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FOOD PRICES ARE ON THE RISE. THERE'S THREE
REASONS WHY

Have you noticed that food prices have been rising rapidly, but other prices — electronics, for
example — have been constant or even declining?

Food prices have spiraled upward around the world and there have been food riots in some
countries. Recent research suggest there are three major villains .

The first is ethanol. The U.S. government subsidizes ethanol production at 51 cents per gallon and
has mandated huge increases in ethanol-based gasoline production. For the next few years, all of this
will come from corn. This drove up the price of corn to $5.43 per bushel as of April 25, an increase from
$3.44 per bushel a year ago.

Because corn is now so profitable, farmers have cut their planting of other grains. This has made those
commodities scarce, driving up their prices. The price of wheat per bushel rose from $4.88 to $6.50 recently.
These prices affect everyone worldwide — whether they are buying a loaf of bread in Virginia Beach or tortillas in
Mexico.

The current U.S. ethanol policy is bad news for consumers. A recent Purdue University study estimated that
it cost Americans $15 billion in higher prices in 2007, or $130 per household. Alas, we're just getting started.

The second and third major factors pushing up food prices are oil prices — it now costs more to move
everything — and, ironically, the controls some countries such as Argentina have placed on food prices. The
reality is that farmers won’t produce food if they can’'t make a profit, and production shortages soon push up
food prices.

Fortunately, these problems can be fixed — we must stop subsidizing ethanol, increase fuel taxes on gasoline
to encourage less use, and stop discouraging food production with price controls.

Related to this is a recent piece of research that focuses on the impact of international trade on lower income
groups in the United States and the prices charged by firms such as Wal-Mart that sell lots of inexpensive
imported goods , which are consumed most heavily by lower-income Americans. Fortunately for these
individuals, their prices have increased much less rapidly than the prices of services, which are consumed more
heavily by higher-income individuals.

This study constructed inflation rates for Americans and found that inflation rates for lower-income
Americans were 4 percent lower than for higher-income Americans between 1994 and 2005. During the same
years, income inequality between the top and bottom 10 percent of earners grew by approximately 6 percent.
This means that about two-thirds of the income inequality between the highest and lowest groups was wiped out
by the difference in the rates of inflation each faced.

But here’s the really interesting nub of this research: All by itself, China was responsible for onehalf of the
reduction in the rate of inflation enjoyed by lower-income Americans. Yes, this is the same China that is the
bugaboo of the anti-globalism advocates. But, there’s more. Since Wal-Mart easily is the largest American
recipient of those inexpensive Chinese goods — almost $30 billion per year — it is a significant link in this

2008/5/20 ™~ T 01:47



FOOD PRICES ARE ON THE RISE. THERE’S THREE REASONS WHY  http://epilot2.hamptonroads.com/Repository/ml.asp?Ref=VmlyZ2luaW...

20f2

beneficial effect.

The bottom line? Trade and major discount firms have been far better for lower-income Americans than most
of us understand. A 1 percent increase in the share of imports coming to us from China reduces U.S. prices by
0.8 percent.

Keep that in mind as you listen to presidential candidates attack China and Wal-Mart under the guise of “fair
trade.”

Got an opinion on a business issue?

We want to hear from you — but no more than 550 words, please. E-mail Bill Choyke at bill.choyke@pilot
online.com or call(757) 446-2359.
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