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Food Prices and Inflation in Emerging Markets

he unbalanced pace of international recovery has been a

persistent theme in the wake of the 2007-09 global

recession. Output in emerging countries grew more than
twice as fast as in advanced countries from 2009 to 2010 (7.5
percent compared with 3.5 percent).! Consequently, developing
countries face significant pressure to tighten their monetary
policy ahead of advanced countries. For example, since April
2010, Brazil has increased its overnight interest rate target from
8.75 percent to 11.75 percent, while the U.S. federal funds target
has remained near zero.

For many developing countries, the confluence of better
growth prospects and higher interest rates has attracted unwel-
come inflows of foreign capital. Some, like Brazil, have imposed
capital controls to stem the resulting currency appreciation and
declines in trade competitiveness. Others, such as Russia, are
using bank reserve requirements to contain inflation while avoid-
ing interest rate hikes. But even as developing countries remain
wary of foreign capital inflows and reluctant to raise interest
rates faster than advanced countries, the impact of rising food
prices on inflation may further decouple economic conditions
and optimal policies.

Rising food prices contribute more to inflation in developing
countries because food is a much higher share of the consumption
basket in emerging markets than in wealthier countries.
For example, food accounts for 15 percent of the U.S.

After a partial retreat during the financial crisis and ensuing
recession, food prices are again making headlines: They have
already rebounded past their summer 2008 peak. Some of the
culprits underlying soaring prices, such as bad weather and
drought, are likely temporary negative supply shocks. Others,
though, may represent true structural shifts in markets. In partic-
ular, the Food and Agriculture Organization of the United Nations
cites government-sponsored demand for biofuels as a significant
source of ongoing price pressures in agricultural markets. If the
gains in global food prices prove persistent, the larger share of
food in the consumption baskets of developing countries and the
stronger pass-through from food to nonfood prices in those
countries suggest that the demands on monetary policy in devel-
oping and advanced economies will only continue to diverge.
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I See the note below the chart.
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