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Foreword



T
he Agricultural Outlook is prepared jointly by the Organisation for Economic Co-operation and
 Development (OECD) and the Food and Agriculture Organization (FAO) of the United Nations. The
 main purpose of the report is the attempt to build consensus on global prospects for the agriculture,
 fisheries and food sectors, and on emerging issues which affect them. Accordingly, the projections
 and assessments provided in the report are the result of close co-operation with national experts in
 OECD countries as well as some key non-OECD countries and agro-industry organisations, 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 and
 analysis of 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 annual report provides market projections for biofuels, cereals, oilseeds, sugar, meats,
 dairy products and, for the first time, fish and seafood over the 2011-20 period. The market
 assessments are contingent on a set of underlying assumptions regarding macroeconomic factors
 and the continuation of domestic agricultural and trade policies. They also assume normal weather
 conditions and long-term productivity trends. As such, the Outlook presents a plausible 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. 


Underpinning this Outlook are expectations that world economies will continue recovering
 from the 2009 global crisis; that population growth will continue to slow; and that energy prices will
 trend upwards. The setting for these projections is one of high and volatile commodity prices in recent
 years with new price hikes again in 2010 and early 2011. A good harvest this year will be critical in
 bringing more stability to commodity markets. However, many of the drivers of price volatility –
 weather, yields, stocks, energy prices – may themselves be more volatile in the future. Agriculture
 and fish production and trade will continue to grow, led by the emerging economies, while growing
 food deficits are expected in Sub-Saharan countries. 


An important message from this report is the need for both shorter term measures to help
manage and mitigate the risks associated with volatility and for further investment to enhance the
productivity and resilience of the global food and agriculture system. The implications of high and
volatile prices for food insecurity have become a central issue for the G20 and new proposals for
action are to be considered at the June 2011 meeting of G20 Agriculture Ministers. 
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SFP Single Farm Payment scheme (EU)


SMP Skim milk powder


SPS Sanitary and phytosanitary measures


T Tonnes


T/ha Tonnes/hectare


THB Thai baht


TRQ Tariff rate quota


UHT Ultra-heat treatment is the partial sterilisation of food by heating it for a short time
 UN The United Nations


UNCTAD United Nations Conference on Trade and Development
 UNICEF The United Nations Children’s Fund


URAA Uruguay Round Agreement on Agriculture
 US United States 


USD United States dollar


USDA United States Department of Agriculture
 v-CJD New Creutzfeldt-Jakob Disease


VAT Value added tax


VHP Very high polarization sugar


WAEMU West African Economic and Monetary Union
 WFP World Food Programme


WMP Whole milk powder
Wse White sugar equivalent
WTO World Trade Organisation
ZAR South African rand
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Outlook in Brief


Commodity prices rose sharply again in August 2010 as crop production shortfalls in key producing
 regions and low stocks reduced available supplies, and resurging economic growth in developing and
 emerging economies underpinned demand. A period of high volatility in agricultural commodity markets
 has entered its fifth successive year. High and volatile commodity prices and their implications for food
 insecurity are clearly among the important issues facing governments today. This was well reflected in the
 discussions at the G20 Summit in Seoul in November, 2010, and in the proposals for action being developed
 for consideration at its June 2011 meeting of Agriculture Ministers in Paris.


This Outlook is cautiously optimistic that commodity prices will fall from their 2010-11 levels, as markets
 respond to these higher prices and the opportunities for increased profitability that they afford. Harvests
 this year are critical, but restoring market balances may take some time. Until stocks can be rebuilt, risks
 of further upside price volatility remain high. This Outlook maintains its view in recent editions that
 agricultural commodity prices in real terms are likely to remain on a higher plateau during the next decade
 compared to the previous decade. Prolonged periods of high prices could make the achievement of global
 food security goals more difficult, putting poor consumers at a higher risk of malnutrition. 


Higher commodity prices are a positive signal to a sector that has been experiencing declines in prices
 expressed in real terms for many decades and are likely to stimulate the investments in improved
 productivity and increased output needed to meet the rising demands for food. However, supply response
 is conditioned by the relative cost of inputs while the incentives provided by higher international prices are
 not always passed through to producers due to high transactions costs or domestic policy interventions. In
 some key producing regions, exchange rate appreciation has also affected competitiveness of their
 agricultural sectors, limiting production responses.


There are signs that production costs are rising and productivity growth is slowing. Energy related costs
 have risen significantly, as have feed costs. Resource pressures, in particular those related to water and
 land, are also increasing. Land available for agriculture in many traditional supply areas is increasingly
 constrained and production must expand into less developed areas and into marginal lands with lower
 fertility and higher risk of adverse weather events. Substantial further investments into productivity
 enhancements are needed to ensure the sector can meet the rising demands of the future. 


Main messages:


● Agricultural production is expected to increase in the short term, assuming normal weather, as a result
 of an expected supply response to current high prices. Commodity prices should fall from the highs of
 early 2011, but in real terms are projected to average up to 20% higher for cereals (maize) and up to 30%


for meats (poultry), over the 2011-20 period compared to the last decade. Increases in commodity prices
 are now moving down the commodity chain into livestock commodities.


● As higher prices for commodities are passed through the food chain, recent evidence indicates that
 consumer food price inflation is currently rising in most countries, contributing to higher aggregate
 consumer price inflation. This raises concerns for economic stability and food insecurity in some
 developing countries as the purchasing power of poorer populations is reduced. 


● Global agricultural production is projected to grow at 1.7% annually, on average, compared to 2.6% in the
 previous decade. Slower growth is expected for most crops, especially oilseeds and coarse grains, which
 face higher production costs and slowing productivity growth. Growth in livestock production stays close
 to recent trends. Despite the slower expansion, production per capita is still projected to rise 0.7%


annually. 
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● The global slowdown in projected yield improvements of important crops will continue to exert pressure
 on international prices. Higher production growth is expected from emerging suppliers where existing
 technologies offer good potential for yield improvements, although yield/supply variability may be
 higher. The share of production from developing countries continues to increase over the outlook period.


● The fisheries sector, which is covered for the first time in this Outlook, is projected to increase its global
 production by 1.3% annually to 2020, slower than over the previous decade due to a lower rate of growth
 of aquaculture (2.8% against 5.6% for 2001-10) and a reduced or stagnant fish capture sector. By 2015,
 aquaculture is projected to surpass capture fisheries as the most important source of fish for human
 consumption, and by 2020 should represent about 45% of total fishery production (including non-food
 uses). Compared to the 2008-2010 period, average capture fish prices are expected to be about 20% higher
 by 2020 in nominal terms compared with a 50% increase for aquaculture species. 


● Per capita food consumption will expand most rapidly in Eastern Europe, Asia and Latin America where
 incomes are rising and population growth is slowing. Vegetable oils, sugar, meat and dairy products
 should experience the highest increases in demand. 


● The use of agricultural output as feedstock for biofuels will continue its robust growth, largely driven by
 biofuel mandates and support policies. By 2020, an estimated 13% of global coarse grain production, 15%


of vegetable oil production and 30% of sugar cane production will be used for biofuel production. Higher
 oil prices would induce yet further growth in use of biofuel feedstocks, and at sufficiently high oil prices,
 biofuel production in many countries becomes viable even in the absence of policy support.


● Trade is expected to grow by 2% per year, which is slower than over the previous decade, with only
 modest production increases by traditional exporters and higher domestic production by importers. The
 fastest growth will come primarily from emerging exporters in Eastern Europe, Central Asia and Latin
 American countries. Growing food deficits are expected in Sub-Saharan countries as population driven
 demand outpaces rising domestic production. 


● Stochastic analysis demonstrates the uncertainty of the price projections, which are highly dependent
 on the underlying assumptions, and suggests the risk of higher prices is greater than lower prices. This
 analysis also confirms that yield induced production fluctuations in major crop exporting countries have
 been a prime source of international price volatility. Last year’s drought and fires in the Russian
 Federation and the Ukraine, and excess moisture in the United States illustrated how quickly market
 balances can change. Weather-related crop yield variations are expected to become an even more critical
 driver of price volatility in the future.


Price volatility


The Outlook takes a look at the key forces driving price volatility, which create uncertainty and risk for
 producers, traders, consumers and governments. Price volatility can have extensive negative impacts on
 the agricultural sector, food security and the wider economy in both developed and developing countries. 


● Weather and climate change – The most frequent and significant factor causing volatility is unpredictable
 weather conditions. Climate change is altering weather patterns, but its impact on extreme weather
 events is not clear. 


● Stock levels – Stocks have long played a role in mitigating discrepancies in short term demand and supply
 of commodities. When accessible stocks are low relative to use, as they currently are for coarse grains,
 price volatility may be high. 


● Energy prices – Increasing links to energy markets through both inputs such as fertiliser and
 transportation, and through biofuel feedstock demand, are transmitting price volatility from energy to
 agricultural markets.


● Exchange rates – By affecting domestic commodity prices, currency movements have the potential to
impact food security and competitiveness around the world. 
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● Growing demand  –  If  supply  does  not  keep  pace  with  demand, there will be upward pressure on
 commodity prices. With per capita incomes rising globally and in many poor countries expected to
 increase by as much as 50%, food demand will become more inelastic such that larger price swings would
 be necessary to affect demand. 


● Resource pressures – Higher input costs, slower technology application, expansion into more marginal
 lands, and limits to double-cropping and water for irrigation, are limiting production growth rates. 


● Trade restrictions – Both export and import restrictions amplify price volatility in international markets.


● Speculation - Most researchers agree that high levels of speculative activity in futures markets may
 amplify price movements in the short term although there is no conclusive evidence of longer term
 systemic effects on volatility. 


Policy challenges


 This Outlook highlights both significant challenges to addressing global food insecurity and the major
 opportunities for food and agricultural producers arising from the higher average prices projected over the
 coming decade. The policy challenge is to promote productivity growth, particularly for small producers,
 that improves market resilience to external shocks, and that reduces waste and increases supplies to local
 markets, at affordable prices. Public sector investments are required in agricultural research and
 development, institutions and infrastructure to increase sector productivity and resilience towards
 weather/climate change and resource scarcity. Investments are required to reduce post harvest losses.


Recognising that volatility will remain a feature of agricultural markets, coherent policies are required to
 both reduce volatility where possible and to limit its negative impacts. 


● Mitigating volatility – Enhanced market transparency can reduce price volatility. Greater efforts are
 required to improve global and national information and surveillance systems on market prospects,
 including better data on production, stocks and trade in sensitive food security commodities. Removal or
 reduction of policy distortions, such as restrictions on imports and exports or biofuel subsidies and
 mandates, can also reduce price volatility. Information and transparency in futures markets should be
 improved recognising the importance of harmonising measures accross exchanges.


● Managing volatility – Social safety nets can assist the most vulnerable consumers when food prices rise
while producer safety-nets can offset low incomes, thereby maintaining their ability to purchase inputs
and maintain production. Emergency food reserves for targeted assistance to poor people are useful to
lessen the impact of high prices. Greater efforts are required to make market-based risk management
schemes, including the use of forward contracting and commodity futures exchanges, available to
smaller producers. Governments can also adopt certain risk management strategies such as insurance to
finance food imports when poor weather reduces domestic production or option contracts to lock in
future food import purchases.
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Introduction


The Agricultural Outlook is a collaborative effort of the Organisation for Economic Co-
 operation and Development (OECD) and the Food and Agriculture Organization (FAO) of the
 United Nations. Bringing together the commodity, policy and country expertise of both
 Organisations and input from collaborating member countries, it provides an updated
 annual assessment of the medium-term development of global commodity markets, using
 the Aglink-Cosimo model1 to generate a consistent set of commodity projections and for
 the analysis of issues. The baseline projection is not a forecast about the future, but rather
 a plausible scenario of what can be expected to happen under a certain set of assumptions,
 such as the macroeconomic environment over the  coming  ten  years,  as  well  as  current
 agricultural and trade policy settings around the world. The projections of production,
 consumption, stocks, trade and prices for the different agricultural products described and
 analysed in this report cover the years 2011 to 2020. This year’s edition contains for the first
 time a chapter on the outlook for the fisheries sector. The final section of this Overview
 outlines risks and uncertainties in the baseline projection, and in particular, the sensitivity
 of the projections to changes in some of the more important assumptions that underlie it.


This aspect of uncertainties is addressed comprehensively in the special feature on the
 drivers of market volatility in the second chapter of the report. 



The setting – high and volatile prices dominate markets


Agricultural commodity prices have experienced considerable volatility in recent
 years starting with the price surge of 2007-08. As Figure 1.1 illustrates, there has been
 substantial co-movement among primary commodity prices during this period with most
 commodity prices having shown increased variability. After three years of turbulence,
 commodity markets seemed to return to calmer conditions up to mid-2010 when weather-
 related supply shocks occurred and the resulting price movements demonstrated that
 agriculture remains susceptible to extreme volatility. A severe drought took a heavy toll on
 grain crops in the Russian Federation, Ukraine and Kazakhstan, leading to an almost 5%


decline in world wheat production, the largest fall since 1991. Maize yields in the United
States were negatively affected by a hot and wet summer. Floods in Pakistan and other
parts of Asia lowered rice harvests which impacted regional markets. As a result, wheat
and coarse grain prices surged and approached their 2008 highs by early 2011. The
developments on international cereal markets also impacted on other food commodities
such as meat, where higher feed costs contributed to price increases. In the case of dairy
markets, a combination of strong demand in the Russian Federation and South East Asia,
and constrained supplies from Oceania contributed to strong price increases. Sugar
markets also went through a period of renewed volatility with prices experiencing a
succession of peaks and downward corrections in 2010 before surging to a 30-year high in
February 2011, as a rundown in global stocks to their lowest level in 20 years, helped to
underpin higher and more volatile prices. 
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The increase in some crop prices in 2010 was particularly steep because of production
 shortfalls which became evident in the latter half of the year. International stocks, which
 are critical to market volatility, were too low to effectively off-set such a production
 shortfall in the crop sector (Figure 1.2). While record yields in 2008 and 2009, especially of
 cereals, helped to gradually refill warehouses, hopes of a reversal of the negative trend in
 the stock-to-use ratio2 were quickly disappointed. Stable agricultural production (with a


Figure 1.1. Commodity price variability has increased since 2006 


International commodity price indices


Note:The FAO Food Price Index is a trade weighted average of the component indexes 2002-04 = 100.


Source:GIEWS (2011).


1 2 http://dx.doi.org/10.1787/888932425935


Figure 1.2. Lower production leads to a drawdown in global stocks


Annual change in world net agricultural production, 2005-2010


Note:The net agricultural production is calculated by weighting agricultural production of commodities and countries included
 in this Outlook with base international reference prices averaged for the period 2004-06, with deduction for feed and seed used
 for this production to avoid double counting in the livestock and grains.


Source:OECD and FAO Secretariats.


1 2 http://dx.doi.org/10.1787/888932425954
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change of merely 0.1% in 2010) coupled with a drawdown in stocks – a combination that
 also characterised the period prior to the 2008 crisis – clearly contributed to the price surge. 


In addition to factors specific to each commodity, a number of other developments
 played a role in driving up commodity prices recently. In many emerging and even some
 least developed economies, especially in those well integrated to the world market,
 economic growth has resumed apace following the financial and economic crisis. Demand
 for virtually all commodities has resumed the strength that has been evident in the last ten
 years, and appears resistant to higher prices. Oil prices are rising and fluctuate with
 increased uncertainty concerning the sustainability of supplies as political instability
 spreads across countries in the Middle East region. 


Exchange rates have also fluctuated significantly, and have affected the competitiveness
 of countries in trade. The depreciation of the US dollar with respect to many currencies has
 increased dollar denominated prices of agricultural products. The resort to ad hoc policy
 measures such as trade restrictions by some exporting countries has further curtailed
 supplies and aggravated price rises for cereals, in particular. In addition, increased
 financial funds investment in commodity markets has been a persistent feature during the
 period, although their influence on commodity price movements remains unclear and
 would require further research.


Growth resumes in consumer food prices


In reflection of these commodity price developments, FAO’s index of international
 food commodity prices reached its highest recorded level in February 2011. Food price
 increases as measured by the food component of the consumer price index (CPI)
 accelerated in most developed and developing countries in the twelve months ending in
 January 2011, reversing the downward trend in food prices in 2009 and the first half of 2010.


In general these increases continued to outpace overall inflation in most countries.


In looking at the past year from January 2010 to 2011, three-quarters of the OECD
 countries experienced retail food prices increases of 5% or less, while in six they rose by
 over 5%. Two countries, Korea and Estonia, experienced increases of over 10%. Brazil,
 China, Indonesia, and the Russian Federation all had double digit rates of food inflation
 this past year. These rates represent a significant acceleration from the previous year of
 single digit inflation. For those other developing and least developed countries that were
 examined, a similar picture of accelerating food price inflation emerged. Nonetheless, a
 few countries continued to experience a slowing in price increases, these include Ghana
 and Kenya. In Rwanda, prices actually decreased by about 2%. 


The contribution of food prices increases to inflation has been small in OECD
 countries over the past twelve months, not only because food price increases were
 relatively moderate but also because the share of food in consumer expenditures is small.


For the emerging economies the contribution was greater than in OECD countries, because
of higher food price inflation and the fact that food constitutes a larger share of the total
consumption basket. The largest contribution of food prices to inflation was found in some
Asian countries. Box 1.3 on retail food prices, to be found at the end of this chapter,
provides additional details on the recent evolution of food prices in a number of OECD,
developing and least developed countries. 
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Box 1.1. The main assumptions underlying the baseline projection


The Outlook is presented as one baseline scenario that is considered plausible given a range of
 conditioning assumptions. These assumptions portray a specific macroeconomic and demographic
 environment which shapes the evolution of demand and supply for agricultural and fish products.


Developments in other sectors, especially the energy sector, may also significantly affect both the supply
 and demand for these products. Technology and innovation remain the key to longer term market
 balances, as is its acceptance by both producers and consumers. Policy interventions influence agriculture
 and the fish sectors, in the form of regulations, taxes, subsidies or market price support. These general
 factors are described below. The Statistical tables, at the end of the chapter, provide more detailed data for
 these assumptions.


Economic growth in developing countries resumes at a quick pace


The economic environment underpinning the Outlook for OECD countries and some large emerging
 economies is based on assessments made at the OECD, supplemented by information provided by its
 Member countries. For other countries, projections from the World Bank (Global Economic Perspectives,
 January 2011), have been extended to 2020 using its longer term poverty projections. The projections
 suggest that around the world, economies are gradually recovering from the 2009 financial and economic
 crisis, albeit at different paces. For OECD countries, annual growth rates in the short and medium term are
 expected to be around 2% per capita. Economic growth outside the OECD area continues to be dominated by
 China and India, with annual rates of 7.4%per capita and 5.5% per capita respectively. These rates are above
 the average of developing countries as a group (around 3.8% per capita), but lower than in the previous
 decade when both countries lifted the group’s average to more than 4% p.a. Brazil and the Russian
 Federation are also expected to show a strong performance with annual growth rates averaging above
 4% p.a. as do some other developing and least developed countries that are rich in raw materials such as
 metals and oil (Figure 1.3).


Figure 1.3. GDP growth resumes a quicker pace


Source: OECD Economic Outlook, No. 88 and World Bank’s, Global Economic Prospects.


1 2 http://dx.doi.org/10.1787/888932425973
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Box 1.1. The main assumptions underlying the baseline projection (cont.)


Population growth continues to slow


World population growth is expected to further slow to 1.05% annual growth between 2011 and 2020,
 compared with 1.2% p.a. in the previous decade. The slowdown in the growth rate is manifested in all
 regions, however with significant differences between developing and developed countries. 


While slowing, population development patterns will continue to differ between developing countries
 and the developed world. Populations in OECD countries have mostly stagnated (e.g. many European
 countries) or even experienced declines in some countries (Japan, with a negative growth rate of 0.28% p.a.).


Within the OECD area, Turkey, Mexico, Australia and the United States show the highest projected
 population growth rate. Net additions to population are anticipated to fall significantly during the outlook
 period, particularly in Asia, while they continue to rise in Africa which is projected to grow at over 2% p.a.


An additional demographic dimension is urbanisation, which will continue to reshape consumption
 patterns toward higher value processed products and convenience foods (Table 1.1).


Inflation is held to moderate levels


Despite increasing prices of commodities, inflation is expected to remain subdued in most parts of the
 world. Inflation in OECD countries is assumed to average around 2% p.a. over the next ten years, while
 higher inflation rates, in the 4-8% range are anticipated for high growth emerging economies. 


US dollar remains weak


The depreciation of the US dollar since 2002 has had important impacts on commodity prices
 (see Chapter 2 for further analysis). Currency movements among countries have altered competitiveness
 and trade prospects, particularly for large exporting countries such as Brazil, Australia, Argentina and
 Canada. For many developed and some emerging countries, the Outlook assumes further modest
 depreciation of the US dollar in the short term, and thereafter, constant exchange rates in nominal terms. 


Energy prices trend upward 


The energy sector which has displayed high volatility in recent years has become increasingly critical to
 agricultural markets. The level and volatility of crude oil prices are reflected in fertiliser and energy related
 input costs. The world oil price assumption underlying this Outlook was formed in February 2011, based on
 the analysis of the International Energy Agency, and has been assumed to be constant in real terms over
 the Outlook period. In nominal terms, this means that it will increase from an observed price of USD 78 per
 barrel in 2010 to USD 107 per barrel by 2020 (Figure 1.4). 


Table 1.1. Population growth to decline in coming decade


Annual growth rate in %


2001-2010 2011-2020


World 1.21 1.05


Africa 2.34 2.18


Latin America and Caribbean 1.19 0.91


North America 0.97 0.88


Europe 0.11 0.09


Asia and Pacific 1.23 1.01


China 0.65 0.55


India 1.51 1.17


Oceania Developed 1.13 0.93


Source: UN World Population Prospects (2008 Revision).


1 2 http://dx.doi.org/10.1787/888932427474
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Box 1.1. The main assumptions underlying the baseline projection (cont.)


Figure 1.4. Crude oil prices projected to rise steadily to 2020


Note:Brent crude oil price.


Source: OECD Economic Outlook, No. 88 and the Energy Information Administration.


1 2 http://dx.doi.org/10.1787/888932425992


Crude oil prices also affect the demand for agricultural feedstocks such as maize, sugar, cassava and
 vegetable oils and fat residues used to produce biofuels. The demand side link through biofuels has been
 increasingly important in determining crop prices at the margin, and in keeping stocks of feedstock
 commodities low. The risks and uncertainties section of this chapter outlines assessments, which are more
 extensively discussed in the special feature of Chapter 2 of how sensitive the projection is to both higher
 and lower oil prices. 


Against the backdrop of rising production costs there is an apparent slowdown in productivity growth in
 agriculture. For example, while there remain large yield gaps among countries, crop yield growth,
 measured in percentage growth, has been slowing in recent years. This Outlook assumes that crop yields
 will continuously increase to 2020, but the rate of these improvements declines. Chapter 2 provides
 evidence suggesting that historical yield variability explains an important share of world commodity price
 variability for some crops such as coarse grains. 


Policy considerations


Policy has long been recognised as an important influence in agricultural as well as fisheries markets.


Policy reforms of the past decade or so have changed the shape of markets in many cases. The introduction
 of more decoupled payments and progress towards the elimination of direct price supports mean that
 policy measures are having less direct influence on production decisions. However, policies still loom large
 in many developed economies, while the recent application of export taxes or bans (these were exclusively
 in emerging and developing countries) has also had important impacts. This Outlook assumes that policies
 will continue to be applied in line with existing legislation. A conclusion to the Doha Development Agenda
 of multilateral trade negotiations, that include trade in agricultural products, is not anticipated in this
 baseline.
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Global agriculture in perspective 


Commodity prices are likely to remain high and volatile


The major assumptions underlying the baseline projection are discussed in Box 1.1.


Given the current setting and these conditioning assumptions, two key questions arise
 from this Outlook. Will prices continue to remain high over the next decade and are price
 surges likely events in the light of future market prospects? The answer indicated by the
 Outlook is yes to both questions. 


In a nutshell, this Outlook anticipates that the recent increase in prices and a return to
 normal yields will generate a short term supply response that will cause commodity prices to
 fall from current highs. However, consistent with the view of the past three editions of this
 Outlook, prices, on average, are projected to remain on a higher plateau compared to the
 previous decade in both nominal and real terms (Figures 1.5, 1.6 and 1.7). A slow growing
 supply set against expected high demand underlies the projection of high and more volatile
 agricultural commodity prices. Critical drivers on the supply side include high and increasing
 energy and related inputs and feed costs. These are mainly driven by high oil prices, but
 resource pressures, in particular those related to water and land are also increasing. These
 higher costs will limit production increases and result in slower yield growth. Relatively slower
 rates of agricultural production growth will also slow the replenishment of stocks, which will
 make commodity markets more susceptible to high price variability. On the demand side,
 growing populations and rising incomes in the large emerging economies such as China and
 India will sustain strong demand for commodities. Rising incomes will also drive a shift in
 diets from staple foods to more value-added and higher protein products, especially for
 consumers in emerging economies who will increasingly demand meat and dairy products in
 their consumption choices. These developments, coupled with the implementation of biofuel
 mandates have increased demand and made processors and consumers much less responsive
 to high commodity prices. The baseline view presented above is highly conditional on the
 Figure 1.5. All agricultural commodity prices to average higher in 2011-20 relative 


to the previous decade


Percent change of average nominal prices in 2011-20 relative to different base periods


Source:OECD and FAO Secretariats.


1 2 http://dx.doi.org/10.1787/888932426011
 -40


-20
 0
 20
 40
 60
 80
 100


Wheat Maize Rice Oilseeds Oilseed 
 meals


Veg. Oils Raw 
 Sugar


Beef Pigmeat Poultry Fish Butter Cheese SMP WMP Ethanol Biodiesel


%


Base 2008-10 Base 2001-10



(26)1. OVERVIEW


OECD-FAO AGRICULTURAL OUTLOOK 2011-2020 © OECD/FAO 2011 25


assumptions described in Box 1.1, and as such should be interpreted with considerable
 caution. The section on “Risks and uncertainties” presents a number of scenarios that
 illustrate the impact of a range of driving factors. Chapter 2 provides detailed explanations on
 the sensitivities and policy challenges.


All commodity prices in nominal terms will average higher to 2020 than in the
 previous decade. In real terms, cereal prices are anticipated to average up to 20% higher for
 maize and 15% higher for rice, compared to the previous decade, while for wheat, prices
 may remain at the same level. For meats, real poultry prices may average more than 30%


Figure 1.6. In real terms, average 2011-20 cereal prices up to 20% higher; livestock prices 
 up to 30% higher, relative to the previous decade


Percent change of average real prices relative to different base periods


Source:OECD and FAO Secretariats.


1 2 http://dx.doi.org/10.1787/888932426030


Figure 1.7. Price trends in nominal terms of agricultural commodities to 2020


Source:OECD and FAO Secretariats.


1 2 http://dx.doi.org/10.1787/888932426049
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higher in the next decade, while pigmeat prices in Pacific markets may be some 20%


higher, and Pacific market beef prices may remain at the same high level. Prices of meat are
 adjusting as higher costs of feedstuffs are factored into prices. Reflecting the fact that
 prices have moved sharply higher recently, prices of wheat, rice, oilseed meal and sugar
 will average lower compared to the past three year average, while prices of some meats,
 dairy products and maize will show a rise above this benchmark period.



Production costs on the rise with higher energy and feed costs


In addition to the effects of robust demand in developing and emerging economies, the
 increasing costs of some inputs are as well factored into the higher price projections in the
 medium term. Prices for nitrogen fertilisers and other farm chemicals are closely related to
 the crude oil price, so rising oil prices translate into increasing production costs. While the
 Outlook projects nominal commodity prices to remain on a higher plateau, when adjusted by
 costs of production, profitability in some input intensive production systems is not expected
 to improve significantly (Figure 1.8). Strong production responses are therefore expected in
 countries where production is less input intensive. This applies both to crop and livestock
 sectors. An exception is the United States, for which exchange rate depreciation may help to
 sustain the competitiveness of its agricultural and food sectors on world markets.


Oil prices also impact on commodity markets through the diversion of crops for
 feedstocks in biofuel production. Depending on the respective policies, an increase in oil
 prices could bid up feedstock prices as demand for ethanol or biodiesel increases. Such
 impacts are elaborated further in the last section of this Overview chapter.



Agricultural production to continue to grow, but at a slower rate 


The production projections for agricultural commodities included in this Outlook
 indicate a slowing of growth to average 1.7% p.a., down from 2.6% average annual growth
 of the previous decade. Developed and the large emerging developing countries in
 particular are projected to enter a period of lower productivity improvements for most
 Figure 1.8. Maize price deflated by US cost of production index has not increased


International maize price expressed in nominal terms divided by US cost production index


Source:OECD and FAO Secretariats.


1 2 http://dx.doi.org/10.1787/888932426068
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