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Structural changes…
and impact of the financial crisis 
on agriculture and food industry
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� From the US subprime crisis
…to the global spreading of risks via 
pooled securization of assets (asset back 
securities, credit default swap…)

� From the increase of uncertainty to investors
confidence loss

…to the increase of credit spread
…to the devaluation of certain currencies 
…to economical crisis
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� A Strong agriculture market development. Food consumption 
out sprinted population growth in the last 5 years due to changing 
consumption pattern in developing countries (more meat)



412 June 2009  | GRM-GRP-IR  | Impact of the financial crisis on agriculture and food industry

� A few years before the financial crisis USD depreciation stimulated soft 
commodities trade by maintaining under pressure prices of commodities traded 
in USD until the 2006-2008 price spike
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� The 2006-08 commodity prices hike is not the first one since the 70’s. 
� However, it is the strongest ever and it coincides with the financial crisis, 
followed by a downturn which is hurting grains prices. However, the prices 
remain higher than the historical average
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� Back to the causes, the financial crisis among numerous other 
factors has contributed to food commodity price peak
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� Additional impacts of the economical crisis:
� Slowing growth in agricultural production
� Slowing demand in developing countries, consumption’s pattern evolution 
(increasing meat demand)

� The financial crisis exacerbates the market volatility, due to:
� Tight market conditions which cause high price volatility 
� Inventories  optimization (financial costs)
� First, increasing production costs linked to energy (fertilizers, crop 

protection farm machinery): energy accounts for 25% of agriculture      
production costs 

Second, decline of those costs
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� Biofuel development reinforces the link between energy and soft 
commodities prices and therefore the link with financial markets

� Biofuel is in competition for feedstock with food utilization

Corn price and oil price correlation
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� Biofuel surge during the last 5 years increased tremendously the 
correlation between agricultural markets and energy prices. Biofuel
expansion created room for substitution between different soft 
commodities on the supply side and on the demand side.

corn , soybean and raw  sugar p r ices

0

200

400

600

800

1000

1200

1400

1600

1800

14/
05

/2
002

14/
11

/2
002

14/
05

/2
003

14/
11

/2
003

14/
05

/2
004

14/
11

/2
004

14/
05

/2
005

14/
11

/2
005

14/
05

/2
006

14/
11

/2
006

14/
05

/2
007

14/
11

/2
007

14/
05

/2
008

14/
11

/2
008

14/
05

/2
009

corn , soybean 
USD/bushe l

0

2

4

6

8

10

12

14

16

18

20

raw  sugar U S 
ce nt/lb



1012 June 2009  | GRM-GRP-IR  | Impact of the financial crisis on agriculture and food industry

� Brazilian ethanol and sugar prices are linked

ANHYDROUS ETHANOL PRICE (BRL/L) and NY RAW SUGAR 
PRICE (USD cent/lb)
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…And also molasse price is linked to energy price

MOLASSE, SUGAR and ETHANOL prices
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� Ethanol outlook is not optimistic
� Biofuel viability requires public supports; these products raise 
strong public criticisms
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� Fertilizer price decreased sharply recently : upstream impact 
on agribusiness
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� Hedge funds had amplified the increases of food prices until July 2008

� With the financial crisis their withdrawal has since accentuated price
decline
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� A significant strengthening of the USD (and EUR) against other currencies, 
especially those of developing countries (Brazil, Central and Eastern Europe)
put pressure on the industries of these countries
put downward pressure on oil price 

� Ethanol price slump reduced demand for energy crop (corn) 
� Energy price decline slowed the food demand from oil producing countries
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� The crisis has an impact on trade policies change
The example of wheat: 

� stabilising domestic supply and food prices,
� encouraging imports, imposing export restrictions, 
� uncertainty to which stock level to be rebuilt
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Impact on ag and food processors

� The Financial crisis impact on agriculture and food industry is not as severe
as on the broader economy

� Record high agricultural exports, prices, farm income in 2007 and in 2008 put
farmers on solid financial ground. Farm income would decrease by 20% in USA in 2009.

However :

� Ag processors had to manage in a short period of time the rise of commodity price
followed by a sharp decline:

� Increasing hedging costs

� Depreciation of inventories (cereals and other crops, fertilizers)

� Improving margins in Y08 and sudden profit cut in 1Q 09

� Increasing working capital financing needs during the price increase in a
context of credit scarcity
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� For example, the listed Ag processors ADM and 
BUNGE reported strong result decline in 1Q09

Source : ADM Source : BUNGESource : ADM Source : BUNGE
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� For food producers, expected input costs (including energy and packaging)
decline for 09FY will partly compensate the difficult outlook for consumer 
spending

� For European producers evolving in developing countries, currencies are still
having a negative impact in a context of poor visibility of outlook, the 
indebtedness level is paramount (lower leverage acceptable than in the recent 
past)
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Conclusion 1/3

� The financial crisis revealed or exacerbated economical and
structural characteristics of agriculture and food industry:

� Strong long term markets trends for food ; biofuel development 
in addition increases agricultural crop demand. 

� The financial crisis, followed by the economy turmoil, has an impact 
on agriculture and food demand volume, the consumption pattern, 
and price, but the decline will be short lived 

� Tight markets balances and low inventories increase volatility of 
price

� Globalization of markets, competition between different soft 
commodities
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Conclusion 2/3

� High influence of funds on agribusiness and price

� Increasing the volatility and the link between soft commodities and 
energy prices

� revealed the influence on markets and the vulnerability of developing
countries economy and exchange rates of their currencies

� changing trade policies environment which depends upon the
economies (liberalization in Europe and higher protection in some
developing countries)

� volatility of price will continue and the direction is uncertain
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Conclusion 3/3
� For the agribusiness and food processors players, the financial

crisis has major consequences :
� Managing a higher volatility of soft commodities prices in globalized

and complex markets
� Margins variations, volatile working capital needs in a

context of credit scarcity
� Lower visibility for the assets located in developing countries

� Despite strong long term trends for food markets, especially for some
niche markets, increasing difficulty to build business plan

� Some winning strategies exist to cope with price tr ading down (private 
labels, hard discount, healthy and functional food)

� Nevertheless, due to favourable food market trends,  most business 
models proved more resilient than for some other in dustries .


