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A Rasearch Propocal for a Study of Capital Utilization

e e

in Mamufacturing in Developing Countries

I. Introduetion and Summary

j i low capitel utilization in manufacturing is peradoxical in
developing counbries where socilal labor costs are low snd capital is
relatively scarce., Recent studies have begun to make the extent of
capital underutilization inpressively clear. It has been estimated
that in Pakistan and Korea the existing utilization of capital stock

in ranufacturing is only 15 percent, while in Colombia it is only abou’y
30 parcent on a three shift, 7 day wesk basis. While a 100 percent
utilization level would of course be vwnrealistic, there is ample roon
for increases in the utilization of existing and new czpital stock to
substantially increase outpub and employment with given investment
outlays. Successful efforts to understand and hence lrprove the
utilization of capital in dsveloping countries could increase the
productivity of industry, and substantially lower the average and
marpinal eapital labor ratios, bringing the use of resources into a
better relationship with soeial factor prices znd hence inmprove nationa
produciivity. In sum, the objective of this study is to induce an
ineresse in capital utilization in manufaciuring in dayeloping countries
comparable to that which took place in the United States during Viprld
har I1.

capital utilization in develeping cowntric. :culd now have a considarabls
payoff in guiding development policies towzrd en increasz in capital
utilization and employment. First, much of the confusion in conflicting
and uncertain objectives and cencepts of "excess cepacity', Ngapacity
atilization" and "capital utilization' has been resolved in recent
studies, so that it is now possible to collect data that are coherent
and comparable betwesen industries end betwesen countries. Second, recent
contributions to formal production theory have showm that low capital
utilization can bo sconomizally rational, that is, capital is installed
with the intention that it will be idle much of the time, to maximize
profits. The "optimal idleness of capital" is usually an eccnomic and
not zn engineering decision; it is influenced by economic variables and
is thus amenable to changes in economic policies.

2. Recent economi¢ analysic suggest. hat a rigorous study of

3. It is suggested that an empirical study of capital utilization
be undertaken in five v six countries to serve three closely related
objectives:

(a) The collection of data of the typical dlstribution of
capital utilization and idleness among plants 1n developing
countries; identifying those industries where capital



utilization is relatively high and those where it is
low in the sample countries, what represents a "normal"
level of ulilization; and how these differ betwsen
developing and advanced countries. Such information 1s
not available in, and cannot ba derived from, existing
gtatistics.

(b) The analysis of the caunses of idle capibal. Many
explanations exist. OSoms reasons for idle capibal, for
example demand deafliclency, are familiar; some, such &s
planned idleness due to input priee dythms, such as wags
differvences between day and night shilts have only recently
been identified. In general, the various explanations
are complemsntary; a single cause rarely accounts for all
observed capital idleness. It is important to obtain a
sense of thz relative influence of the vericus Cavses
beocause altermative causes have very different inplications
for corrective policies.

(¢) The evolution of policies for increasing capital utilization,
and henes for hilgher capital productivity, higher employment
per uwnit of capital invested, increased forelen exchange
earnings, a more rapid rate of economic growth and better

incoms distribubion.

l. The objective of the study is to devise policies which wouvld
similtansously inersase the wbtilization of capital, employraznt and ontput.
Such policies would moreover, not second-guass firms' managsnents, attempting
to impose on them a "superior! external wisdonm. Instead they would indas
manapgements to increase utilization, output and employment by making it
profitable to do =o.

IT: The Theoretical Framework

1P Studies of capital utilization have been dominated by advanced
counbries' concern with business fluctuations and short term naticnal
sneoms forecasting, that is by Keynesian type idle capital. L1l 7. Most
discussions and all regularly published statistical measures of "eapacity™
wtilization in the U.S. and U.K. deal with fluctuctions of actual utilizatlon
from desired levels, but thsy have not definsd these desived levels in
absolute terms. In fact a comparison of present with past output (or
employment or elsctricity consumption) is used as a proxy for fluctuations
in capital utilization. The data generated in these statistles are a set
of ratios (expressed as percentages) with unknown and inconsistent deno-
minators. These are quite appropriate to measuring manngement's relative
satisfaction with current business conditions, but cannot express the
efficiency with which capital stock is used.



6. The firast study to estimate the Jevel of capital utilization
(snd its trend) was Foss' 1963 descripbtion of U.S. manufacturing capital
utilization Tor 1929-56 / 57. Two facts emerpgeds (1) the level of
utilization per se was surprisingly low, capital was idle over 755 of
the time; and (2) the trend in utilization showed rise over the periocd,
concentrated largely in The war years. Tnis second result, the rising
trend of capacity utilization, was central to Jorgenson-Griliches'
re-estimates of U.S. capital preductivity £ 8/ challenging the
Solow-Denison / 16, L7 estimates. (Capital stock estimates mdsrstate
the smount of productive capital services 1f utilization increases).
Tha first of Foss' results, the low level of utilization, was ignored.

T Tn the meantime, Robin Marris had presanted the arzament,

based on an extensive snd detailsd examination of British indusiry, that
idle capital is a retionzl part of investument planning. The need to pay
higher night-time wage rates often makes it profitsble, and hence
"optimal®, in the strictest sense, to "overbuild" a plant so that all
cutput can ba preduced guring the dayiime and the plent can be shut dovn
at pight L 117 A given output can be produced with a largs capital
stock utilized at a low rate (vo avold high-cost 1abor inputs), or with

s smaller capital stock utilized at a highar rate. Scale gconoies in
manzgerient and in eowiprent compatibility tand to increase the advantaze
of higher utilization. Tavestment planning, therefore, eribodies & chelce
of the combination of size of the capital atock and level of its utilization.
Marris' ploneering work complemented earlier analyses which had gzseribed
capital left intentionally idle for a number of other resasonst beeause
of imperfect compatibion (Chamberlin /[ 27, Cassells [ 17 because of
anticipated pesk load demand pabterns (Smith £ 157), to retain sales-
delivery flexibility. (Nicholls £ 13.7) or beczuse, dynamically, plants
may be built ahead of a growing demand if there are scale economnles

(Caenery [ 3.7, Mann £107).

B Winston's 1968 study of capiltal utilization in Vest Pzkistan
manufacturing £ 187 applied Foss' utilization concepts to a daveloping
country, finding an even lower general level of capital utilizaetion than

Foss had for the U.S. (and with high.vafiance) and, probably more significantly,
finding substanbia® suppoxt in inter-industry analysis for Marris' hypothesis
of rational, intentionally idle capital. Subseguend studies by Thouml

in Colombia / 177 2nd Kim and Kwon in Korea /97, though not entirely
comparshle, suggest that low levels and bigh variance of utilizaticen ave,
indeesd, typical of peor countries.

9. Excessively idle capital in developing countries was suspected,
of course, long before these studies measured it (Mason /[ 127, Hirschman
[ 6.7, Hogan [ 1.7, for instance). Ib was typically explaincd, however,
by orthodox Keynesian demand deficiency, by unanticipated shortages of
inputs or solely as the result of misguided import/investment licensing or
foreipgn aid granting policies.



10 Reseatly, Winston £ 20/ and winston-MeCoy / 227 have refined
Karris' concept of planned capital idleness, using a rigorous formal
production lheory, and have peneralized the phanoucnon of intentionally
idle capital to situations where the price of any inpul to producticn

-- not just the wage rate -- is expected to vary riythnically over the
day or (most likely) ths yeat. This conslderably incraasas the potential
relevanse of the snalysis for development policy. These formal modals
show thats

(a) The optimzl level of utilization incorporated in a firm's
invesiment decision dupends on relative factor prices, on
the amplitude of the input price (e.g., wags) chythm and
on the "instantanecus! olasticliy of substitultion among
Papubss

(b) Output and employment per wiit of capital stock depend on
factor prices, through varying optimal utilizeticn rates.

(¢c) The lower the opportunity for ordinary v{actor substitutability",
the more likely is an improvenent in ntilization rates to
lead to hicher capiltal productivity and a better ratio of
empioyment to capital investment.

ada Olearly, there is no single cause of idle capital. Previous
studiss leave us with a variety of compatible explanations: (1) uvaexpectedly
deficient product denand, (2) unexpected input shortagzes, (3) intended

idleness in anticipation of product demand flustuations, growth of denand
or market strueture :nd (L) intended idleness, plamned in anticipation of
regular inoat price rhythms. For corpleteness those explanations that
ges idle cspital as caused by simple irrationality or ignorance should
also be included but it is cxpected that they will prove relaiively
unimpor tant.

12, Th determining causes of varying levels of capital ubilization,
attention must focus on private business behavior. Private and social
coats and benefits are not, hovever, synonymons. The incentive structure
is an important cesuse of divergence between private and social costs, and
hence between privately and socially optimal capital utilization. In many
developing countries incentives lead to input price distertions and hence
to low capital utilization. The study will pay partiecular attention to
ths role of existing policies in determining capital utilizatlion to enable
improved policies to be designed.

III. Methodology

13. A cross seotion of countries would be insluded in the study.
Countries will be chosen in several geographical areas to obtain a sample
reflecling differences in factor endowments, cultural heritage, past
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economic policies and political systems. lowevar, since the study's
concern would be with the sndustrial sector, the countries chosen would
bo the ones with o existing industrizl base.

1h. The nature of the research proposcd would reguire extensive
knowledge of the sndustrial structure of the countries in guestlon. It
would therefore be necesoaly to choose gountries with a good data base.
Tt is intended to work closely with loca veseorch institutions. Where
possibie the consultants in charge of eoch country study will be chosen
fron such institutions to ensure the maxinisa imcorporation of the study's
results in local research methodolopy and policy formulatioie A8
assisting the Bank to iwprove ite lending and help developing countrizs
to dafine their policies is a major gozl of the study, the countries to be
studied would be ones in which Bank lending is significont or where the
Pank expects to make loans in the future. However, because of budget
1imitations, very large countries would be exluded.

15 In light of these considerations, and after prelivinway
consultations with the Reglons, the following countries have been identified
as being of interest:

Malaysia
Yugoslavia
Nigeria
Korea

’

Latin fmerican countries have aot been included, ag thio project is to
be complemsnbary to the Boston University Centex for Latin hmerican Studies!
project on this subject. As at the present stage there is very little

knowledge ebout industrial capital utilization in general, it is proposed

to seek col ak ava - don; probably in
the Eg;;gﬁ_ﬁiaiaag so that an industrially advanced country counld also be
gtudied.

Data Collection

16. A major contribution of the study would be the accumilation of

hitherto wnavailable data shout capitel utilization jn manufacturing plants.
This necessitates extensive ques tionnzire surveying of mamifacturing firms,
supplemented by intensive interviews with a smaller number of firms in

gach of the sample countries.
L. Surveys

s gelected manufacturing sectors, comparable among the counbries
studied, would be gampled in each country by an interview Survey. The
econory of a mall survey was sonsidered, but the problem of identifying
capital utilization precludes its use. The involvement of local insti-
tutions is thus critical to the stundy.



18. A questionnaire now being constructed would be pre-tested in
each of the sample counbtries and revised in light of thess pre-test
results. The guestionnuire is designed to overcome the problem of
identifying capital utilizaticn in a meaningful manner., Ib would yield:
(1) plant and firm characteristies; (2) the basic facts zbout the amount
of time the capital stock is idle and the intensily of its use during
operation; (3) demand characteristice including market structure, growing
demand with scale economies, peak load capacity, and (4) input price
rhythns ineluding night-time wage premia, seasonally priced inputs,
managerial preferences. 'he basic data collected will ineclude the same
information as that being collected by the Boston University project to
ensure comparability of data between Latin Americon and other developing
countries.

i2. Because comparabllity among firms, industries and countries i=s
basic to the study, modifications to the questionnuire would be made
after pre-testing had been completed for all ccuntries. 4 limited number
of couniry-specific gquestions could be added for each country, but this
would be done reluctantly, se that the length of the guestionnaire could
be restricted. Otherwise, uniformity in the basic question?® though
aukward, would b= essential. It would be essential, too, to limit the
overall scope of the questionnairve (and the study). This would mean
excluding very worthwhile guestions, based on hypolussis about the
potential influence of incrsasing ecapital utilization on industrialization.
4s the study proposed would cover a very new area, all aspacts of the
problem ecouwld not be covered. Howmver, suggestions for further promising
research on capital utilizetion for other researchers would form a useful
by-product. :

B. Sapling

20. Within each country the basic dats would be related bo data for

the industrial ‘sector as g whole. The survey resulis would be consistent
with published data.

2L, After taldng into conciderabion the size of the industiial saclors
of the developing countries prouvesed for the study and the opinion of Henk
staff familler with these countries industries, it is believed that surveys
af tha fal Towing mamnd tmda wonid ha rannirads

* Number of Manufacturing Number of rirms Percentage of
Establishments (1969)/a Surveyed firms surveved
Korea 2h, 752 300 T2
lalaysia 3,193 200 6.3
Nigeria 625 150 2.0
Yugoslavia 2,153 150 T:0

E/ Includas establishments with 5 o¥ more employees in Korea and 10 or more
in Nigeria. No definition for Malaysia and Yugoslavia. 1968 dat?® for Nige

Source: United Nations, The Growth of World Industry 1970 Edition, New York.

Bl
E .

e
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€, Joalysis

i n so new a field of investigation as this, mizh of the

enalysis of the survey and interview resulbs mgt be informal, gaided

by the snformed judgement of those conduncting the study. To plan othervise

would be to prejudge and restrict the results of the study. Houever,

thres levels of more formal analysic would be included:

1, Deseriptive Statistics. Sirple statistical agmregates of the
e ts would be uged to duscribs level ond variation (mesn
and veriance) in observed atilization within the samople as &
whole, within each samnle eountyy, end within industrizl
sub-sectors. The rmost sonhisticated statistical technicue
ased here would be the determination of the significance of
the observed differences in means.

44, The Cruses of Czpital Tdleness, On the basis of responses
Zha Aingirect cvicence Trom ohe surveys and other corpatible
data, ble obse: rad idlensss of capital would be composed into
1ts apparent CousS3s. This would b2 supplenonied by inter-coun iy
compari-on by industiy wmong the sample countries. This wouwid
enable the most irportant causes of capital idleness in each
country, e.g. lack of foreign exchange, labor lsgislation, eic.
to be identified.

=t
!—!c
.

The Veriability of Plonned Tdlensss. inticipating the resulbs

e e e e

=Fille analysis oi ceuses ol Laleness, mich of the observed
idleness of capital would probably be snbentional, planned 25
part of the investment decision. A major question would bz then
whether the level of plenned idleness is sensiiive to econoric
policy, especially price, variables. Vvhile this study vould not
give a conclusive answer, we expect a very vseful test of thab
hypothesis to come from comparison of sectoral utilization
result: observed in various price-policy envircnments. It is
essential, therefore, that the sample countries represent a
diverse sebt of development policies. On a more formal level,
the intensive investigation of one or two selected industries
in all countries should provide estimates of the prices, elasticities
and price amplitudes necessary for a more disegeregated test

of the hypothesis.

D. The Researchers

23. The project would be carried out under the guidance of the
Beonomics of Industry Division. It is proposed that Helen Hughes be in
charge of the project, and that Franciseco Thoumi devobtes 18 months to Lt
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during Fiscal Years 197l 1975 and 1976. It is also proposed that Gordon
Winston, who is one of the few sconotiists with experience in this field,
be the Senior consultant for the project. A review panel of Bela Balassa,
Stephen Lewis and Robin Viarris is also proposed.

2. Francisco Thoumd. will be participating in the Boston University
study to ensure comparability between the two projects. 'The country
studies would preferably be wndertaken by economists from research insti-
tutions within the developing eouniry. In some cases these would be
strengthened by assistance from other consulianis.

25. The following prospective institutions would be asked to provide
the institutional base and domestic suppord required for the study:

Country Institulion

Korea 5 Korean Developmant Tnstitute

Nigeria The University of Ibadan

Malaysia Federsl Tndustrial Developnent fathority
Yugoslavia Institute Tor Industrial Fconomics

Tt is expected that these institutions would provide local counterparts,
research assistence, and a base for concnltants where epprovpriste. All
the economists in charge of country studies would be at the post doctoral
level. They would be sclected from those who have had experience in the
field and who ave nol over-burdened with other responsibilities.

V. Orgenization

A. Preparatory Work

26, Preparatory work has been undar way for some time and will be
completed by June, 1973. 'Ths following remain to be finished.

i. Finsl comntry selection and procurement of institutional
support.

ii. Selecticn of conzultants.
44i. Elaborating and testing of the questionmaires.

B. Field Work and Country Report Writing

27. The field work would be done between July, 1573 and September,
1974 to take advantage of University vacations. During the summer of 1973,
the supporting consultants would visit the countries studied, samples
would be sclected, and initial plent interviews would be undertaken.



Cormmlementary infermation would be collected. During the period
September 1973-June 197k, the dnta obtained would be c?llated and @
preliminary report would be written for each countryul Vhere consultantis
would be empicyed, they would return to the country studied, in the
sunmer of 197h, fill out missing information and, possibly collect
additional material on the basis of preliminary resulis obtained. Final
country reports would be completed by late 1974 or early 1975,

28. Tuo serdinars would be conducted at the Bank with those in
charge of country work during the course of the study.

i The study output will include:

(a) A detailed, policy oriented paper for sach country
studied. These papers would be written in c¢lose
cooperation with ihe Regions as the empirical work is
complagad. They would alse be ready in the spring
of 1975,

(b) A genersl pelicy paper for Senior Mapagerent focusing
on the way in wiich the Bank counldtrarcagh its various
lending technigquas - program lo&ns nvoourement practices,
direct leazns and lomns through development finance
companies - affect cepacity utilization levels.

lich would conmsist of a theoretical and methodologicul
section, chapbers on each of the individual countlry

studics, and policy conclusions. This would also be
completed by autum 1975.

V. Benefits

30. Tha countries! studies wouvld have, for the first time, information
ont the relative utilization of their industrizl capital stock in various
sectors cnd, by comparison with the other countries in the sample, a

sence of whether their own utilization performance is relatively good or
bad. This factual 'information -- a set of compariscns between industries
and batween countries -- should be of considerable use in the sample
countries in guiding their own policies and further investisation of the

use and idleness of their capital. The use of this informaticn would of

1/ The data processing would be done at the comsuliant's home base to
the extent that this would be economic; other processing would be
centralized in Washington.
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conrse differ from counbtry to country, but basically it would enable
countries to improve their policies toensura higher cepital
utilization in pepneral, or in particularly poorly performing indopstries.
Pendin- ihe adoption of new policies, rough guidglines cculd be set

for utilization by sector so that a new investment project proposed in
2 low utilization sector would reguire special justification while an
investment project in a high utilization sector would escape speclal
surveillanca.

31. Tt 35 clear that a policy trat is appropriate and effsctive

in offsetting ona sort of idle capital may be ineffectual or worse in
affecting snother. To devise utilization policy without knowledge of
causes would be risky in the extreme, In the U.S5., for instance, the
evidence sugzests that even in a recession year, less {han 10 percent of
jdleness of menufacturing capital is due to deficient demand / 21 Fx 13
this proves to bz ihe case, too, for develeping countries, policies
merely suggesting that idle ecapital be used for pxport expansion will be
ineffectual at best and seriously disruptive of foreign exchange balances
at worst. If, on the other hand, much cepital jdleness did prove te be
of this Keynesian sorl, expangion of product demand would effectively
increase output and enployment with no additiensl investment. Otber
unicue cowpensating policies are implied, if the bulk of low utilization
15 cazused by unexpected input shortages, market imperfectlons, poak
demand loads, etc.

32. If the variable ecpitimal utilization theory appears correct,

there will be a real possibility to increase cepital utilization by

changing development policies. Most importsnt, the prices of capital

and labor actually paid by firms will be seen as being of greater
importancs. The price of capital depends on the domestic price of

equipnent (imported and domestic), on the rate of interest paild and on
depreciation and tex policies. This is a set of prices that may be
distorted by overt davelopment policies &as well as by covert but common
practices like over-invoicing capital equipment imports (which, alone,
appeared to lower the price of ilmported capital by more than Lo percent

in Pskistan in 1970 / 19 /). A change in prices that results in an

increzse in the price of capital paid by firms will increase the utilization
of the capital stock. n the other hand, an increase in the wage ratc

paid -- because of minirmm wage legislation, social taxes, union intervention
or, simply, a rising supply price -- will tend to reduce the level of
utilization.

33. Perhaps less obvious is the fact that an increase in the
amplitude of "input price rhythms" facing firms will reduce capital
utilization. For instance, higher night wage premiums will make it
profiteble to reduce the utilization of capital and lay off workers. Thus,
well-meening "humandtarian' legislation reguiring that night shift workers
be paid a premium wage will reduce ermployment, output and growth. To take
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a counter example, the example, the expansion of rice paddy storage
facilities, by reducing the sessonal amplitude of the paddy price to
riece millers, will tend to incredse the ubilization of milling ecapital
and result in lecs seascnal unenployment.

34. ithe verification of the variable optimal wtilization theory
would reinforce the growing conviction that input pricee ere gritical
in development policies; that developrent can elthier be eroded or
reinforced by priecing policies. Specifically, it seeis likely that
the widespread policy of providing cheap capital to firms has led to
its utilization at very low levels, reducing output, growbh and
employment. Xven if such a pricing policy were concidared necessary
to ovorcome an “zhsorptive capacity limit" it is not clear a priord
that a low capital price that induces investment with low utilization
has 2 positive net effect on output and employment. arification of this
model would thus be an impor tant pairt of the gensral reszamination of
the incentives created by development pricing policies.

0

VI. Costs

s Two gquestions central to Bank Group consideration of the
undertaking of this sludy remain. {(a) Why is the consideralle expense
of original data collection necessary, especially in light of the many
existing studies of "excess capacity"? (b) Why should the Bank Group
wdarteke it, rather than some other agency or indspendent scholar?
The two are related.

36. Pxisting data on capital wtilization are nol, and ceanot be

made comparable between firins, industries or countries. The only source

of data on actual levels of ntilization is direct survey. This is costly.
The need for comparsable original data, even in a modest rumher of developing
countries, recommends a study of such magnibude that no individual scholar
-- and only a few agencies -- can consider it.

37. The magnitude of the study suggests that the Bank Group may be
the only agency bthat can cffectlively organize and coprdinate such an
jnvestipation. It has, on the one hand, the contacts and working relation-
ships with competent 1ocal research organizations and international
scholars whose involvemsnt 18 sssential to the accwmilation of meaningful
information and analysis. It scems hipghly unlikely that eny other agency
would be able to instigate end coordinate research activities in 2 nurber
of countries in such a wey as to produce a coherent and comparable picture
of capital utilizaticn in poor developling countries. The Bank Group also
appears to be the only agency capabla of taking the lead in organizing
and motivating the resources of other funding agencies, notably the Ford
Foundation, which would be approached Lo collsborate in the study if the
Bank decides to take the initiative.



= W

38. 1t should be noted that a considerabla part of the cost of the
study erises from the desire to use i as a ressarch training vehicle
for the developing countries studied. Tras 1t is intendsd bo provids
gufficient stipends to loeal collaborators to nable them to devote
sufficiont time to the study, and at the same tims to support them by
first class assistance from experienced researchers where necessaly.

39. The budpat of this study was es timatbed under the assunption
that local consulbants would ndertaite two countries, and two outside
consultants would asesist in the other twe stundies. Ib has zlso heen

assmnad that one £ the oubsid2 constltants wouwld be hired in the U.S,A.
and the other one abroad.

(a) Costs independent of the nunber of daveloping countriss
studied i.e. fixed costs would be:

FY&TE} FY—-Y_E F——-'_?é
&

1. Review Panel

e S = S e

Fees 3,000 1,000
Per dien 1,400 149G
Trevel 675 175

B §5_3L0: Consultant
Fees (6 months) 5, 200 5,200 £,200
Per diem 2,100 2,100 2,100
Traviel 1680 180 150

3, Hesoalohnis

(from IBRD) to coordinate

study. (18 months) G375 s B
M -

(from IBRD) (12 months) R — Rt Sl

Year Total Shefd- et f
PR 1,556  _LUEO 5,_1’ 45

Pixed Costs Totals $EoHBT" 2‘1,[?0
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(L) Comntry Studies

FY-Tu FY-75
P , o

=

1. Local Congultant Lﬂw .
Fees (12 wmonths) L1, 550 3,250
Travel - international 1,750 1,750
-~ domeatic 300
Per diem - domastic 600
- Washington 210 210

2, Besearnh kssistants

Two at & 300/month (6 months each) 1,800 1,600
Yearly Total 9,210 7,910

Country Total:s § 17,120

2. NALLYSTA - studied by onbside consultant and local counterpart.

FY-Th FY-15
— & 3
e gg_n_sultar_l_‘g ""”u) .
Feo st $ 1,400/menth (6 months ) 5,600 2,800
Travel - i “arnational 2,050 2,050
- donestic 200 200
Per diem ~ domestlc L, 800 2,400
- Washington 210 210
2. Gonsultant (local)
Fee at § 800/month (6 months) 2,400 2,400
fravel - international ) 2 260
Per diesm - Washington ) '
3. Research Assistant
One at $ LOO/menth (8 months) 1,600 1,600
Yearly Total 16,860 13,920

Country Potals § 30,780

o o
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3. HIGERLA - studied by outside constuitant and local counberp i rt.

——— - A

BY-Ti FY-75
| § 3
" e
1. Consulbant hfLﬂ 4
Fea at $ 1,400/month (6 months ) 5,600 2,800
Traval - internatienal 3,25 1,150
- domastic 600 600
Per diem - domestic L, 800 2,h00
-~ Washington 210 210

. Consultant (Joeal)

Fee at $ 800/month (6 months) 2,400 2,400
Travel - international

Per diem - Washingbon 1,660
3, Research Assistant '
one at $ LoO/month (8 months) 1,600 1,600
Yesrly Total 18,460 15,120
Country Totals $ 31,580
li. YUGOSLAVIA - studied by local consultant
FY-Th FYE?S
: B
_Ij
1. Local Consultani Uﬂwﬂ 5
Fees (12 months) I, 550 3,250
Travel - inbernational 650 650
= domestic 300
Per diem - domesiic 1,200
- Wwashington 210
2. Research assistance and d=ta
collection costs. 2,000 2,000
Yearly Total 8,910 b J D

Country Total: $ 15,020




5, Data processing snd materisls

LO. The daba processing cogts estimaies mast boe preliminory.

< W
However, after diseussing the problems with the compubing center
of the Bank, the following cstimate was obbained:

TY-Ti FY-75 FY-76

3 3 B
Computing time and data processing 3,500 3,000 2,000
Materials 500 100 100
Yearly Tobal Iy, 000 3,100 2,100

Data prossssing and materials
Total $ 9,200

I pecording to these estimates, the totul and ycariy costs of

the project are:

Total Conts FY-74 FI-15 FY-75

————

$1bnrB8 §-8o53R3  (e3rEE8 G erSTe
I 52, %0 691495 sl 6% 7,24 X
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IT. AGRICULTURE AND RURAI. DEVELOPMENT

1. Land Tenure and Land Reform in
Latin America

2. Smallholder Agriculture (Yugoslavia)
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INTERNATIONAL DEVELOPMENT I INTERNATIONAL BAMNK FOR j INTERNATIONAL FINANCE
ASSGCIATION RECONSTRUCTION AND DEVELOPMENT CORPORAT | OM

OFFICE MEMORANDUM

TO: Mr., Ernest Stern DATE: March 30, 1973
FROM: Dragoslav Avramovic é,wv/
&

SUBJECT: Research Proposal ~- Small-holder Agriculture, Yugoslav Experlence

1y A Review Panel consisting of Messrs. V., Dubey, P, Hasan and J.
Hendry met on March 28 on the above proposal., Also present were Messrs,
E. Hawkins and S. Reutlinger (Develcpment Economics) and Mr., G.F.
Donaldson (author of the proposal),

2. The Panel agreed that the subject was of high priority and the
research proposal was well prepared. The relationship and linkages
between the large modern farms of high capital intensity and modern
management, and the small farms operating with a large supply of labor
and relatively quick possibilities of adjustment, were a major focus of
the study. These relationships and linkages are of interest for many
developing countries of different social and economic systems, The
gecond major research area concerned the experience with the economies
of scale. For example, it appears that small farmers in Yugoslavia

have been quite successful in growing livestock for beef (in addition to
milk), frequently based on supply and marketing arrangements with the
large modern farms in the social sector. The problem of economies of
scale in agriculture, and particularly in livestock, has been one of

the most hotly debated gubject in the Bank, of considerable interest

for its lending operations in agriculture. It would be of importance to
analyze the Yugoslav experience and the factors -- both general and
unique -- responsible for this experience,

3y The Panel suggested that in the implementation of the study
particular attention be paid to those aspects which would go beyond
special circumstances of the country and thus be of international interest.

4, Since the success of the study depends on the cooperation and support
of the Yugoslav Government, it is recommended that the Country Progran
Department concerned explore with the Govermment the prospects of obtain-

ing its endorsement, The planned and needed collaborative arrangement with
the Institute of Agricultural Economics, Belgrade, should not be considered
a substitute for the Government's endorsement,

cc and cleared with: Messre, Dubey, Hasan and Hendry.

cct Messrs, Hawkins, S. Reutlinger, G. Donaldson.



TO:

FROM:

SUBJECT:

INTERNATIONAL DEVELOPMENT | INTERNATIONAL BANK FOR | INTERNATIONAL FINANCE
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION
OFFICE MEMORANDUM
Mr. Ernest Stern : L DATE: March 30, 1973
Dragoslav Avramocvic /_‘,«q_;w/ ‘
Research Proposal -— Land Tenure and Land Reform Strategies in Latin America
1. A Review panel consisting of Messrs. J. Hendry, P. Hasan and myself

reviewed the above project on March 28, Also present were Messrs, E, Hawkins,
S. Reutlinger (Development Economics), A. Ray, OPS), and S. Eckstein and T,
Carroll (authors of the research proposal),

2, The Panel agreed that the research area covered by the proposal
commanded pricrity. A review of the comparative experiences in the selected
key aspects of land reform in five Latln American countries -- Mexico, Chile,
Belivia, Peru and Venezuela -- would contribute to the formulation of Bark
future activities in supporting the land reform measures.

3. The Panel considered that the "Tentative Hypotheses" included in the
research proposal represented a good starting base for organizing the staff
work and the collaborative arrangements with the national research organiza-
tions,

4., The Panel was of the view that the successful implementation of the
project depended cn several considerations:

(a) The focug of the study should be the experiences with land
reform measures rather than the historical' evolution of land
tenure. In order to remove possible ambiguities on this
issue, it is suggested that the title of the project be
modified,

(b) The scope of the project would still remain enormous, and it is
suggested that special care be taken to focus the research
on the selected key aspects (such as those in the "Tentative
Hypotheses"), rather than attempt to cover the whole water-
front, The scope of the research and studies already started
may usefully be reviewed from this viewpoint.

(c) Due to factors beyond the study's control, collaborative j
research arrangements have been made only with organizations
in Mexico so far. Even if such arrangements are made with
the other countries very guickly, it is improbable that the
" results will be in on time to meet the present time-table,
It is suggested that the phasing of the project be reviewed,
and work organization and cost of the last phase clarified.

5. It is expected that the Development Lconomics Department would consider
the above before the Research Committee Meeting of April 5 and let uvs know
their reacticn,

cc and cleared with: Messrs. Hasan and Hendry,

cc: Messrs, Hawkins, Reutlinger, Ray, Eckstein, and Carroll,
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DESCRIFPTICN
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TAND TELURE AND IAND REFORM STAATECIES TN TATIN AMERICA

a. FProblem

- tasic problem to which this research is addrrssed is:
how can lapd reform assist in reaching simultanecusly the bagic devel-
opment goals of raising output, achieving a more equitable distribution
of income, and ereating empleyment cpportunities.

Vore specifically, the following probiems are being analyzed;:
What has been the role that distributive laﬁd reforms have played in tha
economic develeopment process in Latin American countries, both directly
within agriculture and indirectly in other sectors?

What have been the complementarities and possible trade-oifs
between growth promoting and income distributing effects of various kinds
of reforms? Is there a significant time lag in growth after initial
distribution?

How could land reform be turned into an effective tool for the
redistribution of productive capacity, employment oppertunities and hence
income generating power?

To what extent have land reforms induced technological innova-
tions with positive effects both in the production and in the distritution
gpheres?

Whot sort of reform policies can raise productivity without

necessarily displacing workers?



How did reforms affect economies of scale in production and
services and what tenure models could achieve scale economies within the
basic objective of income redistribution?

Cooperative, collective or group ferming is usually cited as a
major solution to 1znd temure problems; where and under what conditions
has it worked satisfacterily, and what lesseng for future group farming
schemes ewerge?

uTntegrated smallholder development" is another favorite pres-
eription; how can 1and termure chenges be used as a basis or catalyst
for such programs in technical, organizational, institutional, and
financial terms?

The joint provision of an extensiun-credit—insurance=marketing
ngervice package" is considered to be the economic basis for rural devel~
opment -~ how is this related to land temure changes?

On the macro level, one of the main constraints to a massive
jncrease in rural income through an output beost, are the low income and
price elasticities of demend for crops produced by poor farmers; under
what conditions can land reform significantly contribute to the removal

of this demand constraint?

b. Method

(1) Conceptuzl framework,

1and reform was neither conceived nor carried out in a unique
manner in different places and times. The analysis will be made in terms

of a typology of the diverse reform policies and programns on which



-3 =

experience is aveileble. The above-mentioned problems will hence be
examined within the specific contert of each reform type.

fhe oxtent to which the various topice will be covered depends
on (1) data and time limitations, and (2) the relevance of the issues
to the oversll strategy.

Nontheless, it will be intendad with regard to each of the
major issues to arrive at meaningful and relevant conclusions, in three
stages:

(1) What has happened in practice? ( Assessment of the real
output, income and employment effects of diverse reform
policies, and apﬁraisal of the general and specific causes
for this outcome in each case. )

(2) What would be the fersible optirmm conditions and orgeni-
sational structure, at all operational levels? (Identi-
fication of promicing reform degigns, wodels of mew temure
organizations and of supporting institutions.)

(3) Appropriate strategy or policy conclusions and expectations
bearing on the major development objectives.

The approach will be empirical and pragmatic without neglecting

the theoretical-and nforward looking! perspective.

Fvpirically, the experience gained in some Tatin American
countries in these matters will be thoroughly examined, as to why have
some experiments in terure innovation failed, and what has contributed
to the success of others. 1In the "forward-looking" realm, lessons will
be drewn from this experience that are of practical relevauce and use to
rral development planning and implementation elsewhere.

Pragmatically, land terure innovations, institutional arrange-
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ments ond rvral development policies that offer promise of attaining the
sbove-mentioned goals, will be assessed on all operational levels, but

with special focus on the local level.

(2) Scope of Study

The study concentrztes on the Mexicaen experilence, which is by
and large the oldest, richest, and of largest scale in the region, drawing
in relevant comparative material from Venezuela, Bolivia, Chile and Peru

which have some very interesting experiences of more recent. years.

(3) Plan of Work

a. FHighly selective ahd eritical examinstion and evaluztion
of available information, ineluding publications, reports and case stucies
(especially vnpublished, original, first hand research material).

b. OSpecific small case studics in areas = both geogrephical
and functional - of major interest but lacking in informetion, mainly
through collaborative rasearch zgreemcnts with institutions in the five
countries studied. Such collaboration will also be sought to complerent
step (a).

c. Statistical analysis of data ecollected in 1967 in field
surveys of Mexican CIDA Land Temure Study, available here, together with
comparable data whenever available from cther sources and countries.

d. Brief field visits and surveys of major relevant projects
in some of the countries studies.

e. Interviews of and discussions with professional, technical,
and administrative personnel involved in these projects.

f. Preperation of report and discussion with Bank staffl.



e. Coordination

(1) Lsnd Temure Policy Paper.

The results of the study will serve as input to the policy
paper that is being nrepared on the same topic by Mr. M. yudelman (CPS).
Furthermere, Mr. Fckstein is collzborating on the preparation of the

Policy Paper.

(2) Cther Research in the Bank

The Tand Temure Study ties in very organically with most other
studies now done in or planned by the Roral Developﬁent Division, DPS,
g5 well as with some of the studies planned in the Agriculture Department,
CPS. They all dwell on the same basic isgue - how to increase outouty
produetivity, employment and income of small farms - but not always with

specific reference o related termre problems.

(3) Collaborative Research in IDC Institutions

As mentioned above (paragraph b/3) it was envisaged to carry
out a substantial part of the work tlrough collaborative research agree-
ments with institutlons in the five countries studied. Such agreements
will cover bibliographical surveys and éeverai case studics and cshould
also prove useful durinz field visits and discussions with local pro-
fessionals.

A collaborativa agreement has been made in Mexlco. Tnteresting
contacts have been made in the other countries as well, but could not

materialize into formal agreements because of the lack of funds.
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d. Implicaticns for_ﬁank Policy

The gencral [renework for this study is established by tha
Bank's Agricultural Sector Paper of June 1972:

nThe challenge for agriculture is to combine an

accepteble rate of growth of production with

movement towards -~ the goals of ereation of

employment opportunities and alleviation of

poverty® (pp. 3,14).

ngovermnents should puroue 1and policies which

help disperse the bepefits of agriculturzl pro-

gress widely" (p. 33) through "land reforms

aimed 24 securing a more equal distribution of

land" (p. 20).

Tt has been repeatedly stated by Maznagement that the Benk has
to address more attention to igsues related to lend reform. This the
study intends to help accomplish.

Tt will provide insights into the inter-relationships between
distritutive land reforms and the rurcl development process. To the
extent that generalizations for Milure strategies are possible, the
study will furnish practical lessons relevant to Benk policy in this area.

The study will also assist the Bank in relating specific programs
and projects to their land termure sebtings and indicate further specific
and operational creas of work.

The recenl discussions around the Bank's report on The
Development of Colombion Agriculture provided an example of the many
land terure and reform issues involved in the Bank's interest in redis-

tributive policies. The role of land reform mecning, scope and levels
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of decision and implementation, pinancial constraints, the classical
growth-equity dilemna, the feacibility of group farming and servicing,
ete. = all ceme Up, and remained in many instances open questions.

If scme evidence could be made available on the results observed in
past and ongoing reform Prograns, the ground for conjecturing answers

would be much firmer, at least in the 1atin-American setting.
e. Frqjegp.0rggpi§pticn

(1) Ehases
The study is plammed to proceed along the lines laid out in
the Plan of Work. A tentative £ima—tuble was preparved when work started,
as follows: )
Months Approx. Dates

I. Preparation of project, data files,

country contacts 2 10/72 - 11/13

TI. Bibliogrephical screeming, compilation,
and orgenization of aveilable material 2 12/12 - 1/13

III. Development and preliminary testing of
hypotheses L 2/13 - 5/13

V. Field visits, interviews, and analysls
of findings 3 6/73 - 8/13
v. Drafting of reporus and steff discusslons 3 9/73 - 11/73
VYI. Final report writing and review 6 12,73 - 5/

This time-table was indicative of the viork plan and of the
relative emphasis to be given to the different phzses, but does not imply
sharp chronological border lines between the successive steps. Rather,

they ave overlapping to a large extent.

\.'  See attached progress repoert for work done so far.
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(2) Profescional Statf snd Supervicion

Mr. Tekstein is responsible for and smpervising

Mr. Thomas F. Carrell as senior consultant.

gince Mr. Eckstein is returning to Israel in th

Phase V will have to be partly

arrangement.

the study, with

e end of the year,

concluded there, through sane consulting
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SUBJECT:

INTERMATIONAL DEVELOPMENT

l INTERNATIONAL DANK FOR ‘ INTERNATIONAL FINANCE
ASGOCIATION RECONSTRUCTION AND DEVELOPMENT

OFFICE. MEMORANDUM
Mr. S. Reutlinger DATE: March 21, 1973

Shlemo Belstein
Progress Report on the Land Tenave Study
14 he First few months were devoted to:
(a) Re-fornmlabing and detailing the resesrch outline

(b) Visiting Mexico first for preliminery exploration end later
for final lsunching of field studies

(¢) Collcetion and clossification of all available publications
and reports

(d) Creation of statistical data files and initiation of their
analysis

(e) Preliminary development of framework of analysis and working
hypotheses

Some orgsnizationel matbers are discuesed under (T).

A. RESEARCH FROCRAM

——

2. The research proposil was redrafted after consultations with
persons related to the subjest both within and outside the Bank, and after
rapidly reviewing the available peneral literature. Trphasis is being put
on gathering and evaluating available evidence on conerete experiences with
new temire arrangements and institationsl settings as cormpared with old or
existing structures, with an attempt to assess problems encountered and
results observed both at the macro and the micro levels.

3. Comments and suggestions on the proposal were received from a

mmber of staff members, and we tried to accommodate them in our program,
wherever relevant and feasible.

B. SPEGIFIC STUDIES TAUNCHED TN MEXICO

b During Cctober 1972, I visited Mexico to explore the possibi-
lities of entering collaborative resesrch agreements with Mexican institu-
tions. As a resalt, such agreements vere formally signed with the Centro
de Investigacions Agrarias (CDIA) for a sum of 65,000.00 and informally
agreed upon with several other institutions (mainly the CILA - Centro de
Fconomia Lgricola in Chapingo). I have just returned from a secend brip



Mr. Reutlinger -2 = March 21, 1973

+o finalize these arrangoments end to launch the field studies to be
undertaken there. As a result, the Vexican portion of the work is well
under way and looks promising. The response of the Mexican collaborating
research institutes has been far in excess to the very small financial
contribution by the Bank.

5. Following is a list and short description of the studies now
underway in Mexico:

(a) Bibliopraphical Sarvey - Dr. Rene Barbosa has sterted to
sgreen and evaluate the pubiications and reports avallszble in Vexico on
the subjects of our study, using the methodelozy and eards system devel=-
oped for this purpose and used by us hare. (See para. 6 below)

(b) Typology of group action - The CDTA will contract & high-
level consultent to survey all existing cases in Mexico of group action in
farming and farm services, and to.prepare jointly with us a typology of
such forms of peasant cooperation; with respect to function, structure,
operation, jpnstitutional support and performance. This survey was discussed
with senior perscmnnel of DAAC (Departamento Agrario), and will be carried
cut with and financed by then.

(¢) Conenea Stucy - The CDIA will elsc undertske a study of the
collective ejido cattle ranch in Cananeca, using data that has accwmlatad
from previous studies.

(d) 1970 Temure Structure - Sines 1970 Agricultursl Census
dats have not yet been published, the CDIA will try to obtain from the
Census Paresu certein basic distributions of output and resources by faorm
size on o national level, so as to bring the cIDa 1968 fipures up to date
on this topic, and analyze the major changes oecurred since 1950.

(e) Collective Ejido Research and Seminsr - The Nation2l School
of Beonomics has assigned 15 students to write fheir Iicenclado theses on
collective ejidos in three major areas (Laguna, Bajio, Culiacan), with the
financisl aid of CONACYT (Consejo Nacional de Ciencia y Tecnologla). It
was agreed in a joint meeling with CONACYT that the CDIA will take a leading
role in guiding these studies, and in organizing a semipar in July or
Mugust, to evalu-te these and other experiences, together with the students,
professionals who have been active in this field, and related senior govern-
ment officials.

(£) ‘fTechnologicel Chanse in the Bajio - Evaluate the mechanism
of technolegical chenge and its Telationonip with temire structure snd cub-
put income and employment patterns. CDIA data of 195h and 1966 will be
compared with survey data to be collected in the field in 1973. (¥r. Keuneth
Roberts (CEA/Ford) and Mr, Carlos Gonzales) .

(¢) Mechenizatlon and rural development - Evaluate observed
experience: with respect Lo farm mecharnzation and its effects on outpul,
income and employment distributions, under different temure structures
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and physical conditions (Dr. Santiago Friedman (cma/Ford) and Mr. Uriza
(CEA)) -

(h) Small-irrigetion and rain-fed develepment projects -
Fvaluate selected cases of projects ih operation and their adapiability to
different temre structures and institutional settings, in terms of socio=
economic achievements, costs, technical manpower requirements and replica-
bility. {(Dr. Willism Lowc ( GEA/RFF), Mr. Bugo Carmona and Mr. Guillermo

Gonzalez), with the aid of Tng. Jose laiz Zaragosa (DALCY.

(1) Fundacion Mexicana de Desarolle (FHD) - Analysis of FMD
sponsored prquEEEﬁﬁT?ﬁEﬁE'I5§ﬁ§ﬁg ani group services to ascertain
nguceess elements! and the possible viability of new temire arrangements
for o more generalized rural developnent strategy (Dr. Santiage Friedman
and Mr. Lorenzo Nieto).

(3) Group action in 1ilk Paams - Comparabive evaluation of two
apparently SuceeBsIil experiences an cooperative milk farms - collective
ejido groups inm the Laguna sponsored by the national credit system (Banco
Agropecuario) and service cooperatives of privabte and ejido farmers
sponsored by a private organiznticn.(FMD) - Dr. Ssntisgo Friednan and
Vrs. Rosario dz HMatus.

C. BIBLIOGRAPHICAL SURVEY

————

Ga Tn Dseenber, two research assistants were hired, on a half-time
basis each, to collect, classify, screen and synthetize all related
material that could be made svailable in the form of books, articles,
reports, theses, and the like. A methodology was developed that will
permit us to arrive at an easily accessible standardized annotated bibli-
graphy, that is now being applied in Mexico as well. Hopefully, the same
system will be extended to the remaining four study countries - Peru,
Chile, Bolivia and Venezuela - so as to enable a rapid cross-country
evaluation of and access to all available material.

Ta The first phase of the bibliographicel sereening in Washington,
is expected to be concluded by the end of Mareh; in Mexico, by the end of
April; in the remaining countries no action has been started as yet in
spite of very good comsctions ond interesting offers - because of our
inability to make any financial commitments. This might prove to turn
into a serious bottleneck later on.

D. STATISTICAL ANATYSIS

8. Data filea were created with field survey data of the CIDA/CDIA
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Vexico study in 1966/68, made available to the LIS. These dala are now
being analyzed, at this woment for two purposes:

(a) Evaluate the economic resulis of a consolidation project
in the Northern part of the Laguna region, that was cerried out as part
of an IERD Rehabilitation Projcct. (snalyzed jointly with lic. L. Bassoco,
of the Sscretaria de la presidencis, Mexico)

(b) Examine the relationship between social (e.g. education,
attituds to innovations) and econciiic (@.g.s income, prodectivity)
variables contained in matched questionnaires submitted to different
tenure groups in several reglons. (jointly with D. R. Stavenhagen of
the Colegio de Mexico)

9. Tt is hoped to cblsin comparable data from some of the other

four study countries, in order to analyse them jointly'aﬁ.test-same of
the bagic hypotheses on an snter-country levele

B. PRELTUTNARY FRAIMEIORK OF ANATYSIS

10, In conjunction with the foregeing, we have developad a rather
detailed though preliminary framework of analysis and set of working
hypotheses., The workding outline and scme preliminary hypotheses are
attached (A).

We are now entering the phase of trying to establish a mean-
ingful typology of temure problems and land reform programs, within
which the implementation of reform programs snd the performance of
wpeformed sectors" will De exzmined. We shall attempt to draw on the
accurmlated material to test snd substantiate or modify our hypotheses,
which should then provide s framework for analyzing possible future
strategies and models.

F. ORGANIZATIONAL MATTERS

Vs Tn order to avoid a serious bottleneck in the very nhear Puture,
it is imperative to arrive at collaborative research agreements with
institutions in Chile, Peru, Bolivia and Venezuela along the Me--igan lines.
We have developed some Very interesting contacts, bub could not srrive at
any understanding because we were unable to commit any funds. for this
purpose. This m: prove to be detrimental to the LTS, whose main purpose
is a comparative evaluation of mainly recent experiences of which little
published material is readily avail:sble, and that require some field visils
and surveys by collsborating institutions. Procious time has been lost
already, and therefore the su stantive material on Peru and Chile in the
draft report may not be as rich and thorough as we b 1 planned and may
have wished.
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T2 Likewise, it is imperative to ussure funds for the contirmatior
of work in FY!'7h, according to the Budget Proposal submitted to you on
2.23-73 (attachment B). These are srinimam regquirements, and we shall nct
be able to carry out the research project as presently envisaged - if we
shall not be able to make cormitments now to cover nexbt year's neads.

13. In general, the study is proceeding according to the original
schednle, with some delay in getting started (the contract of the research
assistants started in mid-Decenber only). If no uriforessen difficulties
arise and the proposed budget be approved shortly, we should be able to
produce our draft report by the end of 1973, and write the final report
after staff discussions aud reviews in the Spring of 197k,
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LAND REFORM STRATEGTES IN TATIN AMERTCA

WORKING OUTLINE

Framework of Analysis

1. Definition of conecepts
2. Qeographical framework
3, Conceptual framework

Setting and OUbjectives of 11

1. The Economic setting

2. 'The Political setting

3. Pre-reform temure structure - a typology

. IR Objectives and programs

Implementation of IR and its Problens

1. Paths of reform implementation

2, The ensuing temure stracture

3. Supporting programs, related to LR

. The financing of IR

g, Constraints to implementation

Primory Effects of IR (by level of measurement)

1. ‘The farm family

DRAFT
SEckstein:ago
March 19, 1973
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2, Farming uolt (individusl or grbup).

3, Village or group action - ejidos,.asentamientos, conpSE.

li. Regional, "program' or nproject! level.

Macro and secondery effects

1. Perfovmence of the npeformed” subsector in a2griculture.

2. ILffects of IR on the imon-reformedt subsector in agriculture.
3. LRt and some of the broader processes of sconviric development.

k., Secio-politicel participation and spstituticn building.

Sacondi CGenerstion Problemn

—
-

Insufficiencies of IR progredss

2. Deficiencies in implenmentation

3, 014 problems left unsolved

i, New problems that emerged in the process

5. The limitat;rns of TR (problems it cannst golve)

Strategy lessons

1, IR as means to rural development

2. Promotion of apricultural growth vs. equity (possible trade-offs,
complementarities and time lags)

3. Technological innovetion and tenure structures
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nIntegrated smallholder development! within a IR context.
Role of goverrment ve. peasant groups

Encouragemend o promising tenove arrangsnents

IR supporting programs

Progpects of partial or limited reforms

Colonization v&. or complement of LR

Costs and financial requirements

Public administration of IR



TENTATIVE NEYPOTEESHS

Growth-Tauity Dilermma

In the short run (1-3 years), massive lznd reform has caused
dislocations in output: in the npeformed sector!, duz to managerial
end inctitutional incapacities, snd in the '"nen-reformed seclor due Lo
uncertainties about fubure government policy.

Affected landowvmers have responded rapidly and intensified
the use of their remaining land,'as soon as the poliecy framework has
stabilized.

The reaction of the beneficinries of reform has been slover:
it has depended on the gpeed and efficacy with which menagerial and
instituticnel problems have been solved and supporiting measures provided.

The overzll cbserved effect, so far, has been of recuperation
of producticn zfter a few years, and of accelerated growth immediately
afterwards. In the long run, growth in output seems to depend on in-
direct or "catalytic" effects of 1land reforms rather than on the new
temure arrangements.

land redistribution by itself, even when relatively signifiecant,
had only a marginal effect on income redistribution and did not provide
the basis for sustained growth in incomes of the beneficieries.

n instances where land reform was carried out on a massive
seale and supported by a minimum of favorable policies and services, a
significant redistribution has been brought, about not only in resources
(1and), but also in the income generated by these resources and 1n the

share of small farmers in income growth.
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Although cenditions vary greatly among regions and over periods
of time, certain mininum supporting packages can be specified that will
erhance the probzbility of success, in terms of tha typology of temure

problems and the ensuing reform programSe

Income and Qutput Rffects by Terure Types

Tne effects of reforme on income and output have been guite
different in the various agriculturs] regicns of Tetin imerice:

(1) In more traditionzl highland agriculture (vhere production
is wmzinly for subsistence), the sliminstion of labor obligations and the
greater access %o 1ond has resulted in numch more favorable income distri-

.bution among the rurzl population and some increases in production even
without adequate planmdng =nd follow-up meesures.

(2) In semi-commercicl areas (where production is mainly for
the merket), reforms have tended to bensfit reciplerts of middle-sized
plots and the resulting income distritution has become progressively
more upeven. Production effects depended on (a) speed of managerial
replacement, (b) effectiveness of service network, (c) investments in
econonic infrastructure, (d) temure models chosen, mainly individual
versus group arrancements.

(3) Reforms in highly cormercial agriculture (plantation
sector) seldom involved physical redistribution of land; the scale
remainsd the same, while cwnership and management changed. Direct income
distribution effects have been minimal, as workers were alreaay'well
unionized and obtained relatively high cash wages. Indirect income dis=
tributionr effects, hovever, were more significant, depending on the ubi-
1ization pattern of the investible surplus. Reform has had little effect

on output; expansion of production depended mainly on factors other than



refoirm policy.

Institutions

Some 1lsnd reforms have experimented with completely vintegrated!
package projects, combining land distribution with provisions of eredit/
marketing/extensiouf?esearch/infrastrncture. Taree lessons appear to

emerge Trom thig experience:

(1) Such schemes, even 17 suceessful locally, chn be expanded
or duplicated only in a setting in which land reform becemes a part of
a wider reform policy. This requires the ereation and reinforcement of

pational institutions which are strongly reform-oriented.

(2) Reliance might also be pleced on a regional or zonal type
of program in which 1and temure changes become part of a comprehensive

rural development strategy.

(3) The integrated approach seems to succeed only if a mechanicm
15 ereated which is based on decentralized menagement and local responsi-

bility - with minimom buresucratic contrel.

Tand reform programs have created a mumber of cooperative and
group farming modele; some concentrated on the joint provision of services,
while others included the pooling of land znd other productive resources.

These group systems have:

1) 4ncduced technological innovations
2) overcome diseconomies of small scale operation

3) facilitated implementation and decentralized managerent of
reform

4) proven their operaticnal viability



Technology

Most technological innovations introduced so far in Latin
Americen agriculture have baen scale oriented and labor gaving. Without
jand reform, technological immovations and concomltant public investiments
have therefore tended to produce nepative employment and income distribu~-
tion effects. Evidence from Latin America indicates that wéll-planned
land reforms and new terure institutions have the capacity of mitigating
these adverce effects.

Reformed systems, whica are generally labor intensive, have
proved to be more efficient then large private farming systems, when
evaluated in terms of relative scarcity of resources st the national
level.

Some of ‘the new temure models and strategy 1essons.emerging
from the latin Americen experience point to a rumber of possibilities for
a relatively successful attaimment of equity, growth and efficiency

objectives simulianeously.
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INTERNATIONAL DEVELOPMENT
s ASSOCIATION RECONSTRUCTION AND DEVELOPMENT

i OFFICE MEMORANDUM

vo: 1w, Frnest Stern (through Alexander Stavenson) DATE: March 20, 1973

INTERNATIONAL BANK FOR INTERNATIONAL FINANCE
CORPORAT IO

~ ' &
i L (\ ,."*) I :ﬁ */
FROM: Shlomo Reubllingers “{ £
SUBJECT: Study Proposal = levelopment Strategies for Smallholder Agriculture:
A Case Study of Yugoslav Experience

L. This study would analyze the effects on smellholders of
institubional arrangements, goverment policies and socio~ceonomic
conditions in Yugoslavia, It 1s based on a field study of farms

in three differently developed regions of Serbia. Since they are at
different stages; comparative analysis will permit some insight into
the adjustment that occurs ovel time o5 sn increaging proportion of
the personel income of rural pecple comes from the modern sector.

2 In pursuing rural development we can expect to encounter &
range of institutiona and economic circumsiances surrounding the
agriculbural sector in different countries. These may vary from
larze versus small farm duslism on the one hand to evenly-distributed
smallholdings on the other. Accordingly, there is a need to seek
strategies which might be spplied in these differing situations.

One mezns of doing this is by studying nodels that exist in practice,
os is propesed here. It is in this operationally—oriented contest
that its prierity should be assessed.

3. Yugoslavia has followed a dualistic strategy of agricultural
development, with emphasis on larze~vertically-integrated, cepital-
intensive enterprises interposed within an extensive traditional
sector trested mith more or less benign neglect, desplte its
importance as producer, and even more so as a source of employment.
The study will cxamine the consequences of this policy, with particular
attention to the positive linkages snd conflicts between the modern
and traditionsl sectors. The key conceras are (i) whether the
resources of the traditional sector might he more effectively
mobilized by more direct participation of government through small=
holder policies, and (ii) which of the various linkage arrangements
are most beneficial and how should they be fostered.

L. The study will permit some evaluation of the applicability
and uvsefulness of the "fugoslav agro~industrial model” Tor other
countries, snd of how, within such a stratery, traditional sector
development might alsc be fostered. Tt is proposed thalb this should
be the first of several comparable studies aimed at evaluabing
alternate smallholder development strategies, To our knowledge,

no comparable studies are underway or proposed at this time.

% This proposal has its origins in the experience gained from
the Fconomic lission to Yugoslavia in November 197l. lMuch supporting
material is therefore decuncnted in the background study to the
miconomic Report! of 1971 entitled Agriculture in Yugoslavia, by

<

G. Weinschenk and G, F, Donaldson, January 1972. Furoner, since the




Mr. Ernest Stem oy March 20, 1973
(through Alexander Stevenson)

proposed study tean is currently involved in the Special Economic Mission
Lo SAP Kosovo (one of the three suggested study regions) the study is
well indegrated with the operational work of the Fegionel Office. The
concerns of the Special ldssion coincide, for the rural sector, very
closely with many of those outlined in the attached proposal.

Atbachnent
CFDonaldson/coh

ces Mr. Culhatl
Hr. Hawldns



The World Bank Group

Record Removal Notice

& Records Management

File Title

Barcode No.
Pedro-Pablo Kuczynski Files: Research proposals 02

1849444

Document Date Document Type
March 16 1973 Form

Correspondents / Participants

Subject / Title
World Bank Research Program Project Proposal

Development Strategies for Smallholder Development: A Case Study of Yugoslav experience

Exception(s) )
Personal Information

Additional Comments

The item(s) identified above has/have been
removed in accordance with The World Bank
Policy on Access to Information or other
disclosure policies of the World Bank Group.

Withdrawn by Date
S. Thompson August 19, 2025

Archives 01 (March 2017)




~ PART V. PROJECT SUMMARY
(Use hdditional shecets it Necessary)

l. Resecarch Objectives:

Support basis for Bank Policy _ [ X7
Support for Bank Operation in Projécts or Sectors T
. Support for Country Economic Work ' E_f
Increase Knowledge of the Basic Development Process /[ x/

. Develop Institutional Capacity for Research in LDC's T

2. Description:

a.

b.

C.

d..

(=Y

. (An analysis of the effects of institutional arrangements, govern:

Problem -(ment policies, and socio-economic conditions on the econonic
(performance of smallholders in Serbia.

Method - The study will be based on'a cross sectional survey of smallhold:
in the three geographic areas of Serbia., The primary data to be
gathered will explain the economic performance of the smallholde:
sector and as such will concentrate on physical inputs and output
but will encorpass variables relating. to the standard of living
and the economic flow mechanisms. Concurrently, it will be

- necessary to examnine in a more general context the policies,
conditions and infrastructure, all of which affect the
raditional smallholder sector

Coordination - See cover memo and Study Proposal
Implication ‘for Bank ?61:1‘.(:3? and Operations - see cover memo and Study Proposal

Project Organization - See cover memo and Study Proposal.



DEVELOPMEET STRATEGIES FOR SMALIHOLDER AGRICULTURE:

A CASE SIUDY OF YUQOSLIAV EXPERIENCE

STUDY PROPOSAL

An Analysis of the Effects of Institutional Arrangements,
Governmert Policies, and Socio~Economle Conditions on
the Economic Performance of Smallholders in Serbia,

-

Prepared by:

Graham F. Donaldson,
Rural Development Division
Development Zconomics Department

Raymond C. Rogers,
Consultant
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I. INTRODUCTICHK

1. : This outline proposes a case study of the rels ationships between
policies, instituticnal arrongenents and economie performance in a traditional
farming sub-sector faund co~-existing with a modern large-scale farming sith-
sector, in the context of a rapidly modernizing and relatively developed
market economy. ¥hile it is acimowledged that, in the long run, the imporiance
of smallholder farns is 13kely to decline, smallholder fariing r remains the
traditional and predominant form of egriculiure in mosh developing countries.
Further, given the likely rates of population growth and the best possible
development rate for the modara sector in thess countries, it seems certain
that smallholder farming will remnln‘a dominant pavt of their agricultux:
sector and a significant part of their tolal econony (especially in respech

of employuent) for decades to come. Given this likelihood, it seems relevant
to investipate the ways of achieving the best use ol this sub~gacbor in pro-

a

moting toth eccnomic development and ihe well-bsinz of rurzl people. This

case study is thus foreseen as one of a scries directed to this end.

2 i One scenario that might be envisaged for many developing countries
in the future is that a small-scale, labor intensive rural sub-sector might
continue to exist even when 60 per cent or mores of the active population has
become employed in the modern sector. By this stage, a relatively capital
intcnsive agriculture may have emerged alengside the smallholdings, possibly
with positive linkages an” inevitably with some conflicts between the two.
Just such a situation exists in Yugoslevia. This country situatlon thus
provides a working model which might usefully be studied for insights into

both the Yugoslav and a more generzl contexb. Such a study might seeck to
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both: (1) provide somo assessment of the best directions for future Yugoslav
policy regarding this relatively neglected sector, especially with regard to
institutional arrangements and sectoral policies, and (ii) permit some evalua-
tion of the applicability and uselulness of this form of dualistic organizatlon
for other developing countries, and éf the best means of pursuing it, especially
with respect to the institutional arrangerments and condiliong naceasary for

traditional sector development.

TI. REASONS FOR ANALYSIS
3. The study is intended to be useful to three groups: (i) to Bank
policy staff conceined with promoting rural development, (11) to Bank regional
staff concerned with operational policics for quoslavia, and (iii) to Yugoslav
pelicy-makers invelved in formnlating fubure policy for their smallholder
sectors It will also contain an €lement of seochnical assistanco to Yugoslavite
Accordingly, the study will explore practical dmplieatlens with respect to
the development of traditional agriculture in order o provide insights for
these three groips.
lie First, it will seek to provids a better comprchension of the
‘operation of a traditional agricultural sector and how better use may be made
of its resources in the.general context of promoting rural developnent. An
increasing concern about traditional scctor development is currently shared
by many orgerizations, including the World Bank. Although problems of small-
holder sectors in developing countries can readily be identified, they arc
not easily analyzed and attacked when a conceptual framework is nob avallable.
A shortage of conceptucl models for smallhelder agriculture, together with
a lack of detailed case studles of those that do eﬁistj sugrest that such
analysis would be extremely ugelul.
Be Second, analysis will specifically explere 1mpli;:aticns for Bank

operational policies in Yugoslavia and other developing countries with
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emerging agricultural situatlons sindlar to those exdsiing in Yugoslavia.

The phenorenen of the large-enterprise soclzl secuor co-existing with the
private snallholder sector ghovld provide constructive insighis for Banx
policy, since this co~exisbence has enabled Yugposlav agriculbture to very
successfully mechanize and madarniza‘unile at the same time mzinteining a
large seguent of its working population employed in labor-intensive production
of agricultural products. With respect to Yugoslavia, the Bank has a long~
tern intersst in the agricultural sectors of the less developed tepublics

of Montencgro and Macedonla and the avbenomous Province of Kosovo. Of
imnediate benefit is that part of the analysls dealing with the farm credit
infrastructure. Io2as made for large projects are relatively manageable;
however, loana distribubed among a larpe nurber of smallholders are dependent
on the frametork of institubions, both at the Republic and local levels.
Since part of the analysis deals with ercdit and ecredit institutions, a
specific report will be made to the Dank concerning the efficiency and
operation of Yugoslav delivery mechanisms and credit packages for smallholders.
6. ~Third, in addition to the insights for Bank policy, the study will
point out specific obstacles to further development of the traditionel
smallholder sector in Yugoslavia of importance to Yogoslav policy-maikers
themselves. Three factors underlie the reality thal the smallholder sector
of agriculture is unlikely to be absofbed'by an expansion of the large

enterprise sector in the short run, nor perhaps even in the long run.

-
-

(1) The strong reluctance of the Yugoslav peasent to surrender his land

however unproductive it may be, is a non-economic constraint obstructing the

complete socialization of the agricultural sector. (i1) The present



-l -
fnability of the modorn seclor of the Yugosluv cconuy Lo absorb a sizable
migration of surplus rural labor if the private sector were sccialized
provides a socio-economic constraint. (i11) The mounbainous terrain of
yuch of the country presents a censlderable constraint on large-scale
mechanized farming and is a technicc;ecﬂnomic constraint.
Te The study will also produce a puarantead benelit for Yugoslav
policy formulation by cresting a basis for surveying the smallbolder sector.
The very lirdbed amount of published data on the smallholder sector reflects
the appavent wnwillingness of the Yugoslay govermeent Lo do anything about
the smallholder s2ctor, largely becavse it has no place in the Yugoslav
political ideology. This long-term disresard for smallholder agricultvre
has resulted in a deficiency in the institutional arrangcmcnbs.in Yugoslavia
through wiich adequato data can be obbained. This studﬁ would be an initizl
step toward developing scme capacity in a mejor Yugoglavw research ingtitute
for eollcobing and maintaining such dabta. The Institut za Eonomiku
Poljopriyrcde in Belgrade is the most likely candidate for such an accomo-
dation, Preliminary investigation shows that this is the only research

institute having any sound experience in sampling the smallholder sector.

ITI, THE CASE STUDY

8. Smaliholder performance in Yugoslavia mexits study for five
reasons. First, the performance of the agricultural sector continues to
have a strong influznce on the overall Yugoslav econony and on the well-
being of a large proporticn of Yugoslav pecple. Agriculbure accounted for

approximately 22.6 per cent of the Yugoslav Social Productl and of the 73

1 statistisid nedi¥njak Juseslavije (SGJ), 1970.
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per cent of the Yugoslav popalation living in rural areas, 10 per c-antz were
engaged in agricuitural activities. Sccond, Yuposlavia has an extenslve
traditional swallholder sector wilen persists within an econony whose
large-scale social sector enterprises have rapidly modernized and industrialized.
Smallholdings are strictly limdted by law to a maxiynm of 10 arable hectareas,
Soeial enterpricss may be agro-industrial complexes covering thousands of
hectares. Taelr nusber is feuw; Serbia, for example, has only 126 of these
agricultural giants. Third, the smallholder sector of apgriculture, unlike
in other Hastern European countries bub similar to otheor develeping coumtries,
35 (i) based on private enterprise, (i1) responsible for feeding the majority
of the Yugoslav population, and (iiil) co-exists with higaly mechanized larpe-
scale agricultural enterprises. Feurth, the gox;c-:rma*.enb impetus for higher
education sitse Wordd War IT has creabed a basle research infrastructure
(though one which overlocks small frxmers). This emphasis enhances greatly
the feasibility of gathering sound priwsry data, the reliability of existing
secondary dala _, and the gencral research enviromnent. TFifth, Yugoslavia
has a national income patbern which is evenly distributed. The fact that
the smallholder shares so well in tﬁe national income is especlally intercsting
in that the Tugoslav government has done very little to aid the smallholder
sectoer.
Fe Within Yugoslavia, the case study relates to the smallholder
sector of agriculture in Serbia. This geographic limitation is quite advan-

tagecus. As one of the six Yugoslav Republics, Serbia accounts for 50 per cent

2 Apriculture in Yuposlavia, Background Study to Econowmlc Report, World Banl,
draft prepared by Ge. Weinschenk and G. F. Donaldson, leb., 1971l. This
estimate includes both full-time and part-tire employmanto
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of the total Yuroslav apgriculbural production. It consists of thres ceparate
political regions: the two autonomnous provinees of Vojvedina and Kosovo,
and the rest of the Republic referred to as Serbla Propere The political
subdivisicns cover the gamit of deue}o;men%. Kosovo, the southern consti-
tuent of the Republic, 38 an underdeveloped recion; Serbia Proper, bordered
on itg south side by Kosovo and on ibts nerth side by Vojvodina, is on the
borderline of the devcloped and undeveloped classification; and VoJvedina
reflects a high degree of modernization in agricultural machanization and
the employment of new technologye

10. The geopraphical limitation is based on four practical consi-
derations. First, Serbia is a managesble entity. OSecond, data are not
colleeted wniformly for all Republics. Third, owing Lo the three separately
adrinistersd rezions of Serbia, the data ars subdivided geographically into
these three regiona, each with di{FGrent gevuraphic features, natural
endowments, social characteristics and level of development. Fourth, fiscal
and monetary policies are regicnalized by Republics, making inter-Republic
compardson difficult.

11. The political divisicn of Serbia into three reglons resulted
from historical developments. These development: are reflected in the
structure of the traditional smallholder agriculture of gach region.
Vojvodina and Serbla Proper are culturally Serbian, but a European feudal
system was imposed on the former and a Turkish system on the ;gtﬁer. Serbia
Proper and Kosovo share much the same climate and topography, but fheir
ethnic composition makes them differ eulburally; Kosovo's population is

67 por cent Albanian. To analjyze the Serbian smallholder agriculture with
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regpect to these Aifferences will therefere broaden the applicability of

the implicoticns and conclusicus of this study for olher countries.

IV, STUDY CUTLIKE

12, The study will be based on a ¢cross—sestional survey of small-
holders in the three geopgraphic ercas previcusly menbionsd. The primary
data to be gathered will exiplain the econcrile performance of thé smallholcer
sector znd 23 cuch will concentrate on physical inputs and oubtputs.
Additionally, they will encorpass variables relabing to the standard of living
and the economic flow mechaunism.

13 The analysis of the smallholder sector at the micro leval must
be related to the concepbual framework of the country. Concurrently, it
w1l be necessary to examine in a more general conbext the policles, condi-
¢ions, and infrastructure, all of which affect the traditional smallholder
secbor,.

1. The overall aim of the study is to analyze the intoraction

belween the smzllholders on one hand and the policies, socio-economic

conditions, and infrastructure on the other hand.

1. Analytical Framadork

15. (1) Background Description. The background to the study is formed

by describing in general terms the development of the smallholder and the
large enterprise sectors of agriculture, both nationally and in Serbia

itself, where its development differs from the rest of the naﬁion,dr among

the three regions.
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16, (11) mywolhesss. The overall hypothesis is thal the traditional

smallholder sector of egriculture in Serbia has the potential to achieve a

ignificent rale of econuic growth in the futwrs so as to make a gizable

[ 4]

corbribution 1o the whele Yugeclav economy. There sre four important
corollary hypotheses: first, the di-;.vhoﬂbomaus strmucture. of Yvgoslav apri-
culture has ensbled the smallholder scclors in Vojvoedina, Serbia Proper,

and Kosovo to maintain relabively sound ecenomlic efficiency vis-a-vis their
socialized counberparts in view of the very limited snount of govermmental
ald; second, this dichotomous structure of "Iu,r_:;mjw agriculture can provide
a basis for azricultural development of traditionzl szmﬁlholdm- sectors in
cther countries; third, the relationchip between lhe smallholder and soclalized
sectors is syerpglstic, ratlicr than complementary or compebitivas and fowih,
recont Yugoslav policies, by obstructing capit:1 formabicn and wiilizaticn
witiin the smallholder sector, have not encoursged or allowed the small-
holder to be more efflcicnt in production and, consequently, a more
positive asset to the Yugoslav economy. Nob withsbanding the breadth of

these hypotheses, the aim is to isolate and examine the relevant key variables.

b i (ii1) Research Method. Surveys will be conducted of smallholders

in Serbia Proper, Vojvodina, and Kosovo. Survey analysis will involve the
use of descriptive statistical methods and analysis of variance. If the
survey provides data of adeguate quality, regression and covariance analysis
may also be applied. The overview will rely heavily on sccondary data and

analysis already undertaken, especially in regard $o policies and the macro

aspects of the institutions.



2. Comparlson Among & ’li‘lald' rs

108. The cbjcetive of this part of the study ie the micro-analysls
of the smallholder sccbor of agriculiuvre. The analysis is dirccted toward
the relative efficicncies in the use of factor inputs, the economle flovs,
and the linkage mechauism for the flors¢ From an econcnic viewpoint, the
overall questions to be looked ab are: (1) vhether there are any opportu-
nities in the traditicnal smallholder sector for increasing output per
it of labor and of land by auvgmenting, to a relatively small extent, the
amovnts of investment per man and per unib of land; (ii) the velative
importance of the linkage o mechentoms for eccnomie flows among the more
efficlent producers; and (iii) what the most promising area of expanslon
of the smallholder sector is, be it in expansion of ac*eﬁge, iﬁcrease in
yiclds, or shifts to more valuable indusirial cropsS. If opporbtunities exist
for inecreasinz labor and land productivity, it should be determined from
the results of the comparison in the analysis of production whether the
investment should be bilologiccl (fertilizers, seed, ete.) and consequently
lgndn saving and labor-intenslve, or mechanical and therefore land-saving
:nd capital-intensive, or a cotbination of both types of investment.

19. The linkage mechanism for econcmic flows is the interaction
between the large enterprise and smallholder secﬁors. It is pervasive and
affects both prodaction and output. The three main types of association
are: (i) smallholders who work on soclal enterprises in agriculture, (ii)
cooperative arrangements with the socialized sector in which caﬁiial and
land inputs are involved, and (11i1) general ayreements of varylng degrees,

such as leasing by retired miallholders to the social enterprises and



% 00 =

contracts by the social scctor to buy the cubpub of the smallholder, usually
stipulating a portion of the smallholderts outyut to be purchased av a
guaranteed price.

20. in order to allow a sufficient nurber of degrees of freedom,
thirly observations per cell (Table i) would require a sampling of 270
smallholdincs cvenly divided among Scrbia Proper, Vojvedina, and Kosovo.
Three hundred smallholdings is considered an dinltial maximun sample, IfL

the classification is later altered to a L x i array with sixteen cells,
twenty cbservations per cell would be adcquabé.

Table 1. THO=WAY CI,ﬁ.SSI};Tj}_;';TIGN FOR_SMALILHOLDER SURAVEY

A. Breakdown by Degree of Cocperation with Sogial Sector

Proportion of Partieipants

Serbia Proper Vojvedina Kosovo
1. Yo cooperation High Medium Very high
2. Partial cocperation Medium ' Very high Low
3, Complete cooperation Very low Medivm Very locw

B. DBreakdown by Degree of Subsistence

Proportion of Pearticipants

Serbia Prcper Vojivedina Kesovo
l. No significant per capita
increase in preducticn Mediwum . Low Very high
2. BExtensive amount of
subsidiary employment Medivm Medium ~ °- . High

3. Use of hired lubor Low High Very low
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3. Econuric Fovironrent for Capital and Technology

21, Long~berm growth in agricvltural productivity and output is
achieved in any economy through capital formation and technological change.
For Yugoslavia as a whole, these related processes have progressed beyond

the initial stege of development. The objective of this part of the study

is to analyze the enviromment for capital and technolegic:d expansion,

as created by government policies, conditicus, and the overall structure
through which agricultural production is promcted and its efficiency increased.

224 (1) Policies. This stage is Jargéiy descriptive in that it

reviews the results of government policies for taxabion, prices and consurption
in respect to perseonzl saving: of the smallholder szctor of agriculture,
policies of national erclit and remiltbtances from abroad, and policles con-
cerning the interaction with the socizlired sector. The sub-hypothesis is
that such policies in general have not allowed capital and new technology

to flow freely into the smallholder sector.

23 ) A policy study in itsclf might constitute a complete study.
However, this study will use secondary sources and analyscs already made of
policies affecting agriculture with respect to the ability of the smallholder
to accumilate or to invest in capital. Credit policies will be especially
explored, with regard ta|the credit policies of the World Bank and the
socialized sector policy on interaction with the smallholder sector.

2lie (11i) Socio-economic Conditions. Here some of the socio-econcmic

- . -

conditions influencing the cperation of the smallhelders will be eiamined.

These conditions can be described in terms of soclal and economiec constraints,
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some of which distlinguish Serbian from obher Yugoslavian smallholders,
and also from those in other developing countries. These are the conditions
which exert en influence on the decicion-making of the subject smallholders.
25, First, the smallholder f&ﬁlly will be studied for patierns of
cyclical developments in erpension and digpersion. The concept of a tightly
knit fundly of three generatlions is relevent to the context of bthe situstion
in which investment decisicns are made, Second, the ownershlp and inheri-
tance of land should be irvestigated in view of the general claims that
extreme fragmentallon through inheritance is a ma jor brake on capital and
technolepical fomnation. Third, the occcupationa status of the smallholder
greatly influences his desire to take on off-farm activitles and increzses
greatly the probebility of his children leaving the farm for urban jobs.
Fourth, the study must look at the overzll econemic elimate in which the
smallholder cperates. I it is unstable, the emallholder tends to be
reluctant to accept measures that will aid him in securing new capltal and
technological innovations. -

26. (5i1) Overall Structure. Th overall framework will be dealt

with in terms of the agricultural infrastructure. This will include physical
capital and the institutions which provide econcriie services bteo smallholders
and have a significant effect upon the economlc functioning of the smallhclcer
sector, but which are external to the individuzl smallholder farms. The
infrastructure can be divided into two parts: capital-intensive and
capital-extensive. The former is similar to the concept of soci;l overhead

capital in that it covors reproducible capital for the provicion of services,

guch as roads, bridges, watehcuses, or irrigation. The latter involves those
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services in which the targible capltal compenent is negligible, such &s
credit and finencial institutione, extension services, conservation schenes,
ageoncies for plant and smimil protection, disease and pest control organiza-
tions. This section will emphasize irrigetion and the macro aspecks of the
sbructure and operation of the financial mechanism because these two services
are likely to have the grealest impact on the funciioning of the smallholder
sector. .

k. Implicaticns and Conclusions

2T The implications of the analyces will ba considered in terms

of: (1) alternative pollcy measures; (i1) possible modifications of the
institubicnal structure, and (iii) the position the poverrment should adopt
for its participatien in the ad justment of the traditional ama1lholder sector
of agricuvltvre in Serbia. Thls proposzl meintains that the conclusions drawm
for Serbia will be of relevence for all Yupoclavia as well as cloeriers.

26. Alternative policy measures will be revicved in terms of taxa-
tion, prices, land and credit provigion. The modificetions Lo the institu-
tional sbtructure will be breken down into the finanecial, marketing, and

the technical support structures. Finally, the overall framework for
government participation in the adjustment of the private smallholder sector
should be evaluated in two perspectives: first, the amount of participation -
whether the government should have nil, partial, or complete partlcipation
in the adjustment; and second, the question of what form this participation

should take.

V. STUDY EXECUTION
29. The study will be undertaken in the Development Econcmics

Department, whore the staflf mesber respensible will bo Mr. Grahanm Fe Donaldson.
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