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Foreword

My motivation for investigating the “global food crisis” in my master’s thesis was partly due to
my medical background. I am therefore very interested in issues regarding health and nutrition. The
other reason was a personal experience with scarcity of food. During a one-year stay in Cuba, [ was
confronted for the first time in my life with food insecurity. It was not a problem of access to food,
but rather a problem of availability. Although I had enough purchasing power at my disposal, [ was
sometimes not able to buy food simply because there was no food in the shelf.

I am very grateful for the great support of Prof. Dr. Anne van Aaken and Prof. Dr. Heinz Hauser.
I would also like to thank all discussion partners for the very insightful and interesting conversa-
tions, namely Iljas Baker, FAO Consultant and Visiting Professor at Mahidol University in Bang-
kok, Elisabeth Biirgi-Bonanomi from the World Trade Institute, Andra Ries and Liliane Ortega of
the Swiss Agency for Development and Corporation (SDC), Prof. Dr. Harold Furr, Visiting Profes-
sor at Mahidol University in Bangkok, Prof. Dr. Barbara Becker of the ETH North South Centre,
Miges Baumann of Brot fiir Alle, Tina Goethe of Swissaid, Samuel Kost of Max Havelaar, and
Reto Brennwald of Swiss Television SF, presenter at the Open Forum Davos 2009.






I. Introduction

The attention of the world is currently focused on the global economic crisis, and the recent
global food price crisis seems to be dropping off the radar. The security of our bank deposits and
the duration of the current economic recession seem to be more of concern in Europe and North
America, where no more than ten percent of incomes is generally spent on food. However, for the
majority of the global population, the reality is a different one. In fact, millions of people are still
exposed to food insecurity due to the skyrocketing of food and fuel prices in 2007 and early 2008:
there has been an increase in the average world price for maize of 300 percent, the price of wheat
has increased by 127 percent, and the price of rice has gone up by 170 percent between 2005 and
mid-2008. As a result, 100 million people in developing countries have been reduced to poverty due
to a reduced accessibility to food." In other words, the real problem of the hungry was their poverty,
which had reached a level where they could not afford basic needs anymore. Nevertheless, it would
be wrong to assume that this recent crisis is only due to the developments of a few months, because
poverty has long been an enduring issue in many developing countries. Moreover, the poor suffered
the greatest setback from increasing food prices, to which they are extremely vulnerable because
food constitutes the largest part of their consumption expenditure. Thus, hunger is not only a symp-
tom of the current price crisis, but also, and even more importantly, an expression of a deeper global
imbalance. The world’s poor, particularly the urban populations, have been priced out of the mar-
ket, what the United Nations (UN) calls a “new face of hunger”.2 They took to the streets in protests
calling for national and global attention and demanding that their governments quickly and ade-
quately address their condition, since they rely exclusively on international markets for their food.
Their rural counterparts, however, have been silently suffering for decades outside the media spot-
light, although they have suffered from similarly harsh deprivation.

In the recent situation, high food prices have not only undermined the most basic human right,
namely the right to adequate food, but they have also threatened to destroy all of the development
work of the last years. In particular, they impede the achievement of the first Millennium Develop-
ment Goal (MDGl1), which aims to eradicate hunger by 2015, and those MDGs that relate to child
mortality, maternal health, and basic education.’

In the context of this thesis, I will aim to answer a two-fold research question:

(i) In the first, analytical part, I will try to shed empirical light on the recent global food crisis.
To begin with, is there a food crisis at all? If so, what are its manifestations and what are the
underlying causes?

(ii) In the second, normative part, I will first prepare a critical assessment of short-term policy
responses that have been devised and implemented so far. Based on this assessment, I will
offer long-term policy recommendations.

! Zoellick, R. 2008. online
= UN in Borger, J. 2008. online
* World Bank. 2008a. p. 3



This present thesis will discuss the global food crisis from a bird’s eye view. A deeper analysis
looking at country-specific issues is beyond the scope of this paper, although such an in-depth ap-
proach would likely shed further light on the topic at hand. The former approach was chosen for the
purposes of the present investigation because the price crisis is a global issue that can only be ad-
ministered comprehensively at the international level. In other words, the price crisis can only be
resolved in the long-term by a global policy response, whereas individual and uncoordinated coun-
try-specific measures would be insufficient. Therefore, our investigation is not so much focused on
the manifestations of and responses to the crisis in a particular state or region, but rather on a broad
general understanding of its eruption and policy answers from a development perspective. The topic
is developed on the basis of a literature analysis, particularly taking into account current research
results and recent events. In addition, the analysis is based on discussions with experts and on the
results of workshops and discussion panels.

Therefore, the remainder of this paper is structured as follows: The analytical-diagnostic part be-
gins with an examination of the nature and scope of the global food crisis. The goal is to determine
whether there was any crisis at all. Based on this section, chapter 2 will focus on the manifestations
of the global food price crisis. The aim is to show its impacts on different levels in order to lay the
groundwork for the discussion of measures to redress them. A detailed reconstruction of the broad
causes of the crisis is provided in chapter 3. Thereafter, the discussion moves from the first analyti-
cal study to the normative part; chapter 4 assesses short-term policy responses to the crisis at the
global and particularly at the general national levels that have been implemented so far. Our analy-
sis establishes that most of the immediate answers do not cure the underlying causes, and are often
inadequate. Based on this insight, chapter 5 will offer long-term policy recommendations dealing
with very fundamental failures in the global food system that differ substantially from the already
implemented responses. A summary of the discussion and an outlook is provided in chapter 5 by
way of conclusion.

Figure 1: Organisation of the Paper

Problem Definition — A Global Food Crisis?

II. Analytical- Diagnostic Chapter 1
Part 1 l
Implications Causes
Chapter 2 Chapter 3
— _/

== JII. Normative Part

IV. Conclusion

Source: Own Design



II. Analytical-Diagnostic Part

1 Nature and Scope of the Global Food Crisis

This chapter assesses the nature and scope of the global food crisis. Therefore, the actual concept
of a “crisis” is discussed firstly, and in a second step it is examined whether there is such a phe-
nomenon as a global food crisis by analyzing the recent and historical evolution of global food
prices. The findings will then be presented in section 1.2.3.

1.1 Whatis a Crisis?

“Let us take today’s global food crisis as an early warning™, “the global food price crisis is far
from over”,” “‘new deal’ to help ward off a food crisis™ — these are just a few examples of head-
lines filling the news at the beginning of 2008. But what does the term “crisis” really mean and
what are the general characteristics of a crisis? ,,Crisis* is a multifaceted and quite general term that
is often used carelessly and thus requires further clarification and definition in order to evaluate
whether a crisis is underway or not. The word “crisis” originally comes from Greek and literally
means “decision”, and can also describe a “decisive moment” or a “turning point™.” I will use the
term to refer to a specific moment and short-term event with extreme conditions, resulting for in-

stance from a socio-economic shock.

1.2 Is there such a thing as a Global Food Crisis?

Based on this definition of a crisis and in the light of the current and past context, the following
section aims to answer the question of whether there really has been a global food crisis recently.

1.2.1 Recent Developments and Future Expectations of the Global Food Prices

Against the background of strong global economic growth in 2004-07, global prices of basic
food commodities rose steadily since 2006, increasing sharply throughout 2007 and in particular un-
til mid-2008, as figure 2 shows. The International Monetary Fund’s (IMF) index of internationally
traded food commodities prices increased by 130 percent in nominal terms from January 2002 to
June 2008, and by 56 percent within only 18 months from January 2007 to June 2008.% Remarkably,
prices of all major food and feed commodities increased sharply.’ The prices of grains in particular
increased most steeply from 2005 until mid-2008: The price of maize increased by 300 percent,
wheat prices rose by 127 percent, and rice prices increased by 170 percent.m The prices of diary
products, meat, fat, and oils also increased significantly, and the prices of other food such as sugar,
citrus, bananas, shrimps, and meat rose by around 48 percent during the same period.

* Sheeran, J. 2008. online

® Reuters. 2009. cit. in Flex-news. 2009. online
® BBC. 2008. online

7 Crisis

# Mitchell, D. 2008. p. 2

° FAO. 2008b. p. 41

' Mitchell. 2008. p. 3



Figure 2: Global Food Prices in the Short-term (2002 — mid-2008)
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Source: UN. 2008a. Slide 2.

Since the price peak in June 2008, global market prices for most agricultural commodities have
fallen considerably and swiftly, even if they still remain above their longer-term trend levels."! Fur-
thermore, the Organisation for Economic Co-operation and Development (OECD) expects two spe-
cific price developments for the future. Firstly, prices are likely to stay at higher average levels over
the medium term than in the past decade, and secondly, price volatility will be even higher in the fu-
ture than in the past.'?

1.2.2  Food Price Particularities — A Historical Analysis

The historical patterns of price changes are significant for identifying trends and particularities of
food prices. When considering the evolution of annual average world food prices from 1960 to 2007
in figure 3," two features can be observed: Firstly, the development of prices and the world food
commodity markets was marked by a high degree of price volatility during the past 30 years. Food
prices are very sensitive to short-term shocks to both demand and supply for two reasons: On the
one hand, the inelastic nature of supply and demand creates exaggerated changes in price due to the
slow response to changes in price, both on the supply side and on the side of demand for food. On
the other hand, the psychological aspect involved in shaping the demand for basic food needs means
that the prices in this sector are more volatile than in other markets. For instance, if a hurricane last-
ing a few days is expected to arrive, people tend to hoard and buy enough food for one month. The
second observation is the structural decline in real prices resulting from increased productivity, sub-
sidies and agglomeration of wealth. Against this background, the experienced recent food prices
were indeed high, but still slightly lower then during the food crisis in the 1970s. However, should
food prices remain more or less where they are today, that would constitute a significant shift away
from the low food prices of the past."* To put it in a nutshell, the price spike of mid-2008 was nei-
ther the only nor even the most major one in the last 40 years.'?

'" Von Baun. 2008a. p; 3, FAO. 2009a. online

"2 OECD-FAO. 2008. p. 4

'3 Figure 18 of the Annex illustrates more details on developments for wheat, coarse grains, rice and oilseeds.
' Buntrock. 2007. online

'* OECD. 2008a. p. 3
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Figure 3: Long-term Development of Global Food Prices (1969 - 2007)
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Source: IMF & US Bureau of Economic Analysis cit. in Buntrock. 2007. online

1.2.3 Interim Conclusion

This chapter discussed whether there was such a thing as a global food crisis. Based on the defi-
nition of a crisis cited above, and in the recent context of global price development as well as in the
light of past developments, the answer is that there was no global food crisis. The preceding analy-
sis shows in particular the importance of isolating two issues and making the following distinctions:
Firstly, the world was affected by a food price crisis resulting from soaring commodity prices
throughout 2007 until mid-2008. This temporary price increase grievously affected many impover-
ished people in developing countries'® who are especially vulnerable to price shocks due to propor-
tionally large expenses on food staples and due to the lack of effective safety measures. Conse-
quently, the crisis comes from the price, rather than from the system. Secondly, there have been
fundamental structural problems in the global food system for decades that have been casually re-
ferred as a crisis. Yet, as I understand it, the term “crisis” creates some tensions and contradictions,
since it is refers to a short-term situation, which is why I will use the expression “fundamental prob-
lem” or “failure in the global food system”. These failures in the system have to a large degree con-
tributed to, and been reinforced by, the recent price crisis, and thus constitute the major reasons why
the recent crisis is so severe and difficult to overcome. The price crisis has torn apart the weak food
system — which has already produced millions of poor — and put entire populations at risk of pov-
erty, with millions of people who were already living in borderline conditions falling prey to sys-
temic failure. To sum up, what we are confronted with is not a global food crisis, but structural fail-
ures that led to a price crisis in the global food system.

' For analytical and policy purposes, this thesis will classify countries according their per capita gross domestic product
(GDP). The term “developing countries™ refers to both low- and middle-income countries with a GDP per capita of
less than US$ 11,456, while “developed countries” are those with a higher GDP per capita (World Bank. 2009a.).

o1l -



2 Manifestations of the Global Food Price Crisis

In order to come up with effective remedies against the crisis, policymakers are required to com-
prehend its effects and the degree to which the country and its people are exposed to risks or oppor-
tunities presented by the higher food and fuel prices.'” The manifestations of the crisis are most
strongly felt in the poorest countries, especially Sub-Saharan Africa and Southeast Asia. As the
price of imported foodstuffs soared, coupled with diminishing food stocks, global food and nutrition
security was jeopardized, creating a host of humanitarian, socio-economic, developmental, envi-
ronmental, political, and security-related challenges.'® Therefore, the present chapter addresses the
most striking impacts at different levels. It will first analyze the impacts on the global and regional
levels, followed by an examination of the national level; and thirdly address the impacts as felt at
the level of households and individuals. The matter of who stands to gain and who to lose in the
price crisis will be addressed in the last paragraph.

2.1 Impact at the Global and Regional Level

The global food price crisis is associated with a 3-5 percent increase of global poverty, equiva-
lent to a total of 100 million more impoverished people.'9 Furthermore, the World Bank (WB) esti-
mates that by the end of 2008, up to 967 million people will be under-nourished, 44 million people
more than in 2007, largely due to the rise in global food prices. In fact, hunger and under-nutrition
are the biggest threats to public health because every day, 25,000 people starve — including more
than 10,000 children.” The most precarious aspect of this development is that the poverty reduction
gains of the last five to ten years are undermined, and consequently, the first MDG target — eradicat-
ing extreme poverty and hunger by 2015 — is becoming increasingly difficult to achieve.”’ The
number of “new poor” is certainly alarming, but is only part of the story. The impact on those who
were already poor at the beginning of the crisis may be less visible; however, their case may be
even more dramatic as they descend still deeper into poverty, with long-term consequences.

At the regional level, the situation of food insecurity is of most concern in Asia and sub-Saharan
Africa. In 2007, a record number of 47 countries faced food crises requiring emergency assistance:
27 of these countries were in Africa, ten in Asia, and the remaining ten in other parts of the world.2
Africa and Asia together already accounted for 750 million, or 89 percent, of the world’s hungry in
2003-05, and the recent price rise has pushed an additional 41 million people in Asia and 24 million
in Sub-Saharan Africa beneath the hunger threshold, as figure 4 depicts.”

'7 Benson, Minot, Pender, Robles & Von Braun. 2008. p. 2
' UN HLTF. 2008. p. 1

' World Bank. 2008a. p. 3

* UN HLTF. 2008. p. 14

*! Ivanic & Martin. cit. in World Bank. 2008b. p. 4

* FAO. 2008c. p. 19

3 FAO. 2008d. p. 6
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Figure 4: Impact of High Food Prices on Numbers of Undernourished by Region (2003-05 - 2007)
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Source: FAO. 2008d. p. 7

2.2 Impact at the Country Level

The impacts of soaring food and fuel prices are felt globally, but differ strongly across countries.
Certainly, developing countries are more vulnerable than wealthy nations, and the least-developed®*
(LDCs) and low-income-food-deficit countries® (LIFDCs) are the most seriously affected ones,
with macroeconomic stability, long-term growth, and political stability endangered to a high de-
gree.26 Factors such as cereal imports as a share of total imports, the capacity to finance imports via
export earnings, or the price elasticity of imports determine the degree of the impact.?’ In the fol-
lowing, macroeconomic and political impacts are briefly examined.

2.2.1 Impact at the Macroeconomic Level

A) Price Transmission and Inflation

At the country level, the actual impact of global food prices on domestic economies depends, in-
ter alia, on the extent to which the food price changes are transmitted to local markets. Price trans-
mission varies greatly across countries, owing to various factors such as exchange rates, domestic
infrastructure, trade policies, and price stabilization policies, to name just a few.? Aker of the Cen-
tre of Global Development supports this argument and also mentions integration with global mar-
kets, national and regional agricultural production, relative demand for imported and local goods,
and the elasticity of demand as criteria.”” Furthermore, soaring global food prices contribute to
overall inflation, but to very different degrees across countries.”® Consequently, if food prices in-
crease, everything is likely to become more expensive, but wages often adapt only slowly, if at all.

* LDCs represent a separate group that is characterized by low income (GDP per capita lower than US$750), weak hu-
man assets, and economic vulnerability (UNCTAD. 2002)

> LIFDCs are poor and their imports of basic foodstuffs outweigh exports (FAO. 20080.)

% FAO. 2008e. pp. 17-19

T FAO. 2003. p. 7

¥ World Bank. 2008b. p. 2

* Aker. 2008. p. 3

3 World Bank. 2008b. p. 2
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For instance, assuming that the economies are open and well integrated into the world market,
increased prices for internationally traded agricultural commodities (e.g., wheat) cause a relatively
high pass-through in developing countries where the food baskets include in large part unprocessed
goods.”! In contrast, this does not apply to untradeable commodities (e.g., cassava) where the global
price increase is unlikely be directly transmitted. Another example is the variance in the degree of
price transmission in India and China and in low-income African countries, where in the latter
countries, the transmission is much higher (compare [cf.] figures 19 and 20 in the annex).” Conse-
quently, international commodity prices and local retail food prices cannot be directly linked, and
they do not automatically change in the same direction and to the same extent.> Moreover, global
prices and the domestic prices in poorer nations are increasingly converging because those nations
are rarely in a position to shield themselves from global price shocks. Nevertheless, the point is that
many countries have experienced sharp increases in domestic prices, even though they may have
been less dramatic than price changes on the world market. In fact, the impact of high food prices is
expected to be larger in those countries that rely more on commodities whose prices have experi-
enced the largest increases.**

B) Balance of Payments

High food prices have an impact on a nation’s balance of payment; in particular, they trigger
changes in terms of trade, as shown in figure 21 in the annex. While 65 out of 196 countries are net
food™ exporters and benefit from higher food prices due to better export earnings, the majority are
net food importers and stand to lose from this development, since they now have to spend more for-
eign currency on their food.”® LDCs and LIFDCs are most affected due to their limited resources of
foreign currency and high vulnerability to food insecurity.”” There has thus been a substantial in-
crease in the global cost of imported foodstuffs, with the total global import bill estimated at around
US$745 billion (bn) in 2007, which is 21 percent more than the previous year and the highest level
on record.*® The Food and Agriculture Organization of the United Nations (FAO) states that in
some poor countries, augmented food import bills, along with decreased purchasing capacity might
lead to substantial widening of the current account deficit, which in turn could affect other macro-
economic variables, for instance the exchange rate, the reserve position of the national bank, or in-
creased indebtedness.*’

*' OECD-FAO. 2008. pp. 37-38, World Bank. 2008b. p. 2

32 Von Braun. 2008e. p.2

¥ OECD-FAO. 2008. p. 37

3 World Bank. 2008b. p. 2

% “Food" includes meat, diary products, grains, fruits, and vegetables. It does not include cash crops and feeds.
3 Ng & Aksoy. 2008 p. 6

T EAO. 2008e. p. 17

* Diouf. 2007. p. 3

* FAO. 2008e. p. 17
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