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Á""# ɉΨΦΦέɊȡ Ȱ)Ô ÉÓ ÏÎÅ ÏÆ ÔÈÅ ÍÏÓÔ ÈÏÔÌÙ ÄÅÂÁÔÅÄ 
ÅÎÖÉÒÏÎÍÅÎÔÁÌ ÔÏÐÉÃÓ ȣ ×ÈÅÔÈÅÒ ÔÈÅ ÄÒÉÖÅ ÔÏ 
produce alternative so-called green fuels will 
ÔÁËÅ ÆÏÏÄ ÆÒÏÍ ÔÈÅ ÍÏÕÔÈÓ ÏÆ ÔÈÅ ÈÕÎÇÒÙȢȱ

ÁThe question: Can we anticipate how food prices 
will react to further increasing biofuels
production?

ÁHow does this depend on the feedstock used for 
the biofueland on where that feedstock is 
grown?



ÁNo consensus has been reached on the 
magnitude of the effect of corn ethanol 
policies.

ÁLittle research has been done on the price 
effects of non-food crops (ie miscanthusor 
switchgrass) for biofuelsproduction.



ÁBiofuelsare grown on land that had been:

1. Planted with corn, soybeans, or other food crops

2. Non-crop farmland (includes pasture, idle land, 
etc)



ÁScenario 1:
Á$0.05 increase in corn price for every 1 million 

corn acre shock
ÁFrom 2006 to 2007, acreage of corn going to ethanol 

increased by 6 million

ÁPrice increased $0.80

ÁThen around 40% of the price increase is explained by 
2007 ethanol production, in our model

ÁSmall price decrease predicted by scenario 2 
(non-crop farmland)



ÁUS production of corn and soybeans
ÁYearly observations from 1956 to 2007
ÁFarmland, cropland, farmgatecrop prices, 

futures crop prices
ÁInput prices, foreign production, and loan 

prices
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ÁThe dynamic nature of agricultural production 
makes this question ideally suited for a vector 
auto-regression framework.

ÁStructural VAR: leveraging the timing of the 
process so that contemporaneous shocks are 
orthogonalized

ÁOur system is a generalization of traditional 
agricultural production frameworks (for 
instance, Nerlovianacreage response models)



Á7Å ÈÁÖÅÎȭÔ ÓÔÁÒÔÅÄ ÍÁÓÓ ÐÒÏÄÕÃÔÉÏÎ ÏÆ 
ethanol from switchgrassȣ

Á3Ï Á ÓÔÒÕÃÔÕÒÁÌ ÍÏÄÅÌ ÉÓÎȭÔ ÐÏÓÓÉÂÌÅȢ 7Å ÁÒÅ 
left with teasing out what has happened 
following past acreage shocks.







ÁCurse of dimensionality ɀbetter to have 
fewer variables, as long as identification is 
achieved

1. Food acreage: futures prices, corn acreage, 
total farmland, farmgateprices

2. Non-crop farmland: futures prices, corn 
acreage, non-crop farmland, farmgateprices



ÁCoefficients themselves are difficult to 
interpret.
ÁBut we can look at:

ÁGranger Causality Tests

ÁForecast Error Variance Decompositions

ÁImpulse Response Functions

ÁThese all tell us what happens initially as well 
as how the system behaves in the long run.
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