C 2009/2 THE STATE OF FOOD AND AGRICULTURE
INTRODUCTION

At the G8 Summit in Japan leaders voiced their deep concern “that the steep rise in global food prices, coupled with availability problems in a number of developing countries, is threatening global food security”. The crisis caused by soaring food prices was followed in rapid succession by the most severe global financial and economic crisis witnessed in the last seventy years. Both the prospects for recovery from the economic crisis and developments in agricultural markets are critical for the world’s poor and hungry and for the possibility of moving towards rapid and sustained progress in hunger reduction. [par.1-3]

TRENDS IN GLOBAL FOOD SECURITY

FAO projections point to an increase in the number of undernourished people in the world to 1.02 billion during 2009. Since the mid-1990s, the number of undernourished people has been increasing, despite a continued decline in the proportion of undernourished people to 16% of the developing country population and 13 % of the world’s population in 2004-06. The recent crisis has led to an increase for the first time in decades in both the absolute number and in the share of undernourished people. [par.6-7]

AGRICULTURAL PRICE DEVELOPMENTS – HIGH VARIABILITY OF BASIC FOOD PRICES

International food community prices have decreased in the past year, although high by historical comparison, and in many cases domestic consumer prices have been slow in receding. The FAO Food Price Index attain a historical peak in June 2008 of 214, more than twice the level of the base period and 139 % above the average of the year 2000. [par.8-9]

Causes of the prices declines: faltering consumer/import demand; conditions of limited credit; lower bio-fuels feed stock demand; significant crop supply response in 2008; and lower input prices. [par.10]

DOMESTIC FOOD PRICES IN DEVELOPING COUNTRIES

A lower food price in domestic markets appears to have been slow or delayed. Retail-level food-price increases became a concern in both developing and developed economies alike in 2008. [par.11]

MEDIUM-TERM PROSPECTS FOR INTERNATIONAL AGRICULTURAL COMMODITY PRICES

Commodity prices for food productions remain high in 2009 by standards of the past ten years. OECD and FAO project food commodity prices to remain at these levels or to increase over the medium term. Prices remaining at these higher levels over the medium term are largely contingent on three important factors: 1. biofuel consumption mandates in several countries, 2. crude oil prices, 2. slowing of agricultural productivity. [par.15]
AGRICULTURAL PRODUCTION
Global agriculture production grew by 3.8 % in 2008, as a number of countries expanded production in response to the higher prices. The agricultural supply response in 2008 was different by region. Most of the supply response originated in the CIS countries of Europe and the industrialized countries. The most significant quantitative response came from industrialized countries, which also dominate export markets. Estimates for the developing countries as a group indicate almost no above-trend production, with below trend-growth in Latin America and a small decline in output Asia. [par.16-18]

Global agriculture expansion in 2008 was modest and confined to countries that are traditional cereal exporters supplying global markets. The prospects for growth in agriculture production in 2009 also appear limited. Production in the CIS and the industrialized countries will not reach the level attained in 2008. Production response by many developing countries may be stronger if higher prices persist in these regions. [par.19]

The industrialized countries have seen the slowest growth over the past decade. Also over the coming decade, growth in agricultural production is projected to be slowest in the industrialized countries, while Latin America, Asia and the CIS countries will see a much more rapid growth. Longer-term growth opportunities in agriculture appear to lie in regions outside of the industrial countries. [par.21-22]
AGRICULTURAL TRADE

Little information is available on a global basis on changes in agricultural trade during the price crisis of 2008. It is also unclear how trade may be affected by recession in 2009 and 2010. For the medium term: real food commodity trade will continue to expand slowly. [par.23]

Medium-term trends in trade in food commodities will imply a changing landscape of international trading patterns. Real net food commodity exports from industrialized countries have been stagnant over recent years, a pattern that is not expected to change over the medium term. As a group, industrial countries will remain excess suppliers to other countries, while developing countries, as a group, will remain net food-commodity buyers. [par.24]

However, within the developing countries a continued significant expansion in net trade is projected from Latin American countries, while the Asia-Pacific and African regions will see a widening of their net import position. Also the CIS countries are expected to emerge as net suppliers of food. An area of particular concern is the continued significant food deficit of LDC countries, particularly those in Africa, which is anticipated to increase in real terms by over 50% in the next ten years, thus further increasing their dependence on foreign supplies. [par.25]

POLICY RESPONSES TO HIGHER FOOD PRICES AND THEIR IMPACT ON AGRICULTURAL MARKETS

Many countries adopted policy measures designed to reduce the impact on their domestic populations: trade, production, consumption, and stock policies. An important question concerns the combined impact of these policy responses on both international and domestic markets and whether uncoordinated policy actions may have the effect of destabilizing international markets by introducing greater price volatility. Measuring the impacts of the complex assortment of policy responses to confront the high food prices is difficult. Even more difficult is disentangling these impacts from the other factors underlying the volatile market situation in 2007-2008 in which these policies were implemented. [par.26-28]

The policy measures which are object of the analysis were introduced into the model according to the time in which they were put in place, starting in the 2007-2008 marketing year, and maintained until the time they were disbanded. The analysis focuses on global rice and wheat markets. Rice markets saw a clear destabilizing effect of policies implemented to address high food prices, with significantly higher international prices in 2007 and 2008 than in the baseline scenario. The most distorting policies in the case of rice were border policies implemented in 2007-08. Stock policies are estimated to have driven global rice stocks up by some 30-35% both years. Production policy measures estimate not to have affected international prices at all in the first few years of the scenario period. Overall, the policies examined are estimated to have increased global rice production in 2007-09, but to have led to decreased global consumption in 2007. [par.29]
For wheat markets, effects on world prices are estimated to have been smaller than for rice. The most significant impact on markets is attributable to production policies, which indeed reduced prices by as much as 6% and induced both higher consumption and production of wheat. [par.30]

The analysis suggests that policy measures implemented for wheat had the effect of increasing production and consumption and lowering global reference prices, but measures implemented for rice destabilized markets without any significant longer-term effect on consumption level. The reduction to zero of mandatory crop-land set aside in the EU was not included in this analysis. [par.31]
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