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The slide number 38 was 
presented at the Symposium
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APPENDIX 8 : JAPANESE TRUST FUND PROJECT (GCP/GLO/267/JPN)

Outline of the Project

Project Title:   Support to Study on Appropriate Policy Measures to Increase Investments in Agriculture 
and to Stimulate Food Production

Donor:     Government of Japan, Ministry of Agriculture, Forestry and Fisheries

Expected  
Total Budget: USD 2 783 736

Duration:  Three years, beginning October 2009

Objective:  To identify a policy framework for promoting, facilitating and supporting acceleration 
of investment by the public and private sector to achieve domestic capital formation for 
stimulating sustainable food production.

Outputs of the Project:

Output 1: “Handbook”

  which will include a) policy options for promoting proper agricultural investment from all 
sources, including international investment (private, ODA), leading to increased domestic 
capital formation for stimulating sustainable food production and b) good practices and 
lessons learned from past experiences of agricultural development and investment. 

Output 2: “Data base”

 a. Statistical data set on agricultural investment/ capital stock

  which will include investment flows from different sources including domestic sources and 
foreign sources and data on capital items such as arable land, irrigation, livestock, storage 
facilities, and so on.

  b. Information set

  which will include a domestic legislative and policy framework regarding agriculture 
and investment including land, water, environment, agro-industry, financing, and 
so on; information on investing enterprises and institutions; international, bilateral 
and multilateral investment agreements; and good practices regarding international 
investment.

Output 3:  “Compendium”

  which is composed of analytical papers and results of country case studies carried out for 
the preparation of the Handbook and Database. 

Project Implementation Plan

A. Project Outputs 

Among the three outputs of the project, Output 1 is: Preparing A “Handbook”, illustrating successful policy 
options for promoting appropriate agricultural investment, leading to increased domestic capital formation 
for stimulating sustainable food production. Output-2 is: Agricultural investment/capital formation data 
base on the web and Output-3 is: A compendium of the analytical papers and country case studies carried 
out for Output-1, which will be a by-product of Output-1 and 2.

B. Background 

1.  The objective of the project is to:  promote, facilitate and support increased investment by the  
public and private sector, domestic and international investment, including ODA and migrant 
remittances to promote investment/domestic capital formation in agriculture for stimulating 
sustainable food production. 



2.  Domestic capital formation is fundamental for increasing production and Total Factor Productivity 
(TFP) and consequently development and reduction in poverty. FAO analysis shows that poverty can be 
explained by relatively low capital stock, capital/labour and capital/land ratios in the poor countries. 
Therefore, how to increase in domestic capital stock, as well as capital/labour (K/L) and capital-land (K/Ll) 
ratio will be main focus of the project. 

3.  The above objective would imply that the main thrust of the project is to study and evaluate the 
strategies and policies that stimulate investment and sustainable increase in productive domestic capital 
formation through agricultural investment for stimulating sustainable food production. The analysis will 
investigate the speed and quality of capital formation through agricultural investment and identify the 
type and sequence of investments (domestic private and public, international private sector and ODA) 
that are likely to be more effective in generating the appropriate mix of productive capital formation. 
The project will view capital formation in its broader sense, including investment in human/social 
overhead and economic infrastructure, i.e. including human capital, social capital, physical (technical) 
capital and embodied capital. This is because increase in domestic physical technical capital without 
simultaneously increasing human capital and/or vice versa is not likely to be effective. For example –an 
increase in human capital without embodied and physical technical capital will lead to migration of 
human capital to societies where capital is higher. Likewise, an increase in the physical technical and 
embodied capital without corresponding increase in human capital will lead to under-utilization of 
capital stock.

4. The principal agents for investment/contributor to capital formation are:

 a. Private Sector:

 a1. Farmers/households at farm level

 a2. Domestic corporations/businesses

 a3.  FDI: Foreign corporations/businesses: (though mostly private sector, foreign governments and 
sovereign wealth funds are also involved in providing finance and other support to private 
investors)

 b. Public Sector

 b1. Central government

 b2. Local government

 b3. ODA

 c. Civil Society Organizations 

5. The main sources of investment financing are:

6.  The behaviour of the above agents, as well as their relative role and importance will depend on policies. 
However, appropriate policies will depend on the development strategies and national agricultural and 
development objectives, as well as level/stages of development of the countries. If the objective is to 
maximise agricultural growth and/or maximization of agricultural value added, instead of focusing on 
small scale farmer led equitable agricultural development for food security and poverty, the relative 
roles of the public sector and FDI will be different. For example, greater focus on small scale farmer 
development will require a higher proportion of public investment/capital than a strategy focusing on 
promotion of private sector led commercial agriculture. 

7.  Bulk of the investment/capital formation in and for agriculture comes from domestic private and public 
sources. However, the existing investment gap (actual vs. what is needed for food security) is huge 
and domestic sources are unlikely to fill this gap. International investment plays an important role 
of supporting and complementing domestic investment. Hence, international investment should be 
promoted to make a maximum contribution to this end.



8.  The critical elements for increasing farm-level capital formation are farmers’ income and saving 

level of capital formation in the rural areas in many developing countries.

9.  Private investment depends on savings and savings depends on income. Public investment on capital 
formation for agriculture also depends on income (source of public revenue) and borrowing. For 
sustainable development, a country should reach a level of savings where the marginal rate of savings 
is higher than the average rate. Hence capital formation must focus on maximising income in such a 
way that it contributes most to increasing income with highest marginal propensity to save (we need 
to understand saving behaviour of the farming households). Hence, policy options for promoting 
investment should be based on the analysis of the drivers of domestic savings, as it is domestic savings 
which will eventually lead to sustainable investment.

10.  Investment/capital formation in agricultural land and related resources which are not privately owned 
by any individual and are owned by either the village/community/tribe/state, i.e. “common property”, is 
crucial in many developing countries of Africa. Policy issues and determinants of investment in common 
properties are very different and have to be looked into and analysed separately with particular 
attention, as several issues related to common properties are not clearly resolved. 

11.  Support and subsidies leading to effective capital formation in and for agriculture must be consistent 
with international agreements, in particular, the WTO Agreement. These policy measures should be 
studied from this point of view.

C. Project Activities

1.  Understanding the nature and determinants of domestic capital formation and appropriate investment 
in agriculture for increasing food production

i.  Alternative development strategies for agriculture, food security and rural development and their 
implications for investment in agriculture. This will analyse alternative strategies for development 
and identify the type and magnitude of capital formation through agricultural investment under 
each strategy;

ii.  The nexus between capital formation through agricultural investment in and for agriculture and 
agricultural growth, overall development, food security and poverty alleviation; 

iii.  Determinants of capital formation at farm level and policy options for enhancing farm level capital 
formation, including the role of remittances and migration;

iv.  Determinants of capital formation and policy options for enhancing investment in lands  
which are not privately owned, such as those owned by either village/community/tribe/state,  
i.e. “common property”;

v.  Determinants of capital formation in public goods and services and policy options for enhancing 
public sector investment in and for agriculture; and

vi.  Support to agriculture and capital formation through agricultural investment. This will investigate 
the type of support the developing countries can provide for increasing investment/capital formation 
in agriculture which are consistent with international agreements, in particular, the WTO agreements. 

2. Promoting international investment in agriculture

Most of the developing countries may not be able to mobilise all the investment needed for agricultural 
development for enhancing food security. Hence, international investment would be very important. 
However, with regard to mobilization of foreign investment, focus should also be on generating 
development benefits to the receiving country in terms of technology transfer, employment creation, 
export growth, and upstream and downstream linkages. In this way, these investments can be “win-
win” rather than “neo-colonialist”. However, these beneficial flows are not automatic: care must 
be taken in the formulation of investment contracts and selection of business models; appropriate 
legislative and policy frameworks need to be in place to ensure that development benefits are obtained 
and the risks minimised. The information base for design and implementation of effective policies and 
legislation in developing countries, however, is very weak.  



Therefore the project will:

i.  Conduct analysis of past and current flow and trends of international investment in agriculture,   
as well as its contribution to food security at national, regional and global levels;

ii.  Conduct analysis of the extent, nature and impacts of international investment in agriculture and 
catalogue good practices of recipient countries and investors, public and private, in order to identify 
desirable international investment in agriculture;

iii. Identify good practices in domestic policy and other measures for attracting international 
investment, clearly illustrating the relative role of the public and private sector, along with analysis 
of how to adapt the good policies in the low income food deficit countries;

international investment in agriculture;

their relative merits/demerits vis-à-vis benefit to the recipient countries and contribution to food 
security, agriculture development and food production;

assess their relative merits and demerits; and

mechanism, bi-lateral between recipient of investment and investors (voluntary and/or binding) and 

investment in agriculture, and provide recommendations of enhancing and/or strengthening 
appropriate cooperation mechanism for desirable international investment.

This work will be conducted in close coordination with the ongoing work of other international 
organizations.

3.  Case studies for Best practices and Policies for increasing proper domestic and international investment 

i.  Case studies will investigate the type, magnitude and trends of capital formation through 
agricultural investment with analysis of the contributing factors in order to identify good practices 
and policies. Countries to be covered, initially, during the 1st Phase are2: 

 Asia: Nepal, Bangladesh, China

 Latin America:  Bolivia

ii.  Case studies will also include the following countries based on the level and importance of 
international investment.

Asia: Cambodia, Thailand 

Latin America: Brazil, Paraguay

4. Agricultural investment/capital formation data base on the web

For output-2, the project will set up a Web-based data which will include: (i) data on investment/capital 
formation; and (ii) relevant policy and related information for promoting investment.

i.  Data set:    In order to establish the data set, the project will enhance and improve 

data of agricultural capital stock in order to develop complete, comprehensive 
and comparable data for all countries. For this purpose, the initial activities will 
include:

2   The criteria for country selection are: LDCs, Share of agriculture in GDP, value added by per agricultural worker; 
level of poverty and food insecurity.



to develop sound strategies for agriculture and rural development. 

b. Collecting data, according to the definition and concept of capital formation, in some pilot countries 

ii. Information set:   This database will include, among others, domestic legislative and policy 
frameworks regarding agriculture and investment, including land, water, 
environment, agro-industry, financing, etc.; information on investing enterprises 
and institutions; international, bi-lateral and multi-lateral investment agreements; 
and good practices regarding international investment. This work will be 
conducted in close coordination with the ongoing work on the Knowledge 
Platform by FAO, World Bank, UNCTAD and IFAD.
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