Session 43: Achieving food security through world markets
Sub-theme I: Food security

Moderator

Dr Christian Häberli, Senior Research Fellow, World Trade Institute, Bern University; former Chair of the WTO Committee on Agriculture (Regular Session)

Speakers

Dr David Orden, Senior Research Fellow, IFPRI

Dr David Laborde, Senior Research Fellow, IFPRI
Dr Josef Schmidhuber, Senior Economist, Head of Global Perspective Studies Unit, FAO Liaison Office, Geneva
Dr Frank van Tongeren, Trade and Agriculture Directorate, OECD

Dr Maximo Torero, Division Director of the Markets, Trade and Institution Division, IFPRI

Organized by

International Food Policy Research Institute (IFPRI)

Report written by
Dr Christian Häberli, Senior Research Fellow, World Trade Institute, Bern University; former Chair of the WTO Committee on Agriculture (Regular Session)

Dr David Orden, Senior Research Fellow, IFPRI

Dr David Laborde, Senior Research Fellow, IFPRI
Dr Josef Schmidhuber, Senior Economist, Head of Global Perspective Studies Unit, FAO Liaison Office, Geneva
Dr Frank van Tongeren, Trade and Agriculture Directorate, OECD

Dr Maximo Torero, Division Director of the Markets, Trade and Institution Division, IFPRI

Wednesday, 21 September – 16.15-18.15


Abstract
The session focused on the question of how international trade and investment and the multilateral framework can contribute to more food security at a global, regional, national and household level. With growing food demand and future food supply uncertainties, the trade system has to play a critical role in managing both short-term and long-term imbalances. This requires multilateral policy coordination. 
Several dimensions of the current policy status and future needs were assessed. First, compliance with the domestic support commitments under the Agreement on Agriculture was examined and an evaluation was made of what is needed to improve the support policy environment to contribute to global food security. Second, the impact of the recent food price increases on agricultural trade policies and trade flows was reviewed, and consideration was given to how to ensure stable world markets that provide incentives for countries to incorporate trade fully into their food security strategies. Three discussants elaborated on the challenges facing the trade system in contributing to food security. 

1. Presentations by the panellists
(a) Dr David Orden, Senior Research Fellow, IFPRI

Dr Orden presented the key conclusions of his recent book (co-edited with D. Blandford and T. Josling), WTO Disciplines on Agricultural Support (Cambridge University Press, 2011). He argued that disciplines on domestic support are vital to food security in two ways. First, green box measures allow unrestricted expenditure for many productivity-enhancing and distributive policies. Second, high, middle and low-income countries still face internal pressure to increase subsidies, while food security is best achieved by reducing distortion to production worldwide. 
Dr Orden reviewed the intricacies of the WTO support rules and illustrated how major developed and developing countries have interpreted these rules to notify their support. He showed that WTO definitions have a significant impact on the level of support and the way in which it is notified to the WTO, and that real support as measured by economists and by the OECD often differs from WTO notified levels. The Doha Development Agenda (DDA) would tighten the constraints on developed countries that have provided the most support in the past, but loopholes would remain. The US level of support remains highly dependent on prices and the design of such policies would be affected by a DDA along the lines of the December 2008 draft modalities. Green box support to enhance agricultural productivity remains low in three countries examined (Brazil, India and the Philippines) but has increased in China. 

(b) Dr David Laborde, Senior Research Fellow, IFPRI

Dr Laborde (IFPRI) reminded the attendees that food security is a public good. Trade enables welfare, inexpensive food, a stable food supply and productivity gains, all of which are elements that contribute to food security. However, not enough food is available to the poorest, and this is an issue of affordability. Concluding the DDA would have positive consequences, such as reduced agricultural protection and improved trade facilitation to ensure market access for producers. However, WTO rules to mitigate unfair competition (subsidies, dumping), tariffs (taxing the hungry), and export restrictions (exacerbating price spikes) should be tightened. High tariffs are not an effective tool against hunger, Dr Laborde argued, but they are a disincentive for export markets to invest. To limit the negative externalities of unilateral policies on small and vulnerable economies (SVE), and in particular export taxes that may be difficult to ban in the short run, and to limit the use of such policies by large countries and generate income to help vulnerable importers to manage the price surge period, a system of “permits to tax” could be implemented. Free trade is necessary to achieve food security, but food security is also necessary to achieve support for free trade in the long run.

 

2. Comments by discussants

(c) Dr Josef Schmidhuber, Senior Economist, Head of Global Perspective Studies Unit, FAO Liaison Office, Geneva

Dr Schmidhuber (FAO) described the drastic change in the overall food market environment since 2007, shifting from a situation of structural surpluses, export competition, import protection and high domestic support to one of structural and acute deficits, export restrictions, import subsidies and a proliferation of other “demand-augmenting measures”, such as subsidies for biofuels. Existing trade rules and disciplines offer little to ensure that trade remains conducive to food security under this new market environment, and they have to be adapted accordingly. Empirical analysis shows that different countries and regions suffered differently from the food price spike in 2007/08. Trade restrictions played a pivotal role for this differential outcome. While countries in developing Asia managed to insulate themselves from the price hike through export restrictions and “aggressive buying”, many countries in sub-Saharan Africa experienced a sharp food price increase and had to bear the brunt of the price hike, with a marked increase in undernourishment. 
Dr Schmidhuber suggested that, as a first step, current disciplines – notably those of Article 12 of the Agreement on Agriculture – need to be revisited, defined more clearly and enforced more strictly. If these are insufficient, tighter disciplines on export restrictions and “demand-augmenting measures” need to be envisaged in a second step. Over and above improving the trade disciplines, he suggested promoting public investment in agriculture and food safety nets.

(d) Dr Frank van Tongeren, Trade and Agriculture Directorate, OECD

Dr van Tongeren (OECD) agreed with the previous panellists, especially on the need for WTO members to improve the way they support both developed and developing countries, to reorient the focus of current agricultural rules, and to diversify food supply. A well-functioning international trade system is all the more important in the context of increasing pressures on natural resources, especially land and water, and with the expectation of climate change affecting production potentials differently in different regions of the world. Dr van Tongeren considered that the present external economic, financial and fiscal environment was a good basis for further agricultural reforms.

(e) Dr Maximo Torero, Division Director of the Markets, Trade and Institution Division, IFPRI

Dr Torero (IFPRI) noted that trade is necessary but not sufficient to ensure food security. The key staples commodity markets are characterized by: (a) market concentration (the top five exporters of wheat, corn and broken rice represent 84 per cent, 63 per cent and 80 per cent of world exports respectively); (b) biofuel production, which has opened a new source of demand and competition for water and land – for example, 35 per cent of US maize production is used for biofuels; (c) a significant increase in financial activity in the futures market for these commodities – for example, for corn, the volume traded annually on exchanges (front contracts) is more than three times that of global production; (d) volatility, which is reinforced by climate change; and (e) historically low stock to use ratios. All these characteristics result in increased price volatility, which is historically high. Under these conditions, trade plays a crucial role. We know changes in trade policies contributed substantially to the increases in world prices both in 1974 (an earlier period of sharp price increases) and 2008. In 2007-08, insulating policies in the rice market accounted for almost 40 per cent of the increase in the world market price. If export taxes in a big agricultural country are raised, this pushes up world prices and this is bad for small net food importing countries. Reductions in import duties have the same effect. Trade needs to be looked at as an international public good, which means that cooperation and discipline are needed, and requires countries to not think and act selfishly. Symmetry between information and cooperation is needed. Trade does not solve all problems and trade liberalization is tied to adjustment costs. Therefore significant investments are needed in agriculture, research and development, and infrastructure in order to reduce volatility and satisfy future demand.

3. Questions and comments
A number of perspectives emerged in the general discussion. Several participants noted the failure of world markets to provide food security: for example one participant noted that Mexico had turned to the US corn market as a source of supply, only to find biofuels policies driving up prices and reducing food security through this source. 
Some participants highlighted resource constraints (limited land per person, growing population) as the “elephant in the room” posing fundamental challenges to food security. 
Others questioned technical points made by the panellists: one argued that the WTO notifications badly understate the domestic support that should be notified; another questioned the assertion that tariffs show no correlation with food security as measured in the Global Hunger Index and thus were demonstrated to be an ineffective tool for this objective. The need for adequate nutrition policies was emphasized, which brought in the role of tariff revenue as a source of government finance. Several participants highlighted the need for coordinated policies – taking into account the commitments made under the “Right to Food” – and greater transparency.
4. Conclusions

In their concluding remarks, the panellists noted that available studies and data clearly show the state of food (in)security. Concluding the DDA would reduce the tariff overhang (reducing uncertainty about market access for farmers) and lower the scope for domestic policy support to agriculture, especially in rich countries. These steps would increase the prospects for achieving global food security with more efficient resource use, but serious regulatory gaps would remain for export restrictions, (non-genuine) food aid, and other market power asymmetries (e.g. for FDI regulations). Increasing productivity and investment (and appropriate policies thereon) are key to many of the problems addressed in the discussion. 
Dr Häberli, the moderator, summarized the session in three conclusions: a widespread call for more disciplines, recognition that the present WTO rules largely address an older policy agenda, and concern that even with a DDA, a lot of food security issues will remain. The lively debate at the end of the session and follow-up talks after the session between participants and panellists showed the need to improve understanding of the topics involved.
