Document Summary

DFID Growth and poverty reduction: the role of agriculture 

DFID sets out that it has always recognized the importance of agriculture to overall economic development and the reduction of poverty. However, this report states that the international community clearly needs to do more and particularly more on agricultural development so as to reach its Millennium Development Goals. This report is a formal DFID Policy Paper published late 2005 to reiterate and elaborate DFID’s commitment to agricultural development.

The paper builds on the understanding of livelihoods of the (rural) poor and takes the sustainable livelihood approach as the basis for solutions. It focuses on the widening of livelihood options (and thus strategies) to the poor and ultimately improving their livelihood outcomes.  

DFID states that agriculture should be placed at the heart of all the efforts of the international community and national governments to reduce poverty since agricultural development is the basis for sustainable livelihood strategies of the poor, is the engine to wider economic growth and is the key to food security and natural resource management.

Historical perspective
The paper puts agricultural development in its historical context recognizing that the share of agriculture in gross national product tends to decrease when economies grow. It is on the other hand recognized that most countries which have successfully reduced poverty were able to do so as a result of strong agricultural development and rural economic development.

The paper also states that today the circumstances for agricultural development have become harsher due to more difficult market conditions. For example, the world prices of important agricultural commodities including staple foods have fallen steadily and this trend is expected to continue. Prices of important agricultural inputs on the other hand have fallen to a lesser extent which has implied a relative increase of inputs in overall production costs. DFID describes the increasing influence of supermarket chains and transnational companies over food markets and agricultural trade in low income countries. Moreover, these markets experience increasingly stringent product standards of food safety or protection from imported plant and animal diseases.

Moreover, the situation of HIV/AIDS presents an increasing challenge to agricultural growth as it limits the availability and capability of labour, impedes the transfer of agricultural knowledge from one generation to the next, and diverts precious resources from governments, private sector and not in the least from poor households.

Furthermore, the paper describes changing policies such as the withdrawal of the state from food markets, agricultural marketing and direct provision of agricultural services. Many countries take an export-led agricultural development strategy which has helped economic policy reforms and better functioning of national agricultural markets. In many countries public expenditure has also fallen which has had serious repercussions on support to the agricultural sector. 

Despite the historical perspective which shows that agricultural development is not a panacea and despite harsher conditions, DFID states that agriculture is the key to economic development and poverty reduction. It is nicely states that half a century ago very few people saw prospects of reducing poverty in Asia. However, significant progress has been made. It is implied that now it is the turn to Sub-Saharan Africa. While Asia’s relative success was largely based on enormous improvement of irrigated agriculture, the potential for irrigation in Africa is much more limited and could turn out to be much more expensive. Moreover, the irrigation practices have entailed problems of salinisation of land and overexploitation of ground water.

Therefore, DFID puts agriculture at the heart of efforts to combat poverty, but it calls for a new approach to agricultural growth and for better linkages between agriculture and other sectors.

Six guiding principles

The policy paper gives six guiding principles for agricultural development policies so as to ensure maximum impact in the sense of poverty reduction:

1. match with the development stage of the country and reflect the role of agriculture at such development stage;

2. prioritize agricultural sub-sectors or parts of agro-based chains where significant gains are expected with regard to productivity, income multipliers and forward and backward linkages to other economic sectors in the country;

3. focus on strategies to overcome the main bottlenecks felt by agricultural producers and/or actors in agro-based chains that impede improvement of productivity, employment and linkages to other economic sectors;

4. instead of focusing on the agricultural production side, start with and build on the market demand for agricultural produce and emerging market opportunities;

5. ensure complementary of agricultural development initiatives with social protection for the vulnerable groups in society;

6. as sustainability is not an optional issue, ensure sustainable use of natural resources and other productive resources. 

Future direction for agriculture

Following these principles, the paper recommends that agricultural development in poor countries should focus on seven priority areas:

1. creation of a supportive institutional and operational framework;

2. more effective targeting of public spending and use public investment as a trigger to private sector investment;

3. improvement of market functioning and reduction of market failures;

4. filling the agricultural finance gap by establishment of innovative mechanisms and products for rural and agricultural finance;

5. appropriate technology development and its dissemination for benefit of the poor;

6. improvement of the poor people’s access to productive assets, security of property rights and their capacity to use assets effectively;

7. reduction of market distortions in international agricultural markets such as tariff and non-tariff trade barriers.

DFID is committed to improving agriculture, particularly in Africa, as a sustainable contribution to poverty reduction. DFID refrains from working only individually and prefers to collaborate with local governments, other donor organizations and international institutions. It pro-actively engages in partnership structures such as CAADP, NEPAD and public private partnerships.

DFID advocates for a new approach to agricultural growth which is strongly market oriented and guided by market principles (“making markets work better for the poor”). This approach consists of creation of an enabling market environment, supporting organizations, market driven suppliers of (rural) finance and business services accompanied with institutions for a better functioning of markets and protection of the most vulnerable. According to DFID, such an approach has the highest chance of attaining full sustainability.

Comments

The paper is quite innovative where it comes to the emphasis on stimulating those agricultural sub-sectors and/or chain activities where strong income multipliers are expected. This is based on empirical evidence from DFID commissioned studies.

The paper does not pay much attention to the role of agriculture as supplier of environmental services and as manager of natural resources. This is mentioned, but left at that.
Although the paper well describes a number of market conditions that have become harsher over the recent past, it fails to look ahead to the expected conditions as a result of climate change.

The increasing power of supermarket chains and transnational companies is well covered, but its implications of decreased local ownership and influence over national markets, productive chains and resources are not touched.
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