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The century’s end is a turning point in the
economic history of Latin America The
economic reform processes begun in the
1980s, together with the globalization of
world markets, have had a profound impact
on economic structures and politica thinking
in the region. Now that the adjustment and
recesson stage is over, the new chdlenge is
to consolidate economic growth and achieve
greater equity. In the phase now beginning,
the region's integration into the world
economy is taking on a new impetus. Of key
importance are the redructuring of the
agriculture sector, and new opportunities for
agriculturd trade.

However, in the rural communities of Latin
America and the Caribbean poverty is a
mgor socid and politicd chdlenge. Its
ramifications include rurd violence, the
production and marketing of illega crops,
and insecure land tenure. In most of the
countries of the region extreme poverty is
concentrated in rurd aress and the 1990s
have not seen mgjor changes in rurd poverty
which ill afflicts close to 78 million people.
The rurd poor account for over 60 percent of
the poor in Mexico, Centra America and the
Andean countries. Approximately two-thirds
of the rura population living in poverty are
smdl-scale farmers, and the rest are landless
laborers. Half of the rurd poor have limited
access to the productive resources needed to
generate adequate agricultural incomes, and
projections suggest that this group will grow
faster than those rural poor who do have such
access. Moreover, there is a drong
correlation between poverty and ethnicity:
one quater of the populaion living in
extreme poverty are indigenous people.

This dtuation highlights the need to move
towad a new regiond consensus that
refocuses rurd policy, especidly considering
that after fifteen years of adjustment the
results indicate persstently high levels of
poverty and worsening inequality in income
digtribution. Achieving satisfactory results in

SUMMARY

reducing poverty requires complementing the
macroeconomic policy framework with socia
drategies to achieve structural changes in the
development of human capitd and in the
quaity of life of rurd populations. The
strategy for rural poverty reduction recently
developed by the Bank takes efficiency and
equity into account while incorporating a
geographica approach that takes into account
multisectora factors and includes differentia
elements based on the driking diversity of
rurd life in Latin America and the Caribbean.
This long-term strategy seeks solutions to such
chalenges and dresses the fact that
approximately haf the rural population living
in poverty have few agricultura options for
overcoming it. There are a vaiey of
aternatives for deding with the redity and
diverse manifestations of rurd poverty:
productive agriculturd activities (for those
rural dwellers having development potentia in
this area), nonagricultural rura activities
(tourism,  industry,  handicrafts,  etc),
divergfication of sources of income through
off-farm activities and traditiona migration to
urban areas, socia networks for those
segments of the population that are not able to
migrate nor to be employed in. These options
for reducing rurd poverty exist in a context
where the agricultural sector is ill the main
income source and, as aresult, its development
affects efforts to reduce poverty.

Hence, as a complement to the Strategy for
rural poverty reduction, this document looks at
development options for the agriculture sector,
which is especidly important to smal and
medium-sized farmers. The potentialy centra
role of agriculture for achieving greater
efficiency, equity and sustainability is being
rediscovered. Clearly, the 1990s have seen a
shift from the old paradigm of protected
agriculture in a closed economy with excessive
State intervention, limited to primary
production and with precarious linkages
among economic agents, to an agricultural
sector in tune with macroeconomic policy,
focused on competitive advantages, expanding



into ancillary services, verticdly and
regiondly integrated, and focused more and
more on development poles. These facts are
increasingly reflected in the activities of
countries and internationa organizations.
Examples of this are the new emphass
placed on the rura sector by the IDB and the
World Bank, and the impact of Vison 2020
for food, agriculture and the environment,
developed by the Internationad Food Policy
Research Ingtitute (IFPRI), and the World
Food Summit organized in 1996 by the
United Nations Food and Agriculture
Organization (FAO).

The agriculture sector as defined in this
document encompasses crop farming,
livestock, forestry production, fisheries, plant
fiber cultivation, and agroindustry. Although
the document emphasizes the firs two of
these subsectors (crop farming and
livestock), it is important to keep in mind the
sector as a whole and its linkages with other
parts of the economy, especidly the rura
environment space of which it is a part. It is
precisely in this environment space where
severa sectors come together, including, for
example, infragtructure, energy, finance,
telecommunications, water, education and
hedth. It is important to note that this
document complements several Bank actions
and drategies by linking agricultura
development with growth, poverty reduction
and the sustainable use of natural resources.

It is widely agreed that the integrated
development of the sector makes it feasble
to: (i) meet growing worldwide nutritiona
requirements; (ii) bring down rea food prices
(of paticular benefit to the poorest
consumers, both urban and rura, who spend
most of their income on food); (iii) forge
important economic linkeges in chans of
production, both backward (industries
producing seeds, fertilizers and machinery,
and forward (processing, marketing and
trangport); (iv) increase employment and
income (with a consequent impact on
poverty reduction); and (v) through
productivity increases (provided these are
brought about in a sustainable way), ease

pressures on land use, especidly in margina
areas, with potentially positive results for the
environment.

In the Eighth Replenishment, the Bank
receved a clear mandate to promote and
finance programs and projects to modernize
agriculture, dthough the decision, as it stood,
would need reinforcing to fully encompass the
agriculture sector. Fulfillment of this mandate
would mean restoring the leve of funding
formerly provided to the sector (following the
dradtic cutbacks that have taken place since the
mid-1980s), and the establishment of an
indtitutiona strategy that includes a vision for
the sector’s future and clearly pinpoints the
bottlenecks hindering its development.

This process can be guided by the information
collected in recent years by research bodies
and the experience gained by the Bank, which
leed to the following conclusons: (i)
agriculture plays a central role in economic
growth; (ii) economic policies that are not
biased agangt primay production are
important; (iii) public and private investment
in infrastructure, technica development and
credit, which are essential for modernizing
production and improving competitiveness are
needed; and (iv) the role of private enterprise
in the sector’s performance, in the provision of
sarvices and in coordination with the rest of the
economy isincreasing.

Rapid globd and regiond changes have
produced a new economic and ingtitutiona
context, in which the agriculture sector in Latin
America is of increesng Sgnificance.
Improved conditions for internationa markets
resulting from GATT/WTO agreements, and
sructural factors in world food supply, are
opening up new opportunities for Latin
America to incresse its share of internationa
trade in food and forestry products. The
extraordinary wedlth of the region’s natural
agricultural  resources and its improved
macroeconomic Stuation achieved over the
past decade are dso factors. As a result of
these changes, more technicaly advanced
forms of agriculture tha are more tightly
integrated with agroindustry and more strongly



oriented toward the international market are

beginning to emerge in some regions. These
changes are necessxy to achieve grester
productive specidization and improved
economic efficiency. At the same time, the
existence of very significant levels of rura
poverty, and the fragility of certan
ecologicd systems, make it necessary to
focus on opportunities for enhancing the
competitiveness of the agriculture sector,
within a framework of equity and
sugtainability.

To thisend careful andysis of the Situation in
each country is essentid for defining policy
tools or investment programs to consolidate
the changes that have dready taken place.
However, quadity of these tools and programs
need to be improved and the benefits of
change must be more equitably distributed
among al socid sectors rdaed to the
agriculture sector. The Bank can have avery
important part to play in this process, in
mutually reinforcing areas, such as
agriculture development, urban and rura
poverty reduction and the sustainable use of
natural resources.

The challenge now isto move from strategies
to actions, identifying  investment
opportunities that generate a multiplier effect
by attracting grester public and private
investment nationdly. In this respect, certain
investment areas are of particular interest to
the Bank. These aress are andyzed in detail
in the document and only mentioned here:

(i) Consolidation of public policy
reforms to ensure the reduction (or
elimination) of digtortions in
markets and international price
sgnals, together  with  the
withdrawal of the public sector
from productive and commercial
activities (parastatal firms), and
temporary support for transition
programs, with  compensatory
measures for low-income producers
and consumers who are negatively
affected by policy reform,
productive support to small

(if)

(i)

(iv)

v)

(i)

farmers, development of new market
instruments and backing for the
private sector (especidly
sirengthening the capacity of the
small and medium-sized enterprises
and producers) in order to channel
investment to coordinate and
reinforce agriculture chains;

Modernization and reform of the
Sate and the development of new
market instruments, including a
review of the functions of ministries
of agriculture and rura development;
strengthening of basic services for
the sector (technological
development, plant protection and
anima hedlth, sectoral statistics and
market data, and support for trade
negotiations);

Development of land markets by
strengthening the legal framework
and organizing cadastres to promote
more transparent land markets, the
titing and promotion of short-,
medium- and long-term leasing of
rura land, and broader access to
land;

Development of financial markets to
facilitate the long-term investments
that are essentia for productive
diversification and modernization;

Sustainable use of natural resources,
including management of natural
forests and comprehensive
decentralized watershed
management; and of publicly-owned
agricultural natural resources
including soil and water; and

Strengthening of human resources
and the development of rural
infrastructure for production and to
improve the quality of life in rura
areas.

This strategy aims to facilitate the preparation
of loan and technical cooperation programs,



improving their quaity, and building
consensus within the Bank and in the region
on the criticad issues for sudtainable
development in the sector. It comprises an
integrated multisector approach including
actions and instruments to complement mgjor
aress of the Bank’s work; essentidly, these
are the environment and natural resources,
poverty reduction and the search for greater
socid  equity, the deveopment of
infrastructure and financiad markets, and
modernization and reform of the State.
Application of these strategic elements and
criteria will require a systematic effort,
subject to periodic revison, in the
formulation and review of operationa
insruments and financing facilities. The
work would be done at the countries' request
and would proceed on the basis of diaogues
with governments and proposas from
national technical offices and the Bank's
Regiona Departments. The Bank’s priorities
for action in the sector, which are identified
in this document, are intended to guide the
ingtitution’s resource alocation over the next
ten years. Which judtifies a review of both
the Bank’s agricultural policy adopted in
1982 (OP-721) and its rurd development
policy adopted in 1984 (OP-752).

The action plan proposed in this document
highlights certain dements for strengthening
the Bank’s operations in order to implement
effectively and efficiently the central ideas
presented in the paper. This would comprise:
(i) drawing up programs within the
framework of sectord drategies a the
country level, focusing on the rura economy
as awhole; (ii) placing a mgor emphasis on
preparation, follow-up and evauation of
invessment projects;, and (iii) mobilizing
resources for regiond integration.

In addition, the following measures would be
needed to provide initid support in
implementing the strategy: () publicize the
proposed initiatives through  different
activities at the national and regiond levels,
with the am of adapting criteria to
subregiona  and national redities and
simulating demand for rural and agriculture

programs, (ii) strengthen internd technica
capacity for monitoring and implementation of
the proposed actions, and reinforce existing
working alliances with specidized technica
agencies (FAO, I1ICA, ECLAC, IFPRI,
ISNAR, IFAD, USDA and the World Bank);
(iif) conduct technica studies (modernization
of public sector agriculturd organizations, role
of biotechnology in agriculture development
and rurd poverty reduction, impacts of
agriculturd trade liberdization and indicators
of agricultura sustainability) in order to better
define the proposed financing instruments; and
(iv) prepare an annud report on the Bank’s
activitiesin the rural and agriculture sector asa
whole, beginning at the end next year.

Depending on the demands and circumstances
of each dtuation, implementation of the
drategy will require activities to be
srengthened a various leves, including
programming missions and country studies and
drategies, subregiond and nationa  sector
srategies in the Bank’s Regiona Departments,
and the concrete identification of financing
mechanisms in each program (from the Bank,
the Inter-American Investment Corporation,
and various funds, in particular the Multilatera
Investment Fund). Assuming that the project
portfolio displays moderate growth over the
next five years (between 5% and 10% per
year), in response to increased demand for
financing for rurd and agriculture programs,
then implementing the proposed actions would
mean a rise in cods due to the increased
number of operations to be prepared and the
application of the aforementioned initia
support actions for gtrategy implementation.
This investment can be estimated as equivalent
to the cost of between three and five additiona
daff per year, depending on the leve of the
project portfolio of each of the Regiona
Departments. The resources would be assigned
in accordance with specific needs, but would
not necessarily mean creating new pogts. This
is certainly a smdl cost compared with the
expected benefits of a gradud but sustainable
development of the sector. It is aso anticipated
that pat of the additiona technicd work
derived from greater demand from the
countries can be undertaken through working



agreements  with  specidized technicd
agencies.

Success in implementing this strategy and the
monitoring system to measure it will be
based on three eements: (i) annua growth in
the project portfolio (number of projects and
financing totals); (ii) the qudity of the
programs measured by the results of
technicd evauations, and (iii) progress
reports and budgetary adjustments in the
Annua Report on the Rura and Agriculture
Sector to be produced from the year 2000
onwards. The priority invessment areas and
the action plan for this Strategy should be
updated in 2005, and the strategy as awhole
should be reviewed beginning in 2010.

The agriculture sector in Latin America and
the Caibbean has a promisng future
however, there are significant challenges to be
overcome. As the main financing agency in the
region, the Bank can play a fundamentd role
by supporting countries in the modernization
and development of the sector. A proactive
policy to mobilize funds for drategic
investments, systematic policy review through
dialogue and dissemination of ideas and best
practices, and the development of programs
combining economic reforms, inditutional
drengthening and investment projects in
priority areas would have a fundamenta
impact on the region's economic and social
development. Thisisthe ingtitutiona challenge
for the coming decade.



Table 1. Summary of Priority I nvestments, Objectivesand Key Activitiesfor Agriculture and Rural Development

Priority area

Objectives

Activities

Consolidation of
economic reform
programsand
transtion
support

Macroeconomic stability and fiscal
balance

Economic growth in the sector aswell as
the overal economy

Consolidation of sectord reforms
Rural poverty reduction

Temporary support for restructuring the
subsectors

Support for highly indebted countries to restructure their debt, reduce the fiscal
deficit and improve macroeconomic management capacity.

Temporary compensatory measures for producers and consumers affected by
economic liberalization, including transfer of resources, food aid and productive
support to small producers

Development of new market instruments (risk management, future markets,
stock financing, agriculture trade boards)

Support for private sector enterprisesto channel resourcesto agriculture

Statereform and
servicesfor the
agricultural
sector

Definition of agricultural and rural
development policiesand strategies

Increase in sector competitiveness and
modernization

Gresater efficiency in public servicesfor
the sector, complementarity with the
privatesector.

Decentralization and diversification of
government activities

Strengthening of nationd innovation
systems

Consolidation of national systems of
animal and plant health for the
prevention, control and eradication of
pests and diseases

Development of input and product
markets

Reform of the mandate and organization of agriculture and rural development
ministries

Formulation of appropriate policies and servicesto promote technological
development and animal and plant health, to protect the health of the population
and facilitate exports

Strengthening of public sector research; encouraging participation by producers,
enterprises, nongovernmental organizations and universitiesin technological
development and collaborative research, via competitive funds

Market information and export promotion (including modernization and
privatization of port facilities)

Technical support to improve capacity to negotiate international trade
agreements

Strengthening of the capacity of the medium-sized business sector and organized
producer groupsto produce and export quality products

Development of
financial and
capital markets
and risk
management

Expansion of sustainable and low-cost
financial servicesinrura areasreliable

Regulatory and ingtitutional reform to reduce transaction costs and informality
Support for the private banking system to encourage it to expand into rura aress

Support for emerging financid institutions (saving and loan cooperatives, NGOs,
rural banks) engaged in providing financid servicesto the rurd community

Promotion of linkages between formal and informal credit institutions

Promoation of loansto rural microenterprises and the use of nontraditional
technologies for implementing systems of collateral to broaden coverage

Vi




Priority area

Objectives

Activities

Development of

Improvements in the efficiency of land

Modernization of cadastre, registration and titling of rural properties

land markets markets
Support for government efforts to facilitate the purchase of land by small-scale
Regularization of land tenure, of rural producers or to consolidate and emancipate traditional agrarian reform projects
properties
Promotion of short-, medium- and long-term rurd land leasing, enabling the
negotiation and sale of lease deeds and facilitating their use as bank collatera
Sustainableuse Conservation and rational use of natural Refurbishment and improved operation and administration of irrigation systems
of natural resources and ingtitutional strengthening to improve the integrated management of water
r esour ces resources

More efficient use of water resources

Integrated watershed management

Granting of water property rights to users and user associationsto stimulate
private investment and the development of small-scaleirrigation projects or
projectsfor refurbishing irrigation systems at the level of private users
Promotion of the use of appropriate farming and livestock management practices
Reforestation practicesin high watershed areas

Development of community capacity for action and investment in the sustainable
use of natural resources

Development of
human resources
and rural
infrastructurefor
production and
improvementsin
thequality of life
inrural areas

Promote productive employment in poor
rural areas

Reduction of rural poverty
Development of therural economy

Integrate margina areasinto national
development

Decentralization of government activities

Expand opportunities for productive
agricultural and nonagricultural
development in rura areas

Devel opment of the technical and
managerial capacity of public and private
agents

Training to improve labor market participation in rura and urban areas

Expand public health and primary and secondary education servicesin rural
aress

Develop capacity for organized action by farmers groups
Develop manageria capacity in the medium-scal e agribusiness sector

Strengthening of rural municipalities and communitiesto carry out public
investments, and promotion of private productive activity

Investment in communication routes (rura roads, highways, railways, navigable
canals, dectrification rural markets)

vii




[. INTRODUCTION

Agriculture has been of major importance in
the economic development of Latin
America® Because of rich natural resources
and, in some countries, the absence of other
sources of wedth the sector has played a
central role in the development of today’s
modern societies. Agriculture production
dill accounts for more than 25% of gross
regional product (IFPRI 1995) and over 40%
of exports (Pifieiro and Trigo 1996); in some
countries such as Argentina, Colombia,
Costa Rica, Haiti, Guyana, Nicaragua and
Paraguay, one or both of these indicators are
considerably higher.

However, rural poverty isamagjor social and
political challenge for the countries of the
region, and has ramifications in rura
violence, the production and sde of illicit
crops, and insecure land tenure. Rurd
poverty has changed little in most countries
during the 1990s, and it till affects close to
78 million people; extreme poverty aso
tends to be concentrated in rura aress. This
Situation coexists with other trends affecting
rurd life in the region. These include
integration and competitiveness, the new
role of the State, an emphads is on the
environment, and the relationship between
gender, ethnicity and poverty. The Bank’s
strategy for rural poverty reduction (IDB
1998a) focuses specifically on meeting those
challenges and stresses that about haf the
population living in poverty have very few
agricultura options for overcoming it.

Rura poverty in the region is concentrated
mostly among small-scale producers with
very limited agricultura potentia and

1 For the purposes of this document, the

“agricultural  sector” includes crops, livestock,
forestry, fishing, plant fiber cultivation and the
agrifood industry. Although the paper concentrates
basically on crop farming and livestock, links are
established with the other subsectors mentioned
above, especialy the agrifood industry in relation
to competitiveness and trade.

landless persons. Some  smdl-scae
producers lack of access to land of sufficient
quality and quantity to generate the incomes
or products needed for ensuring the surviva
of the family and its development as a
productive unit. Where access to land is not
feasible, other  income  generating
aternatives may exist. These include: (i) the
creation of nonagricultural rural
employment  sources, through public
investment and incentives to attract private
investment in tourism and related services,
fisheries, and agroprocessing industries; (ii)
fostering small enterprises or  sdf-
employment in nonagricultural activity in
trade, handicrafts and  smal-scale
manufacturing; and (iii) providing training
to enable poor persons living in rural areas
(women, men or young people) to enter the
urban or rura labor market with greater
skills. Such options exist in addition to
traditional migration to urban areas, socia
safety nets for those who cannot migrate or
find  employment, and  productive
agricultural  activities (for smadl-scae
producers with the potential for such
development).

As a complement to the rura poverty
reduction strategy mentioned above, this
document focuses on options for agricultural
development, in recognition of the vita role
this sector has to play, directly or indirectly,
in rura aress. The Bank has played a mgjor
part in the development of the sector: in
recent decades, among other things, it has
financed projects to develop irrigation
infrastructure, roads, credit and rurd
development programs, and support for
technology generation and transfer. During
the 1990s, international support for
agricultural development has weakened, as
can be seen in declines in financing for the
Consultative  Group on  Internationa
Agricultura Research (CGIAR) and other
research agencies and programs, and in the
reduction in tota funds dlocated to



agricultura projects by both the IDB and
the World Bank.

This neglect of the agricultural sector is
disturbing given the extent of rura poverty,
and the opportunities that arise from changes
in agricultura policy taking place in more
developed countries, and trade liberaization
trends. These shifts offer better prospects for
the countries of the region to make efficient
use of their natural resources by actively
participating in trade in foodstuffs, and
forestry and fish products. As a result,
agricultural production has the potential to
be a key component in a new economic and
socid development drategy in most
countries of the region. This strategy must
incorporate a broad and modern notion of a
high-productivity sector based on the correct
use of available technology, and in which
primary production links with agribusiness
to capture the value-added resulting from the
industrialization of production. This new
development model must be economically
efficient as well as environmentally, socialy
and economically efficient.

Implementing such a strategy implies major
efforts both from a technological point of
view and in terms of human resources
training and investment. The Bank can play
an important role by collaborating with the
countries of the region to generate ideas and
proposals, mobilize financial resources and
coordinate  regiond and  subregional
initiatives to reinforce and complement the
individual efforts of each country. This
paper presents the central elements of the
Bank’s working strategy, based on a vision
of a modern agricultural sector that is
adapted to the new conditions that
characterize the region. The sector is
visudized as a system that encompasses
production and natural resources, together
with the population that makes its living
from this economic activity. This makes it
possible to anadyze agriculture with due
regard for its important  potentia
contribution to solving the problems of rura
poverty in Latin America (more than haf of
al small-scale peasant farmers in the region

have agricultural options to escape ther
current conditions of poverty) and the need
to conserve natural resources.

This document identifies priorities for Bank
action in the sector to guide the allocation of
resources in support of the drategic
elements and objectives it describes. The
paper aims to facilitate the preparation of
loans and technical cooperation programs
and to improve their quality, building
consensus both with in the Bank and in the
region on critical issues for sustainable
development of the sector. The proposed
strategy presents an integrated approach
including actions and instruments that are
complementary to various other areas of
Bank interest, in particular; poverty
reduction and improving sociad equity,
sustainable use of natural resource,
development of infrastructure and financia
markets, and the modernization and reform
of the State.

The drategic elements proposed focus
attention on food and agriculture as a key
productive sector in the region. The paper
dravs on experiences in designing and
carrying out projects financed by the Bank
(and by other development agencies) to
define options that complement other Bank
strategies, particularly those relating to rural
poverty reduction (IDB 1998a) and rura
financing (IDB 1999). Depending on the
needs of each country, some of the options
proposed  could, with  appropriate
modifications, be used to define an
agricultural development agenda on a case-
by-case basis.

The Bank’s current operational policy in the
agricultural  sector was approved by the
Board of Executive Directors in 1982 (OP-
721, document GP-106-3). In recognition of
the sector’s great productive potential, this
policy sought to encourage borrowing
countries to pay more attention to its
development, with the goal of “achieving an
overdl improvement in the food system”.
Although the policy focused on topics that
are dill priorities, such as enhancing



productivity and promoting sound land and

water use, the document reviews the
regiona agriculture situation at the end of
the 1970s and sets out a financing strategy
whose ams generdly relate to the problems
of a stagnated agricultural sector, where
priority was given to food crops for the
satisfaction of domestic demand and import
substitution. Moreover, in 1984, in order to
improve rural production, employment and
incomes, the Board of Executive Directors
agpproved the Bank’s rura development
policy (OP-752, document GP-108-3)
promoting the financing of productive
strategies based on integrated rura
development projects. Although some of the
aims of these polices have not changed over
the past two decades, their design (in the late
1970s) place agriculture in a subsdiary role
in the sense that any revitaization of the
sector would be subordinated to the interests
of other sectors of the economy. This
strategy takes into account the scope of the
1982 agricultural policy, viewing the sector
as a dynamic one that, together with
agroindustry, has the potential to become a
mainstay of economic growth in a
framework of equity and environmental
sustainability.

The conceptua difference between this
strategy and the 1982 policy reflects events
that have occurred in the region over the
past two decades, starting with the crisis of
1982 (the year in which the Bank's
agricultural  policy was approved), the
adjustment and recession of the 1980s and
1990s and the emergence of dternative
economic thinking based on growth and
equity. These characteristics merit a review
of both the Bank’s agricultura policy (OP-
721) and its rura development policy (OP-
752).

Internationl and regionad  economic
changes, lessons learned about the
modernization of the sector and the Bank’s
experience during the past 10 years are the
basis for a new approach to the sector which
is discussed in the next Chapter.



[I. OVERVIEW OF THE SECTOR

From the 1960s onwards, under the impetus
of the green revolution, agriculturad
production in Latin America grew strongly
and dgnificantly, with annua growth rates
averaging about 3% during the 1960-1994
period. This, in turn, contributed to a limited
increase in per copita food availability.
However, up to the mid-1980s these increases
varied by country and product, depending on
the economic policy implemented, the
avalability of land and technology and
market conditionsin each case’

The crigis of the 1980s set in motion a harsh
process of adjustment and economic reform
accompanied by a deep recesson. However,
the performance of the agricultura sector was
satisfactory during that decade, maintaining a
growth rate of over 2%, which underlines its
capacity to contribute to the economy as a
whole even in times of recesson (Pomareda
et a. 1989). Agricultural export volumes grew
sgnificantly during that decade (by about 3%
per year), despite a deterioration in the terms
of trade that affected the overdl profitability
of agricultural production. Latin America is
the world's drongest region in terms of
exportable surpluses and the most dependent
on such exports for its trade balance (Pifieiro
and Trigo 1996). The favorable conditions for
agricultural trade expected in the coming
decade will provide a chance for the region to
increese its share of trade and recover the

2 Aggregate growth at the regional level was no
different from what happened in other parts of the
world -a significant fact considering that the
countries of the region in genera implemented
economic policies with an anti-agrarian bias during
this period. These policies included overvalued
exchange rates, positive protection of industries,
restrictions on agricultural exports and controls on
food prices. Seede Janvry et a. (1997) for arecent
analysis of new trade policy directions, input and
product markets, land markets, technology and
irrigation in the region.

levels reached in the early twentieth century.?
Production estimates for 2020 (Pinstrup-
Andersen  1998) suggest growth in
agricultural output for the region as a whole
on the order of 2.3%, somewhat less than the
2.9% experienced during the 1970-1990
period (average annud growth was 3.5% in
the 1970s, 2% in the 1980s and 3% in the
1990s). This growth of output will lead to an
increase in per cepita calorie intake from
2,690 cdories in 1990 to 3,000 cdories in
2020, and a reduction in the percentage of
undernourished people from 13% to 5% over
the same period.

This highlights the importance and urgency of
paying specia attention to the sector in order
to exploit the comparative advantages
provided by the region’s wedlth in natural
resources, increesing domestic demand and
favorable internationa conditions, especidly
in light of future food demand (McCdla
1994). Reducing imports of deficit products
while increasing exports of those in which the
region has comparative advantages emerges
as an important principle in the economic
development drategy. The expansion of the
agriculture sector will have agloba impact on
economic growth, food security and
employment, of grest significance for the
future of the region.

21 The Economic and  Social
I mportance Agriculture

Gross agricultural product (GAP) has grown
more dowly than the overdl regiond
economy in recent decades (annua growth of

3 Although the region's agricultural exports

exceeded imports during 1987-1995, imports
accounted for arising percentage of exports (from
33% in 1987 to 50% in 1995, ECLAC 1997). The
slowdown in trade in 1998 as a result of the
economic crisis in Asia, Russia and Brazil, and
sharp downturns in the prices of basic products
(IDB 1998f) will probably have a negative short-
run effect on regional agricultural exports.



2.7% in the 1970-1995 period compared to
3.3% for the economy as a whole) as
economies have diverdfied, and the output
and consumption of other goods and services
have grown faster than agriculture. This
explains the reduction in the sector’s share of
regiona product from 15% in the late 1960s
to bdow 10% in the 1990s (Reca and
Echeverria 1998). Table 2 shows the GAP
trend in relation to the tota over the past two
decades, dong with its current weight in the
region. In generd, athough the regiond GAP

does not exceed 10% of the totd, its share has
not decreased over the past 20 years, whereas
it has declined in the United States and
Canada. Three countries - Brazil, Mexico and
Argentina - account for 70% of tota GAP in
Latin America, equivdent approximately to
that of the United States and Canada
combined (US$145 billion). Also noteworthy
is the sector’s large share of tota output in
Centrd America, Guyana, Haiti and
Paraguay.

TABLE 2. ECONOMIC IMPORTANCE OF THE AGRICULTURAL SECTOR INTHE AMERICAS, 1975-1996

Grossagricultural product (% of total GP) (US%/r?jwﬁﬁons)

1975 1980 1985 1990 1996 1996
Caribbean
Barbados 13.3 6.8 6.4 4.6 43 85
Guyana 16.5 34.0 37.6 336 35.8 252
Haiti 452 329 328 33.2 36.6 785
Jamaica 7.3 75 8.0 6.5 8.7 513
Dominican Republic 175 17.1 17.8 14.6 14.0 1,848
Surinam - 9.1 10.5 10.2 111 63
Trinidad and Tobago 38 20 18 25 25 143
Mexico 9.6 83 8.6 7.8 7.4 24,823
Central America
Belize - 21.0 213 18.3 20.3 123
CostaRica 212 14.6 15.6 15.8 154 1,390
El Salvador 25.2 19.0 18.6 171 13.6 1,410
Guatemala 28.0 248 259 259 24.1 3,798
Honduras 29.3 194 19.6 20.0 19.8 811
Nicaragua 234 284 30.2 31.0 337 672
Andean Region
Colombia 252 17.4 16.5 16.2 14.2 12,174
Ecuador 230 10.5 10.9 134 13.0 2,471
Peru 13.2 52 6.2 7.3 7.2 4,403
Venezuela 6.7 49 57 54 49 3,450
Southern Region
Argentina 11.9 6.4 7.7 8.1 6.7 19,692
Bolivia 175 13.2 16.3 154 117 844
Brazil 8.3 6.2 7.1 6.8 7.2 55,898
Chile 9.8 6.5 8.0 8.8 7.6 5,468
Paraguay 34.7 25.0 26.9 27.8 26.9 2,594
Uruguay 15.2 115 13.2 113 121 2,314
Latin America and the 11.3 7.7 84 83 8.0 146,695
Caribbean
United States 33 24 20 19 17 129,842
Canada 4.1 3.8 2.8 2.4 2.3 13,165

Source: IDB (Economic and Social Progress Reports, various years), U.S. Department of Commerce, Canadian Agriculture

Library.




It should be noted that the gross agricultura
product accounts for only a fraction (primary
production) of the sector’s importance in the
broader economy. The sector's importance
increases ggnificantly when one considers
that primary production has linkages with
industrial  processng and manufacturing
activities, and with related transport and
marketing services and foreign trade. These
activities may generate increases four times
greater than the value of agricultura output
adone (IFPRI 1995) For example, in Chile,
Argentina, Brazil and Mexico, the GAP (less
than 10% of total) rises to 30% when related
manufacturing and services are taken into
account, and to 40% when the whole
agriculture sector is included (Pryor and Holt
1998).*

The traditional historica tendency for the
relative sze of the agriculture sector to
decline as the economy grows (Figure 1)
should not be taken to mean that its role
should be reduced so as to “attain” the low
percentages seen in more developed
economies, rather, it demonstrates the need to
develop the sector in order to contribute to the
growth of the economy. It should dso be
remembered that for most countries in the
region agricultura growth is essential for
economic growth (Figure 2).

The sector's importance increases further
when socid (rural poverty) and environmental

*  The primary agricultural sector in Uruguay

currently accounts for just 12% of GDP and is a
direct source of work for 150,000 people;
however, when the different agroindustrial
linkages are taken into account, employment rises
to over 225,000 people. Moreover, 50% of
industrial product is generated by manufacturing
enterprises of agricultural origin, and agricultural
products and industrial products of agricultural
origin together accounted for over 80% of the
country’s total exports in 1996, or nearly
US$2billion (El Pais 1998). If one adds to these
figures backward linkages (manufactures,
agroindustries, exports) and forward linkages to
the production of agricultural inputs, the economic
weight of the sector increases still further.

aspects (sustainable use and conservation of
natura resources), and their linkages (for
example, the inequities that exist in regions
with abundant natural resources (IDB 1998f)
are taken into account). In the pagt, the narrow
view of the sector in many cases has had
politica effects that in one way or another
have assgned it a margind importance.
However, the sector's centrd role in
achieving greater efficiency, equity and
sudtainability is, to some extent, being
rediscovered. The 1990s clearly define a
paradigm shift - away from the old protected
agriculture that operates in a closed economy
with excessve gate intervention in product
and input markets. This was limited to
primary production with precarious links
between economic agents and had a bimodal
dructure involving a large number of
smalholders (minifundistas) with very little
agricultura potential coexisting  with
commercia agriculture. The new paradigm
sees an agriculture sector that is in tune with
macroeconomic  policy and focused on
competitive advantages, the sector extends
into ancillaay marketing and transport
savices, it is veticdly and regiondly
integrated, and has a greater concern for rural
poverty reduction and the sustainable use of
resources (Gordillo 1994).



This new paradigm is sarting to be built into

the priorities of internationa organizations,
reflecting the concerns of the internationa
community. Examples of this are the new
importance attached to the rurd sector
(broadly defined) by the IDB and the World
Bank, and the attention received by Vision

2020 for food, agriculture and the
environment developed by the Internationa
Food Policy Research Ingtitute (IFPRI) and by
the World Food Summit on food security
organized by the Food and Agriculture
Organization of the United Nations (FAO) in
1996.°

° A recent survey (I1CA 1997) shows that thereis
aregional consensus on the characteristics of the
sector in the coming years. These include
integration in free-trade blocs (including FTAA
2005 and subregiona integration agreements);
significant impact from standards approved at
supranational levels (including WTO, UPI, Codex
Alimentarius, OIE, IPPC, UPQV); a more active
role for the private sector; the burgeoning role of
technology and high demand for technical and
managerial information; greater diversification,
flexibility and quality of production to cater to
changing consumption patterns; greater integration
in agricultural chains, increasing use of
environmentally sustainable production
techniques, greater demand for skilled human
resources, and the persistence of regional
inequalities and the prevalence of rural poverty.



Figurel: Relative Weight of the Agricultural Sector

in Total Gross Product, 1996
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Figure2: Relation Between Agricultural Growth and
Total Economic Growth, 1990-97
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2.2 Structure  of Production and

Opportunities for Expanding Agricultural
Trade

Crop farming accounts for 60% of (primary)
agriculturd  production in the region; its
growth rate has falen in the pagt 25 years,
whereas livestock production has gone up
during the same period. Output of oil seeds,
sugar cane, fruits and vegetables, and poultry
and pork has grown considerably recently, as
a result of the consolidation of the trend
toward the concentration of agricultural
activity in the region’s larger countries. The
productive sructure of the sector and the
productivity of land and labor varies greetly
between regions and among the different
countries. As for foreign trade, the regiona
net pogtive balance (US$21 billion in 1995)
has dropped from a ratio of US$3.2 of
agriculturd export vaue for each dollar of
imports in the late 1960s to below US$2 in
the 1990s. The compostion of exports has
aso undergone significant changes over the
same period, with fruit and vegetables (30%
of the total) attaining higher vaues than
coffee (26%) and oil seeds (20%) (Reca and
Echeverria 1998).

The growth of population and incomes
worldwide is causing a considerable increase
in demand for agriculturd products. The
globdization and trade liberdization that have
characterized the past decade are cregting a
new framework for Latin Americas
agriculturad  exports. The Uruguay Round
accords, together with changes in agricultura
policy in the United States and the European
Union, will lead to more open markets and
less competition from subsidized products on
the international market® In addition to this, a

® However, the distortions to trade in foodstuffs
caused by policies in more industrialized countries
are dtill significant, particularly involving
production and export subsidies, purchase, storage
and marketing undertaken by governments,
licensing requirements, tariffs and quotas, and
complex customs procedures that include sanitary
restrictions with no technical basis (M. Figueres
1998).

series of structura factors has begun to cause
dower increases in  per-hectare  yidds
worldwide, with negative implications for
globa food supply. In the mid-1980s, per-
capita food production stabilized after two
decades of rapid growth (FAO Agrogtat). This
stabilization is expected to continue or even
intengfy in the coming decade, owing to the
exhaugtion of the impact of the green
revolution on yidds’ the progressve
depletion of irrigation water and ocean fish
docks, and the dat of productive
restructuring in the European Union and, to a
lesser extent, the United States in the wake of
the GATT accords. The consequences of this
scenario for Latin America are considerable:
between 1960 and 1993, the terms of trade for
countries  exporting food commodities
deteriorated significantly, negatively affecting
their productive capacity. Price projections
suggest a dabilization of price leves
somewha above those for the 1990-1993
period, when they reached their lowest point
(IFPRI 1995). These conditions will dlow the
countries of the region with exportable
baances and sufficient competitiveness to
increase their internationa market share.

These new opportunities in the internationa
market highlight the need to initiate actions to
improve the international competitiveness of
agriculturd production  through  the
incorporation of technology, investments in
transport and communications infrastructure,
the establishment of nationd food safety
systems, and training and development of
human resources. In addition, a strategy based
on gregter participation in internationd trade
requires market data, active export promotion
and drengthened regiond integration. This
will improve the bargaining power of each of
the regions with respect to other countries and
regionad blocs, leading to more favorable
trading conditions. In this context, economic
complementarity  agreements,  productive
Soecidization, and  collaboration  in
technological development are important

" Indices of the growth of agricultural production
in more devel oped countries have declined notably
since the 1980s (IFPRI 1995).



elements of a common strategy among the
countries of each region.

23 Lessons Learned on Modernization
of the Sector

Vauable experience has been ganed in
recent years about agricultura and rura
devdopment and their relationship with
economic development. Some of these
lessons are summarized in the following
paragraphs, as a sarting point for identifying
areas of work and for building an action
drategy.®

Growth in the agricultural sector is a
necessary condition for economic growth and
for reducing rural and urban poverty.
Agriculturd production and rura population
have declined (relative to total production and
population  respectively), as economic
development has proceeded. However, in
most countries the agricultural sector remains
an important source of employment for broad
segments of the population, particularly the
rural poor. Even in countries where the
sector’s contribution to the economy is less
than 5%, as is the case in several Caribbean
countries, it sill plays a key role in exports
and in supplying dynamic sectors such as
tourism. In short, it is difficult to initiate a
sustained development process unless it is
based on a robust and growing agricultura
sector.

Agricultural and nonagricultural
employment must becreated inrural areasin
order to reduce poverty. In addition, public
investment in basic infrastructure is needed to
improve production and the quality of life in
rural areas. Rura poverty continuesto be one
of the mgor chalenges for the region in both
relative and absolute terms. Programs to
dleviate rurd poverty have been rdatively
inefficient when not accompanied by an
economic policy framework that permits

8 see Schuh and Brandao (1992) for a complete
review of the literature on the theories, empirical
evidence and debates on agricultural for
development in Latin America over the past 50
years.

10

profitable  agriculture  production  with
privileged access to productive resources for
smdl producers with agricultura potentia, on
the one hand, and the fostering of
nonagricultural rurd activities, on the other.
The Bank’'s drategy for rura poverty
reduction (IDB 1998a) builds on these
concepts and proposes a series of gpecific
actions to promote the rural economy,
especidly as regards landless rurd dwellers
and gsmdl fames with vey limited
agricultura potential, focusing, for example,
on the development of rurd land markets and
micro- and smal-scae rurd enterprises,
together with the necessary investments in
education, hedlth and infrastructure.

An economic and inditutional context is
needed that promotes access to productive
resources for broad sectors of the population,
together with investment, and sustainable
management of resources. An agricultura
development Strategy requires the creation of
economic conditions that dlow for private
profitability —and  long-term  gtability.
Modernization processes have not been
successful  where countries have applied
economic policies with a strong bias againgt
the sector, even in cases where partia
subsidies were used to correct the distortions
introduced through rdative prices® In the
ingtitutiona domain, security of tenure and
the right to benefit from access to land are

° Historically, taxation of the sector, applied more
through discriminatory policies than direct taxes,
has resulted in slower growth in the sector and in
the economy as a whole. Developing countries
have traditionally taxed the agricultural sector,
whereas more developed countries have usually
subsidized it; as aresult, both have suffered losses
in economic efficiency. The agricultural sector
should neither bear a greater tax burden than other
sectors of the economy nor be more favorably
treated (Schiff and Valdés 1998). See the analysis
by Mundiak et al. (1989) on the negative effects of
such policies on the sector and the economy as a
whole; and the explanation given by Olson (1990)
on “use and protection” of agriculture in
developing and more developed countries
respectively, based on the different opportunities
for collective action.



crucia for encouraging investment and the
protection of naural resources. The
development of inditutions to provide
financia services (insurance, saving and
loans) which are timely, low-cost and
affordable by broad segments of the
population is dso necessary to invigorate and
improve living conditions in rura aress. The
development of public ingtitutions to facilitate
private sector growth and development is aso

necessay.

Trade liberalization should be accompanied

by productive investments and the
development of infrastructure and technology
to ensure greater economic efficiency and
improve the wel being of the rural
population. The deerioraion of the
agricultura terms of trade suffered by many
Latin American countries between 1960 and
1994 had a negative effect on the sector's
profitability and its capacity to invest and
modernize. This process was patly a
consequence of poor integration between
primary production and industry, which
prevented the use of market niches and
reduced negotiating capacity in internationa
markets. It was adso patly due to low
productivity and high production costs caused
by low levels of invesment in technology.
Hence, invesments in aeas competitive
advantages, not limited to primary goods are
of key importance. These should be linked to
agriculture to generate grester value-added
and strengthen multiplier effects in the rest of
the economy.

A devdopment drategy based on the
competitive modernization of agricultural
production requires an active process of
technological innovation. In past decades,
much of the expansion in food production in
the region was achieved by bringing new land
into production and through the ever greater
use of fertilizers and agrochemicals, which
had negative environmental consequences.
Horizonta expangion of this kind is becoming
increasingly difficult and undesirable because
less fertile and more erosion-prone lands need
protection and in many cases, a continued
expanson of the agriculturd frontier is not

1

possible without negative environmenta
consequences. Production growth must come
from higher yidds per hectare cultivated,
based on genetic improvements and grester
precison in the use of inputs. Technology-
intensve  development  requires  an
ingtitutional  framework that will endble
people to acquire the necessary  knowledge,
and a set of mechanisms and programs to
ensure ongoing training for those who will be
using the available technology. Both elements
require the active participation of the State in
financing and organization.

24 Bank Experiencein the Sector

The Bank has had an active and significant
portfolio of projects in the agricultura sector,
with a total volume of loans in excess of
US$16 billion (1961-1998, a constant prices).
Figure 3 shows the trend of financing for
agriculturd, rurd, forestry and fisheries
projects over the past four decades'® The
sgnificance of these figures in the 1970s and
1980s can be appreciated, as can the steep
reduction that began in the mid-1980s.

10 «Rural” is defined here in a narrow sense and

includes only rural development projects classified
under that category.



Figure3: Trend of IDB financing for theagricultural, rural, forestry
and fisheriessectors, 1961-1998
(constant US$ million at 1983 prices)
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Figure4: Percentage of IDB Financing Allocated to Agricultural, Rural,
Forestry and Fisheries Sectors, 1961-1998

‘Agriculture -
785% :

Fisheries
3.0%

Forestry
3.9%

14.6%

Source: SDS/ENV database




Figure5: 1DB Financing for the Agricultural Sector by Activity, 1961-1998 in the
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The agricultura sector accounts for
gpproximately 80% of the total volume of
Bank financing to the four areas mentioned
above (Figure 4, being credit and irrigation
the main components of total financing from
1961 to the end of 1998 (Figure 5).

Beginning in the mid-1980s there was a
dradtic reduction in the share of agriculture in
the world' sforeign aid programs, faling from
a maximum of US$19 bhillion in 1986 to
US$10 hillion in 1994 in red terms (FAO
1996)."* The Bank’s lending to the sector fell
by 50%, from an annua average of US$535
million in 1981-1985 to US$264 million
during 1996-1997; the sector’s relative share
in total operations declined from 24% of total
loans gpproved up to June 1981, to less than
2% of totd regular lending in 1998 (or 1%
when emergency lending for that year is
counted). This reduction in funding for

1 Similarly, subsidies to the sector (both direct
and indirect) from the European Union and the
United States continue to decline; in 1997 they
represented 30% of total value of output
(compared to over 40% in 1992-1994), and
amounted to nearly US$70 hillion in the EU and
US$23 billion in the USA (The Economist 1998).

internationd community generdly, to a
fundamental shift of orientation whereby
“traditional” projects have been superseded
by action in support of policy changes and
improvements in macroeconomic
management. In the Bank, the reduction in
financing has affected virtudly al types of
traditiona agricultural projects, such as
irrigation and drainage, livestock
devel opment, marketing and
commercidization and agroindustry (Figure
6). The most prominent example is provided
by loan programs, which declined from 62%
and 72% of the Bank’'s sector portfolio in
1980-1985 and 1986-1990, respectively, to
zero in the 1990s*?

12 The context in which these changes in

orientation occurred in most countries, whether
intentionally or as unintended results of
inappropriate macroeconomic management, led to
the disbursed of loans at negative interest rates.
This acted against efficient resource allocation and
mostly benefited larger producers; loans were also
frequently granted on criteria that lacked technical
foundation. The financia viability of development
banks was invariably compromised, and it became
clear that problemswith loan projects were not due
to their administration or design, but inherent in
the instruments themsel ves.



away with traditiona projects. For example,

Figure6: DB financing for theagricultural sector —traditional instruments
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When these changes occurred, for one reason
or another, investment opportunities in
traditional projects seemed less and less
atractive. In the indtitutional context of the
time, traditiond projects were associated with
public subsidies, undercapitalized
development banks, nonviable parastatal
enterprises, and big producers that benefited
from subsidized credit. To achieve the fisca
discipline and prudence in economic
management needed a the time, reforms had
to be introduced that put an end to the
subsidies, so it was practicaly essentia to do

mod of the Targe-scde, highly protitable
investment opportunities in irrigation and
drainage had dready been completed, while
the adverse environmenta impacts and
unequal wedlth didtribution associated with
this type of project became evident. The
marketing and agroindustrid support projects
implemented before the 1990s were also often
based on interventionist action by state-run
firms.

As loan programs and other traditional
projects steadily dried up, a new family of
programs began to emerge in the 1990s

Figure7: 1DB Financing for the Agricultural Sector —Modern Instruments

2,000,000

1,500,000

1,000,000

N

500,000

0

1961-65 1966-70 1971-75

—/

1976-80

—/

1981-85

1986-90

1991-95 1996-00 (Proj)




amed a supporting changes in sector
policies and the modernization of technology
and agricultura plant and anima hedlth
sarvices (Figure 7)."* However, these new
instruments have not been able to fill the gap
left by the disgppearance of traditiond
projects [Eigure §. Moreover, dthough the
reforms have helped to reduce the subsidies
and distortions prevailing in the sector, they
had serious shortcomings in terms of what
needed to be promoted, leaving in their wake
an inditutional vacuum incgpable  of
responding to the sector’ s new requirements.

In summary, only recently has the process of
identifying and developing new instruments
begun, to make it possble to modernize the
sector and enable it to face emerging
chalenges and opportunities. As regards
credit, for example, the expectation was that
the formal financia system would expand to
cater to the needs of the rurd-agricultura
sector. This expanson has not occurred, and
today the broadening and democratization of
rurd financia services remans one of the
main chalenges. Similarly, budget cuts in the
public sector have dismantled costly and often
bureaucratic support systems, but these have

Figure8: IDB Financingfor the Agricultural Sector-
Traditional and Modern Instruments
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Consequently, Figures 8 and 9 should be seen as
indicative only. For example, the programs of
modernization of agricultura services
(PROMSAS) in the 1990s, which include
technological innovation and animal and plant
health, are characteristic of this period; athough
the Bank has financed these areas in the past,
current  instruments  (competitive  funds,
outsourcing of services) are different. The
Colombian Agricultura Technology and Health
Program and the Uruguayan Agricultural Services
Program, both introduced recently, are good
examples of thisfamily of programs.
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not been replaced with services capable of
meeting to the new requirements.™

In essence, the agriculture sector lost its
prominent role in the development Strategies
of the region’s countries because it faled to
put forward a drategic vison to attract
government support for a sector with a crucia
role to play in growth with equity, and due to
the pressng need for resources for
macroeconomic reform programs during the
past decade. Ultimately, the shrinkage of the
agriculture portfolio is a reflection of
inadequate technicd leadership, both by
international  agencies  specidized  in
agriculture and the Bank itsdf. By the mid-
1990s, economic reform programs had moved
forward, in many cases helping to improve the
balance-of-payments situation and reducing
the need for externd financing. Economic
deregulation, trade liberdization and regiona
integration during the past decade have aso
crested new needs and opportunities in the
agriculture sector. In away, Latin Americais
rediscovering its competitive capacity in
agricultural production and the possibility of
creating new conditions for the sector to play
a fundamental role in economic and socid
development strategies.

These ideas underlie the basic outline of the
Bank’s Eighth Replenishment (IDB 1994), in
which countries reaffirmed the importance of

141t was anticipated that the reforms would
eliminate the negative bias towards agriculture,
and new opportunities for sectoral development
would arise. To some extent this did occur, at |east
in the mid-1980s when there was an improvement
in the sectoral terms of trade. Within a relatively
short time, private-sector investments increased
sharply and there was vigorous sectoral growth.
However, the rapid globalization of the 1990s in
many cases gave rise to a new period of
overvalued currencies and  macroeconomic
instability. This phenomenon once again turned the
terms of trade against agriculture in nearly all the
countries of the region, imposing serious
constraints on the capacity of countries to
counteract  short-term  problems using the
traditional tools of macroeconomic management
(Ocampo 1998).
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modernizing productive structures to enhance
productivity and improve competitive
capacity in nationa and international markets
(paragraph 2.34); and the importance of
strengthening and modernizing agricultural
production both for the nationa market and
for export (paragraph 2.35,f). The mandate
gives high priority to sector modernization
and identifies technologicd innovation,
together with public sector reform to improve
sarvice provison, traning and extenson
activities, infrastructure development, access
to land ownership and the eimination of
economic distortions as important instruments
for that purpose (paragraph 2.35,f). The Bank
(at its highest level, IDB 1998d) is supporting
this process of rethinking agriculture, as is
shown by the new outlook that stresses
productivity improvements, efficiency in
sarvices provided to the sector, sustainable
use of natura resources and rura poverty
reduction. However, it is necessary to define
more precisdy a new gpproach for the
agriculture sector and the rural economy as a
whole, and identify the most appropriate areas
of investment to carry forward a successful

program  of support  for sustainable
development in the sector.
2.5 The Need for a New Approach

There is recognition of the need to move
toward a new regiona consensus to improve
the orientation of rura policy. This is
especidly important given the fact that, after
15 years of adjustment, results are precarious
in terms of low growth rates, the persstence
of high leves of poverty, worsening income
distribution and  deadily  declining
profitability. This reveds a certain imbaance
between innovation and thinking, anaysis and
concrete policies. It is aso agreed that in
addition to an gppropriate macroeconomic
policy framework achieving satisfactory
results on poverty reduction requires socid
drategies to achieve structura changes in the
development of human cepitd and in the
qudlity of life of the rura population. These
concepts are part of the Bank’s strategy for
rural poverty reduction (IDB 1998a), which
incorporates a territoria approach including



both multisectora aspects and differentia
elements based on the diversty of rurd
conditions existing in Latin America and the
Caribbean.

The potentia for growth and the generation

of employment and vaue-added, together
with the need to attract private investment, are
centrd factors in socia policy-making in the
rurd domain. There is consensus that the
opening of markets provides opportunities for
more efficient and competitive productive
structures based on economies of scae,
integration, specidization and productive
differentiation, market orientation with specia
emphasis on qudity and economies of
productive clusters and market niches.
However, athough markets will contribute to
greater efficiency and equity, they are not
aufficient for dedling with the broader needs
of rurd society, for which specific
interventions are required to extend
opportunities to alarger number of people and
achieve true productive restructuring
(Echeverri 1998).°

By the late 1980s, agricultura production in
Latin America (compared to countries with
more highly developed agricultural sectors)
was relaively extensve in the primary
production phase; in other words, it was not
capital intensve and used few inputs of
industria origin per unit of agricultural land.
This is reflected in the low level of fertilizer
and agrochemical use compared with the rest
of the world. Moreover, primary production

15 Particularly important in the search for new
development opportunities is the situation of
thousands of small farmers who, for lack of
aternatives, engage in the production of illicit
crops, with the corresponding legal, socia and
environmental consequences that this entails. The
Bank has supported alternative development as a
means of reducing the need for such activities,
through crop substitution and rural development.
These programs will continue in the short and
medium term, as part of national strategies to deal
with the illicit crop problem in all its phases, from
production and preparation of the different
products to their trafficking and consumption.
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underwent little industria processing.'® These
characteristics have begun to change in the
1990s, especidly in Brazil, Argentina and
Colombia, where agribusiness and the food
industry have begun to grow, largely under
the impetus of foreign investment from large
transnational food companies. This trend will
intensfy in the future, based on internationa
demand for more highly processed products
and amed at the differentiated market niches
in which these transnationd firms are strongly
postioned. There is a amilar trend in the
nationd markets of those countries of the
region where demand for higher value-added
products for high-income urban sectors is
expanding rapidly. In these markets, nationa
production faces increasing competition from
other countries as a consequence of regiona
integration agreements and trade liberdization
policies.

Achieving grester vertical integration of
agriculture chains in nationa industry is a
strategic element for adapting to new market
trends and exploiting the multiplier effects
that agriculture production can have on
economic activity and job cregtion. This
drategy has important consequences for the
organization of the public sector, the
ingtitutions of technologica development and
both public and private investment programs.
The latter should am a improving the
competitiveness of agricultura production,
cregting value-added and encouraging the
geographic decentralization of production.*’

18 Thisisillustrated by two facts: firstly, that only
30% of food consumption in Latin Americais in
the form of industrially processed products,
whereas in industrial countries this varies between
80% and 90% (Pifieiro and Trigo 1996); and
secondly, the high share of commodities in total
exports of agricultural origin from Latin America.

Y The recent Guatemalan program for the
productive restructuring of agriculture (partly
financed with Bank resources) is an example of
this type of program where productive
modernization is being pursued using a variety of
complementary components (technology fund,
plant and animal health and food safety services,
direct forestry support, integrated management of
water resources and commercial development).



The definition of production priorities in the
new productive restructuring scenario (new
product lines and the expanson of
agroindustry to nonagricultural sectors) would
be based on market orientation, changes in
consumer preferences, grester integration of
agricultural chains, the importance of new
areas such as chemicals, pharmaceuticals and
biotechnol ogy, and environmental
congderations. In this scenario, sectord
policy should provide the conditions for better
private sector decison-making and expand
access to efficient productive opportunities.
Private decisons, for their part, should
guarantee a system of managerid decisons
based on information quaity and greater
decison-making autonomy, including risk-
taking and crestivity, to reach a dtuation in
which the definitton of new lines of
production would be the responshbility of
private investors rether than the State
(Echeverri 1998)."°

One of the emerging technologica
devdopments with the potentiadl for
consgderable economic and ingdtitutiona
impact is the “genetic revolution” (based on
biotechnology and transgenic  crops),
especidly snce multinational  companies
involved in high-yidd seed production
continue to invest in the technologica
development of certain crops (such as maize,
cotton and soybeans). The implications in
teems of biologicd and food safety,
intellectua property rights and future relations
between the public and private research
sectors have not been sufficiently andyzed in
theregion.

To meet the chdlenge of modernizing the
agriculture sector, it will be necessary to
understand the nature of the changes that are

18 Contracts between farmers and agroindustry

and agro-export firms are one of the most effective
tools for productive restructuring in the sector. See
ECLAC (1995) for a complete review of different
forms of linkage, in different agricultural product
lines, between agroindustry and agro-export agents
and small and medium-scale farmers.
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occurring at the world and regiona levels, and
the impact of these changes on opportunities
for improving productivity, equity and
environmental sustainability in rurd aress, in
the terms discussed in the previous sections.™
The priority areas to be andyzed below will
form the basis for anew approach to rura and
agriculture development, based on trade
liberalization and increased demand for food,
on the need to increase rurd employment
through greater agroindustridization and,
ultimately, on the need to emphasize the rurd
economy asawhole.

19 JM.Figueres (1998) mentions five reasons for
“reinventing agriculture”: (a) helping to aleviate
poverty, (b) as a source of food, (c) opportunities
for technological development in the sector, (d)
future demand arising from world population
growth, and (€) the need to achieve sustainable
development.



1. PRIORITY AREASFOR
INVESTMENT

Based on the new scenario described above,
and as a complement to essential case-by-case
andyss focusng on the particular
characterigtics of each country and region, six
specific priority areas can be identified where
the Bank can provide support for the
deveopment of a competitive agriculture
sector.

31 Consolidation of Economic Reform
Programs and Support for Transtion

Over the past ten years, the countries of the
region have implemented far-reaching
reforms that have dtered the economic
context in which agriculture takes place.
These reforms, particularly trade liberaization
measures, have occurred even faster than
required under GATT (Vddez and McCdla
1996). Following years of high inflation and
high nomind interest rates, nearly dl the
region’s countries have achieved a degree of
price sability; a long-term strategy can
therefore be considered to consolidate an
internationally  competitive  productive
dructure in agriculture.

Trade liberdization has also affected relative
prices in the sector, lowering prices of
industrial inputs including fertilizers and
agrochemicas. This has facilitated the
incorporation of technology and the
intengfication of production and has
improved per-hectare yields. On the other
hand, stronger competition from imported
foods in the nationa market has caused
difficulties for producers of certain product
lines, where costs in some countries are above
internationd  levels. This has had a
particularly negative impact on smdl
producers. Such dStuations are a warning
sgnal regarding the speed with which
countries with fewer competitive advantages
integrate into the international market, al the
more 0 if they are net food importers
(Timmer 1996). They dso illugtrate the need
to s&t up support programs to ease the
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trangtion to new productive frameworks
compatible with economic liberalization and
macroeconomic stability, and with the needs
of smal-scale agricultural producers® In
short, trade liberdization, the abalition of
price subsidies and the withdrawd of the State
from direct intervention in productive
activities must be moderated over time and
accompanied by financing for the changes
needed to achieve productive modernization.

Although most of the economic reform
processes undertaken with Bank support by a
majority of the region’s countries are at an
advanced doage, they ill need to be
consolidated, their main instruments refined
and undesired effects corrected. Consolidating
the reform process includes financing
trandtional support programs in support of the
far-reaching restructuring of  production
sparked by economic reform programs, and
socidizing the costs involved, this is an
important investment area for the Bank. The
productive specidization that accompanies
economic liberdization, and the incorporation
of capita-intensve technology, generate
sructural  unemployment with a strong
geographic bias associated with specific crops
such (as sugar production in Argentina, wheat
in Brazil and cotton in Centrd America).
State intervention is necessary during the
trangtion stage through rurd development
programs that include both productive and
socid components. Not only ae such
programs judified economicaly and on
equity grounds, but they dso ensure the
political sustainability of economic reform
programs.

20 Anexample of such schemes is the Mexican

Program for Direct Support to Farmers
(PROCAMPO) which consists of payments per
hectare sown, regardless of the level of production.
From the mid-1990s on, this program amost
entirely replaced price subsidies for production and
consumption of basic grains; it was complemented
by compensatory measures to support low-income
consumers, together with privatization of State
agencies, programs to finance marketing, and risk
management (Aceves 1998).



In this sense, it is important for the Bank to

continue this line of work, especidly in
countries that have begun the economic
reform process more recently and ill need
sgnificant financia support and technical
cooperdtion to see them through. Possble
actions in this field include: () compensatory
measures for producers and consumers
affected by liberalization, including temporary
income transfers, food assstance and
productive support for smal producers; (ii)
the development of new market instruments
(for example the financing of stocks, risk
management and agriculturd  marketing
boards, and (iii) support for the private
busness sector in channeling private
investment to the agriculture sector.

3.2 Modernization of the State and

Basic Services

Changes in economic thinking in Latin
America with respect to the reduced role of
the public sector, and the short-term needs of
the fiscd budget, have given impetus to
organizationd reform in the agricultura
public sector. The structures of agriculture
ministries and their component agencies have
begun to change in severd of the region’'s
countries. However, less work has been done
to clearly define the new role of the State or
rethink the organizational structure thet is best
suited to the gods being pursued in each
particular case (Pifieiro et a. 1999). The need
to redesign inditutiond frameworks (both
public and private) and organizationd
dtructures is particularly important in the case
of the food and agriculture sector, owing to
the need for a cetan leve of public
intervention, especidly in financing (in
association with the private sector) and
regulation of key activiies such as
technological  innovation,  environmental
conservation, food hygiene and safety and
infrastructure provision.

In a State modernization policy, there are two
high priority areas for action by the Bank:
reform of the mandate and organization of the
agriculturd public sector and provison of
basic servicesfor the sector.
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Reform of the Agricultural Public Sector:
Toward a New Ingtitutional Framework

With its weskened indtitutiona capacity, the
public sector will find it difficult to meet the
new chalenges that arise in the agriculture
system, especialy as the technologies used
and the ways in which production itsdf is
organized ae becoming  increasingly
complex. In addition, the sector is
increasingly interlinked with food processing
and production, which gives rise to new areas
of work (process technologies, quality,
marketing, etc). It will therefore be
increasingly difficult to visuaize the problems
of the sector in terms of isolated components,
taking each instrument or service separately.
The generation and transfer of technology, for
example, should not only consider producers
needs and capacities but aso take into account
the characterigtics of their linkages with input
and product markets, and the demands of the
marketing and processing stages themselves.
It is therefore necessary to overcome the
separation that gill  exists between the
different agencies providing public services,
and find mechanisms to achieve greater
integration and horizontal linkages between
instruments and forms of action.

From the standpoint of sector policy design,
focusing on primary production and the socia
problems of rurad aress is not enough to
respond to the needs of increasingly
integrated economic processes.  Policies
should take into account the peculiarities and
dynamics of the whole agriculture chain, and
agricultural ministries must broaden their field
of action to include aspects of agroindustry
and digtribution, areas which up to now have
usualy been dispersed among other branches
of the public sector. This could be a centra
am of Sate reform in the food and
agriculture sector.

Strengthening the management capacity of
the agriculturd public sector could include
some of the following aress (Pifieiro et d.
1999): (i) strengthening of links with civil
society, recognizing the growing importance



of nongovernmental  public  service
mechanisms such as the various rurd
organizations that voice the needs of the rura
populetion and  provide information,
education, technology transfer and socia
coordination services; (ii) greater coordination
with the private sector, complementing
government financing with the production and
provison of activities by the private sector
through contracts, outsourcing or
accreditation; (iii) greaster efficiency and
effectiveness of public adminigtration,
focusing more on products than on processes,
bresking down adminigtrative restrictions,
developing management contracts and bonus
systems based on effective contribution; (iv)
integration and coordination of activities with
other sectors (industry, commerce, hedth,
etc); (v) inditutional decentraization and
municipdization; and (vi) srengthening of
capacity to define policies and priorities.

Achieving better management essentialy
requires a policy on professona development
and sdaries that makes it possible to attract
and retain high qudity human resources, and
a levd of financing and organization
compatible with its important misson in
relaion to the information, technology and
hedlth services described below.

Basic Satistics, Market Information and
Export Promotion

The agriculturd public sector has a key role
to play in gathering, processing, anayzing
and disseminating basic agricultural statistics
(national census and rural household surveys)
to satisfy minimum public information needs
and provide the basis for policy-making in the
sector. It is dso important for the public
sector to provide information on markets so as
to make them more trangparent and encourage
competition.  Findly, nationa  export
promotion programs should be developed, to
help add value to primary production through
an agriculturd processing industry to meet
new export demand. In accordance with the
needs of each case, the Bank should support
the reinforcement of units responsible for
updating basc datigtics, the ingtitutiona
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capacity of agriculture ministries and other
bodies, and their links with information
sysems on foreign marketss and the
promotion of exports, especidly of
nontraditiona products.

A New Context for Technological Innovation

Advances in hiotechnology, information
technology and communications are
producing a new scientific and technica
landscape  with  potentidly  significant
implications for forms of sociad organization
and agriculture production processes. They
are also changing the way scientists work, and
consequently  the  inditutional and
organizationa context in which technology is
crested and adopted. This is particularly true
in terms of bringing new economic actors into
the innovation process and strengthening
intellectual property rights. In the light of the
new opportunities brought about by trade
liberdization, it is essentid to accelerate the
technologica development process so that
production can grow in conditions that are
competitive and sustainable in the long run.
Success here will require a magor plan for
investment in human resources, reengineering
of technological development organizations,
establishment of systems of intellectua
property rights and the technical assistance
needed to adapt technological innovations
(both productive and inditutiona) being
developed in the rest of the world. These
investments will gradudly enable agricultura
development to be based more on science
than on naturd resources, and make possble
the indtitutiond innovations and reforms
needed to enable agricultural producers to
respond to new technical opportunities asthey
arise (Hayami and Ruttan 1985).

Public sector participation in the region's
technologicadl  development has  been
considerable, especially through the Nationa
Agricultura  Research  Indtitutes  (INIAS)
created in nearly al Latin American countries
since the 1950s. Despite this vaduable State
intervention, public investment in agricultura
research in Latin Americais considerably less
than in other countries with large agriculture



sectors (IDB 1993). Furthermore, together
with the globalization of markets, ingtitutional
systems of knowledge generation and transfer
are becoming internationdized. This is partly
due to progress in information technology and
communicetions, which facilitates the
interchange of knowledge and brings down
costs, and partly because in certan aress
(biotechnology, certan aeas of basc
research) economies of scde make it
inefficient for individua countries to develop
their own capacities without support from the
economic and commercial  integration
processes in which they are dready involved.

As wdl as changes originging in the
scientific  sector, the demands for new
technologies arising from trade liberalization
are dgnificantly affecting the roles of the
private and public sectors in financing and
carying out technologicd development
activities. Consequently, the incipient national
systems of agriculture innovation are
undergoing considerable ingtitutional changes.
While research agendas have broadened and
become more complex,”* public funds for
national and regiond research have generdly
been cut back. This, added to the need to train
new scientific staff and update basic research
infrastructure, poses significant challenges,
where underinvestment in technologica
development will have to be corrected at a
time of economic liberdization and regiona
integration based on  competitiveness
(Echeverria et a. 1996). An important god is
targeting scarce  public  resources  on
generating knowledge with public goods
characteristics with priority given to products
with expanding markets that involve clear
comparative advantages for the country (or
the chance of achieving them in a more open

21 Egpecially in recognition of the fact that, apart
from impacts on economic growth generated by
productivity increases, the funding of research has
the potentia for positive effects on poverty
reduction and  environmental protection
(Winkelmann 1998). This has meant a greater
demand for research in biotechnology and natural
resource management, for example (see Jaffé and
Infante 1996 and Kaimowitz 1996, respectively).

economic framework), and generate new
knowledge to improve the use of naturd
resources. In this sense, as a consequence of
the technological and economic changes
experienced in recent decades, INIAs are
coming under close scruting, on the
organizationd leved and in terms of the
gpproaches and operational nature of their
programs.

Grester market orientation will require
increased  paticipation by  agricultura
producers and other socid actors, especialy
agroindugtrid firms, both in mechanisms of
ingtitutiona government and in the financing
of research. One possible way of achieving
this is to set up nationd councils responsible
for defining priorities and alocating public
resources, in accordance with the rdative
merits of projects presented and executed by
rescarch  and technology development
ingtitutions that are smaler, more autonomous
and have greater regiond presence. From the
financing point of view, it should be noted
that in open and generdly smal economies,
the digtribution of benefits from adopting new
technologies tends to favor producers. In
principle, this means that the producer sector
could cofinance investment in research and
development and the costs of technology
transfer.

A new organizationd framework for
technologicad innovation should involve
greater decentralization and integration with
other relevant actors, such as universities and
research foundations, and participation by
producers and agroindustry in setting
priorities, joint execution and co-financing of
ressarch projects and technology transfer.
Research on agroindustrial and agriculture
processes should aso be built into nationa
systems for technology generation; and
nationa intellectua property systems should
be strengthened, with the necessary reformsin
rules and procedures for patenting in
accordance  with  current  internationa
agreements, promotion of low-cost patent
adminigration  systems, remova of
impediments to the enforcement of



intellectual property rights and the training of
scientists and administrators in their use.

In the framework of these actions, the Bank

could focus its efforts on achieving the
folowing: (i) at the national leve: the
organizational changes and modifications of
mechanisms for financing national innovation
sygems, in keeping with the new role of the
public sector and new priorities for
technologicd  development, and the
srengthening of human resources and basic
research infrastructure; (i) at the subregional
level:  drengthening  of  cooperative
technological development programs, in view
of the high investment cods involved in
ressarch of new aeas and the nature of
current integration processes;, (iii) at the
hemispheric levd: the consolidation of the
Regional Fund for Agriculturd Technology
which condtitutes an effective and sustainable
mechanism of the countries of the region for
financing  cooperative  regiona  and
subregiona research projects.

Plant Protection, Animal Health and Food
Safety

Plant protection and anima hedth is a
priority area owing to its socia and economic
implications and its strategic importance for
export promotion. Commercid requirements
as regards hygiene and food residues make it
necessary to negotiate and adapt sanitary and
Quarantine sandards and supervise their
correct application. These areas should be
characterized by scientific objectivity and
effective technical implementation. This
requires an inditutiona system to coordinate
public and private sector actions in
accordance with the following generd
principles: (i) definition of a clear commercia
sanitary policy and development of precise
standards; (ii) a decentrdized organizationd
sructure with collegiate authority to give
transparency to adminidtrative actions; (iii)
updating of the career dtructure for public
officids in this area (including standards for
hiring, training, job stability, promotion and
sanctions), and (iv) technicd auditing
mechanisms for drict supervison of the
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exigence, adaptation and fulfillment of the
rules.

The Bank could focus its plant and animal
hedth and food safety investments in the
following areas: (i) quarantine control aimed
a preventing the introduction of exotic
diseases; (i) sanitary or commercial quality:
drengthening sanitary ingpection in product
processing and distribution and, in particular,
sysematizing and coordinating  these
activities between the federd, provincial and
municipa levels, in order to improve service
provison and avoid overlapping functions;
(i) eradication of diseases and pests through
public sector intervention to coordinate and
facilitate actions by the private sector; and (iv)
ingtitutional reorganization: unifying services
for animad and plant hedth into a single
agency with greater operational
decentralization and coordination with users.

In addition, the Bank can promote the
adoption of food safety practices to
complement animal and plant health services,
ensure competitiveness in markets and protect
public health. For example, the Agreement on
the Application of Sanitary and Phytosanitary
Measures, administered by the World Trade
Organization, reaffirms the right of member
countries to gpply the necessary measures for
protecting human, anima and plant hedlth,
and it requires countries to establish nationa
measures based on international standards and
the rules and recommendations of the Codex
Alimentarius®* The State has an important
role to play in establishing systems of food
safety, with participation from farmers,
agroindudtridists, traders, and consumers.
These systems could include: the concept of
an integrated food safety chain running from
the farmer to the consumer; an internationaly
standardized regulatory framework of laws,
rules, standards, guiddines, procedures for

22 |n addition to global requirements, countries
that export fresh fruit and vegetables to the United
States have to comply with the recent Presidential
Initiative on fresh food safety, which includes the
use of good practices in agricultural production
and food processing.



monitoring and inspection, and methods of
supervison and  sanction;  gppropriate
technica infrastructure, including techniques
of production, processing and monitoring, as
well as education and information activities
amed at consumers, producers and regulators.
33 Development of Land Markets

Most of the region’s countries have made
improvements in the structure of land
ownership and tenure through naturd
processes of subdivison and territorid
consolidation, and in some cases as an
outcome of rura development and agrarian
reform programs. However, a dgnificant
number of countries ill have serious
problems of agrarian dructure that are
impeding modernization of the sector. The
reasons for these problems are extremely
varied. In some cases, in severd Caribbean
countries for example, some of the most
fertile land areas are in State hands and
subject to systems of tenure that do not
promote efficient use. In other cases, such as
Nicaragua, political changes and war have
played a mgor part. Solving such problems
requires amendments to agrarian legidation to
improve flexibility in land transactions,
together with investments relating to the
registration and titling of rurad properties
(including modernization of inditutions
involved in cadastre, regidiration and titling
proceses), and to promote, both from the
ingtitutional and financia points of view, the
development of an active land market (for
example, through the financing of land
purchase or long-term leasing).

Aress of investment in which the Bank could
have a substantid impact are outlined below.
This andlyss is based on a recent work on the
prospects for making the region’s rurd land
markets more effective (IDB 1998c).

Legal framework and administrative and
ingtitutional reforms. The need for a legd
framework that provides guarantees and
security of land ownership is a necessary
condition for land markets to work properly.
Support could continue to be given to changes
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in land policies, regulations and ingtitutions,
amed a drengthening property rights on
rurd land and enhancing the functioning of
land markets by reducing transaction costs.
Adminigirative and ingdtitutionad  reforms
include dsrengthening those organizations
which provide a bass for property rights,
especidly regigtration and cadastre, and the
ingitutional development of governmenta
agencies responsble for the processes of
regularization and disencumberment of land
ownership and administration.

Regularization of tenure, land titling,
registration and cadastres. Programs of land
titing, regigtration of owners and the
devdlopment of land cadastres should
continue, and the collection, processing and
permanent updating of data on land tenure
should be drengthened. The cods of titling
will be patly compensated by promoting
investment in perennial crops and adopting
sustainable natura  resources management
practices, together with a gradual increase in
access to credit sources.

Srengthening information and training
sysens. An essentid component in land
projects is the devdopment of public
information sysems on the technicd
characteristics of the land (land-use maps) and
the conditions of rura markets for sale and
leasing, including technica assistance for the
development of land information systems and
technical training for staff in the agencies
responsible for such activities. At the regiona
level, the Bank could sponsor the sharing of
experiences between countries.

Exploring the possibility of land taxation.
Land texes discourage the holding of
unproductive assets for speculative purposes,
or using them at less than their full capacity; it
adso lowers their market price and thereby
favors greater access for smdl producers. In
prectice, land taxation has shortcomings
semming from vauation difficulties, the
inflation that prevailed in the region for many
years and prevented the adjusiment of land
vauesin line with changesin other prices, the
lack of up-to-date registries, and politica



resstance to itsimplementation. If land taxes

are administered by loca government bodies,
there is less scope for evason, and tax
collection has greater politica legitimacy if
the revenue is to be used for the development
of the locd community. The Bank could
therefore support efforts to apply rura land
taxes in the context of programs for
decentralizing government activities.

Promoting access to land through leasing.
Leasing in its various forms is an important
means of facilitating access to land for non-
landowning farmers  or  smallholders
(minifundistas), and it enables land to be used
more in accordance with its productive
capacity. In practice, the leasing of private
plots is limited by landownes fear of
confiscation or illegal occupation and the lack
of a legd and inditutiond framework to
protect the interests of both parties. On the
other hand, in severd of the countries of the
region, efforts to prevent concentration of
ownership have led governments to grant
defective titles that cannot be transferred or
mortgaged. These lands essentidly remain
under the domain and control of the State. A
smilar Stuation often occurs in lands that
foom pat of the heritage of indigenous
populations, where the fear of losing ther
heritage thwarts government efforts to
concede individual property titles in such
aress. In al these cases leasing occurs, but
contracts are mostly of short duration and of
an informal nature, which not only limits the
potentia for full productive use of the land
but dso redtricts access for poor producers.
The remova of legd barriers that limit long-
teem leasng through fully negotiable
contracts (transferable and mortgageable)
which protect both parties (owner and tenant),
the creation of ingtitutions that minimize the
likdihood of conflict together with
mechanisms for arbitrating possible disputes,
and the promotion of schemes, which
demondirate the viability of long-term leasing,
have much potentid to stimulate grester use
of unproductive lands and invigorate the land
market. The Bank can help to promote leasing
dternatives by sponsoring the necessary
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ingitutional development and financing
complementary productive investments.

Promoting access to land though purchase.
In severa countries of the region, price
dability, the policy of nondiscriminatory
treatment of the agriculturd sector and the
abolition of subsidized agricultura credit have
caused land prices to fdl to levels tha are
more in line with productive capacity and less
a function of financid speculation. This has
given rise to renewed interest in financing
land purchases in countries where land-use
disputes are particularly acute. In practice,
however, promoting large-scale access to land
through a major injection of capita could
digtort relative prices, quite gpart from the
difficulty of making the necessary resources
available and avoiding collusion of interests
in subsidized purchases, with or without State
intermediation. In  this regard, the
establishment of land funds deserves further
study, especidly as regards the origin and
scde of the funds required, the number of
potential beneficiaries, and the capitdization
of the financia inditutions involved. The
Bank can support these new attempts to
improve land didtribution and increase the
productivity of the resource by financing: (i)
economic stabilization and sector reform
programs to reduce the incentive to
accumulate land with low productive intensity
as a hedge againgt inflation or for speculative
purposes; (ii) experimental smdl-scae land
fund projects, enabling the development of
practicd mechanisms to facilitale land
purchase by small owners without introducing
digortions or encouraging corruption; (iii)
projects to promote the emancipation of
traditiona agrarian reform programs and the
modernization of old settlements (tightening
links with the market); and (iv) pilot projects
to sponsor the purchase of smal plots in peri-
urban areas, enabling smal producers to
combine agricultura  with nonagricultura
employment.

34 The Devdopment of Rura
Financial Markets: A Pending Challenge



The development of financia markets is
essentid for modernization of the sector and
most especidly to enable the restructuring of
small-scale agriculture on the basis of the new
market conditions®® On the premise that
competition  between private financia
intermediaries subject to market discipline
would encourage efforts to reduce costs, put
new products on the maket and expand
sarvices, it was hoped that structura reforms
and economic stabilization would lead to an
expanson of financia services, epecidly for
small-scade producers and in remote aress.
Although in the last 15 years a series of
ingtitutions has sprung up, both in the region
and a the globd level (NGOs, saving and
loans cooperatives, and sdlected commercid
banks), which to some degree have succeeded
in extending financia services to poor sectors
of the population, their rurd coverage has
been very limited. The absence of long-term
financing has negative consequences for
productive  activities linked to the
conservation of naturad agricultural resources
and production with long lead-times such as
forestry investment, fruit-growing, wine
production and, to a lesser extent, livestock
breeding.

Financing for microenterprises, either urban
or rurd, has to overcome severa obstacles: (i)
the size of each loan is smal, so the income
potentia per client or per loan is reduced; (ii)
the assets that the client can offer as security
are usualy minima or unsuitable (difficult to
repossess); and (iii) the cost of acquiring
information on the creditworthiness of a small
client is at least as high as for a large one.
Successful new microfinancing  ingitutions
have managed to overcome these obstacles by
compensating for the low per-client yield with
a numerous client base, developing
specidized low-cost lending techniques, and
charging higher rates of interest. However, the
rural domain has characteristics that make it

2 Because of the significance of this topic, a

specific strategy for the development of rural
financial markets has been developed (IDB 1999),
which expands on the analysis and proposals
summarized in this document.
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particularly difficult to apply these modern
practices for serving smal businesses. low
population dendty, the length of the
agricultural productive cycle, the effects of
the weather and rapid changes in market
prices. To overcome these obstacles, rura
financing indtitutions do not devote
themselves exclusively to agriculture and, as
far as possble, need to be of a minimum size
with broad geographical coverage or be part
of a federation of smilar inditutions
(cooperatives, affiliated community banks,
commercia banks) that operate in other areas
and can hep in times of emergency. In
principle, one of the most promising ways of
reducing the cepitd costs of financia
ingtitutions is through direct deposit-taking.
The most successful saving and loan
cooperdtives have in fact been those that have
captured deposts by offering competitive
returns on their members savings. However,
the cogts of providing this service tend to be
high, especialy in margind rural areas where
the amount saved per client issmall.

A new view is currently forming of the
possibilities and the obstacles to be overcome
to achieve sudainable expanson of
agricultura and rura financing, and the most
gopropriate  indruments  to  promote its
development. The State would have an active
but indirect role in supporting rurd financia
development through: (i) the maintenance of a
gtable economic environment, free from
inflation that erodes and discourages saving;
(i) the edablishment of a suitable legd,
regulatory, and ingtitutional framework for the
development of ingtitutions to provide socid
sarvicesin rura communities and incresse the
security of transactions in this areg; (iii) the
development of rurd infrastructure in energy,
telecommunications and transport, which
could potentidly have a very sgnificant
impact on the expanson of the financia
sector in rurd areas; and (iv) the promotion of
emerging microfinancing ingtitutions and the
development of operating techniques that are
particularly suitable to the rura environment.
The most promising ingitutions currently
existing in the region seem to be those which



provide full financia services including
saving.

The Bank has an important indirect role to
play in promoting financid markets by
fostering rurad development, fecilitating the
development of infrastructure in the fields of
telecommunications,  energy,  transport,
irrigation and drainage, and supporting
measures that facilitate opportunities for
decentralized private invesment in both
agriculture and in nonagriculturd rurd
enterprises. It can aso have a direct role in
promoting these markets manly by
supporting nationd efforts to improve the
legd, indtitutional and regulatory framework
as pat of a “second generation” of reform
projects, and sponsoring the emergence of
microfinancing ingtitutions, mainly through
smdl projects, MIF projects and technica
assistance, and by encouraging the sharing of
experiences. These new programs could: (i)
help to adapt systems of financia supervision
and regulation that currently act as a brake on
small-scale lending;** (i) modify the current
regulatory and ingtitutiona framework that
prevents the use of non red estate assets such
as inventories, machinery and equipment and
accounts receivable as collatera for bank
loans, by reducing legd redtrictions on
repossessing this type of asset in case of
default or the absence of records on tax
payments or other levies; (iii) develop capitd

24 Current practices have usually been designed

with large loans in mind, but their application to
microfinancing entities introduces inefficiencies
and increases operating costs. Such is the case of
operational  requirements, common in Latin
America, which for example specify a minimum
service timetable, causing problems for ingtitutions
wishing to provide appropriate services in rura
areas (for example, two days a week). Similarly,
banking supervisory authorities in Latin America
require documentation which meets standards
which are appropriate for large lands (profit and
loss accounts and balance sheets for the last three
to five years) but which are excessive for loans to
microenterprises. Standard requirements for risk
capital are generaly too stringent, being related to
the high administrative costs of small loans but not
necessarily to the risk involved (Westley 1998).
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markets through funds for risk capital
invesment in rura enterprises or smdl
producers associations;, (iv) expand land
titing and promote the creation of lega
instruments to facilitate the long-term leasing
and purchase of land, and the sdle and transfer
of rights to exploit and benefit from rented
properties; and (v) support the development of
agricultura  financing through commercia
credit provided by product purchasers or input
vendors and intermediaries, diminating
existing obstacles to greater competition and
supporting economicaly viable initiatives for
pessant farmer organizations.

In some cases globa microfinancing projects

could be an appropriate vehicle for promoting
the devdopment of the financid sector in
rurd aress. However, in most of the countries
of the region, the number of financid
inditutions serving the rural sector is very
smal and fragile. A substantia injection of
capital in such circumstances would tend to
create heavy dependency on public resources
and undermine the viability of those
ingtitutions. Much remains to be done in terms
of promoting greater development of private
ingitutions (saving and loan cooperatives,
rurd bank networks or community banks,
NGOs, and the expansion of the commercid
banking system into rurd aress), to develop
an efficient mode of operating in the rura
domain. To achieve this, the ided instruments
seem to be smal-scale projects (including
MIF projects) and pilot schemes in which
technicd assgtance, the sharing of
experiences and “learning by doing” are
potentidly the most worthwhile in the long
run.

35 Sustainable
Resources

Use of Natural

The sudtainable use of natura resources is
one of the biggest challenges facing the rura
sector in Latin America and the Caribbean.
Success in this area will depend on factors
both  within the agriculturd  sector
(institutions, policies, technology, etc.) and
outside it (economic and politica stability,
education, transport, communications, €tc.)



and will have far-reaching implications for
the region’s future. The central problem in
natura resource use is the inability of markets
to vaue the externd benefits or costs
associated with their use. This is due both to
mearket failures and public sector failings. The
chalenge is to design and develop natura
resource management  inditutions and
instruments which, one way or another, will
take account of the externa benefits and costs
involved in usng naturd  resources.
Moreover, in the ingditutional sphere thereisa
lot of ground to be made up in terms of

designing inditutions for environmenta
management in the agricultura sector
(Bgjarano 1998).

The patern of agriculturd development
pursued by most countries since World War |1
has had serious negative effects on the
environment, owing to the polluting effects of
intensive agricultura production, the intensive
use of agrochemicals, sdinization and water
and wind erosion caused by bad agricultura
practices, and the devastating effects on
biodiversty and tropical forests caused by
dash-and-burn agriculture and other farming
activities. The use of production techniques
which plunder renewable natura resources,
together with inappropriate policies toward
natural resource use and access, and scant
incentives to conservetion are maor regiona
chalenges whose importance is likely to vary
from one subregion to another.”®

Concern for the sustainability of natura
resources takes on growing politica
importance as socid awareness of the
problem increases. Consequently, regulatory
frameworks for food production need to be
dravn up so as to promote sustainable
resource use. Also, the increasing likelihood
of environmental issues being included in

% For example, in arecent survey (11CA 1997) the
use of predatory techniques was mentioned as a
priority issue in the Andean and Southern regions,
and inappropriate use and access policies in the
Caribbean and Northern regions. For the Central
region, the persistence of rural poverty is the
priority issue in terms of the sustainable use of
natural resources.
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international trade negotiations gives the issue
new economic importance, especidly for
countries with significant agricultura exports.
Putting together a productive drategy that is
respectful of the environment, and therefore
sugtainable in the long run, has significant
requirements in  terms of inditutiona
sructures in  the public sector, the
development of an appropriate regulatory
framework and the implementation of public
invesment  programs,  especidly  in
technology development. Currently, however,
there are no technologica systems capable of
ensuring the sustainability of a growth rate in
agriculturad output that would be sufficient to
meet demand, especidly in less developed
countries (Ruttan 1992).

Although the concept of sudtainability in
agriculture has progressed in recent years,
there is gill disagreement over the most
appropriate definitions and the priorities and
emphases to be placed on different policies
for sustainability. For the purposes of this
document, sustainable development is defined
as the steady improvement of standards of
living among the rura population, which does
not require continuous infusions of financia
ad and does not degrade the natura resource
base (IDB 19983).

To achieve the sustainable use of natura
resources, the Bank could promote the six
issues described below. First is the crestion,
modernization and equipping of regulatory
and adminigtrative bodies responsible for
national resources. Second, the integrated
management of micro-watersheds a  the
community level, since appropriate practices
usualy offer limited benefits to the small
individual producer, which are insufficient to
motivate their adoption. For that reason, there
is a need for participatory and decentraized
plaoning by the community, involving
training programs, the development of cottage
industry and nonagricultura activities, the use
of wild flora and fauna, aguaculture and
fisheries, and ways of promoting activities
amed a the sustainable management of
natural  resources (for example, the
management of natural forests, reforestation



and promotion of soil  conservation
practices). Third, the Bank can promote water
pricing based on economic value, making sure
the use of water responds to a careful
evauation of opportunity costs, to ensure that
the best possible use is made of the resource
within a policy to conserve water and protect
land resources from the eroson and
sdinization associated with bad irrigation
practices. This means developing ingtitutiona
mechanisms for water pricing (consistent with
opportunity cost) and to enable users to be
charged for the service®® Fourth, the Bank
can foster the edablishment and
dissemination of agriculturad  practices
favorable to soil conservation (such as the
zero tillage system and waste recycling) and
the sugtainable management of naturd
resources, ether in areas with potential for
intensve use or in margind zones. Fifth, it
can promote the desgn (where socidly
judtified), of ingtruments to compensae
famers for the externd benefits ther
practices generate, since the private benefits
of such practices are often very limited (for
example the conservation of forests to
regulate water cycle). Findly, the IDB can
support the introduction of regulations and
improved cultivation practices to reduce soil
and water pollution caused by pesticides and
chemical products and to safeguard food
safety (for example, promoting biologica pest
control through natural control agents, taking
advantage of loca knowledge of the latter's
behavior).

36 Strengthening  Human Resources
and Rural Infrastructure

% Based on experience of unsuccessful major

irrigation programs administered by the public
sector, current irrigation projects financed by the
Bank target small and medium producers, greater
participation by usersin all stages of the program
and the recuperation of a considerable part of the
costs. See the strategy for integrated water
resource management (IDB 1998b) for a complete
treatment of the principles and instruments for a
rational management of water resources.

The changes that have dready occurred in
agricultura  production in much of Latin
America and the Caribbean are only the
beginning of a far-reeching process of
productive restructuring which is necessary to
increase competitiveness on international
markets. A centrd eement in this process is
entrepreneurid capacity to push ahead with
the incorporation of technology and ded with
the growing complexity of managerid
activities. The development of training
programs, both a the management level and
in specific technologies, is crucid a dl job
levels. Deficienciesin most of the countries of
the region, in terms of suitable training
organizations with the necessary technical and
financia capacity to implement the innovative
programs mentioned dove, offer ample
opportunities for Bank cooperation and
financing.

The development gpproach pursued by most

of the region’s countries has tended to favor
productive and socia investment in the cities.
As a reault, the nonurban population,
including those living in small- and medium-
sized rurd communities, are at a disadvantage
in terms of communications, socia services,
education and hedth care. This has generated
avicious circle in which the hardships of rura
life have caused migration to the cities, not
only by those who have difficulty finding
work in the rurd sector, but dso by those
who, despite having significant resources,
choose to live in the cities. This wesakens the
tax base and political resources in rurd aress.
Reverang this trend is vitaly important for
the sector and for the long-term sustainability
of the region's economies. Investment
programs to develop rurd infrastructure for
production and improvements in the qudity of
life, including socia services and urban
desgn in smdl rurd communities, will be
tremendoudy important in the long term,
owing to their effects on population structure
and ther economic and  politicd
consequences.



IV. ACTION PLAN

There ae excdlent opportunities for
implementing the strategic € ements discussed
above, usng a variety of Bank instruments.
Teking action on the advocated investment
criteria and priority areas will require a
systematic effort, subject to periodic review,
in formulating and reviewing operationa
instruments and financing facilities. The work
would be done a the countries request and
proceed on the bass of didogue with
governments and proposas from nationa
technica units and the Bank's Regiona
Departments. Owing to the agro-ecologicd,
economic, political and socioculturd diversity
of the region’s countries, the Bank’s actions
must of necessity focus specificaly on each
country and identify dternatives a the
regiond, departmenta and municipa levels
within each one It is edsimated that
implementation of some of the drategic
actions proposed could lead to moderate
growth (5% - 10% per year) in the portfolio of
agricultural  programs over the next five
year327

The following paragraphs describe three
activities to increase the effectiveness and
efficiency of the Bank’s work in the sector in
addition to what is aready under way. Also
presented below ae suggestion for the
necessary actions to provide initia support for
their implementation and the costs of
implementation and possible indicators to
measure its progress.

4.1 Program Design in the Framework
of Sector Strategies at the Country Level

The economic and technological changes of
the past decade highlight the growing

27 An annual 5% increase during 2000-2004 would
mean that tota financing in that period
(approximately US$1,409 million) would be
somewhat less than in 1990-1995; a 10% annual
increase would surpass the 1990-1995 figure by
13%.

interdependence  of different areas of
economic activity; consequently, investment
projects must be based on an integrated view
of agricultura issues in relation to the rest of
the economy. This requires sector studies of
sufficient breadth and depth to serve asabasis
for desgning drategies for action. These
srategies, by identifying  bottlenecks,
proposing priority courses of action and
making explicit their interrdations with the
other tools of economic policy, serve not only
to structure and systematize the actions taken,
but dso to inform, build consensuses and
generate the necessary political support for
sdective investment actions. The priority
investment areas andyzed in this document
could be useful in the diaogue between the
Bank and the countries themsdves in
formulating rurd and agricultural strategies at
the nationd leve.

The congtruction of a robust portfolio of
investment projects in each country should
involve initiatives that at least meet the
following criteria: (i) projects should am at
solving high priority problems in the
framework of a sector development Strategy
designed by the government and should be
consstent with nationa macroeconomic
policy; (ii) proects should have solid
technical, socioeconomic and environmental
viability;  (iii) the government and/or
executing agencies should have the
ingtitutional structure needed to implement the
project and also be able to provide counterpart
resources; and (iv) the direct beneficiaries of
each project should have participated in its
identification and design. These criteria will
ensure the priority trestment of each project
compared to other investment aternatives, as
well as the socid consensus and political
support needed to guarantee its continuity.
Given the absence in many cases of sector
development strategies and the corresponding
ingtitutional  structures needed to implement
them, the Bank's project portfolio could
include actions to enable governments to
obtain resources for this purpose, especidly
from technical cooperation sources or from
the MIF.



4.2 Project Preparation,
and Evaluation

Monitoring

Given that the lead-times for Bank-financed
projects in the sector have been consistently
longer than originally planned, it is suggested
that the Bank should maintain and strengthen
the practice of designing medium-term
programs (10-15 years) divided into five- or
sx-year dages, based on the particular
characteristics of each project. The first stage
would concentrate on edablishing the
minimum political and ingtitutional conditions
needed for the implementation of other
activities at the later stages.

Although the Bank has a wide-ranging and
successful experience in drawing up projects
that meet socioeconomic return criteria, there
are two additiona promising areas of work.
The firs sems from the fact tha the
importance attributed to market mechanisms
and the emphass placed on financing
sructural adjustment programs have meant
less attention has been paid to developing and
applying methodol ogies to take account of the
socid costs and benefits arisng from each
project, which cannot be measured on the
bass of market prices done. Thiswasamagor
concern in the 1970s, and it has once again
taken on congderable importance owing to
the need to explicitly include environmental
impact assessments in project evauations.
These condderations, together with the need
to measure the effects of public investment on
income digtribution, make it advisable to
place increased emphads on designing user-
friendly socid and environmental impact
indicators.

The second area of work relates to project
monitoring and ex-post evauation, an area in
which internationd financia agencies have
been reaively unsuccessful. There is no
consstency in the methods used by different
inditutions, or even within each one. Many
agricultura projects have weaknesses in terms
of defining clear aims and objectives to use as
a basis for monitoring and evauation and, at
the implementation stage, not enough effort is
made to collect field data so that program
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impacts can be effectively evaluated on the
basis of indicators. Setting up an information
and operational system for monitoring and
evauation entails ingtitutional and budgetary
decisons to guarantee the continuity and
independent judgment of those having this
responsibility. This requires resources for
underpinning nationa executing agencies and
the participation of loca professonds and
ingtitutions, independent of both the Bank and
the public executing agencies. There should
aso be mechanisms within the Bank’s own
ingtitutional structure to facilitate and promote
utilization of the results and experiences of
past projects. This capacity is essentia to an
indtitutional  process of learning from
experience in order to improve the
effectiveness and impact of future
investments.

4.3 Mobilization of Resources for
Regional Integration

The Bank has played a pioneering role in
regiona integration processes through its
program of regional technical cooperation and
has promoted joint actions of great
dsgnificance in the agriculture area; a recent
example of this is the Regional Agricultura
Technology Fund. This ingtitutiond tradition
and experience could form the basis for more
integrated action that would make the Bank a
leader in the development of regiond loan
programs.

Integration processes have been particularly
important in the region and have had a
sgnificant impact on trade and transnationa
invesment. They are now darting to have
important consequences in the rura and
agriculture sphere. The Bank should continue
collaborating in the consolidetion of these
proceses, exploring the posshility of
financing programs which are common to
severa countries, in areas such as rurd
transport and energy  infrastructure,
collaborative  activities in  agricultura
technology development, and joint use of
natural resources (such as the management of
shared watersheds and inland waterways).
Promoting such investments through externa



financing operations would mean developing

new mechanisms to pemit joint loans
(regional and subregional) or ese individud
projects dravn up and negotisted in the
framework of a common program by the
countries involved.

44
Strategy

Initial Support for |mplementing the

Although many of the areas and instruments

discussed in this document are aready present
in some of the programs financed by the
Bank, their overdl implementation is a
medium-term activity involving severd of its
departments and country offices and a variety
of committees and internal working groups.
Interna technical capacity and the growth of
the countries red demand for innovative
programs will determine the pace a which
this proposed dtrategy is implemented over
the next ten years. As a complement to these
activities, the four concrete actions described
below are envisaged for the next four years
(1999-2003) to support the initid
implementation of the strategy.

Adaptation of Proposed Initiatives at the
Subregional Level

In order to move ahead with the identification
of new lending instruments, and in view of
the great diversity of stuations between (and
within) the countries of the region, it is
proposed that four workshops be held a the
subregional  levd (Centrd America, the
Caribbean, Andean Zone and Southern Zone)
during the next four years. These workshops
would stress the importance of investing in
sectord modernization and of adapting the
advocated priority investment areas to
regiond and nationd redities (including
drategic elements for reducing rurd poverty
and other closdy related drategies). The
working meetings would be held under the
leedership of the Naura Resources
Management Divisons of the Regiond
Departments, with support  from  the
Sustainable Development Department and
specidized technicd agencies (including
FAO, IICA and ECLAC). There would aso
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be participation by public sector authorities
and representatives of producers associations
and private firms. Given the need to formulate
sector drategies at the nationa leve, as
mentioned above, participation by ministries
of agriculture, rura development and
environment will be of particular interest in
these sector discussions.

Development of Best Practices

A subgtantia activity in the implementation

of this strategy involves designing practical
studies to define the Bank’s procedures and
financing insruments in the priority
investment areas and to support decision-
making by the governments of the region. For
that purpose it is proposed that studies be
caried out on the following subjects. (i)
modernization of the ingtitutional framework
of the agricultural public sector, including
reform of the mandates and functions of
agriculture and rura development ministries;
(i) agriculture biotechnology and rural
development, including biologica safety, food
safety, intellectud property rights and
posshle future reationships between the
public and private sectors in the financing and
gpplication of technologica development
(with specid emphasis on the dtuation of
sndl- and medium- szed countries where
current capacity in biotechnology research
and its regulatory framework is wesk); (iii)
agriculture trade, including the impact of
trade liberdization (in land use, in poverty
indicators, in productivity) on the sector at the
regiond and subregiona levels, analyzing the
effects of bariers to trade in inputs and
products, along with hygiene, qudity and
safety of foodsiuffs, and (iv) the definition of
agricultura  sustainability indicators  for
monitoring the environmental impact of
agriculture development programs financed
by the Bank. These tasks will be carried out
jointly by the Bank's naturad resources
management, environment, integration and
trade units, with the necessary externd
support.



Annual Report on the Bank’s Activitiesin the
Rural and Agriculture Sector

Beginning in 2000, it is proposed that an
annua report be produced on the Bank's
activities in the rura and agriculture sector,
including an analysis of trends and critical
issues, and stressing innovative practices and
insruments financed by the Bank and by
other development agencies. The aim of the
report will be to publicize the results of
concrete initigtives a the naiond and
regiona levels, these would aso be published
on a webste specificaly created for this
purpose, which will include the results of
technical studies relating to the strategy. This
publication will be produced in collaboration
with several units of the Bank and will
complement its other reports. The first report
(in 2000), in the form of a newdetter, will
include an evauation of the portfolio of rurd
and agriculture sector projects which were at
the execution stage during 1996-1999.
Beginning with the second report (2001), a
review will be included of activities carried
out during the preceding year. In-house
discussons of the report will andyze the
progress achieved each year in implementing
the actions proposed in this document with a
view to adapting them over time.

Srengthening Internal Technical Capacity
and Strategic Alliances

In addition to enhancing working aliances
with specidlized technicad agencies and
providing concrete opportunities for some of
them to expand their role in preparing Bank-
financed projects, there is a need to strengthen
the minimum professiona critical mass inside
the Bank for the follow-up and
implementation of the proposed actions. It is
suggested that Regiond Departments and the
Sustainable Development Department assign
a larger number of oaff (in-house or
contracted from outsde) to the desgn,
execution and evauation of agriculture
development projects. Rather than create new
posts, this may involve reassgnment of
exiging resources according to demand in
each department and the reallocation of posts

that may fdl vacant in other sectors and/or
functions. The technica training of daff (in
the country offices and at headquarters) and
the Bank’sinternal agricultura sector network
(AGNET) need to be drengthened, with
support from the Bank’ s Office of Learning.

In recent years, working contacts have been
initiated with a variety of specialized technica
agencies, which have been very worthwhile
both for the Bank and for the organizations
concerned. Specificaly, concrete working
aliances have been forged with 1ICA, FAO,
GTZ, ISNAR, USDA, the World Bank,
IFPRI, IFAD and ECLAC. It is proposed to
evauate and improve these ties and extend
them to other agencies (universties,
foundations, and others) in order to increase
the impact of the Bank’'s scarce technica
resources, improve the qudity of projects
financed by the Bank and formulate a larger
number of joint initiatives.

45 Costs of Implementing the Strategy
and Indicators for Measuring its Execution

In applying the dtrategy, the Bank will utilize
the options presented above for financing
operaions in the agriculture sector, in an
integrated manner and in accordance with the
demands and conditions of each dStuation.
This implies that actions will need to be
strengthened at several levels, ranging from
programming missions, country studies and
strategies and subregional/sector Strategies at
the level of each of the Bank's Regiond
Departments, to the concrete identification of
financing instruments for each project (from
the Bank, the Inter-American Investment
Corporation and various Funds, especialy the

MIF).

Assuming that, in response to an increase in
the demand for financing of food and
agricultural programs, the projects portfolio
grows moderately (between 5% and 10% per
year) over the next five yeas the
implementation of the actions proposed will
mean an increese in cods due to grester
demand for preparation of operations and to
cary out the initid support activities



described above. This investment can be
estimated as equivaent to the annua cost of
three to five additiond doaff per year,
depending on the growth of the project
portfolio of each Regiona Department. This
is certainly a minor cost compared to the
expected benefits of gradud but sustainable
development of the sector. It is dso
anticipated that part of the additiona technica
work arisng from increased demand for
resources by the countries can be carried out
through working agreements with specialized
technical agencies.

Success in implementing this strategy, and
the monitoring mechanism to measure that
success, will be based on the following
indicators: (i) annua growth of the project
portfalio (number of projects and amounts of
financing); (i) qudity of the programs
measured by the actions prepared in section
4.1 and 4.2, and (iii) progress reports and
adjustments proposed in the Annual Report of
the Rural and Agriculture Sector. The priority
investment areas and the action plan for this
drategy will be updated in 2005 and the
strategy asawholein 2010.

The agriculture sector in Latin America and
the Caribbean has a promising future, but
there are important challenges to be met. As
the main financing agency in the region, the
Bank can play an essentid role in supporting
countries in  the modernization and
development of their agriculture sectors. A
proactive role in mobilizing funds for
drategic  investments, systematic  policy
review through didogue and dissemination of
ideas and best practices, and the devel opment
of programs combining economic reforms,
indtitutional  strengthening and  investment
projects in priority aeas would have a
fundamenta impact on the region’s economic
and socid devdopment. This is the
ingtitutional challenge for the coming decade.
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