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T
he high food prices of 2007/2008 caused food crises in many African 

countries, especially those whose domestic prices are closely linked to 

international prices. Country response to the food crisis varied across 

the continent, ranging from outright food export bans to doing nothing. Price 

fluctuations are a common feature of agricultural markets, and the level of 

price volatility significantly affects producers and consumers. The 2007/2008 

prices were not only high but also extremely volatile. 

High food prices may harm poorer consumers: because they need to 

spend more money on their food purchases, they may have to cut back on the 

quantity or the quality of the food they buy, or economize on other needed 

goods and services. For food producers, conversely, higher food prices could 

raise their incomes—but only under certain conditions: if they are net sellers 

of food, if increased global prices feed through to their local markets, and if 

the price developments on global markets do not also increase their produc-

tion costs. Apart from these effects of high food prices, price volatility also has 

significant effects on food producers and consumers. Greater price volatility 

can lead to greater potential losses for producers, because it implies price 

changes that are larger and faster than they can adjust to. Uncertainty about 

prices makes it more difficult for farmers to make sound decisions about how 

and what to produce. Which crops should they produce? Should they invest 

in expensive fertilizers and pesticides? Should they pay for high-quality seeds? 

Without a good idea of how much they will earn from their products, farmers 

may become more pessimistic in their long-term planning and dampen their 

investments in areas that could improve their productivity. Therefore, price 

volatility contributes to reducing supply, especially for smallholders, leading 

to higher prices for consumers and lower income for producers. It also makes 

supply more inelastic, generating greater price volatility in the future. 

In a situation of inelastic incomes and volatile prices, consumers are 

forced to adapt their consumption pattern, increasing the risk of hunger 

and under-nutrition (replacing high nutritional products by less nutritious 

staple products). Beyond the risk of short-term political instability, price 

volatility translates into negative long-term consequences for health and 

productivity. In addition, it is important to remember that in rural areas, 

many households both consume and produce agricultural commodities. 

Therefore, if prices become more volatile and these households are forced to 

reduce their spending on seeds, fertilizer, and other inputs, this may affect the 

amount of food available for their own consumption. Even for households 

that are net sellers of food, producing less and having less to sell will reduce 

their household income and thus affect their consumption decisions. 

Therefore, food price volatility has three consequences: higher food prices 
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for consumers; lower income, both at the macro level and for smallholders 

in particular; and unstable food consumption patterns. All three factors 

contribute to higher levels of food insecurity.

This situation imposes several challenges. In the short run, the global 

food supply is relatively inelastic, leading to shortages and amplifying the 

impact of any shock. The poorest populations are hardest hit. As a large 

share of their income is already devoted to food, the poor will likely be 

forced to reduce their (already low) consumption. Infants and children may 

suffer lifelong consequences if they experience serious nutritional deficits 

during their early years. Thus, the short-term priority should be to provide 

temporary relief for vulnerable groups. In the long run, the goal should be to 

achieve food security. The drivers that have increased overall food demand 

in the last few years are likely to persist (and even expand). Thus, there will 

be escalating pressure to meet these demand requirements. Unfortunately, 

increases in agricultural productivity have been relatively meager in recent 

years. “The average annual rate of growth of cereal yields in developing 

countries fell steadily from 3 percent in the late 1970s to less than 1 percent 

currently, a rate less than that of population growth and much less than the 

rise of the use of cereals for other things besides direct use of food” (Delgado 

et al., 2010).

This chapter first addresses the issue of price volatility at the global level, 

and then focuses on the most important elements for Africa. Food prices have 

increased significantly in the past several years, with 

particularly sharp spikes during the 2007/2008 season. 

After the food price crisis of 2007/2008, food prices 

started rising again in June 2010, with international 

prices of maize and wheat roughly doubling by May 

2011. The peak came in February 2011, with a spike 

that was even more pronounced than that of 2008, 

according to the food price index of the Food and 

Agriculture Organization (FAO) of the United Nations 

(Figure 3.1). When prices of specific commodities are 

adjusted for inflation, however, the 2011 price spike 

did not reach the levels of 2008. 

Although the food price spikes of 2008 and 

2011 did not reach the heights of the 1970s, price 

volatility—the amplitude of price movements over 

a particular period of time—was then at its highest 

level for the past 50 years. This volatility affected 

FIGURE 3.1—COMMODITY PRICES AND FOOD PRICE INDEX (1980–2014)
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wheat and maize prices in particular. For soft wheat, for example, there 

were an average of 41 days of excessive price volatility a year between 

December 2001 and December 2006. These calculations are based on a 

measure of price volatility recently developed at the International Food 

Policy Research Institute (IFPRI) by Martins-Filho, Torero, and Yao (2010). 

From January 2007 to June 2011, the average number of days of excessive 

volatility more than doubled, to 88 a year (Figure 3.2). However, since 

then there has not been any period of 

excessive volatility.

Given the movement of food prices 

on international markets, Africa’s 

vulnerability to external shocks will be 

based in part on the way the interna-

tional price movement is transmitted 

to local markets. International trade is 

one pathway that would expose Africa 

to global price volatility. Yet, as shown 

by Minot (2012), tradable commodities 

such as wheat and rice have shown 

relatively low levels of volatility in 

Africa—even while volatility is increas-

ing on global markets—compared to 

traditional grains (millet and sorghum). 

This finding challenges the view that 

access to global markets has exposed 

Africa to more price instability. Instead, 

it suggests that market integration and 

trade can serve to balance the higher level of price volatility shown in the 

non-tradable sector. 

Causes of Food Price Volatility
In order to design policies and programs that reduce food price volatility 

or build resilience to volatility, it is useful to understand the causes. Policies 

designed to reduce price volatility caused by domestic supply fluctuation, 

FIGURE 3.2—PERIODS OF EXCESSIVE PRICE VOLATILITY

Source: Martins-Filho, Torero, and Yao 2010. See details at http://www.foodsecurityportal.org/soft-wheat-price-volatility-alert-mechanism.
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for example, would not be effective if the volatility were actually the result of 

instability in international prices. 

There is some agreement on the causes of this price volatility: (a) seasonal 

variation in domestic production; (b) inter-annual variation in domestic pro-

duction; (c) fluctuation in world prices; (d) changes in policy; and (e) other 

sources of price instability, including variation in demand, changes in closely 

linked markets, food stocks kept by a country, and market speculation. While 

there is no consensus on the relative importance of each of these factors, it is 

widely agreed that most of these factors will continue to put upward pressure 

on prices in the future. Prices may become more volatile as well, as evidenced 

by the food crisis in 2010. Climate change will induce more weather variabil-

ity, leading to erratic production patterns. Moreover, the volatile nature of the 

market is likely to induce speculation, exacerbating price spikes. At the same 

time, some of these drivers will be factored in by global suppliers, so that long 

term supply will shift accordingly. 

Seasonal Variation in Domestic Production 

Seasonal variation in supply of agricultural commodities contributes to 

the seasonality of prices, since off-season prices are determined largely by 

the costs and feasibility of storage. This explains why the prices of fruits, 

vegetables, and other perishable products tend to show greater seasonality 

in prices than staple food grains. In addition, we expect prices to be more 

seasonal in countries with uni-modal rainfall and one harvest per year than 

in countries with irrigation or bi-modal rainfall.  Finally, the prices of traded 

commodities are likely to show less seasonality than the prices of non-traded 

goods, because imports are generally scheduled for periods of local scarcity.  

An analysis of 280 African cereal prices indicates that the seasonality of 

maize, sorghum, and millet, which are not widely traded, is higher than that 

of rice and wheat, which are imported by most African countries (Table 3.1).  

Seasonal variation in wheat and rice averages 15–17 percent of the average 

price, compared to 24–32 percent for maize, millet, and sorghum. The 

same analysis suggests that seasonality accounts for about 10 percent of the 

variation in local grain prices.  

TABLE 3.1—SEASONALITY OF LOCAL PRICES IN AFRICA, 
SOUTH OF THE SAHARA, BY COMMODITY

Commodity Number of price series Seasonal price index

Maize 94 0.32

Sorghum 69 0.27

Millet 49 0.24

Rice 58 0.15

Wheat 10 0.17

Source: Analysis of price data from FEWS-NET (2014).
Note: Seasonality index is the average difference between the highest and lowest month as a ratio of the 
mean price, based on regressing prices (converted to US dollars) on monthly dummy variables.

Inter-annual Variation in Domestic Production   

The size of the harvest varies from year to year as a result of random 

factors such as rainfall, pests, and disease, as well as policy variables. This 

is particularly true for commodities that are not widely traded—that are 

grown in areas with poor road infrastructure, in landlocked countries, or 

in countries that restrict international trade—and for commodities that 

have a low value-bulk ratio, making them costly to transport. Under these 

conditions, surpluses from a good harvest are not easily transported to 

deficit areas, and a poor harvest cannot be alleviated by imports, so the size 

of the harvest has a strong effect on local prices.  
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The factors at play in volatility transmission also show clear contrasts 

between coastal and landlocked areas, at the individual commodity level  

(Table 3.2). For four products, price volatility is significantly lower in 

landlocked markets than in coastal regions, but for maize, it is the reverse. 

The difference is more pronounced for non-tradable products such as 

sorghum and millet than for traded commodities like wheat, so it is difficult 

to estimate the role of trade as a transmission pathway. As suggested in 

Minot (2012), coastal countries are not necessarily integrated into world 

markets, especially in the presence of other market obstacles. Among traded 

commodities, both rice and wheat suffer from higher price volatility in 

coastal areas, suggesting a more pronounced vulnerability to foreign shocks.

It seems clear, then, that local factors are driving local price volatility, 

more than world market conditions. These local factors include: the lack 

of domestic and regional market integration due to limited infrastructure; 

different market failures along the value chains (asymmetry of information, 

for example); extreme dependence on rain-fed agriculture for SSA, and 

therefore higher exposure to weather shocks. These issues are addressed 

in Section "Country Experiences with Price Volatility" later in this chapter. 

In addition, periods of political instability, as major sources of market 

disruptions, increase price volatility. For example, post-election troubles in 

Kenya in 2007/2008 were a leading factor in maize price surge and instability 

for Eastern Africa, leading to high level of prices even after the turmoil in 

world food markets ended. 

In illustration of the importance of local factors, for commodities that 

are widely traded within a country or between countries, poor weather in 

one production zone is likely to be offset by good weather in another. For 

example, food price volatility is significantly 

lower in the largest city in each country than 

in smaller, secondary cities (Minot, 2014). 

The probable explanation is that the largest 

city receives supplies from various regions 

within the country (and sometimes imports 

as well), while smaller, secondary cities rely 

much more on local supply, which is less 

stable. In addition, on the South African 

commodity exchange, the price volatility 

of yellow maize, which is internationally 

traded, is lower than that of white maize, 

which is only regionally traded (Geyser and 

Cutts, 2007).  

TABLE 3.2—VOLATILITY IN COASTAL AND LANDLOCKED COUNTRIES, BY PRODUCT

PRODUCT N

NUMBER 
OF PRICE 

SERIES

VOLATILITY

F STAT ρ
Coastal Landlocked

Beans 878 12 0.134 0.121 1.23 0.28

Bread 149 2 0.029 0.027 1.14 0.56

Cooking oil 592 8 0.105 0.098 1.16 0.20

Cowpea 369 5 0.246 0.218 1.27 0.10

Maize 3,450 47 0.116 0.161 0.52 0.00 ***

Millet 2,224 30 0.125 0.100 1.55 0.00 ***

Rice 2,202 30 0.141 0.084 2.82 0.00 ***

Sorghum 1,914 26 0.144 0.115 1.56 0.00 ***

Wheat 224 3 0.122 0.076 2.60 0.00 ***

Source: Analysis of price data from FEWS-NET cited in Minot (2012). 
Note: N is no. of observations.
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Fluctuation in World Prices

Another source of domestic food price instability is volatility in world prices. 

World prices are more likely to influence domestic prices of a commodity 

that is regularly traded (imported or exported) on the world market. This 

is more likely to be the case under certain conditions when: trade policy 

is relatively open; the costs of transporting goods to and from the port are 

relatively low; and the commodity is non-perishable. One study examined 

the contribution of world prices and domestic supply shocks to the variance 

in domestic prices in 12 African countries.  In most cases, domestic supply 

shocks contributed a much larger share of the domestic price instability 

than did fluctuations in world prices (Hazell et al., 2005). Another study 

found a statistically significant relationship between monthly world prices 

and African prices of the same commodity in only 13 of the 62 prices tested. 

For maize, just 10 percent of domestic prices were linked to international 

prices, while for rice, half of the domestic prices were (Minot, 2010). These 

results suggest that, at least for maize and other non-tradable commodities, 

weather-related shocks in domestic production are probably a more 

important factor in price volatility than international prices.  

Table 3.3 illustrates the higher price volatility of non-tradable products— 

25 percent higher than tradable products. Non-tradable products are also 

the main contributor to overall price volatility, due to their larger share in 

production and consumption. Indeed, other market characteristics seem to 

affect price volatility more than price transmission from global prices. In 

narrow and non-integrated markets (which is the case for many products 

in Africa), price volatility tends to be higher with fewer sellers and buyers, 

less flexibility in the value chain, and higher exposure to local weather 

conditions. In conclusion, while price volatility is an issue for both tradable 

and non-tradable products, it may differ in intensity depending on the 

contributing factors, indicating different policy responses. Overall, increased 

volatility in global markets does not imply that international trade is a source 

of price instability for Africa. It only means that the gains in price stability 

due to increased openness have declined compared to the previous period.

TABLE 3.3—PRICE VOLATILITY OF TRADABLE AND  
NON-TRADABLE PRODUCTS

Product N
Number of 
price series Volatility F stat ρ

Non-tradable 
products 9,280 126 0.133

Tradable 
products 3,018 41 0.106 1.57 0.00 ***

Total 12,298 167 0.127

Source: Analysis of price data from FEWS-NET cited in Minot (2012).
Note: N is no. of observations.

Changes in Policy
Food price instability caused by supply shocks or international markets can 

be exacerbated by sudden or unexpected changes in government policy, such 

as changes in barriers to international trade in staple foods, government-

sponsored food imports and exports, export restrictions or bans, and the 

purchase/sale operations by state enterprises. Even an announcement of 

the government’s intention to intervene in markets can affect food prices. 

For example, if the government announces that it plans to import a large 

quantity of grain, private importers will avoid placing import orders in 

expectation that the price will be dampened by the arrival of the government 

imports, particularly if the government is expected to subsidize the sale of its 

imports. Delays in implementing the government import order would then 

cause a significant spike in food prices, because neither public nor private 
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imports would be available to meet domestic demand (Chapoto and Jayne, 

2009; Byerlee et al., 2006).

Other Sources of Domestic Food Price Instability
Other factors also contribute to domestic food price instability. First, varia-

tion in demand can, in principal, be a source of variability in domestic food 

prices. In practice, this is generally not an important source of price insta-

bility, partly because changes in demand tend to occur slowly over time.  

Second, changes in closely-related markets can affect domestic food 

prices. For example, a sharp increase in the price of fuel can increase the 

cost of imported food. One study showed that maize prices in African 

markets far from the coast are more influenced by fuel prices than by the 

international price of maize (Dillon and Barrett, 2013).   

Third, if food stocks are known to be low, then a given supply shock is 

likely to have a larger effect on prices. For example, the fact that the global 

stock-to-use ratio for grains had declined to a low point is often listed as a 

contributing factor in the global food crisis. (See Benson et al., 2009 and 

Tangermann, 2011; however, Dawe, 2009, disputes this factor.)  

Fourth, some price changes may be the result of “endogenous” factors, 

such as a speculative bubble, in which the price rises because of widely 

held beliefs that it will rise. People then purchase and store the commodity, 

thus making the belief self-fulfilling. There is an ongoing debate about the 

possible role of a speculative bubble in the global food crisis of 2007/2008. 

It is clear that the policy reaction by governments (including grain export 

bans and increased import orders) exacerbated the spike in prices, but the 

evidence that speculation on futures markets contributed to the crisis is 

mixed (Robles et al., 2009; Sanders et al., 2008). 

Country Experiences with Price Volatility
A number of countries in SSA operate grain reserves and attempt to 

stabilize prices, while others have no reserves and allow prices to be set 

largely by market forces. A review of the experiences of six countries in 

eastern and southern Africa reveals different objectives and contexts, but 

some similar lessons. 

In Ethiopia, agricultural marketing has been substantially liberalized 

since the early 1990s. The Ethiopian Grain Trading Enterprise no longer 

has the financial resources or branch network to defend a price band or 

even a price floor over time. Nonetheless, it is used by the government 

for occasional intervention in grain markets, particularly when prices are 

unusually low or unusually high. The recent rise in grain prices appears to 

be the result of a combination of general price inflation, harvests that were 

smaller than estimated, and a foreign exchange “shortage” caused by the 

government’s reluctance to allow the currency to depreciate. Policy responses 

included a grain export ban, government grain imports, and the creation 

of a system for distributing subsidized grain rations in urban areas. Private 

grain imports could have mitigated the spike in grain prices, but traders 

were unable to access foreign exchange and hesitant to try to compete with 

subsidized government imports.

Uganda follows a more market-oriented agricultural policy than many 

other countries in the region. There is no strategic grain reserve, nor any 

price stabilization policy. Food marketing and cross-border trade are 

relatively unrestricted. The stable policy environment and open borders have 

allowed the development of maize surpluses, which are sold to the World 

Food Programme and exported to Kenya and other neighbors. The price rise 

of 2007/2008 seems to be more closely related to political turmoil in Kenya 

than to events in world markets (Benson et al., 2008).  

http://www.resakss.org
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Like most other countries in the region, Kenya has liberalized agricul-

tural marketing, but it continues to support a state-owned grain trading 

enterprise, the National Cereals and Produce Board (NCPB).  The scale of 

operations of the NCPB declined during the 1990s as a result of liberaliza-

tion, but has increased since 2000 because of political pressure, particularly 

from commercial farmers. NCPB operations and import restrictions have 

raised maize prices and reduced price variability, but most of the benefits 

have accrued to the small proportion of farmers who produce most of the 

marketed surplus. Kenya’s food crisis occurred in 2008/2009, after the 

global food crisis had receded.  Maize prices rose to the equivalent of $450 

per ton, due to a combination of a high import tariff, a maize export ban in 

Tanzania, and delayed government imports. The NCPB was also tainted by 

a major corruption scandal involving the allocation of import contracts and 

the sale of subsidized maize (Ariga and Jayne, 2010; Ariga et al., 2010).

Although agricultural markets have been liberalized in Malawi, the 

government grain trading corporation, ADMARC, continues to play an im-

portant role in maize marketing and trade, particularly when prices are high. 

Malawi has one of the most interventionist maize policies in the region, yet 

the level of maize price volatility is one of the highest in the region (Minot, 

2014). In examining three maize price spikes over the last ten years, it is clear 

that variation in the size of the harvest is an important factor. However, in 

each case, maize price instability appears to have been exacerbated by the 

lack of transparency in the size of public stocks, overestimates of the maize 

harvest, inappropriately-timed ADMARC procurement campaigns, and 

delays in carrying out announced government imports (Chirwa, 2010).  

In Zambia, the Food Reserve Agency (FRA) plays an active role in 

domestic grain marketing and international trade, with the goal of stabiliz-

ing maize prices.  Furthermore, it distributes large volumes of subsidized 

maize to consumers in selected regions. Yet there is evidence that the ad hoc 

nature of these interventions creates an unpredictable policy environment 

for grain traders. This uncertainty inhibits their participation in various 

activities, particularly maize imports and storage. It has been argued that, 

by crowding out private traders from arbitrage activities, the policies of the 

FRA may have exacerbated maize price volatility in the country (Chapoto et 

al., 2010). Indeed, cross-country comparisons show that maize price volatil-

ity in Zambia is higher than in many other African countries (Minot, 2014).  

Mozambique has pursued a market-oriented staple food policy; it has 

no state grain trading enterprise, minimal barriers to staple crop imports 

and exports, and no efforts to stabilize food prices. Grain prices were quite 

stable in the early 2000s and relatively stable in recent years. The rise in 

prices in 2007/2008 associated with the global food crisis has, however, led 

the government to plan the creation of a public-private food reserve. 

Somewhat surprisingly, maize price volatility over the period 2005–2011 

was found to be significantly higher in a group of four countries with active 

price stabilization efforts (Malawi, Zambia, Zimbabwe, and Kenya) than in 

a group with more market-oriented policies (Ethiopia, Uganda, Tanzania, 

and Mozambique) (Minot, 2014). It is possible that the former set of coun-

tries have inherently unstable prices, and that stabilization policies are only 

partially successful in dampening this volatility. Alternatively, it may be 

that government efforts to intervene in maize markets, through procure-

ment, sales, and government-managed trade, have created an unpredictable 

policy environment in which private traders are inhibited from carrying out 

storage and trade activities that would otherwise dampen price fluctuations. 

In general, grain reserves in SSA have not been managed according 

to pure buffer stock principles: 1) the reserves are managed with multiple 

objectives, not just price stabilization; 2) they do not announce or defend 
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a price band, but rather intervene on an ad hoc basis; and 3) they often 

intervene in a variety of ways, including trade policy, marketing regulation, 

and subsidized grain distribution. Some argue that grain reserves could be 

used to stabilize grain prices if they were more predictable and transparent, 

by announcing and defending an explicit price band (Galtier, 2013; Timmer, 

2010). Others argue that even a well-designed buffer stock with explicit 

bands will inevitably fail, because stock managers will not have enough 

information to distinguish price shifts due to fundamentals from those 

due to speculative bubbles or imperfect information. Given the statistical 

properties of commodity prices, it is likely that a buffer fund will over time 

exhaust its budget or its stocks, resulting in an expensive and destabilizing 

collapse of the scheme (Wright, 2010).

Effects and Response Mechanisms  
to Price Volatility

Effect of Price Volatility
Food price instability has a negative effect on household welfare in 

three ways. First, it may contribute directly to fluctuations in household 

income and consumption, which is undesirable given that most people 

are risk-averse. Negative consumption shocks are particularly harmful to 

those households with incomes close to the minimum subsistence level. 

Second, households may adopt livelihoods strategies that reduce risk but 

that also lower average income. An example would be  farmers deciding to 

grow staple food crops rather than higher-value commercial crops, even 

if the latter would generate higher revenues on average. Third, food price 

volatility and other risks may inhibit investment, reducing future income-

generating capacity. 

Early studies of the effects of price volatility showed that consumers 

are adversely affected by the price volatility of a commodity only if they 

are risk averse and if the income elasticity of demand for the commodity is 

low. These conditions are likely to hold in the case of food price volatility, 

especially for the poor in developing countries (Turnovsky et al., 1980).  

Price Stabilization

Policymakers in SSA and elsewhere have, over time, implemented a wide 

range of policies and programs to try to stabilize the price of staple food 

grains. In the 1970s and 1980s, many governments maintained consumer 

price controls, producer price supports, taxes and restrictions on interna-

tional trade, restrictions on internal movement of grains, and programs 

for public procurement and distribution of food. In many cases, state-

owned grain trading enterprises were given a legal monopoly over buying, 

processing, and distributing staple grains and export crops, although it 

was often not possible to completely suppress private-sector trade in these 

commodities.   

In the late 1980s and 1990s, the high fiscal cost of these policies, 

together with growing evidence of their ineffectiveness and pressure from 

the international financial institutions, led to a period of economic reform 

and liberalization (Jayne and Jones, 1997; Kherallah et al., 2000). Because 

of the political sensitivity of the issue, however, liberalization of food 

markets has been slow, uneven, and subject to reversals. As a result, the 

state may continue to intervene in staple crop markets in various ways. For 

example, many countries in eastern and southern Africa have state-owned 

enterprises that buy, sell, import, and export grain, in competition with 

private traders (Jayne et al, 2002). 

http://www.resakss.org
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The role of these state-owned grain marketing enterprises is contro-

versial. Some argue that they play a necessary role in stabilizing food prices 

in light of the weakness of the private sector, which is constrained by lack 

of credit and limited storage capacity. These enterprises therefore can and 

should operate like a buffer stock, buying when prices are low and selling 

when they are high (Poulton et al., 2006; Timmer, 2010). Others argue that 

unpredictable interventions by these enterprises is one of the main con-

straints faced by private traders and that, in some cases, these interventions 

actually exacerbate the instability of food prices (Chapoto and Jayne, 2009; 

Byerlee et al., 2006).  The global food crisis of 2007/2008 revived interest in 

food price stabilization. A number of countries increased the size of their 

food reserves, and the topic of international food reserves again came under 

discussion (Murphy, 2009; von Braun and Torero, 2008).  And because of 

the high cost and uncertain effectiveness of price stabilization efforts based 

on public grain reserves, researchers and policymakers have explored a 

number of alternative approaches to food price stabilization that do not 

involve direct intervention in grain markets including efforts to make 

markets work better by reducing transaction costs and broadening markets.  

The Specific Role of Trade Policies

Even if the overall contribution of international price volatility to African 

food price volatility is limited, trade policies remain an important tool for 

policymakers in coping with price fluctuations. Both export and import 

measures are used to disconnect domestic prices from international 

fluctuations. The attractiveness of such measures for some countries is 

straightforward for key traded commodities, whether imported (such as rice 

in West Africa) or exported (such as maize in southern or eastern Africa). 

But many policymakers will also use trade policy because it is a tool easy 

to implement at low fiscal cost, even if it is an inadequate or highly distor-

tive instrument. For example, Burkina Faso suspended import taxes on 

four commodities, after the country experienced riots over food prices in 

February, 2008; and Tanzania imposed bans on maize exports.

When faced with increasing food prices, net exporters of food can 

impose export taxes or bans, to disconnect domestic markets from world 

markets and to redirect local production to domestic markets. Certainly, 

the lower prices hurt local producers; however, these policies do benefit 

domestic consumers while boosting government revenue. Thus, it is not sur-

prising that many food-producing countries enacted some form of export 

restriction during the 2007/2008 food crisis. Demecke et al. (2008) surveyed 

government policies in 81 developing countries and found that 25 of them 

either banned exports completely or increased export taxes. Among many 

others, Pakistan, Bangladesh, China, Egypt, India, Nepal, and Argentina 

enforced such policies.

 Similarly, net importers can decrease their tariffs (or even subsidize 

imports) to buffer the impact of rising international food prices. At least 

in the short run, they may be able to temporarily reduce internal prices. 

However, some argue that tariff reductions might not have been effective 

in shielding importing countries from the 2007/2008 food crisis. In this 

spirit, FAO et al. (2011) argue that “the scale of price increases was such that 

for many countries reducing import tariffs had relatively modest impact 

because the initial tariffs were low or the scale of the price increases was 

so large. In any event, this instrument was quickly exhausted as tariffs 

were reduced to zero” (p. 14). Additionally, reduction of tariffs reduces 

government revenue, leaving fewer resources for other policies to palliate 

the impact of food price increases. The situation might be especially serious 

when there are few alternative sources of revenue (because of weak tax 
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collection or a large informal sector, among other reasons). Eventually, this 

approach might lead to serious fiscal deficits.  

These strategies should not entail any consequences for international 

markets if the countries implementing them are relatively small. These 

countries’ food exports or imports are not substantial relative to inter-

national trade, and they are mostly price-takers of the world markets. 

However, trade policies of large food exporters or importers do have an 

effect on international supply or demand of a commodity. When large 

exporters impose export restrictions during a food emergency, they tighten 

the already short global supply and further increase international prices. In 

a similar fashion, as large food importers reduce their tariffs, they increase 

internal consumption, fueling global demand and generating further 

escalations of food prices in external markets. If exporting and importing 

countries both follow such strategies, their efforts to insulate themselves 

might cancel out each other’s efforts.

All in all, trade policies may be an effective instrument for short-term 

price stabilization purposes in some nations: countries facing political 

unrest, or those lacking adequate food distribution networks and safety 

nets. However, absolute symmetry between insulating actions taken 

through export restrictions and import barrier reductions needs to be 

taken into account. It is also important to underline that implementing 

a short-term trade policy response can be a huge institutional challenge. 

Defining the framework— rule-based or discretionary—will have important 

consequences for how the private sector will adapt. Will it invest in trading 

capacity, or will it invest in influencing policymakers’ decisions? With the 

growing trend of regional integration in Africa, having variable national 

trade policy instruments will lead to additional coordination costs and may 

weaken regional integration. 

Other studies have pointed out that the objective of policy should not 

be price stabilization per se. Rather, price stabilization is only useful to the 

extent that it reduces the instability of the income of farmers and consum-

ers.  This distinction is important, because price volatility may actually 

serve to stabilize farm income. Supply shocks create a negative correlation 

between aggregate farm output and prices: during good years, output is 

high but prices are low; and during bad years, the reverse is true. Thus, a 

program that is successful in stabilizing agricultural prices could actually 

destabilize farm income and reduce farmers’ welfare, in situations where the 

output of individual farms is correlated with aggregate output (Newberry 

and Stiglitz, 1981).  

Another factor is that food price stabilization is likely to have a positive 

effect on food supply, motivating farmers to produce more at a given 

price. However, for products that are non-tradable, this will reduce the 

equilibrium price, transferring some of the benefits of price stabilization to 

consumers (Newberry and Stiglitz, 1981).   

Trade Integration as a Way to Mitigate Weather Shocks: 
Potential and Limits

Although trade openness has been blamed for increasing price volatility, 

it is clear that the opportunities offered by international trade, through 

participation in larger and more diversified markets, have helped improve 

price stability and food access at the global level over the last four decades. 

As discussed in the previous section, African consumers in many countries 

have to deal with high food price volatility due to local market failures, lack 

of market integration, and fragmented value chains. In addition, volatile 

trade policies (discussed in the previous section) reduce the scope of 

international cooperation, weaken regional coordination, and shift the 
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costs of price stabilization from large countries to small ones. Therefore, 

Africa will benefit significantly from increasing market integration at 

the domestic, regional, and international levels. The regional dimension 

is particularly attractive: it will reduce the risk of beggar-thy-neighbor 

trade policies among African countries, and will lead to the emergence 

of larger trade blocks that can respond to non-cooperative trade policies 

implemented by other trade entities at the global level. 

Figure 3.3 shows that gains from trade integration may be most signifi-

cant at the country level. The chart shows the ratio between the food supply 

volatility for each country and food supply volatility for Africa as a whole.

For small countries, such as Guinea-Bissau, yearly domestic supply is 70 

times more volatile than the consolidated African supply. Even for large 

countries, continental trade can serve 

as a source of stability: for Nigeria, local 

supply is 60 percent more volatile than 

the continental supply.

Reducing Transport Costs

Food price volatility is influenced by the 

spatial breadth of the market: the broader 

the area over which agricultural com-

modities are traded, the more stable the 

supply and the lower the price volatility. 

As discussed above, good rainfall and a 

bumper harvest in one region can offset 

poor rains and a small harvest in another. 

This is consistent with the finding that 

food price volatility is lower in large cities 

than in small cities in SSA (Minot, 2014).  

Policy reforms implemented in the 1980s and 1990s have largely elimi-

nated restrictions on internal movement of grains and other commodities, 

but high transportation costs and other transactions costs still impede this 

trade.  The lower the cost of transportation between two regions, the more 

likely it is that trade between them will be profitable, allowing surpluses in 

one region to be transported to remedy deficits in another region.   

A World Bank study found that the cost of transportation in SSA ranged 

from $0.06 to $0.11 per ton-kilometer, compared to $0.04-0.05 in Brazil, 

China, the United States, and Western Europe. The study identified several 

factors behind the high costs: poor road conditions, lack of competition 

in trucking markets, delays in crossing borders, and the high cost of fuel 

FIGURE 3.3—NATIONAL FOOD SUPPLY VOLATILITY COMPARED TO AFRICA-WIDE FOOD 
SUPPLY VOLATILITY

Source: Authors’ computation based on Deason and Laborde (2011). 
Note: This indicator represents the ratio between national food supply volatility and the Africa-wide food supply volatility. Food supply volatility is computed 
over the last 20 years as the normalized de-trended yield volatility, expressed in calories per ha and aggregated using fixed area allocation. 

1 

10 

100 

 A
ngola 

 B
enin 

Cam
ero

on 

 C
had 

 G
abon 

 G
am

bia 

 G
hana 

 G
uinea 

 L
ib

eria
 

 M
ali 

 N
iger 

 N
igeria

 

 S
ao To

m
e and Prin

cip
e 

 S
enegal 

 To
go 

Ca
lo

ri
c 

va
lu

e,
 lo

ga
ri

th
m

ic
 s

ca
le

 

 B
urkina Faso

 Sierra
 Leone

 
Cape Verd

e

Côte
 D

'Iv
oire

 

Guinea-B
iss

au

M
aurit

ania



30   resakss.org

and spare parts. In some countries, particularly in West Africa, govern-

ment regulation facilitates the formation of trucking cartels which raise 

transportation costs. Deregulation and privatization of the trucking industry 

in Rwanda in the 1990s resulted in a 75 percent reduction in real transport 

costs (Teravaninthorn and Raballand, 2009). Another study found that high 

transportation costs in SSA are a larger impediment to trade than tariffs and 

other trade policy restrictions (Limao and Venables, 2001).

International Trade

The food price crisis of 2007/2008 served as a reminder of the potential 

volatility in international grain markets. For policymakers in many develop-

ing countries, it prompted a renewed interest in domestic price stabilization 

programs such as public grain reserves. Clearly, a country with a steady 

domestic supply of food would be able to reduce price volatility by isolating 

itself from international markets. But if a country has large fluctuations 

in domestic supply, international trade will prevent extreme movements 

in food prices: the import parity price sets a ceiling on domestic prices, 

while the export parity price sets a floor. However, the band between the 

import and export parity prices may be quite wide, allowing for  domestic 

price volatility. For landlocked countries, moreover, the cost of transport 

to a major port may exceed the domestic price of staple grains, meaning 

that even if the domestic grain price fell to zero, it would not be profitable 

to export. Thus, the question of whether international trade increases or 

decreases domestic price volatility is an empirical one.  

Nevertheless, there are three reasons to believe that the net effect of a 

more open trade policy would reduce food price volatility in most African 

countries. First (as discussed above), domestic grain price volatility in SSA 

is significantly higher than the price volatility of the same commodities 

in the world market.  Second, the price volatility of internationally-traded 

commodities in Africa, such as rice and wheat, is lower than the volatility of 

most non-traded food commodities. And third, there is evidence that some 

of the price spikes in African grain prices in recent years have risen above 

the import parity price. In Ethiopia, wheat prices spiked above import 

parity because of the rationing of foreign exchange, a side-effect of an over-

valued exchange rate (Rashid, 2010). Malawi has experienced a number of 

spikes in maize prices as a result of delays in government imports, unex-

pected exhaustion of public grain reserves, and overestimates of the harvest. 

Since prices rose above the import parity price, these spikes might have 

been dampened if private traders had not been “crowded out” of import 

activity by government intervention (Rubey, 2003; Jayne et al., 2008).  

There are important complementarities between an open trade policy 

and reducing transportation costs. If the costs of transportation and port 

handling can be reduced, this lowers the import parity price and raises the 

export parity price, thus narrowing the band within which domestic prices 

may vary.  

Commodity Exchanges

A commodity exchange is a market where standardized contracts to 

deliver a specified quantity of a commodity (usually crops or minerals) 

can be bought and sold.  The commodities are graded to allow anonymous 

transactions without product inspection. A simple spot market can reduce 

the cost of searching for a buyer or seller and make prices more transparent. 

Moreover, the centralization of traders and transparency of transactions 

may reduce volatility associated with lack of information. Commodity 
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exchanges may also offer futures contracts, which provide opportunities for 

participants to manage agricultural price risk.   

In the wake of liberalization of agricultural markets in SSA in the 

1990s, commodity exchanges were opened in five countries in an effort 

to manage commodity price risk. More exchanges have been opened 

since 2004. The South African Futures Exchange (SAFEX) has grown 

significantly and offers a variety of spot and futures products, based on 

wheat, maize, soybean, sunflower, and metals markets. However, other 

African countries have struggled to attract enough volume to make their 

commodity exchanges viable. The exchanges formed in the 1990s in Zambia 

and Zimbabwe initially showed promise, but were suspended after price 

movements that were considered unacceptable prompted the governments 

to suspend operations. The Kenya Agricultural Commodity Exchange 

and the Malawi Agricultural Commodity Exchange struggled to achieve 

the necessary volumes; they have since evolved into serving primarily 

as providers of agricultural market information services. The Ethiopia 

Commodity Exchange (ECX) initially handled limited volumes of grains, 

but is now focused on coffee, thanks to legislation that requires most coffee 

exports to be channeled through the ECX. Exchanges have been created in 

Uganda, Nigeria, and Ghana, among others, but these still handle limited 

volumes (Rashid et al., 2010; Galtier, 2013).

There are several factors behind the limited success of agricultural 

commodity exchanges in SSA. One of the main constraints is the limited 

volume of cereals and other commodities being marketed. The volume of 

marketed cereals in most African countries is quite small, relative to the 

volumes in countries such as South Africa that have active commodity 

exchanges. Second, grading systems are not widely used, so buying 

contracts without inspection may be risky. Third, the prices of maize and 

other staple foods are politically sensitive and subject to occasional price 

controls or trade restrictions. Indeed, traders and commodity exchanges 

have sometimes been blamed for contributing to price volatility, inhibiting 

interest in participating in commodity exchanges (Rashid et al., 2010).

Market Information Systems

Some price volatility and spatial dispersion of prices is due to the fact 

that not all participants in markets have full information about prices. 

Agricultural market information systems (MISs) are designed to collect 

and disseminate prices and other information about market conditions. 

MISs are generally assumed to help farmers negotiate with traders, though 

traders themselves face challenges keeping track of market conditions in 

different parts of the country. Early MIS programs disseminated prices 

by radio and newspaper, but the growth of mobile phone ownership has 

created new opportunities.  

In some cases, a commodity exchange has taken on market informa-

tion service functions.  As mentioned, the Kenya Agricultural Commodity 

Exchange and the Malawi Agricultural Commodity Exchange evolved into 

providers of agricultural price information (Galtier, 2010). In other cases, 

private firms have begun collecting and disseminating agricultural prices. 

Esoko provides price information to farmers and traders in text messages 

sent to the mobile phones of subscribers in Ghana. The company is 

expanding its services to other countries in the region, including Rwanda 

and Malawi. FIT-Uganda provides a similar services in Uganda. Both 

companies are experimenting with other agricultural services, such as 
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local weather forecasts, extension messages, and providing a platform for 

agricultural transactions.  

A number of studies confirm the value of this information. A study 

of the offshore fishing industry in Kerela (India) found that the volatility 

of sardine prices was dramatically reduced when fishermen started using 

mobile phones to call processing plants for quotes before returning to shore 

(Jensen, 2007). Similarly, a study of grain trade in Niger demonstrated that 

the phasing-in of mobile phone signals over 2001–2006 reduced spatial 

dispersion in the price of millet (Aker, 2010). 

Market information systems will not reduce price volatility or spatial 

price dispersion caused by fluctuations in supply and storage costs. 

However, they can reduce volatility and price dispersion associated with 

imperfect competition and lack of information by market participants, par-

ticularly farmers.  As such, they can be considered an important component 

of strategies to reduce price volatility by making markets work better.

Reducing the Impact of Food Price Volatility
Volatile food prices can cause volatility in household food consumption 

and well-being. This section discusses a number of policies and programs 

that can dampen consumption volatility, particularly negative shocks in 

food consumption for poor households. In other words, these policies help 

build resilience to food price volatility.  

Contract Farming

Contract farming involves agricultural production carried out in the 

context of an agreement between the buyer and the farmer. The buyer is 

often a processor, exporter, or large retailer who needs particular set of 

quality characteristics that are not available on the market. The buyer may 

provide technical assistance, inputs on credit, and often a guaranteed price 

to farmers, who agree to follow production guidelines and to sell the output 

to the buyer. Contract farming has the potential to address a number of 

problems facing small-scale farmers in developing countries, including lack 

of access to technology and inputs as well as credit and marketing risks. 

In practice, contract farming is often used in the production of cash 

crops such as tea, cotton, tobacco, oil palm, and rubber, as well as fruits, 

and vegetables, particularly when destined for processing, export, or other 

quality-sensitive markets. Commercial production of poultry and milk is 

often carried out on a contract basis as well (Minot, 2011).  

Critics of contract farming point to potential negative outcomes for 

farmers: a contract may “lock” farmers into disadvantageous agreements; 

contractors may exclude small farmers, preferring to work with fewer 

large farmers; and the buyers may take advantage of the willingness of 

farmers to work for low implicit wages. However, studies of the impact of 

contract farming in SSA and elsewhere consistently show that contract 

farmers are better off than similar farmers without contracts. The inputs 

and technical assistance may help them get higher yields, and the buyer 

may pay above-market prices for the higher-quality product (see Porter and 

Phillips-Howard, 1997; Warning and Key, 2002; Bolwig et al., 2007; Minten 

et al., 2009).

The evidence is mixed on the question of whether small farmers are 

excluded from contract farming schemes.  Some crops, such as tea, tobacco, 

and vegetables, can generally be produced more economically and at a 

higher quality by small-scale farmers. Others, like sugarcane and poultry, 
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seem to have economies of scale that lead processors to select medium- and 

large-scale farmers (Sartorius and Kirsten, 2004; Minten et al., 2009).  

One of the most common problems with contract farming is side-sell-

ing, when farmers find they can get a better price on the open market and 

refuse to deliver the agreed quantities to the buyer. The risk of side-selling 

is even greater if the farmers receive inputs on credit that they can avoid 

repaying by selling elsewhere. The literature on contract farming provides 

many examples of contracts which collapsed because of side-selling. In 

some cases, buyers renege on their commitment because of financial 

problems, resulting in the end of the contract (Coulter et al., 2000; Jaffee, 

1994; Sartorius and Kirsten, 2004).  

Although contract farming has the potential to deliver technological 

inputs and assured markets to farmers, it is still not widespread in SSA. 

Farm surveys in Uganda, Ethiopia, and Ghana reveal that less than 3 

percent of farmers have contracts with buyers. One reason is that staple 

cereals, pulses, and root crops are generally not grown under contract; it 

is difficult to justify the coordination and enforcement costs of contract 

farming when the product has low monetary value and little quality varia-

tion. Furthermore, the milling and processing of these crops is often done at 

a small scale, and it usually takes a large processor or exporter to establish a 

contract farming scheme. 

In summary, contract farming offers a solution to the problem of price 

volatility and market risk in the production of selected higher-value crops. 

Contract farming tends to improve the livelihoods of participating small 

farmers, but it is probably not economically justified in the production of all 

crops, particularly low-value staple grains and roots.

Futures Markets

Commodity price risk can be managed by making use of futures markets. 

A futures market organizes the purchase and sale of standardized contracts 

to deliver a specified quantity and quality of a commodity at some speci-

fied time in the future, ranging from one month to several years later. For 

example, a coffee exporter could sell a contract to deliver a specific grade 

of coffee in four months for a specified price, thus “locking in” the price 

and eliminating the risk of falling prices. Alternatively, an importer could 

purchase a futures contract for delivery of maize in order to “lock in” a price 

and avoid the risk of rising prices. A trader who prefers not to commit to 

the transaction can purchase an option, which gives the right, but not an 

obligation, to carry out the transaction in the future. A “call option” to buy 

a commodity puts an upper limit on the price the trader will pay, while a 

“put option” to sell a commodity puts a lower limit on the price. Thus, while 

futures markets do not reduce price volatility, they help participants manage 

agricultural price risk.  

In 2005, the government of Malawi purchased two call options on the 

SAFEX market for a total of 60,000 tons of maize, including delivery to 

Malawi. Although the maize price did not rise, the cost of transportation 

rose, and Malawi saved $2 million in import costs (Rohrbach, 2010).  

This is probably the only time a government in SSA has made use of 

futures markets to manage price risk associated with food grains. There 

are three obstacles to wider use of futures markets to manage food price 

volatility. The first is cost. An option costs roughly 8–10 percent of the value 

of the contract, whether or not the option is exercised. For this strategy to 

be politically acceptable, it must be seen as a form of long-term insurance 
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rather than evaluated on the basis of its pay-off each year. Second, the use 

of call options on the SAFEX market is probably limited to southern Africa, 

where delivery costs are lower and the basis risk is smaller. Third, making 

use of futures markets requires a high level of technical expertise to evaluate 

various options and select the most appropriate one.  

Safety Nets

Contract farming and futures markets, as discussed above, help farmers 

manage agricultural price risk. Weather index insurance may also be available 

to farmers, to provide partial coverage of production risks. However, neither 

of these strategies directly addresses the presumed objective of households: 

to reduce variability and uncertainty in consumption, particularly food 

consumption. Safety net programs are designed to assist poor households, 

including not only chronically poor households but also those that are tem-

porarily poor due to negative income shocks.  

Safety net programs vary widely in terms of the type of assistance 

provided, conditionality of assistance, and targeting method. The types of 

assistance may include food, cash, inputs, and assets; the assistance may be 

unconditional or subject to behavioral conditions; and in-kind assistance may 

be free, subsidized, or provided in voucher form (Galtier, 2013).    

One approach to providing a social safety net is the guaranteed employ-

ment program, sometimes referred to as food-for-work or cash-for-work. 

These programs often involve labor-intensive public works activities that 

combine infrastructure development (such as road building) with hiring 

policies designed to maximize the pro-poor impact. If designed well, they 

may improve community infrastructure while providing assistance to 

the poorest households with able-bodied members. If the wage rate is set 

appropriately (near the market wage for unskilled labor), the program is self-

targeting, in that the more well-off members of the community will not find it 

worthwhile to participate, while the poor will. 

One of the largest programs of this type is the National Rural 

Employment Guarantee Scheme in India, which guarantees up to 100 days of 

work at the minimum wage. At a cost of $8.9 billion per year in 2010/2011, 

the program provided 3 billion person-days of employment. An evaluation 

of the program in Andhra Pradesh using panel survey data found that it 

increased caloric and protein intake of participants in the short run and 

also helped build assets in the medium run. In addition, it was well targeted 

toward women and the poor (Deninger and Liu, 2013). One drawback of 

these programs is that they do not reach those unable to work because of 

age or disability. In addition, the cost of supervising and inspecting the work 

reduces the share of government funding that reaches beneficiaries.  

The largest such program in SSA (outside South Africa) is the Ethiopian 

Productive Safety Net Program (PSNP). Started in 2005, the objective was 

to move away from chronic food aid payments toward a more targeted 

combination of food-for-work, cash-for-work, and cash transfers that would 

help poor household accumulate productive assets. It includes a public works 

program that pays selected beneficiaries to build community assets, as well as 

a direct support program that provides cash or food to selected households 

that cannot work. The PSNP reaches more than 7 million poor Ethiopians. 

A study of the impact of the program found variation in the size of benefits 

received, but those that received at least half of the intended benefits showed 

significant gains in food security. After the study was completed, the size of 

the payments was increased to offset inflation (Gilligan et al., 2008).
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An alternative to employment guarantee programs is conditional cash 

transfer (CCT) programs, which provide cash grants to poor households 

that comply with certain requirements such as keeping children in school, 

attending health clinics, or receiving pre- and postnatal care. Conditional 

cash transfers serve a dual purpose: providing assistance to poor households 

for immediate poverty reduction, and encouraging investments in human 

capital to reduce the chance of poverty being transmitted to the next gen-

eration. CCTs have generated considerable interest among researchers and 

policymakers in the last 10–15 years. As of 2009, CCT programs could be 

found in most Latin American countries, in eight countries in Asia, and in a 

few African countries (Fiszbein et al., 2009).  

One of the first national CCT programs was Progresa (later renamed 

Oportunidades), which was launched in Mexico in 1997 to be phased in 

over three years. Eligibility is determined in two stages, by first selecting 

poor villages and then selecting poor families within these villages. Studies 

show that it has been successful in increasing school attendance, reducing 

the incidence of child labor, and improving child health (Gertler, 2004; 

Skoufias, 2005). The Oportunidades program now covers about five million 

households in Mexico.

The Bolsa Familia program in Brazil was created in 2003 to consolidate 

and replace a variety of smaller poverty programs. It provides a conditional 

per-child payment to poor households that keep their children in school, 

as well as an additional payment to households in extreme poverty. It 

has grown to cover 11 million households. A recent study found that the 

program increased school participation and grade progression, particularly 

among girls and older children and in rural areas (de Brauw et al., 2014).

In summary, safety net programs have been proven to provide signifi-

cant benefits in terms of short-term food security and long-term investment 

in human capital. However, the budgetary cost is relatively high, and they 

require administrative capacity to identify poor households and monitor 

their compliance with the conditions.

Conclusions
Commodity price instability has been a long-term issue and an important 

challenge for Africa’s growth. Even if the continent has entered a structural 

transformation, public and private income will still strongly depend on com-

modity market conditions in the future. Therefore, adopting the right set of 

policies to tackle this instability is critical. The recent years have even brought 

a new dimension to the issue: the most vulnerable part of the population, the 

poor, is faced with high levels of price volatility of food products, threatening 

their food security. The world faces a new food economy that likely involves 

both higher and more volatile food prices, and evidence of both conditions 

was clear in 2007/2008 and 2011. After the food price crisis of 2007/2008, 

food prices started rising again in June 2010, with international prices of 

maize and wheat roughly doubling by May 2011. Africa has to cope with high 

levels of price volatility on both the international and domestic fronts: inter-

national for tradable commodities, and domestic for non-tradable food items.

This situation poses several challenges for the continent. In the short 

run, the global food supply is relatively inelastic, leading to shortages 

and amplifying the impact of any shock. The poor are the hardest hit. In 

the long run, the goal should be to achieve food security and to enhance 

resilience. The drivers that have increased food demand in the last few 

years are likely to persist (and even expand). There is a significant role for 
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both governments and international organizations, in increasing countries’ 

capacity to cope with this new world scenario, in promoting appropriate 

policies that will help to minimize the adverse effects of increasing prices 

and price volatility, and avoiding policies that might exacerbate the crisis.

Improving global market conditions will enhance the role of inter-

national trade as a driver of price stability. Similarly, reinforcing market 

integration in Africa, at domestic and regional levels, will be a key instru-

ment to reduce price volatility. Trade policies should not be seen as an 

instrument to insulate domestic markets from global or regional conditions, 

but should rather strengthen economic ties among countries (and other 

economic agents) by being transparent, predictable, and cooperative. 

The post-2008 recommendations on dealing with price volatility have 

been careful to avoid any potentially pervasive market distortions. Indeed, 

regarding trade policies, most of the evidence-based recommendations 

advised against any trade restrictions (on both the import and the export 

side). With respect to food reserves, the discussion seems to highlight the 

need to establish food reserves, to ease the effect of shocks during periods 

of commodity price spikes and volatility. While there is some consensus 

around this idea, there is disagreement regarding specific mechanisms to 

implement food reserves. As in the case of trade interventions, the choice 

is likely to depend on the characteristics of the specific market under 

intervention, the country’s capacity to cope with crises, and the possibil-

ity of establishing international coordination mechanisms. In general, 

however, regional reserves with strong governance and clear triggers are 

preferred. When managed by individual countries, buffer stocks usually 

entail high costs and market distortions and are prone to corruption as 

well. Thus, most countries—especially those with weak institutions and 

scarce resources—should probably refrain from using buffer stocks. Many 

African countries had grain price stabilization programs in the 1970s and 

1980s, using public grain reserves (with purchases and sales) in an attempt 

to reduce grain price volatility. These programs were very costly, poorly 

managed, and often politicized. Furthermore, there is mixed evidence re-

garding their effectiveness in reducing price instability. In some cases, these 

programs may have in fact contributed to price instability through unpre-

dictable interventions, occasional stock-outs, and crowding out private trade 

and storage activity. Although many of these programs were shut down or 

scaled back in the 1990s, interest has renewed in the wake of the food crisis 

of 2007/2008.  

Coping with existing and future food price volatility will required more 

targeted and sophisticated policies to avoid wasting scarce fiscal resources 

while protecting the most vulnerable consumers in Africa and contributing 

positively to the reinforcement of agricultural supply in Africa. In support 

of the poor, lessons from safety net programs already in place on the 

continent, for example Ethiopia, could be used by other countries to design 

similar programs. 

In the medium and long run, trade policies should be aimed at 

both reducing transportation and other transaction costs and increas-

ing agricultural productivity. While short-term price stabilization may 

be an effective instrument for dealing with high food prices, balance is 

needed between insulating actions (export restrictions) and easing actions 

(import barrier reductions). Moreover, a government’s response to high 

and volatile prices needs to be well crafted, as it is likely to have important 

consequences for the incomes of vulnerable farmers and even their future 

livelihoods. Government responses also affect how the private sector 
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adapts—specifically, its propensity to invest in future trading capacity to 

meet the needs of a growing economy. In the medium to long run, expand-

ing markets and improving transport infrastructure will reduce spatial price 

dispersion and food price volatility by making it easier to move grains from 

surplus to deficit zones. Similarly, investing in agricultural productivity 

raises the capacity of the domestic agricultural sector to supply local markets 

and to adjust to shocks effectively. In particular, investments in irrigation 

and agricultural research and development can help raise yields. Irrigation 

also protects farmers from droughts, thus helping to promote resilience. 

Other options to boost productivity include market-smart input subsidies. 

To be effective, subsidy programs must be carefully designed to target 

poor farmers; avoid displacing existing commercial sales; utilize vouchers, 

matching grants, or other instruments to strengthen private distribution 

systems; and operate for a limited period of time, with clear exit strategies. 

Market information systems can also play a role in reducing food price vola-

tility; the spread of mobile phones in rural areas creates new opportunities 

for disseminating market information widely at a low cost.

Reducing barriers to trade, among African countries and between Africa 

and the rest of the world, also serves to broaden food markets and dilute 

the effect of local supply shocks. Although it exposes African markets to 

the volatility of international markets, this volatility is generally less than 

that of non-traded food grains subject to weather-related supply shocks. 

Commodity exchanges have the potential to make commodity markets 

more transparent and stable, but they have not yet proven their value in food 

grains outside South Africa. 

Reducing the incidence of food insecurity is not just a matter of increas-

ing availability of and access to food; it also requires ensuring that availability 

and access are maintained over time, avoiding the negative shocks in food 

consumption associated with crop failure, price volatility, loss of assets, and 

other risks. A comprehensive strategy should include both risk mitigation 

and risk adaptation. Risk mitigation refers to programs and policies to 

decrease the frequency and severity of shocks such as price volatility and 

droughts, while risk adaptation refers to increasing the ability of households 

to tolerate negative shocks—that is, building resilience to shocks.  

Safety net programs are designed to reduce the incidence of food inse-

curity among poor and vulnerable households by making targeted transfers. 

India has launched a national employment-guarantee (or cash-for-work) 

scheme, while Mexico and Brazil have large conditional cash transfer 

programs that have catalyzed similar programs elsewhere. The Productive 

Safety Net Program in Ethiopia combines unconditional cash transfers with 

food-for-work and cash-for-work programs. These programs have been 

shown to deliver improved food security and schooling outcomes among 

poor households. They can be costly, and targeting is a major challenge, par-

ticularly in SSA; but, if well designed, their short- and long-term benefits in 

terms of food security and investment in productive capacity are significant.  




