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Cereal and energy price increases

World cereal and energy prices are becoming increasingly linked. Since 2000, the prices of
wheat and petroleum have tripled, while the prices of corn and rice have almost doubled).

The impact of cereal price increases on food-insecure and poor households is already quite

dramatic.

Forevery 1-percentincrease in the price of food, food consumption expenditure in developing
countries decreases by 0.75 percent (Regmi et al. 2001). Faced with higher prices, the poor
switch to foods that have lower nutritional value and lack important micronutrients.

Due to government price
policies, trade restrictions, and
transportation costs, changes
in world commodity prices
do not automatically translate
into changes in domestic
prices. In the case of Mexico,
the margin between domestic
and world prices for maize
has ranged between 0 and 35
percent since the beginning of
2004, and a strong relationship
between domestic and world
prices is evident. In India, the
differences between domestic
and international rice prices
were greater, averaging more
than 100 percent between 2000
and 2006. While domestic price
stabilization policies diminish
price volatility, they require
fiscal resources and cause
additional market imperfections.
Government  policies  also
change the relationship between
consumer and producer prices.
For instance, producer prices
of wheat in Ethiopia increased
more than consumer prices from
2000 to 2006.

Though international price
changes do not fully translate
into equivalent domestic farm
and consumer price changes
because of the different policies
and trade positions adopted by
each country, they are in fact
transmitted to consumers and
producers to a considerable
extent.

The prices of commodities
used in biofuel production are
becoming increasingly.

Scenario analyses of the
determinants of prices and
consumption

The effect of biofuels

When oil prices range between
US$60 and $70 a barrel,
biofuels are competitive with
petroleum in many countries,
even with existing technologies.
Efficiency benchmarks vary for
different biofuels, however, and
ultimately, production should be
established and expanded where
comparative advantages exist.
With oil prices above US$90,
the competitiveness is of
course even stronger. Feedstock
represents the principal share of
total biofuel production costs.
For ethanol and biodiesel,
feedstock accounts for 50-70
percent and 70-80 percent
of overall costs, respectively
(IEA 2004). Net production
costs—which are all costs
related to production, including
investments—differ widely
across countries. For instance,
Brazil produces ethanol at about
half the cost of Australia and
one-third the cost of Germany
(Henniges 2005). Significant
increases in feedstock costs
(by at least 50 percent) in the
past few years impinge on
comparative advantage and
competitiveness.

The implication is that while
the biofuel sector will contribute
to feedstock price changes, it
will also be a victim of these
price changes.

The Food and Agricultural
Policy  Research Institute
(FAPRI) conducts a detailed
analysis of the potential
impact of policy on biofuels
and links between the ethanol
and gasoline markets, but its
extensive modeling is limited

to the United States. A new,
more comprehensive global
scenario analysis using IFPRI’s
International Model for Policy
Analysis  of  Agricultural
Commodities and Trade
(IMPACT) examines current
price effects and estimates future
ones. In view of the dynamic
world food situation and the
rapidly changing biofuels sector,
IFPRI continuously updates and
refines its related models, so the
results presented here should be
viewed as work in progress.

Recently, the IMPACT model
has  incorporated  2005/06
developments in supply and
demand, and has generated two
future scenarios based on these
developments:

 Scenario 1 is based on the
actual biofuel investment plans
of many countries that have
such plans and assumes biofuel
expansions for identified high
potential countries that have not
specified their plans.

e Scenario 2 assumes a more
drastic expansion of biofuels
to double the levels used in
Scenario 1. Under the planned
biofuel expansion  scenario
(Scenario 1), international
prices increase by 26 percent
for maize and by 18 percent for
oilseeds. Under the more drastic
biofuel expansion  scenario
(Scenario 2), maize prices rise
by 72 percent and oilseeds by 44
percent. Under both scenarios,
the increase in crop prices
resulting from expanded biofuel
production is also accompanied
by a net decrease in the
availability of and access to
food, with calorie consumption
estimated to decrease across all
regions compared to baseline
levels.

Food-calorie  consumption
decreases the most in Sub-
Saharan Africa, where calorie
availability is projected to
fall by more than 8 percent if
biofuels expand drastically.
One of the arguments in favor
of biofuels is that they could
positively affect net carbon
emissions as an alterative to
fossil fuels.That added social
benefit might justify some
level of subsidy and regulation,
since these external benefits
would not be internalized by
markets. However, potential
forest conversion for biofuel
production and the impact
of biofuel production on soil
fertility —are environmental
concerns that require attention.
As is the case with any form
of agricultural  production,
biofuel feedstock production
can be managed in sustainable
or in damaging ways. Clear
environment-related efficiency
criteria and sound process
standards need to be established
that internalize the positive
and negative externalities of
biofuels and ensure that the
energy output from biofuel
production is greater than the
amount of energy used in the
process. In general, subsidies
for biofuels that use agricultural
production  resources  are
extremely antipoor because
they implicitly act as a tax on
basic food, which represents
a large share of poor people’s
consumption expenditures and

becomes even more costly as
prices increase, as shown above
(von Braun 2007).

Great technological strides are
expected in biofuel production
in the coming decades. New
technologies converting
cellulosic biomass to liquid
fuels would create added value
by both utilizing waste biomass
and by using less land resources.
These  second  generation
technologies, however, are still
being developed and third-
generation technologies (such
as hydrogene) are at an even
earlier phase. Even though
future technology development
will very much determine the
competitiveness of the sector,
it will not solve the food—fuel
competition  problem.  The
trade-offs between food and
fuel will actually be accelerated
when biofuels become more
competitive relative to food and
when, consequently, more land,
water, and capital are diverted
to biofuel production. To soften
the trade-offs and mitigate
the growing price burden for
the poor, it is necessary to
accelerate investment in food
and agricultural science and
technologies, and the CGIAR
has a vital role to play in this.
For many developing countries,
it would be appropriate to wait
for the emergence of second-
generation technologies, and
“leapfrog” onto them later.

Attempts to predict future
overall food price changes

How will food prices change
in coming years? This is one
of the central questions that
policymakers, investors,
speculators,  farmers, and
millions of poor people ask.
Though the research community
does its best to answer this
question, the many uncertainties
created by supply, demand,
market functioning, and policies
mean that no straightforward
answer can be given. However,
a number of studies have
analyzed the forces driving the
current increases in world food
prices and have predicted future
price developments.

The Economic Intelligence
Unit predicts an 11-percent
increase in the price of grains
in the next two years and only
a 5-percent rise in the price
of oilseeds (EIU 2007).The
OECDFAO outlook has higher
price projections (it expects the
prices of coarse grains, wheat,
and oilseeds to increase by 34,
20, and 13 percent, respectively,
by 2016-17).The Food and
Agricultural Policy Research
Institute  (FAPRI)  expects
increases in corn demand and
prices to last until 2009-10,
and thereafter expects corn
production growth to be on
par with consumption growth.
FAPRI does not expect biofuels
to have a large impact on wheat
markets, and predicts that wheat
prices will stay constant due to
stable demand as population
growth offsets declining per
capita consumption. Only the
price of palm oil—another
biofuel feedstock—is projected

to dramatically increase by
29 percent. In cases where
demand for  agricultural

feedstock is large and elastic,

some experts expect petroleum
prices to act as a price floor for
agricultural commodity prices.
In the resulting price corridor,
agricultural commaodity prices
are determined by the product’s
energy equivalency and the
energy price  (Schmidhuber
2007).

In order to model recent
price developments, changes
in supply and demand from
2000 to 2005 as well as biofuel
developments were introduced
into the IFPRI IMPACT model.
The results indicate that biofuel
production is responsible for
only part of the imbalances in
the world food equation. Other
supply and demand shocks also
play important roles. The price
changes that resulted from actual
supply and demand changes
during 2000-2005 capture a fair
amount of the noted increase in
real prices for grains in those
years. For the period from
2006 to 2015, the scenario
suggests further increases in
cereal prices of about 10 to 20
percent in current U.S. dollars.
Continued  depreciation  of
the U.S. dollar—which many
expect—may further increase
prices in U.S.-dollar terms.

The results suggest that
changes on the supply side
(including droughts and other
shortfalls and the diversion
of food for fuel) are powerful
forces affecting the price surge
at a time when demand is strong
due to high income growth in
developing countries. Under
a scenario of continued high
income growth (but no further
supply shocks), the preliminary
model results indicate that food
prices would remain at high
levels for quite some time. The
usual supply response embedded
in the model would not be strong
enough to turn matters around
in the near future.

Who benefits and who loses
from high prices?

An increase in cereal prices
will have uneven impacts
across countries and population
groups. Net cereal exporters
will  experience  improved
terms of trade, while net cereal
importers will face increased
costs in meeting domestic cereal
demand. There are about four
times more net cereal-importing
countries in the world than net
exporters. Even though China is
the largest producer of cereals, it
is a net importer of cereals due
to strong domestic consumption.
In contrast, India—also a major
cereal producer—is a net

exporter.

Almost all countries in Africa
are net importers of cereals.
Price increases also affect the
availability of food aid. Global
food aid represents less than
7 percent of global official
development assistance and
less than 0.4 percent of total
world food production.7 Food
aid flows, however, have been
declining and have reached their
lowest level since 1973. In 2006,
food aid was 40 percent lower
than in 2000 (WFP 2007).

Emergency aid continues to
constitute the largest portion of
food aid.

In sum, in view of the
changed farm-production and
market situation that the poor
face today, there is not much
supporting evidence for the
idea that higher farm prices
would generally cause poor
households to gain more on the
income side than they would
lose on the consumption—
expenditure side. Adjustments
in the farm and rural economy
that might indirectly create new
income opportunities due to the
changed incentives will take
time to reach the poor.

Conclusions

The main findings of this
update on the world food
situation are:

* Strong economic growth in
developing countries is a main
driver of a changing world
food demand toward high-
value agricultural products and
processed foods.

* Slow-growing supply, low
stocks, and supply shocks at
a time of surging demand for
feed, food, and fuel have led
to drastic price increases, and
these high prices do not appear
likely to fall soon.

» Biofuel production has
contributed to the changing
world food equation and
currently adversely affects the
poor through price-level and
price-volatility effects.

» Many small farmers would
like to take advantage of the new
income-generatingopportunities
presentedby high-valueproducts
(meat, milk, vegetables, fruits,
flowers).There are, however,
high barriers to market entry.
Therefore, improved capacity
is needed to address safety and
quality standards as well as the
large scales required by food
processors and retailers.

» Poor households that are
net sellers of food benefit from
higher prices, but these are few.
Households that are net buyers

Links

¥ gl

lose, and they represent the
large majority of the poor.

e A number of countries—
including countries in Africa—
have made good progress in

reducing hunger and child
malnutrition. But many of
the poorest and hungry are
still being left behind despite
policies that aim to cut poverty
and hunger in half by 2015 under
the Millennium Development
Goals.

e Higher food prices will
cause the poor to shift to
even less-balanced diets, with
adverse impacts on health in
the short and long run. Business
as usual could mean increased
misery, especially for the
world’s poorest populations.
A mix of policy actions that
avoids damage and fosters
positive responses is required.
While maintaining a focus on
long term challenges is vital,
there are five actions that should
be undertaken immediately:

1. Developed countries should
facilitate  flexible responses
to drastic price changes by
eliminating  trade  barriers
and programs that set aside
agriculture resources, except
in well-defined conservation
areas. A world confronted with
more scarcity of food needs to
trade more—not less—to spread
opportunities fairly.

2.Developingcountriesshould
rapidly increase investment
in rural infrastructure and
market institutions in order to
reduce agricultural-input access
constraints, since these are
hindering a stronger production
response.

3. Investment in agricultural
science and technology by
the Consultative Group on
International Agricultural
Research (CGIAR) and national
research systems could play a
key role in facilitating a stronger
global production response to
the rise in prices.

4. The acute risks facing the
poor—reduced food availability
and limited access to income-

generating opportunities—
require  expanded  social-
protection measures.

Productive social safety nets
should be tailored to country
circumstances and should focus
on early childhood nutrition.

5. Placing agricultural and
food issues onto the national and
international  climate-change
policy agendas is critical for
ensuring an efficient and proper
response to the emerging risks.
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Lebanese International Bond Issues Beirut Stock Exchange Arab Markets

($) DEBT INSTRUMENTS Maturity YTM MidPrice

Sovoreign Debt

R. Lebanon 7 3/8 Jun-08 5.82% 100.12
R. Lebanon 10 1/8 Aug-08 5.04% 101.12
R. Lebanon Euro 7 1/4 May-09 7.72% 99.00
R. Lebanon 10 1/4 Oct-09 7.06% 103.88
R. Lebanon FRN ( Libor +3.25%)  Nov-09 8.82% 98.00
R. Lebanon 7 Dec-09 7.64% 98.50
R. Lebanon 7 1/8 Mar-10 7.70% 98.50
R. Lebanon 7 7/8 May-11 8.24% 98.50
R. Lebanon 7 3/4 Sep-12 8.58% 96.50
R. Lebanon 8 5/8 Jun-13 8.68% 99.25
R. Lebanon 7 3/8 Apr-14 8.79% 93.00
Central Bank of Lebanon 10% Apr-15 8.93% 105.00
R. Lebanon 8 1/2 Jan-16 8.95% 97.00
R. Lebanon 11 5/8 May-16 9.01% 114.25
R.Lebanon 8 1/4 Apr-21 9.11% 93.00
Private Issues

Crédit Libanais 6 7/8 Sep-08 6.37% 100.00
Audi Investment Bank 10.75 May-10 7.58% 105.75
B. Mediterrannee 7 5/8 Jul-10 7.62% 99.25
B. Mediterrannee 7 5/8 Dec-12 8.39% 96.50

FFA Growth Certificate

NAV Performance

sins inception
FFA Arabian Growth Certificate 4  117.71 17.70%
FFA Saudi Growth Certificate v 99.31 -0.69%

= FFA
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Tel: +961 1 985195 Fax: +961 1 985193

Web Site: www.ffaprivatebank.com
e-mail : info@ffaprivatebank.com
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Stock Closing YTD PER PBR  M.Cap. Company Name Last YTD v .. e . . . .
15/04/2008 Price$ o7 07 ($mil) =ompany TTame Last YTb Leatiad g dililll Ghlisll gua @ &igludiall
Solidere A * 2249  -23% 281 21 37082 SAUDI SE 9604 14.06% oald JSh 58 allg ple JSLy (Al L8
Solidere B * 2245 -11% 280 21 Saudi Basic Industries Corp. 160.75 -19.02% &Ll sapl &gl LAlA Ll acl adg
BLC Bank 7.50 -6.3% 38.2 10.9 381.8 Saudi Telecom Co. 65.25 -22.09% - - °
Banque Audi Listed 90.00 286% 146 18 30145 Saudi Electricity Co. 145 1.60% Lade Jaoll (Jol bighis
Banque Audi GDR 92.00 20.7% 149 1.8 Al Rajhi Bank 85.75 234.17% . 3 PO .
: : galy adi Kal Sa
Bank of Beirut - Listed shares 13.35  47% 122 13 5420 o T 8 TR e ol @ o ® =9
Bank of Beirut - Pref. Call. Class B 1150  0.0%  NA  NA 345 Riyad Bank 835 12.11% Gl all ¥l kag ¥l @il (0
Bank of Beirut - Pref. Call. Class C 25.50 2.5% NA NA 745 o A8 5 ot s
Byblos Bank- Listed shares 228 27% 95 13 9413 KUWEIT SE _ 14642 16.59% Pl gt gt dipen (& SRR RS
Byblos Bank- Priority shares  2.30  4.1% 96 13 National Bank of Kuwait 1980 -4.04% oo Sanaa alhlawal JYA o ailgas dalely
Byblos Bank- Pref.Call -Listed 10400  09%  NA  NA 1040 Mobile Telecommunications Co. 1880 -103.19% . |
BEMO Bank-Listed 410 15% 82 09 656 Kuwait Finance House 3040 5.26% ST
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. . Al Ahli United Bank 1.22 -13.93% S Al 029 A e alaieVl g9 (0 4048 e
*
Solidere valuation is based upon PER 06 and PBR 06 e B . oo AT ke cybiad l: 4 toies ¥ 1 Al Y1
** price and all calculations quoted in Lebanese Pounds GLa;f Fiz:nggHO?Jrs’lora fon 4'09 _18 690/0 J I O OR d95'| (O] L"“"“".‘ RO
The Market Capitalization and other ratios reflect all categories of outstanding .- "o oL OA83 _8‘190/;) @aolas8yl Lalill o daglall dala e (48,
ordinary shares at end of period s Jal o &51“ R \“_, ,03-1 ,ol L
Lebanese Treasury Bills Ly 1399 .Laaflge (o daliiwily culjlaiiwmdl
Months Issuing  Maturity ~ Circular  Discount Yield Months Issuing  Maturity ~ Circular Yield Value dalloll Glgwdl Gle I JS&y uSeiy dgam
Date Date Rate (%) (%) Date Date (%) (L.L) aLasayl
6 21/02/2008 21/08/2008 336 6.99 7.24 24 28/02/2008 25/02/2010 337 8.50 10,000 e &
12 28/02/2008 26/02/2009 337 7.19 7.75 36 28/02/2008 24/02/2010 337 9.32 10,000 ‘j“‘:"“ WL‘

FFA Private Bank s.a.l shall not be responsible for any loss arising from any investment based on any information herein contained
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