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Abstract
The recent dramatic increases in food prices for a number of key commodities have sparked widespread concern about the relationship between agricultural trade
and food security, and the extent to which existing
trade policies and rules are adequate. The upsurge in
recent interest in the issue has led to disparate initiatives in various areas to address the problem, including
the establishment by the UN Secretary-General of a
High-Level Task Force on the Global Food Crisis. A rush
to implement a number of trade policy measures could
end up aggravating and, in some cases, perpetuate
food shortages and price hikes. This piece attempts to
focus attention on some of the underlying structural
causes of the problem, and promote effective action in
both the short and long term.
1. Background
Media attention to the ‘food crisis’ – sharply increasing
prices since 2006 – has grown considerably in recent
months and years?. While the price increases do indeed represent a ‘crisis’ for many poor urban consumers in the developing world, less attention has been
given to the structural causes of the more persistent
food crisis that has faced rural developing country producers and their communities for three decades, as
well as long-standing urban hunger and malnutrition
over this period.
Recent price rises can be attributed to a variety of different causes, including the long-term trend of increased demand for food; the declining agricultural
productivity and the global financial volatility. While
there is still no consensus on the relative importance of
these causes?, many experts appear to agree on the
broad set of factors that are important. Amongst these,
it is helpful to distinguish between short and long term
trends, temporary factors and those relating to market
fundamentals, and to supply and demand side factors.
The long-term decline in agricultural commodity prices
since the 1960s has, in the last two years, seemingly
been reversed. At this stage it is impossible to know for
certain whether this is a temporary price spike, such as
that associated with the 1973/74 oil crisis, or a more

enduring paradigm shift. Traditionally, price spikes for
agricultural products have tended to be short-lived, while
price depressions have been more enduring. However,
the increasingly close relationship between agricultural
prices and oil prices raises the possibility that the current
price rises are part of a longer-term phenomenon.
Oil price rises affect the cost of inputs such as fertiliser,
as well as transportation costs (such as for sea and road
transport), and other costs related to processing and
packaging which in turn affects the final prices of value
added products.
The role of biofuels in the recent price increases remains
particularly controversial. Some analysts suggest that, as
farmers allocate a growing share of production of certain
crops (particularly maize, oilseeds and sugar) for biofuels, reduced overall supply for food exerts an upward
pressure on prices. Indeed, almost 30 percent of the US
corn harvest is now going to ethanol production. However, as US corn exports remain significant in overall
terms, some contest the significance of this trend.
2. The benefits and drawbacks of biofuels
The production of biofuels derived mainly from agricultural crops may have a number of benefits: it may reduce
the total consumption of fuel imports and increases energy security; promotes job creation, diversification and
rural development; and reduces greenhouse gas emissions, thus helping combat global warming. The greatest
potential for the production of biofuels can be found in
the South; whereas developed countries, in meeting their
Kyoto commitments, potentially provide the greatest markets.
Biodiesel is the logical contender for best sustainable
transport fuel - the limitation being the amount of land
required to grow the energy crops. However, some fear
that biofuels could become both a humanitarian and environmental disaster. According to George Monbiot, those
who worry about the scale and intensity of today's agriculture should consider what farming would look like
when it is run by the oil industry. Moreover, if we try to
develop a market for rapeseed biodiesel in Europe, it will
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immediately develop into a market for palm oil and soya
oil. Oilpalm can produce four times as much biodiesel
per hectare as rape, and it is grown in places where labour is cheap. Planting oil palm is already one of the
world's major causes of tropical forest destruction. Soya
has a lower oil yield than rape. A new market for it will
stimulate an industry that has already destroyed most of
Brazil's cerrado (one of the world's most biodiverse environments) and much of its rainforest.
The extent to which biofuels are responsible for the recent price rises was perhaps the most hotly-contested
issue at the 3-5 June FAO high-level conference on
world food security in Rome. Experts, as well as governments, differ greatly on this issue. The World Bank has
estimated that as much as 65 percent of the recent
price rises are due to expansion of biofuel production,
whereas the IMF estimates that the figure is closer to
30 percent. While biofuels are a fast-growing sector,
they still represent only a very small proportion of total
energy use.
Weather-related production shortfalls, such as failed
harvests in Canada, Australia and elsewhere, have also
contributed to the recent price increases. It is still unclear whether this is a short-term or long-term problem.
While weather-related risk has always been an intrinsic
factor in farming, human-induced climate change may
have contributed to recent extreme weather events,
such as the Australian drought. Climate change may in
the future also lead to increased vulnerability to such
conditions, and to productivity decreases, although different global regions will be affected differently.
The fact that commodities are usually priced in US dollars, a currency which has suffered sharp depreciation
recently, has also been considered a factor.
Demand-side changes may also be important. In particular, increased consumption, and changes in dietary patterns, in middle-income developing countries such as
China and to a lesser extend India, may have contributed to the recent price increases. Growing demand for
protein in particular has placed further pressure on animal feed crops such as maize and soy. However, the
FAO has suggested that these changes in themselves
are not responsible for the sudden price spike that began in 2006.
3. Responding to volatility of food prices
Price volatility has increased dramatically: one contributory factor has been the declining government food
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stocks, whilst another has been the speculation from
private investors.
The new focus on the immediate food crisis associated
with the recent price rises may in fact be an opportunity
to draw attention to a number of the more deep-seated
structural issues surrounding agricultural productivity in
developing countries, the persistence of hunger and
malnutrition, and their relationship with trade rules and
trade policy. The role of developed country subsidies (as
well as IMF and World Bank lending conditionality) in
undermining productive capacity in developing countries, and encouraging an economically inefficient allocation of global resources, are clearly relevant in this
respect. Although governments at the Rome conference
recognised the problems of under-investment in agriculture and declining aid to the sector, the declaration sets
out policy responses only in vague and rather general
terms.
Debate continues over whether supply will be able to
adjust to meet demand, or whether increased agricultural production of commodities like corn will – in the
context of continued high oil prices - simply be absorbed by the expanding biofuel industry. Some experts
point out that, even if all arable land were devoted to
biofuel production, it will not meet the global energy
demand. Furthermore, although only some products
such as corn, sugar and oilseeds are directly linked to
the biofuels market, there are increasingly close linkages between different products and between product
categories.
4. Trade policy linkages
Promoting food security in trade policy formulation and
negotiations entails addressing issues related to availability, accessibility or affordability, and stability of food.
This debate is even more critical to net food importing
countries. The smaller a country is, the more open it
is to
trade in order to expand the variety of resources and food products available to it (FAO 2008).
The trade policy linkages are therefore first and foremost related to exports and imports that determine the
supply, accessibility and nutritional stability of food.
Countries that grow food and may need to increase productivity by improving yields may depend on imported
inputs to do so and therefore. There is need for policyoriented research to define the specific situations facing small and vulnerable economies (SVEs), Landlocked
countries and Least Developed Countries (LDCs) on not
only how they might be affected by further trade liberalisation but also how they can improve their productivity
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and competitiveness. The current realities of global
trade and the declining dollar, and rising food prices
has encouraged some countries to take short-term
trade policy responses including controversial measures such as export taxes and restrictions, as well as
consumer subsidies.
4.1 Some observed short-term interventions
Since the intensification of the hikes in food prices,
African policymakers have been considering ways to
lower prices and make food affordable. The measures
that several countries have undertaken so far range
from food subsidies for consumers to incentives for
farmers to increase production. For example Nigeria,
Burkina Faso and Ethiopia, lowered prices by releasing
emergency grain reserves onto the market. Senegal
and Ethiopia dropped tariffs on food imports, or enacting food subsidies. Ethiopia banned the export of its
cereals and added 10 percent surtax on luxury imports
to fund wheat subsidies for the poor.
4.2 Medium-term interventions
Those countries that focus to improve domestic productivity include Sierra Leone, Liberia and Ghana. For example, Uganda, Tanzania and Ghana will start growing
high-yielding Rice that was developed by the Africa Rice
Center in Benin and would release subsidized fertilizer
in an effort to increase food production. Senegal’s
“grand agricultural offensive for food security", programme aims at making the country self-sufficient in
grains within seven years by boosting rice production
from 100,000 to 600,000 metric tons annually.
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An appropriate trade policy response would need to incorporate a coherent approach to biofuel production, adaptation to climate change and mitigation, measures to ensure that price increases actually benefit the small farmers, and measures to enhance productivity and competitiveness in developing countries (potentially including, but
not limited to, the existing ‘aid for trade’ mechanism under discussion at the WTO). Ongoing Doha Round negotiations, such as on new food aid disciplines, are also relevant.
5. Adaptation and trade policy
While the task ahead for governments and the development community is to enhance the adaptive capacity of
the poor and poor countries, a number of areas in trade
policy could contribute to addressing climate change and
its impacts on agriculture. The trade policy areas that
could be addressed include properly internalising into
transportation of goods and service the costs greenhouse
gas (GHG) emissions.
Institutional cooperation at the multilateral level between
the United Nations Environment Programme (UNEP), the
Climate Change Convention and the WTO can seek to
address issues related to renewable energy and efficiency, and their connection to energy security. This could
entail re-evaluating the WTO rules on trade defence measures, such as the rules on anti-dumping or subsidies to
take into account social and environmental agreements.
Environmental protection clauses in trade agreements
could include the transfer of energy efficient and other
environmentally friendly technologies to developing countries and put in place measures to combat deforestation
caused by international trade.

Case of Vietnam and Mozambique
Vietnam initiated the agricultural reforms process with a gradual liberalisation of small-scale agriculture. Family business was encouraged in agriculture, forestry and fishery, while households were made the basic unit of production,
and finally land tenure reform was implemented in the early 1990s. Restrictions on trade in major agricultural products were removed in the late 1990s, making direct export possible. At the same time, new cash crops such as coffee and cashew were effectively introduced. This made possible a broad-based increase in rural household incomes
before wholesale market liberalisation and privatisation of the large state-owned sector was addressed in the context
of Vietnam’s process of accession to the WTO.
Mozambique has been able to increase production in agriculture, the main source of livelihood. However, the growth
was a return to normal production levels after a long war. Important development potential exists for various cash
crops (e.g. cotton and cashew) as well as for aquaculture and timber plantations, bur the production is only barely
competitive on the international markets except for sugar and tobacco with efficient private sector investment in productivity. Production of food crops for local and regional markets is also potentially an important source of rural income, but remains underdeveloped. Small-scale agriculture was practically neglected by the government even after the
official reversal of the collectivisation policy in the mid-1980s.
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Figure 1. Trade and food security linkages : policy interventions, determinants and food-security outcomes
(a) Trade policy interventions
Import policy and export policy:
Tariffs, subsidies, standards, rule of origin

Bilateral trade agreements
Regional trade agreements
Multilateral trade agreements

(b) Trade participation determinants
Internal: Capacity to respond
• Macroeconomic policy (fiscal, monetary, exchange rate)
• Labour mobility
• Technology development
• Domestic price transmission
• Domestic terms of trade
• Infrastructure
• Promotion and competitiveness

Border/External: Nature or extent of the opportunity
• Change in tariffs and in quotas
• Change in world price
• Change in rules of origin/standards
• Foreign investment partnerships
• Food aid rules
• Dispute settlement procedures

(c) Food security-related outcomes
Change in exports and imports
• Change in diversification of production
• Change in income distribution
• Change in wages and prices
• Change in consumption and nutrition
• Change in public budget

Source: J. R. Deep Ford and Gregg Rawlins (2007) Trade policy, trade and food security in the Caribbean, FAO 2007

Conclusion
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There is a need to look closely at the theory and practice
of trade measures such as export bans, price controls
and subsidies and how they have impacted on the availability and affordability of food especially for the poorest populations in developing countries with a special
emphasis on a number of Asian and African countries.
In response to the latest price rise, a number of governments have implemented some of these trade policies.
While these measures might help temporarily at the
domestic level, it might not be true in the long run and
may even push world prices up even higher.
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