute water shortages will force them to become 100% dependent on food imports in the near 

future.  

 

 

3.2 Long-Term Trends Affecting Demand 

 

Buoyant Growth in Developing Economies  

 

Over the past decade, strong global growth in average income combined with rising 

population increased the demand for food, particularly in developing countries. As per capita 

incomes rose, consumers in developing countries not only increased per capita consumption 

of staple foods, they also diversified their diets to include more meat, dairy products, and 

vegetable oils, which in turn, amplified the demand for grains and oilseeds. Rising wealth is a 

better explanation for soaring food prices than population growth alone. 

 
Global economic growth has been strong since the late 1990s. For developing countries, 

growth has been quite strong since the early 1990s while growth in Asia has been 

exceptionally strong for more than a decade. Unusually rapid economic growth in China and 

India, with nearly 40 percent of the world’s population, has provided a powerful and sustained 

stimulus to the demand for agricultural products. 
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Figure 6: 

 

 

Rapid economic growth in developing countries has also resulted in very rapid growth in the 

demand for energy for electricity and industrial uses, as well as for transportation fuel. The 

associated increase in petroleum use in developing countries has contributed to rapidly rising 

oil prices since 1999.  The oil imports of China alone grew 20 percent per year from 166 

million barrels in 1996 to 1.06 billion barrels in 2006. 

 

Demographics 

 

The world’s population growth rate has been trending down since the 1970s. The declining 

trend applies to nearly all countries and regions of the world. However, the number of people 

on earth is still rising by about 75 million (1.1 percent) per year. This rising population adds to 

the global demand for agricultural products and energy. The impact on demand is amplified 

because the most rapid population growth rates tend to be in developing countries. Many of 

these have rapidly rising incomes, again particularly important for agricultural demand due to 

diet-diversification. 
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Figure 7: 

 

High-Protein Diets 

 

Global consumption of meat has been growing much more rapidly than consumption of grains 

and oilseeds. Between 1985 and 1990, production of meat (beef, pork, chicken, and turkey) 

rose more than 3 percent per year. Since this was well above the world’s population growth 

rate of 1.7 percent per year, per capita consumption was able to climb by 1.4 percent per 

year. 

 

Notably, Asia’s fast growing middle class is switching to meat-based diets. For example, 

Japanese today are consuming 10 times more protein than they did 50 years ago. Thus, if the 

rest of Asia will follow Japan’s example protein consumption will surge in the next decades.  

  

Furthermore, as the demand for meat rises, the demand for grain and protein feeds used to 

produce the meat grows proportionally more quickly as explained by the typical feed-to-meat 

conversion rates illustrated below.   
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Figure 8: 
 

 

 

Depleting Stock Piling 
 
 

During the past decades there were incentives for governments and private sector to reduce 

stocks. Government-held buffer stocks were deemed to be less important after nearly two 

decades of low and stable food prices. For the private sector, the cost of holding stocks, use 

of “just-in-time” inventory management, and years of readily available global supplies 

provided incentives to reduce stock holding. Over the past decade, the shift toward more 

liberalized trade reduced trade barriers which in turn reduced the need for individual countries 

to hold and build stocks. 
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Beginning in 2002, the U.S. dollar began to depreciate, both against OECD country 

currencies and many developing countries’ currencies. As the dollar lost value relative to the 

currency of an importing country, it reduced that country’s cost of importing. Since the United 

States is a major source of many agricultural commodities, foreign countries’ imports of 

commodities from the United States began to rise. This put upward pressure on U.S. prices 

for those commodities. Further, since the world price of major crops are typically denominated 

in U.S. dollars, the depreciation of the dollar also raises prices (measured in dollars). 

 

 

Figure 9: 

 

Global consumption of aggregate grains and oilseeds exceeded production in 7 of the 8 years 

since 2000.  And since 1999, the global stocks-to-use ratio for the aggregate of grains and 

oilseeds declined from about 30 percent to less than 15 percent currently—the lowest level on 

record since 1970. The resulting low level of world stocks in 2007 has caused importing 

countries to become anxious about being able to obtain their future food needs. 
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Source:  Trostle, 2008 

 

Figure 10: 
 

 

 

 

Source:  Trostle, 2008 

 

Figure 11: 
 

 



 13 

4. Megatrends Affecting Agricultural Prices 

 

4.1 The Biofuels Industry  

 

With record oil prices, the future of biofuels—made from plant material—is of keen 

interest worldwide. Global biofuels production has tripled from 4.8 billion gallons in 

2000 to about 16.0 billion in 2007, but still accounts for less than 3 percent of the 

global transportation fuel supply. About 90 percent of production is concentrated in 

the United States, Brazil, and the European Union (EU).  

 

 

 

Figure 12: 
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Brazil and the United States account for most of the world’s ethanol production. Brazil uses 

sugarcane as a feedstock, while the United States uses nearly all corn. A number of other 

countries have policy initiatives designed to increase ethanol production, but so far the total 

augmentation in production capacity has been small relative to the combined capacity of 

Brazil and the United States.  

 

 

Figure 13: 

 

The European Union is the largest biodiesel producer, and rapeseed oil is its main feedstock. 

The EU has mandated that biofuels account for 10 percent of transportation fuel use by 2020. 

The EU cannot produce sufficient rapeseed to fill the mandate and will have to import either 

some feedstocks for producing biodiesel, or some biodiesel.  

 

Russia and the Ukraine are increasing rapeseed production destined for export to the EU as 

rapeseed, rapeseed oil, and perhaps as biodiesel. Brazil and Argentina are using soybean oil 

as a feedstock to expand biodiesel production. Canada is expanding biodiesel production in 

the Prairie Provinces using rapeseed as the feedstock. 
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Figure 14: 

 

U.S. ethanol production began to expand rapidly in 2002. There were several incentives for 

expanding ethanol production: the increasing price of petroleum; concerns about the reliability 

of some traditional exporters (geopolitical tensions) and an environmental objective to 

increase the use of cleaner burning fuels. Without the concerns about petroleum, the increase 

in U.S. and world biofuels production would not have been nearly as great. 

 
Corn used for ethanol rose from about 25 million tonnes in 2002/03 to a projected 75 million 

tonnes in the current (2007/08) crop year. With this increase, corn used for ethanol production 

now accounts for about 24 percent of total U.S. corn disappearance, up from 10 percent in 

2002/03. This increase was facilitated because U.S. corn production rose in response to 

increased demand and prices, and, in general, other uses of U.S. corn (food, feed, non-

ethanol industrial uses, and exports) did not decline. 

 

Corn however, is not the most efficient source of energy – it is low in carbon hydrates – and 

about 230 kg of corn is necessary to fill an average 50 litre fuel tank with ethanol, which 

incidentally is enough corn to feed a child for a year.  Nonetheless it is expected that up to 

45% of the total US corn production will go towards ethanol production by 2015.  
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The data suggest that while U.S. corn used for ethanol production had only a small effect on 

global markets in the 1980s and 1990s, the increase in U.S. ethanol production over the past 

5 years and the related significant changes in the structure of the U.S. corn market have had 

a more pronounced impact on the world’s supply and demand balance for total coarse grains 

recently. Importantly, since the United States is the world’s largest corn exporter, some of the 

higher prices resulting from increased U.S. demand have spilled over onto world markets. 

 

 

Figure 15: 
 

 

Outlook for the Biofuels Industry: 

 

The leading raw materials, or feedstocks, for producing biofuels are corn, sugar, and 

vegetable oils. While rapid expansion in biofuels production has raised expectations about 

potential substitutes for oil-based fuels, there have been growing concerns about the impact 

of rising commodity prices on the global food system.  

 

The Chinese Government put a moratorium on expanded use of corn for ethanol because of 

rising prices and is promoting other feedstocks that do not compete directly with food crops, 

such as cassava and sweet sorghum. Mexico capped tortilla prices in early 2007 to contain 

food price inflation from higher priced corn imports. Real sugar prices hit a 10-year high in 

2006, stressing budgets of low-income people in Brazil and elsewhere. The Indonesian 
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Government increased the export duty on crude palm oil, also used in biodiesel production, in 

mid-2007 to slow the rising cost of domestic cooking oil. 

 

U.S. livestock producers are facing increased costs for corn and other feed, which may 

translate into higher retail meat prices. And in Japan, historical concerns have been revived 

about the country’s almost complete dependence on imports of feed grain and oilseeds to 

support its large livestock sector. 

 

The outlook for global biofuels will depend on a number of interrelated factors, including the 

future price of oil, availability of low-cost feedstocks, sustained commitment to supportive 

policies by governments, technological breakthroughs that could reduce the cost of second-

generation biofuels, and competition from unconventional fossil fuel alternatives. 

 
 
The rise in oil prices is the most important factor boosting the competitiveness of alternative 

fuels, including biofuels. The unprecedented 6-year rise in oil prices has prolonged 

opportunities for efficiency gains, stimulated energy conservation, and generated increased 

supply from traditional and alternative energy sources. While these adjustments may 

eventually lower oil prices, most forecasts do not show real prices falling below $50 per 

barrel.  

 

Unlike previous high-price periods, the current oil market is driven by strong demand-side 

factors. These factors include robust economic growth and rising oil demand from rapidly 

growing middle-income economies, where consumers are demanding a higher standard of 

living and exhibiting big appetites for energy. Almost two-thirds of recent global growth in oil 

demand has come from China and other middle-income economies. 

 

Feedstock costs are the most significant cost of biofuels production, ranging from 37 percent 

for sugarcane-based ethanol in Brazil to 40-50 percent for corn-based ethanol in the United 

States. Sugar beets represented 34 percent of the cost of sugar-based ethanol production in 

the EU. With rising commodity prices, these cost shares are even higher now. Another major 

cost component is energy, which may account for as much as 20 percent of biofuels 

operating costs in some countries.  

 

The ratio of crude oil prices to feedstock prices offers a simple indicator of the 

competitiveness of biofuels made from various feedstocks. The ratio of crude oil to corn 

prices, for example, rose sharply after 2004 as oil and ethanol prices increased and corn 

prices were stable. But the ratio dropped sharply after September 2006, making biofuels less 

cost competitive. 
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Currently, it is estimated that the cost of producing ethanol from corn is about $80 per barrel, 

while it is much less for sugar cane ($35 per barrel), but much more for wheat and soybeans. 

 

 

Figure 16: 

 

Technological advances and efficiency gains—higher biomass yields per acre and more 

gallons of biofuels per ton of biomass—could steadily reduce the economic cost and 

environmental impacts of biofuels production. Biofuels production will likely be most profitable 

and environmentally benign in tropical areas where growing seasons are longer, biofuels 

yields are higher, and fuel and other input costs are lower.  

 

For this commodity-dependent industry, government support to reduce profit uncertainty has 

been a common theme in the U.S., Brazil, and the EU, where biofuels production has been 

most significant. Biofuels will most likely be part of a portfolio of solutions to high oil prices, 

including conservation and the use of other alternative fuels.  

 

The role of biofuels in global fuel supplies is likely to remain modest because of its land 

intensity. In the U.S. replacing all current gasoline consumption with ethanol would require 

more land in corn production than is presently in all agricultural production. Technology will be 

central to boosting the role of biofuels. If the energy of widely available, cellulose materials 

could be economically harnessed around the world, biofuels yields per acre could more than 

double, reducing land requirements significantly. 
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Source:  Coyle, 2007 

 

 

 

4.2 The BRIC Countries  

 

Global agricultural prices have seen a structural change over the past two years, much as the 

energy and metals markets have since the early part of the decade. Heightened demand from 

the BRICs (Brazil, Russia, India and China) has put strains on food supplies around the world. 

 

As the world’s fourth largest exporter of agricultural commodities, Brazil stands to profit most 

from the expected rise in agricultural prices. With a significant comparative advantage 

conferred by advanced technology, Brazil has become a pioneer in the production of 

sugarcane-based ethanol. Brazil is expected to increase production by 145% from 2006 to 

2016, which could allow it to become the world’s top exporter of ethanol. 

 

Russia is the world’s third largest importer of agricultural commodities, particularly poultry, 

dairy, and fruits and vegetables. With just 2% of the world’s population, Russia consumes 

close to 20% of the world’s poultry. 
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China also ranks among the top ten importers of agricultural commodities. It remains the 

largest importer of cotton, the critical raw material for its textile exports, but these imports 

should fall over time as China’s export industry continues to climb the value chain. It is 

estimated that China will become the largest importer of oilseeds and consolidate its position 

in imports of oils and oilseed as biofuels production expands. 

 

 

Source:  Goldman Sachs, 2007 

Figure:  17 

 

Rising wealth levels of BRICs and other emerging markets, especially among the growing 

middle class, have led to improvement in diets, incorporating more meat, dairy and eggs. This 

increase in protein demand will continue to increase livestock prices and demand for feed. By 

2017, Goldman Sachs expects per capita incomes to triple in China, double in India and 

Russia, and increase by 50% in Brazil. 
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Source:  Goldman Sachs, 2007 

Figure 18: 

 

 

Source:  Goldman Sachs, 2007 

Figure 19: 
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With 43% of the world’s population, the BRIC countries together account for nearly 50% of 

global consumption of pork, beef, veal and poultry. China alone accounts for 30% of world 

meat consumption. Its share rose significantly over the 1990s and the early part of this 

decade, but has remained steady in recent years, even as China’s relative consumption of 

other commodities has increased dramatically. In contrast, the shares consumed by India, 

Russia and Brazil have remained steady for the past 15 years, while the US share has 

declined. 

 

Lower incomes per capita and cultural preferences mean that all of the BRICs lag US meat 

consumption on a per capita basis. Even Brazil consumes just two-thirds of the US on a per 

capita basis. At the other end of the spectrum, in India, per capita meat consumption is just 

2% of the US level. Despite cultural preferences for a vegetarian diet, Indian meat 

consumption has risen by 40% since the early 1990s. Chinese per capita meat consumption 

has more than doubled over the past 15 years, while Brazil’s has risen by more than one-third 

over the same period. 

 

However, critical environmental challenges remain. Continued urbanisation and 

industrialisation will absorb agricultural land and labour, therefore productivity (yields) will 

need to rise. While this will be good for productivity growth, it may aggravate environmental 

degradation and strain water supplies. 

 

 

 

4.3 INVESTORS’ DEMAND 
 
 
Over the past couple of years investors have “discovered” virtually a new asset class, namely 

commodity investing which typically are linked to a host of various broad-based commodity 

indices, for example the Dow Jones AIG Commodity Index, Goldman Sachs Commodity 

Index, Rogers International Commodity Index and CRB Commodity Index. After the equity 

bear market of 2000-2002 institutional investors have started to show some interest in 

commodities, especially given the uncorrelated characteristics of commodity prices with 

financial market returns.  More importantly, the spectacular surge in commodity prices has 

fuelled investors’ interest; assets invested in commodity index trading strategies have risen 

from $13bn in 2003 to more than $250 as of March 2008, as depicted by figure 20.      
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Source: Masters, 2008 
 

Figure 20: 
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Figure 21 depicts the net purchases of investors in the commodities futures market since 

2003. Notably, during this period investors have stockpiled corn futures equivalent to the 

entire demand for the US ethanol industry for a year. Similarly, enough wheat futures have 

been stockpiled to feed every US citizen for at least two years.   

 

 

 

Source:  Masters, 2008 
 

Figure 21: 
 

 

Recently, Exchange Traded Fund (ETF) providers issued a plethora of ETFs ranging from 

broad-based indices to specific commodity plays such as energy, metals and agriculture. 

Figure 22 shows an example of such ETFs currently on offer in the USA. Note that most of 

these funds were started in 2008, obviously on the back of strong commodity price 

performances.   
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Source:  Iacono, 2008 

 

Figure 22: 
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While investors in such commodity funds have no direct economic interest in commodity futures 

markets, i.e. they are not producers or consumers of commodities, some debate have been taking place 

in recent months about the effect of their investing activities on commodity prices.  

 

On the one hand market exponents such as George Soros and Michael Masters claimed that the “new” 

investors have distorted market prices since they are in principle not sensitive to commodity price 

movements. In essence they are “buy and hold” (long only) investors whereas traditional speculators will 

take both long and short positions. One criticism is that investors, unlike traditional speculators only 

consume liquidity, but not providing it. Furthermore, the commodities future market relative to the equity 

market is small (about 200 times smaller), thus large scale investing into the commodities market would 

have a profound effect on market price movements and will lead to price bubbles.  

 

Other groups have disputed the argument that the “tail is wagging the dog”. Researchers such as 

Sanders, Irwin and Merrin found very little evidence of such a relationship. For example, if investment 

speculation led to higher future prices than inventories of grains and oil seeds would rise, yet for both 

groups inventories have fallen sharply. 

 

The effect of investors’ demand for commodity futures is not easily quantifiable. Nonetheless, the 

exponential rise in commodity ETFs and investments allocated to such funds is reminiscent of 

commodity price bubbles, which since July 2008 started to deflate significantly.  

 

 

5. Future Trends and Concerns 

 

Issues affecting Demand: 

 

Global economic growth: If rapid growth continues, particularly in developing countries, it 

will continue to put upward pressure on food commodity prices through increases in food 

demand. 

 

Energy prices and Biofuels production: If petroleum prices continue to rise, costs of 

agricultural production will rise, as will the cost of processing, and the cost of transporting 

products to markets both within a country and exporting to other countries. Continued high 

petroleum prices will also sustain the global incentives to produce more biofuels. 

 

The USDA is projecting that world food commodity prices will not retreat to the past long-term 

levels. Moreover, the rapidly increasing global demand is expected to be the primary 

contributor to future upward pressure on food commodity prices. 
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Issues affecting Supply: 

 

Cost of inputs: Continued increases in production costs, especially in energy-related costs, 

will restrain the world’s production response. Higher costs for fertilizer, fuel, and seeds could 

cause farmers without access to credit to plant less than they otherwise would have, or to 

shift to crops requiring fewer inputs. 

 

Additional cropland (quantity and quality): What will be the long run impact of higher world 

food commodity prices on the amount of land used to produce the crops? What is the 

productivity of the land that will be used to increase production? 

 

Water shortages: How quickly will constraints on the amount of water available for 

agricultural production become more widespread? 

 

New seed varieties and use of biotechnology: Will higher food prices encourage some 

countries to adopt the use of biotechnology, especially genetically modified seed for crops? 

Will future research focus more on yield-enhancing varieties rather than cost-reducing 

innovations? 

 

Biophysical response to climate change: How will climate change affect agricultural 

production? How will it change temperatures, precipitation, the length of growing seasons, 

and variability of yields? 

 

With low world stocks of food commodities, food prices are vulnerable at the moment to a 

production shortfall in one or more major production areas. If a significant shortfall occurs this 

year due to weather or disease, food prices might continue to rise sharply from the current 

high level. Although trade flows can mitigate some of these effects, new or existing trade 

restrictions or barriers can exacerbate price impacts. However, if good crop production 

conditions exist in the Northern Hemisphere, food commodity prices could retreat significantly 

from their current highs. 



 28 

 

Sources: 

 

Coyle, William.  2007. “The Future of Biofuels: A Global Perspective” Amber Waves, 

Vol. 5, Issue 5, pp 24-29, November. Economic Research Service, United States 

Department of Agriculture. 

Available:  www.ers.usda.gov/amberwaves  

 

Goldman Sachs,  2007.  “Food, Glorious Food: Agricultural Commodities” BRICs and 

Beyond. Chapter 21, October. 

Available: http://www2.goldmansachs.com/ideas/brics/book/BRICs-Chapter21.pdf   

 

Iacono, Tim,  2008.  “Buy The Stocks? Or, Buy The Commodities?”  Iacono 

Research, LLC. 

Available: www.iaconoresearch.com  

 

Masters, Michael W.,  2008. “Testimony before the Committee on Homeland Security 

and Governmental Affairs, United States Senate”.  Masters Capital Management, 

LLC, May 20. 

 

Rosen, Stacey & Shapouri, Shahla.  2008.  “Rising Food Prices Intensify Food 

Insecurity in Developing Countries” Amber Waves, Vol.6, Issue 1, pp 16-21, 

February.   Economic Research Service, United States Department of Agriculture. 

Available: www.ers.usda.gov/amberwaves  

  

Sanders, Dwight R., Irwin, Scott H., and Merrin, Robert P.  2008. “The Adequacy of 

Speculation in Agricultural Futures Markets: Too Much of a Good Thing?” Marketing 

and Outlook Research Report, Department of Agricultural and Consumer Economics, 

University of Illinois, June. 

Available: http://www.farmdoc.uiuc.edu/marketing/morr/morr_archive.html  

 

Trostle, Ronald. 2008.  “Global Agricultural Supply and Demand: Factors 

Contributing to the Recent Increase in Food Commodity Prices” Economic Research 

Service, United States Department of Agriculture, May.  

Available: www.ers.usda.gov  

2009-17 
Production 2.2 2.5 2.1 



 29 

Appendix 1 
 

Examples of major grain and oilseeds imports 
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APPENDIX 2 
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