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Abstract. Although food quality and food safety issues seedominate discussion and research in Europe,epric
inflation and economic recession may pose questaes food abundance over the coming years. Foffitise
time since the early seventies, market stabilittafoumber of commodities is seriously questioned.

The paper tackles the fluctuation of food pricethim last decade and the reasons behind recentdqmices in a
series of commodities, trying to investigate whetbed shortages may create new problems, evenefatively
economically stable nations. Lowering stock letteds induce price volatility, production shortfaliisie to adverse
conditions that are often correlated to climate obe, oil prices, changing diet patterns in regighat have
become more affluent in recent decades, tradeipslithat often contradict one another, financiaésplation in
food markets all play a distinct role forming todayeality. The effect of rising food prices is ciaily important,
at the microeconomic level, for poorer households.

The paper tries to investigate whether food secusigblems -in the sense that all people, at alleBmhave
economic access to sufficient, safe and nutritifmesl to meet their dietary needs and food prefezsrfor an
active and healthy life- may become increasinglpartant in Europe in the future, as well as the segy
policies to protect those most vulnerable.
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Introduction

Recent record prices in a variety of food produtase drawn considerable attention to the less
privileged people around the world. Individualsifecchronic poverty and food insecurity were among
the worst hit by recent price fluctuations. It ifaat that there is no single remedy for the probées it
does not stem from a single source. Facing an eenefgod crisis, different sets of policies haveibe
adopted both at national and international levéheut leaving, however, much space for optimism.
Market instability in major agricultural commod#iecoupled with general economic recession may
provide an explosive mix even in economic regidrat fare considered affluent, like the EU, at least
for those at the bottom of the income scale. Higermployment rates, rising prices and increasing
inequality by definition mean, that more and moeegle will be left behind, unless necessary pdicie
provide an effective social safety net.

Agricultural commodities and the 2008 price peaks

The undeniable decline in food prices during 20G8/ mot modify the importance of sharp increases
during the two previous years. The index of nomiftadd prices, provided by FAO, has doubled
between 2002 and 2008, while the real food pridesxnstarted rising in 2002, following thirty years
stable prices and mainly declining trends. Priceraases became dramatic during 2006 and 2007,
leading to record highs for a number of crops. Bg-8008, real food prices were 64% higher than
their 2002 levels (FAO, 2008a)



At their peaks, during 2008, world prices of whaatl maize were three times higher than those in
2003, while price of rice was five times higher.h@t food products were also influenced; Dairy
products, meat, palm oil and cassava also exp&iesbarp price hikes during the same 5-year time
period. The prices of butter and milk tripled ahdge of beef and poultry doubled.

Figure 1 illustrates the food price index for ttespdecade, with the 2008 peak being apparentewhil
Figure 2 shows that not all products had propoaterprice fluctuations; the cereals price indexdas
much steeper peak than the meat price index fosahee time period.
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Figure 1: Food Price Index from 1999 to 2009,
data from FAO, (2002-04=100)
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Figure 2: Cereals and meat price indices from 183209,
data from FAO, (2002-04=100)

It is not an easy task to address the reasonsdéen2007-08 food price increase. It is certaat tiot

a single factor but a variety of reasons have fartoeay’s reality. Production shortfalls due to axbe
conditions that are often correlated to climatengfgado not explain observed price changes butysurel
affect them. The demand side is influenced by cimandiet patterns in regions that have become more
affluent in recent decades, especially in Asia, tednsumption of wheat and wheat-based products,



temperate-zone vegetables and dairy products im Asas increased (Pingali 2006)This shift is
expected to be reinforced in the future. With atbme growth of 5.5 percent per year in South Asia,
annual per capita consumption of rice in the redgsoprojected to decline from its 2000 level by 4
percent by 2025. At the same time, consumption it and vegetables is projected to increase by 70
perce)gnt and consumption of meat, eggs, and fighagcted to increase by 100 percent (Kumar et al.
2007

In addition, trade policies that often contradicteoanother create insecurity; lowering stock levels
induce price volatility, while oil price increaspst further pressure. Further analysing these grésd
out of the scope of this paper. However, two dgitend rather unique characteristics require furthe
consideration. The first one concerns financialcsfaion in food markets, the intensity of which
constitutes a rather new phenomenon. Addressirgy ftud-financial crisis nexus, Sodano (2009)
identifies speculation in commodity futures, foliogy the collapse of the financial derivatives maske
as one of the reasons behind recent price surdiessd@cond one that has drawn already considerable
attention investigates the role of the rapid inseei biofuel production and the consequent foad-fu
competition.

Financial speculation in food markets

Financial speculation involves the buying, holdingglling, and short-selling of stocks, bonds,
commodities, or any valuable financial instrumemptofit from fluctuations in its price as opposed
buying it for use or for dividend or interest incertRobles et al., 2008) Speculation is widely
understood as the purchase of a good for lateleregther than for use, or the temporary sale gdad
with the intention of later repurchase in the hopprofiting from an intervening price change.

It has been suggested that following the downwaidakin financial markets, speculation in food
products has been increased. If that were trumgutd explain drastic peaks in prices that maybet
addressed via the supply and demand functions. élsleR et al. (2009) point ouhe flow of
speculative capital from financial investors intgrigultural commodity markets has been drastic, and
the number of future traded contracts is incregsiaver time.They have used four indicators in total,
in order to investigate changes in speculativetahpin agricultural commoditiesjolume of futures
contracts, (which shows the total number of trades in commpodlitures contracts in the Chicago
Board of Trade —CBOT- on a monthly bas@)gen interest in future contract@hich captures the total
number of future contracts for a given commoditgtthave not yet been offset by an opposite position
or fulfilled by delivery of the commodity}he ratio of volume to open interest in future caaots as
well asthe positions in future contracts by non-commertiders

Among their findings is that traded volumes of agliural commodity futures have increased
significantly in recent year&rom 2005 to 2006, the average monthly volume tofdg for wheat and
maize grew by more than 60 percent and those éer oy 40 percent. In 2007, traded volumes again
rose significantly for all four commodities, eslgi soybeans, whose monthly average was 40 percent
larger than in 2006. During the first five monthg 2008, only the volumes for maize seem to have
stabilized, whereas the volumes for rice and sogbegere still growing at very high rates—47 percent
and 40 percent, respectivglRobles et al, 2009). The average monthly opesrast in future contracts
provides a similar story, leaving thus space fapsicism both on the role of short-term speculators
who open and close positions in a relatively speriod of time and on the entry of medium and long
term speculators into commodity future marketsthe same context, Plastina (2008ncluded that
between January 2006 and February 2008, investro@ilt dctivity might have pushed cotton prices 14
percent higher than they would have been otherwimgar® (2009) points out thiéte amount of speculative
money in commodity futures ballooned from US$5 billioi2000 to US$175 billion in 2001 what was
called in Wall Street the “commodities super-cycle”

Fiscal profit arising from speculation representsessence the reward of the risk accepted by the
speculator as opposed to a risk-adverse individdalever, excessive, unregulated speculation may
have negative effects, especially in the case od fmarkets. Increased price volatility and highkgea
reduce confidence in global food markets and mae gignificant stability problems in the long run.
While regulating similar transactions is not anyetask and requires considerable resources, thé& ste
is very high indeed as those worse affected byepticctuations are the poor and the effects arenoft
irreversible.



The food-fuel competition

Feedstock represents the principal share of tatdudl production costs. For ethanol and biodiesel,
feedstock accounts for 50-70% and 70-80% of oveaalls, respectively (IEA 2004)Thus, prices of
agricultural commodities used in biofuel productiare increasingly connected to energy prices,
leading to even more fluctuations. Noting thatfiiowing paragraphs mainly refer to first geneovati
biofuels, which have been the major applicatiofiespit is not difficult to observe that, as incsealy
more land is devoted to biofuel production, contpmti between food and fuel becomes transparent.
Future competitiveness of the biofuel sector witedmine the extent to which land, water and chpita
will be diverted away from food production. Figu8endicates the rapid expansion in the production o
biofuels presenting US production of ethanol inlionils gallons. As shown in Figure 4, US accounts
for more than half of the worldwide ethanol prodaoi} being one of the two main producers (the other
one is Brazil).
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Figure 3: US historic ethanol production (in miigallons), data from RFA
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Forecasts related to biofuel production is not asyetask; IFPRI has developed IMPACT, which
stands for International Model for Policy Analysié Agricultural Commodities and Trade and has
generated two future scenarios, one based on thentwate of biofuel increase, the other assunaing
drastic raise. Under the planned biofuel expansimenario, international prices increase by 26% for
maize and by 18% for oilseeds. Under the more idrb&ifuel expansion scenario, maize prices rise by
72% and oilseeds by 44%. Under both scenariosinttrease in crop prices resulting from expanded
biofuel production is also accompanied by a netekese in the availability of and access to foodh wi
calorijae consumption estimated to decrease acrbssgibns compared to baseline levels (von Braun,
20077.

Competition between food and fuel is heavily inflaed by protectionist policies regarding biofuels.
Protectionism is not a new initiative in the secasrit can be traced back in previous decades. The
general idea was that biofuels were offering aeraiitive market for agricultural commodities,
stimulating thus demand and pushing prices upwdraising huge budgetary considerations stemming
by farm subsidies, the suggestion seemed econdynigable. The willingness to end dependence on
traditional oil-producing nations in unstable regicand environmental concerns constitute additional
drivers that form today’s reality.

However, the market environment in the biofuel sediecame highly artificial as the agricultural
commodities used for biofuel production alreadyogafd some degree of protectionism via agricultural
policies. Off-farm subsidies for biofuel producti@nd consumption were added, resulting in an
unsustainable background, heavily dependent onigutervention. Taken into consideration all
protectionist measures, including import tarrifee safety net enabled domestic producers to thrive.

In general, subsidies for biofuels that use agtical production resources are extremely anti-poor
because they implicitly act as a tax on basic foglich represents a large share of poor people’s
consumption expenditures and becomes even morly @sstprices increase (von Braun 2007). The
International Food Policy Research Institute - IFRRosegrant et al, 2008attempted to quantify
what part of the cereals price rise over the pe@680-07 was caused by biofuels demand. They
conclude that thancreasediofuels demand accounted for 30% of the averape pise of cereals and
for 39% of that of maize (Alexandratos, 2088)

Analysing in depth externalities present in thet@eanay render a certain degree of protectionism o
biofuels social benefits. However, the intensitytttd subsidies is not compatible with the stateglgo
The bewildering array of incentives that have besrated for biofuels in response to multiple (and
sometimes contradictory) policy objectives beartlal hallmarks of a popular bandwagon aided and
abetted by sectional vested interests. Understantlie consequences of these changes before any
further damage is inflicted is the only responsivkey forward(11SD, 2007~

Protectionism revisited

Back in 1973, Richard Nixon imposed a ban on USeans exports to ensure local supply, a decision
that caused immediate outcry from other countfldé®e US was the major supplier and the measure
was perceived as threatening livestock productibhe Japanese were particularly unhappy as
soybeans are a vital ingredient in their nourishingerd 98% of their supplies were coming from the
US. Although the ban did not last but one week a@ad subsequently replaced by other protective
measures, such a reality would be considered digtest some years ago.

However, protectionist measures seem to become rmnce up to date, as national governments often
find refuge in order to help domestic consumers @nurol food price inflation in the short run. ihi

in some countries, such reaction may be addressbdreficial at the national level and thus defgrab
by local governments, it is not rarely the restilsacial pressure.

Demonstrations, protests and riots over the pridearl products has been the expectable resulieof t
recent crisis that had serious social repercussialtisough those are often less visible in affluent
societies. Mexico, Yemen, Pakistan, Mauritania,egah Cameroon, Argentina, India, Burkina Faso
constitute just a small part of a long list of ctrigs that have also witnessed protests over diewa
years alone. Suddenly the bread intifadas in Egypt Morocco in 1977 and 1984 respectively seem
closer.

Risking popularity and electoral results, proteaisb measures are a drastic option. Jordan, Bagesftad
and Morocco, are increasing subsidies and recomisgdeheir tariff regimes, India and Egypt are
restricting exports, China centrally controls dotize®od prices, while Russia has implemented price
controls on basic foodstuff. Export tariffs on whaad other basic food products become once more
popular; countries import more than they actuadigaehin order to build their stocks.



While protective measures may provide a relief domestic consumers in the short run, integral
problems associated with market distortions do pease to exist as they are economically
unsustainable and fail to prioritise the greatenglterm good. Price controls and export tariffsde
production less profitable, damaging further thppdy side. Subsidised consumer prices delay social
unrest but simultaneously create an artificial @roic environment, stimulating demand and creating
even more problems in the long run. In February82®zakhstan’s government announced its plan to
restrict wheat exports in order to ensure domestpply. As a result, global wheat prices augmented
by 25% in a single day.

The effect on the poor

It is self evident that at the microeconomic lewbg outcome of higher prices depends on whetteer th
household is a net buyer or a net seller of foo®lOFempirical analysis from developing countries
indicates that about 75% of rural households an&e93f urban households are net food buyers (FAO,
2008a). The budget share allocated to food andinteme elasticity of food increase as income
decreases and this conclusion, stemming both fioyple economic logic and actual evidence (Regmi
et al., 200¥, Theil et al, 1989), stands at the micro as well as the microecondeviel. Individuals
with limited financial means will allocate more oesces proportionately in order to cover basic seed
such as eating than rich people that will alloigmificant proportion of their income on other need
such as recreation. In addition, poor people vitba@se low value, inexpensive food products that may
bear however low nutritional value and they willtnech more responsive in price fluctuation.

Regmiet al calculated that for every 1% increase in thegd€food, food consumption expenditure
in developing countries decreases by 0.75%, amattithat may be further aggravated by recent price
pressures. They also compared consumption spengpgnse to price changes among developed and
developing countries and their findings show tloatdf consumption spending is much more elastic in
low-income countries (Regret al, 2001). Poor people, once more, bear the burden.

Ahmedet al (2007} calculate the number of people living in ultra pdy —less than US 0.5$ a day-
at 160 millions. Even worse, in certain regionduding Sub-Saharan Africa as well as Latin America,
the absolute number of ultra poor people is stidtéasing. While this is without doubt reason fgag
concern, persistent inequality may pose new questior those less privileged, even in the developed
world.

The other side of economic prosperity

It is not difficult to explain why the bulk of rearch, analysis and policy measures concerning poor
people focus on the developing world. Crossingghlgchological limit of one billion food insecure
individuals and the increasing number of ultra-p@tbose living on less than $ 0.5 per day) in many
regions of the planet, demonstrate in tragic fashize urgency of the problems. However, it is
simultaneously noticeable that, even in affluertiesies, some are left behind.

Poverty as a notion poses difficulties both in tehdefinition and comparison. This is apparerthto
Dublin European Council definition that considers @oorthose persons, families and groups of
persons whose resources (material, cultural andadpare so limited as to exclude them from the
minimum acceptable way of life in the Member Statehich they belong.

The European Council’'s definition constitutes iat#ing reading. Approaching poverty eeclusion
from the minimum acceptable way of lifeveals a relative definition, instead of absoloteasures,
which are mainly used in developing economies.rivetionally, thresholds of one or half a US dollar
per day —in purchasing power parity terms- are fisethe identification of poor and ultra poor pé&op
respectively. One of the UN Millennium Goals poytahis tendency as it is aiming to lower by 50%
the population earning less than one US dollardagr in a period of 25 years until 2015. At EU leve
individuals are considered to be under the risgamferty when they posses disposable income of below
60% of the national median. This has become thedata risk of poverty threshold in Europe,
although Eurostat calculates and publishes ratasrdinig to various thresholds.

It is not very hard to spot that the utilisationrefative measures may camouflage the bigger gctur
Thus, on one hand, in case of rapid economic grogiiposable income of below 60% of the national
median may denote acceptable living standard whieans a decrease in absolute poverty, although
the relative measures may show no significant cha@mp the other hand, during economic recession,
relative poverty may fail to portray the magnituafeabsolute poverty that people live in.



Since relative poverty measures seem to dominateattalysis, income distribution and inequality
become of primary importance. Figure 5 shows incameguality in selected European countries as
derived dividing the total income of the richedthfiby the total income of the poorest fifth. Thel E
average is slightly less than 5, with Greece anduBal presenting the highest inequality rates and
Sweden the lowest.
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Figure 5: Income inequality in selected Europeambies
(total income of the richest fifth / total incoraéthe poorest fifth),
data from EU Community Statistics on Income andrgvConditions, 2009

As calculated by Lelkes et al. (2069)based on 2006 EU-SILC data, the rate of relgiiveerty varies
between 10% and 23% in EU countries, with the priiqo of the population with income below the
poverty threshold lowest in the Czech Republic HrelNetherlands and highest in Latvia. They also
estimate that two-thirds of the total populationrigsk of poverty in the EU live in the six largest
countries: Germany, France, the UK, Italy, Poland &pain. However, this fact conceals regional
disparities as Germany and Italy have the samédwabsoumber of people at risk of poverty, while the
latter is significantly smaller in terms of totabgulation. Thus, Germany may have an important
negative contribution to the total amount of peagiieisk of poverty but still presents risk of paye
rates below average.

Lelkes et al., in the same study try to addressifmeme categories in absolute terms as well. tkeior

to do this, they calculate an income of 40% of B median as representing an average of just under
15 Euros per day, expressed in purchasing powensteéhan actual Euros. Estimating the income
equivalent of this level of purchasing power ind@l at 8 Euros per day, they come up with a rather
arbitrary threshold of around 5 Euros per day (68Rthe Polish median), which can be useful for
illustration purposes.



Figure 6 illustrates the actual number of peoplthwequivilised disposable income of under 5 Euros
per day, measured in terms of purchasing powerdatas for selected European countries. Using
2005-06 data, in Europe there were more than lfiomipeople in total in this category, which
represent 3% of the total population. Almost hdlfreem live in Poland, followed by Lithuania, Italy
and Germany.

Figure 7 shows the percentage of people with eligéd disposable income of under 5 Euros per day
out of the total population in each country. AlImose out of three Latvians and Lithuanians, one out
of five Polish belong in this category.
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Figure 6: People with equivilised disposable incarhander 5 Euros per day by country,
adapted from Lelkes et al. (2009), data are fromm3LC (2006)

Netherlands ~ France Greece UK Spain Lania Germary Italy Lithuania Pdand Other

Figure 7: % of people with income under 5 Eurosgssr
out of total national population by country,
adapted from Lelkes et al. (2009), data are frorm3HLC (2006)



Policy responses and conclusive remarks

While a variety of driving forces have contributiedthe price increases that have seriously affected
agricultural markets, quite a few of them are notpssing, as they have emerged in the past.
Population growth, income growth, production shall$f and increasing demand, oil prices and
subsequent production costs, trade policies priegelatick of clarity concerning ultimate goals hate
been present and, at some extent dealt with, inpt. Such surges were resolved through a
combination of policy responses and spontaneougehadjustments. If these were the only factors at
play currently, we could look forward with some fidence to the prospect that the present price
surges would subside over the short to medium f@exandratos, 2008). While panic over price
increases loses steam, protectionist measuredeavitelaxed and coupled with supply recovery, food
prices may return closer to their historical avesam the short run. However, in order to shapé&es!
necessary to address future problems, an insigtiteinntegral mechanisms of price formation in the
long run, is essential.

An analysed in previous paragraphs, recent foockepricreases are also due to new, non-traditional
factors that may prove to be more than mere diahgbs on the path of world agriculture
(Alexandratos, 2008). Biofuel production and thessquent food-fuel competition may be addressed
in more than one ways in this context. While protegst policies that create an artificial envirosint,
which favours biofuel expansion seem to dominate discussion nowadays, increasing prices of
energy may start to pose new questions in the emalistant future. As long as oil prices continue to
increase, biofuels will become increasingly contpatiand even the removal of their safety net may
not affect future production, putting thus moregsige in agricultural resources. Unregulated firsnc
speculation may aggravate the situation and leadén more price fluctuations.

International organisations, including the Unitedtins and the Food and Agriculture Organisation
have called for the necessary policy responsesdant declarations (High Level Conference on World
Food Security, FAO, 2008band High Level Force on the Global Food Crisis,, 2008"). These
would include emergency measures to combat foodcurity as well as structural adjustments,
including stock replenishment and long term agtigal investment to increase productivity.

While, future predictions regarding the state ofld@griculture should be tentative, in the sertnss t
they are affected by factors that are surrounded bgrtain degree of uncertainty, recent tendencies
may require policy responses that may alleviateesofrthe burden for those less privileged. Although
this fact has long been acknowledged as far addkeloping world is concerned, persistent inequalit
coupled with general economic recession may reqotey adjustments concerning income lagging
individuals in affluent societies as well.
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