
Food price volatility and  
stabilisation policies
Christophe Gouel

FOODSECURE FINAL CONFERENCE
Brussels, October 12, 2016

Agricultural price stabilization policies have al-
most disappeared in developed countries under 
the combined pressure of their domestic cost and 
their international spillover, and have been re-
placed by direct and counter-cyclical payments. 
But in the rest of the world, food price stabiliza-
tion policies are widespread. Their presence was 
made clear during the 2007/8 food crisis with 
many exporting countries using export restrictions 
or export taxes to insulate their markets, with im-
porting countries decreasing their import tariffs, 
and with many countries selling public stocks at 
subsidized prices. These policies do not appear 
just during crises, they are commonly used by 
many countries. Latest evidence shows that over 
long periods most countries routinely adjust their 
trade policies for agricultural products counter-
cyclically to world price (Anderson and Nelgen, 
2012).

Interventions to alter food prices are 
second best solutions
Given their prevalence, it is important to under-
stand under which conditions these policies can 
make sense. A key question for this is whether 
food price dynamics well represent market scar-
city. This question is surveyed in Gouel (2014). If 
private agents (producers, storers) make rational 
decisions using sufficient and adequate informati-
on and without being overly constrained by mar-
ket imperfections, then the observed food price 
volatility is consistent with a well-functioning 
market. Except for the effect of destabilising po-
licy interventions (e.g., biofuel policies or export 
restrictions), the academic consensus is now that 
agricultural commodity markets work well and 

so policies altering the distribution of food prices 
should clearly not be the preferred interventions. 
The first-best policies would rather be interven-
tions to help people cope with the effect of price 
risk such as social safety nets, or developing insu-
rance and futures markets, not interventions to 
alter food prices. Nonetheless, if these first-best 
policies cannot be used, food price stabilisation 
policies can make sense as second-best policies. 
They do not target the underlying problem – the 
difficulty of agents to cope with risk – but if well 
designed they may increase welfare.

Simple rules of intervention will help in 
stabilising prices
The question of how to design second-best, but 
optimal, price stabilisation policies has been 
addressed in several FoodSecure articles. Gouel 
and Jean (2015) and Gouel et al. (2016) analyse 
this type of policies. They show that an optimal 
trade policy is counter-cyclical to world price 
movements, and an optimal storage policy in-
creases stock levels beyond competitive levels, 
which crowds out private storage. These optimal 
policies are actually very complex and non-linear 
rendering their implementation difficult. So it is 
important to consider more realistic alternatives. 
Gouel et al. (2016) show that most of the gains 
of the complex optimal policies can be achieved 
with simple rules of intervention. For example, 
instead of relying on public storage, stock levels 
can be increased by subsidising private storers at 
a constant level. This would help build a private 
marketing system instead of hindering its deve-
lopment as would be the case with a public sto-
rage policy.
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Trade policies have profound effects on 
food prices
Even if theoretically-designed stabilisation poli-
cies could improve welfare, this may not be the 
case for the real-world policies. Surveying past 
policies, Gouel (2014) has a mixed conclusion. In 
the past, storage policies have been mostly in-
effective. Grains have been stored for too long, 
occasionally in inadequate conditions. Public sto-
rage incurred very high costs. 
And since these policies were often captured by 
farm lobbies, they were manipulated to increa-
se prices instead of stabilizing them. When food 
markets have been stabilized, it is mainly thanks 
to the trade policy adjustments. But the perfor-
mance of trade policies has been heterogeneous 
between countries. Pieters and Swinnen (2016) 
show that some countries (e.g., China and India) 
succeeded in efficiently stabilizing their domestic 
price in the short run while accommodating long-
run world price changes, but in many countries 
and especially in Africa the interventions were 
much more distortive.
Trade policy may have been effective in some 
countries at stabilising domestic prices, but when 
they were so it was to the detriment of other 
countries. Countries react to world price volatility 
with counter-cyclical trade policies, which result 
in even higher world price volatility. This is a real 
challenge for the world trade system as there are 
few disciplines on export taxes and countries are 
free to regularly adjust their import tariffs below 
their bound rates. Further disciplines on export 
taxes are unlikely (Gouel 2016). Price spikes crea-
te very strong incentives for exporting countries 
to use export taxes and they are unwilling to lose 
this policy flexibility. In addition, even if discipli-
nes were agreed upon, the WTO Dispute Settle-
ment System is not made to handle such short-
lived policies

Policy implications and take-home 
messages
Message 1: Food prices stabilisation policies can 
make sense in certain contexts where other more 
targeted interventions are difficult to implement. 
Even if the research on their design has improved, 
the real challenge is that their actual implementa-
tion is often fraught with problems such as their 
possible capture by lobbies and their hindering 
the development of a private marketing system.
Message 2: Reducing the use of food price sta-
bilisation policies requires international coordi-
nation, which is extremely difficult in the current 
multilateral system. Given that stakes are lower 
for them, developed countries should be exemp-
lary. Contrary to 1973/4, they have refrained from 
using export taxes in 2007/8, but their biofuel po-
licies contributed to the price spike and so to the 
policy reaction of other countries.
Message 3: Domestically, stabilisation policies 
can only be credibly reduced if they are replaced 
by policies that are equally effective in protecting 
poor people. So there is a need for social safety 
nets that can act as an insurance: with the ability 
to adjust their targeting and their benefits in the 
timeframe of a food crisis.
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