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Category Updates 

Companies Announcing Price Increases 
These leading foodservice manufacturers have all announced broad 
price increases in recent months, reflecting the seismic shifts currently 
happening with food prices in the US. 
 
Manufacturers cite stronger commodity costs as the primary driver  
for these increases. Generally speaking, products that require less 
processing will incur greater price increases. 
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Domestic prices for sugar are currently at all time 
highs, as supply disruptions due to poor weather 
continue to hit many of the world’s major sugar 
producing countries. Prices may struggle to push 
higher, as record price levels could encourage a 
substantial supply response. Should weather  
conditions improve, spot sugar prices could decline 
sharply. Thus, our outlook 
remains cautious for sugar 
prices for the rest of 2011.  

Sugar 

Corn 

Corn Syrup 

Following the USDA declaration that reduced crop yield estimates, the corn market (starches and syrup) 
took a strong upward turn. 2011 contracted prices for all syrups were up over 20% to 2010. Many  
companies contracted at prices as high as 27% over 2010. Most companies are locked in at their current 
price for the year. Worldwide demand for corn continues to increase, so the outlook for the rest of 2011 
projects similar higher prices. 

Corn inventories are very low in the U.S., driven 
by a reduction in yields and robust demand. 
Stocks are at their lowest in 15 years, providing 
little cushion in the face of supply/demand shocks. 
Corn is at its highest level since July 2008, with 
recent $6.47/lb underlining the supply tightness.  
A reduction in inventories comes largely from 
two developments. First, an extremely hot and 
dry summer lowered corn yield. Second, demand 
has been running strong. Corn use for ethanol is  
rising, while U.S. and global corn feed demand 
growth is increasing rapidly. Support for the corn 
market continues to come from energy markets. 
In the U.S., in 2011, the USDA estimates that the 
share of corn production used for ethanol could 
rise to a staggering 37%, up from 5%, 8 years ago. 
Of course, this assumes that the current U.S.  
administration leaves the subsidy for ethanol 

production in place, without which the sector would 
not be profitable. Because these issues are creating 
shortages, prices will remain high. We believe ethanol 
production will remain high and corn prices will likely 
develop a stronger correlation with gasoline and oil 
prices, as oil prices rise towards $100/barrel in 2011.  



 

 Food Inflation Report, Feb 2011  5 

Soybean Oil 

Soybean oil futures fluctuate on continued 
worries of drought in Argentina, the world’s 
third-largest soybean exporter, which would 
shift demand to the U.S., the leading exporter 
of the oilseed. However, once crop prospects 
become clearer, the soybean price could  
decline. Relative to corn, the balance for soy 
beans looks more neutral going into 2011. 
Prices around $14.50 a bushel seem unjustifi-
able, especially in the short-term. Prices  
rallied to slow demand, as U.S. soybean  
supplies are precariously low due to record 
buying by China, the top importer of soybeans.  
Deferred contracts have strengthened as the market tries to convince farmers to expand planting this 
spring to replenish tight supplies. Soybeans for November delivery, which represent the crop that will be 
sown this spring and harvest in autumn, increased 8%.   

Wheat 
It was a strong year for wheat bulls, if not  
for many growers in the Australia, where  
flooding renewed concerns over supplies 
from the southern hemisphere's biggest  
exporter of the grain. Wheat prices have 
soared to two-year highs as the drought in 
Russia cut exports from the region. In  
response, the world has turned to the U.S. 
for high quality, dependable wheat supplies. 
The ensuing bull market for wheat has  
helped boost profit margins for wheat  
producers. Kansas wheat hit a two-year  
high of $8.68 a bushel, within a whisper of $9 a bushel for the first time since August, 
2008. U.S. wheat exports are projected to be the second highest since 1996, and 
strong future demand is expected to continue throughout 2011 due to a weakened 
dollar. The current wheat situation has created some profitable price levels in the 
futures market fueling speculator investment. We anticipate high wheat costs all year 
long, until the 2012 harvest and yield level become more transparent. 
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Cheese is bucking the high dairy price trend. Why? Existing cheese inventories are historically high,  
with holdings 7% larger than the prior year and largest since 1986. Add that the butter market is at a  
significant price premium to cheese and 
fluid milk, more milk is likely to be  
directed to butter production in the  
coming months, assuming the premium 
persists; which eventually could be bearish 
for butter prices. For cheese buyers this 
developing situation is another reason 
cheese prices will be stable over the next 
few months. The final fundamental is 
cheese is undergoing record exports; with-
out which prices would have fallen even 
lower. First half pricing is expected to av-
erage mid to high 1.40's second half mid to 
high 1.60's.   

Cheese 

Liquid eggs are tied to rising feed costs  
primarily associated with soybean and corn 
meal, directly impacting egg  
producers who are actively seeking  
commensurate price relief from clients. 
Latest requests for 11% price increase are 
not uncommon.  The average 2010 price 
for a dozen Grade A was $1.15,  
latest 2011 first quarter pricing is  
projected to be $1.33 - $1.38 per dozen. 

Eggs 

Frozen Potatoes 

Due to cost input increases, the frozen potato industry has executed two separate price advancements  
totaling $.06/lb. since September 15, 2010. Cost drivers causing the increase include: 

♦ Open market raw product increases of +45% 

♦ Edible oil increases 

♦ Packaging increases 

♦ Reduced acreage and yields of the 2011 crop worldwide of 8.4% 

Initial contract negotiations with growers for the 2012 crop indicate costs will continue to escalate (+10%).  



 

 Food Inflation Report, Feb 2011  7 

The US cattle industry has been battered in the 
last few years, struggling to pass on higher feed 
prices. This has led to significant herd liquidations 
and the lowest cow inventories since 1956. In our 
view, this process will continue well into 2011 as 
recent increases in grains and energy prices are 
unlikely to encourage farmers to  
rebuild inventories. Beef exports to Japan, South 
Korea and China are respectively up 24%, 133%, 
and 53% relative to last year. The recent  
elimination of duties on beef imports in Mexico 
(the largest importer of US beef) is likely to further support exports. In our view, export demand is the 
most important factor impacting US cattle prices in 2011. Ground beef prices have risen to record price  
levels this month, and most lean percentages are currently beating the previous records by nearly thirty  
dollars cwt.   

Inflationary pressure and the rising demand for grain worldwide has increased the cost of raising beef  
immensely. We utilize beef trimmings in the US predominantly to make ground beef patties and products, 
and in the US we have a deficit of leaner boneless beef so we have to import a significant amount of 85-90% 
beef trim from Australia.  The Australian dollar has been trading near record highs compared to the US  
dollar for some time now, which has inflated imported lean beef prices.  This is part of the disconnect  
between the domestic and imported lean beef trim markets.  Elevated feed prices could encourage solid 
beef and dairy cow slaughter in the coming months, but we are concerned that the elevated valuation of the 
Australian dollar could potentially lead to record domestic beef trimming prices in 2011. This prediction has 
yet to come to fruition, but we’ll be keeping a watchful eye on the second half of the year.  

Beef  

Butter markets are steady 
at record levels for this 
time of year, holding in the 
$2.10 range. International 
markets are hot, and the 
fear of heavy US exports has put upward  
pressure on butter markets. This high price does 
create some challenges in interpreting what will 
happen next.  On one hand, the high butter price 
should encourage production that will be sold 
today because of the relatively low current milk price relative to high butter prices.  However, the high 
butter price and discounted futures prices do not encourage butter manufacturers to put product away 
for use later in the year because of potential losses.     

Butter 
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Strong gains in chicken meat  
production and resulting increases 
in stock levels have gradually  
pushed down prices for most 
broiler products. Prices for  
boneless/skinless breast meat in  
the Northeast market averaged 
$1.20 per pound in December and 
January, down $0.53 a pound from  
a high of $1.73 in September.   
Prices for leg quarters are  
averaging $0.37 per pound, only 
two percent higher than the previous year. Prices were down from $0.41 per pound in October, boosted 
by record-high exports that month. We expect the high prices of wings to decline after the seasonal  
Super Bowl and onward. With the approach of warmer weather, we’ll 
see an end to relatively low chicken product prices, with higher prices 
expected from April to October.  

Chicken 

The USDA’s pork cutout has set 
new monthly record highs for 10  
consecutive months. Hog prices 
have moved seasonally higher  
bolstered by lower supplies and  
recovering consumer demand,  
facing much price upside in the  
near-term. Bone-in ham price levels 
are steady. Belly offerings remain 
tight. Bacon prices are expected  
to inch higher.  Live hog prices  
averaged $64 -- up 47% -- and 
prices are projected to be up 8% 
for rest of year. Increasing protein 
demand and tight global protein supplies are the driving factors behind forecast record-high prices. The 
outbreak of FMD in South Korea and the discovery of dioxins in animal feed in Germany could increase 
demand for U.S. pork exports, putting more short term price pressure on bacon, hams, and loins. 

Pork 
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Coffee 

The coffee market has been trading at  
13-year highs, around $2.30 a bushel. Chart 
models are suggesting the next step for the  
coffee market may be $2.75, and it could  
go even higher. Coffee supplies with the 
2011/12 crop are expected to be the tightest  
in at least the last 10 years due to a cyclical 
downturn in Brazilian coffee output. Add  
to this any crop challenges and the fact that 
coffee demand is difficult to ration, and  
there’s certainly upside risk in the coffee  
market. Still, with prices  at 13-year highs, there is certainly some downside risk as well. 

Polypropylene, a key raw material in products such as straws, cutlery, and microwavable lines, is in high  
demand. Overall prices are expected to rise as much as 15% by the end of Q1 2011 and then start to settle 
back to 5-10% above current prices starting in Q2 and moving toward Q3.  Q4 polypropylene prices are  
expected to revert to current levels. Polystyrene, a key raw material in cups, cutlery, clear packaging products, 
and foamed products, expects a modest increase of 2-4% in Q1 2011 over Q4 2010 prices, followed by slight 
decrease in Q2 and then slight increase for the rest of the year back to Q1 2011 prices.  

Disposables Markets 
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Within the past few months,  
gasoline prices skyrocketed.  
Strong international economic 
growth, OPEC cuts and dollar  
devaluation all lead to oil price  
uncertainty. The U.S. average retail 
price for a gallon of gasoline  
increased for the eighth straight  
week since October, advancing in  
late January to $3.29 per gallon,  
$0.54 per gallon higher than January 
2009. Prices are then assumed to  
increase over the reminder of the 
projection period as economic  
activity picks up. Analysts are fore-
casting the return of $100/barrel, but 
we think that a reasonable resistance level 
is closer to $75/barrel, or $3.70 per gallon. 

Diesel Fuel 




