Will weather woes cause food cost hikes?

Restaurants expected to pay more for beef, but other commodities are likely to
take a hit from the weather as well.
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The problem: Lingering drought means there may not be enough irrigation water
to go around this year for the California growers who supply the bulk of the fresh
produce for restaurants. Factor in high beef prices and it’s looking like many
operators could struggle to keep food costs in line during 2014.

You can’t say the U.S. Department of Agriculture forecasters didn’t warn us that
food prices might take off. For the most part, the agency’s Food Price Outlook,
2013-14 called for the kind of low-single-digit price increases with which
restaurant operators can live. The lone exception was beef, destined to cost more
because herd sizes have shrunk of late while demand has not.

However, the USDA did throw in this qualifier when it released its outlook in
early January. “This forecast is based on an assumption of normal weather
conditions; however, severe weather events could potentially drive up food prices
beyond the current forecasts. In particular, the ongoing drought in California
could potentially have large and lasting effects on fruit, vegetable, dairy, and egg
prices.”

Since then, severe weather events are mostly what the country has had. The polar
vortex hit restaurant operators hard because many potential customers didn’t
want to leave their homes to eat. But it didn’t have much of an effect on the
supply and cost of most food items restaurant operators use. Even the citrus
crops in Florida came out okay.

But the scope of the drought in California has continued to grow. The U.S.
Bureau of Reclamation announced there would be no federal irrigation water
this summer for California’s Central Valley, the prime growing area in the
country for many key crops.

The result: possible pricing pressure on multiple core items restaurants use.

Keep in mind that California is the source of 94 percent of all broccoli, 95 percent
of celery, 9o percent of leaf lettuce, 83 percent of Romaine lettuce and similarly
high percentages of a dozen other produce items. Tomatoes are an exception of
sorts, with about one-third of the country’s fresh-pack tomatoes coming from
California. But roughly 95 percent of tomatoes used for canning or in other
processed items come from California.


http://www.ers.usda.gov/data-products/food-price-outlook/summary-findings.aspx#foodPPI
http://www.ers.usda.gov/data-products/food-price-outlook/summary-findings.aspx#foodPPI
http://www.csmonitor.com/Business/new-economy/2014/0108/Will-the-polar-vortex-chill-the-US-economy
http://www.csmonitor.com/Business/new-economy/2014/0108/Will-the-polar-vortex-chill-the-US-economy
http://www.marketwatch.com/story/california-farm-drought-crisis-deepens-2014-02-22

It’s not just beef and produce that could cost more than anticipated this year.
Pork, dairy, lettuce, cheese, bread and many other items could face pricing
pressure in 2014. Some of those increases are already showing up at the retail
grocery level.

Who'll feel the pinch most? Restaurants that serve steaks and, especially, burgers.
Don Close, cattle economist for agriculture lender Rabo AgriFinance, sees beef
prices, already high, rising between seven and eight percent per year over the
next two years.

Close thinks part of the problem is the way beef production is set up.

“Under the existing business model, the U.S. cattle industry manages all fed beef
as if it were destined for the center of the plate at a white table cloth restaurant,”
he notes. “The industry is, essentially, producing an extraordinarily high-grade
product for consumers who desire to purchase a commodity. More than 60
percent of U.S. beef consumption is ground product. If the U.S. cattle industry
continues to produce ground beef in a structure better suited to high-end cuts,
the result will be continued erosion of market share.”

Let’s hope that market share isn’t lost at the restaurant level. Burger restaurants
have been the fastest-growing part of the industry. Market researcher NPD
Group reports that unit growth for restaurants that feature hamburgers rose 7.2
percent last year.

But the supply/demand pendulum for beef may soon swing the other way. As
Southwest Farm Press reports, “livestock producers are experiencing record high
meat prices and the lowest feed costs in years. This is a recipe for herd expansion
and increased feed use.”

All restaurant operators can do right now is to keep an eye on their food costs as
they wait for prices to level off and perhaps return to normal. But you might
consider praying for more rain in California to help speed this process along.


http://www.marketwatch.com/story/10-foods-youll-pay-more-for-this-year-2014-02-25
http://www.cbsnews.com/news/food-prices-soar-as-incomes-stand-still
http://www.cbsnews.com/news/food-prices-soar-as-incomes-stand-still
http://www.marketwatch.com/story/tomorrows-hamburger-may-cost-as-much-as-todays-steak-2014-02-20
http://www.marketwatch.com/story/tomorrows-hamburger-may-cost-as-much-as-todays-steak-2014-02-20
http://www.marketwatch.com/story/tomorrows-hamburger-may-cost-as-much-as-todays-steak-2014-02-20
https://www.rabobankamerica.com/News-And-Press/Latest-News/2014/February/RAF%20Rabobank%20Report%20Calls%20for%20Structural%20Changes
https://www.rabobankamerica.com/News-And-Press/Latest-News/2014/February/RAF%20Rabobank%20Report%20Calls%20for%20Structural%20Changes
http://www.burgerbusiness.com/?p=16986
http://www.burgerbusiness.com/?p=16986
http://southwestfarmpress.com/grains/2014-feed-grain-outlook-will-use-catch-supply

