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[Excerpts and comments by J. Berthelot (jacques.berthelot4@wanadoo.fr), Solidarité]
Stocks of key food commodities are 20% higher in 2009/10 compared to 2007/08; yet the nominal food price index averaged 23% higher in December 2009 compared to a year ago, rather surprising given that an often cited reason for the food price spike of 2008 was low inventories. Admittedly, the apparent “divergence” between commodity prices and fundamentals deserves (and has received) attention. (p. 5)
Identifying the “suspect” period will contain a large element of subjectivity and hence will inevitably lead to differing opinions (p.8).
[Precisely the "suspect period" that the authors should have focused on to explain the cereals and vegetable oils prices spikes of 2007-08 studied was 2005/06 to 2007/08, not 2007/08 to 2009/10. They would have discovered several things:

1) That, according to the US WASDE (World Agricultural Supply and Demand Estimates) reports, the drop in the ending stocks of the EU and US cereals (wheat + coarse grains + rice) from 2005/06 to 2007/08 (-38.36 Mt) has exceeded the drop in the global stocks (-22.04 Mt) by 74%. Given the general reverse correlation between the level of stocks and the level of prices, this simple fact underlines the huge EU and US responsibilities in the spikes of global cereals prices of 2007 and 2008.

2) That, during the same time span, the EU has turned from a position of net exporter of cereals (9.54 Mt) to a position of net importer (11.75 Mt), implying that it has deprived the world market from 21.29 Mt over these two years, during which the global cereals trade has increased by 22.12 Mt and the global use by 70.45 Mt. Instead of saying that this reversal in the EU trade position can be explained by climatic vagaries – which cannot be denied –, we should underline that the EU had deliberately planned to reduce its cereals stocks to a minimum on the assumption that it would always be less expensive to import than to maintain large domestic stocks. 

3) The drop in the US corn ending stock, linked to the ethanol boom, has triggered the cereals prices spike: the 52.1% spike in the US corn price at farm level from 2005/06 (78.70 $/t) to 2006/07 (119.70 $/t) is linked to the 33.8% drop in the ending stock, from 2005/06 (49.97 Mt) to 2006/07 (33.11 Mt). However the following 38.2% spike in the corn price from 2006/07 to 2007/08 cannot be explained, neither by the level of the domestic ending stock – which has risen by 24.5 % (from 33.11 Mt to 41.26 Mt), nor by the level of the global corn stock, which has risen by 13.8 % (from 108.5 Mt to 123,5 Mt). The only explanation lies in the combined impact of the Congress' mandate on biofuels (essentially corn ethanol) and the powerful signal given to the financial speculation that, as long as the oil price will be high, the production of ethanol will be profitable and the corn price will rise. Which explains in turn the double incentive given to speculators to raise artificially the prices of oil and corn.]  
These developments reflect the huge gap that existed during the price boom between the fundamentals of agricultural markets and the corresponding price levels. No other example demonstrates this better than the fact that the highest price increases took place in two commodities—wheat and rice—where food demand was stagnating and yet were widely explained as being driven by strong food demand. Thus, while supply shocks may explain some of the price pressures in certain food commodities, by contrast demand growth accelerated in recent years in commodities used for biofuels, such as maize and edible oils. (p. 10)
The contribution of biofuels to the recent price boom, and especially the price spike of 2007/08, has been hotly debated. Mitchell (2009) argued that biofuel production from grains and oilseeds in the US and the EU was the most important factor behind the food price increase between 2002 and 2008, accounting, perhaps, for as much as two thirds of the price increase. Gilbert (2010), on the other hand, found little direct evidence that demand for grains and oilseeds as biofuel feedstocks was a cause of the price spike… (p. 11)

Clearly US maize‐based ethanol production, and (to a lesser extent) EU biodiesel production) affected the corresponding market balances and land use in both US maize and EU oilseeds. Yet, worldwide, biofuels account for only about 1.5 percent of the area under grains/oilseeds (Table 3). This raises serious doubts about claims that biofuels account for a big shift in global demand. Even though widespread perceptions about such a shift played a big role during the recent commodity price boom, it is striking that maize prices hardly moved during

the first period of increase in US ethanol production, 
[I don't see what they mean by "maize prices hardly moved during the first period of increase" but how would they call the 52.1% spike in the US corn price at farm level from 2005/06 (78.70 $/t) to 2006/07 (119.70 $/t) and the following 38.1% rise from 2006/07 to 2007/08 (165.35 $/t), corresponding to a 90% jump in the amount of corn going to ethanol, from 40,72 Mt to 77.44 Mt?] 
and oilseed prices dropped when the EU increased impressively its use of biodiesel. On the other hand, prices spiked while ethanol use was slowing down in the US 
[Where did they find this? Corn devoted to ethanol has continued to increase: to 93.40 Mt in 2008/09, 114,30 Mt in 2009/10 and is expected to reach 119.38 Mt in 2010/11, according to the WASDE report of 9 July 2010.] 
and biodiesel use was stabilizing in the EU. (p. 12)

Not surprisingly, policies favoring biofuel production in the name of environmental benefits may in fact lead to less desirable outcomes. That is, the environmental benefits from switching from fossil fuel use to, say, rapeseed‐based biodiesel in Europe or soybean oilbased

biodiesel in the US may be less than the environmental costs of expanding palm oil production in East Asia.12 Similarly, prices of wheat, maize, and soybeans— key food crops, produced primarily in the US, EU, and South America— show an equally large co‐movement, as their R2 averaged 0.93, much like that of palm and soybean oil. (p. 15)

Central among the uncertainties is the relationship between the prices of energy and of food commodities. Our examination of the key characteristics of longer‐term commodity price behavior revealed a strong link between energy and non‐energy prices, which increased considerably during the recent boom; it also revealed that co‐movement among the prices of food commodities is very strong. The latter implies that events taking place in one sector (e.g., increased demand for maize for the production of ethanol) will affect other markets (e.g., for wheat) through reallocation of resources, especially land. It also implies that policy changes in one market may affect other markets. For example, expectations about the use of corn for biofuels could result in high wheat prices even in the presence of record levels of wheat stocks. [At least on this point they are right: the 52.1% spike in the US corn price at farm level from 2005/06 to 2006/07 has induced farmers to grow more corn in 2006/07 to the detriment of the acreage in soybeans (-15.7%, with a 19% drop in its production), but also in wheat (-6.61% in the acreage in 2006/07 and of -14% in production), which has fostered in turn a spike in the wheat farm price from 97.02 $/t in 2005-06 to 115.87 $/t in 2006/07 and 176.26 $/t in 2007/08. But they are wrong when they speak of "record levels of wheat stocks":  the US wheat ending stocks have fallen from 23.39 Mt in 2005/06 to 12.41 Mt in 2006/07 and 8.32 Mt in 2007/08.]  
Our results also show that agricultural commodity market fundamentals appear, in the short term, to be playing somewhat less of a role than in the past, tending to be overshadowed by the much stronger pull of energy prices. (p. 18-19) 
[But these fellows prefer to forget the US and EU "market fundamentals" which would destroy their demonstration!]
Despite its simplicity, this conclusion has important implications. Following the recent food price spike, there have been calls for policy actions, essentially aiming to alleviate the impacts of price spikes on developing countries, through reliance on some level of buffer stocks (whether physical or virtual). History has not been kind to collective measures designed to prevent the decline or reduce the variability of prices. 
[It would be franker to say: "let's free even more the market forces because collective measures which could mitigate the variability of prices have strongly limited the profits of multinationals and speculators".]  

What type of measures would be more pertinent to mitigate any undesired effects of price variability would depend on the better understanding of the factors that not only affect, but also potentially alter, long term price trends.
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