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Key messages

1. Global trade in food products continues to expand rapidly, but the structure and pattern of trade differs significantly by commodity and by region. Key drivers of production and demand, including trade and related policies, shape these patterns in different ways, with potentially important implications for food security.1

2. Greater participation in global trade is an inevitable part of most countries’ national trade strategies. However, the process of opening to trade, and its consequences, will need to be appropriately managed if trade is to work in favour of improved food security outcomes.

3. Trade affects each of the four dimensions of food security: food availability, access, utilization and stability. The interaction of trade with these dimensions is complex and depends on a variety of underlying factors, producing great differences in country experiences and making it difficult to ascertain a generalizable relationship.

4. The relationship between the level of engagement in trade and food security is influenced by the way food markets work, by the ability and willingness of producers to respond to the changing incentives that trade can bring, and by the geography of food insecurity, each of which needs to be accounted for in the formulation of trade policy interventions.

5. Trade and related policy objectives address different dimensions of food security, will differ across countries, and will change over time. The appropriateness of alternative trade policy options is largely determined by longer-term processes of economic transformation and the role of the agriculture sector within these.

6. Episodes of food price spikes are important for their potential negative impacts on food security. Geopolitical and weather uncertainties, as well as government responses, are likely to exacerbate these episodes in the future, with increasing potential for disruptions to trade flows. The likelihood of price spikes, even if episodic, needs to be factored into longer-term decisions related to the management of trade in food and agricultural products.

7. Trade and food security concerns can be better articulated in the multilateral trading system through improvements to the World Trade Organization’s Agreement on Agriculture. However, the right balance needs to be struck between the benefits of collective action brought through disciplines on the use of trade policy, and the policy space required by developing countries, the identification of which needs to be informed by specific country-level needs.

8. Shifting attention from the pros and cons of specific policies towards addressing weaknesses in the governance processes of agriculture and trade policy-making will improve identification of required policy space and its appropriate use. Strengthening these processes requires building synergies to increase policy coherence for food security, to enable governments to balance priorities in the design of trade policies, and to improve their compliance with regional and global trade frameworks.
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Foreword

Achieving the eradication of global hunger by 2030 is a key objective of the United Nations system as reflected in the new post-2015 sustainable development agenda. As patterns of consumption and production continue to evolve, trade in agricultural and food products will play an increasingly important role in ensuring that growing demands from food-deficit countries can be satisfied.

Global trade in agricultural and food products has grown rapidly in recent decades, with countries becoming more engaged in this trade, whether as exporters or importers. However, the manner in which countries should increase their engagement in trade is subject to significant debate.

Making trade work for, and not against, improved food security and nutrition is a key challenge for policy-makers. While opening to trade can increase the availability of food in importing countries and put downward pressure on consumer prices, it also brings potential risks with it. A greater reliance on international markets can leave countries vulnerable to short-term market shocks, both those resulting in tighter supplies and increased consumer prices, as well as those resulting from surges in imports and consequent depressions in producer prices.

Opening to trade too quickly can undermine domestic production in import-competing sectors – a particular issue during earlier stages of agricultural transformation when the agriculture sector still has a key role to play in driving wider economic growth and as a source of employment for the majority of the rural poor.

Although countries with the ability to increase exports are expected to benefit from increasing trade opportunities, trade expansion is not without its risks for these countries either. Increased levels of exports can put upward pressure on domestic consumer prices, which is a particular concern during periods of below average production. Conversely, rapid falls in commodity prices, such as those observed in the dairy sector during 2015, can create significant difficulties in countries pursuing an agricultural export-led strategy.

The existence of such risks lies behind most countries’ propensity to manage trade in agricultural and food products. Food security and nutrition objectives, particularly in lowand middle-income countries, often provide a key and legitimate rationale for intervention through trade and related policy. Such policies may be targeted at improvements in one or more of the four dimensions of food security and nutrition: availability, access, utilization and stability.

However, the design of appropriate policy interventions in the management of trade has proved to be very challenging. Policy-makers need to balance the concerns of different national constituencies, which will be differentially affected by greater openness to trade. They also need to balance the achievement of national food security and nutrition objectives with their obligations under trade agreements to minimize any potentially negative effects of their actions on their trading partners.

Complicating matters further is that the appropriateness of alternative trade and related policy interventions will differ across countries, depending on their level of agriculture sector development and the potential role of these sectors in contributing to improved food security and nutrition, and will change over time as these sectors develop. Such challenges have contributed to intense debates as to whether, and how, countries should manage trade in agricultural and food products.

This edition of The State of Agricultural Commodity Markets attempts to clarify the role of trade in contributing to improved food security and nutrition and to contribute to the debate on the rationale for, and approaches to, managing trade in agricultural and food products. It cautions against attempting to identify the “best” set of policy instruments for managing trade, recognizing that this will be highly context-specific.

Rather, the publication encourages practitioners to place more emphasis on strengthening the policy processes that guide the design and implementation of trade and related policy. Such processes, whether at the level of the post-2015 sustainable development agenda, multilateral or regional trade negotiations, or national development strategies, all suffer from weaknesses in coordination that reduce their effectiveness. Strengthening these processes, particularly the levels of coordination among organizations responsible for trade, agriculture and food security strategies, will be imperative if trade in agricultural and food products is to realize its essential contribution to the elimination of hunger.
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1.

Agricultural trade in a changing global landscape: context, trends and prospects

As food prices rose sharply between 2006 and 2011,2 the issue of feeding the world came to the forefront of both the development agenda and, because of the increasing role that trade will need to play, the international trade agenda.3

By 2050 the world’s population will reach 9.1 billion, 34 percent higher than today. Nearly all of this population increase will occur in developing countries. Urbanization will accelerate, with about 70 percent of the world’s population expected to be urban, compared with 49 percent today. To feed this larger, more urban and potentially richer population, food production will need to increase by 60 percent from the 2005–07 baseline to 2050.4 An estimated annual average of US$83 billion of net investment in developing country agriculture will be required to deliver this production increase.5

Meanwhile, the geography of poverty is changing. Incomes in developing countries have been converging with those in rich countries since the 1990s, as growth has accelerated in developing economies while slowing in developed ones. These development patterns have been transforming the world’s income distribution.6 Poor people used to live in poor countries, but today there are 1 billion extremely poor people living in middle-income countries such as India and Nigeria.7 Economic growth is continuing to narrow the gap in wealth and economic power between developed and developing countries. Geopolitical power is shifting towards a growing, heterogeneous group of middle-income countries. International trade has played a major role in this redistribution of resources and power. Evolving patterns of agricultural trade reflect the changed geopolitical dynamics, as does the development of global value chains.

This evolving global landscape has repercussions for the patterns, composition and governance of agricultural trade. An improved understanding of the drivers and implications of these evolutions is critical in providing the context in which discussion of the relationship between trade and food security should be set. Data and analysis on current market drivers are key, but understanding of how markets are evolving and their future prospects is also important in identifying the most relevant issues for discussion.

[image: Image] Evolving composition and patterns of trade

Trade of agricultural products has continued to expand, driven by high demand, particularly in emerging economies. The value of global agricultural exports nearly tripled between 2000 and 2012, while agricultural exports increased by about 60 percent in volume terms over the same period.8 With global demand for agricultural products expected to remain firm in future decades, this evolution is expected to continue. The OECD-FAO Agricultural Outlook9 examines the consequences of the interplay of supply and demand factors to project the likely evolution of production, consumption and, as a result, net trade. It projects that the increasing divergence in trends in net trade in agricultural products by region since 2000 will widen further in the period to 2024 (Figure 1).

Many regions are expected to increase their reliance on trade, either as net exporters or net importers. Asia has been the fastest growing net importer, with a sharp increase after 2007, driven especially by China’s evolution to net-importing status for many agricultural commodities. Latin America has become the largest net exporter of food, with significant production growth outstripping sustained consumption growth. North America follows as the second largest net exporter, but more as a result of stagnant consumption in the region than of production growth. Eastern Europe and Central Asia is shifting from being a net importer to becoming a net exporter. By contrast, sub-Saharan Africa’s net imports have been growing, primarily because of population growth, while the Near East and North Africa is rapidly becoming a net importing region as food production is unable to keep pace with growing demand.

Changing consumption patterns are a major driver of this evolution. Per capita consumption of animal protein in developed countries appears to have reached a plateau, as has per capita consumption of staples in developing countries in aggregate, although in many countries there remains an excess demand for staples among the poor. In developing countries, increases in incomes, population and urbanization – albeit occurring at different rates – are contributing to changes in lifestyle habits and dietary structure. Typically, the shift from a traditional cereal-based diet to a more protein-rich and diversified diet results in changes in the composition of trade, as global consumption tends towards value-added products, including processed and prepared foods, and developing countries account for a growing share of global consumption. More than 95 percent of consumption growth between now and 2024 will be in the developing world.10
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At the global level, the share of processed products in agricultural exports remained constant between 2001–04 and 2009–12, at approximately 41 percent, while it shrank in least-developed countries (LDCs), from 31 to 26 percent. Over the same period, the share of raw commodities in the total value of agricultural exports increased substantially in LDCs, from 37.8 to 48.5 percent, and in landlocked developing countries, from 33.5 to 46.7 percent. By contrast, in small island developing states, the proportion of unprocessed exports declined from 52.9 to 38.3 percent, while the share of processed products increased from 37.8 to 48.3 percent. Total agricultural exports increased substantially for all product categories and country groupings (Figure 2).

Food use is also changing. While cereals remain the core of human nutrition, their contribution to industrial uses has been increasing and will continue to do so in the coming decades. At the global level, food remains the most important use of cereals, but the demand for animal feed is the fastest growing in the cereal sector, in line with shifting dietary preferences. After rapid expansion over the past decade, ethanol use currently accounts for 12 percent of global coarse grain consumption.11 Although the expansion of maize-based ethanol is expected to slow down significantly in the coming years, projections suggest that this use of coarse grains will remain significant in the developed country aggregate and may also emerge in the developing country aggregate (Figure 3).

Regarding market dynamics for specific crops, oilseeds are expected to gain in importance, supported by a strong demand for vegetable oils and protein meals. Sugar consumption will also grow rapidly, notably in the developing countries, while it will show little or no growth in many developed countries because of saturated consumption levels and competition from other sweeteners. Growing incomes, urbanization and the globalization of eating habits all contribute to more food being consumed ready-made, increasing the consumption of meats, vegetable oils and sugar. These three categories now account for 35 percent of the caloric intake per capita in developing countries, increasing from 30.1 percent in 2002–04 (Figure 4). They are important components in human diets and constitute a crucial source of energy, especially in many developing economies. At the same time, increasing consumption of vegetable oils and sugar in processed and packaged food is raising nutrition concerns.
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Changes in the importance of certain crops are reflected to some extent in changes in the composition of exports, with increased exports of high-value commodities, such as meat, ethanol, sugar, oilseeds and cotton, from the Americas (Table 1).

Counterposing production and consumption trends provides an indication of likely trends in the net trade position of different commodities by region. Figure 5 shows the evolution of trade in major products in the main developing country regions. Points above the 45-degree line denote net export status and those below net import status. For each of the main crops and products, the production/consumption position in 2012–14 and the projected position in 2024 are plotted. The direction of change in net trade status is indicated by the arrows connecting these positions.

The contrasts among regions are significant. In Africa, all major commodities are in net import status, and this situation is expected to intensify over the next decade, particularly for higher-value products. By contrast, in Latin America, most major commodities are in net export status, especially coarse grains and sugar. Asia – by far the largest consuming and producing region for all commodities except beef – displays a more balanced trade trajectory, with most commodities remaining net imports, but with rice and vegetable oils in slight surplus.

Rapidly growing Asian economies are expected to continue to account for the greatest share of the increase in global food consumption. In Africa, population growth will drive significant increases in total consumption, despite per capita consumption in the region being much lower than in the rest of the world. By supplying these two regions, a number of Latin American countries are positioning themselves as major global suppliers.

Exports of agricultural commodities tend to be concentrated in a few countries and regions, while imports are dispersed over a larger number. The United States of America, the European Union (EU) and Brazil are expected to remain among the top exporters, with some exports highly concentrated in one country, such as sugar from Brazil, which accounts for more than half of global sugar exports, or coarse grains and pork from the United States of America, each accounting for one third of its global export market. Kazakhstan, the Russian Federation and Ukraine are becoming prominent cereal exporters, particularly of wheat, with the share of the three countries expected to reach 22 percent of the world’s total wheat exports in 2024.12 While international trade is of vital importance in smoothing the risks associated with disruptions to supplies that would result from reliance on domestic production alone, heavier concentration on few suppliers could introduce other types of risks, such as those driven by the sudden and unexpected adoption of trade measures.
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2.

Evolving market structures

Another characteristic of global markets is that they are often segmented, with implications for the potential destinations of traded commodities. Figures 6 and 7 illustrate this point. The rice market is segmented along regional lines, with the bulk of trade occurring in the region of origin. By contrast, the soybean market is dominated by exports from three American countries to China and a small number of importing developed and middle-income countries. The soybean market and the more complex cattle markets are notable for the absence of low-income countries, reflecting these countries’ limited engagement in trade of such higher-value products.

[image: Image] The changing architecture of international trade

The patterns of global trade are not only determined by market fundamentals and international trade rules, but – to a growing extent – they are also influenced by other, subtler dynamics.

An increasing share of global trade is taking place through bilateral and regional agreements. The number of regional trade agreements (RTAs) has expanded from fewer than 20 in 1990 to the 262 currently in force. Concluding the so-called “mega-regionals” will raise this share further. Together, the Transatlantic Trade and Investment Partnership (TTIP) between the EU and the United States of America, the Trans-Pacific Partnership (TPP), and the Regional Comprehensive Economic Partnership – which joins the Association of Southeast Asian Nations with other regional partners – would represent more than three-quarters of global gross domestic product (GDP) and two-thirds of world trade.13 By limiting the number of parties involved and focusing on the parties’ strategic areas of interest, RTAs tend to establish deeper trade and economic integration provisions than other agreements, deriving significant benefits from removing non-tariff barriers, harmonizing standards and facilitating trade, rather than reducing tariffs and other formal barriers to market access. For example, more than half of the RTAs contain deeper commitments on sanitary and phytosanitary measures (SPS) than those currently covered by the relevant World Trade Organization (WTO) agreements. As SPS and technical barriers to trade play a major role in determining de facto market access for goods, harmonizing and streamlining these measures within trading blocs has potential for boosting intraregional trade substantially.

A second factor in changing the patterns of global trade is that intrafirm trade is gaining ground with the emergence of global value chains and vertical integration. In the United States of America, for example, intrafirm trade flows accounted for 48 percent of goods imports and 29 percent of goods exports in 2010. In multinational companies, internal procedures and standards may play a far greater role in determining volumes and conditions of trade transactions than government trade policy does. Another important issue in the context of intrafirm trade is transfer pricing, which refers to the pricing of goods, services or other assets exchanged among affiliated companies. These prices are used for internal accounting of the companies, and although they are different from market prices, they could affect the general level of domestic prices and trade patterns, through their effects on supply and demand. The extent to which existing trade rules are equipped to deal with the new competition issues arising in this vertical relationship is yet to be seen.14

The implication of these developments is that the multilateral system is becoming less important as a driver of trade expansion, although the WTO still provides the most comprehensive and readily available mechanisms for discussing the application of trade rules and settling disputes among countries. Coupled with the concentration in few countries of both imports and, particularly, exports of agricultural commodities, the evolution in the architecture of global agricultural trade means that actions of one country or a group of countries could have significant spillover effects on the rest of the world. Production variability, turbulence in domestic markets and policy changes in one major importer or exporter could therefore have implications for world markets, affecting global supplies and prices, with potentially significant impacts on food security.

The changing context of agricultural trade is further complicated by the increasing fragmentation of global production and by its reorganization into complex global value chains (GVCs). Recent literature describes the competitiveness of a country and/or its industries by looking specifically at the country’s production of value-added products and its level of integration into GVCs.15
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GVCs have become important links in the relationships among competitiveness, trade, growth and development. Some observers argue that participation in GVCs allows greater competitiveness, better inclusion in trade and investment flows, access to new types of production technology, upgrading towards higher value-added activities, and socio-economic upgrading through potentially more and better remunerated jobs, more sustainable use of resources, and better governance and political stability. Countries that participate in GVCs do not need to develop vertically integrated industries to participate in global trade. They can develop capacities in specific segments of the chain (production, tasks or business functions) and, consequently, even small countries with limited capacities along a value chain have the chance to export goods or services.16

However, the organization of the modern food system into complex GVCs also raises questions about the assumption of competitive markets. In the agriculture sector, there is a high degree of concentration among firms both within countries and internationally, pointing to a lack of competition. Transnational agribusiness companies that dominate GVCs in the food sector are highly mobile and able to invest in developing countries to capitalize on the absolute advantage that may exist in these locations, and this may undermine the comparative advantages of other countries.

Foreign direct investment (FDI) in agriculture, processing and retail operations has increased the global integration of agrifood markets. Players in these segments include state trading enterprises and large private firms, which operate, both domestically and internationally, under market structures with different degrees of competition.

A traditional preoccupation has been the role of large multinational corporations in the global markets of primary products. Some studies17 have pointed to the dominant presence of the four major commodity traders, Archer Daniels Midland (ADM), Bunge, Cargill and Louis Dreyfus. At the same time, these multinational companies are facing increasing competition from a number of new trading companies. The banana market, for example, has been transformed from being dominated by a handful of multinationals controlling production, distribution and trade to become a market with a multitude of operators in both importing and exporting countries, characterized by varied and complex interactions among different segments (Box 1).

If integration is achieved, countries’ increased exposure to trade and foreign investment can result in development benefits through knowledge and technology spillovers and can trigger favourable structural transformations by relocating labour from agriculture to higher-productivity and higher-paying jobs in manufacturing or services.18 However, not all countries will achieve integration immediately. Only those that are sufficiently close to producing in line with global quality standards and efficiency levels will be able to participate. Moreover, involvement and participation in GVCs is not easy, especially for small rural producers, who often have limited access to the knowledge, capital and technology for upgrading their production.
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In emerging and developing countries, strong economic growth and rising income levels, combined with growing urbanization, have changed dietary habits and triggered increases in demand for higher-quality products, and for retail and processed products in urban areas. Increased trade in fresh food products such as fruits, vegetables, meat and dairy products – which are either prone to food safety risks or subject to specific quality demands from consumers – has also increased the need to regulate trade through standards. The increased role of large multinational food and retail companies that emphasize freshness, product quality and food safety has increased the importance of private standards as a way of preventing potential reputational damage and loss in market share from selling unsafe food.

It is interesting to note that despite these more stringent and widespread standards, not only has global agricultural trade increased sharply over the past three decades, but growth has been strongest where standards are most important, i.e. in higher-value products such as fruits, vegetables, fish and fishery products, meat and dairy products. Moreover, the shift towards high-value exports has been most dramatic in developing country regions.19 The need for final consumer products to meet such standards has led to an increased emphasis on quality control within agricultural value chains, and this in turn has affected the way in which global agricultural value chains are organized, with increasing levels of vertical coordination, upgrading of the supply base, and increased dominance by large multinational food companies.


3.

Potential issues related to food imports

[image: Image] Prices as indicators of change

Agricultural markets change over time, sometimes cyclically and sometimes permanently. They are subject to an annual seasonality that is peculiar to agricultural production, but they also show periods of relative calm or instability that can last for several years.

The period from 1999 to 2006, which was one of historically low prices, was followed by an extended period of high and volatile prices from 2007 to 2013. In 2014, markets began to stabilize once again, and medium-term projections point to a return to lower prices (Figure 8). In real terms, prices for all agricultural products are expected to decrease over the next ten years, as productivity growth – helped by lower input prices – outpaces slowing demand increases.20

Falling real agricultural commodity prices are consistent with the expected tendency for long-term decline that is characteristic of world agricultural markets. Low commodity prices, particularly those observed in the 1980s and 1990s, have been cited as an impediment to development in agriculture-based economies, reducing the incentives for investment in production-enhancing technologies, with negative impacts on food security.
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However, experience shows that such declining trends are interrupted by periods of high and volatile prices. These unexpected price spikes can also be a major threat to food security. Recently, the policy debate around agricultural trade has focused on high price levels and short-term policy interventions for reducing domestic price pressures. However, a short-term horizon is not always compatible with implementing policy that is supportive of longer-term structural transformation, as explained in Part III.

[image: Image] Increasing costs of food imports

Combined with higher food prices, the trends in trade described in the previous section have had significant impacts on food import bills in low-income and food-deficit developing countries. The trends in cereal import bills, which increased in both LDCs and NFIDCs, are emblematic (Figure 9).21

The increase in food import bills – combined with the increasing degree to which, in aggregate, developing countries and specific categories such as LDCs, NFIDCs and low-income food-deficit countries (LIFDCs)22 became net food importers in the 1980s and 1990s – has raised growing concerns. FAO data show that food imports to LDCs between 1992 and 2011 increased about fivefold, although a reduction is expected in 2015/16 as food prices continue to fall.

However, net food import status may not be a good indicator of food insecurity. A better indicator may be the size of the nominal food import bill compared with total merchandise export revenues, overall income or GDP, or other metrics of affordability or economic potential to pay for increased food imports. For example, while the food import bill has increased in LDCs, the increase in total exports from these countries has been much sharper (Figure 10). This implies that LDCs’ ability to pay for food imports has increased in aggregate as a result of the overall expansion of trade. The same can be shown of NFIDCs and LIFDCs.
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A declining trend can be observed in the ratio of total merchandise exports to food imports in most developing country regions apart from Southeast Asia and Oceania (Table 2). It can also be observed that the food import bill as a percentage of GDP has remained quite stable in LDCs and LIFDCs, despite some oscillations (Figure 11).

However, while the aggregate data for many developing country regions and categories show declines in the burden of the food import bill relative to merchandise trade revenues, in some countries food imports bill are very high. Moreover, the heterogeneity of countries requires more in-depth analysis of specific country situations, as greater revenues from merchandise exports may not be used to offset growing food imports, and the distribution of these revenues may not increase the access to food of the individuals and/or groups that are more vulnerable to food insecurity.

[image: Image] Longer-term concerns about international food markets

In light of increased prices, and despite increases in the volumes of trade, many countries are concerned about the reliability of global markets as a source of affordable food, given the markets’ susceptibility to shocks and to the actions of trading partners. However, in addition to price increases, other economic, environmental and social factors can also affect trade flows and, therefore, the reliability of markets as a source of affordable food.

Based on research by Chatham House and using the Black Sea and Gulf regions as an example, Box 2 demonstrates how climatic shocks, conflict and congested infrastructure can constrain the potential growth of trade and increase its susceptibility to shocks.
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Part II considers the current and potential future contexts of the relationship between trade and food security.
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1.

Measuring trade and food security: definitions, indicators and approaches

The linkages between trade and food security have been subject to intense debate at both the national and international levels and have become central to many trade-related discussions, including in the context of trade negotiations. At least part of the disagreement on the appropriate role of trade in meeting food security objectives is driven by different perceptions regarding exactly what the concepts “trade” and “food security” refer to. The lack of a clear understanding of how these concepts are measured adds to the difficulty of finding common ground.

In defining trade, it is useful to distinguish trade as the physical and economic exchange of goods and services, from trade policies as the interventions of governments in these economic and physical flows, including the policies governed by trade agreements. In a nutshell, trade is simply the connection between supply and demand through which the exchange of goods and services takes place. The notion of trade considers events that may occur through the forces of technology, demography and other factors, with or without the influence of government intervention.

Trade policies are the interventions that governments make to modify trade or that indirectly affect levels of trade. In economic terms, trade policies usually denote government measures applied when goods and services cross a country’s frontier. They also include domestic support to agriculture, as any government policy that affects production is also likely to affect trade flows. This part focuses on trade, while trade policies are discussed in Part III, distinguishing between trade openness as a state and opening to trade as a policy change.

The concepts of trade utilized have to be quantified to enable analysis of the potential links to food security. For instance, controversies over the virtues or defects of protected versus liberal economies are complicated by the measurement of these concepts. “Protected” and “liberal” are usually not binary categories but refer to different levels of implementation. It is also important to distinguish indicators of outcomes, such as trade as a percentage of GDP, from indicators of policies, such as tariffs or tariff equivalents.23

“Food security” is a descriptive concept first articulated in the area of food policy in the mid-1970s. The concept has evolved and expanded from a focus on food supply at the national level. A widely used definition put forward by the World Summit on Food Security in 1996 states that “food security exists when all people, at all times, have physical and economic access to sufficient, safe and nutritious food that meets their dietary needs and food preferences for an active and healthy life”, while the more explicit distinction from the World Summit on Food Security in 2009 states that the “four pillars of food security are availability, access, utilization, and stability”. These four dimensions of food security are briefly explained in Box 3. To achieve food security, all four dimensions must be fulfilled simultaneously.

For much of the twentieth century, discussion of malnutrition focused on undernutrition, and specifically the lack of sufficient caloric intake. In recent decades, there has been growing attention to the “triple burden of malnutrition”, which refers not only to chronic undernourishment, but also to micronutrient deficiencies – “hidden hunger” – and to obesity and problems associated with being overweight. All three forms of malnutrition are important and can afflict societies simultaneously. Greater awareness of the complexity of malnutrition has informed conceptualizations of food security, which increasingly include over- and underconsumption of calories, and the public health implications of micronutrient deficiencies.24

As food security is a multidimensional concept, organizing and presenting the large array of potential indicators is challenging. FAO provides a set of indicators that aim to capture various aspects of food insecurity grouped according to whether they affect access, availability, utilization or stability (Table 3).

Other approaches present a classification that seeks to measure food security and nutrition in terms of status or outcomes; drivers, determinants and risks; and policy interventions and processes.25 Others have attempted to aggregate indicators into a single measure, such as the Global Hunger Index26 or the Global Food Security Index published by the Economist Intelligence Unit.

[image: Image] Disputed narratives on trade and food security27

The variety of definitions and potential indicators of both trade and food security reflects the difficulties in unequivocally linking the multidimensional concept of trade with the even more multidimensional notion of food security, which can be expanded into food security and nutrition, thus adding complexity. The different interpretations of concepts and approaches and methods of analysis have resulted in a number of disputed narratives, which contribute to a polarized policy debate. One of the most controversial disputes is on food security versus food sovereignty (Box 4).

[image: Image]

In recent years, views regarding the strategy for achieving food security have become progressively polarized, with trade being perceived as a threat by some and an opportunity by others. The “trade as opportunity” narrative emerges largely from neoclassical economics and relies on the ideas of gains from trade predicted by trade theory, drawing on the concept of comparative advantage. This narrative advocates for trade openness as a way of reducing distortions and enhancing efficiencies and stability in the sector, as opposed to the costs of trade protection. The supporters of this narrative promote the idea of self-reliance and regard the concept of food exceptionalism as being inefficient. In this narrative, food security is seen as relying on market forces to drive more efficient allocation of resources, and therefore to increase efficiency in food production, which in turn triggers economic growth, higher incomes and greater employment, thus improving both availability of and access to food (Figure 12). Supporters of this narrative recognize that public interventions play an important role, but would confine these interventions to correcting market failures or modifying the resulting distribution of income, and advocate for targeted policies to achieve these objectives.
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The “trade as threat” narrative emerges from a range of other social scientific disciplines and agroecological science. This narrative is based on the idea that agriculture is not only an economic sector, but also a provider of the public goods that markets alone will fail to provide, hence the “exceptionalism” of agriculture. This narrative results in an alternative vision for food security built on the multifunctional nature of agriculture in society and the multiple values attached to these diverse functions, leading to consideration of the costs of trade liberalization. The result is a strong focus on more “local” agriculture, smallholder farmers and biodiverse farming systems. The supporters of this narrative advocate for a radical reduction in the reliance on – but not the elimination of – international trade for meeting food security needs, and therefore for a stronger role of the state in establishing food policy at the national level, or for food sovereignty at the community level. Each of these approaches raises valid arguments, but also has weaknesses and inconsistencies (Table 4).

These two narratives emerge from different scholarly traditions grounded in their own notions of science.
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Each of them has its own language and they both focus analysis on different themes and have different understandings of the kinds of methods, measures and indicators that provide scientific and legitimate evidence. The difficulty in finding a common point of analysis results in both sides tending to simplify each other’s viewpoint and portray it in extreme forms. For example, those who see trade as an opportunity tend to portray the other perspective as based on a pure form of self-sufficiency. By contrast, those who see trade as a threat portray the other viewpoint as advocating for pure free trade. Both sides dismiss the opposite extreme as problematic for a variety of reasons, and use rhetorical strategies that often result in an either/or approach.

A closer look at the two narratives shows that there are some elements of common ground from which dialogue can be fostered. For example, both narratives stress the importance of self-reliance. The disagreement between the two regards the degree to which trade should be relied on and the extent to which the state’s domestic food policies should, or should not, include measures that might restrict trade. It is therefore important to step back from the rhetoric in the debate and to weigh the costs and benefits of both sides.


2.

Analysing the linkages: a conceptual framework28

Considering the definitions of trade and food security presented in the previous section and the debates regarding the relationship between trade and food security, this section discusses the effects of trade in its primary sense – the exchange of goods and services – on the four dimensions of food security.

A stylized representation of the channels through which trade can affect food security indicators is depicted in Figure 13, which considers interactions in the markets for goods, inputs and factors of production. This depiction extends the framework introduced by the International Food Policy Research Institute (IFPRI)29 by incorporating the explicit links among the different economic variables affected by trade, and the four pillars of food security. The following analysis considers the possible positive and negative effects of trade on the four dimensions of food security, highlighting that short- and long-term effects can work in different directions and that the effects on different pillars can be heterogeneous. For example, increasing food availability through imports is beneficial to food security, but the long-term implications for dietary composition, and therefore the utilization pillar, need to be considered to understand the overall effects on food intake and nutrition.
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Figure 13 depicts three types of relationship: direct relationships between trade and economic parameters; intervening factors that modify these relationships; and relationships with the dimensions of food security. The relationships are influenced by the economic context discussed in the following section, which is followed by discussions of the key relationships and the channels of interaction.

[image: Image] Economic context and growth

The relationship between trade and poverty is a central element of the trade and food security nexus, because poverty, particularly extreme poverty, is a principal underlying factor of undernourishment. While a clearly attributable link between trade and income growth has been difficult to establish, many agree that trade has played an important role in the overall policy package in most countries where high income growth has been sustained over time. Although there is no simple determinant of growth, more open economies tend to grow faster.

At the same time, there is extensive evidence that opening to trade can have very heterogeneous effects on poor households, depending on the type of policies being changed and on complementary conditions. These conditions include the ease with which factors of production can move between activities, and the sector in which the poor work, with those working in export industries generally benefiting from trade expansion, while those working in import-competing sectors that were previously protected may lose.30 Episodes of growth accompanied by strongly worsening income distribution may reduce or wipe out income gains for vulnerable groups, thus affecting their food security (Box 5).31,32

Besides growth in general, it is also important to consider the sectoral composition of growth. Growth in agriculture and food production generates broad employment and income opportunities that can be crucial for food access. To the extent that poverty is the main cause of food insecurity, agricultural growth, which has been demonstrated to have positive effects on poverty alleviation, will contribute to reducing food insecurity.

Agricultural growth is not only pro-poor in reducing poverty and/or increasing the income of the lower quintiles of the income distribution more than others, but it also has larger effects on poverty reduction than growth in other sectors has.33 Exceptions to these results have occurred in developing countries with large inequalities in landholdings, where agricultural growth appeared uncorrelated to poverty reduction. The correlation weakens as a country’s income increases. In richer countries, agricultural growth does not have stronger effects on poverty reduction compared with growth in other sectors.

[image: Image] Direct effects on key domestic variables

Domestic production of food, food prices (at both the farmgate and retail levels), employment and government revenues are key variables that are directly affected by trade and that play an important role in determining the physical and economic access to food of populations suffering from hunger and malnutrition. Trade is endogenous to the economic system comprising these and other macroeconomic variables – while changes in trade affect prices and production, these variables will have an impact on trade flows.
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Another important variable is government operations (expenditure, regulation and services), and the quality and efficacy of governance. Governments’ effectiveness in designing and implementing policies and programmes for food security, particularly those that support rural and agricultural development, is of critical importance in achieving food security objectives.

Two aspects of the effectiveness of governance may in turn be affected by trade. One is whether international trade agreements and frameworks such as the WTO create legal and institutional constraints to the range of possible policies that can be implemented. The other aspect of effectiveness is the availability of resources and whether trade and trade policies have an impact on government revenues through customs duties and export taxes.

In the longer run, trade also affects competition, infrastructure development and the development of marketing channels and distribution networks, as it affects the incentives for public and private investments and new players’ entry into markets. All of these factors play important roles in overall food supply and incomes.

[image: Image] From economic variables to food security indicators

The direct effects of trade on the key variables translate into changes in food security indicators through three main intervening factors: total food supply, household income, and government services.

Production and net trade form an integral part of domestic food supplies, which in turn define food availability. As well as the immediate effects of trade, food supplies are also affected by changes in productivity, the composition of agricultural output, and market structure, all of which can be triggered by changes in trade patterns. Food prices and household income, which largely consists of proceeds from activities such as farming, wages and transfers, determine the purchasing power of consumers. This in turn defines their access to food. These components are all affected by trade through its effect on the reallocation of resources across productive activities and returns to factors of production.

Government revenue and institutional capacities determine the availability of resources and the delivery mechanisms necessary for implementing food security programmes, including those directed to consumers (social protection, education and other services addressing the basic needs of the population) and those directed to producers (government purchases and food stockholding, extension services, rural infrastructure and other types of support). The public sector has a key role in both fostering agricultural development and addressing poverty through income redistribution, affecting availability as well as access. Government services that ensure food safety and consumer rights are also essential for the utilization component of food security. However, the nutritional value of food available to consumers depends not only on government regulation and control systems, but also on market forces that have an impact on the variety and quality of food supplies.

Stability entails sustainable and consistent performance of availability, access and utilization indicators over a longer time horizon. Consistent performance requires coordinated and predictable government policies. A crucial element is risk management in agriculture, addressing both weather variability and market risks. However, stability also depends on external factors that the government may not be able to control, such as global economic turmoil and trade policies of trading partners.

Box 6 outlines some of the effects that trade can have on food security in selected countries.


3.

Trade expansion and the four dimensions of food security

Using the conceptual framework set out in section 2, the possible effects of trade expansion on the four food security dimensions are summarized in Table 5. Key factors affecting the outcomes for each of the dimensions are then discussed.
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Through its impact on agricultural and food production, trade determines national food availability. Trade also affects how food supplies are distributed at the subnational level, across domestic regions, between urban and rural markets, and at different points in time, affecting availability geographically and temporally. Trade can also affect the stability of availability.
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Whether or not food imports displace or complement domestic production is an important consideration when trying to understand the effects of greater levels of imports on domestic food availability. If trade is displacing domestic production there could be less availability overall, especially when imports are suddenly constrained because of restrictions imposed by exporting countries. On the other hand, food imports may simply be supplementing the availability of food without displacing domestic production, responding to growing demand when incomes rise and offering consumers additional supply that is not available domestically.

As shown in Part I, at the global level, agricultural and food trade has increased in all developing country regions. In developing countries as a whole, there is therefore more food production (total and per capita) and more trade. This fact seems to be more compatible with the hypothesis that increases in income and population are, in aggregate, leading to both more food production and more trade than it is with the notion that trade is displacing domestic production (Box 7). There is however a large degree of heterogeneity among countries, and such conclusions therefore need to be treated with caution.
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The period over which expansion in imports takes place is important. If importing countries have time to adjust to increased imports, domestic producers may be able to cope better with the increased competition. On the other hand, sudden changes in import volumes can be disruptive to the domestic economy, creating unemployment or reducing incomes in some sectors and therefore affecting the welfare and food security of some population groups.

As countries become more open to international trade in agricultural products, they become more exposed and potentially more vulnerable to sudden changes in global agricultural markets. For example, import surges – sudden increases in volumes of imports – can hinder the development of agriculture in developing countries if the sector is frequently exposed to fluctuating levels of imports. Even if temporary in nature, an import surge may disrupt domestic production if producers are not adequately equipped to bear market risks, with potentially disastrous impacts on domestic farmers and farm workers through significantly reducing domestic producer prices, and with subsequent redundancies, reduced incomes and foregone multiplier effects in the rest of the economy, which can have negative consequences for food security. In particular, poor farmers who are at the limit of their survival strategies with no appropriate safety nets could be affected severely in the long run, as negative price shocks may imply bankruptcy, with longer-term implications for the welfare of the household (Box 8).

In many developing countries, those involved in agriculture sector activities – producers, traders or processing industries – generally have limited ability to offset the risks associated with the market instability that can result when significant changes in volumes of imported products increase competition on domestic markets or cause falls in market prices, which might reduce returns to investments in domestic agricultural activities. The potential for these disruptions has been used to support arguments both for a more cautious approach to opening agricultural trade and for the establishment of effective safeguards in new trade agreements. The rationale for effective safeguards is discussed further in Parts III and IV.

Another issue that continues to receive considerable attention is whether the expansion of trade may be shifting production patterns at the local level in a way that favours cash crops (or products primarily destined for exports) and displaces food production for family consumption, with negative impacts on food security (Box 9).

In developing countries that have a comparative advantage in producing cash crops, such as coffee or tropical fruits, and that have successfully incorporated smallholder farmers into export-oriented supply chains, growing export earnings can also enable producers to purchase larger quantities, and possibly a wider variety, of food products. Moreover, at the national level, earnings from cash crop exports can help to offset the negative impacts of the growing food import bill at times of high food prices. For example, during the price spikes of 2006–08, the aggregate of low-income developing economies spent substantially more on importing cereals and oils than prior to the price spike. In some countries, the increase in the cost of food imports was offset to a large extent by the higher values of coffee, tea, cocoa, spices, fish and fishery products. Again, the extent to which higher import bills were offset by increased commodity exports differs significantly across countries.
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Access to food, which is primarily determined by the purchasing power of consumers, is affected by trade through the impact of trade on growth, incomes, prices and poverty levels. Broad employment and income opportunities, along with adequate food prices and low food inflation, facilitate economic access. Therefore, much depends on the level, inclusiveness and stability of the growth rate generated by expanded trade. Government budgets for social protection and agricultural development can also play a role.

Stable access can be analysed at the national level and the household and/or individual level. At the national level, access depends on variables such as domestic income or GDP, trade, external financing (including remittances) and foreign reserves. At the household level, access to food depends on the relationship between household income and the cost of minimum household food requirements.

Prices play a particularly important role in determining access to food. They tend to be more volatile than incomes, and sudden changes in prices can trigger severe repercussions for households’ ability to feed themselves. Trade is only one determinant of prices; others, such as domestic marketing arrangements, transportation, availability of storage and, particularly, local weather conditions affecting yields, can have more significant impacts on the prices paid by consumers or received by producers.

For net food-importing countries, opening to trade is often associated with a decrease in food prices resulting from increased supplies and greater competition between foreign and domestic producers. However, a common concern is that employment opportunities in sensitive import-competing sectors may decline and appropriate safety nets and opportunities for transitioning to other sectors to cope with the negative consequences may be lacking, threatening the livelihoods and food security of those who derive their incomes from these sectors.

[image: Image] Utilization

For utilization, which primarily concerns nutritional aspects, the critical issue is how trade and globalization have affected diets. Dietary diversity has been associated with better nutritional outcomes – computed through anthropometric measures such as stunting and wasting34 – and therefore deserves particular consideration. The question is whether expanded trade could result in an accelerated major shift in the structure of diets, and how these changes would affect the nutrition and health status of the population (Box 10).

Empirical studies show that trade has contributed to greater availability and, more important, to more diversity in the average supply available for consumption. Food production in many developing country regions is less diversified than food availability, which also includes imports. Therefore, it could be argued that trade leads, on average, to a more varied diet and could therefore improve nutrition. However, trade is also associated with shifts in consumption habits and the so-called “nutrition transition”, which is having major repercussions for health in developing countries.

It has been argued that trade has played a role in the nutrition transition by reducing prices and increasing the availability of a variety of unhealthy foods, such as those that are richer in calories, poorer in nutrients and higher in saturated fats and salt than more healthy foods.35 However, these effects may also be the result of autonomous demand shifts linked to urbanization and higher incomes and/or the advertisement and cost/benefit calculations of processors, which affect trade, rather than the other way around.

These developments emphasize the need to consider the different outcomes that trade will have for people at risk of undernutrition relative to those at risk of excessive consumption, for urban compared with rural populations, and for the poor relative to the rich, with the risk that poor consumers may be more susceptible to adopting unhealthy diets than are wealthier consumers, who have access to more resources and information. In Brazil, China and India, increased production and consumption of vegetable oils, and changes linked to market reforms had the effect of integrating the three countries into the global soybean oil market, thereby facilitating the dietary convergence of soybean oil consumption worldwide, not only in cooking, but also in processed foods through hydrogenation, a process that creates trans fats, which increase the risk of coronary heart disease.36

Trade can also affect the safety of food products for human consumption. Imports increase the risks of contaminated foods entering domestic markets. On the other hand, it can be argued that wider participation in global value chains, which can result from greater FDI in domestic food industries, can provide important spillover benefits through better production and distribution processes and stricter food safety controls. Typically, companies set standards for the quality, health and safety of both the products and the processes that occur in their supply chains, sometimes in cooperation with NGOs and governments, such the Global Food Safety Initiative, which is likely to benefit domestic consumers.37
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The stability of food supplies, food quality and diversity, purchasing power and other key determinants relates to the fourth component of food security and nutrition. Stability is closely linked to volatility in agricultural markets. The critical question is whether trade makes markets more volatile by introducing greater uncertainty with regard to growth, incomes and prices, all of which affect stable access to food. Even if trade accelerates growth, the poor may suffer if the growth is associated with more volatility and if the likelihood of crises increases, with negative impacts on the poor’s incomes, employment and livelihood strategies.
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Domestic production in individual countries can be more volatile than in global and regional country aggregates. Trade can allow pooling of the risks associated with production shortfalls, be they weather-, conflict- or policy-induced, across suppliers. With a large share of the food consumed in developing countries produced domestically, having food trade as a complement can provide the margin of supply necessary to stabilize food prices and quantities.

Although some developing countries have successfully managed external volatility, there are many examples in which efforts to shield domestic markets from global volatility have instead led to increased internal volatility. For instance, it has been demonstrated38 that: i) food price volatility in several sub-Saharan African countries is higher in domestic markets than in international markets; ii) such domestic food price volatility has not changed much despite increases in international price volatility in the late 2000s; iii) commodities that are more heavily traded internationally have lower volatility than those that are less traded; and iv) volatility is higher in countries and for commodities where governments intervene in markets through state-owned enterprises.39

Volatility in agricultural markets may also be associated with environmental risks. While analysing whether climate change and environmental degradation make markets more volatile is beyond the scope of this report, it is important to consider that environmental sustainability also has implications for the stability of food availability, access and utilization.


4.

Determinants of the strength of linkages: markets in the trade and food security nexus

A number of variables, particularly those related to the functioning of domestic markets, have strong implications for the way in which trade interacts with food security outcomes, determining whether the impacts turn out to be positive or negative.

Competition issues in agriculture affect all of the major variables that determine the purchasing power of the poor and the level of agricultural production: prices and price transmission; the availability of inputs; volumes of production; and the level of investment in rural infrastructure.40 The degree of vertical integration and the shares of total value-added captured by different stakeholders in the value chain also affect the poor’s food security. The scale of production, the structure of value chains, government regulation and entry barriers in the marketing channel, and parastatals or state trading enterprises all have roles to play. Moreover, the extent to which smallholder family farmers are able to participate in markets is also a crucial determinant of food security, as more than 90 percent of farms worldwide are managed by an individual or a family.41 Trade outcomes for poverty and malnutrition depend on these factors. However, trade itself also affects agrarian structures through the creation, transformation and destruction of markets.

Several concerns have been voiced about what has been perceived as an increasing concentration in many markets, at both the global and domestic levels, and about the implications these developments may have for food security and the poor.42 Capturing the dynamics of concentration and assessing the consequences for producers, consumers and other stakeholders is particularly difficult in the new global context of complex value chains and networks of suppliers, the consolidation of firms in many industries, the advance of supermarkets, and the use of private standards. The current global agrifood system is large and complex: more than 450 million farmers worldwide – 85 percent of whom operate on 2 hectares or less – buy inputs, equipment and machinery from a variety of industrial firms, and then supply their products to an intricate network of processors, traders and retailers, which in turn face a market of about 7 billion potential consumers worldwide.43 Transactions and trade occur across all these segments, which have become more integrated at the global scale, with large players active in each.44

[image: Image] New players in domestic markets

Changes in food markets at the national level also have substantial implications for food security through the effects on producers and consumers. One important shift is the so-called “supermarket revolution”,45 with the proliferation of supermarkets in developing countries being driven by multiple factors. In addition to trade, these factors include urbanization, increases in incomes, changes in lifestyles and women’s participation in the labour force, liberalization of FDI in developing countries, increasing use of refrigerators and other domestic appliances, and changes in information technology that facilitate better organization of supply chains.

Consumers in developed and developing countries have benefited from lower costs and a larger variety of products46 resulting from the highly competitive supermarket supply chain, in which markets have been very competitive, or at least contestable, because of the need to increase market share to achieve economies of scale. However, these competition pressures have increased the pressure on producers to supply higher-quality goods at lower prices. Changes in the retail sector may therefore have mixed or negative effects on farmers, as investments and organizational adjustments to meet volume, cost, quality and consistency standards may be challenging for many farmers and processing firms, particularly small farmers.

Contrary to the view that quality standards and the strategies of dominant companies in value chains have led to the marginalization of small and poor farmers – with negative effects on welfare and poverty – case studies47 in different countries and geographical settings show an increasing number of small and poor farmers being included in supply chains, which play a crucial role in technology transfer and productivity growth, with positive direct and indirect implications for food security. Moreover, even if small farmers are not directly included, there can be improvements in poverty and food security through other channels such as employment. In any case, the presence of large players in different segments of these value chains highlights the need to pay attention to the relative market power of different actors, in both product and input markets.48,49

[image: Image] Farmers’ participation in value chains and labour markets

Supply chains play a crucial role in linking smallholder producers to markets through facilitating technology transfer to enhance productivity growth, providing critical inputs and guaranteeing market outlets. These factors imply that farmers who are engaged in value chains typically increase their incomes and move out of poverty,50 which has direct implications for their food security and can have important spillover effects on rural economies.

However, not all farmers can take advantage of market developments. The access of smallholder farmers – many of whom are food-insecure – to evolving agricultural markets, especially higher-value chains, is commonly constrained (Box 11). Remoteness and insufficient productive resources can make it too costly to participate in modern marketing channels, or may limit the amount of surplus production that smallholders are able or willing to sell.51 Smallholders are likely to increase their engagement in markets when particular conditions, such as stable prices and availability of credit, efficient infrastructure and extension services, are in place, allowing them to sell products that can be absorbed by the market at a reasonable cost.

 Another issue that has received particular attention is the potential impact of trade on the balance of large commercial farms, family farms and landless workers within the agrarian structure of developing countries. Some criticisms of open trade relate to potentially negative impacts of market liberalization on the agrarian structure, such as expansion of larger and more industrialized farms at the expense of smallholders, where the expansion of market opportunities is seen as shifting relative prices against the poor, reducing productive and income-generating opportunities for them, increasing the competitive advantage of large firms and/or reinforcing the power of already dominant actors, such as large landowners and commercial enterprises, allowing them to extract further incomes from the poor or to expropriate the poor’s assets, such as land or access to water. Debates include renewed attention to land tenure issues, as manifested in concerns about “land-grabbing”, and the loss of smallholders’ autonomy in decision-making and livelihoods.52,53

These empirical issues need to be considered, particularly in recognizing that agrarian structures are far more complex than the dichotomy between industrial agriculture and family farms. Agrarian structures include a variety of commercial and family farmers, landless workers and vulnerable rural groups, whose fate also has to be taken into account.

A related issue is the effect of trade on agricultural employment. The evidence is somewhat inconclusive, with country studies illustrating that the effects of trade reform on employment depend on the nature of the reforms and, particularly, on whether they are multilateral, regional or unilateral. Effects on employment also differ by sector and type of worker – highly skilled or low-skilled.54 Where trade has resulted in positive employment outcomes, asset distribution was more equal initially and there were lower barriers to labour mobility. Evidence suggests that enabling policies have to be put in place at the same time as trade reforms to benefit agricultural employment and incomes.
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It is difficult to draw conclusions regarding rural populations, as subsistence agriculture is often a more common activity than waged employment in agricultural households, although incomes from agricultural production are generally complemented by off-farm employment. Productive off-farm employment is an important driver of rural incomes, generally through the multiplier effects of increasing agricultural productivity; as such, it plays a key role in strengthening food security. These aspects are considered in more detail in Part III.

In summary, both global and domestic agrifood value chains are very complex. When discussing market power and concentration it is therefore important to define the level and focus of analysis. Even if quantitative measures of concentration appear to be increasing, the questions are what impacts do these developments have on consumers, producers and workers, and what is the role of trade and trade policies in this process. It is important to determine whether concentration has led to more economies of scale and specialization that reduce costs for all, or has generated abuse of market power by international or domestic companies, leading to increased margins to the detriment of final consumers, primary producers and workers.

The discussion in Part II shows that the links between trade and food security are inherently complex, with several channels of interaction affecting the different dimensions of food security simultaneously, making it difficult to determine, a priori, the directions and magnitude of the end result. Complicating matters further are the different effects on key economic and social variables that trade has in the short, medium and long terms. Market fundamentals – domestic food supply, demand and prices – are affected almost immediately by changes leading to greater or lesser imports and exports. In the very short term, no factor movement across sectors takes place, and the first-order effects of trade on consumers and producers are through prices of goods produced and consumed in the domestic market. In the medium term, factor prices adjust, and labour and capital move in response to the changes, shifting the economy towards a new equilibrium in employment, incomes and other key variables. The dynamic effects of trade on production structure, land use, productivity, dietary patterns and other important determinants may take even longer to materialize, reinforcing or reversing the initial effects in the longer run. On balance, and considering the longer horizon, the positive effects of trade outlined in Table 5 seem to outweigh the negative ones, especially when changes occur gradually and the possible risks arising from opening to trade are mitigated with complementary measures.

In conclusion, the linkages between trade and food security, and the dynamics of these interactions, are largely context-specific. The advantages and disadvantages of greater openness to trade depend to a large extent not only on the resource endowment and comparative advantages of a country, but also on the role of agriculture in the economy and the composition of production (predominance of small versus large farms, whether farmers are net producers or net consumers, etc.) at the current level of the country’s development. This issue is explored in more depth in Part III.


1.

Policies and policy objectives

[image: Image] Defining trade and related policy

In this report, trade and related policy instruments are defined as those that potentially affect trade flows, be they instruments of border protection or domestic market interventions. FAO’s Food and Agriculture Policy Decision Analysis55 classifies policy measures according to whether they are: i) consumer-oriented, including market management measures such as food stocks and price controls, social protection measures such as school feeding, food for work, food subsidies and cash transfers, and nutrition assistance measures such as food fortification; ii) producer-oriented, including producer support such as input subsidies and production subsidies, and market management measures such as interventions to fix minimum and maximum prices for food staples; and iii) trade-oriented, including border measures and broader macroeconomic policy measures.

Trade-oriented border measures are applied when goods and services cross a country’s frontier. These policies include import tariffs and quotas, export subsidies or taxes, import or export bans, trade facilitation and other non-tariff measures such as health and safety procedures. This report does not address policy responses to the potential nutrition impacts of trade, which at a minimum will require stronger consumer-oriented policy responses such as education and nutrition labelling. However, tackling nutrition problems is likely to require broader cross-sectoral responses, including taxes, regulations and a variety of policy instruments, most of which are unrelated to trade policies. A better understanding of the relationship between trade and nutrition will inform the debate on whether to adjust the way in which food systems operate to make trade more conducive to better nutrition and healthier lives.

Consideration of both producer- and consumer-oriented measures is equally important, both because of their direct effects on national production levels and because of the indirect effects that changes in national production can have on trade flows and global markets.

At the national level, different types of so-called domestic support instruments can have different degrees of productivity-enhancing effect and different implications for producer and consumer prices. However, the measures that directly affect prices, often called “price policies”, are generally believed to have the most significant effects on production and trade.

Price policy, broadly defined as policy that changes the domestic prices of inputs or outputs from those that would otherwise prevail, takes many forms and can target consumers, producers and/or trade. It can also be designed and implemented in different ways, with quite different impacts.

[image: Image] Categories of price policy

As debates about the appropriateness of different policy types are often clouded by simplistic classifications, it is helpful to consider the different forms of price policy in more detail, before exploring their appropriateness.

Three types of basic agricultural producer support that work through their influence on price incentives can be identified:56

• Output price support, in which intervention prices, import restrictions such as quotas or tariffs, or export promotion have the effect of raising domestic prices, creating welfare losses for consumers, who pay a higher price and may consume less, and welfare gains for producers, who receive a higher price and may produce more. The cost to government is the loss incurred in the disposal of any surplus production, whether through storage nationally or export at less than the national market price.

• Output price subsidies, such as minimum guaranteed prices paid directly to producers, or subsidies on certain consumer food products, raise the prices received by producers and/or lower the prices paid by consumers. Both consumers and producers gain from increased quantity consumed and produced, while consumers benefit from paying lower prices and producers from receiving higher prices. The cost to government is the difference between the consumer and producer price for the entire quantity traded. Unless the subsidy overcomes a market failure that inhibits supply, total consumer and producer gains will be less than the total cost to government, the difference representing a “deadweight loss”.

• Input subsidies, such as credit or fertilizer subsidies, which lower production costs, with impacts that are analogous to those of producer price subsidies.

Agricultural support to producers may take many other forms, including public investments in infrastructure, research or market development, services, or regulation and standards; and private investment subsidies such as government grants for private provision of infrastructure, research or extension facilities. Such support is considered to provide less incentive to increase the levels of production of specific products.

[image: Image] Context-specific policy objectives

Thinking in terms of the dimensions of food security can assist in differentiating among the contexts that, in turn, inform policy objectives. The distribution and location of food-insecure populations can affect the balance between objectives focused on increased production and rural incomes and those focused on securing cheaper food for urban populations. For example, if most consumers are smallholder producers, price stabilization policies, perhaps associated with the use of safeguards, may have a role in ensuring remunerable and reliable prices for producers, kick-starting productivity increases and eventual falls in wage-adjusted food prices. By contrast, if most consumers are urban, greater openness to food imports, combined with targeted policies for the relatively smaller number of producers, may make more sense.57

Continental Latin America is considered more urbanized than other developing country regions, which may explain, in part, the continent’s greater openness to trade. However, there is diversity across Latin America, and different degrees of trade openness can be explained to a certain extent by differences in resource availability and productive capacity, in population growth rates and in rates of urbanization.

When determining policy objectives, the level of economic development also matters. In countries with underdeveloped agriculture sectors, objectives of productivity enhancement are likely to be more important initially because of the significant multiplier effects that are generated through productivity increases in agriculture. As the economy develops and the gap between urban and rural incomes widens, income support tends to become a more important objective. In more mature economies, by contrast, the objectives of trade and related policy reach far beyond agricultural production and food security, which may become residual targets of policy-makers.

[image: Image] Trade and related policy in achieving short- or longer-run objectives

In discussing the appropriateness of different types of policy, a critical distinction needs to be made between whether trade and related policies are being used to achieve short-run or longer-run objectives. In the context of food security, attention is often on the use of trade policy in pursuit of short-term objectives. However, balancing short- and longer-run objectives is vitally important as they can have conflicting implications for food security (Box 12).
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Although food availability is likely to increase with greater openness to trade, concerns about the ability to manage short-term food availability and food prices during periods of crisis may reduce countries’ willingness to reduce their use of restrictive trade policies, particularly in the absence of safeguards. Other short-term, often political, objectives may require that the move to greater openness to trade is timed to ensure that food availability can be guaranteed through increased reliance on regional and/or global markets, and that the stabilization of prices is not compromised.


2.

Determining the impact of short-term trade policy interventions on food security

Short-term trade and related policy interventions tend to have the most visible impacts. The significant increases in food import bills following the increases in food prices in 2008, and the waning confidence in global markets as a reliable source of affordable food, provide an example of numerous short-term responses. Many countries adopted policies in an attempt to influence domestic prices directly through border measures and price controls, sometimes with the intention of creating incentives for increasing domestic supply, and sometimes coupled with social protection measures to reach poor consumers.

Export restrictions and the elimination of import tariffs were the most extensively used trade policy instruments. Border measures were particularly attractive for policy-makers because they represented an option for rapidly containing the negative effects of global price increases on domestic consumers, and were also a less costly to implement than other options such as subsidies for consumers. Export taxes were also seen as measures for boosting fiscal revenues, especially for countries that faced fiscal difficulties during the financial crisis in 2008. The set of trade instruments depended mainly on whether the country was a net importer or a net exporter of the products that were most widely consumed domestically, and focused on the products that made up the basic consumption basket, typically cereals.

[image: Image] Tariff reduction or elimination

Many food-importing countries lowered import tariffs on food items, agricultural inputs and equipment. Import duties inflate domestic consumer prices relative to world prices, and reduce imports. The direct effect of the reduction or removal of an import duty on a given product is to lower the price of the imported good, thus contributing to reducing domestic consumer prices. However, in most net food-importing countries, tariffs on food products were already low and their reduction had a minimal impact on domestic prices. Reduced tariffs on inputs (machinery, seeds, fuel) lower the cost of production and provide an incentive for domestic production. Lower taxes, if not compensated for by higher revenue collected from greater amounts of imported goods, will have negative implications for government budgets.

[image: Image] Export restrictions

During periods of high food prices or shocks to domestic supplies, net food exporters have the incentive to place restrictions on exports to guarantee sufficient supplies to domestic markets in the short term. These restrictions are imposed for various reasons, such as when governments perceive that other means of stabilizing prices have not produced the desired results, when additional taxes could be used as a means of boosting government revenues or when there is uncertainty about the level of grain stocks at the national or local level. Absence of official supply and demand balances for individual crops, and weak market price monitoring systems can exacerbate this uncertainty. These deficiencies in the operations of the agencies responsible for food reserves and in the monitoring of food security indicators at the national level may lead to the application of export restrictions as easier to implement than other options for mitigating price fluctuations.

Export restrictions can be in the form of export taxes or quantitative limitations, including export bans. Reducing or banning exports can constrain increases in domestic prices, at least in the short run, by increasing supplies to the domestic market. However, producer prices are also likely to be pushed downwards, creating disincentives for expanding production and reducing supplies in the medium term. The effectiveness of the measure may be undermined by illicit exports. At the global level, when put in place by several exporters simultaneously, export restrictions reduce global supplies and exacerbate uncertainly and volatility in global food markets.58

The experience in developing countries, for example in Latin America, shows that the consistency and transparency of policy played an important role in determining the outcomes of trade policies applied during the recent years of higher global food prices. In some countries, export restrictions were initially put in place temporarily, but were later extended, making it difficult for producers to make informed production and marketing decisions.

This contributed to an uncertain policy environment, reducing farmers’ incentives and ultimately leading to diversification away from the crops affected by frequent policy changes.59 At the same time, reductions in tariffs applied in food-importing countries did little to control the sharp increases in domestic food prices. In many cases, trade policy measures had limited effects on the internal market, while at the global level the reduction in import barriers in some countries, coupled with the introduction of export restrictions in others, led to tightening of the balance between demand and supply, putting upwards pressure on world prices.

In most instances, budgetary constraints and the sheer scale of price increases have precluded successful stabilization, and have instead exacerbated the negative impacts of the price rises. As many of these interventions were deemed inappropriate, there have been many calls for improved policy choices to prevent and/or manage sudden food price rises. Similar calls for improved discipline of markets were made during almost all previous episodes of high prices, but were largely abandoned after the spikes abated, because the policy measures were either deemed too difficult to implement or entailed excessive fiscal costs, or because complacency set in when low prices ensued.

[image: Image] Implementing multiple policies in combination

Analysts generally hold that production impacts can be very different when a combination of policies work together rather than being implemented separately. Although this is not a novel observation, there is little empirical work on producers’ reactions to different types of support when the effects of multiple policies are taken into account. Policy interventions need to be considered as part of packages that, as well as trade and related price policy, include other policies, such as consumer-oriented ones for providing food aid and other forms of social protection. Such policies can increase the effective demand for food and, in addition to directly reducing the incidence of food insecurity, can indirectly result in increased domestic production by creating market opportunities and/or imparting upwards pressure on local market prices, especially when the policies are implemented at scale.

A recent ex-ante analysis of alternative strategies for managing food insecurity risks in Indonesia60 investigates the potential impacts of combinations of different policies relating to rice production and consumption. The analysis notes that market price support is used in combination with unconditional cash transfers, a domestic food aid programme that provides subsidies to poor households, and fertilizer subsidies. Several conclusions are drawn. Under “normal” conditions, price support to producers increases levels of undernutrition in the population overall through its effect in raising consumer prices. During episodes of rice price hikes, price support policies reduce the incidence of undernutrition, and this effect is added to by consumer subsidies, cash transfers and, marginally, fertilizer subsidies. By contrast, in scenarios of crop failure, price support can increase undernutrition rates, but the effects are mitigated through consumer subsidies, cash transfers and, particularly, crop insurance. Over a set of hypothetical shocks, the cash transfers appear to be most effective in mitigating negative effects on food insecurity, the effects of fertilizer subsidies are marginal, but – other than in instances of price spikes – price support is demonstrated to increase undernutrition rates in macroeconomic crises and natural disasters.

Typically, analysis of policy impacts on food security tends to reflect the static perspective in which short-term interventions are made. However, the dynamic effects, for example in changing productivity levels or the behaviour or structure of markets,61 are of much greater interest in developing countries because of their impacts on wider growth and the potential for reducing levels of food insecurity.


3.

Longer-term structural transformation and policy interventions

When assessing the impact, and therefore the appropriateness, of trade and related policy in achieving food security objectives, it is important to look beyond short-term policy interventions and their possible short-term consequences.

Moving beyond static, short-term considerations, such as the impact of a border restriction on consumer prices, helps to set the discussion in the context of the longer-term dynamics that characterize the development pathways of most countries, and to identify the policy interventions that countries should ultimately aim to support.

[image: Image] The role of agriculture in structural transformation

In a standard view of structural transformation, countries at low levels of development start from a position of having a large, non-commercial agriculture sector that accounts for a large proportion of their GDP and an even larger proportion of employment. In this view, balanced growth is achieved if the agriculture sector becomes increasingly commercialized and competitive while the manufacturing sector grows (Figure 14).
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The characteristics of agricultural development that lead to a greater positive impact on broader economic development generally involve its substantial linkages to the local economy, with backward linkages including greater use of locally provided inputs or services, forward linkages that produce products for local processing, and consumption linkages that generate the income spent on goods and services with a large local content. Such “linkage-rich” agricultural development is encouraged by labour-intensive, rather than capital-intensive, methods of production, more equitable distribution of income, local consumption patterns favouring local rather than imported goods and services, and links to wider produce markets that can absorb continuing production increases without large falls in producer prices.
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Initially, manufacturing may be based on agriculture through processing and agribusiness, but manufacturing and the economy will ultimately become diversified, and agriculture will account for a diminishing share of the economy as growth continues.

During this process of transformation, the proportion of the labour force engaged in agriculture remains above the share of agriculture in GDP, with important implications for labour productivity and for continued growth in agricultural production as resources shift to other sectors of the economy (Figure 15).

Peter Timmer has written extensively on the importance of better understanding and management of both the short- and the longer-run determinants of structural transformation:

The food system is at the core of this process in both the long run and short run. In the long run, the food system is a key element of the structural transformation, which historically has been the only sustainable pathway out of poverty. In the short run, the food system is the arena in which many of the poor make their living, and also face the risks of volatile food prices.62

Understanding how greater openness to trade affects the food system in both the short and longer runs is critical to determining the appropriate role of trade and related policies. In illuminating this understanding, Timmer draws attention to several critical points, which are summarized in Box 13.
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[image: Image] Government intervention in agricultural productivity during structural transformation

In conceptualizing the time-sensitive nature of returns to different interventions, exemplified in the Indian Green Revolution, but also observed in, albeit short, phases of production increases in sub-Saharan Africa, Figure 16 shows the contributions of financial, input and output market interventions by governments in different phases of agriculture sector development.

Figure 16 shows that at different stages of commercialization from low-productivity to more commercially oriented agriculture, the relative effectiveness of interventionist versus more liberal approaches to policy changes. In phase 1, in which agriculture is characterized by widespread, semi-subsistence production and low levels of market participation, support should involve basic investments to establish conditions for the adoption of new technologies and practices. Uptake is likely to be limited to a small number of farmers with access to seasonal finance and viable markets.

Rapid agricultural transformation needs to be kick-started by government interventions in trade and markets (phase 2), providing larger numbers of farmers with access to seasonal finance and seasonal input and output markets at low cost and low risk, to allow them to generate surplus for markets as a business decision.

Once farmers have become used to the new technologies, and when volumes of credit and input demand and of produce supply have built up and the transaction costs per unit are falling, governments can withdraw from market activities and allow the private sector to take over the provision of critical market services (phase 3).

This conceptual framework is supported by empirical evidence from India on the returns to agricultural GDP from different types of government expenditure across time.63 Expenditures are categorized into investments (in roads, education, irrigation infrastructure and agricultural research and development) and subsidies (on fertilizer, credit, irrigation and power). The results (Figure 17) show strong evidence of very favourable returns to investments in roads and education in the 1960s and in education in the 1970s, but reduced returns in later years. By contrast, the returns to investments in agricultural research and development are high in the later decades of the 1980s and 1990s, but much lower in the earlier years.
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Returns to spending on subsidies are generally lower than to spending on investments in roads, education and agricultural research and development. Returns to subsidies on fertilizer were positive in the earlier years of the Green Revolution, but then declined, whereas returns to subsidies on irrigation and credit showed a mixed trend. Returns to spending on all subsidies are very low in the last decade, the 1990s.

The conclusions of such analyses are important given the predominant view of many commentators that governments would do best to avoid subsidies altogether and to focus on investments in research and development. The analysis shows that although returns to subsidies may be lower than those to investments, they were nevertheless positive. It also suggests that the rates of return to different types of expenditure differ according to the stage of transformation, and that the returns to some forms of spending increase much later than others.

[image: Image] Challenges to the use of price policy

Major difficulties have to be overcome in managing interventions to facilitate the process of transformation effectively and efficiently, and in resisting political pressure to expand and continue market interventions and subsidies when they are no longer necessary and can start to have negative impacts, both fiscally and in crowding out private-sector actors. Moreover, in some cases agricultural subsidies have been demonstrated to have regressive effects, as they have tended to benefit larger and better-off farms. This is not just the case in developed economies, as amply documented by the OECD Secretariat, but also in more advanced developing countries (Box 14).64

Difficulties with timing, and the high net costs of such interventions when they are introduced too early or continued for too long are among the many reasons for arguing strongly against the use of price policy. However, this does not mean that the potential benefits of such policies during a critical, but possibly short, period should be overlooked.
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It should be noted that the outcomes discussed in Box 14 apply particularly to input subsidies. Other types of price policy, such as producer price support, while incentivizing production for market, can harm poor consumers and depress potential increases in real wages. Similarly, consumer price subsidies on staple foods may provide benefits to poor food buyers, but not necessarily to semi-subsistence producer households, even though these households could also be net food buyers.

One difficulty in assessing the impacts of different types of policy instrument is that the actual impacts will depend not only on the type of policy that is put in place, but also on the way in which the policy is designed, enforced or implemented in practice. An example of the potential effects of one type of instrument – public procurement of food staples – illustrates the complex interactions among objectives, design and implementation (Box 15).

In addition, some policies have simply been badly implemented, often because they are inherently difficult to implement well. This has contributed to a loss in credibility for a number of policy instruments, including the use of floor prices, and policies to smooth interseasonal price volatility.
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4.

Changing patterns of support to agriculture: lessons for the future

Debates over the appropriateness of different types of trade and related policies are, to a certain extent, clouded by historical experience of their differentiated use in developed and developing countries, with significant positive support to producers having characterized developed country agriculture, and implicit taxation of producers being the norm for many developing countries.

The structure of support to agriculture, in terms of both the aggregate positive or negative level of distortion created by the support and the type of support provided, has changed significantly over the past 30 to 40 years.

Analyses led by Kym Anderson and collaborators present a dramatic picture of these changes.65 Using the nominal rate of assistance (NRA) as a proxy for the level of support to, or taxation of, producer prices, the authors show that in aggregate, developed country producer support has fallen sharply from its peak in the mid-1980s, while developing country support has increased from a position of net taxation to one of marginally positive support (Figure 18).

However, the reduction in the NRA indicator does not imply that producers in developed countries now receive less support than in the past.66 Rather, the type of support has shifted from that directly affecting producer prices (and therefore reflected in the NRA indicator) to policies that do not directly affect prices and are therefore not picked up to the same extent in the traditional NRA measure. While some of these new types of support have been deemed to be both less distortive and more efficient instruments, at least for achieving contemporary objectives in developed countries, their potential to be production-distorting has also been highlighted.

While the reduction in the use of distortionary support in developed countries has been a welcome development in reducing distortions to global food markets, there have also been strong concerns that:


• the shift to less distortionary support in developed countries has not resulted in reduced excess production;

• while the negative taxation of agriculture has been significantly reduced in developing countries (at least in the larger emerging economies), the positive trend has not reached zero, and the support policies creating these more recent positive price gaps are of a type that may distort production. Growing government support in the larger emerging countries has been of particular concern to some commentators, as the sheer size of the economies concerned means that their agriculture sector programmes are more likely to affect other countries.

However, when relating these trends to their potential impact on food security, a number of factors require consideration:

• The trends are aggregates, while patterns of change in net support differ significantly by country, as depicted for developing countries in Figure 19, and commodity. The so-called white commodities – cotton, sugar and milk – and some livestock products receive significant support, while others, typically tropical products such as palm oil, groundnuts and coffee, are still taxed, in aggregate.

• The composition of the NRA differs among countries. The NRA comprises the effects of both border policies and domestic support policies. The domestic support policies primarily affect the availability of food through their effects on increased domestic production. By contrast, price support provided through border policies such as tariffs will have a direct effect on prices, including those faced by consumers, which will potentially restrict consumers’ economic access.

• In some developing countries, a third factor in determining the implications of the trend to more positive support is the existence of a market development gap.67 This gap refers to inefficiencies in domestic food systems that act as additional disincentives at the producer level. It stems from a range of factors including exchange rate misalignments, high marketing costs because of limited investment in infrastructure, and illicit taxes. Measured as the average cost that these inefficiencies in domestic value chains represent to producers, the market development gaps ranged from about 10 to 17 percent between 2006 and 2010 in a sample of sub-Saharan African countries. The gap highlights the potential gains, or cost savings, that could be achieved if the necessary investments were made and adequate measures taken to reduce costs. A market development gap can have significant impact on the efficacy of a policy intervention, effectively cancelling out positive incentives created by support policies. As a result, protection or support does not necessarily translate into producer incentive.
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The negative connotations of the high levels of support in developed countries have made it difficult for commentators to argue for the use of more positive support in developing countries. Indeed, the tendency towards increasing levels of support to agricultural producers in some developing countries has caused disquiet. Wide-ranging concerns about this tendency include wasteful use of scarce budgetary resources, scope for corruption, regressive benefits favouring larger producers, unsustainable use of natural resources, and the potentially trade-distorting nature of the support, and have been cited by those arguing against the increased use of support policies.

It is hard to dispute that these policies are now inconsistent with the contemporary objectives of many developed countries, but arguments against their use tend to overlook their progress towards achieving the original objectives from when they were introduced some decades ago, particularly those aiming to increase agricultural productivity. While unconstrained use of such policies can clearly be detrimental to the implementing country, the assumption that policies inappropriate for countries that now have efficient, commercialized agriculture sectors are also inappropriate for countries with sectors at quite different levels of development and with quite different policy objectives is misleading, and could result in poor policy guidance.

A more nuanced debate, reflecting the needs of different developing countries, is therefore required if opportunities for implementing policies that support the adoption of productivity-enhancing technology are to be grasped. Not all developing countries are increasing their levels of support as incomes rise, often because their agriculture sectors are more commercialized and competitive or account for lower proportions of the workforce. However, for countries with agriculture sectors at an earlier stage of commercialization, where domestic market outlets function inefficiently and risk management instruments are unavailable or ineffective, productivity-enhancing domestic support policies should not be rejected out of hand.


5.

Determinants of national trade strategies

The discussion in Part II illustrated how more open trade in agricultural products can help improve countries’ food security status. The discussion of the determinants of appropriate trade and related policy in Part III have raised questions as to how, and at what speed, to open to trade. Taking a longer-term perspective, these questions are intractably linked to decisions regarding when to support agricultural productivity increases and the types of intervention to use.

[image: Image] The role of trade policy

Trade policy should not be used as the main instrument for correcting the market failures that are preventing productivity increases in agricultural production and/or investment in higher-value activities. For example, trade protection has been used to compensate the agriculture sector for overvalued exchange rates, without solving the underlying problem, which may be related to fiscal and monetary imbalance. However, for a defined period of interventions to promote productivity-enhancing investments, some level of border protection may be required to provide the stability for producers to react positively to the incentives created by the interventions. The question is therefore when, rather than whether, countries should open their agriculture sectors to greater competition. Many arguments for or against further openness arise from the issue of sequencing.

A longer-term objective for a more liberal agricultural trading system is justified, with trade barriers playing a minimal, if any, role in offsetting or reducing the risks associated with appropriate levels of private-sector investment in agriculture. However, this is because markets (input, credit and output, including adequate risk management instruments) are expected to function adequately in the long run, so government interventions other than regulatory controls are not required.

In the absence of well-functioning markets, and perhaps in conjunction with other targeted state interventions, a less than liberal trade policy regime may have a role in countries with underdeveloped agriculture sectors, much as it did in the now more advanced economies when they were at earlier stages of development. Recent research shows that positive levels of support for the primary sector lead to better outcomes in most dimensions of food security (availability, access and utilization), while taxation is detrimental.68 When markets begin to function more competitively, it may be appropriate to liberalize agricultural trade policy to release further agricultural growth potential.

Such arguments are not made to support blanket protectionist trade policy, but reflect recognition that the stage of agricultural transformation is critical in determining appropriate agricultural trade and related policy and that some form of intervention may be required to ensure the desired resource reallocation at early stages. It is also recognized that the role of trade policy will need to change as the agriculture sector matures.

[image: Image] Risk management and safeguards

Another consideration in developing trade strategies relates to the permanence of protection or support. In this report, the focus has been on the use of policy for the longer-term management of trade, as opposed to policy reactions to short-term shocks. In this longer-term perspective it is important to take into account the risks facing producers and the mechanisms that producers have for mitigating these risks. In underdeveloped agriculture sectors, producers may be significantly and continuously exposed to lower-cost imports and unable to progress to the next level of commercialization. Investments in production for market will not be made. In such contexts, a relatively moderate level of longer-term protection may be appropriate, perhaps as part of a common external tariff with partner countries at similar levels of development.

In more developed sectors, which are in a position to compete but where a lack of risk management instruments leaves producers vulnerable to shocks (such as import surges), low levels of protection associated with safeguards may provide adequate risk mitigation to allow the necessary investments to be made. However, in this context it is important to note that risks do not stem from exposure to international markets alone. In fact domestic markets tend to be more volatile than world markets because of their relatively smaller size.
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In still more mature economies, arguments for protection or support based on the risks posed by international markets are likely to be even weaker. In these economies, the provision of subsidized risk mitigation instruments may result in inappropriately high levels of investment, retention of resources in the sector and consequent excess production.

[image: Image] Transition paths and backsliding

In the design of trade strategies for greater openness, it is important to ensure stability in the types of intervention made. This requirement cautions against the introduction of radical changes in trade and related policy. Examples of successful rapid shifts to the optimal trade strategy are few and far between. Countries that embark on radical reforms often quickly backslide to the previous status quo or – worse – to higher levels of intervention.

Improving trade policy support is a long-term process that requires guiding the evolution of trade policy and strengthening supportive institutions. These institutions are important in facilitating the necessary changes in intervention, as the need for and objectives of support change during structural transformation processes. However, it is important to distinguish between the evolving objectives and associated interventions and the consistency of these objectives – their predictability.

The stability of policy interventions matters. Producers react to price levels and price expectations rather than to the size of the gap between the border and the domestic price. Government’s propensity to intervene in an ad hoc way will be factored into producers’ expectations, reducing their incentive to invest in increased levels of productivity (Box 16). Consistency in policy interventions can be as important as the scale of intervention. Priority should be given to building trust between government and the private sector. Building trust is a long-term process involving predictable and consistent policies from the government, and commitment to long-term trade development from the private sector.69

[image: Image] National, regional and global frameworks for government actions

While trade is not intrinsically detrimental to food security, for some countries, particularly those at earlier levels of development, greater openness to trade can pose a significant challenge and involve risks for food security in the short-to-medium term if trade openness is introduced without a policy package designed to offset the negative effects of liberalization. On the other hand, the use of greater protection can pose its own challenges and risks for food security.

A policy package that involves trade reforms must suit the overall economic and social development needs and priorities of the country. It is therefore important to take into account the possible implications of changes in trade policies for the different productive sectors, including agriculture, and the fiscal space for providing vital public-sector services and safety nets to address food security concerns. This implies that to address their development needs consistently and systematically, countries need to have a better overview of all the policy instruments available to them and to weigh the pros and cons of each, including the costs and ease of implementation and monitoring.

For agriculture, the policy mix needs to take into account the specifics of the sector in each country. For example, in countries where rural inhabitants account for a large share of the population, and agricultural production is dominated by smallholder farmers, the set of policies will need to be quite different from that in countries where the agriculture sector is more concentrated in large farms and more capital- and technology-intensive. Similarly, if smallholder households account for the predominant share of food-insecure households, measures that provide opportunities and incentives for increasing production may have a crucial role, while if the majority of those suffering from hunger are the urban poor, trade openness, combined with targeted income support measures for producers, could be preferable.

Understanding the ultimate objectives that policies (trade, agricultural or other) are intended to achieve is paramount, and the expected gains and distributional effects should be clarified ex ante, with winners and losers clearly identified and adjustment measures, such as skill development and job placement, defined for those who are negatively affected.

The formulation of trade strategies and the design of associated trade and related policies do not take place in a vacuum. The set of policies that is appropriate from a national perspective may not be the most appropriate from the collective regional or global point of view. The implications of wider policy processes are considered in Part IV.


1.

Food security in the multilateral trading system70

[image: Image] Addressing food security in the changing agrifood trade and policy landscape

Trade agreements are at the heart of the trade and food security debate as they set out the rules for national trade and agricultural policies, which – as described in the previous section – play a key role in determining food security outcomes. The WTO AoA, which resulted from the Uruguay Round of multilateral trade negotiations, was the first attempt to agree a comprehensive set of disciplines on members’ agricultural trade policies.71 As mandated in its Article 20, negotiations for continuing the agricultural trade reform process began before the end of the process’s implementation period. These negotiations subsequently became part of the Doha Round of multilateral trade negotiations launched in 2001. The relationship between trade rules and food security has become an increasingly central element in this round of negotiations.

The fact that trade rules impinge on food security is formally recognized in the preamble to the AoA, which notes “that commitments under the reform programme should be made in an equitable way among all Members, having regard to non-trade concerns, including food security [...]”, and is explicitly mentioned in several provisions of the agreement, including the Marrakesh Decision.72 It is also recognized in Article 10.4, which establishes the criteria for differentiating between legitimate international food aid and disguised government export subsidies; Article 12, which sets out the consultation process for implementation of export restrictions or prohibitions; and Annex II, which lays out the conditions for public stockholding of food and domestic food aid programmes.73 Food security is specifically addressed as part of the Doha mandate, in which “operationally effective special and differential treatment for developing countries is mandated to enable them to effectively take account of their development needs, including food security and rural development”.74

The contribution that trade can make to a country’s food security is partly determined by the disciplines that apply to other countries’ policies, but also by the “policy space” that the country itself is permitted under WTO rules. In the AoA, specific flexibilities are provided to developing countries to help them pursue their food security goals (Table 6).

Although significant flexibilities exist through these provisions, there has been continuing debate over whether the AoA disciplines more generally are appropriate for developing countries seeking to promote their agricultural development and food security.75 A common argument is that existing WTO rules constrain food-insecure countries’ policy space for building their food security independence, which for some countries may require providing support to agriculture and/or protecting their domestic markets.

Another concern is that WTO rules are no longer appropriate in a context of higher and more volatile prices for agricultural products. As illustrated in Part I, today’s global food system is different from what it was in 2001 when the Doha Round was launched. The argument is that the change in the world market price context has had very important consequences for the way in which food security concerns are framed in WTO negotiations and that this changed market environment has to be reflected in current trade negotiations.

Finally, the AoA was negotiated under quite different geopolitics from those of today. The North–South view of multilateral rule making for agricultural trade diverges increasingly from current realities. South–South agricultural trade is growing in importance. In addition, while agricultural support has been falling in OECD countries, it has been growing rapidly in a number of the larger middle-income developing countries.76 As the trade rules that have been perceived as advantageous to developed countries will be used increasingly by developing countries, affecting their trade relations, the question as to whose policy space is being considered will become ever more urgent.

[image: Image] Limitations of the multilateral trading system in addressing food security

WTO rules seek to solve a collective action problem.77 Such problems arise when countries, rationally pursuing their own self-interest, create an outcome that is less desirable than the outcomes that could be achieved through cooperative action. When individual countries use trade policy as a domestic policy instrument to support their own production and stabilize their own domestic markets, they can be better off in the short run. In the long run, however, such actions – particularly when carried out by larger trading countries – can have a cascading effect as other countries react with offsetting measures. The final outcome can make all countries worse off.
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A country’s attempts to shield itself against imported price volatility and stabilize its domestic prices can have the effect of further destabilizing world market prices for all other trading countries. Discussion of the importance of policy space often ignores the negative spillover effects that policy actions by one country have on other countries, which can adversely affect the other countries’ food security.

The WTO occupies a distinct space in the global architecture, but it is both unrealistic and inappropriate to expect the organization to expand its responsibilities to cover all relevant issues. This makes it important to examine the potential for using other non-trade processes to agree on common and shared objectives, and to identify the mix of policies for enhancing the role of trade in contributing to food security.

Looking at non-trade processes is also preferable to looking at alternatives to the multilateral trading system, such as bilateral or regional trade agreements, which are increasingly regarded as a possibility for creating alternative policy space for food security, although they can offer only partial solutions. Most recent RTAs cover agricultural products, but issues such as subsidies can only be negotiated multilaterally, as no country would agree to discipline the use of agricultural subsidies in an RTA context without the assurance that other large countries were accepting similar disciplines. Moreover, the political challenges of obtaining legislative approval of such agreements may not be much less than those of passing a multilateral trade deal. RTAs also raise systemic issues for the multilateral trading system because, by definition, they discriminate against countries outside the RTA. With the negotiation of “mega-regionals” this problem will become even more pressing.


2.

The policy space available to developing countries

A critical question that pervades the debate on the requirements of AoA disciplines is that of policy space – the flexibilities that countries have for implementing policies within the general constraints imposed by disciplines that seek to ensure a well-functioning and reliable world trading system from which all countries benefit.

Whether the existing policy space is sufficient and adequate is a controversial issue. Some argue that the AoA provides developing countries with more than sufficient policy space and that even in the absence of flexibilities such as the proposed special products provisions and special safeguard mechanism (SSM), these countries are unlikely to be constrained by a new agreement. Others have suggested that measurements of policy space fail to distinguish between space that is available and space that is actually useful or relevant to the specific country. This difference in perspective is contributing significantly to the difficulties in achieving agreement.
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The AoA imposes limitations on the policy space of all WTO members, including developing countries, under each of its pillars: market access, domestic support and export competition.

[image: Image] Market access

The policy space available with respect to market access is defined by the bound tariffs that WTO members commit to not exceeding. When looking at the aggregate pattern of the average structure of bound tariffs, a clear hierarchy emerges. On average, LDCs have the highest tariffs, followed by developing countries; the lowest tariffs are in developed countries. However, when the tariffs actually applied are examined, there is almost no difference among the three groups. Consequently, on average, it appears that both LDCs and developing countries have considerably more unused policy space (the difference between their average bound and applied tariffs) than developed countries (Table 7 and Figure 20).

However, looking at averages may be misleading as there is great heterogeneity within these categories. The heterogeneity of country situations in these broad groupings is not linked to any evident criteria, such as level of development, but is the result of historical differences in the way in which bound tariffs were established. Some countries bound their tariffs at the outset of the AoA, at their applied rates at the time or on the basis of tariffication. These countries, which made use of the option for applying ceiling bindings (in the case of previously unbound tariffs), made very different choices in their schedules of commitments. Members that acceded to the WTO after 1995 had to offer lower bound tariffs as part of their accession agreements.

In aggregate, the evidence appears to show that WTO tariff bindings have not been a major factor in constraining the ability of developing and least-developed countries to set their applied tariffs since the AoA came into force.78 It appears that bound tariffs for many countries were set at sufficiently high levels for most developing countries to retain the flexibility to apply tariffs at the level they wanted.
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However, the use of averages hides the fact that policy space at the level of the individual tariff line may be limited, and this could be an issue for products that are considered sensitive or strategic for food security. Policy space at the individual tariff line is highly specific to the commodity and the country.79

Therefore, measurements of policy space for market access can be misleading. For developing countries, the major challenge is not so much the availability of policy space measured as the gaps between applied and bound tariffs, but rather the relevance of that policy space and the possibility for the country concerned to use it in a way that promotes its food security.

The difficulty in using the gap between bound and applied rates as a space within which to adjust the level of tariffs – either because tariffs are already at or close to the bound tariff level, or because longer-term use of the gap would be detrimental to consumers or is legislatively problematic – has been a factor in the request of many developing countries for a tool such as the SSM to provide additional flexibility for them to use the policy space in market access to promote their food security when needed. Such a mechanism would provide a safety net, allowing developing countries to raise tariffs temporarily to deal with surges in import volumes or associated price depressions. However, the SSM remains controversial because of the conditions to be met for invoking it and the remedies that can be used once it is invoked.

Previous FAO work80 has shown that many factors could be linked to import surges. These include external factors such as subsidies given by other countries or volatility of world prices, and internal factors such as the structure of the internal market or extreme weather events. In this regard, as experience with the existing special safeguard shows, it should not be expected that developing countries will automatically use the SSM whenever an import surge is identified. A well-designed mechanism could be a very useful tool in efforts to serve food security objectives, while also providing more predictability on the use of the policy space of importing developing members.

[image: Image] Domestic support

The general approach of the AoA with regard to domestic support is to discipline measures that are deemed to be production- and trade-distorting, but to impose no restrictions on policies considered to have no or minimal trade-distorting effects. Exempt policies (Box 17) under the green box include measures that meet the requirement for having no, or at most minimal, trade-distorting effects or effects on production and that satisfy the specific criteria outlined in Annex 2 of the AoA. In addition to measures covered by the green box, two other categories of domestic support measures are exempt from reduction commitments under Article 6 of the AoA: certain developmental measures in developing countries (Article 6.2); and certain direct payments under production-limiting programmes under the blue box (Article 6.5). So-called de minimis levels of support are also exempted from reduction (Article 7.2(b)).81 Non-exempt policies are disciplined through commitments based on the aggregate measurement of support (AMS).
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Policy space in relation to domestic support is defined by a country’s right to exempt payments under some policies when calculating its current AMS, and by the size of its AMS limits.

Some countries have an upper limit on their current total AMS as part of their WTO schedule of commitments. This limit is called the Bound Total AMS. For most developing countries, trade-distorting support is limited to de minimis amounts under their AoA commitments (Table 8).

The de minimis ceiling can be highly constraining on the use of market price support in developing countries because of the way in which market price support is calculated when determining a product’s AMS (Box 18). The impact of the market price support formula used in the WTO rules was not an issue during the early years of the AoA, or when the Doha Round was launched in 2001, because of the limited change in nominal average global agricultural prices between 1986 and 2003. Since then, however, the formula has become more constraining because of the steep rise in nominal world food prices. While most developing countries report no or minimal use of trade-distorting policies, some emerging economies have been increasing their support. However, in some cases, these increases are amplified by the interpretation of the parameters of the formula used to calculate the country’s market price support.
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Since the AoA was introduced, it has been argued that domestic support disciplines are effective in reducing the amount of trade-distorting domestic support provided by developed countries. Policy reforms have made a major contribution to reducing the most trade-distorting instruments of support in OECD countries, but some of the apparent reduction in domestic support has been cosmetic, such as where the abolition of administered prices has not resulted in any real reduction in economic support to farmers because tariff protection has remained almost unchanged. In other cases, amber or blue box measures have been replaced by budget support policies under measures categorized as green box, a phenomenon known as “box shifting”. This is confirmed by the fact that in many developed countries the reduction in non-green box support has been accompanied by an increase in green box support.82

[image: Image] Export competition and restrictions

In the past, the use of export subsidies by some developed countries was an important factor exacerbating depressed global prices and contributing to instability in both prices and import volumes in many developing countries. During the Doha Round negotiations, developing countries have therefore made the ending of export subsidies a key demand. The Doha Ministerial Declaration mandates negotiations aimed at reducing all forms of export subsidies, with a view to phasing them out.

However, the situation changed with the 2008–09 food price spike, and some developing countries resorted to export restrictions to stabilize their domestic prices. Attention shifted to the continued availability of supplies from major exporters, and the response of countries using export restrictions to try to limit the extent of price increases for their populations (Box 19).

The lack of discipline on export restrictions in the AoA provides a considerable amount of policy space for countries to respond to domestic price volatility, and therefore address short-term food security concerns. However, it is an important weakness in the multilateral trading system and could have major repercussions for food security, especially of importing developing countries.

The more countries that resort to export restrictions during a price spike, the less effective such measures are at stabilizing domestic prices and the greater the destabilization of world market prices. The use of trade measures to insulate economies from shocks to world prices can, at best, transfer the risks associated with commodity production and trade. If many countries seek to transfer price risk to others, the outcome could leave everyone worse off than before.83

Analysis of the three pillars of the AoA shows that policy space for food security is generally available within the current WTO disciplines, although it may not be available for particular countries, commodities or tariff lines. However, whether such policy space is relevant and useful for developing countries enhancing their food security remains a controversial issue. The difficulty in identifying the appropriateness and relevance of the policy space often arises from the fact that they may depend on specific country characteristics and the stage of development of the country, as argued in Part III. Moreover, national trade policies that are disciplined by the AoA are not determined in a vacuum. Instead, they are pursued by governments as part of broader policy agendas with various objectives, some of which may not be related to trade, and political realities also have to be considered. Shifting attention to the national-level policy processes that define policy use may help in this identification, as explored further in the next section.


3.

From policies to processes for improving coherence and policy space

[image: Image] National-level processes and the formulation of agricultural trade policies and strategies

Trade and related policies are expected to play an increasingly important role in supporting the implementation and financing of agriculture and food security strategies and investment plans. For example, in Africa, the Malabo Declaration84 made a clear commitment to boosting intra-African trade in agricultural commodities and services, resulting in greater emphasis on trade and related issues in the new implementation strategy of CAADP (Box 20).85

Trade policies are especially relevant through their capacity to create the enabling conditions for mobilizing different sources of finance, including foreign aid in the form of Aid for Trade (AfT), trade finance and private investments. How they achieve these conditions depends on the specific country context, especially the role of the agriculture sector in the country’s growth process; on reaching agreement across sectors on objectives and priorities for agricultural trade development; and on identifying a mix of policies that can help achieve these objectives and priorities – recognizing that trade alone is not enough.

In most developing countries, agriculture and trade-related objectives and strategies are identified through separate prioritization, negotiation and coordination processes, associated with agriculture and trade ministries respectively. These processes are often poorly coordinated: agriculture-related plans are normally identified and negotiated with donors without engaging trade ministries; while trade ministries often do not fully identify and reflect agricultural development priorities when developing trade policies and negotiating trade agreements, and rarely involve agriculture ministries.
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This situation can result in different perceptions of the national priorities for agricultural trade, which can lead to gaps in the country’s capacity to design and implement appropriate trade strategies and policies supportive of agriculture sector development and associated food security improvements, and therefore gaps in identification of the required policy space.

Moreover, by articulating incoherent or even conflicting priorities, the “sectoral divide” also contributes to inefficient allocation of resources. Donors and development partners have exacerbated the divide by providing support to sectoral processes through different departments or agencies, which are also poorly coordinated. The AfT initiative has identified and tried to change the approach to elaborating trade strategies, but with limited results in the agriculture sector (Box 21).

The example of African LDCs is emblematic. In these countries agriculture and trade-related strategies and investment plans are generally framed in two separate processes, CAADP and the EIF, which involve different ministries (agriculture and trade respectively), stakeholders, development partners and sources of financial support.

Poorly articulated linkages between these processes often result in partial strategies. For example, the DTIS elaborated under the EIF often focus on export crops at the expense of support to import-competing food crops. By contrast, CAADP compacts tend to prioritize food crop productivity without sufficient consideration of opportunities and constraints in obtaining access to, or competing on, regional and international markets. The inefficient use of resources is evidenced by the presence of specific financing mechanisms to support each process, with each donor generally contributing to these different mechanisms through different departments and programmes (Figure 21).

Figure 21 could be adapted to climate change and include environment ministries and National Adaptation Programmes for Action, as the funding mechanisms attached to the climate change process face strikingly similar issues. The nutrition dimension could also be elaborated by making a bridge with health ministries and the processes for designing national nutrition policies. This situation points to the need for more coherence, not only in policy, but also in aid and other financing instruments. It is interesting to note that the governance weaknesses observed at the national level reflect the broader challenge of connecting policy processes addressing social, economic and environmental issues at the global level. While agriculture and food security (and climate change and nutrition) issues are discussed as part of the Sustainable Development Goal (SDG) framework, trade issues are part of the financing for development (FfD) process. Global governance is analysed in the following, final section of the report.
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In this context, making trade policies work better for food security is a political as much as a technical economic challenge. Country policies have to balance competing objectives, and policy-makers have to balance the interests of diverse groups within and outside their countries’ borders. Once the objectives are set, the value of policy coherence becomes more obvious, as does the need for countries to transform their policies and make them consistent with development goals.

[image: Image] Mainstreaming food security into decision-making for national trade policy

While developed countries examine how best to reform their institutional governance to strengthen their capacity to include development policies in a broader package of policies for expanding economic growth through trade and investment, it is important that developing countries are supported in reforming their own governance systems to facilitate the mainstreaming of food security into decision-making processes for national trade policy. A common challenge for both developed and developing countries is strengthening capacities to work across sectors.

Bridging the gaps between sectoral processes is possible through:


• greater engagement of trade stakeholders, including trade ministries, export promotion boards, industrial associations and chambers of commerce, in the development of agriculture strategies and investment plans;

• aligning agriculture strategies and investment plans with trade-related policy and planning frameworks such as import and export strategies and DTIS – in many cases, this will require renegotiation of national agricultural trade priorities by the agriculture and trade ministries to improve the balance between expanding trade and providing support to strategic import-competing food commodities; these more coherent priorities should also be reflected in countries’ development strategies and long-term programme documents agreed with donors and international organizations, for example in countries’ United Nations Development Action Frameworks;

• including trade and agriculture experts in the formulation of each other’s strategies and investment plans;

• connecting the national structures attached to sectoral processes (e.g. CAADP, the EIF), where they exist.



However, the bridging of agriculture and trade-related processes will not occur spontaneously. Improving policy coherence requires leadership and political commitment, continuous facilitation through policy dialogue among different stakeholder groups, and institutional strengthening and capacity building to fill knowledge gaps. Facilitation is often overlooked, resulting in underestimation of the resources needed to build bridges between sectors.

In supporting national-level processes, it is essential that the global governance systems affecting these processes are also coherent and can ensure that trade-related processes are supportive of countries’ pursuit of food security objectives.


4.

Linking trade and food security in the post-2015 development framework

[image: Image] Challenges

The post-2015 development framework places significant emphasis on both food security and international trade. Food security is clearly identified as part of the SDGs under Goal 2, End hunger, achieve food security and improved nutrition and promote sustainable agriculture.

On the other hand, trade is also seen as an enabler in achieving the SDGs, and is included among the means of implementation (MoIs),86 which specify the tasks, responsibilities and resource commitments for implementing the SDGs. All MoIs are clustered under Goal 17, Strengthen the means of implementation and revitalize the global partnership for sustainable development. With the exception of two trade-related targets under Goal 2, which only tangentially captures trade issues that are relevant to food security, the specific linkages between trade and food security remain poorly articulated in the SDG framework. However, as Table 9 demonstrates, a number of goals could provide scope for strengthening the linkages.
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The challenges to linking trade and food security under the SDGs result in part from including the MoIs as part of a separate goal. If, rather than specifying how they are expected to contribute to each goal through measurable indicators, the instruments and resources for achieving the goals become goals in themselves, there is potential for creating an incoherent governance framework.

This potential incoherence could be amplified by the negotiation of the MoIs in the FfD process, separately from the SDGs, while yet another process, the G-20, is dealing with the same issues in seeking to provide the enabling macroeconomic environment and structural transformation for achieving the post-2015 vision.

Box 22 outlines how the SDG process is building on experience with the Millennium Development Goals (MDGs).

The potential disconnect between trade and food security in these major global processes is therefore the consequence of a broader disconnect in the global governance between sustainable development and structural macroeconomic issues, trade and finance. This division is also reflected in the institutional architecture that governs these issues at the international and national levels.

In the absence of common and shared goals across sectors, which the SDGs aim to provide, this disconnect has created silos that are no longer appropriate in today’s more interconnected world. Overcoming the silos and finding a new institutional structure able to deliver on more integrated SDGs is a major challenge for future global governance.

The situation becomes more complicated when other processes that may have direct or indirect impacts on the relationship between trade and food security are considered. Directly relevant processes include those that address the rules of international trade, international reserves and stocking policies, the use and expansion of biofuels, the management of fisheries, investments in agricultural land, commodity markets, and international assistance during crises and emergencies. Processes with an indirect influence on the relationship between trade and food security include competition policies, international environmental regimes, climate policies, energy market regulation, and the international human rights regime.

For example, countries may have to strengthen domestic policy and legislation, such as antitrust laws to govern monopolistic structures. There will be a parallel international challenge if the horizontal and vertical integration of the agrifood system makes the global food system less competitive. At a minimum, it would be useful to improve information about competition issues related to the international agrifood system. Efficient functioning of the global agrifood system may need an internationally agreed framework for competition policies, to facilitate this process.87

Global governance is undergoing a transition phase in which roles and responsibilities are being redefined in a much more complex and interconnected global landscape in which the contours are still not clear. However, it is generally agreed that sustainable development is no longer a question of North–South relationships, but rather a universal concern, and all countries are therefore expected to contribute towards achievement of the SDGs in ways that are commensurate with their circumstances, capacities and capabilities.
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Building a more coherent global framework for trade and food security is therefore closely linked to broader reform of global governance and the institutional and financial architecture that supports it. The building of closer synergies among the institutions, financing mechanisms and processes established to address social, economic and environmental issues at all levels is fundamental to achieving an ambitious agenda of global and shared goals. The first step towards achieving such synergies for agricultural trade development would be to reach agreement across sectors on the long-term objectives and priorities for guiding the development of trade policies.

For trade and food security, a major challenge is in balancing the differentiation among countries that is advocated by the SDGs with the concept of doing no harm to third countries that is at the core of the multilateral trading system. The competing pressures in ensuring that countries are not restricted in their use of policies in the pursuit of national food security concerns while also ensuring that they do no harm to third countries is posing difficulties to the design of a coherent global governance framework.

[image: Image] Opportunities

The capacity to realize the transformative potential of the SDGs depends on the FfD process clarifying the role of the MoIs, and the resources associated with them, which in turn is linked to the ongoing reform of ODA.

Until recently, ODA has been seen as the main source of funding for development. However, ODA represents only part of the flows targeting development. According to OECD statistics,88 ODA accounts for 28 percent of all official and private flows from the 29 member countries of the OECD’s Development Assistance Committee.89 Other sources include finance provided by public bodies at close to market terms and/or with a commercial motive; private finance at market terms, such as FDI; and private grants from philanthropic foundations and NGOs.90

All countries now have a wider range of options for financing their development. In addition to domestic public resources (tax and non-tax revenues) and domestic private finance, which are the largest source of finance for all country income groupings, other financing options include developing countries’ support to each other through South–South cooperation, foundations, direct giving, social business, and remittances,91 with the pattern of finance (the mix of national, international, public and private sources) evolving at different levels of income and development. Therefore, the constraining factor in achieving a transformative post-2015 development agenda will not necessarily be an overall shortage of funds, but rather the way in which the funds are mobilized and used.

The future of development financing builds increasingly on the recognition that developing countries must own their development strategies and seek to finance their own structural transformation. This has led to a fundamental questioning of the importance of foreign aid in the future development agenda. The challenge has become how to make aid “smarter” in countries where it is less important, and more effective in leveraging other sources of finance where it remains influential.92 The role of ODA as a means of delivering on the SDGs is therefore being reconsidered in the light of other enablers or MoIs, including trade, whose function is to help move beyond aid by mobilizing different sources of finance that are more appropriate to the level of development and income of the country. In this context, ODA becomes a catalyst for international funds that supports enabling regulatory environments and increases the benefits of broader public and private investment.

The economic concept underpinning these developments and the post-2015 vision is economic diplomacy, defined as “the process through which countries tackle the outside world, to maximize their national gain in all the fields of activity including trade, investment and other forms of economically beneficial exchanges where they enjoy comparative advantage; it has bilateral, regional and multilateral dimensions, each of which is important”.93 This process provides the basis for a more holistic approach to international relations that is more concerned with economic policy issues, connects national with international policy interests more effectively, views development policies as part of a package of policies, and prioritizes long-term transformation over short-term political or commercial interests.

In this evolving context, the declining relative importance of aid also focuses attention on other areas of policy that are essential for supporting continued development.94 This “beyond aid” agenda focuses on other policies that bring larger benefits to the poor than are provided by aid. In particular, policies are deemed to play an increasingly important role for the effective mobilization and use of finance, and are therefore also seen as enablers of finance. The policies concerned include domestic policies that can promote the mobilization of domestic resources, and international agreements and policy frameworks that create the enabling conditions for the design and implementation of national-level policies.

Trade and related policies can play a major role in promoting and supporting this shift beyond aid, as they can create the enabling conditions for facilitating structural transformation and mobilizing other sources of finance that are more appropriate to the income level of an increasingly diverse group of developing countries. Consequently, while the role of ODA is being reconsidered, a new vision taking shape among donor countries places trade at the core of international cooperation. Increasingly, donors are considering transforming aid relations into trade relations and using ODA as a catalyst for private investment. In addition to improving the integration of international and national policies, the international community is also seeking to coordinate better with the private sector to enable the leveraging of private investments for sustainable development objectives.
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In preparation for implementing this new vision, some donor countries are reorienting their strategies and some are also reforming their organizational structures. Australia, Canada and the Netherlands have significantly changed their institutional architecture for bilateral development cooperation policy and implementation by merging the government departments responsible for foreign affairs, trade and development.

It is interesting to note that while developed countries are reinterpreting their ODA mandates and related strategies, developing countries also seem to have a new vision for responding to the changing aid context and its closer ties to markets and private investments. This new vision, which is especially supported by African countries, considers that structural transformation needs to be based on “home-grown” domestic resources (Box 23). Measures that aim to mobilize domestic resources for development must be based on a better understanding of the political, economic and other drivers of, and obstacles to, the mobilization and use of these resources. This mobilization should be carried out at the national and regional levels in developing countries with enhanced financial sectors and markets that work towards this end.95

Therefore, although ODA is still recognized as having an important role, this role is increasingly seen as that of a catalyst for the mobilization of domestic finance. For example, African ministers backed the use of ODA and technical assistance for tax reform and public financial management in the lowest-income countries in the hope that it would help domestic resource mobilization efforts in the long run.96 At the Fifth Global Review of Aid for Trade, the United Nations Economic Commission for Africa also pointed to the need to use AfT to boost industrialization, a crucial step in fostering the structural transformation process.

Considering trade as an enabler of sustainable development, and the changes that are taking place in the transition to the post-2015 framework, requires serious reflection on the scope of trade-related debates and negotiations, which tend to focus on technical issues at the expense of the increasingly complex political dynamics. In this perspective, the lack of coordination and coherence among sectoral processes is not only contributing to deadlocks in international negotiations, but also preventing the use of trade policy to create the enabling environment that will allow both developed and developing countries to make the most effective use of the resources available to them.

Working in silos reinforces the polarization of views and approaches, making it difficult for countries to take advantage of trade agreements and to use trade policies in support of structural transformation:

• Bridging policy processes across sectors and levels by building horizontal and vertical linkages may help to optimize the availability and use of policy space for food security in trade agreements. Stronger synergies among processes can also increase the coherence and predictability of policies, thereby ensuring greater stability of policy objectives over the long term. This coordination will help national governments to define common objectives across sectors and to decide how to balance different factors in the context of agreed global frameworks.

• Strengthening synergies among the processes will also assist countries in their efforts to mobilize the finance required to facilitate processes of structural transformation and economic development, by optimizing the allocation and use of resources across different budgets and channelling them towards the achievement of shared objectives. This will strengthen the capacity of countries to mobilize funds from domestic sources.

With a stronger emphasis on trade and related policies, the challenges and opportunities that the post-2015 scenario offers also call for reflection on the multilateral trading system and the key framework governing it, the WTO AoA. This agreement sets the conditions for designing and implementing national trade policies and, in doing so, the policy space available for countries pursuing the elimination of hunger and food insecurity. Debates on trade, trade policy and trade agreements will need improved consideration and reconciliation of the links among policy space, structural transformation and resource mobilization if the opportunities that trade can deliver for improved food security are to be realized.
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Trade and food security: achieving a better balance
between national priorities and the collective good

Global trade in agricultural and food products has grown rapidly
in recent decades, with countries becoming more engaged in this
trade, whether as exporters or importers. This trend is expected
to continue over the coming decades. As a consequence, trade
will play an increasingly important role in influencing the extent
and nature of food security across all regions of the globe.

The challenge has therefore become one of ensuring that the
expansion of agricultural trade works for, and not against, the
elimination of hunger, food insecurity and malnutrition.

This edition of The State of Agricultural Commodity Markets aims to
reduce the current polarization of views on the impacts of agricultural
trade on food security and on the manner in which agricultural

trade should be governed to ensure that increased trade openness

is beneficial to all countries. By providing evidence and clarity on a
range of topics, the report seeks to contribute to a more informed
debate on policy choices and to identify required improvements

in the policy processes within which these choices are made.
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shift in market power in the banana market

Multinational trading companies, particularly the three largest banana traders (Chiquita, Dole and del Monte), have
historically played a major role in the international banana trade, exerting substantial market power, particularly on
the purchasing side. These vertically integrated multinational firms engage in production, purchase, transport and
marketing of bananas. They own fleet and ripening facilities and have their own distribution networks in the importing
countries, creating significant economies of scale. However, the scope of their operations and their influence over the
banana trade have changed over time. The combined market share of the top three companies was at ts highest in the
19805, when they controlled almost two-thirds (65.3 percent) of global banana exports, and has gradually declined
since. In 2013, the market share of these companies was slightly over one-third (36.6 percent), while the share of the
top five companies was 4.4 percent, down from 70 percent in 2002. As a consequence, other companies now account
for more than half of all exports.

“This shift of market power away from the major banana trading brands towards other market players, including
supermarkets that have started sourcing directly from producers, was largely driven by the EUs dismantling of its highly
regulated banana import regime and was facilitated by the establishment of direct container liner services from South
America to Europe and the Russian Federation. There is also a notable trend towards less concentration among the
exporting firms in major banana-producing countries.

Source: FA. 2014, trade. Rome.
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Food security and food sovereignty

‘The terms “food security” and *food sovereignty” originally emerged to describe different things. Food security
referred to a condition regarding access to adequate food, while discussions of food sovereignty were more explicitly
political in seeking to address inadequate access to food and land rights. Over time, the two concepts have
increasingly been referred to as oppositional rather than relational to one another. This has resulted in an ideological
debate that is in many ways more confusing than helpful to policy dialogue.

The concept of “food sovereignty” calls for the right of nations and people to determine the contours of their own
food systems, including the form of market relations, ecological dimensions and cultural aspects.! The term was coined
in the 1990 by the smallholder organization La Via Campesina, which encourages political mobilization around
agrarian and food rights through a highly prescriptive agenda based on seven principles® and centred on reducing
global food trade and reorienting food systems around local production grounded in agroecological principles.

‘The movement emerged mainly in response to the incorporation of agriculture into the international trade
regime during the Uruguay Round of negotiations for the General Agreement on Tariffs and Trade (GATT), and one
of its main objectives has been to “get agriculture out of the WTO™.3 This social movement gained consensus
among non-governmental organizations (NGOs) and academics seeking to relegitimize the norm of “food
exceptionalism” at the state level - where the role of governments in making up for market failures by providing
public goods was long recognized - and the community level. Itis important to note that, along with social
movements, different governments also continued to press for the exceptional treatment of food, arguing that itis a
nation's sovereign right to pursue policies that ensure the food security of its population before subjecting its
agriculture sector o trade.

The food sovereignty movement advocates for reducing reliance on imported food and strengthening domestic
and local food systems. This approach implies that a substantial part of national consumption requirements s met
through domestic food supplies rather than imports. However, producing enough food to meet national demand
does not necessarily mean that all households in a country have equal access to the food that they require or that
food supplies are more stable or more affordable compared with imports.

Halifax, Canada,

H. Wittman, AA. Desmaris and N. Wiebe, eds. 2010. 2
Farmwood Publishing.

% Via Campesina's Food Sovereignty Princplas: 1. Food: A Basic Human Right; 2. Agrarian Reform; 3. Protacting Natural Resources; 4.
Reorganizing Food Trade; 5. Ending the Globalization of Hunger; 6. Soclal Paace; 7. Democratic Control

# Via Campesina. 2003. Peoples’ food sovereignty ~WTO ot of agriculture. Webpage. September 2 (available at httpi/iacampesina

agriculture)

Source: J. Clapp. 2015. Background paper prep: The state of

Agricutturat Commodity Markets 2015-16. Rome, FAC.
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FAO food security indicators
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The four dimensions of food security

Availability: physical availability of food. Food
availability addresses the supply side of food security
and is determined by the levels of food production,
stocks and net trade.

Access: economic and physical access to food.
Economic access s determined by disposable income,
food prices and the provision of and access to social
support. Physical accessIs determined by the
availability and quality of infrastructure and other
installations that facilitate the functioning of
markets. In many developing countries, incomes
eamed in agriculture, forests, fisheres and
aquaculture play a primary role in determining food
security outcomes.

Utilization: the way in which the body uses the
various nutrients in food. Individuals achieve
sufficient energy and nutrient intake through good
care and feeding practices, food preparation, diet
diversity and intrahousehold distribution of food.
Combined with biological utilization of the food
consumed, energy and nutrient intake determine the
nutrition status of individuals.

Stability: the stability of the other three dimensions
over time. Even if individuals’ food intake is
adequate today, they are still considered food-
insecure if periodically they have inadequate access
to food, rsking deterioration of their nutrition
status. Adverse weather conditions, political
instability or economic factors (unemployment, rising
food prices) may have an impact on individuals' food
security status.

Sourca: FAD and EU. 2008. An Introduction to the basic
concepts of food security. Rome, ECFAO Food Security
Programme (available at http:/www.fao org/docrep/013/
319364/21936600.pc),
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