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Box B Fuel and food price inflation

Ddnal O’Shea

In addition to the direct impact of higher fuel prices outlined in a
Research Note published with the Commentary (Bercholz et al., 2026),
households will likely face a secondary effect through increases in food
prices. The impact of the war on food prices will come at both ends
of the production process, and affect both domestic production and
imports.

For domestic production, higher green diesel prices and higher fertiliser
costs are already increasing costs for farmers. For domestic final goods,
higher prices for white diesel will increase the costs of distribution over
the coming months. These two effects also apply to imported final
goods as well, though they will be further adversely affected by higher
international freight and insurance prices.

B.1 Agricultural price inputs

The closure of the Strait of Hormuz has impacted three key inputs in the
agricultural sector: fertiliser, feed and fuel.

The UN Conference on Trade and Development describes the impact
of the closure of the Strait of Hormuz on the global markets for urea
and ammonia (UNCTAD, 2026). This is by way of a direct restriction on
transport for the fertilisers themselves and because of restrictions for
natural gas, which is a key input in the production of fertilisers. Figure B.1
shows that commodity prices for an index of fertilisers have increased
since the war, though it appears that this is a continuation of a pre-war
trend rather than a sharp deviation.
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Figure B.1 Producer price index for ammonia, nitric acid, ammonium compounds and
urea (index, 2020 = 100)

320
280
240
200
160
120

80
2021 2022 2023 2024 2025 2026

Source: FRED database?

While that may be true on a global scale, the local impact has been more
abrupt. Figure B.2 shows that wholesale feed and fertiliser prices in
Ireland have increased sharply since the onset of the war. In the case of
feed, this increase is sharper and larger in level terms than the increase
in 2022. However, for fertiliser the increase is modest compared to 2022.
The timing of the increase is more impactful for fertiliser, with CSO data
indicating that over 40 per cent of fertiliser is typically sold in the period
April-June.” By contrast, seed prices have not been affected by the war
to date.
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Figure B.2 Irish wholesale price indices for agricultural inputs (index 2020 = 100)
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Source: CSO Agricultural Price Indices
Notes: Latest available data is to April 2026.

Agricultural producers also face increased fuel prices. Figure B.3 presents
an index of wholesale prices for petrol and for two types of diesel.© Green
diesel, also known as ‘marked gas oil’ is marked for certain uses including
agriculture. It differs minimally from ‘white diesel’ or ‘autodiesel’, but it
is taxed at a lower rate.? In general, prices for green diesel, white diesel
and petrol move in the same way. However, green diesel prices have

risen sharply in the months since the war started, with year-on-year

growth of 45 per cent observed in April. This sharp change, allied to

the fact that the level is almost as high as its peak in 2022, represents a
significant disruption to the production process in the agriculture sector.

The deviation of the growth paths of green and white diesel likely reflects
the difference in the scale of the excise cuts applied to the two forms
(Bercholz et al., 2026). This was a function of the prior low rate of excise
paid on green diesel. Given that the chemical composition of the two
types of diesel are similar, changes in the prices of one relative to the
other essentially reflect a policy choice.
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Figure B.3 Index of prices for fuel types (index, 2021 = 100)
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Source: CSO Wholesale Price Indices Table WPM37.
Notes: Wholesale prices excluding VAT

B.2 Distribution costs

Following the approach of Revoredo-Giha and Costa-Font (2026), we
consider the connection between price increases in diesel and price
increases in food. We observe a similar relationship in Ireland to the one
they describe in the UK. Panel A of Figure B.4 shows that spikes in food
inflation tend to follow price spikes in motor fuel, but there is evidence
of a lag.

In Panel B of Figure B.4, we investigate the length of this lag. The figure
shows correlation coefficients for food and fuel prices in Ireland at
different lag lengths for fuel prices. The relationship is strongest after a
period of 8-10 months. This suggests that the impact of the war on food
prices in Ireland is yet to be felt.



Figure B.4 Food and fuel prices
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a) Year-on-year growth in price index for motor fuel and food

60%
50%
40%
30%
20%
10%
0%
-10%
-20%
-30%

b) Correlation coefficients by lag length, food and diesel prices
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Note dual axes are used in Figure A to highlight the pattern of price spikes rather than to
compare the levels directly.

In addition to domestic costs, international freight prices have increased

since the war began. Kaitila (2026) document that the increases have
been sharpest in two particular indices. The Baltic Capesize Index
captures freight that is too large to fit through the Suez or Panama
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canals while the Baltic Dirty Tanker Index captures the cost of shipping
unrefined crude oil. Insurance costs for shipping have also risen due to
the obstruction of the Strait and the uncertainty associated with the war
(Revoredo-Giha & Costa-Font, 2026).

B.3 Pre-war context

Two additional features of the the economic context for food prices in
Ireland from before the onset of the war should be noted. First, the
Commentary has previously examined the degree of market integration
between Ireland and the UK for food and non-alcoholic beverages,
finding that prices often move together.® This relationship was shown
to be particularly strong during periods of higher inflation. Industry
forecasts suggest UK food price growth of 9 per cent in 2026.f

Second, food accounts for around one seventh of total expenditure for
the majority of households. The autumn 2025 Commentary examined
the share of household expenditure on food by income quintile.
Although higher income households do spend a lower share of their
total expenditure on food, the negative relationship between income
and food as a share of total expenditure is not a linear one. In particular,
food excluding takeaways and meals in restaurants represents 14-15 per
cent of total expenditure for each of the bottom three quintiles, before
falling to 11.5 per cent and 9.3 per cent for the top two income quintiles.

In addition, expenditure on food in general is likely to be more inelastic
than expenditure on particular sub-categories of food. Food price
inflation in the past 18 months has been attributable in part to specific
food items, which allows for the possibility of substitution away from
these categories. For example, Bourke and Arce Alfaro (2025) outline the
disproportionate contribution of several food items to price growth in
2025, particularly beef and butter. The analysis presented above suggests
that increases in food prices in 2026 might be more broad-based, which
reduces the possibility of substitution.

B.4 Policy implications

Taken in the round, the evidence above suggests that policymakers
should closely monitor food prices in the months ahead. This is
specifically because: a) Input prices are increasing sharply; b)
Distribution costs are increasing; c) Forecasts in the UK are for high price
growth and the Irish and UK grocery markets are relatively integrated;
and d) Food is an inelastic expenditure category, particularly for lower
and middle income households.
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The final point is the most relevant for policy. The tax and welfare system
will play a role in supporting households. Bercholz et al. (2026) review
the cost-of-living measures deployed in response to energy price shocks
in 2022 and 2023, and outline the policy response to date in 2026.

In terms of any further intervention, the International Monetary Fund
(IMF) outlines the following four policy priorities in responding to
the recent food and energy price shocks (Gourinchas et al., 2026),
with their full argument outlined in the April World Economic Outlook
(International Monetary Fund, 2026):

‘Let domestic energy prices reflect international costs.

Shield vulnerable households with targeted, temporary support.

Support viable small businesses with liquidity, not price controls.

e Reserve generalised subsidies and price caps for truly exceptional
shocks.’

Beyond these principles, we make two additional comments. First, food
is a highly salient expenditure category. Recent work published by the
Bank of England shows that food prices have a disproportionate impact
on households’ inflation expectations (Anesti et al., 2026). Credible
monetary policy can work to keep inflation expectations anchored
during times of price increases, as outlined in the case of the Ukraine
war by the IMF (Carriére-Swallow et al., 2022).

Second, the current level of competition in the grocery sector should be
monitored on an ongoing basis. The most recent review of the sector
conducted by the Competition and Consumer Protection Commission
found positive signs of competitiveness, including through competition
on prices, aggressive marketing on price and product differentiation.
In addition, they found that profit margins in the grocery sector in
Ireland are comparable with that of similar firms in the UK and Europe.
(Competition and Consumer Protection Commission, 2025)
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a Producer Price Index by Commodity: Chemicals and Allied Products: Synthetic Ammonia, Nitric Acid,
Ammonium Compounds, and Urea (WPU0652013A), link here.

b CSO Agri-environment statistics on fertiliser sales by quarter, available from Table PFSAO3 on the PxStat

database. Average constructed of years since 2015 excluding Covid-19 period, where analysis suggested

significant disruption to typical purchasing patterns for fertiliser.

As it is an index, it presents only relative changes in the prices, not differences in the price level.

More information and precise rates are available at the Revenue Commissioners website, link here.

See autumn 2025 Commentary for more information, link here.

For more information, see the website of the Food and Drink Federation.
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