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Food Prices: Media Driving Upward Trend?

Cereal stocks are up, the harvest for wheat is the most plentiful in years, and fuel prices are low - yet food prices have been climbing. Although food prices are less than half of the historical peaks of 2007-2008, some governments and traders are leading the charge to hedge against a shortage. A recent Russian export ban and riots in Mozambique for bread have thrust the question back into the media spotlight.

Drought and shockingly high temperatures cut Russian wheat output by a third this year. The government has stopped all grain exports and is focused on replenishing stocks at least until January 2011, or the next season when - according to Prime Minister Vladimir Putin, “it is clear how much we have.” Pronouncements such as these have preceded rallies in wheat markets. However, according to the FAO, the loss of Russian output will be made up by surpluses in Europe over the course of the year.

In Mozambique riots have erupted in response to a hike in bread prices and transportation costs. Invariably, the causes are complex but analysts have blamed a precipitous fall in Mozambique’s Metical - relative to the South African Rand - for the bulk of the increase in bread prices. Arguably, the Russian export ban on wheat seems to have been incidental to the riots in Mozambique, considering the challenges that the government is facing on a variety of fiscal and financial fronts.

Stocks and forecasts

Reassuringly, the FAO forecasts that global food production will only be slightly lower than 2008-2009, a record bumper crop. In some cases, such as wheat - even in light of an export ban - trade is expected to grow slightly this year, according to the USDA. Global wheat and rice production is also likely to have been affected by the recent floods in Pakistan, as the country is amongst the largest exporters of both goods.

Although food prices have been climbing, up nearly 5 percent since August, they are lower than in 2008 but higher than they were in 2009. The FAO’s food price index components - cereals, sugar and oils - have seen their prices rise since this summer, while meat and dairy have increased only slightly. Stocks for most cereals, a driver of volatility, have been diminished by sustained levels of utilisation in the face of production shortfalls but are likely to recover as farmers are signalled to plant more in response to profit-inducing prices.

Media panic?

Experts at some think tanks, such as Maximo Torero of the International Food Policy Research Institute, have criticised the uptick in media coverage of the price increases, as a “reflexive narrative” that has “already caused another global price spike.” He pointed out that the causes of the decline in production, such as bad weather, have only affected some exporters, such as Russia and Pakistan, while other major producers - such as Argentina, Australia, Canada, and the US - continue to have healthy stocks to buffer shortfalls or are expecting larger tallies for food commodities, year over year.

Long term problems remain

As changes in prices becomes a part of the discussion on food, addressing longer term structural issues remains key in the view of leading commentators. M.S. Swaminathan, widely regarded as the father of India’s Green Revolution, is calling for agricultural research and investment that promotes “knowledge-intensive agriculture.” Envisioning food security strategies that attend to availability, access and absorption, he emphasises the concurrent role that crop production increasing technologies play with basic issues such as clean water, in ensuring food security.

In the wake of the 2007-2008 food price spike, some institutions - such as the World Bank - have moved to refocus funds and attention on agriculture, which has been long neglected. These efforts, afforded billions of dollars, have yet to bear immediate fruit. The number of food-insecure people remains at above a billion, with numbers substantially increasing with each new shock. For example, the UN Special Rapporteur on the Right to Food has recently warned of two to three million potential food-insecure people in Syria. Amongst broader trends, food prices in many developing country markets remain stubbornly high even as international prices plummet from 2008 levels.

International institutions have called for improved regulation of markets, greater market transparency, and emergency stocks in the face of the current panic and as a solution to long term trends. According to the FAO,”fluid and efficient international trade” amongst these issues remains key.
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