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World price responds to major exporters’ stocks World price responds to major exporters’ stocks 

Wheat price and stocks
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U.S. Wheat: Government Stocks Bui ldup in the 1980sU.S. Wheat: Government Stocks Bui ldup in the 1980s



1994-2006 Nearly  No Gov't Reserve

R = 0.90
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SE=0.30

P = 5.5076 – 0.0033S 
t=7.0

1977-1993 Large Gov't  Reserve

 
R = 0.30
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P = 3.6167 – 0.0004S 

SE=0.50
t=1.2

Government Reserve Distorts Normal 
Stocks-to-Price Relationship
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Pros & Cons of An International Coordinated ReservePros & Cons of An International Coordinated Reserve

PROSPROS
nn Short term price floor for producersShort term price floor for producers

CONSCONS
nn Cost and management i ssues Cost and management i ssues 
nn Location concernsLocation concerns
nn Slow transactionsSlow transactions
nn Distorts normal  market price signalsDistorts normal  market price signals

nn Creates more short term demand, i .e., higher Creates more short term demand, i .e., higher 
pricesprices

nn Overhang market i n long term, dampens pri cesOverhang market i n long term, dampens pri ces
nn Doesn’t address root causes of food insecurityDoesn’t address root causes of food insecurity

nn Lack of production incentivesLack of production incentives
nn Poor infrastructurePoor infrastructure
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Alternatives To ConsiderAlternatives To Consider

nn Grain stocks “entail high f iscal costs with dif ficult Grain stocks “entail high f iscal costs with dif ficult 
management and governance issues, while the benef its management and governance issues, while the benef its 
[for food security] were unclear.” [for food security] were unclear.” ––World BankWorld Bank

nn AlternativeAlternative : financial reserve for purchasing inputs: financial reserve for purchasing inputs

nn OtherOther NonNon--market distortingmarket distorting tools to consider: tools to consider: 
nn Financial and physical hedging (W orld Bank)Financial and physical hedging (W orld Bank)
nn Weather index insurance Weather index insurance 
nn Catastrophe bondsCatastrophe bonds

nn Improve market linkage and infrastructureImprove market linkage and infrastructure
nn Price transmissionPrice transmission
nn TransportationTransportation


