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Food Price Volatility:
Renewed Concern

A Recent high prices have focused world
attention on global food security

A Poorest marketdependent consumers are the
most vulnerable

A Widespread urban unrest, political pressure

A Longerfrun question: a new regime of
scarcity?




Blame Game:
What caused the recent food price crisis?

A Was it the price of crude oil 2%
A Was it the Australian drought? 2%
Azl a A0 / KAYIl Qa 02y adzy

A Was it US and EU
A A bubble: greedy s

niofuels policy??%
neculators? ?%0




Focus of Study: Markeétolatility

Preliminary Question:

When was the last time real grain prices as
volatile as they have been recently?
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Was 2007/8 an echo of mit970s?
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Characteristics of Grain Prices

A Long downwardrends

A Generally moderate, smooth movements
around trend, interspersed by occasional
steepspikes

A Recentreal spikes not unprecedented



Theory of storage implies:

A Storers smooth out troughs in price and low
value consumption after high harvests by
aodz2Ay3a f2¢ (G2 &St

A Storers smoottexpectedshortagesf cash is
available:

I Invest in stocks, raise current price, reduce
expected shortage

F



Why price Is much more sensitive to shock
when stocks are minimal?
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Theory of storage implies:

A Storers smooth out peaks aftenexpected
shocks, bubnly until their stocks run out

A When stocks run out, shocks must be
matched by imports, drops in consumption of
animals, biofuels processors, or (poor) people



World market prices show effects of
storage.

A Storers smooth out peaks aftenexpectedshocks,
but only until their stocks run out

A When stocks run out, price spikes are required, tc
force consumers to respond o#er-one to shocks

‘ SPIKES OCCUR ONLY IF STOCKS AR|

MINIMAL
- IS this true?
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Does Stock#o-use Ratio identify times
of susceptibility to spikes?

1. Stocksto-use predicts spike years as
vulnerable for wheat and maizsut adds
2002/03 as vulnerable, too

- In that year (in contrast to the others),
China made substantial exports

2. Predicts recent splke times as vulnerable for
F33INBIFGS 2F GKS KN
export record



Figure 5. China's share of world cereal exports
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World stockto-use ratios for calories from
wheat, maize and rice
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World stockto-use ratios for calories from
wheat, maize and rice
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Price of calories from wheat, rice and
maize
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Revisiting theBlame Game:
What caused the recent food price crisis?

A Was it the price of crude oil 2%
A Was it the Australian drought? 2%
Azl a A0 / KAYIl Qa 02y adzy

A Was it US and EU
A A bubble: greedy s

niofuels policy??%

neculators? ?%0



The problem with allocating the
blame;

AThe response igery nonlinear

AWhat does nonlinearity mean for
Ff€E20F0AY3 0KS
price spikes?



Storage inducesonlinearity in demand.:
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Spikes happen when there are:

1. Unpredictable (negative) surprises

2. Minimal staring stocks



Understanding the relation between
price and shocks:

AThe relation izery nonlinear so we
need to understandvhat nonlinearity

YSIya FT2NJ Ftf20FdAa
recent price spikes

ATo illustrate this | go to another
technical literature outside
economicCs:



Who Sank the Boat?

Pamela Allen










A The boat sank only after the mouse jumped in
after the cow, horse, pig etc. were already in
the boat

A2 KIF 0 LISNODSyudlr3IsS 2F ac
mouse”?



lllustration: Effect ofwo low harvests
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Effect oftwo low harvests
1. starting with average harvest, and price at
mean
2. starting at zero stocks
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When trade Is blocked and stocks run out,
adjustment must be In:

1. Animal feedingg more price responsive than human
consumption in general

2. Biofuels¢ depends on mandates, oll prices

1. If little domestic animal feeding and biofuels:
Consumers must bear adjustment burden

G to adjust direct grain consumption a little, price
must rise a lot

Poorest adjust most, at great cost



Explaining the recent spikes
Unpredictable changes in a market
with minimal stocks

A Furtherboosts in corn and oilseed ethanol
and biodiesel mandates

A Spike in petroleum boosted biofuel demand

A Unprecedented extension of Australian
drought

A Demands for rice, wheat induced by
substitution in use, and competition for land,
water and fertilizer



Key to 2007: Exporter/Importer Panic
Starting with Indian rice export ban, other
exporters also limited exports
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Why not leave stabllization to the Fre
Market?
A Two observations

1. This is not fundamentally just a problem of
market failure:

Even in a free markethe poor canstarve when

prices soaywhile others buy up stocks and have
ample food

2. The market is not free: Public always intervenes i
emergencyc guestion is not if but how.






