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FOREWORD
 

Checchi and Company is pleased to present the Agricultural Policy
 

Course # 206 to Mission and Washington-based staff of the United States 

Agency for International Development. This course will be held near
 

Fredericksburg, Virginia, roughly 50 miles south of Washington, D.C., from
 

June 1-6, 1986. The course ismade possible by AID's Training Division and
 

by Checchi and Company's ongoing commitment to provide AID with expert
 

policy and technical advice in a wide range of areas through rapid response
 

Indefinite Quantity Contracts and longer-term development assistance 

projects.
 

The Agricultural Policy Course brings together approximately 20 expert
 

lecturers, panel members, trainers and guest speakers to present material
 

and interact with participants throughout the entire week. The Core Staff
 

members are:
 

o Lehman Fletcher, Senior Agricultural Policy Advisor
 

o Malcolm Odell, Rural Development and Training Methods Specialist
 

o Ernest Carter, Agricultural Economist and Course Supervisor
 

Mr. Fletcher received his Ph.D. in Agricultural Economics from the
 

University of California-Berkeley and has 20 years of experience in teach

ing, research and international consulting for agricultural programs world

wide, with particular emphasis in food policy issues. Mr. Odell received
 

his Ph.D. in Development and Rural Sociology from Cornell University and
 

has 25 years of experience with technology transfer programs in Africa and 

Asia, with particular emphasis in evaluation, management and training for
 

agricultural and rural development. Mr. Carter, a member of Checchi and
 

Company's home office professional staff, received his Masters degree in
 

Agricultural Economics from the University of Wisconsin-Madison and has six
 

years of experience in research and international consulting in the United 

States and Asia, with particular emphasis in agricultural development 

strategies and natural resource management schemes. 
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Course structure and content is the sole responsibility of the Core
 

Staff, and course materials should not be copied without the prior consent 
of Checchi and Company, Washington, D.C. We gratefully acknowledge the
 

helpful technical guidance provided us by Mr. Andra Herriott (M/PM/TD) and
 
Mr. Phillip Church (S&T/AGR) of AID/Washington.
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COURSE SUMMARY
 

Designed especially for AID agricultural, economic and rural develop

ment officers, the Agricultural Policy Seminar provides an opportunity for
 

individuals to increase their understanding of economic and other policies
 

which affect agricultural sector performance indeveloping countries. This
 

Seminar is designed to improve participant understanding of key concepts 
and analytical approaches that can assist them to formulate more effective 

strategy statements, to design improved projects and programs geared toward 
increasing host government capacity for agricultural planning and analysis,
 

and to interact successfully with local officials on the subject of agri
cultural policy reform. 

The Seminar was designed around two central themes. First, an in

creased understanding of the policy factors that influence good agricul

tural sector performance and a greater sensitivity toward political and 

institutional realities can enhance the dialogue between AID and the host
 

government on the subject of policy reform. Second, an understanding of 

how to 'move' toward policies that lead to better agricultural sector per

formance, combined with the ability to select appropriate data collection 

systems and analytical approaches can enable AID officers to more effect

ively design and target assistance which builds host government capacity 

for agricultural planning and policy analysis.
 

The Agricultural Policy Seminar covers a wide range of policy issues
 

that 	are of common interest to most developing countries. The major course
 

topics may be summarized as follows:
 

0 Macroeconomic, price and market interventions that affect costs
 
and returns to producers, consumers and the government;
 

o 	 Public support and investment decisions for research and exten
sion, and other services and infrastructure; 

o 	 Parastatal divestiture and increased opportunities for private
 
sector activity; 

o 	 Quantitative methods, agricultural pricing models and micro
computer applications; 



o Data requirements and a comparative review of data systems; and
 

o Institutions and the issues of implementing agricultural policy 
reform and building capacity for agricultural policy planning and
 
analysis.
 

The Agricultural Policy Seminar provides an excellent opportunity for 

participants to exchange ideas and share experiences with their peers and
 

with experts in the field, and although a large amount of material will be
 

covered, participants will undoubtedly wish to pursue issues which are not
 

directly covered by the course. The.following points indicate what the
 

course will and will not accomplish:
 

This 	course will:
 

o 	 assist participants to identify appropriate policy issues and
 
instruments for achieving sectoral and national growth and equity
 
goals;
 

o 	 assist participants to become more effective dialogue and policy
 
reform agents;
 

o 	 improve participants' ability to formulate sectoral strategy 
statements and plan new assistance projects; 

o 	 enable participants to more effectively interact with technical 
assistance teams and define appropriate policy studies; 

o 	 provide an opportunity for formulate action plans for specific 
group and individual' projects. 

This 	course will not: 

o 	 review specific technical issues related to any number of devel
opment-related topics, such as soil conservation, reforestation 
techniques, rain-fed cropping systems, and improved educational 
and health systems; 

o 	 make economists of non-economists nor macro-economists of agri
cultural economists; 

o 	 improve participant negotiation and group dynamics skills;
 

o 	 train participants to become professional policy analysts and
 
experts;
 

These points and others related to the nature and content of the 

course will be reviewed with participants on Sunday during the intro

introduction/orientation session. 
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INTRODUCTION
 

INSTRUCTIONS TO PARTICIPANTS 

A. Course Format and Schedules 

Throughout the week a range of instructional techniques will be used 
including short lectures and discussion periods, small group assignments,
 

role playing, case studies and participant reports. Each day is divided up 
into several sessions of approximately one to two hours in length, separ

ated by 15 to 30 minute breaks. Sessions typically begin at 8:30 AM and 

end at 6:00 PM, with lunches scheduled from 12:00 PM to 1:30 PM and dinners 

beginning at 6:00 PM. Occasionally, time has been set aside for an evening 

session; however, most evenings have been left open to allow participants 

to plan their own activities. Please refer to the Detailed Course Schedule 
for complete information. The Core Staff will inform participants on a 

daily basis of upcoming lecturers and guest speakers and any changes in the
 

schedule of events.
 

B. Attendance, Readings and Preparation
 

Participants are expected to remain overnight at the Johnny Appleseed 

Inn (Best Western) during the entire week. Check in time is 2:00-3:15 PM
 

on Sunday, and check out time is from 7:30-8:30 AM and 12:30-1:30 PM on
 

Friday. Personal baggage should be packed between 7:30-8:30 AM on Friday

and can be left in the room until departure. 

Participants should plan to attend all sessions without exception. It
 

is suggested that evenings be used for informal working group sessions,
 

reading time to prepare for the following days' sessions and social inter

action. A list of daily required and optional readings can be found in
 

this manual directely following the tabbed page for that day, and readings
 

are placed immediately following the session outline pages for each day. 

It is suggested that participants include their notes for each session 

as pages immediately following the session outline pages, so that each
 

person has a personalized 'book' of the course by the end of the week.
 

Supplementary readings are not provided in the course manual; however, a 
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bibliography of suggested readings will be provided at the end of the
 

course along with a form which participants may use to order copies from
 

AID's Training Division in Washington.
 

C. 	 Hotel and Neal Costs 

The per diem of $59.00 for Fredericksburg will adequately cover 

participant daily expenses. Participants should expect to pay for the 

following items: 

o 	 Room Costs; $32.70/day for single occupancy; an additional
 
$16.45/day for dou6le occupancy.
 

o 	 Daily Beverages: $3.00/day
 

0 	 Scheduled Meals: 

Sunday Dinner ----$9.80
 
Monday Lunch ----- $6.58
 
Wednesday Lunch -- $6.58
 
Thursday Lunch --- $6.58
 
Friday Lunch ----- $6.58
 

o 	 Other Unscheduled Meals
 

The hotel accepts travelers checks, and all major credit cards. Pay

ment 	should be made to the Head Office Friday morning.
 

D. 	Working Groups
 

Agricultural policy analysis can be an empty exercise if there is no
 

implementation of results. To assist participants and staff in focusing
 

course activities'on the real world of projects and programs in LDCs, par

ticipants will work individually and in small teams to prepare action plans
 

for implementation after the course is completed. Teams will be formed -
based on shared interests -- on Sunday evening and will meet toward the end 

of each day to integrate seminar concepts into the planning process. On 

Friday morning, teams and individuals will present summaries of these plans
 

in a 	simulated "Report to the Mission Director" for peer and staff review. 

Groups will also have the opportunity to suggest topics of special interest
 

to be covered, where possible, by course staff.
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The following is a formate for the Working Groups: 

Goal: Integration of Seminar Learnings and Job-Specific Activities 

Objective: 	 Prepare Action Plan for Agricultural Policy Activities
 
On-the-Job
 

Team
 
F5Fifation: Based on shared interests to be determined (e.g., PL-480,
 

Pricing Policy, CDSS, Privatization, etc.)
 

Activities:
 

(1) Develop action plans for on-the-job application

(2) Integrate course content and job-specific activities 
(3) Present plans for peer/staff review 
(4) Provide leading questions for staff/presenters 

Suggested Meetings: 
Potential 

Day Approximate Times Topics/Tasks 

Sunday 7:30 - 8:30 PM Goals/Objectives 
Roles/Responsibilities 

Monday 5:00 - 6:00 PM Macro Policy/Pricing 
Issues 

Tuesday 12:15 
5:30 

- 12:45 
- 6:00 

PM 
PM 

Non-Price Issues 
Quantitative Modeling 

Wednesday 7:30 PM - Farmers' Perceptions 

Thursday 11:00 
4:00 

7:15 

- 12:45 
- 5:30

- 9:30 

PM 
PM 

PM 

Data and Information 
Institution Building 
Analytical Techniques 
Preparation of Reports 

Fri day 8:30 - 10:30 AM "Report to the Mission 
Director" 

More detailed guidance will be provided during the course as appro

priate.
 

"Reports to the Mission Director" (Friday 8:30-10:30 AM) will consist
 

of group presentations on major concepts and issues to be addressed and
 

general working plans. Peers will briefly critique the group presenta

tions.
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E. Course Evaluations
 

The purpose of course evaluations is twofold: (1)to receive daily
 

feedback from participants on how the course is proceeding so that the core
 

staff can make adjustments during the week to better tailor the course to
 

perceived needs; and (2)to receive comments from participants on how the
 

course should be further modified to meet AID staff needs in the future.
 

Short evaluations will be required on a daily basis, and a final evaluation
 

will be completed before lunch on Friday.
 

F. Hotel Facilities and Recreation
 

Ernest Carter and his assistant will be available throughout the week 

to answer all questions related to hotel accommodations, facilities and 

local recreation. The hotel has a swimming pool and basketball and volley
ball courts, and there are opportunities for jogging and walking nearby.
 

There are several fast food sitdown restaurants within a block of the 

hotel. Fredericksburg offers some pleasant spots for informal evening get
togethers. 
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,SUMMARY COURSE SCHEDULE, JUNE 1 - 6, 1986 

------- ORIENTATION-----

:Pre-Course Day
:SUNDAY 

LUNCH 


Introduction/

Orientation 

DINNER 
Opening Speaker
 

------- PROBLEM CONCEPTUALIZATION AND ANALYSIS-------


AG SECTOR AND NATIONAL NON-PRICE AG POLICIES 
ECONOMIC DEVELOPMENT * PUBLIC SECTOR 

* PRIVATE SECTOR 

MICROCOMPUTER PRICE 
MODELLING 

:Day 1 :Day 2 
:MONDAY :TUESDAY 

Ag Policy-Analysis Public/Private Sector 
Framework Roles 

Macro Policies
 

Speaker: 

Policy Dialogue 

(econ issues) 


Price and Market Quantitative Methods/ 
Intervention Micro-Computer Modelling 

Concept Analysis
 

ROLE PLAY/ ORGANIZATION/
-SENSITIZING- --- IMPLEMENTATION----- ---- AG POLICY ON THE JOB----

EXACTION DATA AND INFORMATION JOB APPLICATION REPORTS
 
SIMULATION SYSTEMS
 

AID PROJECT AND
 
IMPLEMENTATION EXPERIENCE
 

BUILDING INSTITUTIONAL
 
CAPACITY
 

:Day 3 :Day 4 :Day 5 
:WEDNESDAY :THURSDAY :FRIDAY 

Exaction 	 Data and Information "Report to Mission Director" 
Systems Simulation 

Course Evaluation
 

Speaker:
 
Policy Dialogue
 
(political issues)
 

Exaction 	 Building Institutional
 
Capacity 

* AID Project Expereience 
* Sudan Case Study 
* Local Organizations 

Measuring Impacts of Govern
ment Marketing Interventions 

EVENINGS 
Working Groups ------------------------------------------------------------------


Reading Time -------------------------------------------------------------------



DETAILED 	COURSE SCHEDULE, JUNE 1 - 6, 1986 

June 1 
SUNDAY (Pre-Course Day)
 

1:00-3:15 TRAVEL TO FREDERICKSBURG AND CHECK INTO HOTEL ---.- --------

PERIOD DESCRIPTION _ 	 STAFF 

SESSION 1 OBJECTIVES: Course orientation and introduction. 

- CONTENT: o Staff and participant introductions. 	 Core Staff 
o 	 Introduce course: AID Officers 

* objectives, content and manuals 
* schedules 

o Participants' needs assessment and expectations 
* "visioning" excercise 

DINNER --- Speaker: Opening Address with Discussion 	 Schuh. 
6:00-7:30 

SESSION 2 OBJECTIVES: Working Group formation 	 Odell
 
* goal and objective setting 	 Fletcher 
* roles and responsibilities 
* 	planning for professional presentations Friday 

('Report to Mission Director") 

EVENING o Review course materials. 
8:30-- o Reading time. 



DETAILED COURSE SCHEDULE, JUNE 1 - 6, 1986
 

June 2
 
MONDAY (Day 1-)
 

OBJECTIVES:	 Understand the nature of good agricultural sector performance inrelation to and as 
it is affected by overall national economic policies. Learn to identify the range of agri
cultural policies. Understand how macro policies affect ag sector performance, both 
growth and equity. Analyze costs and benefits useful in evaluating ag policies and 
making decisions about policy reform. 

,PERIOD DESCRIPTION 	 STAFF 

SESSION 1 OBJECTIVES: Understand the nature of good agricultural sector performance in
 
8:30-10 relation to and as it Is affected by overall national economic policies.
 

Learn to identify the range of agricultural policies.
 

CONTENT: a 	Conceptual framework linking national-level policies to overall ag Fletcher
 
sector performance. Types of ag policies and their impacts on
 
production, prices, employment, income distribution and other
 
performance 	variables.
 

o 	Public policies influencing resource allocation and performance in 
the ag sector. 

BREAK 

SESSION 2 OBJECTIVES: Understand how macro, trade and exchange rate policies affect
 
7:30-12:00 incentives for ag production. -Analyze costs and benefits useful in evaluating
 

ag policies and making decisions about policy reform.
 

CONTENT: o 	 Identify key macro policies, and outline how they determine Fletcher 
incentive structures facing ag producers. 

o Evaluate impacts of macro policies using border prices and
 
social opportunity costs.
 

LUNCH --- Speaker: Agricultural Policy Reform Mellor
 
12:00-1:30
 

SESSION 3 OBJECTIVES: To define measures of costs and benefits of ag pricing and market
 
27T7ffl7X intervention policies, and evaluate their use in formulating appropriate
 

policies.
 

CONTENT: o Demand, supply and elasticity concepts. 	 Tweeten
 
o Types of 	inefficiencies.
 
o Costs and 	benefits of market and price interventions. 

BREAK 

SESSION 4 Working Groups Tweeten 
5:00-:0 Core Staff 

--- ---	 DINNER --

EVENING 	 o Working Groups. 
o Reading time. 

\J\
 



I DETAILED COURSE SCHEDULE, JUNE 1 - 6, 1986
 

June 3 
TUESDAY (Day 	2) 

OBJECTIVES:	 To identify non-price agricultural policies and show how they determine the capacity 
of ag producers to respond to price incentives. To demonstrate quantitative techniques 
and models for evaluating price and non-price policies. 

PERIOD 	 DESCRIPTION STAFF 

SESSION 1 	 OBJECTIVES: Understand the problems and how to assist government research
 
8:30-10 	 and extension systems. 

CONTENT: o 	Using the Philippine example investment decisions and institutional Pray
chande will be explored. 

BREAK
 

SESSION 2 	 OBJECTIVES: To identify the role of the private sector and appropriate govern
10:30-12:00 	 ment actions to stimulate private sector participation in food processing, 

product marketing, and input supply activities. Develop action programs for 
AID missions. 

CONTENT: o Review the track record of "privatization". 	 Meissner
 
o Overcoming 	constraints to parastatal divestiture.
 
o Strengthening the private sector. 
o Jamaica Commodity Trading Corporation Case-Study. 

SESSION 3 	 Working Groups Pray 
12:151:45 	 Meissner 

Core Staff
 

LUNCH --- ---

SESSION 4 OBJECTIVES: Understand alternative methods of agricultural policy analysis, 
1:30-2:3 and be able to decide which methods to employ for a given situation. 

CONTENT: o Identify numerical measures that are useful for policy diagnosis. Norton 
a Identify when more formal modeling approaches are appropriate. 

BREAK 

SESSION 5 OBJECTIVES: Distinguish between results obtained from single market and multi
745-415 market policy analysis, and determine data needs. 

CONTENT: o Microcomputer demonstration of the Sudan Pricing Model. 	 D'Silva
 

SESSION 6 	 OBJECTIVES: Gain better insight to the uses and abuses of economic models.
 

CONTENT: o Panel discussion on the uses and,abuses of economic models. 	 Norton, D'Silva
 
Fletcher
 

SESSION 7 Working Groups Norton, D'Silva 
30-6:0 Core Staff 

--- ---	 DINNER 

SESSION 8 o 'Exaction' Briefing Cruz, Whelan 
8:00-9:3 o No reading assignments Rassas 



I DETAILED COURSE SCHEDULE, JUNE 1 - 6, 1986
 

June 4 
WEDNESDAY .(Day 3)
 

OBJECTIVES: Sensitizing participants to a simulated real world situation which places them in the
 
position of farmers, input distributors and government officials. Participants will
 
experience the effect on their lives of changing economic and other enviornmental factors 
some of which can be influenced by agricultural policy.
 

PERIOD DESCRIPTION STAFF 

SESSION 1 CONTENT: 'Exaction' Simulation. Cruz, Whelan
 
8:0F-3:30 Rassas
 

- --- LUNCH -- --

SESSION 2 CONTENT: 'Exaction' Debriefing Fletcher 
Cruz, Whelan 
Odell 

-- INER --- ---

EVENING
T:SU-

o Working Groups 
* Review projects from the perspective of individual 

o Reading time 
'Exaction' assignments. 

\'0
 



I DETAILED COURSE SCHEDULE, JUNE 1 - 6. 1986
 

June 5 
THURSDAY (Day 4)
 

OBJECTIVES: To identify data needs and approaches to improving data bases in support of strengthened 
policy analysis and decision making capabilities in LDCs. To identify institutional and 
organizational needs and appropriate strategies for strengthening policy analysis capability. 

PERIOD DESCRIPTION STAFF
 

SESSION 1 OBJECTIVES: Evaluate and establish priorities for data collection and
 
8:30-10:0 processing in support of ag policy analysis.
 

CONTENT: o Establishing appropriate data bases and systems. Fletcher 
o Comparitive analysis of formal and informal data collection tech- Wigton 
- niques and analysis systems. Herman 

SESSION 2 Working Groups Wigton 
11:001200T Herman 

Core Staff 

LUNCH --- Speaker: Policy Dialogue: "Political Factors in the Ag Policy Process" Lofchie 
12:15-2:00 

SESSION 3a OBJECTIVES: To review the record of AID ag policy and planning projects, and
 
:0W0: outline the implementation process of improving LDC capacity for policy 

analysis. Review the process of local organization participation.
 

CONTENT: o Introduction of the Agricultural Policy and Analysis Project. Hanrahan
 
o Comparative analysis of AID agricultural policy projects. Hanrahan 
o Sudan Case Study. Bateson
 
o Local Organizations. Odell
 

SESSION 3b OBJECTIVES: Review techniques for measuring impacts of government marketing 
2:00-3:30 interventions. -

CONTENT: o Domestic terms of trade.. Fletcher 
o Measures of nominal and"effective rates of protection. 
o Measures of comparative advantage. 

REAK 

SESSION 4 Working Groups Hanrahan 
4:0-530 Core Staff 

--- --- DINNER --

EVENING o Working Groups complete assignments; prepare for presentations on Friday. Core Staff 
771-930 o No reading assignments. 

* Note: Sessions 3a and 3b will be run concurrently, and participants can elect to attend one of these 
sessions.
 

?
 



DETAILED COURSE SCHEDULE, JUNE 1 - 6. 1986
 

June 6 
FRIDAY (Day 5)
 

OBJECTIVES: Outline and present for review a program or project for implementing policy
 
dialogue and improving LDC ag planning and policy analysis capability through 
individual on-the-job assignments.
 

PERIOD 

SESSION 1 
8:30-10:30 

DESCRIPTION 
--- --- -- --- --- ----------- =-- -- --

OBJECTIVES: Present and discuss reports of the Working Groups. Outline 
"Individual Policy Activities and Action Plans". Group interaction 
coming to consensus/differing opinions on how do organize for action. 

- -

STAFF 

CONTENT: o Apply course content through "Report to Mission Director". 
These reports would include issues related to improving the 
policy dialogue process and LDC policy analysis capability. 
Reports by groups and individuals. 

Core Staff 

SESSION 2 
11:00-12:00 

Course evaluation 
Feedback/Discussion 

Staff 
AID Officers 

LUNCH -

2:00-3:30 RETURN TO WASHINGTON, D.C. 

*** Kote: Check out from hotel: 7:30-8:30 and 12:30-1:30. 



LECTURER, TRAINER AND GUEST SPEAKER LIST
 

NAME 


Core Staff:
 

Fletcher, Lee 


Odell, Malcolm 


Carter, Ernest 


Lecturers, Panel Members:
 

Tweeten, Luther
 

Pray, Carl
 

Meissner, Frank
 

Norton, Roger
 

D'Silva, Brian
 

Wigton, William
 

Hermann, Chris
 

Bateson, William
 

Hanrahan, Charles
 

'Exaction' Trainers:
 

Cruz, Paula
 

Whelan, William
 

Rassas, Cheri
 

Guest Speakers:
 

Schuh, Edward
 

Mellor, John
 

Lofchie, Michael
 

TITLE
 

Senior Agricultural Policy Advisor / Professor 

Training Methods Specialist / Synergy Int'l 

Course Supervisor / Checchi 

Agricultural Pricing Policy / Professor 

Public Research and Extension / Professor 

Private Sector and Parastatals / IDB 

Agricultural Pricing Models / Professor 

Price Modeling Specialist / USDA 

Data Collection Systems / Consultant 

Data Collection Systems / AID 

Data Systems and Institutions / Checchi 

Ag Policy Analysis Project Director / Abt 

Lead Trainer / AID 

Lead Trainer / USDA 

Assistant Trainer /-Abt 

Economic Policy Specialist / World Bank
 

Economic Policy Specialist / IFPRI 

African Politics Specialist / Professor
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AGRICULTURAL POLICY SEMINAR
 
Session Outline
 

Session Title: Course Intoduction and Orientation Date: Sunday, June 1
 
Lead Instructors: Core Staff, AID Officers Session #: 1
 
Co-Trainer(s): None Time: 3:30-6:00 pm
 

OBJECTIVE(S):
 

o Core Staff and Participants will become acquainted with each other.
 

o Participants will understand the nature of the course and its limitations. 

o Participants will understand course structure and schedules. 

ABSTRACT:
 

o Participant/Core Staff Introductions. 

o Course Introduction:
 
* objectives, content and manuals 
* schedules 

o Participants' needs assessment and expectations 
* brief presentations on cases and key concerns 
* "visioning" excercise 

READINGS: Required/Optional 

o None 



AGRICULTURAL POLICY SEMINAR
 
Session Outline 

Session Title: Working Group 
Lead Instructor: Odell 
Co-Trainer(s): Fletcher 

Formation Date: Sunda
Session #: 2 

Time: 7:30 

y, June 1 

- 8:30 pm 

OBJECTIVE(S): At the end of this session participants will be able to:
 

o Form Working Groups.
 

o Understand Group/Individual Assignments. 

ABSTRACT: 

o 	Tasks
 

* 	Outline team and individual goals and objectives for the week 
* 	 Plan overall working strategy for "Report to Mission Director" 
* 	Differentiate team and individual roles, expectations 
* 	Outline questions for tomorrow's session to help address team 

goals/objectives 

READINGS: 	 Required/Optional 

o 	None.
 

_P 



DEGRELANDIA
 

NATURAL RESOURCES, ENVIRONMENTAL DEGRADATION AND POLICY REFORM
 

The country of Degrelandia is experiencing severe loss of its 
productive resource base, which is leading to the loss of agricultural 
productivity and the acceleration of rural poverty. In light of this 
national emergency, the government has approached AID for assistance in 
seeking a solution. The Mission Director suspects that many of the
 
country's existing economic and agricultural policies are contributing to
 
this problem.
 

The Mission Director seeks a report for Friday on:
 

a. 	where AID can best invest future assistance funds;
 

b. 	an evaluation of the capacity of existing land tenure and
 
resource management systems to adapt to the exigencies of the
 
problem; and
 

c. 	a program of supporting GOD efforts to implement policy reforms
 
that will help reverse the resource loss problem
 

By Friday:
 

a. 	To a limited extent construct a profile of the economic condi
tions and policies of Degrelandia; 

b. 	Describe the process for assessing the impact of economic and
 
non-economic policies of the deteriorating productive resource
 
base;
 

c. 	Prepare a program to assist GOD to reform its policies to
 
effectively halt the degradation process;
 

d. 	Outline a system of monitoring GOD policy reforms progress in
 
this area.
 

Participants:
 

Wahab
 
Hess
 
Ma xy 
Miller
 
Crawford
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DEGRALANDIA
 

I. 	PROBLEM STATEMENT
 

- Overgrazing on collective rangeland leading to natural resource 
degradation including soil erosion, devegetation and loss of 
productivity.
 

II. EFFECTS OF OVERGRAZING 

- Palatable and nutritious plants are chewed down to nearly ground 
level. 

- Palatable perennials give way to annuals and unpalatable 
perennials. 

- Bare soil is exposed and eventually blown or washed away to 
expose rock.
 

- Loss of forest cover due to lack of regeneration.
 

- Less moisture penetration and retention.
 

-	 Livestock must travel further to.find forage and spend more time 
grazing. 

- Livestock become more susceptible to drought. 

- Low productivity leads to higher meat prices and lower producer 
income. 

III. 	SERIOUSNESS OF PROBLEM INDEGRALANDIA
 

-	 29,000 ha. are deforested each year. 

- Massive soil erosion is decreasing top soil and siltation is 
decreasing the capacity of reservoirs. 

-	 Sheep losses are extreme in the winter months because of animal 
stress and the unavailability of forage.
 

- Ultimately, continued degradation of range resources will 
seriously reduce the productive potential of the agricultural
 
sector.
 

IV. WHY OVERGRAZING OF COLLECTIVE LANDS 

- "Tragedy of Commons" concept. 

- Breakdown of traditional controls over rangeland due to: 
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o Creation of government structure which undermined traditional
 
tribal authority. Especially related to resource management.
 

o Increase in population pressure led to more sheep, owned by a
 
larger number of producers on the range.
 

o Destruction of traditional human migration patterns. 

o Conversion of the most productive collective land from range
 
to private cropland.
 

-	 Livestock patterns and customs which are incompatible with 
effective range mangement. 

o No castration of rams and indiscriminate breeding practices. 

o Lack of breeding regulation.
 

o Maintenance of excess animals as store of wealth.
 

V. 	WEAKNESSES IN CURRENT GOVERNMENT APPROACH/STRUCTURE
 

- Livestock service oriented to poultry, dairy and intensive cattle 
production. 

-	 Livestock service oriented to veterinary care not animal 
production. 

-	 Breeding oriented to phenotype not genotype. 

-	 No linkage between livestock service and extension service. 

-	 Extension service oriented toward crops. 

-	 Decisions on range management efforts do not include producers. 

VI. 	 POLICY CHANGES
 

-	 'ncourage legislation which transfers authority to manage 
collective lands from the appointed local government 
representative to the groupements as they are formed. 

-	 Encourage policy change within MOA to create an animal husbandry 
capacity for extensive livestock especially small ruminants; and
 
a national program for sheep selection especialy oriented toward
 
groupements and coops.
 

- Encourage policy analysis/statistical unit of MOA to examine 
extensive livestock sector issues, such as: 

I
 

I
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o The effect of slaughter tax on offtake (should the tax vary
 
seasonally?)
 

o Measure progress by groupements in improving their-management
 
practices.
 

o Measure benefits of increasing goat herds.
 

o The constraints and opportunities that exist for developing a
 
wool industry based on local production, and eliminating imports 
of wool for the carpet industry. 

VII. 	DONOR AGENCY ACTIONS
 

A. 	Convince other donors to put extensive livestock production on
 
their policy agendas.
 

B. 	Support workshops/seminars on range management; animal production

and strategy preparation. 

C. 	Provide PD & S to assist government in preparing strategy.
 

D. 	Leverage policy reforms with the promise of a Grant Funded
 
Project.
 



MALIMALA
 

AGRICULTURAL RESEARCH AND PRODUCTION POLICY REFORM
 

The Government of Malimala has launched a program of total food self
sufficiency, orienting its agricultural research, extension, credit, and
 
marketing activities toward the production of crops and animal products for
 
which it has no long-run comparative advantage. Other potentially profit
able 	export crops and important domestic food crops are being overlooked.
 

The Mission Director seeks by Friday a report on:
 

a. how to orient the GOM toward a more viable long-run agricultural 
policy of development and trade; 

b. an assessment of which crops and livestock activities to support; 
and 

c. 	a program designed to assist the GOM in implementing a more
 
appropriate research and extension program
 

During the week:
 

a. 	To a limited extent, construct a profile of the economy and
 
agricultural policies of Malimala;
 

b. 	Describe how you would go about assessing a more suitable mix of
 
crops and livestock activities for Malimala;
 

c. 	Formulate a program to assist the GOM toward an appropriately 
targeted and cost effective program of research and extension 
that will focus on several important goals, including:
 

i) food self-sufficiency
 

ii)more equitable growth in farm income
 

d. 	Prepare a system to monitor the GOM's policy reform programs in
 
this area.
 

Participants:
 

Taylor Daniel
 
Miner Alter
 
Newberg Voodzorgbe
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MALIMALA 

COUNTRY PROFILE:
 

Area: 1,250,000 sq. kms.
 

Climate: Semi-arid Tropics
 

3 Population: 7,200,000 (85% engaged in agriculture) 

Major Exports: Cotton, Livestock 

Major Food Crops: Sorghum, Millet, Rice, Peanuts 

Per Capita GNP: $160 

6OM 	POLICY OBJECTIVES: 

1. 	To achieve food self-sufficiency by the year 2000. 

- construction.and rehabilitation of irrigation infrastructure (rice) 

- integration of livestock production into farming systems (forage, 
animal traction)
 

2. 	Improve balance of payments situation by increasing agricultural
 
export production.
 

- cotton production for export 

- taxing livestock exports 

SCENARIO: 

1. 	Rice irrigation schemes not viable.
 

- low fixed producer prices

I - water and farm management problems 

2. 	 Coarse grain production is viable. 

- markets liberalized recently and producer prices raised 

- new technology is ready for extension and further adaptive research 

I
 
I
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3. 	Cotton is in trouble. 

- world market price is below current production and marketing costs 

- inputs and credit are tied to cotton production 

4. 	 Rural parastatals are not viable. 

- inefficient
 

- require heavy donor support
 

USAID STRATEGY:
 

1. 	Irrigation infrastructure investment is not recommended. 

- cost is high and risky 

- political will to make hard choices does not exist (urban elite 
and 	military)
 

2. 	Coarse grains investment is recommended.
 

- helps to meet GOM nutritional requirements 

- helps to offset cereals imports and save foreign exchange 

3. 	 Rural parastatal reform needs study. 

- possibly transfer activities to village cooperatives and the 
private sector
 

- De-link input supply and credit from cotton production
 

RESEARCH ON FARMING SYSTEMS: 

Rationale: Introduction of shorter duration and higher yielding varieties 

1. 	Rainfed Cereal Cropping System
 

a. sorghum, millet, corn in rotation with peanuts and cowpeas 

2. 	Small irrigation perimeters (30-40 ha.)
 

a. irrigated rice
 

b. vegetables in off-season
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c. focus on water management
 

d. water user groups
 

Production:
 

1. 	Technology Transfer 

- increase use of animal traction 

- introduce improved cereal varieties 

- improve coverage - e.g., radio 

- link with farming systems research 

2. 	 Inputs Supply (fertilizer, seed, pest.)
 

- phase-out parastatal
 

- phase-in cooperatives and private sector
 

- develop local improved seed businesses
 

3. 	 Credit 

- phase-out parastatal 

- phase-in Agricultural Development Bank and cooperatives 

DURING DESIGN PHASE - TWO YEARS: 

Under the Economic Reform Project, we propose to use the centrally funded 
Agricultural Policy and Planning Project to: 

1. 	conduct policy inventory;
 

2. 	calculate NPC, EPC and DRC for all major crops (including coarse
 
grains, rice and cotton);
 

3. 	 conduct Comparative Advantage Analysis for all crops to test hypos;
 

4. 	 survey private enterprises in UVA to determine possibility of 
transferring input delivery to private sector;
 

5. 	 study cooperative legislation and propose the entry of coops into the 
commercial sub-sector (input delivery);
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6. 

7. 

study parastatal legislation; and 

conduct Policy Dialogue on: 

a. limited privatization of input delivery for coarse grains; and 

b. substitution of domestic grains for imports to help balance of 
payments. 

I 
U 
U 
I 
U 
U 
I 
I 

I 
I 
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MOROLANDIA
 

FOOD AID AND POLICY REFORM
 

Food aid has an impact on the recipient's economic environment and
 
reform policies. Suppose the USAID seeks to increase food aid signif
icantly to the country of Morolandia.
 

By Friday, the Mission Director wants a report on:
 

a. The impact of this aid on various economic/social groups; 

b. How to best use aid so as to be the least disruptive; 

c. How to leverage policy reforms from it. 

During the week:
 

a. 	 To a limited exent construct a composite profile of the economy
 
and policies of Morolandia. (Monday)
 

b. 	 Describe how you would assess the economic and non-economic
 
impact of this food aid. (Monday & Wednesday)
 

c. 	 Construct a best case scenario on how to provide the food aid.
 
(Wednesday)
 

d. 	 Formulate a ,program to provide food aid in a manner that would
 
leverage and foster policy reform. (Thursday)
 

e. 	 Outline a system of monitoring the food aid program you suggest.
 

3;?
 



P. 1
 

MOROLANDIA
 

COUNTRY PROFILE:
 

Population
 

- 10 million people 

- 70% rural, 30% urban 

- 60% literacy rate 

- Capital city of 2 million people 

Geography 

- Generally hilly; one large, flat plain close to the ocean 

Infrastructure 

- One richer country to the north, two poorer countries to south 
and west. 

- No railroad, limited road system. 

- Adequate, but not good, seaport facility for handling grains. 

- Limited irrigation infrastructure, especially upland. 

- Dry season (9mos.); wet season (3mos.). 

Agriculture/Economy 

- Majority of farmers produce rainfed upland corn with low 
technology. 

- Irrigated cotton on coastal plain.
 

- Cotton exports provide 60% of foreign exchange earnings.
 

- Cotton provides employment for 10% (1million) of population.
 

- World cotton prices have declined considerably over last two
 
years. 

- Small, weak research service concentrating on cotton. 

- State-run cotton enterprises: production, input/product 
marketing, oil processing plant using cottonseed. 
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- Importation of cheap NFDM from EEC; no existing PL-480 programs.
 

- Existing USAID DA portfolio: rural health, education, access
 
road construction.
 

- Inflation rate of 18%.
 

- Domestic low savings and investment levels.
 

- Oil bill is high and causes negative BOP.
 

- Commercial imports of corn (30% of total corn consumption) for 
urban consumers.
 

Existing Policies 

- Subsidized fertilizer and credit to cotton industry. 

- 20% export tax on cotton. 

- Ceiling price to farmers for corn to keep urban prices low. 

- Government storage/marketing of grains; food distribution stores.
 

- Fixed exchange rate equivalent to US$; Overvalued by 15%.
 

Working group considers PL-480 as additional resource for development
 
policies and programs to be integrated into Mission strategy framework. 	 I 

II 
Politics
 

Newly elected democratic government after 10 years of military rule.
 
AID Mission Director wants to import 15,000 MT of wheat to support the new
 
government.
 

ALTERNATIVE POLICIES:
 

1. Devalue currency (MT). 

2. Increase corn prices paid to producers.
 

3. Reduce input subsidies for cotton.
 

4. Privatize cottonseed processing facilities.
 

II
 



P. 3
 

5. Reduce consumer price subsidies for corn.
 

6. Support diversified crop research.
 

7. Reduce export taxes on cotton.
 

STRUCTURE OF CORN MARKET:
 

1. GOM purchases domestic corn from farmers at level 25% lower than
 
import price of corn.
 

2. GOM sells its purchased corn (20% of total) through fair price shops 
to poor population at 20% below import price of corn.
 

3. GOM provides private sector with import permits to bring corn into
 
country at going world-price.
 

4. GOM insists that importers sell imported corn to general public at 15%
 
below import price, giving subsidy $50 million/annually to importers for
 
the difference (cheap food policy).
 

5. Local corn production not purchased and sold by GOM (80% of total)
 
must be sold to consuming public by the private sector at 15% below import 
price.
 

P
 

Self-Sufficiency Price
Ps
 

P World Price
 
w 

Domestic Price
 

Q2 1, Q3 Q4 Q 
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Before subsidy:
 

1. 	Domestic price is equal to world price: Domestic Demand = Q3 and 
Domestic Supply 
= Q1 
Imports 
= Q3 Q1 

After subsidy:
 

1. 	Domestic price falls by P - Pd* Demand increases to Q4 and Supply 

drops to Q2. Imports increase by 04 - 2* 

2. 	GOM pays subsidy on all imported corn. This is (P - Pd 4 2 
BEHG above. 

3. 	Rest of subsidy paid implicitly by farmers because of lower prices
 

they receive. Income transfer to consumers equals ABGF plus profits
 

lost by reducing output BCG.
 

I
 
CONSUMER SUBSIDY ON CORN ASPECTS:
 

-	 Subsidized corn imports taking place: Domestic price of corn in 
Morolandia for both producers and consumers is less than the world
 
price. 

- Quantity of domestically-reduced corn produced, amount consumed 
increases and corn imports are greater than before subsidy. 

-	 GOM uses budget resources to lower price of corn so consumers are 
better off. 

-	 Producers of corn lose because production, sales, profits reduced 
due 	to lower price: Producers transfer income to consumers.
 

- Food parity price (e.g., terms of trade) falls because domestic corn
 
price reduced.
 

- Reported but unconfirmed contraband in large quantities (30%) of 
domestic corn production going to neighboring country to the north 
where prices are more favorable. 

/5t\ I 
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EXPECTED RESULTS OF REDUCING THE CONSUMER CORN SUBSIDY:
 

* 	 We are not recommending self-sufficiency in corn, but freer market 
incentives to increase domestic corn production. 

1. 	Increased domestic corn production
 

2. 	Reduced corn imports
 

3. 	Reduced corn contraband (increased effective supply)
 

4. 	Improved balance of payments
 

5. 	Reduced government expenditures on subsidies, but maintaining
 
political serenity
 

Permission to initiate negotiations with GOM
 

PROPOSED SELF-HELP MEASURES/PROGRAM: 

1. 	 Import crude vegetable oil, collect local proceeds (sales) from oil 
processing plants (monetization).
 

2. 	GOM uses 80% of sales proceeds to purchase corn from domestic
 
producers (20% of total production) at 3-year average corn import
 
prices (international).
 

3. 	GOM will continue to sell domestically purchased corn through fair
 
price shops to poor population at 15% below import price.
 

4. 	Private sector required to purchase domestic corn at 3-year import
 
average, sell to public at a profit above import price.
 

5. 	Private sector corn importers allowed to sell at profit above import
 

Erce.

I 6. GOM uses 20% of sales proceeds to initiate diversified crop research 
program. 

7. 	GOM will study location and operation of fair price shops, and other
 
possible administrative controls (food stamps, etc.) for selling corn.
 

8. 	GOM will study the privatization of its government-owned oil
 
processing plants.
 

9. 	 GOM will undertake study to identify and prioritize agricultural 
policies for further dialogue with the AID Mission.
 

UII3 



PANDAMANIA
 

PUBLIC/PRIVATE TRANSITION AND POLICY REFORM
 

Food processing, marketing, and input supply is totally controlled by 
the Government of Pandamania. Its bloated bureaucracy is inefficient, 
costly, and absorbs skilled human resources. The pressing problem of 
chronic public deficits has made government willing to discuss the divesti
ture of some of its activities. 

By Friday, the Mission Director wants a report on:
 

a. 	where and under what conditions can AID best encourage
 
privatization to occur;
 

b. 	an assessment of private sector capacity to provide agricultural
 
services; and
 

c. a program of incentives to support GOP privatization efforts.
 

During the week:
 

a. 	To a limited extent construct a profile of the economy and
 
policies of Pandamania.
 

b. 	Describe a process to assess private sector capacity.
 

C. 	 Formulate a program to assist the government to divest some 
(which?) of its activities to private sector control. 

d. 	Outline a system to monitor the GOP's policy reform progress in 
this 	area.
 

Participants: 

Martella Wiegand 
Stoner Thomas 
Caldwell Bayer 
Goldman 
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PANDAMANIA
 

COUNTRY PROFILE:
 

1. 	Large island in the Gulf of Mexico
 

2. 	Population: 2.2 million
 

3. 	Main Crops: Banana, Pineapple, Corn, Rice, Sugarcane
 

4. 	 Terrain: Mountainous, Coastal Lowland 

5. 	Agriculture Share of GDP:
 
30% in 1976
 
20% in 1986
 
Agriculture stagnation due low technology in general 

6. 	Growth Sector: Servicing of ships at two large ports
 

7. 	Government: Characterized by over employment of civil servants,
 
parastatal organizations in production, (communal farms) processing 
(sugar mills), marketing (MA)
 

8. 	USAID Objectives: Increase agriculture production and productivity,
 
assist GOP obtain share of lucrative Miami market for non-traditional
 
produce (e.g., melons, papaya, cucumbers), and strengthen producers
 
groups.
 

PROBLEM:
 

The Parastatal Marketing Agency (MA) is sole authorized importer of 
onions. MA staff are relatives and cronies of GOP political leaders. MA 
sets the retail price of onions to consumers. Farmers, attracted by high 
price of onions, have increased production of onions to the point that 
Pandamania could be self sufficient. MA, however, funds half of its budget 
from profits derived from the import and sale of onions. Thus, MA continues 
to import onions, flooding the market, forcing producers to sell at prices 
lower than production costs. The farmers, faced with overwhelming GOP 
competition, organize an onion growers association to control their own 
production. But, MA continues to import, and smaller farmers are going
 
under, larger farmers with heavy investments are losing their shirts. What
 
can be done?
 

01Sb
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POTENTIAL SOLUTIONS TO COUNTER MA'S DEVASTATING
 
COMPETITION WITH ONION PRODUCERS:
 

1. Assist onion growers obtain crop projections which will demonstrate to
 
the GOP the farmers' capacity to produce 100% of country's onion require
ments.
 

Encourage Onion Growers Association to publish these statistics in
 
national newspapers, thereby proving there is no justification for importa
tion of onions.
 

a. Potential Implications:
 

(1) Public pressure will force MA to stop importing onion.
 

(2) Ministry of Agriculture will react angrily to publication of
 
production statistics and blame USAID for thwarting GOP 
policy.
 

(3) Relatively short-term solution to problem of MA competing
 
with farmers.
 

2. Benign Neglect. Leave MA alone and it will eventually fail due to
 
growing opposition of farmers.
 

a. Potential Implications:
 

(1) Since the process is slow, most onion farmers will be forced
 
out of business, and national onion production will
 
decrease.
 

(2) Ministry of Agriculture will maintain good relations with
 
USAID.
 

3. Motivate GOP to convert role of MA to that of the establishment and 
management of a grade and standard system as relates to both local and 
export market for agriculture crops. 

a. USAID to offer package conversion deal:
 

(1) Grant of $2 million to GOP to pay bonus to half of MA's
 
personnel who are surplus to its needs and will be
 
dismissed.
 

(2) Remaining MA personnel to be trained in-country and/or the 
U.S. relating to grades and standards, marketing informa
tion, issuing export licenses.
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b. Possible Implications:
 

(1) Dismissed employees may pressure GOP for new jobs, but their
 
acceptance of "dismissal bonus" 'will lessen impact of their 
protest.
 

(2) Ministry of Agriculture will be able to continue,4hrough
 
MA, to provide some employment, thus relations with-USAID
 
will remain good.
 

(3) MA will help farmers upgrade quality of produce and qualify
 
for export market.
 

(4) Long-teri solution to MA 

~0\
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OBJECTIVE(S): At the end of this session participants will be able to:
 

o The importance of continuing policy dialogues with developing countries. 

o The elements 	 that make a policy dialogue sucessful. 

o Policy issues of special importance.
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Please refer to 	Mr. Schuh's attached paper which he presented to the course 
participants.
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STRENGTHENING COUNTRY CAPACITY FOR POLICY ANALYSIS* 

G. Edward Schuh**
 

It is an honor to be here with you this evening at the beginning
 

of this important course on agricultural policy. Policy reform and policy
 

dialogue are the order of the day in international development policy. I
 

am pleased to see it as the subject of your training session. I am also
 

pleased to see what -an excellent program your sponsors have put together
 

for you.
 

In looking over your program, I have decided to focus on two sets
 

of issues: (1) a few brief remarks on the policy dialogue and what is
 

needed to make it a.success; (2) a more extended discussion of the policy
 

issues that need to be addressed in that policy dialogue. Under the second
 

item, I will concentrate on some issues that seem to be neglected in your
 

formal program.
 

The Policy Dialogue
 

There was a time not many years ago when any attempt to change
 

economic policy in countries receiving foreign economic assistance was
 

viewed as the worst form of interventionism, and an interference in the
 

sovereign rights of nations. It wasn't that donor countries didn't try to
 

influence economic policy. Almost any loan or grant program was clearly a
 

* 	 Presented to Agricultural Policy Course sponsored by USAID's Training 
Division and Checci and Company, Fredericksburg, Virginia, June 1, 
1986. 

** 	 Director of Agriculture and Rural Development, The World Bank, 
Washington, DC
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reflection of the donor's priorities, and usually led to a different set of
 

investment patterns then what the recipient country would have had in the
 

absence of the foreign assistance.
 

The economic crises many developing countries are experiencing in 

the early 1980's have led to a change in emphasis, and to a great deal more 

candor. This probably reflects a number of developments. First, there has
 

been a growing recognition that bad economic policy has been an important 

cause of the poor economic performance of many developing countries. 

Second, it became increasingly clear that external resources represented a
 

pittance compared to the total amount of resources needed to accelerate the
 

development of developing countries, and thus the high degree of leverage
 

which policy reform could give was essential for these external resources
 

to have any significant impact. And third, there was a growing recognition
 

that external resources provided in a bad economic environment had little
 

chance of making a significant contribution to economic development. The
 

great success of the economic reforms in China have provided the empirical 

support for the propositions that economic reforms do in fact matter. 

The notion of policy dialogue emerged from this crucible of 

economic and institutional developments. It is explicit recognition that 

national sovereignty is still an important political issue. It is also 

recognition that if there is to be significant change in economic policy, 

there needs to be mutual agreement on whit the changes in policy will be. 
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What does it take to have a successful policy dialogue? There is
 

much that I could talk about here, but let me focus on just a couple of 

issues. First, the notion of a dialogue points to the importance of having
 

a strong analytical capability on both sides of the table. The title of my
 

talk-points to the need to have a strong analytical capability in the
 

recipient country. And I agree that that should have high priority. In
 

fact, I have been critical of the World Bank's failure to help develop the
 

analytical capability needed in the countries to which we lend money. All
 

too often the extent of our assistance is to provide some resources to
 

finance relevant studies by professionals in the borrowing country. Seldom
 

do we undertake significant efforts to develop the institutional basis for
 

a strong analytical capability in the borrowing country. The result is all
 

too often a monologue, not a dialogue, with representatives of the 

borrowing country sitting on the other side of the table with documents 

prepared by the Bank staff. Needless to say, I don't think 'that is the way 

it should be done. Developing an indigenious capability for policy 

analysis should have high priority if we are to have successful policy 

dialogues. 

Having emphasized the importance of having a strong analytical 

capability in the recipient country, I would hasten to add that having a 

strong analytical capability in the donor country is equally as important. 

Here I think the Bank comes off with fairly high marks, although we could 

almost always do better. But I would urge you to ask yourself whether AID 

has the in-house analytical capability for a strong policy dialogue - or 

whether it makes every effort to draw on existing expertise to develop the 

analyses needed. My purpose is not to judge you and your colleagues one 
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way.or another. I just want to emphasize the importance of having strength
 

on both sides of the table. 
 I
 
I
 

Finally, there is another point that needs stressing in
 

developing the analytical capability. This capacity for agricultural
 

policy analyses should be so located in the government that it can 

influence similar analytical groups in the planning and finance
 

ministries. Similarly, it needs to have the analytical tools and quality
 

of staff that will enable it to influence what comes out of those
 

ministries. My remarks in the next section point to the kind of analytical
 

skills needed.
 

The Policy Issues That Need to Be Addressed 

I would like to address four topics under this rubric: (1) the 

need to understand the new international economy; (2) adjustment policies 

the immediate priority; (3) public finance issues; (4) dealing with income
 

distribution problems that arise from changes in economic policies.
 

The Need to Understand the New International Economy
 

There have been dramatic changes in the international economy
 

these last 20 years. These changes have altered significantly the way that
 

individual economies relate one to the other. They have changed the role
 

that strictly domestic policies can play in influencing particular
 

economies. They have provided direct links between monetary and fiscal
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policy and the agricultural sector. And they have provided strong links
 

between financial markets and commodity markets.
 

What are these changes in the international economy? And what is
 

their significance? The changes are four in number: (1) a significant
 

growth in international trade throughout the post-World War II period, but
 

especially in the decade of the 1970's; (2) the emergence of a
 

well-integrated international capital market that now dominates economic
 

relations among countries; (3) the shift in 1973 from the old Bretton-Woods
 

fixed exchange rate system to a system of bloc-floating exchange rates; and
 

(4) the emergence of.a great deal of monetary instability in the period
 

since 1968.
 

What is the significance of these for agricultural policy? A
 

great deal could be said about each. But let me just enumerate about six
 

issues:
 

1. 	 As economies grow more dependent on international trade, that is,
 

-' 	 more open, their economies becomes increasingly beyond the reach
 

of strictly domestic economic policies. This is the great
 

frustration around the world, although the problem is seldom
 

recognized for what it is.
 

2. 	 The combination of a shift to floating exchange rates and the
 

emergence of a well-integrated international capital market
 

causes monetary and fiscal policy to effect the economy through
 

JR 
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changes in the export and import-competing sectors. In many
 

developing countries agriculture is an important trade sector,
 

both on the import and export sides. Contrary to the past,
 

therefore, monetary and fiscal policies play a major role in the
 

performance of the agricultural sector.
 

3. 	 The combination of the same two developments causes there to be a 

strong linkage between financial and commodity markets, both 

domestically in individual countries and in international 

markets. One can't understand what is going on in commodity
 

markets without understanding what is happening in the financial 

markets. 

4. 	 Currently, the international capital market is driving the 

international system. In 1984, for example, total international 

trade flows were $2 trillion; total international capital flows, 

on the other hand, were on the order of $42 trillion Clearly, 

the international capital flows-are dominating exchange rates, 

that 	most important price in any given country.
 

5. 	 Swings in the value of national currencies in countries such as 

the US, Britain, and France have important third-country 

effects. This is due to the bloc-floating nature of the new 

exchange rate system. The value of currencies fixed to the value 

of the US dollar, for example, are changed implicitly relative to 

the currencies of all currencies fixed relative to the value of
 

4K 
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the British pound or French franc when the value of the dollar
 

changes relative to those currencies. This imposes significant
 

external shocks on national economies.
 

6. Commodity markets have experienced a great deal of instability
 

during the 1970's and early 1980's due to monetary instability.
 

We tend to think of instability in these mirkets as due to the
 

weather; increasingly they are strictly monetary phenomena.
 

The reason I focus on these issues is that they are so
 

fundamental in doing agricultural policy work. Without an understanding of
 

them, no sound agricultural policy work can be done. Similarly, the
 

analytical tools needed are not those commonly associated with the analysis
 

of agricultural policy.
 

Adjustment Policy - The Immediate Priority 

A great deal of the World Bank's policy dialogue currently 

focuses on the need for economic adjustment. The focus of this adjustment 

is construed rather narrowly: the need to deal with balance of payments 

problems. This is a reflection of the Bank's newly-found role in dealing 

with the international debt crisis as part of the Baker Plan. The goal, of 

course, is to help the developing countries develop the means to service 

their international debt. 
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,It is clear that adjustment policy should receive high priority
 

at the present time. Moreover, conceptualizing policy reforms more
 

generally in the context of economic adjustment is a useful way to address
 

them. To this end, it is useful to think about three fundamentally
 

different forms of adjustment: (1) those associated with economic reforms
 

per se; (2) those associated with international trade or the external
 

economy; and (3) those associated with the fundamental forces of economic
 

development.
 

I
 
Let me make a few remarks about each of these. The fundamental
 

policy reforms in most developingcountries involve a reduction in the 
 I 
discrimination in economic policy against agriculture. Typically this 

requires a significant devaluation of the national currency and a reduction 

in the relative protection of the industrial or manufacturing sector. 

These changes will generally lead to shifts in the domestic terms of trade 

in favor of agriculture, and an increase in the relative social 

profitability of that sector. Associated with these changes will be a 

reduction in agricultural imports and an increase in agricultural exports. 

U 
The implied adjustments are obvious. There-will be a relative
 

shift of resources towards agriculture. The product configuration of the
 

agricultural sector will likely change. The demand for modern inputs such
 

as fertilizer will increase. And there will be a need to develop a
 

marketing system to support increased agricultural exports. Significant
 

reforms in economic policy can bring about significant needs for adjustment
 

in each of these areas.
 

I 
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Trade adjustments generally have two fundamental sources. The
 

first is a change in international comparative advantage on the
 

international scene. This is important on today's international scene as a
 

new production technology for tropical food crops emerges and as industrial
 

sectors leap-frog from one country to another The second source of
 

adjustment is realignments in exchange rates. As noted above, in--today's
 

world these are often driven by shifts and flows in international .capital
 

markets and by indirect, third-country effects of realignments in the
 

values of the world's major resource countries. One only need remember the
 

large fall in the value of the dollar through the 1978's, its unprecedented
 

rise in the early 1980's, and now its decline again, to perceive the large
 

adjustments imposed on many of the developing countries from this source.
 

It is important to recognize that many reforms of economic policy
 

have trade adjustment implications. But trade adjustments also have a life
 

of their own, and can arise without policy reform. It is thus better to
 

think about them separately.
 

Development adjustments refer to the need to reallocate resources 

in response to the fundamental forces of economic developments. Among 

other things, this typically requires the transfer of resources out of
 

agriculture and to the nonfarm sector. Failure to accomplish this transfer
 

in an efficient manner can lead to a significant loss in resource
 

efficiency and to a widening gap in per capita income between the farm and
 

nonfarm sector.
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To conclude this section, let me emphasize that successfully
 

dealing with these adjustment problems can be both an important source of
 

economic growth and improved equity within an economy and internationally.
 

In the case of policy reforms, the quicker the adjustment is made the
 

quicker the benefits of efficiency prices will be obtained.
 

Public Finance Issues
 

"Getting the prices right" has become the bellwether of policy
 

reform. However, it is only part of the story, and the next two issues I
 

will discuss are important to the sustainability of the policy reform.
 

I 
Reforming the fiscal system is important because many policy
 

distortions are nothing more than means of transferring resources from one
 

group in an economy to another. For example, it is seldom that
 

policy-makers want to purposely discriminate against agriculture. Instead,
 

they get sucked into over-valuing their currencies, for example, out of a
 

fear that a fall in the value of their currency would cause food prices to
 

rise and thus create unrest among politically volatile urban consumers.
 

Similarly, high protective tariffs for the industrial sector are designed
 

for the benefit of that sector, without recognizing that it ,is an implicit 
 I 
export tax that discriminates against agriculture.
 

If policy reforms are to be sustained, reforms in the fiscal 

system are needed to provide the distribution of income the political 

process demands. Such reforms will also help make the policies more 

029 
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transparent, and this too can contribute to the reform process in its own
 

right.
 

Dealing with the Income Distribution Consequences .of Policy Reform
 

Policy reforms typically have pervasive income distribution
 

consequences. These shifts in the distribution of income are the key to
 

the key to the political acceptability of the reforms, and thus to the
 

sustainability of the reforms. If urban workers and consumers are
 

unwilling to accept the reduction in real incomes associated with increases
 

in food prices, for example, one cannot expect the reforms that brought
 

about the increases in food prices to stick.
 

Two kinds of analytical skills are needed to deal with this
 

problem. The first is the ability to analyze the income distribution
 

consequences in their own right. This is not a particularly wide-spread
 

skill. The second is the ability to design institutional arrangements that
 

will help deal with the problem. In the case of dealing with the problem
 

of high prices, this will typically involve some targeted feeding system
 

such as food stamps, fair price shops, or whatever.
 

Concluding Comments 

In concluding my remarks I would like to stress how significant
 

the changes in the international economy are for the new analytical
 

capacity we need to be developing in the low income countries. These
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changes give us a new policy agenda, and require that we think differently
 

about the policy reform process itself. Needless to say, the analytical
 

skills needed for this changed world are different, as is the new 
 I
 

international perspective and the emphasis on monetary and fiscal policy
 

that it requires. A 6hanged international economy requires a nev'kit of
 

economic tools.
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Day One; Session One; 8:30-10:00 a.m. 

Agricultural Sector Performance and Economic Growth in Developing Countries
 

Outline
 

I. 	Indicators of Socioeconomic Performance of National Economies
 
A. 	Overall Economy
 

1. 	Income per person and output per worker
 
2. 	GDP growth: trends and fluctuations 
3. 	Life expectancy: nutritional and health status
 
4. 	Infant mortality
 
5. 	Inflation and budget deficits
 
6. 	Balance of payments deficits; debt service 
7. 	Inequality in income distribution
 

B. 	Agricultural Sector
 
1. 	Agricultural GDP growth 
2. 	Calorie supply per capita
 
3. 	Productivity and income in rural areas
 
4. 	Agricultural income distribution
 
5. 	 Food price inflation 
6. 	Agricultural/food inports and eiports; self-sufficiency ratios
 

II. Role of Agriculture in Economic Development:. A Framework of Analysis
 
A. 	Product Contributions
 
B. 	Market Contributions
 
C. 	Factor Contributions
 
D. 	Foreign Exchange Contributions
 
E. 	Implications for Development Strategies and Policies
 

III. 	 Linkages Among Policy Objectives, Government Policy Instruments and
 
Agricultural Sector Performance
 
A. 	Agricultural Policy Objectives
 

1. 	Increased food and agricultural production
 
2. 	Low and/or stable food prices
 
3. 	Improved food security or self-sufficiency
 
4. 	Government revenues and expenditures
 
5. 	Foreign exchange earnings and costs
 

B. 	Government Policy Instruments
 
1. 	Direct public-sector intervention in agricultural production,
 

marketing or input supply, with the state acting as entrepreneur
 
2. 	Government expenditures for infrastructure, supporting services
 

and 	 institutions that guide and stimulate private production, 
marketing and consumption activities
 

3. 	Government market interventions that affect production incentives
 
through taxes, subsidies, and direct controls that influence
 
market prices of outputs and inputs
 



Table 1. Basic indicators
 
GNP per capia Life 

Population 
Area 

(thousands 
Average annual 

growth rate 
Averageannual 
rate of inflation* 

expectancy 
at birth 

(millions) 
mid-1983 

olsquare 
kilometers) 

Dollars 
1983 

(percent) 
1965-83 

(perceni) 
1965-73 1973-83c 

(years) 
1983 

Low-income economies 
China and India 
Other low-Income 
Sub-Saharan Africa 

2,335.4 1 
1,752 3 t 

583.0 t 
245.21 

31,603 t 
12,849 t 
18.754 1 
15,4511 

260 w 
280 w 
200 w 
220w 

2.7 w 
32w 
07w 

-0.2 w 

1.4 w 
0.9 w 
48w 
3.9 w 

54w 
3 7w 

13 8 w 
17 5 w 

59 w 
62 w 
51 w 
48w 

1 Ethiopia
2 Bangladesh
3 Mali 
4 Nepal 
5 Zaire 

409 
955 

72 
157 
297 

1.222 
144 

1,240 
141 

2.345 

120 
130 
160 
160 
170 

05 
05 
12 
01 

-1 3 

18 
73 
76 
58 

187 

4.4 
96 

103 
81 

48 2 
6 Burkina 
7 Burmat 
8 Malaw, 
9 Uganda

10 Burundi 

6.5 
355 

66 
139 
45 

274 
677 
118 
236 

28 

180 
180 
210 
220 
240 

1.4 
22 
22 

-44 
2.1 

26_ 
28 
45 
56 
29 

108 
65 
98 

627 
124 

11 Niger 
12 Tanzania 
13 Somalia 
14 India 
15 Rwanda 

61 
208 

51 
7332 

5.7 

1T267 
945 
638 

3,288
26 

240 
240 
260 
260 
270 

-1 2 
09 

-08 
15 
23 

4 0 
32 
38 
63 
7.7 

118 
115 
20.1 
7.7 

112 
16 Central African Rep.
17 Togo 
18 Benin 
19 China 
20 Guinea 

25 
28 
38 

1,019 1 
58 

623 
57 

113 
9,561 

246 

280 
290 
300 
300 

01 
1 1 
10 
44 
1 1 

30 
31 
36 

-1 0 
30 

14 4 
83 

108 
1 7 
40 

21 Hait 
22 Ghana 
23 Madagascar 
24 Sierra Leone 

53 
128 
95 
36 

28 
239 
587 

72 

300 
310 
310 
330 

1-1 
-2.1 
-1 2 

1 1 

4 0 
81 
41 
19 

7 8 
St 6 
139 
14 7 

25 Sri Lanka 154 66 330 29 5 1 14.5 
26 Kenya
27 Pakistan 
28 Sudan 

189 
89 7 
208 

583 
804 

2.506 
390 
400 

2 3 
25 
13 

23 
48 
'72 

10 8 
11 1 
18 0 

29 Afghanistan 172 648 0.5 38 
30 Bhutan 47 

31 Chad 4.8 1.284 .. . 45 83 43 
32 Kampuchea.Dem 
33 Lao POR 

. 
37 

181 
237 

.. . . .. 
44 

34 Mozambique
35 VietNam 

3 1 
58.5 

802 
330 . 

. 
.. 

46 
64 

Middleincome economles 
Oil exporters 
Oil Importers 
Sub-Saharan Africa 

1,165 2 1 
542 6 t 
622.6 1 
148.2 t 

40,5251 
15,5111 
25,014 t 

5,822 1 

1.310 w 
1,060 o 
1,530w 

700 w 

34w 
3.3 w 
35w 
1.9 w 

5.2 w 
4.4 w 
5.7,w 
4.8w 

29.3 ru 
19 6 W 
34.4 w 
12.4 u, 

61w 
57 w 
64 w 
50w 

Lower middle-income 665.1 t 18,446 f 750 w 2.9w 5.6w 17.9 ru 57 w 
36 Senegal 
37 Lesotho 

62 
15 

196 
30 

440 
460 

-05 
63 

30 
4.4 

89 
119 

46 
53 

38 Liberia 21 111 480 08 1.5 72 49 
39 Mauritania 
40 Bolivia 

16 
60 

1,031 
1.099 

480 
510 

03 
06 

39 
75 

78 
352 

46 
51 

41 Yemen, PDR 
42 Yemen Arab Rep. 
43 Indonesia 

20 
76 

1557 

333 
195 

1.919 

520 
550 
560 

. 
5.7 
50 

.. 

630 

.. 
139 
ISO 

46 
44 
54 

44 Zambia 63 753 580 -13 52 103 51 
45 Honduras 41 112 670 06 29 8.6 60 
46 Egypt ArabfRep. 
47 El Salvador 

452 
52 

1,001 
21 

700 
710 

42 
-02 

26 
16 

132 
117 

58 
64 

48 IvoryCoast 
49Zrmbabwe 

95 
79 

322 
391 

710 
740 

1.0 
15 

4.1 
30 

119 
97 

52 
56 

50 Morocco 208 447 760 2.9 2.0 84 52 
St PapuaNewGuinea
52 Philippines
53 Nigeria 
54 Cameroon 

32 
521 
936 

96 

462 
300 

'924 
475 

760 
760 
770 
820 

09 
29 
32 
27 

66 
88 

103 
58 

69 
117 
133 
12-6 

54 
64 
49 
54 

55 Thailand 492 514 820 4.3 25 87 63 
56 Nicaragua
57 Costa Rica 

30 
24 

130 
51 

880 
1.020 

-18 
21 

34 
47 

165 
232 

58 
74 

58 Peru 
59 Guatemala 
60 Congo. People's Rep 

179 
79 
1 8 

1,285 
109 
342 

1.040 
1,120 
1,230 

01 
21 
35 

101 
19 
4.6 

523 
99 

124 

58 
60 
63 

61 Turkey
62 Tunisia 
63 Jamaica 

473 
69 
23 

781 
164 

11 

1,240 
1,290 
1,300 

30 
50 

-05 

105 
34 
59 

420 
94 

160 

63 
62 
70 

64 Domincan Rep 60 49 1.370 39 27 85 63 
Note For data comparability and coverage see the techncal notes 
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Table 2. Growth of production
 

Average annual growth rate (percent) 

GDP Agriculture Industry (Manufacturing) Services 

1965 73b 1973-83- 1965 -73 " 1973-83 1965-73b 1973-83 1965 - 73b 1973-83 1965-73' 1973-83' 

Low-income economles 5Sw 5.0w 26w 2 9 to 7.2 w 71w .. .. 4.2.w S 
ChinaandIndla 6.0w 54tw 25w 3.0w 7.4w 75w .. .. .. 5.3w 
Otherlow-income 37w 3.3to 28w 2.2w 56w 3.5w .. .. 42w 44w 
Sub.Ssharsn Africa 4.2 w 1.7 w 3.1 W 1.2 w 69w 0.6w .. .. 46w 29w 

1 Ethiopia 4.1 23 21 12 61 26 88 35 67 36 
2 Bangladesh () 52 04 32 -61 81 .. .. 15 74 

.. .. 4.7 453 Malh 31 41 09 50 52 06 
4 Nepal 17 30 1.5 10 . .. . 21 69 

-1l190 1014-2
5 Zaire3 
6 Burkina 24 35 .. 13 51 . . 45 
7 Burma 29 2.8 36 32 2860 66 77 61 51
 
8 Malawi 57 42 4.1 -. 42 42
 
9 Uganda 36 -2.1 36 -1.6 30 -101 . .. 38 -10
 

10 Burundi 48 36 47 23 104 83 . . 30 53
 

11 Niger -08 52 -2.9 16 132 109 . .. -15 59
 
12 Tanzania 5.0 36 31 26 6.9 02 . . 62 54
 
13 Somalia 2.8 35 11 . . 26
.. 

14 India 39 40 37 22 37 43 40 42 42 61
 
15 Rwanda 
 63 56 .. . .. 

27 1.0 21 24 71 10 16 -0716 CentralAincanRep

17 Togo 53 23 26 1.1 62 26 . 73 30
 
18 Benin 22 48 27 69 60
.. 


19 China 74 60 19 35 84 .. . 45
91 .. 

20 Guinea 30 31 .. 24 .. 6.7 . .. 19
 

21 Haiti 17 30 -03 0.7 48 53 30 61 25 38
 
22 Ghana 34 -1.3 4.5 (.) 4.3 -7.0 65 -6.2 1.1 -03 
23 Madagascar 35 03 .. -02 . -18 12 
24 SierraLeone 37 19 15 2.2 19 -29 33 25 71 41 
25 SriLanka 42 52 2.7 4.1 73 48 55 34 38 60 

26 Kenya 79 46 62 3.4 124 53 124 63 78 53
 
27 Pakistan 54 56 4.7 34 66 72 62 7.0 54 63
 

35 10 67 .. 05 8628 Sudan 02 63 03 

29 Afghanifan 1.0 24 -1.5 . 4.0 . . . 51
 
30 Bhutan . .. .. .. .
 

31 Chad 05 -58 .. 
.32 Kampuchea Den -2.7 

33 Lao POR . -*
 
34 Mozambique
 
35 Viet Nam . .. 
 . *. 

7.5 w 5.3 wMiddle-incomeeconomles 7.1 w 4.7 w 33w 25w 9.1 w' 4.9 w 9.3 w 4.9 w 
7.2 w 49w 3.5 w 18w 10.0w 5.2 to 9.1 w 6.4 w 71w 59wOl exporters

Oil Importers 7.0 w 4.5 w 3.2 w 3.1 w 85w 4.7 w 9.4 w 4.2 w 7.8 w 4.9 w 
.. .. 7.1 w 35wSub-Salaran Africa 7.7 w 1.4w 2.4w -1.3w 17.7 w 1.0w 

5.4 w 68w 5.3 wLower middle-Income 66w 4.1 w 3.4 w 1.9 w 10.6 w 4.4 w 8.5 w 

36 Senegal 15 26 02 03 35 6.1 .. 15 2.2
 
37 Lesotho 39 55
 

0838 Liberia 55 02 6.5 20 6.2 -15 132 05 38 
87 3939 Mauritania 2.6 25 -21 26 35 ( .. 


40 Bolivia 4.4 15 35 1s 5.1 -06 42 1.7 43 26
 

41 Yemen.PORD*
 
42 YemenArabRep . 82 . 21 . 132 . . . 113
 
43 Indonesia 81 
 7.0 48 37 134 86 9.0 12.6 96 90 
44 Zambia 30 02 . 1.4 . -0.3 -. 06
 
45 Honduras 4.4 40 24 33 58 5.1 65 55 55 40
 

Egpl. Arab Rep. 88 26 25 38 106 4 7 1 1 1
 
El alvador -0 1 3.6 07 52 -1 4 5 1 -2.4 4.4 00
 
Ivory Coast 4.7 .37 40 88 74 8.9 45 85 4 1
 
Zimbabwe 1.8 12 () 33
 

61Morocco 47 4.8 07 5.4 40 6.1 40 61 
.. -01Papua New Guinea 1.0 26 37 

48 562Philippines 54 4.1 43 74 64 85 50 
Nigeria 12 28 -1 9 197 03 ISO 10.7 8 8 4 1 
Cameroon 68 47 18 4.7 13.7 75 99 38 73 
Thailand 69 5.2 38 9.0 90 114 89 91 76 

Nicara ua -13 28 14 5.5 -09 72 08 36 -29 
Costa Rca 27 70 17 93 30 61 29 
Peru 18 20 09 41 16 44 04 36 22 
Guatemala 37 58 23 72 51 74 40 58 38 
Congo. People's Rep 79 4.1 0.4 93 12.7 67 68 

61 Turkey 65 41 2.5 34 79 42 95 37 84
 
62 Tunisia 7.3 60 69 16 86 - 81 103 111 67 63
 
63 Jamaica 54 -1 7 06 -02 45 -43 40 -36 68 -03
 

5264 Dominican Rep. 85 4.4 59 32 144 39 120 44 69 

Note For data corrparabilily and coverage see the technical notes. 
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Table 6. Agriculture and food
 
Value added 
in agriculture 
(millions of 

Cereal imports 
(thousands of 

-
Food aid 
incereals 

(thousands of 

Fertilizer consumption
(hundreds of gramso 

plant nutrient per 

Average index of
food production 

per capita 
1980 dollars) 

1970 1983. 
miom tons) 

1974 1983 
metric tons) 

1974175b 1982/83 
hectare ofarable land) 

1970. 1982 
(1974-76=100) 

1981-83 
Low-income economies 

China and India 
Other low-income 
Sub-Saharan Africa 

22.699 1 30,6531 
14,437f 23,447t 
8,462 t 7.1061 
2.232 1 3,2771 

5,661 1 
.. 

4,079 t 
765 f 

4,5721 
3271 

4,2451 
1,969 1 

179 w 
230 w 
148 w 
23w 

592 w 
804 w 
387 w 

42 to 

111 to 
115 w 
102 w 
94 w 

I Ethiopia
2 Bangladesh
3 Mali 

1.663 
5,427 

403 

1.971 
6,545 

606 

118 
1,719 

281 

325 
1,844 

183 

59 
2,130 

114 

344 
1.252 

88 

4 
142 
29 

26 
512 

30 

106 
101 
106 

4 Nepal 
5 Zaire 

1.102 
1.503 

1.255 
1.866 

19 
343 

72 
273 

0 
() 

44 
110 

30 
8 

138 
8 

91 
93 

6 Burkina 444 517 99 59 0 45 3 42 100 
7 Burma 
8 Malawi 
9 Uganda

10 Burundi 

1,705 

2.579 
468 

3,256 

2,614 
68S 

26 
17 
37 
7 

7 
21 
19 
20 

14 
()

16 
6 

10 
3 

14 
7 

34 
52 
13 
5 

167 
138 

10 

121 
101 
91 
97 

11 Niger 
12 Tanzania 

851 
1.583 

649 
1.886 

155 
431 

45 
214 

75 
148 

12 
171 

1 
30 

8 
44 

122 
103 

13 Somalia 434 570 42 246 110 189 31 9 72 
14 India 
15 Rwanda 

45,793 
.. 

58,981 5,281 
3 

4,280 
23 

1,582 
19 

282 
12 

114 
3 

346 
10 

108 
114 

16 CentralAfricanRep.
17 Togo 
18 Benin 
19 China 
20 Guinea 

241 
212 

. 
73.170 

. 

325 
238 
415 

116,986 
755 

7 
6 
8 

9,176 
63 

29 
61 
67 

19.167 
112 

1 
0 
9 

.. 
49 

5 
5 

14 
45 
25 

11 
3 

33 
418 

18 

4 
19 
17 

1,575 
17 

94 
99 
95 

119 
85 

21 Hait 
22 Ghana 
23 Madagascar
24 Sierra Leone 
25 Sri Lanka 

.. 
2.323 
1,111 

261 
812 

2.265 
1,771 

312 
1,199 

83 
177 
114 
72 

951 

209 
285 
240 
119 
775 

25 
43 
7 
10 

271 

90 
58 

141 
29 

369 

4 
9 

56 
13 

496 

51 
98 
52 
6 

713 

90 
65 
90 
98 

127 
26 Kenya
27 Pakistan 
28 Sudan 
29 Afghanistan 
30 Bhutan 

1.223 
5.005 
1.610 

. 

2.253 
7,061 
2,318 

.. 

15 
1.274 

125 
5 

23 

160 
396 
435 
156 

13 

2 
619 

50 
10 

0 

165 
369 
330 

66 
3 

224 
168 
31 
24 

289 
616 

44 
56 
10 

86 
105 
94 

105 
104 

31 Chad 
32 Kampuchea, Dem 
33 LaoPOR, 
34 Mozambique . 
35 VietNam 

339 

.. 

. 
.. 
. 
.. 

50 
223 

53 
62 

1.854 

54 
83 
35 

287 
239 

13 
226 

13 
34 

6 

36 
46 
(}

166 
27 

7 
13 
4 

27 
512 

17 
36 

6 
130 
506 

101 
98 

125 
68 

111 
MIddle-income economies 

oil exporters
Oil Importers
Sub-Saharan Africa 

Lower middle-Income 

41,293 t 
18,022 t 
23,271 t 

1,5211 
16.7761 

78,552 t 
43,580 t 
34.972 If 
4,8591 

29,831 1 

2,3401
1,0781 
1,262 f 
111 t 

1,491 t 

4.127 t 
2,3551 
1,772 t 

411 t 
3.999 

211 w 
139 w 
254 w 
40 w 

176 w 

445 w 
468 w 
432 w 

91 w 
398w 

36 Senegal
37 Lesotho 

603 
94 

702 341 
49 

591 
91 

28 
14 

91 
28 

20 
17 

35 
151 

38-Liberia 
39 Mauritania 
40 Bolivia 

235 
259 
540 

334 
258 
643 

42 
115 
207 

- 126 
227 
4tS 

3 
48 
22 

57 
71 

164 

55 
6 
13 

35 
5 
8 

41 Yemen. POR 
42 Yemen Arab Rep. 
43 Indonesta 
44 Zambia 
45 Honduras 

451 
12.097 

444 
477 

761 
20.225 

562
664 

149 
158 

1.919 
93, 
52 

205 
556 

2,992 
247 
83 

38 
0 

301 
1 

31 

9 
28 

155 
83 
95 

()
1 

119 
71 

160 

109 
51 

750 
185 
137 

46 Egypt. Arab Rep 
47 El Salvador 
48 Ivory Coast 
49 Zimbabwe 

3.282 
736 

1.733 
557 

4.728 
871 

2,670 
673 

3,877 
75 

172 
56 

8.154 
171 
562 
124 

610 
4 
4 

1,816 
211 

0 
6 

1.282 
1.048 

71 
466 

3.346 
830 

85 
532 

92 
91 

108 
79 

50 Morocco 2.783 2.848 891 1.896 75 142 130 253 89 
51 Papua New Guinea 
52 Philippines
53 Nigeria 
54 Cameroon 
55 Thailand 

655 
5.115 

17.186 
1,492 
5,631 

926 
8.609 

16.001 
1,955 
9,444 

71 
817 
389 

81 
97 

155 
1,343 
2,336 

178 
225 

. 
89 

7 
4 
0 

0 
49 

0 
6 
9 

76 
214 

3 
28 
76 

151 
288 
65 
57 

183 

95 
113 
98 
84 

112 
56 Nicaragua
57 Cosla Rica 
58 Peru 
59 Guatemala 

410 
666 

1,716 

608 
898 

1.649 

44 
110 
637 
138 

109 
201 

1,772 
129 

3 
1 

37 
9 

51 
194 
11 

19 

184 
1.086 

297 
224 

186 
1,134 

266 
498 

74 
88 
82 

102 
60 Congo. People's Rep 147 164 34 90 2 9 112 19 99 
61 Turkey 
62 Tunisia 
63 Jamaica 

8,701 
697 
204 

12,890 
1,191 

209 

1,276 
307 
340 

177 
1.131 

394 

70 
1 
1 

0 
160 
127 

166 
82 

886 

535 
168 
571 

104 
87 
95 

64 Dominican Rep 993 1,577 252 392 16 167 354 353 95 

Note For data comparability and coverage see (he technical notes 



I 

Table 9. Growth of merchandise trade I 
Average annual growth rate'Merchandise trade 

(percent)(millions of dollars) Terms of trade 
Exports Imports Exports Imports (1980=100)
 

1983 1983b 1965-73 1973-83 1965-73 1973-83 1981 1983
 
Low-Income economies 45,9911 57.3331 1.5 w 0.9 w -2.0 w 1.4w 95 m 96
 

Chinaand India 31,9311 34,9521 .. ..
 
Otherlow-income 14.0601 22,3811 1.3w -0.8w 02w 0.6 W 95 m 96m
 
Sub-Saharan Africa 7,8271 11.501 t 2.4 w -4.0 w 2.3 w -2.2 w 88 m 94 m
 

1 Ethiopia 422 875 3-0 1.4 -02 2.7 68 86
 
2 Bangladesh 789 1,502 -65 1.7 -82 4.1 102 102

3 Mali 106 344 13.1 5 1 8.5 3 9 110 118
 
4 Nepal 94 46487 9
 
5 Zaire 1,459 953 6 5 - -87 96 -13.7 87 92
 
6 Burkina 99 288 -1.0 17 72 42 109 114
 
7 Burma 382 270 -48 49 -6 7 -0.6 I1 84

8 Malawi 220 312 3.8 28 64 -06 106 126
 
9 Uganda 354 340 02 -8.0 -25 19 75 79
 

10 Burundi 76 194
 
11 Niger 301 443 61 190 4.4 115 112
 
12 Tanzania 480 1.134 09 -46 7.1 -27 88 91
 
13 Somalia 163 422 67 7.3 14 00 109 118
 
14 India 9,705 13,562 23 49 -57 28 91 96
 
15 Rwanda 80 279 63 2.6 46 12.9 65 66
 
16 Central African Rep 106 132 -0.4 3 8_ -05 25 73 97
 
17 Togo 242 284 4.4 35 66 74 103 107
 
18 Benin 85 523 12.4 -1.4 132 45 95 89
 
19 China 22.226 21,390
 
20 Guinea 390 279
 
21 Haiti 412 620 .. ..
 
22 Ghana 895 719 35 -64 -33 -80 69 63
 
23 Madagascar 329 439 54 -4-3 15 -25 79 93
 
24 SierraLeone 202 171 22 -53 09 -50 84 94
 
25 Sri Lanka 1.066 1.788 -47 26 -32 47 95 104
 
26 Kenya . 876 1.274 38 -48 59 -46 87 89
 
27 Pakistan 3,075 5.341 3 7 8 1 -29 57 99 101
 
28 Sudan 624 1.354 38 -2.5 49 1.3 103 88
 
29 Afghanistan 391 798 5.9 68 -06 4.7 102 105
 
30 Bhutan
 
31 Chad 58 109 -35 -3.1 187 -86 105 112
 
32 Kampuchea, Dem.
 
33 LaoPOR 56 6
 
34 Mozambique 260 635 -79 -83 -89 -42 96 96
 
35 VietNam . .. . .. .. .
 
Middle-income economIles 333,532 1 350,734 1 5.9 w -0.4 w 83w 4.1 w 95 m 94 m
 

Oilexporters 146,833 1 132,3051 5.8 w -5.1 w 5.9 w 7.8 w 110m 102 m
 
Oil Importen 186,699 1 21843D t 6.3 w 7.3 u 93w 1.9 W 92m 90m
 
Sub-Saharan Africa 27,201 1 25,961 1 6.9 w -5.8 w 6.5 w 8.2w 95 m 99im
 

Lower middle-income 91,138 1 110.575 1 4.8 w 0.1 w 4.5w 1.4 w 94 m 94 m
 
36 Senegal 585 984 -13 -09 54 -12 104 88
 
37 Lesotho.
 
38 Liberia 841 415 89 -23 3.6 -43 93 104
 
39 Mauritania 246 227 - 97 0.5 154 -08 95 102
 
40 Bolivia 766 424 5.1 -2.4 09 -09 84 84
 
41 Yemen, POR 449 1.010
 
42 Yemen, Arab Rep. 204 1,521 139 . 0
 
43 Indonesia 21.145 16.346 11 1 14 139 98 110 102
 
44 Zambia 866 690 -03 -08 30 -73 81 82
 
45 Honduras 660 823 - 42 0.6 31 -13 83 87
 
46 Egypt ArabRep. 4.531 10,274 38 2.3 -3.9 10.1 113 103
 
47 Ealvador 735 891 .27 1.4 18 -22 73 72
 
48 Ivory coast 2.068 1,814 71 -14 78 0.1 92 102
 
49 Zimbabwe 1,273 1,432 . .
 
50 Morocco 2.062 3.599 60 0.5 62 08 108 100
 
51 Papua New Gurnea 822 1.071
 
52 Philippines 4,932 7,980 42 75 3 1 1'3 88 92
 
53 Nigeria 17.59 17,600 89 -62 89 136 112 94
 
54 Cameroon 1.067 1,226 42 39 63 5.1 77 76
 
55 Thailand 6.368 10.279 69 9.0 4.4 33 96 89
 
6 Nicaragua 411 799 26 -04 20 -37 70 67 

57 Costa Rica 1,071 993 103 27 86 -24 90 95 
58 Peru 3,015 2.688 -2 1 85 -20 -06 94 109 
59 Guatemala 1.220 1,126 5.1 46 36 -0 1 76 83 
60 Congo, People's Rep 887 806 -22 4.4 -23 120 117 104 
61 Turkey 5.671 8.548 .. 63 .. -02 67 
62 Tunisia 1.851 3.117 86 02 7.7 53 100 98 
63 Jamaica 726 1,518 39 -30 66 -4.7 89 90 
64 Dominican Rep 648 1.279 110 22 133 -09 125 85 

Note For data comparability and coverage see the technical notes 
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Table 10. Structure of merchandise exports
 
Percentage share of merchandise exports 

Fuels, 
minerals, 

and metals 

Other 
primary

commodities 
Textiles 

and clothing 

Machinery 
and transport
equipment 

Other 
manufaciures 

1965 1982" 1965 1982* 1965 1982 1965 1982' 1965 1982 
Low-income economies 

ChinaandIndia 
Other low-income 
Sub-Saharan Africa 

11 w 
.. 
12w 
20w 

20 w 
21w 
15w 
22w 

65 w 
.. 

78 w 
75 w 

30w 
23w 
55w 
69w 

16w 
., 
5 w 

(w 

lew 
17w 
20w 
1w 

1w. 

()w
(w 

5 r 
6 w 
2 w 
2 w 

7 w 
.. 
4 w 
4 w 

'28 w 
33w 
8w 
Sw 

1 Ethiopia 
2 Bangladesh 
3 Mali 

( 

1 

8 
2 

99 

96 

91 
36 
.. 

() 

1 

( 
47 

(.) 

1 

()( 
4 
.. 1 

1 
11 
. 

4 Nepal 
5 Zaire 

.. 
72 

) . 
20 

72 
(.) 

10 
.. 

{) 
. 

. 
8 

17 

6 Burkina 
7 Surma 
8 Malaw" 
9 Uganda 

10 Surundi 

1 
5 
()
13 
(.) 

( 

( 
.. 

94 
94 
99 
86 
94 

85 
.. 

88 
.. 

2 2 
.. 

. 

1 

(
( 
(.) 

6 
.. 
3 
. 

1 
1(
1 
1 
5 

7 

3 

I1 Niger 
12 Tanzania 
13 Somalia 
14 India 
15 Rwanda 

() 
1 

() 
10 
40 

01 
5 
( 
7 
.. 

95 
86 
86 
41 
60 

17 
82 
99 
33 

. 

1 
( 
( 

36 
.) 

1 
3 
() 

24 
.. 

1 
()
4 
1 

1 
2 
(. 
7 

3 
13 
10 
12 

1 
7 

() 
29 

16 CentralAfricanRep 
17 Togo 
I8Benin 
19 China 

33 
1 

.. 

52 
. 
26 

.. 
62 
94 

20 

. 

( 
15 

1 
1 
2 

. 
1 

6 

4 
4 
3 

13 

34 
20 Guinea .. .. 
21 Hail, 
22 Ghana 
23 Madagascar 
24 SerraLeone 
25 Sri Lanka 

4 
. 
2 

12 
4 

85 
90 
.j2

97 

81 

5 

.) 
1 4 

.. 
17 

1 
1 

() 

1 
2 
4 2 

26 Kenya 
27 Pakistan 

13 
2 

29 
6 

77 
62 

57 
34 

(
29 

()
46 

( 
1 

2 
2 

9 
6 

12 
12 

28 Sudan 
29 Afghanistan 
30 Bhutan 

1 
() 

5 
.. 

98 
87 

93 
.. 

(.) 
13 

1 
0 

I () 
( 

() 

31 Chad 
32 Kampuchea, Dem. 
33 LaoPDR 
34 Mozambique
35 Viet Nam 

5 
()

62 
14 
.. 

. 
92 
99 
32 
84 

.. 

( 
()
()
1 

.. () 
()
( 
() 

. 3 
()
6 
1 

Middle-incomeconomles 36w 37w 48 w 21 to 4w 8 o 3 w 11w 10w 23 w 
Olexporters
Ol Importers 

60 w 
19 w 

79w 
13w 

34 w 
57 w 

12 w 
27w 

2w 
8 w 

1wo 
12 w 

1w 
4 to 

3 w 
15w 

3w 
4w 

4w 
33 o 

Sub-Saharen Africa 40 o .. 52w .. 1W .. 1w 5w .. 
Lower middleIncome 26w 47w 66w 34 r 2w o8 1w 2 w 5 w 11w 
3 Senegal
37 Lesothob 

9 52 88 29 1 5 1 4 2 If 

38 Liberia 
39 Mauritania 
40 Bolivia 

72 
94 
93 

67 

.. 

25 
5 
3 

31 
.. 
.. 

() 
( 
() 

(} 
.. 
. 

1 
1 

I 
.. 
. 

2 
()
4 

1 

41 Yemen. PDR 79 .. is .. 2 .. 2 .. 2 
Yemen Arab Rep.
Indonesia 2 
Zambia 
Honduras; 7 
Egypt.Arab Rep.
El Salvador 22 
Ivory Coast 
Zimbabwe 

6 

Morocco 21 
Papua New Guinea 
Philippines 
Nigeria
Cameroon 

7 
39 

4 
Thaiand 13 
Nicaragua 
Costa Rica 

7 
21 

Peru 5 
Guatemala 22 
ConnnoPeonle PRe 

61 Turkey
62 Tunisia 
63 Jamaica 
64 Dominican Rep 

9 
31 
28 
10 

10 
57 
22 

1 

89 
51 
41 
88 

47 
10 
18 
82 

1 
2 
4 

(.) 

20 
15 
3 

( 

() 
() 
( 
( 

5 
2 
4 
3 

1 
16 
27 

2 

18 
16 
54 
13 

Note For data comparabildy and coverage see the technical notes 
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Table 11. Structure of merchandise imports I 

Food Fuels 

Percentage share of merchandise Imports 
Other Machinery

primary and transport
commodities equipment 

Oier 
manufactures 

I 
LbOW-166ii fi~inIijs-

ChinaandIndia 
Otherlow-income 

1985 
2--
.. 
20w 

1982-
-1w 

17w 
lw 

1985 
6w 

.. 
Sw 

1902 
liw 
lw 
24w 

1966 
8w 
.. 
4w 

182 

1982-
11w 
15w 
4w 

1965 
32w 
.. 
28w 

1982' 
2ow 
17w 
25w 

1965 
34w 
.. 
43w 

196 

1982
34w 
36w 
30w I 

Sub-Saharan Africa 17 w 15 w w 23w 4w 3w 28w 2w 45w 31w 
1 Ethiopia
2 Bangladesh
3 Mal 
4 Nepal
5 Zaire 

7 
. 

21 
.. 

19 

10
26 

16 
. . 

6 
. 
6 
. 
7 

25
12 
.. 
13 
.. 

5 

3 

4 

3 

. 

37 
. 
23 
. . 

33 

31 
22 

18 
.. 

44 
.. 
47 

37 

31 
32 

. 

I 
6 Burkina 
7 Burma 
8 Malawl 
9 Uganda

10 Surundi 

25 -25 

16 11 
.s i6 5 

4 
4 
5 
. 

6 

16 
.. 
17 
23 
.. 

12 
5 
2 

7 
.. 

3 
.. 
2 
1 
.. 

19 
18 
21 
.. 
15 

24 
.. 

24 
42 

40 
58 
57 

55 

32 
.. 

46 
29 I 

11 Niger
12 Tanzania 
13 Somalia 
14 India 
15 Rwanda 

13 

22 
12 

.. 
24 

7 
20 
9 

6 

5 
5 
7 

15 
31 
2 

35 

4 

5 
14 
4 

4 
2 
6 

10 

21 

24 
37 
28 

26 
35 
50 
18 

55 

33 
22 
so 

32 
25 

-21 
28 I 

16 CentralAfrican Rep.
17 Togo
18 Benin 
19 China 
20 Guinea 

13 
18 
23 
3 

.. 
26 
. . 
23 

7 
4 
6 

.. 
8 2 

2 
. 

3 
.. 
1 

29 
32 
17 

21 

17 

49 
45 
63 
.. 

42 
.. 

41 I 
21 Haiti 
22 Ghana 
23 Madagascar
24 Sierra Leone 
25 Sri Lanka 

-. 
13 
20 
19 
41 

26 

16 
24 
13 

4 
5 
9 
8 

12 
.. 

24 
14 
31 

.. 
33 
25 
29 
12 

21 
.. 

30 
18 
24 

48 
48 
41 
34 

37 

27 
42 
30 

I 
26 Kenya
27 Pakistan 
28 Sudan 
29 Afghanstan
30 Bhutan 

20 
24 
17 
.. 

8 
14 
19 

. 

.. 
3 
5 
4 

37 
31 
19 

. 
5 
3 
1 

. 

3 
7 
3 

.. 
. 

.. 
38 
21 

. 

27 
23 
22 

34 
47 
69 

25 
26 
37 

31 Chad 
32 Kampuchea, Dem. 
33 LaoPOR 
34 Mozambique
35 VietNam 

13 
6 

32 
17 

. 
. 

20 
7 

14 
8 

.. 

.. 

. 

3 
2 
1 
7 

.. 

.. 

. 

21 
26 
19 
24 

.. 

.. 

. 

42 
58 
34 
45 I 

Middle*ncome economles 
Olexporters
01 Impoters
Sub-Ssharan Africa 

low 
low 
17w 
13 w 

12w 
15w 
low 
20 w 

8w 
a w 
8w 
5m 

21 w 
low 
28 w 
7w 

9w 
6 u 

11w 
3w 

ow 
4 w 
6 w 
3 w 

29 w 
33 w 
27w 
32w 

30w 
39 w 
20 w 
35 w 

38 w 
39 w 
37w 
47 w 

31 w 
32 w 
31 w 
35 w I 

Lowermiddle-Income 17w 14w 7w l9w Sw Sw 29 w 31 w 41 w 32 w 
36 Senel 37 27 6 30 4 1 15 18 38 23 
37 Leso37noP 
38 Liberia 1 22 8 27 1 2 33 25 39 24 
39 Mauritania 
40 Bolivia 

9 
20 12 

4 
1 

.. 
2 

1 
2 1 

56 
34 

.. 
45 

30 
42 40 

41 YernenPOR 
42 Yemen Arab Rep.
43 Indonesia 
44 Zambia 
45 Honduras 

21 
. 

6 
-10 

12 

.. 
32 

7 
9 

10 

39 

3 
10 
6 

.. 
8 

21 
19 
22 2 

10 
.. 

39 
33 
26 

.. 
25 
38 
34 
20 

26 

50 
45 
56 

34 
29 
37 
46 

46 Egypt Arab Rep.
47 Ei alvador 
48 Ivory Coast 
49 Zimbabwe 
50 Morocco 

28 
Is 
18 
7 

36 

31 
Is 
19 
.. 
i6 

7 
5. 
6 
() 

4 
25 
21 
..i 

21 
23 
28 
28 
41 
18 

29 
12 
23 
.. 
24 

31 
48 
46 
47 
31 

30 
42 
34 

23 
51 Papua New Guinea 
52 Philippines
53 Nigena 

*54 Cameroon
55 Thailand 

25 
20 
9 

12 
7 

20 
10 
21 
10 
5 

4 
10 
6 
5 
9 

19 
26 
3 
4 

31 

4 
3 
2 
7 

25 
33 
34 
28 
31 

30 
22 
38 
35 
24 

45 
30 
48 
51 
49 

30 
38 
35 
49 
33 

56 Ncaragua
57 Costa Rica 
58 Peru 
59 Guatemala 
60 Congo, Peopile's Rep 

13 
9 

17 
11 
15 

12 
9 

18 
6 

17 

5 
5 
3 
7 
6 

23 
20 
2 

38 
15 

1 
a 

30 
29 
41 
29 
34 

23 
15 
44 
16 
25 

51 
54 
34 
s0 
44 

40 
53 
34 
37 
42 

61 Turkey
62 Tunisia 
63 Jamaca 
64 Dominican Rep 

6 
16 
22 
25 

3 
14 
19 
16 

10 
6 
9 

10 

44 
21 
29 
34 

4 
3 

37 
31 
23 
23 

26 
27 
18 
19 

37 
41 
42 
40 

22 
30 
30 
29 

U 

Note For data cmparabrity and coverage see the technical nots 



Table 14. Balance of payments and reserves
 

Current account 
balance 

(millions ol dollars) 

Receipts 
of workers' 
remittances 

(millmns ol dollars) 

Net direct 
prrvate investment 
(millions of dollars) 

Gross nternational reserves 

Millionsof Inmonhs 
dollars oprt 

1970 1983. 1970 1983- 1970 1983 1970 1983- 1983. 
Low-income economies 6 4 w 

China and India 
Other low-income -.--.--. - -

8.2 w3 0w 
Sub-Saharan Africa 22w 

I Ethiopia
2 Bangladesh
3 Mali 

-32 

-2 

-171 
-77 

-103 6 
629 

36 

4 
( 
2 

72 

1 

206 
546 

23 

25 
26 
06 

4 Nepal 
5 Zaire 

. 
-64 

-143 
-559 2 119 42 331 

94 
189 

- 191 
269 

4 1 

6 Burkina 
7 Burma 

9 
-63 -343 

18 
.. 

.. 

. 
( 
.. 

*. 36 
98 

89 
185 26 

8 Malawi -35 -72 .. 9 .. 29 29 06 
9 Uganda

10 Burundi 
20 
.. 

-256 
. 

4 57 
15 34 

11 Niger 
12 Tanzania 

() 
-36 

. .. 
.. 

1 
. 

.. 19 
65 

57 
19 . 

13 Somahia 
14 india 
15 Rwanda 

-6 
-394 

7 

-150 
-2,780 

-49 

.. 
113 

1 

22 
2,617 

2 

5 
6 
(.) 

() 

11 

21 
1.023 

8 

16 
8,242
ill 

04 
54 
4 1 

16 Central Aican Rep 
17 Togo
18 Senin 

-12 
3 

-1 

-28 
-32 

. 2 .. 

1 
1 
7 

4 
.. 

1 
35 
16 

51 
178 

8 

2 4 
7.1 

19 China 
20 Gunea 

.. 

.-
4,460 .. 

.. . 
.. 
.. 

. 

. 
19,698 

. 
105 

21 Haiti 2 -100 17 89 3 15 4 16 04 
22 Ghana -68 -218 . 1 68 -6 58 291 4.3 
23 Madagascar 
24 SierraLeone 

10 
-16 

-369 
-33 .. 

.. 10 
8 

. 
2 

37 
39 

29 
16 

-
10 

25 Sri Lanka -59 -472 3 294 0 38 - 43 321 17 
26 Kenya
27 Pakistan 
28 Sudan 

-49 
-667 
-42 

-174 
21 

-213 
86 
.. 

. 
2.925 

275 

14 
23 
.. 

50 
31 
.. 

220 
194 
22 

406 
2,683 

17 

28 
4 5 
0 2 

29 Afghanstan
30 Bhulan 

. .. .. .. . 49 582 

31 Chad 
32 Kampuchea,0 em,. 
33 LaoPOR 

2 38 

. 

.. 

.. 
.. 

1 ( 2 

6 

32 22 

34 Mozambique 
35 VietNam .. .. .. .. .. .. 243 
MIddle-income economies 28w 

Ofiexporters
0i Importers 
Sub-Saharan Africa -

33w 
2.6 w 
1.0 w 

Lower mIddleIncome- 2 2w 
38 Senegal
37 Lesotho 
38 Liberia 

-16 
, 

.. 
-14 

-135 

3 
.. 
.. 

.. 

.. 
.. 

5 
.. 
.. 

4 
3 

22 

.. 

23 
67 
20 

14 
04 

39 Maurtania -5 -196 1 1 1 1 3 110 21 
40 Bdvia 4 -183 .. 1 -76 43 46 509 5.2 
41 Yemen. PDR -4 -309 451 59 297 36 
42 Yemen Arab Rep, 
43 Indonesia 
44 Zambia 

-310 
108 

-558 
-6,294 

-252 

1.161 
83 

-297 
160 
515 

369 
4,902

137 

21 
22 
13 

45 Honduras -64 -225 8 20 120 13 
46 Egy p. Arab Rep 
47 ElISalvador 
48 Ivory Coast
49 Zimbabwe 

-148 
9 

-38 

-785 
-152 
-743 
-459 

3.293 
41 

2 

4 
31 

165 
64 

119 
59 

1.699 
344 

37 
300 

1.8 
35 
02 
20 

50 Morocco -124 -889 916 141 376 09 
St Papua New Guinea 
52 Philippines
53 Nigeria 
54 Cameroon 
55 Thailand 

.. 
-48 

-368 
-30 

-250 

-372 
-2,760 
-4.752 

-289 
-2,886 

180 

23 
847 

-29 
205 
15 
43 

255 
223 

81 
912 

474 
696 

1,252 
170 

2.556 

38 
09 
1.0 
1 1 
25 

56 NWaragua
57 CostaMica 

-40 
-74 

-451 
-317 

15 
26 

49 
16 

171 
345 

21 
27 

58 Peru 202 -871 -70 339 1.898 46 
59 Guatemala 
60 Congo, People's Rep. 

-8 
. 

-226 
-400 

29 79 
9 

409 
12 

34 
0.1 

61 Turkey
62 Tunisia 

-44 
-53 

-1,880 
-561 

273 
29 

1.514 
359 

58 
16 

72 
186 

440 
60 

2.710 
639 

28 
2 1 

63 Jamarca -153 -355 29 42 161 -19 139 63 04 
64 Dominican Rep -102 -442 25 190 72 -1 32 171 1 1 

Note. For data comparability and coverage see the technical notes. 
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Table 16. External public debt and debt service ratios
 

Exiernal public debt Interest paynment 
outstanding and disbursed on external Debt service as percentage of 

Millionsof As percentage pubiledebl Exportsof
dollars ofGNP (millionsol dollars) GNP goodsandservices 

1970 1983 1970 1933' 1970 1983 1970 1983- 1970 1983' 
iLow-Income economies 17.4w 22.5w 1.2w 1.4 w 12.8 w 14.4 w 

China and India .. .. 
Other low-income 21.3 42.3 1.5w 2. w 8.9 w 18 7 to 
Sub-Saharan Afia 18.0 w 52.3 w 1.3 w 2.5 t 5.4 w 14 5 to 

1 Ethiopia 169 1,223 9.5 259 6 24 12 14 11.4 115 
2 Bangladesh .. 4.185 .. 37.7 63 13 . 14 7 
3 Mali 238 881 88.1 89.3 6 02 13 13 61 
4 Nepal 3 346 03 141 (.) 4 03 03 30 
5 Zaire 311 4,022 17.6 915 9 87 2.1 29 44 
6 Burkina 21 398 64 382 7 06 13 63 
7 Burma 101 2,226 47 363 64 09 24 158 338 
8 Malawi 122 719 432 552 3 30 2.1 45 7 1 203 
9 Uganda 138 623 75 17.9 4 17 04 19 2.7 

10 Burundi 7 284 31 262 ( 3 03 0.7 
II Niger 32 631 87 487 1 36 06 56 38 
12 Tanzania 250 2,684 195 589 6 36 12 is 49 . 
13 Somalha 77 1,149 244 620 10 03, 12 21 131 
14 India 7,940 21.277 149 112 189 553 09 0.7 220 103 
15 Rwanda 2 220 09 139 2 02 03 13 26 
16 Central Afrcan Rep 24 215 133 331 1 7 16 27 48 113 
17 Togo 40 805 160 1139 1 28 09 63 29 168
 
18 Benin 41 615 16.0 59.2 (.) 13 07 2.5 23
 
19 China . .. . .. .. . .
 
20 Guinea 314 1.216 474 692 4 22 - 22 40 .
 
21 Herb 40 433 103 268 7 1.0 09 7.7 50 
22 Ghana 489 1.095 242 28.3 12 30 12 19 50 142 
23 Madagascar 93 1,490 108 52.3 2 64 08 49 35 
24 Serrateone 69 359 14.3 34.5 2 3 29 09 99 72 
25 SriLanka 317 2.205 16.1 43.7 12 86 20 33 10.3 119 
26 Kenya 319 2.384 206 431 12 127 18 55 54 206
 
27 Pakistan 3.060 9.755 305 313 76 309 19 34 236 281
 
28 Sudan 306 5.726 152 778 13 37 1.7 12 107 112
 
29 Afghanistan 547 .. 5B.1 9 .. 25
 
30 Bhutan .. .. .. . . . 

31 Chad 32 129 119 43.5 (.) () to 0 3.9 06
 
32 Kampuchea, Dern .. .. . . .
 
33 LaoPDR . ...
 
34 Mozambique .. . ..
 
35 ietNam . . .
 

Middle-Income economies 12.7 to 34 2 w 1.6 w 4.5 w 10.5 to 18.1 w 
Oil exporters 13.4 w 34.1 w 1.8w 54w 10.7 w 21.1 w 
Oil importers 12.3 w 31.3 w 1.5 w 4.0w 10.4 w 16.1 w 
Sub-Saharan Africa . 12.4 29.0w 1.2w 4.2w .. 19.7 t 

Lowermlddle-income 15.3w 33.6w - - 1.6 w 4.2w 9.9 w 19.7 w 
36 Senegal 100 1.496 119 61.2 2 31 08 19 28 
37 Lesotho 8 145 78 23.0 ( 6 04 1.9 .. 25 
38 Liberia 158 . 699 496 72.1 6 21 55 32 66 
39 Mauritania 27 1.171 139 15 2 () 23 1.7 50 32 100 
40 Bolivia 479 2.969 338 777 6 165 16 70 113 305 
41 Yemen, PDR 1 1,263 .. 1185 14 .. 43 251
 
42 Yemen Arab Rep. .. 1,574 .. 384 . 13 .. 1.0 - 139
 
43 Indonesia 2.443 21.685 27 1 289 24 1,256 09 3.4 69 128
 
44 Zambia 623 2.638 370 839 26 78 35 40 59 126
 
45 Honduras 90 1.570 12.9 55.3 3 83 08 43 28 149
 
46 Egypt,Arab Rep. 1,750 15.229 232 494 54 540 46 65 364 275
 
47 El Salvador 88 1.065 86 292 4 37 09 18 36 64
 
48 Ivory Coast 256 4.824 183 788 11 413 27 129 68 310
 
49 Zimbabwe 233 1,497 15.7 279 5 105 06 81 316
 
50 Morocco 711 9.445 ISO 696 23 510 15 83 84 382
 
51 Papua New Guinea 36 911 58 404 1 63 01 47 112
 
52 Philippines 572 10.385 8.1 304 23 650 14 37 72 154
 
53 Nigeria 480 11,787 48 . 17.7 20 974 06 31 42 186
 
54 Cameroon 131 1.883 12.1 267 4 107 08 31 31 139
 
55 Thailand 324 7,060 4.9 18.0 16 531 06 24 34 11.3
 
56 Nicaragua 156 3.417 157 1333 7 37 2 4 32 111 18 3
 
57 Cosla Rca 134 3.315 138 1263 7 504 29 22.7 100 506
 
58 Peru 856 7.932 126 481 44 406 21 46 116 196
 
59 Guatermala 106 1.405 5.7 158 6 76 1-4 16 74 117
 
60 Congo. People's Rep 144 1.487 53,9 761 3 77 33 122 205
 
61 Turkey 1.854 15,396 144 302 42 1.169 13 46 220 289
 
62 Tunisia 541 3.427 382 424 18 195 45 74 190 223
 
63 Jamaica 160 1.950 118 652 9 101 1.1 69 2 7 154
 
64 Dominican Republic 226 2.202 155 267 5 110 08 28 4 7 22 7
 

Note For data comparabrirty and coverage see the technical notes 
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Table 23. Indicators related to life expectancy
 
Lia expectancy at Infant 

birth (years) mortality rate Child death rate 
Mate Female (aged under 1) (aged1-4) 

1965 1983 1965 1983 1965 1983 1965 1983 
Low-ncome economies 49w s w 51 w 60 W 122 w 75 w 19w 9 w 

China and Indla 51 w 61 w 53 w 63 w 115 w 61 w 16 w 6 w 
Other low4ncome 44 w 50 w 45w 52w 147 w 115w 27 w 18w 
Sub-Saharan Africa 42w 46w 45 w 49 w 156 w 119w 35 w 23 w 
I Ethiopia 
2 Bangladesh
3 Mali 

43 
45 
37 

.. 
49 
43 

47 
44 
39 

50 
47 

186 
153 
184 

. . 
132 
148 

37 
24 
47 

. 
19 
31 

4 Nepal
5 Zaire 

40 
43 

47 
49 

39 
46 

45 
52 

184 
142 

143 
106 

30 
30 

21 
20 

6 Burkina 40 43 42 48 193 148 52 31 
7 Surma 45 53 48 57 143 93 21 11 
8 Malawi 37 43 40 45 201 164 55 38 
9 Uganda

10 Burundi 
46 
42 

48 
45 

49 
45 

50 
48 

126 
169 

10B 
123 

26 
38 

21 
25 

11 Niger 
12 Tanzania 

40 
41 

43 
49 

42 
44 

47 
52 

181 
138 

139 
- 97 

46 
29 

28 
18 

13 Somalia 43 46 166 142 37 - 30 
14 India 46 56 44 54 151 93 23 11 
15 Rwanda 47 45 51 48 159 125 35 26 
16 CentralAfrican Rep.
17 Togo
18 Benin 

40 
40 
41 

46 
47 
46 

- 41 
43 
43 

49 
60 
S0 

184 
158 
193 

142 
112 
148 

47 
36 
52 

29 
17 
31 

19 China 55 65 59 69 90 38 11 2 
20 Guinea 34 37 36 3B 197 158 53 36 
21 Hait 46 53 47 55 160 107 37 Is 
22 Ghana 49 57 52 61 132 97 25 12 
23 Madagascar 
24 Sierra Leone 

41 
32 

49 
37 

44 
33 

50 
38 

99 
230 

66 
198 

18 
69 

10 
54 

25 Sri Lanka 63 67 64 71 63 37 6 2 
26 Kenya
27 Pakistan 

48 
46 

55 
51 

51 
44 

59 
49 

124 
150 

81 
119 

25 
23 

28 Sudan 39 47 41 49 161 117 37 
29 Afghanislan
30 Bhutan 

34 
34 44 

35 
32 42 

223 
184 162 

39 
30 

31 Chad 
32 Kampuchea.
33 Lao POR 

em. 
39 
43 
39 

42 

42 

41 
45 
42 

45 

45 

184 
135 
196 

142 

159 

.47 
19 
34 

34 Mozambique 
35 Viet Nan 

36 
47 

44 
62 

39 
50 

47 
66 

148 
89 

109 
53 

31 
8 

MIddle-income economies 
Oil exporters 
01 Importerns
Sub-Saharan Afica 

51 w 
47w 
SSw 
41 w 

59w 
55'.o 
62w 
48 w 

55w49 w 
59w 
44w 

63 w 
58 w 
66 w 
51 w 

112 w 
129 w 

98w 
150w 

75w 
91w 
61 w 

112w 

18im 
23w 
15w 
32 w 

Lower middle-ineme, 47 w 55w 50 m, 59 w 127 w 22W 
36 Senegl 
37 Les=o 
38 Liberia 

40 
47 
41 

44 
51 
47 

42 
so 
43 

47 
55 
50 

172 
138 
149 

140 
109 

42 
20 
32 

39 Mautania 
40 Bolivia 

39 
42 

44 
49 

41 
46 

47 
53 

171 
161 

136 
123 

41 
37 

41 Yemen, FOR 
42 Yemen Arab Rep.
43 Indonesia 

38 
37 
43 

45 
43 
52 

39 
38 
45 

4i7 
45 
55 

194 
200 
138 

137 
152 
101 

52 
55 
20 

44 Zambia 42 49 46 82 137 100 29 
45 Honduras ---- 48 58 51 62 131 81 24 8 
46 Egypt. Arab Rep. 
47 El Salvador 

48 
52 

56 
62 

49 
56 

59 
66 

123 
120 

102 
70 

21 
20 

14 
6 

48 Ivory Coast 
49 Zimbabwe 

43 
50 

50 
52 

45 
58 

53 
60 

160 
106 

121 
69 

37 
is 

20 
7 

SO Morocco 48 51 51 54 149 98 32 12 
SI Papua New Guinea 
52 Philippines
53 Nigena
54 Cameroon 

44 
55 
40 
44 

54 
63 
47 
52 

44 
58 
43 
47 

53 
66 
50 
55 

148 
90 

152 
155 

97 
49 

113 
116 

23 
11 
33 
34 

12 
4 

17 
19 

55 Thailand 53 61 58 65 90 50 11 4 
S6 Nicaragua
57 Costa Rica 

49 
63 

56 
72 

51 
66 

60 
76 

129 
74 

84 
20 

24 
8 

9 
1 

SB Peru 
59 Guatemala 

49 
49 

57 
58 

52 
51 

60 
62 

131 
109 

98 
67 

24 
16 

12 
5 

60 Congo, People's Rep 52 62 56 65 116 82 19 8 
61 Turkey
62 Tunisia 

52 
51 

61 
60 

55 
52 

66 
63 

157 
145 

82 
83 

35 
30 

8 
8 

63 Jamaica 
64 Dominican Rep 

63 
52 

68 
61 

67 
56 

72 
65 

51 
103 

28 
63 

4 
14 

2 
5 

Note For dalacomparability and coverage see the technical notes 
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Table 24. Health-related indicators
 

Population par: 
Daily calorie supply 

per Capita 

1965 
Physician 

1980' 
Nursingperson 

1965' 1980" 
Total 
1982 

Olrequirement 
1982 

Low-income economles 
China and India 
Other low-income 
Sub-Sahran Africa, 

12,419 w 
. 

26,097 w 
38,268 w 

5,556 to 
1,858o 

17.990 w 
27,922 w 

6,762 w 
., 

7,296 w 
4,627 w 

4,564 to 
3,279w 
8,697 w 
3.148 W 

2,408 n, 
2,503 w 
2,118 w 
2,098w 

105w 
109 u 
93 w 
91 w 

1 Ethiopia 
2 Bangladesh
3 Mat,
4 Nepal 
5 Zaire 

70,190 
.. 

49,010 
46.180 
39.050 

69,390 
7,810 

22,130 
30,060 
13,940 

5.970 

3,200 
.. 
.. 

5,910 
22,570 

2,380 
33.420 

1,810 

2.162 
1,922 
1,731 
2.018 
2,169 

93 
83 
74 
86 
98 

6 Burkina 
7 Burma 
8 Malawi 
9 Uganda

10 Burundi 

74.110 
11.660 
46.900 
11.080 
54.930 

48,510 
4,680 

41.460 
26,870 
45.020 

4,170 
11,410 
12,670 
3.730 
7,310 

4.950 
4,770 
3,830 
4 180 

.. 

-
1.879 
2,483 
2.242 
1.807 
2.206 

79 
115 
97 
78 
95 

11 Niger
12 Tanzania 

71,440 
21.840 

38.790 
17.740 

6,210 
2.100 

4.650 
3.010 

2.456 
2.331 

105 
101 

13 Somalia 
14 India 
15 Rwanda 

35,060 
4.860 

74.170 

15.630 
3,690 

31.340 

3,630 
6.500 
7.450 

2.550 
5,460 
9,790, 

2.102 
2.047 
2,202 

91 
93 
95 

16 CentralAfricanRep
17 Togo
18 Benin 
19 China 
20 Guinea 

44.490 
24,980 
28.790 

54.610 

26,750 
18,100 
16.980

1,740
17,110 

3,000 
4.990 
2.540 

4.750 

1,740 
1.430 
1.660 
7,710 
2570 

2.194 
2,167 
2,154 
2.562 
1.987 

97 
94 

101 
109 
86 

21 Haiti 
22 Ghana 
23 Madagascar
24 Sierra Leone 
25 Sri Lanka 

12.580 
12,040 
9.900 

18.400 
5.750 

8.200 
7.760 

10.220 
17,520 
7.170 

3,460 
3,710 
3.620 
4.890 
3.210 

2,490 
770 

3,670 
2,040 
1.340 

1.903 
1.573 
2.577 
2.049 
2.393 

84 
68 

114 
85 

107 
26 Kenya
27 Pakistan 
28 Sudan 
29 Afghanistan 
30 Bhutan 

12,840 
3.160 

23.500 
15,770 
3.310 

7.890 
3.480 
8,930 

16,730 
18,160 

1,780 
9,900 
3.360 

24.450 
. 

550 
5.820 
1.430 

26.000 
7,960 

2.056 
2.277 
2.250 
2.285 

88 
99 
96 
94 

31 Chad 
32 Kampuchea Dem. 
33 Lao POR 
34 Mozambrque
35 Viet Nam 

73.040 
22.490 
26,510 
18,700 

47.640 
. 

39.140 
4.190 

73.620 
3,670 
5.320 
4.720 

3.860 
.. 
-

5.610 
2.930 

1.620 
1,792 
1,992 
1.844 
2.017 

68 
81 
90 
79 
93 

Middle-Iname economles 
Oil exporters
Ol Importers 
Sub-Saharan Africa . 

11.3B8w 
20,016 to 

4,146 to 
35,517w 

5.995 w 
8,089W 
3,870 w 

11,929 w 

3,651 w 
5,436w 
2.162 w 
4,745 w 

1.945 uo 
2.053 uo 
1.840w 
2,650 w 

2,661 w, 
2,612 to 
2,703w 
2,370 w 

114 w 
113 w 
114 w 
101 w, 

Lower middle4ncome 18.399 w 7,555 w 4,891 w 2,292 w 2,495 wp 109 W 
36 Senegal
37 Lesotho 
38 Liberia 
39 Mauritania 
40 Bohvia 

21,130
22,930 
12.450 
36,580 
3,310 

43.780 
18,640 
8.550 

14,500 

2,640 
4.700 
2.300, 

3,990 

1,390 

2.940 
2.700 

2.392 
2.285 
2,267 
2.228 
2,158 

101 
100 
98 
97 
90 

41 Yemen.PDR 
42 Yemen Arab Rep. 
43 Indonesia 
44 Zambia 
45 Honduras 

12.870 
58.240 
31,820 
11.390 

5.450 

7,120
11.670 
11,530 

7,670 
3.120 

1,850 

9,500 
5.820 
15,40 

820 
4.580 
2,300 
7,730

700 

2.329 
2.346 
2.393 
2.054 
2.156 

97 
97 

111 
89 
95 

46 Egypt. Arab Rep 
47 EI alvador 
48 Ivory Coast 
49 Zimbabwe 
50 Morocco 

2.260 
4.630 

20.690 
5,190 

12.120 

970 
3,220 

5.900 
10,750 

2,030
1,300
1,850 

990 
2,290 

1.500 
970 

940 
1,830 

3.210 
2.060 
2,652-
2,119 
2,671 

128 
90 

115 
89 

110 
Papua New Guinea 
Philippines 
Nigeria 
Cameroon 
Thailand 

51 
52 
53 
54 
55 

12,520 
1,310 

44,990 
29,720 

7.230 

13,590 
7,970

12,550 
13,990 
7.I00 

620 
1,130 
5,780 
1,970
5,020 

960 
6,000 
3.010 
1,950 
2,400 

2.109 
2.393 
2,443 
2,102 
2,296 

79 
106 
104 
91 

103 
56 Nicaragua
57 Costa Rca 
58 Peru 
59 Guaterala 
60 Congo. People's Rep 

2,490 
2.040 
1.620 
3,830 

14.210 

1,800 
1,460 
1.390 
8,670 
5.510 

1,390 
630 
880 

8,250 
950 

550 
450 
970 

1,620 
790 

2.268 
2.635 
2,114 
2,115 
2,504 

101 
118 
90 
97 

113 
2.860 
8.040 
1,930 
1.720 

61 Turkey
62 Tunisia 
63 Jamaica 
64 Dominican Rep 

,630
3.690 
2.830 
2,470 

Note For data comparability and coverage see the technical notes 

6,340 
1,150

340 
1,640 

1,730 
890 
630 

3.077 
2,656 
2.489 
2.179 

122 
111 
111 
96 

I 
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Table 28. Income distribution
 
Percentage share of household income, by percentile groups of households' 

Year 
Lowest 

20 percent 
Second 
quintria 

Third 
quntile 

Fourth 
quinile 

Highest
20 percent 

Highest
10 percent 

Low-Income economies 
Chins and India 
Other low-income 
Sub.Saharan Africa 

I Ethiopia 
2 Bangladesh
3 Mali 

1976-77 62 109 15.0 
. 

21.0 489 320 

4 Nepal 
5 Zaire 

1976-77 46 80 110 165 592 465 

6 Burkna . 
7 Burma 
8 Malawi 1967-68 104 11 1 13.1 148 506 401 
9 Uganda .0 . 

Burundi 
11 Niger
12 Tanzania 
13 Somalia 

1969 S8 10'2 13,9 197 50'4 356 

14 India 1975-76 7.0 9 2 139 205 49.4 336 
15 Rwanda 
I6 CentralAfricanfRep
17 Togo 
18 Benin 

. 

19 China 
Guinea 

21 Haiti 
22 Ghana 
23 Madagascar 
24 SierraLeone 1967-69 56 

. 
95 

. 
128 

. 
196 

. 
52*5 378 

25 Sri Lanka 1969-70 75 11 7 15.7 21 7 434 282 
26 Kenya
27 Pakistan 

1976 2.6 6.3 
. 

11.5 192 60.4 45.8 

28 Sudan 
29 Afghanstan 

Bhutan 

1967-6B 40 
. 

8,9 
. 

16,6 
.. 

207 
-. 

498 346 

31 Chad 
32 Kampuchea, Dem. 
33 Lao POR 
34 Mozambique
35 Viet Nam. 

.. .. . . . 

Middle4income economies 
Oil exporters
Oil Importers 
Sub-Saharan Africa 

Lower middle4ncome 
36 Senegal 
37 Lesotho 
38 Liberia 
39 Mauritania . . .. . 

Bovia. 
41 Yemen. PDR 
42 YemenArab Rep. 
43 Indonesia 1976 

-

66 
. 

7*8 12 6 23*6 49 4 340 
44 Zambia 1976 34 7.4 11.2 16.9 61.1 46 3 
45 Honduras . .. . . . 
46 Egypt, Arab Rep 
47 El Salvador 

1974 
1976-77 

58 
55 

107 
100 

14.7 
14.8 

208 
22 

480 
47.3 

332 
295 

48 Ivory Coast 
49 Zimbabwe .. .. 

. . 
. .. 

4. 
.. 

25 
. 

Morocco 
51 Papua New Guinea 
52 Philippnes
53 Nieria 

1970-71 
. 

52 9,0 128 19 04.0 38 S 

54 Cameroon 
55 Thaiand 1975-76 56 9 6 13'9 21 1 498 34 1 
56 Nicaragua 
57 Costa Aica 1971 33 87 133 199 54 8 395 
58 Peru 1972 1.9 51 11.0 210 61.0 429 
59 Guatemala . . 

Congo. People's Rep 
61 Turkey 
62 Tunisia 

1973 35 80 125 195 565 407 

63 Jamaica 
64 Domircan Rep 

Note. For data comparability and coverage see the technical noes 
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CROW , PRICE POLICY, AND EQUITY 

CIIARtr I.-CLASSICATION oF 58 DEVELOPING COUNrRIES 
ny AGRICULTURAL AND INDUSTRIAL GRowTH RATES 
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Source: World B.nk, World Development Report, 1981. I
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CHART IA.-AGRICULTURAL AND INDUSIRIAL GRown RATES oF 58 
DVELoINC COUNTRIEs, 1970 TO 1979 

(Percent per year) 
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LINKAGES AMONG AGRICULTURAL POLICY OBJECTIVES, GOVERNMENT POLICY INSTRUMENTS, AND AGRICULTURAL SECTOR PERFORMANCE 

Agricultural Policy Objectives: Government Policy InstrumentI 
- increased food and agricultural production 
- low and/or stable food prices 
- food security and/or self-sufficiency 
- improved rural income distribution Resource ownership and 
- government revenues/expenditures I pricing policies 
- foreign exchange earnings/costs Input pricing policies 

L Input marketing 
policies 

Product pricing 
policies 

Agricul-
tural 

Sector 
Perfor-

Balance I 
of 

Payments [ 
Infrastructure 

and 

Support Services 

Product marketing 
policies 

Trade tax, tariff, and 
quota policies 

Exchange rate policies 
mance 

9 
Consumer pricing 

policies 
Production and Marketing Food distribution 

1- I7 
Activities in the Agricultural 

and Food System 
policies 

es tic On-Farm( 
rket Retention 

pply 

Marketed
 
Production
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Great stides have been made in 
transforming the lives and the 
livelihoods of tens of millions of 
people in the developing world 
over the past three decades. Yet 
for close to two-thirds of these 
countries' populations-mong 
whom are the vast majority of the 
world's poor-agriculture is still 
the main source of income, just 
as farming as their chief occupa
tion. 

This part of the Report concen
trates on the policies and pro
grams needed to sustain and in 
many instances to accelerate ag
ricultural development, and on 
agriculture's contributton to ame
liorating the problems of poverty. 
In the 1970s, a growing concern 
in the world community with 
problems of poverty coincided 
with massive evidence from the 
Green Revolution in Asia and 
elsewhere that rapid growth of 
production and productivity in 
agriculture was possible. The re
sult was a variety of new pro
grams in agricultural develop
ment, many addressed to the 
problems of the small farmer, 
supported by a large increase in 
capital and technical assistance 
from aid donors. This Report 
draws on the rapidly accumulat
ing body of expenence from these 
recent efforts and the lessons that 
are emerging from it. 

Lessons from the more distant 
past are also relevant. While the 
role of agriculture in develop
ment has been debated for 

hundreds of years, the evidence, 
both historical and contempo
rary, is remarkably consistent. In 
Europe, Japan, and the United 
States, for example, a dynamic 
agriculture accompamied-and in 
some instances led-the process 
of industrialization and growth. 
The evidence, discussed in the 
next chapter, is equally convinc
ing that this is still the case among 
contemporary developing econo
mes. 

History proviaes other pointers 
relevant to current problems. The 
key to agriculture's growth among 
the present industrial economies 
was the farmer himself, who 
sparked a stream of cost-reducing
innovations and also financed and 
carried out the investment in land 
improvement needed to exploit 
new technology. The evidence 
from a wide range of developing 
countries shows that farmers be
have no differently today The key
factors are still the opportunity and 
the incentive to improve the land 
and with it the fanner's liveli
hood. 

In two respects, though, con
ditions today are fundamentally 
different. First, the rapid growth 
of population and the concom
tant need to expand food pro
duction far surpass the histoncal 
experience In the developing
world of the eighteenth and nine
teenth centuries, agricultural 
growth was much slower than the 
rates achieved by developing 
countries in the past thirty years. 

Second, farmers have access to an 
agricultural science that is a much 
greater source of innovation and 
a better catalyst of productivity 
growth than ever before. But this 
is true much more for some groups
of farmers than for others. 
. Agricultural development in the 

recent past is characterized by an 
extraordinary diversity both within 
and between countries. Many still 
largely traditional farming sys
tems that were sustainable with 
a low density of population are 
becoming icreasingly strained by,
and vulnerable to, the pressure of 
rising population. Spectacular en
vironmental damage exemplifies 
the consequences of this pressure 
as land-hungry cultivators push
into the tropical forests, up the 
hillsides, and across drought
prone, semi-and savannah. Thus 
a growing prospenty among some 
groups is contrasted with deep
ening poverty among others less 
fortunate. 

Winning the race between a 
growing population and the food 
supplies needed to match it is a 
still formudable challenge in many
low-income countnes So, too, is 
the task of alleviating poverty in 
these largely rural societies. Tech
nology and sensible policy are the 
means of successfully transform
mg agriculture for the benefit of 
the economy and of the people 
who live and work in agncul
ture-and who will eventually 
leave it. 
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5 Agricultural development and economic growth 

Agriculture has been transformed 
an the past three decades Output 
has increased at nearly twice the 
rate of earlier periods, fueled 
partly by the developing world's 
greatly increased capacity to pro
duce food and partly by changes 
in the developed countries. Above 
all else, there has been unprece
dented technical change in agri
culture throughout the.world. 

Alongside this remarkable and 

sometimes underestimated 
achievement stands the "world 
food problem " Hundreds of mil
lions of people in the developing 
world are stall without enough 
food. Population growth, the ef
fects of which are often exacer
bated by a highly unequal income 
distribution, has sharply reduced 
both the per capita benefits of in
creased food production and the 
associated increases in incoime per 
capita. 

Ths paradox-of poverty in the 
midst of plenty-has long plagued 
popular understanding of the role 
of agriculture in economic devel
opment. On the one hand, it has 
led' to a sense of hopelessness 
about the world's malnourished: 
on the other, to technological ov
ercontidence. Overanxiety about 
food crises has alternated with 
taking agriculture for granted, 
even neglecting it. 

None of these extreme reac
tionis is appropriate or helpful. 
Agriculture does indeed face spea 
cial problems, of which two it 
porticular stand out. The firat ii 
biological-the close dependenci 
on the natural environment Tb:, 
results in output levels that fluc 
tuate unpredictably from seasol 
to season, and growth that varie 
greatly from one region to or 
other depending on natural I 

1 40 

- MWWW 

sources and the extent to which 
their potential has already teen 
developed. The second is eco
nomic-the problem of the radi

cal adjustments farmers face in the 
process of agricuilturnal develop

ment. While its output may con
tinue to grow, agriculture's share 
of both GDP and employment in
variably decreases as economies 
develop and indlustrialize In
deed, at later stages of develop
ment, the absolute size of the la

bor force in agriculture declines, 
ultimately to a very small fraction 
of the total. 

In most ways, though, agricul
ture is not unique. Farmers, like 
other workers, respond to incen
tives. In buying food, consumers 

at influenced by relative prices 
and available income, as they are 
when they buy other things. Ag
riculture's success or failure 

therefore owes much to factors 
that influence all economic activ
ity. If at lags, it is because of in
adequate investment, lack of in

centives, and hiappropriate 
polices, as well as problems of 

technology, climate, and soil. 
This chapter describes some key 

elements in the worldwide ex

pansion and transformation of 
agriculture- It discusses where 
growth has taken place, where it 

has not, arid the problems which 
patterns of growth have pro
duced or failed to solve. In par
twcular it highlights the following 
features of agricultural develop

mene
* Progress has been slowest ir 

s 	the low-income countries. These 
countries account for most of tht 
world's poor, the vast majority G 

S whom work on the land. 
* There are strong links bec 

tween agniculture and overall ecc s 

M 

name growth. Few countries have 
achieved sustained economic 
growth without first, or simulta
neously, developing their agri
culture. 

* Ats it proceeds, development 
dictates a declining role for agri

culture. Initially dominant, it 
eventually accounts for only a 
small fraction of net output, em
ployment, and income Success
ful adjustment to agriculture's 
changing role determines not only 
the pace and pattern of devel

opment as a whole, but also the 
severity of the problems rural 
people face in the development 
process. 

* The international economic 
environment-trade. technology, 
commercial capital, and devel
oipment assistance-has contrib
uted to major changes in world 
agriculture Most changes have 

been beneficial, but some serious 
problems remain: notably the ag

cultural protection polices of the 
developed Countries, which limit 

the market access of developing
country producers. at high cost 
both to governments and to con
sumners in the developed world. 

The pattern of recent growth 

While the rate of growth of agri

cultural output over the past three 

decodes was about double that of 
earlier years, it was decelerating 
during the period. Worldwide, 
output rose at 3.1 percent a year 
tn the 1950s, 2 6 percent in the 

1960s, and 2.2 percent in the 1970s. 
i The broad pattern was one of de

clining growth rates in the non

market industrial economies, 

while rapid growth was main
tained in developing counties and 

Table 5.1 Growth rates of agricultural and food output by majdr world regions (excluding China), 

1960-40 
Agnrutttirit output 

Total Per napta, 

Regionand countrygroup 196-70 97040 196070 197040 

2.8 27 0.3 0.3
Developing countries 0.42.5 2.1 0.2Low-income 02 -1.43.11.3 04 07idl-noe2.7Mddle-mcome2.9 

Afnca 
25 2.7 00 00Middle East 0.62.9 3.0 01Latin Amenca 
29 3.8 03 14

Southeast Asia 
2.5 22 0.1 0.0

South Asia 
31 3.5 1.8 19

Southern Europe 
2.1 20 1.1 1.2

Industrial market economies 
1.7 22 093.2 0.7 0.4Nonmarket industial economies 26 22Total world 

2.9 
26 
3.226 

26 
36 
28 
26 
32 
2.3 
3.227 

Soure. FAD.	 onDecade grwth rates amebased
Kotle.production dlata are weighted by world export unit prices. 
except that 1970 is the avenage for 1969-71. 

Figure 5.1 Agricualtual and food output, by 
and by country 1-6140 and 1970-08 

rate (percntage) 
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industrial market economies. 
(Table 5.1 and Figure 5 1 show 
the pattern for the 1960s and 
1970s.) 
.	 In the industrial market econo. 
mies agricultural growth has been 
led by rising demand for high
value products such as meat, 
Poultry, dairy produce, fruit, and 
vegetables. This stimulated rapid 
growth in the production of ce

rsa 

,hespecuils ihaergefomerica 

reals, especiallyinnNorth Amenica 
and Australia, because changes in 
animal husbandry led to heavy 
demand for feed grains. Today 
grain fed to livestock accounts for 
70 percent of their grain con
sumption. Between them, live
stock and feed grain account for 
over 65 percent ot gross agricul
tural output (see Box 5.1 and 
Chapter 6). 

Fod..out 
Total Per apita 

32 

28 0.4 0.4 
2.2 0.2 -0.3
 
33 070.1 -1.109
1.6 

3.3 01 0.6 
38 03 14 
22 0.1 0.0 
35 1.8 19 
20 1.3 1.1 
1.7 22 0.502 3 0.8 

midpoints of five-year avenges, 

22a 

35-7 1.8a 6-019 

p idp enomic aroa vras 

Rapid economic growth has 
drawn people away from agricul
ture. Agriculture's share of the la
bor force in most developed 
countries is now only one-third 
of what it was in 1960, averaging 
only 6 percent in the developed 
market economies in 1980. As a 

result of a major shift toward la
bor-saving technology, labor pro
ductivity (output per worker) has41 
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ox 5.1 Food versus feed? 

'Sheep eat men" was the seventeenth

century sl6ginof English peasants du

possessed when common land was en

dosed for pnvate pastures. Today, sane 
t0 million tons of cereals are fed to an

unalseveryyear Thisamountcould feed 

25 blLhon people, more than twice the 

number in poverty. Moreover, grain con

verted to meat loses 75 to 90 percent of 

its calones and 65 to 90 percent of its 
protein Accordingly, a lively school of 

thought maintams that feeding grain to 
cattle, pigs, and cluckens takes food away 

from the hungry. 
The issue is not a simple one, how

ever The mainuse of cereals for feed 

occurs in developed counines, where over 
two-thuds of the gram consumption Is 

accounted for by animals This pattern 

of gram use reflects the high incomes of 

consumers in the developed countnes If 

cereals were not fed to livestock, cereal 

prduction these cntrines would de

dine sharply. 
A massive transfer of purchasing power 

from rch countnes to poor ones would 

be needed to haftconsumption fron an
unals to people. Even if this unlkely 
prospect were realized, the longer-tenn 

frequently risen faster in agrcul
ture than in other sectors. Agn
culture has greatly increased its 
use of other inputs such as fertil
izer and machinery, which now 
represent nearly half the value of 

gross output. Agricultural value 
added has therefore risen less 
rapidly than gross output-at less 
than 1 percent a year during the 
1970s sn many countries. 

In the nonmarket industrial 
economies of eastern Europe and 
the USSR, output grew rapidly in 
the 1950s and 1960s because vir
gin land was opened up and the 

use of fertilizer and machinery In
creased. Between 1970 and 1980, 
however, agricultural growth 
slowed sharply in the two largest 
countries, the USSR (averaging 1.9 
percent a year) and Poland (1.3 
percent a year) This slowdown 

consequences are problenatic. Most of 
the world's hungry are fanner or lve in 
fan areas where basi cereals are grown. 
It would be difficult if not impossible to 
Inject large amounts ot creals into these 
areas without reducingIncomesand pro
duction in the very regions where io

creased suicoe is most needed. Direct 
food assistance has an unportant roie to 
play, but it needs to be carefully bal

anced with oilier foms of eassitance that 
stinulate food production and Incomes. 

As development proceeds, the inter

action between livestock producers and
 

gram farmers plays an increasingly in
portant part in suataunig aRcultural
 
growith The rapid growth in demand for
 

feed is one factor responsible for the doa
natie increase in cereal yields in the in

dustnal countnres-to nearly 3 5 tons a
 

hectre. In the 1930s cereal yields were
 

almost identkal in developed and de
velopmg countnes, about 1.1 tons per
 
hectare. Rapidly developing cuddle-m
cone countries ar aeady following the
 
pattern established by agriculture In the
 

developed world; about25 percent of the
 
grain they consune is used for ivestock
 

feed.
 

came at a time when the demand 
for meat and other livestock prod
ucts was sming rapidly. Despite 
greatly increased imports of feed 
grains, agriculture has been slow 
to adapt to this changing pattern 
of demand. Some of the reasons 
for this failure lie in history-So
viet agriculture suffered heavily 
from war and neglect for thirty
five years after the Revolution of 
1917-wfule others lie in the dif
fictilties of an overly centralized 
system. 

Agracultural output in the de
veloping countries considered as 
a group grew at historically high 
rates, with growth of just under 
3 percent a year during both the 
1960s and the 1970s (see Table 5 1). 
But the rate of growth of popu
lation was also unprecedentedly 
high. The outcome was a modest 

(0.3 and 04 percent a year) in
crease i agricultural and food 

output per capita. 
As Isusually the case, these ag

gregates conceal substantial dif
ferences. In particular, there was 
an acceleration of growth of ag
ricultural output in Southeast Asia; 
from being near the average for 
developimg countries (0.3 percent 
per capita a year) in the 1960s, it 
rose to 1.4 percent a year in the 
1970s. The Latin American coun
tries also increased their growth 
of agricultural output per capita, 
up to 0.6 percent a year in the 
1970s from 0.1 percent in the 
1960S. 

By contrast, the yearly rate of 
growth of agricultural output in 
Africa declined (from 2.7 percent 
in the 1960s to 1.3 percent in the 
1970s)-and the rate of popula
tion growth accelerated. These 
changes meant that output per 
capita grew at 0.2 percent a year 
during the 1960s, but then fell by 
1.4 percent a year in the 1970s. 
Part of the decline was associated 
with a slowdown in the produc
tion of nonfood crops (tropical 
beverages and fibers); but the 
growth of food output per capita 
was also transformed from a 
modest increase in the 1960s to 
a decline (-1.1 percent) in the 
1970s. 

In South Asia, the balance be
tween population growth and ag
ricultural growth remained essen
tially unchanged over the two 
decades. In spite of growth rates 
of agricultural output which av
eraged 2.5 and 2.2 percent, re
spectively, output per capita grew 
at only 0.1 percent in the 1960s 
and about zero percent in the 
1970s. This performance-disap
pointing, since South Asia had 
been one of the major benefici
anes of the Green Revolution and 
of massive investments in rnga
tion and fertilizer-s a salutorv 
reminder ot the consequences of 

high and sustained rates of pop
ulation growth. 

Of course, these growth rates 
were not uniform within each re
gion, nor were they uniform 
within countries. In India, for ex
ample, not all regions are en
dowed with the fertile soil, effec
tive flood control, and irngation 
and drainage systems that have 
permitted some areas to show 
spectacular increases in agricul
tural production by adopting the 
new crop technologies. In the 
1960s, agncultural growth ex
ceeded 5 percent a year in about 
a third of the country's 231 dis
tricts, but output actually fell in a 
fifth of the districts and rose at 
less than 1 percent a year in an
other fifth. 

Such regional differences in ag
ncultural growth rates are a com
mon phenomenon in most coun
tries, both developed and 
developing. Within each of the 
EEC countries, for example, there 
are regions of increasing and de
creasing agricultural income dur
ing the 1960-80 period. These re
gional disparities tend to be 
accentuated during early devel
opment stages, however, because 
of the proportionately greater Im
pact of natural conditions, the 
variable effect of technology, and 
the limited capacity of govern
ments to support agricultural 
growth in less favored regions. In 
the United States, for example, 
which provides both national and 
state support for agnculture, ag
ricultural output increased in every 
state between 1930 and 1970, al
though growth rates still varied 
significantly between 1.7 and 6 
percent.

Low or negative growth in ag
ricultural production per capita in 
South Asia and Africa presents a 
major challenge to domestic poit
icymakers and the international 
community alike. The unprece
dented advances in plant breed

ing, in the use of fertilizer, and 
in investment in irrigation over 
the past twenty years have re
suited in a tie in the race between 
population growth and agncul
tural production in South Asia In 
Africa, where no comparable ad
vances in agricultural technology 
have been realized, the race is at 
present being lost. The challenge 
is to accelerate the pace of biolog
ical innovation, to provide the 
policy environment and the com
plementary resources that make 
the new technologies effective in 
increasing output and incomes, 
and to reduce the rapid rate of 
growth of population. 

The role of agriculture in 
development 

Economic growth is invariably ac
companied by a declining share 
of agniculture in total output, in
come, and employment. At ad
vanced stages of development, the 
labor force imagriculture starts to 
decline absolutely. Two main 
forces, which together produce the 

major structural transformations 
shown in Figure 5.2, are at the 
heart of the development proc
ess. First, the pace of agricultural 
growth is limited by the growth 
of demand for its output, 90 per
cent of which is food in all but a 
handful of countries (see Chapter 
6). In turn, the growth of demand 
is limited by the tendency for the 
proportion of household spend
ing on food to decline as incomes 
rise. In India, with a per capita 
income of $240, for example, 
households spend 60 to 70 per
cent of their income on food; in 
a $10,000 per capita economy such 
as Canada, they spend less than 
20 percent on food and are able 
to enjoy variety and quality to a 
greater extent. 

This tendency, known as En
gel's Law, is observed in all 
economies as they grow The lim
its to agricultural growth imposed 
by the growth in domestic de
mand can, however, be raised If 
income growth is broadly dif
fused in the economy and coun
tries export their surplus produc-

FIgure 5.2 Cross-country share of employment and output 
in agiculture, 1980 
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hion. (This option is available only 
to a limited extent, because En
gel's Law operates on a global 
scale, as well -as for individual 
countries.) 

In the case of nonfood agricul
ture, competition from industnal 
substitutes grows as investment 
and innovation lower the pnce of 
industrial goods and services rel
ative to agricultural raw mate
rials. Common examples are the 
use of synthetics instead of nat
ural fibers (cotton, wool, jute) for 
clothing, the substitution of oil or 
coal for wood, and the switch from 
timber to steel and cement m con
struction. Substitution is seldom
 
total, however, so demand for
 
natural products usually contin
ues to grow. To benefit, produc
ers have to concentrate on mar
keting as well as on efficient 
production. 

With development, farmers be
come increasingly removed from 
consumers As subsistence farm
ing gives 'way to marketed pro
duction, the scope for specialized 
marketing, transport, processing, 
and packaging is enlarged. In the 
industrialized economies, these 
activities produce much more 
value added and employment 
than does agriculture itself; the 
farm-gate value of food is now 
only one-third of the price con
sumers pay for it-

The second main force account
ing for the structural change in 
agriculture is increased agricul
tural productivity, made possible 
by technological innovations and 
accumulated public and pnvate 
investment. Employment ex
pands and diversifies as a con
sequence of the relative decline in 
the agncultural work force In the 
early stages of development, al
most everybody works in agn
culture Most of the activities later 
classified as "industrial" and 
"service" are initially carned out, 
if not within agriculture, at leas 

in rural areas-the manufacture 
of clothing, furniture, and tools, 
construction of housing and other 
buildings; transport, processing, 
and marketing; education, medi
cine, social and cultural activities. 
As development progresses, these. 
activities become differentiated 
and separated from agriculture, 
until only core agricultural pro
duction functions remain. While 
some nonagricultural activities are 

.still carned out 	 in 'rural areas, 
modern industry and services 
open up new and qualitatively 
different opportunities, many of 
which require relatively high skills 
and education. Although this 
process is one of the most desir
able benefits of growth, it is also 
the most difficult to handle in hu
man terms (see Chapter 7). 

The transfer of labor from ag
riculture (where the amount of 
capital per worker and average 
productivity is relatively low) to 
industry and services (where cap
ital per worker and average pro
ductivity are relatively high) is the 
key to raising incomes and out
put. The higher average produc
tivitysof labor in the nonagrcul
tural economy is reflected in 
income differences between it and 
agriculture. In most countries, in
comes are lower in agriculture 
than elsewhere, as shown by the 
fact that farming's output share is 
consistently lower than its em
ployment share (Figure 5.2) This 
income difference provides the 
incentive for people to move out 
of agriculture into nonagricultural 
activities in urban centers. The 
agricultural shares of output and 
employment are roughly equal
ized only at a comparatively late 
stage of development 

The process of change can be 
very rapid in historical terms: in 
Japan and the less developed parts 
of Europe, the agricultural labor 
force represented 40 to 50 percent 

t of total employment as recently 

as 1950. Developed countries no 
longer depend heavily on agn
culture: it accounts for only 4 per
cent of output and 6 percent of 
employment in industrial market 
economies, and 15 and 17 per
cent, respectively, in planned 
economies. In low-income coun
tres, by contrast, agriculture still 
accounts for 30 to 50 percent of 
output and an average of 70 per
cent of employment. Even in most 

uddle-income countries, .10 to 20
 
percent of output and over 40
 
percent of employment are de
rived from agriculture.
 

The continuing importance of
 
agriculture in the economies of the
 
developing countries is reflected
 
in the association between the 
growth of agriculture and of the 
economy as a whole. Among 
countries where the agricultural 
share of GDP was greater than 20 
percent in 1970, agricultural 
growth in the 1970s exceeded 3 
percent a year in 17 of the 23 
countries whose GDP growth was 
above 5 percent a year (Table 5.2). 
Dunng the same period, 11 of the 
17 countries with GDP growth be
low 3 percent a year managed ag
ricultural growth of only 1 per
cent or less. Agricultural and GDP 
growth differed by less than two 
percentage points in 11 of 15 
countries experiencing moderate 
growth. There have been excep
tions, of course, but they prove 
the rule: fast GDP growth and 
sluggish agriculture was a feature 
of some of the oil- or mineral
based economies such as Algeria, 
Ecuador, Morocco, and Nigeria 
(see Box 5.2) 

The parallels between agncul
tural and GDP growth suggest that 
the factors which affect agncul
tural performance may be linked 
to economy-wide social and eco
nomic policies. In the many low
income countries where agricul
ture predominates, effective pol
icies, institutions, and investment 

Table 5.2 Growth of agriculture and GDP in the 1970s 

Agnculitirsl 
gret Aleot 5 percent 

Above 3 percent 	 Cameroon Malawi. 
China- MalaysIa
Colombia Paraguav 
Dominican Rep Philippnes 
Guatemala Thailand 
Indonesia Tunisia 
Ivory Coast Turkey 
Kenya Yemen Arab Rep. 
Korea, Rep of 

GDPgrowth 
3-5 percent Belss 3 percent 

Bolivia Libena 
Burma' Nicaragua
Mal Senegal 
Somalia' 
Tanzania 

1-3 percent 	 Costa Rica 
Ecuador 
Egypt
Lesotho 

Below 1 percent 	 Morocco 
Nigena 

tLow-income countnes 
Soure World Development Indicators 

/ 
programs for agriculture are vir
tually synonymous with effective 
overall management. This is not 
surprising since there are many 
important growth linkages be
tween agriculture and the rest of 
the economy. Expanding agricul
tural production' through tech
nological change and trade cre
ates important demands for the 
outputs of other sectors, notably 
fertilizer, transportation, com
mercial services, and construc
tion. At the same time, agricul
tural households are often the 
basic market for a wide range of 
consumer goods that loom large 
in the early stages of industrial 
development-textiles and cloth
ing, processed foods, kerosene 
and vegetable oils, aluminum 
holloware, radios, bicycles, and 
construction matenals for home 

Bangladesh Burundi 
Central Afican Rep.* Sierra Leone* 
ElSalvador 

Hat'
 
Honduras
 
India'
 
Pakstan'
 
Sn Lanka'
 
Sudan'
 
Upper Volta*
 

Togo' 

Improvements. In most middle
income economies, agricultural 
policies are only slightly less in
fluential. Despite the similar re
sources and history of the coun
tnes, agricultural productivity has 
increased twice as fast in Came
room and Libena in recent years 
as it has in neighboring Guinea 
and Ghana-and four times as fast 
in Tunisia and Colombia as in 
Morocco and Peru. 

Managing agricultural 
development 

The process of transformation is 
well advanced in many middle
income countries, where agncul
ture's contribution to output and 
employment has already declined 
to modest levels and the agricul' 
tural labor force is starting to 

Zaire' 

Angola-
Chad' 
Congo, Rep.
Ethiopia'
Ghana 
Madagascar 
Mauritania* 
Mozambique' 
Nepal-
Niger 
Uganda' 

shrink in absolute terms In these 
circumstances, mechanization and 
other labor-saving techniques 
(such as the use of herbicides) play 
a major role in sustaining agn
cultural growth. Education and 
training are needed to help peo
ple move into industrial and serv
tce jobs-especially people from 
backward areas. In some of the 
advanced middle-income econo
mies, marketed farm produce e 
increasing sharply, often several 
times faster than the overall rate 
of increase in agriculture. Heavy 
investment in roads, railwavs, 
ports, and other links in the mar
ketng chain are required, to
gether with policies and institu
tional arrangements to ensure 
efficient transport, processing, and 
storage. Similar considerations 
apply to the timely availability. 
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set n traditional ways-has beenvariety, and cost of mdustrial m- ingly important; for many, farn- per capita increased by 0.7 per-	 duction data (see Table 5.1), in also a risky business, Between 
observed in societies with diverseputs such as chemical fertilizer. ing itself becomes a part-time oc- cent a year in middle-income	 1979, out of ninety developing 1961 and 1978, Afnican cocoa prosocial systems and levels of de- countries, exports accounted forFinally, farmers and traders rely cupation Where problems do countries, while because of the ducers lost market share to Latin 

more on efficient (and incas- persist many countries have tar- poor performance of the African velopment (see Box 53). 50 percent or more of total agri- Americans; South Asian domi
ingly complex) financial arrange- geted investment toward rural economies it actually declined in Pricing alone is neither a com- cultural output in ten countries, nance in tea was eroded by coarn
ments to provide credit for in- health, nutrition, and infrastruc- low-income countries by 0.4 per- plete explanation of agricultural more than 20 percent in thirty; petition with African and Chinese 
vestment and working capital (see ture. cent a year. performance nor the sole key to and more than ID percent an fifty. exporters and fell from 80 percent 
Chapter 6). Among the middle- While middle-income countries The challenges of agricultural progress, however. Other areas Among countries exporting more of world exports to under 50 per
income economies, rural poverty expanded their agricultural out- development are clearly much of government policy are impor- than half their total output, Jor- cent; Latin American coffee pro
becomes a less severe, and hence put by 3.1 percent a year in the harder to meet sn countries at ear- tant: dan, Malaysia, Mauritius, and the ducers supplied only 51 percent

* Corparatweadvantage Many Central American and Caribbeanmore manageable, problem. In 1970s, low-income countries ler stages of development, when of the market in 1978, compared
better-off rural communities, managed only 2.1 percent. As a the economy itself is largely ag- countries have traditionally en, countries figure prominently. with 62 percent in 1961; and the 
nonfarm employment is increas- consequence, agnicultural output ticultural. Agriculture merits sap- couraged specialization n agri- Among those exporting between small, sugar-producing islands of 

port and stimulus-yet it has to culture to exploit the comparative a half and one-third of total out- the Caribbean have been unable 
provide them itself, being the only advantage given to them by na- put, nearly half are n sub-Sa- to expand into new sugar markets 

Box 5.2 Oil and agriculture: The Nigerian experience real source of income, saumgs, and ture. In recent years, countries haran Africa. For developing and have lost ground to East Asian 
growth. At the same time, coun- such as the Ivory Coast, Malay- countries in these two categories, and Latin American producers.Ost e -abotut 2 nuioitn baes a day with local production. Higrer incomes sia, and the Philippines have the export market is a major fac

in 1980-have become Nigeria's major led erban Nigearis to charge their eat- tries have other competing prior-	 Specialization involves heavyachieved rapid agncultural growth tor determining agricultural investment and a commitment toforeign exchange amer Butoilhasbeen ing habits infavor of inpoted foods.	 ities, inluding Industrial and ur
a deudedly misedblessing for gial- *An laanese usban boom attsacted ban development. Against this by encouraging export crops while growth. Since these are often research. Brazl's exports of soy
ture large numbers of young Ngerans into background, two sets ofpolice is- also expanding food output. countries where agriculture is beans are a' notable recent exa 

In the early 1960s, agriculture was the towns. Because of rapid overall labor sues assume articular iimpor; The importance of trade for the dominant sector, agricultural ex- ample of exploiting the compar
thoing Snail farmers, who ade up fooctgrowth, the number of farm work- tance. Th: t Is domestic. what agricultural growth of developing ports are an important factor in ative advantage of a crop that was 
more than 70 percent of the Nigenan work er may not have fallen absolutely, but countaes is evident from the share their overall economic growth asincentives should be given to	 already being grown in the coun. 
force, expanded their productiona ffood the rate of increase was very slow and	 of agriculturaloutput which is ex- wellfarmers and how should they	 try (see Box 5 5). But greater dif
and cash crops. Agricultural exports were the proportion of older workers in-	 ported. Based on the FAO's pro.change over time? The second set	 Exporting is a rewarding but ficulties are posed for very small
booming and small farers produced aeased sharply. is international,how can governabout 90 percent of them Nigeria was * The considerable effot made to sus

ments in the developed countries Box 5.3 Improving incentives in Chinese agriculturethe world's leading exporter of ground- ain agriculture through public ivest
assist agricultural progress in the nuts, gounint od, pal kernels, and nent and new development schemes was As part of a general shft toward greater 50 percent over base prio's. More remarkable was the upsurgepailn oil, and the second largest co.a Breatlyhampered by the death of trained developing countries? fesality, agriclssalpoices in CIuns Within the producton cooperatives, 

exporter (after Ghar a. Income gener- end experienced smanpower, winch was Relative prices and other incen-	 among some of the other major field
started changing in 1977. The system of incentives have also been sharpened. The 

ated in the fbrmngsectorsupponed the tives are often biased against the crops. Cotton output inreased 23 perlargely drawn into other, more buoyant rigid production planning in collectiv- changes invlve enproserents to "work cent a. 1979-80, and odsiedi by 92 perdevelopment of many local manufactur- sectes. farmer in developing countries. .ad agiaore was eslaed, and house point" systems to that less is appor- cent from 1977to 1980,inboth cases theremngand service industnes arid provided Oi clearly offers a mor opportunity	 Overvalued exchange rates, tax- hold and other private agnculteral acty- boned to workers as basic rations and was a sizable expiasion of cultwatal areamost of the loreign erchaige needed to to accelerate the process of stnctueal ation of agricultural exports, heavy Itlewere encouraged. The approach still more a, asretun for the quality and as well as yield inreases Large abuild roads and other mfrastructure transfornation. iut the Nigeriat expe protection of fledgling industry, ses local sales targetsfor the main crops, quantity ofindividual work. Vanious types ceases ar also reported for sugar, silk-Progress in agnculture was mt short dance suggests lessons for other roan and inefficient parastatalprocess- but allows production teams more lat- of contractual arrangements are being wonn cultivation, and ite. There is evsby the oil boom so the mid-1960s and tine in whose econo s oilhase aora 	 hide In their decisionsing and marketing agencies-all	 on crops, tnd. encouraged under whichsmaligroups of dence that theso increases reflectwas futher diasrupted by the thee-year potential rote. Oil revenues must be used 
contribute to this bias. Some of ard input use. Deregulaion of local mar- workers manage collective land ad other substantial shifts in ipp,,g patternsavd war, which bega in 1967. As a is- to support an efficent transformation les helps promote the private sale andthe issues involved in trying to	 assets under contract to the production based on area specialiation and tucalaislt fanning has yet to recover Agrs- process. This means that close atenron	 exhelage of produce tam, with bonuses for above norm per

cultural growth has been close to zero must be paid to manpower constraints,	 measure the effects of these fac- comparative advantage.
Incentives to promote the prodiauction formannce * Meat production (almost entirelyover the twenti years from 1V6 to 1980, that public sector finanal discipline muset	 tors are discussed in Box 5.4. of prinrity commodities have been in- Although it is too early to assess the 

despiteeconromy-wedegrowthof4 B per- be tight, and that the impact of oil on The relatively low prices re- creased 1977 and 1979 state 
pork) mnreased over 50 percent duringBetween 

cent a year In the I9Ms tier volume of the exchangertemust becarefully an-	
Jong-icerm impact of these changes, they the pass shreeyear-a response toh toceived by farmers have senously purchasing prces for all the important 

agncuitural imports quadrupled whie iared. Pubic in veatmrnt needs to focus hampered growth in many de- comodities were resed by 20 to 30 per-
have already resuled ina dramatic up improved producer paces and to polices 
surge in agrimiltural output that give liestock producersgreateragncultural exports were halved. By the an expanding the economy's absorptive veloping countries. Where prices cent. la addaston. farmers ar being en- * Between 1977 and l9o0, the growth freedom to use gram for animal feedlate 1970s, Nigeria was a net uimporter of capacty-concentratrng an reoeing have not been kept artficially low, couraged to sell crops and livestock of output avenged close to 7 percent a Chna's piaoners did rot anticipate soagrcultural prduce bottlenecks Intransport power, and other and where other conditions for producs to state agenues via entle year big aresponse. Nordid they adjust con-Oil income has depressed agriculture nfrastruicture sectors. Expenditures on growth have been favorable, ints to speial allocations of grain or * Food-grain output increased by tome sumnersales pices ior the leadig iterns,ir the following ways- - education and trainingneed to expand fertzer (at relaively favorable 37 millhon tons, witfarmers have responded by in-	 paces) growth averaging therefore subsidies, already quire a large* Asiubstarnisrevalalson of Iheurra to meet the human resource requsri along wilts normal sales proceeds. Extra close so 5 penita yean, thoughin both

and high local inflation made exportng ments of a more advanced and diverst- creasingoutput. The responsive-	 oe anthe budget, have shot up to 
producion is particularly faered grain 197 and particularly 1980bad weather	 around 55 bili onayearInreasinagly unprontable. while food an- fied post-ad ecoomy.	 ness of farmers to incentivessn 
sales above quota attract a premium of was responsible for poor wheat cropspolts became increasingly coipetitive	 contrast to the outmoded and
 

mistaken view that peasants are
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Box 5.4 Nominal protection and foreign exchange valuation 
Deiermiang the Ircentives or dislecen- eal aup and coiinty data tunce year-s. 
tves- taters facein different countres year changes cat be large. But the data 
is a tough saence. The protection e.,. onfine the hig1 level of pzoreemo inmeres 
ures shown in the fisare cospae the mant developed Countries, where m 
domestic prices that fanners arepaelwith prdur pnce ar so to ice percet 
pnses they could expect to thrketlevels,face if et above worldmany developedithconeesteocountnesoiarrwheresomaex 
countery quiesion were facelytrading ee itingo of oe devlopig coon-
on the wrd mairkceToo Much s,r,. Ma, he.iw a mw U III 

t I n etow 
o.nce shouald net beattached to indwvid the world muarke. 

Adjusted nomnnal agrcutural protection cBefficents, by country, late 1970a 
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poor countries-for example, Bu
rundi, Gambia, Guinea, and 
Uganda-that lack a research ca
pability and are almost totally de
pendent (for 75 to 95 percent of 
their foreign exchange) on one or 
a few tropical export crops. Ex. 
ceptornal efforts ill be required 
to achieve greater stability and di

versity in the largely agrcultural 
economies, including support,
from the international commu
nity to assist them in this difficult 
task. 

* Technological progress. In the 

past, agiacultural research rele
vant to developing countries' 
needs was confined largely to 

sagar.TOB.rteatelti wheat.WOL, weot 

tropical export crops Some, such I 
as cane sugar, have been through 
several Green Revolutons over the 
past century. In general, though, , 
research has become crtscal onlv . 
im modemn imes; it has been op
plied to considerable effect in 

. 

countries such as China, India, 
Indonesta, and the Philippines 

their probable level In an unproatected 
market. This tends to overvalue acoun
trys exchange rate. Agricultural export
ers then have a harder tae competing 
In te world market, sincetheir costs are 
Increased in local currency while ther 
dollar export receti exchange for less 
local currency than otherwise The NlFCs 
shown In the figure are adjusted to ac
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Much remains to be done for crops 
grown in semi-and areas and for 
rain-fed annual crops generally 
(see Chapter 6). Although re
search es one of the cheaper in
vestments that governments can 
make, it requires highly skilled 
people to direct it Foreign as
sistance has played a major role 

count for over* or undervaluantn of the 
exchange rate 

The NFCs are fo adjusted for one 
other smportant factor-the protection 
given to tradable inputs usedenprudc
kon, clueflyferdlizer andmacnluncy Such 
effective protecnon coefflaents(EFCs) abe 
more difficult to compute because data 
on input usesi agiculture are ore 
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elusive ResearchattheWorldBakrand 
Lttewere suggests, however, that the 

levels of traded nputs in agnrcuitural 
outputs are relatively low in developing 
countnes, so that tMe quahtatwe results 
of EFCsand NPCs are sitlar 
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in this area, especialv through the 
establishment of international ag
ricultural research centers and 
through the financing and initial 
staffing of national research ef
forts in poorer countnes 

* Mobilization of rural resources, 
Motivating and organizing farm 
communities to help in collective 

Pw 

C Sc 

URIEC 

works and infrastructure iswidely 
recommended, though less often 
systematically practiced. China is 
the outstanding example of what 
can be done to improve roads. 
land, and ingation through com
munity efforts that use little pub
lic monev There and in some 
other countnres, land relorm has 

WE'Bem 
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provided an early stimulus for 
common action. This as not sur-
pnsng, since collective action and 
individual benefit become more 
closely and more directly aligned 
as holdings of land and other as-
sets become more nearly equal 
Labor is the most plentiful and 
cheapest resource available in low-
income countries, while capital is 
scarce and expensive. Using the 
rural work force for Infrastructure 
improvement Is an important 
means of converting labor into 
capital. Management is often the 
key constraint (see Chapter 7). 

* Public sector inviestment and 
support. Agriculture attracts a su-
pnsingly smalr share of govern-
ment spending-between 5 and 
10 percent of most developing, 

bealicofcountries' central government 
Neerhelsspubr~ 

sector outlays on critcal bottle- en bold steps to improve the 
necks have helped to stimulate efficency of distribution systems! 
and sustain growth by the devel- by opening up the sector to co-
opment of large-scale irrigation, oprivsadpvttrdr(se 

budets public:ad(1. 	 ebudgets. Nevertheless, abou . ome govecnmen s 

research, and rural infrastructure. Box 5.6). fnuuiton 

Box 5£5 Brazilian soybeans: Creating a comparative advantage
BirasoexpanionOfisoybean prouction 
s a dramatic agriculural succesitory. 

Before 1960production was Insinia 
at, but by the end of the 197s soy. 

beam urpasedcofpennapaBtrazllian cop in value, covered some17 
percent of the cropped area,and coni. 
lited 14 percent of world soybean out
put Over this penod, Brazilan soybean 
Production grew at 27 percent a year in 
the 1960s entirely through expansiaonof 
the areaplanned,and in the i970i boosted 
by yield unprovements of more than 2 
percent a year Brazalain exports of soy 
and soy products (od, meal, and cake) 
rose from $53nutlion in 1969 to $2 3bil. 
isonin 1980, a remarkable 42 percent a 
year rate of growth Soybeans make up 
more than 10itsperentpercent of Brazd's annualu anualmoreroa f Baril 
eaports. As soy oil was substituted for 
imported vegetable ods, domestic can-
sumption grew almost 28 percent ayear 
over the 1970s,and there wasalso grow.
ing demand for say meal. mamily for 
chicken feedn 

This approach has been partict,-
larly useful in areas where the po-
tential for rapid growth already 
exists, and specal programs often 
combine several elements into a 
development package. In some 
countdes-Inclonesia and the Re-
Public of Korea, for example-fec-
tier subsidies have been used 
to encourage growth The effec 
tiveness of such techniques should 
not disguise the fact that they can 
become very costly; removing 
them once they have achieved 
their objective can be difficult, 

In some cases, however, the In-
tervention of the public sector has 
been counterproductive 

nces of neeectve parastatal 
organizations involved in the 
marketing of agricultural prod,

Krraamfd 	 exampe-feructs and the supply of inputs 

A number of factor, helped to stlmu. 
late thia ipresive growth: 
e* Rapid spalo of wrd demand 

for Protein for h an and aiumalcon-

abulipuon. stagnation in the output of at
ternative protein sources (suchas thePe
nvan anchovy); the fact that Brazdl's 
soybean Mop comesto market durng 
the USwinter, when world supplies are 
seasonablylow; and the US embargo on 
fIs soya exports in 1973 (wilch stimut
lated Japanese importers to find alter
native soirces). 

* Farmers typically doublecrop say
beans in the summer and wheat m the 
wanter New wheat variet.es that mature 
earlier enabled soybean-wheat double
cropping to expand to other areas.Cui-
NurI practices for the two crops are sam. 
liar, and soybeans benefited from sup-
port aimed at promoting wheat 
production (for example, the fsefold real 
essanofsubtd sgnmatua ce 
in the 1970a, about 20 peren of which 
was fir soybeansr 

a Foreigncapital. Much early a 
rultural development in, for g
ample. Argentina, Brazil, Main x

sis, and East and West Africa i y_ 
aslargely based on private inves 

ment, often involving foreigst

management and control, Priva n 
foreign investment and loans ate 
still important in some middles re 

come economies. In the low-u 
come economies, little exter n-

Iaprvate investment or lending hr 
recently gone into agriculture. ir 
stead, foreign aid has become thas 
main external source of foreig 
echange and technical suppo n-
Parhclarly after 1973 (see Tabi 

e53). 
In the mid-1960s, while nearl 

a quarter of all official develop y 
ment assistance (ODA) wa too d 

ilo uto 59blion), project and technical assist -ance for agricultural programs wa 
small. The food crisis of the earl 
1970s, coupled With agrowing rey 
aitinhtpvryadma 

were persistent pro 

* Researeh wa a siea factor More
than sity sybean cuitvar brought to 
Braof from the United States dung the 
Slots contributed to the deveopme nt 

of domestic caiars by the National 
CenterforSoybea Research. Of the forty
eight cultivars distnbuted to farmer, at 
the and of the 1970s, twenty-aiX had been 
developed in Brazil. It has been esta
mated by the Brazilan Agricultural Re
searchEnterprise (EMBP.APA) that two. 
thirds of yeld mnreases have coma from 
gentic improvements. The other third 
hascome from improving sol manage
ment practices-proper applicaton of 
ferildizer, correctives, nitrogen-fiiing 
bactna. and herbiacides-also derived 
from intensiveu ,ado-t 

osaeucThat national yields grow apace with In
treses achieved at the resarch cenrers 
attests to the successful dffuion of the 
rarch reslt and ter adoption by 

Box 5.6 	Private complements 
in the mid970s, Bangladesh planners 

estimated that fertilzer use had to ex

pand by 15 percent a year to attain the 

targeted 4 percent yearly agricultural 

growth rate. At that time, the Bangla
desh Agnciltural Development Corpo
ration (BADC), apublic corporation under 
the Miustry of Agnculture, handled all 
marketing of farm supplies as well asall 

procurement of feriler. it haddone we], 
but the strans had begun to tell 

In 1978BADC established the New 
Marketing System (NMS) to reduce re
stnctions on pnvate traders and thus 
move toward a more open system for 
distributing fertilizer. BADC would 
gradually withdraw from retaling and, 
except in remote areas, sell manly to 
wholesalers at "primary distribution 

points." Pivate dealers and cooperatives 
would be permutted to buy from all BADC 
warehouses. Private movement of fertil
her would be unrestrcted except in the 
border zones 

With bilateral assistance from the 
United States, BADC began the NMS In 

public: The Bangladesh experi 
the Chittagong Division. which covens 
one-fourth of the areaa the countrvand 
accounts for a third of total fertiizer con

sumption it icreasiedofficial dealers 

margins, permitted farmers to buy fron 

any trader, and made it easier to become 
a trader, It developed a prvate dealer 
credit system from commeraal banks 
BADC set up a moitong system for 
the NMS and took stepsto cut down its 
intsemal transport and storageproblems. 

The MS enjoyed reasonable surceas. 
Fertilzer sales increased, and forty.five 

governuent warehouses were put out o1 

business, leaving the govemment active 

mainly in remote areaswhich did not 
attrctwholesalers Retal prsis dropped 

below official pncesaround the prnmary 
distribution points. The new ferthzer 
wholesalers showed they could move 
fertiazer cheaply and effectively front 
surplus to deficit areas,selling t both 
farmers and retailer,. 

On the basisof this pilot expenence 
the NMS wasadopted nationwide. As of 

Table 5.3 Official assistance (commitments) to agriculture, 1973-0
baillwns prices)of dollars, coanst 1979 

Item 

Official development assistance (ODA)
DAC' 
Multilateral agencies 
OPEC (bdlateratand multilateral) 
Total ODA 
Percentage change 

Other offical flows (OOF)
DAC' 
Multilateral agencies 
OPEC (bilateral and multdateral) 
Total OOF 
Percentage change 

Grand total (all donors) 
Percentage change 

SourceOECD 
a Includes EEC. 

lems in large parts of the world, 
produced a major shift toward ag
riculture. Flows of ODA and other 
official assistance for agriculture 
more than doubled in real terms 
between 1973 and 1980. The share 
of agriculture and rural develop
ment in the lending of the mul

1973 1974 1975 197, 

1,594 2,819 2,359 2.246 
1.533 	 1,833 1,530 14,14 

69 218 640 378 
3,196 	 4,870 4,529 4,438 

+82 -6 -2 

351 275 137 395 
902 1,610 2,944 2,113 
63 90 333 221 

1,316 1,975 3,414 2,7t' 
, +50 +60 -19 

4,512 6,845 7,943 7,214 
.. +62 +16 -9 

tilateral institutions rose to nearly 
30 percent. 

The share of aid n agncultur.11 
investment varies widely fritom 
country to country. In China, by 
far the largest country, virtuially 
no external assistance was re
ceIved during the past twenty-live 

M

nent 

md-1980, maor accomplishments of the
 
NMS Included*
 

* BADC's fertilizer points of sale were
 
reduced by 55 to 60 percetn about one
third of the anginal 130warehouses were
 
closed.
 

* Famer accessto fertlizer points of 
sategreatly icased us the Chittagong
 
Division.
 

* Farmers pad lessfor ferlzr under
 
the NMS
 

a A new class of entrepreneurs had
 
emerged.
 

The net results of the program have
 
been almost entrely positive. 11e pn
vate distabution system is more flexible
 
and can supply farmers at lower costs,
 
and much of BfOCs managerial and la
borforce can be released for other tasks
 
The costs of construcing and maintain-


Itg the marketing and storage infrasnuc
tire have beensubatantially reducedThe
 

government Is now collaboratang more
 
actively with the private sector in other
 

1977 1978 1979 1980 

3,279 3,633 4,304 3,773 
2.139 	 2,761 2.503 2,969 

461 307 243 179 
5,879 	 6,701 7,050 6,921 
+32 +14 +5 -2 

159 403 329 222 
2,816 3.275 2,319 2,621 

80 49 99 48 
3,055 3,727 2,747 2,891 
+10 +22 -26 +5 

8,934 10,428 9,797 9,812 
+24 +17 -6 () 

years. Similarly, in India, though 
large amounts of aid have been 
received, it represents only 3 to 5 
percent of total spending on ag
nculture Its use is concentrated 
on selected areas such as irriga
tion, and its effectiveness islargely 
determined by overall agrcul

http:agncultur.11
http:variet.es
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of the industrral market econo

tural investment. Elsewhere, es
Pecsally in the POOrer Africar 
countries, aid accounts for 20 per
cent.of public investment in ag
nculture. There too, the effective 
ness of aid still depends on the 
government's interest in, and 
commitment to, agriculture. 

The need for policy and in. 
vestment changes is not uniform 
among developing countries. 
Many have been quite successful 
in managing their agriculture and 
adapting to structural changes,.
They need little advice, although 
they may need continued finan
cial support to sustain well-de
signed policies and programs.
Others need to make major 

,shanges. They are not alone. The
developed countries have found 
it extremely difficult to manage
the last stages of structural change 
n agriculture; their capacity to deal 

more effectively with these chal
lenges will be an important factor 
in developing countries' success 
or failure. 

The international environment 

The International environment can 
support or restnct agricultural de
velopment n developing coun
tries in two main ways. First, 
through the mechanisms de
scnbed in Part I of this Report,
the international economy pow
erfully conditions the overall' 
growth prospects of developing
countries. In turn, more buoyant

overall growth simultaneously
 
provides both strong support for
 
agncultural growth and the re
sources to permit an expansion of
 
productive capacity.
 

Second, trading opportunities
 
for agricultural products permit 
agncultural growth beyond the 
limits set by the expansion of do. 
mestic dernand alone. Agricul
turaL exports remain a major 
source of foreign exchange for 
many developing countries, and 

CPS 

therefore an Important determi
nant of overall economic growth.
Patterns of agncultural trade have 
varied markedly over the past
three decades, reflecting in part
the growth of the world economy
and in part the differential agr
cultural growth performance de
scribed earlier in this chapter. 

During the period of fastest 
growth in the world economys 
roughly, from 1955 to 973-the 
expansion of international trade 
was dominated by manufactured 
goods, fuel, and minerals. World 
trade grew at 8 percent a yar
trade in agricultural goods by less 
than half that. By 1973, devel
oping counritnes' agicultural ex
ports had fallen from 60 percent 
of the value of their total eports 
in 1955 to only 30 percent. Never. 
theless, agricultural goods re-

Figure 5.3 Index Andgrowth 
rate, of world exports, by volume 
Vorme Index(1872-74av 00) 

100 All goods 

Average grownhanna rate(peroencge) 

Mlanufactures - ----

AlDgoods 

Agncultural
commodities 

1965 70 75 
sner,CArr. 

mamned the single most important 
category of exports for more than 
two-thirds of the low- and mid
die-income economies. 

The early 1970s proved a turn. 
mg pointin the agncultural trade 
of developing countries. Since 
1973, the growth of world trade 
has declined to 4.7 percent a year,
in line with the slowdown of the 
world economy. But the growth 
of agricultural trade has acceler
ated to 4.8 percent a year, largely 
because the demand for food has 
increased rapidly (see Figure 5.3). 
The extra purchasig power of the 
oil-exporting countries boosted 
their share of world food imports
from less than 6 percent in 1973 
to 10 percent in 1978. Over the 
same period, strong demand for 
meat and poultry in eastern Eu
rope, coupled with a poor supply 
response from domestic agnicul
ture, boosted the region's maize 
and wheat imports from 3 to 14 
percent of its total food imports. 
Eastern Europe now accounts for 
about one-third of world imports
of maize and wheat. China has 
also become a major gram im
porter. In total, the world grain

trade has expanded from about30
 
million tons in the mid-1950s to
 
average 130 million tons a year in

the 1976-80 penod-nearly 
one.

half because of risng imports by
developing 
 countries (including
China) and one third because ot 
import growth by the USSR and 
eastern Europe 

The extra demand has been met 
mainly by developed countnes. 
The biggest relative increases in 
exports have come from the EEC,
which produced trade surpluses
in a number of commodities as a 
result of continued agricultural 
growth and stagnant demand in 
the home market. By contrast, the 
large rise in North Amerncan grain
exports only slightly increased 
their importance in world food 
trade, Overall, the net food deficit 

mies narrowed from 16 percent of 
world food trade in 1965 to less 
than 5 percent in 1978 

The oil-importing developing
countries gave greater emphasis 
to agricultural exports during the 
1970s. By 1978, their trade sur
plus on food amounted to $21 bil
hlon, sharply up from $6 billion in 
1973. Performance has varied 
widely by region and country. 
Some countries have been able to 
penetrate expanding markets; ex
amples include Brazil's successful 
soybean exports and Thailand's 
new trade m cassava chips for 
livestock feed. A number of low
income countnes sharply im
creased their food exports to Iddie Eastern markets after 1973 (see 
Figure 5.4). These markets now 
account for more than 20 percent 
of low-income countries' food ex
ports, compared with 4 percent 
in 1973. 

These were the successes. In 
other cases, however, especially 
where exports were based on tra
ditional tropical crops, inelastic 
demand limited increases in for
eign exchange earnings. Al
though volume expanded in the 
1970s, the terms of trade deteri
orated considerably. Had agincul
tural prices been moving in line 
with prices of manufactured 
goods, this higher volume of ex
ports would have given low-in
come oil importers an additional 
$1.2 billion of foreign exchange in 
1978 and middle-income ones an 
extra $5.7 bilhon-enough to fi
nance 15 percent and 27 percent 
of their respective current ac
count deficits (see Table 5.4). 

Slowing demand in protected 
developed-country markets has 
altered the shape of developing 
coun tnes' agricultural trade. When 
trade was limited to a few com
modities consumed almost exclu
sively in the developed world, ex
port volume and prices were 

Figure 5.4 Export growth rates, by country group 
Average annual growth rate (percentae) 
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Table 5.4 Oil-importing developing countries' food and beverage
trade, 1970 and 1978 
(bilions of 1978dellas) 

Loew-mo~Moiportes M'ddie-rncomeol ImpToer 
It. Exports Imports Nt Experts Imports Net 

1978 value 
1970 value 
Difference 
Value change due to: 

Volume growth
Price decime 

5 98 
5.03 
0.95 

2.22 
-1.27 

3.04 
2.91 
0.13 

024 
-0.11 

2.94 
2.12 
0 82 

1.98 
-1.16 

38.79 
30.33 

8.41 

16.19 
-778 

20 90 
16.65 
4.25 

6.36 
-2.11 

17.89 
13 73 
4 16 

9.83 
-567 

determined by fluctuations in in- markets for the agricultural ex 
dustnal countries' growth and by ports of developing countries, 
production changes in the devel- weakening the historical link be
oping countries. Today, devel- tween commodity trade and the 
oped countries remain the major growth of industrial countries. 
markets for food exports, taking The trade and agricultural pol
about 70 percent of middle-in- icies of developed countries influ
come countries' exports and 50 ence the options open to the de
percent of low-income countries' veloping countries in important 
exports. But developing coun- ways. In contrast to the situation 
tries' food exports to these mar- in most developing countries, ag
kets grew much more slowly be- nculture in the developed world 
tween 1965 and 1978 (1.1 percent is heavily protected and sup
a year) than their exports to oil- ported. The aim has been to sup
exporting developing countries port farm incomes in the face of 
(6 3 percent a year), to high-in- rapid growth of earnings else
come oil exporters (8.9 percent a where in the economy. In some 
year), and to centrally planned instances, governments have also 
economies (4.9 percent a year). sought to retain a farm economy
These three groups now repre- capable of supplying most of their 
sent the most dynamic and open countries' food. Countries in the 
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EEC have protection levels be
tween 30 and 80 percent above 
the commodity prices in world 
trade. (see Box 5.4). The United 
States has less explicit protection, 
but its budgetary expenditures as 
a percentage of agricultural value 
added (38 percent) are similar to 
those of the EEC (39 percent). Ja
pan has the most heavily pro
tected farmers, largely because of 
import restrictions (the domestic 
price of nce, for example, is twice 
its import price, and wheat and 
barley are protected even more). 
Developed countries also subsi
dize their agriculture through 
programs of research, technical 
assistance, credit, and income
maintenance schemes. By 1980, 
public spending on agriculture by 
the EEC countries, Japan, and the 
United States was about $80 bil
lion; the EEC accounts for dose 
to half the total. 

These protectionist policies have 
had mixed consequences for the 
developing countries. An impor
tant positive feature is that these 
polices have stimulated research 
and technical development in ag
nculture, which benefit develop
ing countries through the inter
national transfer of technology. 
More controversial are the lower 
international prices for some 
commodities associated with de
veloped-country disposal of ag
ricultural surplus, notably grams 
and milk products. While clearly 
benefiting importing developing 
countries in the short run, in the 
longer term the lower pnces may 
depress farm incentives for local 
food production and stimulate 
permanent changes in prefer
ences for foods which cannot be 
locally produced The benefits 
tend to accrue largely to a rela
tively affluent urban mmnontv of 
consumers, while adverse effects 
are felt by the poor rural majonty. 

For developing-country export
ers, the impact of agricultural 

protection is clearly negative in 
several respects (see Box5.7). De
veloping-country exporters have 
been hard hit by this legislated 
mability to expand into tradi
tional industrial-country markets. 
For example, the share of devel
oping-country sugar exports going 
to the developed word has fallen 
from 88 percent in 1970 to 64 per
cent in 1978. Although they have 
been able to expand their share 
in other developing-country sugar 
import markets, this has not been 
sufficient to maintain the value of 
sugar exports in real dollar terms, 
relative to 1970. Moreover, strong 
competition from the industrial 
countnes' surplus has captured 
Increasingly large shares of the 
growing market in those devel
oping countries that import sugar; 
46 percent in 1978 compared with 
24 percent in 1970. 

By comparison with trade in 
manufactures, little progress was 
made in reducing agricultural 
protection in the most recent 
(1975-78) Tokyo Round of multi
lateral trade negotiations. That lack 

-


of progress is compounded by the 
fact that nontariff measures are 
often used to exclude developing 
countries' agricultural exports. 

Governments in industrial 
countries are sensitive to the pro
tectiorust demands of their own 
farmers, and this factor exacer
bates the uncertainties and nsks 
of agricultural trade. For exam
ple, the EEC is considering ways 
to reduce the budgetary costs 6f 
the common agricultural policy
not by reducing protection, but 
by extending tanff barriers to im
ported vegetable oils. Such meas
ures, particularly if they lead to 
higher domestic production, as 
they have done with sugar, are 
bound to harm efficient produc
ers in the developing world and 
to force consumers in developed 
countnes to pay even higher prices 
for food. 

Protection also creates substan
tial volatility in world prices. By 
insulating domestic producers and 
consumers from external market 
realities, governments are placing 
the burden of balancing global 

Box 5.7 Measuring the impact of agricultural protection 
The International Food Policy Research 
Insttute (FPRI) has completed the most 
recent study of the impact of protection 
on agriculturl trade. Based on data of 
the mid-1970s, their study concluded that 
a 50 percent reductio n OECD devel
oped-country trade barriers (affecting 
one 99 agricultural commodites) would 
mcrease agncultural exports from some 
ffity-stxdevelopmngcountries byabout 11 
percent, equivalent to $3 billion of extra 
salesat 1977prices.Long-term benefits 
might considerably exceed these esti
mates. if a moe liberal trade envnion
ment (that exporters had confidence 
would be sustasned) encouraged new in. 
vestment and expanded speaahzed pro
duction over a longer period. 

The distabuison of benefits from trade 
libershmaton reflects the uneven pattern 
of protection, the pattems of compari

twe advantage of the various develop
Ing-country producess, and their export 
poliies. Roughly a third of extra export 
revenues would accue to sugar produc 
es, beverages,tobacco, and meat prod
ucts account for aother third. Close to 
60 percent of the additional revenues 
would accrue to Latin Amencan produc
rs, over20 percent to counties in Asa, 

and 10percent each to sub-Saharan Af
rica and the North Afnca and Middle 
East regson.Benefits would also be con
siderable for smaller exporting countnes 
not included in the sample of fifty-six 
(which were selected on the basis of a 
population of 4 nullion or mote in mud
1975), for example, Cuba. Jasiaca, and 
Mauntius (as sugar produceri), Cyprus 
(wine), Zimbabwe (tobacco), and Costa 
Rica(neat, coffee) 
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Best Avail-

supply and demand on a rela
tively small part of the market.
 
Since it is disproportionately the
 
developing countries who partic
ipate in the open world market,
 
they have to bear the bulk of this
 
burden. Fluctuating commodity
 
pnces make planning more diffi
cult and wrong investment deci
sions more likely. One legacy of
 
record sugar paces in 1974 was a
 
proliferation of costly import-sub
stituting schemes for growing
 
sugar. They continue to act as a
 
drain on budgets and, as heavy
 
debt-service payments fall due, on
 
foreign exchange.
 

A considerable degree of insta
bility of agricultural commodity
 
prices is, however, inherent in
 
their underlying demand and
 
supply relationships. Neither de
mand nor supply are very sensi
tive to short-run pace changes,
 
on the other hand, the demand
 
for agricultural raw materials in
 
particular varies significantly with
 
fluctuations in industrial country
 
growth, and the supply of these
 
products is often quite variable
 
too. It can be affected by weather
 
conditions, disease, and pests in
 
major producing areas, and by the
 
long gestation period which sep
arates plantings of new tree crops
 
from the period of maximum
 
yield. Commodity prices there
fore often rise and fall dramati
cally and impart a high degree of
 
instability to the economies of
 
countries heavily dependent on
 
these commodities for their ex
port earnings.
 

In addition to vanous protec
tion measures taken by the con
suming countries to insulate 
themselves from pnce fluctua
hons, efforts to deal with un
stable commodity prices have 
taken the form of long-term bI
lateral trade agreements and mul
tilateral commodity agreements. 
The latter have met with limited 
success for a vanety of reasons

e Document 
Box 5.8 The "food crisis" and its food security aftermath 
Between 1972 and 1974the world price idly. ering a ihortage, ninv couniriu 
of wheat and nre roughly trebled from bought mot gram than they needed 
$60 to $200 a ton and from S130 to 5500 diosg pries stll higher. 
a ton, respectively, fertilizer poces shot The food ciis ought wrie painful but 

up still faster from $50-575 to S300 a ton inparit lesons A repeat of the 1972-
These unpreerderited Increases in the 74situo . ilikely owing to he 

pies of the world's nost basic foods following responsesto It 
and of a asticail input needed to increase Much greater emphasis hs been 
food production were dramatc maufes- given to i ing food production, the 

tations of the "world food crisis " They essential long-term sourceof food su
were seen-along with arneeties about ny. 
land availabdilty and reports of hunger * More widely held and crfily 
and faunne--as harbingers of an Iis- monitored stocks have been esishli 

pending collapse of the world food sys- . Cain mirkets ar now funcionig 
ten, and of a futre beset by dramati- moo effeively than in the past The 

cally higher and more unstable food feeding of gum to livestock and drci
prices so to buy, tosel to store, ard to trade 

By 1976,however, the paces ofwheat, grain are more responsive to price 
mce, maize, and fertihzer had fallen as changes 
dramatically as they had sen. Wheat * Couuee have impoted limits on the 

pnces usparticular were below their pre- isnounta of grain they wil eot belor 
1972level It was dear that a fundamen- rviewig the grain arket 
tal shortage of food was notin the offing. a Countries ae giving mor thought 
Prices of cereals and most agracultural to the broader Impact on food senive 
commodities are now not expected to be of production and aeage adjustments 
much above present levels until well into prevously considered lobe of purely do
the 1990s. neatc coterb. 

In retrospect the factorscausing the Governments hive also reached a 
foodcrisis were avoidable. Over the pe number of isstemauona agreements that 
nod fiom 1955to 1972,large publicly held Improve world food secury 
grain stocks in the developed countrnes * An intma ul Envgrncy Fird Re
and heavy food aid stuipments had cre- sate of 500, tons was establsthed in 
sted an environment in which some de. 1975 and ribions of 588,000 tons 

velopmig countneshad ittle intentive to we. made to it r 19S1. 

produce food and fertilizer At the same * A new FoodAid Coselor, was n& 
tame, developed-contiry domestc polh- gotated in IM which retie the mini
caesled to the atrophy of efficent gam- nu annual contlbstcon of food aid from 
marketng mechanisms The sharp se 4.2 to 7.6 millin tons. 
in grain stocks in 1968 led to an abrupt . The LMFFd Fairlip wa etablished 
reducison of wheat produetion by the m 1981asan extenuin Ofthe IMF COM
gan-exporting countres between 1969 peiatun Find Fanlit to providefinanial 
and 1971 In 1972,world grain produc- as t to otist fluctuto cour
ton declined, sunultaneously, large grain ies food Import bills either because of 
purchases were made by the USSR. shorifalls in domestic production or 

Domestic markets im a number of im- higher world food prices 
porters. notablv those in western Europe Whether thes changes, together with 
and the planned economtrs. werei ireein world siuuo, provide ad
lated by governments from the effectof equate world food serity issil being 
world pres Consequently, the burden argued, further mechanism to pronote 
of adjustment fell most heavily on those staiilty and icniv man,emerge Due 
who were not protected. including riany the food osi had the additionil efuc 
devejoping economies and the grain-e- f nousing awarenesi among planners 
porting countnes (where high grain paces and poiivnsiers that a properly turit 
dramatically reduced the feeding of grimn onng international world food market 
to livestock) Gram stocks were not suf- also contobutes substantil to in
ficit to coa grices. which ros rap- pred crld fo somec nityu 
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incomplete participation by all 
producing and consuming coun
trips, lack of agreement on target 
prices, limited financial support 
for buffer stocks, or lack of com
mitment by participants to the ac
tions required in the face of price 
changes. These problems are fur
ther complicated by the tendency 
of most commodity prices to rise 
and fall together. Efforts to di
versify production within tropical 
products as a means of achieving 
greater stability have therefore not 
been very successful. And only 
limited overall stability can be 
gained from a single commodity 
agreement. While more 'effective 
commodity agreements may be 
achieved, including a common 
fund to support such agreements, 
the long-term solutions are diver
sification into other exports, such 
as manufactures, and into agrt
cultural products (including foods) 
for a more stable domestic mar
ket. In the short term, domestic 

economic management policies to 
reduce the internal impact of fluc
tuating external prices can con
tribute to longer-term diversift
cation. 

Volatile prices make govern
ments more receptive to the idea 
of agricultural self-sufficiency and 
more prone to intervene in pro
duction and trade. The issue of 
food security provides another 
important example. To the extent 
that the 1972-74 world food crisis 
made governments more aware 
of the instability caused by insu
lated agricultural markets, its 
wider impact may have been fa
vorable (see Box 5.8). Generally, 
though, governments tend to react 
to instability by further protecting 
their own markets or by creating 
or revamping international regu
latory mechanisms. These do in
deed mitigate some of the ad
verse effects of price cycles, but 
at substantial real costs, both eco
nonic and political. They do not 

tackle the roots of the problem, 
which lie in the distorted struc
ture of trade. 

To sum up, the challenge for 
policymakers in developing and 
developed countries alike is to 
break out of the web of restrictive 
measures that impede agriculture 
in some countries and oversti
mulate it in others; to create a 
trading system in which compar
ative advantage plays a more im
portant role in production and 
trade decisions; and to encourage 
market mechanisms that reduce 
the rsks of participating in the 
system. The restructuring of in
centive polices at home and the 
creation of such a trading system 
would promote the effective long
run deployment of the world's 
agricultural resources and help 
meet the developing economes' 
pressing short-tern needs for un
proved access to overseas mar
kets for their agricultural exports. 

6 Sources of agricultural growth 

Farming has come a long way 
since man learned to cultivate 
plants 10,000 years ago The con
straints of soil and climate have 
gradually been eased. Virgin land 
has been settled, its productivity 
raised. Hands have been helped 
by hoes, then by plows and ani
mals, and finally by sophisticated 
machines. The search for new and 
better farming methods contin
ues, assisted by the full weight of 
scientific research. 

Until the 1950s, agricultural 
progress in most developing 
countries was slow and uneven, 
barely keeping pace with popu
lation growth. Although the ex
pansion of agricultural trade had 
boosted tropical exports, farming 
for food was largely neglected 
during the colonial period. In the 
past twenty years, however, great 
stndes have been made. Hundreds 
of millions of people, from peas 
ants farming a few acres in Kenya 
to commune members in China, 
have transformed the ways in 
which they farm the land. They 
have been assisted by science, and 
spurred on by the prospect of 
higher incomes and secunty for 
their families. Their considerable 
achievements cannot obscure the 
size of the challenge that still lies 
ahead, however. Many develop
ing countries' populatio.ns are 
growing faster than their agncul
tural production, and many mil
lions of farmers have not yet 
shared in the progress of the past 
twenty years. 

The reasons for this patchy 
progress are the main focus of this 
chapter. It examines the sources 
of agricultural growth, paying 
special attention to the role of sca
ence and technology in discov
ermg new farming methods. The 
task of adapting those discoveries 
to the circumstances of particular 
countries and people; of dissem
mating the results and encour
aging farmers to adopt them; of 
providing the numerous back-up 
services that are then needed to 
turn good intentions into con
crete results--these are the themes 
that will recur repeatedly. 
Throughout, the discussion shows 
how agricultural success flows 
from a unique combination of pn
vate and public endeavor. Gov
ernment can supply some of the 
support and incentives from which 
all farmers can benefit but which 
none could organize independ
ently. It is then for farmers to take 
the inevitable sks associated with 
large rewards. 

As noted in Chapter 5, agn
cultural progress has been re
markably successful in many ways 
during recent years, and the prime 
source of growth has been food 
production in the developing 
countries. Differences in soil and 
climate have produced an almost 
infinite variety of cropping sys
tems in these countries. Five main 
crop zones can be identified, 
however, on the basis of the sta
ple food crop that predominates 
in each (see Figures 6.1 and 6 2). 

* Rice, which first grew on the 
water-retentive soils in the humid 
tropics of Asia, has been adapted 
to fit a wide range of environ
ments. Farmers now grow rice in 
the river valleys and coastal plains 
of South China, South and South
east Asia, the Indonesian and the 
Philippine islands, Japan, and 
Korea, as well as small areas of 
Latin America and East and West 
Africa. In many nearby high-ram
fall areas with more permeable 
soils, upland rice is grown with 
other crops 

* Starchy root crops (cassava, 
yams) are grown in areas of the 
humid tropics where soils are less 
fertile and not well suited for ce
real cultivation, such as western 
and central Africa and parts ot 
Oceania and Latin America. Cas
sava has also spread to northern 
Thailand where it has emerged as 
an important export crop. 

* Maize is the most important 
staple in the subhumid tropics at 
Latin America and Africa The 
most common crops farmed with 
maize are cotton, groundrnuts, 
soybeans, and sorghum in the 
drier areas; coffee, cocoa, and 
starchy root crops in the wetter 
areas 

* Sorghum is the main food 
grain in the -wetter parts of the 
semi-and tropics and millet in the 
drier regions. Groundinuts, cot
ton, cowpeas, and pigeon peas are 
the most common associated 
crops 

* Wheat is the most important 
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Figure 6.1 Major crop zones in developing countries 
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Maize zone Subhumid tropical 353 161 1.1 1450 Abun ant 
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Wheat zone Temperate/Mediterrnean 395 182 . 1.0 1850 Scarce 

Mixed (India) Warn temperate and andto hund tropical 673 439 2 5 1310 Very 

Mixed (China) Colditemperate
to su mid tropical 977 572 5.8 2700 Very 

scarce 
ea .ar dw borders betwatn cOp ZonestlAured data for iubdivisions of countie 	 hrae been adjusud to coidds wait nuirenal boundaries 

grain in much of the temperate ular the increasingly limited role the important contributions inzone but is grown over an in which settlement of new land will
creasing area of the cooler tropics	 by irrigation, intensified farm ingplay in agricultural expansion The in rain-fed areas, and livest ockas a winter crop in assonation with second section examines the al- development. Two sectionsmonsoon-grown grains or cotton.	 fol-ternative to settlement-intensive low on the prime forces beh mdThe first section of this chapter agricultural development-as a Intensive development tech nol-deals with land, notng in partic source of growth and discusses ogy (machinery, pesticides, h er-

boicides, and fertilizers) and re
search, together with their results 
(the Green Revolution in cereals 
and progress in other tropical 
aops). The chapter concludes With 
a discussion of some of the key 
elements of ongoing support for 
agriculture: infrastructure, exten
sion, marketing, and credit. 

Laad 
For centuries, farmers increased 
their output maily by increasing 
the amount of land they farmed. 
This is no longer the case: in the 
past two decades, increased 
acreage has accounted for less than 
one-fifth of the growth in agri
cultural production in developing 
countries (see Figure 6.3), and for 
an even'smaller faction in de
veloped countries Nonetheless, 

- there is still a great deal of unused 

arable land-estimates for devel
oping countries range from 500million to 1.4 billion hectares, 
compared with about 820 millionhectares currently under coltiva 

ttlion. 
These estimates can mudesad, 

- however. The unused land is not 
where the people are who need 
it most, and FAO reckons that 
Ftelyonly 10 to 15 percent of unused 
arabe land in 1980 might be cal
tivated by 2000. There is ample 
cultivable land in the humid and 
subiumd parts of Latin America 
and sub-Saharan Afica, but re

- serves in the Mediterranean area 
and most of Asia (except Indo
nesia) are extremely limited. China 
has reached the limits of its arabne 
land, and a number of other 
countres are fast approaching this 
point. 
adeThe imbalance between people 
and land reserves is only one fac
tor lismting the developf of 
more acreage' Disease has dis
couraged pen ane froment 
inlarge ports of the tropics and 

subtropics. The eradicatnon of 

Figure 6.2 Features of major crop zones, 1978 
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malaria in the 1950s opened ex
tensive new areas for cultivation, 
especially in Asia. Today, the main 
diseases constraining settlement 
and cultivation are river blind
ness (onchocerciasis) and sleep
ing sickness (trypanosomiasis), 
which occur prrnanly in sub-Sa
haran Africa. 

To avoid river blindness, large 
areas have been left unfarmed in 
the fertie valleys of the Volta, Ni
ger, Congo, Gambia, and Upper
Nile nivers. Efforts to eradicate this 
disease are supported by West 
African governments, WHO, 
FAG, the World Bank,'and bilat
eral donors, butiprogress is slow. 
Trypanosomiasts, carned by the 
tsetse fly, is an even greater ob
stacle. Its presence prevents live
stock-based farming on some I 
billion hectares of high rainfall 
land in Africa. Insecticides have 
been tried in several countries, in
cluding Nigeria, Cameroon, and 
Botswana, but their cost and the 
tsetse fly's resistance underline the 
need for more research to find ef
fective solutions. 

Most expansion of farmland 
takes place spontaneously, as 
farmers move into forests and 
grazing areas. Farmers are also 
gradually switching to permanent 
cultivation, especially n Africa, 
and are reducing fallow penods. 
In the rare instances of extensive 
virgin areas with good soil
northwestern Brazil for exam
ple-migration is taking place on 
a large scale It has significantly 
boosted output in Brazil, Thai
land, and the Philippines. Even 
in recent times, migration has been 
the major, often the only source 
of agricultural growth in sub-Sa
haran Africa 

The advantage of spontaneous 
settlement is that it is cheap and 
the costs are born by the settlers 
themselves People do not always 
have the assets or the incentive 
to move, however, even in coun

tries where land is available. Some 
governments have sponsored set 
tlement schemes: for example in 
Malaysia and in the outer islands 
of Indonesia. Generally, though,
such schemes are expensive. They 
typically cost $1,000 to $2,000 per
hectare for clearing land and pro
viding roads, markets, schools,
and health facilities. 

In the early stages ofmigration, 
farmers move to the nost attrac
tive land. Later, as population 
pressures force them into more 
marginal areas, their arrival causes 
erosion and declining soil fertil
ity. Deforestation is a particular 

problem. Between 1900 and 1965 
about half the forest area In de
veloping countries was cleared for 
agnculture. Although forests still 
cover half the land i the humid 
and subhumad tropics, forest cover 
has been reduced to 10 to 15 per
cent in the semi-arid tropics and 
the temperate zone. 

Massive deforestation has 
highlighted the virtues of forests. 
They regulate the pace at which 
rainfall runs off, prevent soil ero
sion, replenish nutrients in the 
soil, and influence the local cli
mate. These qualities can be re
tained as long as cultivation is 

Box 6.1 Forests and fuelwood: The Sahel's 

shifting, rather than permanent, 
and if the commercial extraction 
of lumber is carefully controlled 
In countries such as Brazil and 
the Philippines, serious damage
has been caused by the failure to 
enforce limits on felling trees and 
clearing forests. The worst dam
age occurs, however, in cases 
where forests are treated as un
limited sources of fuelwood. Some 
four-fifths of all wood cut down 
in developing countries is used 
for fuel. The problem is most se
vere in densely populated hill 
areas (such as the Andes and the 
Himalayas) and in semi-arid and 
and areas, where the desert creeps 
up as the forest retreats. 

If the consequences of defores
tation are serious, so are its causes. 
Millions bf people depend on 
wood for their fuel: in sub-Sa
haran Africa it provides three
quarters of all the energy used. 
The solutions he partly ondevel
oping new supplies of energy and 
partly n more effective conser
vation of forests Since farmers see 
no immediate advantage n such 
conservation, public bodies have 
the dominant role to play (see Box 
6.1). 

Intensive agricultural 
development 

New land has been a significant 
source of past growth, but its fu
ture role is plainly limited to afew 
countries. The alternative isto use 
existing land more efficiently Ef
forts to do so have been highly
successful, the average productiv
ity of cultivated land has been 
growing at about 2.2 percent ayear
for the past twenty years (see Fig
ure 6.3). Except in the semi-and 
sorghum and millet zone, higher 
yields account for more than half 
the growth ot output. In the mixed 
cropping zones of China, agn
cultural acreage has actually de 
clined while yields have in-

Box 6.2 Downstream effects of irrigation 
The direct benefits of investment in agn
culture, particularly for irrigation pro
jects, are not hard to identify and meas
ure. Construction jobs are created, 

agricultural output increases, consumers 

may benefit irns lower food prices, and 
farm income Islikely to nise In addition, 
however, such proects can have much 
more widely dispersed but less easily 
measured benefits. 

Careful monitoring of an irrigation 

project in the Muda region of Malaysia 
gave the World Bank a chance to look 
into the idirect. downstream effects of 
this $240million program forticreasing 
paddy production, which was approved 
in 1972.Using a battery of sophistscated 
analytical tools, the Bani asked' 

* Who, besides producers, benefits 
from the program? 

* What is the overall impact on the 
economy? 

* What additional investments may be 
Induced?:: 

The answers to these questions were 

impressive For every dollar of increased 

paddy output, about 5075 of inncmewas 
also generated In the downstream ef' 
fects in other words, farmers' increased 

ceased by nearly 3 percent ayear. 
These productivity gains have 

been achieved largely by improv
ing the availability and reliability
of irrigation and increasing the use 
of new seeds and fertilizer (see 
Figure 6 4); significant progress
has alsobeen made in regions with 
dependable rainfall. 

Irrigation 
Irrigation has made the largest
contribution to encreased agncul
tural production in much of Asia, 
North Afica, and the Middle East. 
In many areas it can double or 
treble yields during the main 
growing season, can make a sec
ond or even a third crop possible, 
and can sharply reduce the risk 
of crop failure. Such programs can 
also have multiple effects 
throughout the economy (see Box 

intcome from paddy generated demand 

for goods and services equivalent to 43 

percent of total benefits of the scheme. 
Thiusdemand wasmainly insuch sectors 
ashousing and other construction, com
mece, rad transport, and hotel and res
taurant semices-all of which are quite 
labor-intensive activities in IralMalay
ea.Hagher earnings in these sectors in 
hie multiplied jobs and Incomes for 
workers in still other parts of the econ

omy. 
Thee asmore to the story, however 

Rice needs to be madled,and mills have 
to invest in plant and equipment The 
Muda project induced an estimated net 
$56 million of pnvate Investment, which 
In hmi had futher multiplier effects 

Who receied the benefits' Research 

provides some answers. participating 
paddy farmers' incomes roseabout 70 

percent, but landless farmworkers' more 
modest earnings rosestl more(73per, 
cent). Even the incomes of nonfarmers 
and nonparacipatig farmers im the re

gion rose (by 14percent and 10 percent, 

respectively) by companson with what 

they would have been without the pro

ect. 

6.2). These advantages need to be 
set against two drawbacks ground 
and surface water for irrigation is 
not available in large parts of the 
world, and the infrastructure is 
expensive. 

Figure 6.4 Agncultural inputs 
in developing countnes, 1960-79 
Index (1970 - to) 
300 
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ecological dilemma 
Forest,play a vital role in the ecological 
balance as habitats for flora and fauna. 
anchors forsails, and tamers ofchmates. 
In the Saedl, however, forests are en
dangered by a rapidly growing popula
bian's need for forest products for fuel
wood and buiding maeial. 

As a result of progressive deforesta
tion, nral household members have to 
walk farther and farther to collect fuel. 
wood, In some ares, almost half a riral 
famdy's working time can be spent gath
erimgsupphes MeanwhHe the avenge 
urban household, which uses between 3 
and 5 cubIc meters of wood a year, spends 
an increasing part of its budget on fuel* 
wood In some Sshellan towns, it often 
"costsmore to heat a pot than to fill it" 

If they are to maintain a bare minimum 
of forest cover, moat Sahel[an countnries 
will have to halve their fuelwood con
sumption by the him of the century. Re
ductions can be achieved by promoting 
efficent wood-burning stoves and the use 
ofsubstitutes forfuelwood such scomn
memal fuels or crop and animal rest
dues. Massive afforestation asanother 
strategy, but the technical and socapo
litcal constraints are awesome Few Sah
caecountnes can count on more than 
00 millimeters of rainfall a year. and its 
incidence is erratie Trees are hard to es
tablish in the and zone and grow slowlv 
Most forests are publicly owned, but the 

I 

long-term benefits of conservation con
flctwith short-term pnvate needs Gov
ernment policy, trying to balance indi
vidual and community interests, is 
ambivalent. Few people am interested in 
conservation orafforestation, and the few 
forestry programs attempted have gen
emily been disappointing 

Following the last drought In the area, 
the World Bank and other donor agen
cles have begun to help Sahelan coun
ties finance forestry projects. Most of 
these pilot and technical assistance pro-
Jects nsated in the late 1970s andwere 
an based on the use of conventional 
techniques of forest management and af. 
forestation. They do not intially focus 
on the rapid expansion of forestry. In
stead, they aredirected toward improv-
Ing the traimng, planning, managerial. 
and operational capabhles of the ms
titions that manage forests Several pro
grams include components to trin for
estry extension staff and to teat altemraive 
ways of wmning the support of local 
populations for forest conservatnon and 
new planting. Increasing emphasia is 
beinggiven to planing multipurpose trees 
that can prowde a combmatfon of fuel
wood, building poles,and timber. Leg
uminous tree speces, which hi mtrogen 
and improve soil ferthly are favored in 
areas where ecological conditions are 
suitable for their growth 
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Investment for irrigation has world's irrigated area (see Figure channels that bring water to farmrisen dramatically in developing 6.5). Middle East, and Latin Amenca.
 
ers' fields help explain the inefcountries, to around $15 billion in	 Elsewhere, tubewell and pump Box 6.3 Rain-fed agriculture: The Mexican experience IIrrigation absorbs a large part ficiency of irrigation sytems. Re1980 The irrigated area has grown	 irrigation has grown slowly, parof public sector investment, es-	 In the 1950s and early 1960s, Mexican intensavely. And third, guaranteed pro

penally in low-income countries. however, that in most projects in- agnculture had one of the highest growth, ducer prices and subsidized inputsSome 160 million hectares, one- Frequently, low water charges and rigation is not economic in much 
rates In the world, averaging 4 to 7 per- needed to be offered for cops such as 

by 2.2 percent a year since 1960.	 
cent studies have demonstrated, ticularly in sub-Saharan Afnca. Ir

adequate design and neglect of the of sub-Saharan Africa, though itfifth of the harvested land in de-	 inadequate taxes on agricultural centevery year. Performancetwas largely maize and beans typically giown on raim
veloping countries, is now irri-	

main canal system are the major is also constrained by inadequateincomes have made the burden	 based on technology improvements fed fiars. 
gated. This land area uses about	 

causes of inequitable and waste- water surveys and the lack of a closely linked to expanding irrigation. These new approaches were embodiedon the government's budget ful use of water in the fields. Many60 percent ofall fertilizer and pro-	 supporting infrastructure. In parts Between 1940 and 1965, about 90 percent in a senes of programs which receivedheavier than it needs to be. A rel existing irrigation systems sufferduces over 40 percent of all an-	 of the savannah belt of northern of all public investment in agriculture was substantial World Bankassistance. In the atively modest (50,000-hectare) from waterlogging and salinity	 for imgation FIDER program (stared m 1973) the obnual crops an the developing	 Nigeria, for example, studies inscheme can cost between $10( because of lack of drainage, par- dicate that tubewell and pumping Growth slowed markedly in the 1970s. jednve has been to bng an integratedworld. Between 50 and 60 percent milihon and $200 million. To en ticularly in northern China, Egypt, schemes would be economically New Irrigation became Increasingly ex- package of sevices-extenusion. reof the increase in agricultural out-	 sure a reasonable return on that northern India, and Pakistan.	 pensive (and old systems harder to iearch, credit, roads, ingation, potableput in the past twenty years has	 justified. Though more expensiveinvestment, the system has to be More than half of the Indus Basin	 maintain), meanwhile poverty remained water supply, and educaton--to small. 
come from new or rehabilitated	 carefully to operate and maintam than canaldesigned and orga-	 endemic among the 87 percent of Mex- well-defined areas of generally low-in-Canal system in Pakistan, some 8 pumps and tubewellsirrigated areas. China (with 49 nized, and then fully used. Effi- million 	 systems, ico's frmers who lacked amgation The come rural comimunties. As the coordihectares, is waterlogged often prove more effective, bemillion irigated hectares) and In- ciency has become increasingly	 combiation led the Mexican authonties nation of servces through the federaland 40 percent is saline. cause they can be managed more dia (with 39 million) account for critical, partly because of actual or Shortages 	 to look for answers in ram-fed farming. government became a bottleneck, conof trained staffmore than half the developing	 threatened water shortages. More 

easily and the initial investment Fortunately, Mexc's ramn-fed areas have trol of the programs was decentraued 

important, modem, high-yield-
partly the result of their being is much smaller- high potential for agriacultural produc- from the federal to the state level in
lured away by new engineering tion. The Plan Puebia, the first ram-fed 1979, the government established 118ing seeds require reliable supplies ventures-have sometimes Rain-fed ereaspre-	 development prolect of its kind, started Ram-fed Disticts (Distissdr Temporal)of water at specified times if theyFigure 6.5 Irrigation in vented improvements. Once built, While irrigation has many advan- in 1967, had shown that farmers could throughout the country, on the patter 

major cop tones, 1978 areto fulfill their promise. A timely irrigation schemes are often man- tages, the fact remains that ram- tiple or quadruple mize yields with new of the costng Irgabon Distracts This
and reliable water supply also en-Percentageof cultivated '00,a aged by design and construction fed areas constitute 80 percent of plant vanetes and farmng methods. and made it possible to have an integrated 

-asstnder irmigation s cures hances the farmers' willingness to engineers who have little training at a lower cost than through investments approach to ram-fed land developmentthe developing world's cultivated30080 (4o 20 a Cltvaied pay water charges. in water management or agricul-	 Inirgation. Production could be diver wide at the same tee takmngin ac-
Sarea	 land and support nearly two-In India and Sudan, both of ture. In some countries with	 sified nto higher-value cops Moreover, count local physical conditions, whichthirds of its farmers. Yield in

which have extensive irrigation	 much potentially arable land with ade- vary widelyRoot	 strong civil service demarcations, creases still depend on the subtle 
Crop zone expenence, large canal schemes engineers are the only people en-	 quate rafail was being used only for Thes efforts have laid a told base for

interaction between soil, water,with storage reservoirs require an titled to work in 	 extensive livestock graing and could be future structural change and masresed the irrigation seeds, and sunlight, but the proc-	 and diversified productin in Mexico'sinvestment of about $2,000 a hec-	 put to more intensive use.service. Their expertise needs to - Fare	 ess is not as well understood The new policy tlt has involved some rain-fed agnciulture Concrete results aretare. Similar schemes mnEast andnizne	 be joined with that of others, and under rnn-fed conditions as at is major changes. First, it was necessary to apparent m the response to unprovedWest Africa often cost more than farmers themselves should be in with irrigated land Local condi- upgrade the efficiency of extension serv- production incentives announced two$10,000 a hectare, the result of an volved in irrigation programs from tions vary so 	 Icesand credit provision to farmers in years ago After a decade of slow growthmuch that findinginexperienced domestic construc- their inception. solutions is often costly, and they ram-fed areas, and to make saess to land (2 io3 percent a year), agncultural pro
iF tion industry and dependence on In addition to large public se- easierby improving rural oads. Second, duction mreased by 5.5 percent in 1980Zone	 can seldom be replicated elseimported materials and equip- tor irrigation schemes, there has	 land tenure laws had to be changed and and by 8 percent um1981,most of at romn

Sorghum	 where. Even with the current statement. Such costs can be justified	 rain-led cultivation.and millet	 been a rapid expansion of private of knowledge, however, there is wetland drainage installed to encourage 

zone in only a few countries-for ex-	 farmers to cultivate httle-used land moreirrigation. The development of scope for growth. New methodsample, those in the Mediterra cheap pumps and the introduc of tilling, new crop rotations, innean basin-where advanced hon of modem seed and fertilizer creasing use of fertilizers and pes- subhumad tropics. Tacklitng them ferent challenge. There, researcimethods of water management have brought irrigation within the ticides, soil conservation and	 focuses on reclamation, new croprequires protecting the soil byensure the efficient use of the sys means of millions of small farmtone	 drainage-all have a part to play continuous crop coverage and rotations, and more effectivetem and market demand for the ers. In South Asia since 1960, Tackling the problems of ram-fed minimum tillage, as well as dnil- means of fertilizing the soil Inhigh-value crops produced is farmers have invested about 515 
strong.	 agriculture is an increasingly im- mg seeds and controlling weeds. areas with relatively dependable

billion in open wells and tube portant challenge in many coun- This kind of systematic approach rainfall and moisture-retentiveIncreasing the efficiency of exeed	 wells irrigating 30 million hec- tries, including some such as is being developed at IITA in Ni- sod, ICRISAT is developing new- (India) asting irrigation schemes offers tares. These private schemes, Mexico (see Box 6.3) where in- geria. (See Glossary and Box 6.4 cultivation methods. These areconsiderable scope for faster supported by the public sector's gption has already been extended for names and functions of inter- based on semi-permanentgrowth, since yields are well be provision of long-term credit andMixed	 as far as possible. national agricultural research cen- broadbeds and furrows that prolow their potential in many areas rural electrification, compnse as Soil erosion and declining fer- ters.) In the case of some Latin vide drainage in heavy rains andand water is wasted. Poor design large an area as all public and pri tility are the main threats to rain- American countries, highly acidic, improve the soil's capacity to reand construction of the tertiary vate Irrigation in North Africa, the fed agriculture in the humid and infertile sqis-present a rather dif- tain moisture. Together with pre
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(Box 6.4 New frontiers in arclia cec 

Modern Plant breedig deas fro the turng became commerally vableaboutmid-mneteenth century, when Mendel well double the highest yields now retwenty years ago.,inItially for omamen-Identibed the laws of genetic snhant. ahzed.
&Ilplants andlater for vegetablesance. The application of Mendeban tech. and A different area of research, andfruitssucha sparagusand strawber- one 

niques, together with the knowledge of of lessimmediate pracical application,
plant nuintion discovered by Uebsg, have attempts to help plants meet their nitro-By the late 1970s,tissu osturing hadpermlted drematic ireases in the pro. gen reqirementsbeen adueei with zny woody spe from the atmosphere
ductivity of major cereal crops around throughntrOigefriation At present onlydes,plsuding temperate fruit cops suchthe world These haveculmated in what leguminous plants of the peaand beanasappteand pears,several of the dehas come to be known as the Green Rev- family can do this. The lixation mecha. 
olutson The next quantm leap has taken pgwor s atpotantpernmal ansmcops (such ascoff, rubber, ad molves a mutualily benefical, orsybiotic. relationship between the hostplaceonly recently with the discovery of paloms).and a number of trpical forest ymbnondcreanip bterth hsd 
dexynibonucletc acid (DNA), a complex tre I msa oet Plant and certain species of bacea wich 
hem ncal a er of the trons- threspeces. It Is now generally believed live innodules that develop on the plant'sthat is the 

.tiedcharatis decaf. lhevng proa
that nal Plant cells re potentially "tt roots The bactna, denving shelter and 

p vstew t under suitablethat is,conditions,they have the ability,Tte hasThishasopeedopened up vast new ppoitu. potent" to gSow into other vital support from the plant, areable to take up or "fi" atmsosphenic nmnties to manipulatenatare Entirely new complete plants. Tissue cutue permits abgen. SomeOfthisiatmosg i used byorganisms can be coated by transposing vesy much faster multiplication ratesthan the oat plant: sine es toenich thechiaractertransnutting partices of mat- those attainable by seeding or onten- ts
ter, or genes, from one species to an- tos Propagation uch as Inoal9the effloency 

t.
of prostecnqus cne

ether. budinpoan f[hepotentna ogenetcngrgg chn qusucas nresgthet
Momor, the ge-The potential ofgenetic engineering ia netically Identical material de'ned from 

ces in legumes, or finding waysof induosig the same symsbiolic reliatnhipnot yet fully known. New knowledge Is thesecultures givesunuformity of yield between bactema and nontegumlionsbeing acquired at anunprecedented rste quality, and rate oofrpeng Tissue cl plants,e old rvolut plantr nui 
asa result of research around the world turing canalso be endto develop di- plo. Ntro , theMost costly of thebyacademic andcommercial organiza. easereitance and adaptabdly to sie- tor plant utrents wheosupplied in 
tons, but huswork isl it ms anfancy: afic habitats. the o Ofchemical fertienr, would
0may be decades before wholly new Not all speies that can becultued in beceme frely available from the a o

species of commercial value become the laboratory can yet bepropagated on speore.
avaiable. Tg enmssc of even ingl hie,acalled Organisms Suchis bacteria arenet a comeiaal ase cultures could,however. Provide a basis Work on nitrogen fixation is going onfor yid so-aaaycetr rud h ol hYet fuly understood. Meanwhile, how. rvmnsi il u - 1amany centers amound the World The 
ever, immedegtons canwhile howevrImdiat gains can cotments in tropical perennial cropsbemade by comparable with the impac of the Green International Network of Legume Inocalmtos, Trials Wseknew rhiobli bao,epiltang other elements of the fund of Revolution an the cultivation of erenal,, ts that supeor nwthagei andon ase fixa, 

new knowledge about biological 
 sys Clonal all palms are already being field aim p n a 

Tissue cul--the multiplicatio tested on plantations in Malaysia. One worldwide. Fausmsers swho aretoday

Plants throuehn micoof copmeanga
company expects bythe ad- mote from supplies and cannot afford to
ptn-hlds spegspihalirompromisen ga. tosme-oes p 19S0a be marketing clones withStatig in proven capscty for high yields, a buy nitrogenous fertahzer may in timeand there be able to realize yield increases that are 

somecasesie silea vegetatve roo- i a possibilty of produang several mi.hnal a peceof lan or an currenly beyond theirreach.onad ret Itn plants ayear bythe end of the dee- Most of thetmaniputon andhonoall scensts who arecurrhtaedPbydctivity is expected to been- rently pushing backthe frontiers of ags
anundiffe aed massalesof t hed b t estcallus pertent over that cultural research areworking In the de
astnmkentasthe calsf eorganizande the bestseeling progenies available veloped counties. Some of the most


farmembry kesutreusrewuchgoon today. Evn mere eoting prospects far exoting applications of the new tech
to develop into completely new plants possibility of denal oeared byY -theolmsy howfvr agxct to be m
 
These are genetically identical in every coos. ofthas tecreation of cal agultur
 
respect with the parent plant Tissue cul-
 dwarf and tall hybnd populations could 

Though promising, these newrotations, high-yielding varieties, be relatively slow and concen.efforts will require extensive testand fertilizer, this approach has trated in regions with better raining on farms before they can betripled output in farm expen- fall and soil. But the gains could
merits. widely applied. Increates in yields be considerable If rai-fed landfrom rain-fed land will therefore could increase Its yield by 300 kil
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ograms per hectare, the total in- because the benefits will be shared * In developed countries, strong 
crease m production would ex- demand for milk and meat, comby more than one country.
ceed what could be achieved by bined with well-organized mar
a rise of two tons per hectare in Livestock keting and processing industries, 
.the yield of all rrigated land. Though of relatively small eco- has commercialized farming to a 
. Some formidable obstacles stand nomic importance today in many high degree. Farmers usually
-in the way of such achievements. low-income countries, livestock specialize in one type of produc-
Not least among them is flooding. farming could well expand rap- tion, whether it be beef feed-lots, 
in many parts of the developing idly in the future. It is already cattle ranches, or "factory farm
world, "normal" rains cause doing so in middle-income coun- ing" of milk, pork, beef, and eggs.
widespread floods. Standing water tries (see Table 6.1) Since animal Animals are bred specially to fit 
often more than 30 centimeters products are a more expensive into these farming methods. 
deep makes many paddy fields of source of calones and protein than * In developing countries, a 
Asia unsuitable for lugh-yieldmg vegetable products, poor people high proportion of farms combine 

Table 6.1 Changes in the structure of agricultural output by subsector and region, 1961-65 and 1976-80 
(percent) 

Agmltual rade 
asparentage ofprodatios 

Cereals Other slses Lvestock Other foads Nasfoods Exports lmports 
Regdonisd 1961- 1976- 1961- 1976- 1961- 1976- 2967- 1976- 1961- 197- 1961- 1975- 196- 1975
ceuntrygroup 65 80 65 80 65 82 65 80 65 81 65 79 65 79
 

Developing
 
regions 31 31 11 10 21 22 27 29 11 9 13 12 6 8
 

Afnca 17 17 26 27 16 18 25 25 16 14 21 15 5 7
 
Middle East and
 

North Africa 30 26 5 4 22 25 46 40 7 5 16 10 19 34
 
Latin America 16 17 16 8 31 33 20 31 17 11 20 20 5 7
 
Southeast Asia 46 44 10 10 15 12 22 26 9 8 14 17 7 9
 
South As.a 43 45 10 9 14 13 26 27 7 7 4 3 4 4 
China . (49) (Is) (18) . . (13) . (5) - (2) . (3)
Southern 

Europe 28 27 7 5 27 31 35 33 4 4 6 8 7 8
 
Developed regions 23 25 9 6 46 47 19 20 3 2 10 15 15 17
 

Market
 
3 49 48 21 22 3 2 14 21 18 22economies 23 25 5Nonmarket 2
 

economies 23 26 17 12 41 44 16 15 3 3 5 4 7 8
 
High-mcome od
 

exporters 25 11 1 2 20 36 53 51 1 (.) 1 1 69 158
 
Total 26 27 10 8 36 36 22 24 6 5 11 14 11 14
 

SourceFAO 
a. Estimated. excluded from totals. 

dwarf varieties of nce. Small-scale eat very little of them. As incomes livestock with crops. Animals
 
flood protection and effective
 mse, the consumption of meat, perform a variety of roles: they

drainage would enable modern milk, eggs, and poultry rises
 provide draft power and manure 
nce technology to expand into sharply. In Latin America live- for fertilizer; live off scraps and
 
parts of Bangladesh, Burma, east- stock farming accounts for 33 per- crop residues, and produce milk,
 
em India, and Thailand where it cent of agricultural output; in the wool, meat, and hides for sale or
 
currently cannot be used. Middle East and North Africa, 25 subsistence. They are bred for
 

Large-scale drainage and flood percent, en southern Europe, 31 their durability and adaptability
 
control programs are so expen- percent. In the oil-exporting de- to difficult conditions, rather than
 
sive that it is often difficult to jus- veloping countries, it has jumped for rapid growth.
 
tify them on economic grounds from 20 to 36 percent of output This situation is now starting to
 
alone. Individual countries can over the past two decades. change In many developing

seldom afford them; in a few cases, Livestock farnmg vanes widely countnes, poultry farming and,
 
the solution lies in loint efforts, around the world: to a lesser extent, pig production
 

65 

M = 6MMM = 



----	 gg--gm--mM----m--

have expanded rapidly over the oping world continues to face rising real wages is very selective. yielding seeds, fertilizer use rose nisms is being undertaken (see Box
 
past fifteen years and become in- FIgure 6.7 Fertilizer use
some intractable obstacles to Irrigation pumps, for example, are	 eightfold, reaching 38 nulhon tons 6.4), but in the short and medium 

in major crop zones., 1978creasingly intensive The tech- growth. Animals there need a used widely in Bangladesh, but	 in 1979. Half the increase in grain term it is unlikely that they will 
a culivated areanoldgy involved is readily trans- great deal of land; in these areas 2 Ferter 	 significantly reduce the use of fertractors are virtually nonexistent; (kilogrms per iectae) (aullion yields since 1950 is a result of
 

ferable, but it requires relatively it is often of poor quality and mechanical race threshers ae used too 7,50 2 0 hectares) greater fertilizer use in combina- tilizer.
 
large quantities of feed gram and ownership may be III defined. In in central Thailand, where 50 tion with irrigation and modem * Mycorrhizas are fungi that live
 
oilseed meals, which often have much of the African Sahel, for mo- threshing of the first crop over- Io1 seeds. Most regional differences in contact with plant roots and


Roa crop oneto be imported. stance, rangelands are common	 in the use of fertilizer can be ex- transmut nutrients to them Promlaps with the planting of the sec-These new enterprises are often	 ising results have been achievedproperty. Improving their quality ond, but the more labor-intensive	 plained by the amount of control 
in competition with traditional would be in the interest of all; method of buffalo-treading re- Ike farmers can exercise over their in laboratones, but large-scale ap
livestock farming, which may suf- actually investing to do so makes mains common in single-cropped water supplies (Figure 6.7). In low- plications are still some way off. 
fer in consequence. Since pro- no sense for individual farmers. areas. raifall areas, only 3 kilograms per Chemical fertilizer will there
ductivity is much higher in inten- As a result, improvements are hectare of fertilizer (measured in fore remain a major and expand
sive livestock farmmng, prices and seldom made and farmers often Pesticides and herbicides terms of plant nutrients) are ap- mg source of productivity growth 
costs have fallen sharply. Poultry overgraze. Resolving this prob. Estimates of crop losses because plied, while high-rainfall areas in developing countries. There is
 
has gone from being the most ex lem is likely to require such meas- of insects, pests, disease, and	 average 20 kilograms per hectare, considerable scope for more effi
pensive to the cheapest meat, a	 in part through theures as direct public control of weeds vary widely-from as low with reliable irrigation, about 110 cdent usage, 
major result of the 5 to 10 percent herd movements and sizes or le- as 5 to 10 percent to as high as kilograms per hectare are used. development of new vaneties of 
annual growth of poultry pro- gal and institutional changes in Farmers use little fertilizer in drier high-yielding crops that respond30 to 40 percent. There is no doubt, 
duction in most developing coun-	 areas because plants that lack even more favorably to fertilizerthe pattern of landownership. though, that the rapidly spread
tries. ing use 	 water do not respond, and the than do present varieties; the deof chemicals against in-Livestock farming in the and	 velopment of rain-fed crops that Technology sects and insect-borne diseases in risk of crop failure makes farmers
 
natural grasslands of the devel- reluctant to use it. To some extent respond better to fertilizer is also
recent years has greatly boosted 

The drive to improve the quality crop production. Pesticides 	 this is also the case with some a possibility. The fertihzer indusare 
and productivity of farmland has	 try has responded rapidly to inoften crucial for preventing losses	 irrigation systems that do not en
been greatly assisted by the	 creased demand; despite higherFigure 6 6 Tractors	 of high-yielding crops. At the sure an adequate water supply. 

inmalar crop zones, 1978 achievements and products of in- same time, their undesirable side Rising energy costs and in- energy costs, ample raw matenals 

M Tr.ois (uns per N cultvated a. dustry Among the most impor- effects are causes of genuine con- (China) creasing concern about the eco- exist for the industry's future 
thouand hectaes) (mulaon tant contributions have been the cern. Pesticides can change in- Saar FAO logical impact of chemical fertil- growth. The most likely con

io 5 a hectares) following.	 sects' immunities, destroy natural izers have encouraged a renewed straints on increased fertilizer use 
enemies, cause outbreaks of sec search for alternatives to fertilizer in the developing world are 

Machnery shortages of seed and irrigation,ondary pests, and deposit poten- have a primarily labor-saving use: 
The speed at which farmming be- tially harmful residues. function. They are particularly * Animal manure and organic and inappropriate government 
comes mechanized sources of distribution and pricing polices.depends on The alternatives to pesticides valuable where land is abundant wastes are important 
the relative scarcities of land and also have theif drawbacks. One and labor for tailling and weeding, plant nutrients; they also improve 
labor, unless governments sub-' promising possibility is the pro- is scarce enough to limit the area the structure of soil and its ability Research 
sidize mechanization. In most of to retain water. There are ecomotion of wider genetic resist- that can be planted. Again, ex-
Asia and other areas with abun- ance to disease. This can be com- perience is showing how herbi- nomc and practical limits to ex- The emergence of genetic science 
dant labor, machimes are used first panding their use, however. Re- in the mid-nineteenth century andbined with crop rotations, efforts cides can be used more sparingly 
for operations where 	 placing the chemical fertilizer now the establishment of publicly ficoncen- to introduce natural enemies that and to greater effect: one example
trated power or speed are supe-	 muse with animal manure would nanced agricultural research cenwill attack predators and the is the zero-tillage system for the 
nor to human labor or animal-	 require a threefold increase in the ters have fostered the scientificsources of disease, and more dis- subhumid tropics being devel
drawn implements: examples in-	 world's animal population. breeding and selection of agriculcrimnating use of chemicals. This oped by IITA in Nigeria. The in
clude stationary threshers, mills, kind of integrated pest manage- troduction of herbicides needs to * Biological nitrogen fixation tural products. Plant selection and 
and water pumps. Tractors are	 through microorganisms has tra- improvement takes place today inment is complicated to adminis- be carefully monitored for its ef
used for clearing heavy land and	 hundreds of national and interter. however. It requires teams of fect on both health and employ- ditionally been achieved by intro
also for transport (Figure 6.6). In skilled scientists and a compre- ment. ducig legumes into crop rota- national centers forming a world
recent years, power tillers have hensive organization for protect- tions. Chinese and Vietnamese wide network that shares data, 
been used for mechanized pud- Fertilizer farmers have long grown the water planting matenals, and results anding crops These requirements are 
dling of rice fields in, for exam- far beyond the administrative ca- Until the early 1960s, the use of fern Azolla in nce fields; it pro- the earth for wild plantsscours 
ple, Thailand and the Philip- pacity of most countries; none- fertilizer in developing countries vides a habitat for blue-green al- that might possess useful char
pines. theless, selected elements of this gae that help supply the nce with actenstics. At the frontier of gewas liated to a few valuable ex-

Sr FAO The shift to mechanical power nitrogen Research into these and netic research, microbiologists areapproach can be highly effective. port crops. With the spread of ir
in response to labor shortages and Herbicides, which kill weeds, agation and the advent of high- other nitrogen-fixing microorga- applying still more advanced 
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techolg to develop mew or 
daa modified plants (Box
6.4). 

Until recently, tropical agneul
tural research was concentrated 
on export crops such as sugar, ba
nanas, rubber, cotton, tea, coffee,
and oil palms. Major progress in
cereals was confined to temperate 
areas until the early 1960s, when 
major breakthroughs were made 
in tropical wheat and nce tech
nology. International research 
centers played a key role in de
veloping and disseminating this 
new technology (Box 6.5) 

Tropical research on sorghum,
millet, and maize started later and 

Box 6.5 The international agricultural research centers 
The worldwide system of imnetonally 

funded research centers grew out of 
a 
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advanced more slowly. Outside
the tropics, these cereals had been 
used primanly as animal feed and
their taste was inferior; there was 
little incentive to improve them 
in tropical areas. Similarly. very 
little research had been done on 
pulses (such as chickpeas and 
cowpeas) and root crops such as 
cassava, because these were not 
grown in temperate areas. 
Whether modem scientific tech
niques and a high International 
and national research pnrority can 
make up this lost ground remains 
to be seen. 

If the answer is Positive, ad
vances in those crops could have 
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a major impact on reducing pov. 
erty (see Chapter - In sub-Sa
haran Arca, pulses, roots, and 
tubers account for 27 percent of 
agricultural output; by compar
son, cereals represent only 17 
percent of production. In South 
and Southeast Asia and China, in 
contrast, the figures are 9 to 10 
percent and 40 to 50 percent, re
spectively.

Plant breeding in the tropics is 
complicated by wide local vara
tions within seemingly homoge
neous natural conditions, and by
the way local vaneties have been 
bred to survive under those con
ditions rather than to achieve 
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and it Is hard to predict the timing of 
sigrficant mereases 

fed tro 

ofth r hoenuin yeldi. Nationaltree rin-
ofte n thse pae s eteans-

T opact of the international ao.' 

cultural research system is not confined
igrcuhla research pas ff. bi 

to new technology It has also provded 

leadershup in research philosophy andmethodoloy, which ischaging the way 
research is conducted in developig 

countnes and hasdemonstrated toPpIIcymakers thatinvestient in h aigh-qual

tyOfugng tr tie earasion rof. 
ai tea nd 

9gra the s t so yea r deno1c92nd 

however, to a total of US 0 rm l. 

htIvsmn nhg-ulof inflaton, havecausedmost centers to 
cut back their acavities at a time when 
the need and demand for their services 

caareincrea s m g rap idly. 

higher yields. To replace existing
seeds with higher-yielding ones, 
new varieties may need to be de
veloped for each small region To 
survive, plants also need to build 
up resistance to local pests and 
diseases. Varieties of wheat and, 
to a lesser extent, re have been 
developed that can be adapted to 
many different conditions; other 
grains are less adaptable. A va
nety of maize may produce high 
yields in one valley in the high
lands of Mexico, and only a min
imal harvest in aneighborng val
ley, and it may fail completely in 
central India. 

Most traditional cereal strains 
have been adapted to soils that 
are short of nutrients. The stem 
and the leaves, rather than the 
edible head, use most of the nu
trients. When fertilized, growth is 
largely in the stem and may result 
in "lodging" (the plant's falling 
over in wind and rain). Plant 
breeding in the last three decades 
has therefore concentrated on de
veloping shorter, sturdier cereal 
plants whose heads make up a 
higher percentage of their total 
weight. The resulting shorter
stemmed plant can support the 
larger head which nutrients pro
mote. Yields are only one concern 
of plant breeders: others include 
growing time, resistance to pests
and disease, flavor, and storage 
qualities. 

Despite the proven value of re
search, developing countries are 
not yet devoting enough re
sources to it. A recent study 
showed that spending on re
search in fifty-one developing 
countries had risen significantly 
over the past decade but was still 
equivalent to only 0 5 percent of 
the value of agricultural output in 
1980. This is much less than de
veloping countries' spending on 
agricultural extension services. By 
contrast, although industrial 
economies spend about I to 2 per

cent of the value of their agricul
tural output on research, this rep
resents about four times their 
expenditure on extension. Given 
the very high returns to agricul
tural research; i strong case can 
be male for investing more in re
search in developing countries. 

The role of international re
search centers is changing as na
tional systems are built up and 
take over more of the task of de
veloping new technology Today, 
special emphasis is given to train
ing national research workers, and 
the centers are increasingly func
tioning as clearinghouses for 
highly specialized knowledge and 
genetic matenal. The centers have 
also become more involved in de
veloping research methodology, 
especially for analyzing social and 
economic obstacles to progress at 
the individual farm level. 

Some small countries and those 
that lack skilled manpower and 
cannot afford basic research have 
special problems. They have to 
rely more heavily than others on 
practices and materials developed 
by the international centers, while 
devoting most of their own ef
forts to applied research at ex

penmental stations and on farms. 
There is considerable scope for 
broadening regionalcooperation 
in areas such as Central America 
and sub-Saharan Africa. Unfor
tunately, most past attempts at 
regional cooperation have not 
been very successful. 

The Green Revolution 

Within little more than a decade, 
over half the developing world's 
wheat acreage and one-third of its 
paddy fields were converted to 
new high-yielding, semi-dwarf 
varieties. With good irrigation and 
the right amount of fertilizers and 
chemicals, their yields can be two 
to three times those of traditional 
varieties (see Box 6.6). 

This dramatic change has been 
labeled the Green Revolution. It 

began in the mid-1960s with the 
release of new varieties of wheat 
from CIMMYT in Mexico, and of 
nce from IRRI in the Philippines. 
The new wheat varieties were in
troduced to Pakistan and India in 
1966. Wheat production in India 
had doubled by 1970-72 to 23.4 
million tons. At that point, the 
plants were affected by a disease 
known as rust and production 
stagnated. By the mud-1970s, In
dian scientists had developed va
neties that not only resisted rust 
but also matured earlier. Seeds 
were also being distributed more 
widely. Procuction again started 
to increase, reaching 33 million 
tons in 1978-80. From being the 
world's second largest cereal im
porter in 1966, India had become 
self-sufficient by the late 1970s. 

The new wheat varieties were 
quickly adopted in many parts of 
the world. China, Pakistan, and 
Turkey, among others, achieved 
significant increases in yields and 
production Bangladesh, where 
wheat was once almost un
known, produced 1.2 million tons 
by 1980-81. 

The first new rice varieties grew 
best during the dry season under 
clear skies; they were quickly 
adopted by the farmers in South 
and Southeast Asia who could ir
rigate during the dry season. A 
couple of years later, the varieties 
suitable for the monsoon season 
were released, but they were 
adopted relatively slowly and se
lectively because the semi-dwarf 
plants need reliable supplies of 
water during the growing season, 
and cannot be grown in heavily 
flooded areas Relatively few 
paddy farmers in Asia enjoy this 
degree of control over their water 
supply. Where favorable condi
tions exist, however, the short 
maturity time of the new vareties 
has permitted double- or even in
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The Indian state of Punjab, on the semI
and,drought-prone Indo-Gangetc Plain, 

emerged from the colonial era with ex
tesave augaon infrasatuctume aid good 
tranaportationfahies Its famingcoin
munity was prosperous and progresswe, 

Agulriihsral ransafouation
 
in Punjab, 1961-80
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Note The pome phosed are thieaer 
movingawean centeredaround the year 
a Paddy (laruhled ice). 

ple-cropping as well as higher 
yields from each crop. 

There have been no such rev. 
olutionary gains in maize and 
sorghum, though some progress 
has been made. As noted earlier, 
tropical and subtropical maize va
riehes have been adapted to the 
particular circumstances of quite 
small regions. Many breeding sta
tions have produced dramatically 
improved hybnds and compos 

gumes although active research is for cereals, pulses, and root crops. 
Box 6.6 The Green Revolution in Punjab, India under way on these crops. Developing countries account 

for 95 to 100 percent of the output 
and export of bananas, tea, cof
fee, cocoa, and rubber and be
tween 45 and 60 percent of cot
ton, tea, tobacco, and sugar. In 
the case of coconuts, over 80 per
cent come from Asia. Palm oil is 
produced exclusively in devel
oping countries, though the dis
tribution of production among 
them has changed greatly. In 1965, 
74 percent of output was in Af
rica, 23 percent in Asia, and 3 per. 
cent in Latin America By 1980, 
almost 68 percent was produced 
in Asia, 28 percent in Africa, and 
4 percent in Latin America. Al
though nonfood crops account for 
a small fraction of the agricultural 
output of the developing world 
as a whole, they represent as much 
as 20 to 35 percent of production 
in some countries: examples in
clude Colombia, Costa Rica, 
Ghana, Guatemala, Liberia, Ma
laysia, Mail, Nicaragua, and Sri 
Lanka. Exceptionally-for eoam
ple, in El Salvador and Ivory 
Coast-they can nse to 40 to 50 
percent. 

Unlike research on tropical food 
crops, research on tree crops and 
sugar has nearly as long and suc
cessful a history as that of tem
perate crops, largely because of 
the colonial interest in them as 
exports to developed countries. 
In several instances, notably sugar, 
palm oil, rubber, and coconuts, 
Green Revolutionsas significant 
as those in wheat and rice have 
taken place, often more than once. 
Less spectacular but significant 
improvements in cultivation, fer
tiization, and harvesting tech
niques have also been made. 

Production and productivity 
have imprbved much more rap
idly than the growth of demand. 
Most tree crops have been ex
ported mainly to the developed 
countries, where incomes and 

but used almost no cash Inputs except 
canal water Wheat, the most important 
crop, was grown on 30 percent of the 
fantand. 

In ohe1950s and early 1960s, Punjab 
fanners began the transformation from 
traditional to commenscial agriculture. 
They stated to apply small amaonints of 
berther to their felds and output rose 

-steadily, t.. 

In 1966 the first high-yielding wheat 
variety, which responded well to fetd
rer and irrigation, was released. This 

innovation unleashed a chain of events 
that transformed Punjabi agnculture. 
Farmnes quickly realized that it could 
double their yields By 1969, they had 
planted more than two-third, of their 
wheat fields with Igh-yieldingvarieties 
averge yields rose to 22 tons a hectare 
compared with 1.4 tons in 1966 

By 1972, just si. yeans after the ir-o
 
duction of the new vanety:
 

* Fanncomes had doubled, and say
igs had grown sil faster. 

* Savings were mamly invested in 
producthvesaseta. The umberofprvate 
Itbewells and arters Licreased sixfold 
and fodold, respectively. 

* The new wheat proved so profitable 
that some lower-value crops were re
placed. With newly available weliwater 
land that had previously lam fallow in 
the dry season could be cultivated The 
wheat-growng ares inceased by 50 per
cent 

* Fertilzer use Increased sixfold. 
* Having dose so well with wheat, 

farmers eagerly plantedeiher high-yleld
lag op varieties and creased their use 
of inputs in the early t9on. 

ites, but attempts to grow them 
in other places have not suc
ceeded. Improved maize varieties 
have been most widely adopted 
in Argentina, China, Kenya, and 
Zimbabwe. 

Hybrid sorghums for human 
consumption were first made 
available in India in 1964, but it 
took twelve years to produce them 
in bulk, to develop their resist
ance to disease, and to overcome 

Wheat production failed to nse further 
in the early 1970s, partly because of dis
ease. Growth resumed after the into
duction of disease-resistant vanedes i 
the mid-1970s. By then, other cropi had 
taken over wheat's mle as growth lead
era. Rice, potatoes, and other nontradi
tonal crops expanded rapidly in both area 
aid yield. 

Larger farmer, were the first to adopt 
the new technelogy, but small taners 
and tenants soon twok it up Modem 
farming practices are now used through
out Punjab. As part of the commernall
aban of agriculture, crop shanag ar

rangements for tenants are gradually 
being replaced by fixed cash rnts With 
the expansoln of farm income, small in
dustry and service establishments have 
flourished Many landless farm workers 
have moved Into nonfarm fob,. Income 
per capita has been growing at an av
eage rate of 3 to 3 5 percent a year for 
two decades 

A number of factors have contibuted 
to the Pan.abi success. The extenswe ax-
IEting canal system and the good 
groundwater resources, both of which 
could be exploited at a relatively modest 
cost, were of special unportance. Paces 
were maintaed at evels that gave faa
en ample meenwees to adopt new prac
tice,. Government nvestment in rads, 
markets, rural electrafication, and other 

supponting asfrastrucnte enabled farm
er to take advantage of new oppornt 
rubes. Finally, local research led to con
tinn s in varieties of.mp.oemenas 
wheat, ne, potatoes, cotton, and other 
crps 

people's reluctance to eat them. 
Some 4.5 million hectares, one
third of the ramin-fed area, are now 
planted with these hybrids. They 
also spread in northeastern China 
in the mid-1960s In Latin Amer
ica, hybrid sorghum is chiefly 
grown for cattle feed on large 
commercial farms. Improved mil
lets have not been widely adopted 
by farmers, and few improve. 
ments have been made in le-

The results of the development 
of new grain varieties have been 
remarkable. In developing coun
tries, cereal yields rose by 2 per
cent a year between 1961 and 1980: 
in the case of wheat varieties by 
2.7 percent; in sorghum by 2.4 
percent; and in maize by 2 per
cent (see Figure 6.8). Although rice 
yields increased by only 1.6 per
cent a year in developing coun
tries as a whole, they rose by more, 
than 3 percent a year in the Phil., 
ippines and Indonesia, which, 
were best suited to the new va
rieties. 

The Green Revolution has 
transformed the lives of millions 
offarmers. It has failed to benefit 
a much larger number for some 
or all of the following reasons* 

* The technology did not fit
 
their climate and soil.
 

* National research systems 
were not available to adapt the 
international varieties to local 
conditions. 

* Adequate rainfall, airrgation, 
or flood control was notavailable. 

* Transport and marketing net
works were deficient. 

* Prices and other incentives 
were inadequate. 

Progressan other tropical crops 
The emphasis given to cereals in 
the developing countries reflects 
the critical importance of basic 
foods. Nonetheless, tree crops and 
nonfood crops are important ex
ports in many developing coun
tries. Moreover, tree crops are 
frequently grown on land not 
suited for the cultivation of an
nual crops. Fruits, vegetables, and 
vegetable oils are also becoming 
more significant as incomes ise. 
Their elasticity of demand in de
veloping countries ranges from 0.5 
to 0.9, which means that at me
dian income levels demand for 
them grows twice as fast as it does 

1961-65 1976480 

SourceFAO
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consumption are high and further 
income increases generate only 
limited extra demand for tree 
crops Industrial substitutes also 
limit market demand for some 
crops such as rubber, cotton, and 

jute, Against these demand con
straints, sizable productivity gains 

have helped reduce costs and 
prices. The general pattern of de
mand appears to be improving, 
as oil exporters and many middle
income countries increase their 
imports as incomes eise In ad
dation, higher petroleum prices 

have shifted the competitive bal
ance somewhat from synthetics 

back to natural fibers. 
Despite the drawbacks of tree 

crops, acreage for them can be ex
panded quickly and the technol
ogy is alreadv well established. 
This makes them especially at
tractive in regions where progress 
on tood crops is slow, particularly 
sub-Saharan Africa. There, the 

choice between Coed and nonfood 
production is not simple both 
need to progress. Over the longer 
term, the need for local research 
on food crop improvencts i
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clear. In developing improved 
technologies for crops, however, 
choices need to be made on the 
basis of comparative advantage. 

Supports for agricultural growth 

Land improvement, new farming 
methods, and mote research are 
all necessary requirements for 
agricultural growth, but they are 
not sufficient conditions for its at
tainment. Numerous comple
mentary services are also needed 
if farmers are to translate the po
tential of science into the reality 
of bigger and better crops. The 
final section of this chapter ex
amines what this back-up effort 
involves. 

Infrastructure 

The existence and expansion of 
basic infrastructure has contrib
uted significantly to increased 
agnultural output in Asia and 
Latin Amenca For example, the 
Philippines has allocated about 5 
percent of agrcultural develop
ment spending to rural electrifi
cattod programs, which now serve 
about 70 percent of the popula
tion. On a simpler level, basic 
roads are essential for getting 
agnculture moving. In many parts 
of Africa, farmers are more than 
adav's walk from the nearest road. 
Measures to raise their produc
tion without transport and com
munications are of little use, be
cause their crops cannot reach a 
market and they are cut off from 
new technology, inputs, and 
ideas 

Improved access usually brings 
with it an expansion of nonfam 
enterpnses such as shops, repair 
services, and grain mills. It also 
helps change customs, attitudes, 
and values. For example, a World 
Bank study of the impact of rural 
roads in the state ot Yucatan in 
Mexico found that the roads ol
fered an opportunity for enlarg

ing women's role by introducing 
new ideas, education, medical 
care, and economic alternatives to 
maize cultivation. In particular, 
women marned later, had fewer 
children, and pursued more non
domestic activities. 

Feeder roads are often ne
glected if left to national road 
transport authorities, which gen
erally prefer the challenge of 
building major highways. Feeder 
roads may receive more attention 
if the responsibility for their plan
ning, construction, and mainte
nance is devolved to local gov
ernment or to area development 
authorities. This requires central 
government's willingness to ex
pand the revenue-raising powers 
of Ipoal government. -

Externally financed projects 
have been successful in demon
stratng that feeder roads can be 
built quite cheaply. Good exam
ples are the World Bank's first 
three rural development projects 
in the northern savannah areas of 
Nigeria, where 1,700 kilometers 
of feeder roads were built or im
proved between 1975 and 1980; 
and the much smaller cocoa and 
coffee development project in 
Togo, in which 200 kidometers of 
roads linking villages in moun
tainous terrain were built at less 
than half the cost tendered by pn
vate contractors. In both cases, lo
cal artisans were used to do much 
of the skilled work such as bridge 
and culvert construction 

When, rural infrastructure is 
being improved, giving pnonty 
to simple tracks and spot im
provements of roads for motor
ized vehicles enlarges the per
centage of rural poor offered 
opportunities for productive ac
tivities by both prvate and public 
construction agencies (see Chap
ter 7). To derive full benefits from 
investment in roads, improve
ments often need to be comple
mented by easier access to credit 
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for the purchase of motorized or 
nonmotonzed vehicles. In addi
tion, transport regulations often 
hinder the development of rural 
transportation. 

Improving telecommunications 
has fallen prey to the artificial bar
rier between the "modern" and 
"rural" sectors. Telecommunica
tions are not exclusively an urban 
tool. Agricultural growth can be 
accelerated if farmers have accur
ate market information and a fast 
way of ailing for the repair of 
equipment and delivery of sup
plies Rural industry is often an 
early beneficiary of an effective 
telephone network. 

Extensequn 

The adoption of new technology 
depends on the knowledge, skill, 
and motivation of farmers, to
gether with ahost of other factors 
which influence the farmers' ca
pacity to achieve output levels ap
proaching those obtained on re
search stations (Box 6.7). The main 
task ofagricultural extension is to 
transmit knowledge of better pro
duction methods to farmers, and 
to help them overcome difficul
ties in employing them. With 
some important exceptions, the 
performance of extension services 
has'been disappointing. 

The existence of a profitable 
technology is a precondition for 
successful extension work. In sub-
Saharan Africa (and indeed in 
many other rain-fed areas), farm
ers ignore the advice of extension 
workers on planting dates and 
cropping when it does not suit 
their circumstances or promises 
little obvious reward. Instead, they 
continue to intercrop and spread 
out plantings to reduce risk and 
stretch their limited resources. In 
this and many other cases, the 
fault lies with a lack of applied 
research that takes account of lo
cal social and economic condi
tions (Box 6.8). 

Box 6.7 The yield gap and agricultural extension services 

Farmers in deteloping countnes rely 
actave the record yields attained in de-
velopedicountniesor in controlled re

. search Most of this gap in yields is a 
* result of commonsense decisions by 

farmers or of Circumstances outside their 
control, rather than lack of skill or im

hative on thet part. In somecases,it 
may not pay farners to buy Inputs that 

might help iprove yields. In others,the 

poor quality of the land or a lack of re-
souicesmay make it impossible for them 
to usethe cultivation practicesthat max-

unie yields. The figure Ilustrates some 
of the factors that causeyields at Ie- 

sach staiona ad in fannert fieldsto 
differf 

Fiat. the lecirniiceial for on-farm1-1 
yields islower than that for research alr-
lionsTem teuoecuoista s 
noticeaible at the frme' usal scae of 
production. ResearchstatoaTae us 
ally locatedtonchoiceland and ran d 

Fred on iriatin If It i eded, The 
Earnrs eunmroit Iseaselyaskindly 

second, the on-~farm ernoii r1eSinis 
often much lower thin the on-farm tech-
miostceiling. Fannies' profits aseoften 

highest at Input levels lower than those, 
necessaryfor mcainus yields, because 
of disminsihingreturs oninvestint In 
inputs. 

Third, f e h.tl ydl are .sually 

below even economsic ceitg This may 
tie becausekey Inputs suchas fertilizer, 
water, and laborassnrt availablewhen 
needed,orbauosevol-iloutiitpnca 
and u.=liabile raifall reduceexpected 

rturns. These factors nay force the 
farmer into a safety-first strategy. 

In particular, extensiont services 
are often iased toward work with 
men and neglect the very impor-
tant role of women as farmers in 

most padts of the world, In some 

societies women Carr out all but 
the initial land clearing and heavy 
plowing In many still largely tra-

disial farming Systems women 
have exclusive repcnsibilitylr 
the Cultivation of food crops. In 

these stuaons, no etfort to am-

prove productivity Can succeed 

Factors explaining 
the yilca 

3 Nontrasferable 
te lal 
erece 

3 Market 
pice, 
Tenur h 

Q 
relationhip, 

aeo.s 
lu 

AvaibIlity 
of inputs 

vuge 
gnt 

Acmialurimerachh 

ac 

CUvated axesfpecentago) 

Fartrs my alsonotkow aboutopi-
1 

mnacovabirvin of Inputs or the best 

cultivatio Practices-
The relativ magnitude of earlhpartof 

the yield gap prfundly affectsdevel-
opmoentstrategy.closing a large gapIt 

tweenthedifferent technicalceilings In-
posed by on-far. and research 
environments rquire either invest-
nent-forexample, infloodcenlil, land 
developnent. or ifauon-tr rsearch 

to developcrop vaetie and farming 
practicesbetter suited to on-firs con-
divans A largegip between on-farm, 
technicalandeconoicuCeilingscals fOr 

a review of pore ptloe and improved 
nmarktaccessfor farmersIfartsalyields 
arefarbelW even the 

except by the direct involverment 
of women in the programs 

other problems with extension 
reflect an inability of the farmers 

to respond because input sup-

plies, marketing systems, and 
other Supporting elements are in-
adequate. Extension is usually 

most effective 'when these nec-
essar complements are present. 

The rsing burden of the recur-

rent Costs of extension services is 

another limitation on both the 

M--

sotsoes night include teargtheni 

agrcltural extensionaor advisory set
5 

vices, stemlining input supply an 

creditsysitem,or creaing aorpnirr 
are schesme 

Thus, extenson seivicescanhelppnr

tow thiepid gap but cannotclos it. 
Worldwide expennce .ind ts that a.
nculhsatl extenion sadnessare noseof
fectiv when 

. They support a profitable. nnm-ree 

or low-nitk technology that is unknown
 
to farmhers.
 

* Key msps such as fertilizer ard
 
qualiteyseedlaadablc attthe.,ht n,
 

*Farmers haveready acrossto int
kets for their additional produme
 

Ecoonli 

growth in coverage and the full 
utilization of the services Par
holly in response to problems t 
cost, and parially to provide a 
supplementary communication 

channel (particularly for women), 
a number of countoes have exc
plored the use of radio and other 

moss media to deliver extension 
messages These eperices have 
demonstrated the potential or 

Caring agrcultural sooreaiou 

Inexpensively to large audiences 
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Box 6.8 Decisionmaking on the African fm 
Cotton planting in northern Uganda reduce the cot of growing ctn ad 
sould ideally stare by mid-April and be secure their staple food 

completed within two months Test re Garibin groundnut farmers plant 
suits show a steep decline in yield per late so as not to Compete for Labori 
hectare the longer planting as delayed. millet growing. Alhugh a Lateanp
In fact, however, farmers consistently needs more labor for eeding, ther at 
Plant three-quarters of their Crop m June fewer attive productive uses of Ia. 
and July, and spread plantng over at bsr tine at this relatively slack time of 
least four months Similarly, groundnut year. 
growers in the Cambia ignore advice that * tn Nigeria. a Crop mixture gave So 
early planting saves on weeding later, In percent higher grs renn per hecue 
Nigera (arid troughour Africa) snail- than purads. It also unproved i, 
holders stll intercrop, recoin- turns on labor peak penoeLa b odespite m* 
mendations to plantrops in pure stands than 25 percent. despite higher overall 
to increase yields. .abor input. 

These may sound Like examples of * African ta.er,.in thes three cun
fanmer reluctance to accept new meth- tres, despite ther limited rources and 
sads.Closer investigation suggests that olpuc. make productio decisioni 
this is not the case. much the same way s larger operatom 

* Had storms hit northem Uganda at They respond rapidly to chanig re 
harvestame: growers consequently spread surc vaiLabity, contran, and i. 
out the planting eason to reduce the risk caives and balance avaitabte reorces 
of loss Extendmig the season enables to Met multiple (often Conflicting) oh
farmers to plant othr apiclidng ecva. On fact, cosdertios which 
millet, which is the preferred family food might be of only or signifcance o 
and is used as part payment of cotton- lie faun Often assume gat lop., 
workers wages After the midlet harvest, nce on ail oe. Owing t res 
somneplots can be planted late with cot- iatation and the close intere 
ton, tine can then be saved on weeding Ships between farm ad household dad haesisg. Fanr, can thus bfth esron 

The extent to which radio can in fine their assistance and advice atduce farmers to adopt sound new farmers are to buy their products.technical packages remains, how- The long-run interests of manuever, to be fully assessed. facturers and dealers are bestIn recent years efforts have been served by customers who comemade to improve the administra back year after year. Realizing thistive efficiency and field-level effact, companies often undertake
fectiveness of several extension applied research and conduct exservices and to develop better periments and field demonstra
linkages both to the farmers tions. 
themselves and to research. This 
is one of the key features of the Marketig 
Training and Visit System, orgi- Crop marketing activities arenally supported by the World Bank often the key to opening up sub
in India and adapted to condi sistence agriculture. Supplyingtions in other countries. urban consumers with food, ex-

The private sector also plays an ploiting foreign trade opportuni
important role in the diffusion of ties, specializing according to the
technology and advice to farmers. comparative advantage of eachMachinery manufacturers, seed region, village, and farm-these
companies, and suppliers of fer can take place only if there aretilier and pesticides must all re. Intermediaries equipped to ft

nance, buy, sell, transport, pro
cess, and store farmers' products
and to distribute purchased in
puts at the time they are needed. 
There is a tendency to take these 
activities for granted. In most 
tropical developing countine, they
take place under difficult physical 
conditions, especially for crop
transport and storage, and often 
in an adverse policy environ
ment. This makes life harder for 
farmers who want to enter the 
market. 

Despite these problems, farm
ers in the developing world have 
generally responded eagerly to 
market opportunities. Small
holder farmers rapidly adopted the 
growing of rubber trees in Malay.
sia and of cocoa, groundnuts, and 
cotton in West Africa once mar
keting channels were established 
in the late nineteenth century.
Cocoa, a difficult plant to nur
ture, had never before been grown 
by African farmers. Yet in little 
more than a half century, or only 
two generations, West Africa's 
production of cocoa beans reached 
over 1 million tons a year; it cap
tured 70 percent of the world 
market and brought farmers more 
cash perday's work than any other 
crop ever grown there. More re
cently, in the Ivory Coast, cocoa
 
production increased from 80,000
 
to over 400,000 tons in the two
 
decades since 
 1960, largely be. 
cause of fair prices and market-
Mg.

Marketing has many facets, as 
a brief review of World Bank work 
reveals. In Mexico, under PIDER 
IlI, project finance is being used 
to organize small farmers into as
sociations linked to a central das
tribution agency; to build local 
storage facilites; to build and Im
prove retail stores; to develop ru
ral markets, and to conduct a con
sumer information program
through the home extension ser
vice. Under the Piaui project in 

Brazil, a ten-component market
ing program is aimed at bringing 
together poor producers and con-
Isumers. In Cameroon, the ZAPI 
project includes support for a ru
ral distribution network for agri
cultural supplies, an urban mar
ket to handle surplus crops from 
rural areas, and the improvement 
of processing and marketing fa
cilities for the export of coffee and 
cocoa. In the Philippines, the land 
settlement program is concerned 
with developing markets for new 

, plantation crops. In Greece, over 
6,000 small vegetable farmers have 
been linked by local marketing 
corporations to supermarket out
lets for their produce in western 
Europe, as part of a Bank-fi
nanced project supporting inten
sive production of winter vege
tables (Box 6.9). 

Marketing can be handled by 
the public or private sector or a 
mixture of the two, depending on 
the circumstances of individual 
countries Because of its political 
and economic sensitivity, it has 
often been a public monopoly. 

Although the reasons for inter
vention were sometimes valid at 
the time public marketing agen
cies were created, often during or 
shortly after the colonial period 
mnAfrica and Asia, a high price 

is being paid to keep some of the~ 
in place. Serious inefficiencies 
have characterized the operation
of many parastatal marketing 
agencies Some arise from prob.
lems found in almost all paras
tatals-overmannng, inadequate 
nonsalary budgets, and the scarc' 
ity of good managers. Sometmes 
official producer prices and con
sumer prices for food crops are 
fixed by governments with little 
regard to the actual costs of colj
lection and distribution, fre
quently on a uniform national ba
sis. Then the agencies are left to 
buy, collect, and deliver in thd 
most distant and costly regionsi 

and they are not always fully 
reimbursed for losses incurred in 
the process. 

In food-crop marketing, there 
are usually parallel marketing 
channels; the legal and official 
marketing agency coexists with an 
often semiclandestone private 
trading sector. Some govern
ments do not put much trust in 
the private sector's ability to pro
vide stable supplies of food to ur
ban markets, even when private 
traders handle the bulk of the 
trade In such cases, private in
termedanes are tolerated as in
dispensable partners, but the eco-

Box 6.9 Productivity and small farms:'Intensive 
vegetable production in southern Greece 

nomic environment does not 
enable them to operate effi
cienitly. The uncertainties associ
ated with the ambiguous position 
of private trade and traders dis
courage full-time involvement in 
food marketing, investment in 
transport and storage, and a sys
tematic approach to developing 
an adequate supply network This 
is starting to change, as govern
ments recognize the value of in
volving private traders. 

State-owned agencies also fre
quently monopolize the supply of 
inputs. They often fail to buy and 
distribute seed, fertilizer, and 

As the agricultural labor forte moves 

rapidly into thienonfarmeconomy, farm-

Ing in Greece is under pressure to in
cease laborproductivaty. Small and frag. 
mented landholdings In southem Greece 
limit opportunities for mechanization. 
One prming alteotio has been to 
develop igh-value cropping systems to 

supply European frut and vegetable 
markets 

Over 6,000 small vegetable famer, in 
the region are currently partsopating in 
a program which provides then with 

equipment to promote more intensive 
cultavation, and helps them sil therout
put in the profitable markets of western 

Europe The progran, which is sup. 
portedbya WorldBankloanisexpected 
eventually to raise the productvity and 
incomes of 9,00 small-farmsng families 

The key mvestment is a isal green 
housecovered witha single layero clear 

plastic and equipped with iriganton and 
ventilation Winter heating is expensive, 
however. The new program therefore in
ludes research on heat conservation, use 

of solar energy for heating, screning of 
cold-resistant vegetable varieties, and 

manipulation of their planting dates 

The program is also helping to sell 
Creek vegetables more efficiently in ex. 
port markets Traditonallv. vegetable 
exporters handle volumes of produce 
which are too small to support the cost 

of adeqiate grading and packaging fa
aslitns They also tend to have made

quate market representation and inter
mation, and to supply a single product 
only, often to a sagle market 

Greek exporters (and the small farmers 
who supply them) have thus been una
ble to supply the western European su

permarket business, which Is highly con
centrated and representsalmost 75 per
cent of the fresh Laut and vegetable mar
ket. Irealing into this market. which 
relies on direct contracts umcorporateng 
predefined quality standards and fixed 
dehivery schedules, requires improve
ments in the coordmation and planning 
of exports. 

To ensure that investment in more on
tensive vegetable famung equipment and 
methods wl pay offon export sales, four 
marketing companies, to be owned 

mainly by farmers, cooperatives, and 

pnvate exporters, are beng estabished! 
The companies will coordinate small 
famers' output under production and 
delivery contracts, operate griding and 
handlang achtes, and provide arrhlibl 
and timeiv supply of quality products to 

supermarket chains in Europe In tts 
way. Greek vegetable farmers will ben
efit from expanding and assured markets 
and better prices despite the small av

erage size of their holdings 
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pesticides at the time farmers need bution of their products, but also 
them because funds are not yet in local adaptive research, field 
available.from the national budget. trials, and demonstrations to 
For some inputs such as pesh- farmers. 
cides and herbicides more coun- The production and distnbu
tries could replicate the success of tion of quality seed isanother field 
Bangladesh and the Republic of with broad possibilities for pri-
Korea in getting agro-chemical vate sector participation. Seed 
manufacturing companies to par- companies inparticular often work 
ticipate and invest not only in the closely with government agencies 
importation and wholesale disti- in distribution and marketing. 

Box 6.10 The Indian seed industry 
Getting quihty seedsto 70m on faris 
ers on time is a challenge, but the Indian aetnded. Quality declind, and Shurt 
seed idustry is rising to it. Sinceits in. c l loes wr Incurred Pivate con 
fancy two decades ago the industry has pacs began to hive i.us miagivins 
grown enomously. It now comprises one about their future in the Indian seedIn
nationalcorporation., adozen state-owned duitry. 
seed corpoanons, andsone 300 private In 1975,the state of Maharshtra iu
conpanies The processof growth has thoried a few seed companies to pr 
been rether smooth nor easy. India's ducesheirownfoundadonieed Tido 
expenence illustrates same problems tan his donemuch to ease the supply 
faced byboth the pnvate and public sec of high-uality foundation andcrtied 
tos whenagniculture undergoes rapid eed, and to ensurea study flaw to 
transforatison. famce. It has also speeded up the de-

Before the Green Revolution, moat Velopnent And popularition of new 
farmers reserved partof their crop for vanebes. 
the next yeari seed Occasionally they Only recently have dealers, disrbu
obtamied new sced, grown and distrnb- oe, and farsers becone accustomed to 
uted by stats agacutturat departments. lea of seedmarketed through seed 
A few private companies produced veg. companies Inially, the conpades tried 
etable and flower seeds t promote ther products by demon. 

Fallomng the release of the first hy- strations on fams, prvite retailers And 
bud ame vanties in 1961, India's ag- cooperaties were encouraged through 
ncultural planners realed that the seed consignent arrangements, which left 
industry needed tobestrengthened The ownership of an ussold seed will the 
National Seeds Corporation was firmed iced companies 
in i9a and started to grow foundation Todav, seedis beng disributd i In
sead. The creation of private seed mrn- dsA by A network if no. then 10,00D 
panies was encouraged, and a number seed dealers throughout the cutr. 
of them were given the opportunity to Fanmershave come qualivyconecius 
buy imported seed-processing equip. ard have developed preferences for 
met n a hire-purchase bosis brandsof demosta pult 

By the mid-1960s, hybrid and high. Asprivate seedenterprises havepros
yielding sed vancties had been released perea,they have become comaited to 
for a wide range of crops Demand for genee researc and have developed their 
quality seed took off. Becausethe private owmproved hybnds ofsrghum, and
seedindustry was isaleibryontc, pub le. otn, m, and sn vegetables 
sector seed rmultiplicaton was stepped Thesearchfor new varietie has been 
up through state and local govemnents amended to other cep such As sun
ari agncultural deparcments, state seed flower, saffloer and pigeon pes The 
corpornions were esablsihed industry sian important example ofcon-

Swept along by fast growth, the public stnicave, cimpettive interaction be. 
seed production svsiem became aver. atn the public and private sectors 
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Hybrid seeds need to be replaced 
every year, so an active and wide
spread distnbution chain is es
sential. The Kenya Seed Com
pany, a mixed enterprise, has sold 
its Kitale maize hybrid through 
village shops and has successfully 
distnbuted seed to farms of every 
size in the Kenya Highlands. In 
ecologically similar areas of 
neighboring countries, the ab. 
sence of such a marketing system 
has meant that the diffusion of 
maize hybrids is mnimal. India's 
seed program also combines the 
efforts of the National Seed Cor
poration, state seed companies, 
and pnvate companies (Box 6.10). 

Credit 
Credit is essential for moderni
zation, growth, and equity. Larger 
farmers are generally able to ob. 
tain loans under government 
credit schemes and from agricul
tural banks, but small farmers find 
access to these institutions diffi
cult and rely mostly on informal 
credit sources. Because the costs 
and risks of unsecured loans to 
small farmers are high, local mon
eylenders often charge much 
higher interest rates than official 
credit schemes. 

In an attempt to remedy this 
imbalance, many countries have 
introduced credit schemes for 
small farmers. Their record is 
mixed. Credit often still goes to 
large farmers or asdiverted for 
nonagricultural purposes. To Im
prove the performance of agn
cultural credit schemes, certain 
lessons seem clear: 

* Early establishment of rules 
for repayment (with clearly 
understood waivers in the event 
of crop failure) will not only safe
guard the financial viability of the 
lending agency but also help spur 
farmers to greater efficiency. 

* Improved access to credit is 
of more benefit to small farmers 
than subsidized interest rates, 

-M M Mm 


unce the latter in effect ration the 
imount of credit available. If more 
armers are to be served, interest 
ates and other charges should re
lect the true costs of lending and 
redt recovery. There is some

ames scope for accepting assets 
such as animals as security for 
oans. 

* Formal credit agencies have 

overemphasized lending and ne

glected the provision of other fi
nancial services Rural savings 
schemes are particularly useful for 
expanding the financial base of 
lending and for encouraging re
payment There is considerable 
evidence that small farmers do 
save when offered attractive sav

ings rates. 

* To promote loans and sav

ings, agricultural banks could 
make much more use of rural 

agencies already in the field. The% 
could also develop closer knks 
with cooperative and group
farmer schemes, as has been done 
in Malawi, for example. 

M 
 M M 
 - M
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7 Rural poverty ances have formed the basis for 
community-financed village de- Figure 7.1 Indian rural household income, by source and by farm size, 1970-71 

velopment programs for budding 
roads, schools, and health and 
water supply facilities. 

The expansion of nonfarm rural 
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Income and employment is di
rectly linked to agricultural 0 2 540 

growth. Estimates suggest that up 
to of 25 percent of the labor force 0-0.4 9 540 
in rural areas may be prmarily 

Absolute poverty blights the lives 
of hundreds of millions in many 
countries. They have barely ade
quate (and often uncertain) diets, 
and incomes so low that they can 
spend little for clothing, fuel, 
shelter, and other necessities. 

The chmensions and conse
quences of absolute poverty have 
been explored in previous Re
ports, notably in the discussion 
of poverty and human develop
ment two years ago. The 1980 Re
port suggested that absolute pov
erty affected a total of about 780 
millon people, excluding China 
and other lowimcome centrally 
planned economies such as Viet 
Nam. China's nationwide food 
secunty, along with basic health 
and education services, may blunt 
the impact of poverty; neverthe
less, it is probable that at least 150 
million people there enjoy living 
standards little better than those 
of the absolutely poor in other 
countries. The inclusion of China 
thus suggests a global total of close 
to 1 billion people living in ab
solute poverty. 

This chapter examines ways in 
which agricultural policies and 
programs can help them. The great 
majonty of the absolute poor
over 90 percent-are rural people 
who work on farms, or do non
farm work that depends in part 
on agnculture. More than half are 
small tarmers who own or lease 
their land: another 20 percent are 
members of farming collectives, 
mainly in China. The remaining 

one-fifth to one-quarter are land
less, and their livelihood is par
ticularly precarious. While often 
no poorer than the poorest farm
ers, landless laborers are more 
likely to see their jobs disappear 
in a crisis and are less able to fall 
back on reserves, including the 
final option of mortgaging or sell
ing their land. Most landless la
borers live in low-income market 
economies with high rural pop
ulation densities-over 80 per
cent of them are in Bangladesh, 
India, and Pakistan, and the rest 
in areas such as Java, Indonesia. 

Poverty and growth 

Past experience clearly shows that 
a combination of economy-wide 
and agricultural growth is essen
tial for the long-term alleviation 
of poverty. In particular, new, 
more productive employment op
portunities are needed outside 
agriculture. The process of struc
tural transformation, which was 
discussed in Chapter 5, helps to 
create urban industrial jobs and 
to diversify the rural economy it
self. Such developments have led 
to spectacular changes in some 
middle-income countries over the 
past twenty years Despite the 
rapid growth of population and 
the labor force, agriculture's share 
of total employment and the ab
solute size of the agricultural la
bor force have fallen or will soon 
begin to do so in countries such 
as Brazil, Colombia, Indonesia, 

Republic of Korea, Romania, Tur
key, Venezuela, and Yugoslavia. 
If the momentum of growth is 
maintained, earnings and pro
ductivity in agriculture itself 
should accelerate. Nevertheless, 
large pockets of absolute poverty 
may remain in relatively remote 
areas or where agricultural pro
duction is stagnant. 

Urban living condtionsno
tably the squalor of the slums in 
which most new migrants tend to 
cluster-often appear to chal
lenge the notion that rural-urban 
migration reduces poverty. Mi
grants are indeed usually poor by 
urban standards, but this reflects 
the large difference in incomes 
between the cities and the coun
tryside that encouraged them to 
migrate in the first place. There 
is extensive evidence that urban 
immigrants do improve their in
comes, health, and education 
prospects. Moreover, the wages 
they remit to those who remain 
behind are an important source 
of income for many rural areas. 
Studies on India, Kenya, Malawi, 
and Thailand suggest that remit
tances can often exceed 10 per
cent of the total incomes of vil
lages where families of migrants 
live. International remittances 
from high-wage to low-wage 
economies can have similar-and 
sometimes even more dramatic
effects. Many migrants to other 
countries send back or save over 
50 percent of their incomes: in the 
Yemen Arab Republic. remitt

engaged in nonagricultural pur
stas-which include a range of 
service and repair work, food 
processing, handicrafts, leather, 
textiles, and metalworking, to
gether with construction, com
merce, and marketing. Almost all 
these activities satisfy local de
mand. Because they generallyuse 
simple, labor-intensive tech
mques and need little in the way 
of capital or skills, they can ex
pand rapidly in areas of dynamic 
agricultural growth (although 
much of the expansion occurs in 
the market towns that serve the 
countryside rather than in areas 
strictly defined as rural). In Thai
land, for example, agricultural 
output grew at over 7 percent a 
year during a six-year period in 
the 1970s; the nonfarm income of 
rural households is estimated to 
have grown nearly twice as fast, 
by over 12 percent a year. 

Nonfarm income is particularly 
important for the very poor. In 
countries as different as India, 
Republic of Korea, and Sierra 
Leone, landless or nearly landless 
households earn about half their 
income from nonfarm sources-a 
proportion that falls to 10 to 20 
percent for households with larger 
land holdings. (The data for India 
in Figure 7.1 show a typical pat
tern.) Nonfarm employment is 
also an important source of sec
ondary earnings for small farmers 
and the landless in the agricul
tural slack season. 

Over the long run, economic 
growth reduces the total number 
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of those livingin absolute poverty 
and makes it easier to deal with 
those who remain. The impact of 
growth is uneven, however, and 
the prospect of eventual benefits 
is of little comfort to those who 
suffer in the intenm. Moreover, 
growth itself may increase hard
ship for those who do not share 
in it. For example, cost-reducing 
innovations will win new markets 
and raise production-quite pos
sibly at the expense of those 
living in areas where natural con
ditions rule out similar innova
hons. These other areas are often 
the poorest to begin with. Com
modities facing inelastic world 
demand are particularly prone to 

difficultres of this kind: tea or co
coa producers In one country can 
lose heavily because of technical 
change occurring half a world 
away. 

Mechanization is another factor 
often identified as a threat to the 
livelihood of the poor, particu
larly the landless. Mechanization 
generally raises both output and 
labor productivity, but the mix 
vanes Under certain conditions. 
some machines add little or noth
ing to output while replacing a lot 
of labor; others may add a lot to 
output and displace little labor. 
The machines most likely to 
reduce farm employment are har
vesters, threshers, tractors, and 
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milling machines. Labor-displac-
Ing mechanization is usually tng
gered by rising farm wages
which in turn normally reflect im
proved conditions and expanding 
job markets. For example, with 
the growth of nonfarm employ
ment during the Green Revolu
tion, the labor used on land dou
ble-cropped with wheat and rice 
in the Indian Punjab fell by 16 
percent. Over three-quarters of the 
fall (13 percentage points) was ac
counted for by the use of tractors. 

In stagnating, low-income re
gions, however, labor-displacing 
mechanization is rare. Rural wage 
rates are so low that it is not prof
itable to replace human tillers and 
harvesters with expensive ma
chines unless the agricultural 
economy is expanding rapidly. 
Nevertheless, the pace and pro
file of mechanization can be rad
ically altered by pohaes that seem, 
on the face of it, extraneous. Pol
ices on exchange rates, foreign 
exchange licensing, subsidized 
credit, and import duties have en
couraged the spread of tractors in 
Brazil, Egypt, Pakistan, Zaire, and 
other countries. Where neither 
agriculture nor other parts of the 
economy are growing rapidly, the 
effects of premature mechaniza
tion can be disastrous for those 
who lose their jobs 

Initiatives to counter rural
 
poverty
 

Economic growth has been most 
rapid in middle-income countnes 
in recent years, notably among 
those with per capita incomes of 
$1,000 or more. Absolute poverty 
is consequently increasingly con
centrated among the low-income 
countries (and among middle-in
comes countries that have expe
rienced slow growth). Roughly 40 
percent ot the poor are in India, 
angladesh, and other South 

Asian economies. Another 20 

bring important benefits under 
widely differing circumstances, 
but their impact tends to be felt 
only in the long term. Moreover, 
some aspects of poverty-for ex
ample, difficulties associated with 
large, fatherless families-are hard 
to tackle through improved pro
duction opportunities alone. The 
final section in the chapter there
fore deals with government ef
forts to maintain food security and 
to subsidize food for those in 
greatest need. 

Human resources 

The 1980 World Development Report 
marshaled a considerable body of 
evidence to show how programs 
of education, health care, and nu
trition can help increase earnings 
and income among the poor. Evi
dence continues to accumulate 
supporting these conclusions. 
Education is especially Important 
in enhancing mobility and mak
ing farmers more receptive to new 
practices and market opportuni
ties. A recently completed World 
Bank research project in Nepal 
(Box 7.1) found strong evidence 
that education improves a farm
ex's efficiency, and an earlier Bank 
study had calculated the rate of 
return to pnmary education (solely 
in terms of its contribution to 
farmer efficiency) to be between 
7 and 11 percent in the Republic 
of Korea, between 14 and 25 per
cent in Thailand, and between 25 
and 40 percent in Malaysia. These 
findings from Asia complement 
findings from elsewhere that con
sistently show education to in
crease farmer efficiency when
ever modernization and change 
in the environment require in
novative, adaptive responses. 

Labor mobility-from one 
country to another, from rural to 
'urban areas, and from agncul
tural to nonagncultural activities 
in rural areas-is often a potent 
means of escaping from poverty. 

Mobility, whether geographical or 
occupational, is generally a result 
of mdividuals' decisions, which 
are based on informal networks 
of information and experience. 
Governments can promote mo
bilty-and help limit its poten
tilly adverse side effects-in sev
eral ways. Education and training 
enable poor people to acquire new 
skills and thereby expand their 
earnings opportunities. They are 
particularly valuable in areas 
where permanent emigration 
needs to be encouraged because, 
for example, population growth 
is running ahead of productive 
capacity. 

Similarly, nonfarm rural enter
prase can sometimes be promoted 
by worker and management 
training, as well as by improving 
small businesses' access to credit 
to help finance expansion, and by 
investment in infrastructure (such 
as rural electrification, transport, 
and communications). Such pro
grams can help small towns be
come potential growth poles in 
rural areas. Encouraging people 
to better themselves where they 
live can help slow the pace of ur
banization and cut the cost of ex
panding and upgrading urban in
frastructure and services. 

Women are often the least mo
bile and therefore can benefit most 
from programs which foster rural 
development and employment 
opportunities close to home. While 
in some societies young unmar
ned women are quick to move to 
new jobs in urban centers. mar
ried women, those with children, 
and the old of both sexes are usu
ally closely tied to the household 
and farm. Attention should there
fore be given to fostering pro
ductive on-farm and local em
ployment opportunities for 
women and to meeting their needs 
for education and training in pro
grams that support migration from 
depressed farm areas. 

011111111111111 

Small-farmer programs 
Small farmers are by far the larg
est proportion of the rural poor 
and, because of their ties to the 
land, the least mobile. There are 
enormous variations in the 
amount of land they farm, in their 
status (as sharecroppers, tenants, 
and owners), and in the kinds of 
farming they undertake. They 
have several common character
istics, however, they do most of 
their own work, have few assets, 
and usually consume most of what 
they produce Absolutely poor 
farmers are concentrated in Asia, 
where rural population densities 
are especially high, and in Africa, 
where little has been done to raise 
land productivity. Figure 7.2 
shows the size structure of farms 
in different parts of the world. 

On the face of it, small family 
farms may seem inefficient com
pared with large farms and plan
tations which use hired labor or 
machinery. The evidence dis
proves this Where small and large 
farms coexist, as in South Asia or 
Latin America, research shows 
that small farms usually produce 
more output per unit of land 
farmed than do large ones, even 
when allowance is made for the 
quality of land. Even in the de
veloped countries, though farm 
size has grown with mechaniza
hon and rural emigration, farms 
are still typically family-based and 
hire very little labor. 

The resilience and productivity 
of small family farms throughout 
the world is stnkng-especially 
in the light of charactenstics which 
might be expected to make them 
less competitive than large farms, 
such as. 

* Small farmers are unable to 
exploit economies of scale. Their 
transaction costs are high because 
their marketed output. purchases 
of inputs, and use of credit are 
on a small scale 

* Lack of assets limits their 
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percent are Chinese. Low- and 
middle-income sub-Saharan Af
nea accounts for about 15 per
cent, as does East Asia (prna
pally Indonesia and Indochina). 
Latn America, North Africa, and 
the Middle East account for only 
about 3 to 4 percent each. 

Policies and programs to accel
erate overall growth are clearly 
crucal for the long-term reduc
tion of poverty. The special role 
of agriculture in strategies for 
economy-wide growth was dis
cussed in Chapters 5 and 6. Many 
of the policy changes advo
cated-'for example, improved 
producer incentives and higher 
priority for agnicultural research 

Box 7.1 Fanner education, farm efficiency, 

programs-can also help improve 
the prospects of the rural poor. 
But programs dealing directly with 
the problems of the poor are also 
essential. Although direct meas
ures are of special relevance for 
the low-income economies, many 
middle-income countries (includ
ing some whose growth perform
ance is otherwise satisfactory) 
could also achieve still better re
suits if they addressed poverty 
objectives more directly. 

This section discusses four sets 
of measures to improve the pro
ductivity of the poor-human re
source development, small-farm 
programs, agrarian reform, and 
rural works. Such programs can 

and nutrition in Nepal 

Nepal's Teal region, in the lowtands 
along the Indian border, suffees many of 
the interrelated manifestations of rural 
poverty-low agrcultural productivity 

and uncome, low rates of literacy and 
school enrollment, a high prevalence of 
mainutition, and hgh rates of dieas. 
mortaity, and population growth. The 
1910 World DevelopmentReport concluded 
that this "samleis web" of factors that 

entrap famihes n poverty an perhaps 
best be broken by providing pr mary ed
maron men and women with even a 
little education seem consistently better 
able to improve agricaltural efficiency, to 
take advantage of health and nutrition 
information, and to seek methods of 
family planning To provide further em
pencal evidence of these lnkages, the 
World Bank gathered data from 800 finn 
households in the Ternt to assess the ex
tent to which education helped alleviate 
rural poverty. 

A recently introduced aid particularly 
profitable coup in the Tera Is wheat, and 
the study found a strong link between 
famnereducatonand effiencvian wheat 
production, even after controlling for 
other factors such as the ability, size of 
holding, or family background of the 
farmer. There wa definite evidence of a 

threshold (at about six years of edua.
bon), below which education's impact 
was insignificant. Amsong farmers with 
more than six years of schooling, wheat 
yields were over 25 percent lugher than 
those with less or none- Competence n 
arithmetic affected the propensity of a 
farmer to grow wheat at all. The mag
ntude of this effect was sufficient to sug
gest very high economic retauns to ed
ucation as a factor In agricultural 
production 

The same research project also sug
gested the potentially self-remforcang 
character of investments that address any 
of several important facets of nural pov
erty-illiteracy, mainuintion, and low 
agrculturai productivity. Data on chil
dren indicated that nalnutation was an 
npottanl cause of unpaired leauing and 

nonattendancein school In the next gen
eration the resulting lhteracy could be 
expected to unpair agicultrsal produc
tivity, which would in turn exacerbate 
malnutntion, thereby completang a vi
cous asle Nepal's policy of vigorous 
expansion of pnmary education would 
seem, then, to offer promise of rasinsg 
agncultural productivity and alleviatng 
several dimensions of rural poverty 
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figure 7.2 Number of farms vs farned area, comparative distribution, 
by region and by farm size, selected countines, 1970 

ability to borrow money; land is 
often rented and cannot be used 
as collateral. 

* Small farmers cannot afford 
to spend as much as large farmers 
to explore and adopt new tech
niques. Productivity gains from 
new techniques usually increase 
profits most among those who use 
them first. 

* Small farmers tend to be the 
first to suffer during shortages of 
fertilizer, seed, and water. They 
lack the influence of their larger 
neighbors, whose goodwill is more 
niportant to local suppliers. 

Offsetting factors are that small 
farmers benefit from lower labor 
costs and self-management. The 
use of lured labor on large farms 
imposes a transaction cost on both 
workers and employers. The un
certainties of obtaining work or 
workers on any given day make 

it necessary for workers to seek, 
and employers to be willing to 
provide, more in compensation 
than is needed on family farms. 
The quality of farming is even 
more important than Its cost. 
Farming is a complicated busi
ness that requires not only hard 
work but also care and attention. 
The small famer's motivation is 
usually strong, especially if he is 
growing food to feed the family. 

Small farmers exploit their ad. 
vantages (and offset some of their 
disadvantages) by putting more 
hours of work into each hectare 
than large farmers do. Although 
their capital-to-land ratio is often 
higher than that of large farmers, 
small farmers usually have lower 
ratios of nonland capital to labor. 
Table 7.1 illustrates some of these 
tendencies n the case of Brazil. 
The same pattern can be found in 
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many countries, but at is usually 
more muted. 

During the past ten years in 
particular, governments, sup
ported by international develop
ment agencies, have sought to 
capitalize on the virtues of small 
forms and to help them overcome 
their disadvantages. Some of this 
work is complex and requres more 
or less simultaneous action on 
several fronts. In other cases, 
growth may be held back by a 
single bottleneck, and a less com
plex solution Asthen possible. For 
example, the lack of roads in re
mote areas may limit or wholly 
prevent reliable, cheap delivery 
of commercial supplies, profitable 
penetration of markets, spe
cialized production, and effective 
deployment of farmer services and 
research. Throughout the world 
road building has been the foun

dation of rural development 
schemes. Small-farm irrigation 
programs, primarily to improve 
water availability and control, are 
also of specialimportance. 

Other programs Include efforts 
to direct part of the flow of farm 
credit to small farmers (some
times cooperative group guaran
tees are used as collateral-an ap
proach pioneered in Malaws's 
Lilongwe land development pro
gram). Programs to assist small
holder production of plantation 
crops have involved supervised 
credit, technical services, and as
sured market access. Efforts of this 
kind have been particularly suc
cessful in Kenya (tea and coffee 
growers) and in Asia (rubber and 
od palm schemes in Indonesia and 
Malaysia). 

More complex programs are 
often designed for an intensive 
development effort in low-in
come areas or regions. The PIDER 
program in Mexico is an example. 
started in 1973, it channels some 
$450 million annually to about 120 
carefully chosen low-income areas 
estimated to include about half of 
Mexico's 12 million rural poor. The 
money finances a wide variety of 
agricultural investments plus so
cial and economic infrastructure. 
A national scheme of a different 
type, centered on the production 
of one commodity, is India's dairy 
development program which uses 
producer cooperatives (see Box 
7.2). 

In their early days, some mul
tipurpose programs tended to be 
too complicated to implement 
successfully, especially in coun
tries with limited administrative 
and management skills. In some 
cases, the necessary managerial 
and financial support could be 
provided only with international 
assistance; replication in other, 
equally deserving areas proved not 
to be possible. Inadequate prep
aration-a weakness not confined 

Table 7.1 Farm structure in Northeast Brazil, 1974 

Averise Avere Capial Caphal Gross
Fnrr holdi ndlai inputreput latorr'aio aouput

?a() (lsai) (crth1) (yrsha) (ca) (crhrern) (cr/hIa 

0-9 9 4 1,266 0247 1,203 4,870 769 
10-49.9 27 1,054 0075 529 7,057 362 
50-99 9 72 1.064 0041 405 9,872 291 
100-199.9 141 1,31s 0028 328 11,34Z 289 
200-499.9 299 785 0.019 243 12,792 192 
Over 500 1.150 625 0,012 140 11,62 121 

Siure- Kutcher and Scandizzo (1982) 

Box 7.2 The milk revolution in India 

Every day at dawn and dusk, 2 millon 
Indian finers pick up dear mlk ons 
and cycle or walk to the nearest rolle-
ion center. They are part of the dairy 
coopeistive movement that has swept 
India since the early 1970s, enabling 
owners of a few darycows to profit from 

buoyant demand for their perishable 
product in distant does. I 

The movement began on a small seal 
a"ryas piwnadaipdici% 

cooperative was established in the small 
town of Ainnd in western India The 
Anand cooperative formed the model for 
a grass-roots movement in moat Indian 
states Assated by the World Food Pro-

germs,the EEC, PAO, and JDA, lis 
movement has grown ino anIndustry 
composing more than 10,000 village Co-
operatives that process 2 5 milton liters 
of nulk evey day. They sell fresh uilak 
to Bombay, Dellu. and other major cties 
and supply processed dairy products 
throughout the country. 

The cooperatves are orgaruzad in three 
tees. viltag dasy soetes., unronsofit 

day soeties, and a federation of the 
mnons. The whole ysternissaowned by 
the promary mdk producers. Two sent-
atonmous govenmeni agenscrsbe11e 
National Dairy Development Board and 
the India Day Corporalion-provide
techral and financial assustance. 

The cooperatives form an isiegrated 

system for marketing and processing The 
local cooperatives buy tslke on comms-
non at the collectin centers. The milk 
is Immueditilv brought by truck to the 
union dairy where It is pasteunned, put 
into uisulated tankers, and shipped to 
major nes or procese into died reoil, 

cese, butter. an4 other producs, 
Every niaanseroa cooperative his Ic

cs to teciuxual sassian. The packv 

includes emergecy ad weekly veten. 
naty service,aicial ......nation. 
concentmat feeds, ait seeds for ugh
yielding fodder crops 

Oing producers a reiable and prof
tble outlet for their milk and the tech

e wherewihal tounease production 
has helped raisypral income. The 
movement has even benefited the land
less poorwho often own oneoriuarow; 
or buffaloes. In parilar, it has en 
Iand ls status and well-being of 
woen who ar the traditional oae-
Iter o livestock and the ecipt of 
Income frm milk sate,. 

Ta rperos venture hs worked 
when many others have failed The a 
tes which se to have helped hape 
fs sire..aicude the fotows, 

* Its dedicated leaderahip and well
trained staff wubsobe to acommonpou
ole ol senice to rursi comunt 

ts ganvermrul ,m nfes 
stic accontabity 

- It armoird mark., sy ,u a 
suited to te commoditys peihable na
hia 

* Ecoommes of sale at the Processing 
stage enutage collecrie acion 

* Paienta .r based on fat cot 
and are received by producers witin 

twelve hours. 
A wel-pulred and appropoale 

paduge Of techncal ervous is offered 
to all members 

* lnternalatl (inucing food aid 
has been used iadicouslv to help build 
the diry arthy. 
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to this type of program-some
times meant that the "package" 
of improvements turned out to be 
incomplete or inappropriate for 
small farmers 

By no means all the difficulties 
which arose were technical in na
ture Misunderstandings about the 
social setting, for example, led to 
a number of failures in programs 
for small-farmer credit and co
operative development. Patterns 
of ownership, tenancy, and land 
rights can also make it difficult to 
reach poor farmers; and the ben
efits of higher production may be 
diverted to relatively well-off 
landlords, merchants, and other 
middlemen. 

Other programs help small 
farmers overcome the hostile 
physical conditions an which they 
often have to work. As might be 
expected, rural poverty tends to 
be particularly severe in the 
world's most difficult natural en
vironments-in tropical uplands, 
in semi-and regions, and in areas 
with poor soil (often recently 
cleared forest land). In such con
ditions, small-farmer develop
ment programs are often held back 
because they lack the right tech
nical ingredients. The most com
mon crops-pulses, upland rce, 
sorghum, millet, roots and tub
ers-have only recently begun to 
attract research attention. There 
are powerful arguments for step
ping up this effort, given the high 
returns on past investment in re
search (see Chapter 6) and the fact 
that numerous poor people pro
duce and consume these crops as 

,part of their staple diet. 
Despite the difficulties of as

sisting small farmers, the pro
grams seem on the whole to have 
been remarkably successful. In 
many instances, farm incomes 
have been raised signlficantly and 

p 	 benetits widely spread, hand
some returns have accrued to the 
economy as a whole More pro-

As 

grams are now being designed to 
simplify management and imple
mentation, especially in Africa. 
This is usually accomplished by 
concentrating on a lead crop-as 
in recent cotton programs in West 
Africa-or on a small number of 
strongly complementary activi
ties. The Ethiopian "minimum
package" program, as suggested 
by its title, is confined to seed and 
fertilizer sales and extension serv
ices. Zaire's Kasai Oriental maize 
program concentrates heavily on 
one crop plus a few support serv
ices that are central to improving 
productivity among 120,000 farm 
families. 

Agrarianreform 
A critical factor in agricultural de
velopment is the willingness and 
ability of farmers to improve their 
land by leveling, irrigating, and 
draining it. Farmers with secure 
tenure have more reason to make 
such investments than those with 
less of a stake in the land. Tenure 
is not an issue affecting small 
farmers alone, although it tends 
to bear heavily on them. Insecur
ity is caused by a variety of fac
tors, including lack of clear title 
to land, lack of assurance about 
tenancy arrangements, instability 
of land rents, and-among land
owners-fear of land reform 
without proper compensation. 
These questions will become more 
cntical as countries run out of vir
gin land and growth comes in
creasingly to depend on making 
capital improvements to existing 
land. 

Changing the institutional 
framework to encourage land im
provement is generally difficult 
The measures involved vary 
widely. They include surveying. 
adjudicating and recognizing land 
titles, consolidating small and 
often widely scattered parcels of 
land, legislating on inheritance to 
ensure that farms will be main

tamed in viable units, and ac
quiring and distributing land to 
new owners through land re
form- Most land reform programs 
seek either to create many farms 
from a few by taking title or ten
ancy rights and redistributing 
them, or to unify ownership of 
many scattered holdings. Land 
reform has substantially im
proved rural income distribution 
and the base for subsequent ag
ricultural progress an several 
countries; examples include China, 
Japan, and the Republic of Korea. 

Several problems tend to limit 
the effectiveness of land reform, 
however. Where the argument for 
it is most compelling-in densely 
settled agricultural areas, where 
landlessness and rents are high
the holdings are usually already 
very small, which limits the scope 
for land redistribution. Moreover, 
often very large numbers of own
ers would be dispossessed under 
these conditions, since land is held 
in small amounts. Many recent 
studies suggest that in Asia most 
owners are active in farm man
agement along with their tenants 
and sharecroppers. There seem to 
be few cases where tenants lag 
behind owner-farmers in adopt
ing new techniques or using 
modem inputs such as fertilizer 
/y an.d Ws fi-jadaare, s ju 
for farm size usually find the same 
levels of output on all types of 

Lana retrm as long een rec
ognized as posing a formidable 
political challenge. The economic 
challenge of maintaining and im
proving farm output after land re
form is also considerable, typt
cally requiring a more active and 
diversified range of farm services 
if the reform is to be successful 
In many cases, a pilot program, 
designed to test different ap. 
proaches, may be a sensible first 
step. Brazil's Northeast, long a 
paradigm of tenure issues, is im

plementing a World Bank-sup
ported program of this kind in two 
of the poorest states, Maranhao 
and Piaui. 

But land reform is more often 
preached than practiced-which 
can be highly damagmg since it 
increases insecurity rather than 
reduces it. Among landlords, a 
general fear of reform and, in par
ticular, concern that compensa
tion will be inadequate may dis
courage them from makng the 
most productive use of their land 
by leasing small parcels to share
croppers and renters. Thus reluc
tance is most common, and most 
harmful, among large landown
ers. Discussion of land reform 
sometimes obscures the broader 
issue of security of tenure and 
leads to inaction on all fronts. In 
some instances, taxing land ac
cording to its productive poten
tial, an approach which has re
ceived relatively little attention in 
recent years, may achieve eco
nomic and social results similar to 
those stemming from land redis
tribution. 

Rural public works 

Using local resources for building 
and maintaining rural infrastruc
hure makes a valuable contnbu
tion tq both development and 
poverty alleviation. Unskilled la
bor can be used to construct small 
irrigation and drainage works and 
feeder roads, and to level land. 
Rural public works are important 
precisely because they can be or
ganized at the community level. 
On the one hand, they are sel
dom done well by central govern
ment; on the other, they are too 
large to be done by individual 
families. Even with full security 
of tenure and favorable prices, a 
family farm usually cannot, for 
example, organize irrigation and 
drainage canals for a small wa
tershed. 

In view of the pressing need for 

rural infrastructure and the abun
dance of local labor in many 
countries, programs often seem 
surprisingly modest. This is partly 
because they require high-caliber 
management and careful design 
if they are to work well. Project 
selection, organization of the la
bor force, design and engineering 
standards, and financial control 
can all present cohsiderable dif
ficulties-especially as most pro
grams are decentralized and 
widely scattered. 

Sometimes, too, they are viewed 
as "make-work" schemes, the 
supplies and machinery needed 
to complement local labor may 
therefore be inadequately funded. 

Box 7.3 Employment Guarantee Scheme, 

Other drawbacks include the fact 
that public works may sometimes 
benefit some individuals more 
than others where land is pn
vately owned and that proper 
maintenance is difficult to ar

range once construction is com
pleted.

These and other problems can 
be overcome, however The Ma
harashtra Employment Guaran
tee Scheme (see Box 7.3) is an ex
ample of successful rural public 
works, so too is Indonesia's Inpres 
program. Projects of genuine so
cal and economic value are most 
likely to be identified, planned, 
and built if rural people are able 
to play a decisive role in choosing 

Maharashtra, India 

Maharaslria's ten-year-old Employment 
Guarantee Scheme (EGS) gives unem

ployed or underemployed naral workers 
jobs in public works prioects or pays them 
living allowances. Blueprnts for prolects 
are kept ready for immediate use at tunes 
of slack employment. Every rural adult 

is guaranteed either manual work near 
home within fifteen days of registering 
or a cash allowance of is1 a day ($0.12) 
for time wasted if no job turns up 

During the five years ended March 

1979, Maiharshria spent Rs2 12 billion 

on public works. Of this total. 53 percent 
was for ungation, 27 percent for land 

improvement, 13 percent for roads, and 

7 percent for forestry and other works. 
Unlike many other rural work schemes. 

EGS managed to combme eployment 

generation with producte capital for
nation. 

The table shows that over the five years 
from 1973 to 1978, Maharsshtras nur 

unemployment declined by 21 percent, 
from 1.4 mihon persons to 1.1 malhon, 

despite a 17 percentimerease is the pop
ulation. Its overall unemployment rate 
fell by 32 percent during this period to 

5 2 percent of the work force, compared 
with a 4 percent overall decrease for the 
whole country Because agnrcultural and 
industial growth remamed sluggish. 
much of the improvement in Maharash
ir's employment can be attibuted to 
EGS 

Unemployment in Maharashtra's rural work force (ages 15-59), 
1972-73 and 1977-78 

Roa workforce 

Males 
Females 
Total 

Males 
Females 
Total 

Percentage 
1972-73 1977-48 change 

uniemploymren rate 
697 	 524 -160 
8.34 	 520 -376 
7.65 	 322 -318 

Unremploymrent honissofpersons)
0 64 	 055 -136 
0.73 0.55 -274
 
140 1.10 -21.1
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Table 7.2 Selected government food-distribution programs: Coverage, impact, and cost 
Effecton nen. Budgetcosts

Effecton aome, Budgetouts corsimpron., ferceage
Prorsa atnnerteoinoled asnslsmpton, andcountry ninofved and o budget)ndconty Covrageand ala'ig andertrtos (percentage Frogram Comnodtes nuttion or revenueComments(budgt orreverte Comments Corrge andtargeting 

Subsidy and Iraton,Sr aka, pre-1979Geneal Pitsbs~sr 
'Ration books, food Race.wheat flour. Broad ration shop 15 to 24 percent Need to distributeOpen subsidy for Wheat and wheat Broad coverage, Wheat and flour About t0 percent

wheat, flour: distn- As high as 15 implicit tax of distrbuted through sugar, milk foods coverage inboth (1970s) riceunder rationproducts, maize, rtislarly a, ur- of total rice con
bution through ra- bans and lentils. consumption up percent (1975), 9 about 20 percent cooperaves for vulnerable fam- urban and rusal smaption from ra- led to effective sysaenarpas: intar- thes areas, largely un- un shops, 20 pertion shops for nce, daisy prod- geted abotl percent to 12Percent, on producers has tern of government 
other goods ucts, sugar, tea, w'h o7 pIr- acted asa das.i targeted cent of caloric procurement, with 

osa,meats trition and infant cent for bread contave: subsidized consumption and some benefit to
mortality low for (1976-81) foods constitute 22 14percent of in- farmers 

' per aprt of Egypt's come from rations 
otbill (2970);rxy towSubsidy and roen, Pakistan fa malnuttion and 

Ration books: food Wheat flour (atta), NarowoVage: 69 Percent wheat child meortality for
distributed through rationing of sugar. 6 to 12percent Producer pnices tooabout onethird of Sn Lanka's perraton shops, quo- subsidized flour rsnmpon of (late 190,); 3 to low before 1977,the populiation. low-mcoon groups capita icome level 
tas vary by supply considered mfearor, most urban, some 6 percent 19a80) HJiuang productionfrom ration shops, Coupon systeom,So Lankr after 2979avaiability and lo- restintug i some nural in food-deficit 9 to 14 percent of which Improved 
canon self-fargetag after 23 percent Coupons issued on Choice of 9 major Covers roughly 30percent of total 11 to 14percent Shift to couponareas.mreShop calooc Carrt basis of famdil si.e food commoddies, lower-income half nc consumption (1980-81) system coincidedPrie eso 2n980;

,000, lion of below mse- some evidence of and age to all with rie most inpor of population, ur- from ration shops, with move to fullpeople,attrural shops dian-ncore Income of less than ban and nural, well the1979-81 calonepadded ration tant; or coupons cost producer pnopen ufequenstly households' from Rs300 carbe deposited rolls targeted, studies and income impact which furtherang.and do not all pro- ration system as savings: kero- estimate about 10 simlar to that be- increased benefitsvide atta: untar (1976) aene stamps can be percent of needy fore 1979;after to funners; effortsgered used for food pur- group not covered; 1981,evidence of made to targetSubsidy and aton, Krala State, Ila chases about 30 percent some deterioration other welfare andRation books: food Rice, wheat, cook- covered not needy in nutrition whenBroad ration shop employment prodistributed through ing ad, sugar 20 pescent of ca- Central govern- System of procurecoverage in both coupon value was grams to needy asration shops lanc consumnption ment subsidy ment favonng local halved becauseofurban and rural from rationd nme Identified byequivalent to anareas; largely un- for low-ncome average IT per-
farmers (varying inflation means test 
by (arm sze) hastargeted household., 56 Coupon systim, Colnbracent of state provided pricepercent of total nce budget (1973-76) support and im- Coupons issued to Nutnt-an-fortled Covers half of Increased maternal Less than I per- Local firms contnbconsumption from proved equity vulnerable womer foods noodles, country geograph- weight aspreg- cent (1980) ute resources forration shops, 66 and children; tar- biscuits, vegetable caHy,we tar- nancy and inamong Kerala pro- producton of nupercent for low-In- ducers geong through muxtures,textured creased birth inios foods 

com population., garted, 200,000
health sysenn and prateanfoods, in- househoIlds weight

rationing hasbeen reached (1980)geographcal area dusion of less ex
positively lusked to 

pnsve stapleschld nutritional teig considered
status 

them. Experience also suggests litical support for these programs and even undermine the govem- Out target groups by using severalricultural growth prospects, Ag liorate the harshest effects of pov- is correspondingly broad, mak- ment's ability to maintain public criteria-income level, specialthat the commitment of some lo reculfure: Toward 2000, were bothcal resources other than man-
erty, inluding in particular prob. ing reductions in their scale or sector investment as a whole. needs (such as pregnancy), orcompleted when the world econ lems associated with malnutrition difficult. Therepower fosters the positive in- omy was more buoyant than, it is scope extremely Food subsidies can be designed famndy sure and age composton.
and food insecurity. These effortsvolvement of rural communities are other disadvantages as well. to be relatively cheap, however. The admntustrative costs of tarnow. Nevertheless, both con- have mainly involved food aid,in project selection, design, and With price regulation favoring Many governments operate tightly getig can be reduced by usingcluded that neither poverty norexecution. At the same time, the though they also include general consumers, farmers' incentives are structured, targeted programs automatic, self-targetiug mechaundernutntion could be elimicoordination and administration food subsidies and low-cost ra- depressed. As aresult, the growth with entitlements based on means nusms. In countries where the poornated in thus century, even under tions. Vulnerable families and in- of domestic food output is slowed, tests or administrative proce- are concentrated geographically,of programs helps develop the ef- the most favorable assumptions dividuals are also being reached,fectiveness of local goverene. imports mount, and there is wast- dures such as health screening. targeting by location can be costabout agricultural development usually through health programs.Good fnansal and technical con- age. Food crops are so important The means test and coupon sys- effective. Subsidized food is disand overall economic growth. The

trol of the works is also essential benefits of a sound growth strat-
Some of these effortsare lsted in mnmost low-income countries that tem introduced in Sri Lanka in tributed only to certain commu-
Table 7.2. these distortions can have mas- 1979 has reduced the number of rnties or is restrated to certainegy will flow too slowly to meet - Unfortunately, food subsidies sive macroeconomic conse-Food security, distribution, and the income needs of many of to- participants by half and more than types of shops that are not paand ration schemes are often verysubsidies quences. Subsidies, which in some halved the costs of the govern- tronized by the relatively well-offday's rural poor.* expensive, largely because their countries amount to as much as mentGovernments and international coverage is very broad. The poor 

food ration. Coupon sys. Targeting by commodity, which 
The 1980 World Development Report 20 percent of the national budget, tems, such as those in Sn Lanka involves changing relative pricesagencies have consequently are helped, but so are others who can dwarf agricultural investment and Colombia, can define differ- to encourage consumption of nuj and the FAO's study of future ag- sponsored vanous efforts to ame- can afford their own food. Po
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tntious but unpopular foods, is 
rarely used, but shows some 
promnse Sorghum was sold at half 
the price of wheat and nie in ra
ton shops in Bangladesh in 1979. 

The poor participants, particu
larly in rural areas, bought more 
sorghum, increasing the calories 
in their diet The better-off par
ticipants in the capital city, how
ever, preferred to pay double the 
sorghum pnce in order to have 
Tre or wheat 

Betternutiton has been shows 
to result from food subsidy and 

distribution programs in several 
countries. China operates the 
largest food storage and distri
bution system in the world (see
Box 7 4), it has elimanated famine, 
reduced chronic undernutintion, 
and lowered its child mortality rate 
to a level comparable to that of 
some developed cournitre. In the 
Indian state of Kerala, and in Sn 
Lanka, rations are available for 
both the urban and the nutal poor, 
a feature unusual* among food
subsidy programs; these efforts 
have raised low-income partici-

Box 7.4 Food security in rural China 
China's approach to food secunty cannot 
eaily be adapted to other setarig be, 
cause tone of its features are usquely 
Choines. Most important, food security 
is built into the collectve system,which 
ensures that production teams, brigades,
andother local groups give their nom
ber firt accessto basicnecessities, In 
practice, therefore, although the state ul
tinately guarantees food securty, is di
rectinterventon is enurmal. 

Within acommunity, basic necesites 
Ae assured maiuly through the annual 
appropriation of collective income 
Everybody receives a basic ration, even 
thosewho have eamnedabelow-average 
number of "work pois " But there asa 
cos'muinal obhgation to work even the 
elderly sally fidsomelight woI to 
clin a share of the community ncome. 
(Is pracoce. preoon for die elder), In 
reral Chmaaloseens to rely heavily on 
(he age-id tradition which holds chil
dren responsible for the careand iup
pen of their parents,) Households in 
temporary mifortune-for eaimple, be
case of ltness-go in debt to their 
collective (or, sisome instances, buy nae
cessities from it sag income fram 
biusehold activities) All collectives are 
obligedto maintain grain reserves at the 
brigade and commune levels Many 
communs also hold reserves on behalf 
of the stite lood agency or for livestock 
feed,and the total is usually enough to 
offset a bad harvest 

ese arrangements enablr the na

m -m 

tionat Food Ministry to act as a residual 
suppher and to deal with deat conm
munbites asunits, rather than with a
dvidual members and households. The 
admlistratve savingsae probably is
able The nnastry also has an overall 
responsibility for state procurement, 
processirg, storage, and distnbution of 
omeso nmllio ons of gran every year 

These responsibilities arecarried out 
through a nationwide network of local 
facilities (grainmanagement statos) by 
a total staffexclig seasonal work
er f over 2 millon. 

In a normal tear, most collectives are 
required to sellgrain to the Food Mii
intry, or pay rares on their production 
If the harvest is poor, procurement quo
us andt.xes maybe waved orredaced: 
In 1979-80 the FoodMIasr reported 
Ax scantrces of 2.4 millton fons. 

If commmunties are still short of food, 
the mmistry gets invalved directly tes 
relief operations are triggered when it 
appears that. with grainreserves and us
come from other coopsurplus taken into 
account, the community will not be able 
to sustain a distribution of at least 150 
lulograms perperson a year t200 lo
gras per person uanee-producng areas) 
with the groin measured t unprocessed 
form 

Technicatl. comeunhties .usullvboe. 
oasyto obtain rehefgrain when they can

rot afford to buy it. Some of the poorest 
areis of China need relief grain most 
years, however, and their accumulated 
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pants' caloric intakes by 20 per
cent and their incomes by 15 per
cent. 

Programs for the undernour
ished can also help deal with pe
nodic fluctuations in local food 
supplies that umight otherwise lead 
to famine. Small changes in out
put, earnings, or food distribo
tion and pnces can have dramatic 
effects on individual nutrition and 
on the local economy as awhole 
Towns and cities may be margm
ally affected by droughts or crop
failures; in the countryside, the 

debt far exceeds current income. Ultf
macely,need rathe, than abiwty tn par 
(or to repay) is the determninng flctor. 

In addition to chmouc problems enthe 
low-incone, food-defst areas, diasters 
ocsforsafly piague China. For example,
in 1980 the provinces of HebesandHubei 
to easter China were hit byheavy floods 
in some areasand persistent drought in 
Others Crop losseswereclose to 20 per 
cot atprovnoa levelswattl much ugher 
rates i some aress. These disasters 
prompted ChIna's first requst to the tN 
osaiter Relief Orgianzation for eser

gency aid. 
No data have yet been released on the 

total number ofpeople beneftrUngunder 
the FoodMinistry riehf programs But 
in 1979about 12 percent of the produc
ton teamsreportedly dartabuted les thon 
I50 kilogramsof grain per person; a ftr
ther 10 percent reported distabutuon of 
ISOto 180 kdgrams perperson.Mossof 
the reapients, perhaps Is milion peo
ple, would probable qtahfy for relief by 
Food Ministry crtena. The Food Minis
try reported distrbution ofabout 3 mid
hon tons of relief grain in 1979-so If 
relief per person averaged 25kilograms. 
these data would imply well over 100 
mhllon bteneficiares This largenumber 
of beneficiaries. jutaposed with the 
spartan sipplement (the ration supplies 
about 1.4D0 a day). serves tocalones 
underscore the pinet that China today s 
sill a low-income country with a great
deal of ruaalpoverty 

effectskcan sivultiply quickly. As 
rural purchasing power declines, 
limited food supplies are ab
sorbed by areas with higher pur
chasing power. Food insecurnty is 
more a function of inadequate and 
uncertain income than of food 
availability (see Box 7.5). Wars ac
centuate the problem by disrupt
ing crop schedules, destroying
assets, and creating transport and 
communications bottlenecks. 

Governments and international 
relief agencies deal with famines 
by distributing food directly Their 
recent efforts have generally been 
effective and reduced the inco
dence of famines. When famines 
do occur, they resultas much from 
failure to acknowledge and re
spond to the situation quickly as 
from program inadequaoes. Any
famine is unacceptable, however, 
and capacity to deal with it before 
its effects become catastrophic is 
of paramount Importance. This 
requires:

* An effective early-warning 
system, together with early ac
knowledgment and response. 

* Mechanisms for emergency 
procurement, whether through 
imports, food aid, or priority pur
chases of domestic supplies from 
prosperous areas within the 
country. 

* EEecave transport networks 
and distribution channels in the 
countryside. 

Despite the need, many low' 
income countries lack both logis
tical and managerial capacity, and 
do not have the food supplies 
necessary for effective emergency
relief. lnternratoonal support-from 
private voluntary agencies and 
offical organizations, such as the 
World Food Program-has at
tempted to complement national 
efforts. Given the difficult con
ditions under which they must 
operate, international efforts have 
generally been quite successful. 
Their efficiency could be en
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Box 7.5 Famine comes from income insecurity 
Who are the victims of framnmeRarely, 
it would appear fiuo a sIudv done for 
the Internatsonal Labour Organsaton, 
doesfamine resil simply from a redus
tdon in food producton and affect all 
people In the area uniformly In 1943 n 
Begal, in 1974 in Bangladesh, in 1973 
anEthiopia thor who Suffered mot froin 
famie were the landlessu-casl labor
eraemployed imagriculture or providing 
unslated or sen-slmed services-and 

pastorsallstwho had to trade their ema
eaaedbeasts forespensve food grait i 
shot, the vulnerable were those whose 
"exchange entitlements" were removed 
oremassively devalued by the events pre
ceding the famine 

It was not a decline in food availability 
itself that caused the farmnes In Bengal 
n 1943the food supply was lower than 
s many years but higher than in 1942 
and well within anormal range of fla
tuatrons. In Bangladesh per capita food 
avialabi- was. if anything' higher an 
1974than ea,ler years. In Ethiopia, 
an the other hand, a drought sharply 
decreased food supplies in a localized 
but by no means accessibleare. 

The mechamesns that caused marginal 

hanced by building up a better 
response capability within devel
oping countries themselves. Do
*non are beginning to offer aid for 
more permanent food-security 
systems, including Improvement
of ports and storage facilities and 
technical assistance for more ef
ficient import procurement. Such 
improvements should help re
duce avoidable undermutrition in 
future emergencies. 

Most rural poverty and food se
curity programs are relatively new 
and reflect the rsing concem with 
poverty in the 1970s. To deal with 
the problems. existing institu
tons and their programs have had 
to be modified, in some instances 
new ones have had to be created. 
Although the programs are trying 
to tackle much the same problem 
of rural proverty, the solutions 

groupsto suffer varied. In Bengal a war* 
tine milaton debased the real value of 
thi~r already low wages, which bought 
muchlessloAd than before. In Ethspan. 
lowyieldscaused farmersto disrss faam, 
servants, not hire laborers, and reduce 
their demand for other ervices. Food 

prices did not uo, but the poor, losing 
their employment. lest their source of 
earrngs (entitlement) to buy food. Sim
its, problems plagued the Sahe region 
in the early 1970Is.Pastorabits saw their 
herdsdmnushiwhile animal pices fell, 
and more had to be marketed in ex
change for food grams In Bangladesh a 
long period of looding salarly reduced 
employmtentippornbes Simutaine. 
clasl, tood prces roe and thousands 
starved. 

Famines are therefore compaible with 

adequate foodsuppheswthin a countv 
or within large regions In Ethopia the 
national supple of food did not decrease. 
But mapor groups of the poor, aspeally 
the landless, were extremely vulnerable 
to a sudden reduction in their earnage 
In such cases, and particularly If prices 
rse suddenly, these are the people who j 
Starve. 

which have been adopted have 
been very diverse. There is no 
generally applicable blueprint But 
experence shows that the ability
10 leam from mistakes and to 
make appropriate adjustments are 
what distinguish successtul pro
grams from the rest. 

Learning from mistakes in
cludes, above all, reaching a 
greater understanding of the 
problems of the poor. This means 
that programs should be de
signed and executed so as to en
courage the fullest participation 
of local people. Local people best 
know their own needs and how 
they can be met. Cost-effective, 
sustainable programs that reach 
large numbers succeed by giving
full rein to the considerable ener
ges and dynamism of the poor 
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Conclusions and incomes of their farmers, in their farms. They also use their tion, transport, and marketing
the low-income countries, agn. own and their familes' labor to networks are needed.
culture is an even bigger influ- level land, grow trees, dig ditches, * Where little agricultural 
ence on overall economic growth, and build paddy terraces--activ- 'progress has been made, it is 
because it accounts for a much ifies that create capital to produce sometimes because of an adverse

I larger share of GNP. In these more agricultural output in the agrarian structure inherited from 
countries, a major*challenge for future. In Pakistan, for example, the past. Northeast Brazil is only
the international community and more water for irrigation comes one area where landless laborers
national governments alike is to from privately installed tubewells and small farmers are underem
achieve agricultural growth rates than from publicly built reser- ployed, while extensive tracts of 
higher than those of the popula- voirs. land are unertilized on large
tion. This holds out the best hope * Small farmers can be highly farms In several counties, land 
for both reducing poverty and in productive. Typically, they pro- jeform has played a valuable roleContinuing progress in agricul- economies, but the evidence re- existent. When the results are creasing overall economic growth dce more from each aae than in raising agricultural output, In 

hure is of vital importance to the viewed in Chapter 5 suggests the added up they leave no rom for For many years, the causes of large farmers do, despite the often all countries, security of tenure is 
developing world for several rea- linkages are strong over a wide complacency, paticularly when agricultural growth were contro- considerable disadvantages of important-whout this farmers 
sons: sons: ran , onios they are set alongside the rise in versialand little understood. That their limited access to services, to improve the landra nditio s are reluctant 

Close to two-thirds of the ong the more vivid demon- population while agricultural is no longer so. Evidence and ex- markets, and production inputs and to husbaod its long-ter faor
population draws its livelihood such they srweorstrationsis themo Grdiveinceniesandy iroa alyedoutput grew at just under pe penence now support certain key as fertilizer. Programs vaoplizbethoe 

consadrabledisadvntag and evofluportntwathut ith frersfrom agnculture as farmers an sub-Saharan African countries in propositions about the role of policies dealing with these prob- udr 
farm workers. These groups in the 1970s h p- governments and of farmers lems thus offer substantial a-

cent ayear in the 1960s and 1970s, Government intervention in 
it barely kept ahead of populatio marketing anderiphzupply maymark ent andve uthonsuch~~'Y npu awhn towubad ts ongpolteclude the vast majority of the t perfmnecontrib themselves in encouraging as fetlie.Prgam-n fheregrow. Output per capita in- this nomic benefits, as well as i beessential at the early stages ofcrease employment and incom arm nt, cutrhas landworld's poorest people. eavil to economy-wide deten- creased at only 0.4 percent ayear. growth. Starting with farmers, it 

Driven by population and in- r n That average conceals sharp dif can confidently be said that: among the poor. quently been cunterproducthve
comegrowth, the demand for food Thor mpressive ferences, becuse growth ranged * All farmers-small, medium, 

and large-respond to economicin the developing economics is progress in agriculture in devel- from 1.4 percent ayear in South- to iie advantage Of them, the - functions. Experience suggests 
likely to increase by at least athird oping countries over the past three east Asia and 0.6 percent a year incentives Far from being "tra- fore, farmers will expand ouP t. that in iaed economies, the p
over the next decade. Ifmore rapid decades, It has been supported in Latin America to little or noth- dition-bound peasants," farmers That does not mean that gave - vate sector can usually be

have shown that they share a ra-
en

progress is made in raising the by major research efforts applied ing in the low-income countries. ments and other official agencie couraged to take on a major partincomes of lower-income groups to food crops in the developing In South Asia as a whole, the tionality that far outweighs dif- should confine themselves solel. of these activities, with govern
and in low-income economies, the world. The results of this research growth of agricultural output just to fixing those Incentives There mentferences in their social and eco pnmanily exercising a regincrease could be much sharper. have already moved from labo- kept pace with population; in At- logical conditions. In largely are several things that farmers ulatory role,

* Agricultural exports ac- intones and experimental plots to ra, output per capita grew at 0.2 market-oriented economies such cannot do on their own and that 
counted for 30 percent of the de- millions of farms in dozens of percent a year during the 1960s, as Brazil and Kenya, as well as in therefore require public action:
veloping 'countries' total mer- countries. New seeds, combined but actually decined by 24 per- centrally planned economies such * Research and technology need Policy prir iea 
chandise export earnings in the with irrigation water and fertl- cent a year in the 1970s. as Chia and Hungary, farmers to be developed and adapted to The past therefore proydes adear 
late 1970s. Agricultural exports are izer, have boosted yields and pro- have responded to economic in- local conditions. The lack of tech- guide for the future: the con

centives. In some instances, theirstill the main category of exports duction Of staple foods. Dubbed Agriculture and economic nological improvements suitable straints on agricultural growth do 
for over two-thirds of these coun- the Green Revolution, this prog- growth response exceeded the expecta- for African conditions is a main not lie in the behavior of farmers,
tries Export earnings finance im- ress is already widely known. It tions of poieyimakers. Farmers in reason for Africa's poor perform- they are rot unwilling to work 
ports needed for faster growth, has transformed the jives and In the middle-income countnes the the irrigated areas of South Asia ance so far. hard, to adopt profitable inno
and good export performance en- prospects of millions, and spurred structural transformation from an responded dramatically to the new * Rural development programs vations, or to invest for the iuhances access to international new research. incentives provided by the Greenagrarian to an industrial economy have helped ovecpme obstacles hure. Instead the constraints arecapital markets. For all its achievements, the is well advanced. Agricultural Revolution. In dryland areas of to increased agrcultural output to be found in the environment

-Finally, structural interde- Green Revolution has not yet oc- progress is helping, and being Nigena, farmers showed that they and have also benefited the poor. in which farmers operate: the
pendence and complementiritv conrced in many parts of the world, helped by, growth in the rest of were more aware of constraints However, rural projects need to technology available to them, theirbetween agriculture and ot Agriculturaler growth has varied the economy. and opportunities than the pro- minimize their demands on scarceMore and more of access to land, the incentives for 
sectors suggest that weak per- widely among the main regions these countries are about to reach lect staff who were planning new administrative and managerial production and investment, thefonpance in agriculture will be ac- of the developing world, among schemes for them.an important milestone-the be- skills in developing countries. The availability and price of materialscomriparned by weak growth else- individual countines within each ginning of decline in their ag- * Farmers contribute to most effective projectsagri- are likely such a tertilizer, the provision utwhere in the economy This is region, and among areas within cultural labor force, which will cultural investment. All of them, to be simply designed, and to m
most important low-in- soe those ad t irrigation, and possibilities forto b siplydesgne, inin the eachcountrv. In it has been usher in the prospect of more even farming only a few volve local farmers in their con marketing their output. This seccome, predominantly rural spectacular, in others non- acres, save a substantial part ofrapid increase in the productivity ception and execution. hon reviews some of the main any extra income and invest it on SMajor investments in iriga- policy issues in these areas go
 



Technology be subsidized-quite the con the extra output produced by Their economic returns are high, onlyabout 5 to 10 percent of their Prospects 
Government-supported agricul
tural research in the industnal 
countnes began in the middle of 
the nineteenth century. By con
trast, systematic research on food 
crops in the developing world be
gan only dunng the past three 
decades, Apart from China, whose 
research work was indigenous, 
developing countries have relied 
on a mixture of international and 
local efforts._That will continue to 
be the case. An appropriate strat
egy involves strengthening and 
expanding the present network of 
international research centers to 
cover more crops and more eco
logical conditions.The smallest 
and poorest countes-those with 
least capacity to conduct agricul
tural research-are most depend
ent on the international research 
effort. In all developing coun
tries, national research needs to 
expand considerably. Its empha
sis will be on adapting new va
neties to local conditions and in
creasing their immunity to 
diseases and insects. 

Many countries, especially in 
Africa, still lack effective research 
institutes on the scale they need. 
Remedying this will require as
sistance from both multilateral and 
bilateral donors. In addition, it is 
imperative that donor countries 
expand their support for the Con
sultative Group for International 
Agricultural Research (CGIAR) 
The CGIAR's progress has re

trary. In low-income countries, 
especiallyagricultureprovidesthe 
main tax base. Farmers must 
therefore contribute to help fi
nance many government activi
ties-not least the investments in 
infrastructure and irrigation from 
which they themselves benefit. For 
commodities such as tea, coffee, 
and cocoa-which are produced 
mainly for export, and for which 
demand is more sensitive to qual
ity than to price-it makes sound 
economic sense for governments I 
to impose export taxes. 

Thus the issue is not whether 
to tax agriculture, but how and 
how much. There are no fixed and 
simple answers to this question, 
although experience and research 
is starting to provide some guide
lines on appropriate levels and 
forms of agricultural taxation. For 
example, export taxes on tropical 
beverages have clearly been set 
too high in a number of African 
countries, where production has 
stagnated or even declined, and 
market shares have been lost toIother exporters. 

Frequently, it is macroecon
onuc policies, rather than those 
that apply narrowly to agricul
ture, that give rise tb inadequate 
incentives. A common failing is 
overvalued exchange rates, which 
reduce the prices that farmers re
ceive for exported crops and, at 
the same time, make it cheaper 
to import agricultural products. 

subsidized farmers behind pro
tective barriers in industrial coun
tnes. Too often, also, prices fluc
tuate more than would be 
expected from supply and de
mand shifts, because an excessive 
share of market adjustment is 
forced on the international mar
ket by rational policies which in
sulate domestic markets from it. 
Removing such distortions would 
increase the incentives to farmers 
in developing countries. It would 
also stimulate more rapid overall 
economic growth, because so 
many developing countries still 
depend heavily on agricultural 
exports. 

As to the prices of agricultural 
inputs, the bulk of experience 
cautions against subsidies. Sub
sidized fertilizer prices may well 
encourage farmers to adopt fer
tilizer-using cultivation methods 
more rapidly than they would 
otherwise, but that is not a suf
ficient reason'for subsidies. New 
practices that offer high economic 
returns are rapidly adopted by 
farmers, even without subsidies/ 
And once instituted, subsidies are 
politically difficult to lower or re
move Credit also is often sub -
dized, in some instances at neg
ative real interest rates. Such a 
policy may stimulate investment 
in agriculture, but it is all too often 
of the wrong kind subsidized in
terest rates lower the effective cost 
of capital goods and lead to labor

though 'they could still be in
creased. For example, there is 
considerable evidence that water 
is wasted because irrigation 
schemes ire badly designed and 
poorly managed. These weak
nesses were discussed in Chapter 
6,putting them right is largely the 
responsibility of national govern
ments. 

New transport facilities that 
reach down to the village level 
open new markets to farmers and 
give them access to modern in
puts at lower costs. Improved 
transport has a direct effect it in
creases the farm-gate prices of 
crops and reduces those of inputs 
because transport costs are re
duced. It also has an indirect ef
fect: more traders visit accessible 
villages than remote ones; thus 
the influence of local monopolies 
is reduced and farmers' prices are 
improved. 

Transport infrastructure can be 
constructed and maintained in a 
variety of ways. Some require 
large infusions of expensive for
eign equipment, others utilize 
abundant local labor. China is 
noted for its success in mobilizing 
local labor for creating rural pub. 
lic works, but lesser-known, ef
ficient examples come from such 
diverse cultures as Indonesia, In
dia, the Republic of Korea, and 
Sri Lanka. 

ie many countries have 
proclaimed agnculture and rural 

government budgets to agncul
ture in recent years. Even sub-
Saharan African countries mostly 
fall in this range, in spite of the 
importance of agriculture in their 
economies. In these countries, 
however, larger expenditures on 
education have been necessary to 
make up for the past and to keep 
pace with the rapid growth in the 
number of children. 

Little analysis has been done of 
the aregate economic returns to 
government expenditures in ag
riculture Project experience in
dicates, however, thai returns to 
agriculture are, by and large, as 
high as in other sectors. In some 
countries, indeed, they are sub
stantially higher. It ishard to avoid 
the conclusion that the relative 
prionties of the different sectors 
need to be reconsidered in low
income countries, if their growth 
in agricultural output is to be im
proved. 

Industrial countries also have a 
big contribution to make to agn
cultural investment in developing 
countries. In real terms, official 
assistance to agriculture more than 
doubled from 1973 to 1978, when 
it reached about $10.4 billion (in 
1979 pnces). Since then, it has de
clined to slightly below $10 billion 
in 1979 and 1980. Donor govern
ments are conscious that their 
public spending options are lim
ited. Aid to their domestic agn-

The coming increase in demand 
for fo-oais profound implica
tions that go well beyond agn
culture itself. Currently only about 
8 percent of the food eaten in de
veloping countries, and 9 percent 
of all agricultural products avail
able in those countries, is sup
plied by imports. Few countries 
could sdethese ratios increase 
rapidly without encountering se
vere balance of payments prob
lems. To meet the growth in de
mand for food, they will need to 
supply the bulk of it themselves 

Whether they can meet this 
challenge is acritical question for 
the future of hundreds of millions 
of people If the past is any guide, 
policy imrovements coul 
achieve dramatic results The rise 
in agricultural output over the past 
two decades has confounded-Ere 
preTctions of widespread famine 
which were common in the 1950s 
and 1960s. It has also disproved 
the Malthusian notion that agn
cultural growth is subject to iron 
laws beyond the control of peo
ple. If agricultural technologies can 
be improved, additional re
sources mobilized, and appropn
ate policies adopted in industnal 
and developing countries, then 
faster agricultural growth will be 
achieved. Economic develop
ment, particularly of the poorer 
countries, will speed up And 
poverty will be reduced. 

cently been slowed down by the 
unwillingness of donors to in
crease their contributions 

The exchange rates thus exert 
pervasive downward pressure on 
the prices received by farmers. 

displacing investments that are not 
warranted where labor is plenti
ful and capital scarce. In any case, 

development to be the corner
stone of national development 
plans, it is stnking that most de

culture, however, is typically 
eight- to tenfold greater than their 
agncultural development assist

hcentiues to producers 
Bnnging exchange rates into line 
with actual conditions in markets 

subsidized credit seldom reaches 
small farmers, since it is generally 

veloping countnes have allocated ance. 

It is pnmanly the responsibility 
ot governments to ensure that the 

iscritical for app
tuLL ncing 

preempted by the larger and more 
influential ones 

prices of agricultural products and 
supplies are not distorted in away 
that inhibits the growth of output 
and incomes This is not to say 
that agriculture should not be 

- taxed or that its supplies should 

Though they can influence or 
determine domestic prices, gov
emments ot developing countnes 
have little or no control over in
temational prices. Too otten these 
are set artificially low because of 

Agrrciltural investment 
Continued agricultural progress 
depends in part on additional 
public sector investment in agn
cultural development programs. 
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of the world's rural poor builds 
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Beyond Export-Led Growth* 

- IRMA ADELMAN 
Universityof California, Berkeley 

Summitary. - In light of the adverse conditions in the current international economic environ
ment, ths paper reassessesthe feasibility of continuing to rely on manufacturing export-led 
growth asthe major development dynamic for most LDCs during the next decade. This paper 
argues that after the initial stages of industrial development, the emphasis in poliy toward 
agriculture should shift from surplus extraction to surplus creation and to the generation of 
demand tinkates with the rest of the economy. The author compares the relattve merits of 
two alternative open development strategies - export-led industralzation and agricultural
demand-led industrialization (ADLI) - by means of several simulation experiments The 
experiments are pertormed with a computable general equilibrium model of a small, low
income. semi-mdustrial, open economy which is a stylization of South Korea of 1963. They 
are carried out in an international environment assumed to represent the next decode based 
on a rate of growth of international demand for imports of about half the 1960-73 rate. The 
results support the ADL approach on all counts. 

L INTRODUCTION 

Developing countries are currently at a cross
road They are simultaneously facing major 
short-term adjustment problems to critical 
foreign exchange shortages and the prospects 
of a continuation of a less favourable inter
national environment us which to carry out 
these adjustments -

The present plight of the developing coun
tries is the result of both adverse changes in 
the external environment since 1973 and the 
policy choices made by the developing coun
tries themselves The two global recessions 
in the Organization for Economic Cooperation 
and Development (OECD) countries during 
the 1970s and the early 1980s induced a 
slowdown in the volume of world trade which 
had depressing effects on the prices and export 
volumes of non-od developing country exports 
It lowered the ability of developing countries 
to import because of both volume and terms 
of trade effects 

Despite these adverse conditions in the 
international environment, developing countries 
chose to continue placing primary emphasis 
on rapid industrialization The implementation 
of their commitment to this goal required 
increasing capital goods, technology and food 
imports from the OECD countries, and the 
financing of these imports not only from 
exports but also by increasing external debts 
and detumulating reserves. As a result, in 1982 

the debt-service obligations amounted to 21% 
of the exports of the average less-developed 
country (LDC) and were a csashing 53% of 
exports of Latin America. Reserves of foreign 
currency for the average LDC stood at a little 
above three months of imports 

The results of the second oil-shock recession 
hit developing countries particularly hard 
Between 1980 and 1982, total merchandise 
LDC exports fell by --0 5%; the average annual 
rate of growth of manufacturing exports 
fell from 12.4% in the previous seven years 
to 4.1%; protectionist sentiment and protection
ist legislation were introduced in the OECD 
countries, thus leading to lower import 
elasticities out of stagnant incomes; and the 
access of LDCs to commercial credit to support Ii 
exports was severely decreased. 

These developments, combined with the 
need to revise downward projections for 
the growth in world demand for non-fuel 
merchandise exports from LDCs, call for 
a reassessment of the feasibility of continuing 
to rely on manufacturing export-led growth 
as the major development dynamic tor most 
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LDCs during the next decade. Most LDCs 
which are not already newly industrialized 
countries (NICs) with established export 
markets are unlikely to be able to break into3 international markets for non-traditional exports 
in the next decade. For them, the need to 
search for an alternative strategy asacute. 

In searching for alternative strategies, 
one should distinguish between an open
development strategy, anwhich trade is an ele
ment of growth, and an export-led strategy in 
which trade is the major source of growth. The 
major argument of this paper is that export-led 
growth es not the only potentially promising 
open development strategy. A reallocation 
of investment resources within the economies 
of LDCs in favour of an open development 
strategy which is agriculturally dnven rather 
than export driven can lead to superior results 
under the economic conditions of the coning 
decade. 

Pro-agricultural strategies have usually been 
associated with self-sufficiency and closed
economy ideologies It should be emphasized 
that this is not the ideology underlying the 
present proposal. This is not an argument 
for a closed development strategy. The last 
30 years of development experience have 
clearly demonstrated the inferiority of import 
substitution strategies. It is rather a call for 
a shift in sectoral emphasis for public mvest-
ment toward agriculture while maintaining or 
even, ifnecessaryswitching to an open develop
ment strategy. 

The development strategy advocated in this 
paper consists ofa public investment programme 
designed to induce a progressive downward 
shift in the supply curve of the domestic 
agricultural sector. The argument in favour of 
this strategy rests both on its linkage effects, 
in creating a domestic mass market for industrial 
products through intermediate and final 
demand linkages, and on its distnbutional 
impact, through increasing the supply of wage 
goods and the incomes of the poorer members 
of society. The proposed strategy is simul
taneously a growth programme, an employment 
programme since agriculture is considerably 
more labour itensive than evenlabour-intensive 
manufacturig, a basic needs, food security 
and income distribution programme, and an 
industrialization programme. It also constitutes 
a foreign-exchange-saving programme by reduc
ing the need for food imports which, in the 
1970s, have accounted for an average-of 13% 
of total LDC imports Finally, the proposed 
strategy is also a risk-reducing programme 
since some of the investments required for 

r
 

its implementation (e g. investments in water 
control and pesticides) reduce weather depen
dence and environmentally induced fluctua
tions in agricultural yields and since the strategy 
substitutes a development dynamic based on 
the more 'controllable increases in domestic 
demand for the less controllable increases in 
world demand. 

Discussions concerning the relative ment 
of agricultural versus industrial development 
strategies are not new. They were central to 
the controversy concerning balanced vs un
balanced growth They were also reflected in 
the debates surrounding the early five-year 
plans of India (Mellor, 1976, 1968) and the 
Soviet Union (Domar, 1957). In the main, 
the wrong views favouring emphasis on capital
intensive import-substituton ndustrialization 
prevaded, fueled by export, primary terms of 
trade and domestic linkage pessimism. The 
results were highly dualistic ' development 
patterns, slow GNP growth, serious balance
of-payments problems, high capital-output 
and capital-labour atios, slow growth in 
food production and in employment, and 
deteriorating distributions of income. The 
response, once these failures became apparent, 
was to urge a shift by LDCs toward industrial 
export-led growth and toward 'basic needs' 
oriented strategies. The adoption of the export
led strategies during the high world-demand 
growth era of the mid-I 960s led to success 
in GNP growth, in labour absorption, and in 
industrialization But it was also accompanied 
by increasing international indebtedness and 
by rapidly rising food imports As a result, 
the debate is now starting anew, fueled in 
part by renewed export pessimism, by increased 
awareness of the vulnerability to shocks aiing 
from export markets, and by the serious 
liquidity and foreign-exchange constraints faced 
by LDCs A body of economists (Streeten. 
1982, Mellor, 1976; Singer, 1979, Hirshman, 
1981; de Janvry, 1984) is urging the adoption 
of agrarian, wage-goods strategies 

In analysing the prospects for attaining 
the Lima target, which stipulated that industrial 
production in developing countries should rise 
from 7% of 1975 world industrial production 
to 25% by the year 2000, Hans Singer (1979, 
p. 27) came to the contluson that an export
led strategy was unlikely to accomplish this 
goal Instead, he advocated an alternative 
approach which he ciled (not surpnsingly) 
a balanced-growth approach and which I shall 
call an agricultural-demand-led-industrialization 
(ADLI) programme lie described this strategy 
as one of basing 'national development on 
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agriculture as the primary sector and developing international environment intended to repre
industries with strong emphasis on agriculture- sent the next decade dunring which the rate of 
industry linkages and interactions'. Para- growth of international demand for imports 
doxically, the ADLI strategy would stress the is likely to be about half of what it was during 
raising of agricultural productivity, especially the 1960-73 period. 
that of medium-scale farmers, as a means of The experiments are performed with a 
achieving industrialization. It would accomplish computable general equilibrium (CGE) model 
the industrialization goal by expanding internal of a small low-income, semi-industrial, open 
demand for intermediate and consumer goods economy which is a stylization of South 
produced by domestic industry. In arguing for Korea of 1963. The results support the ADLI 
this approach, Singer (1979, p.27) emphasized approach on all counts. In the assumed environ
the linkage effects of agriculture by writing: ment, the ADLI strategy generates the same 

rate of industrialization as does export-led 
Theis ahopeful approach for a number of reasons. growth but leads to a higher rate of labour 
A prosperous tarming sector would require a large absorption, a better distibution of income,
volume of inputs from the Industrial sector: better balance-of-payments results, less poverty,
fertiizer, insecicides, wveed-killers waler pumps. and a higher rate of growth of per capitaagricultural tools and equipment of all kinds 

gross national product (GNP) than export-ledranging from hoes and ploughs to trucks and 
growth There is no single reason for thetractors. Much or the increated agricultural pro

duction would require industal processing, or supernority of the ADLI strategy. These results 
- provide the basisfor newresource basedindustries. are attained in part because of the greater 

The development of agiaculture will require agood increase in total factor productivity, in part 
deal of new consrurtton, with implied demand because of the larger reduction in unemploy
for a wide range of construction materials and ment, in part because of the higher increase 
equipment. Higher agricultural incomes are spent in exports, and in part because of the resource
wilh progressively more emplsis on tdistrial reallocation effects. consumer goods. Higher incomes from the indus-

The next section descrbes the model andtrial expansion would in turn provide an expand
the stylized economy. The third section preing market for agriculture, especally food, with
 

the associated multipher 
 andfeedback effects sents the simulation results. The paper con
within the agricultural sector itself. cludes with a general discussion. 

That agriculture can have important linkage
 
effects with manufacturing has been recognized 2. THE MODEL
 
for a long time Most textbook descriptions
 
of the role of agriculture in economic develop-
 The CGE model consists of an economy
ment stress four functions of agriculture; these wide, simultaneous, multisectoral model that 
are the provision of a surplus for investment solves endogenously not only for quantities 
in manufacturing, a source of labour, a source of but also for prices (for detailed descriptions 

:food and asource of demand linkages What has of the model, see Adelman and Robinson, 
not been recognized, however, isthat the relative 1978, and Dervis, de Melo and Robinson, 
importance of these functions must change 1983). The version of the model used here 
dynamisally with the economy's development. was developed by Sherman Robinson and 
And the conflict between agnculture as a Jeffrey Lewis, in 1982, as part of a World 
source of surplus and agriculture as a source Bank research project. (For a full description, 
of demand for industrial output has not been see Kubo es a., 1983.) The core of the model 
sufficiently stressed in the non-daraian litera- consists of the reconciliation of potential 
ture (Lipton. 1977, is a notable exception). demand and supply imbalances in the factor 

It is the argument of the present paper that, and commodity markets by price adjustments 
after the very initial stages of industrial develop- which simulate the workings of the markets 
ment, the emphasis in policy toward agriculture of labour, commodities and foreign exchange 
should shift from surplus extraction to surplus The technological and behavioural functions 
creation and to the generation of demand are non-lnear and incorporate substitution 
linkages with the rest of the economy. possibilities among factors in produation and 

The present paper compares the relative among commodities in final demand Imports 
ments of two alternative open development and domestic production in a given sctor are 
strategies - export-led industrialization and neither perfect substitutes nor complete 
ADLI - by means of several simulation experi- complements; rather, there is an elasticity of 
ments The experiments are rained out in an substitution among them wich lies between 
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zero and unity. The model solves for: wages, 
profits, product prices and the exchange rate, 
sectoral production, import, export, employ
ment, consumption and investment; the flow 
of funds, GNP and the balance-of-payments 
accounts; and for the functional and personal 
distributions of income. 

Production technology is represented by 
fixed input-output coefficients for inter
mediate goods and CES functions for labour 
and capital. In the factor markets, labour 
demand arises from profit-maximizing behaviour 
of producers. The supply of labour is disaggre
gated by skill type. It is assumed fixed within 
a given period and only its sectoral allocation 
is allowed to vary. Farmers and service workers 
are immobile within each period although 
mobile between periods The model determines 
market-clearing wages for skilled workers and 
their sectoral allocation; unskilled wages are 
fixed, and unemployment is allowed to develop. 
The existence of such unemployment is not 
critical to the results, as wl beapparent from 
the sources of growth decomposition given 
later. 

The demand for commodities is responsive 
to relative price and income variations. The 
price responsiveness arises both because of the 
use of LES consumption functions and because 
of the trade specification which induces price
sensitive substitution among imports and 
domestic production The incomes of con
sumers are determined in the factor markets 
after subtracting taxes. The demand for com
modities by sector is determined from these 
incomes (given the household savings pro
pensities) and from the government consump
tion function. Relative prices that clear 
commodity markets are then solved so as 
to equate demand and supply. The wholesale 
price level is taken as numeraire and main
tained at unity to set the level of absolute 
paces. The balance of trade determines the 
net demand for foreign exchange. The exchange 
rate adjusts so as to maintain a predetermined 
level of foreign capital inflow in the baserun. 
In the experiments, the exchange rate was 
fixed to the initial penod value, and foreign 
capital inflow was allowed to adjust. The 
latter specification was adopted for the experi
ments in order not to allow a progressive 
overvaluation of the exchange rate (which 
charactenzed the base run) to bias incentives 
against exports in these experiments 

Several macro-closure rules are possible for 
the model. The one chosen for the ADLI 
expenment forces investment to adjust directly 
to thecnlargedordiminished supply of domestic 

plus foreign savings. This closure rule gives 
maximum internediate-run sensitivity to 
balance-of-payments fluctuations arising in 
international markets. It also makes investment 
maximally sensitive to the domestic savings 
rates of households and to changes in the 
domestic distnbution of income Since antici
pated drops in domestic savings rates when 
the functional distribution of income shifts in 
favour of farmers have been used to argue 
against agricultural strategies, the closure rule 
adopted for the present experiments allows 
a conservative evaluation of the ADLI strategy 
by biasing the experimental results against 
at on this count. 

3. SIMULATION RESULTS 

In 1963, Korea was in a 'pre-takeoff' stage 
It was a very poor country, whose per capita 
income was around S80 (1963 dollars), con
verted at the official (overvalued) exchange 
rate. It was an open economy with a very 
large trade deficit, exports were 6% of GDP, 
andthetradedeficitaccountedfor 16%ofGDP. 
About half of its labour force was employed 
in agriculture, 30% in manufacnring, and the 
rest in services It was a consistent food-deficit 
country, its cereal imports accounted for about 
a quarter of its total consumption. Thus, the 
Korea of our study is a poor, open, negative 
balance of trade, large food-deficit country 
typical of a large class of low-income LDCs. 

Table I summarizes the results of the simula
tion experiments The actual, high-world
demand evolution of the economy issummarized 
as Experiment F. To derive the counterfactual 
base run. II, the rate of growth of world demand 
was cut in half; and the price elasticity of world 
demand was increased by 20% to simulate in
creased competition The export demand speciti
cation used in both runs I and II assumed a 
logistic demand curve for exports with an inflec
tion point which shifted over time but at a 
slower rate in Experiment IE than in Experi
ment I. The results were to decrease the rate of 
growth of per capita GNP by 15% whde cutting 
the rate of growth or exports by 60% and the 
rate of growth of manufacturing by 30% The 
structure of production and of exports became 
more agriculture-orented indicating that, tinder 
lower rates of growth of world demand, the 
comparative advantage of agriculture rises 
a fact consistent with the proposed strategy 
Foreign capital inflow rose by 30%, and the 
exchange rate fell by 35%. Urban unemploy
ment rose from 0 to 14%. but the distribution 

go
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improved very slightly as the incomes of the 
fourth to nith decies fill by less than did the 
incomes of the richest and the poorest. 

The export-led growth strategy was simulated 
by giving 60% export subsidies to exporting 
sectors In addition, the bias against exports 
in the low.world-demand base run was removed 
by a combination of abolishing tariffs and 
a 107 devaluation Finally, to amulte the 
productivity-improving effects of exporting 
which arise from economies of scale and 
learning, the rate of growth of total factor 
produstivity in the exporting sectors was 
increased by 50 (from between 1.3 and 2.4% 
annually to between 1.8 and 3.6%). This 
strategy increased thie rate of export growth 
by 45% while increasing import growth by 
only 38%. Nevertheless, the foreign capital 
inflow increased slightly. Urban unemployment 
was reduced from 14 to 8%, the rate of growth 
of wages increased by BO%, and the distribution 
of income improved substantially because 
agricultural terms of trade rose and farmer 
incomes and agricultural wages improved 
significantly. The rate of growth of GDP in
creased somewhat, umthe terminal year, GDP 
was 2.5% higher than in the base sun. 

The ADLI strategy was implemented by 
shifting the investment structure in favour of 
agriculture Such a shift appears to be indicated 
on the basis of the rates of retum to capital 
in the various sectors in the base run (see 
Table 2) While one cannot be confident about 
the absolute magnitudes of the rates of return 
in 1he base year because of the conceptual 
and measurement errors inherent in the evalua
tion of capital stocks, what is more significant 
is that both the base and the export-led growth 
runs indicate a nsing gap between the rate of 
retum in agriculture and the rate of return in 
the manulactunag export industries. Indeed, 
when the investment allocation is allowed to 
respond to deviations from the average rate 
of return to capital in the base run, it imple. 
ments an ADLI strategy more extreme than 
that implemented in the current ADLI runs 
(see Table 2, base rnu II). 

For tle present ADLI run, the share of 
agricultural investment in total investment was 
doebled in the initial period and then gradually 
brought back to the base-run composition 
over I5 years Total investment was maintained 
at its export-led value throughout the ADLI 
experiment' The results of the comparison of 
the ADLI with the export-led growth expert
meats, therefore, indicate the retum per won 
diverted to investment in agriculture under 

It was assumed that the doubling of invest I 
ment in agnculture increased the rate of growl 
of total factor productivity i agriculture b 
50% over its base-run rate of growth, from 2% 
annually in the first 10 years and 1.5% n thi I 
last 5 years to 3 and 2.25%, respectively. The 
assumed ADLI rates of growth of agricultural 
productivity are relatively modest and merely 
bring the rate of growth of productivity in 
agnculture in Korea up to the average for 'all 
developing countries dunng the 1970s. 

No trade incentives were given to any sector 
of the economy in this run; all tariffs and 
subsidies were removed. In addition, the 
exchange rate was held fixed at its base-year 
value. The result is a neutral set of trade incon
tives as indicated by tie domestic resource 
costs inTable I. 

To simulate the potentially negative produc
tivity effects of not focusing primarily on 
the export market, the rate of growth of total 
factor productivity In the manufactunnag 
export sectors was cut in half from the base 
run, from between 1.3 and 2.4% to between 
0 6 and 1.2%. It asdoubtful whether these 
negative effects of not pushing manufactunng 
exports would materialize in practice were the 
postulated ADLI strategy to be pursued as 
assumed. The negative effects on productivity 
associated with not exporting are usually 
the result of two effects not present in the 
current experiment, high rates of protec
tion, which shelter domestic industries from 
foreign competition, and a scarcity of imported 
intermediates ansing from foreign exchange 
rationing Nevertheless, this postulate allows 
conservative evaluation of the ADLI strategy. 

To maintain the domestic agricultural terms 
of trade, a grain trading facility was established 
which buys up the excess domestic supply 
at a relative price of unity and then uses the 
excess supply both for import substitution 
and for exports. Dunng the experimental 
conditions, no subsidies are involved in this 
activity since the improvements in agricultural 
productivity raise the domestic resource costs 
of agrisultural exports above the domestic 
resource costs of imports It is, however, 
possible that, if all countries were to implement 
ADLI strategies, the world pace would fall 
Then, in the implementation of the strategy, 
a balance would have to be struck between 
allowing the domestic agricultural terms of 
trade to decline (thus generating a smaller 
rise in farner Incomes) and the magnitude 
of the implicit subsidy. Since, wiihtei A DLI 
stratesy, tarmer incomes rise by 60% over the 

I 

F 

Terminal year (1978) 

Real grosi domestic product' 
Merchandise exports 
Merchandise imports* 
Foreign capital inflow* 
Domestic savingsratia (%) 
Foreign savings total (%) 
Gross domestic product ICOR 
Agricultural termi oftrad. 
International terms of trade 
Exchange ratet 

Domenersouarce cost 
Exports
tmpotii. 
Tariffs-
Subsidies-
Total unemployment(%) 

Structure of value-added(%) 
Primary 
Consumer manufacturing 
Producer manufacturing
Infrastruciure 
Services 

Structur of exports (%) 
Primary
Consumer manuifactsrng 
Intermedite manufacturing 
Capial goods 

Share ofexports in domreuta 
producdon (%) 
Primary 
Consumer manufacturing 
Producer manu.factiung 
[ifrat ircure 
Services 
Total share of exports 

Structure of Imports (%)
Primary 
Consumer manu factn , 
Intermediate manufacturing 
Capital goods 

Growth rates to termmal year 
(atnal ) 
Real gross domestic product 
Agriculture 
Manulwacinae 
Construction 
Social overhead 
Servues 
Privsie consumption 
Investmeni 
Exports 
Imports 

Table L.Experimentresults, 

Low demand 
High demand base 

2706 
775 
457 
310 
19 

-64 
2.9 
0.91 

85 
0 130 

0.118 
0.146 

92 
0 
0 

29 
19 
17 

27 

to 
Is 
4 

36 
3.1 
I5 
46 
6.6 

15.2 

20 
1I 
42 
28 

S.8 
40 
9.1 
6 1 
4.7 
4 7 
3.9 
7,2 

180 
70 

2305 
162 
392 
230 

16 
60 

3 1 
0 89 

ISS 
0.141 

0.119 
0165 

78 
0 
790 

32 
10 
14 
9 

35 

28 
42 
25 

5 

2,6 
36 
4,2 
44 
36 
35 

22 
a 

42 
28 

47 
34 
66 
5.2 
46 
4,3 
4.7 
60 
$5 
5,3 

Export promotion 
(low demand) 

2397 
208 
473 
248 

16 
38 

2.6 
1,05 

85 
0.120 

0.122 
0.122 
0 

95 
40 

34 
9 

is 
9 

30 

11 
53 
30 
6 

1.9 
7.5 
7.9 
3.4 
27 
5.0 

27 
7 

41 
25 

50 
35 
7.6 
5 1 
4,8 
4.4 
S.2 
60 
80 
7.3 

ADLI 
(tow demand) 

2666 
387 
242 

-120 
16 

-30 
22 
I 00 

85 
0130 

0 124 
0 124 
0 
0 
30 

44 
11 
16 
7 

22 

83 
9 
7 
1 

6 6 
34 
39 
55 
38 
48 

I 

54 
35 

57 
55 
5.3 
48 
83 
4 7 
5.2 
60 

155 
50 

the ADLI experinmenial conditions base (and by 33% over the export-led strategy), 
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Table I (cont) Table 2.Real rates offreturn on capital and investmetshares
 

Low Low 
demand, demand, Export

baseI basell led ADLI 

062 -0.53 1.43 1 97
 
-208 -3.0 -1.64 -0 11
 
-451 -68 -503 -29 

254 -030 379 32
 
-154 -30 -0.19 -0.82 
0.41 -0.30 040 089 

-0.01 	 4.17 0.21 -7.51
 
360 7 23 394 269
 
043 1.70 102 141
 

130 130 V3,0 260
 
2 25 2 25 2 25 2,25
 

1485 1485 1485 1285
 
670 670 670 670
 
3,50 350 350 350
 
1.70 1.70 1.70 1.70
 

260 260 260 22.10
 
320 320 320 2500
 

0 s0 0 _452
 
0 0 41 0 0 
0 0315 0 097 

.- 0 60 0 0 
0 28 0 0
 
0 43 0 0 
0 -10.0 0 112
 
0 -4.0 0 166
 

4. DISCUSSION 

The ADLI strategy consists of building 
a domestic mass-consumption market by 
improving the productivity of agrieulture 
and letting farmers share in the fruits ot tie 
improved productivity. Even though Its 
strategy is,to some extent, motivated by a 
certain amount of export pessimism, the 
ADLI strategy is not to be viewed as in old 
style import-substitution strategy which oper
ates by biasing tite system of imentives in 
favour of domestic 'infant' industries. Tite 
ADLI strategy does not tall for changing 
commercial .incentives in favour of import 
substitution The relevant simulation exper. 
ment was periormed with a neutral system of 
commercial incentives Bue the ADLI strategy 

Terminal year (1978) 

Primary 
Consumer manufacturing
Produer mnmufacturing 
Infrastrceture 
Services 
Primar 
& myant.scturing 
Services 

Ditribution, terminalyear 
real per capiua tcormest 
Farmers 
Marginal labour 
Organized labour 
Service tabour 
Industr.. Icapital
Service capital 
GINI 

Share ofincome (X) 
Bottont 40% 
Next 40% 
Next 20% 
Top '/M 
Mean income of bottom 40%!9 
Raiioortlop 80%to bottom40 
Raito of bottom 40% to 

mean income 

n 100,000 won of 1963
 
tin I.000 won per US dollar.
 
tin 10,OO won of 1963.
 
ICalculated assuming log notmality.
 

high demand 

2.4 
4.3 
70
 
t0 
3.0 
03 
40
 
2.5 

12
 
31
 
68
 
35
 

249
 
78
 

0.487 

11.9 
356
 
525
 
22.3 
12 4 

3.4 

054 

there is plenty of scope for a decline in the 
terms of trade while still allowing farmer 
Incomes to increase and the linkage' effects 
through industrial demand to materialize. 

The results of the ADLI strategy are 
portrayed in column IV of Table 1.The growth 
rate of the GNP increases by 0.7 percentage 
points over the base. The strategy shifts the 
structure of exports toward agriculture but 
does not result in a deindustralization of the 
economy indicating that the linkage effects 
of the ADLI strategy through increased con
sunter and intermediate demand of farmers 
are working. Exports increase substantially 
white imports fall leading to a dramatic improve. 
ment in the level of foreign capital inflow. 
indeed, by the last period, there is a large
balance-of-trade surplus Unemployment fails 
to 616. The rate of growth of average wages 

Law demand Export promotion ADLI 
base (low demand) (low demand) 

2.5 2.6 2.8
 
-0.1 -0.1 0.9
 

S.1 6.3 52
 
1.4 12 2.8 
3.0 30 2.8
 

-01 0.9 20
 
4.0 5.0 50
 
33 45 20
 

12 13
 17
 
25 27 29
 
44 53 53
 
40 38 32
 

169 194 72
 
80 85 52
 

0507 0.497 0.415
 

10 9 11.5 14 8
 
34.0 34 1 385
 
55.1 54 4 46 7
 
385 382 20.1
 
13.1 14.9 185
 
3.5 32 2.1 

. 0.54 057 0.59 

is 26% less than in the export-promotion 
strategy, despite a dramatic merease in the 
fate of growth of agricultural wages and un
changed rate of growth of wages in manu
facturng, primarily because of a fall in the 
rate of growth of wages in services The distri
bution of income becomes significantly more 
equal because farmers are a very large per
centage of the poverty population and their 
Incomes rise by 30% 

The results of the ADLI strategy can be 
analysed in several ways. the sources of growth,
the sources of industrial demand, and the 
sources of improvement in the distribution of 
income We have just discussed the sources 
of the improvement in thle distribution of 
income. Tle source of industrial growth must 
be found in increases in domestic demand since 
industrial value added is 18% higher in ADLI 

Real rates of 
return on capital 

Annua growth rte,* 
1963-78
 
Primary

rood processing
Cunsumer m.anu.facturing 
IntrnetdLe goods 
Capial goods 
Construction 
Souloverlhead 
Services 
Average 

nvrestmentshae, 1963
 
Primary 
rood processing
Consumer manulacturing 
Intermllategods 
Capital goods 
Construction 
SocIl overhead 
Services 

Growth rate of
 
mwestment share,
 
1963-78
 
Ptinary 


1963 High 
lovel demand 

405 021 
32.3 -152 

338 -1.16 

336 3 35 

33.7 -026 
334 0.19 
45 -1,31 


105 127 

205 0.15 


13.0 13.0 
2 25 2 25 


1485 14.85 

6.70 670 

350 3.50 

1.70 1.70 

26.0 26.0 

320 320 


0 

rood pr sinctrgi 0 
Cut...it,iiit'm.iriiiotori 0 
Intermediate goods 0 
Capital goods 0 
Construction 0 
Sociailuvcrhe.d 0 
Services 0 

*Blanks indicate not applicable. 

than in the base and the share of exports In 
manufacturing is somewhat lower. Further
more, because the large beneficiaries of the 
ADLI strategy are the rural households whose 
Income is 42% higher under the strategy while 
urban groups, on the average, just maintan 
their base period income, there is a strong 
presumption in favour of the supposition that 
it is ite natal groups who give rise to the 
industriahzation benefits of the strategy. 

As to the sources of GDP growth, pre
lminary calculations based on individual runs 
Lhanging one feature at a rime suggest that 
the improvement in overall factor productivity 
accounts for 33% of the increase in the rate or 
growth at real GDP; the rise in exports accounts 
for 30%, the inerease in employment accounts 
for 12%; and resource reallocation for the 
remaining 25%. 

__________ 	 -5-.,) 
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production subsidies to agnculture. The major
economic argument for a subsidy aswhen the 
social benefits exceed the private benefits. 
This circumstance will arise when there are 
pecuniary externalities and lags and snstttu
tional constraints on internalizing them. Sub
sidies should then be given up to the point 
at which the social benefits just outweigh
the social costs. When the ADLI strategy is 
implemented in an economy with surplus or 
unemployed labour, the social benefits clearly
outweigh the private benefits to the farmers 
They operate through the industrial output
multiplier of the income and intermediate 
demand linkages with industry. If this multiplier
is about I 4, for example, a not unreasonable 
value given marginal budget shares and inter
mediate input-output coefficients for the farm 
sector, subsidies up to 40% (including the 
Indirect subsidies through terms of trade 
support, if any) could be justified on that 
ground. Of course, the social benefits must be 
compared with the social costs of withdrawing
the resources from subsidies to or investment 
in industry. The ultimate socially justifiable 
subsidy to agriculture will, therefore, be much 
smaller than 40% But the case for a production 
subsidy when there is surplus labour cannot 
be ruled out a prion. Again, an appropriate 
balancing between sharing the sum of direct 
and Indirect benefits of the ADLI strategy 
between farmers and the urban-industrial 
complex must be worked out. 

Various pesaimistic attitudes have domin
ated the design of development strategy. The 
initial implementation of import substitution 
strategies was horn out of export pessimism 
and out of 'a desire for a more controllable 
development strategy. The export pessimism 
proved unjustified for economies that have 
attained certain levels of industrialization and 
for countries facing favourable demand con
ditions for their exports, and the adverse 
balance-of-payments effects of the import
substitution strategy led to less rather than 
more control over the growth path of the 
economy The current stress on the need for 
export-led growth as the major means of 
capitalizing on economies of scale, competition, 
and (more dubiously) capturing allocative 
efficiency is born partly out of agricultural 
pessimism on both the output and the savings
fronts. Agricultural pessimism on the output
side Is, also, not warranted. During the decade 
of the 1970s, agricultural output rose at an 
average annual rate of 2 3% in low-income 
economies and 3%in middle-income economies. 
Between 1960 and 1980, agricultural output 

in developng countries rose by 70%. If one 
looks at the performance during the 1970s 
of those non-oil-developing countres that 
had maintained or improved their growth 
rates during the decade 1970-81 over the 
previous decade (Table 3). one finds that 60% 
of the low-income economies, 89% of the 
lower msiddle-income, and 66% of the upper
middle-income economies had rates of agn
cultural growth which were above average
for their respective groups The corresponding 
figures for the rate of change of export shares 
were 58% for low income, 40% for lower middle 
income and 33% for upper middle Income 
Over the whole sample of the countries with 
improving rates of growth of gross domestic 
production (GDP), 80% had above average
performance in agriculture 'and only 44% had 
above average performance in exports. For 
lower income, lower middle-income, and 
upper middle-income economies, the rank 
correlation coefficients between the rate of 
growth of GDP and agncultural output are 
0.5138, 0.9317 and -0 5, respectively; and 
between those of GDP and the changes in 
export sham, -0.0282, 0 9274 and I. sespec
tively. Thus, the rank correlation between 
export share growth and GDP growth is higher
for only the upper middle-income countries. 
Furthermore, in a cross-section study of 
68 LDCs for 1970-79. Hwa (1983) found that 
the contribution of agricultural growth to the 
economy's overall productivity growth (0 8%) 
was greater than that of export growth (0 6%).

The 1982 World Bank study of Agriculture
in Developing Countries confirms the view of 
agriculture as a potentially dynamic sector 
The report notes that: 

- . . where prices have not been kept artificially
low, and where other conditions for growth have 
beenfavourable,farmershae responded by mcras
ing ouiput The responsieness of armers to 
incentives - tn contrait to the outmoded and 
mistaken view that pesans are set i trsdiional 
ways - has been observed in soceties with diverse 
social systems and levels of development (pp.
46-47) 

The World Bank also found a strong correlation 
between the rate of growth of ageiultural 
output and the rate of growth of GNP during
the last 20 years But, in interpreting that
correlation, the World Bank sees the agin
cultural sector primarily as a responding sector 
rather than as a potentially dynamic driving
force for economic growth and industrialization 
(Hwa, 1983, is an exception) The study says
'the parallels between agricultural and GDP 

is also compatible with a system of incentives 
biased in favour of exports. 

The emphasis of the ADLI strategy should 
be on improving the productivity of small
and medium-scale agriculture rather than of 
large-scale agriculture even though the experi
ments did not differentiate farmes by farm 
sie Small- and medium-scale agriculture has 
larger linkage effects with domestic industry 
than does large-scale agnculture while having 
at least as high a productivity level. Large 
farms often use capital-intensive methods. 
imported tractors, harvesters, etc. Smaller 
farms are labour-intensive and use domestic 
implements and machinery. On the consump
tion side as well, linkages between domestic 
consumer goods industries and prosperous 
middle-class farmers are stronger than with 
large rich farmers: small farmers have a larger 
marginal propensity to consume, and a larger 
marginal share of their consumption is devoted 
to locally produced textiles, clothing, and 
footwear and simple consumer durables such as 
refigerators, bicycles, sewing machines and 
simple electronics. Also, they tend to invest 
heavily in the buildup of human capital, devot
ing a large share of their incremental income 
to education, thereby laying the foundations 
for increasing the future productivity of both 
industry and agriculture 

How is the improve-the-productivity-of
agriculture strategy to be accomplished? This 
strategy requires improving the physical and 
institutional infrastructure of agriculture in 
order to effect shifts in the agncultural produc
tion functions In the Southeast Asian sub
continent, the primary requisite is water 
control Increasing irrigation, improving the 
management, maintenance and design of 
existing irrigation systems, and investing in 
tube wells, hand pumps and irrigation ditch 
mainirnance could all play a role. Other partial 
steps toward the goal of improving agricultural 
productivity would include roads and terracing, 
selective mechanization, technological improve
ments, casing credit terms for the smallholder, 
the development of institutions for marketing 
and for the distribution of improved seed and 
fertilizer, and developing institutions for the 
effective dissemination of knowledge. In 
Korea, thereis littlescope for irrigation systems; 
and marketing, extension and credit institutions 
already exist There, the primary productivity
raising investments would be in terracing, 
transport, selective mechanization and agri
cultural research. 

Particular attention would have to be paid 
to the system of incentives facing the farmers 

1. 

A continued stream of technological improve
ments can only be expected from farmers if 
they experience continuing improvements In 
their incomes. Otherwise, they will neither 
continue to Improve productivity nor will 
they have the wherewithal to provide the 
industrial linkages which this policy aims at 
fostering. The appropriate dynamic incentives 
will not materialize If shifts is domestic terms 
of trade against agriculture are allowed to 
negate the income benefits of productivity 
improvement Therefore, what is required as 
part of the productivity-improving package 
as a terms-of-trade policy which allows farmers 
to improve their incomes while improving 
output. For example, if we assume an increase 
in agricultural productivity of 2%. price and 
income elasticities which are both 0 6, and 
no increases in income other than those that 
would be induced by the increases in agri
cultural productivity, the fall in the terms of 
trade required to absorb the increase in agri
cultural output would just negate the income 
effects of the increase in productivity. If 
either the tncome elasticity or theprice elasticity 
is lower, the improvement in productivity will 
actually reduce the incomes of the farmers 
Terms of trade must, therefore, be fixed by
policy so that the ultimate fall in agricultural 
prices, taking both price and income effects 
into account, will be less than the rate of 
increase in agricultural productivity. Otherwise,
the necessary income effects in the farm sector 
will not matenalize, and the ADLI strategy 
will not be put into effect. The terms of trade 
policy can, of course, be implemented in
directly through international trade ralier 
than through pnce controls and subsidies. 
In most LDCs, an open-economy policy of 
letting the world market price set the internal 
terms of trade would suffice. , 

The incentive effects of the strategy will 
also not materialize if tenurnal conditions in 
agriculture are suffiiently unfavourable. For 
example, assume a sharecropping arrangement 
in which the landlord gets 50% of the crop. 
With the price and income elasticities of the 
above example, a 2% increase in productivity,
half of which is appropriated by the landlord,
will actually reduce the income of the share
cropper byone-halfof the productivity increase 
In this case, either tenancy arrangements or 
termsof-trade policies, or both, must be 
adjusted to more than compensate for the 
adverse income effects upon the innovator
farmer. Otherwise, the ADLI strategy will 
turn out not to have been implemented. 

There may also be i case for direct 
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Table 3. Selected chraeenstr ofcountries whose growthdid not detenorate during the 1970s 

Change in the shareofgross
domestic product repre-

Averag annuagrowIt ratl* sented by exportsot goodsGrossdomestic product Agriculture andnon-facior servicesCountries 1960-70 1970-I (%)1970-81 1960-81 
Low-mcome economie 
Itsng lad eash 4.2 2.4BIurnma 48 4.Algalnistan 39 3.2Mali 4.6 40Malaws 56
Upper Volta 3.6 L4Rwanda 53, 

36 1.9Somiao 39China 5.5 28Hani 34 1.1
Benin 33 
Nicer 3 1 -30
Sudan 4 1 2.3 
Averaget 4.5 2.3 

Lowermeddle-income econonder 
Lrelsho 8.4 43
Egypt 8 1 29
Philippines 62 49Morocco 5.2 
Camer oo n .63 39PeopleesRepublic of the Congo 5.1 2 1Dominican Repuilic 6.3 32Colombia 57 4.7Tu nitsis 7.3 4.1SytoianArab Republic 100 82
Paraguay 88 70 
Average (non-oilRpbi producing)flog 56 32Peles o i-

Upper muddle-income economnier 
Republieof Korea 86 91 30
Malaysia 6.5 78 52
Aleerua 4.3 6.9 3.9

54 8.4 52 4Uruguay 12 3 1 1.2
Trinidad and Tobago 40 55 -1.8 I
 
Average 64 5.6
 26 

So rce,World Bank. World Development Report. 1983 (Oxford. U K.. Oxford Uiversity Paess.1983).Tales - and 5
 
*RLi indicate no data available.
 
lialudes Allcountriesinariven incomegroup, notonly thoseslited.
 

growth suggest that the factors which affect of income originating in agnculture is 1.4,Iagricultural perforance may be linked to a 3% rare of growth of agricultural incomesecomnmy-wide social and economic policies, would generate demand linkages that would(p. 44). permit an 8 4% rate of growth of induiilTo bring out the dynamic potential of ti
output.'agricultural expansion-nduced industinaliza- The input-output based decompositiontion. one should note that if, for example, calculations of sources of growth slrted byagriculture is 50% of GNP and manutacturing Chenery and vanous collaborators in theI 1960sis 25' and if the industrialu-demand multiplier lend support to the view that internal demand 
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changes are an important source of growth. In are: industrial capitalists (63% lower income).
analysing the sources of industrial growth service capital (39% less income) and service 
in Japan from 1914-65, Chanery and Watanabe labour (16% lower income). Thus, an agrarian
(1976) found that demand effects accounted landlord- and/or farmer-dominated political
for 58%, trade effects for 15%, and techno- scene would strongly favour the ADLI strategy.
logical change for 26% of the growth During However, the coalition supporting the ADLI 
this period, Japanese industrial production strategy could also include some urban workers 
rose from 17% of GNP to 47%, GNP increased as well as those industrial interests producing
by a factor of 28, and industrial production investment and intermediate goods for agri
increased by a factor of 50. The importance culture and the producers of industrial wage
of domestic demand effects in generating goods for domestic consumption. The opposi
growth has been confirmed by subsequent tion would come mainly from industrial 
studies. Nishimizu and Robinson (1983) capitalists producing industrial export goods 
analysed the sources of growth from the early inappropriate for domestic consumption and 
1950s to the early 1970s in South Korea, luxury goods and services purchased by high-
Turkey, Yugoslavia, and Japan and found income urban consumers 
that increases n domestic demand accounted The ADLI strategy is recommended pn
for between 63 and 95% of GDP growth manly as a strategy for the 1980s and early
while export expansion accounted for between 1990s to allow time for implementing the 
6 and 38%. structural changes which must be introduced 

It should be emphasized that the ADLI in industrial countries Technological siange, 
strategy is not suggested as a strategy for all the growth of the NICs and differential rates 
time and for all places The strategy should of adoption of industrial innovations dunng
be considered primarily by countries which, the 1960s and 1970s in the various OECD 
during a given period, are not anticipating countries have vastly altered the comparative 
a sufficiently rapidly expanding growth in advantage of the industrial outries The 
world demand for their non-traditional exports. OECD countris must adapt to their altered 
Furthermore, the ADLI strategy would appear patterns of comparative advantage If the 
most promising for countries with potentially OECD countries succeed in making the appro
large domestic markets and in which there priate structural changes through industrial 
already exists an industnal basewith an estab policies aimed at creating economic conditions 
lished supply responsiveness. In practice, this propitious for the expansion of industrial 
means most middle-income and large low. 'winners' rather than by protecting 'losers,income countries which are not already NICs the appropriate industrialization strategy for
with proven export potential. the LDCs in the latter part of the 1990s may

It may be appropriate to speculate on the well again become one of export-led growth. 
political conjuncture which would be favour- Meanwhile, it is important to point out that 
able to the implementation of the ADLI potentially productive alternatives to export-led
strateges. Assuming rational self-interest, a growth and export-led industrialization exist,
comparison of the differences between the that these alternatives do consist solelynot 
functional distributions of income under the of import substitution, and that the arsenal 
export-led and the ADLEI strategies in the of policy options currently open to developing
terminal year should provide a clue. The countnes for adjusting to their urent risis 
gainers from the strategy are, in order: farmers can profitably be enlarged by adding the option
(30% higher income under ADLI), and marginal of agncultural-demand-led industrialization 
labour (7% income improvement). The losers 

NOTES 
1. Tins multiplier is based on lie marginal budget a 3 xl 4 = 4 2%increase in expenditures for is
shareot industrial goads in the expenditures of teal products. in aneconomy in wich agscutltural
armers It assumiessupply responsiveness in the output asS50. this means an increase in industrialindusial isector, demand 01 $2.1swhii "len applied loa n siui.sral 

sector of $25. transiates to a go, it,ri o Si4' tor
L. A 37%growth of agricultural income generates sli latter sector. 
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The Functions of Government 

In the long tradition of political economy, economists have always taken account 
of government actions. But the tone of the discussion has changed over the years.
In the eighteenth and early nineteenth centuries, government was the enemy. The 
problem was to liberate private production and exchange from the stranglehold of 
government controls. This emancipation of the market was in large measure 
accomplished, and most economists thought that it contributed to acceleration of 
growth in the now "developed" countries. Even Marx looked to capitalism to 
transform heavily agricultural economies into modem industrial states. Socialism 
would arrive only after capitalism had developed a powerful engine of production.

Even after free-market economies were in place, government was of course 
always in the background. It was expected to protect life and property and to 
establish a legal framework for economic activity. It usually went ahead pragmat
ically to encourage development of railroads and other infrastructure. It provided
national defense, plus a growing amount of education and other public services,
financing these activities by a tax system. These minimal functions ofgovernment
continue in today's developing countries, and we shall largely take them for 
granted. 

In the late nineteenth century government began to reemerge as a more 
prominent economic actor. The spread of socialist ideas, the gradual extension of 
the suffrage, a growing popular belief that economic performance was somehow 
the responsibility of government, all contributed to this trend. The expansion of 
government functions took several forms: use of taxation and public expenditure 
to redistribute income; some expansion of public ownership of industry; an in
crease in the number of wages and prices subjected to public control; a retreat from 
the high point of free trade around 1870 and a partial return to mercantilist policies; 
acceptance of government responsibility for the general level of output and em
ployment after the debacle of the Great Depression. 

This trend toward creeping interventionism of the state in economic affairs 
was considerably accelerated by the two world wars. War is the great socializer. 
Nations discovered that the private economy could be subjected to detailed public 
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much in
control. They discovered also that the tax system could yield revenues 

excess of previous expectations and, as military demands abated, these revenues 

left room for increased government spending in other directions. In most countries 

(except for the United States, Canada, and Japan) socialist parties began to alter

nate in office with conservative parties; and although government functions were 
trend

sometimes cut back a bit by conservative regimes, the expansionist 

continued. 
These changes in the older industrial countries set the stage for economic 

policy in third-world countries after 1945. In most countries it was accepted with 

little debate that government is the main instrument for promoting economic 

development. The old enemy, government, had become the friend and promoter 

of economic progress. The reasons for this drastic shift from the view held (and 

practiced) in the older industrial countries during their takeoff periods would form 

an interesting chapter in the history of economic thought; but I cannot write that 

chapter here. Rather, I shall examine how well the expanded functions of govern
new faith in 

ment are being performed and how fully the record warrants the 

government's competence and beneficence. 

THE FRAMEWORK OF ECONOMIC INSTITUTIONS 

It would be hard to say anything new or interesting about the conventional func

tions of government-as tax gatherer, infrastructure builder, and supplier of 

public services-beyond what has been said in earlier chapters. I shall simply take 

these functions for granted. But Imust comment briefly on an important function 

that is often overlooked: development of an effective framework of economic 
in which most productive

institutions. I have in mind here a "mixed economy," 

equipment is privately owned and most economic transactions take place in private 

markets. What economic institutions are needed in such an economy, and how can 

government midwife their development? 
The concept of a competitive, pnce-guided, market economy is an attractive 

utopia, one that has been perfected by economists over more than two centuries. 

Many people fall in love with it and, in so doing, fall into several kinds of error. 

The results of the market machinery depend partly on initial conditions, notably 

the distribution of asset ownership, and what constitutes a proper distribution of 

wealth cannot be decided on economic grounds alone. There is a tendency to 

understate the imperfection of markets, the importance of public goods and exter

nal economies, and other things that may require government action. Finally, 

there is a tendency to think that the highly developed market institutions that we 

see in the more-developed countries sprang spontaneously from the brow of 

Zeus-or of Adam Smith. But in fact they evolved over a long period; and in third

world countries, at the outset of economic growth, they are usually quite under
a

developed. The most basic task of government-assuming that the goal is 

(mainly) private economy-is to foster laws, procedures, and organizations that 

encourage private initiative and enable producers to reap its rewards. 

----- W---

The Functions ofGovernment 

Since agriculture is usually the largest sector, the institutions governing land 

use are especially important. Many third-world economies have
ownership and 
always had 'a system of family farming, which permits effective operation of 

income incentives. This is true in some (not all) Latin American countries, in most 

of Africa (where land use is allocated to families even when ownership remains 

and in most of Southeast Asia. Some other countries in which land
tribal), 

ownership was initially quite unequal have undergone 14nd reforms, as in Taiwan,
 

and Mexico. Though these reforms differ in detail, they
South Korea, Egypt, 

some combination of (1) subdivision of large, often absentee
typically involve 
managed landholdings into smaller, family-sized units; (2) provision for tenants to 

become farm owners through long-term government financing; and (3) arrange

ments for giving the remaining tenants greater security of tenure, a larger share of 

output, better access to credit, and greater economic independence. Such a re

structuring, which enables the cultivator to make price-guided production deci

sions and to reap the rewards of innovation, seems to be a necessary, though not a 

sufficient, condition for raising productivity in agriculture. In some countries, 

particularly in Latin America, the distribution of ownership is still quite unequal; 

and this is a source of lagging output growth as well as political instability. 

In the area of industry and trade there is need for a legal and judicial system to 

protect property, to ensure enforceability ofcontracts, and to permit modern forms 

of business organization. There are still countries in which debts are not legally 

collectable and where in consequence a person can go into business only with 

family members over whom he has some moral hold. Thus large private enter
vital toof the corporate form was 

are almost precluded. Developmentprises
growth of large-scale industry in the presently developed countries; and spread of 

this form can be expected to play a similar role in third-world economies. 

A further need is creation of a modem financial structure. A developing 

country does not need instant Wall Street. But it does need a central bank; a system 

of commercial banks, lending preferably at flexible, market-determined rates; 

facilities for long-term investment finance, usually including one or more govern

ment development banks; a'system of savings institutions providing security and 

an attractive real rate of interest; and a public market for government securities, 

which can gradually be extended to cover high-grade private securities. 

Another important institution is the government's own budget-making ma

chinery. In the economies we are considering here, government usually produces 

10-15 percent of national output, and it often accounts for one-third to one-half of 

gross capital formation. We tend to assume that resources flowing through govem

ment channels will be allocated rationally; but this cannot be taken for granted. It is 

quite possible for the allocation to be whimsical and unstable, following lines of 

personal influence rather than any economic rationale. The critical factor here is 

the top political leadership. Bad leadership cannot be remedied by redrawing 
and continuity in lead

organization charts. But given reasonable competence 

ership, one can design budget procedures that will aid rational decision-making. 

Rationalization of government's role in the economy is the main function of 
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the multiyear "development plans" used by many third-world countries in recent 
decades. While these plans are professed to be global, containing macroeconomic 
targets for the entire economy, their control power over the private sector is 
usually quite limited. The "hard" part of a development plan relates to the public 
sector and is essentially a multiyear budget, covering capital expenditures and 
often current expenditures as well, which serves as a guide for preparation of 
annual budgets. Making development plans directs attention to long-run prionties 
rather than simply to immediate pressures. It requires each department ofgovern
ment to document its budget requests more fully and to relate this year's budget to 
the preceding and following years. This can scarcely fail to improve resource 
allocation. 

The institutional requirements for economic development by the capitalist 
route were outlined long ago by John Stuart Mill (1848) in a passage that is still 
highly relevant: 

The desideratum for such a [less-developed] country, economically consid
ered, is an increase of industry and of the effective desire of accumulation. 
The means are, first, a better government; more complete security ofproper
ty; moderate taxes, and freedom from arbitrary exaction under the name of 
taxes; a more permanent and more advantageous tenure of land, securing to 
the cultivator as far as possible the undivided benefits of the industry, skill, 
and economy he may exert. Secondly, improvement of the public intel
ligence. . . . Third, the introduction of foreign arts, which raise the returns 
derivable from additional capital . . . and the importation of foreign capital, 
which renders the increase of production no longer exclusively dependent on 
the thrift or providence of the inhabitants themselves . . . and by instilling 
new ideas and breaking the chains of habit . . . tends to create in them new 

wants, increased ambition, and greater thought for the future. These consid
erations apply more or less to all the Asiatic populations, and to the less 
civilized and industrious parts of Europe, as Russia, Turkey, Spain, and 
Ireland. 

Most of what we talk about today-orderly government, land reform, a tax system 
that does not encroach unduly on incentives, technology transfer, foreign aid, 
capital accumulation, rising consumer expectations-is encompassed in Mill's 
meaty paragraph. 

In this as in so many other respects, Japan is the model of a successfully 
developing economy. Between 1868 and 1900 the Japanese government created 
almost from scratch a new institutional structure that provided a favorable setting 
for private economic initiative. Major reforms included abolition of the rigid 
system of five social classes, membership in which was determined by birth and 
each of which was limited to prescribed economic activities, and substitution of a 
more fluid class structure open to men of talent from diverse social origins; 
abolition of barriers to internal movement of goods and people and dissolution of 

The Functions of Government 

the restrictive craft guilds; displacement of the feudal lords who, in lieu of their 
bonds

former revenues from agriculture, received allotments of government 

whose value was later eroded by inflation; replacement of farmers' payments in 

a land tax payable in cash to government and simul
kind to the feudal lords by 
taneous abolition of the Tokugawa prohibition against the purchase and sale of 

land; creation of a modem banking system under the National Bank Act of 1872, 

accompanied by retirement of the many varieties ofTokugawa paper money and 

their replacement by a single currency; and development of an efficient budgetary 

system, which for the first time permitted forecasting and control of revenues and 

expenditures. 

POLICIES TOWARD AGRICULTURE 

owner-
I have already noted the importance of a tenure system that encourages 

occupied farms of moderate size and, to the extent that tenant farming continues, 

provides security of tenure and reasonable rent payments. Why does government 

need to do any more than this? There is abundant evidence that small farmers are 

to price signals and to demonstrated pos
shrewd managers, quite responsive 

sibilities for raising their incomes. So why not just leave them alone to operate as 

they will? 
. The problem is that, although agricultural production can be organized effi

ciently on a small scale, it requires a variety of supporting services that must be 

on a larger scale, and indeed must often be organized by government.
organized 
The most important of these are: 

improve
1. Large-scale programs for water supply, drainage, and other land 

ments. These usually require concerted action over an area embracing many 

farms, as well as large capital investment. 
as farm-to-market

2. 	 Infrastructure investments serving agricultural areas, such 

roads, warehouses, and other marketing facilities. 

Farm credit, especially important where improved technology requires larger
3. 

purchases of fertilizer and other modem inputs, which farmers with small or 

zero cash reserves have difficulty in financing. Government can promote the 

formation of credit cooperatives, which have been quite successful in some 

extension of commercial bankcan 

lending to rural areas-for example, by not imposing interest-rate ceilings that 
capital; or it 

countries. Government also encourage 

make lending unprofitable, discourage saving, and misallocate 

can set up a system of government-operated farm credit banks. 

Special mention should be made of agricultural research and extension, which 
4. 

has loomed as increasingly important since 1945. New agricultural technology 

is a public good in the sense that, once developed, it becomes available to all 

comers. No one farmer can hope to appropriate it or keep it secret. Further, the 

social return is usually much larger than any private return to the developer. It 
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is thus necessary for government to assume main responsibility for agncultural 
research and development. I should note also that improved technology cannot 
simply be borrowed from the developed counties or from international re
search centers. Technology always needs to be adapted to specific soil, rain
fall, and sunshine conditions within countries, regions, and districts. Effective 
borrowing and adaptation thus depends on a strong local network of research 
centers and experiment stations. Evenson and others have done cross-sectional 
analyses of countries and of individual states within India. These studies 
suggest a strong relation between agricultural research activity and rates of 
increase in agricultural productivity. Rates of return to research activity are 
typically very high, suggesting that research is usually underfinanced. 

This catalog is helpful in detecting ways in which a government may go 
wrong. It may easily go wrong through neglect, through failing to do the things we 
have specified as important in stimulating farm output. This may happen because 
large oil or mineral exports make iteasy for the time being to finance food imports, 
with the result that raising domestic food output does not seem very important. 
Thus it is not surprising that notable cases of agricultural neglect include oil
exporting Venezuela, Algeria, Iraq, and Nigeria and mineral-exporting Chile, 
Peru, and Zambia. Neglect may also reflect ideological bias, a view that industry 
is the hope of the future and that agriculture is naturally a backward and inferior 
sector. The fact that government is often dominated by city people responsive 
mainly to pressure from urban interests may be a contributing factor. There may 
even be an element of laziness-it is easier to build a steel mill than to raise 
agricultural productivity. 

A second way in which government may go wrong involves control of farm 
prices and farm marketings. This is not common practice in Latin America, but it 
is practiced by most African and some Asian countries. 

In these countries basic food crops, as well as major export crops, are typ
ically bought by a government marketing board at a fixed price. The marketing 
board is also usually responsible for distributing fertilizer, seeds, and other inputs 
to the farmers, and it sometimes even distributes consumer goods. The system is 
supposed to "protect" the peasant against the rapacious middleman, who is 
portrayed as a monopsonistic buyer enforcing an unduly low price at the farm gate. 
Asecond argument is that the fixed price protects farmers against the large world
price fluctuations for primary products. The quantities procured by the marketing 
board are either exported or resold to domestic consumers, often at a subsidized 
price. 

While such a system may protect farmers against exploitation by private 
traders, the extent of which is usually exaggerated, it facilitates an even more 
serious exploitation by government. It would be possible in principle to stabilize 
prices without affecting their average level over the years. But in practice there is 
an irresistible temptation to use the system as a method of taxation, by systemat

ically paying farmers less than world-price levels and less than they would receive 

in a free domestic market. The size of this tax vanes among countries, but it is 

* 	 usually substantial. It is not unusual to find farmers receiving only half to three

quarters of the world price for their produce. 

Further, arbitrary setting of relative prices for various farm products can lead 

to substantial misallocation of resources. Farmers are quite responsive to shifts in 

relative prices, reallocating their land among products so as to maximize private 

profit. But this allocation may be socially inefficient, that is, it may produce an 

output bundle inferior in total value to that which would have resulted from farmer 

response to market-determined prices. In addition to misallocation among major 
farm products 

crops, one often finds an abnormal increase in output of "minor" 

exempted from price control and government procurement. The free prices for 

these products often rise to very profitable levels, leading farmers to devote more 

land and labor to them. The effect is not unlike that in China or the Soviet Union, 

where farmers lavish time on their private plots, whose produce can be sold at 

uncontrolled prices. 
system often leads to higher marketing

The cumbersome marketing-board 

costs and other inefficiencies. Inability to move the crop promptly at harvest time 

can lead to crop spoilage. Failure to supply inputs at the time they are needed in the 

also reduce production. The much-maligned private mid
production cycle can 

a better job in most cases. Research studies-for
dleman would probably do 

example, studies of rice marketing in Thailand and elsewhere-suggest that pri

vate markets are usually (not always) competitive, that traders do not have strong 

monopsony power, and that their profit margins are small. 

Agricultural policies are often reinforced by other policies that reduce farm 

Many countries have maintained an over
incomes relative to urban incomes. 

which reduces the return in domestic currency of all ex
valued exchange rate, 

same 	time, tariffs and other trade 
ports, including agricultural exports. At the 

to farmers of itanufactured goods and agricultural
restrictions raise the price 

inputs. The combined effect is often a downtrend in the rural-urban terms oftrade, 

which can scarcely encourage farm production. 

This depressing effect has been felt most severely in Afnca. For all the sub

of increase in agricultural
Saharan African countries, the median annual rate 

output from 1970 to 1979 was only 1.8 percent, well below the rate of population 
were affected by drought,

growth. In addition to countries in the Sahel, which 

show an actual drop in agricultural output during the 
several other countries 
decade. The list includes Mozambique, Ghana, Zimbabwe, Angola, and Nigeria. 

A World Bank study* attributes this poor showing partly to inadequate income 

incentives to farmers. In Tanzania, for example, official prices paid to producers 

have not kept pace with world prices or domestic production costs. The terms of 

trade for cash-crop farmers fell by almost one-third during the 1970s. The story is 

*Accelerated Development in Sub-Saharan Africa (Washington: The World Bank, 198 1) 
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similar in Ghana. Between 1965 and 1979 cocoa output fell by almost 60 percent,
and Ghana's share of the world market dropped from one-third to one-sixth. One 
reason must be that the price paid by the Cocoa Marketing Board rose only sixfold, 
whereas the price index for consumer goods was rising 22 times. As a result 
farmers have been neglecting their cocoa trees, trying to shift into other crops, and 
smuggling cocoa to neighboring countries offering much higher prices.

But we should not paint the picture blacker than it is. Horror stories about 
agricultural policy can be matched by perhaps an equal number offavorable cases. 
Ivory Coast has always been proagriculture and proexport. The president, himself 
owner of a large farm, requires each of his cabinet members to own 12.5 acres of 
farmland, and each member of parliament must own 7.5 acres. Mexico, in addi
tion to its major land reform, invested heavily in rural infrastructure from 1930 
onward and has also been unusually active in agricultural research and develop
ment. In Taiwan, the active agricultural policy initiated by the Japanese has 
continued into the independence period. In addition to the land reform ofthe early
1950s, government has pursued a comprehensive development policy involving
improvement of rural health and education, development of agricultural research 
and extension, expansion of irrigation facilities, development of farmers' self
help organizations and government lending institutions, and provision ofgrowing 
amounts of modem inputs. Malaysia, in addition to a massive program of rubber
tree replanting, has moved energetically to raise domestic food production. Large 
amounts have been spent on land clearing and settlement, feeder-road construc-. 
tion, irrigation, and rural electrification. 

The motivation for these programs is no doubt partly political. The Chinese 
dominate business activity while the Malays are mainly farmers and also control 
the government. A pro-Malay policy thus tends to be a proagriculture policy.
Other countries that have been favorable to and successful in agriculture are South 
Korea and Thailand. One could say, of course, that these six countries have had 
relatively high growth rates and so could afford to devote resources to agriculture.
But attention to, and success in, agriculture may also be one reason for the high
growth rates. 

China should also be included in the list of proagriculture countries. Mao,
who began as a peasant leader, always counted on the rural population as his main 
political base. The tilt of policy toward agriculture has if anything increased since 
his death, with sizable increases in official prices for major crops and increased 
latitude for peasants to grow and sell additional produce at market prices. 

In addition to these clear success cases, we should note several countries 
whose policies have been moderately favorable toward agriculture, or at least not 
markedly unfavorable. This group includes India, Sri Lanka, Pakistan, Egypt,
Philippines, and Kenya. There are also several cases of "latter-day conversion," 
that is, countries that neglected agriculture before the mid-1970s but have now 
shifted to stimulative policies. In Brazil, for example, agricultural policy was until 
recently neglectful or actually exploitative. Export taxes, an overvalued exchange 

The Functions of Governmenr 

rate, and price ceilings on domestic food products had an adverse affect on farm 
income. The military regime that took power in 1964 shifted policy in a favorable 
direction. Agriculture benefited from abolition of export taxes, adoption of a 
floating exchange rate, and lifting of food-price ceilings. There was also a marked 
increase in rural credit facilities. The real value of loans increased six times 
between 1960 and 1975. These policies must be partly responsible for the 5 
percent growth rate of agricultural output since 1960. ' 

In Burma, there was a marked policy shift around 1975. A "package pro
gram" was introduced for rice that included dissemination of high-yield varieties, 
increased supplies of fertilizer at a subsidized price, and a doubling of the govern
ment purchase price. Controls over private sales to the free market were also 
relaxed. The program produced a rise of 40 percent in rice output within a few 
years, and this success led to its being extended to groundnuts, maize, wheat, 
sesame, cotton, beans, and pulses, most of which have also shown substantial 
increases in yields and output. 

In Indonesia, the Suharto regime after 1966 introduced a "rice intensification 
program," which by 1979 covered about five million hectares. Between 1968 and 
1979 rice yields per hectare rose by 40 percent, and rice output by 53 percent. Food 
output as a whole grew during the 1970s at 3.6 percent per year, compared with a 
rate of only 1.7 percent from 1953 to 1966. 

These examples suggest that agriculture, far from being an inherently laggard 
sector, is quite responsive to well-conceived government programs. 

TRADE AND EXCHANGE POUCIES 

Because of their small economic size, most third-world countries are heavily 
dependent on foreign trade. This dependence is not forced on them by the more
developed countries. It is inherent in the fact of small output and small purchasing 
power. 

Writers on international economics usually distinguish between "outward
looking" and "inward-looking" trade and exchange policies. The main features 
of an outward-looking policy are: a realistic and flexible exchange rate; a free 
market for foreign exchange, rather than government-determined allocations; and 
efforts to promote exports, including in time exports of manufactured products. 
The term outward-looking connotes a favorable view of trade possibilities and 
reliance on a growing flow of exports to earn the foreign exchange needed for 
domestic development. 

Inward-looking policies are the opposite of those just described: a fixed 
exchange rate, which usually becomes increasingly overvalued as a result of 
domestic inflation; a consequent "scarcity" of foreign exchange, which is then 
allocated among claimants by agovernment agency; high and often indiscriminate 
protection of manufacturing industries, by quantitative restrictions on imports as 
well as tariff rates, with a view to speeding up import substitution in manufactures; 
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and a pessimistic view of exports, which are neglected or even penalized through 
export taxes and the exchange-rate system. This policy package tends to produce 
sluggish growth of exports, which is then used to justify continuation of the 
restrictive policies. 

The difference between the two is not a simple black-and-white contrast. 
Both policy sets are matters of degree. Inward-looking policies may be highly 
restrictive or only moderately so. Further, there are protariff as well as antitariff 
arguments. All the developed countries except Britain were quite protectionist 
while building up their own industries, and so doctrinaire preaching offree trade to 
currently developing countries has a hollow ring. The size of the economy makes 
considerable difference. Strong emphasis on import substitution makes more 
sense for India or Brazil than for Ivory Coast or Peru. 

The fact remains that expert opinion is generally critical of highly inward
looking or import-substituting policies. The adverse effects, of course, vary with 
the severity of the restrictions imposed and with the stage of industrialization. 
They apply most strongly after "easy import substitution" in nondurable con
sumer goods is largely completed and the issue is how rapidly to move into 
consumer durables, chemicals, metals, machinery, and transport equipment. The 
adverse effects are usually stressed as follows. 

1. The overvalued exchange rate, a hallmark of inward-looking policy, taxes 
exporters and discourages exports. Because there is excess demand for foreign 
exchange at the official rate, exchange rationing becomes necessary, and those 
who receive allocations of exchange get a windfall profit. The antiexport bias 
usually means also an antiagriculture bias, even when the country has com
parative advantage in one or more agricultural goods. This discourages agn
cultural production. Thus apart fromany limitations of foreign demand, export 
expansion may be slowed from the supply side. Export pessimism, which was 
urged as a reason for import substitution, can readily become self-fulfilling. 

2. 	 A common defect is that protection and other incentives are provided not to a 
limited number of the most promising "infants" but to any and all branches of 
manufacturing. Studies of Argentina in the Per6n era, for example, show little 
relation between indicators of comparative advantage for a particular industry 
and the degree of government support it received. Similar results have been 
reported by Knueger for Turkey, by Lewis and others for Pakistan, and by 
Bhagwati and Srinivasan for India. At the extreme, one finds cases of "nega
tive value added"-that is, cases in which the value of inputs exceeds that of 
outputs when both are valued at world prices. It appears also that the cost of the 
resources used to save a dollar of foreign exchange by import substitution is 
often well above the cost ofusing the same resources to earn a dollar of foreign 
exchange in export production. 

3. 	.Foreign competition is stifled. In some countries a product is put on the 
"prohibited" list as soon as a domestic source ofsupply has been created. The 
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domestic monopolies or oligopolies thus created have no incentive to efficien

cy, and comparative international studies often show that their unit costs are far 

out of line with those of foreign sources of supply. 
4. 	The way in which foreign-exchange allocation systems are operated tends to 

principle,produce additional inefficiency. Very common is the "fair shares" 


in which foreign exchange to buy imported inputs is allocated among firms in
 

an industry in proportion to their installed capacity. This protects firms already
 

established in an industry against newcomers who might be more efficient. It
 

also encourages overbuilding of capacity to obtain larger quotas, and every

body ends up producing below capacity for lack of inputs. This phenomenon
 

helps to explain the paradox that, in countries where capital is supposedly
 

scarce, industrial capital is often seriously underutilized.
 

5. 	Systems of quantitative controls, operated by bureaucracies ranging from mod

erately efficient to quite inefficient, involve uncertainty, delay, excessive 

paperwork, bribery, and other economic costs. They also tend to favor large 

producers with good connections over small and unknown producers, re

gardless of relative efficiency. Thus government's verbal encouragement to 

small business is negated in practice by the difficulty of finding one's way 

through the maze of government controls. 
The supposed aim of reducing import dependence is not necessarily accom6. 	
plished by inward-looking policies. Some manufacturing industries, especially 

of the "finishing touches" type, are heavily dependent on imported inputs. So 

a crash program of import substitution may in the first instance raise import 

requirements rather than lower them. Even the objective of raising the growth 

rate of manufacturing output may not be accomplished. Krueger's study of 

Turkey concluded that a different, balanced strategy with no antiexport bias 

would have raised the manufacturing growth rate by about one-third. It would 

also have helped the balance of payments by producing more exports and 

requiring fewer imports than the policies actually followed. 

are blind to theseWe should not suppose that third-world governments 

problems or that they cannot learn from experience. Some countries in our sample 

never embarked on highly restrictive trade policies, preferring a generally out

ward-looking stance. Ivory Coast, Malaysia, and Thailand are prominent exam

ples. In quite a few others there has been a marked shift in policy over time. The 

doctrine and practice of import substitution peaked in the 1950s. From 1960 

onward, one country after another moved in a liberalizing direction. This evolu

tion of policy is important enough to warrant citing a few examples. 

A new policy package was introduced around 1961 in Taiwan and around 
(1) a substantial currency1965 in South Korea. The main steps taken were: 

devaluation and substitution of a unified for a multiple exchange rate; (2) liber

alization of import quotas and reduction of tariff rates; and (3) a variety ofexport 

with special attention to exports of manufactures. In Taiwan, forincentives, 
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example, these incentives included creation of duty-free processing zones; rebate 
of customs duties and indirect taxes on imported inputs for export products; 
reduction of the corporate income tax on export earnings; loans at low interest 
rates; export insurance; a government institute for market research; and a direct 
subsidy to some industries, administered through manufacturers' associations. 

Taiwan's economic success, of course, has been due to a number of factors, 
including land reform and progressive agricultural policies. But the shift to out
ward-looking trade policies has certainly contributed. The response of indus
trialists to the new policies was strong and rapid. Manufacturing output, exports, 
and productivity rose at spectacular rates after 1960. Manufactures rapidly came to 
dominate the export list, replacing primary products, which maintained their 
volume but fell in percentage terms, a process usually termed "export substitu
tion." The same sequence of events occurred in South Korea after 1965. Hong 
Kong and Singapore since its separation from Malaysia are also quite open econo
mies. It is striking that, as of 1980, about half of all exports ofmanufactures from 
the third world came from this Far Eastern "gang of four." 

In the late 1960s Brazil and Colombia moved toward more export-oriented 
policies. The Colombia policy package included a tax rebate system, refund of 
import duties on inputs, credit at a low rate of interest (usually slightly negative in 
real terms), and a movable exchange rate system under which the rate was de
valued frequently to reflect differential movement offoreign and domestic prices. 
In Chile, after replacement of the Allende regime in 1973, there was a wholesale 
removal ofprice controls and other government controls over the economy. Tariff 
and nontanff barriers to imports were reduced dramatically. The exchange rate 
was massively devalued in 1973, with frequent downward adjustments after that, 
and exchange controls were eliminated. Under the new regime GDP grew rapidly 
in the late 1970s, exports rose from 40 percent to 50 percent ofGDP, and nontradi
tional exports did particularly well, with copper falling below half of all exports 
for the first time. 

Pakistan liberalized trade somewhat in the early 1960s, then slid back, then 
returned to a proexport stance in the mid-1970s. Exports, which had been growing 
at less than 2 percent a year, grew from 1976 to 1980 at 15.3 percent per year. By 
1980 finished manufactures were half of all exports, semimanufactures 30 per
cent, and primary products only 20 percent. Egypt, after the "opening to the 
West" in 1974, adopted more liberal policies as regards both foreign trade and 
private investment. The export/GDP ratio rose from about 14 percent in 1970 to 34 
percent in 1980, partly but not entirely due to rising oil revenues. There was a 
general liberalization of economic policies in Sri Lanka in 1978, when a conser
vative government was installed after a long period of socialist nule. The new 
policies included exchange-rate unification and devaluation and a liberalization of 
import controls. Turkey launched a reform program in January 1980 designed to 
move toward greater reliance on market forces as against quantitative controls and 
a more outward-looking policy stance. 
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Since 1960, in short, the trend has been away from extreme import substitu

tion and toward greater integration into the world economy along lines of com

parative advantage. A policy shift in this direction has typically led to a sharp spurt 

in export growth. Meanwhile countries that have clung to inward-looking policies 

have experienced slow export growth and a shrinking share of world markets. 

PUBLIC OPERATION OF INDUSTRY 

In the developed countries railroads, electric power systems, and other public 

utilities are normally government-owned, though the United States is an exception 

in this respect. Other sectors are predominantly under private ownership, though 

there is some government ownership of manufacturing in Britain and France and 
as semi

rather more in Italy. Government enterprises are normally organized 
are not subject to day-to-day

autonomous public corporations whose managers 

political intervention by government. They are expected to operate on business 

principles and to earn enough so that they do not become a burden on the general 

budget. 
In third-world countries, too, government ownership of public utilities is 

virtually universal. But many governments have gone beyond this into agricultural 

marketing, banking, mining, and manufacturing. Even in countries with a pre

dominantly capitalist orientation, government is usually the main investment 

banker. In Brazil, for example, government banks are estimated to provide 70 

percent of all investment funds. In a number of countries government has also 

taken over the commercial banking system. Oil and mineral enterprises are usually 
1940 these enterprisesreason is that beforegovernment-owned. The historical 

were almost all owned by private foreign companies. Nationalizing them thus 

seemed the most direct way of asserting the country's control over its natural 
these enterprisesand also of appropriating the large profit streams 


usually yield.
 
resources 

One indicator of the importance of state-owned enterprises in the economy is 

their investment as a percentage of gross fixed capital formation. In the late 1970s 

was 23 percent in Brazil and 23 percent in South Korea, countries with a 
this 
generally private-enterprise orientation. But it was 33 percent in India, 45 percent 

in Pakistan, 61 percent in Burma and Zambia, and 68 percent in Algena.* 

The main concern here is with manufacturing, in which practice vanes most 

from country to country and the merit of public ownership is perhaps most debat

able. In most countries ofour sample the government-owned share ofvalue added 

in manufacturing is below 20 percent, and often below 10 percent. But it is about 

20 percent in India, 25 percent in Ivory Coast, 30 percent in Mexico and Turkey; 

and it reaches 40 percent in Tanzania, 50 percent in Algeria, 55 percent in Burma, 

65 percent in Egypt, and 70 percent in Iraq. 

In a dozen or so countries, then, state enterprises and private concerns share 

World Development Report, 1983 (Washington: IBRD, 1983), p.49 
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the manufacturing sector. The division is to some extent along product lines, with 

government tending to dominate in capital goods and intermediates while con
sumer-goods production is mainly in private hands. The government enterprises 
are relatively few in number but large in scale. Private enterprises are larger in 

number but much smaller in average scale. They are also more labor-intensive, 
and their share of manufacturing employment is well above their share of output. I 

Private businesses are at some disadvantage relative to state enterprises with 

regard to allocations ofcredit, foreign exchange, and material inputs. Despite this, 
the private sector has managed to survive and in some countries shows surprising 

vigor. The public-private percentages are thus not frozen forever but may be 

expected to change in response to the evolution of market demand and shifts in 

public policy. 
A number of country studies have tried to appraise the economic performance 

of state economic enterprises. Several possible criteria are available. Profit perfor

mance alone is not conclusive, because marginal-cost pricing may sometimes be 

socially efficient and may involve financial loss. But when one sees most enter

prises losing money most of the time, one is bound to have doubts. In some cases 

private and state enterprises operate side by side in the same industry, which 

means that comparative appraisal is possible. It is relevant also to compare unit 
costs and prices of state enterprises with.world price levels, and with unit costs of 

comparable plants in other countries. 
The evidence is somewhat mixed. In South Korea and Ivory Coast, for 

example, there are some government manufacturing enterprises that seem to 

operate with reasonable efficiency. These are labor-scarce economies in which 

there is no incentive for overstaffing; and their governments are stable, pragmatic, 
and outward-looking. In many other countries, however, observers judge the 

efficiency of state enterprises to be relatively low. A few examples may be cited. 
In India, the private rate of return in public-sector industries is typically low, 

though this sometimes results from deliberate underpricing, which may have an 
economic rationale. The social rate of return also appears to be low and declining. 
Assuming a shadow wage of60 percent of the market wage, Lal estimates that the 
average social rate of return to Indian manufacturing in 1968 was 5.4 percent. If 
the shadow wage is assumed equal to the market wage, the social rate of return 

percent. Bhagwati and Desai are also critical of public-sectordrops to -6.1 
performance. Major projects have been launched without a cost-benefit analysis 

and, where such an analysis was made, government often went ahead with the 

project despite a low estimated rate of return. So long as the proposed output 
contributed to some physical target in the five-year plan, all else was forgiven. 

Long delays in plant completion and serious inflation of costs have been common. 
Current management has suffered from a variety of ills: use of unqualified gener
alists from the Indian civil service as top administrators; shortages of technical 
personnel, due partly to salary scales not competitive with private industry; politi

cal heckling of administrators, leading to cautious management and lack of inno

vation; political decision-making on plant location; and union pressure through 

political channels for overstaffing and overpayment. 

In Egypt, observers judge the management of public enterprises to be quite 

inefficient, partly because of the top-heavy Egyptian bureaucracy. Despite a large 

expansion of university capacity since 1952, government has maintained its guar-
The result is heavyuniversity graduate.antee of a government job for every 

overstaffing in all government operations. Hansen and Marzouk note that in the 

large textile industry the government enterprises, which have about three-quarters 

of total employment, are notably inefficient relative to privately owned plants. 

to actual operatives is 60 
The ratio of administrative and service employees 

And government
percent in the public sector, 20 percent in the private sector. 

wage scales are more than twice as high. 
than 70 percent of industrial em-

In Iraq, where government has more 
are 

ployment, the difficulties of industrial management have been severe. There 

several levels of bureaucracy above the producing enterprise. There is high turn

over ofpersonnel, extending all the way up to cabinet ministers. Many enterprise 

directors are army officers with little industrial experience. Workers cannot be laid 

off, and overstaffing is large. So government's heavy investment ofoil revenue in 

manufacturing has yielded disproportionately small returns. 

In Tanzania, the evidence of efficiency of public manufacturing enterprises is 

conflicting. Clark reports their average profit rate in the early 1970s as 13 percent. 

On the other hand, they were able to finance only about one-quarter of their new 

investment. More than half of their new capital came from foreign borrowings, 

and the remainder from government allocations. A World Bank study reports that 

man-hour output in government manufacturing is only 70 percent as high as that in 

comparable private enterprises. This suggests that there may be serious overstaff

ing in government enterprises. 
There is similar evidence from Turkey, Zambia, and other countries. The 

weight of the evidence suggests that the difficulties of government manufacturing 

enterprises are built in rather than accidental. They result from a combination of 

too many levels of bureaucracy above the enterprise, poor selection of and inade

quate rewards for industrial managers, and failure to shield the enterprise against 

day-to-day political intervention. Such intervention is pervasive, including pres

for unduly high wage scales, for hiring of unnecessary 
sure for underpricing, 
workers or prohibition of layoffs, for appointment of managers on the basis of 

connections rather than qualifications. Most serious is the lack of a budget con

straint, since deficits can always be made up from the government budget. Enter

including depreciation
even to cover operating costs,

prise revenues often fail 
allowances, and constitute a continuing drain on the treasury. An IMF study of 64 

public corporations in all parts of the world found that, after providing for de

preciation, they had on average a net operating loss equal to 8 percent of revenue. 
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This operating deficit, plus all net investment, had to be covered by outside funds,
of which about half came from the general government budget.*

A negative verdict on public enterpnse does not suggest any immediate 
remedy. Disillusionment has certainly set in in some countries, and a good deal of
rethinking is going on. Selling off public manufacturing concerns to private inves
tors is often not a viable political option, though it has been done on occasion.
What government usually could do is to slow down or stop expansion of the public
manufacturing sector and leave future increments in capacity largely to private
concerns. Thus a 50 percent government share of manufacturing today could
readily shrink to 25 percent over two or three decades. Some countries seem
presently to be moving in this direction, and others may do so in future. 

Private producers, of course, are not necessarily efficient either. Efficiency
depends partly on how far they are exposed to the chastening effect of competition.
So the argument for privatization is strongest for large economies and for indus
tries ofrelatively small optimum scale. Even aprivate monopolist, however, faces 
a budget constraint; and increases in efficiency are profitable even if not essential. 

OTHER TYPES OF MARKET INTERVENTION 

In addition to the policy areas already considered, many third-world governments
intervene heavily in the pricing of commodities and factors of production. It would
be charitable to attribute this to sophisticated reasoning about market failure and
the need for offsetting action by government. But it probably stems mainly from
political pressures, which operate also in the richer countries. People want larger
incomes and lower prices, and any government that depends at all on public favor
is likely to respond. I shall comment briefly on consumer-goods pricing, industrial 
licensing systems, interest-rate policy, and wage policy.

1.Pricing. Subsidized pricing of consumer goods is widespread, especially
for basic foodstuffs such as rice, wheat, and bread, for passenger transport and
other public-utility services, and recently for petroleum products. This distorts
demand patterns. In some countries subsidized bread is the cheapest form of
animal food and is so used. The subsidies are a heavy drain on the government
budget, making it difficult to finance current services and infrastructure develop
ment. And the controls are usually evaded to some extent. In Ghana and in Uganda
under Amin, attempts at universal price control led to universal evasion, with
actual transactions conducted in unofficial or "parallel" markets. 

Subsidies are usually justified as a way of protecting the real income of the 
poorest groups in the population.,But the subsidized price is available to everyone,
regardless of income level. In recognition of this, the new conservative govern
ment of Sri Lanka drastically reduced the long-standing rice subsidy while at the 

*Andrew H. Gault and Guiseppe Duilo, "Financial Performance of Government-Owned Corpo
rations in Less Developed Countries," IMF StaffPapers, March 1968, pp. 102-42. 
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same time introducing a United States-type food-stamp system applying only to 
those below a certain income level. Some countnes, too, have had the political 
courage to raise rail and bus fares and other public-utility prices to levels bearing 
some realistic relation to production costs. Courage is indeed required, for even in 
such tightly controlled countnes as Poland any effort to raise prices toward mar
ket-clearing levels can lead to street riots. 

2. Licensing. In many African and Asian countries, any new industrial enter
prise must apply for a government license. Some branches of industry may be 
reserved for the public sector. But even within the private sector it is argued that 
investment decisions should conform to an overall national plan. The difficulties 
arising from such a system, especially well documented in the case of India, are 
similar to those noted earlier for exchange-allocation systems: uncertainty and 
delay, the temptation to speed things up or bend the rules through bribery, stifling 
of initiative, barring of new competitors, a bias toward large as against small 
producers. The idea that governments know better than private individuals how to 
use capital effectively was roundly denounced by Adam Smith. His critique of 
European government decisions in the eighteenth century seems at least equally 
applicable to third-world governments in the late twentieth century. 

3. Interest Rates. Interest rates, like controlled consumer prices, have been 
afflicted by a tendency toward underpricing. Interest-rate ceilings are often so low 
as to result in a negative real rate. This naturally leads to large excess demand and 
the allocation of loans, instead of being guided by which projects can afford to pay 
the market rate, is determined by bank officials whose decisions are bound to be 
somewhat arbitrary. Low interest rates combined with imported capital goods, 
which are made artificially cheap by low duties, overvalued exchange rates, and 
other policies, also produce a capital-intensive bias in investment projects. It is 
notorious that the manufacturing sectors of third-world countries often create little 
employment and fail to make effective use of the ample labor supply. This is due 
partly to underpricing of capital and (as we shall see) overpricing of labor. Low 
interest rates also discourage private saving, making it harder to raise the national 
savings rate to an adequate level. Countries that have raised interest rates sharply 
to reflect the real scarcity of capital in the economy, as South Korea did in the 
mid-1960s, have been rewarded by a marked increase in saving as well as more 
effective utilization of capital. 

4. Wages. In many third-world economies one observes a marked rise of real 
wages in "modem-sector" activities and a growing rural-urban income gap. This 
occurs even in the face of ample labor supplies and growing open unemployment. 
Private employers often raise wages voluntarily, partly to attract and stabilize a 
labor force of good quality and perhaps also because it seems inequitable that the 
much higher productivity of labor in "modem" than in traditional activities 
should be reflected entirely in profit, as it is in the Lewis model. But government 
often forces the pace through minimum-wage laws and through generous wage 
scales for government employees. Especially in Africa, government employees 
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often form one-third to one-half of the modem-sector labor force; and govern

ment, under political pressure to be a "good employer," tends to serve as wage 
leader for the private economy. 

Whatever the mechanism, the result is often a wage scale for modem-sector 

employees well above any market-clearing level. This encourages substitution of 

capital for labor in industry, thus reducing employment opportunities. At the same 

time the growing urban-rural income gap stimulates heavy migration, which 

overcrowds the cities and intensifies both open and concealed unemployment. 
The list of possible price distortions is thus a long one. Factor prices are 

distorted by interest-rate and wage policies. Product prices are distorted by ex

change-rate policy, trade restrictions, farm price ceilings, consumer subsidies, 

and underpricing of power, transport, and other services. The circumstances 

responsible for each distortion are different, but their effect is cumulative and can 
be seriously adverse to economic efficiency and growth. 

Researchers at the World Bank have estimated an "index of price distortion" 

for each of 30 countries based on ratings by country specialists.* The countries in 

our sample with least price distortion were Thailand, South Korea, Malaysia, 

Philippines, Kenya, and Colombia (Taiwan, no longer included in IBRD tables, 
would probably also fail in this group). The countries with largest price distortions 

were Pakistan, Peru, Argentina, Chile, Tanzania, Nigena, and Ghana. 
It is interesting that the average 1970-80 performance of the low-distortion 

group was superior to that of the high-distortion group in important respects: 

annual GDP growth rate (6.8 percent versus 3.1 percent); domestic sav

ings/income ratio (21.4 percent versus 13.8 percent); additional output per unit 

of investment (27.6 percent versus 16.8 percent); and annual growth rate of 

export volume (6.7 percent versus 0.7 percent). Although no simple causal rela

tion can be inferred from these data, the association of market-directed prices and 

good economic performance seems significant. 

CAPITALISM, SOCIALISM, AND ALL THAT 

The pure capitalist economy is an abstraction; we shall never see such a thing in 

reality. Even in the nineteenth century, Europe and North America deviated 

significantly from the capitalist pattern, and these deviations have increased in the 

twentieth century. So we speak now of the "mixed economy," an ambiguous 

term in that the mix of private initiative and government intervention varies 

considerably from country to country. Broadly, we mean an economy that relies 

mainly on private ownership of productive assets and on private economic deci

*Thetechnique was to rate each type ofdistortion in a particular country as low, medium, or high 

and to assign numencal values of I for low, 2 for medium, and 3 for high. An overall average was then 

computed for the country. The averages range from 1.14 in Malawi and 1.43 in Thailand to 2.71 in 

Nigeria and 2.86 in Ghana. World Development Report, 1983 (Washington, DC: lIRD, 1983), pp 

57-63. 
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sions coordinated mainly through a network of markets and prices. But along with 

this goes a substantial output of public goods, government ownership of public 

utilities and sometimes of other industries, government programs aimed at re

distributing income, a tax system that collects a substantial percentage of national 

income, and a variety of government regulations over the private economy. 

Of the 34 countries in our sample that have managed to achieve intensive 

growth, 22 clearly are mixed economies in this sense. The mix varies, just as it 

does in more-developed countries. Pakistan, Taiwan, Malaysia, and Thailand are 

more wholeheartedly committed to private ownership than are Turkey, Iran, or 

Indonesia. Kenya, Ivory Coast, and Nigeria have a stronger private-enterprise
 
Argentina, Colombia, and Venezuela are


orientation than Ghana or Morocco. 

somewhat more capitalist than Mexico or Brazil.
 

Seven countries profess a socialist orientation. These are Tanzania, Zambia, 

Algeria, Egypt, Iraq, India, and Burma. These economies are also mixed in that 

private production is by no means ruled out. It is usually dominant in agriculture, 

trade, handicrafts, and sliall-scale manufacturing. But private industry and profit

making are viewed with suspicion, as needing to be kept under careful control. 

The socialist tilt shows up in an unusually large public sector that encompasses 

much of large-scale manufacturing, in a propensity to regulate the pnvate econo

my in great detail, and sometimes in redistributive income policies. 

Three countries have changed direction recently and are thus hard to classify. 

Peru was rather strongly oriented toward private enterpnse in the past, but the 

military regime that took over in 1968 embarked on widespread nationalization of 

industry. How much of this will last under restored civilian rule remains to be 

In Uganda, too, the Idi Amin regime confiscated most private industries,seen. 

though it failed to operate them effectively. The post-Amin economy is still in
 

shambles, and its future structure remains unclear. Sri Lanka would have been 

classified as socialist in the Indian pattern up to the late 1970s, but the conservative 

government that has now won two elections has reversed course on many points. 

We should perhaps add Zimbabwe to the list of uncertain cases. It was strongly 

capitalist in the past, with much of its industry foreign-owned. The new African 

prime minister, Robert Mugabe, professes socialism as a goal; but just how, and 

bow rapidly, he will move in this direction is unclear at this date. 

This leaves two countries, Cuba and China, in which government is domi

nated by a communist party and in which virtually all productive assets are state

owned. In other writings* Ihave explored the economic performance of this type 

of regime, and nothing need be added here. Suffice it to say that comprehensive 

socialization,'although it is compatible with intensive growth, provides no firm 

assurance of such growth. China's moderate growth of per capita income puts it in 

the middle range of third-world countries, well below the star performers but well 

*The Three Worlds of Economics (New Haven. Yale University Press, 1971); and Image and 

Reality inEconomic Development (New Haven: Yale University Press, 1977), chap. 15. 
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above the other Asian giant, India. On the other hand Cuba's economy was badly 

mismanaged from 1958 through the early 1970s and, though production has since 

recovered somewhat, per capita income is probably still below the 1960 level. 

There is little Western literature on North Korea or Vietnam. One has an impres

sion of high growth in North Korea, low or zero growth in Vietnam, not surprising 

in view of the chronic warfare in which that country has been engaged since 1940. 

Returning to the noncommunist countries, one is struck by the degree of 

ambiguity and internal contradiction in policies toward private business activity. 

This is most marked in the professedly socialist countries, but it is by no means 

absent in others. On one hand there is an implicit reliance on private producers to 

organize resources and raise national output. But on the other hand their efforts are 

often checkmated by a querulous or hostile government attitude and a maze of 

government restrictions. Many years ago an office-mate of mine at Harvard, now a 

distinguished member of the profession, remarked with the air of one discovering 

an obscure truth, "You know, capitalists have to be allowed to make money." 

are reluctant to acknowledge this necessity.Many third-world governments 
One can well understand suspicion of foreign multinational corporations. It is 

possible for a country to gain by permitting multinational investment in its territo

ry, but the terms of each deal need to be carefully specified. One wonders, 

however, whether this suspicion should be extended to indigenous busine'ssmen, 

who are not really the monsters of Marxist demonology. They are actually rather 
can be tamed to serve the public interest.timid and peaceable creatures who 

Instead of repeating Adam Smith's famous paragraph on this point, let me quote 

Maynard Keynes (1938) in a letter to President Franklin Roosevelt: 

set of delusions from politicians; andBusinessmen have a different 
need, therefore, different handling. They are, however, much milder than 

politicians, at the same time allured and terrified by the glare of publicity, 

easily persuaded to be "patriots," perplexed, bemused, even terrified, yet 

only too anxious to take a cheerful view, vain perhaps but very unsure of 

themselves, pathetically responsive to a kind word. 
You could do anything you liked with them, if you would treat them 

(even the big ones), not as wolves and tigers, but as domestic animals by 

nature, even though they have been badly brought up and not trained as you 

would wish. 
It is a mistake to think that they are more immoral than politicians. Ifyou 

work them into the surly, obstinate, terrified mood, of which domestic ani

mals, wrongly handled, are so capable, the nation's burdens will not get 

carried to market; and in the end public opinion will veer their way. 

We should recall also that Karl Marx, like Adam Smith, considered cap

italism a powerful engine for raising productive capacity. Socialism was to take 

over only after a modern industrial economy had been created. But disciples are 

rarely as wise as the master. Latter-day Marxists often turn Marx on his head and 

M-- MM.MMMM..M...M. 
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advocate socialist organization before capitalism has had an opportunity to do its 

constructive work. 
"Capitalist" has now become an epithet. It is perhaps difficult for third

to the question "Do you sincerely want to be 
world governments to respond 

so quietly.
by openly espousing capitalism. But perhaps they might do 

rich?" 
They might recall that the most thoroughly capitalist of the developed countries, 

Japan, also has the strongest growth record. Also, of the 20 third-world countries 
almost all have a clearranked highest in recent income growth (see table 2), 

privateentere orientation. Except for Algeria and Iraq, which have kept afloat 

on a flood of oil revenue, countries with a socialist orientation rank lower in the 

table. 

LESSONS FROM HISTORY? 

Perhaps not lessons, but something more in the nature of suggestions. An initial 

suggestion is that we stop using the term third world. Whatever purpose it may 

serve in political debate, it has no economic merit. The third world is simply a 

group of countries, as diverse as may be, each ofwhich should be viewed indepen

dently, just as we view Australia or France. 
A second suggestion relates to the sources of long-term growth. In the United 

Nations Commission ofl Trade and Development (UNCTAD) and other interna

tional bodies it has been fashionable for many of the lower-income countries to 

blame their problems on the higher-income countries. They are poor because we 

have exploited them in the past, and they can flourish only if we will finance them 

in future. This is largely shadow play. The fact that some countries have grown so 

much faster than others in the same international environment isin itself aconivinc

ing refutation. The trade and aid policies of the developed countries doubtless have 

make a good case that these countries, by following 
some impact; and one can 

interest, can also contribute to third-world growth.policies that are in their own 

But when we ask why aparticular country has grown more or less rapidly, we come 

base, the structure of economic 
back invariably to internal factors: the resource 

institutions, the stability and competence of government, the wisdom of policy 

measures. In large measure a country grows by internal effort, which outsiders can 

encourage but not replace. 

A third suggestion comes dangerously close to advice to thirtworld govern

ments, which are liely to be unresponsive to outside advice unless it comes from 

international bankers. Thirty years ago Arthur Lewis noted a tendency for third

to undertake more than they can accomplish:
world governments 

. . . is even wider in the less devel-
The list of governmental functions 

. . . On the other hand, the 
developed economies.oped than in the more 

governments of the less developed countries are at the same time less capable 

of taking on a wide range of functions than are the governments of the more 
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developed. Their administrations tend to be more corrupt and less efficient,
 
and a smaller part of the national income can be spared for government
 
activity. This is another of the paradoxes of economic growth. Just as poor
 
countries need to save more than rich countries, but cannot afford as much, so
 
also poor countries need more and better government activity than rich ones,
 
but are apt to get less and worse. In fact, one cannot usefully consider in an
 
abstract way what functions a government ought to exercise without taking
 
into account the capabilities of the government in question. It is very easy to
 
overload the governments of less developed economies, and it is quite clear
 
that it is better for them to confine themselves to what they can manage than
 
for them to take on an excessive range.*
 

Experience since Lewis wrote underscores the wisdom ofhis comment. Most 
third-world governments are trying to do too much with too little. The range of 
their administrative controls over the economy is wider than in the develbped 
countries, while at the same time their civil-service staffs are weaker. The com
mon result, in addition to confusion, delay, and waste, is that the paper controls 
are not enforced effectively and do not have the intended effect. In the worst cases,
such as Uganda, Ghana, and Zaire, the control system dissolves in a welter of 
smuggling, bribery, and evasion. There is need for a clearer recognition that 
administrative capacity is a scarce resource, which can be enlarged only gradually 
and which meanwhile needs to be husbanded and focused on high-priority objec
tives. The best government decision is often a decision to do nothing. 

Governments might well restrain their .urge to control everything in the 
economy and consider the advantages ofgreater reliance on private initiative. The 
payoff to private initiative is especially large in agriculture, to which most govern
ments pay less attention than they should. But it is large also in trade, road 
transport, service industries, and manufacturing. The gradual growth of an indus
trial and commercial middle class, which was the essence of nineteenth-century 
development, still has much to contribute in the twentieth century and beyond. 

*W. Arthur Lewis, The Theory ofEconomic Growth (Homewood, IL: Richard D. Irwin, 1955), 
i. 382. 
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Session Outline
 

Session Title: Macroeconomic Policies and the Date: Monday, June 2
 
Agricultural Sector 

Lead Instructor: Fletcher Session #: 2 
Co-Trainer(s): Time: 10:30-12:00 pm 

OBJECTIVE(S): At the end of this session participants will be able to: 

o Understand how macro policies and prices affect the food and agricultural 
sector.
 

o 	Learn how to utilize measures of protection and rural-urban terms of trade 
to characterize macro policies affecting agriculture.
 

o Develop skills in evaluating marco policies and analyzing their impacts
 
on agricultural growth and equity.
 

ABSTRACT:
 

o The Macro Economy and the Food and Agriculture Sector
 
* 	prices and agriculture 
* 	policy distortions and economic growth and equity 
* 	rural-urban terms of trade 
* 	measures of protection and comparative advantage 

o 	Evaluating Impacts of Macro Policies Using Border Prices and Social 
Opportunity Costs 

* 	 trade and subsidy policies benefitting producers 
* 	 trade and subsidy policies benefitting consumers 

READINGS: 	 Required/Optional 

o Timmer, C.P., Falcon, W.P. and Pearson, S.R., "Macro
economic Policies and the Food System," Food Policy 
Analysis, Published for the World Bank, The Jo-hn Hopkins 
Un5iversity Press, Baltimore and London, 1983, pp. 215-59. X /_ 

o World Bank, "Pricing for Efficiency," Chapt. 6 in World
 
Development Report_1983, Washington, 1983, pp. 5-7-63.
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Day One; Session Two; 10:30 a.m.-12:00 noon 

Macroeconomic Policies and the Agricultural Sector
 

Outline
 

I. Policy Distortions and Economic Growth and Equity 
A. Measuring Price Distortions due to Policies
 
B. Price Distortions and Economic Performance
 
C. Prices and Aggregate Agricultural Output
 

II. Rural-Urban Terms-of-Trade 
A. Measures of Terms-of-Trade
 

1. Barter
 
2. Income
 
3. Factorial
 

B. Implications of Terms-of-Trade
 
1. Resource allocation and output growth
 
2. Agricultural income
 

III. Measures of Protection and Comparative Advantage
 
A. Protection
 

1. Nominal rate of protection
 
2. Effective rate of protection
 
3. Producer and consumer taxes and subsidies
 
4. Policy bias and resource pulls
 

B. From Protection to Comparative Advantage
 
1. Domestic resource cost
 
2. Net economic benefit
 

C. Uses and Limitations of the Measures in Practical Applications
 



Levels of Distortion Against Agriculture 

EX PM DA RI RW IN PT DI
 

1. Ethiopia 2 3 2 1 1 1 3 1.86 
2. Kenya 1 3 1 2 2 2 1 1.71 
3. Malawi 1 1 1 2 1 1 1 1.14 
4. Tanzania 1 3 3 3 3 2 3 2.57 
5. 
6. 

Cameroon 
Ghana 

1 
3 

1 
3 

3 
3 

2 
3 

2 
2 

1 
3 

1 
3 

1.57 
2.86 

.7. Ivory Coast 
8. Nigeria 

1 
3 

2 
2 

2 
3 

2 
3 

3 
2 

2 
3 

3 
3 

2.14 
2.71 

9. Senegal 2 2 3 2 2 2 3 2.29 
10. Korea 1 1 3 2 1 2 1 1.57 
11. Indonesia 2 2 1 2 1 2 3 1.86 
12. Malaysia 1 1 2 2 2 1 2 1.57 
13. Philippines 1 2 2 2 1 1 2 1.57 
14. 'Thailand 1 2 1 1 1 1 3 1.43 
15. Bangladesh 1 3 2 3 3 3 3 2.57 
16. India 1 3 2 2 2 1 2 1.86 
17. Pakistan 2 3 2 2 3 2 2 2.29 
18. Sri Lanka 1 2 1 2 3 2 2 1.86 
19. Egypt 1 3 2 2 3 2 2 2.14 
20. Tunisia 1 2 2 2 1 1- 2 1.57 
21. Turkey 1 2 2 3 2 3 2 2.14 
22. Yugoslavia 2 1 1 3 1 2 2 1.71 
23. Argentina 3 2 2 3 1 3 3 2.43 
24. Brazil 1 2 3 3 1 2 1 1.86 
25. Chile 3 1 1 3 3 3 3 2.43 
26. Colombia 1 2 2 2 1 2 2 1.71 
27. Jamaica 2 2 1 3 3 3 2 2.29 
28. Mexico 1- 1 1 3 2 3 2 1.86 
29. Uruguay 3 3 3 3 1 2 1 2.29 
30. Bolivia 3 2 3 3 1 3 1 2.29 
31. Peru 1 3 3 3 2 2 2 2.29 

Notes:
 

Distortion Indicators: 1 low, 2 medium, 3 high 

EX Exchange rates structured against the agricultural sector
 
PM Protection of the manufacturtng sector
 
DA Price distortions affecting agriculture
 
RI Rate of interest in financial markets (rates belowth:market rate)

RW Wpge rate baised against the rural sector 
IN ate of tnflation 
PT Publtc services 
DI Distortion effect average 

Source: World Bank paper on "Price Distortions". 



Table 15 Distortion Indte.. and Vario. Componets of Growth durina the 1970s 

H lavi 
Thailand 
Caseroon 
Korea 
Malaysia 
Philippines 
Tunisia 
Kenya
Yugoslavia 
Colombia 

Ethiopia 
Indonesia 
India 
Sri Lanka 
ar Ai 
Ialexco 
Ivory Coast 
Rapt 
Turkey 

senegal 
Pakistan 
Jaasica 
Uruguay 
Bolivia 

Argutina 
Chile 
Teasania 
Bangladesh 
iaerix 

chana 

Overall 

ion 
rode. 

1.14 
1.43 
1.51 
1.57 
1.57 
1.57 
1.51 
1.71 
1.71 
1.71 

1.86 
1.86 
1.66 
1.66 
1.86 
1.86 
2.14 
2.14 
2.14 

2.29 
2.29 
2.29 
2.29 
2.29 
2.29 
2 .43 
2.43 
2.57 
2.57 
2.71 
2.86 

Group 
..erte 

1.56 

1.95 

2.44 

Ditot S 
GDP gtovth 
tat. (2) 
(y) 

6.3 
7.2 
5.6 
9.5 
7.8 
6.3 
7.5 
6.5 
5.8 
5.9 

2.0 
7.6 
3.6 
4.1 
8.4 
5.2 
6.7 
7.4 
5.9 

I 
2.5 
4.7 

-1.1 
3.5 
4.8 
3.0 
2.2 
2.4 
4.9 
3.9 
6.5 

-0.1 

pe i Ave- domestic 

6.8 

5.7 

grou vngice 
Averag ati 1.&~I(ns~a 

*1 DI
14 
21 
is 
22 
20 
24 
27 
19 
27 
22 

r 
8 

22 
20 
13 
22 
22 
24 
12 
17 

I 

3.1 

8 
7 

16 
14 
20 
21 
22 
14 
12 

2 
21 
9 

I __________ 

Simple I Ave. ret,. 
grup 

average 

21.4 

on Invest
set (2) 
tM

25.3 
27.6 
26.3 
31.1 
32.6 
23.1 
31.4 
32.7 
18.4 
27.4 

17.8 

30.7 
40.1 
15.6 
22.2 
35.5 
23.4 
25.5 
24.2 
24.5 

I 

L3.8 

12.8 
28.1 
2(0)9 1 
20.9 
22.7 
21.5 
10.*7 

23.9 
22.3 
23.8 
(0) 

_________ 

51aple 

avrageS-

27.6 

26.9 

16.8 

Annual growth 
f 

Agri. (I 
(A) 

4.1 
4.7 
3.8 
3.2 
5.1 
4.9 

4.9 

I 
0.7 
3.8 
1.9 
2.8 

2.3 
3.4 

2.7 
3.4 

3.7 
2.3 
0.7 
0.2 
3.1 
0.0 
2.6 
2.3 
4.9 
2.2 
0.8 

-1.2 

I__________ 

Simple Annual roth 
g a of(oup 
average ~Id stry (2) 

1 (1) 

4.4 

7.0 
10.0 
8.6 

15.4 
9.7 
8.7 
9.0 

10.2 

4.9 

I 

2.9 

1.4 
11 .1. 

4.5 
4.0 
9.3 
6.6 

10.5 
6.8 
6.6 

I 

1.8 

3.7 
5.2 

-3.5 
5.2 

4.3 
3.7 
1.8 
0.2 
1.9 
9.5 

8.1 
-1.2 

I 

SimpLe 
rou. 

average 

9.1 

6.8 

3.2 

Annual growth 
=a of e.rt

Ivolute (Z) 
1 (E) 

5.7 
11.8 

2.5 
23.0 

7.4 
7.0 
4.9 

-1.0 
3.9 
1.9 

I 
-1.7 

8.7 
3.7 

-2.4 
7.5 

13.4 
4.6 

-0.7 
1.7 

&______________ 

12 
1.2 

-
6 

.8 
4.8 

-1.6 
3.9 
9.3 

10.9 
-7.3 
-1.9 

2.6 

-8.4I 

Simple 2 of nooe. 
'oin( to 

average bortom 40% 
(7) 

6.7 

10.1I 

3.9 

11.4 

I_______ 

.7 

24.5 
15.2 

-
16.9 
10.6 
14.2 
15.0 
8.9 

18.7 

14.4 
16.2 
19.2 

7.0 
9 9 

20.014.1 

9.4 
20.2 
8.2 

16.6 
13.0 
7.0 

14.1 
13.4 
16.0 
18.2 

S 
t 
aPle 

stoup 
average 

14.9 

14.0 

13.6 

averase 2.01 5.0 23.2 3.0 6.1 3.6 14.2 

source: World Development Report, 1982; and World Bank Data Bank. 
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Table 16 Cross-classification by Growth and Price Distortions
 

Annual rate of 
growth of GDP in Below 
1970s (%) 1.8 

6 percent Korea (9.5) 
and above Malaysia (7.8) 

Tunisia (7.5) 
Thailand (7.2) 
Kenya (6.5) 
Malawi (6.3) 
Philippines (6.3) 

4 to 6 Colombia (5.9) 
percent Yugoslavia (5.8) 

Cameroon (5.6) 

4 percent 
and below 

Column 
average (6.8) 

Distortion Index
 

1.8-2.2 


Brazil (8.4) 

Indonesia (7.6)
 
Egypt (7.4)
 
Ivory Coast (6.7) 


Turkey (5.9) 

Mexico (5.2) 

Sri Lanka (4.1) 


India (3.6) 

Ethiopia (2.0) 


(5.7) 


Above 
2.2 

Row 
average 

Nigeria (6.5) 

(1.77) 

Tanzania (4.9) 
Bolivia (4.8) 
Pakistan.(4.7) 

(2.0) 

Bangladesh (3.9) 
Uruguay (3.5) 
Peru (3.0) 

Senegal (2.5) 
Chile (2.4) 
Argentina (2.2) 
Ghana (-0.1) 
Jamaica (-1.1) 

(2.32) 

(3.1) (5.0),(2.01) 

Note: Figures noted against the countries are those annual of GDP growth.
 

Source: Based on Table 15.
 



I 
GROWTH, PRICE POLICY, AND EQUITY
 

Japan (1881 to 1919)
 

Qt = constant - 132.80 Pt-1 + 30.52*** T + 0.17 Qt-1 
(t)	 (-0.53) (4.77) (0.97) I 
(e)	 [-0.051 
R2 = 0.90 

India (1952/53 to 1974/75)
 

Q = constant + 0.14* Pt-1 + 0.49*** Wt + 3.08** Z + 0.45** Qt-i I 
(t)	 (1.49) (4.68) (2.11) (2.44) 

(e	 [0.18] [0.54] [0.68]
 
R = 0.92
 I 

where:
 I 
Q = farm output,
 
P = terms of trade,
 
T = time-trend,
 I 
W = weather index, and
 
Z = percent of cropland irrigated.
 I(Figures in the parentheses are t-values of regression coefficients.
 

Figures in square brackets are elasticities at the means of variables,
 

and *, **, and *** mark coefficients significant at the 10, 5, and
 

1 percent level, respectively.)
 I
 
I
 
I
 

Source: Krishna, Raj. "Some Aspects of Agricultural Growth, Price Policy
 
and Equity in Developing Countries," Food Research Institute Studies,
 

Vol. XVIII, No. 3, 1982, pp. 234-235.
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Figure i-Share ofland. labor. and capital in the total output growth ofagriculture. 
1950-80 

Percent 
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Sources: Derived from Appendix 2.Tables 27-35. 
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Figure 2-Government expenditures per hectare in 1970 and the contribution of 

government expenditures on agriculture to the rate of growth of I 
agricultural output, 1950-80 I 
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Sources: The estimates for the Latin American countries were derived from Appendix 2.Tables 27-35. The data for 

the United States came from Clifton B.Luttrell, Down on the Farm with Uncle Sam. Original Paper 43 (Los I 
Angeles: International Institute for Economic Research. 1983), p.12. Derived from Appendix 2. Tables 27-35. 
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Table 1: AGRICULTURAL TERMS OF TRADE IN PAKISTAN, FY60-FY83
 

Fiscal 
year 

1960
 
1961
 
1962
 
1963
 
1964
 
1965
 
1966
 
1967
 
1968
 
1969
 
1970
 
1971
 
1972
 
1973
 
1974
 
1975
 
1976
 
1977
 
1978
 
1979
 
1980
 
1981
 
1982
 
1983/d
 

Net Barter 

Terms of TradeLa 


100
 
106
 
100
 
95
 

101
 
106
 
100
 
108
 
104
 
94
 
95
 
94
 
94
 

100
 
100
 

90
 
87
 
87
 
93
 
99
 
93
 
92
 

100
 
100
 

Output Index 

(FY60=100) 

100
 
100
 
109
 
119
 

'118
 
128
 
127
 
135
 
157
 
168
 
186
 
174
 
183
 
188
 
196
 
187
 
199
 
203
 
209
 
219
 
239
 
249
 
258
 
n.a.
 

Income 

Terms of TradeLk. 


100
 
106
 
109
 
113
 
119
 
136
 
127
 
146
 
163
 
158
 
177
 
164
 
172
 
188
 
196
 
168
 
173
 
179
 
194
 
217
 
222
 
232
 
258
 
n.a. 

Total Factor 

Productivity Index 


(FY60 - 100) 

100
 
91
 
95
 
98
 
99
 

102
 
99
 

103
 
117
 
125
 
140
 
129
 
131
 
129
 
131
 
125
 
130
 
130
 
131
 
128
 
135
 
136
 
n.a. 
n.a. 

Single Factorial
 
Terms of Tradek
 

100
 
96
 

104
 
93
 

100
 
108
 
99
 

111
 
122
 
118
 
133
 
121
 
123
 
129
 
131
 
112
 
113
 
114
 
122
 
127
 
126
 
125
 
n.a. 
n .a. 

Calculated from ratios of GNP deflators, with FY60=100.
 / a
/b Net barter terms of trade x quantum index of output. 
/C Net barter terms of trade z-productivity index. 
/d Estimated. 

Sources: (1) Statistics Division, Government of Pakistan.
 
(2) Wizarat, S., "Technical Change in Pakistan's Agriculture: 1953-54 to 1977-78,"
 

Research Report No. 120, Pakistan.Institute of Development Economics,
 
Feb. 1981.
 



Effects of Policies on Producers,
 
Marketing Agencies, and Consumers
 

Revenues Costs Producer Marketing Consumer 
Tradeable Domestic Profits .Margins Expenditures 
Inputs Factor 

Inputs 

Market Prices A B C II M P 

.2 
Social Prices E F G 

Policy Impacts I J K 0 R 

-- ~ '*4 

I
I 

I
I 

I 

(A l
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Table 11: TAXES AND SUBSIDIES IN THE AGRICULTURAL SECTOR, FY75-FY83 

(Ra million) 

FY75 FY76 FY77 FY78 FY79 FY80 FY81 FY82b FY83kLc 

Taxes 1.865 1.432 896 814 1080 1710. 1606 1J5 1029. 
Export Duties: 

---Rice 333 241 58 - 
462Raw Cotton 535 340 1 - - - 500 150 

Profits of Export 
Corporations: 
Rice (RECP) 769 591 39 504 789 538 530 377 348 

Cotton (CECP) - 662 185 - - 350 - -

Land Revenue 228 260 136 125 291 172 226 230 219 

Subsidies 515 1043 728 1,147 2222 3,08A 32119 26Q.1 2.,359
 
Fertilizer 326 607 87 617 1,692 2,454 2,457 1,819 1,600 
Plant Protection 112 241 421 347 267 218 62 - -
Tubewells 16 43 48 37 24 22 20 24 24 

Wheat Seeds - 6 6 25 8 29 2 8 8 

Net Irrigation Costs/at 61 146 166 121 231 361 578 750 727
 

Net Taxes 1d 1,350 389 168 -333 -1,142 -1,374 -1,513 -844 -1,330
 

fa Operations and maintenance costs less water charges.
 
fb Revised estimates.
 
/c Budget estimates.
 
/_ Taxes less subsidies.
 

Source: Planning and Development Division.
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Table 13: PRODUCER SUBSIDY EQUIVALENTS FOR WRAT FY74-FY821a 

FY74 FY75 FY76 FY77 FY78 FY79 FY80 FY81 FY82 

Total Production 7629 7674* 8691 9144 8367 9950 10805 11473 11420 
Marketed ProductiouL 3357 3376 3824 4023 3681 4378 4754 5048 5025 

of which: 
Government Procurement 1342 1253 1236 2376 1842 1086 2376 2955 3989 
Open Market:Salas 2015 2123 2588 1647 1839 3292 2378 2093 1036 

Imports 	 1288 1164 1167 499 1035 2236 602 304 

Procurement price 22.50 37.00 37.00 37.00 37.00 45.00 46.65 54.12 54.12 
Average Wholesale Price 26.27 41.47 38.67 39.73 49.09 50.77 51.14 52.89 62.26
 
Import Unit Cost,
 
Local Marketk 77.02 63.08 62.69 51.18 59.35 71.66 78.64 80.18 89.58
 

Value of Marketed Produc
tion, Domestic Pricesf4 2227 3601 3906 4108 4245 5787 6228 7251 7512 
of which: 

Government Procurement 809 1242 1225 2355 1826 1309 2970 4285 5784 
Open Market Sales 1418 2359 2681 1753 2419 4478 3258 2966 1728 

Value of Marketed Produc
tion, Import PricesL± 6927 5706 6423 516 3853 8405 10016 10844 12060 

Price Protection/ 
Economic Subsidyjj -4700 -2105 -2517 -1408 -1608 -2618 -3788 -3593 -4548 

Direct Producer 
SubsidiesL. 64 200 398 114 387 1023 1494 1582 1300 

Total Equivalent Subsidy -4636 -1905 -2119 -1294 -1221 -1595 -2294 -2011 -3248 

Proportional Subsidy: 
Financial 2.9 5.5 10.2 2.8 9.1 17.7 24.0 21.8 17.3 
Economic -211.0 -58.5 -64.4 -34.3 -37.9 -45.2 -60.8 -49.6 -60.5 
Equivalent -208.2 -52.9 -54.2 -31.5 -28.8 -27.6 -36.8 -27.7 -43.2 

LA	 Production in thousand metric tons, prices in rupees per maund, values in million rupees, proportions in per cent, 
L	 Assumed equal to 44% of total production. See Ministry of Food and Agriculture, Government of Pakistan, "A 

Study of Utilization Patterns of Agricultural Commodities, 1977-78," March 1980. 
Based on price of U.S. Red Winter, f.o.b. Gulf ports to which was added estimated freight and other coats to 

LA. local markets in Pakistan. Import price is for last two quarters of fiscal year. 
Value of government procurement is quantity procured x procurement price. Value of open market sales is 

L- quantity of open market sales x average wholesale price. 
Quantity marketed x import unit cost, local market.Li_LL	 Value of marketed production, domestic price - value of marketed production, import price.

LA. Assumed equal to 54% of fertilizer subsidy and 40% of net irrigation cost. The former share is based on
 
fertilizer usage and the latter on irrigated acreage.
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Macroeconomic 
Policies and the 
Food System 

Food policy analysts would seem to have enough to worry about with food 
consumption and nutrition, food production and rural employment genera

tion, domestic food price formation and the efficiency of storage, transpor
tation, and processing, and the effects of international prices on both do

mestic prices and the opportunity costs of domestic policies. Indeed, "getting 
the issues right" in all these areas is a large task, and designing effective 

policies to deal with the issues an even larger one. Few countries are this far 
policies designed toalong in understanding and implementing consistent 

reach the four basic objectives for the food sector. Certainly much can be 
done to improve sectoral policies and performance without looking beyond 
the micro sectors. 

Still, that is not enough. In the long run, macroeconomic forces are too 

pervasive and too powerful for micro sectoral strategies to overcome. When 
they work at cross-purposes, as they do in many developing countries, an 

unfavorable macroeconomic environment will ultimately erode even the best 
plans for consumption, production, or marketing. A simple example that 

integrates issues from all three sectors into a macro context illustrates why 
this is so. 

Before rice can be eaten, it must first be grown and then processed into 
the milled rice preferred by consumers. Exactly how the milling is done turns 

out to be very important because it affects employment, income distribution, 
the amount of rice available to consumers (or the amount of rice imported 

or exported), and incentives to producers to grow rice. The range of tech

nology available for milling rice varies enormously-from hand-pounding 
with a pole in a hollowed log to very sophisticated and expeisive multiple
pass milling machines integrated with large-scale drying and storage facilities 
that provide'optimal control over the rice grain from delivery after harvest 

to paikging for consumers. 

s Rictiling facilities in between these two extremes range from very small, 
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capital expense, to larger mills, which become progressivey uiuee expensive, 
more labor-saving, and more technically efficient in converting paddy into 
milled rice. The choice is not restricted to the extremes although either can 
be appropriate in particular circumstances. The choice is wide. The oppor
tunity exists to find just the right combination of investment cost, use of 
labor, and technical efficiency to fit a particular local environment. 

What is the appropriate choice of technique in rice milling? The more 
costly techniques in terms of investment per ton of milling capacity are also 
more technically efficient. For each ton of rough race input, the more so
phisticated facilities produce higher quality rice with less waste. The smaller 
and cheaper mills, however, need more labor per ton of capacity and will 
create more jobs than larger-scale mills. If a private entrepreneur is trying to 
make a decision about investing in a rice mill, asking which technique is 
appropriate is similar analytically to asking how farmers should produce their 
output-the factor-factor decision analyzed in chapter 3 with the isoquant
in figure 3-2. When the private sector is making the investment decision in 
the context of market prices, the technique which is least costly per ton of 
output will be installed. 

Like the fertilizer and rice prices facing the farmer in chapter 3, the relevant 
prices in the rice miller's decision are not set solely by market forces, but are 
susceptible to policy influence. The miller's calculations depend on nearly 
every important macroeconomic variable in a country: foreign exchange rates,
interest rates, wage rates, and rice prices. Foreign exchange rates dictate the 
cost of imported machinery for the rice mill, interest rates determine the 
cost of the loan to pay f6r the machinery and the building, wage rates 
determine the labor costs of running the establishment after it is operational,
and rice prices determine the value of the additional milled rice produced
from each ton of paddy input by more technically efficient facilities. 

When macro policy alters these important prices from their equilibrium
values based on existing domestic abundance and scarcity of the factors, the 
impact on choice of technique can be dramatic. When grain prices are kept
low, storage and processing facilities that save grain are not so profitable; 
few investments are made to save grain, and little management effort as 
exerted to run the available facilities efficiently. When interest rates are 
heavily subsidized and wage rates for unskilled labor are raised by legislation,
large-scale, capital-intensive mills are installed in the midst of widespread
unemployment. If foreign exchange is allocated to preferred investors at a 
cheap price, they will invest heavily in imported machinery, which tends to 
-e labor-displacing, while other investors outside the allocation process may
'or even be able to purchase spare parts for their trucks or small-scale mills. 

Although the example here uses rice mills, the impact of distorted macro 
rices on domestic investors obviously extends to nearly every sector. 
For analysts to determine both the impact of existing macro policies on 

t ,. .. . I I. I 11j1., JL' . w.' L I L6 LAILIj wUL. U I-

imize social profitability, two separate issues must be addressed. First, social 
' 

profitability analysis of the alternative techniques will indicate which one 
adds most to the social value of milled rice relative to rough rice. Second, 
this analysis will include a calculation of the budget allocations needed to 
translate the desired level of macro prices that reflect social profitability into 
actual market prices that private investors will use to make decisions. De
termining the desired levels for these prices places the issue of appropriate 
ice milling investments in a larger social context. 

The answer to which technique is appropriate in social as opposed to private 
14rms depends on how society values job creation, the alternative uses of 

investment funds, and the foreign exchange needed to pay for milling ma
chinery and the rice imported to replace that lost in processing when a less 
technically efficient mill is chosen. In other words, what is the scarcity value 
of labor? What is the opportunity cost of capital? What is society's capacity 
to produce goods for export in order to import? 

Empirical analysis of these questions often shows that existing market prices 
diverge from social opportunity costs. In the terminology of the programming 
tableau of chapter 3, the shadow prices for labor, capital, and foreign ex
change may be different from market values used by private decisionmakers 
in the economy. Sometimes this happens because of government interven
tion. 

For example, if interest rates are subsidized in the hope of inducing in
vestment in modem plants and equipment, rice millers may buy facilities 
that are technically sophisticated but difficult to manage in a traditional rural 
economy where the marketing infrastructure is inadequate to supply the daily 
input needs of a large modem unit. Then the private interest costs are being 
distorted by government policy. 

Alternatively, if widespread rural unemployment exists, the social cost of 
employing labor may be much less than the actual market wage for the reasons 
discussed in chapter 3. Here the failure is in the market mechanism itself, 
and policymakers may then seek interventions to reduce the profitability of 
more capital-intensive, labor-saving mills in order to generate more jobs. 

Several important tradeoffs are involved in these policy decisions. Keeping 
wages high will help those with jobs, but may induce firms to choose tech
nologies that use little labor. Forcing interest rates down may prevent owners 
of capital from receiving large earnings on their savings, but it may force 
capital into unproductive uses. In addition, closing any gap between social 
and private prices for important factors ofproduction and commodities usually 
requires government subsidies. Consequently, finding the socially appropriate 
policy environment depends on the difficulty of raising funds to pay for these 
budget subsidies. 

These subsidies can be used to narrow the marketing margin and soften 
the food price dilemma, but at the same time they will also favor investment 
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in more technically efficient mills that displace labor. Only technically ef
ficient mills can survive the pressure caused by very narrow margins between 
paddy and milled rice prices. Price policies that lower domestic rice prices 
will favor consumers at the expense of producers, but lower rice prices also 
favor labor-intensive rice mills. These smaller mills waste more rice and 
generally produce a lower quality of output. Some clear and obvious tradeoffs 
are apparent in making this choice. 

Government policies strongly condition the macro environment in which 
micro decisions are made by consumers, producers, and marketing agents in 
the food system. When it is recognized that fiscal and monetary policies are 
intimately connected to the real values of policy-determined factor prices, it 
is apparent that macroeconomic policy has a pervasive influence on the 
structlre of incentives and performance in the entire food system. Especially
in the long run, macroeconomic policy determines the rate of growth of both 
urban and rural sectors and also conditions the structure of that growth. In 
particular, the degree of job creation and the distribution of income (and
food consumption) are more a function of macroeconomic policy than of 
sectoral investments and project design. 

A major dilemma exists over this powerful role of the macro economy
because short-run income distribution consequences of a policy are frequently
the opposite of its long-run effects. Consequently, the food price dilemma 
which is the focus of much of this book has its parallel in macro policy.
Because of the important two-way connections between food policy and macro 
policy, it is necessary to integrate the food price dilemma into this basic 
equity-efficiency tradeoff for macro policy, a task for later in the chapter.
First, a review of the simple elements of macroeconomics in a food policy 
context is necessary. Analysts should hope to draw from this review not the 
skills needed to design better macro policies, but rather the insight and 
language needed to participate in the debate over macro policy reforms. These 
reforms have enormous implications for the food sector. 

The Macro Economy and Macro Policies 

Comprehending the relationship between the food system and the macro 
economy helps identify the policy issues and range of choices available to 
policymakers. A distorted set of macro policies-which typically includes 
rapid inflation, an overvalued exchange rate, subsidized interest rates for 
preferred creditors, minimum wages for an urban working class elite, and 
depressed rural incentives-makes rapid growth in agricultural output ex
tremely difficult, while it simultaneously skews the distribution of earned 
income. Short-run interests of poor people are often protected to some extent 
by such policies because they tend to make cheap food available through
subsidized imports. 

When macro policies are badly distorted, their cumulative impact puts 
pressure on the economy for'iajdpolity -reforms. As these pressures build, 
the options available to food policy makers are extremely limited: more in
vestment in irrigation, a better agrictilibral research and extension program, 
perhaps a subsidy on fertilizer and modem seeds. These will contribute to 
agricultural growth, but in the constraining environment of distorted macro 
policies, such programs will not provide the basis for long-run dynamic growth 
of rural output and incomes, which is the essential base for a food policy that 
simultaneously increases food production while reducing hunger. 

Consequently, policy analysts need to understand the elements of an ef
fective macro reform and determine its impact on food policy objectives. It 
is not the mandate or the prerogative of food policy analysts to design and 
implement such reforms. But the reforms do come eventually because serious 
macro distortions generate powerful forces for macro policies more consistent 
with real scarcity values in the economy. Either external creditors-the 
International Monetary Fund, World Bank, bilateral donor agencies, or the 
multinational commercial banks-force these painful adjustments when a 
crisis is reached, or else a country's macro policymakers stay ahead of the 
situation and design new policies that avert a crisis. 

At one level these macro reforms are simple and obvious-remove the 
distortions in macro prices and change fiscal and monetary policies to slow 
the rate of inflation. Even without specific concern for the food sector, such 
a macro reform is likely to raise farm incomes by improving the rural-urban 
terms of trade. The food price will rise to its international opportunity cost. 
More broadly, the devaluation that brings foreign exchange rates into equi
librium usually will pump new purchasing power into rural areas, with positive 
effects on rural employment and improved income distribution. Eventually, 
scarcity values for labor and capital will induce a new efficiency in resource 
use which leads to greater employment creation and faster economic growth. 

Governments, however, are usually very reluctant to take these steps, for 
there are major short-run political and welfare consequences. For the reforms 
to be effective, many price increases will be needed, and overall budget 
subsidies must be cut. The real incomes of many workers and civil servants 
will be sharply reduced, and the urban political base of a government can 
be seriously threatened in the wake of the painful adjustments needed. With 
regard to food policy, those adjustments hinge critically on the likely reduc
tions in food consumption by poor households caused by the higher food 
prices that almost inevitably accompany a macro reform. Here lies a major 
concern of the food policy analyst, for if a macro reform is in the works, 
those responsible for food policy had best be prepared with a set of food 
consumption interventions that will prevent the worst manifestations of such 
a squeeze on the poor. 

A more active role is also possible. By carefully laying out the conflict 
between food consumption and productiveefficiency to macro policymakers 
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described in chapters 2 and +-to help poor people across the bridge to long
un economic growth, food policy analysts can make it easier for macro 
olicymakers to proceed with the needed reforms. The political inertia so 
ften observed in the face of macro economies run amok is entirely under
tandable. It is an almost inevitable result of the basic food price dilemma 
tself, as extended to the macro context. An analytically sound food policy 
flers macro policymakers a new potential for action. Capturing this oppor
unity requires a dialogue between food policy and macro policy analysts; for 
his exchange the food policy analyst needs to understand the world from 
he macro analyst's point of view. 

Describing Macro Economies 

Macro economies can be described in four quite different, and yet ulti
mately identical, ways: in terms of demand, supply, and income, and in
 
monetary terms. In the demand approach the total of a nation's economic
 
ctivity isdisaggregated into the major components of final demand-usually
 
onsumption, private investment, government expenditures, and any excess
 
fexports over imports. When totaled, these components make up acountry's
 
ross domestic product, or cor. When net income transfers to or from abroad
 
re added, the total is gross national product, or oNP. The composition and
 
verall aggregate of demand has provided the main focus of macroeconomic
 
leory and policy in market economies since the Keynesian revolution began
 
i the 1930s.
 
Just as food cannot be consumed unless it is first produced, aggregate
 

emand cannot be met without a supply of goods and services. The supply
 
ipproach focuses on the structure by sector of production in an economy. 
Yhen output from agriculture, industry, services, and government istotaled, 
te result is also cor, and hence aggregate supply equals aggregate demand. 
olitical and theoretical attention in developed countries has recently been 
irected to this "supply side," as declining productivity and "staglation"-
ie combination of economic stagnation and rapid inflation-have discred
ed much of modem macroeconomics as practiced in the industrialized coun
ies. The supply approach to macroeconomics has a long tradition, however, 

Isclassical macroeconomic theory focuses attention on the dynamics of long
in aggregate supply. This concern for expansion of output has obvious 
-levance to developing countries-a relevance that concern for the adequacy 
d aggregate demand often does not have. 

The production of goods and services requires the employment of factors
 
f production-labor, capital, land, entrepreneurship and management
'hich earn income in return for their services. These incomes provide the
 
herewithal to purchase the goods and services that have been produced.
 
comes thus provide a third way of tallying up national economic activity.
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on the components of aggregate final demand, and so total incomes also 
equal GoP. Aggregate income and its distribution among the basic claimants 
in the economy are major concerns of macroeconomic analysis. 

In socialist economies where rationing is used to distribute many goods 
and services and where the domestic currency is not convertible into foreign 
exchange (and hence into imports), the total national economic output is 
much more difficult to tally. Excess consumer purchasing power, arbitrary 
accounting prices, and the direct allocation of housing, health services, and 
even public transportation make Western macroeconomic accounting systems 
of little use. At the same time, the distribution of incomes is'determined 
primarily by the availability of rationed goods and services, not by money 
incomes as such. For this reason, the extremes of poverty and wealth often 
seen in market economies are not so prevalent in those socialist economies 
that are well managed. 

Each of these three ways of describing a macro economy-demand, supply, 
and income-will be equally valid even in a traditional, subsistence economy 
where exchange of goods and services takes place only by physical baiter. 
Nearly all economies have found a more efficient mechanism of exchange
the use of money as a medium in which the prices of all goods and services 
are quoted. Indeed, it is through prices that all the components can be added 
in a meaningful way. The use of monetary units, however, should not hide 
the "real" nature of the economy being examined. Even when the real level 
of activity is constant, the monetary total of economic activity can change 
because of changes in the general level of prices. 

A general increase in prices-inflation-is amonetary phenomenon caused 
by changes in the amount of money in circulation (or the rate at which it 
changes hands). The monetary policies that bring about inflation, however, 
also involve variaibles that affect the real economy. A complex and poorly 
understood relationship exists among the money supply, interest rates, in
flation, price expectations, investment, and the distribution of income. Money 
is more than just a convenient medium of exchange. It isalso a significant 
factor with direct influence on the level of macroeconomic activity. The 
description and analysis of amacro economy in monetary terms isas legitimate 
and important as its description and analysis in terms of demand, supply, 
and income. 

These various macroeconomic approaches would seem to be of scant con
cem to food policy analysts. As seen in the rice milling example, however, 
most governments try to influence the level and distribution of macroeco
nomic activity with a variety of policy instruments, nearly all of which have 
powerful direct or indirect effects on the food system as well as on overall 
economic performance. Some of these effects on the food system are intended, 
but most are simply accidental fallout. Much of macro policy isdesigned with 
little thought given to its ultimate impact on such important food system 
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'ariables as production, prices, distribution of consumption, and volume of 
ood imports. 

Three main areas of macroeconomic policy will receive attention here: 
le budget, fiscal and monetary policy, and macro prices (foreign exchange 

ates, interest rates, and wage rates). In addition, macro policy has an indirect 
at powerful impact on food prices specifically and on the overall terms of 
ade between rural and urban sectors more broadly. The terms of trade will 
so be considered as an element of macro policy. 
The impact of macro policy on the formation of food policy, and on the 

cod system itself, is summarized in figure 5-1. Although in the figure all the 
rows connecting macro policy to food policy flow in one direction only, 
edback effects can be important in particular circumstances. The diagram 
nphasizes the dual nature of macroeconomic policy: its fiscal and monetary 

omponent primarily expressed via budgetary policy and subsequent impli
tions for monetary growth; and its policy component with respect to the 
ree macro prices-foreign exchange rates, interest rates, and wage rates. 

nflation plays a central role in conditioning the real levels faced by the 
icro decisionmakers in an economy of policy-determined, nominal macro 
,ices. In addition, the border policies discussed in chapter 4 are a major 
terminant of food prices directly and of the rural-urban terms of trade more 
oadly. Figure 5-1 assembles all the components that comprise a country's 
od policy. 

Budget Policy 

No government budget anywhere in the world is allocated solely on the 
'asis of economic criteria. The budgetary process involves hearing and judging 

mpeting claims for budget revenues, and the judgments cannot avoid such 
toneconomic intangibles as national security and political expediency. Most 
aims on budget revenues are challenged and compromised, and few partic

iants end up entirely happy with the outcome. 
Budget allocations to the food sector are no exception, whether for con

umer subsidy programs or agricultural research and extension. Food policy 
ialysts cannot take for granted a guaranteed share of the budget for food 
ograms. Two questions are of chief concern to food policy analysts: how 
rge should overall budget allocations for the food sector be; and how should 
sources be allocated to various programs within the food sector, between 
nsumption and production and between recurrent expenditures and in
stment? Because the implementation of many food price policies, such as 
ose discussed in chapters 2 and 4, requires budget subsidies, to join the 
idget debate is to join virtually the entire food policy debate. Out of this 

ebate emerge the nuts and bolts of a country's actual food policy. 
Figure 5-2 shows the elements of the budget allocation process important 

Figure 5-1. Major Connections between Macroeconomic Policy 
and Food Policy 

for food policy. The size of the government budget is determined by total 
tax revenues and the size of the deficit (or surplus), which together make up 
fiscal, policy. The total budget is allocated between the food and nonfood 
sectors (although the distinction is sometimes arbitrary, as with investments 
in roads or port facilities). As noted above, the basis for making this allocation 
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extends well beyond the results of social benefit-cost analysis to include 
important political and security issues. Allocations to programs for food pro
ducers and allocations to programs for food consumers are not necessarily at 
the expense of each other from a fixed food sector budget. There is some 
tendency for each major program to compete with all other programs in the 
budget, not just with other programs within its own sector. 

For many countries the major budget allocation to the food sector is for 
subsidies to producers, consumers, or both. At one time more than half of 

Sri Lanka's budget was devoted to food subsidies for consumers; in 1981 
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consumers and producers. These subsidies have the implicit goal of dealing 
with the welfare consequences of the food price dilemma-an inability to 
kee:fimpres high and food prices low. Often, as in China, this goal is 
quite'exjilii. 

The relationship between the use of subsidies in effecting income transfers 
to producers and consumers and the role of subsidies in implementing food 
price policy is shown by the dotted lines in figure 5-2. As shown in chapter 4, 
most price policies for basic food grains rely on trade or subsidy instruments 
to force a wedge between international prices for the commodity and its 
domestic price to producers, consumers, or both. Trade restrictions on imports 
or exports produce revenue for the budget. But budget allocations are required 
for the food subsidies needed to keep domestic prices of imported food below 
the international price. As noted in chapter 2, unless these consumer sub
sidies are carefully targeted to particular consumer groups, they inevitably 
spill over to become part of food price policy. Producer subsidies have similar 
characteristics. In some countries budget policy, subsidy policy, and food, 
price policy are the same thing. 

Budget allocations are also required for recurring expenses, such as salaries 
and office expenses for an extension service or market information system, 
or interest on the public debt. Recurring expenses represent government 
consumption. They may be essential to the day-to-day provision of important 
government services, but they do not build new productive capacity except 
in a very indirect way, as when extension agents increase the decisionmaking 
abilities of the farmers they reach. Then the budget is being invested in 
human capital. 

Budget allocations for investment are intended to build long-run productive 
capacity directly. Investments in the food sector are usually designed to 
increase food production-irrigation facilities, rural infrastructure, including 
electrification and roads, agricultural research, and so on. But important 
investments can also be made on behalf of food consumers. Because of the 
relationship among nutritional status, health status, and food intake, gov
ernment investment in public health infrastructure-sanitation, clean water, 
rural clinics, and immunization programs-can significantly improve the ef
ficiency of food consumers' expenditures. Equally important in the long run, 
investments in agricultural research benefit consumers as well as farmers. 
Improved agricultural technology lowers costs of production, and because 
agriculture tends to be a competitive industry, lower costs are passed on to 
consumers quite directly. 

Fiscal and Monetary Policy 

The overall size of the government budget (relative to the size of the 
economy) is determined by two factors: the willingness and ability of the 
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government to tax the domestic economy to produce revenue and the will
ingness to run and finance budget deficits. Both are the province of fiscal 
policy and, because deficits typically are financed by increasing the money 
supply, of monetary policy. The inflationary consequences of rapid increases 
in the money supply can be quite severe, and most countries attempt to use 
tax policy to generate as much government revenue as possible. Raising taxes 
distorts the economy in other ways, however, and these distortions, plus the 
bureaucratic difficulties of administering complicated tax codes in developing 
economies, place tight limits on the size of tax revenues. 

A fundamental principle of taxation in societies attempting to alleviate 
poverty and reach a more equal distribution of income is that the burden of 
taxes, should fall proportionately heavier on higher-income citizens. With 
progressive taxation in many industrialized countries, not only do tax col
lections rise in proportion to a person's income, but also the legislated tax 
rate rises with income. In fact, effective tax rates actually paid are quite 
uniform even in rich countries, and few developing countries are able to use 
progressive taxation because of the difficulty of defining and accurately mea
suring personal incomes. The tax structures of some poor countries are re
gressive because the commodities that are the most easily taxed in such 
countries are those produced or consumed by poor people. Export taxes on 
smallholder agricultural products, for example, usually have a regressive in
cidence. 

The costs of tax collection include administrative expenses and the costs 
taxpayers incur in complying with, legally avoiding, or illegally evading the 
tax laws. Because of the high level of administrative capacity required to 
enforce taxes, especially on factor income (private and corporate income 
taxes and land taxes), most developing countries raise large proportions of 
their revenues from commodity taxes, such as import, export, sales, and 
excise taxes. These taxes are not necessarily regressive, especially if efforts 
are made to exempt the commodities most important in the lives of the poor. 
Failure to make these efforts, however, often means that the tax burden falls 
predominately on poor people. 

A handful of countries have access to significant budget revenues without 
having to tax their own citizens. Exporters of natural resources with low 
exploitation costs, especially petroleum, are able to generate large rents paid 
by foreign consumers. With appropriate government policies designed to 
capture the profits implicit in the gap between the domestic resource costs 
of producing the oil or copper and its sale price in world markets, these 
fortunate countries are able to transfer substantial revenues to the government 
treasury without domestic efficiency losses, income distribution effects, or 
the collection costs associated with raising local tax revenues. 

These countries are not without macroeconomic problems, however. The 
large influx of foreign exchange supports an exchange rate and level of 
imported goods that can seriously reduce output and employment in domestic 
productive sectors, both agricultural and industrial. These macro problems 
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of wealth are perhaps easier to deal with than the problems of a poor resource 
base and low tax revenues, and little attention is paid to the problems of 
countries with foreign exchange surpluses in the rest of this chapter. Signif
icant inflows of foreign aid can also ease the domestic tax burden. Very few 
countries, however, can look to this solution. 

THE MONEY SUPPLY. Given the limitations on raising tax revenues and 
the equally intense pressures to increase spending, most countries incur sig
nificant budget deficits. In principle, the deficit could be covered by bor
rowing from the domestic private sector or from abroad, but in practice most 
developing countries with budget problems finance large portions of their 
deficits through expansionary monetary policy, that is, through central bank 
purchases of government debt. For this reason fiscal and monetary policies 
are closely linked in developing countries. 

Monetary policy affects the size and rate of expansion of the country's 
supply of money. Where up to half a country's our is produced seasonally in 
the agricultural sector, an important task of monetary policy is to manage 
the money supply flexibly to allow enough operating capital to finance sea
sonal requirements. Money, including cash, savings accounts, and demand 
deposits (checking accounts), represents purchasing power in an economy. 
If a government's central bank expands the money supply at about the same 
rate as the economy-wide growth of physical output of goods and services 
(or somewhat faster if the economy is still in the process of becoming mon
etized), the purchasing power of money creates an aggregate demand for 
goods and services that is just met by the available aggregate supply of physical 
output, and overall prices do not change. When a government has its central 
bank print money to finance a large budget deficit, upward pressure on prices 
results because aggregate demand exceeds aggregate supply. In revenue-poor 
developing countries, large budget deficits cause rapid growth of the money 
supply, which usually results in inflation. 

INrLATION. Inflation is a continuing increase in the overall level of prices 
for a country's goods and services, as measured by consumer or wholesale 
price indices. In every economy's national income accounts, aggregate supply 
of goods and services produced must equal aggregate demand from the total 
of expenditures, as shown in the following identity (which holds by defini
tion): 

Aggregate output = aggregate expenditures 

(Origin of income) = (uses of income) 

Y= P*Q=C + +0+ X - M 

where 	Y = monetary value of national output or income 
P = price index covering all goods and services produced 



Q quantity index covering all goods and services produced
C national consumption expenditures in private sector
I national investment expenditures in private sector 
G government expenditures on consumption and investment 
X total value of exports 
M total value of imports. 

When the government runs a budget deficit and finances it by expanding
the money supply, government demand for goods and services (G in the 
identity above) will rise. This increased demand can call forth increased 
physical supplies of goods and services (Q) if there are unemployed resources,
such as idle labor, unutilized plant capacity, or open land, that can be quickly
brought into production. But in developing countries supply bottlenecks 
rather than inadequate demand tend to be the constraint on rapid increases 
in output, and so Q does not increase. For the value of aggregate output (Y)
to equal the value of aggregate expenditures after G has risen, either imports 
must increase (with an impact on the foreign exchange rate to be discussed 
shortly) or the general price level P must rise, thus causing inflation. If the 
balance of trade is held constant, more money is chasing the same amount 
of goods and services. 

This demand-pull inflation results directly from macro policy and is the 
main, but not the only, source of inflation. Cost-push inflation occurs if 
suppliers of inputs, particularly labor unions, are successful in organizing to 
raise the costs of their services. Large wage settlements are then passed along
by firms to consumers in the form of highei product prices. Cost-push inflation 
may be a significant problem in industrialized countries with strong labor 
unions, but it is relatively insignificant in developing countries where in
dustrial sectors are small, and unions, if they exist at all, have limited power.

Inflation can also be imported. The prices of goods and services that 
countries buy from abroad rise along with inflation in the exporting countries. 
In recent years the prices of imports in developing countries have risen 10 
to 15 percent annually, apart from petroleum products whose prices have 
risen much faster than other imports since 1973. Governments with fixed 
exchange rates have little effective control over imported inflation. 

Macro Prices and the Food Sector 

In Western economies most attention to macroeconomic policy has been 
focused on the budget, fiscal, and monetary issues and on the resulting levels 
of aggregate output and rates of inflation. Until recently, relatively little 
attention was devoted to another arena of government macro policy, the
formation of prices for factors of production-labor, capital, and land-and 
the formation of two important terms of trade-between domestic and in

ternational goods and between rural and urban goods. These five prices
wage rates, interest rates, land rental rates, foreign exchange rates, and the 
rural-urban terms of trade (the food parity price)-are significantly influenced 
by basic macroeconomic policy in an economy. 

The rice milling example illustrated the importance of the dual role of 
these prices in allocating resources efficiently and in determining levels and 
distribution of incomes. For both reasons, governments in developing coun
tries frequently use macro policy instruments in conscious attempts to influ
ence the levels of these prices. The direct role of government policy in 
determining three of them-foreign exchange rates, interest rates, and wage
rates-makes it appropriate to call them macro prices. Land rental rates and 
the rural-urban terms of trade are influenced by macro policy in equally 
powerful but much more complicated ways. They are treated as an indirect 
result of macro policy, the outcome of a complex interplay among trade and 
subsidy policies, fiscal and monetary policies, and the other macro price 
policies. 

Macro prices signal the scarcity of the factor of production concerned and, 
consequently, the incomes flowing to each factor. Because most governments 
wish to affect income distribution in their societies, they are greatly tempted 
to use government policy in an effort to set macro prices, rather than allow 
them to be determined by market forces. If wage rates can be set high, labor 
is no longer cheap, and poverty is eliminated. If interest rates can be set 
low, capital is not scarce, and a country can quickly have a modern industrial 
sector. If food prices are kept low, food is abundant, and no one will be 
hungry. Macro prices reflect the most basic conditions of a country's economy. 
A government that attempts to set these prices to express its urgent desire 
for a modern, prosperous society is trying to short-circuit the economic de
velopment prodess. It is no wonder that many countries have tried this 
approach. When it fails-as it must until the productivity base has been built 
that will support higher standards of living in the'long run-the economy is 
riddled with serious price distortions. Resource allocations skew income dis
tribution while much of the labor power of the work force is left untapped, 
and the government faces stagnant growth in both agricultural and industrial 
output. It is not easy to put such an economy back on track. 

Some macro prices are easer to influence than others. The foreign exchange 
rate is most susceptible to government control. Except for cases of significant 
imbalance between the official rate and what private markets are willing to 
pay, most central banks are able to make the official rate widely reflected in 
actual transactions throughout the economy. Interest rates and wage rates 
are subject to progressively less effective government control. As already
noted, the land rental rate and the rural-urban terms of trade are determined 
by even more complicated mechanisms than the specific macro prices. Macro 
policy and the food parity price, however, are functionally related to each 
other and need to be analyzed together. The rural-urban terms of trade cannot 
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be understood independently of macroeconomic policy. A separate sectionof this chapter attempts to show the connections. 

Foreign Exchange Rates 

An exchange rate for a nation's currency establishes its value relative tothe currency of another country. For many industrialized countries the priceof foreign exchange is determined in international currency markets by thesupply of and demand for a country's currency. These are established by thecountry's balance between imports and exports and international capitalflows. Similar fundamental economic forces exist in developing countries,but their exchange rates are typically set by governments rather than determined in markets. Whether a government sets the foreign exchange rate ata level that will more or less clear the market determines whether importsor exports are priced (in domestic currency) at levels that reflect their economic scarcities relative to domestic goods and services that are not tradedinternationally. 

THE EXCHANGE RATE. The exchange rate reflects the rate at which acountry must give up its own currency to obtain foreign currency to importgoods and services, and it simultaneously determines the value in domesticcurrency of goods and services that are exported. If the exchange rate betweenthe Indonesian rupiah (Rp) and the U.S. dollar is set at Rp 625/$1, Indonesian importers must pay 625 rupiahs to receive one dollar's worth of imports,
and similarly each dollar of export earnings is worth 625 rupiahs when translated into domestic currency.
 
A developing country typically ties or pegs its currency to that of a major
trading partner, usually the U.S. dollar, 
which exchanges freely with currencies of other trading partners. As long as the rate is pegged, the currencyfollows the fate of the U.S. dollar in the foreign exchange markets, decliningn value in relation to currencies of third countries as the dollar depreciates
elative to those currencies and rising in value as the dollar appreciates. The
xchange rate between the rupiah and the Japanese yen, for example, is thus
determined by dollar versus yen movements as long as the rupiah remains
ied to the dollar at a fixed rate.
 

A government can change the price of its currency in terms of the dollar
and hence also of all other currencies) by setting a new official exchangerate. To lower the value of its currency, that is, to devalue, a government,imply announces that henceforth more domestic currency will be needed to:xchange for one dollar. A change in the rate from Rp 625/$1 to Rp 700/1 would be a 12 percent devaluation of the rupiah relative to the dollar700 - 625)/6251. Changes in the opposite direction, for example,p 625/$1 to Rp 550/$1 would amount to a 12 percent revaluation f(625 
from 

50)/62 51. 
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OVERVALUED EXCHANGE RATEs. Many developing countries choose ex
plicitly or implicitly to maintain overvalued exchange rates, Such rates keepthe cost of foreign exchange low and hence imports cheap. They cannot be 
maintained with free markets for foreign exchange, however, or there would 
be excess demand for foreign currency to pay for a flood of imported goods.
The low rates can be maintained, only by currency controls, import tariffs 
and barriers, and allocations of foreign exchange to preferred importers or 
for high priority uses (often, unfortunately, military hardware). The presence
of such controls and trade barriers shows that a country's currency is over
valued, although by how much is a difficult topic beyond the scope of this 
analysis. 

If a country's exchange rate is overvalued, commodities such as food crops
that normally are traded internationally either as imports or as exports are 
undervalued. Farmers receive less for their crops than they would if the priceof foreign exchange were market-determined. Hence overvalued exchange
rates act as an implicit tax on agriculture. All consumers of food and other
traded goods are thus subsidized indirectly because of the low prices for these 
items. The government budget is also relieved of part of the direct burden 
of providing any food subsidies since these are shifted to food producers
through lower prices. Consequently, the tendency toward overvalued ex
change rates has a strong biasing effect on the food system, favoring urban 
food consumers and penalizing rural food producers. 

Providers of nontraded domestic services, such as marketing agents and 
civil servants, and of goods that do not enter world trade, such as bulky
commodities with high transportation costs, benefit from an overvalued ex
change rate. The domestic prices of the nontraded goods and services are 
relatively high (and profitable) compared with the prices for food and im
ported goods, which are relatively unprofitable. 

Overvalued exchange rates are a major reason the rural-urban terms of
trade are so unfavorable for agricultural producers in developing coutries, and 
they are a major source of the "urban bias" that, according to Michael Lipton,leaves poor people poor. This urban bias has strong political roots in the
student-industrial worker-civil servant power base df most governments in
the developing world. But overvalued exchange rates are usually not the
result of an overt and conscious choice of the government, even though the
urban political support is welcome. In most cases, overvalued exchange rates 
are generated without specific policy decisions by differential inflation rates
and are sustained to some extent by the prevalence of industrial protection.

If a country begins with a fixed exchange rate that correctly prices its 
currency relative to foreign currencies, then the demand for foreign exchange
is matched by its supply. Domestic inflation, however, places pressure on
the country's fixed exchange rate because import demand will increase in
the face of lower relative prices for imported goods, export earnings will 



decline becauL a of decreased demand ror the goods the .e I I ne remeay ror c. ,rvaiuation or an excnange 
market for foreign exchange will not clear at the fixed exchange rate without 
capital inflows. 

Because virtually all countries experience some inflation, the relevant 
comparison is between the domestic rate of inflation and the rate in countries 
that are major trading partners. If a country experiences an annual rate of 
inflation in its wholesale price index of 20 percent and if its main trading 
partners also experience 20 percent inflation during the year, domestic and 
foreign costs and prices would rise by the same amount, and there would be 
no pressure on the exchange rate (in the absence of other structural changes 
in the economy, such as differential productivity growth). If the inflation 
rate in the principal trading partners is only 8 percent, a figure more in line 
with recent experience of industrialized countries, the differential rate of 
inflation is 12 percent (20 percent in the developing country minus 8 percent 
in its trading partners). The exchange rate thus becomes overvalued by 
approximately 12 percent, even though no policyrmaker made any decisions 
at all about the exchange rate. 

Many developing countries are able to maintain overvalued exchange rates 
because of protective trade policies, often supplemented by exchange controls 
and restrictions on foreign investment. Most governments impose tariffs or 
quantitative restrictions on imports in an attempt to promote more rapid 
industrialization or to raise government revenues. Taxes on exports also raise 
government revenues while keeping domestic commodity prices low. 

Protection is an instrument of industrial policy and of agricultural policy 
in many industrialized countries as well as developing countries, but it has 
an important, and often fully intended, impact on exchange rates which is 
relatively more important for poor countries. Protection raises the domestic 
market prices of protected goods, which are or could be imported. In the 
absence of such protection the prices of these goods would drop, demand for 
them would rise, and more would be imported. Bidding for the foreign ex
change to pay for these imports would cause the equilibrium value of foreign 
exchange to rise. When the government maintains protectionist policies, the 
domestic currency can be overvalued, although supply of and demand for 
foreign currency is in balance. 

DEVALUATION. Overvalued exchange rates tend to divert the flow of pur
chasing power to urban 'areas, usually widening rural-urban income distri
bution disparities. The depressed rural incentives cause low growth in output 
and little gain in rural employment. Low food prices provide general subsidies 
to food consumers, which may protect the welfare of the poor and raise total 
food intake. But since domestic food production is depressed and foreign 
exchange is cheap, food imports tend to expand considerably The strong 
tendency in developing countries toward overvalued exchange rates thus 
places heavy burdens on the design of a food policy. 

rate is devaluation, wnicri 
is meant to permit the economy to regain its international competitiveness. 
Differential inflation distorts the price relationships between tradable goods 
and services whose prices are determined by international market prices and 
nontradable domestic goods and services. The latter are termed "nontradable" 
because transportation costs are so high for certain types of bulky, low-valued 
goods, such as sweet potatoes, that their prices are determined by local supply 
and demand conditions rather than by international market prices. 

Because of differential inflation the.prices of tradable goods in domestic 
currency are too low to clear the market for foreign exchange. At the fixed 

exchange rate, too many imports are desired and too few exports are supplied. 
A devaluation attempts to correct this situation by raising the prices of 
tradable goods relative to those of nontradable goods. Because the amount 
of domestic currency earned per unit of foreign currency is increased, pro
ducers of tradable goods receive higher prices relative to producers of non
tradable goods. It is as if there were only two goods produced in the economy, 
and the govermment~raised the price of one (tradables) while leaving that of 
the other (nontradables) initially unaffected. In the example, a 12 percent 
devaluation results in a 12 percent increase in the price of tradable goods. 

Consumers switch some of their demand from the previously too cheap trad
able goods to the now relatively less expensive nontradable goods. Because 
their prices have gone up, producers of tradable goods expand output, and 
because prices of nontradable goods have fallen, their suppliers contract 
production. Import demand falls, export supplies rise, and demand for non

tradable goods increases. A devaluation thus brings about shifts in demand 
and supply by changing relative prices between tradable and nontradable 
goods. But the decreased supply of and increased demand for nontradable 

goods will push their prices up again unless fiscal and monetary policies reduce 

aggregate demand or changed expectations lead to greater investment and 
less consumption. 

A devaluation by itself, especially if the extent of protection remains 
unchanged, cannot solve the problem. Differential inflation is the cause of 
the overvaluation. If domestic inflation is permitted to continue at levels 
exceeding inflation in the major trading partners, devaluation alone will be 
followed by a rise in the relative price of nontradable goods because of 
inflation. This rise will offset the initial price change and thwart the switching 
of demand from tradable to nontradable goods and of supply in the reverse 
direction. The exchange rate will again become overvalued (albeit at the 
new exchange rate). To be successful in the short run, a devaluation must 
be accompanied by fiscal and monetary policies that reduce inflation by 
cutting aggregate demand and lowering domestic expenditures. To be suc
cessful in the long run, the devaluation must change expectations and gen
erate greater investment by both domestic and foreign firms. 

Most governments, however, find it very difficult to adopt more stringent 
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fiscal, monetary, and exchange rate policies. Devaluation is a politically 
sensitive topic largely because two groups are immediately worse off after a 
devaluation: owners or workers producing nontradable goods and services or 
using large amounts of tradable inputs-for example, civil servants and factory 
workers; and consumers, especially urban residents, who have a high pro
pensity to consume tradable goods. Continued overvaluation subsidizes the 
real incomes of civil servants and urban residents in the short run and thus 
is politically popular. But it acts as an implicit tax on agriculture because 
part of the cost of food subsidies is transferred from the government budget 
to food producers. A devaluation usually raises food prices and thus shifts 
the food parity price (the rural-urban terms of trade) in favor of agriculture. 
Many rural dwellers produce tradable goods with the use of nontraded land 
andlabor and few tradable inputs, and they often consume larger proportions 
of nontradable goods than do urban residents. 

The failure to devalue in order to create better incentives for the rural 
sector lies not with urban-oriented government policy alone, although this 
is important. Many painful adjustments must be made by both producers and 
consumers in an economy when the exchange rate of the domestic currency 
is devalued. The food consumption adjustments of the very poor can be 
especially painful, and one important role for food policy analysts is to design 
programs that protect the short-run welfare of the very poor when a deval
uation is needed. It bears repeating that the devaluation offers the long-run 
prospect of more jobs and faster growth. But the problem both for the gov
ernment and for the poor is how to survive until then. 

Interest Rates 

Interest rates reflect two fundamental aspects of all economies. First, in
terest is the "wage" ofcapital and reflects its productivity in increasing output. 
Capital has an opportunity cost and can be rented just like labor and land. 
It must be compensated for its use at a competitive rate if owners of capital 
are not to withdraw its services. Second, interest rates reflect an essential 
time dimension, as owners of capital have the choice of consuming their 
capital in the present or saving it to reap potentially larger, but later, con
sumption returns. If capital markets were perfect and riskless, the productivity 
dimension of interest rates would just match the "liquidity," or time dimen
sion, of interest rates because transactions between different opportunities 
for productive investments would produce an equilibrium rate of time dis
count. 

In the real world, however, such perfection is seldom achieved. Invest
ments are risky, access to capital markets is uneven, and, especially in de
veloping countries, knowledge of actual investment opportunities and payoffs 
is highly imperfect. Consequently, the marginal productivity of capital, one 
determinant of the interest rate, frequently diverges from the rate at which 
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society values future consumption as opposed to present consumption, the 
alternative determinant of the interest rate. An important goal of financial 
policy is to make this divergence as small as possible. The following discussion 
deals primarily with the interest rate as a reflection of the productivity of 
capital. In well-functioning international capital markets the productivity of 
capital will approximate its opportunity cost, with appropriate discounts for 
lenders' risks and borrowers' concerns for the burden of indebtedness. The 
social rate of time discount is incorporated in the policy perspective. 

CAPITAL MARKETS. Many governments are reasonably effective at setting 
foreign exchange rates and making them widely applicable even if they diverge 
somewhat from equilibrium levels. As the divergence widens, gray and black 
markets for foreign currency spring up, and eventually the government loses 
control of the foreign exchange rate. In such cases most foreign currency is 
exchanged for domestic currency through unofficial channels at rates that 
more closely reflect its opportunity costs to importers and exporters. Furtive 
foreign exchange markets reflect a breakdown of government policy, but 
when government policy is generally effective, foreign exchange transactions 
are handled routinely through the banking system. 

Capital markets are structured quite differently. Almost everyone in a 
monetary economy has the opportunity to be either a borrower or a lender, 
however small, while the great majority of a country's population seldom 
sees another country's currency. Each time a borrowing-lending agreement 
is transacted, a miniature capital market has been established. No matter 
what the central government may want the interest rate in the society to 
be, such individual capital transactions can and do go on. Consequently, 
understanding the functioning of a country's capital markets and the role of 
government policy in setting interest rates in those capital markets is much 
more complicated than understanding how foreign exchange rates are set. 

Government policy with respect to capital markets is significantly affected 
by three related factors: interest rate formation, the development of financial 
institutions, and the impact of monetary policy as an outgrowth of budgetary 
and fiscal policy. Because there are two primary determinants of an interest 
rate, government policy is frequently caught between the scarcity value of 
capital in increasing production and a desire to make capital available at a 
rate that reflects the government's valuation of future consumption relative 
to current consumption. On the one hand, if a society can keep interest 
rates low, then future events have greater present value and the welfare of 
future generations becomes more important. Low interest rates make in
vestment cheaper in a capital stock to bequeath to children and grandchil
dren, and it makes the conservation of natural resources and investment in 
social infrastructure with a long expected life easier to justify economically. 
However, the current generation may not save enough at low actual interest 
rates to finance those investments. 



Keeping interest rates high, on the other hand, reflects the current scarcity 
and productivity of capital in production, induces greater savings, and comes 
closer to matching the rate of time discount of private decisionmakers in the 
economy. Consequently, the first issue for government policy with respect 
to capital markets is interest rate formation. Naturally, it is difficult to judge
what interest rates would be in the absence of policy and how interventions 
actually alter those rates. Still, the direction in which policy is having an 
influence is usually readily apparent, and knowing this is an important starting
point. 

The second concern of government policy is the development of institu
tions that actually carry out the day-to-day functions of a capital market. In 
simple economies households with surplus cash can lend to their neighbors
who need a temporary addition to their incomes. But the essence of a mod
emizing economy is its reliance on a network of financial intermediaries that 
provide convenient and safe places to save money as well as efficient vehicles 
for accumulating savings for further loans to farms and businesses for real 
investment to expand the productive capacity of the economy. 

In most economies capital markets are better developed in urban centers 
and wealthier agricultural areas. There the services of financial institutions 
are widely available. Markets for local securities and bonds provide direct 
firm financing. Local financial intermediaries, such as insurance companies,
banks, and savings and loan companies, provide indirect financing to firms 
and other investors. 

This uneven develpment of financial institutions is one cause of seg
mentation of the capital market and a wide range of interest rates, even for 
similar risks and transaction costs. In addition, segmentation is caused by
government regulation itself, especially of major (and visible) financial in
stitutions in the capital or commercial center, as well as by a tendency of 
governments to subsidize their own banking institutions, thus providing sig
nificant cost advantages over private financial institutions. As a result, rural 
credit markets tend to be informal with very high interest rates, partly because 
of the high transaction costs and greater risk premiums attached to small 
loans. The underdeveloped financial institutions, fear of regulation, and 
resulting segmentation of the capital market inhibit the efficient flow of 
capital from savers to borrowers within rural areas and between urban and 
rural areas. 

The third factor affecting government policy on interest rates is not unique
to developing countries. The role of monetary policy in facilitating fiscal 
policy and financing government budget deficits is a topic of great concern 
in developed countries as well. To avoid inflation, the growth in money
supply should not be significantly greater than the growth in real output
(allowing for changes in willingness to hold money). But "tight money" 
means that a budget deficit must be financed from private savings (or from 
abroad), which tends to drive up interest rates as private borrowers compete 

with the government for the available capital. Recession and unemployment 
are the result. Alternatively, "monetizing" the budget deficit usually leads 
to inflation, which lowers the value of holding a monetary debt instrument,
such as a bond or savings certificate. Lenders may understandably insist on 
higher interest rates to compensate for this decline in value. The resulting
combination of high interest rates and inflation has come to be known as 
stagflation. 

Capital moves relatively freely internationally as modem communications 
and a sophisticated global banking system permit billions of dollars to be 
moved anywhere in the world at a moment's notice. This mobility of capital
further complicates the linkage between interest rates and monetary policy.
High interest rates in a ancountry attract inflow of international capital;
low interest rates tend to cause a capital outflow. These flows of international 
capital affect the supply of and demand for foreign currency and thus influence 
the foreign exchange rate. 

Since the equilibrium exchange rate is significantly affected by differential 
inflation rates among trading partners, the connections among monetary
policy and inflation, interest rates 'andexchange rates, and interest rates and 
monetary policy become obvious although they are extraordinarily compli
cated. In the past, when exchange rates were relatively fixed, macro imbal
ance tended to be reflected in changes in foreign exchange reserves. But with 
more flexible exchange rates and interest rates, imbalances tend to be re
flected by changes in international prices and trade flows and ultimately inthe real incomes of producers and consumers. This is especially true of those 
producers and consumers whose real incomes are very sensitive to prices of 
traded goods, such as farmers who produce food and consumers who buy it. 

OFFICIAL INTEREST RATE. An official interest rate-the level legislated by
the government as the maximum rate that can be charged by lenders--often 
exacerbates capital market segmentation. When the government sets the 
official rate of interest below the market-clearing rate, only privileged bor
rowers gain access to cheap, rationed credit. The residual market for credit,
largely made up of traditional lenders and borrowers, continues to function,
but it becomes a thinner market because of the exit of those able to use 
officially controlled institutions. Credit rationing and reduced savings result
from an interest rate ceiling and cause the interest rate in the residual market 
to be higher than otherwise. 

Official interest rates can be enforced mainly in large, visible financial 
institutions but only rarely in the traditional, informal lending markets. With 
an official interest rate ceiling, the segmentation of the capital market is 
increased because of the even wider differential between institutional and 
traditional lending rates. Farmers and merchants consequently pay more for 
credit in traditional markets, and industrialists pay less in financial institutions 
than they would in the absence of an official interest rate ceiling. 
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NOMINAL AND REAL INTEREST RATES. Inflation and the interest rate are 
related because inflation reduces the purchasing power of monetary assets. 
As prices rise, fewer goods and services can be purchased with a given amount 
of money. Interest payments are monetary assets that are transferred from 
borrowers to lenders within some specified time period. Because interest 
payments have a time dimension, lenders are concerned about inflation, 
which reduces the purchasing power of the interest payments at the time 
they receive them as well as the purchasing power of their capital when it 
is paid back. 

Lenders thus consider not only the nominal rate of interest, that established 
in the borrowing agreement, but also the real rate of interest, the one re
maining after adjustments for inflation. Since both the inflation and interest 
rates are denominated in annual percentages, the real rate of interest can be 
roughly approximated by subtracting the inflation rate from the nominal rate 
of interest. If the nominal rate of interest is 18 percent a year and the annual 
rate of inflation is 16 percent, the real rate of interest is about 2 percent (18 
- 16). The precise formula is {[(1 + nominal annual rate of interest) + 
(1 + the annual rate of inflation)] - 1}. For this example, the precise real 
rate of interest is 1.7 percent [(1.18/1.16) - 11. 

If the annual inflation rate increases to 24 percent in this example and 
the government keeps the official interest rate at 18 percent a year, the real 
official rate of interest becomes negative: about - 6 percent a year (18 
24), or precisely -4.8 percent [(1.18/1.24) - 1]. A negative real rate of 
interest means that savers lose purchasing power by lending their money at 
the official rate and that borrowers are subsidized in real terms. While bor
rowers would prefer negative real interest rates, savers tend to put their money 
in land or commodities, for example, rather than in banks, to hedge against 
inflation. Inflation tends to cause financial disintermediation-the withering 
of financial intermediaries, such as banks, savings institutions, and insurance 
companies-when governments impose ceilings on interest rates. 

A positive interest rate requires that the government, through the central 
bank, maintain the nominal' official rate above the rate of inflation. This 
can be done by controlling inflation, adjusting the nominal official interest 
rate, or some combination of both. In practice, it is politically difficult to 
push up the official interest rate. Maintaining a positive real rate of interest 
is made easier with low rates of inflation. 

Evidence accumulated from the development experience of poor countries 
over the past several decades shows that positive real rates of interest cause 
faster growth of financial institutions, and the faster growth leads to more 
rapid increases in national incomes. A positive real interest rate encourages 
domestic saving and investment, inflows of foreign investment, and thus 
domestic capital formation. The productivity of this new capital is enhanced 

MACRO PRICES AND THE FOOD SECTOR 

because the credit is allocated to its most productive uses by the market rather 
than by rationing decisions of financial institutions and government agencies. 

FINANCIAL POLICY. As the rice milling example suggested, subsidized in
terest rates make investment in modem, capital-intensive technology more 
profitable. It would seem to follow from this that raising interest rates would 
impede the development process, which depends on the accumulation of 
capital, and subsidized interest rates would lead to more capital investment 
and to more rapid economic growth. The flaw in this logic can be undekstood 
only by differentiating static and dynamic effects. Since economic devel
opment is an inherently dynamic process, the dynamic effects of interest rate 
policy will be crucial for judging its impact on development. 

Figure 5-3 illustrates the alternative effects of two stylized interest rate 
policies. "Low" interest rates capture the full effects of official interest rate 
policy that causes negative real rates for privileged borrowers, financial repres
sion, and increased segmentation of the capital market. "High" interest rates 
are meant to reflect a financial policy that allows market-clearing rates to 
encourage savings and to channel capital to its most productive uses, thus 
promoting financial deepening and reduced segmentation of capital markets. 

Two related effects drive the conclusion from figure 5-3 that low interest 
rates lead to low investment, and vice versa, The first relates to the rate of 
savings and the second to the productivity of the resulting investment of the 
savings. Both are large topics that cannot be treated in depth here. 

Private households in both urban and rural areas usually respond to a change 
from negative to positive real interest rates by increased savings. On average, 
more than half the total domestic savings in developing countries comes from 
the private, noncorporate sector. Hence, the positive supply response of these 
savings to the real interest rate can be of considerable quantitative signifi
cance. A country that wishes to increase its rate of growth must either increase 
the rate of investment, by generating the savings resources to make this 
possible, or increase the productivity of the new capital being invested. 

Only a limited number of sources are available for increased savings: larger
foreign capital inflows, higher public savings from increased taxes or profits 
from public enterprises, and positive real interest rates to call forth greater 
private domestic savings. Aid-financed foreign capital inflows are decreasing 
in per capita terms and as a share of world economic product. The profit
making record of public enterprises in both developed and developing coun
tries is not proiising, except for enterprises based on natural resources. Public 
enterprises frequently absorb more public savings than they generate. Hence, 
countries looking for increases in the supply of investable funds usually must 
look to positive real interest rates to encourage their own domestic savers. 

At least as important, these positive real interest rates will also directly 
affect the productivity of the investments made possible by the savings. The 
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Figure 5-3. Effects of Alternative Financial Policies 
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efficiency with which capital invested is convertedin one year into new 
output the following year is crudely captured, after the fact, by the gross
incremental capital-output ratio, or icon. In societies where disinvestment 
has occurred for many years and the economy needs major rehabilitation to 
function smoothly, the icon can drop as low as 2.0 or even lower. It was 
2.1 in Indonesia between 1970 and 1973, when investment in spare parts 

and repair of bridges, roads, and rolling stock paid extremely high economic 
returns. More typically the icon is between 3 and 4 in developing countries,
with 3.5 being an appropriate median. Table 5-1 shows a range of icons for 
a sample of sixty-six developing countries based on World Bank statistics. 

Although the ICOR is not a very useful planning tool-it is difficult to 
measure accurately and is subject to a variety of influences on economic 
output not attributable to incremental investment-its wide range in devel
oping countries illustrates an extremely important point. The productivity
of an investment, or the efficiency with which capital is used in a sodiety,
is as'important for growth and the alleviation of poverty as the investment 
rate itself. 

Countries cannot simply assume a low Icon for planning purposes and then 
have it happen, but they can attempt to create a policy environment that 
leads to the efficient use of capital. Positive real interest rates, increased 
domestic savings and financial deepening, and concentration on labor-in
tensive investments that create many jobs per unit of capital all contribute 
to a lower icon and more rapid growth in economic output. Equally important,
because of the labor-intensive focus ofs'uch an investment strategy, the earned 
incomes will tend to be more equally distributed than is likely from a more 
capital-intensive strategy, even if equal growth were possible from both. 

Growth-oriented financial policy requires that a government manage its 
macro policy to reduce inflation, set its nominal official interest rate higher
than the rate of inflation so that the real official rate of interest is positive,
and avoid imposing regulations that would unnecessarily constrain the growth 
of financial institutions. Such financial policy causes financial deepening 'as 
the services of financial institutions become more widespread. Financial deep
ening in turn results in (and is assisted by) more rapid economic development. 
Conversely, negative real rates of interest and excessive regulation cause 
financial repression. The outcome typically is financial disintermediation-

Table 5-1. Average Gross Incremental Capital-Output Ratios (ICORs) for 
Sixty-six Developing Countries, 1968-73 

Gross capital
output ratio Number of 

(ICOR) countries Illustrative countries 

1.5-1.99 
2.0-2.49 
2.5-2.99 

6 
5 

10 

Singapore, Indonesia 
Korea, Malt 
Gabon, Ecuador 

3.0-3.49 
3.5-3.99 

9 
9 

Kenya, Colombia, Pakistan 
Thailand, Maurtius, Zaire 

4.0-4.5 5 Jamaica, Tanzania 
Above 4.5 22 India, Gambia, Guinea, Chile, Guyana, Zambia 

Source. World Bank, World Tables, 2d ed. (Baltimore, Md :Johns Hopkins University Press,
1980). 
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a smaller role for financial institutions-and stagnant or even negative eco
nomic growth. The rural sector in particular benefits from an expansion of 
financial institutions that gradually replace higher-cost, informal sources of 
credit. Inversely, financial repression and financial disintermediation place 
a heavy burden on development of the rural sector. 

Wage Rates 

Returns to labor are the primary source of personal income for the vast 
majority of the world's households. Incomes generated by the other primary 
factors of production-capital, land, entrepreneurship and managerial skills
tend to be skewed toward the upper third of the income distribution in most 
countries. Since the creation of productive new jobs that pay a living wage 
is the only long-run solution to poverty and hunger, the ability of a govern
ment to raise wages above a subsistence floor and to keep them there for the 
entire population should be a key concern of food policy. As noted earlier, 
however, the mechanisms by which wage rates are actually set are quite 
complicated, and the scope for successful government jintervention to raise 
real wage rates in the short run is surprisingly limited. Attempts to set 
minimum wages often cause repercussions on decisions about investment, 
technology choice, and job creation which have the opposite effect from 
those intended. Just as interest rate policy can have perverse dynamic effects 
which swamp any desirable short-run results, so wage rate policy has the 
potential to cause serious distortions to the development of the economy and 
to exacerbate poverty. 

FORMATION OF WAGE RATEs. Except where labor unions introduce an ele
ment of collective bargaining into the process, wage rate formation in most 
countries takes place in a context of informal markets conditioned by tra
dition, social norms, and labor supply and demand factors where employers 
tend to have much more negotiating power than individual workers. Separate 
but connected markets exist for various skill levels and occupations. In most 
poor countries the important questions for policy analysts concern the for
mation of wage rates for workers who perform unskilled tasks. For workers 
who have no assets other than their own physical capacity, the wages in this 
market determine how close to survival they will be. When governments are 
actively concerned about poverty and income distribution, the pressures to 
legislate a minimum wage for these workers may be great. Understanding 
how these wages are formed without government policy provides the insight 
needed to judge the efficacy of minimum wage legislation. 

Labor markets tend to be more segmented than capital markets, even for 
the basic grade of unskilled workers. Part of the segmentation arises from the 
lower mobility of labor compared withcapital. Workers are limited in their 
willingness and ability to move from one region to another in search of job 
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opportunities, and employers frequently are unwilling to hire workers from 
other regions or because of their race, religion, or sex. Knowledge about 
labor availability and job opportunities is spotty and uneven. Because of these 
labor market imperfections, an equilibrium wage in the absence of govem
ment intervention is hard to determine even in urban labor markets. 

In rural labor markets wage rate formation is even more complicated than 
in urban markets. Many labor agreements for rural workers involve land 
tenure relationships and conditional access to land, payment in kind for 
specific agricultural tasks, and highly regimented division of labor by sex with 
wages bearing little relation to actual physical productivity. Even in regions
with substantially more workers available than can be used productively for 
the available rural tasks, wage rates do not drop to an equilibrium that is 
below a subsistence level. Access to the jobs available tends to be by rationing, 
luck, or the establishment of patron-client relationships that bind landless 
workers to individual landowners or to merchants and small-scale rural man
ufacturers. 

MINIMUM WAGE LEGISLATION. Governments have found it virtually im
possible to intervene successfully in such complicated rural labor arrangements 
without drastic restructuring of tenure relationships and rural asset ownership.
Even indirect mechanisms, such as helping to organize unskilled landless 
laborers into trade unions, have had little effect on changing the real access 
of such workers to regular, productive jobs in the countryside. To create such 
jobs, the structure and dynamism of agriculture itself must change, which is 
a long-run task for development policy, not a short-run task for minimum 
wage legislation. Direct rural job creation through food-for-work projects or 
labor-intensive rural works projects have the potential to guarantee jobs at 
a minimum wage if local management is effective, if engineering design has 
made the projects useful and productive, and if government finances enable 
a continuing commitment to the program. 

In urban labor markets, attempts to legislate minimum wages and improved 
working conditions have been much more successful. In large-scale industrial 
firms, in modem banks and service organizations, and in government em
ployment itself, legislated minimum wages for unskilled employees are en
forced relatively easily. Foreign enterprises in particular, not wanting to be 
charged with exploitation of cheap local labor, usually pay wages at or above 
the legal minimum and above the rates prevailing in nearby informal labor 
markets unaffected by government legislation. 

The effects of minimum wage legislation on urban labor markets are quite
controversial. Almost everyone agrees it has little impact rural wages,on 
except very indirectly. For workers able to obtain jobs at the higher wage,
the result is clearly beneficial. Their incomes are higher than in the absence 
of the legislation, and their families are likely to be better housed, clothed, 
educated, and fed. As part of an urban "working-class elite," these workers 



ire likely to be very strong and vocal supporters of the government program 
and of efforts to keep intact the real purchasing power of the minimum wage 
if inflation is tending to erode it. Since many of these workers may actually 
be part of the government itself, pressures are great to implement and main
tain in real terms a minimum wage that provides a comfortable standard of 
living. 

As figure 5-4 illustrates, however, such a wage policy causes several un
toward effects. In the absence of minimum wage legislation, the urban labor 
market clears at an equilibrium wage of We and workers employed number 
L,. An effective legislated minimum wage raises wages to Was, which reduces 
employment to Lm, while it increases the number of workers willing to work 
at Wm to Ln. Consequently, the result is unemployment equal to U4 
1m workers. 

Figure 5-4. Illustration of the Effect of a Minimum Wage 
on the Urban Labor Market in the Formal Sector 
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In most poor countries these unemployed workers cannot survive without 
some type of job, and they seek work in an informal urban sector while 
awaiting the lucky break that secures them a formal job at the minimum 
wage. Hence a greater segmentation of the urban labor market exists than 
before the legislation. Frequently the benefits from official jobs are so great 
that it is worth spendig. the entire educational process, including college if 
necessary, collecting the qualifying credentials and then waiting for years in 
the informal urban sector until the opportunity comes along. Although the 
worst manifestations of this queuing occur for civil service sinecures, the 
problem is pervasive all the way down the hiring range to janitors in a br~nch 
bank. 

Figure 5-5 illustrates wage formation in 'the informal urban sector. In the 
simplest case, the demand and supply of labor for the formal sector are 

Figure 5-5. Illustration of Wage Formation in the Informal Sector 
of the Urban Labor Market after a Minimum Wage Is Legislated 
in the Formal Sector 
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subtracted from the total labor demand and supply curves, and the previous 
overall equilibrium wage W. is established as the equilibrium wage in the 
informal sector, with employment equal to L. - Ld. Thus workers fortunate 
enough to have a job in the formal sector are paid Wm (the minimum wage 
shown in figure 5-4), and all other workers who were willing to work at W. 
actually have jobs at that wage in the informal sector. This presumes, of 
course, that the government does not try to enforce minimum wages in the 
informal sector by police crackdowns or closing of establishments. If it does, 
then the previous equilibrium shown in figure 5-4, with its open unemploy
ment, is the actual outcome. 

Two dynamic effects prevent the outcome in the informal market from 
beihg quite so positive as initially shown in figure 5-5. First, decisions about 
choice of technique in investment alter the consequent creation of productive 
jobs. High wages induce firms to substitute capital (especially when subsi
dized) for labor, no matter how many workers may actually be available in 
the economy. Labor absorption can proceed more rapidly where entrepreneurs 
are encouraged, not discouraged, from using the relatively abundant resource. 
The reduced demand for labor is shown in figure 5-5 by a shifted demand 
curve, although part of the choice-of-technique effect would show up in the 
informal labor market as additional supplies of workers in search of jobs. 

The second factor also affects the potential supply of urban workers looking 
for jobs in the formal sector but pushed into the informal sector until they 
are successful. If the possibility of obtaining a high-paying job in the formal 
sector attracts additional migrants from rural areas beyond the number that 
would come at the lower equilibrium wage, then the labor supply curve for 
the informal market is shifted out. In combination with the shifted labor 
demand curve, the new equilibrium wage in the informal market falls to 
We, well below even the W. level that would have prevailed in the absence 
of legislation. 

The equilibrium real urban wages that accurately reflect labor abundance 
may be very low and may leave many families in poverty. The alternative, 
however, is a badly segmented labor market with many families left destitute 
by unemployment or low-productivity casual employment. While a targeted 
food policy can ease the short-run consumption problems of the productively 
employed poor, reaching the destitute requires relief efforts that are tangential 
and frequently competitive to the overall task of raising productivity and 
reducing poverty. 

Because minimum wage legislation can be selectively enforced only for a 
few visible firms or in government enterprises, it tends to short-circuit the 
gradual process of poverty alleviation by jumping a few lucky workers directly 
into relative (but only relative) affluence. When the legislation has a mean
ingful impact on urban wages, and therefore -on choice of technique in 
manufacturing and services, the result is to exclude many unskilled workers 
from these benefits and to generate a large, and frequently permanent, sub

class of labor which must subsist on the fringes of formal economic activity. 
It is within these fringes that most urban food problems are found. 

Rural-Urban Terms of Trade 

The rural-urban terms of trade, or the food parity price discussed in chapter 
4, are determined by the interaction of four separate sectoral price elements
output prices for agriculture, input prices for agriculture, output prices for 
the urban-industrial sector, and input prices for the urban-industrial sector. 
Governments can and do influence all four of these sectoral prices, usually 
with very specific objectives. Tariffs on rubber tires make the domestic tire 
industry more profitable, subsidies on steel make bicycle factories more prof
itable, subsidized fertilizer makes grain production more profitable, and sub
sidized grain imports make consumers better-off. 

When combined, these separate price interventions make up the terms of 
trade for the rural sector relative to the urban or industrial sector. These are 
then a direct indicator of the profitability of agriculture and of the purchasing 
power in goods and services of agricultural income. The terms of trade will 
find their own market-determined level in the absence of government in
tervention. But since all governments intervene, the issue is how domestic 
and international markets condition what governments can do and should 
want to do to structure the profitability of agriculture relative to industry. 

Macro Policiesand the Rural Sector 

The social profitability analysis in chapter 3 and the price policy analysis 
in chapter 4 present tools to help address this issue of appropriate government 
involvement in specific sectoral pricing questions. However, the emphasis 
here is on the macro economy. How do macro prices and macroeconomic 
policy influence the rural-urban terms of trade, and how is that influence 
transmitted to and felt in the rural sector? 

Budget policy, fiscal and monetary policy, and macro price policy have a 
far stronger effect on the rural-urban terms of trade than is often realized. In 
many circumstances, sectoral efforts to design incentive price policies for 
particular commodities are partly or even totally vitiated by contrary pressures 
from the foreign exchange rate, alternative subsidy policies, or high internal 
inflation. Understanding the incentives facing rural producers is impossible 
without tracing both the impact of commodity-specific price policies and the 
broader influence of the macro economy on agriculture. 

RuRAL-URBAN BALANCE. Most industrial sectors in the developing world 
are protected by high tariff barriers or direct controls over competitive im



ports. Agricultural producers receive little protection and frequently are ac
tively discriminated against by subsidies on competitive imports and by taxes 
on their exports. As a consequence, the rural-urban terms of trade are skewed 
quite directly by government policy in favor of the urban-industrial sector 
and against the rural sector. 

Such a direct policy has an important indirect effect on the terms of trade 
as well. The higher the level of protection against imports, the more over
valued the foreign exchange rate will be. The agricultural sector produces a 
much higher proportion of tradable goods-whose prices are directly con
nected to international prices-than does the urban-industrial sector. An 
overvalued exchange rate, even when direct controls are not needed to 
enforce it because of supporting trade and protection policies, discriminates 
significantly against agriculture by reducing the rural-urban terms of trade. 

The discrimination has consequences for both agricultural production and 
income distribution. A slower growth in output, reduced incomes in rural 
areas relative to urban areas, and less job creation in agriculture and the rural 
nonfarm service economy all result from unfavorable rural-urban terms of 
trade. Specific commodity price policy can overcome this discrimination to 
some extent. A high rice price, for example, will directly alter the profitability
of growing rice, and the wide variation in domestic rice prices in various 
countries in Asia is evidence of the substantial scope to use trade and subsidy
policy to separate internal commodity price policy from international market 
prices.
 

But the vitality of the rural economy depends 
on more than a single
commodity. The influence macroof the economy-the foreign exchange 
rate, industrial policies that alter costs and prices of important urban goods,
and fiscal and monetary policies that generate internal inflationary rates 
higher than those among the major trading partners-extends into the rural 
economy and affects its vitality in indirect but powerful ways. The clearest 
example in recent years of the macro economy's role in altering the profit
ability of agriculture occurred when oil prices were pushed up on two occasions 
in the 1970s. The agricultural sectors of oil-exporting countries suffered a
 
sharp decline in their rural-urban terms of trade, while the terms of trade for
 
agriculture in oil-importing countries improved dramatically. 

The mechanisms by which oil price shocks were converted into significant
changes in the rural-urban terms of trade instructiveare for food policy
analysts, for they help identify the important connections between macro 
policy and food sector performance. first connection 'isThe through the 
foreign exchange rate directly. Oil exporters tend to run balance of payments
surpluses when oil prices rise sharply, and thus their domestic currencies 
appreciate relative to trading partners who are oil importers. Mirroring this 
effect, the currencies of oil importers tend to depreciate when oil prices rise. 

Actual changes in nominal exchange rates are not necessary for these shifts 

to take place because differential inflation rates can accomplish the same 
changes in real terms. Thus Indonesia maintained an exchange rate of Rp 
415 per U.S. dollar from 1972 to 1978, although its domestic inflation rate 
averaged 5 to 10 percentage points higher per year than the U.S. inflation 
rate over this period. The rupiah appreciated relative to the dollar by perhaps 
50 percent during this time, although no macro policymaker decided to make 
a change in the real exchange rate. The rural-urban terms of trade were hit 
hard by this real appreciation of the exchange rate, and rural productivity 
and incomes suffered. The 50 percent devaluation of the ripiah in November 
1978, a conscious macro policy decision, sharply reversed this rural dedline. 
At least during the late 1970s and the early 1980s, Indonesia was the only
oil exporter with a large rural population that was able to maintain a healthy 
rural economy. This was accomplished by macro policy designed, at least 
partly, with rural interests in mind. 

The second major impact of oil prices on the rural-urban terms of trade is 
less direct. When oil prices rise, oil-importing countries must find a way to 
spur exports if the flow of oil is to be maintained. Governments can stimulate 
exports by providing incentives through a devaluation and also by more 
specific government actions. If a developing country's local industry is not 
competitive in export markets because of high protective barriers (at both 
ends-high costs in its industry and poor access to markets in developed 
countries), policymakers inevitably look to the rural areas for increased ex
ports. To spur rural exports, greater incentives and increased competitiveness 
are needed. These come through cost-reducing measures, increased availa
bility of yield-increasing inputs such as fertilizer, removal of export taxes, 
better attention to infrastructure and marketing facilities, and a commitment 
to new research and technology for agriculture. The evidence is quite clear 
that pressures to pay for oil imports force macro policymakers to improve the 
terms of trade for agriculture. 

INCOME DISTRIBUTION AND PRODUCTIVE INVESTMENT. The importance of 
the rural-urban terms of trade extends beyond structuring incentives to in
crease output or to earn more foreign exchange to pay for oil imports. Rural
urban income distribution is also to a large extent a function of these terms 
of trade. Differentials between rural and urban incomes are the source of 
much of the rural poverty and hunger that food policy analysts are attempting 
to understand. Through migration decisions made by rural households, many 
problems of urban poverty are also connected to these differentials. In nearly
all countries, average per capita incomes in rural lower than perareas are 
capita incomes in urban areas. In a few industrialized countries the disparities 
are only 10 or 20 percent, but in some African and Latin American countries 
urban residents earn ten times and more the income of the average rural 
inhabitant. Apart from its obvious impact on human welfare, the distribution 
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of national income between urban and rural areas is important to food policy 
analysts because it is linked to the macro economy through the structure of 
aggregate demand. 

Rural consumers have different spending patterns from those of their urban 
cousins. At any given income level they consume more food and fewer* 
imported goods and services. Rural demand for domestic manufactures em
phasizes clothing, cookware and dishes, tiles, bricks, and other home con
struction materials, lanterns, and eventually bicycles, radios, and sewing 
machines. By comparison, urban demand patterns usually have relatively less 
domestically produced starchy staples, more meat and fish, more imported 
food (both basic grain and processed luxury foods), and manufactured goods 
with a heavy import content, such as automobiles, motorcycles, television 
sets, and refrigerators. 

In addition, rural households have a higher savings rate at all income 
levels, reflecting the dual role of many households as both producers and 
consumers. A significant share of rural household income is reinvested in 
productive inputs. Some, such as fertilizer or seeds, are only short-run in
vestments, although usually with very high annual rates of return, while 
others, such as investments in farm implements, irrigation and drainage 
facilities, and livestock, may have a significant long-term payoff. A dimin
ished flow of income to rural areas usually means a sharply diminished rate 
of rural investment and a consequent slackening in demand for rural labor. 

Extensive research by John Mellor and his colleagues, especially in an 
Indian context, has shown the important second-round effects of the different 
consumption patterns in urban and rural households. Each rupee spent by a 
household creates additional spending as the recipients add these rupees to 
their incomes and then pass them on through their own expenditure patterns, 
thus multiplying the effect of any new purchasing power. In terms of em
ployment created and further economic activity in total, the multiplier effects 
of the extra rupee spent by a rural household are larger than those of the 
marginal rupee spent by an urban household in the same income class. Some 
evidence suggests that the multiplier effects are larger for rural lower-income 
households than for higher-income households in either rural or urban areas 
if their additional food demand is met from domestic production rather than 
from imports. Otherwise, as Mellor points out, poverty-oriented development 
strategies are self-defeating: food price increases or balance of payments prob
lems eliminate the income gains of the poor. 

The discussion of the impact of macro policy on the rural-urban terms of 
trade has now come full circle. A failure of the rural sector to increase 
productivity is the primary bottleneck for any strategy attempting to raise 
the incomes and reduce the hunger of the poor. To eliminate the bottleneck, 
additional incentives to agricultural producers are likely to be needed, but 
these may well lower the real incomes and increase the hunger of the poor. 
The food price dilemma has reasserted itself, this time with the added macro 
dimension. It is important to understand the implications of this new con-
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nection, for it narrows the options for policymakers striving to generate a 
healthy rural economy in the long run, while it reemphasizes the need to 
find short-run food interventions to reach the poor. 

Rural Growth and Long-run Economic Efficiency 

The elements of a strategy for dynamic growth in the rural sector include 

a modem technology base, an infrastructure capable of moving inputs and 

output efficiently, an institutional support system that provides farmers and 

merchants with reliable and current information and that sets and enforces 

fair "rules of the game," and a set of positive incentives to farmers to-increase 

output. In the context of the available technology and all the other infra

structural investments and institutional support, these incentives are heavily 
influenced by the rural-urban terms of trade, which are the outcome of a 

host of interacting sectoral and macro policy decisions. 
It is fair to say that much of the environment for rural decisionmaking is 

dictated by macro policy and the macro prices. Rapid rural growth over long 

periods can occur only when this macro environment encourages the efficient 

allocation of resources. Short bursts of growth are possible from any of the 

other elements in the decisionmaking environment-a new seed technology, 
subsidized fertilizer, or a more effective extension service. But for the long 

haul, rural growth will falter in the absence of an overall economic envi

ronment that encourages and ultimately forces the allocation of land, labor, 

and capital into their most productive uses. Good macro policy facilitates 

rural growth. 
Precisely the same statement holds for the rest of the economy. The 

overwhelming lesson of development experience over the past few decades 
is that the efficiency with which resources are allocated determines how rapid 
the growth path will be. This experience is contrary to the expectations of 
many economists and planners in past years, who noted that static economic 
losses to allocative inefficiencies were small, typically less than 2 percent of 

national income even for severe distortions, and hence could easily be dom

inated by more rapid growth. Just the opposite has happened. 
The dynamic efficiency losses are compounded, not eliminated, in the face 

of macro policy that distorts the allocation of economic factors, diverting 
them from their most productive uses. The distortions usually found-over
valued exchange rates, subsidized interest rates, minimum wage legislation, 
depressed agricultural incentives, and low food prices-arise from attempts 

to control inflation and the distribution of output in the short run. But 
economic growth, including growth in rural areas, is ultimately inhibited by 

such a set of macro signals. At the same time, the short-run distributional 
and welfare concerns remain and, indeed, are exacerbated if attempts are 
made to bring the macro prices and macro policy into alignment with the 
underlying scarcity value of resources. 

The 'tension between productive efficiency and economic growth in the 
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long run and the short-run consumption consequences ot the macro envi- IThe curve depicting the current choices available between "efficiency" 
ronment needed to generate such growth is one of the core topics of this 
book. A fairly direct link exists between efficient growth in the rural sector 
and efficient growth in the rest of the economy because both are conditioned 
by the same set of macro prices and macro policies. 

This means that the food price dilemma, which has been treated so far as 
primarily a sectoral problem, is in fact part of a larger macro price dilemma. 
This larger dilemma is the basic choice all societies must make between equity 
and efficiency. To show the nature of the tradeoffs involved in making this 
choice, it is convenient to focus the discussion on the food sector itself. Even 
here quantification is not easy, but it is easier to deal with the tradeoffs in 
the. food sector alone than to juggle those in the entire economy. 

Figure 5-6 illustrates the basic issues. The core of the figure is the curve 
showing the "welfare-efficiency frontier," or the short-run choices available 
between food intake of the poor and efficient allocation of productive re
sources in the rural sector. There is,of course, much more to the distributional 
and welfare aspects of the food price dilemma than the food intake levels of 
the poor. Similarly, there is much more to efficient growth than static al
location of resources and total factor productivity. However, these two axes 
capture the essence of the dilemma while still permitting some concrete sense 
of what is at stake. 

Figure 5-6. The Food Price Dilemma Illustrated 
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and "welfare" is drawn in such a way that only part of the range involves a 
tradeoff. For both low welfare levels and low efficiency levels, raising one 
also raises the other. In many countries whose present situations fall within 
these boundaries, greater efficiency in production will improve welfare, not 
decrease it. For some countries greater welfare would lead to improved effi
ciency. In contrast, countries currently between A and B on the choices 
frontier have to make very difficult tradeoffs with respect to food price policy 
and other food sector interventions, and these countries face the food price 
dilemma directly. 

A healthy rural sector with appropriate incentives will grow in total output 
and in productive efficiency over time. This is shown by a widened frontier 
in the second period ifsociety starts at point B, which maximizes the efficiency 
of resource use. As the productive capacity per capita grows, the society's 
potential to eliminate food energy deficits also improves. 

By contrast, if the society starts at point A, where food intake of the poor 
is maximized at the expense of efficient use of rural resources, the future 
capacity either to produce or feed people is reduced-to the inner frontier 
shown in figure 5-6. The growth path available to society is a function of 
the actual starting point on the short-run curve of available choices. A high 
welfare, low efficiency starting point, such as A, is not stable in the long 
run because the welfare potential declines either toward C, with negative 
growth, or through A" toward B, with greater growth but reduced welfare. 
Alternatively, a high efficiency, medium welfare starting point, such as B, 
puts a country on a path of rapid growth in output via B" but slow progress 
in reducing hunger. 

Starting point B is generated by a macro policy environment that provides 
efficient incentives to the rural sector but with no food policy interventions 
on the consumption side. A continuation of such a policy approach would 
lead society out path BB". The result is rapidly increasing rural productivity 
and a gradual reduction in the proportion of the population with food energy 
deficits. In the absence of any consumption interventions, such as the food 
stamp programs or fair-price shops described in chapters 2 and 4, such a 
neoclassical growth path eliminates energy deficits slowly and asymptotically. 
Even wealthy countries without food interventions have hungry people. 

The alternative to the neoclassical growth path BB" is a food policy path 
BB' that involves more active government intervention in the food system. 
Some growth in efficiency and output is sacrificed for a much more rapid 
elimination of hunger, but economic growth remains a major objective of 
overall food policy. How to reach and stay on BB' is practically a definition 
of the food price dilemma. The resolution requires a combination of policies 
that provide farmers with adequate incentives while poor consumers are 
protected from high food prices by targeted food interventions. By now the 
analyst can begin to see the various pieces needed to complete this puzzle. 
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Some countries have attemptedrco use their macro food policies and bud

getary allocations to favor short-run welfare. Those that have succeeded find 
themselves at point A, facing production stagnation and some difficult choices 
over what policies will best provide for continued short-run protection of 
existing welfare levels and yet guarantee that future welfare levels can be 
maintained. As T. W. Schultz's book (see Bibliographical Note to chapter 
I above) on distortions of agricultural incentives indicates, many countries 
that have followed such a welfare policy are actually at point C, where greater 
productive efficiency would help welfare even in the very short run. 

Ideally, a country starting at point A (or even at point C) could find a 
set of policies and programs that would permit rapid growth in productive 
efficiency in the rural sector without sacrificing welfare. Path AA' (or CAA') 
would then permit the small remaining food energy gap to be closed in the 
context of rapid and efficient growth. 

Most rural growth strategies as now understood by the economic devel
opment profession do not permit a direct transition from A to A'. In fact, 
most of the welfare policies that have produced starting point A are inimical 
to rapid and efficient growth because they suppress incentives to farmers as 
a way of keeping food prices low to all consumers or financing direct food 
subsidies for urban consumers. Implementing a rural growth strategy that 
reverses this low food price bias and provides new price incentives to the 
rural sector will cause the growth path to be from A via A" to B, and then 
along B". 

For policymakers in countries starting between C and A, a growth path 
of AA" to BB" must look distressing indeed. Taking that route requires a 
significant increase in the degree of perceived hunger among the population, 
which gives rise both to legitimate welfare concern and to strong political 
pressures to dismantle the growth policies that use incentive prices. Are there 
any alternatives? 

This book attempts to outline the framework for a set of food policies that 
open path AA' and BB' to governments with a significant desire to alleviate 
chronic hunger among their people. Reaching such paths requires active 
government intervention in food systems in a way that encourages private 
incentives. Simultaneously, consumption interventions that reach the target 
population of individuals and families with food deficits must be designed in 
a way that maintains fiscal integrity and does not destroy farm incentives. 
Achieving these multiple and conflicting objectives is the task of a macro 
food policy, whose elements are assembled in chapter 6. 

The Macro Perspective 

Macroeconomic issues are abstract and frequently counterintuitive. What 
seems at first glance like good policy turns out to have negative consequences. 
In addition, the familiar decisions of everyday life are not paralleled in 

macroeconomic decisionmaking. To be sure, there are macroeconomic de
cisionmakers, but they are public officials who must respond to a wide variety 
of pressures and constraints, not simple economic criteria, in designing and 
implementing macroeconomic policy. 

Macroeconomic policy also performs in a subtle and frequently irreversible 
fashion. Economists are accustomed to being able to operate policy levers 
equally well in either direction and expect decisionmakers to respond at the 
margin. Supply and demand elasticities work both ways, but response to 
macroecoiomic policy changes is not so direct. Expectations 'and a sense of 
the future are inherent components of that response, for the role of macro 
policy is to keep a nation's economy on an even keel, headed in the right 
direction, and actually making progress. In short, macro policy fosters the 
environment in which economic development takes place. 

This environment is not merely a succession of short-term policy settings, 
but is more properly conceived of as part of a historical evolution, where 
decisionmakers have memories as well as expectations. The memories cause 
a sharp dichotomy in what macroeconomic policy can accomplish. It can be 
very effective in creating an environment of distrust, high risk to investments, 
and extremely short time horizons for decisionmakers. It can, in fact, bring 
the economic growth process to a halt almost overnight. 

Macro policy cannot, however, easily recreate the environment for growth 
once its fragile structure has been undermined. Regaining the confidence of 
investors large and small, foreign and domestic, requires a lengthy commit
ment to investment incentives which have few short-term payoffs. Policy

.makers often cannot withstand the pressures to show immediate results. They 
respond with actions that threaten further the very confidence they must 
win. 

The food system has a major stake in this process. Macroeconomics is far 
removed from the problems caused by a delayed shipload of grain, but solving 
those problems in a sustainable manner comes with the structural transfor
mation of the food system itself. This transformation is intimately tied in 
with the development of the rest of the economy, which depends on the 
continuity and skillful design of macroeconomic policy. 

Bibliographical Note 

The literature on macroeconomics is vast, but it virtually ignores food and 
agriculture. Similarly, most of the literature 'on food and agricultural policy 
has a micro focus which does not examine the macro environment in which 
the food sector must develop. The references here note the exceptions, but 
provide mainly a guide to the macroeconomic policy literature that is relevant 
to the food policy issues discussed in this chapter and to the literature on 
food and agriculture that raises macroeconomic issues. 



The four basic areas of macro policy-budget policy, fiscal and monetary 
policy, macro price policy, and the rural-urban terms of trade-are placed 
in an economic development context in a textbook sponsored by the Harvard 
Institute for International Development, S. Malcolm Gillis, Dwight H. Per
kins, Michael Roemer, and Donald R. Snodgrass, Economics of Development 
(New York: Norton, 1983). Many of the theoretical issues connecting the 
macro topics discussed here are dealt with in detail in a textbook by Rudiger 
Dornbusch, Open Economy Macroeconomics (New York: Basic Books, 1980). 
A helpful review of the formal models available to macro policy analysts is 
Lance Taylor, Macro Models for Developing Countries (New York: McGraw-
Hill, 1980). Chapter 5 of Taylor's book contains a model called "price policy 
and the food that people consume" and concludes: "The best way to sum. 
marize . . . is to observe that like many macro interventions, changes in 
food price policy cut with more than one edge. . . . This conclusion ... 
does point to an important corollary: attempts to 'get the prices right' may 
indeed have positive effects on output or economic efficiency, but their 
negative distributional consequences for some groups in the population may 
be large." Taylor's book tends to build from Ricardian and Keynesian bases 
rather than from a neoclassical market-equilibrium approach, but it provides 
a powerful insight, available in no other volume, into how to think clearly 
about macro problems, including food and agricultural problems, in a de
velopment context. 

Budget policies and their relationship with fiscal and monetary policies are 
summarized in W. M. Corden, Trade Policy and Economic Welfare (Oxford: 
Clarendon Press, 1974), especially pp. 58-87, and are treated at greater 
length in John F. Due and Ann F. Friedlaender, Government Finance: Eco
nomics of the Public Sector (Homewood, Ill.: Richard D. Irwin, 1973), and 
in John F. Due, Indirect Taxation in Developing Countries (Baltimore, Md.: 
Johns Hopkins University Press, 1970). 

The term "macro prices" was first used in a paper by C. Peter Timmer, 
"Public Policy for Improving Technology Choice," Discussion Paper no. 84 
(Cambridge, Mass.: Harvard Institute for International Development, March 
1980), where their impact on the rural sector and on appropriate development 
strategies was treated in the context of a continuum of decisionmaking be
tween micro and macro levels. The literature on each individual macro price 
is extensive. A theoretical approach to exchange rate policy is fully developed 
in W. M. Corden, Inflation, Exchange Rates and the World Economy (Oxford: 
Oxford University Press, 1977). Complementary textbooks include Richard 
E. Caves and Ronald W. Jones, World Trade and Payments: An Introduction 
(Boston: Little, Brown, 1981); and Charles P. Kindleberger and Peter H. 
Lindert, InternationalEconomics (Homewood, Ill.: Richard D. Irwin, 1978). 
Empirical evidence on the purchasing power parity theory is contained in 
Ronald 1. McKinnon, Money in InternationalExchange: The Convertible Cur
rency System (New York: Oxford University Press, 1979); on the effects of a 

devaluation in Richard N. Cooper, "Currency Devaluation in Developing 
Countries," Essays in International Finance, no. 86 (Princeton, N.J.: Princeton 
University, June 1971); and on the implicit tax on agriculture fostered by 
an overvalued exchange rate in Ian Little, Tibor Scitovsky, and Maurice FO. 
Scott, Industry and Trade in Some Developing Countries (London: Oxford 
University Press, 1970). 

The approach followed here to analyze interest rate policy is based largely 
on two seminal books, Ronald 1. McKinnon, Money and Capitalin Economic 
Development (Washington, D.C.: Brookings Institution, 1973), and Edward 
S. Shaw, Financial Deepening in Economic Development (New York: Oxford 
University Press, 1973). Empirical evidence of the links between positive 
real interest rates, financial deepening, and economic growth is presented in 
Hang-Sheng Cheng, "Financial Deepening in Pacific Basin Countries," San 
Francisco Federal Reserve Economic Review (Summer 1980). 

A particularly useful review of financial policies is contained in a special 
issue, "National and International Aspects of Financial Policies in LDCs," 
World Development, vol. 10, no. 9 (September 1982). The paper by John 
Williamson in this volume, "On the Characterization of Good Economic 
Policy: Is There a Consensus?" suggests four policy rules which appear to be 
consistent with the main themes of this chapter: "(1) the pursuit of micro
economic efficiency, to place the economy on the frontier; (2) maintenance 
of an effective, though not necessarily rigid, anti-inflationary stance; (3) 
continuous maintenance of internal balance [between aggregate demand and 
aggregate supply]; and (4) medium-term pursuit of a current balance [of 
payments] target guided by thrift and productivity" (p. 695). 

The discussion of the formation of wage rates draws on a literature as vast 
as the economic development literature itself, based as it is on labor surplus 
models and the availability of rural labor at subsistence wages. A recent 
review places this entire topic in historical and analytical perspective and 
emphasizes the enormous complexity of rural wage determination: Hans P. 
Binswanger and Mark R. Rosenzweig, Contractual Arrangements, Employment 
and Wages in Rural LaborMarkets: A Critical Review (New York: Agricultural 
Development Council, 1981). A book by John Connell and Michael Lipton, 
Assessing Village Labor Structures in Developing Countries (New Delhi: Oxford 
University Press, 1977), discusses the implications of rural labor markets on 
rural-to-urban migration. Two books provide very helpful insights into the 
overall effects of macro policy (and macro prices) on choice of technique, 
employment generation, and the ultimate impact on alleviation of poverty. 
A. K. Sen, Employment, Technology and Development (London: Oxford Uni
versity Press, 1975), presents an integrated theoretical perspective on the 
topic, while Gary S. Fields, Poverty, Inequality, and Development (Cambridge: 
Cambridge University Press, 1980), is the best available review of empirical 
evidence on the impact of macro policy on the distribution of income and 
on alleviation of poverty. 
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For over two decades the works of Bruce F. Johnston and John W. Mellor 
have provided insight and evidence on the connections between agriculture 
and development of the rest of the economy. Their joint article in 1961, 
"The Role of Agriculture in Economic Development," American Economic 
Review, vol. 51 (September 1961), pp. 566-95, began the long process of 
thinking about the agricultural sector as a potentially positive factor in de
velopment rather than as a repository of resources to be tapped at the pleasure 
of national planners interested in industrialization. Mellor's text, The Eco
nomics of Agricultural Development (Ithaca, N.Y.: Cornell University Press, 
1966), developed many ofthese themes empirically and analytically. Chapters 
on. "Agriculture and Capital Formation," "Agriculture and Foreign Ex
change," and "Increasing Rural Welfare" still speak directly to the macro 
issues discussed here. A book that synthesizes much of Johnston's thought, 
done jointly with Peter Kilby, an industrial economist, is Agriculture and 
Structural Transformation: Economic Strategies in Late-Developing Countries (New 
York: Oxford University Press, 1975). The Johnston-Kilby volume is partic
ularly concerned with the issue of technology choice discussed here and with 
appropriate policies to generate efficient use of resources. A similar book by 
Mellor, The New Economics of Growth (Ithaca, N.Y.: Cornell University 
Press, 1976), identifies both conceptually and empirically the important 
linkages between agricultural performance and overall macroeconomic growth. 
A paper by Graciela Chilchilnisky and Lance Taylor, "Agriculture and the 
Rest of the Economy: Macro Connections and Policy Restraints," American 
Journal of Agricultural Economics, vol. 62, no. 2 (May 1980), pp. 303-09, 
presents a comparative statics framework for addressing these issues, primarily 
in a Latin American context. 

The model of macro-micro connections and the empirical evidence that 
provided an understanding of the impact of oil prices on the rural-urban 
terms of trade are presented in C. Peter Timmer, "Energy and Structural 
Change in the Asia-Pacific Region: The Agricultural Sector," Discussion 
Paper no. 140 (Cambridge, Mass.: Harvard Institute for International De
velopment, December 1982). 

The consequences of macroeconomic distortions and of a macro reform 
are beginning to be documented in a rapidly growing literature. An analysis 
of the comparative empirical evidence on the important relationships between 
macroeconomic policies and development is in two volumes published in the 
series "Foreign Trade Regimes and Economic Development," for the National 
Bureau of Economic Research (Cambridge, Mass.: Ballinger Press): Anne 0. 
Krueger, LiberalizationAttempts and Consequences, vol. 10 (1978), and Jagdish
Bhagwati, Anatomy and Consequences of Exchange Control Regimes, vol. 11 
(1978). The results of these books and of other recent work on this topic 
are reviewed and extended in Ronald 1. McKinnon, "Foreign Trade Regimes
and Economic Development: A Review Article," Journal of InternationalEco
nomics, vol. 9 (1979), pp. 429-52. A lively debate on the actual effects on 

developing economies of stringent macro reforms occasioned by external debt 
crises, as well as a more general discussion of economic stabilization theory
and comparative policy experience, is contained in William R. Cline and 
Sidney Weintraub, eds., Economic Stabilizationin Developing Countries (Wash
ington, D.C.: Brookings Institution, 1981). 



M M-M-M-- -- -MMM---


World
 
Development
 

Report
 
1983
 

Published for The World Bank
 
Oxford University Press
 

6 Pricing for efficiency 

In the industrial market economies prices play a 
pivotal role in the allocation of resources. The cen 
trally planned economies have also started to move 
in that direction, and in developing countries there 
is a growing body of evidence on the benefits of 
using prices to reflect scarcities and encourage 
growth. Remunerative prices helped foster South 
Asia's agricultural development in the 1960s, and 
competitive exchange rates contributed to the ex
port successes of several East Asian countries in 
the 1970s. 

Yet government development programs often 
still concentrate more on the quantity of saving, 
investment, and output than on prices Where 
governments have intervened directly in prices, 
they have often produced unintended results. Price 
controls to improve income distribution, for ex
ample, have sometimes ended up hurting the 
poorest-as when low food pices, intended to 
benefit the urban poor, reduce the incomes of the 
(more numerous) rural poor. Similarly, import 
controls designed to save imports and improve the 
balance of trade have often harmed exports and 

- home production and ended up worsening the 
trade balance. Controlled low interest rates in
tended to help investors and farmers often ended 
up reducing the pool of savings available and forc
ing small investors and farmers to rely on high 
interest rates in black or informal markets. Pricing 
policy became increasingly critical in the 1970s be
cause of the international upheavals in energy 
prices, interest rates, and exchange rates. 

This chapter reviews the extent of price distor
tions in developing countries in the 1970s and 
assesses their impact on growth The main con
clusion is that during the 1970s price distortions 
were serious in many developing countries. Those 
countries with the worst distortions experienced 
significantly lower domestic saving and lower out
put per unit of investment, thus leading to slower 
growth. 

Price distortions 

The issue of price distortions has been widely re
searched and debated in recent years and has been 
reviewed in several earlier World Development Re
ports . Distortions exist when the prices of goods 
and services, as well as of capital and labor, do 
not correctly reflect their scarcity. For goods that 
are internationally traded, scarcity is generally in
dicated by international prices (a fuller discussion 
is given in Box 4.1). 

Puce distortions may be caused by monopolistic 
- tendencies in the private sector or by government 

intervention. It is possible for government inter
venlions, if properly designed, to correct distor
tions. In most instances, however, price distor
tlions are introduced by government directly or 
indirectly in pursuit of some social or economic 
objective, sometimes deliberately, sometimes in
cidentally. 

In most cases, these price-distorting polices have 
their ongin in a complex set of political and eco
nomic factors. In the 1950s the dominant theories 
of economic development played down the power 
of prices and the degree of flexibility in resource 
allocation. Instead, inward-looking trade polices 
were favored by governments in many newly in
dependent countries, partly in reaction to the co
lonial power's keenness to export their agricultural 
products and to import industrial products from 
the metropolitan country. In other counritnes, par
ticularly in Latin America, governments wanted 
to be less dependent economically on the domi
nant industrial powers Many of the controls lead
ing to distortions were imposed in response to 
scarcities of foreign exchange, or capital, or certain 
goods (particularly during and after World War 
II); but the controls were often continued even 
after their rationale had vanished. Often distor
tions have arisen as the unintended by-product of 
inflation under a regime of fixed exchange rates. 
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As background research for this Report, the 
available facts on price distortions have been col
lated for thirty-one developing countries, repre
senting more than 75 percent of the population of 
the developing world excluding China. The analy
sis concentrates on distortions in the prices of for
eign exchange, capital, labor, and infrastructure 
services (particularly power). Distortions are not 
measured against some theoretical ideal, but are 
practical approximations commonly used in policy 
analysis. For example, to measure distortions in 
the pricing of foreign exchange, one should ideally 
measure the effective exchange rates for imports 
and exports as they deviate from the "equilb
rium" rate. In practice, it is difficult to calculate 
equilibrium exchange rates; policy discussions 
generally focus on changes in real effective ex
change rates from a base penod, together with the 
effective protection or taxation of traded goods. 
Similarly, distortions in interest rates are judged 
by how far interest rates were negative in real 
terms; in wages, by movements in real wages rel
ative to productivity adjusted for changes in the 
terms of trade; in the value of money, by high 
and accelerating inflation; and in infrastructure 
prices, by the rates of return in utilities The es
timated price distortions are found to be inveisely 
related to growth and efficiency, but there is no 
strong evidence of such distortions leading to any 
gain in equity. 

Exchange rates 

Changing the real exchange rate can be a powerful 
tool for balancing trade without burdening the ad
ministrative system and without distorting do
mestic incentives. Yet in the 1970s in many coun
tries with a large balance of payments deficit, the 
exchange rate was allowed to become overvalued 
in relation to the purchasing power of the cur
rency This lack of competitiveness became par
icularly serious in sub-Saharan'Africa, where the 
average real effective exchange rate appreciated by 
44 percent between 1973 and 1981. (The real ef
fective exchange rate is here defined as the import
weighted exchange rate adjusted by the ratio of 
the domestic consumer price index to the import
weighted combination of consumer price indices 
in the trading partners.) Several Afncan countries 
now find that producers of traditional export crops 
cannot be paid enough to cover their costs of pro
duction, even though these are the crops for which 
they have a strong comparative advantage. (Cocoa 
in Ghana is an obvious example and is discussed 
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in Chapter 8, Box 8.1.) While the problem was 
generally less severe for other regions, in several 
countries an overvalued exchange rate harmed not 
only the balance of payments but also their growth. 
Even in such countries as Argentina, Chile, Sri 
Lanka, and Uruguay, which initiated programs of 
economic reform durng the 1970s, the real ex
change rate was subsequently allowed to appre
date and thus weakened their reform programs. 

Trade restrcions 

Trade restrictions have often led to high and var
iable rates of protection between different manu
facturing industries. By contributing to an over
valued exchange rate, such restrictions have 
Inadvertently discriminated against both exports 
and agriculture. In several countries (such as Cam
croon, Ghana, Senegal, Tanzania, and Turkey), 
this bias against exports has been supplemented 
by export taxes or even outright restrictions, some
times leading to increased agricultural imports at 
the expense of domestic production. 

When import controls are intended to protect 
infant industries, they are rarely geared to pro
mote an industry's long-run growth potential; nor 
are they reduced even after the industry has reached 
adolescence. The loss of efficiency resulting from 
such policies can be considerable. In extreme 
cases-steel in Bangladesh, tin cans in Kenya, and 
cars in Thailand-the foreign exchange cost of im
porting raw matenals and capital significantly ex
ceeds the foreign exchange cost of importing the 
finished products. Apart from these losses, the 
system of protection in many developing countries 
has become a serious administrative burden and, 
by giving windfall gains to those who obtain im
port licenses, often makes the distribution of in
come more unequal as well. 

Interest rates 

Overvalued exchange rates and low tariffs on im
ported capital goods encourage capital-intensive 
techniques at the expense of creating jobs. These 
tendencies are strengthened when interest rates 
charged to borrowers (and paid to savers) fall short 
of the inflation rate. At vanous times in the 1970s, 
negative real interest rates were almost a world
wide phenomenon But they were particularly se
vere and persistent in countries such as Argentina, 
Brazil, Ghana, Jamaica, Nigeria, Peru, and Turkey, 
frequently reaching double figures. Such negative 
real interest rates not only penalize savers and 
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stimulate capital outflows but also encourage ex
cess demand for credit-which is then suppressed 
by rationing loans, causing more administrative 
burdens. 

Costs of labor 

Capital-intensive investment has also been en
couraged where the price of labor has been in
creased by unrealistic minimum wage laws and 
social security taxes. In many mineral-based 
economies, especially in Africa and Latin America, 
the drive for higher mining wages has spread to 
other sectors. This has pushed labor costs far above 
those of competitors, and encouraged rural people 
to leave the land in pursuit of the high wages paid 
to those lucky enough to find jobs in the urban 
sector. In some Latin Amencan countnes In the 
1970s, social security coninbutions have added up 
to 20 percent to the cost of labor. In the 1970s 
wage negotiations in several countries (such as 
Ivory Coast and Sri Lanka) failed to allow for de
terioration in the country's terms of trade. As a 
result, real wages grew significantly faster than 
productivity adjusted for changes in terms of trade. 

Infrastructural semices 

The rapid increases in international costs of energy 
and capital in the 1970s required correspondingly 
higher prices for infrastructural services, which are 
generally both energy and capital intensive. With 
the exception of some oil-exporting countnes and 
sometenergy products, most developing countries 
have adjusted domestic energy pnces to interna
tional levels. However, infrastructure pnces have 
been raised too slowly to judge by the low rate of 
return on capital achieved by power utilities. A 
review of sixty countries conducted by the World 
Bank in 1980 showed that about half had low (less 
than 4 percent) rates of return, while several m
curred losses. In transport and water supply, rates 
of return are not available for any sizable sample 
of countries, but the indications are that most 
countries fail to recover the full costs of these 
services. Such underpricing not only increases 
demand for these capital- and energy-intensive 
services but also undermines the financial viability 
of the agencies supplying them. 

Inflation 

The 1970s was adecade of nsing inflation the world 
over, with most developing countries experiencing 
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double-digit rates. Nearly all the countries that 
had high-15 percent ayear or more-inflation in 
the 1960s (such as Brazil, Chile, Republic of Korea, 
arid Uruguay) continued in that category in the 
1970s, and many others joined their ranks. In sev
eral countries (such as Argentina, Bolivia, Chile, 
Ghana, Mexico, Nigeria, and Turkey), the rate of 
inflation in the 1970s was high, and several times 
that in the 1960s. Rapid and accelerating inflation 
undermines allocative efficiency because it in
creases uncertainty and induces savers to invest 
in unproductive "inflation hedges" such as real 
estate, consumer durables, gems, and foreign cur
rency deposits. Some countnes have developed 
complex systems for indexing wages and pnces to 
compensate for inflation, though this is adminis
traiivelycostly and tends to penalize those (mostly 
poor) people outside the indexation system. Where 
indexation does not exist, the "inflation tax" con
tributes to a growing sense of gocial and economic 
injustice. 

Linkages among distortions 

Most price distortions are connected: some coun
teract each other, others are reinforcing. For ex
ample, an overvalued exchange rate tends to offset 
the degree of protection given by tariffs, but it 
increases the bias against exports caused by export 
taxes. Consumer subsidies may moderate the 
pressures for raising wages but exacerbate infla
tionary pressures through increasing budgetary 
deficits Low interest rates and transport prices for 
farmers, along with subsidized inputs, may coun
terbalance the losses they suffer from an overval
ued exchange rate. Similarly, agricultural protec
ton works not only through its effects on agriculture 
but also through its effects on wages and industrial 
efficiency. 

It is therefore not enough to judge the efficiency 
of allocation on the basis of individual distor
tions-as is done, for example, when growth is 
related just to inflation or just to interest rates 
Some composite measure of price distortions is 
needed. Nor is it enough to analyze only static 
efficiency. Price distortions that produce a loss of 
static efficiency might nevertheless increase dy
namic efficiency, or they might produce cumula
tive dynamic losses. Finally, it is hard to know at 
what point investment encouraged by protection 
or subsidized interest rates becomes profligate. The 
answers to these questions must be sought front 
empirical evidence. 

That evidence is set out in Figure 6.1 For each 

= M M 

58 

59 



M M m  m M MM - -M - -mm 	 - -  -

TABLE 61 
Indices of price distortions and various components of growth in the 1970s 

Domiestic 
Sample AnnundGOP Simple saings Siuple

Datoriion group growth rate group ncomera group
Country 	 index average (percenl) oawrage (prcent), average 

Malawi 1.14 63 	 14 
Thailand 	 143 72 21 
Cameroon 	 157 56 18 
Korea, Rep of 	 157 9.5 22 
Malaysia 	 1.S7 1.56 78 6.8 20 - 21.4 
Phappines 	 157 63 24 
Tunisia 157 75 	 27 
Kenya 	 17 65 19 
Yugoslava 	 17 58 27 
Colombia 	 171 5.9 22 

Ethiopia 1.86 2.0 
Indonesia 186 7Y6 22 
India 166 3.6 20 
Snriank 186 4.1 13 
Brazi 1.86 1.95 84 5.7 22 178 
Mexico 1.86 52 22 
evory 2.14 	 24Coast 67 


Egypt 2.14 7.4 12
 
Turkey 2.14 5.9 17
 

Senegal 	 2.29 25 '- 8 
Pakistan 	 229 .. . 47 7 
Jamaica 	 229 -1 1 16 
Uruguay 	 229 35 14 
Bolivia 	 2 29 4 8 20 
Peru 	 229 2.44 30f 3.1 21 138 
Argentina 	 2 43 2.2 22 
Chile 	 243 24 14 
Tanzania 	 2.57 49 12 
Bangladesh 	 257 39 2 
Nigeria 	 2.7! 65 21 
Ghana -	 286 -0.1 9 

Overall average 	 2.01 50 174 
Not available 

a Incase anrealCDPvalued at current pncesdivided by investmert at asrrent pacesThis athe reopercalof the Ieinmental-capiial-ouput
ratio. adasatedfor difieresatmrates of Inflation ianmnvestment is equivalent to income rat, angoodsand COP.It thur of return rvued 
captal 
b CDP growth rates were negive 
SourceWorld I52Deirlahepat Report 

of the major prices, distortions are classified as the "Ihigh"' category. It is interesting to note that 
high, medium, or low on the basis of available these groups contain a mixture of countries, un
figures and the qualitative judgments of Bank staff. connected by geography, natural resources, or de-
For a particular country the degree of distortion gree of government activism. 
may be widely different for different prices. A 
composite index was therefore obtained by cal- Price distortions and growth
culating an average of price distortions (see Box 
61). Figure 6.1 ranks countries in order of increas- A large body of theoretical literature has demon
ing distortion in the 1970s. Malawi, Thailand, strated how pace distortions result in a loss of 
Cameroon, the Republic of Korea, and Malaysia efficiency. At anempirical level, studies of Brazil, 
have the lowest distortion, while Argentina, Chile, Chile, Pakistan, Philippines, and Turkey relating
Tanzania, Bangladesh, Nigeria, and Ghana are in to the 1960s estimated that the costs of distorted 
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prices due to trade restrictions alone could have 
amounted to 4 to 10 percent of their GNP Those 
countries thatembarked on programs of correcting 
pnces in the 1960s (for example, Brazil, Colombia,
and the Republic of Korea) also showed significant 
gains in output (and employment) resulting from
these liberalization efforts More recently, as re
counted in the 1981 World Development Report, it
has been found that countries which avoided dis
torting trade policies were typically more success
ful in adjusting to external shocks in the 1970s;
than those with distorted pnces 
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37 32 39 07 

93
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1.9	 -7320 9
 

-1.9
95 2.6
- .2 -841 

6.1 35 

Statistical analysis of the relationship between 
the Pnrie distortion Index and growth in the 1970s 
confinin these evare findings The average growth 
rate of those developing countries with low dis
tortions in tie 1970s was about 7 percent a year

2percentage points higher than the overall aver. 
age. Countres tho high distortions averaged 
growth of about 3 percent a year, 2 percentage 
Points lower than the overall average

The relation between price distortions and the 
various components ofgrowth is presented inTable6 1. High distortions are associated with low do
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Price distortions and growth in the 1970, 

11,hson Freign
change 

prcing 
Factor product 
pnrg pnong Composite distortion index Growth of GDP, 1970-G80 

S drson. * Estimated Box 6.1 Price distortions and growth: a statistical analysis N 
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InFigared ilthedistortonuindsresinma- thesedrcamstances the composite dis- sidered in amore complete explanation
 
or pricesare classifiedas low, medium, tortion index InFigure 6 1 is obtained as, to account fulMyfor the variation in growth
 

and high- For statstical analysis, these a simple unweighted average of the in retes Thus asshown i Figure 6 1, Bra.
categories were replacedby numbers 1, dvidual distortions n], Egypt, Indonesa, Nigera, Republic 
2, and 3 respectively. For the panel of The figures on growth raes and dis- ofKorea,and Ivory Coast did much be
thirty-one countries, the degree of dis- tomon indices show that the relatively ter than would have been predicted by
tortion in eachprice, thus defined, was high (top one-tlurd) distortion countnes the regression equation, and Ethiopia, 
found to be negatively correlated with had growth rates about 2 percentage Ghana.and JamaIcaconsiderably worse 
the GDP growth rates during the 1970s, points lower than the average (which is Wbide of distartions inpricesthe degree 
with the exchange rate distorton being about 5 percent ayear) and the low (bot- hasa gnsificantassoastion with growth,
the moat signuficant tom one-thrd) distortion countries, were the analysis indicated vairtuallyno cor-

These distortions are interrelated about 2 percentage points higher than relation with the disiribution of income
 
among themselves and each distortion average. For twenty-seven countries for which
 
affectsgrowth through acomplicated set The regression equation relainggrowth figures are available on income distri
ofinteractions on vanous elements of the to the composite distortion Index shows bution, the analysis shows that the dis
economy Therearethereforemajorcon- that pricedistortsons can explain about tomon index explains hardly 3 percent
 
ceptual and statistical problems in any one-third of the variation In growth per- of the variationin equity, when the latter 
attempt to identify simultaneouly the formanceMany other elements, not least is measured b/the proportion of income
 
effects of individual distortions on over- natural resource endowment as well as going to the bottom -40 percent of the
 
all growths or the relative importance of other economic, social, political, and in- population
 
different distor.tons us the total nux. In stitutional factors.wouid need to be con

mestic savngs in relation to GDP and with low the rest is the result of other economic, social, 
value added per unit of investment (this latter political, and institutional factors. So a country
association being statistically stronger). Distor- well endowed with natural resources (such as . 
tions also affect growth rates in agriculture and - Nigeria) or with an active and mobilzed labor force 
industry, with a marked influence on exports. In (such as China) could still grow relatively fast even 
short, the statistical analysis clearly suggests that if its price structure is distorted. With fewer price 
prices do matter for growth distortions, however, its growth would be signif-

However, price distortions alone can explain less icantly faster. 
than half the variation in growth among countries; 

In this figure cuntries are listed in order of increasing degree 
of distortion n pnces in the first section.,the color of the 
squares indires thedegreeof distortion in the prinopal cat
egones of pries The middle section isa composite idex of 
price distortion for eachcountry as acanntry's distorton mdex 
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inceases, the color of the circle changes from yellow to red. In 
the nght hand section, the blue crcles show the actual annual 
rate of growth of GDP, the greenciroes areestimatesof GDP 
growth obtamedby a regression relatmnggrowth to the distor
ftn Index. 
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OBJECTIVE(S): At the end of this session participants will be able to:
 

o Understand what are the key issues of policy dialogues and the 
respective place of issue delineation, policy papers and policy research
 
in that process.
 

ABSTRACT:
 

Policy dialogue between foreign assi'stance donors and recipient 
countries requires an understanding of the respective roles of the 
various levels of policy from the broad'macro framework to sectoal 
policy to the specifics of project related policy. Without facilitative 
macro policy, projects will not work; but, conversely good macro policy 
is for the prupose of creating a favorable environment for the real 
business of development - projects - and hence good projects and project 
policy are also esential. 

Policy dialogue requires correct delineation of the issues; development 
of papers drawing from existing knowledge to focus on those issues; and 
researchh to expand knowledge so that policy papers and policy can 
improve in the future. Lack of knowledge especially at the sectoral and 
project level is a major constraint to improve policy in developing 
countries. They still lack the institutionalized systems for providing 
data and data analysis for effective policy improvement. 

Required/Optional
 
HANDOUTS:
 

o Mellor, John, "Agriculture on the Road to.Industrialization", 
IFPRI, Reprint # 83, Washington. /X 

o Mellor, John and Johnston, Bruce, "The World Food Equation: 
Interrelations Among Development, Employment, and Food 
Consumption," IFPRI, Reprinted from the Journal of Economic 
Literature, Vol. 22, June 1984. X 
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John Mellor 2/ 

John Mellor focused his talk on three important themes:
 

1) 	The importance of research and policy papers; 

2) 	How should the major donors focus attention on policy change; and, 
3) The major policy dialogue issues.
 

1) The Importance of Research 

If 	 a policy needs to be changed, then you need a policy statement. 
You need the 'written word' which clearly states the arguement and 

its justification. This forces the writer to be logically consist

ent. If information is lacking then you are limited and you do the 

best you can.
 

The need for policy change and policy papers creats the need for new 

research which inturn generates new information in a systematic fash

ion. The International Food Research Institute (IFPRI) conducts 

research on food policy issues to close information gaps. Its re

search program is pragmatic, and does not focus on more esoteric 

topics, such as; improving methodological approaches to social 

scfence investigation, or defending mathematical arguements for new 

analyetical techniques. Practical research programs in the fields of 

1/ Presented to the Agricultural Policy Course #206 sponsored by USAID's
 
Training Division and Checchi and Company, Fredericksburg, Virginia,
 
June 2, 1986. This summary is based on notes from Ernest Carter,
 
Course Supervisor, Checchi and Company.
 

2/	Director of the International Food Research Policy Institute,
 
Washington, D.C.
 



economics and agricultural economics exist at US Land Grant universi

ties, however these programs could be made more relevant. One major
 

question which still must be addressed is how to institutionalize
 

research programs in developing countries. 

2) How to Focus Attention on Policy Changes 

It is necessary to first define just a few core objectives, and focus
 

attention on a simple set of priorities at the top. In Africa, there
 

may be an advantage when only a few rudamentary institutions exist, 
because this allows you to get a fresh start. The next step involves 

breaking down the core objectives into their operational parts -

this isuwhere the process-becomes complex and disagreements arise.
 

To be effective, major donor agencies like the World Bank and AID
 

must be able to follow and support policy changes all the way down 
through the-system, from the ministerial level on down to the farm
 

level. However, experience shows that donor agencies are incapable 

of doing so, because budgets are spread too thinly or personnel are
 

rotated too frequently. It is improtant to understand how Land Grant 
universities fit into this scheme, and how their support can be 
better tailored. There is a need for more policy papers at the var- 


ious levels of policy analysis.
 

3) The'tajor Policy-Issues (Africa) 

** Agricultural Growth Linkages 

Convert growth in the agricultural sector to overall economy-wide 

growth. This dynamic process is especially important for employment
 

reasons. This point comes from the Asian experience (for example,
 

conversion worked well in Taiwan), however it is still relevant in 
the African context.
 

I
I
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** Markets and Pricing Policy 

Conservative political parties are now asking for greater reliance 

on market forces, but even in the US it is politically difficult to
 

press for policy reform in this area. In developing countries the
 

task is even more difficult because you need large data bases on
 

seasonal price changes, cropping patterns and production responses,
 

etc. However, as yet there is little information. Furthermore, the
 

government must still make the necessary investments in infrastruc

ture and extension to facilitate a greater reliance on markets. 

* Agricultural Production 

Parts of Africa are undergoing a production decline which must be 

reversed. Several areas deserve attention. Agricultural Research 

Systems are overextended. National programs must narrow their focus 

on fewer commodities, and international programs must be better co

ordinated and research goals better prioritized. Fertilizer applica

tion focusing on maise and a few other crops must be increased. The 

Asian experience demonstrates the importance of fertilizer and other 

inputs in increasing yields. Infrastructure, especially Road Sys

tems, must receive higher priority. Marketing margins are demonstra

tively higher in Africa as compared to Asia. One solution to this 

situation is to regionalize. Finally, Labor Productivity must in

crease. 

** International Trade 

The world will be entering a more dynamic demand and supply period
 

where the more open economies of developing countries will experience
 

even greater gains and losses from trade. Therefore, an improved
 

trade analysis capacity will become even more important for develop

ing countries.
 



AGRICULTURAL POLICY SEMINAR
 
Session Outline
 

Session Title: Measuring Costs and Benefits of Date: Monday, June 2
 
Agricultural Market Intervention 

Lead Instructor: Tweeten Session #: 3 
Co-Trainer(s): Fletcher Time: 2:00-4:30 pm 

OBJECTIVE(S): At the end of this session participants will be able to:
 

,o	Understand the impacts of government pricing policies on producers,
 
consumers, marketing agencies, and the government budget.
 

o Identify information on pricing policies relevant to policy decision
 
makers.
 

o Develop skills needed to reconcile efficiency and equity objectives in
 
designing alternative market and price interventions. 

ABSTRACT:
 

o Demand and Elasticity Concepts 
* consumers' surplus 

o Supply and Elasticity Concepts 
* producers' surplus 

o Types of Inefficiencies 
* allocative 
* x-inefficiencies 
* rent-seeking behavior 
* public administration costs 

o Costs and Benefits of Market and Price Interventions 
* agricultural producer price policies 
* consumer price policies 
* input price policies 

READINGS: 	 Required/Optional
 

o Tweeten, L., Introduction to Agricultural Policy Analysis: 
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INTRODUCTION TO AGRICULTURAL POLICY ANALYSIS: THE 

DISTRIBUTION OF ECONOMIC COSTS AND BENEFITS FROM 

MARKET INTERVENTION
 

,by
 

Luther Tweeten* 

Government interventions in markets sometimes correct market 

failure and thereby provide more efficient and equitable allocations. 

In other cases, perhaps most, interventions tesult in allocations that 

are less equitable and efficient than thoa of the market. This paper 

shows how to measure economic costs, benefits and redistributions 

induced by market interventions. 

The paper is divided into five parts. The first introduces a 

conceptual framework for policy analysis. The second applies the 

framework to agricultural product markets; the third to agricultural 

input markets. The fourth section illustrates the framework applied 

to actual data for price policies in Portugal and Liberia. The final 

section lists conclusions and limitations.
 

1. INTRODUCING A CONCEPTUAL FRAMEWORK FOR POLICY ANALYSIS 

Policy analysis of the symptoms, causes, and cures for economic 

problems requires understanding of concepts such as supply and demand 

*Regents Professor, Department of Agricultural Economtcs,zS'Z 
Oklahoma State University, Stillwater. Background material for
 
Agricultural Policy Analysis Project; Abt Associates lead contractor, 
and funded by the U.S. Agency for International Development. 

and of economic efficiency and equity. Obtaining that understanding 

and noting the role of the public and private sectors in achieving 

economic efficiency and equity is the purpose of this section.
 

Understanding Supply and Demand
 

A political-economic-social system serves nuerous ends or 

purposes such as providing employment, price stability, justice, 

security, and growth. Each of these can be regarded as ends-in-view 

to the most basic of all ends of the system: to improve what is 

variously called satisfaction, welfare, well-being, utility, or 

quality of life for people. 

Figure 1.1 shows how economics relates to that concept. One unit 

of a good (or service) Q provides the most satisfaction when people 

have little of it. As they consume more, they value each additional 

unit less and less. Also some people derive more satisfaction from 

the commodity Q than do other people. Arraying units ql 2' " 

q14 per unit of time for a given population, from the initial unit 

providing the most satisfaction d to the final unit providing zero 

satisfaction d1 4 , the curve D is traced out in Figure 1.1a. The 

total satisfaction is quantity times utility per unit and from the 

first unit is qld 1 , from the second unit is q2d2 , and so on to
 

q14d14 - 0 satisfaction from the last unit. Total satisfaction 

potentially obtainable from consuming Q is the sum of all these 

individual segments. Adding these bits of satisfaction arrayed from 

the first unit giving someone much enjoyment to the last unit giving 

no enjoyment obviously traces out the area beneath curve D. If Q were 

costless to produce, society would do well to 
consume 14 units of Q.
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goods by producing q1 
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other 


S14 in Figure I.la. The cost of 

of producing unit q1 4 is 


of Q rises because diminishing returns set in - more 
additional units 

of alternatives are required (more output is 
and more resources 

Q. Producing more food
each additional unit of

foregone) to produce 


more health care, 
 shelter, 
means foregoing productionof 


The total value foregone by

or entertainment.transportacion, 


value foregone per unit.
 
producing Q is the number of units times the 

14 units of Q is 
Thus the total satisfaction sacrificed to produce 


q I+ q2 a 2 + _ I q1 4 5 1 4. That amount is the area
 

beneath curve S. 

The benefit dI less the sacrifice s1 is the net benefit to 

. Up to in Figure 1.1a,producing and consuming q1 q8society from 

the cost of producing and consuming each 
the benefit exceeds 

But the cost (sacrifice) exceeds the benefit
 additional unit of Q. 

The net benefits to society,
from producing more than q8 .
 

-a
 are 
) + (d 2 -s 2 ) + .. . + q 1 4 (d 1 4 1 4 ) , 

q 1 (d 1 -s 1 q 2 

units of Q. To produce less 
greatest by producing and consuming eight 

each unit of output provides
Q would reduce well-being because 

in excess of costs. To produce more than eight units of Q
benefits 


would reduce well-being 
 because each additional unit of output 

than is gained in benefits from having more Q.
requires more sacrifice 
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Thus the most efficient output, eight units in Figure 1.1a, provides 

the mrst net satisfaction to society.I 

Any economic system -- whether socialist; barter, or capitalist 

-- must produce and consume uhere D and S intersect if they are to 

provide the most possible well-being to society. A problem is that 

individuals acting in their self interest do not bring about this 

outcome in the absence of a coordinating framework. Individuals 

acting alone can enrich themselves at the expense of society. Some 

coordinating system is essential to ensure that private greed is 

turned into public good; to ensure that self interest is turned into 

the public interest. 

Two basic systems attempt to do this - the market system and the 

public system. The market system uses prices and profits to allocate 

resources and products to their best uses; the public sector uses 

political and administrative decisions to allocate resources and 

products. Each system has advantages and disadvantages, a number of 

which are discussed below. 

The Role of the Market 

If consumers are rational in allocating incomes to achieve the 

greatest satisfaction in a competitive market system, the value per 

1Problems arise in aggregating satisfactions among individuals. 
Teeten and Mlay (1984) and Harper and Tweeten (1976) have estimated 
total and marginal utility of income in the U.S. Utilities derived
from a given income do not seem to differ statistically among regions,
between rural and urban sectors, and over time. However, marginal
utility systematically declines for higher income levels. The
empirical studies provide optimism that utilities can be measured and 
compared with some reliability among groups but not necessarily among
individuals. 
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unit (V/Q) in Figure 1.1a is price. This price-quantity schedule is 

shown as the demand curve AD in Figure 1.lb. If suppliers 

discriminated among consumers to derive the maximum price for each 

unit, total revenue available from Q (qld 1 + + ... +q2d2 


q14d14 in Figure Ia) is the area beneath the demand curve AD in 

Figure 1.1b. I 

If producers are rational and act to increase profits in a 

competitive market, they will supply quantity ql at a price as, 

quantity q2 at a price 82' and so forth. If suppliers are paid 

only this minimum price, they will just cover their variable or extra 

costs of producing Q. They will be as well off by producing as by not 

producing and they will make no profit. These variable, coats just 

equal the value of other output that could have been produced had they 

not produced Q. (Fixed costs are not opportunity costs that influence 

supply because they do not represent goods and services sacrificed; 

that is, fixed resources cannot be diverted to other commodities in 

the specified time horizon.) It is apparent that the greatest 

potential net money value of goods and services available from society 

is the area between D and S to the left of q. (Figure la) in a 

market economy, the same output that provided the most net 

satisfaction as noted earlier.
 

That area of net social benefit or net value of output is shown 

as ABC in Figure 1.1b. If the market price is p for all, net value of 

output is divided into a portion ABp going to consumers, called 

consumers surplus, and a value pBC going to producers, called 

6 



producers surplus, in Figure 1.1b. The producer surplus 'is a 

return to fixed resources.
 

Whether in fact the actual' allocation in a market economy will 

result in that of the ideal (q. in Figure la) depends on a number of 

assumptions or considerations, the most important of which are listed 

below:
 

(1) Society is rational, with producers allocating resources and 

products to increase profit and consumers allocating to increase 

well-being. 

(2) Buyers and sellers are sufficiently numerous so that no one 

can manipulate market price.
 

(3) Private incentives facing individuals and firms are the same 

as 
social incentives applicable to society.
 

(4) The distribution of resources 
is equitable.
 

It is useful to review briefly each of these assumptions. How 

well are they met?
 

Producers Act to Increase Profit and Consumers
 

Act to Increase Satisfactions
 

There is substantial evidence that most consumers and producers 

act rationally to improve their satisfactions in a competitive 

economy. Producers do this by allocating resources and products to 

increase profits or to reduce losses. Consumers do this by spending 

their income to improve their well-being. 

If producers do not combine resources in a least-cost manner to 

produce output, net benefits to society (producers plus consumers 

The concept of producers and Consumers surplus has been used 
widely to measure economic outcomes. See Gardner (1981) and Tweeten 

(1979, chapters 15 and 16) and Timer et Al. (1983, chapter 4).
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are reduced as indicated in Figure 1.2a. Assume that 
surplus) 

to produce output
producers use inefficient combinations of resources 

is S rather than the
 
so that the private supply curve 


minimum-cost social supply curve Sa. A higher price than the real 

cost to society is required to induce firms to produce and supply any 

1.2a. Quantity q' is produced rather than 
given quantity in Figure 

cost (net value of goods and 
the ideal quantity q. The net social 

area 1 plus 2. The cost of an inefficient inputservices foregone) is 

mix (sometimes called "X-inefficiency") is area 1 and the cost of 

area 2 (sometimes called
deviation from the equilibrium output q is 

"dead weight" loss).
 

consumers have multiple objectives such as

Of course, firms and 

growth. For these and other reasons,stability, security, and 


economic adjustments frequently require more time than might be 

supposed. Market participants will change allocations only if 

costs of adjustments. Because
expected benefits exceed expected 

costs become very high for achieving full information
incremental 

and for removing all variation in economic outcomes, it does not pay 

instabilxty or uncertainty. That is, a well-functioningto remove all 

uncertainty and instability. After adjustingeconomy will contain 

data for risk, time preferences, and costs of adjustments, research 

analysts find that producers and consumers on the whole behave quite 

predictably in response to incentives in a market economy. 

Many Buyers and Sellers
 

market among buyers and sellers drives priceCompetition in the 

No one producer or
 to p, resulting in ideal output q in Figure 1.1b. 

Suppose a market has insufficient 
consumer can influence price. 


9 

sellers 	to provide workable competition. Successnumbers of buyers or 

by producers in restricting output to obtain a higher price loses some 

benefit and transfers income from
of the potential net social 

consumers to producers. 

a flat demand curve, hence a changeEach farm firm usually faces 

in output of any one farm does not influence market price. When a 

farmer 	 in a competitive environment attempts to raise price, his 

market and revenue are lost. Figure 1.2b illustrates whatentire 

happens when an imperfectly competitive firm facing an downward 

at level q' to raise pricesloping demand curve restricts quantity 

from p to pl. One effect is to transfer net social benefits from 

social benefits is the consumers to the producer. The change in net 

consumers
gain to producers (area 1 less area 3) less the loss to 

social loss (net revenue foregone by(area 1 plus 2). The net 

society) is therefore area 2 + 3 from restricted output q' instead of 

ideal output q. 

How many competitors in an industry are essential to maintain 

effective competition? Studies in the United States indicate that 

firms control 65-80producers' profits are not much influenced until 8 

percent of the output of an industry or 4 firms control 50-65 percent 

of the output of an industry (see Miller, 1982). Even fewer firms may 

be unable to exploit consumers if competition is available from 

or from 	abroad. For example, a highly concentratedcompeting products 

broiler producing industry may not be able to obtain monopoly profits 

if competition is keen from beef and pork. Also, monopoly profits 

elude one or a few domestic firms in a concentrated industry if 

competition is maintained through open international trade channels. 

10
 



Thus the market is quite robust in producing desired outcomes shown as 

p and q in Figure 1.1b even without a large number of firms in an 

industry that is not shielded from competition. 

Private Incentives the Same as Social Incentives
 

The market does not allocate efficiently when incremental private 

water pollution they impose on others, 

benefits (costs) differ from social benefits (costs). That point is 

illustrated in Figure 1.2c. When firms incur no costs for air and 

incremental opportunity costs 

applicable to society are S but to the firm are S . Firm output 

in response to prices is depicted by the supply curve S . When 

social costs exceed private costs, too much output is produced and the 

net value of output is reduced.
 

When 

private firms respond perfectly to increase profit under such 

circumstances, inefficiency results. When producers sell commodities 

containing harmful pesticide residues or microorganisms unbeknown to 

the consumer, private benefits to the producer exceed social benefits 

to the consumer. That is, the private demand curve D exceeds the 

Sometimes social benefits diverge from private benefits. 

P 

social demand curve D . Consumers make their purchases based on 
8 

prices along the demand curve D . When individuals and firms face 
P 

demand curve D and supply curve S , equilibrium output is q1 

compared to socially efficient output q in Figure 1.2c. The net loss 

in real value of goods and services sacrificed due to the divergence 

between private and social cost (benefit) is the area between Ds and 

Ss from q to q' - the shaded triangle - in Figure 1.2c. 

Many factors cause divergence between private and social cost 

rights or other reasons, developers(benefit). For lack of property 

11 
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of improved technologies such as high yielding varieties may not be -.2
 

able to appropriate sufficient benefits to cover development costs. 

Hence social benefits exceed private (firm) benefits and the market 

acting alone is inefficient.
 

Sometimes the market must ration Vipited resources among 

,competing users . The incremental cost to any one producer using a 

communal grazing area may be much smaller than the cost to producers 

as a whole or to society. If each producer acts alone to increase net 

revenue, the land will be overgrazed to the detriment of all. This 

"tragedy of the commons" also applies to communally held air and water 

resources. Establishment of individual property rights alleviates the 

commons problem but creates distributional problems. 

In a very different case, suppose a highway bridge has been 

built. As long as the bridge is not overcrowded, the cost to society 

of another vehicle using the bridge is essentially zero. If a toll is 

charged to users, the private cost will exceed the social cost of 

using the bridge. A toll causes some vehicles to avoid the 

underutilized bridge. Because those who can benefit from it at no 

cost to society fail to use it, a net social cost accrues. I
 

In the case of so-called public goods such as national defense 

and police forces, provision of the service for some also provides the 

same service for others. And consumption by one consumer does not 

reduce consumption by others. It is not possible to exclude nonpaying 

"free riders" from taking advantage of police protection or national 

defense provided by others. Most people will want to be free riders. 

1 One quandry is how and when to finance construction of bridges 
in the absence of a toll.
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A private firm providing local and national security will be unable to 

appropriate enough of the benefits required for an optimal system to 

cover costs. The system will not' be adequately funded by the market 

alone. Net social costs such as the shaded area in Figure 1.2c will 

accrue, except that in this case the output will be underproduced with 

q' to the left of q.
 

Distribution of Resources
 

It was apparent in Figure 1.lb that market price and quantity 

determine the distribution of net benefits between producers and 

consumers. The market tends to reward factors of production according 

to their contribution to output. Those who bring few human and 

material resources to the market carry few goods and services home. 

If everyone were equally efficient in turning resources into output, 

those with no resources would produce nothing and would starve in the 

absence of charity. Thus the market outcome is conditioned by the 

initial distribution of resources. The market alone does not provide 

distributive justice.
 

An inequitable distribution of resources in a very real sense may 

be viewed as a divergence between private and social costs. That 

is, redistributing resources from those who derive little satisfaction 

from another unit to those who derive much satisfaction raises the 

effective demand curve from D to D in Figure 1.2d. An 
p s 

unintended side effect of the transfer may be reduced incentives for 

efficient resource utilization, raising real costs from Sp to So 

For merit goods such as food or education for the needy, 
social benefits are judged to exceed private benefits; hence the 
public intervenes in the market to provide distributive jastice. 
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as shown in Figure 1.2d. On the other hand, those who "sacrifice" to 

transfer income to the needy may derive considerable satisfaction from 

doing so, hence real costs after transfer may be less than S in 

Figure 1.2d. To make full use of resources, the redistribution chosen 

should maximize the net value of goods and services produced and 

consumed DEF. That utility value after redistribution must be greater 

than the initial net (area ABC) in Figure 1.2d to be desirable. 

Some redistribution of wealth is essential to provide 

distributive justice in the form of access to education for developing 

human resources, provision of food stamps for the hungry, and maternal 

and child care of those unable to afford minimum treatment. But to 

avoid large and perhaps offsetting reductions in welfare due to lost 

output, funds for distributive justice are best derived from sources 

minimally interfering with incentives. Examples are taxes on real 

property, estates, or luxury consumption goods. Such redistribution 

may entail 'intangible costs such as loss of personal freedom to use 

earned wealth as one chooses. 

The Role of the Public Sector
 

We have already observed what the market can and cannot do. 

Worldwide experience indicates that producers respond to market prices 

-- but, of course, to private rather than to social incentives (S 
p 

and D curves rather than S and D curves in Figure 1.2). The 

market effectively and impersonally makes millions of allocative 

decisions each day which a publicly administered system could not 

handle efficiently because of diffuse 'goals, inadequate information, 

high admaistrative coats, personal conflicts, or political
 

favoritism.
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Because the market responds to private incentives iather than 

to social incentives, publicthe sector sometimes can improve 

overall social efficiency by correctizig private incentives to bring 

them more into line with social incentives. Some examples are: 

- Promoting market competition by an active government policy to 
remove old or avoid new barriers to domestic and foreign trade. 

- Making provision for basic institutional services such as the 

legal framework for property rights, local and national security, 

product grades and labeling standards, and information systems such as 
the agricultural census 
and outlook.
 

- Funding or coordinating infrastructure development such portas 

facilities, irrigation systems, and farm-to-market highways.
 

- Regulating through taxes other
or mans the use of chemical 

pesticides and other environmental hazards to bring incremental social 
benefits in line with coats. 

- Funding agricultural research and extension to adapt or develop 
productive and profitable new and improved inputs such as crop 
varieties. 

The above guidelines are largely to correct imperfections to
 
promote economic efficiency 
of markets. The following are emphasized 
to promote equity, although efficiency is also influenced and cannot 
be separated from equity:
 

- Providing human resource development opportunities through free 
and universal basic schooling. Public investment in human resources 
may also entail provision for sanitation, food stamps for the truly 
needy, and community health clinics especially to maternalserve and 
young child needs in health, nutrition, and family planning. 

- Funding of public programs through taxes which are as neutral 

as feasible with respect to resource allocation. Property and estate 

taxes are examples of such mans.
 

In short, the approach suggested to promote equity and efficiency 

is to utilize the private market system where possible, supplementing 

it with public intervention only where a strong case can be made that 

markets have failed. Even here the costs of market failure must be 

carefully weighed against the costs of public intervention. Worldwide 

experience suggests that public intervention frequently entails larger 

net social cost than the market failure it intervened to correct. 

This conclusion suggests advantages in erring on the side of too 

little rather than too much government.
 

Several additional qualifications need to be added to the 

foregoing analysis. No accounting is made for administrative costs of 

transfer payments which frequently attend government intervention in 

markets. These administrative costs typically run from 2 percent of 

simple direct transfers to 50 percent or more of transfers for complex 

programs such a provision of fertilizer or credit inputs to farmers. 

Also3 government transfer recipients may spend large sums of money to 

influence the political system to continue transfers. These so called 

"PESTn outlays and expenses to administer programs tend to be net 

social costs because they employ resources that have high potential 

value in other uses.
 

Finally, consumer and producer surpluses are mast accurately 

measured close to equilibrium and ordinarily cannot be estimated with 

much reliability at the extremes of price and quantity. For that 

reason, in subsequent analysis net social benefits and costs are 
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analyzed mainly for deviations from existing or equilibrium prices 

or quantities.
 

2. AGRICULTURAL PRODUCT POLICIES 

We now turn to analysis of agricultural product policies 

including: 

(1) Price supports,
 

(2) Food price controls,
 

(3) Export and import taxes or subsidies, and
 

(4) Measures to reduce economic instability.
 

Market-supplement action by government ranges from providing a 

favorable environment for the market at one extreme to complete 

- takeover of the market by the public sector at the other extreme. 

Interventions in the market influence economic efficiency and equity, 

as evident in income level, distribution, and variability. In the 

previous section, we learned that selective interventions in the 

market to align social and private benefits (costs) at the margin can 

increase well-being of society. Most of the interventions considered 

in this section reduce the net value of goods and services available 

to society.
 

Price Support Policies
 

Price Support of a Commodity Not Exposed to World Markets
 

Figure 2.1 shows the impact on producers, consumers, taxpayers, 

and society of farm price supports for a commodity produced and 

consumed in isolation from foreign markets (2.1a and 2.1b), and for a 

commodity when the country is a net importer (2.1c) or a net exporter 

(2.1d). 
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Figure 2.1. Economic Costs and Benefits of Conodity Price 
Support Policies 
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q1 is either destroyed or disposed of at 
level p'. The surplus q11-

In Figure 2.1a, producers supply quantity q" in response to price 

supported at p'. The government through outright purchases or payments 

to producers reduces the price to p" so that q' will clear the market. 

Given market clearing price and quantity p and q in the absence of 

price supports, the costs and benefits of the price support through 

government purchase at price p' and resale to consumers at p" are 

shown in Figure 2.la as follows: 

Area (Value)
 

Gain to producers 1 + 2
 

Gain to consumers 3 + 4 + 5
 

Loss to taxpayers 1 + 2 + 3 + 4 + 5 + 6
 

Net loss to society 6
 

Producers and consumers gain from the price support policy. The 

cost to taxpayers exceeds revenue gained by producers and consumers, 

however, resulting in a net cost to society. Of course, some persons 

simultaneously may be taxpayers, consumers, and producers. The social 

cost in Figure 2.1a, which does not include administrative expenses or 

the value of greater stability, will be small if the price support is 

small and if supply and demand are perfectly inelastic. 

The cost to taxpayers will be even larger than indicated if 

consumers resell the commodity to producers who in turn resell to the 

government. Such behavior is not uncommon in countries where such 

two-price systems are used to provide high prices to producers and low 

prices to consumers. 

Figure 2.lb shows the impact of a price support program with the 

government purchasing production that will not move at price support 

19
 

this price support policycosts benefitsno salvage value. The and of 

those with market equilibrium price p and quantity q in 
compared to 

Figure lb asare follows:
 

Area (Value)
 

1 + 2 + 3
Gain to producers 


Loss to consumers 
 1 + 2 

2 + 3 + 4 + 5 + 6 + 7 
Loss to taxpayers 


Net loss to society 
 2 + 4 + 5 + 6 + 7 

depends heavily on the degree of support
The cost to taxpayers 

apparent that 
p'-p and on the elasticities of supplymand demand. It is 

policy failing to salvage any benefit from surplus 
a price support 

is costly to consumers and taxpayers. An example is when 
production 

are allowed to spoil.
accumulated surplus stocks 


Price Support of a Commodity Exposed to World Markets 

other factors may
costs of transportation or

In many countries, 

from world markets. Figure 2.1c 
not insulate the domestic market 

price supports for a commodity
costs and benefits ofillustrates 

and partly by imports.by productionsupplied partly domestic 

comparedeconomic equilibrium at p and q are 
Outcomes for open market 

The total supply
with those from a policy supporting price at p' . 

p and an import
portion Sd up to 
curve S is comprised of a domestic 


portion which is horizontal at p. With domestic price support p'
 

1The horizontal curve implies the "small country" assumption. 
of trade are 

Countries accounting for significant proportions world 

unlikely to face horizontal curves.
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protected by a tariff p'-p, the domestic quantity supplied is q' and 

imports are reduced' from q-qd to q'-qd'. The costs and benefits 

of the price support policy in Figure 2.1 are as follows: 

Area (Value) 

Price 

/ Sd 

Gain to producers 1 

Loss to consumers 1 + 2 + 3 + 4 

Gain in tariff revenue 3 

Net loss to society 2 + 4 

Figure 2.1d illustrates benefits and costs of price supports when 

the country is an exporter. Total demand D is the horizontal 

summation of the domestic demand Dd and the perfectly elastic 

(horizontal) export demand at p. Price, initially in equilibrium at p 

with quantity q, is raised to p' and quantity to q'. Domestic 

producers, initially 'providing q, supply q' in response to a higher 

price. The export subsidy to support the price is (p'-p)(q'-qd) 

The costs and benefits of the price support policy in Figure 2.1d 

P --

P -

0 

Figure 

. 

q 

2.2. Economic 
Consumer 

q . q'
Quantity 

Costs and Benefits 
Price Controls 

S 

D 

of 

Gain to producers 

Loss to consumers 

Loss to taxpayers 

Net loss to society 

Area (Value) 

1 + 2 + 3 

1 + 2 

2 + 3 + 4 

2 + 4 

Consumer Price Controls 

Purchasing power can be 

through farm product price 

transferred from producers to consumers 

controls. In Figure 2.2, it is assumed 
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that the country imports and domestically produces a product with 

domestic supply Sd and import supply horizontal at price p. Total 

supply is S and demand is D. Competitive equilibrium price and 

quantity are p and-q. 

Consumer price controls lower price to p', reducing domestic 

production from qd to qd. An import subsidy of (p-pl)(ql-qd 

enables consumers to import the commodity at price p and consume it at 

price p'. 

Benefits and costs of consumer price controls (subsidies) as 

depicted in Figure 2.2 are as follows; 

Area (Value) 

Gain to consumers 1 + 2 + 3 + 4 + 5 

Loss to producers 1 + 2 

Loss to taxpayers 2 + 3 + 4 + 5 + 6 

Net loss to society 2 + 6 

Again the net social cost depends on the slopes of demand and 

supply curves -- it is less when domestic supply and demand are 

inelastic. If the nation is a net exporter and export demand is 

perfectly elastic, price controls will require considerable regulatory 

surveillance because producers will have incentives to export domestic 

production rather than sell it locally at the lower, controlled price. 

Export Tax or Overvalued Currency
 

A number of countries levy taxes on farm products to raise 

revenue. Such taxes are frequently levied on farm exports. An 

overvalued exchange rate is an implicit export tax; the two policies 
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have similar impacts as depicted in Figure 2.3. Only eight of the 146 

countries holding membership in the International Monetary Fund permit 

their individual currencies to float freely.
 

Demand D and supply S initially are assumed to be in competitive 

equilibrium at price p and quantity q. Because of an export tax of 

p-p' per unit, export demand is reduced from the horizontal line at p 

to pi and total demands falls from D to D'. The costs and benefits 

from the export tax as shown in Figure 2.3 are summarized as follows: 

Area (Value) 

Gain to consumers 1 + 2 

Loss to producers 1 + 2 + 3 + 4 + 5 

Gin to taxpayers 4 

Net loss to society 3 + 5 

Domestic consumption increases from qd to qd'. Exports 

change form q-qd to q'-qde. The drop in exports is greater as the 

elasticities of domestic demand and supply are greater. 

An overvalued currency operates somewhat like results depicted in 

Figure 2.3 except the distributions of benefits and costs are 

different. An overvalued currency redistributes income to domestic 

consumers of undervalued imports rather than to taxpayers but away 

from domestic producers.
 

Export Subsidy 

From time to time, nations use export subsidies'to dispose of 

domestic production. Impacts are illustrated in Figure 2.4. From 

initial competitive equilibrium at price p and quantity q, an export 

subsidy of p'-p per unit is provided to move the price from p to p'. 
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Figure 2.3. Economic Costs and Benefits of an 
Export Tax or Exchange Controls 
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Figure 2.4. Economic Costs and Benefits of 
An Export Subscy 
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Domestic demand quantity decreases from qd to qd' along the export 

demand curve which has effectively been raised from a horizontal line 

at p to p'. 

The distribution of benefits and costs of an export subsidy are 

observed from Figure 2.4 as follows:
 

Area (Value)
 

Gain to producers 1 + 2 + 3 + 4 

Loss to consumers 1 + 2
 

Loss to taxpayers 2 + 3 + 4 + 5 

Net loss to society 2 + 5 

It is apparent that impacts of an export subsidy are reverse 

those of an export tax shown in Figure 2.3. Consumers gain from an 

export tax; producers gain from an export subsidy. It night seem that 

because a net social loss results from an export subsidy in Figure 

2.3, then a net social benefit would result from an export tax in 

Figure 2.4. But either intervention, a tax or subsidy, entails a 

social cost. In fact, if the intervention p'-p is similar in Figures 

2.3 and 2.4, the social costs of an export subsidy or tax are similar 

in magnitude. 

Reducing Price and Quantity Instability
 

Most producers and consumers are risk averse. They prefer a 

given average income stream that is less variable to one that is more 

variable. Thus instability in prices, quantities, income, and 

expenses that arise from unpredictable forces of man and nature reduce 

the well-being of people. Because the costs of wringing more and more 
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instability out of the system become successively higher (and 

eventually higher than benefits received from additional stability), 

it does not pay to remove all instability. An extended presentation 

of the conceptual framework for dealing with instability exceeds the 

scope of this analysis, but two elementary issues are raised regarding 

the level 	 and distribution of benefits and costs from (1) "naive" 

expectations by producers, and (2) buffer stock policies.1 

Coping with 	 Instability that Arises from 

Naive Price 	Expectations
 

Cycles characterizing production and marketing of mumerous 

agricultural commodities arise from "naive" price expectations. 

Assume price and quantity initially are in equilibrium at p and q. 

Because of a shock to the system such as unfavorable weather, 

production falls to qL and price rises to p U in Figure 2.5. If 

producers assume price pU will prevail when the production they are 

now planning reaches the market next year, they will produce qu. 

This quantity when placed on the market brings price ph which in 

turn brings forth production qL in the next period.. That production 

brings price pU which induces productionqU, thus repeating the 

cycle. Depending on the slopes of demand and supply curves, the cycle 

may dampen, continually repeat itself as shown in Figure 2.5, or 

explode. 

Socially accounting for the distribution of benefits and costs 

between consumers and producers and the net gain to society from 

IFor a more complete analysis, see Gardner (1979) and Tweecen 
(1979, chapter 7).
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Figure 2.5 	 Supply and Demand Curves Illustrating Benefits of 
Stabilization Policies. 
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of price p and quantity q versus the cycle 	of high and 
stabilization 

as follows:
low prices and quantities is depicted in Figure 2.5 

Area (Value)
(With qL and pU) 


Loss to producers I - 7
 

Gain to consumers 
 1 + 2
 

Net gain to society 2 + 7
 

Area (Value)
(With qU and pL) 


Gain to producers 4 + 5 + 6 + 7 + 8
 

Loss to consumers q + 6 + 7 + 8
 

Net gain to society 4
 

qU each happen half the time, 	 the benefits of
Because qL and 


over the entire cycle can be estimated as follows:
stabilization 

Loss to consumers .5[(5 + 	6 + 7 + 8) - (1 + 2)] 

5 + 6 + 7 + 8) - (1 - 7)]Gain to producers .5[(4 + 

Net gain to society .5(2 + 4 + 7) 

consumers lose from stabilizationUnder the assumptions in Figure 2.5, 

and producers gain. Hence instability transfers income from producers 

from stabilization exceed losses to 
to consumers. Gains to producers 

This conclusion does not
 consumers by the net social cost. 


necessarily man that measures to stabilize price at p and quantity at 

q will enhance well-being. For stabilization policies to provide 

overall net benefits, the administrative and informational ofcosts 

such rolicies (not included in the above estimates) must be less than 

net social benefits (one-half the area 2 + 4 + 7). 

Improved outlook information, greater 	 information on cyclical 

can reduce both the netbehavior, buffer stocks, and other policies 

social cost and income redistribution arising from instability. If 

the social cost of production controls successful in stabilizing 

quantity exceeds the net social cost shown above, then such controls 

reduce well-being. However, utility gained by risk averse persons 

from greater stability is not included in the benefits shown in Figure 

2.5. 

Buffer Stock Policies to Reduce Instability
 

Commodity stocks can be of several forms: (1) seasonal stocks 

to smooth consumption from one harvest to the next, (2) pipeline 

stocks that tend not to be availablb for consumption but are normal 

quantities in transit at any one time, and (3) buffer stocks carried 

over from one season to the next to reduce year-to-year variation in 

quantity consumed. Commodity buffer stocks can be a cost-effective 

measure to reduce price instability. Storage stocks can amooth out 

market prices from year to year even as production or utilization 

varies. 

The value of a buffer stock policy 	 is shown below based on Figure 

2.5 and several critical assumptions. Supply quantity is assumed to 

shift randomly from year to year with a probability of .5 for qL and 

.5 for qu. In the absence of a buffer stock policy, production and 

consumption of qL will bring price pU; production and consumption 

of qU will bring price PL. Because producers are unable to 

predict whether pU or pL will prevail, they expect the price to be 

p, an average of the upper and lower prices. Incremental variable 

costs of area (value) 6 + 10 + 11 in Figure 2.5 accrue each year 

whether production is q or qU. Consumers utilize q each year 
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is initially assumed 
with a buffer stock policy. The cost of 	 storage 

to be-zero.
 

2.5 that when favorable weather brings
Suppose in Figure 

is stored. When 
unusually high production qU, a quantity.qU-q 

(-qU-q) is released on the 
qL, the quantity q-qL

production is 


so that price remains at p although production fluctuates 
market 

withof stabilizationand benefitsand Thebetween qL qU. costs 


are follows based on Figure 2.5:

buffer stocks as 

Area (Value)
(with production qL) 


6 + 7 + 11 - 1

Gain to producers 


Gain to consumers 
 1 + 2 

2 + 6 + 7 + 11
Net gain to society 


Area (Value)
(with production qU) 


6 + 7 + 8 - 12

Gain to producers 


5 + 6 + 7 + 8Loss to consumers 

Net loss to society 5 + 12 

Society gains from stabilization when production is low but loses 

when production is high. Overall net gain to society from 

for both high and low production is as 
accountingstabilization 

follows:
 

Area (Value)
 

6 + 7 + .5(8 + 11 - 1 - 12)

Gain to producers 


- 1 - 2)
Loss to consumers .5(5 + 6 +7 + 	8 

11 - 5 - 12)
Net gain to society .5(2 + 6 + 7 + 

lose from stabilization with buffer 
gain and consumersProducers 

will depend on the supply and 
stocks. The actual gains and losses 
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demand curves. With the curves drawn as in Figure 2.5, the gain to 

producers from stabilization' is area 6 + 7 and the loss to consumers 

is area 6, hence the net gain is equal to area 7. It will pay to 

pursue a buffer stock policy if its cost is less than the benefit 

shown as area 7. 

As demand elasticity approaches infinity under the "small 

country" assumption for an open economy, net social benefits and net 

redistributive effects between producers and consumers approach zero 

from a buffer stock program. To be sure, storage will reduce 

variation in receipts and costs from year to year for consumers and 

producers if demand is perfectly el'astic. But because net social 

benefits of the type indicated above do not accrue, the only basis for 

storage is to satisfy desires of those who are averse to risk. 

If demand shifts randomly from year to year and the demand curve 

is highly elastic, the coot of a buffer stock policy to stabilize 

prices becomes very large. In such cases, rather than establish a 

buffer system, it is cost-effective for the government to establish an 

insurance reserve of funds to (a) purchase supplies from abroad when 

domestic food supplies are short, and/or (b) provide payments to 

producers when domestic quantity is short and receipts low. 1 

1Storage of food supplies costs interest, depreciation, 
spoilage, etc. On the other hand, a cash reserve earns interest. 
The lower cost of a cash reserve must be balanced against the quicker 
response time with commodity reserves. 

For further information on food security insurance, see
 
Huddleston et al. (1983). 
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3. AGRICULTURAL INPUT MARKETS AND POLICIES Farm Level Impact 

Governments frequently supplement markets by providing inputs on 

concessional terms to farmers. Government assistance ranges from free 

inputs to input price concessions brought about by exchange control or 

overvalued currency. 

The motivation for public. (government) intervention may be 

"market failure" elements noted in the first section, the strong 

political power of producers, or other reasons. A government may 

judge that the market alone will not provide sufficient research on 

new crop varieties. A private firm developing and marketing a new 

crop variety may be unable to appropriate sufficient receipts from the 

market to pay development costs. One reason is because one producer 

can obtain the seed from the developer, propagate it, and sell it to 

his neighbors. A new farm management practice purchased and applied 

by one farmer may be easily observed and emulated by others. A market 

news report heard on all radios (not just on radios of a few 

subscribers to the service) may not reward the initiator enough 

monetarily for adequate provision of the input despite its large value 

to producers. Because of these and other reasons, the public sector 

provides data, information, and basic research services for 

agriculture.
 

Several other inputs such as fertilizer, credit, and irrigation 

wattr have fewer public good properties and are frequently allocated 

by the private sector. At issue is what are the efficiency and equity 

(distributional) effects of relying on the public sector, private 

sector, or on some combination such as private sector incentives 

modified through subsidies. 
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First consider input allocation of commercial fertilizer at the 

In Figure 3.1, curve VMP shows additions to
individual farm level. 

the firm's revenue with successive additions of commercial 

of fertilizer per unit
fertilizers. Successively greater application 

of land during a crop season (or at planting) adds less and less to 

output, hence the Value of Marginal Product (VHP) or demand by a 

in a straightprofit-seeking producer declines, though not necessarily 

line as depicted arbitrarily in Figure 3.1. If the market is 

a farmer will be able to purchase all the fertilizerfunctioning well, 


he wants at price p and that price will reflect the value of foregone
 

with resources used to supply theopportunities to produce other goods 

example, foreign exchange used to import fertilizerfertilizer. For 

could be used instead to import wheat. If fertilizer is produced 

the fertilizer price ideallydomestically from local resources, 


reflects the value foregone by using domestically produced natural gas
 

for cooking, for export, or for fueling irrigation pumps.
 

If government agency supplies quantity x of fertilizer free to 

farmers, the value of the fertilizer to a farmer is area 1 + 2 + 3 + 4 

in Figure 3.1a and the government cost is 3 + 4, leaving a net gain of 

1 + 2. This quantity brings greatest net benefits to society. In 

reality, the government is unlikely to allocate optical quantity x. 

Let us consider economic gains and losses measured by departures 

from the ideal amount x as illustrated in Figure 3.1a: 
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Price (Providing Too Little Fertilizer x') 

Area (Value) 

Loss to producer 2 + 4 

Saving to government 4 

Net loss to farmer and society 2 

P 
If the government allows the producer to choose the quantity 

desired, the producer will utilize x" because that quantity provides 

the most revenue. The impact of supplying x" compared to x is as 

follows from Figure 3.1. 

(Providing Too Much Fertilizer x") 

Area (Value) 
' x - II 

Gain to producer 5 
(a) Quantity 

Lose to government 5 + 6 
Price 

Net loss to society 6 

A government committed to supplying free fertilizer but pressed 

to reduce Treasury outlays might find allocation x' attractive. On 

the other hand, producers allowed by a permissive government to choose 

the quantity desired will utilize x" because that quantity provides 

-P the most revenue. It is assumed above that government programs cause 

deviations from the optimal fertilizer input x. If, on the contrary, 
P.I 

producers use suboptimal quantity x' in the absence of government 

interference, then a successful government policy costing area 4 to 

push consumption to x has implications as follows: 

0 x x' (Initially Too Little Fertilizer x') 

(b) Quantity Area (Value) 
Figure 3.1. Economic Costs and 

Policies for Input 
Farm Firm Level. 

Benefits 
x at the 

of 
Gain to producers 

Loss to government 

2 

4 

+ 4 
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Net gain to society 
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This example illustrates that under some circumstances government 

intervention 

Figure 

may increase 

3.1b shows 

efficiency 

benefits 

and generate net social benefits. 

and costs at the farm level if 

S 
S 

government 

will face 

allocates by 

a horizontal, 

price rather than 

perfectly elastic 

by quantity. Each producer 

fertilizer supply at p in a P 

S p 

well-functioning market. 

alternative 'applications as 

If the producer can generate revenue at 

represented by the curve WiP, the optimal 
p 

allocation to provide the mst net return is at x. If the government 

subsidizes fertilizer at a unit rate p-p', the new supply curve is the 

horizontal line at p' at the individual farm level. To make the most 

possible net income, the producer uses x' fertilizer. The economic 

implications of the input subsidy measured by deviations from the 

ideal allocation at p and x are as follows based on Figure 3.1b: 

0 

(a) 

q q' Quantity 

Area (Value) IPrice 

Gain to producers 

Loss to taxpayers (subsidv) 

1 + 2 

1 + 2 + 3 

, P 

Net loss to society 3 
SB 

Industry Level Impact 
P. 1 23 1 

We now turn to industry rather than firm impacts of input 
7 6 

subsidies using the example of fertilizers. Input policies influence 

output, of course. In Figure 3.2a, industry supply and demand for I i 
cutput are initially in competitive equilibrium at output quantity q D 

and price p. Then the government is assumed to provide an input 

subsidy shifting the social supply curve S to the private supply 

curve S . The result is to reduce the price to farmers from p to p' 

0 

Figure 3.2. 

q q'1 Quantity 

(b) 

Economic Costs and Benefits of 
Policies Influencing Inputs, 
Industry Level. 
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q to q'. The impact as depicted in 
and to increase quantity from 

Figure 3.2a is as follows: 

Area (Value) 

2 + 3.~ 

Gain to consumers 	 1
 

5 + 6 - 1
Gain to producers 


2 + 3 + 4 + 5 + 6 
Lose to taxpayers 


Net loss to society 	 4 

on the
positive or negative, depending 

The gain to producers may be 


to area 1 in Figure 3.2a.
5 + 6 compared 

producers are not responding fully to price 

size of area 

it is possible that 

the 
the private supply curve S 	 lies to the left of 

signals so that 

That is, producers are 
curve S as in Figure 3.2b.

social supply 


the socially desirable level of fertilizer at any 
using less than 


to intervene 
with subsidies to 
given price. The government is assumed 

and shift the private supply 	curve to the
 
reduce the fertilizer price 

economic implications of 
soc xal supply curve in Figure 3.2b. The 

q to a new allocation
the original allocation at p and

shifting from 

by using input subsidies to shift the commodity supply curve from S 

to S are shown in Figure 3.2b: 

Area (Value) 

1 + 2 + 3Gain to consumers 

+ 4 + 5 + 5 + 6 - 13G in to roducersa p
 

Loss to taxpayers 
 2 + 3 + 4 + 5 + 6 

Net gain to society 3 + 5 

mix or 
Of course, it is possible that distortions in fertilizer 

would eliminate potential
other inefficiencies introduced by subsidies 

social gain 3 + 5. As a general rule, the larger the subsidy the 
net 
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more likely are such distortions and administrative costs to offset 

potential economic gains from correcting market failure. So-called 

"pure" transfers that do not distort incentives are rare indeed. 

Input and Output Interventions
 

* A number of countries adjust market incentives with a combination 

of policies influencing both input and output prices and quantities. 

The net impact of such policies can be judged only by considering all 

interventions. Figure 3.3 illustrates for a net importer. The 

government provides an input subsidy along with a product price 

ceiling policy that reduces price from p to pl. The lower product 

price raises consumption from market equilibrium level q to q'. 

Provision of the same subsidy p-p' on domestic production moves the 

effective domestic supply curve forward from Sd to Sd'. Hence the 

initial equilibrium domestic 	 production qd is maintained. 

The net result of simultaneous subsidy on imports and domestic 

production to hold domestic price to p' is illustrated in Figure 3.3 

as follows: 

Area (Value)
 

Gain to consumers 1 + 2 + 3 + 4
 

Loss to producers 2 + 6 - 1 - 2 - none
 

Loss to taxpayers 1 + 2 + 3 + 4 + 5
 

Net loss to society 	 5
 

The result of this policy of domestic food price controls, import 

subsidies, and producer subsidies is to transfer income from taxpayers 

to consumers, leaving producers' output and net income unchanged. 
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Price 

P 
1 21 

I t9 
0 qq 	 Quantity 

Figure 3.3. 	 Eamonmic Costs and Benefits of polities 
of Food Price Controls and Input Subsidies 
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Again it is cautioned that such transfers are difficult indeed to hold 

independent of resource mix. A combination of subsidies and price 

controls in reality tends to cause'greater inefficiency than depicted 

in Figure 3.3.
 

4. SELECTED APPLICATIONS OF FRAMEWORK
 

To provide further insight into the conceptual framework 

established above, and how to operationalize it in policy analysis, an 

illustration is included from Truong (1982) for corn in Portugal and 

from Tweeten and Rogers (1985) for rice in Liberia. 

The situation for corn in Portugal is shown graphically (although 

not to scale) in Figure 4.1. The Government of Portugal purchases 

corn through an agency EPAC at a price p above the cif world market 

price p. In the absence of price supported above the world market 

level, domestic corn growers would market qd but the higher price 

increases sales to qd . 

ECAP purchases corn from farmers for the price p and sells to 

consumers (processors) at a price pc below the world price. In the 

absence of the subsidy, consumers would pay price p and consume q; 

with the subsidy they pay p and consume q'. 

To determine the distribution of costs and benefits among 

consumers, producers, and taxpayers and the net social coats of 

intervention compared to world market pricing, the prices and 

quantities shown in Figure 4.1 must be estimated. The procedure is 

shown step by step in Tables 4.1 and 4.2. 

The addit ton to producers surplus is found by subtracting area 2 

from the "gross" value of the subsidy to producers, area 1 + 2 or 
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Table 4.1. (Continued) 

Item 
Figure 4.1 Designation 

Area Price-Quantity 
Portugal Example

Units 1980 

---------------------- Government----------------------------

(15) Policy transfers to producers (6) 1+2 q'd(Pp-P) Million escudos 56.48 

(16) Policy transfers to consumers 
(subsidy) (13) 3+4+5+6 q'(p-p ) Million escudos 3,811.70 

(17) Total subsidy [(15) + (16)] 1+2+3+4+5+6 q'd p c) Million escudos 3,868.28 

Source: Adapted from Truong (1982). 

Table 4.2. 
Estimated Policy-Generated Trade Benefits and Costs for Corn, Portugal, 1980.
 

Itemiure 
 4.1Pesignation Portugal Example
Area Price-Quantity Units 1980
 

Producers-----------------------

(18) Direct price elasticity of supply 	 .10
Percent 

(19) Trade volume generated by production


subsidy [(1) x (7) x (18)) 
 Thousand metric tons .50 
(20) Production value loss
 

[.5 x (5) x (19 )]b 
 2 .5(p -p)(q'-qd) Million escudos 	 75
 
(21) 	Gain to producers (Addition to
 

producers surplus) [(15)-(20)] 
 Million escudos 55.73
 
(22) Production value loss per unit of
0' 

gain to producers [( 20).(2l)jb 
Escudos 
 ..	 01
 

(-3- -- rec -e---m-----Consumers------------------
(23) Direct price elasticity of demand Percent -. 30(24) Trade volume getnerrae b, 

consumption subsidy y
 

1(8) x (14) x (23)1a
 
9 '-9	 Thousand metric tons -163.36(25) Consumption value loss
 

[.5 	x (12) x (24)]b 6 .5(p-p )(q'-q) Million escudos 107.13(26) Gain to consumers (Addition
 
to consumers surplus)
 
[(16) - (25)] 3+4+5 Million escudos
 3,761.15(27) 	Consumption value loss per

unit gain to consumers
 
[(25) . (26)] 

Escudos .03 

http:3,761.15


IM W p9' 	 qd (P - P) Calculating area 2 entails several steps as 

designated in Tables 4.1 and 4.2. 

C" Calculating the proportional price subsidy in Table 4.1 (step 7) 

also gives the proportional value subsidy because quantity q ' isx I 0 I
I DI r 

0 I 0the same for the numerator and denominator. The proportional price 
I - 0 i 0 0 Wi 

-subsidy 
 (p -p)/p is simply the proportion by which pp exceeds p.
M auo u 0 	 Pon5 I C a I a 4)
41 I *n 4) In step 19, Table 4.2, the EPAC trade volumne qd generated 

I 4) 0 0 0 0 W .
0 by the production subsidy is calculated as 

0 iW X W q'IpP-p)/p][(dq/dp)(p/q)] 
a 	 0.0 

I) C 	 where the last term in brackets is theU00 0	 elasticity of supply. 
o 0 a0 W 1. I 	 'Jo o ,. u 0	 The area 2 in Figure 4.1 may be approximated by a triangle whose 

0. N 
area is half 
the base times the height, a calculation carried out as
 

U IY 0 	 W.4-Istep 20 in Table 4,2; that is 

so i i 0 e) 
This value of area 2 is suberacted from the subsidy to producers to 

+ 	 a 0derive area 1 in step 21. A similar procedure was used to calculate 

area 6 ia Figure 4.1, the net social cost of the subsidy to consumers. 
14~~ n IO 0 

.4 u WV- 00 00 W* 
V 0-- Rice Policy in Liberia 

* ~+ 
04 4 A i procdue lev 

6 a Table 4.3 and Figure 4.2 show estimated gains and losses from 
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Nm 	 Table 4.3. (Continued) 

Producers (Farm Level) P
 
Item Notation Units
 

(12) Gain 	to producers (addition
 
to producers surplus)
 
(7)-(11) $1,000
 

(13) 	 Production value loss per 
unit of gain to producers 
(11/12) $ 

(14) LPMC 	quantity sold from local
 
production	 1,000 mt 

(15) LPMC marketing cost of local
 
production sold	 $/mt 

(16) 	 Normal marketing cost for 
cotpetitivesector $/mt 

(17) 	 Excess resource cost -of 
marketing (15-16)x(14) $1,000 

(18) 	 LPMC purchases less sales 
(1)-(14) 1,000 tat 

(19) 	 Value lost from waste 
.5(5)x(18) (assume half loss) $1,000 

(20) 	 Sum of social costs 
(11)+(17)+(19) $1,000 

(21) 	 Social cost per unit gain
 
to producers (20)/(12)
 

Table 4.3. (Continued)
 

Consumption (Wholesale Level) C 
Item Notation Units 

1) Total quantity marketed 
and consumed
 1,000 mtq'c 

2) Support price, wholesale pe	 $/mt 

qec3) Consumption cost (1)x(2)	 $1,000 

4) Computed cif world PC 

wholesale price p $/mt 

5) Consumption tax (2)-(4)
 pc-p	 $/mt 

( 6) Policy tax on consumers 
(1)x(5)	 $1,000 

7) Proportional tax 
(5/4)x(100) Percent(pC-py/p
 

8) Commercial imports	 1,000 mt
q cc 

9) Prescribed import margin 
.03(4) $/mt 

(10) 	Planned commercial tax 
revenue (5-9)x(8) $1,000

(11) 	LPMC a) PL 480 1,000 at 
b) In-country purchases 1,000 mt 
c) Total 1,000 mt 

1982 

595.35 


.48 

4.00 

205.06 

132.30 

291.04 

6.00 

529.20 

1,106.89 


1.86 


1982 

95.40 

465.00 

44,361.00 

419.50 

45.50 

4,340.70 


10.85
 

50.00 

12.59 


1,645.75 

43.00 
2.40 

45.40 

1983 

1,D23.41
 

.48 

5.35 

205.06 

132.30 

389.27 

11.84 

1,044.29 

1,926.31 

- 1.88 

1983 

102.40 

440.00
 

45,056.00 

391.10 

48.90 

5,007.36 


12.50 

55.00 

11.73 


2,044.18 

45.00 
2.94 

47.94 

1984 

186.69 

.09 

5.15 

205.06 

132.30 

374.71 

4.10 

361.62 

752.77 

4.03
 

1984 

102.40 

474.00 

48,537.60 

403.00 

71.00 

7,270,40
 

17.62 

55.00 

12,09
 

3,240.05 

46.43 
2.68 

49.08 

http:3,240.05
http:48,537.60
http:2,044.18
http:5,007.36
http:45,056.00
http:1,926.31
http:1,044.29
http:1,D23.41
http:1,645.75
http:4,340.70
http:44,361.00
http:1,106.89
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Table 4.3 (Continued) 

o' -Society 0 Gains and Losses from Market Interventiona 

Private Sector Source Units 1982 1983 1984 

+ Gain to producers (12P) $1,000 595.35 1,023.41 186.69 

4 N0+ 

- Loss to consumers 

Gain to commercial importers 

(160) 

(20C) 

$1,000 

$1,000 

4,481.94 

629.25 

5,195.18 

618.91 

7,654.67 

545.67 

Net 

Public Sector 

$1,000 -3,257.34 -3,552.87 -6,922.30 

- Policy transfer to producers (7P) $1,000 882.00 1,516.16 203.13 

a 
o . 
a 

a - Exces cast of country (17P)marketing 
- Value lost from country waste (19P) 

$1,000 

$1,000 

291.04 

529.20 

38p.27 

1,044.29 

374.71 

361.62 

0 
+ Policy transfer from consumers 

to GOL (12C) $1,000 3,711.45 4,388.45 6,724.73 

0 
0 

a -Spoilage and waste (19C) $1,000 629.25 586.65 604.50 

0oz - U 

Net $1,000 1,379.96 852.09 5,180.77 

C) 0 0' 

>0.C 

U -

W -

0 

a0. 

a(b) 

Net cost of public intervention to society 
(Loss to private sector less gain to 
public sector) $1,000 1,877.38 2,700.78 1,741.54 

a 

Omitted from analysis: 
(a) Net costs and benefits of Pl 480 imports  could be established asseparate account. 

The subsistence rice production-consumption sector. 
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pound p . The effective support grice was lower in 1984 because the 

official support price could not be sustained for lack of funds. In 

the absence of supports, farm price was estimated to be p - 8 cents 

per pound, hence the effective proportional subsidy was 50 percent in 

1982 and 1983 as shown in row (SP). The support price generated a 

ma rket surpls quantity q' -q . The subsidy of 

(p -p )(q' -qP) to producers was partially offset by 

additional production costs as shown in row (11P). 

Only the maroket surplus is assumed to be effected by rice price 

support in therabove calculations. Approximately the same additional 

quantity is produced in row (10P) if it is assumed that total rice 

supply elasticity is .-1 and all Liberian rice production, even in 

remote areas for subsistence use, is effectively raised in price by 25 

percent. 

Mainly because of limited milling capacity, the Liberian Produce 

Marketing Corporation (LPMC) was only able to market a portion of 

paddy acquisitions as noted is raw (14P). An estimated half of the 

unmarketed quantity vas lost as waste at a value shown in row (19P). 

In addition, marketing coats were estimated to exceed competitive 

marketing costs, The excess resource cost for marketing is shown in 

row (17,P). The sum of the lost value from three sources (production 

value lost, excess marketing cost, and spoilage) is shown in row 

(20P). The loss of wtll over $1 in goods and services to transfer $1 

of income, to producers as shown in row (21P) indicates very low 

efficiency in traniferring income to producers. 

Effects of Gove*nment rice policy on market consumers (C) are 

shown in the second panel in Table 4.3 and the upper panel of Figure 
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4.2. The Liberian price pc was supported above the cif world price 

level p,as shown in rcw (5C), reducing consumption from qc to q', 

as shown in Figure 4.2. - Of this constmption, q Cqc cg was 

imported commercially -and q was from LPMC in-country and PL 480 

acquisitions as shown in row (11C) of Table 4.3. The loss to 

consumers. from the consumption tax was (16C). The Government received 

part of the tax directly and (100) of the tax indirectly from a duty 

on commercial- imports. Commercial importers gained (200) of the tax 

as ecotonic. rent, hence constmers lost (150) not gained by Government 

or comnercial importers. In addition, social costs roughly estimated 

in (1C) were- incurred due to above normal spoilage of LPMC stocks. 

The distribution of gains and losses from market interventions is 

to producers andsummarized in the final panel of Table 4.3. Gains 

commercial importers yere offset by losses to consumers so that the 

private sector incurred a net loss of over $3 million each year. The 

public sector gained becauqe transfers from consumers more than offset 

losses from price supports to producers, excessive marketing costs, 

and spoilage and waste. The net loss to society was over $2 million 

in 1983 because losses to the private sector exceeded gains to the 

public sector. The social cost must be balanced against unaccounted 

for benefits of rice Policies such as stability of rice prices, public 

employment, and, political support. Net costs and benefits of PL 480 

counterpart funds are lot included in the calculations. 

. CONCLUSIONS AND LIMITATIONS 

Classizal welfare-analysis is a powerful tool of economic policy 

analysis. It is sufficiently flexible to encompass not only social 

56
 



m m M m m - --	 m -===--==-

weight loss) and an inefficient 
costs from an inefficient output (dead 

but also from excessive spoilage and 
resource mix (x-inefficiency) 

as well as lost output from resources "wasted" in
administrative cost, 

transfer (PEST) activities. This cardinal 
political economic-seeking 

assumptions Pareto-partial analysisapproach requires stronger than 

which reveals inefficiency only as disequilibrium at the margin. 

indicates presence of inefficiencyPareto-partial marginal analysis 

analysis is 
but not the magnitude. The advantage of classical welfare 

equilibriumit indicates whether a deviation from the marginalthat 

represents an inefficiency (net social cost) of $1 billion 
or only $1.
 

of produce and consumer surplus have
The Marshallian concepts 

are 
been not only useful but also controversial. Major criticisms 

listed below. 

Consumer surplus must be estimated from a demand curve which
1. 

data. The historicseries
ordinarily is estimated from time 


price-quantity data used to estimate the demand curve are likely to be 

shape of the demand curve outside the range of 
narrow in range. The 

unknown. Accordingly, consumer
historic price-quantity data is 


surplus outside the historic price-quantity data range can be nasured 

if at all. The appropriate means to alleviate the 
imperfectly 

surplus only within the historicto consumersshortcoming is estimate 

only as deviations from equilibrium as
price-quantity data range and 

shown in the text. 

that price as
2. 	 A second major criticism of consumer surplus is 

the demand curve as 
a measure of marginal utility and the area beneath 

a measure of total utility requires constant marginal utility of 

Ideally, consumers surplus would
income (see Samuelson, 1965, 1983). 

be estimated from an income-compensated demand curve. Such a curve is 

is small from changes innot easily estimated. If the change in income 

consumers surplus being considered, error introduced by failure to 

adjust demand for changing marginal utility is small.
 

3. Marginal utilities differ among individuals, creating 

problems 	 in using aggregate demand to measure utility. Although 

consumers or producers may averagedifferences within groups such as 

out, systematic differences are likely to appear between producers and 

consumers or between consumers and taxpayers. 

Figure 5.1 shows the marginal utility of income estimated by 

States. No major differences inTweeten and Mlay for the United 

marginal utility among groups, sectors, or regions were apparent that 

education add occupation.
could not be accounted for by age, 


can be used toEstimates of marginal utility from Figure 5.1 

adjust policy analysis results. The marginal utility of income, 

expressed as a proportion of marginal utility of median income MY, is 

KU - 1.3582 - .3582 MY. 

Suppose that median income of taxpayers is 1.2 times the national 

median, of consumers in 1.1 times the national median, and of 

producers is .8 times the national median income. The marginal 

utility for each of these groups is shown in column "MU"below: 

Unadjusted 	 Adjusted for Marginal Utility
 

$ MU/$ 	 $ 

Loss to taxpayers 100 .928 92.8
 

Loss to consumers 100 .964 96.4
 
Gain to producers 180 1.072 193.0
 

Net social cost 20 


57	 .58 
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This marginal utility of income is used to adjust hypothetical policy 

analysis results above. Marginal utilities were simply multiplied by 

gains and losses under the assumption that changes in income were 

small. Because the income redistribution was from higher income 

taxpayers and consumers to lower incoie producers, the 

- utility-adjusted net social cost is only a fraction of the unadjusted 

net social cost. 

A variant of the above approach is to divide consumers, 

4. producers, and taxpayers into income subgroups. Marginal utilities 

then can be applied to income in each subgroup to calculate utility 

D.' a gains and losses which finally are summed to make an overall appraisal 

of net utility gains and losses. 

: 0 -4. Producers surplus is a return to fixed resources -- a net 

a a return after subtracting variable costs from gross returns. Supply 

curves are behavioral relationships. They can be used only 

C! -
; a imperfectly to measure economic rent in the long and short run (see 

Mishan, 1968). Often the best solution to this problem is to estimate 

a 
producers surplus as gross receipts less all costs which are variable 

in the time period under considerations. 

5. Equilibrium prices and quantities could account for 

interactions among commodities in a simultaneous system of demand and 

supply equations. This contrasts with the single commodity analysis 

0 in the previous sections. 

o 6. Long-run as well as short-run elasticities could be 

recognized. 

(amonu 
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AGRICULTURAL POLICY SEMINAR
 
Session Outline
 

Session Title: Working Groups Date: Monday, June 2 
Lead Instructor: Fletcher Session 1: 4 
Co-Trainer(s): Tweeten, Odell, Carter Time: 5:00-6:00 pm 

OBJECTIVE(S): At the end of this session participants will be able to:
 

o Apply concepts and learnings from today's'sessions to group and
 
individual action plans for presentation on Friday
 

o Suggestion questions of special interest/relevance for tomorrow's
 
sessions
 

ABSTRACT:
 

With specific reference to team/individual projects:
 

o Draw linkages between agricultural sector and overall national economic 
growth and development. Relation between macro/pricing policy and food/ 
agricultural sector 

o Identify appropriate policy interventions especially with reference to
 
pricing issues
 

o Identify potential impact of these interventions in terms of (a) growth, 
(b) equity 

o Outline anticipated costs and benefits of proposed interventions 

o Suggest preliminary approaches that might encourage LDC adoption of 
policy changes
 

o Review tomorrow's session outlines and suggest questions of special
 
interest that presenters might address where feasible. 

READINGS: Required/Optional
 

o None. 



TUESDAY
 



READINGS FOR TUESDAY
 

Session 	 Required/Optional
 

Session 1
 

o Evenson R., Waggoner P., and Bloom P., "Agricultural
 
Research System of the Philippines: A Reconnaissance
 
Report," Economic Development Center, Department of
 
Economics Bulletin No. 81-3, University of Minnesota,
 
St. Paul, May 1981. 	 X 

o Ruttan, Vernon, "Assistance to Expand Agricultural 
Production," World Development, Vol. 14, No. 1, 1986, 
pp. 39-63. X 

Session 2
 

o Marceau, Ian,."Privatization in the Agricultural and
 
Agribusiness Sectors," Paper presented at the AID 
International Conference on Privatization, Washington, 
February 17-19, 1986. X 

o Meissner, Frank, Jamaica Commodity Trading Corporation 
Case Study, 1986. X 

o Ghai, Yash, "The State and the Market in the Management of 
Public Enterprises in Africa," Public Enterprise, Vol. 6,
 
No. 1, 1986. X
 

Session 4
 

o Norton, Roger, "Haitian Agriculture: Production Costs and 
Pricing and Fiscal Structures," pp. 19-31. / X 

o Norton, Roger, "Policy Issues in Mexican Agriculture," 
World Bank, July 1984, pp. 1.1-2.23; 3.20-4.13; 4.17-5.6. X / 

o Hazell and Norton, "Methods of Policy Analysis," Chapter 
12 in Mathematical Programming for Economic Analysis. / X 

Session 5
 

o "Steps'in Developing a Multimarket Computer Simulation 
Model," 1986. X 

o 	"Details used to Describe How the Agricultural Sector 
Works," 1986. X 

o D'Silva, Brian, Sudan Case Study, 1986. 	 X 
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AGRICULTURAL POLICY SEMINAR
 
Session Outline
 

Session Title: 	Public Sector Investment in Date: Tuesday, June 3
 
Agricultural Research and Extension
 

Lead Instructor: Pray 	 Session #: 1
 
Co-Trainer(s): 	 Time: 8:30-10:00 am
 

OBJECTIVE(S): At the end of this session participants will be able to:
 

o Understand the problems of government research and extension systems. 

o Understand how to assist governments in improving national research and 
extension programs.
 

ABSTRACT:
 

Investments in 	government agricultural research and extension programs have 
been very productive in developing countries. After very rapid growth from
 
1959 to 1980, real expenditure in programs has declined in recent years as
 
costs have increased dramatically.
 

Using the Philippine example, the following issues will be discussed:
 
* 	How much should government invest in research and extension ? 
* 	How should government research resources be allocated ? 
tHow can governments mobilize political support for research 7
 
* 	What institutional changes are needed to develop an effective research 

system ? 
* 	What alternatives are available for reducing costs and increasing 

effectiveness in the context of rising costs and scarce resources? 
* What can AID 	 do to assist the research and extension system 7 

READINGS: Required/Optional 

o Evenson R., Waggoner P., and Bloom P., "Agricultural 
Research System of the Philippines: A Reconnaissance 
Report," Economic Development Center, Department of 
Economics Bulletin No. 81-3, University of Minnesota, 
St. Paul, May 1981. X 

o Ruttan, Vernon, "Assistance to Expand Agricultural Product
ion," World Development, Vol. 14, No. 1, 1986, pp. 39-63. / X 
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D. Economic Analysis 
 1 

I. INTRODUCTION . 

The capacity to develop and manage technology in a manner consistent with a 
nation'a physical and cultural environment is the single most important factor
 
accounting for differences in agricultural productivity among countries.l/
 
That capacity, in turn, is dependent in part on the existence of 
well-functioning institutions to generate and transmit agricultural research 
results to farmers. Since the mid-1950' s numerous studies have examined the 

impacts of agricultural research, extension, and education on productivity and 
output growth for a wide range of commodities and countries. The vast 
majority of these studies have indicated high rates or return to public 
investment in agricultural research. The results of several of these studies
 
as listed in Table 1. For example, Barletta (1970) estimated an annual real
 
rate of return of 45-93% for crop research in Mexico. Ayer and Schub (1972 
obtained an estimated return of 77-110% for cotton in Brazil; Hines (1972) a
 
35-55% return for maiz in Peru; Wennergren and Whitaker (1977) a return of 44%
 
for sheep in Bolivia; Scobie and Posada (1978) a return of 79-96% for rice in 

Colombia; and Hertford, Ardila, Rocha, and Trujillo (1977) a return of 60-82% 
for rice, 79-96% for soybeans, 11-12% for wheat, and none for cotton in
 
Colombia. Most of these rates of return are well in excess of the 15-20% 
returns which private firms would consider necessary for investments with 
similar risk levels. 

Due to the difficulty of maintaining proprietary rights to research produced 
in underdeveloped countries, private firms lack an assured incentive to 
undertake sustained substantive research in countries such as Honduras. 
It is likely that this was one factor influencing United Brands to reduce its 
research efforts on bananas. Even if it were to continue to invest 
t300-400,000 per year on banana breeding research to eliminate Black Sigatoka,
 
once a resistant variety is developed, it would be available to all firms
 

producing bananas.
 

1/ Ruttan, V. W. Agricultural Research Policy, University of Minnesota Press,
 
Minneapolis, 1982
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TABLE 1. SUQIARY STUDIES OF AGRICULTURAL RESEARCH PRODUCTIVITY. 

Country 

USA 
USA
 
USA 
South Africa 
Mexico 
Mexico 
Brazil 
USA 

Brazil
 
Peru
 
Japan
 

Japan 

Colombia 

Malaysia 
USA 

Bolivia 

Punjab
 
(British
 
India)
 
Punjab
 
(Pakistan)
 

Study 

Index Number: 

Griliches, 1985
 
Griliches, 1958
 
Peterson, 1967
 
Evenson, 1969
 
Barletta, 1970
 
Barletta, 1970
 
Ayer, '1970
 
Schmitz and Seckler,
 

1970
 

Ayer and Schuh, 1972
 
Hines,'1972
 
Hayami and Akino
 

1977
 
Hayami and Akino,
 

1977
 
Hertford, Ardila,
 
Rocha and Trujillo,
 
1977
 

Pee, 1977
 
Peterson and
 
Fitzharris, 1977
 

'Wennergren and
 
Whitaker, 1977
 
Pray, 1978
 

Time 
Commodity Period 

Hybrid corn 1 940-1955
 
Hybrid sorghum 1940-1957
 
Poultry 1915-1960
 
Sugar cane 1945-1962
 
Wheat 1943-1963
 
Maize 1943-1963
 
Cotton 1924-1967
 
Tomato harvester, 1958-1969
 
with no compen
sation to displaced
 
workers
 
Tomato harvester,
 
with compensation
 
of displaced workers
 
for 50% of earnings
 
loss.
 
Cotton 1924-1967
 
Maize 1954-1967
 
Rice 1915-1950
 

Rice 1930-1961
 

Rice 1957-1972
 
Soybeans 1960-1971
 
Wheat 1953-1973
 
Cotton 1953-1972
 
Rubber 1932-1973
 
Aggregate 1937-1942
 

1947-1952
 
1957-1962
 
1957-1972
 

Sheep 1966-1975
 
Wheat 1966-1975
 
Agricultural 
research and
 
extension. 1906-1956
 
Agricultural
 
research and 
extension 1948-1963
 

Annual Internal 
Rate of Return 

(%) 

35-40
 
20
 

21-25
 
40
 
90
 
35
 
77+ 

37-46
 

16-28
 
77-110
 
35-55
 
25-27
 

73-75
 

60-82
 
79-96
 
11-12
 
none
 

24
 
50
 
51
 
49
 
34
 
44
 

-48 

34-44
 

23-37
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TABLE 1 cont' d 

Annual Internal
 
Time Rate of Return
 

Study Country Commodity Period (%) 

Index Number: I 
Scobie and Posada, Colombia Rice 1957-1964 79-96 

1978
 
Pray, 1980 Bangladesh Wheat and rice 1961-1977 30-35 m 
Regression Analysis: 

Tang, 1963 Japan Aggregate 1880-1938 35 
Griliches, 1964 USA Aggregate 1949-1959 35-40 
Latimer, 1964 USA Aggregate 1949-1959 not significant 
Peterson, 1967 USA Poultry 1915-1960 21 
Evenson, 1968 USA Aggregate 1949-1959 47 
Evenson, 1969 So. Africa Sugar cane 1945-1958 40 
Barletta, 1970 Mexico Crops 1943-1963 45-93 
Duncan, 1972 Australia Pasture 

Improvement 1948-1969 58-68 
Evenson and Jha, 197 3 India Aggregate 1953-1948 40 
Cline, 1975 -USA Aggregate 1939-1948 41-50 
(revised by Knutson 
and Tweeten, 1979) Research and 

extension 1949-1958 39-47 
1959-1968 32-39 
1969-1972 28-35 

Bredahl and Peter- USA Cash grains 1969 36 
son, 1976 Poultry 1969 37 

Dairy 1969 43 
Livestock 1969 47 

Kahlon, Bal, Saxena, 
and Jha, 1977 India Aggregate 1960-1961 63 

Evenson and Flores, 
1978 Asia-- Rice 1950-1965 32-39 

national 1966-1975 73-78 
Asia--
Internat' 1 Rice 1966-1975 74-102 

Flores, Evenson, and 
Hayami, 1978 Tropics Rice 1966-1975 46-71 

Philippines Rice 1966-1975 75 
Nagy and Furtan,1978 Canada Rapeseed 1960-1975 95-110 
Davis, 1979 USA Aggregate 1949-1959 66-100 

U 
I 
I 
I-v'9 
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TABLE 1 cont'd 

Annual Internal 
Time Rate of Return 

Study Country Commodity Period (%) 

1964-1974 37 
Evenson, 1979 USA Aggregate 1868-1926 65 

USA Technology 
oriented 1927-1950 95 

USA Science 
oriented 1927-1950 110 

USA Science 
oriented 1948-1971 45 

Southern Technology 
USA oriented 1948-1971 130 

Northern Technology 
USA oriented 1948-1971 93 

Western Technology 
USA oriented 1948-1971 95 

USA Farm management 
research and ag 
extension 1948-1971 100 

Source: 	 Ruttan, V. W. Agricultural Research Policy, University of Minnesota
 
Press, Minneapolis, 1982.
 

Historically, publicly supported agricultural research in Honduras has lagged 
far behind the rest of the world in terms of its growth rate of scientific staff 
and research expenditures as a percent of agricultural gross domestic 
product. A survey of 41 less developed countries showed only 4 countries 
with negative growth rates in scientific staff during the 1970's. Honduras was 
one of those with a -1.82% rate of change in scientife staff. It also had the 
lowest level of expenditures on public agricultural research as a percent of 
agricultural gross domestic product (0.16 percent) of all 41 countries.2' 

3) Private research expenditures, particularly for bananas, have been 

substantial in Honduras.
 



I 

I6 

:able 2.	 Forty-one countries arranged in order of growth rates of 
scientific staff, 1970/80. I 

Expenditures Growth rate
 
Growth rate as % of of Ag. GDP Income
 

<.untries 

.. n.gladesh 
.tI aysia 

.-.go 
Nigeria 
tcuador 
2ri Lanka 
:ndonesia
 
.. ailand 
.uatemala 
.ruguay
 
.anzania 
4syria 
'.icarauga
 
'1 Salvador
 
Senegal
 
Srazil
 
Paraguay 
Chile
 
Kenya
 
Peru
 
Bolivia
 
Sudan 
:exico 
Jordan
 
Cyprus
 
Zaire
 
Burundi
 
Venezuela
 
Zambia 
Nepal
 
Philippines
 
Barbados
 
Korea, Rep.
 
India
 
Costa Rica 
Argentina
 
Panama
 
fagadascar
 
Honduras
 
Jamiaca
 
Colombia
 

AVERAGE
 

of staff
 
33.32
 
21.90
 
20.74
 
17.27
 
16.11
 
15.12
 
14.78 
14.66 
14.18
 
13.35
 
11.34
 
9.70 
8.82 
8.44
 
8.17 
7.49
 
7.13 
6.82 
6.48 
6.26 
5.48
 
5.46 
5.16
 
4.93 
4.85 
4.85 
4.47
 
3.55 
3.39
 
3.23 
3.19 
2.82 
2.67 
2.25 
1.56 
1.05 
0.30 

-0.64 
-1.82
 
-3.65
 
-6.23
 

6.10 

Ag. GDP
 
0.48
 
0.81
 
0.76
 
0.70
 
0.35
 
0.41 
0.44
 
0.26
 
NA 
0.59
 
0.35
 
0.24
 
0.27
 
0.17 
1.21 
1.15 
0.28 
0.81 
1.08 
0.33 
0.34 
0.57 
0.65 
0.44 
1.12 
0.20 
0.81 
1.32 
0.80 
0.20 
0.16 
1.36 
0.23 
0.29 
0.24 
1.64 
0.53 
0.39 
0.16 
2.16 
0.67 

1970-19791/ 

1.9 

5.0 

0.3 


-0.3 

0.7 

2.6 

3.6 

5.4 

5.1 
0.2 
4.9 

6.4 
4.2 

3.2 

3.6 
5.0 
6.8 
3.5 
5.4 
0.1 
3.1 
2.7 
2.2 

NA 
NA 

1.2 
1.8 
3.8 
2.3 
0.8 
4.9 

NA 
4.8 
2.1 
2.6 
2.5 
2.2 
0.1, 
1.3 
1.3 
4.8 

Group
 
Low
 
Middle 
Low
 
Middle
 
Middle
 
Low
 
Middle 
Middle
 
Middle
 
High
 
Low
 
Middle 
Middle 
Middle 
Low 
High 
Middle 
High 
Low 
Middle 
Middle 
Low 
High 
Middle 
High 
Low 
Low 
High 
Middle 
Low 
Middle 
High
 
Middle 
Low 
High 
High 
High 
Low 
Middle 
Middle 
Middle 

I
 
I
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1/ Agricultural GDP growth rates for 1970-1979 taken from World Bank 1981
 
World Development Report.
 I 
Source: Oram, P.A. and V. Bindlish, Resource Allocations to National 
Agricultural Research Trends in the 1970's. ISNAR, IFPRI, 1981. I

.3 
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It is little wonder that the production of major food commodities, 
particularly corn, soybean, beans and plantains have stagnated since 1970 as 
well (Table 3). It is estimated that 70%of the population suffers from 
malnutrition. 

At the same time that production and the capacity to -improve agricultural
 
productivity has stagnated, population has grown at an annual rate in excess
 
of 3% per Annum. As a result, Honduras has moved from a net corn exporter to 
a point where it can no longer meet domestic demand. This situation is
 
compounded by the recent weakness in the banana market which along with other
 
factors has reduced the foreign exchange available to import food. If one 
looks to the future and assumes that population grows at about 3.3% per year, 
per capita income growth at a very modest 1.0 - 1.5% per year with an income 
elasticity of 0.7, the projected rate of growth in demand for food would be at 
least 4% per year. / This figure indicates the extreme importance of
 
increasing basic food production as well as developing exports to generate
 
stable foreign exchange earnings to meet food import requirements. 

Without increases in Honduran agricultural production, substantial upward 
pressure would be exerted on domestic food prices which, in turn, would reduce 
the rate of growth of economic development and employment in the industrial 
sector. It is the lowest income groups that spend the highest proportion of 
their income on food and experience the.highest rates of unemployment.
 
Consequently, these would be the hardest hit groups.
 

4/ The rate of growth in demand for food equals the rate of growth of
 

population plus the product of the income elasticity of demand for 
food and the rate of growth of per capita income. 
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FIG 1.3
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TABLE 7: Resources received by INTA, Argentina, 
EMBRAPA, Brazil and INIA, Chile. 1978-83. 

INTA EMBRAPA INIA 

1974 
US dollars 

1974 
US dollars 

1974 
US dollars 

1978 
1979 
1980 
1981 
1982 
1983 

72.362 
79.478 
70.853 

-59.804 
21.851 
24.064 

85.868.585 
93.648.944 
90.527.479 
95.357.478 
124.378.175 
68.340.009 

6.375.027 
6.599.091 
7.401.650 
9-.094.796 
6.178.005 
5.039.433 

Source: Prepared by the authors on the basis of 
provided by INTA, EMBRAPA, and INIA. 

information 

I
 

I 
I 
I 
I 
I
 

e4K I.
 



---..--------	 m 

Table - .reakdown of agricultural research expenditures by comedIty.197b-st. 60enon pess 1at curret' prices)
 

1971 1978 lt19 *8980 li8 1982 198) 198
 
Conedity .1 1974 3973 1976 

5*0 10.1 10.9 3I.4 . 0 
Rice 	 4. 0.6 4.3 6.9 6.8 8.3 

3. 3.2 4.13.) 2.1 4.1 3.3 3.CArs 	 *.4 2.2 2.) 

3.6 14.3 3) 18.0 22.3 24.e e4 
* 	 sugarcane 33@ 3.3 I) 

*3 8.9 .9*. )3.2
Coconut 2.2 2.) 2.6 3.) 4.0 3.3 4.3 

.8 4** *. 7.9 10. 13.) 19.0 
Tobacco 	 0.9 0.9 1.3 3.0 

4.5 4.2 0.2 0.3 1.) 3.0 
Fruits and Ve. 	 2.8 2.3 .6 4.J 0.1 

18.3 19.0 .4 18.6 
Other Crops 10.2 9.0 10.9 .MA. 8.) 11.9 27.2 

4*6 4.9 8.4 32.8 11.0 16.) .9 16.0 16.6 
Livestock and Pultri 4.) .4 

2.3 1.4 3.0 3.9 
Other researches 	 0. 0.3 0.8 I.9 A.? 0.3 2.0 

98.3 101.2 131.441.2 41.4 74.) 83.1 89.4ttn. 	 39.8 40.0 4s.3 

78.0 84.4 100.0 £33.11 324.4 37.3 A. 
C n1 (111 19 33.4 61.9 14.0 64.9 

flPL it5EtRM tiomDI901U0 9.fl. 1)? 191 MI s.11 G.14.8. 37 7. 33 
(at constant 19110 prices) 14.) 4. 40 9. 47 

. . ... . . ...- -- ---...--.---.-- -..-.*... . .. .. . .. . . . . .. . . . . .. .. 
... .. . .. . .. .. .
............ ............ 




------------------------------------------------------------------

12 

Table . Percentage share of selected coarodities ingross value added and in research 
expenditures inagriculture,1974 and 1984. 

1974 1984 
%Share in%Share in Research %Share in%Share in Research 

Canodi ty GVA Research Intensity GVA Research Intensity 

Rice 22.45 11.30 0.09 19.70 11.40 0.07 

Corn 8.44 8.60 0.19 7.14 4.65 0.08 

Sugarcane 9.55 27.60 0.55 5.07 22.30 0.53 

Coconut 14.29 5.50 0.07 13.29 8.50 -0.08 

Tobacco 1.01 2.20 0.42 0.95 14.50 1.85 

Fruits and Veg. 7.09 7.00 0.19 11.90 2.30 0.02 

Other crops 17.15 25.60 0.28 22.62 20.70 0.11 

ALL CROPS 79.98 87.80 0.21 80.67 34.33 0.10 

Livestock/Poultry 20.02 11.40 0.11 19.33 12.70 0.08 

TOTAL AGRIC. 100.00 99.20 0.19 100.00 97.03 0.12
 

Note: 
Research intensity = (research expenditure/gross value added) x 100 
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INTRODUCTION 

1 

3 
The PhiLippines, Like mnay other Asian countries have been facing 

3 
4 

a severe disparity in reaLized as weLL as prospective growth in the demand and 

6 suppLy of agricultural products. With popuLation growth of aoproximately 

11 2 1/2 percent per year and with very modest growth in per capita incomes, the 

13 demand for basic foodstuffs has been growing at roughLy 4 percent per year. 

18 
18 

Over Long historical periods no countries in Asia, or eLsewhere, have been able 

19 
22 

. to achieve a growth in the suppLy of agriculturaL products to match this. The 

22 
23 

U.S. and Japan, for example, have both averaged Less than 2 percent per year in 

26 
26 

the growth of agricultural supply over the past century. A number of countries 

27 
28 

in recent periods have managed four to five percent growth rates, but not without 

30 
31 

major investment in irrigation and other forms of Land improvement, in public 

32 
33 

infractracture and in the development of new technology. 

34 
Economists now have compLeted a considerable body of economic studies which 

show very clearly that if Low cost agriculturaL suppLy growth is to be achieved 

39 in'Asia, investment in the production of new technoLogy must oe a centraL, indeed 

47 
47 

the central focus of a growth strategy. Something on the order of two hundred 

49 
52 

studies of the contribution of agriculturaL research to growth have now been 

54 
55 

undertaken. Research programs in many commodities and in many countries have been 

57 
studied. With few exceptions these studies have shown that these research programs 

have produced agricultural suppLy growth. Furthermore, they qave shown that the 

58 costs to an economy of producing such growth through research investment are a 

59 smaLL fraction of the costs of achieving growth through aLternative means. Put 

60 differently, the returns reaLizea on investment in agricuLtural research have been 

estimated to be exrraorainarity high (Everson, Waggoner and Rut-an, 1979). 

=mM---a-MM
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Our objective in this paper is to provide a quantitative and qualitative
 

assessment of past investment in agricuLtural research in the Philippines. Our
 

focus is not simply on the quantity of resources being devoted to this activity but 

on the progress toward building on institutional capacity to conduct research and
 

to direct research resources toward national objectives.
 

- In the first section of this report we review the history of the agricultural 

research institutions in the Philippines because their current condition cannot
 

be understood without attention to their history, including the role of the 

Philippine Council for Agriculturat and Resources Research (PCARR) in aiding their 

development. ALthough our primary concern is with the Philippine nationaL research 

institutions, we also consider the contribution and influence of the InternationaL 

Rice Research Institute CIRRI) to national program development. We then provide 

a quantitative and qualitative assessment of the current system. A further section 

briefLy reviews the major commodity research programs. Although we are sketchy 

in these reivews, we beLieve some judgments regarding the quality and quantity 

of research by commodity is useful. In the final section we assess the state of 

development and discuss several poLicy questions for the future. 

*This paper is based on a field review trip in August, 198G. This review was 

undertaken as Dart of the U.M. Asia Bureau Agricultural Research Review.
 

t
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II. History 

on three periods; 1949-1962, 1962-1972 andFor perspective, we concentrate 

1972-1980, which correspond roughty with internationaL emphasis on buiLding 

centers and national programs.institutions, internationaL research 

A. 1948-1962: Institution Buidding 

Our major point concerning this period is the extent of the resources required 

to build the modest but significant research capacity in the country by 1962. 

The CoLLege of Agriculture at Loa Banos (UPCA) attained its capacity 'with con

siderabLe assistance from international agencies. Many graduate feLlowships drawn 

from a national poo t and several visiting scholars, notabLy from CorneLL University, 

resources were
were instrumintaL in this development. Furthermore, most of these 


concentrated on one institution, (UPCA).
 

In 1962 the second institution with significant research capacity was the
 

Bureau of Plant Industry (BPI). This capacity was partiaLLy built before World
 

War II as was the case with UPCA. In the post-1948 period, however, staffing
 

this research system, reLativeLyand training was primarily from UPCA. In buiLding 


the BPI. In addition to
Large investements in Land and field pLots were made by 

the BPI, other agencies also developed Limited research capabiLities. These included 

The Bureaus of Animal Industry, SoiLs, AgricuLtural Economics and The National
 

Irrigation Authority. If present conditions are a reliable guide, however, the
 

at that time.
research capacity of these units was modest 


Before World War II, research on sugarcane was moderateLy weLL advanced in
 

the Philipoines particularty at Victorias Milting, a private firm. Efforts to 

deveLoo a research capacity in the Philippine Sugar Institute were Less successful. 
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By 1962 the Ministry of Agriculture had established many experiment stations 

throughout the PhiLippines. Most were staffed with personnel with Limited research 

skiLls. Similarly, by 1962 the Philippines had buiLt many vocationaL agricultural 

schools (Later to become coLLeges) and agricultural coLLeges. Again, with few 

exceptions, staff members in these institutions were not research-oriented and were 

inadequately trained to undertake research. 

This pattern of development is not unique to the Philippines. We believe it
 

especiaLLy important to note the heavy reLiance on institutions outside of the 

Philippines for graduate training and the fact that almost total support for this 

training was funded by aid agencies. At this point, PhiLippine political bodies 

were generaLLy not willing to sustain the strong research centers that had been 

developed. They were, however, willing to support the smaLLer agriculturat schools 

and regionaL stations which reLied on genuineLLy Low cost research personnel. 

B. 1962-1972: International Centers Influence. 

This decade is characterized by the foLLowing developments: 

1) The first decade of IRRI's operations. 

2) The further development of the University of the PhiLiopines 

College of AgricuLture at Los Banos. 

3) The upgrading of numerous vocational schooLs to agricuLtural coLLeges. 

4) The demise of formaL institution-buiLding programs by aid agencies 

and foundations. 

The establishment of IRRI and its extraordinarily rapid success has profoundLy 

effected the agricultural research system in the Philippines. This .as the oceriod 

of "green revoLution" euphoria, and IRRI's pubLic relations efforts oartLy created 

M aM -W aMM 
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the euphoria. Readers of the press can be excused for faiLing to note that 

rice research at the UPCA had, in fact, contributed greatLy to improved rice 

production. The fact that the productive rice variety, C4-64, for example, 

was developed at UPCA at the same time as IR-S at IRRI, and ultimateLy was 

probabLy a more important variety is not widely known. 

During this decade the international agricuLturaL development community 

turned to building International Research Centers. The institution building 

of the foundations and USAID, which had been important in the development of 

UPCA, were Largely phased-out during this period. Loans repLaced grants and 

research entrepreneurship became important. OnLy a few research institutions 

in the Philiopines were organized to take advantage of them. 

In some ways the end of this decade was the high point of development
 

for the UPCA. Most of the original Ph.D. feLLowships had borne fruit, and
 

the coLLege was developing many strong research and graduate programs. Most
 

faculty were available fuLL time and were dedicated to the teaching and
 

research programs of the coLLege. The UPCA had made great strides and de

served its reputation as a research center. 

During this decade other agriculturaL coLLeges multioLied. By 1972 

some 140 or more coLLeges, mostLy former vocationaL high schools, were 

offering Bachelor's Degrees in agriculture. ALthough most of these programs 

did not prepare students for a career in research they resoonded to a demand 

for schooting in technicaL agriculture, which was in part created by research 

at UPCA and, to some degree, at IRRI.
 

This decade also showed a reduction in the sustained efforts by aid 

agencies to create centers of exceLLence in national programs. Many programs 

designed to strengthen national orograms had run their course. The orincipaL 

a M a a M MM . 
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attentions of the foundation and'other international agricultural Leaders 

were directed to the international system of research centers. The number 

of international scientists serving in national programs was sharply reduced. 

Perhaps as many as half of the staff members of the international centers 

in the early 1970's were formerly associated with national program develop

ment. A significant number of 'international center staff were Asians who 

might otherwise have been active in national program development. 

It was also clear, by the end of this decade, that the international 

centers had effects on some Local research programs which went beyond the 

diversion of funds and staff. UPCA's excellent rice research program was 

clearly affected by IRRI's presence. Indeed by the mid 1970's it had prac

tically ceased to exist.
 

At the same time it was clear that national interests and concerns had 

grown during the decade. National entrepreneurship had grown as well. The 

growth in the agricultural colleges is one indication of this. Similar 

growth in extension services indicated that regional groups were interested 

in supporting extension and some very applied research.
 

C. 1972-1980: National Programs 

This period is of most concern in this report. We see the major develop

ments as: 

1) The establishment of PCAR and later PCARR.
 

2) The effort to build regional agricultural research. 

3) The reorganization of sugar and coconut research. 

4) The growth of the agri-business sector. 

5) The maturation of IRRI as an institution and its further effect on 

rice research in the Philippines. 

6) The reorganization of UPCA as the University of the Philippines 

at Los Banos (UPLB).
 

7) The increased demand by regional institutions and international 

institutions for researchers at UPLB.
 

8) The increased demand for skilled researchers by non-research
 

institutions.
 

Wehave a particular interest in PCARR's efforts over this period. 

With Limited authority, PCARR has attempted to achieve two major objectives.
 

In.cotLaboration with researchers it has attempted to select research priori

ties and then assemble more coherent and coordinated projects to achieve 

these priorities. Second, it has attempted to build stronger research insti

tutions in the major regions of the Philippines. In building these institu

tions, it is employing a different strategy than was employed in the building 

of the UPLB units.
 

Specifically, it is relying almost totally on UPLS rather than foreign 

institutions for scientist training. It is attempting a Low-cost expansion
 

of the research system in a setting where most previous development has been 

a high-cost matter. The costs associated with a successful Ph.D. program in 

a U.S. university have been rising rapidly and are now on the order of S75,000 

presuming normal brain-drain type Losses. Recent indications are that the 

relatively good experience with Philippine students returning to the home in

stitutions may be deteriorating. (At least this appears to be the case in
 

the social sciences.) 

PCARR's strategy to attempt to rely on UPLB makes good sense crovided 

that the graduate training capacity of UPLB can be strengthened. Direct costs 

are perhaps one-third as high as they are for internationally trained stucents 

and there is Little Loss of students to international agencies or U.S. 
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institutions. In fact, from PCARR's perspective, it could afford to spend 

as much or more to strengthen the capacity of UPL8 as a graduate training 

center as it does on direct training support. This has not happened. Indi

cations are that many UPLB graduate programs are not stronger than they were 

in 1972. A number of factors have been responsible for this. 

The most fundamental change is the general increase in the demand for 

scientists for both scientific and non-scientific tasks. This increase in 

demand was partLy created by the "success" of scientists as administrators 

and pLanners. It was oartially due to the hiring practices of international 

agencies and the disruption of salaries that they created. It was aLso in

fluenced by a shift toward "quick-fix" applied projects by international 

and national funding agencies.
 

The response of research systems to these forces, in many countries of 

Asia, has generaLLy been inadequate to maintain and deveLop quaLity research 

institutions. When the salary structure is infLexible and out of Line with 

markets, most research institutions turn to "multiple-job-holding" which 

destroys research and teaching institutions. The Philippines has used re

search honoraria to try to hold researchers' aLLegiance by making salaries 

more competitive. This tends, however, to encourage easily managed research
 

projects and does not generaLLy provide incentives for the concentration 

required for quality research.
 

Excess demand for Ph.D. Level scientists, including social scientists, 

is pervasive throughout Asia. It appears to have become much more serious 

in the Phi Lippines in recent years, and a number of important members of the 

academic community at UPLB are now on Leave with international and regionaL 

organizations, adverseLy affecting the research and graduate teaching at UPLB. 

As institutions such as UPLB have sought to expand programs, they have 

created new structures. The CoLLege of Development Economics and Management 

iLlustrate this. Once a Department of Agricultural Economics in the College 

of Agriculture, this unit is now a coLLege with two institutes (ACCI and ARI), 

3 centers and 4 departments. It offers 3 undergraduate and 7 graduate pro

grams. This institutional organization would suit an institution with per

haps 5 or 10 times the faculty presently at UPLB. In fact, actual facuLty 

strength is approximately the same as it was ten years ago because faculty 

are on Leave and abroad for training. The College now has 125 graduate stu

dents, many from other Asian countries, and expects 200 in two years, aLL 

with the same faculty strength that taught 50 weLL 5 years ago. 

We see the merit in effective organization, and much of the institutional 

development at UPLB has merit. It appears to us, however, that complex 

structures can be a burden when staff is scarce. In our juoment some UPLB 

units have suffered fragmentation of effort and increased acministrative 

costs by complicating the structure. 

In our perusaL of research projects at UPLS and eLsewhere, we note two 

trends that may have serious implications for the UPL8 units. The first is 

a shift from traditional scientific discipLines toward a range of appLied 

and broad research programs. The second is a tendency to invest scarce re

sources in some minor commodities, white neglecting some major commodities. 

The shift from the traditional crop and animaL improveient programs 

toward the cropping-system and various "integrated", "intensive" and "basic 

needs" programs has been heaviLy influenced by funding agencies. Despite 

the evidence that the traditional piograms have been productive and that many 

rural development projects have not, funding agencies are at:racted by newer 

programs. Indeed, much of the research that is ostensioly tone in these 

----- ---- mmnmmmnm
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programs is not research in the conventional sense at all. It might better 

be caLLed development or refinement and packaging of technology. 

The traditional system of research and extension does not appear to 

work well when extension workers are poorly trained and have Little experience 

on farms. It also does not work well without clients with political clout. 

The Philippines has both of these problems. In this situation, researchers 

and research institutions are motivated to move toward extension activities 

because they see clear opportunities to accomplish things. 

Our concern that research is being damaged by this shift is not based 

on a judgment that the traditional research-extension system is optimal. It 

probably is not. Our concern is that scarce research skiLLs are not being 

used to their best comparative advantage. In many fields the Philippines 

has a Limited supply of scientists at the "research frontier". The demand 

for their skills as teachers and administrators is high. 

PCARR has accomplished a great deal in the past several years and it 

has done this with very Limited authority and in the face of a number of 

serious constraints. Weare somewhat critical of certain of the forms which 

program development has taken, but not of the overaLL thrust of the develop

ment. With PCARR's assistance, some regionaL strengthening has taken place. 

It is probably true that the erosion of scientific staff associated with the 

salary structure has been alleviated somewhat by the form of research support 

and its use to bring net salaries more in Line with market forces. PCARR has 

certainty increased the demand for graduate training at UPLB and at the Phi lip

pine centers and has probacty assisted somewhat in increasing the supply as 

welt. 

We wouLd note that whiLe PCARR has regularized research funding and 

researcn planning, it has also created a Lengthy process for project approval 

-IT

and generaLly apoears to have an administrative system whic night be too 

Large. This may be the result of the fact that PCARR nas cr1t indirect con

troL over research funds for projects in a number of Minist'"es. 

III. The Current Program: A Quantitative Assessment 

We now turn to avaiLable data on research spending to :raw some compara

tive insights regarding the system and its development. We are interested 

in the general growth of the system as well as in its regional and commodity 

emphasis.
 

Table 1 provides a summary of the overall growth in the Public Agri

cultural Research and Agricultural Extension programs in the Phi lippines 

measured in constant 1978 pesos. In the past 6 years of most direct PCARR 

involvement, crops research increased by roughly 60 percent. soils and related 

research increased by 70 percent white Livestock research increased very 

Little. Forestry research (not included in Table 1) increased by roughly 

70 percent over this period and fisheries research (also not included) showed 

an increase of 250 percent. 

Table 1 shows that the Philippines has emphasized exte-sion programs to 

a much greater extent than research programs in its nationaL efforts to im

prove farm productivity. This has been changed somewhat win the increased 

emohasis on research in the recent period. It apoears that :he Philiopines
 

is now spending Less than half of one percent of the value f its.agricul

tural product on research. This is Low by international standards. Boyce 

and Evenson (1975) estimate that the Phi Lippines was spenai-g much Less cy 

this measure than the average for Southeast Asia in 1974. Expenditures on 

extension are also Low by internationaL standards. Other :cjntries in tne 

recion apoear to have oeen more extension-oriented than -e 'hiiliocines. 
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Table 2 provides a reading on the regional distribution of research 

funds. It is pretty cLear that the bulk of the research funding is spent 

at the national center programs primariLy at UPLB. Some government research 

undertaken in Manila is included in the national figure. The Southern Taga-

Log region which includes Los Banos receives the most research attention
 

further exacerbating the regional disparities. Almost 70 percent of the
 

research budget of the PhiLippines is expended in the Southern Luzon region 

which incLudes Manila and Los Banos. These data suggest that from 1961 to 

1971 some regions, notably the Visayas, were able to improve their relative 

positions. We do not have data for 1980 and thus we cannot make a definite state

ment regarding the effect that PCARR has had on the regional distribution. 

Our expectation is that the 1980 data wiLl show a more equitable distribution. 

The situation with respect to extension is quite different. OnLy 25
 

percent of the extension budget is expended at the national Level. The dis

crepancy between the research and extension emphasis is particuLarLy Large
 

in the northernmost regions, ILocos and Cagayan VaLLey and in the southwest
 

regions of Mindanao.
 

TabLe 3 provides calculations based on PCARR data showing expenditures 

by commodity. The column showing research spending as a percent of the
 

gross value of the commodity in 1980 indicates a high degree of variation
 

in research intensities. Commodities such as pineapples, bananas, citrus
 

On the
fruits and coffee appear to have very LittLe research attention. 


other hand, commodities such as cotton, Legumes, tobacco, rootcrops, vege

tabLes and pouLtry receive reLatively'high research attention.
 

CaLculations based on the data on commodity shares in research and in
 

vaLue of all commodities show that the congruence or matching up of research
 

with commodity importance has worsened between 1973 and 1980. The correLations 

M M a M= aW aMmWWW a 
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between research budget shares and commodity value shares decreased from .91 

in 1973-74 to .73 in 1980. Another statistic, the sum of tre deviations 

between research and commodity shares also increased flom .38 in 1973-74 to 

.49 in 1980. 

These data tend to confirm our qualitative impressions. PCARR has 

generaLLy encouraged a moderately rapid increase in reaL research investment. 

It has not, in general, achieved a closer matching of research spending with 

commodity importance. Some of the expansion has occurred in commodities of 

minor economic importance. In addition, the sttstantial reouction in rice 

research by the UPLB program has resuLted in a decline in congruence between 

research intensity and economic importance. 

IV. The Current Program: A Qualitative Assessment 

After visiting experiments from Central Luzon to Southern Mindanao and 

from Panay to Sicot, and after evaporating away interesting out smaLL mat

ters, visitors from another continent retain nine observations. 

The yeast is UPLB. StrategicaLLy Located at the junction of the national 

metropolis and considerable farming, and given a half-century connection with 

a major university in the Western World, the agricultural spnooL at Los Banos 

grew into a university, UPLB, capable of profound research. Presidents of 

provincial universities empLoy their hono, graduates and then send them to 

Los Banos where they witt acquire "research orientation", a orocedure expedited 

by the scholarship of PCARR. In the provinces a visitor encounters the 

graduates of UPLB as he would encounter tne graduates of St. Cyr if he were 

to visit the outcosts of the French army. ClearLy the dispersion or diLution 

of UPLB wouLd be damaging. 

Pay is comoLicated. In a tecnnological age technoc-aTs Pemand lion 

saLar'es, and const-ained oy government stanoards the unive-sities and ,ne 

a mm Ma
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Ministry of Agriculture have supplemented salaries with honoraria and allowed 

consulting fees to be sought. Honoraria are paid to teachers for performing 

approved experiments, and in the Bureau of Plant Industry two projects are 

expected for the normal salary and then honoraria given for additional ones. 

"No report, no honorarium" focuses the mind. As an economist would predict, 

staffs have turned eagerLy to research and to such a source of honoraria as 

PCARR, easing its task of Leading agriculturaL research. Consulting fees 

have made academics availabLe for economic development by private firms. 

Scientists employed by private firms or autonomous authorities are evi

dently paid higher salaries rather than paid Low salaries plus honoraria, 

and their fields and Laboratories were no Less active for tack of the incen

tive of honoraria. 

The observer instinctively feels that honoraria are a poor policy, but 

admiring the efficiency of incentives, he is uneasy about his instinct. Is 

his instinct wantinp to be a gentleman above grubbing for money? Or, is it 

the union member's opposition to bonuses controLLed by the employer? These 

are poor arguments against honorari.a. 

More respectable arguments can be made. Surety the school will find 

it hard to teach when the staff is away in pursuit of honoraria and fees. 

Surely the agency will find it hard to fulfiLL its mission when the incentives 

are in the hands of someone eLse. And surely the scientist wiLL suffer pangs 

as he waters down his fixed stock of time to get more honoraria to buy a 

larger house. NevertheLess, the system was working in 1980. It aLLows 

fLexibiLity in a rigid salary structure which wouLd not otherwise hoLd scien

tists in the system.
 

The Bureau of PLant Industry BPI is competent. Employing competent 

farms in the hinterlands isceopLe to work on governmentaL experimental 
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cifficuLt. A corporate salary, an academic gown or the tights of the city 

cannot be offered. Further, the BPI has been wrenched by reor3anizations. 

Nevertheless, the BPI produces new varieties of rice that concete with the 

best. One finds plots at a BPI station deLL designed and maintained. Some 

experiments are regional replications of a national plan. In other cases, 

the design is LocaL; for example, in the BicoL, farmers were recruited at 

PS00, assigned at random, and caused to produce rice by weekLy, monthLy and 

seasonal planting and harvest.
 

EvidentLy a natural rote and sturdy people propel the BPI, and the 

Philippines are weLL served. 

Confidence gets peopLe to the fieLd. In "To Feed This World" (John 

Hopkins, 1978) S. Wortman and R.W. Cummings wrote that basic farming skiLLs 

generated the confidence to go to the fieLd and work with farmers. Philip

pine scientists have abundant confidence in going outdoors and a persistent 

tendency to work with farmers or to bring farmers to training centers at the 

stations. Admirable conferences and manuals teLL how to run field experiments. 

Confidence in one's competence is necessary in the Laboratory, too, and 

here Lies a probLem. The coserver found Laboratories unused and equipment 

unpacked because it might not work, and the observer guessed that if the 

scientists were as confident in the Laboratory as in the field, a way would 

be found to push ahead. Conferences and manuals on Laboratory experimenra

tion might break the ice. 

Erectino a building is easier than using it. This hyrornesis wouLd
 

uncouotedLy oe supported by the oresidents of an 4merican university, cog

gedly trying to man and fill buildings buiLt in palmy days. The hypothesis
 

lust be succorted, too, by PhiLcoine experience because the-s were LittLe
 

used Laboratories in 1980 with eauionent LabeLed for disoLay "ather rian
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worn by use. In 1971 investigators wrote "Problem 2. Major portions of 

research funds are spent for capital outLay", and 9 years later one sensed 

this was still true (The Philippine agricultural research system, 1971). 

The Leaders are thus wise in the planning and pride they invest in the 

PCARR schoLars whom they hope to develop and keep, making their Laboratories 

hum some day. Then they wiLl only have the problem of getting essential 

but ungLamorous supplies. Steady persistence rather than heady reorganiza

tion is required to enjoy this return on the investment in infrastructure. 

PCARR is for policy. In 1971 the investigators of the Philippine agri

cultural research system who recommend the formation of.PCARR found a con

flict of interest in the National Science Development Board's both performing 

research and granting aid. Thus PCARR has been careful to keep to its coordi

nating and policy setting role and eschew research. This takes superhuman 

self-discipLine. 

Two pressures push PCARR from poLicY toward the bench or pLot. The 

first presses on the curiosity of the individuaL scientist at a desk in a
 

bureau. PCARR expects to relieve this by seconding staff to places where 

research is done. The second presses or the institution when a priority has 

been set, and no champion rides forward. 

A gravity pults policy makers downward toward detailed management, de

laying and then stultifying scientists afield. The Lengthy schedule of sub

mission, review and decision pubtished by PCARR is ominous. 

The base of the triangle on the PCARR seal says "cooperation". In the 

field, workers generaLLy praised PCARR's rationalization 6f the system. 

Nevertnetess, two groups were found consciousLy and enthusiastically com

peting to produce the best variety of an important crop. It seems a credit 

to the sense of PCARR that their coordination has not eliminated the sour of 

comoetition.
 

Researchers who are Leaders are orecious. Regional centers and national 

ones, too, are being formed from coLLections of neighboring institutions. 

The policy is to pLace a university person, an academic, at the head of each. 

This is rational in a nation with only 8%of its agricultural researchers 

holding Ph.D.'s (Manpower resources in Philippine agriculture, forestry and 

mines research, 1978, PCARR, Los Sanos) and with manpower development para

mount. Universities are first for teaching, however, and by Placing an aca

demic at the head, the FiLipinos have produced a chalLenge for the Leader of 

research, who must shine brightLy enough from a subordinate Position to 

assure research orientation. Fortunately, one finds Filipinas as weLL Fili

pinos with adequate candle power. 

Scholarshio is the foundation. "Relevance" is written on the seal of 

PCARR, and the visitor is struck by the education in managenent and the 

attention to planning achievements relevant to the public good. "Excellence", 

too, is written on the seat because, without excettence in science, the 

barges of management will sail -- but the contents will be oormy. 

Scholarshio assures excellence and begins with reading. The deficiencies 

in Libraries were mentioned in 1971. Limited Library facTLities in many 

research institutions were stiLL visibLe in 1980. Scholarsip' continues with 

the discipLine of writing, criticism and then standard outication of findings 

in 1980 as they were in 1971. 

Scholarshio is easily equated with the overnice and 'acracticaL. PCARR 

was created 7c avoid these faults and assure an impact of research upon 

farming. Nevertheless, the books of the schoLar and nis ;t2lications are 

needed for F)tcno s5cence to feed upon lntqrnational sc ence and assure 

that its results are sound enougn to ce relevant. 

Em-m m mm a - a -am-a 
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The internationaL agencies giveth and the international agencies taketh 

gay. When one inquires as to the whereabouts of many key scientists and 

acuity members, one finds that they are often on leave or have recently re

igned to take a position with FAO, the Asian Development Bank or another 

international agency. The very agencies which invested in the building of
 

cientific enterprises now appear to be instrumental in their destruction.
 

iLipinos are valued employees in these agencies without doubt. Given the
 

ritical importance of national institutions, one wouLd think that a more 

oherent policy toward short and Long term employment of key individuals 

ould be consistent with that deveLopment.
 

* Commodity and Program Observations
 

In this section we offer observations that are necessarily incomplete 

n nature. They do, however, provide more detailed information and comment
 

han previous sections.
 

RICE
 

Rice is of great economic importance in the Philippines and much of the 
60
rest of Asia. By the early 19 's an effective Philippine national rice 

research program had been deveLoped. Breeding programs at UPLB and in the 

Bureau of Plant Industry notabLy at MaLagaya, were well developed. The fact 

that a number of important varieties, notably C4-64, were produced by this 

system in the 1950's and 1960's ismasked by the success of the International 

Rice Research Institute and the publicity that attended it. The national 

orogram had, of course, by no means exhausted the large potential for variety 

alscovery that existed in the early 1960!s. Nonetheless, it was a strong 

orogram with attention to upland rice and intermediate depth rice. 

The success of IlRI and the international attention cald to IRRI de

moralized the UPLB rice research Program. Some of tnis may nave been un

avoidable, but some was the product of the attention that naturally attended 

the early success stories of IRRI. IRRI has made Large contributions to 

Philippines production and in many ways to agricultural research in the Philip

pines. It has trarnedmany researchers and brought them close to researchers 

in other countries. lhfortunateLy the Philippine National programs have re

sponded to IRRI's programs by withdrawing to a secondary rate. At UPLS this 

has taken the form of shifting attention tc'"cropping systen". 'esearch in 

upland rice has been demoted to a minor role even though uptand rice remains 

important. The BPI appears to have maintained a strong program in the Mala

gaya station. 

Given the importance of rice and the differences in tie missions of 

IRRI and the national program, it would appear the Philippine response to 

IRRI's presence has gone too far. A strong national progran is 1mortant 
to IRRI as well as the nation. 

CORN 

Corn is the second most important grain in the Phi lipones. It is 

important both as a food grain consumed directly and as a 'eed for the ex

oanding Livestock industry. 

Most pubtLicly-supported research is at the UPLS Cotteze of Agriculture 

and the Institute of Plant Breeding (IPS). The Bureau of ".ant Industry, 

BPI, doessome corn research as do the Philioine Atomic Ene-;y Commission and 

SMARC. Most of tne effort is aimed at breeding hign yieLc--c varieties that 

are disease and pest resistant. There are oreeding pro)ec:s in wAnie corn 

(for human Consumotion) and '.ltow ('or -he oreecinocorn feet orain). 
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projects are important because the Low corn production in the PhiLippines is 

Largely due to a tack of high yieLding and disease resistant varieties. 

Adverse soiL conditions also have been an impediment to increased pro

duction in some areas. Recent research in micronutrients indicates that 

some of these problems can be overcome. 

In addition to the usual probLems of water and fertiLity that plague 

corn, the Philippines have a downy mildew, ScLerospora phiLioninensis, that 

destroys seedLings. They also have the distinction of discovering a race T 

of HeLminthosoorium maydis. which Later caused the epidemic of Southern corn 

Leaf blight in America. Control of these diseases allows the corn to survive 

to be attacked by corn borers. 

In 1976 the Philippines produced about 2,800,000 metric tons of corn 

for food and feed. This was 43% of the rice production of the nation. 

Thus yields of corn in the Philippines were only .87 T/ha in 1977 or 

Less than half the world and a sixth of the American average yield. 

Philippine corn yields versus rice and American yields were as foLLows: 

Corn Rice 

Phi Lippine 

1977, T/ha .87 1.96 

Increase 1957-77, T/halyr .015 .036 

American 

1977, T/ha 5.71 4.94 

Increase 1957-77, T/ha/yr .130 .083 

The potential for more corn in the Philippines seems great, whether
 

judged by the rate of increase, by the 1977 yield or by comparison with
 

other nations.
 

In 1979 an inventory of oqblic research'in the Philippines showed P 4.5 

mittion spent on research in corn. This was P 1.60 per ton of corn oroduced 

in 1976 and was about 5 times as much as the expenditure on research ocerton 

of rice. At Least three commercial concerns in the nation were develooing 

improved hybrid and synthetic varieties. 

Opinion is divided as to whether doubLe-cross hybrids can be practical 

for wide use in the Philippines. The Downy Mildew Resistant DMR1 (yeltow) 

and DMR2 (white) are composites. Tiniguib white fLint deveLoped at Southern 

Mindanao University is said to be resistant also. 

In 1979 86% of the money for research in corn was spent at Los Banos 

in a rice region. This was caused by a concentration of scientists. There 

is a keen awareness of the disadvantages of deveLoping varieties so far 

from the environment and pests of the major corn region in Mindanao. A 

classic problem in research, the attempt to create a center for corn research 

in Mindanao has been beset by the problem of recruiting staff for a frontier 

region far from the inteLLectuaL center of the metropolis. It is interesting 

that a substantiaL commercial effort by the San MigueL Corporation at producing 

improved corn has foLLowed the same course: research is concentrated near Los 

Banos and field trials are performed in Mindanao. 

The San MigueL corn researcn problem has a highly motivated and com

petent research staff. It is too earLy to predict whether they will be suc

cessfuL in bringing a private firm's incentives into the develocnent of "ew 

technology. If the iistory of other countries is a guide, orivate oreedino 

programs wiLL orobaoLy play a major rote in future achievements. 

m mWaWaWWe n Wm anmm ma nWa
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SUGAR 

Sugarcane research in the Phi lippines has a reLativeLy Long history. 

The Victorias Milling sugar miLL has had a research program for several 

decades. UntiL recentLy the Cantubang milt near Calamba had a program. 

Research in the public sector is concentrated in several stations operated 

by Phi tsucom.
 

Our general impression is that the private firms have succeeded in 

adapting varieties to Local conditions but have not been major contributors 

to the internationaL stock of high-yielding varieties. The public or semi

public research stations (PhiLsugin and now Phitsucom) have apparently been 

unable to maintain the steady programs required to be major contributors to 

new technology.
 

Our impression of the current research programs at LaGranja and Vic

torlas Milling were generally favorable. Effective research programs, per

haps more effective than at any time in the past, appear to be underway. 

Support for research appears to be available. If these programs can be main

tained and strengthened, Philippine sugar production could be increased. 

The scope for gains in the Philippines appears substantial. It is our im

pression that the Filipino sugar industry, white managing some important 

gains, has Lagged behind other countries in yield increases. 

COCONUTS 

With more than half of the world market and a natural comparative ad

vantage in coconut production, the Phitippines enjoy some monopoly Power for 

coconut products. Untitl recently it has been complacent about exploiting 

monoooly power and increasing production efficiency. Few varietal advances 
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aocear to have been made over the past 50 years or so. At:'ough some im

orovement in disease control and in management and organizat-on on planta

tion Land have been made, the coconut industry has not; on tne whole, been 

a dynamic sector of the economy. 

Two recent developments appear to be changing this. The first is the 

introduction of dwarf varieties from the Ivory Coast and crosses between 

Philippine (Laguna tall) varieties and both imported and native dwarfs. It 

is early to judge the ultimate impact on Philippine coconuts, but it appears 

Likely to be Large. During our visit to the PCA station near Davao, we felt 

that new technology was being developed and modified and we e impressed with 

new research that appeared well designed and responsive to the new genetic 

resources. 

We have mixed opinions about the second development. This is the de

velopment of the Philippine Coconut Authority (PCA), which amounts to a 

"Marketing Board" in the African sense. On the one hand, PCA is supporting 

aggressive research. On the other, it is pursuing the course of other mar

keting boards, paying relatively Low prices. Prices paid to producers were 

far below the world market at the time of our visit. This is justified by 

the PCA, which is presumably accumulating capital to finance replanting to 

improved varieties. Unhappi Ly, such marketing boards do not appreciate the 

celeterious effects of low prices. Also they tend to devote their research 

to buildings, public relations and funds, white replanting and related prac

tices tend to be undertaken inefficiently. 

ROOT CROPS 

Root croos research incuoce oanth tropical root croos and ,hte Potatoes. 

There is Little overtao in research in tnese t4o croo catecories. 
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Most research on white potatoes is at the Institute of Plant Breeding 

(IPS) on the UPL9 campus and the BPI station at Bagiuo, and other is in the 

CoLlege of AgricuLture at UPLB and at Mountain State College of Agriculture, 

The BPI. investigates production and utilization of potatoes for the high-

Lands of Northern Luzon. Nine PI researchers, none with training beyond 

B.S., are assigned to white potatoes. 

The IPS effort is directed toward the introduction of new varieties, 

breeding, crop protection and development of heat tolerant varieties for the 

lowLands. Most of this research is directed by a Ph.D., who was trained as 

a potato breeder and has had some training at the International Potato Center 

in Peru. Although most IPS work seems well conceived, adaptation of potatoes 

to Lowland conditions may be questionable, given the availability of tropical 

root crops.
 

Most research in tropical root crops is done by IPB and the Philippine 

Root Crop Research and Training Center (PRCRTC). In 1977 the PRCRTC was 

established at Visayan State CoLLege of Agriculture (ViSCA) near Baybay, 

Leyte to be a national center for research on tropical root crops. It is 

funded by PCARR and ICRC, with some contribution from such other agencies as 

the National Science Development Board (NSDG). The PRCRTC is undertaking 

germpLasm collection, breeding, variety triaLs, protection and utilization. 

The staff incLudes 15 researchers and 30 other staff of ViSCA assigned to 

work on root crops. Most researchers hold M.S. and B.S. degrees. The cur

rent program has 53 titles, and despite its short history, it seem effective. 

Already, new varieties of cassava and yams are undergoing advanced field 

trials.
 

The present research Is Largely in the field. Although the Laboratories 

have aeen built, the equipment and sometimes the personnel are Lact inq for 

am m -Wa- -a 
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Lao work. The field experiments aooear.welt designed and te-ded. White most 

of the research is applied, some is concerned with fundame-tal oroblems. For 

example, there is a Study of effect of the structure of the :anooy on the 

yield of cassava.
 

The PRCRTC cooperates with six other institutions: Cacatan State Uni

versity, iountawi State Agricultural College, UPLB Coltege :f Agriculture, 

Camarinos Sur Agricultural College, University of Southern Windinao and 

Palawan National AgriculturaL CoLLege. Most cooperation is oart of the pro

gram of varietal evaluation. UPLB will do some more basic .irk in genetics, 

physiology and biochemistry. 

Using root crops for energy is receiving attention. !: is hoped that 

root crops, which can be produced on poor soils, can be usec for alcohol. 

In addition to the difficulties of producing alcohoL from r:ot starch, the 

Philippines has a Land shortage not encountered in Brazil. 

The results of PRCRTC research are published in Radix, a semipopuLar 

research news publication and the Annals, ofIrooical Resear:i, the technical 

journal published by ViSCA. Some results 

Crop Science Journal and in proceedings of 

At PRCRTC the research is integrated 

programs on tropical root crops. In 1979, 

are published in -tePhilipoine 

international sy-cosia. 

into the interna:-anal research 

the PRCRTC was ::nost for the 5th 

International Root Crop Symposium and it hosted the First :-ternational 

Symoosium on cocoyam. The director of the PRCRTC is the se:-etary of the 

International Society for Root Croos. 

in recent years tropical root crop research has exoance. As the PRCRTC 

orogram acquires Laboratory equioment and staff training, :-e uatity of 

research snould Improve. In tine, the PRCRTC nay contribute -esearcn on root 

crops that wiLL have internationaL imoortance. 

a ---
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VEGETABLES
 

Although vegetable research was not reviewed in detail, it is of 

economic and nutritional importance. In some parts of the Philippines,
 

Like the Central Visays, the Lack of sufficient vegetables causes vitamin 

deficiencies.
 

Vegetable research is concentrated at IPB and some is done by BPI and 

the UPLB College of AgricuLture. At IPB research is mainly in plant intro

duction and breeding. Cucurbits get the largest share of attention, cruci

fiers get next, and attention is paid to other vegetables. BPI has a 

smaller, but more varied, research program that deals mostly with Problems 

of production. 

AGUACULTURE
 

Aquaculture is becoming an important source of food in the Philippines. 

Fish pens are already commerciaLly important, and fish ponds are beginning 

to produce.
 

Aquaculture research, which includes both fish and crustaceans, is 

dominated by three units; the UP Brackishwater Aguaculture Center near 

Iloilo, the CLSU Freshwater Aquaculture Center, and the UP College of 

Fisheries. The Southeast Asia Fisheries Development Center, (SEAFDEC) an 

ASEAN funded institution Located near Iloi Lo, also contributes to aqua

culture research in the Philippines. 

The Brackishwater Aquaculture Center and the UP College of Fisheries
 

were not visited. In 1977 the Grackishwater Center had 6 scientists, four 

with M.S. training and two with B.S. training. At that time, the UP CoLlege 

of Fisheries had 8 researchers, aLwith B.S. degrees. 
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The CLSU Freshwater Aauacutrure CenterIIs growing. The Center has a 

weLL-ecuipped Laboratory. The staff is well t-ained, two or more with Ph.D.'s 

and two more on Leave for Ph.D. training. The research on high production in 

fish pounds appears effective.
 

SEAFDA is an international institution with an international staff from 

the Philippines, Japan and other ASEAN countries. 
 It is not a Large insti

tution. In 1977, there were onLy 15 researchers at SEAFDC. The Center has 

reportedly had some administrative problems and has not Lived up to its 

initial promise.
 

MINOR COMMODITIES
 

As noted earlier, we observed research expenditures on some commodities 

that currently have minor or negligible economic significance. Wheat, soy

beans and cotton are examples. White potatoes aLso has Large research program 

relative to its value. 

One motive behind supporting research in these commodities is that re

search can make this commodity commercially imoortant. The other is that 

researchers see the opportunity to develop a commodity that others are not
 

working on.
 

Although the first is a reasonable motivation, history nas produced few 

commodities brought to economic significant by research. Every country in
 

Asia has hoped it could become another Brazil in Soybeans, and none has 

succeeded. Surely, one would not expect the Ptiltioines to oroduce wheat 

on a significant scaLe. 

Stretching Limited resources thinly over nany commoontes doesn't make 

sense.
 



-28-

SOIL
 

SoiL 	scientists engage in research on crop production and in soiL sur
vey, 	conservation and testing activities. 
 Although soil scientists are
 

found in many agencies, 
 the Bureau of Soils and the Department of SoiL 

Science at UPLB are by far the Leading Units in soiL science.
 

The Bureau of Soils performs research at Labs in ManiLa and six field
 

stations. 
 The field stations have one to seven researchers, white the central 

Laboratory has 37. In 1977 only 2 Bureau of Soils researchers had training 

beyond a B.S. Because pay is Low, it is hard for the Bureau to get and
 

retain good people. The field stations are far from the 
 field stations of 

other agencies. This discourages communication about the problems of the 

regions, makes cooperative research difficult, and reduces the impact of 

the Limited research of the Bureau. 

With 	 the demise of the Phitippine Journal of Soil Science the oppor

tunity to publish in a national professional journal no longer exists. The 

Bureau publishes Soils Technical BuLLetin, but 	 there appears to be Little 

or no review of papers in this journal. 

The Bureau ccntnually updates soll surveys. The published soil surveys 

are only reconnaissance surveys that contain little or no Laboratory data. 

Although they supply some information to researchers locating experimental 

sites and generalizing experimental data, their utility is limited. 
Also,
 

most 	(ifnot all) 
of the old surveys are out of print and difficult to ob

tain.. Although much of the Philippines has been surveyed at the semidetailed 

(scale of 1/50,000) and this effort is continuing, surveys have not been 

publishe.d. To obtain information about the soils in a region, a researcher 

must go to the Bureau office. 

M 	 M M a a a aM 
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The basic survey unit in the Philiopines, as in the U.S., is the Soil 

series. Soil series are useful in agricultural pLanning, research and recom

%ending agricultural technologies. Potentially more bowerful generalizations 

can be made using a soil classification scheme that groups soils together 

according to their chemical, physicaL and mineralogical properties. In the 

Bureau of Soils there interest in adopting USDA Soil inis the Taxonomy the 

Philippines, and a prooosal has been submitted through PCARR. It Was re

ported that an American reviewer questioned the availability of sufficient 

Leadership to carry out the project. The adoption of the Soil Taxonomy has 

been hampered by the Lack of mineralogical information; recent purchase by 

FAOof an X-ray diffractometer for the Bureau of SoiLs and the UPLB Depart

ment 	 of Soil Science makes it possible to obtain the required information. 

The interest in adoption of the Soil Taxonomy has been influenced by 

the Philippine participation in the Benchmark Soils Project. The Benchmark 

Soils Project is a University of Hawaii AID project to evaluate the useful

ness 	 of the Soil Taxonomy in agro-technoLogy transfer. 

Much of the funding comes through Hawaii, but the Philicoines supplies 

Local Leadership and technicians. Until about a year ago the oroject Leader 

was a UPLB teacher. Currently, the Bureau has the Leade-shic role. Because 

only two Philiopine soils are involved there is Little direct gain to the 

Philiopines. 
 There are some indirect benefits, especially ir training in 

use of the Taxonomy. 

Bureau of Soil tabs test soil for farmers and researcners. There are 

29 Labs with a goal of' 80000 samoLes zer year. This is only 2,700 sammpts 

per year for eacn Lab, a Low Level of utilization of tne facinzies. 

The Decartment of Soil Science at UPLB is the only strong soiLs re

searcn unit in :he Phillcines. ceoartaent scout 10 Ph.D.The has scientists 

a -a 	 Ma 
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and is reasonabLy weLL-equipped. Its work is wioespread, some experiments 

being as far away as PaLawan. The department, however, cannot possibly 

serve the needs of aLL of the Phi Lippines. 

Mountain State College of Agriculture, the only other teaching insti

tution on soiL science, is developing a research program. A recent Ph.D.
 

from UPLB.teads four scientists. This department should prove a vaLuabLe 

asset in the highlands of Northern Luzon. 

The PHILSUCOM unit at La Granja has more than three soil scientists 

incLuding one Ph.D. and two M.S. degree hoLders to work on soiL problems 

associated with sugar cane. They have their own soil testing Lab that com

petes to some extent with Bureau of Soils Lab. La Granja is also developing 

its own soil survey because of the inadequacy of information from the 

Bureau of Soils.
 

AGRONOMY
 

Agronomy is Loosely defined and it usuaLLy encompasses the studies of 

the production of grains and forages. This usuaLLy includes plant breeding 

but does not always incLude soiL science.
 

Agronomic research is the responsibility of BPI, IPB, the Departments 

weLL as unitsof Agronomy and Solt Science at UPLB, as many other research 

throughout the country. BPI is the Largest research organization in the
 

Ministry of Agriculture. There are 20 BPI experiment stations and farms. 

The Central Experiment Station in Metro ManiLa has the Largest staff, about 

50. A few of the CentraL, staff have M.S. degrees, but most BPI researchers 

have B.S. degrees. 

The MaLigaya Rice Research and Training Center is a large station with 

a staff of about 30 and is an important station in the National Rice Program. 
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Some rice varieties that were very popuLar in the oast, and are stiLl used, 

came from this station. The Matigaya station is also in charge of rice 

seed increase. Despite the modest resources, this ride program is func

tioning weLL.
 

mostThe Department of Agronomy at UPLB has a highty trained staff, 

with Ph.D.'s. The department has four divisions; Plant Breeding, Crop Pro

duction and Management, Weed Science and Seed Science and Technology. These 

divisions recently replaced the commodity alignments, and the new organi

zation gives the department and the individual investigators more flexibiLity. 

Several national jourrials exist for the publication of agronomic re

search: the Philippine AgricuLturalist, Philippine Journal of Croo Science 

and the Philippine Weed Research Journal. Although the Philippine AgricuL

turalist is a well-edited journal, up to 2 years may pass before a paper is 

pubLished.
 

FARMING SYSTEMS
 

The interest in farming systems is growing. In 1978 and 1979 more pro

jects in farming systems were funded than before. This seems to be, in part, 

an outgrowth of the interest at IRRI in cropping systems as weLL as world

wide interest in research adapted to smaLL farmers. The general approach is 

to taKe avaltaoLe technology (varieties, fertilizer practices, Pesticides, 

etc.) and deveLop new cropping schemes that wilL improve the oroductivity 

of the smaLL farmer. 

The two Largest cropping systems programs in the PhiLicoines are the 

Program of UPLB in the Deoartment of Agronomy and the KASSAKA crogram in 

ILoiLo, unich is an IRRI-PCARR cooperation. 
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The KABSAKA program is a combination of adaptive research (trials) and 

extension. Recently the greatest effort has been in extension with the 

Bureau of Extension (8AEx) supplying the technicians. The goal has been to 

get farmers to change from the traditional single crop of rainfed rice, 

possibly foLLowed by one upLand crop to a two rice crop. This is possible 

because of new short-season varieties and the Long rainy season in that area. 

Dynamic Leadership of extension no doubt contributes to the success of 

the project. The technicians and participating farmers seem highly moti

vated. Farmers report dramatic increases in income and many are satisfied 

that the extra effort in management of the new system yields worthwhiLe 

returns. 

The KABSAKA system is Limited to areas with Long, rainy seasons and to 

Lower Land where water is avaiLabLe Longer. There are also some soiL Limi

tations. Even with these Limitations the KABSAKA investigators feel that 

the system can be used over much of Panay, and the project is being extended. 

Farming systems programs can improve agricultural production, but they 

do reLy on existing technology and may be useful under Limited agro-ecological 

conditions. There is a danger that cropping systems research, could starve 

the pLant breeding, plant pathology and soil science programs. 

ANIMAL SCIENCE 

Animal Science was not reviewed in detaiL. The only research units 

visited were the carabeef research farm at Central Luzon State University 

(CLSU) and the Bureau of Animal Industry unit at La Granja. 

The BAI has four stock farms, new units at La Gran]a, and a sLaughter 

house Laboratory. In 1977, the stock farms had from one to four B.S. re

searchers. The major emphasis of the farms appears to be genetic improvement 
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of the cattle in their regions. There is some work in artt'cialt insemina

tion. 

The carabeef research farm at CLSU is just starting ari ouiLding its 

facLities. The work appears welL-conceived. The researeners hope that one 

result wiLL be better use of the grassy hiLLs of Central Luzon, and have 

promising results with Legumes. 

The UPLB beef and carabeef research includes the Department of AnimaL 

Science, the Dairy Training and Research Center (DIRI) and tne ANSA Cattle 

and Crop Farms in South Cotabato. The work includes breedir,, feeding 

studies and animaL heaLth studies. 

The total research in beef and carabeef is smaLL comcared to the demand 

and smaLL compared to the potential for the utilization of Land that is un

suitable for intensive cropping. 

ECONOMIC RESEARCH 

Research in agriculturaL economics is moderately well-eveloped in the 

Phi Lippines. The UPLB faculty includes several competent economists. The 

M.S. programs offered at UPLB are weLL-designed and oroduce skills on a par 

with comparable U.S. programs. The past research of the fac.lty has been 

useful.
 

The demand for Ph.D. agricultural economists in the Ph- .icoines is 

high. Several faculty members are on Leave on short foreig.r assignments. 

Others have taken Loncer term positions with international azencies. The 

taking of Leave on snort notice is obviousLy deLeterious oc :eaching ano 

research. The turnover of facuLty memoers moving to otner zositions is not 

necessarily bac, although the 'ove to international agencies arocaoLy witt 

not increase oroductivity. 
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Few economists and scientists move from Los Banos or Manila to regional 

institutions because incentives are inadequate. Most economists and scien

tists in the regionaL institutions are originaLLy from the regional institu

tions and have strong ties to them. Development of these institutions, how

ever, requires incentives to attract economists and scientists from the 

metropolis.
 

Research in Agricultural Economics has generaLLy been oriented to com

modities, especially marketing and price studies. The early studies of major 

commodities have been foLLowed by studies of minor commodities. 

Most research by graduate students is applied and generaLLy valuable. 

In fact, some of the better research is part of graduate programs. The in

centive system for faculty research encourages too many easiLy managed 

projects that rely on research assistants. Often reports are bundLes of 

tables produced by assistants and inadequately analyzed by Leaders. 

On the whoLe though, economic research is viabLe in the Phltippines. 

If 	 the most recent batch of faculty training abroad returns, some strength 

Lost 	 through Leaves wiLL be restored. If this restoration does not occur 

there wiLL be serious repercussions on the training of economists for the 

regionaL centers. (At present -it appears that three or four key facuLty 

members may be Lost to UPLB. If this happens the program wiLL be seriousty 

weakened.) 

VI. 	 The Future 

The broad picture that emerges from our survey of PhiLippine agriculture 

1. A centraL research unit (UPLB) has deveLoped research and training 

of 	international standing. 
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2. 	 Outside UPLB the Ministry of Agriculture stations (notably BPI) are 

generaLLy the most staole, and strongest research institutions. 

Although they are weak on Laboratory work, they are strong on re

search in the field. 

3. 	 Outside UPLB, the academic institutions face chaLLenges as they 

attempt to become first-rate research institutions. They are 

burdened by Low saLaries and by a tradition of being high schools 

and undergraduate coLleges. 

4. PresentLy both the UPLB and the regional institut.ons have been 

weakened by their inability to hold the devotion and energy'of 

their staff and to concentrate on research. This is because their 

salary structures are increasingLy incongruent with the market, 

exposing them to increased national and international raiding. 

5. 	The poLicy miteau pulls ski led researchers towaro the applied, 

even extension, end of the research spectrum. There is also a 

tendency to undertake work on unimportant commod,:ies. 

6. 	At present maintaining the scientific foundation of research and 

keeping up with scientific frontiers is not given high priority. 

These characteristics of the Philippine system are not surprising. The 

deveLopment of effective research systems is hard. Other countries - inctu

ding the U.S. - have gone through simiLar phases. On the wnole, the Phi Lip

pine system is in good condition and is one of the strongest in Asia. 

As we see it, however, the picture ootained from stucies of returns to 

agricultural researcn, and our assessment of the PhiLiopine system is one 

caLLing for continued aggressive quantitative and quaLitats4e imorovements. 

The PhiLiopines wiLL reLy, as other countries have, on two institutional 
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structures or mechanisms in achieving future quantitative and qualitative 

improvements. The first is formal planning and administrative institutions, 

i.e., PCARR. The second is the Local political mechanism. International 

agencies will have some influence, but will not be dominant.
 

During the past several years PCARR has certainly been the dominant 

institutional force shaping the system. It has utilized international as

sistance and has responded to Local political factors. 

The organized national interest groups do influence the research pro

grams; sugar and coconut research are obvious examples. As yet, however, 

strong regional groups pressuring for strong regional research institutions 

do not appear to have emerged. The "articulation" of clientele interests 

to research is thus weak. (See Evenson, Waggoner, Ruttan, Science 205:1101, 

1979.)
 

In the Long run this articulation of clientele interests guides research 

and the development of research institutions in appropriate directions, and
 

it is hoped that it will grow stronger in the Philippines. For the fore

seeable future, however, PCARR and the research institutions themselves will 

do most of the guiding. This situation has aLL the dangers of top-down
 

administration and the tendency for public institutions to serve their own 

interests rather than those of their public clientele. 

In noting this we are not suggesting that PCARR has ;aLLen victim to 

these dangers. In fact, PCARR has been careful to consider a range of in

terests and to proceed in the Larger public interest. For example, develop

ment of regional research has been aided greatly by PCARR, while it has 

regularized the research programs. 

PCARR will oversee the next decade of development and further challenges 

to retional centers. Because of the basic stability of the Ministry of 
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AgricuLture institutions, they wilt probably cont'nue to be :ne major insti

tution outside the UPLS. Some of the regionaL academic and esearch centers 

will realize gains according to their Leadership. their aoiti~y to move 

people from metropolitan to the regions, and their devetopement of research 

orientation. 

In the next decade UPLB wiLl have an even more vital roLe as the graduate 

training center. It wil also have to lead in shoring up the scientific 

base, building new potential for applied research and maintaining a role in 

the international scientific community. This will require suoport for 

journals and Libraries. 

In our judgment, the next decade will require stbstantial support from 

international sources for the investments called for by the economic po

tential. Although PCARR can, and probably will, provide Leadership and 

direction, it is unclear that the Philippine government will provide the 

full support required. 

Generally international agencies have provided funds to establish pro

grams and then transfer them to Local governments to prove tiemselves. At 

a certain point they often wean a country from international support. This 

point often comes at the stage of the current Philippine research program, 

and many policy make-s feel that the Philippine system shoutd be weaned soon. 

We see further international support as vital for witnout it the system may 

stagnate for a decade as key scientists Leave for more lucrative jobs in 

other national and international agencies. Judiciously placed funding for 

sucaLies and Libraries will oe critical to the development of regional cen

ters, esoecially because they are not Likely to be oriori'y items to the 

national government. 
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In summary, the PhiLippine system has progressed, has Leadership, has 

experience and has an institutional set-up conducive to further development. 

National and international funds wiLL be weLL invested in achieving further 

development. 
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APPENDIX 1
 

SOURCES AND PROCEDURES OF CONSTRUCTING THE 

RESEARCH AND EXTENSION EXPENDITURES SERIES 

PrincipaL Sources of Data:
 

The principal sources of data are public agencies and institutions doing 

either or both research and extension in agriculture, and t'ose providing 

research grants in agriculture. The Budget Commission serves as source of 

reference for estimating data for some period in the series not avaitable 

from the operating agencies. 

The principal and direct sources of data by agency are as follows: 

Bureaus of the Department of Aqriculture 

1. Bureau of Plant Industry, Dept. of Agriculture, Manila 

2. Bureau of AnimaL Industry, Dept. of Agriculture, Manita 

3. Bureau of Soils, Dept. of Agriculture, ManiLa 

4. Bureau of AgriculturaL Economics, Dept. of Agriculture, Quezon City 

5. Bureau of Agriculture Extension, Dept. of Agriculture, Quezon City 

Commodity Institutes: 

1. Phillopine Tooacco Administration, Quezon City 

2. Philicoine Virginia Tooacco Acministration, Quezon City 

3. PhiDoine Sugar Institute, Quezon City 
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Commodity Institutes (Continued): 

4. Philippine Coconut Authority (formerly Phitcoa and PhiLcosin), Quezon City 

State Colleges and Universities:
 

1. UPCollege of Agriculture, CoLLege, Laguna 

2. University of Eastern Philippines, Samar
 

3. Central Luzon State University, Nueva Ecija
 

4. Central Mindanao University, Bukidnon 

5. Mindanao Institute of Technology, Ctabato 

Research Granting Institutions and Offices: 

1. National Science Development Board, Biuutan, Taguig, Rizal 

2. National Research Council of the Philippines, Bicutan, Taguig, Rizat 
3. National Food and Agriculture Council, Quezon City 

Budget Commission, Manila 

Procedures of Series Construction: 

The series was developed mainly by compiling basic data from the various 
sources, summarizing them by agency, then by regions. 
 Where necessary,
 

reference data from the Budget Commission were compiled and used as reference 
in interpolating or extrapolating for some periods with no available actual 
data from the agency concerned.
 

Within the agency sources, the data were obtained either from the 

auaiting, or budget offices or both, ecoending on the agency concerned. 
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Other common sources incLude the annuaL retorts, stations and regional re

ports, etc.
 

Deoartment of Agriculture 

The bureaus of DAthat carry on both research and extension activities 

in Agriculture are the Bureau of Plant Industry (BPI), Bureau of AnimaL 

Industry (BAI), Bureau of Soils (BS), and Bureau of Agricultural Economics 

(BAEcon). The Bureau of Agricultural extension is mainly an extension 

agency, and does oo research. 

Accounting and budget records were the common sources of data compiled 

fron the bureaus of DA. One mostof these and the common principal source 

is the "Report of Operations" or Budget 133. containsForm This actual ex

penditures by quarter for the whole fiscal year by programs and projects. 
Research directors and other technical personnel provided helpful advice. 

Bureau of Plant Industry (BPI). In addition to general "Reports of 

Operations", BPI Annual Report also indicates expenditures by program and 

project. From these sources and references we obtained the research and 

extension exoenoitures which are described as "Crop Research" for research 

and "Crop protection services" for extension. 

BPI maintains regional experiment stations which carry on research and 
some form of extension. The biggest and most important of these are 'laLt

gays Rice Research and Training Center (MRRTC), Bical Rice and Corn Exper?
ment Station (BRCES) and Visayan Rice and Corn Experiment Station (VRCES). 

Reports of regional experiment stations and regionaL offices oT BPI were 
the oasis of the regional distribution of research and extension exoenditures.
 

The flRTC, BRCES and were theVRCES data obtained directly from resoective 
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accountants and directors in the region. 

The scope of 8PI research covers aLL crops but main emphasis since the 

50's has been on rice and corn. Other crops specified in the budget altoca

tion are tobacco and abaca. 

Bureau of Animal Industry (BAI). Main source of data compiLed in Ac

counting Division was the "Report of Operations" files. From these we ob

tained the research expenditures which were specified as a project. Extensions 

were estimated at 75% of "Livestock and pouLtry development services", and 50% 

of "Animal diseases and controt services". 

BAI maintains stock farms, breeding stations and breeding centers 

throughout the country. Thus in the absence of actual expenditure data 

reports by region, we calcuLated the regional breakdown of BAI research and 

extension expenditures based on the propostion of stock farm, breeding sta

tion and breeding centers for each region. There is one stock farm per
 

region, several breeding centers in a region, and a breeding station in 

almost every province. The stock farm, breeding station and breeding center 

were each given the same weight in obtaining the proportion for each region. 

In turn, the regional proportion with respect to stock farm and breedind 

stations and centers was applied to the total expenditures to get the 

regional distribution.
 

Bureau of Solts (BS). Expenditures data were compiled from the Budget 

Division. The budget officers provided the necessary fiLes of "Reports of 

Operations" and other financial records. Historical accounts of the research 

activities of the Bureau were provided by the Research Division Chief which 

together with a List of projects by year and by Location serve as a guide in 
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our regional distribution of the andresearch extension exsenditures. 

As in the case of BPI and BAI, research expenditures are reported under 

one project/program of the "Report of Operations". But :1e extension expendi

tures were obtained from two categories which we calculated as 90% of "Labor

atory services" in addition to field fertilizer experiments which we treated 

as extension. 

Bureau of Agricultural Economics (BAEcon). BAEcon, which just became 

a bureau in 1964, was formerly a division of DANR. Since t'ien its activi

ties have been to provide statistical services. Not much research was under

taken until the early 70's. 

Bureau of Agricultural Extension (SEAx). The largest extension expen

diture is from the 8AEx - it being mainly on the extension bureau. Summary 

of total bureau expenditures from 1958-1973 were obtainea from the Accountant 

through the Director. For the early years from 1952-53 to 1957, and to con

struct the regional series invoLved compiling and tabulating by regions from 

the Accountant's file of records.
 

Commodity Institutes
 

In the case of the commodity institutes (Philippine Sugar Institute, 

Philippine Tobacco Administration, and Philippine Virgra Tobacco Admini

stration) the statement of expenditures provided by includes bothaccourants 

research and extension. Separating the two series again -volves estimates 

on the oroportion arrived at from the avai table records ane from consulta

tron with knowledgeable personnel. The proportion oT research and ex

tension expenditures in these agencies varies from year to ear cepencing 

on their resoective emohasis.
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Philiopine Tobacco Administration (PTA). The "Audit Report" and the
 

accountant's financial statement were the main sources of data compiled. 

Research and extension departments in charge indicated that from the 1950's 

to the early 1970's, the proportion of expenditure allocation was about 50-50. 

Research and extension budgets were separated only starting 1973-74. 

Before 1973 research and extension were combined into one.
 

Starting in 1960, with the creation of PVTA, PTA was mainly concerned 

with native tobacco. These native tobaccos are used as fitters in the manu

facture of tobacco "sugar". 

Philippine Virginia Tobacco Administration (PVTA). This tobacco agency 

was established only in 1960, It is solely concerned with the Virginia 

tobacco used in the manufacture of cigarettes. From 1960 to 1965, it was 

more of an extension agency, with little research. 

Emphasis on research started in 1965 with the creation of a "development 

office" as provided for in R.A. 4155 which was approved in 1964. Extension 

and training was carried out by the branch offices. 

To separate research and extension expenditures, proportions were ap

plied from period to period. From 1960 to 1964 research and extension were 

30-70, respectively; 50-50 in 1970-71, and 60-40 in 1972 to 1974. 

In 1972 PD 166 provided for the undertaking of research - PVTA just 
started giving research grants in 1975. 

Phitinorne Sugar Institute (PHILSUCIN) 

Philsucin research and extension activities were reproted to have com

menced in 1955. The period 1955-1961 were the formative years; research and 

develooment was about 70% extension and 30% research. From 1962 to 1970 
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researc, increased in proportion, to about 70-30.
 

Data sumpLied by the accounting office indicated research expenditures by
 

experiment stations, white extension exoenditures by mitt districts. An
 

examoLe of an extension activity is rain making. 

Phlionine Coconut Authority (PCA). The present PCA replaces the two 

predecessor coconut agencies. The first was estabLished An 1953, and catted 

PhitCOA; the second, called PhitCORI, was established in 1964 under NSDB. 

Records of both agencies indicate that there was very Little research 

on coconut under Philcoa. Phitcorin did considerable research in the Late 

sixties and early seventies, but it was concentrated in the Davao stations. 

UnderPCA, starting in 1974, the coconut research was expanded, and the 

corresponding budget was increased significantly.
 

State Colleges and Universities
 

UPCA is the first among tne State Colleges and Universities to under

take agricuLtural research and it was 
the only one witn sustained and sig

ificiant 'esearch programs. Other institutions with some research activities 

incLude CentraL Luzon State University, Central Mindanao University, M4naarao 

Institute of Technology and the University of Eastern Philippines. 

The research and expenditure data of these agencies .ere obtained from 

their respective annual resports and from some accounting and oudget -eports 

in the case of UPCA.
 

Granrang Agencies 

The National Science Oevelooment Board, National Research Council of 

tne Pittines and National Food ano Agriculture CoLncit are itainty researca 
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granting institutions.
 

For MSDB and NRCP, research grants for agricuLture were isolated by
 

examining availabLe Lists of projects supported. NSDB accounting records
 

of "Statements of Expenditures" indicate that agricuLture, forestry and fish

ery research were combined. 
Thus, to isolate the pure agriculture research
 

expenditures, we apptied the known proportion to 
the total combined research 

expenditures, which vary from 75 to 95, an average of 90%, for NSDB from 1966
 

to 1972. 
 For NCRP, only 20%, on average, of its research grant expenditures, 

was for agriculture. The agency is more concerned with basic research. 

The NPAC research grants are mostLy made at 
UPCA. These are all in
 

agricuLture, and mostly on rice and 
corn. Our data on NPAC research grants
 

was 
obtained from the receiving institutions Like (JPCA and some bureaus of
 

DA.
 

Budget Commission 

Data obtained from the Budget Commission on the totaL expenditures
 

(actual and estimates) of 
some agencies was used for reference purposes
 

only. For some of the agencies with incomolete reports for some years or
 

periods in the series, estimates were made from the known periods of research
 

and extension proportions against the agency totaL.' Based on these propor

tions of research and extension to total expenditures, we estimated the missing
 
periods in the agency research and expenditure series from totaL expenditures 

reported in BC annual budget documents. 
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APPENDIX 2
 

NOTES ON INSTITUTIONS 

PCAR 

The Philippine CounciL for AgriculturaL and Resources Research (PCARR) 

was estabLished in 1972 to coordinate research programs and to make research 

more cost-effective in Producing new agricultural technologies. In this 

PCARR has been successful and in addition PCARR has succeeced in encouraging 

the beginnings of a decentrotized research system. AgricuLturaL research in 

the past has been greatly dominated by UPLS. The new research centers at 

CLSU, USCA, USM and La Grania have the potential to be very important in the 

agricultural development of their respective regions. 

PCARR has succeeded in remaining as a coordinating boTy despite the 

suggestions that PCARR get invoLved directly in research. One exception 

appears to be the KASSAKA program in which IRRI funded Personnel work under 

the direction of PCARR. There has also been the suggestion that PCARR per

sonnel be given Leaves of absence to conduct research or be given per

mission to conduct research in areas where no proposals are submitted. The 

strength of the PCARR roLe as a coordinating body would likely be reduced 

if PCARR personnel were in any way comeating with other agencies for funding. 

The idea that it would be good for PCARR personnet to be excerenced in 

research is not a bad idea, however, it is probably more ieoortant that 

coordination of research and participation in researen remain seoarate. 

Researchers, however, are not entirely satisfied alth PCARR as a 

granting agency. The most acoarent orooLems are tne sLow -eview of researcn 

oroposaLs and the delays in the release of funding. The pace of the review 

process is a minor *indrance comoare! to the delays in fur:ng. The yearly 
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dispersment of funds to the research units has been reported to be deLayed 

as much as 6 months. This causes severe hardships for on-going research 

projects, especially those projects in which field work must be done. Some 

research organizations have Large enough alternative sources of funds to 

support the PCARR projects until the PCARR funds are reLeased. For some 

units this is difficult and the delays make it very difficult for researchers 

and their employees.
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V'SCA
 

The Visayas State Cotlege of AgricuLture (ViSCA) was established in 

1973 on the site of a smaLl agricultural college near Bayoay, Leyte. It has 

now grown to 1,300 students and is the Leading institution in the Visayas 

Coordinated Agricultural Research Program, ViCARP. Also Located on the cam

pus are the Philippine Root Crop Research and Training Center (PRCRTC) and 

the RegionaL Coconut Research Center (RCRC). 

Leadership has been aggressive. In the short history of ViSCA an im

pressive physical plant has been built and is continuing to expand. Funding 

has been obtained from AID, IDRC and the World Bank as we(( as froam the 

Philippine government. Although equipment and staff are tagging behind the 

building, there is vigorous effort in all. The PRCRTC was established in 

1977 as a national center for research in tropical root crops. About four 

years ago the RCRC was established for coconut research for significant copra 

industry in the Central and Eastern Visayas. In 1978 ViCARP was established 

as a coordinating agency for agricultural research in the same regions. It 

is intended to coordinate research by the RegionaL Research Center at ViSCA, 

BPI, SAT, FORI and other agricultural coLLeges in the reg'on. 

The Regional Research Center is the research organizaton of the college 

and directs the research activities of the teachers. Some of the teachers 

aLso work with the Regional Coconut Research Center and PRCRTC. In number 

of Projects,the research is dominated by rural sociology, socio-economics and 

corn and sorghum. Researcn is hampered by heavy teaching poass by nost of the 

faculty. Over one-thira of the research projects are researcn for B.S. theses. 

The core staff of PRCRTC and the RegionaL Coconut Researen Center have 

few zeacning resconsibi Lines ano account for over haLf o, tie research 
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projects at ViSCA. The PRCRTC has a core staff of 15 and 30 other ViSCA 

staff contribute to the research. The coconut center has 13 staff. In all 

of the research units most researchers have M.S. or B.S. degrees with about an 

equal number of M.S. and B.S. degree-holders. 

Research at the coconut center has not progressed far. This year the 

first nuts are being harvested from the first plantings of rapidly growing 

trees. Initial problems for the newly-imported Ivory Coast hyprids 

were caused by the coconut spike moth.- While waiting for the trees to 

mature, the Center has been developing methods for selection of seedlings by 

farmers and developing a new copra drier. In generaL the coconut Program 

appears to be weLl-conceived with modest and reaListic ambitions. 

The manpower development program of ViSCA is ambitious. Initially staff 

was hired outside VISCA, but currently the emphasis is on advanced training 

for present faculty and on selecting graduates of ViSCA who will be sent for 

advanced training. Currently, 73 faculty are on study Leave, 44 at universi

ties in the Philippines, 24 in the U.S. and 5 elsewhere abroad. Even with 

enough money, development will be Limited by the number of quality ViSCA 

graduates that can be attracted to the VISCA faculty. For the next few 

years, ViSCA will graduate less than 150 B.S. per year. Like -other colleges 

and universities, ViSCA has problems among their highly trained faculty. 

Some Leave after fulfilling their contractual obligations, and it is repor

ted that a few pay the required fee to buy out of their contracts. The 

major reason for leaving is a higher salary . 

Building has provided more than adequate Laboratory space (at Least for 

PRCRTC and the coconut center). The space is under-ut7Lized because of lack 

oT equipment and manpower. Also, the Lack of a 24-hour eLectrical service 

eliminates some Laboratory investigations. 

-
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Library development is also active. The t'orary has over 24,000 volumes 

Plus over 400 titles of technical journals and oulletins. The oresent Jour

nats are adequate for most current research. The imporiant abstracts are 

availabLe as are the most important foreign journals. There is a program to 

obtain back issues. 

The researchers at ViSCA have the oportunity to publish in the Annals 

of Tropical Research. ViSCA has published one volume, and it appears care

fully reviewed and edited. The journal wilL pubLish papers from ViSCA as 

weLl as other institutions. 

The ViSCA educational program is growing at a controLLed rate. The 

current enroLLment is 1,300. The demand for study at ViSCA is high and one 

student of 4 who took the entrance exam was admitted. 

ViSCA boasts of being second only to UPLS in quality of research and 

teaching in agriculture. This appears to be a valid boast. ViSCA is al

ready an important center for research and wiLL likely continue to grow in 

imoortance. 
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University of Southern Mindanao
 

The University of Southern Mindanao (USM) Located at Kabacan, North 

Cotabato, is the site of the Southern Mindanao Agricultural Research Center 

(SMARC). The president of USM is also the research director of SMARC. The 

research program at SMARC is the Least developed of the research centers 

visited. The animaL science unit has new buildings that are unoccupied and 

there are only the beginnings of a program. The crop research units have 

begun to occupy the new (A.I.D. bui Lt) bui Edings but the Laboratories are 

not being used. The Lab equipment that has been deLivered remains in ship

ping crates. Some of the new (A.I.D. purchased) equipment is, however, 

inappropriate for the jobs that need to be done. For example, SMARC has two 

Large grain driLLs that have no function in their program. Some of the field 

work is variety triaLs in cooperation with other institutions Like the root 

crop trials done in cooperation with the Philippine Root Crop Research and 

Training Center. Other research projects Like those in coffee, rubber, corn 

and sorghum are directed by USM staff. The field experiments were weLL de

signed but the effort is very smaLL compared to the size of the USM faculty. 

There are several probLems that make it difficuLt for researchers at 

USM. The size of the college population, now 7,700, puts a Large teaching 

burden on the facuLty. The current policy is to restrict enroLLment. The 

lack of Library resources, also, makes research difficuLt. The USM Library 

(including the SMARC coLLection) does not provide even the basic journals 

to support a research program. The relatively Low Level of training of the 

facuLty is another problem. USM has a Low percentage of faculty with post

graauate training.
 

The orobLem of manpower develooment of USM has been aggrevated by the Muslim 
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insurgency in Southern Mindanao. There have been fewer incidents recentLy 

but the threat of insurgent activity is stiLL real. This ,akes it difficult 

to attract and hold good faculty members. 

Researchers at USM can publish their results in a new :echnical journal 

pubLished by USM. This journaL publishes papers much more quickLy than the 

national journals.
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Central Luzon State University 

Central Luzon State University (CLSU) Located at Munoz, Nueva Ecija is 

the site of CentraL Luzon Agricultural Research Consortium. The center 

directs the agricultural research of-the University and coordinates research 

with BPI, BAI and other agricultural research units within the Central 

Luzon Region. 

Much of the research of CLSU is oriented toward generating technoLogies 

that can be used by smaLl farmers. CLSU has a brickmaking project and a 

demonstration farm where integrated farming and culture systems are evaluated 

and demonstrated to farmers. CLSU also has a carabeef farm, that is sti LL 

under construction, where studies are on-going in breeding and pasture sys

tems for the improved utilization of hilly Land. Most of the research is 

done by researchers with B.S. and M.S. training. This research program wilL 

LikeLy make a positive contribution to agricultural development in Central 

Luzon, but is not capabLe of generating new knowLedge for Long term continued 

deveLopment. 

The strongest research program at CLSU is in the Freshwater AgricuLture 

Center. This research program has a well-trained staff (2 or 3 Ph.D.'s with 

2 more in training) and has good facilities. Progress is being made in the 

development of fish pond technologies. The potential for further develop

ment appears to be great. 
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LaGrania AqriculturaL Research Center
 

The LaGranja AgriculturaL Research Center (LGARC) was established in 

1976 to bring together the research units of the Philtiopine Sugar Commission 

(PHILSUCOM), SAL and BPI that were already Located at LaGran]a. Later the 

UPLB Cotlege of Agriculture unit at LaGranja joined the consortium. 

The total research staff at LGARC is 62. There are 2 Ph.D. researchers, 

14 with M.S. degrees and 47 with B.S. degrees.' The PHILSUCOM unit is the 

Largest and the most highly trained group.
 

ALL of the research units have new buildings that are more than adequate 

for present needs. The SAI bul dings have rot been completed. The Labora

tories are quite well-equipped but appear to be under-utilized. For example, 

the soit testing Laboratory wiLL process only 5-600 sampLes per year in a 

welt-equipped tab. 

The PHILSUCOM research unit has a very active program both in breeding 

and in production technology. PHILSUCOM's breeding program has produced the 

most popuLar varieties for use in the Philippines and it is continuing to 

reLease new.highLy promising varieties. The crop production divisions are 

well-integrated with the extension arm of PHILSUCOM. A current pro3ect of 

the Soils and PLant Nutrition division is to Produce a specialized soiLs mao 

for use by PHILSUCOM extension technicians. 

The BPI and UPLB units share the responsibility for research in upLand 

rice, corn, sorghum, wheat tritacaLe, Legumes, vegetaoLes and root crops. 

The upland rice work is LargeLy evaLuation of IRRI varieties. A Large frac

tion of the Legume research is in soybeans. 

The researcn of the UPLE unit is mostLy varietal evaLuation. In addi

tion, the unit is a center for the farm practi:e training of UPLB ColLege OT 
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Agri culture students. A two-year college training Program has been suggested. 

With the avaiLability of agriculturaL training at other institutions on Negros 

it does not seem reasonable that such a program should be pursued. 

The BAI unit has onLy one researcher. Another wiLL be hired soon. This 

unit wiLL operate Largely as a stock farm for improvement of Local cattle and 

swine. 
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TabLe 3 
EDC BuLletins 

Public Sector Research BuLLetin Number 81-1 March 1981 

Research Spending 
as a Percent of 

Commodity Research 
Share in Total 

Commodity Share 
in Gross Value 

AgricuLturaL Research In Indonesia Vernon CardweLL 
James C. loomaw 

Gross VaLue by Research of aLL Vernon W. Ruttan 

Commodity 
Commodit y 

1980 

Budget 

1973-74 1978 
Commodities 

1973-74 1980 
Bulletin Number 81-2 March 1981 

Crops .44 .448 .592 .621 
The Asia Bureau Agricultural Research Review Vernon W. Ruttan 

Coconut a .125 .072 .058 .084 .087 
BuLLetin Number 81-3 May 1981 

Corn and Sorghuma 
Corn 

Fiber crops 
Abaca 

.132 

.095 
*.994 
.163 

.060 
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.065 .065 

.007 

The Agricultural Research System Of The 
Philippines: A Reconnaissance Report 

Robert E. Evenson 
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PauL R. BLoom 

Cotton 
Fruit Cropsa 
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.087 .040 .026 .070 .078 

Bultetin Number 82-1 'March 1982 
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PineappLe 
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Citrus 
Other 

.004 

.003 

.070 

.046 

.250 

The 
The 

Agricultural Research System Of Pakistan: 
Report Of The Minnesota Reconnaissance Team Carl E. Pray

Vernon 8. Cardwelt 
Bo G. Crabo 

Paul S. Teng 
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Ornamental HorticuLture 

1.28 .030 
.002 
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.014 
.007 .008 Bulletin Number 82-2 April 1982 

PLantation Crops 
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.006 .011 .042 Income Distribution Effects Of Green Revolution 
in India: A Review Of EmpiricaL Evidences M. PrahLadachar 

Coffee .004 .037 
4b-CereaIs .047 .060 .047 

Rice 
Wheat 

Root Crops 
Sugarcanea 

.034 
(Hi gh)

.540 

.011 
.014 
.058 

.072 

.011 

.187 
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.169 

.030 

.053 

EDC Reprints 

UMEDC 82-1 

-

December 1979 
Tobacco 
Vegatables 
Fisheriesa 

.594 

.430 

.150 

.020 

.040 

.080 

.034 

.044 

.158 .118 

.005 

.019 
.174 

The Bangladesh Journal 
Economics 

Of Agricultural 
Cart E. Pray 

Forestrya 
Livestocka 
Beef - Carabeef 

Dairy 
Pork 

.190 
08D 

.035 

.070 

.132 
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.06 

.04 

.144 

.067 
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.009 
.007 

.111 
.177 
.066 

.052 

.092 

.112 
UMEDC 82-2 

The Green Revolution As 
Transfer Of Technology 

A Case Study In 

November 1981 

CarL E. Pray 

PouLtrya .400 .04 .005 .047 .041 
Pasture .039 .021 

Socio-Economics .050 .101 
Soit and Water Res. .067 .072 

Sources: PCARR and Statistical Abstracts 

a-,he correLation between shares in the research budget used in the vaLue of aLl 
commoaizies was 0.91 in 1973-74 and 0.73 in 1980. The nine commodities correLa
tea are identified by "a". 
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Assistance to Expand Agricultural Production 

VERNON W. RUTTAN* 
University of Aiwresota, St. Pau 

Sunsunry. - Bilateral and multilateral de'elopnent assistance acenties hae deoted major 
rsources to programs to support more rapid growth of agricultural production insdeveloping 
countries. In this paper I re'icw the effectiveness of assistance actilities in land and water 
declopment. agricultural research and extension, the reform of land tenure arrangement. and 
the deelopment of aoricultural credit institutions- Inestments in seeral of these activities. 
particularly land and water resource development and agricultural research. have had relatively 
high rate of return. Yet in almost all areas there has been a continuous cclhng of program 
priorities and thrusts. There has been a persistent failure to learn from failure -or from success. 
In the future, more attntion needs to be given to the generation of social science knonfcdge for 
the design and reform of the institutional infrastructure needed to sustain agriculiural 
development. 

Development assistance programs have made physical infrastructure investments during this 
major investments with the objective of directly period. A major economic rationale was that 
expanding agricultural production. This includes public benefits exceed pri' ate benefits by such a 
support for investment in land and water devel- wide margin that only the public sector could 
opment: the design and development of agri- afford to undertake them. Spillover or secondary 
cultural research institutions; and the design and development impacts were believed to substanti
development of agricultural extension services. ally exceed the benefits that could be captured in 
Development assistance has also been directed to the form of price or user charges. 
the design and reform of rural institutions with There was also a strong presumption that 
the objective of releasing the constraints on investments in transportation. communication, 
production or redirecting the income flows power, irrigation, and related facilities were a 
resulting from production in a more equitable necessary precondition for economic growth. It 
manner. In this category, major emphasis has was assumed that until these facilities were 
been placed on land reform and on the develop- brought to a "critical minimum" level the payoff 
ment of rural credit systems. to pri%ate 6conomic activity would be inadequate 

In this paper, I attempt to assess the implica- to induce the investment necessary for sustained 
tions that can be drawn from the literature on the growth. This argument has been buttressed by 
effectixeness of these several areas of assistance the political appeal of "monumental" infra
to expand agricultural production. structure investments, such as big dams and 

superhighways. 
A further reason for the large share of external 

1. 	 LAND AND WATER RESOURCE development.funds allocated to physical infra-
DEVELOPMENT structure investment was that highways. rail-

During,the 1950s and 1960s. investment in land 
and water resource development represented a 
major claim on the development budgets of many 
developing countries and of the bilateral and 
multilateral assistance agencies. Among multi
lateral lending agencies irrigation continues to 
represent one of the largest components of 
assistance to agricultural development (Carruth
ers: 1983). 

There were several reasons for the large 

*In preparing this paper I have been awsisted by Mar 
Forsberg. Kent Miller, and Joseph Kennedy The 
paper has benefited from comments by Michael Lipton 
on an earlier draft. I have also benefited from an 
opportunity to read two 'er' useful unpublished papers 
by Michael Lipton (1985a. b). The section on -Land 
Tenure Reform- has been re%iewed by Philip Raup and 
the section on -Agricultural Credit Markcts- by Dale 
Adams. 
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roads. and irrigation could be planned and 
developed in "project units" that wtere amenable 
to the al!eebra of conentional cost-binefit 
calculations. This was in contract to inse-timents 
in such ac:ivities as research and education, 
wshich pr'eented. at both the conctptual and 
cmpirical levels, more difficult problems for 
cost-benefit or cest-cfftctileness calculations. 

By the late 1960s. the World Bank had 
financed 'ppioximatel 50 irrigation projects 
(Otten and Reutlinger. 1969). These deselop
ments werc primarily of three types. The most 
dramatic were the bg dam" gravitv irrigation 
projects. Among those that have received major 
attention and have absorbed substantial re
sources are the Gezira scheme in the Sudan: the 
Asv;an High Dam in Egypt: the Indus Basin 
Project in Pakistan; the Lower Mekong River 
scheme insolving Thailand. Cambodia, Laos. 
and Vietnam: and the Bhakra Nagal project in 
India. These projects have all insolhed public 
sector inestment with major foreign assistance. 

There %%asalso substantial interest and invest
ment in the opening up of new lands for 
settlement. Such projects wsere often conceised 
as methods of reducing the population pressure 
in settled areas by the trnnsmigration of peasants 
to frontier areas. In Peru, development of the 
interior areas on the eastern slope was under
taken to reduce the population pressure on the 
Andean highlands. In Indonesia. transmigration 
to the outer islands was undertaken to reduce the 
population pressure on Java. Such projects have 
also frequently insolved substantial commitment 
of foreign aid and credit and technical assistance. 

A third pattern of land and water resource 
de'elopment insolved intensification of produc
tion on lands already being cultivated. This has 
meant investment at the individual farm or local 
community level in land leleling. drainage. pump 
irrigation. and other improsements leading to 
more effective soil and water management. This 
pattern of development may be highly capital
intensise in some economies and highly labor
intensive in others. 

In several countries, the development of "big 
dam" gravity irrigation systems has been of 
major importance as a source of growth in 
agricultural output (Hertford. 1970a, b)- In 
Meico. for example. the expansion of irrigated 
acreage from 1.5 million hectares in 1926 to 
approximately 3.5 million hectares in the late 
1960s set the stage for the rapid diffusion of new 
wheat and maize technology. Hertford has esti
mated that in the absence of irrigation the annual 
increase in demand for purchased inputs by 
Mexican farmers would have risen at less than 
3.5%. rather than at the annual rate of 9.2% 

achievcd between 1940 and 1965 (lcrtford. 
1970b. p. 100). 

Yet the more typical eNxperience with grasits 
irrigation projects was disappointing. Coyts per 
man-\car of Pdditional emplox ment and pur unit 
increa'e in output hase been high. By the 
mid-1960s it was becoming incrcasingly difficult 
to find projects that met even the "soft" cost
benefit criteria employed by the internationql 
lending agncies and the national deselopment 
assistance programs (President's Science Ad
visorN Cor:nittee. 1967; Clark. 1967). A 1969 
World Bank rc'iew of the performance of eight 
ongoing irrgation projects indicated that project 
execution was more expensise than anticipated in 
the original studies. In most cases. howeser. the 
realized rates of return remained positive. Even 
after relisiun, the projected rates of return were 
between 15 and 20% for four projects and 
slightly higher for two others (Otten and Reut
linger, 1969, pp. 5.6). A more recent review of 
World Bank experience during the 1970s re
inforces the conclusions from the earlier resiew. 
Project time to completion usually took longer 
and costs tended to run higher than anticipated. 
Increases in project impact on agricultural 
production occurred more slowly than antici
pated. In spite of these problems. over half of the 
40 Bank-assisted projects had rates of return in 
excess of 15%. In many cases, the favorable rates 
of return occurred as aresult of the unanticipated 
increases-in agricultural commodity prices during 
the mid and late 1970s (Hotes. 1983). 

The experience with new settlement projects 
has also been highly unsatisfactory. An analysis 
of the performance of 24 new land development 
schemes in Latin America concludes: -Fe% 
spheres of economic development have a history 
of reputation for failure to match that of govern
ment sponsored colonization in humid tropical 
zones" (Nelson. 1973). There is a record of 
consistent discrepancy between initial projec
tions and results. Internal rates of return have 
been grossly overestimated. In India. new 
colonization schemes have been extended to 
areas where rates of return have been low or 
negative to the individual cultivator, to the 
government and to the national economy 
(Farmer. 1974). In Africa. where land settlement 
schemes have frequently been coupled with 
tractor mechanization schemes, there was also a 
consistent record of failure (Eicher, et al.. 1970). 

The third pattern of development. involving 
intensification of production on lands already 
cultivated and greater scope for local and farm
level planning and decision-making, has been 
relatively more successful. A particularly 
interesting example of such development has 
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betn rapid e'pansion of tubellell irrigation in 
b'h East (Inian) and West (Pakistan) Punjab 
(Flcon arnd Gotsch. 1%68). Intiallv tubclI 
de\elopment proceeded less rapidly in East 
Punjab than in West Punjab, becaue of con
straints on the drilling of tuben\ells in canal 
command areas. When these restraints %ere 
lifted and policy was directed toward a system of 
coordinated groundwater-surfacenater de'elop
ment, there was a rapid growth of tubewells in 
East Punjab. Falcon and Gotsch estimate that 
the additional natcr accounted for about half of 
the increased output in West Punjab and more 
than one-third of the increase in crop output in 
East Punjab between 1953/54 and 1965/66. 

The Indus Basin Project in Pakistan represents 
a useful illustration of a development that in
volted all three of the elements discussed above 
- major infrastructure investment. new land 
development, and intensification of production. 
It also inxolved continued collaboration of the 
two major de'elopment assistance agencies. the 
World Bank and ihe US Agency for Inter
national Development (USIAID). The realiza
tion of the potential benefits of the project was 
delayed as a result of problems that had not been 
fully appreciated during the initial design and 
construction phases.t 

The Bank played a major role in the negotia
tion of the Indus Basin Treaty that settled the 
disputes between India and Pakistan over rights 
to Indus Basin waters. The treaty was followed 
by commitments by donors and by the govern
ment of Pakistan of over $2.5 billion for a 
program that included the construction of the 
Mangla and Tarbela dams and related hydroelec
tric and irrigation water delivery facilities. The 
cost of completing Tarbela Dam, the largest 
earth-filled dam ever constructed. exceeded $1.4 
billion. 

Even before the Indus Basin Treaty was 
signed, support by the Bank and the United 
States was enabling the government of Pakistan 
to expand the area irrigated at about 500.000 
acres per year. It became apparent in the 1950s 
that irrigation investments were failing to realize 
the potential benefits that had been projected. 
Initially irrigation infrastructure design and water 
management practices had been oriented toward 
expanding the area irrigated rather than achiev
ing optimum crop yields through more intensive 
water application. This resulted in excessive 
water loss through canal seepage and evapora
tion. The seepage caused the water table to rise 
to the point where waterlogging was a serious 
problem. The waterlogging and elaporation los
ses contributed to a buildup of salinity in the soil 
that resulted in loss of crop production. 

To correct the waterloging and salinity prob
lems the L'S AID and the World Bank have 
supported a number of major efforts to improve 
water nangxment. The initial efforts began in 
the 1950s %ith a US/AID-sponsored Salinity 
Control and Reclamation Project (SCARP). The 
project inic:-.cd the use of large goernment 
operated lzbewells to lIwer the groundwater 
le'cl by pur:ping water and returning it to the 
surface cznals. Its initial success led to its 
extension to other areas. 

By the earl> 1970s. it was becoming increas
ingly clear that, as a result of more accurate 
measurement of the sources of water loss. the 
SCARP approach was much less effectise than 
the early judgments had indicated. Even more 
water was kin lost in the water delivery system 
than had ben anticipated. The SCARP manage
ment demonstrated a persistent lack of capacity 
to maintain and operate the system of public 
tubewells effecti ely (Gotsch and McEachron. 
1983, p. 45). By the mid-1960s, it was demon
strated that. except in the area where the 
groundwater was saline, private tubewells devel
oped for irrigation purposes were more effective 
than the public tubewells on lowering ground
water levels and reducing water logging (Moham
med and Beringer, 1963). It also became clear 
that substantial gains could be realized by more 
efficient farm water management. After 
considerable delay these findings led to the 
support by US/AID and the World Bank of a 
major program to upgrade the quality of the 
water delilery system and to improve crop and 
water management practices. These efforts were 
quite successful. Water losses were significantly 
reduced. Cropping intensity increased and crop 
yields were improved. 

Crop yields on irrigated land in Pakistan 
continue to remain low. however. exen by Asian 
standards. It is apparent that the potential gains 
in production from land and water detelopment 
have not yet been fully realized. Among the 
factors that appear to be responsible are the 
limited success in the development of new 
varieties of wheat and rice to replace the initial 
"green rexolution" introductions; the persistence 
of commodity market and land tenure institu
tions that dampen incentives to produce: and the 
failure to in'est in the education and health of 
rural people. It is difficult to escape the conclu
sion that the concentration of both the govern
ment of Pakistan and donor resources on 
"directly productive" investments and the neglect 
of institutional reform and "social sector- invest
ments have acted to limit the gains from land and 
water development. 

During the 1970s. there was a rather distinct 
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chift in land and water resource development 
efforts on the part of assistince agencies. In
creased atienion xs a'ien to twues of efficiency 
and equity in project implemtntation and 
mantgcment. This inho!ed more careful analxsis 
of the technical and economic aspects of (a) the 
transmission of water to formers' fields. (b) the 
allocation of water among farmers. and (c) the 
efficient on-firm use of water. 

As an example. the World Bank's standard 
package for improxing existing irrigation canals 
in India traditionally contained the followxing 
components: (1) lining the main canal: (2) land 
le cling below the outlet: (3) constructing a field 
canal network below each outlet to deli'er water 
to suboutlet blocks of 5-S hectares: (4) rotational 
irrigation between these suboutlet blocks; and 
(5) formation of water users' associations at the 
outlet level. Recently a shift in emphasis has 
begun to take place. reflecting greater concern 
about how main systems are actually being 
operated (Wade, 1982. p. 171). There has been a 
similar shift in emphasis by US/AID. Several 
recent AID and World Bank irrigation evalua. 
tions (Wade, 1982; Steinberg ct al., 1980; 
Benedict et at., 1982) have cited management as 
the major factor accounting for differences in 
project effectiveness. This has led US/AID to 
place greater emphasis on managerial training for 
irrigation system managers. Since fewer large 
irrigation projects are being built because only 
the expensive sites are left, the emphasis is 
turning toward more efficient use of those that 
already exist. 

The importance of effective management for 
system efficiency can be illustrated from recent 
AID project evaluation studies in Korea and 
Sudan. The Korean project involved an attempt 
to achieve efficient and equitable delivery of 
water to farms in an area that was already 
intensively cultivated (Steinberg ei al., 1980). 
Three factors were important in the success of 
the project. One was that the project had 
available to it an effective Korean engineering 
and management staff. A second factor was 
effective organization of the institutions that 
supplied inputs and services. A third was -the 
organization of farmers into strong Farm Land 
Improvement Associations. The associations 
were able to take responsibility for managing 
water distribution and collecting irrigation fees. 
They were able to bring pressure to bear on their 
members for efficient water use and on system 

g
:end intensie Lrop production into an area that 
had not been farmed intensively "ith the hope 
tLat it would expand production of export crops 
(Rknedict et al.. 1982. p. iii). AID's contribution I
:o this project was to supply equipment and spare 
parts for the .on'truction of the irrigation works 
and for land preparation. Recently AID has 
supplied mcchanical cotton pickers and vehicles 
to *ftcilitate the mechanization of field opera
tions. In 1982. the Rahad Project had just I
completed its fourth growing ceason. during 
which cotton yields declined each 'ear and 
incomes acie lower than required to break even 
(Benedict et al.. 1982. p. iii). I 

The evaluation team identified several causes 
for the decline in cotton production, which 
suemed to point to a need for better administra
tion of the corporation which runs the irrigation 
project. Because of perceived labor shortages. 
production was highly mechanized. Mechaniza
tion weakened the linkage between worker in
centives and farm management decision-making 
(Benedict er al, 1982, p. C-5). One of the 
problems with the system was that farmers either 
did not get water or it came at inappropriate 
times during the growing season. The major 
problem was not with the system. but with the 
need to improve the management of the project 
and increase worker incentives (Benedict et al.. 
1982, p. 17). 

Wade also makes the case that India's irriga
tion projects suffer from lack of trained man
agers. At present over 80% of the nonprofes
sional (non-engineer) staff of an irrigation canal 
have no training related to the job they have. 
There is the notion that professional irrigation 
engineers need some acquaintance with agro
nomy, but they receive no training in manage
ment (Wade. 1982. p. 181). 

The importance of effective farmer representa
tion in planning and management of irrigation 
sistems has received emphasis in recent lietera
ture. When farmers did not get water in Rahad. 
they had no effective mechanism for dealing with 
the inefficient system management. In Korea. a 
strong farmer organization acted to reinforce 
effective management. Furthermore. farmers 
have information resulting from their experience 
that could be tapped instead of hiring expensive 
engineering personnel (Small, 1982. pp. 4-5). 
The opportunity cost of the farmers' resources 
may be less than that of the civil service technical 
staff. 

management for effective performance. 
In contrast to the Korean project, the Rahad 

Project in the Sudan is an example of a project 2. AGRICULTURAL RESEARCH 
with many problems. It was undertaken to 
develop underutilized water resources and ex- The capacity to develop and manage agn

I 
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cultural technoloeg has been incre.singlI recog
ni/ed as one of the most important vriables 
accounting for differences in agricultural produc
ti iv among nations. The returns to in.estment 
in %andand w.ater resource du'elopment have 
typically remained low unless accompanied by 
simultaneous efforts to ad'ance the technology 
of crop and litestock production. 

Historical evidence suggest that those coun
tries that hane been successful in generating rapid 
technical change in agriculture have found it 
necessary to deelop the institutional capacity to 
conduct the agricultural research and technologn 
development that has enabled them to follow a 
path of technical change consistent with their 
ow'n resource and cultural endow'.ments. Those 
countries that haxe attempted to rely primarily 
on borrowed agricultural technology ha'e rarely 
developed the capacitx to adopt and manage the 
boirowed technology in a manner capable of 
sustaining agricultural de'elopment. 

The location-specific nature of agricultural 
technology, particularly the biological and 
chemical technology required to sustain more 
intensive crop and livestock production - of 
increasing output per hectare - was not widely 
recognized in the agricultural assistance pro
grams of the 1950s. Support for improvement in 
agricultural research was dominated by an 
"extension- bias, or what has recently become 
more fashionable to term, a -technology trans
fer" orientation. 

It was gradually recognized that the transfer
ability of expertise from temperate- to tropical
region agriculture was severely limited. The 
scientific knowledge needed to improve both 
agricultural productihity and institutional per
formance could only be obtained by the develop
ment of location-specific research capacity on the 
part of both expatriate and indigenous scientists. 
During the 1950s and 1960s. the several donor 
agencies made major contributions to the devel
opment of national research systems particularly 
in Latin America and South Asia. By the late 
1960s, however, there was a good deal of 
disillusionment on the part of the donor agencies 
with the capacity of national systems to organize 
and manage the resources for scientific research 
and technologN development. 

(a) 	 The emergence of rite iniernational institute 
model 

Between the mid-1960s and the erly 1970s. 
the international research and training institute 
model emerged. in the perception of the inter

national aid agencies. as the most effecti'e way 
to organize scientific capacity to generate tech
nical change in agriculture for the developing 
countries. The international institute model drew 
on tw'o historical traditions. One was the experi
encc of the great tropical research insitutes that 
played an important role in increasing the 
production of a nuaiber of export commodities, 
including rubber, ten. sisal, and sugarcane. 

The international institute model also drew on 
the experience of the Rockefeller Foundation in 
Mexico and the Ford Foundation and the 
Rockefeller Foundation in the Philippines. The 
complex of international agricultural research 
institutes listed in Table 1 exolved dirtctly from 
two institutions, the International Rice Research 
Institute (IRRI) and the International Center for 
Improxement of Maize and Wheat (CIMMYT), 
established by the Rockefeller Foundation and 
the Ford Foundation in 1959 and 1963. The 
Rockefeller Foundation's agricultural sciences 
program was initiated in 1943 with the establish
ment of the Office of Special Studies (Oficina de 
Estudies Especiales) in cooperation with the 
Mexican Ministry of Agriculture. 

The success of the wheat program in Mexico 
led to conersations between the Ford Founda
tion and the Rockefeller Foundation about the 
possibility of collaborating on a program in Asia. 
After a good deal of investigation, an agreement 
was reached between the two foundations and 
the government of the Philippines to establish the 
International Rice Research Institute in the 
Philippines. The agreement was signed in 1959. 
By 1962, the Institute's facilities had been con
structed. a staff was being recruited, and the 
program was underway. 

During the late 1960s. the Ford Foundation 
and the Rockefeller Foundation again collabor
ated in the establishment of the International 
Institute of Tropical Agriculture (IITA) in [ba
dan. Nigena. and the International Center for 
Tropical Agriculture (CIAT) in Palmira (near 
Cali), Colombia. With the establishment of these 
twko new centers, it became apparent that the 
finaicial requirements of the system would soon 
exceed the capacity of the two foundations. 
Consultations were held between the Ford and 
Rockefeller Foundations, the World Bank. the 
Food and Agriculture Organization. and the 
United Nations Development Program (UNDP) 
in 1969. Following sexeral informal meetings in 
January 1971, a formal meeting was held in May 
of 1971 to organize the Consultatixe Group on 
International Aricultural Research (CGIAR). 
The initial membership included the World 
Bank. the FAO. and the UNDP as sponsors plus 
nine national governments. two regional banks. 1) 
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Table 1. The international agricutural research inirnet 

Location Research Coverage 
Dale of 

Core 
for 

budgel 
1984 *1 

U Banos, 
P~hihppines 

Rice under irigation, muliple 
cropping systen1s; upland rice 

Worldwide, 
on Asia 

special emphasis 1(w 22.5 
* ij'N 

El Batin, 
Mexico 

Ibada. 
Nigeria 

Palmira, 
Colombina 

Monrovia 
Labermi 

Wheat (also tra cale, barley);
maite (also high-allitude 
sorgiun) 

Farinig systems: cereals (rice 
and maize as regional relay 
statiom for IRRI and CIMMYT): 
Sain legume (cow-peas, soybeans, 
fina beams); root and tuber 
crops (cassava, sweet potatoes, 
yans) 

'Beef; cassava; field heans; swine 
(Inlor): mairC and iceC 
(regional relay stations to 
CIMMYI and IRRI) 

Regional cooperative effort in 
adaptive rice research anming 
13 nations with IITA and 
IRRI support. 

Worldwide 

Worldwide in lowland tropics, 
special emphasis on Arica 

Worldwide, in lowland tropics, 
special emphasis on Luim 
America 

West Africa 

1966 

1967 

1968 

1971 

21.4 

21.2 

23.1 

2,9 
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CI'P 
(Internationia Potato Centre) 

ICitISAT 
(Intiiernational Crops 
Research Instittle for the 
Semi-And Tropics) 

IBPOR 
(Internalional Board for 
Plant Genetic Resourcc) 

ILRAD 
(Internaitonal Laboratory lor 
Research on Animal Diseases) 

Il.CA 
(International Livestock Center 
for Africa) 

ICARDA 
(Internaional Centre for 
Agricultural Research in 
Dry Areas 

IPP RI 
(International Food Policy 
Research Institute) 

ISNAR 
(internationat Service for 
NationlI Agricultuiral 
Research) 

Lima, Pern 

Inlyderiab.
Indin 

FAO, Rome. 
Italy 

Nairohi, 
Aca 

Addis Ababa. 
Etlnopia 

Lebanon, 
Syrii 

Washington, 
) C., 

United States 

The I Iague, 
Netherhands 

Potatoes (for hoth tropical and 
temperate regions) 

Sorgliun1 pearl nullel; pigeon 
pens; chickpens; farming 
systeis; groundnults 

Conservation of plant genetic 
material with special reference 
to crops of economic importance 

TrypanasomIasis; theleriasis 

Livestock production system 

Crop and mixed farming systems 
icwach, with focus on sheep, 
IIley, wheat, broad heas, and 
enItils 

Food policy 

Strengthening the capacity of 
national agricultural research 
progralms 

Worldwide, meluding linkages 
with developed countries 

Worldwide, special emphasis 
on dry semiarid tropics, 
non-irrigated farming. 
Special relay stations in 
Africa under negotiation 

Worldwide 

Mainly Africa 

Major ecologieil regions in 
tropical zones o(f Africa 

West Asia and North Africa, 
emphasis ol the scmari d 
winter precipitation zone 

Worldwide 

Worldwide 

Sources: Crawford (1977), pp. 282-283. Budget data for 1984 were obtained from the CGIAR Secretariat at the World Bank. 
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and three foundations. Membership had grown 
to 39 institutions by 1980. 

The leadership fur the Consultatile Group is 
now centered at the World Bank, which provides 
a chairperson and a secrttariat for the group. To 
provide technical guidance for its work, the 
Consultative Group established the Technical 
Adtisory Committee (TAC). The FAO provides 
the TAC secretariat. Technical matters, such as 
new%institute initiatives and program changes at 
existing institutes. are referred to the TAC for 
technical review before action by the CGIAR. 
The TAC develops draft policN statements for 
the CGIAR'S consideration on priorities within 
the sxstem and has the authoritv to initiate 
investigations and to suggest initiatives and pro
gram changes to the CG on its own initiative. 
Since 1976, the TAC has been charged with the 
responsibility of organizing comprehensi%e quin
quennial reviews of the programs of the several 
international research centers and with the 
periodic analysis of programs that have common 
elements in the several centers, such as cropping 
systems or mechanization research. The inter
national research system has grown rapidly. 
CGIAR-supported expenditures in current 
dollars rose from only $34.5 million in 1974 to 
over $175 million in. 1984 (CGIAR, 1984). 

(b) Strengthening national agricultural research 
systems 

By the mid-1970s, it had become increasingly 
clear that the productivity of the international 
agricultural research system was severely con
strained by the limited research capacity of many 
national systems and that the adaptation and 
dissemination of the knowledge and technology 
generated at the international institutes was 
dependent on the development of effective 
national systems. Evenson (1977) demonstrated 
that the ability to screen, borrow, and adapt 
scientific knowledge and technology requires 
essentially the same capacity as is required to 
invent new technology. Capacity in the basic and 
supporting biological sciences is at least as 
important as capacity in applied science. 

The outreach programs of the international 
institutes, even when working through networks 
such as the international wheat research net
work. the inter-Asian corn program, and others. 
did not have the capacity to take on the role of 
strengthening national systems. The regional 
commodity networks played an important role in 
enabling the institutes to conduct research and to 
test materials and methods under diverse eco
logical conditions, but they could not assume a 

larger role "ithout dikerting effort from the 
insatiue's rcscarch programs. By the early 1970s, 
only a few national systems - those of India. 
Brazil. and the Philippines. for example - had 
developed the managerial and professional capa
city to absorb. transmit, and adapt effectively the 
knovwledge and technology that wcrc bccoming 
av :ilable to them through the international insti
tutes. from devclopcd countries' research sys
tems. and from the strong& developing coun
tries' in>:itutions. 

A new consensus regarding the importance of 
strengthening national agricultural research sys
tems has emerged. This new consensus. shared 
by both donors and many nationl governmeits. 
has lead to rapid expansion resources devoted to 
agricultural research during the 1970s (Table 2). 
As in%estment has expanded, it has also become 
apparent that there are serious weaknesses in the 
methods employed by the donor agencies to 
support the development of national research 
systems and in the policies pursued by national 
governments in developing their national agri
cultural research systems (Ruttan. 1981, 1982b). 
Among the problems that have emerged are: 

-Excessive investment in research facilities 
development relative to scientific staff 

-Excessive administrative burden, com
bined with inadequate identification of 
priorities 

-Experiment station location decisions 
based on political rather than scientific 
consideration 

-Lack of congruence between research re
source allocation and economic import
ance of commodities in regions 

-Cycles of development and erosion of 
capacity in a number of national systems. 

(c) Returnsto investment in agricultural research 

The results of a large number of studies of the 
contribution of research to productivity growth 
from both developed and developing countries 
are now available. The estimated rates of return 
tend to run in the 35-100% range and upward 
(Schuh and Tollini, 1978; Evenson et al., 1979. 
Ruttan. 1982a, pp. 242-245). 

There has been some skepticism expressed 
about the results of the rate-of-return estimates. 
The presentation of the early hybrid corn and 
sorghum studies in the form of -external- rather 
than -internal" rate-of-return estimates did result 
in considerable confusion concerning interpreta
tion of the estimates. A review of the body of 
literature that is now available impresses one 
with the increasing sophistication that the 
authors of the more recent studies have displayed 
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Table 2. Trends in numbers of research scienisiv and ertenstion workers: 1959-80i 

Regcou/subregson Research scientesis* Extension workers 
Raie of extension workers 

to rescarch scientists 

'A-. 

1959 1970t 1980 1959 1970t 1980 1959 19701 1980 

Wetern Europe 
Northern Europe 
Central Europe 
Southern Europe 

6,251 
1,81 H 
2,888 
1,545 

12,547 
4,409 
5,721 
2.417 

19,540 
8,027 
8.827 
2.686 

15,988 
4.793 
7.865 
3.330 

24,388 
5,618 

13,046 
5,704 

27,881 
6,241 

14,421 
7.219 

2.56 
2.111
2.72 
2 16 

1.21 
2 28 
2 36 

1.41 
078 
161 
2.69 

. . 

Eastern Europe and USSR§ 
Eastern Europe 
USSR 

17,701 
5,701 

12,0W10 

43,709 
16,009 
27,7)0 

51.614 
20.220 
31,394 

29,09) 
9,340 

19,660 

43,Mx) 
15.719 
27.251 

55.09M) 
21.546 
33,451 

1.64 
1.64 
1,64 

0,98 
0(91 
41.98 

1.07 
1.117 
1.07 

r. 

> 

North America and Oceania 
North America 
Oceama 

Latin America 
Temperate South America 
Tropical South America 
Curitcan and Central 

America 

8,449 
6,691)
1.759 
1,425 

364 
570 

491 

11,688 
8,575 
3.111 

4,880 
1,022 
2,698 

116) 

13,607 
10,305 
3.302 

8,534 
1,527 
4,840 

2,167 

13,581) 
I I,5() 
2,080 

3.353 
2105 

2.369 

779 

15,113 
12,551) 
2,563 

10.782 
1,1156 
7.591 

14.966 
12.235 
2,731 

22,815 
1,242 

16,4138 

2,135 5.505 

1.61 
1.72 
J.18 

2.35 
0.56 
4.16 

1.59 

2.21 
1.13 
2.81 

1.29 
I.Ili 
0.82 

1.84 

1.1 
1.19 
0 83 
2.68 
0 85 
3.32 

2 54 

L, 

'H 

. 

C) --

Afrc.§ 
North Africa 
West Aftica 
East Africa 
South Afrct 

Asiak 
West Asia 
South Asia 
Southeast Asia 
East Asia 
China 

1,919 
590 
412 
221 
601, 

11.418 
457 

1.433 
441 

7,837 
1,251) 

3,849 
1,122 

952 
684 

1,001 

31,837 
,606 

2.569 
1,692 

13,721) 
12,250 

8,088 
2.340 
2,466 
1,612 
1,650 

46,656 
2,329 
5,691 
4,102 
17,262 
17,272 

28,7th) 
7.500( 
9,4)8nJ 
9,)410 
3,280 

86.9(K) 
7,0(1) 

57,01) 
9,500) 

13,4003 

58,7M8) 
14,750 
22.(MM) 
18,750 
3,2(0) 

142,5) 
I, 8131) 
74.ixX) 
30,500 
19,2)) 

79,875 
22,453 
29.478 
24,211 

3,733 

148,780 
16,535 
811,958 
33,987 
17,31) 

14.96 
12.71 
21.8(1 
4.0,72 
4.60l 

8.5511 
15.3J 
39.80 
21.5.1 

1.71 

15.25 
13.15 
23.11 
27 41 
2 93 

7.2811 
I[71 
28 81) 
18.113 

1.40 

9.88 
9.60 

11.95 
14 84 

2 26 

5.061| 
7.130 

14.23 
8.29 
1,0) 

0 

0 

zi 

World Total 47,163 1(18,510 148,4139 177.521 294.483 349.337 3.8711 3.o611 26711 

Source: Judd et al. (1983). 
*Research scientists eslijnates include only workers with advanced degrees. An allempt has been made it include only research workers engaged 
in producltion-related agriculturalI rese .rcs Research on post -larvest technology is, for exam ple, not ntIHded in (itese csinmatcs. 
ft970 dati ire i average of 1968 and 1971. 
t1974 dat age used when more recent data are not available. In other cases, the 19811 data are averiges for 1974-80. 
IDita for Extension Workers in Eastern Europe. USSR. Africa and Asia are estimated. 

jil titles China, for which dt ion extension workers were not reported. 

S. 
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in responding to the limitations of some of the 
earlier studies. The effect of more careful model 
specification. more complete measurement of 
costs. and greater caution in estimlating benefits 
appears to have rc'ulted in a downward bias in 
rate-of-return estimates in a number of recent 
studies (see Ruttan. 1982a. pp 252-254). 

In spite of the deficiencies in research orraniz
ation and management noted abo'e. almost all of 
the studies indicate high rates of return to 
inestment in aTricultural research - %%ellabove 
the 10-15% (abo'c inflation) that private firms 
consider adequate to attract inesirment or that 
development assistance agencies find acciptabIC 
for land and water resource development pro
jects. It is hard to imagine many in'estments in 
either private- or public-sector actilities that 
would produce more favorable rates-of-return.5 

African agricultural research appears to be a 
major exception to. the generali7ations about 
high rates of return to agricultural research. 
African research sistems are characterized by 
high ratios of expatriate to national scientists, 
high costs per scientist. and low output per 
scientist (Eicher. 1984: Lipton. undated draft). 
The indepth analysis to understand fully the low 
poductivity of African systems is, however. not 
yet available. 

3. AGRICULTURAL EXTENSION 

Publicly supported agricultural research sys
tems were firmly establshed in a number of 
European countries, in North America. and in 
Japan during the latter half of the 19th century. 
Extension serNices designed to transfer new 
agricultural technology to farmers were estab
lished somewhat later- typically during the first 
quarter of this century. 

Research and extension services were also 
established in a number of countries in Latin 
America. Asia. and Africa by national go'ern
ments and colonial regimes before World War II. 
The extension services were often quite different 
from the North American model. In many of the 
colonial countries, they were directed to the 
needs of the expatriate-managed plantation sec
tor. In a number of countries, the extension 
services performed regulatory functions as well 
as educational and related technology transfer 
activities. 

(a) 	The changing role of agricultural extension in 
development assistance 

When the United States became involved in 

development z',isiance during and after World 
War IT, dert'opmcnt or strengthening of exten
sion progr.ms represented a major focus. There 
nas a firm con'iction among US de'elopment 
assistance pe.onnel and on the part of many US 
scholars that inefficient resource allocation 
among "irrational, tradition-bound peasants bur
dened by the yoke of custom and tradition" was a 
major constrzint on agricultural de'elopmcnt. 
There was also a perception that the enormous 
differences in levels of producli'ity btween 
dc'eloped and de'eloping countries could be 
overcome b%c*rengthening the process of tech
nology transfer. These perspectives resulted in an 
-extension bias" in agricultural development 
assistance policy during the 1950s. The tech
nology transfer or extension bias was particularly 
strong in the early US development assistance 
programs in Latin America (Mosher, 1957; Rice. 
1974). By the late 1950s. many developing 
countries had achieved a relatively high level of 
extension intensity (Table 2). 

By the mid-1960s, there was considerable 
disillusionment with the impact of agricultural 
extension programs. It became apparent that 
agricultural technology was much more location
specific than had been anticipated. And a new 
generation of scholars began to look upon 
peasants in de'eloping countries as -poor but 
efficient" (Schultz, 1964). The attention of devel
opment assistance agencies, administrations, and 
the flow of de'elopment assistance funds began 
to shift from the support of agricultural extension 
programs toward agricultural research. 

By the mid-1970s. concern with the effective
ness of technology transfer programs linking the 
new knowledge and the new technology 
emerging from agricultural research was resulting 
in renewed attention to the problem of agricultu
ral extension. This shift was reinforced by a new 
set of concerns regarding equitable access to 
technology and the need to strengthen communal 
institutions. 

(b) A newfocus on extension 

The new focus on agricultural extension owed 
much to the imagination and energy of the Israeli 
extensionist. Daniel Benor. From an initial suc
cessful effort in the Seyhan Irrigation Project 
area in Turkey. Benor has evolved an extension 
model. referred to as the training and visit (T & 
V) system. The T & V system has now been 
tested and adopted in a large number of develop
ing countries. The World Bank has been a 

particularly enthusiastic supporter of the T & V 
system.x 
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ASSISTANCE TO EXPAND AGRICCLTLRAL PRODUCTION 

Benor o:ndhis associates have id ntified con
straints that thL flit had to be o'ercomne to 
implement successful extension programs. These 
include: 

-Organizational dtficiencies, particularly 
the luck of a single direct line of technical 
support and administrative contol for the 
field-lexcl exten'ion worker 

- Dilution of effort as a result of diffuse 
responsibillty for education, information, 
regulatory. and other rural dexclopment 
program responsibilities 

-Unrealistic assignments regarding the 
number of farmers extension personnel 
were responsible for reaching. combined 
with lack of adequate transport support 

-Inadequate or outmoded training 
- Lack of adequate articulation between 

research and extension 
-Inferior status accorded extension workers 
. - "low status. lo morale, and low pay
-Duplication of services. 

The basic technique employed in the T & V 
method is "a systematic program of training of 
the Village Extension Worker (VEW) combined 
with frequent visits by him/her to farmers' fields" 
(Benor and Harrison. 1977, p. 19). The highly 
regimented schedule of the VEW requires that 
s/he be involved for one day each week with 
intensive training related to the specific informa
tion he must convey to farmers during a given 
week (or fortnight). S/he is responsible, in turn, 
for visiting each relatively small group of contact 
farmers s/he works with once a week for a 
half-day or once a fortnight for a full day. "This 
schedule of visits and training takes up 10 of the 
12 working days in the fortnight. During the 
remaining two days. the VEW will make extra 
visits to supervise field trials. arrange special 
extension activities, make up visits missed be
cause of illness or holidays, and complete what
ever office work is necessary" (Benor and Harri
son, 1977, p. 23). This schedule allows for close 
monitoring by the supervising Agricultural 
Extension Office (AEO) and by local farmers, 
who come to expect visits on a regular basis. 

The T & V extension system was first im
plemented in Seyhan (Turkey). Benor reports 
that this project increased cotton yields from 1.7 
tons to over 3 tons per hectare in three years 
(Benor and Harrison. 1977, p. 3). After the 
success of the Turkish program. the T & V 
sistem was initiated in 1974 as part of three 
Command Area Development Projects in India 
- two in Rajasthan state (Chambal and Rajas
than Canal) and one in Madhya Pradesh. -In 
Chambal, Rajasthan. India. farmers increased 
paddy yields from about 2.1 tons to over 3 tons 

per hectare in two years. Combined irrigated and 
unirrigated xsheat %ields in Chambal. Mladh~a 
Pradesh (India), rose from 1.3 tons to nearly 2 
tons per hectare after one season and have since 
risen higher" (Benor and Tarrison, 1977, p. 3). 

Subsequently, in mid-1975. the T & V sxstem 
was initiated in six districts in West Bengal Later 
in that same year. the goxernment of West 
Bengal decided to reorganize its extension ser
vice over the entire state to the T & V sstem. By 
1977, the Indian governments of Orissa. Rajas
than. Madhya Pradesh, Assam. and Bihar 
adopted decisions to reform their existing exten
sion service to the T & V systern. The total cost 
of three Indian projects, begun from May 1974 
through June 1977, xas S151.5 million. The 
World Bank has provided substantial financial 
assistance to these projects (Cernea and 
Tepping, 1977. p. 85). Programs modeled on the 
T & V system have also been implemented in 
Bangladesh, Burma, Indonesia. Nepal, Pakistan, 
Sri Lanka. and Thailand (Benor, 1984). 

The T & V system has not escaped criticism. 
The citicisms have typically focused on (a) 
organizational constraints, including the difficulty 
of meeting the organization and training require
ments of the system and the rigidity of the 
Training and Visit model," and (b) ie contact 
farmer. regarded by some critics as a major 
source of bias in the distribution of benefits from 
the system.' In spite of the extensive experience 
with the T & V system, it has not yet, as of the 
mid-1980s, been subject to the kind of thorough 
ev aluation that has been made of earlier assist
ance for the development of the extension 
programs." 

(c) Returns to investment in agri culturat ertension 

In assessing the impact of extension programs. 
it is important to note some significant differ
ences bet"ween the extension investment patterns 
in LDCs and DCs. Extension programs have 
expanded at a much slower rate than research 
programs in the most highly developed regions. 
In contrast. extension programs expanded at 
relativel hich rates in Africa. Latin America and 
Asia in the 1950s and 1960s (Boyce and Evenson. 
1975). By 1970, the developing countries were 
relatively extension-intensive (Table 2). 

In terms of dollars. the developing countries ... 
spend much more on extension than on reseurch. 
When the comparison is based on numbers of 
extension workers per dollar of production . the 
developing countries have relatirely high invest
ment levels in extension - almost twice that of the 
developed countries. The emphasis on extenion in 
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the dcl; I .-g 'untr e'a:.y makei n'c. gc en the 
r l.m; c pric.' they p for ten:'I;%.rcdY and 
extendon -i 'er,.but it ma.<>be b:-d on the 
c:roncous .-- ' upion thAt there exit-c'ilt tr::as
1t r.ablk technologes whikh -inpl%ha'e to'*pt..ior 

be put in pr.e:icc in traditional .,-iculture to 
tran'form it into a mnodr cector. (E' nmon and 
Kislev. 1975 p. '6) 

During the 1970s.how e' er.extension expendi
ture' and stafferowth .cg-ed relative to research. 
By 1980. hoActer. lox income countries as a 
;hole werc kpending aslightly higher percentage 

of the value of their product on research than on 
extension. Because the real cost per extension 
person year remains much lower than the real 
cost per research scientist year. the LDC's 
remain much more extension-intensise than 
research-intensive, relative to the developed 
countries, where intensity is measured in terms of 
person years per 510.0C) of agricultural product. 

Evidence on rates of return to extension is 
much less adequate than in the case of research. 
Huffman identifies elexen major studies, most of 
which were conducted in developed countries 
(Huffman, 1978). Of particular significance are 
several studies of agricultural research and exten
sion in India. These studies have been sum
marized by Boyce and Evenson: 

First. these studies . .. estimated the contribution of 
the agricultural research system in India so adirect 
comparison of the estimated returns to inxestment 
in research and inestment in extension and the 
more general rural development program. the 
Intensixe Agricultural Districts Program. is poss
ible. This comparison shows that inestment in 
research has been much more productive. (Boyce 
and Eenson. 1975. p. 108) 

Botce and Exenson's conclusion that exten
sion yields a low rate of return seems to be fairly 
widey accepted among agricultural economists. 
Huffman concludes his sur'ey with the comment 
that when potential sources of bias are taken into 
consideration -the rate of return to agricultural 
extensi6n seems to be modest or better in the 
United States, modest in India and difficult to 
assess in the other studies" (Huffman. 1978. p. 
974). 

The conclusion that rates of return to exten
sion inestment are quite lowx relative to research 
intestment does not negate the importance of 
public extension programs. There is a strong 
interaction between research and extension. 
Exenson and Kisley ha'e shown. for example. 
that in the Indian districts where intensixe 
extension actiiies had been carried out under 
the Intenixe Agricultural Districts Program 
(]ADP) the impact of rewearch on crop produc
tion was greater than in other districts (Exenson 

and Kislev. pp. 107-119). This re%iew of exper
ence in denor support of agricultural extenion 
does cmpha-eize the importance of continuing 
exp rimrnts in the organization and management 
of extension programs. This is an area in which 
inrtitutional innoxation may haxe a relatixely 
high paloff. 

4. LAND TENURE REFORM 

Tenure reform has been viewed as es'cntial to 
the mobilization of labor resources and the 
generation of productixity growth in both liberal 
and Marxist de elopment perspectives. Econo
mic logic and economic history combined in the 
early post-World War II period to produce a 
remarkable unity in doctrine to the effect that an 
aericultural sector in which an owner-cultivator 
system predominates achieves a more efficient 
allocation of resoureces and makes a greater 
contribution to national economic growth than 
under alternatise systems. 

(a) Land reform after World War II 

The analytical support for this position drew 
on a tradition that extended back through Mar
shall to the classical economists (Jaynes. 1984). 
The classical economists recognized, that in a 
world of imperfect land, capital and credit 
markets. sharecropping represented an improve
ment over wage labor because of its positive 
incentixe effect. The classical economists also 
recognized that sharecropping provides the 
workers with less incentives to work than a 
fixed-rate tenant or an owner-cultixator would 
have. The classical perspective was confirmed by 
Marshall (1920). It was reexamined within the 
framework of the Hicksian neo-classical theory 
of the firm in the 1940s and early 1950s (Schultz. 
1940: Schickele. 1941: Heady, 1947: Johnson. 
1950: Heady and Kehrberg. 1952: Drake 1952: 
Georgescu-Roegen, 1960). The major conclusion 
that emerged from this reanalysis of the rel
ationship between tenure and productixity was 
"that there is no substitute. from the standpoint 
of sheer productixity. and irrespective of 
sociological considerations, for an owner
operated agricultural system- (Drake, 1952. p. 
549). 

This perspectixe led to a major emphasis on 
land reform in the technical and economic 
assistance efforts of a number of national and 
international development assistance agencies 
after World War II. The post-World War II 
commitment by the United States to land reform 
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as an instrment of political anti economic policy 
was initiated "ith the reforms carried out in 
Japan in 19417 undcr the authorit of the Supreme 
Cummandsr for the Allied Powers tSC %P).,2 

The sucCess of the Japanese land reform was an 
important factor in US support for land reform in 
other countries of East Asia in the eari 1950s 
and in Latin Amcrica. tinder the Alliance for 
Progress, in the 1960s. 

During most of the post-World War II period. 
the analitical deductions were regarded as 
consistent with historical experience (United 
Nations. 1951: LS Agency for International 
De'elopment. 1970). The post-World War II 
land reform experience in Japan. Taiwan. and 
Korea has been widely interpreted as supporting 
the proposition that an agrarianstructure consist
ing of extrLmel% small owner-cultivator ft:milv 
farms could be economically viable. reaconably 
efficient, and capable of sustaining rapid in
creases in agricultural productivity. E~perience 
from the post-war land reforms in other dexelop
ing countries. however, did not provide the same 
degree of support for historical generalizations as 
the East Asia experience. 3 

(b) The ne- land tcntureeconomics 

The lack of consistency between the logical 
deductions and the empirical observations 
regarding the efficiency of alternative land tenure 
institutions gave rise, in the late 1960s and 1970s, 
to a "new land tenure economics" that attempted 
to explore the economic rationale for the persist
ence and relatite efficiency of share tenancy. The 
catalyst for the new land tenure economics was 
Stephen N. S. Cheung (1968. 1969). Cheung' s 
analysis led to the conclusion that tenure reform 
is both unnecessary and redundant. And he 
implies that a more appropriate approach would 
focus on the deixelopment and reform of property 
rights. 

The publication of Cheung's work was fol
lowed by an explosive growth in the literature 
cast within the new land tenure economics 
paradigm. This literature has. howexer, led to a 
substantial qualification of the Cheung 
conclusions." Cheung's insight that contractual 
terms, the share arrangements for factor costs 
and product receipts, for example, are endogen
ous and that the equilibrium solution is a product 
of joint maximization on the part of both the 
landlord and tenant has been generally accepted. 
But it is now generally understood that Cheung's 
model achiexes its efficiency outcome because it 
simply assumes away the two problems that were 
the central concerns of the classical and neo

classical :nalxsis - "the neu:'tive incentixes of 
sharing .id the diffkiulty of monitoring effort" 
(Binsn:2ger and Rosenvaeig. 1981. p 23). B% 
focusinc on the is'ue of the efficienc% implication 
of refort. of Lontractual arranvements, the "new 
school- a!so divertkd attention from the welfare 
effects of land rcdi'tribution. 

The Vey fea.tures of the etil%;ng new land 
tenure ' hite bcen sumimarized by Binsl:r;mre 
manger and Rosenzw<ig (1984. pp. 1-40). The 
major imphication of this literature is that the 
persiste::e of sharecropping rests on a combina
tion of factors including: (a) the difficulty of 
solxing the labor and timnagcmcnt incenti'e 
problems in a direct laber management system. 
(b) the persistence of imperfections in input and 
product markets; and (c) the demand for risk 
slowing on the part of ienants and landlords. 

XWhat options do the inferences drawn from the 
modeling exercises of the "new land tenure 
economics- imply for improxing the welfare of 
workers and tenants and the efficiency of the 
farming sxstem? The answers that the new 
models generate stress the importance of the 
development and reform of land, credit, and 
other factor markets. The models also confirm 
that in an environment characterized by under
developed factor. credit, and product markets, a 
land reform leading to an owner-operator system 
will lead to greater efficiency in production than 
other tenure forms. Thus, the formal analysis 
brings us back full circle to the more intuitively 
derived policy implications of the pre-Cheung 
"old land tenure economics.

(c) Land reform in Latin Anerica 

The literature of the "new land tenure econo
mics" has a peculiarly Asian flavor. Land reforms 
in Asia were carried out with the expectation that 
reforming labor and tenure relationships through 
elimination of intermediaries, regulations of 
rental arrangements. and transfer of ownership 
rights to the tiller - the indil idual or the family 
who performs the farm labor - would achieve 
both equity and producti%ity objectives. Most of 
the contributors to the -new land tenure econo
mics literature have drawn on Asian experience. 

There is a tery different flaxor to the literature 
on land tenure reform that has risen out of the 
Latin American experience." Neither the prac
tise nor theory of land tenure reform in Latin 
America has given much weight to the achieve
ment of productixity objectixes through the 
transfer of land ownership to the tiller. In some 
cases. Mexico for example. land transfers hase 
been looked on as a desice to satisfy the land 
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hunger of the peasants in order to reduce the 
threat of social and poltical init;abiht in the 
countryside. In most ca.es. growth in production 
"as expected to be athic'led through the 
moderriz,tion of property rights. in'estmvnts in 
phyiwal infrastructure, and the detelopment of 
market institutions. These reforms were. and 
continue to be, directed primarily at coinerting 
the hacienda or estate sector into a modern 
large-scale farming sector. 

The Latin American experience has been, of 
course, much richer than the stylized description 
presented here (Table 3). It seems clear that in a 
large number of Latin American countries the 
land reforms have been successful in remo' ing 
some of the most ob' ious sources of inefficiency 
and exploitation associated with the traditional 
hacienda system. There appear to be relati'ely 
few areas, however. where the land reforms have 
been accompanied by the policies needed to 
sustain producti'ity growth in the small-scale 
peasant sector. And there are e.en fewer areas 
where the Latin American reforms have suc
ceeded in resolving the problems of equity in the 
agrarian structure. 

(d) Future directions for land reform 

The dramatic transformations in land tenure 
relations instituted in Asia and in Latin America 
since World War 11 hase largely been completed. 
Even as sesere a critic of Latin American 
agrarian structure as de Janvry concedes that: 

Today. precapitaibst estates with rent in labor 
services have. for all practical purposes. dis
appeared in Latin America. Those with rent in kind 
remain important only in some Central American 
countries and parts of Brazil . . .. As a resul ... 
these transitinnal reforms . . . can be considered 
sutcesfully terminated ... but the publicized goal 
of expropriation and redistribution toward forma
non of a reform sector has generally been held to a 
minimum . . . Since larme-scale firms in the 
commercial sector. with the full backine of state 
senrces. tend to be highly efficient .. the familyor 
cooperatise farms created by expropriations of 
these lands will Lenerallv not be able to ensure 
delien of an equisalent nct surplus on the market 

. ifthout a drastic redesign of agrariin poliev 
toward sericing peasants. (do Janvrs. 1981. pp 
221-222) 

The situation in Asia is quite different. Asian 

- there is <.ry little land left in large enough 
uits to support a redistributive reform. The 
technical and insistutional infrastrutture must be 
deteloped in a mannar that is capable of sustain
ing pioductivity growth on small f.rms. 

In most Asian countries, the model of agrarian 
deilopment that is e'olving in response to 
demographic p;racures and economic grow th 
seems likely to resemble the sy tems that has 
emered in Japan. Tianan, and Korea since 
World War II. In Latin America, the pattern that 
emerged in the US South during the inter-war 
and early post-war period. in "hich a plantation 
sstcm evoled into a modern farming sector and 
the surplus labor was absorbed by a growing 
industrial sector, seems most likely to emerge as 
a result of successful dcelopment. Under both 
of these patterns of development the evolution of 
a more efficient system of property rights, if 
pursued, could continue to make a modest 
contribution to the enhancement of both equity 
and efficiency in agricultural production. But it is 
unlikely in the next several decades that political 
and economic developments will conserge, as 
the) did in a few areas in Asia and Latin America 
in the first t-wo decades after World War 11. that 
"ill provide assistance agencies with an 
opportunity to play a significant role in efforts to 
reform land tenure institutions or to achieve a 
more equitable distribution of land resources. 

5. AGRICULTURAL CREDIT MARKETS 

The development of agricultural credit mar
kets and the provision of agricultural credit have 
been major program activities in agricultural 
development by the US Agency for International 
Development, the World Bank. and the several 
regional development banks. This emphasis on 
credit is based on five perspectives. First is the 
Schumpeterian view, wxhich identifies innovation 
as the critical element in economic development 
and credit as the principal instrument that allows 
the innovator to bid resources away from other 
activities. A second perspective is based on a 
view similar to that of market reform. The farmer 
obtains credit. sells his output. and often gets his 
job or rents his land from the same middleman 
and is thought to be exploited in each trans
action. A third perspective, closely related to the 
second, views public credit institutions as pro

societies had no choice but to look for the 'idin; part of the supervised education and credit 
small-scale family farms as a source of future package designed to induce traditional farmers to 
productixity growth. E'en the larger farms in adopt modern inputs. A fourth perspectise views U 
Asia. outside of a 'ery limited plantation sector. credit as an income transfer mechanism to lessen 
tend to be small by international standards. In inequities in income distribution in rural areas. A 
most countries - Pakistan may be an exception fifth perspectise views subsidized credit as an 
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Country 

Mexico 

Toill 

Gun'tena 

Folbvia 

Veniezucla 
Colombia 

Toul 

Chile 

Total 

Peru 

Total 

Ecuador 
Dominican 

Republic 

Tiale 3. Land reJorm in ielected Lann Anercan countries. 1917-76 

Uind 

Year 
(1) 

reform 

Type 
(2) 

Land in 
reform 
sector 
(') 
(3) 

Peasuniry 
in reform 

sector 
(.) 
(4) 

Site of 
re'erve 

(lieclares) 
(5) 

Capit and 
water 

expropriated? 
(6) 

Form of organiAtion 
in reform Scctor 

(7) .1, 

1917-34 
1934-401 

1940-76 
1917-76 

PKR 
TF 

FR 

6.3 
12.6 

25.0o 
42.8 

113 
25.8 

18.3 
SD.1 

14K)-2(H) 

100-211) 

Yes Sublaily/family, 
collelve 

Subboumly/fanuly z
It 
rn 

1952-54 

1954-69 

I F 

Counterreforin 

33.6 

4.8 

33.0 

3.2 

90-200 Partially Subauily/fImnilly, 
cooperative 

A 

1952-70 TJ* 18.2 39 0 24-50,10l) No Suilf.ianily/fanuly 

1959-70 TJ 15.7 14.7 No limit No Sub'lfitiity/fraiuly 
1961-68 
1968-72 
J9bJ-72 

Wit 
9.f 4.2 

No limit 
No himit 

No 
No 

Suluggnul/linnaily 
Subl'ann ily/fanuti y 

1962-67 
1967-70 

197X-73 

1962-73 
1973-75 

PKR 
TFr 

Caunterreform 

-
9.0 

31.0 

40.0 
9.0 

-
6.0 

14.0 

20.0 
40 

No limit 
80 SHIll 

No 
Partially 

SuibI.nitylL\/gtuiv 
Sublalmulvitanully, 

cooperative 
Coiope ilive, 

collective 

Su bla mi ly/ fn i ly 
1963-69 
1969-76 

1963-76 

TJ 
J17 

3.0 
39.4 

42.4 

7.1 
24.9 

32.0 

845-12.675 
35-1,5(MI) 

No 
Yes 

Silaiufy/fumIly 
Cooperative, 

sublfam Ilyl l.Imi ly 

1964-69 TF 1.1 3.5 No limit No Subflmily/famInly 

1963-69 FRt 2.0 2.0 No limit No SulITaly/family, 
Cooperative 

Source: Ie Jinvry (19I1), plp. 206-207 
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ncentive to farmers to expand production in 

spite of dicincentixes resulting from market 
inter'entions or exchange rate distortions that 
di'criminate against farmers in product markets. 

Prior to the 1970s. a large share of the 
development assistance de'oted to agricultural 
credit programs was directed to Latin America. 
Since the earl) 1970N. the support of the develop
ment of agmicultural credit insti;uions has been 
directed nmore heautlx toward Asia and Africa. In 
this section, I first review some of the les'ons 
fiom the experience of the 1950s and 1960s and 
then proceed to discuss the implications of the 
large programs of the 1970s. 

(a) Credit programs of the 19505 and 1960s'6 

In Latin America. funds for credit actixities 
made up a relatively large part of externally 
financed agricultural programs. 

In the ten years 1960 to 1969 the Agency for 
International Dcelopment (AID). the Inter-
American Development Bank (IDB). and the 
World Bank group (IBRD) proxided dollar assist
ance for agricultural credit worth approximately
$915 million in Latin America. (Adams. 1971, p. 
163) 

In the case of AID, er half of the total direct 
assistance to agriculture in Latin America has 
gone into credit activities. In addition to this 
direct assistance, AID has helped channel to 
agricultural credit institutions substantial 
amounts of -counterpart funds- and "local cur
rencies" resulting from Program Loans and 
Public Law 480 sales in several countries. IBRD 
stressed livestock loans. IDB tended to support 
colonization and farm settlement programs. AID 
emphasized technical assistance to credit institu
tions, supervised credit to family-size farms, and 
general expansion of loans to agriculture. 

During this period, organization of rural credit 
markets in Asia and Africa differed sharply from 
those in Latin America. Studies of credit markets 
in Asia and Africa indicated that informal credit 
sxstems (private individuals. money lenders. and 
merchants) pro' ided a large part of the total 
rural credit, perhaps over 80% in many areas. 
The data for Latin America suggested a much 
smaller role for informal credit. 

During the mid- and late 1960s. data and 
analysis became available that raised serious 
questions concerning the assumptions on wNhich 
the credit programs of the 1950s and 196(% had 
been based (Blitz and Long. 1955; Thisynmondol 
ci at.. 1965: Long. 1968a. b: Bottomley. 1963, 
1975: Adams, 1971). There was a tendency to 

grossly underextinate elacticity of supply of 
saxings in rural areas. Saxings and capital forma
lion by peavant farmers were shown to be 
responsixe to profitable inxestment opportuni- I 
ties. In the Philippines. for elample, capital 
formation "as more rapid in areas of new 
sttlemenrt (Trinidad, 1964) and on farms en
gaged in the production of commodities I 
experiencing rapid growth in pioducing; (de 
Guzman. 1964). In the 1950. and 1960s. Taiwan 
%as quite successful in n'obihzing voluntary 
savinzs b%r:i-inc interest rates. This experience I 
"as repeated in Korea in the late 1960s (Adams, 
1978). 

The moct obious effect of failure to maintain 
positive real rates of interest in credit markets I 
was the exaggeration of credit needs and the 
erosion of the purchasing power of credit port
folios. Other effects include the concentration of 
credit in the hands of relatively few users; failure I 
of fragmented financial markets to allocate fin
ancial resources efficiently; undermining of the 
'itality of financial markets; and the politiciza
tion of financial markets. I 

The experience of the ACAR program in 
Brazil is a useful illustration of some of these 
effects. The ACAR (Associacto de Credito e 
Assistencia Rural) was established in 1948 under 
the joint sponsorship of the state of Minas Gerais 
and the American International Association.17 In 
1960. ACAR became an independent, solely 
Brazilian agency. ACAR began as an ex
perimental effort to test the conviction that a 
program of supervised credit similar to that 
developed by the US Farm Security Administra
tion would lead to both better living conditions in 
rural areas and increased agricultural production. 
The program as it evolved during the first few 
years included four activities: supervised credit, 
general farm and home extension education, 
medical care and health education. and distribu
tion of materials. Approximately 80% of the 
total activity was. in the early years, accounted 
for by supervised credit and general extension. 

A 1957 evaluation by Mosher concluded that 
the ACAR program had exerted a substantial 
impact on the levels of liing and the agricultural 
resources of the families with which it had 
worked. The program had not, however. had a 
measurable impact on agricultural production in 
either Brazil. the state of Minas Gerais. or "even 
the Municipalities (countries) in which the pro
gram has operated- (Mosher, 1957. p. 71). Later 
evaluations by Wharton (1960). and by Riberio 
and Wharton (1969) confirmed the contribution 
of the ACAR program to the welfare of the 
indilidual families who have participated in it. It 
has been particularly effecti'e in reaching small 
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f,_rmers. and it established an enviable record for 
effect:ive nuinitration and flexibilit in re
sponse to the changing needs of the farmers it 
scrscd. As an ex::uple of a combined peckage of 
supcr'ised ciedit and extension, the ACAR 
pogram Nas clearly ce of the model programs 
pnimvhere in the dexeloping world 

At the same time, the performance of the 
ACAR program as an instrument of agricultural 
d(IL(pricnt was disappointing. Part of the 
d~fficultv centered around the issue of 
conce'sionar% credit. The nominal interest rate 
charged on ACAR loans ranged from 6 to 8%. 
The annual rate of inflation in Brazil fluctuated 
between 15 and 25% in the 1950s and averaued 
slightly more than 30% during the 1960s. At such 
rates of inflation, persons securing ACAR loans 
were. in effect, recei'ing scry substantial income 
transfers through the negative real rates of 
interest in the formal credit market. The interest 
rate subsidy reinforced the incentive resulting 
from exchange rate distortions for ACAR 
farmers to oxerinvest in capital assets. The 
interest rate subsidy also helps to explain Whar
ton's earlier finding that farmers in the largely 
subsistence areas (Corvelo) achieved greater 
gains in productivity than farmers in the more 
commercial farming area (Uba). The commercial 
farmers were in a better position to follow a 
strategy of maximizing net worth than the 
subsistence farmers. 

The ACAR program illustrates two important 
problems that have continued to plague credit 
development programs: (1) The policies that 
were adopted to reduce the cost of credit to 
farmers were inconsistent with the deselopment 
of institutions capable of mobilizing sa'ings in 
rural areas. (2) The costs of extending and 
servicing users' loans were high relatise to the 
value of loans extended. In addition, inflation 
contributed to the erosion of the financial 
resources allocated to the credit program. 

(b) Agriculturalcreditprogramsin the 1970s 

The emphasis on agricultural credit by the US 
Agency for International Development is illus
trated in Table 4. AID support for agricultural 
credit programs since the early 1970s has leveled 
off or possibly decreased while agricultural credit 
became more important in the portfolios of the 
World Bank (1975, pp. 72. 85). 

There has been. until fairly recently. sur
prisingly little research directed to evaluating the 

describing credit programs. But there "as no 
paper that sistmcnaticall% assessed the farm-lesel 
impact of the credit pregram. During the lst 10 
%ears. the number of impact studies has in
creased. A critical re' iew of these studies has 
heen conducted b\ Da'id and Meyer (I"0). 
They cltstifx ihe studies into three groups: (a) 
descripine. (b) econometric and (c) program
nung - ba'ed on the methodology used in the 
studies. A common pattern seemed to emerge 
from the studies. "Borrowers had larger firms 
than non-borrowers....Operating expenses and 
i'testment per hectare mere higher for borrow
ers. but production differences were less marked. 
Moreover, net farm income per bectare. when 
reported. was roughly the same" (p. 207). The 
results are similar to the ACAR program dis
cussed earlier. 

(c) Credit sisrnviability 

During the last decade. there has been a 
growing interest in esaluating the viability of the 
specialized farm credit institutions (SFCI) sup
ported by external donors. A common feature of 
these programs has been the pro%ision of credit 
to farmers at subsidized rates of interest and 
access to concessionary rediscount lines from 
central banks. This has driven a wedge between 
the mobilization of rural salings and the pro
vision of credit on favorable terms to farmers. 
The result has been that the specialized farm 
credit institutions are dependent on the continua
tion of donor or national government support for 
their existence (Bourne and Graham. 1984). 
When such support is withdrawn, the capacity of 
the agenc erodes. A "natural history" of the 
performance pattern of specialized farm credit 
institutions deseloped by Von Pischke (1980) is 
outlined in Figure 1. 

It is quite remarkable that the lessons learned 
from the more recent farm-level and credit 
system impact studies tend to confirm the lessons 
learned from the studies in the 1950s and 1960s of 
the ACAR program. Among these lessons are 
the following: 

-Credit is fungible. Subsidized production 
credit can and is used to sustain current 
consumption le.els. invest in consumer 
durables. and invest in land and relatisely 
low productivity capital inputs. 

-When credit is made available at below 
market interest rates (sometimes at nega
tixe real rates) it must be rationed by 

results of agricultural credit programs. The very lenders. When credit is rationed. it flows to 
comprehensive AID Spring Review of Small the larger borrowers. Programs designed 
Fanner Credit (1973) contained about 60 papers to subsidized credit for the poor end up f 
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Table 4. 41D agri ultual tredit prrecis ("n!M"ns of dollars) 

1950-72 197 -- 0 1974-80' 

Grants -

Loans 
Gr.nt and loans not soparated 
Total 

ti95 
636.9 

7tA.4 

90 0 
131.0 
45.8 

26 8 

314.4 
263.9 
331.7 
910 0 

Source Larson and Vogel (1981). The data are from AID. Hitor). of AID 
Programs in Agrullural Credi. Sprint Relic%% of Small Farmer Credit. 
Vol. XVIII (H\a'hincton. D.C.: June 1973):.-nd AID. Summar) Computer 
Li-ting of Agricultural Crtdit Projects (Wa'hingion. D C.: June 1981). 
*Additional projects containing an agricultural credit component for which 
-amounts allocated to aeritultural credit are not shown separatel in AID 
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Political influences 

The Psbtec Sector Form Credit Complex
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2. The form credit need creed 
3. Government should promote rural development 
4. Supply Leading finance stimulates rural development 

Cheap Form Credit Policy 

Establishment of a Specialized Form Credit Institution 
(SFCI) 
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soft terms 

Form Credit program design 

Political repercussions of enforcing Loan discipline 

I 
Financial influences
 U 

Low interest rates 
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I 
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I 

Poor Loan discipline
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indicated because of space Lrmitations.
 

Figure 1.A'performancepanern ofspecialzedfarn credir institutions in lot, -income countries. Source: Von Pischke 
(1980). 

making loans less available to them than if 
a market rate of interest were charged. 

- Subidized credit projects often contribute 
to a decline in the ijability of agricultural 
credit institutions. If aericultural credit 
institutions are to be viable they must solve 
both the problem of credit mobilization and 
the problem of credit access. Excessive 

-concern with the issue of credit access has 
made it impossible to solve the problem of 
mobilizing voluntary financial saving. 

Why, if these lessons have been apparent for 
so long, did both bilateral and multilateral 
assistance agencies engage in such rapid expan
sion of support of specialized agricultural credit 
institutions during the 1970s? The answer must 
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be found in the economies and politics of 
dehelpment as'i'tancc (Adams and Graham. 
1981: Kane, 19$4). From the donor's perspec
tioe. it takes less effort and less skill to transfer 
mone at below market rates to national agri
cultural credit institutions than almost any other 
form of deoelopment assistance. It is technical 
c:,itlmce "cxtensive' rather than technical 
a''istance "intensive.- There are similar ad'an

cges from the perspective of the recipient 
countrx. Bec'use money is fungible. it provides 
the reipient country with foreign exchange With 
'ery few effecti'e constraints on its use. Further
more. lending nioney at below the market rate of 
interest, particularly when it can be divorced 
from a simultaneous sa'ings mobilization effort, 
also requires relatively little skill on the part of 
LDC institutions. And, the concentration of 
benefits in the hands of larger borrowers may 
hale more political ad'antages than disadvan
tages. The benefits of the subsidy are highly 
concentrated and the costs are both hidden and 
diffuse. 

6. SOME CONCLUSIONS 

In this paper. we have reliewed the literature 
on the impact of assistance to expand agricultural 
production through programs and investments in 
(a) land and water development. (b) agricultural 
research, (c) agricultural extension. (d) land 
tenure reform. and (e) agricultural credit mar
kets. There are other areas that we have not 
attempted to re'iew. These include the develop
ment of product market institutions, including 
cooperative marketing organizations, and price 
support or stabilization programs. 

Perhaps the most striking observation that 
emerges from this review is that of the con
tinuous cycling of program priorities and thrusts. 
Most of the program areas that have been 
reviewed have experienced one or more such 
cycles. Extension programs, for example, were 
emphasized in the 1950s, deemphasized in the 
1960s. and emerged again as a major area of 
development assistance in the 1970s. Assistance 
for agricultural research emphasized the building 
of national systems in the 1950s and 1960s. the 
development of the international system in the 
1970s. and a new emphasis on strengthening 
national systems in the late 1970s and 1980s. 

A second striking feature of the programs that 
have been rexiewed is the failure to learn from 
failure. Credit programs are a major example. 
The failure to achieve effective articulation be
tween the engineering aspects and the manage-_ 
ment aspects of irrigation projects is another. 

In spite of these problems, the rates of return 
to seeral areas of inoestient. when effectiely 
carried out, are very high. The payoff to agn
cultural research has typically bcen-ery high and 
the payoff to land and water de'clopment. 
particularly in situations where rapid technical 
change is also underway. has at times abo been 
high. 

The reform of land tenure arrancements and 
the development of effective rural credit inctitu
tions are also important for agricultural deselop
ment. Both areas are subject to se'ere program 
distortions resulting from the bias in the distribu
tion of political resources. Opportunity for effec
tive assistance by external agencies in these areas 
is highly dependent on indigenous demand for 
economic and political reform. 

Greater attention to issues of institutional 
design and reform implies larger investments by 
the donor community in social science rcsearch. 
There has been a perlasive tendency on the part 
of assistance agencies to assume that the know
ledge needed for institutional design and reform 
- of water resource management institutions. 
for incentives to adopt new technology. or for the 
organization of productive agricultural extension 
services, for example,-could be made a~ailable 
to developing countries through consultation and 
technical assistance. One of the lessons that the 
assistance community learned in the 1950s and 
1960s is that biological technology in agriculture 
is relatively location-specific - it must be in
vented or dexeloped in the agroclimatic region 
where it is to be used. This same lesson applies 
with equal force to institutional design and 
reform (Hayami and Rutten. 1985. pp. 94-114). 

Throughout history, improvements in institu
tional performance ha'e occurred primarily 
through the slow accumulation of successful 
precedent, experience, and expertise. Institu
tional change was generated through a process of 
trial and error much in the same manner that 
technical change was generated prior to the 
invention of the research university, the agri
cultural experiment station, or the industrial 
research laboratory. With the institutionalization 
of research in the social sciences and related 
professions, it has become increasingly possible 
to substitute social science knowledge and analvt
ical skill for the more expensive process of 
learning by trial and error. The de'elopment 
assistance agencies have been slow to acquire the 
capacity in social science research needed to 
strengthen their own programs or to support the 
development of- social science capacity in 
developing countries. 

There is also amajor theme that emerges from 
our review of assistance to agricultural develop
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mient. That is the dynamic nterrelationship 
b~tween technical and Institutional ch.unee. 
Technical changes capable of generating large 
new income streams at relati'elN low cost hase 
been an essential condition for the success of 
other agricultural de'elopment programs. Simi
larly. investments in phsical and institutienal 
infnastructures have been cs'ential in enabling 
countries to realize the contributions to economic 

growth opened up by adsances in agricultural 
technology. In the absence of technical chance. 
intenties for ph'sical and institutional infra
structure in'estment hase been weak. But. in
adequate attention on the part of deselopment 
ascistance agencies to the inctitutional design and 
reform continues to reprcent a major source of 
failure in assistance for agricultural dc'elopment. 

NOTES 

1. For a more complete treatmen of the history of 
the Indus Basin Project see Nult (1972).Johnson et al. 
(1980). US!AID (1982). Falcon and Gotsch (1968), 
Golsch and Brown (1980). Painter et al. (1982). 

2. See. for example, the annotated bibliography 
prepared by Ellingson and Easter (los2). 

3. This section summarize< material treated in con
siderably more detail in two presiouq restens (Arndt et 
al.. 1977; Ruttan, 1982a). Other useful studies include 
Moseman (1970); Committee on African Agricultural 
Research Capabilities (1974): Drlon (1976. 1977). 
Trigo et al. (1982). and UNDPIFAO (1984). The Trigo 
et al. study is based on aseries of studies conducted 
under the project on National Agricultural Research 
Systems in Latin America by the Inieramerican Insti
tute for Agricultural Cooperation (IICA). For an 
attempt to document the growth in resources allocated 
to the support of agricultural research by national 
o'ernments and assistance agencies. see Bolce and 

Evenson (1975) and Oran and Bindlish (1981). 

4. Many of the issues in'olhed in the success and 
failure of donor support for national agricultural 
research systems are illustrated in the Indian experi
ence (Ruttan. 1982a. pp. 90-96: Brass. 1982). 

5. The contribution of research to increased aert
cultural productivity has been studied primarily b%two 
methods The estimates listed under the -index num
ber- subbeading in Table 2 were computed directly 
from the costs and benefits of research on. for example. 
h%brid corn. Benefits were estimated by using account
ing methods to measure the increase in production 
attributed to hybrid corn. The contribution of research 
was usuallv measured as the residual after all other 
factors that &ntributed to increased production were 
accounted for. The calculated returns represent the 
aserage rate of return per dollar inested o'er the 
period studied. with the benefits of past research 
assumed to continue indefinitely Benefits are defined 
as the benefits retained in the form of higher incomes to 
producers or passed on to consumers in the form of 
lower food prices. The estimates lasted under the 
regression analhsis- subheading are computed by a 

different method, which permits estimation of the 
incremental return from increased investment rather 
than the aserage return from all insestment Further. 
this method can assign parts of the return to different 

sources, such as scientific research and extension 
adsice. Because regression methods are used, the 
cignificance of the c~timated returns from research can 
be tested statistically. The dependent variable is the 
change in total producti'ity. and benefit is defined as 
the value of the change in productisity. The indepen
dent variables include research variables. which reflect 
the cost of research and the lIg between investment and 
benefit. The objective of the regression procedure is to 
estimate that component of the change in productisitv 
that can be attributed to research. 

6. Moseman (1970. pp 69. 71) argued that the 
-extension bias- was partially based on the successful 
transfer of hxbrid corn technology from the United 
States to Western Europe under the Marshall Plan. 
This transfer was successful becauseclimate in Western 
Europe is reasonably close Jo that in the corn
producing areas in the United States, and there was 
indigenous human capital in the form of agricultural 
scientists and technicians in Europe to conduct adap 
tive research. For a review of the literature of the 1950s 
and 1960s on agricultural technology transfer. see 
Ha'ami and Ruttan (1971. pp. 169-237). 

7. In spite of the deemphasis on extension, the US 
Agency for international Development was, in the 
mid-1970s. continuing to allocate close to 100 million 
per %earin support of agricultural extension actisities 
(Sta'is. 1979. p 12). 

8. Te-Training and Visit S'stem- has been des
cribed in Benor and Harrison (1977). See also the 
retiews by Stavis (1979). Loudermilk (1981).Cernea e 
al. (1983) and Moore (1985). In 1984. the World Bank 
issued a resised version of the 1977 publication (Benor 
et al) and a more detailed traimne manual (Senor and 
Baxtcr)

9 The esidence on these concerns appears mixed. 
George Axinn. commenting on experience in Haryana 
(India). notes: 

On the positive side: discipline seems to he holding 
up. The agricultural de'clopment officers are Nisit
ing eight groups of farmers fortnightly on a regular 
schedule - with 80 to IM()farmers per group 
The Circle Officers visit eight ADOs regul:irl%. And 
the subject matter specialists do conduct regular 
training - ever%other Friday for eCh group of 
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ADO<. gtitinnsome troininc from research iorkers 
and others in between . - . Lderhip Lund top 
iII. g.ment - .st l.at in Hl..ry.in. State of India 
si.ens to be %ilc torsv, Is ip'ined. skillful. and 
;fhint on with the T:4.s wll. (Ocotcd in Lo.der
milk. 1981. Annex II) 

Later. how e'cr. Axi..n p mints to a noticeable lack of 
a reward %1stemfor pt-rfrin.mncc within the T & V 
,,.,:em and speiculates that this may lead to a decline in 
tIe momentum of tie proiram (Lowsiknull. 1981. 
Annr 1III). 

10. Benor suecests selection b%the extension worker 
in concultation with local officials This ma be the best 
wa% of choosing contact farmers who are most in line 
with the T & V system's criteria for socioeconomic 
status. credibility. influence, and role in the com
munatv. Howeser. Anne Van de Ban of the Aericul
tural Unilersity, Netherlands. expresses this concern: 

I am afraid that too often the contact farmers are 
those farmers who are .rcadv interested in 
cooperating with the extension ser'ice. This means 
that these are farmers with a better education and 
more resources than the average farmer. In such a 
situation it is not sure that the other farmers will 
follow their example. (Quoted in Londermdlk. 
1981: Annex Ill) 

11. For case studies of the operation and impact of T 
& V programs in several Asian countries, see Cernea et 
al. (1983). For a more critical assessment. see Moore 
(1984). It is useful to compare these assessments with 
the more rigorous assessment of the Intensive Agri
cultural Districts Program by Evenson and Kislev 
(1975. pp. 107-119). 

12. Much of the history of US support for land reform 
in East Asia can be "ritten around the remarkable 
career of Wolf Ladejinsky (Walinsky. 1977). For 
reviews of the land reform efforts and accomplishments 
of the 1950s and 1960s. see Feder (1965). Raup (1967). 
Ruttan (1969), Warriner (1969). US Agency for Inter
national Development (1970). Dorner (1971), and de 
Jan'ry (1981). 

13. According to Feder (1965). "the best visible result 
of the Alliance (for Progress) seems to be the enact
ment of a large number of land reform laws. which have 
become effective instruments not for carring out large 
scale reforms but for stalling them" (p. 652). Kusum 
Nair (1962) argued that -though since 1947. India has 
enacted perhaps more land reform legislation than any 
other country in the world, it has not succeeded in 

chancine in .ny .nt::l, the power pattern, the deep 
cconoic di'psasrtics. nor the traditional hterarclucal 
n ture of inter-group relutin;hips which gu er the 
economic life of %iflice ocict% (p..196) Ruttan (1969) 
noted that "a ce:cful rc'ticw of Land rform efforts in 
Southeast Asia . . would not rescal a sineic cx.; sple 
of a succe'ful Lad reform prOLbram uhen .da.uted in 
terms of contrir-.nions to grami th of prodoti:ny or 
production" (p. 593) In his rt.liew of aind reform in 
South Asia. Herring (10.,3) c' mmnts that "the 
remarkable a'pect of the land rieform mtotdtl is its 
persis.tnce to the face of widely recoiganiwd . lurts (p 
17). Montgomery (1972) in a re'ie" of land reform 
expcricncc concluded that 'the outcome of Land reform 
programs is stronely affected by .dnmtirative 
arrangements for their implementation. In a study of 25 
countries. arrancements for desaluine administratise 
functions to local noncarcer officials produced signifi
cantly better results for peasani welfare than arrange. 
ments using professional administrators. whether in a 
centralized or decentralized administrative system" (p. 
62). Lipton (197-1) emphasized the effects of inaction of 
reforms that hase had the limited objective of tenancy 
reform rather than full real land redistribution, -land. 
lords may well see unenforced or unenforceable ten
ancv reforms as an effectise substitution for land 
redistribution" (p. 276). 

14. The "new land tenure- literature has Ken rc
siewed by Binswanger and Rosenzweig (1981) and by 
Jaynes (1984). Among the important contributions to 
the reevaluation of this literature are Bardhan and 
Srinivasan (1971). Stiglitz (1974). Newbery (1975). 
Reid (1976). Newber and Sttglitz (1979). Rosenzwxeig 
(1978), and Bell and Zusman (1976. 1980). 

15. Sec. for example, the literature resiewed by 
Feder (1965). Dovring (1970). Dorner (1971). Eckstein 
et al. (1978). and de Janxry (1981). A remarkable 
feature of the Latin American literature is that there 
has been an almost complete failure to confront the 
arguments of the -new land tenure economics.

16. This section draws very heavily on the major 
review of agricultural credit programs conducted by the 
US Agency for International Deselopment in 1972 and 
1973 (USAID. 1973), on the reiew of the materials 
prepared for the USIAID azrtcultural credt resiew by 
Donald (1976): and on the discussion of agricultural 
credit programs by Hayami and Ruttan (1985). 

17. Information on ACAR was drawn from Mosher 
(1957): Wharton (1960): and Ribeiro and Wharton 
(1969). 

REFERENCES 

Adams. Dale W.. "Agricultural credit in Latin through rural financial markets.' Economic Devel-
America: A critical resew of external funding opment and Cultural Change. Vol 26 (April 197H). 
policy." American Journal of Agricultural Econo. pp. 547-50. 
mics. Vol. 53 (May 1971). pp. 163-172. Adams, Dale W. and Douglas H. Graham. "A critique 

Adams. Dale W.. "Mobilizing household sasings of traditional agricultural credit projects and 

http:Hl..ry.in


60 

~ v 
BEST 

AVAILABLE 

H ORLD DEVELOPME\T 

pliLics." Journal of Deib-p''.ra Econmonice. Vol. 
8. No 3 (June 1981). pp. S.47-366. 

Arndt. Thomas M.. Dan. U. D.Irynple and Vernon 
W. Ruitin (Ed% ). R. ,owac .tilhan. n .lnd Produc
aritsin Na.ional ..nrd) I. mn: grIedu..rrd Re..r, 

search (Minnespolis- Un'vr'its of Mirurr.','ta Press. 
1977). 

liardhan, Pranab and T. N. Sr..sa.n. Cropsrang 
tenancy in ariultuItre. A theoretical and emnpirial 
aarIsis, An t'ritan Emo ic Re a. Vol. 61 
(March 1971). pp 4v-4. 

Bell. CI,'c and Pinbas Zu',man. "A bargaining 
theoretic approach to croph. ring contracts." Amer
ican Econonic Reiics. Vol 6t (September 1976). 
pp. 578-588. 

Bell. Clive and Pinhas Zusman. -Toward a general 
baruinmne theory of equilibrium sets of contracts -
The case of agricultural rental contracts." Paper 
presented to World Congress of the Econometric 
Society. Aix-en-Provence. France. 28 Aueust-5 
September 1980. 

Benedict, Peter. Ahmed Humeida Ahmed, Rollo 
Ehrich. Stephen F. Lianer. Jack Morgan. and 
Mohamed Abdulrahim Mohamed Sabh. Sudan. Tire 
Rahad IrrigationProject. Project impact Evaluation 
No. 31 (Washington. D.C.: US Agency for Inter
national Development. 1982). 

Senor. Daniel and Michael Baxter. Training and Visit 
Extension (Washington. D.C.: The 11orld Bank, 
1984). 

Senor. Daniel and James Q. Harrison. Agriculural 
Extension: The Traiiing and Visa System (Washing
ton. D.C.; The World Bank. May 1977). 

Senor, Daniel. James Q. Harrison, and Michael 
Baxter. The Training and Visit Svsten (Washington. 
D.C.: The World Bank. 1984). 

Berr. Leonard. Richard Ford. and Richard Hosier. 
The Inpact ofIrrigationon Dei.elopment: Issuesfora 
Conprehensive Evaluation Study. Program E'alua
ton Discussion Paper No. 9 (Washington. D.C.: US 
Agency for International Deelopment, 1980). 

Binsuanger. Hans P. and Mark R. Rosenzweig. 
-Contractual arrangements. emplo'ment and wages 
in rural labor markets- A critical review." in Hans P 
Binswanuer and Mark R. Rosenzweig (Eds.). Con
tractual Arrangements. Enploineni, and Wages in 
Rural Labor Markets in Asia (New Hasen and 
London: Yale Universitx Press. 1984). pp. 1-40. 

Blitz. Rudolph C. and Mtllard F Long. "The econo
mics of usury regulation." Journal of Political 
Economy. Vol. 73 (December 1965). pp. 608-619. 

Botnmley. Anthon). -The cost of administerine 
pri'ate loans in underdeseloped rural areas. Oxford 
Econonic Papers (new%series). Vol. 15 (July 1963). 
pp. 154-163. 

Bottomley. Anthony. -Interest rate determindtion in 
underdeseloped rural areas." American Journal of 
A-ricuhural Economics. Vol 57 (May 1975). pp. 
219-291. 

Bourne. Campton and Dought H. Graham. "Problems 
with specialized agricultural lenders." in Dale W. 
Adam,. Douglas H. Graham. and J. D. Von Pikchke 
(Eds.). Undernning Rural De velopmn vith Cheap 
Credit (Boulder. CO: Westxrew Press. 198-). pp. 
36-48 

Bo'cc. Jan25 K..snd Robert E Esernon.ou'.. i dnd 
lin. ..... Re and Eviiriu tu nk.,rl arch .ent..on 
Propam. t'ew York: Agriculiural Deselopiti.r 
Coancil. 1975) 

Brass. P..Al R , "Institution.l tran'fer of technologv-

Th, I.._' gr.nt n'idel , nd the agricultaral utioerstN
 
at Por,-..ear" in Rbert S. Andcr'.n. Ph.l R
 
Bras lu'in Ics anJ Barrie M. Molrri'on IEds ).
 
Since. Ped.7ocu and the .1gruhuirul Reolurin in 
Asia (13 alLr. CO: Wesisiew Press. 19s2). pp
 
103-181.
 

Carruthrs. I -n D (Ed.). Azd for the 11s ielopinat* of 
Irrigutton (P:an. Oryimzation for Etonomic Co
operiiuon and Development. 1983). 

Cernea. lichel M1.. John K. Coulter. and John F A. 
Russell (Eds.) .. 1gricuh;uralExtension by Trainmg 
and Vrsir The A rean Eip' rience (Washington D C.: 
The . orld Bank. 1983). 

Cernea. Michael M. and Benjamin J. Tepping. -A 
sysrc- for monitoring and evaluating agricultural 
citus~ion projects." World Bank Staff Worknrg 
Paper No. 272 (H%a'hmpion. D.C.; The World Bank. 
1977). 

CGIAR Secretariat. The 1984 Rcport on the Consulta
ate Group and the International 4grtcultural Re
search Ir Supports: An Integrout e Report (Washing
ton, D.C.: Consultatile Group on International 
Agricultural Research. September 1984). 

Cheung, Steven N. S., "Private property rights and 
sharecropping.- Journal of Political Economy. Vol. 
76 (November-December 1968), pp. 1107-1122. 

Cheung. Stesen N S . The Theory of Share Tenancy 
(Chicago: University of Chicago Press, 1969). 

Clark. Colin. The Economics of Irrigation (Oxford. 
Pergamon Press. 1967). pp. 41-65. 

Committee on African Agricultural Research Capabili
ties. National Research Council,.4frican Agricultural 
Research Capabilities (Washington. D.C.: National 
Academy of Sciences. 1974). 

Crawford. J. G.. "De'elopment of the international 
agricultural research sstem. in Arndt ei al (1977). 

Dated. Cristina C. and Richard L Me'er."Measunng 
the farm leel impact of agricultural loans." in John 
Howell (Eds.). Borroiters and Lenders- Rural Fnan
cial Markets and Institutions us Des cloping Countries 
(London- Oxerseas Deselopment Institute. 1980). 
pp. 201-234. 

de Guzman. L. P.. "The effect of producttity and 
technology chance on sasings and capital accumula
tion in Philippine agriculture,' Phuippine Economic 
Journal. Vol.3 (second semester 1964), pp. 169-183. 

de Jansry. Alain, The Agrarian Question and Reform
ivn in Latin America (Baltimore: Johns Hopkins 
University Press. 1981). 

Donald. Gordon (Ed.). Credit for Small Fairmne in 
Deteloping Corntries, prepared for USAID b} the 
National Planning Association (Boulder. CO: West
%iew Press. 1976). 

Dorner, Peter (Ed.). Land Reform in Laun Anerica: 
hwsues and Cases (Madeson. WI: published by Land 
Econoucs for the Land Tenure Center at the 
University of Wisconsin. 1971). 

Dornig. Folke. "Economic results of land reforms.- in 
Spring Ret is of Land Reform (Washington. D.C.: 
US Agency for International Development. 1970). 

I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

http:Esernon.ou
http:Deib-p''.ra


61 

.-.- '- . BEST 
AVAIsBLE 

ASSISTANCE TO L\PAND AGRICULT LRAL PRODUCTION 

Drake. Louis S.. 'Comparati'c producti t1 if share
.nd c..h.rcnt %stems of tenure.- Journal of Farm 
Ecano-n:.-. V,4. 34 (Nostmber 1952). pp. 535-560. 

Driton. J. D . Jr. (Ed.). Agrulural R warch 
gtiayrmnt ..Asia. Vols. I and 2 (College. LaUna. 

Ph.lippines Southeast Asian Regional Center for 
Graduate Studs and Research in Agrkulture, 1976 
and 1977). 

Eckstmcn. Shlomo. Gordon Donald. Douglas Horton. 
and Thomas Carroll. "Land reform in Latin 
America: Boli'ia. Chile. Mexico. Peru and Vene
zuela." Wea'ld Batik Staff Workmg Paper No. 275 
(Washington. D.C.: The World Bank. 1978). 

Eicher. Carl K.. -International technolos transfer and 
the African farmer," Mimeo. (Harare. Zimbabwe: 
Department of Land Management. UnisersitN of 
Zimbabwe. 1934). 

Eicher. Carl. Thomas Zalla. James Kocher. and Fred 
Winch. Employment Generation in African Agricul
ture. Institute of International Agriculture. College 
of Agriculture and Natural Resources. Research 

- Report No. 9 (East Lansing. Michigan State Univer
siy. JulN 1970). pp. 20-29. 

Ellingson. Dennis and K. William Ea'ter. -A re' iew 
and an annotated bibliographA of studies regarding 
irrigation institutions. management and investment 
in Asia.- Staff Paper No. 82-10. Department of 
Agricultural and Applied Economics (St. Paul: 
Universit% of Minnesota. 1982). 

Esenson. Robert E., -Cycles in research productivity 
in sugarcane. %heatand rice." in Thomas M. Arndt, 
Dana G. Dalrymple and Vernon W. Ruttan (Eds.). 
Resource Allocation and Productivits in Nanonaland 
International Agricultural Research (Minneapolis: 
University of Minnesota Press. 1971), pp. 209-236. 

Evenson, Robert E. and Yoa% Kislev. Agricultural 
Research and Producuity (Ne%% Haven: Yale Uni
sersitv Press. 1975). 

Evenson. Robert E.. Paul E. Waggoner, and Vernon 
W. Rattan, -Economic benefits from research: 
Examples from agriculture.- Science. Vol. 205 (14 
September 1979), pp. 1101-1107. 

Falcon. Walter P. and Carl H. Gotsch. Agricultural 
Policy and Perfomnance in the Punjab: A Compara
mhe Study of India and Pakistan. Economic Develop
ment Report No. 96 (Cambridge: De'elopment 
Advisory Service and Project for Quantitative Re
search in Economic Development. Harvard Uniser
sity. May 1968). 

Farmer. Bertram H.. Agricultural Coloni:ationin India 
Since Independence (London: Osford University 
Press. 1974). 

Feder. Ernest. "Land reform under the alliance for 
progress." Journal of Farm Economics. Vol. 47 
(August 1965). pp. 652-68. 

Georgecu-Rocgen. Nicholas N.. Economic theory 
and aerarian economics.? Oafard Economic Papers. 
Vol. 12 (Februarv 1960). pp. 1-40. 

Gotch. Carl and Gilbert Brown. -Prices. taxes and 
subsidies in Pakistan agriculture. 1960-1976.- World 
Bank Staff Working Paper No. 387 (\H .hington. 
D.C.: The World Bank. 1930). 

Gotsch. 	Carl H. and Norman B. McEachron. -Tech
nology choice in third world agriculture: Concepts. 
empirical observations and research issues.- in Bar

bara G Lucas and Stiphen Freedman (Eds I. 
Thnl1ogi Cliw andChange in D lung Coun
tince: In.rnal and Euernal Constraints (Dublin 
T'coolb Intir national. 1983). 

11aami. Yujiro and Vernon W. Rutan. Agruutural 
beelopment An Iltntunmal Perspecneic (Balti
more: Johns Hopkins Press. 1971). 

Hiu.imi. Yujiro and V1non W. Ruttan. Agricultural 
Deiclojtnent: An Inurnational Prsprcitne.2nd edn 
(Bahimore: Johns Hopkins Unisersit' Press. 1985). 

Head%. Earl 0., -Economics of farm le.±cing systems.-
Journal of Fari Er nonics. Vol. 29 (August 1947). 
pp. 659-678. 

Heady. Earl 0. and Earl Kehrberg, Relationsup of 
Crop-Share and Cash Leaqing Systens to Farming 
Efficiency. Agricultural Experiment Station Re
search Bulletin No. 386 (Ames: lona State College. 
May 1952). 

Hertford. Reed. -Sources of change in Mexican agn
cultural production. 1940-65.- Ph D. dissertation. 
Department of Economics. (Unnersity of Chicago. 
1970a). 

Hertford. Reed. '"Mexico: Its sources of increased 
agricultural output.- Econinnic Progress of Agricul
cire in Developing Nations. 1958-1968 (Washington. 
D.C.: Economic Research Service. US Department 
of Agriculture, May 1970b), pp. 90-104. 

Hotes. Frederick L.. 'The capericnce of the World 
Bank.- in Ian Carruthers (Ed.). Aid for the De-clop
ment of Irrigation (Paris. Organization for Economic 
Cooperation and De'elopment. 1985).-

Huffman, Wallace E.. -Assessing returns to agricul
tural extension.? American Journal of Agricultural 
Econonucs. Vol. 60 (December 1978). pp. 969-975. 

Jaynes. Gerald D.. -Economic theory and land te
nure.- in Hans P. Bins" anger and Mark R. Rosenz
weig (Eds.). Contractual Arrangements. Employment 
and Wages in Rural Labor Markets in Asia (New 
Haven: Yale University Press. 1984). 

Johnson. D. Gale, -Resource allocation under share 
contracts.- Journal of Political Economy. Vol. SS 
(April 1950). pp. 111-123. 

Johnson, Jeffalyn ci al.. "A re' iew of United States 
assistance to Pakistan. 1952-1980" (Washington. 
D.C.: US Agency for International Deselopment. 
1980). 

Judd. M. Ann. James K. Boyce and Robert E. 
Evenson. "Inesting in Agricultural Supply." Yale 
University Economic Groth Center Discussion 
Paper No. 442 (New' Haven: June 1983). 

Kane. Edward J., "Political economy of subsidizing 
aarigultural credit in developing countries." in Dale 
W. Adams. Douglas H. Graham and A. D. Von 
Pischke (Eds ). Undernuning Rural Deseloptent 
with Cheap Credit (Boulder. CO: Wesisiew Press. 
1984). pp 166-183. 

Larson. Donald W. and Robert C. Vogel. "Do cheap 
food and cheap credit help to feed the poor in less 
developed countires?" Mimteo. (Mershon Center. 
Ohio State University. 17 December 1981). 

Lipton. 	Michael. -Toward a theorx of land reform.- in 
Da id Lehman (Ed.). Agrarian Rfrmn and Agrarian 
Rejrintsn (London: Fiber & Faber. 1974). pp 
268-315. 

Lipton. Michael. -AID to agriculture and rural decl



62 

.4-' 	 -. -

I
I
I
 

HORLD DEVELOPMENT 

opment." in Michael Lipton. Jean-Pierre Godding. 
and Martin Godfrey (Eds.), International Perspec
tiver on Rural Development, IDS Discussion Paper 
No. 197 (November 1984). 

Long. Millard F., -Interest rates and the structure of 
agricultural credit markets," Oxford Economic 
Papers, Vol. 20 (July 1968a), pp. 275-288. 

Long, Millard F.. "Why peasant farmers borrow," 
American Journal ofAgricultural Economics. Vol. 50 
(November 1968b). pp. 991-1008. 

Marshall, Alfred. Principles of Economics, 8th edn 
(New York: Macmillan, 1920), pp. 642-649 (especi
ally footnote 2, p. 644). 

Mohammed, Gulam and Christoph Beringer, 
"Waterlogging and salinity in West Pakistan: An 
analysis of the Revelle Report," The Pakistan 
Development Review, Vol. 3 (Spring 1963), pp. 
250-278. 

Montgomery, John D., "Allocation of authority in land 
reform programs: A cooperative study of administra
tive processes and outputs." Administrative Science 
Quarterly, Vol. 17 (March 1972). pp. 62-75. 

Moseman, Albert'H., Buildng Agricultural Research 
Systems in Developing Nations (New York: Agri
cultural Development Council, 1970). 

Mosher, Arthur T., Technical Co-operation in Latin-
American Agriculture (Chicago: University of 
Chicago Press. 1957). 

Nair, Kusum, Blossoms in the Dust (New York: 
Praeger. 1962). 

Nelson, Michael, The Development of Tropical Lands 
(Baltimore and London: published for Resources for 
the Future, Inc., by Johns Hopkins University Press 
and Johns Hopkins University Press Ltd., respective. 
ly, 1973). 

Newbery. David M. G., "The choice of rental contract 
in peasant agriculture." in Lloyd G. Reynolds (Ed.). 
Agriculture in Development Theory (New Haven: 
Yale University Press. 1975), pp. 109-137. 

Newbury, David M. S. and Joseph E. Stiglitz. 
-Sharecropping, risk sharing and the importance of 
imperfect information,- in James A. Roumasset, 
Jean-Marc Boussard and Inderjit Singh (Eds.). Risk, 
Uncertainty and Agricultural Development (College, 
Laguna. Philippines: Southeast Asian Regional 
Center for Graduate study and Research in Agrictl
ture and New York: Agricultural Development 
Council. 1979). 

Nulty. Leslie, The Green Revolution in West Pakistan 
(New York: Praeger. 1972). 

Gram. Peter A. and Vishva Bindlish. Resource Allo
cations to National Agricultural Research: Trends in 
the 1970s (Washington. D.C.: International Food 
Policy Research Institute and The Hague: Inter
national Service for National Agricultural Research. 
November 1981). 

Otten. A. and S. Reutlinger, -Performance evaluation 
of eight ongoing irrigation projects." Economics 
Department Working Paper No. 40, International 
Development Section (Washington, D.C.: The 
World Bank. 1969). 

Painter. James E., Emily Baldwin. Sandra Malone. 
Ernest T. Smerdon. Akbar S. Ahmed. Masud A. 
Siddiqui. and Mahmood H. Kahn. The On-Farm 
Water Management Project in Pakistan, Project 

Impact Evaluation Report No. 35 (Washington,
D.C.: US Agency for International Development. 
1982). 

President's Science Advisory Committee, World Food 
Problem (Washington, D.C.: US GAO, 1967). pp. 
460-469. 

Raup, Philip M.. "Land reform and agricultural devel
opment." in Herman M. Southworth and Bruce F. 
Johnston (Eds.), Agricultural Development and 
Economic Growth (Ithaca: Cornell University Press, 
1967). pp. 267-314. 

Reid, Joseph D., Jr, "Sharecropping and agricultural 
uncertainty." Economic Development and Cultural 
Change, Vol. 24 (April 1976). pp. 549-576. 

Ribeiro, Jose Paulo and Clifton R. Wharton. Jr., -Te 
ACAR Program in Minas Gerais, Brazil," in Clifton 
R. Wharton, Jr. (Ed.), Subsistence Agriculture and 
Economic Development (Chicago: Aldine, 1969). pp. 
424-438. 

Rice, E. B., Extension in the Andes: An Evaluation of 
Official U.S. Assistance to Agricultural Extension 
Services in Central and South America (Cambridge, 
Massachusetts: MIT, 1974). 

Rosenzweig. Mark R., "Rural wages. labor supply, and 
land reform: A theoretical and empirical analysis," 
American Economic Review, Vol. 68 (December 
1978), pp. 847--861. 

Ruttan, Vernon W.. "Equity and productivity issues in 
modem agrarian reform legislation," in Ugo Papi 
and Charles Nunn (Eds.), Economic Problems of 
Agriculture in Industrial Societies (New York: Mac
millan. St. Martin's Press, 1969), pp. 581-600. 

Ruttan, 	 Vernon W., The Asia Bureau Agricultural 
Research Review. University of Minnesota Economic 
Development Center Bulletin No. 81-2 (March 
1981). 

Ruttan, Vernon W.. Agricultural Research Policy 
(Minneapolis: University of Minnesota Press, 
1982a). 

Ruttan, Vernon W., "Reforming the global agricultural 
research support system." in Kenneth C. Nobe and 
Rajan K. Sampath (Eds.), Issues in Third World 
Development (Boulder, CO: Westview Press, 
1982b), pp. 405-418. 

Schickele, Rainer, "Effect of tenure systems on agri. 
cultural efficiency," Journal of Farm Economics, 
Vol. 23 (February 1941). pp. 185-207. 

Schuh. G. Edward and Helio Tollini, "Costs and 
benefits ofaguricultural research: State of the art and 
implications." World Bank Staff Working Paper No. 
360 (Washington, D.C.: Consultative Group on 
International Agricultural Research. October 1978). 

Schultz, Teodore W., "Capital rationing, uncertainty 
and farm-tenancy reform," Journal of Political 
Economy. Vol. 48 (June 1940). pp. 309-324. 

Schultz, Theodore W., Transforming Traditional 
Agriculture (New Haven: Yale University Press, 
1964).. 

Small, Leslic E., -investment decisions for the devel
opment and utilization of irrigation resources in 
Southeast Asia." Teaching and Research Forum 
Workshop Report No. 26 (New York: Agricultural 
Development Council, 1982). 

Stavis. Benedict, "Agricultural extension for small 
farmers," Rural Development Series Working Paper 



. BEST r. *- - - - . 

AVAILABLE 

ASSISTANCE 10 EXPAND AGRICULTURAL Pk('DLCTION 

No. 2 (East L.n'nne Mikhigan State Un'critv, 
Scp:Lmbcr 1979) 

SR inebirg.Daid I .Rort B Morrow.lon!r Palmer. 
and Kim Dnng-il. Kre,,,an lraneon. Project Impact 
Eaiu.,ion Report No. 12 (W-4hinaton. D C: US 
Aptncx for Inltrn.,tuunal Dctelopment. 1"Q0). 

Snhtz. Jostph E.. "-ncmnites and risk 'h*rng in 
sharetrpping. Rt e-it of Economic Sdes. Vol. 
41 (April 1974). pp. 219-255. 

T.',amondol. P.. J. Arroindee. and N Long. Agri
c.duial Credit in Thailand (Bangkok: Kw'etsart 

'nnversity. 1965). 
Trtuo. Eduardo. Martin P1ib.:ro. and Jorce Adila. 

STres esrudios do caoo, Ortaizaci6 n de la Intes
tig:icionAgropecuaria (San Jose. Costa Rica: Insatu
to Interamericanco de Cooperacidn para la Agricul
tura CICA). 1982). pp. 113-334. 

Trinidad. Levy A.. Private capital formation in 
Philippine agriculture.- Plulippine Economic Jour
nal. Vol. 3 (second semester. 1964). pp. 130-154. 

United Nations, Land Reform: Defects in Agrarian 
Stuciure as Obstacles to Econonuc DeLdopnent 
(New York: Department of Economic Affairs. Un
ied Nations, 1951). 

United Nations Decelopment Program and the Food 
and Agriculture Organization of the United Nations 
(UNDP/FAO), National Agricultuaral Research. Re
port of an Evaluation Study in Selected Countries 
(Rome: FAO. 1984). 

US Agency forItErnational Development. Spring 
Reici of Le:d Reform (Washington. D.C.: 
USAID. 1970). 

US Aixncy fSr lniern monal DiMelc7 :ment. Spring 
Re ite of Sn~al Frn;tr Crtdit. 20 %ok.(Wa hing
ton. D.C.: LSAID, 1973). 

US Ae:ncy for It :crnanonal DelopMLn.t The On-
Frm ater .'!wnag ment Project in PbiSwan 
(W.ishm-gthn. DC : USAID. 1982). 

Von Picchke. J. D.. fThc polBtical tcun'nom of pecial
iced f.rm cred:: znstitutions.- in John Ho.. ell (Ed ). 
Rurrier3ard Lende rs. Rural Finano al iras and 
In;mutns it. Detl 1,p..g Counries (Lotdin- Over
seas Dtdek;v-.nt Institute, 198O). pp. 81-103. 

Wade. Robert. The World Bank and InJia's irrigation 
reform.- Joziria! of Det clopment Studies. Vol. 18 
(January 1982). pp. 171-184. 

Walinsky. Louis I. (Ed.). Agrarian Reform as Un
finished Buiiness. The S.lected Papers of Wolf 
Ladefinsky (Net York: Oxford Unikersity Press. 
1977). 

Warriner. Doreen. Land Reform ,n Principle and 
Practice (London- Clarendon Press. 1969). 

Wharton. Clifton R . Jr., -The economic impact of 
technical a(bi'tance: A Brazilian case study.- Journal 
of .Farm Economics, Vol. 42 (May 1960). pp. 
252-267. 

World Bank. Agricultural Credit: Sector Policy Paper 
(Washington. D.C.: 1975). 

-K??

2' 

http:Dtdek;v-.nt


AGRICULTURAL POLICY SEMINAR 
Session Outline 

Session Title: Parastatal Divestiture and Overcoming Date: Tuesday, June 3
 
Constraints to Private Sector Growth
 

Lead Instructor: Meissner Session #: 2
 
Co-Trainer(s): Time: 10:30-12:00 pm
 

OBJECTIVE(S): At the end of this session participants will be able to:
 

o Identify possibilities of private sector participation in activities
 
related to marketing and processing farm products and production inputs.
 

o Develop concrete action programs for AID missions.
 

ABSTRACT: 

o Origin of the term "privatization", definition of privatization methods, 
and review of accomplishments to date.
 

o Overcoming constraints to the privatization of state-owned enterprises. 

o Incentives for the creation of new privitely-managed marketing and agri
businesses.
 

o Jamaica Commodity Trading Corporation Case Study. 

==== ==== - - - - - - - - - - - - -

READINGS: Required/Optional
 

o Marceau, Ian, "Privatization in the Agricultural and
 
Agribusiness Sectors," Paper presented at the AID
 
International Conference on Privatization, Washington,
 
February.17-19, 1986.
 

o Meissner, Frank, Jamaica Commodity Trading Corporation Case
 
Study, 1986.
 

o Ghai, Yash, "The State and the Market in the Management of 
Public Enterprises in Africa," Public Enterprise, Vol. 6,
 
No. 1, 1986. x /
 



-- amm--------m----


PRIVATIZATION IN THE AGRICULTURAL
 
AND
 

AGRIBUSINESS SECTORS
 

by 

Dr. Ian N. Marceau 
Senior Economist 

Hassall and Associates, Pty. Ltd. 
Canberra, Australia 

InternationalPresented at the U.S. AID 
Conference on Privatisation,
 

Washington, D.C.
 
Pebruary 17-19, 1986
 

January 1986Canberra, A.C.T. 2601 
Australia 

-Wm
 

Introduction 

The most frequently recognized interventions by government 

in the agricultural economies of developing countries are 
the
 

operations of marketing boards through which States attempt to
 

organizations 

exert monopoly control over production, pricing and marketing 

of agricultural products, especially food staples. These 

have been dealt with in a companion paper by this 

are less well-known interventions,author. There many other, 

by statal or parastatal organizationswhich occur, carried out 

implementing governmental policies through legal coercion.
 

developing countries, the heavy hand of governmentIn most 

is found in the markets for agricultural production inputs such
 

as seed, fertilizer, chemicals, farm equipment, fuel, 

extension and
irrigation water and land. Services such as 


research and development (to the limited extent that they exist)
 

are much more often than not the province of governmental 

ministries or parastatals. Provision and operation of
 

infrastructure, the transportation, water supply, product
 

storage and communications systems critical to effective 

exclusively by governments,agricultural economies are almost 

and in most LDCs, are heavily tilted toward urban interests at 

the expense of the rural sector. The importation of production
 

inputs from more developed nations Is often hampered by 

shortages of foreign exchange, resulting from external factors 

in export markets for agricultural and mineral products and 

worsened by the general incompetence of those who "manage* the 
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parastatals controlling export enterprises in many countries.
 

overGovernment-dictated currency exchange policies result in 


valued currencies which discriminate against export products in
 

while multiple exchange rates and tariffs,international markets 

applied selectively by governments seeking to protect infant
 

Industries and to foster import substitution discriminate 

against rural interests in favor of urban areas where there is
 

favors to buy-offthe need to create employment and to bestow 

potential political opposition.
 

The parastatal organisations have, in most developing
 

nations, access to financial resources at very low (or no) cost.
 

They borrow with government guarantees, which lower their risk 

to investors and give them an advantage over the private sector
 

in gaining access to domestic credit. They are usually free 

from public or private scrutiny in their operations, rarely being 

required to account for the expenditure of funds or 
to disclose
 

Profits are usually required to be returned to the
losses. 


event. are the marketingTreasury, but this is a rare Being, as 

boards, labour sinks, providers of sinecures to relatives, 

friends and political cronies of ruling elites and sources 
of
 

enrichment for corrupt politicians and bureaucrats, the
 

not designed to operate as efficient economicparastatals are 


are
entities with a motivation to make profits. Rather, they 

political entities used by governments, through their regulatory 

to punish opposition.
powers, to reward political support and 

Their regulatory powers provide opportunities for the seeking of 

-3

special benefits and favours by the politically influential.
 

The small farmers, the key to effective economic development in 

many countries where agriculture is the engine that, properly 

fueled, would drive that development, are not among the 

politically potent. 

The outcome of the selective use of the privilege and 

regulatory powers of the parastatals is that special interests 

important to the government benefit. Agro-industrial interests, 

urban-oriented and protected by tariffs and exchange-rate 

inflation, get low-cost agricultural products as raw materials 

as a result of low prices paid to farmers by marketing boards. 

Employers in industry and government get low-cost urban labour 

paid in large part by cheap food procured from the farmers.
 

from farmers in the formGovernments get tax receipts extracted 

of the low prices, to transfer to development projects 

benefitting urban interests. Bureaucrats and politicians get
 

wealth and power by dispensing privilege. The small farmers, the 

drivers of the development engine, get very little incentive to
 

produce marketable surpluses and, practising normal risk

aversion, retreat into subsistence and barter. Where the
 

the small farmer enters the informalwithdrawal is not complete, 

(illegal) economy, relying for inputs and sale of products on
 

the private traders that operate, usually with impunity, 

parallel to and in competition with the parastatals.
 

The involvement of these inefficient enterprises in the
 

agricultural and agribusiness sector markets for inputs, capital
 

m-mm
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and products of course results in price distortions and
 

resources and contributes to economic
misallocation of 


inefficiency. Therefore, from an economic viewpoint, the 

in the opinion of aome, beparastatals are harmful and should, 

abolished forthwith, to be replaced by private sector
 

activities.
 

However, because they contribute to maintaining
 

to
governments in power, the parastatals often contribute 

areas. They are thereforestability in inherently unstable 

be
 
politically effective and have been and are 

likely to 

governments acting in their own self-interest,retained by 

regardless of their economic inefficiency.
 

International donor organizations therefore are faced with
 

the problem of how to improve the effectiveness of development 

assistance in the face of the parastatals' continued existence, 

the short term. The problem becomes one ofat least in 

the recipient governments'economic efficiency ofimproving the 

policies while recognizing that these policies 
will continue to
 

be implemented through parastatal organizations.
 

The Dimensions of the Problem
 

In many developing nations, the parastatals number in the 

In those countries in which agriculture and
hundreds. 


to G.N.P, many of thecontributorsagribusiness are significant 

Although the
 
parastatals are concentrated in those sectors. 


data on parastatal involvement by sectors in developing 

countries are poor and there are no reliable quantitative 
data
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investment by'public and private enterprises
on the amounts of 


in agriculture or agribusiness, the scope of parastatal
 
I
 

involvement is illustrated 
by the following. 


o 	 In a 1983 World Bank report on state-owned enterprises 

the non
(SOEs), Mary Shirley reported that in the early 1980's, 

financial SOB share of total domestic credit in developing 

to 91.5from a low of 7.2 percent in Jamaica
countries ranged 

These statal and parastatal organizations
percent in Indonesia. 


(including agricultural and agribusiness 
enterprises) were
 

responsible for more than 25 percent of domestic 
credit in 

Ivory Coast, Niger, Somalia, Mali,
(then) Upper Volta, 

Senegal, Bangladesh, Bolivia, Gambia, Benin, 
Burma, Guinea and
 

Fifty percent of 19.80 government tax revenues 
in
 

Indonesia. 


to state-owned enterprises, while 
Brazil were transferred 


and 1980 the government of Peru assumed foreign

between 1976 


an amount totalling 31 percent of the
 
debts incurred by SOEs in 

total foreign public debt of that nation 
in 1980.
 

a 1981 World Bank report on Sub-Saharan 
Africa,


o. In 
dnd distribution 

Elliot Berg and others examined the procurement 

of agricultural production inputs in 39 
countries of the Sub-


Saharan region.' They reported that:
 

With respect to fertilizer supply, in only 
four
 

and Mauritius was there 
countries, Kenya, Zimbabve, Swaziland 

In nine countries, there existed mixed
 
private-sector supply. 


In the remaining 26 countries,
private-public supply. 


fertilizers were procured and distributed 
by the public sector.
 

supply, chemical -- The same pattern applied to seed 

supply and farm equipment supply.
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Since in almost all countries of the region these
 

agricultural inputs are imported, it is obvious that the 
roles
 

are pervasiveof the state enterprises in most nations 

the factor markets from the national arena down tothroughout 

when combined with the marketing
the individual farmer. 


evident that the involvement of
parastatals, it becomes 

government is pervasive throughout the agricultural 
and 

agribusiness sectors.
 

nations of the Sub-
It is noteworthy that while most 

Saharan region experienced decreases in per capita 
agricultural 

to 1977-79, increases were
the period 1969-71production during 

in Kenya, Swaziland and Mauritius, three of the
achieved 

sector dominates the procurement and
countries where the private 

distribution of agricultural inputs.
 

Innen inPrivatizing the Aricltural ani Asribuninean ectors
 

In addition'to the involvement in these sectors by the
 

marketing boards, discussed in a companion paper 
by this author,
 

governments intervene using statal 
and parastatal enterprises
 

in all facets of the agricultural industries of developing
 

The issues for consideration in privatization 
of the
 

countries. 


agricultural and agribusiness sectors 
are as follows.
 

Production Innuts. Involvement in the procurement and,
 

inputs, seeds, fertilizer, chemicals

distribution of physical 

equipment by state enterprises is pervasive. The argument
and 

that in developing
made by the proponents of this situation are 


countries with poor infrastructure and means of delivery
 

limited resources and scarce foreign exchange, it is 
necessary
 

inputs to those producers most 
for effective delivery of 
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the economy that centralized coordination be
important to 

undertaken.
 

The question that arises concerns the relative efficacy of
 

and distributionprivate or centralized governmental procurement 

The

in stimulating agricultural output in developing nations. 


sector
fact that the Sub-Saharan nations in which the private is 

ascendent increased their per capita agricultural 
output while 

experienced per
those with extensive governmental involvement 

capita decreases strongly suggests that the proponents 
of
 

centralism are incorrect. Experience in recent years in
 

fertilizer distribution by private traders in Bangladesh
 

provides further evidence that private-sector handling 
of
 

sucksfully in developingcanproduction inputs be undertaken 

countries.
 
andin privatizing procurementThe issues to be dealt with 

distribution of production inputs are:
 

o methods of devolving to private traders the monopoly
 

powers of the parastatals;
 

mechanisms for facilitating access of traders to the
 o 


capital needed to finance procurement and marketing 
of inputs.
 

Of particular importance is access to foreign exchange 
at real
 

exchange 	ratea
 

the role of government in providing the transportation
o 


to facilitate access
and communications infrastructure necessary 

of traders to rural market centres.
 

the proper role of government in facilitating
o 


availability of credit enabling farmers to buy production 
inputs
 

at non-subsidized market prices.
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Capital Resources 

The available data show that in many developing countries 

the statal and parastatal enterprises, having access to 

cheap (or free) capital and enhanced borrowing power due to 

governmental loan guarantees, consume a large proportion of the
 

domestic and foreign credit available.
 

Since access to capital by private businesses and their
 

farmer customers is crucial to privatization of the agribusiness 

and agricultural sectors, the key issues to be addressed are
 

o ways of decreasing the unfair advantage of the 

parastatals over private interests in credit markets;
 

o removal of barriers, including artificial exchange 

rates, to the availability of the foreign exchange required by 

the private sector to purchase production inputs from abroad. 

Land and Capital Inventments. 

Given the availability through the private sector of the
 

necessary inputs and financing, the remaining key to
 

privatization of the agricultural and agribusiness sectors is
 

the sanctity of property rights. Without the guarantee of long

term interest in the land required to farm and the capital goods 

entrepreneurs to engage in business, privatization willneeded by 

fail. 

Therefore, the issue here is the development of ways to 

or in the use of property byguarantee the rights in property 

the issue is that ofthe individual in the private sector. Thus 

reasonablyguaranteeing either the right to ownership and 

unfettered use or the right of access to resources over the long 

term for reasonable purposes. 

-9-

Options for Privatizing the Aaricultural and Agribusiness Sectors 

The options available for privatizing these sectors are as 

follows. 

o With respect to production inputs: 

-- devolution to the private sector of the present 

monopoly powers of the parastatals can be accomplished only by 

governments making policy decisions to do so. The case of Mali 

and the removal of the monopoly powers of the grain parastatal 

OPAN provides a model. The key to the donors group's success in 

inducing the government of Mali to change its policy to a free 

market stance was the provision of guaranteed financial 

assistance in buffering the privatization process. A similar 

approach of conditional inducement could be used for other 

parastatals. 

-- facilitation of access by the private sector to the 

financial capital required to fund procurement and distribution 

of agricultural inputs by agribusiness can be achieved by 

removing restrictions on the ownership of or access to the 

foreign currencies needed to purchase these inputs abroad, where 

necessary. Of importance here is the requirement that 

artificial exchange rates maintained by many countries be 

abolished. 

-- concerning the provision of infrastructure, 

especially transportation and communications, a recent survey of 

the situation in Sub-Saharan Africa by this author has shown 

that the likelihood of privatization of these services is 

extremely remote. Therefore, to'facilitate privatization of 

other components of the agribusiness sector, the most feasible 
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option is to use conditional aid to change the urban-tilted
 

policies of most governments to ones which more equally share 

resources with rural regions.
 

-- to provide farmers with access to credit adequate to 

enable them to purchase production inputs at market prices, the
 

most attractive option is the establishment of rural credit 

programs, charging market interest rates and backed by 

governmental loan guarantees. To assist in the early stages, 

donors could consider concessional assistance to induce this 

policy change. 

o With respect to capital resources:
 

-- to decrease the competitive advantage of the remaining
 

should be required to borrowparastatals in credit markets, they 

at market interest rates and should not be protected from their
 

own poor management by government loan guarantees.
 

the removal of barriers to private acquisition of
 

foreign exchange has been discussed above.
 

o 
With respect to land and capital investments:
 

-- constitutional or at least statutory protections
 

against expropriation of private property should be put in place
 

and protected by appropriate judicial procedures;
 

-- where private ownership is not appropriate, statutory 

rights of usage of resources under leasehold or other legally 

enforceable forms should be established. This is common 

in the U.S. where forest lands are often publicly ownedpractice 


but guaranteed private use has allowed a long-term forest
 

products industry to develop.
 

MMMM--Mmm MM MMMM 
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"We most seize the commanding heights of 
trade... The state can do better than private 
entrepreneurs. By buying in volume we can 
negotiate better prices; by shipping in large 
volumes, costs can be lowered." 

Michael Manley,
 
Prime Minister of Jamaica. 1972 2/
 

"These government guys always think they can 
do better. How can they? If they were 
better than me, they would be trading."
 

Private Trader 2/
 

"Reagan Administration officials have 
declared that the extent of United States 
assistance for some developing countries will 
depend on their efforts to transfer public 
assets and programs to private industry."
 

New York Times, February 20, 1986 3/
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ABSTRACT
 

During 1972-80, when Prime Minister Michael Manley was in power, the 
Government played an active role in the economy. In agriculture some 75 
government agencies were involved in financing, marketing, export, input 
supply, price controls, subsidies, import licensing, direct ownership as 
.well as participation in commercial operation of agricultural enterprises 
and services.
 

Shortage of qualified manpower made it difficult for MINAG to effectively 
supervise or regulate these operations. Existing farms were not'adequately 
maintained. As a result, valuable rural properties deteriorated. Since 
November 1980, when Prime Minister Seaga took over, a gradual privatization
of many public sector activities were being energetically pursued. A U 
Structural Adjustment Program (SAP), prepared with IBRD assistance, helped 
define objectives and set general agricultural policies aimed at achieving 
a better and more efficient allocation of resources. The Agro-21 program,

initiated in 1983, provided specific policy guidelines for identification I
 
of suitable alternative means to manage and operate some of the Govern
ment's own properties and organizations such as sugar factories, AMC, 
Agricultural Marketing Corporation, *crop boards, the Jamaica Commodity 
Trading Corporations (JCTC)... 

The current *Government specifically aims to attract new agricultural 
investments from private local or foreign sources as well as bilateral and 
multilateral development agencies. 

This paper is a case study of JCTC, one of the candidates for privati
zation.
 

I
 

I
 
I
 
I
 

I
 



016/SEC7	 II/24/86 

L. 	IN THE BEGINNING THERE WAS THE , -
JAMAICA NUTRITION HOLDINGS (JXH) 

Prior to establishment of JCTC in 1972 domestic and international trade was 
carried out by local and foreign private companies. When Mr. Manley became 
Prime Minister in 1972 he contended that big private commodity importers, 
.such as Pillsbury and Central Soya were allegedly making "excessive 
profits" by importing grain, using wheat to make flour or animal feeds.
 

When Mr. Manley became Prime Minister, he idealisticlly believed that the
 
state, by buying in volume, could negotiate better prices and by shipping 
in larger volumes lower costs. He was therefore instrumental in the 
creation of Jamaica Nutrition Holdings (JNH). JNH was given monopoly on 
imports of agricultural commodities. Its first offices were set up in New 
Kingston with a lot of enthusiasm but no expertise. On the first trade 
handled by JNH, the buyer thought he bad made a terrific deal. Imagine his 
dismay when he found out the difference between metric and short tons. 

Soon thereafter, traders, who dealt with Jamaica, started to wonder about 
the business style of JNR's first managing director: fancy offices and 
china, stylist furniture and secretaries. It was a little too luxurious 
for a government bureaucrat. On one occasion, the Director flew to New 
Zealand to negotiate purchases of butter. Given New Zealand's surpluses 
and its desperation to sell them, traders there would have raced to Jamaica
 
overnight to get any business.
 

Once a bureaucracy gets going there is no way to stop it. JNH grew, hired
 
more people and moved to even larger offices. New subsidiaries were 
formed: Jamaica Building Supplies (JBS), Jamaica Pharmaceutical and 
Equipment (JPE), and Jamaica Textile Imports (JTI). JNH also began to 
import leather, newsprint and to act as a bilateral negotiating arm for the
 
government.
 

2. FROM JNH TO JMAICA COMMODITY TRADING CORPORATION (JCTC) 

In 1981, rather than reshape JNH, Prime Minister Seaga decided to 
consolidate its functions into a newly formed Jamaica Commodity Trading 
Company (JCTC), a multiple purpose public agency aimed to: 

(a) put the country in a position to benefit from opportunities created by
 
government-to-government relations;
 

(b) diversify sources of supply so as to reduce dependence on traditional 
trading partners thus providing a basis for greater economic 
independence; 

(c) provide savings from bulk buying, improved credit facilities, lower. 
shipping charges;
 

(d) improve the value obtained from prudent use of the country's scarce 
foreign exchange;
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(e) 	get better prices to consumers; and
 

(f) -stabilize prices of basic commodities.
 

With this broad mandate JCTC became the sole importer, through its 
subsidiaries, of:
 

(a) 	basic food items, drugs, medical supplies and equipment;

(b) high cost high-volume building materials raw materials and m 
intermediate goods for textile and footwear manufacturing; 

(c) 	fertilizers, agricultural chemicals and tools; educational materials, 
and equipment; and 

(d) 	special orders from public and private organizations.
 

The change of name from Jamaica Nutrition Holdings (JNH) to Jamaica 
Commodity Trading Corporation (JCTC) did not change the attitudes of some 
of the politically appointed executives. Major commodity suppliers of 
Jamaica noticed irregularities in trading practices. Yet government 
 I 
officials, overseeing JCTC, did not come'to this realization for some time.
 
To them, JCTC was an above-board government trading and shipping operation 
that was replacing the profit oriented and allegedly inefficient way of 
doing things of the private sector.
 

The illicit transactions became public through a front page exposure in the
 
Washington Post. As a result, the government ordered a "no holds barred" 
investigation. It yielded sufficient documentation to get substantial 
out-of-court settlements from foreign companies involved, as well as to get
 
a judgment against the Managing Director and a Washington broker.
 

Frauds in shipping and in commodity buying were involved. JCTC officials 
had told the Washington broker to fix all freight for Jamaica, in return 
for a portion of a "kick back." On the commodity side, JCTC's manager 
created two dummy trading firms in Belgium and Liberia. All commodity 
purchases were conducted through these firms for a commission. The 1981 
yearbook of Jamaica Commodity Trading Company dryly noted, "the company was 
informed of the allegations of dishonest practices of Mr. Dexter Rose and 
Mr. Sedley Pyne, ex-employees of JCTC. Following intensive investigations I 
in the US and locally, JCTC filed a number of civil suits in the District 
and Supreme Courts of Washington, D.C., to recover amounts improperly 
earned by the two former employees and other individuals." 

In May 1981, pre-trial settlements were reached in all the suits, except 
the one filed against Rose and Pyne. The total settlement figure was 
US$1.2 million. The case against Rose and Pyne went to trial in July 1982,
 
and the jury awarded JCTC a total of US$358,000 in compensatory damages and
 
US$500,000 in punitive damages.
 

JCTC 	was unable to recover any money from these individuals.
 

I
 
I
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3. GROWING PROFESSIONALISM . 

The adverse publicity, accompanying the suits against U. Rose and S. Pyne, 
made it clear that a public entity, handling US$250 million annually -- an 
enormous amount of money within the context of the Jamaican economy--- had 
to be run by professionals rather than political cronies. Thus the first 
two Managing Directors of JCTC were civil- servants, without previous 
trading experience. The third was O.K. Melhado, descendant of a long line
 
of private traders.
 

Jamaica's economic situation continued to worsen. Means had to be found to 
obtain goods the country needed. Barter, which bad been merely talked 
about as an intellectual curiosity, became an economic necessity. , 

Apart from bauxite and alumina, Jamaica had little to offer for sale. The
 
first major barter involved bauxite, to be added to the US strategic 
stockpile, in exchange of surplus US butter and skim milk powder.
 

Exchange of alumina for Chrysler trucks was performed in the following 
manner: The Bauxite and Alumina Trading Company gave 50,000 tons of 
alumina to Metallgesellschaft, a German firm. MG sold the alumina to a 
refiner, and passed on the sales revenues -- minus a comnission-- to 
Chrysler's European American Bank. EAB sent part of the money to the 
Bauxite and Alumina Trading Company. The rest financed a letter of credit 
made out to Chrysler, which then shipped trucks to Jamaica. Title to 
trucks was taken by JCTC, which sold the vehicles to a local distributor. 

In another 3-year trade agreement, JCTC bartered 170,000 tons of alumina 
for 811 trucks worth US$6 million. Soyameal was bartered for Guyanese 
rice, bauxite and alumina for Soviet cars....
 

JCTC owned 60% of a soybean processing plant on the island. Due to 
Jamaica's fragile economic position the plant was not operating, at 
capacity. Together with its US joint venture partners, JCTC proposed to 
buy soybeans in excess of Jamaica's needs under a long term credit from the 
US government. The soybeans would be processed in Jamaica and the soyameal 
exported to Caribbean markets. The dollar sales of the soyameal would then 
be used to purchase the 42 million worth of fire fighting equipment needed 
on the island; the imported soybeans would be paid off with a long term 
P.. 480 and GSM 102 commodity credit programs. 

Like many-other proposed barter trades, this ingenious transaction did not 
come off; the foreign exchange savings were simply not as large as 
initially anticipated. 

All these endeavors got JCTC a lot of publicity. A story on its Chrysler 
trade was featured in Fortune magazine. Dollar savings were realized from
 
some more routine transactions. JCTC was able to import pharmaceuticals at.
 
an overall cost to the country of about half of the previous expenditures. 
The reduction in cost allowed the government to remove some subsidies on 
drugs while reducting consumer prices from 20 to 30%.
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JCTC had to use Jamaican bottoms to move imported grain. 1-bile JCTC might 
make a good FOB Gulf purchase of grain, the shipments often arrived late, 
causing substantial barge demurrage charges. Yet, the use of Jamaican 
ships provided the trade-off in that a significant portion of freight was 
paid in Jamaican dollars. Furthermore, there was greater flexibility in 
scheduling 1/. 

JCTC also coordinates activities with suppliers and joint venture partners.
 
JCTC's soybean processing plant joint venture had begun operating in 1978.
 
Local import substitution and subsidies were then order of the day. After
 
Jamaica's conservative Primer Minister Edward Seaga took office, he ordered
 
all import substitution businesses re-evaluated. If they were not making a
 
contribution to the economy, they would be done away with JCTC's Board thus
 
reviewed the joint venture known as Jamaica Soya Products Industries. A 
local accounting firm was assigned the task of evaluating the economic 
impact of the plant, while a technical consultant checked operations. The 
studies showed that the venture was making a positive contribution to the 
economy. Yet operating deficiencies were uncovered. Subsequent management
 
contract negotiations with the firm enabled JCTC to get a more favorable 
agreement.
 

4. CONCLUSIONS
 

JCTC made several positive contributions to the Jamaican economy. The US 
Department of Agriculture (USDA) considers JCTC's management of PL-480 and 
GSM-102 contracts to be exemplary, because they: 

1/ 	 Caribbean shipping is characterized by small volumes which are sensi
tive to minor changes. In 1983 Carnation Company experienced an 
unexpected surge in sales of its animal feeds throughout the region.
Previously, all feed sales to smaller Caribbean islands were done by a 
feed company located in the Dominican Republic. 

"They closed the cement plant" was the reason given to the Carnation 
for the sudden spurt in its feed sales. 

Surprisingly enough the cost of transport was the linkage between 
sales of cement and feed. The inefficient state owned cement plant in 
the Dominican Republic has been closed under pressure from the IMF and
 
other financial institutions. When export sales of cement to the 
Caribbean stopped, so did the 1,000 ton "island hopper" that had 
called on smaller islands. The Dominican feed firm had been able to 
"piggyback" 100-ton feed orders on cement ships, when no other ship
ping was available. The container ships, which called on small
islands, originated in Miami; they did not call on Santo Domingo, but 
went to Jamaica. That made it possible for Carnation to become 
competitive with its feed sales in Jamaica.
 

I
 

I
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(a) increased use of funds through monitoring and* "moving across 
commodities as required by credit available;
 

(b) provided a professional procurementteam that obtained good prices and
 
shipped efficiently; and
 

(c) satisfied Washington that the goods,were going intact to end users:
 

Shipping costs were reduced. Diversification was not achieved as initially
 
visualized. Yet, the tender systems, used for procurement, -gave a wide 
group of suppliers opportunity to quote and provided them with alternative 
supply. . As succeeding governments entered into countertrades, contracts 
with the USSR, JCTC managed the transactions. 

As a result, by the mid-1980's Jamaica has wide commodity procurement 
experience, that would never have been developed without JCTC. Foreign 
exchange has also been saved and prices stabilized. 

It was constantly necessary to "restrain" the political directorate of both 
Prime Minister Manley and Seaga governments, which saw JCTC as a convenient 
way to solve problems and as a panacea to import difficulties.
 

JCTC performed best when run as a tight, professional operation, 
concentrating on a small group of items, which account for large foreign 
exchange purchases.
 

A small trading operation in world terms, JCTC was astute enough to use 
talents of other trading organizations to make things happen. JCTC 
combined its efforts with US trading firms like I. Joseph of Minneapolis, 
which helped shape some of creative but complex Counter-trade schemes. 
There have been many shortcomings. JCTC spread its activities too far 
afield, diluting its capabilities.
 

There have been the continues struggles.
 

On the importation side alone it would be difficult for anybody to handle a
 
wide assortment of goods including raw materials (rice, wheat, corn, 
soyameal and oil, milk solids, flour); finished gdods (pickled cried and 
canned fish, pickled and corned beef, chicken necks and backs, pigs tails);
 
and lumber (southern yellow and white pine, mahogany, cedar, plywood).
 

And there has been the perennial struggle with incompetence and dishonesty 
of some of employees. They are easily tempted to kim off part of the huge 
sums of money they handle. The adverse publicity caused JCTC by the 
Rose-Pype case is not readily forgotten. 
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5.ROADS AHEAD 

"We in the company (JCTC) do not regard 
 3
 
ourselves as having any absolute right to
 
existence. We believe that we must con-
 I
stantly justify ourselves by our perfor
mance."
 

0. K. Melhado, Third General Manager
 
Jamaica Commodity Trading Corporation 1/
 

By mid-1986 the surging privatization wave is only making ripples, on the 
macro-economic surfaces of the Third World. So far developing countries 
have made very few hard-headed performance audits of their statals and 
parastatals.
 

Much of the published "evidence", for or against privatization, is 
anecdotal: it reads well, is amusing, and thin on pragmatic action 
proposal. 'JCTC is a case in point. 

There is little objective evidence to show whether the Jamaican government 
is getting a sufficient bang out of the buck invested in the swollen 
bureaucracy of JCTC to justify its continued operations. Prime Minister E.
 
Seaga, a leading proponent of private enterprise, is skeptical. If an 
election were to be held in 1986, Mr. Michael Manley would likely win. He I
 
has already announced that he would continue the policy of seizing "the 
commanding heights of trade." - -

I
 

I
 
I
 

I
 
I
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Figure 1. ORGANIZATION CHART OF JCTC 
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THE STATE AND THE MARKET IN THE 
MANAGEMENT OF PUBLIC ENTERPRISES 
IN AFRICA: 
ideology and false comparisons* 
by Yash Ghal 

It is suggested that the current favour in which privatisation of public enterprises is 
held, is based on a number of misleading conceptions of both the public and the private 
sector and their performance within economies, particularlyof African countries-It is 
argued that analyses that focus on profits as a measure of efficiency obscure the diver
sity of purposes which lie behind the establishment of public enterprises and are 
inappropriatein markets which are highly uncompetitive. 

In the World Development Report 1983', 
the World Bank states that public enter
prises are a matter for concern in all 
countries and identifies three important 
causes for concern. Firstly, public enter
prises make large and growing claims on 
the budget; secondly, they are among the 
major borrowers in foreign currency mar
kets, and, thirdly, they do not give value 
for money, as evidenced by the losses 
they incur. 

The remedies proposed by the Bank are 
inspired by the market. Thus it regards 
improvements in the organisation of the 
enterprises as of minor importance: the 
major problem is seen to lie in the rela
tionship between the enterprise and the 
government, as it is this which represents 

Yash Ghal is Professor at the School of Law, 
the University of Warwick. 
* a longer version of this paper was presented 
at a symposium of the Kenya Chapter of the 
Society for International Development on 
"Management for Developmentc in Nairobi in 
March 1985. I am grateful to Jill Cottrell 
(University of Warwick). Peter Larmour (Uni
versity of Papua New Guinea) and Maurice 
Garner (London School of Economics) for 
helpful comments on an earlier draft. 

the wider departure from the norms of 
decision-mpaking within the market. The 
Bank puts forward two basic solutions 
the privatisation of public enterprises for 
other forms of private management 
through joint ventures, management con
tracts or leasing arrangements), and the 
introduction of the methods and the disci
pline of the market in those that cannot 
be or are not privatised. 

While the Bank is correct in pointing to 
the .general poor performance of public 
enterprises, I find its analysis unsatisfac
tory on a number of scores. Its framework 
is 'misleading, reducing a complex reality 
to simple verities and sharply drawn pola
rities. It focuses on the financial issues and 
thereby obscures the diversity of purposes 
that lie behind the establishment of public 
enterprises. Its use of profits as a measure 
of efficiency is mistaken in markets which 
are highly uncompetitive Its use of the 
market as a touchstone not only belittles 
Lhe social and political purposes of public 
enterprises but also, through the idealisa
tion of the market, demonstrates a misun
derstanding of the historical reality and 
operation of the market in Africa. For 
the same reasons, its solutions are serious
ly flawed. The supposed dichotomy explicit 
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in its analysts between a public sector re
gulatEd by the state and A prvate sector 
iegulated by an autonomous market is i1-
Itisory There is little leason to believe 
hLL the government Will, or Should, step
back from the management of the eo
nony, cr that tie management can be 
successfully achieved through indirect 
mnisures. The choice is mme likely to be 
between a regulated public sector and 
a regulated (private) market, with all the 
problems of regulation. One has only to 
Contemplate the consequences of the other 
alternative, the unregulated market, to 
realise the rationale of the public sector 
The Bank's analysis ignores the context 
or the international economic system with
in which the economies of Africa function, 
and their domestic social and political 
context. Public enterprises and the way 
they operate are ultimately the conse
quences of the relations between the social 
forces in a society If you rol back the 
state in its more visible manifestations, 
these forces will come back in another 
form. less accountable and perhaps even 
more Irresponsible. 

WHY PUBLIC ENTERPRISE? 

In the current mood of enchantment with 
the market and privatisation, the purposes 
for which public enterprises have been 
established tend to be overlooked A pri
mary reason for public enterprises in un
derdeveloped countries was the deficiencies 
and consequences of the markets, which, 
with its tendency towards equilibrium, was 
unlikely on its own to provide the mo
mentum towards development, state inter
vention, in some form, was considered to 
be essential. This tendency of the market 
is ,Accentuated in the absence of domestic 
entrepreneurship and adequate private in
vestment resources. Second, the market 
would reinfoice the existing patterns of 
the production of goods and services,
which served the needs of the wealthy
and privileged elites, and subordinated 
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the national economy to the intel nautional 
Third, the market is dominatod by foreign
economic forces, and would leave key de
cisions on investment, production, picing, 
oe to outside corporations The consequent 
foreign direction of the economy could in 
theory be tackled by state regulation 
although In practice this has proved pro
blematic, in part because good regulation 
requires a well functioning market which 
did not exist And which cannot generally
arise without the state playing a suppor
tive role'. The other consequence - the 
marginahisation of indigenous ownership
and control - could scarcely be remedied 
without public ownbrship Public enter
prise had the potential to redefine the re
lationship of the local economy to the out
side world It could also provide a fairer 
basis than the market for the distribution 
of production and benefits, and for achiev
ing goals. The private sector in Africa, 
with its monopolies and protections, and 
linkages abroad, was hardly likely to be 
the engine either of domestic accumulation 
or of the efficient utilisation of economic 
resources 

The supporters of public enterprise would 
do well, however, not to be tken in by 
official rheteric. The national political 
leadership which came to power on inde
pendence were unlikely to adopt a -hands
off- policy towards the market'. The co
lonial economy they Inherited was an ad
ministered, not a liberal economy, when 
the king was neither property nor contract 
but the administrativelicence Foranother 
the market provided a challenge to the 
politicians who themselves had no inde
pendent base in it Some form of control 
over the allocation of resources that the 
market would otherwise effect appeared
crucial to the consolidation of political 
authority. The state itself came to be view
ed as a resource, providing the where
withal for new bases of property and eco
nomic powers. Control seemed easier 
through ownership than through regula
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non Public ownership was a more vivid 
response to nationalist aspirations, it be-
Came the means to absorb the growing
urban unemployed in the economy, it 
opened up fresh opportunities for plunder 
and patronage, and constituted another 
lever for bargaining with the transnation
als". 

THE FRAMEWORK FOR MANAGEMENT 

Discussions of the framework for manage
ment in public enterprises normally either 
focus on the legal forms of the enterprise
and the departures in practice from them, 
or the environment for the management 
of public enterprise is compared to that 
fur the private sectorno,it 

FORM 

I think there are several reasons for the 
focus on formii Public enterprise, whether 
arising out of nationalisation or new In
vestment, is brought into existence by le
gislative measures (which lend importance 
to form) The political theory of public
enterprise - at least as developed In 
Britain by Mdorrisona - was dependent 
on the form That theory, which has a 
powerful appeal, runs as follows, Public 
enterprise is necessary, because of market 
imperfections, to achieve some key social 
and economic purposes. The purposes can
not be defined by the market, they must 
be defined by the political leadership, by
Parliament in macro-terms, And by the 
executive in operational terms Public 
bodies, using public resources for public 
purposes, must be accountable for the 
performance at their functions. But this 
accountability must be so exercised that 
it does not impinge unduly upon the man
agement of the enterprise If the purposes
could not be defined directly by the mar
ket, the modes of operation could and should 
be. In that context, the autonomy of the 
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enterprise came to be emphasised its an 
essential requirement, the management 
had to be freed from detailed political 
control as well as the system ot bureau
cratic administration. This wpts to be 
achieved by the establishment of its own 
distinct corporate personahty. The assets 
that it was to use were to be vested in it, 
and its board was to be responsible for 
the management of the enterprise. The 
enterpnse was to be sublect to the ordi
nary law The ways In which and the 
reasons for which the government would 
intervene were carefully defined, The mim
ister could give general directions when 
the national interest was at stake, but mi
nisterial control was to be secured prima
rily by his powers of appointment and 
dismissal of the board, and the Account
ability of the enterprise was to be secured 
by annual reports by the enterprise, wich 
were to be subject to audit, and subse
quent executive and parliamentary scru
tiny Many countries now use companies 
for public enterprises. A company shares 
many characterstics with the public cor
poration- distinct legal personality, own
ership of its assets, separate budgets and 
recruitment, and no state immunitles, al
though Parliaments role as gatekeeper
and supervisor is diluted, 

It is surprising how frequently this the 
ory has been invoked by ministers when 
making a case for the establishment of a 
new enterprise even where, in practice, 
little remains of the autonomy of the en
terprise, and when the ideologies of the 
ruling parties, emphasising central polit
cal and economic control, do not accom
modate such autonomy" In general, it 
seems to be accepted that a distinction 
between policy and management, Io . day 
to day matters, is viaible But the cummit
ment to this distinction is weak. The invo
cation of the MorrisonhAn theory has been 
more in the establishment of enterprises 
than in their operation The attractiveness 
of the theory is that it appears to mint-
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ose political control, avoids paittian uses 
of economic power and promises httle dis
ruption of the operating norms and me
thods of the industritI and commercial 
wtorlds (Il is also atuactive to a Parha
ment fearful of the extension of executive 
powers). The theory also serves a function 
in the evasion of political responsibility 
when things go seriously wrong, -the auto
nomous public enterprise- can be made 
to take the blame. 

In short, the legislation has only a limited 
relationship to the practice. Although le
gally the owner of its property, the enter
prise hits less and less control of its de
ployment or disposal A new decision-mak
ing structui e for its policy and operations 
emerges which bears little resemblance to 
the legislative scheme. On the other hand. 
the enterprise, in part due to inefficiency 
and in part in order to control its supervis
ing ministry, may also withhold or distort 
information it is legally required to pro
vide In practice, there seems to be no sigo
fLcant difference as regards autonomy or 
performance between the different organ
isational forms, and in places like Tan
vania the forms have become Increasingly 
irrelevant even in the law, as legislation 
now refers to the -parastatals. (Ie en
lerpIuses with at least 51% government 
equiLyl cutting across legal forms Is 

In general, one can say that in practice 
executive control is detailed but often in
termaitent, and informal rather than for
mal. there is a lack of clarity about the 
purposes of the public sector and policy 
lor individual enterprises, there is con
sideraible confusion as to who has the res
ponsiblitty for what (at both the level of 
the government and the level of the en
terprise). The overall impression in many
countries is of massive government lter
tention but little control, primarily be
cause the interventIons are not related to 
tiny overiall policy towards the public 
sector.,, 

Rin.igiient in Atrica 

In most countliles, problems of the public 
sector are discussed primarily as if the 
heart of the matter was the approp inate 
division ot responsibility between the gov 
cornmenot And the enterprise The result us 
that often there are swings back and 
forth between a high degree of control and 
)I high degree of autonomy. Controls have 
nevertheless grown on an ad hoc basis. 
The inadeqtuacy of one kind of control 
leads to the establishment of others and 
a formidable array of controls is created, 
cutting across ministries and frequently
working at cross-purposes Most govern
monts do not have the capacity actually
to exercise these controls, and, Indeed, few 
make any assessment of their capacity to 
exercise a control when they set it up
While in some cases this incapacity leads 
to bottlenecks and the m;sallocation of 
resources, in many instances the controls 
are, in fact not exercised at all, 

ANALOGY WITH THE PRIVATE SECTOR 

The comparison with the private sector 
seeks to highlight other peculiar features 
of pulic enterprises, The management of 
the private sector companies is said to he 
guided by one basic goal - the profitabil
ty of the enterprise while public enterpri
ses have multiple objectives which are not 
alwpys articulated and are frequently dif
ficult to balance. Such a description does 
not give an accurate picture so far as the 
large private firms are concerned, for al
though profits are important, they can 
only be achieved by 1alancing various in
termediate goals There is now consider
able evidence that the managers of large 
(private) firms pursue a number of ob
,ectives - personal, organisational and 
social - which pre not directly concerned 
with profit maximnsation They too need 
to balance many interests, short term 
with long term, shareholders with em
ployees, profitability with social and envi
ronmental responsibility a' 
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Ghan Suit atul Malrktt n Public Enterprise Managenent in Afriua 

Th machinery for reaching decisions in 
public enterprises is said to be certainly 
more complicated tlan in the private 
.sector The authorty to make decisions is 
shared between the board and manage
ment on the one hand, and the parent mi
nistry, the Treasury, and some public en
lerpriso bureau or secretariat on the 
other is The grgater complexity in structu
ies for decision making in the public 
sector is the result of the multiple goals and 
the responsibility of the government to de
fine social objectives - but it is also the 
consequence of institutions seeking to ex
tend their authority beyond that required 
for that purpose Due to the nature of gov.
erninental concerns relating to activities 
of the public enterprise, decisions tend to 
be taken at a higher level than prescribed 
by the regulations.1 

The third important difference is said to 
lie in the discipline to which public and 
private enterprises are subject Private en-
Lorprises Are subject to a tougher discip
line, because the standards for accounta
bility and assessment are clearer and the 
sanctions for failure firmer. The dilution 
of business with politics in the public 
sector weakens the control system, as do 
the limitations In the competence of those 
who. in substitute of the market, sit upon 
judgement on its performance 

There is no doubt that the contrasts be
tween the public and private enterprises 
are so overdrawn as to be misleading. 
When we consider a country like Kenya 
with its rather weak bourgeois-entrepre
neural class, we find, primarily, two kinds 
of private forms - the small scale indi
genous enterprise, engaged in agricultural 
production or petty commerce, and the 
subsidiaries of foreign transnational cor
porations which dominate manufacturing,
finance, plantations and commerce - The 
correct analogue of the public enterprise, 
with its large scale and capital intensive 
operations, is not the small entrepreneur 
(who far from being pushed out of the 
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market by the public enterprise, is in fact 
a beneficiary of its promotional activi
lies)lo but is the subsidiary of the foreign
transnational corporations,21 

The relationship between a subsidiary and 
Its (foreign) headquarters is not markedly 
dissimilar to that between a public enter
prise and the government It depends on 
the size of the transnational, the number 
of its subsidiaries, the nature of its pro
ducts and industry, the degree of horizon-
Lal or vertical integration, the business 
styles in the country of the transnational. 
the1policy and legislation of the host state. 
etc The very logic of the transnational, 
however, pulls it towards a tight control 
over its subsidiaries The strength of it 
transational lies in its ability to plan and 
integrate its operations on a global basis. 
to contract production in one subsidiary 
and expand it in another, to determine 
its marketing strategies (and especially 
its intersubsidiary transactions) and con
trol the flow of financial resources within 
the corporate group to minimise tax 
liability and Interest charges The opti
mum use of its resources also impels a 
turn towards centralisation of policy Con
sequently. In practice, the subsidiaries en
joy severely restricted autonomy,." and 
even that is often more apparent than 
real, since it is exercised by staff either 
seconded from headquarters or firmly
tuned to its priorities and needs 

The decision-making structure of a subs
diary is therefore frequently as split and 
truncated as in a public enterprise As a 
rule, decisions about investments, capital
borrowing, repatriation of profits, recruit
ment of top executives, research and tech
nology and intra-firm transactions will be 
made at headquarters, frequently a trans
national will interpose a regional office 
between the headquarters and the subsi
diaries and thus a third centre of decision 
making. A further complexity will arise 
from the organisation of product divisions 
at each centre, so that none will necessarn
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Iy be it coherent 01i monolithic unit In 
each situation, there is considerable scope 
for manipulation, withholding or distortion 
01 ilirmatioin, by-passing hieiaichies etc. 
And just its in public enterprises, the de
cision-makers at the higher level may be 
imperfectly Informed of market and com
mercial factors, so the headquarters of a 
transnational may lack adequate know 
ledge of the economy and market in the 
country of a subsidiary. 

A typical method of control is the approval 
Of the headquarters of the capital and 
operating budget of the subsidiary, from 
which the subsidiaty cannot deviate. The 
investment proposals of the subsidiary are 
appraised by the headquarters by criteria 
in which the primary consideration may 
not be the profitability of the subsidiary, 
but the overall impact on the profits and 
growth of the transnational as a group. 
Supervision is also exercised through a 
system of frequent and extensive report
ing A part of the required information 
may not be relevant to the operations of 
the subsidiary but important to the head
quarters for its global operations. Many 
a public enterprise manager would em
pathise with the British manager of a US 
subsidiary who complained of too much 
reporting -The whole thing has gotten 
out of hand. They keep us from doing our 
job by making us send home half a ton 
of paper to prove that we are doing it 
Studies In Kenya Illustrate other con
straints on the management of the subsi
diary - the local national environment, 
the pressures to be a good corporate ci
tizen, and to reach an accommodation 
with the indigenous political and commer
rlal classes2 

Evaluation of the performance of the sub
tiduary cannot be simple responsibility 
tor a number of key decisions affecting 
the policies and performance of the subsi
diary lies with the headquarters, and tile 
activities of the subsidiary are frequently 
determined by the overall needs of the 
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corporAto gioup and not necessarily the 
financutl profit ot the subsidiary Many 
of the contracts of the subsidiary are with 
its headquarteLs or lollow subsidiaries and 
,ie not on arii-length tins, and eithei 
lavour or disadvantage a subsidiary on a 
non-market basis. The best-known use of 
the intra-firm transaction is transfer-pric
ing which means that financial indicators 
cannot be a fair measure of performance, 
even with some discounting which some 
firms employ., In practice, transnationals 
use a valiuty ot measurements - growth 
of sales, market shares, productivity, la
bour relations - as well, but then it is not 
always clear to the subsidiary managers 
what weight is attached to these different 
factors, and subjectivism appears to play 
an important part j' Private firms are not 
therefore in a qualitatively different po
sition fromm public firms as far as com
plexity of performance evaluation is con
corned. They differ, however, from public 
firms in that they attach a good deal more 
importance to evaluation and seek to re
late it to the purposes envisaged for the 
subsidiary. 

How much more sublect to market competi 
tion than public enterprises are foreign sub
sidiaries? Only a intall proportion of public 
enterprises in under-developed countries 
are monopolles,' few could be said to be 
sheltered from competition, though poor 
performance in the face of competition 
does not generally lead to the bankrupt
cies or takeovers that might happen in a 
private firm. On the other hand, a foreign 
subsidiary may be even less open to com
petition (and much more capable of re
strictive practices due to its global reach) 
than a public enterprise It may also be 
supported by its headquarters in times of 
poor performance if its operation are io
portant to the global strategy of the trans
national As far as Africa is concerned, 
there is ample evidence that foreign sub
sidiaries are frequently in a monopoly 
or oligopolistic position (and displace In-
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(ipient local ontreprencurial elforts) and 
secure concessions from the government 
to prohibit or restrict external competi
tion I-, oroign subsidiaries may seek dom
inance of the market by predatory price
cutting." while intra-firm transactions 
enable them to by-pass domestic and Inter
national markets e 

An important difference, however, which 
the legal form is intended to overcome 
but does not, is the background and skills 
of the operators The boards of public en
torprises in Africa are better regarded as 

than asextensions of the government 

reservoirs of managerial skills and expe
rience The minister, or even 
 the Presi
dent, may be the chairman of the board 
and most of the economic ministries are 

by orrepresented either ministers per
manerit secretaries (in fact frequently by 
lunior surrogates). It is difficult to imagine 
that they can forget political or bureau
cratic interests while serving on the board. 
An influential minister or civil servant can 
stifle enterprise initiative at an early 
stage, or force it into action that is con
trary to its own good sense Indeed, the 
boards are sometimes lustified as mecha
naims for the coordiiation of government 
policy[ 

The vulnerability of the management is 
aggravated, but not caused, by this kind 
of board If the board is an extension of 

is anthe government, then management 
extension of the bureaucracy Although 

corporine lustification for the separate 
ute form of the enterprise is its need to 

skills expertise, inharness outside and 
almost all African countries, the manage
ment is recruited from the bureaucracy. 
The recruitment Is through secondment. 
so that the .manager's" career prospects 
are tied to the bureaucracy, and his real 
boss remains the permanent secretary. 
The bureaucratic rather than the business 
style of decision-making dominates. 
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from theseThe consequences that stem 
difference are aggravated by the restrict 
ed options, in terms of structural changes 
or strategies, available in the public sector 
to meet contingencies. 

01m-When problems arise, there is more 
phasis on Lotublp-shootimg.. on keeping it 
basically unsound system going and less
 
on finding deeper solutions, on the pro
 
vention of crises before they 
 arrive and 
on their solution if they arise a 

STRATEGIES FOR REFORM 

Public enterprises are now widely regard
ed as having failed to fulfil the goals ex

that theirpected of them. While it true 
record is bad, it Is not uniformly so. they 
have helped to train indigenous managers. 
to reorient the economy, to reduce the domi
nance of foreign capital, and to build the 
infrastructure. Nevertheless, from the right 
wing, they are accused (without much 
consideration for their broader social 
goals, indeed sometimes because of them"I 
of financial profligacy and irresponsibility. 
of loss making and waste, and from the 
left as tools of the incipient bouigeosie 
to plunder the state, oppress the peasanl 
and collude with foreign and international 
capitall, The left wing does not, however, 
abandon faith in the progressive potential 
of public ownership, but seeks a social 
revolution for the realisation of that pu 
tential The right wing wants to remove 
the non-market features of the operations 
of public enterprises, either by privatist
lion or the introduction of market stir1
gates in the public sector. 

I have time to discuss, other than briol v. 
only the proposals for privatisation, Pr 
vatisation, it would seem, if one surveys 
countries as different its the UK. Nepal. 
Zaire, Bangladesh, Pakistan, Thailand, 
Peru Kenya and Sweden is an idea whose 
time has come. The arguments in its ia 
your are." (i) rolling back the frontiers 
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If 	 Ihe state and sibjecing the enterprises 
to Ih- li.likt and thus competitn will 
n ita lad adalnI clhoice and freedom,
ii) ti111 ai rket discpline Will lead to 

gr.atier economic offilency and effective
u,"w, ml) it will reduce the pressure onSuite I'lances for investments. (iv) It will 
free Ie government from the incubus of 
hIss nh iung enterprises. lv it will free
ialnsthrs to concentrate on important po
icy formulation and implementation. (vil
it would lead to genuine public owner
slap as the shares will be offered to and
Iought by the public, (vi) and it will lead
in nore realistic levels of wages by break-
Ing tip powerful public sector unions It 
,Assuals that suitable mechanisms exist
In implement the transfer of enterprises
t, 	 the private sector, and the government

has the capacity to regulate any undesir
lile activities that the privatised but still 

ngeo and Powerful enterprises might be
tempted into, 

A very brief review of the experience in 
he country where privatisation has gone
furthest so far - the United Kingdom 
illustrates some difficulties with these ra
lionale and assumptions, before we turn 
to the likely consequences of privatisation
In Africa. It has been hard to sell enter
prises which have not established a record 
of piofit-making and so the governient
has had to write off their debts, sack
hundreds of employees and pay redundan
cY money, guarantee pension rights - inother words, fatten the calf at enormous 
fidditional expense to the state.r It has
"Iso had to retain many of their monopo
listic or market privileges after privatisa
lion as an Inducement to purchase, and
thus forfeit the advantages of competition.
The major buyers of enterprises (with one 
or two exceptions) have been large Insti
loutions and the trend as regards shares
in individual ownership is towards their 
itirchenn by the institutions reinforcing
lie already heavy concentration of share

owncrship.N There beenhave enormous 

ilinaagment inAfica 

PiObilunis in the proper valuation or the 
assets L01 the e terprises and tile price it 
Which to sell the shares, despite a blak 
Market and a network of financial insti
lotions which pride themselves on their
sophistication i There remains a Strong
suspicion that state resources have been 
transferred ALtconsiderable undervalua
lion. Vast bums have been expended on
lawyers, accountants, bankers and stock
brokersi Enormous ministerial and par
liamentary time has been taken up by the 
process of privatisation, leaving to gov
ernment and Parliament only limited time
for other policy issues. The assumption
that this is temporary and that in future 
the ministers will have more time for other
policies is likely to be belied by the very 
nature of most of the privatised enter
prises. They will remain powerful econo
mic organisations and crucial the gento 
oral well-being of the country, and mi
nisters will need to deal with them on a
regular basis ' The regulatory framework 
established for British Telecom gives no 
reason to believe that ministerial time will 
be released, nor indeed that the size of the
bureaucracy monitoring it will diminish 43 

The British experience demonstrates that
privatsaion os not a simple process of the 
legal transfer of resources Nor is it simplya matter of the state deciding what to do
with its resources. Public enterprises are 
complex organisations in which the inter. 
ests of the management, consumers, em
ployees, competitors and society interact 
So privatisation can become the arena for
intense controversy and conflict, That is 
not in itself of course an argument against
iuvatisation but it points to tile delicate
balances that may have to be struck. 
The rationale and the assumptions are at 
best of limited relevance in Africa. The
market is already uncompetitive and Inef
filoont Privatisalton will decrease, not in
crease, competition The governments will 
not only have to fatten many calves, but
 
will in addition have to agree to a regimli
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oi protection and privilege tor the new 
owners of the privatised entot prises a Few 
African countries have a financial net
work which might provide some guarantee 
of fair dealing and probity In the transfer 
of assets or ensure a proper value for 
them. Even more than in the UK. privall
sation is likely to involve the transfer of 
resources from one section of society to 
another It will reinforce the growing me
qualities that now characterise commu
nities in many parts of Africa In addition, 
it will lead to further loss of control over 
and indigenous ownership in the economy, 
as many of the purchasers are likely to 
be foreigners (although it could also accel
erate their acquisition by the local bour
geoisie on a selective basis) Deprived of 
profit making enterprises and still hang
ing on to unprofitable ones it cannot sell, 
the government will be even less able. 
through its public sector, to promote social 
and regional development or an equitable 
distribution of benefits. If Africa's expert
ence with public enterprise has frequently
been unfortunate, there is little in her his
tory to suggest that the market has served 
her well, or that it now has the capacity 
to solve her problems. 

Past experience does not make one san
gume about governments, ability to regu
late the private sector in a fair or effective 
manner"- The difficulties of regulating and 
monitoring the private sector land the eco
nomy) are no less daunting (if dtfferent) 
than the inning of public enterprises 
The difficulties of regulating the private 
sector arise from many factors." the lack 
of expertise in the government to forma
late standards and to monitor compliance 
with them, the paucity of Information 
about costs and marketing, the size, com
plexity and costs of administration: the 
fragmentation of governmental authority
with increasing possibilities of conflict and 
inconsistency among aims and results, and 
the multiplication of exceptions and in
stances of uneven administration that 
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threatens the effects of regulaton. African 
admnistative systems, more than most. 
rely on wide and unfettered discretion in 
ministers and officials which is allowed 
to be exercised in secrecy The path to 
collusion and corruption is opened Tile 
governments will be drawn into a closer 
embrace with industry, and may more 
ieadily become its captive,-to the detri
ment of the community. 

The criticism of the prospect of privatisa
tion does not mean that Africa must ro
main for ever saddled with Inefficient or 
corrupt enterprises, nor that pnvatisation 
must be avoided in all instances, Privati
sation must be undertaken cautiously and 
carefully, not rushed through as a newl) 
fashionable shibboleth The rationalisation 
of the public sector, the increase of effi
cioncy and the tightening of discipline 
must also go on. Whether this is best 
done through the introduction of market 
discipline and its modes of operation by 
the use of market surrogates is less clear 
to me. That would appear to negate the 
rationale, oblectives and methods of state 
ownership and management of the eco
nomy " 
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AGRICULTURAL POLICY SEMINAR 
Session Outline
 

Session Title: Working Groups Date: Tuesday, June 3
 
Lead Instructors: Pray, Meissner Session #: 3
 
Co-Trainer(s): Core Staff Time: 12:15-12:45 pm
 

OBJECTIVE(S): At the end of this session participants will be able to:
 

o Apply concepts and learnings from today's sessions to group and individual 
- action plans for presentation on Friday 

o Suggest questions of special interest/relevance for tomorrow's sessions
 

ABSTRACT:
 

With specific reference to team/individual projects: 

o Suggest role of agricultural research and extension systems in proposed
 
policy interventions and describe any changes in the agricultural research
 
and/or extension systems that may be appropriate 

o Suggest private sector related interventions that may be appropriate to 
your projects
 

READINGS: Required/Optional
 

o None.
 



AGRICULTURAL POLICY SEMINAR
 
Session Outline
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HAITIAN AGRICULTURE: PRODUCTION COSTS AND PRICING AND FISCAL 

STRUCTURES 

Roger D. Norton 

1. Introduction
 

As a case study, the main interest of this paper lies in its assessment 

of comparative advantage when the data base is weak, and its analysis of the 

role of fiscal and trade policies in determining agricultural pricing policy. 

The study also develops a quantitative characterization of the fiscal system 

in Haitian agriculture.
 

With a per capita GDP of $334, in 1983 Haiti ranked lowest in incomes 

among the countries of the Western Hemisphere. Although per capita GDP rose 

slightly during the 1970s, fluctuations rather than steady growth have been 

the rule.
 

Agriculture still is the largest stngle sector in the Haitian economy, 

unlike the case of most other countries in Latin America. It is estimated 

that 57% of the labor force is in agriculture (1980), and 73% of the 

population lives in rural areas (1982). About one-third of GDP (at factor 

cost) originates in agriculture (1982), and agriculture has accounted for 

nearly one-half of commodity exports over the past five years. Table 1 

shows the sectoral structure of GDP. 

The available data do not permit firm judgements about growth rates in 

agriculture, but all indications are that agricultural production per 

capita has been declining for the past twenty-five years. The best
 

judgement is that production probably has grown slowly in absolute terms,
 

but that it has declined by one percent a year or more in per capita terms. 

The same statement may be made about real factor incomes in the sector.
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OF GDP AND EXPORTS, FY52.84 

(percentage shares) 
TABLE 1. HAITI: SECTORAL DISTRIBUTION 

Fy72- 7 4  FY77-79 FY82-84FY52-54 Fy62-64 

Gross Domestic Product
 

43 36 
 34
50 50
Agriculture 


Mining - 2 2 

13 14 17 18 19 
Industry 


45 48
37 34 38

Services 


Merchandise Exports
 
4339 3790 6BAgriculture 

8 - 10 8Mining 

57
53 55
10 22
Industry 


Sources: World Bank Economic Reports;
 
Haitian Institute of Statistics (IHSI) 

There are a few exceptions to the declining or stagnant trend, 
not'ably
 

rice, mangoes, goundnuts, and some vegetables. The increasing gap between
 

consumption and domestic production of staple foods 
has been met by rising
 

The current dollar
 
volumes of imports, particularly of wheat and oilseeds. 

per year from 1971 to 1981, although they
value of food imports rose by 24% 
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declined in 1982.
 

There are a few large farms in Haitian agriculture, but.it is
 

overwhelmingly a sector of smallholderh. Most farmers own at least par 

the land they work, but 59% of the farms have one hectare or less of la 

(Table 2) according to the 1971 agricultural census. Ninety percent of 

farms own three hectares or less. Farming technologies are extremely 

rudimentary in almost all oases; plows are rare, and some farmers do no 

even have hoes. There are historical reasons for the circumstances of 

technology, but the fact is that Haiti's agriculture is one of the leas 

capitalized in the world. Rural wages reflect the correspondingly low
 

productivity of labor, averaging about US$1.40 per six-hour day (1984). 

While capita GDP for the country as a whole was US$334 in 1983, for moi 

rural families per capita incomes averaged about US$125 in that year. 

Haiti's terrain and rainfall are quite variable in spite of the
 

limited geographical extent of the country. In the major farming areas 

rainfall ranges from 600 mm/year to 2,000 mn/year and altitude from sea 

level to 1,600 meters. Most of the country is mountainous and steep an 

soils are easily eroded. The annual loss of soil is estimated at 10,00 

15,000 hectares per year, out of a total cultivated area of some 900,00
 

hectares. Soil erosion is caused by tree cutting, slash-and-burn
 

agriculture on slopes, and inadequate erosion control measures. It is 

major problem in the sector. The cultivated land is approximately equa 

divided between plains and mountains. Less than a fifth of the cultivt. 

area (some 180,000 has.) is considered to be irrigable, and of that arc 

only 45,000 has are considered to be fully irrigable. Another 40,000 1, 

have the infrastructure for irrigation but are in need of substantial 

rehabilitation. 

-2
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TABLE 2. DISTRIBUTION OF FARM 

Farms
 

Size Range Number % 
(in carreaux) 

less than 1 ex. 437,995 71.1 

1.01 - 3.0 ex. 146,890 23.8 

3.01 - 10.0 ex. 29,650 4.8 

more than 10 ex. 2,175 0.3 

616,710 100.0 

Note: one carreau = 1.29 hectares 

Source: Agricultural Census of Haiti 

LAND IN HAITI, 1971 

Area ' 

Thousands of carreaux A 

217.9 32.5 

221.2 40.5 

146.3 21.9 

34.0 5.1 

669.4 100.0 
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Haiti's principal crops, in order of area occupied, are corn, sorghum, 

coffee, beans, rice, bananas, pigeon peas, cassava, sweet potatoes, and 

sugarcane (see Table 3). Mangoes also are important but no estimates are 

available for the area occupied by mango trees: Most cultivation is done
 

on an interoropping basis, even for coffee, bananas and sugarcane. There
 

is very little organized livestock raising, but goats and chickens are
 

commonly raised informally by the farm family. Haiti's swine herd, which
 

was substantial, was eradicated in the early 1980s as a consequence of an
 

outbreak of African swine fever, and a program is now underway to rebuild
 

the herd.
 

Haiti's major agricultural export is coffee. On a much smaller scale
 

there are exports of cacao, sisal and sisal products, mangoes, essential
 

oils, rum, and, before the eradication of the swine herd, pork. Coffee
 

exports have shown no distinct trend, but they are influenced by a 
I . 

pronounced bi-annual cycle in production and by the hurricanes which strike
 

Haiti with some force two or three times a decade, on the average. Some of
 

the minor exports have increased in volume in the past decade, especially
 

mangoes. In past eras Haiti was a major exporter of other crops such as
 

sugar, indigo, and bananas. The cost-of-production analyses carried out
 

for this report suggest that Haiti still is a low-cost producer, by world 

standards, of many crops, and therefore the potential exists for greater 

exports and for, import substitution. 

Nutrition levels in Haiti are low; recent estimates suggest that the 

average daily calorie intake is 1901 and the average daily protein intake 

is 41 grams. These figures represent deficits with respect to the FAO/WHO 

standards of 14% and 32%, respectively. Malnutrition is widespread, 

especially in rural areas. Outside of the cities the average daily calorie 
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TABLE 3. PRODUCTION, AREA, AND YIELDS OF PRINCIPAL CROPS (1978) 

TRANSVERSAL REGION ; OUTHERM REGION WESTERNCROPS AREA REGION NOR hERN REGION TOTALSYIELD PRODUCTION AREA YIELD PRODUCTION AREA Y1ELD PRODUCTIONhas. tons/ha, AREA YIELD PRODUCTION AREA AV.YIELD PRODUCTIONtons tons/ha. tons has. tons/ha. tons has. tons/ha. tons has. tonsfha. tons 
Corn 74,433 0.82 61,039 69,9S3 0.66 45,272 53,018 .0.99 52,488 36,334 0.67
Sorghum, 66,687 24,344 233,743 0.78 183,1430.84 56,017 38051 0.62' 23,524 41,902 0.96 40,226Rice 29,680 4.00 118,720!/ 5,920 

10,05S 0.33 3,318 156,195 .0,79 123,0851.50 8,880 4,680 1.40 6,SS2 42,800 1.80 77,040 2,54Beans 21,554 0.60 12,932 23,536 
83,080 212,192

0.47 11,190 28,460 0.59 16,791 16,128 0.72 11,612 89,678 0.59Pigeon Peas 24,829 0.40 52,5249,932 18,567 0.37- 5,651 17,744 0.36 6,388 7,240 0.48Vigna Beans 14,029 3,475 68,380 0.37 25,4460.35 4,910 6,420 0.35 2,243 9,839 0.29 2,853 8,886 0.45 4,000Banana 22,164 39,174 0.36 14,0066.55 145,174 25,569 .5.07
 133,641 14,953 6.77 101,232 19,006 6.90 131,141 81,492 6.27Sweet Potato 18,179 511,1884.34 78,897 16,427 4.30 70,491 15,715 4.16 65,374 22,209 4.03 49,813 62,530 4.23w Cassava 19,474 3.90 75,948 15,845 264,575
62,351 4.003.93 12,732 50,928 14,909 4.301Yamn 8,779 1.77 

64,109 62,960 4.02 253,33615,448 11,909 3.69 43,928 6,178 3.44 21,252 6,777 2.56 17,549 33,643 2.91Sugarcane 23,381 41.90 1,000,634 8,170 97,977
49.90 407,683 14,450 60. SO 874,225 12,670 56.30

Coffee 18,196 0.25 
713,321 59,171 50.6 2,995,8434,549 45,697 0.25 11,474 0.2540,047 10,012 33,679 0.25

Cocoa 8,420 137,619 0.25 34,455178 0.25 45 3,105 0.30 932 ]88 0.25 47 632 0.25 158Cotton -
4,103 0.29 1,182- - 2,819 0.37 1,037 4,419 0.36 1,577 1,340 0.36 483 8,578 0.36Sisal 10,780 1.00 10,780 1,760 1.00 3,097

1,760 7,740 1.00 7,740 15,320 1.50 22,980 35,600 1.22Vetiver - - 43,260- 5,180 2.00 10, 360Y 
Peanuts 8,872 0.77 5,130 2.00 20,3606,831 7,770 0.85 6,629 17,560 0.70 12,292 12,860- 0.63 8,102Coco 47,062 0.72 33,854- 1,300 49,645 10,159 - - 1,336Mango - 136,151 62,440

62,491 85, 129 - - 55,756Orange 338,527- 10,020 13,810 7,969 - - 29,351Grapefruit 7,S73 61,150- 23,999 31,720 - - 20,212 83,504 

Paddy rice. 

Tons of vetiver roots. 

Source; Haiti, Ninstr)y of Plan, IATE., Scheojin d'A"LndgOMent, Coiipl eXe Prinaire, 1984. 
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and protein deficits are estimated at 40% and 50% respectively. The 

average life expectancy at birth has been estimated officially at 52 years, 

but it probably is less than that by five or six years. It is a common 

experience that agricultural workers are unable to work past their middle 

and late thirties, out of undernourishment and cumulative exhaustion. 

Although absolute labor productivity in low, in relative terms, the
 

analysis in this study indicates that the average Haitian farmer is a very
 

efficient producer. In spite of malnutrition, his productivity is high
 

relative to the resource base he has to work with, which is meagre. This
 

attribute translates into the fact that Haiti is potentially competitive on
 

world markets in most of its principal crops. Domestic marketing channels
 

have been studied and judged to be efficient as well (Doe, 1978). This
 

efficiency of the sector relative to its resources is its main strength and
 

would suggest that with more appropriate policies the largely negative
 

trends of recent decades can be reversed. Other promising factors for the
 

future are the potential for (eventually) extending the fully irrigated
 

area by a factor of four-fold; the suitability of Haiti's climate and soils
 

for crops like bananas, sugarcane, mangoes and a high grade of coffee; and
 

the agro-climatic possibilities for double cropping and even triple
 

cropping in many areas. In the major crops, Haiti's varieties -are largely 

those of two to three hundred years ago, and fertilizer is used only in the 

most limited quantities (4 kg/ha. on average). Therefore the potential for 

productivity increases via better research and extension and use of 

inorganic fertilizers is considerable. 

In this study, two aspects of Haitian agriculture are analyzed: i)
 

the cost structure of the sector, and its implications for absolute and
 

comparative advantage, and ii) the fiscal and pricing system of the sector.
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The analysis of this latter topic shows how price incentives are influc 

by a variety of government policies, and it also is a small-scale case 

study in 	 the possibilities of fiscal reform. The analysis of the first 

a kind of case study in evaluating the competitiveness with datopic is 


of variable quality.
 

2. Agricultural Production and Its Cost Structure 

2.1. Production Levels 

The available estimates on agricultural production in Haiti are qt 

divergent, but there is a general consensus that food production per ca 

has been 	declining. The national accounts estimates indicate that bet
 

1955 and 1982, real agricultural GDP expanded by only 1% per year, whic 

The counterpa'means a decline of over 1% per year in per capita terms. 


to this decline is the fact that food prices have tended to rise more
 

rapidly than prices in general. Perhaps the only exceptions to the
 

declining per capita trend in supply have been rice, potatoes, groundnt
 

mangoes, tobacco and vegetables.
 

Recently the results of a nation-wide aerial photography program I
 

become available, for the year 1978, and they provided the most reliabh 

estimates to date of areas cultivated and probably of production as we3 

for the major crops. In terms of aThese results are shown in Table 3 

cultivated, the most important crops are, in order, corn, sorghum, cofi 

beans, rice, bananas, pigeon peas, cassava, sweet potatoes, and sugarc 

In terms 	of volume of production, the most important are, again in ord,
 

sugarcane, bananas, mangoes, sweet potatoes, cassava, rice, maize, sort 

and yams. 

-5
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n all important cropa, yields remain at or among the lowest in the
 

can region. They are particularly low in the case of coffee, for 

yields are 3 to 3-1/2 times higher in El Salvador, Guadalupe and 

, and more than two times higher in Cuba and Nicaragua. They also 

ry low by regional standards in corn (Table 4). One of the limiting 

a is the relatively low rate of use of modern inputs, occasioned by 

s' lack of cash and also by an inadequate fertilizer distribution 

Another limiting factor is the weakness of the institutional 

Itural system in general and in particular with regard to research 

tension. In this section, the cost of production of a few key crops 

jewed with a view to determining those crops in which Haiti may have 

arative advantage, or is closest to having a comparative advantage. 

eterminations can serve as useful guides to pricing policy and 

Is directly oriented toward increasing production.
 

Procedures and Data '
 

teld level cost-of-production studies have been carried out for 1982
 

83 by two study teams. For the northern region, 1983 data were
 

ed for more than 100 representative cropping activities by a team
 

red by the French government and published in ODN and FAC,
 

Itures et Paysans du Nord et du Nord-Est d'Haiti, Paris. These data
 

sed on extensive use of questionnaires and field interviews. For all
 

s, 1982 data were compiled for more than 40 representative cropping
 

bies by the Haitian firm Capital Consult S.A., in a study sponsored
 

German government, and published in Capital Consult, Promotion des 

issements dans L'Agrioulture, Port-au-Prince. These two studies are 

in sources of the cost data used in this report. A third recent 

TABLE 4. COMPARATIVE ANNUAL YIELDS DY CROP, 1978 

Rice Corn Beans CoffeeSugarcane
 

Cuba 2.09 1.25 0.71 53.29 0.54 
El Salvador 3.51 2.14 0.81 77.48 0.89 
Guadalupe 1.20 47.89 0.95 
Haiti 2.54 0.78 0.59 50.63 0.25 
Mexico 3.28 1.33 0.59 71.87 0.75 
Nicaragua 2.92 0.92 0.77 60.79 0.66 
Dominican Republic 2.67 2.10 0.B2 62.35 0.31 

Units: MT/ha. 

Source: Scheina d'amenagement d Territoire, Ministry of Plan, Haiti,
 
and Table 4. 
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study is available, based on research and extension work,2 
but its cost
 

estimates for the -traditional' technologies appear far too low to be
 

realistic. That study is useful for comparing improved and traditional
 

technologies, but not for assessing the costs of production.
 
I 

One of the principal questions to arise in calculations of comparative
 

advantage concerns the shadow pricing of inputs and outputs. For the most
 

part, the only inputs of any significance are labor and land, so the 

question is reduced to one of labor, land and outputs. Some evidence on 

the labor market has been reviewed and it is concluded that prevailing 

wages appear to be very close to market equilibrium wages. Some 

distortions may be introduced by the fact that family labor has somewhat 

limited mobility in the short run (although the family may move out of 

rural areas in the longer run), and therefore family labor may have a low 

opportunity cost in the short run. This circumstance leads to the observed 

fact that family labor sometimes will work 

labor which is lower than the market wage. 

the presence of occasional labor shortages, 

labor demand. It is difficult to evaluate 

on its own farm at a return to 

This fact is consistent with 

which occur at periods of peak 

the quantitative importance of 

this family labor phenomenon, but to illustrate its possible importance the 

costs of production in traditional regimes have been evaluated at two wage 

rates: the market wage and 80% of the market wage. It should be borne in 

mind that market wages vary significantly by locality, and in compiling the 

costs of production the wages of the corresponding localities have been 

used. 

Even though most agricultural land in Haiti is owner-operated, there 

is an active market in the rental of land. Even were there not a rental 

market, land would have a well-defined opportunity cost, as defined by its 

-7
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returns in alternative cropping uses. The opportunity cost of land of
 

is difficult to measure, but the pervasiveness of the rental market in 

Haiti means that estimates are available, by,locality, of the annual 

marginal value product of land. For this inquiry, it has been assumed 

there are no significant distortions in the rental market for private 

This study is somewhat unusual in including annualized land costs, for 

normally they are not included in comparative advantage studies. 

As regards prices for outputs, the procedure has been to use
 

international prices as measured by Haiti's ci.f. import prices. Som
 

care must be used in defining these import prices. The appropriate
 

shipping form of the product is taken into account. For grains, this
 

that the price of importing in sacks is the relevant price, for Haiti
 

not have facilities for unloading in bulk. In this chapter, internati
 

prices are compared directly with costs of production, and not with
 

producer prices, for there are no reliable data on the latter.
 

Production costs have been compiled for different farming regimes
 

typically traditional and improved. Within the category of traditions
 

farming, in some cases the estimates have been compiled separately for 

monoculture cultivation and crop associations (intercropping combinati 

or crop consortiums). The latter are in fact the predominant form of
 

farming in the more traditional areas. In agriculture, it is importan
 

recognize that there is not a single cost of production. Rather, in a
 

countries there is a supply function, usually with hundreds of thousan 

millions of points on it. The supply function may rise significantly 

the range of actual quantities produced, reflecting the fact that 

production costs vary widely within the sector. This is usually the c 

in developing countries, and many of those producers who have high cos 

-a
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ion cannot simply go out of agriculture. One option is to migrate 

poor areas of cities, but in the medium term most rural families
 

to remain in agriculture. Because their costs of production are too 

or them to be competitive, they remain in subsistence or 

subsistence agriculture. 

osts of production are reported separately for the different 

pal farming regimes, and comments on their implications for questions 

parative advantage are offered subsequently. Comparative advantage 

ordinal concept. Above all, it refers to a ranking among products 

egard to their viability in international trade. In this chapter
 

gs are established but also some inferences are developed regarding 

solute profitability of trading particular crops at prevailing world 

prices. Because of the tenuous nature of many of the data used, 

alternative methodological approaches have been employed. 

he first measure of comparative advantage used is the nominal 

tion coefficient (NPC). This coefficient is simply the ratio of the 

to price -- appropriately defined -- to the border price of a good. 

incipal source of appeal is its simplicity and comprehensiveness: 

rms of protection and market distortions should be reflected in 

. In the Haitian case, its difficulty lies precisely in its reliance 

ces, for producer price data are not compiled. Some rough estimates 

ducer prices have been developed, but they are based on estimated 

er prices plus assumptions about average marketing margins. These 

tions are founded in a marketing study (Roe, 1978), but nonetheless 

ust be taken as rough approximations. In the field surveys which 

ted the data on costs of production, faragate prices are reported by 

ty, and they are used in the tables to calculate measures of economic 

i
 

profits at prevailing domestic prices. However, these price estimates are
 

not reliable indicators of national average prices, for they are based on
 

spot observations in narrowly defined localities. It is well known that
 

prices in general, and rural prices in particular, vary enormously over
 

time and space. 

The estimates of costs of production are more reliable than the local 

faragate prices, for the reason that the input prices (wages and land 

rents) are more stable spatially, and those prices were estimated with the 

aid of supplementary survey information. Agronomists are accustomed to 

developing crop budgets for different locales, and so there are 

opportunities to check the figures on costs of production against the 

professional judgement of other experts, but the same cannot be said for 

local product prices, which are much more volatile. For these reasons, the 

second two measures of comparative advantage are based on cost data rather 

than on producer price data. 

By combining the cost data and border price estimates, it has been 

possible to develop measures of economic profit at international prices. 

The opportunity cost of land is included in the list of input costs that 

are taken into account in this measure of economic profit. It is not a 

measure of financial profit in, say, exporting, for family land and labor 

are valued explicitly, and marketing margins are not taken into account. 

Nevertheless, the economic profit (per hectare and per unit of labor) at 

border prices should give useful indications of crop rankings in the 

comparative advantage In monoculture thesense. activities, profit per 

hectare is a better guide than the profit per man-day, because land is more 

scarce than labor in Haiti. 

The third measure is the domestic resource cost of earning or saving a 

4(l 
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dollar of foreign exchange in exporting or import substituting. This 

measure is tied to the use of foreign exchange as a numeraire, but it has 

the advantage of distinguishing between imported and domestic inputs, which 

neither of the other measures does. It is defined as 

DRC 	 Cdm
 
Pwe
 

where
 

Cd = cost of domestic 

Cm = cost of imported inputs 

P = world (border) price of the good 

e = exchange rate 

All three measures can be computed at alternative exchange rates, say 

the existing one and an estimate of an equilibrium exchange rate. For the 

DRC, when the exchange rate is varied, the cost variable Cm is adjusted 

accordingly. In an agricultural economy like Haiti's, imported inputs can 

be defined as all inputs except land, labor, and seeds, as a fairly good 

approximation. No attempt has been made to correct for subsidies on
 

inputs, for it is reported that much of the subsidized fertilizer is
 

re-sold at a market-clearing price before it reaches the final user.
 

In the immediately following section the data on production costs are 

reported and discussed, along with the related calculations of economic 

profit. Then in the succeeding section the three measures of comparative 

advantage are presented and reviewed. 

2.3. Estimates of Production Costs 

2.3.1 Corn
 

Table 5 	 shows the cost estimates for corn. Three different farming 

-11-

TABLE 5. COST ESTIMATES FOR CORN PRODUCTION IN HAITI 

Traditioqal Farming, 
Honocultureal Associations 

North 
/cf All / 

Cost/ton 205 162 173 

Yield/hectare 0.54 n.a. n.a. 

Labor inputs: 
a) Total per ton 
b) Per hectare: 

total 
harvest 
other 

141 

79 
14 
65 

132 

52 
12 
40 

134 

59 
13 
46 

Shares of costs (%): 84 82 3
Labor 2
 
Land 
 13 14 	 14
 

Profit/hectare:

1) at local output prices 	 2 

2 25 19
2) at border prices a/ 


Profit/man-day at
 
border prices e/ .03 .48 .32
 

Cost/ton with labor at
 
80% of market wage 1711214
 

n.a. not applicable.
 

Units: 	 Cost/ton and profit in $US.
 
Yields in tons/hectare.
 
Labor inputs in man-days.
 

a/ St. Raphael, Plaine du Nord, Dondon. 
F/ In the crop associations, unallocated inputs and costs are assig 

share in the total revenue of the associin prqportion to corn's 
Dondon.c/ St. Raphael, Plaine du Nord, Terrier Rouge, 

W/ The averages for traditional farming are calculated with weights 

crop associations (which are predominant) and 25% for traditiona 

e/ At a border price of US$220/ton. 

(1983) and Capital Consult (1982)
Sources: Compiled from ODN and PAC 

jmenustik
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a are included: traditional monoculture, traditional crop
 

ations, and improved farming. The estimates for the first two 

s are from four areas in the northern region, and the estimates for 

ed practices are in the Cul-de-Sac plain near the capital (West 

). The unit production costs vary significantly by regime. They are 

for the improved technology (which includes fertilizers,
 

emicals, and some mechanization). They also are lower for the crop
 

ations than for monoculture under the traditional technologies.
 

s expected, labor and land costs comprise the great bulk of
 

tion costs, especially in the more traditional technologies. From a
 

,ological viewpoint, it is interesting to note that omission of land
 

would, in these cases, lead to an understatement of total costs by 

15%. 

n all production regions, Haitian corn can be produced at a lower 

han imported corn, which cost $220/ton in 1982 and $249/ton in 1983, 

Port-au-Prince, in sacks. (Haiti does not have bulk unloading 

ties.) Some reports have compared the c.i.f. price with the 

u-Prince consumer price (e.g., Mushkin 1983 and Kite and Pryor 1973), 

e appropriate comparison is with producer prices, for marketing 

ismust be added in both cases. For serving the population of 

u-Prince, imported corn would have a lower transport cost than most 

tc corn would, but for serving the rest of the country domestic corn 

have the transport advantage. And in either case, marketing and 

.e costs are reflected in the consumer prices. In the absence of a 

ed study on the spatial structure of consumption and the structure of 

ing, the most relevant comparison of prices involves c.i.f. prices 

oducer, or farmgate, prices (costs). When this procedure is 

followed, the conclusion regarding corn is that Haiti is competitive with
 

imported sources of supply, even at the low yields which characterize
 

traditional cultivation practices. This conclusion differs from that of
 

other studies which have compared c.i.f. prices with domestic consumer
 

prices.
 

The profit per hectare reported at the bottom of the table is first
 

calculated with respect to the faragate prices prevailing in each locality
 

and then with respect to international (c.i.f.) prices for 1982. In both
 

cases, it is an economic profit, after all inputs have been assigned a
 

cost, including land and family labor. For the marginal categories of
 

producers, the first category of profit tends to be very low (even negative
 

in some individual cases), and the second kind of profit is yet lower. For
 

the inframarginal producers, the profit is higher. The inframarginal 

producers generally also face higher land rents, explicitly or implicitly. 

For the seven traditional localities surveyed for the data in Table 5, the
 

land rent averaged US$20 per hectare per crop season (1-3 crop seasons per
 

year). For the two localities using improved techniques (in the Cul-de-Sac 

region), the land rents were US$62 per season (two crop seasons per year). 

2.3.2. Rice 

The cost data for rice are shown in Table 6. The most striking fact 

about those costs is their enormous variation over agricultural regime.
 

Unit production costs/ton under the traditional techniques are as much as 

three times the costs under modern techniques. Correspondingly, the price 

of rice varies strongly over localities and years. In the northern 

localities the 1983 price of rice was two times the price in the Artibonite
 

in 1982. This price variation permitted positive profits in some cases of
 

traditional cultivation, but those techniques are far from being profitable
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TABLE 6. 	 COST ESTIMATES FOR RICE PRODUCTION 


Traditional Farming, North 1983
 

Swamp 

Cultivation a/ 


Lost/ton 754 

Yield/heccare 0.61 


Labour inputs:
 
a) Total per Lon 277 

b) Per hectare:
 

Total 169 

Harvest 36 

Other 133 


Shares of Costs ()'
 
Labor 66 

Land 25 


Profit/hectare:
 
1) at local output
 

prices 37 

2) at border
 

prices d/ -82 


Profit/man-day at 
border prices d/ -U.49 

Cost/ton with labor 

at 80% of market wage 654
 

Units: 	 Costs and profit in US$.
 
Yields in tons/hectare.
 
Labor input in man-days.
 

Rainfed 
Cultivation b/ 

794
 
U.65
 

380
 

247
 
31
 

216
 

65
 
23
 

47
 

-154
 

-u.62 

691 


a/ Plaine 	du Nord, Camp Louise, Dondon, Haut Maribaroux.
 

/ Camp Louise.
 
/ St. Raphael.
 

Using the 1973-82 average border price 'of US5486/ton.
 

Sources: 	 See Table 5.
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IN HAITI 

Irrigated 

North 
1983 C/ 

473 

1.36 


196
 

266
 
77
 

189
 

57
 
26
 

354
 

14
 

0.05 

419 


Cultivation
 
Art bonlite
 

Valley
 
1982
 

261
 
3.83
 

99
 

186
 
69
 

117
 

55
 
18
 

452
 

667
 

3.59 

234
 

m -- ----

at international prices. In fact, a modest expansion in the Artibonit. 

rice production, along with improvements in the channels of rice oarke' 

probably would displace much of the rice produced by more traditional 

means. 

According to Mushkin (1983), the c.i.f. price of imported rice wa:
 

1
US$ 120/ton 	in 1982 and US$576/ton in 1981. A 1973-82 average was 

US$486/ton. These figures indicate that Haitian irrigated rice is 

marketable at world market prices, especially that grown in the Artibo
 

but that swamp rice and rainfed rice are not. As regards the structur
 

rice than it i
production costs, the labor share of costs is lower for 

corn, and the land share is higher. 

2.3.3. Coffee 

Table 7 gives the cost estimates for coffee. Again, there is 

to cropping technique. Yields are veconsiderable variation ac6ording 

low by international standards, and hence the labor inputs per unit of
 

output are very high. Nevertheless, Haiti remains a competitive produ
 

of coffee. The world market price, f.o.b. Haiti, averaged $2,375/NT i
 

1981 and 1982, and the price to Haitian producers averaged $1,175/MT 1
 

those years. Prices were higher in the preceding four years, and lowe
 

before that. In all years since the mid-1970s, Haitian farmers have
 

received a higher price for sales to the domestic market than for salc
 

the export market.
 

For the sample farms, in Table 7 the yields are lower than the 

national 	average. It is apparent that at least in these cases no mod( 

inputs are 	used an coffee production. Labor and land together account 

all of the production costs. Nominally, fertilizer is subsidized for
 

on coffee, 	but in practice the subsidized fertilizer is diverted most] 
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TABLE 7. COST ESTIMATES FOR COFFEE PRODUCTION IN HAITI, 1983
 

c/ton a/ 
Ids/ha b/ 
or inputs: C/ 
) Total per ton 
) Per hectare: 

Total
 
Harvest
 
Other
 

res of costs (%):d/ 
Labor 
Land 

fit/hectare: 
) at local output 

prices 
) at border prices a/ 
fit/man-day at border 
rices e/ 

In Crop 
Coffee a 
Major crop 

364
 
.16 (2.11)
 

375 

60
 
44
 
16 

51 
49
 

37 
46
 

0.77 

Associations 
Coffee a 
Minor crop 

851
 
.03 (0.39)
 

433 

13
 
7 
6
 

61
 
39
 

6
 
9
 

0.69 

Monoculture 

430
 
0.14 (1.84)
 

337 

47.2
 
25
 
22.2 

60 
40
 

163 
105
 

2.22 

c/ton with labor
 
80% of market wage 327 747 378
 

es: 	 Cost/ton and labor rent/ha in US$.
 
Yields in tons/ha.
 
Labor inputs in man-days.
 

Including the annualized cost of planting.
 
Annualized yields (over 13 years) are given first, and then total yields
 
wver 	 the plant's life are given in parentheses. 
\nnual, including annualized planting labor.
 
;hares of annualized costs.
 
\t a "border price" (for producers) of $1,175/ton; see text.
 

ices: See Table 5.
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other crops. In any case, the amounts of fertilizer used in Haitian 

agriculture are very small. From a farmer's viewpoint, one of the 

advantages of having a coffee bush is that its harvest may be sold in 

advance to raise cash. Such sales are frequently made, usually two to 

three months in advance of the harvest. This practice in effect adds a 

premium to the price of coffee and encourages farmers to grow it when they 

might not solely on grounds of profitability. The costs of establishing 

the coffee trees are amortized over the tree's productive lifetime the 

purpose of compiling for the data in Table 7, and likewise the labor 

figures include annualized planting labor. 

2.3.4. ' Sugarcane 

The costs of sugarcane are shown in Table 8. These cost estimates of 

$8 to $10 per ton are based on mixed cropping (crop associations), which is 

a common practice with cane in Haiti. Other estimates based on cane 

monoculture lie in the $6 to $7 range, per ton. Generally, there is much 

less variation in cane costs/ton and profits/ton than there is in other 

crops. To compare these cane costs with costs in other countries, 

adjustments must be made for the processing costs. The normal procedure is 

to divide the cane cost by the percentage content of sucrose in the cane,
 

and the result is then called the field cost of producing raw sugar. The
 

most 	recent estimate of the average sucrose content of Haitian cane is
 

6.59%, for 1980-84. (This marks a significant departure from the sucrose
 

content of 8.04% estimated for 1970-74.) From Table 8, then, the field
 

cost 	of Haitian raw sugar ranges from US$121/Hf to US$152/Mr. It must be 

emphasized that much of Haiti's cane is grown in crop associations, and
 

there are no data available on the costs of cane associations.
 

For comparison, a recent World Bank study of cane production in 56
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TABLE 8. RECENT COST ESTIMATES FOR SUCARCANE PRODUCTION IN HAITI 

Quartier Morin Plaine du Nord Les Cayes 
(North) a/ (North) b/ (South) b 

Cost/ton 8 8 10 
Yield/hectare 42 46 65 
Labor inputs: 
a) 
b) 

Total per ton 
Per hectare: 

Total 
Harvest 

2.7 

113 
54 

3.7 

169 
60 

1.9 

124 
$85 

Shares 
Other 

of Costs 
Labor 
Land 

(%): 
59 

52 
14 

109 

56 
10 

39 

20 
27 

Profit/heceare: 
a) at local output 

prices 
b) at border 

prices c/ 

210 

312 

232 

335 

186 

314 

Profit/man-day at 
border prices c/ 2.76 1.92 2.53 

Units: 	 Cost and profit in US$.
 
Yields in cons/hectare.
 
Labor input inputs in man-days.
 

a/ 	From ODN and FAC (1983); costs are based on mixed cropping (crop
 
associations).
 

b/ From 	 :Capital Consult (1982); costs are based on mixed cropping. 

c/ 	Evaluated at a "border price" of $15.40 per ton of cane. This corresponds 
to an f.o.b. price of sugar of 14c/lb. (15c world price), a 12:1 cane-to
sugar conversion ratio, and the assumption that under normal conditions 
cane growers would receive 60% of the value of the sugar contained in the 
cane. 

Note: 	 Other calculations based on monoculture cane indicate that those 
costs are in the range of $6 -to $7 per ton. 
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countries gives the following 1982 field cost figures for raw sugar for 

lowest-cost cane-producing countrace (per MT):3 

1. Malawi US$11l
 

2. St. 	Kitts 120
 

3. Kenya 	 129
 

4. South Africa 139
 

5. Mauritius 	 150 

6. Fiji 	 153 

7. Brazil (center-south) 155 

8. Australia 158 

The average cost for the 56 countries surveyed is US$193/Hr. 

The surprising result of these considerations is that Haiti is a 

relatively low-cost producer of cane, at least in monoculture oultivat 

From this finding it does not necessarily follow that Haiti should expa 

its cultivation of cane beyond that necessary to meet domestic demands 

fulfill its share of the U.S. quota. The question is one of coaparatil 

advantage, not absolute advantage. Specifically,, in the case of cane I 

is the question of competition with rice and bananas for the same land. 

rice in irrigated areas and bananas in humid rainfed areas. Although ( 

competition is reflected in land rentals, the question is complicated I 

two important externalities which affect Haitian agriculture. One is t 

question of the extensive soil erosion. The erosion question affects I 

issue of coffee vs. foodgrains in the hilly areas, but it also means t 

the labor intensity of crops in the plains is an important considerati, 

The greater the employment possibilities for hired agricultural labor 

the plains, the less the pressure On marginal farmers to plant more fo< 

crops on steep slopes. Although sugarcane is a fairly labor-intensive 

-16



-- M-W-WM-MW-MMM 


rice is more so. 

A second externality which is relevant is the susceptibility of 

as to theft. Nutrition is so low in Haiti that theft of crops has 

on major proportions, especially in the north. Owing to the nature
 

o crop, large stands of bananas are uniquely vulnerable to this 

em, whereas rice and sugarcane are not. In this case, the externality 

in favor of cane. Finally, there are questions of processing 

lency, and Haiti does not rank as highly in that as it does in 

iency of field production. Nevertheless, an important conclusion of 

ost analysis is that it is economically efficient for Haiti to attempt 

pand its cane production sufficiently to raise the mill rates of 

fty utilization to acceptable levels. Under optimal conditions, this 

.sion would occur through increases in yields rather than increases in 

cultivated.
 

2.3.5. Bananas
 

Cost 	 estimates for bananas are shown in Table 9. As in the ease of 

crops, banana cultivation has been undertaken in both traditional and 

ved ways, and the improved techniques are the much more profitable of 

wo. In comparison with other crops, bananas are relatively 

table, at both local and border prices. Land costs form a high 

,rtion of total unit costs, so bananas represent a relatively efficient 

f land resources. The profits/hectare on the crop associations cannot 

aluated without information on the other crops in the association, but 

,rofits/man-day can be. By that standard, again bananas appear to be 

f Haiti's more profitable crops. 

Estimates of Comparative Advantage
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TABLE 9. COST ESTIMATES FOR BANANA PRODUCTION IN HAITI 

Improved 
Cultivation, 

Traditional Cultivation, North Plaine de 

Monoculture a/ Associations _/ l'Arcahaie c/ 

96.9 59.1 84.6

Cost/ton 


15.4
4.06 1.85
Yield/hectare 


Labor inputs:
 
28 n.a.37
a) Total per ton
 

b) Per hectare:
 
93 32 n.a.

total
 
n.a.
harvest 26 8 

24 n.a.67
other
 

Shares of Costs (7): 32%61% 42%
 
land 31% 56%

labor
 14%
 

Profit/hectate: 
a) at local output 

148 1,750prices 330 
170 1,811b) at border prices d/ 384 

Profit/man-day at border 
n.a.prices 	 4.13 5.31 

Cost/ton with labor at 
54.1 79.2


80% of market wage 85.1 

a/ Bord du Mer/Limonade, Quartier Norin, Plaine du Nord.
 
Source: ODN and FAC, 1982. 

b/ Dondon, Grande Riviere/Bahon, Grison Garde, Grande Bassin. 

Source: ODN and FAC, 1982. 
c/ Source: Capital Consult, 1982. 

price is
d/ Since bananas are potentially an export crop, the relevant border 

in this case the f.0.b.
the f.o.b. price reduced by a marketing margin. 


price has been taken to be 12.5c/kg ($2.07/bunch) on the basis of
export 

The marketing margin is
information from the Dominican Republic. 

That leaves a producer-equivalentestimated at 25% of the export price. 

border price of 9.4c per kg. 
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Ia As discussed above, this study employs three measures of comparata 

pi.advantage: net economic profit, including all costs of land and family 

5labor; the, domestic resource cost (DRC) of earning a (net) dollar of 

foreign exchange; and the nominal protection coefficient. The measures 

applied to the different techniques of cultivation. Following these 

B R orat procedures, the comparative advantage calculations are shown in Table I 

Owing to the fact that the estimates of domestic producer prices a 

rather crude, a better indication of comparative advantage can be gaine 

06oW from the profit measure and the DRC. By both of these measures, banana 

under improved cultivation turn out to be the crop with the greatest 

W0 comparative advantage. According to the DRC measure, monoculture coffe 

C4 ~~next, followed by irrigated rice, and then improved maize and sugarcane 

close. However, at present, very little of the coffee is grown under 

tf2 1 monoculture, and very little maize isgrown with improved techniques. 

Hence, taking into account all measures, the crop rankings are bananas, 

irrigated rice, coffee, sugarcane, and maize. Bananas and rice are 

6 ufficiently profitable4 to suggest the potential for exports. 

S Sugarcane also is sufficiently profitable that import substitution and 

IF 2fulfillment of the Haitian share of the U.S. sugar quota would appear t 

economically justified. 

"AQ The rankings by profitability per ha. are different in that sugarc 

. and improved maize move ahead of coffee. These rankings are based on 

classifying land as the most scarce factor in Haitian agriculture. The 

explain why coffee production appears to be in decline, even though it 

a favorable DRC. 

The calculations in Table 10 show that, at world prices, Haitian 

agriculture tends to be efficient even under traditional techniques of 
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:ation. Improved techniques are yet more efficient. Rice and maize 

ises in point. In other words, Haiti has the potential to be 

titive internationally in a number of crops, but that potential is not 

,alized in many cases. Perhaps the greatest surprise is the finding 

faiti is a low-cost producer of sugarcane. 

he Pricing and Fiscal Systems in Haitian Agriculture 

The Pricing System 

En Haiti, both macroeconomic and sector-specific policies influence 

ultural prices. The macroeconomic triad of fiscal, monetary, and 

-related policies has counterparts at the sector level. Fiscal policy 

riculture consists of taxes, subsidies, and government interventions 

create rents for the public sector and the private sector. The 

ultural counterparts of monetary policy are the credit allocation 

lines and the interest rates on agricultural credit. Trade-related 

tes refer to tariffs, import licensing, export taxes, and the exchange 

These policy areas overlap; for example, tariffs and export taxes 

g to both fiscal and trade policy.
 

The sector-specific pricing policies are represented by the 

.istered prices, which are relatively few. At the producer level, the 

*of sugarcane for centrifugal mills is fixed by fiat, but cane 

*ssed by more traditional means is not subject to controls. Also, the 

tute for Agricultural and Industrial Development (IDAI) sets the 

icer price of cotton, although cotton now is a relatively minor crop, 

ying some 8,580 hectares in 1978, or about 0.9%of the cropped area. 

At the consumer level, prices are administered for flour, sugar, 
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vegetable oil, milk, and lard, but the per capita consumption of the last
 

two items is very small. Flour and sugar are somewhat more important in
 

the average diet, but they are not principal items. It is estimated that
 

the annual consumption of wheat flour is 8.8 kg. per capita, or 2% of the 

average total food intake by weight. Sugar consumption (not including 

sugar in its traditional forms) is about 11.7 kg. per capita, or 2.8% of 

the total intake.5
 

The prices of the most important items in the national diet (cassava, 

corn, sweet potatoes, sorghum, rice, legumes, vegetables, and fruit) are 

determined entirely by supply and demand -- subject in some cases to the 

influence of trade policies. Overall, administered prices do not play as 

significant a role in Haiti as they do in many other countries, but for a 

few products their levels depart considerably from market equilibrium 

levels. The ex-factory prices of flour, sugar, and vegetable oil are well 

above international norms, and the producer price of cotton is well below 

the international norm. In the cases of flour and sugar, trade policy is 

coordinated with the administered prices, for imports are effectively 

prohibited or limited to small quantities. (Since the Dominican Republic 

devaluation in 1983, however, this prohibition is being undercut by 

contraband Dominican sugar.) 

Credit policy has relatively little impact on the pricing structure of 

Haitian agriculture, since institutional credit accounts for such a small 

share of the sector's credit requirements. Fiscal policy is much more 

significant from a pricing standpoint. First, the export tax rates are 

high, and since the dollar prices of Haiti's exports are determined in 

world markets, the export taxes significantly reduce producer prices in 

gourdes. This effect is particularly noteworthy for coffee, but it also is 

--
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true for cacao, sisal, essential oils, and other products. Second,
 

domestic flour and sugar taxes contribute to the high domestic prices of
 

those goods. Third, in the case of flour and sugar, the administered 

prices are, in effect, instruments of fiscal policy; they appear to be set 

largely with a view to possibilities for raising revenue fom parastatal 

processing plants. 6 Also, fiscal policy in Haitian agriculture has 

consequences for income distribution, in part because of to effects on 

prices and in part because of the private rents it creates. Fiscal policy 

is reviewed in some detail below. 

In the area of trade-related policies, the most important instruments 

are import licensing, tariffs, export taxes, and the exchange rate. 

Tariffs are administered with frequent exemptions, but they do affect 

prices for grains. For wheat and oilseeds (fairly large items in the food 

import bill) there is no explicit tariff but rather an "implicit tariff" 

through the pricing policy on processed products. Regarding the exchange 

rate, Haiti has followed a fixed rate policy with respect to the dollar 

since 1919 and until recently, the official exchange rate approximated a 

parity rate. In recent years, Haitian inflation rates have been higher
 

than those of its major trading partner, the United States, and therefore
 

the gourde now appears slightly overvalued. This fact must be taken into
 

account in evaluating the prices of Haitian agricultural products.
 

The recent changes in the real exchange rate have had impacts on the
 

agricultural sector. For producers, the overvalued exchange rate reduces
 

the income derived from export products and import-competing products,
 

biasing production toward traditional crops for the domestic market. 

Coffee is cultivated predominantly by smallholders, so in this case the 

exchange rate policy adversely affects the incomes of smallholders. Within
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the agricultural sector, the fiscal consequences of the overvaluation I 

to a net gain for the treasury. Export tax revenues are reduced by the 

overvaluation, but that loss of potential revenue is more than compensa 

for by the increased profits in the parastatal flour mill alone. Thus 

within the sector, the exchange rate policy hap a positive effect on pu 

revenue, but a negative effect on producer incomes as well as distortor 

cosequences for resource allocation (and hence for long-run growth
 

prospects).
 

When export taxes are taken into account, the effects of the exchat 

rate policy are reinforced. Government policies thus have the net effe 

of holding producer prices well below their market equilibrium levels ft 

export crops and cotton. 

For grains, the overall pricing picture is a bit more complex. The 

overvalued exchange rate makes imported grains artificially cheap, but I 

is offset by tariffs and restrictive licensing practices. The net effec 

is to raise domestic grain prices, at the producer level, above border 

prices for rice and sorghum. The corn price would be about equal to the 

border price under an equilibrium exchange rate, and between 1978-80 it 

below the border price equivalent. Imported yellow corn is used almost
 

exclusively for poultry and animal feed, but by substituting it for
 

domestic maize in these uses it influences the supply-demand balance for
 

maize in human consumption. 

Other forces are also at work in the grain markets. Flour, which c
 

serve as a substitute for domestically grown food grains at the margin,
 

priced well above the c.i.f. equivalent, and hence its availability does
 

not serve to reduce food prices. Consumed mostly in cities and towns,
 

flour also is present to a lesser extent in rural areas. Sorghum Is a
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r special case; it is largely a subsistence crop grown and consumed by 

noome farmers in remote areas. Its price is higher than the imported 

alent would be and there are no imports. The price certainly reflects 

y and demand considerations in the absence of imports, but it is 

ful that imports could reduce the price very much under the current 

nge rate, owing to the cost of marketing imports in the hinterland 

. Cassava and sweet potates are important items in the rural diet, as 

as substitutes for sorghum and maize, but there are not enough data on 

rices of root crops to evaluate them. 

One of the major effects of the combined pricing policies is to 

as the prices of export and industrial crops relative to the prices of 

tic food crops. Also, the producer price of rice is somewhat higher 

it would be under conditions of free trade at an equilibrium exchange 

and foods processed in Haiti (flour, sugar, edible oils) have very 

prices. The high consumer price of sugar is not reflected in producer 

s of cane; the producer-consumer price ratio for sugar is perhaps the 

t in the world. And since all wheat is imported and only small 

ities of edible oils are produced in Haiti (mainly cottonseed oil), 

,cers do not benefit from any of the high administered prices. 

Hence, the pricing policy depresses producer prices on the average and 

rts relative producer prices. Export and industrial crops pay the 

est penalties and because of pricing policies, producers lose more in
 

On the consumer side, consumption iscrops than they gain in rice. 

-tively taxed for rice, cedtrifugal sugar, flour, and edible oils. 

plays a very small role in the diet of the poor, however, for it is a
 

more .y vehicle for obtaining nutrition. (Rice is two to three times 

isive than maize per calorie and per gram of protein.) Overall, 
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prevailing pricing policies impose a considerable cost on consumers. This 

finding contrasts with the situation in many other'developing countries, 

where consumption is subsidized. It also is noteworthy because Haiti's 

nutrition levels are the lowest in the hemisphere. Thus, both consumers 

and producers are taxed by the combination of pricing instruments. Only 

the national treasury gains. 

Table 11 compares domestio and border prices for selected principal 

products. Table 12 provides estimates of the net tax or subsidy for each 

product implicit in Haitian pricing policy, based on estimates of 

consumption levels per capita of a number of foods. 

As Table 12 shows, the combination of pricing policies has a greater 

effect on consumer welfare than on producer welfare, and the effect on both 

is negative. The entries in the table were compiled by multiplying the 

price differentials in Table 11 by the quantities produced or 

consumed.T The sorghum price differential is not included in the 

calculations because it is probably not affected by policies. To calculate 

the loss to producers of the sugar cane price policy, some assumptions were 

required. First, the international price is taken to be $0.15/lb. Second 

it is assumed that the cane-to-sugar conversion ratio is 12:1. Third, it 

is assumed that a normal pricing policy (as practiced in other countries) 

would give about 60% of the cane's value to the cane growers. Taken 

together, these assumptions imply a cane price of $16.50/ton, vs. the
 

actual price of $13.00 per ton in Haiti. This difference, multiplied by
 

the amount of cane production, implies an annual loss to cane growers of
 

about US$18.9 million.
 

Rice is the only case in Table 12 with symmetrical effects on
 

producers and consumers: a change in the price affects both groups in
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TABLE 11. DOMESTIC AND BORDER PRICES FOR SELECTED
 

AGRICULTURAL PRODUCTS 

(Gourdes/MT. 1982) 

Border Prices Domestic 
At Offi

ExchanveProduct 
cial 
Rate 

At Equil
Exchange 

ibrium 
Rate 

Domestic 
Price 

Price 
Definition 

1,732 IntermediaryCoffee 2,340 2,808 
9,000 10,800 6,372 ExporterCacao 

Cotton Fibre 7,574a/ 9,088 4:950b/ Producer 

1,100 1,320- 1,380 ProducerMaize 
Rice 2,101 2,521 3,029 Producer 

1,386 1,558 ProducerSorghum (1981) 1,155 

2,528 2,638 Ex-factoryFlour 2,107 
3,960 Wholesaled!
Sugar (raw) 1,650c/ 1,980 

Edible Oil 

a/ Average of U.S. and Mexican prices. 

T/ Fibre equivalent price. 
/ At $0.15/1b. 
/ Ex-factory plus taxes. 

These producer prices were derived indirectly from information on
Note: 

consumer prices in Port-au-Price, and they are not very reliable.
 

TABLE 12. 

Coffee
 

Cacao
 

Cotton Fibre
 

Maize
 

Rice
 

Sorghum 

Flour 
sugar-18.9 


Total 

n.a. = not applicable 

AND SUBSIDIES ) 

IN AGRICULTURAL PRICING POLICY 

(Million Gourdes, 1982) 

IMPLICIT TAXES (-) 

CONSL1M-PRODUCERS 

n a.-92 5S 

7.1
 

0
0
 
-37.5+37.5 
n.a.
 

-22.9 

-142. 5 

-202 9-81.0 
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to directions. 8 Leaving out rice, the net annual welfare cost to 

enemy of agricultural pricing policy is about G 209 million (or US$42 

an). The cost represents about 7% of agricultural GDP each year. 

lstimates of the distributional consequences of pricing policy cannot 

I readily, but some qualitative remarks can be made on that subject. 

by the nature of the goods taxed on the consumption Side, the
 

*it consumer taxes fall largely on urban groups. In rural areas, a
 

>roporion of the sugar is consumed in the form of open-pan sugar
 

1ou),raw cane, and local cane alcohol (clairin). While wheat flour 

its have penetrated some rural areas, their share of the average diet 

ihhigher in rural areas. And, as noted, rice is not consumed in 

quantities by the poorest groups. 

)n the producer side, most coffee and cotton producers are 

nolders but they are not the poorest subsistence farmers, who tend to 

sorghum or cassava and a small amount 6f legumes or vegetables. 

, while the implicit taxes affect a large part of the population, they 

to spare the very poorest. The implicit tax burden is largely carried 

e lower middle and middle classes, and the tax revenues go to the
 

ament or, via rent creation, to the more entrepreneurial classes. 

the pricing system is regressive for the top two-thirds or 

-fourths of the income strata, but does not materially affect the
 

t strata.
 

Trade Related Policies
 

Apart from export taxes, the trade-related policies that have the 

est impact on prices are the restrictive import licensing practices -

-ially for rice, wheat flour, and augar -- and the exchange rate 

-25
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Policies. As mentioned above, sorghum imports are not likely to be 

practicable because sorghum's market is neither urban nor oriented toward 

animal feed. As regards maize, Haitian consumers prefer their own 

varieties over the U.S. yellow corn. It is estimated that this preference 

could translate into a quality-related price differential of at least ten 

percent. Given this fact plus the prevailing pattern of prices, it does 

not appear that importing maize for human consumption would be a viable 

venture under an equilibrium exchange rate, although it might be nominally 

9profitable under the prevailing exchange rate. 

Although under the prevailing exchange rate, short-run considerations 

suggest that importing more rice and possibly more maize would be an 

efficient measure, that conclusion does not necessarily follow in a 

longer-run context. Agricultural experts in Haiti agree that there is an 

important potential for raising rice yields, and in fact Haiti may develop 

a significant comparative advantage in that crop. With that in mind, it 

may be useful to maintain the existing price incentives for rice, in the 

medium term, as a means to help develop that potential comparative 

advantage. In the case of maize the picture is less clear, but 

nutritionally it is an important Becausecrop. considerations of farmer 

income and affordability move in different directions, there appears to be 

no strong justification for departing from the present policy of importing 

maize for poultry and animal feed only. It is important to remember that
 

nutrition levels are determined more by the income levels of the poor than
 

by the physical availability of food. 
 The relatively restrictive licensing
 

policy for grain imports appears reasonably justifiable when all factors 

are taken into account. A viable option would be to allow greater maize 

and rice imports under a temporary protective tariff (which now exists de 

-26
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lure). The tariff need not be high (say, 20%) in order to protect
 

producer incomes and producer incentives in these crops, and greater
 

imports under a tariff would generate more fiscal revenues. The
 

restrictions on imports of floul and edible oils do not appear justified 

from an economic policy viewpoint, their only apparent justifoation is 

fiscal: protecting the profits of the parastatal food processing plants. 

3.3. The Agricultural Fiscal System 10 

Haiti's fiscal system currently is under pressure to generate more
 

revenues, so on the surface the possibilities for reducing some of the
 

burdens of the pricing system do not appear encouraging. However, closer
 

examination reveals considerable diversity and a potential for flexibility
 

in the agricultural part of the system. The fiscal pillars in agriculture 

are the coffee export tax and the revenues accruing from the parastatal 

flour mill (the Minoterie d'Haiti). Together these two sources generate
 

about half of the agricultural tax revenues. The budgetary tax revenues 

can be grouped into eight categories: export taxes, taxes on processed 

foods, taxes on alcohol and cigarettes, import tariffs, lease fees on 

public lands, irrigation water charges, agricultural marketing taxes, and 

the profits of parastatal food processing plants. 

In addition, the fiscal system generates extra-budgetary revenues 

which have no direct relation to the regular government expenditure 

accounts. There are two principal sources of these extrabudgetary
 

and therevenues: special taxes on flour and sugar, profits earned from 

re-export of sugar and coffee to the U.S. quota. (The re-export goods are 

purchased on the world market and sold at the higher quota price; Haiti's
 

own production has filled neither the sugar nor the coffee quota in the
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last several years.) Taken together, the agricultural extrabudgetary 

amount to perhaps 25% of the budgetary revenues in agriculture. 

A final element of the fiscal system is what may be called 

revenues 

"policy-induced rents." In a sense, these are foregone taxes -

private-sector rents created by public licensing or regulatory 

arrangements. In value, the largest of these rents is the income earne< 

from the sub-leasing of public lands. The government leases public 

leaseholdeagricultural land for a fee well below market value, and the 

customarily re-lease the land at a higher rate. Even for those 

leaseholders who choose to farm the land, however, the government's pol 

has created a rent. A second category of rent accrues to the use of 

irrigation water, Which is priced at a rate below even the annualized Of 

costs of the irrigation systems. (This second category of rent of cour* 

may be observed in many countries.) The third source of rent is the ad 

exemptions from import duties and export taxes, and the fourth is the
 

mandated supernumerary employment at parastatal food processing plants. 

significant; it may be estimated that itThis fourth kind of rent is 

generates private incomes in the range of US$1.5 to $3.0 million per ye. 

Finally, there is a rent created by the failure to implement the 

constitutional provision that requires a tax on large landholdings. T: 

is not an archaic provision but rather an amendment that was passed in 

The value of this last rent depends on the promulgatedAugust of 1983. 

schedule, but it is estimated that even a modest and tax could generate 

million per year. All together, therevenue of at least US$5.0 

policy-induced rents amount to 50% - 70% of the regular budgetary reven 

The extrabudgetary revenues and rents jointly represent 75% - 90% of th 

regular revenues. 

-28

jmenustik
Rectangle



---- MMM - - M M MMMM 	 M M
 

'erhaps the best example of how the fiscal system functions is found
 

IMinoterie's flour milling operations. Public revenues or private
 

are generated at five distinct points in the Hinoterie's process:
 

Lasses of flour taxes, the plant's balance sheet profit (part of which
 

netimes advanced to the treasury), a special account tax on flour
 

accrues 	to the Regie du Tabao, and the rents associated with the
 

lerable 	supernumerary employment. 

Laken broadly then, Haiti!s agricultural fiscal system is extensive 

iried. There is room for flexibility in changing tax rates, but there 

an more flexibility in the potential for shifting extrabudgetary 

Aes into the regular budget and for capturing into the budget the 

1-induced rents. Table 13 provides approximate estimates of the value 

L of the main components of the agricultural fiscal system. . 

I policy decision to incorporate the extrabudgetary revenues and the 

i-induced rents into the regular budget would have favorable
 

.ations for pricing policy where efficiency is concerned. First, it
 

permit a reduction of export taxes which, as noted, distort relative
 

A and depress producers' incomes. Second, higher lease fees in public
 

and higher irrigation charges, up to the marginal product of these 

roes, would have no direct effect on prices. The same statement can 

Jeregarding the possibility of taxing large landholdings. And third, 

Action of supernumerary employment in the parastatals would permit a 

ton in consumer prices of flour and vegetable oil. Thus, fiscal 

as which 'raise more net revenues could also have neutral or favorable 

ts on the price structure of Haitian agriculture.
 

the distributional effects of fiscal reforms also could be positive,
 

!e policy-created private rents largely accrue to the upper income
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TABLE 13. THE AGRICULTURAL FISCAL SYSTEM IN HAITI 

Value 
(US$ 

1. Istrmont TaxtioofBudgtar
1. Instruments of Budgetary Taxation 

1.1 Coffee export tax... .................. ........
 
1.2 Flour tax (T.C.A )...... ...... .... ... . ... 
1.3 Flour tax (other) . ......... ..... ... .......
 
1.4 Sugar tax.. ................................
 
1.5 Vegetable oil tax..... ... .................
 
1.6 Taxes on luxury foods and alcohol..............
 
1.7 Cigarette tax.......................... ... ...
 

1.8 	 Profit from flour milling (determined by
 

administered sales price).....................
 
1.9 	 Government profit from sugar mills (determined 

by administered prices of cane and sugar).... 
1.10 Export tax: cacao.... ............... .... ....
 
1.11 Export tax: sisal.............. *..............
 
1.12 Export tax: vetiver, lime, amyris..............
 
1.13 Export tax: meat...............................
 
1.14 Other export taxes............................
 
1.15 Tariffs on agricultural imports....... ........
 

1.16 Lease fees on public lands.................. ...
 

1.17 Irrigation water charges (0&M).................
 
1.18 Agricultural marketing taxes...................*
 

2. Extrabudgetary Revenue Sources
 

2.1 Special account tax on flour...................*
 
2.2 Special account tax on sugar..................*
 
2.3 Profit on sugar re-export.....................
 

3. policy-Induced Rents (to private sector) 

3.1 Rents on public lands...........................
 
...
3.2 Rents from irrigation...................... 


3.3 Exemptions from import duties............. ....
 

3.4 Exemptions from export taxes.................
 
3.5 	 Supernumerary employment at parastatals in food 

processing..................... ...... ...... 
3.6 	 Failure to implement constitutional tax on 

large land holdings.'.................... 
3.7 Profit on coffee re-export..... ...... ...
 

a/ 	 US$8.0 million in 1983. 
U 	 Includes advance of US$2.9 million, to the Government but 

capital reserve fund of US$2 6 million 
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In 1982 
million) 

9.0
 
3 5
 
1.la/
 
5.2
0.9 
2.1 
8.4 

13.0

(negative) 
0.2 
0.005 
0.3 
0.016 
negligibl 

approx 0.
 
0.2 

43.96
 

8.0 
6.9 
0 5-2.0 
1.0-5 0 

1.5-3.0 

5.0 

22.9-29.9 
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strata. If a sufficient amount of the rents were captured in the budget 

and sufficient extrabudgetary revenues were transferred to the regular 

budget, then export taxes and flour milling profits could be reduced. The 

net effect would be an increase in economic welfare for the lower-middle 

and middle income strata. In light of these foregoing considerations, 

then, there appear to be important possibilities for structural reform in 

Haiti's agricultural fiscal system. 
 It is possible to envisage reforms
 

which would yield a positive and significant net change in revenues and at
 

the same time have favorable efficiency effects on prices and progressive 

effects on the income distribution. 

il=-

Endnotes 

1. 	 In this chapter is edited from material originally developed as part 
extensive World Bank - AID - French government study of Haitian agric 
carried out in 1984. The findings of that study were positively rtce 
by the Haitian government and some of its recommendations were implem 
and hence some of the information used here is out of date. Helpful . 
cussions on parts of this report were held with Ralph Hanan, Javier T. 
Paul Duret, Daniel Lafontaine, Guy de Rinequesen, and Steven Olver, 
they should not be implicated in any remaining errors. Neither the W 
Bank nor the Haitian government should be held responsible for the vi. 
expressed here.
 

2. 	See Texas A&M University and Haitian Research and Extension Staff, A
 
Report 1983 USAID 'Contract No. 521-0078-C-00-1010-00, Research and 
Extension Component, Port-au-Prince. 

3. See W. McNally, W.David, and D. Flood, Sugar Study, draft, World Ban
 

July 1984.
 

4. 	The definition of profits used here is pure profits, exclusive of the
 

opportunity costs of land and labor.
 

5. 	These consumption estimates are provided by the Agriculture and Nutri
 
Planning Unit (UPAN) of the Ministry of Plan.
 

6. 	 Haiti's single flour mill is government-owned as is the oilseed proce 
plant and two of the flour centrifugal sugar mills. 

7. 	By not taking into account supply and demand elasticities, the estima
 
this table are slight overstatements of the changes in consumer and
 

producer surplus.
 

8. 	The consumer effects of coffee pricing policies have been omitted.
 

9. 	As in many countries, this kind of statement has to be qualified with
 
spatial dimension. Imported maize might be tore competitive than lo.
 
maize in Port-au-Prince, but not in other areas.
 

10. 	 Owing to recent fiscal reforms, the figures in this section are very t 
out of date in some cases. 
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1. 	 Introduction and Summary 

After several decades of rapid development, Melicn aigiculturo 

has become, in the 1970s and 1980S, a subject of considerable con

cern at the level of national policy. In the early and middle 1970s 

the concern was focussed on generation of rural employment and also 

restoration of sector growth at historical rates. As the 1970s pro

gressed, the mounting volume of agricultural imports became an 

issue of increasing importance, and an the past two years this issue 

has remained important, along with the magnitude of federal outlays 

In light of these concerns, this reporton agricultural subsidies. 


is directed toward issues of trade and pricing policy, in the con

text of a changing agricultural structure.
 

Section 2 of the report reviews trends in both official support 

prices and farm-gate prices, for Mexico's principal agricultural 

A careful review of trends reveals that, vis-a-vis interproducts. 

national market prices, Mexico's farm-gate prices for staple foods 

to 198 . Two factors weresuffered declines, in real terms%, from 196 


an increasing tendency for overvaluation of
behtnd these declines: 


the 	peso, and changes in the internal terms of trade. The trend of 

In particular,
declining real prices was reversed, however, in 1981-83. 


wheat, and sorghumby the last quarter of 1983, the real price%of maize, 

reached twenty-year highs. 

that 	 the usual price deflationIn procedural terms, the study finds 

procedure (by the GDP deflator) and the usual definition of relevant
 

"world" prices both are misleading. Corrected procedures and data were 

In numerical terms, it was found that real protection rates forused. 


oil staples have boon negative since 1960, with the exception of maize
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in 1981 to 1983 and wheat and sorghum in 1983. In the period 1970

the negative real protection rate for the three principal grains re.' 

and sorghuman average of -30% for maize, -37% for wheat, -40% for 

stagnation(Tables 2-7 to 2-9), which may explain a good deal of the 

production experienced at that time. Other measures also are reviet' 

such as the rates of support prices to official minimum wages, and I 

all point in the direction of a declining purchasing power. of Mexico 

staple food harvests until very recent years. 

the past two decades,Section 3 reviews structural changes over 

composition of production by product
in particular the aggregate 

groups, the use of agricultural inputs, the role of agricultural tra 

food products. Rates of yield
and patterns of consumer demand for 

increase also are reviewed, and it is concluded that sector growth 

3.5%per annum is feasible, and that appro
in the range of 3.3% to 

strucpriate pricing policies can raise it higher. The dominant 

demand sides is the diminishedtural change on both the supply and 

importance of basic foodgrains, anA the increased importance of feed 

cropsgrains. oilseeds, fruits and vegetables, and other high-value 

is to the farm level inThe theme of structural change carried 

section 4, where the rather surprising result is found that maize 

of th(including home retentions) now accounts for no more than 25t 

income on the smallest farms. Small-scale livestock operations, trt 

and off-farm work all are important sources of crops, remittances, 

In light of these and other data, the analysis shows that
income. 


price protection to maize production alone is somewhat regressive 
ii
 

terms of the national income distribution. Protection to feedgrain
 

isa progressive measure, and so these results lend support to the
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later recommendation that food grains and feedgrains for maize and sorghum) 

should receive approximately equal rates of protection. Later in the sec

tion, a recent study is cited to the effect that within the agricultural 

sector support of the maize price is a progressive measure, as are several
 

other cited instruments of pricing policy.
 

Section 4 also analyzes the relation between trade and pricing policies, 

and It briefly reviews the budgetary aspects of alternative consumer sub

sidy schemes. One of the principal conclusions to emerge is that substantial 

budgetary savings can be realized by better targetting of consumer subsidies 

and by reduction of the number of products subsidized. Another conclusion 

is that it would be important to establish the principle of using inter

national prices as reference prices, and this can be done by adopting an 

implicit or explicit tariff on maize and sorghum, and by using border prices 

for all other products (or domestic market prices in the case of nontraded 

goods). In the past, there has been a considerable sacrifice of efficiency 

caused by great variations in border price-domestic price ratios. On the 

other hand, in light of Mexico's national objectives, persuasive arguments 

can be made for protection of maize and sorghum, at least for the present. 

Elimination of the sorghum subsidy, and eventually imposition of an explicit 

tariff on sorghum imports, would raise considerable amounts of revenue to 

help finance the consumer subsidy program. Whether or not the implicit maize 

tariff raises revenue in net terms would depend on the relative magnitudes of 

maize imports and maize sold at subsidized prices to target consumer groups.
 

The principal points at issue here are that: (1) trade policy can be used to
 

help define pricing policy and at the same time to generate budgetary revenues,
 

whereas the current mode of effecting pricing policy causes only budgetary 

outlays, and (2) pricing policy in Mexico agriculture has not operated 

efficiently with regard to relative prices over crops. 

Section S draws together the foregoing considerations into st 

specific conclusions. A selective tariff on maize and sorghum ij 

at a level of 25-30% is proposed (at an equtlibrum exchango rate) 

with use of border or market pricing for other products. For sorp 

arguments can be advanced for eliminating the cnd-use subsidy. 'i 

subsidy on wheat is fairly regressive and appenls to have no ecoml 

fication. For rice, pricing policyracts as a significant tax on I 

and because of that tax Mexico may be failing to capitalize on a 

advantage in the production of rice. The role of CONASUPO as a p 

and marketing agency is reviewed, and some possible redefinitions 

mandate are considered, in keeping with suggestions for much more 

focussed programs of consumer subsidy. 

Overall, an important point to emerge from the study is that 

tural pricing policy in Mexico appears to have developed in an in 

fashion over time, rather than being based on stated pricing prin 

Also, trade policy has not been used as an instrument of pricing I 

This study suggests that trade policy can be an effective instrum 

pricing policy and that its use can improve the government's reve 

tion as well. Uniform use of border prices is not appropriate fo' 

selective departures can be justified in light of national econom 

tives, particularly those related to income distribution and mate 

security. Nevertheless, international prices can provide useful i 

reference in establishing pricint policy, and it would be ofmore 

for Mexican agriculture to reduce the degree of inter-crop price 

vis-a-vis border prices. As regards producer incentives, the sty 

cludes that it is indeed feasiblA in budgetary terms to extend a 

m-m ma-- mmm m-amm
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price stimulus to farmers than was extended in the 1970s, provided that 

coniumer subsidies are targetted and that trade policy is used as an 

instrument of pricing policy. 

The most recent data show that the real protection rates for the 

principal grains were quite high by the end of 1983 (see Tables 2-7 to 

2-9 below). However, those data warrant two cautionary notes of 

interpretation. One is that the crop prices used in the calculation 

are the support prices effective as of September 1983, and thus they 

that year. In a highly inflationdid not influence planting decisions in 

ary environment, it may take a series of upward revisions in the support 

prices to convince farmers that the purchasing power of their harvest 

will not be eroded. Another qualification is that the high real pro

tection is largely determined by the undervalued exchange rate. Thus,
 

as noted in the historical discussion of Mexican pricing policy, the
 

rate is de facto the most powerful instrument of agriculturalexchange 

pricing policy.
 

The following figures illustrate the importance of the exchange
 

In 1960 constant prices, the end-1983 real protection rates are
rate. 

for maize, 1.692 for sorghum,
calculated in Tables 2-7 to 2-9 as 2.185 

and 1.869 for wheat. But a parity exchange rate for 1983 would have 

been about 91 pesos/dollar vs. the actual 150 pesos/dollar. If the 

parity exchange had in fact been the actual rate, real protection
 

would have been much less, specifically 1.33 for maize, 1.03 for
 

(where 1.0 denotes no protection).
sorghum, and 1.14 for wheat 


The policy implication is that the current support prices
 

are high, but that they may not continue to be high if the
 

process of gradual devatuation-cuml-inflation leads to a lessening
 

of the degree of undervaluation of the peso, as is planned. A 

parallel conclusion may be reached by looking at the nominal pr, 

In 1982 and 1983, nominal
tection rates in Table 2-10 below. 


be much'protection rates appear to have dropped, but they would 

For
higher if the exchange rate were 91 pesos to the dollar. 

example, the nominal protection coefficient (NPC) for maize is ( 

1983, but if the exchange rate distortion were removed it would 

to 1.03, and foi1.33; for sorghum, the NPC would rise from 0.62 

wheat it would rise from 0.69 to 1.14. If the exchange rate we
 

truly a parity rate, then the nominal and real protection rates
 

would become the same.
 

These considerations suggest that, for these three crops,.
 

appropriate policy would be to continue to maintain the same 
re,
 

continue to adjust the support p
domestic support prices, i.e., 


in line with domestic inflation, while in the meantime the 
degr.
 

undervaluation is gradually removed. Also, it would be useful 1 

take steps to correct the downward bias in the support price fo. 

rice.
 

conclusion is thatIn a historical context, the important 

recent years the long-lived tendency to tax farmers via pricing 

has been overcome. Some distoftions still remain, as in rice as 

milk, but for the main traded grains the 1981-83 policies mark 

sharp departure from past practice. The challenge is now to ma 

tain the new policy in a rapidly changing economic environment. 
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2. 	 Relative Prices in Mexican Agriculture 

a long history in Mexico. TheAgricultural pricing policy has 

fundamental law of pricing policy was promulgated in 1950, and it pro

vided for regulation of foreign trade as well as for price control. 

From the beginning, a primary aim of pricing and trade policy has been 

to improve the economic welfare of the lower income groups: 

"The essential postulate of the, law [of 19501 is the protection 

of the economic interests of the [lower income groups] by means 

of a number of important measures, especially price control, 

policies to influence the marketing process, and regulation of
 

foreign trade..." (Dfvila, 1982).
 

However, the policy has not always been implemented effectively toward
 

Neither the 1950

these ends, especially with regard to 	the rural poor. 


law nor subsequent policy documents clarified the relative emphasis 
to
 

be given to consumer vs. producer subsidies. However, from 1975 through
 

1981, the emphasis has been placed increasingly on consumer 
subsidies
 

(Dtvila, 92 .cit.), with little attempt 
to target the consumer programs.
 

during the inflationaryThe commitment to agricultural and other subsidies 

decade of the 1970s led to rapidiy increasing government outlays on .ubsidy
 

From 1970 to 1981, total subsidy outlays increased at a 42.5%
 programs. 


annual rate, in nominal terms, while nominal GNP grew by 26.5% annually
 

(Divila, og.Sit_.).
 

A part of this increasing emphasis on subsidies is explainable by
 

the priority given to income redistribution under 
the presidential
 

and Jos6 L6pez Portillo. Another
of Luis Echevarria 

sense of budgetary sufficiency created 
administrations 

factor at work may have been the 

by the sharp rise in oil exports, plus substantial foreign borrowings,
 

during the latter half of the 1970s. It is likely that these two 
factors
 

in consumer subsiditogether were principal causes of the increases 

to create a need for increased producbut other forces were at work 

subsidies. These other forces may be summarized as the movements i 

two sets of terms of trade; the domestic agricultural-nonagricultu 

terms of trade, and the overall domestic-foreign terms of trade. 1 

are documented and reviethe following pages, these price movements 

In the 1950s, guaranteed prices were implemented for only fou 

beans, wheat, and rice. Sorghum was adde
basic food crops: maize, 

oilse 
to the list of supported crops in 1961, and soybeans and some 

were added in the mid-1960s. As of 1983, the number of crops rece' 

price support is thirteen, as follows: maize, beans, wheat, rice, 

sorghum, soybeans, safflower, sesame, cottonseed, sunflower, copra, 

malt barley, and forage barley. 

In the early years of the guaranteed price program, CONASUPO' 

long periods ofofficial purchase prices tended to remain fixed for 

in the wheat support price in 1965 (Tab
time,except for the decline 

in view of the general price stabilit
2-1). That is not.surprising 

1960s. From 1960 to 1969, Mexico's whol
in Mexico in the 1950s and 

sale price index increased by 2.09 per year on the average. 1e 

support prices also tended to maintain a fairly stable relationship 

average farm-gate prices (precio dedios rurales), with the notable 

later of cottonseed (Table 2-2). In theexception of soybeans, and 

early years of the program, the concerns were not so much for the p 

level as for the geographical coverage of CONASUPO's programs. Man 

below the suppin more remote areas received prices which were well 

prices and average farm-gate prices, owing to lack of adequate tran 

portation and storage facilities. In recognition of this problem,
 

a M 	 ama Ma a m Ma - M "a a a
 



Table 2-1. 1960-83 SUPPORT PRICES FOR PRINCIPAL CROPS 
(pesos/ton) 

Year Maize Wheat Sorghum Beans Rice Soybeans Safflower -Sesame 

1960 800 913 1,500 850 U1961 800 913 525 1,750 9001962 800 913 550 1,750 9001963 940 913 565 1,750 1,0501964. 940 913 625 1,750 1,100 U1965 940 800 575 1,750 1,100 1,500
1966 940 800 62S 1,750 1.100 1,600 1,500
1967	 2,500940 800	 625 1,750 1,100 1.600 1,5001968	 2,500940 800 62S 1,750 1,100 1,600 1,500 2,5001969 940 I800 625 1,750 1,100 1,450 1,500 2,500 
1970 940 800	 625 1.750 1,1001971	 1,300 1,500 2,500940 800 625 1,750 1,1001972	 1,600 1,500 2,500940 800	 725 1,750 11100 1,775 1,5001973 1, 200 870	 3,000750 1,750 1,100 2,7D 1,6001974	 3,0001,500 1,300	 1,100 5,500 3,000 3,300 3,000 5,000
 
1979 1,900 1,750 1,600
 6,000 2,500 3,SOO1976	 3,500 6,0002,340 1,730	 1,600 4,750 3,000 4,0001977	 3,200 7,5402,900 2,050	 2,030 5,0001978	 3,100 S,500 3,900 7,5402,900 2,600	 2,030 6,250 3,100 5.5001979	 4,600 7,5403,480 3,000	 2,335 7,750 3,720 6.400 5,000 9,050 

4,4501980	 3,550 Z,900 12,000 4,5001981	 8,000 6,000 11,5006.550
 4,600 3,930 16,000 6,5001982	 10,800 7,800 15,5258,850 6,930	 5,200 21,100 8,6001983 May	 15,300 11,150 20,90016,000 14,000	 10,500 29,500 17,6001983 Sept. 19,200 18,200 13,600	 
27,700 22,600 37,80033, 000 21,000 33,0001984 April	 26,400 50,00025,500 25,000	 19,000 40,000 21,000 33,000 35,000 50,000 

Sources: 1960-81 prices:	 Coordinacifn General del Sistema Nacional de Evaluaci6da Sistema Alimentario Merin o ,
Politica de Precios de Garantia delSistema Alimentario Mexicano. M5xico, D.F.,

Septeuber 1981. Prices reported are the average prices paid by CONASUPO in its

operations over the year.


1982-83 prices: Direcci6n General de Programaci~n Econ5mica y Social, 
 Secretaria de ProgramaciSn
y Presupuesto. 

Table 2-2. SIPPORTPRICELMEIS PELTIVE To PAIt-GATE PRICES 
(support prteffea Pt pce in percent) 

1966 1967 196$ 1969 1970 1971 1972 1973 1974 1975 1976 1977 1978 1979 1980 1981 1912 

tk 102.4 100.0 100.6 105.1 103.9 104.4 104.2 84.8 102.5 93.9 &7.4 102.2 99.6 98.0 89.4 117.6 99 4 
Beas 97.8 99.7 99.S 97.2 94.7 86.6 86.2 71.8 107.1 114.1 101.1 92.0 84.0 62.1 81 4 100 5 86.6 

Barley - - - - - 124.8 109.1 88.3 101.6 108.6 111.5 89.8 86.2 V5.9 192.6 99 4 
mar 90.7 94.2 03.3 94.2 95.0 92.9 93.9 97.8 96.7 101.5 100.6 96.3 99.8 100.0 99.3 99.0 106 8 
Corrosseed - - - - 66.1 71.6 42.7 100.5 93.1 88.6 - * 101.4 100.7 141.0 88.0 

Fuse 97.8 806.2 96.1 92.7 92.4 89.7 97.6 68.4 111.5 86.6 95.0 97.1 82.4 86.2 76 3 94 4 73 3 

Sortufl 97 6 100.8 100.5 97.8 96.3 91.8 84 9 85.5 57.2 69.9 96.4 80.1 90.4 92.6 84.1 101.8 93 5 

Sat.ns 43.8 3D.0 ~ 39.1 39.1 3.2 37.7 40.4 23.9 33.4 47.8 33.s 38.9 35.4 107.2 93.4 99.8 98.7 I
Safflover 107 9 102 7 103.5 99.7 97.3 96.5 95.2 84.4 80.0 104.0 87.7 93.2 81.4 S8.5 82.6 100.D 142.8 

Sesae 119.0 301.8 101.1 99.3 99.4 96.7 106.9 84.6 93.2 105.1 102.9 92.3 69.8 b9.7 97.6 94.1 83 9 

Source. Secretura do Agritultura y Recursos IlidrSul icas (1966*80 figures are tako. with some adif.cations. fro. an earlier World Fan. ReportI I
 
I
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early 1970s CONASUPO 	 significantly expanded its system of storage and 

collection points and 	also its stock of transport vehicles.
 

The first important departures from the policy of stable support 

prices came in 1973 and 1974. Inflation had accelerated in 1973 (the whole

sale price index increased by 15.7% that year), but in fact the government 

intended to raise the support prices by more than the inflation rate, 

to stimulate lagging production (Secretaria de la Presidencia, .1973). 

In the spring of 1974, new support prices were announced which amounted 

to a 64% increase for maize, a 214% increase for beans, a 173t increase
 

for rice, a 66% increase for sesame, and lesser but still significant
 

increases for other crops. The new policy was continued in the follow

ing year, with the result that in 1974 and 1975 the support prices in

in real terms (Table 2-3). Poor weather, especiallycreased substantially 

in 1974, and a series of land tenure disputes of increasing severity in

hibited generalized production responses to these higher incentives, but 

very strong responses were recorded in the production of rice, wheat, saf

flower, and sorghum, and smaller responses in beans and soybeans (Table 3-7). 

By 1976, budgetary and inflationary pressures were beginning to be 

felt, and so the policy of high support prices was weakened. By 1977, real 

domestic support prices for all crops were significantly below their 1975 

rest of the decade, but reallevels. The pattern varied by crop for the 

support prices, without exception., remained below their 1975 levels. They 

also were well below 	their levels in 1960 for maize, wheat, beans and rice,
 

and well below their 	level in the'initial year of inclusion in the program, 

crops. In lb8l and again in 1983 real support pricesin the case of other 


uniformly
increased for almost all crops, but in 1983 they still remained 


below their 1975 levels.
 

am- m-emm--mm-m-ma-mama 
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are shown in Table 2-3. A word
The trends in real support prices 

is in order, for the derivation of real prices is
of interpretation 


different than the usual procedures for Mexico. 
 In most reports on the 

are via deflation by
Mexican economy, real agricultural prices derived 

however, CO4ASUPO purchase prices and
the GDP deflator. Conceptually, 

gate prices are species of wholesale prices, and therefore average farm 

index such as the GDP deflator is
deflation by a value added price 

inappropriate. A reason for hesitation to use the wholesale price inde 

may be that it is compiled on the basis of a survey in Mexico City only 

of Mexi 
However, while wholesale prices elsewhere may differ from those 

prices typically does not 
City, the spatial distribution of wholesale 

time. As Table 2-4 shows, the wholesale price
change very much over 

over 	 time with respect to the 
index itself has declined substantially 

Use of the wholesale price index, therefore, implies a
GDP deflator. 

slower rate of decline in real agricultural prices. Since basic food

of the 	 index,stuffs account for a significant portion wholesale price 


2-3 are upper
it can 	be said a priori that thA real prices in Table 

bound 	estimates.
 

It should be noted that the decline in real farm gate prices of
 

basic foods does not 	characterize the trends in prices for other agri-

At the level of the Mexico City wholesale market,
cultural products. 


prices of grains increased by 20% per annumduring 1972-SO the nominal 

while the nominal prices of vegetables increased by 30% per annum 

(Banco de Mxico, 1981, p. 156): This difference, of course, is not 

by crop (Table 3
unrelated to the differential production growth rates 

Turning to the international terms of trade, Table 2-4 shows 

It is immediately evidethe annual average exchange rates since 1960. 

ma
 



g
 
Table 2-3. REAL 	 DOMESTIC SUPPORT PRICES FOR PRINCIPAL CROPS 

(in constant 1960 prices) 'I 
Year Maize Wheat Sorghum Beans Rice Soybeans Safflower Sesame 

1960 800 913 1,500 850
 
1961 793 905 520 1,734 892
 I
 
1962 778 888 535 1,702 875
 
1963 '910 884 547 1,694 1,016
 
1964 873 848 580 1,625 1,021
 
1965 857 729 S24 1.595 1,003 1,393
 
1966 846 720 563 1,575 990 1,440 1,350 2,250
 I
 
1967 822 700 547 1,531 962 1,400 1,312 2,187
 
1968 807 687 536 1,502 944 1,373 1,288 2,146
 
1969 787 669 523 1,464 921 1,213 1,255 2,092
 
1970 742 632 494 1,382 869 1,027 1,185 1,975
 
1971 716 609 476 1,333 838 1,219 1,142 1,904 '3 
 I
 
1972 696 593 537 1,296 815 1,315 1,111 2,222 -4
 
1973 769 557 480 1,120 704 1,729 1,024 1,921
 
1974 784 680 575 2,875 1,568 1,725 Y,568 2,614
 
1975 899 828 757 2,838 1,183 1,656 1,656 2,838
 I
1976 905 677 619 1.838 1,161 1,548 1,238 2,918
 
1977 794 562 556 1,370 850 1.507 1,069 2,066
 
1978 686 615 480 1,479 734 1,302 1,089 1,785
 
1979 696 600 467 1,551 744 1,281 1,000 1.811
 
1980 715 570 466 1,928 723 1,286 964 1,848
 
1981 845 594 507 2,065 839 1,394 1,007 2,003
 
1982 731 573 430 1,745 . 711 1,265 _ 922 1,728
 
1983 818 776 580 1,407 895 1,407 1,125 2,131
 

Note: Real prices are defined as nominal prices deflated by the wholesale price index. 

Table 2-4. AGGREGATE PRICE INDICES 

Wholesale Exchange rate4
 
Wholesale Consumer GDP Exchange indexCDP wholesale
 

Year price index -price index deflator rate deflator index
 

1960 1.000 1.000 12.491 1.000 12.491
 
1961 1.009 1.034 12.491 0.976 12.380
 
1962 1.028 . 1.065 12.491 0.965 12.151
 
1963 1.033 1.098 12.491 0.941 12.092
 
1964 1.077 1.160 12.491 0.928 11.598
 
1965 1.097 1.187 12.491 0.924 11.387
 
1966 1.111 1.234 12.491 0.900 11.243
 
1967 1.143 1.270 12.491 0.900 10.928
 
1968 1.165 1.000 1.300 12.491 0.896 10.722
 
1969 1.195 1.035 1.351 12.491 0.885 10.453
 
1970 1.266 1.087 1.412 12.491 0.897 9.867
 
1971 1.313 1.146 1.475 12.491 0.890 9.513
 

1972 1.350 1.203 1.557 12.491 0.867 9.253
 
1973 1.562 1.348 1.750 12.491 0.893 7.997
 
1974 1.913 1.668 2.112 12.491 - . 0.906 6.530
 

1975 2.114 1.918 2.532 12.491 0.835 5.909
 
1976 2.584 2.211 3.081 15.444 0 839 5.977
 
1977 3.649 2.867 4.069 22.579 0.897 6.188
 

1978 4.225 3.367 4.749 22.764 0.890 5.388
 
1979 4.998 3.980 5.712 22.800 0.875 4.562
 
1980 6:223 5.027 7.351 22.950 0.847 3.688
 
1981 7.749 6.401 9.409 24.510 0.824 3.163
 
1982 12-095 10.700 55.470 4.586
 
1983 23.460 18.367 	 150.294
 

Annual rates 
of change,
 
1968-82 18.1% 17.9% 11.2.
 

1968-83 22.2% 21.4% 	 39.7% 

Source: Banco de 	 Nexico 
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Table 2-S. TilE EXCHANGE RATE AND REILATIVE! PRICEIS 

that the exchange rate movements are discrete and sizeable, as opposed
 (c) (Ji) (e)(a) 	 (b) 
Mexican ApproximfateMexicanto more continuous changes in the other price indexes. A direct com-

1.S. producer wholesale Ratio exchange parity exehamp 
(a1) rate rate 

parison of the exchange rate with domestic price indexes is not very	 Year price index price index (b) 

1.000 	 12.491 12.491
1.000
useful, for movements in international prices must also be taken into	 1901.000 

1.013 	 1.412.5
1.009
1961 .996 


.999 	 1.028 1.029 12.491 12. 853 
account. Since the United States is Mexico's largest trading partner,	 1962 
 12.491 12.953
.996 	 1.033 1.037 


1.077, 

1963 


1.079 	 12.491 13.478
 
U.S. wholesalle prices are used as the international price reference in	 1964 .998 

12.491 13.465
1.097 	 1.078
Table 2-5. In that table, an approximate parity exchange rate is	 1965 1.018 
12.491 13.191
 

1966 1.052 1.111 1.056 

1.084 	 12.491 13.S40
 

rate was in	 1967 1.054 1.143constructed on the assumption that the actual exchange 
1.079 	 12.491 13.478
 

1968 1.080 1.16S 

12.491 13.303
 

equilibrium in 1960. For years after 1960, the "parity exchange rate" 1969 1.122 1.195 1.065 

i 1.266 1.089 12.491 13.603
 
is defined as the 1960 rate multiplied by the ratio of Mexican and	 1970 1.163 

1.093 12:491 13.653
 
1971 1.201 1.313 


1.076 	 12.491 13.440
 
1972 1.255 1.350
U.S. wholesale price indexes in each year.
 12.491 13.7S3
 
1973 1.419 1.562 1.101 


12.491 14.165
 
As Table 2-S 	 shows, up to 1982 there was an increasing tendency 1974 1.687 1.913 1.134 

1.147 	 12.491 14.327 
for overvaluation of the peso, although the degree of overvaluation	 1975 1.843 2.114 


15.444 16.738
 
1976 1.928 2.584 1.340 


22.579 22.284
 
was roughly constant from 1964 td 1972. (Also, in 1977 the peso	 1977 2.046 3.649 1.784 


22.764 23.920
 
1978 2.206 4.225 1.915 


appears to have been slightly undervalued as a result of the devaluations	 2.013 22.800 25.144
 
1979 2.483 4.998 


22.950 27.443
 
in 1976 and 1977.) By 1980, the degree of overvaluation reached about	 1980 2.833 6.223 2.197 


24.510 31.302

3.092 7.749 2.506 


47.903

20%, and in 1981 it was about 28%. The 1982 devaluation was strong	 

1981 
12.095 3.835 55.470


1982 3.154 

7.306 150.294 91.261
1983 .3.211 23.460 

enough to undervalue the peso, and the degree of undervaluation in

creased significantly in 1983. 

Given the volume of Mexico's trade in agricultural products, the
 

external terms of trade has an effect on the net agricultural trade
 

to
balance. In order to see the importance of this effect, it is useful 


compare Mexican and world prices of agricultural products in real terms. 

most easily done by expressing both in constant 1960 internationalThis is 


prices, thus correcting for changes in both the internal and external
 

terms of trade. Before this step can be taken, however, the relevant
 

m m me--m mm-m me-m----	 n
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world product prices must be determined. Most Bank studies utilize 

"world" f.o.b. prices whose geographical basis of calculation varies 

with the product. For an importing country, however, the relevant 

price is a c.i.f. import price. Table 2-6 shows alternative definitions 

of Mexico's import prices for the principal imported products. In the 

case of maize, the c.i.f. "border' price averaged 27% higher than the 

f.o.b. "world" price for 1970-8.* For wheat, the two price measurements
 

are closer, and for sorghum again the border price averages quite a bit
 

higher than the world price. For this report, the c.i.f. Mexico prices
 

have been used as representing the true import cost to Mexico. The U.S.
 

export price shown in Table 2-6 refers to shipments specifically to Mexico,
 

and there are a few cases of obvious discrepancy in which the U.S. f.o.b.
 

price is somewhat greater than the Mexican c.i.f. price. The timing of
 

import contracts may be responsible for these discrepancies, but in any
 

case the c.i.f. price is the appropriate one for use in review of Mexican
 

pricing policy.
 

To express Mexican domestic grain prices in constant international 

price, the real domestic price is-divided by the parity exchange rate
 

premium; the latter is defined as the parity exchange rate divided
 

by the actual exchange rate. Prices converted in this manner (shown in
 

-The Mexican maize import price reflects the fact that part of Mexico's 
maize imports are of seed corn, which is more costly. However, it is 
appropriate that this factor should be reflected in the import price, 
for Mexico's import cost depends in part on its decisions regarding the
 
share of production to be allocated to seed purposes. 
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columns (1) and (2) of Table 2-7) may then be compared with real c.i.f. 

import prices (column (3) in Table 2-7), which are deflated by the U.S. 0 $0W.o to 
'0 
0, 

C 
N 0~ 

-4 
to 

-4 
wholesale price index. The ratios of these two real prices also are 

to 44 

shown in Table 2-7. 4.-
C-, K 
to 0 
0,
.4 '0 

In reading Table 2-7, the first column of numbers (real domestic 

support price) expresses the support price in terms oF its purchasing 
o- 'S 
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power over a representative bundle of goods in the economy. The exchange 
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00 
*8 4-. 
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rate premium converts this measure into an expression of purchasing 
~ 0.8 '4 "4) 

power over a bundle of international goods. The dollar value in 1960 o 4,'0 -
.o.cr0 
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Oo~~ool tfl.D S-4440, 
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prices is obtained by converting by the 1960 exchange rate. a. ('1

to 
'4 
8 

The major conclusion to emerge from Table 2-7 is 

tion of maize has generally been negative in Mexico.-

that real protec-

It was positive 
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only in 1967-68, when Mexico still was exporting maize (with a subsidy), 

in 1976-77, following the first devaluations in two decades, and in 1981

82. In the latter years the higher domestic price supports and then the 

peso devaluation caused changes in protection'rates. This conclusion about 

negative protection differs from those of previous studies which have not 

taken into account movements over*time in the internal and external terms 
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for wheat and sorghum, except that for those crops the protection 

rates have been even more strongly negative. For sorghum, protection 
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Table 2-8. COMPARISON OF REAL DOMESTIC AND IMPORT PRICES OF SORGHUM 

(prices per ton) 

(3) I

Domestic support price in ImportReal Parity	 import
1960 international prices

domestic exchange price in price in Period 

support rate (1) (2) current 1960 Ratio Average 
Year price premium in pesos in dollars dollars dollars (2) 4 (3) Ratio I
 
1965 524 1.078 486 38.91 56.12 55.13 .706
 
1966 563 1.056 533 42.67 61.48 58.44 .730
 

1967 547 1.084 505 40.43 59.96 56.89 .711 .733
 I

1968 536 1.079 497 39.79 55.32 31.22 .777
 
1969 523 1.065 491 39.31 59.56 53.D8 .741
 

1970 494 1.089 454 36.34 61.36 52.93 .687
 
1971 476- 1.093 435 34.83 66.21 5.13 .632
 I
 
1972 537 1.076 499 39.95 66.53 53.01 .734 .595 m,
 

1973 480 1.101 436 34.91 110.56 77.91 .448
 
1974 575 1.134 507 40.59 150.35 89.12 .456
 

1975 757 1.147 660 52.84 139.14 75.50 .700
 I
 
1976 619 1.084 571 45.71 120.44 62.47 .732
 
1977 556 0.987 563 45.07 103.10 50.39 .894 .750
 
1978 480 1.051 457 36.59 112.59 51.04 .717
 
1979 467 1.103 423 33.86 118.60 47.76 .709
 I
 
1980 466 1.196 390 31.22 146.06 51.56 .606
 
1981 507 1.277 397 31.78 166.14 53.73 .592 .972
 
1982 430 0.864 498 39.87 126.16 40.00 .997
 
1983 580 0.607 956 76.50 145.17* 45.21 1.692
 I~ 
For 1983, the sorghum import price is estimated on the basis of the 1982 import price and the 1982-83
 
percentage change in the U.S. f.o.b. price of sorghum. This estimate is unlikely to correspond exactly
 
to the actual CONASUPO import price.
 

Table 2-9. COMPARISON OF 	 REAL DOMESTIC AND IMPORT PRICES OF WHEAT
 
(prices per ton)
 

Real Parity ~Domestic support price in pro
 

do sic ecange 1960 international prices price n pre n 
 Period
 

support rate (1) (2) current 1960 Ratio Average
 

Tear price premium in pesos in dollars dollars dollars (2) * (3) Ratio 

1965 .729 1.078 676 54.15
 
1966 720 1.056 681 54.55
 

1967 700 1.084 646 51.69
 
1968 687 1.079 637 51.00
 
1969 669 1.065 628 50.26
 

1970 632 1.089 580 46.46
 
1971 609 1.093 557 44.62 66.45 55.33 .806
 

1972 393.. . 1.076 - .551 - 44.11 72.77 57.98 .761 628
 
1973 557 1.101 506 40.48 108.80 76.67 .528
 

1974 680 1.134 600 48.03 193.66 114.80 .418
 I
 
2975 828 1.147 722 S7.80 199.66 108.33 .534
 

1976 677 1.084 625 50.04 n.a. n.a. ma. 
 7
 

1977 562 0.987 569 45.55 98.72 48.25 .944 .721
 U1.051 	 46.83 135.-78 61.55 .761
1978 615 585 

1979 600 544
1.103 	 43.55 167.54 67.47 .646
 

1980 570 1.196 477 38.19 191.29 67.52 .566 99
 

1981 
 594 1.277 465 37.23 193.72 62.65 .594 .993
 I

573 0.864 663 53.08 177.78* 56.37 .942
1982 

0.607 1,278 102.35 175.79* 54.75 1.869
1983 776 


1982 and 1983, the wheat import prices are estimated on the basis of the 1981 import price and the
 

in the U.S. f.o.b. price of wheat. These estimates are unlikely
 
-For 

1981-82 and 1982-83 percentage changes I
 
to correspond exactly to the actual CONASUPO import prices'. 

I
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has average -25% to -40%, except for 1982. For wheat, protection 
"Ilo increasing dependence on foreign sources of food has given 

problems in food supply and distributton and has 
rates have been more variable, but they have been even more negative rise to severe 

prejudiced our national sovereignty in regard to food."* 

than the sorghum protection rates, on the average. 
be set in motion, whoseAnd therefore a national food program will 


To studies independently have estimated that the supply elasticity
 
objectives are:
 

of maize in Mexico is about O.S.* If this is representative of grains
 
"to attain food sovereignty and to create nutritional conditions
 

then it seems clear that negative real protection rates have which will permit the full development of the capacities and

in general, 


potentialities of every Mexican."**
 
accounted for a significant share of Mexico's trade deficits in grains.
 

of the proceeding administration,The agricultural subsidy programs 
of Mexico's increase in real standards ofPut in other terms, a part 

Food System)developed by the Sistema Alimentario Mexicano (Mexican 


living over the 1965-82 period, especially in urban areas, was brought
 
were based explicitly on the goal of food-sufficiency:also 

about by increasing reliance on relatively cheap imported supplies of
 
a global approach because its'The Mexican Food System adopts 


basic agricultural commodities.** Mexico faces a major long-run policy objective is to attain food self-sufficiency via both pro

duction- and consumption-oriented programs.'-***
 

choice in this respect: it can continue utilizing imported food as of
one 
into effective actions in

If these statements are to be translated 


the bases for future urban prosperity, subject to constraints imposed by
 
it would appear important to reverse the decline

the agricultural sector, 
to bring itits export-caning capacity, or it can implement programs 

was of course attempted in 1980 and 1981,of agricultural prices. This 
has been affirmedcloser to its goal of food self-sufficiency. This goal 

for CONASUPO's operations, and the attempt
via an expanded subsidy budget 


by three successive presidential administrations in terms that suggest
 
the consumerturned out to be prohibitively expensive, in part because 


it has more than the usual importance in the case of Mexico. As an
 
subsidy component of the program Oas not sufficiently targetted. There 

of the latest national plan document the broadexample, in the words 
however; in particular, trade andother instruments of pricing polidy, 


objectives of Mexican foreign policy include:
 
structure.tariff policy can have important effects on the domestic pricing 

and economic independence""*1. . .strengthening our political 
as an instrument ofTrade policy does not appear to hAve been used 


level of sectoral polief the plan document states:
and at the 

agricultural pricing policy in Mexico, but if used in this way its
 

out with a mathematical programming
*One of the studies was carried budgetary consequences can be much more favorable than the presently

The first one is
and the other with econometric methods. 

reported in L. M. Bassoco et al. (1982), and the second one is re-
structured operations of CONASUPO. Section 5 below discusses some policy

model (CIAC) 

paper by Celso Cartas and Edwardo Cifuentes at 
ported in a working 

n y Presupuesto (personal communication). of this nature.the Secretaria de Programaci 
6 

options 


of Mexico's agricultural imports (excluding

**Note that the dollar value 

to 1979-81, whileincreased thirty-fold from 1969-71livestock products) *P2.cit., p. 235.increased only three-fold
the dollar value of agricultural exports 

**09.cit., pp. 236-37. 
over the same period (Table 2-5). 

This quotation and the **Sistona Alimentario Moxicano (1980, p.1).

*Poder Ejecutivo Federal, o. cit., p. 71. 

unofficial translations.following three are 

=---- -- -MaMW=- - - - m a 
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Another aspect of pricing policy which merits attention is o440N0r0ooooor-.co r.N*e40O4(~40 

the behavior of relative prices across the principal supported -o.-a oNa so 

crops. (This issue has been raised in a recent bank report, 
***o040 4014 'ON 

'o 

"Ilexico: Incentive Policies in Agriculture," no. 4179-ME, 
o to -

... 0 

-
10 

4040~9 U)
~14 40 IN 14 
----

January 31, 1983.) To review this issue, it is helpful to use 

actual (nominal) prices, and to shift from support prices to farm
141400000 14~0 040..1Co,'404004..414 

aO 

a 4,

gate prices to bring matters in better focus. Tables 2-10 and c0O~000 
In tO In loCa 

£ObOO1OlN 
('40 10 10 0 
.'4r4 -

400100 
('4 '00404 
-

.414 

2-10a show the recent domestic price levels, as compared to c.i.f. 
,45 

import prices, for the principal supported and imported commodities. 
.4010414 0 *e41404 - N 004 

The table illustrates the fact that relative prices in Mexico differ (404CO401A 

a 
NIdotCON to 04 NC 

: a 

considerably from international 'relative prices; for example, in 

1980 and 1981, the maize/rice price ratio in Mexico was about 2 

times what it was in the international market. Also, from 1972 to 
1 1 N C9 

4040 
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F 1011) N
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N 

11) 
N 

.4 

1982, the maite/wheat price ratio was consistently higher in Mexico 

than in the world market. These price divergencies simply illus
0.4,.4I0 04N I-' 00N IA 

to CO '0 
40 40 04 

0 
..4 -5 

trate the fact that possibilities for international trade in agri- C! 91 19 041 0100 
't Hal 
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culture have not been utilized very much, and hence they have not 

influenced domestic resource allocation. Perhaps the most obvious 

policy discrepancy which emerges from Table 2-10a concerns rice. 
WN.'404N 
C4400400N 

0400IOION 
0410HCH 

---
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Mexico has consistently held the'domestic price of rice well below 

international levels, and in so doing may be foregoing the benefits 

of an apparent comparative advantage in that crop. In 1982 and 1983 the 
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farm-gate/c.i.f. price ratio for'maize dropped sharply again, to 

close to the 1975-79 average, and the ratio for wheat also decreased - N 
~10 

140410 
14 tO 40 

014 
o~" 

tO U~ 
IA N 

from its 1980-al values. However, as discussed in section 1.-this ----
IA IA N 
-----

N 
IN IA 

In N 04 N 
0440 In ('4 
---

change was caused by changes in exchange rate policy. 
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0 

'o N- '0 o tO CO Thus, from 1970 through 1983, most crops have faced a negative 

nominal protection rate in most years. The main exceptions were 

maize during 1976-82 and soybeans in 1980 and 1981. (Soybeans had 

. 0 ato CO U e.o r'-. a negative nominal protection rate in all other years of this 

to 'p. 
., period.) 

Cl UtCl~l to oN A number of policy questions arise from these considerations. 

-4 
a: 
C 

** . 

.40 000 a' 
JU. 

Xi 0 

First, given the Mexican policy emphasis on food self-sufficiency, 

and also on improving the incomes of the rural poor, would it not be 

'A a. 
0 

U 

0 
0 4 

important to continue the 

for several basic crops? 

recent 

If so, 

policy of positve real protection 

how could such a policy be made 

oC ~4CO o ad feasible in fiscal terms? What would be the implications for con

'-4 
U z 
.4 . 0 0* ' N o tn N 0 

4 0 

sumer welfare? What are the 3 ustifications for the large inter

a a. 
101 ON 

crop disparitiesin nominal protection rates? Should there not be 
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a. 
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- . ". 

3i ' 

greater consistency over crops and over time in the nominal protection 

rates, or are border prices of little relevenace? These issues are 

discussed in section 4 below, after section 3's review of the 

importance of the basic crops 'in farm income and the income dis

tribution. 
co oooom0 U 

'-4 A final comparison of relative prices involves wage rates and 
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product prices. There are no time series on rural 

a series on the official rural minimum wage rate. 

wages, but there is 

The official wage 

I, 
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.0 
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4

4, 
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.4 

is not always observed in practice, but its time trend may be roughly 

indicative of the trend in actual wages. Table 2-11 shows the official 

a u p.

A wage rates 

rates. It 

over time and the ratio of some support prices 

can be seen that product prices have fallen in 

to those wage 

relation to 

B 
to

'a
ii 

0 

UtI a 
wage rates. Labor constituteA a higher proportion of production costs in 

agriculture than in industry, and so those changes in output/factor price 
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Table 2-11. 

Minimum Salaries 
(1) (2) 

Year General Rural 

1969 23.21 20.12 

1970 26.99 23.48 

2-22 

MINIMUM SALARIES AND SUPPORT 

Suprt Prices 
(3) () 

Maize Wheat 

940 800 

800
940 

1971 26.99 

1972 31-.93 

1973 34.81 

1974 48.20 

1975 52.97 

1q76 72.19 

1977 87.56 

1978 99.37 

1979 116.02 

1980 136.62 

1981 178.87 

1982 275.56 

1983 May 418.01
 

23.48 940 800 

27.73 940 800 

30.23 1,200 870 

41.95 1,500 1,300 

46.10 1,900 1,750 

63.05 2,340 1,750 

76.48 2,900 2,050 

88.50 2,900 2,600 

106.81 3,480 3,000 

134.16 4,450 3,550 

178.87 6,550 4,600 

275.56 8,850 6,930 

418.01 16,000 14,000 

PRICES 

(5)
(3) 4, (2) 

(6) 
(4) 1 (2) 

46.7 39.8 

40.0 34.1 

40.0 34.1 

33.9 28.8 

39.7 28.8 

31.0 31.0 

41.2 38.0 

37.1 27.8 

37.9 26.8 

32.8 29.4 

32.6 28.1 

33.2 26.5 

36.6 25.7 

32.1 25.1 

38.1 33.3 

Units: salaries in pesos/day; support prices in pesos/ton.
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relatives imply an important diminution of agriculture's competitiveness. 

relative prices have changed in an unfnvorable wayHence in all respects 

for Mexican agriculture, specifically for the sub-sector of basic foods. 

Successive presidential administrations have tried to offset this trend 

by subsidizing inputs--fertilizer, seeds, water, crop insurance, and 

credit--as well as outputs, but the structuie of fiscal revenues has not 

enough to sustain that approach. Not surprisingly, the Mexicanevolved 

to the relative price dilemma.government now is reviewing other responses 

In section 4 below, trade and pricing policies are reviewed in the 

context of these trends in relative prices. Before closing this section, 

however, it is 

price changes. 

to bring about 

tradeables.* 

to industrial 

worth noting briefly the macro context of the agricultural 

Also, agricultural goods 

It is well documented that the development process tends 

on increase in the price of non-tradeables relative to 

tend to decline in price relative 

at issue is the rate of such a decline,goods. What is 

how it may affect the external trade balance, and how important food-self 

to a certainsufficiency is to the government. Relative price changes, 

They drive realloextent, are inevitable in the development process. 


and they r6flect the workings of comparativecations of resources 


advantage. It has been established that Mexico does not have a
 

of basic grains, unlike fruits
comparative advantage in the production 

extent to which policy prioritiesand vegetables.* The question is the 


should modify the resource aflocations which follow from pure consider

costs of doing sd.
ations of comparative advantage, and what are the 

and R. Summers, International 

Comparisons of Real Product and Purchasing Power, Johns Hopkins, 1978;
-See, for example I. B. Kravis, A. Heston, 

"The Purchasing Power Parity Doctrine: A Reappraisal,"
and B. BalassaQ 

Journal of Political Economy. December 1964.
 

**Bassoco and Norton (1983). 1 
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3-1. The principal secular trends over
3, .Structural Change in Mexican Agriculture by product group in Table 

Mexican agriculture is characterized by enormous diversity in five decades have been as, follows: 

tabulations importance of non-food crops relative to foods. 
crops, technologies, and growing conditions. -ll1e available 1) Increasing 

the diversity by excluding a large 2) Increasing relative importance of forage crops and unstable
of production in fact understate 

crops, but the CESPA study cited in this report reveals behavior of natural fibres.number of minor 

that in 1978 there were over 50 crops with a production value of at 3) Within food crops, decreasing importance of staples and 

been undergoing increasing importance of oilseeds, vegetables, and fruit.least 100 million pesos each.' The sector also has 

half, these changes appear to have accelerated.response to new technologies In the last decade and arather continuous structural change in 

than half of food production, a third of 
and market opportunities. Staples now account for less 

structural change is in itself a source of growth, as the agricultural production, and a fifth of total agricultural and live

shifts in favor of higher-valued outputs. stock production. Output of oilseeds, fruit, and vegetables amounted 

This 

national crop composition 


Going back to an earlier period, it has been estimated that the sector's to about half the output of staples in 1930/32. and now these crops
 

during the 1930-60 period may be decomposed as together are equal to staples in value of output. Maize alone now
 
4.8%annual growth rate 

20% of the value of crop production, down 
area under cultivation, 2.4%; yield growth, 1.9%; accounts for a little over 

From 1960-70, the overall from 33%at the beginning of the 1I30s. It is likely that Table 3-1 
follows: expansion in 

and changes in crop composition, 0.5%.-

area and yield share of production in vegetables, for its
disaggregated as follows: understates the current 

1.7%each, and changes 'in crop composition, 0.1%. The tendency tabulations omit a large number of those crops whose value, in the 
growth rate declined to 3.5%, 

growth, 

for cotton in the late 1960s was the main aggregate, is not insignificint.
toward substitution of grains 

In the decade of declined sharply in its share of agricultural 
reason for the drop in the crop composition 

factor. While cotton has 

output (it was 7.7% in 1976-78, down from 16.1% in 1964/66) forage crops 
the 1970s, land expansion dropped to about 

1.0% per year, yields
 

almost tripled their share from the mid-1960s to the late 19705. Sorghum 
maintained their historic growth rates of roughly 

2.0% per year, and
 

in particular has expanded rapidly in area and production, but barley,
factor tode again slightly.the crop composition 

in the data oats and alfalfa have been expanding as well. The substitution of feed-
The nature of the cropping pattern changes is shown 

grains for foodgrains has beent one of the more interesting structural 

be discussed further subsequentlychanges in recent years, and it will 
-LSolis (1970). 

in the context of farm-level data. 
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Table 1-1. CUMPOSITION OF AGRICULTURAL PRODUCTION BY PRODUCT GROUPS 

Percentage Composition
 

1930/32 1946-48 1964/66 1976-78 

I. Foods 	 85.1 81.5 77.7 79.4 

34.9 	 32.8A. Staples 43.2' 	 37.3 
B. Oilseeds 3.3 6.7 7.7 7.2 
C. 	Vegetables and 

tubers 8.3 11.3 6.7 10.9 
D. Fruit and nuts 11.7 '11.4 9.7 13.2 
E. Sugar cane 5.0 7.0 7.3 6.1 
F. Others 13.6 10.2 9.0 9.2 

18.5 22.3 20.6II. 	 Nonfoods 14.9 

4.1 11.4A. Forage crops 3.6 3.4 
B. Fibres and tobacco 11.3 15.1 18.2 9.2 

Notes: a) Composition percentages are calculated on the basis of gross value 
of production in constant 1977 prices. 

b) This table is adapted from Centro do Estudios Agropecuarios, El
 

Desarrollo' Aropecuario de Miixico, Pasado y Perspectivas, Tomo III;
 
La Oferta do Productos Agropecuarios, NExico, D.P.. 1982, p. 382.
 

In this reference, barley and oats were classified as foods, but in
 
the above table they have been reclassified as nonfoods (foiage crops);
 

were roclassiand strawberries, cantaloupe, watermelon, and pineapple 
fied as fruits instead of vegetables. 

Key: Staples Maize, rice, wheat, beans 

oilseeds Sesame, cottonseed. Copra. safflower, soybeans. 
peanuts, olive, and flax 

peas, dry and green chile, tomatoes,Vegetables Garlic, onion, 

and tubers squash, potatoes, lima beans, chickpes
 

Fruit and Strawberries, cantaloupe. watermelon, pineapple, avocado, 
apples, oranges,
nuts plums, coconuts peaches, limes, mango, 


nuts, pears, bananas, grapes, guayaba, papaya, tamarind 

Sugar cane Sugar cane 

Other foods Coffee, cocoa, vanilla 

Forage crops Sorghum, alfalfa, barley, oats 

Fibers and Cotton, sisal, tobacco 
tobacco 

3-4 

Those changes have been accompanied by a long-term tendency 

for export crops to grow in relative importance. Existing studies 

are somewhat confusing on this point because the bases of comparison 

are 	 not always the most appropriate. For example, the cited CESPA 

study shows exports of "major" crops declining in importance relative
 

however, many
to domestic sales of those crops, in the last decade. 

in any listof the more rapidly growing exports are not included 

of "major' crops. A more appropriate comparison involves the value of 

agricultural exports vs. total gross production (not value added) in 

the sector. The gross production series is available from the national 

office, but they have been affected by the overall nationalaccounts 

accounts revisions of recent years. With this caveat in mind, Table 3-2 

importance of agricultural and livedisplays some data on the relative 

stock exports in the last three decades. The table shows a clearly 

declining proportion of crop output destined for the export market 

from 1950 to 1970, but then a recuperation of the export share in the 

1970s. le decline was sharpest in the 1960s, and this is directly 

decreased share of cotton and maize exported.attributable to the 

The share of cotton exported beiaved as follows over time: 

1950/54 .72 

1955/59 .78 

1960/64 .71 

1965/69 .67 

1970/74 .51 

1975/78 .45
 

(Source: Direccidn General de Economfa Agricola, Econotiknica Agricola, 
vol. 111, nhm. 9, Sept. 1979.) 
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Mexico does not have a comparative advantage in grains, and 	only 

a slight one in cotton. Therefore the long-term trends in the share 

of sector output exported reflect, at least in part, a shift in 

export structure away from crops in which Mexico has little or no 

Mexico has a significantcomparative advantage and into crops in which 

Thus structural shicomparative advantage (Bassoco and Norton, 1983). 

early 1970s, alin agricultural exports took place during the l960s and 


now the export component of the sector is very competitive. The incre.
 

share of fruit and vegetables in total production, shown in 	Table 3-1 

crops in ipartly attributable to the rapid growth of exports of those 

these changes in more explicit form.1970s. Table 3-3 shows 

The changes in crop composition and export structure have been 

some shifts in the spatial patterns of production. Theaccompanied by 

were decades of expansion to the northwest and1930s, 1940s and 1950s 

. Neverthelesnorth, via construction of large-scale irrigation systems. 

still is harvestedmost of the agricultural production in 	 the country 

and in the last two or three dec
in the states of the 	center and south, 

and south has grown more rapidly than output in th
output in the center 

from 1960 to 1970, total
north and northwest. According to one study, 

by the following annual growth rates:
agricultural production expanded 

north and northwest* 3. 4* 

center** 	 7.0% 

4.6%south*** 

(Source: Silos, Bassoco, Rodrtguez, y Agraz, 1976.) 

*. C. Norte, B. C. Sur, Sonora, Sinaloa, Nayarit, Chihuahua, Durango, 
Coahuila, N. Ledn Tanulipas, Aguascalientes, S. L. Potosi, Zacatec 

**Jalisco, Colima, Michoacgn, Queritaro, Guanajuato, Hidalgo, Mxico, 
Tlaxcala, Puabla. Morolos. 

Campeche, Q. Roo, Yuca***Veracruz, Guerrero, Chiapas, Gaxaca, Tabasco, 
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The available data for the entire decade of the 1970s are organized 

on a slightly different regional basis, but they reveal thle same general 

pattern. For thle nine*,most basic annual crops (matzo. beanls rice. 

wheat, cotton. safflower. sesame, soybeans, sorghum). thle 1970-80 

a a a .annual rates of production expansion by region were as follows, in 

1975 constant prices 

norths -1.1% 

conterb 4.0% 

n gulf and southe 3.2% 

'*T(Source: Calculated from data provided by the Secretaria de Agriculture 
e0 Recursos lidrulicos and the Secretaria de Proramacin y Presupuesto.) 

00 it 
a 

C so a 0) r 0 o Again, the center has led in production growth, followed closely by 

the south. A comparable ranking may be observed in growth rates of 

a, cultivated area. 

aCESPA (tom VIII, p. 139) also has calculated regional growth 

rates of production on thle basis of 15 crops; maize, beans, rice, 

wheat, cotton, safflower, soybeans, sugar cane, tomatoes, coffee, 

Ssa grain, sorghum, and alfalfa. Their conclusions about 
o* N N m01 N Co N Nm gi, cne ae2 
en . relative regional growth rates are slightly different:* 

N~ix ~~~;C 0 ' POO N 0 
a *'Te CBSPA data have been modified 

region instead of the north. 
to include Tamaulipas 

-11 
in the gulf 

co 
a 

aB0. C. Norte, 8. C. Sur, 
N. Le6n Aguascalientes, 

Sonora. Sinaloa, Chihushua, 
S. L, Potosi, Zacatecas. 

Durango, Coahuila, 

ca a r a o a bNayarit, Jalisco, Colma, Michoacts, Querdtaro, Guanajuato, Hidalgo. 
0 . £4Mxico Taxcla, Puebla, Mordos. 

,-a,-, a ,a e. ... <a ac 
cTamaulipas, Veracruz, Guerrero, Chiapps, Oaxaca, Tabasco, Campeche, 
Q. Roo, Yucata. 
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1964/66-1975/771946/48-1964/66 

0.2%4.0%north1 


4.6% 
 -0.5%
center2 


3 -0.1%
6.5%gulf and south 

crop coverage and regional definitions
These various studies differ in 

seem clear that over a period of two to three decados, the
but it does 

south together have experienced more rapid production
center and 

growth than the north has. 

remains the richest agricultural zone of the country
The northwest 

per farm basis, with net farm incomes twice as high as those in 
on a 

the south (Bassoco and Norton, 1983, p. 136), but the south and center
 

Their
 
have been the more dynamic agricultural 

regions in the country. 


productivity per hectare (measured in gross 
value of output per hectare)
 

is as much as 50% greater than that of the northwest 
(ibid.) in spite
 

farmers toof northwestern
of the proportionately greater access 

of the national pasture land and land
 
irrigation. Also, over 75% 

devoted to perennial crops is found in 
the gulf coast region and the
 

Moreover, the potential for expansion 
of
 

south (CESPA, toam VIII). 


cultivated land (by terracing and water 
control systems) and for
 

(via wells, small dams, and large-scale
 expansion of irrigated areas 


it is 
now lies largely'in the center and south. Hence 

irrigation) 

see a continuation 
of thedecades will

almost certain that the coming 

Sonora, Sinaloa, Chihuahua, Coahuila. Durango.
IB. C. Norte, B. C. Sur, 

PAtost, Aguascalientes.N. Lein, Zacatecas, S. L. 

2Nayarit, Jalisco, Colima, Guanajuato, 
Michoacin, Querdtaro, Hidalgo.
 

M~xico, D.F., Morelos, Tlaxcala. Puebla.
 

3
Tamaulipas, Veracruz. Tahasco, Guerrero, 
Chiapas, Oaxaca, Campeche,
 

Q. Roo, YucatAn. 

mmmmm 
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trend toward an increasing share of production taking place in the 

center and south. 

a major source of growth in productivity:Irrigation is of course 

crop composition to highervia yield increases and via changing the 

crops. It also allows for double cropping in many cases wherevalued 

was not possible. These factors together contribute toit previously 

making net incomes per hectare, nation-wide, four times higher with 

irrigation than without irrigation (ibid.). Table 3-4 shows recent, 

as measured in terms of area harvested. The tabletrends in irrigation, 

shows that rainfed acreage harvested was effectively stagnant from 1969 

to 1979, and during that period the irrigated acreage increased by some 

30% of the total harvested area.60%, so that it now accounts for about 

on irrigated land, it
(Owing to the extensive use of double cropping 

area which is cultivated at
accounts for a smaller share of the total 

least once in a given year.) A striking fact to emerge from Table 3-4 

is that individually-developed irrigation has grown more rapidly than 

facilities under the control of unified irrigation districts. This is 

more in theconsistent with the fact that production has expanded 

and south, where irrigation is proportionately less under thecenter 

control of irrigation districts.
 

Average unit yields per'cropping season are of course significantly 

In the five years 1977-81, irrigated maize
higher under irrigation. 

(2.2 times) rainfed maize yieldsyields averaged 120% higher than 

increasing significantly(Norton, 1982). However, maize yields have been 

more rapidly in rainfed aread (ibid.). Thus the national yield increase 

is mainly attributable to a) 'an increasing share of total area which 

-MMMMMMa 
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Table 3-4. IRRIGATED AND RAINFED ACREAGE HARVESTED
 
(thousand hectares)
 

Total 

Year Rainfed 
Individually 
Irrigated 

Irrigation 
Districts irrigated Total 

1969 11,033 534 2,489 3,023 14,056 

1970 11,991 49D 2,485 2,984 14,975 

1971 12,497 538 2,452 2,990 15,487 

1972 11,890 707 2,646 3,353 15,243 

1973 11,742 1,367 2,759 4,126 15,868 

1974 10,434 1,499 2,972 4,471 14,905 

1975 10,692 1,722 3,081 4,803 15,495 

1976 10,355 1,525 2,896 4,421 14,776 

1977 12,248 1,411 3,075 4,486 16,734 

1978 11,736 1,708 3,110 4,818 16,554 

1979 11,318 1,477 3,404 4,881 16,199 

Trend 

+13.3 .3.1 +5.7 	 +1.1 
rot%-0.4 


Source: Informes Presidenciales, various years.
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of yields under irrigation, and 	 b) Tela
is irrigated -- and higher levels 

Again these considerationstively rapid yield improvement in rainfed 	areas. 

in future pnoductivity
point to the role of the center 	and south 

the bulk of the rainted lands and
for those areas contain 

also the larger future possibilities for land and irrigation expansion 

growth, 

(see section 6 below). 

Irrigation is a major agricultural input at the national level, 

the two most important inputs.but of course labor and land are 

use as well as in other areas.Structural changes have occurred in labor 

has meantThe increasing use of irrigation and 	hence double cropping 

increasing labor requirements per hectare, 	 and also the increasing 

share of land devoted to fruit and vegetable crops and alfalfa has 

increased the average labor requirement per hectare. To offset these 

and grain forage crops has
trends, the, increased share of oilseeds 

reduced average labor requirements, as has the greater reliance on 

mechanization for land preparation and harvesting. The CESPA study 

labor requirements in agricultural productioncalculates that total 

to 1964/66 and then decreasedincreased by 5.0%per year from 1946/48 

are twoby 2.9% per year from 1964/66 to 1976/78 (Table 3-5). There 

1) the latter periodimportant qualifications to that conclusion: 


of the downmarked a transition from peak growth rates to the bottom 

that period's growthward trend in agricultural production, and hence 

1970-82 trends; and 2) in reviewingrate is unrepresentative of, say, 

CESPA study, the coefficientsthe crop*specific labor coefficients in the 

for grains, in
for grain forage crops and oilseeds, 	 and to some extent 

(they are as low as 5 man-days per
1976/78 certainly are underestimates 
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Table 3-5. fSTIMATES OF DIRECT DEMAND FOR LABOR IN
 
AGRICULTURE AND LIVESTOCK
 

(million man-days)
 

Period Agriculture Livestock Total 

1946/48 264 69 333 

1964/66 638 173 811 

1976/78 448 241 689
 

Growth rates (t)
 

1946/48 
- 1964/66 5.0 5.2 . 5.1 

1964/66 
2.8 -1.3
- 1976/78 -2.9 

Source: 	 Centro do Estudios Agropecuarlos, El Desarrollo Agropecuarlo de
 

Nxico, Pasado y Prspectives, Tome VI, 1 Epleo de Mano de Obra
 

enIMa Acividades Plrodcativs 6

A~gropecuarimS, Socretarla do 

Agricultura y Recursos Hiddiullcos, on coluboraci l con CLPAL,
 

M.xico, D.F., 1982. p. 61.
 

Note: I For agriculture, those estimates 
are based on crop input
 

coefficients for 18 crops.
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and 6 man-days in safflower). correct
hectare per crop year in flaiseed 

last factor would add very roughly 100 million man-daysing for this 

to the total required agricultural employment In 1976/78 in Table 3-5.* 

growth rate of directNevertheless, it appears to be correct that the 

slacKene. A principal
demands for labor in the cropping sector has 

cause is the rapid trend toward mechanization of field 
operations.
 

cultivatedThe CESPA study has estimated that the share of total 

area which was worked with mechanical traction power rose from 3.9% 

1970.-- CESPA also has estimated that the number
in 1950 to 21.5% in 

to 1970 and by 7.5%
of tractors increased by 5.1% per year from 1960 

rapidly 
per year 	from 1970 to 1977*** Mechanization has proceeded more 

in sainfed areas than in irrigated areas. 

changes together have led to significant growth in 
All of these 

3-6 and 3-7 show the trends in yieldsall Tablesyields in almost crops. 

period. From 
and production for 12 principal crops over the 1960-1982 

Table 3-6. it is apparent that some revisions are required in the con-

On the basis of almost 
vantional wisdom about prospects for maizo yields. 

to 1976, most observers assumed that in 
no yield improvement from 1964 

iaize yields could not be expected to 
the longer run national-average 

than 14% per year. However, the data now show that 
increase by more 


rate 2.0% for maize yields, and
 
the 1960/62 to 1979/81 growth has been 


that many of the crops not
 
4.4% for wheat yields. It Is significant 

had higher yield
reported 	in Table 3-6 (especially fruits and vegetables) 

growth rates than most of those in the table.
 

3-5 certainly overstate the rate 
-Also' the CESPA data in Table almost 

the livestock subsector.of increase of employment in 


**CESPA, o.cit., tomo VI, p. 72.
 

*.an.c it., p. 74,
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The question is still debated as to the influence of the high-price 

policies of 1980 and 1981 an yield performance. Table 3-6 shows that, with 

the exception of maize, yield growth was not significantly different if mea

sured up to the period 1977-79, before the revised pricing policy took effect. 

Of course, the new policy emphasized maize, so it appears likely that it did 

have an effect on yields, especially if the 1982 harvest is taken into 'ac

count. Nevertheless, the point which emerges is that long-term yield extra

polations will not be materially affected by the pricing policy changes of 

recent years.
 

On the basis of the data in Tables 3-6, 3-7, and 3-4. a 3.3-3.5% growth
 

2.0% in
rate of agricultural production appears feasible for the next decade: 


yields, 1.0% in land expansion, and 0.3-0.5% in crop composition effects. (This
 

decomposition marks a reversal of the pattern of the 1930-60 period, when expan

sion of cultivated land was more important quantitatively than yield growth.) 

As the oilseed yields stabilize, and if pricing incentives are at least moderately 

attainfavorable, a national-average rate of yield increase of 2.5% would appear 

able. In summary, the supply-side prospects for Mexican agriculture now appear
 

a decade, provided appropriateto be more favorable than they have in more than 

policies can be implemented. 

Finally, it should be noted that these structural changes on the supply 

side of the sector have had' their counterpart on the demand side. Table 3-8 

of demand for food products at different points in time.shows the structure 

The demand data are based on apparent consumption series, which suffer the 

Using three-year averageswell-known defect of including inventory change. 

ameliorates the problem but does not eliminate it. In spite of this caveat, 

the table reveals some significant changes over time: the tendency to sub

stitute vegetables and potatoes for legumes, the very rapid rise in consumption 

of oilsoods, milk, and pork, and the moderation of the earlier trend toward 

rapid increases of sugar and coffee consumption. For reference, 
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Table 3-8. INTERNAL DEMAND FOR FOOD PRODUCTS 
(in millions of 1977-pesos) 

1976-78
1955-57 1965-67 

Amount Amount Share Amount Share 

1. Agriculture 

A. Cereals 
maize 
wheat 
rice 
oats 
barley 

B. Tubers 
squash 
potatoes 

C. Legumes
beans 
chickpeas 
lima beans 

27,299 

'12,101 
9,030 
2,219 

618 
9 

225 

362 
99 

263 
2,069 
1,914 

71 
84 

53,776 

19,638 
14,685 
3,375 
1,145 

24 
409 

909 
200 
709 

4,155 
31 

114 

.469 

.171 

.128 
.029 
.010 

.004 

.008 

.002 

.006 

.038 

.036 

.001 

77,656 

29,112 
22,378 
5,068 
1,064 

44 
558* 

1,540 
IIl 

1,429* 
4,150 
3,784 

238 
128 

.428 

.161 

.123 

.028 

.006 

.003 

.009 

.001 
.008 
.023 

.021 

.001.001 

D. Oilseeds 
cot tonseed 
safflower 
soybeans 
copra 
sesame 
others 

2,886 
2,025 

35 
n. a. 

808 
18 

5,759 
2,624 

480 
501 
861 

1,201 
92 

.050 

.023 

.004 

.004 

.008 

.011 

.001 

12,365 
1,344
2,461 

5,828 
1,265 

922 
545* 

.068 

.007 
. 014 

.032 

.007 

.005 

.003 

E. Sugar cano 2.711 5,372 .047 6,773* .037 

F. Vegetables 
tomatoes 
onions 
green chile 
others 

G. Short-cycle fruit 
pineapples
watermelon 
can taloupe 
strawberries 

2,293 
1,383 

138 
238 
534 
324
119 

127 
66 
12 

3,330 
1,696 

271 
656 
707 

1150 
217
388 
337 
308 

.029 

.015 

.002 

.006 

.006 

.011 
.002 
.003 
.003 
.003 

5,696 
2,772 

696 
973 

1,255* 
1,370 

450 
332 
168 

.031 

.015 
.004 
.005 
.007 
.008 
.002 

.003002 
1001 

Continued on following page
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Table 3-8. INTERNAL DEMAND FOR FOOD PRODUCTS (continued) 
(in millions of 1977 pesos)
 

1955-57 1965-67 1976-78 

Amount Amount Share Amount Share 

II. Perennial 
banana 
apples 
grapes 
mango 
lime 
avocado 
others 

fruit 3,312 
350 
255 
255 
371 
138 
587 

1,356 

I 

7.1406 
1,364 

553 
403 
802 
292 

1,070 
2,922 

.065 

.012 

.005 

.004 

.007 

.003 

.009 

.026 

12 350 
11,788 
1,117 
1,285 
1,226 

691 
2,123 
4,120* 

.068 

.010 

.006 

.007 

.007 

.004 

.012 

.023 

I. Other foods 
coffee 
others 

839 
465 
374 

5,256 
4,708 

548 

.046 

.041 

.005 

4.300 
3,681 

619* 

.024 

.020 

.003 

61,447 .536 1D3,694 .572II. Livestock and poultry n. a. 
beef n. a. 15,763 .138 22,318* .123 

pork n. a. ,9,593 .084 22,033* .122 
5,908 .052 9,715' .054poultry n. a. 

goat n.a.	 1,629 .014 1,672' .009 
n. a. 1,257 .011 1,102* .006 

milk	 n. a. 18,795 .164 36,043* .199 
8,502 .074 10.741' .059 

mutton
 

eggs	 n. a. 
70'honey n. a. n. a. .a. 

1.000 181,350 1.000III. Total	 .a. 114,667 

*1976-77. 

Source: This table was compiled from two documents -- CESPA, tome0 11, pp. 187-188; 
and Direccidn de Economfa Agrfcola, Secretaria do Agricultura y Recursos 

9, Sept. 1979.Hidrlulicos. Econot6cnica Agrfcola, vol. III, nlm. 
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real GDP per capita grew by 3.15% per year from 1955/57 to 1965/67, and
 

by 2,26% per year from 1965/67 to 	1976/78. By the latter period,
 

maize consumption had dropped to 12% of total food consumption, but 

of course that share varies over income groups. 

Home retentions continue to account for a significant component 

of consumption of maize, beans, and some forage crops, as the data in 

Table 3-9 reveal. However, home retentions of all other crops are 

negligible. Even in the case of maize, feedgrain uses account for 

one-third of the home retentions., On a national scale the amount
 

retained for family consumption would be adequate for the annual re

quirements for 1.5-2.0 million fapilies. Thus, while home retentions 

still are important in the more marginal rural areas, that practice 

can no longer be said to typify Mexican agriculture. 

To conclude this review of structural change in Mexican agriculture, 

we turn to the question of the structure of farm production and income. 

This is an area in which survey information has been particularly scarce, 

and so it has been difficult to quantify the role of specific crops and 

of off-farm activities in generating income for the farm household. 

Partly as a result of this dearth of information, overly simplified images 

of the small-scale farmer have persisted: in the conventional perception 

he cultivates mostly maize and beans, perhaps raises a few chickens, and 

migrates seasonally to urban areas for part-time employment. New informa

tion is now available from surveys of the Banco Nacional de Cr~dito Rural 

(Banrural) which enables us to evaluate the conventional image.* 

to 3-12 summarize some of the Banrural information onTables 3-10 

the cropping pattern. Thefarm income sources and the role of maize in 

evidence indicates that liveitock 	and poultry sales are as important 

*IIowever, it should be noted that those surveys probably exclude the very 
poorest farms. 
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Table 3-11.SHARES OF PRINCIPAL INCOME SOURCES ON SMALL PARMIS 

Table 3-9. SHARES OP AGRICULTURAL PRODUCTION RETAINED 
FOR FARM USES(%), 1979-80 

(A) (a) 
Share 

(C) 
Share 

(D) 

Share from Livestock 
Share of Retentions Destined for: from Off-Farm and Poultry 

Crop 
Marketed 
share 

Retained 
share 

Family 
consumption 

Livestock 
feed 

Seed 
uses 

Total 
Income* 

Crop Sales 
(%) 

Work 
(%) 

Sales 
(%) (B) + (C) 

Maize 
Deans 
Wheat 
Rice 
Oats 

77.9 
90.1 
99.7 
99.9 
58.4 

22.1 
9.9 
0.3 
0.1 

41.6 

62.9 
93.1 
16.7 
79.8 
0.9 

35.1 
1.2 

78.9 
0 

98.9 

2.0 
5.7 
4.4 

20.2 
0.2 

Aguascalientos 
Baja California Norto 
Baja California Sur 
Campeche 
Colima 

240.3 
716.3 
215.8 
39.3 

104.9 

62 
6 

26 
45 
28 

9 
0 

42 
13 
2 

14 
94 
30 
21 
55 

23 
94 
72 
34 
57 

Sorghum 
Alfalfa 
Potatoes 
Garlic 
Chile 

91.4 
51.4 
99.7 
99.8 
99.9 

8.6 
48.6 

0.3 
0.2 
0.1 

0.6 
0 
9.6 
0 
1.9 

99.4 
100.0 
42.5 
0 
0 

0 
0 

47.9 
100.0 
98.1 

Chiapas 
Chihuahua 
Guanajuato 
Guerroro 
Hidalgo 

75.7 
97.4 
60.7 
45.9 
107.8 

20 
41 
16 
30 
17 

is 
22 
18 
19 
21 

20 
25 
41 
.21 
21 

35 
47 
59 
4C 
42 

Tomatoes 99.8 
Sesame 99.9 
Safflower 100.0 
Soya 100.0 
Strawberries 99.9 

0.2 
0.1 
0 
0 
0.1 

0.6 
39.3 
0 
0 

100.0 

99.4 
0 
0 
0 
0 

0 
60.7 

0 
0 
0 

Jalisco 
Michoacan 
Morelos 
Nayarit 
Nuevo Lodn 

264.8 
95.7 
282.7 
97.8 

236. 1 

26 
28 
24 
26 

9 

20 
37 
12 
44 
14 

43 
25 
36 
22 
60 

63 
62 
48 
66 
74 

Oaxaca 80,2 58 12 19 31 

Source: Banco Nacional de Cr~dito Rural, Fideicomiso para Estudios y Planes 
do Desarrollo Agropecuario y Programas do Cr6dito Agricola., La 
Comercializaci 

6 n de los P'rncipales Productos Agrtcolas y Costos do. 
Produccidn de Cultivos Ccmerciales y de Autoconsutimo Miixico, D.F., 

Puebia 
Queraturo 
Quintana Ro 
Tabasco 

175.0 
59.6 
27.1 
66.6 

12 
15 
16 
36 

21 
2 
8 
9 

25 
5 

13 
23 

46 
7 

21 
32 

1980. 1maulipas 
Tlaxacala 

51.1 
134.8 

13 
6 

30 
32 

48 
19 

78 
51 

Veracruz 65.6 24 46 23 69 
Yucatin 100.1 13 15 61 76 
Zacatecas 115.2 35 8 30 38 

Weighted Totals** 112.9 33 18 26 44 

Unweighted Totals 3,565.5 23 16 *45 61 

Source: Table 3-10 

*Thousand pesos per person per farm, farms of less than 4 hectares 

*-Weighted by state shares in total farms sampled. 
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de Crldito Agric-laPlanes de Desarrollo Agropocuario y Programas 

Table SHARE OF MAIZE (4) IN AREA PLANTED, BY FARM SIZE CLASS 
(annual crops only) 

* Farm Size Stratum 

0-4 has. 4-8 has. 8 + has. 

Aguascalientos 
Baja California Norte 
Baja California Sur 
Campecho
Colla 

66 
14 
34 
70 
74 

72 
0 

67 
73 
83 

52 
5 
3 

38 
a8 

Chiapas
Chihuahua 
Cuanaj uto 
Guarrero 
lidalgo 

66 
63 
S9 
72 
70 

81 
46 
52 
77 
60 

74 
13 
44 
71 
51 

Jalisco 
Michoacan 
Morelos 
Nayarit 
Nuevo Leda 

88 
61 
59 
59 
81 

81 
55 
29 
50 
79 

81 
51 
2 

34 
28 

Oaxaca 
Puebla 
Querdtaro 
Quintaan Roo 
lbasco 

47 
83 
91 
55 
73 

23 
79 
80 
59 
70 

73 
63 
63 
68 
41 

Tamaulipas 
Tlaxacala 
Veracruz 
Yucatan 
Zacatecas 

56 
70 
85 
97 
50 

52 
70 
84 
96 
46 

22 
69 

69 
99 
t42 

Unweighted average 66 63 Si 

Source: Banco Nactional do Crdito Rural, S.A., Fideicomiso para Estudios y 

del Epeo. Subempleo
dl Estudio
(rEDA), Principales Indicadores 
y Desumpleo Rural, Mdxico, D.F., 1983. 
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income sources 
as crop sales in generating income, and that generally 

together, livestock and poultry operations
are quite diversified. Taken 

plus,plus off-farm work account for much more income than crop sales 

Crop sales account for no
do, on the smallest farns.home retentions 

and maize (including the 
more than one-fourth to one-third of earnings, 

two-thirds of that 
value of home retentions) accounts for 	no more than 

one-fourth andaccounts for between one
figure. Thus, at most maize 

the of home retentions) on farms of less 
fifth of income (including value 

for maize are bene
than four hectares. While increased producer prices 

the farm budget is 
ficial to these farmers, their importance in small 

same set of surveys shows that 
less than commonly thought. Theperhaps 

in all farm size classes in some regions of 
sorghum is an important crop 

the country, so it is not a negligible factor. Sorghum yields, in fact.
 

t 


as high as maize yields, on the average, and the prices 
are almost twice 


at the
the two crops are comparable. Hence,
and input requirements for 

this fact no doubt explain,
margin sorghum is the more profitable 	 crop, and 

in years. The combination of 
its rapid rate of production increase recent 


activities contributes more 
 to the
and livestock 

cultivation does. 
forage crop cultivation 

Off
average small farm household's budget than maize 


of income.
still is a significant source 
farm work is less important but 


for the more traditional farmers
 
Thus, the role of maize production 

often is assumed. The typical small 
less dominant than 

annual 
appears to be 

including the tree crops,
farm is quite a diversified operation, 

work in the surround
poultry, livestock, and diversified off-farm 

crops, 

ing locality, apart from some longer-term 
and longer-distance seasonal
 

migration.
 

in Mexico were 3.6 tons/hectare
*For 1981 and 1982, avorage *orghum yields 

and average maize yields were 1.9 tons/hOctare,
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that it may be worth-One immediate implication of those findings is 

while to develop programs of.marketing assistance for small-scale pro" 

ducers in the areas of livestock, poultry, and tree crop products. Such 

programs already are contemplated by the Ministry of Agriculture and
 

Water Resources in the dairy field, and FIRA has been working on market-


In combination, programs of that
ing programs for some tree crops. 


nature could be as important to the economic welfare of small farmers
 

Some other implications of the
 as support prices for staple crops are. 


Banrural data are discussed in the following section, in the context 
of
 

trade and pricing policy.
 

M -m- M M MMm 
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4. 	 Trade and Pricing Policy 

trade and pricing policy have been closely linkedAgricultural 

To certain extent, tradein Mexico over the past thirty years. a 

the decision to handle 
policy has been submerged in pricing policy by 


foods through a parnstatal organization
all imports of basic 

is then set accord(CONASUPO). The domestic price of imported goods 


ing to domestic policy goals and budget constrdints, and the result
 

has been a degree of insulation of domestic relative prices from
 

international relative prices.
 

Trade and pricing issues are sufficiently complex that it is
 

easier to review them separately by major product product group,
or 

and then to summarize the general conclusions subsequently. Hence
 

a question of increasingthis section of the report starts with 


at the margin between feedgrain imports and

importance: the choice 

imports. Soybeans may be included in the feedgrain categoryfoodgrain 


feeds. Imports of
because of their importance in balanced animal 

both sorghum and soybeans have increased more rapidly than imports of 

spite of the fact that profoodgrains over the past 15 years, in 

duction levels also have increased more rapidly in feedgrains 

should be noted that approximately twenty per(Table 4-1). It also 

cent of total agricultural production goes for animal feed (Centro de 

Estudios en Planeaci6n Agricola, 1982a, p. 124).
 

These trends pose choices for Mexican policy, not simply because
 

of the food self-sufficiency issue, but because income distribution
 

issues are involved. The feedgrain imports ultimately are destined
 

proportionately more for the upper-income groups, via consumption of
 

meat, poultry, and dairy products. Consumption patterns differ signifi

cantly by income group in Mexico. For the lowest two income deciles
 

m m Mm M 
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from maize, and only 101-174 
524-64% of their protein consumption derives 

from moat, poultry, fish, and dairy products. For the upper two deciles. 

24-32%of their protein from maize, and 
the corresponding figures are 

and dairy sources..*37%-39% from the meat 

this is an argument for concentrating imports on maize 
In a sense, 

and trade policy, with the presumption that 
and wheat, via pricing policy 

this would make available greater volumes of 
foodgrains at lower prices.
 

the other side of the story is that maize is a principal source 
However, 


and cheaper imports (everything else
 
of income for low-income farmers, 


tend to lower the price they receive for their output and
 
being equal) 

to lower their incomes. 

a choice, at least at 
hence 

Thus, at first glanco. there appears to be 

favors the interests of low
the margin, between a trade policy which 

and one which favors lowonincome comsumers (emphasis foodgrain imports) 

are not quite
 
income producers (feedgrain imports). However, matters 


the previous section showed, income-earningthat simple, for as 


a bit more diversified

activities on small farms in Mexico are quite 


into account the relatively small share

than is often supposed. Taking 

of income which is attributable to maize production, even on the 

distributional implications
smaller farms, it is clear that the 	 income 


to simple questions of whether and
of pricing policy cannot be reduced 


while

by how much to support the maize price. The following examples, 


the of the relevant trado-offs. Draw
hypothetical, illustrate nature 


3-9 to 3-11, we may assume that foodgrains

ing upon the data in Tables 

25% of the of farming households
and beans account for about income poor 

citing data from the Contro Nacional do
*Norton (1982, p. 119), 

lnformacidn sobre Emplco y Trabajo.
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and also that livestock, poultry, and feedgrains account for another 

25%. Using representative consumer budget shares, simplified house

hold budgets may be constructed (normalized to sum to 100 pesos): 

Case A.
 

* lowest income groups upper
income 
groups
rural urban 

Income sources
 

maIleZ 25 0 0
 
meatb 25 0 5 
others 50 100 95 

total 100 100 100 

Expenditures 

maize 30 30 7 
meat 10 10 10 
other 60 60 83 

total 100 100 100 

aIncluding, in all cases, maize, wheat, rice, anid beans, all of which 
have official support prices. 

bn all cases, meat, fish, poultry, dairy products, and, for producers, 
feedgrains. 

Data from the Contro do listudios en Plancaci6n Agricola (1982a, pp. 71,73) 

show that in 1968 householdq in the lowest Income strata (incomes of 0 to 

29% of their income on maize and 35% on all cereals.300 pesos/month) spend 

According to the same reference, the expenditure figures of case A for 

the upper groups would apply to those earning 3000 pesos a month or more. 

With the above tnblo, we may investigate the effects of higher 

producer support prices (or policies which are equivalent to tariffs), 

in the two alternative cases In which they are applied to foodgrains 

(case A) and feedgrains (case B). The revised household budgets are as 

follows, assuming a price support giving rise to a 20% price increase:

*For simplicity, supply response is Ignored in this static picture. 

-M--Mmm--- M M 


4-S 

Case B. kipper 
lowest income groups income 

roupsurbanrural 

Income sources 
0 

maize 30 0 5 
meat 25 0 95 
other 50 100 100 

100 
 100total 105 

Expenditure8.4 

maize 36 36 10 
meat 10 10 838other 60 60 

101.4
106106total 

Budget deficit (-4.
 

-6-1or surplus () 


And, for the price support on feedgrains: 

Case C. 
upperlowest income groups 
income 
rouurbanrural 

Income sources 
0025maize 6030
meat 
 95100
s0
other 

101100
105
total 

Ecpeditures7 

maize 30 30 1212meat 12 836060
other 

102102
102total 

Budget deficit 3 -2 -1
 
or surplus L.) -2l
 

these numerical illustrations,
Before discussing the implications of 

and expenditure budgetthree notes of interpretation: First, the income 

shares are only approximato, but refinements should not change the 

qualitative implications of the examples. Second, clearly consumor subsi

be B or case C to offset the effects on 
dies can extended in either case 

- -- M
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that the budget for consumer subsiassumingthe budgets of the poor; but 

it is useful to review the alternatives before 
dies ultimately is limited, 

such subsidies. Third, a household budget deficit or surplus
introducing 

adjusted
would not be sustained; rather, all budgetary outlays would be 

to bring the budget into balance once again. Nevertheless, the example 

comes out more clearly if the budgets are presented in this form. 

cases A and B makes it clear that in net terms a price
A comparison of 

subsidy),on accompanying consumer 

B and C also 
support on maize is regressive (without 

the urban poor. Comparing cases 
particularly with respect to 

that in relative terms, it is more regressive than a price
indicates 

applied in 
assuming constanor subl1dles could be 

support for foodgrains, 

cases. other words, with a given policy on 
equal amounts in the two In 

of subsidies Is greater in the case 
income distribution, the fiscal burden 

than in the case of feedgrain supports.
of foodgrain price supports 

instead of domestic price supports, the implica-
If tariffs are used 

tions for trade policy are that income redistribution is favored by a 

than foodgrains, or, equivalently,
higher tariff on feedgrain imports on 

which generate a higher price rise in 
by quantitative import restrictions 

the case of feedgrains. Such a policy of course 

in fedgrains production, relative to foodgrains; 

has been occurring in the past fifteen years.
 

These examples illustrate the dilemma which 

lead to an increase 

but that is exactly what 

would 

has arisen 	 from the 

policy emphasis on foodgrain price 	 supports: it
sustained Mexican 

leads either to a worsening of the income 	distribution or, to avoid 

subsidiesexpenditures on consumerthat outcome, to greater federal 

than would otherwise be necessary. 	 The income distribution does appear 

and 1970s,* owing of coirso to a 
to have been worsening in the 1960s 

*See Norton (1982).
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large number of factors, and to counteract that trend the government sub

foods in 1979-81. Th6se levels
stantially increased its subsidies for basic 

of subsidy proved not to be sustainable. Hence a question which now arises 

might it not be preferable to use trade policy to in
is the following: 

should income distribution concerns
fluence producer prices? And if so, 

i.e., should the emphasis beof the trade policy;affect the nature 


inducing higher producer prices for feedgrains?
placed on 

used to influtrade policy has not been
As mentioned earlier, in Mexico 

although in many countries trade policy is de facto the 
ence price levels, 

In the following paragraphs a pos
principal instrument of pricing pylicy. 

reviewed, with special reference to 
sible pricing role for trade policy 	is 

To a certain 9xteat, trade policy can 
substitute for do

the case of maize. 


but one of the factors determining 	 the feasibility of such 
mestic subsidies, 

CONASUJPO's
 
a substitution is the degree of selectivity in 

consumer subsidies. 


practice has not been to target the subsidies 
on particular socio-economic
 

groups, with the exceptioa of powdered milk for 
a few families.* Increased
 

targetting would of course reduce the fiscal burden 
of the subsidies, but
 

it 	 of using trade policies as pricing
also would 	 increase the possibilities 

These points are brtught out below with numerical examples.
instruments. 

of the amount of pricing subsidies extended
Table 4-2 gives estimates 

to the basic crops. The implementation of the subsidies is rather complex, 

and selling prices of grain mills 
as it involves interventions in the 	buying 

well as direct purchases from farmers. 
and other processing operations, as 

The estimates of Table 4-2 differ slightly from those 
of some other studies
 

the fiscal 	accounts of the Secretaria 
in Mexico, 	 but they are consistent with 

Maize and wheat of course
the definitive.de Hacienda and therefore are most 

dominate the subsidy programs, bit recently beans and sorghum 
have accounted
 

meats, poultry,

in general there are non-targetted subsidies on

*However, 
and dairy products, arising from CONASUPO's practice of selling sorghum 

for animal feed at subsidized prices. 
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OUTPUT PRICING AND PROCESSING,Table 4-2. AGRICULTURAL SUBSIDIES EXTENDED VIA 
1980-82 

(millions of current pesos) 

19821980 1981 

Maize 9,752 15,111 23,799 

Wheat 7,644 10,209 17,000 

Beans 3,014 2,144 5,455 

Rice 292 - 260 949 

Sorghum 
7,257 

Oilseeds 
1,534 

Powdered milk 
733 

others 1,119 

Total 57,846* 

Total subsidies
 
n.a.in the economy 684,160 	 822,360 


Preliminary
 

Source: Mission estimates
 

Of this total, about 63% represents CONASUPO operating costs, and 37%
 
* 	

(21,400 million pesos) represents differentials 
between purchase and 

sales prices at different stages of production and processing. 

4-9 

not in fact attri
for important outlays. Host of the subsidy amounts are 

but rather correspond.
butable to a wedge between buying and selling prices, 

to CONASUPO's operating costs.
 

for greater
In the aggregate, subsidies on agricultural 	 inputs account 

on short-term credit cause 
outlays than the output subsidies do. Subsidies 

the largest fiscal burden, followed by those on fertilizer. 
Improved seeds,
 

subsidies. A previous
pesticides and crop insurance also, receive Bank 

mission has estimated that all input subsidies amounted to about $Mex 56 

and $Mex 80 billion in 1982.billion in 1981 

subsidy, as a case study in 
Table 4-3 examines the case of the maize 

It is assumed that pro
alternative ways of implementing subsidy concepts. 

viding producer incentives and subsidizing low income consumers are two of 

For the sake of illus
the more important goals behind the subsidy 	

program. 


simplified to represent very approximately 	 the 
tration, the figures are 

average annual production, imports, consumption, and producer prices in 

to other sets of figures if 
1979-81. The same concepts may be applied 

be the same. Also, again for 
desired, but the qualitative results will 

the maize consumptionit is assumed that 25% of 

to subsidize 
the sake of illustration, 

for whom the government would prefer 
goes to the poorer groups 

affecting the nature of 
the price. This percentage may be altered without 

the results.
 

The nominal farm gate price (5,000 pesos/ton) is higher than the
 

import price (4.000 pesos/ton), so the average supply price is between
 

The farm gate-to-consumer

those two numbers (at 4,833 pesos per ton). 


into 7,250 pesos at the4,833 pesos translatesmarkup is about 50t, so 

for which this table was
without a subsidy. In the periodconsumer level, 

pricing subsidy was a little over 9.000
value the maizoconstructed the of 
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pesos, and all consumer groups benefitted more or less equally from it.* This 

approximate "actual" program is illustrated by the fourth and fifth columns 

of numbers in Table 4-3: subsidy case A. 

B apd C in the table. Both oAlternative programs are presented as cases 

based on two important points of departure from recentthe alternatives are 

aactual practice. First, these alte~rnativos explore the idea of applying 

second, consumer subsidiesselective tariff to a few basic food imports; and 

groups, rather than being made are hypothesized to be targetted on the poorer 

conceivably could be administered iavailable to all. A tariff on basic foods 

two ways: a) if the private sector were permitted to import these items, a
 

applied, and CONASUPO would buy from domesticstraightforward tariff could be 

producers and importers at the prevailing market price; b) if CONASUPO tontinu
 

to hold an import monopoly, it could implicitly levy a tariff through its poli 

domestic sales to non-subsidized segments of the market. 

In the years when the quantities sold at subsidized prices are greater th. 

the imports, the tariff would not improve the government's net revenue positio 

in other years it would. However, an associated tariff on sorghum, for exampl. 

would generate considerable revenues to help offset the consumer subsidies. M
 

establish interimportantly, a set of selective tariffs on basic items would 

national scarcity values as a point of reference for domestic pricing policy. 

Use of the tariffs would avoid the unplanned and extremely variable domestic

price ratios discussed in section 2. In designing the tariffs, 1 

be a review of issues like the one (discussed above) on feedgrazns, food 

international 

could 

cont.grains and the income distribution, and hence explicit policy goals could 

to be broughtto bear on pricing measures, but this time in terms of considered 

*Actually, urban consumers have been more favored by these subsidies than 
rural consumOrs have. 

14
 
0 "4 

03 ci 
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departures from international scarcity values. 

In illustrative case A, the price of maize to the poor is maintained 

at the level established by prevailing policy, and the revenue savings from 

targetting are applied to reduction of the amount of the subsidy. Case 8 

is defined by reducing the subsidy by half over the prevailing amount, and 

applying the reduced amount toward subsidization of poorer consumers. 

Clearly, many other strategies could be developed, but the numbers for 

case B illustrate the point that targetting of the consumer subsidies could 

lead to very substantial fiscal savings and yet still be consistent with 

the goals of the Mexican government. 

It should be noted that more than half the fiscal outlays connected 

with agricultural pricing policy derive from CONASUPO operating expenditures. 

Perhaps this is an appropriate juncture to ask whether all the (1NASUPO 

operations are essential to the social welfare goals of the Mexican govern

ment. On welfare grounds, it can easily be argued that subsidies should 

be extended to consumption (by the poor) of maize, beans, and powdered 

milk, but it is not clear that the same arguments would extend to the 

practice of selling dozens of products through the CONASUPER stores and 

related outlets. Also, how essential to the goals of social justice and 

development is the practice of conferring monopoly food import power on 

one government agency? If, incidentally, it is desired to insulate the 

Mexican consumer from fluctuations in world market prices, then a variable 

tariff policy can serve that aim at less cost than the present CONASUPO 

infroatructure does. Tariffs alone will not establish a domestic price 

level in all cases, particularly if the import volume is low relative to 

domestic production, so CONASUPO will have to continue some purchases of 

products at the farm level. However, there appears to be scope for reducing 

the scale of CONASUPO operations without prejudicing the Mexican govern

mone's goals for pricing policy. 

An implication of the material presented in this section is that the 

Mexican government may wish to undertake a thorough-going review of the 

pricing policy, with special emphasisadministration of its agricultural 

use trade policy to help effecton targetted consumer programs and the of 

pricing policy. 

some of trade policy on Mexico's in-Earlier in this section effects 

urban come distribution were examined taking into account effects on both 

and rural groups. For the agricultural sector itself, a fairly extensive 

study has been conducted recently regarding the incidence of different 

instruments of pricing policy.- The study employed the CHAC model of the 

agricultural sector; that model has considerable regional and crop dis

aggregation and also incorporates downward-stoping demand curves and endo

genous price determination. For the cited study, the model was employed 

in a comparative statics manner to examine the consequences of altering 

price support levels and input subsidy rates. In each case, the model 

provided an estimate of the new equilibrium toward which the sector would 

tend to move, given the hypothesized policy change. For full details of 

how this model is applied to questions of pricing policy, the reader is 

referred to chapter 5 of The Book of CHAC.** 

.L N. Bassoco, et al., Andlisis de las Interrelaciones del Sector 
Agricola en un Ilorizonte de Corto y Mediano Plazo, Oficina de los 
Asosores del C. Presidente, Mexico, D.F., Oct. 1982. 

t IR.D. Norton and L. Sols 11., ilie Book of OfAC: programming Studies 
for Mexican Agriculture, John Hopkins, 1983. 
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Table 4-4 shows the results of these model experiments as regards 

output pricing policy. 

each objective per unit 

The figures in the table denote the not gains for 
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owing to the more rapid rate of increase of 
areas than in 	irrigated areas, 

in the former. Credit and irrigation- subsidies are especiallymechanization 

but the irrigationpowerful instruments for increasing producer incomes, 

areas.subsidy is particularly regressive. in terms of irrigatpd and rainfed 

However, it is the strongest instrument for raising the incomes of hired 

labor intensity of crops grown under irrigation,laborers, a reflection of the 

this section, some aspects of the consumer subsidy policiesTo conclude 

at the are reviewed briefly. First, Table 4-6 shows selected price trends 

farm gate and consumer levels. As the table demonstrates, for the period 

for basic food products were roughly comparable for1960-79 price movements 

during that period the pro
producers and consumers for wheat and beans, but 

case of maize. In the years
portionate rate of 	subsidy was reduced in the 

rate of subsidy was again increased in wheat and beans.
1980 and 191, the 

to other price indexes, e.g., the wholesale price index and
When compared 

the official minimum salaries, it is clear that the subsidized consumer 

and other basic products declined in real terms over,the
prices for these 

Taking into account the earlier material on producer
1960-81 period. 

can said that, decades, price movements in
prices, it be over the 	past two 

at the expense of producers.consumers 

The second point relevant to consumer subsidies is that CONASUPO 

basic products have favored 

subsidizes a dozen or more basic foods--and CONASUPO outlets sell dozens 

basic products account for a very large
of products in all--and yet three 

share of total calorie and protein consumption of the poor. Table 4-7 

beans, and milk in
shows the proportions of nutrients provided by maize, 

Milk accounts 	for a low proportion
the cases of lower income groups. 


of total nutrients 	but, of course, it is especially important for infants. 

m - m 
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0 for the CONASUPO subsidies to 
These data raise questions about the need 
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S. Policy Conclusions 

The discussions in the foregoing sections reveal that both the 

structure of the agricultural sector and the policy environment have 

been evolving gradually over the past two decades. In accordance 

with this process, policy goals also have changed. For example, 

while creation of agricultural employment figured prominently in the 

policy statements of the early 1970s, in recent official pronounce

ments employment creation per so appears to have been given less 

weight than fostering agricultural income growth and, above all, an 

improvement in the agricultural balance of payments. And, of course, 

the recent budgetary crisis has lent urgency to the calls for reduction 

in subsidy budgets. These national objectives will be taken into 

account in reviewing policy options.
 

The principal trends which have characterized the sector over the 

past two decades, until recently, have been declining real prices for basic 

foods; negative real protection for those products; increasing relative im

portance of livestock and poultry, vegetables and fruit, and oil

seeds in the national production structure; rapid growth of exports 

of fruits and vegetables and rapid growth of imports of foodgrains 

and feedgrains; and diversification of production at the farm level, 

even on small farms. A related trend has been an expansion in 

subsidy outlays, with an increasing tendency for the subsidies to 

favor consumers more than producers. These trends are mutually consis

tent: the declining real prices of grains are consistent with an 

increasing demand-supply deficit and therefore greater reliance on 

imported grains. Mexico's comparative advantage does lie more with 

- - MM - - MmM- - - -M-M- m m
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fruits and vegetables than with grains, so the principal policy 

question is to what extent it is desired to construct policies which 

run conater to comparative advantage. Clearly the answer depends 

importantly on national priorities.
 

Policy preferences appear to give strong emphasis to food
 

security, so in the circumstances it would be inappropriate to sug

gest 	that Mexico plan to rely extensively on imported grains. On 

the other hand, it may be unwise 	to attempt to secure complete self

sufficiency in foodgrains, especially given the stochastic nature of 

grain production and prices. The revised producer pricing policy of 

1980-81, which was reinforced in 1983, appears to have successfully
 

reduced the need for imported grains. (The role of weather in the 

good harvestsof the early 1980s is 	 still being debated, but it seems 

clear that the higher prices did 	stimulate production, especially in 

light of the cited studies on supply responsiveness to prices.) Thus, 

an important subsidiary question 	 is the extent to which a continuing 

price stimulus can be offered to grain producers without incurring 

the high budgetary costs of recent 	years. 

In this respect, it is helpful to recall that trends in sub

sidized prices have tended to favor 	 consumers more than producers, 

and that, with the exception of milk, the subsidized products have
 

not been targetted at all. Table 4-3 and its attendant discussion
 

showed 	that there is considerable scope for reductions in the budge

tary costs of subsidies if targetting is implemented. In the present
 

budgetary situation, the cost of indiscriminate consumer subsidies
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is no longer sustainable. That earlier discussion also pointed out'the 

impoitance of using international prices as references, via an explicit 

or implicit tariff. Depending on the relative quantities of imported 

maize and maize subsidized for tqrget groups, a tariff on maize might 

or might not raise revenues. However, a tariff on some products, such 

would generate revenues and would go a long way toward offas sorghum,-

consumer groups. Thesetting 	the costs of the maize subsidy for needy 

system of reliance on informal quotas is inefficient from a viewpresent 

point of revenue generation, and, as noted, it has led to inconsistent pol

time with regard to the ratio of domestic prices and border priceicies over 

It must be emphasized that the appropriate policy mix very much depends 

on national objectives. For agricultural pricing policy in Mexico, the most 

of minimal welfare stan
relevant objectives are those of 	food security and 

suggest a policy mix of price incentivesdards for the poor. These goals 

to maize producers and selective consumer subsidies for the lower income 

groups. The material of this report suggests that price incentives perhaps 

should be extended to the principal foedgrain (sorghum) as well, to avoid 

that 	theseundesirable income distributional effects. It also suggests 

two principal goals may be attainable--to a reasonable degree-- at an 

acceptable budgetary cost provided that: 

to three or four basic foods(a) 	 consumer subsidies are confined 


and milk);
(preferably only maize, beans, 

(b) 	 all consumer subsidies are targetted to the lower income groups, 

via school lunch programs and other proven methods; and 

(c) 	 producer pricing policies are implemented by an explicit or
 

implicit tariff which effectively establishes domestic prices
 

in relation to import prices.
 

step would be to remove the sorghum 	 subsidy to*Actually, the first 
users of that grain.
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A tariff would be-appropriately applied to maize and sorghum, 

as noted hbove. Appropriate magnitudes may be outlined by reference
 

to historical experience. As Tables 2-7 and 2-8 showed, real protec

tion has been consistently negative for sorghum and has been negative
 

for maize until 1981-82. Nominal 	protection for maize was -19% in
 

1970-74, +11% in 1975-79, and about +30% in 1980-82. Nominal pro

tection for sorghum was negative, throughout the period. The 30% 

nominal protection rate on maize came close to eliminating the need 

for imports, temporarily. This is 	 not surprising in view of the fact 

that imports had accounted for about 15% of total supply on the ave

rage, in the years immediately prior to the revised pricing policy, and 

the fact that the supply elasticity of maize is estimated to be about 0.5. 

Thus, from a food security viewpoint, a sustained nominal protection rate 

of 20%-30% on maize and sorghum (calculated at an equilibrium exchange 

rate) would come close to assuring attainment of national goals, and it 

For
also would be constructive from an income distribution viewpoint. 

all other products, there is not compelling justification for intervening 

on prices. Their prices could be allowed to move toward border prices, 

or toward the domestic market equilibrium price in the case of products 

for which international trade is not very important. Two illustrative 

crops are wheat and rice. For wheat, the consumer price is highly sub

sidized--a regressive measure. Por rice, the producer price is held below 

equilibrium levels. There is no economic justification for either of
 

these policies. 

to 
Tt may be argued that for efficiency it would be preferable 

uniform protection rate on all agricultural imports, of say
impose a 

15% to 20%. However, there are two objections to such a procedure: 

of the cited national objectives requires
(i) strict interpretation 

----	 W-Wn-rn-m--
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wheat could be added 
a very few products--perhppsprotection only for 

a large number of products would 
to the list; and (ii) protection of 

trading partners, and 
perhaps invite tariff retaliation 	from Mexico's 

continued success in exporting agricultural 
products is important
 

to Mexico. 

lines of reasoning is that the role of
A corollary of these 

a sharply focussed program of 
CONASUPO bears rethinking. With more 

CONASUPO needs to continue
 price subsidies, it is not clear that 

to continue Mexico's soleof products or as
marketing a large number 

CONASUPO's scope of operations has
agricultural importing agency. 

more 
expanded rather inertially over the years until it now is much 

in the original price support legisla
comprehensive than envisaged 

policy focus, CONASUPO
Under the proposed new

tion of the 1950s. 

farm-gate purchases of maize and 
to stand ready to makewould have 

to assure maintenance of the desired 
sorghum, and perhaps wheat, 

import quantities decline. 
rates of nominal protection, especially if 


the farm level
fewer types of commodities at
But it could purchase 


Producer price supports
at the retail level. 

and sorghum and perhaps 
and market many fewer 

could be abolished for all crops save maize 

related outlets could be 
wheat. The network of CONASUPER stores and 


targetted consumer
 
replaced with institutions better 	designed for 


public agency has a comparative

subsidies. It is doubtful that a 

advantage in retail merchandising. 

should enhance its price-monitoring
At the same time, CONASUPO 

may wish develop a formula to 	adjust tariffs 
capabilities, and it to 

the aim of smoothing the international price
from year to year with 

----	 mr
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market.fluctuations before they are transmitted to the internal 

as permanent,The nominal protection on basic crops should not be viewed 

and it should be reviewed every five years. 

have to norms for the con-CONASUPO also would develop welfare 

subsidy program and experiment with different modalities for 

As noted, school meal programs have been effective, 

sumer 

that program. 

Brazil, and Chile, but other methods areespecially in Colombia, 

available as well. 

Finally, a counterpart to redbeing (unnecessary) marketing 

increasing investments ininterventions in basic grains would be 


marketing infrastructure for perishable fruits and vegetables,
 

the southern and southeastern regions of the country. 

These regions are becoming the most dynamic on the supply side, and 

those products are the most rapidly increasing ones in Mexico. 

particularly in 

The enormous diversity of Mexican agriculture, plus its strong 

augurs wellinternational comparative advantage in many products, 

for the future. Growth prospects are reasonably good, but a re

may help make them yet brighter.thinking of pricing policy 

jmenustik
Rectangle
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Session Title: Microcomputer Agricultural Pricing Date: Tuesday, June 3 
Models 

Lead Instructor: D'Silva Session #: 5 
Co-Trainer(s): Time: 2:45-4:15 pm 

OBJECTIVE(S): At the end of this session participants will be able to: 

o Distinguish between results obtained from single market and multimarket 
policy analyses. 

o Determine types of data needed and identify sources of data for multi
commodity policy analysis. 

ABSTRACT: 

After introducing multicommodity agricultural policy analysis, participants 
will be asked to identify and characterize some of the agricultural policies 
which have or could be the subject of a policy dialogue. Methods of quant
itatively analyzing the impact of policy changes will be outlined focussing 
on single market and multimarket analyses. 

The 	 Sudan Pricing Model will be demonstrated focussing on the manner in 
which the impact of policy changes can be traced and quantified. Sensi
tivity analysis of the model will be discussed, followed a review of the 
data and data sources required. 

READINGS: 	 Required/Optional 

o 	"Steps in Developing a Multimarket Computer Simulation 
Model" / X 

o 	"Details used to Describe How the Agricultural Sector 
Works" / X 

o D'Silva, Brian, Sudan Case Study.
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MUL11LOMMODITY AGRICULTURAL PRICING POLICY ANALYSIS USING
 

MICROCOMPUTERS 

-& &~L'I~ kSJtAfI E-e& 9 
1. 	 WHY USE MULTICOMMODITY PRICING POLICY ANALYSIS?
 

A) 	 PRICING CHANGES CAUSED BY DEVALUATIONS OR PRODUCER PRICE CHANGES 
HAVE EFFECTS ON MORE THAN ONE COMMODITY. DUE TO 

1) INTERRELATIONSHIPS BETWEEN COMMODITY MARKETS, 

ii) 	 INTERRELATIONSHiPS BETWEEN COMMODITY AND INPUT MARKE1S. 

B) PRICINS CHANGES COULD HAVE DIFFERENTIAL IMPACTS. DUE TO
 

i) STRUCTURAL DIFFERENCES BETWEEN COMMODITY MARKETS
 

ii) STRUCTURAL DIFFERENCES WITHIN THE AGRICULTURAL SECTOR.
 

C) 	 POLICY MAKERS NEED TO EVALUATE THE IMPACT OF DIFFERENT POLILA' 
CHANGES. 

i) THEY MAY BE INTERESTED IN THE RANGE OF IMPACT, E.G. 5 TO 10 %, 
RATHER THAN AN EXACT QUANTITATIVE VALUE. 

ii) THE TIME AVAILABLE FOR ANALYSIS MAY BE LIMITED. 

iii) DATA LIMITATIONS ARE A DEFINITE PROBLEM. 

D) 	 MICROCOMPUTERS 'AND PRESENTLY AVAILABLE SOFTWARE NOW MAKE ANALYSIS
 
OF POLICY CHANGES POSSIBLE
 

i) 	IN A USER FRIENDLY WAY.
 

ii) 	ENABLE POLICY MAKERS AND POLICY ANALYSTS TO UNDERTAKE ANALYSES 
IN A TIMELY FASHION. 

iii) FACILITATES POLICY DIALOGUE. 

iv) IS A LOW COST APPROACH TO DETER11NING AREAS OF FURTHER RESEARCH. 

1
 



2. 	HOW DO WE UNDERTAKE DEVELOPMENT OF A MULTICOMMODITY-PRICING MODEL ON
 
A MICROCOMPUTER.
 

A) 	 DEFINE THE SET OF POLICY ISSUES WHICH ARE OF INTERESF.
 

E.G. 	IMPACT OF INCREASING MAIZE PRODUCER PRICES OR
 

ALIGNING DOMESTIC PRODUCER PRICES WITH WORLD PRICES.
 

i) 	EACH OF THE ABOVE POLICY CHANGES COULD HAVE IMPLICATIONS FOR 
DOMESTIC PRODUCTION, CONSUMPTION, IMPORTS, EXPORTS, FOREIGN 
EXCHANGE EARNINGS, GOVERNMENT BUDGETARY REVENUES AND INCOME 
DISTRIBUTION.( AA, o11aJa0AA TaL&.> 

DESCRIBE IN DETAIL THE STRUCTURE OF THE AGRICULTURAL SECTOR WIT-
Si 

PARTICULAR REFERENCE TO THE COMMODITY MARKETS THAT NEED TO BE U 
ANALYSED. 

a) DETERMINE HOW INPUT AND OUTPUT PRICES ARE DETERMINED. 

b) 	EXTENT TO WHICH COMMODITIES AND INPUTS ARE TRADED.
 

c) 	 MANNER IN WHICH GOVERNMENT REGULATES THE SPECIFIC INPUT Ah 
COMMODITY MARKETS BEING ANALYSED. 

C147) 	DO THE NECESSARY ALGEBRAIC AND MATHEMATICAL MANIPULATION.
 
NOTE: 	THIS COULD BE A PAIN DEPENDING UPON THE NUMBER OF POLICY
 

ISSUES THAT YOU WOULD LIKE TO ANALYSE AND THE COMPLEXITY
 
OF THE MARKET STRUCTURE.
 

DETERMINE THE DATA REQUIRED. USUALLY THESE FALL INTO TWO
 

CATEGORIES.
 

a) 	 LEVELS OF PRODUCTION, CONSUMPTION AND PRICES IN THE BASE 
YEAR. 

b) 	 GUESSTIMATES ( OR ESTIMATES IF AVAILABLE > OF SUPPLY 

DEMAND AND INCOME ELASTICITIES. 

EA> DETERMINE THE EXTENT OF RESULTS WHICH ARE DESIRED. E.G. LEVELS 
OF PRODUCTION, CONSUPTION. GOVERNMENT TAX REVENUES .. FOREiuN 
EXCHANGE EARNINGS. 
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Table 2-Likely effects of policy changes, Sudan 

Change in policy : Likely effect on: 
: : Agri- : : Foreign : Govern
: Farmer : cultural : Consumer : exchange : meat 
: income : sector : prices : earnings : revenues 

: income : 

: Movement 

Exchange rate changes:: 

Devaluation : Increase Increase Increase Increase Decrease 

Movement toward uni-: 
flied exchange rate: Increase Increase Increase Increase Increase 

Valuation of agri
cultural export
 
earnings at com
mercial rate Increase Increase None Increase Increase 

Valuation of remit- : 
tances at commer- : 
cial rate None None None Increase Increase 

Producer incentives: 

Increase in producer: 
prices 1/ Increase Increase None Increase Uncertain 

Reduction in export 
taxes Increase Increase Nonj Increase Decrease 

Removal of govern
meat monopoly in : 
groundnuts and 
sesame marketing Increase Increase None Increase Decrease 

Reduction and removal
 
of consumer price
 

- subsidies: - -

Bread None None Increase Increase Increase 

Petroleum aroducts : None None Increase Increase Increase 

Sugar None None Increase Increase Increase 

'Ao
 

'/ Cocton, zum arabic, and wheat.
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180000	 0


9 	 Groundnuts 0 233000
 
Sorghuam 1084000 363000 359000 200000
 

0	 0
Millet	 0 314000
 
0 169000 -300000Wheat	 0 

0	 0
99000 107000
 

10 Gum Ar abic 0 45000 0 0
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3tton 0ELSC 
MS Cal	 0 0 372000 0 
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2 

13
 

4 DEMAND Groun URBAN.. TRADITIONAL IRRIGATED 
dnuts 0 0 0
 
us 400000 847000 359000
6 	 Sorgh 

0 300000 0
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a Wheat 379000 0 90000
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----------------- PRICES ----------- -------

CONSUMER IPRODUCER EXPORT (S) IMPORT (S) 

600
6 Groundnuts. 	 1000
 
150
Sor* 

600
 
200
300 550
 

- 750 -..-	 935.0 
1160	 1600
 

12 ELS on120
 
13 MS Cotton 90
 

See Below 
14* 
16 Sorghum prod. price - Irrigated 350 (LS)(LS)
 

17 Sorghum prod. price - Traditional 400 (LS)
I Traditional 500 (LS)
s Millet prod. price 
19 Wheat procurement price 360 (LS)
 

20 sorghum prod price - mech 330
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---------------- SUPPLY ELASTICITIES---------------

W
 
Millet SesameTRADITIONAL3a Sorghum Groundnuts Gum Arabic 

Sorghum 0.155 -0.3 0.6 0.25 0.3 I0.4 -0.4 -0.2Groundnuts -0.3 0.25 
Sum 	 Arabic 0 0 0.75 0 0 

Millet -0.25 -0.4 0.7 0.12 0 
Sesame 0.3 0 0.6 0.3 0.3 

Mkt.11 
12 IRRIGATED: Sorghum Groundnuts ELS Cotton MS Cotton Wheat I 
13 Sorghum 0.6 -0.3 -0.5 -0.5 0 

0 014 	 Groundnuts -0.3 0.7 , 0 
0 0
15 	 ELS Cotton 0 0 0.7 

0.7 016 	 MS Cotton 0 0 0 
0 0.417 Wheat 0 0 0 

19 
19 Wheat w. r. t. wheat procurement price 0.4 

I 
20 Sorghum w. r. t. wheat procurement price 0 
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READJ es 	 £LASTICITI(S- 7)E4m ) 
SUB 4anst.. 

Y z 	 AA AS AC AD I 
--------------- DEMAND ELASTICITIES --------------

IRRIGATEDs	 Sorghum Grounfnuts Wheat 
Sorghum -0.225 0 0.3 

Groundnuts o -0.1 0 
Wheat 0.3 0 -0.15 

'3 URBANa Sorghum Groundnuts Wheat Sorghum FOB 
-0.2 V.3 0.5 0 

toSr s 0.3 -0.75 0 0 U 
-0.5 0.30.5 	 0 

12
 
Wheat Millet13 TRADITIONR"t Sorghum Groundnuts 

14 Sorghus -0.25 0.35 0 0.1 

15 Groundnuts 0.35 -0.5 0 0.1 
16 Wheat 0 0 0 0 

0.1 0.1 0 -0.317 Millet 
18 I019 Wheat (Irrigated) w. r. t. Sorghum (Trad.) Price 

of Wheat w. r. t. Wheat Proc. 0.6720 Gov't Procurement 
01-Jan-SO 03:58 AM 
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19 
20 CHANGE IN IFVELS OF PRODUCTION 
21 IRRIGATED TRADITIONAL MECHANIZED 
122 COTTON ELS 232.361111 SORGHUM 15238.5724 SORGHUM 0 
23
324 COTTON MS -321.48148 MILLET 6711.31463 SESAME 0 

26 SORGHUM 1684.50829 GNUTS -15528.098 .
 
7
 
8 WHEAT 0 GUM ARABIC 9.52779429 
9 

3O GNUTS 0.23482071 SESAME 5328.61777
 

132 NEW LEVELS OF PRODUCTION 
33 IRRIGATED TRADITIONAL MECHANIZED 

4 COTTON ELS 239232.361 SORGHUM 379238.572 SORGHUM 1084000 

'6 COTTON MS 371678.519 MILLET 320711.314 SESAME 99000 

31-Jan-80 04:03 AM 
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29
 
30 GNUTS 0.234 2071 SESAME 5328.61777
 
31 

I32 NEW LEVELS OF PROD TION
 
33 IRRIGATED TRADITIONAL MECHANIZED
 
34 COTTON ELS 239232.361 ORGHUM 378238.572 SORGHUM 1084000
 
35 
36 COTTON MS 371678.518 MI ET 320711.314 SESAME 99000 I 
307 
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37 
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AGRICULTURAL POLICY SEMINAR
 
Session Outline
 

Session Title: Uses and Abuses of Quantitative Models Date: Tuesday, June 3
 
Lead Instructors: Norton Session 1: 6
 
Co-Trainer(s): D'Silva, Core Staff Time: 4:30-5:15 pm
 

OBJECTIVE(S): At the end of this session participants will be able to:
 

o Distinguish strengths and weaknesses of quantitative models focusing on 
key assumptions and available data 

o Select appropriate applications for use of such models in cost/
 
effective terms
 

ABSTRACT:
 

Quantitative models -- particularly with the widespread availability of. 
micro-computers -- have become useful and relatively available tools for 
policy analysts in developing countries. Still, the "magic" of such 
approaches can conceal important -shortcomings that include, for example: 

o definition of assumptions
 
o limitations on types and accuracy of data available 
o overdependency on. quantitative indicators at the risk of overlooking 
qualitative attitudinal, social, power, and political factors
 

o unpredictable responses to unanticipated changes in circumstances 

READINGS: Required/Optional
 

o None. 



AGRICULTURAL POLICY SEMINAR
 
Session Outline
 

Session Title: Working Groups- Date: Tuesday, June 3 
Lead Instructors: Norton, D'Silva Session #: 7 
Co-Trainer(s): Core Staff Time: 5:30-6:00 pm 

OBJECTIVE(S): At the end of this session participants will be able to:
 

o Apply concepts and learnings from today's sessions to group and individual
 
action plans for presentation on Friday
 

o 	Suggest questions of special interest/relevance for tomorrow's sessions
 

ABSTRACT:
 

o 	Describe a quantitative/modeling approach that might be particularly 
useful for your program
 

o 	 Suggest critical data/information required for such an application. 
Rank in terms of importance and suggest how such information could' be 
obtained most cost effectively 

READINGS: 	 Required/Optional
 

o 	None. 



AGRICULTURAL POLICY SEMINAR
 
Session Outline
 

Session Title: 'Exaction' Briefing Date: Tuesday, June 3
 
Lead Instructors: Cruz, Whelan Session #: 8
 
Co-Trainer(s): Rassas Time: 8:00-9:30 pm
 

OBJECTIVE(S): At the end of this session participants will be able to:
 

o Understand rules to play 'Exacti.on'.
 

o Participants will be assigned individual roles.
 

o Participants assigned 'key' roles will receive an additional set of
 
instructions.
 

ABSTRACT:
 

Participants will take on the roles of poverty-stricken farmers in the 
rural sector; industrialists and laborers in the urban sector; trading
 
intermediaries and decision makers in government. Acting and reacting with 
each other, in the face of an uncertain physical environment and a changing,
 
world economy, they struggle through several years at the edge of survival.
 
They seize and miss opportunities, understand and misunderstand the chal
lenges that confront them, collectively as well as individually. Partici
pants learn from their own actions and experiences, both the significance
 
and limits of their professional approach to promoting development. 

EXACTION is an expansion of the well-established game in rural development 
used world wide - the GREEN REVOLUTION GAME - to include an urban
industrial sector, trade in foreign exchange on the world market and a role 
for government policy. EXACTION has been developed by the principal author 
of the GREEN REVOLUTIONGAME, G.P. Chapman (Cambridge University) in colla
boration with I. Tsakok (World Bank) to enable participants to experience 
the interaction between policy making at micro and macro levels.
 

READINGS: Required/Optional
 

o None.
 

http:Exacti.on
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AGRICULTURAL POLICY SEMINAR
 
Session Outline
 

Session Title: 'Exaction' Date: Wednesday, June 4
 
Lead Instructors: Cruz, Whelan Session #: 1
 
Co-Trainer(s): Rassas Time: 8:00-3:30 pm
 

OBJECTIVE(S): At the end of this session participants will be able to:
 

o Better understand a real world situation which places them in the position 
of farmers, input distributors and government officials. Participants
 
will experience the effect on their lives of changing economic and other
 
enviornmental factors some of which are influenced by agricultural policy.
 

ABSTRACT:
 

EXACTION complements formal instruction by providing an active partici
patory context in which formal insights may be tested and integrated with 
interdisciplinary perspectives. It develops understanding neither by
 
instruction nor by prediction, but by making participants face the respon
sibility and consequences of their decisions. Each game is a unique
 
creation of the participants. In confronting problems as individuals and
 
as members of wider interest groups, participants cannot but reveal their 
own personalities and philosophies in action. The dynamics of this 
economy, the perceptions, experiences and motivations of the participants 
are exhaustively analyzed in debriefing. This final session is of critical 
importance in drawing together these individual experiences to deepen 
perceptions and understanding of the development process. The debriefing 
is an integral and essential component of EXACTION as a pedagogical tool. 

READINGS: Required/Optional
 

o None. 



AGRICULTURAL POLICY SEMINAR
 
Session Outline
 

Session Title: 'Exaction' Debriefing Date: Wednesday, June 4 
Lead Instructor: Fletcher Session #: 2 
Co-Trainer(s): Whelan, Cruz Time: 4:00-6:00 pm 

OBJECTIVE(S): At the end of this session participants will be able to:
 

o Better understand a real world situation which places them in the position 
of farmers, input distributors and government officials. Participants
 
will experience the effect on their lives of changing economic and other
 
enviornmental factors some of which are influenced by agricultural policy. 

ABSTRACT:
 

None.
 

READINGS: Required/Optional
 

o None.
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THURSDAY
 



READINGS FOR THURSDAY
 

Session Required/Optional
 

Session 1
 

o Cummings, Ralph Jr., "Minimum Info-systems for 
Agricultural Development." X 

o Hermann, Chris, CDIE Guidance for Policy Managers, .pp. 1-2. X /
 

o IDS/Sussex, "Some Observations on Rapid Rural Appraisal 
Systems." *X/ 

Lunch
 

o Commins, Lofchie and Payne, "Africa's Agricultural Crisis: 
The Roots of Famine," Lynne Rienner, Boulder, CO, 1986. X / 

o M. Lofchie & S. Commins, "Food Deficits and Agricultural 
Policies in Sub-Saharan Africa," San Francisco: Hunger 
Project, Sept. 1984. X 

Session 3a
 

o Agricultural Policy Analysis Project Flyer, Abt Associates. X /
 

o Tilney, John, Riordan, James, "Agricultural Policy Analysis 
and Planning: A .Summary of Two Recent Analyses," Abt 
Associates, Contract No. DAN-4084-C-00-3087-00, May 7, 
1986. X 

o Bateson, William, "Sudan Case Study: Agricultural Planing 
and Statistics Project", Checchi and Company,- 1986. X / 

o Chambers, Robert, Rural Development: Putting the Last First, 
Chapter 8 Practical Action, London, Lagos, New York, 1983, 
PP. 190-217. / X 

o Uphoff, Norman and VanDusen, Katy, "Local Institutional Devel
opment for Agriculture," Local Institutional Development 
Series No. 5, Cornell University, 1985. X 

Session 3b
 

o Fletcher, Lehman, "Evaluating Effects of Government Policies 
on Producers, Marketing Agencies and Consumers," 1986. X / 



AGRICULTURAL POLICY SEMINAR
 
Session Outline 

Session Title: 	Data Systems and Information: Date: Thursday, June 5 
Appropriate Short and Long-term Strategies 

Lead Instructor: Fletcher, Hermann, Wigton Session #: 1 
Co-Trainer(s): 	 Time: 8:30-10:30 am
 

OBJECTIVE(S): At the end of this session participants will be able to
 

o Distinguish between data and information for policy analysts. 

o Assess different approaches to data collection based on different
 
objectives, field conditions and institutional capacity.
 

ABSTRACT:
 

Agricultural policy reform programs may be supportive of reform to the extent
 
that they disburse funds for necessary training and logistical support, however 
they will require more and different types of information than conventional
 
data systems usually allow. Standard, large-scale reporting systems that 
function affectively have their advantages, however other innovative approaches 
to data collection which are both responsive and timely are essential. It is
 
useful to distinguish between quantitative and qualitative data sets and their 
respective advantages and limitations. Staffing, logistical support, inad
verted biases, and time limitations often make it extremely difficult to pro
vide data sets to policy analysts from which statistically valid inferences can 
be drawn, therefore it is often necessary to provide alternative accounts of
 
changing field and institutional conditions.
 

After introducing the derived demand concept for data and information, the
 
critical categories of data and information will be outlined drawing from
 
examples inAsia, Africa and the Middle East. This will be followed by a
 
comparative review of data collection systems including: censuses, national
 
accounts, farm management and village-based data sets, sample surveys and rapid 
rural appraisal. Attention will be focused on the costs, implementation 
problems and merits/disadvantages associated with different systems and 
collection techniques for generating policy-specific information in a timely 
and responsive manner. A matrix of types of information needs with techniques 
for obtaining information will be developed to summarize options and approaches 
for varying levels of effort.
 

READINGS: 	 Required/Optional
 

o Cummings, Ralph Jr., "Minimum Info-systems for Agricultural
 
Development" 
 X 

o Herman, Chris, CDIE 'Guidance for Policy Managers, pp. 1-2. X / 

o IDS/Sussex, "Some Observations on Rapid Rural Appraisal
 
XSystems" 
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seminar report 

Minimum Information Systems for
 
Agricultural Development in
 

Low-Income Countries
 
RAsP W. CUMMINGS, JR." 

turaniunoN ' 
Informanon Systems for agricultural development 

in low-income countries has been an area of concern 
and intercn to the Council for some time. In De
comber 1976,. group of individuals experienced in 
this area met in Oxford to discuss problems and 
approaches in the development of more adequate 
information systems. The group included individuals 
on bosh the supply and demand side. Some have had 
long experience in data generation while others, in 
their roles aspublic officials or planners, confront the 
problem of securing required information. 

Thi Seminar Report summarmes major points in 
the papers presented, and the discussions that en
sued. 

Papers presented at the seminar a- now being 
edited wih a view to their publcation as a mono
graph Single copies of as report are vailable wnthout 
charge from the Agricultural Development Council. 

A. M. Wsss".T 
Arctor 

Research and Tratung Network 

*D, Cummins is the Prr Offier for he iiennmonal 
A hiuseeliopmeneSlesa

subsunusly, from suggetsms, 
somecases b Harry C 

'Thti ppe hs benefuned and mn 
subanetl redrafanS. BryantMen. 

Trdosan. Datis haway.JaressoenrKaacmnanKn d Albr 
Wenshug 

TheAsricuituralDveopmentCoua.sci. 

Sound decisions depend on accurate information 
Yes every low income country faces severe competing 
demands for the financial and human resources it 
would need to staff an information system equal to us 
decision-making requirements for agricultural de
velopment 

Three steps are'essential if alow scome country is 
to develop information wisely in support of its dc. 
velopment efforts. It must be able to. 

I. 	Identify the snformation required for she most 
important prinate and public decisions and 
specify the kinds of information that deserve 
highest priority. 

2. 	Utlare methods of collecting, processing, and 
analyzing data that meet reasonable standards 
of accuracy, timeliness, and coverage while at 
the same utme minimise financial and human 
costs 

S. Do this within an instmtutional structure which 
brings uars and supphers of information to
gether in a continuous dialog and bachlasable 
to adapt, asthe comomy changes, to changing 
demands for information and ne. method
ologwes for generating it. 

The purposes of this paper are to idcntsf) the 
princspal users of agnculural informanion and she 
types of information they need, to sdensify the prin
apal suppliers of agricultural information and the 
types ofinformation the) can protide: to review some 
of the more crsscal methodological issues ansupply. 
ing information: to discuss institutional arrangements 
for collecting. processing. and anallzng information. 
and to identify some crsical areas for future aen. 

12000 Ave ortiAmericaso.NewYor.N Y. 30010 
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AN AGRICULTURAL INFORMATION SYSTEM 
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mon. The discusson will focus on the supply of 
information about agricultural commodities which 
can be generated within the agricultural sector. Many 
of the components of demand for agricultural com
modities such aspopulation growth and per capita 
income are outside thedirect influence of the agnul
tural sector. Information on these categorses. which 
are of interest to all economic sen, is usually 
provided by the nauonal statistical system. 

The informanon system is a subset of the social 
system: the process by which information descrbsing 
the social syntm is organized for decision-making 
The degree to which it accurately reflacts eality in 
providing useful information for decision-making 
depends on the degree to which measurement and 
data, on the one hand. are compatible with specifica

ion and testing of the analytical framework, on the 
other. Thus suppliers of data must be in effective, 
continuous communication with the users ofinforma

i** 

REALITY 

tion (see Figure 1). Both political and objecive pro
cesses must validate the information if it is to be trul 
useful in decision-making. 

While information can be valuable. Italso is expen
sive Cos of poor decisions and subsequent lack of 
appropnaie information can be large. Returns to 
effective decisions about data and information can 
alto be high. Careful system design, followed by 
prompt and widespread dsanbutton of information 
to those who effectively make or facilitate decisions is. 
therefore, the foundation of effective information 
management. 

USERS OF AGRICULTURAL INFORMATION 

Who uses agricultural information? In a countri 
with a pnvate agricultural sector. the most important 
decision makers are the primary producing units 
(farm famlies) and the merchants and traders In the 
public sector, the most important are those gosern

ent officials most directly concerned with agriml. 
tural policy and those concerned ith agriculture as i 

relates to the overall economy (for example. the 
planning commission and central bankers). interna
tsonal organiations constitute a Fifth category of 
users. 

Each decision-makers information needs depend 
upon the kind of options open to hin-the number 
and nature of activities he can manipulate. His needs 
are affected by: 

1. The nature and state of development of the 

economy 
2. The other parnies involved in ist decisions. 
S. What each pany wants soachieve. 
4. 	 Each party's level of knowledge about 

economic units and ho, each responds. 
5. The governmental philosophy asto what kinds 

of intervention are approprsate and effective. 

In most countries there isa tendency to overesti
mate the Utiliy Of Informanon topubhrPolicy makers
 

and to underestimate what is might do for private
 
As arssult, data-gathering tends todecision makers 

be organized for the pubhic official's benefit and she 
posentiallb large payoff from better mformed prilate 
decision makers is not fullyexplotted. 

pdaruy Producing Units 

Goals of the primary producing units (farmersi 
on theirand also cooperatives) dependproducers

degree of market orientation Ina subsistence setung, 
a farm famsily strives so produce enough to satisfy its 
own needs. As productviy increases, the farmer has 
more opportunity to maximize the wel-being of his 
family bytprofits from sales. 

The non.commercial farmer often operates in an 
as complex asthat of the commercialenvironment 

producer. He has the same types of decisions to make 

asdoes the commercial producer, eg., what crops to 
grow, what inputs to tuize. what final use to make of 
this production However, he buys litde and sells 
lttle, and neither the government nor the market has 
much opportunity to influence hisactions in the thot 
ran. 

Uncertainty is an important consideration in ag

raultural decisions at all levels of agricultural activity 

butt is specially Important aslow levels of produc
ot, when the farmer has ide reserve on which to 

rely in case of crop failure due to unfavorable 
weather, attacks of disease and insects. or other 
causes.s The function of Information for the poor 
farmer. asfor all other users, isto equip him better to 
respond to this uncertainty 

As his production increases, the farmer buys a
 

.inp the conssta Aglcultural Policy Makers

isfrmanon tecones st"nonMraly Walusbileunder perfratuntenuny The thery of resuourceallocanonor susiite mfonmu'iion, Whenuiice .copton assumeis The goals of govrnment agricultural pole mal. 

cover a wide range: maximizing food prodsuini 
assy . sauiduced. isformation acqus she hearaintu of a ea 

irilvint mformancoaniedi, .o.absfiams which possess in the whole country or, in cnain regions. asai' 
aps so ot6s5a bugherprofits becauseof li The se towhnsche 

i.asanoa is putdeternimesas**alr ing the suppl) (and controlling the cost) of food fu 

greater proportion of his production inputs and sells 
more of his output. He does not necessanly need mort 

use a
infornafon at this stage. However, he does 

onaron ots alteratve varteis,ffru load of a 
fertilixer prices, credit rates, labor availability com

modity prices. etc. This necesstates a greater amount 

of quantitative data. 
The concept of a"moving minimum" (the idea that 

minimum information needs change with economic 

circumstances) applies at this level ofjdecsion-naking 

as at all others. The agricultural sector asnot made up 

of homogeneous farming units. Not all farm fanhes 

sake advantage of their opportunities in the same
 

way, and the sector does not develop uniformly
 

Trade centers are often a major source of informa

dion for farm families; markets convey messages
 

rapidly. But governments must consider what special
 

steps they need to sake to make sure that all categories 

of farmersiproducers. and especially the smaller 

equal chance to respond to newoperators. have ar 
opportunities asthey arise. If all primary producing 
units are to benefit from information, the form in 

which data are released may be asimportant as the 

gathered; i.e. information must bekinds of data 
intelligible to the leat sophisticated of its potential 

uers.. 
MerhansfTraders 

maximize money 

profits. In a free enterprise economy the obsctas 
they pursue may not always be in the broader pulit 

Merchants and traders seek to 

interest I.e., they seek to gam access to spectal infor
nation or to retain or suppress public information 

from others. 
Merchants and traders usually maintain informal 

exchanges with other traders regarding commodit) 
prices and volumes including anticipated supplies 

marketand stocks. Enforcement of a competiuve 
structure, including steps to make information more 
accessible and so improve the accuracy and imcliness 
of volumes, with values standardized by unit and 

quality, will generally benefit: 
1. Sellers (farmers/producers), by giving them bet 

ter opportunines to choose when, where, and 

how to buy production inputs and to sell then 

outpus; 
2. 	 Smaller and newer traders, by easing their entri 

into the market and thereby preumablb sncreas 
ing its competivenqssE and 

3. 	 Consumers, by lowering costs of distribuin 
and creating more awareness of when. where. 
and how to purchase commodities. 

ABsIra lb Document
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urban areas, increastng rural incomes, establishing 
more kunable land ienure, improving nutrition, and 
protecting foreign exchange reserves. Often the un' 

stated goals of these officials are at least asimportant 
as their explicit. publicly announced goals. 

Agricultural policy makers need a range of infor
mation to assist them in achieving these goals. How
ever, information collected by government agnacis 
must have, asits central purpose, service of public 
needs. Much of this same information is of interest to 
private bodies. Allowing private interests to dictaid 
public needs-as opposed to sharing in them-invites 

the potential of corruption into public decision' 
making 

The more commercial the economy, the more ways
 
the government has of intervening. Correspondingly,
 
its needs for Information grow and change. But even
 

in an advanced economy, the government can effec
ively manipulate only a limited number of policy
 
variables. Government analysts and policy makers
 
must identify, therefore, the limited number ofPoints
 
at which decisions can le miade and shan specify the
 
kinds of information. including levels of aggregation.
 
they must have to act intelligently.
 

Generally, the activities which government can in' 
fluence fall into two categories. First are dscaci 

projects which the government has a direct role in 

designing and operating and In which sound infor
mauon is necessary in order to establish reasonable 
targets and to implement mechanisms to achieve the 

desired mults. Low-income countries often uthie 

projects as their main means of influencing economic 
development. Second are matters such ascommodity 

prces, fertilazer prices, or credit eligibility require
ments in which the government may intervene and 

through which it may exercise a more indirect influ

ence on economic behavior. For both types of gov
ernment inerventions. basi questions must be asked 

areabout information needs. Which pieces of data 

essenial, which are only interesting? Which relate 

dirctdy to the effecnietess of pokc variables? 
In rapidly developing countries discontinuities in 

technology and institutions require that there be 
constant review of snformation, information
gathering strategies, and information categories. 

Otherwise, resources are wasted geting information 
mn longer needed and producing results that may 
actutly be misleading Rccn experience has dema

onstrated that this observation is equally true s 

advanced economies which are undergoing change. 
AgrscutIural policy makers generally need six main 

type of data and informanton organized either for 

discrete projects or for mere generalied policies: 
1ftnschA.r*t dee ry five in ten years. covenngf' 

as land unlization. soil 
types. ground and surface water supplies, forest 
and range resources. topography, Cimate. and 
transponaton facilies 

(a) Physical resources such 

(b) Human resources, tnduding the age and sex com
poution. ksills.income lets. etc.of the populs

(c) acnmic acines such as alternaive enphn' 
ment opportunities or other producttue en. 
deavors. she ature of the farming systemstthe 
available technology, and the transportatn s'S 
ea 

These data can sid in idenfying the resources sobe 
untied, the arge ,roups on which sofocus, and 
the targets to tbr achaeved and in establishing bench. 
mas against which to measure change at pemodc 
intervals. 

Including farm 
management studies and examinatnon of input/output

2. Farss/rpoduer lith.ese ftforasaon. 

prices to learn how producera reas to poliy variables. 
lacking ihis information. poh1cmakers are bound In 
maik errors. A market system, with all sit mierfet
ions. oftenoperates better than pubhcly administered 

auemps to preempt the market. But intcense snathtis 
of the sociorconomic system. inclnding farm man
agement studies basedon sound surveys and tn-depth 
interviews. isnecessary So inform the policy'maker of 
probgable convergences of interesaamong different 
groups, lessons from previous experiences involving 

age, and formal am) Infounal rulesofthe relevant 
so.sal sulsystens

Informauin can be brought 
up todatervery year or so.once a basic understanding 
bated on several cropping seasonshas bean catab
lIhed Agriculture asboth complex and dsngirng. New 
studies will ie needed whenever a new sechilogi Is 

Certain farmer behsavsor 

introduced which might lead so new inputloutput 
'responses 

S.Agrina dats from different locations and asdiffer' 
gnt time. of year showing how major crops respond to 
such management iuputs askruter. irnganon. plant 
density. weed control. and other cultivation practmes 

4 	 C .rrntanl data, including production, area, and 
yields for the most imparant crops.supplh and prces 
of fertilizers. interest raves ani availabil) of cred. 
and storage stocks held by government and private 
traders Good crop data are particularly essteea in 
countries where weather and oiher forces produce 
wide variations in yield from year to year. 

5. Market ets. including volumes of all major corn' 
modines tradedor available In the market place. 
inctudins Imports exports, with values (prces) stan
dardied on unit and quis 

( 	 Darornlysaiddia that will permit planners to look 
ahead. For example. perennial crops hate different 

makers
poliy implications than annual crops' ptihc 
need pnce otinok information and data on areat. 
number of trees or plants. ages of plantings, new 
planongs, and wage -aesasa basis for euablifsing 
poliies for perennial crops. 

National Plannin Bsodles 

Public officials interested Snagriculture as It relates 

to the overall economy have many of the same inflor 

mnatisonneeds as agricultural officials. but will be more 
concerned with incrrelationships among sectors, the 

foreign exchange position of the economy, the rela

tive costs of domestic producuon to import prices. 

and the general price level. 

internallonal Organizatlons 

International organizations undertake programs of 
financial and technical cooperation. They under
standably need information on the general cronomy 
as well as the agricultural sector. However, they do 
not necessardy need any more or better information 
than do the national governments. There is need to 
codify, standardize, and build into national informa 
ton systems the kind of data both needd for iiternal 
policy formulation and needed by external agenda 
for project development. The point of reference 
should, however, be each country's information 
needs. not aspurious or urjusulied uniformity set up 
for caternal convenience. 

SUPPUERS OF
 
AGRICULTURAL INFOtMMION
 

Commonly. 'there are four categories of data 
suppliers: 

Central siatistical agennescolleci numerical data on the 
general cronorm as well asagrculture. Ministies of 
agriculture usually confine themecses soagniultural 
data. 
A the state or proince level. two separate, and often 
mnordinated statumal gathering units may also op
erase.one workin withn agrcuhure and the other 
dealing with broader needs. 
Sprefic projects often have their own Information 
gathering secuons so gather benchmark data and to 
evaluate and monior progress. 
Fmiall. informanion a gathered by a range of non. 
gtmrnmental agenrces-cal bunesses. traders. unI 
versses. and external anistance agencies. 

Each of these categones-speaalizing in different 
types of informauon-can pin from using methods 
whach are simple, inexpensive. accurate, timely, and 
give adequate coverage. 

A modernaed agriculture an satisfy most of tss 
private and public information needs within the 
framework of a continuing collection of statistics 
organized as a time series. Continuity permits 
economies by spreading the costs of sampling. tran
tng equipment. etc. It also permits experience to feed 
improvements so the systim. But unless it has good 
built-in devices to adapt itself to changing needs, a 
continuig system isbest adapted to a relatively satic 
economy. 

In adeveloptng country, other kinds of basic and 
related data are needed before acontinuing statistical 
seres has meaning. To make reasonable agricultural
policies, policy makncr will find themselves wanting 
information on such questions as soil potent.al, rela
give prices and production costs for different crops or 
commodities, water availability, alternative crop pos
idthies, acreages and plantings, hired labor costs. 

fertilizer availability, and weather and climatic vana 
bitty. A minimum information system for a deselop
ing country must provide for such data, perhaps on a 
one-shot or periodic up-dating basis. 
. Experience with agricultural development reveals 

that we often take too narrow a view of the relevant 
variables. Sound policies demand current informs
lion on many variables that are outside the traditional 
scopc of agricultural cconomics-job opportunities 
(especiall for women) outside the farming sector. the 
health status of family members who make up the 
work force, mother's non-agricultural and non. 
market time uses, children's educational costs and 
opportunities, and so on. In a peasant agriculture. 
"family" vanables are crucally interwined wish the 
"firm" variables to which we have customanly limited 
ourselves More often the unit of observanon should 
be the family, rather than the farm. 

Keeping in mind these general comments. a few 
methods provide the bulk of information. They in* 
dude censuses, sample surveys. agronomic trals, field 
reporting, and government reporting. 

Consu ses 

A full-count census provides basic information for 
benchmark purposes as well as a frame on which to 
base samples. For small areas, complete enumeration 
may be the only way to collect Information wsth 
reasonable accuracy 

The full-count census faces several problems. It is 
costly in manpower and finances Difficulties in trasn
ing and motivaung the large numbers of people who 
collect and process the data are compounded by the 
intermittent nature of censuses. In addstion. there 
often a a long time lag between collecuo and publi. 
cation of the information. These problems not. 
withstanding. there are sittations in which at is dif
ficult to avoid a full-count census. 

Most developing countries have now converted the 
full count census of agriculture into a periodic large 
scale comprehensive sample survey of agriculture 
Problems of delay and accuracy of data remain. 
however. because of the wide variety of benchmark 
data needs and the nonconunuous nature of these 
operations. Often speed and accuracy can be pro. 
moed by developing instead a planned program of 
surveys that rely on large but carefully drawn sam
ples. In some easescombined wish satellite smagers 
and other formsofremot sesung(abou whch more 
will be said later). or by continuous large sample 
surveys concentrating on a imied number of ke) 
factors 

Sample surveys 

Sample surveys have considerable value in etab
lishing and updating benchmark data and in collect. 
ing spectalized information on such topics as the 
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factors which lmi increased fann production (e.g.labor shortages aspeak peraids).* 
One issue is how much data should be colected in a 

given sample survey; roe persons favor using sar
paled. conunuous IVual sIaveys, posubly continuing a 
core set of questions in each survey but emphasiming
special topics each timl. Fro the iandpoint of costs,
muls"ipurpose surveys that serve the whole economic 
planning process have advantages over separate in. 
formation gahenng for agricultural. demographic,
Industrial, and other planning groups, By using
common sampling frames and knking the results,maituries of health and educaton and agricultae
and adser agencies can get more information asless 
cost aid mutually suppot one assasher's work. How. 
ever, trying to derive oo Much information from a 
single interview schedule may introduce weaknesses.
For example. collecting crop daa along with social 
data may work to the disadvantage of both; farmers 
who hesitate togvesnformaion non.caseoso y Mytherefore give incorrect information on the other Or 
none at all.
 

Understanding basic behavioral pauserns 
 and 
montoring productson or trade transactions are each 
quite complex: separate groups should probably be 
assigned to Cach, otherwise both willbe done badly.
Efficiency in gatherint agricultural data can be en
hanced by finding ways toinvolve dat ue, gronshe 
beginning. Producer panels and research by social 
scientists offer alternative, possibly useful. ways to
lea-n abos farmers mnenouss. 

In the subsistence sector. there is a question
whether male interviewers are able to descnbe prop.
erly. especially in sone cultures. the important con
inbuison of the rural women so the family enterprse.
More mni be done oget male and female research.
 
ers working together in team, to get reliable data not
 
now accesstble.
 

Agronomce Dats 

The Mrst slep in producur agranomic data is so
know the technology already being used by the farm
crs in the area and the readily available maerals and 
technologies not being used which msght be intro
duced with minimum moddicanons in the local sys-
Iem Enatrngtechnologyshoaddbeanalysedforsod.
ilicanons that are mos likely to produce increases in 
output and net incomes, Technological questions for 
further Invesigaion should then be lised to orderof 
pronty. Field tnals (Ie.. fairly simplc but well de. 
signed experments on farmers' iids distributed 
over representative agro.climatc aones of the regians 
can test such vanables as plain population. data and 
rate of planting, amount. knd and timing of fetilm

.5v. the preaical asiaon eakangtascamrs aredi.ssed inFirid DasCahnn. is S Serat Srw.e £4erni 
fro. iad iA,Adl, Eas. 'iNe VorkT'b AprasiOal lp
mant Coural. nc1976).Brmnt Kart, ed. 
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Ce.e i.nduding measurer ntfeconom,,.uran.
The risks farmers face in using different lees ofinputs should be estimated using the informatiors thatis available on climatc variability and fluctuations in

pnces.' Recommendations then can be developed fordifferent levels of inputs (perhaps iniasalle at 1.olevels, full capital and limited capital) and for differ. 
ent ecological condtions taking into account the ex.
pecared niss in production and markcuneg.

Tests should continue undthey have caered 
adequately se ysge of cimatic condiiaons xhichfarmers expsrience most of the time In general, the 
amount of agronomic research required before rec
ommondations are mad. is proportional so the
ecological variability in the area. In regions of .rr.igated farming or wish dependable raneall. recom
mendationederived aftcrone ycarofresearch rra) be
acceptable. For rainted regions with frequent or
intense droughts, continued agronomic research for
several years will be necessary. New vanettes hase to
be evaluated La an experimental evirmment year
by year as they become aailable.aswell asin uCeced
ma years. 

Currn supply 

Viewing agricultural data from the standpoint of 
policy mesakers'needs. supply data are of the highest
imrparance. This Istrue for afoodexporting countr
where supply estimatcs determine how much can
safelybeexported. as well asfor importing countries. 

Same supply rldhionships are unusuallk complex.
and the data analyst must pay attention to theindarect
linkages Involved. For example, the world price of
fish meal may Interact with the supply and prce of
feed grain whin a country to determne the urban 
consumers meat price-which anturn s potsall,
great political consequences. Grain yield and produt.
lion csimates for the country's own agnculture do 
not in this case give enough information for polis.
maktng 

What asional plannUs need ahead of everIthsing
else is a continuing estimate of food supplies and
disappearance.-currens estimates of production,
stocksoul hand.and expected consumption. Estuaates
of area sown to specific crops asa prox%for expected
production do not begin to site as Much information 
as is needed Rescasch to relate mactorological data
wnsh kiometric data should help to Imprint apars 

'The enditbkes of ts. farm is wi haiarerased ir farme.acseniiessad tsuchmadassinae wokenJteat dsuiussplas tetnhrsestnh 
*Tbe benchmsr& and faner tbaslirtsurvssh u e

imporsar coishtons. suh s a4tasg thr ounpirn d,madi ful tIsir, i delrrist wrb ,anatoi and prsasian ar
eveniualla ecommineasded 

Irhard K PmNi. Duraid L W ramnwEdgurd.a It...cardsandJuc&R Anderson.Ams. Aass Datata ern&.,Resumedsiiir.s- Sta. ess~i u..e 4 n..TreEates. Wisn ...
iranal dIeIraSnrn n deth4uisy Trt. ICI'ttlhTI
inrmapis Ars.. 2 1936 
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to predict production. Thus far. the predictive power
of analysis of this subject is weak. 

Commodity data should be confined to the crops
and anmals which arenmost Important in local con
sumpon, enter in largest volumes into the market 
economy. figure promitinettly in foreign tade, and 
for which reasonably accurate data can be collected. 
Fruits and vegetables which are grown largely in 
famtly yards are rarely reported accurattlyand there. 
fore the licar figures are often meaningless.

Data on area son to various crapas an be collected, 
after a sutable frame has been estatished from 
sample surveys. Accurase data on yids will require 
crop cutings ona sample basis. Production ofcrops
which are almoss entirely marketed (e.g. cocoa) can 
be estimated from market sales. Oral enquiries are 
usually deficient when farmers do not know the 
hectarage of their various plots. Aerial photography
and reote sensing have potentially.uneful rales in 
cooperation with ground estimites If a number of 
conditions can be met, such asIf the day iscloudless 
and If altitude can bemaintained relatively unformly.

Anmal counts, especially when grasing is under 
nomadic condtions. are difficult. Sample surveys can 
be utilized in some orumstances. Aerial plhotogra 
phy laa so far seldom beet offective. 

Major difficulties can arise firom linking area or 
yieldrcportauothe revenue system, c.g..there my be 
incentives for a local official so classify land under a 
low revenue category and then pocket ae from the 
farmer for this "servce." 

Data on commodity stocks held by the government
should be part of aregularmonthly reporting system. 
This should be done on a week dung periods of 
large purchases or heavy consumptson. Figures on 
private stocks held by dealers are importam for 
dcision-making but should be Collcted only if an 
effecive reporting system can be implemented which 
does not interfere with the normal operation of the 
private trade. Data on stocks held by farmers/ 
producers or consumers are practically imaposile o 
esumate wth accuracy. On the other hand, it may be 
worth considerable effors to estiae the direction of 
change in private stocks. especially in relation to 
changes in public stocks. Pernodic Sample surveys at 
all four ltevels-goverSme , private traders. 
farmersiproduccrs. and conurers-.hoauld be taken 
to estimate losses and wastes in storage. 

Sampip,surveys will often be the best way to learn 
about.input consumption on farms. Aggregate sales 
and stocks of foralisers. pesticides, hthsetcdes, trac
tors. and implements can be obtained from dealers. 
These reposhcan be confirmed periodcally by sys

ematIc onsse iventory inspection n order to cor-
Sectcumulaive underreporung which can lead to 
overectmates of stocks. Sale and stock information 
should be collected on a monthly basis during the 
off-eason and on a weekly basis with minimum time 
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lag in reporting and processing just before and dur
ing the peak marketing period. 

Market Niws 
Data on volumes and prices of major commodstes 

sold in markets should becollected from correspon
dents in terminal markets or such other markets 
where farmers can find ready sale for their products 
at wholesale, and also simiar isformationon assem
bly or retail markets. 'Tese data have the greatest 
influence on the disposition ofrise available Suppltes
and their distribution over itse. space, and among 
uses. Price data, and so a lesser etent, volume data 
are most readily accessable. bt the problems of cot. 
lecting. asumilaung. and disseminating the relevant 
information to be useful for the growers (sellers) and 
the consumers (buyers) in helping them arrise at 
intelligent decisions isdifficult. In developing coun
wits, especially. it frequentdy requires tleadpaon of 
more universally understood measures of quanttrcs 
and qualities of products to faclitate meaningful
communications. Average prices have little meaning.
instead, opening and closing and htgh and low prces
for all the standardtred grades should be reported by

ilephone or cable each day during peak periods and 
by postcard each wek during penods of lower vol. 
ur. 

Harnibng !nd 

Change itself creaes a need for information on 
variables which previously had not been guen atncn. 
tion by policy makers. Somehow the agricultural data 
system has to foresee the place of such variables. not 
confining its data gathering to variables %hach hate 
had historic importance in policy issues. 

CoSenmenias do nos lise in the long term"; their 
effectiveness is absolutely limited bs how well the% 
make the short term decisions that assure their sur.i 
val. Thus the goal of collectingdata useful for analh si 
of long term policy decitions.which Some profession.
als might prefer, will not usually saisfy the most 
urgent needs of the policy maker. The value of data 
of lons term relevance may iot even be recognized, 
or at best may be viewed asa luxur) Policy makers 
necessarily take into account political as well as 
economic conasderatsonsin asocio-coinomic decision 
The political climate, polincal forces. the politician's 
sense oftiming, and his sentivityIn the pressures of 
society dictate his readiness to seek data on a poise,
issue. The ecopomic advisor has aduty to call iupor
cant as.e. and aterna es to the atcmeans ofpanrisl 
leadership, and to continue doing so while awaing
the time when there will be a readiness to pay
attention. 

Effctcve managers of information systems learn So 
rake advantage ofadveriy. Drm, ce,. pon.s... 
realize that they need, adequate information The 
effecuve manager must anticipate such situations. 
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noting the difference between shon run and long 
range needs, collecting same kinds of data which. 
while not useful under existing circumstances, will be 
valuable for decision-making when circumstances 
change. At that ume he has the information available 
and can show ats value. making a strongcax for more 
and better information on other fronts. 

Eatemal Eventa 

Information on such external events as world 
commodity production, trade. and prices is important 
to policynakers. Individual countries find it har'erto 
collect and maintain then data. Costs are high and 
sceral major countries (for example, China and the 
US S.R.) have been unwilling or unable to join in 
internaonal exchanges of current data. 

'The only two sources of world data are the Food 
and Agraclure Organstation of the United Nations 
(FAO) and the United States Department of Agricul
ture (USDA).'.Because FAO is an international or
ganizauon which consists of member governments. 
FAO statistics are limited to those reported by 
member governments; their unity isreduced by this 
constraint. The USDA makes its own estimates of 
other nations' production. 

The Inernational Food Policy Research Institute 
(lFPRI) will attempt, as one of ts objectives, to 
improve world agricultural data collection and 
analssis. IFPRI does not have a capacity to carry out 
its own collection, bus it will attempt to idenify and 
communicate areas of weakness in information collec
tion ineach country. Furthermore, it will attempt to 
anticipate the influence of major external events on 
international producton, trade. and prices sothat the 
world isnot caught short on analytical snformauon as 
it was in 1972. 

METHODOLOGICAL ISSUES 

Seeral issues relevant to supplying information 
dcscre special mention. 

Censuses vs. surveys 
The numerous difficulties associated with acensus. 

including inflexibility. suggest that low-income coun
inne seek ways to reduce their reliance on this ap. 
proach and pay more attention to developing and 
implqmenung suitable sampling techniques to pro
duce accurate, timely data 

Renote sensing 

Remote sensming isanew technique whose potential 
ts not yet clead) defined. It presently can do some 
things, but not everything, well. even for those things 

'fuedI.nrmaso Ste. Sa.., andAssu. Office of Tech 
rwolng, Umled Sate, Congran Ausnt i976Asnmern 

that it can do well, it must be supplemented b) 
traditonal methods. 

At present, the LANDSAT satellite has resolution 
which makes it effecoive for large areas Encouraging 
results in accurately cstimating area sown to major 
crops such as wheat and maize grown an large farms 
has been demonstrated in the U.S. 

On the other hand, there are still weaknesses in 
estimating crop area under conditions which charac
terize agriculture in the developing countries, par
ticularly Asia and much ofAfrica, inwhich there are 
small, fragmented farms. often standing water tn 
flds, and partial to full cloud cover. It is difficul to 
distinguish among major crops, i.e., wheat from bar-
Lfy. Mixed crops are diflicult to identify. As a result, 
ground trush* is required to supplement the aimo 
spheric reconnaissance for area eausmae.s. ield esm. 
mates must stillbe made from the ground. The real 
potenual of remoe sensing is now. and probably will 
continue to be in the future. usinterfacing with 
traditional methods to improve accuracy and, espe
datly. umeliness of area csumates. 

Remote sensing is being explored for such other 
uses as mapping of topography and major soil types 
to aid agricultural planning; reporting range condi
tions to aid inanimal grazing management; reporting 
snow pack coverage for estimates of spring and 
summer irrigation availability: reporting relatie 
%ater deficit areas in canal systems to help redirect 
irrigation supplies; noting the appearance and spread 
of pests and diseases; and recording changes in 
forestry conditions. 

The U.S. lead in remote sensing atchnolog is now 
great. The information from the LANDSAT and 
succeeding satellites will be made asaiable. ascost to 
any requesting body. including nations. Recceiag 
statons in individual countries can be constructed 
and equipped for an investment of $2 to 5 million. 
Some regional installations are airad) being tnki. 
ated 

Advance Productions Estimates 

The ability to obtam advance stimates of produc. 
tion when she crop is sill tn the field remains in an 
unsatisfactory state. The current method ts to mea 
sure crop progress at a given time and then project 
growth based on normal weather for the remainder 
of she growing season. Yet the seasons when weather 
is not -normal are most critical for polic)-maker.s 
these are the times when adsance projections of 
production fail. 

Major problems still exit in predicting weather for 
any significant time into the future-paruculark un. 
ertain isthe interval between one week and one )car 

.Apprrwn 4 uueasIn.m. Dr Harld Bask. Whmnr, 
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away. Furthermore, substantial work remains to be 
done in relating weather conditions to plant growth. 
Reports to the contrary,neither of these categories of 
information has been developed with any high level 
of predictability. 

One question as yet unanswered is, -At what stage 
in the crop season can one atach a given lcvel of 
reliability (Cg., 5=%of the final fi'ae to a given 
esumate?" Beyond some point in the growing season,
the contribtion of favorable weaiher to increase a 

yield is generally minisied Unfavorable weather 
(eg. hall or heavy rains) can, however, reduce pro
duction right up to the time that the crop isharvested 
(or processed, if the crop must be sundried). Freezing
terminates growth. 

Acac 
Low-income countries may not be able to fine-tune 

estimate, to the accuracy levels demanded in the U.S. 
system. Ye if etrrors result in serious food shortages,
the cost in terms of human suffering, expenditures 
for imports, and probable political instability an be 
high. This is an especially senotus problem In low. 
income countnes with marginal or deficit food supply 
conditions; when crops fail, there islittle sofall back 
on. Unil there assuccessful completion of a world 
buffer stockscheme. low income counmes bear the 
full impact of the uncertainties of the international 
commercial market to supplemnent their domestic 
production. On the other hand, most low-income 
countries are located in the tropics and subtropics 
where continuous growing seasons permit greater 
opportunity to respond to a single poor crop season 
A large amount of storage is done on farms, and 
experience indicates that a substantial private buffer 
is usually available for one poor production year, 
although not for two poor years in a row. 

Breadth of coverage involves tradeoffs. With a 
fixed budget for agricultural information, the more 
items that are reported, the ess accuracy an be 
attached to each. Therefore, the best advice seems to 
be toconcentrate on the few items moat important in 
polscy-maksng. If the information analyst must err in 
reporting, it is better to crr dinthe conservatave side. 

Release of Iformation 
Access to informasstion is a crucial policy issue. 

Significant economic advantage accrues to those 
bodies which get accurate saiformation earliest. Some 
countries restrct release of public information when 
crops are disappointing or government stocks are 
low. wisth the justificatnon that this practice minimues 
speculation and' hoarding. They argue that when 
storage stocks are high. little harm can bedone (and 
perhaps some good achieved) by wide publicity 
However, the) contend that when stocks are low, an 
official government report confirming shorage en
couages market dislocations, i.e., while rumors of 

shortages are damaging, their bad effects are only 
intensified by official verification that they are true. 
In dealing with international organizations. most 
countries use some discreion in deciding what in. 
formation to supply and when. 

large grain companies and other international 
trade bodies have reporting systems that supply in
formation for thear own purposes regardless of 
whether the governmntu releases official data. With. 
holding public information therefore gives such 
companies a large market advantage. This practice 
ma) also create suspicions which a government wishes 
to avoid. It is generally assumed that information is 
withheld when conditions are unfavorable but freely 
available when favorable. The U.S. practice of not 
allowing any degree of discretion as to the timing or 
nature of tnformation released was conscnnously 
developed to avoid abuse. Reports are made to all 
parties, public and private. at pre-established tunes 
This practice virtually climinates political pressures 
for special favors. The private sector may put ou us 
own figures in an effort to influence the market (eg. 
report a large harvest in order to induce farmers to 
unload stocks at low prices), but a resolute govern. 
ment policy does much to negate these efforts. 

Countries that have an elaborate mats media sys. 
tem, supplemented by a network of organized cn
,munications channels. circulate current crop and live. 
stock estimates widely. When printed media are not as 
well developed, the circulation is more limited. Ag. 
ricultural satics do not lend themselves easil) to the 
oral or visualmedia. The praccal minded user wants 
to make comparisons over time or between catego
ries. and to draw from a large body of data those 
Items ofspecial interest to him For these purposes a 
printed report is essential. When Inracy is low and 
specialized printed media do not circulate widely, this 
means that agricultural data tends to come to the 
attention of the government planner and the hights 
centralized agricultural business firm more eash 

When agriculiural data have economic value, this 
differential availability has consequences in terms of 
equal economic opportunity. The individual small 
farmer or small merchant ma) bedisadtantaged in 
two ways. The information used by larger entre
preneurs is not asavailable to him, he lacks access to 
the sourceshey hate. Morover. he hasicsschance t 
influence those sources and the kinds of data the, 
gasher and makeavailable. Users defineshe dasta obe 
gathered Unless we are prepared to seeagriculturAl 
data collection contribute to greater economic an
equaliy. someone must assure that small and dis
persed potential users get the kinds ofinformanon in 
the form they need. not simply the rich and powerful 

While atis difficult to make general rules to coter 
all situatons. the following seem to hold 

1.What to releasel-aggregatimns of all informa
tion collected 



2. 	 When?-at set, predetermined times 
3 	 In what form?-as simply as possible, i.e., under

standable to the least sophisticated user. 

The Role of Models 

Some government planner. and policy makers err 
in thinkng they must rely on sophisticated economt
nc models Such an attitude does apositive disservice 
if istguides information collection away from the 
Important task of learning what the farmer Iscapable
of doing, what he needs, and what policies will bntg 
the desired responses. There is always a risk that 
models will result in premature assumptions about 
which variables will prove most important to 
decision-making. Indirect economic interventions are 
often much more effective in guiding the progress of 
agriculture than are top-down administrative incer
ventions by government. But either approach e. 
qutres price data and micro-data on stheindividual 
farmer's use of inputs and responses so changtng 
price and changtng risk. Redoing a scheme of a
nonal accounts islikely to be agreat deal less useful to 
agricultural development than making soil surveys, 
obtaining some idea of cash flows, getting data on 
response to fuerliers, desitaing the marketing sys
tem. and obtaining other usable first-hand informa
don on what actually happens in the market, on the 
farm, and in the farm family. 

Formal econometric models, which are typically 
estimated from time senes data for analysis at the 
national level, are also often too aggregatsve to b; of 
much use forsector policy or for exploring important 
distributional questions. This isnot an essential prop. 
crty of econometric models, however, and substantial 
improvements are possible by a revision of data 
coverage if historical data are inadequate or missing. 
The models most often used in the past have applied 
most appropnately solong run changes, and have been 
of much less value in guiding what as to happen in 
the immediate future. However. much of their data re
quirement can be gencrqted simultancously with 
good singic-purpose studies. The high data costs for 
which modelling approaches are sometimes criticized 
may in part be explained as amisallocation of the data 
overhead costs that would Otherwise be committed in 
single purpose studies. Without a larger model to 
provide context, asingle purpose studies may it fact 
add up to ittle as a source of constant snd de
pendable input on policies and programs. 

Good models can crystallize the essence of 
economic theory Models (even very aggregate ones) 
are often useful and sometimes essential sfone isto 
identify the nature of trade-offs between modern and 
traditional sectors of the economy. They may be a 
vehicle for communicating the importance of a lag
ging sector A multipliscty of village studies can 
document a host of goals and problems, but the 
insegraung power of a model may be needed to 
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identify the policy variables that will move the sgsiem
toward desired objectives. 

It must be remembered that econometric models 
are only one member of afamily of formal models 
Numerical projections and simulations are other 
formal approaches. The greater disaggregatme
capablities of models whtch can be developed from 
cross-section data (especially linear programming
models) can be useful in examining many distnbu. 
tional and allocationsa questions. both sectoral and 
laterregional. The type of data they require is typi
cally generated by almost any kind of stud) that goes 
beyond simple ad hte treatment. For example. single 
purpose studies of income and employment. farmer 
pnce response, demand and supply analss. and 
intranational production and trade relationships can 
provide data essential for dpveloping larger models 

A good rule for analysts at any level is to seek the 
simplest sqethod of analysis that will accomplish a 
given task. Econometric models can help expose 
questions relevant in policy decisions and make 
eplicit the data required to produce answers. At this 
stage in their development, however, they must be 
viewed asavaluable supporting resource for exper
enced judgment rather than a substiute for ii. 

Qualitative NonBtlatimtcal Dais 
Numerical data are only a small pan of the total 

data sn an information system. Substantial benefits 
could undoubtedly result from greater use of non
numerical, quallitatve. description data in the infor
mason system. Often the mos. effective wa, to pre
sent analysis to policy makcr isso use prese qualita.
tive judgments with modest quantitative data. For 
example. i may be more accurate so estimate 'Aegos 
in crop production levels asopposed to absolute Iest 
of crop production each year, i.e., when one cannot 
get good stasstical data. qualitative evaluation of 
whether crops are greascr or less than normal ma' be 
asuseful. The use of Crop Reponing Boards in the 
U S illustrate that subjectate judgment is still an 
important ingredient even in a highly developed 
information system. Pariscularl) when the susten has 
technical shortcomings, the wisdom of well-informed 
persons can play a key role in improving estimates. 

But if qualitative data are often the most useful 
kind, they are also the mos eassl chalknged and the 
most likely to be suspect. In the search for "objecis 
ity." consequently, useful and necesmar data are 
often thrown away or ignored. This loss can be 
minimized if a special effort is made to use highl 
organied and objective methods of collection and 
analysis when dealing with qualitative data. 
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INSTITUTIONAL ARRANGEMENTS FOR
 
INFORMATION COLLECTION. PROCESSING,
 

AND ANALYSIS
 

Essentili Elements 

An effective information system must satisfy four 
condansons: 

1. 	Ismust be able toenfio-or respondiscoarnges us 
priortes. Users of information are subject so po
litncalpriorities Forexampleatonetimepolicy.. 
makers may not wish to focus on questions of 
equity. Yet she situaison and their priorities can 
change quickly and the information system 
must adjust quickly in order to service the new 
needs. If anything.l must be even more flexible 
in a less developed country than in a developed 
one. A complete census of resources and people 
may be required initially as a baseline stock of 
information flows. However, recurrent depen.
dence on censuses builds Inflexibility into the 
information system. 

2. 	 There must be .aseualemlufsts ofcucets and 
m"nhods to provide a dynamic framework for the 
flow of information. The organization of U.S. 
agriculture has changed, but the concepts on 
which the uiataes on U.S. agriculture are based 
have not kept up with stherealitiesofthe current 
situauon. As a result, statistics may give a mis. 
leading picture of what is actually happening 

S. 	 A campetent and balattend smaineed Package qf 
humn andnoshuusn (Aardsseir) resources must be 
built into the system and maintained. 
Methodologies and equipment for collecting
data must bekept upso-date and appropriate to 
she situation which asbeing measured. The 
information system must remain dce-poliicized 
even though the decisions for which the infor. 
mation will be used are political. 

4. Commgunan 4rofiato 1sa1needtoflas, both 
anys ,x the sy-tem takes agreat deal ofeffort so 
ge. information out to potential users in low
income counanes where there are only sketchy
formal communications networks. especiallh if 
this includes an effort to give equal access to len 
advantaged members of the economy. Likewise. 
because many of the economic units are less 
organized than in the developed countnes. they 
offer less opportunity for the users, especially 
small farmers, to define the content of the 
inforation they need. Covernment and people
often see things through different eyes There is 
need to bndge these leves 

Alsmative Organilational Situtious for Naional 
Agricultural Statistical SVmtems 

Countries have followed different paths in design. 
ing their national agricultural statistical systems Ap
proxmately two-fifths of the low-income countries 
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gather agricultural data as pan of acentralized statid
cal service. One-third have ad hoc systems. The rest 
rely on their ministries of agrscuhure for their infor
mation needs. 

It isnot possible so generalize about the beat form 
oforganizatton. A centralized staustical system makes 
best use of limited human resources. especiall, when 
high rechnology meshods (eg. computers, LAND-
SAT) ar. employed. It also does a better job of 
measuring the susersectoral relationship. However. 
statistical systems based in the ministry of Agncul
ture generally bnng users and supplers of informa
tion closer together (unless, as in many countries, the 
Central Planning Agency is the major agricultural 
decisnon-maker). Ad hoc systems are generall} weak, 
representing compromises which result in duplication
and low quality.

Coordinating the different elements in the afor 
mation system asadifficult task. One must go beyond 
admonishing users and suppliers that they do not 
communicate enough. Ways of reconciling shared 
collection systems. e.g., national and provincial agen
cies, must be worked out. Commtees, a frequent
choice, are not the answer. Finally. responsibslty for 
adequate information must be fixed in a single or. 
ganization and often in asingleindvdual wthin that 
organruaion. 

ialance of Collection .nd Anilysis 
It is difficult enough to use data when one cannot 

have confidence in the magnitude of change re
ported; no fund of analysis offers much promsse 
when one cannot have confidence in the direction of 
change. Nor can better satasucal methods and data 
processng techniques offset failures at the conceptual
level. No matter how well one manipulates numbers. 
one may still be measunng the wrong thing

However, a good analyst often can overcome some 
weaknesses in reported numbers. Trained field ob 
servers may be able to produce more accurate css
mates of yield than statistical croputter Economists 
using price analysts may be able to improve gross 
production estimates 

This argues for a balance between the analytical
and data gathering capacities of the information 
system. Furthermore. the type of analyss uilized 
must be consistent with the qualint and tope of 
informaston available. In many cases, inadequate in 
formation ismore an indictment of the analtss (and
the type of training that analists receve) than of the 
data collectson. 

lisps inDessigning aNew System 
The dislemma of survival in any effectise informa

tion sysvem arises with the production of data which 
threaten powerful forces in the socsctso landc i-
reform or equity, but at the same time to anticipate
when such data might be needed and appreciated so 
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that it asavailable as that nmie. For this reason, it is 
much more difficul to restructure and improve an 
exastung entrenched system than to build a system 
from the beginning Redesigning an existing system 
means reassigning property rights which poses large 
problems in any society. If one could design the 
information system from the beginning. it should 
begin with an identiication of problems which pri
vate and public policy-makers conceive to be most 
important. initial perceptions are not always accurate. 
Usen and suppliers muss work together so: 

1. understand how the decisions process is or
garied and how decisions are made. 

2. begin to accumulate facts 
a. 	 staring with categories of information con

sidered to be most important. including nat
ural and human resource invenories and 
basic data series which are commonly neces
sary; and 

b 	 adding other information categories once 
credibility is established. 

Technical Asulstane 

Whether data collection and analysts are adequate 
in a country ultimately depends upon the ability of 
the intusions charged with that task in that country. 
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Often they are understaffed and underequipped for 
their tasks Outside agencies can train personnel. 
conduct anal)tcal studies themnseltes. and proude 
equipment. This is a aluable contribution if it is not 
used as an caucse to delay strengthening local minitu. 
tions and if it does not Inadvertently set as a model for 
a kind of informaion system that is inappropriate for 
the low-income country. 

SUMMING UP 

The strategic part of agricultural decsson-makimg 
is thecareful design of Information systems as part of 
the overall social system. The function of the 
minimum Informaton system is to produce informa
tion to respond to uncertainty, to promoc posime 
change. 

Analysts and policy makers must support and en. 
courage statisticians in their work: often statclans 
do not get enought credit. They are essential to an 
agricultural information system. Professionals at all 
levels must be objecttve in giving advice-mincluding. 
importantly, adequate information upon which to 
base decisions. If they do not plat this role, there is 
lile hope to implement a rational dectsion-making 
system on a possicall) sustainable basis. 
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TRANSLATING AGRICULTURAL INFORMATION REQUIREMENTS INTO SURVEY DESIGN PARAMETERS 

Reference 
Information Geographical Period 
Requirements Unit of Analysis VariablesIndicators Unit of Sampling Unit Base (What period

(What do you want (Who or what (How are variables Enumeration (What units (Where is of time 
to know?) isstudied?) (What is measured?) measured?) (Who Informs?) are selected?) survey taken?) isused?) 

1. 	 Obtain information on
 
the resource base for
 
agricultural pro
duction
 

2. 	Measure agricultural

production for nation
al accounts, food
 
balance, sheets,
 
balance of payments
 

3. 	 Measure response and 
constraints of 
different production

activities
 

4. Measure crop and 
livestock price
structures an'd 
profitibility 

5. 	 Analysis of marketing
and manufacturing
related to agriculture 

6. Analysis of farm 
management and 
viability 

7. 	 Analysis of the 
socioeconomic status
 
of farm families
 

I 	 t____________________ I____________________ 
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EXECUTIVE SUMMARY
 

AID has recently initiated a number of policy reform programs and 
more are likely in the coming years. As is true for any other
 
type of development assistance, adequate information about
 
program implementation and the effects of reform measures is
 
critical for sound program management. Planning an information 

component for policy reform programs, therefore, should be an
 
integral part of the design process. 

This guidance pa~er is intended for two main users: a) AID.and 
host country staff responsible for designing or managing a policy 
reformprogra, and b) specialists who have limited experience 
with planning information-systems for these programs. The 
guidence focuses on the common categories of information that 
will be needed by-most policy reform programs. To illustrate the 

types of data required and appropriate methods of collection, 
examples are provided from two ongoing policy reform programs 
the Agriculture Sector-Development Grant in Niger, and the 
Economic Policy Reform Program in Mali. The main information 
requirements of these programs are as follows. 

1) Compliance Data -

Data are needed which demonstrate that the host country has met 
the conditions for disbursement. A broad range of data can be 
used for this purpose. Qualitative date describing changes in 

organizations and processes are often adequate. Quantitative 
meesures, such as budgetary date or operational statistics, are 
also frequently used. A checklist of policy reforms supported by
 
the program, the data when action was taken and evidence of
 
actual implementation is a simple means for monitoring
 
compliance. For the most part, the types of information required 
can be identified from the program agreement. 

2) Performance of Public Sector Institutions -

Policy reforms lead to or require changes and improvements in the 
performance of public sector. Data will be needed which track 
these changes as reform measures are enacted. For the most part, 
data collection should be limited- to readily observable changes 
in specific institutions which result directly from the reforms 
(i.e., intermediate effects), rather than more global measures of 
public sector efficiency. Operational data will be very useful 
in this regard. 

3) Program Implementation and Context -

Joint Review Committees are commonly established in policy reform
 
programs to assess implementation progress and the short-term
 
effects of accomplishments. The Committees usually meet prior to 

the release of program funds to determine whether conditions for
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disbursement have been adequately met. Compliance data and
 
instatutional performance date will be central to this review. 
An important consideration in assessing progress is the economic 
and political context in which the program is currently being 
implemented. Changes in the program environment can 
significantly affect implementation and aid-course ad3ustments to 
the program might be necessary. 

4) Policy Reform Impact and Private Sector Response -

Most policy reform programs will forward overall obaectives of 
reducing government control over market operations, reducing the 

. costs of public shotor operations while increasing its economic 
efficiency, and stimulating private sector development. 
Preceding categories of information will cover the first two 
objectives. Additional information will be needed on the private 
sector's response to reform measures. In many cases, this will 
require special evaluation studies conducted during the latter 
stages of the program. This section describes a range of 
studies, varying in complexity according to program resources and 
other constraints. In general, the studies should examine 
whether the business community has reacted to the reform program 
as expected; if not, why; and-is it likely that private sector 
growth will result from the reform measures. An important 
additional use of the studies is to provide information for 
subsequent interventions to stimulate private sector 
development.
 

After discussing the types of information needed for program 
monitoring and evaluation, several suggestions are made 
concerning delimiting the scope of the information system. A 
central problem for information planning in policy reform 
programs is determining precisely what the monitoring and 
evaluation responsibilities of the program include and exclude. 
Managements' desire for information hs to be accommodated to the 
resources of the program and- other constraints to date collection 
and analysis. Several characteristics of policy reform programs 
help to define and focus information-requirements. First, the 
conditions for "disbursement are especially udeful fordatermining 
data needs for program monitoring and evaluation. Second, 
information requirements will be greater for programs which are 
very specific about how funds are to be used. Third, the 
difficulty of empirically demonstrating the effect of policy
 
reforms on macroeconomic and sectoral conditions will, in many
 
progreas, preclude this as a viable strategy for evaluations.
 

The guidance concludes by strongly recommending that, in general, 
assistance from specialists in information planning should be 
obtained especially when the-mission,-host country or program 
management unit lacks such expertise. 
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3. Four Basic Categories of Information for Policy Reform
 
Programs
 

3.1 Compliance Data -

SUMMARY: Data are needed which demonstrate that the host country 
has met the conditions for disbursement. A broad range of data 
can be used for this purpose. Qualitative date describing
 
changes in organizations and processes are often sufficient.
 
Quantitative measures, such as budgetary date or operational
 
statistics, are also frequently used. A checklist of policy
 
reforms supported by the program, the date when action was taken
 
and evidence of actual implementation is a simple means for 
 I 
monitoring compliance. For the most part, the types of
 
information required can be identified from the program
 
agreement.
 

Demonstrating that conditions for disbursement have been met is
 
central to the implementation of policy reform programs. A
 
useful means for determining what types of date will be 'Needed is
 
to develop an implementation chart for the program. This was
 
done as an initial step'for Mal's Economic Policy Reform Program
 
(MalilEPRP). 
 I 

TABLE 1: EPRP PERFORMANCE DISBURSEMENT CRITERIA 
 I 
CONDZTIONS PRECEDENT:
 

a) Program Agreement acknowledged by the OR as valid and a 
binding. 

b) GRM representatives designated.
 
c) Program Coordination Unit CPCU2 offices established in the
 

Ministry 0* Finance.
 
d) PCU staffed: two Halians and one technical advisor.
 
a) Complementary Prag signed by GRM.
 
S) U.S. bank account opened for deposit of EPRP disbursements.
 
g) Development of plan for privatization of parastatals.
 

.COMPONENT 1: TAX REFORM (Cl) 

TRANCHE 1 CTL) 

a) Council of Ministers approve the new Commercial Code.
 
b) Three year action plan for tax and customs reform, and Year 1
 

implementation plan developed.
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TRANCHE 2 (T2)
 

CIT2:
 
a) Enactment of new Commercial Code.
 
b) Liberalization of pricing and external trade controls.
 
c) Assess results of previous tax-reform actions and develop Year
 

2 implementation plan.
 

TRANCHE 3 (TS)
 

CLT3: 
a) Assess resultureof previous tax reform actions and develop Year
 

3 implementation plan.
 

COMPONENT 2: BUDGET & ADMINISTRATIVE REFORM (C2)
 

TRANCHE 1
 

C211: 
a) Meet all conditions of CITI.
 
b) Computerize payroll and use system to pay employssa.
 
c) Implement new budget accounting system for receipts and
 

- expenditures. 
d) Implement Privatization Program. 
*) Develop plans and procedures for Early Retirement Program. 
1) Establish disbursement procedures for EPRP financing including 

local currency fund needed for Early Retirement Program.
 
g) Set annual civil service hiring ceiling to reduce rate of
 

growth (i.e., 1100 new hires only).
 
hi Set level for non-wage expenditures acceptable to AID (e.g.,
 

01.5 million in the coming year raising the nonwege to wage 
ratio). 

TRANCHE 2 (T2) 

C2T2:
 
a) Assess implementation progress of C2Ti reforms. 

b) Provide data on expenditures incurred for Severance Pay
 
Pension Guarantee Fund, Credit Guarantee Fund and Feasibility 
Study. 

-c) Adhere to C2T1-G and set annual civil service hiring coiling 
to reduce rate of growth (i.e., 800 new hires). 

d) Adhere to C2Tl-H and set new target for nonwage expenditurea 
(i.e., 01.5 million). 
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TABLE 2: ILLUSTRATIVE IMPLEMENTATION SCHEDULE 

Conditions
 
to be met: CP 0171 C2TI C1T2 C2T2 0173 PACD 

Timing 12/85 12/85 6/86 12/46 12/66 12/87 12/86 

Funding (OM) 0.8 2.56 2.7 3.55 4.78e 2.02
 

Joint Reviews - 12/86 12/87 

Monitoring compliance with the various conditions associated with
 
the series of disbursements end facilitating action needed for 
compliance constitutes the core responsibilities of the program
 
management unit. What must result from this activity is sound 
evidence demonstrating that conditions for disbursement have been
 
met..
 

On the surface, the conditions for disbursement suggest that only 
one major action must be taken to satisfy a specific condition 
(e.g., Ministerial approval of the new Commercial Code, enactment 
of the Code, etc.). However, this appearance is misleading. In
 
reality, a number of discrete actions will precede full 
compliance. For example, the GRHM office involved with the reform 
measure must first fully understand the objectives and importance 
of the proposed changes. -This might require some time to study 
and assess the proposed actions to appreciate the ramifications 
of the changes onaperating procedures. An ection plan might 
have to be developed. This plan might need approval at higher 
management levels. Implementing the plan might require staff 
training about new modes of operaton (e.g., in Mali/EPRP, how to 
use the new budget accounting system). Moreover, certain reforms 
will encompas a number of separate changes. For example, in 
Mali/EPRP, tax reform will affect the payroll-tax, customs 
tariffs, deductions for capital investment, business income tax 
and the establishment of a tax prepayment system. 

Therefore, information requirements for monitoring program
 
implementation and compliance with disbursement criteria include 
tracking constituent actions or sub-elements of the stipulated 
conditions. Disaggregating disbursement conditions into such 
constituent actions provides a set of benchmarks reflecting 
,programprogress. These benchmarks will, in turn, serve as 
short-term obyestives for the office(a) involved with the changes 
and for the program management unit. Documenting the process 
toward meeting disbursement conditions should be a key management 
activity. For the most part, descriptive or qualitative data 
will be sufficient. Such date will be obtained by the program 
management unit from their interaction with the appropriate 
ministry offices. 
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A useful way to record the current status of actions completed 
and actions pending is to establish a program monitoring file 
which contains periodic progress reports. Program management 
staff would submit a report to the file on a biweekly basis. 
Summaries of such reports should serve as the basis for 
documenting compliance with performance disbursement and for 
program reviews conducted jointly by the host country and AID. 
The file will also have utility for mid-term and final 
evaluations. 

Establishing a documentation file of this sort is important
 
.	 because the individual actions or benchmarks, in and of 
themselves, might appear as trivial Accomplishments. However, as 
a set, they constitute the "atuft" of policy reform programs. 
Moreover, such accomplishments are easily forgotten in light of 
more urgent day-to-day demands of program management. This makes 
it all the important to develop a system of recording 
implementation progress. .Of course, 3udgement about the contents 
of the file will be required. On the one hand, the file should 
provide a comprehensive record of reaching benchmarks andfully 
satisfying disbursement conditions. On the other hand, the 
system will become unwieldy if every action, no matter how small, 
is recorded. 

3.2 Institutional Improvement: Intermediate Effects
 

SUMMARY: Policy reforms lead to or require changes and
 
improvements in the performance of public sector'inatitutions.
 
Data will be needed which track these changes as reform measures
 
are enacted. For the most part, data collection should be
 
limited to readily observable changes in specific institutions
 
which result directly from the reforms <i.e., intermediate
 
effects), rather than more global measures of public sector
 
efficiency. Operational data will be very useful in this
 
regard.
 

3.2.1 Focus Data Collection on Improved Performance of Selected
 
Public Sector Institutions
 

Many policy reform programs support measures which should 
contribute to improved public sector performance, in general, and 
selected government institutions, in particular. Typically, 
these reforms affect budgetary and administrative policies and 
procedures. Where enactment of institutional reform measures is 
stipulated as a condition for disbursement, compliance data 
(discussed in section 3.1) will track implementation of the 
changes. But in addition to enactment, the effects of these on 
public sector institutions reforms should be assessed. 
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In principle, improvements in public sector performance resulting
 
from policy reforms ought to be measurable, especially when those
 
reforms involve major changes in modes of operation. In
 

practice, however, actually measuring improvements due to policy
 
reforms is quite difficult. An example from EPRP/Mali 
illustrates the issue.
 

EPRP/Hali will support increased nonwage government expenditures
 
for materials ranging from paper and pencils to fuel for
 
government vehicles. The reason for increasing nonwage 
expenditures is that the efficiency of government workers is
 
seriously constrained by the shortage of necessary materials.
 
Therefore, increasing the supply of these materials will increase
 
worker efficiency, and ultimately improve public sector
 

performance. These'improvements might include better service
 
delivery, increased cost effectiveness of operations, and better 
allocation of public resources. -

However, obtaining empirical evidence which links nonweg. 
expenditures to broad patterns of public sector performance would 
be a difficult, if not impossible, evaluation task. First, time 
for performance improvements to occur will probably exceed the 
life of the program. Second, the effects of nonwage expenditures 
would have to be isolated from other factors which,.both 
positively and negatively influence public sector performance, 
such as institution building projects and other development W 
activities which effect government operations. In most programs, 
the best that could probably be done in this regard is to argue 
that policy gorms are.one among many factors contributing to 

improvements in the public sector. Third, the causal link 
between nonwage expenditures and public sector improvements is 
indirect. That is, its effects are mediated by intervening
 
management systems - e.g., staffing levels, decisions concerning 
the use of funds for nonwage expenditures, etc. Determining the 
extent to which these intervening factors distort or deflect the 
effects of policy reforms on public sector performance could be 
quite speculative and lead to highly unreliable conclusions. 

Similar problems will be encountered by other types of reforms 
comparable to those associated with estimating the effects of 
increased nonwage expenditures on-overall public sector 
performance. In general, this type of association between 
specific reforms-and-broad public sector changes will not be a
 
practical approach for meeting the information requirements of
 

policy reform programs. 

An alternative is to focus on the short-tern, intermediate
 
effects of reforms on specific public sector institutions. In
 
smat cases, policy reform measures affecting the public sector
 
initiate or further a long-term process of improvement.
 
Therefore, in most cases, the individual reforms supported by the
 

program are necessary but not sufficient, in and of themselves, 
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to cause significant or measurable improvements throughout the 
public sector (at least not in the time frame of the program). 
However,, improvements in-the performance of the specific public 
sector institution affected by the reform should become 
apparent. Theoretically, public sector performance will improve 
over time as additional institutional reforms are made (that is, 
there should a cumulative effect on performance). In the 
interim, data collection for program monitoring .end evaluation 
should concentrate on the intermediate effects of reform measures 
- i.e., an changes within the institutions affected by the 
reforms. In some cases, reforms measures are targetted directly 
an a public sector institution; in other cases, the effects will 
be derivative - i.e... to carry out e.raorm measure, changes in 
procedures or operations wil b-e necessary though not explicitly 
stated as a condition for disbursement. 

In EPRP/Mali, for example, monitoring the intermediate effects of
 
increased nonwage expenditures consists primarily of determining 
whether these expenditures have increased relative to wage 
expenditures (that will not be as easy as'it sounds). At the 
very-least, this should provide insight into the ability of the 
Ministry of Finance to make changes in budget allocations as 
forwarded by the reform program. To some extent, the beneficial 
effects of increased supplies can be.inferred from how those 
funds were used. 

3.2.2 Additional Examples of Intermediate Effects on Public 
Institutions 

The Agriculture Sector Development Grant in Niger CASDG/Niger) 
provides several good examples of intermediate effects on public 
sector institutions resulting from porlcy reforms. A ma3cr 
reform supported~by ASDGiNiger is the reduction of government 
subsidies an agricultural inputs. Prior to the program, the 
subsidy system had the effect of actually limiting the supply of 
agricultural inputs. The government would set the total amount 
of funding available for subsidies and the final cost of inputs 
to the purchaser. Because the government held a monopoly on the 
supply of meaor.inputi, the total ambunt of inputs available to 
farmers was determined not by market demand, but rather, by the 
amount of funds available for subsidies and offical input 
prices. 'It was estimated that demand for inputs, even at a 
higher cost, exceeded the supply under this system. By lowering 
subsidy levels and encouraging supply of inputs by cooperatives 
and private dealers, costs to the government should decrease 
while the supply of inputs should approach demand. 

Reductions in input subsidies, therefore, will entail changes in
 
the government's involvement in the agriculture sector and
 
improvements in the performance of public sector institutions
 
involved with input supply. Specifically, the parestatal which 
previously controlled input supply will be reorganized an a 
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cooperative which will have to compete with private sector 
suppliers. This change constitutes an important intermediate 
effect of the program wktich will be monitored closely. 
Srilarly, changes in the process by which government subsidies
 
and prices for inputs are set (e.g., to what extent are official
 
prices influenced by private sector market prices). and cast 

.savings to the government as its subsidy program decreases are 
also indicators of intermediate effects of ASDG/Niger. 

Another reform supported by ASDG/Niger is streamlining licensing 
for cross-border trade. Simplifying the licensing process and 
making license fees commensurate withthe value of the transaction 
should encourage tare traders to purchase 1tcenaes. Easing 
cross-border trade regulationsshould also increase the volume of 
imports and experts. An intermediate institutional effect of 
these reforms will be improved performance of offices issuing 
licenses. Besic operational date should be a4ailable fra the 
records of these offices, such as the number of licenses issued, 
their cost relative to the value of the commodity traded, and the 
number of licenses purchased by category (size) of operations. 
An increased number of licenses issued means that the workload of 
the office hea increased. Additional revenue generated by 
licensing would also constitute an improvement due to policy
 
reforms. The distribution of licenses by type or size of 
transaction will indicate whether the new systemis servicing 
more or less equally the-range of traders. -I n addition to 
operational records, interviews with staff woking in licensing
 
offices could identify problems with the new system and possible 

improvements. 

A more straightforward example of intermediate-effects concerns 
the reform if Niger's grain marketing parastatal - aPVN. In 
general, retorts supported by ASDGNiger will lead to OPVN 
playing a more strategic role in the-sector by using its supplies 
to moderate cereal price fluctuations. The size of OPVN will be 
reduced - .i.,tew~e grain outlets and a 'smaller -grain reserve. 
The procedure tor'governient grain purchesing uill also be 
changed to a tender and bid system. Clearly, these reform 
measures will have a direct effect on OPVN operations which 
should contributs'to overall' improvements inpublic 'sector 
performance.- A- iix- of boti quantitativi and qualitative data 
will be cdllected to asses-these improvements. 

EPRP/ali provides a number of examples of intermediate 
institutional effects. The program supports a package of tax 
refors measures which Should lead to an expanded tax base and 
more effective operation of revenue divisions. Intermediate 
effects of the program should be evidenced by an increasing 
number of tax returns and a more equitable distribution of tax 
payments (i.e., the distribution of returns among individuals, 
corporations and economic interest groups). Computerization of 
tax records should contribute to better performance by the
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Internal Revenue Directorate. Indicators of improvement would
 
include more timely reporting of revenues, better access to ta.
 
data, and improved pro~actions of next year's revenues. Similar
 
operational improvements are expected in the Collections Service
 
and the Investigation Unit. For example, the number of ceases
 
investigated and completed would reflect performance
 
improvements. Comparable changes in the operations of the
 
Ministry of Finance pertaining to the budgetary process end in
 
the Civil Service concerning personnel management will also
 
provide evidence of intermediate effects of the policy reform 
program. 

3.2.3 Data ColleAion Methods 

In general, the same types of data and methods appropriate for 
institution-building pro3ects will be applicable to policy reform 

progress regarding their effects on public sector institutions. 
As the above examples suggest, both quantitative and qutlitative 
'data are needed to assess improvements in institutional 
performance. 

Improvements pertaining to institutional processes and procedures 
can be monitored largely by observational or descriptive 
information. That is, description of decision-making processes 
and changes in how decisions are reached will provide useful 
indormation for program monitoring and evaluation. Indicators of 
improvements or chfUges might include grater use of empirical 
data (e.g., study findings, recent statistics) to guide 
decision-making, reorganization of decision making bodies, 
shorter but more effective meetings, and better resource 
allocation or investment decisions resulting from decision making 

guided by sector policy ob~actives. This type of information 
could be obtained from observation or participation in ministry 
or office meetings, or from interviews with office managers. 
Similar observational data could be obtained concerning 
procedural improvements, such as faster processing of work 
assignments (e.g., issuing licenses, granting land titles) or 
expanded services. 

In addition to observation and informal interviewing, operational 
records will often provide much useful date concerning 
performance improvements. For example, the number of cases 
processed, licenses issued and similar counts of services 
provided are usually recorded by the very offices which should be 
affected by the reform program. Much can be inferred from basic 
operational statistics when combined with informal interviews. 
For example, in EPRP/Mali, a reasonably accurate estimate of 
annual nonwage expenditures will be available from the Ministry 
ot Finance. Fiscal data showing an increase in expenditures for 
basic office supplies, such as paper, combined with staff 
interviews concerning the use of those supplies could provide a 
reletively sound method for determining the intermediate effects 
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of this reform - e.g., workers are now able to complete tasks 
faster, inter-office communications have improved, etc. 
 3 
In some cases, small-scale studies might be required for mid-term
 
or final program evaluations to assess the results of enacted
 
reforms, or to evaluate special government programs created to
 
advance specific reform measures. EPRP/Mali provides an example
 
of both types of studies. A condition for disbursement under
 
EPRP is the enactment of a new commercial code. A me3or change 
which will occur as a result will be -streamlining the business 

registration system. The information plan for EPRP/Mali 
recommends a study based on registration records after the new 
code has been in dperation for a year or two. The purpose of the 
study is to determine how well the new systm is operating (e.g., 
have registrations increased, is the office in charge of 
registrations operating efficiently, have the time and costs 
required for registration been significantly reduced, etc.). 

Second. EPRP will support a pilot Early Retirement Program CERP) 
to expedite reducing the size of government. ERP will establish 
several types of funds to assist civil servants start businesses 
on leaving their government Jobs. This includes a Severance Pay I 
Fund,'a Feasibility Study Fund and a Credit Guarantee Fund. After 
ERP has been in operation for at least one year, the 
implementation of the program should be reviewed. A very simple 
analysis of date from applications submitted by candidates 

e.g.. the number of applicants, their distribution by grade 
classification, their plans after retirement for employment, the 
number accepted, the procedures followed for selection, and 
differences between those selected and those rejected - combined 
with expenditure data for each of the special funds would provide 
useful information about the operation of the program. The 
purpose of the study is to determine and what changes are needed 
to improve the program prior to the conclusion of EPRP/Mali. 
Through this program is not a direct effect on a specific public 
sector institution, it could have a potential beneficial impact 
on the public sector if it succeeds. 

3.3 Implementation Progress
 

SUMMARY: Joint Review Committees are commonly established in 
policy reform programs to assess implementation progress and the 
short-term effects of accomplishments. The Committees usually 
convene prior to the release of program funds to determine 
whether conditions for disbursement have been adequately met. 
Compliance data and institutional performance data will be 
central to this review. An important consideration in assessing 
progress is the economic and political context in which the 
program is currently being implemented. Changes in the program 
environment can significantly affect implementation requiring 
mid-course adjustments to the program. 
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The management of policy reform programs includes a joint review 
committee which convenes periodically during the implementation 
of the program to assess progress. Typically, the joint review 
committee meets prior to each disbursement of program funds. The 
joint committee, consisting of host country representatives and 
their USAID counterparts, reviews actions taken to institute 
reora measures to decide whether conditions for disbursement of 
the next tranche have been met. The joint reviews arealso an 
opportune time to assess the implementation process, action plans 
for the next round of reforms and contextual factors affecting 

* 	 the program. Clebrly, adequate information is central to the 
joint committee's ability to carry out these management 
functions. 

The program management unit (usually composed of appointed host 
country staff working with long-term advisors) has the 
responsibility of providing data for the joint reviews. Their 
principal data source will be the program implementation files 
they have been developing which document the actions taken to 
institute reform measures. Summaries based on file records 
supported by pertinent quantitative data (e.g., from operational 
records, budgets, etc.) which demonstrate compliance, or 
non-compliance with disbursement conditions should be submitted 
for committee reviews. Ideally, the various actions required of 
the host country under the terms of the program will have been 
implemented and convincing evidence demonstrating compliance will 
be available. In that situation, the joint committee should be 
able to reach agreement quickly to release the next tranche. 
However, in some instances, the question of compliance will not 
be so-easily resolved -i.e., it will not be clear that 
disbursement conditions have been met. This could result from 
differing interpretations of what constitutes compliance , or 
perhaps reforms have only been partially enacted. When 
compliance is questionable, the information provided by the 
program managementunit will be especially important. At the 
very least, their information serves as a common point for 
discussions between host country and USAID members of the joint 
committee. If the program management unit is unable to offer 
convincing evidence that required reforms have been 
satisfactorily enacted, that should raise serious doubts about 
whether progress is sufficient for release of the next tranche. 

Both external and internal factors can affect implementation of 
policy reform programs. Internal causes of implementation delays 

or non-compliance-with disbursement conditions generally reflect 
management problems. This includes the host country government 
offices which must enact the reforms, the capability of the 
program management unit to facilitate those actions, and AID's 
own management systems (e.g., contracting regulations; commodity 
procurement procedures, etc.). Like any other project, careful 
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monitoring of the program will be needed to identify what is 
causing implementation delays. The joint reviews are a logical 
point at which changes In personnel or management systems could 
be made to expedite implementation. Though the information 
provided by the progrea management unit will be useful for this 
assessment, experience and sound judgement about what is wrong 

and what can be done about it will be even more important.
 

The economic and political context in which the program is being 
implemented should be a key concern for the joint review 
committee. A fundamental assumption of these programs is that 
the host country has the ability and resolve to enact policy 
reforms. This assumption is typically based on conditions as
 
they existed when the program was designed. However, changes in
 
external, contextual factors can significantly effect program
 
implementation either positively or negatively. EPRP/Mali can be
 
used as an example.
 

The price for cotton on the international market has recently 
declined substantially and is expected to remained at depressed 
levels for at least several years. This will have an adverse 
effect on Mali's export earnings. As a result of an economic 
downturn, GRM (Government of the Republic of Mali) revenues will 
decrease, creating the possibility that government priorities 
will change over the short-term. If this happens, EPRP/Mali's 

policy reform objectives might not be achieved within the time 
frame originally envisioned, which could have either a positive 
or negative impact on the program. On the one hand, adverse 
economic conditions could result in the GRN being unable to 
provide counterpart funding for certain components of EPRP (e.g., 
for the Early Retirement Program). On the other hand, further 
economic austerities might provide an added incentive for the GEM 
to accelerate implementation of reforms to expedite the 
disbursement of funds. 

Economic conditions can also interact with political issues. For 
example, deteriorating economic conditions could make a reduction 
in the rate of Civil Service hiring (an EPRP/Mali policy reform) 
politically unacceptable on the grounds that this could lead to 
social unrest among the educated young who had expected 
government employment. Alternatively, in light of declining 
revenues and a growing inability to meet recurrent costs, the GRM 
might have to radically curtail hiring beyond the levels 
encouraged by EPRP out of sheer necessity. Failure to take 
cost-cutting actions of this sort would only exacerbate Mali's 
current fiscal crisis. The appearance of ineptness in managing 
the country's financial affairs could have serious political 
consequences for the government. In short, the interaction of 
economic'end political factors could afest EPRP in any number of 
ways. 

Similar scenarios could be developed for other policy reform 
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programs. Therefore, an important function of 3oint reviews is 
to assess the contextual factors impinging on the program. Two
 
questions should be addkessed. First, if the host country has 
not fully met conditions for disbursement, the 3oint review 
,committee should determine to what extent this has resulted from
 
external factors which are largely uncontrollable and often 
unpredictable. If that is the case, then the committee must
 
decide whether reforms which have been enacted are sufficient for 
disbursement given the new context in which the program is now 
being implemented. Second, the committee needs to determine
 
whether modifications in future disbursement conditions are
 
required. This could take the form of weakening certain
 
conditions or delaying actions until later-in the program.
 

Macro-economic data, national accounts data and sector specific 
data should be sufficient for making this assessment. Additional 
data pertaining to contextual factors should be available from 
the World Bank, IMF or U.N. agencies. The USAID program 
economist should be able to provide such of the necessary 
information. (In fact, the program economist should be part of 
the USAID representation on the 3oiit review committees.) If it 
is determined that contextual factors are impeding the program 
and modifications in conditions are needed to continue 
implementation, a written 3ustificatfon for this decision 
supported by available data should be produced. 

3.4 Achievement of Program Ob3 ectives: Impact of Policy Reforma
 
and Private Sector Response
 

SUMMARY: In general, most policy reform programs are designed to 
reduce government control over market operations, decrease the
 
costs of public sector operations while increasing their economic
 
efficiency, and stimulate private sector development. Monitoring
 
program implementation should generate information concerning the
 
first two ob3actives. Additional information will be needed on
 
the private sector's responst to reform measures. In many cases,
 
this will require special evaluation studies conducted during the
 
letter stages of the program. This section describes a range of
 
studies, varying in complexity according to program resources and
 
other constraints. In general, the studies should examine 
whether the business community has reacted to the reform program 
as expected; if not, why; and whether private sector development 
is likely to result from the reform measures as enacted. An 
important additional use of the studies is to provide information 
for planning subsequent policy reform or private sector 
development activities. 

Information concerning the effectiveness of policy reforms to 
achieve overall program objectives will be needed for program 
evaluation. In general, most AID funded policy reform programs 
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will have, in one form or another, the objective of establishing 
conditions conducive to more rapid economic growth. Typically, 
this will involve reducing the role of government (or at least
 
making it more efficient) and encouraging private sector 
development. Information concerning the effects of reforms on 
the public sector should result from monitoring improvements in 
the performance of public institutions <section 3.2) and, to a
 
lesser extent, by compliance data (section 3.1). Additional 
information is needed about the achievement of objectives 
concerning the private-sector'and any special progress.
 
established in conjunction with reform measures. 

For the majority of cases, assessing the impact of reform 
measures on the private sector (or the private sector's response 
to reforms) will be-limited to the short-term effects of the 
program. (See section 4. for a more detailed discussion of the 
limitations of evaluating policy reform impact.) Evaluation 
studies will be needed to generate this type of information. The 
studies might require a survey to collect new data or a 
re-analysis of data generated for other monitoring and evaluation 
activities. Proper timing of the studies will be very
 
important. Reform measures must have been in place long enough
 
to have had an effect. Similarly, special sub-programs
 
established to advence or support major reform objectives (e.g.,
 
EPRP/Mal's Early Retirement Program) must have been in operation 
long enough to have produced a "track record" to study. On the 
other hand, the studies should be completed prior to program 
completion to inform managers about achievement of overall
 
objectives.
 

Though mounting yet more studies appears burdensome, examining
 
the degree to which broad program objectives have been achieved
 
serves two important purposes. First, the evaluation studies
 
should capture general "lessons learned" about the program so
 
that this experience is not lost to the Agency. Second, the 

ongoing program provides a convenient mechanism for funding
 
studies which can produce information useful to the host country
 
and the USAID mission for the design of follow-on programs.
 

Special evaluation studies do not have to be elaborate, expensive 
affairs. Rather, the scope of the study can be adjusted to fit 
the information requirements, budget, time-frame and other 
constraints of the program. To clarify the types of studies 
which might be required by a policy reform program, several 
examples proposed for ASDGINiger and EPRP/Mali to assess private 
sector response to reform measures and the performance of a 
special program which advances policy reform objectives are 

briefly described. 

3.4.1 Private Sector Response to Policy Reforms
 

A) ASDG/Niger
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-The overall ob~ective of ASDG/Miger is to reduce inefficiencies
 
in the agriculture sector resulting from unnecessary government 
controls and poorly managed agricultural parastatals. Policy
 
reforms, therefore, are intended to promote free market
 
operations and development of the.private sector. Direct
 
coast-savings for the government will result from reducing the 
subsidy program on agricultural inputs and by increasing the
 
efficiency of agricultural parastatals and/or re-organizing them
 
as cooperatives. It is assumed that as the role of government is
 
reduced, the private sector will expand by taking over activities
 
the government previously performed, or by engaging in activities
 
from which they were largely excluded. By increasing the supply 
of agricultural inputs and reducing government control over 
cereal marketing, the reforms are expected to ultimately benefit 
small farmers. 

Without being overly pessimistic, it is reasonable to anticipate 
some difference between what is expected to happen in theory and 
what actually happens in practice. Moreover, there could be 
unpredicted adverse effects of the reforms particularly for small 
farmers. At the very least, information about the key 
assumptions concerning a) the business community's response, and
 
b) the effects of reforms on small farmers should be obtained. 
The information plan for ASDGiNiger recommends that two small
 
scale studies be conducted in these two areas.
 

As government subsidies on agricultural inputs are reduced and 
private dealers supply a greater proportion of inputs to fEarners. 
the price of delivered inputs will increase. If those increases' 
are too large, they could lead to a reduction in use of 
agricultural inputs. This will probably not occur immediately, 
but after two or three subsidy reductions, the effects of price 
increases on input use should be assessed. Initially, ASDG 
program management staff('i.e., 'long-term technical advisors and 
their Nigerian counterparts) should conduct informal surveys at 
local markets with input suppliers and farmers to determine 
whether price-increases have been significant and whether those 

increases have become a disincentive to input use. Depending on 
the results of these informal interviews, a more systematic study 
of input supply businesses might be required. A complete listing 
of all input dealers will be needed to draw a sample. The 
purpose of the study would be to determine whether the private 
sector responded to policy reforms as anticipated, whether there 
is sufficient competition in the input supply market, and what 
effect subsidy reductions and price increases have had on input 
use by small farmers.- -

B) EPRP/Mali
 

The-information plan for EPRP/ali recommends conducting two 
studies to assess the business community's response to the 
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enactment of a new commercial code and tax reform measures.
 

The new commercial code' is expected to simplify the registration 
of businesses by reducing coats and time requirements. Previous
 
restrictions on establishing new businesses (e.g., former
 
employess are no longer barred from starting businesses identical m 
to their former employer's) will be removed. Lower tax rates
 
might also encourage the opening of new businesses. Given EPRP's 
objective of stimulating private sector development, a study of 
new businesses should be conducted. 

The study should examine the motivation of new proprietors for
 
establishing their businesses to determine to what extent EPRP
 
policy reforms were a contributing factor. If the reform
 
measures did not influence their decisions, this might indicate
 
the need for a more concerted effort on the part of the GRM to
 
explain the new commercial code, or to consider additional reform
 
measures. The study would also verify whether the registration
 
system has been satisfactorily streamlined under the new
 
commercial code. A sample of new businesses could be drawn from
 
registration records. Data could be collected on knowledge about 
 I
 
EPRP reforms, business size, labor requirements, capital 
investment, credit availability and other pertinent factors 
affecting business operations and the potential for expansion. 
In addition to assessing the effectiveness of policy reforms to 
stimulate private sector development, the study should also 
provide useful information about additional interventions that 
could be made to further encourage the establishment of new 
businesses.
 

EPRP will also support a package of tax reforms. The tax system 
had been confiscatory in nature; consequently, many avoided 
paying taxes. The reforms should structure the system so that 
the tax burden is borne more equitably across the population. It 
is expected that compliance with tax laws should increase as
 
reforms are enacted. Combined with the new commercial code, EPRP 
reforms could have a relatively direct and immediate effect on 
the private sector. On the other hand, the business community 
night not trust the GRM's commitment to maintaining the reforms. 
<In fact, there is a precedent for this mistrust.) Consequently, 
business proprietors might be reluctant to act solely on the 
basis of the reforms. To gain additional insight into the 
effectiveness -of the reform measures, a study of private sector 
response and expectations was proposed for evaluating EPRP and 
designing a follow-on program. 

The study would be based on a representatiVe sample of businesses 
located in the major towns of Mali. The focus of the study would 
be the communication between the government and the business 
community and the response of the letter to the reforms. The new 
tax laws and the new commercial code make fundamental changes in I
 
the economic system. The changes, in turn, are designed to
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encourage the private sector to take actions which were 
previously forbidden or heavily regulated. Clearly, the business 
community must understand the reforms if they are to respond 
accordingly. Therefore, the government will mount a mass media 
campaign to explain EPRP reforms. The study should examine the 
success of this campaign - i.e.,, do the business operators 
understand the reforms and what actions have they taken in 
response. Additional data would be collected an their current 
operations, what changes in operations have been made since the 
enact of BPRP reforms (e.g., expansion into new areas, additional 
employment, increased capital investment) and other factors 
effacting business expanaion. 

3.4.2 Special Progress Established to Advance Policy Reform
 
Oh3actives- -


An Early Retirement Program will established during EPRP/Meli as 
a pilot activity to test whether civil servants can be induced to 
retire from government voluntarily. -The obvious effect of 
voluntary early retirement would be tbt-savings for the 
government, an EPRP policy obfacti'ee. If successful, the program 
could have eansiderable utility for the GRM for reducing the size 
of the civil serviceuvhile miniaising the adverse effects of
 
forced reductions In staff. Because the program could be
 
expanded after -BPRP-is finished, it is important to evaluate its
 
performance to deteaine how It has aorked and what improvements
 
are needed.
 

The information plan for EPRP proposes that a study of the Early 
Retirement Program be conducted during the last year of EPRP. The 
study would build on the review of initial implementation of the 
program to be conducted by EPRP management staff. The operation 
of the program and its utility for those selected should be the 
principal topics to be examined. A follow-up survey based on a 
sample of program participants will be needed. A descriptive 
study of their experience would be useful - e.g., the types of 
businesses they started, other sources of employment, common 
problems partAcipents encountered, etc. Data from the 
participants' application to the progrea could be compared to 
survey results. For example, it would.be useful to compare 
initial employment plans cited in the application to their actual
 
employment after retirement. The level of financial compensation
 
as well as funds for establishing a new business sitar retirement
 
will be determined Sy the individual's grade ranking. It is
 
important, therefore, to determine whether the compensation and
 
assistance offered by the program were sufficient. A comparison
 
of success rates among the three grades of civil servants retired
 
through the program would offer insight into this question.
 

3.4.3 Data Collection Methods
 

The studies proposed for ASDG/Niger and EPRP/Mali illustrate the
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range of applied research methodologies which could be employed
 
to obtain information about achievement of program objectives.
 
The least complicated studies are those conducted to assess the
 
implementation of a specific program activity, such as the
 
initial review of EPRP/Mali's Early Retirement Program after one
 
year of implementation. Typically, this can be performed by the 

.progrea management staff without outside assistance. 

The study of private sector dealers of agricultural inputs and
 
the potential effects of price increases on the use of inputs by
 
small fermers could be based primarily on informal interviews and
 
rapid reconnaissance techniques. If this initial exploratory
 
effort identifies 'problems which require more extensive study,
 
then more systematic methods of data collection might be needed.
 

Small scale surveys based on a representative sample of
 
participants In the EPRP/Meli Early Retirement Program 
 I
 
exemplifies the type of operational studies appropriate for many
 
policy reform prog*ams. Such studies are not particularly
 
complicated and should be relatively inexpensive, ranging from
 
$10,000 to $20,000 depending on the amount of outside technical
 
assistance required.
 

The new enterprise study proposed for EPRP/Mall illustrates a
 
somewhat more compliceted research effort because it require
 
subtantive understanding of private sector development in the
 
host country in addition to methodological skills. A study of
 
that type could cst 25,000oa r more.
 

The study of private sector response to EPRP policy reforms.
 
specifically the new tax system and the new commercialcode,
 
would require substantial methodological skills to properly
 
design the study. A research methodologist working with a
 
specialist in private sector development might be needed. Costs
 
for a study based on statistically representative data covering
 

the major urban areas of the country could easily cost a100,000
 
ar more. 

What should be recognized, however, is the scope of4,any of these 
studies could be either expanded or reduced to accommodate the 

special information requirements of the program or resource and 
time limitations. For example, the private sector study for EPRP 
could be simplified by limiting the sample to 3ust the Bemako 
area and restricting the sample to businesses with gross profits 
above a certain level. Similarly, if exploratory work revealed 
that input use had deereased substantially following reductions 

in subsidies, ASDG/Niger might need to expand its study of the 
problem to obtain a more accurate assessment of the situation. 
In short, the studies needed by policy reform programs-are not 
restricted to any one size-or scale, but rather, they can be 

adjusted to the needs and resources of program management.
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Some Observations on
 
Rapid Rural Appraisal Systems
 

(from IDS/University of Sussex Conferences, Oct./Dec. 1979)
 

1) Rural appraisal can be made much more rapid if its objectives
 
are absolutely clear, and if only the minimum amount of data required to
 
achieve these objectives is collected.
 

2) Maximizing the use of local researchers is desirable, both to
 
reduce the survey cost, to avoid linguistic or cultural misunderstandings,
 
and to increase local commitment by maintaining continuity through the
 
stages of appraisal; project formulation and implementation.
 

3) Keeping the-sample as small as possible, using purposive selec
tion to ensure coverage of the major variables and minimizing dependence
 
on untrained investigators, is likely to reduce non-sampling errors and to
 
achieve as reliable a result in the hands of a skilled researcher as a
 
more extensive survey based on statistically acceptable sampling.
 

4) In collecting quantitative data existing published sources should
 
be fully utilized, supplemented by selective data collection through simple
 
questionnaires.
 

5). Attitudinal or qualitative information is best collected by the
 
guided interview technique, cross-checking responses by asking the same
 
question of groups and individuals in different situations, and by posing
 
the same question in different ways.
 

6) Training of researchers and careful supervision of their work
 
until they gain sufficient experience is essential to raise the reliability
 
of rapid rural appraisal.
 

7) Rapid rural appraisal by outsiders (not necessarily foreigners),
 
catalysing more detailed surveys where needed by those on the spot, may
 
be the best way of combining rapid methods with traditional ones.
 

The fact is, however, that neither the Use of rapid appraisal methods
 
for project preparation, nor the training of local researchers in the
 
application of such techniques, is generally occurring. This seems to be
 
largely because international funding agenties continue to demand feasi
bility studies of the length and depth of a doctoral thesis, to prove that
 
the projects put up to them are viable.
 

Yet there is little evidence that such elaborate studies increase the
 
chances of a project succeeding, nor that those commissioning the studies
 
have critically appraised their value. It is difficult sometimes to avoid
 
the conclusion that the funding agencies demand laborious data collection
 
and sophisticated analysis more to perpetuate demand for the services of
 
their appraisal missions, and to increase disbursement of their funds,
 
than because such appraisal is really needed to ensure the project's
 
success.
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Some countries are becoming aware that donor or lending institutions
 
need to get rid of their money as much as the receiving countries need to
 
get hold of it. And some donor agencies are less demanding than others in
 
the information and analysis they require of a 'bankable' project. But this
 
is not the general trend. Only when developing countries collectively put
 
their feet down to convince the donor agencies that simpler appraisal and
 
analysis, skillfully carried out, does not necessarily reduce the chances
 
of rural development projects succeeding, will quick, inexpensive and 

appropriate methods of rural appraisal and project formulation become
 
generally acceptable.
 

Adapted from IDS materials by
 
Malcolm J. Odell, Jr.
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AGRICULTURAL POLICY SEMINAR
 
Session Outline
 

Session Title: Working Groups Date: Thursday, June 5
 
Lead Instructors: Wigton, Hermann Session #: 2
 
Co-Trainer(s): Core Staff Time: 11:00-12:00 pm
 

OBJECTIVE(S): At the end of this session participants will be able to:
 

o Apply concepts and learnings from today's sessions to group and individual
 
action plans for presentation on Friday 

ABSTRACT:
 

None.
 

READINGS: Required/Optional
 

o None.
 



AGRICULTURAL POLICY SEMINAR
 
Session Outline
 

Session Title: Building Institutional Capacity for Date: Thursday, June 5
 
Agricultural Policy Analysis 

Lead Instructor: Odell Session #: 3a 
Co-Trainer(s): Hanrahan, Bateson Time: 2:00-3:30 pm 

OBJECTIVE(S): At the end of this session participants will be able to:
 

o Assess AID's experience in implementing agricultural policy analysis and
 
planning projects.
 

o 	Identify institutional and organizational elements of policy analysis 
systems.
 

o Identify strategies and tactics for linking policy analysts to decision
makers.
 

ABSTRACT:
 

This session will identify the impediments to an effective implementation of 
agricultural policy changes within the institutional context of the host 
government and the need for approaches and techniques to promote effective
 
implementation. The session will highlight donor and host country perspectives
 
on policy dialogue, and several strategies and tactics that have successfully 
brought analysts and decision-makers together. Presentations will include: 

* 	A review AID's worldwide experience in implementing agricultural policy 
analysis and planning projects. (Hanrahan) 

* 	A case study on the Sudan which makes special reference to the problems of 
developing a feasible work plan, planning process, and methods for monitoring 
progress and identifying constraints in order to improve the management of 
agricultural planning. The issue of developing annual and long-term work 
plans based on the concept of a derived demand for improved intellectual, 
material and budgetary inputs to policy analysis will be explored. (Bateson) 

* 	A case study of a major national agricultural reform program in Botswana that 
initially failed to meet its objectives, and the information-generation and 
policy dialogue process that was instituted to successfully develop modifica
tions in and effective implementation of policy. (Odell) 

READINGS: 	 Required/Optional
 

o 	Agricultural Policy Analysis Project Brochure, Abt Associates. X / 

o Tilney, John, Riordan, James, "Agricultural Policy Analysis
 
and Planning: A Summary of Two Recent Analyses," Abt Associates 
Inc., Contract No. DAN-4084-C-00-3087-00, May 7, 1986. / X 

o Bateson, William, "Sudan Case Study", Checchi and Company, 1986. X / 

o Chambers, Robert, Rural Development: Putting the Last First, Chapter 
8, Practical Action, London, Lagos, New York, 1983, pp. 190-217. _/ X 

o Uphoff, Norman and VanDusen, Katy, "Local Institutional Development 
for Agriculture", Local Institutional Development Series No. 5, 
Cornell University, 1985. / X 



Notes on Botswana Case Study	 rMaicolm J. Odell. 

Adecade ago Botswana embarked on one of the most comprehensive programs of agricultural policy reform--one th: 
Government admitted would "change the life of every Motswana." The Tribal Grazing Land Policy described in 
Government's White Paper of July 1975 sought fundamental changes in land management throughout rural Botswan 
seeking to halt advancing land degradation on the fragile Kalahari grasslands in acountry where cattle outnumber 
people by 3 to 1. Early efforts, under the policy, included agricultural planning and arange and livestock managem 
projects financed by AID which were to provide information and analysis to the policy implementation effort as wel 
to introduce new forms of range management in communal areas where the majority of the population live. The casE 
study, described in the attached paper, outlines, first, the information gathering and policy dialogue system that we 
developed (most of them in spite of the Ag. Planning Project) and the major policy changesthat followed, including; 
radically redesigned and remarkably successful Range and Livestock Management Project that played an important F 
in the development of a long term communal area planning and development strategy that continues today. 

Some of the salient features of the information system that spearheaded the policy changes: 
* 	(As Mellor indicated) Linking good policy with good information requires abalance between dang the best 

can now with the information we have available while building the base, the institutions we need for beti 
end better information and analysis 

* 	Types of information: What makes good policy? Will it work? 
* 	Types of Data: Economics: price and non-price incentives to producers; sanctions 

Non-Economics: existing institutions and their capacities 
decision-making, incl. attitudes, sources of opposition,

potential linkages for success 
* Timing: Need for timely responses, even on adaily and weekly basis
 
a Purposes: Hypothesis generation; seeking the unexpected; shooting at amoving target;
 

non-sampling errors--seeking more insight than precision
 
a Tools: (Drawing on Market Research techniques) 

-- one card, simplified quantative tools for key indicators (Egypt, Botswana, Petlin Hotel examples 
-- Focus Groups, structuring discussions with groups of farmers to identify problems, prospects 
-- "Sondee" (Hildebrand/FSR) Multidisciplinary teams, non-specialists asking questions, speciali 

taking notes to gain broad perspective rapidly with adequate level of accuracy 
-- Rapid Rural Appraisal; direct observation, structured steps to limit bias 

Key elements promoting the policy Dialogue: 
" information flow: I. Answering the question, "Who has access to the information? (Harry Wing) 

2. Self-Discovery--facilitating host country decision-makers and their institutil 
to find the answers themselves rather than from outside experts 

3. 	Involvement at national and local levels--local decision-makers using data for 
their own planning purposes at the local level 

4. Accuracy based on local knowledge--principle that accurate information will f 
when local population knows that there is something in it for them 

5. 	Principles: Simple is Optimal, Optimal Ignorance, Proportional Accuracy (RR. 
6. Identifying key issues, e.g., Equity, Adoption to improve resource management 

* 	analyst/decision-maker workshops and seminar programs 
" rolling planning processes with strengthened host-country information and analysis
 

capacities interacting with decision-makers
 
* 	institutional analysis and action programs involving the applied social and management
 

sciences--training host country academics in realities of bureaucracies
 
a using non-governmental organizations for implementation of pilot projects under government 

monitoring/evaluation programs 
* decentralization support, participatory communication/systems with joint/informal R& D 

with local institutions and/or farmers--village/community-based information systems 



Within this framework the Tribal Grazing Land Policy, as indicated by the Range and Livestock Management Project 
its two incarnations, was analyzed. Key problems identified were land degredation, overcrowding in communal aree 
and apotential land graab. The policy, and RLMP 1, addressed this by promoting the move of large herd owners out t 
relatively underutilized areas and organizing group ranches in communal areas, supported by amassive nation-wic 
radio-learning group consultation campaign. Key elements in the evolution of the policy for communal areas: 

1.The group ranching program initiated by the Government of Botswana and USAID sought to "establish 
socially acceptable and economically viable groups of smallholders to engage in improved agricultural 
production." The project brought in technical range and livestock management specialists to organize 
some 16 group ranches. After three years it was deemed a total failure. 

2. The Government of Botswana, drawing heavily on rural sociology and development anthropology 
studies facilitated by the Senior Rural Sociologist within the Ag. Policy Project, asked AID for anew 
project--with an identical purpose--which called for group development, community organization, and 
applied social science specialists rather than technical ranching specialists. Key elements of the new 
strategy: 

(a) Extension service was given overall responsibility for the group development effort, with the 
project's expatriate staff serving in training and consulting roles to build community organizing 
expertise among field staff, and local agricultural staff providing technical backstopping 

(b) Simplified social science, market research, and RRA techniques were used to identify existing 
community and farmers' groups (based on traditional social relationships or common interests)
rather than to organize new groups 

(c) Financial resources were provided in the form of matching mini-grants for community-initiated 
projects 

Result: Group and community projects multiplied faster than Government could monitor. Within three 
years over 1200 group projects were identified and the number increased monthly. One community that 
had sent away the first project team, claiming that the group ranch proposed was not suitable for it, had 
completed 12 agriculture projects and was planning agroup ranch of its own innovative design. A 
national program of Communal First Development Areas supported by group development officers, a
Commissioner of Agricultural Management Associations, and enabling legislation designed and drafted by
the applied research team was implemented nationwide and forms the basis for new AID, Swedish, 
Norwegian, and World Bank investments today. Acurrent controversy, fueled by Jack Anderson and 
leading environmental groups, has attacked the most recent World Bank livestock project in Botswana as 
bearing an unfortunate resemblance to the earlier Range and Livestock Management Project and for not 
having learned as many of the crucial policy development lessons outlined here as it should. 
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AP AGRICULTURAL POLICY ANALYSIS PROJECT 
P 

Under contract to the Agency for International Development, Bureau for Science and Technology, Office of Agriculture
Project Office 4250 Connecticut Avenue, N.W., Washington, D.C. 20008 0 Telephone: (202) 362-2800 

WORLDWIDE EXPERIENCE IN
 
AGRICULTURAL POLICY
 

One of the major elements of AID's strategy inthe 
food and agricultural sector is improving country agri
cultural policies. To this end, missions are being en
couraged to foster constructive policy dialogues with 
host governments. The Agricultural Policy Analysis Pro
ject (APAP), sponsored by the Office of Agriculture, 
Bureau for Science and Technology, is a major vehicle 
for assisting missions in establishing policy dialogues 
with host country officials, building host-county capa
city in policy analysis, and supporting policy reform. 
Now in its third year,APAP has built up a strong capabili
ty to assist missions in achieving these policy goals. 

. APAP FOCUS 
The Agricultural PolicyAnalysis Project has expertise 

inwrking with missions inthe following policy areas: 

* 	 Developing agenda for an intonred mission
host country dialogue on economic policiescon
straining progress in agriculture. 

* 	 Defining food aid sategles and programs that 
foster and support economic policy reform mea
sures. 

* 	 Identifying Input and auput price msform pro
grams that stimulate agricultural production and 
productivity. 

* 	 Fostering private sector participation in input 
supply and product marketing and redefining the 
role of parastatal institutions. 

* 	 Developing the Indigenous capacity of host. 
country Institutions to provide the information 
needed to evaluate, formulate, and implement poll
cies conducive to agricultural development 

TECHNICAL ASSISTANCE 
The project provides several types of assistance to 

AID missions and host governments in support of the 
above: 

* 	 Technical assistance to identify and evaluate agri
cultural policy issues important to individual mis
sions and host countzy governments, as well as 
issues common to groups of countries. 

* 	 Guidelines for analzing agricultural policies and 
mjanaging policy projects. 

* 	 A netwiork linking decision makers in mary coun
tries as a way of sharing-experience and important
materials and reports. 

* 	 Longer term assistance, provided bycore APAP per
sonnel and a roster of agricultural policy experts, to 
identify and diagnose policy problems and to de
sign appropriate policy reform responses. 

* 	 In-county workshops to stimulate policy dialogue 
between AID personnel and host-country decision 
makers and among representatives of different 
hostcountry institutions. 

LONG-TERM COUNTRY
 
RELATIONSHIPS
 

APAP seeks to develop long-tem relationships similar 
to those it has had with Niger, Sri Lanka, Mauritania, 
and the Dominican Republic. These entail sustained 
cooperation with the missions and host governments. 
Through long-term relationships, projectactivities can 
be coordinated into an overall policy framework. devel
oped in cooperation with in-country personnel. Al
though APAP continues to respond to urgent requests 
by the missions, long-term relationships relnforce the 
gains made and lessons learned from various technical 
assistance assignments. 

Prime Contractor. Abt Associates Inc., 55 Wheeler Street, Cambridge, Massachusetts 02138 * (617) 492-7100 
Subcontractors: Robed R.Nathan Associates, Inc. 1301 Pennsylvania Avenue, N.W., Washington, D.C. 20004 * (202) 393-2700 

Abel, Daft &Farley, 1339 Wisconsin Avenue, N.W, Washington, D.C. 20007 * (202) 342-7620 
Oklahoma State University, Department of Agricultural Economics, Stillwater, Oklahoma 74078 * (405) 624-6157 



WORKSHOPS - A STRATEGY
 
TO PROMOTE POLICY DIALOGUES
 
APAP uses three types of workshops as one means 

to stimulate AID-host country government policy 
dialogue-not only dialogue between AID missions 
and host-country governments but also among local 
analysts in different agencies and between the ana
lysts and the policymakers they serve. In the policy
maker and advisor workshop, participants discuss 
the economic policy issues of their country and the 
experiences of other countries in addressing those 
issues. The purpose is to encourage greater aware
ness ofpolicy issues and the potential value ofanaly
sis. In the economic policy systems workshop, 
host-country analysts participate actively in the prep
aration and delivery of workshop papers on critical 
national policy issues. This workshop entails several 
weeks or months of U.S. training for the host-country 
analysts and multiple country visits by APAP person
nel. The third type ofworkshop isa tool-technique 
policy analysis workshop. Its purpose is to help 
technicians gain a fairly rapid acquaintance with 
analytical techniques, concepts, microcomputers and 
other tools used in policy analysis. 

HIGHLIGHTS OF APAP EXPERIENCE 

The following country highlights illustrate APAP's 
substantive and geographic experience: 

Africa 
* 	 Mauritania - The multi-year PL-480 agreement 

with Mauritania in 1983 committed the Govern
ment to bringing basic grain prices to import
parity levels. APAP has aided this process by 
determining the most adequate course and speed 
of price changes on production and consump
tion. The APAP team recommended that to min
imize the disincentive effects on local produc
tion, the timing and level of food aid distributions 
should be used as a tool to stimulate the domes
tic grain markets. 
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* 	 Senegal - APAP helped the Mission frame its 
agriculture support strategy through an extensive 
assessment of the country's agricultural sector 
and government policies. The assessment ana- I
lyzed (1)the performance of Senegal's produc
tion system, (2)the links of the agricultural sys
tem to the rest of the economy, (3)physical and' I 
institutional constraints on productivity increases, 
and (4)a general set of incentives aimed at pro- I 
duction and structural change in the agricultural 
sector. The assessment developed policy-level Irecommendations for discussion between the
 
Government and AID and contributed to the agri
cultural component of the Mission's Country I 
Development Strategy Statement (CDSS). 

* 	 Niger - AID is supporting the Government of 
Niger in its commitment to phase out input sub
sidies, adopt free-market pricing of cereals, and 
privatize the input market APAP contributed to 
the definition of the analytical and institutional 
issues regarding subsidy levels and liberalizing 
the agricultural sector. It also designed a system
 
for monitoring the progress of the overall pro
gram ofsectoral reforms and provided technical
 
assistance to speed project start-up. 

* 	 Uberia - APAP assisted the Ministry of Agricul
ture in an examination of the linkages between 
domestic rice-pricing policy, commercial rice im- I 
ports and the PL-480 program. Several Liberian 
analysts received training in the U.S. and returned 
to Liberia to present papers on these topics at an 
ecoriomrcpolicy'systems Workshop. The Work
shop,attended by senior policymakers from min
istries and parastatals, focused on policyaltema
tives to the pursuit of rice self-sufficiency. 

Selected APAP assistance to other missions in the
 
region includes:
 

* 	 Malawi - Policy component of the Mission's
 
CDSS.
 

*0	 Madagascar - Seminar on policy issues.
 
Zaire - Project to improve the analysis of agri
cultural statistics.
 



Asia and the Near East 
* 	 Bangladesh - The Mission required a package 

of programs and policy reforms to support nego
tiation of a new PL-480 Title III agreement with 
Bangladesh. An APAP team reviewed the major 
policies and programs aimed at providing pro
ducer incentives, as well as those focused on 
food consumption. APAP recommended a pro
gram of reforms to balance the conflicting needs 
of protecting poor consumers and increasing 
farm incomes and agricultural productivity. 

* 	 Sri Lanka - The Government requested USAID 
assistance in its efforts to define a new devel
opment strategy for its agricultural sector. APAP 
helped the Ministry of Finance and Planning in 
formulating this strategy, which was based on 
inter-riinisterial cooperation. The strategy called 
for major re-orientation in agricultural policies, 
development approaches, and investment priori
ties. 

* 	 Egypt - APAP helped examine policyconstraints 
(including pricing policy, import restrictions and 
limitations on access to credit) to expanded pri
vate sector activity in input supply. A package of 
policyreforms to promote the transition from the 
current input supply system implemented by the 
Principal Bank for Development and Agricultural 
Credit to private firms has been recommended. 
The analysis also explored alternative approaches 
to implementing the reforms so as not to under

* 	 mine the viabilityof the bank's credit operations. 

Selected APAP assistance to other missions in the 
region includes: 

* 	 Thailand - Evaluation of Thai Government 
agricultural policy project. 

* 	 Pakistan - Aided in the- establishment of a 
network of economic analysts within the Govern
ment. 

Latin America and the Caribbean 
* 	 El Salvador - The Mission sought help in iden

tifying the critical issues for its policy dialogue 
with the new government. APAP responded with 
a methodology that inventoried and assessed 
policies according to their impact on the agricul
tural sector. The inventory included fiscal, mone
tary and trade policies as welhas sector policies 
related to (1)agricultural marketing, (2)allocation 
and pricing of production inputs, (3)production 
incentives and controls, and (4)consumer poli
cies. 

* 	 Panama - APAP helped the Mission and the 
Government identify avenues for private sector 
involvement in agricultural development and 
planning. APAP also helped define the structure 
of a special policy analysis unit within the Gov
emment, which included representatives of pro
ducer groups. The implementation of that unit 
will help develop and strengthen the level and 
quality of private sector participation inagricultu
ral policy formation. 

* 	 Dominican RepublIc - For over two years. 
APAP has provided the mission with periodic 
assistance that has included (1)an analysis of the 
effect of U.S. dutyfree imports of beef and sugar 
on domestic production and consumption, (2) 
advice on price policy reform and the creation of. 
a policy analysis unit to provide essential infor
mation on the ramifications of alternative poli
cies, and (3)a workshop on analytical tech
niques. 

Selected APAP assistance to other missions in the 
region includes: 
* 	 Peru - Design of a research methodology for 

trade and pricing policy issues. 

* 	 Ecuador - Development of a Government ag
ricultural planning project. 

* 	 Bolivia - Formation of a policy analysis unit. 
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PUBLICATIONS 

A list of publications from APAP isnow available. Publications include policy analysis guidelines, a 
manual for AID Agricultural and Rural Development Officers, staff papers on selected agricultural 
policy issues and a comparative evaluation of AID-financed planning and policy analysis projects. I 
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IINFORMATION 
To obtain more information or arrange forproject assistance, contact 

Dr. Charles E.Hanrahan, I or Dr. Phillip E.Church I 
APAP Project Director S&T/AGR, Room 403 (SA-18) 
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FOREWORD
 

This publication is one of a series of staff papers that are part of the 
continuing effort of the Agricultural Policy Analysis Project (APAP), spon
sored by the Office of Agriculture in AID's Bureau of Science and Technology, 
to disseminate the experience it has been accumulating in the area of agricuL

tural policy analysis. Through interaction with policy makers, country ana
*lysts, and AID missions in. Africa, Latin America and the Caribbean, the Wear 

East, and Asia, APAP has identified and concentrated its technical resources 

on the following themes: 

* Developing agendas for an informal mission-host country dia
logue on economic policies constraining progress in agricuL
ture.
 

* 	Defining food aid strategies and programs that foster and
 
support.
 

* 	 Identifying input and output price reform programs that stimu
late agricultural production and productivity.
 

* 	 Fostering private sector participation In input supply and
 
product marketing and redefining the role.of parascatal anad-

Cations.
 

* 	 Developing the iadigenous capacity of host country institu
cions to provide the Laformation needed to analyse, formulace,
 
and implement policies conducive to agricultural development.
 

This paper reviews, in summary form, AID's worldwide experience in sup
porting agricultural policy and planning projects. It presents preliminary 

findings of two studies; a comprehensive comparative analysis of AID's agri
cultural policy projects that APAP has in progress, and a completed evaluacion 
of similar policy projects in Latin America. The authors conclude that whale 

AID has had considerable success in building capacity to analyze policy issues 

to hosc-councry governments, it has had less success with these projects in 
fosteraing policy reform. 

Wehope that this and forthcoming APAP Staff Papers in the series will 

provide useful information and analysis to all those involved in the contin
uing agricultural policy dialogue between AID and host country governments. 
We welcome coMencs, criticism, questions, and suggestions from our readers. 

ABSTRACT 

This paper sumaarizes the findings of two studies that reviewed 129 AID

sponsored agricultural policy and planning projects carried out since 1970,
 

ranging from three-week studies to multiyear sector assessments, in Africa, 

Asia, the Near East, and Latin America and the Caribbean. Impact analysis of 

61 of the projects revealed that in a narrow sense the projects were success

ful in achieving their purpose, which was primarily to improve the analyccal 

capacity of host country personnel. Less common were projects that had an 

impact on policy reform or Chat yielded programatic change that increased the 

awareness of decision makers about the Importance of analysis and changes in 

policy. A three-pronged diagnostic approach for future project design is 

recommended that includes (1) a consideration of the agricultural sector and 

the policies that constrain sector development. (2) a review of what key dect

sion makers want and need, and (3) an examination of the capacity of host

councry governments to engage in policy analysis and planning. 
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I. SoUMARY AD CONCLUSIOuS 

Over the past 20 years, the Agency for laternational DevelopmenE (AID) 

has funded a broad range of egricultural policy ad planning project. world

wide. The agency has supported many types of activities, including develop

sent of agricultural sector data bases, creation of planning units within 

government, training of host country staff in policy analysis, and implemen

tacion of policy and programsatic changes. 

This paper synthesizes the findings of two recent studies which re

viewed AID-sponsored agricultural policy and planning projecta worldwide over
 

the past 15 years. The first was the final report of a study which examined
 

the impacts and effectiveness of AID-sponsored agricultural planning projects
 
2
in Latin Anerica and the Caribbean region. The second was an interim report
 

of a study which examined agricultural planning and policy analysis projects 

in Africa, Asia, and the Near East since 1970. The results of the interim re

port are included here because the final report is not yet complete, but the 

interim report did produce a number of valuable findings concerning projects 

undertaken in these three regions. The two studies used essentially the same
 

methodology and therefore provide a consistent way of examining the effective

ness and impacts of AID-sponsored projects worldwide.
 

The intent of these studies has been to glean information from past 

projects that will help in the design of better agricultural policy and plan

ning projects. This paper summarizes the results of these two studies so that 

the findings can be widely disseminated to professionals involved in the agri

cultural policy and planning arena. 

The major conclusion of the analysis is that, in a narrow sense, the 

agricultural poltcy analysis and planning projects sponsored by AID during the 

1970s and early 1980s successfully achieved their primary purpose, which was 

Anr'cu.ituM Secror PIIg,nmi in 
the C iO di.Junie 4911 

lbi ASI..-IlI. Inc. .vtutono cltt~ Isrin Amaric anl' 

Agr.culural PoIcy Acsisus andP annrProjcr, A coemarrViVe kndiys at u a 
Pol-cyandPIannng Projects , Airca. Asia dea ne nedr-Easr. Octon Is, 10d4. 
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to improve the analytical capacity of staff in host country governments. 
The
 

projects were less successful, however, in triggering policy and programmatic 

Policy issues were often not 	given sufficient emphasis in project de
change. 

during project implementation.sign and subsequently downplayed 

If AID is to have its support contribute 	more directly to policy reform 

and programmatic change, it appears that 	 its approach to, and design of, pol

to be modified. First, there needsicy analysts and planning projects needs 

the major problems of the agricultural sector are 
to be more diagnosis of what 

and what policies constrain development. The diagnosis needs to be done prior 

to, or as part of, project design so that the projects can be more specific 

far greatercan be addressed. Secondly,about what policy issues need to and 
With

attention should be given to the needs of host country decision makers. 

is little
out this support and active participation, experience suggests there 

reason to initiate a project. Finally, the strategy for targeting assistance 

to host country governments needs to be re-examined. Assistance should be 

rely on for policytargeted to chose government 	units which decision makers 


located outside the Ministry of Agriculture.
analysis; these units may be 

Hore specific recommendations are enclosed in the body of this report 

for the design of future AID-sponsored agricultural policy and planning pro

of the recommendations which are 
jects. It is encouraging to note that some 

made in this report concerning AID projects implemented in the 1970s and early 

1980s have been incorporated into a new group of projects which AID designed 

in the mid-1980a and is currently implementing in countries such as Niger, 

Ecuador, and the Philippines. It will be interesting to observe what these
 

new projects accomplish in the years to come.
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II. PROCEDURES FOLLOWED IIITHE ANALYSIS
 
AND A DESCRIPTIOM OF PRdJECTS
 

Procedures followed in the Analysis
 

Although AID has conducted numerous evaluations of individual projects, 

relatively little attention has been paid to assessing the overall impact of 

.agricultural policy and planning assistance. The two studies summarized here 

are an exceprion because, in the aggregate, they compare and contrast the re

suits of AID-sponsored agricultural planning and policy analysis projects 

across all four regions of the world. These studies also focus on the impacts 

of AID-sponsored projects, and the reasons why certain projects have achieved 

greater impacts than others. 

The studies identify four different kinds of impacts that agricultural
 

policy analysis and planning activities can have. The four kinds of impacts
 

are capacity-building impacts (that is, impacts on the capacity of institu

tions to conduct policy analysis and planning and to provide input to policy 

making effectively), interinstitutional impacts (that is, impacts of policy 

analysts and planning institutions on other public or private sector institu

ctions), decisionmaker impacts (that is, impacts an the awareness, of or demand 

by, decisionmakers for policy analysis and planning), policy and program im
1 


Pacts (that is, impacts on policy and programmatic decisions). In these 

studies, the effectiveness of agricultural policy analysis and planning activ

itise is assassed according to the impacts that have resulted from them. 

were 

used to identify these different types of impacts, and in the Latin American 

study a series of site visits and case studies were used to expand upon the 

The Agency for International Developmenc's own project evaluations 

information available in AID evaluations. The Africa, Asia, and Near East
 

study has not yet had the benefit of such site visits and case studies, but
 

these will take place in the 	future.
 

sOCiO-scOntea
in theAfrica. Asia, andNea-6ast study, thie .a4Cts Of poliCy analysis 
tn p1n1, dojeCtSire baiel 11.4h4s 1sp A....5rc Co sdered n thep o iaso . type o 

LACstudy, tbanaver, and so r has not been ,ncludea nere lor rite sake o1 cOnstdsrcy. 
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These studies attempted to review all agricultural policy and planning
 

projects funded by AID since 1970 or other cypes of AID-sponsored projects
 
which had had a major policy or planning component. A list of all of che pro

jects included in the two studies is shown in Appendix A. Even though most of
 

the policy analysis and planning projects sponsored by AID eare identified, 

only about half of these projects had been evaluated by them. Thus, the im

pact analysis considered only those projects which had been evaluated. It is 

enrtrely possible that the additional projects had different types of impacts, 

but the sample was sufficiently large that the major findings are applicable 

to the universe of policy and planning projects. The type of information
 

available on each of the projects is also shown in Appendix-A.
 

A Description of A[D-Supported Agricultural Palicy AnaLysis and Planning
 
Pro ects in Africa. Asia. Latin America and Caribbean. and the Near East
 

The intent of these scudies has been to review the experience of all
 

AID funded agricultural policy analysis And planning projects in Africa, Asia, 

Latin America and Caribbean, and the Hear East since 1970. In Latin America 

and the Caribbean Regions (LAC), 63 policy analysis and planning activities 

were identified, while in Africa, Asia, and the Near East, 66 projects were 

identified from available documentation. The reason that the LAC region had 

such a relatively large number is the 23 smeall planning or Policy activities 

which were not formal projects were included, while this type of activicy was 

excluded from the Africa, Asia and Near East study because of the difficulty 

of obtaining good documentation. 

The 129 projects and activities represent assistance to 47 countries 

worldwide. In Africa 18 councries received assistance compared With 9 in 

Asia, 16 in Latin America and the Caribbean, and 5 countries in the Hear East. 

Ten of the projects are regional in scope -- 3 in Africa and 7 in Latin 

America and the Caribbean. 

The amount of funds which has been allocated co agricultural policy and 

planning since 1970 amounts to $464 million, as shown In Exhibit 1. This sum 

acte., , m pr I Sa ... thatthe F;nalRe

pufl ..ii hrte . SOillinstmodileit l.s, O1 proe tb.
lrreeprojcts theinen ii c 
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Exhibit I 

FUNDING OF AGRICULTURAL
 
POLICY AND PLANNING ACTIVITIES 

Region Number of 
Projects Funding in $000s 
and 

Activities 
AID AID HOST 

GRANT LOAN COUNTRY OITHER TOTAL 

Africa 40 $121.193 $ 5,400 $ 41,493 $15,275 $183,361 

Asia1 
16 32,850 16,000 65,189 5,684 119,723 

Latin Ameri
c. and
 

2
Caribbean 63 29,986 19,528 38,106 6,011 93,631 

1

Near East 5 52,837 0 11,429 3,606 67,872 

TOTAL 124 $236,866 $40,928 $156,217 $30,576 $464,587 

in Africa, Asia, en the Ner East, tunding lnformaion was available foronly61 Of lhe 66
projects. 

2 The LAC Region contains 23 salt poicy analysisand planning which werenctivirlesnot Iormal 
AID Prolects. The funding for the kACRegion is from 1910-828 willes . runaing in the other regons is fron 1970-84. Thus, the LACwould be higher It the 444dlsonal tweoyears were in
culled.
 



does not include amounts spent on activities other than agricultural planning 

and policy analysis, such as inputs of commodities or sector loans which were 

we used a broadincorporated in some of the projects. It should be noted that 

definition of policy and asplanning projects and included activities such 

data collection, survey implementation and training, which are part of the 

policy analysis and planning process. This is the reason for the large amount 

on these activities. AID's concribution has amounted toof total funds spent 

$217.8 million, or approximately 60 percent of the total, most of which has 

been grants. The total amount allocated to policy analysis and planning has 

been greatest in Africa ($183 million), followed by Asia ($119 millon), LAC 

($67 million). As this information indi(493 aillion), and the Hear East 
made a sizeable investmentcates, AID, host countries, and other donors have 

in agricultural policy and planning since 1970. 

III. PROJECT GOALS, PURPOSES AND IMPACTS 

Project Coals-and Purposes
 

It is useful to review the goals and purposes in the logical framework
 

Project goals tended to be
of AID-sponsored policy and planning projects. 

improvement agricultural sector performancegeneral and called for overall in 

Goals were highly consistentand improvement in the life of rural people. 


across projects.
 

Project purposes were more concrete and defined the substance of pro

jects in more detail. Analysis of projecc purposes revealed several general&

sacions applicable to the entire set of policy analysis and planning projects. 

most projects had capacity building as an objective.In the first place, 


Second, most projects included training of host country personnel as a major
 

purpose. Third, few projects were designed specifically to analyze and bring 

about changes in defined areas of agricultural policy. Policy analysis and 

policy reforms were rarely identified as key project purposes. 

6 
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anicts of AID-Soonsored Policv Analysis and Planning Projects 

AID-sponsored agricultural policy analysis and planning projects have 

had a substantial impact on the capacity of host country governments to engage 

in policy analysis and planning. In fact, capacity-building impacts were, by
 
far, the most prevalent, Fully 58 of the 61 projects1 (see Exhibit 2) have 

had capacity-building impacts. Capacity impacts usually resulted from the 

formation of a new policy analysis or planning unit, the addition of new qual

ified staff to existing units, or the upgrading of staff in existing units 

through long-term training. In Liberia, for instance, the Agricultural Pro

gram Development Project resulted in the formation of a Statistical Division 

,and a Planning Bureau in the Ministry of Agriculture, while in Thailand the 

Agricultural Sector Analysis Project succeeded in establishing a unit which 

was able for the first time to apply aconomic analysis to policy problems in 

the agricultural sector. The presence of capacity impacts did not tend to 

vary by region. Civen the purposes of most projects, it is not surprising 

that their major impact has been capacity building.
 

Incerinstitutional impacts were observed in 64 percent of the projects 

reviewed (39 of 61 projects). These impacts have resulted from improved coor

dination between agricultural policy analysts and planners and their counter

parts in other public sector agencies or private sector organizations. The 

major cype of interinstitutional impact has been the establishment of inter

agency boards or commissions, which by their nature improve institutional 

coordination. In Indonesia, for example. the Assistance to Agriculture Pro

ject was responsible for.the formation of an interdepartmental fertilizer man

agemenc board, while in Honduras an Agricultural Policy Commission was estab-

Lished through an AID project and was able to promote consfon methodologies for 

policy analysis across institutions involved in the agricultural sector. Im

proved communications between units in government was also a frequently noted 

interinstittional impact. In Tunisia, staff working on the Agricultural Eco

nomic Research and Planning Project were responsible for the first effecive 

collaboration between the Hinistry of Planning and the Hinistry of Agriculture 

As m G0 pdge 3. a totl 01 129 e Bdantitled but only bl Of these 

evetuarea, so his s rie number o. -nthe anays.s.
 

nntiortd .rJCStoti hdDt 

projects connsdared I.mpact 
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o s .Inertnsticursonal impacts were most fre
onr di- -tr...----item Planning. 
quant in LAC projects (91 percent) £oloued. by the Hear East (66 percent), 

Asia (56 porcencl, and Africa (42 percent).
 

Vere 24 of 61 projects per

cent). fecisionmaker Impacts have been quite varied, but the most prevalent 

has been increased demand for information and analysis by decisionmakers. The 

other relatively common impact has been the development of greater under

standing by decisionaskers of the agricultural sector and its relationships 

with other sectors of the economy. In Kenya, the Rural Planning Project pro

a great deal of information to key officials about the needs of small 

Decisionmaker impacts observed in the (39 

more assistance to 

this group in the country's Development Plan. Similarly, in Bangladesh the 

staff working on the Rural Finance Experimental Program provided key officials 

with information and insight about the agricultural credit system and possi

farmers, which eventually translated into the targeting of 

bilities for revising their programs. Asian projects have been slightly more 

than LAC and African projects in this regard; no decisionmaker in

were observed in Hear East projectk.
 

Policy and program impacts gore observed in 20 of the 61 projects (33 

percent). Suck impacts result when AID-sponsored projects contributed co 

actual changes in policies or programs. Some examples included changes in 

commodity pricing policies, credit policies, marketing policies, legislation 

on Land redistribution, commodity distribution policies, and investment pol-

In Indonesia, for instance, a flexible fertilizer pricing system and 

an expanded rice storage program were established because of work on the As

sistance to Agriculture Project. In Chaos, the staff working on the National 

Agricultural Planning Project developed proposals for a National Fertilizer 

and Seed Program which were accepted and funded by the government. The re

gional distribution of policy and program impacts follows a pactern similar to 

those of of interinstitutional and decisionmiaker impacts. In Asia and Latin 

America, policy and progras impacts were observed in approximately 42 percent 

of the projects in question. In Africa and the Near East, the corresponding 

percentages are 22 and zero. It should be stressed, however, that this .imple 

account for the differences among the polcylprograms in
calculation does not 

pacts identified. As might be expected, some impacts were more dramace than 

g 



The major conclusion of the impact analysis is that in a narrow sense
 

the projects were successful in achieving their purposes. which dealt primari
ly with capacity building and training. Policy reform asd programmacic change
 

were not major purposes of the projects in question, so it is not surprising
 
that these types of impacts were not as comon as capacity-building impacts.
 

The projects also had some impact on increasing the awareness of decision

makers about the importance of analysis and changes in policy, but these were
 

also considerably less frequent than capacity-building and interinsticucional
 
impacts.
 

Another major conclusion has to do with regional differences in im

pacts. Projects in Asia and Latin America and the Caribbean have had substan

cially more paticy/program and decisionnaker impacts than African and Near 

Eastein projects. The reason that the Hear Eastern projects have had such
 

little impact is quite straightforward. There were only three Near Eastern
 

projects in our sample, and the projects in question focused on data gathering
 

and analysis. They were not designed to result in decisionmaker or policy im

pacts. The relatively low level of policy impacts in Africa as compared with
 
Asia and Latin America has three major explanationst
 

* 	Asian and LAC countries have placed greater emphasis on
 
agriculture than African countries and have tended to
 
provide more support to AID-sponsored projects.
 

* 	AID-sponsored projects in Africa have been more involved 
in basic institution building and less involved in actu
al policy analysis and implementation issues than pro
jects in Asia and Latin America.
 

* 	The Logistics of carrying out projects have been more
 
difficult in Africa than in other regions.
 

These three reasons appear to account for most of the differences in
 
performance between African, Asian, and LAC projects. This was co be expected
 

given the limited manpower and institutional resources in Africa as compared
 

with the other regions.
 

IV. LESSONS LEARNED AND SUGGESTIONS FOR FUTURE DESIGN 

While it is important to understand the types of impacts AID-sponsored 

policy analysts and planning project have had, it is also critical to under

stand what factors have contributed to the relative effectiveness of these 

projects. As mentioned earlier, AID has funded a number of different types of 

activities under these projects, and these activities have somewhat different 

objectives and different reasons to explain their relative effectiveness. In 

this section, the three major activities undertaken as part of these projects 

--	 policy analysis and planning, institution-building, and data cdllection and 

analysis -- are examined separately. 

Policy Analysis and Planning Activities
 

Policy analysis and planning activities have been major components of 

these projects. These activities have ranged from multiyear sector assess

ants and modeling efforts to three-vask studies undertaken by short-cerm 

advisors. Uhile it is difficult to compare activities which are so different 

in scale, there are a number of conclusions which can be drawn overall: 

* 	 Real contact between analysts and decisionmakers needs 
to be established. in prior projects, there has been a 

general and pervasive lack of such contact. InstcIu
tionally, there appears to be little real demand for 
policy analysis and planning, that is, a demand that 
gro.s out of policy concerns and is formulated in 
specific terms. Analytical units often have no clear 
mandate as to what they are supposed to do and, as a 
consequence, operate in a vacuum. In the design and 
implementation of projects, major issues of concern to 
decisionmakers need to be identified and addressed. The 
approach to this is discussed in more detail below. 

* 	 Agricultural policy analysis aid planning should gen

erally concentrate on fast turn-around, highly focused, 

problem-oriented studies. Long-term data-intensive 
activities are wont to run into technical difficulties, 
become disengaged from pressing policy issues, and often 
cost far more than initially estimated. In general, 
policy analysis activities should be relatively short
term, that is, they should not c4 ke longer than a year. 
There is also a role for long-term developmental ef

10
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* 	Targeting of assistance is a critical ingredient for in
forts, but these projects need to produce findings on a 

stituition-buildia and wiLL often explain whether a pro
periodic basis and engage in short-term analytical ef

ject results in impact on decisionmakers or policy and
forts as weLl.
 
programs. Too often, project assistance has been car
geted to isolated units which serve primarily a data
Flexibility is a critical ingredient. There have been a
 
collection and statistical function. Effective projects


number of retatively open-ended projects designed to ad
have targeted assistance to people in Hinistries who can
 

dress key problems as they arise. Such projects have
 
bring about change. The accual location tands to be
 

more often resulted in policy and programmatic change
 
less iaportant than the organizational influence of the
 

than tightly defined, highly structured projects. Flex
manager of the unit, the analytical capability of staff
 

ibility can be built into a project by setting money
 
in the unic, and the level of interaction Ulth decision

aside fqr special activities and by* providing mechanisms
 

for project staff to identify and work on open-ended
 makers. 

activities.
 * 	The policy agenda should be set jointly by decision
makers and analysts. As mentioned above, there has been 

the technical advisory team is critical
The quality of 
 a pervasive lack of contact between decsionmakers and
 
to 	the success of a project. An'advisory team heavily
 

analysts. Workshops, seminars, or working meetings in
laden With dogma or preconceived ideas will quickly isO

volving the Hinister or Secretary are necessary to
taken alate themseLves. The most effective teams have 
bridge the gap between analysts and decisionmakers. The 

tow-keyed, hard working posture and have appeared to be
 
most affective way to involve the decisionmakers, how

working for key people in government -- not vice-versa. 
ever, appears to be to produce a study whose findings

Identifying this type of technical advisory staff may be
 they can use in the restructuring of policies and pro
the single most important element of the project design
 

grams.
and implementation process.
 

* 	Effective planning and policy analysis requires leader-
It 	is necessary to free up technical advisory personnel
 

ship and continuity of technically capable personnel.o 	administrative demands on their time. In the case 
Host countries have problems in attracting and retaining

it is generally unrealistic to
of 	expatriate advisors, 
 qualified people. The payscale and opportunities for 
expect a Chief of Party both to exert technical leader

advancement are usually poor. Long-term overseas crain
ship and to serve as project manager without a capable
 ing has been demonstrated as an effective incentive to 
on-site administrative assistant.
 

attract qualified candidates. Incentives to retain qua
ified staff also need to be built into projects, such
 

Analytical methods need to be kept simple. In tech
as 	improvements to office space and equipment, the pro

nology cransfer activities, the absorptive capacity of
 
vision of housing and vehicles, and short-term training

host-country technicians must be kept clearly in mind.
 
courses and seminars. If AID-sponsored projects can re-


There is a real danger that esoteric techniques may
 suit in a small number of well-tratned and dynamic host
 
never be used after AID suppprc ceases. As a rule,
 

country staff, this'is usually sufficient to make an ef
therefore, keep it simple. 

fective policy analysis unit.
 

Insticution-Building
 * 	The level of host country support wll often determine
 
the outcome of a project. When the host country govern

Instituton-building or capacity building have been prevalent activi
ment provided the type of support originally envisioned
 

ties in all of the projects examined. These activities have included support in terms of finances, staff, and facilities, the project
 
was far more likely to be completed successfully and to
 

for the creation of new analytical units; training of host-councry staff; and
 
have had impacts. This has several implications for the 

the provision of technical advisors for Long and short term assistance to sup- design and implemencation of projects. Project desagn

er5 need to be more realistic and careful about whatA number at lessons have become apparent from 
support the country will actually provide on a project. 

the evaluation: If a country is unwilling or unable to provide the 
agreed upon support during the project, AID should con
sider either a major restructuring or termination of the 
project because it is unlikely that the project will 
achieve its purposes. 

port host country institutions. 
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Daca-Related Activities
 

The third major component of many projects was data-intensive activi
 

ties. These included agricultural censuses, household and consumer surveys, 

production surveys, and the conscruction and use of other data bases on the
 

sector. The main lessons Learned concerning these activities are listed
 

bela-:
 

* 	Data-related activities can support, but not trigger,
 
analytical work. In many instances, the collection and
 
maintenance of data has grown into a far Larger and more
 
expenstve undertaking than anticipated and has often
 
become a large isolated undertaking. Data activities 
should grow from,and be directly tied to, the require
ments of a specific analysis or series of analyses. 

* 	Inadequacy of existing data is not, in and of itself, a 
sufficient rationale for launching mujor new data col
lecion initiatives. Analysts are wont to complain that 
data at their disposal are flawed and therefore unusa
ble. In many instances, this can be a pretext for pot
cy analysts and planners to sidestep their responsibil
ity to perform analyticat work. No data are ever per
fect and, as a ruil,much more can be done with what is
 
at one's disposal than isgenerally the case.
 

* 	Agricultural policy and planning units should generally 
not have direct responsiblity for data-related activi
ties. It is important for agricultural sector analysts 
to have a say in what data are collected, buc, on bal
ance, it is probably preferable that the statistical and 
analytical functions of planning and policy analysis be
 
assigned to distinct institutional units.
 

* Consistency checks should be built into all data collec
ion and processing efforcs. With the magnitude of some
 

of the data sets developed, errors are highly likely to
 
occur. It errors are not found and corrected before
 
data are presented in statistical reports, the whole
 
credibility of a statistical activity can be brought
 
into question. As a consequence, explicit atention
 
needs to be paid to data review and evaluation. When
ever possible, data should be carefully assessed through
 
consistency cests, error analysis, sensitivity analysis,
 
tracking tests, or, at a minimum, renew by knowledgea
ble professionals. For survey data, secondary sources
 
of data should be checked as a rough gauge of accuracy
 
and reliability.
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Improved planning for computers is required. In many 
cases it appears that insufficient forethought and plan
ning has gone into the use of computers. In computer
intensive activities, substantial up-front planning is 
generally required to guarantee an appropriate mix of 
hardware, hoftware, and in-country support services at a 
reasonable cost. 

* 


An 	Approach to Future Praiect Design
 

The set of projects reviewed in these two studies have not, as a rule, 

had policy or program change as stated objectives. Consequently, it should 
not come as a surprise that the projects in question have had relatively lit

tee impact on policies and programs. They have, however, definitely contri

buted to the building of host country capacity for policy analysis and 

planning. Unfortunately, it is not at all clear that the creation of such 

capacity cranslaces itself into constructivepolicy and program changes. This 

may be true in the long run, but experience indicates that the translation is 

far from automatic in the short run.
 

If 	 AID is to have its support contribute more directly to policy reform 

and programmatic change, it appears that its approach to, and design of, poLi

cy analysis and planning projects needs to be modified. First, there needs to 

be more diagnosis of what the ajor problems of the agricultural sector are 

and what policies conscrain sector development. The diagnosis needs to be 

done prior to, or as part of, project design so that projects can be more 

specific about what policy issues need to and can be addressed.
 

The second area of diagnosis which also needs far greater attention is
 

the review of what key decisionmakers want and need. Decisionmakers gill
 

likely have their own ideas about what constrains the growth and productivity
 

of the agricultural sector, and they will usually have more insight than expa

triate advisors or USAID Iission staff about what policy areas are politically
 

possible co address. This second area of diagnosis was referred tn in the
 

Latin America and Caribbean study as a demand baseline study.
 

The third area of diagnosis is to examine the capacity of host country
 

governments to engage in policy analysis and planning. This review of capaci
ty should seek to identify which analysts the decisionmakers rely on tor in

15
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formation as well aa to examine the training and number of staff in planning
 

This review should be used to reveal those units or ana
or analytical units. 

lysts that can affect change. 

eLements of this three-pronged diagnostic
In more specific terms, the 

approach would include? 

Elements Concerning the Agriculture Sector 

What has been the performance of the agricultural sector
 
over the past one and five years?
 

has this compared to other countries of similar size
* 	flow 

and physical conditions?
 

Have there a been major differences in performances
* 
 What ex

plains the differences?
 

Elements Concetning Agricultural Policies and Policymakers
 

among segmenrs of che agricultural sector? 


What are the major policies which affect the growth 
and
 

productivity of the agricultural sector?
 

Why were these policies instituted?
 

* 


* 


* 
Which policies have the potential for change over the
 

next five years?
 

* 
Who are the major actors in the policy arena?
 

In what kinds of activities do Hanistry of Agriculture
* 

and other dectsionmakers spend the bulk of their time?
 

* 
What other public sector institutions have influence?
 

What are the key interest groups in the agricultural
* 

sector!
 

* 	What is the nacure of the relationships chat exist among
 

the Ministry of Agriculture, the National Planning
 
Office, and the Ministry of Finance?
 

* 	What MsCtutional mechanisms came into play in
 
fund?
co fund and what not to
decisions an what 
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Elements Concerning the Agricultural Sector Planning or
 
Analytical Unit
 

Which analytical units do decisionmakers rely upon for
 
policy analysis?
 

* 	In what specific activities is the agricultural sector
 
planning or policy analysis unit involved?
 

What are the relative priorities of these different
 
activities?
 

* 	Who defines what the agricultural sector planning or
 
analysis unit does?
 

* 	How many people work in the unit?
 

* 	What are their qualifications?
 

* 	What role does the analytical unit play in the prepara
tion of plans and the development of projects?
 

* 	How extensive are the contacts of the analytical unit 
with other institutions, in both the public and private 
sectors? 

The objective of these questions is to provide a basis for making in

formed judgments as to the kinds of activities that can be expected to have
 

the most impact in upcoming projects. This three-pronged diagnosis may be
 

incorporated into the Country Development Strategy Statement (CDSS) as well as
 

the background work for a project paper. The underlying premise is simply
 

that the point of departure for designing future agricultural sector planning 

and policy analysis activities must be things as they are, not things as one 

might like them to be. 

It should be stressed that this diagnosis is usually an involved and
 

complicated process and may require adjustments to the project design process. 

In many cases, project designers coe with definite preconceptions as to what 

the major elements of the project should be. The design process, therefore, 

is 	often marked by a search for evidence that wall buttress the validity of
 

preconceptions rather chan by a search to identify the key elemeits that cur

rentLy drivt: the planning and decision making enterprise. This is really a 

matter of degree, of course, but the tendency is Still there. Meetings be

tween a Hinster of Agriculture and a project design team, for example, are 

17
 -4 



often a forum in which the Hinister reacts to the team's ideas, racher than 

vice-versa. And uhen a team does make a conscious attempt to use these meec

ings to learn mhat makes the Minister "tick," it often feels frustrated by an 

inability to elicit more than generalities, at one extreme ("Our objectives 

are to increase production, increase incomes, and improve the distribution of 

income"), or, at the other extreme, to get much beyond what it considers to be 

picayune details ("le're having trouble in getting everyone to sign off on the 

release of the rice project equipment from customs"). 

The moral of the story, therefore, is that a diagnosis of concerns and 

problems generally can not be put together from a series of brief meetings be

tween the design team and the Minister. The diagnosis takes time and often 

requires piecing together a variety of details to see the whole picture. Fre

quent contacts with agricultural sector planning and analytical units can be 

key to this process, but the guiding philosophy of the contacts should be dif

ferent from what has often been the case in the past. Rather than viewing 

these contacts as a mechanism for identifying things chat planners and ana

lysts would like to do, project designers should rely on them more as a means 

of finding out what decisionmakers would like them to do. 

This three-pronged approach to the design of policy analysis and 

planning projects is considered essential to the project design process and 

therefore has been highlighted separately. Hoc all of this work can be incor

poraced into the project design process all the time. It will also have to be 

undertaken as part of project implementation and background work for the 

Country Development Strategy Statements. In any case, this information needs 

to be considered in order for projects to be effectively designed and imple

manted in the fucure. 

la 
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SUDAN CASE STUDY 
AGRICULTURAL PLANNING AND STATISTICS PROJECT 

William Bateson
 
Checchi and Company
 

Background
 

The attached paper reports efforts to date to provide an over-arching
 
framework for the formulation of annual and long-term work plans for the
 
Agricultural Planning and Statistics Project (Sudan) in particular and the
 
Planning and Agricultural Economics Administration (Ministry of Agriculture
 
and Natural Resources, Sudan) in general.
 

-TheAPS project was initiated almost four years ago. Implementation
 
was uneven. The first agricultural statistician arrived in the summer of 
1982; the final two members of a five-person team.joined the project in the 
spring of 1984. The project has had three (USAID) project officers and
 
will soon have its fourth. There was a generally favorable evaluation in
 
the summer of 1985. USAID/Sudan is preparing the necessary documents to
 
extend the project for a second four-year term.
 

The APS project was designed to enhance the capacity of the PAEA to
 
collect accurate and timely agricultural statistics and to perform policy
 
analysis for the Ministry of Agriculture. Although the PAEA had been part
 
of the Ministry for some years, it was under-funded and ill-equipped to
 
address its (implied) mandate. As a result, the Ministry was seldom able
 
to speak with credibility in inter-ministerial policy discussions. Domestic
 
wheat price policy was set by the Ministries of Finance and Commerce;
 
investment allocations within the agricultural sector were made by the
 
Ministry of Finance; cotton price policy was dominated by the concerned
 
parastatals; etc.
 

Prior to the infusion of USAID technical and budgetary resources, the
 
PAEA had little need for a formal work plan. With a limited market for its
 
output and a severely limited budget, it did well to collect routine
 
statistics and pass files for comments. Inthe face of declining real
 
salaries and budgets for field work, work habits followed their inevitable
 
course. As the project enters its final year, it has become apparent that
 
a revitalized institution is possible and that continued USAID support is
 
essential to that revitalization. There is competition for resources
 
within the PAEA and a clear need to formalize annual and long-term work
 
plans.
 

The attached document reflects our efforts to link a PAEA policy
 
analysis agenda-to budgetary and staff inputs in a way which is useful to
 
the Sudanese project director, instructive to contractors, meaningful to
 
expatriate and Sudanese staff, and helpful to the project monitoring
 
activities of future USAID project officers. The framework is intended
 
to be responsive to the needs of policymakers and to focus PAEA resources
 
toward those needs through a malleable work planning process.
 



A FRAMEWORK FOR THE DEVELOPHENT OF 

ANNUAL AND LONG TERM WORK PLANS 

Introduction
 

The development of annual and long term work plans for an
 
institution as large as the Planning and Agricultural Economics
 
Administration is not a simple task. The addition of Agricul
tural Planning and Statistics Project staff and resources makes
 
the task both more difficult and potentially more productive.
 

A work plan can be developed by a process of bundling/inte
grating the activities of individuals in pursuit of what they
 
perceive to be their own and their respective departments' inter
ests and professional strengths. Such an approach may be suc
cessful if an institution's objectives are clearly defined, if
 
staff is stable and if the tasks involved are repetitive or tied
 
to a calendar. -

In circumstances which require an organization to shift its
 
activities in order to bring resources to bear on changing tar
gets, the work planning process can be enriched by mechanisms
 
which illuminate the linkage between objectives, activities and
 
resources. In this note, a mechanism is offered by which the
 
PAEA can establish priorities among activities and see more
 
formally the relationship between ends and the resources required
 
to meet those ends.
 

Role of the PAEA
 

The PAEA has multiple functions. Among them are the acqui
sition of basic data about the agricultural sector, the presen
tation of those data to a wide variety of users, the processing 
of data for use by planners and policymakers and the development 
of its own staff. Figure 1 is a schematic representation of how 
resources (domestic and international) are directed to the PAEA 
where they are organized into a plan of work in the context of 
the internal organization of the PAEA. These resources include 
budget, manpower, training, and commodities such as vehicles, 
computers, offices, etc. In Figure 1, the resources, organi
zation and activities of the PAEA are directed to a single goal
of planning and policy formulation. The role of the PAEA in 
serving users outside the Ministry of Agriculture and Natural 
Resources is also shown. 

The work of the PAEA is shown in terms of four functional 
products: 

1. Information Acquisition
 

2. Information Dissemination
 

3. Intermediate Products
 

4. Planning/Policy Analysis
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The Information Acquisition function is the cornerstone of
 
PAEA activities. Without sound and timely agricultural statis
tics, price data and measures of current economic variables,
 
planning and policy analysis can only be based on guess work and
 
normative propositions. Further, there'would be little in the
 
way of useful information to disseminate.
 

The Information Dissemination function serves the PAEA in
 
its policy analysis work as well as other institutions which are
 
involved in policy formulation and non-policyoriented users.
 
Intermediate Products -are used by the PAEA as well as by other
 
users.
 

Planning/Policy Analysis is a process in which information,
 
intermediate products and resources are brought together in an
 
analytical framework for the use of planners and policymakers. 
Good analysis offers planners and policymakers an understanding 
of the costs and benefits of a plan or change in policy relative 
to the costs and benefits of other alternatives, including the 
status quo.
 

A Derived Demand for Policy Analysis and Data
 

Other institutions have a role in the formulation of policy, 
as well. For example, the Ministry of Finance and Economic 
Planning and the Sudan Gezira Board are institutions which play a 
role in setting prices paid for cotton. Information (and anal
ysis) from the PAEA can be instrumental in the formulation of the 
positions of these institutions. 

The concept of derived demand is central to this framework. 
Policy and planning decisions require information. Thus, there 
is a derived demand for information arising from the demand for 
policy and planning decisions. Information is not costless. 
Thus, there is a derived demand for resources arising from the 
demand for information. 

Figure 2 illustrates the relationship between the demand for 
resonses to broad policy issues and the derived demand for re
sources to provide that analysis. 

The demand for-responses to broad policy issues (e.g. growth
 
with equity, resource conservation, etc.) is disaggregated into a
 
"manageble" set of development strategy questions, policy studies
 
and issues (e.g. sectoral investment alternatives, agricultural
 
credit needs, production incentives, price policy effects etc.)
 
which are, in turn, futher disaggregated. At this level of
 
disaggregation the questions are amenable to analysis through a
 
number of analytical processes.
 

It is to be expected that a single analytical process is
 
capable of generating inputs to several elements of the disaggre
gated set at one time. For example, a model of the mechanized
 
rainfed sector will generate information which is useful to
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policy analysts and planners in examining questions about im
ported input requirements, price policy effects, production in
centives and sectoral investment priorities.
 

It is instructive to see the interaction between the outputs 
of the analytical processes and demand for responses to the 
"disaggregated set" as a stylized supply-demand nexus. There is 
not a one-to-one correspondence between the output of individual 
analytical processes and elements of the "disaggregated set", 
however, because analytical processes are not, by their nature, 
specific to the elements of the "disaggregated set". Indeed, it 
would be inefficient to try to make them so. 

The value of an analytical process can be found by placing 
values on each element of the "disaggregated set" and assessing 
how well an analytical process responds to the needs of those 
elements. The box in Figure 2 labeled "analytical processes 
demand matrix" is intended to represent that "market" for ana
lytical processes. 

Analytical processes require raw information. The infor
mation demand matrix provides that relation. Information col
lection activities require resources. A resources demand matrix
 
provides that relationship.
 

Information is not free. USAID and the Government of Sudan
 
make investments in the generation of information in the form of
 
commodities, manpower, administrative resources, budget and 
training. The demand for the inputs is derived from the demand 
for information and analysis. For example, if the PAEA requires 
regional offices in order to collect basic statistics and conduct 
village level studies to support policy and planning models, it 
has a derived demand for staff (budget) and vehicles (commodi
ties). 

The greater part of the resources of the current APS Project
 
has been devoted to infomation acquisition activities. The prog
ress has not been even because the need for information and the
 
cost of obtaining it is not uniform. Serious analytical efforts
 
have been constrained by the limits of the data base. Studies on
 
such subjects as the domestic wheat procurement price, the ef
fects of gas-oil pricing on agriculture and marketing costs have
 
been produced; but these studies have either been narrowly focus
sed or subject to being quickly out-dated by the effects of
 
inflation. 1hese studies may be regarded as intermediate prod
ucts. If these studies are to be kept current and/or incor
porated into analytical efforts which support serious policy
 
discussions, they must be supported by data bases which are
 
durable in the face of inflation and other exogenous events.
 
Further, these studies must be internalized in the form of policy
 
analysis models which are kept current and are readily accessible
 
to policymakers who desire to know the costs and benefits of a
 
given change in policy. 
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I 
Figures 3 and 4 are an enlargement pf the upper two thirds 

of Figure 2. Figure 3 represents the relationship between four 
major policy areas which are within the mandate of the Ministry 
of Agroulture and Natural Resources and a larger set of more 
detailed or specified policy studies and issues. Figure 3 en
courages PAEA staff and others to see the relationships which 
obtain between specific studies and issues and the broader policy 
areas. 

It is proposed that PAEA staff "value" the relationship
 
between between each of the four central policy thrusts and each
 
element of the "disaggregated set" with weights from zero through
 
four. For example, the relation between crop and livestock
 
research in the irrigated sector and food security might be 
valued as "3" while the relationship between the same policy 
issue and resource conservation might be valued as "0". The 
priority of each element of the "disaggregated set" (rightmost 
column in Figure 3) might be established as the sum of the
 
weights assigned in the four columns on the left of the table.
 
This system of establishing priorities is flawed by the con
version of ordinal weights to a cardinal value for priority, but
 
it offers a point of departure for a process which must be
 
addressed in some fashion or another. 

Figure 4 permits PAEA staff and others to evaluate the 
linkages between the list of planning and policy studies and 
issues and the analytical processes through which data are organ
ized and analyzed. The importance of individual analytical pro- I 
ceases--e.g. Domestic Resource Model, Gum Arabic Model, Irrigated 
Sector Model, Mechanized Sector Model, etc.--can be evaluated by 
examining the linkages between the analytical processes and the 
set of planning and policy studies issues. This method of val- I 
uing different analytical processes is imperfect, of course, but 
it is better than no method. The exercise of showing linkages 
also has the advantage of stimulating discussion on the multiple 
uses to which the output of a single analytical process can be I 
put and the degree to which analytical processes are substitutes 
for each other. For the process to live up to its potential, 
those responsibile for each analytical process should be as 
explicit as possible about the content of their work and how it 
relates to elements of the "disaggregated set". 

Note that "housekeeping" and information dissemination 
activities have not been shown explicitly in Figure 4. For 
example, there is no reference to training or publications. 
Training is a basic input and is properly placed in the demand 
for resources category (not shown in Figure 4). Publications 
(e.g. Agricultural Situation and Outlook Report) are essential to 
making information available to users, but so are such things as 
buildings, electricity, etc.). Reference to specific inter
mediate products has also been omitted in favor of presenting a W 
broader spectrum of temporally more robust and comprehensive 
policy models. 
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The first column in the upper part of Figure 4 (entitled
 
"Planning and Policy Issues") is a list of planning and policy
 
issues of interest to the agricultural sector (the "disaggreagted 
set"). This list is divided into two parts: "Planning and
 
Strategy Issues"; and "Annual Policy Issues". An effort has been
 
made to group related items within each of these two major
 
groups.
 

The second column of the upper part of Figure 4 (entitled 
"Priority of Issue") indicates the priority which the PAEA 
attaches to each of these issues. The "demand" half of the 
column is derived from Table 3. The "supply" half is determined 
from an evaluation of how well the several analytical processes
address the particular policy study or issue. This process can 
be enriched if the "supply" column is further split to show the 
current situation and the situation projected into the future as 
improved data bases enable additional analytical processes. 

The first column in the lower half of Figure 4 (entitled
 
"Critical Informational Inputs to Planning and Policy Formu
lation") is a list of information acquisition activities. These
 
activities are roughly grouped by function rather than by depart
mental or sectional jurisdiction.
 

The second column of the lower half (entitled "Work Plan
 
Priority") will be completed on the basis of information to be
 
supplied in remainder of the lower half of Figure 4. (See below
 
for a description of how this may be done.)
 

The remaining columns in the lower half of Figure 4 are 
headed with the titles of on-going and potential major analytical 
activities of the PAEA, e.g. "DRC Model", "Mechanized Sector 
Model". The two items described as "Special Studies" (Structural 
Change and Historical Prices) are not analytical policy models, 
although they may be analytical. They represent an intermediate 
form or output which may be seen as relatively highly processed 
information which can be used by policy makers and development 
planners. 

The upper right part of Figure 3 ("Impact Matrix") indicates 
the linkages-between analytical models and the list of planning 
and policy issues. It is proposed that linkages be denoted by 
the numbers zero through four in the indicated linking matrix 
cells, with zeros indicating little or no functional relationship 
and higher numbers indicating stronger linkages. 

The cells in the lower right quadrant of Figure 4 are inten
ded to contain information which relates the information/data 
requirements of the analytical models with the information/data 
categories in the first column of the lower half of the figure.
 
These cell: may be split to show both the importance and the
 
current state of the required information/data.
 

It is proposed that the cells in the lower right quadrant be
 
filled in by the technical staff and professionals concerned with
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II
 
the formulation of the analytical models. They are the best
 
judges of the amount and quality of data required and the current
 
state of the data available. The use of values zero through four
 
is suggested for this process.
 

When the importance and completeness of the data/information 
categories have been scored by the users of that data/informa
tion, priorities can be assigned to completion or improvement of 
an informational element by judging its importance to the entire 
range of analytical activities of the PAEA. The column headed 
"Work Plan Priority" is intended for that purpose. The "sum
mation" process is clearly subjective and judgemental, but it is 
better than no process at all. 

A final step is implied but not identified in Figure 4.
 
That is the estimation of costs associated with filling the
 
informational gaps which are identified. The staff responsible
 
for information/data collection are presumably the most able to
 
do this.
 

Work Plans
 

Work plans may be drawn up on the basis of priorities which 
emerge from Figure 4. It may be useful to divide the activities 
in work plans into three categories: 

1. 	Strengthening the data base where required
 

2. 	 Constructing policy analysis models as soon as the data 
base is minimally adequate
 

3. 	Op-dating planning and policy analysis models as and
 
when better data are available
 

Other activities of the PAEA would of course include infor
mation dissemination, training, etc.
 

Each activity in the work plan should have a calendar by
 
which its progress can be monitored and constraints identified.
 
Such a calendar should clearly identify needs for resources so
 
that conflicts over vehicles and staff can be minimized.- A final
 
step in the work plan formulation should be the construction of 
 I
 
budgets needed to support the individual activities.
 

Figure 5 illustrates the relationship between PAEA policy
 
and planning outputs and the policy formulation process. Al
though the policy formulation process goes on at a higher level
 
than the PAEA, it is useful to have a concept of what happens in
 
order to time the delivery of PAEA products and to shape the form
 
of the output to the needs of policymakers and the policy form
ulation process. Figure 5 provides guidance for the senior most
 
staff of the PAEA. They may wish to indicate interactions as
 
trivial/non-existent, modest and strong. 
 I
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CHAPTER EIGHT 

Practical action 

That low man seeks a lItle thing to do,
 
Seas it and does it:
 

This high man, with a great thing to pursue,
 
Dies ere he knows It.
 

That low man goes on adding one to one,
 
His hundred's soon hit:
 

This high man, aiming at a million,
 
Misses an unit.
 

Robert Browning, A Grammarian's Funeral 

Although the freedom and power ofindividuals vary enorm
ously, all can do something. One starting point is to question 
values that put the last last, such as the belief that the poorer and 
weaker people are, the less they thduld be paid. Another is to 
exercise imaginition in thinking'through the distait but real 
effects on the rural poor of technial and'policy decisions aid of 
outsiders' altions and non-actions. Yet another is to increase 
contact with and learning from the rural poor, offsetting the 
anti-poverty biases of rural development tourism, and using 
methods of rapid rural appraisal. Reversals in learning can take 
many forms, including sitting, asking and listening; learning 
from the poorest; learning indigenous technical knowledge; joint 
Rand D with rural liIbple; learning by working; and simulation 
games. Reversals in management entail changes from 
authoritarian to participatory' communication; fewer staff 
transfers and better staff in poor and remote districts; and 
enabling and empowering weak clients to make effective 
demands for services and for their rights. To achieve reversals, it 
is best to start by acting and learn by doing. Most of the time, the 
best way forward is through small steps and little pushes, putting 
the last first not once but again and again and again. Small
 
reversals then support each other and together build up into a
 
greater movement. Many already put the last first, some from a
 
distance, and some directLy. The hope ofthis book is to support all
 
of them, and to encourage others to do what they can.
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Practicalaction 

The scope for personal choice - , 
Some social science tends to minimise the scope for personal 
choice. Negative social science (pp. 30-33) does this in two ways. 
First, it stresses how awful things are, and how they are worse 
than they appear. This emphasis has often been salutary. By
 
repeatedly pointing out how rural elites act as a net to intercept
 
benefits, how poorer people are exploited, how capital-intensive
 
technology can destroy the livelihoods of the poor, how women
 
so often suffer, how transnationals exploit poorer countries, and
 

so on, social scientists have exposed scandals and myths and
 

helped to free practitioners from delusions. But negative social
 
science can be accompanied by a sort of fatalism in which the
 

for doingworse things are the less hope there seems to be 

anything about them.
 

Second, social science seeks uniformities and laws. While
 
practitioners get on with the detail of doing things, some social
 
scientiststrytogeneralisethroughtheory,-the lawsofcapitaland
 
ofthe market, and the analysis ofclass, dependency, comparative
 
advantage, supply and demand, and the like. Such theory and
 
generalisation can lead towards determinism, postulating forces
 
which can imply individual impotence in the face of great
 
historical movements. The awfulness can then appear inevitable
 
and those who seek to achieve change can seem deluded. 

Some negative social scientists may now be waiting for the
 
next sentences which, ina now well-established tradition, would
 
call (lamely) for the (improbable) exercise ofpolitical will to effect
 

this call as yet anotherthe desired reversals; and would see 
Iexample of a naive reformism which calls upon and expects the 

wealthy and powerful to act against their interests. 
The argument here is different. It is based on the premise that
 

individual behaviour is not fullydet'ermined, apremise on which
 
all, including determinists, appear to base their lives. Political,
 
social and economic forces do 6perate; but when they are
 
dissected, sooner or later we come to individual people who are
 
acting, feeling and perceiving.They may be women or men, poor
 
or rich, rural or urban, illiterate or educated, from less developed
 
or more developed countries; landless labourers, artisans, small
 
farmers, workers in voluntary agencies, government field staff,
 
prosperous farmers, traders, workers, business people, politi
cians. senior officials, aid agency staff, professionals, diplomats,
 
international bankers. Allare found deciding what to do and all
 
are to some degree capable of changing what they do.
 

What varies is the scope they have to act differently and the
 
extent to which those differbiut actions can change what happens.
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a 
Rural Development 

TI'S deends on their freedom and power. Por rural People havelittle of either: alandless labourer locked into a single 'hedgehog'relationship or a 'fox'busily struggling to survive, hasliteom(or manoeuvre or influence. The President of the World Bank, bycomparison has vast scope. And in between these extremes thereareoutsiderswith varying degrees of freedom and powe. ForMost Of them Imost of the time, the opportunities are for smallsteps end little pushes. To the individual these mayInsignificant, seembut the' sum of small actions makes greatmovements. 
Many such small actions are indicated by the themes anddetail ofearlier chapters - needs to perceive rural poverty and tounderstand its nature; to span the three cultures of academics,practitioners. and rural people: to devise and use cost-effectiveways to find oft about rural situations; to sit down, listen andlearn srpprural people; to load the dic differently for the ruralpoor; to think .ell in seeing what to do; and to foster a newprofessionaism which asks who gains and who loses and whichputs the last first. Each of these presents an agenda of action. Thequestion is who should and can start where and how, and to dowhat. 

For outsiders, the answer is that all of them can dosomething. 
Those in the rich world are spatially remote from the ruralperiphery but are pant of the global system which maintains ruralpoverty. They can help themselves and others better tounderstand the issues and linkages; they can lobby for betterterms for Third World trade and for better programmes of aid;they can suapport campaigns to stop abuses which harm andimpoverish these who are already poor, like the export to ThirdWorld countries of drugs which are dangerous or needlessly dear;they can support voluntary agencies which take direct andeffective action. Academic researchers, through theirphoices oftopics and of methods to investigate them, can illuminaeprocesses of enrlcbmezit and impoverishment, the patterns ofPower. Ignorance qnd prejudIice, the nature of rural deprivation,and successesand failures inirural development Those whoworkin aid agencies can Wtgue and work for programmes and projectswhich help the poor and against programmes and projects w hichharm the poor. They can ally themselves with and support thosein host country governments who share their aims. Rich countrylprofessionals. whether in the medical, engineering, physical,biological or social sciences, can question their values and theinfuence wich they have outside their immediate rich country1nviro ents 
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Practical action 
And always, at its simplest and most direct, with OXFAM,

Christian Aid, Catholic Relief Services, War on Want. Save the 
Children Fund. Terre des Hommes, and other international 
voluntary agencies which work on rural development with and 
for the poor, impact on rural misery is no further away than the 
cheque book or money order and the post office. 

ForThird Worlders. closer to the action, the opportunities are 
more obvious but the difficulties greater. This final chapter is for 
all outsiders, including those from rich countries, but most of the 
points try to address the predicament of that great'majority of 
rural development professionals who are nationals in Third 
World countries. These include especially the field and 
headquarters staff of government organisations. parastatals,
voluntary agencies, and organisations in the private sector, and 
the staffof universities and research institutes. Many of them feel 
trapped. Others feel that their efforts against enormous obstacles 
and powerful forces will be of no avail. 

What can they do? 
It iseasier to writeabout what todothan to do it. Writing does 

not require courage, but courage be needed for action.can 
Though much rural development, especially in Africa, is 
welcomed by the whole population and does not involve 
outsiders in personal risk, much also, especially in Asia and Latin 
America, involves conflicts of interest where the weak are 
dominated, exploited and cheated by the powerful. Where that 
happens, many of the rural poor and those who work with and for 
them face abuse, discrimination and danger; the bravest and most 
direct are often threatened; some are assaulted; and some are 
killed. However much such people should be applauded and 
honoured, I doubt whether foreign outsiders like myself, 
protected by passport. police and the state. can be justified in 
urging others to risk their livelihoods, their families' well-being,
or their lives. To take risks for oneself Is one thing. To encourage
others to do so is quite another. Even more, for any outsider to 
encourage vulnerable poor people to take risks raises ethical 
questions, especially when it is they, and not the outsider, who 
will pay the price of failure. The most honest and painstaking
reflection Is demanded first. 

There are anyway many degrees of negotiating force and 
pressure short of physical violence, and skill and self-control can 
be exercised to choose the best level. It has to be recognised, 
though, that where exploitative interests are entrenched, force 
and pressure which are succeeding against them can trigger
violence from the other side. Nothing that follows should 
undermine those whose justified non-violent acts against 
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exploitation provoke abuse and violence against themselves. 
From those of us who are far from the sharp end of rural 
development, they deserve respect and admiration. 

At a less dramatic level, action can take many forms. My hope
in this chapter is that by showing several sorts ofstraightforward
action, more people will be encouraged to do more; to add their 
steps and pushes, however small, towards those great reversals 
which are needed; and that those who read this will find at least 
something that will make sense to them, that theycan do, and that 
will work. 

Beliefs, values and imagination 
Action and introspectip go idgether. It Isoften best to start with 
action. But to put the last first confronts basic beliefs, challenges 
personal values, and demands the exercise of imagination. Beliefs 
and values here refer to what an outsiderconsiders right and fair 
for the rural poor; and imagination refers to the willingness and 
ability to think out and recognise the effects of outsiders'actions 

V
and non-actions on them. To support action, areversal of beliefs 
and values is often required, a sort of 'flip', a switch to seqing
things the other way round, from the other end. - .. Take, for example, the basic belief that the poorer people are. 

; J the less they should be paid. It is important here to distinguish the 
: factual statement, that the poorer people are the less theyare paid,

-: from this moral statement, that the poorer people are the less they 
, should be paid. The factual statement is true; but when the 
I objective is to reduce poverty, the moral statement is starkly 

perverse, since the more poor people are paid, the less poor they 
become. To say that poor people should be paid less is to say that 
they should stay poor. Yet whatever private and public views are 
expressed £bout reducing and eliminating poverty, the perversity 
persists. It isalmost universal. Women are paid lessthan men; the 
disabled receive less than the able-bodied; the illiterate get less 
than the educated. 

Nor is this just a straight economic question of paying for 
results, or for value added: There are deeper, ingrained attitudes. 
Here is an official's opinion about payments to people in India, 
mainly Tribals, who pick tendu leaves for making bidis (local 
cigarettes): 

The present wage rate (1 paisa for 20 leaves) is not 
remunerative. But then it is not meant for able-bodied 
porbons. It is to be appreciated that tendu provides seasonal 
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employment to women and children or to the old. It provides 
employment to those who otherwise will not be able to get 
employment elsewhere. Thus, whatever he or she earns, 
should be accepted as fair. 

(quoted in Sarin and Khanna, 1981) 

Should it be accepted as'fair that poor people who have no 
should be paid an unremunerativealternative employment 

wage?Can the answer be anything but no? Yet practices which 
follow this principle are very widespread. There are, it is true, 
public works programmes which pay minimum wages, and 
among which the Employment Guarantee Scheme in 
Maharashtra in India (Reynolds and Sundar, 1977) stands out as 
an example. But in spite of such exceptions, the perverse 
principle of 'pay the poor less' is deeply rooted, both as an axiom 
of the market and as a precept of the privileged. 

That the principle is applied in the private sector is only too 
well known: some employers pay pitiable wages when labour is 
in surplus and when they see this serving their private interests. 
Less well recognised, the same principle prevails in govern
ments, including governments which profess to be at war with 
rural poverty. Reinforced by urban biases, the principle becomes 
'pay the rural poor less'. 

. The point can be illustrated by government-regulated 
producer prices in Zambia. AsTable 8.1 shows, between 1971 and 
1979, the prices for four rural products all rose less than the 
low-income urban price index. suggest ashift in the terms of trade 
against rural producers; and among these four, maize (the major 
product of the larger and commercial farmers) almost kept pace, 

Table 8.1 Changes in some rural producer prices in Zambia, 
1971-79 

Percentage 
change 

1971 1979 1971-9 

Low-income urban 
price index 

Maize 
Dried fish 

Oo 
4.00 

3100 

242 
9.00 

50.00 

142 
125 
a' 

Charcoal 1.75 2.50 43 
Sorghum 4.70 6.0 21 

Source. ILO. 1981, p 65. 
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while the marketed products of the poorer rural people - dried 
fish, charcoal, and sorghum - lagged far behind, indicating how 
government action or neglect made poorer those who were 
already poor. 

The producer price for honey in Zambia is an even more 
striking case. In 1980. some 70 per cent of the population of the 
remote and poor Kabompo District were believed to be beekeepers 
and the dispersed population had little to sell but its honey. But 
the Forest Department paid them only 0.41 kwacha per kg, amere 
12 per cent of its selling price of 3.50 kwacha on the Copperbel; 
nor could this be justified in terms of intermediate costs, since 
almost all processing, transport and other expenses were paid for 
through a German aid programme. When pressed to raise the 
price paid to honey-gatherers, an official replied that this could 
not be done unless there was evidence that production costs had 
risen, as though such aquestion was relevant where government 
was already exploiting poor people so much, and so much more 
than any private trader might have dared. It is in ways such as 
these that the urban and class reflexes of bureaucrats keep poor 
rural people poor. They can use such arguments with impunity.
The rural poor are, after all, powerless. The rich would never 
stand for it: but then they do not have to. 

Theseexamplesare both distressing and hopeful:distressing
because ofthe mindless insensitivitywhich they expose; hopeful
because ignorance. lack of imagination, lack of feeling. and urban 
and class reflexes on the part of those who make decisions present 
an opportunity for change. It is true that on one level these are 
questions of organisation and power: in Zambia and elsewhere, 
urban workers and commercial farmers are well organised as 
pressure groups, while no one may represent the interests of 
scattered, peripheral and uneducated fisher-people, charcoal
burners. sorghum-growers, honey-gatherers and women labour
ers. But it is also true that the Interests of these poor groups can be 
represented in many ways by tihpse who are powerful. To reverse 
the trends against the rural poor requires that more and more of 
those powerful people know, care and act. In the case of the 
producer price for honey, peraps all it needed was for some key 
person, or some coalition, to realise what was happening and to 
argue on paper, In committees. and In the press that the publicly
proclaimed objectives of helping the rural poor could be 
admirably served by raising the price. When other government 
programmes were struggling to improve the lot of the poor, here 
was an opportunity to augment the incomes of precisely those 
who were hardest to reach. with a minimum of administration 
and a maximum of self-reliance on their part. The opportunity 
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could have been seized if a few people had exercised their 
imagination, cared and acted. 

Imagination is vital. Outsiders need to envisage the distant 
but real and ramifying effects of their actions and non-actions. 
thinking through the causal chains which flow from them. The 
research of social scientists could help more here: it has rarely 
traced through such centre-outwards linkages in the human 
detail of case studies, what Stephen Biggs has called 'slice' 
research. But even without the empirical description of the 
personal detail of these links, reflection can suggest the 
connections: between the decision to install a Modern Rice Mill, 
displacing poor female labour, and the resulting misery of 
widows and womenheadsof the household and mortality among 
their children; between the low priority which courts give to 
cases broughton behalfofthe poor. and the inability of the poor to 
stand up against exploitation; between the decision to breed crop 
varieties for ideal controlled conditions and the lack of benefit to 
resource-poor famiers; between the rapid transfer of officials in 
peripheral -areas and the ineffectiveness of anti-poverty 
programmes there; between the allocation of low import quotas to 
soap and the scourge of scables; between building big hospitals 
while failing . to mount a programme to popularise oral 
rehydration, and the avoidable suffering and deaths of children; 
between denying vehicles and fuel to staff in remote areas with 
scattered and deprivid populations, and the resulting paralysis of 
services;between the removalof a dedicated official and the rural 
misery and hopelessness that might have been averted. 

The list can be lengthened. Examples are legion. But the 
point is made: the connections are there: they are real and they are 
,unseen. It takes imagination to recognise them. 

What counts, though, is action. Values - putting the last first 
- and imagination to visualise the distant effects of actions and 
non-actions,are pointsof entry. But concentrating on these can be 
apostponement. It isoften best to get on with doing whatever can 
be done, however small. To help those who want to start or to go
further, what followsare some points ofentry. for themselves and 
for others, all leaning in the same, reverse, direction. These 
actions are designed to be realistic and feasible, bearing in mind 
human weakness and constraints on personal action. Readers will 
see more scope for themselves in some than others; but hopefully 
all will find something which they can use, or which will lead 
them to yet other actions which put more of the last first. 
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Practical appraisal for outsiders 
A first and obvious point of attack is for outsiders to change the 
ways they learn about rural conditions. One problem here is the 
tension between the two cultures over time and- timeliness: 
academics Inclined to favour longer, unhurried, appraisals; and 
practitioners needing instant Informatin to meet the deadlines of 
seasons, budgets, committee meetings, and ministers. As we have 
seen in Chapter 1,shortage of time contributes to the anti-poverty 
biases of rural develqpment tourism and to careless and 
misleading investigations.'These problems can, realistically, be 
tackled by those involved in two ways: by Improving rural 
development tourism; and by developing and using techniques 
for rapid rural appraisal. 

i) Tactics for tourists 
Offsetting the anti-poverty biases 
For that majority of outsiders concerned with rural poverty who 
practice rural development tourism, measures can be taken to 
offset the anti-poverty tendencies of contact. Urban. tarmac and 
roadside biases can be countered by going further afield and by 
walking away from roads; project bias by visiting not only 
projects but other areas and by non-scheduled stops: biases of 
personal contact by deliberately seeking out the poorer people, by 
making a point of meeting women, by taking time to see those 
who are sick at home and not at the clinic,by asking about those 
who have left or who have died; dry season bias by visiting during 
the rains, or at least asking about the worst times of the year: the 
biases of politeness by breaking away from the courtesies and 
making it clear what is sought; professional biases by trying 
through introspection to see the limitations of professional 
conditioning, by learning from other disciplines, by being 
observant, and by asking open-dnded questions. 

Spending longer and going further 
In many ways the poorer people are at the end of the line. They 
take the longest to reach; they are the last to speak; they are the 
least organised, the least articulate and the most fearful. They 
often keep a low profile. Some are migrants. Women sometimes 
hide from male visitors. In visits that are rushed, the poorer are 
those least likely to be encountered. It is after the courtesies, after 
1he planned programme, after the tourist has ceased to be a 
novelty, that contact becomes easier. 

10 

Remoteness is a special problem. Ingrid Palmer (1981. p. 38) 
has observed that 'Rocketing around in a Land Rover over rough 
roads for hours on end can be tiring and dispiriting,but there is no 
other way to reach the furthest and usually poorest villages', and 
more time must be set aside for reaching them. But the delays and 

disasters to which rural development tourism is prone prevent or 
villages and encounterscurtail precisely such visits to remote 

with the poorer people In them. The serious outsider will do well 

to allow plenty of time in one place, to tour slowly, to spend the 

night, and to talk and listen after dark. Vehicle and fuel shortages 

for field staff can be turned to advantage, with a return to the 
which were once common in manyovernight rural stops 

countries in the days of the trek or safari on foot, by horse, or by 

slow vehicle on bad roads. Field staff can make more of limited 

resources for travel by moving less fast, spending more time out, 

and learning more. 

Being unimportant 
clouds of dust, the receptionThe cavalcade of cars, the 

committees and the protracted speeches of the VIP's visit generate 
well-known problems. By contrast, the visitor who comes simply, 

by bicycle or on foot. fits more easily and disturbs and distracts 

less. Unscheduled visits, walking and asking about things that are 

seen, planning not to have aspecial programme, and avoiding the 
aImpression of having influence over the benefits which 

community might receive, all reduce the dangers of misleading 
responses and impressions. 

ii) Rapid rural appraisal 

As we saw in Chapter 3. questionnaire surveys and statistical 
analysis limit investigations to What can be asked in interviews 
and what can be counted. The realities of rural deprivation are 
often missed. The challenge is to question the conventions of 
academic purity and find better approaches. Rapid Rural 
Appraisal (RRA) is one family of techniques ofcost-effective ways 
in for outsiders. 

These techniques have been widely practised but until 
recently little written about.' They recognise the trade-offs 
between the cost of information-gathering, and its quantity, 
accuracy, relevance, timeliness and actual use. Using 'dirty' as a 
term meaning not cost-effective, they try to avoid both the 
'quick-and-dirty'of incompetent rural development tourism, and 
the pathological 'long-and-dirty' of some questionnaire surveys 
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Where time is short they look for an intermediate ard appropriate
technology, an approach which is 'fairly-quick-and-fairly-clean'. 

Many techniques have been suggested. Some are obvious, if 
neglected. They include searching for and using existing
information; identifying and learning from key informants 
social anthropologists, social workers, group leaders, university
students doing field research, and so on; direct observation and 
asking questions about what is seen: guided interviews; and 
group interviews with informal or sdlected groups. Other 
techniques are less obvious, like inspecting an area from the air 
and using aerial photographs. Perhaps most important are the 
composite approaches, designed for particular purposes such as 
identifying priorities for agricultural research, like those of 
Collinson (pp. 67-9), Hildebrand (p. 68), 4nd Rhoades (1982).
Other promising approaches are the compilation of family
profiles, combining the methods of social anthropology,
journalism, and statistical methods (Roberts. 1980); and the 
approach of BRAC (pp. 72-3) and Swift (1981b), working with 
rural people themselves as investigators,

Regarding poverty, systematic observation goes a long way.
To assess deprivation and identify those who are worst off can 
also be helped by key indicators. These may show the relative 
deprivation of an area or group, or pick out those individuals or 
households who are worst off. Quality of housing is frequently
referred to (Honadle, 1979; Longhurst, 1981b; Moore, 1981).
Other indicators include wealth inland and animals. and tangible 
assets such as tools, beds, cooking utensils, and clothing.
Anthropometric indicators of nutritional status also have their 
uses. Or communities may themselves be asked who are the most 
deprived among them. All these methods have weaknesses, but 
separately or combined with others they can be used to shortcut 
lengthier approaches. 

One danger with RRA is that it will always be rushed. A 
corollary of Parkinson's law is that whatever is planned exceeds 
the time available fordoing it. If this occurs, it will once again be 
the remoter areas and the poorer people who are left out. The 
opportunity presented by RRA is, by avoiding lengthy methods, 
so to save and budget time that the poor are let in, as individuals 
and as families, to be learnt from and understood in more depth. If 
the tyranny of quantification can be held in check, there is more 
time to find out about relationships and processes. Techniques of 
RRA. carefully developed and used, can raise awareness and 
understanding of rural poverty, and improve actions to attack it. 

Nothing here should detract from the importance of 
sustained, detailed and careful research. statistically rigorous 
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/where necessary, and whether in one or several disciplines (pp. 
58-9). The argument is rather to devise and use methods which 
fit resources, problems and needs. As a technology intermediate 
between rural development tourism and full-scale research, RRA 
has many applications for outsiders who are shrious about rural 
poverty. 

Reversals in learning 
Putting the last first means reversals in learning. The litanies of 
rural developers include 'We must educate the farmers' and Ve 
must uplift the rural poor'. These can be stood on their heads. 
Outsiders have first to learn from farmers and from the rural poor. 
But many outsiders are hindered from such learning in reverse by 
their educational attainment, urban status, and roles as bearers 
and dispensersof modern knowledge. Staff working in rural areas 
distance themselves from rural people, showing their separate 
style and standing through clothing, shoes, vehicle. office, 
briefcase, documents, and manner and speech. Hierarchy, 
authority and superiority prevent learning 'from below'. 
Knowledge of one sort perpetuates ignorance of another. 
Learning has to start at the other end. The farmer must educate 
outsiders; the poor must bring outsiders down to earth. 

Conventional learning through formal schooling, university 
courses, and staff training can contribute to these reversals 
through changes in syllabus. One example is to illuminate the 
problems and rationality of small farmers through the insights 
which have come out of farming systems research.' But for 
learning in reverse, this is not enough. There are two further 
methods which deserve to be developed and included in courses 
and training. 

The first of these is learning directly from rural people, trying 
to understand their knowledge systems and eliciting their 
technical knowledge. This is still rare as a part of education and 
training. The second is trying to experience the world as a poor 
and weak person. The problem here is to enable professionals to 
step over and see and feel the world from the other end. The 
humanistic psychotherapiesS may have methods to offer for this, 
but their application to the training of rural development 
professionals has so far been slight. 

Reversals in learning can cover many aspects of life and can 
take many forms Many more of these should be devised and 
developed. For the present. any repertoire might include the six 
which follow. 
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i) Sitting, asking and listening
 
Sitting, asking, and listening are as much an attitude as a method.
 
Sitting implies lack of hurry, patience, and humility; asking 
implies that the outsider is the student; and listening implies 
respect and learning. Many of the best insights come this way. 
Relaxed discussions reveal the questions outsiders do not know 
to ask, and open up the unexpected. 

Different approachesare possibleThe pooling of knowledge 
and mutual stimulation of a small casual group can be an 
excellent source of insight. The composition of a group can also 
be designed for a purpose. Gill Cordon (1979) reports an effective 
way of finding out about changes in child-rearing practices in 
Ghana. Small groups of women drawn from three generations 
were asked to discuss the changes that had taken place. They 
checked, reminded and confirmed each other, enjoyed the 
discussion and themselves learnt in the process. Similar 
approaches, with small groups selected to bring together 
specialised knowledge, may often be an exciting and efficient 
method of investigation. It is not only the outsider who holds the 
initiative or who gains; all who take part can influence the 
direction of the discussion, and be absorbed in learning. Evening 
meetings may be ideal, going on into the night, when the 
outsider's presence Is less obtrusive and distorted responses less 
likely. 

ii) Learning from the poorest 
The poorest are usually considered to be the most ignorant, those 
from whom there is least to learn. But how much do outsiders 
know about how the poorest cope? To enable the poorest to do 
better, the starting point is to understand how they manage at 
present. And on this the poorest are the experts - they know more 
than ignorant outsiders who have got bothered to try to find out. 

Let one example suffice. Paulus Santosa of the Bethesda 
Hospital, Jogjakarta, Indonesia, trains nutrition workers through 
learning from the poorest. He asks, 'Shall we try to teach the underi privileged, or shall we rather try to learn about nutrition from 
them?' Trainee nutrition workers are required to learn from 
families of the poor whose children are healthy ad of normal 
weight. As Santosa puts it, 'it would be very hard to find 
professional nutrition workers in Indonesia today who can raise a 
family of five with US$0.50 per day and stay healthy'. It is after 
learning how sonic of the poor manage to have healthy children 
that plans are formulated with villagers for combatting 
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malnutrition. These are usually in agriculture, animal husbandry. 
cottage industry, health education. safe, water, improved 
sanitation and the like. They have never included a direct feeding 

trainees have realised, through their 
programme, since the 
research, that it would not solve the problem. Through learning 

from the poorest, they come to understand that the direct, 

obvious, solution to physical weakness (see pp. 163-5) is only 

temporary and a palliative; other measures to tackle poverty itself 

will be more lasting and effective. 
Learning from the poorest is rarely any part of anti-poverly 

key to enabling them to 
programmes and projects; yet it is a 
improve their lot. 

iii) Learning indigenous technical knowledge 

All rural people know things which outsiders do not know, and 

some know more than others. There are many ways for outsiders 

to learn from them. There is the comprehensive approach of a 
systems,social anthropologist concerned with knowledge 


including concepts and patterns of thought. But short of this.
 

there are less complicated or abstruse approaches, including
 

compiling glossaries of local terms, and games, quantification
 

and ranking.
 

a) Glossaries of local terms
 

Compiling glossaries of local terms and concepts has been
 

proposed by a team working in Nigeria on local participation in
 

environmental monitoring. They suggest
 

the compilation of a dictionary of local terms and definitions 
of ecological significance. In some languages, names of 
plants. insects and soil types are specific to the town or 
village in question. Thh identification and systematic 
recording of local terminology and the investigation of the 
taxonomic basisof their meanings notonly lead to improved 

information vital to ancommunication but often provide 
understanding of local environmental conditions. 

(Barker at al, 1977, p. 50) 

In their own work they found that the literal meanings of names 
for a harmful insect provided information about its habits and 

habitat. 
The compilation of such glossaries together with descrip

tions of each item should be easy to Incorporate in training 
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courses for rural extension staff in, say, agriculture and health. 
The range of subjects to be covered depends upon needs, but can 
include colours, climate, time, soils, plants, topography 
including micro-environments, animals. Insects, foods and diets, 
diseases, cures, pests, weeds, seasons, space, measurements, 
proverbs, social relations. and ceremonies. Finding out about 
these, writing down names, describing and explaining their 
meanings, and then comparing notes with colleagues, is 
interesting in its own right. The insight and information elicited 
is likely to be directly useful. The exercise should improve 
understanding of local beliefs and practices as well as 
communication between staff and their public through enabling 
staff to use categories and expressions which are locally familiar. 

b) Games, quantification and ranking 
As a way for outsiders to learn from rural people, games have the 
advantage of suspending status and social differences besides 
being fun. They can take many forms. To elicit values and 
constructs social scientists have used sentence completion, and 
also back-to-back guessing where one respondent describes one 
of a class of objects (a rice variety, a fertiliser etc.) while another, 
who cannot see it. guesses the name. 

Paul Richards (1979) has used another game to find out the 
way different groups of people see weeds. Respondents were 
given different sorts of weeds in groups of three and asked to say 
which two were most similar and which was most different. They 
were then asked to expliin the 'construct' underlying th eir 
choice. This was repeated with different combinations of three 
weeds.4 The game, with the same weeds, was given Jo three 
groups. The first. Sierra Leonian university botany and 
geography students, differentiated the weeds by their shape and 
appearance and by scientific classification. The second group, 
who were farmers, had totally different, utilitarian. constructs 
such as ease or difficulty of clearing. The most startling finding 
was that the third group. extenaon trainess, had constructs which 
were almost identical with those of the university ptudents and 
quite different from those of the farmers. This led to' 

a spontaneous 'seminar' by the trainees on how they would 
communicate with farmers if their 'scientific' approach to 
farming made them think in textbook botanical terms rather 
than in terms of farming utilities. Tentative action proposals 
for syllabus development and for studying alongside the 
farmers were beginning to emerge at the end of the period. 

(ibid, p. 32) 
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Without such exercises, outsiders, including agricultural 
extension staff. may not realise how radically differently they and 
their clients are seeing and thinking about the same things. 

Indigenous methods of counting and quanitification are 
often.supposed to be weak; and this view-may be used to justify 
top-down statistical surveys. Before such surveys are designed 
and undertaken, however, prior questions can be asked about 
how rural people measure and count, and whether these methods 
can obviate or fit into a survey. A first step is to list, investigate

and theirand calibrate the units used by rural people 
applications. Farmers' units for land under crops may. for 
example, represent not area but labour inputs - such as the length 
of a row that could be worked before standing up and stretching 
(Richards, 1979, p. 31)-and these units may be more meaningful 
to farmers and for some survey purposes than standard 
geometrical measures of area. 

Local games can also be used to help farmers quantify and 
scale their estimates and preferences. David Barker has described 
how a traditional African board game, ayo. involving holes in a 
board or in the ground and employing seeds or stones, has been 
adapted to explore farmers' decision-making, their estimates of 
the relative severity of a pest outbreak. and their preferences for 
different patterns of farm returns over several years. Farmers in 
Sierra Leone prefer this game format to a questionnaire survey. 
The ayo board passes the initiative in providing information to 
the local people. This 'seems to be very important in oral cultures 
where questionnaire schedules can act as both steering wheel and 
brakes on the free flow of discussion' (Barker, 1979, p. 40). 

With pastoralists in West Africa, Jeremy Swift has developed 
a variant of the ayo board to generate discussion about priorities, 
using camel pellets and holes In the ground. He makes eight 
holes, and then asks a group to name their eight most important 
problems, with a hole to represent each. This takes some time and 
provokes lively debate. He then gives the group 25 camel pellets 
and asks them to put the pellets in the holes according to the 
importance of the problem. The lesser problems are gradually 
eliminated and the pallets redistributed to those that remain. 
With the two or three biggest problems, the next stage of analysis 
is to make five further holes for each, and to ask the group to name 
the most important aspectsof each problem. Swift found that the 
same problems recurred -how to obtain food at reasonable prices 
in the dry season; how to get credit to build up herds; animal and 
human health; how to get just treatment in dealings with the 
Forest Department; how to deal with government and the loderl 
world. One discussion which started at five o'clock in the evening 
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went on until after midnight. 
Approaches such as these shift the initiative from the 

outsider. Things on the ground - drawings on the sand or in the 
mud, holes, stones or pellets - provide a common focus which 
distracts from differences of status, dress, style, or speech. The 
way is open for inventiveness in changing the game or the model 
through physical acts-taking astick and drawing on the ground. 
moving pellets from one hole to another. Vigorous debate reveals 
a spectrum of views. Teaching by 'respondents' is uninhibited, 
and learning by outsiders can be deep and direct. 

iv) Joint R and D 

Other reversals in learning can come from the location and mode 
of research. The strong reasons forcarrying out much agricultural 
and agricultural engineering research jointly with farmers in 
their fields and under their conditions are now widely accepted. 
Research conducted outside the rural environment (on a research 
station, in a laboratory) often entails heroic simplifications or 
gross distortions. In the past, much agricultural research 
undertaken without the small farm and the small farm family has 
had the wrong priorities and has generated misleading 'findings'. 
There are, to be sure, some stages or forms of research which 
require stringent controls or spcial equipment which only a 
research station or laboratory can prdvide. But professional biases 
weigh heavily towards working in research station and laboratory* cores instead of in field biktition peripheries. 

Here, too, therefore, a reversal is required, recognising small 
farmers as professionals and colleagues. as fellow experimenters 
and developers of technology. Peasant farmers in Sierra Leone, 
for instance, have theirownexperimental methodswhich are said 
to render expensive, supervised on-farm trials unnecessary 
(Johnny and Richards, 1980). Informal R and D is continuously 
practised by farmers and there is much to be learnt from it (Biggs, 
1980). A handbook for learning about and improving farmers' 
own experimental methods has yet, to my knowledge, to be 
written. And the potential of collaboration between farmer 
experimenters and agricultural scientists is still far from being 
realised. 

Practical action 

not new to social anthropologists. Paul Devitt, living in the 
remotevillageof Kuliinthe Kalaharidesert, kept a dozen cattle in 
order to understand village life and economy by experiencing it 
from the inside. Paul Richards found that working at farm tasks 

with farmers in their fields elicited information he would not 

have known to ask for and his informants would not have known 
in Peru, having abandoned ato volunteer. John Hatch, 

conventional questionnaire survey, worked systematically 
through the many operations of maize cultivation, hiring himself 

out to farmers as an unpaid labourer on condition they would 

teach him the task to be performed 

The scheme worked beautifully. Most small farmers took to 

their role as teacher very conscientiously. Rather than 
waiting to respond to my questions, they often volunteered 
task information I would never have known enough to 
inquire about. In fact. most of the information Igathered was 
gained in this way. Hired labourers often proved excellent 
instructors as well. 

- (Hatch, 1976, p. 16) 

Among other things he found out that crop labour requirements 
might be half as much again as those previously estimated by 
outsiders. 

-These are all examples of individual researchers who found 
working at rural tasks a source of understanding. But the method 
has also great possibilities in training. As part of the training of 
social workers in Madras, Viji Srinivasan required them to buy 
food for a poor family's meal for only one rupee, and then cook it 
for the family, assisted only by technical advice from the woman 
of the family. One lesson brought home to the trainees was how 
diet is constrained and simplified by having only two cooking 
pots. The application of similar approaches in training courses 
would seem to have enormous potential, with foresters collecting 
firewood or other forest produce, agriculturalists working as farm 
labourers, animal husbandry staff and veterinarians herding 
animals, and irrigation engineers and agricultural engineers 
applying water In farmers' fields; in each case advised by local 
experts, the rural people themselves. 

v) Learning by working vi) Simulation games 

lor many outsiders, there is scope for learning by physically 
working with farmers and others, and doing what they do. This is 

The most effective way of experiencing the world as a poor person 
is to go and be that poor person in as complete a manner as 
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possible. But for that most outsiders have neither time, courage 
nor opportunity. This being so. simulation games are one of the 
most promising methods for enabling outsiders to understand the 
life and problems of the poor. Such games are used in other fields 
suchas business management, and war gaming has along history. 
Much has been written about them. In development, they have 
been used in the training of foreign voluntary agency staff and by 
the Economic Development Institute of the World Bank. Yet in the 
Third World itself they are little used in training professionals 
concerned with rural development, such as administrative 
officers, planners, agricultural extension staff, and those 
concerned with animal husbandry, education, forestry, health, 
irrigation and social welfare. 

One family of games already developed simulates small 
farmers. These are the Green Revolution Game (Chapman, 1973 
Chapman, Dowler andElston, 4982), the Peasant Farming Game 
(Mitchell, 1982), and Ganeshpur (Blaikie, 1982). These are 
conducted in a single room and participants are usually paired. 
Each participant or pair is allocated the resources (labour, land, 
food, money) of a small or near-landless farmer. Decisions are 
then made, season by season, about crops to grow, inputs to 
purchase, loans to take, and so on. Random disasters occur and 
the seasons wait for no one. 

The experience of players varies and these simulations take a 
different form each time. Social relations quickly develop 
between players (small farm families) as farm employment is 
sought, money borrowed, and patron-client relations formed. The 
poorest face a struggle which taxes their energy and ingenuity as1 1 
they try to save their children from starvation by selling land. by 
bagging for work, loans and food, and even by stealing. The 
experience ofstandinglin aqueue to secure payment for onecrop 
in order to be able to buy inputs for the iiext, while the rains are 
imminent and time running out, is not easily forgotten. Nor Is the 
death of achild because en employer was dilatory in paying out 
wages for work dond. To be effective. such simulations need 
participants who enter into the spirit of the thing, and plenty of 
time for discussion afterwards to allow participants to remember, 
describe and analyse what happened and what they felt. Given 
these. they can be a remarkable way into the experience of others 
and apowerful source of learning.They can contribute to changes 
in understanding and in feeling and to anew empathy with poor 
rural people. 

The development and effective use of such games is a 
priority. They can be applied to many aspects of rural life to 
capture and illuminate the linkages of poverty with agriculture, 
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the seasons. risk, input supplies, wages, food prices, health, 
mortality, exploitation, and the position of women. They can 
enable participants to feel powerlessness and vulnerability, and 
to experience ratchets of impoverishment. They can show those 

bankerswho provide services what it is like to be poor clients -as 
play farhers seeking credit, foresters play villagers dependent on 
forest products, and irrigation engineers play farmers at the tails 

of canals. Simulations such as these have a key part in training 
staff and changing bureaucracies. They should be in the curricula 

of training institutes and of university courses concerned with 
rural development. To be effective, they must be well designed 

also need to be prepared for differentand well used. They 
purposes and different environments. The most efficient way to 

develop them quickly may be workshops forcreative researchers, 
teachers and trainers who will learn how to devise and manage 

simulation games based on empirical data which they themselves 
obtain. In the meantime, some good games already exist' and 

should be widely used. 

Conclusion 
These six approaches - sitting, asking and listening; learning 
from the poorest: learning indigenous technical knowledge; joint 

R and D; learning by working; and simulation games - all reverse 
the learning process. They encourage and enable those being 

trained or educated to learn from the many below and not just 

from the few above. They vary in ease and utility. But they share 

strengths: they transfer initiative to rural people, for them to 
anvolunteer information and develop ideas; they encourage 

equal relationship between questioner and informant, and the 
Peter Berger (1977) calls 'cognitive respect' attitude which 

respect on the part of the more educated and more influential for 
the less educated and less influential; and they add to the body of 
centralised knowledge and understanding. For both rural 

teachers and outsider students, they can be acts of sharing and 
learning together. 

These and similar approaches should be feasible in many 
Institutions and at many levels. Some have already been tested 

others are yet to be devised.and are already being used; 

Researchers and consultants who span the three (academic,
 
practitioner, and rural) cultures are well placed to develop new
 

reversals in learning: a good example is John Hatch's experiment
 
in Bolivia to write a textbook on theirin enabling peasants 

subsistence farming (Hatch, 1981). The adoption of these 

. J 
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approaches may, however, face difficulties, notably in those 
universities and university departments which are fossilised in 
conservative orthodoxy. It is perhaps in government training 
institutions that the potential is greatest. Required learning from 
rural people could help to reorient whole bureaucracies. Nor 
should it be limited to the junior staffwho are most considered to 

not be deprived of suchneed training. Senior staff should 
opportunities for learning. It may even be best to start with the 
senior staff, both to lest and develop the approaches and so that 

they appreciate the value of the approaches and ensure that they 

are supported and spread. 
Reversals in learning will sometimes be seen as an affront to 

the dignity, status and professional propriety of outsiders. But 

learning in reverse can give pride (having worked as a labourer). 
fun (playing games), the excitement of discovery (learning ITK, 

how poor people cope, and so on), and practical insight (how 
help people to help themselves). It can berealistically to 

bringintellectually rewarding and practically useful. It can 

together the disciplines.Thesociologist and the soil scientist, the 

agronomist and the economist, can sit down together and find a 

common activity and common understanding in learning from 
who do notthose other professionals - the rural people 

distinguish disciplinary domains. By giving pride, pleasure, 
intellectual interest, and practical value, reversals in learning 

ought to appeal to many outsider professionals and gain the wide 
acceptance they deserve. 

Reversals in management 
Reversals in learning cannot take place in isolation. They are 

hindered or supported by the way in which organisations are 
analyses and reviews ofmanaged. There are many useful 

management for rural and social development.' As usual, local 
variations of style, culture, structures, procedures and conven

tions make generalisation difficult, as do the many varieties of 
- government departments, parastatals,organisation involved 

banks, voluntary agencies, and business houses. Almost all, 

though, have a centre-periphery orientation, and those most 
are usually the largest, the fieldpointed towards the centre 

departments of government like agriculture, animal husbandry, 
community development, education, forestry, health, irrigation, 
public works and water development. 

Most of these departments in most countries face inwards
A--

and upwards, away from rural clients. Their structure and style 
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From theare often authoritarian, hierarchical and punitive. 


centre and top come targets. commands, exhortations and threats.
 

From the periphery and bottom comes a weaker flow of filtered 

which placates and misleads. In meetings,information 
subordinates are upbraided, cajoled and given orders. They are 

asked for reports of targets achieved, not for problems 
initiatives are

encountered. Poor performance or deviant 


rewarded by punishment or posting. Promotion comes, if at all.
 

through compliance or through working in headquarters. Real 
repressed; appear

problems of implementation or Impact are 

ances of achievement applauded. Senior officers do not learn 

from their subordinates; and subordinates do not learn from their 

rural clients. 
This pattern is common, but neither universal nor inevitable.
 

An exception is the National Irrigation Administration in the
 
Korten. 1980; D.


Philippines (Alfonso. 1981; Bagadion and F. 

1980, pp. 492-4) which has evolved a participatoryKorten. 
philosophy and style. It is geared to providing services and to 

responding to its farmer clients. Upward flows of information 

about problems are encouraged. Social science research is 

to ex lore critical questions and is. openlycommissioned 
discussed. Staff axe al owed to remain for years working in the 

same post without the disruption of transfer. Learning and 

improvement within the organisation are a conscious and 

continuous aim. 
between hierarchical and participatoryThe contrast 

organisations corresponds with the useful distinction between 

the blueprint and the learning process approaches (Korten, 1980; 

pp. 19-22). The blueprint approach emphasisesMors. 1981, 
planning from the top and then implementation below. The more 

below. From hissuccessful learning process approach starts 
analysis of five Asian rural development success stories David 

Korten concludes that 

the blueprint approach never played more than an incidental 
were notrole in their development. These five programs 

designed and implemented -- rather they emerged ot of a 

learning process in which villagers and program personnel 

shared their knowledge and resources to create a program 
which achieved a fit between needs and capacities of the 

beneficiaries and those of the outsiders who were providing 
the assistance. Leadership and teamwork, rather than 

blueprints, were the key elements. 
(Korten, 1980, p. 497) 
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The learning process approach is easierto achieve for small
voluntary agencies than for the great field bureaucracies of 
government. A major challenge over coming decades
bureaucratic reorientation (Korten and Uphoff, 1981), including 

is 
achange from authoritarian to participatory styles and a shift in

responsiveness from orders from above to demands from below. 
For those who work in authoritarian bureaucracies, such

change may seem remote. Itwiltnot come quickly. The key is to
search for 'soft spots' (p. 157), interventions which present the
best chances for starting change. The introduction of reversals in
learning is one starting point. In addition, three others can be 
suggested: styles of communication; transfer policy and practice;
and enabling and empoweripg poor clients. 

i) Styles of communication 
Styles ofcommunication can be changed in several ways. Senior
staffcanalterthetoneoftheirInteraction with subordinates. They
can talk less and listen more. Procedures can be introduced to
require joint planning and programming with junior staff taking
part in drawing up their own work plans. Training can support
such changes. Target-setting by those above can be reduced or
abolished. Efforts can he made to learn from junior staff, and to 
encourage them to learn from their clients. 

Such changes do not come all at once. Nor are individuals
always consistent. A District Collector in India is reported to have
said 

... most of my staff have worked under many difficult
superiors so they have become more cautioluis. There is this 
great willingness to agree. They would rather agree than set 
out the difficulties and present their objections. They are
afraid of rubbing their superior the wrong way. I try to make
them feel relaxed and givd them a feeling of partnership in
these programs. I find this is the best way of doing things.
This kind of didlogue leads to'them feeling free to express
themselves. 

Yet earlier that same day his tone to his staff had been one of'open
and rough criticism' (Heginbotham 1975, pp. 126-7) which can
hardly have helped them feel free to express themselves. Changes
in style to encourage subordinates to be frank and to exercise
initiative do not come easily for those trained and socialised in a
hierarchical tradition; but they are something that each person in 
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a large bureaucracy, however difficult his or her situation, can 
work on. 

ii) Transfer policies and practice 

Rapid transfers are the slipping clutch of rural development
administration. Again and again, they incapacitate field 
organisations of government. Transfers of field staff are made for 
many reasons, including political pressures, chain reactions in 
which one posting provokes others, and to solve personnel 
problems. Of East African administration, Jon Moris has put
forward the hypothesis that I 

In the face ofa lack of enforceable sanctions, the top officials 
use the transfer of subordinates as the main administrative 
solution to almost every problem. Consequently, top officials 
are constantly being moved around the country within the 
bureaucracy. Problems having to do with corruption orf ersonality are not solved, but merely exported to some other 
ocus in the system.
 

. (Moris. 1977. p.79)
 

Postings seem to be most rapid in the remoter and poorer 
areas. In East Africa, turnover in district staff in pastoral areas has 
been so rapid that there could be only very temporary and 
superficial contact between two systems of nomadism - that of 
the pastoralists and that of the administrators. In 1970 a District 
Development Committee meeting in the reniote Samburu District 
in Kenya had as the major item on the agenda a land use plan for 
part of the district, but only one of the ten or so government
officers present had been in the District for more than a year.- In 
India, forthe very poor tribal area of Dharampur in Gujarat, Ranjit 
Gupta (1981. p. 121) reports that in two years there were six 
different District Collectors, five District Development Officers, 
and three Project-cum-Tribal Development Officers. He attributes 
the high rate of transfers to the three Ps: probation for young staff; 
promotion for some who can only rise by accepting an unpopular
posting, after which (hey at once negotiate for a re-transfer, 
carrying their promotion with them: and punishment - the penal
posting - for those who have misbehaved or otherwise earned 
disfavour. 

It is difficult to exaggerate the bad effects of these practices. 
Young staff on probation lack the experience to do much. Older 
staff who are trying to negotiate a re-transfer do not apply their 
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best energies to their work. Staff who are in disgrace may be 
incompetent, or if competent. have low morale. And staff who 
expect to be posted in a matter of months have little incentive to 
get to know the people of an area, or to work for longer-term or 
participatory development. Reversing this tendency may not be 
easy:but it isoften aprecondition forsustained and better support 
for rural development in poor and remote areas that government 
staff be able and committed and that they remain in post for a 
matter of years. 

Many measures can be suggested. At the personal level, 
individual staff can seek to stay in their posts and try to resist 
transfer; those in senior positions can resist pressures for their 
subordinates to be moved; politicians can deny themselves 
short-term gains from moving staff for the sake of longer-term 
gains from development. At the policy level. rulescan be made to 
require substantial periods of continuous service in poor and 
remote areas, making this a condition for promotion. But once 
again popular demand may be the most effective measure. One 
approach is to publish annually, for each administrative area, the 
rate ofturnover of staffin different departments over the previous 
few years. In Kenya, the publication of examination results by 
school and by district led parents in low performance areas to 
organise, protest, and secure better services and improved 
performance (Somerset, 1982). The same technique could expose 
the extent to which poor areas are deprived through rapid 
transfers of officials and might generate demands for greater 
stability and better service. 

iii) Enabling and empowering poor clients 

The third management reversal involves shifting power and 
initiative downwards and outwards. Decentralisation - the 
deconcentration of staff and resources, and the devolution of 
authority - is usually seen as the result of central decisions. To 
some degree this is inevitable. But there is another angle. 
Administrative and service organisations are regarded as 
providers: they spread facilities, pass on knowledge, treat the 
sick, educate the children, and so on. They can better be seen as 
enablers, enabling those who are variously poor, powerless and 
remote to control more of their lives, to have more choice, and to 
demand and use more services. 

For this reversal. two conditions help. The first is clear 
specification of therightsof poorclients-rightsof forest dwellers 
to forest produce; of small farmers to irrigation water in stated 
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amounts at stated times; of communities to schools and teachers; 
of mothers and children to health care; of labourers to off-season 
employment on public works; of poor producers to fair prices for 
their produce. These rights can be published, proclaimed in 
meetings, and displayed on noticeboards. The second condition 
is the formation of groups around common interests, encouraging 
them to demand their rights - forest dwellers to demand their 
forest produce and protection of the forest from pillage by 

to demand their irrigation water;contractors; small farmers 
communities to demand teachers for their schools; mothers to 
demand health care; labourers to demand employment; and 
specialised groups like the fisher-people, charcoal-burners, and 
honey-gatherers of Zambia, to demand fair prices. The role of the 
service organisation is, then, not just to provide the service; it is to 
see that clients know their rights and have power to demand 
them, enabling them to ensure quality of service and access. 

Reversals in management can require vision, courage and effort. 
Obstacles to them include hierarchy, authoritarianism, corrup
tion, administrative inertia, and fear of fostering -popular 
demands. But there are enough positiveexamples to give grounds 
for hope. Some are reported in the substantial literature on 
participation.* Many, many others represent the quiet personal
 
achievements of people determined, in however small a way, to
 
make things better than they would have been.
 

The primacy of personal action 
So it comes back to personal choice. Analyses of 'the problems of
 
rural development' again and again halt at the stage of a general
 

can be done unlessstatement which suggests that nothing 
something else is done first. Once participatory management has
 
been introduced, or corruption wiped out, or training
 
reorganised, or personnel policies reformed, or political
 
interference reduced, or a new head of department appointed, or
 
the workload rationalised, or target-setting abolished, or
 
whatever, then and only then, it is tempting to say, will better
 
performance be possible. But these are excuses. There is always
 
something that can be done; some scope for personal action.
 
Anyone can ask these questioris:
 

how do my actions affect the poorer rural people?
 
how should I and can I change them?
 
what more can I do?
 
how can I help others to do more?
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Some may feel that their position is hopeless, that there is 
nothing they can do. The 'system' is too strong for them. Perhaps
the best antidote to this despair Isto study the examples and lives 
of those who have fought against the adds and succeeded. In 
every country there are some courageous people - political and 
religious leaders, civil servants, workers in voluntary agencies, 
academics, scientists, and others - who have refused to give in, 
who have stuck by their principles and whose lives shine as 
examples to others of what can be done. For those who side with 
the poor. too, there may be unexpected floods of support. Arun 
Bhatia. the Indian District Collector who exposed corruption in 
the Maharishtra Employment Guarantee Scheme, received 
massive popular acclaim for his actiors, even though in the short 
term he was transferred to another post.9 But not all can expect 
recognition or to become folk-homes. For most of those who put 
the last first. the satisfaction and rewards are not fame, but in 
knowing that they have done what was right, and that things are, 
however slightly,better than they would have been. Their small 
deeds may not command attention; but in merit, they may equal 
orexceed the greater and more conspicuous actions of those with 
more freedom and power. 

Personal choices are both strategic and tactical. At the 
strategic level, there are choices about career and specialisation. 
More professionals are needed who spen the three cultures and 
who organise their lives so that they move more freely between 
them. More are needed, too, who are multi-disciplinary not just in 
tolerance but in themselves. Many who make the greatest 
contribitions are those who decide to spend more of their lives 
working in difficult conditions in difficult places. 

At the tactical level there are choices of timing and degree.
Not everything can be done at once. Small gains well 
consolidated as part of asequence can mean more than big gains
which are unstable and short-lived. There are times for, 
confrontation andithe big reversal; there are critical periods when 
small pushes can move major decisions, resources or systppns one 
way or another; but most common are the times for patient work on 
small things: the items on the agenda paper and their order (isthe 
last first?); the question raised and the argument put in the 
committee; the condition negotiated In the agreement; the detail 
of the syllabus in the training course; the programme for the VIP: 
the way visitors behave and the questions they ask. Small moves 
to put the last first all count, and they add up. 

It is action that matters. Much of the analysis in this book has 
been about knowing - about how outsiders perceive or do not 
perceive rural deprivation. But knowing does not guarantee a 
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change of feeling: and a change of feeling does not guarantee a 
change of behaviour. So we come to the final, paradoxical. 
reversal: to start by acting. Changes in feeling and perception can 
come back to front, from changed behaviourand the experiences 
it generates. The traditions of science, scholarship and 
management are to begin with data collection, analysis, and 
planning, often protracted, often delaying action. But there are 
usually some obvious things that can be done at once. Not 
everything can or should be foreseen. It is often best to start, to do 
something, and to learn from doing. 

For the test is what people do. Social change flows from 
individual actions. By changing what they do, people move 
societies in new directions and themselves change. Big simple
solutions are tempting but fullof risks. For most outsiders, most 
of the time, the soundest and best way forward is through 
innumerable small steps and tiny pushes, putting the last first not 
once but again and again and again. Many small reversals then 
support each other and together build up towards A greater 
movement. The lives of many people already show awill to make 
reversals, to put the last first. Some contribute from a distance. 
Others work directly with and for those who are rural and poor,
helping them to gain more of what they want and need and to 
demand and control more of the benefits of development. The 
hope of this book is to support all those people, in however slight 
a way, and to encourage others to do what they can. 

Notes 
i 	 See Barnett, 1979, for a review of aworkshop on RRA. The rationale 

and some techniques of BRA are described In Agricultural 
Administration, 1981;Chambers. 1981:Longhurst. 1981a; and Pacey. 
19619each of which lists references. Rhoades. 1982, is a practical 
guldetotheInformalagriculturalsurvey.TheOxfamField Directors' 
Handbook (Oxfam, 1980) is an admirable source of information and 
guidance about rural conditions and davelopment. 

2 	There Isa largeliterature. SeeCilbert, Norman and Winch, 1980, fore 
selectedbibllography,and thereportsofthe FarmingSystems Group 
at MichIgan State University. 

3 	 Four sources are James and longeward Born to Win: Transactional 
Analysis with Gestalt Experiments. 1971; Fagan and Shepherd, 
Gestalt Therapy Now, 1972; Binder, Binder and Rialand, Modern 
Therapies. 1976; and Rowan. Ordinary Ecstasy: flumanistic 
Psychology in Action, 1976 

4 	 The method is called the triads test and is connected with C. A. 
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Kelly's personal construct theory. See Kelly, 1955, and' Fransella andBannister, 1977. 
5 As astart, see Oxenham, 1982. which contains short descriptions ofRural Development:	 several gamnes, and ovorview articles by Oxenham and Walford, whoalso provides ashort bibliography.Putting the Last First	 6 The Green Revolution Came is available on sale from Marginal 
7 	

Context Limited. 36 St. Andrew's Road, Cambridge CB4 IDL, UK.A short list is Lele. 1975; Leonard, 1977; Hunter, 1978; Bryant andWhile. 1980; Knight. 1980 (especially for Esman and Montgomery;)Korten. 1980; Karten and Alfonso. 1981; hois, 1981.Robert Chambers 8 	 ForareviewseoCohenand Uphoff. 1977. Good sourcesare theRuralDevelopment Participation Review and other publications of theRural Development Committee. Cornull University. Ithaca, New 
York.9 	 Indian Express, 22 June and 29 July 1982, and Times of India. 18September 1982. 
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LOCAL INSTITUTIONAL DEVELOPMENT FOR AGRICULTURE 

1.0 ACTIVITIES IN AGRICULTURAL DEVELOPMENT 

Agicultural development in any country basically involves improvements or 

inucreases in three categories technoloy, 	resources and intitutions. Identifying or 

devising appropriate new technologies, and then getting them effectively disseminated, 

is extremely difficult. MotM11sing and managing the snony, manpower and other 

material inputs needed to tale advantage of technological opportunities is not much 

easier. Given the elort reqied to deas with technology and resource issues, it Isnot 

foster supportivesurprising that the additional attention and earg necessary to 

lstitutonal wrgements are often lacking. 

1k. an extra burden o obstacle inInstitutional development must often seem 

Yet It is as essential a part of such programs asagricultural development progeaie. 
the technolog and reecis provided for. Most of what offrt has been put Into 

institutional devlopment for agriculture to date has been devoted to establishing or 

strengthening national Institutions- Here we we concerned with the development of 

Institutional capacities for supporting agricultural developent at the local level. We 

begin with t4 basic anlytical wderstandingst 

natwal remsours including plants and* Agriculture requires converting
animals, into useful products thth apicatioanof human resources, 
whid are made more productiw the useof 2 g -- infrastructure, 
eslpment, cedit, etc. 

* Local Iattutional devlopment C.ID) for agriculture is more complicated 
the forthe activities reviewed in Report No. 2* 3 and 4 (natural resouce 
snagement. rural lrkeastructure, ad primary health care) which provide 

'4 I to auicuture, because two different kinds of Institutions, or 
potential Istitutions, we Involveds (1) uits of production, and (n) 
steporting institutions. 

An imrtant exception has been the may programs or projects to set up 
gcats. but the way these have been Introduced has 

been too often il-concelved and mismanaled, producing caricatures of co-ops with 
Little valu and little longovity (.g., Humer. 1l8; for review of experience, see 
Bemvtt, 193)t The asmmmity development move ent also engaged in local 
intitution-bullng bmt selds with an aglcultwal capability one of the reasons for 
its decline Woldcroft, 19f Upholl Colhau and Goldsmith, 179 Blair, 1982). Even 

I,.	 some of the current work on "fartlag systems" Is surprisngly preoccupied with 
natlinal-lel krtitutioi (.. USI, 10). Reasons for including local institutions 
in farming systems work are elebprated in Whyte Md Boynton (193). 



The activities of agriculture fall into three sets: (a) acquiring or Preparing 
inputs, (b) tnining them into oducts through labor and management 
efforts, and (c) handling the toutts to advantage. a nextaest listed oq ti 
page. 

* 	 Over and above these activities, there needs to be support for agicultwe in 
the form of favorable cies and Investments from Insltitioi at the 
national and regional leve. ea.. In research, extenslon and Infrastructure. 

* 	 The complexity of agricultwe comes in pert from the variety of usits and 
institutions which are Involved and the dillicultiesof getting a good "fit 
among th sets of Institutions. We will be ecuing In this monogaph mostly 
on what we are calilag smoportiesathtns 

Activities we focused at different lsvels wdich range from te Individual to the 

international arena, as discussed analytically in Report No, 1. In the figre below, we 
show in somewhat abbreviated farm the levels at whid activities concerning 

agracultwe may be undertaken, and the sets l factilm a be comidered when thinking 

through appropriate UD for Improving agriciltu. Figure 2a the next page Idetilles 
more specifically the Input, production and outp activities nvolwSd. 

FIGURE l. LEVELS AND FUNCTIO"s FOR AGRICULTURAL DEVELOPMENT 

Categories Specific Major 
of Levels Levl 

I	 Support forSupra-
AgicultralLocal 

Level	 Devwlopment 

rovislon of 
LOCAL HandgoHaS of 
LEVEL { 

IC	 DirectSub-
ProductionLocal 
ActivitiesLevel 
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FIGURE 2t AN ANALYSIS OF AGRICULTURAL ACTIVITIES 

1. 	 INPUT ACTIVITIES - commonly mediated by local Institutions 

A. 	 PHYSICAL INPUTS 

1. 	 Seeds and seedingss purchased, exchanged, preserved
2. 	 Fartilisers chemical tirlitaer usually channeled through local institu

tings other sources of nutrients, animal mature, green manure, 
compost, more often provided by households 

3. 	 Chemicals turtides, InisectIcides, funglides 
4. 	 Tractlons ons or bulalo power, tractor power 
3. 	 Implements pio4s, tee, shovel, machete, etc. 
6. 	 Veterinary medicines 
7. 	 Animal feeds fodder usually provided by households; other feed often 

purchased 

B. 	 CAPITAL INPUTS 

1. 	 Short-term (production) credit, for crop season 
2. 	 Mdnm-term credits, for equlpnent or other purchases 
3. 	 Long-term cradit, most often for land purchases 

C. INSTITUTIONALIZED INPUTS - usually managed by national institutions 

1. 	 Land access tel tenure systems, rental or share-crop arrangements, 
etc. 

2. 	 Technolog Information about new products, practices or techniques, 
commonly dovloped through research and conveyed through 
extension systeml may use communications or education systems 

3. 	 PoUcy price relations, subsidles, etc. 

D. INDIRECT INPUTS - considered In Reports No. 2. 3and 4, respectively 

1. 	 Natural reasurce managements preservation and provision of soils, 
water, fares and natwal resources 

2. 	 Rural infrastructes roads, water supplye housing, etc. 
3. 	 Hsna resource developiment education, literacy, health, etc. 

1. PRODUCTION AC - trtled out by Individual producers; 
mayimvolvsomeea of labor or inputs like traction powers 
do not often ental reel poolstof resources with joint risk 
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A. 	 LABOR 

I. 	 For aniual crops a, 
a. 	 Land prepwation, fencing, etc. 
b. 	 Planting, including possibly nursery work 
C. 	 Thaming and weding
d. 	 Fetllizing 
e. 	 Plant protection, pest aid die control, bird scaring, etc. 
f. 	 Water management (whese irrlgation possible) 
9. 	 Harvesting
h. 	 Seed selection fre-sarts cycle of production) 

2. 	 For peremial crops (same as saier 1, esept) 
a. 	 Los freqsnt land preparatkm and pliting
b. 	 May involve uating anlor praig 

3. 	 For animals - rI., 
a. 	 Feeding, kicluipt gaing as well as brinng 1tdder 
b. 	 Housing - . , 
c. 	 Diseactrdl .t * 9 A.. ,
d. 	 Musn, harinesta er *tC .....
AR. 

e . e d -e ig a . 

B. 	 MANAGEMENT - declslon-making activities widchs 

I.	 Procure or eseinpuns (covered In section 
2.	 MoWI, coorinate, supervise labornp S tie a 
3.	 Determine aman, Idnd aid dration of prodaona
4.	 Ensure balance between Inputs and outputs to 1a a of ltter 

greater then former 

Ill. 	 OUTPUT ACTIVITIES - commonly mediated by local intitutions 

A. 	 STORAGs post-harvest aid/or post-proceseing 

B. 	 PROCES5ING manually andr by madhame 

C. 	 TRANSPORTATIONs for procseg. storage agdor sale 

0. 	 MARKETINGs wholesale War retail
 
.......................
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Production is carried on by individuals, by households and by groups or enterprises, 

the three lowest levels in Figure 1, with households being the most common locus of 

production activity (Ralston et at., 199) 34-35). The provision of inputs and handling of 

outputs, in contrast, ranges from the grou or enterlprse level through the conitY 

level and tp to the locality or possibly the rfgina level. This schematstation indicates 

that no input or output activities come directly from the national level to production 

uits. All need to be mediated ttrough intervening institutions, many of them "local." 

It also points to the various, less proximate upports that come from regional or higher 

levels and aren t really -local" in ntwe. A great range of levels are involved in 

apacultural development, and if the structures and capabIlities at any one level are 

lacking, the whole system will faction less satisfactorily. 
Hater (190) has summared the fou main probiens which governments and 

donors comront in agricultural development as. 

(1) 	 tla rnu fartners who will make their own decisions about how to 
ru k own farms in asiton to which there is a large non-larm-owning 
rural population who survive by oursuing a wide variety of other activities, 
many of which affect auicultmal posesillutiesi 

(2) 	 the physical, social and political environments between 

(3) 	 the great variety If facilities and activities Involved in agriculture; and 

(4) 	 the difficltes n o tio and orpiaton of a complex series of 
mnistrisextensioservcesimstng boards, corporations, authorities, 
cooperatives, local governments, etc. 

In bghut of these requirements. there may be some temptation to try to manage this far

flag, deirendlig task from above. But ti very magnitude amd complexity of the task, 
aid the limitatlors on aoordination from above being achieved at field level, make 
rnbeling. local capacity part of te ssktion rather than just another part of the 

(Rondielim, 1911418741, IMWI). 
Local Institutions can help to reach large nommrs of emall producers in scattered 

and remote locations. They can adleeeeonomles of time In commusication with 

producers, and iconomles of scall bQsI the Inputs and outputs Involved inan 
Improved agrcultuse Moreover, thy fa al nt eatenal retourcs ad management 

with.flaid,'bor, Informaioni Spal triptk useful farandU Local institutions are 

adapting programs and activities a te variety of onations encountered In te rural 

sector, so as' to mit see hiaand material resources to best advantage. 



------------------

perhaps most important, for dealing with the variety of facilities and activities 

involved in agricultural development, local institutions make possible more plining and 

coordination from below to relie some of thm burdens a higher-level administrators 

and technicians.2 

What a becoming known as *th fiscal crla" in usderdeveloped costries will 

become, if anything, more savere in futwe years. Even in the event that central 

government personel have enough temminitet, IeaIedg and talent to puise a 

transformation of the agicultural sector, they aeamuilely to have the material means. 

Accordingly, the role ad capablity of local lustors will have to inctee If 
agricultwal dovelopment is to be addend i hI years ahad. The anoesiltant 

"energy crsis" facing LDCs, even i itabates somewhat In Its hecaial dione, will 

continue n physical terms ad will reinforce a tendency to move away from large

scale, capital-lntenaive patterns of Invetment, toward the kid et dispersed, labor

oriented development iforts more appropriate to anagement by local InstitutIon 

I., 

21 The conventional model of brearascy plnenis Ierent alirle wh
 
it tries to achieve coordination of activitie across depeflment les. Coordination
 
requires horIzontal commUeMiton With a 1Mie=a wt 
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coordination Is more attalmable sIcq ontomeuslo or vqwp.wlbe able to aies
 
bureacratid performance better then spgrlarsever can. 

2.0 	 LOCAL INSTITUTIONAL OPTIONS 

we have said covers bothLocal institutional development for agriculture as 

production mits and supporting institutions, though we will be focusing on the latter. 

Production mits usually take one of thire organizational forms, but especially the firsts 

(a) 	 Ivate operations, usually household enterprises, though In more "modern" 

aim e they may operate as orporations; ' 

(b) 	 coQparative enterarises where Individuals pool productive resources and 
she both risk andoutpt, with decisions made on the basis of one-person, 
one-vote rather than in proportion to resources cotributed; and 

(c) 	 state-owned enterprises, operating according to pubic laws and with public 
resotrces. 

term.Household enterprises are snot local litlitution" as we have defined the 

LID does not seek to develop them as institutions but rather to assist them by 

government and donor efforts which strengthen supporting Institutions. The other two 

kinds of production mits we considered local Institutions but we will not deal with 

them except in passing. We find few production enterprises that are true cooperatives 

in the sense that all inputs Including land are pooled and production is shared 
own productionaccordingly Cooperative enterprise that provide Inputs for members' 

State enterprises inqualify as "supporting Institutiont rathr thn as production units. 

malyzed because they we seldom productive, for reasons weagriculture will not be 
need not elaborate. 

31 A study of farmer orpisations in the Commmal (tribal) areas of Zimbabwe 
wore the root common form of agricultural organizationfoundihat "productio group 

even here, the pooling of resources included only labor, Implements and(3W. Yet 
draft power, but not laid, and eS membwe receivd the produce only from his or her 

A review of mutual aid work goups by Ralston et at. own fields (ratten, 190). 
(1911306-107) supports this goneraliation that real cooperative production Isunusual. 

_V State farms in GhOn, Js Omuyle were spectacularly mnprofitable (Miracle 
and Sedin9s). UExperience in ether elhas bon similar If not so extreme. 
Some "grouV farming is been shI g adhessal (Wang, 1979), but the state is 
seldom a good manager of Prd ution Collective agriculture in China has 
bon largely rejected, by t leNdeip there, because the Incentives it gave for 

atld swk, which aplculawe requires, were notinvestment and for hard aid 
61e plot Is divided in prosufficently stro. Even wta!mn a eomas 

flof such inputs, w ci has 
to labor Inputs,is seldm sic becoe th 
a crucial bearing on ostput, comi be adequately tnacont and rewarded. 
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In our discussion we we therefore considering households as the Operative 

production units. Agriculture, as we know, entails considerable risk - fro weather, 
pests, disease, fluctuating prices or labor supply. Cooperative or collective enterprise 

could offset such risks. 	 But by and larp, rural hotaeholds prefer to leep their 

respective production activities separate and to dest with risk thmugh other intitu

tional mechanism such as mutual ski, labor eacn, joini creadit or awktling 
cooperatives, wordng with state ageles. 

Among the suporting kitutmion Ser apailture dbsilagwith lapues and OuIput, 

there We multiple posilties 

(1) 	 local administration (LA lSe taff e garnimt agmtes saih - the
 

Ministry of Agiculae. rwel nesit uai s crprlles, et4
paers 

(2) 	 local governament (LGL possibly having seime factions that deal with 

agriculture, as discussed belows I. 
(3) or (Mt made up of produiers whiM macharY, 

ougemere s les and better prio, r 
undertake other collective actiesa 

a dd o i Wh* 
pool resources wnasharsome risk buch as price Shactuattom in a marketing
cooperative) In order to Implove air ecconomc agd aeiS poAlicg 

(4) onffati 	 l W nmtbership wglst sean 

() 1= 	 (s providing pods ami services an a cheritabe or 

(6) 	 private innaes, el go ad ervices to peducers or buyin
 
e O pret
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Peru 	 and Bolivia fatotiore - lhel perwunwe. Thee any ins q? 

indigenous cooperatives - Selbel and Massing (1974) document 16 different kinds of 

rotating savings and credit associations in Liberia alone- and of course there are 

Irunmerable *traditional" businesses dealing with agriculture, often in the roles of 

trade or middlemen (bEnett. 19113). 

In thinkingf about local intitutional development far agriculture, all of these 

downwards and horiontallychannels for movang resources amd Information upwards, 

focusing here on the more %modern"Institutions, sinceshould all be considered. We are 

they are maw amenable to support and strengthening from out the locality. ' But 

arius local itetitutiom, "traditionl and Wmodern,"cooperative relation among ti 
shdud enance both local and outelde efforts to Improve agiculture. The kind of 

networt of local Ititutiois whih can exist is been disasammed in the case of rural 

Botswans by Willet (1910Y 

R Level 

,-Disrict Level 

"Traditiona', -Modirt 	 al 
Oranizationstituti 	 tituta 

Village Developae (Enecutive) 	 I-Min, of A ic. 
Kgstla (Assembly) District Agricultural ment Council 

(Village LG) Land Demonstrators Fumers Assoc's. 
Boards aNd other Cooperatives 

Headman (Ward LG) noaRl Pvt. staff Women's Assoc's. 
LG) (LA) Pencing Groups 

Dam Groups 

$#On this complex of intitudens, roles ad oraisatiosm me ai Brown e l. 
(1 andKopeter (1985) Whate ar a sa of servce organizations at the local 
esvl sisch a Red Crose Soetiset E Social Save CommIttees but they we not 

involved In agricultural work. 

Documewntat 



Each couitry's configuration of local institutions will be different, of cowse. In 

Botswana, the "modernt local government (LG) Institution is the District Council, which 

asnot really a "local" Institution because it is at too high a level. Also, thie Is very 

little private activity connected with the provision of inputs and outputs because of low 

levels of production and commercIalization, so government agencies cover these 
functions. This will probably change over time, thou insemi-arid environments like 
most of those in Botswana, it will be a whie before the leve of income and sales will 

support much of a network of private suppliers aid buyers. Elsewhere one would find 

private commercial organizations to be more leapertant, ad we consider them below as 
one of the major local institutional chemels for ad1 agrlcultwal deveopment. 

We would emphasize tiat n oftt he msels Is suggested as a edalsive 

option. Our review of teratuae for tis study has confirmed ou earlier conclulon 

based on an analysis of Asian eperience, that agricultwal dIspmen prcee bette 

when there ae muile c tihat Mak real comltM aewoto nd mailenal 
centers of trade, technical aeslatac and policy VWlhf andEmen, 197). Pitme 

businesses, like government agmcies, aean mpertet ied adeanbut net thie nly 

one to be developed. As a rue, whether their relatlon e cooperative or competitive. 
different kinds of local intitutions tuctten better whm operiting in ameodato with 

other kinds, as part of a network of sJwtural support ilstitudonm. 

2.1 LOCAL ADMINISTRATION 

Any efforts to encowage or accelerate agricultural development will lava se 

prominent role for the staff of varlou govergient agmcies working at the local level. 

This does not mean howeas tist they can or shoadd ry to "akimiinter such 

development. It isone thing to admknister agricultwal crdit or mage cop purchse 

schemes, where these can be reasonale control over the factors Involved, But 

agricutwe itself Is In the tands of thomsm*, enamillime d produters and subject to 

so many fluctuations of weather, disease, madet prices, etc, that It remains beyond 

the reach of baureaucratie* or tadocratc appreachss to deLiopmen. ocal 

on," '- - aa of
i rob et wad aptly giraed L ae r im Vn uel 

whetaants tae clm W p inuese thohe ad mee ~V 
t0% It cameot bi administered, it must be ornlasd."4C ,jln tittiliton, 

10 

personnel of the central or state government are essentially involved in providing 

techmical, economic or organizational support to producers, not engaging an agriculture 

as such. The question as how can local administration (LA) best make a contribution as 

part of a system of local usttutions frthering agriculture. 

The most role of LA is to provide advice and demonstration Of newcommon 
must be trulytechnolosles to raise production. To be mitful and accepted, these 

appropriate and productive. U the most Imnovative agricultwal research and 

experimentation is being doa uder government auspices, LA Is usually in the best 

position to disseminate this. Especially U a technology is not %embodled" in a tangible 

form which permits private distributors to maue a profit selling it, eg., raising fish In 

rice paddles, LA is the most appropriate chiael. To the extent that the advantages of 

an kinovatlon are insufficiently aow to make it commercially viable, LA may need to 

The best LA role may be to pave the way for privateplay a role in popularliing it. 


businesses to handle the task rather thun maintain responsibility for dissemination, as
 

seen in the case of fertilizer distribution for hI.-yielding varieties in Pakistan (Falcon 

and papaemk. 1 is-i). 
4tissiig when LA has a advantage for disseminating new technology, one 

should bear in mind that governsment staff ae not the only, or always the best, means 

of dissemination. There Is a reat deal of %orimontal" dffusion of technology among 

turmers whenever something truly beneficial is introduced. This can be done on an 

individual bass or through orgniaaon, such as the seed-exchange societies formed 

in rwal 3apan during the early years of that country's agriculturalamong ftrmers 

modernization (Aqua, 1983). Prints suppiers of technology we often some of the most 

active purveyors of new techniques or products, and ther are non-instatutonalhzed 

chamnels of communication such as through local shaps or tea-stals.L' 

When the inputs needed for Improved production are scarce and some rationing 

system is desirable to spred the met fairly a productively, LA is more likely than 
stateprivate distributors to handle this properly, being more directly subject to 

authority. Cooperatives or other membership organizations can be enlisted In this but 

~I DIscusio wi alie400as e - diftuin of agricultural technology have 
produced examples where famnr stole ind spread new varieties that they saw as 

IgS yleld wheat Seeds from Pajab Agricultral
particularly advantageous -
University plots in trua and a better variety of potato to) from 
experimenters' fields in Peri Uprs51 camnications ad 
William P. Whyte). So the of institutions In diffusion should not be 
exaggerated. On this, e Niholuson (14,but also Goodeb ). 
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whether or not they will be lees corruptible depends on their traditions and on the 

degree of local stratification. Any time there we shortages, any local histitution is 
liable to distorting Itluences. 

If use of inputs such as seed or fertilizer Is thought to be productive and to 
benefit not just producers but also the public at lu , arguments cm be made to 

sdsidize them. LA will probably be the chann of choke for tuch prposes a eil, 
though subildized distribution ca be han dlwe u piate agsesdes or throug Me 
and cooperatives, with tim same savats appylg a meedeeted above. Subeldes create 

incentives for corrupt practices to wich so far d fiMd ltituti c b MuWylo ee 
Immse. In deciding among themels, their reepectlwe Mtoee sadd be ceidered to 
see which is most disposed by preedent o retain resembe studrd el enduct. I 

there is a adastmtial wAIldy, a with a sbtatia hrtg) as Mt eet new 

"precedentt to srp. 
Extension advice a sente rathe ta.n ped is es lhip Mae to 

corruption, but Its ditribudon ca hetmewly A isv didlS 
through private chaimels, ass-m with commerdl crepe Ms mtemnd asba. But 

most extension werk. is, " tdreeo. aato -, r q, .th c 

administration G.A) cise. 
-The problems pins. gel doee U mPS lantaS adp to do#P 

administration d.inas- ir, qis Operstrom hew It we** pa distr sed ameng 

turmers (1) Exteneim wedgers sis rescal Mate eld-lirmtlm Ss.*eir 
agency so transmit f there Is 1ttle interal avelfise I S 
farming system. (2) They ae peasd in the Malerlsid ad ae eln Muolated ad 
ignored, thereby bcemsi doerallasi. () They tend to414 ta*q1, edullity 
because tiny we outldte 1he deciemmd Pems4 ad istte is t Semeaed 

or rewarded. (t) Thqy ar lam hnd with may tagl beelt picStral 

extenulon work, and tayy sw ment swuarsci ule EuiE i In 

81 Thextentds ua qal s lle is seldom decamented, bu" Leemerd (197M) 
hi caculated, base o detailed41s 9a Pweiw WeeeermOelR h sg i ferefte 
Kenya wa 42 times mese bt be get u ePleet rAit e ea ha ws a 
"trationajl"js$ . I* i"r . Ifar. , .. 1r... 


T/hese are aman eerweisabue assaeiep augnece p e hltir
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(6) The conditions of work are often difficult and the facilities for transpOrtation and 

commnucation inadequate. 
There as almost always considerable scope for improvement in the LA 

performance of extension work, so jagments about extensions utility should not be 

made in terms of present levels of performance a much as in terms of what could 

reasonably be achieved with som reforms and reorientation. For example, Roling and 

iw (1982) suast that the effectieses of extension agenth could be Improved by 

not having them play regulatort a well as "advisory" roles. if tay we monitoring 

and Morcing soll conservation msseaes, for example, farmners e iss likely to listen 

to them an improving production practices (Temp, 1972). 

One approach which has sout to Increase LA effectiveness has been the 

*traiung s vir (rAv) yastem opported by the World Bonk Mao and Harrio, 

1971; Crnse at al, 1913). It o to em"r and standardize the performance of 

extension cake through fortnightly training sesslons. Simple set messages are given to 

tO eOtWton agents to take as I of '1contact farmers," whom they meet regularly 

and wl In two are to carry the mes to other farmers. This methodology, when it 

works, is most effective whs thre Jsa (a) a productive tecmology readily dfusable, 

O e degree of superiston over armert production. tc) a uniform pattern of farming, 

preferably moAcrop and (4) relative whomogelty among farmers (Howell, 1982). 

Tha condition ae unidesly to apply in very many e. 
One of the lmitations of the TAV approach has been a shortcoming in terms of 

LID. Even when messages gpt to do contact farmers, they do not get much further.I 

Contact fsrmers iave usually behn da by ti extension agent or elected only 

as nt a real goup with 9nembers feelingperfunctority by a set of farmers, who 
some sens of soildrity and mu1tl repiemlbity. Thus the transmission of messages 

aqmpnly breaks down at this lowest be crucial level for lack of a local organizational 

under o LA activities. The ThV approach is so focused on messages ad 

meetaig that it has selidom tadded the local Institutional development requirements 

HI A study of TAV In llaMan o d that o uatich of the program's effort was 
concentrated onei map ro (or -d"r that there was little attention paid 
to the Information which famers odd (end In principle Should) contribute to a two
way flow whi reached baku to the remarchers and plannes (Compton, 1982). A 
study ualysin the werdag of ThV Ia a major project In Sri Lanka, concluded that the 
percentage of farmers In regular contact with the contact farmers was not sufficient to 
make the program effective (Gtswwdema and Chadratrl. 191). More optimistic 
|ssssmennts of T&V are offered In Cernes at ad. (1963). 
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for an effective linkage to the farming commity. These include building legitimacy 
for the channel as well as the activity so that both become "institutionallae 

The orientation of the LA organization and staff Isimportant when trying to judge 
its potential for work with farmers. As a rule one cm say that LA works tme 
frequently and congenially with more advantaged farmers. Indeed, Tendler (1982) has 
suggested that Departments of Agicultue and ra benk derive breaucratic power 
from their ability to provide subsiized ipt to loc als es, so they we Sliely toreist 
reorientation of their service soward les pivilged uepse. On the oher hand, in 
some cases such a seported In Beawse by WHIett (191L on finds some extuelen 
agents woridng quite actively an hellt s ema farmers and women. he the majority of 
cases It appers that senae an o aburecricrseerlntat MWillbe mded Ul LA 
staff we to become productively enggd wish typied farmes h aied of ecludcal 
assistance (Korten and Uphoff, 191) 

We will discus the lamtime ot marketing and proessalag more below when 
considering the role of cooperadva esd prime basulause. We as here that among 
support activities, marketing ad poeassing appar Pet puca ly sut to 
governmuent agencles. Maintainisg pric stablity Is about the -dy thing they can 
accomplish. Seldom do such agmle act a an kiermedery between fers and the 
commercial or export market la ways the bnrase farmer poduction and benefits. 
only th monopoly power of pvernment Baying and proasing agencle heaps them 
from looking as ueconomic a they actually are (Bata, 1982l he assics It appears 
that state marlating corporatlan disased In the Amies (pages 04), contributed to 
adecline In output of certain crops rather then to a Intended increase. 

There is no qustion that the technical and policy requiremants of agicultural 
development will make for a sbstanisal LA role In every county. But this needs to be 
evolved in conjuaction with other kntitudensl chaeiS. On e the caniderations In 
weighing LID alternativee is the fact that es the pguermant adertake a 
responsibility, it often pre-rpsta other demeles prlates vehmsry osn getaninito 
that area. (The Pakista an cIted shove was an emcptinJ A deciade to use LA 
staff ard so build u LA cptllbtleeist an inedepedst lb6 **.SIica 
for what other local Institudts a and Vit dA. rA4sW** th chM g s.work 
e a netark of alternatiw duei itSh " tilt o inkS iediqd i tw& 

W1 S* 
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2.2 LOCAL GOVERNMENTS 

That local governments generally play a minor role In agricultural development 
was one of the unexpected findings of our study. This conclusion Is difficult to 

quantify, but we loud few Imstances where LG institutions had substantial direct 

responsibility In the area of aricttwe. For example, although the legislation which 

established panchavats In India in 1937 envialoned an active role In agriculture for these 

local government bodies, this has not materialized (Nicholson, 1973). The reasons for 

this we worth considering. Prom the ntage point of a local government, the 

technical requirements for agricutwal improvement may appear to be beyond LG 

competance, and LA may encourage such a perception to lkep control over decision

making about agriculture. This is apparent in India, where the bureaucracy has kept a 
tight hold on agricultural functiam (Haragapal, 19M Reddy, 1912). Still, this does not 

seem asufficient explanation benase the pechsysts could have played a larger role if 

their leadership had been more assertiw 

A more theoretically Interesting reason appears to lie in the fact that agricultural 

production Ismostly private and its benefits we private rather than public goods.-/ 
Even though the villa;. pmchueayts we notoriously dominated by larger and more 

prosperous farmers, who could use their authority to promote agricultural innovations 

of special Interest to twemnselvs, LGs appear to prefer adertaking activities of a 

-public goods natwe like roads or water supply that are ostensibly more broadly 
beneficial and the less controveralal. Rche farmers cm more legitimately pursue 

their agricultural Interests tho*u membership organizations like cooperatives, as is 

12 One dtated stud of d admsnistration and politics tomd that areas 
of higher productivity and atcdiral growth had more political pressures for 
performance. coming mostly freem de pendiayat system (Djorkman, 1979,219). Even 
thwn, the pecheyats tended to be moe knolved nlobbying and plaing efforts than In 
servicm provision for aidtaae. 

j1 *Public ood *601 
goewetomay co 

kSet tlor 
"Im"dib 

cO of Repatt No. 3. That local 
was proposed by Nicholson 
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regularly donej±' As local government bodies are established to benefit all the persons 
within their jurisdiction, those activities which are of use to ay and all members of the 
community 'll maintain or enhance LG legitimacy. A health clinic or a school is a 
more appropriate undertadng for a local government, according to this reasoning, than 
an irrigation chanel or a fertilize program.ii 

A separate explanation based a bureaucratc considerations woud point out that 
local governments come tnder the idfiction (or drection) of some other ministry 
than the Ministry of Agricultwe. A MInistry a Interior, Local Admindstraton or Home 
Affais might stee local gpovernments away from agiite becaus of concern shout 
"tur." Conversely, a Ministry of Agrcultre might not Mise to have its stalf agelst in 
local government progrms. Where uch proems o territrlaflty exist, they would 
need to be overcome for LID efforts to succed in strengthening least everneatet 
capacity for work directly on agicltual development. .. , 

It local gvernments provide infratructue, as disoed in Report ka. %or have 
an active role in forest or ragelandpaaagesat as smgsted in Report No. 2, these 
are valuable Indirect cotribution to agrcultuial development, but the question then 
becomes, what a local intitutions will play primary rolesWhile we condlude that 
in pneral the direct role of local overitnent in agicultural devilepamsnt Islmited, we 

.four some case wher L.G atitutions made subtaist amtributions t aultwe. 
Usually these wee Istitutiom "descendett from traitoal local govertaent roles, 
such as those mentioned above in Boivia and Peru and docaentd * labell (191 A 
common factor In the instances is that practically tie whole community was enpged 

eTA detailed demorntratim of suh oIstrol is fed lefigus ad 3s e (1975)
in thestudy of agricutur yields associated with farmer acces fot r arluo
cooperatives Inl. Some fara1rsg1ttngat fertlar fromn'the s had e ery od
production while others recelvei large, mints of fortIlier hut. dkinot hae 
commensurate output. Cler eaminatin showed te first goq to be prhing
fertilizer on the black marks, being willing and ale to-pay a,' grie for'gled
quality fertilizer that agived 9n time. That latter po sare 9eOfflds of theaeop Who 
were taking as much as tey bould get to ditribe as o msofasabers who.suported their election and w cmttted a thlrS poup faes tieAledalter
yields than predicted by their olflal recelpt of ftl~aer. A froth peup, farmers
outside the political network that ctrolled the ac, lost out ad got so fertiliaer. 

iL Ralston et a..(1983s33)'dae.arewaer tsa d r ; 
Tanzania, Zambia, Zimbaee and elsewhere, where commmity self-help pups as well as local governments ee in activities so build ashools, dispemars. wter,"Oy,
etc. but notto promote agricultuee (sg .Bratto%, 19101." atirlotru*V s k tv'
low' rural dmanm for agricultwal movemet rait Iieapsi t 
chlra explanation stagested h1ee1 ' ". - - 1' A,+ 

i6 

in agracultural activity, and landholdings are relatively equal so almost all members of 
stake in increasing or guaranteeing production.the community have a similar 

Management of irrigation systems in Paldstan and Indonesia through local community 

Institutions fits both of these conditions (Bhatty, 11)79 Coward, 1983). Such conditions 

- links of local government to traditional roles, and little economic differentiation of 

the population - are not likely to be foud very widely, however. 

That local government with vigorous and agriculturally-oriented leadership can 

play a key role in promoting agicultwal development Is seen in a historical study of 

areas carried out policiessuch developmnat in Northern Nigeria. Those which 

supportive of agriculture through what were then called the Native Authorities (headed 

by chiefs with elected coascillors) achieved comparative success in agricultural 

development without much Infusion of government funds (Telfen, 1930). The case of the 

Gombe Emirate is particularly instructive and is reported in the Annex (pages 70-71). 

Obviously, where local governments are willing and able (with sufficient tating powers 

ad persomnel) to play a larger role in agriculture, this deserves support. 

2.3 MEMBERSHIP ORGANZATIONS 

I Volutary associations can perform a wide variety of functions to facilitate 

agricultural development (OxbY. 1913). Here we are distinguishing such organizations 

from cooperatives, discussed next, which are a special and important kind of local 

organization which Involves a pooling of resorces and risks. What we are terming 
membership organizations (Ok) operate like limited-liability companies, but ot to 

make a profit. Rather-they are irmed to serve members who hope to have more profit 

themselves from getting better, cheaper or more reliable goods and services. These are 

inputs to production or they esanas the value of outputs. 
No pooling-of resources is Involved in MOs as with cooperatives, though the 

distinction -ed t ans organisation pools purchasing power to pay lower bulk prices for 

fertilizer or bargals for a better price when selling the roup's commodaties. Together 
MOswnd co-ope-constitute an Intermediary sector* between what are known as the 

*pubildmad the private sectors WEman and Uphotff, 198408-22). 
Ptobably'the most wel$4mot and widely-acclaimed membership organizations 

serving agricultwe we the Parmern' Associations in Taiwan which have contributed 
substantially to the advancement of productivity there. The Associations provide 
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farmer-members with extension advice, production inputs, credit, processing, marketing 
and other services. Such comprehensive organizations, of course, tpresent the 
culmination of a sustained program of developing local Institutions (see Annex, pages 
77-78). They cannot simply be "built" like an Irrigation or road system. 1 

It may be easier to develop multi-furctional organizations In more-favored 
environments like Taiwan. With good water supply, the predictability of tasks and 
outputs and the level of resources gmterated facilitates such an evolution. In less
favored environments where sOl or rainfall ae less ample, such as lotswam, one is 
more likely to find more specialized, leactl raniatlon. Indeed, the Vitality
of self-help efforts In Botswana has enmuraed the overnment there to embark an a 
Group Development program (Klopporthurgb 193). Some Parmers Aesdatios and 
Farmers Committees in Botswana ar In principle multl-pwpose but usuaiy they
concentrate on a few needed fuctions. Single-purpose oups we legiong they anage
small catchment dams for agicultwal and livestock prodction they si aNd eparate
wells for irripting prdas they rent or purchase taters fiM pwiag S coNnuct 
stock dipping tanks to control cattle tics to protect plated lSS apinst cattle 
damage, they build tances tmore San 1I miles og they stat poltry o 
horticultural production (them ae mostly womeat upaups), ae s forth.J 

What these membership organizates have Incommon is Shat they all 
I 

en or 
protect the private production of their members. Some-goods or wsvices may be sold 
to non-members, such as wate from a livestock dun or tick-dipping wervis. This 
contributes to MO revense or, In the latter example, to MO effectivemnes since ticks 
spread miles all herders control them. These goes also evolve and dama fictions 
as new opportmities are recogtied, adding activities or splitting off new orpnizatone 
to meet these needs.I 

16/ The Japanese oniamintratian which verned Taiwan before WorldWar ifladalready started freer aseociatiom decades earlier.Ill The structure and performa of thse verious kids of asseclatioear as wellas of parallel "traditional" latituses analyzed In Wile (11)and Arown (1983).The dift fence group are described in the Amsx, pep 67 as rspresentative of suchlocal initiative in Botswana. The daem psups have bees analyaed In detail In Roe andFortmann (1982) and are Included In the Asex to Report No. ±
I&I The dynamism of Suich sell-help oups, caled In the Machelosdistrict of Kenya, is documented by TIffe 17S3) with the a ofamutual aidsociety among women na in icultatwq. This MO ied Its aglcultual earnings tobuy sewing machines for tsommters, becoming a informal cooperative to mesmoney sewing school uniforms. The prolits from this were devoted to estabilshing .nursery school, so the MO sded up as a sorvie arganIzation (M0) with an agricttralbase. 

Is 
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The functions of local organizations in agriculture can go beyond self-help 
they are taken intomeasures to engage an tasks of technological modernization where 

account by scientists and administrators (Goodell, 1984). it is not yet common for MOs 

to ure their own extension staff, but the example of the Taiwanese Farmers 

Associations has encouraged planners to see this as a possibility for other organizations. 

The Malaysian government sought to introduce the Taiwanese model of organization in 

the 1970s but without much success, because the roles and tasks were being transferred 

wholesale, without modification or experimentation. 

If technical staff we hired and directed by farmers associations, such extension 

is put at members'agents can be held accountable to their clientele so that knowledge 

disposal with adaptation of advice to field conditons and energetic follow-up. Another 

function can be lobbying with representatives of the national government to get more 

and better services for agriculture or holding local government officials accountable to 

their constituencies. In the Northern Nigerian case referred to above, through the 

efforts of the Native Authority (LG) and of rwal interest oups, villages have been 

able to secure a greater share of development services.V In Nepal where farmer 

groups have been organized mnder the Small Farmer Development Program, these 

groups have been able to curb the local power structure by taking control of the local 

government as reported In the Annex (pages 76-77). 

Perhaps the greatest strength of MOs is their flexibility, which facilitates their 

identifying needs and mobilizing efforts to meet them. MOs can retract as readily as 

they rise, or change their form as the mwethya example from Kenya indicates. Such 

flexibility also means, however, that such groups are not easily institutionalized. 

Whether these groups become fully institutionalized is less important than the extent to 

which they can facilitate resource mobilization and two-way communication in their 

various incearnations. It is more likely that cooperatives which we discuss next will 

become inatitutions, as defined in Report No. I, because their members' cconomic 

stakes and jointly-owned assets give very tangible reasons for supporting their' 

centimatin. 

19/ Gombe NA has always vlgaously defended expenditure on the villages, 
protes strongly In 1950 when its projects for rural development were excised from 
the plan. In 1967, Rwal Development was the only section of the 1962-68 Plan in which 
expenditure targets had actually been exceeded (less than 50 percent of toe remainder 
of Plan projects had been completed). There Is a contrast here with Bornu, a 
centralized emirate, where over Oailf of Its) Development Plan for 1962-63 was 
allocated to Public Buildings and Urban Development, both mainly for the capital" 
(Tiffen, 1980M31). 
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2.4 	 COOPERATIVES 

There we many knds of cooperatives associated with agricultural Improvement. 
As indicated already, we are not including here the category of poc cooperatives 
which represent a 	 to tinwilt of production parallel household, corporation or state 
enterprise. The resources which umbers can pool in cooperatives for economic gain 
are (1) money, (2) labo, (3) prhsinw.- and () .roductThese are associated 
with the following kinds of cooperatives 

(1) 	 Credit Unions Or They 	 pay Interest onFW-q sovwe 	 not eycunvely
involved in agricultre but important for agicultwe where banidag
IntitutIons ae not available md mompandersare etractive. 

(2) 	 Labor Coprti These are nt como as forma asperatives, butinformat ones am fairly amao In less inMgylallud u auh s inLiberia eteel and Maeerig 1974) or la 10i 4th Anenim Andss asdiscsnsed already. ,. 

(3) 	 Consumer Cooeeratse or buybag club.ir prichbaby goup
purha ing weew ariou wn Aso.s orasrvces aredirecty ed I caualtrs predutilm, tid pi IpeparIvesof may be 

classified* seaaeyan 
(4) 	 ! The od these r-p is So better 

rpriesualty oragrcutural Inputs. The we Imsportant wotrithlie for 
agricultral producers. 

(5) Mari!h E 'all These try ao get more favorable prices tor
membesnbypei prcesaigandior tramportlg prodicts in common, or
by storing and s-lbug n the price is most aiventageem. They we fnd
frequently wound the world, giving Incatives to Immbersuse newto
technology and Increase production because of more favorable returns 
to labor. 

The latter two are the most common kinds of co-op tor aplcultural development. 
Cooperatives can vary coneiderably In ftes. The following distinctions can apply to 
other kinds of local organisations, but we particularly releveat tor cooperativess 

(1) 	 Puctions. Co-ops can range from O f covering just ane of tie 
resorces noted above, to mAwise wins several of then.
Multi-Purpsee Cooperatle are farly commoen i Indl and Sri
Lanka, handling credit, agicultwral Inputs and flaureting, as wel as 
consumer rods in some cases. 
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or(2) Structure. Co-op. can be sim organizations, operating independently, 
they can be federated into larr more comple organseations linking base

level primary societies into two, thee, our or more tiers of orpnzatin. 

(3) Objectives. Co-op can be el economic, with the material advantage of 
thirmembers as the only goal, or they can have broader socio-p-iitical 
Als as well, viewing the co-op as a means for achieving social change and 

even wielding political influence 2/ 

(4) 	 Membership Co-op can be exclusive, restricting membership (e.g. 
to join) or they can be Inclusive, allowingpermitting only small tarmers 

anybody who contributes their membership sae (ol money, labor or 
material goods) to become a member. 

can be started by their members alone, or at rovernment(1) 	 Initiative. Co-op 
in the former cate y e geverally M moreit El nsmtigatio. e.Tha 

ac ful but no strict delineation Ispossible because a co-op started by its 
members may become coopted by the govermnent through economic or legal 
stringp contvesly, i sat up by government may become quite 

,Independently rmn by Its members. 

Almost all of these combinations can occur. For example, a marketing cooperative may 

have aen started by its members or at government ailtlatives it may move on to 

it may have just economicporfarm other Iuctions or may stici with that one task 

goals or n4 its membership maybe eaclusve or open to anyone. 

,The most AMportant 4ltweNe which we observ In cooperatives grows out of these 

varlabbas. 

To whom is the cooperative accomntable? Are its decisions 
made mostly hn the interests of Its members, or ae they shaped in response 
to government bjectivesnd podcs? Do officers look mostly "downward" 

(6) 	 AceiEntability. 

1o members or ugward" to officials? Do members see the cooperative as 
belonging to themselves or to the government? 

Evn the latter position, howeaver, admowledges that the economic purpose is present. 

There cafte organisatlos called cooperative* where. 

Sthe functions are not ones which members Uderstand and appreciate, 

a 	 the structure is complex Ad lower levels of or "saton are controlled by 
persomel at higher Levels rather than vice er 

.20/ ia there ae no ecnomic objectives, It would not be a cooperative. Dobrin an 
his atiy of KOn an oPustlves notes two contending views, that cooperatives are 
"essentially economic tools," I., business organizations, or "essentially social 
organizations which serve a need more basic than an economic one (1970:08-109). 
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* 	 the objectives are broader or narrower than members want, 
* 	 membership is so open that there as no sense of mutuas responsibility

(the co-op is in effect a public utility), and 

* 	 the organization was not the members Idea in the first place, 

Such organazation, if they continue to operate, are 	 essentially public sector 
organizations (LA) rather than cooperatives. Whn one sways co-ops In developing 
countries, one finds a substantial proportion being "cooperatives in name only. Others 
operate only partially along cooperative nes, contralnsd and distorted by standerdized 
models of organization and by goverment controls. 

If cooperatives always operated a tiny ae intended to work, they would be ideal 
contributors to agricultural development. Unfortunately, actual experlice is quite 
mixed. King says of the cooperatives which he sdled in Northern Nigerias 

The Institution created in the villages was Iul tatial anddependent on governmnt patronage. It cedit a the rewards
of leadership wee removed, it would collapse immedately.
The sophisticated orpelanion decrted In the rule hoolwould not provide a freework for the rwat popuaten to
mobilize their own resue and ir*rtas vitisimmediately usefld to these. Rather, die existea the so phisllaed~y~y registered iosoperative, duIet an 
"grnment r and authortaria todershie 

mation of small imp self-sallient groups which could be
responsive to local needs and might form the basis of genuine
village institutional development. OUng, 1931271) 

A review of World Bank project experience suggests that co-ops tite) a high *mortality 
rate" after 3 to I years, when thsei initial somntum has peaed and the complqxties 
of accountsng and management -e confrte (Cernp, 11) Pe are, however, 
some impressive cooperatives that have survived mny years and contributed both to 
increased production and members' welfare. Examples would be the AMUL dairy 
cooperative in India (artes, 190g PqulA, 1982S.36) the Sukuma cotton powers' 
cooperative in Tanzaa (Lang et At, 1969) ad the PortlmndBlue Moumtain Coffee 
Cooperative Society in Jamaica (Gqw at al, A919). A recent ptudy of a anber of 
Bolivian cooperativs found much more baqs for approyal thn 1ie Mtor bad expected 
(Tendler, 193). W1 

It has been suggested that coops do better If tiny limit themselves to a single 
function (Tendler, 1976), but this may be a matter of pleasing. Our analysis (Esman and 
Uphoff, 1914) tomd on the basis of quantitative case study analysis that, other Uhigs 
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average
being equal, multiple functions ae associated with greater success in all of 

that co-ops or other local organaztons should
This does not mean, however, 

a few activities, 
them. 

start with multiple tasks. Rather they do better to start with one or 

moving to take on more only when their members feel a definite need for this and feel 

capable of managing them. 

Cooperatives often experience difficulties in competing with private marketing or 

financial structure (Turtianen and Von Paschke,
supply companies because of their 

Whereas private firms have a cler incentive to re-invest earnings to build up
1932). 

may prefer to 
capital and become tecnologically more advanced, co-op members 

from the accumulated book 
distribute profits, because they perceive little advantage 


Also, cooperatives must maintain satisfactory relations with many

value of assets. 


actors members, the government, their employees, their
 
different sets of their 


It any of these become
 
customers (where non-members also do business with them). 

dissatisfied, the organization can be tudermined. 

One problem faced almost wniversally, though not always succumbed to, as 
co-op than this, since loss of members'acorruption. Few things we more deadly for 

will kill it We do want to exonerate those
confidence and support quickly. not 

responsible for corruption, but it is often pertly a consequence of the way the co-ops 

have been set up. Fieldwork on coffee cooperatives in the Suosu area of Western 

Kenya concluded that tie observably pervasive corruption could be traced to the way 

1982). A foreign structure was 
they had been set up by colonial authorities (amer, 

Imposed On a society which was only newly acquainted with cash, let alone formal-legal 

There was no attempt to incorporate traditional roles or sanctions. The 
organisatsons. 
externally imposed system was ineumrehenlble to local co-op workers who had limited 

numerical and writing skills. The requirement of frequent meetings was seen as a waste 

So a series of informal procedures grew up which allowed substantial abuses ofof time. 

co-op resourcesM 

the absence of government regulationslko7nosa"dutol2l1 
plenty of those) but commmity sanctions which would have been more

(there were 
effective were not uillad Hamer concluded, based on previous fieldwork in rural 

do control corruption (see Hamer,Ethiopia where indigesouslytaed organizations 
1976)s that more decentrallazd decialon-maldig and sanctioning procedures, by 
involving members effectively in oversight of cooperatives, could have controlled 

abuses. 
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As a..aging as corruption by co-op officers and staff may be the domination of 
cooperatives by government officiss.2 When co-ops are effectively 4r the control 
of officials, for all practical pupns they should be considered as LA and not as local 
orgaenizations. U administered honestly and efficiently, they may male a contriution 
to agricultural development without membership participation In their management.
The AMUL dairy cooperative in India, referred to above, come close to such a 
situation. Its size Is such that Its bass-level sctlee cannot do more than wove the 
plans of the managers. This organzation Iisaential homear.ain the extat to wich its 
management has remained reasonably honest and bu tatg. 

Size presents a diemma for cooperatives, In ths"efm oer officers and staff Is 
easier to maintain In anal orpalusales Delery ad 3od, 19m Bement, 
19833-40). BA c-op can prodiuce mee ecelakchenesta for membes by
economies of scale in parmasins Inpuas o procesing and Selling prodis whichAwe 
made posible by larger r..almA. euasm.ld111 ste* Of cnt witin 
cooperatives generally reqires active owu by mMbes tined7 , such 
efforts e eaiest s elicit whie a ep Is at belag weliqsm Wbha It ik oeratg
successfully, there are few bantIve for memberasIs bidge time In aeressing 
management, adan dec of famus may Itself liaMese tuepta.a. Its proble 
as often dealt with In Latin heria ie-4p. by m agaosing n cr 
committees to review and repota Seasncl alleirs. 11 - k 

Cooperatives are smally reasonably careful When haisng deir own embers 
money. Financial problems ris most often eso$m putad sem of moy
from the govwrnmet Is involved. This wasmenmst darly inthe case of n Camilla 
farmer's coopwatives In Eat Paldstn bnow Begladas). Tihmes M been A of the 
most hopeful demonstratam of how emafil tersm could be m i n agultural
improvements (Milliken and Its" lg, Moer, IS Oweas an 1970.m Shawr 

Members deposited savings an a wesly bsdaand made barn to 
 tsa w'e as needed, 
with a high rate of repayman. The p ra sougt I utilimthiee Cmensib for a 
large-scale credit program to prestae n atural 4awep 
74-7l). With the largp inkm of penment funds, nwever, ut al recorWd-u 
and management deteriorated, but the Incentiv o repay decllned (al, 19710. 

221 This may incde -couio by efilicials, as ained In rural Thaland(Tha di Reearch Insttte, land Northern Nigeria O 1 S King presentsdetailed diagrams showing how both credit and market atvis of the cooperativesdiverged from the way they we g so operatesaer tie centel of msembes. 
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co-ops can best perform inTis brings us to a consideration of what functions 

support of agricultural development. Cooperative credit ruons or savins and loan 
etting capital into agriculture. Loansassociations appear attractive as channels for 

and repayments are usually handled more satisfactorily when members' funds are 

But there are limits oninvolved, as members hesitate to deprive each other of assets. 

co-ops can expand their loan services with only members' deposits to drawhow mudi 

on. Outside resources can be claeuel into such co-ops to Increase the volurne of 

their loan, bin any large Infusion of fmds is likely to lead to she kind of experience 

just rejorted from Bangladesh. Whereas people are usally quite concerned to repay 

private loans, there is an expectation, often created by politicias, that *governmenit" 

fiads do not need to be repaid. Ths, using private beining chanels, even if some 

subsedy must be paid to the banks to hande small-scale loan, seens preferable to using 

cooperative mechanisms foextending agricutUral credit. 

1f ae turns to private or pubic sector institutions for handling loans to small 

farmer or landless households, rather than giving credit an an individual basis, some 

form, of Eg dg may be desirable, both to reduce administrative costs of 

rates of repayment because the group is collectively 

liable. This approach underlies the Small Farmer Development Program of FAO an 

Nepal anditi Pla abla farmer committees In Mexico (see Annex, pages 76-77 and 

65-46).- Some-efort must p Into getting uich goups formed, and they may not 

themselves become institutions. But haing such goups can become instatutsonalzed, 

as they hook up with banks or gvernment agencies which are Institutions. 

procesing therloan and to incrase 

Cooperative Institutions we generally somewhat more effective in providing other 

inputs besides credit. They must be able to operate In a busnesas-like manner, however, 

or they will ot survive, especially if having to compete with private enterprises. If 

Input sispltes 'we scaece, a noted already, co-ops handling them may be tempted to 

enapge in illicit practices. If given a monopoly over Inputs, there we similar 

tesptationeJ On the other hbnd, If private dealers have a monopoly, their 

performance may be Improved and their price manipulations checked by having 

coapetitIon from I-op. the need to think in terms of combinationsHere astin we se 


of local institutions rather then of alternative channels.
 

23 Oneof the clearest esamples of cooperatives producing counter
developtal resilts occurred in CGhena in 19646. Knowing that the popularity of has 
government was slipping. KwaenwNkrumah g the Inited Ghana Farmers Council, by 
then a wig of his ruling Convention People's Party, a monopoly over the subsidized 
dissbution of machetes, hoping to boost support for the regime. Machetes, the 
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Probably the function where cooperatives can make the clearest contribution is in 
processing and marketing. This is suggested by the set of cooperatives q.ted above as 
some of the best examples of cooperative Institutions. Marketing and processing may 
seem more difficult tasks technically than credit or Input supplies, but they are easier 
to manage as acconting Is qite simple and tha is not the problem of collecting 
payments which can be such a sorc of financial loe in supply end credit co-opa 
(Tendler, 1983). Marketing r-op. allow producers to get he best possible return from 
their output, which gives both an Incentive to Increasing production and more inctme 
from which to invest In further Improvement. 

Another reason for marketing a-ep' Suouess appears o be the aommonality of 
interest between large and small producars, unlees the larger farmers buy up the 
produce of smaller ones for processing and sale. h moat ittuations, large producers 
gain by having small ones contribute their produm al to the cooperative. Having a 
largervolume makes processing more efficient, Iowering eit cost, and it al improves
the market position of the co-op when saling tm prduce. This is seen, ft p, ine 
the Bolivian r-op. and the loe amperative in dm hadian state of Gulerat discused 
in the Anex pages (61-62 and 73-7. 

The advantages of such processing and mriutlg operatios are fairly obvious. 
Sometimes a government, wishing ts ttal asuh operations more efficient by expanding 
their scale, and possibly with a view to pining control oer them, has given 
cooperatives the sole right so buy o prome a crop IIke coffee or cocoa, which was 
disastrous in Ghana. Orgiansations stentiily el4klished a cooperaWtiv may be at up 
to perform these fIctions, as occurred In laaAca.(ae Annes pages -5). Co-ops as 
an enstitutional form are o less vultrable than state breaucracles at private firms to 
the distorting effects of monopoly, and their efficiency and their benefits to producers 
have usually suffered. This Isa o say that as oem among several competing chanels, 

principal implement for cultivation in southern Ghana, *we in short supply became
imports had been cut In anticipation of opening a new factory to produce them In
Ghana. But co-op officials, having a monopoly and operating more as petty government
officials than as cooperative functionares, held back the machetes supplied, selling
them instead on the "black market for many times the official price. This exacerbated 
the shortage of farm tools, reduced food supplies and raised food price In the cities
(the prim of corn went up to more then treatimes the world market prices WestAfrica, February 19. 196, p. 201). Moreover, it udermined still further NkrmW
Af support. The UGFC is discussed In the Aimes, page M8). 
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they have a lot to offer in agricultural development. But like other channtsi, they can 

only contribute to -- not by themselves accomplish - local institutional development 

for agriculture. 

2.5 SERVICE ORGANIZATIONS 

fond local service organizations much more often 

engaged in activities like education or primary health care (see Report No. 4) than in 

agricultural development. Practically all of the Sos we came across were maidng 

useful contributions. Most were church-reisted organizations working at the locality 
as works of 

In our literature review, we 

level, dealing with very poor commuities and jastifying their efforts 

charity. 

One example was a Catholic organitation working on small-scale irrigation and ox 

and 1930s. It was quite innovative in its
cultvation in Northern Ghana in the 1940 

1982). Thetime but was superceded by less effective gevernment programs (Prosser, 

Catholic-sponsored Kottar Social Service Society in Tamil Nadu, India, though involved 

mainly with primary health care, helped arganize almost 10,000 small farmers (most of 

them having less than one-quarter of an acre) to install field channels for Irrigating 
In Mexico, a secular organization,their land (Field, 1980f see Annex of Report No. 7). 

FORUSA, established by persons desiring to demonstrate a service orientation of 

private capital, has usefully assisted small farmers on a fee-for-service but not-for

profit basis (Whyte and Boynton, 1913u202-205). 	 Other examples of service 

are cited by Ralston et al.organizations and particularly religious Organizations 

(1993t47-49). 

It Isdifficult to reach judWgMts about SO. when their number in the literature on 

smat., When there is sufficient motivation on the part ofagricultural development is s 

out of religious, ideological or personalthe providers to sustain a progam. whether 

values, and when adequate resources can be procured, SOs are almost ideal because of 

the flexibility they have, being bound neither by bureaucratic rules nor by profit 

considerations, Institutionalization of 50s, however, depends more on staff and donors 

than on beneficiaries. The latter ae not members" and have no control over the 

organization. Accordingly they have no obligations to it and need not support it in a 

way that would gave it broad instItutional foundations. To be sire, it staff and donors 

* feet a strong enough stake in the organizatio's continuation, they can make it into an 
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"nstitatiton" through their own sustained efforts. Even so, at least sulne minimum 
acceplance aid valuation within the commmity is needed for such a service 
organmzation to become IStitutionalized in some suatantial way. 

The role of service erganizations may be more that of a catalytic than a 
operational agent for agricultwe. Tend)r (19$3) feed that three of the four 
coperatives sh studied In Bolivia had been started with Catholic Clurch leaderhp.
The case of eneretic cooperative development in ts Dominicm Republic documented 
by Sharp (197) showed a crucial rtle fbcit the local chuch. The sUM peaset 
organizations in Honduras which In helped hsplement lal refor and supoted 
agrsicultial research activities (eg, PINA - Whyte ad beyren, 198ul16-190 were 
lauched decades earlier with chdrc support. So me may look more far Indiect Ifms 

not adirect role for many service organisadens.
 

1.
2.6 PRIVATE BUS55 

The role of thi private sector in ap twal develaseat i.itrdly eed in 
the literatwe in LID terms. What discuseion tare is deals mostly with comparative 
claims of effidwicy in resource allocation. The katitutigil aspet of local private 
enterprises are seldom examined. $4allng judgmnts lmp.he litratqta Ismade more 
difficult by the prevalence of stereotypes. The Imagedeladomesay-agbpiq lage 
storekeeper who maeus i and pwys , she s 
with that of the efficlt, wel-locked servceqiesead sawe, thi gives free 
agricultural extension advice to all win ask for It There Is little empirical basis for 
assessing how oftest ekther view ns mitdy or for -"whot I t rqsc of 
positive and negativv.....i........ . . aM. &a these 
conflicting Images. e 6- cmpatkis Interpretatithil 'eiP of donal 
corporatione in developing contri. Scene decribe MN$Cs a s14rgipt modernise 
production (e.g.Preemaj 19 sIlue -.Mr he0 a.'ijiklk'far i tius 
leading to econom c and social aginWe.m .
 

Our alysisleads * simiar am usIn-er prim buisines a 
 o-op 
They will not be Aiplte, e ,pit 40 .: ltt.It ra sfor handling 41"waflot hanysiut otpat...- cm mae'r f hsetbAsothey l liMW d b 
almost any staltm as past 'ol a sysA of local hatitutions memiating between 

n 

households and individuals, on one hand, and district, regional or higher snstitutions, On 

the other. The question is where are they especiallysusted or unsited. 
The first consideration is the potential for profit. Are the operations which 

suppqrt agricultural improvement, such as Input supply or grain processing and storage, 

as attractive as other business opportuities for Investment? In certain areaS quite 

often there is insufficient commercializable activity to make a private enterprise pay. 

Where yields ne poor and ancertain, with incomes accordingly low and variable, 

businesses are not likely to get involved in input or output services. Changes in the 

technological level of agricultural production are then more likely to come from the 

initiative of government (LA) or possibly from the commmity through collective sell

,helpchanels. 
On the other hand, private entrepreneurs are generally more attuned to new 

opportunities the are gvernment institutions. The stimulus of potential profit can 

Indc persons to innovate and persevere else those only doing their job" would not 

venture. So when It cones to getting new services started in unpromising locations, 

private entrepreneurs may be better dn official personnel for supporting agricultural 

development. Any judgment about the comparative advantage of charnels would have 

to compare jut hw entrepreneurital we the businessmen and bureaucrats respectively 

in a specific situation. Having tome competition between private and public sector 

channels may Itself be worth plaMen for. 

On specific supporting activities, private channels have many advantages for the 

provision of credit and other Inputs. They can be attracted to start and sustain 

businesses wterever profitable apporitslties exist. If private producers cannot get a 
'margin of benefit from use of the Iaput which Is greater than its cost, they Will not 

contiume procqring It from a supplier. This seems an elementary calculation of 

efficiency. Tim difficulty is that profitability It not aways fully lnown in advance by 
prouce rs4l and the lattr'mst be persuaded that there are potential 

profits betaeeunuidng the investaet that will permit producers in turn to invest in 

hlo pr4o tr'ac about credit and input supply over to private9n; u 
decision-mIkers ca seriously constrain agricultural expansion, which Is why most LDC 
gowernments &tetained at esn so-e role in this are. 

'The same logic whichlead a pevermnent to subsidise the use of a new input can 

jlfi(( sf Its trInitien. What may not appear profitable when used with 

little experience or on a small scale can indeed produce net benefits once better 

practices have been learned and economies of scale we realized. Whether or not 
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private venders will be appropriate channels for such inputs depends on wether agreed
price levels can be enforced when demand at the subsidized price begins to exceed 
supply. Private dealers we harder to regulate than government stores or cooperatives,
though the latter also present problems in practice. Once a technology with
characteristics of a private good2 has prowd profitable for all concerned, the case 
for handing distribution over to the private sector Ia strong, unless there is a serdly
situation prompting rationing. If tore Is reason to have competition, possibly
distribution can be augmented by coopaive dares. 

For the functsons of processing and a etiig, the case for a private actor role 
is quite strong because aw is daling wis caasditLes that exist rather then trying to
elicit ones that have not yet been producd, To 1e taw, the price paid to producers,
which reflects efficiency as well as compedde in processing and nurlfing, will have 
a definite Incentive effect an production. Fr this pean, the case for cooperative
anstitutions which rebate any profits to muter-producers can te stronger theneven 

for private enterprises it scale and effiiency conditlas ca 
he sest by r-op.

State agenda hav a rater weisatisfaceary record whms it cones to buying and
handling commodities. The temptations as give short weiW and to asedergrade produce 
are notoriously strong for poorly paid governtstaffj Private buysers and sler.
have the same incentive to pay as Little as possible, hut they ca be bargained with, aod
usually sellers cn find some alternative buyers. Studs at msidemen in the grain
trade in India have shown them to be paying riaes which ar eal costs of operation
and do not produce a profit in excess of other Investment opportunlties (Lel, 1971).

The basic strength of private businesess Is te incentive for efficient and
innovative use of reorces which empetition can encirap. The option of regulated
private monopolles, often used In the wes of puic utilities, does not seem as feasible 
in the agricultral area as In infrastructure. Where responsaness to changingcondition, and risk-taking we Important, private operation have an advantage oar 
state-owned ones. 

One function where the privats meter has a dew advantage oar other 
insttutional chanel. isin the repa of agricultual machinery, ai genersay In Its 
manufacture. There we few cooperative, let alonne state, worklshops that can compete 

24/ On this chaacterlaston, which Includes divisibility ad excludability ofbeatlis, see Section 4.0 of Report No. 3. 
etr A wr may tale over aid operate a at as if it were a stateenffr e. was the case in Ghana with ths United= Farmers Couredl underNkrumah's regime 1957 to 1914 (see Beckman, 1974, and Asmex, pae 63, 
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with private ones. Ruddle and Rondinelli (1984:8O) point out that quite different 

institutions operate at the community, locality and higher levels. In the villages, One 

finds small blacksmith shops where artisans produce simple tools and fax equipment, 

sometimes even tractors and trucks. More complex manufacture and most repairs can 

be done in enterprises at the locality level, with major production amll the most 

complicated repairs left to companies at regional or national levels. 

. We began oje discussion of private businesses as ,an, lstitutional channel for 

to 

discausion of local institutions In gueralt no single kind is likely to be sufficient by 
itse'4 r rview of UD experenoe prS0 more grounds for ouir earlier conclusson, 

tiat iaU0pqa System of orgesltilps medieting between the individual or household 

c, Oqmistrate nd political levyIs Is more promising than 
esttAl4sNW -1 >articdy I . (Uphft and Esma. 1974). 

enaIntrlculture as each. ot the kinds of local 

i yed has smm, " vantages. Far example, If private 

farIs ti certain agrlIr, sirp functiod, this costs the government 

lttle o mpared to what It woud pay to accomplish the task through local 

stirting agricultural development with the observation which applies the 

Dota 

atIi the other hand, bsinesse are set up to advance their own interests, 

n mtreger44 public interest which isi gvernment's responsibility, so they may 
not be responsive to needs which the government has to serve. For some tasks, the 

least-costly method may also he least effective. 
This consideration of alternatives has assessed the components of a local 

institutional network which could Inform, encourage, assist and reward producers as 

they engage in the activities that raise food and fiber for themselves, their 

communities, the nation ad possibly for export. We need to look also at the 

commodities4 the coditions, and tim E Involved to get a better idea of how 

differences In their chaacteristla affect what will be the most appropriate institutions 

and combinations for a given situation of agricultural development. But first we will 

consider the general subject of Interdependence and dependence of producers which 

bears on their disposition to cooperate with each other in collective action and with 

higher level natitutions. 
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3.0 THE INFLUENCE OP INTERDEPeNDENCE ANDEPENDENCE 

The central thne in considerah: of commoditi: and conditions for agrlcWtiaJ 
development has been that the extent of dependence, or interdependence, of producers
 
and intatutions affects the possibilities for LID.
 

3.1 HORIZONTAL INTERDEPENDENCE 

Producers may be Intwdepecdmit in a maner of ways, thb creating

incentivs for aoperation In Some Mad of local hotltullon - publc, private or
 
membership. 	 The following variables, with aqies, can be Identifieds 

(I) 	 to2gaahys hill eralmmneats cm reyqSd. am. cooperation to controlwater flow soaM to reduci s oe"e ad eacng of atriantg 
(2) 	 iisnIrrigation systeas, these ib I$trdependence Intween 

aps 'do v farate a rae to cearate lead.tothe later acp winlerlang a to cotalct -
(3) p!nlantli controlling pests by as 	 hedHus by 

(4) prodd Wems frd(*)~* acwk101114 tedtiftud or kasua"kMeI 	 Paddy 

() marlEtI timing hermaits and salas ato batlter pices, by statering
sas to avoid a glut an the makt, or by cordat salesmtosat
Moe favorable teams (throug teag I hulk or ingtransportation* 

(6) procesiM joint praciang to achie econoamie of scale ad ale qualtycontrol for beser pIss retumes 
(7) varietal selections coordinated ch . of varlets to avoid deterlaradon

of sa to control puts, to Improv rebetnae, or to Srea lskg 
(s) complem tarit pastorawts and .hagrilui mais betlt bycoordinating lastuds and crop activites, proving Ma. for crostrom livstack peoqg an reidtis so long as animals are povented

free damagsins crops; 

:
jjI Most examples of joint labor cae from Irrignad areas, but dryad 

7 icltwralisns canam be dependont MmVUSIa coopration. G.46kw ad = forFI:gadactually pl4tib it'rfgir aftr t" Lbst ralm Qa'mals aUSg retI 
yield, So poup action "y be ipwOrta (1971)n reInted apttweas.cstow In a rwal 	 met IS gg4sa,0i l a i3 
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(9) credit: money lending for agricultural inputs or for emergencies; 

(10) 	 seeds: some producers specializing in seed production (e.g., for potatoes or 

rice) and then exchanging seed for consumable or saleable produce; 

() competing uses of resoaurcess reconciling dafferent demands for water, soil 
to work outor forest resottees, which can create conflict but the need 

some modus vveadi can give impetus for cooperation 

(12) 	 ecolosscastlitya having to manage natural resources within stable limits 
esrve tem over time. I 

Any of these cowaideratiot can create horizantal interdependence among producers, 

thoul. this doe not mean they will necessarily organIs themselves to handle the 

erious problems effectively. Th, last two variables in particular create problems as 

well as needs for cooperation, a discussed in Report No. 2. Program designers should 

look at ft number and kind of factors which would dispose agriculturalksts to cooperate 
orhorizontally a an indication of the proba iffticulties with which greater 

participation in local instituttons for ariulcbre could be promoted. 

- 3.2 VERTICAL INTERDEPENDENCE AND DEPENDENCE 

Gaven thi ditterences in power which vertical relationsips usually ensail, oe 

shald not asane that there will be jtedependence between producers and higher

level stltutions, dependence and possilie exploitation may be the result. Whether 

paitiw or negatie vertical mslAtioM exist needs to be assessed separately from 

whether or *4t pWders lr.ap oeoan to relate vertically to local or supra-local 
institutions. Factors whlch can contribute to vertical dependence of producers on 

instuisonsots their ttuo ityof-gatyare severt 

(1) Injurs need 	 for credit, seeds (squply and certification), and other inputs
like fertilizer and chamicalst 

(2) need for haportant ially If the product needs quick and 
S.iy 	 pcin, a scs tdb&low with regard to milk and tea; 
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(3) need for mairketin: important especially if crop is not consumed as food, 
e.g. tob o oCotton; 

(4) need ansortation and/or storages important es 1 ly it the 
commodity is perisrble or especially vulnerable to pests! 

Where rural producers we dependent on higher-level institutions for assistance, 

this can create antagonism and withdrawal If the relationship is manipulated 

extractively from above. 3ust a one looks favorably upon kdependence among 
farmers at the group, community or locality levels, and disapproves of exploitative 

dependence such as arises from paees-clent or Indebtedne relat msips, so Is the 
relationship of Interdpendnce between Intitutions at local and higher levels more 
desirable than dependence of theformer on the latter. 

Having terms of exchang which we mutually satisfactory should lead to more 
continued and productive activity on both sides, being reirced by the contributlons 
which each makes to the other success. This requires local Institutlom which we 
capable of planning andilmplementing progams of activity an their own and which are 
able to "speak back' to a higher-level Institution when Its proposals we fomnd to be 
technically umsound or economically disadvantageous. 

Local institutions which have a strong base in horizontal Interdependence should 
be able to contribute to a strengthening of vertical interdependance over time. By the 
same token, vertical assistae from higher-level to local iastitutions so that the latter 
can function more effectvely should encourage producers to enter into more horizantal 
cooperation, which strengthen the capablity of local institutions. These we genseal 

but somewhat abstract principles of LID strategy. They we made more concrete by 
considering the significance for LID choices of differences in commodity 
characteristics, In condition of production, and in the characteristics of producers. 

21 We see In these latter examples the Importance of the nature of the crop, 
discussed in the following section. In the case of potatoes, for example, thee we many 
problems of spoilage and disease during sterage, and ato the problem of shrinkage. 
Andean peasants state their potatoes separately to reduce risks of Los due to pests or 
disease, but also because they would ist It difficult to determine reduced shares by 
weight after potatoes haw been stored collectively for some time aid have shrunk. 
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4.0 IMPLICATIONS OF DIFFERENCES IN COMMODITIES 

Producing different commodities presents agriculturalists not only with varying 

technical problems but also with varying local institutional requirements. The simplest 
In the 

example is to contrast growing field crops with raising large herds of cattle. 

first instance, the sea locus of activity is fixed whereas with the second, it must vary 

unless the animals are stall-fed. At the extreme of transhunance, not only animals but 

miles a year. The 
whole human mmmunities move hundreds, even thousands of 

jurisdiction of local governments in the first situation can be territorially demarcated, 
In the second,

and other local institutions can be as sedentary as the people they serve. 

Authority relations, for example,
organsationfs must be adapted to migratory patterns. 

will be 
being intimately associated with the people who give and receive commands, 

the 
more personal than geographic. Local admimstration to be effective has to "follow 

herds" or transfer responsibility among several LA wits during each year. 

and copping patterns are almost infinite, so otr 
The permutations of crops 

analysis can only indicate the kinds of LID implications to be looked for. The key 

concepts from organization theory which illixunate these relationships have just been 

viewed both horizontally among persons
dependence and laterdeudtie 

operating at the same level, aid vertically between institutions and persons at different 
discussed: 

levels. 

Two of the most successful organizatlons-bacome-institutions which are currently 

farmer households are the AMUL dairy
raising the productivity and well-eing of sma 

cooperative in India (cited In Section 2.4) and the Kenya Tea Development Authority 

Paul, 198201-62). The first is a
(KTDA) (Steeves, 19151 Lamb and Musller, 19821 

cooperative in form and the other Is a parastatal (local administration) with a network 

Both exemplify how the nature of the
of farmer-grower committees (MOs) attached. 

structre, of the
commodity appears td Influence the sccess, and possibly the 

institutton. 
Although they represent dilferent types of local institutions, their structures of 

orgatzaon are remarkably similar, as the KTDA committees operate in much the 

units collect the 
same manner asAth'AMUL prmary societies. These base-level 

product (raw milk or fresh-picked tea leaves) from farmers twice 	daily and handle 

on behalf of the
weighing, quality control and payment. They work with members 

the quality and amount of production,
higher-level parent organisation to improve 
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and also get involved in matters lake road improvement because collection must be 
timely and regular. 

The two activities, milk and tea production, have more in common than simply 
being beverages. In both instances, production is continuots, not seasonal as with many 
other crops. Cows go dry, and tea bushaes may be plucked less often during the dry 
months, but this is quite different from crops that have planting and harvesting season 
and usually a long Season wlen no cultivation is dane. Thus the mirbers are sually In 
daily contact with the organization throug whide thy deiver aid sell their prodict. 

The product Itself is dependent on True, Milk can be consesend, but it 
cannot be preserved in its fresh state. It needs to be refrigerated mid pastaed, or 
converted into a dairy product like chaie if It Is to last. Tea lsees hava no value 

wnlessprocessed arid they oe their qpality fairy 4udly aft1 p1uck:g. Lile mlk 
they need to be taken to facilities fo procsIng soon after pthering. This mea !that 
producers are dependent on some oganisation to atersrp aportatiop, as it is 
areliscient for them 60 take their produce ledividually to the facoryW 

Third, both we commodities for which guiyis very important. Spotled milk 
becomes worthless., ad poor wa is not desired, whereas good milk and tire a are 
much sought after, and corstmeers will even pay premWn prices for good quality 
products. An organization which an nws,. quality igerates a peMl margin of profit 
which can be shared with producers who cooperate.* Both AMUL, and KTDA have 
devolved responsibility for controlling quality to thn primary roups. If a groups lot Is 
foted to be spoiled by careless or deliberate actioneal we peailad. I a the other 
hand, quality is maintainedt benefit becustmantind allall beref"tbecau? get a good return fr their talow. 
KTDA in fact has a very attractive tooms payment for quality Use Almes, pages 9-70) 

An additional common fature of milk ad tea is that each can be produced by 
relatively low-resource turners each with only one cow or a few tea bashes, as well as 
by larger farmers. This, Iss" 6seth ocM.~''"dmhctilado 
(Sectin 63). Otheir commodities catnnt he produced as fqtiqrippi'q asmall Sal. 

A8dairy cvopwative In U ound has qi d save its mIathers P5 hoes 
a day taldig'over the hauling ardsale of milk O198ln519, si'e*Ainsie'1 , 
page ). 5. 

2 There can ItW oblIms of adulteratiop with both milk and tea. Parmers may
be'tempted to add urathor inthir "hldsto welik to lead a ltivdisite. rAeasuring
butterfat content of unry isall tinxiits ismpact .)J'td. tm"t sy aMilariy'be
tempted to bul up their tsby t also tie*e .air,l gg leavs 
nstead of just the bud leaves, or sa soInclude stice which a to the weight. 
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t The AMUL "model" has been hailed for benefiting small and poor producers by 

paying a higher price for milk than did the local traders. Its processing facilities for 

making powdered milk, cheese and butter (when there was an excess of supply over 

demand for fresh milk) have enabled it to deal with the seasonal fluctuations of milk 

output and to share the benefits of this with members. That AMUL nd KTDA could 

develop strong local organisations which promote efficient production, technological 

upgrading, and also a broad spread of benefits to small producers is in large part due to 

the structoe and incentives which them planer. created (see Annex on KTDA). But 

the natre of mdlk and tea as commodities should not be underestimated as factors. 

Not all dairy and tea operation are S efficient as AMUL and KTDA, but few other 

commodity operations have matched these multi-tiered institutions which reach down 

to (or up from) the local level. 

Several of the cooperatives which might compare with AMUL or KTDA handle 

coffee or cocoa, also commodities which require processing and aggregation of produce 

to get the best price when selling it. There is not as much continuous contact, however, 

which creates attachment to the organization and the processing and quality 

requirements are not as precise. Sunt these consilderations are Important. We have 

commented already on the Portland-Blue Motuntae Coliee Cooperative Society in 

Jamaica, which has the advantage of producing some of the best coffee in the world 

which can command a preminm export price. Marketing makes grower-members 

dependent on the organization but they we well rewarded financially for their 

cooperation. 
The AMUL model has now been adopted by the National Dairy Development Board 

in India to promote milk production through the same kind of cooperative structure on a 

national scale with World Bank fanding. Since AMUL has over 200,000 members, it is 

far beyond the "pilot project stag. Hotrever, it took more than 20 years for the 

AMIUL model of organIastIonto dovelopad become institutionalized in its environment 

(Karten, 190). New problems are likely to be encourtered, requiring some 
organiationar modificatons, when extrapolating the model into different socio

politicalenvironmentseven lor ste same commodity. 
SMore important fromn the'viewpoint of commodity analysis, the Government of 

India and ths World Bant4 regarding the AMUL organizational model " a generalzable 

ewans" to asst the poor and creas production, are setting up similar small farmer 

cooperatives elsewhere in india for producers of oil seeds. This program may eventually 
prove successful, but it has faced already certain problems that should have been 

j? 



predicted from a comparison of contrasting commodity characteristics between milk 

and oil seeds. First, in terms of benefiting the poor, growers of oil seeds afe less often 

among the very poor because crops cannot be grown without access to land, whereas 

cows can be raised and grazed by the landless on common property it necessary. 
Second, the buyers of oil seeds are much more powerful Omown locally as "oil kings" 

telrajh) than were the village middlemen who bought and sold milk. As a perishable 
product, milk was less easily bought and held In large quantities, making it ltea 
profitable. The vested interests which the AMUL-type oilseed producer cooperatives 
must confront have more incentive and mam to resist the organizational efforts of 
small producers.30 

From the farmers' viewpoint, oil seeds do not need to be processed with as much 

urgency as milk or tea, so they do not create as much producer dependence on an 
organization. Moreover, compared to milk aid tea, oil seed processing can be done by 
small mills and offers fewer economies of scale, which create benefits that can be 
remitted to producers who belong to the orgnisat inmilk and tea production, 
intense husbandry and attention to detail can pay real dividends, wtereas such quality 
considerations ae much less for oil seeds, where profit comes from scale of production 
and the quantity sold. One should therefore not expect the same kind of local 
institutional strength (or distribution of benefits) energing from the *i seed 
cooperatives in India as was possible with dairy cooperatives. 

Neither should one expect the KT3A model to work the same way with hybrid 
maize, for example, a crop which the Kenyan government would very much Ilk to 
increase. With maize, thure is no day-to-day activity that links farmers to the 

organization continuously, making It always salient to them. There will be long periods 
during the year when the organization would be irrelevant to maie producers. This is 
never the case for KTDA and AMUL members. 

With maize (compared to tea or mil) there is no simlar need for proceses and 
no comparable need for marketing since much of the aise produ"d is for home 
consumption or local sale. The functions of a supporting institution Would tend to be 

jg/ This resistanc has inciuded vto, as reported In India Today January 1, 
1982. " I'" 

311 In the case of tea, the organization (KTDA) controls-access to the world 
markeTfor getting favorable export prices. "eingable to export at a premium price Is 
not important for oil seeds. AMtR. has been able to get into the export business 
through its marketing strategy. There is some controversy over how beneficial this has 
been, but it has some advantages for Institutlonalization. 
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the season, possibly
limited to selling hybrid seed and fertilizer at the beginning of 

selling insecticides or herbicides during the growing period, and then buying some of the 

the rains come again the next year.product when harvested, doing nothing more wtil 
more profitability to

Moreover, the quality considerations which give AMUL and KTDA 

share with producers would be lacking with maize. 

the make
We see that use of more modern technioloates and sale for market 

manufactured inputs and 
producers more dependent on higher-level institutions for 

to have their own insitutions for
This gives producers incentivefavorable prices. 


horizontal cooperation and to deal vertically with state or private sector organiZatons.
 

is often need to coordinate planting and
When producing for the market, there 

harvesting schedules, either to sell in pester bulk or to avoid glutting the market and 

lowering prices. Cooperation in plant or ammal protection measures becomes more 

more capital has been invested in the crops, trees or livestock. Thus, to
important as 

there is more basis for local institutions
the extent a commodity is commercialized 

(An
new horizontal and vertical relationships which producers have.

because of the 
to facilitate barterof local Institutions establishedexception would be the kind 

arrangements as in the case of Ayni Ruway in Bolivia (see Annex of Report No. 6). 

of the more
This is all the more true where production is for export, because 

for timing of harvest and sale. We 
stringent requirem ents for quality control and 

discussed in Section 2.4 the need for such institutions to operate in an efficient manner 

This often makes government institutions less 
which serves the Interests of producers. 

viable than cooperative or private channels. One of our RDC studies found that the 

to support and promote
marketing organizations set up by the government in 3amaica 

a disincentive
the production of bananas, as well as other export crops, had in fact 

The fact that bananas are a 
effect which reduced production (Goldsmith, 192). 

perishable commodity created requirements for a very responsive institution. Both 

In an agency
producers and staff needed to meet high quality standards for export. 

wheat, the bureaucratic approach which
purchasing a non-perishable stape like rice or 

have been undesirable, but it would not
the marketing organizations displayed would 

have been so disastrous as with this commodity (see Annex, pages 64-65). 

reater amomnt of capital investment and use moreWhile products that involve a 

make for greater dependence on higher level institutions, it is
modern technologies 

more "exclusive." Some examplesimportant to note that these products may also be 


are cattle fattening operations, tree plantations that will not produce for several years,
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cotton production which requires a hagh expeiditure on pesticide, or irrigated rice in 
Latin America where only the wealthy can afford irrigation. I 

Small tarmers who cannot afford such capital investments are usually excluded 

from local institutions tailored to the needs of these lager producers. In ten case of 

certain Bolivian cooperatives, small cocoa producers coud not benefit from the 

mechammation equipment available through their coop for Its rice gowing members. 

Cocoa production was being done In aeas not suitable for mechanized rice production. 
Thus the small farmers were excluded he nemelits (fTiar 1983). Here we see the 
characteristics of the commodity interacting with certain producer characterlstics. 

discussed in Section 6.3. 
We found practically no analysis In the literatwo on varites intitutionail 

requirements or constraints which aria for crtain comanity characteristiqc. We can 
thus only sketch with these example the need to sode the imiplcato of such 
characteristics for LID platming and implemntation. Once the propeston Is stated, it 
isobvious that Institutional fomens ar elialy to be egstl ece inaW .of all 
lands of commodities - field cops or tree crogs, targp %. w an"pets. The 
dependence or latw pendeiot goau Y and wrticppy) wht ' pequer Pl 
different commodities confront siwuld receive are tin to detr the1avalue 
which local institutions will have for producers II factcil atlamong a 
themselves arid linkages outside their poup or aamanustry. 
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5.0 IMPLICATIONS OF DIPERENCES INCONDITIONS 

Although our review of literature covered all kinds of agricultural development, 

we were particularly concerned with the problems likely to be encountered in less

a definite constraint for crop production. Thesewater presents 

areas are often referred to as "rnfed," though this designation can be misleading. All 
favored areas where 

The term is usuqlly meant to distinguish
crops are raitled, indirectly if not directly. 

Yet, if rainfall is ample and reliable,
between Irrigated and non-Irrigated agriculture. 


it does not present a constraint on production and the area may not differ greatly from
 

an irrigated one. The variable of conon Is not Jist the amomt of rain but timing and
 

as seen from the fact that the

distribution of rainfat which can be more Important, 


Indian state of Gujerat has more aMeut rainfall than the agriculturally more productive
 

state of Pujab (Nicholson, 197). 

concerned with "ralrdedr agriculture as such but rather with the
We are not 

implicatkos for local mstiutional development of having less favorable natwal 

These are contrasted with LID tasks where
condition for agricultural improvement. 

What are thethe phycd environment Is morp layorable, as in Irrigated areas. 

ditferences to be taken into accotant when seeking to promote crop production wider 

le advit codt 042 Ar 
rellaile rainfall will generally have a weakerAreas with limited, ea s or 

with irrigation (or ample and reliablenetwouitol oastitu 4ot3 ajpored to tI 

precipltatioO. Ceittral governments find it difficult to staff and supervise their offices 

I i, aoffect* Local governments have a weaker
in lest vad ari, so 

and commonly display similar limitations ofeconomict rescice banseto~ aw on 
than in richer, irrigatedcapacity.as athV poiaiblItep for profit are less 

areas, private enterprises ae lsinsnotusand less developed. 

may find that local organizattons (membershipWith the inme roure base. one 

orpnntins, cooperatives and service organizations) are fewer in number or less 

stng. However, one often finds the traditionscapaMet Ie w lis 
where the

of sell-elp to be ore *igorous whore the need for them is greater, 

AWe 1i Mthan usually usedfactincles more cross, though the term as 
Livestock development is likely to gores livestock and trees in favor of field crops. 

become more Important where rainfall is too meager or urellable for good crops. 

Agro-forestry is similarly related to rainfall, terrain or other problems that give trees 

an advantage over other plants. We will be focusing here on issues relating to field 

crops. 



influences of "modernization" and "commercialization" have also been less pervasive. 
In our study of local organizations' effectiveness, we did not land that local 
organizational performance was higher where natural resource endowments,
infrastructure or per capita income were greater (Esman and Uphoff, 1984106-114). 

So at asnot certain that local organizational capacity will be lower where physical
conditions ate less favorable for agriculture. Moreover, the benefits from horizontal 
cooperation may be substantial. In his study of agricultural performance In the tribal 
areas of Zimbabwe, Bratton (1983) found nealy half of the almost 500 households 
randomly selected were members of agricultural asocliations sponsored by government, 
private business or church organizations. To a significant degree, he tomd maime 
farmers in groups consistently outproducing Individual (non-member) maize farmers, but 
more important the differences were grea Inreas where rainfall and sill conditions 
were less favorable. 

Whereas group farmers produce newly twice as much asindividuals in Chupwriro, they produce almost three times as
much in Gutu (the more disadvantaged ea). The implication
(which needs further testing) is that frme organization make
the bi st contribution tosproduction In the more marginal
areas. (oratton, 198317) 

Oxby (1983:54) reports higher yields among4ainled roup armers In Kenya compared to 
non-group members "who were also assisted by extension workers even though fermers 
in groups had a lower rate of imstructors per twmer. A World Bank project In the 
rainfed areas of Northern Ghana flosndered for a Yeas after faing to set up the 
farmer groups provided for in the project design to help operate credit, seed and 
fertilizer programs ru from farmer service centers. The project began to get "on 
track" Only after such groups wer estalished. (The URADEP project Isreviewed in 
Uphoff, 1985.) 

"Modern" institution may be les effectim In more remote and ufavored areas, 
which suggests that the strategy for local InstitutIonal development should build on any 
other capacities that exist. Enoellent examples of -sch mnapproach Iere 
disadvantaged populatims were practiclng aiCulture wair dalned conditions am the 
farmers associations established the Tiv In Nigeria which built on traditional 
rotating credit arrangements and the *to et centers st upan aby 
DESEC in Bolivia, Which cepitalised a rasitionl comuslty allderity (Morse at L., 
1976, both cases are described in the Annes to Report No. 7). 
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main environmental feature in such circumstances, compared with irrigated
The 

risk. A greateris more variable and involves more
conditions, as that agriculture 


variety of crops will also be grown than with irrigation, partly to offset the factor of
 

Rainfed producers will generally be less interdependent and more dispersed than 
risk. 

the patterns of local institutional 
with irripted cultivation, and this affects 

thesis that irrigation requires regimentation of 
development. Without accepting the 

power in the hands of a bureaucracy (Wittfogel, 1957), It is clear 
- farmers and creates 

and predictability so that 
that irrigation reduces agricultwral variability creates 

uniform and homogeneousbecome more routinized. With more
agricultural tasks can 

activities, coordination is more beneficial and this establishes a greater role for LA. 

variety, variability and risk In rainled agriculture, LA is 
Conversely, with more 


less well suited to be involved In management 
or even in support of agriculture. Larger 

LG should be 
responsibilities may be planned for local government, if it can take them. 

But more 
better able than LA to respond to local variat*ons and to urgent local needs. 


likely it will be private, voluntary or cooperative institutions, more flexible in their
 

aitied to risk-taking, that can better exploit what opportunities
operation and more 

exist in a less hospitable environment. 
means that most businesspopulation in such environmentsThe dispersal of 

sure, conditions may raise 
activities are likely to be less profitable. To be adverse 

goods and services (or to 
people's demand and willinpess to pay higher prices for 

accept lower prices for their prodiuce) so some businesses will have incentive to provide 

goods and services. -Working wroi*administrative channels under these conditions is 

as 
likely to be very expensive. Improvisation, such as having local shopkeepers double 

postmasters, is needed for such circumstances. 
to find households under these fluctuating conditionsOne might expect more 

Cooperative farming would be 
inclined to use local institutions to reduce their risks. 

to find real pooling of resources.- Families 
one such means, but It is not common 

prefer to try to maximize their own production by their own efforts. Labor and other 

I family farm cooperative and an ex-soldiers'
331 We fod one study o 

collecve at village level in Uttar Pradesh, India (Lerner, 1971). Both were able to pool 
to water througs tubewells for supplemental

resources to give members better access 
But In both cses, a ligniticant factor which added an element of

irrigation of crops. 
or prain mill because therecohesiveness; was having auorbuinss like an oil press 

were joint assets apart I row in agricultural production. Both local institutions wouald 
it more protection could have been

have ben more successful according to Lerner 
was

given against risk, possibly through linkages to state institutions, since risk 

inhibiting investment and re-investatent In the co-ops. 
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resources such as anImal traction are often exchanged, but the uits of production 

remain discrete. Mutual assistance as sought and given after the fact In dase of crop 

failure. This means that iniormal local organzations are very important and should be 

respected and preserved. Introducing more formal guarantees through officially 

supported local institutions would probably not succeed because where risks aNd 

variability are great, their consequences become practically uninsurable. What we see 

in rained eas is usually informal collective sell-insurance with no asawed level of 

protection. 

In general we find somewhat less intrdp en among rainted producers as 

compared to irrigated agriculture. Deciason- what s plant and when can be made 

separately more easily uer reaited conditions. This would seem to accoust for the 

greater frequency of cooperatives where there is Arrigatoln, where agricultural 

activities are more tomogneous and need io be arled out conpuently with on 

another. Moreover, mder tainted conditlon, fares ae samlly mich less dependent 

on technoiloy that require laps from outside the cmmmity such as would be 

supplid through local institutions llked to hijier-level prlate, state or cooperative 

enterprises. Farmers In related reas we this li"ly to hew lees mud for local 

institutions which hadle tedological -upunand salqile s tus is tll 

dependence on higer-leel Institudoms. We would atee the felawlg itatstm 

Dependence on Loc atltutions 
Linised to Us~aa-Level instistlins 

Dependence among. Is,' *. -%o 	 -Ut,--Farmers 

Low 0) 	 Ralated Millet M Ity Hbi 
PrPsctlaln .MleProducon 

High
 
(Interdependence) - *rrgae4 Pady a,. 4 h
 

Prodcte. . . hr '. % 4 

In the first situation 0), nelther horiontal =r veri linei *every salent to 

their ownfarmers. Farmers' cooperation is lees evidently beneficial, either to produ 

crops or to get apts or services rem outside. Itp apteslstiii Q) is with 

arrigated, tchnically advanced paddy production, athileM neantives for famers 

to work together at field level and at higher levels, to get an asswed water supply and 

to have the inputs needed for getting high yailds. 

under most rainted conditions approximates the first situation.
Agriculture 

and which yields
Introducing hybrid maize, which requires purchase of seed each year 

toward vertical dependence
signsifcantly better with fertilizer, represents a move 

(toward situation II) without necessardy changing the relations among producers. They 

accesa to supporting Institutions, but there is still no great need 
may get benefit from 

for them to cooperate. 
In this regard, the experience of Plan Puebla in Mexico isainstructive. There the 

was trying to introduce
international center for malas and wheat research (CIMMYT) 

What made a difference was introducing a 
new maize varieties, but with little impact. 

to get fertiliser and chemicals to 
scheme for group credit. This enabled farmers 

to difficult 
improve production from their existing varieties, already adapted the 

prevailing ecologcal conditions. This local organizational approach fostered horizontal 

which in.turn supported better vertical 
connectons and cooperation among farmers, 

In effect, this moved farmers toward
linkages with agicultwal support agencies. 

creating conditions more favorable for localstuatlion IV in the diagram sbow, 

institutional development (see Amnex, pages 0-66). 
simpler in rainted areas because the level of "modern"

Agiculture my appear 

technology is low. Very basic Implements ae used. Production follows the cycle of the 

saopw sally with long slack perkids. To be sure, as more knowledge is gained about 

the farming systemns practiced mrderan conditions, scientists are gaming more 

respeFt for the n.)mlipnty of these production processes, which are not so elementary. 

large nmter of crops and intricate techniques for tasks like moisture
They employ a 

eection. Where the natural resource base cannot be
retentimn, cntroi androp 

takenfor granted, sleclil efforts must be made to coordinate efforts at the farm level 

and ,t 'hJlevels a It as dqdimeset by Hill (192). 

One of the few systematic studies of a program operating in a semi-ard 

environment - ln Kenya - hiltits the Interdepedence of strategies for increasing 

and promoting soil and waterai.ultwl prookiction, deol water resources, 

Ppmers' receptivity to soil conservation promotion, for
cossi#41ton (Meysy9,4in). 

a household succeeds n crop production.exasipletis larlty dependent -on 66w well 

Earning some cash income provides resources for investing in conservation efforts, but 
as athe latter alaW'become mor ittiwctio a household when It depends on crops 

source a ncom. os who seek increased production work harder to insure thes " 
Off-farm incomecontinued productivity of their sOll and pastures." (Meyers, 1981:87) 

possibilities we major determinants of a household's ability, to absorb the risk involved 
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In agracultural innovation, so these must figure prominently in a development program
for such a resource-constrmned environment. * 

The opwational difficulties of carrying out such & progam under adverse natural 
condiaons make it imperative that institutionsi mechaimms be available which can 
facilitate the day-to-day coordination of various sectoral components. There needs to
be mutual reinforcement among activities and certain economies of Operation such as 
avoiding duplication and saving trips. Meyers strongly agues that the local level Is the
best place for achieving such integration because 

from this vantage point. it Is eater to gasp and act upon theconcrete possibilities for coordaon and Interation inspecific planning and implanetatlio aters.(Meyers, 191015f 

This does not obviate the need for strong suport from central institutions. But 
particularly In regions where tIe natwld source hte is swo if Is dillicultto sustain 
central capabilities (financial, t almcs and amegerialL. Sisch agions ae wiewed 
as "backwaters" by the staff of line mtinltrile, to a a"llad or poorly performing
staff are likely be posted there, sometlues a a disciplinary itshure (Meyers. !9100. 
The paradox Is that central InsutialeeJ capblhlie we liely to he mass: where 
they are needed most. This maes all the more significant Braittdis tflti (198) that 
the agricultural retwns to farmer organistio may.be eter: In th lens-favded 
ecological area (see Annex, poe 75-71). "^" ' 1- .. 

Strategies for agricultural dvelopment in rainted reas will need to be conceived 
and carried out differently, with more Sqwlauon ithun inprevious efforts focued on 
physically more-favored area, wsherefisfclIal agedleean reasrces for a catrally
directed effort were more avellatle. GovaineM In y ss-developed countries 
wanting to push their aradtwal pmrpes kt as-Sored seuw ftae a rowing
"Iscal crisis" which limits their poulallities for expenditme. This makes new 
approaches which rely relatively more on local hstituuaons. rather than imply on 
central institutions, all the More approgrlate, 

C,0 IMPLICATIONS OP DIFFERENCES IN PROIUCERS, 

Having considered how decisions on the allocation of tasks among local 

institutions for agriculture could be affected by differences In what is produced, and 

under what conditions, at is appropriate to took at who Is doing the producing, to see 

how this may affect LID. The common presumption has been that agricultural 

of the term that they are educated.prodocers are "farmers" in the Western sense 

andowning, settled and male. To the extent that the agriculturally active population 

may expect that standard Institutional solutions shoulddeparts from this modelr one 

be varied somewhat. This is worth cmsidering an the basis of existing Information.
 

6.1 LITERACY 

It Is widely held that literacy is a requirement for the effective functioning of 
local institutions. To the extnte that ftrming populations are less literate it might be 

thouiht that LID is less feasb for agricultural development. It is hardly likely that 

lack of literacy (or nmineracy) is an advantage for local institutional development. Yet 

a cross-national analysis of 150 local membership organizations and cooperatives found 

the correlation between their performance and community literacy levels was not at all 

sipilicant - only 0.0 (Esas and Uglpoff, 198bal 1). So literacy does not seem to be a 

requirement for local organization success. 

Other local institutions should not have to be any more dependent on literacy. 

When nobody in a commumty is sufficiently literate, the staff of local administration 

can be recruited irom among educated persons outside the community. This might not 

be as deslrablq ap having stafl from th area but it means devolved administration can 

fuinction where literacy levels we low. Local governments can also recruit from 

outside 1p ftll crtal positions. Thie leedary success of many illiterate businessmen 

in rural commanuties and market town certainly indicates that literacy Is not necessary 

for small-scale enterprise. 

The need for lteracy In local Istitutions Is to some extent a consequence of the 

paperwork reqired by higher levels of the bureaucracy which puts an unnecessary 

burden on the useducated. King (1961) found this with the cooperatives he studied in 
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Northern Nageri..I/ We found very few situations in the literature where illiteracy 
was a real barrier to performance of development tasks through local institutils if the 

national government wanted them to operate effectively. So this Isone daracteristic 
of producers which does not appear to be as important as commonly thought. 

Even where the general literacy level It low, there we Invariably some literate 
members of the co urmmutywho can perform roles requiring reading. wrting or figuring 

skdls. The chief value of literacy appears to be that it gives local represmtetatives more 

status vis-a-vis higher level officials to glt the later to carry out their developpent 
responsibilities orrectlyrW Whether the nadtona asreatwats local Institutiors 
to be successful Is aucial. It can let Its stall tlow th it wants th1 to Conduct 
themselves supportively lnconvinLesa el It cm acceptdespite any oliteracy, or 

haughty or indifferent behavior toward members of the pubc. 
One reason why local organizations (an posesibly Other local instituions) may 

perform well despite low lawls of literacy, s long abepitpuugovernnt is 
supportive, is because the gwater tihe swimns of jUteracyby a locally thi-more ilny 
at is that the population Includes persofl ia intellguce end character who can 
provide leadership and managemant tqaents. Where educational opportwlties have been 
widely diffused, upward social mobility andgoprahic pOity have qt*t 191), tany 
of the most talented hadividualsotp of fanalg "d otr low-stat oacupatO apd 
lto towns.l ... .. 

We should not be unconcerned with the level of kam asseo. dewalopreent in a 
area since this is the true Ibreation for local institution. Uad4opwand flaortmlfhes 
to gain experience in problem-saoving, plaming, resowra mmagement, etc. sw 
certanly to be promoted. But udaut about the ba ility1#1 ltit 
development should ot be made souly on the bais ktferacytlenta. Wime ilteracy 

r These cooperatives, having most liliterate mea , 14rs. x Armes 
and repons to filo regirly, wh several shaptitpecva sufficed 
(King, 11t22). kdunfict of paperwork Is not Mtr to cmp an0d cal 
organizatsons. Local edministrativ staff may be similarly udmned as seested in 
Section 2.1. 

51 in outr analysis of local Organization parlormfnce o',t3 gplytasks w1hoes 
successful performance correlated slpilicantly with Stara 4rimap h tr 
was "control of bureasperacy (Eman analpU04ff, IlIalM& : .L

36/ One of fn few thlings nare reasonably certainaldi tat lile 
other human capabilities, is d1aerbused scre' the whol P tle wsthout regard to 
race, residence or other characteriatics of parents. =h bckward social, economic 
and educational circumtrances can prevent high potenti fro being fully reallaed, tim 
likelihood of having extremly capable ladividua, some of them gesues hi fact, Ja 
saigificant in poorly educated rural communities. 
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is pervasive, the strategy of LID should rely on simpler, more informal modes of 

organation. Also. the bureaucracy may need some reorientation to be more 

sympathetic and supportive toward rural people (Korten and Uphoff, 1981). But the 

overall case for developing responsible local institutions as if anything stronger where 

the population is less educated. Interestangly, interdependence appears greater on 

social it not economic grouads where lteracy as lower. Education seems to have the 

effect of Increating Indepeandence as well as individualism, which has some liabilities 

for LID. 

4.2 GENDER 

Ia years pest, most literature seemed to assume that 'farmers" were without 

gender, that one di not have to consider whether they were male or female, or even 

more ,ptieenly, it was easmdthat farmers wse all males &nd that women were 

simply' "houlsepers." Recopition of the role and contribution of women in 

agkMtuit has geatly'increaudin recent yaws. But this does not help us in analyzing 
Implications for local Institutional development of involving women because the LID 
lteratwe for apajirte is alas fairly limited and has been largely gender-bl1nd.37/ 

Woment associations in rural areas ae much more common than previously 
recopied, as tr ,and Tqps (19) have documented. However, generally they are 
more Informal and thus liet visible than mnis asnociatione. They tend also to be less 
powerhtlecam. they have control over fewer resources. Within their limits, womens 
assocaatlons cn carry out a great variety of Itaictions. A recent review of the 
sites"tin Nigeria saa 

'In allshe States Investigated, there is a powerful tradition of 
'VleWtr womets gou... Theste groups are based on many 
thap, gil religion, culture,or teiy may be traditional savings
todates. In all of the States women showed a tremendous 
ailty so organie themselves and get thing done. in many 
aa sean organized thmselve Into co-operative tarming 

sOupduq pooledftir plots. They created and maintained 

fI We were eble to cthe sm documenation In Reports No. 3 and 4 on women's 
partil*ption ki local InstitutIons for rural Infrastructure (primarily domestic water 
stqpOwlynd primar Ineth ce, though the literature wa, not very detailed. There are 
a growing uraber el studies on women in agriculture. such as Nelson (1983) and 
ILO (181. -We nle in the Aemax (page. 72-73) a report on omen's agricultural 
groups in Senegal. 
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savings societies and other community buildings, often taking 
care of the organization and staffing of the institution as well. 
Traditionally women have been involved in co-operative trading i 
and occasionally they handle the marketing of their husbands' 
farm products or are engaged in the procurement of some farm 
inputs. (Akande, 1934:132) 

From their study of existing women's associations, March and Taqqu (1932) 

conclude that "active" organizations, those with formal structure and explicit purposes, 

have more potential for becoming productively engaged in contemporary development 

activities than do -reactive" ones. Woenets poups of thIs latter sort are very common, 
but they tend to be essentially defensive and informal, often better described as 

networks than as organizations. They cn be disatorted and even destroyed by grafting 

on new purposes which Interfere with their limited, but valuable functions for women 

belonging to them. 

The "active" organizations have real potential, theug pIe aijority of cases we 
find in the literature hate not been devoted to agrieultural LaprowSent,yTh97 tend to 

emphasize health, education or Inci Ing 'sp ti"s, ofterd 'Ahwiw in 

agriculture to support these, as In the maethva example from Kenya, cited in footnote 

18 above. Perhaps this is because womers major iaatlpn to crry out agriculttre 

work as regarded as a given over which they have little control, .whereas these other 

activities are more clealy within womerts ashetre." 
There are women's organizations such a described in Nigeria which ae actively 

engaged in agriculture. The Umoja womefs federation In Kenya has a very Impressive 

record in this regard (Staudt, 1980). In some areas of that country, woman we heading 

one-tturd of the households and they do generally a majority of the agricultural labor. 

It has been suggested that womets church goups in Kenya be contacted and involved if 

agreeable mnagricultural extension progams (Moock. 196s83). These goups are 

already important local institutions that support activities libs chiclen-ralising and 

could have a larger role in Improving agriculture. 

Even if womes groups have not started with a focus on agriculture, there seems 
to be a strong interest among women so improve the productivity of their agricultural 

work. This was sean with the Mathers Clubs in Soah Korea. Originally organized 
aroud family planning and dpraestic activities, they frequently got into horticulture 

and other agricultural work (Misch and Margolin, 19753 Korten and Young, 1978). 
When womens organizations get Involved in agriculture, It Is most often to 

support women in their activities of household production by dennelling technical 

information, credit or other inputs to them or helping with marketing, rather then 
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undertaking production directly. There are some successful cases of women's group 

production but their record generally is not ampressive?81 

One of the issues debated but unresolved an the literature is the extent to which 

women should participate n separate or parallel local sustitutsons. One generally finds 

that women's role in local government is less active than men's, though this does not 

overalways mean they are without miluence.1 In India, there has been debate 

requiring village and district panchavats to reserve some seats for women. Where this 

has been done to ensure that they have some representation of women in local 

little for the status of women but hardly anything forgovernment, it may have done a 

their economic opportunities, since womenss representatives have not been able to 

shape LG agendas to deal with issues that increase womers productivity. Anyway, as 

anoted n Section 2.2, local governments particularly in India have not taken much of 

role in agricultural development despite their mandate to do so. 

There b some question whether it is advisable to promote separate organizations 

for women. Especially among porer strata of the population, solidarity between men 

and women is crucial in their struggle for survival and Improvement. So this would 

argue against separate structures. But women's membership in distinctive organizations 

gives them some options, strengthening their position within the family and broadening 

their horizons. Women without any affiliations outside their families are likely to be 

more dependent and less ambitious for themselves and their families. So on balance we 

see value in having some such organizations capitalizing on women's solidarity where 

this exists. Case studies suggest that such organizations should attempt some 

381 Akande (1984) reports sucessfu group production in Nigeria, as does Yoon 
(1983fm Senegal. On the other haid, one of ow studies found women's groups in Upper 
Volta having notable failures with goup production (Taylor, 1981). The Umola 
federation In Kenya referred to already organized collective work groups of women and 
hired out their labor for fieldwork., This did not represent pooled production, however, 
and earning went Into the orgizatiosts treasury to fInd health, educational and other 
activities Stanta, 1990). Woments collective farms we reported in Mozambique, where 
a large proportion of households ere female-headed, bit these are formed at state 
direction. Women's production efforts in the ularMea villages of Tanzania have been 
mostly disappointing (Hyden, 191). 

9I Of100 members of Rural Councils in Senegal, for example, only four were 
womenf(Ba at at, 19811li1. Women in Botswana were previously excluded from 

"Todayparticipation in the Iotla. the traditional rural local government institution. 
(however, women) may faus pert, tOUw.4 they typically sit apart from the men. At the 
kgtia meetings observed dring this research, women generally spoke less frequently 
than me, though since may women ae better educated than men, those women who 
did speak often carried welit' (rown, 1983s22). 
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cooperation and even cooptation of men (see Senegalese garden group cay in Annex, 

pages 72-73, and Comas Women's Academy case in Anex to Report No. 7). 

There is a &uestion whether the government service should have special cadres for 

worlng with women. There isa common bias in agricultural extension toward workng 

with male farmers, even when women are more efficient managers of farm resources 

than men (Moock, 1976; Staudt, 1978). Because women's role in aspiculture is so 

pervasive, and because It would be difficult to gat suillcient resources and status for 

separate LA units devoted just to woments work, It does not seem advisable to pres for 

such saits as part of local Institutional dewlopment for aricultwe. Rather increasing 

the number and proportion of women LA stall, especially in extension services, appears 

to be the better couse. 

How difficult it will be for women to play a promilitntt role in the apamlin of 

local private busnesses wil vary from country 1A casty, Mc. of.t i q etiWng 

trade in sgricultural products is in the hans of weat In ca es, patculdwiylsme 

in West Africa. In jamaica, fei raders latownaft 9" I'je"A arulr te 

and even help in the harvesting of commodities (Lewars, 192152-1l53). Even whte 

historical precedents and cultural values favor wersi' Involvemnst inprivate sector 

expansion, however, there may Mill be national polickes md pettices that limit their 

participation in suport of aulculturalmdewelopant.' RMueo, ckejis fromA 

government programs or banks uany discrimlinate aginst wokmen (130,l19S -S 

The imposition of "top-down" forms of rgenttion oii with n ating 

patterns and values oft interaction can discourage womerts partlcipaion, whereas 

working with them in ways which are oe socially 	 can t 

larger and more viable natitutions-

Agencies seeking to promote local institutional development for aicuitwe 

should consider the exaent to which de specific irntitutons, e9st% or anticlpstd, we 

hospitable to active womerdt roles. Moreover.Is h won-In t!d 

be considered, as many of tshemoqt' visible national. womens'orgeniatonere not$ 

fiv 	 -f 

WI hi ae t fNgr~ w W~oiatI byjidpoI sowninth W 

(I98). The moar flexible orgaPational form for 't in
 
trade proved succealul WOures the authorarlan 	 toto d 
bureaucracy, was a flan. shis iscpngistent with* 
March and Taqqu (1992".. See ale&'r6t (Im)9a p , g 
cooperatives in Nicaragua. 
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the are impediments to full 
suited for work in agriculture.- To extent there 

some significant share of
participation by women in agricultural development efforts, 


the local talent which could make those institutions more effective will be absent. This
 

omassion can hardly be afforded.
 

6J 	 LAND TENURE AND ECONOMIC STATUS 

cultivators who
Agicutwal developltiment programs tend to consider only those 

persons who have only labor to contribute as being
are landowners, regarding those 

Local institutional
"iaputs? rather than participants In the process of development. 

neglect the landless and near-landless, often
development for agiculture should not 

they are important not only for accepting and using
refend a as the rural poor, sine 

new technologies but also for contributions of resources and ideas. It was the landless 

most concerned that local
and pqU-ladless,aswe saw in Report No. 3, who were 

institutions in several coustries (pandcaysts in Nepal and the dess village government in 

IO n investments increasing productivity rather than on amenities. 

One of the ma)br concern in the literature on local institutions is the effect 

!*dta h98s d a 9 -1 stratlification creaed by differences in land 

tont" status will have on their factioning (e.g. Blair, 1978). An analysis by Leonard 

to assess when these differences we likely to create special(1982) has helped 


dificulties at the local level. 
 National instituIlons may want to maintain a degree of 

contrdl over development activitiesto ensure all cultivators access to resources and 

opportunitlis, whersW 

(a) 	 the activities we vultierable to elite manipulation (for example, distribution 
of subsdised fIrtllars ilmue and 3msghare, 19751 or 

4b) elite Interests are diverit from those of the rest of the community (for 
"p 	 exapl, inttna'C t program0 charging lower rates than village 

Activities can be delegated to local Institutlons wider conditions of economic and social 
'w rst ddrp otcs-when, conversety. 

as socisal. ,ah trgansations of et-class women ieid to see their function 
Oteof the women involved, or they areEistherfhye prely for social pleasure 

wellare Oriented. Rural womenfs organisations tend to be oriented more toward self
help (economic) propammes. (Tadesse, 19lt79)'3 
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(a) 	 the activities are not particularly vulnerable to distortion (for example, 
tick-dipping of cattle); or 

(b) 	 the interests of the landed and landless do not diverge much (for example,
control of diseases that affect crops, as crop failure will reduce employment 
and also drive up the price of food). 

Relatively few activities fit these latter criteria fully, but decisions about institutional 
design should at least take into account the ways the nature of the activity affects 

participation in decision-making and baflits when dealing with a population where land 
tenure differences create dynamics for bias. 

Where stratification is sorilous, the dolce ag local Institutional channels may 
be made differently. What Leonard (1912) calls "alternative oranizations, ones with 
membership restricted to thi less-advantage4, may become more appropriate, to 
complement LA, LG and private business channels. The special "land reform 
cooperatives" established In Egypt after the major land reforms there we good 
examples of such organizations. As seen from ths villaeevel stdy by lisik(1974), 
they served their purpose at least fair a time In givkg politicei infuence as well as 
economic opportmity and social status to bmneficiaries who had been among the poorest 
of the poor. The land reform co-p was necessary for brealding th domination of the 
landed elite over the local government. (Alsernative organisadis are discussed in 
Section 3.3 of Report No.7.) 

Unfortunately, in agriculture, relations between landless and landed are more 
likely to be zero-sun and competitive than in other areas of rwal development activity. 
In human resource development, benefits for poorer members of the community can be 
achieved with less likelihood of adverse effects on richer members. Indeed, the latter 
may gain from better education, health and nutritional status for the forms, whereas 
labor supply, wages and competition for land may be affected by agricultural programs 
(Uphoff, 1980). Certain public goods Like commmity water supply or common forests 
for fuelwood offer advantages for elite and non-elite alike, so the effect of 
stratification on their provision though local institutional channels is mitigated. 

However, sten private goods him agricultural Inputs or marketing services may be 
provided to the poor in a commuity through local institutions like cooperatives, even 
to non-members, under the direction of Local elite menomrs, as Tendler (1983) found in 
Bolivia. Theorewards can be In termilof state which is desired by perosos who already 
have some sufficiency of economic resources. On should not assume that *ite will 
always use local Intitutions to pursue their own interests to the exclusion of others' 
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advantage. This is an empirtcal question. Nicholson's data (1984) on the distribution of 

agricultural inputs, particularly credit, for the Green Revolution in India's Punjab show 

that even if co-ops there were elite-dominated, they did provide greater access to 

productive inputs to the poorer sectors.i42 

One proposition that find some support in the literature is that elite interests are 

more likely to predominate at higher levels than at lower levels. Persons of lower 

status and income we more likely to play important roles at the group than the 
43' 

commmity level, and more In the community than in the locality.- In terms of 

having influence in the bureaucracy this is probably also true. The poor are more likely 

to be seen and responded to by sub-district personnel than by district officials. LA 

staff at the locality level or below we even more likely to be responsive because they 

live in closer proximityA4 This Is a consideration which should support a degree of 

devolution to local institution even when stratification confronts decision-makers. 

Where one is dealing with localites that have a large number or proportion of 

landless and near-landless, there should be continuing concern over whether local 

institutions are serving as adequate channels for their participation in agricultural 

development. Swedish donors assisting the Chilato Agricultural Development Unit in 

42 Apart from activties in which elite and non-elite members of a community 
have a common interest, Leonard (18i1t) lists three conditions which make elite-run 
systems more likely to be responsive to the needs of the poor: (k) there is competition 
for leadership; (ii) the support of the poor is necessary for elites to achieve and 
maintain leadershipg and (di) at least some elite members are willing to appeal directly 
to the interests of the poor. Nicholsots analysis (1984) suggests that reduced scarcity 
of desired anods makes a difference also. 

431 This has been documented by Galge (1975:141-165) for Nepal in his analysis of 
the panchayat system there. The percentage of representatives from low caste or 
tribal gp4s declines as one moves from the village panchayat level to the district 
panchayat, and then to the zonal psnchayat. The likelihood that a poor person will be 
elected chairman also diminishes the higher up one goes. The Small Farmer 
Development Program established by FAO In Nepal and other Asian countries 
recognized this and therefore adopted a approach for assisting the rural poor. As 
noted above, this approach permitted sma armers and landless to gain control over 
the panchayat (LG) in their area (see Amex, pages "6-67). This bias toward elite 
control at higher (locality) levels but also the possibility of overcoming at by focusing 
programs at lower (group and commuity) levels is seen in the Aceh, Indonesia case 
in the Amex to Report No.?. 

tfl The beneficial effects of having local officials in close proximity to the poor 
can he set from an analysis of the outcomes of land reform implementation in more 
than two dozen countries (Montgomery, 1972). The probability that rural people would 
get more income, moe tMtent sectrity and more political influence in the wake of land 
reform and distribution of land to the landless was greater to the extent that decision
making was cared out at lower levels of government, involving LA, LG and LOs. 
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Ethiopia, operating through LA wits of the extension service, were appalled to find 
that their resources for agricultwal credit were going almost entirely to large farmers 
because the LA staff were making no effort to identify and reach the poor. By working 
with the staff and redefining eligibility criteria, the pattern of loans was changed 
markedly within three years' time wmder a regime which was not particularly 
progressive.-

Working with poorer members of aicultwal com imities can have substantial 
payoffs. In the San Martin 3Jlotepya coperale In Guatemala, sixty percent of the 
members did not own their own laid. Yet It was possible to Introduce a proam which 
greatly increased agricultwal production, whie reducing soil ermton aNd promoting 
non-apicultal activities (sm Annex, pegs 3-.)t Waking throg) a viety of local 
institutional chamsls, some speclmalaa and someguaral, It is possible to get more 
respoaiveness and contributions from the rmral poor, wIc. mesas particularly the 
landless. They a part of te apicultral productios pracess. bu as teamte or 
laborers they have little voice and stale In it mtues the patter. of tacal Intitutlonal 
development gives them opportunities. 

I.I 

6.4 MIGRANTS 

Another image of "amew is that tiny aeall attled on the land, whe In fact, 
ancreasingly agricultral populations incit a uaistl apatper at migants. Once 
one understands that it is larming comunilties, at just jams.or larmers5 that raise 
the level of production througha technologk'l and;Insat tkp, we s how' 
local institutions need to han n"blity late amlexaitales amoethmrem 
stable, sedentary pIa *. 

411 Tenants were only 9%of loum recipients in 198 and pt only 4%of total
loans, while in 1971 they were 395at recipients (With 3% of bun). Thirty percat of 
recipients in 196 wre landowners with ever 30 hectares (ad they get S%of loaw
funds) tie yearsilater sthey e mdan to lS (with 311f ltes) @cuts at uplalf,
1977:247-230). , We som4) n. dSta on yies dilles by sie elalding, utlis' 
neighborang Kenya it was load that farmswuder 10 aces ites times Vits 
output per acre, and almost seve times more art paits per' wrtpha l*pl I 
which averaged 125 ases (.0, 1972ll7). So the spread of credit opportuitt thould 
have led to more total production. 

WA/Friedman (112)has put this succinctly in a report o rwal devlopment in 
Hantu "f course, peasants do not Lie in Isolation from each other, and more Isneeded 
than to work with individual households, thog that is meagy too. It is ultimately
the peasant commmilty that must be motivated and become,infcsfar a project." 
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One needs to distinguish between seasonal migration, where individuals or families 

or earn incometo undertake cultivation, tend herds move regularly during the year 
favorable, and out-migration, where 

wee physical or economic conditions we more 

or longer employmentadults leave their communities for several years to undertake 

Money is often remitted to their families, and migants commonly maintain
elsewhere. 

some stake or presence in the community by visits or contributions. 

Botswana, Nepal and Yemen, where the Rural DevelopmentIn contries such as 

Committee has worked, it is not mcommon to find out-migatof rates of 30 percent 

may move to cities for short-term or 
among adpit anes, and in other contries, women 

In Central America, whole families move to harvest coffee
bttem employment. 

season, as movement may include chilbken, though it is adults' 
when that is in 

Local institutions need to adjust either
perticipation which iso most conern in LID. 


by moving with the people or by making swe that their activities coincide with people's
 

migration patterns. 
way of life to accommodate to the aid or

leIn wan migratinm has long been a 
where deepsemi-arid environment. Households spend most of the year in the "village" 

or
wells give year-rowad water supply. As soon as the rains start, most households mov 

are cultivated while stall
send same of their members to "the lands" where aable crop 

others tales cattle farther away to "cattle posts" where ephemeral sources of pasture 

and water ca be found (Roe and Fortman, 1982) In the Botswana situation, if local 

re based only In the village, where there are year-roundcowcls or other intitutiauw 
prosperous males who can stay behind

residents, they will be made up of older, more 

whin youtgr. less well-of pertsom, particularly women, have to leave to exploit 

Vestilng aore authority and economic resources m village-basedavailable reres. 

instt~it would iitroa undesirable binto decision-maidng. Especially it such
 

to be dealing with ajiulture and natral resource management,local Inedtudesis MO 
pso y doing would be poorly represented. Local institutions 

this need to figu ways to IncWpWate more migratory persons into their structwe where 

rwal pe ~at Ia" abeut. 

In Batemes, eut-elpation to South Africa often draim communities of their 

.. mostd *itbestdti potential leaders. The leadership pool, 
I, 

therefore, atesutlor'me, will allin not be the best that the community has to offer. 

as noted already, do not have equal standing In the "publie sphere. WaysWomen, 
should be loeod to involve "mlgants while away from the locality, by getting financial 

Theircontributiont and suggesons, and to engage them more actively as "returnees." 
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experence, their education and exposure to new ideas can greatly assist an organization
in its development adertakings. It must be kept in mind that they may become so
distanced from the village that they no longer represent the commtlilty (Portmaan,
1982). One would like returnees to follow the example of the ex-Gurkha servacemen in
Nepal who went as recruits into the British and Indian armies. After returning with
pensions they have often became pillars of strength In local institutions (Caplan, 1970).

Perhaps the most dramatic migration effects have been felt In North Yemen,where about 40 percent of males ham at one time or another fond lucrativeemployment en the Gulf state. This las led to decline In agricultural production as women have been left with more work then they can handle, and as maintenance of thehillside terraces has net been kept up. Repatriated earnings of migrants have provided
agenerous capital base for the Local Developenat Association In rural areas (Cohen etat., 1981). Unfortmnately, the LDAs have not systematically channeled such resources
into agricultural improvement efforts)# . t . 

This observation In Yemen Is not atypical. A r66w of Jteature coveringNigeria, Kenya, Ethiopia, PeruPollvia. India and Uik Catbem inds that migrantsseldom spomier agricultural extenslon or ther collective investment hi agriculture,
preferring to support buildings and ure visible things (talsone tA, l983f38-3). This
finding parallels our observatsim with regard to local government that "collective
action" for agriculture sems to be Infequant at the cosmtrity or higher levels,
though it is common at the group level an an informal basis.It is Ianrportant question
for LID whether ways will be found to engae ti taln a resces of maigrants inagricultural development since the phenomenon of migration Is likely to increase In the
future. The constructive inluence of returned migrants in Nepal Is of some 
encouragement, though their agricultural contribution has been more one of setting
examples by their own innovative activity than of strengtlning LID for agriculture. 

41 One problem the L face is that women's public roles are culturallyrestricted, and only men ace supposed to Participate, In public metrinis. One suggestionby Swanson (1933) is that LDA ainal meetings be held during thllday month when 
many men working an the Gulf return to their communitles for family observances. Thiswould enge more male household heads ik LA decialon-maidng and amild alsomobilize volntary contributions. Otherwise hosethlds where the male head Is awaysend a Junior male to represent them (Swanson Oid "Ghetto IM),ld'iMbt communsitiesuniderstanings have been reacted so that when Important LDA claloes are to bemade the final voteis put off. Th su a hnb isusdpiaeyI hhouseholds, with women making their views known. At a subsequent meeting, the malespokesman can then speak and vote for the whole household. 

S 

6.5 INTEGRATION OF THE AGRICULTURAL COMMUNITY 

The implicit model of most agricultural development theories has been one o 

andviduation, from communally-orsented and cooperative "peasants" to self-standing 

and competitive "farmers," as argued by Westz (1971). This derives from Increasingly 

presumes a undinear progression fromdiscredited "modernization" theory which 


ascribed to achieved status, from particularistic to universalistic norms, In fact,
etc. 

an analysts of the functions of agriculture sugests that wha; c4anges are the forms and 

not in the facts of cooperation and interdependence. Even in the most "traditional" 

modes of agriculture, production is usually by individuals or households, not groups or 

Institutions. There is exchange of inputs and some sharing of outputs in time of need, 

but the balance between private and collective efforts tends to favor the former. 

*4'AMslevel of technological sophistication increases, there is more requirement 

for accesi to inpfuts and to marketing and processing facilities, so while individual 

oper aid become mx diferentiated there is a concomitant increase in 

horizontal and vertical interds n. 'FWhile the balance between private and 

one end ofcolleiv stif ts in agyiculture ny shift somewhat, it does not tilt from 

the contluwie to the other as "modernization" theory has suggested. Local institutional 

developmntqn becomes if anything more sigificant as the scale and complexity of 

agriculture ase, as suggested by considering the hierarchy of levels indicated in 

Fiuri. 
While the focus of production Is the individual or household in the large majority 

of cases, agwegate levels of production are a consequence of what whole communities 

are able to accomplish through their networks of Institutional support for individual and 

household producers. in this concluding section on producers, we have raised questions 

about how to ngagp in local intitutions several major categories of rural residents 

migrants, women, illiterates, ladless or land-poor - who together often make up the 

majority of rural commusitim these days. 

Local institutions that do not bring them into the planning and implementation of 

more educated, settled,agricultural development - bein satisfied to have only the 

prosperous males - will be limiting the scope of agricultural change in the future and 

the spread of benefits therefrom. Plainers and policy-mikers should be thinking of how 

to integrate all sectosm of t agicultural community in productive enterprise. 

Contrary to the image of "yeoman farmers which dominates development thinking at 

higher levels, what has been regarded as the "mainstream" of agricultural producers is 
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not necessarily the majority any more. This is why we have emphasized in this 
concluding section some of the LID implications of these "mon-mainstreai" groups. 

Institutional networks need to be conceived as providing access to resources and 
services that: 

(a) upgrade the production of millions of households and 

(b) make that production yield more value to its producers ad consumers. 

This access is particularly needed for tie maoytof agricultural producers who have 
lacked it in the past. The dowedbetter kltalists have less need for new 
efforts at local institutional devOp0mi hcam theYlism.hsse uny a eady 
to forge at least some vertical ad laointal inkages of thir on -with government 
agency personnel at hwr levels, with tradewith privahe mppisers, sociations 
representing the laterests of larg pd aeset . a . 'Tr .. I' . 

As sear.at vrious p lar aa o "! 'Imoe t t eeded aseldern 
the strengthening of ny slngle ocal insatutional disal ao remoe agricatutral 
growth. Rather it is the lmportance of complisimetr is ihpressive. Wo 
matter how many criticisms may be made, warranted or nt, of goveramneet agencies
operating at the local level, their good perforsamnce is nded for co-opean for private
businesses to succeed. 'Base lattw two sdiasels perfor bettw when thre is some 
competition between them, giving producers alternatives to choose between based on 
quality of service and cost-savings. Service orpmixatione, because of their different 
motivation and resource base, can fill "gaps that otsr instiltutlm ind difficult or 
unrewardmg to deal with. Membership organisatone We even more oftn important a 
gap-hialers," providing agricultural services of varims sorts on a self-heilp, collective 

action basis. As Omby (13tS6) sggests, however, such goups will be more stable and 
effective when tied in with other institutions which give them legitimacy at the local 
level. The significance of the whole range of local Institutions has bee recognind by
USAID (194)as a matte of policy. It is now upw development professionls to anW 
ways of providing for ud supporting LID Initiatives in agicultural and related projects. 
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ANNEX 

To share with readers some of the most instructive LID experiences, positive a"' 
negative, that we found in our review of the literature, we arc presenting som 

referred to the reference
capsule descriptions of such experience. Readers are 
sources for fuller information. 

LATIN AMERICA 

BOIVIAs Agricultural Cooperatives 

thu
A recent evalion of jour peasant cooperative associations supported by 

nter-Aserican Foundation provides a number of insights which contradict h.
 
conventional wisdom about cooperatives (Tendler, 1983). The co-ops, which bAY
 

to receive donor assistance10 continuebeen in operaton for almost yeas and 
and management inadequacies. Thei

have various familiar administrative 

to levelled off after reachn.


nesmbership, for example, is small and appears have 
to cove 

eay 23 percent of th families potentially served. The prices charged 
costs, ante co-opt* uerchandise antd services are sometimes too low to cover 

of the same "pathologiescollection o lains is casuaL The co.ops exhibit many 
as well as in other parts of the world.frequently found in Latin American 

positive aspects of thei
Yet upon closer examination, Tendler found some very 

prfdrmanct., The average donor investment per member family ($1,000) might b. 
non-members ar

judged more than -reasonable.- But when the benefits to 
cost goes down markedly, and the ratio of benefitconsidered the per belficiary 

Aside from the co-ops' serving as a voice for all farmet
to costs is substantiaL 
on issues diat' conmmmd utu with the govermient. two of the organization 

projects - potable water and road construction 
undertook public infrastructure 
wMch beneflied most of the community. The cooperatives also worked to contro 

contagious crop and livestock diseases, an effort which required (and got) tit 

support of nmnpeambers as well as members, benefiting them all. 

of what apoeared at first to be "loos management" turned out I. 
one instance 

exhibit a good (f Intuitive) understanding of the difference between average an. 
in th.marginal costs. Montwembef were allowed to ship their produce 

if there was space available. This looke.cooperative iruck, for a small charge, 
was increasinlie non-maabers were not contributing their "sare." But the co-op 

its income 'tq cover more of its operating costs of the truck, which w4 
an equal proporticaadvantage:C oicall- even it the non-memiers did not pay 


of total costs. I'.
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Management inadequacies were not randomly distributed.but were greater or lessdepending on the nature of the task. Agroprocessing was consistently the bestperformed activity, and cooperative stores and credit the worst. Agro-processingworked well because the commodities in question "belonged" to the members andtheir return from their produce depended on good processing (and storage andmarketing). Also, the members regarded the processing Ihcility very much as"theirs" because they had contributed the labor and materials to build It. Thiscreated social pressure from among farmers for efficient and honest operation.Furthermore, improving the management of agroprocessing called for basicallytechnical decisions that did not Involve politically or socially difficult problems. 
The store and credit operations, on the other hand, did not generally performwell because prices were set too low, and there was no systematic effort to getloans repaid on time. The strong social symbolism associated with "cooperatives"apparently made it difficult to charge prices or to follow procedures which mightresemble those of "exploitative" middlemen. In contrast, when ofone the co-opsrented out a bulldozer to members wo needed Its services for clearing land, thereseemed to be no difficulty in charging a rate that covered all costs. There wereno private competitors whose presence would -obigate the co-op to keep chargeslower than private operators. 

The leadership of these co-ops came from the more prosperous members of thecommunity who rarely relinquished office. However, since they were also farmers,the leaders shared the same economic interests, e.g. the desire for better cropprices and lower transport costs. Activities *ugh as mtarketing, processing andstores benefited many non-members, thereby putting benefits beyond theself-interested control of the entrenched leaders. 

LESSONS: This study offers many lessons, so only some of its Implications willbe noted. First, evaluating cooperatives, like othpr local Institutional developmentefforts, calls for closer and more multi-faceted scrutiny than standard accountingprocedures normally provide. The fact that the co-ops had several activitiesunderway simultaneously allowed one activity to subsidize another and to give theinstitutions some andstability attractiveness missing in strigie-functionorganization. (Note that this conclusion differs from that of Tendlers 1976 studyof farmer organizations in Ecuador and Honduras.) 

Co-ops may be more useful Institutions at an early stage of LID but maydiminish in utility as some can beof their functions effectively or more efficientlytaken over by state or private lastitutions. This is not something proven by thecase studies but rather suggested by the fact that Co-ops in these cases fillfunctional niches that are often filled by the government or by businesses In othersettings. The fact that more advantaged persons joined and led cooperatives didnot mean that these organizations' benefits accrued only to such persons. If theactivities of co-ops produce positive-sum (rather than zero-sum) benefits, membersand leaders should be willing to have Jhe benefits of co-ops go also tonon-members. 
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BEST 
- AVAILABLE 

GUATEMALA San Martin Jlotepeque Cooperative 

in 1971, the agency which helped initiate activities
Although this project began 

World Neighbors, already had a well established reputation in the region since usi 

1960s. Planned as an "integrated" project, the project started with an agency stat 

member and six part-time extension workers concentrating on a small geograph
attempting learn through to locuarea and to from the residents interviews and dat

600 families. Activties fairly quickly narrowed
collection Involving almost 
on agricultural development. 

found that corn yields were aniong the lowest 11
A review of the data 

erosion problems. With funding from Oxfan an,
Guatemala due in part to poll 

a weekly training program on agricultural practices to comnba
World Neighbors, 

of Each
erosion and raise production was organized for two groups farmers. cours 

followed an Outline suited to their abilities and learning methods. Members of the 

training staff visited the farmers in their communities to help put classroom idea 
40 original "students" agreed to worl

into practice. After nine months, 27 of the 
non-paid rural promoters and adopt the "technological package" which, becaus 

as 
loaned for one season to each promoter.of its cost, required that $1 be 

Subsequent efforts involved the organization of a credit cooperative and a sinal 

input supply store. The cooperative, called Kato-ki (self-help) had 732 member 

and over $38,000 in share capital by 1978. Loans are made for agricultural inputs 
the members are landless), commerce o

livestock, land purchases (60 percent of 
small industry, housing and consumption. The cooperative also established 

banking service for members savings. The input supply store was established I. 

meet the emerging demand for agricultural inputs. Prices and quality reman 
competitors havattractive enough to draw customers even though four nearby 


gone into business in recent years, and members of the co-op are free to choos.
 

any store the like. Sales in 1977 totaled over $23,000 (over $300 per member).
 

classes where attention is given to the uses an. 
is reviewed by the credit committee a, New members must attend 

management of credit. When a loan 
reduced or denied, the reasons are fully explained to the member. Importdn 

decisions are made by the cooperative's general assembly with more routine matte' 

handled by elected leaders who, after two year, must relinquish their position. 

The project has demonstrated some impressive results. The average net in' on 

of a farmer using the Improved technological package for five years on one hecte 

of corn and one of beans has increased over 160 percent. Wilt 
average yields have increase,cooperative-sponsored training and credit services, 

110 percent for corn and 60 percent for beans. Membership in the cooperative he 
percent each year. By 1978, 63 members had beeIncreased between 10 and 20 


able to leave the "landless" category by acquiring 
 land. The default rate on loan, 

has been only 8.5 percent. Many members report they no longer have to engage is 
seasonal migration or seek work on nearby haciendas. (Gow et al., 1979:153-170). 
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LESSONS: By becoming well acquainted with residents, maintpming continuity of 
field staff, and showing flexibility, the project was able to ois on the priorities
of the residents, and not those of the planners who initially advocated an 
-integrated" approach. This is a good example of "learning process." When 
organizing the training program, the outside agency closely consulted with existing
religious institutions to identify potential local leaders. Since activities began in a 
small, staff-intensive manner, Important individual and group learning could emerge
before undertakings were expanded. 

The fact that all new members of the co-op complete the same training program 
means that the entire membership has relatively equal information about 
organizational procedures and methods of operation. Limited terms of office 
contribute to a sharing of responsibility over time. Withdrawal of expatriate staff 
and external funding when there was-evdence of appropriate local capacities to 
continue the Institutionalization process helped preckdle a dependence relationship
from forming. 

JAMAICA: Agricultural Marketins Boards 

When the government decided to increase h pfod of 'food crops and"tion 
particularly to promote export crops likecitrimbhl I4"coffee, it established 
an Agricultural Marketing Corporation (AMC) to gIve marketing services and 
guaranteed prices for commodities. To boost export crops, various commodity
associations were set up, officially as membaship oruilsations, 'but' practically as 
state enterprises. Pilvate buyers and handlers were thougt to be too exploitative
and thus to be a deterrent to farmers' expanding production. 

The prices offerea by the AMC, were usually sn low. for tatmers to get what 
they considered suMclent returnfor' 'their effort! 'e *fthe'byfi~ytemwas 
chaotic, withdliveniot always coming when schaduiled to pick up produce, or 
demanding bribes before they would buy perishable foods. Farmers soon learned to 
by-pass the AMC for foodstuffs and to return toadealing with private buyers. They
did not have this ojtlon for export crops flm coffee and btanas, however. 

Banana exports, for example, require a very thorough organization to collect 
sufficient quantities of santeed qality pushmce w.t.ca the satisfaction 
of foreign tohieyf- AraapoiipasaMiftii 'b"yhe tiernment 
and all salesftor exprt were required to go through IL Farmers being compelled 
to -join" took no interest In the association. They often did not even know they 
were "membqrs4 because their y 'were automatically deduced from -the proceeds
of their sales. " ' , . . 7 

The plienatlon of farmers from "their" association was Increased by the staffs 
high-handed treatment of them'and their produce. Rejection of hands discolored by
tropical snalls was not explained, for example. aed this cauted' much resentment 
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a fso o oteSlbecause members saw the fruit , tnot knowupad(that etrol ase koing 
shun it. Farmers had no control over the price pai banana producton was loss

in banana
of government profit) so eventually much interest 
(Goldsith, 198O Ad 1942; Lewars, 1982) 

LESSONS: Unfortunately, the government agency and the commodity associacoi 

(pale versions of membership organization) although set up to proote produCtio 
and goverment were the lMser from thi

ended up reducing it. Both farmers 
and the AMC (whose boyan 

nslikm th commodity associationsno awareness, commitment aWhen organzi l administration") developchenr onszti ons arthey
scport within the public, and particularly among those persons nhom 

they cannot biecome "institUtion? in any real Sense.supposed to sqrve, 

Plan Puetsa Farmer CommitteesMEXICO: 

was started In 1%7 by the international wheat and maize restartTis poject 
to production incomescatte (CMMYTn ,MexIo improve the and of rainfe 

farmers in #ie Stpte,,of ftkibla. The National Agricultural Univeersity at ChaPirn 
it covered 32 muticipalhtes (counties) and involve 

supported thel effort. By 173 

small farmers (CIMMYT, 1974).
some 43,000 

project ized t adoption new high-yielding malInitially, e 
vaeies, -but' it soon became& apparent ta'unde h rviln goon 

conditions of Puetla, the traditional varieties did nearly as well, given thai farnie 

needed to rplIixt pon44qttr ma4" and bean production or, their small fields a,. 
a 

not just maize. Pioduic could be Increased, however, by adding fertilizer 
and Boynton, 1983:37-41).

trace minerals that were deficient In the soil (Whyte 

foraetbiyt Y needed credit. Upon arrival of the seco, 
credit groups was organized. Tii

generation of field staif, .,a extensive system of 
better able to apply pressurewas bated n the notion that groups would be 

members to honor the repayment obligations than an administrative arrangeimei 

which extee*4Icretdt to individuals. 

In aea in 1981, Swanberg found the system h. 
The use of "Community organizers"functioned q~ite wall over several years. 

To increase thefarmers grows was Apparently quite stccessfl.forming th 
for better prices, among other things, farmers negotiated wicapacity to negotiet 

warehouse. Perhaps even more importaiti w.c tfrutlthe ovitra r tctOn of a 
1982).the hocreavd.*PSI1 f iow about plant fertilization (Swanberg, 

mall solidary groups of 0 to I farmers prov-
LESSONS: Building a program on groups inSto the Spread of irrigation, water managementvfrysucessftili simiLar 

shown by Oxby (1983).(194i) and' more generally6aa as dochaa#..eiO Upholf 
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Farmers welcomed the "group discipline" which upheld the integrity of a program
that had real benefits for them. Another important eleAent to the Puebla 
experience involved the sensitivity of project staff to larmers' limitations, 
constraints and needs (Swanberg, 1982). Specifically, time was invested in observing
the performance and rationale of the existing agricultural system, instead of 
stubbornly insisting that farmers adopt the new technology, which it turned out was 
not as superior as the technicians assumed. Upgrading the existing technology,
through local institutional development, opened the door to subsequent introduction 
of more appropriate new technologies. 

t: 

URUGUAY: Sociedad de Fomento Rural 

This cooperative, organized aroumd the provincial calital of Durazno, has not had 
time to bhcome "Institutionalized." But It has gotten off to a very promising start,
because a profitable combination of "technology" and "organizatson" has been put
together with help from the Inter-American- Foundation. The dairy plant run by the 
cooperative is seeking to encourage small and medium-size milk producers to raise 
output by guaranteeing stable demand. With pasteurizaton and packaging of milk 
in attractive containers, consumers are willing t pay amoe for the milk they get.
In addition the plant produces butter and is in the process of expanding production
of cheese with the expectation of export sales. 

The dairy producers previously marketed their own milk individually, which 
required making one or two trips daily by horsec4rt to distribute milk along an 
extended route that sometimes resulted In spoilage problems. The cooperative
employs a truck to collect the milk at the farnmet homes, thereby saving them
from one to live hours of transportation labie a day. This In turn has freed up
tune for farmers who want to increase crep.ylelds or improve pastures iid herds. 
The advantages of group transportation, processing and marketing give members a 
tangible stake in making the co-op a success (Hirschman, 1984:1-21). 

LESSONSs Though the dairy cooperative with its modern plant and transportation
has clearly increased prospects for increasing the economic welfare of 
producer-members, the status and prestige they have gained may also be stronga 
inducement for supporting the co-op. "Now they are associates of a much admired,
technologically-progressive undertakings whereas previously their daily milk-peddling
treks caused them to be viewed as quite lowly members of rural society."
(Hirschman, 1984til). 

The differences in commodities should be noted, however. For somne producers.
such as wool growers, yearly deliveries or sales can bean exciting variation on 
their daily routine, giving desired opportunities for social contact. For dairy
producers, on the other hand, since marketing is a daily activity it may be boring
and little valued. When developing local institutions one needs to take Into 
account the nature of the goods produced and the lep tanibi socal aspects of 
agricultural life., 
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AFRICA 

BOTSWANA: Drift Fence Groups 
[all

are fences built to separate grazink, land and crop
"Drift" fences wire 

They are usually undertaken as a crop damage proleckan measure, though they C 

also ease herd management problems or serve asdthe basis for grazing iafageine 
1920 and 1930s, but the fItschemes. A few "bush fences had been built in the 

wire drift fence in Botswana was completed at Pelotshetla in Soythern District 
l975. After this there was a phenomenal growth in drift fencing. By August 10 
there were 109 fences either completed or underway with a total length of 10 

were complete a'km. (Wallett, 1941, 119). In Kweneng District by 1980, 14 fences 
personal communication).a further 28 were under construction (Chris Brown, 

of each fence is broadly determined by ecologThe configuration 
the exact li takconsiderations (the location of crop and grazing lands), though 

riced for ttinto account such things as access to water point, and the 
arMost fences are locally initiated (indeed all 10 n theexpansionao crop land. 

of the Ministry of Local Governutestudied by the Institutions Research Project
the idea for a fence comes from it 

and Lands were locally initiated). Often 

example of a neighborlng community which has built a fence. In some
 
adjacent fences are linked up to form one long line. In the lswapong Hills aft 

onefence made up of i0-i5 km. segments each built by a single community n 

stretches almost 200 kqi. 

Government assistance to the fence groups is part of its overall support prog. 

The group is expected to provide voluntary labor to cut Pot.
Io, faaws group equival.clear the fenceulinand build the fence. It must also contribute cash 

In return, the government provides rent' 
to 10 percent of the capital costs. 
material (wire and gates), equipment (for tightening the wire and dogging hole 

and extension advice. Maintenance of the fence, once completed, is 
(Brown, 1933, and personal communication)responsibility of the group. 

LESSONSi Where a kind of local organization provides manifest benefits, at 
given by I

spead rapidly If easily manageable by members. The support 
effective in spreading these groups agorverfnmelt hal been limited but very 

"assisted self-relian,
fences, It is a good example of what has been called 

of been reasonal 
(Esiman auid Uphoif, 1944258-264). The maintenance fences has 

is quite evident and failure to on 
good, partly because any need for repair 

(this was one condition mentioned in Rep.
repairs will result in obvious damage 

effectively). Also the "ownersh
NO. 3 for local Institutions handling maintenance 

group, not the government, an important condait 
of the fence Is clearly with the 

(Coward, i ).
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GHANA: United Ghana Farmers Council 

The cocoa industry in Chana, presently in a shambles, was once the economicmainstay of a prospering economy. Cocoa farmers developed their productionbeginning in the 1890s essentially on their own, with little help from thegovernment (indeed the colonial government at times discouraged the nascentindustry). These agricultural "entrepreneurs made this small country the workdsleading producer by the 1950s (Hil, 193). 

The UGFC grew out of cocoa producers cooperatives which were started in the1920s in response to the low price paid by private (European) buyers. At that time,several groups of small producers (mosst illiterate) tried to sell directly to theLondon market werebut swiniled by ift aents. Thereatser coops stuckpurchasing cocoa from meubers and 
tobeans aillIg them to European companies totry to get the best Pike. 

When during 1937 It became apparent that the companies were in collusion tohold down .We., price, grows boyoted thss, holuing back the entire crop, almnost300,000 sions, for six imonths until iiicolonial alrtnistration intervened to raise
the price. After World War I, growers became em of thie main organized "pilarsof the Independence moverment, as tim IJGFC was,. frmed *A allied with thuConventioh,Ple'sIPrty of Kwame , , ,truab 

One of 
,Ii
the first problems confronting Nkrumnah after his party took over thegovernment in 1951 was to combat an epidemic of the serious black pod cocoadisease. The UGFC cooperated with governmue; stall (LA) In explaining to farmersthe need to cut and burn infected trees a a mass acle. The campaign couldhardly have gone as quickly and successfufly without the UGFC's assistance.Partly as a "reward" to the UGFC for Its role In helping to win independence, butmostly to get control over the crop so as to divert revenue to the government,Nkrumah gave the UGFC a monopoly on cocoa rxsuns. 

The result was to destroy It as a cooperative ori of organization. Clerks,previously accountable to farmers now cheated on weight and grading, gave "chtinstead of cash, and demqlnded bribes to convert the chits later Into money. bothfarmers' lncentv& to ;inyest - lp planting .aw trees and the regime's popularitysuffered as a result. (The UGFC's disastrous monopoly over distribution ofmachetes is discussed in Section 2.6, footnote 22.) When Nkrumalh was overthrownin 9 itn of the military go rp st popular "is was eandin she uccmonopoly (Beckiman, 1974). 

LESSONS: Farmer's "indigenous" capability qf organingen.crq be substantial assenfotheir twting qopoa",lvOsn theirmassive "tw.lpof Ih Co-perat ves if given monopoly' and state-cocciar 193. 
backing may act quite irresponsibly, once accosntability to members Is severed.The political and economic consequences of this can e quite antaqate, as seenalso in the, ca 'o te agica AM 444 b tr, 
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KENYA: Kenya Tea Development Authority 

has come to be recognized as a "successful" national Institution, bringiu
KTDA 

small holder tea production from zero before 1960 to one-third of Kenya's export 
within is years. There are many lessons to be learned from it as an exercise 
"Institutional development" at the national level (Lamb and Mueller, 1982). Here 

LID aspects of KTDA, having -discussed a number of 11
will locus on some of the 
features in Section 4.0. 

From the outat, It was recognized that close linkage with growers was crud. 
for maintaining quality control, and the structure of farmers' committees was mad 
one of the four operational arms of the Authority (the others were exicoi 

buying and quality control, and factory production). 

basic forums for farmer participation are the Divisional Tea Commutlet 
oversee production anThe 

representatives whowhich are made up of elected farmer 

bying in their area. (In many -locations," the level beneath the "division", tarn. 

committees have also been formed but these are not uniform in these activity 
The Divisional Committees elect representatives to the District Tea Comuittee 

which are probably the most consistently effective level of organization, part 
decisions about allocating tea quotas.betause they. makequite "senslit" 

Tea Board
The District Committees- send representatives to the Provincial 

up of larener representative
About one-third of the national KTDA Board is made 

i1on the boards that oversee
Farmers are also represented in increasing numbers 

equity shares in it
operation of tea factories through farmers' purchase of 

percent of factory shares, in what It.
factories. (Presently liny hold about 10 

in the abricultur.
become a mechanism for mobilizing savings for capital formation 

sector.) 

From the tutset the KTDA leadership showed great seriousness about farm"' 
Institutions that could deal wit 

participation. It recognized the need to have 
was I

peasant households as very complex units, since smnallholder tea growing to 

Into the existing and ongoing fuming systems, not replace them (Lamb a' 
Iwas willing to invest sonie of its financial resources

Meter, 19322-3 . K1TDA 
farmer visits to Nairor encourage parcipation, for example, through organizing 

on 


husiness. - 
and paylng "sitting allowance? to farmer representatives for time spent KTD 

At the outset, nest of tthe initiative caime from "above." Indeed, Stecy. 
Initially as "autocratic." But over tin(197Sa10) characterized the organization 

initiative has increased, with KTDA approval. The technical sophisticati'Grower 
dfft'mers has Ipcreased ajso. One -breakthrough" for expanding tea growing wio 
quality control wasto introduce vegetative propagation in place of earlier nurse 

long were able to dotechniques. Farmers learned this rather quickly and before 
better than many KTDA staff. In 1980, about half the demand for new tea bush 

was met from growers' own stock. This has placed some strains on the policy 
limiting individual holdings to one acre maxsmum. 
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Interestsngly, the KTDA staff have continued to champion the acreage ceiling onegaalimarian grounds despite political pressure from smwat lre 
growers.(seeves, 19840. (There is also the considerationquality that smallerholdings are generally more intensively cared for and more carefully plucked.) 

The incentive system worked out Is ingenious. Once a month, growers are paida fixed rate (per kilogram) for the greenleat delivered buying points theto forfactory they sell to. 
sold 

At the end of each season, when the processed tea has beenat the London auction, where most KTDA tea fetches a premium price, thegrowers get a bonus," which usually amomats to about 130 percent of the "base"income. The better the quality of the tes leaf delivered to the factory, as well asthe better the processing, there, tie more the factory's tea sells for andthe bonus to growers. the higher 

LESSONS. There are many lessons from the KTDA experience, some suggestedalready in Section .0. oe impostant element of KYDA Institutional strategy hasbeen its considerable decenarellzaaion, to the factories and to the provincial,district and divisional levels. The'fact that the te price is rather preciselypegged to some independent measur, of "quality" gives all within thesystem-growers, buyers, transporters, factory workers and managers-good measuresof success and mpakes decentralized management more feasible. Everyone getsclear feedbac on performance coupled with material incentIves. 
For 'many years, It was said that tea was too demanding a crop for "peasants"to grow It, and all investment and technical assistance was reserved for the teaplantations In Kenya. The performance of 'KTIM (ass shown that a system oforganization with farmer participation from ese field to the factory, and beyondthat to the national leve, ca tnachieve Suior quality and efficiency comparedthe more admiLnistnakiveiy maaged plantato operations. to 

NIGERIAt Gombe Native Authorlty 

The policy of "Indirect rule" by the British colonial regime left considerableauthority in the hands of traditional leaders in Northern Nigeria, who headed whatwere called the Native Authorities governing each suh-dlstrict area. (NatilveAuthorities were renamned Local Authvorities in M111.) A case study of ft Gometh
Native Authority by Tiffen (19M 2) conchaies that the comparative success of thisarea in agricultural development has beeui very much due to the particularperformance of its local authority. 

All NAs had taxing authority for makln local investments, but the Gombe NA inparticular avoided malpractices In tan Collection, whic would have been adisincentive to Individual farmers to improve their, production, and invested themoney collected in education, health, veterinary and agricultural services, which 
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supported increased production. The traditional NA leaders (emirs) in Gombe we 

generally progressive in encouraging agricultural modernization and setting a go, 
example in their own fields. The traditional district and village heads, in tur 
"propagandized innovations such as the use of fertilizer, worked their own far. 
actively, and keenly cooperated in the distribution of cotton seed, the organizat. 
of cotton markets, etc." (Tiffen, 1980,29). 

After 1945, the government started "democratizing" the system of loc 
goverment by moving to elected officials. In Gombe, where the Native Authors 
heads were progressive, they were elected to the new Councils. The governmen 
however, was reluctant to give much independent taxing and spending authority
local councils, thinking village people were too illiterate to allow them any contr 
of funds. In Gombe this mattered lss because there were many competiti, 
interest groups which put pressure on higher authorities to invest in agricultir 
improvements which the local government could not undertake. 

In communities with strong local leadership, despite the lack of formal taxir 
powers, "Village Heads who were good organizers could get rough roads construct. 
or classrooms built -by voluntary labor, and they might be able to influence t 
central NA to allocate the necessary funds for staffing and maintenance" (Taitle 
198032). 

"The Village Head is the main channel for Government advice and orders to h 
people. The Agricultural Officer expects him to enforce the cotton close seaso 
(to curb diseases), to provide cotton seed dumps, to organize seed distribution a' 
to disseminate information. The Veterinary Officer expects him to maintain case 
tracks and to Inform cattle owners about innoculation facilities. The Forest, 
Officer expects him to protect Forest Reserves. He has to recruit labor for lot. 
public works.' The Education Officer expects him to keep this village school fu 
despite prejudice against western education. The District Officer expects hun ine 
only to collect taxes, but to maintain law and order, and all for a salary which i 
1967 ranged from L42 to L35 per annum." 

The government and donor-assisted development projects in the area that hay 
not succeeded have been those that by-passed the Local Authorities, whereas thos 
which had worked with and through the local government have had considerab 
success. (One water scheme pushed through by high officials without local revie' 
and support wsa waste of L243,00, Teffen reports.) 

LESSONS: "As Gombe has benefitted with so little expenditure of central 
directed funds, we can take it as an example of the success of the polity a 
strengthening the rural institutional base of the Nigerian economy. The specii
political and administrative factors which favored its development are to be loun 
locally, in the power structure that favors majority rural interests; in the effectiv 
leadership given by locally rooted families at District and Village levels; and in th 
comparative absence of extortion, which has meant that local farmers do not tea, 
to work for, and display, wealth." (Talten, 1980:35) 
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SENEGAL: Women's Garden Groups 

The genesis of women's garden groups is complex. Traditionally Sengalese 
women have often cooperated in agricultural tasks, especially for rice production. 
In the mid-1970s, the government initiated an agricultural development project 
during a period of drought when there were serious food shortages. Though a 
similar garden promotion scheme had failed a decade earlier for lack of demand, 
recent growth in tourisi had created an increase in demand for tomatoes, 
potatoes, etc. and villagers' need for incmewha4, greatly Increased. , Hence the 
prospects of successful action were more favorablk. 

Since land could not be purchased outright, the groups began by securing 
use-rights from village authorities. Land was cleared and faced by relying on the 
traditional division of labor; men cleared and prepared the land and also provided
the labor for well digging. Because the wells frequently became saline, limited but 
essential technical assistance was given to the gr lsbyJINICEF ndspunits of local 
administration. Of particular vahm was the. pr=w olcemait and hand tools, to 
line the wells. As no pressure was applied by outside agencies ca the groups to 
take on a partscular organizational design, each of the more than S0 groups has 
adapted its form to orne local'needs and norms. Adiscuusion of two groups will 
indicate their diersitysr'' 

The women's garden group in Boucotte Oualoff has 160 members, each of whom 
paid a membership, fee of 1000 frn t in. t ee presidents serve concurrently,
the younger being li charge of "external affairs" (since she is bilingual) and the 
senior woman handling "Internal affairs" (within the village). With assistance from 
village men, three hectares were cleared, fenced and a 12-meter well dug. Each 
member has individual rows to oversee on the plot. However, following the sale of 
their produce, members must individually contribute 2500 francs to the common 
treasury to build up its capital fund. Benefits from the savings fund have Included 
construction of a health/maternity center and construction of a. rad to the garden 
so it would be easier for the UNICEF-donated truck to transport commodities to 
city markets and hotels. Five hectares of trees have also been planted by the 
group to help alleviate fuelwood scarcity. 

In the drier area of Danky another gardening group has 260 members, 49 of 
whom are men. Leadersp remains exclusively with the women, however. This 
group works two hectares on a more collective basis than Boucotte Ouoloff. 
According to the group's president, the organization has "msturedt rather quickly 
due to a previous experience with women's banking and a tradition of cooperative 
agricultural labor for growing rice and peanuts. Discipline within the group is 
strict. If a cultivator does not tend her rows, an empty basket Is placed next to 
it. If it cannot be filled from the person's row in die group plot, produce from 
her/his own Individual plot must be contributed. With outside assistance, three 
improved wells have been built The group has agreed to take on several 
experimental projects wing new varieties of seeds, provided that they plan and 
decide what the projects would be. As with Boucotte Ouoloff, provision of a 
UNICEF truck has facilitated shipment of produce to Datr, thereby increasing the 
quantity sold and the profits which each member received. (Vow, 1983) 
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building Onin women's garden groups comes from their
LESSONS: The dynamism 

agencies were able to 
indigenous patterns of cooperation and because outside 
support the organizations without trying to determine how the tasks would be 

organized and what Provisionkinds of sanctions were appropriate. External aid for water 
source improvements complements the labor and skills already available, 

groups together as 
of the truck allowed for new marketing linkages which brought 

of innovation in organizationol
would not have occurred otherwise. An example 

are left to determine this themselves is the selectikn of a 
structure when groups 

wise in the ways of Dakar andsomeone who ispresident for external allairs, i.e., 
can speak French. 

Farmers AssociationsZIMBABWE: 
functionsto determine the extent,A systimatic study was donet by bhattens (1983) 

associations in the communal (Africans-operated) areasand effectivenesii of farmers 
with a randomn sample of 4941 households in four districtsof'Zin**hwt. fnterv:'ws voluntary

revealed that 44 percent of cultivators belonged to some form of 
range of activitiesar~iaWl issociation., ,The groups themselves covered a wide 

of public, private, parastatal and 
anid h~d connections to a variety 

the Windmill Fertilizerts Ministry of Aicultre,noadgoveUnfeftal agencies..-
Company, the Agricultural Finance Company, the Cooperative Marketing Union, the 

Movement, and
Adult Literacy Orgaizatioln of ZlImbabwe, the Savings Development 

the Catholic Church., 

to their sponsorship is understandable
A classilication of associations according 

capital city, bratton says, "but for several reasons it is 
fron th perspective of the 
serlosisly misleading when viewed from the village. (a) Farmers and not field stall 

sustaining the farmers organizations. 
are the prime movers in creating and 

resist being defined as appendages of large, distant agencies.
Farmers justifiably an
Examples a farm!!r in Illeia sternly corrected ine when I asked if his was 

tenitanslMki worker group" - "does he (the extension worker)' tome here to join our 
weeded?" (b) Farmers in groups feel 

grouwhen there are fields to be planted or 
rarely bound by 

r toenter transactions with several different agencies and are 

loyalty to only ". Examples a group leader in Mtilikwe explained that "we can't 

just speak with one governaent worker to get all the things we need." (c) Most 

labels' perform essentially similar 
with nominally different 

, imp grer grou 

groups identified in the 
Ip terms of te activities undertaken, 60 percent of the 

diffuse technical "know-how" inofInformation SOAssfidty ungsaed'In I to 
shortage of extension agents inagriculture. "in gUjiibiloovrmethe 
existing indigenous knowledge."the field a In part to consolidate and dispense 

Just over half the groups (54 percent) engage in mutual work exchange with work 

parties for planting, weeding and harvesting, sometimes sharing scarce capital 
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resources hike farm implements or draft oxen. Almost half of the organzations (47Percent) make bulk purchases of inputs, particularly fertilizer, and a t one third(36 percent) do1.oint marketing to attain transport economies and better prices,
About One-quarter of the groups were muhti-vurose usually with Supply and 
marketing functions having been taken on by Production (labor exchange) groups. 

"The survey results confirm that, within each agroecological setting, maizelarmers in groups consistently outproduce Individual maize farmers. The effects of group organization on maize output appear to become more marked as rainfall and 
soilecodts com isidtious. Whereas group members produce nearly

twiea muh a itvidais inC W.lrthey produce almost love times as
much in Gutu. The implication, which needs further testingsthtfre
organizations make their biggest contribution to production In the more marginal 
areas." (Bratton, 1933:17)hemr agil 

LESSONS: We had already formulated our framework for agricultuval LID analysisbefore receiving this empirical Study, which Supports Our analysis quite directly.
Actual production is likely to remain as individual or household responsibility, evenwith some collective action during the production proces, The mnain 'gr~p or 
other "institutional" functions are to provide inputs and to dispose of outputs on 
advantageous terms. Even when there is exchange of labor or lrmplements, each 
participant gets (oly) the produce from his or her own field, so there Is notcooperative produiction with a sharing of risks. 

The extent of farmer organizations in support of agriculture Is Itself quiteimpressive. The mix of governmental, private and NGO initiatives to promotefarmer agricultural associations has been fruitful. Yet these connections have notbeen overwhelming. As a rule, the farmer grous have been able to maintain theirown identity and capacity. Groups contribution to greater productivity Isdemonstrable from comparative data on yields. 

ASIA 

BANGLADESH: Comilla Small Farmer Cooperatives 

The farmer cooperative sponsored by the Academy for Rural Development atComilla started out with considerable success In mobilizing funds for agriculturalimprovement and setting production increases. The groulps met regularly and each
member made a deposit Into his savings account becoming eligible for loans 
administered by the group. Farmer resprsentatve Iro each group went regularlyto the than, (sub-istrict) trauWin center run by the Academy to gain new 
agricultural knowledge which brought back to the group.was The Comilla "moder
became one of the most hopeful examples of how small farmers could be enlisted
in agricultural Improvement (Millikan and Hapgood, 1%7; Mosher, 1969; Raper, 1970;Owens and Shaw 1972). 
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When the government became enthused about the Comilla cooperative, at wanted 
to expand thenm to the whole of East Pakistan (now Bangladesh). The leadership of 

part on the thoroughness of
knew that the success depended in largethe Academy

the training and supervision that brought out the best in the groups' membership 
no control over the larger program (Blair, 19).and leadership. But they had 

of the program was the infusion of huge amounts of credit
The main undoing 

co-op members. The discipline which had
from the government to be passed on to 

were mostly the members' owdncharacterized repayment of loans when the funds 
savings dissipated, and arrears beglan paling up. Fromt almost 1,000 co-op societies 
with 25,0010 members in 1961-U, having paid In 1.6 million thaka as shares and 
having 5 million thaka In loans--wit only 2.2% overdues, the "movement" was 
expanded to over 5,000 societies 3 years later, with 125,000 members, over 10 

million thbakal in shares, almost 60 million thaka in loans, and 25% overdue (Blair, 
Before long the program was as insolvent as any government-run credit

0124311. 
scheme. (Blair, 197, and 1912). 

of good program can kill it because the 
LESSONS: Overrapid expansion even a 

training, communication, discipline, supervision, and other elements get diluted or 
In thes process. The philosophy of "self-hnelp" which the organizationsdestroyed 

began with was washed out by the flood of resources which the government poured 
Into the program. In an attempt to got a larger impact, the government lost much 
of what effectiveness the Institutional model possressd. Of some significance, in 
the Comilla area around the Academy, where the program in the early stages had 

one can see that the level of agriculturethe Most discipline and Innovation, 
personal

Practiced is still higher than in surrounding areas (David B. Lewis, 


communication).
 

INDIA Guierat Cotton Cooperative 

Many people now know about the AMUL dairy cooper4taves which started in the 

Indian State of Gulerat, but they were preceded by much less-known though 
century,similarly successful cooperatives of cotton producers. At the turn of the 

and bettIr transport made cotton a more profitablenew technology, new markets 
crop in Gujerat. However the benefits of Increased production tended to go to the 
Merchants who bought the crop. 

in 1919 grew in the next decade into aA cooperative sales society established 
cooperative ginninag and pressing society, financed and managed by growers. Efforts 
by private gin owners to suppress it failed. Between half and two-thirds of the 
cotton crop was eventually marketed through cooperative channels. Growers were 

paid t0 percent of market value upon delivery (minus the value of the loan they 
had taken out in advance of the season) with the balance paid at the end of the 

season when the crop had been sold. The societies were able to get a better price 
because of their economes of scale and their quality control. 
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This structure of cooperatives has supported considerable technological advance 
in cotton production as a steady flow of new varieties with features of disease 
resistance, higher yield and fiber quality have been Introduced in the last two 
decades (Nicholson, 1975). 

LESSONS: Cooperatives can expand in scale and can become both technologically 
and commercially sophisticated In competition with private buyers. A similar 
example is seen with the Sukuma cotton cooperative in Tanzania which grew into a 
regional federation with its own cotton gimeries and which contributed to a 
doubling of production (Lang at ah, 19l9). 

The greater returns to farmer-members which a cooperative form o$ organization 
for processing and marketing can provide can be . real stimulus to adoption of new 
technology and to raising output, as also seen in the case of the Bolivian 
cooperative studied by Tendler (13) and reported abre. 

NEPAL: Small Farmer Development Programme Groups 

The SFOP was set up In 197S by the Agricultural Development Bank of Nepal
with support from the AO. This was an umnusal deonr-assisted project In that only
$30,000 was provided at the outset and the design of the program emerged from 
intensive field visits which Involved consultations with small farmers and landless 
laborers about their problems (FAO, 1978-79). 

The program trained and sent "group organizers" into commuritles to set up 
groups of 10-11 small farmers, including landless laborers, to who credit would be 
made available on a group basis, without collateral, to limprove production. The 
initial focus was on rice, small animals, poultry, water buffalo raising, vegetables, 
etc. Women's groups started up with activities on autrition,, family planning, and 
cottage Industry production. The groups often supported building or upgrading 
schools, establishing first aid centers and literacy programs. The savings-program 
included a fund for emergency loans so that members coud stay out of the thralls 
of moneylenders. 

One important consequence has been to Increasy mall farmers political 
influence in their communitles. in Tupche, where the program was started, the 

rich family which previously dominated the pancusyst was ousted from control, and 
about 45 small farmers were elected to panchayats in the area through th 
solidarity introduced by these membership oranlztonip. (ShreI, Il M 
Rahman, 1979 and l928) 

- 1~1 
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Starting with small, cohesive groups as important frm a structure 0.
LESSONSt 

of: these groups have become multi-edic an 
local institutional cajiacit Some 

conttributing to "ore iZjnivtrsaitiC social relations. Leaderilmulti-caste, 	 a considerabl gros ehavebeen passed around, revealing
responsibilities within the 

talent among this largely illiterate population.breadth of 

begin their institutional devslopmentlnbSmall farm households may best 
other directly productive activities. but trcy

concentrating on agricultural and 
neds such as literacy

oganizational capacity is developed, they have otter 
these 54i1'tplanning which can be promoted throughhygIene and family 

members have confidence in them.
organizational chanrinels it 

to Report No. 7, was crucial here, as th 
The role of "catalysts," discussed more 

members could an. 
group orgaizliers got new social processes started Wtha the 

been a'wol then continue and elaborate. The gaining of political influence has 

process, the panchayat loc
 

important aspect of the Institutional development 
such 

as 
as into social loresirSoerinent now supports the expansion of the program, 

of Report No. 2, pages 40-41).described In Amn 

TAIWAN: Farmers Associations 

and parallel Irrigation Associations, ar' 
The Taiwan 	 Farmers Associations, their 

making significant contribution to agricultural development ii 
credited with a 

highest yields anywhere through a systes
Talwan, which has attained some of the 

very intensive production practices (Mother, 1969: 3-40). The FAs provid.
of 	 as well afertilizer, chemicals, etc.)
extension advice and physical inputs (seeds, 

They also handle purchasing, processing and marketing for the,
credit. though membership Is d 
membership, 	 which Includes most farmers in the country 

the Irrigation Association ar 
least nominally voluntary. The boundaries 'of 

of LAs cafrom those of the FAs; the size
hydrologically determined and differ 

few hundred hectares to tens of thousands of hectares. 
range from a 

the oblec
Taiwan was ruled by Japanese authorities from 195 until 1945, with 

of producing food for the colonizing country. During this period, investments wer 

made in Irrigation, fertilizer factories and agricultural research to improve r. 

II, when the Chinese Nationalist government moved t 
varletas. After World War 
Taiwan, geat attention was given to rural areas, including an extensive lan, 

and law and order.reform and Investment lbthealth, education 
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While farmers in Taiwan have had various forms of local agricultural institutions 
since 1913, the present form of farmers association including credit cooperatives has
been in operation since 1953. The FA established in each township (locality) is
financially self-supporting by having several sources of income. First, thegovernment stipulates that all farmers pay their land taxes (in rice) through the
FAs, which receive a portion of the tax as commission to cover expenses. Second,all fertilizer sales are channelled through the FA, which makes some profit on
these, though the price paid by farmers is fixed and subsidized by the central 
government. Because the supply of Sertilizer has been kept plentiful and the 
government keeps a vigilant weatch slagit them (through Nationalist Party cadres),
corrupt practices are relatively icommon. Third, the Fas each have a credit
department which Inctions like a bards. Profits on savings and loas arc kept by
the Association, and they provide fads for extension services, scholaraups, Etc. 

In certain respects, the FAs operate, and are oven perceived by some farmers, 
as arms of government. indeed the governments general laws for Farmers
Associations come to 480 pages. On the other hand, selection of the full-time
salaried staff of FAs is made by their elected boards of directors, subject to someminimal specification of qualifications by government. Decisions on who will get
allocations to grow highly profitable market crops such as asparagus and mushrooms are left to the FAs. This Is an attractive reward which FAs control. Moreover,
each Association also has autonomy when It comes to spending the profits of itsvarious input and output operations. (See Stavis, 198, an both Fas and IAs) 

LESSONS: Even though the FAs have operated under much supervision and
control from the center, they have created a degree of farmer involvement Inmanaging agricultural improvement which has made Taiwanese farmers among the 
most productive In the world, In particular, many local staff (equivalent of LA)
are employed, supervised and controlled by the FAs rather than by the central 
government ministry, creating an accountability of officials to farmers that is rare
in agricultural development. 

A number of financial mechanisms are helpful, such as using FAs to collect land 
taxes and giving the FA a commission for Its service. This permits the government
to accept payment in kind, freeing farmers from the need to convert rice to cash 
as harvest time when prices are low. It also gives the local Institutions a stable
financial base, while helping the central government with Its finances. The FAs
handle rural banking quite efficiently and finance useful services and benefits for
the whole community from these operations which would otherwise benefit only a
few private moneylenders. 

Because of their evident success in Taiwans Farmers Associations have appeared
attractive as an orgardational model to other developing countries. Indeed, the PA
"model" was imported to Malaysia in the latter 19s, with great disappointment.
One cannot transfer an organiational design from one sociopoistical-conoqnic
environment to another any more than a biological specimen can be expected to
survive where temperature, soil and other conditions are quite different. Sene of
the organizational principles such as accountablitty, referred to above, however,
be extrapolated mutatis mutandis to new environments. 

can 
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THAILAND: Mae Kiong Integrated Rural Developmeft Groups 

The Mae Klong Integrated Rural Development Project was initiated n lanudi 
1974 with the collaboration of three That universities, each Of which intended 
address broad development objectives in the region. Project activities began 
villages in the sub-district of Yokkrabat, some 15-20 kilometers inland roh tIe 
sea. Approximately half the villagers relied on production of palm sugar as ti 

were rice farmers with a lower avera
Primary source of income. The other hall 
icome and standard of fiving. 

;,During th&4 first year, project activities included attempts to improve
orntood dike to provii. 4 irrigation, as well as adult educatloi 

ap king classes v1 h 81) worker training. None of these eltor 

in the ye as dor; were wit 1- accepted. However, it 

searchers rse wile'their'ell to Increase rice yields whi' 
'rodent problems. Suggestiorel of s'ahnityum 
lid not appear promising sintIng'ti~e to productf 

ItN a long ";estation" period until the firquire '1ar 
to this *ffertswere imple Teted through the lorn 

unk 'sty staff member, in the course of visit'
1975 a newi 'rri 

peopic spented their incomes aft' 

ye baao by c0.rtlnitM dam=0toi hso5bn qiip fish. Based on th 
work toward developing socially cohesiythe researchers be 

"tor larger-scale li 
oups households organized around the prospects 

activities involveds (a) facilitating small, informal evenis
The okganizing 

their knowledge of different varieties
conversations among farmers to discuss 

resembles ti
fish and the feasibility of raising fingerlings (this social methodology 

of the Banki water supply project reported in the Annex of Report No. 3); ( 
fish raising at ii

sending a number of farmers selected by the groups to observe 
Water Fisheryi (c) starting an experimental fish pond I

National institute of Fresh 
land owned by one of the informal leaders; and (d) overcoming resistance by t 

prevent the group from obtainii
local rice mill owners who were initially able to 

loans from the agricultural bank.
 

By 1976, over 100 households had significantly increased their income throus 
also began raising fingerlings I.involvement with fish culture. The villagers 

the groups remain loosely struciured,replenishment of the ponds. Although ,a, 
groups to do the harvest,households fish harvest is timed to allow for work 

market. These loosely structurecollectively and to prevent oversupply of the 
groups have developed roles, practices and procedures to promote a collective 

valued purpose and are thus on the road to "institutionalzing" their organiatiol 

(Thai Khadi Research Institute, 190l Rabibhadana, 1983) 

79 

BEST
 
AVAILABLE
 

M - =Mm--



LESSONS: The outsiders had to learn to observe and listen before their expertise
could become useful to the rural people and before institutional development based 
on valued new opportunities could begin. The evolution of a production-Centered 
program out of an "integrated" project here Is similar to that reported from 
Guatemala (pages 63-64 above). The fact that the new technological opportunity 
was very productive was certainly an important factor favoring the groups
"instilutionalizalion." 

When the organizers worked throug the established village leadership, they got
conventional advice which did not lead to a fruitful agricultural-cim-institutional 
development approach. By going doo-to-door to meet all households, the 
organizers were able to Identify new isadershilp within the community, coming
from the poorer strata, whih had eas and talent previously overlooked or 
excluded. These persona' experience and the confidence they could generate from 
others gave the effort a new lsatus. 

The program was able to proceed without much formalization of the 
organizations, which would have given vested interests more opportunity to oppose 
or thwart the program. Such informal grsque are vulerable but also flexible. II 
the commitment of members Is strong eaough even outside abstruction may not 
succeed. 
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AGRICULTURAL POLICY SEMINAR 
Session Outline 

Session Title: Political Factors in the Agricultural 
Policy Process 

Guest Speaker: Michael Lofchie 

Date: Thursday, June 5 

Time: 12:15-2:00 pm 

OBJECTIVE(S): At the end of this session participants will be able to:
 

o Better understand the political factors and conditions in the African
 
context that impede the process of policy reform in the agricultural 
sector.
 

ABSTRACT:
 

This talk will explore some of the political factors that are said to impede 
the process of market-based policy reform in the agricultural sector. Two 
political factors will be given special emphasis. These are: (1) the weakness 
of African states . . . a discussion of the critical differences between weak 
and'strong states; and, (2) the concept of "urban bias." There will be a 
discussion of why it is especially the case in the current African context the 
rural constituencies (pressure groups) are so frequently unable to translate 
their political needs into effective demands in contradistinction to urban 
constituencies. Other broad political factors to be taken into account will be 
the ethnic factor in African politics and its operation at the ministerial 
level, and the prevailing political culture in Africa as regards market-based 
practices. 

The above factor will then be related to the prevailing policy patterns as
 
these reflect an avoidance of market influences. These will include:
 
(1)suppression of producer prices; (2)overvaluation of currency exchange
 
rates; (3) maintenance of inefficient and poorly managed parastatal corp
orations; and, (4) the committment to a strategy of industrialization by import 
substitution.
 

READINGS: - Required/Optional 

o Commins, F. Lofchie and Payne, "Africa's Agricultural Crisis: 
The Roots Of Famine", Lynne Rienner, Boulder, CO, 1986. / X 

o M. Lofchie & S. Commins,"Food Deficits and Agricultural
 
Policies in Sub-Saharan Africa," San Francisco: Hunger
 
Project, Sept. 1984. 
 X 
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SUMMARY 

Africa is in astate of emergency Serious 
agricultural problems together with wide
spread drought, global recession and domes
tic political and economic failures have 
combined to create famine conditions of un
precedented scope in sub-Saharan Africa 

Sub-Saharan Africa is the only region in 
the world where food production per capita 
has declined during the past two decades. 
Approximately 150 million people are mal
nourished. Hunger and hunger-related dis
ease are now aserious threat in 27 countries, 
and there is every indication that without radi
cal changes food shortages will become more 
severe during the next decade. 

The causes and remedies of food deficits 
in Africa have been the subject of wide
ranging debate among experts and policy
makers in the past several years. Tlvo widely 
discussed theories-the theory of under
development and the theory of comparative 
advantage-purport to explain the decIne of 
food production in Africa Both theories, 
however, have serious limitations, as do the 
policies that are advanced based on those 
theories. 

The most common response to Africa's 
food deficits has been to import food in the 
form of food aid Although a valid and neces
sary response to food emergencies, food 
aid has many drawbacks- it encourages 
dependency on imported foodstuffs, disrupts 
local agricultural systems and may act as 
a long-term disincentive to agricultural 
development. 

Im 

The complex problems in Africa must be 
considered, not in terms of short-term solu
tions but in along-term context Broad guide
lines for future agricultural development in 
Africa include: active participation of rural 
producers, land-tenure policies that enhance 
small-scale agriculture, freer access to com
modity markets and environmentally sensi
tive agricultural policies. 

Policies and programs should be de
signed in away that people at all levels of soci
ety, particularly women, actively participate
in solving the problems of agricultural devel
opment in Africa Further, people in Africa 
and in developed countries must forge a part
nership to change the structures that per
petuate hunger, poverty and powerlessness. 

Efforts are being made in African coun
tries to develop national food strategies to 
reverse the decline in agricultural produc
tion. Current research offers promises of 
breakthroughs in food production and in 
agricultural techniques. The possibility of 
eliminating Africa's food shortages exists 
However, the challenge is great and major 
changes are necessary both to relieve the cur
rent situation and to avoid another famine in 
the future 
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FOOD DEFICITS AND AGRICULTURAL 
POLICIES IN TROPICAL AFRICA 
MICHAEL . LOFCHIE AND 
STEPHEN K. COMMINS* 

Hunger is the most immediate, visible, United Nations recently indicated that noand compelling symptom ofa contine-wide feer than 28 African countries were facedagricultural breakdlown in tropical Africa. The with food shortages so critical that furthercrisis of food deficits has now become so famine might occur imminently 'This stark reperennial and so widespread that it can no ality challenges fundamentally our earlier aslongerbe understood as theoutcome ofpartic sumptions about the possibility of economicular political or climatic occurrences such as development.
wars, ethnic strife, or drought Sub-Saharan There is every indication that food short-Africa Is the only region in thie world where ages will become more rather than less severefood production per capita has declined dur during the next decade. By 1980, Africa hadIng the post two decades As a result, the aver already become heavily dependent upon food age calorie intake per capita haes now fallen be imports, at a time when grain prices were rislow minimal nutritional standards in a ing and African governments faced acute
majority of African countries By current esti- shortages of foreign exchange Grain importsmates, approximately 150 million out of Af- tripled during the 20 years between 1960 andrica's 450 million people suffer frorm some 1978 isic), but due to pr-ice increases, es
form of malnutrition originating in an made pecally during the 1970s, their cost multipliedquate supply of foodstuffs This abysmal pic nearly 12-fold If current trends continue, Afture is further highlighted by the fact that the rica's demand for food imports will tripleFood and Agriculture Organization of the again by 1990, when sub-Saharan countries 
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will be forced to import approximately 17 mil
lion tons ofgram annually, simply to maintain 
1975 levels of consumption. Even this stag
gerng volume of imports would do nothing to 
reduce the tragic gap between average con
sumption per capita and the amount of food 
required to provide minimal nutritional stand
ards: A further 13 million tons of imports
would be required to alleviate this deficit 
Even the most optimistic estimates, which 
foresee some recovery in the productivity of
the food-producing sector of African agricul
lure, envision the need for adoubling of food 
imports during the decade of the 1980s. 

Food deficits on such a massive scale are 

a sobering entry point for Africa's third dec
adte of independence. Ilie problem is much 
deeper than the failure of an agricultural con
tinent to feed itself It is present in the envi
ronmental degradation that afflicts not only 

'Unied States Deparmentof Agnclture. FoodProb. 
loos andProspect Africa The Decade f tirrn Sub-Sahiarae 
1980's D C.,1981),pp(Washmgton. 1-1 

the semiarid areas ot western and eastern Af
rica, but also the high rainfall regions of Zaire,
Zambia, and the West African coast Desert
ification, the conversion of once arable soil to 
desert-like infertility, can be observed in every
African country across the equatorial belt 
from Senegal to Somalia Soil loss on so ap
palling a scale reflects both the pressure of 
increasing population to land ratios, and the 
imprudent use of capital-intensive temperate
zone technologies on fragile tropical soils 
Generations of accumulated wisdom and his
torically evolved agricultural systems are now 
rendered largely irrelevant by greatly in
creased production requiremenis, and by the 

and politicalpressures of outside markets 
forces. 

Africa hasbeen the scene of abewildering
kaleidoscope of experimental strategies aroag
ricultural development it has become a con
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tinental proving ground (or policies ranging
from socialist collectivism to free-market indi
vidualism, with countless approaches some
where on the continuum between the two. It 
would require an encyclopedic inventory of 
research even to compile the literature on 
world hunger, and this would not begin to 
touch on suchsensitive theoretical concerns as 
the determinants of successes or failures of 
rural development efforts.' 

The causes and remedies of food deficits 
in Africa have been the subject of a wide
ranging debate.4 This article examines certain 
of the principal schools of thought which par
ticipate in this debate, and assesses the reme
dial policies which each suggests. Our objec
tive is to help clarify some of the contending 
analyticviewpoints, to call attention to the be
wildering complexity of the problem, and to 
suggest a framework within which future 
rural development policies may be consid
ered. It is useful for our purposes to begin
with adiscussion of two major contending ap
proaches These might best be identified a 
tle theory of underdevelopment and the 
theory of comparative advantage We will 
then consider the factor of environmental de
terioration, and the impact of international 
food-aid policies, particularly those of the 
United States. 

'See,for example Nirole Ball, Wrldl Huiter A Guide 
tothe Enormsliand Tiltual Dinewiron*, (Santa Barbara and 
Oxford. 1981) 

-Eg Kenneth Anthony t at , A r.uIal Changein
 
Tropical Aia (Iithaia 1979), and "The Roots or Famine "
 
InRerati milrianit 14iilialoinri (London) 15-16,1979,
 
pp 1-74; Rat mond i fopkins andDonald Puchala (eds,

The Colhl Pohtal rinnu#l Food(Madison, 1978), Radiia 
Sonha. fold Ind.l..IRrte The lbirual c0nooiv ofG.r 
lronuation l undon, 1976): l ester R Brown. ith Erik P. 
EckholmiBaal 14oe (New, York, 1974). and Susan 
George H...li- Oiher HplfDee. The RealReaions for lehdd 
IIrnier iloniclir, 1971) 

The Theory of Underdevelopment 
The best known and, by a wide margin, 

most widely discussed analysis of poverty and 
agricultural failure in Africa is found in the 
complex of theories concerned with under 
development. It would not repay us here to 
summarize at length the differing analyses of 
such prolific theoreticians as Paul Baran,
Andre Gunder Frank, Samir Amin, Argihiri 
Emmanuel, Walter Rodney, and Immanuel 
Wallerstein It may suffice to extract from this 
protean array of literature a common core of 
presuppositions which bears most directly on 
the problem of food deficits, and on the failure 
of the food-producing sector of African agri
culture to provide adequately for the con
tinent's population 

The point of departure from the theory of 
underdevelopment is the view that the root 
causes of Africa's economic problems, like 
those of other developing areas, lie in the na
ture of the continent's relationship with the 
global economic system. Underdevelopment
theorists normally begin with the pre
supposition that the world can be divided into 
the core and the periphery. The core consists 
of those few countries, principally in North 
America and Western Europe, which, during
the post five centuries, have been able to de

'Cf Paul Baran, Plhtical EOni of Groulik (New
York. 1957),Sam.r Am.n. Uneual Developmnirt (New York, 
1976), Immanuel Walersteim. The Modern WorldSoenr-
Capiabat .1gruilure and tihe Oriprn ol the Eurpean hbrid
 
Eonom, in the Seletith Centum.e
(New York. 1974), Walter 
Rodney, Hotl, rpeUlnderdlevelopedAlnea Dares Salaam,
1972);Argihin Emmanuel, Unaral Ehanoe (Ne, York. 
1972),and Andre Gunder Frank. DependetAccuntleation 
and Unddeneelopmient (lWndon, 1978) 

velop advanced capitalist economic systems. 
The periphery consists of those countries in 
Africa, Latin America, Asia, and elsewhere,
commonly referred to, as the "developing
areas," whose economies are, in fact, desper
ately underdeveloped The theory of under
development asserts that the core countries 
have been able to achieve advanced forms of 
capitalism at least in part because of their ca
pacity to exploit-that is, extract an economic 
surplus from-the periphery The peripheral
countries, conversely, are poor because their 
wealth has been drained off to sustain the pro
cess of economic growth in the core. In a nut
shell, the economic surplus which might have 
been used to generate development in the pe
ripheral areas is used instead to finance fur
ther enrichment of already affluent nations. 

Peripheral countries find it virtually im
possible to transform their status in the world 
system For they are highly dependent on the 
core for capital, technology, and for markets 
for their products. Moreover, the policies of 
these countries are formulated by elites,
sometimes referred to as "comprador,"
whose decisions advance the interests of west
ern capital. Although theorists of under
development sometimes acknowledge a 
degree of mutual independence between core 

and periphery, they view this as highly asym
metrical because the core countries have far 
greater discretion over the terms of their par
ticipation in the global economic system. The 
peripheral countries, precisely because they
are so poor, are politically as well as eco
nomically weak, and must generally accept
the terms of trade they are confronted with as 
a set of "givens" over which they have little or 
no control. 

The theory of underdevelopment at
tempts to explain the reasons for the failure of 
the agricultural sector of developing areas to 
generate an adequate supplyof localiv needed 
food items. It is believed that since the econo
mies of the developing areas are funda
mentally shaped by their dependence upon 
the global economic system, there is a pro
nounced tendency to favor export agriculture 
over the production of food crops for domestic 
consumption. Dependency gives rise to apro
nounced dichotomy between the export sec
tor and the food-producing sector; the strik
ing contrast between the two has given rise 
to the concept of "agrarian dualism." For ex
port production is often carried on in large,
plantation-sized farms which are highly fa
vored in terms of agricultural inputs, whereas 
food crops for local consumption are grown on 
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J peasant farms which are badly deprived of 
needed agricultural supports 

The export-oriented plantations have 
benefited from a host of supportive inputs not 
typically available to peasant farmers. They 
have access to agricultural-extension services 
which can help to introduce and sustain sci
entific methods of production, including 
high-yield seeds, pesticides, and advanced ir
rigation technologies. They also benefit from 
the availability of highly developed infra
structures to deal with the transportation, 
packaging, and storage of their products. Ex
port agriculture is additionally buoyed by a 
host of private firms and government agencies 
which provide "soft" services such as credit, 
insurance, market analyses and, most im
portantly,which handle the actual sales trans
actions to foreign purchasers or commodity 
exchanges. 

The peasant sector, where much of the 
country's supply of foodstuffs is produced, 
contrasts fundamentally with the export plan
tations. Units of production are small in scale, 
and thus are not in aposition to take advan
tage of modern agricultural technologies. As a 

- tesult the-most common instrument is the 
hand-held hoe; less frequently, some form of 
animal-drawn cultivation. Almost never, ex

cept in the rarest cases of successful peasant 
cooperatives, is there any complex ma
chinery Peasant agriculture is also starved of 
other vital inputs Agricultural-extension ser
vices are conspicuous by their inadequacy, 
with the result that there is little or no pro
vision of scientific inputs for the production of 
locally consumed food crops. Modern vane
ties of seeds, fertilizers, and pesticides are, 
similarly, far less commonly available than in 
the plantation or export areas. Feeder roads 
tend to be woefully inadequate, as well as 
other important elements of intrastructure, 
such as facilities for the storage or preserva
tion of food grains There are few systematic 
efforts to organize the supply of food items 
from the countryside to urban centers, or be
tween different rural areas, with the result 
that an appalling proportion of the food which 
is produced goes wasted for want of access 
to markets. In sum, the shortage of foodstuffs 
in Africa can be traced directly to the system
atic structural neglect of the food-producing 
sector 

This theory of the roots of Africa's food 
crisis has proved to be highly compelling be
cause of its sweeping synthesis of historical, 
political, and economic factors. But its very all
inclusive generality is also the source of con

siderable doubt about its ultimate utility. For 
although the theory does illuminate impor
tant structural pathologies in African agricul
ture, it can be deeply criticized on avanety of 
grounds Some of the more general judg
ments are fairly well-known.'These include: a 
tendency to challenge the crudely moralistic 
oversimplification involved in a bimodal di
vision of the world between exploitative core 
and exploited periphery, a growing realiza
tion that the very term "periphery" is so 
broad that it impedes an understanding of the 
considerable economic and political differ
ences between countries in the developing 
world, and, among some thinkers, a strong 
conviction that the notion of "comprador" is 
inadequate as a conceptualization of class 
domination in Africa 

It has recently been argued that the 
theory of underdevelopment also fails to un
derstand the nature of the African peasantry, 
and the overriding cultural factors which limit 
their food production 7 Other critics have 
called attention to the need for a more sophis
ticated classification than dependent versus 
non-dependent countries, and for a far more 
probing treatment of the class factors which 
inhibit or facilitate food production on the Af
rican continent In the last analysis, a theory 

of Copmae Capt
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which uses identical terms to explain sky- 1 
rocketing food imports both in Nigeria and 
Tanzania is senously lacking in persua
siveness. 

Our principal concern is with the imta
tions of the theory of underdevelopment as it 
pertains to a strategy of rural development. 
Here, its shortcomings are pprticularly acute 
A conspicuous feature of the theory's strong 
condemnationof the global trading system is a 
call for withdrawal from external markets-a 
process sometimes referred to as economic 
closure-and those who lay heavy stress on 
the exploitative aspects of world trade for 
underdeveloped countries are especially 
likely to suggest this as a remedy The diffi
culty with this approach is that it leaves ahost 
of critically important practical questions un
answered, especially those that have to do 
with the acquisition of foreign exchange. 
While it is absolutely true, as dependency 
theorists point out, that the terms ot world 
trade have shifted steadily against agricultural 
countries, it is woetully inadequate to suggest 
that the solution is to withdraw trom world 
markets, because those who choose to do so 
must necessarily forego, or reduce substan
tially, their stocks of innumerable essential 
commodities The theory of underdevelop



ment is regrettably silent on how countries 
which pursue a policy of closure can equip 
themselves with the scientific and techno
logical wherewithal of the modern world. 

A second shortcoming in the rural strat
egy of the theory of underdevelopment is its 
unqualified reliance upon collectivized agri
culture Agrarian socialism tends to be viewed 
as an integral accompaniment of the policy of 
closure. The argument advanced for this posi
tion by a number of theorists is that unless the 
capitalist relations of production in the coun
tryside are dissolved, it would be impossible 
to reorient agricultural production awa from 
world trade towards the cultivation o food
stuffs for local consumption Capitalist farm
ers would continue to be attracted to the 
higher levels of profit available in western 
markets, and their influence over the local 
state would enable them to influence agricul
tural policy in such a way as to facilitate pro
duction for export. 

Our reservation concerning socialist agri
culture is essentially pragmatic, and has to do 
with the fact that it has generally proved in
capable of sustaining high levels of agricul
tural production.' For this reason, country 
aftercountry in Eastern Europe and elsewhere 
has abandoned collectivized farming in favor 
of private farming, mixed forms of produc
tion, or locally controlled cooperatives What

"Rene Dumont, Sociahs and Developmeni (New York, 
1973), especalilv cs 2and 4 

MMMm-MmM-mMM-M 

ever its attractive theoretical merits, agrarian 
collectivism in Africa has been consistently 
unable to transform production levels in the 
countryside Indeed, those countries which 
have sought to implement rural socialism, 
most conspicuously Tanzania, find them
selves today in the midst of calamitous agr
cultural crises, and they must import enor
mous volumes of foodstuffs in order to avert 
starvation in the countryside The great irony 
of socialist agriculture in Africa is that it has 
tended to exacerbate the very dependency it 
was intended to remove, it has necessitated 
heightened levels of financial and material de
pendence 6n western donors. 

In the last analysis, the greatest value of 
the theory of underdevelopment may lie in 
the fact that it sounds a persuasive warning 
about the pitfalls of uncritical dependence 
upon world trade. It demonstrates graphically 
the results of a world economy in which rela
tively affluent nations can afford to outbid lo
cal consumers for the use of local agricultural 
land However, the theory does not demon
strate the viability of a strategy of "with
drawal" and, indeed, it does not even rebut 
theories of rural development which call for 
poorer countries to remain involved in world 
markets as a partial solution to their food 
crises. 

Comparative Advantage 
The major alternative to dependency 

theory is found in the principle of comparative 
advantage, the view that countries can maxi
mize their economic potential by specializing 
in the production of commodities at which 
they are most efficient in terms of such inputs 
as capital and labor. This concept was origi
nally suggested in the writings of David 
Ricardo nearly 200 years ago. For Ricardo, the 
notion of comparative advantage was a pow
erful argument for free trade since an unre
stricted flow of products between countries 
would enable them to use their productive re
sources most efficiently-

It is quite important to the happiness 
of mankind that our own enjoyment 
should be increased by the better dis
tribution of labor, by each country 
producing those commodities for 
which by its situation, its climate and 
its natural or artificial advantages, it 
is adapted, and by their exchanging 
them for the commodities of other 
countries, as that they should be aug
mented by a rise in the rate of profit.' 

This kind of specialization, according to 
Ricardo, would not only lead to more wealth 

Pierro Sradfa (d,), Worki and Correspoenveie of tiud 
Ricanfe, Vol I (Cambridge, 1962), 'On the Principles W1 
Pobiticai ELonomy and Taxation," p 132, 

for all nations, but to the greatest possible im- El 
provement in living conditions for their peo
ple. He believed strongly that comparative 
advantage must work to the benefit of all con
cerned, and that the poorer governments 
would only worsen their economic position by 
withdrawing from world markets-indeed, 
there is a strong implication in Ricardo's work 
that the least developed nations would be par
ticularly well-advised to specialize narrowly 
in their range of products, since this would 
enable them to trade in world markets on the 
most advantageous possible terms." 

Writers who followed Ricardo have ex
panded and altered some of his theoretical 
ideas, but the basics of the argument have re
mained the same." Perhaps the most signifi
cant addition has been the expansion in the 
numberof factors of production which need to 
be taken mo account to determine a country's 
comparative advantage. Ricardo gave almost 
exclusive emphasis to labor as the measuring 
rod of efficiency in any sphere of production 
More contemporary authors have argued the 
need for land and capital to be taken into ac
count, as well, before a country's comparative 
advantage can be accurately established Sig
nificantly, however, twoof the major premises 
of Ricardo's thought have remained intact. 
Modern theorists of comparative advantage 
tend not to question either his assumption o 

5Ibid. p 135 
"'Weare indebted to Rhys Prne. "Esonomic Descd

opment and the Principle of Comiparairve id'antage," 
University o California Los Angeles, 1980, tora sweop. 
ing survey o the relevant theories 
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a the mobility of labor between spheres of pro
duction, or his conviction that poor and rich 
countries alike would improve their economic 
well-being by participating freely in world 
markets. 

Agricultural economists who accept the 
doctrine of comparative advantage tend to see 
no fundamental problem in economies which 
are characterized by agrarian dualism. They 
see the heavy structural emphasis on export 
crops as the natural and beneficial conse
quence of the operation of free-market forces. 
William O.Jones, for example, hasstated that 

The great African production of cof
fee, cocoa, tea, peanuts, palm oil, 
and cotton occurred because these 
crops could be sold; that is, because 
consumers in Europe, North Amer
ica, and elsewhere manifested an 
economic demand for these com
modities, and because a marketing 
system was developed to communi
cate the character and magnitude of 
this demand to African farmers. As 
a consequence, African producers 
were able to enjoy more nonfarm 
goods such as textiles and utensils, 
than they had before 2 

WliiiamO ones, MaenrgStapleRidCrolin Trl 
icalAfica(ithaca, 1972), p 233 
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According to this perspective, it would be a 
grave mistake to shift away from export crops 
to food production as a means of solving the 
problems of food deficits. If such inputs as 
capital, land, and labor are more effectively 
utilized when allotted to the production of ex
port crops, it would, from the standpoint of 
comparative advantage, be economically im
prudent to shift these resources to food pro
duction. For the income generated by the sale 
of export crops, such as coffee, cocoa, or tea, 
would make it possible to purchase far greater 
amounts of wheat and corn than could have 
been produced domestically with the same 
inputs. 

Perhaps the most important contem
porary proponent of the theory of compara
tive advantage for developing countries is 
Hollis Chenery, an economist with the World 
Bank. His influence has been based partly on 
his willingness to challenge certain of the 
more extravagant claims sometimes advanced 
by other economists. In particular, Chenery 
questions the classical assumption that spe
cialization of production for foreign trade pro
motes economic growth He demonstrates a 
distinction between analyses of comparative 
advantage (trade theory) and of economic de
velopment (growth theory). In his most recent 
work, Chenery associateshimself with a num
ber of important economists, including Joseph 
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Schumpeter, who believe that "comparative 
advantage is a static concept that ignores a 
variety of dynamic elements:' The elements 
Chenery refers to, including especially the 
stimulus that exports provide for the growth 
of the industrial sector, would be ofcritical im
portance for acountry seeking overall expan
sion of its economic system 1 

For the political leaders of developing 
countries who require practical guidance in 
making decisions about how best to allocate 
their own scarce resources, growth theory 
would appear to have decisive advantages. It 
is, forexample, farmore concerned than is the 
theory of comparative advantage with chang
ing relationships "over time among produc
ers, consumers and investors in related sec
tors of the economy" Indeed, if there is one 
single point of differentiation between growth 
theory and trade theory, it is the greater con
cern in growth theory for the expansion of 
multiple sectors of the economy, not simply 
the export sector. Chenery is particularly em
phatic on this point. 

[Development requires] much more 
emphasis on the sequence of expan
sion of production and factor use by 
sector than on the conditions of gen
eral equilibrium Growth theory 
either ignores comparative advan

'Hollis Chener SiniarlChange aid Daviopmeint 
Pohey(Oford, 1979) 

MMMM
 

tage and the possibilities of trade 
completely, or considers mainly the 
dynamic aspects, such as the stimu
lus that an increase in exports pro
vides to the development of related 
sectors . .. With this different point 
of view, growth theorists often 
suggest investment criteria that are 
quite contradictory to those derived 
from considerations of comparative 
advantage " 

For Chenery, it is axiomatic that a developing 
country's best long-term economic interests 
lie in balanced, multi-sectoral development. 
Present market forces, which comparative ad
vantage would rely upon to promote this pur
pose, are inadequate, since they do not reflect 
future patterns of consumption and demand. 

Given the force ot this critique it is rather 
surprising that Chenery nevertheless con
tinues to advocate a positive role for the con
cept of comparative advantage in the develop
ment process His argument on this point is 
carefully modulated If comparative advan
tage can be modified by taking into account 
some of the important differing assumptions 
of growth theory, it can serveas an influential 
principle of planng Four such assumptions 
would need to be incorporated into the theory, 
namely. 

"bd , p.275 



1E 	 (a) factor prices do not necessarily re
flect opportunity costs with any ac
curacy; (b) the quantity and quality 
of factors of production may change 
substantially over time, in part as a 
result of the production process 
itself, (c) economies of scale relative 
to the size of existing markets are im
portant in a number of sectors of pro
duction, and (d) complementarity, 
among commodities is dominant in 
both producer and consumer de
mand i 

By accepting these assumptions, rather than 
the more'pristme doctrine of pure compara
tive advantage, a developing country can care
fully plan its economic policies so as to achieve 
a judicious balance between emphasis on for
eign trade and other strategies which are more 
likely to promote multi-sectoral development. 

Chenery's contribution is of immense 
value to developmeni scholars For it estab
lishes the principle that participation in the 
global trading economy may not by itself 
enable a developing country to allocate its re
sources in such a way that the growth of com
plementary sectors of its economy is pro
moted. We would identify this prnciple, for 
the sake of brevity, as "market failure," and 
Chenery's theoretical concern about this is 

'lbid 

well substantiated by the unfortunate experi
ences of a number of African economies. For 
countries which have pursued an aggressive 
strategy of emphasis upon export agriculture
have often experienced market failure in its 
bitterest form. Their earnings from agricul
tural exports have fallen far short of national 
needs, and they have been consistently un
able to enter the world market to acquire food 
grains on anything even remotely resembling 
an adequate scale. 

The reasons for this market failure are 
worth identifying. Contrary to early expecta
tions which saw tropical exports as scarce, 
high-demand goods, available from only a 
limited number of suppliers, whereas food 
grains produced in the temperate zones 
would be available in abundance, the exact op
posite has turned out to be the case. The pro
duction of tropical export crops is now an 
enormously competitive field with new sup
pliersconstantly entering the market," some
times in response to only modest upward fluc
tuations in price Indeed, the market is so 
competitive that the entry of a single new pro. 
ducer, or the harvest of a bumper crop in one 
country, can depress prices below their pre
vious level. Coffee provides an excellent 
example of this situation. African suppliers 
such as Kenya, Tanzania, Ethiopia, Uganda, 

"Iarbara DMbam and Coin Hine., Agnbusrness rnAf
ra (London, 1982) 

and the Ivory Coast compete intensely for 
market shares against not only each other, but 
also a host of producers in Latin America, no
tably Brazil and Colombia. The dominant ten
dency during the past decade has been for 
conditions in the world coffee market to de
press prices, and to hold them relatively con
stant at low levels. 

This tendency is strongly reinforced by
the nature of the market confronted by tropi
cal producers For the real market does not 
consist of large numbers of consumer nations 
bidding competitively against one another for 
tropical commodities, but rather for a hand
ful of powerful multinational trading cor
porations. Companies such as General Foods,
Nestles, Lipton, and Brooke Bond often oc
cupy an oligopolistic or, not infrequently, a 
monopolistic position in the market. 7 lftropi
cal commodities appear expensive on the 
shelves of western supermarkets, the reasons 
have less to do with the rate of return to pro
ducer countries than with the ability of these 
processing and trading firms to engage in the 
time-honored tradition of purchasing cheap
and selling dear. Part of what enables them to 
do so, in addition to their commanding posi
tion in the marketplace, is the high degree of 
elasticity of demand for the products they pro
vide, because this can be used to gain bargain

"ibid 

ing leverage against the producer nations. [E
The market strength of the large trading 

companies-or, more precisely, the weakness 
of the tropical producers-is further rein
forced by such factors as the elasticity of con
sumer demand and the ready availability of 
synthetic or substitute products Since tropi
cal agricultural products are not day-to-day
necessities, individual purchasers can quickly
alter their consumption patt&rns in response 
to price fluctuations This tends to have a con
tinuously depressing effect on the market 
The easy availability of alternatives-syn.
thetic chocolate for cocoa, a coffee-chicory
mixture for whole coffee, herb and spice teas 
for authentic tea, or soft drinks for any of
these-has a similar effect The cumulative 
impact of these factors has been to make it 
almost impossible for producers in the devel
oping world to gain price leverage in the inter
national marketplace As a result, tropical ag
riculture seems perilously unlikely in the fu
ture to do any better than it has in the past in 
generating the levels of foreign exchange nec
essary to finance a sustained program 0t food 
imports

Further doubt is cast on the wisdom of 
any strategy based on the continuation of ex
port agriculture, and the import of tood crops,
by the nature of the world market for basic 
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01 grains Temperate-zone food exporters, in 
clear contrast to tropical crop exporters, bene
fit from a highly buoyant market for their 
products. Countries which can export wheat, 
corn, rice, and other grains are dealing in day
to-day necessities, and they can be confident 
that prospective customers do not have sub
stitutes or alternatives readily at hand. More
over, the world market for these crops is 
virtually monopolized by the United States,
Canada, Australia, and Argentina, the great 
wheat exporters who can choose from a host 
of anxious consumer nations in both the de
veloped and developingworlds.They can also 
depend upon asteady and expanding market 
for their goods. Not only are massive import
ers such as China and Russia constantly enter
ing this market to negotiate long-term, high
volume purchase agreements, but there is a 
rapidly increasing demand for food grains 
among middle-income developing countries 
and in Eastern Europe 

The poorer developing nations enter the 
market for food grain only with the greatest
difficulty. They lack adequate reserves of lor
eign exchange, and in any case these are often 
committed in large measure to other vital pur
poses, such as petroleum imports, the financ
ing of foreign debts, and the purchase of raw 
materials for factories. Because the grain-
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needs of African countries often fluctuate 
widely from one year to the next, it is impos
sible to predict import levels over an extended 
period of time. And since African economies 
are typically small in scale, their grain pur
chases do not begin to compare with those of 
the Soviet Union and China. As a result, they 
are compelled to enter what amounts to an in
.ternational grain "spot market." This can be 
disastrous, as it was during the early 1970s 
when the famine-struckcountries of the Sahel 
had to enter the intefnational grain market at a 
moment of critical scarcity, just assoaring pur
chases by the Soviet Union had driven prices 
to record levels. 

It would therefore appear that an un
diluted comparative advantage approach to 
development is a risky strategy at best Dan
ger of "market failure' places many develop
ing countries in a highly vulnerable position,
especially given their weakness in the inter
national market place Inability to provide
basic foodstuffs for the local population is all 
too common a result of government decisions 
which rely heavily on export commodity strat
egies Nevertheless, the basic principle of 
comparative advantage has validity in that 
Africa does possess highly varied resources 
and production factors which, at least poten
tially, would enable a number of countries to 

compete very effectively on world markets. A 
strategy of comparative advantage could have 
considerable utility only if incorporated into a 
broader approach to agricultural develop
ment, one that reflected sensitivity to other 
important political, economic, and environ
mental considerations. 

Environmental Constraints 
In considering the broad framework for 

strategies of agricultural development in 
Africa, atis essential to consider the conti
nent's particular environmental constraints 
Although these have been well explored in a 
number of books,s the relationship between 
envionmental deterioration and agricultural 
stagnation is still too often ignored in the for
mulation of appropriate strategies The task of 
doing so is formidable, for Africa is acontinent 
of micro-environments, with great ecological 
changes often occurring over vecry short distances Such variations make environmentally
conscious agricultural planning extraordinar
ily difficult and complex. Yet the necessity for 
such a strategy is tragically illustrated by the 
fact that the planned introduction of certain 
exogenous crops, and of new agricultural 

indebted to'ndn- Ar odne heliuL mens of Dean 
Freudenherger Jerry Mores, and Antonv Ornie in ihe 
preparation 0t this section. 

'Antoon de mVos, bDenmsaiiti eiiortlewt?aTtiLAfica 
Hague, 1975), Paul Rchards (ad ), irtoe.....iinman DE ii 
Peo;ispcdnnd Pespas (London 1975),and Micht Tnc
donc Thomas and G %W.Whittington (ed,x Err'riniio 
end LandUseotinfic (London, 1969) 

techniques, has already led to ecological disas g| 
ters which, in themselves, make efforts at 
future development even more daunting. 

Underlying the basic difficulties of agri
cultural production in tropical Africa is the 
general fragility of most of the soils. African 
soils vary greatly in depth and initial nutrient 
content, reflecting differing influences of par
ent material, vegetation, and climate. But as a 
general rule, the soil cover of sub-Saharan 
Africa is not readily suitable for ongoing agri
culture. The problem, in anutshell, lies in the 
fact that sandy soils deficient in important ele
ments preponderate over clay and limestone 
soils and there are proportionately fewer 
young, rich alluvial soils than on any other 
continent. The principal exceptions are in
northern Africa, where the Nile flood plain 
and the lowland regions of the western Medi
terranean countries can sustain intensive
agriculture over extended periods Sub-
Saltaran Africa is not so fortunate. Its soils 
tend to be highly wveathered, relatively poor in 
humus, and very susceptible to such,damag
ing processes as erosion and leaching.

To understand the nature of the environ
mental constraints on African agnicultural de
velopment, it is useful to begin by recalling
that the continent was once highly forested,
with arich cover ot trees protecting and nur

"DoeVos, op at , p 20 



turing the soils beneath Under this historical 
condition, insofaras it can be presefitly recon
structed, its tropical soils were rich and fertile. 
For the humus content of the soil-which is of 
vital importance in providing nutrients for 
plant life, and in retaining moisture near the 
surface-was constantly replenished by leaf 
litter from the canopy of trees. Wherever the 
forest cover has been removed, whether 
through natural causes such as fires, or as a 
resultof human habitation, the effect has been 
to set in motion a disastrous cycle of rapid 
ecological deterioration: without a covering 
blanket of trees, the soil no longer benefits 
from the continuous replenishment of its hu
mus content And, since tropical soils have a 
high level of micro-organic activity, the re
sidual humus in the topsoil tends tobe rapidly 
depleted by the process of microbial decay
African tropical soils are so unstable in this re
spect that they can lose their arability almost 
completely in amatterof years. 

Deforestation has other negative conse
quences as well Without a layer of humus 
near the surface, rainfall penetrates rapidly
downwards into the subsoil, leaching the sur
face of many available nutrients, thereby dras
tically diminishing its iutility for agricultural 
purposes. In areas where the previous cover 
consisted of savannah grassland, a compara

ble cycle of decay can be discerned. The rich
ness of these regions was often reflected, in 
the past, in the dark, highly organic texture of 
the surface soils. However, if the natural vege
tation of savannah grasses is removed for 
agricultural or grazing purposes, the soils are 
also exposed in a rapid process of nutrient 
removal by a combination of microbial activ. 
ity and downward leaching due to heavy 
precipitation. 

The tendency for rainfall to penetrate rap
idly downwards often leads to an even more 
serious ecological malaise, because the sub
surface water dissolves the laterite found in 
many African soils. When the water evapo
rates, as between heavy rains, these metal de
posits precipitate out, leading to the formation 
of a stone-like pan beneath the surface of the 
soil. Once underway, this condition is ex
tremely difficult, if not impossible, to reverse. 
Deep ploughing, sometimes suggested as the 
only possible corrective, has not proved to be 
a solution; this action merely brings frag
ments of the encrusted iron pan to the surface 
where they must be laboriously removed by 
hand. Moreover, without a top blotter of leaf 
litter or savannah grasses, the first heavy rains 
merely repeat the cycle Downward pene
tration of water once again sends sub-surface 
metallic deposits into solution, and evapora

1 

tion then recapitulates the formation of the 
sub-surface pan.

Contemporary Ivory Coast furnishes a 
sad example of the ecological and agricultural 
ramifications of the unplanned removal of the 
forest cover." The timber resources of the na
tion's rainforest, once one of the lushest in 
West Africa, are being rapidly dissipated to 
help boost the country's exports. As recently 
as 25 years ago, the Ivory Coast's forests cov
ered approximately 12 million hectares. This 
has now shrunk to about one-third of that 
area, and the pace of felling timber is such that 
little, if any, woodland may remain by the end 
of the century Without the protection of the 
forest canopy, the soils in many southern 
areas have been exposed to severe processes 
of nutrient removal, laterization, and erosion, 
rendering them virtually useless for agricul
tural purposes These vast regions have also 
lost most of their capacity to retain moisture, 
depleting the underground reserves and lead
ing tosevere water shortages Evenmoreomi
nously, these changes have drastically dis
rupted rainfall patterns in the Ivory Coast's 
northern neighbors, Mali and Upper Volta 
[now Burkina Faso]. The contemporary in
tensification of drought conditions in these 
societies is, in part, traceable to the ecologrcal 
disruptions in the Ivory Coast. 

"Howard Schsel, "Forest Cover Bloon,' in The 
Guardrani (London). April29. 1981 
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In the past, traditional patterns of crop- 2 
ping were developed which were adaptive to 
the difficulties of tropical environment.2 For 
example, the forested areas were, in effect,
closed communities where plants and animals 
constantly replenished the nutrients in the 
soil through their death and decay. Successful 
farming required that the canopy of forest and 
bush be continued in some fashion to allow for 
a return of nutrients to the earth. In dried, 
more savannah-like areas, "shifting cultiva
tion" evolved as the major agricultural tech
nique. old fields whose fertility was depleted 
were simply abandoned for varying periods of 
time (up to 20 years) and new ields were 
opened up Shifting cultivation generally df
fered from "crop rotation." whereby ex
tended land-use was sustained by changing
what was planted on a given piece of land 
from one year to the next, although inevitably
both systems tended to overlap in large re
gions of Africa. 

It would be unrealistic to portray tradi
tional agricultural systems as models of pris
tine harmony, but there is considerable reason 
to believe that they did work reasonably well 
when compared with much that has occurred 
since the colonial era Since population densi
ties were low, there was little need for inten
sive cultivation and, therefore, little hardship 

WillainAlan TesitnmilliidmnEdinburgh. 
1965t, ,nd A T. Groe ,nd I I G Klem, Rand Atri. 
(Carnbnde, 197Mq 
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jjinvolved in practicing agricultural methods 
which required farm areas to be left fallow for 
long periods. Perhaps more importantly, low 
population pressure meant that very few com
munities suffered from land scarcity, virtually 
all members of society could be assured of ac
cess to some arable land 

Since land was relatively abundant, tradi
tional methods of agriculture were not ac
companied by the extreme socio-economic 
inequalities that have become commonplace 
today. Class formation, where it did occur, 
was of limited proportions, and there were 
few glaring divisions between landless and 
landed populations This probably meant that 
when calamities of deprivationdidoccur, they 
tended to be the result of natural disasters, 
such as drought or flood, rather than mat
distribution in the economic system Under 
these conditions, deprivation would have 
been more equally shared among all members 
of society 'To the extent that the extensive 
starvation which accompanies contemporary 
food shortages is a result of social structures 
characterized by wide gaps between wealth 
and poverty, this particular aspect of food 
deficits was, in all likelihood, far less common 
then than now' 

European rule contributed to the decay of 
Africa's agriculiural resources in at least two 

"lean Suret-Canale, French ColonrahsminWestAfrica 
(New Yorkedn 1971), Richard W. rranke and Barbara H 
Chaim. SeedsofFonrne Ecological Destrncion andtire Devel
spaint Odeuna niIrthe Wet Afncan sohld ontclair, 1980), 
Robin Parsons and Neil Palerr (dis ), Rout,of Rund Paz
erni rn Centra! and SouthiernAfrica (Berkelev. 1977), and 
CaionBundy, TheRe ani Failoftie SouthAfrnn Pan try 
(London, 1979), 
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distinct ways. One was through the imposi
tion of export requirements which involved 
the introduction of crops and methods efoculti
vation that were not well-suited to the African 
soil base. Cotton, greundnurts, and tobacco 
have proved particularly destructive Their in
troduction necessitated clearing large areas of 
the onginal cover of forest and brush, thereby 
depriving the soil of its principal source of or
ganic replenishment. These three crops are 
also especially damaging in that they tend to 
absorb unusually large quantities of nutrients 
from thL topsoil, thereby contributing to apar
ticularly rapid decline in arability Moreover, 
unlike the original cover of forest, grasses, 
and scrub, these crops are harvested annually, 
apractice that leaves thegrond dbare between 
growing seasons. Stripped of its cover, the 
topsoil is especially susceptible to erosion and 
laterization The cumulative result has been to 
launch an apparently irreversible cycle of de
terioration, and to convert large areas of Africa 
from a humanly suitable milieu to desert or 
semidesert in less than a century's time 

The second effect of European rule was 
mere indirect and had to do with rapid popu
lation growth. The introduction of bioscien
tific medicine eventually led to lower death 
rates and increasing numbers of people. By 
the early decades of this century, there were 

simply more people in the rural areas of much 
of Africa than could be supported by tradi
tional methods of shifting cultivation which 
required that large amounts efland be left un
utilized at any given time. Land areas which 
had been allowed to regenerate during per:
ods of extended fallow, now had to be culti
vated annually with all-too-apparent results 
in terms of declining soil fertility Levels of 
production that could formerly be sustained 
without the need for exogenous supports, 
now required greater and greater amounts of 
fertilizers and other purchased inputs. This 
has had the effect of tying Africa's rural food 
producers ever more closely to the urban cash 
economy, a dependence which can seriously 
exacerbate the problem of food scarcity in the 
countryside 

The growth of population has also meant 
greatly increased pressure on Africa's remain
ing forest reserves. Vast areas have been 
cleared to make way (or agricultural produc
tion, a process which has sometimes occurred 
even where soil fertility and other determi
nants of production are so unfavorable that 
only the most marginal sort of agriculture can 
be sustained. Forested areas are also denuded 
as a result of the insatiable demand for char
coal, still the continent's most common 
cooking fuel and, increasingly, an important 

source of export earnings for certain coun- ID 
tries. The cumulative result of all these pres
sures is that the forest canopy which was once 
a major part of the African geographical envi
ronment, an invaluable ecological resource, 
iay well have been irretrievably lost 

The portentous implication et environ
mental deterioration in Africa is that it rules 
out a return to earlier systems of agricultural 
production as a solution to the ongoing crisis 
of food shortages Not only would these sys
tems be completely incapable of sustaining to
day's levels of population, but they were, in 
any case, dependent upon ecological sources 
of soil replenishment which are no longer part 
of the natural environment An agricultural 
restoration, if it isto occur, will necessarily de
pend upon artiticial methods of providing hu
rnus and nutrients to the soil But the lessons 
which can be drawn from environmental dete
rioration are, nevertheless, too important to 
be overlooked For even the most ag
roscientific approaches to agricultural recov
ery are unlikely to remedy the crisis of food 
shortages in the absence of an ecologically 
conscious response to economic activities 
which continue to damage the environmental 
milieu Under present conditions, it is not at 
all difficult to envision atuture in which agro
scientific programs to rebuild production are 



1| 	 dwarfed by the magnitude of the agricultural 
consequences of envir6nrnental damage Al
ready heavily dependent upon food imports 
from abroad, Africa conveys an unmistakable 
impression ofacontinentmovingeven further 
in that direction 

Food Aid 
The most common response to the prob

lem of food deficits in Africa has been to im
port what is most urgently needed from 
abroad, frequently in the form of food aid. As 
an immediate remedy forcritical emergencies, 
this "solution" cannot be faulted. Even the 
most vocal critics of corruption, waste, and In
efficiency in food-aid programs acknowledge 
that they save lives. If starvation is the result of 
short-term causes, such as drought, war, or 
blight, food aid can provide a breathing space
until more basic remedies can be introduced, 
or until natural recovery occurs-as a result, 
this type of assistance has been virtually im
ne to fundamental criticism. Of course, 

some reforms have been suggested in order to 
improve the delivery of food to the truly 
needy through the elimination of program
ffiatic abuses." This approach can be of groat 
value, especially when the budgets for such 
relief work are under political attack in donor 

"Report ut the Presidential Comnussion on World 
run Wid HwriiigerTheChie 
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countries But it should not be allowed to ob
scure the more basic question; namely, do 
food-aid programs contribute to the persis
tence, or even worsening, of the very prob
lems they are intended to alleviate' 

The issue is enormously complex. For 
food assistance can clearly be of some concrete 
benefit in less-developed countries.Y It can be 
targeted specifically towards the most de
prived and disenfranchised groups within a 
society, and can thus provide a modest safety 
net for the poorest of the poor, asocialstratum 
that has proved maddeningly elusive to a host 
of other governmental and international 
development agencies. Food-aid programs
which provide essential nutrition for such vul
nerable gicups as refugees, women, and chil
dren have an especially compelling moral 
claim to continued support Moreover, they 
can provide tangible resources for other, more 
all-inclusive development projects. Food aid 
may be employed, for example, to encourage
price stabilization and grain storage, develop
ment tasks that are of great importance in 
rural areas which are affected by cyclical in
stability in the availability of food supplies. 
Food aid has sometimes been linked effec
tively to the improvement of rural infrastruc
tures through "food for work" projects which 
employ food recipients as laborers for the con-

Chrnstopher Stevens, Fet Audand Ithe Deveping
WoridFeor Afruan Cir: Stude. (London, 1979), and 5 1
M.aitoil and H singer, "rod Aid lt rviopinSV O 
countries A Sp.r, in World eivlie (O'fod. 
1979),pp. 2-15-47 

struction of roads, irrigation systems, and re
claimed land And, in a context where foreign
assistance is declining in real terms, food aid 
can free scarce governmental resources for 
other social services. 

Nonetheless, serious questions about the 
ultimate impact of food aid remain. As the 
Presidential Commission on World Hunger
noted in its final report: 

At best, there is an inherent contra
diction between food which in
creases the dependency of recipients 
upon donors, and measures to in
crease purchasing power and basic 
food production within developing
countries themselves. . . In some 
cases, food aid undermines the ef
forts of recipient nations to develop a 
more self-reliant base of their own. 
Food aid has also enabled some 
recipient governments to postpone
essential agricultural reforms, to give
low priority to agricultural invest
ment, and to maintain a pricing sys
tem which gives farmers inadequate 
incentives to increase local produc
tion required for greater self-reliance 
in basic foodstuffs. 6 
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Comments such as these have helped dispel 
the mystique of food aid, and have paved the 
way for searching criticisms about its nature 
and impact, as well as the policy motivations 
of the donors. The "Food for Peace" program
of the United States, PL 480, has been the sub
ject of intense scrutiny since it is by far the 
largest single food-aid scheme in the develop-
Ing world and, as such, has provided a model 
for many others. Numerous critics have 

Eointed out, for example, that this program
adisorigins in domestic pressures within

America, especially the need to solve the 
problem of growing domestic food surpluses
by creating foreign markets for grains. Others
have singled out the tendency for food aid to 
be awarded on the basis of political and mili
tary criteria, rather than the needs of the peo

2 'ple themselves.
Food aid has also lent itself to serious 

abuse within the recipient countries 28It has 
provided a source of enrichment for corrupt
elites who somehow manage to spirit awavuan 
appalling amount ot the toed intended for the 
hungry, and who cheat relief organizations by
charging exorbitant sums for transportation 
land storage. Politicians have also taken ad
vantage of assistance programs by demanding
bribes to allow reliet organizations to operate,
by using food reliet as a source of patronage, 

sBetsy iartnann and James Bore. NeedlesstHir
 
lbres fnio , i law(San Francsce, B
r979),
Newman, Grat an v in Subvertineiiiiens iangladesh
rood-for.Work Program." 11in Streetfirinal (New
York). April 20, 1981. and Geoirev Lean. 'Sandal of
UN's rood Aid inArnica." inTheOenvrjLondoin), june
17, 1979 
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I[ 	 and by threatening to withhold food relief 
from potentially disaffected groups More
over, food-for-work projects are clearly of 
much greater benefit to well-to-do land
owners-whose holdings increase substan
hally in value from infrastructural improve
ments-than to landless and destitute 
families Indeed, food-relief programs have 
been subject to such a wide variety of forms of 
corruption that they have helped to widen the 
gap between rich and poor in virtually every 
country in which they operate 

The most serious criticisms of food assist
ance, however,focuson its tendencytoactasa 
long-term disincentive for local agricultural 
production 29 Most of what is imported is dis
tributed through the national marketing net
work, and so often competes directly with lo
cally produced foodstuffs. As a result, in 
country after country, the availability of con
cessionallY priced food from abroadhas fun
damentally undermined the price structure of 
locally produced food items, and has contrib
uted to the further decline of agricultural 
economies already buffeted by drought, input 
shortages, and political disruptions The aid 
administrators have been chronically unable 
to remedy this problem Motivated by the 
need to make food available as quickly as pos
sible to needy persons, often under extremely 

"Lean. loc cit Alan Riding, "US Food Aid Seen 
HIurIng Gnaenala," auNov YrA Timns. November 6,
1977,and Tony Jackson."Statement Before the Commit
tee on Development and Cooperation of the European 
Parhmrtt"Brussels, Apnril, 1980 
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difficult conditions, they have not had the 
opportunity or the authority to introduce 
methods of distribution that would conserve 
the economic basis of local agriculture Even 
such targeted programs as food-for-work and 
maternal-child care are now generally ac
knowledged to have a measurable disincen
tive effect on local agricultural production.

As a result, some peasant farmers have 
actually been driven off the land by this kind 
of external assistance. Marginal agricul
turalists who might otherwise have been able 
to survive economically have, on occasion, 
been unable to compete in the marketplace 
with heavily subsidized wheat or rice, Driven 
from their plots by cheap foreign grains, as 
well as by the conditions which in uced the 
initial shortages, such farmers have fre
quently been compelled to ;oin the ranks of 
those who depend for their survival upon
food assistance.In this way, food aid can set 
up a permanent cycle of deterioration, It can 
increase the number of dependent persons by
diminishing the market for locally produced 
goods, it can result in the establishment of a 
price structure which makes it difficult, if not 
impossible, for peasant producers to recover 
economically; and it can compete directly
against the donor capital that is needed to im
prove transportation and storage. These ten-
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denres may help explain why so many food
assistance programs which were initially
intended only to provide short-ter emnter
gency relief have become almost indelible fea
tures of the rural economic landscape 

An equally serious long-term issue is the 
destruction of initiativeatthelocal level. Peas
ants who are economically exploited by cor
rupt food-aid administrators, or who are 
victimized when assistance programs are 
manipulated for political purposes, are hardly 
likely to emerge as eager participants when 
called upon to involve themselves in develop
ment projects for economic reconstruction. 
Food aid has also been observed to generate a 
mentality of dependence. A report on an agro
forestry project in Upper Volta [Burkina Faso] 
graphcally depicts this problem. 

So extensively has thisfood aid men
tality permeated the way of life, that 
rather than act as an incentive to
community improvement, food aid 
has the opposite effect Itis an assur
ance that despite bad labor practices 
that lead to eroded and exhausted 
soil and marginalharvests, there il 
be food to eat, there will be food aid 
Food aid is an argument against the 

- -- -a 

idea that land reclamation and sound 0 
agricultural practices are necessary 30 

It is nearly impossible to discredit the argu
ments of those who feel that food aid is an
 
unfortunate part of an international system of
 
dependence that casts Africa in the rule of a
 
continent of begging bowls.d 

In the final analysis, food aid is not a solu
tion for human misery and malnutrition in 
Africa. It is essentially a dead-end approach, 
an entry into a morass of complexities from 
which there is no apparentexit. Rather than 
being easily administered-enjoying local po
litical support and targeted towards specific 
recipient populations-food-aid programs
have become bureaucratic and political night
mares for both planners and project adminis
trators. The ease with which such assistance 
can be dissipatedorspoiledmakes torstresses 
and strains in the body politic that are endur
ing and difficult to locate-when someone 
cares to try. And far from alleviating the mis
ery of hunger the net result may be to con
tribute to its continuation As a short-term 
necessity in situations of dire emergency, food 
aidmay well be the only answer;as a strategy 
for agrcultural development it is no solution 
at all. 

9 
October 1980 descrIption of the Churmh-lunded 
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The ultimate irony of food-assistance pro
grams, however, may well lie in the fact that 
there are often adequate local foodstuffs avail
able in other districts of the recipient country. 
These are typically prevented from reaching 
needy areas by a lack of administrative capac
ity, and by inadequacies in infrastructure and 
marketing mechanisms If the resources and 
human energies allotted to food aid programs 
could be channeled towards improving the 
country's own systems of economic manage
ment, transportation, storage, and distribu
tion, this would undoubtedly do more to alle
viate hunger on a long-term basis than any 
quantity of external food assistance. 

Conclusion 

It is clear that no single theoretical per
spective adequately explains the decline of 
food production in Africa, and that there is no 
single policy which is likely to resolve it. The 
morass of historical, environmental, and eco
nomic factors is so complex as to render the 
efficacy of any solution problematic. Under
development theory, for example, is helpful in 
analyzing the impact of colonialism and the 
international economic system on Africa, but 
it falls tar short of suggesting workable solu
tions The alternatives it presents presuppose 

massiye and radical changes not only in 
Africa, but in the West as well. Since theorists 
of underdevelopment tend to believe that the 
impoverishment of the less-developed world 
will continue so long as capitalism d6termines 
the international market behavior of western 
nations, they tend to remain aloof from dis
cussions of specific projects and policy reme
dies. For all of its complex historical analysis, 
then, the theory of underdevelopment in its 
raw form reduces to an almost absurdly sim
ple policy prescription: end global capitalism. 

Much the samecan be said of the doctrine 
of comparative advantage. Since those who 
hold this position tend to explain any short
ages-including food deficits-in terms of 
governmental interference with the operation 
of free-market forces, the solution they pre
scribe tends towards an equally simple, and 
equally unworkable, remedy: eliminate state
imposed barriers to the operation of the mar
ket Theorists of both underdevelopment and 
comparative advantage share a disquieting
trait in common: they tend to treat evidence of 
the failure of their strategy as proof of the 
need for ever greater applications. Thus, in 
the former, the remedy for failure of socialism 
becomes-apply more socialism Just as, in 
the latter, the solution for the failure of free

market approaches becomes-free the market 
further 

Both of these approaches tend to be 
equally insensitive to Africa's immense envi
ronmental problems. Workable strategies of 
agricultural development should take into ac
count the highly delicate and already badly
disrupted state of the ecological basis of Afri
canagriculture. This would entail working out 
an extremely difficult balance between the re
tention of those traditional agricultural sys
tems which can be defended on environ
mental grounds, and the introduction of 
modern agricultural ractices which would be 
more responsive to te growing food require
ments of rapidly increasing populations. On a 
continent where about one-half of the land can 
be classified as arid or semiarid, the introduc
tion of annual crops can be disastrous. Yet 
socialist and free-market oriented agricultural 
planners alike all too often see the remedy for 
Africa's food deficits in terms of the creation of 
large-scale, capital-intensive farms. 

Additionally, western aid programs have 
often run counter to the needs of African peas
ants, and have thus inhibited rather than 
encouraged greater local food production. 
Government-to-governiment assistanceruns a 
very great risk of supporting corrupt and 
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venal regimes and, to this degree, can be held R] 
partly accountable for the growing mood of 
cynicism and disillusionment with African 
leaders. This mood has been well expressed 
by the Chanaian novelist Ayi Kwei Armah: 

How long will Africa be cursed with
 
its leaders7 There were men dying

from the loss of hope,, and others
 
were finding gaudy ways to enjoy
 
power they did not have. We were
 
ready here for big and beautiful
 
things, but what we had was our own
 
black men hugging new paunches

scrambling to ask the white man to
 
welcome them onto our backs. These
 
men who were to lead us out of our
 
despair, they came like men already
 
grown tat and cynical with the eating

of centuries of power they had never
 
struggled for, old before they had
 
ever been born into power, and ready

only for the grave I 

Yet so long as external assistance is given on a 
government-to-government basis, it is almost 
impossible to conceive of an aid project which 
would bypass an entrenched regime to deal 
with the agricultural needs of food producers 
at the local level. 

"Avt Kw, Arnah, TheBeaitujd OnesAre \0 YI Born 
(New York edn 1969),p 79. 
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* This article has; examined four ap
proaches to Africa's food deficits. Combining 
their positive features we would suggest a 
series of critically important reforms which 
can best be understood as broad guidelines for 
future agricultural development in Africa. 
These might includeo 

(1) Genuine empowerment of the peas
antry in order to enable rurl producers to af
fect the political process, the character of the 
marketplace, and the administration and im
plementtion of foreign aid. This would be 
essential in preventing their exploitation by 
political elites, and in reversing national poli
cies which subordinate peasant needs to the 
interests of the urban privileged. It could be 
facilitated by links with trade unions and 
rural-basd cooperatives. One of the most im
portant problems confronting peasant move
ments in Africa is to overcome rural-urban 
conflicts over food policies. The realization of 
power by the peasantry would assist in the 
creation of effective channels of communica
tion with government agencies, and with 
organizations representing the interests of 
urban-based social classes. 

(2) Land-tenu policies which prevent 
"the sharks eating the fishes' and which, 

thereby, preserv the positive features of 
small-scale peasant agriculture. The short
comings of both socialist and free-market 
strategies ar instructive on this int. The 
efforts of governments to create colective ag
riculture have not only led to the coercion and 
brutalization of the peasantry, but to a sharp 
downward spiral in a cultural production
Large-scale agriculturl projects promoted by
capitalist interests have also done more harm 
than good by creating mansIve numbers of 
landless and unemployed persons. Small
holder schemes sustained, in pa by gover
mental limitations on land acquisition and 
support for agricultural improvements, show 
great promise in avoiding both these pitfalls. 

(3) Freer access to commodity markets 
through bypassing the large firms which pres
ently dominate the international marketplace 
in Africa's major export products. Without 
this major external change, internal reforms 
that lead to greater security of land tenure and 
increased peasant participation will lose much 
of their long-term effectiveness. The theory of 
comparative advantage has much positive 
merit for developing countries in Africa, but 
even a carefully planned emphasis on export 
crops will continue to be disastrous unless 

m m 

the at real pr ects of improved price
levels for these procts. The paramount Ob
jective of this reform would be to avoid the 

extremes of autarky and dependence in inter
national markets, and to generate new and 
more equitable modalities for trade, transfer 
of technology, and investment. 

(4) Agricultural policies that are more 
fully influenced by sensitivity to environ
mental constraints. Far toot much of the plan
ning for African agriculturethas Separated en
virionmental from developmental issues. The 

result has been agricultural oicies which
devastate the land and drasticaldiminish its 

value as an economic resource for future gen
erations. The measurements of economic out
put should be revised to incorporate such cri
teria as long-ean sustainability This might be 
expected to lead to a fundamental reappraisal 
of the value of such crops as grounditso cot
ton, and tobacco, as well as agricultural 
projects which include a much greater empha
sis on reforestation. 

Reordering paradigms and practices will 
be a formidable task. Yet the compelling real
ty of Africa's increasing food deficits requires 
nothing less than fundamental changes i n 
these areas. To the extent that previous POTi 
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cies have failed to alleviate the severe shortages, a continuation of existing practies, 
seemns an exercise in futility. Models of agricul

tural reform which do not take these guide
lines into account offer only the prospect of an 
ever-deepening crisis. 

l 
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FOOD DEFICITS IN SUB-SAHARAN AFRICA: IM
 

THE SITUATION IN 1984 
STEPHEN K. COMMINS* 

The serious agricultural problems de
scribed in the preceding article have combined 
with widespread drought, global recession 
and domestic, political and economic failures 
to create famine conditions of unprecedented 
proportions in sub-Saharan Africa. Human 
misery and suffering from hunger and 
hunger-related disease are now prevalent 
in sub-Saharan Africa. According to the 
UN Food and Agriculture Organization, 27 
countries are now experiencing severe food 
shortages.' 

The Overseas Development Council, in a 
recent issue of Policy Focus, reports that "more 
than twenty million Africans are at risk of 
death from starvation."Z This crisis will require 
a continuing response from the international 
community. However, food shortages and 
food policies in Africa must be considered in a 
long-term context. Without radical changes in 

'The author wishes to thank lohn DIStIanio, Aincan 
Studies Center. UCLA; Lorette Picano-ianson. Bread 
for the worid; Sarn Harris RESULTS. and Debra Rein. 
The Hunger Proect. or assistance with thi paper 

'Food and Agriculture Organization of the United 
Nations and UNIFAO Wtrld Food Programme. Food 
and Agriculture Situation in Adican Countries Atiected 
by Calarnuies in 19834." Sitation Rport .l i(Rome, 
May 31,1984). Also, Nicholas Rayonmd. Atrnca Crisis 
Goes Om" FAO at Met Food and Agnculture Organs. 
zation .1 the United Nations. Wash1ngton, DC. loty-
August 1984. 
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the immediate future, Africa's agricultural 
production will not improve significantly, 
even in years of "normal" rainfall. 

Prescription for Change
Some of the key policy issues that need to 

be addressed in order to prevent future fam
ines in Africa and to ensure just and sustain
able agricultural development in the years
ahead include: 

1. Establishing programs that have wide
spread participation both in planning and 
in distribution of benefits; 
2. Ensuring that programs incorporate 
the knowledge of local farmers; 
3. Eliminating dependence upon out
side aid by establishing self-supporting
enterprises; 

'Gary alker and Frank Balince Ir Ihe tw%,,1 
Development Cuntal. ifrk a fDeelopmentro,
Looking Beind ithnun. JuIanom P..u Justi. 
her 3. p. I 
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4. Including women in key roles within 
agricultural training, credit and leader
ship programs; 
5 Cutting "aid" programs that are based 
on narrowly defined "security" and 
"strategic" interests, 
6. Exploring the establishment of food 
reserves in Africa that do not create aper
manent famine mentality. 

This paper will illustrate some of these 
points and identify the continuing problems 
that prevent most African countries from 
achieving food security, It will note also short
and long-term policy responses that could 
lessen the threat of famine and malnutrition in 
the future. 

(It should be noted that general informa
tion on African agricultural problems cannot, 
in a short paper, reveal the extraordinary di
versity that exists within agricultural econo
mies in Africa. Beyond the immediate drought 
situation, this diversity means that progress, 
decline and stagnation will all occur at the 
same time within a given country, as well as 
between countries. This diversity needs to be 
kept in mind when considering sub-Saharan 
Africa overall.) 

'jack Shepherd. "Drought of the Century," Atlanti 
MonthluApril 1984.pp 36-40, Siation ReportNo. 

"'Southern Africa's Drought Nature's Curse. Man's 
Folly" The Econueisi. February 11,1984.p 70. 

Drought-1984 
The spread of the drought is unprece

dented.3 South Africa and Zimbabwe, both of 
which are normally grain exporting countries, 
have experienced serious deficits this year 
South Africa exported four million tons of 
grain in 1982 In 1984 it expects to import over 
one million tons.4 Because of the structure of 
the apartheid system this food will not be 
available in the "homelands," which means 
that malnutrition and hunger among rural 
blacks will rise above their already high 
levels.5 

West African coastal states, which were 
spared some of the worst ravages of the Sahe
lIan famine, have not been so fortunate this 
time. The Ivory Coast, while able to provide 
food for domestic needs, has lost most 
of its primary energy source-hydroelectric 
power.6 Ghana has been hit by forest fires that 
have worsened drought conditions. In addi
tion, it lacks the foreign exchange necessary to 
purchase the parts and fuel to deliver food 

7
assistance. 

In East Africa the drought has afflicted 
areas of Kenya that normally receive adequate 
rainfall Around Mt Kenya itself, an area of 
high food and export-crop production, the 
spring rains were poor; some have described 

'ihe Second Carnegie inquiry into Poverty and De
velopmient in Southern Africa, April 13-19, 1984, Univer 
sat ot Cape Town. South Africa (Carnegie Corporation. 
New York, to bepubibshed) 

*Ale Rondos, "How Serious i, Arica's rood Crisis " 
CSIS Aloca Niles, Georgetown Universin Washington 
DC,january26,1984 

'Ibid 

the drought there as the worst in fifty years.' 
In neighboring Tanzania, where the economy 
is much weaker than Kenya's, the government 
lacks the resources to meet needs in the inte
rior. One correspondent wrote recently of a 
village in the interior of Tanzania. "Between 
here and two hundred miles south, there is 
not one village with a maize harvest. There is 
no food, no reserves, no seeds, and no neigh
boring villages to rely on for help. The amount 
of food needed to prevent starvation issimply 
staggering."9 

One of the most seriously affected coun
tries is Mozambique, where it is estimated that 
a hundred thousand people died in 1983 and 
many thousands more have perished in 1984. 
Widespread drought has devastated parts of 
the country Other regions of Mozambique,
which were still able to produce tood, were 
recently hit by acyclone which damaged the 
crops 10 

Additionally, guerrilla groups supported 
by South Africa have made the delivery of re
lief supplies dangerous in part of the interior. 
Thousands of Mozambicans have fled into 
Zimbabwe, which has its own drought prob
lems and shortages Nonetheless, the Zim
babweans have attempted to help their neigh
bors. Camps that offer food for Mozambican 

Alan Cowell. "Drought Spreads to Kent, Stirring
Fear of a rood Crisis, 'The New YorkTimes. Jus 16, 1984, 
p Al 

"Letter irom a Roman Catholic priest in Tanzania to 
the Societ1 Aforcan Missions, Spring 1984 

'Siatrion ReportM> 5,Anne, 1,p 3 

refugees exist in both Zimbabwe and Mo
zambique, but deliveries in Mozambique are 
not always assured. Food aid has been slow in 
moving from the West and is virtually non
existent from Eastern bloc countries n 

A situation that is even more grim exists 
in Ethiopia, where drought has combined 
with widespread regional conflicts to hamper 
food production as well as food relief. Ethi
opia's government faces armed regional and 
ethnic movements in Eritrea, Tigre, Ogaden 
and other areas, along with serious drought
In areas where there is armed resistance to 
government authority, disputes have erupted
between the national government and relief 
agencies over distribution of relief. Doubting
the government's control of many drought 
areas, some organizations have wanted to 
send aid through opposition groups. The Ethi
opian government, however, has condemned 
this approach as undercutting its authority In 
addition, charges have been made that food 
aid has been diverted to feed troops, and some 
critics have claimed that the U.S. has been 
slow in providing aid to aMarxist government
that is openly allied with the Soviet Union.12 

The arguments continue So does the famine 

"TheEconist. February Il, 1984,p 70 
"CBS Network Eenng News, August 2, 1984See 

also "Politics Hmderq Food Aid to Swtraag People in 
Ethiopia," Tie Chniman Siue lioer, Jul% 20, 1984. 
pp 1,30 
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J Additional Factors 
While drought is the primary visible 

cause of the present famine situation, Africa's 
economic stagnation, weakness in the exter
nal international economy and agricultural 
malaise are all part of its vulnerability to star
vation. Several famine studies have shown, in 
fact, that food shortages alone do not explain 
starvation " 

The preceding article notes that a long
standing debate has existed concerning the 
validity of different approaches to economic 
development in Africa. A similar debate is 
now taking place between those who see 
present problems as primarily internal to the 
continent and those who see them as primar
ily external. This debate is not a refined aca
demic exercise, it reflects in part the vested 
interests of different countries and the power 
relationships between and within developed 
and developing nations." 

Policy: Internal Issues 
In most African countries, urban resi

dents wield more political clout than farmers. 
The most serious internal policy question con
cerning economic development relates to the 
low prices offered producers for domestic 

uAmartya Sen, Poverty and Farnines(New York, 1981). 
"M Peter McPherson, "Hope for Africa," The Chns. 

hanScience Monrtor, May 30, 1984, p 12 See also John W 
Sewell, "Afrian Dilemma and American Response." The 
Chrstran Sciren.iMoro, May16,1984, p 14 
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food production in order to ensure inexpen
sive food for urban dwellers. Critics claim that 
these low prices are a disincentive to food pro
duction, and thus a factor in undermining the 
continent's agriculture.is 

A further internal problem is the con
tinuation of regional conflicts between differ
ent national groups, which increases the 
number of refugees, damages economies and 
hampers food production. 

External Issues 
Regardless of the internal policies 

adopted by African governments, they are 
constrained by a host of factors beyond their 
control. The global recession has cut demand 
for the commodities produced by African 
countries and thus lowered national revenues. 
High interest rates in the United States have 
increased service charges on the debt owed by 
Afrcancountries,andthestrengthoftheU S. 
dollar has resulted in oil imports becoming 
more expensive over the past few years Gen
erally, African economies remain tied to one or 

. two export items for most of their foreign ex
change earnings Foi example, African coffee
producing nations may produce bumper 
crops, partially through offering good pnces 

"Interfaith Action for Economic justice. "Africa's 
Development Cisis," Policy Notes, 84-12, March 23, 1984 

to farmers; yet their earnings may drop when 
global prices decline due to large harvests in 
Latin America. Other commodity producers 
are similarly vulnerable' 

Environmental Issues 
Sustainable agricultural systems that 

would enhance both immediate food produc
tion and long-term ecological stability are an 
immediate priority. Little has been done in the 
past few years to reverse the trends of detor
estation and desertification that take land out 
of production. Policy makers do not have ac
cess to research that incorporates the knowl
edge that African farmers have about their 
own environment, in part because coordi
nation and funding are lacking. Investment in 
new forms of sustainable production is rela
tively small. Without significant changes in 
production techniques, increased population 
and continued soil loss will further undermine 
food security efforts. 

Development programs need to be rede
signed to include elements that are missing 
currently, such as local experience with soils 
and climate, and knowledge of labor demands 
for various crops and the impact that these 
crops have on soil resources. African farmers' 

""African Dilemma and American Response 

"Agency for International Development. "PL 480 
Title II, FY 1984 Budget. Approsed Airican Emergency
Programs." AIDFVA FFIPOD. August iS, 1984, Doei 
No 0029N, pp.15-17. 

organizations, if empowered, could provide 
much of this knowledge. Continuation of top' 
down programs of development, no matter 
how informed by past experiences, will repeat 
the socially and ecologically disastrous results 
of many past efforts. 

Current U.S. Aid 
The U.S , like all other developed and de

veloping countries, does not have a quick or 
easy solution for the problems of development 
in Africa Old ideas of the U.S. "feeding the 
world" or transferring temperate-zone agri
cultural technology to the African continent 
are gradually being replaced 

The U.S response to the current emer
gency has been limited Emergency tood aid 
of5170 million has been appropriated forfiscal 
year 1984. Private voluntary organizations 
and some members of Congress have pro
vided much of the stimulus to get the bills for 
appropriations introduced and passed " 

The U.S. aid package lacks adequate 
funds for transport costs Thus, not all of the 
food aid is guaranteed deliverv n Little has 
been done to supplement future budgets with 
increased support for necessary recon

'"Some ot the groups and md duals are-'iBread tor 
the World, Catholic Relief Sr ices Center tor Develop' 
ment 11oiiY, Intnrtaith ion tor E'tOnOMiiirc rnl se 
tors Rudy Iloh'sh it and [ohn Danr,'rih liReretenaiu s 
Thomas DaWchl.luhen Don B ron Dorgan Wd1iian 
Cray, Matthew Millugn and Ted lei, 

"Arthur Snon, 'ramine Relie '" The. Chrminun 
Scue"ccA..on.torw fne 1. 1984. p 14 
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5i strucaon and new plantings following the 
disastrous harvests of recent years."o 

United States aid to Africa for the past 
year amounted to $11 billion. Of this, $257 
million was given as PL 480 assistance, $496 
million was in the form of military or strategic 
aid and $350 million was for development
assistance.2' The proportion of foreign assis
tance going to military and strategic aid 
has increased in each of the past four years,
compared with support for development 
programs.' 2 Funding for such programs as 
the International Fund for Agncultural Devel
opment, which provides assistance to small 
farmers, has not kept up with either the need 
orprevious U.S promises "The level of fund
ing for UNICEF, one of the most cost-effective 
and valuable international programs, has 
been threatened With major cuts by the Ad
ministration for the past several years.2 

The Challenge Before Us 
The African famine challenges the 

present direction and priorities of aid pro
grams. Changes in aid priorities are needed, 

- as isan evaluation of the impact of the-aid and 
the results of aid programs. The points made 
at the beginning of this article provide astart
ing place for change. Proclamations made by 

""Status Report on Africa lmergencyand Bread for
the Wrid Aclon," Bread for the World, Juiv 1984. 

U S Deparitmen of State. AtCILaBureau, EL..noii 
PolicyServce Docnot, February 9,1984 

United States, House of Representaine, Commit. 
teeon Foreign Atfairs, Subcoaritteeon internaional5e. 
cunty and Scieniic Affairs, Heanags Firein Asence 
LeIrFidin1annrrriar 1985,Po2.98th Cong . 2nd ess 
23February 1984.p. 113. inhrrarith Aconn ror Economic 
lastie. "Human Needs and wirid Security Bal," APida 
Note>,t4-4. February 3. 1984 

governments concerning a commitment to 
work against hunger are common, but actions 
for eliminating hunger and poverty remain 
difficult to implement. Challengingand ques
tioning existing institutions and policies is a 
task of great importance which must be un
dertaken in partnership with the people of Af
rica in order to remove the obstacles that pre 
vent communities from feeding themselves. 
Those concerned about hunger need to be 
willing to question assumptions about why
hunger exists and about what agrcultural pol
icies should be adopted for the future. 

More specifically, people in developed
countries can work toward ending hunger by
supporting nongovernmental organizations 
that promote just, sustainable and partici
patory development. They can work to alter 
government policies that perpetuate hunger,
and they can uphold government policies that 
help to alleviate hunger. 

Conclusion 
This year marks the tenth anniversary of 

the World Food Conference which was held, 
in part, as aresponse to famines in the Sahel, 
Ethiopia and Bangladesh. 2 s It is an anniver
sary that is marked by irony. Global per capita
food production is up from ten years ago. New 

"George Dorse, "Some UN Ageriie Are inds-. 
pensabie" The Chrsiran Sence rrto rbrua. iN, 
1984,p 16 

''Mary Ruih, Harbrs, "New Hope or the World's 
Children," Breadfor the Word Bidroriniad PaperNo 73, 
April 1984,p. 2. 

"Iniertaith AtiionforEconomLJustle "brd Food 
Conference A Tenth Anniversary Appraisal," laiter, 
Ma, 1984 

forms of alleviating malnutrition and pre
venting unnecessary death, such as oral a] 
rehydration therapy, are now available 

Increasingly, efforts are being made in Af
rican countries to create national food strate
gies that will reverse the decline in agriculture
in many of their economies. There are many
promises of breakthroughs in food production
and new agricultural techniques" 

The African famine, however, is a re
minder of how fragile all these gains have 
been. The consequencesof the failures of Afri
can governments and the international com
munity are being borne by the victims of 
hunger, disease and starvation. Africa's agri
cultural malaise and severe food shortages are 
a challenge to present structures of aid, trade 
and agricultural development policies 

The possibility of eliminating food short
ages exists, but major changes will be re
quired. Without such changes, the struc
tures of poverty will make another famine 
unavoidable 

tVorld Food Counal, "Summary of Conclustons 
and Recomondanns"incThReporta tithellodd Food 
Council it the Tenih Session, June 11-1, 1984. Addis 
Ababa, Ethiopia to be published). 
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2 ABOUT THE HUNGER PROJECT 

Established in 1977, The Hunger Project's sive overview of the facts of world hunger. The Hunger ProjectPapers-was inaugurated in 
purpose is to generate aglobal context of indi- More than 400 highly trained volunteers in six May 1984. These occasional papers present

vidual will and commitment for ending hun- countries have been certified to lead this four- technicallprofessional analyses of subjects re
ger on our planet by the end of the century As hour educational presentation. Since its in- lated to ending hunger and are circulated to
 
of August 1984, more than 3,000,000 individu- ception inJanuary 1982, the Briefing has been more than 10,000 people.
 
als living in 138 countries had publicly de- presented to more than 160,000 individuals in
 
cared their commitment to the end of hunger North America and Western Europe.
 
by enrolling themselves in The Hunger The Hunger Project also publishes a
 
Project. range of educational materials about the per-
 For more information on The Hunger 

sistence of hunger and the work to eradicate it Project write or call our offices in:The Hunger Project is currently active in
 
twenty countries: Australia, Austrna, Belize, that has already been done.
 

United States Britosh Islks Swedan WestGermanythe British Isles, Canada, Denmark, India, The Hunger Project newspaper, A Shff in The Hunger Project The Hunger Prolev Hunger Projeket Das I lunger ProjektIreland, Israel, Jamaica, Japan, Mexico, the the Wind, is the world's largest-circulation pub 2015 Steiner Street 77Cromnell Road Bos 16249 Georgenstr 61
Netherlands, New Zealand, Nigena, South lication on the subject of hunger. Each issue is San Franisco. CA London SW7 5BN S-103 23Stockholm D-8000 Munchen 40 
Africa, Sweden, Switzerland, the United distributed to more than 1.5 million house- 94115 01-373-9003 08-113040 89-271-5367 
States and West Germany. holds throughout the world, as well as to more 415-346-6100 

The Hunger Project informs and educates than 20,000 key individuals in the media and Canada India 
Le Proet Fam The Hunger Projectpeople throughout the world about the persis- in the diplomatic, business, political and aca- CP94 laa)Bhawan. 2nd Fl The Hunger Prolect I also ,lCtive through it* Volun

tence of hunger and starvation in a way that demic communities Placed'armes Jamnalal BalajMrg teernetwork in the rolloving Lounnes 
supports them in participating effectively in World Development Forum, a twice- Montreal, Quebec 226 Narman Pomt Australia jamal a 
its solution. monthly newsletter ot facts, trends and opin- 514-287-1997 Bomba 400 021 Austria Japan

22-202-36-26One of The Hunger Project's educational ion in international development, is distrib- BeLIe Mexico 
The Hunger Project Denmark Netherlandsprograms is the Ending Hunger Briefing Cre- uted to more than 10,000 policy and opinion 
1650 West 8th Avenue France New Zealandated by ateam of experts in the field of devel- leaders in many countries of the world. Vancouver, BC V6) 1V4 Ireland Nigeria

opment, the Briefing presents a comprehen- The newest Hunger Project publication- 604-734-4233 Israel SwiLterland 
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Session Title: Measuring Impacts of Government Date: Thursday, June 5 
Marketing Interventions 

Lead Instructor: Fletcher Session 1: 3b 
Co-Trainer(s): Time: 2:00-3:30 pm 

OBJECTIVE(S): At the end of this session participants will be able to:
 

o Estimate the domestic terms of trade, measures of protection and comparative 
advantage. 

o Evaluate the usefulness of these measures for policy decision-making.
 

ABSTRACT:
 

o Domestic Terms of Trade:
 
* Identify policies that influence the terms of trade 
* Implications for agricultural growth and income 

o Measures of Protection - Nominal and Effective Rates of Protection: 
* Data needs for calculation 
* Role of border and accounting prices 
* Interpretation and utilization 

o Measures of Comparative Advantage: 
* Net social benefit 
* Domestic resource costs 

READINGS: Required/Optional
 

o Fletcher, Lehman, "Evaluating Effects of Government Policies 
on Producers, Marketing Agencies and Consumers," 1986. X / 



Evaluating Effects of Government Policies 
on Producers, Marketing Agencies, and Consumers 

L. Fletcher
 
6 June, 1986
 

Revenues Costs Producer Marketing Consumer
 
Tradeable Domestic Profits Margins Expenditures 

Inputs Factor 
Inputs 

Market Prices A B C D M P 

Social Prices . E F G H N Q 

Policy Impacts I J K L 0 R 

The first step is to obtain detailed input requirements for all of the 
products to be analyzed. It is convenient to organize these input data 
using an input-output tableau and expressing input use requirements and 
yields on a per hectare basis. Input requirements for the same product 
can be obtained for different sizes of producers, different techniques 
of production, and different locations. The most important point is to 
estimate physical quantities and not costs. 

The next step in assessing the effect of current government policies 
will be to compare revenues and costs with existing market prices to 
those based on social prices and derive implications for incentive or 
disincentive effects and inefficiency in resource allocation. The 
framework for this efficiency analysis is given in the table above. The 
table consists of six columns and three rows. The first four columns 
pertain to producers, the fifth to marketing agencies, and the sixth to 
consumers. 

The producer submatrix involves two important accounting-relation
ships. The first is the definition of profitability of production of a 
given product as measured by the difference between revenues and costs, 
based on per-hectare technical input-output coefficients (-and for a 
base year). Private profitability is calculated by subtracting the 
costs of domestic factors and tradeable inputs at actual market prices 
from the market value of output (farm-gate). The results reveal what 
production incentives are available to producers under existing market 
conditions and policy actions. 

The second basic accounting relationship in the production submatrix 
is that the differences in column entries measure the overall effects of 
government intervention policies. The key to this relationship is the 
use of social prices in calculating revenues and costs in the second row 
of the matrix. These social prices are based on border prices for 
tradeable products and inputs and opportunity costs for domestic factors 
and nontradeables. 
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The column differences are an indication of the overall effects 
of government policies. Any difference between A and E is caused by 
some combination of trade restrictions, price controls, taxes, sub
sidies, or exchange rate controls. If A is less than E, producers 
are forced to accept lower than farm-gate border prices; the gov- m 
ernment is taxing producers implicitly in the amount equal to E-A. 
If B is less than F, producers are receiving input subsidies equal 
to F-B. If G is less than C, which might result, for example, from 
wages exceeding the social opportunity cost of labor, incentives for 
domestic production are diminished. The net impact of all the 
policies on production incentives/disincentives is given by H-D=L. 

Social profitability defined in this way is closely related to 
comparative advantage. If production is socially profitable, it is 
efficient for a country to use domestic factors to generate (or save) m 
foreign exchange. If production is efficient, E-F-G will be positive 
and production will have a comparative advantage (net economic 
benefit).
 

To compare products, types of producer and locations, ratios are 
commonly used. The three possibilities for analysis are: 

1. Nominal protection coefficients = NPC = A/E 

2. Effective protection coefficients = EPC = (A-B) / (E-F) 

3. Domestic resource cost coefficients = DRC = G/ (E-F) 

Nominal protection coefficients (NPCs) measure distortions based 
on border proces and domestic prices for the product concerned. They 
are defined as:
 

NPC = 	 Pd
 
Pb Ex
 

where 	Pd = domestic market price 

Pb = border price 

Ex = exchange rate 

Effective protection coefficients (EPCs) take into account the 
impacts of trade policies on purchased inputs used in a product. They 
measure trade-related distortions in the pricing of value-added in 
domestic production. To the extent that purchased inputs are a U 
significant proportion of value-added, EPCs are a more satisfactory 
indicator of distortions than NPCs. An EPC greater than one in
dicates that the product is receiving a net positive incentive from 
the combination of policies affecting the prices of the product and 
purchased inputs used in its production. 

The main issue is that the net result of interventions is often 
to hold producer prices below those that would exist if domestic 
orices were in line with world prices. As a consequence, the 
domestic production of all tradeables (exports and inports) is 
penalized. Currency overvaluation causes prices of imported agricul
tural products which compete with local productions to be cheaper 
in domestic currency than they would be with no overvaluation. I 
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Overvaluation also reduces the domestic profitability of production 
of agricultural exports. This situation generally arises when import 
substitution policies involve protection of domestic manufacturing 
through high tariffs and quantitative restrictions. It also results 
from a government's emphasis on providing inexpensive food to urban 
consumers. If domestic production of importables is not protected 
from cheapened imports and production of exportables compensated for 
the tax of overvaluation, internal terms of trade evolve against the 
agricultural sector. The distortion in the structure of prices may 
be worsened if prices for some food products are set at low levels 
to reduce the fiscal costs of providing subsidized food to consumers. 
Income is transferred out of agriculture to other sectors and-pro-
auction incentives are diminished as a result. 

The domestic resource cost ratio (DRC) is the ratio of domestic 
factor costs in social prices (G) to value-added in social prices. 
The latter is given as revenue less the cost of tradeable inputs 
(E-F). This ratio measures the opportunity costs of using domestic 
factors in production, which is an indicator of comparative advantage. 
As a ratio, the DRC can be compared across products, or across 
locations and techniques for the same product. 

If the DRC is less than one, the particular activity is socially 
profitable. It would produce enough value-added to renumerate do
mestic land, labor and capital resources, if all products, inputs, 
and resources are socially priced. It indicates that the country has 
a comparative advantage in the activity in the absence of government 
policy interventions which distort market prices away from social 
prices. 

If private profitability (D in the matrix) is negative for pro
ducts with DRCs less than one, government policies are discriminating 
against goods for which the country is an efficient producer. 

The fifth column in the matrix measures the costs of transporting, 
storing, handling, and merchandising the products. Actual marketing 
costs (expressed per unit of product) is given by M. These costs are 
compared to N, in which margins are adjusted both by social pricing 
of resources used but also to achieve an acceptable level of efficiency 
in the provision of the marketing services. Governments often inter
vene and affect the prices of inputs used to provide marketing services 
(e.g., trucks, gasoline, containers). In addition, governments often 
monopolize the provision of marketing services through parastatal or 
cooperative organizations, which may not provide marketing services as 
efficiently as would be possible. If 0 = N-M is negative, then the 
pattern of government policies and direct intervention in the market
ing system constitutes a tax paid by producers, consumers, or govern
ment budget transfers. 

The sixth column establishes the impacts of policies on consumers. 
If actual market prices are lower than social prices, R = Q-P will be 
positive and consumers will be subsidized by the government interven
tions. If R is negative, consumers will be'paying an implicit tax 
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as a result of the intervention policies. 

In the calculations in the table, social prices for tradeable
 
outputs and inputs are often converted to local currency at existing
 
exchange rates. To the extent that the local currency is overvalued,
 
this procedure biases the results. For example, DRC estimates are 
 I 
overstated and the efficiency of domestic production understated.
 
Adjusted DRCs can be calculated to take the overvaluation into
 
account and remove the overvaluation bias.
 

Social prices of tradeable outputs and inputs are based on c.i.f. 
import or f.o.b. export prices which accepts trading opportunities as 
appropriate standards for domestic production efficiency. The social 
valuations of factors are their opportunity costs, which means that as 
long as domestic factors are scarce their costs need to be included. 
The DRC is an indication of the effectiveness of the activity in using
domestic resources (G) to generate (or save) foreign exchange (E-F).
If the ratio is less than one, social profits are positive; the 
activity is competitive in internation terms, an efficient user of 
scarce resources, and a positive contributor to national income. Not 
including the costs of a factor such land would bias theas DRC down
ward. 

I 
I 
I 
I 
I 

I
 
II
 
I
 



AGRICULTURAL POLICY SEMINAR
 
Session Outline
 

Session Title: Working Groups Date: Thursday, June 5
 
Lead Instructors: Hanrahan, Core Staff Session #: 4
 
Co-Trainer(s): Time: 4:00-5:30 pm
 

OBJECTIVE(S): At the end of this session participants will be able to: 

o Apply concepts and learnings from today'ssessions to group and individual
 
action plans for presentation on Friday. 

o Suggest questions of special interest/relevance for tomorrow's sessions.
 

o Present a summary of action plans and supporting rationale for peer and
 
staff review.
 

ABSTRACT:
 

o None.
 

READINGS: Required/Optional
 

o None.
 

AI 
':2 



FRIDAY
 



AGRICULTURAL POLICY SEMINAR
 
Session Outline 

Session Title: uReport to the Mission Director" Date: Friday, June 6 
Lead Instructor: Fletcher Session 1: 1 
Co-Trainer(s): Core Staff, Church, Herriott Time: 8:30-10:30 am 

OBJECTIVE(S): At the end of this session participants will be able to:
 

o Outline and present for peer review a work assignment or program focusing
 
on improving policy dialogue or building LDC capacity for agricultural policy
 
planning and analysis through individual on-the-job assignments.
 

ABSTRACT:
 

Present and discuss working group reports by outlining "Individual Policy
 
Activities and Action Plans" during "Reports to the Mission Director." These
 
presentations will involve group interaction coming to consensus/deffering 
opinions on how AID staff organize themselves for action. 

READINGS: Required/Optional
 

o None. 



AGRICULTURAL POLICY SEMINAR
 
Session Outline
 

Session Title: Course Final Evaluation Date: Friday, June 6
 
Lead Instructor: Odell Session #: 2
 
Co-Trainer(s): Time: 11:00-12:00 pm
 

OBJECTIVE(S): At the end of this session participants will be able to:
 

o To receive feedback from participants on potential improvements and 
modifications of the course. 

ABSTRACT:
 

Evaluation forms will be provided.
 

READINGS: Required/Optional
 

o None. 
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AGRICULTURAL POLICY
 
SEMINAR
 

SUNDAYDaily Evaluation and Suggestion Form 


Session 1: Course Orientation and Introduction Poor Moderate Excellent
 
1 2 3 4 5 

Suggestions for future:
 

Aspects most interesting/useful:
 

Other comments:
 

Session 2: Working Group Formation
 
1 2 3 4 5
 

Suggestions for future:
 

Aspects most interestind/useful;
 

Other comments:
 

Special questions or issues that you would like tomorrow's presenters

to address:
 

Session: Speaker: Question:
 

Other comments and/or particular interests you hope can be addressed
 
during the seminar:
 



AGRICULTURAL POLICY 
Daily Evaluation and Suggestion Form 

session 1: Ag. Sector Performance 
Suggestions for future: 

SEMINAR 

Poor 
1 

Moderate 
2 3 4 

Excellent 
5 

MONDAY 

Fletcher 

I 
I 

Aspects most Interesting/useful: 

Other comments: 

Session 2: Macro/trade/exch.rateS 
Suggestions for future: 

Aspects most interesting/useful: 

Other comments: 

1 2 3 4 5 Fletcher 
B1 
H 
I 

Luncheon Speaker: Ag. Pol icy Reform 
Suggestions for future: 

1 2 3 4 5 Mellor I 
Aspects most interesting/useful: 

Other comments: 

Session 3: Costs/benefits/Pricing 
Suggestions for future: 

1 2 3 4 5 Tweeten 

I 
I 

Aspects most interesting/useful: I 
Other comments: 

Session 4: Case Studies 
Suggestions tor Tuture: 

Aspects most interesting/useful: 

Other comments: 

1 2 3 4 5 Fletcher 
Circle One: 

Econ. 

Noni-Econ. 

I 
I 

Working Group Session(s) 
Suggestions for future: improvement 

1 2 3 4 5 

Aspects most interesting/useful: 

Other comments: 

Special questions or issues that you would like tomorrow's presenters 
to address: 

Session: Speaker: Question: 



AGRICULTURAL POLICY SEMINAR
 
Daily Evaluation and Suqqestion Form -TUESDAY
 

Poor Moderate Excellent
session i:Research & Extension 1 2 3 4 5 Pray
 
Suggestions for future:
 

Aspects most interesting/useful:
 

Other comments:
 

session 2:Privatization/Private Sector I 2 3 4 5 Meissner 
Suggestions for future: 

Aspects most interesting/useful:
 

Other comments: 

Session 4: quantitative Models (A) 1 2 3 4 5 Norton 
Suggestions for tuture: 

Aspects most interesting/useful:
 

Other comments: 

Session 5: Quantitative Models (B) 1 2 3 4 5 D'Silva 
Suggestions for future: 

Aspects most interesting/useful:
 

Other comments*
 

Session 6: Uses & Abuses of Models 1 2 3 4 s 
 Panel 
Suggestions for future: 

Aspects most interesting/useful: 

Other comments: 

Working Group Session(S) 1 2 3 4 5 
Suggestions for future:improvement 

Aspects most interesting/useful:
 

Other conents:
 

Special questions or is.sues that you would like tomorrow's presenters 
to address:
 

Session: Speaker: Question:
 



I 
AGRICULTURAL POLICY
 

SEMINAR
 

Daily Evaluation and Suggestion Form 
WEDNESDAY 

Session 1: Exaction Game--All day (Cruz/Whelan/ Poor Moderate Excellent 

Suggestions for future:' Rassas) 1 2 3 4 5 

Aspects most interesting/useful:
 

Other comments:
 

Session 2: Exaction De-Briefing Session
 
(Fletcher) 1 2 3 4 5
 

Suggestions for future:
 

Aspects most interesting/useful: 

Other comments: 

Special questions or issues that you would like tomorrow's presenters 
to address:
 

Session: Speaker: Question:
 

I 
Other comments I 

I 
I 
I 



AGRICULTURAL POLICY SEMINAR 
Daily Evaluation and Suggestion Form THURSDAY 

Poor Moderate Excellent
Session I:Data vs. Information 1 2 3 4 5 Odell

Suggestions for future:
 

Aspects most interesting/useful:
 

Other conments:
 

Session 2;APAP/Ag. Policy Projects 1 2 3 ii 5
 Hanrahan
 
Suggestions for future: 

Aspects most interesting/useful: 

Other conments:
 

Luncheon Speaker: Political Factors 
 1 2 3 4 5 Lofchie 
Suggestions for future: 

Aspects most interesting/useful: 

Other coments:
 

Session 3:Case Studies in Ag.Policy 1 2 3 4 5 Jiron
 
Suggestions for future: 
 Bateson 

Aspects most interesting/useful: 

Other coments:
 

Session 4:Institutions & Implementation 1 2 3 4 5 Odell 
Suggestions for future:
 

Aspects most interesting/useful:
 

Other coments:
 

Working Group Session(s) 1 2 3 4 5
 
Suggestions for future:iniprovement 

Aslects Imost interesting/useful: 

Other conuents: 

Specalisueuestonsor 
Special questions or issues that you would like tomorrow's presenters 
to address: 

Session: I Speaker: I Question: 



AGRICULTURAL POLICY 
SEMINAR 

Daily Evaluation and Suggestion Form 

Session -1: "Report to the Mission Director" 
Participant Presentations 

Suggestions for future: 

Poor 
1 

Moderate 
2 3 

FRIDAY 

Excellent 
4 5 

Aspects most interesting/useful: 

Other connents: 

/t(4/
'9
 

I 



AGRICULTURE POLICY COURSE 
June 1 - 6, 1986 

The purpose of this questionnaire is to systematically gather
 
your views about this specific policy course in order to improve
 
the design and content of future courses. Please offer
 
anonymously your frank and candid perceptions.
 

I. 	General Information
 

1. 	How many years have your worked with AID?
 

2. 	 How many years have your been involved in Agriculture
 
Policy related projects?
 

3. 	 Please check your current grade level.
 

SFS FS-1 FS-2 FS-3 FS-4 

F S-6 ____ FS-7
FS -5 

4. 	 What is your current Back Code?
 

5. 	 What is your current job? (Sector and Title)
 

6. 	 Have your worked in Agriculture Policy outside the 
Agency? In what areas? (i.e. 

7. 	 Have you had formal education or training in any of
 
the subjects covered in this course (e.g. ); which 
ones? 

8. 	 What is your primary AOSC designation? 

9. 	 What is your highest level of formal
 
education?
 

II. 	 General Program Content. Please answer the following

questions by circling the number associated with the
 
choice that comes closest to your thoughts.
 

1 -	 None or not all all 
2 * 	Very little 
3 -	 Somewhat 
4 -	 Quite a bit 
5 -	A great deal 

TO WHAT 	EXTENT DID THE AG Policy Seminar.... 

1. 	Provide information you believe will be helpful in
 
working with ? 1 2 3 4 5
 

2. 	Offer hard data and development experience that had a
 
practical application to your job? 1 2 3 4 5
 

3. 	Allow sufficient time for discussion and questions?

1 2 	 3 4 5 

4. 	Identify helpful suggestions and recommendations for 
development problems,that are related to your work? 
1 2 3 4 5 

5. 	Provide you with innovative concepts/techniques and
 
ideas that you can use on your present job?
 
1 2 	 3 4 5 

6. 	Point to areas in which you wish to acquire further 
knowledge/skills? 1 2 3 4 5 

7. 	 Provide you with techniques to strengthen AID
 
development projects? 1 2 3 4 5
 

8. 	Effectively explore means by which you can use the idcas' 
1 2 3 4 5. 



I CoVD: None, or
Hot at all Very Little Somewhat Quite a bit A great deal 
2 

9. 	 Increase your understanding about effective agricultural
1 	 2. 3 4 5 policy? I110, Provide a good balance between providing formal presentations
and interactive grou discussions and activities 
1 	 2 . 3 4 

11. 	 Provide 
1 

a good range of useful readings and training materials?2 	 3 4 5. 

12. 	 Live up to your personal expectations?

1 2 3 4 5
 

III.Course Assessment. Please describe your perceptions as
 
fully as possible for each of the following
 

1. 	Would you recommend the same one-veek course to your

colleagues? 	 Not at all Moderately Highly


I Z 3 4 5
 
tihy? 	(Please comment)
 

2. 	 If you had a day to spend with any (or all) of the Ipresenters, what specific questions would you like to be
 
addressed?
 

*
 I* 

* 

3. 	 Was the amount of time allotted for the course about right IIfor the topics covered? Too Short About Right Too Long

A, Be Co De Es
 

(Please coimment) 

I 
5* What were the strengths/benefits of the Ag Policy?

General: a II*
 
*
 

Specific Iarts/ s
 
Sessions: *
 

* II 
4* What were the weaknesses/failings of the Ag Policy course? 

General: * 
*
 
*
 IISpecific Parts/ a
 

Sessions: a
 
e 

6. 	What would your suggestions be for future seminars like this one?
 I 
II
 
I
 

7: How would you rate the physical facilities 7 Poor Medium Excellent 
Comments?	 I 2 3 4 5 

S. How would you rate the organization/management 1 2 3 4 5of the Course?
 

I
 




