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Foop PRICES BEGAN TO cLIMB throughout the world in 2007. World wheat
prices climbed from an average of $127 per ton in 2004-2005 to $397 per ton
in the spring of 2008—an increase of more than 200 percent—and rice prices
rose by more than 250 percent to $962 per ton in 2008." Prices for corn, meat,
oils, and dairy products saw similar though less dramatic increases at this time
as well.> Not surprisingly, world hunger and malnutrition rose along with food
prices. The Food and Agriculture Organization (FAO) estimates that more than
one billion people were undernourished in 2009, representing a dramatic increase 83
from 15 years before when fewer than 800 million people were hungry.?

As food prices rose and the threat of hunger spread in 2007 and 2008,
protests struck dozens of countries, including Argentina, Mexico, India, Italy,
Bangladesh, Egypt, Somalia, and Morocco. These protests contributed to political
instability in a number of countries. In Haiti, for example, the prime minister
was removed after a week of food riots in April 2008.% Although rising food
prices did not lead to disruptive protests in every nation, reduced access to food
was undoubtedly a destabilizing political force in many.

Though food prices declined in 2009 and protests faded, prices began to
increase again in 2010 and continued rising in early 2011. In fact, the FAO’s
food price index (a composite look at real food prices) was higher in February,
March, and April of 2011 than at any other point in the previous 20 years.
Wheat prices, for example, rose to $336 per ton in April.> Also, of course,
protests rocked the Middle East in the first three months of 2011. This “Arab
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Spring” began in January with food riots in Tunisia, which were soon followed
by protests in Algeria, in which rising food prices also played a role.

The food crisis, then, has entailed not only rising food prices and increasing
world hunger, but also greater political instability and change. Food crises hold
the potential to destabilize existing political alliances, mobilize masses against
regimes, and prompt some people to begin questioning economic systems. Given
the possibility of such significant scenarios, how can we explain this food crisis
in the world economy? Why did it come about? We might start by putting the
factors behind this crisis into two categories: immediate (or proximate) causes
and secular (or systemic) causes.® The immediate or proximate factors are those
current elements and conditions surrounding the rise in food prices, while the
secular or systemic causes are more long-term trends and changes that are not
as immediately visible.

While most public attention is paid to the immediate context of the food
crisis—issues such as weather conditions and ethanol production—I argue that
deregulation in agriculture in both national policies and the level of the world
economy set the stage for the crisis. Over the past 40 years, regulations that had
helped stabilize agricultural prices and production were eroded or eliminated
altogether. Recognizing the role of long-term deregulation also reveals an impor-
tant insight about the recent food crisis: the instability and volatility of prices
is as important as the existence of high prices. Before we explore this point,
however, I will first turn briefly to the factors commonly cited as contributing
to the food crisis.

IMMEDIATE CAUSES OF RisING Foop PRICES

Observers tend to point to several factors in explaining recent increases in food
prices: inhospitable weather and climate, the proliferation of agrofuels, rising
oil prices, commodity speculation, greater meat consumption, and population
growth. There should be little doubt that most of these factors played a role in
rising food prices in the past four years, and certainly these factors receive the
most public attention. While this immediate context is not my central focus,
acknowledging the part that these factors played in the food crisis is important
nonetheless.

First, harsh or inhospitable weather clearly affects crop harvests and result
in higher prices due to unexpected decreases in the supply of food. Leading up
to the 2007-2008 food crisis, Australia suffered from a drought, which affected
wheat and rice production, and a cyclone hurt rice production in Thailand
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—the world’s leading rice exporter.” Then in the summer of 2010, Russia and
parts of Europe experienced a severe drought that reduced wheat harvests and
pushed the Russian government to ban wheat exports. A New York Times article
on the drought noted, “Wheat prices have soared by about 90 percent since
June because of the drought in Russia and parts of the European Union, as well
as floods in Canada, and the ban pushed prices even higher.”® Food prices are
likely to rise if weather patterns depress agricultural production.

Second, the shift from food grains to agrofuels undermined food supply
and drove prices up. In particular, observers have highlighted the increased use
of corn for ethanol production in 2006-2008, especially in the United States

and European Union. As Fred Magdoff and . .
Brian Tokar note, “Close to one-third of the This IJI.ISh to increase agrofu el

entire 2008 United States corn crop was used production reduced the supply
to produce ethanol to blend with gasoline of food in the world economy

to fuel cars.” In 2007, Congress tried to
encourage the use of corn for ethanol production by passing the Energy Indepen-
dence and Security Act, which “mandates the increase of agro-fuels production
[...] from 4.7 billion gallons in 2007 to at least 36 billion gallons in 2022.7'°
To encourage agrofuel production, the United States has also created a number
of subsidies."" This push to increase agrofuel production reduced the supply of 85
food in the world economy.

Third, rising oil prices can contribute to higher food prices. Agricultural
production, especially grain production, in developed countries relies heavily on
oil as industrial agriculture employs heavy machinery as well as petroleum-based
chemical fertilizers. The food crisis of 1973, for example, was exacerbated by the
historic rise in oil prices. Oil prices began to rise in 2007 and peaked in 2008
(when gasoline in the United States rose above $4 per gallon).'?

Fourth, the financial crisis of 2008—2009 contributed to rising food prices.
As real estate markets began to falter, investors sought alternative outlets such
as commodities futures markets. Farmers and others use futures markets to lock
in a price for a commodity, allowing them “some protection from price fluc-
tuations and allow[ing] them to plan their business effectively.”’® The financial
crisis, however, increased the level of speculation, which is basically a “bet on
the probability that the price of a commodity will rise or fall in order to profit
from changes in prices.”'* This influx of money into the futures market drove
up commodity prices, increasing the price of food."

Fifth, rising meat consumption in the world contributed to higher food
prices. Though meat consumption has increased in the past 20 years in the
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United States and Europe, it has risen much more in countries such as China and
India. In the latter, growth in the middle class and rising per capita income have
helped to fuel increased per capita meat consumption. And as meat consumption
increases, more land is used for pasture or to grow feed grains, such as corn and
soybeans. This reduces the land devoted to food crops to be consumed directly
by people. In addition, meat production is a less efficient way to feed people
since it “takes seven to eight kilos of grain to produce one kilo of beef.”*¢

Though it was cited as an important factor in the 1970s, population growth
has rarely been singled out as a significant contributor to the recent food crisis.
Nonetheless, 7he Economist recently published a special report titled, “The 9
billion-people question,” which focused on the implications of population
growth. The world’s population is projected to reach 9 billion by 2050. This
report asked: Will there be enough food? '

This immediate context undoubtedly contributed in varying degrees to
recent increases in food prices. Yet focusing on these factors really remains at the
surface and leaves fundamental trends and processes unexplored. The broader
political-economic context was such that these trends could come together.
Understanding how this context came about is central to understanding the
fundamental processes leading to this crisis.

SEcuLAR CAUSES OF RisING Foop PRricEs

The commonly cited factors are not the only forces contributing to rising food
prices, nor are high food prices the only concern. Greater instability in agri-
cultural prices and production is also an important problem. In the past five
years, food prices have fluctuated dramatically. For example, wheat prices rose
by about 200 percent, then fell by 55 percent, then rose again by almost 100
percent—all within the span of a few years. This volatility is linked to policies
of deregulation in the United States and elsewhere over the past 40 years. This
instability in prices and production was central to rising food prices and the
food crisis.

Importantly, food prices have historically been a function of international
food regimes—the institutions, rules, and norms that shape food and agricul-
tural production, trade, and consumption in the world economy. Therefore,
the ebb and flow of food prices and the degree to which prices are volatile are
functions of the changes in food regimes, which are shaped by national policies
and agrarian politics.'®

To put this process into proper context, we need to begin with the mid-
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twentieth century, when the United States created global institutions to support
its position as the dominant economic and political power in the world economy.
At that time, the U.S. food regime came to stress regulation in agriculture with
the aim of stabilizing prices and production.

REGULATING FOOD AND AGRICULTURE, 1945-1970

Following the Great Depression and World War II, the United States set out to
liberalize the world economy. In particular, the United States sought to tear down
many of the trade barriers and regulations created during the Depression. The
General Agreement on Tariffs and Trade (GATT) was the primary vehicle for
trade liberalization. Coming into effect in 1948, GATT set forth rules for trade
and aimed to reduce trade barriers in the world economy through multilateral
trade agreements. It was effective at reducing trade barriers, as the average tariff
rate on dutiable imports fell from about 40 percent when GATT was formed
to 5 percent by 1990. GATT had one important caveat, however: it exempted
agriculture from liberalization. As a result, nations could still regulate agricultural
production, prices, and trade.

The exemption of agriculture from GATT was, of course, due to the United
States” desire to protect its policy of supply management, which rested on three 87
programs: price supports, production controls, and export subsidies. Price
supports provided a minimum price for agricultural goods, thereby protecting
farmers from severe downturns in the market. Production controls restricted the
amount of acreage that farmers could devote to particular commodities (e.g.,
corn, wheat, cotton), but also regulated production in a manner that helped to
guarantee a steady production of these commodities.'” Export subsidies, includ-
ing international food aid, were created to help lower the price of agricultural
exports, which had been artificially inflated because of price supports. Together,
these programs aimed to stabilize the market for agriculture.

In part because agricultural regulations were exempt from GATT, many
other nations adopted similar agricultural policies including France, Canada,
Mexico, Germany, Australia, and Japan. These nations adopted supply man-
agement not simply because GATT allowed it, but also because they faced
competition from U.S. agriculture concerns, which were subsidized and exten-
sively regulated. This competition prompted many farmers around the world
to push their respective governments for protections from U.S. agriculture.

U.S. agricultural policy, then, encouraged other nations to extensively regulate
agriculture. Thus, supply management was a widespread national policy in the
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world economy. 2

Just as importantly, the regulation of agriculture existed at the level of the
world economy beyond GAT'T. Indeed, while GATT merely allowed—and
encouraged—the national regulation of agriculture, a variety of international
organizations and agreements were created to oversee extensive regulations of
agriculture, in effect instituting supply management policy at the international
economic level.

For example, the International Wheat Agreement (IWA) brought wheat-
exporting and wheat-importing nations together to coordinate the market to
ensure supply and prices. The first IWA went into effect in 1949 and was “a
long-term, multilateral commodity contract, which specifies the basic maxi-
mum and minimum prices at which ‘guaranteed quantities’ of wheat will be
offered by designated exporting countries or purchased by designated importing
countries.”?! [IWA-exporting countries included the United States, Canada, and
Australia, which combined accounted for more than 75 percent of world wheat
exports at the time. The International Wheat Council oversaw the terms of the
IWA, which was renegotiated seven times over the next two decades. While
not all world wheat exports went through the I'WA, the agreement nonethe-
less offered significant stability in terms of world wheat prices and production
between 1949 and 1970.%

Other commodities had similar institutions and agreements. The Inter-
national Coffee Agreement (ICA) set export quotas and prices, overseen by the
International Coffee Organization. Created in 1962, the ICA governed the
international coffee market until 1989, when the agreement broke down. Like
the IWA, the ICA had a significant stabilizing effect on world coffee prices,
which fluctuated between $1.00 and $1.50 per pound during this period.”
Sugar, cocoa, wool, cotton, and rubber also had international agreements and
organizations that helped to stabilize prices, production, and trade.

Of course, not all agricultural commodities had international agreements
regulating trade, production, and prices. The world corn market, for instance,
did not have such regulation. This was in part because market stability existed
without regulation since the United States dominated world corn exports and
regulated corn prices and production domestically. Between 1957 and 1970,
for example, the United States accounted for roughly 57 percent of world corn
exports.”* This dominance helped to stabilize the market for corn.

Did these national policies and international agreements regulating prices
and production help to stabilize agriculture? Yes and no. We should first recog-
nize that because agricultural production is so dependent on the weather, some
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fluctuations in production and, hence, prices are bound to occur. Some years
bring good weather and large harvests, while other years see bad weather and
crop shortfalls. Also, of course, prices and farm income do not necessarily vary
with production; when good harvests abound, prices and income may drop.
When crops fall short of expectations, prices may rise but farmers may not have
the crop to take advantage of high prices. Such fluctuations in fortunes occur
in agriculture with or without state intervention.

Nonetheless, national agricultural policies that rested on supply manage-
ment policies used price supports to help prevent market collapses by institut-
ing a minimum price. Furthermore, price supports generally involved buying
excess commodities with the aim of eliminating . .
oversupply and low prices. The government-held Fluctuations in fortunes
stocks could then be released during periods of @¢eUr in agriculture with or

unexpected crop shortfalls. Such price support without state intervention.

programs helped to stabilize production, as well
as prices, by removing excess commodities during times of surplus and adding
previously purchased and stored commodities during shortages. Thus, national
policies of supply management helped to smooth out the vagaries of the mar-
ket on prices and of nature on production, thereby creating greater stability in
agriculture. 8
In addition, international commodity agreements had similar effects: they
helped to reduce market instability by setting a minimum price, or at least a
range in which prices could vary. These agreements also worked to regulate
production, trade, or both. This kind of coordination helped to prevent some
of the steep fluctuations in prices that we have seen recently.
During the mid-twentieth century, agriculture was regulated at both the
level of national policy and world economy. These policies helped to stabilize
agriculture prices and production. In the 1970s, however, deregulation began
and marked a significant shift in agriculture.

DEREGULATING AGRICULTURE, 1970S—PRESENT

The U.S. food regime, with its extensive economic regulation, was gradually dis-
mantled during the last quarter of the twentieth century. This process of deregu-
lation was apparent at three levels: the breakdown of international commodity
agreements, the incorporation of agriculture into GAT'T, and the retrenchment
of national agricultural policies emphasizing supply management.

First, international agreements such as the IWA and ICA began to weaken
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during this period, resulting in greater instability in commodity markets. The
last wheat agreement was approved in 1967 and lasted only three years. Though
there were two subsequent attempts to establish another agreement in 1970 and
1971, no deals regulating prices or exports were approved.” The ICA lasted
until 1989, when the United States withdrew from the International Coffee
Organization. Disagreements between producing and consuming nations about
quotas and prices were generally at the core of these collapses. After the failure of
these international agreements, the markets for these commodities demonstrated
much more price volatility.

Second, the Uruguay Round of GATT talks began in 1986 and included
agriculture for the first time, thus starting the process of incorporating that sec-
tor in GATT’s general push toward liberalization. This same round of GATT
talks led to the creation of the World Trade Organization (WTO) in 1995. The
WTO replaced GATT as the locus of trade rule negotiations, implementation,
and dispute settlement, including agriculture. Consequently, international
pressure increased on nations to reduce regulations in agriculture. This pressure
was central enough to the WTO’s trade policies that it led several ministerial
meetings to collapse as many nations resisted liberalizing agriculture.?®

Other international organizations, including the International Monetary
Fund (IMF) and World Bank also pushed nations to liberalize their agricultural
policies. The IMF and World Bank often made agricultural liberalization a
condition of loans.

Third, individual nations—most notably the United States—began to
weaken their policies of agriculture supply management. This tended to happen
after the elements of supply management at the level of the world economy had
been washed away. For example, although the IWA effectively ended in 1970,
the national regulation of wheat prices and production remained (at least in the
United States) until the 1990s. In this way, the end of the international com-
modity agreements was the first phase of liberalization in agriculture, followed
later by the retrenchment of national policies of supply management.

In 1996, the United States passed the Federal Agriculture Improvement and
Reform (FAIR) Act, which eliminated production controls and decoupled farm
subsidies from market prices. By removing production controls, in particular,
it essentially ended supply management policy after almost 60 years. While the
United States eliminated production controls, it reinstituted income supports
for farmers in response to the decline in prices precipitated by the passage of
the FAIR Act.”

Not all nations, however, were in a position to continue subsidizing farm-
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ers. Some simply did not have the national budget resources to do so, while
others were limited by IMF or World Bank restructuring agreements. With
the creation of NAFTA, for example, Mexico agreed to end its long-standing
policy protections of corn and open its market to corn from the United States.
Consequently, Mexican imports of corn increased substantially, depressing prices
and flooding the Mexican market.

The elimination of stabilizing policies signaled fundamental shifts in agri-
cultural and food production, trade, and prices. The safeguards against market
volatility were weakened or eliminated beginning in the 1970s. What were the
effects of this deregulation? How exactly did this contribute to the food crisis?

THE CONSEQUENCES OF LIBERALIZATION

The elimination of price supports and production controls made agriculture more
vulnerable to market vagaries. First, this deregulation destabilized production
and prices. Consequently, the supplies of grains and other foods that poorer
countries had come to depend on between 1945 and 1975 were no longer
reliable. Following the passage of the FAIR Act, between 1996 and 2005, U.S.
corn production increased by about 20 percent. By contrast, wheat production
fell slightly by about 5 percent. Without regulations on production, farmers 9
could more easily shift between crops, resulting in less stable supply of various
commodities.

The collapse of international agreements had similar effects on agricul-
tural production in the Global South. When the ICA broke down in 1989, for
example, coffee production shifted dramatically. Vietnam went from being a
small producer of Robusta coffee (about 400,000 60-kilogram bags annually)
in the mid-1980s to being the dominant producer (almost 11 million bags)
by 2000. Consequently, Vietnam alone increased total world production of
Robusta coffee by about 50 percent in less than ten years.”® This dramatic shift
in production would not have been possible under the stricter arrangements
of the mid-twentieth-century ICA. With the collapse of the coffee agreement,
however, a nation could emerge as a top coffee producer and add enough coffee
to flood the market.

Second, this deregulation made markets for commodities originating from
the Global South less stable. Fluctuating commodity prices, especially price
collapses, can endanger the incomes of producers and raise the poverty level
in developing countries. Falling incomes inevitably reduce access to food and
food insecurity rises.
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Returning to the example of coffee, a crisis plagued the world coffee market
for about two decades. When the ICA broke down in 1989, coffee production
and prices became much less stable. The ICO’s composite price fell from $1.15
per pound in 1988 to $0.63 in 1993. After rising again between 1994 and 1998,
the composite price fell further to $0.47 per pound in 2002. While coffee prices
rose between 2003 and 2008, the peak in this was still below the average price
of $1.31 for 1982-1988.% As the gourmet coffee
market (e.g., Starbucks) took off and American

American coffee drinkers consumers paid more for their daily cup of cof-

have not necessarily meant

fee, world production increased and prices to
producers fell. As Daniel Jaffee notes, “The share

higher incomes for coffee of che purchase price kept by coffee-producing
farmers around the world. nations, then, plunged from between 30 and 33

92

percent to less than 8 percent in a little more than
adecade.” Higher prices paid by American coffee drinkers have not necessarily
meant higher incomes for coffee farmers around the world.

Instability in the price of a central commodity produced in the Global
South, such as coffee, has important implications for income and poverty in
that part of the world.’" These commodities are important sources of income
for nations and individuals, and the prices of the commodities do not neces-
sarily vary with prices for commodities that are imported, such as rice, wheat,
or other grains. Therefore, the collapse in the price of coffee had the effect of
increasing poverty in coffee-producing nations such as Brazil, Kenya, Ethiopia,
India, and Vietnam. Increasing poverty contributes to the likelihood of a food
crisis because food is a commodity that must be purchased. When incomes fall
while the prices for basic foodstuffs rise, people lose adequate access to food. The
deregulation in agriculture over the past 40 years contributed to the food crisis
by undermining incomes around the world and contributing to spikes in food
prices. The food crisis, then, is merely exacerbated poverty and hunger.

CONCLUSION

The immediate context certainly helped to create the recent food crisis. Bad
weather, the diversion of crops to biofuel and livestock feed, oil prices, and
financial speculation all played a role in increasing prices. But to focus on these
short-term trends at the expense of understanding the secular effects of liberaliza-
tion over the past 40 years is a mistake. The shift toward deregulated agriculture
between 1970 and the 1990s played a fundamental role in creating the context
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that allowed for the recent extreme volatility seen in food prices.

From the 1940s to the 1970s, agricultural production, prices, and trade
were regulated at the level of national policy and the world economy. These
regulations attempted to manage the supply of various commodities, and in
doing so they also worked to stabilize prices. This food system was by no means
perfect, but it nonetheless helped to eliminate some of the worst excesses of the
market economy, smoothing out the sharp fluctuations in prices and shifts in
production. The push for deregulation beginning in the 1970s removes these
stabilizing policies.

The current food crisis has revealed how precarious the underlying system
has become. The food regime is increasingly susceptible to sharp changes in prices
as the buffers that had been in place for decades are now either severely weakened
or eliminated. This change has left many people and nations throughout the
world more vulnerable to extreme market swings in prices and production. The
food crisis occurred at least in part because of that vulnerability.

What does such a food crisis mean? What are the implications of being more
susceptible to sharp fluctuations in prices? First, such crises affect individuals, and
those most vulnerable are the poor in developing countries. A high proportion of
their budget is devoted to food, and they generally have few resources to absorb
sudden and sharp increases in food prices.” This is, at its root, a very personal %
side of food crises as food is a basic need that every one of us has. When food
is a commodity that becomes swept up in a wave of economic crisis, it often
means even tougher times for those who are already struggling.

Second, food crises bring the possibility of political and economic instabil-
ity. Food riots, political shifts, economic downturns, increased debt and financial
problems, and other potential troubles can accompany food crises—particularly
for food-importing and developing countries. As with individuals, food crises
can exacerbate the financial, economic, or political difficulties that countries
may face, especially in a global context in which buffers against extreme volatility
have been significantly weakened.

Nonetheless, we should remember that political decisions construct the
market and build the parameters of international regimes. The long-term
movement between regulation and deregulation in food regimes is an ongoing
process that can be traced back to the mid-1800s, when Britain established a
food regime based primarily on free trade. The ebb and flow of regulations will
continue. The question now is: How can we move toward a food regime that
offers more food security to people around the world? @9
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