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PREFACE 
 
 
Investment is a primary driver of development and growth. Mobilizing investment and ensuring 
that it contributes to sustainable food security and agriculture development is therefore a priority 
of  the Food and Agriculture Organization of the United Nations (FAO). In this context, FAO 
initiated the project Study on appropriate policy measures to increase investments in agriculture 
and to stimulate food production in October 2009 with extra budgetary contribution from the 
Japanese Ministry of Agriculture, Forestry and Fisheries (MAFF). The aim of the project is 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.  

Efforts to mobilize investment are confronted with four key questions: (i) who is going to make the 
required investments; (ii) where are the needed resources going to come from; (iii) what are the 
policy options to ensure that the resources flow to appropriate segments of the agrofood value 
chain; and (iv) what are the policy options for guiding these investments to enhance pro-poor 
outcomes? To address these questions, FAO organized a Technical Workshop on 12 and 13 
December 2011 in Rome. It was attended by a diverse group of policy makers, practitioners, 
researchers and private sector participants. Professor Peter Hazell, Imperial College London, 
was key resource person for the Workshop. 

The discussion focused on the conceptual framework of addressing investment as well as four 
key issues: (i) what enables/motivates the farmer to invest; (ii) what enables/motivates agro-
industrialists to invest; (iii) what kinds of public investments and policies leverage the largest 
amounts of private investment in agriculture and agro-industry; and (iv) what is the right role for 
the private corporate sector, including FDI, in agriculture and agro-industry?   

The Workshop discussion suggested the need for a three-part strategy for pro-poor agricultural 
growth. These are: (i) to promote the growth of commercial agriculture and its value chains; (ii) to 
enable as many small farmers as possible to link to markets and successfully commercialize; and 
(iii) to put in place support programmes targeted to those small farmers that cannot succeed as 
viable businesses. 

These proceedings draw on the presentations and discussions of the Workshop together with 
relevant background literature to provide a summary and synthesis of the Workshop discussions. 
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Executive Summary 
 

There is global concern about the challenge of financing agricultural development across the 
developing world at a time of increasing food prices and worsening food insecurity for many. 
Accelerated agricultural growth is not only needed to meet growing global demand for food and 
energy, but is also seen as the main pathway out of poverty for many poor people and countries. 
Global estimates of the amount of investment needed to achieve acceptable levels of agricultural 
growth in the developing world vary enormously, but far exceed the current trends in investment 
in agriculture by governments and donors. If the gap is to be filled, then key questions are (i) who 
is going to make the required investments; (ii) where are the needed resources going to come 
from; (iii) what are the policy options to ensure that resources flow to appropriate segments of the 
agrofood value chain; and (iv) what are the policy options for guiding these investments to 
enhance pro-poor outcomes? To address these questions, FAO organized a technical 
consultation workshop. This was held during 12–13 December 2011 in Rome, and was attended 
by a diverse group of policy-makers, practitioners, researchers and private sector participants. 
This report draws on the presentations and discussions of the Workshop together with relevant 
background literature to provide a summary and synthesis of the Workshop discussions.  

Before drawing out some of the more significant conclusions of the Workshop, a number of points 
need to be made about the wider economic context in which agricultural development occurs. 
First, agricultural development depends on the simultaneous growth of agricultural production 
and the value chains to which it is linked. These value chains include a wide range of small- and 
large-scale activities that involve supplying farm inputs, processing, storing, distributing, 
wholesaling, retailing and exporting farm products, which were referred to collectively as “agro-
industry” at the Workshop. As countries develop, agricultural production increasingly has to be 
marketed and processed to supply rapidly urbanizing populations and industries. With rising 
incomes and urbanization, people also diversify their diets into a wider range of higher value 
foods, including fresh perishable foods and processed and pre-cooked foods. Farmers also 
gradually adopt more capital intensive methods of farming to supply these growing markets, and 
this tends to be associated with greater access to modern inputs such as fertilizers, pesticides, 
improved seeds and machines. As the value chains between farmers and consumers lengthen 
with urbanization, food wastage and spoilage also become more important, significantly reducing 
the share of food actually consumed, and raising important health and safety issues. Agro-
industry plays increasingly important roles in all these areas and as countries develop, and its 
value added share in the national economy soon overtakes that of primary agriculture. As such, 
growth in agricultural investment and production depends on sufficient complementary 
investment in agro-industry, something that is often ignored in discussions about the investment 
needs of agriculture. Recent years have seen significant growth in private and corporate sector 
investments along value chains, including financing agricultural production and even farm level 
investments by large-scale corporate players through the purchase or leasing of land. However, 
the vast majority of this private sector investment is going into agro-industrial activity. 

Second, it needs to be recognized that there are different types of investors operating in 
agriculture and its value chains, including small- and family-owned farms, large commercial 
farmers, domestic corporate sector players, transnational corporations, sovereign wealth funds, 
the public sector (international, regional, national and local governments), and donors, and they 
all have different objectives and roles. There is also a variety of sources of financing for 
investment, including savings/retained profits, credit (from formal/informal sources), equity 
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financing, donations/grants, FDI and government revenues, and these sources are not equally 
accessible to all investors. 

Third, investment capital comes in many forms: financial capital, productive capital, fixed capital, 
working capital, as well as human capital, social capital and natural capital. Different forms of 
capital cannot simply be added together to determine the total amount of capital available or 
needed. They overlap and complement each other and some forms of capital cannot be 
substituted for others.  Moreover, different types of investors exercise varying degrees of control 
and ownership over these different types of capital, and at different stages along value chains. 
This can lead to important complementarity and non-substitution relationships among investors. 
For example, farm capital formation, which is essential for increasing agricultural production, 
depends on farmers’ own investment of labour and financial resources. Likewise, there are 
certain areas where only the public sector can or will invest (e.g. rural roads and some types of 
agricultural research), and there are many stages of value chains that require private investment 
by agro-industrialists. Conflicting goals can arise between different types of investors leading to 
important trade-offs that require public intervention to strike an appropriate balance between 
economic, social and financial costs and benefits. For example, agro-industrialists may target 
their value-chain investments to serve larger farms, or to engage in large-scale agricultural 
production themselves, leading to the neglect of small farm interests.  

The Workshop discussions highlighted the contradiction for small farm welfare of two ongoing 
global changes in food and agriculture. One is a tightening of world food markets with greater 
price sensitivity to climate, energy and financial shocks, as exemplified by the recent world food 
crises of 2007/08 and 2010/11. This has led to a renewed focus by many donors and 
governments on investing in agriculture to reduce food insecurity and poverty, especially helping 
small farmers, who account for most of the poor, grow more of their own food. Two is that 
increasing globalization and urbanization, and higher food and energy prices are making 
agriculture a more profitable business opportunity for private sector engagement, and there has 
been a surge in small, medium and corporate scale private sector investment in agricultural 
production and its value chains. Some governments and donors are actively encouraging these 
value-chain investments through various kinds of agribusiness support programmes.1 Private 
sector investments along value chains are opening up new market opportunities for some 
farmers, but it is also becoming apparent that many small farms are being left behind and that 
there are signs of an increasing polarization of small farms. While some are being successfully 
pulled up by new value-chain opportunities, many others are sinking into deeper poverty and 
subsistence modes of production because of higher food prices and reduced access to land and 
markets. 

Farming households that are particularly likely to be vulnerable in this respect are those in areas 
of marginal suitability for agriculture because of local soil, water or climatic conditions. There will 
be little interest by the private sector in investing in value-chain development in such areas, so 
the local population must therefore rely on either finding paid work off their farms (often very 
difficult) or on “social safety net” programmes (sometimes patchy in terms of coverage) in order to 
acquire sufficient food and other basic necessities. Areas with better agricultural potential may 
still be relatively impoverished and barely connected to the market economy if they are remote 
from major towns and difficult to access because of poor communications and transport 
infrastructure. In principle, this kind of “market failure” can be remedied by public investment in 
infrastructure services and by private investment in value-chain development involving small 
farmers. In practice, however, such areas are likely to be targeted by investors more interested in 
                                                 
1 Some of these programmes are overtly aimed at promoting a more “industrialized” agricultural sector even where, as in India, this  
de facto must be based largely on small farm production. 
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large-scale farming on their own account than in engaging with small farm suppliers. This is 
because of the lower population densities and more dispersed cultivation or herding patterns in 
many such areas, the lower land values ascribed and the greater temptation for governments to 
let private investors shoulder the cost of infrastructure and service provision in return for which, 
among other things, governments may ease the process of land transfer. Local farmers may find 
their access to land and water resources as well as opportunities to participate in traditional 
market development restricted as a consequence.  

This polarization between “commercializable” and “non-commercializable” subsistence agriculture 
is more muted in countries where small farms can diversify their livelihoods out of farming (e.g. in 
some fast growing Asian economies), but there are many instances where this is not yet possible 
on the scale required or where the returns to non-farm activities remain too low (e.g. much of 
Africa). Unless carefully managed, this polarization could lead to conflicting outcomes between 
policies and investments geared towards commercial agricultural and value-chain development 
and policies and investments that are geared to reducing poverty and food security.2,3 

Although subjected to some contention at the Workshop, a prevalent view was that this 
polarization of small farms requires a differentiated response. Small farmers with viable market 
prospects need to be supported as a business proposition, while small farmers that face a 
stagnant or worsening situation need to be supported in more humanitarian ways that help them 
become more food secure and more successfully diversified out of farming. While some kinds of 
interventions are beneficial to both groups of small farms (e.g. rural roads and some kinds of 
R&D), many others need to be tailored differently to the two situations (e.g. credit and insurance, 
marketing support and cash transfers). The need for more sharply differentiated small-farm 
strategies has not been so necessary in the past, and its emergence has important implications 
for how policies and investments to improve food security, reduce poverty, develop agribusiness 
opportunities and promote agricultural growth more generally need to be structured and 
integrated.4  

These considerations suggest the need for a three-part strategy for pro-poor agricultural growth. 
One is to promote the growth of commercial agriculture and its value chains, using public policy 
to enable the private sector (farmers and agro-industrialists) to take the lead. Two is to shape that 
engagement in ways that enable as many small farms as possible to link to markets and 
successfully commercialize. Three is to put in place support programmes targeted to those small 
farms that cannot succeed as viable businesses. Key policy recommendations for policy makers 
from the Workshop that relate to each part of this strategy are summarized below. 

Promote the growth of commercial agriculture and its value chains 
 Create an enabling business environment for private investment at all stages of value 

chains. This extends from macro and trade policy to liberalization of domestic markets, 
taxes, regulations, price policy, smart subsidies, contract enforcement, etc. plus there is 
need for stability in policies over time. Avoid sector policies that crowd out the private 
sector, such as state control of fertilizer procurement and distribution.  

                                                 
2 The strategy of focusing public sector investment in “growth poles”, “clusters”, “corridors” and the like in order to encourage the 
private agro-industry sector to invest in businesses linked to (well-supported, serviced and organized) small farm production will 
exacerbate this polarization effect. 
3 Commercial agriculture and value-chain development may well enhance urban food security while doing nothing for rural food 
security, possibly even diminishing it in some circumstances. 
4 Among the reasons for this emergence are: (i) the substantial increase in global commercial capital seeking exposure to agriculture 
and agribusiness given the recent widespread perception that it is now likely to be significantly more profitable than it used to be for 
the same degree of risk; and (ii) technological advances that have improved the economies of scale for large farms and also made it 
possible to introduce sustainable cropping into agro-ecological zones previously considered too fragile or marginal to support 
intensive agriculture. 
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 Prioritize those rural public investments that complement rather than substitute for private 
investment. This means rural infrastructure, especially roads, some types of agricultural 
and agro-industrial R&D, electrification, education, health. 

 Promote on-farm investment through reform of property rights, support NGOs and others 
that facilitate collective action in rural communities, strengthen rural financial services 
including insurance. 

 Support programmes for agro-industry, e.g. industrial clusters, public-private partnerships 
(PPPs), innovative financing, access to land and water. 

Facilitate the commercialization of more small farms 
 Ensure that the enabling policies and public investments mentioned above reach large 

numbers of small farms. This may mean going beyond breadbasket areas to invest more 
in backward regions and communities, where the returns can be high for both growth and 
poverty reduction. Property rights problems and the need for collective action are often 
greatest in backward areas.   

 Ensure that rural financial services, including insurance, serve small farms. This may 
require smart subsidies, or public-private risk sharing through credit guarantees, 
warehouse receipt systems, etc.  

 Promote contract farming arrangements and the growth of producer organizations that 
can serve as market intermediaries for small farms. 

 Targeted training programmes, especially for women farmers and young farmers. 
 Tie support programmes for agro-industry to commitments to engage with small farms and 

SMEs, and complement with targeted subsidies and tax breaks. 

Support programmes for non-viable farms 
 Because one cannot easily identify which farms are going to be non-viable as businesses, 

priority should be given to support measures that encourage self-selection, or in which 
community leaders are involved in the targeting selection.5 

 Provide training and support for income and employment diversification out of farming, 
such as setting up a non-farm business, non-farm employment or migration. 

 Training, technical support and perhaps targeted subsidies to encourage food gardens 
and support low-cost intensification of on-farm productivity of food crops, especially for 
women farmers. 

 Partnerships with some kinds of NGOs can be particularly effective as a means of 
delivering these interventions.  

 Establish and sustain well-designed safety nets such as employment programmes and 
emergency relief.6 

 

 

                                                 
5 Best practice guidelines are discussed in Margaret Grosh, Carlo del Ninno, Emil Tesliuc and Azedine Ouerghi, For protection and 
promotion: The design and implementation of effective safety nets. World Bank, Washington DC., 2008. 
6 ibid 
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1. Introduction 
 
There is global concern about the challenge of financing agricultural development across the 
developing world at a time of increasing food prices and worsening food insecurity for many. 
Accelerated agricultural growth is not only needed to meet growing global demand for food and 
energy, but is also seen as the main pathway out of poverty for many poor people and countries. 
Global estimates of the amount of investment needed to achieve acceptable levels of agricultural 
growth in the developing world vary enormously, but far exceed the current trends in investment in 
agriculture by governments and donors. If the gap is to be filled, then key questions are (i) who is 
going to make the required investments; (ii) where are the needed resources going to come from; 
(iii) what are the policy options to ensure that resources flow to appropriate segments of the agro-
food value chain; and (iv) what are the policy options for guiding these investments to enhance 
pro-poor outcomes? 

To address these questions, FAO organized a Technical Consultation Workshop. This was held 
during 12–13 December 2011 in Rome, and was attended by a diverse group of policy-makers, 
practitioners, researchers and private sector participants (see Annexes I and II). This report draws 
on the presentations and discussions of the Workshop together with relevant background literature 
to provide a summary and synthesis of the Workshop discussions. 

The report is structured as follows. Chapter 2 presents the conceptual framework presented and 
discussed in the opening session of the Workshop. This framework helped identify four key 
questions around which many of the subsequent Workshop discussions were structured: 

1. What enables/motivates the farmer to invest?  
2. What enables/motivates agro-industrialists to invest? 
3. What kinds of public investments and policies leverage the largest amounts of private 

investment in agriculture and agro-industry? 
4. What is the right role for the private corporate sector, including FDI, in agriculture and 

 agro-industry?  
 

These key questions also provide the framework for organizing this report. Chapters 3 to 6 address 
each of the four questions in turn and Chapter 7 summarizes the Workshop conclusions.  
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2. A Conceptual Framework 
 
In order to better understand the production and investment relationships between agriculture, 
agro-industry and the public sector, an overarching conceptual framework was presented and 
discussed at the Workshop.  

 

The linkages between agriculture and agro-industry 

Agriculture and agro-industry are linked through their demand for outputs and through their capital 
stocks and new investments. These linkages are developed below with the aid of some simple 
stylized relationships. 

Agricultural output (Qag) depends on the amounts of direct inputs used (XAg) – labour, land, 
irrigation, seeds, feeds and agrochemicals (fertilizers and pesticides), the choice of technology and 
management practice (Tech), the stocks of private capital held by farmers (KAg) and agro-industry 
(KAgIn), the stock of public sector rural capital (KPubR), and the farm size distribution (FSD). 
There may be other variables too but which do not need to be enumerated here.  

 
Qag = f(XAg, Tech, KAg, KAgIn, KPubR, FSD) 

 
On-farm capital includes productive trees, breeding animals, tools and machinery, buildings and 
storage facilities, land improvements including irrigation infrastructure, human capital, rural social 
capital. The stock of private capital in agro-industry includes trading establishments, warehouses, 
cold storage, processing facilities, transport equipment, human capital. Public sector rural capital 
includes rural roads, public irrigation structures, rural electrification, research stations, rural 
schools, health centres. In each case, the composition of the capital stock is important, not just the 
total value of the stock. In fact, several types of capital cannot be substituted for each other, e.g. 
human and land capital in agriculture. 

Agro-industry output (Qai ) depends on the amount of agricultural output (Qag), other direct inputs – 
including labour, fuel, purchased intermediaries (XAgIn), the stock of private capital in agro-
industry (KAgIn), and the stock of public sector rural capital (KPubR). Again, there may be other 
variables also but which do not need to be enumerated here. 

 
Qai= f(Qag, XAgIn, KAgIn, KPubR) 

 
Within these stylized relationships, agro-industry affects agricultural output through its supply of 
direct inputs, and its investment in agricultural R&D and hence the technologies available to 
farmers. It also provides the main marketing channels for farmers, and hence has an important 
bearing on the prices they receive and their value addition opportunities. In turn, the level of 
agricultural output and the technologies and management practices used by farmers determine the 
demand for farm inputs and marketing, storage and processing services. 

The two sectors are also linked through their capital stocks. Farmers, for example, are not likely to 
invest much in building up their on-farm capital if they do not have adequate access to value 
chains to obtain key inputs and market their products. Similarly, agro-industrialists are unlikely to 
build up their capital stock if they do not have access to sufficiently capitalized and market oriented 
farmers to create viable markets for their own outputs. Private agro-industrial investments are often 
associated with the development or deepening of new kinds of value chains that redefine market 
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opportunities for farmers, enhance consumer choice, increase the availability of modern inputs, 
transfer technologies, etc. These “institutional” aspects may be far more important than the actual 
dollar size of the agro-industrial capital stock in terms of their impact on agricultural investment and 
growth, and they can have an important bearing on the distributional consequences for small 
farms. 

The public rural capital stock can be expected to be complementary to farm and agro-industrial 
outputs and capital formation. For example, a greater density of rural roads will reduce  the cost of 
transporting and marketing farm inputs such as fertilizer and shipping farm products, making 
increased agricultural and agro-industrial production more profitable and encouraging additional 
private on-farm and agro-industrial investments. Better roads can also improve access to schools 
and health facilities, leading to better educated and more entrepreneurial farmers who are likely to 
be more productive, invest more in improved technologies, and produce larger marketed 
surpluses. Public agricultural research can generate technologies that farmers are willing to adopt 
and agro-industrialists are willing to disseminate (e.g. improved seeds). Public investments in 
irrigation encourage greater on-farm investment and can significantly increase farmer demand for 
modern inputs and marketing and processing services. Public sector investment helps condition 
not only the level but also the nature of private investment in agricultural value chains. For 
example, neglect of public investment to support smallholder farmers may result in unfair 
advantage for larger farms in linking to value chains, and thence indirectly to agro-industrial 
investments that are also biased towards large farms. 

 

Investment and the sources of investment capital 

The stock of on-farm capital (Iag) increases over time through on-farm investment and we expect 
some of the more important determining factors are property rights and the rule of law (PR), the 
agricultural terms of trade (TOT), farmer savings (FSav), the availability of financial services (FinS), 
the stock of private capital in agro-industry (KAgIn), the stock of public sector rural capital (KPubR), 
and the farm size distribution (FSD). 
 

Iag= f(PR, TOT, FSav, FinS, KAgIn, KPubR, FSD) 

 
Secure property rights, effective rule of law, and favourable domestic terms of trade for agriculture 
are all required if farmers are to have incentive to make long-term investments in fixed capital such 
as land improvements or trees. Farmers must also have access to capital. Although own savings 
are often the dominant source of capital for on-farm investment, access to financial services is 
important for mobilizing savings and financing lumpy investments, and formal sector lending 
becomes more important as farms become more capitalized and intensive. Farmers are also more 
likely to invest when they have good access to public rural infrastructure, and when local agro-
industry and hence value chains are better developed. The farm size distribution matters because 
as countries develop, farms tend to get larger and an increasing share of production comes from 
larger scale units that are more capitalized and invest more per hectare than small farms.  

The stock of private capital in agro-industry (Iai) also increases over time through entrepreneur 
investment, and some of the more important determining factors are the agricultural terms of trade 
(TOT), the farm size distribution (FSD), property rights and the rule of law (PR), the general 
business environment (BusEnv), own savings (ISav), the availability of financial services (FinS), 
the stock of public sector rural capital (KPubR), and the farm size distribution (FSD).  
 

Iai= f(TOT, FSD, ISav, FinS, PR, BusEnv, KPubR, FSD) 
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Larger farms are often easier and less costly to service than small farms, hence some types of  
agro-industrial investment can be expected to increase as the farm size distribution becomes more 
concentrated in large holdings.  

At low levels of economic development, the main source of funding for agricultural development 
comes from the public sector and farmers, but as development proceeds, other private sector 
players (agro-industrialists, banks, investment funds, etc.) assume increasingly important roles, 
and this opens up the diversity of funding sources available. Rural financial institutions also play an 
increasingly important role, helping to mobilize rural savings more generally for local investment, 
for tapping into urban and international sources of capital, and providing finance for larger and 
longer term investments that cannot easily be funded from own savings. Private agro-industrial 
investments along value chains have increased significantly in recent years, and in some countries 
agro-industry has also become an important source of financing for agricultural production itself, as 
seen, for example, in contract farming arrangements, out-grower schemes, the provision of farm 
credit by some input suppliers, forward price contracts and corporate farming. 

The degree to which public investments complement and leverage private sector investments by 
farmers and agro-industrialists depends on their capacity and incentives to respond, and this in 
turn is strongly influenced by public policies towards the agriculture and finance sectors. A well-
developed rural financial sector can facilitate private savings and mobilize capital more broadly 
within rural areas. Secure property rights and the rule of law are crucial for encouraging private 
investment, and together with an effective legal system to recognize and enforce contracts, play a 
critical role in determining the business environment for farm and private agribusiness investments. 
Agricultural pricing policies, input subsidies and the level of government commitment to liberalized 
markets also greatly influence the types of farm and value-chain investments that private investors 
are willing to engage in. 

Recent data show the continuing importance of own savings for financing investments by most 
small rural operators, including smallholders.7 Even many large scale and corporate firms that 
operate in agricultural value chains depend to a remarkable degree on own funds for making 
investments.8 This highlights the need for policies that strengthen the availability of efficient rural 
financial services in rural areas, and of policies that improve incentives for rural savings. 

 

Policy implications 

The growing linkages between agriculture and agro-industry have several important implications 
for public policies and investment strategies for agriculture. Significant opportunities exist today for 
attracting greater private sector investment in agricultural value chains that can accelerate 
agricultural growth. As seen above, some of this new investment might even extend into 
agricultural production itself (e.g. through contract farming arrangements and corporate farming). 
Some types of private sector capital can also substitute, and hence reduce the need for, some 
types of public sector investments, (e.g. some types of agricultural research can be privatized, and 
increased private storage and distribution systems can reduce the need for public systems). On the 
other hand, as the private sector becomes more dominant in agricultural value chains, concerns 
arise about whether the ensuing patterns of agricultural growth will leave many smallholder farms 
behind, aggravating poverty and food security problems in rural areas. Given the urgent need to 
                                                 
7 Collins, D. Jonathan, M., Stuart, R., and Orlanda, R. 2009. Portfolios of the poor. Princeton, NJ: Princeton University Press. 
8 Data recently collected by the World Bank from more than 32 000 private firms in 100 developed and developing countries, indicate 
that more than 60 percent of their investments are financed from own savings, while less than 20 percent are financed by bank loans. 
UNCTAD. 2008. Trade and Development Report 2008. New York and Geneva: United Nations. 
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accelerate pro-poor agricultural growth around the developing world, and the difficulties in 
mobilizing sufficient investment capital from government and donor sources, there is need for 
greater engagement with the private sector. The question is how best to do this so as to maximize 
the complementarities between public and private sector investment while avoiding the exclusion 
of smallholder farms. 

In addressing these challenges, it needs to be recognized that the challenges and opportunities 
facing a country will differ according to its stage of economic transformation. The World Bank 
usefully distinguishes between agriculture-based, transforming and urbanized countries.9 
Agriculture-based countries (much of Africa) have large shares of their workforce in smallholder 
farming and are mainly engaged in the production of food staples (using labour-intensive, low 
external input methods) and export crops. Local markets play a dominant role, and agro-industry 
plays a relatively small role, and mainly on the export side. In these countries the public sector still 
has to play important roles along value chains, especially for food staples, and while opportunities 
for engaging the private sector exist they are more limited. In transforming countries (much of 
Asia), small farms typically continue to dominate, but markets become more integrated and agro-
industry grows rapidly, as do the domestic markets for processed and higher value foods. With 
further economic development, farms need to get larger, more capitalized and more diversified into 
higher value agriculture, and governments need to withdraw from direct involvement in value 
chains (e.g. liberalize grain markets, privatize input supply systems) and focus more on an 
enabling role. But insufficient exit opportunities from farming and political economy considerations 
typically slow the desired transition, making it more difficult to achieve the right balance between 
growth and poverty reduction in agriculture. In urbanized countries (parts of Latin America and 
Asia), farms invariably get bigger, more capitalized and more corporate, agro-industry plays a 
dominant role in highly integrated domestic and export value chains, and governments more 
readily revert to an enabling rather than a direct role in agricultural value chains. 

Based on the analysis above and the opening Workshop discussions, as mentioned earlier, four 
key questions were identified and around which much of the Workshop discussions were 
organized: 

1. What enables/motivates the farmer to invest?  
2. What enables/motivates agro-industrialists to invest? 
3. What kinds of public investments and policies leverage the largest amounts of private 

investment in agriculture and agro-industry? 
4. What is the right role for the private corporate sector, including FDI, in agriculture and 

 agro-industry?  

The rest of this report is also organized around these four questions. 
 
 

                                                 
9 World Bank. 2007. World Development Report 2008. Agriculture for Development, Washington, D C. 
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3. What Enables/Motivates the Small Farmer to Invest?  
 
Levels and composition of farm investment 

On-farm capital owned by farmers is decisive for agricultural production and labour productivity, 
and other forms of agricultural investment are likely to have limited or no impact if they are not 
accompanied by increased on-farm investments. At the Workshop, FAO presented estimates of 
on-farm capital stock for 206 countries from 1975 to 2005 based on inventories of agricultural 
assets contained in the FAOSTAT database. 

Globally, the volume of agricultural capital stock (ACS) has increased over time (Table 1). The 
increase appears to have been concentrated in the low- and middle-income countries, while the 
total agricultural capital stock remained relatively stable in the high-income countries. However, the 
rate of growth in ACS has been uneven over time. Globally, average annual growth in ACS of 
about 1 percent during the 1980s was followed by significantly lower growth during the 1990s. 
Growth in capital stock recovered during the first seven years of the last decade, but the rates of 
growth did not return to the levels of the 1980s. The same pattern is shown by the low- and middle-
income countries and is followed more or less by most regions, but with net investments turning 
sharply negative in Eastern Europe and Central Asia. In the high-income countries, net additions to 
agricultural capital stock have not recovered after the decline in the 1980s and have remained 
marginally negative during the last two decades. 

Table 1- Average annual growth in ACS, 1980-2007 (inventories-based 2005 USD) 
 Average annual rate of growth (%) 

1980–1990 1990–2000 2000–2007 1980–2007 

World 0.98 0.18 0.56 0.58 

High-income countries 0.50 -0.16 -0.09 0.10 
Low- and middle-income countries 1.29 0.39 0.92 0.86 

Region     
East Asia and the Pacific 1.57 1.59 1.35 1.52 

          Of which: China 1.96 1.72 0.64 1.53 
East Asia and Pacific, excl. China 0.99 1.55 2.64 1.63 
Europe and Central Asia - -3.00* -0.59 -1.87* 
Latin America and the Caribbean 0.89 0.50 0.89 0.75 
Middle East and North Africa 2.93 1.26 1.20 1.86 
South Asia 2.12 1.71 1.18 1.73 

          Of which: India 1.27 0.87 1.40 1.16 
South Asia, excl. India 2.56 2.09 1.09 2.01 
Sub-Saharan Africa 1.27 1.49 1.89 1.51 

Note: *Data for countries in the ECA region span the years 1992 to 2007. 
Source: FAO 

 

FAO estimates of gross investment in ACS show that globally almost US$300 billion (in 2005 
prices) was invested annually over the period 1976 to 2006, of which nearly US$200 billion was 
invested in low- and middle-income countries (Figure 1). However, because of high depreciation 
rates, global net investment was less than US$50 billion, and nearly all of this occurred in the low- 
and middle-income countries. This works out at about US$400 gross/farm/year and US$100 
net/farm/year for the low- and middle-income countries.  
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Figure 1:  Gross and net investments in ACS, 1975–2007 (constant 2005 US$) 

High-income countries and low- and middle-income countries 

 
                                     Source: FAO calculation 
 

Globally the most significant components of ACS are livestock, machinery and equipment, and 
land development, each of which account for roughly a third of the total. The remainder consists of 
plantations and structures for livestock. However, the composition is radically different for the high-
income and the low-and middle-income countries respectively (Table 2). For low- and middle-
income countries, fixed capital in the form of machinery, equipment and structures for livestock 
accounts for less than 15 percent of the total, while for the high-income countries this share is 
about 50 percent. Land development and livestock represent a far higher share of ACS in low- and 
middle-income countries than they do in high-income countries. Over time, the relative shares of 
the various components have changed very little, also within each of the two main economic 
groupings.  

Table 2: Component shares in ACS – inventories-based (%) 
Income groups    1980    1990     2000     2007 
Low-and middle-income countries 
 Land development 36.21 36.70 38.04 36.84 
 Livestock 42.30 40.89 39.54 39.48 
 Machinery and equipment 10.22 10.50   9.75 10.75 
 Plantation crops   7.26   7.96   8.71   9.03 
 Structures for livestock   4.01   3.95   3.96   3.90 
      
High-income countries 
 Land development 20.66 21.00 22.51 22.36 
 Livestock 24.27 22.87 22.49 23.44 
 Machinery and equipment 42.64 44.94 43.54 42.65 
 Plantation crops   4.20   4.06   4.30   4.37 
 Structures for livestock   8.23   7.14   7.15   7.19 
World 
 Land development 30.05 30.77 32.37 31.79 
 Livestock 35.16 34.09 33.31 33.90 
 Machinery and equipment 23.06 23.50 22.09 21.86 
 Plantation crops   6.04   6.49   7.10   7.41 
 Structures for livestock   5.68   5.15   5.12   5.04 

              Source:  FAO. 
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Family farms as investors 

Family farms, when defined by their ownership and management structure and primary source of 
labour, are the dominant mode of production in rich and poor countries alike,10 and it is their 
investment that drives global agricultural production and which must be increased if significant 
increases in agricultural growth are to be achieved. It is therefore crucial to understand their 
investment behaviour, and the kinds of policies that can enhance it. 

As households, family farms have a number of investment options besides their farms. Drawing on 
the sustainable livelihoods literature, Benoit-Cattin identified five types of household capital in his 
Workshop presentation:  

• Human capital, consisting of the household members and their education, experience, health 
and nutrition; 

• Natural capital, consisting of common property resources supporting agricultural activities (e.g. 
grasslands, forest, water) and private resources such as farm land, animals and trees; 

• Physical capital, consisting of production assets such as tools, machines, building, transport 
vehicles and IT equipment;  

• Financial capital, consisting of savings and access to credit; 
• Social capital, consisting of family networks, professional (e.g. credit or marketing groups) and 

non-professional (religious, veterans) organizations, and politics. 

Some of these capital types are highly complementary for increasing farm productivity. For 
example, investments in social capital can enhance the management of common property 
resources and improve access to markets and credit, all of which can contribute to greater 
productivity of the farm. Investments in human capital can also improve the productivity and skills 
of family members who work on the farm. These kinds of investment are typically not included in 
standard measures of farm capital formation, yet they are very important in leveraging the returns 
to the more standard measures of farm capital formation that include only natural and physical 
capital. On the other hand, some types of capital have little to do with farm productivity and are 
primarily intended to help spread risk, or increase non-farm livelihood options. For example, 
investments in human and social capital can increase options for sharing risk (e.g. within local kin 
networks), or facilitating migration and non-farm employment (e.g. investments in the education of 
children or maintaining links with kin in urban areas). Farm families must invest labour, time and 
financial resources to build up these different types of capital, and can be expected to invest more 
in the types of capital that yield the best returns. Returns may be measured in several dimensions, 
including increases in food production for own consumption, more cash income, greater security, 
or additional livelihood options. As such, it cannot be taken for granted that increases in farm 
household savings or access to credit necessarily translate into greater on-farm investment. It also 
requires that households perceive farming as providing an attractive return to their investment 
compared to available alternatives.  

 

Drivers and constraints to family farm investment 

Presentations at the Workshop by Benoit-Cattin and Bisaliah identified a number of important 
drivers of on-farm investment. These include: 

                                                 
10 Brookfield, H. 2008. Family farms are still around: Time to invert the old agrarian question. Geography Compass, 2(1): 108–126. 
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 New technologies and market opportunities that significantly raise the profitability of new 
farming investments. The green revolution in Asia was a good example. The major yield 
increases that resulted from the new technology together with assured market access led to 
dramatic increases in on-farm investment.11 At smaller scales, the impact of new roads in 
opening up market access has transformed farming in some previously isolated areas, and 
the growth of urban markets for fresh milk and horticultural products has led to rapid 
increases in investment on farms in well-connected rural and peri-urban areas in many 
African and Asian countries. The availability of new technology and market options 
depends critically on complementary investments made by the public sector and private 
agro-industrialists, and on agricultural pricing policies.  

 Own consumption and savings needs that change over the life cycle of a farm household. 
Younger households typically invest more in building up farm assets and are more likely to 
innovate, adopt new technologies and make long-term improvements to natural resources. 
Older households tend to invest less, and may scale down their farm assets through 
disposition or depreciation.  

 Population pressure and shrinking farm sizes can lead to increased investment at 
household and community levels.12  

Even when on-farm capital formation is potentially attractive to farmers, it may still be constrained 
by a number of factors. In a review of nine country case studies, Bisaliah identified several of these 
factors at the Workshop: 

Available financial resources 
Own farm savings have long been recognized as the most important source of on-farm 
investment,13 and recent data show the continuing importance of own savings for financing 
investments by rural operators, including smallholders.14 For example, less than 1 percent of 
farmers in Zambia and less than 2 percent of the rural population in Nigeria have access to formal 
credit.15 In India, 45 percent of smallholders do not have a formal savings account and 69 percent 
do not have access to a formal credit account, while nearly 40 percent of farmers in Honduras, 
Nicaragua and Peru are credit-constrained.16 At regional levels, the share of adults who do not 
have access to formal finance institutions is 65 percent in Latin America, 80 percent in Saharan 
Africa, and 58 percent in each of South and East Asia.17 The negative effects of low farm savings 
is demonstrated by recent study from India that shows smallholders are now net dis-savers, and 
this has led to increased indebtedness and a decline in farm level capital formation in rural areas.18 
Even many large scale and corporate firms that operate in agricultural value chains depend to a 
remarkable degree on own funds for making investments.19 This highlights the need for policies 
that strengthen the availability of efficient rural financial services in rural areas, and of policies that 
                                                 
11 Rosegrant, M and Hazell, P. 2000. Transforming the Rural Asian Economy: The Unfinished Revolution, Oxford University Press, 
Hong Kong, for the Asian Development Bank. 
12 Tiffen Tiffen, M., Mortimore, M. and Gichuki, F. 1994. More people, less erosion: Environmental recovery in Kenya. Wiley, Chichester, 
UK.  
13 Wilcox, W. W. 1943. Capital in agriculture. Quarterly Journal of Economics, 58(1): 49–64. 
14 Collins, D., Jonathan, M., Stuart, R., and Orlanda, R. 2009. Portfolios of the poor. Princeton, NJ: Princeton University Press. 
15 Meyer, R. 2011. Subsidies as an Instrument in agriculture finance: A Review. Joint Discussion Paper, German Federal Ministry of 
Economic Cooperation and Development (Bmz), Food And Agriculture Organization Of The United Nations (FAO), German Agency for 
International Cooperation (Giz), International Fund For Agriculture Development (IFAD), The World Bank, and United Nations Capital 
Development Fund (UNCDF).  
16 AgriFin. 2010. Program Strategy. Agriculture Finance Support Facility. The World Bank, Washington, D.C. 
17 Chaia, A., Dalal, A., Goland, T., Gonzalez, M., Morduch, J. and Schiff, R. 2009. Half the world is unbanked. Framing Note, Financial 
Access Initiative and McKinsey & Company, New York. 
18 Report of the High Level Committee on Estimation of Saving and Investment, Ministry of Statistics and Programme Implementation, 
Government of India, New Delhi, 2009. 
19 Data recently collected by the World Bank from more than 32 000 private firms in 100 developed and developing countries, indicate 
that more than 60 percent of their investments are financed from own savings, while less than 20 percent are financed by bank loans. 
UNCTAD. 2008. Trade and Development Report 2008. New York and Geneva: United Nations. 

http://www.microfinancegateway.org/gm/document-1.9.51593/Subsidies%20as%20an%20Instrument.pdf
http://www.agrifinfacility.org/afsf/sites/agrifinfacility.org/files/AgriFin%20-%20Strategy%20Document%20-%20Final_5.pdf
http://www.mckinsey.com/App_Media/Reports/SSO/Half_the_world_is_unbanked.pdf
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improve incentives for rural savings. Farmers’ savings might be increased by the presence of rural 
financial institutions that offer secure and interest earning savings accounts in rural areas. Such 
institutions also have the capacity to mobilize and pool rural savings more widely, making this 
available through credit.  

Many past attempts to build rural financial institutions and lines of agricultural credit for small farms 
have failed, and the search for innovative new approaches that work continues. The experience 
with microfinance programmes has been largely favourable, particularly in reaching the poor, but 
they have not yet succeeded in becoming an important source of agricultural credit.20 More 
promising options seem to be use of credit guarantee funds to underwrite commercial bank loans, 
contract farming arrangements and warehouse receipt systems, all of which can tap into non-
conventional sources of financing for family farms.21 New forms of weather index insurance may 
also prove an important instrument for increasing the creditworthiness of family farms.22 

Property rights 
The property rights that farmers have over natural resources can be important in determining 
whether they are willing to make investments that improve the long-term productivity of those 
resources (e.g. trees, contouring, irrigation). Secure property rights can also be important for 
obtaining credit in order to make long-term investments.  

There is a large literature demonstrating that tenant farmers typically invest less in longer-term 
capital formation than owner farmers, but even among owner farmers the type of property rights 
they have can be important. Property rights vary widely across developing countries, primarily 
because they are at various stages of a general transition from indigenous, community-based 
tenure systems to registered and legally recognized, private property arrangements.23 The vast 
majority of African farmers, for example, continue to hold and use their land under customary 
tenure arrangements embedded in social relations defining rights and obligations between 
individuals and groups. Such rights and obligations pertaining to land are not recorded and do not 
require any documentation because they are guaranteed by the collective action of their local 
communities. A World Bank estimate indicates that only between 2 and 10 percent of land in Africa 
is registered under formal tenure.24 These customary land tenure arrangements have served 
Africa’s farmers well in the past, providing secure use rights to individual farmers while retaining 
sufficient flexibility to recognize multiple user rights over some resources (e.g. shared tree rights 
and pastoralists’ grazing rights on cropped land after harvest) and protect the access rights to at 
least some land for qualified members of the community or tribe.  

Although there is evidence that customary land rights systems evolve over time towards more 
individualized private rights in response to economic and demographic pressures,25 these changes 
take time and rarely happen within the time frame of a major investment or technological change. 
The lack of codified land rights and a legal title can also expose small farmers to land grabs by the 
rich and powerful, something that has happened quite often in the past in the context of large-scale 
irrigation or infrastructure projects that have rapidly raised land values. Existing land rights systems 

                                                 
20 Meyer, R. L.. Subsidies as an Instrument in Agricultural Finance: A Review. World Bank Joint Discussion Paper, June 2011. 
21 Ibid. 
22 Ibid and Hazell and Hess. Drought insurance for agricultural development and food security in dry land areas, Food Security, 2010(2): 
395–405, 2010. 
23 Deininger, K. 2003. Land policies for growth and poverty reduction. A World Bank Policy Research report. The World Bank, 
Washington DC; Migot-Adholla, S. E. and Bruce, J. 1994. Searching for security of tenure in Africa. Dubuque, IA: Kendall/Hunt. 
24 Deininger, K. 2003. Land policies for growth and poverty reduction. A World Bank Policy Research report. The World Bank, 
Washington DC. 
25 Migot-Adholla, S., Hazell, P.B.R., Blarel, B. and Place, F. Indigenous land rights systems in sub-Saharan Africa: A constraint on 
productivity? World Bank Economic Review, 5(l):155-75, 1991; Migot-Adholla, S. E. and Bruce, J. 1994. Searching for security of tenure 
in Africa. Dubuque, IA, Kendall/Hunt. 
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also discriminate against women in many societies, making it difficult for them to control or inherit 
land even when they are the primary farmer. Widows are especially vulnerable to losing 
established use rights to land. By restricting land transfers to members of the same community or 
tribe, the indigenous tenure systems can also hinder the development of efficient land markets for 
sale or rent. 

Some countries have attempted to formalize land rights by investing in cadastral surveys and the 
codification of individualized land rights. But when undertaken prematurely, the results have often 
been disappointing. The Kenyan experience is salutary. Kenya embarked on a compulsory national 
land titling program in 1954 and which was accelerated after independence in 1963. A number of 
studies have critically examined the impact of this program and while the findings remain 
somewhat inconclusive, there is an emerging consensus that tenure formalization per se has not 
directly contributed to increased investment in agricultural productivity. On the contrary, the 
process of registration has aggravated land disputes and dispossession of weaker individuals by 
the elite, increased gender injustice and tended to extinguish multiple claims by vulnerable groups. 

Alternative approaches are now being tried that seek to strengthen and build on the customary 
systems rather than replace them. A promising approach is the titling of lands at community rather 
than individual farm levels, thereby protecting the rights of the community against outsiders while 
leaving the community empowered to manage its own land rights arrangements. As countries 
develop and agriculture becomes more commercialized, customary land rights evolve towards 
more privatized systems that eventually need to be formalized through titles. Many Asian and Latin 
American countries have already reached that stage. 

Collective action 
Some investments need to be undertaken at community level and this requires collective action by 
all the relevant users. Examples include investments in common property resources such as water 
or grazing lands, or the organization of adjacent farmers to undertake land terracing or water 
capture. Organizing farmers into effective and stable groups for collective action is difficult and 
time-consuming for all concerned, and success is conditioned on a range of physical, social and 
institutional factors.26 Success is also conditioned on the security of the property rights that the 
community has over the resources in question.  

There has been a veritable explosion in the formation of community-based organizations for 
natural resource management in recent years, driven largely by NGOs and some donors. To be 
effective for collectively managing natural resource investmwnets, community orgainzations need 
to include all the key stakeholders.27 In some cases this may need only involve a group of farmers 
within the community, as for example in contouring part of the landscape. In other cases it may 
need to involve the whole village, as in watershed development projects. In some cases they need 
to embrace other villages too, as in the management of open rangelands that may be shared with 
other local communities or even distant tribes.  

Community approaches require effective local organizations to plan and implement agreed 
interventions. To avoid elite capture and to be able to resolve local disputes, broad representation 
is needed in their governance. The start up and early development of local organizations is 
                                                 
26 Ostrom, E. 1990. Governing the commons: The evolution of institutions for collective action. Cambridge, UK. Cambridge University 
Press. 
27 Uphoff, N. 2001. Balancing development and environmental goals through community-based natural resource management. In David 
R. Lee and Christopher B. Barrett, (eds.), Tradeoffs or synergies? Agricultural intensification, economic development and the 
environment.  Wallingford, UK., CAB International. 
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typically difficult because of a lack of leadership and technical and administrative skills in the 
community. Technical training and leadership support from outside agencies (NGOs) have often 
proved crucial in the early stages of organizational development.  

Risk 
Risk can be a serious deterrent to new on-farm investment. Production and market risks can deter 
even short-term investments in improved seeds and fertilizer use, particularly if they have to be 
purchased with credit. This problem is endemic in many poorer rainfed farming systems. For longer 
term investments there are additional risks, such as the loss of rights over land and other natural 
resources, loss of assets because of theft, civil strife or natural catastrophes, changes in health 
and changes in government policies. Some production, market and health risks can be reduced 
through informal and formal insurance mechanisms, forward price contracts, and contract farming, 
but others require that the state provide a stable and enabling environment that encourages 
investment.  

Human capital 
The education level and literacy level of household heads is widely associated with greater 
innovation and investment in farming, as is farmer training and extension. Gender is also 
important, but often in a perverse way because women farmers are often discriminated against in 
access to new knowledge, technologies, property rights and credit.  

Farm size 
Studies typically find that larger farms innovate and invest more than small farms. Part of this may 
reflect the greater dependence of large farms on hired labour, and hence greater incentive to adopt 
labour saving technologies such as machines and herbicides. But farm size may also be capturing 
the effect of wealth, opportunities for higher savings and privileged access to credit and markets. 

Available public infrastructure 
Access to roads, electricity, information technology, irrigation water, etc. can all have an important 
bearing on farmers’ willingness to invest. Public investment in rural infrastructure is therefore highly 
complementary to farmers’ own investments. Likewise, private agro-industrial investments that 
increase farmers’ access to modern inputs and strengthen their links to markets for selling produce 
and obtaining added value from processing can all add to the incentives for greater on-farm 
investment. 
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4. What Enables/Motivates Agro-industrialists to Invest? 
 

The wider context 

As economies develop, the value added by their agro-industrial sector typically accounts for an 
increasingly larger proportion of the total value of agricultural products in their final form. In most 
developing countries, agro-industry is usually in the vanguard of the early stages of 
industrialization. Agro-industrial enterprises come in various forms, ranging from small family 
owned and operated rural businesses that are unregistered and unrecognized officially at one end 
of the spectrum to global transnational corporations listed on international stock exchanges at the 
other end. The Workshop recognized that it was the growth and development of small- and 
medium-sized enterprises (SMEs) that particularly needed to be stimulated, rather than that of 
large enterprises. Many smaller agro-industrial enterprises are to be found in the informal sector, 
while their larger counterparts are invariably part of the corporate sector.  

As stated in Chapter 1, the development challenge addressed by the Workshop is how to mobilize 
more private investment in the agricultural sector in such a way that it enhances pro-poor 
outcomes as well as increases agricultural output and productivity. The premise is that greater 
engagement with the private sector to achieve these twin objectives is essential and urgent, given 
the difficulties in mobilizing sufficient capital from government and donor sources. This section 
addresses the investment mobilization issue as it relates specifically to agro-industry (as opposed 
to farming itself), the pro-poor issue being considered in later sections (for both farming and agro-
industry). It is worth repeating in this context that the greater part of investments by agro-industrial 
companies in agricultural value chains is financed from the companies’ own savings. 

 

The investment process 

In this section we consider the key functions provided by private investment, the types of 
investment made and the considerations that drive investment decisions. 

Functions 
Investment by agro-industrialists is essential for: 

creating agricultural value chains by linking farmers to farm input suppliers on the one side and 
to farm output consumers on the other, usually via a series of intermediaries. In the absence 
of such linkages, farming will remain a low productivity subsistence activity, largely isolated 
from the market economy; 

growing value chains once created by connecting more farmers to (more) input providers and 
(more) output users or by increasing the volume or diversity of product handled; 

improving value chains by making them more cost-efficient, principally by reducing loss and 
wastage and enhancing quality (including safety and traceability in the case of foods) as 
product moves along the supply chain and by exploiting economies of scale from moving 
higher and more stable volumes. There is also a sense in which agricultural value chains 
can be “improved” by making the participation in them inclusive of smaller and poorer 
enterprises, including farms, by making participation by both farmers and agro-industrial 
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enterprises more stable over time,28 and by otherwise ensuring that all participants behave 
in a more socially and environmentally responsible manner.  

Types of investment 
Like investment in most other sectors, the stocks of productive assets to which  agro-industrial 
investment adds are of various types:  

(i) fixed and semi-fixed capital in the form of physical assets, such as infrastructure, 
buildings, plant, machinery and equipment; 

(ii) financial or working capital, including trading stocks and inventories, which typically 
constitutes a significant proportion of the balance sheets of  agro-industrial 
enterprises in the form of advances and credits to suppliers of agricultural products 
and the stocks of these materials and other inputs held by the enterprises at any 
given time; 

(iii) human resources,29 i.e. investment by agro-industrial enterprises in knowledge and 
skill acquisition by their personnel through vocational education and training; and 
(possibly) 

(iv) “social capital”, representing investment by agro-industrial enterprises in building 
constructive relationships with the communities around them, which are invariably 
rural communities for agro-industries operating in the middle and upstream 
segments of agricultural value chains. Such investment is frequently in the form of 
financial and physical capital for local community projects and facilities as well as in 
educational, medical, technical and business services.  

The investment decision 
The commercial strategies or business models adopted by agro-industrialists vary widely 
depending on specific circumstances, but the investment process is more or less the same in each 
case. It consists of the following steps that, depending on the size and sophistication of the 
enterprise concerned, are taken explicitly or implicitly, formally or informally, involve only one 
person or large teams of many people, and may last just a few days or extend over several years: 

(a) Identification or recognition of the business opportunity for which investment seems likely to 
be required in order to take advantage of it. 

(b) Research and investigation into the opportunity in order to understand in more detail what 
the enterprise is likely to have to do and the risks involved. 

(c) Definition and analysis of the investment project so that all concerned know what action has 
actually been decided on and what is expected to happen as a result. 

(d) Planning and financing of the project, with the securing of commitments to invest from 
external sources often being critically dependent on the care and rigour with which the 
investing enterprise has undertaken the preceding three steps, on the quality of the project 
plan, and on the level of trust that exists between the enterprise and its external co-
investors.  

(e) Implementation and operation of the project. 
(f) Monitoring of the project’s performance and learning the lessons from it for the next 

investment. 

                                                 
28 Barrett et al. in a recent study of contract farming arrangements make the point that the turnover of participants in these 
arrangements is typically quite high. See Barrett, C., Bachke, M., Bellemare, M., Michelson, H., Narayanan, S. and Walker T. 2012. 
Smallholder participation in contract farming: Comparative evidence from five countries. World Development, 40 (4), pp 715–730. 
29 A Workshop presentation by Huffman emphasized the critical importance for agricultural development of investment in human capital. 
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The “point of no return” – the irrevocable commitment by the investors concerned to financing the 
project (in cash or kind) – is reached at the end of step D. It is up to this point; i.e. during the four 
steps A, B, C and D, that any external enablement of the investment, which basically means 
increasing the prospective investor’s motivation to proceed to step E, is active. Before considering 
investment enablement in more detail, it is useful to look at how agro-industry itself identifies 
business opportunities (step A).  

Identification of the business opportunity 
An apparent “gap” in an existing market for a particular type of product, the cost-reducing potential 
of a technological advance, new demands created by demographic change, etc. are what drive 
commercial investment.30 Most such agro-industrial investment opportunities are evaluated initially 
by the investing company concerned on the basis of: 

(i) market prospects in terms of the size, value, growth potential, ease of entry into, 
competition, etc. of the target market; 

(ii) the company’s likely competitiveness within the target market in terms of price, 
quality, reliability, reputability, etc.; 

(iii) amount and sources of investment finance needed and likely return on the equity 
capital committed; 

(iv) the risks involved, both of a “country risk” type that reflects the politics, governance 
and general level of development of the countries concerned and relates to the 
question “can we basically do (more) business here?” and of a “project risk” type 
that reflects the fundamentals of the markets, the technologies and the resources 
required and relates to the question “can we make this specific investment work?”31;  

(v) the likely availability and interest of suitable business partners in the venture, 
particularly the suppliers of raw materials and the buyers of intermediate products in 
the value chains involved, as well co-investors/financiers, local community, civil 
society and government. 

If the initial evaluation based on the above factors is positive, then the focus of attention moves to 
step B in order to broaden and deepen the body of information available about the opportunity.  

 

Market prospects and competitiveness 

The basic trading ambition of agro-industrialists can be simplistically but not unrealistically 
characterized as that of being able to sell low-cost products into high-value markets, thereby 
maximizing profit margins. In middle income countries with less efficient domestic markets, this is 
likely to lead to more of an emphasis on export markets, particularly in the case of larger  agro-
industrial enterprise. The same effect will also tend to apply to small countries. For agro-industry 
downstream of farming, the low cost objective is more likely to be achieved by sourcing raw 
material from regions where domestic resource costs (DRCs – mainly land and labour) are 
relatively low but agricultural productivity is, or can be made, relatively high. This combination is 
likely to result in relatively low procurement prices for farm products. Offsetting this advantage, 
however, is the likely relative underdevelopment of infrastructure and services needed to make 
farm procurement on a relatively large scale (particularly from smallholder farmers) feasible in low 

                                                 
30 At the Workshop, Evans enumerated the typical considerations made by agro-industrial enterprises concerning market opportunities 
and related investments.  
31 For public companies, an additional critical risk question is “how will the stock markets judge what we are proposing to do?”, and 
plans to engage with small farmers on a substantial scale are likely to be a closely scrutinized aspect of corporate strategy in this 
context.  
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DRC rural economies, because this will require additional investment by agro-industry itself to 
compensate. 

The low cost objective will also drive agro-industry towards larger scale operations. Hence, a 
corresponding “scaling up” of small farm production through group action by small farmers acting 
collectively as producer associations or cooperatives will be intrinsically attractive to agro-industry 
by facilitating the farmers’ ability to offer the minimum quantities of raw material, reliably and 
accessibly, that agro-industry requires.  

Agro-industrial enterprises can achieve the high value market objective by accessing niche 
markets in which premium prices are paid for products with special attributes or the prices 
available are high relative to the supply cost of the product. Examples of the former are organically 
grown products, such as organic rice from Cambodia; products branded on the basis of their 
geographical origin such as Blue Mountain coffee from Jamaica; and “ethical” products such as 
those traded under the Fair Trade label.32 A globally significant example of relative value 
advantage is the trade in fresh fruits, vegetables and cut flowers that airfreights these from 
developing country origins to industrial countries as with Peruvian asparagus, Thai baby corn and 
Ethiopian roses. 

 

Investment financing and risk 

According to UNCTAD and as reported to the Workshop by Swinnen, agriculture and food and 
beverages are ranked 5th and 7th, respectively, out of 17 industries as offering the best 
opportunities for FDI in sub-Saharan Africa. Nevertheless, there remains a widespread perception 
that agro-industry is relatively risky, which is a kind of sectoral variant of country risk in that it 
largely reflects pervasive characteristics of the sector in general as opposed to specific project 
investment opportunities within the sector. As Miller and Hernandez pointed out in their 
presentation to the Workshop, agribusiness has some distinctly different features from other types 
of business. Its processes are intrinsically only semi-controllable being subject to biological and 
climatic variation and are often sharply limited by seasonal conditions that impact significantly on 
cash flow and short-term financing requirements. Agro-industrial enterprises may also be peculiarly 
dependent for raw material on very large numbers of small suppliers over whom they have little 
control. Furthermore, agro-industrial enterprises are part of the agricultural sector, which tends to 
be subject to government intervention to a greater extent than is most of the rest of the economy. 
This further reduces the ability of agro-industry to steer investment outcomes in the directions 
desired.  

The larger corporate players in agro-industry are unlikely to face special problems in raising 
finance for new investment. As da Silva et al. note,33 it is agro-industrial SMEs that are particularly 
liable to be caught in a credit “trap”, being too small to be able to access formal capital markets 
and too large to be able to rely on family savings or informal lenders. The first problem reflects the 
commonly held view in the banking sectors of many developing countries that agro-industrial SMEs 
are high risk and small return businesses. In Cambodia, for example, the IFC and World Bank 
have recently established a risk-sharing facility that partially guarantees a portfolio of new 
commercial bank loans to (mostly SME) agribusiness in an effort to accelerate lending to a sector 
traditionally perceived in Cambodia as high risk.34 Another Cambodian example is that of the 

                                                 
32 For a time, following market liberalization in the FSU, an agro-enterprise in the Krasnodar region of southern Russia sought to 
develop a market in “magnetic” sugar.  
33 da Silva, C., Baker, D., Shepherd, A.W., Jenane, G. and Miranda-da-Cruz, S. (eds.). Agro-industries for development.. FAO and 
CABI, 2009. 
34 World Bank. 2010. Project appraisal document, Report No: 55581-KH. Washington, DC.  
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country’s only organic cashew nut enterprise that, despite having a sound business plan and 
certified farmers already signed up as potential suppliers, is having difficulty attracting equity 
investment (as of mid-2011).35 This view of agro-industrial investment risk is self-fulfilling: it drives 
SMEs to focusing on limiting their exposure to business risk in input and output markets by keeping 
the business in the family (i.e. rather than partnering with non-family investors). This strategy 
means such enterprises will tend to remain small, inefficient, high cost and uninformed. 

 

Value-chain partners 

Given the significant degree of non-controllability in agriculture-based activity, it is particularly 
important to agro-industrial enterprises that their upstream and downstream partners in agricultural 
value chains are reliable and trustworthy. It is logistically more difficult and costly for agro-
processors or agrodistributors to achieve effective vertical coordination of the value chain if 
upstream supplies have to be sourced from large numbers of small farms than if they could be 
sourced from small numbers of large farms. This is not universal: some forms of smallholder 
agriculture may actually be better at meeting agro-industrial enterprises’ requirements in terms of 
assured quality, quantity and delivery schedules, especially where intensive management 
supervision is essential to ensure high quality; for example, in horticulture. In any case, much 
depends on local agrarian institutions as well as the type of product. Thus in many countries there 
are long-established agro-industries, particularly those based on the “plantation” crops (such as 
coffee, cocoa, cotton, oil palm, rubber, tobacco, sisal, sugarcane, tea), which are supplied with raw 
material entirely, or at least to a significant extent, by small farmers. However, other things being 
equal, corporate agribusiness professes to prefer dealing with a few large farms than with several 
small farms. 

The reality, though, is a little more complicated. As Swinnen and Maertens36 point out, though 
dealing with larger farmers is indeed the preference expressed by companies, in practice they 
actually contract with many more small farms than might have been expected. This is consistent 
with Barrett et al.’s37 conclusion concerning contract farming arrangements that there is little 
empirical evidence of a positive or negative correlation between farm size and value-chain 
participation by farmers (p. 724). However, it is not entirely clear whether this also applies to farms 
owned or operated by people who belong to some form of farmer organization, such as an 
agricultural producer association or cooperative, which then becomes the companies’ primary point 
of engagement with the small farm sector. Many agro-industrial SMEs have less choice in the 
matter and are more or less obliged to engage with small farmers. A table summarizing the 
arguments, from the agro-industrial perspective, for and against procuring from small-scale 
producers is given in Vorley et al.38 

Generally, the greater the disparity in economic power between value-chain partners, the more 
difficult it is to build up trust between them. From the small farmers’ perspective, there are both 
advantages and disadvantages of engaging with corporate buyers in formalized arrangements 
regulated by contract. As already noted, the advantages can include guaranteed access to credit, 
more advanced agricultural technology with advice and training on how to use it, good quality 
inputs and a stable market. On the other hand, meeting the requirements of corporate buyers can 

                                                 
35 Personal communication by Martin Evans, 2011. 
36 Swinnen, J. and M. Maertens, M..Globalization, privatization and vertical coordination in food value chains in developing and 
transition countries, Agricultural Economics, 37, Issue Supplement s 1 December 2007; 89–102. 
37 Barrett, C., Bachke, M., Bellemare, M.,Michelson, H., Narayanan, S. and Walker, T. Smallholder participation in contract farming: 
Comparative evidence from five countries. World Development, 40 (4), 2012; pp. 715–730. 
38 Vorley, B., Lundy, M. and MacGregor, J. Business models that are Inclusive of small farmers, Chapter 6 in C da Silva et al. (eds.) 
Agroindustries for development, FAO UNIDO, IFAD CABI, 2009; 186–222. 



4.  What enables/motivates agro-industrialists to invest? 
 

18 

mean capital outlays on specialized equipment needed for a specific production process or on 
particular facilities needed to ensure compliance with value-chain certification, a higher level of 
indebtedness and less decision-making autonomy in production and marketing.39 The advantages 
of a guaranteed market outlet may be offset by a contractual price that is lower than prices 
perceived by farmers to be available outside the corporate market.40 Hence Barrett et al.’s41 finding 
that membership of a cooperative or some other farmer organization matters to small farmers. This 
is partly because it lowers transaction costs and helps attract contract offers from companies, but 
also because the contract terms available through farmer organizations are usually better than 
those available to farmers acting individually. 

 

The “ideal” value chain from the agro-industrial perspective 

It is probably easier to generalize about this from the viewpoint of the corporate agro-industrial 
enterprise, rather than for all agro-industrial enterprises, including SMEs. For the latter, particularly 
the smaller enterprises, value chains are more likely to be personalized with high levels of trust and 
close familiarity being seen as important attributes. Larger enterprises, for which value chains are 
relatively non-personalized, will generally look for opportunities that will give them: 

(i) a high degree of control over total value-chain coordination in order to minimize 
supply risk (quantity, reliability, quality, traceability) – where relevant, this applies to 
supply risk on both sides of their position in the chain as with agricultural processors 
who must source input and market output; 

(ii) a sufficiently large exploitable supply base upstream and a sufficiently large 
potential market downstream (as applicable) to reach the minimum scale of 
operation required for acceptable cost-efficiency; 

(iii) controllable, or as a second best, predictable margins, with the ability to pass back 
upstream price changes coming from downstream closer to the final market – the 
less competition the better from the company’s perspective, as is little or no official 
regulation of prices or margins;   

(iv) economic space in which to grow, whether because of market demand that is likely 
to remain unsatisfied, the prospect of accessing niche markets that pay a premium 
price, or the potential available for reducing unit production costs through efficiency 
improvements that enhance the company’s competitiveness. 

In attempting to position itself as closely as possible to the ideal model, corporate agribusiness 
tends to push the growth and evolution of value chains in certain directions that are not especially 
likely to favour greater participation by small farms in agricultural value chains or provide the most 
favourable terms on which they can participate, although it does not necessarily prevent either of 
these things. This issue, as well as the question of how agro-industrial investments can in fact be 
made more small farm friendly, are considered in following sections of this paper.  

 

 

 

                                                 
39 Indeed, Reardon and Barrett go so far as to conclude that “contracts are not the institutional panacea for small farmer involvement in 
agro-industrialization”. 
40 It is not uncommon, however, in such circumstances for farmers to overlook the fact that high prices in local traditional markets may 
reflect relatively low traded volumes, and prices could collapse if the bulk of the corporately contracted supply was diverted into these 
markets.  
41 Op. cit. 
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Agro-industrial investment in small farmer value chains in practice 

Importance of location 
In localities serviced by relatively good infrastructure and services and populated by well organized 
and trained farmers, many companies are perfectly prepared to accept these risks and manage 
them as a matter of routine. Indeed, even where the alternative may be possible, namely sourcing 
from the company’s own farms, the additional cost to the business of developing the latter may be 
unattractive. 

The benefit, cost and risk calculations change dramatically, however, when the enterprise is a new 
venture located in a remote and underdeveloped area.42 The start-up investment is likely to be very 
high, with the agro-industrial enterprise having to provide almost everything it needs in terms of 
infrastructure and services itself, resulting in large and costly inventory holding to overcome basic 
logistical problems caused by weak supply lines. It will probably also have to pay premium wages 
to attract and retain skilled staff. On top of this, it will need to train and support local farmers so that 
they can become reliable suppliers at an economic cost. Expectations, both among the farmers 
and their local government organizations, may be high. So may be the scope for misunderstanding 
what each party has agreed to put into the venture in terms of land, labour, technology, capital and 
so on. Several agribusinesses have failed because of a breakdown in trust between them and the 
local farming community, and the consequent withdrawal of local political support for the venture.43 

All this presents a daunting challenge to agro-industry and many enterprises in such circumstances 
opt to develop their own farms first if they can (and solve the problems involved) before engaging 
with small farmers on a commercial, as opposed to a pilot, scale or choose not to locate in the area 
at all. 

Importance of farmer organizations 
There is much evidence to show that membership of farmer organizations, such as producer 
associations and cooperatives, are sought by farmers. Thus Barrett et al.44 find that such 
membership not only lowers transaction costs and helps attract contract offers from agro-industrial 
companies but also delivers contract terms to farmers that are usually better than those they would 
be offered if they acted individually. For the agro-industrial enterprise, the costs and risks of relying 
on large numbers of unorganized small farms to supply the greater proportion of corporate  
throughput may be high.45 The existence of producer associations or cooperatives of small farmers 
will generally be an inducement for the enterprises to engage with the small farm sector, 
notwithstanding the disadvantages of possibly having to deal from a weaker negotiating position. 

A number of examples were given at the Workshop of investment promotion activities that focused 
on supporting the formation and operation of farmer organizations for the purposes of engaging 
with agro-industrial enterprises. 

 

 

                                                 
42 Barrett et al. point out that the geographic placement effect of corporate decisions to contract with smallholders are commonly 
overlooked in the literature, p. 72. 
43 In one case in Senegal, for example, the deal was for the company to provide materials and equipment (Jatropha seedlings, drip 
irrigation, organic fertilizer, termiticide, technical expertise, management, etc.) and for the villagers to provide unpaid labour on the land 
agreed to be made available by the local community under the auspices of the Conseil General. The harvest would belong to the local 
people and the company would buy it off them. However, after only 18 months or so, local disenchantment with the project started to set 
in, and people began insisting on being paid for working on the land. 
44 Op. cit. 
45 The exception is when the processor/trader has a monopsony over the agricultural product concerned and is likely to be potentially 
“over-supplied”, for a given handling capacity, by local farms. 
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Investment enablement 

Perceptions of the business environment 
For all businesses, the primary motivation for investment is to increase the capacity of the 
enterprise to survive and prosper by exploiting opportunities to grow total profits by increasing 
sales or profitability or both. To the prospective investor, some business environments will appear 
inherently more attractive than others, regardless of the specific investment opportunity under 
consideration. Key factors shaping this perception are the nature and magnitude of the risks to 
which the investment will be exposed and the amount of capital that will be required. The latter in 
turn is largely a function of the minimum necessary scale required for the core agro-industrial 
activity and of the amount of investment in ancillary infrastructure and services required to support 
this.  

In the context of agro-industrial development, Christy et al. identify a hierarchy of enabling 
requirements that government can consider in addressing its role in enhancing the business 
environment.46 Three types of business enabler are distinguished: “essential”, “important” and 
“useful”, this sequence representing a cumulative progression from necessary to sufficient 
conditions. 

Essential enablers 
These make possible the functioning of markets and enterprises and particularly include land 
tenure and property rights, infrastructure, and domestic and foreign trade policy. The “wrong” 
business environment in this respect has in the past been a significant deterrent to FDI, for 
example, with companies taking the decision at high level to avoid investing in certain countries 
altogether because of the risks and costs involved. Always a major deterrent is a high degree of 
uncertainty about government intentions and likely actions. The Workshop was reminded by 
Swinnen of the correlation between economic reform, particularly market liberalization, and agri-
food investment and value-chain financing in a number of global regions. More specifically, the 
ease with which access to land and water resources can be acquired and maintained, which in 
practice depends on widespread recognition of the corporate property rights concerned both 
formally (application of legislation) and informally (local community acceptance), is a major factor in 
many agro-industrial investment decisions.47 Similarly, the difficulties that SMEs face in ensuring 
contract compliance by their suppliers and buyers in situations of weak business governance is a 
significant barrier to their accessing credit and finance from the formal banking sector. The 
Cambodian example noted earlier was a case in point.48 

Good infrastructure is an essential underpinning for successful agro-industrial development. In 
countries with severe public budget constraints, it may pay to concentrate infrastructure (and 
services) spatially in order to enhance physical connectivity in agricultural value chains. Examples 
of such “agroclustering” include food and agroprocessing parks and agricultural growth corridors as 
well as, more generally, special economic and free trade zones were given at the Workshop. 

Important enablers 
These are characterized by Christy et al. as second-order activities that the state can and often 
does provide that facilitate commerce, such as norms, standards, regulations and services relating 

                                                 
46 Christy, R., Mabaya, E., Wilson, N., Mutambatsere, E. and Mhlanga, N. 2009. Enabling environment for competitive agro-industries in 
da Silva, C., Baker, D., Shepherd, A. W., Jenane, C. and Miranda-da-Cruz, S. (Eds). Agro-industries for development. CABI and FAO. 
47 At the Workshop, Evans cited the sugar sector in Indonesia and the biofuel sector in Mozambique and Peru as examples illustrating 
the importance to corporate agribusiness of access to land and water on a large scale, it being problematic in Indonesia, relatively 
straightforward in Mozambique and “in between” in the case of Peru. 
48 World Bank, 16 November 2010; op. cit. 
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to production, research and development (R&D), and financial services for agro-industries. In 
general, the progressive development of laws, regulations institutions that ensure agricultural 
marketing is conducted according to “open market” principles, particularly with regard to 
transactional transparency, competitiveness and reference to standardized product/delivery 
specifications is of fundamental importance in agro-industrial development. As such, it can be 
considered both an essential and an important enabler, with agro-industrial value-chain 
development often being critically dependent on the ability to demonstrate quality control and origin 
traceability for the products. Fresh export horticulture is the classic example of this, but it is 
increasingly relevant to relatively highly processed agricultural products such as refined palm oil 
and chocolate. 

The relevance of R&D to agro-industry lies primarily in its contribution to raising agricultural 
productivity and adaptability, which reduces the domestic resource costs of producing the raw 
material needed by agro-industry and thus enhances the potential market competitiveness of the 
final product. As da Silva et al. note, there is a disconnect between this product development in 
agriculture, most of which has been publicly funded through the international network of research 
institutes overseen by CGIAR and by national agricultural research organizations, and its 
commercialization, which is undertaken mainly by the private sector. Agribusiness and 
biotechnology companies have been making very substantial investments in R&D for seed 
improvement, but this has mainly been for the large scale, corporate farming market rather than for 
smallholder farming. Technological advances in agricultural value chains downstream from 
farming, in processing, transporting, storing and packaging, have come from a combination of 
publicly and privately financed R&D, with the latter probably predominating in more recent years.  

The importance of effective financial services for agro-industrial development is difficult to over-
state. One reason for the growing dominance of large-scale agribusinesses is their ability to 
organize and mobilize finance for large segments of agricultural value chains, often for entire 
chains. Much of this extends to smallholder farmers in the form of credit (in cash or kind) for input 
purchases provided by input suppliers and output purchasers. If SMEs are to be encouraged to 
invest more in agricultural value-chain development, they will need more effective ways of hedging 
against risk in order to be able to attract finance themselves. Futures markets require contract 
enforceability and dependable information systems. In its review of 20 case studies of agribusiness 
investment promotion discussed at the Workshop, FAO identified development of specific financial 
mechanisms to facilitate agribusiness development (for example, credit guarantees, 
agricultural/rural investment funds, and credit and savings products) as being one of four promising 
approaches. Reference was also made at the Workshop to an initiative in South Korea in which 
agricultural credit was funded half by an agricultural bank and agro-industry (managed by a private 
company) and half by Government.  

Useful enablers 
These include the ease of doing business in a country, the business development services 
available to prospective investors, and the general intensity and effectiveness of business linkages 
(both horizontal and vertical) between enterprises in value chains. These are all areas where 
government policies and programmes, including specific investment promotion initiatives,49 can 
make a considerable difference to the attractiveness of the agro-industrial investment climate. 
Investment promotion agencies (IPAs) typically provide prospective entrepreneurs and investors 
with information and advice on markets and market opportunities, effect introductions into value- 
chain networks, arrange access to finance, provide guidance on regulatory and compliance 
matters, and may also provide finance directly for feasibility studies and even start-up or seed 
                                                 
49 Several examples of successful agro-industrial investment promotion initiatives in various countries were given at the Workshop. 
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capital. Business “incubators” are effectively IPAs that offer a comprehensive package of such 
services in particularly close relationship with the entrepreneurs concerned and requires a detailed 
understanding of their strategies or business model. An important objective is to reduce the level of 
risk perceived by entrepreneurs and investors. 

Business development services are potentially useful to agro-industrial SMEs. These often operate 
in an environment of substantial uncertainty and limited knowledge, partly as a consequence of 
which they lack access to technology, finance and market information. However, by themselves 
such services are unlikely to have much impact and they are best provided as part of a package 
that provides the access to these key resources.  

 

Facilitating the linkage between farmers and agro-industry 

An enduring economic linkage between agro-industrial enterprises and small farms is a 
partnership. There are a great variety of forms of such partnerships in practice, differentiated on 
the basis of the degree of formality and legal underpinning, frequency and relative economic 
importance of transaction, balance of management control, risk-sharing, cost and benefit 
allocation, etc. In most cases, however, successful linkage between small farmers and  agro-
industry is a result of collaboration between three parties, as Vorley at al. have observed,50 viz. 

(i) trained and organized small farmers; 
(ii) a receptive business sector;  
(iii) a facilitating public sector (this paper’s emphasis). 

Following Berdegué et al.,51 Vorley et al. depict this collaboration as a triangular set of 
relationships emerging from a process of partnership facilitation. It may be noted in passing that 
NGOs are frequently involved in the construction or maintenance of the farmer-agribusiness side of 
this triangle. While this reflects NGOs’ partiality in supporting the small farmer cause, it also 
testifies to their expertise and experience in mobilizing, organizing and motivating (and often 
empowering) small farmers and in helping them improve their agricultural practices and ability to 
link to markets. For example, FARM-Africa is performing such a role with SABMiller, which has 
recently invested in a brewery in the difficult environment of South Sudan and requires high-quality 
cassava to be locally supplied in order to replace expensive imported sugar.52 After a long civil 
war, farmers in South Sudan are in great need of assistance with some of the most basic aspects 
of agriculture. Fritschel provides some other examples of NGOs playing similar roles in agricultural 
value chains, including that of Technoserve that helped farmers in Nicaragua obtain the necessary 
technology to enable them to enter the procurement market for fresh vegetables provided by a 
leading national supermarket chain and other buyers.53 

Between them, the public sector and the private business sector, partners (ii) and (iii) above, have 
to address what is basically market failure, whether it is small farmers poorly served by commercial 
input suppliers or corporate agribusinesses that choose either to bypass small farm suppliers in 
favour of other suppliers or not engage with small farms at all. If, for some reason, both these 
particular potential market opportunities are unattractive to private commercial capital, then either 
they need to be made attractive to this type of capital in some way through specific policies and 

                                                 
50 Vorley, B., Lundy, M. and MacGregor, J. Business models that are Inclusive of small farmers, Chapter 6 in C. da Silva et al. (eds.) 
Agro-industries for development, CABI and FAO, 2009; 186–222. 
51 Berdegué, J., Biébabe, E. and Peppelenbos, L. Innovative practices in connecting small-scale producers and dynamic markets. 
www.regoverningmarkets.org 
52 www.farmafrica.org.uk 
53 Fritschel, H. In search of a chain reaction. Insights Magazine, IFPRI, 22 March 2012 (http://insights.ifpri.info/2012/03/in-search-of-a-
chain-reaction/ 
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programmes or the investment needed to develop them will have to come from other kinds of 
capital. This issue is addressed later in this paper. 
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5. What Kinds of Public Investments and Policies Leverage 
the Largest Amounts of Private Investment in Agriculture 
and Agro-industry?  

 

Private sector investment in farming and agro-industry increases as countries develop. A key driver 
is the increasing opportunity to make profits along value chains that feed increasingly urbanized 
populations, but realization of this potential depends on such factors as a successfully growing 
agricultural sector, a favourable business environment, the rule of law, the liberalization of markets 
and public sector capital formation that provides complementary public goods.  

Earlier sections of this report have already discussed the potential complementary roles of public 
and private investments, but whether or not this materializes depends on the kinds of public 
investments that are made. Many public investments in agricultural R&D, rural roads, electrification 
and education give high returns in terms of agricultural growth and poverty reduction, and are 
highly complementary to private sector investments.54 Figure 2 from an FAO presentation at the 
Workshop provides evidence of a positive relationship between public expenditure in agriculture 
per worker and the growth of on-farm capital stock per worker. Public expenditure on agriculture 
seems to also support the formation of on-farm capital stock, but the large variation of observations 
around the fitted trend line indicates that other factors are at play affecting the relationship, likely 
including the composition of public expenditure on agriculture as well as the effectiveness of these 
expenditures. 

Figure 2: Agricultural expenditure and growth in ACS per worker, 1990–2007 

 
                                                    Source: FAO 
                                     
One of the reasons for insufficient agricultural growth in many countries in recent years has been 
relatively low levels of investment in the essential public goods for agriculture. While real public 
spending on agriculture and per worker has grown in most regions, the share of agriculture in total 
public expenditure has not always kept up with its share in income generation, as indicated by the 
agricultural orientation index (AOI) of public expenditure (Table 3). The AOI is defined as the share 
of agriculture in public expenditure divided by the share of agriculture in GDP and is an indicator of 
the degree to which the share of agriculture in public expenditure is commensurate with the weight 
of the sector in GDP. Time trends in the AOI vary among regions, with a significant increase over 

                                                 
54 Shenggen Fan (ed.). 2008. Public expenditure, growth and equity: Lessons from developing countries. .Johns Hopkins University 
Press, Baltimore; and Workshop presentation by Mogues. 
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time in East Asia and the Pacific, Eastern Europe and Central Asia and South Asia, but declines in 
Latin America and the Caribbean, the Middle East and North Africa and sub-Saharan Africa. The 
two regions that suffer from the highest incidence of hunger and undernourishment – South Asia 
and sub-Saharan Africa – display low levels both of agricultural expenditure per worker and of the 
AOI. This is particularly the case for sub-Saharan Africa, in spite of recent commitments to 
increase agricultural expenditures.  

Table 3: Indicators of agricultural expenditure (low- and middle-income countries) 
Regions Expenditure on agriculture per 

worker (US$ 2005 PPP) 
Agricultural orientation index of 
public expenditure (AOI) 

  1980 1990 2000 2007 1980 1990 2000 2007 
EAP 54 55 88 170 0.36 0.38 0.45 0.63 
ECA - 287* 553 767 - 0.18* 0.36 0.34 
LAC 336 225 394 390 1.50 0.72 0.77 0.36 
MENA 489 427 570 612 0.31 0.35 0.36 0.27 
SA 31 59 58 87 0.19 0.25 0.22 0.29 
SSA 81 54 37 49 0.31 0.25 0.15 0.15 

             * ECA data for 1995. 
               Source: FAO. 
 

In addition to insufficient levels of investment, many countries invest in the wrong things. In 
agrarian countries, governments often have to kick-start agricultural intensification by investing 
directly in the provision of some agro-industrial services, such as credit, improved seeds, fertilizer, 
and marketing services.55 However, as countries and institutions develop, these kinds of public 
investments and supporting policies can crowd out private sector development, and an important 
challenge for governments is letting go of these direct interventions as the capacity of the private 
sector grows. This is proving to be a particular challenge for governments in many transforming 
countries in Asia where they are still locked into direct interventions in markets for food staples and 
the provision of heavily subsidized inputs (especially fertilizer and water) and credit. India, for 
example, allocates over two-thirds of its total public spending on agriculture to input subsides.56 As 
Mogues argued in her presentation to the Workshop, IFPRI research57 shows that the returns to 
different types of public investment in agriculture change with the stage of economic 
transformation, so governments need to adapt their investment priorities if they are to avoid 
declining returns per dollar spent, attract more private sector investment along value chains, and 
enhance the complementarity and hence the synergies between the two. This typically means a 
shift from direct public investment along value chains, to a focus on investing in the public goods 
that are not attractive to the private sector, such as rural roads, electrification and some types of 
agricultural research. These investments need to be complemented by policies that create an 
enabling business environment, including favourable macro, trade and taxation policies, the rule of 
law, and the liberalization of domestic markets. 

An important issue that needs greater consideration is how government policies can facilitate 
greater private sector participation in value chains, particularly during the early stages of market 
development when the private sector may be discouraged by high set-up costs and risks. These 
problems seem less critical in value chains for high value products and export crops than for food 
staples, primarily because the former are more profitable, are easier to integrate and are less 
                                                 
55 Dorward, A.R., Kydd, J.G., Morrison, J.A. and Poulton, C.D. 2005. Institutions, markets and economic coordination: Linking 
development policy to theory and praxis. Development and Change, 36(1): 1–25. 
56 Ashok Gulati, A.  and Narayanan, S.. 2003. The subsidy syndrome in Indian agriculture. Oxford University Press, New Delhi. 
57 Shenggen Fan (ed.). 2008. Public expenditure, growth and equity: Lessons from developing countries. Johns Hopkins University 
Press, Baltimore; and Workshop presentation by Mogues. 
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prone to market failures. Innovative approaches to public-private partnerships (PPPs) offer one 
solution, where the public sector might underwrite part of the risk (e.g. loan guarantees) or co-
finance part of the cost of a private sector investment. New kinds of financing arrangements are 
also being tried that are designed to attract more private sector investment in developing value 
chains. For example, some donors now offer funding windows for private sector lending. One 
particularly innovative approach is the use of “pull” funding mechanisms that reward private 
investors ex post who successfully launch a sustainable market for a new input, technology or 
service. These are important developments but much still needs to be learned.  

Policies to attract more private sector investment need to be cognizant of the small farm problem: 
viz., how to ensure that small farmers do not get left behind as more of their markets become 
privatized and integrated? Small farms are at a major disadvantage in the marketplace compared 
to large farms because they are costly to serve on their own, and because they find it harder to 
meet the volume and credence requirements of more integrated markets. There is a lot of 
innovative work ongoing on how best to organize small farmers to overcome these constraints 
through effective collective action (e.g. by forming marketing cooperatives and through contract 
farming), but there is still much to learn about what works best in which types of countries and for 
what kinds of commodities. 

The potential for poverty reduction through agribusiness development has renewed public sector 
interest in cost-effective ways of promoting private investments in agribusinesses where 
smallholders and rural households can participate. Many types of public actors have been involved 
in investment promotion for agribusinesses, including ministries, government sponsored 
investment promotion agencies, local NGOs funded by international donors, as well as inter-
governmental bodies formed by regional initiatives. Workshop presentations by FAO’s agro-
industry specialists highlighted several important lessons, summarized below by the type of 
approach tried.  

 

Geographic concentration of agribusinesses within special zones 

One approach to promote agribusinesses is to cluster them within specific geographic areas, such 
as Free Trade Zones, Special Economic Zones, Export Processing Zones or Growth Corridors. 
This kind of zoning has been more successful when the main objective in the choice of location 
has been reducing the transaction costs for the acquisition of inputs and services specific to the 
agribusiness activities to be promoted, such as chemicals, machinery or logistic related services. 
This usually implies clustering around areas with functional electricity, transportation and 
communication infrastructure that effectively links agribusinesses to key suppliers, such as 
producer associations, ports, customs and international highway systems. By reducing 
transactions costs, clustering can sometimes have a greater impact on investor decisions than 
fiscal incentives, such as tax holidays. 

A second criterion for their success is that these initiatives need to have top political support, being 
monitored directly from the president or highly influential ministers. This political support provides a 
clear signal to investors that the government is committed to ensuring the respect of property rights 
over infrastructure and other resources in the long run, thereby stabilizing operation costs.58 

                                                 
58 Rodriguez-Claire, A. 2005. Clusters and comparative advantage: Implications for industrial policy.. RES Working Papers 4391, Inter-
American Development Bank, Research Department. 

http://ideas.repec.org/p/idb/wpaper/4391.html
http://ideas.repec.org/s/idb/wpaper.html
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Important preconditions also need to be in place for this type of initiative to work, such as 
competitive producer associations acting as input suppliers for processors, and a stable macro-
economic environment that controls the rate of inflation. 

 

Establishment of financial mechanisms that serve the particular needs of agribusinesses  

Public sector support for the development of financial mechanisms to serve agribusinesses is a 
promising approach, but its success depends on many factors. These interventions may include 
the establishment of guarantee funds for loans to agribusinesses, agricultural investment funds, 
development of indexed-based agricultural insurance and tailor-made credit products that depend 
less on collateral and more on projected cash flows. 

Successful interventions have delivered financial products to agribusinesses that enable them to 
cope with shocks, such as sudden rises in input costs or falls in output prices. They have also 
helped farmer groups access insurance to protect them against catastrophic events such as floods, 
droughts or extreme temperatures. The success of these services relies on an in-depth 
understanding of the whole agribusiness cycle, including all other segments of the value chain. 
This way, financial products can be designed to cater to the specific financial needs of 
agribusinesses, as lenders are able to correctly assess the risks involved in all value-chain 
operations. 

An important pre-condition for the provision of financial support is the existence of parallel 
interventions that provide technical assistance to smallholders in primary production and to 
agribusinesses in processing and managerial techniques in order to reduce the level of 
coordination risks perceived by financial service providers. Also, the financial institutions involved 
should be autonomous and not subject to political influence. 

 

Strengthening smallholder associations 

Public support for the development of smallholder associations has shown great potential to 
facilitate private investments in agribusinesses. Strong producer associations are a key to 
exploiting economies of scale and scope, which are important in agribusiness activities. These 
associations can ensure a stable supply of the right quantity and quality of inputs to 
agribusinesses, thus reducing investor risks; and with stronger technical and managerial abilities 
these businesses can move up the value chain by processing and marketing final products 
themselves. This progression benefits smallholder farmers and their community members. 

There have been many promising approaches to rendering such technical advisory services.  
Some examples include the establishment of partnerships between the public and private sector to 
provide technical assistance; the provision of smart subsidies to enable business start-ups; the 
support for clear governance among producer groups; and the provision of recognized legal tenure 
over land and water. Greater investment flows into agribusinesses rely on the capacity of these 
types of interventions to raise the competitiveness of smallholders associations such that the 
products and services they provide meet market requirements. This opens new investment 
opportunities in agribusinesses and enables smallholders to generate more revenue through 
increased productivity. 

The inclusion of the private sector into these types of support initiatives has shown to be crucial. 
The private sector has incentives to foster efficiency gains among smallholders. And these 
partnerships serve to reinforce the provision of high-quality technical assistance. An additional 
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advantage is that it helps signal any upgrade in the productive capacity of smallholders to other 
private agents in the value chain, thereby opening up further investment opportunities.59 

 

Provision of investment promotion services 

Government supported IPAs have begun to focus more on the agribusiness sector in the past 
couple of decades given its high, underexploited, growth potential. The general approach taken 
involves the delivery of a diverse set of services that can improve the image of a country and its 
agricultural sector, in particular, through media campaigns, investor information services, and 
analysis of opportunities and niches in the sector as well as policy advocacy. In addition, these 
agencies can operate as catalysts for policy advocacy on behalf of the private sector and 
communicate sector needs to the government. Another service category is the provision of 
information and screening services that can lead to investment in new niche markets. 

The relative success of IPAs in promoting agribusinesses is critically influenced by a number of key 
factors. First, the staff needs to have experience in the agriculture and agribusiness industries in 
order to take the lead in implementing promotion activities. Second, there is a minimum financial 
commitment required for an IPA budget before they can become effective, given large fixed costs. 
One of the IPA services that has been determined to be most effective is to serve as a channel for 
private sector policy advocacy that communicates recommendations to government on the 
regulatory framework required by agribusinesses, followed by image building and investor 
information services.60 To the extent that IPAs can strengthen their communication channels with 
all actors along agrovalue chains, they can become an important intermediary between the private 
sector and the government, playing an important role in lobbying for government reforms, 
especially related to property rights, public infrastructure development and any other agricultural 
policy reforms required. These recommendations serve to guide government towards public 
interventions that can have greater impact on agribusiness growth. 

The pre-existing conditions that seem important for IPAs to be effective in fostering agribusiness 
investment include: a functional communications infrastructure in the country; strong producer 
associations that are active in value chains; strong and sustained support to IPAs from high-level 
government bodies; and stable macro-economic environments. If these conditions are not in place, 
it may be more cost-effective to use public resources to achieve them before creating IPAs 
dedicated to agribusiness promotion. 

All the above approaches represent useful institutional innovations for fostering private investments 
in agribusinesses in an inclusive manner. Those public actors that have been successful have 
tailored their interventions to the specific socio-economic context, crafting strategies to influence 
those common determinants of private investment decisions in agribusinesses. Their experiences 
show the institutional tools used are just the means to the end of effectively easing key constraints 
faced by private investors and smallholders to participate in competitive agribusinesses. Because 
the binding constraints vary from country to country, investment promotion strategies should first 
identify those binding constraints and then focus on mechanisms that can relax them. 

 

                                                 
59 Workshop presentation by Joselito Bernardo. 
60 Morisset, J. and Andrews-Johnson, K. 2004. The effectiveness of promotion agencies at attracting foreign Investment. Occasional 
paper No. 16, Foreign Investment Advisory Service. Washington, DC, The World Bank. 
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6. What Is the Right Role for the Private Corporate Sector, 
Including Foreign Direct Investment, in Agriculture and 
Agro-industry?  

 

Current concerns 

The tendency for corporate involvement in agricultural systems at all levels of the value chain to 
expand as economies grow and develop, and the reasons for this, have been known for some 
time.61 As with urbanization and industrialization, this process of agricultural “corporatization” is an 
inevitable – and probably necessary – feature of development.62 It is also now overwhelmingly 
private sector corporatization, as the role of the state in agricultural and agro-industrial production 
and distribution has progressively been rolled back almost everywhere. The renewed interest in the 
corporatization process that has emerged in recent years reflects the very rapid pace of agricultural 
value-chain modernization in many developing and transition market economies, especially in Asia 
and Latin America in the last two decades or so.63 In addition, the dramatic commodity price 
“spike” of 2007/08 and the subsequent uplift in most agricultural prices towards levels in real terms 
not seen since the 1950s and 1960s (which some authorities regard as probably irreversible) has 
sharply focused attention on the ability of global agriculture – which remains predominantly 
organized on the basis of smallholder farming – to satisfy the fast growing demand for agricultural 
products, particularly the higher value, more resource-intensive ones.  

Thus on the one hand, there is concern that corporatization of the agricultural economy risks 
deepening the divide between small farmers who are able to engage with the corporate sector in 
agricultural value chains as a means of overcoming market failures (in the provision of inputs, 
finance, insurance, technology, knowledge, etc.. as well as access to larger markets for farm 
produce)64 and those who cannot do so. On the other hand, there is concern that without private 
investment in agriculture and agro-industry, national agricultural potential – both to safeguard 
domestic food security and to contribute significantly to overall economic growth – will continue to 
remain substantially unrealized. In fact, in very recent years there has been an upsurge of 
corporate interest in investing in the agricultural sector, stimulated both by the perception that the 
commercial prospects appear considerably more attractive than they have for some time and by 
fears in some quarters that access to ever-scarcer land and water resources for large-scale 
farming needs to be secured now while it is still possible to do so. The accelerated penetration of 
the private corporate sector into farming per se, as opposed to agro-industry upstream and 
downstream of farming, has of course raised fears that smallholder farmers, particularly those 
reliant on customary as opposed to legally recognized rights to land and water, may be pushed 
aside in this process.  

                                                 
 61 “Corporate” here refers to agricultural and agro-industrial enterprises that are formally constituted as companies owned by 
shareholders, officially recognized and registered as such where necessary, and operated according to the “rules of commerce”. Their 
primary objectives will usually (but not always and not necessarily exclusively) be commercial, with performance judged on the basis of 
criteria such as turnover, profitability, market share, growth in shareholder value, and so on. They fall into two categories: private 
companies, which are typically owned by family members or a small number of partners whose shares are “unlisted”; and public 
companies, whose shares are traded on stock markets. Private agribusiness companies come in all sizes and some can be very large. 
In general, corporate enterprises tend to be larger, often considerably so, than the myriad businesses, informally organized and often 
not registered, that account for much of the off-farm value addition in the agricultural economies of many countries. These smaller scale 
operations are often exclusively family owned and operated, as indeed are the majority of strictly farming enterprises. 
62 In the same sense that agro-industrialization in general is necessary, according to Reardon and Barrett. 
63 In the case of Latin America, domestic markets are growing rapidly enabling local farmers to supply products to larger retail buyers 
and to buyers in the regional markets as well. In Africa domestic markets are substantial but the value-chain links are weak and 
distribution processes are still hampered by poor rural infrastructure and high transport prices.   
64 Barrett et al. make the point that overcoming market failure is a major reason why small farmers participate in contract farming 
arrangements (Barrett et al., 2012, op. cit.) 
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Balance of power 

The non-corporate private agricultural sector includes all but a small fraction of the world’s farms, 
the vast majority of which, as Byerlee pointed out at the Workshop, are family-owned and 
operated, and a large proportion of its agro-industrial SMEs. However, where this sector and the 
corporate private agricultural sector co-exist, the balance of economic power between the two 
sectors is usually very unequal. Because of their greater commercial presence, companies can 
gain access to resources, including land and water, and to agricultural input and output markets 
more easily than can individual small farmers. By the same token, companies can exert greater 
influence over how markets are structured, managed and regulated. A growing private corporate 
agricultural sector represents an increasingly potent force for change in agricultural systems and, 
as such, can work both for and against the interests of small farms and agro-industrial enterprises.  

A useful way for addressing both the finance and investment constraints of small farmers as well 
as facilitating their inclusion into more competitive value chains is through value-chain financing. 
By the nature of their relationships in a value chain, whether through formal contracts or strong 
informal market linkages, the small farmers can access financing and the agribusinesses can 
secure purchase of products or sale of inputs. The mutual benefit of working together can improve 
the balance of power.65 

 

Consequences for small farmers of growing corporate involvement 

The corporatization of the agricultural sector tends to push the growth and evolution of agricultural 
value chains in three directions:66 

 Towards vertical integration as a means of achieving greater vertical coordination. Processing 
and trading companies concerned about the cost or security of raw material supply (quantity, 
quality, reliability) extend their operations upstream into farming and/or extend downstream 
into direct wholesaling and retailing in order to capture more added value. 

 Towards larger scale operations in order to exploit the cost advantages of large size. 
“Economies of scale” are very significant in most agro-industries and has long been the main 
driver behind increasing capacity concentration. Moreover, as both Byerlee and Evans had 
separately noted in their presentations to the workshop, there is now some emerging 
evidence that the “dis-economies of scale” scale that have hitherto characterized farming itself 
– other than in plantation agriculture (cotton, sugar, tobacco, tree crops) – are diminishing 
because of innovations in technology and management systems. The heavy R&D costs 
incurred in bringing new biotechnologies (seed-chemical packages) to market mean that 
success here is generally beyond any but the very largest companies. The same is true, but 
to a lesser extent, of agricultural machinery and fertilizer manufacturers. 

 Towards less competitive market structures, for the obvious reasons that it is easier for the 
corporate operator to preserve margins and maintain market share in these circumstances 
and there are also fewer opportunities for “side-selling”, whereby farmers contracted to one 
company switch deliveries to another at harvest time or sell into the informal market. 

                                                 
65 Miller, C. and Jones, L. 2010. Agricultural value-chain finance: Tools and lessons. FAO and Practical Action Publishing, Rugby, UK. 
66 Hitchcock identifies three similar tendencies in relation to agricultural sectors in the Asia-Pacific Region, namely increasing 
concentration, vertical coordination and contracting. See D. Hitchcock, Agribusiness and competitive agro-industries in the Asia and 
Pacific Region, LSFM Regional Forum Workshop and 7th AsiaDHRRA GA, Session 1a; June 2008; 20–29. 
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Vertical integration 
If this includes the farming segment of value chains then, in principle, it clearly deprives 
independent farmers of a market opportunity with the processor/trader. In practice, this is not 
necessarily the case. The “nucleus estate with outgrowers” business model has a long – and 
generally successful – history in corporate agriculture. The processing/trading company sources 
enough raw material from its own farm (estate) to ensure a minimum level of throughput and plant 
utilization but brings this up to full capacity by procuring the balance of supplies needed from 
independent farmers, usually under contract. The company may also provide inputs, technology, 
credit and extension services to its outgrowers, either directly to each individually or indirectly 
through an outgrower association. This model is commonly used for plantation crops and poultry, 
but by no means exclusively. 

Scale 
The cost advantages to corporate agro-industry of operating on a large scale again in principle 
puts small farmers at a disadvantage. The more farmers there are in the supply chain, the higher 
are transaction costs for the corporate partner. In practice, however, there is little empirical 
evidence of a positive or negative correlation between farm size and value-chain participation, at 
least with respect to contract farming arrangements.67 While farmers do associate and act 
collectively as an economic agent for the purpose of reducing costs to buyers by being able to 
supply them in bulk (as well as, importantly of reducing costs to themselves by being able to 
purchase inputs in bulk), it seems that a major reason for farmers joining producer associations is 
the better contract terms available through membership of such groups.68 In other words, farmer 
organizations can tilt the balance of power in the value chain a little more in their favour by 
negotiating collectively. 

Market structure 
Restricted competition in farm input and output markets is in principle unlikely to be as beneficial to 
farmers as a greater degree of competition. The rather oligopolistic structure of the rather 
specialized biotechnology markets is frequently cited as a problem, but generally most agricultural 
input markets are relatively competitive. Problems of insufficient competition are more likely to 
arise in output markets, particularly for products that require processing before they can be 
marketed and thus oblige the farmer to sell to an agroprocessor. There may be implicit collusion 
between agroprocessors or traders that results in segmentation of the farm procurement market 
into geographical zones under the dominance of only one or two buyers. This is exacerbated in the 
case of farm products that need to be processed quickly after harvest.  

Nevertheless, even for these products, markets can be very competitive, In Thailand, for example, 
a major sugar exporter where all sugar cane is grown by smallholders, sugar companies have 
been known to move entire factories from one cane-growing area to another in order to gain 
advantage over their agro-industrial rivals. In most countries, sugar factories once built stay where 
they are and their owners attempt to retain their small farmer suppliers with long-term contracts 
and price inducements. However, strong competition among agroprocessors does not always 
result in the best outcome for farmers. Thus, a recent study of the cotton sector in Africa found that 
while higher farm prices for raw cotton were indeed associated with greater competition among 
                                                 
67 See Barrett et al., 2012; op. cit. and Swinnen, J. and Maertens, M. Globalization, privatization, and vertical coordination in food value 
chains in developing and transition countries.  Agricultural Economics, 37, Issue Supplement s1, December 2007; 89–102. 
68 Barrett et al., 2012; ibid. 
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ginneries, farmers received better support and services from ginneries when the market conditions 
they offered farmers were more like those of an oligopoly. Generally, as this study asserts, in the 
real world of imperfect markets and weak states, there is likely to be a trade-off between 
competition and coordination.69 Also, being faced with a sole buyer in the market may be a 
condition that farmers have to accept for having a market at all: some farming areas may be too 
remote and costly for corporate agro-industry to access unless farm products can be obtained 
relatively cheaply. In Cambodia, for example, a successful exporter of organic rice relies to some 
extent on this principle; nevertheless, an independent study concluded that the farmers involved 
had benefited.70  

 

Benefits for small farmers 

In general, on the positive side, corporate agro-industry can offer small farmers and rural 
communities a number of significant opportunities. Principal among these is access to output 
markets, including connection to national and even global markets, which small farmers would 
otherwise have difficulty accessing themselves on any sustained and remunerative basis without a 
corporate intermediary in the supply chain. Another important opportunity is access to superior 
agricultural technology including the necessary material inputs and often finance, to related 
information and knowledge, and the acquisition of relevant skills. There is frequently a spillover 
effect that benefits other parts of the farm household economy outside this specific linkage. As 
Swinnen noted at the Workshop, corporate agro-industry can deliver technology, support (including 
finance) and access to markets for small farmers if it is linked to them in the right way. Corporate 
off-farm activity downstream71 of agricultural production, especially product processing, also 
creates opportunities locally for employment, small business development, marketing of food 
produce and vocational training usually on a larger scale and in a more organized manner than 
informal agro-industry can deliver. 

 

Contract farming: the evidence 

As Barrett et al. point out, supermarkets, specialized wholesalers, processors and agro-exporters 
are transforming the marketing channels into which smallholder farmers sell produce in low-income 
countries.72 Contract farming represents one of the more economically significant forms of 
engagement between these corporate entities and small farmers and Barrett et al.’s recent study 
analyses the patterns of farmer participation in such contracts. They apply a model of contracting 
choice based on a sequence of four decisions: (a) by the company – where to procure from 
farmers; (b) also by the company – which farmers to engage with and on what terms; (c) by the 
farmers – whether or not to accept the contract offered by the company; and (d) by both the 
company and farmers – whether or not to honour the contract once product is available for 
sale/purchase. The data for the study was obtained from surveys of over 6 600 households, mostly 
farm households,73 in Ghana, India, Madagascar, Mozambique and Nicaragua producing between 
them a variety of farm products. Four estimation techniques were selected on the basis of their 
                                                 
69 Tschirley, D., Poulton, C. and Labaste, P. (eds.). 2009. Organization and performance of cotton sectors in Africa: Learning from 
reform experience. The World Bank. 
70 Cai, J., Ung, L., Setboonsarng, S. and Leung, P. Rice contract farming in Cambodia: Empowering farmers to move beyond the 
contract to independence. ADB Institute Discussion Paper No. 109; June 2008. 
71 This paper follows the general convention, which is to refer to primary producers as being at the upstream end of supply chains and 
at the bottom of value chains, and to final consumers as being at the downstream end of supply chains and at the top of value chains. 
72 Barret et al., 2012; op. cit. 
73 Additionally, in India alone a number of companies (42) were surveyed. 
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usefulness in credibly identifying the causal impact of smallholder participation in contract farming 
arrangements on welfare. This has proved difficult to do in previous studies because of the 
inherently non-random nature of farmer participation. 

A key, though perhaps unsurprising, revelation is that contract-associated transaction costs and 
the likelihood of contract compliance vary with geography, farmer type and commodity. An 
important implication of geographic choice is that they tend to reinforce geographically defined 
poverty traps and regional inequality. Thus companies commonly, but not always, opt not to buy 
from areas where infrastructure and agro-ecology combine to make agriculture less profitable. 
Another suspicion, confirmed by the empirical evidence from this study, is that corporate “hold ups” 
in contract implementation, namely specious rejection of farm product or outright failure to be 
physically available to buy it, appears to increase as the number of smallholders increases. A less 
expected finding is the relatively high frequency with which both farmers and companies move in 
and out of contract farming arrangements (participant turnover) as circumstances change, 
particularly market conditions. A counter-intuitive finding is that there is no correlation between 
initial landholding (and other welfare-related assets) and value-chain participation. While 
contracting with larger, better-off farmers may reduce corporate transaction costs, the company 
may have to offer better terms and the risk of supplier non-compliance may be greater than in the 
case of smaller, poorer farmers.74 

 

Foreign Direct Investment (FDI) 

Is FDI qualitatively different? 
Total FDI inflow into the agricultural sector is less than 5 percent of total FDI inflow. Nevertheless, 
foreign-owned agribusiness generally has a poor public image, both in the home countries where 
the companies concerned are headquartered and in the countries where the bulk of their suppliers 
and customers are to be found. It is worth considering briefly why this is so, because FDI is a 
source of investment much prized by the governments of many developing countries and transition 
economies, particularly the poorer ones.  

Some of the antipathy, particularly in industrial countries, has to do with the widespread public 
mistrust of (ironically) “industrial” farming and the equally widely believed fallacy that enterprises 
producing cash crops threaten food security in poor countries by depriving farmers there of the 
resources with which to grow food. Of more relevance to this paper is the more accurate 
perception that the successful establishment of a foreign-owned agribusiness in a country more 
often than not requires a substantial level of investment that can only be mobilized by relatively 
large companies with considerable economic power in the international market. Such FDI is thus 
seen as a vehicle for importing some of the less farmer-friendly tendencies referred to earlier, such 
as vertical integration, large-scale operation and uncompetitive market behaviour. 

However, such charges, if true, would mainly apply to the special case of transnational 
corporations (TNCs), which are highly visible in developing countries. Much FDI is made by smaller 
agro-industrial companies within their immediate region as part of a general market expansion 
strategy (for example Indonesian and Thai companies investing in Laos, Thai and Vietnamese 
companies investing in Cambodia, Korean companies investing in Indonesia) or targeted at 

                                                 
74 However, it is not entirely clear whether this also applies to farms owned or operated by people who belong to some form of farmer 
organization, such as an agricultural producer association or cooperative, which then becomes the companies’ primary point of 
engagement with the small farm sector.  
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specific countries, which may be more distant. The latter will have been carefully selected on the 
basis of very particular attributes of the business environment and well-identified market 
opportunities (for example, Brazilian companies investing in Mozambique oilseeds, cotton and 
grain; Malaysian companies investing in West African palm oil). Such companies are less likely to 
be able to wield the economic power and influence in their host countries than are global TNCs. 

When economic conditions in general worsen, the terms of trade move against agriculture, 
important agricultural markets appear to be failing, agricultural resource degradation accelerates, 
or dissatisfaction with land tenure arrangements comes to a head, and so on, it is often the foreign-
owned agribusinesses that are picked out first for criticism, simply because they are foreign. The 
highly visible TNCs are particularly vulnerable in this respect, although they also have the 
resources to mount counter-propaganda campaigns. The impression is that foreign agribusiness 
companies are typically held to a higher level of accountability by the general public and to a 
stricter degree of legal and regulatory compliance by governments than are domestic companies. 
To the extent this is the case, it means that foreign companies are under pressure to maintain 
higher standards of commercial, social and environmental behaviour than their domestic 
competitors. 

FDI in agro-industry 
The business models adopted by foreign agro-industrial companies vary widely, not least with 
respect to the extent and form of engagement with smallholder farmers whether as customers or 
suppliers, depending on the product, the market, the company and local circumstances. These 
models are not intrinsically different from those adopted by domestic companies, but the foreign 
companies will generally be able to draw from a larger pool of technological and management 
resources and to access international markets more easily. These advantages can, but not 
necessarily will, be of potential benefit to smallholder farmers. On the other hand, domestic 
companies are more likely to have better local knowledge and easier access to local politicians, 
community leaders and farmers.  

FDI in farming 
This is where most of the controversy about FDI in agriculture has arisen in recent years. 
Corporate large-scale farming, especially of plantation crops, is not new; it goes back centuries. 
Nor are large, company-owned agricultural estates an immutable mode of production organization 
in particular situations. As the history of the Kenya Tea Development Agency (formerly Authority) 
(KTDA) shows, smallholder production can emerge to dominate a sector that was previously 
entirely in corporate hands in the form of large estates. Furthermore, the KTDA in due course 
extended its activities from growing tea to processing and marketing it as well.75 Conversely, 
smallholdings may be consolidated by their owners into larger operational units for cost efficiency 
reasons and professionally managed or leased out to agribusiness. Much of the recent FDI in 
large-scale farming, however, involves non-plantation arable crops including cereals and oilseeds. 
Until fairly recently, relatively few such projects proved to be commercially viable in sub-Saharan 
Africa, but farming experience gained over many years in parts of Latin America, particularly Brazil 
and Argentina, is changing this.76 

Again until fairly recently, it was thought that the scale economies of farming operations per se 
were relatively limited, the cost efficiencies of large farms as single operational units deriving 

                                                 
75 Leonard, D.K. 1991. African Successes: Four public managers of Kenyan rural development. University of California Press. 
76 Awakening Africa’s sleeping giant: Prospects for commercial agriculture in the Guinea Savannah Zone and beyond. The World Bank 
and FAO, 2009. 
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mainly from the lower unit cost of transactions at the upstream and downstream interfaces 
(procurement, sales, compliance, access to supporting services and infrastructure, etc.). However, 
technological innovations such as precision farming (GPS-control over mechanized operations, 
including input application), automated remote control and monitoring of systems such as drip 
fertigation,77 and minimum tillage (often combined with GM seed and agrochemical packages) 
have increased the potential economies of scale in farming operations. This has probably improved 
the commercial prospects for large arable farms even in areas with underdeveloped infrastructure, 
communications and agricultural support services.78  

In the last decade there has been a huge surge in FDI in agricultural production in countries where 
substantial land and water resources are still available for relatively intensive use. Many of these 
countries are in sub-Saharan Africa: Angola, Democratic Republic of the Congo, Ethiopia, 
Mozambique, South Sudan, Tanzania. It is partly because of the sheer size of these highly visible 
ventures79 that has led to their being publicly condemned as a threat to rural communities 
dependent on small-scale farming. The companies are thus accused of cutting off local farmers’ 
access to local land and water resources that have long been traditionally used and obliging 
farming households to work instead for the corporate project as waged labourers. There have been 
actual instances of such transgressions, usually as a result of weak governance of land acquisition 
processes and failure to consult adequately and plan jointly with local communities.80 Liu’s 
conclusion at the Workshop was that the problems mainly arise when land is acquired for large-
scale corporate use, not because of the scale of farming per se. 

Another significant reason why some of these FDI projects have attracted so much attention 
relates to the dual fact that (a) their owners are foreign and (b) their output, often food product, is 
primarily intended for shipment back to the foreign investors’ home country markets, where 
demand is strong and the scope for expanding domestic supply capacity is limited. Hence they are 
seen in some quarters as a threat to food security in the host countries, which are often poor and 
agriculturally vulnerable. Few of these ventures make provision for small farmer participation on 
anything other than a token scale. The foreign investors concerned include both private and public 
companies and government agencies. 

Various studies81 have attempted to estimate the total area of land involved, most of which is in 
sub-Saharan Africa and Latin America where substantial areas are either not farmed at all or, more 
commonly, are mainly used for very low intensity agricultural activities such as nomadic grazing 
(pastoralism) or fuelwood gathering. The most recent and detailed study, based on 1 217 
transnational land deals, estimates that these involve over 80 million ha, said to be 1.7 percent of 
the world’s agricultural area.82  

The following points can be made: 

                                                 
77 Drip fertigation supplies both water and nutrients to crops through a single drip line delivery system that goes directly or close to the 
root zone. Given the high capital installation costs of such systems, the economics of this process work in favour of large-scale farming. 
78 For an analysis of what the future holds for large farms in land abundant countries, see Deininger, K. and Byerlee, D. The rise of large 
farms in land abundant countries: Do they have a future? Discussion Paper. The World Bank; 2011. 
79 The corporate farming ventures involved are often very large, sometimes over 100 000 ha, although the amount of land to date 
actually developed, as opposed to planned for development, is typically very much less. 
80 Guidance on best practice in this context is available; for example that drawn up by FAO, IFAD, UNCTAD and The World Bank 
concerning responsible agricultural investment (Principles for Responsible Agricultural Investment that Respects Rights, Livelihoods and 
Resources, Abridged Version, FAO, IFAD, UNCTAD and The World Bank; 25 January 2010) and the longer-standing Performance 
Standards of IFC. 
81 For example, by IFPRI, the Mo Ibrahim Foundation, and The World Bank. 
82 Anseeuw, W., Boche, M., Breu, T., Giger, M., Lay, J., Messerli, P. and Nolte, K. Transnational land deals for agriculture in the global 
South. Analytical report based on the Land Matrix Database, ILC/CIRAD/GIGA, German Institute of Global and Area Studies/GIZ, April 
2012. 
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(i) In many of the developing countries concerned, only the government can grant right 
of access to land and water, these resources legally belonging to the state. Smallholder farmers 
may not have formal title over the land they use, their ability to so use it relying on official 
acceptance of local claims arising from tradition and history (“customary rights”). Nearly all so-
called “land-grabbing” projects are the result of deals done between government at high level, both 
nationally and regionally, and corporate investors. Problems arise when local communities in the 
areas affected perceive that the government seems prepared if necessary to override, perfectly 
legally according to the letter of the law, their own claims to the land. The justification may be that 
national interests take precedence over local ones in the particular circumstances of the 
investment concerned. This need has nothing to do with foreign investment, as the expansion of 
sugar-cane growing state-owned enterprises into traditional pastoral lands in Ethiopia testifies. In 
such cases, the decision to proceed with a large-scale farming enterprise financed by the private 
sector is effectively a deliberate strategic choice on the part of government.83 However, when 
private companies, foreign or local (and in many countries foreign investors are required to have 
local partners), become involved in such land allocation deals, it is more likely that questions will 
be asked about the extent to which public interests, as opposed to private interests, are being 
served. 

(ii) The process for obtaining official approval for a private corporate investment in 
large-scale farming in nearly all countries requires the company concerned to consult with local 
communities in and near the designated project area. When done properly, such consultation can 
take a long time84 and some investors may be tempted to skimp the process, particularly if they 
have to raise capital from external sources. A rushed consultation typically results in an imperfect 
understanding by the local people of what the project entails, particularly with regard to the nature 
of their own economic involvement in it and the project’s operational and commercial risks. There 
is also often a misconception by the company that the local community is “happy” with the project 
plan and has already agreed it may proceed when in fact discussion within the local community is 
only at a very early stage and widespread consent to it is far from being secured. Invariably, the 
result is disappointed expectations, even where there is no involuntarily denial of access to land 
and water for local people, with actual project outcomes failing to satisfy local communities and in 
some cases the corporate investor also. 

(iii) The announced scale of many of these investment proposals in terms of the area of 
land to be farmed often far exceeds anything that can realistically be achieved on a commercially 
sustainable basis within the time frame declared. The successful development of very large-scale 
agricultural projects, other than for the cultivation of tree crops, some arable plantation crops and 
ranching, is a major logistical and managerial challenge. Plans involving hundreds of thousands of 
hectares to be put into annual field crops (as currently envisaged, for example by a Saudi Arabian 
investment in rice cultivation in Ethiopia) lack credibility, unless they are to be implemented as a 
series of smaller, separately operated enterprises in a carefully phased programme. Inevitably, this 
invites accusations that the real purpose of such mega-projects is land speculation rather than 
agricultural development. The area of new land actually brought into cultivation by these “land-
grabbing” enterprises to date is far smaller than the total area allocated to them. The difference 
cannot solely be because of land within the project boundary that is technically unsuitable or is 
needed for infrastructure (the normal gross:net difference) or represents later stages in the plan 

                                                 
83 The Ethiopian Government recently announced plans to clear and develop more than 100 000 ha and install infrastructure on it to 
attract investors into commercial farming. Some 3.6 million ha total are said to have been reserved for commercialization. 
[http://www.bloomberg.com/news/2012-03-23/ethiopia-to-accelerate-land-commercialization-amid-opposition.html] 
84 For example, it took a bio-ethanol company in Mozambique three years to complete field trials of feedstock crops and consultations 
and negotiations with local communities.  

http://www.bloomberg.com/news/2012-03-23/ethiopia-to-accelerate-land-commercialization-amid-opposition.html
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that have not yet been implemented. It is much more likely to be because there is either no 
intention to develop the whole area or that the attempt to do so has been abandoned in the face of 
the practical or financial difficulties already encountered. 

 

Identifying the right role for the private corporate sector 

Primary objective 
It is clear from the above discussion that private corporate involvement in agriculture and agro-
industry has many ramifications that need to be considered when framing agricultural development 
strategy and policy. The overarching objective in this respect must be to ensure that the private 
corporate sector not only contributes significantly to enhancing the capacity and productivity of 
national agricultural systems but also does this in ways that benefit, to the greatest extent possible, 
rural and urban populations alike.  

Operating criteria 
This is quite a challenge. The only realistic approach to “unbundling” this primary objective into 
manageable operational goals for all concerned is to select, devise and execute programmes and 
projects that as much as possible satisfy certain key criteria. These can be thought of as falling into 
two categories: (a) those that should apply to both the public and private agricultural sectors 
(corporate and non-corporate); and (b) those that the private corporate agricultural sector 
especially should be expected to meet. In this way, the right role for the latter can be defined and  
used as a basis for evaluating the merits, or otherwise, of the different business models used by 
this sector. 

Category (a) criteria would include: 

Efficiency of resource use in meeting the need for food, feed, fibre and fuel; 
Inclusiveness, in terms of involving as many relevant economic agents as possible, 

particularly smaller ones, in the production and distribution processes concerned; 
Sustainability, in terms of maintaining long-term productive capacity at an economic cost, 

which in agriculture particularly means conserving natural resources, being adaptable to 
climate change, and sustaining local support. 

Category (b) criteria would include: 

Facilitating access by smallholder farmers and rural communities to improved agricultural 
and rural technologies, including the necessary inputs, skills and knowledge; 

Facilitating access by smallholder farmers to remunerative markets for their products, 
whether by providing sales opportunities directly (contract farming) or by acting as 
intermediate agents in the supply chain to other sales outlets; 

Enhancing financing capacity in agricultural value chains, whether directly by making credit 
available to customers and suppliers (especially smallholder farmers) or indirectly 
through mechanisms such as asset collateralization, receivables financing, and the like;  

Enhancing value-chain performance, in terms of their ability to deliver to consumers agrifood 
products that are of good quality, from identifiable origins and transparently priced. 

Other considerations 
There are some roles that the private corporate sector cannot normally be expected to fulfil. A fairly 
obvious one is market stabilization, despite the adverse reactions from the smallholder farming 
sector on occasion when the corporate process or trader passes upstream reductions in price in 
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final markets, often international markets, encountered downstream. A less obvious one is 
subsidizing rural community infrastructure, facilities and services, because this is frequently either 
a deliberate intervention by agro-industry as part of its corporate social responsibility (CSR) or it 
happens by default because this is sometimes the easiest and most cost-efficient way of providing 
for the needs of its own employees. Nevertheless, some governments do encourage this kind of 
local service provision as part of the cost to the enterprise concerned of being granted a licence to 
operate, whether explicitly or implicitly. 

There are circumstances, however, when provision of infrastructure, facilities and services – as 
well as coordination of value-chain activity by private corporate agriculture or agro-industry – may 
be effectively used by government as part of a deliberate rural development strategy. The general 
case is the formally agreed PPP, but there are also specific cases that may not always fall into the 
PPP category, certainly not in their entirety although aspects of them may resemble PPPs. One 
example is of agro-industries that by the nature of their core activity require a substantial amount of 
infrastructure and a wide range of technical and commercial services to support them, as with the 
production of sugar/ethanol, industrial palm oil,85 and to a lesser degree, cotton. 

These enterprises can significantly stimulate local business development by outsourcing to SMEs 
vehicle, machinery and equipment repair, fitting and welding, transportation of both raw material 
supply from farms and of the processed product, physical supplies (spare parts, fuel, lubricants, 
chemicals, fertilizer, bags, piping, building materials) and so on. They also need a wide range of 
skills, which encourages local acquisition of these sometimes with the support of the enterprises 
themselves. Schools and medical clinics are usually provided for the benefit of the directly 
employed workforce, but may also be accessible by the wider community if not separately provided 
for this purpose. Infrastructure, particularly roads, bridges and culverts, needs to be built and/or 
maintained in the local area to ensure raw material evacuation, product dispatch and transportation 
of major plant items. The presence of this kind of project in rural areas, particularly the more 
remote and less well-serviced ones, represents a substantial “development platform” for further 
economic enterprise, much in the manner of a “growth pole”, albeit on a smaller scale. The great 
advantage of these investments being private corporate projects (as opposed to public sector 
programmes that would be trying to integrate the activities of several different government 
departments and ministries) is that they are under unitary management with a powerful commercial 
incentive to succeed. 

 

Experience in practice 

To what extent is the private corporate sector meeting the criteria set out above; i.e. performing the 
right role? It is of course impossible to generalize, but the very fact that the role of the private 
corporate sector in agro-industry is being queried at all in workshops such as this one means that 
the sector is thought to be capable of doing better. There is a very extensive database in the form 
of numerous case studies from which inferences can be drawn about the reasons for success and 
failure and which offer valuable guidance for achieving good practice in the future. These are very 
valuable analyses, particularly for initiatives being considered in similar circumstances in terms of 
type of product, the stage of market development, the underlying agrarian structure, the 
sophistication of the financial system, and so on. Resources must be devoted to communicating 
what has been learned to those concerned with encouraging and managing the involvement of the 
private corporate sector in agriculture and agro-industrial development. 

                                                 
85 In West Africa, small-scale processing of oil-palm fruit is also undertaken for food production. 
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7. Conclusions 
 

Before drawing out some of the more significant conclusions of the Workshop, a number of points 
need to be made about the wider economic context in which agricultural development occurs. First, 
agricultural development depends on the simultaneous growth of agricultural production and the 
value chains to which it is linked. These value chains include a wide range of small- and large- 
scale activities that involve supplying farm inputs, processing, storing, distributing, wholesaling, 
retailing and exporting farm products, which we have referred to collectively as “agro-industry”.86 
As countries develop, agricultural production increasingly has to be marketed and processed to 
supply rapidly urbanizing populations and industries. With rising incomes and urbanization, people 
also diversify their diets into a wider range of higher value foods, including fresh perishable foods 
and processed and pre-cooked foods. Farmers also gradually adopt more capital intensive 
methods of farming to supply these growing markets, and this tends to be associated with greater 
access to modern inputs such as fertilizers, pesticides, improved seeds and machines. As the 
value chains between farmers and consumers lengthen with urbanization, food wastage and 
spoilage also become more important, significantly reducing the share of food actually consumed, 
and raising important health and safety issues. Agro-industry plays increasingly important roles in 
all these areas and as countries develop, and its value-added share in the national economy soon 
overtakes that of primary agriculture. As such, growth in agricultural investment and production 
depends on sufficient complementary investment in agro-industry, something that is often ignored 
in discussions about the investment needs of agriculture. Recent years have seen significant 
growth in private and corporate sector investments along value chains, including financing 
agricultural production and even farm level investments by large-scale corporate players through 
the purchase or leasing of land. However, the vast majority of this private-sector investment is 
going into agro-industrial activity. 

Second, it needs to be recognized that there are different types of investors operating in agriculture 
and its value chains, including small and family owned farms, large commercial farmers, domestic 
corporate sector players, transnational corporations, sovereign wealth funds, the public sector 
(international, regional, national and local governments), and donors, and they all have different 
objectives and roles. There is also a variety of sources of financing for investment, including 
savings/retained profits, credit (from formal/informal sources), equity financing, donations/grants, 
FDI and government revenues, and these sources are not equally accessible to all investors. 

Third, investment capital comes in many forms: financial capital, productive capital, fixed capital, 
working capital, as well as human capital, social capital and natural capital. Different forms of 
capital cannot simply be added together to determine the total amount of capital available or 
needed. They overlap and complement each other and some forms of capital cannot be 
substituted for others. Moreover, different types of investors exercise varying degrees of control 
and ownership over these different types of capital, and at different stages along value chains. This 
can lead to important complementarity and non-substitution relationships among investors. For 
example, farm capital formation, which is essential for increasing agricultural production, depends 
on farmers’ own investment of labour and financial resources. Likewise, there are certain areas 
where only the public sector can or will invest (e.g. rural roads and some types of agricultural 
research), and there are many stages of value chains that require private investment by agro-
industrialists. Conflicting goals can arise between different types of investors leading to important 
trade-offs that require public intervention to strike an appropriate balance between economic, 

                                                 
86 See Davis, J.H. and Goldberg, R.A.. 1957. A concept of agribusiness. Harvard Business School, Boston. Or see: Austin, J.E. 1983. 
Agroindustrial project analysis. EDI Series in Economic Development. The World Bank, Washington, DC. 
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social and financial costs and benefits. For example, agro-industrialists may target their value- 
chain investments to serve larger farms, or to engaging in large-scale agricultural production 
themselves, leading to the neglect of small farm interests.  

The Workshop discussions highlighted the contradiction for small farm welfare of two ongoing 
global changes in food and agriculture. One is a tightening of world food markets with greater price 
sensitivity to climate, energy and financial shocks, as exemplified by the recent world food crises of 
2007/08 and 2010/11. This has led to a renewed focus by many donors and governments on 
investing in agriculture to reduce food insecurity and poverty, especially helping small farmers, who 
account for most of the poor, grow more of their own food. At the same time, increasing 
globalization and urbanization, and higher food and energy prices are making agriculture a more 
profitable business opportunity for private sector engagement, and there has been a surge in 
small, medium and corporate scale private sector investment in agricultural production and its 
value chains. Some governments and donors are actively encouraging these value-chain 
investments through various kinds of agribusiness support programmes.87 Private sector 
investments along value chains are opening up new market opportunities for some farmers, but it 
is also becoming apparent that many small farms are being left behind and that there are signs of 
an increasing polarization of small farms. While some are being successfully pulled up by new 
value-chain opportunities, many others are sinking into deeper poverty and subsistence modes of 
production because of higher food prices and reduced access to land and markets. 

Farming households that are particularly likely to be vulnerable in this respect are those in areas of 
marginal suitability for agriculture because of local soil, water or climatic conditions. There will be 
little interest by the private sector in investing in value-chain development in such areas, thus the 
local population must therefore rely on either finding paid work off their farms (often very difficult) or 
on “social safety net” programmes (sometimes patchy in terms of coverage) in order to acquire 
sufficient food and other basic necessities. Areas with better agricultural potential may still be 
relatively impoverished and barely connected to the market economy if they are remote from major 
towns and difficult to access because of poor communications and transport infrastructure. In 
principle, this kind of “market failure” can be remedied by public investment in infrastructure 
services and by private investment in value-chain development involving small farmers. In practice, 
however, such areas are likely to be targeted by investors more interested in large-scale farming 
on their own account than in engaging with small farm suppliers. This is because of the lower 
population densities and more dispersed cultivation or herding patterns in many such areas, the 
lower land values ascribed and the greater temptation for governments to let private investors 
shoulder the cost of infrastructure and service provision in return for which, among other things, 
governments may ease the process of land transfer. Local farmers may find their access to land 
and water resources as well as opportunities to participate in traditional market development 
restricted as a consequence.  

This polarization between commercializable and non-commercializable subsistence agriculture is 
more muted in countries where small farms can diversify their livelihoods out of farming (e.g. in 
some fast growing Asian economies), but there are many instances where this is not yet possible 
on the scale required or where the returns to non-farm activities remain too low (e.g. much of 
Africa). Unless carefully managed, this polarization could lead to conflicting outcomes between 

                                                 
87 Some of these programmes are overtly aimed at promoting a more industrialized agricultural sector even where, as in India, this must 
de facto be based largely on small farm production. 
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policies and investments geared towards commercial agricultural and value-chain development 
and policies and investments that are geared to reducing poverty and food security.88,89 

Although subjected to some contention at the Workshop, a prevalent view was that this polarization 
of small farms requires a differentiated response. Small farmers with viable market prospects need 
to be supported as a business proposition, while small farmers that face a stagnant or worsening 
situation need to be supported in more humanitarian ways that help them become more food 
secure and more successfully diversified out of farming. While some kinds of interventions are 
beneficial to both groups of small farms (e.g. rural roads and some kinds of R&D), many others 
need to be tailored differently to the two situations (e.g. credit and insurance, marketing support 
and cash transfers). The need for more sharply differentiated small farm strategies has not been so 
necessary in the past, and its emergence has important implications for how policies and 
investments to improve food security, reduce poverty, develop agribusiness opportunities and 
promote agricultural growth more generally need to be structured and integrated.90 

These considerations suggest the need for a three part strategy for pro-poor agricultural growth. 
One is to promote the growth of commercial agriculture and its value chains, using public policy to 
enable the private sector (farmers and agro-industrialists) to take the lead. Two is to shape that 
engagement in ways that enable as many small farms as possible to link to markets and 
successfully commercialize. Three is to put in place support programmes targeted to those small 
farms that cannot succeed as viable businesses. Key policy recommendations for policy makers 
from the Workshop that relate to each part of this strategy are summarized below. 

Promote the growth of commercial agriculture and its value chains 
 Create an enabling business environment for private investment at all stages of value 

chains. This extends from macro and trade policy to liberalization of domestic markets, 
taxes, regulations, price policy, smart subsidies, contract enforcement, etc. plus there is 
need for stability in policies over time. Avoid sector policies that crowd out the private 
sector, such as state control of fertilizer procurement and distribution.  

 Prioritize those rural public investments that complement rather than substitute for private 
investment. This means rural infrastructure, especially roads, some types of agricultural 
and agro-industrial R&D, electrification, education, health, etc. 

 Promote on-farm investment through reform of property rights, support NGOs and others 
that facilitate collective action in rural communities, strengthen rural financial services 
including insurance. 

 Support programmes for agro-industry, e.g. industrial clusters, PPPs, innovative financing, 
access to land and water. 

 

Facilitate the commercialization of more small farms 
 Ensure that the enabling policies and public investments mentioned above reach large 

numbers of small farms. This may mean going beyond breadbasket areas to invest more in 
backward regions and communities, where the returns can be high for both growth and 

                                                 
88 The strategy of focusing public sector investment in “growth poles”, “clusters”, “corridors” and the like in order to encourage the 
private agro-industry sector to invest in businesses linked to (well-supported, serviced and organized) small farm production will 
exacerbate this polarization effect. 
89 Commercial agriculture and value-chain development may well enhance urban food security while doing nothing for rural food 
security, possibly even diminishing it in some circumstances. 
90 Among the reasons for this emergence are: (i) the substantial increase in global commercial capital seeking exposure to agriculture 
and agribusiness given the recent widespread perception that it is now likely to be significantly more profitable than it used to be for the 
same degree of risk; and (ii) technological advances that have improved the economies of scale for large farms and also made it 
possible to introduce sustainable cropping into agro-ecological zones previously considered too fragile or marginal to support intensive 
agriculture. 
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poverty reduction. Property rights problems and the need for collective action are often 
greatest in backward areas.   

 Ensure that rural financial services, including insurance, serve small farms. This may 
require smart subsidies, or public-private risk sharing through credit guarantees, warehouse 
receipt systems, etc.  

 Promote contract farming arrangements and the growth of producer organizations that can 
serve as market intermediaries for small farms. 

 Targeted training programmes, especially for women farmers and young farmers. 
 Tie support programmes for agro-industry to commitments to engage with small farms and 

SMEs, and complement with targeted subsidies and tax breaks. 

 

Support programmes for non-viable farms  
 Because one cannot easily identify which farms are going to be non-viable as businesses, 

priority should be given to support measures that encourage self-selection, or in which 
community leaders are involved in the targeting selection.91 

 Provide training and support for income and employment diversification out of farming, such 
as setting up a non-farm business, non-farm employment or migration. 

 Training, technical support and perhaps targeted subsidies to encourage food gardens and 
support low-cost intensification of on-farm productivity of food crops, especially for women 
farmers. Partnerships with some kinds of NGOs can be particularly effective as a means of 
delivering these interventions.  

 Establish and sustain well-designed safety nets such as employment programmes and 
emergency relief.92 

 
 

                                                 
91 Best practice guidelines are discussed in Grosh, M., Del Ninno, C., Tesliuc, E. and Azedine Ouerghi, A. 2008. For protection and 
promotion: The design and implementation of effective safety nets. The World Bank, Washington DC. 
92 ibid 
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FAO Technical Workshop on 
Policies for Promoting investment in agriculture 

12-13 December 2011 
Lebanon Room (D209), FAO HQ, Rome 

Programme 
  

 
Opening Session (8:30 – 9:30)   
Opening Remark: Laurent Thomas  

Assistant Director-General, Technical Cooperation Department, FAO 

Richard China 
Director, Policy and Programme Development Support Division, FAO 

Introduction to the Project “study on policy to increase investment in agriculture”: 
 Masahiro Miyazako 

Project Coordinator, Policy and Programme Development Support Division, FAO 

 

Session 1 Workshop Introduction (9:30 – 10:15) 

Identifying key questions and issues for promoting investment in agriculture. 

Speaker: Peter Hazell,  
Professor, Imperial College, London 

Chair:  David Phiri  
Chief, Policy Assistance Support Service, FAO 

(Coffee break 10:15 – 10:30) 

 

Session 2 Trends in investments in agriculture and agroindustry (10:30 – 11:30) 

Trends in public and private investments levels in agriculture and agroindustry around the 
developing world, using country case studies to show differences by type of country. Disaggregate 
domestic and foreign private investment, and for different levels of value chains. Contrast patterns 
of investment in value chains for high value verses food staple products (crops and livestock).  

Speakers: Jakob Skoet/ Sarah Lowder 
Economists, Agricultural Development Economics Division, FAO  

Bisaliah Siddanaik 
Ex-vice Chancellor, University of Agricultural Science, Bangalore 
(Synthesis of country case studies on capital formation in agriculture) 

Chair: Keith Wiebe 
Deputy Director, Agricultural Development Economics Division, FAO 

 

Session 3 Investment by small and medium sized family farms (11:30 – 12:30) 

Trends in investment by small and medium sized family farms. What are the important drivers? 
There is a large literature that explores the roles of property rights, credit, farm size, risk, labour 
markets, education, and gender, and differentiating between short term investments (e.g. use of 
fertilizer or improved crop varieties) and longer term investments in land improvements, livestock, 
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trees, etc.). This session will pay particular attention to the roles of own savings, remittances and 
credit, and how access to value chains affects investment behaviour.  

Speakers: Benoit Cattin 
Centre de coopération internationale en recherche agronomique pour le développement 
(CIRAD) 

Mahendra Dev Suryadevara 
Director, Vice Chancellor, Indira Gandhi Institute of Development Research, India 

Chair:  Arif Husain 
Deputy Chief, Food Security Analysis Service, WFP 

 

(Lunch 12:30 – 14:00) 

 

Session 4 Investment by large commercial and corporate farms (14:00 – 15:00) 

Trends in investment by large commercial and corporate farms. What are the important drivers? 
The determinants of investment behaviour for these types of farms may be quite different from that 
of family farms, but has not been studied much because of lack of suitable survey data. 

Speakers: Derek Byerlee  
Independent Scholar, Washington DC 

Pascal Liu  
Economist, Trade and Market Division, FAO 
(Overview of FDI in Agriculture and synthesis  of country case studies on FDI) 

Chair: Mohamed Manssouri 
Senior Officer, Investment Centre, FAO 

 

(Coffee break 15:00 – 15:15) 

 

Session 5 Private investment in agroindustry (15:15 – 16:15) 

Trends in private investment in agroindustry. We know much less about the patterns and drivers of 
this kind of private investment, yet it is increasing rapidly in many successfully growing countries. It 
is often accompanied by greater integration of market chains, such as the emergence of 
supermarkets and contract farming, and in Africa by corporate land grabbing.  Public private 
partnerships have also become important. This session will capture different perspectives, 
including corporate industry and FDI, supermarkets, contract farming, and public private 
partnerships.  

Speakers: Martin Evans 
Director, Agriprojects Consulting 

Johan Swinnen 
Professor, Katholieke Universiteit Leuven, Belgium  

Chair:  Doyle Baker 
                          Senior Technical Officer, Rural Infrastructure and Agro-Industries Division, FAO 
 

Session 6 Public investment (16:15 – 17:15) 

Drivers and impact of public investment. The importance of the composition as well as the level of 
public investment. How does public investment impact on farm investment and private investment 
in agroindustry and human capital?   

Speakers: Tewodaj Mogues 
International Food Policy Research Institute (IFPRI) 
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 Wallace Huffman 
Distinguished Professor, Iowa State University 

Chair: Atiqur Rahman  
IFAD 

 

Cocktail (17:30 – 19:00) 
Indonesia room (8th floor of the Building B) 

 

 

 

Session 7 Investment promotion strategies for the development of inclusive 
agribusinesses (9:00 – 9:45) 

The presentation will discuss interventions by investment promotion agencies and similar public 
organizations for catalyzing and increasing investment in the agriculture and agribusiness sectors 
of an economy.  It will also explore how innovative institutional arrangements can reduce market 
frictions that hinder investment flows into small and medium agribusinesses. Using country case 
studies, the presentation will highlight the potential and limitations of promising ways public support 
can be delivered to promote investments in agribusinesses while ensuring the participation of 
smallholders and poor rural households. 

Speakers: Calvin Miller 
Senior Marketing Officer, Rural Infrastructure and Agro-industries Division, FAO  

Emilio Hernandez  
Agricultural Finance Officer, Rural Infrastructure and Agro-industries Division, FAO 

Julia Brethenoux 
Progamme Analyst, InfoDev, The World Bank 

Chair: Jutta Krause 
Sub-regional Coordinator for Central and Eastern Europe, FAO 

 

Session 8 Panel led discussion: How can private sector investment in agriculture be 
increased and made small farm friendly? (9:45 – 12:00) 

Panel members:   
• Joselito Bernardo 

Director, Agriculture Department, Asian Productivity Organization, Japan 
• Franklin Moore  

Alternate Permanent Representative of the United States of America to FAO 
• Alejandro Vera  
 Investment Promotion Expert, United Nations Industrial Development Organization 
• Martin Evans 

Director, Agriprojects Consulting  

Chair: Olyntho Vieira 
Minister, Deputy Permanent Representative of Brazil to FAO 

(Coffee break 10:30 – 10:45) 

 

 (Lunch 12:00 – 14:00) 
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Session 9 Panel led discussion: How can governments help? (14:00 – 15:30) 

Panel members:   
• Wallace Huffman 

Distinguished Professor, Iowa State University 
• Bruno Hug de Belmont 

General Manager, Red de Inversiones y Exprotaciones (REDIEX), Paraguay 
• Mahendra Dev Suryadevara 

Director, Vice Chancellor, Indira Gandhi Institute of Development Research, India 
• Salah Taha 

Director, Agribusiness Investment Promotion Centre, Sudan 

Chair: Claudio Gregorio  
Chief, Near East, North Africa, Europe and Central and South Asia Service, Investment 
Centre, FAO 

 

(Coffee break 15:30 – 15:45) 

 

Session 10 Conclusions: A summing up (15:45 – 17:30) 

Panel members:   
• Peter Hazell 

Professor, Imperial College, London 
• Mafa Chipeta 

Former Subregional Coordinator, FAO Eastern Africa 
• Jakob Skoet 

Economist, Agricultural Development Economics Division, FAO 

Chair: Richard China 
Director, Policy and Programme Development Support Division, FAO 

 

Closing  
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