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Food price inflation continues to be headline news as the food system adjusts from the lingering effects of
COVID-19 amidst tight labor/ag supplies, a resurgence in the U.S. economy, and a host of other factors
discussed below. From 2010-2019, food price inflation in the United States was relatively benign, averaging
1.7% annually. Last year, COVID induced major disruptions in our food supply chain ranging from temporary
closures of meat processing plants and restaurants to the panic buying of consumers. As a result U.S. food
prices overall jumped 3.5% in 2020 -- its second-highest annual level spike over the past 30 years. Since
peaking in April 2020, food price inflation eventually trended downward during the latter half of 2020 as the
supply chain recovered. However, food prices were up 0.4% in April 2021 — its highest monthly increase since
the 1.5% increase in April 2020.

U.S. Food Price Inflation
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Source Federal Reserve Economic Data (FRED).
1/ Note: 2021 data reflect changes in monthly prices overthe past 12 months

Cooperative Economic & Policy Update | May 2021

.Extension Service UK Agricultural Economics | agecon.ca.uky.edu Page 1


https://www.foodbusinessnews.net/articles/18624-food-price-inflation-is-on-the-horizon
https://agecon.ca.uky.edu/covid-19-and-food-price-inflation
https://www.ers.usda.gov/amber-waves/2021/march/retail-food-price-inflation-in-2020-outpaced-historical-average-by-75-percent/
https://www.ers.usda.gov/amber-waves/2021/march/retail-food-price-inflation-in-2020-outpaced-historical-average-by-75-percent/

For the past 12 months, food prices have increased 2.4%, with a much higher boost for food consumed away
from home (+3.8%) versus food consumed at home (+1.2%). Again, this reflects a much higher than the pre-
COVID era price hike, but as the chart above indicates today’s food price inflation is still relatively low
compared to the decade of the 1970s and 1980s.

Retail pork prices have escalated to record levels in recent weeks, plus retail beef prices have been on the rise
of late even prior to the seasonal bump generally induced by the summer grilling season. For the past 12
months, pork prices are up 4.9%, compared to 4.2% for beef, but only 0.7% for poultry. For the year, USDA is
projecting that food prices will increase only between 2 and 3% for the year, as inflation for most food
categories is expected to be at or below their 20-year historical averages.

In a recent article, Lusk and McFadden claim that higher unemployment induced by the recessionary fall-out
from COVID-19 reduced the “opportunity cost” of time for many food consumers which allowed them more time
to shop for lower food cost alternatives. This combined with an increase in the number of more meals
consumed at home (which are generally prepared at a lower cost), and bulk buying amidst supply chain
concerns may have helped constrain the growth in food prices during COVID-19.

Much of the recent run-up in food prices is being caused by several different factors that the industry
experienced last year. While crop prices have retreated over the past two weeks, they still remain
considerably higher than a year ago due to soaring exports (especially China) and weather concerns evolving
from the grain regions in South America.

As has been discussed before in this newsletter, increases in commodity prices alone typically do not have a
relatively large impact on food prices since the farm value for every one dollar that consumers spend on food
averages only 14 cents. The farm value of highly processed Items such as breads and cereals is generally
less than 5% of the food dollar, while higher grain prices typically have a much great impact on retail meat
prices.

But the recent surge in food prices goes much beyond higher commodity prices. Other inputs in the food
supply chain such as escalating labor costs in response to tight labor supplies in processing plants and
restaurants, increased packaging costs, and higher transportation costs moving food products across the
nation as fuel prices rebound. On the demand side, a growing economy with a recovery in dining away from
home coupled with expanding commodity/food demand overseas puts additional upward pressure on food
prices and overall general inflation. Each 1% increase in the price of food in the United States causes the
Consumer Price Index (CPI, a general measure of inflation) to increase by 0.14%.While food prices are
increasing, the prices of many other goods in the economy such as lumber, automobiles, copper, iron/steel and
semiconductors are increasing at a much higher level. The U.S. Bureau of Labor Statistics CPl May 2021
report, indicates that overall U.S. inflation is running at a 4.2% clip in 2021, the largest 12-month increase since
a 4.9% increase recorded in September 2008.

While recognizing that inflation is increasing, officials at the Federal Reserve (i.e., the Fed) at the present time
believe the recent run-up in prices is temporary as the market adjusts to some short-term supply chain
challenges. Consequently, the Fed at the present time does not indicate an immediate change in monetary
policy to boost interest rates as a way to slow down the inflationary pressures on the U.S. economy. However,
policy-makers and financial markets are watching closely to observe how increased government spending,
supply chain issues, and consumers with excess cash emerging from COVID-19 might have on inflation which
would provoke the Fed to respond in the coming months.

Cooperative Economic & Policy Update | May 2021

.Extension Service UK Agricultural Economics | agecon.ca.uky.edu Page 2


https://nam04.safelinks.protection.outlook.com/?url=https%3A%2F%2Fillinois.us13.list-manage.com%2Ftrack%2Fclick%3Fu%3Dd46473e6824a4de78a40e915e%26id%3D7ba25a10dc%26e%3D547fed8a2e&data=04%7C01%7Cwsnell%40uky.edu%7C98838a2fe07c43d7147508d91ec5eae5%7C2b30530b69b64457b818481cb53d42ae%7C0%7C0%7C637574657665948497%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C3000&sdata=ZZv8LcPN3H2HXoHZSVaajk3WTv%2FfHZ%2BlJtEgRuv%2BFVM%3D&reserved=0
https://www.ers.usda.gov/data-products/food-price-outlook/summary-findings/
https://www.ers.usda.gov/data-products/food-price-outlook/summary-findings/
https://www.choicesmagazine.org/choices-magazine/theme-articles/agricultural-market-response-to-covid-19/consumer-food-buying-during-a-recession
https://www.wsj.com/articles/corn-is-the-latest-commodity-to-pop-11620644400
https://agecon.ca.uky.edu/covid-19-and-food-price-inflation
https://agecon.ca.uky.edu/covid-19-and-food-price-inflation
https://www.wsj.com/articles/food-supply-chains-are-stretched-as-americans-head-back-to-restaurants-11621589405?mod=searchresults_pos1&page=1
https://www.wsj.com/articles/food-supply-chains-are-stretched-as-americans-head-back-to-restaurants-11621589405?mod=searchresults_pos1&page=1
https://www.bls.gov/news.release/pdf/cpi.pdf
https://www.bls.gov/news.release/pdf/cpi.pdf
https://www.nbcnews.com/business/consumer/consumer-prices-spiked-april-n1267058
https://www.nbcnews.com/business/consumer/consumer-prices-spiked-april-n1267058
https://www.wsj.com/articles/feds-waller-says-inflation-jump-likely-temporary-urges-patience-11620925660

Food Price Volatility: U.S. vs Global
(1990-2020)
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Source Federal Reserve Economic Data (FRED), and Food and Agriculture Organization (FAQO) Food Price Index

While U.S. consumers are complaining about higher food costs, food price inflation is a much more alarming
issue in many developing nations where food accounts for one-third to one-half or more of a family household
budget compared to less than 10% on average in the United States. According to the latest FAO World Food
Price Index, food prices have increased for eleven straight months, recording their highest level since May
2014. Over the past 12 months, the global food price index has soared by more than 30%. Although food price
volatility is newsworthy in the United States., it is typically pale in comparison to what we observe globally.
Over the past 30 years, U.S. food prices have moved on average 2.5% annually, versus nearly a 9% average
globally.
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