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Rising world food prices 
Causes and policy responses 
 

SUMMARY Affordable food has been taken 
for granted for the past 30 years in developed 
countries. However, as world food prices 
started climbing in 2006, this perception has 
quickly changed. 
At present, a consensus is emerging that the 
global food system is becoming increasingly 
vulnerable to episodes of extreme price 
volatility. This, in turn, has a significant 
negative impact on producers and consumers, 
especially in developing countries. 
Experts have widely varying opinions on the 
reasons for this situation. Consequently, the list 
of underlying factors is long and fluctuating: 
increasing world population and incomes, 
higher meat consumption, rising energy prices, 
bio-fuel production, speculation by investors, 
trade policy restrictions, climate change, etc. 
Rising food prices prompted questions on the 
functioning of the food supply chain in Europe. 
In response, the Commission set up a 
monitoring tool for food prices. The EU is also 
preparing legislation to improve the 
regulation, functioning and transparency of 
financial and commodity markets. In 
November 2011, the G20 responded with a 
number of measures to increase agricultural 
production and productivity and further 
regulate financial markets. 
However, without a coordinated approach at 
international level, experts forecast that the 
average cost of key crops could increase by 
between 120% and 180% by 2030. 
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Background 

Price volatility (price variations over a short 
period of time) and its relation to food prices 
is a multidimensional issue which has 
different impacts on consumers and 
producers in developed and developing 
countries.  

Experts argue that clarifying the 
characteristics of commodity prices is crucial 
for developing countries that rely on exports 
or import significant amounts of food, to 
design the right kind of policy.  

Not all price variations cause problems. But, 
if they are substantial and cannot be 
anticipated, they can lead to a level of 
uncertainty that increases risks for producers, 
traders, consumers and governments. 

Sharp increases and declines in agricultural 
commodity prices are not uncommon, with 
five such periods over the past 40 years. In 
June 2010, prices of food commodities 
(grains, oilseeds, vegetable oils, meat, 
seafood, sugar, and fruit) started rising again, 
reaching a peak in February 2011 and raising 
fears of new food riots in many parts of the 
world. This increase strongly resembled the 
2007-08 spike during which prices rose by 
some 70% and which spread anxiety among 
policy-makers and consumers around the 
world, particularly in developing countries 
dependent on imports.  
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In January 2012, the food price index (Fig. 1) 
of the Food and Agriculture Organisation 
(FAO) rose again by nearly 2%. This is the first 
upturn since July 2011, but the index 
remained 7% below the January 2011 level. 

Figure 1 - FAO Food Price Index 

 
Source: FAO, 2011. 

Still, experts claim that while volatility of 
some commodity prices has been high in 
recent years, there is no indication of a trend 
of increased price volatility on international 
markets over the last 50 years.  

Impact on producers and consumers 
in developing countries 

Behind concerns about volatility lie worries 
about food security. The impact of high 
commodity prices on developed countries is 
relatively modest. According to the OECD, 
around 10% to 15% of disposable income in 
those countries is spent on food.  
However, the reality is quite different in 
developing countries. Experts argue that 
while some producers may benefit from high 
prices, consumers, especially poor 
consumers, are adversely affected by them. 
According to the FAO, the poor in 
developing countries can spend as much as 
70% of their income on food. These 
households find their nutrition, as well as 
their capacity to cater for education, health, 
or other basic needs, compromised when 

food prices are high. Rising prices make 
them more likely to reduce their food 
consumption. The FAO estimates that a total 
of 925 million people were under-nourished 
in 2010 (Fig. 2). Volatility in food commodity 
prices is not the only cause of under-
nourishment, but it strongly aggravates it. 
Figure 2 - Number of under-nourished people in 
the world, 1969-2010 

 
Source: The state of food insecurity in the world, FAO, 2010. 

The FAO indicates that the majority of the 
world’s under-nourished people live in 
developing countries (Fig. 3).  Two-thirds live 
in seven states (Bangladesh, China, the 
Democratic Republic of Congo, Ethiopia, 
India, Indonesia and Pakistan), with over 40% 
in China and India alone. 
Figure 3 - Under-nourishment by region, 2010 
(millions) 

 
Source: The state of food insecurity in the world, FAO, 2010. 

Producers are more concerned about low 
prices, which may threaten their living 
conditions as well as their longer term 
viability when income is too low to provide 
for the operational needs of the farm.  

http://www.fao.org/worldfoodsituation/wfs-home/foodpricesindex/en/�
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http://www.oecd.org/dataoecd/54/42/40847088.pdf�
http://www.fao.org/fileadmin/templates/est/Volatility/Interagency_Report_to_the_G20_on_Food_Price_Volatility.pdf�
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In developing countries, many households 
are both producers and purchasers of 
agricultural products. For this group, the 
impact of price volatility is even more 
complex, with net outcomes depending on a 
combination of many factors. 

Underlying factors 

It has been argued that the spike in food 
commodity prices is the result of a complex 
set of interacting factors. 

Global growth in population and incomes 
In 2010, returning economic growth put 
China and India in the spotlight. The two 
countries showed high income growth and 
increased consumption and imports of food. 
This, in turn, contributed to greater global 
agricultural demand and put upward 
pressure on agricultural commodity prices. 

Climate change 
Extreme weather conditions over the past 
two years, notably droughts in Russia and 
Brazil and floods in Pakistan and Australia, 
put increasing pressure on food markets. 
According to the FAO, in the longer term, 
climate change has both environmental and 
socio-economic outcomes for agriculture: 
changes in the availability and quality of 
land, soil, and water resources, for example, 
are reflected later in crop performance, 
causing prices to rise. 

Expanding global biofuel production 
The role played by biofuels in raising 
commodity prices has generated some 
debate. Experts argue that the 2002-08 
increase in biofuel production - ethanol in 
the US and Brazil, and biodiesel in the EU, 
Argentina, and Brazil - played a role in raising 
prices for corn, sugar, rapeseed, and 
soybeans, as well as for other crops 
worldwide. However, crop prices dropped 
more than 30% during the second half of 
2008 even as biofuel production continued 
to increase. Consequently, attributing the 
rise to biofuel production alone seems 
unrealistic according to World Bank experts.   

Rising energy prices 

Crude oil prices rose from early 2002 to mid-
2008. This upward trend reflected increased 
crude oil demand due to world economic 
growth and rapid manufacturing growth in 
China, India, and other Asian countries. 
Experts from Oxfam argue that upward 
trends in oil prices are closely inter-linked 
with rising food prices. 

Increase in world per capita consumption of 
animal products 
World per capita meat consumption has 
been increasing steadily over the last three 
decades due to rising global incomes and 
increased diet diversification, particularly in 
low and middle-income countries. As 
demand for meat rises, demand for grain and 
protein animal feeds also increases. 

Figure 4 -  Meat consumption in China, per capita 

59.5 Kg13.7 Kg

1980 2005

 
Source: The state of food and agriculture, FAO, 2009. 

Trade policy measures 
Experts point out that trade restrictions and 
stockpiling are not a viable solution but 
instead create greater instability on the 
markets and increase price volatility. Export 
bans and aggressive buying by governments 
encourage producers to withhold supplies, 
traders to increase stocks and consumers to 
engage in panic buying. 

Speculation 
Agricultural commodities are not only traded 
physically on ‘spot’, but also subject to 
forward buying through ‘futures markets’. 
Only 2% of futures contracts end in the 
delivery of the physical commodity. From 
2005 until mid-2008 and during the 2010-11 
surges in commodity prices, investors 
increasingly got involved in agricultural 
futures markets. Over this period, the total 
number of contracts held by funds in the 
futures market for agricultural commodities 

http://www.ers.usda.gov/Publications/WRS1103/WRS1103.pdf�
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doubled. Typically, investors used 
commodities as an asset to diversify their 
financial portfolios but had no interest in 
agricultural commodities as such. 
To date it is unclear what effects, if any, these 
new investors had on prices for agricultural 
products. The issue is highly debated. 
Experts reviewing a number of recent studies 
on both sides of the argument conclude that 
the "lack of a direct empirical link between 
index fund trading and commodity futures 
prices casts considerable 
doubt on the belief that index 
funds fueled a price bubble". 
Other authors suggest that 
trading in futures markets 
may have amplified price 
volatility in the short term 
only. Still others, such as the 
NGOs WEED and World 
Development Movement 
argue that there is strong 
evidence for the negative 
impact of excessive 
speculation. 

EU response 

First food price spike, 
2007-08 
In the EU, agricultural 
commodity prices reached 
peak levels early in 2008. 
Although later that year 
prices started to decline, 
the unprecedented retail 
price spikes and the 
absence of a downward 
consumer price trend has 
raised questions regarding possible mal-
functions in the food supply chain in Europe. 
In particular, analysis of the transmission 
mechanisms linking agricultural commodity 
prices with producer and consumer prices 
revealed that the shock caused by the spike 
in agricultural commodities and energy 
prices was absorbed differently across 
Member States.  
Following a communication on "Tackling the 

challenge of rising food prices: directions for EU 
action", the European Commission set up a 
task force to examine the functioning of the 
food supply chain. The task force's first 
report was incorporated in a second 
communication on "Food Prices in Europe". 
Based on the roadmap proposed in the 
communication, Eurostat developed a Food 
Prices Monitoring Tool. 
To provide a rapid response to rising food 
prices in developing countries, the EU 

established a 'Food Facility' 
in December 2008. This 
instrument provided €1 
billion until 2011, to bridge 
the gap between 
emergency aid and medium 
to long-term development 
aid. 

Second food price spike, 
2010-11 
Following the most recent 
food price spike, the EU 
response focused on two 
areas: commodity market 
regulation and sustainable 
common agricultural policy 
(CAP). 
Regulating commodity 
markets 
In February 2011, the 
Commission called for 
action on commodities and 
raw materials. Its 
communication included 
proposals to improve the 
integrity, transparency and 
stability of commodity 

derivatives markets through a review of the 
directives on Market Abuse (MAD) and 
Markets in Financial Instruments (MiFID), and 
regulation of 'over-the-counter' (OTC) 
derivatives. In addition, the Commission 
wished to see research on the relations 
between financial and physical commodities 
markets. 
In a recent resolution, the European 
Parliament (EP) stressed that speculation on 

Markets in Financial Instruments 
Directive (MiFID) 

A public consultation among market 
participants, regulators and other 
stakeholders on possible changes to 
MiFID was launched by the 
Commission in 2010. Unsurprisingly, 
the responses show a clear divide 
between financial actors and NGOs. 
The former - e.g. the Association for 
Financial Markets in Europe, BNP 
Paribas and the European Banking 
Federation - consider that a more 
flexible approach is needed and that 
many of the proposed policy 
changes are disproportionate and 
will therefore have an overall 
negative economic effect. On the 
other hand, NGOs, such as World 
Economy, Ecology and Development, 
Friends of the Earth Europe and 
World Development Movement 
recommend that commodity 
derivatives markets are further 
regulated to increase transparency 
and that positions and prices are 
limited to discourage speculation. 

Source: European Commission, 2011. 
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derivatives of food commodities had 
significantly worsened price volatility. 
Members called for concrete action to 
effectively tackle financial speculation (i.e. 
through strengthened regulation and a tax 
on financial transactions), and for better 
management of grain and food reserves at 
national and regional levels to counter food 
price volatility. In addition, the EP expressed 
the need for a CAP assessment to analyse its 
impact on international food markets. 
Conducting a sustainable CAP 
In a recent declaration, EU Agriculture 
Commissioner Dacian Ciolos recalled that 
"European agriculture's main role is to produce 
food for a growing population" and that "the 
increasing demand for biomass for energy and 
industry must never be allowed to compromise 
that role." Highlighting elements of the new 
CAP reform, he pointed 
out that agriculture is 
increasingly exposed to 
market volatility and 
therefore, direct payments 
will be maintained to 
guarantee "basic financial 
security" to EU farmers 
"without distorting 
international markets". 

Policy response at 
international level 

In January 2011, the UN's 
High Level Task Force on 
Food Security recom-
mended nine key priorities 
for international action to 
avoid a repeat of the 2007-08 world food 
price crisis, including: 
 support each country’s ability to feed itself; 
 support establishment of food reserves; 
 remove support schemes for the 

production of biofuels; 
 tackle speculation by financial actors; 
 support the establishment of social safety 

nets by a global reinsurance mechanism; 
 support farmers' organisations; 
 protect access to land; 

 support transition to sustainable agriculture; 
 protect the human right to food. 

Later in January 2011, Supachai 
Panitchpakdi, Secretary-General of the UN 
Conference on Trade and Development 
(UNCTAD) expressed "serious concerns about 
the way in which commodity markets have 
been evolving in recent years" and warned of 
"speculative distortions" at UNCTAD’s second 
Global Commodities Forum. 
At a press conference in February 2011, FAO 
Director-General Jacques Diouf and the 
French Minister for Agriculture, Bruno Le 
Maire, warned against financial speculation 
on food as both "economically dangerous and 
morally unacceptable". They called for an 
international response by the G20, to regulate 
financial speculation in commodities. 

In their communiqué of 
April 2011, G20 Finance 
Ministers and Central Bank 
Governors called for 
regulation of commodity 
derivatives markets and 
stressed the need to 
enhance transparency in 
both cash and derivatives 
markets. They asked the 
International Organisation 
of Securities Commissions 
(IOSCO) to develop 
recommendations on 
regulation and supervision 
in this area, to address 
market abuses and 
manipulation. 
In June 2011, G20 

Agriculture Ministers put forward an Action 
Plan on food price volatility and agriculture, 
with five main objectives: 
 improve agricultural production and 

productivity through strengthened 
agricultural research and innovation; 

 increase market information and 
transparency with the new Agricultural 
Market Information System (AMIS), 
encouraging major actors to share data 
on food price developments;  

Options to address price volatility 
Actions can be broadly divided into two 
types: interventions reducing price 
volatility (i.e. through improved market 
information) and interventions 
accepting volatility and trying to tackle 
it through various mechanisms (i.e. 
trade policy measures). Those can be 
applied before (ex-ante) or after (ex-
post) the event, can occur at either 
international or national level and can 
be implemented by either the public or 
the private sector. 

However, experts argue that some price 
volatility is an inherent feature of 
agricultural commodity markets. 

Source: The state of food insecurity in the 
world, FAO, 2011. 
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 strengthen international policy 
coordination to prevent and respond to 
food market crises more efficiently; 

 improve and develop risk management 
tools for governments, firms and farmers 
to help mitigate risks of price volatility; 

 improve the functioning of agricultural 
commodity derivatives markets. 

In September 2011, FAO held the first 
meeting of AMIS during which the 
operational details were approved. 
At the summit held in Cannes in November 
2011, G20 leaders underlined the need to 
address food price volatility. In their final 
declaration they endorsed the Action Plan of 
G20 Agriculture Ministers and committed to 
increasing agricultural production and 
productivity and further improving market 
regulation and transparency. In addition, 
they agreed to remove food export 
restrictions or extraordinary taxes for food 
purchased for non-commercial humanitarian 
purposes by the World Food Programme and 
not to impose them in the future. 

Outlook 

Projections by the US Department of 
Agriculture for 2010-20 show declining 
prices for the major crops. However, long-
term growth in global demand for 
agricultural products and slower productivity 
growth will still tend to hold prices for grain 
and oilseeds at high levels (Fig. 5). 
Figure 5 - Projected corn, wheat, rice and soybean 
prices, 2010-2020 

 

Source: Why have food commodity prices risen again? 
Economic Research Service. USDA, 2011. 

According to a recent report by Oxfam, by 

2030, the average cost of key crops could 
increase by between 120% and 180% (Fig. 6). 
The NGO argues that half of the rise to come 
will be caused by climate change. The report 
suggests that world population will reach 
9 billion by 2050, but as the average growth 
rate in agricultural yields has almost halved 
since 1990, this will continue to drive food 
prices up in the coming decades. 
Figure 6 - Real food price changes predicted for 
2030 

 
Source: Adapted from Growing a better future, Oxfam, 2011. 

According to FAO, there remains significant 
potential for land expansion, raising crop 
productivity through new technologies and 
reducing losses in the supply chain. 
However, to materialise, these gains will 
need increased investment and may have 
adverse environmental impact.  

Further reading 

Food Price Watch - Poverty Reduction and Equity 
Group/ World Bank, online series. 
FAO webpage with information on volatility in 
agricultural markets. 
Price and prejudice. Why are food prices so high? 
/ Meijerink, G; van Berkum, S; Shutes, K; Solano, 
G, LEI Wageningen, 2011. 
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