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E Introduction

In the recent decade, the world has been
increasingly focused on finding alternative
energy sources that may alleviate the energy
crisis and help offset the changing climate. The
sharp rise in oil prices pushed many countries
into economic recession, and many grew
alarmed at the extent of their dependence on oil
imports. With concerted effort, developed
nations have been encouraging each other to
invest in improving technology for alternative,
renewable resources, setting various agendas
and creating international channel  of
communications for the very purpose.

Despite such efforts, progress has been slow. In
2001, 35.1% of world energy consumption was
oil, followed by 22.6% of coal, 21.7% of natural
gas, and about 10% of renewable energy sources
(World Energy Assessment by UNDP, 2004)." By
2010, the consumption pattern had barely
changed. Oil still dominated the energy
consumption by 32.4%, followed by 27.3% of
coal, 21.4% of natural gas, and 10% of biofuels
and waste (Key World Energy Statistics by IEA,
2012)2

Recently, the use of biofuels as an alternate
energy source has been receiving much
attention in the international community. There
is a debate in the scientific community as to

' Jose Goldemberg and Thomas B. Johansson, World Energy
Assessment: Overview 2004 Update. (New York: UNDP, 2004) p. 28
http://www.undp.org/content/dam/aplaws/publication/en/public
ations/environment-energy/www-ee-library/sustainable-
energy/world-energy-assessment-overview-2004-
update/World%20Energy%20Assessment%200verview-
2004%20Update.pdf

2 International Energy Agency, 2012 Key World Energy Statistics. p. 6
http://www.iea.org/publications/freepublications/publication/kwe
s-1.pdf

whether biofuel is indeed a suitable replacement
for oil. Nevertheless, much of the world is
pushing for expansion of its use.

Proponents of biofuel argue the following:

The yield of energy crop is promising, and
therefore, it could be extended to provide
enough energy comparable to conventional
energy sources.

Harvesting of biofuel feedstock provides
additional income to the farmers

Biofuel combustion releases less
environmentally-harmful chemicals, reducing
greenhouse gas emission

Being able to produce enough biofuel to be
self-sufficient  reduces dependency on
imported oil

The use of biofuel is actually not a new concept.
Humanity has been using what we now call
“traditional” biomass-derived fuels for centuries.
For example, households have burned wood or
dung to cook food over stoves. The “modern”
biofuels of the 21 century refers to the ethanol
or diesel derived from biomass. These fuels are
used mostly for generating electricity or fueling
the transportation sector. They are mainly
divided into two types: bioethanol, which is
based on crop and prevalent in the Americas,
and biodiesel, which is based on oilseeds and
more widespread in Europe. They are most
commonly blended with gasoline/diesel because
they boost the octane level, and thus enhance
the engine performance.

There are many different types of feedstock that
are used in biofuel production. Crops such as
corn, sweet sorghum, sugarcane, cassava,
switchgrass, and oilseeds such as soybean,


http://www.undp.org/content/dam/aplaws/publication/en/publications/environment-energy/www-ee-library/sustainable-energy/world-energy-assessment-overview-2004-update/World%20Energy%20Assessment%20Overview-2004%20Update.pdf
http://www.undp.org/content/dam/aplaws/publication/en/publications/environment-energy/www-ee-library/sustainable-energy/world-energy-assessment-overview-2004-update/World%20Energy%20Assessment%20Overview-2004%20Update.pdf
http://www.undp.org/content/dam/aplaws/publication/en/publications/environment-energy/www-ee-library/sustainable-energy/world-energy-assessment-overview-2004-update/World%20Energy%20Assessment%20Overview-2004%20Update.pdf
http://www.undp.org/content/dam/aplaws/publication/en/publications/environment-energy/www-ee-library/sustainable-energy/world-energy-assessment-overview-2004-update/World%20Energy%20Assessment%20Overview-2004%20Update.pdf
http://www.undp.org/content/dam/aplaws/publication/en/publications/environment-energy/www-ee-library/sustainable-energy/world-energy-assessment-overview-2004-update/World%20Energy%20Assessment%20Overview-2004%20Update.pdf
http://www.iea.org/publications/freepublications/publication/kwes-1.pdf
http://www.iea.org/publications/freepublications/publication/kwes-1.pdf

rapeseed, and jatropha are all major sources of
biofuel. There is now a movement towards
second-generation biofuel that uses algae, but
the technology is still rudimentary.

As great as biofuel may sound, it has been
creating much controversy across the globe. The
main issue is the food vs. fuel argument. Because
biofuels are extracted from agricultural products,
some find it unacceptable that we are directing
precious food resources to fuel when a
significant portion of the world population is
suffering from starvation, malnutrition, and
hunger. This paper seeks to examine the
implications the government subsidies of
biofuels have on Africa’s food security and trade,
the prevailing situation and the future.

E Biofuels Subsidies

Multitudes of international agencies and
organizations have published reports that urge
governments to cut back on their subsidy
programs. However, most developed nations
continue to provide support for biofuel
manufacturers.

In 2007, the European  Commission
recommended that by 2020, the member states
increase the share of renewable energy
consumption up to 20% of the total energy
consumption, 10% of it being biofuel. By 2009,
the 20% target became a binding obligation
through the Directive 2009/28/EC. This directive
also endorsed the implementation of
government “support schemes” that would
promote the growth of alternative energy sector.

8.

The United States also passed a bill named
Energy Independence and Security Act in 2007 for
the purpose of dealing with energy security
through more environmentally-friendly
approaches. It set the goal of increasing biofuel
consumption from 0.6 billion gallons per year—
which was the base estimate in 2009—to
approximately 37 billion gallons per year by
2022. In order to facilitate production, it also
offered various forms of subsidies to the
manufacturers.

There are several different forms of government
support for the production of biofuels:

Crop Subsidy: direct payment subsidy to
farmers that grow feedstock that is used for
biofuel

Tax Credit: volume-based tax credit for the
manufacturers of biofuels

Blending Requirement: requiring the use of
certain ratio of biofuel and gasoline/diesel
blend in vehicles

Tariff: prohibitive import tariff on foreign
biofuels to protect the domestic producers

Non-tariff Barriers: such as setting higher
sanitary  standards and  sustainability
standards

Biofuel Mandate: governments have ordered
that a certain portion of energy consumption
must come from biofuel by a specified time

The current estimates of government spending
on subsidizing biofuel industry of selected
developed countries are as follows:
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Total
Ethanol Biodiesel Liquid
Biofuels
us 5.9-7.2

EU d b 4.2

Canada 0.11
Austrailia 0.05
Switzerland 0.01
Total 10.8-12.1

*measured in billions of US $ **taken from IISD 2006 Report
*** includes market price support, production payments/tax credits, and
various subsidies

As these countries continue with their goal of
expanding the percentage share of biofuels, the
amount of government spending is projected to
increase more rapidly. In addition, the amount of
biofuel demanded will also be supported by an
increase in demand for flex-fuel cars. The U.S
Energy Information Administration forecasted
that by 2035, sales of cars that use flex-fuel
(gasoline blended with bioethanol up to 85%)
will represent the largest share of new vehicles
sold.?

E The Consequences of
Biofuel Subsidy

The major concern with biofuel subsidy is the
fact that it may lead to world food price increase.
By subsidizing, the government provides an
incentive for the farmers to increase biofuel
production since there is profit to be made.
When the supply increases, the price of biofuel
becomes cheaper, especially compared to fossil

3 U.S Energy Information Administration, Annual Energy Outlook 2012.
(Washington D.C, 2012) p. 85
http://www.eia.gov/forecasts/aeo/pdf/0383(2012).pdf

$

fuel. Therefore, there is an increase in quantity
demanded for biofuels.

One should note that there is a very close
relationship between the price of oil and biofuel.
If there is decrease in demand for oil because of
biofuel, then the price of oil would fall. If the price
of oil falls, then quantity demanded for oil may
increase again. There would be more demand for
biofuel only if the price of oil remains higher than
biofuel.* In addition, if the price of biofuel rises
above oil, the government spending would also
need to increase in order to sustain the
competence of biofuels in the market.

The world food security is affected on two levels:
As the farmers produce more biofuel, they would
redirect feedstock from the food market into the
fuel market. This becomes a serious issue
particularly in the U.S because it primarily uses
corn/maize to produce bioethanol, and corn is
one of the major staple foods in the world. The
U.S produces 40% of total corn production in the
world, so any change in the U.S production has a
significant influence in the world corn market.?
As the supply of corn decreases, the price of corn
increases. Corn is also an important feed for
livestock. If the price of corn is higher, the more
expensive it is to feed livestock, and the more
expensive the dairy products will be since the
input cost has risen. A study done by the IMF

4 Joseph Schmidhuber, “Impact of an Increased Biomass Use on
Agricultural Markets, Prices, and Food Security: a Longer-Term
Perspective” (Global Bioenergy Partnership, April 2007) p. 10-11
http://www.globalbioenergy.org/uploads/media/0704 _Schmid
huber_-

Impact_of an_increased biomass use on_agricultural marke
ts_ prices_and food security.pdf
® Oxfam International, “Truth or Consequences: why the E.U and the
USA must reform their subsidies or pay the price” Oxfam briefing
Paper, Nov 2005 p. 15
http://www.oxfam.org/sites/www.oxfam.org/files/truth.pdf
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indicates that during 2007-2008, increase in
demand for biofuels has accounted for up to
70% increase in the price of corn and 40%
increase in the price of soybean.®

Other consequences of biofuel subsidy are
absence of free trade, market inefficiency,
competition for land, and water resources. As
mentioned above, one of the government
support mechanisms is import tariff. In order to
protect the domestic producers, many have
instituted tariffs against biofuels. For example,
the US implemented $0.54 per gallon import
tariff against bioethanol. Such provision is more
costly for both the consumers and the
government because they are forced to pay for
biofuels at a higher price than they would have
had to. Furthermore, due to the artificial pricing
of the fuel, inefficiency gets created in the
market. When there is a subsidy, it seems like
both the producer and consumer surplus have
risen since the producers are willing to produce
more goods at lower prices. However, the
government is actually paying for the difference
in surplus, and it does so from taxation.
Deadweight loss also gets created in the process,
ultimately outweighing the benefits.

Lastly, many opponents of biofuel subsidy
believe that in order to expand production of
biofuel, famers may begin planting feedstock for
biofuel instead of foodstuff that is vital to
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