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A year ago we were all very focused on the issughafply rising food prices; it was at the toplaf agenda for
much of our discussion. At this point, a lot ofttléscussion has just faded into the backgroundpushed it on
to the backburner and we don’t seem to think itteraibly important issue anymore. It's been ovaddwed as
an issue by the global macroeconomic crisis andittancial crisis. There has been a broad sendeitthas

been a false alarm. But what | argue for a goodl ipahat we are wrong to have turned our atterdiamy from

the food crisis so quickly.

Looking back, the sharp rise in prices of basiafstuffs created for a large part of the world exte difficulty.
For many people in the world this represented aeksion level, reduction in real income, this wasin terms
of dollar or euro values perhaps as large as theemtucrisis but it arguably affected even moregheanore
severely than the macro crisis has so far becdwese twho were most affected by the sharply risoagl fprices
are those who spend a larger share of their inacemiod, which is the poor. So the global foodisrtgad an
extraordinary human impact, arguably a larger astvéuman impact then the global financial crisi$asoOne
indication of how severe it was is the remarkabf®ant of civil unrest and political instability thaas seen last
year. e.g. Ethiopia, Egypt, Mexico and Thailand eryvlarge number of countries were severely digdipt
politically as people were unable to afford basitrition.

There were also some extraordinary political respenMuch of the worlds system of trade in foodsthfoke
down temporarily as food exporting countries motadimit, or in some cases completely ban expantam
attempt to provide some protection to their donsestnsumers. There was widespread discussion athaiher
in fact the world had started to fulfil the proplescof Malthus, whether we had in fact entered mtoeo-
Malthusian era of the world, and much discussiothefpressure of a growing world population andneoaic
growth as well as some problematic policies on Wald’'s food resources. All of that moved into the
background rather abruptly in late 2008 as we iramh the world of Malthus to the world of KeyneseWent
to a severe economic slump striking the whole wdtlg an extraordinary world downturn and quiteacly the
worst downturn since the great depression. GloHaP Gvill decline this year for the first time sind¥W?2.
There were expectations of a decoupling of the gimgrmarkets; this has not happened; it becameplicgu
with a vengeance. No part of the world economyparad. It started with the US, but Europe and Jagfin
suffer as deep or even deeper recessions withat@ne in sight. All of this has taken the attentaway from
the food crisis. The macro crisis has led to maggpte to write off the food and more broadly thencaodity
price crisis of 2008 as not fundamental. Thereidespread belief that all that really happened avapeculative
bubble and too many people were trading commoddiasng commodity prices to unsustainable levelsd
that all the concerns about ultimate supplies ofifavere misplaced.

But | argue against this view. International tradecommodities futures has expanded enormouslyfaod
prices went up very sharply, commodity prices wemtvery sharply and then fell a great deal. A lbpeople
took this as vindication that it was a speculatiuéble. But this is not right. Firstly, the risedafall of
commodity prices affected not only commodities wiglhge futures but those without e.g. iron ore.dimg
commodity futures only affects the price to theeextthat speculation leads to withdrawal of realpdies which
leads to hoarding. That was not the case as famkstwere at record lows. With an economic slurhp, real
price of commodities always falls and vice vershe Tgreat depression showed a spectacular collapse o
agricultural prices. Therefore the current falpiices is expected. It is a global recession sbajlprices should
fall.

The crisis will eventually end and when it does;livgiscover that neo-Malthusians were not wrongsBurce
constraints plus bad polices are creating a magavlem for the supply of food in the world.



Despite the sharp fall in food prices since theialpin early 2008, prices of basic foodstuffs ditetégher than
the beginning of this decade.

Aside from the level of food prices still on an ugw trend, the volatility is a clear problem. Peogd not eat in
the long run, they eat every day. Should high gritem 2008 re-occur, it would be a very seriousbpgm. We
are very vulnerable to such high prices for examgien a country imposes an export ban — the glet@homy

is affected even if the domestic consumers areepted.

The poor have no access to ways of diversifyink aisd they have no protection against high foodgsii The
bottom line is that the system we evolved whicletebn faith that world markets in physical foodf& plus
world financial markets for diversifying risks waluprovide a reasonable protection against vohatdid not
work and we do face a secular upward trend on fadecks. Fundamentally we are moving towards a world
where Malthusian type pressures are increasingtaral problem.

So what do we do at this point? One thing is teestvin future food production and this is both pbglsand
R&D. We tend to think of agriculture as being ammamics one on one market — producers and consumers
getting the market right. This is true but only topa point. Ag production and progress in productiepends
heavily on public goods, especially R&D. So thinkiabout why we got through the Malthusian warniofjghe
1960’s and the green revolution — a critical rolsvinvestment in basic research by internatiorgdmizations.
There has been much less emphasis on this resaadchhysical infrastructure for agriculture in necgears
largely because people though it was solved probleBut at this point it looks like we have serigusl
underinvested and need to play catch up.

There are some policies that are major aggravdtotprs. Biofuels is not really discussed at thenmant
because of the decline in oil prices which reduteddemand and at the same time food prices have dwn.
But it will come back as an issue and it's cleat tiiere was a significant increase in the pressargliobal food
supplies that was the result of badly conceivedukis policies. | need to know more, but this wasedaous
mistake. It is pushed to the background becauskeoturrent economic crisis, but it will be a pebl that will
come back to haunt us.

Beyond the long run polices, what about stabilifyere was scrambling to provide financial aid tardoies
that were suffering severely from high food prica&l did help but it was very difficult to come wpith the
money. Looking back at history, aid that kept adbpeople in Africa was because of the Saudi'pingl. With
the current oil prices this may not happen agajtiare soon.

We should have a reserve system in place for emeygeupport and the ad-hoc response shows a lsgtErm
for financial aid is needed.

It does look that we went too far from the polidynoaintaining food stocks within countries as atpetion

against crisis. Yes, with an individually countryiarvest failure, global markets work quite welltB systemic
hike in food prices leads to the global market krédawn. Food is different to other markets suclstasl. Food
is fundamental and needed to live on, particularlgoor countries. The effects of a global foodtenise are to
cause global markets to break down exactly wheneesl them most.

The environmental resource scarcity issues alddatk entirely real. Right now we have a sevelarg for
everything and in the case of raw materials thiamsea decline in relative prices. But this will eaxti when it
does we are back in a world that has growing painumiagrowing purchasing power, and growing constiomp
of foods that are very intensive in the use of alstefor example meat uses a lot more basic agwi@ll
production than the consumption of grain.

Water is a concern and so too is the use of palesatable land. When arable land is diverted to-agricultural
uses it usually raises world GDP, but it also haseffect of reducing the incomes of those alrestdire bottom
of the earning scale. But last but not least, theirenmental issues. To the extent climate changesst
agricultural patterns become disrupted, and adasncbuntries that are the poorest are the onesatbamost
vulnerable in the face of this.

Specific institutional remedies should be discus8ed there ought to be something.

We had a very serious outbreak of human sufferimdy @olitical instability resulting from a really te brief
spike in the price of food. It was not an extengediod; it was overtaken by events by the broathpeé of
economic activity thanks to the financial crisisadHit gone on any longer, it might have been muohse and
all indications are that the food crisis of 2008sveadress rehearsal for future crises and we bledtex some
mechanisms in place to deal with these.



