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14. Strategic Remedies for Rising Food Prices

The easing of global food price increases of 2007/08
- the highest recorded in 30 years - reversed once
again in late 2010/early 2011. Price increases under-
pin changing global supply and demand conditions.
A rising world population - especially in India, China
and Russia - and growing incomes in developing coun-
tries resulting in and associated with changing food
consumption patterns - are key factors on the demand
side. On the supply side, cyclical and structural
factors are also at work. Cyclical factors include
adverse impact on crop production - such as on corn,
rice, wheat, and sugar due to poor weather condi-
tions in the US, Australia, China, etc., while rising
crude oil prices, directly and indirectly, also impacts
food prices. Structural factors include reduced invest-
ment in R&D in agriculture which decelerates growth
in agricultural productivity, constraints in expansion
of cultivated lands, diversion of resources used for
food production for bio-fuel production due to higher
crude oil prices, etc. In 2010/11, the main reason for
rising global food price increase was the price in-
crease in crude oil, maize, wheat, soyabeans and
sugar. Simultaneously, the crisis in the Middle-East
and natural  disasters contributed directly to food price
inflation.

Sri Lanka's food prices also increased in parallel with
global trends, not surprisingly given that the country
is a net food importer. While the country is almost
self-sufficient in its staple food (rice), producing
approximately 97 per cent of requirements, Sri Lanka
is dependent on imports for all its wheat require-
ments, 85 per cent of milk, 93 per cent of sugar, and
70 per cent of cereal. Thus, even a slight change in
global prices can influence domestic food prices.

However, the factors behind price increases in 2010/
11 are different from those of 2008/09. The recent
hike is largely due to poor weather, where heavy rains

14.1 Introduction

Implementing food
price policy measures
to support consumers

and producers is a
challenge as food

pricing is politically
controversial
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and floods destroyed nearly 200,000 ha of
cultivated paddy crop, with an estimated loss
of nearly one million metric tons of paddy
yield. Livestock, vegetables and other food
crops were also damaged due to the bad
weather. Many hundreds of farmers in
Ampara, Batticaloa and Trincomalee in the
Eastern Province, for instance, lost lives,
homes, cultivated lands, etc. The extent of
damage can go further afield, as crops in other
areas may also get affected by fungal
diseases that flow from extreme wet weather
conditions. Therefore, mitigating escalating
food prices is a serious challenge for Sri Lanka
in the near term. This discussion aims to ana-
lyze recent trends in global and domestic food
prices, and suggest short and long term policy
options that Sri Lanka can adopt to mitigate
high food prices, drawing on examples from
international best practices.

14.2 Global Food Prices
"Global food prices are rising to
dangerous levels and threaten tens of
millions of poor people around the
world, the price hike is already
pushing millions of people into
poverty, and putting stress on the most

vulnerable, who spend more than half
of their income on food."

Robert B. Zoellick, President,
The World Bank

Global food prices have increased persistently
over the last decade, with significant hikes
from mid-2008 and early 2011 (Figure 14.1).
Relative to 2000, food prices rose by approxi-
mately 77 per cent in 2008 and by 120 per
cent in the first quarter of 2011.

When looking at global trends in major food
commodity prices during 2008-11, sugar
indicates clear changes - rising by 25 per cent
in 2008 and by nearly 200 per cent in 2011
relative to prices in 2000 (Figure 14.2).
Similarly, crude oil prices increased by 314
per cent, cereal by 154 per cent, dairy by
104 per cent, and meat prices by 49 per cent,
relative to 2000 prices. The initial causes for
the 2010/11 price hikes include bad weather
conditions in the sugar, grain and meat
producing countries and rising crude oil
prices.

The main reason for the positive correlation
between oil and food prices is that when the
former increases, demand for bio-fuel rises,

Figure 14.1
World Food Price Index

 Source: FAO, Food Price Index.
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whereby maize production is diverted to
produce bio-fuel rather than as a consump-
tion food item. In turn, heightened competi-
tion for bio-fuel produced crops pushes up

prices. Moreover, oil price increases raises
the cost of fertilizers, transportation, usage
of agricultural machinery, etc., leading to
higher food prices overall.

Figure 14.2
Global Food Commodity Price Indices

Source: FAO, Food Price Index.

Figure 14.3
Correlation between Oil and Food Prices

Source: FAO and Organization for Petroleum Exporting Countries (OPEC).
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Rice, maize and wheat provide 60 per cent
of the world's food energy intake. Rice is the
second most important grain after corn, and
is the most important food item for a large
part of Latin America and Asia. World rice
production increased at only a very marginal
rate up to 2008, before stagnating at 450 mn.
tonnes (Figure 14.4). Wheat, which is
second to rice in terms of total production
tonnage, saw a fall in production of nearly
30 mn. tonnes in 2010 compared to the
previous year. Grain production and utiliza-
tion have seen a significant increase over the
last decade, albeit with production experi-
encing stagnation since 2008. In terms of

staple foods, utilization has risen faster than
production.

Apart from these structural and cyclical
reasons, several other factors such as govern-
ment policies on international trade affect
rising food prices. For instance, export
restrictions by the world's main wheat
producers - Russia, Ukraine, Uzbekistan and
Kazakhstan - prompted hoarding with a surge
of exports to the Middle-East and North
Africa. Speculative hoarding was another
factor which influenced food prices in 2008
and 2011. Food shortages and rising prices -
due to demand and supply side factors as

Figure 14.4
World's Production, Supply and Utilization of Rice, Wheat, Cereal and Grain

Note: Supply contains production and the opening stock of that year.

Source: FAOSTAT.
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discussed above - are estimated to have
caused nearly one billion people to be in
hunger in early part of the 2011.1

14.3. Foodflation in Sri Lanka
The food component of the Colombo
Consumer Price Index (2002) - carrying a
weight of 46.7 per cent - started to climb
from 2003 (Figure 14.5). It clearly indicates
a sharp price hike in 2008 and a significant
increase again in the first quarter of 2011.

By and large, Sri Lanka's food price trends
reflect that of global trends.

In terms of trends in major food commodity
prices in Sri Lanka, significant price increases
are noted in green gram and cowpea. Rice
and wheat also saw price increases of 68 and
63 per cent, respectively, in 2008, prompt-
ing the government to impose price controls
on rice in December 2009. However, the
price of a kilogram of wheat flour and of rice

Figure 14.5
Global and Domestic Food Price Trends

Figure 14.6
Major Food Commodity Prices (2000-2011)

Sources: World Food Price Index (WFPI); FAO, Food STAT; DCS, Sri Lanka Food
Price Index (SLFPI).

Source: Hector Kobbekaduwa Agrarian Research Institute.

1  According to the FAO data collection, available at World Food Situation, http://www.fao. org/ worldfood.
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are close. In Sri Lanka, wheat flour is the
most popular substitute for rice. Given that
the country is entirely dependent on imports
for its wheat requirements, domestic prices
are subject to global price fluctuations. How-
ever, when domestic prices began to rise in
2007, prices were stabilized through govern-
ment price control measures.

A comparison of trends in international and
domestic rice prices - with rice imports
being only around 3 per cent of Sri Lanka's
requirements - suggests that the international
price of wheat (the primary substitute for rice
in Sri Lanka) is the main channel through
which high food prices are passed on to Sri
Lanka. In mid-2008, when the global food
prices were at a peak, domestic rice prices
were below the world prices due to govern-
ment price controls. However, as the price
of wheat rose in mid-2008 - in the context
of high demand for wheat flour by Sri Lankan
consumers - the substitution to rice as an
alternative impacted on the price of the
latter.

The HIES data suggest that from an average
monthly household income of Rs. 31,331
in 2009/10, nearly 42.3 per cent went
towards food expenditure relative to 37.6 per
cent in 2006/07. Higher food price inflation
vis-à-vis non-food price inflation has meant
that a greater share of household expendi-
ture is devoted to food during times of food
price increases.

14.4 Coping with Soaring Food Prices
Food pricing is a very sensitive subject in
any country. In Sri Lanka too, food pricing is
a politically contentious issue. Besides the
broader macroeconomic consequences of ris-
ing food prices for the economy, it lowers
the level of household welfare, where the

poor are the most vulnerable to its adverse
consequences.

14.4.1 Coping Strategies during the
2007/08 Food Crisis
Countries around the world adopted several
strategies to deal with the 2007/08 food
crisis. These strategies included pricing policy
measures, trade policy measures, welfare
measures, public distribution measures, etc.
Sri Lanka too took certain policy measures to
mitigate rising food prices, the vast majority
of which were aimed at mitigating the
problems faced by consumers. Given the
predominance of rice and wheat in the
country's food consumption basket, most of
the policy  measures were confined to these
two commodities.

The government imposed price controls or a
maximum retail price on rice and wheat, as
well as on selected items of milk. Price
controls run the risk of negatively affecting
supply by creating perverse incentives to
producers. This was experienced in several
other countries that applied similar measures.
For example, in Pakistan, it was found that
as a result of government attempts to control
smuggling by placing temporary  restrictions
on  private  trader  movement of wheat
between provinces, it prevented the  flow of
wheat from surplus to deficit areas, and wid-
ened the price variation amongst provinces.2

Government intervention in Sri Lanka was also
to be seen in food distribution, marketing
and storage. Through the re-established Paddy
Marketing Board (PMB), a national paddy
purchasing programme is conducted and a
buffer stock of rice maintained. Restrictions
on the import of maize were imposed, while
imports of wheat grain were encouraged
through tax exemptions. A Special Commod-

2  World Bank, “Food Price Increase in South Asia”, available at siteresources.worldbank.org/SOUTH ASIAEXT/.../
South_Asia_Regional_Food_Prices_Final.pdf.
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ity Levy was imposed on rice, wheat, red
onion, potatoes, sugar and garlic with the
hope of protecting farmers from getting
affected by imported products. A Cabinet
sub-committee on 'Food Security and Con-
trol of Cost of Living' to monitor and advice
on price issues was established. Its aim is to
regularly review the food situation in the
country, price changes in the markets and
other developments with a view to making
recommendations on price related matters.

Other initiatives include a programme to
establish 30,000 home gardens under Divi-
Neguma programme around the country to
enhance household food security. The
government provides vegetable, fruit seeds,
fertilizers, tools and gardening techniques to
the people willing to grow fruits or vegetables
in their gardens. The programme is being
monitored by the Pradesheeya Sabhas.
According to available data, this programme
is successfully carried out in several areas.3

However, these types of programmes are
unlikely to be accommodated by urban
households. Several welfare and support
programmes also lend assistance. For
instance, nutrition packs for pregnant moth-
ers, fresh milk for malnourished children of
2-5 years of low income families, and school
nutrition programmes are some of the
initiatives.

The above are some of the policy measures
that Sri Lanka initiated during the 2007/08
food crisis. It needs to be highlighted that
most of these strategies focus on consumers
rather than on producers. Supply response
policies and producer welfare received much
less attention. At the same time, most
measures are of a short term nature as
opposed to being long term sustainable
strategies.

14.5 Way Forward
As discussed above, there are structural and
seasonal reasons for high food prices. High
food prices occurring seasonally can in most
instances, be patched up with short term strat-
egies. However, in the case of structural fac-
tors, strategies that address both demand and
supply issues with a more long term outlook
are required.

Policies to increase crop productivity are
critical given constraints that may exist in
increasing cultivated land areas. To enhance
productivity, technical interventions,
advanced technologies and high yield seed
varieties are required. It also needs advance-
ments in R&D in agriculture. At present, even
though there are research institutes for major
food crops such as rice, coconut, sugar, tea,
etc., the main problems continue to be lack
of adequate funding and support for research
activities. Government financial and techni-
cal support for research institutes is at a very
minimal level. However, more recently,
incentives have been provided to these insti-
tutes, but there are several issues that require
attention such as bureaucracy, external
influence, fund utilization, etc.

Public investment in agricultural research in
Sri Lanka - denoted as a percentage of
agricultural GDP - increased during the 'green
revolution' in the 1970s, but from the late
1970s continued on a negative trend.4   Yields
on rice and other important food crops
started to stagnate, corresponding to a de-
cline in investment in research and exten-
sion on agriculture.

To improve productivity, farmers need high
quality seeds, fertilizers and tools, as well as
technical assistance, training and credit made
available to them on a predictable basis.

4  See Chapter 7 on “Agriculture Sector and Challenges to Inclusive Growth”.

3   Interview with Hector Kobbekaduwa Agriculture Research Institute ( HARTI).
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Currently, Sri Lanka provides a fertilizer
subsidy to farmers, distributes high yield
varieties and seeds at marginal costs, and
provides necessary assistance through 'govi
niyamaka' at village level. However, it is
important to make sure that these systems
are working in an effective manner avoiding
political interference in selecting farmers for
these programmes.

It is also important to have an effective
information system among farmers, traders
and consumers. Recently, the Department of
Agriculture introduced Rural Agriculture
Knowledge Centres/Cyber Extension Units in
several districts. At present, 53 Knowledge
Centres are providing necessary information
to farming communities. Asymmetry
in information is one of the reasons which
reduce efficiency in agricultural markets.
Information search costs are estimated to be
much higher in Sri Lanka compared to other
South Asian countries.5 Improved connectiv-
ity among suppliers and consumers can
reduce asymmetries in information. It is also
essential to develop rural infrastructure
facilities such as roads, electricity, irrigation,
etc., to provide easy and efficient access to
urban markets and to connect rural farmers
with urban consumers. As agricultural prod-
ucts are easily perishable, a developed road
system and electricity are of utmost impor-
tance. The government has implemented new
projects such as 'Gama Neguma' and 'Maga
Neguma' to improve rural infrastructure,
especially the rural road network.

The government has to take necessary steps
to reduce the post-harvesting losses by
providing storage and transport facilities, plas-
tic containers, etc. The main purpose of the
re-established PMB is to enable consumers
to obtain their food requirement at reason-
able prices while providing the farming

community a reasonable price for their prod-
ucts through guaranteed price schemes. It is
noted that due to limited storage facilities,
the PMB is unable to buy the entire produc-
tion of farmers, and on average, buys only
one-fifth.6 Whilst the PMB is also respon-
sible for maintaining a buffer stock of rice,
limitations - such as storage facilities, moni-
toring, protection from pests, etc., hinder its
effectiveness. Further, these facilities are dif-
ferent from area to area, where different co-
operative shops have to buy paddy from farm-
ers and store it for the PMB. Thus, it is im-
portant to provide sufficient storage facili-
ties, and close supervision of paddy storage
in PMB and its agents.

Sri Lanka banned the import of Genetically
Modified (GM) foods in mid-2001 by Ge-
netically Modified Foods (Provisional) Regu-
lations, No. 1 of 2001. Currently, most de-
veloped countries are experimenting with
GM foods as a solution for high food prices.
However, GM foods remain a contentious
issue. On the one hand, GM foods are easy
to grow and produce higher yields which can
reduce world hunger. These food products
use very minimum amount of pesticides,
herbicides and fertilizers, causing less dam-
age to the environment. On the other hand,
it is contended that GM foods can be detri-
mental to human health, through transfer of
antibiotic resistance, toxicity and
allergenicity. It is also argued that cross-pol-
lination with pollens from GM plants can
change non-GM plants too. Moreover, since
production of GM foods needs well advanced
technology, there is also a concern that it
will create a monopoly situation in world
markets.

Further, a well designed safety net programme
is a timely requirement to safeguard the poor
from escalating food prices. At present, many

5 LIRNEasia, 2008, “Using  ICT to Reduce Transaction Costs in Agriculture through Better Communication: A Case-study from Sri
Lanka”, available at ; www.lirneasia.net/wp-content/uploads/2008/.../ transactioncosts.pdf.

6 Interview with Hector Kobbekaduwa Agriculture Research Institute ( HARTI).
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countries have food banks, most of which
are non-profit organizations or civil society
organizations. As explained before, Sri Lanka
has introduced several programmes to pro-
tect the poor from high food prices. How-
ever, it is important to identify the exact tar-
get group and there is need to strengthen the
monitoring system, for any such programme
to be effective.

Finally, it is most important to link consumer
side policy measures with producer side
policy measures by improving consumer and
producer welfare. For instance, Bangladesh
combined consumer  side  policies  with
measures  on  the  producer  side, in  order
to  boost rice production and productivity.7

These measures mainly consisted of a 50 per
cent increase in the procurement price of rice,
and improved availability and timely deliv-
ery of inputs.

7  “Food Price Increase in South Asia”, World Bank, available at: siteresources.worldbank.org/SOUTHASIAEXT/.../
South_Asia_Regional_Food_Prices_Final.pdf.

14.6 Conclusion
In the light of the above discussion, it is
important to identify policy measures that
impact both consumers and producers to ease
the burden arising from rising food prices.
Some areas requiring policy attention include
those aimed at developing communication
and connectivity amongst producers and con-
sumers. This will support efforts to achieve
equilibrium in food demand and supply. It
is also critical to reduce market asymmetry
through the provision of improved connec-
tivity, particularly between urban and rural
settings. Simultaneously, the government also
needs to develop both short term and long
term strategies to effectively tackle escalat-
ing food prices, which is likely to be a per-
sistent phenomenon in the coming years.




