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Endogeneous and Exogenous Shocks to Rice Markets

o Endogenous Policy Shocks:
During a crisis, the few rice exporters have a tendency to ensure
domestic food security through export restrictions or through
import tariff reductions. These measures increase food price
volatility and lead to price spikes (e.g., 2007/08).
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Endogeneous and Exogenous Shocks to Rice Markets

o Endogenous Policy Shocks:
During a crisis, the few rice exporters have a tendency to ensure
domestic food security through export restrictions or through
import tariff reductions. These measures increase food price
volatility and lead to price spikes (e.g., 2007/08).

o Exogenous Productivity Shocks:
Adverse domestic and foreign yield shocks (weather [short-term],
climate [long-term], natural catastrophies [tsunamis, earthquakes],
warfare and civic unrest). Positive shocks (bumper crop) due to
favourable weather or new technology.
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Productivity Shock Correlation

@ Are productivity shocks correlated across countries?
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Productivity Shock Correlation

@ Are productivity shocks correlated across countries?

o Tables 2 and 3 in the paper suggests little correlation on a global scale.

o However, one would expect local correlation (among neighbouring
countries) due to similar weather and climate. Distance matters!

o A better way to determine nature of correlation structure is through
spatial autocorrelation tests.
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Policy Responses to Productivity Shocks

@ panel regression of consumption changes due to foreign and domestic
yield shocks, and domestic and foreign stocks:
Aln(Cjt) = f( shocks, stocks ) + 6; + €
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Policy Responses to Productivity Shocks

@ panel regression of consumption changes due to foreign and domestic
yield shocks, and domestic and foreign stocks:
Aln(Cjt) = f( shocks, stocks ) + 6; + €
o Key Results:
o About 9% consumption drop due to adverse global yield shock, and

13% consumption bump due to favourable global yield shock.
o Foreign shocks matter a lot less than domestic shocks.
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Empirical Problems

o Serial correlation clearly matters (lagged dependent variable is
significant). Autocorrelation tests might help.
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Empirical Problems

o Serial correlation clearly matters (lagged dependent variable is
significant). Autocorrelation tests might help.

@ Is a simple fixed-effect panel data estimator used? Better use the
Arrelano-Bond dynamic panel data GMM estimator (xtabond in
Stata).

@ Shocks may also be spatially autocorrelated.

@ Why use high/mid/low-range yield shock dummies? Doesn't the data
yield shock computation procedure provide levels? If nonlinearity is
suspected, test for it explicitly.

@ Potential asymmetry between positive and negative shocks captured
by dummies: explicit tests for significance?
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Conceptual Problems

@ Shocks are single-period; they do not persist. This may be true for
weather, but what about other types?
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Conceptual Problems

@ Shocks are single-period; they do not persist. This may be true for
weather, but what about other types?

@ Inventory level is probably endogenous (especially the domestic level).
Need to model of inventory?

@ What is the cumulative impact of shocks in the presence of
autocorrelation. What is the reaction function over time?

@ Openness to trade linked to consumption. Table 4 shows strong effect
of shocks on imports. But imports (or trade openness) does not
appear in consumption regression (table 5). Effect of shocks should
be mitigated for countries open to trade. Need to condition on trade
openness.
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End of First Paper Discussion

Thank You!



Paper Discussion

International Transmission of Food Prices and Volatilities:
A Panel Analysis

Hyeon-seung Huh (Yonsei University)
Hyun-Hoon Lee (Kangwon National University)
Cyn-Young Park (Asian Development Bank)
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Overview

o Key question: What is the cross-border (regional, global) transmission
of food prices?
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Overview

o Key question: What is the cross-border (regional, global) transmission
of food prices?

@ New data set that includes recent years of higher price volatility.

Vector autoregression in section 3 inconclusive.

e Dynamic panel data regression in section 4 regresses (a) food price
inflation rates and (b) food price volatility on an extensive list of
domestic and foreign variables.

o Key result: there seems to be a strong propagation of global food
price volatility to domestic food price volatility.

@ None of the domestic factors (bar economic growth) matter.

Werner Antweiler (UBC) Food Security in Asia and the Pacific September 17, 2012 10 / 17



Empirical Points

@ Appropriate use of system GMM for dynamic panel, along with
related Arrelano-Bond and Sargan tests
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Empirical Points

@ Appropriate use of system GMM for dynamic panel, along with
related Arrelano-Bond and Sargan tests

@ Construction of volatility measure from monthly price data may
matter. Authors use Y_,[Aln p;]2. Another popular measure that is
less influenced by occasional price spike outliers is >, |Aln py|

@ What is the persistence in food price volatility due to autocorrelation
(GARCH-iness)? lllustrate?
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Policy Implications

o Higher economic growth rates and higher per-capita income are
associated with a reduction in food price volatility. The key to greater
food security is greater affluence!
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Policy Implications

o Higher economic growth rates and higher per-capita income are
associated with a reduction in food price volatility. The key to greater
food security is greater affluence!

@ Also useful is a greater openness to trade, and greater political
stability.
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Global Food Security Index

o by the Economist Intelligence Unit at foodsecurity.eiu.com

@ measures affordability, availability, and quality across a set of 105
countries, based on 25 unique indicators that measures these drivers
of food security

o affordability is a key determinant of food security: there is a strong
negative correlation between overall food security and food's share of
household expenditures
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Food Security Security Index

Overall index scores

Outer circle
Inner circle

INDEX SCORE (0-100)

FOOD CONSUMPTION AS A SHARE OF HOUSEHOLD EXPENDITURE
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We know what the problems are...

@ Subsidies: guarantees to farmers of higher-than-market prices
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We know what the problems are...

@ Subsidies: guarantees to farmers of higher-than-market prices

@ Strategic Reserves: buying up of output to build up costly
inventories that can be sold during a temporary shortage

© Dumping: unwinding of reserve inventories abroad

@ Panic Buying by Importers: buying up of supplies in anticipation of
shortages, leading to price spikes

© Unilateral Export Restrictions: meant to protect domestic supply
by preventing diversion of domestic output to foreign markets

OQ Import Restrictions: protects inefficient domestic producers, keeps
domestic production from investing into higher productivity
(— Corn Laws in UK 1815-1846)
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We know what to do...

o Lower self-sufficiency targets and larger reliance on world markets
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We know what to do...

o Lower self-sufficiency targets and larger reliance on world markets

o Negotiate commitments from exporting countries to refrain from
unilateral export restrictions

@ Reduce import restrictions to force domestic producers to pursue
productivity gains (higher capital intensity)
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End of Second Paper Discussion

Thank You!



