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Introduction 

One of the more significant decisions adopted at the conclusion of the 9th Ministerial 
Conference of the World Trade Organization (WTO) held in Bali was on public stockholding 
for food security purposes.1  The decision was adopted following an intensely engaging 
process of discussions initiated by G-33 group of developing countries for amending a 
specific provision in the WTO Agreement on Agriculture (AoA) in order that developing 
country governments are able to better use public stockholding of foodstuffs for meeting the 
food security needs of their populations.2  G-33 argued that the extant provision imposed 
restrictions on the ability of a government to use public stockholding by including the cost of 
these operations in the domestic support (production-related subsidies), which, according to 
the AoA, cannot exceed 10% of the value of agricultural production of the country. 
In the pre-Bali discussions, the G-33 had insisted that a “permanent solution” to address their 
concerns must be found through an amendment in the AoA. While this was not agreed to, the 
Bali Decision on Public Stockholding for Food Security Purposes offered two sops to the G-
33: one, WTO members would continue to make efforts to arrive at the “permanent solution” 
and two, any breach of the domestic support limits on account of the implementation of food 
security programmes using public stockholding cannot be reported to the dispute settlement 
mechanism of the organization until the 11th Ministerial Conference of the WTO which is to 
be held in 2017. 
The disagreements over public stockholding for food security purposes have brought the 
focus back on the issue of food security in the WTO. Ever since the review of the AoA was 
taken up in 1999, developing countries have emphasised that the Agreement needs to respond 
to the challenge of food security that they have had to face. However, it must be pointed out 
that public stockholding controversy has added an entirely new dimension to the discussions 
on food security in the WTO. 
This paper seeks to contextualise the position that the G-33, and India in particular, have 
taken on the public stockholding for food security purposes. It argues that countries not only 
need to develop their agricultural systems in order to meet the challenges of food security, 
                                                        
* Professor, Centre for Economic Studies and Planning, Jawaharlal Nehru University, New Delhi 
* Doctoral Fellow, Centre for Economic Studies and Planning, Jawaharlal Nehru University, New Delhi. 
1 Paragraph 1, Public Stockholding for food security purposes WT/MIN (13)/38. WT/L/913 
2 The issue of food security was included as an integral part of the agriculture negotiations in the Doha Round. 
The mandate of the Doha Round, laid down in the Ministerial Declaration of the Third WTO Ministerial 
Conference stated thus: “We agree that special and differential treatment for developing countries shall be an 
integral part of all elements of the negotiations and shall be embodied in the Schedules of concessions and 
commitments and as appropriate in the rules and disciplines to be negotiated, so as to be operationally effective 
and to enable developing countries to effectively take account of their development needs, including food 
security and rural development”. 
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they also need ensure that adequate levels of support are provided by the state to ensure that 
the poor are able to get their food entitlements. Available evidence shows that the 
interventions needed to address food security needs can vary significantly across countries 
and it is therefore imperative that sufficient flexibility is imparted in the multilateral trade 
discipline to provide enough policy space to deal with these challenges.  

The paper has three sections. Section I captures briefly the significance of making food 
security as one of the key pillars of agricultural policy making, particularly in developing 
countries. As indicated earlier, WTO members have recognised this fact while laying down 
mandate for reforms in the AoA, which is being undertaken in the Doha Round.  Section II 
discusses the options that the AoA provides to the WTO members for implementing food 
security programmes, namely the public stockholding route and the direct cash transfers. It 
then looks at the changes which the G-33 has proposed to make the former a viable option. 
Section III analyses the implementation of direct cash transfers programmes in the United 
States and shows that these programmes provide incentives to the farmers and are hence 
market distorting. Moreover, such programmes can impose considerable burden on 
developing countries, if these countries choose to adopt them.  

Section I 

Food and livelihood security is a sine qua non for agricultural policy making in developing 
countries. The countries have several characteristic features, which are pertinent in the above-
mentioned context. These include: (i) continued dependence of a large proportion of the 
population on the rural economy, in particular, agriculture and related activities, (ii) high 
incidence of poverty and (iii) widely varying nature of agriculture systems that can range 
from a diverse agriculture, as in the case of large economies like India, to ones that are 
dependent on single crops. In light of this, it becomes imperative that developing countries 
have a degree of autonomy in policy making to take into account the specific needs of the 
working population engaged in the agricultural sector. Policies would be necessary towards 
improving productivity, enhancing income levels, reducing vulnerability to market 
fluctuations and ensuring stability of prices of agricultural commodities, among others. This, 
in other words, implies that attention must be focused on the improving domestic production 
systems in the developing countries. While much of the initiative in this regard should take 
place domestically, developing countries face the daunting task of garnering the resources 
that are required for bringing about a transformation in their agricultural sector. This task 
becomes more difficult in the absence of sufficient aid flows from the developed countries. 

The need to realise the objective of food security has been emphasised in several initiatives 
that have been taken at the multilateral level. Food security, as the World Food Summit 
pointed out, exists when all people at all times, have physical and economic access to 
sufficient, safe and nutritious food to meet their dietary needs and food preferences for an 
active and healthy life. This definition lends itself to four dimensions of food security, 
namely, food availability, economic and physical access to food, food utilization and stability 
(vulnerability and shocks) over time.3 The most important take away from this definition is 
the fact that food security crucially depends on both demand and supply side factors, and 
hence policies for food security should be such that they can take care of the exigencies 
arising from both demand and supply side. 

The Plan of Action adopted by the World Food Summit proposed that “each nation must 
adopt a strategy consistent with its resources and capacities to achieve its individual goals 
                                                        
3 FAO (2013), The State of  Food Insecurity in the World  2013, p. 17. 
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and, at the same time, co-operate regionally and internationally in order to organise collective 
solutions to global issues of food security.” Besides emphasising the importance of national 
policies, the participating countries expressed their commitment to “strive to ensure that food, 
agricultural trade and overall trade policies are conducive to fostering food security for all 
through a fair and market oriented world trade system.” This sentiment was also expressed in 
the Doha Ministerial Declaration, which underlined that the “rules and disciplines to be 
negotiated” in agriculture should respond to the food security needs of developing countries. 
The food security carve-out in AoA has a strong empirical basis as we shall indicate in the 
following discussion. A generalised trade liberalisation approach is premised on a particular 
set of demand-supply situation in agricultural markets and overall economic situation, neither 
of which are true for large parts of the world today, more so for third world countries where 
the food insecurity problem is most acute. 

To begin our discussion, let us look at some stylized facts regarding the state of agriculture, 
food security and related issues in the world today.  

1. Food prices: International food prices displayed a downward trend for more than a 
decade after the WTO came into being. This trend was reversed in the second half of 
the previous decade, which marked the beginning of a big spike in food prices. The 
period after this has been marked by high volatilities and much higher prices. Chart 1 
shows this trend. 
  

Chart 1: IMF Food Price Index 

 
Source: IMF Primary Commodity Database  

 
2. There is considerable regional variation in food price trends, and the inflation is much 

higher in the third world compared to developed regions of North America and 
Europe. Chart 2 shows these trends from 2000 onwards. It can be seen that the 
divergence in food price inflation has become more pronounced after the food price 
spikes in second half of the last decade. 

 

50
70
90

110
130
150
170
190
210

19
91

M
01

19
91

M
09

19
92

M
05

19
93

M
01

19
93

M
09

19
94

M
05

19
95

M
01

19
95

M
09

19
96

M
05

19
97

M
01

19
97

M
09

19
98

M
05

19
99

M
01

19
99

M
09

20
00

M
05

20
01

M
01

20
01

M
09

20
02

M
05

20
03

M
01

20
03

M
09

20
04

M
05

20
05

M
01

20
05

M
09

20
06

M
05

20
07

M
01

20
07

M
09

20
08

M
05

20
09

M
01

20
09

M
09

20
10

M
05

20
11

M
01

20
11

M
09

20
12

M
05

20
13

M
01

20
13

M
09

20
14

M
05

Food Price Index, 2005 = 100, includes Cereal, Vegetable 
Oils, Meat, Seafood, Sugar, Bananas, and Oranges Price Indices



4 
 

Chart 2: Consumer Prices, Food Indices (2000=100) 

 
Source: FAOSTAT Data 

 
3. Per Capita Cereal Production: Cereals are the most important constituent of food 

basket, given their crucial role in providing nutrition through direct and indirect 
consumption.4 From the food security viewpoint, per capita cereal production is the 
relevant indicator, since it shows whether or not food production in keeping pace with 
population growth. Charts 3 shows the trends in per capita cereal production for the 
world from 1960 onwards.  

Chart 3: Per Capita Cereal Production (Cereals, Rice Milled Equivalent) World 

 
Source: Calculated from FAOSTAT Data 

                                                        
4  As per FAOSTAT Data, share of dietary energy supplied from cereals, roots and tubers for World, Africa, 
Asia, Southern Asia and Latin America and Caribbean in 2009 was 51, 63, 57, 62 and 40 percent respectively. 
Of the 872.2 million undernourished people (3 year average) in 2009, 861.8 were in Africa, Asia and Latin 
America and Caribbean.  
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It is clear that there was a significant decline in per capita cereal production from mid 
1980s till the first half of the previous decade.  There are significant regional 
variations in these trends as is shown in Charts 4 and 5. 

Chart 4: Per Capita Cereal Production (Cereals, Rice Milled Equivalent) Europe, 
North America 

 
Source: Same as Chart 3 

 

Chart 5: Per Capita Cereal Production (Cereals, Rice Milled Equivalent) Asia, 
Africa, and South America 

 
Source: Same as Chart 3 
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A reading of Charts 3-5 shows that even though per capita production levels are much 
higher in the developed world i.e. North America and Europe, they have clearly 
stagnated, with no significant increase in the last three decades. Talking about the 
developing world, per capita production experienced a downward reversal or 
stagnation in most parts except South America in the period from 1980s till the period 
which marks the beginning of spike in food prices. The reversals were most 
pronounced in regions like Southern Asia and Africa, where poverty and food 
insecurity is rampant. Also, developing countries are nowhere near the per capita 
production levels in the developed world.  

4. Trade in Agricultural Commodities: World markets today are witnessing a tightness 
which is unprecedented since the 1950s. Chart 6 shows these trends. The rapid growth 
of prices, which has led to export values overtaking export and production volumes 
needs to be seen the context of the information presented above. The developed 
world, particularly North American countries have been the biggest exporter of 
cereals traditionally. With stagnating per capita production levels and increasing 
demand for cereals on account of feed and fuel use, the per capita export of cereals as 
well as North America’s share in food exports has been coming down continuously, 
as is shown in Chart 7. 

Chart 6: World Merchandise Export and Production in Agricultural Products 
(Index, 2005=100) 

 
Source: Table A1a, World merchandise exports, production and gross domestic 
product, 1950-2012, International Trade Statistics, WTO 2013 
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Chart 7: Trends in North America Cereal Exports 

 
Source: Calculated from FAOSTAT Data 

 
5. Share of Agriculture in GDP and Employment: Gross imbalances persist in the share 

of agriculture in income generated and employment in the third world regions, where 
it continues to engage a large share of the workforce despite declining income shares. 
Table 1 shows these trends.  

Table 1: Share of Agriculture in Income and Value Added 

Regions 

Percent Share of 
Agriculture in Total 

Employment  

Share of Agriculture in 
Value Added 

1995 2010 1990 2000 2011 
East and North-East Asia 46.3 33 5 5 5 
South-East Asia 52.1 41.5 15 12 12 
South and South-West Asia 52.9 49.4 23 19 15 
North and Central Asia 21.3 19.3 19 8 5 
Pacific 17.3 17.1 4 5 3 
Asia and the Pacific 49.5 39 11 7 7 
Africa 61.7 56.2 17 14 16 
Europe 12.4 6.7 4 2 2 
Latin America and Caribbean 23.2 16.2 9 5 5 
North America 3 1.7 2 1 1 
World 41.8 33.9 6 4 4 

Source: Statistical Yearbook for Asia and the Pacific 2013 
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The stylized facts given above can be used to draw three broad conclusions: 
1. The period before food price spikes saw the collapse or stagnation of per capita cereal 

production in third world countries. These trends have been accompanied by 
worsening of imbalance between income and employment shares of agriculture. The 
latter is bound to have negative implications for food security from demand side. 

2. The trade route for meeting shortage of food is coming under squeeze as exports from 
the developed world are declining on account of stagnating per capita production 
levels.  

3. Price shocks for food are more severe in the third world, compared to regions like 
North America and Europe.  

These conclusions can be used to argue that policies for ensuring food security in the third 
world must be aimed at achieving self-sufficiency in food production instead of relying on 
trade, stabilizing food prices and safeguard the livelihood of large number of people who are 
still engaged in agriculture; who are unlikely to find gainful employment opportunities 
outside agriculture.  
Developing country coalitions, in particular the G-33, have made a series of interventions in 
the agriculture negotiations in the Doha Round arguing in favour of introducing new 
instruments in the AoA that are necessary for the farm sector to realise the objectives of food 
security as well as livelihoods.5 While these instruments, if adopted, would unlock the 
constraints that the farmers in developing countries face in providing the necessary supplies 
of foodstuffs, the crucial distribution-related issues that are key to ensuring that the poor and 
the undernourished get adequate access to the available supplies of food need are waiting to 
be effectively addressed within the AoA framework. Olivier de Schutter, the UN Special 
Rapporteur on the right to food made this point very effectively in his Final Report: “[T]he 
multilateral trade regime as well as regional and bilateral trade agreements must allow 
countries to develop and implement ambitious food security policies including public food 
reserves, temporary import restrictions, active marketing boards, and safety net insurance 
schemes, in support of the progressive realization of the right to food”.6 The relevance of the 
point that the Special Rapporteur’s had made became obvious in the context of the constraints 
that the AoA had imposed on the ability of developing countries to use public stockholding 
for food security purposes. The following section provides the details. 

Section II  

Existing AoA rules allow for unrestricted expenditure on domestic food security.7 Two 
options are offered to the WTO member states in this regard. The first is the direct provision 
of food to sections of the population in need and the second is the provision of the means to 
allow eligible recipients to buy food either at market or at subsidized prices8. While in both 
options, the beneficiaries must be selected on the basis of “clearly-defined criteria related to 
nutritional objectives”; in the former option two additional conditions must be met. One, 
governments must make the food purchases at current market prices and the financing and 

                                                        
5 Dhar, Biswajit (forthcoming), “The future of the World Trade Organization” in “WTO for the 21st Century: 
The Asian Perspective.” Edited by Baldwin, R., M. Kawai and G. Wignaraja. Cheltenham (UK): Edward Elgar 
6 Report of the Special Rapporteur on the right to food, Olivier De Schutter, Final report: The transformative 
potential of the right to food. Human Rights Council Document A/HRC/25/57, dated 24 January 2014, p. 27. 
7 These programmes are included in Annex 2 of AoA, which is commonly known as the “Green Box”. 
8 Paragraph 4 of Annex 2, AoA.  
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administration of the aid must be transparent. And, two, if a country accumulates and holds 
“stocks of products which form an integral part of a food security programme”, it must 
include the difference between the acquisition price and the average international price 
(termed as the external reference price) of the commodities during 1986-88 (fob/cif price, 
depending on whether a country was exporter/importer, referred to as “external reference 
price”) in the aggregate measure of support9(?) of the country concerned.10  

Towards the end of 2012, G-33 tabled a proposal11 aimed at removing the aforementioned 
restrictive provision in the AoA that could seriously impede the ability of countries to 
implement domestic food aid programmes. In order to overcome this limitation, the G-33 
proposed two amendments. The first of these said that developing countries should be 
allowed to acquire food stocks for supporting low-income or resource-poor producers and the 
cost of so doing will not be accounted for in their aggregate measure of support (AMS)12. 
Secondly, when developing countries acquire foodstuffs from low-income or resource poor 
producers for programmes to fight hunger and rural poverty and for providing food to urban 
and rural poor at subsidised prices, the difference between the cost of acquiring the foodstuff 
and the “external reference price” would not have to be included in the AMS. These textual 
amendments would therefore allow developing countries to both support poorer farmers and 
implement targeted food security programmes without being subjected to the subsidies' 
disciplines of the AoA. 
G-33 pressed for the above-mentioned amendments since the provisions of the Green Box in 
the AoA allowing the government stockholding programmes for food security purposes in 
developing countries included conditions, which, over time, have imposed severe limits on 
the ability of these countries to implement food security programmes. Foodstuffs are being 
acquired from farmers at administered prices that are moving upwards since they reflect the 
increasing cost of production, but ironically, these prices are being benchmarked against the 
fixed external reference prices, which are more than quarter of a century old, i.e. 1986-88. 

This “external reference price” price was assumed as the competitive price, but while the 
period, namely 1986-88, was appropriate when the AoA was being drafted in the early 1990s, 
it has long lost its relevance. For instance, as against the “external reference price” of $ 262 
that India notified for rice, international price of this commodity has been well over $500 in 
most of the recent years and had even breached $1000 during 2008. Further, prices at which 
food stocks are acquired should be adjusted against inflation, given the high food price 
inflation in most developing countries like India. These adjustments have become imperative 
since developing countries must limit their subsidies bill to 10% of the total value of 
agricultural production. Ironically, when this methodology of calculating domestic support 
was evolving in the Uruguay Round, participating countries had opined that the fixed 
reference price will “be applied for a negotiated period” and that this “price may be subject to 
periodic reassessment”.13 

                                                        
9  
10 WTO (2002), The Legal Texts: The Results of the Uruguay Round of Multilateral Trade Negotiations, 
Geneva, p. 49, footnote 5. 
11 WTO (2012), G-33 Proposal on Some Elements of TN/AG/W/4/Rev.4 for Early Agreement to Address Food 
Security Issues, Committee on Agriculture, Special Session, JOB/AG/22, 13 November. 
12 Includes all subsidies that are deemed to distort production and trade. These include, input subsidies and price 
support measures. The AoA puts a cap on the AMS that can be provided.  
13 GATT (1990), Framework Agreement on Agriculture Reform Programme: Draft Text by the Chairman, 
Multilateral Trade Negotiations the Uruguay Round, MTN.GNG/NG5/W/170, 11 July, paragraph 5. 
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The “fixed external reference price”, which was taken as the de facto internationally 
competitive price, therefore no longer remains the numeraire. Strangely, no member had 
raised this problem with the “external reference price”, either during the mandated review of 
the AoA that took place during 1999-2001 or as a part of the agriculture negotiations in the 
Doha Round. In its recent submission14, the G-33 has taken the first step towards altering this 
anomalous situation. The group proposed that for the purposes of calculating AMS in respect 
of provisions relating to public stockholding for food security purposes, the “external 
reference price” should be expressed or derived from either of the following options: (i) “a 
three-year average [FOB or CIF price] based on the preceding five-year period, excluding the 
highest or the lowest entry” or “Olympic average”, or (ii) previous-year’s average 
producer/farm-gate price in the 1-3 largest suppliers of a foodstuff in the country concerned. 
The above-mentioned suggestion to amend the “external reference price” formed a part of a 
G-33 proposal to conclude an Understanding on "Governmental Stockholding Programmes 
for Food Security Purposes" as defined in Footnote 5 of Paragraph 3 of Annex 2 ("Green 
Box") of the AoA in the Bali Ministerial Conference. Further, the proposed “Understanding” 
was one of the three options that the group had put forth in order to find a solution for the 
problems that the developing countries could encounter while carrying out public 
stockholding for food security purposes. The two other options were in the form of 
“Decisions”. The first of these would have allowed inflation adjustment of AMS, taking note 
of the influence of excessive rates of inflation faced by developing countries, and the second 
was the inclusion of a “peace clause”, which would have allowed these countries to acquire 
foodstuffs to meet food requirements of urban and rural poor without having to face disputes 
in the WTO. As regards the “peace clause”, the G-33 argued that this should remain in force 
“until a final mechanism is established to address the food security concern of the developing 
countries under Doha development agenda”.15 
However, in the run-up to the Bali Ministerial, proposals for substantive amendments to the 
AoA were effectively dropped in favour of the “peace clause” option. Chair of the Committee 
on Agriculture described this option as an “interim solution”16, while indicating that members 
had identified several components that would be necessary for making this mechanism work. 
Importantly, the emphasis of the discussions shifted towards limiting of the coverage to 
traditional staple food crops and introduction of a set of notification and other transparency 
obligations.17 There was, thus, an obvious move to restrict the use of the proposed “food 
security” mechanism with a number of restrictive conditions. 
The Bali outcome provided a familiar spectre – developing countries were unable to shift the 
momentum on agriculture negotiations in their favour. As discussed above, developing 
countries brought four proposals, two of which were aimed at addressing critical issues of 
domestic food security and livelihoods in agriculture. The other two proposals tried to 
introduce greater discipline on developed countries in the use of export subsidies and tariff 
rate quotas. While in respect of the first set of proposals, the Bali outcome provided limited 
benefits, attempts to limit market distortions created by developed countries through the use 
of export subsidies and tariff quotas have largely been ineffective. 

                                                        
14 WTO (2013), G-33 Non Paper, Committee on Agriculture, Special Session, JOB/AG/25, 3 October, page 3. 
15 WTO (2013), G-33 Non Paper, Committee on Agriculture, Special Session, JOB/AG/25, 3 October, page 6. 
16 WTO (2013), Informal TNC Meeting at the Level of Head of Delegation, Trade Negotiations Committee, 
JOB/TNC/23, 15 October, page 4. 
17 WTO (2013), Informal TNC Meeting at the Level of Head of Delegation, Trade Negotiations Committee, 
JOB/TNC/26, 26 October, Annex III, page 6. 
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It was quite clear that the developed countries were unwilling to offer any policy flexibility to 
the developing countries even on an issue like domestic food security. All that was achieved 
in Bali was a temporary reprieve from WTO disputes that can last a maximum for four years. 
Although the Ministerial Decision on “Public Stockholding for Food Security Purposes”, 
states that the “peace clause” is an “interim mechanism” and that WTO Members have agreed 
“negotiate on an agreement for a permanent solution, for the issue of public stockholding for 
food security purposes”18 within the next four years, the state of play in the run-up to the Bali 
Ministerial raises serious doubts regarding the possibility of a “permanent solution”. It was 
clear from the stand taken by the developed countries that they would not be willing to accept 
any amendments to the AoA, particularly those in the “Green Box”, for two reasons. First, 
the AoA has allowed their agricultural sector to secure substantial benefits, mostly at the 
expense of the developing world, and they are therefore resisting any changes in the 
provisions of the agreement. Secondly, the permanent solution to the issue of public 
stockholding for food security purposes as proposed by the G-33 needs amendment to the 
“Green Box”, which, in the past, has been rejected by the developed countries. The reason for 
this resistance is obvious – with over 90 per cent of their subsidies in the “Green Box”, the 
United States will not like to set precedence for any discussion on this form of subsidies. 
Developing countries are burdened with two imperatives. On the one hand, they are seeking a 
“permanent solution”, which seems improbable, and on the other hand, they have to meet a 
plethora of conditions that are part of the “interim mechanism”. The latter are the so-called 
“Notification and Transparency” requirements, aimed at seeking data and other information 
from countries about the implementation of the food security programmes (see Appendix for 
details), which will no doubt impose considerable burden on these resource constrained 
countries. 

There is another aspect of the controversy over public stockholding that has not figured in the 
discussions, which we shall elaborate in the following section. Many commentators have, in 
the past, alluded to the fact that the AoA is an unbalanced agreement, and that it gives 
preference to the developed countries. This character of the AoA appears in its treatment of 
the two food security programmes that it allows the WTO member countries to choose from. 
While the public stockholding option has been subjected to the conditions, which could 
virtually make this option a non-starter, the direct cash transfers option has been allowed to 
operate unhindered, even when the United States, one of the key countries using this option, 
has introduced a number of market-distorting elements. 

Section III 

As was discussed earlier, the AoA allows the WTO members chose between two alternatives 
while designing their food security programmes. While countries like India have been relying 
on public stockholding to meet the food security needs of its population, the United States has 
been making cash transfers through the Food Stamp Program (renamed as Supplementary 
Nutrition Assistance Programme, or SNAP). Importantly, programmes like the SNAP do not 
attract any additional conditions, possibly because the architects of the AoA considered this 
alternative as less market-distorting. Implementation of Food Stamp Program earlier and the 
SNAP in recent years, show that these programmes were used for disposal of surpluses in the 
market, and were intimately “coupled” with the market. 

                                                        
18 WTO (2013), Public Stockholding for Food Security Purposes: Ministerial Decision, 11 December 
(WT/MIN(13)/38, WT/L/913), paragraph 1 
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Agricultural policies in the United States have been formulated through the Farm Acts, the 
first of which was adopted in 1933 as the Agricultural Adjustment Act (AAA). While putting 
in place the Farm Acts, the farm administration used several specific instruments to address 
the chronic oversupply that plagued US agriculture through the decades. In the disposal of 
surpluses, the Federal Surplus Relief Corporation (FSRC)19 played a critical role for it made 
purchases for relief distribution. It is important to note here that the FSRC was established in 
1933 to address one of the major criticisms of the Farm Act. Critics of the Farm Act argued 
that enhancement of farm incomes, which was indeed the prime objective of the legislation, 
would result in higher prices of agricultural commodities and would thus increase urban 
poverty. Distributing surplus food to the poor was one way of defusing this criticism of the 
agricultural adjustment programme20. 
Food Stamp Act of 1964, which provided the legislative backing to the US Administration to 
organise a domestic food aid program was built on the same philosophy of “distribution in a 
beneficial manner of [the] agricultural abundances” 21 of the US. This policy of the food 
stamp program has remained unchanged in the Food and Nutrition Act of 200822, which 
introduced the SNAP, and is essentially an updated version of the erstwhile Food Stamp Act.  

While its focus remains firmly on disposal of surpluses, the food stamp program/SNAP has 
been boosting the domestic agricultural economy in the US. Analysts have pointed out that 
viewed in terms of stimulating the US economy; the food stamp program/SNAP is among the 
most effective proposals included in the ARRA. It has been shown that increasing food stamp 
payments by $1 increases GDP by $1.7323 (see Table 2) and is much more effective in 
stimulating the economy as compared to measures like tax cuts. The role of SNAP in 
providing stimulus to the economy goes back into history much before the present crisis 
erupted. Chart 8 shows how SNAP participation has moved in tandem with unemployment 
rates in the US, highlighting its use as a countercyclical policy instrument. 

 

  

                                                        
19 Later named as the Federal Surplus Commodities Corporation. 
20 Secretary of Agriculture Henry A. Wallace later said of the creation of the FSRC: “Not many people realized 
how radical it was – this idea of having the Government buy from those who had too much, in order to give to 
those who had too little. So direct a method of resolving the paradox of want in the midst of plenty could never 
have got beyond the discussion stage before the crisis years of 1933” See “Food Stamps: 1932-1977: From 
Provisional and Pilot Programs to Permanent Policy.” 
21 Food Stamp Act of 1964, Public Law 88-525, August 31, 1964. 
22Food and Nutrition Act of 2008, [As Amended Through P.L. 110–246, Effective October 1, 2008] 7 U.S.C. 
2011, Sec. 2: Declaration of Policy. 
23“Stimulus-Impact-2008.pdf.” 
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Table 2: Implications of the Bush Stimulus Package (One year $ change in real 
GDP for a given $ reduction in federal tax revenue or increase in 

spending) 

Tax Cuts 

Non-Refundable Lump-Sum Tax Rebate 1.02 
Refundable Lump-Sum Tax Rebate 1.26 

Temporary Tax Cuts 
Payroll Tax Holiday 1.29 
Across the Board Tax Cut 1.03 
Accelerated Depreciation 0.27 

Permanent Tax Cuts 
Extended Alternative Minimum Tax Patch 0.48 
Make Bush Income Tax Cuts Permanent 0.29 
Make Dividend and Capital Gains Tax Cut 
Permanent 

0.37 

Cut in Corporate Tax Rate 0.3 
Spending Increases 

Extending Unemployment Benefits 1.64 
Temporary Increases in Food Stamps 1.73 
General Aid to State Governments 1.36 
Increased Infrastructure Spending 1.59 

Source: Moody's Economy.com24 
 

Chart 8: SNAP Participation and Unemployment Rates in the United States 

Source: USDA and Bureau of Labor Statistics 

                                                        
24“Stimulus-Impact-2008.pdf.” 



14 
 

The close link of the food stamp program with the market mechanism is also established 
through the increasing participation of “farmers’ markets” in the program. The link between 
the farmers markets and the domestic food aid programs in the United States was established 
through the Farmers Market Nutrition Program (FMNP), which was established by Congress 
in 1992 to provide fresh, locally grown fruits and vegetables to participants in the 
Supplemental Nutrition Program for Women, Infants and Children, better known as WIC. 
The process initiated by the FMNP to connect the food aid beneficiaries to the farmers’ 
markets received a boost when the farm administration’s decision to introduce Electronic 
Benefits Transfer (EBT) cards instead of the food stamps for implementing the largest of its 
domestic food aid programs was implemented in almost all states from the early years of the 
present decade25. The adoption of SNAP marked the completion of the EBT project: the 
program makes it mandatory to use only EBT cards for carrying out the domestic food aid 
transactions. This move has provided a new dimension to the involvement of the farmers’ 
markets in the SNAP. Perhaps not unexpectedly, the Food and Nutrition Act of 2008 
proposed a pilot project to “increase access to farmers markets by participating households 
through the electronic redemption of supplemental nutrition assistance program benefits at 
farmers’ markets”. As of the end of FY 2008, 753 Farmers’ Markets were authorised to 
accept SNAP benefits nationwide, a 34 percent increase from FY 2007. While the percentage 
of redemptions is very little, the amount of funds going to small farmers has increased from 
about $1 million in 2007 to $2.7 million in 2008. Over 250 Farmers’ Markets were operating 
a scrip or token system nationwide. 
The above discussion supports a statement made by Olivier de Schutter in 2011: “current 
green box and domestic support rules are unbalanced: they provide more flexibility to 
developed country farmers than to developing country farmers.”26 This imbalance in the rules 
is at the core of the current controversies over the use of public stockholding for food security 
programmes in developing countries. More problematic are the implications of this 
controversy: developing countries could be forced to adopt the direct transfers’ route to 
provide food to the poor. The question is, would this system work for the developing 
countries? We attempt a few answers to this question in the following discussion. 
Cash transfers entail large administrative costs which can be very large for third world 
countries given the huge proportion of food insecure population in comparison to developed 
countries like the US. For example, the average participation in SNAP was 4.8 million in 
2013, whereas the number of undernourished people in India in 2012 was 213.8 million.27 
The costs of running a SNAP style programme in India would be extremely high. Targeted 
programmes by their very nature are susceptible to errors of both wrong inclusion and 
exclusion. Given the huge base population and problem of identifying food insecure people 
for granting entitlements, identification costs can be very high. Statistically speaking, effort 
to minimise either of these errors would increase the other. The result can be increased 
expenditure (wrong inclusion) or reduced welfare (wrong exclusion). The success of a cash 
transfer programme also depends on the degree of financial inclusion in an economy, so that 

                                                        
25Hunger Prevention Act of 1988 (P.L. 100-435, 102 Stat. 1645-1677, Sept. 19, 1988) authorizes pilot projects 
to test the efficiency and effectiveness of EBT for implementing the food stamp program. This followed the use 
of EBT for the first time in 1984. For details see, USDA (2009), “Electronic Benefits Transfer (EBT) Status 
Report”, accessed from http://www.fns.usda.gov/fsp/EBT/ebt_status_report.htm. 
26 Olivier de Schutter, The World Trade Organization and the Post-Global Food Crisis Agenda: Putting Food 
Security First in the International Trade System’, Activity Report, November 2011, p. 6 (accessed from: 
http://www.wto.org/english/news_e/news11_e/deschutter_2011_e.pdf). 
27 Figures for US and India as per USDA and FAOSTAT Data on number of undernourished people (3 year 
average), respectivel.  
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cash entitlements can be transferred directly to accounts of beneficiaries without the risk of 
leakage or pilferage by various levels of bureaucracy involved in distribution. The degree of 
financial access in most regions of the third world is still very low, which can put serious 
constraints on successful implementation of such a programme in contrast to experience of 
developed countries. Chart 9 and 10 show the variation in financial access in the world on the 
basis of population and geographical area. As expected, third world regions are marked by a 
much lower degree of financial access compared to the developed world.  

Chart 9: Commercial Bank Branches per 1000 km2 

 
 

Chart 10: Commercial Bank Branches per 100000 adults 

 
Source: IMF Financial Access Database  
 

Another important concern vis-a-vis the effectiveness of cash transfer based food security 
programme is the question of indexing entitlements with inflation. Unless the entitlements are 
built in way so that they can make up for the inflation in food prices, they would run the risk 
of erosion in the nutritional benefits for beneficiaries. Experience shows that indexation of 
entitlements if often delayed and inappropriate in third world countries. Even if one assumes 
that indexation is taken clear of, a large cash transfer programme for food security can create 
an inflationary spiral in a situation where the government has no ability to influence prices. 
This can happen because indexed transfers to a large population can create an additional price 
inelastic demand which is likely to be exploited by private sellers.    
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The second option which is permitted as per the AoA rules is that the government can 
directly provide food items, provided they have been bought at market prices and are 
distributed at the market prices. This requirement is premised on the assumption that 
agricultural markets always clear to provide a “non trade distorting” price and governments 
buying food at administered prices necessarily leads to a distortion in food markets. There are 
reasons to believe that the idea of allowing market prices to determine production decisions 
might not be the best thing to do.   
Firstly, the entire idea of market prices being sacrosanct in agriculture is based on the 
assumption of perfectly competitive markets. Table 3 gives a snapshot of some important 
facts regarding scale and organization of agriculture across the world. Even a cursory look at 
the data makes it clear that most third world countries are characterized by smaller land 
holdings and a higher person to holding ratio. It is more than clear from the facts given below 
that agricultural markets are anything but competitive, given the differences which exist 
among farmers across the world. There can be substantial differences in the price discovery 
mechanism in agricultural markets across countries, given the fact that there exist large-scale 
differences in the market power of sellers, i.e. farmers. Factors like small farmers in third 
world countries being desperate to sell their output closer to the harvest period (when prices 
are lower) to pay off the debts incurred during production process, or production decisions of 
heavily subsidized (mostly non-product specific support) farmers in developed countries  
being oblivious of market conditions can create further complications in the price making 
process, making it completely different from the esoteric demand supply equilibrium scenario 
described in the abstract world.   

Table 3: Difference in scale of agricultural operations in the world 

Average area 
per holding 

Countries 
covered 

105 

Proportion of farms with 
less than 1 ha of land 

Countries 
covered 

82 

Agricultural 
population: 
person per 

holding 

Countries 
covered 

103 

<2 ha 30 <10 % 4 <2 persons 17 
2-5 ha 28 10-30% 21 2-5 person 45 
5-20 ha 19 30-50% 11 5-10 person 31 

20-100 ha 21 50-70% 12 10 persons or 
more 10 

100-500 ha 5 70% or more 16   
500 ha or 
more 30 holdings <1 ha not 

enumerated 18   

*ha=hectares 

Source: Compiled from 2000 World Census of Agriculture, FAO 2013 

 
Secondly, even international prices for agricultural commodities are marked by large scale 
volatilities, given the seasonal fluctuations in agricultural production and influence of 
speculative activities in futures and sport markets. Allowing international prices to influence 
domestic prices can lead to large uncertainties in food markets of third world countries, 
where majority of the farmers have no insurance against such abrupt changes. This is in 
addition to the fact that subsidized production in developed countries – a large part of which 
is intended for exports – continues to exert a downward pressure on international prices, as 
export prices of developed countries do not reflect the true cost of production. It is widely 
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acknowledged in the literature that cheaper imports from developed countries have had an 
adverse effect on domestic food production in the third world. In fact, most recommendations 
after the recent food crisis have focussed on the need to promote domestic food production 
and reduce reliance on trade for ensuring food security.28  

It is in this context that we look at the importance of procurement based public stockholding 
programmes as a useful policy instrument for food security. We argue that they are better 
suited to address food security related concerns because of their usefulness in mitigating the 
concerns which have arisen after the recent food crisis.  

Most procurement based programmes are normally based on assuring a normal profit over the 
cost of production for farmers. This provides a safeguard to the small farmers against 
fluctuations in international price as well as squeezing practices in domestic markets. Given 
the fact that majority of small farmers in the third world have no income protection – as their 
governments cannot provide Green Box style subsidies – procurement acts as an important 
factor in influencing production decisions of farmers. Farmers might go for cultivation of 
non-food crops which promise better returns, in case the assurance of procurement at 
remunerative prices for food crops is withdrawn or even diluted. India witnessed such a 
crisis, when there was a fall in area under wheat cultivation – an important cereal distributed 
through the Public Distribution System – due to stagnant Minimum Support Prices (MSP), 
which meant a decline in real terms. As a result the government had to import wheat in large 
quantity for two years.29 Chart 11 shows the trends in area under wheat cultivation and MSP 
during post-reform period in India. The adverse effect of trade liberalization on food 
production across the world is well documented in the literature.30  

 

Chart 9: MSP and Area under Cultivation for Wheat in India 

 

                                                        
28 Report of the Special Rapporteur on the right to food, Oliver De Schutter Final Report: The transformative 
potential of the right to food talks about this issue in detail.  
29 As per Food Corporation of India data, 5.4 and 1.8 million tons of wheat had to be imported on government 
account in 2006-07 and 2007-08, respectively  
30 For a detailed discussion see, Utsa Patnaik “Export Oriented Agriculture and Food Security in Developing 
Countries and India” Economic and Political Weekly, Vol - XXXI No. 35-36-37, September 14, 1996 
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Source: Database of the Indian Economy, Reserve Bank of India 
 

Various discussions on the recent food crisis have underlined the importance of building food 
reserves and procurement programmes. The most important among them are various reports 
of the United Nations Special Rapporteur on Right to Food, which have recommended 
encouraging and putting into place policies like procurement from local small scale 
producers, establishment of marketing boards and establishment of local; national and 
regional food reserves etc. to support local food systems and shaping an enabling 
international environment.31 In another briefing note, he has elaborated on the importance of 
procuring food from local small-scale producers instead of using cheap imports from 
international markets.32 

The foregoing discussion shows that while there is reasonable ground to argue that 
procurement based public stockholding policies are better suited to further food security and 
livelihood interests in the third world in comparison to options like cash transfers or leaving 
the food market vulnerable to volatilities of market prices existing AoA rules have a direct 
conflict with procurement based policies since the use of external reference price as 
numeraire prices penalizes governments for adjusting their procurement prices with 
increasing cost of production.  

Conclusion 

The controversy over public stockholding for food security has brought to the fore yet 
another dimension of inequity embedded in the policy regime that the AoA has put in place. 
The regime seeks to eliminate the policy options that the WTO members could exercise while 
designing food security programmes by making cash transfers option as the only window 
through which the government can provide food to the malnourished. The logic used for 
promoting this option is that by transferring cash directly to the beneficiaries, the government 
is in no way influencing the market mechanism and therefore malnourished are provided the 
food they need without adding to the market distortions. In other they domestic and 
international markets would take care of the demand and supply side complications which 
might arise in pursuit of a country’s food security objectives. Moreover, it is assumed that 
such a policy bias is in keeping with the twin objectives underlined in the AoA: removal of 
trade distorting domestic support and protection of food security and livelihoods in 
developing countries.  

                                                        
31 See Appendix to the “Report of the Special Rapporteur on the right to food, Final Report: The transformative 
potential of the right to food” for an overview of the key recommendations. “The Power of Procurement, Public 
Purchasing in the Service of Realizing the Right to Food, Briefing Note 08 – April 2014, Oliver De Schutter, 
United Nations Special Rapporteur on the Right to Food” discusses the benefits of procurement based policies 
for food security.  
32 Of course, governments have the option to procure food by disregarding social imperatives and sourcing 
indiscriminately from global markets in the search of cheapest opportunities. However, in doing so it would risk 
exacerbating the prevailing dynamics of global food systems, whereby commodities produced by industrial 
operators can be imported cheaply in bulk – often creating a ‘dumping’ effect for domestic small-scale 
producers and adding to the numbers of those who will be in need of eventual state support, including the 
publicly procured food aid. But public procurement can be used instead to support small-scale food producers, 
who are among the most marginalized in most developing countries, to improve their access to markets. (The 
Power of Procurement, Public Purchasing in the Service of Realizing the Right to Food, Briefing Note 08 – 
April 2014, Oliver De Schutter, United Nations Special Rapporteur on the Right to Food)  
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The foregoing discussion has shown that the present set of rules is found lacking on both 
these counts. On the one hand, countries like US continue to use their de facto non trade 
distorting food security policies to further their economic interests or subsidize farmers under 
the garb of food security, and on the other hand, a dilution of public stockholding for food 
security purposes can lead to serious uncertainties on both demand and supply side in 
developing countries. These can comprise of a shift away from food cultivation in the 
developing country economies and increased vulnerability of developing countries to 
volatilities in the international food markets.  

There is increasing realization today that increasing domestic production of food in 
developing countries is a must if food security is to be ensured in the days to come. Public 
stockholding for food security purposes allows developing countries to ride over the 
uncertainties that the global agricultural markets have caused with monotonous regularity. 
Options of using public stocks at both domestic and regional levels were actively considered 
during the latest episode of food crisis in the second half of the previous decade. It is for this 
reason that the G-33 demand to remove the in-built hindrances for using public stockholding 
as an option makes eminent sense. 

Developments over the past several months, in particular the refusal of developed countries to 
accept the importance of the objective food security, clearly show that the dynamics of the 
discussions on agriculture in the WTO have gone a full circle. The mandate for agriculture 
negotiations given by the Ministers in 2001 had recognised the centrality of food security in 
the new set of rules that the Doha Round would formalise. Developed countries have taken 
the lead to break this consensus; the WTO is already witnessing its consequences. 

   

 

   

 

 
 

 
 

 
  

 
 

 


