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Global Food Price Volatility and its Impact on Food Security:  
The Response of OFID 

 
The second item featuring on the agenda of this 83rd Development Committee Meeting – Responding to 
Global Food Price Volatility and its Impact on Food Security – signals the importance accorded by the 
Committee to mitigating the impact of food prices increases on the world’s poorest people, and vulnerable 
groups.  
 
Three years after the 2007–08 food crisis, the prices of basic food items are again rising rapidly. The FAO 
Food Price Index (FFPI)) averaged 236 points in February 2011,  its highest level since January 1990 – 
the inception date of the index.  Food prices are rising rapidly in populous countries with large numbers 
of poor people, including China and Indonesia. 
 
The food price inflation is fuelling renewed concerns about their impact on large segments of the 
population, especially in low and middle income countries, who spend about 50-70% of their household 
income on food. Higher food prices reduce access to food for the 1.2 billion people in developing 
countries with only US$1.25 a day to spend, and the 2.5 billion who live on less than US$2 a day, 
aggravating problems of food insecurity.  Due in part to the sharp increase in global food prices, virtually 
no progress has been made towards the first Millennium Development Goal (MDG) of reducing the 
number of people suffering from hunger by half.   Although the world produces enough to feed its 
population, some 925 million people – about 15% of a total world population of 6.8 billion - are 
chronically undernourished. 
 
The price increases can be ascribed to a complex combination of factors.  These include increased world 
demand for food due to rapid population growth, improvements in living standards and changes in 
consumption patterns, diminishing food stocks, rising energy and fertilizers prices, and changing weather 
patterns and poor harvests in some countries, due in part to climate change.  The depreciation of the US 
dollar has also put pressure on a range of commodity prices, including oil, since crude oil and most of the 
major grains are traded in US dollars.  Another factor contributing to the increase in food prices has been 
the conversion of food crops to bio-fuel crops to satisfy the needs of a rapidly growing bio-fuels industry.  
Research done by OFID1 and others suggests that the diversion of crops from food or feed to expanding 
biofuel production contributes to increased demand and prices, and may be incompatible with the broader 
goals of sustainable development.   
 
Rising prices could raise the incomes of smallholder farmers in both low- and middle-income countries, 
many of which are chronically undernourished.  Ensuring that price increases are transmitted to the level 
of small-holder farmers - many of which are women - remains the foremost challenge in translating the 
price rises into welfare for the rural poor, which constitute three quarters of the world’s extremely poor – 
those surviving on less than US$1.25 a day.  This could be done by strengthening organizations of poor 
rural farmers to enhance their bargaining power in the value chain, by reducing transaction costs; and by 

                                                 
1 Biofuels  and Food Security: Implications of an accelerated biofuels production, OFID Pamphlet Issue 38 (2009). 
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enhancing and diversify productivity through technology, research, extensions services, and credit 
schemes.  
 
Although the FFPI came down 2.9% in March  2011, international food prices are likely to remain higher 
and more volatile in the presumable future, reflecting structural changes in supply and demand, including 
rapid population growth fresh water shortages, land degradation, and the growing risks of climate-related 
disasters and scarcity.   With the world’s population projected to swell to 9.2 billion by 2050 and at 
current trends, world hunger is likely to worsen, particularly in developing countries and regions. Food 
supply would need to increase by some 70% over the next 40 years to meet the increasing needs of 
growing populations.  Most of this growth will take place in the developing countries, and the LICs in 
particular.  It is also important to consider that about 70% of the world’s population will live in cities, as 
opposed to 49% today.    
 
OFID, which celebrates its 35th anniversary this year, places the twin-challenge of food and energy 
security at the top of its sustainable development agenda, fostering synergies and working in partnership 
to better serve the needs of its partners countries. Conscious of the importance of agricultural and rural 
development for particularly the poorest countries and the poorest segments of their societies, OFID has 
dedicated 15% of its cumulative public sector operations to support the agriculture sector, and address the 
needs of the rural poor since its inception.  In addition to direct support to agriculture, we have invested in 
rural infrastructure - particularly transportation - and in projects that promote private enterprise 
development both on- and off-farm through our separate Private Sector Facility.  OFID financing has 
been also been given as outright grants for agricultural research and capacity building, and for emergency 
food aid to help address food crises in particularly Africa through its Food Aid Special Grant Account.   
 
OFID’s preferred method of work is in collaboration and harmonization with its strategic partners in 
development, including the Common Fund for Commodities (CFC), and United Nations specialized 
agencies such as the International Fund for Agricultural Development (IFAD) and the World Bank.  
OFID played a vital role in the inception of the CFC, making a significant contribution to both the First 
and Second CFC Accounts.  As an instrument of South-South collaboration, OFID helps the CFC to 
support OFID’s core constituencies – the developing countries, particularly LIC’s, where ffood accounts 
for some 60-80% of household incomes. 
 
OFID Member Countries have also been instrumental in the establishment and financing of IFAD in the 
late 1970s, which remains one of OFID’s key partners in alleviating rural poverty and hunger until today.  
The long-established close cooperation and strategic partnership in agriculture development between 
OFID and IFAD was moved to new horizons with the conclusion of a Framework Agreement between the 
two institutions in December 2010.  The Agreement constitutes a joint effort to alleviate rural poverty and 
foster food security with a particular focus on the rural poor, including women and youth.  Joint 
operations will include the co-financing of public and private sector projects and programs designed to 
introduce, expand or improve agricultural production – particularly that of smallholder farmers - and 
integrate this production in the local national or international value chain.  IFAD and OFID further agreed 
to join hands in reversing the lack of funding for agriculture of the last few decades.  To mobilize the 
critical mass of public and private funding required for the development of smallholder farming and rural 
development, and to enhance aid coordination, harmonization, and effectiveness, a joint appeal will be 
made to other Development Financing Institutions (DFIs) for greater support to agriculture and food 
security.  
 
Access to modern energy services is a key pillar for sustainable growth and development, and pivotal as 
such for food security and attainment of the eight MDGs.  Combating energy poverty – the missing “ninth 
MDG - is a priority for OFID, which has dedicated almost one-fifth of its cumulative public sector 
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lending to enhancing access to clean, safe and affordable energy for millions of energy poor.  OFID 
further assumes a catalytic role in the deployment of its Energy for the Poor Initiative (EPI), called for by 
Heads of States at the third OPEC Summit in Riyadh in November 2007, and substantiated in 2008 by 
King Abdullah of Saudi Arabia. The Initiative aims at providing a structured and unified response to 
providing safe, affordable and reliable modern energy services to the world’s 1.4 billion people who do 
not have access to electricity, most of them in rural areas of sub-Saharan Africa and South Asia.   
Conscious of the vital importance of providing modern energy to the rural poor, IFAD and OFID agreed 
to bring the EPI to the attention of partner countries, and to integrate the promotion of access to modern 
energy services for the rural poor in their projects formulation when warranted. 
 
In October 2010, a Memorandum of Understanding (MOU) was signed with the World Bank Group.  The 
MOU aims at strengthening collaboration between OFID and the World Bank Group to address several 
new challenges, sharing knowledge and experience, and pooling resources to be better prepared to 
anticipate events in the future, and act swiftly and cooperatively.   Priority themes for joint action include 
energy, agribusiness, water, infrastructure, the financial sector, and trade facilitation, all of which are 
relevant in enhancing food and energy security in the South.  Although the collaboration between OFID 
and the World Bank Group covers all regions of the world; particularly attention will be paid to 
strengthening cooperation and joint action in sub-Saharan Africa, and the Middle East and North Africa.  

 
The global community has responded with renewed commitment to agricultural development, as 
evidenced by a series of actions and initiatives designed to avert future crises and improve global food 
security.  Important steps into the right direction were taken with, amongst others, the establishment of a 
Global Food Security Trust Fund, the World Bank’s Global Food Crisis Response Program (GFRP), and 
the Investment Forum for Food Security in Asia and the Pacific, Manila, the Philippines. Long-standing 
commitments to reduce the number of chronically undernourished people by half by 2015 were renewed 
at the November 2009 Third World Food Summit (WFS).  Similarly, leaders of the Group of Eight (G-8) 
gathering for their Summit in l’Aquila, Italy, July 2009 committed to disburse US$20 billion for tackling 
the food crisis over three years, and to more closely harmonize support for world food security.    The 
establishment of the Global Agriculture and Food Security Program (GAFSP) by the Group of Twenty 
(G-20) that same year also constituted an international effort to foster long-term food security.  

 
These international commitments must now be translated into decisive action. To prevent a food crisis 
from re-occurring, international development financing institutions (DFIs) must quickly act in strong 
partnership with all relevant partners in a comprehensive approach.  National and international budgets 
should be re-prioritized and re-allocated to mobilize the estimated US$209 billion required annually in 
investment in primary agriculture and downstream services to meet the increase in global food demand by 
20502, and reverse the declining trend in Official Development Assistance (ODA) for agriculture.  ODA 
to agriculture has fallen by 43% since the 1980s, from its peak of 18% in 1979 to 4.3% in 20083 .  
Similarly, investment should be secured for safe and affordable sources of modern energy, and for climate 
change adaptation and mitigation.  
 
Climate change poses a rising threat to food security.  It also makes sustainable development more costly, 
with the additional costs of adapting to climate change in the South estimated at $70-100 billion per year.  
To tackle climate change, a Green Climate Fund was established at the 2009 Copenhagen Summit.  The 
Fund would include USD$30 billion in fast track financing by 2013, and long term finance of US$100 
billion by 2020.  As Copenhagen in 2009, the 2010 UN Climate Conference in Cancun and the April 
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2011 climate change talks in Bangkok, Thailand did not produce any tangible outcome.  Hopefully, the 
Climate Change Conference to be hosted in Durban, South Africa later this year will resolve some of the 
questions that remain about delivery, additionality, and burden sharing of resource mobilization. 
 
Trade is vital to reducing price volatility.  Quantitative trade distortions (export bans or mandatory 
quotas) hinder market forces from reducing volatility in price and availability.   Efforts should therefore 
continue to achieve fair and open global trade in agriculture as envisaged in the Doha Development 
Round of multilateral trade negotiations of the World Trade Organization.  Adequate policies and 
measures are also needed to make food more affordable to the poor by reforming the infrastructure and 
systems on which food production, marketing and access depend, by reducing food losses through better 
management of the food supply chain, and by increasing the transparency and accuracy of market price 
information.    
 
Finally, supportive interventions are needed to strengthen ssocial protection, especially social safety nets, 
for the most vulnerable groups within a new social contract.  Unless action is urgently taken to halt the 
food price increases, social disturbances, protests and civil unrest and hardship are bound to increase.  
This will particularly affect the poorest countries and people, and may further delay progress towards 
meeting the first and most vital MDG of reducing the proportion of people suffering from extreme 
poverty and hunger by half well beyond the target date of 2015. 
 
 
 


