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DEVELOPMENT POLICY 

Development Strategy for Rural Areas 
by Professor W. yon Urff, Heidelberg * 

In September 1973, the President of the World Bank, Robert S. McNamara, made a challenging 
address to the Governors of the Central Banks of the member states of the International Monetary 
Fund. The main subject In his speech was the problem of poverty parUcularly In rural areas of 
developing countries, end the design for �9 strategy for its abolition. 

T o show the dimensions of the problem of pov- 
erty, McNamara reminded his audience of the 

fact that nearly 800 mn people or 40 p.c. of the 
total population of developing countries must live 
on an income which in terms of US purchasing 
power amounts to less than 30 cents per day, an 
income just sufficient for mere survival but im- 
plying malnutrition, illiteracy and squalor. Apart 
from millions of victims of poverty in urban slums, 
this particularly applies to rural areas where prob- 
ably more than 100 mn families live below the 
absolute poverty line. Even in those countries 
where GNP growth may at first sight appear to 
be satisfactory, up until now these families have 
hardly had any share in economic advance. The 
external cause for this state of affairs is to be 
found in the low land endowment of these farms. 
More than 100 mn farms own less than 5 hectares, 
and of these more than 50 mn have less than 
1 hectare. The situation is further aggravated by 
the fact that the rights of land use are uncertain 
for many of the small farmers. Many of them run 
their farms under tenure contracts, which do not 
concede them any long-term rights, and at rates 
of rent which amount to 50 p.c. of the production 
or even more. 

Since land use is usually more intensive on small 
farms than on larger ones unless serious institu- 
tional obstacles exist, and since in regions with 
over-population and scarcity of cultivable land 
the first priority is to increase the productivity of 
land, McNamara recommends as long-term ob- 
jective to increase the productivity of the small 
farms. By 1985 output shall be growing at an an- 
nual rate of 5 p.c. and shall be doubled by the 
end of this century. Although McNamara is well 
aware that this is indeed an ambitious goal, he 
obviously believes that only an ambitious objec- 

* Director at the South-Asia Institute of Heidelberg University, 

tive can assure sufficient motivation and partic- 
ipation of governments in developing as well as 
in developed countries. 

McNamara's Suggestions 

For the attainment of this objective McNamara 
suggests an action programme basically consist- 
ing of the following elements: 

[ ]  a speed-up in the rate of land and tenancy re- 
form; 

[ ]  better access to credit; 

[ ]  an assured supply of water; 

[ ]  expanded extension facilities backed by ap- 
plied agricultural research; 

[ ]  greater access to public services and 

[ ]  as the most critical point: new forms of rural 
institutions and organizations promoting the op- 
portunities and the productivity of the poor as 
much as the power of the privileged was pro- 
tected. 

McNamara underlines that these recommenda- 
tions are not new and have long been urged for 
implementation. His proposal for an action pro- 
gramme should be considered as an attempt to 
get these recommendations out of the state of 
lip-service and pious wishes and to initiate at 
last serious efforts for their implementation. How- 
ever, this implementation is primarily the task of 
the developing countries themselves. Developed 
countries and international development agencies 
can only make a supplementary contribution by 
providing financial aid as well as technological 
and organizational know-how. 

As governments are making serious efforts to 
start anti-poverty programmes, all available gov- 
ernment institutions providing extension and other 
services have to be partly redirected and have 
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to be fully oriented to the needs of the small 
peasants. This requires advice on agricultural 
production techniques, the preparation of indivi- 
dual farm plans, the timely supply of inputs and 
credit and assistance in marketing and storing 
of the produce by coordinated efforts of all gov- 
ernment institutions concerned. 

Farmers' Associations Necessary 

At the receiving end, not only the individual small 
peasant but also the peasants' own organization 
as an administrative and coordinating cell has to 
play a major role in this strategy of eradicating 
poverty. The latter's task would be to provide suit- 
able channels of communication which reach the 
small peasants and assure their participation in 
integrated development programmes. The pooling 
of resources should be contemplated and if nec- 
essary some elements of compulsion be included 
if the role of agricultural cooperatives and farmer 
associations in supporting the weaker sections 
of the agriculturists as opposed to the highly 
competitive big farmers is to be strengthened 
effectively. Another function of such associations 
could be the use of the surplus manpower with 
a view to making them enter into the process of 
constructing capital on an interfarm level through 
employment in projects like bunding, levelling, 
drainage layouts, repair and construction of irri- 
gation channels, tanks, dams, construction of 
roads, etc., which would exceed the labour poten- 
tial of an individual small peasant household and 
which would not be done otherwise. Also ways 
have to be found to reduce the relative importance 
of the moneylenders' and merchants' capital in 
financing the farm operations of the peasants and 
to free peasants' associations and cooperatives 
from the detrimental influence of the landlords 
who so far managed to infiltrate the community 
development institutions and the cooperative 
agencies of the peasants. 

Obviously McNamara is aware of the fact that the 
organizational reforms for the promotion of small 
farms dealt with in the last section of his action 
programme present the problem most difficult to 
solve. His ideas are centered around cooperation 
of individual farms on a local level linked with 
the administration and credit institutions via inter- 
mediate agencies. No concrete models are elab- 
orated; on the contrary, McNamara emphasizes 
that many different forms are possible provided 
they ensure adequate participation of those con- 
cerned and are designed in such a way as not to 
force upon small farmers programmes developed 
by people neither familiar with their problems nor 
genuinely interested in their future. 

In order to show how little novel the idea of par- 
ticipation and how difficult its implementation is, 

the Indian community development programme 
may be cited. The originally envisaged ideal of 
combining government promotion measures with 
the initiative of the rural population concerned 
has never been achieved. The extension services 
have become a development bureaucracy, whose 
positive contribution to the introduction of tech- 
nological innovations in some regions should by 
no means be overlooked but which remained 
largely inefficient in other regions. Establishing 
self-governing agencies in an unchanged social 
environment could not rule out their abuse by in- 
fluential groups in order to secure their vested 
interests. If McNamara considers bold political 
leadership to be a prerequisite for orientating the 
administrative bureaucracy more towards the 
needs of the subsistence farmers, this is certainly 
as true as it is difficult to see where this bold 
leadership is to come from and where it can find 
its political support. 

Undoubtedly developing countries are rightly re- 
proached with not having made genuine develop- 
ment tasks, as opposed to purely administrative 
tasks, particularly attractive to university gradu- 
ates who are mostly seeking a career in govern- 
ment service. It should not be too difficult a task 
to bring about a change here. 

Land Reforms and Technical Innovations 

The importance of a faster implementation of land 
and tenancy reforms for regions where the un- 
certainty of ownership relations and an inefficient 
tenancy system present major obstacles to the 
participation of the rural masses in the develop- 
ment process, has long been acknowledged as 
has the fact that so far only few reforms have 
been carried out that have substantially changed 
these conditions. Those groups who stood to lose 
through reform, often succeeded in delaying at- 
tempts at reform or in preventing their implemen- 
tation on the local level. Mr McNamara views land 
and tenancy reform programmes combining rea- 
sonable ceilings on private ownership with equi- 
table compensation and providing tangible im- 
provements for the security of tenants as well as 
adequate incentives for cooperation as basically 
possible, and calls for stringent laws with no ex- 
ceptions and loop-holes. Of course, here again 
the question may be raised of whether a govern- 
ment is politically strong enough to implement 
such programmes against the opposition of in- 
fluential groups. Whether these groups can be 
convinced that in the longer run the abuse of their 
power can work against their own interest is an 
open question. 

Assured rights of land use guaranteeing the 
farmer an adequate share in the fruits of his 
labour are a necessary but by no means a suf- 
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ficient condition for the adoption of technological 
innovations in an agricultural system character- 
ized by small holdings. Since families living on 
the verge of the subsistence level are hardly in 
a position to save anything, new means of pro- 
duction like improved seeds, fertil izer or pesti- 
cides can only be introduced on the farms if 
credits for their purchase are made available. 
Thus it may happen in extreme cases in India 
that the new opportunity to switch from mono- 
cropping to double-cropping through irrigation 
is not made use of because many families are 
not in a position to purchase or to retain from 
their own production the seed required for the 
second crop. 

Rnanclal Aspects 

The traditional sources of credit providing credits 
at annual rates of hardly less than 50 p.c. and 
often more than 100 p.c., are usually made use 
of in case of urgent family needs but not for pro- 
ductive purposes since such high cost of finance 
often makes the use of yield-boosting means of 
production uneconomical. Experience shows that 
commercial credit institutions are hardly in a 
position to satisfy the credit needs of the rural 
peasant population since the costs of the admini- 
stration and the supervision are extremely high. 
This is why an institutionalized agricultural credit 
system adapted to the needs of the peasant popu- 
lation has long been called for. While at first 
glance the solution seems to lie in a cooperative 
system, the experience gained so far in many 
countries has not been very encouraging. The 
main difficulty stems from the fact that unless 
economically successful technological innova- 
tions are adopted by the farms on a large scale, 
cooperatives are hardly in a position to accumu- 
late deposits so that their activity is limited to the 
lending out of funds made available to them by 
financing institutions, in many cases by the cen- 
tral bank itself. 

The main difficulty is to recover the funds mainly 
lent out on a short-term basis, i.e. for the financ- 
ing of one crop cycle. Since the utilization of the 
credits can hardly be supervised and since un- 
productive usage cannot be prevented because 
of urgent expenditure needs or existing indebted- 
ness with local money lenders, cooperatives fre- 
quently fail to recover the funds lent out; as a 
consequence the debtor will not be granted fur- 
ther credits or the financing institution will refuse 
to continue to refinance the cooperative. Even 
nationalized commercial banks have hardly be- 
come active in the field of agricultural credit so 
far. 

Basically, the problem of agricultural credit should 
not be insoluble. As McNamara rightly empha- 

sizes, the high interest rates of the traditional 
agricultural credit and the frequently high profit- 
ability of the use of means of production to be 
financed by credit make it unnecessary to sub- 
sidize the rate of interest down to e.g. 6 p.c.; 
rather, the borrower would be much better off if 
he could really obtain the funds required at a 
realistic rate of interest covering the risk and the 
supervision costs. Generally speaking, the prob- 
lem can only be solved by a much closer inter- 
connection between agricultural credit and exten- 
sion services where the latter would have to assess 
the credit required for sound measures that im- 
prove the repayment ability of the farmer and to 
make a contribution to the supervision of the ap- 
propriate use of the credit. 

Irrigation Projects 

The application of yieId-boosting means of pro- 
duction like fertilizer, pesticides and improved 
seeds will usually produce additional yields that 
cover the cost only when the water supply for the 
plants is ensured. In large parts of the tropics and 
in particular of the subtropics irrigation is re- 
quired. According to estimates cited by McNamara 
the 85 mn hectares presently irrigated in the de- 
veloping countries can be extended by another 
90 mn hectares if the necessary investment 
amounting to 130 bn dollars can be made. Here 
capital aid is no doubt presented with a great 
challenge. Large irrigation projects, which will 
continue to play an important role in the future, 
have the disadvantage of not only being very 
capital intensive but also of requiring a consider- 
able period of time for their implementation. That 
is why smaller projects which, like the building 
of small water tanks or the digging of wells, can 
be carried out and maintained by the population 
itself, are also to be promoted. Here the main 
problem is that they exceed the capacity of a 
single farm and can only be implemented soundly 
as joint enterprises, which presupposes prior pro- 
visions for all farmers concerned to adequately 
benefit from the project use. So far, this was 
often frustrated by the power structures prevail- 
ing in the villages. 

The governments of the developing countries 
should give closer attention than they have so far 
to those small interfarm solutions that can be 
carried out either in the form of cooperatives or 
through a local, government supervised organiza- 
tion charged with making water available at an 
adequate price. Furthermore, in the case of larger 
projects, the organization in charge should not 
only be entrusted with the construction of dams 
and main canals but also with the entire network 
of distribution to the peasants' fields in order to 
facilitate immediate use of the water. The ex- 

INTERECONOMIGS, No. 3, 1974 81 



DEVELOPMENT POLICY 

perience gained so far has shown that too little 
attention to this last step has led to a situation 
where insufficient use was made of irrigation 
facilities created within the framework of larger 
projects at a very high cost. 

Promotion of Extension Services 

Even when the means of production, water in 
particular, plus the credit required for their appli- 
cation, are made available, there is still the task 
of introducing existing technological innovations 
on the farms, to help them in decision-making 
and, in the case of the adoption of such innova- 
tions, to give them advice in all required work 
outside the scope of their tradition-oriented knowl- 
edge. This is the task of the rural extension ser- 
vice. It is estimated that in developed countries 
there is on an average one agricultural extension 
worker to 400 farms while in the developing coun- 
tries the ratio is only 1 to 8,000. 

In McNamara's view the costs of an extension 
service do not present an unsurmountable ob- 
stacle because they amount to a very small por- 
tion of the budget even if a sufficient number of 
personnel is employed in the extension service. 
What seems to be more difficult, however, is the 
recruitment of a sufficiently trained staff, a prob- 
lem which can only be solved in the long term 
via adequate training programmes. 

In this respect, however, there are considerable 
differences among developing countries. In coun- 
tries like India, which started fairly early in estab- 
lishing an extension service that can almost com- 
pare to that of the developed countries in terms 
of the advisor-farm ratio, the problem is not pri- 
marily of a quantitative nature but one of ade- 
quate qualification and, still more important, of 
motivation. As long as adequate incentives are 
lacking, motivation remains low. The setting of 
quantitative targets, e.g. for the area to be culti- 
vated with high-yielding varieties, or for the appli- 
cation of fertilizer, induces extension workers to 
primarily seek the cooperation of larger farmers. 
This tendency is reinforced by the fact that the 
latter are in a better position to reward them for 
the services rendered. 

In other countries there is the paradoxical situa- 
tion where on the one hand agricultural colleges 
turn out graduates in agriculture (most of them 
with insufficient practical knowledge, however), 
who cannot find any employment for years, while 
on the other hand there is either no agricultural 
extension service at all or only a very marginal 
one. In such cases a lack of determination on the 
part of the government to take major steps toward 
the improvement of the situation of the rural 
masses must be assumed to be the cause for 
such situations. 

New production techniques or new varieties can- 
not simply be transferred from developed coun- 
tries or from developing countries with different 
ecological conditions; rather, one should first find 
out by applied research which practices and vari- 
eties are really adequate in each particular con- 
text, whereby the further development of existing 
varieties with a view to the given ecological con- 
ditions plays a decisive role. This problem which 
was not given sufficient attention in the past is 
increasingly being realized by developing coun- 
tries as the foundation of respective research 
institutes shows. In this connection the interna- 
tional institutes working for large climatic areas 
and plant groups are of particular relevance. 

The remedies suggested by McNamara are based 
on the concept of making adjustments with re- 
gard to the unequal distribution of land and of 
giving more incentives to tenants combined with 
public agricultural investment resources as well 
as extension personnel geared to petty peasants. 
The behavioural assumption is that the economi- 
cally rational small peasant will - with the help 
of improved agricultural inputs and price support, 
which has brought substantial gain to bigger 
farmers - also maximize the return on his agri- 
cultural activities to the fullest extent possible. 
But the small farmer is severely disadvantaged by 
the limitations of his resource basis which pre- 
vent him from making full use of expensive inputs 
and from adopting a more capital intensive tech- 
nology, and also by his involvement in asymmetrical 
power relationships with dominant groups who in 
effect usually have a claim to a part of his pro- 
duction, his labour or even his land. Finally the 
production orientation of subsistence peasants 
towards feeding primarily their families and to- 
wards maintaining social obligations and cere- 
monies hardly allow a mere return maximization 
behaviour. It may be doubted whether the rigid- 
ities of the present tenurial pattern can com- 
pletely be swept away. 

Introductlon of Dry Farming 

In India, therefore, one is realistic enough to un- 
derstand that the capital intensive new agricul- 
tural strategy based on fertilizer cannot encom- 
pass more than the 20-25 p.c. of the total cropped 
area that is under irrigation. This area is usually 
owned by the economically stronger section, 
namely medium and big farmers. But the majority 
of the subsistence cultivators has to make a liv- 
ing off a few acres of rainfed land which can 
hardly be brought under irrigation by individual 
efforts of the peasants alone and which remains 
unutilized for half the year. Instead of inducing 
the rural masses to adopt more capital intensive 
cultivation with modern inputs, it would be much 
less expensive at this stage of development to 
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apply a strategy of extending primitive irrigation 
with traditional inputs and to improve the methods 
for dry farming. Dry farming has been defined as 
the system of growing agricultural crops under 
low rainfed conditions through a system of soil 
and water management and efficient use of soil 
moisture. Such programmes of moisture conser- 
vation on rainfed lands would involve such mea- 
sures as 

[ ]  conserving rainfall through induced infiltration 
by mulches, tillage and contour operations; 

[ ]  minimizing evaporation losses; 

[ ]  adapting cropping and cultural patterns to 
moisture deficient conditions; 

[ ]  utilizing seasonal opportunities for supplement- 
ing soil moisture (tanks, etc.). 

Furthermore, it would be worthwhile to direct the 
resources not only to crop production but to ex- 
plore the potential of the small peasants in activ- 
ities like livestock production, fruit gardening, 
vegetable cultivation, fishery development, etc. 
These activities should be reserved to some ex- 
tent for the petty peasants, particularly if they 
can be organized in small peasant organizations 
by functioning in a businesslike manner and pool- 
ing their members' resources. 

Other Remedies 

There are other remedies suggested for eradicat- 
ing poverty in the countryside which are not dealt 
with in detail in the McNamara concept. In con- 
nection with government measures to improve 
rural infrastructure by a rural works programme 
as another means to raise the agricultural pro- 
ductivity of individual farms he is concerned with 
tackling the problems of those among the rural 
poor who have no land to cultivate at all and who 
will never get a chance to obtain land by redistri- 
bution measures unless the concept of economi- 
cally viable holding is completely disregarded. 

With the provision of employment opportunities 
by a public rural works programme which will 
give wage employment and income to the swel- 
ling numbers of unemployed and underemployed, 
the question arises of how to make the financial 
and physical resources available for such a pro- 
gramme. Developing countries who want to tackle 
the problem of rural poverty efficiently should 
start with redistribution of income from the 
pockets of their rich in order to be able to provide 
gainful employment for the rural poor, thus creat- 
ing purchasing power with which to cover their 
daily needs, namely foodgrains, pulses, oil, vege- 
tables, milk, fish, sugar, salt, spices, cloth, house- 
hold articles, simple tools, mud bricks and timber, 
etc. 

How can the increase of demand following such 
an employment policy be accompanied by a cor- 
responding increase in the supply of these wage 
goods? In case the available resources in the 
economy are already fully employed, those need- 
ed for the production of wage goods have to be 
transferred from the consumer goods sector to the 
wage good sector, thus curtailing the production 
of luxury goods. The tools of planning should be 
applied and decision makers have to be asso- 
ciated more closely with the problems of the poor 
so that the 5 p.c. increase of productivity in crop 
production can be paralleled by a corresponding 
increase of the wage good sector. In this way the 
needs of the rural poor can be satisfied by the use 
of traditional or less sophisticated intermediate 
technologies absorbing a part of the rural arti- 
sans and craftsmen who otherwise are pushed out 
of their traditional occupations. Needless to say 
that this programme should include measures 
seeking to improve intervillage trade and trans- 
port of these goods. 

Finally, McNamara mentions better access to 
public services as another element of his action 
programme. Indeed, adequate provision of public 
services, in particular in the field of education 
and health, is of great importance, not only to 
create the preconditions for production increases 
but also to make life in the country worth living. 
So far rural regions have largely been neglected 
in this respect. 

LDCs' Own Responsibility 

As the brief summary and interpretation of the 
elements of McNamara's action programme may 
have shown, most of the relevant measures are 
the responsibility of the developing countries 
themselves. It is they who must recognize the 
problem of rural poverty and take adequate steps 
to solve it while the developed countries are 
called upon to make a contribution to the material 
resources required. 

As a first step in this direction the World Bank 
in its second five-year-programme (1974-1978) 
increased the funds provided for agricultural proj- 
ects to 4.4 bn $ as against 3.1 bn $ during the 
first five-year-programme (1969--1973) and only 
872 mn $ (in terms of the dollar's purchasing 
power of 1973) from 1964 to 1968. No doubt these 
funds are far from being sufficient. If the devel- 
oping countries themselves give the fight against 
rural poverty more than just verbal priority in the 
introductory chapters of their planning documents 
and really take decisive steps in the right direc- 
tion, then the developed countries should sup- 
port this fight for the reconstitution of human 
dignity for 700 to 800 mn people more generously 
than has been the case up to now. 
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