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INTERNAT!O~~AL BA"lK FOR 
RECONSTRUCTION A"lD DEVELOPMENT 

INTERNATIONAL DEVELOPMENT INTERNATIO"JAL FIN~"'CE 
ASSOCIATION CORPORATION 

.June 19, 1973 

Messrs. Baurn 
Chenery 
Clark 
llaq J,._...-
Stern 
Yudelman 

I took the draft of sections 4 and 5 
of the Nairobi speech which I received 
f~om Hollis Frirlay evening, redrafted them 
in part, and added to the revised material 
the remaining sections also redrafted from. 
the May 21 version. 

Can we meet Friday afternoon, June 22, 
at 2:00 for a general discussion of the 
structure and content of this draft? Is 
it generally acceptable? If so, I will now 
direct my attention to detailed questions 
of accuracy and style. 

RMcN 



DRAFT - 6/18/73 
[All figures subject to correction] 

ADDRESS TO THE BOARD OF GOVERNORS OF THE l~ORLD BANK 

(Nairobi -- 9/24/73) 

I. INTRODUCTION 

Last year I began a discussion with you of the critical relationship of 

social equity to economic growth. I emphasized the need to formulate devel-

opment strategies that would bring greater benefits to the poorest groups in 

the developing countries -- particularly to the approximately 40% of their 

populations who are neither contributing significantly to their economic 

growth nor sharing equitably in their economic progress. 

In the twelve months since our last meeting, we have given high priority 

to an analysis of the problems of poverty in the developing countries and to 

evaluating the policies available for dealing with them. On the basis of 

these studies, I ~ould like this morning to: 

Discuss the nature of the poverty problem. 

Suggest some of the essential elements of strategies for dealing with it. 

Outline a plan for World Bank operations in support of these new 

strategies. 

But before turning to these subjects, I will first report to you on the 

results of the Bank's five-year program for the fiscal years 1969-73 -- a pro-

gram that concluded on June 30th of this year; and then suggest the scope of a 

second five-year plan for the years 1974-78. 

II. THE BANK'S FIVE-YEAR PROGRAM FOR FISCAL YEARS 1969-73 

It was in September of 1968 that I first met with you in this forum and 

outlined the goa ls of a five-year program for the World Bank Group. You will 

recall what our objectives were. We stated we were "formulating a 'development 

plan' for each developing countr y to see what the Bank Group could invest if 
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there were no shortage of funds, and the only limit on our activities was the 

capacity of our member countries to use our assistance effectively and to repay 

our loans on the terms on which they were lent." 

Based on these analyses, we proposed to double the Bank's ~perations in 

the fiscal period 1969-73 as compared with the previous five-year period 

1964-1968. 

It was a formidable objective -- many believed it could not be met -- but 

I can report to you today that it has been surpassed. Total financial commit-

ments of the IBRD, IDA, and IFC, in current prices, in the 1964-1968 period 

were $5.6 billion; in the 1969-1973 period: $13.4 billion. In real terms, 

the increase was 100%. 

One can grasp the magnitude of that overall task by reflecting that (as 

indicated in the table below) in the five years we achieved a level of operations 

that exceeded the cumulative total of all the operations in the developing 

world that the Bank had previously undertaken in the 23 years from 1946 through 

1968. 

Bank Group Financial Commitments to Developing Countries by Region 
(dollars in Millions) 

Numbers of Projects Amount of Commitments 
(current prices) 

Region 1946-68 1969-73 1946-68 1969-73 

East Africa 69 99 $808 $1079 
West Africa 28 106 494 1000 
Europe, Middle East, N.Africa 97 141 1761 3007 
Latin America and Caribbean 209 152 . , 3424 · 3700 
Asia 174 188 3861 4080 

Total 577 686 $10348 $13400 

But it was not mere quantity that we were seeking. We did not simply 

want to do more than had been done in the past, but to do more of what was most 

required by the evolving needs of the developing countries. TI1at meant that 
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within our overal:l objee.tive we had to shift our emphasis both geographie.ally 

and sectorally. 

While continuing to serve the regions where we had been particularly 

active, we decided to expand substantially in other areas. 

In Africa, for example, we set out to triple our lending -- and we have 

done so. 

We undertook operations, for the first time, in Indonesia -- and in the 

five years have committed $450 million of IDA funds there. 

For the poorest and least developed of our member countries -- those with 

average per capita incomes of $120 or less -- we have quadrupled our lending. 

During the five-year pr.ogram period we have initiated 215 separate projects 

in these countries ·. The comparable figure .. for the whole of the previous 23 

years of the Bank's existence is 158. 

Geographically, then, our planned shifts in emphasis have been implemented 

and implemented concomitantly with an increased level of lending in our more 

traditional regions. 

But it was clear to us in 1968 that our five-year program must shift 

emphasis sectorally as well. Accordingly, we proposed to quadruple lending in 

agriculture over the previous five-year period -- and we have done so. We 

proposed to triple lending in education''!! -- and we have done so. 

Perhaps the most significant shift was into a sector in which the Bank 

had previously had no operations at all: the sensitive and difficult, but 

clearly critical sector of population. 

We established a Population Projects Department, and from the very 

beginning received far more requests for technical and financial assistance 

from our member countries than we could immediately provide. We deliberately 

began our project work in a number of smaller. countries in order to work 
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effectively within our growing staff resources. But by the end of the five

year program period agreements had been signed for projects in two of the 

largest and most heavily populated nations: India and Indonesia. 

In addition to the Population Projects Department -- to which we have 

now added the responsibility for nutritional projects -- other initiatives 

were launched within the Bank. Among them are new departments for Industrial 

Projects, Urban Projects, and Tourism Projects; an Office of Environmental 

Affairs; an Operations Evaluation Unit; and a new program of comprehensive 

country economic reporting. 

To achieve the doubled level of our operations, it was necessary, of 

course, to strengthen the Bank both orga~izationally and financially. Worldwide 

recruitment was increased and the staff was expanded by 125% during the period. 

We were determined in this effort that we should broaden the international 

character of our staff to the maximum degree feasible. In 1968 the staff 

represented 52 nationalities. It now represents 92. In 1968 the proportion 

of staff from our developing member countries was 19%. The proportion is now 

29%, and continues to grow. 

Lending more has of course meant borrowing more, and that in turn has 

depended on governments granting us access ~o their capital markets. This 

they have continued to do, despite unsettled conditions and monetary fluctu

ations. It is a mark of confidence in the Bank's financial structure that we 

have been able to borrow not only in our more traditional markets, but fn 

altogether new ones, and to utilize new borrowing instruments and new channels 

of distribution. Net borrowing for the five-year period has·,been approximately 

three and three-quarters times that of the earlier period, and our liquid 

reserves have risen to $3.7 billion, an increase of 165%. 
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Neither the increase in operations, nor the shift in emphasis toward 

more socially oriented sectors, has adversely affected net income. On the con

trary, total net income for the five-year period was $970 million, 30% more 

than in the previous period, and this despite a significant increase in the sub

sidy to the developing countries implicit in the Bank's lending rate. 

We have completed the five-year program, then, by meeting the quantitative 

goals we had set for ourselves in 1968, and by making a sustained effort to 

improve the overall quality of our work. 

But our task now is to move forward with a second five-year program. Like 

the first, its goals and shifts in emphasis must be shaped by the evolving 

development situation itself. 

Let me give you my assessment of what that situation is. 

III. THE BANK'S ?ECOND FIVE-YEAR PROGRAM: FY1974-1978 

Most of our developing member countries are faced with three inter

related difficulties. Each of these difficulties is serious in itself. But in 

the aggregate they threaten the outcome of the entire development effort. 

These difficulties are: 

An insufficiency of foreign exchange earnings through trade. 

An inadequate flow of official development assistance (ODA). 

And an increasingly severe burden of external debt. 

The Trade Problem 

The core of the trade problem for the bulk of the developing countries is 

that they cannot expand their exports rapidly enough to pay for their essential 

imports. These imports are themselves often the key to greater export capa

bility -- and higher foreign exchange earnings -- and thus the dilemma of 

trade imbalances in these countries tends to become self-perpetuating. 
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The problem is _compounded by the delay of the wealthy nations to dismantle 

discriminatory trade barriers against the poor countries. Our studies indicate 

that if the affluent nations were gradually to reduce their present protectionis 

trade restrictions against agricultural imports from the developing world, the ~ 
poorer nations could, by 1980, increase their annual export earnings by at 

least $4 billion. That should be their objective. 

An Acute Shortage of Development Assistance 

Secondly, the current flow of official development assistance -- financial 

aid on concessionary terms -- is acutely inadequate. Not only is it far below 

what the developing nations need and what the affluent nations can readily 

afford, but, as the attached table indicates, i.t is only half the modest target 

of .7% of gross national produce (GNP) prescribed by the internationally accepted 

U.N. Strategy for the Second Development Decade. 

That target called for reachi ng ODA levels of .7% by 1975. In 1975, 

ODA will not exceed .35%. And yet achievement of the target neither requires 

the people of the developed nations to reduce their already high standards of 

living, nor to neglect their domestic priorities. It asks them only to dedicate 

a tiny fraction of the incremental wealth-- wealth over and above that which 

they already enjoy -- that will accrue to them in the decade of the 70s. 

During the decade, the annual GNP of these affluent nations will grow 

in constant prices -- from $2 t r illion in 1970 to approximately $3.5 trillion 

in 1980: an increase in wealth virtually beyond one's capacity to comprehend. 

In order to double the ODA flows, and thereby raise them to the targetted 

.7%, the developed countries would need to devote to that end less than 2% of 

the amount by which they themselves will grow richer during the period. The 

remai ning 98% of their incremental income would provide them with more than 

sufficient funds to mee t their domestic priorities. 

~'" 1, 
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I have heard it sewhere -- that the 

domestic problems of the developed countries are so pressing that they must 

have an exclusive claim on the incremental increases which will accrue to these 

societies in future years -- that not even the 2% of such revenues, which we 

suggest should be diverted to the developing countries, can be sp.ared. Such 

critics of additional aid, when pointing to the needs of their o\vn . cities and 

countryside, fail to distinguish bet\~Teen two kinds of poverty: "relative" 

poverty and "absolute" poverty. 

"Relative" poverty means simply that some countries are less affluent than 

other countries, or that some citizens of a given country have less personal 

abundance than their neighbors. That has always been the case, and granted 

the realities of inherent differences between regions and between individuals, 

will continue to be the case for decades to come. This is the poverty that 

exists in the developed countri~~· 

But "absolute"poverty is a condition of life so degraded by disease, 

illiteracy, malnutrition, and squalor as to be by any rational standard virtually 

sub-human. 

It is a condition of life suffered by relatively few in the developed 

nations but by hundreds of millions of the citizens of the developing countries 

represented in this room: 

One-third to one-half of the two billion human beings in those 

cotL.~ tries suffer from hunger or malnutrt tion. 

25% to 30% of the:fr children die before their fifth birthdays. And 

millions of thos e who do not die lead impeded lives because their 

brains have been damaged, their bodies stunted, and their vitality 

sapped.by protein deficiency. 
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The life expectancy of the average person is 20 years less than in 

the developed countries. They are denied 30% of the lives we enjoy; 

condemned at birth to an early d~ath. 

800 million are illiterate and, despite the continuing expansion of 

education in the years ahead, more of their children are likely to be so. 

This is "absolute1
' poverty: a condition of life so limited as to prevent 

realization of the potential of the genes with which one is born; a condition 

of life so degrading as to be sub-human. But a condition of life so common as 

to be the life of some 40% of the peoples of the developing countries. And are 

we who tolerate it, when we have it within our power to reduce the number 

afflicted by it, not also sub-human? 

[Insert a paragraph re 4th Replenishment of IDA, if necessary.] 

Talleyrand said, "Above all else, not too much zeal." I don't wish you 

to interpret my remarks as those of a zealot. You have hired me to examine the 

problems of the developing world and to · report to you the facts. These are 

the facts. 

The citizens of the developed countries protest against increasing their 

assistance to the developing countries because of poverty in their own lands. 

They do so either because they are unacquainted with these facts; or because 

they fail to distinguish between "relative" and "absolute" poverty; or perhaps 

because they are obscuring the truth even from themselves, unwilling to admit 

that the pressures on the incremental incomes of their economies come not from 

the poor of their lands but from the endless spiral of their own demands for 

additional consumer goods. 

There are many grounds for development assistance: among others, the 

expansion of trade , the strengthening of international stability, and the 

reduction of social tensions. 
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But in my view the fundamentAl case for development assistance is the 

moral one. The whole of human history has recognized the principle at least 

in the abstract -- that the rich and the powerful have a moral obligation to 

assist the poor and the weak. That is what the sense of community is all 

about -- any community: the community of the family, the community of the 

village, the community of the nation, the community of nations itself. 

I, for one, cannot believe that once the facts of ODA are better understood; 

that once the degree of deprivation in the developing nations is more fully 

grasped; that once the true dimensions of poverty in the less privileged world 

are more realistically compared with the vast abundance in the developed world 

(that once the US people, for example, understand that they, with 6% of the 

world's population, consume some 35% of the world's total resources and yet 

rank fourteenth among the sixteen ODA-providing nations) -- I cannot believe 

that in the face of this the people and governments of the rich nations will 

turn away in cynicism and indifference. 

Quite to the contrary, I believe they will meet their responsibilities. 

The Growing Burden of Debt 

Finally, there is the problem of growing external debt in the developing 

world. Publicly guaranteed debt currently stands at ·about $80 billion, with 

annual debt service of approximately $7 billion. 

It is important to understand what the essence of the debt problem is. 

It is not the fact that there is debt, nor even the absolute size of the debt. 

It is, rather, the composition and dynamics of, the debt; the fact that debt, 

and debt payments, are growing faster han the revenues required to service 

them. Restricted trading o~portunities, exacerbated by inadequate flows of 

ODA, tend to drive developing countries to over-reliance on export credits and 

other · short-maturity, hard-term finance. It is these factors that threaten to 

increase the debt burden beyond reasonable limits. Already since 1970 several 
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countries -- Ghana, Chile, Pakistan, India, Indonesia, and Sri L~ka among 

others -- have either defaulted on debt service or been forced to ask for debt 

rescheduling in order to avoid default. 

The Bank's Program for FY74-78 

Given the nature of this interrelated set of problems in our developing 

member countries -- an insufficienty in foreign exchange due to trade diffi-

culties, the inadequate flow of ODA; and the growing debt burden -- the Bank, far 

from relaxing the momentum of our operations over the next five years, must . 

increase it. Arid we intend to. 

We plan to expand both our IBRD and IDA lending at a cumulative annual 
~I 

rate, in real terms, of 8%. 

For the five-year period FY1974-78, our lending in September 1973 dollars --

should total $22 billion for almost 1000 projects. 

The total cost of these projects will-~pproach $50 billion. 

Our $22 billion in new commitments will constitute, in real terms, a 38% 

increase over the 1969--1973 period, and a 173% increase over the 1964-1968 period. 

This, then, is the quantitative scope of our plans for the second five-year 

program. It will represent the largest program of technical and financial 

assistance to developing countries ever undertaken by a single agency. 

But the qualitative changes :i.n the program will be of even greater 

significance than the increase in its size. He plan to place far greater 

emphasis on policies and projects which will begin to attack the problems 

of "absolute" poverty to which I referred earlier -- far greater emphasis on 

assistance designed to increase the productivity of that approximately 40% of 

~/ In last year's address, I stated our plan, in terms of current prices, 
was to increase financial commi tments 11% per year -- the "real terms" 
equivalen t was 8%. Today, the current price equivalent of a "real terms" 
growth of 8% in 7'•-78 vs. 69-73, because of excha'lge rate changes and 
accelerated price increases, would be perhaps 19%. 
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the population of our developing member countries who have neither been able to 

contribute significantly to national economic growth, nor to share equitably 

in economic progress. 

In the remaining sect~ons of this statement I will discuss the nature 

of this poverty problem, strategies to deal with it, and a plan for Bank oper-

ations in support of these strategies. 

IV. POVERTY IN THE DEVELOPING WORLD 

Povert'V' and Growth , · ; 

The basic problem of poverty can be stated very simply. Despite a 

decade of unprecedented growth in the economies of our developing member 

countries, the poorest segments of their population have received relatively 

little benefit. Approximately 700 million people -- 40% out of a total of 

1.8 billion -- survive on incomes estimated at 30 cents per day (in. U.S. pur-

chasing power), under conditions of malnutrition, illiteracy and squalor. 

What is most disturbing is the fact that this condition persists despite 

the impressive increase in financial resources availabl~ for development purposes 

which in most countries have doubled on a per capita basis -- over the past 

15 to 20 years. The great bulk of these resources has gone into the modern 

sectors of the developing economies -- into industry, cities and the infra-

structure needed to support them. In very few countries have rural areas 

shared equitably in development resources, even though 60% of the population con-

tinues to live in these areas. 

Although the collection of statistics on income distribution in the 

developing countries only started in the past few years, and is still quite 

incomplete, we can begin to measure the dimensions of the poverty problem and 

its relation to the growth of GNP under different conditions. Among the forty 
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developing countries for which some data are available, the upper quintile 

receives 55% of national income in the typical country, while the lowest 

quintile receives 5%. The extent of inequality is considerably greater than 
a/ 

ih most of the advanced· · countries. 

On balance, the data suggest that a decade of rapid growth has 

the distribution of income in many developing countries. and that 

is most severe in the countryside. It has proved to be far easier 

the output of industry, mining, large-scale farming, and government and 

the incomes of the people dependent on these sectors -- than to increase the 

productivity and income of the small farmer and the landless rural laborer. 

Although the statistical evidence is still far from adequate, I think 

that the observations for the past decade support the following conclusions: 

policies aimed pr:i.marily at acc~J.erating economic growth in most 

developing countries be~efitted ma~ly the upper B of income receivers; 

the allocation of public services and investment funds has tended to 

stren~then rather than to offset this trend; 
~ ~ t>---e_ R w:v;~ . 

The Reorient a tion of Development Policy 

The need to reorient development policy in order to· provide a more 

equitable distribution of its benefits is beginning to be discussed widely; 

however, few countries have actually made serious efforts in this direction. 

Although I may be intruding in matters that are the proper concern of national 

governments, I would like to suggest several steps that should lead to a more 

rapid acceptance of the required policy changes. I would also stress that 

unless national governments redirect their policies toward better distribution, 

there is very little that international agencies such · as the World Bank can do 

to accomplish this objective. 

, 1 ~/ In the U. s., the comparable figures are 41% and 7%. 
t 
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An important first step is to redefine the objectives and measurement 

of development in more operational: terms. While most countries have 

broadened the statements of their development objectives to include references 

to the reduction of unemployment and increased income for the poor in addition 

to gro\-lth in output, they still measure progress toward these complex objecti.ves 

with a single measuring rod -- the growth of GNP. 

We can no more describe the comforts of a home by its area than we can 

define the success of multiple development objectives by the G!~. The Gross 

National Product is an index of the total value of goods and services produced 

by an economy; it was never intended as a measure of their distribution. 

The Gross National Product implicitly weights the growth of each income 

group according to its existing share in total income. Since the upper 40i. 
( \ 

of the population typically receive 75% of all income, the growth of GNP is 

essentially an index of the welfare of the upper income groups. It is quite 

insensitive to what happens to the lowest 40%, which have a weight of only 

10-15% in the total. 

Here we to giv.e at least the same weight to increasing the incomes of 

the poorest groups in society as we give to increasing the incomes of the rich~ 

we would get quite a different impression of the achievements of the past decade. 

n Brazil, Mexico, and India, for example, would be 

than the growth as measured by the GNP. 

But, in several cases -- including Sri Lanka and Colombia -- the opposite is 

true. In these. countries, giving equal weight to the growth of income of each 

citizen, regardless of his current wealth, gives a more favorable picture 

of economic performance than does GNP because it gives credit for some 

redistribution of the benefits of growth toward the lower income groups. 
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The adoption of a people-oriented measure of eeonomie performance 

would constitute an important step in the redesign of development policies. 

It would force governments, and their planning and finance ministries, to 

look at the allocation of resources in a quite different way. They would 

have to consider not only the. total output of an investment but also how the 

benefits would be divided. This would give practical, operational significance 

to the rhetorical statements of social objectives now embodied in most 

development plans. These distributional considerations could then be incor-

porated into the procedures for project evaluation used by the developing coun
~·""t~ < -I :::e:o::: :~:~e ~::ding agencies. This type of analysis is/being introduced in 

Location of Poverty 

Such a proposed reorientation of development strategy would require 

that we identify with far greater precision the main concentrations of poor 

people in the society and to examine much more intensively the policies and 

investments through which they can be reached. 

All of our analysis indicates that the center of the problem today is in 

the rural areas and that this is likely to continue to be true during the next two 

or three decades: 

At the present time, seventy per cent of the · population of our developing 

member countries and eighty per cent of the poor are found in rural 

areas. 

Although demographic projections indicate that sixty per cent of the 

population increase in these countries (an increase of 2 billion 

people by the end of the century) is expected to take place in urban 

areas, largely through migration, in the year 2000 more than half of 

the developing nations' peoples wlll still reside in the countryside. 

) 
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Rapid urbanization is already creating very serious problems, Under 

present policies, public expenditures per head of urban population 

are typically three to four (?) times as great as they are in rural 

areas. Therefore, efforts to relieve rural poverty by still greater 

acceleration of urbanization will further skew the division of public 

expenditures and exacerbate the existing inequalities of income. 

Within the rural areas the poverty problem centers primarily on 

low productivity of the small subsistence farms and the landless 

laborers -- there has been little if any increase in their productivity 

in t~e past decade. 

Despite the overwhelming evidence of the magnitude of the problem in the 

countryside, emphasis on rural poverty raises a fundamen~al question: Is it 

a sound strategy to devote a large part of our efforts on increasing the 

productivity of small-scale subsistence agr1culture; would it not be better 

to concentrate most of the development resources in the reodern sector in the 

hope that its high rate of growth would filter down to the other sectors of 

the economy and, in due time, the modern sector ,.,ould absorb the tracli tional 

sectors? 

The answer, I believe, is that experience shows that there is only a limited 

spill-over of benefits from the modern to the traditional sector -- disparities 

will widen unless action is taken which will directly benefit the poor. There

fore, in my view, there is no viable alternative to increasing the productivity 

of small-scale agriculture if any significant ·advance is to be made on the 

problems of "absolute" poverty. 

Not only is there no alternative to the accelerated development of 

small-scale agriculture but there need be no conflict between this objective 

and the grmvth of the rest of the economy. In f act, a strategy for increasing 
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the productivity of subsistence agriculture cannot be conceived, or 

implemented, in an environment of overall economic stagnation. The small 

farmers cannot prosper unless there is rapid growth in other sectors from .which 

they will draw a part of their funds and on which they will depend for demand 

for their produce. But the reverse is also true -- and it is time that we 

recognize it. Without rapid progress in smallholder agriculture throughout 

the developing world, there can neibher be hope for stable long-term economic 

growth nor the prospect of a significant reduction in the levels of "absolute" 

poverty. 

We must face the fact that very little has been done over the past two decades 

specifically des~gned to increase the productivity of subsistence agriculture. 

Neither" political programs, nor economic plans, nor international assistance 

bilateral or multilateral -- have given the problem serio~s and sustained 

attention. The World Bank is no exception. In our more than a quarter century 

of operations, out of our $25 billion of lending, 

devoted directly to this problem. 

It is time for all of us to confront this issue head-on. 

V. A STRATEGY FOR RURAL DEVELOPMENT 

Obstacles to More Rapid Growth 

First, let us look at some of the obstacles to dealing more effectively 

with development: 

A very large number of people is involved, well Ilion 

families illion individuals. 

The size of the average h9lding fS sma~; and often fragmented. Out 
,~~""""'?~I P'2) ~ ~ ~ ~ 5"" ~~ ~____,( 

40 illion farms,~more than 50 millio~ e of l ess than 1 hectare . 

million farmers occupy only 20~of the arable land. 

,,~ 
!00 wv-vlft"" U r .~ 

1 ~0 ~~0- ~ ") 



Ownership of land, and hence power in the rural areas, is concentrated 
/4 j 

in the handk of a small minority. According to a recent FAO su~~~~ 

in most developing countries, the upper 20 percent of the landowners 

own between 50 and 60 percent of the cropland. For instance, the upper 

20% of landownders 

53% in Brazil and about 50% in the Philippines, India, and Pakistan. 

But even the use of the little land the small farmer has is uncertain. 

Tenancy arrangements are often extortionist and generally insecure. In 

many countries tenants pay 50-60% of their gross product as rent and 

still constantly face the possibility of eviction. This provides 

little incentive for increasing productivity. 

The rural credit institutions are inadequate, and they usu ally by-pass 

the small farmer. Institutional credit is essential if the farmers 

are to increase productivity per hectare. They must buy more fertilizer 

and pesticides; they must invest in pumps and implements. At present 

they generally spend less than 20% of what is needed on such inputs 

because they do not have the resources. 

Development of water.resources has lagged almost everywhere. The new 

agricultural technologies which have been developed depend on an assured 

supply of water. Even wher e investments in major irrigation facilities 

have been substantial, on-farm developments to utilize the water have 

trailed far behind, particularly for small holdings. 

Technical advice and assistance is generally not available to the 

small farmer. There are too fe'.-1 extension agents. In developed 

countries 5% of the agri cultural la.bor force consists of professional 

and technical workers; the FAO expressed the hope that an equivalent 

figure in the developing countr~±e s might be one-tenth of that level 

by 1985. 
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Research, on which extension must be based, is underfinanced and 

frequently ' does not deal with the special production problems of the 

small farmer. 

It has often been suggested that the problem of rural poverty is tech

nological; that the productivity of small-scale holdings is inherently low. 

Not only do we have the evidence of Japan to disprove this, but a number of 

recent studies on developing countries also demonstrate the inaccuracy of 

that belief. For example, output per hectare in Guatemala on the smallest 

farm size groups was 92% higher than the largest size groups; in Taiwan, 67% 

higher, in India, 37% higher; and in Brazil, 33% higher. And it is output per 

hectare t~hich is the relevant measure of agricultural pr oductivity in land

scarce labor-surplus economies, rather than output per worker. 

Focussing on Small-Holder Agriculture 

There is ample evidence tha t modern a-gricultural technology is divisible 

and that the scale of ope rations is no barrier to rais i ng agricultural yields. 

On a national basis, fa r mers in Japan and Taiwan, where average size of 

holdings is less than 2 hectares, have increased output between 3 and 5% a year 

in recent de cades. Similarly, in those areas of Asia t.rhere the green revolu ti.on 

has occurred, small-scale farmers, often with holdings of 2 hectares or less, 

have raised output of rice and wheat by anything from 30 to 100% in less than 

five years. 

The question then is t-lhat can the developing countries do to increase 

the produc t ivity of the small farmer. Hm-1 can they r eplicate the conditions 

which have led to very rapid agricultur al growth in a f ew experimental areas so 

as to stimulate agricultural growth and combat rural pove rty on a -broad scale? 

The f i r s t step is to set an objective so that we can understand 

better t he amoun t of f i nancial r es ources r equired and to provide a basis for 

? 
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measuring progress. I suggest we aim at doubling the output on small farms 

by 1985 -- a goal which is consistent with that of the S~cond Development 

Decade. 

This is an ambitious goal. 

But I believe it is a necessary goal. 

It may not be possible for all countries to achieve this -- perhaps no 

more than half can but even significant progress towards it will transform 

the lives of hundreds of millions of people. 

What will it take to do this? 

Neither we at the Bank nor anyone else has very clear answers about the 

best ways to bring improved technology and other inputs to over 100 million 

small farmers -- especially those in dry land areas. Nor can we be very precise 

about the costs. Yet we have enough of an understanding so that we can start 

now. He will have to take risk-s and '\ve must experiment and improvise; but we 

cannot delay. 

Although the strategy for increasing the productivity of small-holder 

agriculture is necessarily tentative, the following elements appear to be 

necessary parts of any comprehensive program: 

Acceleration in the rate of land and tenancy reform 

Broader access to credit 

Assured availability of water 

Expanded research to find technological sGlutions to the high-risk 

production situations which often face the rural poor 

More widespread extension facilities 

Greater access to public services 

New forms of rural institutions and organizations that will give as 

much attention to promoting the inherent potential and productivity 

of the poor as ia so fre~uently given to protecting the power of the 

privileged. 
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These thoughts are not new -- they have been known for a long time. They 

will continue to remain pious hopes, however, unless we develop a framework of 

implementation and agree to a commitment of resources commensurate with the 

size of the problem. It is that wl ich I propose. 

Organizational Change 

The organizational structure for supporting smallholder agriculture is 

probably the most crucial and the most difficult problem. I turn now to this 

subject, after which I will discuss the other elements in sequence. 

It is not possible, with present and .foreseeable resources, to deal 

individually with over 100 million small farm families. There must be organ

ization of farm groups and the development of delivery systems that will service 

millions of farmers at low cost. Farmers must develop new ways to pool their 

resources and to obtain public services. Governments and commercial institutions 

must find new channels through which to relate to millions of small farmers. 

New intermediate institutions will have to be developed to provide technical 

assistance and financial resources. 

Such institutions and organizations can take any number of forms: 

smallholder associations, local farm organizations, village or district level 

cooperatives, voluntary or involuntary communes. There already are many 

indigenous experiments going on in various parts of the world. ~~at is 

important is that whatever institutions are devised should be suited to the 

political and social environment of the country and to the formidable task at 

hand. Experience shows that there is a greater chance for the success of these 

institutions if they provide for popular participation, local leadership, decen

tralization of authority and proper accountabili~y at the individual level. 

Ideally, they should aim at an optimum mix of self-reliance and government· 

assistance. 
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The reorganization of government services and institutions is equally 

important. No program will help the rural poor if it is designed by those 

who have no knowledge of their problems and op~rated by those who have no 

interest in their future. 

In most countries, the centralized administration of scarce resources --

money or skills -- has led the bulk to be allocated to a small number of rich 

claimants. This is not surprising since economic rationale, political 

pressure, social suasion and personal interest all point in the same direction. 

It will thus require strong political leadership and national resolve to change 

the incentives in the government structure. The ablest administrators must 

no longer be reserved to the modern sector; top engineeringtalent must be devoted 

to the problems of small farm irrigation; young graduates must be challenged 

by the problems of the rural po<?r and rewarded for dealing with them; educational 

institutions must change so that the transmission of knowledge becomes as 

important as its accumulation. In short, the managerial and intellectual resources 

of the country must be redirected to serve the many instead of the few -- to 

attack poverty directly by providing resources to the poor. 

Acceleration of Land and Tenancy Reform 
I ,. 

In addition to such institutional changes, other structural changes.are 

necessary. Foremost among these is land and tenancy· reform. Legislation 

dealing with land and tenancy reform has been passed -- or at least been 

promised -- in virtually every developing country. But rhetoric is far in 

advance of action. With few exceptions, land reform has resulted in little 

redistribution of land, little improvement in the security of the tenant, and 

little consolidation of small holdings. Such actions as have been taken have 

been accompanied by inadequate institutional support and therefore have had 

little impact on the bulk of the rural population. 
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No one can pretend that genuine land and tenancy reform is easy. It is 

hardly surprising that members of the political power structure, who own large 

holdings, should resist reform as they do. But the real issue is not whether land 

reform is politically easy. The real issue is whether indefinite procrastination 

is politically prudent. An increasingly inequitable situation is a constant 

threat to political stability. 

In many countries it is urgent that equitable land and tenancy reform 

programs should be designed -- programs involving reasonable land ceilings, 

just compensation, sensible tenancy security, adequate incentives for land 

consolidation and institutional support -- and effectively implemented. In 

these countries increasing the income of the rural poor and raising the pro

duction of small-scale agriculture will depend on more secure and incentive

oriented tenancy laws, consolidation of fragmented small holdings, and a 

more equitable distribution of land resources. 

There is no universal blueprint for land reforms, but the major successes 

in land reform movements have been where: 

the objectives of the land reform have been clearly spelled out 

and uncertainty reduced, 

the reform has been accompanied by public sector activities replacing 

the logistical support (mainly supplies and credit) formerly provided 

by the landlord, 

the reform has changed the status of the tenant in addition to 

redistributing land, and 

redistribution of unused land was involved rather than land already 

under intensive cultivation. 
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These basic changes are long-term objectives. New institutions evolve 

only gradually and land reform is not a universal panacea. If we are to 

achieve the objective of doubling yields per hectare on small farms by 1985, 

we must supplement these changes with steps which can be implemented now and 

which can yield quick results. We must therefore start with the existing 

institutional framework, even while we seek to change it. 

Broader Access to Credit 

One major impediment the small farmer faces is the lack of credit. 

Without such credit, he cannot buy improved seeds, apply the necessary 

fertilizer to pesticides, rent equipment or develop his water resources -- no 

matter how knowledgeable he is or how well motivated. For example, in Asia 

the cost of fertilizer and pesticides required to make optimum use of the 

new, high yielding varieties of wheat and rice ranges from $20 to $80 per 

hectare. The small farmer only spends about $6, on average, and even most of 

that does not come from institutional sources of credit. 

The present institutions in the rural areas are simply not g~ared to 

meeting the needs of smallholder agriculture. In .countries as disparate as 

Bangladesh and Iran, less than 15% of institutional credit is available to 

rural a reas, less than 20% in Mexico and 28% in India. Only a fraction of this 

is available to the small farmer. And even then it is accompanied by stringent 

tests of creditr.vorthiness, complicated applications and ·long procedures. 

Existing commercial institutions are reluctant to make credit available 

to the small farmers since the administra tive and supervisory costs of small 

loans may run high and the subsistence far mer, operating so close to the margin 

of survival, is simply not as creditworthy as his more wealthy neighbors. 



- 24 -

Neither do governmental credit policies help the small farmer although 

they may be thought to be designed for that purpose. Concern over the usurious 

rates the farmer pays the money lender when he has no access to institutional 

sources of credit has led to unrealistically low rates for institutionAl credit. 

Titis is generally acco~panied by low ceilings on interest to be paid on 

deposits. The low rates of interest paid on deposits in turn mean that savings 

are discouraged since the real rate of return for the depositor is negative. 

Small savings means a restricted supply of capital which in turn is lent 

to the most creditworthy -- the larger farmer. 

Interest rate reform in a number of countries amply demonstrates that 

realistic interest rates attract savings from all income groups. Increased 

savings in the rural areas are essential if the supply of capital to the 

small farmer is to be increased . The small farmer does not need six-month 

credit at an annual interest rate of 6% for projects which will yield 20% or 

more per year. He would be infinitely better off if he had to pay a realistic 

rate of interest but could get the money. If any subsidy is required, it is 

to meet the high costs of administering a credit program for small farmers. 

These costs can be offset within the banking system -- through reserve require-

ments and the like. Reducing the lending rate to the farmer ·only makes the 

program less attractive to the banks. 

An urgent step for governments is, therefore, to review their fin ancial 

policies as they affect agriculture to make sure that good intentions do 

not have pernicious consequences. In many of ·our member countries, interest 

rate reform is an overdue measure. 

Assured Availability of Water 

While credit is needed to purchase physical inputs like fertilizer 

and improved seeds, these inputs often cannot be very productive unless assured 
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irrigation water is available and used effectively. This will require 

continued research into the most effective uses of water, substantial invest

ment in irrigation, and increased attention to on-farm irrigation systems. 

It i~ estimated that the presently irrigated area in the developing world 

of jao million acres can be expand~d by another 260 million acres but the 

additonal cost woul9 be high over $200 hillion. But not only is expansion 

of irrigated land expensive, it is a slow process. No major irrigation dam 

not already in the active design stage is likely to yield significant on-farm 

benefits before the mid 1980s. Investments in major irrigation projects will 

continue to be an important part of nationa'l investment plans, and of Bank 

financing, but they must be supplemented by more quick yielding programs 

'"hich can benefit the small farmer. 

First, much greater emphasis must be placed on the on-farm development 

necessary to take advantage of existing irrigation developments. There are 

too many cases -- in our experience and in that of others -- where it has 

taken ten years or more after the dam was completed for the water to reach 

the farmers. The allocation of budgetary resources between major irrigation 

works and on-farm development is often heavily skewed toward the former. The 

excitement of harnessing a major stream is not matched by bringing a trickle 

of water to a parched acre. A redirection of budgetary resources is essential. 

Secondly, budgetary resources for on-farm water development often 

assist only a small number of potential farmers because of the mistaken belief 

that the cost of on-farm development must be b~rne by the governments. As a 

result, the amount of funds invested in irrigation is severely restricted. 

But in many parts of the world '.:ater is the most valuable single input a farmer 

can have. With an assured water supply, he can use the new technologies and 
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his inoome can often more than double in a year. TI1ere are few farmers 

who would not be willing to pay the costs of this on-farm improvement. If 

this is done, any given governmental budget can be supplemented by private 

funds; many more farmers can be serviced, and the benefits of irrigaton 

systems can be reaped more quickly. In the areas where this approach has been 

tried, it has been successful. 

But development of present command irrigation areas, though nece~sary, 

is not enough. Too many small farmers would be unaffected. These programs 

must be supplemented by others which can bring water to farms outside major 

irrigation projects -- and do so cheaply. Tubewells, low-lift pumps and 

small dans can make major contributions to productivity. Moreover, these 

investments are within the reach of individual farmers or groups of farmers. 

The evidence from India, Bangl~desh, Pakistan and other countries clearly 

demonstrates that farmers outside major irrigation projects will purchase 

pumps and dig tubewells. The experience also su~gests that the most rapid 

development occurs if the government makes resources -- credit, pumps, 

drilling equipment available and creates a climate -in which private initiative 

and local cooperative efforts can flourish. 

Expansion of Extension Services and of Research 

Greatly expanded extension services are another necessity for the 

small farmer. The projected annual output of trained personnel from existing 

agricultural extension institutions can at best satisfy less than half the 

total needs of the developing world. In the developed countries, the ratio of 

government agricultural agents to farm families is about 1 to 400. In 

developing countries, it is about 1 to 30,000. Only a small fraction of even 

these limited services is available to the small farmer. 
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It is not primarily the deficiency of funds that is delaying the neces-

sary ·expansinn of extension services. It is the deficiency of resolve to 

do more for the small farmer who desperately requires these services. Funding 

for agricultural training should be increased rapidly, the links between 

research institutes and farm workers ~rengthened and educational priorities 

reoriented. There is hardly a developing country which does not produce 

too many lawyers, and there is no developing country which produces enough 

extension agents. Governments cannot control personal career objectives, but 

they do control the means by which these objectives are realized. 

The annual cost of training the required personnel would be modest as 

a percentage of GNP or budgetary resources. The net cost after deducting 

savings from changed allocations --would be even less. As long as the 

--
supply of extension workers is grossly inadequate, only the large farmers 

will benefit and the needs of the poor will be ignored. 

The quality of the extension services depends on the underlying research. 

In a sample of five major developed countries, the governments are allocating 

annually from $20 to $50 per farm family for applied research; for five major 

developing countries the comparable figures are 50 cents to $2 per farm family. 

The international network of agricultural research has groWTl impressively. 

The Bank's chairmanship of, and participation in, the Consultative Group on 

Agricultural Research (and particularly its contribution to the financing 

of the new International Crops Reserach Institute for the Semi-Arid Tropics) 

is one of its important functions. But very much more needs to be done at 

the national level, to explore the special equipment needs of the small 

operator, to develop new technologies in the non-cereal crops and to help the 
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farmer in non-irrigated areas. General expenditures on research and 

development in the developing countries are notoriously low and must be 

increased substantially. In this expansion, very high priority must be given 

to strengthening the research which will benefit the low income farmer -- research 

to produce low risk.· low cost technology that can be used by small farmers. 

Greater Access to Public Services 

In other areas too, public services are grossly inadequate. The 

income of the small farmer could be substantially increased if he were 

supported by better physical infrastructure. It is not within the power of 

the developing countries to provide such infrastructure quickly to the many 

who need it because of its costs, but much of this infrastructure can be 

provided by organizing· rural works programs to construct small feeder roads 

to the market, small-scale irrigation drainage fac ~ities, storage facilities. 

and markets, community schools and health cent~rs, and other facilities which 

make extensive use of local labor and relatively simple skills. 

There is no mystery about designing these programs. They have worked 

successfully at various times in experimental projects in Bangladesh, 

Tunisia, Indonesia and other countries. With fairly small investments, 

considerable infrastructure has been built in some cases at low cost and ''ith 

substantial increase in the number of jobs. 

The major handicap of these programs has been their limited scale and 

the inadequate management and technical skills devoted to them. The challenge 

to governments is to extend these programs gradually to a national scale. 

This requires funds, of course, but it requires more than that. It requires 

national resolve and leadership to divert the financial, technical and 
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intellectual resources from other areas and dedicate them to the efforts 

of the rural poor to improve their lives. 

Basic change is also necessary in the distribution of other public 

services • . In last year's address I stressed the pbtential for helping the 

poor through a redirection of public services. In the rural areas public 

services are not only lamentably deficient, they are often not geared to the 

needs of the people they are to serve. Educational systems must stress relevant 

knm-1ledge about agriculture, nutrition, family planning both for those within 

and outside of the formal school program; health systems must be developed 

which can assist in the eradication of basic, and enervating .diseases, 

afflicting the rural poor. Electricity in rural areas is no luxury and does 

not ~im merely to·· place a lightbulb in every shack. One of the largest con

sumers of rural electricity are· production appliances, such as pumps for water. 

Urban lighting and air conditioning can no longer have priority on electric 

distribution systems. 

Every country must examine why it can afford to invest in higher education, 

but fails to provide incentives to attract teachers to rural areas; why it 

can staff urban medical centers and export its doctors abroad, but fails to 

send its doctors to the countryside; why it can build urban roads for the 

private automobile, but cannot build feeder roads to bring produc€ to the 

market. 

Resources are scarce in1he developing countries -- and their redistribution 

will not provide enough for everyone's needs -- but a major redistribution of 

public services is needed if the small farmer is to be provided with even a 

minimum of economic and social infrastructure. 



- 30 -

The programs I have discussed above can all be initiated quickly by 

governments. They will make a major contribution to the objective of 

doubling the yields of small-scale agriculture by 1985. All of these programs 

deserve, and will have, the full support of the Bank Group. 

However, the measures I have discussed are primarily an indigenous 

responsibility of the developing countries. Indeed, it will be a great dis

service on the part of the donors if they were to convince the developing 

world, or themselves, that policies for rural poverty can be fashioned and 

delivered from abroad. The problem must be perceived and dealt with in the 

developing countries. 

But the intemat:f.onal community can, and must, help. The resources 

required to double the yields on small farms by 1985 are very large. One 

estimate would place the annual . cost of on-farm dnvestment, land and water 

resource development, additional training facilities, and minimum working 

capital requirements for smallholder agriculture at $40-50 billion. This is 

more than 7 percent of the combined GNP of the developing cow1tries. 

Part of these resources must come from additional savings generated 

by the farmers themselves, and part must come from redirecting resources from 

other sectors in the developing countries. 

But part of these resources must come from · the international community 

in the form of services and financing that the small farmer needs. 

An Action Program for the Bank 

Hhat can the Bank do to help in this effort~ 

First of all, we expect to lend $4.4 billion in agriculture during our 

next five year program (1974- 78) - as compared to $2.2 billion in the first 

five year p~ogram (1969-73), and $620 million in the 1964-68 period. 
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This is a formidable target, but more ~portantly, we intend to direct 

a~ increasing sha re of our lending to proerams which directly assist the small 

farmer. In the next five years we expect that about 70% of our agricultural 

loans will contain a component for the small farmer. These programs are now 

being prepared in consultation with governments. 

Nonetheless, our lending will only finance a small portion of the total 

credit and investment needs of smallholder agriculture. We must therefore pay 

particular attention in our economic advice to governments to the sectoral 

policies and financial policies which affect the rural poor so that our resources 

and those of the governments. ''~ill have a maximum impact. 

'{hile experimentation and innovation will continue to be essential, the 

broad policies governing the Bank's program are clear: 

WE are prepared to do much more to assist governments in the reforms 

of their agricultural financial structure; to support intermediate 

institutions to bring credit to the small farmer; and to make credit 

available to enable farmers to purchase necessary inputs. 

We intend to continue to invest in irrigation command area development 

and in the recovery of saline lands; but 1\.re will emphasize on-farm devel

opment with a maximum· of self-financing to assure that the benefits of 

irrigation reach the farmers more quickly. 

We will support non-irrigated agriculture, including the financing of 

livestock production, especially small-scale dairy farming in milk

deficient areas. 

We are prepared to finance programs for expansion of training 

facilities for extension workers when it can be demonstrated that 

these "-rorkers will help raise the productivity of the rural poor. 



- 32 -

We are prepared to finance rural works programs as well as multi-

purpose rural development projects. 

We stand ready to help support land and tenancy reform programs 

by providing the follow-up logistical support required by the small 

farmer and to assist in the technical and financial aspects of land 

purchase and consolidation. 

We will, in our lending for infrastructure, insist that account 

be taken of the urgent requirements of the rural areas. 

We have financed agricultural research institutions in the past 

and are fully prepared to do more in the future, especially in regard 

to the development of an appropriate technology for semi-arid 

agriculture. He propose to support investigation into th.e most 

effective uses of water- at the farm level, especially in water-

deficient areas. We are already supporting one such investigation 

in Mexico. 

~S,fl recognize that the Bank's efforts will only make a modest contribution 

to a massive undertaking. The goal of doubling yields on small farms 

by 1985 is ambitious. - It is also necessary. It can be done if 

_ governments and the internat~nru community dedicate themselves to it. 

If it is accomplished, it will transform the lives of 700 million 

people --now poor and neglected. 

VII. SUMMARY ~~D CONCLUSIONS 

Let me now summarize and conclude the central points I have made 

this morning. 

If we look objectively;at the ~.;orld today, we must agree that it is 

characterized by a massi\e degree of inequality. 
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The difference in living standards between the rich nations and the poor 

nations is a gap of giga~tic proportions. 

The industrial base of the wealthy nations is so great, their technolog

ical capacity so advanced, and their consequent advantages so immense that it 

is unrealistic to expect that the gap will narrow by the end of the century. 

Every indication is that it will continue to grow. 

Nothing we can do is likely to prevent this. But what we can do is to 

reduce the rate at which that gap is increasing. We can do this by acting to 

expand the wholly inadequate flow of official development assistance. 

The flow of ODA can be increased, by 1980, to the target of .7% of GNP-

a target originally accepted ~~thin the United Nations for completion by 1975. 

This is feasible, but it will require renewed efforts by many nations, 

particularly the United States. 

Further, we must recognize that a high degree of inequality exists not 

only between developed and developing nations but within the developing nations 

themselves. Studies in the Bank during this past year reinforce the prelim

inary conclusions I indicated to you last year: income distribution patterns 

nre severely skewed within developing countries -- more so than within developed 

countries -- and the problem requires accelerated action by the governments 

of virtually all developing nations. 

A minimum objective should be that the distortion in income distribution 

within these nations should at least stop increasing by 1975, and begin to 

narrow within the last half of the decade. 

A major part of the program co accomplish this objective must be designed 

to attack the "absolute poverty" which exists in totally unacceptable degree 
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in almost all of our developing member countries -- poverty so extreme that 

it degrades the lives of individuals below minimal limits of human decency. 

The "absolute" poor are not merely a tiny minority of tnfortunates -- a 

miscellaneous collection of the losers in life -- a regrettable but insignificant 

exception to the rule. On the contrary, they constitute roughly 40% of the 

nearly two billion individuals living in the developing nations. 

Some of the "absolute" poor are in urban slums, but the vast bulk of them 

are in the rural areas. And it is there -- in the countryside that their 

poverty nrust :be confronted. 

¥-Te should strive to eradicate "absolute" poverty by the end of this century. 

That means in practice the elimination of malnutrition and illiteracy; the 

reduction of infant mortality; and the raising of life expectancy standards 

to those of the developed nations. 

A major requirement for the accomplishment of this objective is an increase 

in the productivity of small-scale, subsistence agriculture. 

Is it a realistic goal? 

The answer is yes, if governments in the developing countries are pre-

pared to exercise the requisite po litical will to make it realistic. 

It is they who must decide. 

As for the Bank, increased productivity of the small, subsistent farmer 

will be a major goal of our program of expanded activity in the FY1974-78 period, 

But no amount of outside assistance can substitute for the developing 

member governments' resolve to take on the task, 

It will call for immense courage, for political risk is involved. The 

politically .privileged among the landed elite are rarely enthusiastic over 

the steps necessary to advance rural development. This is shortsighted, of 

course, for in the long term, they, as well as the poor, can benefit. 



But if the governments of the developing world who must measure 

the risks of reform against the risks of revolution are prepared to 

exercise the required political will to assault the problem of poverty in 

the countryside, then the governments of the wealthy nations must display 

equal courage. They must be prepared to help them by removing discriminatory 

trade barriers and by substantially expanding official development assistance. 

What is at stake in these decisions is the fundamental decency of the 

lives of 40% of the people in the 100 developing nations which are members 

of this institution. 

We must hope that the decisions will be the courageous ones. 

If they are not, the outlook is dark. 

But if the courageous decisions are n~de, then the pace of development 

can accelerate. 

I believe it will. I believe it will because I believe that during 

the remainder of this century our peoples will become increasingly intolerant 

of the inhuman inequalities which exist today. 

Each of the great religions teaches the value of each human life. In 

a way that was never true in the past, we now have the power to create a 

decent life for all men. Should we not make the moral precept our guide to 

action? The traditional extremes of privilege and deprivation are becoming 

increasingly intolerable. 

It is development's tas k to deal with them. 

You and I -- and all of us in the international commun:J.ty -- share that 

responsibility. 
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Australia 

Austria 

Belgium 

Canada 

Denmark 

France 

Germany 

Italy 

Japan 

Netherlands 

Norway 

Portugal 

s~'eden 

Switzerland 

United Kingdom 

United States 
b/ 

TOTAL 

PROJECTED FLOW OF OFFICIAL DEVELOPMENT ASSIST&~CE 
MEASURED AS A PERCENT OF GROSS NATIONAL PRODUCT !/ 

1970 1971 1972 1973 1974 

.59 .52 . .56 .56 .59 

.13 .06 .17 .19 

.48 .49 .54 .58 .65 

.42 .37 .42 .44 .45 

.38 .43 .48 .53 .58 

.68 .68 .65 .65 .65 

.32 .34 .30 ~36 .36 

.16 .17 .16 .16 .16 

.23 .23 .22 .28 .34 

.63 .60 .62 .66 

.32 .33 .47 .67 

.64 1.43 .45 .45 .45 

.36 .45 .50 .56 .65 

.15 .12 .22 .26 .30 

.37 .41 .41 .44 .38 

.31 .32 .30 .25 .22 

.34 .35 .34 .34 .34 

1975 

.60 

.25 

.70 

.47 

.64 

.65 

.38 

.16 

.40 

.70 

.75 

.45 

.71 

.32 

.39 

.22 

.35 

1976 

.60 

.26 

.70 

.49 

.70 

.65 

.40 

.17 

.42 

.72 

.82 

.45 

• 75 

.34 

.42 

.21 

.36 

~/ Countries included are members of OECD Development Assistance Committee, 
accounting for more than 95% of total Officia l Development Assistance. 
Figures for 1970 and 1971 are actual data. The pr6jections for later 
years are based on World Bank estimates of growth of G~T , on information on 
budget appropriations for aid, and on aid policy statements made by govern
ments. Because of t he relatively long period of time required to translate 
legislative authorizations first into commi tments and later into disburse
ments, it is possible to project today, with reasonable accuracy , ODA 
flo1;·,'S (which by definition represent disbursements) for 1976. 

~/ As recently as 1963 U.S. Official Development Assistance amounted. to 
.59% of G~P and in 1949 at the beginning of the Marshall Plan it 
amounted to 2 . 79%. 
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A STRATEGY FOR RURAL DEVELOPMENT 

Since the bulk of the poor live in rural areas, if waare 

to deal with poverty, we must deal with the rural poor. This 

' is particularly .difficult because: 

\ ' 

Rurai incomes are lower than urban incomes ·. Average 

urban per capita incomes were five times rural ' incomes 

in Honduras, four times in Brazil, two and a half 

times in India. 

Rural income grows more slowly than the rest of the 

economy because of the slow growth of agriculture. In 

the period 1960-1970 non-agricultural production in a sample 

of __ countries grevv __ % per year; agriculture grew 

%. Most of ·the agricultural growth was not in small

holder agricuiture. 

Population growth rates are higher in rural areas. 

The bulk of public investments go ' to the modern, 

urban sector. For insta~ce, in Peru, Lima with 25% 

of the population absorbs about 50% of the outlays 

of the Ministries of Education and Health; in Zaire 

the Kinshasha metropolitan area has 7% of the popula-

tion but over half of the primary school teachers. 
I 

Even though not all of the r 1ural poor farm land, the 

principal cause of stagnation of Jincome of the rural poor is the 

.-

' l 
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low productivity of the small, subsistence farm which is the 

dominant production unit in the developing world. Even with 

massive migration to the cities, · reducing rural poverty must 

mean increasing the productivity per hectare on these farms. 

Technologically this is feasible but neither current : 

policies nor current institutions support this objective. 

Let · us look at some of the obstacles to a more rapid 

The size of the average holding is small and often 

fragmented. In Asia (excluding the People's 

Republic of China) 78% of all farms are less than 

5 hectares,_ in ~frica 72%, in Latin · America 36%. In 

Asia, where the ratio of population to land is 

high~st , . the _average farm size is only 2. 3 hectares. 
I 

Often such holdings are divided into a dozen plots, · 

miles apart. 

Ownership of land, and hence power in the rural areas, 

is concentrated in the hands of a small minority. In 

Latin America less than 5% of the farms occupy more 

than 75% of the farmland. In Asia, the concentration 

of ownership leave~ the vast majority of the rural . 

population either. landle-~s or with very small farms.; 

About 4 6 million rural households in India .· - over 

200 million people · - are landless, while 40% of the 

cropland is held by 8% of the landowning farmers • 

. .. 
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But even· the .use of the little land the small farmer 

has is uncertain. Tenancy arrangements are often 

extortionist and generally insecure. In many countries 

tenants pay 50-60% ~ of their gross product as rent 

~nd still constantly face the possibility of eviction. 

This provides little incentive ~or increasing productivity. 

Funds are not available for improvements. Instit~tional 

~redit is essential if th~ farmers are to inereasa 

productivity ·per hectare. They must buy more fertilizer 

and pe·sticides i they must irivest in pumps and imple.

ments. ~t present they generally spend less than · 

10% o£ ~hat is : needed on such inputs because they do 

,. not have the resources. But the rur~l credit inst~tu

tions are inadequate, and they by-pass the· small 

farmer. 

Development of water resources has lagged almost 

everywhere. The new technologies which have been 

developed depend on an assured supply of water. Even 

where investments in major irrigation facilities have 

been substantial, on-farm developments to utilize the 

water have trailed far behind, particularly for small . . 

holdings. 
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Technical advice and assistance is generally not 

a·vailable to :the sm.a~l farmer. Th~re are too few exten-

.sion agents. In developed countries 5% of the agricul-

tural labor force consists of professional and technical 

workers; the FAO Worl~ 'Indicative Plan expressed the hope 

that an equivalent figure in the developing countries 

might be 0.4% - by 1985. Research, on which extepsion 

must be based, .is underfin need and does not deal with 

the special production problems of the small farmer. 

The provision of public utilities favors the urban areas. 

Utilities - water, sewerage, electricity and roads -

are more plentiful in the cities. The consumption 

requirements of the urban areas have a higher priority 

than .the production requirements of the rural areas. 

It has often been suggested that the problem o~ rural · .. · 

'· 

poverty is technological; that the productivity of the small-

scale farmer is inherently low. Not only do we have the evidence 

of Japan to disprove this, but a number of recent studies on 

developing countries also demonstrate the inaccuracy of that 

belief. For example, . output per hectare in Guatemala on the 

smallest farm size groups was 92% ' higher ,than the largest 

size groups; in Taiwan, 67% higher; in India, 37% higher; ·~nd 

_in 'Brazil, )3% higher. And it is , output per hectare which is 

the relevant measure of agricultural productivity in land~scarce 

labor-surplus economies; rather than output per worker. 
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There is· ample eviden-ce that modern agricultural technology 

is divisible and that the scale of operations is _no barrier to 

raising agricultural yields. on · a national basis, farmers in 

Japan -and Taiwan, where average size of holdings is less than 

2 h~9tares, ha~e - increased output between 3 · to 5% a year in · 

recent decades. Sim{larly, in those areas of Asia where the 

green. revolution. has .occurred, small-scale far~ers, often with 

holdings o£ 2 hectares or less, have raised output of rice 

and wheat by any~hing from 30 to 100% in less than five years. 

The ·question then is what can the developing countries do to 

increase the productivi~y of the small farmer more generally. 

How can they quplicate :the conditions which have led to very 
.. 

rapid agricultural growth in a few areas. And how can the _ 

World Bank help in this effort. 

The first step is to define a target so that we can 

understand better the amount of resources necessary and to ·_ 

.provide a basis for measuring progress. I suggest we. aim at 

doubling the yields per hectare on small farms by ~985. 

,. This is an ambitious goal. ,.· 

It is a necessary goal. 

If it ·can be a·chieved, it will transform the lives of hun-

dreds of millions of people - individuals who thus far have 

benefited little from development. 

I ·~ 
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What will it take to do this. 

Neither we at the Bank nor anyone else has very clear 

answers about the best ways to bring improved technology and 

other inputs to over 100 million small farmers; nor can we . be 

very precise ' a~dut the ¢os~s~ Yet we have _ enough of an 

u~derstanding so that we can start now. We will have to take 

risks and we must experiment and improvise; but we cannot - delay. 

Although the strategy f~r · increaeing the productivity of 
smallholder agriculture is necessarily tentative, it must 

include: 

land and tenancy reform 

access to credi~ 

assured availability of water 

expanded research into the production problems of the 

rural poor 

more widespread extension facilities 

greater access to public services. 

These aspects are not new- they have -been known for ~-· long 

time. They will again remain pious wishes unless there is a 

_carefully developed framework of implementation and a commit

ment of resources commensurate with the size of the problem. 

Effective implementation requires: 

solution to organizational problems in the long term 

realistic p~anning of successive steps which can be 

implemente~ quickly 



. ·'t, 

a shift in the present allocation of resources. 

The organizational means for supporting smallholder agricul-
I 

ture is probably the most crucial and the most difficult problem. 

It is not possible, with present ,and foreseeable resources, to 
. ~\ 

deal individually with over 100 million small farm families. 

There must be organization of farm groups and the development 

of delivery ~ystems that will service millions of farmers at 

low eogt. Farmers must develop new ways to pool thair 

resources and to obtain public services. Governments and 

commercial institutions must find new ways to relate to 

millions of small farmers. New intermediate institutions 

will have to be developed to provide assistance and channel 

resources. 

Such institutions and organizations can take any number 

of forms: smallholder associations, local farm organizations, 

village or district level cooperatives, voluntary or involu~tary 

communes. There already are many indigenous experiments going 

on in various parts of the world. What is important is that 

whatever institutions are devised should be suited to the 

political an~ ~p9ial environment of the country and to the 
. , ' 

formidable task at hand. Experience shows that there is a 

greater chance for the s~ccess of these institutions if they 

provide for popular participation, local leadership~ decentrali-

zation of authority and pr9per accountability at the individual 
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level. Ideally, they should aim at an optimum mix of self-

relia'rice and government assistance. 

The reorganization of government services and institutions 

is equally important. No program will help the rural poor if it 

'is designed by those who have no knowledge of their problems and 

operated by those who have no interest in their future. 

In ~ost countries, - the centralized administration of scarce 

· to a small number of rich claimants. This is not surprising 

since economic rationale, political pressure·, social suasion , 
and pers~nal interest all point in the same direction. It 'will 

thus ~equire substantial political leadership and national . resolve 

to change the incentives in the government structure. The ' ablest 

·administrators must no longer be reserved to the modern sector,. 

top engine.er~ng . talent. must be devoted to the problems of small 

farm irrigation, young :graduates must be cha~lenged by the 
\' 

problems of the rural poor and rewarded for dealing with them, 

educational · instit~tions must change so that the transmission of 

knowledge becomes as important as its accumulation. In short, , 
I 

the managerial and intellectual resources of the country must 

be' redirected to serve the many instead of the few - to attack 

poverty directly by providing resources to the poor. 

In addition to such institutional changes, other structural 

changes are necessary. Foremost among these is land and tenancy 
( 

reform. Legislation dealing with land and tenancy reform bas 

been passed - or at le~st been promised - in virtually ever~ 

developing country. But rhetoric is far in advance of action. 

With few exceptions, land reform ~ has resulted in little redis-
1 
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tribution of land, little improvement in the security of 

the tenant, and 'little consolidation of small holdings~ Such 

actions as have been taken have been accompanied by inadequate 

institutional support and therefore have had little impact on 

the · bulk of the rural population. 

No one can pretend , that genuine land arid tenancy reform 

is easy. It is hardly surprising that members of the political 

power struetur@ , , who .~w~ lar.q~ holdings, should resist r form 
' ' . 

as they .do. B~t the real issue is not whether land reform is 

politically easy. The real issue is whether indefinite pro

crastination is politically prudent. An increasingly inequitable 
, I 

situation is a constant threat to political stability. 

In many countries it is urgent that equitable land and 

tenancy r~form program~ should be designed - programs involving 

reasonable land _ceilings, just compensation, sensible tenancy 
' . 

security, adequate incentives for land consolidation and 

institutional support - and effectively implemented. In these 

countries increasing the income of the rural poor and raising 

.. the production of small-scale agriculture will depend on more 

secure and i~cent:ive-oriented tenancy laws, consolidation .. o~ 

fragmented . small holdings and a more equitab.le distribution ~ of 

· land resources. 
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There is no universal blueprint for land reforms, but the 

major successes in land reform movements have been where: 

the objectives of the lahd reform have been clearly 

spelled out and uncertainty reduced, 

the reform has been accompanied by public sector .: 

activities replacing the logistical support (mainly 

~upplies and credit) formerly provided .by the landlord, 

the reform has changed the status of the tenant in 

addition to redistributing land, and 

redistribution of unused land was involved rather than 

land already under intensive cultivation. 

These basic changes are long-term objectives. New 

institutions evolve only gradually and land reform is not a 

universal panacea. If we are to achieve the objective of 
' ' I . . ' . 

doubling yields per hectare on small farms by 1985, we must 
' ' 

supplement these changes with steps which can be implemented 

now and which can yield quick results. We must therefore 

start with the · existing institutional framewo~k, even while 

we seek to change it. 

One major impediment the small farmer faces is the lack of 

credit. Withou~ such credit, he cannot buy improved seeds, 

apply the necessary fertilizer or pesticides, rent equipment 

or develop his water resources - no matter how knowledgeable he 

is or how well motivated. For example, in Asia the cost of 

. I 

! . 

I ' 
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fertilizer and pesticides required ~o make optimum use of the 
. I 

new, high yielding varieties of wheat and rice ranges from 

$20 . to $80 per hectare. The small farmer only spends $6, 

on ave~age, and even tti~t does not come trom· institutional sources 

of credit. 

The small . farmer needs these modest amounts ·of ·credits"' 

with . a minimum amount of bureaucratic red tape and without 

·having to. mortgage his land - which may be his only possession. 

T~e present institutions in the rural areas are simply . 

not geared to meeting the needs of smallholder agriculture. 

In cou~tries as disparate as Bangladesh and Iran, less than · 
I 

15% of institutional credit is avai~able to rural areas, l~ss 

than 20% in Mexico and 28% in India.- Only a fraction of thi;s is 

available to the small farmer. Moreover, they require 

_stringent t~sts of creditworthiness, complicated applications 
I 

.· .and long .procedures. 

Existing co~ercial· institutions are reluctant to make· 

credit available to the small farmers since the administrative 

and supervisory costs of small loans may run high and the 

subsistence farmer, operating so close to the margin of sur-
I 

vival, is simply not as creditworthy. as his more wealthy 

neighbors. . i 
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Neither do gover~ental credit / policies help the small 

farmer although they are often designed for that purpose. · -

Concern over the usurious rates the farmer pays the money 

lender when he has no access to institutional sources of credit 

has led to unrealistically low rates for institutional credit. 

This is generally accompanied by .low cei+ings on interest to be 

paid on deposits. The low rates ,of interest paid on deposit . 

in turn mean that savings are discouraged since the real rate 

of return for the depositor is negative. Small savings means 

a restricted supply of capital which in turn is lent to the most 

creditworthy - the larger farmer. 

Interest rate reform in a number of countries amply 

demonstrates that realistic interest rates attract savings from 

all income groups. Increased savings in -the rural areas are 

essential if the supply of capital to the small farmer is to be 
i 

increased. The small farmer does not need six month credit at 

an annual interest rate of 6% for projects which will yield 20% 

or more per year. He would be infinitely better off if he had to 

pay a realistic ~ate of interest but coutd get the money. If any 

subsidy is required, .it is to meet the high costs of administering 

a credit program.' for small farmers. These c_osts can easily ·be 

offset within the banking system - through reserve requirements 

and the like. ..R~ducing the lending rate 1 to the farmer only 
'' I ' . 

makes the program less attractive to the banks. 
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An urgent step for governments is, therefore, to review their 

financ i al policies as they affect agriculture to make sure. that 

good intentions do not have pernicious consequences. In many 

. of our member countries, interest rate reform is an overdue 

measure. 

While credit is needed to purchase physical inputs like . 

fertilizer and improved seeds, these inputs often cannot 

be v.ery productive unless assured water is available and used 

effectively. This will .require continued research into the 

most effective uses of water, substantial investment in 

irri~ation; ap~· increased attention to on-farm irrigation 

system.s. 

It is estimated that the presently irrigated area of 380 

million acres can be expanded by another 260 million acres but 

t~e additional ·cost would be high - over $100 billion. But 

not .only is expansion of irrigated land expensive, it is a 

. __ slqw process. No major irrigation dam no~ already in the 

active design s~age is likely to yield significant on farm 
I 

benefits before 1982. Investments in major irrig.ation projebts 

will continue to be an important part of national investment 

plans, and of Bank financing, but they must be supplemented by 

more quick yieldi,ng programs which can benefit the small farmer. 
I . 

First, ~uch greater emphasis must be placed on the· on~farm 

development necessary to take -advantage of ~xisting irrigation 

developments. There · are too many · cases- in our experience and in 

that of others - ·where it has taken ten years or more after the 

dam was completed for the water to reach the farmers. 



14 -

The allocation of budgetary resources between major irrigation 
I 

work~ and on-farm dev~lopment is often heavily skewed toward 

the former. The excitement of parnessing a majqr stream is 

not matched by bringing a trickle of water to a parched acre. 

A redirection of budgetary resources is essential, and this 
I 

will rechannel the application of the nation's talents. 

Secondly, budgetary resources for on-farm water ~evelop-
I 

ment often assist only a small 11umber of potential farmers . 

. because of the mistaken belief that the cost of ·on-farm 

development must be borne by the governments. As a result~ 

as in the case of restricted credit, the large farmers 

receiye the limited resources. But water is the most valuable 

single inp~t a · farmer can have. With an assured water supply, 

he can use .the new technologies and his income can often moxe 

than double in a year. There are few farmers who would not 

be willing to pay for . the costs of this on-farm .improvement·. 

· If this . is · done, any given budget can service many more ':farmers 
i 

and the benefits of irrigation systems can be reaped more 

quickly~ In the areas . where ~his approach has been tried, 

it has been sucqessful. and, in addition, the capital intensity 

seems to be less, the use of domestic technology greater and 

the benefits are more equitably distributed~ 

·But development of present command areas, though necessary, 
I 

is riot enough. Too many small farmers would be . unaffected. 

These programs must be supplemented by others which cart bring 

·Water to farms outside major irrigation projects - and do so 

. I 
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cheaply. Tubewells, low lift pumps and small dams can ·make major 

contributions to p~oductivity. Moreover, these investments are 

within the reach of individual farmers or groups of farmers. 

The evidence from India, Bangladesh, Pakistan and other countries 

.clearly demonstrates that farmers outside major irrigation . 

projects will purc·hase pumps and dig tubewe~ls. The experience 

also suggests that the most rapid development occurs if the 

government makes . resources - eredit 1 pumps; drillinq equipment -

available and creates a climate in which private- initiativ~ and 

local cooperative efforts can flourish but does not seek to· 

operate th~ programs directly. 

Greatly expanded extension services are another necessity 

for the small farmer. The projected annual output of trained 

personnel from existing agricultural extension institutions can 

at best satisfy less than half the total needs of the developing 

world. In the developed countries, the ratio of government 
J 

agricultural agents to farm famir1es is about 1 to 400. In 

developing countries, it is about 1 to 30,000. Only a small 

fraction of even these limited services is available to the 

small farmer. 

It is not primarily the deficiency of funds that is 

delaying the necessary expansion of extension services. It . 

is the deficiency of resolve to do more for the small farmer 

who desperately requires these services. Funding for agricultural 

training should be increased rapidly, the links between research 
r 
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institutes and farm workers strengthened and educational ' 
I 

priorities reoriented. · There is hardly a developing country 

which does not produce too many .lawyers, and there is no 

developing country which produces enough extension agents. 

Governments cannot control personal career objectives, but 

they do control the means by which these objectives are 

realized· • 

. would be mode~t as a percentage of GNP or btidget~ry · resources. 

The net cost - after decucting savings from changed alloca

·tions - would be even less. As long as the supply of exten-

sion workers is grossly inad~quate, .only the large farmers 

will benefit and the needs of the poor will be ignored. 

The quality of . the extension services depends on the 

underlying research. In a sam~le of five major developed . · ~ 

coun4ries, the governments are allocating annually from 

·$20 to $·so ··per farm family ·for applied research; for five · . 

. major developing countries the comparable figures are SO ·cents 

·· . to $2 per farm family. Almost none of this research deals with 

the special prod~ction . problems of the small farm. 

The international network of agricultural research has .grown 
\ 

impressively. The Bank's chairmanship of, . and participation in, 

the Consultative Group on Agricultural Research is one of our 
I 

most· important functions. But very much more needs to be done 

at the national level to adapt the new technologies to small 

,. 
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farm operations, to explore the special equipment needs of -the small 

_ operat~r, to develop new technologi's in the non-cereal . crops 
. I 

and to help the farmer · in non-irrig~ted : areas. General expendi-
I 

tures on research and development i~ the developing . countries 
. . 

I 

.. are notoriously low and must be increased substantially. In 

this expansion, very high priority ~ust be given to strengfhening 

the research which will benefit the small farmer. 

In other ar@a§ too publie §erviees are qrossly inadequate • 

. . The income of . the small farmer could be substantially increased 

i£ he were supported by better physical · infrastructure~ It 

is not withi~ the power of the deve~oping countries to provide 

such infrastructure quickly to the many who need it because of its 

costs, but much of this infrastructure can be provided by organizing 
I 

rural works programs to construct small feeder roads to the market, 

small-scale irrigation drainage facilities, storage facilities 

and markets, community schools and health centers, and othe·r 

facilities which make extensive use of labor and relatively 

simple skills. 

I 

There is no mystery about designing these programs. They 

have worked successfully at various times in Bangladesh, 

Tunisia, Indonesia and other coun~ries. With fairly small 

investments, considerable infrastructure has been built in some 

cases at low cost and with substantial increase in the number 

of jobs. · 

) 

J 

! 
,, I 

.·, 
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The major handicap of these programs has been their limited 

scale and the _ i~adequa~e management and technical skills devoted 

to them. The c~allenge' to governments is to extend these 

programs gradually to a national scale. This requires funds, 

of course, but ·· ~t requites mqre than that. It requires national 

r~solve . and leadership to divert the financial, technica~ _ and 

intellectual resour9es from other areas and dedicate them to 

the @fforts of the rural poor, to improv@ their . live§. 
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. Basic change is also n~cessary in the distrlbution of other public 

services. In last year's address I stressed the potential 

for helping the poor through a redirection of public services. 

In the rural areas pubiic services are not only lamentably 

· deficient, they ·are of~en not geared to the needs of the 

people they a~e to serve. Educational systems must stress 

relevant knowledge about a~~~g~ltu~e, nytrition, f~ily 

plan~ing to increase relevant knowledge for - even those who . 

do not stay in school for a decade; health systems must be 

develpped which can assist in the eradication of basic, and 

enervating diseases, afflicting the rural poor. Electricity 

in rural areas is no luxury and does not aim merely to place · 

a lightbulb in every shack. One of the largest consumers of 

rural electricity are production appliances, such as pum~s .

for water. Urban lighting and air conditioning can no 

longer have priority on electric distribution syst~ms. 

Every country ~ust examine why it can afford to inv~st.

in ~igher education but fail to provide incentives to 

attract teachers to rural areas; why it can staff urban medical 

centers and export its doctors abroad but fail to send 'its 

doctors to ' the countryside; why it can build urban _roads for 

~he private _automobile but not feeder roads to bring p~odu~e -· 

to the market. 
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Resour ces are scarce in the developing countries - and 

their redistribution will not- provide enough for everyone'~ 

needs - but a major redistribution of public services is needed 

if the small farmer is to be provided with even a minimum, of 

economic and social infrastructure. 

The programs I have discussed above can all be initiated 

quickly by governments. They will make a major contribution 

to the objective of doubling the yields of small-scale 

agriculture by 1985 • . All of these programs deserve, and will 

have, the full s~pport : of the Bank Group • . 

However,· the measures I have discussed are primarily ·· ~n 

indigenous responsibility of the developing countries. Indeed, 

it will be a great disservice on the part of the donors if 'they 

were · to convince the developing world, or themselves, that 

policies for rural poverty can be fashioned and delivered from 

abroad. The problem must be perceived and dealt with in the 

developing countries. 

But the international community can, and must, help. ·The 

resources requir~d to double the yields on small farms by 1-985 

~re very · large. One estimate would place the annual cdst ~ of 

on-farm. investment, land and water resource development, additional 

__ training ·facilities and minimum v1orking c:api tal requirements_ for 

smallholder agriculture at $30 billion. This is 6% of the __ combined 

GNP of the developing countries. 

t ~ I 
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'Part of . these resources must. come from additional savings 

generated by the farmers themselves and part must come from 

.· · redirecting resources ~rom othe~ . sectors in the developing 

· countries. 

But part of' these · resources must come from the international 

community- in the form of services and financing that - the 

small farmer needs. 

what can the gank do to help? 
• I 

We expect to · lend $4.4 billion in agriculture during our 

next Five Year Program (1974-78) - as compared to $2.2 billion 

\ ' 
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in the first Five Year Program (1969-73), and $620 million in 

the 1964-68 period. 
. l 

I 
I 

This is a formidable target·, but more importantly, we_ 

intend to direct an increasing share of our lending to _ programs 
) 

which directly assist the small farmer. In the next five .· 

.years we expect that about 70% of our agricultural loans will 

contain -a component for the small farmer. These programs 

·are now being prepared in consultation with governments. 

Nonetheless, our lending will only finance a small 

portion of the -total credit and investment needs of smallholder 

agriculture. We must therefore pay particular attention ~n· __ our 

lending to the sectoral and ot~er policies which affect the 

rura~ poor so that our resources and those of the governments 

-will have a maximum impact~-

While experimentation and innovation will continue io be 

-· .. essential, the broad policies _governing our supportive efforts 

are clear: 

We are prepared to assist governments in the reforms 

of ~heir · agricultural financial structure; to 

support intermediate institutions to bring credit to 

the sma'll . farmer; and to make credit available to 

enable farmers to purchase necessary inputs. Some · 

of this is already being done, but we intend to do more 

of it. 
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We intend to contunie to invest in irrigation 

·command area development and in the recovery of saline 

lands; but we ·will emphasize on-farm de~elop~ent 

with maximum of self-fin~ncing, to assure that 

benefits of ir~igaiion reach the farmers more 

quickly. 

We are prepared to finance programs for expansion 

of training facilitie$ for extension workers, including 

· the current costs of such training. 

We are prepared to finance rural works programs as 

well as multi-purpose ru~al deyelopment projects. 

We stand ready to help support land and tenancy 

. reform programs by providing the follow-up 

logistical support required by the small farmer 

and to assist in the technical and financial aspects 

of land consolidation. 

· We will, in our lending for infrastructure, insist 

that account be taken of the urgent requirements of 

the rural areas. 

We .have financed agricultural research institutions in 

the past and -are fully prepared to do more in · 

the future. We -propose to support investigation into · 

the most effective uses of water at the farm level, · 

especially in water deficient areas. We are already 

supporti~g one such investigation in Mexico. 
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·r recognize that the Bank's efforts will only make a modest 

contribution to a massive undertaking. The goal of doubling 

yields on small farms by 1985 is . ambitious. · It is also 

necessary. It can be done if governments and the international 

eammbnity dedicate themselves ta iti If it i§ aeeamplished; 
' ' I . 

it will transform the lives of over 600 million people -

now poor and neglected. 
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· I attach a redraft of the poverty sections of the 
speech. As agreed at our last discussion~ Section rv 
swrunarizes the relations betl,.,een poverty and growth and 
t he need to reorient development policy, \'lhich are spelled 
out more fully in my memorandum "A Conceptual Framework 
for the Analysis of Poverty". The distinction between 
rel tive and absolute povarty is not atresged bee4uae i 
does not affect the focus on small farmers that follows. 
Section V has been reworked by Stern and Haq ·and is en
dorsed by Yudelman • 

. Please let me ~now when you would like ·to have 
further discussion of · this material. 
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IV. POVERTY ill THE DEVELOPING WORLD 

Last year I discussed with you the need to fonrrulate new 

development strategies that would bring greater benefits to the poorest 

groups in society. Over the past year the Bank staff has given high 

priority to the analysis of problems of povert~ in many of our member 

countries and to evaluating the policies available for .dealing w~th them. 

On tl1e basis of these studies, I would like to give a more specific 

diagnosis of the problem of poverty and to suggest some of the essential 

elements of strategies for dealing ~nth it. 

Poverty and Gro1vth 

The basic problem of poverty can be stated very simply. Despite 

a decade of unprecedented growth in the national product of developing 
. I 

countries, the poorest segments of their population have received 

relatively little benefit. Perhaps as many as 700 million people--out of 

a total of 1.8 billion--survive on income·s estimated at 30 cents 

per day (in U.s. purchasing po1-1er), under conditions of malnutrition, 

illiteracy and squalor. 

There is, of course, nothing new.r in this finding. What is most 

disturbing is the fact that this condition persists despite the impressive 

increase in resources available for development purposes--which in most 
I 

countries have doubled on a per capita basis--over the past lS to 20 years. 

The great bulk of these resources has gone into the modern sectors of the 

developing economies - into industr,y, cities and the infrastructure needed 

to support them. In very few countries have rural areas shared equi ta.bly 

in development resources , even though much of the increase in population 

continues to take place in these areas. 
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Although the collection of statistics on income distribution only 

started in the past few years, and is still quite incomplete, we can begin 

to measure the dimensions of the poverty problem and its relation to the 

growth of GNP under different conditions. Among the forty developing 

countries for which some data are available, the upper quintile receives 

55% of national income in the typical developing country, while the lowest 

quintile receives 5%. The extent of inequality is thus considerably greater 

than in most of the advanced countries. 

On balance, the data suggest that a decade of rapid growth.has 

worsened the distribution of income in many countries. It has proved to 
'to 

be easier to increase the output of industry, mining, large-scale farming, 

and government - and the incomes of the people dependent on these sectors 

than to increase the productivity and income of the small farmer and the 

landless rural laborer. This problem is exacerbated by the accelerated 

growth of the labor force over the past decade. With the prevalent focus 

of government policy on the modern sectors, it has required very high 

rates of _GNP growth - g~nerally in excess of 7% per year - to absorb this 

increase and prevent underemployment from rising. 
J 

Although the statistical evidence is still far from adequate, I 

think that the observations for the past deca~e support ~he following 

conclusions: 

- policies_ aimed primarily at accelerated growth in most 

de.veloping countries benefit mainly the upper 40% of income 

· receivers; 

the allocation of public services and investment funds has 

tended to s trengthen ratter than to offset this .trend; 

- w~ile high -growth rates are needed to employ a rapidly 

growing labor force, they are by no means sufficient for 

this purpose. 
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The Reorientation of Development Policy 

Although the need to reorient development policy in order to 

provide a more equitable distribution of its benefits has been discussed 

widely, few count ries have actually made serious efforts in this direction. 

Although I may be intruding in matters that are the proper concern of 

national governments, I would like to sugges·t several steps to you that 

should lead to the more rapid adoption of the types· bf policy that most 

observers agree are needed. I would also stress that unless national 

governments redirect their policies toward better distribution, there is 

ve~ little that international agencies such as the World Bank can do to 

accomplish this objective. 

An important first step is to redefine the objectives and 

measurement of .deyelopment in more operational terms. wbile most countries 

have broadened their development objectives to include the reduction of 

unemployment and increased income for the poor in addition ro growth in 

output, they still measure progress toward these complex objectives with a 

single· measuring rod--the growth of GNP. 

We can no more describe the comforts of a home by its area than 

we can define the ~uccess of multiple development objectives by the GNP. 

The Gross National Product is an index of the . to:t.al value of goods and 

services produced by an economy; it was never intended as a measure of 

social welfare. 

The Gross National Product implicitly weights the growth of 

each income group according to its existing share in total income. Since 

the upper 40% of the population typically receive 75% of all income, the 

growth of GNP is essentially an index of the welfare of the upper income 

groups. · It is quite insensitive to what happens to the lowest Lo%, which 

have a weight of only 10-15% in the total. 



._ 4 -

To remedy this obvious defect in our most commonly used measure 

of economic performance, I suggest that vie should give at least the same 

weight to increasing the incomes of the poorest groups in society as we 

give to increasing the inc~~es of the rich. Instead of measuring development 

by growth of the total value of production we should measure it by the 

average increase in income, with the poor getting at least equal weight. 

The weights to be used in this calculatio~ are a question of 

social philosop~ rather than economics and some countries will doubtless 

want to go further and lay primary emphasis on raising the consumption 

standards of the poor. 

If we measure the performance of an economy by the average grot~h 

of income of all its citizens, we get rather a different impression of the 

achievements of t~e past decade. To test the usefulness of this index, we 

have applied it to the dozen or so countries for which we can estimate the 

growth of income received by·different income groups over the past decade. 

On the basis of these estimates in half of the cases--including Brazil, 

India and Mexico--the income growth of the lowest LO% was significantly 

lower than that of the upper 20%. If we give equal weight to the growth 

of income of each citizen in these countries, the grovrth of total inc~~e 

would be one to two percentage points lower than the growth as measured by 

the GNP. However, in several cases - including · Sri Lanka and Colombia -

the opposite is true.- In these countries, giving equal -weight to the 

growth of income of each citizen, regardless of his current wealth, gives 

a more favorable picture of economic performance than does GNP because it 

gives credit for some redistribution of the benefits of growth toward the 

lower income groups. 

• • r 
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The adoption of a welfare-oriented measure of eco~omic performance 

constitutes an important step in the redesign of development policies. It 

forces governments, and their planning and finance ministries, to look at 

the allocation of resources in a quite different way. 'f'ney would have to 

consider not only the total output of an inves~ent but also how the benefits 

will be divided. This will give practical, operational significance to the 

social objectives embodied in most development plans . . These distributional 

considerations should then be incorporated into the procedures for project 

evaluation used by the developing countries and by the lending agencies. 

This type of analysis is being introduced in the World Bank. 

Location of Poverty 

The proposed reorientation of development strategy also requires 

us to identify be~ter the main concentrations of poor people in the society 

and to exa..iline the policies through 1-1rJ.ch .they can be reached. 
I 

Today, I want to address myself. to measures and programs which 

can alleviate rural poverty, because 

·the majority of the poor will continue to live in the 

countryside and most of them will work on small farms. 

At the present time, seventy per cent of the population of our 

developing member countries and eighty per cent of the poor 

are found in rural areas. However, demographic projections 

indicate- a drastic change in these proportions. The population· 

in our developing member countries is expected to increa3e by 

nearly two billion people by the end of the century. More 

than sixty per cent of this increase is e~ected to take place 
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in urban areas, l ai"'gely throu.gh migration. Even though 

the urban areas ·of the Third \vorld will triple by the 

year 2000, the hard core of the poverty problem will 

remain in the countryside, where more than half their 

population will still reside. 

~~thin the rural areas the poverty problem involves the 

low productivity of the small subsistence farms and the 

landless laborers. The possibilities of enlarging the 

existing small farms through large-scale colonization 

of additional land are both· limited and costly. 

The present rapid urbanization _already creates very 

serious problems. Under present policies, public 

eipen~itures per head of urban population are typically 

three to four (?) times as great as they are in rural 

areas. Rapid urbanization, with .its massive require-

ments for public expenditures will further skew the 

division of public e:xpendi tures and e:xacerba te the existing 

inequalities of income. 
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E-ven vJi th an optimal distribution of public expenditures 

between urban and rural areas, the rate of migration would 

probably not be much less than it is at present, since the 

bulk of job creation will of necessity take place outside of 

agriculture. How~ver, a more equitable balance in the 

provision of schools, transportation, electric power and 

other services could help to reduce the present tendency for 

migration to exceed the possibilities for job creation in 

cities. 

]}rrphasis on rural poverty raises a fundamental question. Is it 

a sound strategy to devote a large part of our efforts on increasing the 

productivity of small-scale subsistence agriculture? 

Would it be better instead to co~centrate most of the resources 

in the modern sector in the hope that its .high rate of gro-rrth would filter 

do1m to the other sectors of the economy and, in due time, the modern .. 

sector would absorb the traditional sectors? 

· ·Experience sho1vs that there is only a· limited spill-over of 

benefits from the modern to the ·traditional sector and that disparities 

will widen unless action is taken which will directly benefit the poor. 

Therefore, in my viel-r, there is no viable alternative to increasing the 

productivity of small-scale agriculture if any impression is to be made 

at all on the problems of absolute poverty. 

Not only is there no alternative to the accelerated development 

of sma~-scale ~griculture but there need be no conflict between this . 

objective and the growth of the rest of the economy. In fact, a strategy 
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for increc!.sine the prociuctivi ty of subsistence agricul tuTe cannot be 

conceived, or implemented, in an environment of overall economic stagnation. 

The small farmers cannot prosper unless there is rapid gro1vth in other 

sectors from which they draw some of their funds and demand for their 

produce. But the reverse is also true--and it is time that we recognize 

it. Hi thout rapid progress in smallholder agriculture all over the 

developing world, there can neither be any hope for viable grov~h nor any 

prospect for a significant reduction in absolute poverty. 

We must :face the fact that ver.y little has been done over the 

past t1o;o decades throughout the developing world specifically designed to 

increase the productivity of subsistence agriculture. Neither political 

programs, nor econ0mic plans, nor internatio~l assistance - bilateral or 

multilateral - haye given the problem serious and sustained attention. 

The rlorld Bank is no exception. In our more than a quarter century of 

operations, out of our $25 billion of lending, less than $1 billion has 

been devoted directly to this problem. 

It seems to be that it is time for all of us in the development 

community to confront this issue head-on. 
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V. A STRATID Y. FOR RURAL DEVELOP11ENT 

Programs to deal effectively with rural poverty are difficult 

to design because: 

A ver,y large number of people are involved, upwards of 100 

million families or more than 700 ~llion people. 

The bulk of public investments go to the modern, urban sector. 

For instance, in Pel~, Lima ~~th 25% of the population absorbs 

about 50% of the outlays of the }frnistries of Education and 

Health; in Zaire the Kinshasha metropolitan ar~a has 7% of 

the population but over half of _the primar,y school teachers. 

RUral incomes are loHer than urban incomes. Average urban . 

per capita incomes were five . times rural incomes in Honduras, 

four. ·times in Brazil, two and a half times in India. 

Rural income grows more slowly than the rest of the economy 

because o~ the slow gro1vth of agriculture. In the period . 

1960-1970 non-agricultural production in a sample of 

countries gre1-1 __ % per year; agriculture gre1-1 2%. 

Population fertility rates are higher in rural areas. 

Even though not all of the rural poor farm land, the principal 

cause of stagnation of income of the rural poor is the low productivity 

of the small farm which is the dominant production unit in the developing 

world. Even with continued massive migration to the cities, there will 

be an increase in tl].e number of small fanners so tha. t reducing rural 

poverty. must start by increasing the productivity per hectare on these 

fanns. 

Technologically this is feasibl~ but neither current policies 

nor current institutions support this objective • 
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Obstacles to more r<C4ni d_ gro1rt.h 

Let us look at some of the obstacles to a more rapid rural 

development: 

The size of the average holding is siTall and often fragmented. 

Out of 140 million holdings more than 100 million holdings 

are less than 5 hectares and more th2.n 50 million holdings are 

of less than 1 hectare. The 100 million farmers occupy 20% 

of the arable land. 

Ownership of land, and hence power in ·the rural areas, is 

concentrated in the hands of a small minority. According 

to a recent FAO survey, the upper 20 percent of the landolmers 

often own between 50 to 6o percent of the cropland. In Asia, 

the concentration of o~mership leaves the vast majority of 

the rural population either landless or 1-lith very small fanns. 

I 

For instance, in Venezuela the upper 20% of landowners orm 

82% of the cropland, 56% in Colonbia, 53% in Brazil and about 

50% in -the Philippines, India and Pakistan. 

But even the use of the little land the small fanner has is 

uncertain. Tenancy arrangements are often extortionist and 

generally insecure. In many countri~s tenants pay 50-60% of 

their gross product as rent and still constantly face the 

possibil:ity of eviction. This provides little incentive for 

increasing productivity. 

The rural credit institutions are inadequate, and they usually 

by-pass the Sl'll3.ll fanner. Institutional credit is essential 

if the farmers are to increase productivity p er hec tare. They 
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must buy more fertilizer and ·pcsticides; they~ st invest in 

pwnps and implements. At present they generally spend less 

than 20% of what is needed on such inputs because they·do 

not have the resources. 

Development of water resources has lagged almos t everywhere. 

The new technologies which have been developed depend on an 

assured supply of vrater. Even vrhere investments in major 

irrigation facilities have been substantial, on-farm 

developments to utilize the water have trailed far behind, 

particularly for small holdings. 

Technical advice and ass1stance is generally not available 

to the small farmer. There are too few extension agents. 

In developed countries 5% of the agricultural labor force 

consists of professional and technical ·workers; the FAO World 

Indicative Plan ·expressed the hope that an equivalent figure 

in the developing countries might be 0.4% - by 1985. Research, 

on which extension must be based, is underfinanced and does 

not necessarily deal with the special production problems of 

the small farmer. 

It has often been suggested that the problem of rural poverty is 

technological; that the productivity of small-scale holdings is inherently 

low. Not only do we . have the evidence of Japan to disprove this, but a 
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number of recent studies on developing countries also demonstrate the 

inaccuracy of that belief. For example, output per hectare in Guatemala 

on the smallest farm size groups was 92% higher than the largest size 

groups; in Taiwan, 67% higher; in India, 37% higher; and in Brazil, 33% 

higher. And it is output per hectare which is the relevant measure of 

agricultural productivity in land-scarce labor-surplus econorues, rather 

than output per worker. 

Focussing on Small-Holder Agriculture 

There is ample evidence that modern agricultural technology is 

divisible and that the scale of operations is no barrier to raising 

agricultural yields. On a national basis, farmers in Japan and Tairmn, 

wh_ere average size of holdings is less than 2 hectares, have increased 

• I 

output bet1veen 3 ~ S% a year in recent decades. Similarly, in those areas 

of Asia where the green revolution has occ.urred, small-scale farmers, often 

with holdings of 2 hectares or less, have raised output of rice and wheat 

by anythtng from 30 to 100% in less than five years. 

· . The question then is what can the dev:eloping countries do to 

increase the productivity of the small farmer more generally. Ho1v can 

they replicate the conditions which have led to ver.y rapid agricultural 

growth in a few areas so as to combat rural poverty, and to stimulate 

agricultural growth, in general. 

The first ·step is to set an objective so that we · can understand 

better the amount of resources necessa~ and to provide a basis for 

measuring progress. I suggest we aim at doubling the output on small 

fanns by 1985 - a goal which is consistent with that of the Second 

Development Decade. 
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This is an ambitious· . goal. 

It is a necessa~ goal. 

It may not be possible for all countries to achieve this -

perhaps no more than half can - but even significant progress to\.;ards 

it will transform the lives of hundreds of millions of people -

individuals who thus far have benefited little from development. 

What will it take to do tp.is . 

Neither we at the Banlc nor anyone else has very clear 

answers about the best ways to bring. improved technology and other inputs 

to over 100 million small fanners - especially those in dry .land areas. 

Nor can we be ve~ precise about the costs. Yet we have enough of an 

understanding so that we can start now. We will have to take risks 

and we must experiment and improvise; but we cannot delay. 

Although the strategy for increasing the productivity of small

holder agriculture is necessarily tentative, the following components are 

parts of ~y comprehensive program: 

land and tenancy reform 

access to credit 

assured availability of water 

expanded research to find technological solutions to the 

high risk production situations which often face the rural 

poor 

more widespread extension facilities 

greater access to public services. 

These aspects are not new ·- they have been known for a long 

time. They will again remain pious wishes unless there is a car efully 

developed framework of i mplementation and a commitment ·of r~sources 

commensurate with the size of the problem. 
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Erfective i mplementation requires: 

solution to organizational problems in the long term 

- realistic planning of successive steps which can be implemented 

quickly 

a shift in the present allocation of resources. 

Organizational Change 

The organizational means for supporting smallholder agriculture 

is probably the most crucial and the most difficult problem. It is not 

possible, with present and foreseeable resources, to deal individually with 

over 100 million small farm families. There must be organization of farm 

groups and the development of delivery systems that •dll service millions 

of farmers at loH cost. Farmers must develop new · ways to pool their 
I 

resources and . to qbtain public services. Governments and cor:unercial 

institutions must find new ~Bys to relate to millions of small farmers. 

New intermediate ·institutions will have to be· developed to provide 

assistance and channel resources. 

· Such inst:Ltutions and organizations can take any number of forms: 

smallholder associations, local·farm organizations, village or district 

level cooperatives, volunta.ry or involuntary comrmmes. There already are 

many indigenous experiments going on in vario·us parts of the world·. What 

is important is that whatever institutions are devised should be suited 

to the political and· social environment of the country and ·to the formidable 

task at hand. Experience shows that there is a greater chance for the 

success of these institutions if they provide for popular participation, 

local leadership, decentralization of authority and proper accountability 

at the individual level. Ideally, they should aim at an op tirnum mix of . 

self-reliance and government assistance. 



.. 

1 

The reorganization of government services and institutions is 

equally important. No program 'Hill help the rural poor if it is designed 

by those who have no knowledge of their problems and operated by those who 

have no interest in their future. 

In most countries, the centralized administration of scarce 

resources - money or skills - has led the bulk to be allocated to a small 

number of rich claimants. This is not surprising since. economic rationale, 

political pressure, social suasion and personal interest all point in the 

same direction. It 'Hill thus require substantial political leadershlp 

and national resolve to change; the incentives in the government structure. 

The ablest a~~inistrators must no loneer be reserved to the modern sector, 

top enginee1~ng talent must be devoted to the problems of small farm 

irrigation, young · graduates must be challenged by the problems of the rural 

poor and rev.mrded for dealing t-li th them, educational institutions must 

change so that the transmission of knouledge becomes as important as its 

accumulation. In short, the managerial and intellectual resources of .the 

country must be redirected to serve the many instead of the fer-1 - to attack 

poverty directly by providing resources to the poor. 

Land and Tenancy Reform 

In addition to such institutional chariges, other structural 

changes are necessary. Foremost among these is land and tenancy reform. 

Legislation dealing With land and tenancy reform has been passed - or at 

least been pronrl.sed - in virtually eve.ry developing country. But rhetoric 

is far ~ advance of action. With few exceptions, land reform has resulted 

in little redistribution of land, little improvement in the security of the 

tenant, abd lit tle consolidation of small holdings. Such actions as have 
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been taken have been a ccompani ed by inadequate institutional support and 

therefore have had little impact on the bulk of the rural population. 

No one can pretend that genuine land and tenancy reform is easy. 

It is hardly surprising that members of the political power structure, 

who own large holdings, should resist reform as they do. But the real 

issue is not whether land ·reform is politically ea&y. The real issue is 

whether indefinite procrastination is politically pr.udent. An increasingly 

inequitable situation is a constant threat to political stability. 

In many countries it is urgent that equitable land and tenancy 

reform programs should be designed - prograi1lS . involving reasonable land 

ceilings, just compensation, sensible tenancy security, adequate 

incentives for land consolidation and institutional support - and effectively 

implemented. In thase countries increasihg the income of the rural poor 

and raising the production of small-scale agriculture will depend on more 

secure and incentive-oriented te~ancy la-v;s, consolidation of fragmented 

small holdings and a more equitable distribution of land resources. 

There is no universal blueprint for land reforms, but the major 

successes in land reform movements have been where: 

the objectives of the land reform have been clearly spelled 

out an4 uncertainty reduced, 

the reform has been accompanied by public sector activities 

replacing the logistical support (mainly supplies and 

. credit) formerly provided by the landlord, 

the reform has changed the status of the tenant in addition 

to redistributing land, and 

redistribution of unused land wa s L~volved rather than land 

already under intensive cultivation. 
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These basic changes are lone-term objectives. New institutions 

evolve only gradually and land reform is not a universal panacea. If 1re 

are to achieve the objective of doubling yields per hectare on small farms 

by 1985, -r;e must supplement these changes with steps which can be implemented 

now and ;.;hich can yield quick results. vie must therefore start with the 

existing institutional frameuork, even while we seek to change it. 

Credit 

One major impediment the small farmer faces is the lack of credit. 

Without such credit, he caru1ot buy improved seeds, apply the necessa~ 

fertilizer to pesticides, rent equipment or develop his water resources -

no matter ho'\v knouledgeable he is or ho\v well motivated. For example, in 

Asia the cost of fertilizer and pesticides required to make optimum use 

of the new, high yielding varieties of wheat and rice ranges from $20 to 

$80 per hectare. The small farmer only spends about $6, on average, and 

even most of that does not come from institutional sources of credit. 

The present institutions in the rural areas are simply not geared 

to meeting the needs of . smallholder agriculture. In countries as disparate 

as Bangladesh and Iran, less than 15% of institutional credit is available 

to rural areas, less than 20% in Mexico and 28% in India. Only a fraction 

of this is available to the small farmer. Moreover, th~y require stringent 

tests of creditworthiness, complicated applications and long procedures. 

Existing commercial institutions are reluctant to make credit 

available to the small farmers since the administrative and supervise~ 

costs of small loans may run high and the subsistence farmer, operating 

so close to the margin of survival, is simply not as credi tvmrthy _as his 

more weal~ neighbors. 
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Ex.is ting com:nercial institutions are reluctant to make crcdi t 

available to the small farmers since the administrative and supervisory 

costs of small loans may run high and the subsistence farmer, operating 

so close to the margin of survival, is simply not as creditworthy as his 

more wealthy neighbors. 

Neither do governmental credit policies help the small farmer 

although they are often designed for that purpose. Concern over the 

usurious rates the fanner pays the money lender when he has no access to 

institutional sources of credit has led to un~ealistically loH rates· for 

institutional credit. This is generally accompanied by low ceilings on 

interest to be paid on deposits. The loH rates of interest paid on deposit 

in · turn mean that savings are Qiscouraged since the real rate of return 

for the depositor .is negative. Small savings means a restricted supply of 

capital which in turn is lent to the most creditvmrthy - the larger farmer. 

Interest rate reform in a nurnber of countries ~~ply demonstr~te~ 

that realistic interest rates attract savings from all income groups. 

Increased savings in the rural areas are essential if the supply of capital 

to the small farmer is to be increased. The · small farmer does not need 

six month credit at an annual interest rate of 6% for projects which will 

yield 20% or more per year. He would be infinitely .better off if ·he had 

to pay a realistic rate of interest but could get the money. If any 

subsidy is required,- i. t is to meet the high costs of administering a credit 

program for small farmers. These costs can be offset within the banking 

system ~ through reserve requirements and the like. Reducing the lending 

rate to the farmer only makes the program ·less attractive to the banks. 

1An urgent step for governments is, therefore, to r eview their 

financial policies as they affect agriculture to make sure that good 
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intentions do not have pernicious consequPnces . In :r.t.1.ny of our member 

countries, interest rate reform is an overdue measure. 

rla ter Supply 

While cradit is needed to purchase physical inputs like fertilizer 

and improved seeds, these inputs often cannot be very productive unless 

assured irrigation water is available and used effectively. This will 

require continued research into .the most effective uses of vmter, substantial 

investment in irrigation, and j~creased attention to on-farm irrigation 

systems. 

It is est:Lrnated tmt the presently irrigated area of 380 million 

acres can be expanded by another 26o million acres but the additional cost 

would be high - over $200 billion. But not only is expan~ion of irrigated 

land expensive, it is a slow process. No major irrigation dam not already 

in the active design stage is likely to yield significant on-farm benefits 

before 1982. Investments in major irrigation projects will contL~ue to 

be an important part of national investment ·plans, and of Bank financing, 

but they must be supplemented by more quicl~ yielding programs which can 

benefit the small farmer. 

First, much greater emphasis must be placed on the on-farm 

development necessa~ to take advantage of existing irrigation developments. 

There are too many cases - in our experience and in that of others - where 
. . 

it has taken ten years or more after the dam was completed .for the w'ater 

to reach the fanners. The allocation of budgetary resourc~·s be.tween major 

irrigat~on works and on-fann development is often heavily skerred to·Hard 

the former. The excitement of harnessing a major stream is not matched 

by bringing a trickle of water ·to a parched acre. A redirection of 

budgetary resources is essential • 

.. 
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Secondly, budeetary resources for on-fann '\·:ater development 

often assist only a small number of potential fanners because of the 

mistaken belief that the cost of on-farm development must be borne by the 

governments. As a result, the large farmers tend to receive the limited 

resources. But in many parts · of the v.rorld 'tvater is the most valuable 

single input a fa~er can have. With an assured uater supply, he can use 

the new· technologies and his income can often 'more ·than double in a year. 

There are few fanners who would not be willing to pay the costs of this 

on-farm improvement. If this is done, any given budget can service many 

more farmers and the benefits of .irrigation systems can be reaped more 

quickly. In the areas m1ere this approach has been t~ied, it has been 

successful. 

But development of present co~~nd areas, though necessary, is 

not enough. Too many small farmers would be unaffected. These programs 

must be supplemented by others wlich can bring water to farms outside 

major irrigation projects - and do so cheaply. Tube-rrells, lou lift. pumps 

and small dams can make major contributions to productivity. Moreover, 

these investments are within the reach of individual farmers or groups of 

farmers. The evidence from India, Bangladesh, Pakistan and other countries 

clearly demonstrates that farmers outside major irrigation projects 1dll 

purchase pumps and dig tubewells. The experience also suggests that the 

most rapi.d development occurs if the government makes resources - cred.i t, 

pumps, drilling equipment - available and creates a climate in v.rhich 

private initiative and local cooperative efforts can flourish but does not 

seek to operate _ the programs directly. 
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Extension and Re0earch 

Greatly expanded ex~nsion services are another necessity for 

the small farmer. The projected annual output of trained personnel from 

existing agricultural extension institutions can at best satisfy less than 

half the total needs of the developing 1-mrld. In the developed countries, 

the ratio of government agricultural agents to farm fa~nilies is about 1 , 

to 400. In developing countries,. it is about 1 to 30,000. Only a small 

fraction of even these limited services is available to the small farmer. 

It is not prL~rily the deficiency of funds that is delaying the 

necessar,r expansion of extension services. It is the deficiency of 

resolve to do mor e for the small farmer 11ho desperately requires these 

services. Funding for agricultural training should be increased rapidly, 

the links betueen _research institutes and farm workers strengthened and 

educational priorities reorient ed. There is hardly a developing country 

wnich does not produce too many la~~ers, and there is no developing count~J 

which produces enough extension agents. Governments cannot control 

personal career objectives, but they do control the means by which these 

objectives are realized. 

The annual cost of training the required personnel would be 

modest as a percentage of GNP or budgetary resources. The net cost ~ after 

deducting savings from changed allocations - would be even less. As long 

as the supply of extension workers is grossly inadequate, only the large 

farmers will benefit and the needs of the poor '\.Jill be ignored. 

The quality of the extension services depends on the underlying 

research. In a sample of five major developed countries, the gove~~ents 

are a llocating annuall y f r om $20 t o $50 per farm family for applied 
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research; for five r.1ajor developinc; countries the comparable figure s are 

50 ce nts to $2 per fann family. 

The international network of agricultural research has grown 

impressively. The Bank' s chai:rrranship of, and participation in, the 

Consal.t.ative Group on Agricultural Research is one of our important 

func ·ons. But verf much more needs to be done at the national level, to 

e.xp1 · e the special equipment needs of the small operator, to develop new 

technologies in the non-cereal crops and to help the farmer in non-

irri~ted areas. General expenditures on research and development ih the 

deve1oping COQ~tries are notoriously low and must be increased substantially. 

In tbis expansion, very high priority must be given to strengthening the 

research which will benefit the lorT income farmer - research to produce low 

risklJ low cost technology that can be used by sma.ll farmers. 

Infrastructure and Public Services 

In other areas too public services are grossly inadequate. The 

inca~ of the small farmer could be substantially increased if he were 

supp :rted by better physical infrastructure. It is not within the po1.rer 
, 

of .., e developing countries to provide such infrastructure quickly to the 

maey wo need it because of its costs, but much of this infrastructure can 

be provided by organizing rural works progr-d.InS to_ construct small feeder 

roads to the market, small-scale irrigation drainage facilities, storage 

facL1ities and markets, community schools and health centers, and other 

facil.:ities 'Which make extensive use of labor and relatively simple skills. 

There is no mystery about designing these programs. They have 

worked successfully at various times in Bangladesh, Tunisia, Indonesia and 

other countr ies. With f airly snall investments, considerable infrastructure 

has en built in some cases at low cost and with substantiai increase in 

the number of jobs. 
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The major handicap of these pro:3r'ams has been their limited scale 

and the inadequate management and teclmical skills devoted to them. The 

challenge to governments is to extend these programs gradually to a national 

scale. This requires funds, of course, but it requires more than that. It 

requires national resolve and leadership to divert the financial, technical 

and intellectual resources from other areas and dedicate them to the 

efforts of the rural poor to improve their lives. 

Basic change is also necessa~ in the distribution of other 

public services. In last year's address I stressed the potential for 

helping the poor through a redirection of public services. In the rural 

areas public services are not only l~~entably deficient, they are often 

not geared to the Jeeds of the people they ar~ to serve. Educational 

systems must stress relevant kno1vledge about agriculture, nutFltion, 

family planning to increase relevant knowledge for even those -rJho do not 

stay in school for a decade; health systems must be developed which can 

assist in the eradication of basic, and enervating diseases, afflicting 

the rural poor. Electricity in rural areas is no luxury and does not aim 

merely to place a lightbulb'in every shack. One of the largest consumers 

of rural electricity are production appliances, such as pumps for water. 

Urban lighting and air conditioning can no longer_have _priority on electric 

distribution systems • 

. Every country must examine why it can afford to invest in higher 

education but fail to provide incentives to attract teachers to rural 

areas; why it c an staff urban medical centers and export its doctors 

abroad but fail to send its doctors to the countr.rside; why it can bui~d 

urban roads for the private automobile but not feeder roads to bring 

produce to the market. 
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Resourcas a re scarce in the devel oping countries - and their 

redistribution will not provide enough for everyone's needs - but a major 

redistribution of public services is needed if the small farmer is to be 

provided with even a minimum of economic and social infrastructure. 

The programs I have discussed above can all be initiated quickly 

by governments. They will make a major contribution to the objective of 

doubling the yields of small-scale agriculture by 1985. All of these 

programs deserve, and will have, the full support of the Ban_'!\: Group. 

HoHever, the measures I have discussed are primarily an 

indigenous responsibility of the developing co~~tries. Indeed, it rrill be 

a great disservice on the part of the donors if they rmre to convince the 

developing world, or themselves, that policies for rural poverty can be 

fashioned and delivered from abroad. The' problem must be perceived and 

dealt with in the developing countries. 
I 

But the international comnunity can, and must, help. The resources 

required to double the yields on small farms by 1985 are very large. One 

estimate -rmuld place the annual cost of on-fan.1 investment, land and 1·1ater 

resource development, addi tiona=!- training facilities arid minimum 1-1orking 
~ 

capital requirements for s~llholder agriculture at $40-50 billion. This 

is more than 7 percent of the combined GNP of the. developing countries. 

Part of these resources_ must come from additional savings 

generated by the farmers themselves and part must come from redirecting 

resources from other sectors in the developing countries. 
' 

But part of these resources must come from the international 

community - in the fonn of services and financing that the small farmer 

needs. 
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A..r1 Action Progr~-r:l for ths Bank 

~fuat can the Bank do to help in this effort? 

First of all, ~e expect to lend $4.4 billion in agriculture· 

during our next Five Year Progr~~ (1974-78) - as compared to $2.2 billion 

in the first Five Year Prograrn (1969-73), and $620 million in the 1964-68 

period. 

This is a formidable target, but more importantly, we Ll'ltend to 

direct an increasing share of our lending to programs which directly 

assist the small farmer. In the next five years we expect that about 70% 

of our agricultural loans will contain a component for the small farmer. 

These pro grains are novr being prepared· in consultation 1-ri th governments. 

Nonetheless, our lending will only finance a small portion of 

the total credit and investment needs of smallholder agriculture. We must 

therefore pay particular attention in our lending to· the sectoral and other 

policies which affect the rural poor so that 'our resources and those of the 

governments will have a maximum impact. 

· While experimentation and innovati·on vrill continue to be essential, 

the broad policies governing our supportive efforts are clear: 

We are prepared to assist governments in the reforms of their 

agricult~ral financial structure; to support intermediate 

institutions to bring cred.i t to the small fanner; and to make 

credit available t6 enable farmers to purchase necessary 

inputs. Some of this is already being done, but we intend 

to do more of it. 

We intend to continue to invest in irrigation command area 

development and in the recovery of saline lands; but ~~ will 

emphasize on-farm development with maximum of self-financing, 
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to assure that benefits of irrigation reach the farmers more 

quickly. 

We will support non-irrigated agriculture, as in the past, 

including the financing of livestock .production, especially 

small scale dairy farming in m1lk deficit areas c 

We are prepared to finance programs for expansion of training 

facilities for extension "rorkers, including the current costs 

of such training when it can be demonstrated that these 

workers will help raise the productivity of the rural poor. 

We are prepared to finance rural works programs as well as 

multi-purpose rural development projects. 

We stand ready to help support land and tenancy reform 

programs by providing the follow-up logistical support 

required by the small farmer and to assist in the technical 

and financial aspects of land consolidation. 

We will, in our lending for infrastructure, insist that 

account be taken of the urgent requirements of the rural 

areas. 

We have financed agricultural research institutions in the 

past and are fully prepared to do more in the future, 

especially in regard to the development of an appropriate 

technology for semi-arid agriculture. We propose to support 

investigation into the most effective uses of water at the 

farm level, especially in water deficient areas~ We are 

already supporting one such investie;a tion in Mexico. 

4 
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I recognize t hat the Bank's effor ts ru l l only make a modes t 

contribution to a massive undertaking. The goal of doubling yields on 

small farms by 1985 is ambitious. It is also necessa~. It can be done 

if governments and the international community dedicate th~~selves to it. 

If it is accomplished, it will transform the lives of over 600 million 

people - now poor and neglected. 

, 
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IV. POVERTY IN THE DEVELOPING WORLD 

Last year I dis~uss~d with you the need to formulate new 

development strategi-es that would bring_ greater benefits to the 

poorest groups in society. Over the past year the Bank staff 

has given high priority to the analysis of problems of poverty 

in many of our member countries and to evaluating the policies 

, 
available for dealing with them. On the basis ~of these studies, 

I would like to give a more specific diagnosis of the problem 

of pov~rty and to suggest some of the essential elements of 

strategies for dealing with it. 

Poverty and Growth 

The basic problem -of poverty can be stated very simply. 

Despite a decade of unprecedented growth in the national product 

of developing countries, the poorest segments of their population 

have received relatively little benefit. Thirty-five or forty 

percent of the population of our developing member countries--perhaps 

700 million people--survive on incomes estimated at 30 or 40 cents 
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per day (in U.S. purchasing power), under conditions of malnutrition, 

illiteracy and squalor. 
~ -

There is, of course, nothing new in this finding. What is 

most disturbing is the fact that this condition persists despite 

·"' 
the impressive incr~ase in resources available for development 

purposes--which in most countries have doubled even on a per capita 

basis over the past 15 to 20 years. The great bulk of these 
• 

the 
resources has gone into the modern sectors of/developing economies--

into industry, cities and the infrastructure needed to support them. 

In very few coun~ries have rural areas shared equitably in development 

resources, even though much of the increase in population 

continues to take place in these areas • 

Although the collection of statistics on income distribution 

only started in the past few years and is still quite incomplete, 

we can begin to measure the dimensions of the poverty problem and 

its relation to the growth of GNP under different conditions. Among 

the forty developing countries for which some data are available, 

the upper quintile receives 55% of national income in the typical 
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* · While the lowest quintile receives 5%. 

Per capita consumption _in rural areas is also considerably lower 

.. ·~ ... 

than in urban areas in most countries--despite high rates of 

migration and an allowance for on-farm consumption. 

On balance, it appears that a decade of rapid growth has 

worsened the distribution of income in many countries. It has 

proved to be easier to increase the output of industry, mining, 

large-scale farnLing, and government--and the incomes of the people 

dependent on these sectors--than to increase the productivity and 

income of the small farmer and the landless laborer. This problem 

is .exacerbated by the accelerated growth of the labor force 

over the past decade. With the prevalent focus of government policy 

on the modern sectors, it has required very high rates of GNP growth--

generally in excess of 7% per year--to absorb this increase and 

prevent underemployment from rising. 

Although the statistical evidence is still far from adequate, 

I think that the observations for the past decade support the 

following conclusions: 

* Comparable figures for developed countries are 45% and 8%. 



~ 
policies aimed 

. countries 

yvv~ 
accelerated growth in developing 

A 

benefit primarily the upper 

40% of income receivers; 

the allocation of public funds has tended to strengthen 

rather than to offset this trend; 

"I 

while high growth rates are needed to employ a rapidly 

growing labor force, , they are by no means sufficient for 
• 

this· purpose. 

The Reorientation of Development Policy 

Although the need to reorient development policy to provide 

a more equitable distribution 6f its benefits has been widely 

. 
discussed, few countries have actually made serious efforts in this 

direction. Without presuming to intrude in matters that are the 

proper concern of national governments, I would iike to suggest 

several steps that should lead to the more rapid adoption of the 

types of policy · that most observers agree are needed. I would also 

stress that unless national governments redirect their policies 

toward better distribution, there is very little that international 

agencies such as the World Bank can do to accomplish this objective. 
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An important first step is to redefine the objectives and 

measurement of development in more operational terms. While most 
~ ' 

development plans state as objectives the reduction of unemployment 

and increased income for the poor, they still measure progress 

·' 
toward their object~ves with an obsolete measuring rod--the g_rowth 

"I 

of GNP. The gross national product is a useful index of the total 

value of goods and services produced by an economy, but it was 
• 

never intended as a measure of social welfare. When used to measure 

"progress," it implicitly weights the growth of each income group 

according to its existing share in total income. Since the upper 

40% typically receive 75% of all income, the growth of GNP is 

essentially an index of the welfare of the upper income groups. 

It is quite insensitive to what happens to the lowest 40~, which 

have a weight of only 10-15% in the total. 

To remedy this obvious defect in our most commonly used 

measure of economic performance, I suggest that we should give 

at least the same weight to increasing the incomes of the poorest 

groups in society that we · give to increasing the incomes of the 

rest. Instead of measuring development by growth of the total value 
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of production, we should 

in the incom~ of all 

.. -. 

measure the average increase 

1 groups,, with the poor getting at least equal weight. Since the 
I 

weights to be used in this calcu~ation are a question of . social 

philosophy rather than economics, some countries will doubtless 

·' want to go further and lay primary emphasis on raising the 

"I 

consumption standards of the poor. 

If we measure the perfonmance of an economy by the average 
• 

the 
growth of/income of all its citizens, we get rather a different 

impression of the achievements of the past decade. To test the 

usefulness of this index, we- have applied it to the dozen or so 

countries for which we can estimate the growth of income received 

the past decade. In half of the 

--including Brazil, Mexico and I dia--
caseslthe income growth of the lowest 40% was significantly lower 

than that of the upper 20% as a result the average income 

growth was one to two percentage points lower than the growth of 

GNP. 
--including Ceylon and Colombia-

However, in several cases/ the opposite was true; here, the 

average income growth gives a more favorable picture of economic 

performance than does GNP because it gives credit for some redistrib-

ution of the benefits of growth toward the lower income groups. 
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The adoption of a welfare-oriented measure of economic 

performance constitutes an important step in the redesign of develop-

~ '-

ment policies. It forces us to look not only at the total output 

of a given project but at how the benefits will be divided. 

~hese distributional considerations should then be incorporated 

into the procedures for project evaluation used by lending 

agencies, which we are now doing in the World Bank. 

The proposed reorientation of development strategy also 

requires us to identify the main concentrations of poor people 

in the society and to examine the policies through which they can 

be reached. At the present time, seventy percent of the population 

of our developing member countries and eighty percent of the 

poor are found in rural areas. However, demographic projectio::-7 

to the end of this century indicate a drastic change in these 

proportions. Of the i ncrease of nearly two billion people 0 

that is projected for ou.r developing member countries, more than 

sixty percent is expected to take place in urban areas 

through migration. 
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Even though the urban areas of the Third World will triple 

by the year 2000, the hard core of the poverty problem will 

remain in the countryside, where more than half their population 

will still reside. Under present policies, public expenditures per 

head of urban population are typically three or four (?) times 

as great as they are in rural areas. Overly rapid urbanization 

therefore tends to exacerbate the existing inequalities of income 

• 
distribution because the division of public expenditures is 

likely to become even more skewed. 

Although rural poverty ~ cannot be solved by a wholesale 

transfer of population to cities, the preceding discussion should 

ndt be taken as an argument for the control of migration. Even 

with an optimal distribution of public expenditures between 

urban and rural areas, the rate of migration would probably not be 

much less than it is at present, since the bulk of job creation 

will of necessity take place outside of agriculture. However, 

a more equitable balance in the provision of schools, transportation, 

electric power and other services would reduce the present tendency 

for migration to exceed the possibilities for job creation in cities. 
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- The General Theme 

In the past several speeches · you have ·been successful 

in bringing some n~w thinking into the international discussion 

of development by focusing -on one or two major issues in each 

speech. To do this effectively the relationship between the 

particular topic and the overall problems and development policies 

has to be established. 

Although I think the focus on rural poverty in this 

.;· 
year's speech~ desirable, it is particularly difficult · to be 

interesting and persuasive on this subject because almost all the 

elements are very familiar and many of the ideas have become 

hackneyed through repetition. We are also trying to sell a _policy 

conclusion that will be unpalatable to many ,countries: that they 

should reduce or t~~ their concentration on the modern sector 

and shift resources to primitive parts of agriculture. Without 



better evidence than we now have, I think it is impossible· to 

persuade people that this can be done without a reduction in the 

growth of GNP. 

~ 
Th~ o~ way that ~ see of making this an int~resting 

and important speech is to put the poverty problem in a broader 

coutext an4 to give a more balanced treatment of the resource 

allocation choices. The first aspect was treated in my memorandum 

of May 8 on "A Conceptual Framework for Analysis of Poverty." A 

broader conte~t for the discussion of resource allocation to the 

rural poor is outlined below: 

The locus of poverty. The use of worldwide figures which 

identify poverty very largely with rural areas is somewhat 

misleading. Latin America is · already half-urbanized and the bulk 

of the population increase there will be in cities,l For the LDC's 

as a whole,since cities are growing two and a half times as fast 

as rural population,the balance is shifting rapidly and in many 

countries the poor ·are 'also · being shifted from rural to urban areas • 

Some . o~ this problem is essential in order to persuade 
! I 

o ' : I 

that 
gqvernmentsxxx . the focus on rural areas is still necessary. 

0 • ~ - • 



The balance between agriculture and overall economic 

growth. In the present draft our prescriptions for rural poverty 

are entirely oriented toward production. It is. implicitly 

assumed that thete: is ~a .rnarket . ~or ~hat~ver is ,produced 
. : . \ \ 

cev- ~ q1iii:e 
Here again, the use of , ~lobal figures - i${mi~leading. The 

a 
assumptions are accurate for relatively small number ·of countries 

India, Bangladesh, Indonesia and parts of Africa --~~ost of 

the .world, however, the argument has to be put in terms of the 

relative growth of agriculture and other sectors and the market 

for the commodities produced by small farmers.Without such a framework 

the suggested target for increased_ output from small farms 

~ 
is quye ~persuas-ive. · 

Resource allocation. The present action program 

for smallholders is almost devoid of the elements of cost effectiveness 

This is valid only if countries are well within the margin of 

efficiency and the limiting factors are absorptiv e capacity. 

To go beyond this it is necessary to introduce the concept of 

·giving _greater weight to income increases for poverty groups 

that was discussed in my first memorandum. 



Although the section purports to discuss rural development it is 

, is . in fa.ct almost entirely . concerned with increasing agricultural 

output. In terms of resource requirements the rural infrastructure 6r~ 

roads, storage, communication, e:tc is prpbably of equal importance 

It is also the area in which action by the government xsxm~sx 

is easiest.K 

Even if we choose not . to talk about urban problems 

there are a few characteristics of government action for bo'th 

rural and urban poor that are similar. One is the redistribution 

of public expenditure . toward the poverty groups of both types 

This is an area in which the Bank's influence is likely to be much 

cgrea ter . thari it is in xxxa:i:x agricul.tural~ production by small 

farmers in the near future~. I think it would be worth making 

this into a major theme. 
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ADDRESS TO THE BOARD OF GOVERNORS OF THE WORLD BANK 

(Nairobi -- 9/24/73) 

I. INTRODUCTION 

It was in September of 1968 that I first met with you in this forum and 

outlined the goals of a Five-Year Program for the World Bank Group. That 

Program concluded on June 30th of this year, and I want to report to you on 

its results. 

They are encouraging and they are also instructive. They have provided 

the basis on which to construct a new Program for the next five years, 1974-78, 

with new goals and new shifts in emphasis. 

I want to suggest the scope of that Second Five-Year Program to you this 

morning. 

The Program should of course continue to support traditional economic 

growth. But concurrently, it must address itself more directly to the 

approximately 40% of the populations of our developing member countries who are 

neither contributing significantly to their nation's economic growth nor sharing 

equitably in its economic progress. It must seek to move more rapidly against 

a poverty that in its most virulent form degrades the lives of hundreds of 

millions of individuals to levels of deprivation that can only be described 

as sub-human. 

The manifestations of that poverty are ubiquitous, but its roots lie 

ultimately in rural stagnation. And it is there -- in the countryside -- that 

it must be directly confronted. I hope to suggest the broad outline of a 

strategy designed to do precisely that. 
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But let me turn first to a brief report on the completion of our first 

Five-Year Program. 

II. THE BANK'S FIVE-YEAR PROGRAM FOR FISCAL YEARS 1969-73 

You will recall what our objectives were~hen we launched the program 

in 1968. We stated we were "formulating a 'development plan' for each 

developing country to see what the Bank Group could invest if there were no · 

shortage of funds, and the only limit on our activities was the capacity of 

our member countries to use our assistance effectively and to repay our loans 

on the terms on Jwhich they were lent." 

Based on these analyses, we proposed to double the Bank's operations in 

the fiscal period 1969-1973 as compared with the previous five-year period 

1964-1968. 

It was a formidable objective -- many believed it could not be met --

but I can report to you today that it has been surpassed. Total financial 

commitments of the IBRD, IDA, and IFC in the 1964-1968 period were $5.6 

billion. Total commitments in the 1969-1973 period were $12.5 billion. 

One can grasp the magnitude of that overall task by reflecting that 

(as indicated in the table below) in the five years we achieved a level of 

operations that exceeded the cumulative total of all the operations in the 

developing world that the Bank had previously undertaken in the 23 years 

from 1946 through 1968. 
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Bank Group Financial Commitments to Developing Countries by Region 
(dollars in millions) 

Numbers of Projects Amount of Commitments 

Region 1946-68 1969-73 1946-68 1969-73 

East Africa 69 99 $808 $1079 
West Africa 28 106 494 1000 
Europe, Middle East, N.Africa 97 141 1761 3007 
Latin America and Caribbean 209 152 3424 3700 
Asia 174 188 3861 4080 

Total 577 686 $10348 $12866 

But it was not mere quantity that we were seeking. We did not simply 

want to do more than had been done in the past, but to do more of what was 

most required by the evolving needs of the developing countries. That meant 

that within our overall objective we had to shift our emphasis both geograph-

ically and sectorally. 

While continuing to serve the regions where we had been particularly 

active, we decided to expand substantially in other areas. 

In Africa, for example, we set out to triple our lending -- and we have 

done so. 

We undertook operations, for the first time, in Indonesia -- and in the 

five years have committed $450 million of IDA funds there. 

For the poorest and least developed of our member countries -- those with 

average per capita incomes of $120 or less -- we have quadrupled our lending. 

Operationally, during the Five-Year Program period we have initiated 215 

separate projects in these countries. The comparable figure for the whole 

of the previous 23 years of the Bank.~s existence is 158. 

Geographically, then, our planned shifts in emphasis have been implemented --
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and implemented concomitantly with an increased level of lending in our more 

traditional regions. 

But it was clear to us in 1968 that our Five-Year Program must shift 

emphasis sectorally as well. Accordingly, ;we announced that we would quadruple 

our lending in agriculture over the previous five-year period -- and we have 

done so. We announced that we would triple our lending in education -- and 

we have done so. 

Perhaps our most significant shift was into a sector in which the Bank 

had previously had no operations at all: the sensitive and difficult, but 

clearly critical sector of population. 

We established a Population Projects Department, and from the very 

beginning received far more requests for technical and financial assistance 

from our member countries than we could immediately provide. We deliberately 

began our project work in a number of smaller countries in order to work 

effectively within our growing staff resources. But by the end of the Five-

Year Program period we had signed agreements for projects in two of the 

largest and most heavily populated nations: India and Indonesia. 

In addition to the Population Projects Department -- to which we have 

now added the responsibility for nutritional projects -- we have launched 

other initiatives within the Bank. Among them are new departments for 

Industrial Projects, Urban Projects, and Tourism Projects; an Office of 

Environmental Affairs; an Operations Evaluation Unit; . and a new program of 

comprehensive country economic reporting. 

To achieve the doubled level of our operations, we of course had to 

strengthen the Bank both organizationally and financially. We increased 
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worldwide recruitment and expanded the staff by 125% during . the period~ We 

were determined in this effort that we should broaden the international 

character of our staff to the maximum degree feasible. In 1968 the staff 

represented 52 nationalities. It now represents 92. !n 1968 the proportion 

of staff from our developing member countries was 19%. The proportion is 

now 29%, and continues to grow. 

Lending more has of course meant borrowing more, and that in turn has 

depended on governments granting us access to their capital markets. This 

they have continued to do, despite unsettled conditions and monetary fluctu

ations. It is a mark of confidence in the Bank's financial structure that 

we have been able to borrow not only in our more traditional markets, but in 

altogether new ones, and to utilize new borrowing instruments and new channels 

of distribution. Net borrowing for the five-year period has been approximately 

three and three-quarters times that of the earlier period, and our liquid 

reserves have risen to $3.7 billion, an increase o 

Neither the increase in our operations, nor our shift in emphasis towards 

more socially oriented sectors, has adversely affected net income. On the 

contrary, total net income for the five-year period was $970 million, 30% 

more than in the previous period, and this despite a significant increase in 

the subsidy to the developing countries implicit in the Bank's lending rate. 

We have completed the Five-Year Program, then, by meeting the quantitative 

goals we had set for ourselves in 1968, and by making a sustained effort to 

improve the overall quality of our work. 

But our task now is to move forward with a Second Five-Year Program. Like 

the first, its goals and .shifts in emphasis must be shaped by the evolving 

development situation itself. 

Let me give you my assessment of what that situation is. 

b 
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III. THE BANK'S SECOND FIVE-YEAR PROGRAM: FY1974-1978 

Most of our developing member countries are faced with three inter

related difficulties. Each of these difficulties is serious in itself. But 

in the aggregate they threaten the outcome of the entire development effort. 

These difficulties are: 

• An insufficiency of foreign exchange earnings through trade • 

• An inadequate flow of official development assistance (ODA) • 

• And an increasingly severe burden of external deb't. 

The core of the trade problem for the bulk of the developing countries 

is that they cannot expand their exports rapidly enough to pay for their 

essential imports. These imports are themselves often the key to greater 

export capability -- and higher foreign exchange earnings -- and thus the 

dilemma of trade imbalances in these countries tends to become self-perpetuating. 

The problem is compounded by ·the delay of the wealthy nations to dismantle 

discriminatory trade barriers against the poor countries. Our studies indicate 

that if the affluent nations were gradually to reduce their present protectionist 

trade restrictions against agricultural imports from the developing world, the 

poorer nations could by 1980 increase their annual export earnings by at least 

$4 billion. That should be their objective. 

Secondly, the current flow of official development assistance -- and on 

concessionary terms -- is acutely inadequate. Not only is it far below what 

the developing nations need and what the affluent nations can readily afford, 

but, as the attached table indicates, it is only half the modest target of 

.7% of gross national product (GNP) prescribed by the internationally accepted 

U.N. Strategy for the Second Development Decade. 
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That target called for reaching ODA levels of .7% by 1975. In 1975, 

ODA will not exceed .37%. And yet achievement of the target neither requires 

the people of the developed nations to reduce their already high standards of 

living, nor to neglect their domestic priorities. It only asks them to dedicate 

a tiny fraction of the incremental wealth -- wealth over and above that they 

already enjoy -- that will accrue to them in the decade of the 70s. 

During the decade, the annual GNP of these affluent nations will grow -

in constant prices -- from $2 trillion in 1970 to approximately $3.5 trillion 

in 1980: an increase in wealth virtually beyond one's capacity to comprehend. 

In order to double the ODA flows, and thereby raise them to the targetted · 

.7%, the developed countries would need to devote to that end less than 2% of 

the amount by which they themselves will grow richer during the period. The 

remaining 98% of their incremental income would provide them with more than 

sufficient funds to meet their domestic priorities. 

There are in fact many grounds for development assistance: among others, 

the expansion of trade, the strengthening of international stability, and the 

reduction of social tensions. 

But in my view the fundamental case for development assistance is the 

moral one. The whole of human history has recognized the principle at least 

in the abstract -- that the rich and the powerful have a moral obligation to 

assist the poor and the weak. That is what the sense of community is all about 

any community: the community of the family, the community of the village, the 

community of the nation, the community of nations itself. 

But moral principles -- if they are really sound, and this one clearly is -

are also practical ways to proceed. Social justice is not simply an ideal: 
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it is a sensible way of making life more livable for everyone. 

I, for one, cannot believe that once the facts of ODA are better understood; 

that once the degree of deprivation in the developing nations is more fully 

grasped; that once the true dimensions of poverty in the less privileged world 

are more realistically compared with the vast abundance in the developed world 

(that once the US people, for example, understand that they, with 6% of the 

world's population, consume some 35% of the world's total resources and yet 

rank thirteenth among the sixteen ODA-providing nations) -- I cannot believe 

that in the face of this the people and governments of the rich nations will 

turn away in cynicism and indifference. 

Quite to the contrary, I believe they will neet their responsibilities. 

Finally, there is the problem of growing external debt in the developing 

world. Publicly guaranteed debt currently stands at about $80 billion, wit~ 

annual debt service of approximately $7 billion. 

It is important to understand what the essence of the debt problem is. 

It is not the fact that there is debt, nor even the absolute size of the debt. 

It is, rather, the composition and dynamics of the debt; the fact that debt, 

and debt payments, are growing faster than the revenues required to service 

them. Restricted trading opportunities, exacerbated by inadequate flows of 

ODA, tend to drive developing countries to over-reliance on export credits and 

other short-maturity, hard-term finance. It is these factors that threaten to 

increase the debt burden beyond reasonable limits. Already since 1970 several 

countries Ghana, Chile, Pakistan, India, Indonesia, and Sri Lanka among 

others -- have either defaulted on debt service or been forced to ask for debt 

rescheduling in order to avoid default. 



- 9 -

Given the nature of this interrelated set of problems in our developing 

member countries -- an insufficienty in foreign exchange due to trade difficulties; 

the inadequate flow of ODA; and the growing debt burden -- the Bank, far from 
. r 

relaxing the momentum of our operations over the next five years, must increase 

it. And we intend to do just that. 
~ 

We plan to expand both our IBRD and IDA lending at a cumulative annual 

rate, in real terms, of 8%. 

For the five-year period FY1974-1978, our lending -- in 1973 dollars --

should total $22 billion for almost 1000 projects. 

The total cost of these projects will approach $50 billion. 

Our $22 billion in new commitments will constitute a 70% increase over 

the 1969-1973 period, and a 280% increase over the 1964-1968 period. 

This, then, is the q~antitative scope of our plans for the Second Five-

Year Program. Qualitatively, we intend to shift the emphasis of our policies 

and our projects towards increasing the productivity in our developing member 

countries of that approximately 40% of the population who have neither been 

able to contribute significantly to national economic growth, nor to share 

eq~itably in economic progress. 

This shift in our emphasis does not mean we will not continue to support 

economic growth in itself. What it does mean is that we will intensify our 

attention on policies and projects which will give greater assurance that 

that growth is contributed to and participated in by the hundreds of millions 

who have been virtually by-passed by the economic development process. 

Let me, for a moment, elaborate ;rthis point. 
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IV. POVERTY IN THE DEVELOPING WORLD 
t 

Last year I reported to you on our initial review of income distribution 

data. As preliminary as the data were, they indicated general orders of 

magnitude that demonstrated wide disparities in income both between the developed 

nations and the developing nations, and within the developing nations·. 

Within the past year we have gathered and analyzed additional data. It 

continues to be sketchy, but the inferences are clear: The distortions in 

income distribution are not less than we thought. They are greater. 

Average per capita income in our developed member countries is approximately 

$2790. The comparable figure for our developing member countries is $250: more 

than a tenfold difference. But the gap at the extremes is far worse than that. 

The average person in the United States, for example, receives $4760. His 

counterpart in the Upper Volta receives $60: a differences of nearly 8000%. 

But yawning gaps in income exist not merely between nations, but within 

nations. The average per capita income figure of $250 for our developing member 

countries -- as low as it is -- obscures a much worse situation. 

The truth is that of the 2 billion individuals living in our developing 

member countries, 500 million of them live on an average per capita income of 

only $65, and at least 250 million more on a per capita income of less than 

$110. 

Consider what that means. 

It means that nearly 800 million people 40% of our entire developing 

member country population are trying to survive on a daily income of less 

than (and in many cases, far less than) 30¢ per day. 
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We are dealing here with a situation which strains the power of the 

imagination to grasp. 
k 

convey the reality. 

Statistics -- as shocking as they are -- simply cannot 
! 

We use the word "poverty." But in this context the word 

itself has become hopelessly inadequate. 

Much of our semantic confusion stems from a failure to distinguish 

i between what might be termed two kinds of poverty: relative poverty and 

absolute poverty. 

Relative poverty means simply that some countries are less affluent than 

other countries, or that some citizens of a given country have less personal 

abundance than their neighbors. That has always been the case, and granted 

the realities of inherent differences between regions and between individuals, 

will continue to be the case for decades to come. It becomes a problem only 
I 

when the distribution of income is so severely skewed -- as it is today both 

between the rich and poor nations and within the poor nations -- that it offends 

our sense of equity and is the source of social and political disorder. 

But if excessive relative poverty is corrosive of the social structure 

and it is -- absolute poverty is a situation destructive of human decency. 

What I mean by absolute poverty is a condition of life -- if it can be 

called "life" at all-- which is so degraded by disease, illiterac:y, . malnutrition, 

and squalor as to be by any rational standard virtually sub-human. 

It is a condition of life suffered by hundreds of millions of the citizens 

-
of the developing countrie&. represented in this room: 

• One-third to one-half of the two billion human beings in those 

countries suffer from hunger or malnutrition. 
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25% to 30% of their childr.en die before their fifth birthday. And 

millions of those who do not die lead impeded lives because their 

brains have been damaged, their bodies stunted, and their vitality 

sapped by protein deficiency. 

• The life expectancy of the average person is 20 years less than in 

the developed countries. They are denied 30% of the lives we enjoy: 

condemned at birth to an early death • 

• 800 million are illiterate and, despite the continuing expansion of 

education in the years ahead, more of their children are likely to 

be so. 

This is "absolute poverty": a condition of life so limited as to prevent 

realization of the potential of the genes with which one is born; a condition 

of life so degrading as to be sub-human. But a condition of life so common as 

to be the life of some 40% of the peoples of the developing countries. And are 

we who tolerate it, when we have it within our power to reduce the number 

afflicted by it, not also sub-human? 

Talleyrand said, "Above all else, not too much zeal." I don't wish you 

to interpret my remarks as those of a zealot. You have hired me to examine the 

probl~of the developing world and to report to you the facts. These are the 

facts. 

The citizens of the developed countries protest against increasing their 

assistance to the developing countries because of poverty in their own lands. 

~ 
7r h..,,"' They do so either because they are unacquainted with these facts, or because ... 
r;i 

they fail to distinguish between relative and absolute poverty. . ~~ ?· 
Now where are these victims of absolute poverty? Millions are in the cities 

of the developing world -- squatting in slums, shacks, and on the sidewalk itself, 

requiring for their economic advance the accelerated rate of industrialization 

that I have spoken of before and will refer to again -- but the vast proportion 

of them still live in the .countryside. 
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' 1 
Their degradation has continued despite the advances of the past two 

decades of development effort. It has continued because in most developing 

countries those advances have been concentrated in the modern sector. In one 

of the largest Latin American countries, for example, the poorest 40% during 

the decade of the sixties received less than 5% of the natioq's increase in 

income. In five other major developing countries -- with an aggregate population 

of over 800 million -- over 70% of the increase in national income went to the 

top 20%, and less than 10% went to the poorest 40%. In Thailand, during the 

sixties, while total national income grew at an annual rate of 8%, the income 

of the poorest 50% of rural families increased by less than 1%. Even this 

low rate obscures further inequity. Those rural families living in the 

Northeast and Southern regions of Thailand actually suffered a considerable 

decline in income. Their growth rate was negative. 

Sixty percent of the population in the developing countries still live in 

the countryside. Even by the end of the century it is not likely to be less 

than 55%. 

The single most important step that can be taken to address the problem 

of the absolute (and relative) poverty suffered by the majority of the one 

~-- . . 

billion two hundred million individuals who live in the rural areas and 

concomitantly, the single step that will most enhance their ability to 

·contribute significantly to their nations' overall economic growth -- is to 

design a strategy that will increase the productivity of small-scale 

subsistence agriculture. 

It is to that prospect that I would like to devote the remainder of my 

remarks today. 
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V. INCREASING THE PRODUCTIVITY OF SMALL-SCALE AGRICULTURE 

Let me begin with an analysis of some of the parameters of the problem. 

Poverty -- both absolute and relative exists throughout the rural areas 

of all developing countries. Its greatest concentration is in Asia and Africa, 

but there are very extensive pockets of it in most of the countries, large and 

small, in Latin America as well. In Guatemale, for example, the overall average 

per capita income is about $400, but fully half the population has an average 

income of only $75 -- and all these individuals are in the countryside. 

An index of the extent of the problem is the sharp differentiation in 

income between rural and urban populations. Studies indicate that during the 

last decade average urban per capita income, compared to that in the rural areas, 

was five times higher in Honduras, fourtimes higher in Brazil, two and a half 

times higher in India, and twice as high in Malaysia and Tunisia. 

Population growth rates are universally higher in the rural areas and thus, 

in spite of accelerating urban migration, absolute increases in the population 

in the countryside continue and increases in the number of rural poor continue. 

A survey of 19 countries in Latin America estimated that in 1960 these countries 

~ contained approximately 72 million rural poor. By 1970 the figure had increased 

to 86 million -- out of a total rural population ~n these countries of 114 

million individuals, some 86 million were surviving at subsistence· levels. By 

the end of the decade, the 86 million poor are likely to grow to 103 million. 

But if population growth in the rural areas of the developing world has 
,.-

~Uv · been rapid in the last decade, the rise in agricultural productivity has been 

slow. On average, net agricultural growth has only been about 2% a year. The 

result has been that growth of per capita incomes for the rural poor, in absolute 

terms, has barely been perceptible if it has grown at all. 

( 
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In India, for instance, surveys disclose that the per capita consumption 

in the rural areas of the poorest 40% did not increase af all in the period 

1960-1968: It remained constant, in 1960 prices, at about $28 (8¢ per day). 

Even the average for the poorest 80% moved only minimally: from $40 to $41 

(11¢ per day). And Mexico, though its average per capita income is some six 

times greater than India, demonstrated the same phenomenon. The income of the 

poorest 40%, measured in the same 1960 prices, rose from $94 in 1950 to $112 

in 1968: an increase of only one dollar a year. 

The root of this income stagnation among the rural poor is their low 

productivity. That in turn is a function of the quality and size of their 

land holdings, the insecurity of their tenancy system, and their drastically 

limited access. to agricultural services; ~ credit, water, fertilizer, pesticides, 

and extension advisory assistance. 

Let us consider these factors for a moment. 

The rural poor throughout the developing world either own no land at all, 

or only very small holdings of land. If one accepts 5 hectares or less as an 

index of small holdings, 78% of all farms in Asia (excluding mainland China), 

75% of all farms in Africa, and 36% of all farms in Latin America are less than 

5 ha. in size. In Asia, where the ratio of population to cultivated land is 

the heaviest, the average farm is only 2•3 ha. By contrast, the average size 

of a farm in North America is 60 ha. 

What these figures mean is that the incomes of approximately 1 billion 

individuals in the developing world are directly linked to the output of 

holdings of less than 5 ha. in size. 
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But the mere fact that land holdings are small does not mean that they 

mUst be unproductiv-e. 

On the contrary, studies demonstrate that output per hectare in Guatemala I 
on the smallest farm size groups was 92% higher than the largest size groups; 

in Taiwan, 67% higher; in India, 37% higher; and in Brazil, 33% higher. 

In land-scarce, labor-surplus economies, the relevant measure of agri-

cultural productivity is clearly output per hectare, rather than output per 

worker. 

But to make small holdings highly productive demands access to adequate 

credit, water, fertilizer, pesticides and extension services. The vast majority 

of small landholders today simply do not enjoy that access. 

Consider the problem of rural credit. Most small landholders in the 

developing nations cannot get the credit they require to purchase the fertilizer, 

pesticides and other inputs which can increase the productivity of their holdings. 

In Asia, for example, the cost of the fertilizer and pesticides required 

to make optimum use of the new high~yield wheat and rice strains ranges from 

$20 to $80 a hectare. But the average small-scale farmer is spending only about 

$6 a hectare, because that is all that he can finance. And that $6 does not 

generally come from government or institutional sources, but from local land-

lords or village money lenders at usurious rates of interest. 

Commercial institutions are reluctant to make credit available to the small 

farmers since the administrative and supervisory costs of small loans may run 

as high as 50 to 60% of the amount lent. Further, the subsistence farmer is 

operating so close to the margin of survival that he is simply not considered 

as creditworthy as his more wealthy neighbors. 
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Without credit, the small farmer obviously cannot •fford the 
f 

inputs he needs. Tak' the case of fertilizer. Though the developing 

in Asia, Africa, and Latin America currently farm 46% of the world's 

cultivated land, they use only 15% of the world's total production of commercial 

fertilizer. In 1970, farmers in the wealthy nations used an averag o gm. 
~!!~!.~-~-~_, __ t_l:!.~~~---!_n_,_;._~~~-C:l.~~~-~-~P. .. ~~S:_~C?_'!~!:~-~~-S.-.. ~-!!~~--.-~!!--~-~!_a_gtL__~[-.~~!Y.: ....... !! .... St:D!. __ p~r.~ . .h~~~-~;re ). 

per hectare,/ This, in part, explains why agriculture product~on ·n e developing 

regions during the 1960s rose by only 1 to 2% last year, whereas it went up by 

5% in Western Europe and 9% in North America. 

But even if the small farmer in the developing countries were guaranteed 

more secure tenure on his land, and had access to sufficient low-cost credit to 

purchase the necessary fertilizer and other inputs, he would still need the 

technical advice and detailed information which only a reasonably adequate 
l 

extension service can supply. In view of the prevailing low literacy rates, 

this clearly is even more important than in affluent nations .where farmers 

already benefit from higher levels of education. But extension services in the 

developing world are least available to those who need them the most -- the very 

poor, and the very small farmers. 

What we must face is that over two decades very little has been 

done throughout the developing world specifically designed to increase the 

productivity of the smallholder. Neither political programs, economic plans, 

nor international assistance -- bilateral or multilateral -- has given the 

problem serious and sustained attention. The Bank is no exception. In our 

more than a quarter of a century of operations, out of our $25 billion of lending, 

at most $1 billion has been devoted directly to the problem. 

It seems to me that it is time for all of us in the development community 

to confront this issue head-on. 
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VI. AN ACTION PROGRAM TO ACCELERATE THE INCREASE IN PRODUCTIVITY 
OF SMALLHOLDER AGRICULTURE 

What can the development community do? 

I suggest that the objective be 

that smallholder agriculture an annual 5% cumulative rate of 

growth in productivity. 

How can this be done? Can it be done at all? 

I believe it can, but the task is going to be immense. 

We must start with the fact that we not only do not have any easy answers, 

but that we probably do not even ~ully grasp the question. 

We are talking about a hundred million small farmers or landless farm 

workers -- farmers who work so little land, or who reap so small a yield, 
. r 

that they often cannot produce enough to support themselves and their families 

at minimum levels of nutrition. 

For the purposes of analysis, let us break the overall question down into 

some of its more obvious components. 

Can, for example, the total area of arable land in the developing world be 

substantially expanded? The answer is theoretically yes -- particularly in the 

case of Africa and parts of Latin America. 

A vast region of Africa as large as the continental United States could be 

opened up for grazing land -- an area which might support as many as 125 million 

head of cattle -- if the m~nace of the tsetse fly could be eradicated. Similarly,. 

huge areas in the Amazon basin might be cleared and cultivated. 

But from a practical point of view, these are possibilities for a longer-

range future and not for the immediate present. We must begin with the arable 
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-land already at hand, currently cultivated, now in use. We must help make 

that land -- and the small farmers who till it -- more productive. 

We are all aw~re of both the benefits, and the potential social compli-

cations, of the green revolution. There can be no question about its proven 

capacity to increase yields, but it is a technology highly dependent on irriga-

tion. It is clear that we need a comparable technology for rain-fed and semi- . 

arid cultivation. 

The new International Crops Research Institute for the Semi-Arid Tropics, 

established last year by the Consultative Group on International Research --

of which the World Bank is a member -- is dedicated to developing precisely 

such a technology. But a breakthrough of the magnitude required is at least 

a decade away. And again, we cannot afford to wait for it. We must begin~ 

with what can be done now. Too many millions of individuals are trapped in 

absolute poverty today for us to delay action until some miraculous technological 

tomorrow. 

What, then, can we begin to do now? 

We can begin to implement a strategy based on five key elements. 

Acceleration in the rate of land and tenancy refo·rm. 

Broader credit facilities • 

• Expanded extension services • 

• Sounder pricing policies • 

• And perhaps most critical of all: new forms of rural institutions 
and organizations that will give as much attention to promoting 
the inherent potential and productivity of the poor as is generally 
given to protecting the disproportionate power of the privileged. 

Let us examine these five elements in more detail. 
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Legislation dealing with land and tenancy reform has been passed -- or 

at least been promised -~ in virtually every developing country there is. 

But all of us are aware that it is largely legislation in which the 

rhetoric far outweighs the reform. That is extremely regrettable. No 

one can pretend that genuine land and tenancy reform is easy. It is 

hardly surprising that members of power structure, . whp own 

large holdings~ should resist reform as they do (in one large developing 

country, where the government's land reform proposal recently failed to 

gain the support of the Parliament, more than 50% of the members of 

Parliament owned land in excess of the average limit proposed). 

· But the real issue isn't whether land reform is politically easy. 

The real issue is whether indefinite procrastination is politically prudent. 

An increasingly inequitable situation can reach the point where it threatens 

political stability itself. 

And equitable land and tenancy reform programs -- programs involving 

reasonable land ceilings, just compensation, and sensible tenancy security 

--~ possible. They must begin with sound 
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policies. Those polieies, in turn, must be translated iftto strong, straight-

forward laws -- laws neither enervated by exceptions, nor riddled by loopholes, 

And most important of all, the laws must incorporate effective sanctions, and 

be rigorously and impartially enforced. 

What we must recognize is that land reform 1~ riot exclusively about 
. ti . 

land. It is about the uses or abuses of power, and the social structure 

through which it is exercised. Governments would be well advised to take the 

political steps necessary to assure equity in that structure. 

But realistic land and tenancy reform -- as essential as it is 

is not enough. It is one thing to own land. It is another to make it 

productive. For the small landowner, operating with virtually no capital, 

access to credit is crucial. 

As I mentioned a moment ago, the traditional suppliers of credit to the 

smallholder have been the village money lenders, or other non-institutional 

private sources. Their rates of interest are usurious and exploitative, three 

to five times that of government institutions. But government institutions are 

generally unavailable or, if available, so bureaucratic as to be unusable. 

If a peasant's only bullock dies, the money lender can supply him with the 

capital to purchase another one on the following day -- an economic necessity 

at critical times of the crop cycle. The peasant need only make his mark on 

a piece of paper, and the money lender will hand him the cash. It may be 

true that the peasant is hopelessly mortgaging himself and his land for an 

indefinite future; but his immediate crisis is solved: His field can be 

plowed, and his crop planted. 
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If, instead, the peasant applies for credit at some distant government 

agricultural bank -- even supposing there is one -- he is likely not only to 

have difficulties with application forms he can neither read nor understand, 

but when and if his loan is considered by an impersonal committee and finally 

approved, the bureaucratic delay may well mean that his field will not get 

plowed, nor his meager crop properly planted. : T~~ ~~ney for a~ new bullock may 

ultimately arrive -- but weeks too late. 

A survey reveals, for example, that over 30 separate procedures are 

necessary to approve a loan in Turkey, and that the process requires 21 days. 

In Jordan, it takes 26 days. At the Lebanese Bank for Agricultural and Indus-

trial Development, to obtain a small loan takes a minimum of 36 days. 

The fact is that in most developing countries institutional credit -- while 
fi : 

preferable in theory -- is in actual practice a small proportion of the rural 

credit available. Of the total funds borrowed for rural purposes, institutional 

funds represent only 10% in Iran and Tunisia; 15% in Ceylon, Bangladesh and 

Thailand; 28% in India; and less than 40% in Pakistan and Korea. 

But even in countries where institutional sources of rural credit are more 

highly developed, it is not the smallholders, but the larger landowners who get 

most of the service. In Mexico only 15% of the small farmers receive institu-

tiona! credit provided to agriculture. 

In the decade of the sixties, the real value of institutional agricultural 

credit in Brazil increased more than fourfold. But during the same period the 

percentage of loans, and the total value lent, to small farmers - in fact declined . 

from 68% to 31%. 

It is clear that institutional credit facilities for the smallholder are 
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inadequate throughout the developing world. But even if they are improved 

and they must be -~ they will have to be accompanied by a massive increase in 

agricultural extension services. 

The small farmer needs credit, but he needs technical information ,, as well. 

And he is not getting nearly enough of it. 

In the developed countries the ratio of government agricultural agents to 

farm families is about 1 to 400. In Latin America the current ratio ranges from 

1 to 900 to 1 to 8700 families. In Africa the ratio runs as high as 1 to 20,000 

families. 

Behind extension services, of course, lies applied research. In a sample 

of five major developed countries, the governments are allocating annually from 

$20 to $50 per farm family for such research. The comparable figures for five 
r. 

major developing countries are only 50¢ to $2.00 per farm family. · 

Throughout the developing world the projected annual output of trained 

personnel from existing agricultural extension institutions can at best satisfy 

less than half the total needs. Estimates are that Latin America will require 
Asia, 

at least 60% more trained staff at the field level;/10% more senior-level staff 

and 66% more field-level staff; and Africa, 75% more at senior levels and 70% 

more at field levels. 

And yet despite this serious shortfall in extension services, the annual 

cost of training the required senior and field-level personnel would be modest 

in relation to the GNP of the developing countries: on average less than 

one-fifth of one percent. 

It is not primarily the deficiency of funds that is delaying the necessary 

expansion of extension services. It is the deficiency of resolve to do more 

for the small farmer who desperately requires them. 

1 I 
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The same can be said for changes in pricing ·policy that would benefit 

the smallholder. What is required is that prices should ~ore realistically 

reflect the relative scarcities of land, labor, and capital. 

In areas where the opportunities for jobs outside agriculture itself are 

few, it is economically self-defeating to tolerate a price structure which 
employed 

stimulates greater output perfwo~ker through the use of mechanization on large 

holdings. Such a policy is in effect a formula for high unemployment, and the 

serious social costs that flow from rural displacement. And yet that is pre-

cisely the policy prevailing in many such regions today. The trend must be 

reversed -- both for the sake of social equity, and overall productivity. 

But the most important element in any comprehensive rural development 

strategy is the e~fort by governments to devise appropriate institutional 

and organizational frameworks in which all the other elements can in fact work, 

Land and tenancy reform, credit, extension, pricing policy -- none of these 

other factors can take hold unless there are the institutions, the organizational 

structure, and the managerial competence to make them effective. 

What this means in practice is that the governments must find new ways to 

relate with millions of small farmers. They obviously cannot do so on an 

individual basis. They have to do so through intermediate institutions, and 

local farm organizations -~ institutions which do not exist in the requisite 

numbers in most developing countries. 

Such institutions and organizations can take any number of forms, but 

what is important is that they provide for an optimum mix of self-reliance 

and government assistance. 
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Smallholder associations, for example, in the developing countries have 

been the most succJssful when they have combined local initiative with a 

hierarchical structure. The basic unit needs a certain critical mass to be 

effective, and hence the village level -- with perhaps only 50 to 100 members 

is often too small to enjoy the minimum economies of scale. Township or county·· 

units are generally preferable as the basic organizational unit, and these in 

turn can federate at district and regional levals, and coalesce at the top on 

the national level. 

What is imperative is that at each organizational !evel financial discipline 

be rigorously required, .and that the entire structure be oriented towards 

efficiency and productivity, rather than passivity and dependence. 

Subsistence farmers may be illiterate and deprived, but their very battle 
t 

with survival has made them both cautious and shrewd. Experience proves that 

if an intermediate government institution assists the local association with 

credit, but allows too many of the members to waste funds on unnecessary con-

sumption, or to default on loans irresponsibly, the association will fail. The 

small farmer will begin to feel that the government does not expect to be repaid, 

and that the whole exercise is simply a form of paternalistic welfare. If, on 

the other hand, financial discipline is maintained, the members can grow 

increasingly self-confident and productive. 

In the case of the smallholder associations of Comilla County, Bangladesh, 

the first principle was that every memberr. should make a •regular deposit, no 

matter how small, in order to learn the value of saving and to increase the 

association's financial capability. Despite this being one of the poorest 

areas of the world -- and in the face of the skepticism :of outside observers 
~ 
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who asserted that savings in such a depressed region were tmposaible ~ the 

average total dep~sits in a Comilla smallholder association by the late sixties 

was $195,000. 

It is, of course, not enough to simply organize local smallholder associa-

tions. The quality of the management is crucial. The central government cannot 

simply impose solutions on all local problems. For one thing, it cannot possibly 

understand the problems in detail as well as those who have them. Manifestly, 

a great measure of autonomy must remain with the local leadership, 

What the government can and must do is assure that · the control of the small-

holder associations does not fall exclusively into the hands of the traditional 

elite who are likely to use the organization simply to p~~serve their own already 
j ~ . 

disproportionate power. This has happened in a number of developing countries, 
\ 

and with all the depressing results one would expect. 

Without a viable and hierarchical framework of smallholder organizations 

designed to meet the psychological, financial, and technical needs of a given 

culture -- rural poverty will only grow worse. Current population trends mean 

n small farmers and their families (six hundred 

million people) today in the developing world despite ·increasing immigration 

to urban slums -- are likely to double by the end of the century. 

Without assistance, without progress, without hope, this desperate mass 

of the rural poor will only sink lower into the morass of sub-human conditions--

conditions that are not only an affront to any norms of human decency, but which 

will inevitably fester into contagious and explosive social tensions. 

In view of this, for the international community to redouble its efforts in 

rural development is not a counsel of perfection. It is a counsel of necessity • 

. I 
l . 
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If we are serious about eradicating "absolute poverty" in the rural areas 

by the end of this century, and that should be our objective, smallholder agri-

culture must achieve an annual 5% rate of cumulative growth in productivity. 

I believe that is possible by the end of this decade. 

For the Bank's part, we are determined to give increasing emphasis to 

agriculture and rural development operations in our new Five-Year Program. We 

expect to lend $4.4 billion in agriculture during that Program -- as compared 

to $2.2 billion in the first Five-Year Program, and $620 million in the 1964-

1968 period. 

We have recently approved, or are prepared to launch, multi-purpose Rural 

Development Projects in Mauritius, Indonesia, India, Mexico, East Africa and 
t 

Northeast Brazil. We have established for this purpose ~~ special Rural Develop-

ment Projects Division. Our project work and technical assistance and our 

policy advice will emphasize acceleration in the rate of land and tenancy 

reform, the expansion of credit facilitie~, the expansion of extension services, 

the introduction of sounder pricing policies, and the establishment of new forms 

of rural institutions -- all of which are required if the objective is to be 

achieved. 

VII. SUMMARY AND CONCLUSIONs· 

Let me now summarize and conclude the central points I have ••de 

this morning. 

If we look objectively at the world today, we must agree that .it is 

characterized by a massive degree of inequality. 

The difference in living standards between the rich nations and the 

poor nations is a gap of gigantic proportions. · 

The industrial, base of the wealthy nations is so great, their technolog-

ical capacity so advanced, and their consequent advantages so immense that it 



.... 
is unrealistic to expect that the gap will narrow by the 'end of the eentury. 

Every indication is that it will continue to grow. 

Nothing we can do is likely to prevent this. But what we can do is to 

reduce the rate at which that gap is increasing. We can do this by acting 

to expand the wholly inadequate flow of official de~elopment assistance. 

The flow of ODA can be increased, by 1980, to the target of .7% of GNP 

a target originally accepted within the United Nations for completion by 

1975. 

This is feasible, but it will require renewed efforts by many nations, 

particularly the United States. 

Further, we must recognize that a high degree of inequality exists not 

only between developed and developing nations, but within the developing 

nations themselves. Studies in the Bank during this past year reinforce 

the preliminary conclusions I indicated to you last year: income distribu-

tion patterns are severely skewed within developing countries -- more so than 

within developed countries -- and the problem requires accelerated action by 

the go~ernments of virtually all developing nations. 

A minimum objective should be that the distortion in income distri-

bution within these nations should at least stop increasing by 1975, and 

begin to narrow within the last half of the decade. 

A major part of the program to accomplish this obje~tive must be 

designed to attack ' the ''absolute poverty11 which exists in totally unacceptable 

degree in almost all of our developing member countries -- .-poverty so extreme 

that it degrades the lives of individuals below minimal limits of human 

decency. 

:' 
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· .. , 
The "absolute" poor are not merely a titty minority of unlorrtunatal •• 

a miscellaneous collection of the losers in life -- a regrettable but 

insignificant exception to the rule. On the contrary. they constitute roughly 

40% of the two billion individuals living in the developing nations. 

Some of the "absolute" poor are in urban slums 1 ~~t the vast bulk of 
'::.! , I 

them are in the rural areas. And it is there-- in th~J countryside -~that 

their poverty must be confronted. 

We should strive to eradicate "absolute" poverty by the end of this 

century. That means in practice the elimination of malnutrition and 

illiteracy; the reduction of infant mortality; and the raising of life 

expectancy standards to those of the developed nations. · 

A major requirement for the accomplishment of this ·objective is an 
I 

increase in the productivity of small-scale, subsistence agriculture. 

Is it a realistic goal? 

The Bn:SWer is yes, if governments in the developing countries are pre-

pared to exercise the requisite political will to make it realistic. 

It is they who must decide. 

As for the Bank, increased productivity of the small. subsistent farmer 

will be a major goal of our program of expanded activity ·in the FY1974-1978 

period. 

But no amount of outside assistance can substitute .for the developing 

member governments' resolve to take on the task. 

It will call for immense courage, for political risk is involved. The 

politically privileged among the landed elite are rarely enthusiastic over 

the steps necessary to advance rural development. That is shortsighted, of 

course, for in the long term, they, as well as the poor, can benefit. 

'I 
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But if the governments of the developing world -- Who must measure 

the risks of reform against the risks, of revolution -~ are prepared to 

exercise the required political will to assault the problem of poverty in 

the countryside, then the governments of the wealthy nations must display 

equal _courage. They must be prepared to help ~~em by removing discriminatory 
'"' "; it ' . .. , . 

trade barriers and by substantially expanding official development aSsistance. 

What is at stake in these decisions is the fundamental decency of the 

lives of 40% of the people in 100 developing nations which are members of 

this institution. 

We must hope that the decisions will be the courageous ones. 

If they are not, the outlook is dark. 

But if the courageous decisions are made, then the pace of development 

can accelerate. 

I believe it will. I believe it will because I be~ieve that during 

the remainder of this century our peoples will become increasingly intolerant 

of the inhuman inequalities which exist today. 

Each of the great religions teaches the value of ea·ch human life. In 

a way that was never true in the past, we now have the power to create a 

decent life for all men. Should we not make the ; moral precept our guide to 

action7 The . traditional extremes of privilege and deprivation are becoming 

increasingly intolerable. 

It is development's task to deal with them. 

You and I - and all of us in the international community - share that 

responsibility. 

I • 

M I .. -
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PROJECTED FLOW OF OFFICIAL DEVELOPMENT ASSISTANCE 
MEASU~D AS A PERCENT OF GROSS NATIONAL PRODUCTa/ 

. ·. ... .... , ... ... .. 

1970 1971 1972 1973 1974 1975 
-:5I . ,~/, 

.59 .52 .9fr ~ .59 .60 

• 1 Austria .13 .06 .17 '.19 .22 .. 25 
,/,5' . ~/) 

Belgium .48 .49 .54 .58 .M .fAr 
,tf!y • 4~ ,f!-1' • .;.7 

.42 .37 . AS ~ .s· ~ 

.38 .43 .48 .53 .sa .64 

.68 .68 .65 .65 .65 .65 
.jJ 

.32 ' .34 • ..3-3" .36 .36 .38 

.16 .17 .16 .16 .16 .16 
I t ,,,. ~~~ ·}If 

Japan .23 .23 ...2-6"' ..l-r ~ .40 
tY 

tl t.l ~~ I 7/J 
Netherlands .63 ' .60 :.:xr .;J.J( .X ~ 

Norway .32 .~3 .47 .56 .67 .75 
., '\•··: · .· J,f · 1.~3 

Portugal ' ~ .:r'S .45 .45 .45 .45 

Sweden .36 .45 .50 .56 .65 .71 

· Switzerland .15 • 12 .22 .26 . .30 .32 
4'! .J( 11 United Kingdom .37 .41 .41 ~ .M' 

·"". • y')l' ,vY" 
United States !I .31 .32 .30 ...2tt ~- -2'¢ 

, ',t • 31!. ·~'t. 'J{ TOTAL .34 .35 ~ .~ ~ 

a Coup~ries included are members of OECD Development Assistance 
Co~~~~ee, accounting for more than 95% of total Official 
Dev~lopme~t Assistance. · Figures for 1970 and 1971 are actual 
data • . ~!!~ ,: projections for later years are based on World 
Bank estimates of growth of GNP, on information on budget 
appropriations for aid, and on aid policy statements made by 
governments. Because of the relatively long period of time 
required to translate leagislative authorizations first into 
commitments and later into disbursements, it is possible to 
project today, with reasonable ·accuracy, ODA~flows (which by 
definition represent disbursements) for 197~. . 

r . 
iJ. . . 

b As recently as 1963 u.s. Official Development Assistance 
· amounted to .59% of GNP an~ in 1949 at the beginning of the 
Marshall Plan it amounted to 2.79%. 
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