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The welfare impact of rising food prices
The welfare impact of rising food prices differs for net food consumers
and net producers
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Dramatic food price spikes in recent years have stimulated
debate on the welfare implications of food price risk.
According to the Food and Agriculture Organization of the
United Nations, the number of undernourished people in
sub-Saharan Africa rose to a record 265 million in 2009.
There is a gradually developing policy consensus in favor of
income redistribution to the poor in developing countries
hit by the food price crisis. This recommendation makes
sense when the poor are net food consumers, but it ignores
the possibility that some poor people are net producers of
food and so are likely to benefit from rising food prices.
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Source: Calculations based on 2008 Living Standards Measurement
Survey for Côte d’Ivoire.

KEY FINDINGS
Pros
Rising food prices are likely to alleviate poverty and
inequality in areas where poor people are net food
producers (produce more food then they consume).
Rising food prices are likely to be welfare-enhancing
in areas where women are farmers, because female
spending patterns tend to be more child-friendly.
When rising food prices stimulate food production,
they may generate new jobs (and related income)
that can improve welfare.
The urban middle class relies on non-agricultural
employment for its livelihood and so is likely to be
more affected by rising food prices than the poorest
population segments.

Cons
Rising food prices can exacerbate poverty and
inequality when the poor are net food consumers
(consume more food than they produce) and there
are few non-farm jobs.
The welfare implications of rising food
prices are ambiguous—even if women are
farmers—if complementary resources for crop
commercialization are scarce.
Analyses often disregard the possibility of behavioral
changes in response to price shocks, e.g. substituting
less expensive foods for more expensive ones.
Rising food prices can exacerbate poverty in the long
term when domestic institutional constraints, the
international agricultural trade environment, and
weather and climate conditions constrain the use of
modern high-yielding farming techniques.

AUTHOR’S MAIN MESSAGE
Properly assessing the impact of rising food prices on poverty and inequality in developing countries, where economies are
largely agriculture-based, requires analyzing the links between the agricultural output market and the labor market. Rising
food prices may boost welfare in contexts where the poor (especially women) are among the largest net food producers and
may generate new employment where rising prices stimulate expanded food production. Because urban residents are the
most affected by rising food prices, creating productive job opportunities in urban areas should be a policy priority.
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