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I believe that the pursuit of ecologically sustainable
development need not be in contradiction to achieving
our growth objectives. As Mahatma Gandhi said, “The
Earth has enough resources to meet people’s needs,
but will never have enough to satisfy people’s greed”.

Manmohan Singh
Prime Minister of India”“
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CHAPTER 2. FOOD AND FUEL PRICE
SHOCKS

Between 2002 and 2008, the price of crude oil
soared, reaching an all-time record of $147 per

barrel in July 2008, then fell precipitously as the
international financial crisis deepened and economic
activity slowed across the globe. In the last day of
2008, crude oil was trading at $36 per barrel. Food
commodity prices followed a similar, though more
moderate, trend. Their increase caused alarm around
the world, for it threatened the food security of millions.
It is estimated that higher food prices in Asia and the
Pacific pushed up the number of undernourished peo-
ple in the region from 542 million in 2003-2005 to 583
million in 2007 (FAO, 2008a). The additional food price
increases in the first half of 2008 and the marked
slowdown in economic activity in the second half are
likely to have increased the number of undernourished
even more, making it less likely that the Millennium
Development Goal of halving the 1990 proportion of
undernourished people by 2015 will be attained.

the global economy recovers from the recession. In
the absence of long-run policies to address these
imbalances in fuel and food markets, episodes of
soaring commodity prices can recur, pushing up do-
mestic inflation rates, hurting the poor and putting
pressure on budget deficits.

Second, given the interconnections between energy,
food and financial markets, a  comprehensive policy
approach is needed. Since 2000, for instance, crude oil
and food prices have become increasingly linked.
Thus, policies aimed at moderating the demand for
crude oil, such as promoting energy efficiency, are
conducive to improved energy security and food
security, as well as the mitigation of climate change.
Also, an excessive degree of liquidity in international
financial markets led to a growing presence of financial
investors in commodity markets, and excessive specu-
lation played a role in exacerbating commodity price
booms and busts. Thus policies to promote the
stability of international financial markets will also
contribute to the stability of international commodity
markets.

Third, in the absence of social protection programmes,
food price increases leave the poor with limited, often
harmful coping mechanisms – such as reducing the
number of meals, eating less nutritiously, selling live-
stock and other assets, or taking children out of
school. Some of these coping mechanisms may allevi-
ate hunger temporarily, but they may also lead to
malnutrition, harm livelihoods, and put children’s pros-
pects at risk. The coverage of basic social protection
programmes is very low in developing countries of the
Asia-Pacific region. Only 20% of the population has
access to health care assistance; 30% of the elderly
receive pensions; and 20% of the unemployed and
underemployed have access to labour market pro-
grammes such as unemployment benefits, training, or
public works programmes, including food for work
programmes. Addressing these deficiencies is as
important as taking measures to reduce the likelihood
of a future food price crisis.

Higher food prices in Asia and the Pacific
pushed up the number of undernourished
people in the region from 542 million in

2003-2005 to 583 million in 2007

This chapter describes the evolution of crude oil and
food commodity prices, evaluates the reasons for their
sharp increase up to mid-2008, assesses their eco-
nomic and social impacts and proposes policy re-
sponses. Three main conclusions emerge from the
analysis. First, sustainable development requires a
long-run balance between demand and supply in both
the crude oil market and in food commodity markets.
A major cause of soaring prices has been a sluggish
supply response to fast-growing demand. While the
recessionary impact of the global financial crisis has
led to sharp drops in fuel and food prices, pressure
on these prices will resume in the medium run, once
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Food and oil prices exhibited downward trends
throughout the 1980s and 1990s (figure 2.1). Between
1981 and 1999, food prices dropped at an average
rate of 2.3% per year; the price of crude oil dropped
much faster, at an average rate of 5.9% per
year between 1980 and 1998. When prices are
adjusted for inflation, the decreases are steeper
(figure 2.2).

Both downward trends reverted sharply in the 2000s.

The price of crude oil began to rise in 1999, after
reaching a low of $13 per barrel in 1998. Between
1998 and 2007, the price of crude oil increased at an
annual average rate of 21%, reaching $72 per barrel in
2007. It accelerated even more in the first half of
2008, reaching historic daily highs of more than $140

Evolution of fuel and food prices

Figure 2.1. Food price index and Brent crude oil price, 1980-2008
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Figure 2.2. Food price index and Brent crude oil price, adjusted by inflation, 1980-2008
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Source: ESCAP, based on data from IMF, www.imf.org/external/np/res/commod/externaldata.csv.

Notes: The food price index in this figure is the IMF commodity food price index (2005 = 100). It includes price indices for cereal, vegetable
oils, meat, seafood, sugar, bananas and oranges.

Source: ESCAP, based on data from IMF, www.imf.org/external/np/res/commod/externaldata.csv.

Note: Food price index and crude oil prices are deflated by the United States CPI-U, city average, all items, NSA, December 2008=100.
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per barrel in July 2008. The price of food has also
increased sharply since 2000, although not as fast as
the price of crude oil. While food prices did not reach
record levels in real terms (after adjusting for inflation),
at their peak in June 2008, they were the highest in
almost 20 years (figure 2.2). The high prices proved
unsustainable. By the end of 2008, the price of Brent
crude oil plummeted to less than $40 per barrel, 70%
below its July peak. The food price index also
dropped, though less dramatically.

In recent years, the rise and fall of the prices of
different food commodities have not been synchro-
nized. During 2006, sugar experienced a spike, but
other food commodities remained fairly constant until
the last quarter of the year (figure 2.3). In 2007, dairy
prices soared, reaching their peak in November. The
same year, cereals and vegetable oils started a vertigi-
nous ascent that peaked in April 2008, pulling up the
overall food price index.1 In all, cereal prices increased
92% from April 2007 to their peak in April 2008,
compared with an increase of 29% between April 2006
and April 2007.

Of the three main cereals, rice experienced the steep-
est price increase in the shortest time: 150% from
January to May 2008 (figure 2.4). Wheat experienced
a price increase of 134%, but it was stretched out
over a year, from March 2007 to March 2008, and
maize prices increased 95% between August 2007
and June 2008. Of the three cereals, wheat experi-
enced the sharpest drop from its peak, followed by
maize and rice. As of December 2008, their prices
dropped 55%, 46% and 40%, respectively, from their
peaks.

From a historical perspective, the recent run on food
commodity prices was not unique (see box 2.1). Nev-
ertheless, this episode was among the five largest
price runs in the last 100 years.

1 In order to avoid cluttering, the picture does not include
vegetable oil prices, which follow a trend very similar to
that of cereal prices. To construct the overall food price
index, the Food and Agriculture Organization of the
United Nations weights each commodity group by its
share in world exports. Given the high weight of cereals,
this commodity group has a high correlation with the
overall food price index (r = 0.97, calculated over the
period January 1992 to September 2008).

Figure 2.3. FAO food price index and its compo-
nents, 2006-2008
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Figure 2.4. Price indexes of selected cereals,
2007-2008
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Source: ESCAP, based on data from FAO, www.fao.org/worldfood
situation/FoodPricesIndex/en/ and www.fao.org/es/esc/prices/Prices
Servlet.jsp? lang=en.

Note: Prices of individual commodities shown are for U.S. No. 2,
yellow maize, U.S. Gulf (Friday); white rice, Thai 100% B second
grade, f.o.b. Bangkok (Friday); and U.S. No. 2, soft red winter wheat,
U.S. Gulf (Tuesday).
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Box 2.1. Food commodity prices in the last 100 years

The 110% increase in food commodity prices from 2002 to 2008 was among the five largest price runs in the
last 100 years (see figure below). The largest run occurred between 1968 and 1974, when commodity prices
increased 236% in only seven years. In the next largest run, encompassing the second World War and the
early post-war years, prices increased 229% in nine years. In both the run of 1914-1918 during World War I
and in the rebound of 1932-1937 during the Great Depression, prices increased about 125%.

The largest price drawdown came at the beginning of the Great Depression, between 1929 and 1932, when
prices dropped 58%. The fastest episode of dropping prices occurred in 1921: they plummeted 54% in only
one year.
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Fuel and food commodity markets are characterized
by low short-term demand and supply price
elasticities.2 Market prices may thus be volatile and
react sharply to news about events affecting present
or future demand or supply.

Fuel

While world demand for petroleum has grown steadily
for the last 10 years, production has often lagged
behind (figure 2.5).3  Between 1998 and 2006, world
petroleum consumption increased at an average annual
rate of 1.73%. The growth in consumption was even
faster in the ESCAP region, at 2.81%. But world petro-
leum production grew at an annual average growth rate
of only 1.40%. Given this situation of excess demand
and the low short-term demand and supply price
elasticities that characterized commodity markets, the
speed at which crude oil prices rose was not surprising.

The major reason for the rapid increase in world
petroleum consumption in the 2000s was accelerated
world economic growth. The average annual world
growth rate increased to 4.9% in 2003-2007 from an
annual average of 3.2% in 1990-2002 (IMF, various
issues). There is a positive association between
economic growth and growth in petroleum consump-
tion, as shown in figure 2.6. An increase in world
income of 1% over the period 1982-2007 was associ-
ated with a 0.79% increase in the demand for petro-
leum. This estimate of the income elasticity of crude
oil demand lies between Gately and Huntington’s
(2002) estimates for developed countries (0.55), on
one hand, and the fast-growing developing countries
(1.17) and oil-exporting countries (1.11) on the other
(see also Hamilton, 2008).

Both developing countries and oil-exporting countries
played a significant role in the increase in world petro-
leum demand in recent years. China, India and oil-
exporting countries such as the Islamic Republic of
Iran and the Russian Federation were among the 10
countries that most contributed to the increase in

Underlying reasons for the volatility of fuel
and food prices

2 This section draws partly on ESCAP (2009).
3 Petroleum includes crude oil, natural gas, and other

liquids. Over 1998-2006, crude oil represented 87.6% of
total petroleum production.

Figure 2.5. Production and consumption of
petroleum, 1997-2007
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world petroleum consumption between 2001 and 2006
(figure 2.7). Seven of the 10 countries shown in the
figure are developing countries from the fast-growing
ESCAP region. Those seven countries contributed
just over 50% of the world’s increase in petroleum
consumption between 2001 and 2006, up from
39% between 1996 and 2001. In contrast, the contri-
bution of the OECD countries fell to 21% between
2001 and 2006, from 34% between 1996 and 2001.

As mentioned above, crude oil production has often
lagged behind consumption in recent years (figure
2.5). As a result, the world’s spare capacity of crude
oil – unused production capacity that can be called
upon in case of disruption – dropped from 5 million
barrels per day in 2002 to 1 million barrels in 2005.
Although it increased to 2.5 million barrels per day in
2007, spare capacity is still tight by historical stand-
ards. A major reason for the sluggish supply response
has been the increased difficulty and costs of extract-
ing oil from new fields. Costs more than doubled
between 2005 and 2008, due mainly to an acute
shortage of inputs such as engineers, scientists and
equipment, while buoyant world economic growth has
driven up the price of critical inputs such as steel and
cement (Yergin, 2008).

Food

The causes of higher food prices are somewhat similar
to those underlying the increase in the price of crude
oil. The stocks of wheat, maize and rice, measured in
consumption days, have dropped to the lowest levels
in 30 years (figure 2.8).4 The biggest drop has been for
maize (59%), followed by rice (51%) and wheat (46%).
Although wheat inventories recovered part of the lost
ground thanks to a record harvest in 2008, that year
they were still 31% lower than in 1999.

Declining inventories can be explained by a combina-
tion of fast-growing demand and stalling production.
Unlike crude oil, the rate of consumption growth for
cereals such as maize, rice, and wheat are less
related to the world’s rate of GDP growth. In data for
the period 1981-2006, the correlation coefficient is
slightly negative for rice (–0.21), close to zero for
wheat (0.03) and positive but small (0.28) for maize.
This phenomenon reflects Engel’s Law, by which the
share of income allocated to food and other basic
necessities decreases as income grows.

Figure 2.7. Share of increase in world petroleum
consumption: top 10 countries
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Figure 2.8. World grain stocks in days of
consumption, 1978-2008
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Source: ESCAP, based on data from United States Department of
Agriculture, Grains: World Markets and Trade, April 2008 and October
2008.

Note: Calculated as (ending stocks/consumption)* 365. Consump-
tion includes all possible uses of the commodity within each country:
food, feed, seed, industrial processing and waste.

4 The stock of rice was as low as 65.8 consumption days
in 1981, but it recovered quickly the following year. The
current low is only slightly less, but it has lasted four
years, from 2004 to 2007.
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However, the consumption of maize trended up mark-
edly since 2002 (figure 2.9). Unlike rice and wheat,
about two thirds of global maize production is used
for animal feed. Because food expenditures include
larger shares of meat and dairy as income grows, the
income elasticity of maize is higher than that of wheat
or rice. Furthermore, in recent years a rapidly increas-
ing share of world maize production has been used
for the production of ethanol – as much as 70% of
the increase in global maize production between 2004
and 2007 (Mitchell, 2008). The production of ethanol
was boosted by the inability of crude oil production to
catch up with the increase in petroleum demand and
by generous government subsidies and use mandates
in many countries.5 As a result, the United States, the
leading world producer of ethanol from maize, is esti-
mated to have used 81 million tons of maize in the
2007/08 crop year to produce ethanol. With Canada,
China and the European Union contributing an addi-
tional 5 million tons, the total use of maize for ethanol
was 86 million tons in 2007, or about 11% of global
maize production (Mitchell, 2008).

This additional demand for maize has pushed its price
up and will continue to do so in future. A study
conducted by the International Food Policy Research

Institute (IFPRI) found that current investments in
biofuel production capacity will increase the price of
maize 26% above its baseline forecast by 2020, while
doubling this production capacity would increase the
price of maize 72% above the baseline (von Braun,
2008). Moreover, using more land and water to pro-
duce biofuels will put pressure on the production of
other food crops. Trostle estimates the land use for
biofuel crops in the major producing countries –
United States, the EU-27, Brazil, China, Argentina and
Canada – at 47.8 million acres (19.3 million hectares),
or 3.4% of their arable land (Trostle 2008). But if all
major countries and regions meet their stated biofuel
targets for 2020, the total requirement for land could
increase to as much as 166 million hectares (United
Kingdom Renewable Fuels Agency, 2008), representing
29.2% of their arable land.

In addition, the dramatic increase in the price of crude
oil up to June 2008 pushed up the costs of applying
fertilizers, operating agricultural machineries, and trans-
porting food to urban areas and across countries.
Thus, the high costs of energy translate into higher
costs of cultivation and therefore higher prices of
output. The impact of high oil prices on agriculture is
magnified because agriculture has become more
energy-intensive in the past decade, with irrigation and
fertilizers as critical inputs. Irrigation, especially
groundwater exploitation, requires energy in the form
of diesel or electricity to run pumps. As petroleum or
natural gas is used to manufacture most fertilizers,
their prices have also increased dramatically. Between
January 2007 and June 2008, the price of a ton of
fertilizer increased from $277 to over $450 for
nitrogen-based fertilizers, from $172 to over $500 for
potash-based fertilizers and from $250 to $1,230 for
diammonium phosphate (Dap) (Vidal, 2008).

Short- and long-term supply factors also contributed to
the increase in food prices. In the short-term, epi-
sodes of bad weather affected important grain-produc-
ing countries. Australia experienced its worst multi-year
drought in a century since 2002, resulting in very low
grain yields and plummeting exports. Ukraine and the
Russian Federation have experienced two years of
drought since 2005. In 2007, floods in Northern Eu-
rope, a hot and dry summer in Canada, frost in
Argentina and the United States, and drought in
South-Eastern Europe, North-Western Africa, and Tur-
key caused a second consecutive drop in global
average yields for grains and oilseeds (Trostle, 2008).

A second short-term factor was the imposition of
export restrictions, between the end of 2007 and the
first half of 2008, to isolate domestic markets from the
effects of higher international prices. Cambodia, India

Figure 2.9. Trends in world consumption of
maize, rice and wheat, 1978-2008
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Source: ESCAP, based on data from United States Department of
Agriculture, Grains: World Markets and Trade, April 2008 and October
2008.

5 For instance, the United States has a tax credit of $0.51
per gallon to blenders of ethanol and passed legislation
in 2005 mandating 7.5 billion gallons of renewable fuels
by 2012. The EU directive on biofuels that entered into
effect in October 2001 stipulated that EU countries
should replace 5.75% of all transport fossil fuels with
biofuels by 2010.
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and Viet Nam temporarily banned rice exports.6 Malay-
sia and Indonesia imposed export taxes on palm oil.
Kazakhstan banned exports of oilseeds and vegetable
oils. The Russian Federation raised export taxes on
wheat. China first eliminated rebates on value added
taxes on exported grains and grain products and later
imposed an export tax on those products (Trostle,
2008). All these restrictions contributed to pushing up
international grain prices even more, especially in the
case of rice.

Weak incentives for farmers to keep up production
have been particularly noteworthy in the late 1990s,
following a drop of more than 50% in cereal prices
between May 1996 and August 2000.7 As a result, the
world production of maize, rice, wheat and coarse
grains lagged significantly behind consumption for four
or more consecutive years in the early 2000s.8 These
episodes, which resulted in the large drops in cereals
stocks shown in figure 2.8, were unusual. In the past
30 years, production of maize and wheat did occa-
sionally drop substantially below consumption, usually
as the result of major crop failures in important pro-
duction areas, but the recovery was rapid.

Integration of food, fuel and
financial markets

An additional factor that contributed to the soaring fuel
and food prices is the integration of fuel and food
markets with financial markets. In recent years, com-
modities have become more attractive to institutional
investors, such as index funds, which try to replicate
the performance of major commodity price indexes,
and hedge funds. Some of them were attracted to
commodities as a way to diversify traditional portfolios
of stocks and bonds; others believed that commodity
markets were experiencing a long-term trend that
would drive prices higher for years to come. As a
result, the stock of futures commodity contracts dou-
bled from $200 billion in December 2005 to $400
billion in March 2008 (IFPRI, 2008). The extent to which
this influx of funds into futures commodity markets and
a resulting increase in speculation led to a commodity
price bubble has been the subject of much debate
(see box 2.2). Nevertheless, most observers agree that
the growing presence of financial investors in com-
modity markets has contributed to increased volatility
because it causes prices to react quickly, and often
overreact, to new market information.

Fluctuations in the value of the United States dollar, in
which currency commodity contracts are denominated,
have also influenced the volatility of commodity prices
through several possible channels.9 First, depreciation
of the dollar makes commodities cheaper for consum-

7 The FAO cereals index dropped from a peak of 168.0 to
a trough of 78.5 during that period.

8 The period of drop in stocks varied somewhat across
grains. For maize and wheat it was 2000-2003; for rice it
was 2001-2004; for coarse grains, it was the five-year
period 1999-2003.

9 See Abbott, Hurt and Tyner (2008) for a detailed analysis
of the relationship between the United States dollar
exchange rate and commodity prices.

6 In the case of India, the ban applied to exports of rice
other than basmati.

Falling prices and governments’ neglect
of agriculture resulted in lower yield
growth rates and made millions of

farmers migrate to the cities in
search of better opportunities

The main long-term supply factor has been a marked
decline in the growth rate of yield associated with the
neglect of investment in agriculture over the last 20
years (ESCAP, 2008a). Following the “Green Revolu-
tion”, yields grew at an average annual rate of 2.7%
from 1970 to 1990. But as a consequence of a
prolonged period of declining real prices (see figure
2.2), incentives for investment in agriculture declined,
causing the average annual rate of growth in yield to
drop to 1.2% between 1990 and 2005 (Hossain,
2007). The reduction in private investment was
compounded by a drop in agriculture’s share of
official development assistance from 18% in 1979 to
3.5% in 2004 (World Bank, 2007). In addition, public
agricultural spending has often subsidized private
goods, such as fertilizers and credit – leading to
socially regressive transfers which are “substantially
less productive than investments in core public goods
such as agricultural research, rural infrastructure, edu-
cation, and health” (World Bank, 2007, p. 41).

Similarly, the global average annual growth rate of
cultivated land area has also dropped significantly,
from 0.7% between 1970 and 1990 to 0.2% between
1990 and 2005 (Hossain, 2007). The prolonged
decline in agricultural prices also played a role, as
rapid economic growth and urbanization created in-
centives for rural workers to migrate to cities in search
of better incomes. The process of urban development
also created incentives for the conversion of agricul-
tural lands to alternative uses (Webb, 2008).
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Box 2.2.  Are speculators to blame?

In principle, there is nothing wrong with speculation in futures markets. Technically, futures market speculators
are market participants who seek to make a profit by predicting market moves and buying “on paper” a
commodity for which they have no practical use.  In that sense, speculators play two useful roles: providing
liquidity and facilitating the process of price discovery. They provide liquidity by being willing to take risks as
counterparts in futures contracts with farmers willing to guarantee the price they will get from selling their crop
from a future harvest. By increasing the number of market participants, speculators enable these markets to
work more efficiently, facilitating the incorporation of all the available information that can affect the future
demand or supply of a commodity in the market price.

But market participants sometimes accentuate the impact of news on market prices, making them more
volatile. In the case of crude oil and, to a lesser extent, that of food commodities, some of the new
institutional investors participating in these markets, such as index funds, bought futures according to
specified investment targets and disregarded the market price. Others, such as hedge funds, tended to bet
only that commodity prices would rise. If enough market participants bet that commodity prices will continue
going up, would they create a self-fulfilling prophecy – at least until the market turns? The answer to this
question has been hotly debated. To better understand the gist of it, consider the following old Wall Street
story:

On a slow afternoon, trader A decided to open a market for a can of sardines. Bidding
started at $1. B bought it for $2 and sold it to C for $3. D and E decided to get into
the act, with the result that E became the owner for $5. E decided to open the can
and discovered the sardines had gone bad. He went back to A to get his money
back, protesting that the sardines were rotten. Trader A smiled broadly and said, “You
don’t understand. Those were trading sardines, not eating sardines” (Smith, 2008).

Commodities futures markets trade paper, not physical goods. Some argue that for futures market speculation
to influence commodities cash (spot) prices, future prices should induce hoarding by sellers. In other words,
unless future prices affect demand and supply for physical goods, cash prices should not be influenced. But
with food inventories at historical lows (figure 2.8), he sees no evidence of hoarding in the data (Krugman,
2008).

However, hoarding behaviour may not be readily reflected in the inventory data because more hidden forms of
hoarding may have taken place. For instance, in situations where the price of a commodity increases sharply
and abruptly, with expectations that increases will continue, as was the case of rice in the first four months of
2008, illegal hoarding activities by large warehouses were detected in India and the Philippines (IFPRI, 2008),
while farmers in Thailand and other rice-producing countries held onto stock waiting for higher prices and
even defaulting on contracts in certain cases. Consumers are also prone to panic hoarding. Moreover, in the
case of oil, an expectation of fast-increasing prices creates an incentive to hold oil underground, so no
increase in inventories should be observed (Davidson, 2008). Thus the possibility of futures speculation
influencing cash prices cannot be ruled out.

In any event, most analysts agree that while speculation is not a driver of commodity prices it is a factor that
accelerates and amplifies price movements driven by fundamental supply and demand factors (Burkhard,
2008; IMF, 2006, pp. 15-18).  Thus the growing presence of financial investors in commodity markets may
have increased volatility by causing prices to react quickly, and often overreact, to new market information
(UNCTAD, 2007).
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ers located in Europe, creating an incentive to buy
more, leading in turn to an increase in their dollar
price. Second, if oil exporters have enough pricing
power and want to keep their purchasing power over
European imports, they have an incentive to increase
oil prices when the dollar depreciates. Third, a falling
United States dollar reduces the returns on dollar-
denominated financial assets in foreign currencies, in-
creasing the attractiveness of oil and other commodi-
ties as alternative assets for foreign investors (Crespo
Cuaresma and Breitenfellner, 2008). Figure 2.10 shows

Figure 2.10. Relationship between crude oil price and dollar/euro exchange rate, 2006-2008
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a tight correlation between the Brent crude oil price
and the dollar-euro exchange rate, especially between
November 2006 and November 2008.10

In sum, the reasons for the soaring food and fuel
prices up to June 2008 are complex and involve some
novel aspects, such as the closer links between food
and fuel markets, and financial aspects also played an
important role. Therefore, devising policy responses
to prevent similar episodes in the future will require the
joint consideration of the food, fuel and financial crises.

10 However, in December 2008, the euro recovered as the
price of oil continued to fall.
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An increase in fuel and food commodity prices has a
direct impact on a country’s trade balance, inflation,
poverty and fiscal balance. Several conclusions
emerge from table 2.1, which shows estimates of the
impact of commodity price increases on the trade
balance (exports minus imports).11 First, the impact
was not trivial. The higher commodity prices cost
India, China and the Republic of Korea about $10
billion each year between 2004 and 2007. To put
these numbers in perspective, the table also ex-
presses them as a percentage of each country’s total
merchandise imports. From that perspective, the an-
nual costs during 2003-2007 represented 5% or more
of imports for Mongolia, the Republic of Korea, Arme-
nia, Georgia, Kyrgyzstan, India, Pakistan and Japan.

Second, for the limited number of countries for which
estimates are available, the cost increased substan-
tially during 2008, exceeding 7% of imports for Arme-
nia, Kyrgyzstan, Fiji, New Caledonia, India, Maldives
and Pakistan. Third, some countries in the region,
most of them oil exporters, benefited from the in-
crease in crude oil prices. In particular, the annual
price impact for the Russian Federation and the Is-
lamic Republic of Iran during 2004-2007 was very
high, amounting to nearly 30% of their imports. The
impact was also important for Kazakhstan, where it
increased from 21% of the country’s imports during
2004-2007 to 30% in 2008. The price impact was
favourable, though to a lesser extent, for Indonesia,
Malaysia and Viet Nam. Of course, high dependence
on commodity exports is a double-edged sword that
exposes countries to high volatility in the barter terms
of trade and current account positions. While in 2008
the GDP growth of commodity exporters, such as
Malaysia and Indonesia, was lower but not too differ-
ent from the year before, the prospects for 2009 are

more somber, for these countries are doubly exposed
to deteriorating global demand and declining terms of
trade.

The estimates in table 2.1 group together the impact
of higher food and fuel prices on the trade balance.
Figure 2.11 shows the differential impact of each
commodity group. For the majority of countries in the
Asia-Pacific region, most of the impact is attributable
to the increase in fuel prices. Only in New Zealand
was the impact of food prices rather high, represent-
ing 4.6% of the country’s imports during 2004-2007.12

This finding reflects the facts that (i) crude oil prices
increased roughly three times faster than food prices
between 2003 and 2007 (120% against 40%) and
(ii) the average value of trade in crude oil for the
countries considered is eight times higher than their
trade in food commodities.

While the price of crude oil increased sharply in 2004
and 2005, concerns about inflation in the Asia-Pacific
region became widespread following the large food
price increases that occurred during the second half of
2007 and the first half of 2008.13 Table 2.2 shows the
impact of the increase in food commodity prices be-
tween 2006 and 2008 on domestic food prices for
selected Asia-Pacific countries. The impact varies
across countries for many reasons. First, the composi-
tion of food commodity trade differs among countries,
and commodities with a higher share on a country’s
trade are likely to have a larger impact. To reflect this
variation, column 1 of table 2.2 shows the rate of
change of country-specific food commodity price in-
dexes. The data shows that Bangladesh, India, Indone-
sia, Malaysia and Viet Nam experienced increases in
food commodity prices of about 80% during the period
analysed, compared with only 52% for the Republic of
Korea and 41% for Hong Kong, China. The reason is
that cereals and oils, whose prices increased the most
during the period considered, represent over 80%
of the food commodity trade of the first group of

Economic and social impacts

11 The estimation is as follows. The change in value of
a trade flow X between year t and year t - 1 can
be approximated as Xt - Xt-1 ≈ Qt-1(Pt - Pt-1) + Pt-1(Qt -
Qt-1), where Q is the quantity and P is the price. The
first term represents the price effect and can be
expressed as Xt-1(Pt - Pt-1)/Pt-1. The FAO food prices
indices for cereals, edible oils, sugar, meat and dairy
products are used, as well as the Brent crude oil price,
along with import and export data to estimate the price
effect for each of these six commodities for each coun-
try in the Asia-Pacific region for which data are available
between 2003 and 2006. The numbers shown in table
2.1 and figure 2.11 represent the price effect for exports
minus the price effect for imports.

12 Food represents close to one third of the country's
exports. In particular, New Zealand is a leading world
exporter of dairy products, whose prices have increased
significantly in recent years.

13 ESCAP (2007) estimated the impact of a 10% increase
in crude oil prices on domestic inflation rates in selected
countries. The impact was highest for Malaysia, the
Philippines, Thailand and India (between 0.6% and
0.75%), but relatively low for China (0.1%).
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Table 2.1. Impact of commodity price increases on the trade balance

In dollars (millions) As share of imports (per cent)

average average
2003 2004-2007 2008 2003 2004-2007 2008

Developing ESCAP economies
East and North-East Asia

China –1 904 –9 811 .. –0.6 –1.6 ..
Hong Kong, China –783 –1 783 .. –0.4 –0.6 ..
Mongolia .. –66 .. .. –5.8 ..
Republic of Korea –4 311 –11 749 .. –2.8 –4.8 ..

North and Central Asia
Armenia –32 –74 .. –3.4 –4.6 ..
Georgia –27 –116 –393 –3.4 –5.1 –7.5
Kazakhstan 751 3 280 9 892 11.4 21.1 30.2
Kyrgyzstan –16 –51 –208 –2.7 –4.6 –8.6
Russian Federation 8 241 28 635 .. 17.8 31.0 ..

Pacific Island economies
Fiji –5 –55 –141 –0.6 –3.9 –7.9
New Caledonia –28 –65 –129 –2.6 –3.7 –5.3

South and South-West Asia
India –2 801 –7 734 –16 606 –4.6 –5.9 –7.6
Iran (Islamic Republic of) 3 624 9 798 .. 17.8 28.4 ..
Maldives –12 –27 –78 –3.1 –3.9 –7.1
Pakistan .. –972 –2 418 .. –4.5 –7.4
Turkey –1 344 –3 402 .. –2.6 –3.2 ..

South-East Asia
Indonesia 1 480 2 056 4 763 4.7 4.2 6.4
Malaysia 1 226 2 807 6 730 1.6 2.6 4.6
Philippines –534 –1 416 –3 244 –1.3 –2.9 –5.6
Singapore –910 –1 766 .. –0.8 –0.9 ..
Thailand –767 –2 498 .. –1.2 –2.4 ..
Viet Nam 204 646 .. 1.0 1.9 ..

Developed ESCAP economies
Australia 2 009 3 443 .. 2.9 3.1 ..
Japan –11 086 –28 931 .. –3.3 –6 ..
New Zealand 506 595 .. 3.4 2.6 ..

Source: ESCAP, based on data from the United Nations COMTRADE database.

Notes: The economies selected had trade data available for each year between 2003 and 2006. Impacts for 2008 are estimates.
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countries.14 Instead, the commodity trade shares of
meat, whose price increased much less during the
period, and sugar, which decreased in price, is high for
the Republic of Korea and Hong Kong, China.

A second source of variation in the impact of food
commodity prices on domestic food prices is the
exchange rate. The currencies of the Philippines, Thai-
land, China and Singapore appreciated 10% or more
against the United States dollar in the period consid-
ered, softening the impact of the increase in interna-
tional food commodity prices on domestic food prices.
The opposite was true for countries such as Pakistan
and the Republic of Korea, whose currencies depreci-
ated 15% or more against the United States dollar.

Additional sources of variation are: (1) the share of
food commodities in the total cost of production of
processed foods, including distribution and commer-
cialization costs; (2) government interventions in the
form of import tariffs and quotas, taxes, and subsidies
for food products, all of which vary across countries;
and (3) differences in inflationary processes for

reasons other than food inflation. As a result, food
commodity inflation does not pass through exactly into
domestic food inflation. Indeed, column 4 of table 2.2
shows that, on average for the countries and period
considered, the pass-through rate was only 39%.

Although domestic food inflation rates were, on aver-
age, considerably lower than food commodity inflation
rates, the increase in the former was nevertheless
important. As shown in figure 2.12, the association
between increases in domestic food inflation and
economy-wide headline inflation was positive and
strong during the period considered. This is not sur-
prising, given the weight of food in the consumer price
index (CPI), which ranges between 16% for the Re-
public of Korea and 59% for Bangladesh, with an
average value of 38% (column 5 of table 2.2). For the
countries shown in figure 2.12, a 1% increase in the
food inflation rate was associated, on average, with an
increase of 0.63% in the headline inflation rate.

Obviously, the impact of food commodity inflation on
domestic food inflation and headline inflation reverted in
the second half of 2008 as commodity prices fell
rapidly. With economic growth expected to be negative
for the OECD countries in 2009, commodity prices are
expected to remain low. The lower prices have had a
significant impact on inflation rates across the region. In
China, for instance, the year-on-year CPI inflation rate
dropped from 8.6% in April 2008 to 1.2% in December,

Figure 2.11. Impact of fuel and food prices on the trade balance, 2004-2007
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14 For Viet Nam, the share of cereals and oils is a little
lower (74%), but the share of dairy products, which also
increased substantially during the period, is rather high
(19%).
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Table 2.2. Impact of food commodity inflation on domestic food inflation

Average food pass-through rates, January–December 2006 to January–December 2008

Memo item:
Food commodity Food commodity Weight of food

inflation rate inflation rate Domestic food Pass-through in consumer
(US$) (domestic currency) inflation rate rate price index

(1) (2) (3) (4)=100*(3)/(2) (5)

Bangladesh 81 80 22 28 59
China 70 49 28 58 33
Hong Kong, China 41 42 15 37 26
India 80 76 20 26 47
Indonesia 79 86 30 35 46
Malaysia 85 67 12 18 31
Pakistan 77 104 41 40 40
Philippines 74 49 17 34 47
Republic of Korea 52 72 8 11 16
Singapore 61 42 10 25 23
Sri Lanka 57 63 57 91 47
Thailand 55 35 16 46 33
Viet Nam 82 87 52 60 48
Average 69 66 25 39 38

Sources: ESCAP, based on data from the United Nations COMTRADE database, national statistical office websites, and IMF, International Financial
Statistics.

Notes: The calculation for India is for the period January-November 2006 to January-November 2008. The numbers in columns (1) to (3) are 24-
month growth rates expressed in percentage points. Country-specific food commodity prices (column 1) are calculated as weighted averages of
the FAO food price indices for cereals, oils, meat, dairy products and sugar, using trade weights. The trade weights were calculated for the period
1998-2005.

Figure 2.12. Increases in headline and food inflation rates between 2007 and 2008

15

12

9

6

3

0

In
cr

ea
se

 i
n 

he
ad

lin
e 

in
fla

tio
n 

ra
te

s
(p

er
ce

nt
ag

e 
po

in
ts

 d
iff

er
en

ce
)

0 5 10 15 20 25 30

Increase in food inflation rates (percentage points difference)

Viet Nam

Pakistan

Sri Lanka
Philippines

Thailand

Hong Kong, China

Taiwan Province of China

India
China

Singapore
Indonesia

Malaysia
Republic of

Korea

Sources: ESCAP, based on data from national statistical offices websites.

Notes: The increases in inflation rates are calculated as the average year-on-year inflation rates for January-December 2008 minus those for
January-December 2007. For India the differences are between for January-November 2007 and January-November 2008.

y = –0.12 + 0.63x
R2 = 0.93



55

CHAPTER 2.  FOOD AND FUEL PRICE SHOCKS

and in Thailand it fell from 9.2% in July to 0.4% in
December. Even in countries where inflation escalated
rapidly during 2008, such as Pakistan and Viet Nam, it
levelled and started to decrease by August 2008.
ESCAP forecasts that this trend will continue during
2009, with the annual average inflation rate dropping to
4.0% for the developing economies of the region,
compared with 7.9% in 2008 (figure 2.13). East and
North-East Asia is forecast to experience inflation of
0.9% in 2009, down from 5.2% in 2008. Inflation in
South-East Asia is forecast to ease to 4.2% in 2009
from 8.8% in 2008. Similarly, inflation in South and
South-West Asia is forecast to come down to 9.6% in
2009 from 11.6% in 2008, and in North and Central Asia
it will drop to 10.7% in 2009 from 14.3% in 2008.

A major concern about food inflation is its adverse
impact on poor households that are net buyers of food.
Food insecurity is not a new issue in the Asia-Pacific
region. In 2003-2005, the region had 542 million under-
nourished people, representing 64% of the world total. It
is estimated that higher food prices have increased the
number of undernourished people in the region by an
additional 41 million as of 2007 (FAO, 2008a). The

additional food price increases in 2008, along with the
marked slowdown in economic activity towards the
end of the year, is likely to increase the number of
undernourished even more. As a result, the Millennium
Development Goal of halving the 1990 proportion
of undernourished by 2015 seems less likely to be
attained.15

While these aggregates are worrisome, from a policy
point of view it is more important to identify which
groups are most affected by the increase in food
prices. Two critical distinctions to consider are (1)
between poor and non-poor households and (2) be-
tween those households that are net sellers of food
and those that are net buyers of food. In principle, it
might seem like the second distinction is roughly
equivalent to that between rural and urban house-
holds. However, recent research based on detailed
household surveys shows that most rural households
are, in fact, net buyers of food (Zezza et al., 2008).
Moreover, poor rural households with no land or small
landholdings, as well as those who do not use fertiliz-
ers and pesticides, are among the most severely
affected by the increase in food prices. Poor female-

15 The regional rate of undernourishment decreased from
20% in 1990-1992 to 16% in 2003-2005, still high above
the 10% target for 2015.

Figure 2.13. Rates of CPI inflation, by ESCAP subregion, 2007-2009
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headed households, both rural and urban, suffer the
most because their expenses include a larger share of
food products and because they are more likely to
face constraints in accessing land and credit.

Although food price increases can have serious
consequences for the poor in the short-term, most
worrisome are the long-term implications for their pro-
ductivity, their ability to generate income and eventually
exit poverty, particularly if their coping mechanisms
consist of depleting an already meagre asset base or
cutting essential expenditures, such as education, as the
following anecdotal examples from the region illustrate.

In Sri Lanka, impact assessments conducted by the
International Fund for Agricultural Development (IFAD)
revealed that poor rural people have been adopting
various strategies to cope with higher food prices,
including reducing the number of times and the variety
of foods they eat, migrating seasonally and mortgag-
ing or selling properties or other assets (Herath, 2008).
The first coping strategy can lead to malnutrition; the
third one can make it more difficult for poor people to
exit poverty in the future.

In 2007, higher food prices in Fujian Province, China,
forced poor rural people to reduce their consumption of
meat and oil, cutting their consumption of pork by 15%
and eggs by 20% (Sun, 2008). Farmers tended to buy
lower-priced food, which is usually poorer in quality and
nutritional value. Although food continues to be widely
available in China and the grain harvest has been
average or above average in the last few years, the
problem falls on the poorest members of society, who
are unable to afford the price of more expensive food.

In Nepal, food insecurity increased substantially during
2007-2008 not only because of increasing food prices
but also because of poor harvests caused by drought
in nine western districts of the country. A Rapid
Emergency Food Security Assessment for these nine

districts conducted by the World Food Programme in
June 2008 found a significant increase in coping strat-
egies such as borrowing money, purchasing food on
credit and migration (WFP, 2008).   A higher proportion
of the population was adopting unsustainable coping
strategies such as selling land, household belongings
and agricultural assets. Other harmful strategies in-
cluded taking children out of school to work and
consuming the next season’s seed stocks.

Food price increases may push the poor
to reduce the number of times and

variety of food they eat, sell their
meagre assets, or take children out

of school to work, harming their
and their children’s prospects

Reducing food intake or eating food with lower nutri-
tional content is particularly worrisome, as malnutrition
has wider ramifications. Low birth weight, inadequate
food intake and maternal anaemia are closely linked.
Recent data from India’s National Family Health
Survey revealed that 42% of children under 3 years in
the state of Haryana were clinically underweight in
2005-06, compared with 34% in 1998-99 (Chatterjee,
2007). The data also revealed that 70% of pregnant
women in the 15-49 age group were anaemic in
2005-06, up from 56% seven years earlier. (Chatterjee,
2007, p. 1418). Nutritional deficiencies in women in
poor rural communities are often associated with food
discrimination within the household, by which girls are
fed less than boys. Often used as a coping mecha-
nism when there is food insecurity, food discrimination
is likely to worsen the nutritional status of both preg-
nant mothers and newborns, increasing the likelihood
of health problems for future generations.
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Figure 2.14 schematizes the analysis of the causes
and impacts of the recent episode of fuel and food
price increases. Economic growth leads to increases
in the demand for both crude oil and food. If supply
responds adequately to such demand increases,
prices should remain stable and economic growth
would be sustainable. If the supply response is not
sufficient, crude oil and food prices will increase,
putting pressure on domestic inflation rates, the poor,
and budget balances. If these pressures are large

enough, addressing them becomes a key policy prior-
ity, detracting the energies of policymakers from
longer-term developmental goals. In that sense, sup-
ply-demand imbalances in crude oil and food com-
modity markets make economic growth unsustainable.
Notice that the figure assumes a causal link from
crude oil prices to food prices. This is due to the
impact of crude oil price increases on both the price
of agricultural inputs and the profitability of growing
crops for the biofuel industry instead of food crops.

The policy challenge: Managing long-run fuel
and food sustainability risks

Figure 2.14. Sustainability: balancing the demand and supply of crude oil and food
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This admittedly simplified scheme suggests that the
implementation of policies to ensure an adequate
long-term supply to meet future demand in crude oil
and food markets is critical to ensure the sustainability
of economic growth. That sustainability is, in turn,
fundamental to the inclusiveness of the development
process and to continuing making progress in eradi-
cating poverty. Three areas where the implementation
of long-term sustainability policies is important are
energy, food and biofuels.

Although implementing policies to ensure the long-
term balance between demand and supply in the
energy and food markets is of critical importance, two
other sets of policies are necessary complements.
First, given the increasing integration between global
commodity and financial markets, policies that pro-
mote stability in the latter are critical to avoid disrup-
tions in commodity markets arising from excessive
degrees of liquidity and speculation. Second, the low
coverage of social protection in developing countries
of Asia-Pacific makes large segments of the popula-
tion vulnerable to future crises. To achieve inclusive
and sustainable development in the region, the goal of
enhancing the coverage of social protection to all the
population should be pursued simultaneously with
policies to ensure the long-term supply-demand bal-
ance in energy and food markets.

Energy

 A sluggish supply response to a large increase in
demand since 2002 played a critical role in pushing
up the price of crude oil from $25 in 2002 to over
$100 in 2008. This trend is likely to continue as the
global economy recovers from the financial crisis, with
fossil fuels dominating the energy mix, emerging
economies comprising a growing share of global en-
ergy demand, and an inexorable rise in global CO2
emissions (IEA, 2008). Under this business-as-usual
scenario, IEA estimates that the price of crude oil will
jump back up to $100 and above in the medium
term.16

To minimize the risk of such a scenario, two sets of
policies should be emphasized (figure 2.15):

• Continue investing to enhance crude oil and gas
production. As the decline in production from ex-
isting oil fields is inexorable, and as oil and gas
are expected to account for 80% of the primary

energy mix in 2030 under a business-as-usual
scenario, it is critical to keep up investments to
develop new oil and gas fields to compensate for
the declining production of existing fields.

• Promote energy efficiency and invest in renewable
sources of energy. Securing energy supplies and
speeding up the transition to a low-carbon energy
system call for decisive action by governments at
the national and local levels, and through coordi-
nated international mechanisms. Households, busi-
nesses and motorists will have to change the way
they use energy, while energy suppliers will need
to invest in developing, and commercializing low-
carbon technologies. To make this happen, gov-
ernments have to put in place appropriate finan-
cial incentives and regulatory frameworks that sup-
port the goals of both energy security and climate
policy in an integrated way (IEA, 2008).

The goal of moving towards a new sustainable energy
paradigm has been highlighted by ESCAP and was
reflected in the adoption by the Commission of resolu-
tion 64/3 of 30 April 2008 on promoting renewables for
energy security and sustainable development in Asia
and the Pacific (ESCAP, 2008b). One key recommen-
dation is to implement tax reforms aimed at internaliz-
ing the ecological costs of carbon emissions into
energy prices (ESCAP 2008c). Higher fuel taxes deter
consumption and encourage the use of more energy
efficient technologies. By the same token, removing
subsidies on energy consumption, which according to
IEA amounted to a staggering $310 billion in the 20

16 IEA estimates that the price of crude oil will average
$100 per barrel (at constant 2007 prices) over the period
2008-2015 and rise to $120 by 2030.

Figure 2.15. Policies to balance demand for and
supply of crude oil
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largest non-OECD countries in 2007, could make a
major contribution to curbing demand for crude oil
and green house gas emissions (IEA, 2008).

export them to other countries. Thus, it is not surpris-
ing that as of March 2008, India ranked fourth in the
world in installed wind power capacity (Indian Wind
Energy Association, 2008).

While the policies mentioned above are important for
the goal of sustainable growth, they are also instru-
mental for achieving climate change mitigation. IEA
has considered two climate-policy scenarios corre-
sponding to long-term stabilization of greenhouse gas
concentration at 550 and 450 parts per million of CO2
equivalent (IEA, 2008). The 550 and 450 policy sce-
narios consider increases is the global temperature of
3oC and 2oC, respectively. To reach either of these
outcomes, hundreds of millions of households and
businesses around the world would need to change
the way they use energy, requiring innovative policies,
an appropriate regulatory framework, the rapid deve-
lopment of a global carbon market and increased
investment in energy research and development.

To what extent can the ESCAP region reduce the
petroleum intensity of its economic growth? Between
1990 and 2005, most ESCAP subregions made
progress in reducing their petroleum intensity, meas-
ured as barrels per day of petroleum consumption
over GDP in millions of 1990 United States dollars
(figure 2.16). The Asia-Pacific region as a whole cut
petroleum intensity by 18% between 1990 and 2005.
The subregion that cut its petroleum intensity the most
was North and Central Asia (45%). Only South-East
Asia kept its petroleum intensity roughly constant be-
tween 1990 and 2005. Still, there is room for more
progress. The petroleum intensity of GDP in the devel-
oped economies of the region is one third that of the
developing economies of the region. Thus, it is critical
to foster mechanisms for the transfer of technical
expertise in efficient and renewable energy from devel-
oped to developing countries.

Food

As in the case of crude oil, lagging investment has
been a major reason for the rapid increases in food
prices up to mid-2008. Three groups of factors have
been holding back agriculture: (1) structural con-
straints, such as inequality in land ownership, lack of
human capital development due to limited access to
health and education, and inadequate rural infrastruc-
ture; (2) policy constraints, including anti-agricultural
macroeconomic policies, limited agricultural credit, and
lack of promotion of R&D and extension services; and
(3) external factors, such as limited progress in liberal-
izing agricultural trade, agricultural price instability, and
declining official development assistance (ESCAP,
2008a, p. 133). The neglect of agriculture needs to be

Higher fuel taxes deter consumption
and encourage the use of more energy

efficient technologies; removing subsidies
on energy consumption could make

a major contribution to curbing demand
for crude oil and green house

gas emissions

An important step in that direction is China’s recent
reform of its gasoline pricing system. Before the
reform, China adjusted gasoline prices infrequently,
lagging behind developments in the international
crude oil market. Given this lagging pattern of adjust-
ment and the fact that oil prices increased sharply
after 2002, gasoline in China was subsidized during
most of the period between 2002 and the second
half of 2008, encouraging more use of automobiles
and other fuel-based vehicles, pushing up China’s
demand for crude oil. In addition, financial subsidies
to keep refiners producing cost the Government tens
of billions of yuan (Bangkok Post, 2008). The reform
involves two components: (1) relaxing controls over
the refined oil prices and letting retailers, wholesalers
and refiners jointly determine them in line with market
forces; and (2) replacing several administrative fees,
including a road maintenance fee, with a fuel tax of
30% to 50%. While the first component eliminates the
need to subsidize refiners if the retail price is too low,
the second component internalizes the cost of car-
bon emissions and creates incentives for drivers to
switch to less fuel-intensive vehicles.

Another recommendation by ESCAP is to support
technological innovations that promote energy effi-
ciency and the development of renewable sources of
energy (ESCAP, 2008c). A case in point is India,
which has promoted the generation of wind power
with an accelerated depreciation of 80%, a 10-year
tax holiday for wind farms and exemptions from
customs and excise duties (Science and Environment
Online, 2008). The diffusion of such innovations
within the country is beneficial not just for improving
energy security and enhancing growth sustainability.
New technologies usually involve a process of learn-
ing by both users and producers that, over time,
leads to quality improvements and cost reductions.
By promoting innovations, a country can acquire a
competitive advantage in the new technologies and
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Figure 2.16. Petroleum intensity of GDP, by ESCAP subregion, 1990-2005
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urgently redressed if future episodes of soaring prices
are to be mitigated. In addition, policies adopted by
some grain exporters to protect domestic consumers
from the impact of increasing prices, such as export
bans and quotas, drove prices up even faster, to the
detriment of importing countries. Thus, policies to im-
prove the functioning of the international agricultural
trade markets and to promote a mechanism of re-
gional cooperation for emergency access to food
need to be boosted. Figure 2.17 schematizes these
two sets of policies.

Policies to promote investments in agriculture and
rural development should emphasize the following ele-
ments:

• Focus on smallholders.  Despite migration to the
cities, 80% of the Asia-Pacific poor reside in rural
areas and lack access to enough land, agricultural
inputs, finance and markets to benefit from the
higher food prices. This state of deprivation needs
to be addressed in order to improve the food
supply response, reduce poverty and make
growth more inclusive. To achieve these objec-
tives, increased public and private investments are
needed, investments that will alleviate conditions

for small farmers throughout the supply chain – at
the farm level, in production infrastructure, access
to markets and processing.

• Promote opportunities for rural non-farm employ-
ment.  A prosperous rural economy depends not
only on agriculture but also on non-farm activities,
including agro-industries, commerce and other
services. Such activities provide additional sources
of income for rural households above and beyond
agriculture. They also contribute to a more bal-
anced pattern of rural development, which creates
both a higher tax base and a constituency that will
demand investments in rural infrastructure (roads,
electricity) and public goods (schools, health clin-
ics). Finally, a more prosperous rural economy
reduces incentives for rural-to-urban migration,
easing pressures on urban infrastructure and the
provision of public services in cities.

• Boost R&D investments and disseminate improved
technologies. The International Rice Research Insti-
tute (IRRI) has proposed a nine-point programme
to boost rice yields and enhance food security.
Among its recommendations: (1) reduce gaps in
yields across countries and regions through the
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use of better crop management practices;
(2) accelerate the delivery of new post-harvest
technologies to reduce losses; (3) accelerate the
introduction and adoption of higher-yielding varie-
ties; (4) increase funding for the development of
new rice varieties; and (5) train a new generation
of rice scientists and engineers (Remo, 2008).

• Promote sustainable agricultural practices. Increas-
ing food production is a fundamental objective not
only for the short- and medium-term but also for
the long-term. It is critical to avoid agricultural
practices that place stress on natural resources,
lead to the depletion of water sources, the nitrifi-
cation and salination of soils, and the permanent
loss of biodiversity and ecosystem services. If
agricultural practices damage natural resources,
the future food supply response will suffer. A
major area of concern is the use of irrigation
systems, which are highly inefficient and poorly
maintained in most countries of the Asia-Pacific
region (ESCAP, 2006).

• Strengthen producer organizations. Strong pro-
ducer organizations facilitate the integration of
smallholder farmers into agricultural supply chains.
By improving their bargaining power vis-�-vis input

supply and food marketing companies, they can
improve the profitability of their production. Finally,
producer organizations allow smallholder farmers
to pool common resources and learn how best to
manage them and save on operational costs.

• Improve international trade in food.  Countries
should avoid actions that meet national needs but
make the problem worse for other countries.
Therefore, the completion of the Doha Round of
trade negotiations, with an enhanced set of
agreed rules for a more transparent and fair inter-
national trading system, is an important step to-
ward securing more predictable access to food.

• Strengthen regional mechanisms for emergency
access to food. At the regional level, it is neces-
sary to support mechanisms for improving emer-
gency access to food through stock sharing and
fewer restrictions on the release of stocks to other
countries under emergency conditions. Policies to
build up national food stocks should be pursued
with caution because of their high management
costs. Finally, the use of market-based risk man-
agement instruments can be helpful to both
producers and buyers of food products. Instru-
ments such as futures contracts and options allow

Figure 2.17. Policies to balance demand for and supply of food

Economic
growth

Demand for
food

increases

Higher
crude oil

prices

Beware of
biofuels

Adequate
supply

response

Invest in
agriculture
and rural

development

No

Improve
International

food markets

Higher
food

prices



ECONOMIC AND SOCIAL SURVEY OF ASIA AND THE PACIFIC 2009

62

producers and consumers of food to transfer risks
to financial investors. For that purpose, national
and regional exchanges could be developed as
pilot projects, with the intention of scaling them up
in the future. Such programmes, given their inher-
ently complex and risky nature, would need to
be complemented by intensive capacity-building
programmes and with an appropriate regulatory
regime to prevent excessive speculation and vola-
tility.

• Enhance coherence in multilateral economic gov-
ernance to smooth out commodity price volatility.
The increased attention on the reform of the inter-
national financial architecture provides an opportu-
nity to agree on regulations that prevent excessive
speculation on commodity markets. Furthermore, it
should be possible to devise a mechanism that
provides adequate countercyclical liquidity to sof-
ten commodity price shocks (akin to reserve pool-
ing to support sudden drops in currency values
as suggested in chapter 1) .

Biofuels

Biofuels provide a renewable source of energy that
can help reduce the petroleum intensity of growth.
Depending on the production and processing of
biofuel feed stocks, the scale of their production and
their influence on land use, biofuels also have the
potential to reduce the emission of greenhouse gases
(FAO, 2008b).17 In addition, as a major new source of
demand for agricultural commodities, they could help
revitalize agriculture in developing countries, with po-
tentially positive implications for economic growth,
poverty reduction and food security (FAO, 2008b, p.
79). While all of these benefits should be taken into
account, it must also be considered that one of the
adverse consequences of the expansion of the biofuel
industry is its contribution to the merging of the food
and fuel markets.

The economics of biofuel production is illustrated in
figure 2.18, which shows the breakeven prices for
ethanol production in the United States. The upper line
shows the break-even prices without subsidies. When
the crude oil price is above this line, producers of
biofuels make profits. The line is upward-sloping be-

cause increases in maize prices push up the costs of
ethanol production. The lower line shows break-even
prices with subsidies. The figure includes weekly aver-
ages of the international market prices of crude oil
and maize from 2005 to 2008. Not surprisingly, prices
are clustered mostly along the area between the two
break-even price lines because an increase in crude
oil prices makes ethanol production more profitable,
prompting producers to increase their demand for
maize and, in turn, pushing up the price of maize.
Similarly, a decrease in the price of crude oil makes
ethanol production less profitable and helps pull down
the price of maize.

The merging of the food and fuel markets is problem-
atic in the light of the projections of future supply-
demand balances in the crude oil market (IEA, 2008).
If crude oil prices rebound to $100 or more in the
coming years, the incentives to boost biofuel use will
increase dramatically, even without government subsi-
dies. As it is easy to adapt motor vehicles to run on
biofuels and for gas stations to distribute them, the
technological obstacles to the expansion of the indus-
try are relatively easy to overcome. Coinciding with
fast-rising crude oil prices, worldwide biofuels produc-
tion has grown at spectacular average annual rates
between 2001 and 2006: 22.7% for ethanol and 43.2%
for biodiesel (Gonzales, 2008). Furthermore, projections
suggest that these trends will continue, with ethanol
substituting for 10% to 20% of the expected global
demand for gasoline by 2030 (Walter et al., 2008).

17 As discussed in chapter 3, when tropical forests are
converted into cropland to grow biofuel feed stocks,
greenhouse gases (GHG) are released into the atmos-
phere for decades, as coarse roots and branches decay
and as wood products decay or burn. See Fagione et
al. (2008).

Figure 2.18. Break-even prices for maize and
crude oil with and without subsidies
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Another concern about expanding the biofuel industry
is its impact on water resources. As of 2005, 71% of
the freshwater withdrawn in the Asia-Pacific region was
used for agricultural purposes (ESCAP, 2009). In many
countries, water for agriculture is becoming more
scarce as a result of increased domestic or industrial
uses. In addition, the expected impacts of climate
change – reduced rainfall in some producer regions,
for example – will place further pressure on already
scarce resources. While biofuel production currently
accounts for only about 2% of all irrigation water
withdrawals worldwide, even these withdrawals consti-
tute an additional demand on an already scarce
resource. Finally, a further expansion of the biofuels
industry through the conversion of pastures or wood-
lands may exacerbate soil erosion, sedimentation, ex-
cess nutrient run-off into surface water, and infiltration
of fertilizer into groundwater (FAO,  2008b, pp. 63-64).

prospects for balancing food security objectives
because they are based on non-food feed stocks
– for example, cellulosic ethanol, which is pro-
duced from the lignocellulosic parts of woody
biomass, grass and other non-edible parts of a
plant.

• At the global level, develop biofuel guidelines and
safeguard measures that minimize adverse impacts
on global food security and the environment.
Such guidelines can form the basis for an interna-
tionally negotiated code of conduct.18

• Take into account the substitutability between fossil
fuels and biofuels when undertaking tax reforms.
Reforms to the pricing of gasoline, such as those
proposed above, would eventually lead to in-
creases in the price of fuel once the price of
crude oil recovers from its current lows. In the
absence of coordination among the tax regimes
for fuels and biofuels, such a development would
create an implicit subsidy for the use of biofuels,
with possibly undesirable consequences. Thus,
apart from taking steps to regulate the biofuel
industry, it is also necessary to harmonize its tax
regime with that of the ordinary fuels industry.

Social protection

This chapter has dealt so far with long-term aspects
of development which need to be taken into account
in the present if the likelihood of future commodity
price crises is to be reduced. The policies suggested
above, if successful, will help make economic growth
compatible with stable commodity prices and enough
production of energy and food to meet both present
and future needs without depleting invaluable natural
resources. If growth could proceed without major dis-
ruptions to energy and food prices, and without major
financial crises, eradicating poverty and the fulfillment
of the Millennium Development Goals would be more
feasible, though not by any means automatic. The
coexistence in the Asia-Pacific region of 583 million
undernourished people with the world’s fastest rates of
economic growth attest to this claim.

18 The Food Security Summit held in Rome in June 2008
recommended forging an international consensus in the
following five areas: (1) safeguard mechanisms for food
security; (2) sustainable principles; (3) research and
development, knowledge exchange and capacity-build-
ing; (4) trade measures and financing options; and (5)
methodologies for measuring and monitoring biofuel im-
pacts. See FAO (2008c).

If crude oil prices rebound to $100 or
more in the coming years, the incentives to
boost biofuel use will increase dramatically,

even without government subsidies

In sum, there are reasons to re-examine policies that
promote the biofuel industry, both on environmental
grounds and because its expansion facilitates the
transmission of crude oil price increases to food price
increases, but it will be difficult to “put the genie back
in the bottle”.  Many governments in the Asia-Pacific
region have already implemented policies to support
the development of the biofuel industry. Nevertheless,
in pursuing the long-term goal of sustainable and
inclusive development it is not enough to evaluate
policies exclusively according to their impact in reduc-
ing the demand for crude oil. Their impact on land,
water and the atmosphere are equally important. In
other words, a systemic approach to policy evaluation
is needed. The following are suggested guidelines for
biofuel policy:

• Re-examine current policies, including subsidy
schemes. Biofuel policies should advance
sustainability objectives, particularly those linked to
the protection of the agricultural base, forest ar-
eas, water resources, watersheds and biodiversity,
while also ensuring that food production is not
compromised.

• Support the development of second generation
biofuels, particularly if use is made of degraded
and abandoned agricultural lands to grow native
perennials. Second generation biofuels offer better
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While fast economic growth does not automatically
translate into growing prosperity for all members of
society, it creates resources that can be tapped to
make the region’s societies more responsive to the
needs of the poor and vulnerable. Those resources are
making it increasingly feasible for countries in the
region to achieve the goal of providing social security
to all members of society, which is enshrined by Article
22 of the Universal Declaration of Human Rights:

“Everyone, as a member of society, has
the right to social security and is entitled
to realization, through national effort and
international cooperation and in accord-
ance with the organization and re-
sources of each State, of the economic,
social and cultural rights indispensable
for his dignity and the free development
of his personality”.

However, the coverage of basic social protection pro-
grammes is very low in developing economies of Asia-
Pacific. It is estimated that only 20% of the population
has access to health care assistance; 30% of the
elderly receive pensions; and 20% of the unemployed
and underemployed have access to labour market
programmes such as unemployment benefits, training,
or public works programmes, including food for work
programmes. On the other hand, the coverage of
child protection and social assistance to the poor is
high, 83% for the region as a whole, but that number
is influenced by the weight on the regional averages
of China and India, where coverage is virtually univer-
sal.19 For close to half of the 30 countries considered
by Wood (2009), the coverage of these programmes
is less than 50%. Deficiencies in coverage of social
protection are particularly noticeable for workers em-
ployed in the informal economy (Mehrotra, 2009).

Enhancing the coveraging of social protection is not
only a moral imperative but also good economics. In
times of crisis and uncertainty about the future people
tend to increase their savings to protect themselves
from the risk of losing their jobs or suffering a loss of
income. When millions of individuals react in the same
way, they cause the crisis to deepen by affecting
aggregate domestic demand. Thus a behaviour that is
natural and rational at the individual level is detrimental
to the economy at the aggregate level. To reduce this
adverse macroeconomic implication, it is necessary to
induce a change of behaviour at the individual level. It
is in this context that enhancing the coverage of social

protection could help. By providing a basic level of
income support, social protection schemes make indi-
viduals feel more secure and less inclined to increase
their savings to protect themselves from possible in-
come losses in times of crisis, contributing to domes-
tic demand and macroeconomic stability.

To be sure, there is no lack of social protection
programmes in the Asia-Pacific region, and during the
food price crisis of the first half of 2008 many additional
emergency responses were instituted. Some countries
sold rice at subsidized prices; others provided cash
assistance to poor households. Subsidies to water and
electricity consumption to small users, fuel subsidies,
free transportation in selected buses and trains, rice
distribution to children attending elementary school,
and raises of minimum wages were among the many
ad hoc measures implemented to protect the poor
from the impact of rising food prices. These measures
have been effective in tackling the emergency and
minimizing the likelihood of social upheaval, but they
were improvised, relatively costly, and temporary.

19 Regional averages are computed from national data
provided by Wood (2009) for 30 Asia-Pacific countries
using 2007 populations as weights.

Social protection schemes make individuals
feel more secure and less inclined to

increase their savings to protect themselves
from possible income losses in times of
crisis, contributing to domestic demand

and macroeconomic stability

Because episodes of soaring commodity prices are
likely to recur in future, a better and longer-term policy
response to protect the poor and vulnerable must be
put in place. What is needed is the development of
comprehensive social protection systems that will be
in place before new crises strike. Their details are
likely to vary across countries depending on their
specific needs, social infrastructure and vulnerability
patterns, as well as their technical and fiscal capacity
to administer different types of programmes (HLTF,
2008). Developing such social protection systems is
akin to investing in projects to enhance the long-term
sustainability of economic growth. Both types of in-
vestments aim at minimizing future developmental
risks. They are thus important building blocks for a
more inclusive and sustainable pattern of economic
development in the region.

A desirable goal for social protection systems in the
region should be to capture all the people who fall
under socially vulnerable categories and provide them
with minimum grant levels. A minimum floor of social
security benefits for all citizens should include:
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• a universal guarantee of access to basic health
services,

• guaranteed income security for all children through
family and/or child benefits,

• guaranteed access to basic means-tested or self-
targeted social assistance for the poor and the
unemployed, and

• guaranteed income security for people in old age
and invalidity through basic pensions.

In recent years, there has been much interest in
boosting social safety nets in the Asia-Pacific region,
addressing the third bullet point from the list above.
Safety nets consist of cash or in-kind government
transfers to the poor. Both kinds can be conditional or
unconditional. Conditional transfers provide transfers to
families or individuals as a reward for actions such as
attending school, participating in public works, or do-
ing a medical checkup. Unconditional transfers do not
depend upon recipient’s behaviour. Two selected ex-
amples of safety net programmes in the Asia-Pacific
are described below.

India’s National Rural Employment Guarantee Act
(NREGA) provides a legal guarantee for one hundred
days of employment in every financial year to adult
members of any rural household willing to do unskilled
manual work at the statutory minimum wage. The
central government funds the cost of wages, 75% of
the cost of materials, and part of the administrative
expenses; the remaining costs are funded by state
governments. Participants in NREGA work in projects
such as water conservation, flood control, irrigation,
and land development, among others. The programme
has many benefits, including the reduction of distress
migration, employment generation in the most dis-
tressed areas, and improvements in the natural re-
source base of livelihoods in poor communities.

Philippine’s Pantawid Pamilyang Pilipino Program (4Ps)
provides poor households P500 a month for their
health needs and a P300 educational subsidy for each
child up to age 14. Poor families can get the educa-
tional subsidy for a maximum of three children. In
return, beneficiaries are required to comply with the
following conditions: (i) Pregnant women must get pre-
natal care, child birth must be attended by a skilled or
trained person, and mothers must get post-natal care;
(ii) Children 0-5 years must get regular health check
ups and vaccinations; and (iii) Children 6-14 must
attend school at least 85 per cent of the time. Failure to
comply with these conditions could mean losing the
subsidy. School principals and the municipal health
officers are tasked to monitor compliance. The rationale
for the conditions is to create incentives for the

recipients to invest in their own human capital. Such
investments will give them, especially the children, a
better chance to exit poverty permanently in the long-
term.

Both programmes combine a safety net component
with the generation of assets, land improvements in
the case of NREGA and human capital in the case of
the 4Ps, which can help recipients and the communi-
ties where they live to reduce their poverty in the
longer-term. However, the two programmes differ in
the way they target the poor. NREGA is an example of
a self-targeted programme, characterized by low ad-
ministration costs and high accuracy in reaching the
targeted population. By guaranteeing income support
to anyone willing to participate in unskilled manual
labour at low wages, and only for 100 days in a year,
the programmme’ ensures that only the neediest will
apply. In contrast, conditional cash transfer pro-
grammes such the 4Ps require the implementation of
a targeting mechanism to ensure that its benefits
reach the desired recipients. Ensuring the accuracy of
such targeting mechanisms could be expensive, ad-
ministratively complicated, and time-consuming.

The region’s fast economic growth over
the last decades is creating the means

to make definitive progress in eradicating
poverty and hunger, but reaching such
goals calls for the implementation of
effective social protection systems

In any event, the Asia-Pacific region has already a rich
experience in the implementation of various types of
social protection programmes, and much more experi-
mentation is under way. Although countries in the
region differ in their needs and in their technical and
fiscal capabilities, there is much to be gained by
exchanging information about various experiences and
by forging mechanisms for technical cooperation in
the design and implementation of social protection
programmes. Such programmes should not be seen
as mere palliatives. The region’s fast economic growth
over the last decades is creating the means to make
definitive progress in eradicating poverty and hunger,
but reaching such goals calls for the implementation
of effective social protection systems. Such systems
can contribute to make the region not only prosperous
but also more socially inclusive, and they can also
contribute to macroeconomic stability in future times of
crisis.
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