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The Real Culprit behind the Anti-Biofuel Wave
By Carlos St. James*
Pity the nascent biofuels industry.  It has barely learned to walk, its parents so proud that it doesn’t soil itself or smell up the house; sages and oracles have foretold its destiny to solve so many problems across the land.  But it is suddenly forced to come of age and do battle with a twin-headed Crisis: value chain disruptions coupled with a backlash of public opinion via the well-worn “food vs. fuel” debate.  
Is this any way to treat a prodigal daughter?
The food vs. fuel argument against biofuels is a bit simplistic: the price of food staples such as corn and sugarcane (from which you can make ethanol) and soy (for biodiesel) has increased significantly recently -- just as the biofuels industry took off -- and so it is being blamed for all food price increases and world hunger to boot.

Admittedly, the situation is serious: food riots in Haiti, Asian countries limiting grain exports to avoid shortages, prison sentences for food hoarding in Africa.  Yet what we’re seeing is merely one aspect of a much greater, more complex tectonic shift that will continue to affect the world for the foreseeable future.

The price of rice, a staple for almost half the world’s population, has also increased dramatically in recent weeks to the point that some Asian governments such as the Philippines have placed limitations on rice exports to ensure enough supply for local consumption.  But if you look closely at the data you see that the problem – in the recent past -- is traceable to weather: the US, the world’s third largest exporter of rice, has planted only 2% of this year’s crop because of flooding.  Note that rice isn’t used to make biofuels.
Similarly, the price of wheat has also gone up recently.  But this is because the price of fertilizer has increased dramatically, and there has been a drought in Australia and Canada, two of the five biggest wheat producers, which has affected crops.  Wheat is not used to produce biofuels, either.

But sugar and corn and soy can be easily converted into energy and because their price has also increased, biofuels production has been under attack as the culprit, as was the case of a recent United Nations report that accused biofuels of committing “crimes against humanity”.  The UN should be ashamed of itself for playing to the audience so irresponsibly. (Part of the recent rise in corn and soy prices was the three week strike in Argentina that damaged the country’s reputation as a dependable grain supplier.)
Thus, if you take a look at the Food Commodities Index, you will see that food -- as investment -- has had an excellent run in recent years, irrespective if it is used to produce energy or not.  The same can be said of other commodities such as base metals, precious metals, and fuel.  Copper has gone from $1/lb in 2003 to over $4 this year; gold is enjoying a bull market since 2001 when it was below $300/oz.  It recently surpassed $1,000.  We all see the rise in gasoline prices whenever we stop to refuel.  Well, maybe not in Argentina, where it is heavily subsidized courtesy of the oil industry.
So what is happening is that the world is trying to make sense of a shift occurring before our eyes, but a shift so vast we cannot see it: a desire to hold tangible things, as opposed to intangibles such as debt instruments or currency.  This, perhaps, is a better explanation as to why commodity prices have been rising in recent years.  
The U.S., which represents a quarter of the world economy, has been staving off a much-needed cleansing recession for a few years now by printing increasing amounts of money to keep interest rates low.  But as any Argentine can tell you, that eventually leads to a devaluation of your currency and to inflation.  The savviest investors of the world have seen this coming for a number of years and have been shifting investment portfolios away from currencies such as the dollar and into commodities such as food or metals.  It is also why we are likely to begin hearing more in the near future about the need for currencies to be backed by something tangible and of “intrinsic value” such as these commodities, rather than what we currently have, money backed by more money.
As the institution that represents the biofuels industry in Argentina, our chamber doesn’t question that hunger outweighs the need for better transportation fuels, however clean and biodegradable they may be.  That is why we support the development of new raw materials: non-edible crops such as jatropha, which grows in marginal locations with a minimum of water requirements, and marine algae.  These represent the future of our industry and have enormous potential to satisfy consumer demand for cleaner burning fuels.  But uninformed finger-pointing will not lead us in the right direction.

Our prodigal daughter will slay this monster and the new ones that are sure to emerge and will go on to protect us from ourselves.  But treat her kindly.
*President, Argentine Renewable Energies Chamber
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