Rising Agricultural Commodity Prices
Issue

Commodity prices have risen sharply over the past 18 months, especially for wheat, corn, and soybeans, which is putting upward pressure on overall U.S. food price inflation.  This has raised concerns from both U.S. and foreign customers with many citing U.S. biofuels production as the primary culprit.

Talking Points

· Since September 2006, futures prices for wheat, corn, and soybeans have roughly doubled, helping push food prices up in 2007 and 2008 at its fastest pace since 1990.  The reasons behind the rise are complex and global in scope – it is NOT a simple case of growing U.S. biofuels production.  
· Agricultural commodity prices and overall food inflation are higher due to broad range of global factors that are occurring at the same time – forming what we call “a perfect storm.”  These include:
· Unrelenting growth in foreign food demand (especially in emerging markets whose economies and middle classes are growing rapidly);
· Growing biofuels production in both the U.S. and abroad (such as the EU and Brazil)
· Reduced supplies from foreign competitors, affected by bad weather and export restrictions;
· Weak U.S. dollar and surging investment from hedge and index funds that are attracted to the favorable returns offered in commodities.
· In the long term, agricultural commodity prices will remain higher than the previous decade. Although prices are expected to ease from current levels, many of the fundamental demand factors currently in place are expected to continue, especially strong foreign food demand.

BACKGROUND
Wheat, corn, and soybeans are not the only commodities that have surged recently.  A variety of industrial metals, petroleum, coffee and cocoa are among the many that have increased a comparable amount over the same period.  USDA does not argue that biofuels are not having an impact but other global market conditions are collectively having an even greater impact.   These other factors include:

Unrelenting growth in foreign demand for food, especially in the fast growing markets of Asia, Latin America, the Middle East, and Africa, is a major contributing factor.  Rising incomes in these markets have led to a rapid expansion in their middle class and improved diets which is boosting their import demand for agricultural commodities and putting upward pressure on commodity prices. 

Reduced foreign competition.  Foreign supplies have been reduced by weather factors and have not kept pace with rising demand, causing stocks of major exporters to decline to their lowest levels in decades.  To reduce pressure on their domestic food prices, some exporting countries have restricted exports, which have pushed global commodity prices even higher.

The depreciating U.S. dollar has boosted the purchasing power of foreign consumers and put significant upward price pressures on all dollar-denominated commodities (ag and non-ag), while speculative buying by hedge and index funds has pushed up futures prices to levels we believe are unsupported by current supply-demand fundamentals.
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