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1 World Bank's August 2011 Food Price Watch report

I. Background

Commodity prices, in particular on agricultural markets, have been fluctuating widely 
since 2007. Such fluctuations affect both consumers' purchasing power and the 
earnings of commodity producers. Most importantly however, extreme and unexpected 
movements in food prices can have extensive negative impact on the agriculture sector, 
thus posing a major threat to world food security. 

Food insecurity remains the biggest challenge in developing countries and in African 
states in particular, where people spend between 50 and 80% of their income on food. 
Only 62 out of 118 developing countries are on track to achieve MDG 1 (eradicate 
extreme poverty and hunger) and, according to FAO estimates, the number of people 
suffering from hunger amounted to 925 million in 2010. The number of 
undernourished people is expected to increase further due to the rapid population 
growth and increasing urbanization (by 2050 the world's population is expected to 
have reached 9 billion people and the demand for food to have increased by 70% to 
100%).

The high and volatile global food prices are further pushing the poorest people in the 
developing world at risk, setting back the poverty reduction and the achievement of 
the MDGs. The World Bank has concluded that soaring and volatile prices is one of 
the major factors directly contributing to the unprecedented humanitarian situation the 
Horn of Africa is currently experiencing1.

It should also be noted that as well as creating risk for consumers, volatile prices 
create risk for producers. The uncertainty emanating from volatile commodity prices 
makes it extremely difficult for ACP farmers to plan for production and marketing of 
their produce, but also for ACP governments to plan for food imports, and 
consequently for the overall budgeting process. Furthermore, higher food price levels 
do not automatically translate into higher farm incomes. On the contrary, the share of 
farmers' income from the food supply chain has substantially dropped, while the profits 
of processors and retailers have been constantly increasing. 

Following the 2006-2008 food crises, ACP countries have increasingly considered the 
adoption of national policies to increase their resilience to international food price 
volatility. Senegal, a major importer of rice, has announced an ambitious plan to make
the country self-sufficient on rice as a staple food by 2012. In Malawi, there was a 
significant increase in the maize harvest in 2011, sufficient both to stock the national 
strategic grain reserve and to export. The driver of this progress has been a 
government programme - the Food Input Subsidy Programme - which provides 
discounts on improved hybrid maize seeds and fertilizer for about half of the country’s 
subsistence farmers.

Actions to tackle food price volatility have also been undertaken on international level, 
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in particular in the forum of the G20. The G20 examined price volatility for the first 
time at the 2009 Pittsburgh Summit, where the leaders agreed to improve the 
regulation, functioning, and transparency of commodity markets. France, the current 
president of the G20, has placed the fight against excessive food price volatility as a 
priority in the 2011 G20 agenda. It also pushed hard for the first ever summit of G20 
agriculture ministers - in June 2011 - to deal with high and volatile food prices. 

II. The role of the agricultural sector in ACP countries

Agricultural production and trade in agricultural products play an important role in 
many ACP countries, in terms of contribution to GDP, employment and export. 
Unfortunately, the performance of the agricultural sector in many ACP states has been 
less than satisfactory. The sector has been adversely affected by changes in weather 
conditions, inappropriate use of natural resources, failed agricultural policies pursued 
by some ACP countries, lack of investment, decline in agricultural research, poor 
infrastructure for marketing of products, but also by global food price volatility.

Despite that agriculture is a key sector in most developing countries, there 
has been a dramatic reduction in the level of development aid allocated to 
agriculture since the 1980s, falling to as little as 3.8% of ODA. The share of 
public spending on agriculture has also fallen to an average of around 7% in 
developing countries. It should be noted that the African Union's Comprehensive 
Africa Agriculture Development Programme (CAADP), aiming to revive agriculture, is 
encouraging African countries to devote 10% of their national budgets to agricultural 
development. To fill the wide investment gap in rural development in ACP 
countries, additional funding from the international community combined with
significant contributions from the national governments of 
the countries involved is needed.

FAO estimates that in order to respond to changing market conditions, and to 
meet projected demand in 2050, investment in developing countries 
agriculture has to increase by about 50%. The G8 leaders should therefore fulfil 
their pledge of delivering $22 billion to support developing countries farmers and fight 
hunger, of which only a fifth has been delivered so far. The EU also needs to 
substantially increase the share of its ODA to rural development and 
agriculture in ACP countries. 

Particular attention should be given to the promotion and development of
small-scale farming. Important measures, in this sense, include increased 
investment in training to provide small farmers with sustainable techniques 
necessary to produce more efficiently and environmentally-friendly, and 
facilitated access to loans and non-profit micro-credit for smallholder farmers. 
Programmes that specifically support women and young people as smallholder 
farmers – in view of their fundamental role in food and nutrition security as well as 
their potential to boost agricultural production - must also be developed. 
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Land ownership and strengthening of property rights in ACP countries is 
another indispensable tool for underpinning the agricultural sector
development and guaranteeing food security. On numerous occasions, the 
European Parliament has voiced its concern regarding the large-scale land 
acquisitions that are currently carried out by foreign investors in developing countries, 
often to the detriment of local small- and medium-scale farmers. The EU must update 
its land policy guidelines with regard to land grabbing and to encourage governments 
of ACP countries to commit to land reform in order to secure the land titles of 
indigenous farmers and to prevent land-grabbing practices by corporations.

Infrastructure development (e.g. roads, irrigation systems, market linkages) and 
increased publicly funded research in sustainable agro-ecological farming systems are 
necessary foundations for increases in productivity and competitiveness of the 
agricultural sector in ACP countries. Water harvesting, improved water management
and small-scale irrigation should be particularly encouraged - as they not only enhance 
productivity but also mitigate against climate change. Through public-private 
partnerships and joint ventures, the EU and ACP states could develop joint research 
and training capacities in sustainable farming methods.

III. Other possible measures to reduce price volatility and increase food security

Improving market transparency

The lack of reliable international data on commodities markets hampers price 
formation and increases volatility. Improved transparency on global agricultural 
markets - through the creation of a public global surveillance system that would 
provide better quality and timely information on food commodity stocks, on export 
availabilities and import demands and on the related financial transactions - would
calm markets and reduce the incidence of panic-driven price spikes.

In this sense, among the major achievements of the G20 meeting of agricultural 
ministers in June 2011, is the launch of the Agricultural Market Information System 
(AMIS), which encourages major players in agri-food markets to share data, enhance 
existing information system, and strengthen information exchange and policy 
coordination. All G20 countries have committed to share information on stocks 
and the European Commission has promised to provide this information on 
the basis of EU 27.
Fighting financial market speculation on commodities markets
Agricultural futures have marked a significant increase in recent years due to the 
entrance in the market of non-traditional participants, aiming to diversify their financial 
portfolios. Financial speculation and increased liberalisation of financial markets and 
trade in agricultural products further accentuate the volatility of food prices and 
deepen the global food crisis. 

Detailed trading data on futures markets must be substantially increased to enable 
participants to monitor them closely. Furthermore, significant improvements in the 
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regulation of futures markets must be made. Such improvements are already under 
consideration. The Commission, for instance, is currently reviewing several key 
directives that regulate financial markets including the Market Abuse Directive and the 
Markets in Financial Instruments Directive.

The international community must agree on a global regulation to prevent abusive 
speculation in agriculture commodities.

Reforming the international trade system

Building a transparent, accountable and rules-based multilateral trade system 
to guarantee food access for every country is now a major challenge for the 
international community. Current trade policies, particularly agricultural subsidies in 
rich countries and export restrictions during crises (such as India and Viet Nam’s
decision in 2008 to ban exports of rice), must be reviewed to limit the effects of food 
price volatility. In this regard, the EU commitment to gradually phase out export 
subsidies, in parallel with similar measures being taken by WTO partners, must be 
pointed out.

Flexible biofuel policies 

In recent years, agriculture outputs have increasingly been used for biofuels, thus 
linking the volatility of oil markets to the volatility of commodity markets and 
contributing to food price rises and to food insecurity.

The elimination of distorting fiscal incentives and subsidies in support of biofuels
would result in biofuels being produced only where it is economically feasible to do 
so, thus limiting the impact of biofuels production on food security. Moreover, 
countries with support regimes for biofuel production or consumption should adjust 
their biofuel policies when markets are under pressure and food supplies are 
endangered.

Establishing safety nets

The provision of subsidised food or cash to the poor through flexible safety nets 
improves their ability to cope with rapidly increasing food prices and prevents 
households from reducing expenses on important activities, such as health and 
education. Besides safety nets at the international level, countries themselves need to 
explore or reinforce measures to protect the most vulnerable, including through 
emergency food reserves. Such reserves should not try to fight volatility, but to 
mitigate its consequences by providing poor people with direct access to food or cash. 


