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total bi- and multilateral Official Development Assistance. This is despite the fact
that 80 per cent of the world’s poor live in rural agricultural areas, and that the poor
are disproportionately affected when political, military and natural events lead to
regional or global food shortages.
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tual reorientation of development cooperation, criticizing the current orthodoxy and
its bias towards urban areas, and argues that in order to effectively alleviate poverty
across the world, agricultural and rural development measures need to be imple-
mented by central and subnational governments, aid agencies and the private sector.
The authors investigate the world food question, the current pressures it is under and
its link to rural poverty, and set out the policies that need to be undertaken to reduce
global poverty.
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Preface

The background to this study is formed by the major changesin the global agrar-
ian structure that have been clearly emerging since the beginning of this century.
Two factors in particular — demographic changes and a virtualy fixed global
cultivated area — are resulting in a decline in the amount of cultivated land per
capita and a need for crop yields to be increased. They are joined by the rapid
commercialization of agricultural production in the wake of global urbanization.
Through trade, the agriculturally strong countries of the world will increasingly
help to supply the countries that are marginal in terms of natural resources.

The growth of the world population has fallen sharply in recent decades. The
global growth rate in the next two decades is expected to be no more than about
1 per cent p.a. At the same time, urbanization is accelerating in the developing
countries, and in twenty years more than half the world's population will be liv-
ing in towns and cities. As aglobal average, rura population figures are already
stagnant. Only in sub-Saharan Africaisthe rural population till rising. Here too,
however, the agricultural workforce is likely to be aready in decline because
AIDS is taking a heavy toll and because most of those migrating to the urban
areas are young people of working age. In the next two decades at least, the
world’s agricultural population and the rura workforce will shrink significantly —
replicating the situation that occurred in the German Reich, for example, in the
late nineteenth and early twentieth century. There is little chance, on the other
hand, of increasing the global cultivated area from its present level, mainly be-
cause of high investment and production costs during or after land development.
Yet old arable land is being lost to degradation, desertification, expanding urban
areas and the use of land for transport and other infrastructure. Natural soil fertil-
ity isat risk, particularly in the tropics.

The conclusion to be drawn from all thisis, firstly, that the increase in agri-
cultural production made necessary by the growth of demand will have to be
achieved primarily by means of capital intensification using technical advances.
Secondly, the transformation of primary products to meet urban final demand
will gain in importance very rapidly as urbanization continues. Both the intensi-
fication of capital investment and the transformation of primary products will,
however, lead to an exponential increase in energy costs as a proportion of con-
sumer prices. Security of energy supply will thus become a key aspect of global
food security in the future.
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The world food question will not be a problem of primary resource availabil-
ity for the next decade, but it does depend primarily on the global organization
of the agricultural markets and the stability of energy supply. In the fina analy-
sis, then, the most important requirements for future food security and poverty
reduction in the world will be political stability both globally and in individual
countries and the freedom of markets from disruption. It is above all the poor
who are affected when political, military and natural circumstances and events
lead to regional or global food shortages. Given the scarcity of land and the very
high level of rural poverty, what is mainly needed if poverty isto be reduced is
increased agricultural productivity. To neglect the development of agriculture
and rural areasin this situation would be to treat poverty as a secondary issue.

For the next generation poverty reduction will be achieved primarily through
agricultural and rural development, since some 80 per cent of the world’s poor
live in rural areas, and shortages of foreign exchange and financial, human and
social capital will for the time being prevent urbanization and industrialization
from attaining anything more than inadequate rates of poverty reduction. How-
ever, agriculture and rural areas will be able to develop satisfactorily only if the
contributions made by central and subnational government and the private sector
are so designed as to be ingtitutionally and organizationally effective, the agri-
cultural policy framework ensures that the poor have access to resources and
thereis sufficient incentive to be productive and innovative within a positive and
reliable framework of world agricultura markets and international agricultural
policy.

The authors derive this view from the experience of centrally administered ru-
ral development programmes (1975-85), structural adjustment policy (1985-95)
and Sector Investment Programmes (since 1996) gained during the GDI’s post-
graduate training courses abroad and the policy advice it provides. They have
not sought to conceal this opinion in reports, statements and essays; but even
when it comes to political conceptions, “there is a time and a place for every-
thing.” Although analyses before their time, if well done, may grip a group of
experts, they have little practical impact on the conception debate.

In the winter of 2001-02 it became apparent from discussions among German
development cooperation practitioners and within the Federal Ministry for Eco-
nomic Cooperation and Development (BMZ) that there is again growing recog-
nition and awareness in both German and international development cooperation
of the pivotal role that agricultural and rural development have to play in pov-
erty reduction. The international debate embracing the World Bank, the regiona
development banks, the OECD countries DAC and the major bilateral donors
also shows that the time is ripe for a fresh attempt at agricultural and rural de-
velopment and for conceptua reorientation. The authors have seized the oppor-
tunity and undertaken a wide-ranging conceptual analysis of the issue in this
study. The examination of conceptual experience in the past few decades and the
findings of recent quantitative cross-section analyses make it clear that poverty
reduction requires both agricultural and rural development measures by central
and subnational government and the private sector and an appropriate agricul-
tural policy environment. Despite this, donors material efforts and recipients
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policies have largely ignored agriculture and rural areas since about 1980. To
correct the resulting constraints, not to mention the misallocation of resources, it
will be necessary not only to switch funds and alter the national and interna-
tional agricultural policy environment but also to adopt a more efficient organ-
izational and institutional approach, for the inefficiency of centrally guided agri-
cultural and rural development measures in earlier conceptual phases has been
very sobering. In view of the experience of past development policy, and espe-
cialy the constraints and weaknesses of Integrated Rural Development (1975—
85), a proposal for the organizational and institutional decentralization of gov-
ernment measures is outlined in the second part of the study; it calls both for
the strengthening of subnational authorities and for the activation of the private
sector and the rural population’s capacity for self-help.

Not al the problems associated with agricultural and rural development are
addressed, of course: the discussion does not turn to the coherence of the indus-
trialized countries’ agricultural policies, the problems of donor coordination, the
recipients’ capacity for conception and implementation or, in particular, socio-
political change in the recipient countries, which has its own dynamic, which
will, in turn, eventualy determine the success or failure of a decentralized
approach to promotion. Thisis in itself a reference to areas in which develop-
ment cooperation practitioners should make serious efforts and gain experience
in the future. What is fairly certain is that the socio-political developments and
requirements for the success of a decentralized approach will pose their own
problems.

The authors are convinced that the complexity of socio-political development
necessarily requires a process of trial and error in development cooperation,
since planning and achieving social and economic development is not an exact
science. Nonetheless, the attempt must not be a gamble: it requires a conception
based on best available knowledge and skill. An admission that planning capac-
ity is limited is thus in no way a plea for development cooperation on the off-
chance. It goes without saying, however, that willingness to learn and flexibility
during implementation are then, as it were, the better parts of a conception.

The two main parts of this study, that concerning agricultural development
and that devoted to institutions and organization, are preceded by brief summa-
ries, which also refer to the most important substantive links between the two
parts. Any attempt at theory-oriented coordination of the two parts would have
been artificial and of little benefit in view of the complexity of the subject mat-
ter. What therefore binds the two parts together is the attempt to present the case
for the urgently needed conceptual reorientation towards more effective poverty
reduction. The first part examines a wide range of experience of agricultura
development and defines a set of core instruments; the second outlines an insti-
tutionally and organizationally decentralized approach.

The design of this study was widely discussed in professional circles, where it
aroused considerable interest. The authors wish to thank fellow professionals in
the BMZ, BMVEL, KfW, GTZ, Welthungerhilfe and other NGOs and their col-
leagues at the German Development Institute for their contributions to the dis-
cussion. These helped to clarify some contentious issues and to eliminate some



xxii Preface

of the inadequacies in the argument; despite this, differences of opinion emerged
in certain respects. It is therefore more than a cliché for the authors to state that
they are solely responsible for the analyses, conclusions and recommendations
contained in this study — not least because they express specific criticisms of
practical implementation and the orthodoxy of current sectoral priorities in bi-
and multilateral development cooperation.
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reduction through agricultural
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Fine words about a Doha development round ring hollow and appear cynical
in the face of foot-dragging on reform of the EU’s Common Agricultural
Policy; and the US farm bill, which further entrenches protectionism. The
conseguencesfor Africaare literally a matter of life and death.

Niall FitzGerald (Financial Times, 12 June 2002)






I ntroduction

Over the past 20 years the proportion of development cooperation resources ear-
marked for agricultural development has dwindled to between 6 and 7 per cent
of total bi- and multilateral ODA. Although the proportion devoted to rural areas
is two to three times higher, it is still completely inadequate in view of the spa-
tial distribution of poverty. This increasingly raises doubts about how well tar-
geted the allocation of resourcesis, for the overriding objective of bi- and multi-
lateral development cooperation is poverty reduction and 75 to 85 per cent of the
poor live in rural areas of the recipient countries. Recent empirical literature
clearly shows, moreover, that agricultural and rural development is the only way
to come close to the goal of halving poverty by 2015. The resources that can
redistically be expected will not suffice for the poor to be productively accom-
modated in urban areas.

This study adopts a wide-ranging approach to the problem, taking account of
the serious threat to the developing countries’ agricultural sectors posed by dis-
torted food prices in the world markets. For where are the poor to find work if
food dumped at low world market prices and the neglect of agricultura innova-
tion policies mean that domestic agriculture is no longer competitive even in
internal food markets, or competitive only in market niches protected by trans-
port costs, and domestic industry is similarly unable to ensure enough employ-
ment because of the lack of internal purchasing power and inadequate access to
export markets — not to mention the problem of financing the investments re-
quired for these purposes or the necessary industrial competitiveness.

The study proceeds in four stages, beginning with a description of the world
grain market’s prospects, an indicator of the world food situation and the devel-
oping countries’ role in the world food economy. The second step is to consider
the new, donor-induced urban bias in development cooperation, which focuses
poverty reduction measures on the towns and cities. The distorted world agricul-
tural markets are seen as one of the main causes in this context. Thirdly, the
conceptual experience of agricultural development policy is described and dis-
cussed in terms of its poverty-reducing effect. As the fourth step, the recent lit-
erature on poverty regressions at a macroeconomic level and in the agricultural
sector is reviewed, the basic conclusions on the issue of poverty reduction being
summarized. The final section recalls the main instruments used in poverty-
reducing agricultural development policy — price, market and trade policy, inno-
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vation policy and land reform — which must complement the measures taken to
reduce poverty. If those instruments are neglected, structural reforms and institu-
tional and organizationa capacity-building will remain largely ineffectual.

It is hoped that this study will help to initiate the changes that need to be
made to the sectoral priorities of development cooperation, since agriculturally
based economies and societies can afford to neglect agriculture only at the ex-
pense of stagnation and continuing poverty.

Bonn, November 2002



Summary

Conclusion

Experience in the past four decades clearly indicates that rapid poverty reduction
in pre- and early-industrial economies can be achieved only through a combina-
tion of agricultural and rural development. It could not yet be accomplished
through urban and industrial development if only because of shortages of foreign
exchange and constraints in the financing of the necessary investments, not to
mention the problem of delays in adapting social institutions and attitudes. In an
early phase urban and industrial development depend on the agricultural sector’s
social transformation function and on its market and factor contributions and are
thus closely linked to agricultural growth. An increase in total agricultural pro-
ductivity (through technical progress and investment) is the key to poverty re-
duction. It leads to rising wages and ground rents in real terms and — depending
on the price policy and/or transformation costs — to declining food prices. Pov-
erty is aso reduced by multiplier effects in the rural economic circuit. Empirical
evidence shows that training, agricultural research and road-building are the
most important levers available to government and development cooperation for
reducing poverty. However, they operate satisfactorily only where the agricul-
tural policy environment meets three requirements. first, distribution of land
ownership that shares the ground rent structurally and provides security for
small-scale farming; second, an agricultural price and trade policy that offers
sufficient incentives to be innovative and to invest; third, an innovation policy
that introduces the findings of applied agricultural research effectively into gen-
era rural practice. Failure to meet these requirements largely obstructs the
means of reducing poverty through agricultural and rural devel opment.

Where serioudly distorted world market prices of food freely imported are
passed on to internal markets, urban demand for food largely ignores domestic
agriculture. If, at the same time, the production and marketing of agricultural
raw materials are denied government promotion through research, extension,
infrastructure and trade, they have little chance of competing in the world mar-
kets, which are also likely to be suffering from serious indirect distortion. Where
liberal price and trade policies of this kind are pursued, however, experience
shows that government innovation policy measures are consistently neglected.
Even when priority is given to the promotion of social and physical infrastruc-
turein rural areas, for example, far-reaching poverty reduction is impossible in
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these circumstances because the regional economic circuit lacks a purchasing
power base and because imports of textiles and processed agricultural products
at distorted prices neutralize multiplier effects and growth potential. At best,
there is rapid migration to the urban areas, where poverty then concentrates ow-
ing to the poor competitiveness of industry and constraints in the national
budget. At the present extremely distorted world market prices of primary and
processed foodstuffs, liberal agricultural policies by developing countries are
thus almost bound to prevent rapid poverty reduction. This is especially true of
smaller developing countries dominated by agriculture. Most larger developing
countries, on the other hand, have made greater efforts to aleviate the paralysing
effects of distorted world markets on their own agricultural sectors by granting
direct and/or indirect subsidies — as evidenced by the agricultural policies of
India, Ching, Indonesia and Vietnam — but the defence is crumbling. In China,
for example, concealed rural unemployment is rising sharply, and there has been
increased migration to the urban areas since the agricultural price and trade poli-
cies were liberalized following Chind s accession to the WTO, so far without
any compensatory subsidies for agriculture. An adjustment of this policy
through the application of trade policy safeguard measures seems quite possible
under theinternal pressure of growing unemployment and poverty.

Development cooperation too has taken the increasingly unfavourable or dys-
functional agricultural policy framework as a datum for 20 years and largely
withdrawn from the promotion of agriculture. Recent examples of Poverty Re-
duction Strategy Papers, however, seem to be again placing greater emphasis on
the role of agriculture and rural development in poverty reduction. The countries
concerned are the Gambia, Malawi, Rwanda, Yemen, Zambia and especialy
Ethiopia, probably because transport costs give them extensive natura protec-
tion against commercial grain imports.

Fundamental incoherence can be detected between industrialized countries
agricultural policies and their development cooperation or, more precisely, de-
velopment cooperation policies have adapted their priorities over the yearsto the
distorted price ratios and neglected agricultural policies of LDCs accordingly by
largely forgoing the promotion of agriculture. In view of the USA’s and EU’s
recent decisions on the direction to be taken by their agricultural policies, the
prospects for less distorted world agricultural markets are not good, unless a
further reduction in subsidiesis agreed at the WTQO’ s Doha Round. The physical
and non-physical infrastructure of rural areas has also been badly neglected.
However, this is hardly the way for development cooperation to achieve far-
reaching poverty reduction in agriculturally based pre- and early-industrial
economies. Not without reason and to the considerable benefit of poverty reduc-
tion, the large Asian developing countries have hitherto, or until recently, main-
tained a minimum level of tariff protection for agricultural products and an ef-
fective agricultural innovation policy.
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Global Poverty Distribution and World Agricultural Markets

The number of poor people in the world with a daily per capitaincome of <US$ 1
(PPP) is estimated at about 1.3 hillion. Poverty is centred on the countries of
sub-Saharan Africa and South Asia. In South Asia about 75 per cent of the poor
live in rural areas, in sub-Saharan Africa about 85 per cent. The main problem
for the survival of the poor is nutrition. Qualitative malnutrition and calorific
undernourishment are the consequences and indicators of poverty. Where pov-
erty is prevalent, undernourishment is also prevalent. The FAO estimates that
there were 777 million undernourished peoplein the world in 1997/99. Trendsin
calorific undernourishment in the various regions of the world have differed
over the past 20 years. In East Asia the number of undernourished people fell by
72 per cent, which can be ascribed to China’'s successful economic and agricul-
tural development. Its agricultural development has, however, been at serious
risk since the liberalization of its agricultural price and trade policies. In South-
East Asia undernourishment fell by 29 per cent, in South Asia by 11 per cent.
Given the population growth rate, these are astonishing improvements, which
are due primarily to successful agricultural development policies and the techni-
cal advances of the Green Revolution. In sub-Saharan Africa, on the other hand,
the number of undernourished people rose by 47 per cent. This reflects the gen-
erally desperate politico-economic situation, inappropriate agricultura policies,
or agricultural policy chaos, and rapid population growth.

In urban and rural areas the poor spend 75 to 85 per cent of their income on
food. The ratio of food prices to disposable income largely determines the nutri-
tional situation of the poor. Food price increases of, say, 30 per cent would a-
ready reduce the quantitative demand for food among the urban poor to a level
of genera calorific undersupply. In rural areas the effects of market forces on
undernourishment are, as a rule, partly cushioned by subsistence niches of the
poor and the fact that the market causes farm workers' wages to rise with grain
prices, though not at the same rate.

The world market in foodstuffs influences the agricultural policy environ-
ment, particularly of small and medium-sized countries, directly through the
level and movement of prices and indirectly through debilitating repercussions
for the innovation and structural policy components of agricultural policy. The
distortions in food prices are likely to have major effects of the same nature on
the world market prices of agricultural raw materials as a result of product sub-
stitution by producers. A quantitative study would show that the industrialized
countries even manage to an (albeit relatively limited) extent to make good the
losses to their economies caused by their agricultural policies in the case of im-
ports of agricultural raw materials. Over the past 40 years technical progress and
agricultural subsidies have meant that the global food supply trend has always
outstripped the demand trend, and prices have fallen by about 70 per cent in real
terms. In global terms, natural resource availability will not pose any nutrition
problems for the next decade either. There are sufficient land and productivity
reserves for market equilibrium to be maintained at virtually stable real prices —
provided that no maor destabilizing, market-disturbing upsets occur in the
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global political situation, especially with regard to crude oil supply, since energy
is the key input for general scientific and technical progress in agriculture and
for the transformation activities of the food-processing and marketing sectors.

In some regions of the world, however, serious poverty and nutrition prob-
lems are becoming apparent. In sub-Saharan Africa a tendency for per capita
production to decline is emerging. Urbanization rates of 4 to 5 per cent p.a. and
declining foreign exchange revenue make food supplies increasingly dependent
on continuing external allocations. The weaknesses of the agricultural policies of
the sub-Saharan African countries as regards infrastructure and organization
required lead times under innovation policies of up to 20 years and have created
aproblem of global political importance for poverty reduction and food security.
In South and South-East Asia the productivity reserves of the Green Revolution
are quickly running out. In some countries or areas intensive rice and wheat pro-
duction is aready posing serious agronomic problems. Further development here
very much depends on the future financial endowment of the nationa agricul-
tural policies, the environment created by price and trade policies and, in many
places, the policy on land tenure. From Chinato India, the question that arises
for each country is whether the current inward-oriented agricultural policies and
the moderate protection they afford against imports should be retained or
whether the food markets should be generaly liberalized with or without com-
pensatory payments to producers.

A crucial determinant of the prospects for poverty reduction in the sub-
Saharan African and the Asian, and especialy South Asian, countries is the di-
rection which agricultural policies take in the future, since poverty is largely a
rural phenomenon and its reduction very much depends on the implementation
of appropriate agricultural and rural development policies. This is particularly
true of the sub-Saharan African countries, where, owing to the stagnation of in-
dustry and medium-sized businesses, rural-urban migration is generally equiva-
lent to a change of location for the poor from the rural areas to the towns and
cities and their atmosphere, without their rea standard of living improving to
any significant extent. In the Asian countries this is less pronounced because
their manufacturing industry and service sector are more dynamic and their ur-
banization rates are far lower. Sub-Saharan Africa and South Asiawill continue
to be the focal pointsin the fight against undernourishment and poverty. What is
certain is that, owing to the omissions of their agricultural development policies
and their neglect of physical and non-physical rura infrastructure, the food im-
port requirements of the sub-Saharan African countries will rise sharply and will
need financing. It will be for the agricultural surplus countries to address this
situation for a fairly long transitional period with distribution-oriented food aid
that disturbs markets as little as possible, but they must avoid abusing the plight
of the sub-Saharan African countries by neglecting development cooperation in
the agricultural sector and dumping their heavily subsidized food surpluses on
them. Sustained poverty reduction in sub-Saharan Africais not to be had without
successful agricultural and rural development. All empirical data of recent years
on development policy since 1955 support this conclusion. The natural produc-
tion potential, the peasant human capital and the tried and tested production
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methods are there: it is the undistorted world markets and the efficient national
agricultura policiesthat are missing.

More and more voices have recently been heard warning of the consequences
of placing excessive emphasis on urban development in pre- or early-industrial
economies. This is especially true of the sub-Saharan African countries, where
young people of working age are migrating to the towns and cities — because of
the lack of economic prospects in the rural areas — leaving mothers and children,
the elderly and infirm behind in the villages. At urbanization rates of 4 to 5 per
cent, which greatly exceed urban economic growth rates, there will soon come a
time when it is no longer possible to stabilize the resulting socio-political and
economic imbalances in the usual makeshift way by having development co-
operation subsidize the urban areas — and, in many cases, by siphoning off pro-
ceeds from the raw materia exports and economy of the rural areas.

New urban bias in devel opment cooperation

Nonetheless, aid has bypassed agricultural and rural areas for about 20 years. It
could well be said that the donors are to blame for a new urban bias, especialy
in the sub-Saharan African countries. In 1998-99 agriculture accounted for only
6.3 per cent of the DAC donors and 6.8 per cent of the multilateral donors
gross ODA. Of this, only what is not spent on administration, coordination and
overheads gets through to the villages. The decline in the real volume of assis-
tance received by agriculture from the developing countries’ own resources has
paralleled the reduction of development cooperation resources. It probably aver-
ages under 5 per cent of government spending in the LDCs. Total expenditure on
rural areas is higher, though aso totally inadequate. Development ideas and aid
alocations among both recipients and donors are overly focused on physical and
non-physical urban infrastructure. This is true of financial cooperation and of
technical cooperation. Where are qualified agriculturalists still to be found in
development cooperation?

This approach has so far been maintained even though — as stated above — 75 to
85 per cent of the poor live in rural areas and the empirical data of recent years
clearly show that without agricultural and rural development there will be no
rapid poverty reduction. The possible causes of this inconsistency have hardly
been discussed. The most plausible of a number of explanatory hypotheses are,
firstly, the comparatively high risk attached to the implementation of agricultural
projects in the given circumstances and, secondly, a general blocking of devel-
opment cooperation in the agricultural sector as aresult of arelaxed global agri-
cultural market situation, in which it is tempting to suppress thoughts of the pov-
erty problems in the rural areas of the developing countries and so to overlook
them. The two hypotheses could also be combined and lead to the assumption
that the donor countries have not been prepared to reform their agricultural poli-
cies thoroughly so as to give agriculture in the Third World a chance to develop,
uncertain though the outcome would be.

The OECD countries' agricultural subsidies amount to about US$ 327 billion
p.a. With the implementation of the USA’s new Agriculture Act and the EU’s
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eastward enlargement, they could again rise to US$ 350 hillion p.a. or more
without the present agricultural policy system being abandoned. In view of the
unfavourable environment this would create for the partner countries’ agricul-
tural sectors, forgoing development cooperation in the agricultural sector seems
reasonable. If this were true, it would be a case of inverse coherence (within the
meaning of the Treaty establishing the EU) of the donors agricultural and de-
velopment policies: the development policies, not the agricultural policies,
would have adjusted.

Seriously distorted world market prices of food, the neglect of agriculture and
rural areas in development cooperation and similar neglect of agricultural policy,
especially in the sub-Saharan African countries, are among the principal causes
of continuing poverty and stagnation. Most of the large Asian countries, on the
other hand, have hitherto, or until recently, continued to protect their agricultural
sectors by moderate tariffs from the distorted world market prices. But, follow-
ing its accession to the WTO, China has liberalized its trade and prices, and oth-
ers may follow its example. It remains to be seen whether the agricultural re-
search and innovation policies pursued by the large Asian countries can maintain
the present momentum of productivity growth for the next generation and
whether the resources needed for this will be available. The sub-Saharan African
countries will be the main problem area for poverty reduction. After the initial
successes achieved by the structural adjustment policies (1983-95) sizeable lev-
ies are again being charged on certain foodstuffs in the sub-Saharan African
countries at PSEs of —20 to —30 per cent, in the face of the give-away prices in
the world food markets. Domestic food production is no longer keeping pace
with population growth, the rural population of working age is migrating to the
urban areas, the industrial sector is stagnating and is hardly competitive in the
world market, and the towns and cities are surviving primarily on informal small
businesses, ODA and funds siphoned off from the proceeds of raw material ex-
ports. The political elites of the sub-Saharan African countries have come to
terms with the situation — for the time being. The donors are making great efforts
to reduce poverty — but not in rural areas and not by means of agricultural devel-
opment policy.

Poverty reduction under changing agricultural development policy conceptions

A comparison of the experience gained under the ten-year concepts of agricul-
tural development policy since 1955 aready gives some insight into the re-
quirements for and approaches to successful poverty reduction. Community De-
velopment (1955-65) sought to stimulate rural development by activating peas-
ant self-help. The donors collaborated with the rural elites, and agricultural pro-
duction and the question of land ownership and income distribution were ne-
glected. The importance of price and trade policies, land tenure and innovation
policies and policies on services and cooperatives were overlooked. As a result,
agricultural production and productivity stagnated, food prices rose because of
stagnating supply, demand grew, and urban and rural poverty continued to
spread.
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The Green Revolution (1965-75), which operated with a package of innova
tion policy instruments, led to rapid growth of production and productivity and
far-reaching poverty reduction in urban and rural areas. It was essentially con-
fined to Asia. This policy was supported by moderate input subsidies and negli-
gible tariff protection. Hasty criticism addressed to the donors ran down this
concept before it could be propagated in the sub-Saharan African countries. The
top-heavy African administrative systems would probably have been completely
incapable of implementing such a policy. The exceptions were the introduction
of hybrid maize in Kenya s peasant farming sector and the growing of cotton in
the West African savannah.

Integrated Rural Development (1975-85) was a centrally planned and imple-
mented multi-sectoral approach. It failed because of inefficient alocation of
resources, coordination problems, disputes over regional priorities, the distribu-
tion of resources and follow-up costs that could not be financed. Agricultural
innovation policy was no more than a side issue. Sustained effects on production
by and the incomes of the target groups did not occur, and the poverty-reducing
effect fell flat despite explicit orientation towards the target groups and poverty.

Structural Adjustment Programmes (1985-95), which were largely confined
to the sub-Saharan African countries, corrected the distortions in agricultural
price ratios for a number of years. What they gave to the peasants through more
favourable producer prices they took away by winding up government or
parastatal extension services, which the private sector was never able to replace
with more efficient services.

Sector Investment Programmes (1995-?), the latest concept, are based on the
sectoral concentration of donor resources, but have yet to be adopted by the re-
cipients because of interdepartmental conflicts of interest in the recipient coun-
tries and conflicts and friction among the donor countries. In fact, they have not
yet emerged from the experimental stage. The Poverty Reduction Strategy Pa-
pers, which are drawn up by the recipients as part of the donors' HIPC |1 debt
relief initiative, have so far largely neglected agricultural development or taken
far from adequate account of it. They are therefore unable to provide any con-
cepts likely to succeed in reducing rural poverty.

Experience of agricultural development policy conceptions since 1955 thus
shows that the reduction of rural poverty cannot be had without effective gov-
ernment innovation policy (advances in production technology, extension, adult
education, agricultural credit, expansion of rural infrastructure). Although cen-
tral government must develop the broad lines of this policy, provide for as com-
patible price, market and trade policies as possible and make the necessary
budgetary resources and central organizations available, implementation should
be decentralized in accordance with the subsidiarity principle, since the required
coordination can be assured only on the spot by the district administrations, local
authorities and peasant cooperatives as well as the local offices of the line minis-
tries. Human capital, institutions and organizations at this level are, in the final
analysis, crucial for successful agricultural development and poverty reduction.
Decentralization calls for a regionally graduated system of politico-organiza-
tional, administrative and fiscal powers, based on clear legal precepts. It can
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evolve only as the outcome of long-term political processes (see Part B). The
aim, then, is not to replicate the old IRD with its mistakes, but to arrive at a de-
centralized approach that has the support of society.

Recent empirical data on poverty-oriented development policy

The Integrated Rural Development decade was, of course, triggered by the as-
sumption that the trickle-down effect of economic growth had failed as a means
of improving the incomes of the poor. Extensive international cross-section
analyses using aggregated country data now prove the opposite with consider-
able statistical safety: “growth is good for the poor.” The poorest 20 per cent
derive roughly proportional benefit from economic growth. If, besides economic
growth, the distribution of land ownership and training levels are included as
independent variables, it is evident that percentage improvements in the distribu-
tion of ownership and human capital have two to three times more impact on the
incomes of the poorest quintile than percentage improvements in per capita in-
comes in the economy as awhole.

Besides growth and the distribution of resources, sectoral contributions to
poverty reduction in India were examined. It was found that growth in the agri-
cultural and tertiary sectors had a pronounced poverty-reducing effect in both
rural and urban areas, while industrial growth increased poverty — even in urban
areas. The latter effect was caused by capita-intensive industrialization in a
comparatively closed economy. The positive effects of the growth of the agricul-
tural and service sectors stem from the high labour intensities in these sectors
and from the strong multiplier effect of agricultural growth. This relationship
between causes and effects is typical of countries with a peasant agrarian struc-
ture in the early-industrial phase of development, but not of countries with a
quasi-feudal agrarian structure — as will be shown.

It is clear from Indian and Chinese cross-section analyses that for countries
with a peasant agrarian structure increasing agricultural productivity is the key
to poverty reduction. This has its effect through rising wages for farm workers,
declining food prices, rising physical productivity of the land and the peasants
share of the growth of ground rents. These factors are joined by the employ-
ment-creating multiplier effects of agricultural growth (in local business) of
typically 1.4 to 1.8. The most effective agricultural policy approachesto increas-
ing total agricultural factor productivity are agricultura research and extension,
education and road-building. In China's case rural electrification must be added
to the list. What should not be overlooked, however, is that this effect chain
from the promotion of the infrastructure variables just mentioned through pro-
ductivity to incomes and income distribution presupposes the conditions created
by agricultural policy in India and China — namely the given price, market and
trade policies and agrarian structures. Where the agrarian structure is feudalistic
and/or the agricultural sector is subject to heavy indirect taxation and/or dis-
torted world market prices of primary and processed foodstuffs are passed on in
full to internal markets, the infrastructure—productivity—poverty reduction effect
chain does not produce anything like the favourable results referred to above,
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because it is above all price incentives and the distribution of land ownership
that bring about wide-ranging peasant initiative and the favourable secondary
effectsit hasin the regional economic circuit.

In the western region of China, which is marginal in terms of its level of de-
velopment and natural conditions, the cost-efficiency of these poverty reduction
instruments is 10 to 20 times higher than in the already comparatively well—
developed coastal region. Similar experience is reported from India. There
would thus appear to be akind of law of diminishing returns governing the pov-
erty-reducing effect of government agricultural and rural development measures.
In both India and China investments in irrigation equipment proved unprofitable
and relatively cost-inefficient in reducing rural poverty. This confirms the global
experience with irrigation projects in development cooperation, which is, how-
ever, largely due to uneconomic, central production prescriptions.

The situation in Latin America is fundamentally different. Here poverty re-
duction does not parallel the growth of overall per capita income. In contrast to
the Indian and Chinese experience, agricultural growth does not have any sig-
nificant effects on the proportion of the population living below the poverty line,
whether rura or urban. With the current distribution of land ownership and the
social structure in the Latin American countries, there is little chance of reducing
rural and urban poverty by means of agricultural development policy and rural
development — apart from agricultural reforms, which have, however, failed in
the past or come to a halt half-way, or succeeded only in specific local cases.

Here the poverty-reproducing effect of quasi-feudal land tenure systems and
large-scale agrarian structures is evident. It is not only that the poor have hardly
any share of ground rents: the multiplier effect of agricultural growth is also
negligible, because the demand from the large farms is for comparatively for-
eign-exchange-intensive industrial capital goods and inputs, and the demand
from large landowners is for industrial consumer goods and urban services. Fur-
thermore, large farms are always organized along comparatively capital-
intensive and highly labour-extensive lines. Far-reaching poverty reduction in
this case would call, first and foremost, for determined land reform, backed by
services provided by cooperatives and appropriate national framework legisla-
tion.

Where the sub-Saharan African countries are concerned, the data are such that
no more than inadequate empirical studies are available. It can be assumed that
the empirical data on Latin America provide some initial indications of the situa-
tion in sub-Saharan African countries with a large-scale agrarian structure.
Countries with a peasant agrarian structure should not ignore India’'s and
China' s experience. The same can be said of the conception of agricultural price,
market and trade policies. The wide range of experience of project, programme
and agricultural policy in Africa indicates that this assessment is correct. Initial
guantitative cross-section comparisons and empirical case studies have produced
four basic statements:
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e Economic policy reform measures and political stability have the effect
of reducing poverty.

e Poor transport links and major obstacles due to transport costs preserve
poverty.

e Education and access to land reduce poverty.

e Erratic events, such as drought and disease, are decisive causes of pov-
erty.

The donors should bear in mind that poverty-reducing development cooperation
with sub-Saharan African countries requires at least some protection against
distorted world agricultural markets and far greater promotion of agriculture and
rural areas, and especialy of training, road-building and cost-efficient food secu-
rity policy. But before these findings become relevant to practical agricultural
policy, political systems must be democratized. The rule of law and civil secu-
rity are undoubtedly the basic requirements for success in the fight against pov-
erty.

Recommendations

This part of the study concludes with the following principal recommendations
(broken down in Chapter 15):

1 The coherence (within the meaning of the Maastricht Treaty) between the
EU’s agricultural policy and the development cooperation policies of both
the Member States and the Commission should be further improved.

2 To this end, the process of liberalizing the industrialized countries’ agricul-
tural policies during the forthcoming round of world trade negotiations
should be resolutely continued.

3 It should be considered whether, given the distorted world food markets, the
agriculturally based LDC economies can forgo a minimum of tariff protec-
tion for both primary and processed foodstuffs without seriously impeding
their growth and employment prospects.

4  Development cooperation partners should think about the incompatibility of
their present allocation priorities (physical and non-physical infrastructure
and social services in urban areas) with the overriding objective of efficient
poverty reduction. It should be remembered in this context that some 80 per
cent of the world' s poor livein rural areas and that agricultural and rural de-
velopment have been proved to be by far the most efficient means of reduc-
ing poverty. They should ask themselves whether the present policy of sup-
porting unbalanced urbanization rates — especially in the sub-Saharan Afri-
can countries — can be sustained financially and politically in the longer
term.

5 Rurd infrastructure, agricultural research and extension, adult education,
health care and primary schoolsin rural areas should be permanent priorities
for development cooperation in the sub-Saharan African and South Asian
countries with a view to reducing poverty. This task cannot be performed
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with a centrally planned economy — along the lines of the old IRD, for ex-
ample: what is needed is a decentralized, subsidiarity-based approach, in
which district administrations and peasant cooperatives have a fundamental
role to play. The capacity-building needed for this and the necessary institu-
tional and organizational reforms will, however, take at least a decade (see
Part B).

6 Attaching greater importance to agricultural and rural development will
entail appropriate switching of funds in the budgets of the development co-
operation partners, and this should be undertaken gradualy.

7 Where land reforms have led to the successful redistribution of land titles,
they should be backed by infrastructure development and the promotion of
support services. The refinancing of land reform banks should be considered
in the light of the general situation in each case.

In view of the prospects offered by the industrialized countries' agricultural poli-
cies (and especialy by the new US agriculture legislation and the EU’ s eastward
enlargement) a further reduction in global agricultural subsidies and in the corre-
sponding distortions of competition in the world agricultural markets is unlikely
in the near future. It is extremely doubtful that in these global circumstances the
environment for agricultural and rural development in the Third World can be
radically improved — this being especialy true of the sub-Saharan African coun-
tries, which opened themselves to the world agricultural markets under the pol-
icy of structural adjustment — or that the current alocation of resources under
development cooperation policies can be revised. An attempt should neverthe-
less be made. It should certainly include advocacy of moderate tariff protection
in the developing countries for primary and processed foodstuffs — roughly
equivaent to the price distortions in the world market. But, above al, develop-
ment cooperation should continue the struggle against the industrialized coun-
tries’ world-market-distorting agricultural policies with determination and stam-
ina, just as the Treaty establishing the EU calls for coherence between European
agricultural and development policy — and this not as inverse coherence to the
detriment of the effectiveness of development cooperation. The long lead times
in both the coherence debate and decentralized agricultural and rural develop-
ment should not deter the development cooperation administrations. Both can
give the short-term tasks of ensuring peace and providing food aid and disaster
relief the prospect of a more effective development phase to follow.



Part 1 Background to the problem:
world food question

1 Overview

Long-range forecasts of the world food situation usually cover a period of 20 or
30 years. They are confined to the cereals (wheat, rice, feed grains) for which
basic global statistics (crop areas, physical yields, trade, prices) are available.
The data on other foodstuffs are inadequate by comparison.

The cereals do at least account for some 70 per cent of global calorie con-
sumption and for 50 per cent of cultivated arable land. Substitution processes
naturally occur on the supply and demand sides in the event of price movements,
especialy at times when the market situation is extreme, but they remain within
comparatively tight limits, and from a long-term perspective the amount of ar-
able land, physical yields and the contributions made by the various cereals to
calorie consumption are the most informative of the available indicators of the
global food situation on the supply side.

Studies of the prospects of the world grain sector come to widely differing,
even conflicting conclusions. Some authors forecast an essentially trouble-free
supply situation for 2020 and beyond (Johnson 1999; Paarlberg 2000; Runge
and Senauer 2000), others see a situation of global food insecurity looming
(Brown 1996), yet others refer to the central role that international agricultural
development policy must play (Pinstrup-Andersen and Babinard 2000), if the
next generation is not to face structural world food crises. There is general
agreement on the extent to which global demand will increase, but opinions dif-
fer widely as regards supply-side expectations.

It goes without saying that not only do the authors assessments reflect differ-
ent technical views, but that value premises and ideas on agricultural policy —
perhaps even internalized interests — also play a part. This study proceeds from
the basic assumption, backed by many years of observing agricultural develop-
ment in numerous Third World countries, that even if natural resources are pro-
tected, the field-tested options for improving output through technical advances
and increases in intensity will easily suffice for at least the next generation to
satisfy aggregate demand at constant to slightly rising real prices — as long as
political conditions permit energy-intensive agriculture characterized by an in-
ternational division of labour and if the agricultural development measures
needed on the supply side are taken in good time, i.e. with alead time of 15 to



World food question 19

20 years. But there is room for serious doubt as to whether a forward-looking
agricultural policy of thiskind can be achieved.

However, perpetuating the development of production and supply, especially
in the sub-Saharan African and South and South-East Asian countries, is one
thing. Providing for global ad hoc measures to ensure food security when re-
gional natural disasters and political disturbances occur is another matter.

The main aim of food security policy must always be orientation towards
poverty, for there are some 1.3 hillion poor people" and 780 million undernour-
ished in the world today. Shortages of supply due to structural conditions and
disasters threaten the lives of the poorest quarter of mankind, whether at na-
tional, regional or global level. Asarule, the other three-quarters are still able to
obtain the bare essentials for their sustenance even when food prices rise by us-
ing assets, borrowing or forgoing other forms of consumption.

2 Demand
The following equation is used to estimate the growth of demand for cereals:
N=P+I.¢E
where: N = annual growth of quantitative demand (percentage)
P = population growth (percentage)
I = annual growth of real per capitaincome (percentage)

E = income elasticity of quantitative demand (change in demand
in per cent per real change inincomein per cent)

In long-range forecasts account is taken of an empirically measured decline in
income elasticity as per capitaincome rises. In this way the trend in quantitative
demand starting from a base level is estimated. Real price movements, which
ensure quantitative balance between demand and supply in the markets, are not
taken into account. In other words, constancy of price ratios is assumed.

In the following the three determinants of the trend in demand are first pre-
sented globally and by regions of the world in their orders of magnitude.

2.1  Population growth

The global rates in the growth of the world’s population have fallen rapidly in
the past 30 years, and, according to World Bank and United Nations assess-
ments, this trend is likely to continue in the 21st century (UN 2000; World Bank
2000a). Taking a broad view, a decline in the global growth rate from 2.1 per
cent p.a. in the period 1965-70 to 0.85 per cent p.a. in the period 2020-25 is
becoming apparent:
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Period Population growth
196570 210%p.a
199500 143%p.a
2000-05 124 %p.a
2020-25 0.85% p.a

According to these most recent data, the annua growth rates in the period
200020 will average about 1.05 per cent p.a. Consequently, the world popula-
tion will rise from about 6.0 hillion in 2000 to about 7.7 billion in 2020.

Declining population growth rates are accompanied by rapid urbanization
(see Tables 1 and 7). The link between these two variables is complex and soci-
ety-specific. In 1970 some 700 million people (18 per cent of the world popula-
tion) lived in towns and cities; by 2020 the figure will have risen to about 4.0
billion (52 per cent of the world population). As, on aglobal average, the growth
of urban areas is aready absorbing population growth, the rural population has
been amost stagnant since about 2000 and will have declined significantly in
absolute terms in one to two decades. Only in Africawill there be any apprecia-
ble growth in the rura population until 2030. Urbanization and the numerical
stagnation of the rural population will have a profound influence on the world
food economy. Commercialization and linkages between agriculture and the
economy as a whole will grow rapidly, and nowhere will it be possible to con-
tinue increasing the numbers of workers in order to raise agricultural output —
with the possible exception of sub-Saharan Africa. But even here young people
of working age are fleeing from the villages to the towns because development
policy has neglected agriculture and rural areas and lifein rural areasistherefore
an unattractive prospect. Mothers and children, the old and infirm are left be-
hind. The AIDS pandemic in particular is reducing the growth rate of agricul-
tural workers. Seen as a whole, however, the labour capacity of the sub-Saharan
African agricultural sectors is aready shrinking — despite the growing rural
population. The ratio of consumers to available labour is also becoming steadily
less favourable.
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Table 1 Rural population growth rates, 1960 to 2030, in per cent p.a.

Region Rural population Growth rates

(inm)

2000 1960-2000 2000-2030
Africa 487 1.93 0.91
Asia 2331 137 —0.90
Europe 184 —0.81 -1.42
Latin America 128 0.37 —0.18
North America 71 0.35 —0.65
Oceania 9 135 0.51
World 3210 1.18 0.01

Source: UN (2001), p. 28.

2.2 Per capitaincome

In the period 1965-98 global per capita income rose by 1.4 per cent p.a. in real
terms. In East Asia the growth was 5.7 per cent p.a., in sub-Saharan Africa
0.3 per cent p.a.. The forecast of demand at the end of the chapter is based on
historical figures since the weight carried by income growth is relatively insig-
nificant because of the low income eagticities in the above estimating equation.
Although speculation with assumption spreads would be possible in view of the
considerable uncertainties as regards the trend in incomes in Eastern Europe and
the CIS countries, well-founded average assumptions cannot be made.

2.3 Incomeéelasticity of demand

According to an IFPRI survey of experts, the global income elasticity of demand
for cereals was about 0.15 in the reference year, 1997 (IFPRI 2001). In 2020 it
will probably be no more than about 0.07.

2.4  Forecast of demand

Assuming for the period 20002020 average annual population growth of
1.05 per cent, growth of 1.5 per cent in real per capita income and an income
eladticity of demand for cereals of 0.12, average annual growth of demand will
be 1.05 + 1.5 per cent « 0.12 = 1.23 per cent. According to the compound interest
formula, world grain production would thus have to rise by 27.5 per cent by



22 Approachesto poverty reduction

2020 to satisfy world demand at the real price level of the 1990s. At a trend
value of world grain consumption of 2050 million tonnes in 2000, this is equiva
lent to arise in production or supply of 560 million tonnes. IFPRI expects world
demand for cereals to be 2500 million tonnes in 2020.

3 Supply

Will the global supply of cereals be increased by 1.2 to 1.3 per cent p.a., or from
2000 to 2600 million tonnes, from current production in the period 2000-20 in
line with the probable trend in demand? The expansion of cultivated arable land,
the cultivation of fallow arable land and an increase in yields are the three main
options. If producer prices of cerealswereto rise in relative terms, increasing the
amount of land under cereals by substituting them for other crops would aso be
conceivable, but this fourth option is relevant only in the context of short supply
and sharply rising grain prices compared to the prices of other agricultural prod-
ucts. Moreover, it would produce no more than arelatively insignificant increase
in total calorieyield.

3.1 Availablearableland

Some 1.5 billion ha of arable land isin cultivation throughout the world. A fur-
ther 1.7 to 1.9 billion ha of potential arable land is under pasture, forest and bush
(Scherr 1999; Feder and Keck 2001). The amount of cultivated arable land rose
by a mere 2 per cent from 1979-81 to 198991, while world agricultural output
increased by about 14 per cent in the same period (WRI 1994). This trend con-
tinued in the past decade. Little of the rise in world agricultural production today
is due to an increase in arable land. This is confirmed by a basic finding of pro-
ject practice in the past 20 years: at current price ratios and resource availability,
increasing output by intensifying arable land already in cultivation is, as arule,
far more cost-efficient than bringing new arable land into cultivation, the in-
vestment costs of which are very high by comparison.

3.2  Soil fertility in the tropics

Bringing new land into cultivation is therefore a very limited option. Of the still
unused reserves of arable land, >90 per cent is tropical land whose natural soil
fertility is fragile. Conventional use would lead to soil degradation after a mere
two to three years, meaning aloss of productivity due to erosion and to chemical
and physical changes to the soil. Exceptional cases of unused tropical land with
more stable natural soil fertility — e.g. aluvial soil — usually require very high
development investment. Losses of arable land due to erosion, urbanization and
infrastructure development similarly indicate that the global area of arable land
will not be increased appreciably from the current 1.5 billion ha.
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From the angle of the soil fertility problem, tropical production locations can
be categorized as follows:

e zona locations
- arid and semi-arid climates (<800 mm annual precipitation)
- subhumid and humid climates (>800 mm annual precipitation)

e azonal locations
- highlands
- aluvial soils.

Whatever soil fertility problems they may have, tropical locations enjoy one
major advantage: they receive about 100 per cent more solar energy per unit area
than locations in the more temperate parts of the world (Holliday 1976). Pro-
vided that soil fertility is preserved and adequate services and water and appro-
priate production technology are available, correspondingly high energy yields
from the cultivated land are possible.

Zonal soils of the humid and subhumid climates, however, lack almost all the
main constituents that give rise to natural soil fertility: clay minerals, lime and
humus, apart from special forms of humus (Finck 1963). The cation exchange
capacity is, asarule, <10 per cent of average brown earth in temperate climates.
The pH values are usually <5.0 in the top soil. They fall with depth of soil, and
thisis matched by arise in the concentration of aluminium in the soil solution to
toxic levels. This restricts the root space and soil water available to plants. The
reserves of plant nutrients are largely to be found in the living and dead vegeta-
tion and the humus. The assimilative efficiency of plants is therefore based on
continuous organic nutrient circulation, with termites taking care of the miner-
alization of the dead organic matter (Sanchez 1979).

To protect organic soil matter, farmers must above all ensure that land is
shaded as much as possible. At a tropical location in Uganda, for example, the
soil lost some 20 tonnes of organic carbon and 2.8 tonnes of exchangeable
cations per hectare (in the root zone down to a depth of 45 cm) over three years
of arable farming; left fallow under elephant grass for three years, the soil recov-
ered 16 tonnes of organic carbon and 1.9 tonnes of exchangeable cations. The
pH vaue and reserves of phosphorus and nitrogen changed in much the same
way (see Table A25). Permanent cropping with lost mineral nutrients replaced
and organic material used as a mulch is best able to maintain the balance be-
tween the decline and supply of organic matter. The permanent growing of an-
nual crops, however, makes it imperative not only to replace minerals but also to
leave the land fallow or to intercrop fallow plants (e.g. varieties of leucaena in
alternate rows).

At semi-arid locations unregulated ley farming systems dominate, with 30 to
60 per cent of arable land left fallow. The production systems feature cereals
(primarily varieties of millet), grain legumes and transhumant livestock. The
soils usually have a higher nutrient status and exchange capacity than in areas
with more rainfall. Unfavourable soil hydrology, erosion susceptibility and, in
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many cases, extreme phosphate deficiency form the natural barriers to soil fertil-
ity. Lasting improvement in soil fertility and crop yields can be achieved by
changing to regulated ley farming and adding rock phosphate and stable manure
to the soil (Pieri 1989). To improve soil hydrology, the main options are tie ridg-
ing with an ox team and small dams along contour lines (Ohm and Nagy 1986).
The cumulative effect on yields of the application of mineral and organic fertil-
izersis a key finding in tropical arable farming (Pieri 1989). The same is true,
moreover, of the farming of low-sorption sandy soils in Europe (Schultz-Lupitz
1885).

At <400 mm annual precipitation, only extensive ranching is possible without
irrigation. Traditional forms are notorious for ruining natural pastureland by
overstocking. Production techniques used in ranching offer the possibility of
grazing that does less damage to the land at such locations. They work on the
principle of rotational grazing: fencing and subdivision of the area, a supply of
drinking water, regulated grazing and stalk fodder reserves in ungrazed ‘reserve
camps' are the most important measures (Andreae 1972). Supplementary fodder-
growing occurs only when price ratios are extremely favourable. The fal in rea
prices in the world meat markets has led to a distinct extensification of ranching
systems everywhere in the last two decades. The minimum capital intensity of
regulated rotational grazing is no longer economically sustainable at many loca
tions at present global price ratios (without subsidies).

Soils and climates in tropical highlands permit very intensive land use sys-
tems to be employed sustainably. Examples here are terraced rice-growing in the
Malayan culture area, tea-growing in Sri Lanka and East Africa, the growing of
Arabica coffee in Central America and regulated ley farming combined with
milk production in East Africa and the Caribbean. The labour intensity of these
systems is typically 3000 to 5000 hourg’ha. Given adequate rainfall and a fa-
vourable agricultural policy environment, tropical highlands permit very high
production intensities. Their advantages lie in aricher mineral soil component, a
more stable organic soil component and, not least, the better health and, there-
fore, greater working capacity of the people. Where, however, semi-arid climatic
conditions and a high atitude coincide, erosion can quickly assume catastrophic
proportions, since intensification without irrigation at such locations is possible
to only a very limited degree. Significantly, the Incas always combined their
highly intensive terrace cropping with technically sophisticated slope irrigation
(Donkin 1979; Masson Meiss 1984).

Owing to their high clay and silt content, alluvial soils are characterized by a
relatively high sorption capacity and favourable nutrient status. Level ground
also permits gravity irrigation, as in the riverine areas of the Nile. The main
problems are the danger of salination, human health hazards caused by water-
borne diseases and considerable dependence on trouble-free organization and
input availability. Where there is an efficient agricultural policy and appropriate
production technology, however, very high yields can be achieved sustainably
on tropical riverines. It is undoubtedly no coincidence that the first advanced
civilizations in the history of mankind evolved in the fluvial plains of the outer
tropics.
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The soil fertility issue cannot be reduced to a technical partial problem; it al-
ways arises in the longer term as an aspect of the development of an agricultural
production system in line with the dynamism of its political and socio-economic
location. Seen in economic terms, soil fertility problems are investment prob-
lems. High real interest rates, which prevail in the LDCs owing to the shortage
of capital and the undeveloped money and credit markets, obstruct or prevent
investment in soil fertility. Imports at distorted world food prices, excessive
taxes on agricultural raw material exports and overvalued domestic currencies
have the same effect. In many cases, not even spending on commercial fertiliz-
ers, let alone long-term investment in the soil, pays off in such circumstances.
Land law issues often form a further structural obstacle to the maintenance of
soil fertility: where land ownership is collective and non-exclusive, no farmer
will resort to long-term investment in soil fertility. Consequently, soil degrada-
tion throughout the world is very largely due to distorted world markets and to
inefficient or structurally passive agricultural policies.

3.3 Soil erosion

The effect of wind and water on land with no vegetation on it, the state it isin
after being ploughed or grazed bare, for example, erodes the surface. Permanent
plant growth is the most effective means of containing erosion. On average, soil
erosion, the most serious form of soil degradation, causes the annual loss of 30—
40 tonnes of soil matter per hectare from agricultural land in the tropics (Pimen-
tel et al. 1987 and Pimentel 1998; Scherr 1999, pp. 17-19); natural soil forma-
tion, however, replaces only 1-2 tonnes per hectare each year. Annual erosion
losses in Europe and North America average 10-20 tonnes per hectare.

Soil erosion in the tropicsis facilitated by inadequate fallowing of arable land
and overstocking with cattle. At a cautious estimate, some 0.5 per cent of the
world's 1.5 billion ha of arable land is irretrievably lost to erosion every year.
The natura yield potential of the cultivated area is reduced by about 1 per cent
each year by losses of humus and nutrients. Except in the sub-Saharan (Drechsel
et al. 2001) and some Central American countries, this effect has hitherto been
overcompensated for or concealed by increases in expenditure on commercial
fertilizers and the growing of higher-yield varieties. The erosion process there-
fore continues latently over many years. Excessive intensification without regard
for the environment, on the one hand, and poverty, a shortage of land for the
poor and ill-conceived agricultural policies, on the other, are the societal causes.
As arule, there is no more than a vague idea of the ‘need for action’ under agri-
cultural policies. In practice, it then usually amounts to ‘coordination Platon-
ism’, with no agricultural policy countermeasures of any substance being taken.

It cannot be denied that there are voices which, working from an historical
longitudinal comparison of available soil analyses at two locations, declare al
estimates of degradation to be untenable on methodological grounds. In redlity,
they argue, globa soil degradation is insignificant and of no relevance to the
global food supply (Lindert 1996; Johnson 1999). While the criticism of the
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methodology is naturally accepted as a spur to progress and the improvement of
the methodology, a much broader empirical base is heeded before the results of
decades of research into degradation throughout the world can be declared obso-
lete. It would appear that bias led by personal interest has had a part to play in
this. Leaving aside the Lindertian case studies referred to above, global soil re-
search shows that soil degradation, and especially erosion, will be a threat to the
global food supply for future generations and is one of the main causes of pov-
erty. Although European experience indicates that, after intensification of pro-
ducer price ratios and changes to land tenure systems, periods of extensive farm-
ing during which the land is overexploited are followed by periods of soil con-
servation and improvements to soil fertility — German agricultural economics of
the nineteenth century was essentially economics of soil fertility (Otzen 1992;
Brandt 1994, 1995b). However, the argument by analogy with present-day tropi-
cal agricultural sectors is misleading, mainly because the fertility of tropical
soilsis far more fragile than that of soils in temperate climates owing to the spe-
cia conditions prevailing in the tropics as regards soil chemistry, soil physics
and climate. When the final stages of soil degradation are reached, areturn to the
original level of soil fertility is seldom possible, even with heavy investment.
Skeletal soils, laterite concretions or ‘ green deserts' of Imperata cylindrica (spear
grass) very often form the last, virtually irreversible stage of inappropriate use.

The lateritic soils of the inner tropics cannot be used sustainably or profitably
for permanent arable farming or grazing. One day in the distant future it may be
possible to replace the natural forest sustainably with mixed stands of timber or
crop sequences that do little damage to the soil. For the time being, however,
mankind depends on the aforementioned 1.5 billion ha of cultivated arable land
for its food and fibre.

3.4  Land development on balance

What land reserves are reclaimed for use are more than offset by the growth of
urban areas, the development of infrastructure and soil erosion. The amount of
land given over to urbanization and industrialization is, at most, about 0.05 ha
per urban dweller (Crossen and Anderson 1992, p. 24). By 2020 between 50 and
100 million ha of today’s arable land is likely to be lost in this way, since most
of Asid s urban growth centres are situated in fertile arable regions. Some 38 per
cent of cultivated arable land is so used that it is being degraded by erosion and
changes to soil chemistry and physics (see Table 2). After evaluating 16 studies,
Scherr comes to the conclusion that degradation is insignificant for about 75 per
cent of agricultural land, but that in Africa and Centra America five to eight
millions hectares of arable, pasture and forest land are being lost to degradation
each year (Scherr 1999). In a global perspective the rising demand for food will
have to be satisfied through the intensification of aready cultivated arable land.
As the number of agricultural workers is aready stagnant, this will have to be
achieved with technical, yield-increasing advances by means of capital intensifi-
cation and intensification of energy inputs.
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Table 2 Degradation of global arable land

Region Arable land (m ha) Thereof degraded

m ha %
Africa 187 121 65
Asia 536 206 38
Latin America 180 92 51
North America 236 63 26
Europe 287 72 25
Oceania 49 8 16
World 1475 562 38

Source: Scherr, S.J. (1999), p. 18.

3.5 Increase in yields and production forecast

Supply can be sustainably increased through the use of fallow arable land only
in the temperate zones because of the problem of fundamentally different soil
fertility. Fertile arable land — e.g. in fluvial plains— can normally be redevel oped
and farmed profitably by the private sector only if the very high development
costs are heavily subsidized and/or real producer prices rise well above the aver-
age level of the past decade. The FAO's global land and yield statistics since
1985 revea the following range of possible production in 2020 (see Table 3).
Expected yields are pitched rather low in view of the scope that exists for inten-
sification. Even the pessimistic variant is a mere 150 million tonnes less than the
aforementioned demand forecast of 2600 million tonnes. The optimistic variant,
which abides by historical maximum areas and quietly optimistic yield expecta-
tions, aready indicates a 340 million tonne production or supply surplus. The
greatest uncertainties in this rough calculation are, on the supply side, the devel-
opment of the sown areain North America and the CIS and the trend in yields in
Africa, Asiaand the CIS. But losses of arable land to urbanization, infrastructure
expansion and soil degradation must also be borne in mind. If it is assumed that
only 80 million ha of arable land — i.e. about 30 per cent of the above global
figures for losses to erosion and urbanization — are lost by 2020 and the yield
from the land lost is imputed at 3.0 tonnes per ha, the optimistic variant is al-
ready reduced to 2700 million tonnes in 2020, which is slightly above forecast
demand. The approaching productivity crisis in Asian rice-growing, which ac-
counts for 25 per cent of world grain production, should also be considered (see
Box 1). China is not internationally competitive in the case of wheat, maize,
soya beans or rapeseed because of production and transport costs associated with
the main growing areas (see Table A24). The future development of the world
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Table 3 Estimates of world grain production in 2020

Region Area(m ha) Yield (tonnes’/ha)  Production (m tonnes)

optimistic pessimistic optimistic pessimistic optimistic pessimistic

Asia 310 305 45 4.3 1395 1312
Africa 130 95 16 15 208 143
South America 55 50 3.2 2.8 176 140
North America 95 78 4.8 4.4 456 343
Europe 75 70 5.0 4.6 375 322
CIS 110 92 3.0 21 330 193
World 775 690 38 3.6 2940 2453

Source: FAO data, etc.

market very largely depends on how China's agricultural policy reacts to this
situation under the WTO agreements. Can China afford accelerated change to its
social and economic structure, or will it resort to delaying matters by indirectly
subsidizing agriculture?

If China liberalizes its price and trade policies without compensating its pro-
ducers, it will give strong support to the price trend in the world markets; if it
compensates its producers (following the EU's example, by paying subsidies
related to area or even by taking trade policy safeguard measures), the distortion
of the world food markets will continue as before (Wencong 2001). In late 2001
it was dtill possible to assume that real prices in the world market might rise to
about 120 to 130 per cent of the 1999-2000 average by 2010-20 (von Witzke
1999).2 The untapped yield potential in the world would be enough in itself to
permit this (Schug 1996). The present low prices in the world market are due to
surplus stocks, which are in turn due to a cyclical decline in demand in the late
1990s. The USDA estimates that prices will rise by 25 to 30 per cent by 2010
(USDA 2001). It is apparent, then, that moderate increases in real prices are
probable. In the context of a poverty-oriented agricultural development policy
there would thus be an urgent need to solve the core problem facing world food
security: the eradication of poverty, hunger and undernourishment. However,
sweeping changes to the US agricultural policy were made in March 2002. Di-
rect farm subsidies were increased by US$ 19 billion p.a., i.e. by 70 per cent.
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Box 1 Soil degradation due to permanent intensive rice-growing — end of
the Asian countries’ self-sufficiency in rice?

In 2020 3.7 billion people, about half of mankind, will be living in Asia. Their staple
food is rice, which accounts for 40-60 per cent of calorie consumption. No more
than a minor increase in the area under rice, 133 million ha (multiple cropping in-
cluded), is possible. The transition to regulated irrigation requires investment of US$
3000-5000/ha (Pingali et al. 1997, p. 194 ff.). Higher output must be achieved by
raising yields, especially as land is being lost to urbanization and infrastructure de-
velopment. The growth inyieldsin Asian rice-growing, however, is stagnant:

Period Increaseinyield Increasein area Increase in output
1975-85 29%p.a 0.4 % p.a 3.3%p.a
198590 13%p.a 0.0% p.a 13%pa
1991-2000 13%p.a 0.0% p.a 13%p.a

Even where per capitaincome is comparatively high, dietary habits are such that
there is virtually no substitute for rice in Asia (Pingali et al. 1997, p. 126 ff.). As-
suming an income elasticity of only 0 and population growth of 1.05 per cent p.a. for
the period 200020 (World Bank 2000a), yields and rice output will also haveto rise
by about 1.05 per cent p.a if self-sufficiency in rice —the principal article of faith of
Asianrice policies —is to be maintained. Rice production will have to rise from 540
million tonnes today to 660 million tonnesin 2020.

Isthisrealistic, given the aforementioned limits to the area available and trend in
yields? In 1970 experts still agreed that permanent intensive rice-growing with two
or three harvests a year was possible without any fall in yields: “In awet-rice region
the habitat remains unchanged” (Ruthenberg 1980, p. 213). In 1997, however, Pin-
gali et al. refuted this expectation in a comprehensive analysis and proved that inten-
sive wet rice-growing in Asiafaced agro-ecological crisis (Pingali et al. 1997).

In a controlled experiment it was found that yields fall by 70-100 kg/ha p.a. in
al major Asian regions where rice is grown intensively and permanently and har-
vested twice or three times ayear (Pingali et al. 1997, p. 62 ff.). Thistrend is already
apparent in countries where rice is grown intensively (see Table Al). In contrast,
yields are till rising at locations where growing is more extensive owing to natural
or social conditions or infrastructure and where modern intensive growing is only
just being (or has only just been) introduced. Much the same is said of wheat-
growing in Punjab: “... the trends in Punjab might be an early warning that the types
of input-intensive technologies fostered by the green revolution might slow down or
preclude growth possibilities in the long run. Research and development might have
to be redirected toward work designed to maintain the yield gains from past research”
(Murgai 1999).
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The technology of the first Green Revolution (hybrid seed, irrigation, high input
intensity, permanent wet rice-growing with two or three harvests a year) has proved
not to be sustainable. The declinein yieldsis primarily due to physical and chemical
soil degradation and an accumulation of plant pests and diseases — an absolutely
classic syndrome of biased land use. The cure will require, in particular, the alterna-
tion of wet rice-growing and dryland farming and substitute mineral and organic
fertilizers.

Very high-yielding varieties, which have ayield potential 25-30 per cent higher
than the hybrids of the first Green Revolution, will not be ready for general use for
another 10 to 15 years. They too will require crop rotation and the application of
appropriate organic and intensive mineral fertilizers and sprays.

If the rate of increase in output lags significantly and persistently behind the rate
of increase in demand in Asia, tension will rise in the world rice market. Rising
prices would exacerbate the situation of the poor and hungry, particularly in South
Asia

The implications for agricultura policy of the EU’s eastward enlargement from
2004 should also be borne in mind. The two factors will probably ensure the
long-term depression of world market prices unless the forthcoming round of
world trade negotiations leads to a further reduction in the industrialized coun-
tries' agricultura protection and direct subsidies (Handelsblatt 13 March 2002,
p. 8). However, there is as yet no sign of this happening.

4 Main development problem of theworld food issue: poverty,
hunger, undernourishment and malnutrition

The minimum daily food energy requirement for a healthy body and an active
life averages 2300 kcal per head of the population. Inadequate food intake over a
lengthy period leads to malnutrition and undernourishment. The consequences of
undernourishment are: “Emaciation of the body, apathy, susceptibility to dis-
eases, premature death” (Deutsche Welthungerhilfe 2001). This means human
suffering on a horrifying scale and economic losses. Undernourishment and
malnutrition are caused by poverty in a highly complex relationship of causes
and effects (von Braun et al. 1998; Wiesmann et al. 2000). They have a very
adverse and long-term effect on the productivity of labour, the incomes of the
poor and macroeconomic growth: hunger among children diminishes their pros-
pects, and thisfor the rest of their lives.

4.1 Incidence of undernourishment

In the period 1997-99 about 777 million people were suffering from undernour-
ishment throughout the world, some 39 million fewer than seven years before
(FAO 20014). The main areas of undernourishment in the world are South and
South-East Asia and sub-Saharan Africa (see Table 4). In the last of these re-
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Table 4 Numbers of undernourished people, by regions of the world,
1979-99 (in millions)

Region 1979-81 199092 199799
absolute %of absolute %of absolute % of
pop. pop. pop.
Sub-Saharan Africa 132 38 166 35 194 34
South Asia 339 38 307 27 303 24
East Asia 455 29 291 16 127 10
South-East Asia 93 26 81 18 66 13
Latin America 47 13 58 13 54 11
Middle East, North Africa 22 9 26 8 32 9
Transformation countries 26 6 26 6 27 6

Source: Deutsche Welthungerhilfe (2001); FAO (2001b).

gions undernourishment is on the increase because of war, inadequate agricul-
tural policy, economic stagnation and poor income distribution. Some 75 per
cent of the undernourished form part of the rural population of Africaand Asia.
Families in developing countries who live primarily by selling their unskilled
labour are always at risk of hunger and undernourishment — where they are not
already affected — because they have few assets to which they can resort to en-
sure a minimum of nutrition at times of hardship. Thisis especialy true where a
worker has many children to feed and/or diseases reduce working capacity.

4.2  Disposable income, food consumption, undernourishment

More than 98 per cent of the incidence of undernourishment can be statistically
attributed in an international cross-section comparison to inadequate calorie in-
take (von Braun et al. 2001). Von Braun et al. aso show in an international
cross-section that 74 per cent of nutritional status can be ascribed solely to the
distribution of GNP per capita (ibid.).

Because of itsimportance for their very existence, the food problem is, along-
side health hazards, housing and personal safety, the main concern of poor peo-
ple. Currently, about 1.3 billion people in the world (28 per cent of the popula-
tion of the developing countries) have to get by on a daily income of less than
US$ 1 (PPP). In sub-Saharan Africa 48 per cent fall into this category, in South
Asia 40 per cent (IBRD 2002, p. 58). They spend 75 to 85 per cent of their in-
come on food (von Rimker 1972; King et al. 1997; Peter et al. 1983; Brandt
1991; Teklu 1996), while middle-income groups in the industrialized countries
typically spend only 15 to 20 per cent of per capita income on food and semi-
luxuries.
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The same tendency as in the international cross-section can, of course, be
seen within developing countries, whether in rural or urban areas: the lowest
quarter in income terms spend 85 per cent of their income on food, the highest
quarter only 30 per cent (see Tables A2, A3, A6, A8 to All, A22 and A23)
(Teklu 1996; Akindes 1999; Savadogo and Kazianga 1999). The empirically
measured income elasticities reflect the same circumstances in both national and
international cross-section analyses (see Table A4) (Rosegrant et al. 20014, b).

The link between per capita income and food consumption (and nutritional
status) to which reference has just been made corresponds, of course, to Engel’s
Law, one of the oldest basic findings on nutrition and economics, according to
which the proportion of expenditure on food falls as disposable per capita in-
come rises. It will be consulted here again in some empirical breadth because it
suggests a central point in the following line of argument: poverty-oriented agri-
cultural development policy should not only address itself to producers, but also
consider itstarget groups in terms of both the spending of income and its origin.

5 Relevance of food pricesto poverty

This introductory chapter concludes with a brief explanation of why the food
and grain markets are so very important for the real livelihoods and nutritional
situation of the poor. The links in the chain of this argument are taken up again
and discussed in greater depth later in this study (see Chapter 6.2).

5.1 Referencelevel: domestic market

The ratio of food prices to disposable income is of decisive importance for food
consumption by and the nutritional situation of the poor in urban areas, as is
immediately evident from the large proportions, 75 to 85 per cent, of budgets
devoted to expenditure on food. Even moderate rises in consumer prices of 20 to
30 per cent threaten the physical existence of the lowest urban income quartile,
primarily because there is usually some considerable delay in urban areas before
disproportionately low wage increases follow a price rise caused by economic or
weather conditions (see Chapter 12.2). In economies which are remote from
world markets and where climatic conditions are unstable, subsidized govern-
ment storage of cerealsistherefore essential if social and economic conditionsin
the towns and cities are to remain stable (Brandt 1985), since at times of drought
real grain prices may rise by 400 to 500 per cent in the free markets of these
countries, as the example of Sudan shows (see Diagram 1). Similar fluctuations
occurred in the Sahel countriesin the 1980s.

The rura poor, on the other hand, are affected in three capacities: as consum-
ers and/or as wage-earners and/or as producers or recipients of rent income. The
real net effect of changes in food prices in relation to real income, food con-
sumption and nutritional situation depends on the socio-economic situation or
functional sources of income of the poor. In general, fluctuations in food prices
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and the income situation of the poor rura population change in the same direc-
tion, the proportion depending, however, on the individual’s socio-economic
situation (see Chapter 13.1). Generally speaking, however, the trend in their in-
comein real termsis less dependent on the trend in food prices than is that of the
urban poor. An exception here are transhumant livestock farmers and nomads,
since livestock prices are at their lowest when grain prices rise sharply at times
of drought.

5.2 Referencelevel: world market

As has been pointed out above, there may be moderate increases in world market
prices towards the end of the current decade (see p. 12), principally because

e reserves of fertile land can be brought into cultivation today only at
very high investment costs, which will not be worthwhile without gov-
ernment subsidies,

e over 90 per cent of the land reserves is characterized by very fragile soil
fertility and is not therefore suitable for sustainable arable farming;

e government agricultural innovation policy as the driving force behind
advances in agro-technical productivity has been increasingly neglected
in many developing countries in the past two decades (see Chapter 6).
Thisistrue of the majority of developing countries, but more so of sub-
Saharan Africa

The last of these factors might spur future agricultural innovation policy — as
soon as real producer prices rise sustainably — since agro-technical progress is
largely induced by prices under free-market conditions (Hayami and Ruttan
1971). However, time lags of 10 to 20 years between the price incentive and
successful innovation must be remembered in this context. The supply trend is
accordingly inclined towards imbalance, which tends to cause a price-innova-
tion cycle. The introduction of clover into German agriculture in the early 19th
century prompted similar observations by A.D. Thaer (Brandt 1991). Therisein
productivity in Central Europe and England’s import barriers then resulted in
depressed grain prices for a generation. More recent examples are the rise in
productivity in the industrialized countries after the Second World War, the
Green Revolution in South and South-East Asia from 1970 to 1990 and the ef-
fects on prices of improved durum wheat varieties in the American Midwest in
the 1920s (Benn 1992).

Price fluctuations in world grain markets have a surprisingly strong impact on
the developing countries' domestic markets — directly through trade and smug-
gling and indirectly through food aid (Koester and von Braun et al. 1995; Mundlak
and Larson 1992). They are therefore extremely important for rural incomes, the
urban cost of living and rates of urbanization and demographic transformation in
the LDCs, for agro-technical progress and economic development and for food
consumption and the nutritional situation of the poor in urban and rural areas.
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The importance of world grain markets for the nutritional status and real live-
lihoods of the poor is growing with rapid worldwide urbanization. It should be
remembered that in 1970 about 18 per cent of the world's population lived in
towns and cities; by 2020 the figure will have risen to about 52 per cent. World
supplies of food in 1970 did not, on average, have far to travel from the producer
and were energy-extensive. The scarcity of land and urbanization will lead to a
far more energy-intensive world food economy by 2020, since increases in
yields, transport, processing and marketing require increasing rates of energy
consumption for the marginal quantum of supply. The danger of future market
disruptions — due to future political conflicts or world energy crises, for exam-
ple® — resulting in food price rises and so in disastrous famine in the poorest
countries of the Third World grows accordingly.

Increasing urbanization requires not only rapidly growing food sector link-
ages in the economy as awhole: it is also bound to lead to the greater politiciza-
tion of the poverty problem — just as rural poverty becomes urban poverty as a
result of migration. For the rural poor are, as arule, barely organized politicaly,
whereas the urban poor are where the political action is taken, and they are also
organized politically in parties and workers associations (Bates 1998). It can
already be seen how erratic price rises in the world grain market will impact on
the developing countries’ domestic markets and, owing to internal pressure, lead
to a fundamental reappraisal of the importance of their agricultural and food
security policies. The only question is when. The focus will then be on the fol-
lowing policy measures:

increases in production and productivity through technical advances,
(state-subsidized) development of new arable land;

poverty-oriented market and trade policy measures;

initiatives to strengthen international measures to insure against domes-
tic losses of production.

The general neglect of agriculture and rural areas in development cooperation
will then no longer be sustainable since, as food prices rise throughout the
world, agricultural development policy is bound to become a component of
global security policy.

Sub-Saharan Africa and South Asia will remain the focus of attention in the
fight against undernourishment and poverty. “... Sub-Saharan Africa is the only
region in which the number and percentage of children who are malnourished is
expected to rise, rather than fall, over the next 20 years’ (Rosegrant et al. 20014,
b). What is fairly certain is that the problems of the sub-Saharan African coun-
tries, structurally rigid as they are, will not be overcome in the short to medium
term. The need for food imports will continue to rise sharply. It will be for the
world’s agricultural surplus countries to take account of this situation by provid-
ing generous distribution-oriented food aid (food-for-work and other similar
programmes) that disturbs the market as little as possible, but they must not ne-
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glect the promotion of agricultural development or misuse the plight of the sub-
Saharan countries to dump heavily subsidized bulk food supplies.

In the South Asian countries, on the other hand, the main aim must be to safe-
guard and continue the advances made in production technology in the past 30
years, but their ruling classes are unlikely to evade the question — raised exter-
nally and/or internally — of radical land reform.



Part Il Motivefor the study: new
urban biasin development
cooper ation

The first development decade (1955-65) was overly focused on industry in the-
ory, the conception of development policy and the allocation both of develop-
ment cooperation resources and of the recipients national budgets. Since then
development policy has completed, in theory and practice, the full cycle of ini-
tial agricultural pessimism and industrial fundamentalism through concentration
on agricultural and rural development and back to priority for the promotion of
industry, the urban social sectors and central government, with agriculture very
largely neglected (see Chapter 9). In view of the social and economic imbalances
that occur in the course of rapid or premature and accelerated urbanization —
such as poverty, undernourishment, social alienation and crime, and the problem
of a national budget chronicaly in deficit — voices are heard warning of the im-
bal ances due to the excessive emphasis placed on the industrial and urban devel-
opment of pre- or early-industrial economies (Mellor 1998a,b; IFAD 2001). This
is especially true of the sub-Saharan African countries, where the young people
of working age migrate to the towns and cities, leaving mothers and children, the
elderly and infirm behind in the villages. Whole classes of school-leaversin sub-
Saharan African villages between Khartoum and Johannesburg today sit on
packed suitcases because there are no economically attractive prospects in the
rural areas and hope of ajob in the formal sector or just casual labour is still
preferable to the wretchedness of village life. Happiness is to be found in the
towns and cities, even if you have to sleep in a shack made of plastic and card-
board and your stomach israrely full, because hope is the more important part of
happiness.

But there will soon come a time when it is no longer possible to stabilize the
resulting socio-poalitical and economic imbalances in the usual makeshift way by
having development cooperation subsidize the urban areas — and siphoning off
resources from the economy of the rural aress.

6 Neglect of the agricultural sector in development cooper ation

Even during the IRD decade the promotion of the agricultural sector began to
take a back seat (see Chapter 9.3). The ensuing SAPs and SIPs sought to correct
the distortion of agricultural price ratios, but rural infrastructure, technical inno-
vations and extension services continued to be ignored. Parastatal extension
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services, and especiadly the parastatal marketing organizations in the sub-
Saharan African countries, were simply liquidated.

Since the mid-1980s agriculture’s share of total ODA has been dwindling.
IFAD’s summary of the present development financing situation is accurate and
by no means exaggerated:

The real value of aid fell sharply between 1987-88 and 1997-98. The share
of aid going to low-income or least-developed countries, which contain over
85 per cent of the poor, stayed around 68 per cent and agricultural aid col-
lapsed. ... most treatments of urban poverty are welfare-oriented, often
mainly depending on upgraded housing.

(IFAD 2001, p. 1 ff.)

Available data on the sectoral allocation of ODA endorse this assessment. In
1998-99 only 6.3 per cent of the DAC donors and 6.8 per cent of the multilat-
eral donors' gross ODA went to agriculture (OECD 2001a). Since 1980 agricul-
ture’s share of total ODA has been reduced from 12.4 per cent to its present
level. Australia, Belgium, the United Kingdom and the latecomers to develop-
ment cooperation Greece, Ireland, Spain and Portugal have increased the propor-
tion of their ODA that goes to agriculture, but as their contributions are com-
paratively modest, the effect on the overall situation is dlight. In 1999 a mere
four donors accounted for 72 per cent of global agricultural aid:

Japan 41 %
UK 12%
USA 11%
Germany 7%

Other DAC members 28 %

After the success of the Green Revolution the agricultural component of the bi-
lateral donors ODA was reduced by 51 per cent from 1986 to 1994, but since
1995 it has been raised again by about 10 per cent in real terms. The only data so
far available for 2000 and 2001 concern the World Bank and regional develop-
ment banks (IBRD 2002). The decline after 1986 particularly affected the com-
ponents of agricultural aid that had a direct impact on production (FAO 1996).
The rise since 1996 has been geared primarily to such new areas of concern to
development policy as environmental protection, resource stabilization and sec-
toral capacity- and organization-building. In the World Bank’s case the propor-
tion of the total financial volume devoted to agriculture fell from 32 per cent
(1977-79) to 9 per cent (1999-2001). However, contributions to rural areas ac-
counted for 25 per cent of the total financial volume in 1999-2001. The propor-
tion of World Bank loans allocated to agriculture fell by athird from 1993-95 to
1998-2001. The proportion of contributions pledged for agriculture and rural
areas in the case of the EU’s development cooperation was (ECDPM 2002,

p. 5):
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1986—90: 24.0%
1991-95: 6.2%
1996-98: 22%

The decline in the real volume of assistance received by agriculture from the
developing countries own resources paralleled the reduction of development
cooperation resources. In many cases it now stands at less than 5 per cent. Al-
though rural areas as a whole account for a significantly larger share of national
budgets, it too has falen to clearly inadequate levels over the years. Develop-
ment ideas and fund allocations among both recipients and donors are now, as a
rule, overly focused on physical and non-physical urban infrastructure. This is
true of financial cooperation and of technical cooperation. Where are agricultu-
ralists still to be found in development cooperation?

Méllor rightly points out that the agricultural and economic development of
sub-Saharan African countries in particular have suffered under this change:

Asian countries, in general, did not lose in this shift of donor priorities away
from agriculture, because they already had the basic institutions of agricul-
tural development and lobbies of farmers who could protect those institu-
tions. But Africa has suffered by the shift of foreign aid away from agricul-
ture over the past decade.

(Mellor 1995a, p. 59)

The renewed siphoning off of resources from African agriculture at the end of
the century in contrast to the subsidization of Asian agricultural sectors under-
lines this statement. Most of the sub-Saharan African countries have highly
negative PSEs for foodstuffs (see Table A5). As a rule, agriculture's share of
governments' current and investment spending in these countries remains well
below 10 per cent, and in the majority even below 5 per cent — a completely in-
adequate level.

6.1 Thecauses

The immediate budgetary causes of this situation were general constraints and
the requirements arising from the designation of new focal areas (such as policy-
oriented programmes, promotion of administrative capacities and of social sec-
tors, environmental protection and resource stabilization). The literature and
professiona colleagues refer to a wide range of ideas and motives possibly be-
hind this (Totter and Gordon 2000), although no attempt has yet been made at a
quantitative review. In an attempt to derive some explicatory hypotheses, these
driving forces can be summarized in the following four groups:

1 The theoretical and conceptual image that the technocratic and political el-
itesin both recipient and donor countries have of the development processis
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influenced by a mental urban bias, which leads to the neglect of agriculture
and rural areas.

2 The self-interest of political elites in recipient countries leads to dysfunc-
tional agricultural policies, if not to the obstruction of agricultural develop-
ment.

3 A difficult technical, organizational, institutional and price policy environ-
ment means that thereis arelatively high risk of failure and that, on average,
the cost—performance ratios of agricultural and rural development projects
are less favourable than those of measures taken to assist urban infrastruc-
ture and social services. Difficult to implement and comparatively risky,
they seem unattractive in assessments by donor administrationsin particular.

4 The industridlized countries, and especialy the net agricultural exporters
among them, see the world food problem as having been essentially solved
since the successes of the Green Revolution, which also had appreciable ef-
fects on the world agricultural markets, and in view of the long-term decline
in real world market prices (see Diagram 2). The importance of agricultural
development for the developing countries’ domestic economies and poverty
situation is easily overlooked in this optimistic view.

These four hypotheses are examined more closely in the following, with the last,
on which there is as yet no literature, singled out as probably in greatest need of
explanation. However, it also becomes apparent that an attempt at a comprehen-
sive explanation would certainly have to include the second and third hypotheses
aswell.

Hypothesis 1, referring to the mental urban bias of agricultural development
policy elites, has recently been discussed by John Mellor with an eye to the
change of paradigm and shifts of conceptual and practical emphasis that have
taken place at USAID since 1985. His proposition reads:

Foreign aid has a natural tendency to encourage urban elites and urban-
oriented processes because it comes from countries that are largely urban-
ized.

(Mellor 19983, p. 60 ff.)

An urban-based intelligentsia (including development economists) ... and
urban-based political systems all combine to provide an intellectual basis
and political pressure for directing resources to the urban sector.

(Mellor 1998b, p. 137)
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This bias, with its socio-psychological causes, is now so dominant, Mellor con-
tinues, that it refuses to accept either the global empirical data on agricultural
income and employment multipliers or the positive real wage effects of agricul-
tural growth on the poor:

All this evidence about agriculture’s role in promoting growth and reducing
poverty has meant nothing to urban-oriented governments and urban-
dominated foreign assistance agencies.

(Méellor 1998a, p. 62 ff.)

The criticism directed explicitly at USAID is that in a ‘non-technical atmos-
phere’ the central positive role played by agricultural growth in the LDCs in the
fight against poverty, the position of women, resource stabilization and small
business is not only overlooked but, implicitly at least, based on opposing
hypotheses or convictions (Mellor 19983, p. 61).

What should we think of this explanation for mental urban bias? Frankly, the
argument does not seem particularly sound. Firstly, it was, of course, USAID,
the Ford Foundation and the World Bank which, in the latter half of the 1960s,
launched the Green Revolution, which had such unprecedented success. Such a
success is not forgotten in an organization’s tradition in ten years. Secondly, the
drastic cut in agro-scientific staff in these three organizations and almost all do-
nor countries in the mid-1980s was an organizational measure and no coinci-
dence. That the disciplines that have since dominated (the soft social sciences)
have held their place at the trough in the well-known academic infighting is an-
other story. The hypothesis of mental urban bias does not, at least, provide a
convincing explanation for the decline in agricultural aid. It seems more like a
fairy tale.

Hypothesis 2, that of the dominant self-interest of political elites, claims that
ruling political elites — especially those that lack democratic legitimacy — act in
accordance with the overriding maxim of retaining power and gaining material
advantages, but not with any defined idea of public welfare! In view of the
enormous importance of agricultural policy for distribution in LDCs, thisis one
of the main levers used by political elitesto gain and retain power — and to make
agreat deal of money in the process. The mechanics of the procedure have been
generally known since the 1980s debate on and policy of structural adjustment,
especially with regard to sub-Saharan African economies (Bates 1981; Brandt et
al. 1986, Val. I, p. 157 ff.). The main starting point is the import of food at heav-
ily depressed world market prices, which are till, as a rule, the subject of re-
gionally targeted foreign subsidization. Particularly in coastal towns and cities,
along the main infrastructure axes and in the capitals, the less there is left of im-
port rents or import taxes for the power network comprising the political elite
and the import trade, the more these world market prices undercut the prices of
domestic products. Interests in industrialized countries appear in many cases not
to be neutral:
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Evidence suggests, however, that private agents are capturing these transfers
in some cases. Companies such as flour mills that processimported grain are
obvious candidates. ... If the EU’s bonus export subsidy expenditure is be-
ing ‘repatriated’, ... this would be the cause for a completely different set of
concerns regarding CAP spending.

(Wehrheim and von Cramon-Taubadel 1997, p. 55)

The author will not deny that questions outside his terms of reference have occa-
sionally occurred to him during his advisory activities (Brandt 1994). The more
the political class needs the political support of urban consumers, the less it re-
sorts to siphoning off the proceeds from imports. Despite all the successes of
structural adjustment, this ‘spin’ has so far always reproduced itself under the
real politico-economic conditions of the world agricultural markets and sub-
Saharan African countries. The distortions in the sub-Saharan African food mar-
kets are due to three factors: general dumping by the industrialized countries in
the world markets plus regionally selective export subsidies, negative PSEs and
overvalued currencies (the last of these applying to about 30 per cent of all sub-
Saharan African countries).

The political goodwill of the farming population — if needed at all to safe-
guard power —is ensured by means of input subsidies and, by way of exception,
regionally targeted agricultural and rural development projects. Democratization
is, however, strengthening the position of the rural population:

Where Third World governments are subject to competitive elections, for
example, the evidence suggests they are more sensitive to rural interests, for
farmers constitute a political majority in many developing countries.

(Bates 1998, p. 237).

On balance, the peasants of the sub-Saharan African countries are again
heavily burdened today by agricultural policy as a result of food imports and
inefficient export marketing (and a wide productivity gap in rural areas), much
asthey were when the Structural Adjustment Programmes were first launched in
1982-83. The productivity gap has widened steadily with the constant stream of
technical advances made in other areas of the world, while stagnation has oc-
curred in the sub-Saharan African countries. It signifies a serious locational and
competitive disadvantage, which can be overcome only with temporary subsidi-
zation, efficient innovation policy and sustained labour cost advantages. Coun-
try analyses, agricultural policy studies and a wide range of anecdotal reports
underline the considerable explanatory strength of Hypothesis 2, especialy as
regards the agricultural policies of the LDCs (Verheye 2001).

But who wants to know anything about this in practical development co-
operation today? PRSPs, for example, have until recently neglected the agricul-
tural sector and ignored the fact that, despite high urbanization rates, poverty in
the LDCs is still mostly to be found in rural areas. The PRSP for Ethiopia in
particular places some emphasis on agricultural and rural development, prob-
ably because of the strong natural protection against grain imports afforded by
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transport costs. And there is surely no denying that the concentration of devel-
opment cooperation measures on urban areas is grist to the political elites’ mill,
for what, besides cheap food, would be more tangible and visible to the urban
electorate than schools, hospitals, roads, water supply, sanitation and refuse
disposal — and, what is more, these physical advances go a long way to deter-
mining not least the real quality of life of the rulers and the rich themselves.

Hypothesis 3, concerning the specific difficulties encountered in implement-
ing measures to promote agriculture, feeds above all on the negative experience
gained from the multisectoral integrated rural development programmes of the
third development decade (see Chapter 9.3), which featured coordination chaos
and structural dependence on subsidies. An added factor is the high implemen-
tation risk arising from the vicissitudes of the weather and overall agricultura
policy where projects continue for a comparatively long time. The interplay of
heavily dumped world market prices and the LDCS consumer-oriented price,
market and trade policiesis particularly detrimental to the financial profitability
of agricultural projects and makes them crisis-prone. The BMZ says, for exam-
ple:

... viewed in the short term, investments turn out relatively often to be less
profitable than in the urban sector. Positive effects of measures often be-
come apparent only after some time has el apsed.

(BMZ 2001, p. 13)

Not inconsiderable importance should undoubtedly be attached to Hypothesis 3
at the level of aid management, for why should the administrator of a country
aid package go against donor and recipient preferences and choose the stony and
risky path of promoting agriculture when higher professional plaudits are to be
earnt on the smooth paths of urban infrastructure and social sector development?

Hypothesis 4, that of the price-induced neglect of the agricultural sector in
devel opment cooperation, has so far received very little attention in the litera-
ture. This does not in any way mean that it is implausible. In informal discus-
sions with experts it is not infrequently pointed out that the long trends in the
real world market prices of food and agricultural raw materials (see Diagram 2)
indicate not increasing scarcity but, on the contrary, that supply is rising faster
than demand for imports. It is also asserted with an eye to the future world food
situation that the production reserves of the northern industrialized and trans-
formation countries and of the traditional southern food exporters are easily
enough to satisfy world demand for imports for at |east the next generation. Itis
also pointed out that the problem of rural poverty cannot be solved simply by
promoting agriculture: industrial development in the urban areas and additional
non-agricultural jobsin the rura areas will also be needed.

While al this is undisputed, it is also true to say that industry, services and
agriculture and the urban and rural areas must develop in adivision of labour —
with relative growth rates one to the other, which will depend, among other
things, on the level of national productivity and per capitaincome and on avail-
able foreign exchange and investable resources. As historical examples and ex-
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perience in the past 45 years have shown, however, pre- and early-industrial
starting positions, with their weak capital base, agriculture accounting for a
large proportion of value added, a completely inadequate fund of human capital
and considerable incremental demand for agricultural products, now call for
priority to be given to the development of agriculture and rural areas (see Chap-
ter 8.2) —if, that is, poverty reduction is the objective. Or are we to let it come
to the horror scenario of the urban areas in the sub-Saharan African countries,
subsidized by development cooperation transfers and domestic trade, attracting
the young members of the population who are capable of work, without gaining
any appreciable comparative advantages in industrial competition, while agri-
cultural productivity stagnates at best and the villages become the forgotten
permanent sanctuary of mothers and children, the elderly and the infirm?

All in all, the lack of debate does not indicate that Hypothesis 4 is implausi-
ble, but rather that it isa sign of ‘selective amnesia’, the suppression of the sub-
ject by means of undiscriminating optimism about the world food situation,
which overlooks the internal social and economic conditions in the devel oping
countries. In this view it is enough simply to be aware of the unfavourable con-
ditions for infrastructure and agriculture to capitulate from the outset and not
even to launch agricultura projects (see Hypothesis 3). There are undoubtedly
circles, too, who are shocked by the fact that Vietnam, for example, despite its
shortage of land, is already producing exportable rice surpluses after afew years
of modern agricultural development.

6.2  Agricultural policy distortions: industrialized countries, world
mar kets, developing countries

As will be shown in the following pages, distorted world market prices of food,
the neglect of agricultural and rural areas in development cooperation and simi-
lar neglect of agricultural policy in developing countries where agriculture is
dominant, especialy in sub-Saharan Africa, are largely to blame for continuing
poverty and economic stagnation. All the large Asian countries, on the other
hand, have so far maintained at least some protection of their domestic agricul-
tural sectors against distorted world market prices (see Table A5). It remains to
be seen whether their agricultural research and innovation policies can build on
the successes of the past 30 years in Asia and maintain the present momentum of
productivity growth for the next generation (see Box 1).

The agricultural products traded in the world markets are usually divided into
two groups: first, such foodstuffs as grain and meat, and second, such agricul-
tural raw materials as coffee and cotton. Since 1952-54 the trend in real market
prices, i.e. prices deflated by the MUV index, has been constantly downward
(see Diagram 2), with the price of the staple grain falling to about 30 per cent of
its initial level and the prices of the beverages coffee, tea and cocoa falling to
about 25 per cent. This long-term declinein real prices has had an adverse effect
on the terms of trade of the net agricultural exporters among the developing
countries. Continuously rising quantities of agricultural products have been
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needed to pay for imports of industrial inputs and capital goods. In addition,
producer price ratios in industrialized and developing countries have devel oped
in line with the trends in the world markets, unless the vicissitudes of national
agricultural policies have caused deviations. The forces behind the decline in
real prices are, firstly, the ‘treadmill effect’ and, secondly, agricultural policies
that depress prices and distort competition, especially those pursued by industri-
alized countries. Conditions have not improved significantly, despite all the
effortsto liberalize in the past decade (Windfuhr 2002). The EU’ s grain produc-
tion, for example, rose from 179 million tonnesin 1992 to 211 million tonnesin
1999 even though the grain market has been largely liberalized. The compensa
tory payments made for land under cereals still provide ample incentives to pro-
duce, since in the long term, after input intensities have been adjusted, the over-
all cost/output comparison matters for investment and production decisions. In
the industrialized countries grain, oilseed and sugar yields have risen by about
2.5 per cent p.a. in the past 30 years. The annual increase in milk yield per cow
has been of asimilar order of magnitude.

The reasons for the treadmill effect are to be found on the supply side and the
demand side. On the supply side yield-increasing technical advances have con-
tinually led to rises in factor productivity or corresponding cost reductions,
which means expansion of supply. In the case of the agricultural raw materias
there have been absolutely revolutionary increases in the yields of all products
owing to successes in plant breeding and more efficient production methods. As
this group comprises — with the exception of cotton — perennia tree and shrub
crops, it has been possible to use cuttings to propagate the selected parent plants
asexualy, thus avoiding the problem of subsequent genetic segregation and
corresponding yield depression. As advances have been made in cultivation
methods, yields have risen three- to fivefold in many countries since 1960/65,
be it in the growing of coffee, tea, cocoa or pam oil. Where the cereals wheat,
maize and rice are concerned, there have been similar advances in productivity
in the Asian and many Latin American countries. In the case of rice in particu-
lar, hybrid seed, improved fertilizer application, irrigation, mechanization in the
shape of the two-wheeled tractor and two or three harvests a year from the same
land have led to yield increases of up to six times the usual starting level (see
Box 1). However, the higher the cultivation intensity and, therefore, yields are
driven, the less sustainability can be regarded as a static concept. It requires, in
fact, a continuous struggle for what has been accomplished or an adjustment or
response to natural challenges.

Demand for agricultural raw materials backed by purchasing power, on the
other hand, has lagged well behind the supply trend. In the industrialized coun-
triesit rose by 1.40 per cent p.a. compared to 0.9 per cent population growth, an
income elasticity of 0.20 to 0.30 and a per capitaincome growth rate of 2.0 per
cent. The rise in demand for foodstuffs in the industrialized countries was even
somewhat lower. In view of high population and income growth rates and in-
come elasticities of around 0.50, the growth of demand in many developing
countries amounted at times to 3 to 3.5 per cent p.a. Here too, however, Engel’s
Law applies in full upwards of a per capita income of about US$ 1500. The
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supply trend always outstripped demand in the world markets for both agricul-
tural raw materials and foodstuffs. Market equilibrium was achieved by means
of falling real prices.

This treadmill effect was hampered by national agricultural policies in some
cases, exacerbated by them in others. The sub-Saharan African countries, for
example, abandoned their shares of the agricultural raw material markets volun-
tarily, as it were, by pursuing agricultural and food policies marked by urban
bias. Until 1983-85 producer prices were depressed to absurdly low levels by
overvalued currencies and export taxes, and innovation policy and rural infra-
structure were neglected. This led to a decline in productivity and output. The
result was similar in the case of foodstuffs, boosted by imports and sometimes
by food aid. The industrialized countries, on the other hand, subsidized their
food production and disposed of their mounting surpluses in the world markets.
In contrast, the Asian countries have pursued a policy of moderate price support
and input subsidization since the 1970s.

After some initial successes achieved with the structural adjustment policies
during the structural adjustment decade (1983-95) the old distortions of food
prices at producer level have returned to the sub-Saharan African countries —
probably not least because of export subsidies granted by some industrialized
countries, which are deliberately depressing import parity prices for some re-
gions of the world even below the already distorted world market prices (see
Table A5). Domestic food production is scarcely keeping pace with population
growth, the rural population of working age is fleeing to the urban areas, the
industrial sector has hardly any comparative advantages, and the towns and cit-
ies are surviving primarily on the value added in the ‘informal sector’, ODA
contributions and funds siphoned off from the agricultural sector and exports of
mineral raw materials. The political elites of the sub-Saharan African countries
have come to an arrangement, and the donors are endeavouring to reduce pov-
erty — but not in rural areas and not by means of agricultural development
policy.

The treadmill effect has been increasingly exacerbated since the 1970s by the
price-distorting effects of the industrialized countries’ agricultural and trade
policies. According to model-assisted assessments by the now extensive litera-
ture, stagnating domestic demand, rising productivity and supply-promoting
agricultural policies (support price regime entailing minimum producer prices,
tariff protection against imports and export refunds as well as a wide range of
instruments for direct income transfers to producers) are depressing the world
market prices of all agricultural products well below the level of the undistorted
equilibrium prices which would occur if agricultural policies were liberal and
did not grant subsidies and if the world market were not distorted. The range of
price distortions varied in the past decade depending not only on the product but
also on the general situation created by national agricultural and trade policies
in line with the state of implementation of the WTO’s Uruguay Round (see Ta
ble 5). Unlike the above estimates, a more recent study reaches the conclusion
that, although complete liberalization of the OECD countries agricultura poli-
cies would lead to a shift in global shares of production and trade flows, it
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Table5 Global effects of current agricultural policies on prices
(undistorted prices = 100 per cent)

Authors Goldin/K nudsen? Tyers/Anderson® USDA®
Reference year 2002 1990 2001
Milk products —34 % —51% } 22
Beef —21% —-33%

Sugar —37% -18% —16 %
Whest —-23% -11% —15%

Sources: ?1. Goldin and D. Knudsen (1993), p. 91.
P R. Tyersand K. Anderson (1992), p. 217.
° USDA and ERS (2001), p. 8.

would cause no more than minor changes to world market prices, except in the
case of milk products. However, the high value of the dollar in the base year
used for the estimate results in the effects of liberalization on prices being un-
derrated. The authors point out in this connection:

The high dollar exchange rate reduces some of the starting levels of price
policy distortions considerably ....
(Britz and Schmidhuber 2002, p. 103)

The distortions centre on milk, sugar, beef, wheat and rice of the foodstuffs and
on cotton of the agricultural raw materials. The developing countries domestic
markets are affected to differing degrees, depending on their production and
trade structures and their price and trade policies. To examine this, a brief calcu-
lation will be presented. The value of the world production of ceredls, oilseed,
sugar, milk, beef, sheep and goat meat, pork, cotton, eggs and poultry at CIF or
FOB prices is about US$ 850 hillion. This compares to some US$ 330 hillion in
agricultural subsidies paid by the OECD countries. If demand were completely
price-inelastic and, taking the average over the years, marketed output and sub-
sidies covered costs, the price distortion would be —330/(850 +330) = —28 per
cent of an undistorted world market price level. For a price elasticity of aggre-
gate supply of 0.30 in the short term and 0.60 in the long term and a price elas-
ticity of demand of —0.20 corrected distortion rates of —18.9 per cent and
—23.7 per cent, respectively, are calculated.? At farm gate prices the distortion
rates would be far higher because the trade margin between ex farm prices and
CIF or FOB prices is relatively larger than the proportion of the appropriate
transformation chain attributable to subsidies.

The example of sugar, probably the most highly subsidized product, rela
tively speaking, apart from milk products, will be taken to illustrate the distor-
tions with somewhat more recent data (Borrell and Pearce 1999). In 1997 the
world market price of raw sugar was US$ 254/tonne. The producer price was
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about US$ 600/tonne in the EU, US$ 1000/tonne in Japan and US$ 450/tonne in
the USA. The prices of 40 per cent of the sugar produced in the world were
>150 per cent of the world market price. Only Australia, Brazil and Cuba (to-
gether accounting for some 20 per cent of world production) produced at world
market prices without subsidies. Depending on what supply reactions are as-
sumed, experiments with models of the world sugar market show prices rising
to US$ 320 or 350/tonne in the event of complete liberdization. Thisis equiva-
lent to the distortion of the current world market price by —26 per cent or
—38 per cent of a genuine equilibrium price. The global welfare gain if sugar
policies were completely liberalized has been estimated at US$ 4.7 or 6.3 bil-
lion. About three dozen developing countries would, however, lose a total of
US$ 0.86 billion in export subsidies, which the EU and USA currently pay them
each year under import quotas. The EU pays about US$ 400/tonne in producer
subsidies and US$ 400/tonne in export subsidies to get rid of its surplusesin the
world market — economic madness!

The political administration continues to harbour the prejudiced view that
world market prices are irrelevant to the developing countries’ domestic prices.
This view has been refuted empirically (Mundlak and Larson 1992; FAO 1997).
Domestic and world market prices of wheat correlate with an R? value of typi-
cally 0.80. If the exchange rate is added as an explanatory variable, the coeffi-
cient of determination rises to well over 0.90. Grain prices are, in turn, very
closely correlated in the developing countries domestic markets (Wehrheim
and von Cramon-Taubadel, 1997). The push towards the liberalization of trade
policies during the WTO's Uruguay Round further increased the integration of
the national food markets into the world market — at least in the large coasta
urban areas and the inland centres connected to them by modern infrastructure
and in the catchment areas of the transport axes.

The world market prices of foodstuffs probably have a major impact on the
prices of agricultural raw materials, primarily through product substitution at
producer level. The cross-price elasticities between food prices and the supply
of raw materials appear to be considerable. In an example for cocoa from Ghana
they amounted to —0.39 related to the price of rice and —0.27 related to the price
of maize (see Table A28). In aggregate form, the relation between food and
agricultural raw material pricesisasfollows:

1
EceVpye A
K*® Ve =

=Vpr

where: Ex = cross-price elasticity of raw material supply in relation
to food prices
En = priceeasticity of demand for raw materials

Vey = pricedistortion in the food market
Ver = derived price distortion in the raw material market

A = areainfluenced by world market prices
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A rough calculation using plausible elasticity assumptions underlines the rele-
vance of the supposition.

Where Ex = -0.20
Ven = -20%
En = -0.25and
A = 0.50

Veg is —8 %. Given sufficient empirical data and an accurate analysis, it might
very well be found that the price distortions in the world food markets cause
major distortions in the agricultural raw material markets. In view of the impor-
tance of this relation for agricultural development, scientific studies of this as-
pect are needed to estimate as undistorted supply elasticities as possible for the
main countries exporting agricultural raw materials, with account taken of cross-
price effects. The development of food production against the background of
producer price trends in sub-Saharan African countries clearly shows at least
that there may be strong supplier-side substitution relations between food prod-
ucts and exported raw materials. It is evident, for one thing, that the producer
prices of raw materials usually improved relative to food prices following struc-
tural adjustment and liberalization (Kheralah et al. 2000, p. 15). The real con-
sumer and producer prices of foodstuffs fell, mainly because declining world
market prices now had a greater impact on internal markets and more food aid
was imported (Jayne et al. 1996). As arule, raw material production then devel-
oped more favourably than food production (Seppalé 1996, p. 3 ff.).

The agricultural policies of the OECD countries thus also have a decisive in-
fluence on agricultural price ratios in the developing countries through the world
markets, and this in respect of both food products and exported raw materials. In
the past decade this led to serious market disturbance in importing developing
countries where a number of products was concerned. One particular cause of
this was the EU’ s producer and export subsidies. In a number of cases there was
a significant lack of coherence between the EU’s development cooperation
measures and its agricultural export policy: grain and beef in West Africa, beef
and canned vegetables in the RSA, sugar confectionary in Swaziland, milk pow-
der in Jamaica, Tanzania and Brazil, tomato concentrate in West Africa (see Box
2).
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Box 2 Lack of coherence between the EU’s agricultural and development
policies

The EU price and trade policy system that applied to the main agricultural products
until 1992 comprised: support for domestic prices well above the world market price
level, achieved by means of administered minimum prices, storage, export subsidies
and import levies equivalent to the difference between world market prices and do-
mestic prices. Sugar beet and milk were also subject to production quotas. Anticipat-
ing the forthcoming Uruguay Round of the WTO, the EU took the first steps towards
the liberalization of its agricultural trade. From 1993 to 2000 the internal markets in
cereals, oilseed and grain legumes were largely liberalized in price and trade policy
terms, afirst step also being taken in the case of beef and lamb. Among other things,
this meant shifting the financing of subsidies from the consumer to the public purse.
The EU’s annual spending on agriculture rose from € 11 bn in the early 1980s to
€ 46 bn in 2002. Producers were not compensated entirely in keeping with the status
quo; PSEsfell except in the case of beef and poultry meat:

198688 2000
Wheat (%) 52 43
Oilseed (%) 59 30
Sugar (%) 60 49
Milk (%) 57 43
Beef (%) 59 75
Poultry meat (%) 14 57
All agricultural products (%) 44 38

The decision taken by the Council of Ministers in March 1999, known as ‘Agenda
2000’ continues the liberalization with partial compensation from the EU budget:

e beef: intervention prices —20 per cent in three stages from 2000, direct sub-
sidies > +100 per cent;

e cereals and oilseed: intervention prices —15 per cent in three stages from 2000
to 2002, compensation in the form of non-crop-specific area subsidies, 10 per
cent set-aside of grain area;

e milk: intervention prices —15 per cent in three stages from 2005/6, milk quotas
+1.5 per cent, from 2005 direct subsidies per milk cow;

World market models show that the current world market prices of the most im-
portant foodstuffs are, depending on the product, 10 to 40 per cent below the equi-
librium pricesin liberalized world agricultural markets. The EU’s agricultural policy
islikely to be responsible for about a third of this. The EU’s Agenda 2000 and steps
taken by other industrialized countries toward liberalization during the current WTO
Round may beafurther stepin correcting the distortion of theworld markets, the
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scale and effects of which cannot, however, yet be foreseen. With its contribution to
the effect of dumping on world market prices, the EU is failing to comply with the
coherence requirement of its Maastricht Treaty on a global scale (Koester et al.
1995), since dumping by the industrialized countries is largely ruining the develop-
ing countries’ prospects of becoming competitive in agricultural products. The result
isageneral and profound lack of coherence.

There are also product-specific cases of regionally discriminating export subsi-
dies, each of which has resulted in serious disturbances in developing countries
domestic markets and threatened or prevented the success of development coopera-
tion projects launched by the EU or its Member States. In the 1990s the following
cases of this specific lack of coherence became known (Brandt 1995a; Eurostep
19993, 1999b; OXFAM 2001a, 2001b):

o beef: West Africa, RSA, Namibia

o cereds West Africa

o milk: Jamaica, Tanzania, Brazil, India
e tomato puree: West Africa

e chickens: Gambia

Despite the aforementioned steps taken by the EU towards liberalization, the
pressure its agricultural policy exerts on world market pricesis likely to continue by
and large, since it can be seen that the ‘product-linked’ subsidies will by no means
remain neutral in their effect on production but uphold major intensity incentives.
Where total supply is price-inelastic, the removal of any such short-term incentives
will be quickly made good by autonomous technical progress. Furthermore, the
compensatory payments will make it possible to effect investments that have an
impact on production and supply in the medium to long term, since all factor inputs
are eventually variable and so have an effect on supply. The EU’s grain production,
for example, has grown by 4 m tonnes p.a. since 1992. The EU accounts for about
33 per cent of the agricultural subsidies paid out by the OECD countries. Thereisan
added effect: the EU focuses what room for manoeuvre it still has to subsidize ex-
ports on the raw material component of its exports of processed agricultural prod-
ucts. The removal of import barriers in anumber of developing countries in the con-
text of the Uruguay Round or regional free trade agreements with developing coun-
tries enables EU processors to take advantage of the subsidies and their relative cost-
efficiency (due to technology). Confectionery, bread, cakes, pastries, pasta goods
and canned fruit and vegetables are the first examples of goods disturbing the mar-
kets of the RSA and other SADC member countries. The DFID quotes a description
of the situation in Kenya: ‘Just about all processed food ingredients used in Kenya
are imported. This is because one can get quality goods for a lower price by import-
ing subsidised products in bulk. There is no market for local people. They cannot
compete with international subsidies. It’s the subsidies that are keeping them poor.’®
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On balance, it should be emphasized that the pressure on the world market
prices of foodstuffs will continue. If the EU’s agricultural policy system is trans-
ferred to the new, eastern European Member States after the adjustment of subsidy
levels, the price distortions in the world food markets are bound to be further exacer-
bated because of increasesin supply caused by the subsidies. With its latest Agricul-
ture Act, the US Administration intends to increase direct subsidies to agriculture to
about US$ 190 bn, or by about 70 per cent, over the next ten years. This step would
similarly exacerbate the price distortions in the world cotton and food markets and
have other adverse implications for the global agricultural system and the develop-
ing countries’ agricultural policies.

Though perhaps not intended as such, this will have the effect of subsidy-assisted
predatory competition, which the larger developing countries will not allow to pass
without fighting back (tariff protection, direct subsidies, complaints to the WTO).
There is aso likely to be increasing competitive pressure on the processing of agri-
cultural products in developing countries, since the USA too is pursuing the goal of
expanding the export-oriented processing of agricultural raw materials.” This com-
petitive pressure is unfair if the raw material inputs of processors in the industrial-
ized countries correspond (as a result of direct subsidies) to the distorted level of
world market prices.

Notes: ® Association for Better Land Husbandry, Kenya, quoted in: DFID (2002),
p. 19
P Congress of the US (1995)

In the wake of the Uruguay Round there has now been a partial removal of
price support and related measures (tariff protection against imports and export
subsidies). However, the resulting abolition of indirect producer subsidies,
which the consumer paid, was largely offset by direct subsidies from the public
purse (Tangermann 1999; Anderson et al. 2001; OXFAM 2001a). The EU in
particular chose this course of direct subsidization in the form of land and live-
stock premiums combined with set-aside, production quotas and other dirigistic
measures designed to limit production. However, viewed as a whole, these have
been no more than first steps (see Table 6). As aweighted average of the OECD
countries, the net protection coefficient has fallen from 1.61 to 1.43 since 1986—
87, and the indirect or consumer-side share of total producer subsidies has fallen
from 84 to 71 per cent, but total producer subsidies have falen only from 39 to
34 per cent of gross producer output (including subsidies).
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Table 6 OECD agricultural indicators

Indicator 1986-87  1998-2000 1998 1999 2000
Production 559 651 668 653 637
(USS$ bn)

PSE® (US$) 236 258 254 274 245
PSE® (%) 39 35 34 37 34
NPC® 1.61 1.46 1.44 151 1.43
TSE® (US$ bn) 298 341 339 356 327
TSE® (%) 53 52 51 55 52
Consumer share’ (%) 67 (84) 55 (73) 55(74) 57(74)  53(71)
Taxpayer share (%) 33(16) 45 (27) 45(26) 43(26)  47(29)

a

PSE (producer subsidy equivalent) = direct + indirect producer subsidies;

PSE ( %) = PSE+100/(financia producer contribution + direct subsidies);

© NPC (net protection coefficient) = (financial producer contribution + output-related
subsidies) / world market parity producer contribution;

TSE (total support equivalent) = PSE + government contribution towards physical
and non-physical infrastructure of agriculture + training;

€ TSE«100/ (financial producer contribution + direct subsidies);

' Consumer share of TSE or PSE (%).

Source: OECD (2001b).

Although initial model calculations have found that the Uruguay Round liber-
alization measures have dlightly increased prices in the world agricultural mar-
kets, the findings of available studies diverge considerably (Vadesand Zietz
1995). Only the actua production response in the next few years will tell. In the
EU’s case, for example, it must be assumed that product-related direct subsidies
will have a major impact on production in the shape of the amount of land culti-
vated and the size of the dairy herd, since they reduce the financial risk and in-
crease producers’ time liquidity; furthermore, the payments can be attributed to
the area of land that farmers devote to the growing of each crop. Both might
offer an incentive to undertake cost-reducing investments and to bring input in-
tensity closer to the theoretical optimum. With the given area-related compensa-
tory payments it is, moreover, possible to arrange crop rotation so that it partly
compensates for the declining use of nitrogenous fertilizers.

In March 2002 it became known that under its latest Agriculture Act the USA
would raise direct subsidies in the coming decade to US$ 190 hillion, i.e. by
70 per cent. The effects on development policy, the industrialized countries
agricultural policies, the global agricultural situation and the WTO process can-
not yet be predicted in any detail, but they will be far-reaching. And aready the
call isgoing out in the old EU for higher compensatory payments for oilseed and
durum wheat. There is no telling yet what the implications of the forthcoming
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eastward enlargement will be for the distortion syndrome in the world agricul-
tural markets.

Initial experience indicates that, with the removal of the tariff protection for
processed agricultural products introduced by the developing countries, competi-
tion from industrialized countriesis breaking into the developing countries’ mar-
kets and may threaten the initial successes they have achieved with industrializa-
tion (see Box 2).

It must be remembered in al this

... that the WTO member countries are free to set higher food safety stan-
dards than those included in the Codex Alimentarius, which was negotiated
at international level.

(Hauser 2001)

Here the industrialized countries in particular have an emergency brake, which
they are already busy applying (von Braun et al. 2001).

The developing countries are preparing themselves differently for world mar-
kets and financial competition in their agricultural policies. The large Latin
American and Asian countries have been able (at least until the late 1990s) to
maintain moderate tariff protection for agricultural products and/or compara-
tively moderate subsidies, as the available PSE figures show (see Table A5).
Some sub-Saharan African countries, on the other hand, have highly negative
PSE figures for wheat, rice, soya, edible oil and milk.

The widely differing PSE figures for these groups of countries are an indica-
tion of fundamentally different general national agricultural policy designs in
the world's major regions. The industrialized countries pursue their heavily sub-
sidized agricultural policies, promote services, physica infrastructure and hu-
man capital for the agricultural sector and increase land productivity and live-
stock performance by 2 to 3 per cent p.a. The South American and Asian coun-
tries have moderately positive PSE figures, which at least partly offset the in-
dustrialized countries’ dumping and the distortion of the world agricultural mar-
ket prices. The agricultural policies of India, China, Indonesia and Vietnam
support their agricultural sectors with tariff barriers and/or input subsidies.
These countries are making serious efforts to organize and promote their agro-
technical progress and their services and human capital independently. Taking a
subregional average, the sub-Saharan African countries have negative PSE fig-
ures for some foodstuffs. The domestic producer prices of foodstuffs are typi-
cally 20 per cent below the world market parity level.® This does not, however,
take account of the effects of some countries overvalued domestic currencies
on price ratios. The neglect of agriculture and rural areas in development coop-
eration and the dominance of anti-agricultural price policies determine the over-
al agricultural policy situation in the sub-Saharan African countries: neglect of
services, poor human capital formation, decaying rura infrastructure and
stagnating productivity at a low level. And this has its own logic: where
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production for the market becomes unprofitable because of distorted producer
price ratios and neglected productivity, the cost of promoting innovation and
infrastructure can likewise be saved for the time being.

Distortions are also to be found in processing — in this case, among the de-
veloping countries. Some Asian textile exports are heavily subsidized. This be-
gins as early as the stage at which cotton is produced domestically and contin-
ues in the subsidization of processing. Without regional tariff protection, there-
fore, it will hardly be possible to develop a cotton-processing industry in sub-
Saharan Africa (Guttenberg-Jacobi 1993).

An objection to the call for the liberalization of the industrialized countries
agricultural policies that is frequently heard in the public debate is that those
who actually stand to gain from such liberalization would not be the LDCs but a
few efficient agricultural exporting countries in the South (Argentina, Uruguay,
Brazil, Chile, Australia, New Zeadland, RSA), since typica LDCs will derive
little benefit from real rises in world market prices owing to a number of struc-
tural obstacles (centralized administrative system, undeveloped physical and
non-physical infrastructure, inadequate level of agricultural production technol-
ogy, management problems, inadequate capital endowment of rura activities,
inefficient marketing systems). This argument cannot, of course, be dismissed
where the short and medium term are concerned. But the incentives to the LDCs
to improve their infrastructure and agricultural policy environment that will
eventually emanate from improved price ratios should not be underestimated —
especialy if development cooperation becomes involved by placing the empha-
sis appropriately. In this respect it must, of course, be remembered that the
world market models referred to above are based on supply and demand elastic-
ities, i.e. on historical figures. Beyond the medium term of three to five years
they do not permit a reliable forecast, especially if sweeping changes are made
to agricultural policy on the supply side. Thusiif the distortion margins of world
market prices and the industrialized countries additional export subsidies,
which are discriminatory in terms of import regions, were siphoned off in the
LDCs, import prices could be raised to alevel at which the domestic food prod-
ucts in local markets again had a chance to compete and develop. In addition,
innovation-assisted production policies are urgently needed for agricultural raw
materials to enable foreign exchange to be earnt. On the one hand, as world de-
mand is very price-inelastic, this would be to the detriment of world market
prices; on the other hand, shares of the world market, especialy those of the
sub-Saharan African countries, have become so small that the economic advan-
tage of such a policy is obvious — especidly if the opportunities presented by
modern yield-increasing production methods are seized.* The international
community cannot expect the sub-Saharan African countries to continue forgo-
ing the opportunities offered by an active policy on agricultural raw materials.
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7 Neglect of agriculturein the sub-Saharan African countries

Owing to a policy of excessive siphoning off of resources from the agricultural
sector, of indirect and direct subsidization of industry and of hypertrophic public
consumption, the growth processes of sub-Saharan African economies first came
to ahalt in the 1970s — while public and foreign debts rose sharply (Lipton 1977;
World Bank 1982; Brandt et al. 1986). After the World Bank’s Structural Ad-
justment Programmes (1983-95) had initiated the abolition of subsidies, the cor-
rection of distorted domestic price ratios, the deregulation of markets, the reduc-
tion of public consumption, debt rescheduling and/or the cancellation of public
foreign currency debts, the recipient—donor community took, as new concepts
(SIPs and PRSPs) were introduced, to promoting the towns and cities and the
urban sector in a more biased way than could ever have been envisaged. The
new urban bias is essentially donor-induced. Donor contributions in the context
of development cooperation, the import of foodstuffs at unrivalled low prices
and the siphoning off of proceeds from exports of raw materials, if not by means
of export taxes, then through inefficient marketing systems now organized by
the private sector, are, with difficulty, keeping the heads of the urban population
above water, while the rural population has been plunged into a deep economic
and social crisis in which its very existence is at stake. Added factors are — and
thisis a crucia difference from the 1970s — legal uncertainty, an escalation of
crimes of violence and a multitude of violent conflicts: as recently as 1980 Nai-
robi, Johannesburg, Accra, Abidjan and Dakar were still functioning cities; liv-
ing in them today is like living in limbo, especially for the poor slum-dwellers.

Nor, conceptually, does the new urban bias have a viable future. The popula-
tion growth rates of the sub-Saharan African urban aress are, at four to five per
cent, well above comparable figures for other regions of the world (see Table 7).
The financia resources needed for housing and infrastructure are not available,
and the slums are spreading. The processing industry can, as arule, survive only
in domestic market niches and is developing at totally inadequate growth rates.
Industrial value added as a proportion of the GNPs of sub-Saharan African
economies fell from 38.2 per cent in 1980 to 29.2 per cent in 1999. Where are
the jobs to come from? The result is mass poverty and a struggle for surviva in
the informal sectors of the towns and cities (Amis and Rakodi 1994; De Haan
1997).
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Table 7 Annual urban population growth rates, 1985-90 to 2005-2010 (per cent)

Period Region
East Africa  Central Southern West Asia South
Africa Africa Africa America
198590 5.66 4.10 2.90 5.25 3.60 274
199095 555 4.60 2.87 5.08 3.22 2.38
1995-00 5.15 4.12 292 4.80 3.03 2.06
200005 4.92 4.36 291 4.48 2.80 1.83

Source: UN (1998), p. 120 ff.

In the medium term, development policy and development cooperation will not
avoid the classical realization that in pre- and early-industrial economies growth
of productivity, production and incomes in agriculture form the irreplaceable
basis of industrialization and poverty reduction (see Chapter 12.2). And this is
al the truer as long as infant industries are not yet internationally competitive
(Méellor 1995a,b; Priebe and Hankel 1980). For the time being, then, it can be
said:

The absence of a clear development strategy for peasant farmers is one of
the main causes of Africa's decline. The governments are almost entirely
composed of city-dwellers who are interested in the welfare of the capital
and the army, in which they invest state monies.

(von Lucius 2001)

Of course, through the chain of effects consisting of resource degradation,
declining incomes and underemployment at such natural marginal locations as
the northern parts of the Sahel countries, population growth also exerts consid-
erable rural-urban migration pressure, which has an impact just as (but also
because) economic and agricultural policy does (see Box 3).
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Part Il Poverty reduction in the
conceptual experience of
agricultural development

8 Roleof agriculturein the early-industrial phase of economic
development

8.1  Excursus—towardsan understanding of the subject matter

The theoretical and conceptual ideas of the first development decade (1955-65)
placed the emphasis on the government promotion of industry, while neglecting
and exploiting agriculture. What was overlooked with this inference by analogy
from Soviet experience was, firstly, that the USSR was able to build on the con-
siderable success achieved in industrializing Tsarist Russiato a level which had
not been reached in 1955 by any developing country apart from two or three in
South America; secondly, developing countries with traditional peasant struc-
tures had nothing like the state power or an urban elite so well educated in the
humanities and the sciences as the Soviets had employed to cope with capital
formation, technical progress and their model of societal organization; thirdly,
the inertia of the developing countries pre-industrial social and economic struc-
ture was underestimated.

For the researchers and concept designers of the 1950s the development prob-
lem was essentially a matter of calculating how to form capital, using three or
four variables, because they thought they knew what was in principle necessary:
government-controlled investment of agricultural and foreign savings in the in-
dustrial sector and socio-economic structural change induced by industrial
growth. The leading minds among them were something like chief ideologists,
for they had very little idea backed by experience of traditional societies or the
specific features of production methods in tropical agriculture. Their fundamen-
talist view of industry was, of course, as admissible as other designs produced
by the socia sciences, as long as they remained deductions, but — and this leap
occurred in a trice — when it became the prescription for the socio-economic
development of whole countries and areas of the world and was, moreover, put
into practice, results were bound to be disappointing (Dumont 1962; Brandt
1965).

In some cases considerable time was to elapse before the industrial funda-
mentalism of the first few years was adjusted or abandoned in practical devel-
opment work: it was a process that did not begin in India and Indonesia, for ex-
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ample, until 1965-66, in China until 1978 and in the sub-Saharan African coun-
tries until 1983. Except in the Asian countries, which have long pursued a suc-
cessful agricultural development policy to offset the adverse social and eco-
nomic effects of the excessive industrialization and urbanization of old, the ne-
glect of agriculture, the processing industry and servicesin rural areas persists to
this day — especially in the sub-Saharan African countries. To the detriment of
the development of many economies, the anti-agrarian ideology was supported
by a highly disruptive factor, the effects of which favoured the tendency towards
urban bias in development policy for many years and continues to do so in sub-
Saharan Africa today: since the early 1970s the generous subsidies granted un-
der the agricultura policies of certain industrialized countries have had a pro-
found retarding effect on the agricultural and economic development of many of
today's LDCs through distorted world market prices, plentiful food aid and the
subsequent neglect of developing countries’ agricultural policies.

Despite al this, both academic and practical development policy has learnt a
great deal over the past four decades about a wide range of instrumental issues
and, no doubt, the theoretical and conceptual aspects. It islargely agreed today —
in theory and from more recent empirical experience at least — that agricultural
development forms the basis of economic and societal progress at the develop-
ment stage of initial industriaization. The relationship between the agricultural
and industrial sectors is recognized as being distinctly complementary in the
process of social and economic growth: ‘ They must be nurtured by the state with
the same care and maintained side by side at the same level and with the same
strength. To raise one and want to depress the other is to paralyse one foot so
that the other may stride ahead. ... It is a frivolous dispute over what should
have preference for the good of the state, the factories or the fields, but one in
which practical and theoretical statesmen have so often engaged in recent times'
(Thaer 180912, p. 161 ff.). By the mid-1980s this had also been appreciated by
contemporary researchers: “... the functions which the agricultural and indus-
trial sectors must perform in order for growth to occur are totally interdepend-
ent” (Hayami and Ruttan 1985, p. 40). It was not, however, so widely appreciated
as to have been able to prevent extreme bias in the allocation of development
cooperation and domestic resources to industry and the service sectors in the
urban areas of many LDCs during the past decade. Seen from the angle of what
is known now, the extreme urban bias in the deployment of development coop-
eration resources is particularly hard to understand — at first glance at least.

There is no viable theory capable of providing a reasonably sound explana-
tion for the causes and effects of the socio-economic development process and
so enabling the development policy practitioner to guide this process safely and
purposefully. Development policy, understood as an analytical task, has a simi-
lar cognitive subject and thus similar cognitive problems to the writing of his-
tory. The historian’s appreciation of the limits to his ability to understand the
causes and effects of the development process is also true of development policy
once it looks beyond narrow aspects of the problem as awhole:
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We are al reluctant philosophers of history, whether we like it or not. The
only decision we are entitled to take is on whether we make our view of his-
tory as explicit as possible, expound it in context and bring it into line with
the known facts or whether we intend to assert it more or less unconsciously
and unsystematicaly. If we do the latter, we run the risk of passing off cer-
tainideas as ‘truisms and then using them untested and uncritically.
(Gellner 1995, p. 1)

If ‘“view of history’ is replaced by ‘ideas on the development process', for exam-
ple, this statement is also entirely true of development policy. The development
process cannot be accurately explained with a few variables. Its prophets, how-
ever, are still resorting to the old trick of reducing the problem to two or three
‘causes and suggesting that the available resources and policy instruments are
having a profound effect. The theoretical constructs then become in a trice pre-
scriptions for the socio-economic development of whole countries and areas of
the world. Implementation usually produces unexpected and sometimes disap-
pointing results.

Although it would be taking scepticism about the transparency and feasibility
of the development process too far to forgo explanatory, and thus reductive, aux-
iliary arrangements (because working hypotheses or conceptions must be ac-
counted for), it should still be emphasized that development policy is, in avery
distinctive way, an art doctrine, a patchwork, so to speak, of theorems, experi-
ence of specific issues and working hypotheses. Given a limited understanding
of the causes and effects of the development process and in view of the vicissi-
tudes of the political environment (in both recipient and donor countries), it can
show the actors no more than the approximate direction they should take — for
the time being in each case. There is, redlisticaly, no other way of proceeding:
goal-oriented action to the best of one's albeit limited knowledge and with lim-
ited resources — empirical process — then reappraisal, etc.

It goes without saying that it is not only the ways in which a socio-economic
system responds during this sequence of events that can change but also the po-
litical priorities set and assessments made by development cooperation actors.
There is ample practical evidence of this. Consequently, deciding where the em-
phasis should lie in development policy, as in the development cooperation ad-
ministration’s sectoral or country concepts, amounts to little more than stock-
taking in its prescriptive range beyond the budget allocation. Thus one of the
main determinants of the changes to the list of German devel opment cooperation
measures in recent years has been the cutbacks in other donors measures and
the learning and opinion-forming processes taking place in recipient countries. It
is, in any case, going too far to think that the partner countries’ policies can be
influenced substantially and in the long term, since the bilateral donors use rela
tively modest resources and play no more than a supportive or cautiously correc-
tive role in the solution of individual problems, but they do not exercise power
of any consequence. On the whole, development cooperation is part of the de-
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velopment process — often having a favourable catalytic effect — but it is not its
master.

The practical importance of these statements can hardly be emphasized
enough. The laborious process of gaining experience, the conceptua vicissitudes
in development cooperation in the past 40 years (see Figure 1) and the present
search for theories and concepts for the sub-Saharan problem should be recalled
in this context. It ranges from the price and incentive fundamentalism that was
apparent in the World Bank’s structural adjustment policy to propositions de-
rived from the philosophy of history on the peasantry’s social self-isolation and
refusal to yield to the ruling domestic elites (Hyden 1983; Kabou 1991). A
change of conception is not, therefore, proof of previous incompetence, but the
necessary conseguence of changed circumstances and newly gained insights.

8.2  Agricultural contributions to economic development

Since towns, the state, trade, manufacturing industry and a money economy have
existed, it has not escaped the notice of people engaged in economic activity,
and especially the political thinkers among them, that agricultural market condi-
tions interact closely with the other sectors or sources of income in the economy
as a whole. According to an old German saying, if farmers have money, the
whole world has money. This vulgar-physiocratic conclusion, whether originat-
ing in the sixteenth or the nineteenth century, verifiesit. And how movementsin
grain prices relate to crop yields (weather, production methods), war, peace and
foreign trade has served people of all ranks as a topic of conversation — right
after the weather. The classical agricultural economist Albrecht D. Thaer at least
had very clear ideas on the determinants of prices and on the supply of and de-
mand for cereals and labour (Thaer 1809-12). In Friedrich Aereboe’s work the
systematics of economic interactions between agriculture, the rest of the national
economy and the world economy is aready largely developed (Aereboe 1928),
and he knew how to use it in a dynamic context. Following in the tradition of
this thinking is an essay by his pupil Karl Brandt, who as early as 1965 was be-
ginning to recognize the erroneous courses being taken by many developing
countries, the consequences of which are still having an impact today (Brandt
1965). Aereboe was already focusing on such aspects of agricultural multifunc-
tionality as public health, demographic role, employment and domestic demand.
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The post-war debate brought further clarification. The starting point was pro-
vided by the empirically proven idea that sectoral shares of aggregate value
added change in a characteristic way as per capita income rises. The relative
decline of the agricultural sector in terms of its value added and its labour and
capital resources was recognized as being, in accordance with Engel’s Law, a
necessary consequence of rising real incomes. Labour migrated from agriculture
in pursuit of the productivity-induced higher wages in the non-agricultural sec-
tors. Relatively favourable interest on capital in the urban areas acted as an in-
centive to transfer some net agricultural savings. In agriculture too, an increase
in productivity due to technical advances and capital intensification was the re-
sult of and precondition for the transfer of factors and a balanced transformation
process throughout the economy. Johnstonian systematics (Johnston and Kilby
1975), which can aready be called ‘ classical’, cites the following economic con-
tributions by the agricultura sector to economic growth:

e Resource contributions

— The agricultural sector releases labour for the enlargement of labour ca-
pacity in the secondary and tertiary sectors.

— Inthelong term it tends to contribute savings to the initial formation of
capital in the non-agricultural sectors.

— It finances its own net investments from its own financial savings and
through labour accumulation.

— Through its net exports and savings it contributes to the availability of
foreign exchange for industry and services. This enables capital goods
and inputs that cannot yet be manufactured economically by domestic
industry to be procured.

e Market contributions

— Theagricultura sector demands services and manufactured products.
— It suppliesfoodstuffs and agricultural raw materials.

Each of the two sectors, of course, represents a submarket for the other’s sales.
Industrialization and macroeconomic growth, which is till vital to the develop-
ing countries today in view of their population growth rates, are, if only for this
reason, scarcely possible without agricultural growth.? The interdependence of
the two sectors naturally becomes the closer the more the conditions of a closed
economy prevail in a given case and thus the less opportunities are (or can be)
seized to secure the purchases and sales of one or other sector and some of the
required foreign exchange and capital through foreign trade or foreign debt. A
shortage of foreign exchange as a result of poor industrial competitiveness links
agricultural and industrial growth — an argument against unrestricted trade liber-
alization at a time of badly distorted world agricultural markets that should be
taken seriously. The continuing deterioration of their barter terms of trade during
the past 40 years has indeed been one of the factors that have made agricultur-
ally dominated LDCs, or their economies, dependent on transfers of finance and



66 Approaches to poverty reduction

manpower, credit raised abroad, food aid and subsidized food imports. The de-
cline in net capital imports in the past decade has, however, constantly reduced
their import capacity. In this situation intersectorally balanced agricultural and
economic development is likely to gain in importance again in these countriesin
the next few years.

As regards the European countries experience of development in the 19th
century, Bairoch shows that the conditions of quasi-closed economies were
prevalent, and this because of the major obstacles encountered by the grain trade
owing to transport costs, the lack of industrial competitiveness with British in-
dustry, which was far superior in quality and costs, and a serious shortage of
foreign exchange. Industrialization was at first inward-oriented and was pre-
ceded by an initial increase in agricultural productivity lasting 30 to 50 years
(Bairoch 1976, p. 466 ff.; especialy p. 472 ff.). However, there are factors that
tend to loosen the sectoral interdependence in today's developing countries,
namely rising coastal urbanization leading to cities with over a million inhabi-
tants, accompanied by real increases in transformation and especially transport
costs for domestic agricultural products and by the superior financial competi-
tiveness of food imports that are heavily subsidized (by industrialized countries).
Although the social sciences, which are at present conceptually dominant, like to
theorize on the basis of transport ideally costing nothing, agriculture linked to
markets is heavily influenced by the transport cost factor — at least under condi-
tions of pre- and early-industrial infrastructure (see Chapter 13.1.2). The studies
of Heinrich von Thunen, the father of agricul