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The new situation: Surge in pricesThe new situation: Surge in prices
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In 2007 the international food price index rose 
by nearly 40 percent, compared with 9 percent 
the year before, and in the first three months of 
2008 prices increased further, by about 50 
percent.  

IFPRI’s scenario analysis suggests that 
structural forces will keep food prices high 
compared to the past decade for years to come, 
but the rise may not necessarily continue to be 
as steep as it has been recently.
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US$ and EURO prices and US$ and EURO prices and …… so what? so what? 

January 2000January 2000-- January 2008 changeJanuary 2008 change
Wheat US$/ton nominal Wheat US$/ton nominal +240 %+240 %
Wheat US$/ton Wheat US$/ton ““realreal”” +172 %+172 %
Wheat EURO/tonWheat EURO/ton +134 %+134 %

What matters for the poor is purchasing What matters for the poor is purchasing 
power!power!
For instance approximated by the change in the  For instance approximated by the change in the  
ratio of: ratio of: poor peoplespoor peoples’’ food prices / unskilled wagesfood prices / unskilled wages

 

 
When adjusted for inflation and the dollar’s decline 
(by reporting in euros, for example), food price 
increases are smaller but still dramatic, with often 
serious consequences for the purchasing power of 
the poor. 
 

 
 

The domestic food price increase in low income African countries is much higher than in India and 
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T
consumer price index in China for products i
general show less increases than food prices in
both countries. 
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International prices reach International prices reach 
into East African countriesinto East African countries
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Global prices are getting closer to domestic prices  
of poorer nations, who are often not in a position to 
shield themselves (i.e., their consumers) from  
global price shocks like some BRICs do.  
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Less of price transmission Less of price transmission 
in India and Chinain India and China

China (note that the scales in the above graphs are different by countries). 
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DemandDemand
Income growthIncome growth
Poverty and inequalityPoverty and inequality
Consumer behaviorConsumer behavior
BioenergyBioenergy
Biomass (COBiomass (CO22))

Trade and MarketsTrade and Markets
Information & StandardsInformation & Standards
SupermarketsSupermarkets

ProductionProduction
Land Land 
Water Water 
Inputs & Transport costs Inputs & Transport costs 
WorkforceWorkforce
Climate change Climate change 
Farm size structureFarm size structure
TechnologyTechnology

The food equation: ChangesThe food equation: Changes

 
 

 
A combination of new, fast-moving and ongoing, 
as well as slow-onset forces are driving the world 
food situation and, in turn, the prices of food 
commodities upward. Three forces are central:  
1. high food demand (due to high income 

growth),  
2. high energy price, and  
3. misguided policies, including ambitious 

biofuels policies and neglect of agricultural 
investment for productivity growth.  
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Shift towards highShift towards high--value commoditiesvalue commodities

India China Brazil Nigeria
Cereals 1.0 0.8 1.2 1.0
Meat 1.2 2.4 1.7 1.0
Milk 1.2 3.0 1.2 1.3
Fish 1.2 2.3 0.9 0.8
Fruits 1.3 3.5 0.8 1.1
Vegetables 1.3 2.9 1.3 1.3

Source: Data from FAO 2007.Source: Data from FAO 2007.

2005/1990 ratios of per capita consumption2005/1990 ratios of per capita consumption

Future grain consumption is driven byFuture grain consumption is driven by
income growth, population growth, and feedincome growth, population growth, and feed

for meat and dairy productionfor meat and dairy production
 

 

 
A dominant force is rapid economic growth in 
many developing countries that has pushed up 
middle-class consumers’ purchasing power, 
generated rising demand for food, and shifted food 
demand away from traditional staples and toward 
higher-value foods like meat and milk. This dietary 
shift is leading to increased demand for grains 
used to feed livestock.  
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Food 
retailers

top 10: $1,091 
bln

• Wal-Mart
• Carrefour 
• Metro G 
• Tesco
• Seven & I

C
 o n s u m

 e r s     $4,000 bln

Global Global agriagri--food business chainfood business chain
(The whole chain must respond to price changes)(The whole chain must respond to price changes)

Food 
processors 
and traders

top 10: $409 bln

• Nestle
• Cargill  
• ADM
• Unilever
• Kraft Foods

Agricultural 
input 

industry

top 10: $40 bln

• Syngenta
• Monsanto
• Bayer C
• BASF AG 
• Dow Agro

Farms

 

 
The farm sector today needs to be viewed in the 
context of the overall value chain. Supply 
response is to be facilitated in the context of that 
whole chain, not just on the farm. The broader 
private sector is to be part of a solution of the price 
problem. 
 Agricultural 

value added: 
$1,592 bln

No. of farms: 
ca. 450 mln

Size distr.
>100 ha: 0.5%
< 2 ha: 85%

Source: von Braun 2008. Source: von Braun 2008. 
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BiofuelsBiofuels: fundamental change in world : fundamental change in world 
food price determination food price determination 

Energy prices always affected agricultural Energy prices always affected agricultural 
prices through prices through inputsinputs, i.e. price of fertilizer, , i.e. price of fertilizer, 
pesticides, irrigation, transport pesticides, irrigation, transport 

Now, energy prices also affect agricultural Now, energy prices also affect agricultural 
outputoutput prices strongly via prices strongly via biofuelbiofuel--land land 
competitioncompetition

Elastic energy demand creates Elastic energy demand creates price bandsprice bands for for 
agricultural commoditiesagricultural commodities

Source: Source: SchmidhuberSchmidhuber 2007.2007.  

 
Energy and agricultural prices have become 
increasingly intertwined. High energy prices have 
made agricultural production more expensive by 
raising the cost of cultivation, inputs —especially 
fertilizers and irrigation — and transportation of 
inputs and outputs.  In poor countries, this hinders 
production response to high output prices.  The 
main new link between energy and agricultural 
prices, however, is the competition of grain and 
oilseed land for feed and food, versus their use for 
bio energy.  
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World cereal production: Not growing enoughWorld cereal production: Not growing enough
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Productivity growth is declining Productivity growth is declining 

 
 

The neglect of agriculture in public investment, 
research, and service policies over the past  
decade has undermined its key role for eco- 
nomic growth.  

As a result, agriculture productivity growth has 
declined and is too low to meet the present 
challenges. This is only slowly being corrected at 
the country level and in development assistance. 
China and India, however, increased their 
agricultural budgets by 20 to 30 percent this year. 

More volatile weather patterns related to climate change are expected to increase over the coming 
decades and negatively impact agricultural production. This is happening at a time when strong 
population growth in many parts of the world continues to contribute to the difficulty of supply keeping 
up with demand. 
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Stocks are down, and governments increasingly react with trade distortions in the already nervous 
markets, such as with export bans.  
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Cereals: The world eats more than it producesCereals: The world eats more than it produces
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Bans on exports Bans on exports 
-- leading to volatile marketsleading to volatile markets

In the recent past, export bans for selected In the recent past, export bans for selected 
products were imposed for example by:products were imposed for example by:

-- Kazakhstan  Kazakhstan  
-- PakistanPakistan
-- RussiaRussia
-- VietnamVietnam
-- ZambiaZambia
etc. etc. 

-- ArgentinaArgentina
-- CambodiaCambodia
-- ChinaChina
-- EgyptEgypt
-- EthiopiaEthiopia
-- IndiaIndia

 
 

 
Higher food prices have radically different effects across countries and population groups. At the 
country level, net food exporters can in principle benefit from improved terms of trade, although some of 
them are missing out on this opportunity by banning exports to protect consumers. Net food importers, 
however, will struggle to meet domestic food demand. Given that almost all countries in Africa are net 
importers of cereals, they are hit by rising prices.  
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Summing up: causes of imbalances and Summing up: causes of imbalances and 
volatility in the world food equationvolatility in the world food equation

1.1. Income growth and demandIncome growth and demand
2.2. BiofuelsBiofuels (energy price)(energy price)
3.3. Underinvestment in agricultural Underinvestment in agricultural 

productivity and technologyproductivity and technology
4.4. Trade policy and low stocksTrade policy and low stocks
5.5. Production shocksProduction shocks (emerging climate change)(emerging climate change)
6.6. High input and transport costs (energy price)High input and transport costs (energy price)
7.7. Population growthPopulation growth

 
 

 
Summing up the causes (size of print suggests 
size of cause) …see slide.  
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Increased tradeoffs in food, energy, and Increased tradeoffs in food, energy, and 
political security riskspolitical security risks

•• Mass protests against rising prices in more Mass protests against rising prices in more 
than 30 countriesthan 30 countries

•• The poorest suffer silently, the middle class The poorest suffer silently, the middle class 
protests and lobbiesprotests and lobbies

Food security Food security 
risksrisks

Political security Political security 
risksrisks

Energy Energy 
security riskssecurity risks

 

 
The food price problem has become a security / 
political stability issue in many countries. Of note 
is that when energy security is addressed by 
domestic biofuels production, it creates a tradeoff 
with food security and political security. That link 
has been underestimated. 
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Impacts of high prices on the poorestImpacts of high prices on the poorest

The consequences of increased prices for the The consequences of increased prices for the 
poorest and hungry are driven by some poorest and hungry are driven by some initial initial 
conditionsconditions and by and by adjustmentsadjustments in labor, in labor, 
finance, and goods marketsfinance, and goods markets……

•• Level of inequality below the poverty line (up)Level of inequality below the poverty line (up)
•• Level of diet (low) and nutritional deficiencies (high)Level of diet (low) and nutritional deficiencies (high)
•• Wage rate adjustments among unskilled labor to Wage rate adjustments among unskilled labor to 

changing prices (slow)changing prices (slow)
•• Capability to respond to market opportunities (small)Capability to respond to market opportunities (small)

 

 
At the household level, surging and volatile food 
prices affect those who can afford them the least 
— the poor and food insecure. The few poor 
households that are net sellers of food will benefit 
from higher prices, but households that are net 
buyers of food — which represent the large 
majority of the world’s poor — will be harmed. 
Adjustments in wages, employment, and in capital 
flows to the rural economy, which can create new 
income opportunities, will take time to reach the 
poor, but opportunities do exist to transform the 
challenge into gains for the poor. 
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Progress in hunger reduction was low in the past 15 years and almost stagnant in the past 8 years (see 
on the left IFPRI Global Hunger index). There is highly variant progress by countries relative to their 
expected progress given their income position (see on right). The price shock poses nutritional threats 
in countries that have limited programs in place with which to respond.    
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16.816.917.820.520.926.0Global Hunger Index

7.98.08.99.69.913.0
Under-five mortality rate 
(%)

26.026.327.132.032.836.6
Underweight in children 
(%)

16.516.317.419.919.928.3
Proportion of 
undernourished (%)

200420031997199219901981

Global Hunger Index and its components Global Hunger Index and its components 
(for identical countries), 1981 (for identical countries), 1981 -- 20042004
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Performance in hunger index and incomePerformance in hunger index and income

Trends in the GHI and GNI per capita (1981, 1992, 1997, 2003)Trends in the GHI and GNI per capita (1981, 1992, 1997, 2003)
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For the monitoring of the MDGs it is necessary to look below the poverty line. The poorest, living on 
less than 50 cents a day, are left behind, and are mostly in Africa. Higher food prices lead poor people 
to limit their food consumption and shift to even less-balanced micronutrient deficient diets, with harmful 
effects on health in the short and long run.  
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Beneath the $1 a day poverty line (2004)Beneath the $1 a day poverty line (2004)

PoorPoor
($.75 cents ($.75 cents –– $1)$1)
485 million people485 million people

Medial poorMedial poor
($.50 cents ($.50 cents –– $.75 cents)$.75 cents)
323 million people323 million people

Ultra poorUltra poor
(less than $.50 cents)(less than $.50 cents)
162 million people162 million people

Source: Ahmed, et al. 2007.Source: Ahmed, et al. 2007.  
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Ultra poor mostly in Africa (2004)Ultra poor mostly in Africa (2004)

$0.75 and <$1:$0.75 and <$1:
485 485 mlnmln

<$0.50:<$0.50:
162 162 mlnmln

$0.50 and <$0.75:$0.50 and <$0.75:
323 323 mlnmln

SA
16 2 .9  mln

SSA
 9 0 .2  mln

EAP
 5 1 mln

LAC
16 .6  mln

MENA
0 .9  mln

ECA 1.1 mln
MENA

0.2 mln
ECA 0.4 mlnLAC

11.5 mln
EAP

8.8 mln

SA
19.7 mln 

SSA
121 mln

LAC
19 mln

ECA
3 mln MENA

3.3 mln

EAP
109.3 
mln

SSA
87.0 
mln

SA
263.6 
mln

Source: Ahmed et al. IFPRI, 2007.Source: Ahmed et al. IFPRI, 2007.
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Which policy response should Which policy response should notnot be be 
chosen to deal with high prices?chosen to deal with high prices?

Not:Not:
•• Export stops (starving your neighbor)Export stops (starving your neighbor)
•• Import subsidiesImport subsidies
•• Subsidies only for vocal middle classSubsidies only for vocal middle class
•• Public underinvestment in agriculturePublic underinvestment in agriculture
•• Policing and threatening the tradersPolicing and threatening the traders
•• Attempting to curb the specific food price Attempting to curb the specific food price 

inflation with general macro policiesinflation with general macro policies

 
 

 
Many countries are taking steps to try to minimize 
the effects of higher prices on their populations, 
and these steps can add up to policy failures. 
Import subsidies and export taxes or bans may 
reduce risks of shortages for national consumers 
in the short term. But these policies are likely to 
backfire by making the international market 
smaller and more volatile, and they distort 
incentives globally and at home.  
 
The food price increases have a dominant role in 
increasing inflation in many countries now. It 
would be misguided policies to address these 
inflation causes with general macroeconomic 
instruments. Instead, specific market and 
productivity-related policies are mostly needed to 
deal with the causes and consequences of the 
high food prices. 
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Policy actions to correct and mitigate the Policy actions to correct and mitigate the 
food price problem (2)food price problem (2)

Global policies and international aidGlobal policies and international aid
1.1. Trade:Trade: Eliminate agricultural trade barriers, Eliminate agricultural trade barriers, 

and export bans; revisit grain based and export bans; revisit grain based biofuelsbiofuels

2.2. Agriculture growth:Agriculture growth: Expand aid for rural Expand aid for rural 
infrastructure, services, agricultural infrastructure, services, agricultural 
research and technology (CGIAR)research and technology (CGIAR)

3.3. Protection of the vulnerable:Protection of the vulnerable: Expand Expand 
food and nutrition related development aid, food and nutrition related development aid, 
incl. safety nets, child nutrition, employment incl. safety nets, child nutrition, employment 
programsprograms

 
 

 
This new situation calls for an international pact to 
achieve food security with actions in three areas, 
all of which have short- and long-term dimensions 
and need sequencing; the most efficient policy 
packages take more time as they require 
institutional strengthening: 
 
The food price increases have a dominant role in 
increasing inflation in many countries now. It 
would be misguided policies to address these 
inflation causes with general macroeconomic 
instruments. Instead, specific market and 
productivity-related policies are mostly needed to 
deal with the causes and consequences of the 
high food prices. 

1) trade policy action, which requires multilateral action and understanding; 
 

 
2) investment in agriculture, particularly in agricultural science and technology and for market access, 
at a national and global scale to address the long-term problem of boosting supply; rural investments 
have been sorely neglected in recent decades, and now is the time to reverse this trend.  
 
3) comprehensive social protection and food and nutrition initiatives to meet the short- and long-term 
needs of the poor; (that is, safety net programs like food or income transfers and nutrition programs 
focused on early childhood) for the poorest people—both urban and rural. 
 
Elements of action include strong engagement of diverse actors; example in Africa is the CAADP, 
which offers scope for stakeholders to rally around and advance it.  
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Fast expansion of supply is needed; some redistribution within the global scarcity is not enough. Move 
quickly from crash programs to big and efficient investment plans for agricultural growth. The 
incremental investment needs are large; about 20 to 30 billion USD per annum.  
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An international An international ““Pact for Food SecurityPact for Food Security””

Taking global action with international organizations, Taking global action with international organizations, 
national governments, regional and subnational governments, regional and sub--regional regional 

organizations, private sectororganizations, private sector nownow
1.1. Crash programs for key production areas with Crash programs for key production areas with 

subsidized seeds, fertilizer, and credit, and guarantee subsidized seeds, fertilizer, and credit, and guarantee 
the purchase of outputs. [Worked in the early Green the purchase of outputs. [Worked in the early Green 
Revolution. A start, but not sustainable, not viable] Revolution. A start, but not sustainable, not viable] 

2.2. Rely on the current high food prices to give a jump Rely on the current high food prices to give a jump 
start in the short run, but immediately move to a big start in the short run, but immediately move to a big 
investment plan for agriculture: agricultural research, investment plan for agriculture: agricultural research, 
rural roads, irrigation infrastructurerural roads, irrigation infrastructure

3. Set up an agricultural production investment fund for 3. Set up an agricultural production investment fund for 
developing countries that is additional to existing developing countries that is additional to existing 
plansplans
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What will it cost?What will it cost?

Investments for rapid agriculture production growth to Investments for rapid agriculture production growth to 
meet MDG 1 (which requires a boost of 50% in meet MDG 1 (which requires a boost of 50% in 
agricultural productivity growth):agricultural productivity growth):

2005 IFPRI estimate:2005 IFPRI estimate:
Incremental investments: $16 billion per year, 2005Incremental investments: $16 billion per year, 2005--15 15 

for agricultural research, rural roads, irrigation for agricultural research, rural roads, irrigation 
infrastructure [assumes continued policy reform and infrastructure [assumes continued policy reform and 
enhanced economic enhanced economic growth].growth]. OfOf this approximately this approximately 
$8 billion for SSA and $5 billion for South Asia, $8 billion for SSA and $5 billion for South Asia, 
$3$3 billion for others billion for others 

2008 updated estimate w2008 updated estimate would need to take account of: ould need to take account of: 
•• changed US$ valuechanged US$ value
•• changed economic and poverty circumstanceschanged economic and poverty circumstances
•• might be up to twice the above quoted valuesmight be up to twice the above quoted values

 

 
In conclusion, the global agricultural imbalances are a serious problem for the poor, but this is also an 
opportunity to overcome the undervaluing of natural resources, of the food produced from these 
resources, and of the developing-country labor engaged in producing that food, which includes many of 
the world’s poorest people. 
  


