POLITICAL ECONOMY RESEARCH INSTITUTE

University of Massachusetts Amherst

Towards a Post-neoliberal
Stabilization Paradigm:
Revisiting International Buffer Stocks
in an Age of Overlapping Emergencies
Based on the Case of Food

Isabella Weber and Merle Schulken

A
L
Vg
-4
>
A
N
-
Z
Vg
-
—
-
—
M

AWONOD1 1VvOILI'10d

June 2024

WORKINGPAPER SERIES

Number 602




Towards a Post-neoliberal Stabilization

Revisiting International Buffer Stocks in an Age of Overlapping
Emergencies Based on the Case of Food

Isabella M. Weber*
Metle Schulken
Abstract

The neoliberal stabilization paradigm of interest rate hikes and austerity left economies around
the world unprepared for the shocks to essentials experienced in the overlapping emergencies
of war, conflict, climate change, and pandemic. This presents a window of opportunity for a
paradigm shift. Neoliberalism became hegemonic through stabilization policy. Post-
neoliberalism will require an alternative stabilization paradigm. In this paper we revisit the
classic reasoning for buffer stocks by Keynes, Kaldor, Graham, and others as a starting point
for this paradigmatic shift. At the core of the neoliberal stabilization paradigm are the
assumptions that competitive markets are efficient and that relative price changes ought to be
separated from macro-outcomes. In contrast, buffer stock reasoning starts from the inherent
instability and inefficiency of commodity markets. Price volatility in essential commodities can
lead to sellers’ inflation because of the interaction with administered prices in the industrial
sector and can hamper growth and development prospects. We illustrate that the buffer stock
reasoning can help understand the 2020-2023 world food price crisis and propose a multi-
layered buffer stock system for food staples as a steppingstone in a gradualist transition to
post-neoliberalism and a tool for a green transformation of agriculture.
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Introduction

The world has entered an age of overlapping emergencies. Climate change is a reality in the here and
now. Extreme weather events are occurring with greater frequency and intensity and are more likely
to affect multiple world regions at once (Kornhuber e# a/, 2023). This has potentially far-reaching
consequences for economic activity, for example reducing agricultural yields and disrupting
transportation and energy systems (Markolf ez a/, 2019; Mehrabi, 2020). At the same time, the
geopolitical order is becoming increasingly unstable. In 2023 the Global Peace Index deteriorated for
the 9* consecutive year (Institute for Economics & Peace, 2023). In this global constellation supply

shocks become frequent.

The experience since the COVID-19 pandemic demonstrates that if shocks hit systemically important
sectors like energy, food, transportation, or housing they can trigger sellers’ inflation (Weber ez 4L,
2022; Weber and Wasner, 2023). Price and profit spikes in upstream sectors like commodities, energy,
and shipping are cost shocks to downstream firms. These cost shocks coordinate price hikes as firms
seek to protect their profit margins. It is this pricing behavior of sellers’ that translates local shocks

into a generalized inflation that is for the larger part accounted for by profits.

For now, the neoliberal policy of interest rate hikes has been the predominant if not exclusive policy
response to inflation. But even believers of the neoliberal stabilization paradigm will have to eventually
concede that frequent shocks to systemically important sectors cannot be addressed with a proverbial
“cold turkey” every time. In fact, rich countries have already complemented the neoliberal playbook
with fiscal expansion (US) and various forms of energy price controls (Europe) (Dao ez al., 2023). For
the worlds’ poorest countries rate hikes are devastating and they lack the fiscal and policy space for

such complementary measures.

Neoliberalism became hegemonic first as a new stabilization regime. Post-neoliberalism will require
an alternative approach to stabilization. We argue that in an age of overlapping emergencies such a
new paradigm requires a refocusing on stabilization policies for essential sectors that have the potential
to unleash systemic instabilities when hit by shocks. We revisit the classic case for public buffer stock
systems of Keynes (1938, 1971¢ [19206], 1971b [1923], 1971a [1930], 1974 [1942]), Kaldor (Hart ez al.,
1980 [1963]; Kaldor 1934, 1976, 1980b [1962], 1980a [1952], 1987), Graham (1937, 1944) and others.
The buffer stock question in their analysis is not just a tool but provides an alternative theoretical

perspective. The classic case holds that commodity markets are inherently unstable and hence



inefficient even when perfectly competitive. They see public storage to dampen price and quantity
fluctuations at the sectoral level as key to global macro stabilization. We show that at the critical 1970s
juncture such buffer stocks were part of the New International Economic Order (NIEO) agenda and
presented a real alternative to the neoliberal road but were ultimately questioned by neoclassical
welfare analysis and crushed by the Federal Reserve’s sharp interest rate hike in 1979 (the so-called
“Volcker Shock”), and the market fundamentalist liberalization and privatization conditionalities of

the Washington Consensus.

We argue that the neoliberal policy paradigm centered on free prices left people and economies
unprepared for the mega shocks of overlapping emergencies in recent years, while benefitting gigantic
corporations. To illustrate this point, we present the case of food. Using the reasoning of the classic
case for buffer stocks and drawing on 25 interviews with businesses and unions in the food sector,
agricultural policy experts, food bank representatives, and academic food system experts from Global
South and Global North countries, we argue that food price spikes are inefficient and lead to
devastating humanitarian and macroeconomic outcomes. We present a case for a multi-layered and
internationally coordinated public buffer stock system for food staples as a first important step

towards a post-neoliberal stabilization paradigm.

The Classic Case for Global Buffer Stocks: Sectoral Stabilization for
Growth and Development

The economic case for buffer stocks has its origins in Chinese statecraft with the ancient so-called ever
normal granary. The basic operating principle of such a public stockholding facility was for the state to
participate in the market in order to stabilize the price of grain. The public granaries were meant to
buy in times of good harvests when prices are low and re-sell on the open market when grain supplies
decline with the seasons and prices increase or to address poor harvests and disasters that trigger price
spikes (Weber, 2021b, 2021a). The ever normal granary became a model for buffer stocks envisioned as
part of the stabilization policy toolbox when modern macroeconomics emerged in the interwar period
(Fantacci, 2012; Woods, 2022). Roosevelt’s New Deal administration implemented what was called an

American ever normal granary (Bodde, 1946).! In a rare agreement, both Keynes and Hayek endorsed

! The New Deal Ever Normal Granary did not primarily rely on public storage but provided loans to farmers for storage
unlike its Chinese antecessor that combined participation in the grain market through public granaries with loan policies.
The US government still controlled the amount of product in storage by setting the terms of these loans, incentivizing



aspects of a plan for a global buffer stocks system laid out by Benjamin Graham that was envisioned
as a cornerstone of the postwar global governance system (Graham, 1944; Hayek, 1948; Keynes, 1974
[1942]).2 Although ultimately not implemented under the Bretton Woods system, proposals for global
buffer stocks remained an important pillar of macroeconomic stabilization in the work of leading
economists of the postwar era like Nicholas Kaldor and Jan Tinbergen (Hart ez @/, 1980 [1963]; Kaldor,
19706).

In this section we introduce three key elements of the case for global buffer stocks drawing on classic

contributions.

1. Threat of shortages of essentials

The classic case for buffer stocks starts from the recognition that some goods are more essential than
others for human livelihoods or for the production system taken as a whole (FAO, 1946; Graham,
1937; Woods, 2022). The concept of essential is akin to Sraffa’s basic commodity or the more recent
discussions around critical inputs and systemic importance (Weber e a/., 2022). The idea is that there
are things that people or producers cannot do without. The threat of a shortage or the lack of access

to these goods has systemic implications.?

For example, as the recent energy crisis has illustrated for the German economy, oil, gas, and coke
products make up one group of commodity inputs that are essential for price stability and export
competitiveness until renewable energies are sufficiently built out and thus affect the production
system as a whole (Krebs and Weber, 2024; Weber, ¢ al., 2024). Providing adequate access to energy
at the level of the individual is also essential for securing human livelihoods. Food commodities
represent another group of commodities that are essential both for price stability and for human

livelihoods (ibid.; Weber ef af., 2022).

Goods can also be rendered essential if a country’s economy depends on its export revenues to ensure
the livelihoods of its citizens, as is the case for commodity export dependent Global South countries

(Kaldor, 1980b [1962]). Out of 134 low- and middle-income countries, 97 are net food importers, out

stockholding, and limiting lands for agricultural cultivation, but the products were for the most part stored by private
market participants.

2 See Telles (2023) for a review of the debate between Keynes and Hayek on plans for a world commodity reserve
currency.

3 See Weber ¢7 al. (2022) for a formal analysis of pathways to systemic significance using input-output modeling



of which 60 are highly commodity export dependent (FAO e al, 2019, p. 64). Movements in
commodity prices affect the relative prices of these countries’ exports and imports, potentially draining
foreign exchange reserves, causing a devaluation of the currency, or resulting in economic disruptions
that affect people’s incomes (ibid.). A fall in export commodity prices can thus reduce these countries’
ability to purchase essential commodities like staple foods on international markets and disrupt their

domestic economies making it harder for vulnerable groups to access essentials.

Buffer stocks can help ameliorate the threat of a shortage of durable essentials by ensuring the
availability of physical supplies across time and space. They also aim to ensure accessibility of essentials
by preventing prices from spiking up too high or a collapse of incomes from prices dropping too low.
By contrast, emergency reserves for example of food or medical supplies only aim to prevent physical
shortages. As Amartya Sen (1982) reminds us in his canonical work on famine prevention, deprivation
can be caused not only by physical shortages but also by a lack of economic access to essentials by
groups that see a collapse or lack of income or are priced out. Buffer stocks address the price part of
this problem for all consumers and the income part for agricultural producers. They are a
complementary tool to measures that ensure sufficient incomes for all groups. Buffer stocks are also
not suited for all essentials but can be used for sufficiently homogenous, storable commodities that

allow for countercyclical purchase and sale on the part of a stockholding system.

2. Inherent instability of commodity markets

The classic microeconomic case for buffer stocks rests on the observation of an inherent instability in
commodity markets. As Kaldor reminds us, the “economic function of a rise in price is to encourage
producers and to discourage consumers; that of a fall in price is the opposite.” (Kaldor, 1980a [1952],
p. 65). This is what should lead to equilibrium in standard theory. But if the supply adjustments to the
price signal are slow, there may never be an equilibrium. Reasons for slow supply adjustments include
high capital intensity of production and a time lag between production decisions and sale (Keynes,
1971c [1926]). The result can be an over- and undershooting of prices and quantities in a cobweb
dynamic (Kaldor, 1934; Tinbergen as in Ezekiel, 1938). Depending on the elasticities of supply and
demand, this dynamic can result in a continuous oscillation around an equilibrium; an explosive
spiraling out of equilibrium; or a convergence to equilibrium (Figure 1a-d; Ezekiel, 1938; Tinbergen,
1930).



As Ezekiel points out, the cobweb theory implies a crucial departure from standard neoclassical theory
which “rests upon the assumption that price and production, if disturbed from their equilibrium, tend
to gravitate back toward that normal” (1938, pp. 278-279). In contrast, “the cobweb theory
demonstrates that, even under static conditions, this result will not necessarily follow” (ibid., p. 279).
Even in commodities that follow the convergent dynamic (Figure 1c), if for example due to weather
shocks, “abnormally large or small crops... cause a marked departure from normal” and start again
and again “a series of convergent cycles”, stability might never be reached (ibid., p. 273). Simply put,
the invisible hand can fail to bring about efficient resource allocation. This is not the result of market

imperfections but is the likely outcome under perfect competition if there is a time lag (ibid., p. 280).

Storage can in principle overcome the slowness of adjustment. But as Keynes argues: “It is an
outstanding fault of the competitive system that there is no sufficient incentive to the individual
enterprise to store surplus stocks of materials, so as to maintain continuity of output and to
average...periods of high and of low demand” (Keynes, 1938, p. 449). The reasons for a socially
suboptimal level of private storage are (Keynes, 1938): First, the cost of holding stocks. Second, a lack
of incentive for firms that use the commodity as an input to hold large stocks in excess of current
production needs since their output prices tend to move with their key (commodity) input prices on
their way up. Third, the co-movement between macroeconomic fluctuations and commodity prices

amplify the risk of holding large inventories.

Private speculators can increase storage, but they do not fix the problem of endogenous instability in
Keynes’ view. The speculators’ liquidity fluctuates with the macroeconomy and they tend to be
reluctant to buy stocks in a downturn (Keynes, 1938, 1971b [1923]). Speculation can hence exacerbate
fluctuations due to procyclical expectations and herd behavior (Keynes, 1938, 1971c [1920]). Keynes
held that the trading of commodity futures can help stabilize the prices that producers receive but
does not stabilize fluctuations in spot prices as it does not resolve the time-lag and elasticity issues that
make commodity markets inherently unstable (Keynes, 1971a [1930]). Hence, public stockholding is
necessary to overcome the slowness of supply and demand adjustments and stabilize commodity

markets.

3. Macroeconomic instabilities from microeconomic fluctuations

The possibility of cobweb dynamics in commodity markets implies at the level of the economy as a

whole that there is “no ‘automatic self-regulating mechanism’ which can provide full utilization of



resources” and “unemployment, excess capacity, and the wasteful use of resources may occur even
when all the competitive assumptions are fulfilled” (Ezekiel, 1938, pp. 279-80). In addition to
inefficient use of resources, the classic macroeconomic case for buffer stocks rests on the observation
that large price swings in essential commodities can destabilize the whole economy while depressing
the terms of trade of commodity exporting countries and introducing a long-term trend toward global
economic stagnation (Graham, 1937, 1944; Hart ez a/, 1980 [1963]; Kaldor, 1976, 1980b [1962]). This

argument is derived from a two-sector model.

The two sectors may refer to the urban-industrial and the agricultural-rural sectors within one country
or to commodity exporting countries and industrialized countries. The dynamic between the two
sectors hinges on their different pricing regimes (Kaldor, 19706).4 In the primary sector, sellers are price
takers. In contrast, sellers of industrial products are price makers with administered prices, i.e. cost
plus mark-up pricing when costs move up and holding the line pricing when costs fall. In the primary
sector, shifts in demand or supply result in price fluctuations. In the industrial sector, shifts in demand
or supply are met with quantity rather than price adjustments — either by accumulating/depleting

inventoties or by hiring/laying off additional workers.

The implication of the difference in the price mechanisms is that “any large change in commodity
prices — irrespective of whether it is in favor or against the primary producers — tends to have a
dampening effect on industrial activity” (Kaldor, 1976, p. 706). A fall in commodity prices does not
lead to a fall in industrial prices as firms resist lowering prices and workers resist falling real wages.
The resulting decline in the purchasing power of the primary sector and the lower rate of investment
in that sector reduces the demand for the industrial sector which slows down growth pushing
commodity prices down further (Hart ez 2/, 1980 [1963]). Instead of stimulating demand, a collapse
of commodity prices caused by a recession in the industrial sector may induce a depression and

deflation, as in the case of the Great Depression in the United States (Kaldor, 1970).

An increase in the prices of primary goods does not benefit the primary sector or global growth in a
sustained way either as the example of the commodity price boom and ensuing stagflation of the 1970s
illustrates (Kaldor, 1976). Due to the price-setting power of industrial firms, a primary sector cost

shock unleashes in industrial countries a process recently reintroduced as “sellers’ inflation” (Weber

* For a more formal treatment of Kaldor’s model, see Kanbur and Vines (1986) and Spraos (1989).



and Wasner, 2023): the cost increase is “passed through the various stages of production into the final
price with an exaggerated effect — it gets ‘blown up’ on the way by a succession of percentage additions
to prime costs which mean, in effect, an increase in cash margins at each stage.” (Kaldor, 1976, p.
706). Higher industrial goods prices diminish the improvement in the terms of trade that the primary
sector experienced as the prices for its goods went up. If governments in industrialized countries
respond to sellers’ inflation with macroeconomic tightening aimed at dampening demand, this slows

growth in industry and thus brings down commodity prices again (Kaldor, 1970).

The income from high commodity prices on the part of primary producers could in principle offset
some of the decline in demand from industrial countries’ austerity. But commodity incomes often take
the form of profits that do not necessarily flow into domestic consumption or investment (ibid.). With
unpredictable commodity prices, producers are less able to make long-term investments (Kaldor, 1987
[1983], p. 554). Similarly, fluctuating export revenues inhibit long-term economic policy-making in
exporting countries, stifling investment (Kanbur, 1984, p. 351) This can be detrimental for long-run

prosperity (ibid.).

Stabilizing commodity prices thus creates a win-win for industrial and commodity-dependent
countries by improving global macroeconomic stability and growth. The primary sector receives more
predictable revenue streams and better terms of trade vis a vis the industrial sector. And the industrial
sector gains a source of counter-cyclical demand from the primary sector and avoids taking costly
measures against cost-push inflation. From this macroeconomic perspective buffer stocks are a key

ingredient for “the harmonious development of the world economy” (Kaldor, 1976, p. 707).

Since commodity markets are global, the preferred level of operation of buffer stock proponents has
tended to be international. The accumulation of stocks should start off when the relevant commodities
are in excess supply and was meant to be financed by issuing an international currency against these
stocks (Graham, 1944; Hart ez al, 1980 [1963] pp. 146-151; Hayek, 1948 [1943]; Keynes, 1974 [1942],
p. 304).

In some proposals a buffer stock agency would issue an international currency to purchase
commodities and “destroy” the currency as it sold commodities back into the market (e.g. in Graham,
1944; Hart et af. 1980; Hayek, 1948). In other proposals money creation was left to a separate

international institution or to national governments and central banks (Keynes, 1974 [1942]).



Independent of the institutional arrangement liquidity on international markets would increase
countercyclically providing an automatic macroeconomic stabilizer: when commodity prices fall
during a global downturn the agency buys commodities to prop up prices and this requires the issuing
of currency, and during a commodity boom in the economic upswing it sells which absorbs liquidity.
Such an international commodity reserve currency has also been seen as a potential solution to global
monetary management (Ussher, 2009). Financing for the buffer stock authority was extended through
an overdraft facility or by governments or central banks cooperating in holding shares in the buffer

stock as reserves.

Opinions diverged on whether a global buffer stock system would need to be holistic from the start
stabilizing an index of commodity prices as Graham, Hayek, and originally Hart, Kaldor and
Tinbergen proposed, or whether a more gradualist approach could be pursued in the building up of
such a system where an international agency would stabilize individual commodity prices — which is
what Keynes and later also Kaldor tended towards. Another dividing line among buffer stock
proponents has been the question of rules versus discretion akin to the old debate around central
banks’ monetary policy. Hayek (1948 [1943]), for example, as is characteristic for the neoliberal policy
nihilism advocated for a rule that would mimic the gold standard. Keynes (1974 [1942]) leaned towards

policy activism and discretion not only in monetary policy but also in the management of buffer stocks.

The New International Economic Order and the Rise of the Neoliberal
stabilization paradigm

Global buffer stocks as a path-not-taken in the 1970s

The question of the management of essential commodities returned to the international agenda in the
wake of the collapse of the Bretton Woods system and the commodity price shocks (Gilman, 2015;
Toye, 2014, pp. 44-47). A mix of declining agricultural productivity growth and droughts had drawn
down the surplus stocks of food commodities in the United States and the European Economic
Community (Shaw, 2007, pp. 115-121). When crops failed in multiple parts of the world at once in
1972, grain prices shot up, coinciding with a rise in oil prices due to OPEC’s pricing decision and a
more general price increase for commodities (Cooper ¢t al., 1975; Garavini, 2019). The price shocks
set off a cost-push inflation in the Global North and contributed to famine and balance of payment
problems in many Global South countries while creating large revenue streams to oil exporters (Labys

and Maizels, 1993; World Bank, 1982). In this context, the macroeconomic case for buffer stocks



gained new relevance. In terms of politics, newly independent Global South countries gained the
majority of votes in UN institutions. Encouraged by OPEC’s success in unilaterally instituting higher
oil prices, Global South countries organized through the Group of 77 started to coordinate more
forcefully on economic issues (Corea, 1992, 27; Toye, 2014, pp. 43-56). Faced with domestic inflation
and the threat of commodity cartels, rich country governments opened up to negotiations (Cline,

1979).

Global South countries struck a first victory with the adoption of the declaration on the establishment
of a New International Economic Order (NIEO) by the UN General Assembly in 1974. An
International Program for Commodities (IPC) introduced by UNCTAD and to be financed through
the creation of a Common Fund (Cline, 1979; UNCTAD, 1977) became a cornerstone of the NIEO
agenda. Buffer stocks for two groups of essentials were envisioned: commodities in which Global
South countries were import-dependent, importantly grain, or export-dependent, for example cocoa,
coffee, jute, sugar, and minerals (UNCTAD, 1977). At the World Food Conference in Rome in 1974,
countries agreed on the International Undertaking on World Food Security. This resolution declared
intentions to negotiate a reserve system of nationally held but internationally coordinated stocks of
staple foods (UN World Food Conference, 1974). A United States proposal for an international grain
reserve system covering wheat and rice was negotiated throughout the 1970s (Cline, 1979; Gulick,

1975; Sarris et al., 1979).

In the end, the initiatives of the NIEO were short-lived and discussions about commodity price
stabilization were no exception. The negotiations about the grain reserve showed promise of being
concluded towards the end of the 1970s but ultimately failed to identify a target price for stabilization
that was acceptable to all parties (Cline, 1979; Friedmann, 1993). Negotiations on the Common Fund
of the IPC dragged on far longer than expected (the Fund was not fully ratified until 1988) and in
absence of this financing vehicle only few International Commodity Agreements were concluded,
none of which featured price stabilization (Corea, 1992, pp. 140-145). Had the political and structural
conditions that catalyzed the creation of the NIEO lasted another decade, perhaps agreements could

have been reached (Corea, 1992, pp. 153-162).

The plans for commodity price stabilization had been careful to highlight the win-win case for
importers and exporters, Global North and Global South countries alike. The classic case for buffer

stocks with its focus on the inherent instability of commodity markets and global macroeconomic
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benefits from stabilization dominated the policy imaginary and measures for price stabilization were
understood to operate within a broader policy framework of North-South cooperation and growth.
But negotiations about who should contribute to financing stocks, within which bands prices should
be stabilized, the size of the required stocks and hence the cost led to a paradigmatic shift from the
classic framework to neoclassical welfare analysis (Brown, 1980, pp. 100-137; Cline, 1979; Corea, 1992,
pp. 136-163), which ultimately paved the way for neoliberalism.

Neoclassical welfare analysis as a slippery slope towards neoliberalism

The application of neoclassical welfare analysis to assess commodity price stabilization schemes was
nothing new in the 1970s (Kaldor, 1980a [1952]; Massell, 1969; Oi, 1961; Waugh, 1944), but in the
1970s welfare analysis became a crucial political battleground in the negotiations over the IPC and
Common Fund. Where the classic case for buffer stocks stressed that the behavior of rational agents
in competitive markets can lead to socially sub-optimal dynamics at the macroeconomic level, the
neoclassical analysis represented the aggregate through a representative agent (Turnovsky, 1978). This
eliminated the socially suboptimal outcomes of commodity price volatility of the classic case by
assumption. Cobweb dynamics were replaced altogether by returning to standard theory assuming
instantaneous adjustments to equilibrium (e.g. Brook and Grilli, 1977). Oscillation and divergence
dynamics, i.e. the movement of market prices around an equilibrium price or away from an equilibrium
price as explained in section 2 (see Figures 1a, b), were ruled out with assumptions about rational

expectations paving the way for the efficient market hypothesis (Muth, 1961; Smith, 1978).

On the back of the neoclassical assumption that markets converge to equilibrium, the problem of
insufficient storage and price volatilities was reframed as one of market imperfections. Incomplete
futures and insurance markets, price rigidities, asymmetric information, trade restrictions, excessive
speculation, or the threat of government intervention were seen as the causes why commodity markets
did not settle in equilibrium (Labys, 1978; Newbery and Stiglitz, 1981; Sarris and Taylor, 1978; Wright
and Williams, 1982; Smith, 1978). The focus in the assessments of the size of buffer stocks was now
on crowding out private storage as rational market participants would account for the public
stockholding which implied that buffer stocks would need to be prohibitively large to effectively
operate (Hallwood, 1977; Helmberger and Weaver, 1977; Miranda and Helmberger, 1988; Newbery
and Stiglitz, 1981, pp. 37-38).

11



The Kaldorian two sector model of the world where commodity price shocks could translate into
cost-push inflation along the supply chain was replaced with a general equilibrium model where the
incidence of price instability in one goods market is (partly) offset by shifts in other markets (Kanbur
1984, p. 347; Newbery & Stiglitz, 1981, p. 19; Smith, 1978). This largely insulated the macro-outcome
of a change in the general price level from volatilities in relative prices and inflation became a matter
of macro policy alone (Weber ez al., 2024). The abandonment of assumptions about different sectoral
pricing regimes also eliminated the theoretical possibility of systematically depressed terms of trade
for commodity exporters. Overall, the lack of a dynamic analysis of development over time in the

static world of the microeconomic models meant that global win-win dynamics became inconceivable.

The early cost-benefit analyses still found that when consumers and producers are considered
together, more stable prices are always welfare enhancing (Massell, 1969; Turnovsky, 1978). However,
the gains from stabilization are distributed unequally in neoclassical welfare analysis with either
consumers or producers losing income to the other group in the long run. Unless one group
compensates the other, price stabilization thus turns into a tale of winners and losers. Empirical studies
soon suggested that, contrary to policymakers’ expectations, for many of the commodities suggested
for UNCTAD’s IPC, Global South countries stood to lose in the long run while Global North
countries were the net winners of stabilization (Brook and Grilli, 1977; Labys 1978; Newbery and
Stiglitz, 1981, pp. 43-47). However, results were extremely sensitive to model specifications, which

implied that the findings of different studies were inconclusive (Behrman, 1979; Sarris ef al., 1979).

Despite this conceptual shift that proved consequential in the long run, the assessment of economists
at the time was by no means an outright dismissal of the IPC. Even the ordoliberal Donges (1977),
for example, identified by Cline (1979, p. 5) as one of the most hostile voices on the NIEO saw some
benefits in commodity price stabilization. Many authors of microeconomic studies at the time were
transparent about the limitations of their approach and thus refrained from making definitive
statements about the desirability of buffer stock schemes (Brown, 1980; Newbery and Stiglitz, 1981;
Brook and Grilli, 1977). It is only under neoliberalism that the dismissal of buffer stocks became a

default position.

But neoclassical welfare analysis came to pave the way for the neoliberal dictum of the primacy of free
prices plus cash compensation (Jiger and Zamora Vargas, 2023; Krebs and Weber, 2024; Weber, 2018)

by overruling the classic perspective of inefficient price fluctuations. Instead of seeing price

12



stabilization as a goal due to its benefits for growth and development, welfare analysis shifted the
focus to alternative policies meant to address negative consequences of commodity price instability
while preserving the full fluctuation of market prices that were now seen as efficient signals as long as
imperfections were removed (Brook and Grilli, 1977; Newbery and Stiglitz, 1981, pp. 12-16). From
this neoclassical stance, recommended policies at the domestic level included removing market
imperfections with better and more long-term futures markets, improved access to credit markets and
crop insurance, while relying on cash transfers to low-income consumers and producers where
necessary (Newbery & Stiglitz, 1981, pp. 41-43). At the international level, better information and
trade liberalization should improve competition while compensatory financing provides foreign
exchange resources to Global South countries when they experience a shortfall of export revenues
(ibid. p. 14, pp. 41-43; Brook and Grilli, 1977).> Goals like improving the ability of producers to plan
investments thanks to more stable prices; ameliorating inflationary pressures or contributing to stable
aggregate demand were downgraded to positive externalities of a buffer stock scheme to be considered
in addition to the main, welfare economics analysis (Smith, 1978; Sarris ef al., 1979; Behrman, 1979) —

just to be dropped before too long.

The failure of the NIEO and the rise of neoliberalism

The Volcker Shock in 1979 put an end to the rich country rationale for commodity price stabilization
as a tool to fight inflation and restore growth. The Fed’s decision to sharply increase primary interest
rates engineered a deep recession in the United States (Panitch and Gindin, 2021, pp. 163-195).
Together with fiscal austerity policies this broke the power of labor unions in the Global North (ibid.).
Hopes for win-win solutions were replaced with a policy that reasserted dollar hegemony and brought
a debt crisis to the global South. With rising interest rates and falling export revenues and exchange
rates, a crisis ensued as both public and private actors in the Global South became unable to service
their debt (Toye, 2014, pp. 64-66). The contraction of domestic demand in the Global North,
limitations imposed on official aid, and a drop in private capital flows created recessions around the

world (Corea, 1992, pp. 136-162).

>'To be sure, demands for better compensatory measures were also part of the NIEO proposals but
were seen as necessary complements to price stabilization, not as alternatives (Corea 1992, p. 16;
UNCTAD, 1977).
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During the slow recovery in the Global North countries and a ‘lost decade’ for large parts of Africa
and Latin America, commodity prices did not rebound (Corea, 1992, pp. 136-163; Maizels, 1992, pp.
9-20). Matters were made worse when Global South countries scrambled to make up for falling foreign
exchange revenues by increasing their production of commodities, thus further depressing prices
(ibid.). In the absence of alternative economic mechanisms as envisioned under the NIEO, many
Global South countries became dependent on IMF and World Bank loans which subjected them to
conditionalities and structural adjustment programs spreading the neoliberal stabilization paradigm
internationally under the Washington Consensus (Babb and Kentikelenis, 2018). Global South
countries saw their Cereal Boards and domestic price stabilization systems dismantled (e.g. Uganda,
Zimbabwe) or considerably weakened (e.g. Kenya) as part of structural adjustment programs
(Interviews 12, 13, 14, 20). Repeated devaluations of domestic currencies and a focus on producing
more commodities for export to pay back debts and to align production with what was seen as the
revealed comparative advantage pushed commodity prices further down (Gilbert 1989). The few
commodity agreements that were in place, such as the international cocoa, coffee, rubber, sugar, and
tin agreements, helped to cushion the blow of falling commodity prices initially but could not be

sustained against persistently depressed prices and without domestic counterparts (Gilbert 1996).

In contrast, some of the most successful cases of development in recent decades, the Asian Tigers and
China, relied heavily on domestic buffer stocks as part of their development strategy (Dawe, 2001;
Dawe and Timmer, 2012; Weber, 2021a). The European Union and the US reduced but never
abolished their price support interventions in agriculture (European Commission, 2024; USDA, 2024;
Interview 1). But as the logic of the classic case for buffer stocks vanished under neoliberalism,
essential commodities have not been considered as an integral part of macroeconomic stability and in
the EU and US these stabilization operations occur in the shadows of official economic policies. All
that is allegedly needed for economy-wide stability is monetary policy and fiscal discipline, while

efficient price signals ensure socially optimal outcomes.

Towards a Post-Neoliberal Stabilization Paradigm: The Case of Food
Staples

Food staples are the most essential of the essentials. Most people depend on maize, wheat, and rice
to achieve minimum levels of dietary energy requirements (IMF, 2023). Price increases in these staples

can destabilize whole societies and economies (Fischer, 1999, Interviews 12, 13). This has become
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once more salient in the world food crisis 2020-2023. We have hence picked this sector to illustrate
the case for a post-neoliberal stabilization paradigm following the classic buffer stock reasoning. In
the food sector, the neoliberal playbook has been implemented since the 1980s. This is reflected in
recommendations for agricultural trade liberalization and a scaling back of market interventions
(OECD, 2023; World Bank, 2012, pp.117-130); a reliance on lump-sum payments (Diaz-Bonilla, 2021;
Galtier and Vindel, 2013, pp. 35-37); and an expansion of future markets and crop insurances (ibid.;
Beaujeu, 2016; FAO et al, 2011) to handle price volatility. But this approach relies on the assumption
of efficient price signals and a separation of relative price changes and macro-outcomes. We show that

both are not warranted.

Food price spikes are not efficient

After low and stable food prices in the 1980s and 1990s, food prices and volatility have increased since
the beginning of the century (Ahmed e7 4/, 2014; Figure 2a). This culminated in the 2007-2008, 2010-
2012 and the 2020-2023 food price crises (see Figure 2). Most food experts acknowledge a general
tendency of food prices to be volatile (Kalkuhl e a/., 2016; Kharas, 2011). Small changes in quantities
lead to large price swings due to low supply and demand elasticities while natural shocks such as
weather and pests frequently affect agricultural output (FAO ez al., 2011). Yet, the origins of food price
volatility continue to be interpreted from competing theoretical vantage points (Gouel, 2012). There
are two basic models: endogenous instability in a cobweb dynamic driven by lagged adjustments and
forecasting errors which justifies government intervention (classic case); and rational expectations
where instability results from exogenous shocks and government intervention disturbs price signals
(neoliberal) (ibid.). The rational expectations model holds that “in recurrent situations the way the
future unfolds from the past tends to be stable, and people adjust their forecasts to conform to this
stable pattern” (Sargent, 2022). We argue that if patterns ever were stable, situations are certainly not
recurrent and there are no such stable patterns in times of overlapping emergencies. We are in Keynes’
world of fundamental uncertainty, herd behavior, and animal spirits. In this world, price explosions

are not efficient signals that result in socially optimal outcomes.

Empirically, it is challenging to pin down the precise combination of drivers of the recent food crisis
when prices reached historic highs (see Figure 2). Several national and international short-run factors
overlapped and structural features of the system helped fuel the price explosion (Algieri ez al., 2023).

In 2020-2022, global production and stock levels were in principle adequate in contrast to the 2008
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crisis, but food prices spiked in response to the uncertainty (Ghosh, 2023; IPES-Food, 2022; van
Huellen and Ferrando, 2023). Food prices were on the rise in 2021 following pandemic-related supply
chain disruptions. In 2022, in response to anticipated supply shortages resulting from the Russian
invasion of Ukraine, one of the world’s most important producer of grain and seed oils, prices jumped

(Kornher and von Braun, 2023).

While the Russia-Ukraine war led to temporary local threats of physical shortage in countries that
primarily rely on grain imports from these regions, the global supply of grain, was still more than high
enough to cover global demand in the medium-run (IPES-Food 2022, p. 10). What ultimately
threatened people’s access to grain was not necessarily the pace of adjusting shipping routes to import
grain from new destinations but also the spike in grain and shipping prices on the international market
that resulted from uncertainty about supply conditions and speculation (ibid.). It used to be considered
a rule of thumb that the price goes up when storage in key countries goes down. But this has been
questioned since the financialization of the 2000s. Even believers in the rule, like a trader we
interviewed, concede that in 2022 “prices were decoupled from the market mechanism as we know it
in our business [referring to this rule of thumb] and were driven by the uncertainty of Ukrainian and
Russian exports” (Interview 10). There was a similar discussion about how uncertainty about supply

conditions exacerbated food price spikes in the 2008 food crisis (FAO et al., 2011).

Several input costs for grain also shot up in 2022, triggered by the same uncertainties. Food and oil
prices are highly correlated and fossil fuels are an important input for the food sector (IMF 2023,
Interview 3). Nitrogen fertilizers require gas and the sanctioned allies Belarus and Russia are important
exporters in a globally highly concentrated market (Algieri e al., 2023; van Huellen and Ferrando,
2023). Among other factors like medium term impacts of supply chain disruptions during the Covid
pandemic, the gas price spikes resulted in fertilizer prices shooting up by almost 200 percent year-
over-year in April 2022 (YCharts, 2024). Several indices of ocean freight rates also multiplied (FAO,
2021a; FAO, 2022).

It is likely that the grain price spike was exacerbated by procyclical speculation. To be sure not all
financial transactions on grain markets are speculative. Future markets were born in agriculture as a
way for producers to hedge against uncertain prices at the time of harvest (Morgan, 1980; UNCTAD,
2023a, pp. 72-99). Millers also rely on future markets to hedge price uncertainty (Interview 06). Yet,

farmers with storage capacity and firms along the supply chain can engage in commercial speculation
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by increasing holdings of raw materials in anticipation of higher prices. This can involve herd behavior
(Interview 3). One result is the so-called bullwhip effect that amplifies shortages and price increases
in situations of input supply uncertainty (Rees and Rungcharoenkitkul, 2021, Interview 6). In addition,
export controls and panic-buying by overreacting governments can drive-up prices (IMF, 2023;

Pinstrup-Andersen, 2014).

Pure financial speculators benefit from grain and fuel price volatility in commodity markets. The
flipside of the dismantling of government price stabilization in the neoliberal era has been a rapid
expansion of derivative markets and an influx of banks, private equity, and hedge funds (Staritz e al,
2018; Troster, 2018; Ederer ez al., 2016). During both recent food price crises investments of financial
speculators increased, betting on rising future prices (Algieri ez al, 2023; Kornher et al, 2022,
UNCTAD, 2023a, pp. 76-84; Interview 3). Financial investments fell with prices in the second half of
2022 (ibid.). One mechanism for how financial speculators amplify price fluctuations is “trend-
following”, which involves high frequency trading with “algorithms that spot rising or falling prices

and automatically buy or sell derivatives in response” (Gibbs and Ross, 2023).

Commercial and financial speculation also merge in grain markets. Five companies, the so-called
ABCCDs - ADM, Bunge, COFCO, Cargill, and Louis Dreyfuss, control 70 to 90 percent of the global
grain trade (IPES-Food, 2022; Hietland, 2024). They reaped record profits in 2022 (UNCTAD, 2023a)
and are known to benefit from crises and volatility (Salerno, 2017). These gigantic conglomerates with
hundreds of subsidiaries spanning the whole supply chain include sizable financial arms not regulated
as banks (ibid.). They have built up inhouse intelligence on global agriculture that exceeds that of states
(Morgan, 1980, Interviews 17, 19, 21). The combined storage capacity of the giant grain traders is
unknown but must be enormous, dwarfing that of most countries and incomparably larger than those
of other participants in the supply chain. Just three companies (ADM, Bunge, and COFCO) can store
as much wheat as the total annual consumption of the US, UK, and Turkey combined (Hietland,
2024). The International Panel of Experts on Sustainable Food Systems (IPES-Food) warns that the
agricultural grain traders have incentives to “hold stocks back until prices are perceived to have
peaked” (IPES Food, 2022, p. 14). Especially given that small changes in supply can trigger large price
swings, the ABCD may well have a hand in exacerbating price volatilities (Hietland, 2024), even though
a lack of data about storage levels and financial positions makes it difficult to prove (UNCTAD,
2023a).
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In contrast to farmers, financial speculators including grain traders also gain when prices fall. Since
they bet on both upward and downward movements, they benefit from amplified price volatility
(UNCTAD 2023). Commodity traders and hedge funds have now put the largest bet in 20 years on a
slump in grain prices (Savage and Steer, 2024). Planted acreage is coming down in many countries as
farmers respond to plummeting prices. Market observers see the beginning of a new price cycle (ibid.).

It resembles the over- and undershooting of prices in the cobweb model.

It is contested since the 1970s debate to what extent speculation drives price volatility (Smith, 1978).
The debate also flared up in the 2007-8 crisis (Torero, 2016). It is hard to see how in situations of
enormous uncertainty speculative storing and bets would not amplify price swings, even if the precise

magnitude of price movements due to inflation is difficult to pin down empirically.

As a result of trade liberalization, domestic prices are coupled with international prices (Ahmed ez /.,
2014). In Germany, for example, there was at no time any threat of a domestic shortage in 2022-2023,
but since domestic grain prices follow the Paris grain exchange, they shot up (Interviews 4, 5, 6, 9, 10).
For Sub-Sahara Africa the passthrough from global to domestic food staple prices is estimated to be
100 percent (Okou e al., 2022). But even when international prices are stable, poor countries often
experience price spikes due to domestic supply disruptions (ibid., Ahmed e a/., 2014; Baltzer, 2014;

Interviews 12, 14).

The consequences of the food price shock and the crisis of neoliberal
stabilization

Fifteen years of progress in reducing global undernourishment has been reversed as a result of the
world food price crisis (IMF, 2023). Global hunger has jumped up from affecting 7.9 percent of the
world population in 2019 to 9.2 percent in 2022 (FAO ef al., 2023). Even in rich countries like the
U.S,, food insecurity increased sharply from 10.5 percent of the population in 2019 to 12.8 percent in
2022 (Rabbitt ez al, 2023). Food banks in rich countries are overwhelmed (Feeding America, 2022;
Tagesschau, 2023; The Greater Boston Foodbank, 2023, Interview 22). At the same time, the
macroeconomic consequences of the food price shock are what we would expect from the perspective

of the classic case for buffer stocks.

Global food price increases translate into rising domestic food inflation as high levels of concentration

along the value chain enable a pass through of costs. The IMF (2023, p.5) estimates that the
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passthrough rate is 0.3 percent with higher rates for Global South countries and economies with
greater trade openness. Food price inflation has been high in poor and rich countries, outpacing overall
inflation (see Figures 3a, 3b; Rother ez al., 2023). Rising food prices have increased headline inflation
(see Figure 4). In Global South countries like Egypt, Uganda, Kenya, Nigeria, and Pakistan, food price
increases accounted for more than half of the overall price increase in 2023 (see Figure 5). Even in a
rich country like Germany, food price increases accounted for almost a quarter of year-on-year

inflation in January 2023 (ibid.).

The two-sector reasoning of the classic case for buffer stocks can help in understanding the
transmission from commodities to final food prices. While food commodity prices are volatile,
processed food shows smoother price movements (see Figure 6 for the example of the US food
sector). We can trace this pattern in the supply chain from grain via flour to bread drawing on the
German example (see Figure 7). In interviews with millers, we learned they set their profit margins as
a monetary markup over a given quantity of outputs (Interviews 5, 6). In stable times, mills compete
by squeezing operating costs. But in times of major shocks and uncertainty, they switch to increasing
markups to protect themselves against input price increases. In the words of a miller: “competition
becomes much less intense in times of shocks as everyone sets prices to save their business not to
gain market shares.” As a result, increased grain and energy prices are not just passed on fully but
markups also increase (Interview 06). Large firms tend to be in a stronger position than smaller ones
to take advantage of shocks, so that emergencies can further increase concentration. When input
markets calm down and competition returns, markups fall again, and prices go down. Accordingly,
wholesale flour prices went up with bread wheat prices and fell with them (Figure 7) — albeit at a
somewhat slower pace displaying the well-known ‘up like rockets, down like feathers’ pattern (Bacon,

1991).

At the bakery stage, raw material costs become less important, and wages and energy costs have a
higher weight (Destatis, 2024; Interviews 2, 8, 11). Output is no longer as homogenous as flour and
there is scope for product distinction. Margins are set in relation to total costs, not weight (Interview
7). This implies that if costs go up, unit profits go up even if relative margins are stable (Hahn, 2023).
But as the price shock can also lead to a reduction in price competition, margins might also rise
(Interview 7). Widely broadcasted cost increases as in the case of the grain crisis present opportune
moments for price increases (Weber and Wasner, 2023, Interview 1). Prices of bread, bread rolls, and

other baked goods went up with wheat prices but did not fall when energy and raw material prices
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declined in 2023 (Figure 7). This has likely generated some windfall profits, especially for larger

bakeries.

What we can see in the German bread sector are indications of sellers’ inflation in the sense that the
pricing decisions of firms with market power to protect margins translate the price shocks in inputs
into generalized inflation (Weber and Wasner, 2023). The mechanism is the ratchet effect described
by Kaldor (see section 2). First studies on profits and prices for the food sector more broadly also
point to sellers’ inflation (Jobst and Duthoit, 2023; Pancotti ef a/., 2024; van Huellen and Ferrando,
2023). Allianz Research (Jobst and Duthoit, 2023) suggests that 10 percent of European food price
inflation cannot be explained by their model and attributes this to profit-taking pricing, whereas
packaged food companies have increased prices more than retailers. Oliver Wyman (2023) finds that
across Europe food retailers have protected their margins despite rising costs, which has driven up

profits.

Food price inflation reduces real incomes of households and exacerbates inequalities. The income
share spent on food varies widely between poor and rich countries ranging from close to 60 percent
in countries like Kenya, Burma, and Nigeria to less than 10 percent in Switzerland and the United
States (USDA, 2023). Poorer households in rich countries also spend larger shares of their income on
food. In the U.S., for example, the lowest quintile spent 31.2 percent and the highest a mere 8 percent
of their income on food in 2022 (USDA, 2024b). At the height of inflation in Germany in October
2022, there was a wedge of 3.4% between the inflation rate experienced by low-income households
with two kids (11.8%) and the inflation experienced by a high-income single household (8.4%) (Endres
and Tober, 2022). The erosion of purchasing power due to higher food prices can exert downward

pressure on growth.

The incomes of whole nations are affected by the food price spike (Moseley ez a/., 2015). 70 percent
of global wheat exports are produced in five countries and four countries produce 85 percent of global
corn exports (Wiggerthale, 2022). Meanwhile most countries rely on grain imports while also being
import dependent on farm inputs (Varghese and Suppan, 2023). Between 2021-2022, Low Income
Countries experienced an increase in their import bill for farm inputs of 65% (FAO, 2022). And
between 2020 and 2021 Global South countries saw their food import bill rise by 20%, where two
thirds of the increase was due to higher prices (FAO, 2021a). In the two subsequent years import

volumes fell by 10%, indicating that Global South countries paid even higher prices to get less food
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(FAO, 2022, 2023). This is extremely worrying from a food security perspective as it indicates that
these countries had to reduce their import of food staples because they were unable to finance the

necessary purchases on international markets.

Many Global South countries are specialized in agricultural exports and logged in at the bottom of the
global diversification hierarchy dating to colonial times (Interviews 12, 14, 17; UNCTAD, 2023b;
Weber ez al., 2022). When prices for both imported and exported commodities spike at the same time,
increased export revenues may not compensate for alleviated import costs as Kaldor already warned.
The earnings of a price spike on commodity exports can translate into temporarily higher profits that
might not be re-invested domestically nor taxed but leave the country (Ndikumana and Boyce, 2022).
Increases in agricultural export commodity prices can also divert land from food production,

exacerbating import needs (Interview 21).

Food crop prices are essential for the incomes of hundreds of millions of farmers. In many Global
South countries, farming is the main income source for large parts of the population, so that such
price swings have major macroeconomic repercussions (Interviews 12, 14, 15, 16; Lowder ez 4/, 2019).
But farmers in Europe, too, feel squeezed as agricultural commodity prices have been falling faster
than fertilizer prices (Cokelaere and Brzezinski, 2024). This was among the grievances fueling the

farmers’ protests we saw across Europe in 2024.

The import price shocks occurred against the background of a decade of rising debt levels in many
Global South countries and enormous fiscal pressures during the COVID-19 pandemic. It triggered
a debt crisis IPES-Food, 2023). The strengthening of the US dollar as safe haven currency in a
moment of global turmoil and the weakening of domestic currencies as a result of increased import

needs increased the debt burden (IMF, 2023; Interviews 12, 13, 14).

The debt crisis has been made worse by the neoliberal stabilization response. Rapid interest rate
increases by the Fed and ECB pushed some Global South countries into sovereign default such as for
example Ghana, Sri Lanka, Suriname, Zambia (IPES-Food, 2023; UNCTAD, 2023a, p.63). In an
attempt to fend off capital outflows interest rates in many Global South countries were hiked even
more aggressively than in the US or Europe (Adrian ez a/., 2024). Many Global South countries are
caught up in a vicious cycle of food insecurity, price volatility, debt, and austerity (Mohammed e/ a/,

2023; UNCTAD, 2023a, p.73). Despite having documented the devastating macroeconomic and
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development consequences of food price shocks in detail, the IMF (2023, p. 17) still recommends the
standard neoliberal policy package: monetary and fiscal tightening; fiscal support measures where
necessary to support vulnerable groups “should preserve the price signal” and “reducing taxes on food
and fuel is not advisable”. An interview partner in Kenya (Interview 13), for example, shared that the
public buffer stock system and tax breaks helped to stabilize food and fertilizer prices. But IMF
structural adjustment measures in response to the looming debt crisis will undermine this stabilization
efforts. Procyclical interest rate hikes, austerity, and price volatilities in essentials damage long-term
investments in Global South countries that would be needed for structural change, resilience, and

climate adaptation (Mohammed ez a/., 2023; UNCTAD, 2023a; Interview 14).

In contrast, to stabilize their domestic economies rich countries eventually diverged from a pure
neoliberal playbook. The U.S. used its position on top of the monetary hierarchy to pursue aggressive
fiscal policies despite inflation. It mobilized the Strategic Petroleum Reserve against the energy price
shock and the USDA helped stabilize the farm sector with direct purchase programs during the
pandemic (USDA, 2022; USDOT, 2022). European countries against the best advice of neoliberal
economists implemented a range of energy price controls. The IMF estimates that such
“unconventional fiscal policies” contributed significantly both to reduce inflation and stabilize output
(Dao ¢t al., 2023). More than a third of advanced economies among the G20 announced energy and/or
food price controls and subsidies (IMF, 2023). France, Germany, Greece, Hungary, Portugal,
Romania, Slovenia, and Spain introduced various forms of price stabilization for energy (Amaglobeli
et al., 2023; Krebs and Weber, 2024). Japan, Austria, Slovenia, Albania, Croatia provided subsidies to
farmers to compensate them for higher input prices (e.g. fertilizers, diesel) (ibid.). European countries
also used public intervention purchases to stabilize agricultural markets during the pandemic
(Interview 1). Nevertheless, the world economy has seen growth slow as a result of the monetary

tightening in response to inflation (World Bank, 2024).

Towards a post-neoliberal stabilization policy

To move towards a post-neoliberal stabilization paradigm and break free of the neoliberal imaginary
that has captured the policy debate for decades (Interview 17), we need to leave behind the assumption
that perfect competition leads to optimal social outcomes and recognize that perfectly free markets
can lead to socially undesirable results. This is why the classic case for buffer stocks is a promising

theoretical starting point and is much more than the recommendation for one tool. It does not amount
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to an anti-market stance but suggests that public participation in markets for essential commodities is
necessary to avoid violent fluctuations with far-reaching consequences. It is a way to reconnect sectoral

dynamics with macroeconomic stabilization, growth, and development.

Neoclassical economics does not necessarily lead to neoliberal policy conclusions. But those pointing
to imperfections still share a normative outlook with the neoliberals — even if the neoclassical model
fails to be an accurate description of reality it remains the normative benchmark (Gouel, 2012, p. 148).
Nevertheless, many of the concerns of those seeing harmful price volatility as the result of
imperfections in private markets are complementary to the classic case. Take the example of
procyclical speculation. From both perspectives, the financial business of the ABCD should fall under
banking regulation as UNCTAD (2023a, pp. 72-99) recommends and excessive financialization of
markets for essential commodities should be limited to prevent the effects of procyclical herd behavior
(Interview 21). Greater transparency to limit the power of ABCD speculators with informational
advantages is also a helpful recommendation (AMIS, 2021; IPES Food, 2022; Interviews 17, 19), as
would be windfall profit taxes (Hietland, 2024).

But the buffer stock perspective is about more than removing imperfections. It is about building new
public institutions for stabilization. This requires building up fiscal, commercial, transportation, and
storage capacity that can be mobilized to break price hikes by diverting herd behavior. In this way
public supplies can be leverage d by encouraging private actors to bring inventories to the market. This
has been achieved for example in Bangladesh’s food reserve system (European Commission, 2018).
It has also been a long-standing practice in Chinese statecraft (Weber, 2021b). When no domestic
public stocks are available, this principle can be employed as an interview partner in Kenya pointed
out: The government licensed edible oil imports from private merchants and set a fixed selling price
which broke a domestic price hike that diverged from world market trends (Interview 13). But the
Kenyan case also points to the challenge of corruption and the need for high standards of transparency
to avoid government insiders from taking advantage of price wedges (Omulo, 2024). Buffer stocks
can also be “virtual”, as proposed in response to the 2008 food crisis by Torero and von Braun (2009),
further explained below, and designed to break price hikes on future markets analogous to open

market operations of central banks.

Apart from curbing the inherent instability of commodity prices, physical buffer stocks can also

ameliorate (local) threats of shortages. During the supply chain interruptions in the context of the
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COVID-19 pandemic and the Russian war on Ukraine, there were temporary regional shortages in
grain importing countries dependent on the affected region as grain shipments from new trade
partners were being awaited (IPES-Food, 2022). Having physical buffer stocks located at strategic
locations around the globe would protect against such temporary disruptions at the local level in a way

that buffer funds or virtual buffer stocks could not.

Public buffer stock systems are not a utopian idea. The two most populous nations on earth, China
and India, both run public stockholding systems for food staples (FAO, 2021; Interviews 15, 16, 23,
24). Despite a bad reputation in anecdotal accounts of butter mountains and milk lakes (Interview 19),
buffer stocks have continued to operate in the shadows even in the richest countries. The express goal
of European intervention stocks is to prevent prices from dropping to unsustainable levels by curbing
the danger of a downward price-spiral in years of over-supply (European Commission, 2024; Interview
1). The EU has provisions for intervention in grain, beef, butter, and milk markets (ibid.). Food out
of stocks is gradually reintroduced to the EU market when the danger of a price depression has passed.
But a buffer stock that is built up to keep a price floor could in principle also be mobilized to break a

price hike.

In the United States, the USDA purchases agricultural goods for food distribution programs and
international food aid. As the USDA explains “these purchases help to stabilize prices in agricultural
commodity markets by balancing supply and demand” (USDA, 2024a). Just like the Strategic
Petroleum Reserve that was long considered as an emergency reserve to compensate for supply
shortfalls has been mobilized to stabilize oil prices, the USDA could expand its price stabilization
interventions. In fact, calls for a Strategic Resilience Reserve stockholding essentials like critical
minerals also for price and macro-stabilization purposes are already discussed in Washington (Singh
and Datta, 2024). If more supply shocks occur and geopolitical tensions continue to mount, it seems
to be only a matter of time until rich countries will mobilize the remnants of pre-neoliberal institutions

to systematically buffer essentials against violent price fluctuations.

For countries in the Global South, the WTO has been a major stumbling block in the buildup of
public buffer stock systems (Dfaz-Bonilla, 2021; Glauber and Sinha, 2021; Interview 16). In some
countries (India being the most prominent case), commodities for public buffer stocks are purchased
at a fixed price while the WTO only permits procurement at current market prices (Glauber and Sinha,

2021). Differences between market and purchase prices are counted towards countries’ limits on trade-
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distorting support. Since the 2008 food price spikes, some countries in the Global South have seen
their ability to conduct public stockholding programs constrained (ibid.). A struggle has been ongoing

ever since over defining a “permanent solution” to this issue.

More regular supply shocks are likely for food. Extreme weather events are predicted to be frequent
and have already affected regional agricultural yields (Beillouin ez a/., 2020; Kornhuber e al., 2023).
Climate change is estimated to have non-linear impacts on food supplies and prices through channels
such as effects on water availability, land use, pollinators, diseases, and shipping disruptions (Benzie
and John, 2015; Haile ef /., 2017; IMF, 2023; Mbow and Rosenzweig, 2019). In addition, experts warn
of the impacts of geopolitical tensions on food (IMF, 2023; Kornhuber ¢7 /., 2023; Mehrabi, 2020).

The question is whether a win-win case for global cooperation can be created that aligns the interests
of rich and poor countries and avoids the pitfalls of the 1970s. The return of cost-push inflation might
be helpful in this regard, especially when renewed shocks overlap and repeated rate hikes become
increasingly costly. One of the lessons of the 1970s is that breaking away from the neoclassical
separation between micro and macro dynamics is critical to make the win-win case. There has been
an uptick in calls for buffer stocks both as emergency reserves and for price stabilization in response
to the 2008-9 food crisis (Murphy, 2009; Timmer, 2010; von Braun ez a/, 2009). President Obama
commented on the global food crisis in 2008: I think that we’ve got to stockpile food reserves at a
global level more effectively than we have in the past’ (Crola, 2011). In 2009, at the I.’Aquila Summit,
G8 leaders agreed to assess ‘the feasibility, effectiveness and administrative modalities of a system of
stockholding. .. as a means to limit price volatility’. But ultimately the proposal for such a system was

dropped (ibid.).

The focus then was mainly on food security and the concerns of Global South countries. In this regard
the 2020-2023 crisis is different and more similar to the 1970s than 2008-9. The crisis has shown to
rich countries that price shocks to essentials like food and energy matter for inflation and
macroeconomic stability — a reality many poor countries never had the privilege to ignore. Since
commodity prices are globalized, global stabilization efforts would be most effective and less costly
compared to straight-out protectionism or the type of measures implemented during the European

energy crisis that reduced an international price shock with fiscal means.
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As a first step towards a new stabilization paradigm, a globally managed or at least globally coordinated
management of buffer stocks for staple foods could be inspired by the US grain proposal of the 1970s
(Gulick, 1975). Buffer stocks of key traded staple food commodities (rice, maize, wheat, vegetable
oils) could be established at strategically sensible geographic locations, managed by the FAO or a UN
body specifically created for this purpose, or by national governments who agree to release stocks
according to an agreement. Such a physical system could be backed up by virtual reserves (Von Braun
and Torero, 2009). Participating governments would commit promissory (“virtual”) financing to a
common fund thatis only drawn on in the event of a market intervention, thus incurring no immediate
budgetary expense (ibid.). If a price spike is imminent, the commercial arm of the buffer stock entity
would conduct successive short sales on the futures market to curb the role of excessive speculation

in amplifying price spikes.

Instead of structural adjustment programs dismantling price stabilizing institutions and constraints
imposed by the WTO, Global South countries should be supported by international financial
institutions and the global governance system in efforts to extend or revive buffer stock initiative as
launched for example in Kenya and Ecuador in recent years (Interviews 13, 25). Successful
management of buffer stock systems involves high levels of technical and commercial expertise that
require capacity building along with financial resources. The same applies to regional buffer stock
initiatives such as currently discussed in East Africa and already in operation in West Africa, ASEAN
and South Asia (ECOWAS, 2021; FAO, 2021b). These national and regional public food agencies
could see their mandates expanded to include the promotion of diversified, agroecological production
of culturally adapted, nutritious food. The implication is that international rules limiting agricultural
support must be re-thought for these purposes. Buffer stocks at all three levels of operation should

be coordinated by a UN agency to ensure synergies.

In an age of overlapping emergencies, it is crucial to make incomes and access to food more resilient,
equitable, and sustainable. An over-specialization on export crops is not advisable when yields are
unpredictable due to volatile weather conditions and prices fluctuate widely. Green Revolution policies
aiming to raise the productivity of food production by using high yielding hybrid seeds, chemical
pesticides, and mineral fertilizers carry the danger of increasing dependence on volatile input markets
(Joala ez al., 2023). Buffer stocks can help to ameliorate volatilities in agricultural input and product
prices but should be used to overcome existing dependencies in an ecologically sustainable way rather

than to perpetuate them.
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Public purchasing for buffer stock systems can be used to incentivize the planting of more climate
resilient and diverse crops and introduce the use of organic fertilizers that can be produced
domestically. As such, buffer stocks can help to enhance ecological sustainability and to ensure
continuous incomes and production on the part of domestic producers. This can help to protect the
most vulnerable group of small farmers in particular, whose livelihoods in contrast to large producers
are immediately under threat when faced with market volatilities. Buffer stocks when mobilized in this
way as a directional public procurement tool can contribute to diversify production and reduce import
dependence — two key concerns of food experts for Global South countries (Interviews 17, 18, 19).
Public procurement has long been a powerful instrument for industrial policy and could in this way
be adapted to agriculture. Two prominent examples of public buffer stock systems that double as a
form of agricultural industrial policy include the Indian public distribution system and the Companhia

Nacional de Abastecimento (CONAB) in Brazil.

Buffer stocks at multiple levels of governance present an alternative to the binary of free trade and
protectionism. They provide a middle ground between the position that expanding international trade
is the best way to ward off against instability and the position that expanding and diversifying local
food production is the best mechanism to achieve this goal. Buffer stocks for a few essential food
commodities could be held at the global level. This would stabilize trade in these commodities and
ward against the incentive for national governments to pursue their own price stabilization strategies
at the cost of others (von Braun ez a/, 2009). At the same time, international rules should be adjusted
to allow regional and national buffer stocks to be combined with public procurement programs and
other measures to support and protect a diversification of local food systems. Negotiations about the
creation of such a multi-layered buffer stock system should include provisions to curb the use of
national buffer stocks to promote agricultural exports to the detriment of other countries, for example

by implementing rules against dumping.

Conclusion

The neoliberal stabilization paradigm left economies around the world unprepared for the shocks to
essentials experienced in the overlapping emergencies of war, conflict, climate change, and pandemic.
By the same token, the overlapping emergencies of this moment render the classic case for global
buffer stocks relevant again. The neoliberal playbook relies on the assumption that market prices

provide efficient signals if there are no imperfections such as government interventions. Simply put,
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free prices lead to socially optimal outcomes. Changes in relative prices are to be treated in clean
separation from macro-outcomes and macroeconomic stabilization ought to rely on macro-policy

alone.

In contrast, the perspective of the classic case for buffer stocks holds that in commodity markets
uncertainty and procyclical herd behavior can lead to constant over- and undershooting in a cobweb
dynamic rendering markets inefficient even under conditions of perfect competition. For essential
commodities, this price volatility can lead to cost-push inflation and low growth in the interaction with
the different pricing dynamic in the industrial sector, where firms set prices. This implies that buffer
stock stabilization of commodities can help stabilize the macroeconomy while fostering development

in commodity-dependent countries.

All three elements that are at the core of the classic case for buffer stocks are present in the food price
crises: food staples are essential for human livelihoods and for systemwide economic outcomes; prices
are inherently volatile in times of shock and uncertainty and involve inefficient price signals; and large
price swings in food have major implications for macroeconomic stability and development. It is high
time to reconsider buffer stocks as a tool in stabilization policy and as a first step in a gradual transition
to post-neoliberalism. Of course, for a full-fledged post-neoliberal stabilization toolbox more than
buffer stocks for food staples are needed. There need to be institutions for emergency price
stabilization for all systemically important prices and they need to be tailored to the sectoral specifics.
Where commodities like critical minerals, oil and gas, or raw materials are concerned, buffer stocks, if
rightly designed, can be the right tool. But the buffer stock reasoning is more than a tool. It can open
a door out of the world of perfect competition as the benchmark for all policy thinking and towards
an institutionalist analysis of sectoral dynamics that is linked to macro-outcomes. As such, stabilization
is not macroeconomic policy in isolation but is connected to concerns such as climate change

mitigation and development.
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Annex A Figures

Figure 1: Cobweb Dynamics

a) Continuous oscillation around equilibrium
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c) Convergence to equilibrium

[

|

Q

d) Time series of cobweb dynamics
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Source: BEzekiel 1930, Figures 2-5

Figure 2: Long-run food prices
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a) Overall long-run food prices, 1961-2023
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Figure 3: Food Price Inflation, country-level
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a) Food Price Indeces, selected OECD countries, 2018-2023

Consumer Prices, Food Indices, 2018-2023 (2015 = 100)
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b) Food Price Indeces, selected non- OECD countries, 2018-2023
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Figure 4: Consumer Price Inflation, selected countries, Jan 2023 y-y inflation rate
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Consumer Price Inflation
January 2023, year-on-year inflation rate, percent
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Figure 5: Contribution of Food Inflation to Jan 2023 y-y CPI inflation, selected countries
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Figure 6: Change in Food CPI, intermediate foods and feeds PPI and field crop prices, 2003—
2022
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Figure 7: Prices along the Bread Supply Chain (Germany), 2019-2023
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Prices along the German Supply Chain 'Grain -> Bread'
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Annex B Interview partners
1. Government official (Germany)
2. Business expert for the baking sector, baker (Germany)
3. Manager at organic agricultural trading company (Germany)
4. Economist at regional chamber of agriculture (Germany)
5. Business expert for milling sector (Germany)
0. CEO of milling company (Germany)
7. Labor union official representing food sector workers (Germany)
8. Baker (Germany)
9. Expert for cereals and oil seeds for the farming sector (Germany)
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Business expert agricultural trading sector (Germany)

Business expert bakery sector (Germany)

Official at ports authority (Kenya)

Director at economics think-tank (Kenya)

Economist at trade economics research center (Uganda)

Assistant professor with focus on food and nutrition at university (India)
Senior researcher at NGO focused on international trade (India)
Professor global food security and sustainability at university (Canada)
Professor global food systems (USA)

Senior policy advocate and trade expert food systems at NGO (USA)
Trade policy consultant at NGO (Zimbabwe)

Official at national food corporation (Brazil)

CEO regional food bank (USA)

Business export for pork industry (China)

Agricultural economist (China)

Former government official (Ecuador)
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