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hree years after the 2007-08 food crisis, the prices of

basic food items are again rising rapidly, fueling new

concerns about the food security of poor people.! The
international prices of maize and wheat have almost doubled
between June 2010 and mid-March 2011, and the global prices
of dairy products have also risen (Figure 1). High food inflation
is affecting many developing countries, including those home to
large numbers of poor people. For example, food inflation rose to
10 percent in China and 18 percent in India between December

2009 and December 2010, mostly driven by higher prices of meat,

fish, eggs, dairy, vegetables, and fruits.2

A New Food Crisis on the Horizon?

Elements of the 2007-08 global food crisis can be seen in the
current global food price situation.3 In particular, expand-

ing biofuel production, rising oil prices, US dollar deprecia-
tion, export restrictions, and panic purchases are again pushing
food prices higher, although not yet to the same extent as three

Figure 1—Global food prices, March 2005-11
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years ago.* Assigning each cause a specific magnitude is dif-
ficult, partly because the effects differ by food products and
markets; yet, studies suggest that the diversion of crops from
food or feed to biofuel production applies a significant amount
of demand-induced pressure.® In the case of maize, for example,
many experts claim ethanol demand in the United States is a
major factor in driving down maize stocks and driving up maize
prices. Higher maize prices also have domino effects on livestock
prices—even though maize ethanol produces byproducts that can
be used as feed—as well as oilseed prices, given the competi-
tion for land between maize and oilseed production in the United
States.6 Research suggests biofuel mandates and support policies,
particularly in the United States and European Union, contribute
to increased demand and prices.” If the current biofuel policies
remain in place and oil prices stay high, prices of agricultural
commodities used for biofuels could remain substantially higher in
the coming decades.8 The recent weakening of the US dollar has
also put pressure on a range of commodity prices, since crude oil
and most of the major grains are traded in US dollars.? Weather
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events—including the 2010 Russian wildfires and the Austra-

lian drought prior to the 2007-08 crisis—have also driven the
recent food price spikes, both in 2007-08 and now. These events
resulted in production shortfalls in major producing countries,
while also inducing trade diversion and panic purchases in other
markets.'0 Climate change will likely increase the frequency of
extreme weather events and put upward pressure on food prices.

Although many parallels exist, certain aspects of today's
world food situation differ from the situation in 2007-08. Over-
all grain production and stock levels, particularly in developing
countries, are higher compared with the levels of three years
ago.11 The international price of rice, the main staple in Asia,
has not increased as much as it did three years ago—although
considerable price increases have affected some domestic mar-
kets, including South Asia. In contrast to these more positive
signs, the economies of China and India are now overheated and
experiencing high overall inflation caused by factors such as
excess liquidity, whereas three years ago domestic food markets
in these countries were much calmer. Rising oil prices in recent
months, the expansion of biofuel production, particularly maize
ethanol, and other factors mentioned above suggest the signifi-
cant risk of even higher global food prices.

Global food prices can have substantial impacts on domes-
tic prices in many parts of the world. In Sub-Saharan Africa, for
example, groundwork research suggests that average increases
in staple food prices between June 2007 and June 2008
exceeded 60 percent—amounting to about three-quarters of the
proportional increase in corresponding food commodities’ global
prices.'? Parts of Asia and Latin America have experienced simi-
lar effects. For example, a study showed positive transmission
effects from global prices to domestic prices for rice in Vietnam,

wheat in Bangladesh, and bread in Ecuador, Nicaragua, and the
Dominican Republic.'® The degree of transmission, however, var-
ies by country and commodity, depending on the traded vol-
umes of food commodities; trade policies, such as import tariffs,
export restrictions, and price subsidies imposed by national
governments; and partial protection of domestic markets from
international price increases due to currency appreciation.

The Hardest Hit

Sharp increases in the prices of staple foods such as cereals, as
well as excessive price volatility, are particularly harmful for the
world's poorest consumers, who spend a large proportion—about
50 to 70 percent—of their income on food and have limited capac-
ity to adjust quickly to rapid price increases.'* Poor agricultural
producers can benefit from higher food prices through higher
incomes only if they are net sellers of food and if input costs do
not rise in parallel. In recent years, however, input costs, such as
fertilizer and transport costs, have also been high and volatile.
Increasing costs, as well as the uncertainty that comes with exces-
sive price volatility in both input and output markets, can reduce
farmers' profit margins, distort long-term planning, and dampen
the incentives to invest more in productivity enhancement.
Evidence based on household simulation analyses shows that
when food prices change quickly, poverty increases in the vast
majority of cases.'® Self-reported food insecurity data show that
most countries in Africa felt sharp increases in food insecurity
in 2007-08 and 2008-09, compared with the pre-crisis period
of 2006-07 (Figure 2).'8 In Asia, self-reported food insecurity
declined sharply in 2007-08, especially in China and India and
more modestly in Indonesia, before rising again in 2009." This

Figure 2—Trends in self-reported food insecurity in Sub-Saharan Africa
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is consistent with modest food inflation in all three countries
during rapid economic growth. Trends in other regions are more
mixed, with Latin American and Central Asian countries generally
reporting only modest increases in food insecurity, if anything.'8
The variations in self-reported food insecurity could also
be due to the degree of transmission from international prices
to domestic prices. The food security of many poor people and
vulnerable groups, particularly women and children, is again at
risk due to the steep international food price increases in recent
months. Although the impacts of the current food price spikes
are not yet known, the impacts in 2010-11 will likely differ
from those observed in 2007-08. Some of the price increases
observed in developing countries this time around are for high-
value food products, such as vegetables, fruits, and meat, of
which the poor generally consume little. Moreover, although
international maize prices have increased rapidly in recent
months to levels equivalent to those observed in the 2008 cri-
sis, evidence from 2008 suggests that the transmission of inter-
national maize prices to domestic maize prices in Africa was
relatively low in 2007-08.19 So far, at least, the same appears
true in 2010-11 as there are few signs of increasing maize price
increases in Africa. However, 2010-11 differs significantly from
the earlier crisis because food prices are rising rapidly in coun-
tries with large numbers of poor people—such as India, China,
and Indonesia—which was not the case in 2007-08.

Urgent Actions Needed

The recent trends in food prices—higher levels and higher volatil-
ity—confirm trends predicted by a number of experts.2? Given the
complex web of factors influencing global food security, govern-
ments of developed and developing countries, as well as inter-
national organizations, must use a comprehensive approach to
prevent a food crisis reoccurrence. This comprehensive approach
should comprise a number of initiatives and reforms; while some of
these have been proposed before, their merits are even more rel-
evant today and justify reprioritization of and reallocation within
national and international budgets. There are seven main initiatives
that governments and institutions should promptly implement.

| 1 EFFECTIVE POLICIES AND TECHNOLOGY INVESTMENTS
TO MINIMIZE FOOD-FUEL COMPETITION. Public poli-
cies, particularly in the United States and the European Union,
should aim to curtail and reform existing biofuel policies and
subsidies to maximize environmental benefits while minimiz-
ing biofuel demand's possible contribution to the volatility of
international and domestic food markets.2! One measure would
be to include provisions to reward lower carbon intensities in
biofuel production, such as using inputs more energy-efficient
than grain feedstock.2? Reduction of the nonfood demand for
grains can also relieve some of the pressure on food markets.23
Additionally, recent preliminary research suggests that trade
liberalization under the current US and EU biofuel mandates
can offer important benefits such as greater reduction in global

greenhouse gas emissions, lower global fuel prices, and smaller
global price increases for agricultural products.2* In the long run,
the benefits and threats of crop-based biofuel production for
food security and environmental sustainability need to be care-
fully evaluated in terms of their real contribution to lowering
greenhouse gas emissions and transport fuels' carbon intensity.

| SOCIAL PROTECTION, ESPECIALLY SOCIAL SAFETY

NETS, for the most vulnerable groups, including women
and young children, in developing countries. Despite strong
advocacy for creating social safety nets to protect the most
vulnerable—who tend to be most affected by sharp food price
increases—many countries failed to put them in place during the
2007-08 food crisis and its aftermath. A recent study indicates
that the importance of using cash transfer programs to protect
the diet diversity and micronutrient nutrition of poor households
increases during food price crises.?> The prospect of continued
food price volatility suggests that the establishment of safety
nets should be accelerated. Social protection programs are also
desirable because they protect the poor from the impacts of
other types of negative shocks. National governments should
immediately expand safety net programs already in place. The
effectiveness of these programs will depend on the availability of
fiscal resources and administrative capacities, as well as proper
targeting, design, and implementation.2® Although safety net
programs compete for limited government resources, when prop-
erly targeted, they typically account for less than 1 percent of
gross national product.2’ In countries lacking established safety
net programs, governments should begin program development
immediately, focusing on the geographic areas with extreme
hunger, and should draw on best practices from other coun-
tries.28 Safety nets should be effectively combined with gender-
sensitive interventions that increase the productive capacity and
improve the health and nutrition of vulnerable households and
individuals. Indeed, combined social protection and agricultural
support interventions can lead to greater impacts on food secu-
rity than either intervention alone.??

| 3 TRANSPARENT, FAIR, AND OPEN GLOBAL TRADE to
enhance the efficiency of global agricultural markets.
National governments should eliminate existing export restric-
tions, such as export bans, and refrain from imposing new ones.
Although export bans may help to secure domestic food supply,
they lead to tighter markets for other exporting countries and
induce panic purchases by food-importing countries, both of
which lead to further price increases and volatility.3? In addition,
eliminating export bans could benefit domestic food markets,
since export bans tend to inhibit domestic production response,
which could potentially exacerbate domestic supply problems.
Governments should also eliminate harmful import tariffs and
nontariff trade barriers. Recent studies argue that a quick and
favorable completion of the World Trade Organization (WTO)
Doha Round would reduce maximum tariff levels and thereby



also reduce the risk of governments implementing policies that
would further destabilize world food markets.'

4 A GLOBAL EMERGENCY PHYSICAL GRAIN RESERVE to
address the effects of the food price crises for the most
vulnerable. Such a reserve should be owned and managed by an
institution such as the World Food Programme, which already
has a global food management system in place, including strong
logistical capabilities. The reserve should be created through
donations of grain stocks from large food exporters, such as the
United States, Canada, and France, and large food producers
such as China and India. For easy and fast access, the managing
institution should strategically position the emergency reserve
in both large, food-producing countries and, more importantly,
in food-importing poor countries, such as Bangladesh and the
countries in the Horn of Africa. Although a properly managed
system of grain reserves can play an important role in calming
food markets,implementing such a system presents many chal-
lenges.32 The operating costs need to be low, and moral hazard
problems that may prevent effective functioning of the system
need to be overcome. These challenges suggest that such a grain
reserve system should be started on an experimental scale with
relatively small reserves. To some extent this process is already
underway—the Association of Southeast Asian Nations plus China,
Japan, and South Korea (ASEAN+3) emergency rice reserve, cur-
rently under discussion, is an example. However, efforts in this
regard are uneven across regions, and a coherent roadmap for a
more comprehensive global grain reserve system does not exist.33

| 5 POLICIES AND INVESTMENTS TO PROMOTE
AGRICULTURAL GROWTH, IN PARTICULAR
SMALLHOLDER PRODUCTIVITY, IN THE FACE OF CLIMATE
CHANGE. The occurrence of the global food crisis has renewed
attention to agriculture and spurred increased investment in
the sector. Public policy should ensure that small farmers have
opportunities to increase their productivity and income.34 Invest-
ments by national governments, as well as global and regional
institutions, should focus on improved smallholder access to
inputs such as seeds and fertilizer—through lower transport and
marketing costs, improved market infrastructure, and greater
competition, as well as financial and extension services and
weather-based crop insurance. Governments and institutions
should strongly promote new agricultural technologies suitable
for smallholders through increased investment in crop breed-
ing and livestock research. Rural infrastructure should also be
strengthened to increase access to markets. Past successes show
that such investments can achieve rapid increases in smallholder
productivity. During the Green Revolution in Asia, small farms
benefited from the provision of farm-size-neutral technologies,
equitable land distribution and secure property rights, modern
and affordable inputs and credit for small farms, and policies
that guaranteed stable and fair prices for small farmers.3> More
recent successes in Sub-Saharan Africa also demonstrate the
potential to increase the productivity of small farmers.36

| 6 INVESTMENTS BY NATIONAL GOVERNMENTS IN
CLIMATE CHANGE ADAPTATION AND MITIGATION
USING THE FULL POTENTIAL THAT AGRICULTURE OFFERS,
since climate change has significant implications for agricultural
productivity and human welfare. Adaptation includes investments
in improved land management, adjustment of planting dates, and
introduction of new crop varieties; mitigation includes improving
energy efficiency and crop yields and increasing carbon storage
through new land management techniques. Recent research
shows that additional agricultural productivity investments of
at least US$7 billion per year would be needed to raise calorie
consumption enough to offset the adverse affects of climate
change on the health and well-being of children.3” Most of these
investments also make good economic sense even in the absence
of climate change. However, agricultural adaptation investments
remain limited, likely because climate change issues are perceived
as long term, while political horizons are short term. This area
requires a great deal of political will and commitment, particularly
from national governments. Climate change adaptation through
agriculture must be brought to the forefront of the international
climate negotiation process in order to catalyze action.

| 7 AN INTERNATIONAL WORKING GROUP TO REGULARLY
MONITOR THE WORLD FOOD SITUATION and trigger
action to prevent excessive price volatility. While several working
groups already exist—along with a remarkable consensus on the
need to respond to global food crises and how to do it—a lack of
cohesion in efforts to understand and properly respond to food
price volatility persists. This proposed working group should be
made up of key institutions, such as the Food and Agriculture
Organization of the United Nations, the International Food
Policy Research Institute, the International Fund for Agricultural
Development, the Organisation for Economic Co-operation
and Development, the United Nations Conference on Trade and
Development, the World Bank, the World Food Programme, and
the World Trade Organization. The working group, in close collab-
oration with other major stakeholders, should pay close attention
to food production, consumption (including for biofuels), trade,
stocks, prices, and policies, as well as energy prices, input prices,
and financial market speculation. The group could also provide
guidance on the optimal level of grain reserves to be held for
food security emergencies, when and how to release them, and
at what prices. These responsibilities should be carried out by the
working group in a coordinated, transparent, and timely fashion.

To prevent a repeat of the 2007-08 food price crisis, pro-
active steps must be taken by governments of developed and
developing countries, as well as interested institutions and
organizations. Timely research has presented important les-
sons gleaned from the last crisis—lessons that should be used to
inform current actions. The research-based initiatives described
in this brief should be a guide for a coordinated effort to stabi-
lize food markets and thereby continue the reduction of hunger
and malnutrition worldwide.
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