
SAFEGUARDING Food SECURITY
In VoLATILE GLOBAL MARKETS

EdITEd bY

AdAm PrAkAsh



The designations employed and the presentation of material in this information 
product do not imply the expression of any opinion whatsoever on the part 
of the Food and Agriculture Organization of the United Nations (FAO) concerning the 
legal or development status of any country, territory, city or area or of its authorities, 
or concerning the delimitation of its frontiers or boundaries. The mention of specific 
companies or products of manufacturers, whether or not these have been patented, does 
not imply that these have been endorsed or recommended by FAO in preference to 
others of a similar nature that are not mentioned.

The views expressed in this information product are those of the author(s) and 
do not necessarily reflect the views of FAO. 

ISBN 978-92-5-106803-8

All rights reserved. FAO encourages reproduction and dissemination of material in this 
information product. Non-commercial uses will be authorized free of charge, upon 
request. Reproduction for resale or other commercial purposes, including educational 
purposes, may incur fees. Applications for permission to reproduce or disseminate FAO 
copyright materials, and all other queries concerning rights and licences, should be 
addressed by e-mail to copyright@fao.org or to the Chief, Publishing Policy and 
Support Branch, Office of Knowledge Exchange, Research and Extension, FAO, 
Viale delle Terme di Caracalla, 00153 Rome, Italy.

© FAO 2011

Cover design by Giancarlo de Pol
Cover photo (centre) ©FAO/Ami Vitale
Typesetting and layout by River Valley Technologies (river-valley.com)



Safeguarding food security in
volatile global markets

Edited by Adam Prakash

Food and Agriculture Organization of the United Nations, Rome, 2011



Contents

Preface vi

Foreword xv

Overview xvii

SETTING THE STAGE 1

1 Why volatility matters
— Adam Prakash 1

2 Commodity prices: theoretical and empirical properties
— Matthieu Stigler 25

3 Rising vulnerability in the global food system: beyond market fundamentals
— Adam Prakash and Christopher L. Gilbert 42

4 Rising vulnerability in the global food system: environmental pressures and climate change
— Global Perspectives Unit (FAO) and Natural Resources Department (FAO) 64

5 The nature and determinants of volatility in agricultural prices: an empirical study
— Kelvin Balcombe 85

6 Emerging linkages between price volatilities in energy and agricultural markets
— Stefan Busse, Bernhard Brümmer and Rico Ihle 107

7 Grains price pass-through, 2005-09
— Christopher L. Gilbert 122

8 Price transmission and volatility spillovers in food markets
— George Rapsomanikis 144

9 The world rice market in 2007-08
— David Dawe and Tom Slayton 164

10 Country responses to turmoil in global food markets
— Mulat Demeke, Guendalina Pangrazio and Materne Maetz 175

11 International commodity agreements
— Christopher L. Gilbert 202

iv SAFEGUARDING FOOD SECURITY IN VOLATILE GLOBAL MARKETS



12 The fallacy of price interventions: a note on price bands and managed tariffs
— Brian Wright and Adam Prakash 231

INFORMATION, EXPECTATIONS AND THE ROLE OF STOCKS 242

13 The rise of commodity speculation: from villainous to venerable
— Ann Berg 242

14 The economics of information and behaviour in explaining excess volatility
— Adam Prakash and Matthieu Stigler 268

15 Storage arbitrage and commodity price volatility
— Carlo Cafiero, Eugenio Bobenrieth and Juan Bobenrieth 288

16 The role of low stocks in generating volatility and panic
— Matthieu Stigler and Adam Prakash 314

17 Global governance: international policy considerations
— Panos Konandreas 329

GLOBAL GOVERNANCE TOWARDS FOOD SECURITY 329

18 Coping with food price surges
— Christopher L. Gilbert and Alexandra Tabova 361

19 Using futures and options to manage price volatility in food imports: theory
— Alexander Sarris, Piero Conforti and Adam Prakash 386

20 Using risk management tools to manage price volatility in food imports: practice
— Morgan Stanley Commodities Group 405

21 The global grain contract: towards a new food security instrument
— Ann Berg 430

22 Strengthening global food market monitoring
— Jim Greenfield and Abdolreza Abbassian 441

23 Addressing the biofuels problem: food security options for agricultural feedstocks
— Brian Wright 460

24 Targeting the most vulnerable: implementing social safety nets
— Zoltan Tiba 472

25 Targeting the most vulnerable: implementing emergency reserves and other food security
instruments

— Agricultural Support Systems Division (FAO) 490

26 Targeting the most vulnerable: implementing input subsidies
— Zoltan Tiba 510

27 Investing towards a world free of hunger: lowering vulnerability and enhancing resilience
— Josef Schmidhuber and Jelle Bruinsma 523

SAFEGUARDING FOOD SECURITY IN VOLATILE GLOBAL MARKETS v



Preface

The world is again experiencing a bout of heightened and prolonged price volatility in global
food markets. Historically, occurrences are rare and each time they transpire, the world’s
attention is temporarily galvanized, but concerted follow-up action has always fallen short
of momentary expectations. The failure to prevent history from repeating itself is troubling,
particularly when contrasted against other global systems that come under threat. When, for
instance, financial crises take hold, the depth, breadth and rapidity of a coordinated response
by the world’s leaders in marshalling resources to remedy imbalances demonstrates that
global action is possible. When the world food order falters and millions forego food security,
however, the resolve of global leadership fails.

The impasse on inaction must be broken. Shielding food security against the threat of
more frequent bouts of turmoil in global food markets must now be put at the top of the
political and economic agenda. Hence, there is a clear need for a new policy dialogue.

Opening the policy dialogue is likely to provoke controversy. Not least because of certain
new and important realities now facing the global food system. One reality concerns the large-
scale financial investment in commodities that are key to food security. Soaring investment
activity is exposing price discovery in the food system to a new behavioural dimension, which
may underlie excessive price volatility in markets. Biofuels are another prominent reality.
During times of global food scarcity, regimes that support the production and demand of
grains-based biofuels, which produce dubious environmental benefits, can be construed
by many as reprehensible. Finally, changes in climate and global demography that require
adaptive responses to food productivity growth to ensure feeding future billions is another
reality.

Towards the policy imperative, this volume collates the latest thinking on the potential
for achieving food security in volatile global markets. Much rests on the concept of
"global governance" - building consensus on optimal policy choice and enhancing policy
coordination. Global governance has important implications for shaping a more stable
market environment; for instilling greater confidence, predictability and assurance in the
international arena; for guaranteeing access to food for low-income countries and for better
equipping governments to deal with the challenges ahead.

But governance has a role within geographical boundaries. There are a host of initiatives
that countries at risk can promote. These are principally directed towards building resilience
and lowering vulnerability through investing in productivity for a diversified set of crops
supported by incentive frameworks, instilling greater efficiency in domestic food systems
and protecting those most at risk through safety nets. Enacting such measures will not only
address the root cause of vulnerability, namely poverty, but would constitute a major step
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towards tackling the problem of hunger and malnutrition that still afflicts one billion people
in the world today.

This volume is the product of a small team of dedicated individuals who mutually regard
the book’s importance in the times we face. Acknowledgement is given to the assistant editor,
Matthieu Stigler for his technical oversight and management support in producing the book,
to Michelle Kendrick for her overall guidance, and to Natalia Ermolaev, Adrianna Gabrielli,
Ann Berg and Jim Greenfield for editing and reviewing the content. Acknowledgement is
also handed to Fiorella Picchioni for help in putting together the material, and to Claudio
Cerquiglini, Rita Ashton, Marco Milo and Josiah Prakash for assistance with graphic design.
Finally, credit goes to the contributors, for without their diligence, this volume would not
have been possible.

Adam Prakash
Statistics Division (FAO)
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A timely publication as world leaders deliberate the causes of the latest bouts of 

food price volatility and search for solutions that address the recent velocity of 

financial, economic, political, demographic, and climatic change. As a collection 

compiled from a diverse group of economists, analysts, traders, institutions and 

policy formulators – comprising multiple methodologies and viewpoints - the book 

exposes the impact of volatility on global food security, with particular focus on the 

world’s most vulnerable.  A provocative read. 
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