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ood Inflation: a new buraen on '

 What is the trend of consumer price
inflation?

 The 2008 global food price explosion:
what happened?

* Is world agriculture entering a new era?

« How will the financial crisis affect food
inflation?

Stefan Tangermann, University of Géttingen
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Consumer price inflation, % per year for aggregate of all OECD countries
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Interim conclusions (1)

e Inflation rates in OECD countries have
declined

e |nflation rates have harmonized across
OECD countries

* In the past, food prices have declined
relativ to other prices

* More recently, food has added to
inflationary pressures

» Some food prices have exploded in 2008
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Cereal prices in real terms, schem
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Cereal prices in real terms, schem
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Wheat prices in real terms
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The bubble bursts

Weekly spot prices
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Not all food prices exploded

2000 = 1000 .
World market prices
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Interim conclusions (2)

* Food price explosion 2007-08 was neither
first nor most pronounced global 'food
crisis'

* Prices have calmed down

* Price level will, though, remain 10% to 50%
higher than in the past (in real terms)

* Price volatility is likely to remain high

Stefan Tangermann, University of Géttingen o)

What happens to world prices, |

Change in world prices expected for 2017, relative to baseline
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Supply balance cereals (incl. rice)
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Oilseeds: Brazil mirrors Chir

Supply balance oilseeds
China Brazil
100 90
— Production _Historical Projected ——Production  Historical Projected >
20 | - 30
—Use / U /
— 70
60 - Met export f ——Netexport /
40 % !\//
5 20 e s /4;
g S 40 //
0 - — W\/\ — . B// Py /
“ .
\- 20 &
40 [
\ 10 \/\f,
-60 o
\qgQ \qg'b \qg‘b \99(3 qu"l, qu‘:) qu% ’),Q\'\ r)p\h qp\'\ ,\Cb(éh \q(a \q{a‘b ’\gg‘b QQ'L QQCJ (ng‘b fLQ’\’\ qp\br q,d\’\
Source: OECD

Stefan Tangermann, University of Géttingen




Growing importance of biofuel |

USA: Ethanol
production to double
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Growth in consumption, 2007 to 2017 (mill t)

EU: Growth in ethanol
and biodiesel
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Interim conclusions (3)

Global food prices are underpinned by
growing demand

Impact of demand expansion in big
emerging economies must not be
overestimated

Biofuels are significant driver of demand
for crops — but depend crucially on
government support

High energy prices push costs and prices

Stefan Tangermann, University of Géttingen

e« Commodity bubble bursts more rapidly
 Demand expansion is curtailed

e Credit crunch limits imports of poorest
countries

* Credit crunch constrains agricultural
investment in developing countries

* Financing international trade becomes a
headache

Stefan Tangermann, University of Géttingen




Interim conclusions (4)

* Financial crisis curbs demand growth
... but also expansion of supply
« Commodity bubble bursts more rapidly

* Longer-term impact on agricultural
commodity prices could be neutral

* Financing international trade requires
more attention

Stefan Tangermann, University of Géttingen

Final Conclusions

 Consumer price inflation has declined in
long run

* Food prices have small share in overall
inflation

» 2008 food price explosion was temporary

* World food prices calm down, but remain
higher than before 2008 food price
explosion

* Increasing market volatility requires

Stefan Tangermann, University of Géttingen



