











The growth in biofuel production in the United States also has pushed up soybean, soybean meal,
and soybean oil prices. We estimate the percentage increase in the prices of soybeans, soybean
meal, and soybean oil from April 2007 to April 2008 would have been about 25 to 30 percent
lower in the absence of any growth in biofuel production in the United States. Assuming no
growth in biofuel production, the price of soybeans, soybean meal, and soybean oil in the global
food commodity price index would have increased by 54.2, 51.2, and 61.5 percent, respectively,
down from actual increases of 78.6, 69.3, and 80.9 percent, respectively, from April 2007 to
April 2008.

The effects of biofuel production in the United States on global price for agricultural goods is
estimated by combining the individual commodity price impacts with their relative weights in
the IMF global food commodity price index. Assuming no growth in biofuel production in the
United States, the IMF global food commodity price index would have increased by 40.6 percent
compared to the actual increase of 45 percent, from April 2007 to April 2008. Lower corn prices
contributed 1.2 percentage points, lower soybean, soybean meal, and soybean oil prices
contributed 3.2 percentage points to the total reduction in the global food commodity price index.

However, combining soybeans, soybean meal, and soybean oil in the same index overstates the
impact of biofuels on global prices. Soybeans are processed into soybean meal and oil and by
including the effects of biofuels on the prices of all three commodities we magnify the impacts of
biofuels on the global price index. If we exclude the impact of biofuels on soybean meal and oil
prices, the IMF global food commodity price index would have increased by 42 percent
assuming no growth in biofuels production compared to the actual increase of 45 percent, from
April 2007 to April 2008.
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Further Detail on Question 3: How might increased biodiesel consumption, as required by

Appendix 111

EISA beginning in 2009, affect domestic and international food prices?

Under pre-EISA policies, USDA had projected that soybean oil use for biodiesel would be
4.2 billion pounds in 2009/10 and average 4.4 billion pounds over 2013-2018. EISA requires

the use of 500 million gallons of biomass-based diesel fuel by 2009; 650 million gallons by

2010; 800 million gallons by 2011; and 1 billion gallons of biomass-based diesel fuel by 2012.
This would raise soybean oil consumption for biodiesel by about 70 percent by 2011/12.

To estimate the effects on soybean oil and soybean prices, we derived price multipliers from a
recent analysis of the EISA by the Food and Agricultural Policy Research Institute (FAPRI). In
estimating the effects of the EISA on biodiesel use and soybean prices, the FAPRI analysis

shows that for a 10-percent increase in soybean oil use for biodiesel, soybean oil prices were

estimated to rise by about 4 percent, while soybean prices were estimated to rise by about

1 percent (see Table 1, below). Based on these values, it is estimated that increased biodiesel

consumption could cause soybean oil prices to rise by about 32 percent over pre-EISA baseline
levels by 2012/13. Similarly, it is estimated that soybean prices would rise by about 7 percent

relative to pre-EISA baseline levels.

The estimated increase in the price of soybean oil would increase the CPI for all food by about
0.20-0.30 percentage points if fully passed on to consumers in the form of increased prices for
foods containing soybean oil and other oils that compete with soybean oil. The total increase of
0.20-0.30 percentage points in the CPI for all food could occur over a several-year period,

especially as the EISA mandate increases biodiesel consumption beginning in 2009/10. The

estimated increase in the price of soybeans and soybean oil under the EISA would increase the

IMF global food commodity price index by 1-2 percentage points.

Table 1. Effects of the EISA Biodiesel Mandate on Soybean and Soybean Qil Prices

2009/10 | 2010/11 | 2011712 [ 201213 | 201314 ] 201415 | 201516 | 2016117 | 2017/18
Soybean oil used
for biodiesel: Million pounds
Pre-EISA 1/ 4200 4250 4250 4350 4400 4400 4400 4400 4400
EISA 5400 6300 7200 7500 7500 7500 7500 7500 7500
28.6% 48.2% 69.4% 72.4% 70.5% 70.5% 70.5% 70.5% 70.5%
Soybean oil
price: Dollars per pound
Pre-EISA 1/ 0.385 0.383 0.383 0.383 0.383 0.385 0.385 0.385 0.385
EISA 2/ 0.435 0.466 0.503 0.508 0.504 0.507 0.507 0.507 0.507
12.9% 21.7% 31.2% 32.6% 31.7% 31.7% 31.7% 31.7% 31.7%
Soybean price: Dollars per bushel
Pre-EISA 1/ 8.90 8.75 8.80 8.80 8.80 8.85 8.90 9.95 9.00
EISA 9.15 9.17 9.41 9.44 9.42 9.47 9.53 10.65 9.63
2.9% 4.8% 6.9% 7.2% 7.0% 7.0% 7.0% 7.0% 7.0%

1/ USDA Agricultural Projections to 2017. Long-term Projections Report OCE-2008-1. February 2008.
2/ Food and Agricultural Policy Research Institute. “The Energy Independence and Security Act of 2007: Preliminary Evaluation
of Selected Provisions.” FAPRI MU #01-08. January 2008. Page 14, Table 6.
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Appendix IV

Further Detail on Question 4: How has increased ethanol and biodiesel consumption affected
gasoline and diesel prices?

Table 1. Petroleum Consumption Reduction Attributed to Ethanol Use
(thousand barrels per day)/(billion gallons/yr)

2007 2008 (estimated)
Ethanol Demand 446/6.8 ~590/9.0
Gasoline Displacement 1/ 357/5.5 ~472/7.2

1/ The methodology and references for deriving the fuel economy penalty for 10 percent ethanol/gasoline blends
(E10) is based on the average of two technical analyses of consumption and emission effects performed on 1989 and
2001-2003 vintage vehicles. The first study conducted as part of the Auto/oil Air Quality Research Program
indicated a 2.6 percent fuel economy decrement for E10 gasoline blends. The second study conducted by the
Coordinating Research Council on 2001-2003 vintage vehicles indicated a 1.4 percent fuel economy decrement for
E10 gasoline blends. Averaging the two studies results in a 2.0 percent fuel economy decrement for E10.
Converting from fuel economy space (miles per gallon) to consumption space (gallons per mile) results in a 2.041
percent consumption penalty for E10 blends.
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The Relative Impact of Corn and Energy Prices in the Grocery Aisle
John M. Urbanchuk
Director, LECG LLC
June 14, 2007

Retail food prices measured by the Consumer Price Index (CPI) for food have begun to accelerate
and are beginning to approach rates of increase last seen in mid-2004. Critics of renewable fuels are
blaming the recent increases on high prices for corn caused by increasing ethanol production. They
fail to point out that corn prices are only one of many factors that determine the CPI for food, and in
fact, directly affect a small share of retail food prices. Increases in energy prices for example exert a
greater impact on food prices than does the price of corn. A 33 percent increase in crude oil prices —
which translates into a $1.00 per gallon increase in the price of conventional regular gasoline —
results in a 0.6 percent to 0.9 percent increase in the CPI for food while an equivalent increase in

corn prices ($1.00 per bushel) would cause the CPI for food to increase only 0.3 percent.

The purpose of this study is to examine and compare the impact on consumer food prices resulting

from increases in petroleum and corn prices.
Background

The ethanol and corn industries are under attack by a wide range of critics for causing everything
from sharply higher food prices for American consumers to shortages of and high prices for Mexican
tortillas and even potentially higher tequila prices. Expansion of the ethanol industry to meet clean
air standards and reduce dependence on imported petroleum has boosted demand for corn, the
primary feedstock for U.S. ethanol. This increased demand has caused corn prices to rise to their
highest levels since the drought of 1995. Critics contend that the recent increase in retail food prices
measured by the CPI for food is the direct result of higher corn prices caused by ethanol demand and

that an even larger increase in food prices is in store for American consumers.

The actual record on the relationship between ethanol, corn, and retail food prices is less clear. Over
the past five years, ethanol production has more than doubled, increasing from 2.14 billion gallons in
2002 to 4.86 billion gallons in 2006. Over this same period, the demand for corn to produce ethanol

has grown from 996 million bushels to 2.2 billion bushels. Over most of this period, cash market



e

corn prices were relatively stable. From January 2002 through September 2006, corn prices
averaged $2.18 per bushel. However, between September 2006 and May 2007, corn prices jumped
61 percent to $3.56 per bushel in May 2007.

During this same period, the CPI for food averaged a year-over-year increase of 2.4 percent. In fact,
the inflation rate for food declined from a five-year peak of 4.1 percent in May 2004 to a 2.5 percent
year-over-year rate in September 2006. However, since September 2006 the CPI for food has
accelerated to a year-over-year rate of 3.7 percent in April 2007, an increase of 1.2 percent. During
this same period, cash market corn prices increased $1.15 per bushel. While it is tempting to blame
the entire increase in food price inflation over the past eight months on higher corn prices, most of
the increase in food prices was the result of foods not impacted by corn such as fish, fruits and
vegetables, sugar and sweeteners, and food away from home. Meat, poultry, eggs, and dairy
products — the foods where corn is a major input and are most affected by rising corn prices —

accounted for about 0.2 percent of the 1.2 percent acceleration in food price inflation between

September 2006 and April 2007. Rising energy prices had a more significant impact on food prices

than did corn.

Year-over-year increases in the CPI for all Items, CPI for food and selected components are shown

in Table 1.Table 1

CPI Urban Workers
Percent Change, Year-Over-Year

Cereals Meat

All All Bakery | Poultry | Beef&
Items Food Prods Fish Veal Pork | Poultry | Eggs Dairy
2002 1.6% 1.8% 2.2% 0.5% 0.1% -0.4% 1.3% 1.3% 0.6%
2003 2.3% 2.2% 2.4% 4.0% 9.0% 1.9% 1.3% | 13.8% | -0.1%
2004 2.7% 3.4% 1.6% 7.4% 11.5% 5.6% 7.5% 6.2% 7.3%
2005 3.4% 2.4% 1.5% 2.4% 2.6% 2.0% 2.0% | -13.7% 1.2%
2006 3.2% 2.4% 1.8% 0.8% 0.8% -02% | -1.8% | 4.9% -0.5%
Jan-07 2.1% 2.4% 2.7% 1.7% 0.2% 1.4% 02% | 11.8% | -0.1%
Feb-07 2.4% 3.1% 4.1% 1.7% 1.4% 0.5% 1.0% | 29.1% 0.2%
Mar-07 2.8% 3.3% 3.6% 2.8% 2.3% 2.2% 2.1% | 20.8% 1.5%
Apr-07 2.6% 3.7% 4.5% 3.7% 4.7% 0.7% 4.6% | 18.6% 2.5%

Annual average and recent monthly average market prices for corn, soybean meal, Distiller’s Grains

and regular gasoline are shown in Table 2. The shift in corn prices that occurred in late 2006 is





