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Abstract: 

It is well known that the prices of agricultural commodities in the international market are highly 

volatile in nature. In the last century, there have been a couple of instances when these prices 

have sharply increased. However, in the beginning of this century, a huge upsurge in their prices 

took place, the like of which was not experienced in the recent past. The argument advanced by 

the U.S. administration that increasing demand for food from India and China is responsible for 

this rise does not have any theoretical or empirical support. Nonetheless, there are some 

important factors that have been responsible for this rise in the prices of agricultural 

commodities. First and foremost, the main factor behind this rise is the pursuit of neo-liberal 

policies that have squeezed the earnings of the peasantry and made agriculture an unviable 

occupation for them. Over the last two decades, the growth rate of agricultural output stagnated 

in the global market and even reached below the population growth rate. A historically declining 

terms of trade of agricultural commodities vis-à-vis manufactured goods along with the rate of 

growth of agricultural output falling below the population growth rate essentially meant a decline 

in the per-capita income of the peasantry and working population in the agricultural sector. 

During the neoliberal era, this made even simple reproduction difficult in the agrarian sector and 

further deteriorated the rate of growth of supply of agricultural commodities. This created a 

situation of excess demand in the commodity market in the short run, which essentially led to an 

increase in the prices of agrarian commodities. Secondly, the production of biofuels in the quest 

of alternative energy sources further aggravated the demand-supply imbalance in the commodity 

market. Some other factors like climatic changes also impeded the production of crops across the 

globe. Thirdly, in this era of neoliberalism and freely moving finance capital - speculative 

activities in the futures commodity market fuelled the already existing tendencies of an upward 

mobility in the prices of agrarian commodities. On the future prospects, the arguments put 



forward by Krugman and others that the recent price hike is a consequence of constraints on 

natural resources and therefore will lead to a permanent rise in the commodity prices do not have 

any theoretical or empirical basis. The present episode of commodity price rise is due to a 

supply-demand imbalance in the short run; such demand-supply imbalances arose because of 

neoliberal policies that made even simple reproduction difficult in the agrarian sector of the 

developing countries. A change in the neoliberal policy measures of the developing countries 

will once again lead to a revival of the agricultural sector. In the long run, this will make the rate 

of growth of supply adjust to the demand for it and eliminate the supply-demand imbalances. 

Along with this, there should be further control on the production of biofuels and speculative 

trading in the futures market of commodities should be restricted to curb down speculative 

activities related to these commodities. 

 


