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This Island Nation or Global Citizen? paper is the first in a series of policy reports from World Vision
Australia that seek to provide guidance to a key current international issue by combining insights from a
global expert and World Vision’s experience working with 100 million of the world’s poorest people. It
continues our long-standing series of reports looking at how the Australian Government, Australian
development NGOs and the Australian people can make a difference around the globe.

The world today is suffering its second recent food crisis and reductions in hunger have stalled. In East

Africa millions are experiencing famine conditions — | have just been to the refugee camps in Kenya to try
to convey the urgency of this issue to people in Australia. Around the world almost 1,000 million people
are hungry and almost 200 million of these are children under five — this is a long term, silent emergency.

Since 2008 global bodies have begun to focus on food and agriculture, and upcoming meetings of the UN,
CHOGM and the G20 will all be considering how to reduce hunger and improve nutrition for people in
poorer countries.

It is widely recognised amongst policy makers and governments that greater assistance for farmers is
critical — particularly for small scale farmers who make up the bulk of the poor and hungry in most
developing nations. But how can we best help support the millions of small scale farmers around the
world?

In this paper Steve Wiggins, from the Overseas Development Institute in the UK, proposes a clear
strategy. The work that World Vision is already doing with farmers around the world is also highlighted.

| hope that policy makers, development staff and members of the public interested in the issues of food
security and rural development find this paper an accessible and thought provoking resource.

Tim Costello
CEO, World Vision Australia
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Food prices are at near record levels around the world, there is a famine in East Africa and progress on
MDG | — to reduce hunger — has stalled.

The World Vision International Partnership is working in almost 100 countries to try to improve food
security and nutrition. We work in partnership with farmers, families and communities on the ground and
at national, regional and global levels to ensure that policies and practices minimise hunger and maximise
nutrition. Our special focus is on the first 1,000 days of each child’s life from conception to age two, as
these are the most critical for physical and cognitive development and establish the fundamentals of
lifelong nutritional security.

World Vision has pushed for food and agriculture to be a focal issue of CHOGM and we are making four
recommendations to the G20 to facilitate improved food security and nutrition for the world’s poor:

I. Work with governments, the UN, other transnational bodies, civil society and the private sector
to develop a global strategy and mechanisms that ensure early and effective response to prevent
acute food insecurity and malnutrition.

2. Ensure that agriculture and food security policies and programs include improved nutrition
outcomes for women and children as a key objective.

3. Implement systems and mechanisms that reduce extreme and volatile food prices by increasing
market transparency and reducing the impact of biofuels on food prices.

4. Provide increased and better coordinated support for small scale farmers.

Recommendation four above has been echoed by many food security, agriculture and nutrition experts —
but why is small scale farming so important and what sort of support is required? The purpose of this
report is to answer that question.

Steve Wiggins has been working on agricultural and rural development in Africa and Latin America for
almost 40 years and is a Research Fellow at the Overseas Development Institute (ODI) in the United
Kingdom. In his paper, which forms the body of this report, Steve explains why the role of the 430 million
small scale farmers in the world is so important to rural and broader national development and proposes
a clear strategy to support rural development in general and small scale farmers in particular.

His recommendations, which World Vision Australia supports, provide a framework for countries,
multilateral agencies and NGOs to analyse rural development needs and clear guidance for priority action
to help small farmers.

The recommendations are:

. OECD countries need to reform their agricultural policies that reduce returns to developing
world farmers, such as export subsidies, high tariffs on processed agricultural produce, and payments
to farmers that encourage production beyond what the market would demand. Policies to encourage
biofuels need review, especially inflexible mandates on volumes of production.

2. Developing country governments, donor countries and NGOs should continue to increase their
support to agriculture and for smallholder development. Donors need to provide that
support in line with Paris Declaration principles — to assist national efforts with minimal conditions.
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3. Governments should stimulate agriculture through attention and investment in
fundamentals: creating a rural environment that encourages investment and innovation and
removes obstacles to these; providing rural public goods — roads, investments in people, research,
appropriate technologies and extension — and resist spending on other things (such as subsidies)
that might detract from these fundamentals; and address failures in rural markets. Policy does not
have to be perfect: making progress with these fundamentals almost always pays off.

4. Most of the agenda is straightforward, but addressing market failures such as reducing transaction
costs in rural financial systems, or strengthening the property rights of poor people, is not. Therefore
encourage FAO with IFPRI to review experiences, synthesise lessons and spread cross-
country learning. NGOs and other civil society organisations also have an important role in
assisting farmers to address market failures and in documenting and disseminating lessons.

5. Climate change and water scarcity will become ever more critical in the next two decades.
Fund research into solutions, begin pilot programs, and make sure we learn from them. OECD
countries need to commit the funds necessary to meet the challenge of climate change.

6. Support the poorest, especially women. Ensure their rights are observed and that well targeted
social support is available where necessary. NGOs can play a key role in advocating for the needs of
the poor and helping farmers work together to meet their needs.

s

Simple strategies can boost productivity: In Mozambique labour is scarce. Cultivating a hectare of land by hand
can take as long as a month. However, with oxen, a hectare of land can be plowed in five days. To help farmers
become more effecient World Vision introduced a program of animal traction and training. To enter the program
farmers were required to pay $324 and at the end they received a pair of young oxen, a plough and cart. While the
program was subsidised the willingness of poor farmers to pay such a high entry fee demonstrated their interest and
commitment. After one year farmers made an average of $309 from ploughing and transporting activities. In fact the
transport in rural areas of Mozambique is so scarce that transporting grain and other goods to market became a big
income earner. Several farmers were also able to purchase more cattle with their earnings.
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Around 1,000 million people are now hungry and 200 million children in the developing world are
chronically malnourished. MDGI — to halve the proportion of people who suffer from hunger — is far off-
target and progress seems to have stalled.!

While there had been evidence for some time that progress on food security was too slow, steep food
price rises in 2007-08 brought international attention to the issue.

In its December 2007 Food Policy Report, the International Food Policy Research Institute (IFPRI) talked of
‘The world food equation, rewritten’. Both the speed of price increases in the main global food staples,
and the extent of the price rises, forced a re-examination of the basic drivers of world food demand and
supply. This examination of the causes of the 2008 food crisis is still underway. In part this is because the
importance of various causes is being reassessed as new data and analysis becomes available. But it is also
because the food crisis since 2010 has entered a second phase which reinforces the precarious and
deteriorating food security position of many people on the planet.

Before considering the causes of the crisis, it is worth clarifying the concept of food security. Current
thinking emphasises four main elements — availability, stability, access, and utilisation:

e Awvailability is about the productive capacity of agriculture and the effectiveness of markets to
provide incentives to increase production.

e Stability relates to the ability of people to consume adequate food on a sustained basis. Hence it
focuses on income volatility and the adequacy of savings or other reserves to act as buffers
against food scarcity.

e Access is concerned with the ability of individuals to have control over the resources (including
legal and social as well as economic) necessary to ensure a nutritious diet.

e Utilisation relates to the health, safety, nutrition and quality of food that allows people to actually
benefit from the food that is available to them.

The food crisis which came to prominence in 2008 initially had greatest impact on food access, but has
affected all the dimensions of food security.

The scale of the price shock that peaked in 2008 is readily apparent from Figure 1, as is the second round
shock that started to build from mid 2010.

The increases in the prices of staple foods varied, but all recorded substantial rises. From January 2005 to
their respective peaks in 2008, wheat (hard red winter) prices rose by 186 percent, maize (US No.2
Yellow) by 199 percent, and rice (Thai 5 percent broken) by 252 percent. The prices of important
regional staples also increased. For example sorghum prices rose by 191 percent over the period, and
barley by 174 percent. As can be seen in Figure | prices did not return to previous low levels after 2008
and they have now climbed back again to similar peaks.

The increases in food price rises have been part of a wider commodity price boom. The boom is
unusually broad based, and includes energy (coal, oil and gas), metals, fertilisers, and a range of industrial
crops. In many of these commodities, the 2007-08 boom was also unusually strong, with price increases
typically well above the average of earlier booms.

SUN.MDG Report20F
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Figure | Global Food Price Movements
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The initial assessment of the food price crisis drew attention to a range of contributing forces including:

J Extremely low global cereal stocks.

J The actions of speculators on global commodity markets, who assumed that rising prices would
continue.

. Expansion of biofuel production. A range of studies have estimated biofuels have contributed as
much as 30 percent of the increase in food prices (IMF, FAO, IFPRI).

J Very inelastic supply responses in the short-term. IFPRI estimated that while global demand for
grains increased by 8 percent from 2000 to 2006, prices rose by around 50 percent.?

) Export restrictions by a number of food exporters including India, Indonesia, Thailand, Kazakhstan
and Vietnam in an attempt to keep domestic prices down.

J Climate change, as apparent in the severe drought episode in Australia and the Ukraine.
Unprocessed food exports from Australia in 2007 were down 29 percent on 2006.3 The lack of
water for irrigation meant that the area planted to rice in Australia was the smallest since the
industry commenced in the early 1920s.# Drought in the Ukraine in 2006 and 2007 reduced
wheat production and saw the introduction of export bans.

J The impact of higher oil prices on food production costs, reflecting the growing importance of oil
based inputs into farming (particularly fertilisers, pesticides, machinery and transport).

J Strong income growth, not just in the developed countries and China, but also in a range of poor
countries. The IMF estimated that 22 of the 34 most food insecure countries achieved national

*Joachim-von-Braun op.cit p.5

* Department of-Foreign-Affairs and Trade Summary of Australia’s Trade http://www.dfat.gov.au/publications/stats-pubs/mtd/australia_trade_0208.pdf
+ABARE http:/[www.abareconomics:com/interactive/08acr_feb/
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income growth of 5-16 percent per annum between 2004 and 2006.5 Rising incomes have allowed
increased demand for higher protein foods.

. Increasing urbanisation, with a rising share of national populations living in urban rather than rural
areas, and demanding rather than supplying food.

J The changing diets of the burgeoning middle classes in China, India and elsewhere who are
consuming more meat and dairy products — some of which is produced from grain-fed animals.

The peak in food prices in mid-2008 has continued to be studied. In 2010, Derek Headey and Shenggen
Fan reassessed the factors cited as significant causes of the food price crisis in order to better determine
their relative importance. On the demand side, they found little evidence that strong growth in China and
India contributed much to the price surge, as both countries imported relatively little food. Further, while
the energy imports of both countries (particularly China’s) had been growing strongly, this was only one
of a number of factors causing oil prices to rise. On the supply side, while the long run trend of declining
yield growth in cereal production and related falls in investment in agricultural R&D is a genuine problem,
neither its scale nor its geographical impact aligned with the food price crisis as it played out in 2007-
2008. Similarly, Headey and Fan found little hard evidence that either low grain stocks or greater
speculative activity in agricultural futures markets were major reasons for the price surge.

More convincing are four sets of forces:

I. Strong demand for maize for biofuels, which influenced not only maize prices but also the prices
of close substitutes including wheat and rice.

2. A weak US dollar and strong foreign currency reserves in some countries which encouraged
demand and put upward pressure on US dollar prices.

3. High oil prices which raised fertiliser, food production and distribution costs.

4. Some shorter-term events, notably drought in some major wheat producing areas, and some
trade shocks, notably India’s ban on rice exports.

Sharp rises in the prices of basic foods inevitably hit the poor hardest, as the poorest people spend two-
thirds or more of their income on food. The food crisis has probably pushed around 100 million more
people into extreme poverty, living on US$1.25 or less a day. However, the impact of high food prices
cannot be seen simply as an across-the-board reduction in real income. Higher food prices have different
impacts on different groups. As the World Bank has noted:

Despite widespread concern about the impacts of high food prices on poor people and social
stability, little hard information appears to be available on actual impacts on poor people. The
overall impact on poverty rates in poor countries depends on whether the gains to poor net
producers outweigh the adverse impacts on poor consumers. Whether higher food prices improve
or worsen the situation of particular households depends importantly on the products involved;
the patterns of household incomes and expenditures; and the policy response of governments.6

Modelling by the World Bank? has helped quantify the diversity of these impacts. Using growth in key
food commodity prices between 2005 and 2007, two World Bank economists found that while the
aggregate impact was negative on a group of nine developing countries, Vietnam and Peru would likely
have benefited. Overall, the poverty rate for the nine countries was estimated to have increased by 3.0

>-Quoted-inJoachim von Braun ‘The world food situation’ International Food Policy Research Institute Food Policy Report no.18 (December 2007) p.|
¢ Maros Ivanic and Will- Martin ‘Implications of higher global food prices for poverty in low-income countries’ World Bank (April 2008)
“Maros-lvanic and-Will-Martin-op:cit. pp. 15-17 and Table 5
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percentage points, but to have fallen by 2.0 percentage points in Vietnam and by 0.2 of a point in Peru. On
the other side of the ledger, poverty rates in Nicaragua and Zambia were estimated to have increased by
7.8 and 5.0 percentage points respectively. These findings depend on a number of definitions and
assumptions, but do highlight the likelihood of different responses among the diverse group of countries
classified as low income. Importantly, the study reinforced the idea that the impact of a global food price
shock is considerably more complex than a regional famine episode resulting from adverse seasonal
conditions.

The impact of price volatility on food security is also complex. A basic concern about price volatility is
that it will discourage farmers, particularly poor smallholders, from increasing production when prices are
high out of fear that prices will have fallen sharply by the time their increased harvest is ready for sale.
Past episodes of price volatility have typically been short lived, but a recent study has raised the chance of
increased volatility in the future. Possible causes include greater climate variability due to global warming,
more volatile oil prices (which would affect food prices directly and through their impact on the
attractiveness of food-based biofuels) and greater index-based speculation in food commodities. The
impact of these various influences will not be apparent for some time, but any sustained increase in
agricultural price volatility is likely to make at least some contribution to greater food insecurity.

Despite these qualifications, large and sustained rises in food prices have substantial consequences for the
poor communities with which World Vision works.

In response to the 2008 crisis, the United Nations, G8 and G20 all took steps to ameliorate the short
term crisis and support longer term solutions.

The Food and Agricultural Organization of the UN (FAO) convened a High Level Conference on Food
Security in Rome in June 2008. The conference focused on the challenges of climate change, bioenergy,
rising food prices and the drop in agricultural assistance to developing countries. Its concluding
declaration called for coordinated action to increase food production, reduce trade restrictions and
increase agricultural research.

The G8 Summit in Toyako followed in July 2008. Leaders issued a Statement on Food Security that called
for short term relief, access to fertilisers, market liberalisation, agricultural investment and research, and
improved infrastructure. The statement announced intentions to form a global partnership on agriculture
and food including all relevant actors from rich and poor countries.

Then in 2009 leaders at the G8 Summit in L’Aquila approved the L’Aquila Food Security Initiative (AFSI).
The initiative committed to a goal of US$20 billion investment in rural development in poor countries
over three years (later increased to US$22 billion) from G8 and AFSI partners. Leaders also called for a
reduction in trade distortions, strengthened global and local governance, increased financing of
agriculture, access to seeds and fertilisers, and greater involvement of civil society and the private sector.

As food prices dropped after their peak in 2008 international attention turned elsewhere, however when
prices began to rise significantly once more in 2010 concern about food security lifted once more.
Government leaders and officials met in Rome for the World Summit on Food Security in November
2010. The Summit’s Declaration pledged renewed commitment to eradicate hunger, reverse the decline
in agriculture funding and promote new investment in rural infrastructure and agricultural research. Heads
of State and Government agreed to base their commitments on the Five Rome Principles originally
launched at L’Aquila: investing in country-owned plans, fostering strategic coordination at national,
regional and global level, striving for a comprehensive approach, ensuring a strong role for the multilateral
system and ensuring a sustained and substantial commitment to invest in agriculture, food security and
nutrition.
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Since 2008 there has been some significant action to lift support for agriculture and improve response
mechanisms but as of June this year only a little over half of the L’Aquila money had been allocated® and
the share of internal aid to food security and rural development remains historically low.

The G20 is now considering recommendations from a range of expert bodies including the UN, World
Bank and OECD on strategies to reduce food price volatility, improve agricultural productivity and build
food supply resilience. The G20 Development Working Group recently recommended that G20 leaders
place smallholder producers at the core of food security policies.?

But why are smallholder producers so critical and what policies would actually help them?

Working with nature to increase yields and build resilience: Where appropriate, World Vision assists
farmers to rehabilitate their farmlands and cope with the challenges of climate change through Farmer Managed
Natural Regeneration. Developed by Tony Rinaudo of World Vision Australia, this approach re-establishes
traditional coppicing of trees on farmland which reduces erosion, provides organic matter for the soil and timber for
domestic use, and shade and fodder for animals. The practice had been lost to large areas because of poverty and
resource pressures, poor land management strategies and a lack of farmer security over land. To date it has
transformed millions of hectares of degraded farmland across Africa and doubled farmers’ incomes. Farmer Managed
Natural Regeneration is low-cost, rapid, not dependent on external inputs, and easily replicated. Here Halidou
Gangara from the Maradi Region of Niger inspects his garden showing crops growing right up to the base of the
trees.

|I|tx Report on G8 Commitments on Health and Food Security.

£2011 De
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The need to invigorate agriculture is now widely accepted: the declarations from the G8 summit at
L’Aquila and the G20 at Pittsburgh in 2009 make this clear.

Yet despite the large majority of the world’s farms being smallholdings — see Box A — there is less
agreement that increased agricultural production will come from small farms. Indeed, some doubt the
potential of small farms, arguing that they lack economies of scale, capital to invest and know-how
necessary to succeed in a globalised and competitive world. Here is Paul Collier (2008) writing about
Africa:

reluctant peasants are right: their mode of production is ill suited to modern
agricultural production, in which scale is helpful. In modern agriculture, technology is fast-
evolving, investment is lumpy, the private provision of transportation infrastructure is
necessary to counter the lack of its public provision, consumer food fashions are fast-
changing and best met by integrated marketing chains, and regulatory standards are rising
toward the holy grail of the traceability of produce back to its source.

His doubts are often shared by political leaders in the developing world. The suspicion that smallholders
are ill equipped for progress — indeed that they are imbued with ‘traditional’ and conservative attitudes
that makes them actively resistant to progress — is longstanding.'® Many governments have translated
these views into low budgets for small scale agricultural development, and worse, the adoption of policies
that have not only favoured urban interests but also taxed the peasantry, at times severely (Lipton 1977,
Krueger et al. 1991).

There is no universally accepted definition of a small farm. ‘Small’ may refer to number of workers, capital
invested, or amount of land worked. Land is the criterion most commonly appreciated, but given the
differing potential of land in soil quality and rains, a single measurement hardly captures the sense of limited
resources.

With these qualifications, FAO has adopted a two hectare threshold as a broad measure of a small farm.
There are roughly 450 million farms in the world smaller than two hectares (Nagayets 2005). They are
home to some 32 percent of the world’s population: within the developing world, there are 430 million,
home to 39 percent of the population.

(IFPRI 2005).

Interestingly, while average farm sizes in OECD countries have long been rising, in most developing
countries rapid population growth means that rural populations are rising despite out-migration to urban
areas, resulting in falling average farm sizes. Hence the number of small farms is, if anything, increasing.

A better way of capturing one of the most important characteristics of small farms — the management of
labour — would be to refer to farms operated by families, where both management of the farm and most of
the labour come from the household. Family farms can operate quite large areas when operations have
been mechanised. Most farms in OECD countries remain household enterprises.

"%t is nosurprise, then, that the term ‘peasant’ — derived from the French for persons from the countryside — is often used to disparage small
farmers:
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With about 430 million small farms in the developing world, the case for agricultural development based
on smallholdings needs to be restated. Three linked arguments are central:

I.  Smallholder development can lead to the direct reduction of poverty and hunger, given the high
incidence — see Box A — amongst those living on small farms. This effect is greater than would apply
were increases in agricultural production to come from larger farms, by creating jobs for workers
from smallholdings, for the next two reasons;

2. Small farms use labour more intensively than larger farms. Farm labour can vary considerably by
effort and quality since operations depend heavily on manual skill. Hence hired labour requires
supervision, at higher cost than household labour that is effectively self-supervising. Hence surveys
repeatedly show that small farms use more labour per unit of land than large farms;

3. Smallholder development can create strong links to the rest of the rural economy, both through
hiring in extra labour from neighbours at peak times (small farms have lower costs in contracting
labour than larger farms) but above all through consumption links. When small farmers spend extra
income, they tend to spend locally — on better housing, simple furniture, clothing, entertainment,
education for their children, etc — so that jobs are created in the rural economy. See Box B for a
remarkable example from the green revolution in southern India. Larger farmers, on the other hand,
may spend much of their additional income on goods brought in from urban economies.

During the 1970s in North Arcot District, Tamil Nadu modest increases in produce from irrigated farming —
as green revolution varieties of rice generated average production increases of 1.5 percent a year over the
decade — led to a doubling of real incomes and welfare of the poorest in the surveyed villages, including
landless labourers (see Figure BI).

Figure Bl Changes in real incomes, resurveyed villages, North Arcot District, Tamil Nadu,
1973/74 and 1983/84
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It appears that increased production of rice, plus the introduction of dairy cattle on a small scale, led to
more demand for workers in input supply, in processing and marketing of produce, and in local services
and manufacturing to meet the demand of farmers with additional incomes. Moreover, it seems that small
farmers withdrew from the rural labour market: their more productive farms now absorbed household
labour, while income rises made working for low pay off the farm unattractive. The combination of
reduced supply of labour and increased demand for workers meant more paid days and increased wages
for landless labourers, thereby generating the remarkable improvements in incomes seen.

These results depended on conditions that applied at that time: for example, it helped that the new rice
technologies tended to require more labour since most operations could not readily be mechanised;
similarly the dairy development was intensive in labour. In addition to promoting these technologies, the
government was at the same time investing in rural roads, electrification, training, and offering subsidised
credit — often with grants — to small businesses in rural areas: all of these helped the response to the
stimulus of faster agricultural growth. Source: Hazell & Ramasamy 1991

Three arguments are often voiced against focusing agricultural development on small farms, although all
can be rebutted. These are:

I. Small farms are inefficient, because smallholders may lack capital and the ability to buy fertiliser, good
quality seed, or to invest in irrigation, and so on, or because they are too small to capture economies
of scale. Were this the case,

It is also notable that most renting of land is from larger
to smaller farms: if larger farms were more efficient this would not make sense. Economies of scale
are surprisingly limited in most agricultural enterprises. This is one reason that across the world, the
majority of farms are operated by families at the scale they can manage, rather than by corporations
farming tens of thousands of hectares.

2. Even if small farms have had advantages in labour management and local knowledge, new technologies
may require information, expensive machinery or costly inputs that small farmers cannot afford; while
increasing requirements for quality, consistency, timeliness, and traceability through the supply chain
favour larger-scale farms. These points are most likely to apply to high-value produce grown for
demanding customers using sophisticated technology, as usually applies with flowers, fruit and
vegetables.

Clearly these developments can marginalise small farms. In Kenya, the application of EurepGAP codes
in 2005 to horticultural produce caused the collapse of exports of baby corn, passion fruit and green
beans from small farms enrolled in the DrumNet scheme, since small farmers could not afford the
costs of auditing and certification (Ashraf et al. 2008).

Yet not all agricultural produce is subject to such demands: the supermarkets may dominate supply
chains in some countries, but not all (Traill 2006). Moreover, when supermarket buyers have no
alternative to sourcing from smallholders they have sometimes proved willing to invest in technical
assistance and credit systems to small farmers to improve the quantity, quality and reliability of
supplies (Reardon et al. 2005).

3. Small farms will decline in the future, so why support them now? In the long run, as seen in most
OECD countries, farm sizes grow, the number of farms falls, the share of the labour force working in
agriculture shrinks, and indeed the contribution of farming to the economy as a whole falls relative to
other sectors.!' Hence to support small farms would seem only to delay the inevitable, wasting
resources.

A deceptively-appealing-argument, it overlooks the nature of structural transformations as economies go from being rural and agrarian to urban
and industrial. If-agriculture is-neglected and rapid improvements in farm productivity do not take place, then it is not possible to release factors
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While it is possible to change the scale of farming quite dramatically, moving land from smallholders
to large-scale farmers, the social consequences can be disastrous since rarely do the large farms
provide enough jobs to compensate for the livelihoods lost by former small farmers. Instead the
result has usually been either mass migration — think of the clearances of the Scottish highlands, the
subsequent emigrations to North America, Australia and New Zealand, or deep poverty for the
landless, as was the fate of the English peasants after the waves of enclosures that expropriated land
from small farmers in favour of large farmers in from the 17th to the first half of the 19th centuries.
Not only were the enclosure and clearances unjust, but also it is questionable whether they were
necessary to achieve growth. In New Zealand, for example, the redistribution of land from estates to
family farms between 1870 and 1910 arguably accelerated agricultural growth while creating a more
equal and politically stable society (Hawke 1985, Sutch 1942).

Since agrarian structures will
change over decades, in the meantime, policies are needed for small farmers to allow them to earn
livelihoods — and to allow those whose farms will become full-time commercial operations in the
future to invest and innovate to lay the bases for commercialisation and intensification. How this may
happen is the subject of the next section.

Two scenarios for the future of rural areas in developing countries can readily be imagined. One is
a frequently invoked nightmare. Agriculture stagnates, rising rural populations work ever smaller plots
more intensively but to limited effect. In the process they degrade soils, clear forests, overdraw aquifers.
As the resource base declines, impoverishment accelerates. Millions of former farming households
migrate in desperation to the cities, creating huge slums of poor people searching for the few jobs on
offer.

The alternative sees thriving agriculture that produces staples at low cost as well as higher value
foodstuffs and industrial crops, thereby increasing food supply, providing raw materials for industry, and
generating a surplus for exports to earn foreign exchange. Farmers spend increased incomes and thereby
stimulate the rest of the rural economy, as well as providing a market for infant domestic industries.
Productivity rises on farms, allowing labour, capital and land to be transferred to manufacturing and
services.

Urbanisation takes place at a moderate pace. Those migrating from rural to urban areas do so having
made an informed choice: they have a decent living in the rural areas, but can see better paid jobs in the
towns and cities. Migration from rural areas goes to a broad-based urban hierarchy where there are many
thriving small towns and secondary cities, rather than a megalopolis; these centres helping serve their
regions, so that development is reasonably spread across the landscape. To complete the ideal, rising farm
productivity allows farmers to invest in their land, to conserve resources and maintain ecological
functions.

Clearly the latter is better than the former. Before considering how it may be achieved, a review of rural
differentiation will show that the latter is so much more achievable if agricultural development is broad-
based, with a major role for small farms.

Surveys in rural areas of the developing world repeatedly show considerable economic differences
between households. For example,

of production to-allow-urbanisation and industrialisation (Timmer 2009). Hence the paradox of agricultural development: the more rapid and
successful-this _is,the faster agriculture becomes a small part of the economy.
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Gini coefficients!2 of land access are rarely less than 0.7 while those for livestock are often higher —
implying high degrees of inequality. Figure 2 provides a dramatic example in five countries of eastern
Africa. When farmers are sorted by per capita land size, generally only the top quarter of farm
households have two or more hectares: often 50 percent or more have less than one hectare, and the
bottom quarter have half a hectare or less per household.

Figure 2 Land distribution amongst small farmers in East and Southern Africa, late
1990s. Average land sizes for farmers by quartiles

6
W Top quartile

5 l Second quartile

4 Third quartile
@ M Bottom quartile
g3
(%)
-

2

1

0

Kenya Ethiopia Rwanda Mozambique Zambia
Source: Derived from Jayne et al. 2005 reporting results of surveys of small farmer communities in the 1990s

It is therefore not so surprising that income differences between rural households can be quite high. For
example, surveys of 28 rural regions in seven countries carried out in late 2007 and early 2008 (Losch
2009) found only 8 out of 28 regions with Gini coefficients of household incomes less than 0.4.

Across the world, it seems, rural households have differing access to land, labour, capital, education and
so on that allow some better options and returns for their effort than others. Several frameworks have
been proposed to look at the policy implications. The OECD (2006) has classified rural households into
five ‘rural worlds’, namely: large commercial farms, smallholders who produce commercially, smaller
farms mainly devoted to subsistence, landless labourers, and households barely surviving that need social
assistance. The World Bank (2007) in its flagship World Development Report for 2008, Agriculture in
Development, proposes that rural households have three pathways out of poverty: agriculture, non-farm
jobs, and migrating. Equally simply, Dorward (2009) sets out

J - intensify farming through improving transport, facilitating access to inputs and
credit, investing in technology and through farmer organisations;

) - into the non-farm economy by more education and skills, better health care, and
providing potential migrants with information on opportunities, conferring on them transferable
rights as citizens and facilitating remittances; and,

J - providing social protection for those who have few assets and options, investing in
technology for food staples to allow them to make best use of their small plots, and making sure
that the next generation get a better start than their parents through primary health care, infant
nutrition, and schooling.

<A Gini-coefficient is a-measure of inequality between 0 and | — the closer to | the greater the inequality.
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In these schemes, it is implicit that only some households that currently farm will be full-time
small farmers in the future. The question is: how large a share of the current farming population
might this be? Looking at Figure 2, and imagining that in most areas — peri-urban excepted — it will be
difficult to run a full-time farm on less than two hectares, suggests that one quarter or less of the rural
population can look to a future with an intensified small farm that provides a living for the household.

A more detailed estimate comes from the work of RIMISP, the Latin America network for Rural
Development. They divide family farms into three categories, defined by household assets and the
environment of the household, the latter a combination of market access plus physical conditions for
farming — see Figure 3.

Figure 3 RIMISP’s types of family farms in Latin America

HIGH ASSET POSITION

UNFAVORABLE ENVIRONMENT
INTWNOYIANA FT4VH0AVA

LOW ASSET POSITION

Source: Berdegué & Fuentealba 201 I, based on Berdegué & Escobar 2002
Note: A = Consolidated household farms; B = Transitional household farms; C = Subsistence household farms

Class A farmers (consolidated households) have the assets, access to market and natural resources to
produce more, commercialise and escape poverty in the short run. Subsistence households in Class C, in
contrast, have fewer options: they lack assets, access to markets and good natural resources to farm their
way out of poverty: most of their income comes from off-farm labouring, migration, and transfers. That
said, for this group, farm production may be critical to survival, especially when opportunities off the farm
are scarce. In between are the Class B farmers, households that have some assets, access to market and
natural resources. Given some public support to overcome their current disadvantages, they may be able
to join the Class A households as full-time small farmers.

RIMISP (Schejtman 2008, Soto Baquero et al. 2007, cited in Berdegué & Fuentealba 201 |) have estimated
the number of rural households that may lie in each of these groups for twelve Latin American
countries, '3 to which may be added households that operate large commercial farms and the landless.
Figure 4 shows the resulting distribution of the nearly 19.5 million rural households living in the twelve
Latin American countries in 2008. The striking result is that no more than one third of rural households
have a reasonable prospect of leaving poverty as full-time farm households. Most of those in the other
two-thirds need other options to complement whatever farming they do.

:\\\\\\:\\\\ﬂiﬁ@ B@, B&Eﬁﬁg bia, Ecuador, Guatemala, Mexico, Nicaragua, Paraguay, Peru & Uruguay.
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Figure 4 Estimated Distribution of Rural Households in Twelve Latin American
Countries, 2008
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Source: Calculated using data from Berdegué & Fuentealba 2011, FAOSTAT data on rural populations

Ponder the implications, if these proportions are roughly correct. If agricultural development in these
twelve countries were to rely on large commercial farms alone, then only 3 percent of households will
operate farms: the other 97 percent have to find work on those farms, or off farms. If the most favoured
Class A smallholdings can be developed as well, then 12 percent of households would operate farms and
88 percent would have to find work on those farms, or off farms. If all those small farms that have
sufficient potential can also be developed, adding Class B farms, the ratio becomes 32 percent to 68
percent.

How many jobs are likely to be created rurally in these three cases, and hence how many rural
households might be forced to seek jobs in the cities? The multiplier from family labour of farms to jobs
for others would need to be 32, 7.3 and 2.1 in the three cases. The first two multipliers are so large as to
be unlikely: were agriculture to develop along the first two lines, then either large-scale migration from
rural to urban areas or a large pool of rural unemployed, living in dire poverty, would be the likely
outcome. It thus seems that only the third option, where mid-resource producers are able to generate an
on-farm living, will generate enough jobs. Therefore if we want to allow rural people to escape poverty
we need to help broaden the base of agricultural and rural development.

Even in this case, only one third of rural households would base their livelihoods on full-time farming.
What then happens to the remaining households, and above all to the Class C households who farm, but
with too few assets or in difficult environments? Class C farming households will not necessarily abandon
their farms, even if they are insufficient in size, productivity or location to provide the household with a
living. Most likely they will farm what little land they have, using most of it to grow staples, vegetables,
perhaps produce some milk, eggs, and chicken — all largely for household consumption. As and when
incomes rise from off-farm work, these households may sell off or rent out their land to neighbours who
are full-time farmers.

This, then, sets a two-part policy agenda: how to promote smallholder development,
including the Class B (ie mid-resource) households; and how to stimulate linkages in the
rural economy so that agricultural development helps create decent jobs for the rest of the
rural population.
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There are many ways to classify policies for agricultural and rural development, most often by sub-sector
or topic such as irrigation, agricultural research, etc. Here | will use a scheme that orders policies
hierarchically, beginning with the more general — and potentially most powerful — and running down to
more specific policies, as follows:

e Improve the rural investment climate: law, order, macro-economic stability, competitive exchange
rate, relatively low interest rates, business regulations that do not deter investors, taxes modest
in impact but broadly shared, etc.;!4

e Provide public goods: physical infrastructure — rural roads, electricity, perhaps large-scale
irrigation and drainage where applicable; human development — education, water and sanitation,
health; and public knowledge through research and extension;

e Remedy failures in rural markets.!s Farmers and rural businesses often face difficulty in obtaining
inputs and credit from commercial providers, since transactions costs can be high. Some
intermediaries in rural areas have monopoly power by which they extract undue returns. Rights
to land may not always be secure, discouraging investment in the land and its conservation. Each
of these can mean that investment and innovation does not take place, even when it would be
profitable. Remedying these failures may involve promotion of institutions such as contract
farming or land registration; co-operation by farmers to reduce transactions costs; or even direct
state action to replace the market where it does not function;

e Transfer working or investment capital, in the form of grants or subsidies in inputs and capital
goods, to (usually small-scale, often informal) producers on grounds of failure of credit markets or
poverty of producers; and,

e Transfer payments for consumption, in kind or cash, to households in need.

The list descends from measures likely to benefit everyone, to those that can be increasingly focused on
geographical areas, or groups of people, to those that can be directly delivered to specific households or
individuals. Higher order policies can be seen as necessary, but not sufficient, conditions for the
advancement of different rural groups. The administrative costs of policy tend to rise moving down the
list: it requires little administrative effort to adjust exchange or interest rates; while delivering cash
transfers to specified households may need a small army of staff.

Which policies are most appropriate to different households in rural areas? These policy categories can
then be matched against the needs of the different groups: the three types (A, B, and C) of family farms
discussed with the landless added to Class C, plus large-scale commercial farms and the chronically poor
households where no-one can work on account of age, severe disability or sickness. Figure 5 uses a
matrix of policy categories against groups of households to show how this may be done.

4 Recall the strong arguments mounted in the 1980s about the chronically unfavourable investment climate faced by many smallholders at the
time, on account of ‘negative protection’ — in the form of overvalued exchange rates, heavy industrial protection, onerous taxes on export crops,
and the heavy costs of some public marketing boards (see Schiff & Valdés 1992).

A plea for an encouraging rural investment climate should not be read as a pitc