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The Need for Food Reserves

o Supply-Driven Disruptions
— Scope
e Local — Affecting a limited area
* Regional —
* Global — Affecting one or more major producers
— Causes
o Crop-related weather - Sporadic
* Natural Disaster - Occasional
 Political Instability — Chronic
— Result
e Severe price bubble



The Need for Food Reserves

« Demand-Driven Disruptions
— Unanticipated surge in demand

— Usually only three or more per century
e Can occur in conjunction with supply disruptions

— Examples
e 1972-1973

— Russia’s entry into world grain markets

« 2007-2008

— Ethanol demand
— Wheat crop failures in Australia and Eastern Europe

— Result
e Severe price bubble



Possible Functions of Reserves

Local supply source of storable
commodities for local disasters

— Local supply stabilization
Regional supplies for continental needs
— Regionally sourced food aid

Stabilize world supply

— Back-up supply for more widespread
problems

Stabilize world price



Our Recent Experience

e Demand surge (ethanol)

— Coupled with wheat shortfall in Australia
and Eastern Europe

— Prices of storable agricultural commodities
tripled
 Moderately increased food prices in global North
* Added 250 million to 800 million already facing
chronic hunger
— Results
e Food riots in over 25 countries

* Protection of national food supplies via tariffs, taxes
and embargoes



This Wasn’t Supposed to Happen

Commercials argued they would provide
reserves
— Government “interference” not needed

Not to worry

— Free trade will guarantee availability from one country or
another

Neither assertion true

— Commercials have no incentive to hold stocks

— Supply disruptions can affect more than one supplier in
a given year

Countries view food as a national security

ISSuUe



Historical Overview

* Egypt
— 1750 BC
— Biblical story of Joseph and Pharaoh

— 7 fat years followed by 7 lean years
e China
— Beginning in 54 BC
— Had its ups and downs over period of 2,000
years
— “Constant Normal Granary”

— China currently holds large stocks for domestic
needs



Historical Overview

e United States

— 1929-1996 AD

— Federal Farm Board — stock holding in attempt to
stabilize price

— Commodity Credit Corporation/Farmer Owned Reserve
o Stabilize price
 Ever Normal Granary
 Manage supply

— Problems

* Inconsistent management or mismanagement by those
who did not believe in rationale for reserves and price
stabilization

« Dumping of excess on world market



Thank You

Agricultural Policy Analysis Center

The University of Tennessee
310 Morgan Hall

2621 Morgan Circle
Knoxville, TN 37996-4519
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Historical Overview
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