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Summary of Peter’s presentation:

1. Price volatility is a majoreconomicproblem —price
stability contributes to economicgrowth

2. Food price volatility is a majorpolitical problem. Policy
analystsneed to addresghese realproblems to be taken
seriously by policy makers

“gr eattteeanti on needs t cbast 'devo
approaches at the national e v &imrer, |. 2)

3. Whatto do?
Help households cope with pricerisks
Help countries stabilize domestic food prices, with minimal
spillover to global markets

Help regional organizations provide productive forums for
coordinated food reservepolicies




Peter’s conclusion #1

1. Price volatility Is a majoreconomic
problem
Price stability contributes to economic
growth

So |l et’s encour age
stabilize




My concerns:

AYes, price stability contributes to
economic growth

ABut price stabiliza
necessarily contribute to price stability

Go v e r n mmackréecbrdin stabilizing prices
has been mixed abest




Statesiintervening mosthhealily inmmakkets:andtrade
to stabilize prices suftertthermastprice instability
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My concerns:

AHence the relationship between price
stabilization and economic growth is
tenuous at best

AMassivecosts—and foregone investment in
productivity -enhancing publicgoods

APrice stabilization efforts are often the
smokescreen for patronage




My Conclusion #1:

ADespite there being benefits to price stability,
many governments fail to promote it via price
stabilization policies

ANo solid evidence that countrieghat stabilize
have greater productivity growth than those
that do not

Peter presents no empirical support for his view




Peter’s conclusion #2:

1. Food price volatility is a majorpolitical
problem. Policy analysts need to
address these real problems to be
taken seriously by policymakers

“ g r eaténson needs to be devoted
to “skeked®ihd approac
natili onal | evel”




My concerns:

ALack of clarity about what the fundamental
problem is.

AFoodprice instability  high food prices

AMost analyses show that high food prices is
the much more important and dangerous
problem

ABarrett andBellemare( 201 1) conc|
could find no rigorou
unrest is due to price volatility

AEvidence that stabilizingagainst low prices
may beregressive, but still may have some
Important benefits




Who benefits from government efforts to raise
food prices? (Zambia 2008)

30,150

(67%)

(2%)

467,320 | 1.9 257 172 252 1,272
(30%)

1,010,014 | 1.1 129 0 57 756

Source: Central Statistical Office, Supplemental surveys, 2008




AGovernment efforts to raise food prices
tend to be regressive- hurting the poor




Als there any evidence to suggest that
food prices are becoming more volatile?




Higher price levels — the long view

World Bank World Price Indices for Grains and Fertilizer (Pink Sheet)
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Higher price levels — the long view
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Higher price levels?

World Bank World Price Indices for Grains: Nominal and deflated

with SSA and World per capita GDP (19&D11)
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with SSA and World per capita GDP (19&D11)

Nominal grain
price inex
GDP-deflated
grain price
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Higher price levels? (2)
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with SSA and World per capita GDP (19&D11)
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Higher price levels? (3)
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2008 and 2011 peaks

with SSA and World per capita GDP (19&D11)
lower than previous

e GDP-deflated
grain price
index (SSA)
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Kg per average monthly wage earnings or
services sector value-added per employee

/ambia, maize atfordability
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ambia, bread affordability

per employee
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Kg per average monthly wage earnings or
services sector value-added per employee

Kenya, maize atfordability

B
g
3

g

3
G

S

1
8
Kg per average monthly per capita GDP

3

- 110

8

o
1
I
©
o

1 | 1

O A o) 0) N £
N & P P \'196Q s ¥ S &

X A\ A\ N\ N \Qqq © ® P ® P P P P

m— Agriculture/forestry wage Public sector wage

Private sectorwage @~ = ===s=sese- Services value added/employee

— — — Per capita GDP (right scale)




$1/Day Poverty and Growth in Sub-Saharan Africa, 1970-2006

454

Poverty Rate

35

37

-2000

- 1900

- 1800

- 1700

- 1600

|
1970

| |
1980 1990
Year

I
2000

|
2010

—=e—— Poverty Rate, $1/Day

—&—— GDP per capita

GDP per Capita




My conclusion:

ALittle evidence to suggest that food prices
are becoming more volatile

AGDP and wages are rising faster than food
prices in most developing areas, including
most of Africa

AAgree that farmers producing a surplus are
nurt by low prices, but efforts to raise farm
orices often hurt the poor

AHigh food prices is the major problem-and
the strategies foraddressing: stnucturally
high food prices differ from the strategies
to addresspricewolatility
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Ranking of Alternative Investments:
Meta-Study Evidence from Asia and Africa

The Economist

IFPRI study

Policies

Road investment

Agricultural R&D

Agricultural
extension services

Credit subsidies

Fertilizer subsidies

Irrigation




Ranking with respect to agricultural growth:
Evidence from Asia

The Economist

Policies

Road investment

Agricultural R&D

Agricultural
extension services

Credit subsidies

Fertilizer subsidies

Irrigation




Ranking with respect to poverty reduction:

Evidence from Asia

Policies

Road investment

Agricultural R&D

Agricultural
extension services

Credit subsidies

Fertilizer subsidies

Irrigation

The Economist

IFPRI




Petero0os opening qu
ol s there any way
be politically sensibl& 6

/;lPeter’s conclusi on:

good economics must take account of
political realities — policy analysts will be
ignored If their prescriptions ignore

government s’ prefere
stability




My conclusion:

ANot so quick to givein to 2nd pest
approaches.




The world has achieved manymportant
policy changesonceviewed as politically
Infeasible not long before theyhappened

Economic reform in eastern Europe
Current changes in Middle East

Economic policy liberalization in Sub
Saharan Africa—a very different place
than it was 20 years ago

ASa...letls eot Un& resniroate within<ch@or e
policy reform IS possible @rssetcour
sights too llow.




ATherefore, | would have liked to see
Peter put more focus on the policy and
Investment strategies that represent the
best prospects forsustainable poverty
reduction and livelihood improvement,
rather than arguing that liberalization
options are not politically feasible
without 2nd best options involving price
stabilization




What to do — concretely?

Peter:
A Help households cope with price risks

A Help countries stabilize domestic food
prices, with minimal spillover to global
markets

A Help regional organizations provide
productive forums for coordinated food
reserve policies

ATreat st
t han a “




My list ot concrete actions:

AEncouragea shift in public budgets from price
stabilization (some of which is often destabilizing)
to investmentswith proven track record in
reducing poverty and promoting income growth!

Sound macroeconomic management

Crop science / R&D / Nationakhgresearch systems

Viable farmer extension systems

Basic education and health

Road, rail, port infrastructure

Sustainable use of worl d’ s

How to maintain crop productivity and yield stability in
face of climate change

rules-basedas opposed to unpredictable
government actions in markets (trade bans, sudden
changes in marketing board operationsgtc)







ANhy not go after the low
hanging fruit?




What to do? Short-term

ADistinguish between emergency
reserves and buffer stocks

The former are smaller, meant to cover gap
until imports can arrive

The latter are explicitly meant to stabilize
prices and so need to be large

AVery poor record in most developing
countries: High cost, opague management
lead to market disruption

Regional buffer stocks would face even
greater problems




What to do? Short-term (2)

ACombinerelatively small emergency reserves
with robust safety nets

Reserves = Z3 months consumption max
Layered safety nets

A School feeding

A Conditional cash transfers

ATemporary food aid

ARemember that consumers can and do
substitute from high-cost to low-cost calorie
sources

From maize/wheat to cassava, sweet potato,
sorghum, millet

From refined maize meal to coarser maize meal




What NOto do

AlLarge-scale government procurement and
buffer stock policies

Zambia lost $300 mill (nearly 2% of its GDP
In 2010) on its maize operations last year

AStabilizing well could begood:-economics

ABut stabilizing badly isneither good
economicsnorgood politics
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