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The end of cheap food

Rising food prices are a threat to many; they also present the world with an enormous opportunity

FOR as long as most people
can remember, food has
been getting cheaper and farm-
ing has been in decline. In 1974-
2005 food prices on world mar-
kets fell by three-quarters in real
terms. Food today is so cheap
that the West is battling gluttony
even as it scrapes piles of half-eaten leftovers into the bin.

Thatis why this year’s price rise has been so extraordinary.
Since the spring, wheat prices have doubled and almost every
crop under the sun—maize, milk, oilseeds, you name it—is at or
near a peak in nominal terms. The Economist's food-price in-
dexishigher today than at any time since it was created in 1845
(see chart). Evenin real terms, prices have jumped by 75% since
2005. No doubt farmers will meet higher prices with invest-
ment and more production, but dearer food is likely to persist
for years (see pages 81-83). Thatis because “agflation” is under-
pinned by long-running changes in diet that accompany the
growing wealth of emerging economies—the Chinese con-
sumer who ate 20kg (441b) of meat in 1985 will scoff over 50kg
of the stuff this year. Thatin turn pushes up demand for grain:
ittakes 8kg of grain to produce one of beef.

But therise in pricesis also the self-inflicted result of Amer-
ica’s reckless ethanol subsidies. This year biofuels will take a
third of America’s (record) maize harvest. That affects food
markets directly: fill up an suv’s fuel tank with ethanol and
you have used enough maize to feed a person for a year. And it
affects them indirectly, as farmers switch to maize from other
crops. The 30m tonnes of extra maize going to ethanol this
year amounts to half the fall in the world’s overall grain stocks.

Dearer food has the capacity to do enormous good and
enormous harm. It will hurt urban consumers, especially in
poor countries, by increasing the price of what is already the
most expensive item in their household budgets. It will benefit
farmers and agricultural communities by increasing the re-
wards of their labour; in many poor rural places it will boost
the mostimportant source of jobs and economic growth.

Although the cost of food is determined by fundamental
patterns of demand and supply, the balance between good
andill also depends in part on governments. If politicians do
nothing, or the wrong things, the world faces more misery, es-
pecially among the urban poor. If they get policy right, they
can help increase the wealth of the poorest nations, aid the ru-

ral poor, rescue farming from subsidies and neglect—and mini-

mise the harm to the slum-dwellers and landless labourers. So
far, the auguries look gloomy.

Inthe trough ‘
That, at least, is the lesson of half a century of food policy.

- Whatever the supposed threat—the lack of food security, rural

poverty, environmental stewardship—the world seems to
have only one solution: government intervention. Most of the
subsidies and trade barriers have come at a huge cost. The tril-
lions of dollars spent supporting farmers in rich countries
have led to higher taxes, worse food, intensively farmed

monocultures, overproduction and world prices that wreck
the lives of poor farmers in the emerging markets. And for
what? Despite the help, plenty of Western farmers have been
beset by poverty. Increasing productivity means you need
fewer farmers, which steadily drives the least efficient off the
land. Even a vast subsidy cannot reverse that.

With agflation, policy has reached a new level of self-pa-
rody. Take America’s supposedly verdant ethanol subsidies. It
isnot just that they are supporting a relatively dirty version of
ethanol (far better to import Brazil’s sugar-based liquor); they
are also offsetting older grain subsidies that lowered prices by
encouraging overproduction. Intervention multiplies like lies.
Now countries such as Russia and Venezuela have imposed
price controls—an aid to consumers—to offset America’s aid to
ethanol producers. Meanwhile, high grain prices are persuad-
ing people to clear forests to plant more maize.

Dearer food is a chance to break this dizzying cycle. Higher
market prices make it possible to reduce subsidies without
hurting incomes. A farm bill is now going through America’s
Congress. The European Union has promised a root-and-
branch review (not yet reform) of its farm-support scheme.
The reforms of the past few decades have, in fact, grappled
with the rich world’s farm programmes—but only timidly.
Now comes the chance for politicians to show that they are se-
rious when they say they want to put agriculture right.

Cutting rich-world subsidies and trade barriers would help
taxpayers; it could revive the stalled Doha round of world
trade talks, boosting the world economy; and, most important,
it would directly help many of the world’s poor. In terms of
economic policy, itis hard to think of a greater good.

Where government help is really needed
Three-quarters of the world’s poor live in rural areas. The de-
pressed world prices created by farm policies over the past few
decades have had a devastating effect. There has been a long-
term fallininvestmentin farming and the things that sustainit,
such as irrigation. The share of public spending going to agri-
culture in developing countries has fallen by half since 1980.
Poor countries that used to export food now import t.
Reducing subsidies in the West would help reverse this.
The World Bank reckons that if you free up agricultural trade,
the prices of things poor countries specialise in (like cotton)
would rise and developing countries would capture the gains
by increasing exports. And because farming accounts for two-
thirds of jobs in the poorest countries, it is the most important
contributor to the early stages of economic growth. According
to the World Bank, the really poor get three times as much ex-
tra income from an increase in farm productivity as from the
same gain in industry or services. In the long term, thriving
farms and open markets provide a secure food supply.
However, there is an obvious catch—and one that justifies
government help. High prices have a mixed impact on pov-
erty: they hurt anyone who loses more from dear food than he
gains from a higher income. And that means over a billion ur-
ban consumers (and some landless labourers), many of
whom are politically influential in poor countries. Given the »
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» speed of this year’s food-price rises, governments in emerging
markets have no alternative but to try to soften the blow.
Where they can, these governments should subsidise the
incomes of the poor, rather than food itself, because that mini-
mises price distortions. Where food subsidies are unavoid-
able, they should be temporary and targeted on the poor. So
far, most government interventions in the poor world have
failed these tests: politicians who seem to think cheap food
part of the natural order of things have slapped on price con-
trols and export restraints, which hurt farmers and will almost

certainly fail.

Over the past few years, a sense has grown that the rich arg
hogging the world’s wealth. In poor countries, widening in;
come inequality takes the form of a gap between city an
country: incomes have been rising faster for urban dwellerg
than for rural ones. If handled properly, dearer food is a oncey
in-a-generation chance to narrow income disparities and toj
wean rich farmers from subsidies and help poor ones. The ultis
mate reward, though, is not merely theirs: it is to make the!
world richer and fairer. m

Venezuela

The beginning of the end for Hugo Chavez |

Apathy, splits and a revitalised opposition thwart “21st-century socialism”

erendum on constitutional
reform on December 2nd, Presi-
dent Hugo Chavez warned tens
of thousands of his red-shirted
‘supporters, many of them
bused in from across the coun-
] try to fill Caracas’s Avenida Boli-
var, that votlng yesto the reform was a vote for him whereas a
no vote would be “a vote for George W.Bush”. So one reading
of the referendum’s result is that in nine years in power it has
been Mr Chavez’s signal achievement to turn Venezuela into
the only place on the planet nowadays where the American
president could win a popular vote.

But in this, as in so many other things, Mr Chévez was mis-
taken. The constitutional “reform” was not about Mr Bush at
all. It was about whether oil-rich Venezuela would remain a
democracy, or adopt what was in reality a substantially new
constitution of quasi-totalitarian character that could have al-
lowed Mr Chavez to remain president for life. His defeat was
narrow (by just 1.4%), but profound in its import. It almost cer-
tainly heralds the beginning of the end of Mr Chavez’s Bolivar-
ian revolution and its influence in Latin America.

The revolution cannot end immediately. Only a year ago
Mr Chavez was elected for another six-year term by a land-
slide. He remains popular, continues to command all the insti-
tutions of state and controls record oil revenues. In recognising
defeat, he has burnished his democratic credentials. These
were tarnished earlier this year when he began to implement

“21st-century socialism”—which to many looks merely like a

diluted version of the 20th-century Cuban or Soviet varieties.

In defeat, Mr Chavez said that he would try again for the
constitutional reform. But if he does, he will probably lose
again. For something fundamental has changed in Venezuela.
Over the past nine years Mr Chavez has regularly been able to
count on the support of some 60% of voters against an opposi-
tion discredited by the failures of past governments and its
supportfor an abortive coup in 2002.

Three things have now altered that pattern, probably for
good. First, the opposition has been revitalised by a new and
vigorous student movement, untainted by the past. The sec-
ond is growing apathy and disillusion among the chavista
faithful. Behind that lies the sheer incompetence of the Boli-
varian revolution and its recklessly expansionary economic

T HIS final rally before a ref-

policies (see pages 30-32). Ordinary Venezuelans note that
they cannot buy milk even when oil is close to $90 a barrel,
Third, the constitutional reform opened up a fissure between
authoritarians and democrats in the chavista camp.

Mr Chévez faces a choice: move quickly to a command
economy, or to more sustainable policies. His referendum de!
feat makes the first course hard: it would risk a split in the
armed forces and serious violence. The better option would
be for him to draw back, make his peace with his own moder-
ates and cool the economy. That would require humility he
has yet to show, and might undermine his popularity.

The best news is that powerful figures in the armed forces
and the chavistamovement are committed to democracy. This
third force, between Mr Chavez and the opposition, holds out
hope that Venezuela can navigate a peaceful course towards
the alternation of power. It helps, too, that the conservative
opposition has atlast embraced the 1999 constitution.

The defeat of abankrupt philosophy

The ramifications of Mr Chavez’s defeat go far wider than Ven-
ezuela. He has always proclaimed the Bolivarian revolution to
be continent-wide. Because itis such a personal project, its life
is now finite: absent constitutional change, Mr Chavez must
leave office by 2013. Economic pressures at home mean that
his bounteous foreign aid—including cheap oil for Cuba—may
be trimmed before then. That gives extra urgency to the efforts
of Cuba’s acting president, Raul Castro, to launch economic re-
forms against the apparent opposition of his elder brother, Fi-
del. In Bolivia, Evo Morales, a socialist of Andean-Indian de-
scent who is Mr Chavez’s closest disciple, faces mounting
opposition to his efforts to impose a new constitution that
would cement his power. In Ecuador another self-proclaimed
21st-century socialist, Rafael Correa, is rapidly putting some
distance between hisideas and Mr Chavez’s.

Although in some ways they threaten democracy, the likes
of Mr Chévez and Mr Morales may well have ended up
broadening it, since they represent groups who have previ-
ously felt excluded. Their mistake lies in clinging to an old-
fashioned socialism, involving the centralisation of political
power and state control of the economy. Most Venezuelans—
and most Latin Americans—clearly have no enthusiasm for
this. It was not so much Mr Chavez who was defeated in the
referendum, as his bankrupt philosophy. That is good news
for Latin America, and especially for its poor. m



Briefing Food prices

Cheap no more

Rising incomes in Asia and ethanol subsidies in America have putanendtoalong

era of falling food prices

NE of the odder features of last week-

end’s vote in Venezuela was that sta-
ple foods were in short supply. Something
similar happened in Russia before-its par-
liamentary election. Governments in both
oil-rich countries had imposed controls on
food prices, with the usual consequences.
Such controls have been surprisingly
widespread—a knee-jerk response to one
of the most remarkable changes that food
markets, indeed any markets, have seen
for years: the end of cheap food.

In early September the world price of
wheat rose to over $400 a tonne, the high-
est ever recorded. In May it had been
around $200. Though in real terms its price
is far below the heights it scaled in 1974, it
is still twice the average of the past 25
years. Eatlier this year the price of maize
(corn) exceeded $175 a tonne, again a world
record. It has fallen from its peak, as has
that of wheat, but at $150 a tonne is still
50% above the average for 2006.

As the price of one crop shoots up,
farmers plant it to take advantage, switch-
ingland from other uses. So arise in wheat
prices has knock-on effects on other crops.
Rice prices have hit records this year, al-
though their rise has been slower. The
Economist’s food-price index is now at its
highest since it began in 1845, having risen
by one-third in the past year.

Normally, sky-high food prices re-
flect scarcity caused by crop failure.
Stocks are run down as everyone
lives off last year’s stores. This
year harvests have been poor
in some places, notably Aus-
tralia, where the drought-hit
wheat crop failed for the sec-
ond year running. And
world cereals stocks as a
proportion of production
are the lowest ever re-
corded. The run-down has
been accentuated by the de-
cision of large countries
(America and China) to re-
duce stocks to save money.

Yet what is most remark-
able about the present bout of
“agflation” is that record prices
are béing achieved at a time not of
scarcity but of abundance. Accord-
ingto the International Grains Council,
a trade body based in London, this year’s
total cereals crop will be 1.66 billion
tonnes, the largest on record and 89m

tonnes more than last year’s harvest, an-
other bumper crop. That the biggest grain
harvest the world has ever seen is not
enough to forestall scarcity prices tells you
that something fundamental is affecting
the world’s demand for cereals.

The meat of the question

Two things, in fact. One is increasing
wealth in China and India. This is stoking
demand for meat in those countries, in
turn -boosting the. demand for cereals to
feed to animals. The use of grains for
bread, tortillas and chapattis is linked to
the growth of the world’s population. It
has been flat for decades, reflecting the
slowing of population growth. But de-
mand for meat is tied to economic growth
(see chart 1 on the next page) and global
GDP is now in its fifth successive year of
expansion at a rate of 4%-plus.

Higher incomes in India and China
have made hundreds of millions of people
rich enough to afford meat and other
foods. In 1985 the average Chinese con-
sumer ate 20kg (441b) of meat a year; now
he eats more than 50kg. China’s appetite
for meat may be nearing satiation, but

other countries are following behind: in
developing countries as a whole, con-
sumption of cereals has been flat since
1980, but demand for meat has doubled.

Notsurprisingly, farmers are switching,
too: they now feed about 200m-250m
more tonnes of grain to their animals than
they did 20 years ago. That increase alone
accounts for a significant share of the
world’s total cereals crop. Calorie for calo-
rie, you need more grain if you eat it trans-
formed into meat than if you eat it as
bread: it takes three kilograms of cereals to
produce a kilo of pork, eight for a kilo of
beef. So a shift in diet is multiplied many
times over in the grain markets. Since the
late 1980s an inexorable annual increase
of 1-2% in the demand for feedgrains has
ratcheted up the overall demand for cere-
als and pushed up prices.

Because this change in diet has been
slow and incremental, it cannot explain
the dramatic price movements of the past
year. The second change can: the rampant
demand for ethanol as fuel for American
cars. In 2000 around 15m tonnes of Amer-
ica’s maize crop was turned into ethanol;
this year the quantity is likely to be around
85m tonnes. America is easily the world’s
largest maize exporter—and it now uses
more of its maize crop for ethanol than it
sells abroad.

Ethanol is the dominant reason for this
year’s increase in grain prices. It-accounts
for the rise in the price of maize because
the federal government has in practice
waded into the market to mop up about
one-third of America’s corn harvest. A big
expansion of the ethanol programme in
2005 explains why maize prices started ris-
ingin the first place.

Ethanol accounts for some of the rise
in the prices of other crops and foods
too. Partly this is because maize is
fed ‘to animals, which are now
more expensive to rear. Partly it
is because America’s farmers,
eager to take advantage of the
biofuels bonanza, went all
out to produce maize this
year, planting it on land
previously devoted to
wheatand soyabeans. This
year America’s maize har-
vest will be ajaw-dropping
335m tonnes, beating last
year’s by more than a quar-
ter. The increase has been
achieved partly at the ex-
pense of other food crops.
This year the overall de-
cline in stockpiles of all cereals
will be about 53m tonnes—a very
rough indication of by how much
demand is outstripping supply. The
increase in the amount of American
maize going just to ethanol is about 30m

tonnes. In other words, the demands of »
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» America’s ethanol programme”alone ac-
countfor over half the world’s unmet need
for cereals. Without that programme, food
prices would not be rising anything like as
quickly as they have been. According to
the World Bank, the grain needed to fill up
an suv would feed a person for a year.

America’s ethanol programme is a pro-
duct of government subsidies. There are
more than 200 different kinds, as well as a
54 cents-a-gallon tariff on imported etha-
nol. That keeps out greener Brazilian etha-
nol, which is made from sugar rather than
maize. Federal subsidies alone cost $7 bil*
lion a year (equal to around $1.90 a gallon).

Intheory, what governments mandate,
they can also scrap. But that seems un-
likely with oil at the sort of price that
makes them especially eager to promote
alternative fuels. Subsidies might be
trimmed, of course, reducing demand oc-
casionally; this is happening a bit now.
And eventually, new technologies to con-
vertbiomass to liquid fuel will replace eth-
anol—but that will take time. For the mo-
ment, support for the ethanol programme
seems secure. Hillary Clinton and John
McCain used to be against ethanol subsi-
dies, but have changed their minds. Russia
and Venezuela are not the only countries
that like to meddle in food markets for po-
litical reasons.

So demand for grain will probably re-
main high for a while. Demand, though, is
only one side of the equation. Supply
forms the other. If there is a run of bumper
harvests, prices will fall back; if not, they
will stay high. .

Harvests can rise only if new land is
brought into cultivation or yields go up.
This can happen fairly quickly. The
world’s cereal farmers responded enthusi-
astically to price signals by planting more
high-value crops. And so messed-up is
much of the rich world’s farming systems
that farmers in the West have often been
paid not to grow crops—something that
can easily be reversed, as happened this
year when the European Union sus-
pended the “set aside” part of its common
agricultural policy. Still, there are limits to
how much harvests can be expanded in
the short term. In general, says a new re-
port by the International Food Policy Re-
search Institute (tFPRY), which is financed
by governments and development banks,
the response tends to be sticky: a 10% rise
in prices yields a 1-2% increase in supply.

In the longer run, plenty of new farm-
land could be ploughed up and many tech-
nological gains could be had. But much of
the new land is in remote parts of Brazil,
Russia, Kazakhstan, the Congo-and Sudan:
it would require big investments in roads
and other infrastructure, which could take
decades—and would often lead to the
clearing of precious forest. Big gains could
be had if genetically modified foods were
brought into production or if new seed va-
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rieties were planted in Africa. But again,
that will take time. Moreover, Gm foods
will not live up to their promise unless
they shed the popular suspicion that dogs
them, especially in Europe. And some of
the new land—dry, marginal areas of Af-
rica, Brazil and Kazakhstan—could be vul-
nerable to damage from. global warming.
By some measures, global warming could
cut world farm output by as much as one-
sixth by 2020. No less worryingly, high oil
prices would depress the use of oil-based
fertilisers, which have been behind much
of the increase in farm production during
the past half-century.

It is risky to predict long-run trends in
farming—technology in particular always
turns out unexpectedly—but most fore-
casters conclude from these conflicting
currents that prices will stay high for as
much as a decade. Because supplies will
not match increases in demand, TFPRI be-
lieves, cereal prices will rise by between
10% and 20% by 2015. The UN’s Food and
Agriculture Organisation’s forecast for
2016-17 is slightly higher. Whatever the ex-
act amount, this year’s agflation seems un-
likely to be, as past rises have been, simply
the upward side of a spike.

If prices do not fall back, this will mark

a break with the past. For decades, prices
of cereals and other foods have beenin de-
cline, both in the shops and on world mar-
kets. The imF’s index of food pricesin 2005
was slightlylower thanithad beenin 1974,
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which means that in real terms food prices
fell during those 30 years by three-quarters
(see chart 2). In the 1960s food (including
meals out) accounted for one-quarter of
the average American’s spending; by 2005
the share was less than one-seventh.

In other words, were food prices to stay
more orless where they are today, it would
be aradical departure from a pastin which
shoppers and farmers got used to a gentle
decline in food prices year in, year out. It
would put an end to the era of cheap food.
And its effects would be felt everywhere,
but especially in countries where food
matters most: poor ones.

Ablessing and a curse

If you took your cue from governments,
you would conclude that dearer food was
unequivocally a bad thing. About a score
of countries have imposed food-price con-
trols of some sort. Argentina, Morocco,
Egypt, Mexico and China have put re-
straints on domestic prices. A dozen coun-
tries, including India, Vietnam, Serbia and
Ukraine, have imposed export taxes or
limited exports. Argentina and Russia
have done both. In all these places govern-
ments are seeking to shelter their people
from food-price rises by price controls. But
dearer food is not a pure curse: it produces
winners as well as losers.

Obviously, farmers benefit—if govern-
ments allow them to keep the gains. In
America, the world’s biggest agricultural
exporter, net farm income this year will be
$87 billion, 50% more than the average of
the past ten years. The prairie farmers of
the Midwest are looking forward to their
Caribbean cruises.

Other beneficiaries are in poor coun-
tries. Food exporters such as India, South
Africa and Swaziland will gain from in-
creased export earnings. Countries such as
Malawi and Zimbabwe, which used to ex-
portfood butno longer do so, also stand to
gain if they can boost their harvests. Given
that commodity prices have been falling
for so long in real terms, this would be an
enormous relief to places that have suf-
fered from a relentless decline in their
terms of trade.

»




i

In emerging markets anincome gap has
opened up between cities and countryside
over the past few years. As countries have
diversified away from agriculture into in-
dustry and services, urban wages have
outstripped rural ones. Income inequality
is conventionally measured using a scale
running from zero to one called the Gini
co-efficient. A score of 0.5 is the mark of a
highly unequal society. The Asian De-
velopment Bank reckons that China’s Gini
co-efficientrose from 0.41in 1993 to 0.471in
2004. If farm incomes in poor countries
are pushed up by higher food prices, that
could mitigate the growing gap between
city and countryside. But will it?

Guess who loses

According to the World Bank, 3 billion peo-
ple live in rural areas in developing coun-
tries, of whom 2.5 billion are involved in
farming. That3 billion includes three-quar-
ters of the world’s poorest people. So in
principle the poor overall should gain
from higher farm incomes. In practice
many will not. There are large numbers of
people who lose more from higher food
bills than they gain from higher farm in-
comes. Exactly how many varies widely
from place to place.

Among the losers from higher food
prices are big importers. Japan, Mexico
and Saudi Arabia will have to spend more
to buy their food. Perhaps they can afford
it. More worryingly, some of the poorest
placesin Asia (Bangladesh and Nepal) and
Africa (Benin and Niger) also face higher
food bills. Developing countries as a
whole will spend over $50 billion import-
ing cereals this year, 10% more than last.

Rising prices will also hurt the most

vulnerable of all. The World Food Pro-
gramme, the main provider of emergency
food aid, says the cost of its operations has
increased by more than half in the pastfive
years and will rise by another third in the
next two. Food-aid flows have fallen to
their lowest level since 1973.

In every country, the least well-off con-
sumers are hardest hit when food prices
tise. This is true in rich and poor countries
alike but the scale in the latter is altogether
different. As Gary Becker, a Nobel econom-
ics laureate at the University of Chicago,
points out, if food prices rise by one-third,
they will reduce living standards in rich
countries by about 3%, but in very poor
ones by over 20%.

Not all consumers in poor countries are
equally vulnerable. The food of the poor
in the Andes, for example, is potatoes; in
Ethiopia, teff: neither is traded much
across borders, so producers and consum-
ers are less affected by rising world prices.
As the World Bank’s annual World De-
velopment Report shows, the number of ur-
ban consumers varies from over half the
total number of poor in Bolivia, to about a
quarter in Zambia and Ethiopia, to less

than a tenth in Vietnam and Cambodia.

But overall, enormous numbers of the
poor—both urban and landless labourers—
are net buyers of food, not net sellers. They
have already been hard hit: witness the ri-
ots that took place in Mexico over tortilla
prices earlier this year. According to 1FPRI,
the expansion of ethanol and other bio-
fuels could reduce calorie intake by an-
other 4-8% in Africa and 2-5% in Asia by
2020. For some countries, such as Afghani-
stan and Nigeria, which are only just
above subsistence levels, such a fall in liv-
ing standards could be catastrophic.

So it is no good saying “let them eat
cake™: there are strong welfare arguments
forhelping those who stand to lose. But the
way you do it matters. In general, it is bet-
ter to subsidise poor peoples’ incomes,
rather than food prices: this distorts price
signalsthe least and allows farmers to ben-
efit from higher prices. Where it is not pos-
sible to subsidise incomes (because to do
so requires a decent civil service), it is still
possible to minimise the unintended con-
sequences if food subsidies are targeted
and temporary. Morocco fixed bread
prices (the food of the poor) during Rama-
dan, the Muslim month of fasting; at the
same time, it cut tariffs on food imports to
increase competition.

In contrast, Russia shows how not to do
it. It imposed across-the-board price con-
trols on milk, eggs, bread and other staples,
benefiting everyone whether they needed
help or not. Food is disappearing from
shelves and farmers are bearing the brunt.
As Don Mitchell of the World Bank points
out, “if you want to help consumers, you
can do it without destroying your produc-
ers but only if you go about it in the right
way.” In reality, many of the recent price
controls are blatant politicking. About half
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Buta problem too

the countries that imposed price controls
did so before elections or other big politi-
cal events. Russia’s are due to run out just
after next year’s presidential election.
Funny, that.

Thereis onelastimportant knock-on ef-
fect of agflation. It is likely to help shift the
balance of power in the world economy
further towards emerging markets. Higher
food prices have increased inflation
around the world, but by different
amounts in different countries. In Europe
and America food accounts for only about
one-tenth of the consumer-price index, so
even though food prices in rich countries
are rising by around 5% a year, it has not
made a big difference. There have been
clucks of concern from the European Cen-
tral Bank and a consumer boycott of pasta
inItaly, butthatis about all.

In poor countries, in contrast, food ac-
counts for half or more of the consumer-
price index (over two-thirds in Bangladesh
and Nigeria). Here, higher food prices have
had a much bigger impact. Inflation in
food prices in emerging markets nearly
doubled in the past year, to 11%; meat and
egg pricesin China have gone up by almost
50% (although that is partly because pork
prices have beenpushed up by a disease in
pigs). This has dragged up headline infla-
tion in emerging markets from around 6%
in 2006 to over 8% now. In many coun-
tries, inflation is at its highest for a decade.

Central bankers are determined to en-
sure that what could be a one-off shift in
food prices does not create continuing in-
flation by pushing up wages or creating
expectations of higher prices. So they are
tightening monetary policy. China in-
creased interest rates in August, Chile in
July, Mexico in May. The striking thing
about these rises is that they are the oppo-
site of what has been happening in some
rich countries. The Federal Reserve re-
duced rates by 50 basis points in Septem-
ber and 25 points in October; the Bank of
Canada cutrates this week. The indirect ef-
fect of food-price rises has therefore been
to widen the interest-rate differential be-
tween rich and emerging markets.

And all thisis going on as the economic
balance of power is shifting. Growth in
America and Europe is slowing; China and
India are going great guns. Financial confi-
dence in the West has been shaken by the
subprime-mortgage crisis; capital flows
into emerging markets are setting records.

This shift will be tricky to handle. Such
transitions always are, The risk is of a bub-
ble in emerging markets. As Simon John-
son, the 1MF’s director of research, wryly
notes, “every bubble starts with a change
in the real economy.” Food markets are an
obvious place to start. How emerging
countries fare—and how poor consumers
cope—depends on their economic policies.
The imposition of food-price controls was
not exactly a good start. m




