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Kristin Agard: Welcome to the Applied Economic Perspectives and Policy podcast, a 
production of Oxford Journals and the Agricultural & Applied Economics Association. I'm 
Kristin Agard. Today I'll be talking with Professor Brian Wright about his article "The 
Economics of Grain Price Volatility". Professor Wright's article was recently published in 
the first issue of volume thirty-three of AEPP. Welcome, Professor Wright. The title of 
your article is "The Economics of Grain Price Volatility". How volatile have commodity 
markets been recently? 

Brian Wright: Well over the last two years there have been two episodes of high volatility. 
It's in the same range as other price peaks we've seen over the period since the Second 
World War. Every so often we get these episodes of volatility where prices rise very fast 
and then very often fall just as quickly afterwards making these peaks what we call 
spikes.  

Kristin Agard: In your discussion of price bubbles, you mentioned that some observers 
believed that the 2008 crisis might have been caused by speculators. Is that the only 
plausible explanation? 

Brian Wright: It's certainly not. In fact if you look at the ratio of available stocks to 
consumption you'll find that every time the ration where the available stocks reaches a 
certain minimum level you tend to get these price spikes and that's true whether or not 
people are mentioning speculation is a cause or not. In other words, the markets were 
very tight recently because stocks had been run down by a number of factors, the most 
important of which is the very fast run-up in demand for maize and soybeans for biofuels. 
Speculation is more a symptom than a cause. And speculation is actually involved in 
insuring that the markets for storable supplies actually work well in these situations where 
prices are changing very fast.  

Kristin Agard: You also touch on the hoarding of rice and wheat by some countries 
namely China and India. Does this behavior contribute to price volatility?  

Brian Wright: Yeah this is a very good question. Of course China and India contain a 
very large amount of the world's population and behind those borders when they put 
export controls on the prices either controls on the amount of exports or on the prices 
then that actually controls the volatility of price behind their borders. But it means the rest 
of the global market has to absorb all the shocks coming from other countries and that 
makes the rest of the market, what we call the global market, more volatile. Now these 
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countries didn't intent to hoard rice and wheat. But by ensuring that their own consumers 
don't face prices that are too high they actually have the effect of keeping their stocks 
high when other countries and other consumers could actually use those stocks to 
increase their consumption and lower price. So even though speculators have been 
accused of raising prices, and the only way they could have done this is by hoarding, all 
the evidence is that the places where hoarding occurred, which means areas where 
stocks rose, were in countries which had imposed export controls or export bans. 

Kristin Agard: Regarding the United States' mandates for the diversion for corn for 
biofuel, what sort of implications does this policy have for price stability? 

Brian Wright: Well this diversion has happened very fast. It really only started in earnest 
after 2002 and the amount of diversion has been really massive. Now about 40 percent of 
the United States' corn supply is being diverted to biofuels and even though some of that 
comes back in terms of feeds for cows especially, to the beef industry, about 30 percent 
of the corn is effectively diverted to ethanol uses. So this has the same kind of effect as a 
very long and very severe draught in the United States' corn production and the effect is 
to run down stocks and that's exactly what's happened. Stock labels now in maize are 
about as low as we've ever seen them, and that means that effect then spreads to the 
other cereals tightening the markets for those too. And so this has meant that the market 
is very fragile. There are not enough stocks around to buffer any little shock. And what I 
mean by "little shocks" are shocks that can be quite large in terms of the person's 
consumption but small in terms of the whole market. So something like a draught in 
Australia or some other unanticipated small or medium change in the market which 
normally would be handled quite easily, causes a large price jump when you don't have 
stocks to buffer it.  

Kristin Agard: And looking forward is there anything that policy makers can do to help 
avoid future price shocks? 

Brian Wright: Well many of the sources of price shocks can't be avoided, things like 
draughts and floods and earthquakes or maybe even nuclear accidents sometimes. They 
can all cause price shocks. The extent of harm from those price shocks can be mitigated 
firstly by having countries less willing to impose export controls when prices start to rise. 
Secondly, by countries like the United States not continuing to increase the amount of 
grains used for biofuels. One very hopeful sign is that in the last few days Congressmen 
who are responsible for constructing farm policy have announced that they are against 
expanding the mandates for biofuels in the United States to E15 from E10 and that's a 
very good move because that kind of further tightening of the market would make the 
market much more susceptible to future severe shocks. If we don't expand the biofuel 
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demands in the United States or in other countries, then production will gradually catch up 
to these demands and the market will become less sensitive to other shocks again. If we 
keep expanding biofuels demands, then the corn and rice and wheat markets and other 
related markets will continue to be highly volatile as that expansion goes on. So that's the 
choice. More biofuels with more volatility, or moderate or even reverse biofuels policy and 
you'll have less volatility in the short or medium run.  

Kristin Agard: And that concludes this interview. Thank you, Professor Wright. Professor 
Wright is the Professor and Chair of the Department of Agricultural and Resource 
Economics at the University of California Berkeley. Look for his featured article in volume 
thirty-three of issue one of AEPP. 

 If you have any feedback or follow-up questions for Professor Wright, please send an 
email to podcasts@oxfordjournals.org. If you're interested in learning more about AEPP 
or signing up for free AEPP content alerts, visit www.aepp.oxfordjournals.org. Or for more 
information about the Agricultural & Applied Economics Association visit www.aaea.org. 
I'm Kristen Agard. Thanks for listening. 
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