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Abstract

!e Policy Research Working Paper Series disseminates the "ndings of work in progress to encourage the exchange of ideas about development 
issues. An objective of the series is to get the "ndings out quickly, even if the presentations are less than fully polished. !e papers carry the 
names of the authors and should be cited accordingly. !e "ndings, interpretations, and conclusions expressed in this paper are entirely those 
of the authors. !ey do not necessarily represent the views of the International Bank for Reconstruction and Development/World Bank and 
its a#liated organizations, or those of the Executive Directors of the World Bank or the governments they represent.

Policy Research Working Paper 6448

In a world with volatile food prices, countries have an 
incentive to shelter their populations from induced 
real income shocks. When some agents are net food 
producers while others are net consumers, there is scope 
for insurance between the two groups. A domestic social 
protection scheme would therefore transfer resources 
away from the former group to the latter in times of 
high food prices, and do the reverse otherwise. /is 
paper shows that in the presence of consumer preference 

/is paper is a product of the Poverty and Inequality Team, Development Research Group. It is part of a larger e0ort by 
the World Bank to provide open access to its research and make a contribution to development policy discussions around 
the world. Policy Research Working Papers are also posted on the Web at http://econ.worldbank.org. /e authors may be 
contacted at p1ewitt@worldbank.org.  

heterogeneity, implementing the optimal social 
protection policy can potentially induce higher food price 
volatility. Such policy indeed generates a counter-cyclical 
demand shock that ampli2es the e0ects of the underlying 
food shortage. /e results call for a reassessment of food 
stabilization policies. In particular, the authors urge 
caution against the systematic condemnation of trade 
insulation practices.
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Ẋ

l

Ẋ

l = X̄

l � ⌘̂

⌘̇

�̂.

Ẋ
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