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Trends in key agricultural commodity markets
- What and why?

Kenneth Baltzer
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The World Food Crisis

"Bad weather started to plague so much of the
world’s crop land that many experts conclude
that the climate itself is changing.”

Time Magazine,
"The World Food Crisis”
November 11, 1974
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Latest price developments
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Historical price developments
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The Usual Suspects

2008 1974

Low stocks Low stocks

Poor harvests Poor harvests
Exchange rate ?

High input prices High input prices

Rising incomes in China

and India Population growth

Biofuels -
Export restrictions Export restrictions

Speculation ?

Place, date, unit, occasion etc.
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Main message

These all sound reasonable, but
e We don’t know the relative magnitudes of the effects
e The literature provides some suggestions

e These are essentially “"guestimates” (albeit often informed
ones)

e Nothing is proven yet!
But maybe
e there is nothing exceptional about periodical price spikes?

e most of these factors are relatively insignificant?

Maybe it all comes down to poor harvests due to bad weather?

Place, date, unit, occasion etc.
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Hypothesis

Price spikes are a natural part of grain markets

e periods with relatively stable prices will occasionally be
broken by sudden price increases

Three characteristics of grain markets:

e Demand is inelastic

e Supply is subject to unforeseen events (weather)
e You cannot eat grain that has not been produced

Need for grain stocks
e Without stocks prices will be highly volatile

e With stocks, we can store grains from good years and use it
in bad years - stabilise prices

e However, once in a while 2-3 bad years will deplete stocks
and create price spikes

Place, date, unit, occasion etc.
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Poor harvests?

We need to look at 2000-2003 as well as 2005-2007

2005 - 2007:

e Maize: USA (2005, 2006)

e Wheat: Australia, USA, EU, Ukraine
e Rice: no decline in production

2000 - 2003:
e Maize: China, USA and Brazil (2002)

e Wheat: China, Australia (2002), Russia (2003), Ukraine(2003), USA,
Canada, EU (2001)

e Rice: China, India (2002)

Alternatively:

e Depletion of public stocks by policy decision

e EU agricultural policy reform?

e Chinas WTO accession (EU Commission, 2008)?

Place, date, unit, occasion etc.
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Input prices

Oil is an important agricultural input
o Fertilizers

e Farm machinery operation

e Transport costs

US cost share of fertilizer, chemicals and fuel in 2006:
e Maize: 32%

e Soybeans: 14%

e Wheat: 25%

Mitchell (2008) estimates that oil prices may have increased US
grain prices by15% -20% between 2002 and 2007

e Grain prices grew by 75% - 150% -> input prices may
explain about 10 - 20 percent of the price increases
e However, input prices rose further in 2008!

Place, date, unit, occasion etc.
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Input prices
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Rising incomes in China and India

When incomes rise, diets diversify
e Grains -> meat

e Dairy products

e Vegetable oil

Livestock production is an inefficient way of producing calories
-> significant increase in the demand for feedgrains

Has this contributed to the price spike?

Do we observe a significant increase in Chinese net imports of
feed grains?

Place, date, unit, occasion etc.
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Biofuels

Rapid growth in use of crops for biofuel production (2001 -
2007)

e US use of maize: 16 mill. tonnes -> 79 mill. tonnes (24% of
maize crop)

e EU use of vegetable oils: 1 mill. tonnes -> 6 mill. tonnes
(Mitchell, 2008)

Impact on prices?
e Rosegrant (2008): around 30 percent of price increases

e Mitchell (2008): up to 75 percent of price increase!
e Everything except exchange rate and input prices
e Without biofuels, stocks would have been replenished after 2003

Place, date, unit, occasion etc.
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US net exports
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Export restrictions and speculation

Export restrictions
e Main factor driving rice prices!

e Only 5% of rice production is traded, compared to 20% of
wheat and 30% of soybeans

e Largest exporters, Thailand, India, Viethnam, restricted
exports

Speculation
e Non-commercial traders adding to futures demand?

e Share of non-commercial traders on CBOT doubled to more
than 40 percent between 2005 and 2008

e Link to the credit crisis?
e IMF (2008) says no - but methodology may be questioned

Place, date, unit, occasion etc.
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Overview
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Outlook

Short Term
e Prices are on there way down
e But: Stocks are still low

Medium term
e Strong demand will keep prices relatively high

Long term

e Relatively high prices will induce investment in production
e Prices will come down again

e Until next time...

Place, date, unit, occasion etc.
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Participants that turned up for the ELOBIO workshop 30 October 2008

# Name Company/organisation E-mail
1 Dominique Dejonckheere COPA-COGECA dominique.dejonckheere@copa-cogeca.be
2 Ruth Digby National Farmers Union/UK Ruth.Digby@nfu.org.uk
3 Flavia Bernadini Chocolate, confectionary and biscuits ass. Flavia.Bernardini@caobisco.be
4 Kenneth Baltzer Copenhagen University (FOI) kb@foi.dk

5 Sander Van Bennekom

Oxfam UK (Oxfam NL)

sander.van.bennekom@oxfamnovib.nl

6 Inneke Herreman IMACE imace.ifma@imace.org
7 Geert VANMARCKE FEDIOL fediol@fediol.be
8 Alessandra Paccamiccio ebio paccamiccio@ebio.org
9 Frank Bergmans MVO Bergmans@mvo.nl
10 Ingrid Rydberg LRF ingrid.rydberg@Irf.se
11 Ywe Jan Franken Fact Foundation yj.franken@fact-fuels.org
12 Tiina Tuominen Neste Oil tiina.tuominen@nesteoil.com
13 Andreas Pilzecker DG AGRI Andreas.PILZECKER@ec.europa.eu
14 Katja Albrecht DG DEV Katja.ALBRECHT @ec.europa.eu
15 Mihai Tomescu DG ENV mihai.tomescu@ec.europa.eu
16 Jana Polakova DG ENV Jana.POLAKOVA@ec.europa.eu
17 Jeppe Lundbaek ELOBIO jelk@cowi.dk
18 Sanne Hjulgaard ELOBIO shj@cowi.dk
19 Marc Londo ELOBIO londo@ecn.nl
20 Tjasa Bole ELOBIO bole@ecn.nl
21 Luc Pelkmans ELOBIO luc.pelkmans@uvito.be
22 Silvia Prieler ELOBIO rieler@iiasa.ac.at
23 Gunther Fisher ELOBIO fisher@iiasa.ac.at
24 André Wakker ELOBIO wakker@ecn.nl
25 Anna Wrébel ELOBIO awrobel@ipieo.pl
26 Tine Villadsen Gundersen ELOBIO tvgu@cowi.dk
27 Cabal Cuesta Helena ELOBIO helena.cabal@ciemat.es




elobio®.

----------------------------------- Biofuel policies for dynamic markets ®

Appendix 3



Evaluation form - ELOBIO workshop 30 October 2008 in Brussels

Item to evaluate Relevance (score 1 - 5) Quiality (score 1 - 5)
(1 =low, 5 = high) (1 =low, 5 = high)
Distribution of scores Distribution of scores

1 | 2 | 3 | 4 | 5 1 | 2 | 3 | 4 | 5
Presentations:
Introduction and welcome 2 4 1 1 4
The ELOBIO project 1 7 1 1 7 1
Trendsin key agricultura 2 4 4 1 6 3
commodity markets
Gathering viewpoints from 2 4 3 1 6 2
stakeholders
Group work:
Group session 1 1 3 6 3 5 2
Group session 2 2 5 3 3 5 2
Other issues:
Overdl impression of the 1 5 3 1 5 3
workshop
The venue/facilities 1 1 3 4 1 3 5
Total score 1 0 12 31 28 0 1 11 38 22
Comments to the organisers: « It would be interesting to discuss some concrete examples of publicity of biofuels and special cases

where biofuels had an effect (like Brazil)
« Vey lively and interesting, even though | was reluctant to spend the whole day because of workload in
the office - BRAVO
o All matters very relevant, however two questions:
how to feed into political process
how to coordinate with other research institutes to avoid duplication
Ambitious though! However, without a representative stakeholder group (balanced), we cannot to the
work




Contact Elobio

Energy research Centre of the Netherlands (ECN)
P.O. Box 1

1755 ZG Petten

The Netherlands

info@elobio.eu

www.elobio.eu
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