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Foreword

The annual Agricultural Outlook report is prepared jointly by the Organisation for Economic Co-operation and Development (OECD) and the Food and Agriculture Organisation (FAO) of the United Nations. The projections and assessments provided in this report are the result of close co-operation with national experts in OECD and some non-member countries, reflecting the combined knowledge and expertise of this wide group of collaborators. A jointly developed modelling system, based on the OECD’s Aglink and FAO’s Cosimo models, facilitates consistency in the projections. The fully documented outlook database, including historical data and projections, is available through the OECD-FAO joint internet site www.agri-outlook.org.

This report covers biofuels, cereals, oilseeds, sugar, meats, and dairy products over the 2009-18 period. The market assessments are based on a set of underlying assumptions regarding macroeconomic factors, agricultural and trade policies and production technologies. They also assume normal average weather conditions and longer term productivity trends. The Agricultural Outlook presents a consistent view on the evolution of global agricultural markets over the next decade and provides a baseline for further analysis of alternative economic or policy assumptions.

In 2009, agricultural markets are characterised by a reduction in commodity prices following their rapid rise over the 2006-08 period. This report examines the general and commodity-specific factors behind the price declines. There is also a discussion on the evolution of retail food prices which have come down but not as quickly as international commodity prices, and with considerable regional variation. Looking forward, real commodity prices over the 2009-18 period are projected to remain at, or above, the 1997-2006 average. An expected economic recovery, renewed food demand growth from developing countries and the emerging biofuel markets are the key drivers underpinning agricultural commodity prices and markets over the medium term.

This year’s Outlook is set against a backdrop of unprecedented financial turmoil and rapidly deteriorating global economic prospects. With macroeconomic conditions changing so quickly, the standard baseline projections are complemented with a scenario analysis of revised short – term GDP prospects and alternative GDP recovery paths. A sensitivity analysis of commodity markets to crude oil prices and a survey of the impact of the economic crisis on various actors in the agri-food chain also contribute to the report’s timely assessment of the resiliency of the sector to the global economic crisis.

The issue of food security is high on the political agenda as evidenced by the number of recent high-level summits, including the first ever G8 Agriculture Ministerial in April 2009. Much of the discussion is about the capacity of the agricultural sector to meet the rising demand for food. Is there more land that can be brought into production? Can existing agriculture be more productive while becoming more environmentally sustainable? Will there be enough water? What will be the effects of climate change? This report provides a brief overview of several critical factors: land availability, productivity gains, water usage and climate change.
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THE OUTLOOK IN BRIEF


	The macroeconomic environment underlying this medium term Outlook, based on the OECD’s and World Bank’s medium term economic projections from December 2008, continues to evolve rapidly due to the ongoing financial and economic crisis. Because of the turmoil in the economic environment, the baseline projections must be interpreted with caution. The possible impacts of this deteriorating economic crisis on the baseline projections have been analysed both qualitatively and quantitatively within the present report, although an assessment of the full impact of the current global credit crunch and economic contraction on agricultural markets goes beyond the scope of this Outlook.

	A stronger than expected agricultural commodity supply response last year, particularly in developed countries, and much lower oil prices have resulted in significantly lower commodity prices from 2007-08 highs. Continued weakness in the general economy will further dampen commodity prices over the next 2-3 years, which should then strengthen with economic recovery.

	The situation varies by commodity, but average prices in real terms (adjusted for inflation) for the next 10 years are still projected at, or above, the levels of the decade prior to the 2007-08 peaks. Average crop prices are projected to be 10-20% higher in real terms relative to 1997-2006, while for vegetable oils real prices are expected to be more than 30% higher.

	Meat prices in real terms are not expected to surpass the 1997-2006 average, while reduced consumer incomes in the beginning of the projection period will tend to encourage substitution to cheaper meats, favouring poultry over beef. Average dairy prices, in real terms, are likely to be slightly higher in 2009-18 relative to 1997-2006, driven up by rising energy and vegetable oil prices, with a 12% increase in average butter prices being the most notable.

	Despite the significant impact of the global financial crisis and economic downturn on all sectors of the economy, agriculture is expected to be relatively better off, as a result of the recent period of relatively high incomes and a relatively income-inelastic demand for food.

	Global economic prospects are now more pessimistic than earlier in the year when this Outlook was prepared. In response, the Outlook includes a special focus on the resiliency of agriculture to economic recession. The analysis suggests that the reduction in agricultural prices, production and consumption, associated with lower incomes is likely to be moderate, as long as economic recovery begins within 2-3 years.

	This special focus provides an assessment of an even deeper and more prolonged recession with lower GDP and incomes than in the Outlook baseline. Demand for higher cost livestock products, such as beef, pork and dairy, would be the most seriously affected. Beef prices would be about 9% below those projected in the baseline. The reductions in crop and biofuel prices associated with the lower GDP scenarios were only about one-half those for livestock products. Among cereals, maize prices were the most responsive to lower GDP, reflecting its use primarily as a feed ingredient, rather than a biofuel feedstock.

	The special focus also includes a survey of the impact of the financial market turmoil and economic crisis on agri-businesses, from input suppliers to retail. The sector seems to be weathering the recession fairly well to date. However, downstream sectors are experiencing difficulties in obtaining access to credit. Trade finance constraints are having significant impacts on firms and should these tight credit markets persist, firm viability could be in peril. Access to credit was viewed as the key issue, particularly by smaller agri-food firms in both OECD and non-OECD countries surveyed.

	The special focus also examines the sensitivity of agricultural prices to crude oil prices. Energy and agricultural prices have become much more interdependent with industrialised farming, more processing and increased transport, as well as the emergence of the biofuels industry (particularly for maize, oilseeds and sugar feedstocks). Crude oil prices are highly volatile and some projections are well above those used in this Outlook.

	The crude oil price over the medium term assumed for the baseline is about 60% higher than the 1997-2006 average, in real terms, moderately increasing to USD 70 per barrel by the end of the projection period. If crude oil prices increased to the USD 90 to 100+ per barrel level used in last year’s Outlook, agricultural prices would be significantly higher; with the largest impact on crops, driven mainly by reduced crop production with higher input costs, but also increased feedstock demand for biofuels.

	Biofuel markets increasingly depend on government mandated use, but prospects remain uncertain, due to such unpredictable factors as the future trend in crude oil prices, changes in policy interventions and developments in second-generation technology. Biofuels will struggle to compete with relatively low fossil fuel prices as long as crude oil prices remain in the USD 60-70 range assumed for most of this Outlook, although biofuel support policies underpin ethanol and biodiesel prices and production. A projected rapid expansion of biofuel production to meet mandated use will continue to have inflating price impacts for such feedstocks as wheat, maize, oilseeds and sugar.

	Once economic recovery begins most of the growth in agricultural production and consumption will continue to come from developing countries. This is particularly evident for livestock products where the primary drivers are income and population growth, with a trend towards higher animal protein diets and continuing urbanisation.

	For almost all commodities, projected growth in imports and exports of developing countries exceeds that of the OECD area. Continued expanding South-South trade is a key feature of the Outlook. Nevertheless, OECD countries will continue to dominate exports of wheat, coarse grains and all dairy products.

	A key focus of last year’s Outlook was the large hike in food prices associated with rising commodity prices. While commodity prices have since declined, food prices have remained high in many countries. Still, food inflation has come down. Over the 3 and 6 month periods ending February 2009, the decline in food price indices in many countries has been accelerating.

	According to recent FAO work using longer term population and income projections, global food production needs to increase more than 40% by 2030 and 70% by 2050, compared to average 2005-07 levels. There is substantial additional land available for use in agriculture. Some 6 billion ha could be added to the current 1.4 billion ha of cropland. Over half of the additionally available land is found in Africa and in Latin America. These regions account for most of the available land that has the highest suitability class for rain-fed crop production. But historical expansion of arable land has been slow, and bringing more marginal land into production can involve considerable investment and lower average yields, while possibly incurring social and environmental costs.

	Crop and livestock productivity continues to rise at longer term trend rates, at least in the most productive areas, and there is considerable potential for further increases over the next 10-20 years. To capitalise on this potential requires development and adaptation of new technologies, but growth in public agricultural research expenditures is slowing. In many regions, like Central and Eastern Europe and Sub-Saharan Africa, productivity can be significantly increased using existing technologies with better access to inputs, infrastructure development and extension services.

	Agriculture accounts for over 40% of water use in OECD countries and use has been growing. Irrigation accounts for 99% of this use and major developing countries like China and India have large areas under irrigation. The FAO projects a substantial slowdown in expansion of the area under irrigation, and future agricultural production will be increasingly conditioned by water availability.

	Climate change is an important variable in future production possibilities. It will clearly add to the risks of water stress as well as the incidence and severity of floods, and likely shift production frontiers.

	Behind this fairly positive Outlook for agricultural commodity markets lies a more disturbing story about hunger and food insecurity for some 1 billion people. Food security is not only about solving the urgency in the short term; it is also about addressing the longer term issues of poverty alleviation and economic growth. Greater investment in agriculture, more effective development aid and reforms to trade and domestic policies are all part of the solution.






Chapter 1

Overview

Preparation of the 2009 OECD-FAO Agricultural Outlook report, in this year of unprecedented global economic turmoil, has been particularly difficult and requires additional caution on the part of readers when interpreting the results as the macroeconomic situation is constantly unfolding.

The Outlook baseline incorporates a serious global economic slowdown but reflects a less profound recession than that foreseen by major economic institutions in late March 2009. The macroeconomic assumptions in the baseline have GDP contracting in many regions of the world and, in the OECD area as a whole, with a resumption of economic growth projected for 2010; higher growth then continues throughout the remainder of the projection period. A special assessment of certain aspects of the impact of the unfolding economic crisis on agriculture is provided in Chapter 2.


World markets at a glance

Such was the force of the 2008 high food price shock which reverberated across countries, especially in the economically vulnerable ones, that some even raised questions about the future reliability of international markets to deliver sufficient quantities of food at affordable prices. Since then agricultural commodity prices have fallen substantially, but food prices in a number of developing countries have remained high well into 2009.

Without doubt, the influence of the macroeconomic factors in determining the contours of the world agricultural landscape has never been so profound. These forces transcend agricultural sectors, spilling over from one commodity to another and also transcend geographical boundaries, given the greater interdependence of the world economy. Continuing macroeconomic turbulence is likely to be a feature of the near term period.

In the immediate aftermath of last year’s high-price crisis, there has again been evidence of the rapid responsiveness of global agriculture. High international commodity prices have transmitted signals to farmers to allocate more resources and increase agricultural production. When measured at the global level, the cereal sector for instance, reassuringly responded with a 7% expansion in output. However, not all farmers responded similarly as high world prices are not transmitted to local producers in many instances. A decomposition of the response of farmers by economic regions reveals that: output expansion in developed countries amounted to over 12%, but developing countries together could only muster less than 1% increase in their cereal production.

This lack of response from a large part of the world underscores the need for policy reform and additional investment in productive agriculture, particularly in many developing countries. Structural problems are likely to persist, especially for the Least Developed Countries (LDCs), limiting their capacity to produce. The projections for them are marked by growing net imports of basic food commodities. In these countries, population numbers continue to increase rapidly and domestic production growth is unable to keep pace with demand.

Despite low economic prospects and much lower energy prices than seen in earlier market projections, this Outlook paints a picture of sustained crop prices in nominal and even in real terms (allowing for inflation) that remain well above the levels observed prior to the 2007-08 price peaks, i.e. during the 1997-2006 period. Most livestock prices, in contrast, are expected to remain close to the average levels for that decade in real terms (Figures 1.1 and 1.2).

Producers of cheese, skim milk powder, butter, rice and wheat will face average prices substantially lower than the price received in 2007-08. Nonetheless, the Outlook foresees nominal prices remaining above the average levels of 1997-2006 over the next 10 years, with vegetable oils having the highest increase. On average, the nominal price of all commodities other than pigmeat, will be 20% or more above their 1997-2006 average level. Similar developments are manifested in the crude oil price assumption with nominal prices substantially below recent peaks, but almost double the average price seen during the 1997-2006 decade. Moreover, the crude oil price scenario discussed in Chapter 2 illustrates that returning to high price levels of around USD 100 per barrel (as assumed in last year’s edition of the Agricultural Outlook), would lift crop prices by an additional 20% to 30%, but with livestock product prices increasing less, by around 10%.


Figure 1.1. Nominal commodity prices projected 15-60% higher than 1997-2006 but substantially lower than in the 2007-08 peak
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Figure 1.2. Real crop prices to fall from peaks but to remain above 1997-2006 average
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Prices when adjusted for inflation, that is, in real terms, are also expected, on average, to be much below their 2007-08 average peak levels (Figure 1.2). The agricultural commodities expected to undergo the largest fall in real prices, compared to their 2007-08 average, are: rice, wheat, butter, cheese and skim milk powder. But, over the outlook period, real prices of products other than beef and pigmeat, are expected to be above their average 1997-2006 levels. In real terms, the average crude oil price assumption for the next decade is substantially below its 2007-08 peak and remains well above, by around 60%, the 1997-2006 average level.

The increases in most commodity prices in the period 2007-08 and lingering concerns about the potential deleterious effects of climate change on agriculture have highlighted the issue of the potential precariousness of the state of future food availability especially in developing countries. For the medium term, however, the projections imply an increase worldwide of 10% or more for all products included in the outlook suggesting more ample future supplies. As indicated in Figure 1.3 for crops and Figure 1.4 for livestock products, relative to 2006-08 average, worldwide production of vegetable oils in 2018 is expected to be more than 40% greater, while that of oilseeds, oilmeals, poultry, butter and whole milk powder is expected to be more than 30% greater. Other than wheat and coarse grains, the Outlook foresees agricultural commodity production increasingly shifting away from developed countries towards developing regions, especially among emerging and middle income countries. This shift is especially pronounced for meat and dairy products.

Growth in consumption of agricultural products is also expected to relocate to the developing world driven by stronger population and rising incomes. Relative to average consumption during 2006-08, oilmeals use in developing countries will be almost 60% greater in 2018, while consumption of butter and poultry will be some 50% greater and that of vegetable oils will be about 40% larger.


Figure 1.3. Crops production and consumption growth from 2006-08 average to 2018, per cent
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Figure 1.4. Livestock production and consumption growth from 2006-08 average to 2018, per cent
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Reflecting the changing global production and consumption landscape, international agricultural markets are progressively becoming characterised by the emergence of nontraditional exporters who are exploiting their emerging comparative advantage in agricultural production. Figure 1.5 reflects the percentage change in exports in 2018 relative to average exports during 2006-08. This shows that trade will continue to deliver products where they have ready markets as exports expand over the next decade. But, butter and coarse grains exports from OECD countries are expected to contract by 2018 compared to their averages during 2006-08. In contrast, a larger share of wheat, rice and especially oilmeal exports will be delivered by OECD countries. Interestingly, over the next ten years, non-OECD countries are expected to provide the fastest growth of value-added agricultural and food products such as beef, pork, poultry, butter, cheese, skim milk powder and whole milk powder, if not always the largest share of trade in all these products.


Figure 1.5. Export growth from 2006-08 average to 2018, per cent
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Main trends in commodity markets


Grain markets find a new equilibrium

Prompted by exceptionally high farm gate prices and supported by favourable growing conditions, farmers around the world delivered record wheat and coarse grain crops in 2008, even though the production response was disproportionate between developed and developing countries. Importantly, the growth in output enabled grain inventories to be replenished to levels that calmed and restored confidence in markets. Higher inventories should, other things being equal, provide a buffer for an anticipated contraction in global grain output in 2009 to more normal levels. With the prospect of lower prices over the course of the Outlook than anticipated last year, there will be less incentive to expand new, less productive arable area in many countries or in higher expenditures on yield enhancing inputs. Instead, relative price changes will prompt mainly the reallocation of existing land and resources among grain and oilseed crops with those crops offering the highest returns gaining the most ground. Therefore, much of the growth in world grain output is expected to stem from productivity gains, but yield growth is not expected to match the rate attained in the previous decade.

Declining growth in per capita demand for staple foods remains an important feature characterising wheat and rice markets. Although the direct food consumption of grains is generally resilient to falling household incomes, demand for grains from other sectors is much more exposed to macroeconomic turbulence. For instance, demand from the biofuel sector for energy feedstocks, particularly for maize in the United States and increasingly for wheat in Europe, is likely to be supported by mandates rather than through competition with petroleum products which, with the help of tax concessions and other forms of public support, was the case in the past few years. Feed grain demand by livestock sectors while continuing to be an important growth driver, particularly in developing countries, will also be moderated by the macroeconomic environment as the consumption for these commodities is much more sensitive to changes in income, though prospects appear brighter ahead.




Wheat transactions fuel expanded grain trade

Growth prospects in global grain trade remain firm but only after several years of hesitant performance. The economic downturn, twinned with liquidity constraints, looks likely to take its toll on international grain trade and other commodity exchange as well. However, assuming that confidence returns to markets early in the coming decade, world wheat trade is projected to expand at an average annual rate of almost 2% over the remainder of the projection period. The US, the EU and Australia are set to govern global wheat supplies, but by the end of the Outlook, the CIS country group is expected to be the dominant source of wheat exports. Developing countries will continue to fuel global wheat demand, such as those situated in South and East Asia, as well as Africa, such as Nigeria and Egypt, to feed fast growing populations. Saudi Arabia is also projected to confirm its status as a major importer in view of the recent change in policy to gradually phase out large production subsidies. Overall rising per capita incomes and expanding populations fuelling the food markets of developing countries are behind increased imports and global demand that has outpaced domestic production capacity. But generally, growth in per capita food consumption of wheat is expected to remain modest or even to decline in some countries, notably in China. Diets in these countries are slowly shifting towards more value added food products in the face of rising incomes; a phenomenon that has already taken place in much of the OECD area.

In the case of coarse grains, prospects for trade expansion beyond the rate of the preceding decade are much more subdued. The growth in international demand for coarse grains will be predominantly driven by increased feed demand from livestock industries in developing economies, which are expected to resume their rapid pace of expansion after several years of lacklustre growth. Imports by these countries, as a group, are expected to grow to 97 million tonnes, representing nearly three-quarters of the world total, offsetting the anticipated decline in deliveries to developed countries.




Productivity increases support the rice sector but climate change could forestall progress

The high price event of 2008 demonstrates just how much political weight rice continues to carry around the world, as the reasons behind the doubling of international quotations over 2006-08 had more to do with government interventions and trade restrictions than with supply and demand fundamentals. The totality of all uncoordinated policy interventions which were made in the hope of shielding domestic markets from external events, only served to heighten international rice prices and volatility.

Soaring rice prices in 2007 and 2008, combined with an intensification of government support, stimulated a strong expansion in paddy cultivation in 2008, demonstrating that the sector can quickly react to improved economic incentives when they arise. The tendency for rice plantings to expand may well continue in the next few years, especially in those countries that have renewed their commitments to rice self-sufficiency goals. However, by the end of the Outlook, the area under rice is expected to have changed little from current levels reflecting offsetting country adjustments. Most of the world’s largest producers may witness a contraction, with the retrenchment likely to occur in the less efficient subsistence farming sectors, while commercial rice...
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