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HIGH PRICES FOR GRAIN , rice and
other food crops have sparked turmoil in
many countries, prompting calls for dra-
matically increased donor contributions
to the World Food Programs, and a wide
range of policy responses by food
importers and exporters. Overall, the
story has been one of crisis. But there
have been some winners—efficient food
producers, obviously—and over the long
term, there could bemanymore, as their
ranks are bolstered by new and more
profitable investments in agriculture.
The food prices crisis could in fact be

a defining moment for many poor farm-
ers and poor countries, especially in
Sub-Saharan Africa, where over two
thirds of the labor force is engaged in
farming, but where agriculture has
underperformed for decades. Increasing
investment in the sector in the right ways
will be critical to seize the longer-term
opportunities that higher prices and
growing markets offer to hundreds of
millions of smallholders.
To boost growth in agriculture

requires sharply increased investments
in core public goods such as agricultural
research, irrigation, education, and
roads and market infrastructure. In
addition, governments must invest in
the institutions to make markets work
better—rural finance, insurance and
information systems.
Returns to these types of investments

are usually high. Average rates of return
on investment in agricultural research
and extension, for example, are in the
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A protester in Dakar demonstrates against the recent price rise for basic foodstuffs during
the traditional May Day march by the National Confederation of Senegalese Workers.
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range of 35 percent in Sub-Saharan Africa, and 50 percent in
Asia. These rates far exceed borrowing costs for developing
countries. Investment in irrigation has also delivered gains of
15-20 percent in Asia, and more recently in Sub-Saharan
Africa as well. Evidence from rural China, India, and Uganda
shows that the highest returns, in terms of both growth and
poverty reduction, come from investments in agricultural
research, rural roads, and education.

Agricultural spending is low and
misdirected in many countries

PUBLIC SPENDING ON AGRICULTURE as a share of agricul-
tural gross domestic product (GDP) tends to be small in those
countries where the investments are most badly needed. In

agriculture-based countries—mostly in Sub-Saharan Africa—
investment in agriculture was only four percent of agricultur-
al GDP in 2004, far less than the 10 percent that Asia spent
during the agricultural growth spurt in the 1980s. Current lev-
els of agricultural spending in Sub-Saharan Africa are grossly
insufficient for sustained growth. This has been underlined in
the New Economic Program for African Development
(NEPAD), which calls for governments to increase agricultur-
al spending to 10 percent of national budgets.
In Asia and Latin America, the decline in the share of

national budgets for agriculture partly reflects agriculture’s
declining importance in the economy. Nonetheless, reversals
have recently occurred in China, India, and Mexico, where
policymakers have boosted investments in agriculture and
rural development in an effort to fight widespread rural

poverty and to narrow a widening rural-
urban income gap.
But in much of the world, public

investment is not only toomeager, but is
directed to the wrong areas: spending on
private goods, such as input subsidies
and transfer payments that benefit
mostly richer farmers. Thus, improving
the quality of public spending—the effi-
ciency and equity with which agricultural
resources are used—is often more
important than increasing the level of
public investment.
Not all subsidies are unproductive.

Subsidies can be a useful part of a
broader strategy to overcome market
failures from high transactions costs
and risks due to poor infrastructure and
access to information on new technolo-
gies. But subsidies have seldom been
used in this way. More often, invest-
ments that promise high returns are
sacrificed as governments devote scarce
resources to subsidize farmers’ fertiliz-
er and other inputs. In Zambia, 37 per-
cent of the agricultural budget was spent
on fertilizer subsidies in 2003-04,
while only 15 percent was spent on
research, extension services, and rural
infrastructure—investments that have
shown high payoffs elsewhere.

Investing in agriculture’s
long-term future

Research and development: Driven by
rapidly growing private investment in
research and development (R&D), the
knowledge divide between industrial
and developing countries is widening.
Including both public and private
sources, developing countries invest

Dam construction in Malawi
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only one-ninth of what industrial
countries put into agriculture R&D
as a share of agricultural GDP.
To narrow this divide, sharply

increased investments in R&D
must be at the top of the policy
agenda. Many international and
national investments in R&D have
paid off handsomely, with an
average internal rate of return of
43 percent in 700 R&D projects
evaluated in developing countries
in all regions. But global and
national failures of markets and
governance lead to serious under-
investment in R&D and in inno-
vation systems more generally,
particularly in the agriculture-
based countries.
While investment in agricul-

tural R&D tripled in China and
India over the past 20 years, it
increased by barely a fifth in Sub-
Saharan Africa (declining in about
half of the countries there).
African countries are additionally
disadvantaged by the fact that the
specificity of their agro-ecological
features leaves them less able than
other regions to benefit from international technology trans-
fers. Low investments in R&D and low international transfers
of technology have gone hand in hand with stagnant produc-
tivity of food crops in Sub-Saharan Africa, resulting in a
widening yield gap with the rest of the world. For these coun-
tries, sharply increased investment and regional cooperation
in R&D is essential.
Low spending is only part of the problem. Many public

research organizations face serious leadership, management,
and financial constraints that require urgent attention. But
higher-value markets open new opportunities for the private
sector to foster innovation along the value chain. Grasping
them often requires partnerships among the public sector,
private sector, farmers, and civil society in financing, devel-
oping, and adapting innovation.

Water and irrigation: Access to water and irrigation is a
major determinant of agricultural productivity and the stabil-
ity of yields. Irrigated land produces more than double the
yield of rainfed land. In Sub-SaharanAfrica, only four percent
of the area in production is under irrigation, compared with
39 percent in South Asia and 29 percent in East Asia. With cli-
mate change making rainfed agriculture more risky, and
reducing glacial runoff, investment in water storage is essen-
tial. Even with growing water scarcity and rising costs of large-
scale irrigation schemes, there are many opportunities to
enhance productivity by revamping existing schemes and
expanding small-scale schemes and water harvesting. Mali’s
Office du Niger invested in the maintenance of irrigation

facilities and reform of irrigation management, resulting in
an almost tripling of total rice production. Nigeria’s Fadama
project is an example of successful development of small scale
irrigation schemes that has benefitted over 3 million people.

Rural roads and markets: Inadequate transport infra-
structure and services in rural areas push up marketing costs,
undermining localmarkets and exports. This is especially true
in Africa, where less than 50 percent of the rural population
lives close to an all-season road. Trader surveys in Benin,
Madagascar, and Malawi find that transport costs account for
50–60 percent of total marketing costs. Improved roads are
needed to link farmers and the rural economy to local, region-
al, and international markets. Grants through community
driven development programs have been effective in building
feeder roads in many countries.
Beyond investments in infrastructure, promising innova-

tions include commodity exchanges, market information sys-
tems based on rural radio and shortmessaging systems, ware-
house receipts, andmarket-based riskmanagement tools. For
high value products (horticulture, meat) competing in
demanding export markets, addressing the stringent sanitary
and phytosanitary standards in global markets is an even big-
ger challenge, especially for small farmers. Doing it well
depends on joint public and private efforts in policy (food
safety legislation), research (risk assessment, good practices),
infrastructure (export processing facilities), oversight (dis-
ease surveillance) and above all, building strong and effective
organizations of farmers.

Rural roads in East Africa.
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The spread of new information technologies is greatly
improving market performance by reducing search and
transport costs. For example, in India, the Ministry of
Agriculture operates AgMark Net, which collects price infor-
mation from wholesale markets nationwide and disseminates
it through the Internet. In West Africa, a public private part-
nership set up TradeNet, a trading platform that allows sellers
and buyers to get into contact over the Internet and by cell
phones. Market information systems also disseminate price
information in Kenya, Mozambique, and Senegal, using a mix
of Internet, short message service (SMS), voicemail, radio,
and market chalkboards. Local FM radio broadcasts market
information in Mali and Uganda.

Education:While land and water are critical assets in rural
areas, education is often themost valuable asset for rural peo-
ple to pursue opportunities in the new agriculture, obtain
skilled jobs, start businesses in the rural nonfarm economy,
and migrate successfully. Yet education levels in rural areas
tend to be dismally low worldwide: an average of four years for
rural adult males and less than three years for rural adult
females in Sub-Saharan Africa, South Asia, and the Middle
East and North Africa.
Improving basic rural education has been slower than in

urban areas. Where demand for education is lagging among
rural households, it can be enhanced through cash transfers
(as in Bangladesh, Brazil, and Mexico) conditional on school
attendance. However, increasingly it is the quality of rural
education that requires the most improvement, with educa-
tion conceived broadly to include vocational training that can
provide technical and business skills that are useful in the
new agriculture and the rural nonfarm economy.

New commitment to agriculture

MOST PROJECTIONS SUGGEST that food prices will be high-
er relative to the past two decades. Amid climate change and
growing pressure on land and water, the pressure is on the
agricultural sector to provide food, feed and fuel at affordable
prices. Delivering on this demand to help solve the food, feed
and fuel crises depends on mobilizing political support, at
national and international levels, to invest in agriculture—
especially in Africa—as never before. Over the longer-term,
seizing this opportunity means finding the skills and
resources to invest in rural infrastructure, water and irriga-
tion services, education and agricultural R&D. A sustained
effort in these directions promises farmers a chance to be full
participants, responding to price signals in busy agricultural
markets, and prospering as a result.
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management instruments e.g. warehouse receipts, futures
and options andweather-based insurance products (see other
articles in this volume).
All the policy responses reviewed above can have signifi-

cant fiscal implications. The macroeconomic consequences
of higher spending depend largely on how they will be
financed. Additional budgetary costs financed via higher
domestic borrowing can lead to higher overall inflation, while
transferring costs to non-poor taxpayers may or may not be
politically feasible. Diverting resources from other social sec-
tor spending or core public investments may have medium-
and long-run opportunity costs, but may also provide an
opportunity to reduce lower priority expenditures and reallo-
cate these resources.
Sound policy choices will be the most efficient economi-

cally, yet also take political economy considerations into
account. In some cases, first or second-best policies may not
be feasible ormay involve difficult political choices. In gener-
al, government policy choices are likely to be better accepted
if accompanied by a transparent and effective communica-
tions strategy on the causes of high food prices and accompa-
nying policy measures.
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Notes

1 Global grain demand (excluding bio-fuels) increased by 1.3% per year
between 2000 and 2007 and in East Asia (including China) it increased by
only 0.3% annually during this period. The switch from basic staples as
incomes have risen, and the greater efficiency of livestock feeding, has con-
tributed to this slow growth in demand. Droughts in Australia have reduced
exports by around ten million tons of grains in 2006 and 2007, equivalent
to about 4% of global grain exports.

2 Food stamps are the most frequently used form of near-cash transfer.

3 Self-targeted programs are designed to minimize the incentives the non-
poor may have in participating, typically achieved through a mix of rationing
benefits (e.g. limiting food quantities), physical requirements (e.g. manual
work for food), and queuing.

R i s i n g F o o d P r i c e s
c o n t i n u e d f r om p a g e 8


