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What are the least developed countries?

Forty-eight countries are currently designated by the United Nations as “least developed countries” (LDCs).
These are: Afghanistan, Angola, Bangladesh, Benin, Bhutan, Burkina Faso, Burundi, Cambodia, Central African
Republic, Chad, Comoros, Democratic Republic of the Congo, Djibouti, Equatorial Guinea, Eritrea, Ethiopia,
Gambia, Guinea, Guinea-Bissau, Haiti, Kiribati, Lao People’s Democratic Republic, Lesotho, Liberia, Madagascar,
Malawi, Mali, Mauritania, Mozambique, Myanmar, Nepal, Niger, Rwanda, Sao Tome and Principe, Senegal, Sierra
Leone, Solomon Islands, Somalia, South Sudan, Sudan, Timor-Leste, Togo, Tuvalu, Uganda, United Republic of
Tanzania, Vanuatu, Yemen and Zambia.

The list of LDCs is reviewed every three years by the Committee for Development Policy (CDP), a group of
independent experts reporting to the United Nations Economic and Social Council (ECOSOC). The Committee,
in its report to the Council, may recommend cases of addition to the list, or graduation from LDC status. The
following three criteria were used by the Committee in the latest review of the list, in March 2015:

(@) A per capita income criterion, based on a three-year average estimate of the gross national income (GNI)
per capita, with a threshold of $1,035 for possible cases of addition to the list, and a threshold of $1,242 for cases
of graduation from LDC status.

(b) A human assets criterion, involving a composite index (the Human Assets Index) based on indicators of:
(i) nutrition (percentage of undernourished population); (i) health (child mortality ratio); (i) school enrolment (gross
secondary school enrolment ratio); and (iv) literacy (adult literacy ratio).

(c) An economic vulnerability criterion, involving a composite index (the Economic Vulnerability Index) based
on indicators of: (i) natural shocks (index of instability of agricultural production; share of victims of natural disasters);
(i) trade-related shocks (index of instability of exports of goods and services); (i) physical exposure to shocks
(share of population living in low-lying areas); (iv) economic exposure to shocks (share of agriculture, forestry
and fisheries in the gross domestic product (GDP); index of merchandise export concentration); (v) smallness
(population in logarithm); and (vi) remoteness (index of remoteness).

For all three criteria, different thresholds are used for identifying cases of addition to the list of LDCs, and cases
of graduation from LDC status. A country will qualify to be added to the list if it meets the admission thresholds
on all three criteria and does not have a population greater than 75 million. Qualification for addition to the list
will effectively lead to LDC status only if the Government of the relevant country accepts this status. A country
will normally qualify for graduation from LDC status if it has met graduation thresholds under at least two of the
three criteria in at least two consecutive triennial reviews of the list. However, if the three-year average per capita
GNI of an LDC has risen to a level at least double the graduation threshold and if this performance is considered
sustainable, the country will be deemed eligible for graduation regardless of its score under the other two criteria.
This rule is commonly referred to as the “income-only” graduation rule.

Four countries have so far graduated from LDC status: Botswana in December 1994, Cape Verde in December
2007, Maldives in January 2011 and Samoa in January 2014. In March 2009, the Committee recommended
the graduation of Equatorial Guinea. This recommendation was accepted by the Council in July 2009, and
endorsed by the General Assembly through a resolution adopted in December 2013. The same resolution also
stated the Assembly’s endorsement of the Committee’s 2012 recommendation to graduate Vanuatu from LDC
status. Equatorial Guinea and Vanuatu are scheduled to be taken off the list in June 2017 and December 2017,
respectively. In the March 2015 review of the list of LDCs, the Committee recommended the graduation of Angola,
by virtue of the “income-only” graduation rule. In March 2012, the Committee recommended Tuvalu’s graduation
from LDC status. In the absence of endorsement by the Council, this recommendation has remained without
effect.

After a recommendation to graduate a country has been endorsed by the Council and the Assembly, the
graduating country benefits from a grace period (normally three years) before graduation effectively takes place.
This period, during which the country remains an LDC, is designed to enable the graduating State and its
development and trading partners to agree on a “smooth transition” strategy, so that the loss of LDC status at the
time of graduation does not disrupt the socioeconomic progress of the country. A “smooth transition” measure
generally implies extending to the graduated country, for a number of years after graduation, a concession to
which it had been entitled by virtue of its LDC status.
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EXPLANATORY NOTES

The term “dollars” ($) refers to United States dollars unless otherwise stated. The term “billion” signifies 1,000
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Annual rates of growth and changes refer to compound rates. Exports are valued f.o.b. (free on board) and
imports c.i.f. (cost, insurance, freight) unless otherwise specified.

Use of a dash (-) between dates representing years, e.g. 1981-1990, signifies the full period involved, including
the initial and final years. An oblique stroke (/) between two years, e.g. 1991/92, signifies a fiscal or crop year.

The term “least developed country” (LDC) refers, throughout this report, to a country included in the United Nations
list of least developed countries.

In the tables:

Two dots (..) indicate that the data are not available, or are not separately reported.
One dot () indicates that the data are not applicable.

A hyphen (-) indicates that the amount is nil or negligible.

Details and percentages do not necessarily add up to totals, because of rounding.
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Classifications used in this Report

Least developed countries

Geographical/structural classification

Unless otherwise specified, in this Report the least developed countries (LDCs) are classified according to a
combination of geographical and structural criteria. The small island LDCs which are geographically in Africa or Asia
are thus grouped with the Pacific islands, due to their structural similarities. Haiti and Madagascar, which are regarded
as large island States, are grouped with the African LDCs. South Sudan declared its independence on 9 July 2011,
and became both an independent State and a United Nations Member State on 14 July 2011. Accordingly, starting
with 2011, data for South Sudan and Sudan (officially the Republic of the Sudan), where available, are shown under
the respective country name. For periods prior to the independence of South Sudan, data for Sudan (former) include
those for South Sudan unless otherwise indicated. The resulting groups are as follows:

African LDCs and Haiti: Angola, Benin, Burkina Faso, Burundi, Central African Republic, Chad, Democratic Republic
of the Congo, Djibouti, Equatorial Guinea, Eritrea, Ethiopia, Gambia, Guinea, Guinea-Bissau, Haiti, Lesotho, Liberia,
Madagascar, Malawi, Mali, Mauritania, Mozambique, Niger, Rwanda, Senegal, Sierra Leone, Somalia, Sudan (former)
or South Sudan and Sudan, Togo, Uganda, United Republic of Tanzania, Zambia.

Asian LDCs: Afghanistan, Bangladesh, Bhutan, Cambodia, Lao People’s Democratic Republic, Myanmar, Nepal,
Yemen.

Island [LDCs: Comoros, Kiribati, Sao Tome and Principe, Solomon Islands, Timor-Leste, Tuvalu, Vanuatu.

Export specialization

UNCTAD has classified the LDCs under six export specialization categories, according to which type of export
accounted for at least 45 per cent of total exports of goods and services in 2010-2012. The group composition is
as follows:

Food and agricultural exporters: Guinea-Bissau, Malawi, Solomon Islands, Somalia.

Fuel exporters: Angola, Chad, Equatorial Guinea, South Sudan, Sudan, Yemen.

Manufactures exporters: Bangladesh, Bhutan, Cambodia, Haiti, Lesotho.

Mineral exporters: Democratic Republic of the Congo, Eritrea, Guinea, Mali, Mauritania, Mozambique, Zambia.

Mixed exporters: Benin, Burkina Faso, Central African Republic, Kiribati, Lao People’s Democratic Republic, Myanmar,
Niger, Senegal, Sierra Leone, Togo, United Republic of Tanzania.

Services exporters: Afghanistan, Burundi, Comoros, Djibouti, Ethiopia, Gambia, Liberia, Madagascar, Nepal, Rwanda,
Sao Tome and Principe, Timor-Leste, Tuvalu, Vanuatu, Uganda.

Other groups of countries and territories

Developed countries: Andorra, Australia, Austria, Belgium, Bermuda, Bulgaria, Canada, Croatia, Cyprus, Czech
Republic, Denmark, Estonia, Faeroe Islands, Finland, France, Germany, Gibraltar, Greece, Greenland, Holy See,
Hungary, Iceland, Ireland, ltaly, Israel, Japan, Latvia, Lithuania, Luxembourg, Malta, Netherlands, New Zealand,
Norway, Poland, Portugal, Romania, Saint Pierre and Miquelon, San Marino, Slovakia, Slovenia, Spain, Sweden,
Switzerland, United Kingdom, United States.

Other developing countries (ODCs).: All developing countries (as classified by the United Nations) which are not LDCs.
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Product classification
Goods: The figures provided below are the codes of the Standard International Trade Classification (SITC), revision 3.
Primary commodities: sections 0, 1, 2, 3, 4, division 68 and groups 667 and 971.
Agriculture and food: sections O, 1, 2, and 4, excluding divisions 27 and 28.
Minerals: divisions 27, 28, 68, and groups 667 and 971.
Fuels: section 3.
Manufactures: sections 5, 6 (excluding division 68 and group 667), 7 and 8.

Labour-intensive and resource-intensive manufactures: divisions 61, 63, 64, 65, 82, 83, 84, 85, 66 (excluding
group 667).

Low-skill and technology-intensive manufactures. divisions 67, 69 and groups 785, 786, 791, 793, 895, 899

Medium-skill and technology-intensive manufactures: divisions 62, 71, 72, 73, 74, 77 (excluding group 776),
81, and groups 781 to 784, 893, 894.

High-skill and technology-intensive manufactures: section 5, divisions 75, 76, 87, 88 and groups 776, 792,
891, 892, 896, 897.

Section 9 (Commodities and transactions not classified elsewhere in the SITC) has been included only in the total
of exports of goods and services, but not in the goods classification above, except for group 971 (Gold, non-
monetary (excluding gold ores and concentrates)), which has been included in Minerals.

Services: Total services cover the following main categories: transport, travel, communications, construction,
insurance, financial services, computer and information services, royalties and licence fees, other business services,
personal, cultural, recreational and government services.
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Recent trends and outlook for LDCs

Economic growth in the least developed countries (LDCs) has slowed since 2012, when impressive performance
by fuel-exporting countries took the growth rate of their real gross domestic product (GDP) to a post-financial crisis
peak of 7.2 per cent. In 2014, less favourable external conditions (compounded by the impact of the Ebola outbreak
in Guinea, Liberia and Sierra Leone) contributed to a further deterioration in their economic performance. The average
growth rate of LDCs as a group was 5.5 per cent in 2014, with very similar average rates across all geographical
subgroups. This was a reduction from 6.1 per cent in 2013 and well below the 2002-2008 average of 7.4 per cent,
but significantly stronger than the 4.4 per cent growth recorded by other developing countries (ODCs).

The LDCs’ collective current account deficit increased to a record level of $49.4 billion in 2014, 40 per cent higher
than in 2013 and 87 per cent higher than in 2012, the increase originating primarily in the African LDCs and Haiti.
The merchandise trade deficit nearly tripled to $33.6 billion in 2014, as imports rose by $20 billion and exports fell by
$1.9 billion.

Across LDCs as a whole, gross fixed capital formation (GFCF) increased to 26.3 per cent of GDP in 2013. This is
not only higher than the 2012 level and the 2002-2008 average, but also, more importantly, slightly above the 25-per-
cent level deemed necessary to sustain long-term growth. Inisland LDCs, however, GFCF recovered only partly from
its slight decline in 2012, and stayed well below that threshold level (though also well above the 2002-2008 average),
at 20.3 per cent. Savings rates remained stable overall at 19 per cent of GDP, a decline in the African LDCs and
Haiti being offset by increases in the Asian and island LDCs. The shortfall relative to the investment rate resulted in a
resource gap of 7.2 per cent of GDP, signifying continuing dependence on external resources.

The external resource gap was financed from a combination of official sources (mostly official development
assistance (ODA)) and private sources (mostly migrants’ remittances and foreign direct investment (FDI)). ODA
inflows rose by 2 per cent to $44.2 billion in 2013, accounting for 93 per cent of total official capital flows, but
bilateral ODA flows are estimated to have fallen by 16 per cent in real terms in 2014. Remittance flows grew by 7.1
per cent to $35.8 billion in 2014, with increases in all three geographical subgroups. FDI flows rose by 4.1 per cent
to $23.2 billion. While FDI flows to the African LDCs and Haiti increased by $1 billion, recovering half the reduction
experienced in 2013, those to Asian LDCs fell marginally, and those to island LDCs fell by a further 31 per cent to less
than one fifth of their 2010 level.

The slowdown in developing economies is expected to continue in 2015, partly reflecting further falls in commodity
prices, while economic performance in developed economies is expected to improve. Against this background,
growth in LDCs as a group is projected at 5.2 per cent in 2015, continuing the gradual slowdown experienced since
2012 but remaining above the projected rate for developing countries as a whole (4.4 per cent).

The 2030 Agenda for Sustainable Development
and the rural development imperative

The 2030 Agenda for Sustainable Development represents a paradigm shift in the development agenda,
establishing, for the first time, a collectively agreed set of universal goals for an inclusive and sustainable global
development process. It also represents a step change in ambition, which implies a new and different approach to
development and development palicies, especially in the LDCs.

The present human rights framework places responsibility for the “progressive realization” of economic and social
rights on national Governments — which are supposed to act within the means available to them — alongside
the international dimension. The Sustainable Development Goals (SDGs), by contrast, represent two fundamental
changes as compared with the existing framework. They constitute an acceptance by the global community as a
whole of collective responsibility for the achievement of economic and social rights by the world population as a
whole. They also set a date for the realization of these rights (2030). These two shifts are mutually interdependent:
Collective responsibility provides the means of overcoming national resource constraints within the given time frame.

The absolute nature of the SDGs — eradicating human development shortfalls rather than merely reducing
them — has critically important implications. First, it requires an enormous acceleration in the rate of progress:
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Recent estimates suggest that the “global consumption floor” (in principle, the consumption per capita of the poorest
household in the world) has stagnated for 20-30 years, but must double in the next 15 years if poverty is to be
eradicated. Second, it implies a fundamental shift in focus, towards areas of greatest need. This, in effect, means
the least developed countries, because this is where poverty is systematically highest, where it is falling most slowly
and where the obstacles are greatest. The LDCs are, quite simply, the battleground on which the 2030 Agenda for
Sustainable Development will be won or lost.

Since the majority of the LDCs’ population live and work in rural areas, rural development is the main driver of
poverty reduction and will be essential to achieving the SDGs in these countries; but this does not mean that urban
development can be ignored. Sustainable development and poverty eradication clearly require both; and, even for
rural economies, the relationship with urban areas is a key consideration. Many rural households depend on urban
markets or remittances from urban migrants. Equally, rural-urban migration is an important for urban economies,
at best providing an urban workforce for industrial development, but at worst — when it results from failing rural
economies — fuelling unsustainable urbanization, increasing urban poverty and exacerbating strains on social
infrastructure.

But there is a limit to the potential of urban areas to drive growth. There is a limit to how quickly cities can
grow sustainably; the peak level of manufacturing employment (i.e. the maximum contribution of manufacturing to
total employment along the process of structural transformation) has been declining, even in the most successful
developing countries. Moreover, extractive industries create little employment. National economies depend more
than ever on a balanced process of rural and urban development, allowing an upward convergence of minimum
income levels in rural and urban areas, and a rural-urban migration process driven by choice rather than necessity.

Rural areas vary very widely across LDCs. A key dimension of this variation is proximity to urban areas (and the
size, nature and connectedness of the nearest town or city), which is a major determinant of the opportunities and
potential for rural development. While peri-urban areas have good access to urban markets, and intermediate areas
have some access, this is more limited for remote and isolated areas — particularly in LDCs with limited transport
infrastructure. As infrastructure improves — which it must do if the SDGs are to be fuffilled — this will result in a
progressive economic opening of the more remote rural areas; and ensuring that their economies are ready to
withstand the shock and to exploit the opportunities that come with such opening will be crucial to successful rural
development.

Rural development is of particular importance in LDCs. First, more than two thirds of their total population lives
in rural areas, and in only six LDCs is the proportion below 50 per cent. This pattern is not expected to change
substantially by 2030: Rural population growth will remain much faster, and the rural share of the population will
remain much higher, than in ODCs throughout the SDG period (2015-2030).

Second, agriculture plays a crucial role in all LDC economies, accounting for 60 per cent of total employment
and 25 per cent of value added. It also represents a major source of export revenues, except for LDCs specialized
in exporting fuels and manufactures and some LDCs specialized in mineral exports. Food accounts for 18 per cent
of imports, and the trade deficit in food products of LDCs as a whole has widened dramatically from $2 billion in
1995-1997 to $21.8 billion in 2011-2013, largely as a result of increasing deficits in fuel and manufactures exporters.

Third, shortfalls in human development are much greater in rural than in urban areas. The proportion of people
below the national poverty line in rural areas is generally around double that in urban areas, and the average income
shortfall relative to the poverty line is around 20 per cent greater. The challenge of eliminating rural poverty will be
further heightened by rapid growth of the rural workforce in most LDCs over the next 15 years. Agriculture has a
particularly important role, both as the primary driver of poverty reduction at the national level, and as a source of
staple and non-staple foods.

Typically, rural people in LDCs are 50 per cent more likely than their urban counterparts not to have access to
sanitation or to attend secondary school, twice as likely not to have access to electricity or to attend primary school,
and more than four times as likely not to have access to clean water. Achieving the SDGs would mean 45 per cent
more rural children attending primary school and four times as many attending secondary school. It would also mean
70 per cent more rural people having access to an improved water source, 250 per cent more to sanitation, and 10
times as many to electricity. This would require a quantum leap in infrastructure investment in rural areas of LDCs:
Access to water needs to increase more than twice as fast as in 2011-2012, access to electricity four times as fast
and sanitation six times as fast.
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Structural transformation will be central to rural poverty eradication: While income transfers will be needed to
reach the last few poor households, the sheer scale of poverty in most LDCs and the logistical challenges mean
that such transfers cannot be the main driver of poverty reduction. Incomes from economic activity will need to be
increased; and, to be economically sustainable, higher incomes must be matched by higher productivity. This will
require both increasing productivity within sectors and a shift of productive resources between sectors and activities,
from those with lower productivity to those with higher productivity.

Sustainable poverty eradication in LDCs requires a particular kind of poverty-oriented structural transformation
(POST). It must simultaneously:

¢ Increase the overall level of labour productivity, as a basis for a sustained development process;
¢ Provide productive economic opportunities for the entire workforce;

¢ Increase the lowest levels of labour productivity to a level sufficient to generate an income above the poverty
line, even for those households with the highest dependency ratios; and

e Ensure that such increases in productivity are fully translated into higher household incomes.

Ideally, it should also ensure a sufficient increase in the tax base to allow public revenues to meet the recurrent
costs of the social provision needed to achieve the SDGs and the costs of effective governance and economic and
social policy, without the tax burden pushing the poorest households below the poverty line.

As well as changing the goals of development strategies, the SDGs — assuming they are matched at least in
part by appropriate actions nationally and internationally — signal a major change in the context in which they will
operate, especially in rural areas. The considerable increase in infrastructure investment implied by the SDGs wiill
have important implications for the availability of infrastructure and production factors essential to production. If this
investment is based on labour-based construction and maintenance methods and local procurement of the inputs
required by public works, it can also be expected to give rise to a substantial increase in the demand for labour
and locally produced input goods (e.g. construction materials) and services. And accelerated poverty reduction will
accelerate demand growth for those goods purchased by poor households as their incomes rise, notably staple and
higher-value foods (vegetables, vegetable oils, fruit, meat and fish), and basic household goods and services.

Achieving rural economic transformation, and hence sustainable poverty eradication, requires development
strategies to exploit to the fullest the opportunities offered by such a “post-2015 world”.

The key to this is harnessing the synergies between agricultural upgrading and rural economic diversification
through development of the rural non-farm economy (RNFE). Agricultural growth generates demand for goods and
services from the non-farm sector; and the income generated by development of the non-farm sector generates
demand for more and higher-value foods. This gives rise to a multiplier effect within the local economy (typically of
the order of 1.6-1.8 in Asia and 1.3-1.5 in sub-Saharan Africa). Equally, increasing income in each sector provides
resources for investment — essential in a context where credit is unavailable or unaffordable — and the non-farm
economy can generate income opportunities for rural workers as labour is shed due to increasing agricultural
productivity. The development of agricultural processing can also increase agricultural incomes by making produce
more tradable, as well as generating non-farm income.

What is required is a shift from a process driven by “push” factors — the critical need to maintain a minimally
adequate level of consumption — to one driven by the “pull” of new and economically attractive non-farm
opportunities. “Push” factors result in a proliferation of suppliers in activities with very low entry barriers (minimal need
for capital, education, skills, etc.), which are generally also characterized by low incomes and productivity; and the
resulting oversupply depresses incomes still further. Successful rural development simultaneously reduces “push”
pressures, by raising agricultural incomes, while generating more productive non-farm income opportunities through
the creation of viable non-farm enterprises.
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Agricultural productivity:
Developments, determinants and impacts

Agricultural productivity is critical both to the well-being of the population in LDCs and to the structural
transformation of their economies, playing an essential role in rural economic transformation and development and
strengthening the RNFE. Increasing agricultural productivity tends to lower food prices, thereby increasing real wages
in both rural and urban areas; prevents the terms of trade from turning against urban activities (a potential obstacle to
structural transformation); and improves food security by increasing and stabilizing food supplies.

In the archetypal structural transformation process, increasing agricultural productivity releases labour and capital
to be employed in other (in principle more productive) sectors, while generating agricultural surpluses that provide
a source of domestic demand for industrial goods and services, spurring growth in their supply. It thus increases
productivity in other sectors, accelerating the development process.

Agricultural labour productivity in LDCs is much lower than in ODCs and in developed countries, and has grown
more slowly, resulting in a widening international labour productivity gap. Agricultural value added per worker has
grown by 2.2 per cent annually since 1991 in LDCs, compared with 4.2 per cent in ODCs and 3.9 per cent in
developed countries. In 2011-2013, LDC agricultural labour productivity was 19 per cent of that in ODCs and 1.8
per cent of that in developed countries, a much wider gap than in industry or services. Given the concentration of
the labour force in agriculture in LDCs, this wider productivity gap is the major cause of income divergence between
LDCs and these other country groups.

In African LDCs and Haiti, agricultural labour productivity declined in the 1980s and 1990s, and has grown
relatively slowly since 2000 (slightly above 1 per cent annually). This is largely a consequence of the decline and
subsequent stagnation of spending on agricultural research and development (R&D), and of policies (e.g. exchange
rate and trade policies) that discriminate against agriculture. In the Asian LDCs, by contrast, productivity growth
picked up earlier, in the 1990s, and has risen robustly (oy 3.5 per cent annually) since 2000, faster than the averages
for all ODCs. The positive performance has been driven by greater investment in R&D and more favourable policies.
Over the past decade, agricultural labour productivity in Asian LDCs has overtaken that of both the African and island
LDCs.

Output per worker can be broken down into land productivity (yield) and the land/labour ratio. Yields have increased
more strongly than labour productivity in LDCs, but have lagged behind the robust growth in ODCs since the 1980s,
reaching 38 per cent of the ODC average in 2010-2012. Among LDCs, yields have grown most vigorously in Asia,
more than doubling since 1980, to reach a present level 17 per cent higher than that of ODCs. In African LDCs and
Haiti, performance was weaker and more varied across countries. It was especially sluggish during the 1990s, but
has picked up somewhat since the turn of the century.

Increased agricultural production in LDCs since the early 1980s has come partly from extension of the cultivated
area, particularly in African LDCs and Haiti and in island LDCs, with a more limited extension in Asian LDCs, similar to
that in Asian ODCs. Land/labour ratios are generally lowest in Asian LDCs, but are declining most strongly in African
LDCs and Haiti.

These developments have had an adverse impact on the well-being of the population and have limited the pace
of poverty reduction.

Total factor productivity (TFP) growth in LDCs as a group has also historically lagged far behind that of other
country groups, stagnating from the 1960s to the 1980s, but rising in the 1990s and accelerating somewhat since
2000. Asian LDCs have outperformed all other major country groups since 2000. In African LDCs and Haiti, by
contrast, agricultural TFP was largely stagnant from the 1960s to 2000, and has been slower than in other country
groups since then. In island LDCs, TFP has grown very slowly since the 1960s.

Agricultural labour productivity and yields have risen most strongly in manufactures exporters and mixed exporters,
indicating that greater structural transformation and economic diversification are generally associated with greater
improvements in agricultural productivity. This confirms the link between agricultural progress and overall economic
development, and the mutual reinforcement of development in agriculture and other productive sectors.
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The main factors driving (or constraining) productivity growth in agriculture in LDCs are the quantity of inputs;
technology, human capital and input quality; public investment and policies; agroecological conditions and climate
change; and rural diversification.

The quantity of inputs (land, labour, material inputs and physical capital) used is especially important in countries
at earlier stages of agricultural development. LDC agriculture is generally characterized by very intensive employment
of labour; extensive use of land; and very limited use of other inputs, reflecting low incomes, inadequate water supply
and foreign exchange shortage. Overall use of synthetic fertilizers per hectare in LDCs is only 10 per cent of that in
ODCs and 15 per cent of that in developed countries. Mechanization is similarly limited, as is irrigation, except in
Asian LDCs, where use of fertilizers and machinery is also greater.

Technology affects the adaptation of plant and animal varieties to local agroecological conditions, the quality of
inputs, the choice of cultivation and rearing techniques, and so forth, as well as variety yields. While public investment
in agricultural R&D generates high rates of return, commitment has generally been low in LDCs, resulting in limited
and volatile public spending. In African LDCs, the much greater variety of farming systems than in Asian LDCs is a
further challenge to R&D appropriate to particular agroecological conditions.

Since the diffusion of innovations among producers is neither automatic nor rapid, agricultural extension services
are an essential link between the generation of innovations by R&D and their adoption at the farm level. Poverty
represents a further obstacle to the adoption of new agricultural technologies, especially in LDCs.

Human capital plays a major role in technology adoption, affecting the use and combination of inputs by
farmers. Education contributes to the acquisition and assimilation of information, and to the learning, mastery and
implementation of technologies.

There is increasing recognition of the importance of public policies to agricultural productivity, through spending on
R&D, extension services and education, investment in “hard” (physical) infrastructure, “soft” (institutional) infrastructure
and sectoral measures. Public investment in hard and soft infrastructure is a precondition for private investment in
agriculture, while constraints on financial market development can be a substantial obstacle.

Over the long term, land productivity is weakened by underinvestment in land improvement as a result of low
incomes and limited financial market development, leading to a progressive deterioration in land quality. Climate
change is expected to exacerbate this process, resulting in a projected 18-per-cent reduction in cereal yields in low-
income countries between 2000 and 2050. The resulting changes in total agricultural output in LDCs range from
+5 per cent to -40 per cent, with much stronger effects in African than in Asian LDCs. This is likely to reduce labour
productivity.

Rural diversification is also a key driver and facilitator of productivity growth and upgrading in agriculture. Rising
off-farm incomes provide additional financing for agricultural investment and technological upgrading and boost
demand growth for agricultural produce; and the development of off-farm activities increases the supply of key
inputs and services for agriculture. Improved vertical coordination is critical to achieving a timely flow of productivity-
enhancing inputs to farmers and of quality agricultural raw materials to agro-industry.

Rural structural transformation
for sustainable poverty eradication

While the principal income source of rural households is farming, most of them engage in a range of economic
activities. Motivations vary widely between households. Better-resourced households are often “entrepreneurs
by choice”, pursuing opportunities to increase their incomes. Poorer households are generally “entrepreneurs by
necessity”, driven to seek additional incomes by the need to sustain a minimum level of consumption, or else seeking
to diversify their incomes as a means of self-insurance against high levels of risk in agriculture.

Agricultural demand for wage labour is typically limited to seasonal and casual work, and farm wages are low,
reflecting an excess supply of labour due to “push” pressures. Income from rural non-farm (RNF) activities thus
generally exceeds income from agricultural wage employment. Non-farm income also generally exceeds migrant
remittances (with a few exceptions, such as Lesotho), contrary to conventional wisdom. With these limitations on



OVERVIEW Vil

other income sources, non-farm activities are a critical element of household income diversification strategies. Within
the non-farm sector, wage income can be as important as self-employment income in African LDCs, and more so in
some Asian LDCs.

Given the limitations of subsistence production and agricultural wage employment, the main route out of poverty
is through some combination of market-oriented smallholder farming, non-farm activities and emigration from rural
areas.

Distance from urban areas plays a key role in opportunities for non-farm activities, so that RNFE development
has tended to be concentrated around towns and cities. Non-farm employment opportunities and wages are higher
in peri-urban areas, while producers in more distant rural areas are disadvantaged in urban markets by the need to
compete with peri-urban producers who have advantages in delivery times and costs, as well as generally greater
access to services and infrastructure.

There is thus a fundamental contradiction between need and opportunity, both at an economy-wide level and
among households. It is the most disadvantaged areas and households that have the greatest need for economic
diversification (since they have the least access to agricultural markets, the lowest incomes and the highest risks);
but they also have the least opportunities and face the greatest obstacles to taking such opportunities (due to
limited financial and human resources, infrastructure, access to inputs and ability to bear risk). Overcoming this
contradiction, and ensuring that those with the greatest need for economic diversification have the means to achieve
it, will be critical to rural structural transformation and sustainable poverty eradication.

Since data on non-farm activity in LDCs (and also in ODCs) are very limited, this Report provides new estimates
based on raw data for nine LDCs — five in Africa and four in Asia. This confirms the general trends described
above, while highlighting the variation of rural diversification and RNFE development across LDCs. Among these nine
countries, RNFE development is most advanced in Bangladesh and Nepal (47-49 per cent of rural employment), and
least advanced in Ethiopia and United Republic of Tanzania (11-12 per cent). However, these new data contradict the
widespread view of a simple Africa/Asia dichotomy: The importance of the RNFE in rural incomes and employment
is very similar across the five other countries, which span both regions (Malawi, Rwanda, Zambia, Myanmar and
Yemen, with 20-28 per cent of rural employment in the RNFE).

A more detailed assessment of Bangladesh, Malawi and Nepal highlights differences in the sectoral composition
of non-farm activities, the largest subsectors being manufacturing, services and construction, respectively. However,
manufacturing and services are important in all three cases, each accounting for 22-42 per cent of total RNFE
income in every country. There are also considerable differences between these countries in the roles of women and
young people in the rural economy. While those engaged in non-farm activities have consistently higher levels of
education than those in agriculture, the highest level of education is in the country with the lowest level of non-farm
activity (Malawi). This suggests that education alone is insufficient to drive rural economic diversification.

The great majority of LDCs in all categories remain in the first stage of rural economic transformation, in which
RNF activities are focused mainly on agriculture (though often fairly evenly divided among commerce, manufacturing
and other services), and mainly informal. However, using the categorization of agriculture-based and transforming
countries presented by the World Bank’s World Development Report 2008 as a proxy suggests that a small group
of African and Asian LDCs — Angola, Bangladesh, Senegal and Uganda — are in the second stage of RNF sector
transformation. In this stage, rural-urban links are more important, and non-farm activities are more varied, also
encompassing such activities as tourism, mining and services as well as agribusiness in commercial farming areas.
Small-scale labour-intensive production in rural areas often coexists with relatively capital-intensive enterprises
producing similar products in intermediate cities.

Farmers in areas of good agricultural potential and with access to markets have relatively greater opportunities to
upgrade by increasing production of higher-value products, for domestic, regional and wider export markets. Product
standards and non-tariff barriers can be a serious obstacle to exports: Quality management is increasingly important,
but capacity for implementation and policing in LDCs is often limited. In African LDCs, however, the low level of
intraregional trade points to particular potential for regional exports.

Non-farm activities can act as a driver of agricultural upgrading by providing investable resources and upstream
and downstream services for agriculture, particularly in higher-value crops. RNFE income is generally the main source
of cash for investment, especially in African LDCs, and is sometimes used as a substitute for collateral.
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RNFE activities in the production of agricultural inputs can affect choices of crops and technologies by increasing
access to input supplies and adapting them to the needs of local farmers; others, such as agroprocessing, may
provide additional and/or more favourable market outlets, and increase profitability, including through contract-
farming arrangements and integration in value chains. Transportation services and commerce contribute to both.
However, just as RNFE activities can contribute substantially to agricultural upgrading, so underdevelopment or
inappropriate development of the off-farm sector can act as a constraint on agricultural development.

While governments and donors pay a great deal of attention to the supply-side needs of RNFE development, the
equally important demand side is often neglected. Major sources of demand for RNFE are nearby urban markets (for
peri-urban areas), local rural markets, and exports (primarily for agroprocessing and in some areas tourism). Domestic
demand plays a critical role, both in agricultural upgrading and in RNFE development. Growth engines such as urban
markets, market-oriented agriculture, and entrepbts and transport corridors can thus provide a substantial boost,
as can “implanted” natural resource-based projects such as mines and forestry (although these often operate as
enclaves, with limited linkages to the local economy).

Beyond the geographical reach of such engines, migrant remittances can also act as a growth engine, although
they are often concentrated among a few households, limiting their impact. In relatively closed local economies, local
demand within the rural economy can act as a (somewhat weaker) engine, as the additional demand for agricultural
produce and RNF activities associated with increasing incomes gives rise to multiplier effects, estimated in various
LDCs at 1.3-2.0.

The key to rural structural transformation is to enable rural producers to respond effectively to demand changes as
development progresses and incomes rise. This means moving beyond a focus on increasing agricultural productivity
to paying more attention to rural non-farm activities and increasing production of higher-value agricultural products.

Increases in income translate into disproportionate increases in spending on non-food items and higher-value
and more processed foods, generating opportunities for both agricultural upgrading and the development of
agroprocessing. Recent evidence from LDCs in southern and eastern Africa and South Asia points to substantial
demand for non-food products and non-staple and processed foods, indicating considerable potential for growth in
local demand to drive agricultural upgrading and RNFE development.

Density and quality of infrastructure are crucial — to access markets for output and inputs, to reduce production
and transaction costs, and hence to ensure effective supply response — and are associated with greater farm and
non-farm investments and higher RNF incomes, especially in more favourable agroclimatic zones. This includes
both soft infrastructure (e.g. marketplaces, communications networks, education and health services, financial and
payments systems and market information systems) and hard infrastructure (e.g. electricity and water supply, storage
facilities and roads). Infrastructure is extremely limited in most rural areas in LDCs, especially beyond peri-urban
areas.

Electrification is a critical element of rural infrastructure investment, with a potentially transformative effect; and
renewable energy technologies now have the potential to overcome some of the key constraints on rural electrification.
Better access to, and improved quality of, education can also have a substantial impact on RNF development over
the longer term.

Transport infrastructure plays a pivotal role as well, and increased connectedness will be indispensable to poverty
eradication in rural areas. However, this is not a linear process, and the opening associated with strengthening
transport connections is a two-edged sword, exposing local producers to competition from urban products and
imports which they are ill-placed to withstand, as well as increasing access to inputs and markets. Key challenges in
the post-2015 context will be to enable rural producers to compete effectively in an increasingly open local market;
to identify and move successfully into new and remunerative activities; and to harness the economies of scale and
develop the marketing skills needed to compete in markets elsewhere.

Construction of rural infrastructure can also play a very important secondary role in rural development, by creating
employment through labour-based construction and maintenance methods and RNFE opportunities through local
procurement. As well as potentially reducing costs, this could contribute substantially (albeit temporarily) to reducing
the deficit in demand that constrains RNFE development.

The key role of urban proximity in the development of rural areas, and of their opening to wider markets through
improved transport infrastructure, highlights the importance of a differentiated approach to peri-urban, intermediate
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and remote and isolated areas, according to their respective comparative advantages. The comparative advantage
of peri-urban areas lies primarily in servicing urban markets, notably for higher-value and processed foods, as well as,
for example, leisure activities and transport services.

In intermediate areas, export production is often more important, providing opportunities for upgrading and
processing activities, as well as increasing export value through product differentiation (e.g. organic certification).
Diversification of agricultural production into higher-value crops and agroprocessing to increase tradability of
agricultural produce may also provide useful opportunities, as may biofuel production and biofuel crop cultivation.
Other options include commercialization of craft production, construction materials (especially in the post-2015
context) and, where local conditions are conducive, mining, tourism, forestry, fisheries and so forth.

Remote and isolated areas are generally oriented primarily towards subsistence production, making increased
production of staple foods a precondition for structural transformation. Limited connection with wider markets makes
local demand the primary driver of development, suggesting a focus on progressively increasing production of higher-
value foods, livestock and artisanal agroprocessing. While demand for “Z goods” (non-food goods, typically of relatively
low quality, produced on a small scale using traditional labour-intensive methods) is also likely to increase over time, the
long-term viability of such production is limited. High transport costs and the potential for substantial local demand arising
from post-2015 infrastructure investments point to a potential market for construction materials where these are available
locally.

Gender-based constraints
on rural economic transformation

Women make up half of the agricultural labour force in LDCs, and this proportion has increased progressively
over time in all three geographical subgroups. However, rural women in LDCs continue to face multiple constraints
on their productive potential. The double burden of productive activities and care work gives rise to greater time
constraints for women than for men, and also limits their mobility and the time they can devote to upgrading their
skills. This is compounded by a disproportionate burden of unpaid agricultural work: While food crops are traditionally
viewed as “female” and cash crops as “male”, the distinction arises primarily in control over the proceeds, as women
generally provide as much of the labour as men in cash crop production. There are, however, gender differences in
the distribution of agricultural tasks and in livestock: While men generally predominate in cattle herding, women tend
to raise poultry and other small livestock and dairy animals.

There are also significant gender differences in non-farm activities, women often predominating in petty and retail
trade, and men in transport and construction. Artisanal agroprocessing is often a traditionally female occupation, and
employment in agro-industrial processing of high-value products also tends to be predominantly female. However, even
when they are in wage employment, women are more likely than men to be segregated in part-time, seasonal and/or
low-wage work. While new forms of organization can provide new opportunities for rural women, they thus also pose
new challenges.

Women face particular constraints on access to productive resources. There is a consistent pattern of inequality
in access to land across LDCs. However, this arises primarily from sociocultural practices enshrined in customary
law and practices rather than from civil law, which creates major challenges in turning legal enactments into de
facto rights. Rural women, and particularly female heads of household, also tend to have lower literacy rates and
significantly fewer years of education than their male counterparts.

These disadvantages contribute to limited access to credit, where it is available, as women are less likely to
have land to use as collateral, and are less able to complete application formalities. Partly for this reason, they are
less likely to use inputs such as fertilizers and improved seeds; and the benefits of input subsidy schemes are often
limited by lack of gender sensitivity in their design. When women farmers do use purchased inputs, the effect on their
productivity can also be more limited, possibly reflecting gender biases in agricultural extension services. Female-
headed households are also often disadvantaged by limited male family labour and cultural constraints on their ability
to hire non-family labour.

These factors contribute to significant differences between male- and female-managed plots in terms of yields,
harvested areas and crop losses. These gender-based obstacles compound and interact with other market
imperfections in rural areas to diminish women’s productivity and entrepreneurial potential, reducing the dynamic
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potential of rural economies and slowing their transformation. Unless such constraints are addressed, the supply
response to incentives aimed at increasing production and marketed surpluses will remain sluggish, as half of the
labour force will remain unable to respond effectively. Globally, the Food and Agricultural Organization of the United
Nations (FAQO) estimates that providing women with the same access to productive resources as men could increase
yields on their farms by 20-30 per cent, raising total agricultural output by 2.5-4 per cent.

However, there is an important distinction between gender inequalities that arise directly from gender norms,
and what might be called contingent inequalities — those which arise indirectly from the interaction of the resulting
disadvantages with those arising from poverty. The double burden of care and productive work, discriminatory
practices in land ownership and inheritance, differences in access to education and gender segregation in labour
markets, for example, arise directly from gendered social structures and norms; and addressing them effectively
requires direct, gender-specific action to correct or compensate for structural gender biases.

However, the consequences of these disadvantages — low incomes, limited savings and assets, lack of access to
inputs, markets and/or credit, etc. — are shared by many men, whose productivity is similarly impaired as a result. These
indirect disadvantages are more appropriately addressed through more inclusive but gender-sensitive approaches,
directed both at women and at equally disadvantaged men. Directing support to women while arbitrarily excluding
similarly disadvantaged men, particularly in a context of strongly patriarchal traditional cultures, could result in alienation,
potentially undermining longer-term efforts to tackle the underlying causes of gender inequality.

Domestic policies for rural economic transformation

In principle, poverty eradication ultimately requires: (1) decent work for all; (2) a minimum wage at a level sufficient
to provide households at least with an income that is above the poverty line; and (3) social safety nets. However,
this is better seen as a destination than as a route. To be feasible and economically sustainable, poverty eradication
requires poverty-oriented structural transformation (POST), to ensure that productivity is sufficient to support wages
at this wage level and that dips in income below the poverty line are limited and temporary. Structural transformation
of rural economies, encompassing agricultural upgrading and diversification into non-farm activities, is a key part of
this process.

Agricultural needs vary widely between locations, but key elements include:

e Agricultural right-sizing. Rather than seeking to promote either small- or large-scale agriculture, policies should
be based on optimal plot sizes in each location, given the agroecological and other conditions as well as the
potential crops, taking account of economic, social and environmental considerations.

¢ Increasing use of locally appropriate inputs to increase agricultural productivity and yields, while maintaining
labour intensity and increasing environmental sustainability. This can be achieved through extension services
and measures to boost the local supply of these inputs.

¢ Promoting early adoption of innovations and new technologies, especially by women and other disadvantaged
producers, e.g. through input subsidy schemes encompassing packages of inputs for different agroecological
and farm systems, and measures to tackle scale issues in input supply.

¢ Increased support to R&D and extension. This should also include measures to ensure that R&D and extension
meet the needs of small and women farmers and local conditions, by integrating gender considerations into
extension services, establishing a two-way communication process between producers and R&D agencies
through extension services, and identifying and supporting local farm advisers.

e Market differentiation, through organic, fair trade and sustainability certification, as a means of increasing
the value of agricultural exports. Capacity-building for producers and government facilitation of certification
processes can help to prevent such schemes from becoming de facto non-tariff barriers.

Agricultural upgrading can reduce push pressures for “survivalist” income diversification. Together with support
to “entrepreneurs by choice” (and increased opportunities through rural electrification), this can help to create a
more dynamic non-farm sector. While microenterprise creation is likely to be needed in remote and isolated areas,
enterprise expansion can create more employment in peri-urban areas. Non-farm activities are particularly important
in generating productive employment in seasons of low agricultural labour demand.

Increased staple production is an early priority, particularly in remote and isolated areas, to provide small farmers
with the confidence in future food availability that is essential to investment in other activities. Local food stocks
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can also help in this regard. Agroprocessing provides an important synergy between agriculture and non-farm
activities, as agricultural upgrading and diversification create new opportunities, while processing increases product
life and tradability. It is particularly beneficial in generating employment and business opportunities for women. With
appropriate incentives, export crops can create opportunities for increased agricultural incomes and agroprocessing
through integration into global and regional value chains.

Gender-specific measures are required to tackle the causes of disadvantages faced by rural women, particularly
land and inheritance rights and time poverty. Gender sensitivity is essential in resolving land rights issues, to
avoid further marginalization of women. Gender inequality in access to finance can generally be addressed most
satisfactorily by mainstreaming gender into core programmes and policies, although gender-specific interventions
may be needed in specific contexts.

The unrealized potential for a virtuous circle of agricultural upgrading and rural diversification highlights the need
for demand- and supply-side mechanisms to kick-start the process of rural economic transformation. On the demand
side, the need for a major increase in infrastructure investment can provide such a mechanism through the use of
labour-based construction and maintenance methods and local procurement of materials and other inputs. Rural
electrification can provide a similar boost on the supply side, but needs to be supported by appropriate policies and
interventions in finance, access to technology and enterprise support.

Sequencing infrastructure investments and interventions is critical. This Report envisages three phases of rural
economic transformation. In the first phase, the primary focus is on investments and interventions that promote
effective supply response (enterprise promotion, training, finance and access to inputs), paving the way for the
second phase, in which the emphasis is on demand-creating infrastructure investment, local connections within rural
economies and increasing supply capacity. The combined effect should create the capacity for local producers to
exploit economies of scale and withstand competition from urban producers in the third phase, where rural-urban
connections are improved.

The demand created by agricultural upgrading and rising rural incomes is a critical driver of rural transformation,
but requires an effective supply response. This calls for appropriate policies and interventions in finance, human
resources and enterprise support.

The limitations of microfinance in the context of rural economic transformation and poverty eradication suggest
a need for selectivity (focusing on dynamic “entrepreneurs by choice” and small and medium-sized enterprises,
while avoiding its use in non-commercialized areas) as well as for modifications and alternatives. Conditional interest
subsidies of microcredit (with ceilings on interest rates to borrowers) may provide a useful mechanism, while annual
in-kind microgrants of productive inputs (phased out over an extended period) may be necessary to provide access
to finance, productive technologies and associated inputs in remote and isolated areas.

While increasing schooling of children has major long-term benefits, adult education is critical to rural economic
transformation in the shorter term. Male biases in education make adult education for women especially important.
Particular priorities are basic literacy and numeracy, vocational skills, financial literacy and business skills. Financial
literacy and business skills are critical where productive investment is financed by credit and in areas where production
is predominantly subsistence-oriented; but basic numeracy and literacy will be a precondition in many contexts.
Progressively higher levels of business skills will be needed as the transformation process advances.

Vocational training should reflect the priority sectors in each local context, and construction-related skills (and
electricians and mechanics) will be a particular priority in the initial phase of rural transformation. By employing local
workers in skilled positions and providing follow-up training on the application of the skills acquired in longer-term
activities, infrastructure investment can provide an additional human-resource legacy. The benefits of vocational
training can be enhanced by encouraging or requiring beneficiaries to take on apprentices; and migrants may provide
a useful means of urban-rural skills transfer.

Long lead times in investment in agriculture, in new non-farm activities, and in areas where access to inputs is
limited make information about anticipated changes in demand essential to an effective supply response. This is
particularly important, since the risk aversion inherently associated with poverty makes a high level of confidence
a prerequisite for diversion of efforts or resources to new activities. In principle, household expenditure surveys
can provide a basis for estimating local demand changes as incomes rise; and providing such information (and
information on other prospective market changes, e.g. those arising from transport infrastructure improvements) as a
public good could substantially improve supply response and business viability.
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Where cell phone coverage exists, it can provide an invaluable means of targeted information provision; but
issues of limited coverage, access, literacy and affordability mean that older technologies such as radio still have an
important role as a means of wider communication.

Rural economic transformation requires effective policy coordination; but responsibility is generally spread across
multiple ministries and agencies. An effective interministerial coordinating mechanism, chaired by the head of
Government or someone at the highest level of government, could contribute substantially to this goal.

Decentralization is also critical, but often constrained by financial and human resources; and areas remote from
markets are also remote from public institutions, limiting policy effectiveness and the potential for effective action at
the local level. In this context, cooperatives, producers’ associations and women’s networks can play a key role,
including in access to finance, inputs, equipment, new technologies, training, information, markets, etc., as well as
strengthening small producers’ bargaining power and economies of scale. They could also provide an organized
constituency for rural development. Streamlining procedures for the establishment of such organizations and
networks, facilitating their development, and channelling interventions through them (with appropriate support) can
thus make a major contribution to rural transformation.

The international dimension

Rural economic transformation on a scale sufficient to eradicate poverty in LDCs by 2030 is an immensely ambitious
undertaking, which will require changes at the international level. In particular, given the severe financial constraints of
most LDCs, it will necessitate a considerable increase in official development assistance (ODA). However, in adopting
the SDGs, the international community has effectively committed itself to delivering the means necessary to their
achievement: It is a long-established philosophical principle that “to will the end is to will the means”.

In the context of the SDGs, there is a strong case for increasing the target level of ODA from 0.15-0.20 per cent
of donor gross national income to 0.35 per cent — half of the overall ODA target of 0.7 per cent to which donors
are committed under SDG 17 (“Strengthen the means of implementation and revitalize the global partnership for
sustainable development”). This would be commensurate with the LDCs’ share in the human development deficits
addressed by the SDGs, and with the increase in the rate of extension of access to rural infrastructure required to
achieve them. It would lead to an increase in ODA to LDCs from $30 billion in 2013 to around $250 billion by 2030,
while also allowing a major rise in ODA to ODCs, provided the 0.7-per-cent commitment was fulfilled. Realizing the
SDG undertaking to fulfil existing commitments on aid quality is also important, particularly with respect to recipient
country ownership and policy space. This means ensuring that ODA conditionalities provide the policy flexibility
needed to enable recipient countries to pursue nationally appropriate strategies and opportunities for learning and
experimentation. It is equally important that productive sectors are given appropriate priority in allocation of additional
ODA, especially in rural areas. The ultimate objective of ODA should be to support the development of productive
capacities in LDCs and of their capacity for domestic resource mobilization, progressively reducing their need for
ODA.

Since the benefits to LDCs of further multilateral tariff reductions are offset by the resulting erosion of existing
preferences, fulfilling commitments on duty-free, quota-free market access and improving the terms of preferential
agreements (particularly regarding rules of origin) are a primary consideration. Developmental regionalism could
also provide a means of strengthening regional industrial bases, particularly among African LDCs, where limited
intraregional trade in agricultural produce signals significant unrealized potential.

Beyond the trading system itself, developing a “sustainable development” brand linked to the SDGs that builds on
existing fair trade and sustainability labelling initiatives, could provide substantial benefits in terms of marketing and
product differentiation. Innovative approaches to cross-border investment could also offer a means of financing rural
transformation and infrastructure, for example through the development of proactively ethical investment instruments
and mechanisms for diaspora direct investment. These two mechanisms could be linked to harness their synergies.
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The average growth rate of LDCs in
2014 was significantly stronger than
that of other developing countries
(ODCs)...

... but only Asian LDCs achieved
faster growth than ODCs in
per capita terms.

GDP growth was strongest in
mineral exporters and mixed
exporters, while the slowest growth
rates were the 3.3 per cent recorded
by fuel exporters.

A. Introduction

Economic growth in the least developed countries (LDCs) has slowed since
2012, when impressive performance by fuel-exporting countries took the growth
rate of their real gross domestic product (GDP) to a post-financial crisis peak of
7.2 per cent. In 2014, less favourable external conditions (compounded by the
impact of the Ebola outbreak in Guinea, Liberia and Sierra Leone) contributed to
a further deterioration in their economic performance.

The merchandise trade deficit of LDCs as a whole nearly tripled to $33.6
billion in 2014, bringing their current account deficit to a historical high of $49.4
billion, which reflected continued import growth as exports stagnated. LDCs also
remained heavily dependent on foreign resources, the largest source of which
was official development assistance (ODA), followed by migrants’ remittances.

This chapter summarizes LDCs’ recent performance in terms of economic
growth (section B), foreign trade and current account balances (section C),
and domestic and external financing (section D). Section E concludes with a
brief review of the outlook for LDCs. Country-level data are presented in an
accompanying online statistical publication.’

B. The real sector

The average growth rate of LDCs as a group was 5.5 per cent in 2014.
This represented a decline from 6.1 per cent in 2013 and was well below the
2002-2008 average of 7.4 per cent (table I.1), but significantly stronger than the
4.4-per-cent growth recorded by other developing countries (ODCs).

Economic growth in 2014 was very similar across LDC geographical and
structural groupings,? and in all cases above the ODC average: 5.5 per cent in
African LDCs and Haiti, 5.4 per cent in Asian LDCs and 5.2 per cent in island
LDCs. However, only Asian LDCs achieved faster growth than ODCs in per
capita terms, suggesting a more moderate improvement in living standards in
African LDCs and Haiti and in island LDCs.

LDCs’ relatively steady growth performance in 2014 is indicative of stronger
GDP growth in mineral exporters (6.8 per cent) and mixed exporters (6.5 per
cent),® while the slowest growth rates were the 3.3 per cent recorded by fuel
exporters — previously the main drivers of LDC growth — and the 4.8 per cent
for exporters of food and agricultural products. The favourable performance of
mineral exporters reflects a remarkable 9.1-per-cent growth in the Democratic
Republic of the Congo (as a result of strong growth in copper output) and 7.4
per cent in Mozambique (due to a robust expansion of natural gas and coal
production). Conversely, fuel exporters (Angola, Chad, Equatorial Guinea, Sudan
and Yemen) were adversely affected by a sharp fall in oil prices in the second half
of 2014. Worst affected were Equatorial Guinea and Yemen, where production
also fell, leading to contractions of 3.1 per cent and 0.2 per cent, respectively.

C. Current account and international trade

1. CURRENT ACCOUNT BALANCE

The LDCs’ collective current account deficit increased to a record level of
$49.4 billion in 2014 (chart 1.1), 40 per cent higher than in 2013 and 87 per
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Table I.1. Real GDP growth rates in LDCs, other developing countries and developed countries, 2002-2015

(Per cent)
2002-2008
LDCs (total) 7.4 5.7 45 7.2 6.1 5.5 5.2
African LDCs and Haiti 8.0 5.4 4.7 7.7 6.1 5.5 5.0
Asian LDCs 6.7 6.3 4.0 6.5 6.0 5.4 5.6
Island LDCs 3.9 6.9 11 6.1 4.5 5.2 5.0
Food and agricultural exporters 5.0 6.3 5.9 1.6 4.3 4.8 5.1
Fuel exporters 9.8 4.3 -0.5 10.0 6.1 3.3 2.4
Mineral exporters 6.2 71 6.0 5.9 6.4 6.8 6.8
Manufactures exporters 6.3 5.6 6.5 6.2 6.1 6.0 6.2
Services exporters 71 7.3 7.2 6.9 5.7 6.1 6.1
Mixed exporters 6.9 5.8 5.6 6.4 6.3 6.5 6.1
Other developing countries 7.0 7.8 5.8 4.8 4.8 4.4 4.4
All developing countries 7.7 7.8 5.7 4.9 4.8 4.5 4.4
Developed countries 2.4 2.6 1.5 1.1 1.3 1.7 2.3
Source: UNCTAD secretariat calculations, based on data from IMF, World Economic Outlook database (accessed July 2015).
Notes: Data missing for Somalia. Data for 2015 are estimates.
For the classification of LDCs according to export specialization, see page xiii.

Chart I.1. Current account balance of LDCs, 2000-2014
(Billions of current dollars)

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014

I African LDCs and Haiti [ Asian LDCs [_Jlsland LDCs e | DCs (total)

Source: UNCTAD secretariat calculations, based on data from IMF, World Economic Outlook database (accessed July 2015).

cent higher than in 2012. This increase originated primarily in the African LDCs
and Haiti, whose deficit rose by $10 billion to $41.7 billion. Particularly large , )
deteriorations in current account balances occurred in Angola, where a 2013 The LDCs’ collective current
surplus of $8.3 billion gave way to a deficit of $1.1 billion, due to lower oil- account deficit increased to a record
related export earnings and growing imports, and in Ethiopia, where the deficit level of $49.4 billion in 2014...
expanded from $2.8 billion in 2013 to $4.7 billion, as greater net inflows for
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services and transfers were insufficient to offset declining prices and volumes of
coffee and gold exports.

The current account deficit of Asian LDCs climbed from $5.6 billion in 2013
to $8.6 billion in 2014, largely reflecting an increase in Myanmar’s deficit from
$2.9 billion to $4.5 billion, and the return of Bangladesh’s current account to
deficit ($0.1 billion, after a $1.8 billion surplus in 2013). Island LDCs’ current
account surplus declined from $2 billion in 2013 to $0.9 billion, almost entirely
due to a reduction of nearly $1 billion in Timor-Leste’s surplus as a result of
falling energy revenues.

... as their merchandise trade

deficit nearly tripled.
2. TRADE IN GOODS AND SERVICES

The merchandise trade deficit of LDCs as a group nearly tripled in 2014,
increasing by 187 per cent to $33.6 billion, as imports rose by $20 billion and
exports fell by $1.9 billion. The surplus of African LDCs and Haiti plummeted,
from $17.5 billion to $2.5 billion, while the Asian LDCs’ deficit widened from
$27.8 bilion to $34.7 billion. Island LDCs’ deficit grew only marginally, from
$1.32 billion to $1.35 billion (table 1.2).

Merchandise imports increased in all three geographical and structural LDC
subgroups, by $7.2 billion in African LDCs and Haiti, $12.8 billion in Asian LDCs

Table 1.2. LDC exports and imports of goods and services, 2005-2014, selected years
(Millions of current dollars and per cent)

2005 2010 2011 2012 2013 2014 | P ggj‘:ge
Goods

Exports LDCs (total) 83848 168809 207402 210794 218917 217511 -0.6
African LDCs and Haiti 59063 124831 155403| 158529 161901 158101 -2.3
Asian LDCs 24 608 43 625 51424 51 611 56 444 58 794 4.2
Island LDCs 178 353 575 653 572 616 7.7

Imports LDCs (total) 79908 163427 197009 216418 232252 246 132 6.0
African LDCs and Haiti 50293 | 103086 122608| 136180 145999| 149318 2.3
Asian LDCs 28 966 59 068 72 893 78 421 84 358 94 858 12.4
Island LDCs 649 1274 1508 1817 1895 1956 3.2

Trade balance LDCs (total) 3940 5382 10 393 -5624| -13335| -28620 -114.6
African LDCs and Haiti 8770 21745 32795 22 349 15902 8784 -44.8
Asian LDCs -4 358 -15443| -21469 -26809 -27914  -36 064 -29.2
Island LDCs -471 -921 -933 -1164 -1323 -1340 -1.3

Services

Exports LDCs (total) 11 756 25619 31177 33477 38177 40913 7.2
African LDCs and Haiti 7 568 14123 18 207 19 526 22 044 23 690 7.5
Asian LDCs 3942 10 964 12 382 13 336 15 477 16 504 6.6
Island LDCs 246 532 587 615 656 719 9.5

Imports LDCs (total) 28 387 61 601 73018 76 022 78 895 85 168 8.0
African LDCs and Haiti 22 777 48 871 58 273 59 815 62 020 66 172 6.7
Asian LDCs 5 368 11175 12 697 14 631 15712 17 939 14.2
Island LDCs 243 1554 2048 1576 1163 1056 -9.2

Trade balance LDCs (total) -16 631 -35982 -41842| -42545 -40718  -44 255 8.7
African LDCs and Haiti -15208| -34748| -40065, -40289 -39976  -42482 6.3
Asian LDCs -1427 -211 -316 -1 295 -235 -1435 510.0
Island LDCs 3 -1023 -1 461 -961 -507 -338 -33.4

Source: UNCTAD, UNCTADstat database (http://unctadstat.unctad.org/EN/) (accessed July 2015).

Notes: Figures on services in 2014 are estimates. Data based on the Balance of Payments Manual, sixth edition (BPM6).
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and $68 million in island LDCs. Merchandise exports were up in Asian and island
LDCs (by $6 billion and $38 million, respectively) but down in African LDCs and
Haiti (oy $7.9 billion), mainly as a result of lower commodity export earnings.

There remains a sharp contrast

There remains a sharp contrast between the composition of LDCs’ imports ~ between the composition of LDCs
and that of their exports (chart 1.2). Merchandise imports are mostly (62 per  imports and that of their exports.
cent) of manufactured goods, while fuels account for 49 per cent of exports,
and manufactured goods only 23 per cent. There is also a strong regional

bl

Chart 1.2. Composition of merchandise trade of LDCs

(Per cent, average for 2012-2014)
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Source: UNCTAD secretariat calculations, based on data from the UNCTADstat database (http://unctadstat.unctad.org/EN/) (accessed
August 2015).
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pattern. In African LDCs and Haiti, fuels represent 62 per cent of merchandise
exports; in Asian LDCs a similar share (60 per cent) is of manufactured goods.
The heavy dependence of most  Among island LDCs, the largest category of merchandise exports is agricultural
LDCs on primary commodity exports raw materials, which make up 48 per cent of the total. The heavy dependence
renders them very vulnerable to of most LDCs on primary commodity exports renders them very vulnerable to

fluctuations in commodity prices.  fluctuations in commaodity prices (box I.1).

Box I.1. Recent trends in international commodity prices

LDCs' dependence on commodity exports is a central factor in their slower economic growth in 2014, and weighs heavily
on their economic outlook: The recent dynamics of international commodity prices have had a major impact on their export
earnings. All commaodity price indices declined from January 2012 to May 2015, to levels similar to those of the 2009 crisis
year (box chart I.1), as a result of weakening demand, increasing supplies (following overinvestment during the period of high
prices), a stronger dollar and unusually large harvests (World Bank, 2015). Downward pressure on oil prices was accentuated
by a decrease in imports by the United States, coupled with increasing supply and major producers' decision not to curb
their production.

Between January 2012 and May 2015, crude petroleum prices fell by 46 per cent, agricultural raw materials and mineral
ores and metals by 26 per cent, and food products by 24 per cent. Among major LDC commodity exports, cotton prices
dropped by 19 per cent, iron ore by 56 per cent, and gold, copper and aluminium by 28 per cent, 22 per cent and 10 per
cent, respectively. Prices of food products such as sugar, rice and wheat declined by between a quarter and a third.

Box chart I.1. Commaodity prices, 2000-2015
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Source: UNCTAD, Commodity Price Bulletin. Crude petroleum: average of United Kingdom Brent (light) / Dubai (medium) / Texas (heavy),
equally weighted (dollar/barrel).
Note: *January-August.

D. Resource mobilization

Across LDCs as a whole, gross fixed

capital formation (GFCF) increased 1. DOMESTIC RESOURCE MOBILIZATION

to a level higher than the level Across LDCs as a whole, gross fixed capital formation (GFCF) increased to
deemed necessary to sustain 26.3 per cent of GDP in 2013 (table 1.3). This is not only higher than both the
long-term growth. 2012 level and the 2002-2008 average, but also, more importantly, above the

25-per-cent level deemed necessary to sustain long-term growth. This threshold
was exceeded by both African LDCs and Haiti (25.5 per cent) and Asian LDCs
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Table 1.3. Gross fixed capital formation, gross domestic savings and external resource gap in LDCs

(Per cent of GDP )
Gross fixed capital formation Gross domestic savings External resource gap
2002-2008| 2010 2012 | 2013 |2002-2008| 2010 2012| 2013 | 2002-2008 | 2010
LDCs (total) 20.6  23.7 246 26 26.3 189 | 18,5 19.2(19.0| 19.0 -1.7 -5.1| -5.4| -71 -7.2
African LDCs and Haiti 19.5 | 23.0 24.1| 25.4| 25,5 19.3 | 17.8| 18.4 /17.8 17.2 -0.2 -51 -58| -7.6| -84
Asian LDCs 229 | 251 255|272 277 17.9 | 19.3| 20.2/20.6| 21.8 -5.0 -5.8 -5.3| -6.6| -5.9
Island LDCs 122 | 18.8 20.7| 20.1| 20.3 30.8 | 35.7 39.832.8| 35.7 18.6 16.9| 19.1|12.7 15.4
Source: UNCTAD, UNCTADstat database (http://unctadstat.unctad.org/EN/) (accessed July 2015).

(27.7 per cent). In island LDCs, however, GFCF recovered only partly from its
slight decline in 2012, and stayed well below the threshold level (though also
well above the 2002-2008 average), at 20.3 per cent.

. . o The shortfall in saving relative to
Savings rates remained stable overall at 19 per cent of GDP, a decline in the

African LDCs and Haiti being offset by increases in the Asian and island LDCs. investment resulted in a resource
The shortfall relative to the investment rate resulted in a resource gap of 7.2 per gap of 7.2 per cent of GDF,
cent of GDP, signifying a continuing dependence on external resources. While  Signifying a continuing dependence
the resource gap of the African LDCs and Haiti widened by 0.9 per cent, to on external resources.

8.4 per cent of GDP, that of Asian LDCs narrowed by 0.7 per cent, to 5.9 per
cent. In island LDCs, by contrast, high savings rates and lower investment rates
resulted in a continued surplus, amounting to 15.4 per cent of GDP.

Chart 1.3 Private capital inflows to LDCs, 2000-2013
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Sources: UNCTAD secretariat calculations based on data from World Bank, World Development Indicators database for portfolio equity
(accessed July 2015); UNCTAD (2015) for FDI; and World Bank, Migration and Remittances database (accessed July 2015) for
remittances.

Note: Remittances do not include Central African Republic, Chad, Equatorial Guinea, Eritrea, Mauritania, Somalia or South Sudan.
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ODA inflows rose by 2 per cent in
2013 to $44.2 billion, accounting for
93 per cent of total official capital
flows; but real bilateral ODA is
estimated to have fallen by 16 per
cent in 2014.

FDI flows to LDCs increased by 4.1
per cent in 2014 to $23.2 billion,
but have remained broadly constant
over the past five years and are
concentrated in a few countries.

2. OFFICIAL CAPITAL FLOWS

The external resource gap was financed from a combination of official
sources (mostly ODA) and private sources (mostly migrants’ remittances and
foreign direct investment (FDI)).

ODA inflows rose by 2 per cent in 2013 to $44.2 billion, accounting for 93
per cent of total official capital flows. The greatest increases were in Myanmar
($815 million), Ethiopia ($562 million), United Republic of Tanzania ($528 million),
Bangladesh ($476 million) and Mali ($383 million). The greatest decrease was
in Afghanistan ($1.5 billion), with smaller reductions in South Sudan ($130
million) and Mauritania ($121 million). Preliminary data indicate that net bilateral
ODA from members of the Development Assistance Committee (DAC) of the
Organisation for Economic Co-operation and Development (OECD) to LDCs fell
by 16 per cent in real terms (8 per cent excluding debt relief) in 2014, to $25
billion (OECD, 2015).

3. FOREIGN DIRECT INVESTMENT

FDI flows to LDCs increased by 4.1 per cent in 2014 to $23.2 billion (table
1.4). While flows to the African LDCs and Haiti rose by $1 billion, regaining half
the reduction experienced in 2013, those to Asian LDCs fell marginally, and
those to island LDCs fell by a further 31 per cent to less than one fifth of their
2010 level. Following very strong growth between 2005 and 2010, overall FDI
flows to LDCs have remained broadly constant over the past five years.

FDI inflows are concentrated in a few countries, with five countries in the Africa
plus Haiti group accounting for 58 per cent of the total in 2014: Mozambique
($4.9 billion, down 21 per cent), Zambia ($2.5 billion, up 37 per cent), United
Republic of Tanzania ($2.1 billion, up 1 per cent), Democratic Republic of the
Congo ($2.1 billion, down 2 per cent) and Equatorial Guinea ($1.9 billion, up 1
per cent) (UNCTAD, 2015).

Among the African LDCs and Haiti, two countries recorded robust increases
in FDI inflows: Ethiopia (up 26 per cent to $1.2 billion), and Zambia (up 37 per cent
to $2.5 billion). Three Asian LDCs recorded a decline: Bangladesh (down 5 per

Chart 1.4 Official capital inflows to LDCs, 2000-2013
(Millions of current dollars)

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013
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Source: UNCTAD secretariat calculations based on data from the OECD DAC database (accessed July 2015).
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Table 1.4. FDI inflows to LDCs, 2004-2014, selected years
(Millions of current dollars )

2004 2005 2010 2011 2012 2013 2014
LDCs (total) 10 048.3 6 739.6 23774.2 21851.9 23 524.4 22 326.8 23 239.3
African LDCs and Haiti 8 333.5 5331.5 13 669.4 17 918.7 19 669.1 17 727.4 18733.3
Asian LDCs 1677.7 13421 9721.0 3613.7 3624.5 4 497.6 4 435.5
Island LDCs 37.2 65.9 383.8 319.5 230.8 101.8 70.5
Source: UNCTAD (2015).

Table 1.5. Remittance inflows to LDCs, 2004-2014, selected years
(Millions of current dollars)

2004 2005 2010 2011 2012 2013 2014
LDCs (total) 10 951.3 12 184.2 25473.4 28 421.8 32 831.6 33 391.4 35 754.2
African LDCs and Haiti 4957.2 4 680.6 8 260.0 8 880.1 9 250.0 9392.7 9 956.9
Asian LDCs 5979.4 7 430.8 16 924.8 19 236.5 23289.4 23765.5 25544.8
Island LDCs 14.7 18.7 183.5 196.9 182 117.2 131.8
Source: UNCTAD secretariat calculations based on data from World Bank, Migration and Remittances database (accessed July 2015).
Note:  Data missing for Central African Republic, Chad, Equatorial Guinea, Eritrea, Mauritania, Somalia and South Sudan.

cent to $1.5 billion), Cambodia (down 8 per cent to $1.7 billion) and Yemen (with
$1 billion of net divestment). Lao People’s Democratic Republic and Myanmar,
however, saw strong FDI growth of 69 per cent and 62 per cent, respectively.
Among island LDCs, Vanuatu continued to experience net disinvestment.

Remittance flows to LDCs are
estimated to have risen by 7.1 per

s cent to $35.8 billion in 2014 ...
4. MIGRANTS’ REMITTANCES $

Remittance flows to LDCs are estimated to have risen by 7.1 per cent to
$35.8 hillion in 2014 (table 1.5), with increases in all three geographical and
structural groups: 12 per cent inisland LDCs, 7.5 per cent in Asian LDCs and 6
per cent in African LDCs and Haiti. While major increases were experienced by
Bangladesh ($1.1 billion), Nepal ($322 million), Liberia ($144 million), Cambodia
($129 million) and Yemen ($112 million), flows declined sharply in Cambodia (by
73 per cent), Sierra Leone (by 54 per cent) and Liberia (by 38 per cent).

... but declined sharply in Cambodia,
Sierra Leone and Liberia.

E. The economic outlook for LDCs

The slowdown in developing economies is expected to continue in 2015,
while economic performance in developed economies is expected to improve.
The continued slowdown in growth in developing countries reflects, inter alia,
declining commodity prices, tighter external financial conditions, structural
bottlenecks and continued rebalancing in China (International Monetary Fund,
2015). China’s continued rebalancing (from a production- and export-oriented
economy with a strong appetite for investment towards a stronger focus on
household consumption) is expected to have a significant impact on demand for  Prices is expected to continue for all
raw materials, further depressing prices. The recent downward trend in prices ~ commodities, particularly energy.
is expected to continue for all commodities, particularly energy, with a projected
45-per-cent fall in oil prices (World Bank, 2015).

The recent downward trend in

Against this background, growth in LDCs as a group is projected at 5.2 per
cent in 2015, continuing the gradual slowdown experienced since 2012, but
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Extractive industries in LDCs are
expected to continue to attract
foreign investment.

remaining above the projected rate for developing countries as a whole (4.4
per cent). Despite lower commodity prices, however, extractive industries in
LDCs are expected to continue to attract foreign investment, with continued
investment also in manufacturing and services. The expected 15-year extension
of the African Growth and Opportunity Act (AGOA) may contribute to a
diversification of the FDI flows in Africa, though not in the short term. Among
Asian LDCs, announced greenfield investments in various sectors led by a
Myanmar-Japanese joint venture are expected to contribute to a further increase
in FDI flows to Myanmar (UNCTAD, 2015).

Notes

1 Available at: unctad.org/LDCs/statistics.
2  The classification according to geographical/structural criteria is presented on p. Xii.
3  The classification of LDCs according to export specialization is presented on p. Xiii.

References

International Monetary Fund (2015). World Economic Outlook Update (July). Washington, D.C.
OECD (2015). Development aid stable in 2014 but flows to poorest countries still falling.
Paris, 8 April (accessed 28 July 2015). Available from http://www.oecd.org/dac/stats/
development-aid-stable-in-2014-but-flows-to-poorest-countries-still-falling.htm.
UNCTAD (2015). World Investment Report 2015: Reforming International Investment
Governance. United Nations publication. Sales No. E.15.1.D.5. New York and Geneva.
World Bank (2015). Commodity Markets Outlook (April). Washington, D.C.



CHAPTER
THE 2030 AGENDA FOR
SusTAINABLE DEVELOPMENT

AND THE RuRrAL
DEevVELOPMENT IMPERATIVE




12

The Least Developed Countries Report 2015

A. The significance and implications of
the 2030 Agenda for Sustainable
Development for LDCs

The year 2015 marks the transition from the Millennium Development Goals
(MDGs) to the much broader 2030 Agenda for Sustainable Development! and

the much more ambitious Sustainable Development Goals (SDGs) (box 1.1).

The 2030 Agenda for Sustainable This represents a paradigm shift in the development agenda. The SDGs, for the

Development represents a paradigm
shift in the development agenda.

first time, establish a collectively agreed set of universal goals for an inclusive
and sustainable global development process. They also represent a step change
in ambition, seeking not merely to reduce poverty in all its dimensions, but to
eradicate it within just 15 years. Achieving this will require a new and different

approach to development, and nowhere more so than in the least developed
countries (LDCs).

Clearly, the SDGs are not the only reason for concern about poverty and
human development. Poverty eradication, better health, education and access
to basic services are of intrinsic importance. Indeed, they are the motivation for

The SDGs represent an acceptance

economic development. However, the SDGs reflect two fundamental changes:

e They represent an acceptance of collective responsibility for fulfilment of

by the global community of social and economic rights among the world population by the global
collective responsibility for fulfiiment community as a whole.

of social and economic rights.

e They specify exact parameters for what constitutes fulfilment of economic
and social rights, and a date (2030) by which this should be done.

The absolute nature of the SDGs also has critical implications for global and
national approaches to development. First, it requires an enormous acceleration
in the rate of progress. For example, poverty eradication means increasing the

Box 1.1. The Sustainable Development Goals

Goal 1
Goal 2
Goal 3
Goal 4
Goal 5
Goal 6
Goal 7
Goal 8

Goal 9

Goal 10
Goal 11
Goal 12
Goal 13
Goal 14
Goal 15

Goal 16

Goal 17

End poverty in all its forms everywhere

End hunger, achieve food security and improved nutrition and promote sustainable agriculture
Ensure healthy lives and promote well-being for all at all ages

Ensure inclusive and equitable quality education and promote lifelong learning opportunities for all
Achieve gender equality and empower all women and girls

Ensure availability and sustainable management of water and sanitation for all

Ensure access to affordable, reliable, sustainable and modern energy for all

Promote sustained, inclusive and sustainable economic growth, full and productive employment and decent work
for all

Build resilient infrastructure, promote inclusive and sustainable industrialization and foster innovation
Reduce inequality within and among countries

Make cities and human settlements inclusive, safe, resilient and sustainable

Ensure sustainable consumption and production patterns

Take urgent action to combat climate change and its impacts

Conserve and sustainably use the oceans, seas and marine resources for sustainable development

Protect, restore and promote sustainable use of terrestrial ecosystems, sustainably manage forests, combat
desertification, and halt and reverse land degradation and halt biodiversity loss

Promote peaceful and inclusive societies for sustainable development, provide access to justice for all and build
effective, accountable and inclusive institutions at all levels

Strengthen the means of implementation and revitalize the global partnership for sustainable development




CHAPTER 1. The 2030 Agenda for Sustainable Development and the Rural Development Imperative

13

minimum level of income in the world — the “global consumption floor” — to a
level no lower than the specified poverty line ($1.25 per person per day at 2005
purchasing power parity (PPP)).? Recent estimates suggest that this would
require the global consumption floor to be approximately doubled by 2030, after
stagnating for 20-30 years (chart 1.1.) As discussed later, field data from rural
areas of LDCs indicate that minimum incomes are often far below this estimated
floor.

Second, the absolute nature of the SDGs implies a fundamental shift in
focus, towards areas of greatest need. Under the MDGs, global poverty has
been halved, mainly by accelerating poverty reduction in the more successful
developing countries, where the potential is greatest, but with much more limited
progress elsewhere. It can only be eradicated if it is eradicated everywhere; and
this requires a much stronger focus on those countries where poverty reduction
is most difficult — that is, in the LDCs.

As shown in chart 1.2, all but seven LDCs have a poverty headcount ratio
above 30 per cent, while only five other developing countries (ODCs), all in sub-
Saharan Africa, have ratios above 25 per cent. In six LDCs the figure is 70-90
per cent, and in eight others, 50-70 per cent. As of 2011, only eight LDCs were
on track to halve poverty between 1990 and 2015 (those below the solid line
in chart 1.2), while poverty had increased since 1990 in seven (those above
the dotted line). Outside sub-Saharan Africa, only four ODCs, all with poverty
between 4 and 7 per cent, were off track, while half of ODCs in sub-Saharan
Africa are on track.

The SDGs require an enormous
acceleration in the rate of social
progress and a shift of focus
towards areas of greatest need.

Poverty is systematically higher, and
has fallen more slowly, in LDCs than
in ODCs...

Chart 1.1. Estimated global consumption floor, 1981-2011, and 2030 target
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Source: Ravallion (2014), table 1, p. 32. The solid lines indicate estimates of the global consumption floor (the per capita consumption
level of the poorest households globally) until 2011; the dotted line indicates the increase required from 2015 (assuming no further

reduction since 2011) if poverty is to be eradicated by 2030.
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Chart 1.2. Poverty headcount ratio, 1990 and 2011
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Source: PovcalNet: the online tool for poverty measurement developed by the Development Research Group of the World Bank (http://
iresearch.worldbank.org/PovcalNet/index.htm, accessed July 2015).

Not only is poverty systematically higher in LDCs, and falling more slowly,
but the means available to them are also much more limited. As shown in chart
1.3, both the poverty gap® and infrastructure shortfalls in aimost all LDCs are
much higher than in nearly all ODCs relative to gross domestic product (GDP). In
only seven of 54 ODCs for which data are available (all but one in sub-Saharan
Africa) is the poverty gap greater than 1 per cent of GDP or is there more than
one person per $1,000 GDP without access to water, electricity or sanitation;
in two thirds, both indicators are less than one fifth of this level. Among LDCs,
only Bhutan and Djibouti fall within this range. At the other end of the scale, four
..and shortfalls from SDG standards | DCs have both a poverty gap greater than 20 per cent of GDP and more than

are much greater relative to GDP.  four people per $1,000 GDP without access to water, electricity or sanitation.
In many LDCs, limited administrative capacity, transport logistics, geographical
challenges and/or conflict represent additional serious obstacles.

Thus the LDCs are, quite simply, the battleground on which the 2030 Agenda
will be won or lost: Their performance will very largely determine whether the
SDGs are met or missed. It is here that poverty is highest and falling most slowly,
and where the obstacles to its eradication are greatest. Within LDCs, by the
same logic, the key battleground will be the rural economy.

Rural development is of particular B. The importance of rural development
importance in LDCs, partly because and agriculture in LDCs
their populations are predominantly
rural...

Rural development is of particular importance in LDCs, in part because
of their predominantly rural populations. Two thirds of the total population of
LDCs live in rural areas, and in only six (Djibouti, Gambia, Haiti, Mauritania, Sao
Tome and Principe, and Tuvalu) is the proportion below 50 per cent. Even with
continued rapid urbanization, and projected rural population growth slowing
from 1.6 per cent per annum in 2010-2015 to 0.5 per cent per annum in 2045-
2050 (UN/DESA, 2014), this pattern is unlikely to change substantially by 2030.
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Chart 1.3. Poverty gap and infrastructure gap relative to GDP, LDCs and ODCs
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index.htm) and World Development Indicators Database http://databank.worldbank.org/data/views/variableselection/selectvariables.
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As shown in chart 1.4, the rural population of LDCs is projected both to
remain generally larger than in ODCs as a share of total population and to grow
more quickly.* The average rural share in LDCs’ population in 2030 is projected
to be two thirds higher than in ODCs (56.5 per cent compared with 34 per

...and partly because of the
cent), and the average growth rate up to 2030 to be 1.3 per cent per annum in importance of agriculture to the
LDCs, but -0.1 per cent in ODCs. This pattern is fairly consistent across LDCs: economy and employment

in most cases, 50-60 per cent of the population will reside in rural areas in 2030.
While the proportion in nine LDCs is projected to be significantly below this
level, a similar number are in a range of 70-85 per cent. The rural population is
projected to grow at around 1-2 per cent per annum in most LDCs, stagnating
or declining only in seven cases (four of them in Asia).
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Chart 1.4. Projected developing-country rural population (2030)
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Source: UNCTAD secretariat calculations, based on UN/DESA, World Urbanization Prospects: the 2014 revision (http://esa.un.org/unpd/wup/
CD-ROMy/), Files 4 and 5 (accessed January 2015).

A second reason for the importance of rural economies in LDCs is the major
role of agriculture in employment, production and (in most cases) exports.
Despite a slight reduction in most LDCs in the past 25 years, agriculture still
accounts for 40-80 per cent of employment in most LDCs (chart 1.5), with an
average of 60 per cent in LDCs as a whole, and 68 per cent in the Africa plus

Chart 1.5. Share of agriculture in total employment in LDCs, 1991-1993 and 2010-2012
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Source: ILO, Trends Economic Models, October 2014 (http://www.ilo.org/global/research/global-reports/weso/2015/lang-en/index.htm,
accessed July 2015).
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Haiti group. The greatest reductions have occurred in Cambodia, Equatorial
Guinea, Myanmar, Timor-Leste and Yemen, while only five LDCs (Central African
Republic, Comoros, Madagascar, Niger and Senegal) have experienced an
increase.

Agriculture also accounts for 25 per cent of value added across LDCs as
a whole, with a substantially lower share in islands (12.9 per cent) than in Asia
(24.1 per cent) or the Africa plus Haiti group (25.9 per cent) (chart 1.6). This
represents a major reduction and a divergence since the early 1990s, when
all three groups were in a range of 33-36 per cent. In most LDCs, agriculture
accounts for around 20-50 per cent of output, and the reduction has been
general, with increases in only 11 cases, all in sub-Saharan Africa. In Gambia
and Guinea, the share of agriculture increased by more than half, but larger
absolute increases occurred in Comoros (from 39.1 per cent to 50.7 per cent)
and Liberia (from 52.2 per cent to 70.7 per cent). The largest decline (from 51.3
per cent to just 1.9 per cent) was in Equatorial Guinea, reflecting the growth of
energy production.

Agriculture accounts for 25 per cent
of value added across LDCs as a
whole...

The share of agriculture in total merchandise exports has also generally
fallen since the mid-1990s, although with substantial increases in some
services exporters, such as Gambia, Liberia and Tuvalu (chart 1.7). In food and
agricultural exporters (see the classification of LDCs by export specialization, ...but its share in exports has
p.xiii), the figure remains above 80 per cent, agricultural exports being mostly declined since the mid-1990s...
(89-99 per cent) food in Guinea-Bissau, Malawi and Somalia, but mostly (78
per cent) non-food in the Solomon Islands. The share of agriculture in imports
has changed less systematically, although there is a strong tendency for the
proportion to decline in mixed exporters (chart 1.8). Generally increasing shares
of food imports have been partly offset by declining shares of non-food imports,
with the notable exceptions of Bangladesh and Sierra Leone, which experienced
substantial increases.

Chart 1.6. Share of agriculture in gross value added in LDCs, 1991-1993 and 2010-2012
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Source: UNCTAD, UNCTADstat database (http://unctadstat.unctad.org/EN/) (accessed June 2015).
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Chart 1.7. Agriculture share in total exports of LDCs, 1995-1997 and 2011-2013
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For the classification of LDCs according to export specialization, see page Xxiii.

Note:

Chart 1.8. Agriculture share in total imports of LDCs, 1995-1997 and 2011-2013
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The net result has been a major increase in the trade deficit of LDCs in
agricultural goods, from $2.0 billion in 1995-1997 to $21.8 billion in 2011-2013
(chart 1.9). This essentially represents increases in the deficits of fuel exporters
(from $0.7 billion to $11.9 billion) and manufactured exporters (from $1.1 billion
to $10.6 billion). In the former case, the increase has occurred mainly in food
trade; in the latter case, non-food trade plays a more significant role, reflecting  ...contributing to a major increase
the importance of textiles industries. Food and agricultural exporters (except i their trade deficit in agricultural
Somalia) have experienced increased surpluses, while the majority of mixed
exporters and some services exporters have also improved their agricultural
trade balances. Among geographical and structural groups (see classification
of LDCs on p. xii), the pattern is more consistent, with all groups experiencing
major deteriorations in their food trade balances (table 1.1).

goods.

Chart 1.9. Agricultural trade balances of LDCs, 1995-1997 and 2011-2013
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Source: UNCTAD, UNCTADstat database (http://unctadstat.unctad.org/EN/) (accessed 8 June 2015).
Note:  For the classification of LDCs according to export specialization, see page xiii.

Table 1.1. LDC agricultural trade indicators

Agrlcul;cure asf Ag{lcultufr_e S i Agricultural trade Food trade balance
percentage o percentage of imports, balance, 2011-2013 (Millions of dollars)
exports, 2011- 2011-2013 (Millions of dollars)
2013 (of which, food) 1995-1997 2011-2013
LDCs (total) 12.4 19.6 (17.7) -18 872 -1 980 -21 800
African LDCs and Haiti 11.9 18.3 (17.3) -7 521 -393 -10 285
Asian LDCs 13.0 21.6 (18.4) -11 259 -1623 -11 195
Island LDCs 72.2 26.4 (24.2) -92 36 -320
Source: UNCTAD, UNCTADstat database (http://unctadstat.unctad.org/EN/) (accessed June 2015).
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Sustainable development and
poverty eradication require both
rural and urban development...

...and rural-urban interactions are
critical to the development process,
particularly in its earliest stages.

Manufacturing alone will be
insufficient to eradicate poverty.

Rural development is critical to
poverty eradication and improved
living standards in urban as well as

rural areas.

C. Rural economies, urban economies
and proximity

Focusing on rural development clearly does not imply that urban development
should or can be neglected: The idea of rural development as an alternative
to urban development represents a false choice. Sustainable development
and poverty eradication clearly require both; and even for rural economies, the
relationship with urban areas is a key consideration.

Proximity to towns provides both a market for labour and outputs and access
to productive inputs and services; and rural-urban migration provides both
an exit mechanism for surplus labour and a source of income for some rural
households through remittances. Rural-urban migration is also an important
consideration for urban economies. Successful development has typically been
driven by increasing agricultural productivity, simultaneously providing an urban
workforce for industrial development via rural-urban migration and surplus
agricultural production with which to feed them. This interaction is critical to the
development process, particularly in its earliest stages.

However, such developmental benefits of rural-urban migration are far
from universal or automatic. It is the possibility of formal-sector employment
rather than the actual securing of a formal-sector job that attracts migrants to
urban areas; and most are either unemployed or engaged in low-income, low-
productivity informal activities while seeking formal employment (Harris and
Todaro, 1970; Fields, 1972). This can give rise to the “Todaro paradox” of urban
job creation increasing urban poverty (Todaro, 1976).

Adverse effects on urban poverty are more likely where, as in many African
LDGCs, rural-urban migration is driven more by “push” factors — particularly the
lack of economic opportunities in rural areas — than by the “pull” of urban job
creation. Where rural-urban migration exceeds urban job creation, this adds
to the chronic oversupply of labour in the urban informal sector, increasing
urban poverty and exacerbating strains on social infrastructure (housing, water,
sanitation, schools, health facilities, etc.).

While the manufacturing sector can provide valuable opportunities for
employment creation, there are growing indications that this alone will be
insufficient to eradicate poverty. Historically, manufacturing employment peaked
at around 30 per cent, and countries achieving high-income status have
consistently achieved a peak of at least 18-20 per cent; but it now peaks at
just 13-15 per cent (Rodrik, 2014; Felipe, Mehta and Rhee, 2014). Even if all
LDCs could simultaneously expand their manufacturing sectors to this peak
level in the next 15 years, it would fall far short of the employment needed for
poverty eradication. Equally, while extractive industries have played a central
role in economic growth in many LDCs, their direct contribution to employment
creation is limited, giving rise to a process of jobless growth (Ancharaz, 2011;
UNCTAD, 2013) unless the rents are harnessed for inclusive development.

Hence, rural development in the broader sense will be critical to poverty
eradication and improved living standards, not only in rural areas, but also in
towns and cities, by limiting “push” pressures for rural-urban migration. Research
has confirmed that rural growth reduces poverty more than urban growth
(Wodon, 1999), as does movement of labour from agriculture to rural non-farm
employment and to smaller towns rather than to large cities (Christiaensen and
Todo, 2014).
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The ideal is therefore a balanced process of urban and rural development,
allowing an upward convergence of the lowest incomes in rural and urban areas.

By creating the conditions for a rural-urban migration process driven primarily by
choice rather than necessity, this would benefit people in both rural and urban The ideal is a balanced process

areas, and not least those who move between them. of urban and rural development,

It is also important, particularly in LDCs, to move beyond the convention of a allowing an upward convergence

simple urban-rural dichotomy. Aside from the often blurred distinction between of incomes.
rural and urban areas (see box 1.2), there are very considerable differences

between rural areas themselves. Since linkages with urban markets play a key
role in rural development opportunities, a critical dimension is distance from,
and transport connections with, towns and cities. Four broad categories of rural

economies can be distinguished:

e Peri-urban areas, within daily commuting distance of a town or city; A critical dimension of differences

* Intermediate rural areas, beyond commuting distance but with regular among rural areas is distance from
trade links to urban areas; towns and cities.

e Remote areas, with only occasional links; and

e |solated areas, where connections with urban areas are minimal.
[ ” [13 ”

The distinction between rural and urban areas is less obvious than it might appear. The only (nearly) standardized definition
is that of OECD, which defines a rural area as one with population density of less than 150 per km?. Even here, however, a
much higher threshold (500 per km?) is used for Japan, and individual member countries use different definitions (including
other criteria, such as size of population, commuting intensity and the share of agriculture in production). The European Union’s
(EU) EUROSTAT has proposed, but not adopted, a higher population density threshold of 200 per km?.

OECD'’s different threshold for Japan highlights the problem of a standardized definition. In a developed country, an area
with a population density of 300 per km?2 might well be a prosperous suburb of a major city, with large houses set in their
own grounds. In an LDGC, it is more likely to be composed of farmsteads of two hectares, each housing a family of six, 20
km from the nearest town. It would clearly be as inappropriate to classify the former as rural as it would to classify the latter
as urban. In some LDCs, the average reported rural population density (approximated as rural population divided by total
land area) is far above the 200-per-km? threshold (800 in Bangladesh, 360 in Burundi, 353 in Rwanda and 290 in Comoros).

The Global Rural-Urban Mapping Project (GRUMP) of the United States National Aeronautics and Space Administration
(NASA), hosted by Columbia University, takes a different approach, seeking to create internationally comparable measures
of rurality by merging satellite images showing population agglomerations with census data. However, its reliability in some
LDCs may be limited by its reliance in part on observations of light at night.

In view of these factors, the United Nations Department of Economic and Social Affairs (UN/DESA), responsible for the
United Nations work on population and demographics, uses national criteria to demarcate urban and rural areas. In general,
these define rural areas as everywhere except urban areas, the latter being defined on the basis of size; as designated
administrative centres; or as civil divisions meeting specified criteria (e.g. type of local government, number of inhabitants
and/or proportion of population engaged in agriculture).

This inevitably gives rise to significant variations in definitions between countries. Among LDCs, the most inclusive
definitions of urban areas are those used by Equatorial Guinea (district centres and localities with 300 dwellings and/or
1,500 inhabitants), Ethiopia and Liberia (localities with at least 2,000 inhabitants). Cambodia also has a threshold size of
2,000, but with additional criteria of population density and agricultural employment. Sudan and Zambia have a threshold of
5,000 inhabitants, and Senegal of 10,000. Most other LDCs for which information is available rely on legal or administrative
definitions, the most restrictive being Burundi, which includes only the commune of Bujumbura, the capital (UN/DESA, 2013,
table 6, technical notes).

These variations in definitions should be borne in mind when interpreting rural and urban data provided in this Report (and
elsewhere). Beyond issues of consistency between countries, they suggest that some smaller and newer urban settlements
are likely to be incorrectly defined (from an economic standpoint) as rural. This means on the one hand that rural population
figures will be somewhat overstated, and on the other hand that rural-urban differences will be somewhat understated.

Source: UNECE et al. (2007); UN/DESA (2013); Global Rural-Urban Mapping Project (GRUMP), Version 1, http://sedac.ciesin.
columbia.edu/data/collection/grump-v1.
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It should be emphasized that this is a conceptual distinction rather than a
clearly defined classification, each term corresponding to a broadly defined
range along a spectrum, with at best weakly defined boundaries. As highlighted
in map 1.1, traveling times to the nearest substantial town can be very
considerable even in relatively small LDCs with moderate population density
such as Senegal, and still more so in larger and more sparsely inhabited LDCs
such as Madagascar and Mali.

The extent of urban economic The extent of urban economic influence also depends on the size, nature

influence depends on the size, and connectedness of the urban area concerned. A broad distinction can be
nature and connectedness of the  made between large, highly urbanized cities and smaller towns located within
urban area. rural regions (Haggblade, Hazell and Reardon, 2007a, figure 1.3). The former

generally have large economies with relatively strong outward connections,
acting as national or subnational hubs. Rural towns are generally much smaller
and less connected, limiting their role as a source of demand, but act as
local hubs connecting the surrounding rural areas and as stepping stones to
larger urban markets, so that their economies are much more defined by their
relationship with the surrounding rural area.

This categorization of rural areas by proximity to towns and cities may be
seen as broadly reflecting the stages of growth of the rural non-farm economy
(RNFE) described by Haggblade, Hazell and Reardon, (2007b, pp. 390-392)
(table 1.2). The first stage is characterized by high rural-urban transport costs,
Remote and isolated areas are resulting in rural-led growth but low agricultural and rural non-farm (RNF)
productivity. Isolated and remote areas are generally at the beginning of this
stage (1a). Intermediate areas, with regular urban trade, may hope to enter
stage 1b, with rising productivity; and peri-urban economies to reach stage 2,
with higher productivity and primarily urban- or export-led growth.

generally in the first stage of
economic transformation, peri-urban
areas at a more advanced stage.

Since the primary determinants of the urban proximity categories are travel
time and cost, given available transport options, the categorization of rural
locations may be expected to change over time,® as rural transport is improved
and new local hubs emerge. This process, and the corresponding opening of
local rural economies and progression through the stages of RNFE growth,
represents a key dimension of the post-2015 context for rural development.

Clearly, other aspects of local specificity are also very important, including
land access, distribution and tenure systems (including landlessness and plot

Table 1.2. Urban proximity and stages of RNFE growth

Proximity catedo Relationship Stage of RNFE Rural-urban Productivity
y gory with town/city growth transport time/cost
Agriculture RNFE activity
. Within commuting Stage 2: urban/ . .
Peri-urban distance export-led Low High High
A
Intermediate Regular trade .
SFage 1b: rural-'le.d, Moderate Moderate Moderate
higher productivity
Remote Occasional trade A
[J
L]
°
Isolated Minimal contact Stage 1a: rurgl-.led, High Low Low
low productivity
Source: columns 1-2, see text; columns 3-6, Haggblade, Hazell and Reardon (2007b), table 16.4.
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Map 1.1. Travel time to nearest city: Mali, Madagascar and Senegal
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sizes); agroecological conditions (climate, soil type and quality, hydrology, etc.);
location (e.g. proximity to coasts, lakes and rivers); terrain (e.g. mountainous
areas, river deltas); vegetation (desert, semi-desert, scrub, savannah, brush,
forest, mangrove, etc.); and population density. Many of these factors are
interrelated, and all unquestionably have major implications for both agricultural
and non-farm potential. However, while it is important to tailor policies and
development approaches to the nature of a particular rural area in all these
dimensions, it far exceeds the scope of this Report to address all of these
contexts systematically.

Women represent about 50 per
cent of the agricultural labour force

overall, but with wide variations D. The gen der dimension
among countries.

Women represent about 50 per cent of the agricultural labour force of the
LDGCs. This share is fairly consistent across the different LDC geographical
groups, but slightly higher overall in African LDCs and Haiti than in island and
Asian LDCs (table 1.3).

The regional averages mask wide variations among countries (Chapter
4, Annex table 4.1), ranging from 36 per cent in Mali to above 60 per cent in
Lesotho, Mozambique and Sierra Leone among the African LDCs, and from 27
per cent in Kiribati to more than 50 per cent in Comoros and Sao Tome and
Principe among the island LDCs. In the Asian LDCs, the share ranges from 34
per cent in Bhutan to more than 50 per cent in Bangladesh, Cambodia and Lao
People’s Democratic Republic.

There has been a slight increase in the proportion of women in agriculture
across all LDC geographical groups, indicating a process of “feminization” of
agriculture (Lastarria-Cornhiel, 2006; Deere, 2005). This reflects a number of
factors, including migration, conflict, male labour mobility out of agriculture, and
increased female participation in the labour force (including as farmers on their
own account and as unpaid family workers).

Patterns of rural-urban and
international migration are gender-
specific, but gender patterns differ

between countries.

Patterns of migration are gender-specific, at both the domestic (rural-urban
migration) and international levels, but gender patterns vary markedly between
countries.® Domestic rural-urban migration generally exhibits a bias towards
women in countries with rapidly expanding “female-intensive” manufacturing,
such as clothing or light assembly manufacturing (e.g. Bangladesh and
Cambodia), but towards men where new employment is generated mainly in
extractive sectors (e.g. Angola).

In the LDCs as a group, about 78 per cent of men and 61 per cent of women
(aged 15+) are employed (table 1.4). The aggregate figure masks wide variations
across regions.

Table 1.3. Female share of the agricultural labour force

Labour force
Total Share in agriculture .Female share of
agricultural labour force
(Thousands) (Percentage of total)
(Percentage)
1980 1995 2010 2014

LDCs (total) 161032 | 242811 | 368329 | 410983 | 79 73 66 64 46 47 49 50
African LDCs and Haiti 92854 | 142046 | 227 337 | 258984 | 82 78 71 69 47 48 49 50
Asian LDCs 67619 | 99936 | 139816 | 150690 | 75 66 57 54 43 44 48 49
Island LDCs 559 829 1176 1309 76 72 66 64 46 45 47 48

Source: FAO, FAOSTAT, Population Statistics (http://faostat3.fao.org/home/E) (accessed May 2015).
Note:  The female share of the agricultural labour force is calculated as the total number of women economically active in agriculture
divided by the total population economically active in agriculture.
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Table 1.4. Employment to population ratio, aged 15+, in LDCs, 2000 and 2014

(Per cent)
Female
2000 2014p 2000 2014p
LDCs 78.7 78.3 59.6 61.5
African LDCs and Haiti 771 77.6 62.8 65.1
Asian LDCs 80.6 79.4 55.5 56.1
Island LDCs 73.7 74.8 37.4 40.6

Source: UNCTAD secretariat calculations, based on data from ILO, Global Employment Trends 2014, supporting data set: Employment-to-
population ratio by sex and age group (http://www.ilo.org/legacy/english/get/2014/GET_EPR.xIsx) (accessed May 2015).

Notes: Data are unavailable for Djibouti, Kiribati, Sao Tome and Principe, Sudan (Former), South Sudan, Timor-Leste, Tuvalu and Vanuatu.
Consequently, data for island LDCs are based on only two countries, Comoros and Solomon Islands.
p: projected.

Agriculture remains the most important source of employment for women
in all the LDC geographical and structural groups. Nearly three quarters of
employed women in LDCs work in agriculture overall (table 1.5 and Annex table
4.2), about 71 per cent in the Africa and Haiti group, and 77 per cent in Asian
LDCs, but only 59 per cent in the two island LDCs for which data are available
(Comoros and Solomon Islands).

Agriculture is the most important
source of employment for women in
all LDC geographical groups.

E. The SDGs and
the rural development imperative

Achieving the SDGs will be particularly demanding in rural areas of LDCs,
where shortfalls in human development are much greater than in urban areas.
Typically, the proportion of people below the national poverty line in rural areas is
around double that in urban areas, and the average income shortfall relative to
the poverty line is around 20 per cent greater (chart 1.10 (a) and (b)). Contrary to
the global trend towards urbanization of poverty (Ravallion, Chen and Sangraula,
2007), rural-urban poverty differences have also widened in two thirds of the Poverty is both twice as widespread
LDCs for which data are available. Eradicating poverty will thus require much  in rural areas of LDCs as in urban
greater increases in incomes in rural than in urban areas. areas, and deeper.

The scale of the increase in incomes required for the poorest households
is enormous. Losch, Fréguin-Gresh and White (2012, table 3.5, p. 104), for
example, report the fifth percentile income (that is, the income of households
5 per cent from the bottom of the distribution) in 16 selected rural areas of
three African LDCs (Madagascar, Mali and Senegal). These range from $50 per
person per year to $182 per person per year at PPP, equivalent to $0.09-$0.50
per day. In all four regions in Mali, and four of six in Senegal, they are below
$0.22 per day. Reducing extreme poverty even to 5 per cent in these areas by

Table 1.5. Share of employment by sector and sex, in LDCs, 2000 and 2014
(Per cent)

Agriculture Industry Services

Male Female Female Female

2000 | 2014p | 2000 | 2014p | 2000 | 2014p | 2000 | 2014p | 2000 | 2014p | 2000 | 2014p

LDCs 66.5 57.5 76.6 73.0 9.1 12.5 5.8 6.2 24.4 30.0 17.7 20.8
African LDCs and Haiti 74.2 68.4 76.5 70.8 6.3 8.7 3.9 5.1 19.5 22.9 19.6 241
Asian LDCs 57.1 41.8 76.8 76.9 12.5 18.0 8.6 8.1 30.3 40.2 14.7 151
Island LDCs 57.7 56.3 61.1 58.6 13 13.8 6.6 7.8 29.3 29.9 32.3 33.6

Source: ILO, Global Employment Trends 2014, supporting data sets: Share of employment by sector and sex (http://www.ilo.org/legacy/
english/get/2014/GET_sector_share.xlsx) (accessed 4 May 2015). LDC aggregations by UNCTAD.

Note:  Data are unavailable for Djibouti, Kiribati, Sao Tome and Principe, Sudan (Former), South Sudan, Timor-Leste, Tuvalu and Vanuatu.
Consequently, data for island LDCs are based on only two countries, Comoros and Solomon Islands.
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Chart 1.10. LDCs: Urban and rural shortfalls from selected SDG targets

(Per cent of population)
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Chart 1.10 (contd.)
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Chart 1.11. Projected increase in rural working-age population (age 15-59) in LDCs, 2013-2030
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Sources: UNCTAD secretariat calculations, based on UN/DESA, World Urbanization Prospects: the 2014 revision (http://esa.un.org/unpd/wup/CD-ROM)), Files
4 and 5; UN/DESA, Demographic Yearbook 2013 (accessed January 2015).
Notes:  “Rural population increase” represents the projected overall increase in rural population. “Demographic change” represents the additional (positive

or negative) change in the population

within the 15-59 age group due to changes in age composition (assuming that the proportion of the rural

population aged 15-59 years is equal to the national average).

The challenge of rural poverty
eradication will be further increased
by growth of the rural workforce.

Meeting the SDGs will require a
quantum leap in infrastructure
investment in rural areas of LDCs.

2030 would require raising these incomes to the $1.25-per-day poverty line —
that is, by a factor of 6 to 14.

This challenge will be further increased by rapid growth of the rural workforce
in most LDCs over the next 15 years, as a result of rural population growth
combined with (past and continued) declines in birth and child mortality rates.
The rural working-age population is expected to increase by 20-50 per cent
in most LDCs, by 50-70 per cent in six, and by 90 per cent in one (Niger),
while only five (Bangladesh, Bhutan, Haiti, Myanmar and Tuvalu) are expected
to experience a reduction (chart 1.11). Eradicating poverty will require matching
increases in economic opportunities with incomes above the poverty line.

As shown in chart 1.10 (c)-(h), the shortfalls from the standards set by other
SDGs, in water, sanitation, electricity, health and education, are also much
greater in rural than in urban areas. Typically, rural inhabitants are 50 per cent
more likely than their urban counterparts not to have access to sanitation or to
attend secondary school, twice as likely not to have access to electricity or to
attend primary school, and more than four times as likely not to have access
to clean water. On average (based on the median figures shown in chart 1.10),
meeting the SDGs in LDCs would mean 45 per cent more rural children attending
primary school and four times as many attending secondary school; and 70 per
cent more rural inhabitants having access to an improved water source, 250 per
cent more to sanitation, and 10 times as many to electricity. This would require
a quantum leap in infrastructure investment in rural areas of LDCs: Access to
water needs to increase twice as fast as in 2011-2012, access to electricity four
times as fast, and access to sanitation six times as fast (chart 1.12).
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Chart 1.12. Annual net increase in access to electricity, water and sanitation, LDCs, 1990-2012 (historical)

and 2015-2030 (SDG-compatible)
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Sources: World Bank, World Development Indicators Database (http://databank.worldbank.org/data/views/variableselection/selectvariables.aspx?source=world-

development-indicators) (accessed July 2015), and UNCTAD secretariat estimates.

Note: The 2015-2030 figures represent the number of people in rural areas of LDCs who would need to gain access to water, sanitation and electricity
during this period for universal access to be achieved by 2030, based on UN/DESA projections of rural population.

Again, agriculture plays a particularly important role. Agricultural growth,
rather than overall economic growth, has been found to be the primary driver of
poverty reduction at the national level, particularly in agrarian-based economies
(Mellor, 1999): Its poverty-reducing effect is 1.6 times that of industrial growth,
and 3 times that of growth in the services sector (Christiaensen and Demery,
2007). Critically, in the context of poverty eradication, its relative impact is still
stronger at lower poverty lines: 3-4 times that of non-agricultural growth at a
poverty line of $1 per person per day (Christiaensen, Demery and Khul, 2010).

Agriculture is also crucial as a source both of staple foods and of the dietary
diversity essential to adequate micronutrient intakes — which are in turn
essential to food security and nutrition — and of medicinal plants. Appropriate
agricultural upgrading can also reduce numerous major health risks from food-
borne pathogens and toxins, animal- and vector-borne diseases, water pollution
and exposure to agrochemicals; and increased productivity can release (mainly
women’s) time for childcare and health-related activities such as food preparation
(Asenso-Okyere et al., 2011). Agriculture thus plays an especially vital role in
the virtuous circle of economic and human development described in UNCTAD
(2014), Chapter 3.

Agriculture is important as a source
of poverty reduction, and essential
to food security and nutrition.
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At the centre of development
strategies for economically
sustainable poverty eradication is
structural transformation.

The sheer scale of poverty in most
LDCs means that income transfers
cannot be the main driver of poverty
eradication.

Economically sustainable poverty
eradication requires poverty-
oriented structural transformation, to
generate incomes above the poverty
line, matched by productivity...

F. Sustainable poverty eradication and
poverty-oriented structural transformation

The massive acceleration in rural development needed to achieve the
SDGs signals a need for a major shift in the goals of development strategies.
Under the current economic growth model, poverty reduction has been limited
in most LDCs, as shown in chart 1.2; as noted above, poverty has in most
cases declined even more slowly in rural than in urban areas; and infrastructure
investment has been a fraction of that needed to achieve the SDGs.

At the centre of development strategies for economically sustainable poverty
eradication is structural transformation, combining increased productivity within
sectors with a shift of productive resources between sectors and activities,
from those with lower productivity to those with higher productivity. Its absence
has been a key factor in the inability of most LDCs to meet most MDG targets
(UNCTAD, 2014, Chapter 4).

While it is unlikely that poverty can be eradicated entirely without the use of
income transfers to the last few poor households in order to raise them above
the poverty line (in the manner of benefits systems in developed countries), the
sheer scale of poverty in most LDCs means that such transfers cannot be the
main driver of poverty reduction. Besides the issues of economic and financial
sustainability, the logistical problems and costs would be formidable: Financial
transfers on an adequate scale to eradicate poverty would require countries
with very limited public resources and administrative infrastructure to make
payments, regularly and consistently, to hundreds of millions of people, many
of them in the most remote, inaccessible and in some cases conflict-affected
areas. The logistical challenges of such transfers should be progressively eased
in the coming years through mobile phone payment (“M-money”) systems,
as access to mobile phones becomes wider, but those in greatest need are
likely to be reached the last. Even then, it would be essential to reduce poverty
sufficiently to limit the scale of the transfers required to a feasible level.

Hence, the main driver of poverty eradication will need to be increases in
primary incomes, from employment or other economic activity. To be economically
sustainable, these incomes must be matched by higher productivity, which will
require structural transformation on a considerable scale.

Sustainable poverty eradication, however, requires a particular kind of
poverty-oriented structural transformation (POST). It must simultaneously:

* Increase the overall level of labour productivity, as a basis for a sustained
development process;

¢ Provide productive employment and economic opportunities for the entire
economically active population;

* |Increase the lowest levels of labour productivity to a level sufficient to
generate an income above the poverty line, even for those households
with the highest dependency ratios; and

e Ensure that such increases in productivity are fully translated into higher
household incomes.

This requires the minimum level of labour productivity to be sufficient to
generate an income level above the poverty line even for those households
with the highest proportion of dependents, taking account of the share of value
added accruing to capital (for those in employment) and taxation. For a poverty
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line of $1.25, this is likely to be at least $10 per day at PPP. A mathematical
presentation of the level of productivity required for poverty eradication in the
POST context is provided in box 1.3.

Ideally, POST should also ensure a sufficient increase in the tax base
to allow public revenues at the very least to meet the recurrent costs of the
social provision needed to reach the SDGs (e.g. health-service and education
provision, infrastructure maintenance and social protection) and the costs of
effective governance and economic and social policy, without the tax burden
pushing the poorest households below the poverty line.

..and ideally to increase the tax base
sufficiently to finance the recurrent
costs of social provision.

While such a POST process is essential to fulfilling the 2030 Agenda for
Sustainable Development, it will be a formidable challenge — and nowhere
more so than in rural areas of LDCs, where productivity and incomes are lowest.

| Boxt.3.Labourpoductiviy andcconomically sustanabe overy sadication

Poverty eradication means raising the lowest household per capita income to no less than the poverty line.
Minimum household income per capita > (poverty line).
Income can be defined as:
Household income per capita = (income per worker)*(workers per household)/(household size),
= (income per worker)/(1 + dependency ratio)
Where:
Dependency ratio = (non-workers in household)/(workers in household)
Poverty eradication thus requires:
[Minimum(income per worker)l/[1 + maximum(dependency ratio)] > (poverty ling)
or
Minimum(income per worker) > (poverty line)*[1 + maximum(dependency ratio)].

In rural societies where fertility rates are relatively high and extended family households commonplace, the maximum
dependency ratio is likely to be at least 3, suggesting a minimum income per worker of at least $5 per day for a $1.25-a-day
poverty line.

If such employment is to be economically sustainable, this income must be matched by productivity. However, the minimum
level of productivity required is substantially higher than the necessary level of income. For those who are self-employed, for
example in the informal sector or family farming, as well as deducting the costs of inputs (e.g. seeds or fertilizers in agriculture),
the cost of credit must be taken into account. For those in employment, value added per worker is divided between labour
and capital (i.e. employees and employer), so that:

Labour income per worker = (value added per worker)*(labour share in value added).
Hence:

Value added per worker = (labour income per worker)/(labour share in value added).
In this context, the condition for economically sustainable poverty eradication thus becomes:

Minimum{(labour income per worker)/(labour share in value added)] > (poverty line)*[1 + maximum (dependency ratio)]
or, as an approximation (assuming labour share in value added to be approximately constant):

Minimum(labour income per worker) > (poverty line)*[1 + maximum(dependency ratio)]/ (labour share in value added).

If the labour share in value added is 50 per cent, for example (and it will often be substantially lower), the level of labour
productivity required for income to reach the poverty line is double the necessary income. In both employment and self-
employment, any taxation paid on income must be added to the resulting figure. Hence the level of value added per worker
in employment to sustain an income corresponding to the $1.25-a-day poverty line is likely to be at least $10 per day (at
2005 PPP).
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The SDGs also signal a major
change in the context for
development strategies.

Increased infrastructure investment
will increase the availability of
infrastructure and essential
services...

...and can also generate a
substantial increase in demand for
labour and locally produced inputs

and services.

Accelerated poverty reduction
should increase demand for staple
and higher-value foods and basic
household goods and services.

G. The SDGs and opportunities
for rural development

As well as changing the goals of development strategies, the SDGs signal a
major change in the context in which they will operate, especially in rural areas.
As discussed in UNCTAD (2014, pp. 116-117), a coherent approach to the
SDGs must take account of the implications of a “post-2015 world” — that is,
of the changes in national policies and donor priorities entailed by a proactive
pursuit of the SDGs. This change in context implies the opportunity as well as
the need for a different model of development.

There are three main aspects to this contextual change. First, the considerable
increase in infrastructure investment called for by the SDGs will have major
implications for the availability of infrastructure and production factors essential
to production, most notably electricity (UNCTAD, 2014, box 5, p. 133), but also
water and (in the longer term) human capital. Coupled with increased potential
labour productivity over time as a result ofimproved nutrition and health, improved
transport infrastructure, increased investment in agricultural infrastructure and
increased access to information and communication technologies (ICTs), this has
the potential to transform the rural economic environment for both agricultural
and non-agricultural production.

Second, if the additional infrastructure investment is based on labour-
intensive construction methods and local procurement, it can also be expected
to generate a substantial increase in the demand for labour and locally produced
inputs (e.g. construction materials) and services. Economic infrastructure not
explicitly included in the SDGs but necessary to poverty eradication would add
to this effect; and increasing access to education and health services is more
likely in rural areas than in towns to entail the construction of new facilities rather
than the scaling-up of existing facilities. This would provide a considerable boost
to non-agricultural income opportunities over several years.

Third, the widespread and severe poverty in rural areas in most LDCs, as
shown in chart 1.10 (a) and (b), means that poverty eradication would require
major increases in incomes up to the $1.25-a-day level. This has important
implications for both the rate and the pattern of demand growth, in particular
accelerating demand growth for those goods purchased by poor households as
their incomes rise. Such goods typically include staple foods among the poorest
households; higher-value foods (vegetables, vegetable oils, fruit, meat and fish),
as households upgrade and diversify their diets; and basic household goods
and services.

Thus, assuming that the SDGs are matched at least in part by appropriate
actions nationally and internationally, this would give rise to a considerable, and
very favourable, change in the context of rural economic development. Achieving
rural economic transformation, and hence sustainable poverty eradication,
requires development strategies to exploit to the fullest the opportunities offered
by such a “post-2015 world”. Equally, existing evidence and past experiences
need to be interpreted carefully in the light of this changed context and the new
goals of the post-2015 period.
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H. Agriculture and non-agriculture:
harnessing the synergies

Just as national development requires both rural and urban development, so
rural development itself calls for a balanced approach to agricultural upgrading
and development of the RNFE. This amounts to a structural transformation of Rural development calls for a
rural economies, encompassing: balanced approach to agricultural
upgrading and development of non-

e A shift of labour from small-scale agriculture, where its marginal
farm activities...

productivity is relatively low, to more productive activities in the RNFE
(e.g. agroprocessing, trading and other services), diversifying the rural
economy away from excessive reliance on agriculture;

® Increased productivity within both agriculture and the RNFE, through
investment and technological upgrading; and

e A shift of productive resources within agriculture and the RNFE towards
activities with higher productivity (higher-value crops and higher value
added non-agricultural activities) — in effect, a structural transformation
within each sector.

...exploiting the complementarities
between the two sectors.
This requires a two-legged approach, exploiting the complementarities
between agricultural upgrading and the RNFE: As discussed in UNCTAD (2014,
pp. 130-131), the development of non-farm production can be an important
driver of agricultural development, and vice versa (see chart 1.13); and the
key to rural poverty eradication is, first, to find the means of kick-starting the

Chart 1.13. Complementarity of agricultural upgrading and rural economic diversification
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Increasing non-farm income
generates demand for agricultural
produce, as does increasing
agricultural income for non-farm
goods and services.

Each sector can also provide surplus
income for investment in the other.

Non-farm activities can provide
additional incomes in seasons of
low agricultural labour demand,
without worsening seasonal labour
shortages.

The key to successful development
of non-farm activities is to shift from
a process driven by "push" factors
to one driven by "pull" factors.

process, and second, to harness the synergies between agriculture and the
RNFE to maximum effect (issues addressed in Chapter 5).

Increasing non-agricultural income is important to generate growing demand
as agricultural output rises, particularly where links to urban markets are
limited. Since the demand for agricultural produce is generally price inelastic,
an increase in production results in a greater reduction in prices, so that the
benefits accrue to consumers rather than producers (Evenson and Gollin, 2008;
Minten and Barrett, 2008). Increasing income through the development of
non-farm production can limit this effect by generating a matching increase in
demand, including for higher-value crops, as households upgrade and diversify
their diets. The development of agricultural processing and packaging can also
facilitate access to urban markets by making agricultural produce more readily
transportable.

Equally, agricultural upgrading can support the development of non-farm
production in rural areas both by increasing demand (for agricultural inputs and
consumer goods) and by stimulating downstream activities, such as processing
and packaging of agricultural produce (de Janvry and Sadoulet, 2009; Lanjouw
and Lanjouw, 1995; 2001). Demand linkages are of particular importance in
generating additional non-agricultural employment (Mellor, 1999; Thirtle, Lin and
Piesse, 2003; Tiffin and Irz, 2006). This circular relationship between agricultural
and the RNFE, each generating demand for the other’s outputs, gives rise to
a multiplier effect, typically on the order of 1.6-1.8 in Asia and 1.3—-1.5 in sub-
Saharan Africa (Haggblade, Hazell and Dorosh, 2007). This is potentially a vital
tool for rural poverty eradication.

Another key linkage is investment. In the absence of functioning credit markets
in most rural areas in LDCs, investment — whether in agriculture or the RNFE
— is dependent primarily on surplus income. This provides an additional link
between agricultural upgrading and non-agricultural activities: Farm households
with surplus labour but limited financial resources can earn additional income
from off-farm activities to invest in purchased inputs, and non-farm activities
provide investment opportunities for farm households with surplus income.

Complementarities in employment are equally important. Agricultural labour
demand is highly seasonal, so that there may be surplus labour for much of
the year even where agricultural production is constrained by labour shortages
at peak (harvest and planting) seasons. Non-farm activities can thus provide
additional incomes in seasons of lower labour demand without pushing up
wages, as well as absorbing surplus labour shed by small farms as productivity
is increased. At the same time, given the time lags in developing a viable non-
farm sector, small farms provide a means of subsistence for household members
until they are able to move into non-agricultural activities or during the start-up
phase of non-farm enterprises (Hazell et al., 2007).

As in the context of rural-urban migration, the key to successful RNFE
development is to shift from a process driven by “push” factors — primarily,
the necessity of supplementing inadequate farm incomes — to one driven by
the “pull” of new and economically attractive non-farm opportunities. “Push”
factors result in a proliferation of suppliers in activities with very low entry barriers
(minimal need for capital, education, skills, etc.), which are generally also
characterized by low incomes and productivity; and the resulting oversupply
depresses incomes still further. Successful rural development simultaneously
reduces “push” pressures, by raising agricultural incomes, while generating
more productive non-farm income opportunities through the creation of viable
non-farm enterprises.
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Within the agricultural sector, two types of crop are of particular significance
to farm/non-farm synergies in the post-2015 context:

Maintaining a reliable supply of staple food crops is essential both to
increasing production of higher-value crops and to promoting RNFE
activities: Households will be deterred from shifting their own production
to crops for sale or non-agricultural goods and services unless they are
confident that there will be a reliable supply of staple foods. This means
both maintaining an adequate supply and ensuring functioning markets.

In the context of global efforts to tackle climate change, there may be
considerable potential for the development of biofuel crops, providing
opportunities both for higher-value agricultural production and for local
processing, as well as limiting carbon emissions and reducing the need
for imported fossil fuels.

I. Summary and conclusions

In summary:

The LDCs are the battleground on which the 2030 Agenda will be won
or lost: This is where shortfalls from the SDGs are greatest and improving
most slowly, and where the barriers to further progress are highest.

Rural development is the key: Most people in most LDCs live in rural
areas, and shortfalls from the SDG targets are much greater than in urban
areas.

Achieving the SDGs in rural areas of LDCs will require a quantum leap in
the rate of progress compared with the MDG period (2000-2015).

The 2030 Agenda entails both new goals and a new context, providing an
opportunity as well as a need for a new approach to rural development.

Economically sustainable poverty eradication requires a process of
poverty-oriented structural transformation, ensuring equal productive
opportunities for all, with incomes above the poverty line and productivity
to match.

In rural areas, such a process requires exploiting to the fullest the
synergies between agriculture and rural non-farm economies.

The remainder of the Report investigates these issues further. Chapter 2
focuses on increasing agricultural productivity, Chapter 3 on rural economic
diversification and RNFE development, and Chapter 4 on the gender dimension
of rural development. Chapter 5 draws on these chapters to set out policy
proposals for rural development in LDCs in the context of the 2030 Agenda.

Reliable supplies of staple foods
are essential, and there may be
considerable potential for the
development of biofuel crops.
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Notes

1 Atalate stage in the preparation of this Report, what had previously been termed the
“post-2015 development agenda” was adopted under the title the 2030 Agenda for
Sustainable Development.

2 As this Report was being finalized for printing, the poverty line of $1.25 per person
per day at 2005 PPP was updated to $1.90 per person per day at 2011 PPP.

3 The poverty gap combines the extent and the depth of poverty. It can most easily be
defined as the proportion of people below the poverty line multiplied by their average
income shortfall relative to the poverty line.

4 These projections predate the 2030 Agenda for Sustainable Development, and will
be influenced by progress towards the SDGs. Reduced infant, child and maternal
mortality, and increased access to reproductive health services, will have direct effects
on population growth; and increased access to water, sanitation, health services and
education and improved nutrition will have indirect effects, through health, mortality and
fertility behaviour. However, since these effects will reduce both fertility and mortality,
the net effect is ambiguous. Faster development and infrastructure provision in rural
areas relative to urban areas would more clearly imply a slowdown in the rate of
urbanization.

5 Travel times and costs for some localities may well vary seasonally, for example where
travel is dependent on unpaved roads or water transport, which are subject to seasonal
variations.

6  While female migration has increased in recent years (Ghosh, 2009), fewer women than
men migrate internationally from LDCs on average, due to the persistence of gender
roles that assign primary responsibility for childcare and household tasks to women
(UNCTAD, 2012). Migration flows from Africa, South Asia and the Middle East tend
to be more male-dominated, while flows from East Asia and the Pacific, Europe and
Central Asia, and Latin America and the Caribbean tend to be more female-dominated.
The intensity and stability of those flows, however, vary both between destination
countries and over time (Guzman, 2006).
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The level and growth of agricultural
productivity are critical to the well-
being of the population of the LDCs.

Agricultural productivity is the major
determinant of the income gap
that separates LDCs from other

developing countries and
developed countries.

Low productivity in agriculture is
a major reason for the prevalence
and persistence of poverty in most
LDCs.

Rising agricultural productivity helps
to raise real rural and urban wages.

A. Introduction

The level and growth of agricultural productivity are critical both to the well-
being of the population of the least developed countries (LDCs) and to the
structural transformation of their economies.! They are major determinants
of poverty and of the income gap that separates them from other developing
countries (ODCs) and developed countries, and play an essential role in
the processes of rural structural transformation and development and in
strengthening the rural non-farm economy (RNFE).

This chapter analyses the dynamics of agricultural productivity in LDCs
and its determinants. It is organized as follows: Section B explains the multiple
channels through which agricultural productivity affects well-being, poverty,
structural transformation, and economic and social development; Section C
presents recent trends in the level and growth of different aspects of agricultural
productivity in LDCs; Section D examines the key determinants of these levels
and trends; and Section E summarizes the chapter.

B. The crucial importance
of agricultural productivity

The level and dynamics of agricultural productivity affect well-being, structural
transformation and development in LDCs (Gollin, 2010; Johnston and Mellor,
1961).

Poverty and well-being. Since agriculture is the dominant (and in some
countries increasingly dominant) source of employment in LDCs (Chapter 1 of
this Report), agricultural productivity is in most cases the main determinant of
the incomes of the majority of the workforce. Low productivity in agriculture is
thus a major reason for the prevalence and persistence of poverty in most LDCs,
keeping much of the rural population trapped in a vicious circle of poverty, in
which poverty results in undernutrition, poor health, poor cognitive development
and limited adoption of new technologies, which in turn lead to low productivity
and low earnings (chart 2.1). Agricultural productivity growth is therefore an
essential precondition for poverty reduction in the short and medium term,
contributing through several channels (box 2.1).

Food prices. Rising agricultural productivity helps to lower food prices,
effectively raising real rural and urban wages, since food is a major component
of wage goods, and benefiting landless and other rural food-deficit households
(Block, 2010; Sahn, Dorosh and Younger, 1999). By limiting increases in
agricultural prices, this also prevents rural-urban terms of trade from turning
against urban activities, which might otherwise stall the process of structural
transformation (Lewis, 1954).

Food security and hunger. “Food security exists when all people, at all times,
have physical and economic access to sufficient, safe and nutritious food to
meet their dietary needs and food preferences for an active and healthy life”
(World Food Summit, 1996). According to the Food and Agriculture Organization
of the United Nations (FAQ), this definition covers four dimensions of food
security: physical availability of food, economic and physical access to food,
meeting nutritional requirements, and stability of these three aspects over time
(Stamoulis and Zezza, 2003). These four dimensions are directly or indirectly
influenced by the level of agricultural productivity. As well as reducing poverty
and food prices, rising agricultural productivity helps to increase and stabilize
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Chart 2.1. The vicious circle of low productivity and rural poverty
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Box 2.1. The effects of agricultural technological innovation on poverty

As discussed later in this chapter, one of the key drivers of productivity growth in agriculture is the adoption of innovation
and new technologies. These can potentially reduce poverty through several channels (Hazell and Haddad, 2001):

e Technological advances can benefit poor farmers directly through an increase of own-farm production, allowing greater
production both of food for home consumption and of marketed products, increasing farm income.

e They can benefit small farmers and landless labourers through greater agricultural employment opportunities and higher
wages.

¢ They can benefit poor rural and urban households by developing higher value added non-farm activities, which generate
more and better-paying jobs.

¢ They can reduce food prices for urban consumers and rural food-deficit households.

e They can increase the availability and reduce the cost of foods that are high in nutrients, which are crucial to the well-
being of the poor, particularly pregnant and lactating women.

¢ They can empower the poor by increasing their access to decision-making processes, strengthening their capacity for
collective action and reducing their vulnerability to shocks through asset accumulation.

While these benefits may be affected by such factors as population growth, and types of technology and technological
innovation, initial income distribution, the extent and distribution of adoption, availability of infrastructure and social services,
and employment impacts (Kerr and Kolavalli, 1999; Ravallion and Datt, 1999; Fan, Hazell and Thorat, 1999), most studies
indicate a generally positive effect.

food supplies (Block, 1995). By improving food security, it provides a crucial
contribution to the goal of ending hunger (Sustainable Development Goal (SDG)
2).

Increasing agricultural productivity

Structural transformation. Increasing agricultural productivity plays several — releases labour for employment in
roles in the archetypal process of structural transformation. By reducing the more productive sectors.
labour required in agriculture, it releases labour for employment in other (in
principle more productive) sectors. Rising agricultural surpluses increase
domestic demand for industrial and service products, spurring supply growth
in these sectors, as well as providing a source of capital for private and public
investment in diversification of production. Productivity and output growth
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Increasing agricultural productivity is
a precondition for industrialization.

Lower food prices can increase
the export competitiveness of the
tradables sector.

The broadest productivity metric
combines value added as a measure
of output with an indicator of labour

input.

Agricultural labour productivity
can be broken down into
land productivity and
the land/labour ratio.

in agriculture thus increase productivity in other sectors and in the overall
growth rate, accelerating the development process. These linkages underlie
the traditional view of increasing agricultural productivity as a precondition for
industrialization (Boserup, 1981; Rostow, 1960; Timmer, 1988; Kuznets, 1966;
Baumol, 1967; Murphy, Shleifer and Vishny, 1989).

International trade. Increasing agricultural productivity can foster exports
through two main mechanisms. First, it can attenuate the potential conflict of
land use between cash and food crops, thereby generating larger exportable
surpluses.? These, in turn, can be a source of capital accumulation to finance
investment in new sectors and activities. Second, through their impact on
real wages, lower food prices can increase the export competitiveness of the
tradables sector. This was a major ingredient in the export-led development
success stories of the twentieth century, especially in East and South-East
Asia. Through its effects on both exports and imports (by reducing food import
needs), higher agricultural productivity can attenuate the balance-of-payments
constraint that stymies development in most LDCs.

These processes and mechanisms highlight the essential role of increasing
agricultural productivity in structural transformation and economic and social
development. This has been important, not only to the historical processes
of now-developed countries, but also in successful developing countries (e.g.
Chile, China, Mauritius and Viet Nam, analysed in UNCTAD (2014: 89-114)). A
strong increase in agricultural productivity is likewise a sine qua non for poverty
eradication and structural transformation in LDCs, and for enabling these
countries to achieve a higher level of development.

C. Trends in LDC agricultural productivity

1. MEASURING AGRICULTURAL PRODUCTIVITY

In general terms, “productivity is a ratio of some measure of output to
some index of input use” (Griliches, 1987). This section presents and analyses
estimates of different concepts of agricultural productivity in LDCs in order to
demonstrate its level and growth dynamics over the long term and to enable
better understanding of its contribution to (or constraint on) rural and overall
development.

The general definition of productivity presented here encompasses multiple
possible combinations of measures of output and especially inputs. The broadest
productivity metric, applied to all sectors of economic activity, combines value
added as a measure of output with an indicator of labour input. While the
resulting measure of value added per worker is a partial productivity ratio (in that
it uses only one type of input, i.e. labour), it allows for ready comparison across
sectors and countries.

In the case of agriculture, however, the most widely used productivity
measures are based on indicators of output volume rather than value added.
This measure of labour productivity (output per worker) is often used to assess
the evolution of productivity over time and to make cross-country comparisons.
It is also a gauge of rural welfare or living standards, as it reflects the ability to
acquire income through the sale of agricultural goods or produce (Block, 1995).
Labour productivity can then be broken down into land productivity (output per
hectare or yield) and the land/labour ratio. Yield is commonly used to assess the
success of new production technology or practices. In combination, labour and
land productivity ratios also indicate whether technological change in agriculture
is predominantly labour-saving or land-saving.
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The productivity estimate using the broadest aggregate of inputs is total
factor productivity (TFP), which gauges the productivity of all productive inputs
when used jointly. In the case of agriculture, this typically takes account of land,
labour, physical capital and material inputs (especially fertilizers) employed in
farm production, and compares them with the total quantity of agricultural
output. The productivity estimate using the
broadest aggregate of inputs is total

factor productivity.

The precision of any productivity estimate inevitably depends on the quality
of the statistics on which computations are based, which is a major source of
concern, particularly in LDCs and in cross-country comparisons (box 2.2).

2. PARTIAL PRODUCTIVITY MEASURES

The Least Developed Countries Report 2014 provided an extensive analysis
of developments in productivity in the three main sectors of economic activity
(agriculture, industry and services) in LDCs, LDC subgroups and ODCs, based
on value added per worker (UNCTAD, 2014: 59-88). The following analysis
builds on this by updating and expanded the main findings on agricultural

productivity. In 2011-2013, LDC agricultural

e Agricultural labour productivity in LDCs is much lower than in ODCs and  /abour productivity was 18.7 per
developed countries. While productivity in LDCs has grown by 2.2 per cent of that of ODCs and just 1.8 per
cent annually since 1991, this is substantially slower than in ODCs (4.2  cent that of developed countries.
per cent annually) and developed countries (3.9 per cent annually), so
that the productivity gap has been widening over the long term. In 2011-
2013, average LDC agricultural labour productivity was 18.7 per cent of
that of ODCs and just 1.8 per cent that of developed countries (chart 2.2).

e The labour productivity gap between LDCs and ODCs or developed
countries in agriculture is wider than that in industry and services (chart

| box2 Cavsats tothe use ofdata o LOG agriculual uts and awputs

The empirical measurement of agricultural production and agricultural input use, and hence the calculation of the sector’s
productivity in LDCs, is beset by a series of difficulties, starting with the compilation of quantitative data. First, agricultural
output encompasses production of multiple crops and of livestock, which are commonly measured by weight or volume. This
raises the key question of how best to aggregate different agricultural products. While aggregation is sometimes based on a
common unit, such as wheat equivalent (Hayami and Ruttan, 1985; Block, 1995), it more commonly uses monetary units for
determining the total value of crop and livestock production at relative prices in a given base period. (Here, the Report follows
FAQ in using 2004-2006 as the base period.) This is referred to as “final output”, and represents the amount of agricultural
output available to the rest of the economy.”

Asecond complicationis that some part of agricultural produce is generally consumed by farming households themselves (or
bartered for other products), and therefore does not enter money-based markets and is not included in market-based statistics.
Third, while labour input should ideally be measured by person-hours worked, data based on measures of this nature are not
generally available for LDCs, except for occasional household or agricultural surveys. Labour input is therefore measured by
data on total employment in agriculture, generally based on primary occupations. Where individuals or households diversify
their incomes by engaging in non-farm activities (Chapter 3 of this Report), the time they devote to agriculture is reduced;
but all their working time is effectively included as agricultural employment if this remains their main occupation. Since most
available statistics do not reflect time allocation, calculations based on them are likely to underestimate labour productivity.

Fourth, output and input measures draw on different databases with different geographical and time coverage, each
constructed according to its own methodology, raising potential problems of consistency. Fifth, like other economic statistics
from LDCs, the reliability of data on agricultural input and output data may be adversely affected by the limited capacity and
resources available to the statistical institutes, ministries and departments responsible for their compilation.

Finally, statistics on both inputs and output are simple quantitative indicators, and generally do not reflect qualitative
differences — for example in education or health in the case of labour input data, land fertility and soil enrichment or degradation
in the case of land data, and types of machinery in measures of physical capital inputs. Failure to account for land quality,
for example, may lead researchers to misattribute the associated differences in production to differences in the use of other
inputs (Fulginiti and Perrin, 1997).

These limitations need to be borne in mind when analysing trends and interpreting analyses of agricultural productivity,
especially in LDCs.

* In the case of LDCs and their subgroups, this measure is highly correlated with the physical production of different crops, measured in tons
and simply aggregated.
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Chart 2.2. Sectoral labour productivity levels: LDCs as a share of other country groups, 2011-2013
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Sources:UNCTAD secretariat calculations, based on data from UNCTAD, UNCTADstat database (http://unctadstat.unctad.org/EN/), and ILO,
WESO 2015 database (http://www.ilo.org/global/research/global-reports/weso/2015/lang--en/index.htm) (both accessed August 2015).
Note:  Sectoral production measured by value added.

2.2). Given the strong concentration of the LDC labour force in agriculture,
this wider productivity gap is the major cause of income divergence
between LDCs and these other country groups.

The labour productivity gap between
LDCs and ODCs or developed ¢ Among LDC subgroups, agricultural labour productivity has historically

been lower in Asian LDCs than in African LDCs and Haiti,® but has grown
faster (by 3.6 per cent annually), resulting in an 88-per-cent increase
between 1991-1993 and 2011-2013 in Asian LDCs, compared with a
32-per-cent increase in African LDCs and Haiti. Consequently, agricultural
productivity in Asian LDCs has surpassed that of African LDCs and Haiti
since 2006.4

countries in agriculture is wider than
that in industry and services.

e While agricultural labour productivity in island LDCs has historically been
higher than in the other two LDC subgroups, it has been declining slowly,

Agricultural productivity in Asian falling by 5 per cent between 1991-1993 and 2011-2013.
LDCs has surpassed that of African
LDCs and Haiti since 2006. Trends in agricultural labour productivity based on output measures (rather

than value added) are similar: substantially lower historically in LDCs than
in ODCs, and a fraction of that in developed countries, both gaps widening
continuously over the past 35 years. Labour productivity growth in ODCs has
doubled to more than 3 per cent annually since the 1990s. Developed countries
have experienced a similar or higher rate of growth since the 1980s. In the LDCs
as a group, however, it declined during the 1980s and grew only marginally in
the 1990s, so that it was only by the turn of the century that it had recovered
to the level of the early 1980s. It did not start to rise more robustly (at or above
2 per cent per annum) until after 2000. LDCs’ agricultural productivity has thus
diverged from that of the other two country groups since the early 1980s. In
2010-2012 it was 39.3 per cent that of ODCs and just 1.6 per cent that of
developed countries (chart 2.3).

LDC agricultural productivity did not
start to rise more robustly until
after 2000.

LDC aggregate figures mask sharp contrasts among the main subgroups.
In African LDCs and Haiti, labour productivity shrank in the last two decades of
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Chart 2.3. Agricultural labour productivity level: LDCs as a share of other country groups, 1980-2012
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Sources: UNCTAD secretariat calculations, based on data from FAO, FAOSTAT database (http://faostat.fao.org/) (accessed August 2015).
Note: Production measured by final output value.

the last century and has grown since 2000, but slowly (just above 1 per cent
annually). Considering the period since the early 1990s, only three countries
in the group (Benin, Central African Republic and Mali) have managed to
double labour productivity. At the same time, in 11 other countries in the group
(Angola, Burkina Faso, Democratic Republic of the Congo, Djibouti, Eritrea,  Major factors impeding significant
Ethiopia, Malawi, Mozambique, Sudan, Togo and United Republic of Tanzania), improvements in agricultural labour
productivity actually declined over the same period. Major factors impeding productivity have been the low
significant improvements in agricultural labour productivity have been the 10w jaye/ of rural human capital and the
level of rural human capital, the slow accumulation thereof in many of these
countries and the low level of conventional inputs (apart from land and labour)
to agricultural production. Low levels of education and literacy, and poor health,
also limit technical efficiency. Island LDCs have traditionally had a higher level of
labour productivity (largely explained by their small population size), but the level
has declined gradually over the past 35 years (chart 2.4A).

low level of conventional inputs to
agricultural production.

The opposite development has taken place in Asian LDCs. After stagnating
in the 1980s, agricultural labour productivity growth picked up as early as
the following decade. Since 2000 it has risen at a strong pace (3.5 per cent
annually), which is higher than in all ODCs and Asian ODCs (in both country
groups it has grown at approximately 3 per cent per year since 2000). Asian
LDCs overtook the productivity level first of the African and then of the island
LDCs (Chart 2.4A). Among Asian LDCs, productivity growth since the early
1990s has been strongest in Bangladesh, Lao People’s Democratic Republic,
Myanmar and Nepal, all of which succeeded in doubling (or almost doubling) ~ Over the past 35 years have been
labour productivity over the past quarter-century. recorded by manufactures exporters

and mixed exporters.

The strongest gains in productivity

According to export specialization, the LDC subgroup with the highest
agricultural labour productivity levels has traditionally been the fuel exporters,
especially Angola, Sudan and Yemen.® However, the strongest gains over the
past 35 years have been recorded by manufactures exporters (most of which are
in Asia) and mixed exporters (especially Benin, Kiribati, Lao People’s Democratic
Republic, Myanmar and Sierra Leone). By contrast, the exporter groups where
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agricultural productivity is lower and has been rising at the most sluggish pace
have been services and minerals exporters (chart 2.4B).

The analysis of agricultural labour productivity can be deepened by
introducing the variable of cultivated area. Output per worker can be broken
The welfare of agricultural workers  down in the following way, as proposed by Hayami and Ruttan (1985):
ultimately depends on increasing

output per worker, which relies ¥ — ¥ X 4
on land productivity and the L 4 L 1)
land/labour ratio.

where Y is output, A is area and L is labour.

The welfare of agricultural workers ultimately depends on increasing output
per worker (Y/L), which relies on land productivity (or yield: Y/A) and the land/
labour ratio (A/L). The equation above illustrates the challenge to that process
in an environment characterized by rapid population growth and where the

Chart 2.4. Labour productivity in LDC agriculture, by country groups, 1980-2013
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expansion of cultivated area will eventually hit its limits or where, in a few cases,
this has already been the case. To the extent that rural population growth
outpaces the rate of expansion of the agricultural area, area per worker (A/L)
declines, adding to the challenge of raising average labour productivity (Y/L) by
means of increasing average yield (Y/A) in order to reduce poverty and improve
the well-being of the rural population.

The gap between LDCs and other country groups in land productivity
(vield) has traditionally been wide, though not as much as in the case of labour
productivity examined above. Still, since the 1980s, agricultural yields in LDCs
have lagged behind the strong growth in ODCs, but they have gained some
ground with respect to developed countries, especially since 2000. The LDC/
ODC agricultural yield ratio fell from 36 per cent in 1980-1984 to 33 per cent
in 2010-2012. With respect to developed countries, by contrast, the ratio rose
from 20 per cent to 33 per cent. Nevertheless, this still leaves ample scope for
catch-up by LDC agriculture.

Among LDCs the strongest growth in land productivity took place in Asia,
where it has more than doubled since 1980. Vigorous expansion took place in all
countries in this subgroup. At present, Asian LDC agricultural yields have reached
a level similar to that of ODCs excluding China and India. In African LDCs and
Haiti, by contrast, agricultural land productivity has traditionally been significantly
lower than in the other LDC subgroups (chart 2.5A) and the performance was
weaker and more varied across countries. There, land productivity growth was
especially sluggish during the 1980s, but has accelerated somewhat since the
following decade. The strongest gains in yield since the early 1980s have taken
place in Angola, Burkina Faso, Ethiopia and Zambia, where it has more than
tripled over the past 35 years. At the same time, in island LDCs, yields have
grown at a slow pace since the early 1980s (chart 2.5A).

Examining developments in land productivity according to export
specialization shows that manufactures-exporting LDCs have the highest level
of yields, and have achieved some of the highest growth rates over the past 35
years. Land productivity picked up in the 1990s and has accelerated since 2000,
so that at present the yield level is double that of the early 1990s. This mirrors
positive performance of LDCs in Asia, since most of the LDC manufactures
exporters are in that region. Fuel and mixed exporters have achieved a pace of
yield gains slightly higher than manufactures exporters. (chart 2.5B).

Of all the elements in equation (1) above, the one for which the level and
developments in LDCs contrast most with all other groups of countries is the
land/labour ratio (A/L). Divergent dynamics stem mainly from developments in
population dynamics. Agricultural production expansion in LDCs since the early
1980s has occurred partly as a result of extensive growth, i.e. the expansion
of the area used for agricultural production. In LDCs as a group it has grown
by 10 per cent, slower than in ODCs, while in developed countries it actually
contracted by 11 per cent. The extension of agricultural land use has been
strongest in African LDCs and Haiti and in island LDCs.

The outlook for continued expansion of agricultural production in LDCs
through extensive expansion varies sharply among the countries in the group.
Some LDCs are land-constrained, due to the lack of suitable land and to
environmental priorities. This is particularly the case in those countries where
the land/labour ratio is lowest, as seen below. This highlights the importance of
achieving higher productivity in view of continuing demographic growth and the
rise in food demand that accompanies it.

Other LDCs still have ample margin for increasing their cultivated area, given
the presence of as yet uncultivated arable land. In some cases, however, bringing

The gap between LDCs and other
country groups in land productivity
has traditionally been wide, though
not as much as in the case of
labour productivity.

Among LDCs the strongest growth
in land productivity took place
in Asia, where it has more than

doubled since 1980.

In African LDCs and Haiti,
agricultural land productivity has
traditionally been significantly lower
than in the other LDC subgroups.

The extension of agricultural land
use has been strongest in African
LDCs and Haiti and in island LDCs.
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Chart 2.5. Agricultural land productivity in LDCs, 1980-2012
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such land under production may entail economic costs (e.g. investment cost of
infrastructure and the costs of human and animal disease control necessary
to open these areas to farming) and/or environmental costs (e.g. deforestation
and loss of critical wildlife habitats) (Staatz, 2011). In these circumstances, the
critical question is the relative cost of area expansion vs. intensifying production
on existing land.

Many LDCs still have ample margin

for increasing their cultivated area, Demographic trends in LDCs contrast sharply with those in other country
but it may entail economic costs groups. LDCs have the world’s most rapid demographic growth (UNCTAD,
and/or environmental costs. 2013: 23-44), a trend that is bound to continue in the foreseeable future.® They

also have the world’s highest concentration of population in rural areas (Chapter
1 of this Report). These trends have resulted in increasing demographic pressure
on land in several LDCs, although there is great diversity among these countries.
The level of the land/labour ratio in African LDCs and Haiti is significantly lower
than in African ODCs. Still, demographic pressure on land is greatest in Asia,
where LDCs and ODCs have similar levels of the land/labour ratio, and those
levels are the lowest among major country groups (chart 2.6A). The following




CHAPTER 2. Agricultural Productivity: Developments, Determinants and Impacts 49

LDCs have a land/labour ratio lower than Asian ODCs and therefore face the
greatest demographic pressure on land: Burundi, Djibouti, Eritrea, Ethiopia,
Rwanda and Somalia in Africa, and Bangladesh, Bhutan and Nepal in Asia.

In both African LDCs and Haiti, and Asian LDCs, the expansion of the total
agricultural area was more than compensated by the strong growth of the
agricultural labour force, resulting in a one-third decline in the land/labour ratio |, poth African LDCs and Haiti, and
since the early 1980s. (chart 2.6B).

Asian LDCs, the expansion of the
total agricultural area was more than

Following Hayami and Ruttan (1985) and Block (1995), the dynamics of partial
compensated by the strong growth

productivity ratios in a chart can be represented by plotting changes over time
in average labour productivity along the horizontal axis and changes in average ~ ©of the agricultural labour force.
land productivity along the vertical axis. A movement towards North in this chart
(indicating growth in yield with no growth in average output per worker), for
instance, may indicate population growth matched by increased yields through
higher labour inputs or technological change, but no improvement in rural living
standards.

Chart 2.7A implements this framework, comparing the performance of LDC
agriculture with that of ODCs and developed countries. It shows that, in common
with ODCs, LDC progress has been stronger in terms of land productivity than

Chart 2.6. Land/labour ratio, by country groups, 1980-2012
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of labour productivity. Both groups of countries have succeeded in more than
doubling land productivity, with somewhat stronger gains in ODCs. In the case
of labour productivity, however, the performance gap is much wider. Since the
early 1980s labour productivity in the LDCs has risen by only 31 per cent, while
In common with ODCs, LDC in ODCs it has more than doubled (chart 2.7A). This has been a major factor
progress has been stronger in terms  in preventing a faster reduction of poverty in LDCs (Chapter 1). Moreover, the
of land productivity than of labour ~ performance of labour productivity in LDCs stands in sharp contrast to that of
productivity. developed countries, where it has tripled over the same period. This is reflected
in the divergence of agricultural labour productivity between the two groups of
countries, shown in Chart 2.3.

Chart 2.7B repeats the same exercise for LDC subgroups and shows
the striking contrasts between them. The sluggish performance of the LDC
aggregate is heavily influenced by developments in African LDCs and Haiti and,
to a lesser extent, island LDCs. While the 1980s were a decade of regress for
the three subgroups, productivity in Asian LDCs started growing as early as the
1990s, and has accelerated since the turn of the century. Yields have risen by
159 per cent and labour productivity has risen by 77 per cent over the past 35
While the 1980s were a decade years. In African LDCs and Haiti, the recovery in productivity came later and

of regress for the three LDC was much slower. While these countries have successfully doubled their yields
subgroups, productivity in Asian since the early 1980s, their labour productivity growth has been only 10 per
cent over the entire period. Again, this largely explains the level and persistency
of extreme poverty in this group of countries.” At the same time, productivity in
island LDCs has remained broadly stagnant throughout the period. Although
they have achieved some marginal improvement in land productivity, labour
productivity has not yet recovered to the level of the early 1980s. Invariably,
growth in terms of yields has been faster than the rise of labour productivity for
all LDC subgroups, which means that improvements in the well-being of large
parts of their population have also been slower.

LDCs started growing as early as the
1990s, and has accelerated since
the turn of the century.

Several essential features of the process of agricultural productivity growth
in LDCs can be summarized based on the preceding analysis. First, growth in
land productivity (yields) has been much stronger than in labour productivity, a

Chart 2.7. Partial productivity ratios for LDCs and other country groups, 1980-2012, selected periods
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pattern that repeats itself for most individual countries. Twenty-six LDCs have
achieved a doubling or more of their land productivity during the past 35 years,
while only four have obtained similar results for labour productivity. Conversely,
cases of long-term decline in agricultural productivity have been more prevalent
in labour productivity (21 LDCs, or 45 per cent of the LDCs for which data
are available) than in land productivity (just two cases). These developments
have obviously had an adverse impact on the well-being of the population and
have prevented a more rapid pace of poverty reduction. Still, there is a positive
correlation between yield growth and labour productivity in LDCs (0.56), which is
stronger than in ODCs (0.32).

Second, the groups that have generally been most successful along both
dimensions of productivity since the early 1980s have been manufactures
exporters and mixed exporters. Bangladesh and Nepal stand out among the
former because they have doubled productivity of both land and labour. In the case
of mixed exporters, Benin has achieved a similar outcome. These developments
show that generally speaking, the countries that have advanced the most in
terms of the structural transformation and diversification of their economy
have been those which succeeded in raising their agricultural productivity.
These developments confirm the link between agricultural progress and overall
economic development, in which progress in agriculture and other productive
sectors is mutually reinforcing. Agricultural productivity growth supports the
process of structural transformation and productive diversification, as has long
been highlighted in the economic development literature. Countries that have
most successfully engaged in structural transformation and diversification are
by the same token those which achieve greater advances in improving the well-
being of their population and reducing poverty.

Third, the other LDC subgroup that has achieved somewhat stronger growth
in agricultural productivity is the fuel exporters, although here the fastest progress
has been concentrated in the first decade of this century, which coincided
with a long period of high oil prices. The best performers have been Angola
and Yemen. Productivity gains in Angola, similarly to Mozambique and Sierra
Leone, are related to post-conflict reconstruction. Under these circumstances
agricultural production is carried out under better security and institutional
conditions, access to input and output markets becomes easier, and in some
cases governments adopt measures and programmes that support the sector
(e.g. increased budget allocations).

Fourth, mineral and food and agricultural exporters experienced a much
more moderate progression in both dimensions of productivity, and only since
the turn of the century. At the same time, services exporters achieved a doubling
of yields, coupled however with long-term decline in labour productivity.

3. ToTAL FACTOR PRODUCTIVITY

Available estimates of total factor productivity (TFP) enable the analysis
of dynamics and trends of agricultural productivity over time, as well as their
comparison across countries, but provide no indication of the (relative) level of
productivity. In principle they provide a measure of the changes in production
that are not accounted for in the variation in so-called conventional inputs
(land, labour, material inputs, physical capital), which can thus be attributed to
technology or other general factors (policies, etc.). There are some caveats to
the computation and interpretation of TFP (box 2.3), but nevertheless it provides
good indications of agricultural productivity trends.

The rhythm of growth of TFP in LDCs as a group has traditionally lagged
considerably behind the performance of other country groups. More specifically,

Cases of long-term decline in
agricultural productivity have been
more prevalent in labour productivity
than in land productivity.

The countries that have advanced
the most in terms of the structural
transformation and diversification
of their economy have been those
which succeeded in raising their
agricultural productivity.

Productivity gains in several
LDCs are related to post-conflict
reconstruction.
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Gauging and quantifying technology and its impacts is a challenge in the case of agriculture, similar to what happens in
other sectors of economic activity. A conventional measure of the impact of technology is total factor productivity (TFP). Most
cross-country estimates of agricultural TFP are based on quantitative variations of inputs, but do not (adequately) take into
account qualitative differences among them. TFP estimates rely on some assumptions, including that technology is disembodied
and therefore its effects are captured by the magnitude of TFP growth (Block, 1995). While the assumption of disembodiment
may hold for cultivation and water management techniques as well as other agricultural practices, a significant part of the
results of agriculture-related research and development (R&D) is embodied in better-performing inputs, especially higher-yield
varieties, better-quality fertilizers or superior agricultural machinery. Still, the effects of superior inputs will be reflected in TFP
growth. Although fertilizers and machinery — and especially the latter — are still relatively less important for LDCs (due to the
low input-intensity and capital-intensity of their agriculture), the use of higher-yield varieties or superior species of cattle has
been a major source of productivity growth in their agriculture.

Concerning human capital input to agricultural production, all TFP estimates are based on some gauge of quantitative
variations in labour input (subject to the caveats mentioned in Box 2.2). They do not, however, take account of qualitative
differences in human capital, except for when some allowance is made for years of schooling. However, this is often not the
case, due to the paucity of data specific to rural areas.

it was largely stagnant in LDCs from the 1960s to the 1980s. Growth turned
positive in the 1990s and has accelerated significantly since the turn of the
century (chart 2.8A). There is a marked contrast in the performance of LDC
subgroups, similar to what has taken place with the partial productivity measures
examined above. TFP growth turned positive in Asian LDCs in the 1990s and
has accelerated since the turn of the century; since then it has outperformed all
) other major country groups (including ODCs and developed countries). In African
Agncul’tural TFP was largely LDCs and Haiti, by contrast, agricultural TFP was largely stagnant in the last four
stagnant in LDCs from the 1960s  yacades of the twentieth century, turning from near-stagnation in the 1960s to
to the 1980s. sluggish growth until the end of the century. Since then, however, TFP growth
has turned positive, although it has been slower than in other country groups.
In the island LDC subgroup, TFP has grown very slowly since the 1960s. It has
alternated between periods of positive and negative growth, with a performance
similar to that of partial productivity measures examined above.

The examination of TFP growth in LDCs according to export specialization
yields some findings that confirm those resulting from partial productivity analysis,
but also different ones. The former include the relatively positive agricultural
productivity performance of mixed exporters and manufactures exporters, as
well as fuel exporters (chart 2.8B). The manufactures exporters were led by
Cambodia and Bangladesh, with average annual TFP rises of 3.3 per cent and
2.3 per cent, respectively, between 1990 and 2011. Among mixed exporters
LDC TFP growth turned positive  the strongest gains in productivity took place in Myanmar (with a 4.4-per-cent
in the 1990s and has accelerated  average annual growth rate), and Benin, Lao People’s Democratic Republic and
significantly since the turn of the ~ Sierra Leone, where TFP growth was approximately 2.5 per cent per annum. In

century. the case of fuel exporters, TFP growth has been led by the performance of the
agriculture of Angola and Yemen, where it rose on average by 4.5 per cent and
3 per cent annually, respectively, during the same period. The major new finding
yielded by TFP analysis is the positive outcome of TFP growth in the exporters
of food and agricultural products since the 1990s. Given that this is a very small
group, the aggregate is driven by Malawi’s TFP growth, which increased by 3
per cent annually during the same period.

Having examined the level and dynamics of agricultural productivity in LDCs
according to different partial and total metrics, the question arises as to the
drivers of these developments. They are analysed in the following section.
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Chart 2.8. Growth of agricultural total factor productivity in LDCs and other country groups,1960-2011
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The key drivers of partial and/or
total productivity in agriculture are:
quantity of conventional inputs;
technology, input quality and human
capital; ...

... as well as public investment and
policies; agroecological conditions
and climate change; and rural
diversification.

LDC agriculture employs labour very
intensively; relies on the extensive
use of land; and makes little use of

other conventional inputs.

Fertilizer use in many LDCs is
constrained by poverty and low
income, the lack of adequate
water supply and foreign exchange
shortage.

D. Determinants of agricultural
productivity level and growth

The following main factors have been identified in the literature as the key
drivers of partial and/or total productivity in agriculture (Fuglie and Rada, 2013;
Dias Avila and Evenson, 2010; Zepeda, 2001):

e Quantity of conventional inputs;

e Technology, input quality and human capital;

e Public investment and policies;

¢ Agroecological conditions and climate change;

e Rural diversification.

Moreover, there are important interactions between these factors in
determining productivity. The possibility of fertilizer use, for instance, depends
on physical access to supply markets and hence on the availability of transport
infrastructure and services (among other factors), while its efficiency is partly
determined by the quality of the fertilizers themselves, the availability of water
and the labour skills with which they are used. In another example of interaction,
the contribution of transport access to agricultural productivity is enhanced in
the presence of higher levels of farmer education.

An understanding of the determinants of agricultural productivity and
hence of potential sources of productivity growth is important for formulating
appropriate policies to raise productivity in LDCs, so as to accelerate their
economies’ structural transformation and boost their standard of living.

1. QUANTITY OF CONVENTIONAL INPUTS

The quantity of agricultural output is most directly determined by the quantity
of conventional inputs (land, labour, material inputs and physical capital inputs),
especially in countries whose agriculture is at the lower stages of development.
Therefore, partial productivity measures are also strongly influenced by the
quantities of conventional inputs.

The trends in their use in LDCs are analysed below. The picture that emerges
is that of an agriculture which: (1) employs labour very intensively; (2) relies on
the extensive use of land; and (3) makes little use of other conventional inputs.
The first two features have already been analysed in the preceding sections of
this chapter. The third feature — the intensity of use of conventional inputs other
than labour and land — is examined below.

The intensity of manufactured input use varies widely across LDCs as a
function of population density, inherent soil fertility and incidence of large-scale
farming. Nonetheless, on average the use of fertilizers, plant health protection
products and insecticides in LDC agriculture is extremely low. LDC consumption
of synthetic fertilizers per area is just 10 per cent of the level in ODCs and 15
per cent that of developed countries. There are, however, significant differences
among LDC groups. The use of fertilizers is lowest in island LDCs and African
LDCs and Haiti. By contrast, Asian LDC farmers use fertilizers much more
intensively than those of other LDCs (chart 2.9A). Their intensity corresponds to
approximately half of the level of fertilizer use in developed countries.
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Fertilizer use in many LDCs is constrained by poverty and low income
(which render fertilizers unaffordable to many farmers), the lack of adequate
water supply (which is required if fertilizers are to work efficiently) and foreign
exchange shortage (which restricts the possibilities of importing fertilizers). Over
the long term, however, increasing the use of inputs like fertilizer will be critical
to increasing farm-level productivity, incomes and competitiveness. For this
reason, many African LDCs have resorted to fertilizer subsidies, aiming to boost
fertilizer use by farmers (Druilhe and Barreiro-Hurlg, 2012).

The degree to which water is used as an input for agricultural production in
LDCs varies greatly from one region to another. It is low in African LDCs and
Haiti, where just 3.4 per cent of arable land is equipped for irrigation and where
access to water remains a major concern for agricultural development.8 In island
LDCs, the corresponding share (6.5 per cent) is somewhere between the level
of African LDCs and Haiti and that of ODCs. This low level of irrigation results in
not only lower, but also more unstable, yield levels.

In Asian LDCs, by contrast, the practice of irrigation is much more
widespread, and has historically been so. The share of agricultural land that
is irrigated (34.6 per cent) is more than double the proportion in ODCs and
developed countries (chart 2.9B). It is, however, more in line with the regional
average. The proportion of agricultural land that is equipped for irrigation in the
non-LDC developing countries of Asia is 40.3 per cent, which is also the highest
rate among the regional subgroups of ODCs.

Both farming and agro-industries are typically heavy users of water. The
availability, quality and cost of water will be a progressively more important
factor in the location and profitability of agribusiness activities. Climate change,
increasing population pressures, and rising energy costs are all making water
increasingly expensive; changes in the cost of water across different regions
will affect the choice of where large international agribusinesses source their
products, giving water-abundant areas in LDCs a potential advantage (Roepstoff
et al., 2011).

The agriculture practised in LDCs is extremely labour-intensive and employs
little physical capital. It therefore has a very low degree of mechanization. Still,
the contrast between Asian and other LDCs again arises with respect to this
type of input. The intensity of use of agricultural machinery is very low in island
LDCs and in African LDCs and Haiti, where less than one machine is used per
hectare on average. In Asian LDCs, the degree of mechanization is much higher.
On average, 4.5 machines are used per hectare in these countries, an intensity
that is about half of the level of ODCs (chart 2.9C).°

In some cases a wide range of technological options may exist, e.g. in land
preparation, where animal-traction equipment, hand tractors and large-scale
tractors are all options. The choice depends on such factors as the heaviness
of the soil to be ploughed, the rapidity with which the operation needs to take
place (for example, in order to accommodate multiple cropping within a single
year), the availability of maintenance services and spare parts, and the relative
prices of labour and capital. For both agricultural machinery and agroprocessing
equipment, a range of simpler, more labour-intensive but more economically
efficient technologies is often available. The widespread importation into sub-
Saharan Africa of simple grain mills, pumps and other agricultural technologies
from India shows that African farmers and processors often opt for such
“appropriate” technologies (Staatz, 2011).

While in general terms LDC agriculture is not intensive in conventional inputs
other than land and labour — especially fertilizers, machinery and water — Asian

In African LDCs and Haiti, and
in island LDCs, the low level of
irrigation results in not only lower,
but also more unstable, yield levels.

The agriculture practised in LDCs
is extremely labour-intensive and
employs little physical capital.

LDC agriculture is not intensive in
conventional inputs other than land
and labour — especially fertilizers,
machinery and water — but Asian
LDCs use these inputs much more
intensively than other LDCs.
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Chart 2.9. Indicators of input intensity in agriculture in LDCs and other country groups, 2010-2011
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LDCs use these inputs much more intensively than other LDCs, and more in line
with the practices of Asian ODCs. This explains to some extent why the partial
indicators of productivity are much higher in Asian LDCs than in other LDCs.

At the same time, it points to an area for policy action to help reverse the
low productivity in African LDCs. A survey was conducted with more than
100 agriculture experts working in Africa, asking them to identify the most
important factors in advancing agriculture on the continent. Some 21 per cent of
respondents identified such activities as enhancement of sail fertility, improved
water management techniques and policy reform as the primary drivers of
African agriculture, which were especially successful in southern Africa (Gabre-
Madin and Haggblade, 2004).

2. TECHNOLOGY, INPUT QUALITY AND HUMAN CAPITAL

Technology plays a crucial role in determining agricultural productivity, as
evidenced for instance by its effects on crop variety yields. The fact that the
bulk of productivity enhancements achieved in LDCs have come from increased
yields (rather than from labour productivity) points to the importance of
technology embodied in higher-yielding varieties or in superior species of cattle,
which can improve the well-being of farmers. Technology directly influences not
only variety yields, but also the adaptation of plant and animal varieties to local
agroecological conditions, the quality of inputs (seeds, fertilizers, machinery), the
choice of cultivation and rearing techniques, etc. Producers’ capacity to learn
and adapt to new technologies and circumstances is partly determined by the
quality of their human capital.

a. Technology and input quality

Agricultural innovations derive largely from agricultural research and
development (R&D), which expands the set of technologies available to farmers.
The importance of agricultural R&D is highlighted by the fact that the modest
recovery in productivity gains in sub-Saharan Africa in the 1990s has been
attributed to increased spending on agricultural R&D and extension services,
as well as improved price incentives (Fuglie and Rada, 2013; Block, 1995).
Successes tied to specific commodities (especially maize and cassava breeding)
were cited as the key factors in advancing agriculture in Africa by the majority (62
per cent) of agriculture experts in the above-mentioned survey (Gabre-Madin and
Haggblade, 2004). The case of maize deserves particular attention. As a staple
food crop, it has received special policy attention in several countries. Between
1966 and 1990, more than 300 improved varieties and hybrids were released by
national maize research programmes. This was especially successful in southern
and eastern Africa (Byerlee and Jewell, 1997). The survey also pointed to the
particular success of maize breeding programmes in eastern and southern
Africa, where by the turn of the century 58 per cent of maize area was planted
with improved hybrids, producing yields gains of about 40 per cent more than
local varieties. In western and central Africa, by contrast, only some 20 per cent
of total maize area was planted with improved varieties. Those regions were
more dominated by improved open-pollinating varieties, with output gains of
15-45 per cent more than local varieties. Other major sources of success cited
in the survey include the results of R&D activity, such as breeding to combat
mosaic virus in cassava, and improved breeding of bananas in central Africa
(Gabre-Madin and Haggblade, 2004).

Agricultural R&D is undertaken both by international and national institutions
and by research centres. The former can be either global — such as the
Consultative Group on International Agricultural Research (CGIAR) — or regional.
There is strong complementarity between international and domestic research
institutions.

The fact that the bulk of productivity
enhancements achieved in LDCs
have come from increased yields

points to the importance of
technology embodied in higher-
yielding varieties or in superior
species of cattle.

Successes tied to specific
commodities (especially maize and
cassava breeding) were key factors

in advancing agriculture in Africa.

There is strong complementarity
between international and domestic
research institutions.

There are high rates of return to
public investment in developing and
extending agricultural technologies.
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The agricultural R&D intensity for
low-income countries has declined
marginally over the past 35 years.

In much of sub-Saharan Africa,
public support for agricultural
research and training of scientific
personnel to undertake it stagnated
or withered from the 1980s to 2005.

Recent research documents the existence of high rates of return to public
investment in developing and extending agricultural technologies. In a survey
of studies on Asia, the rates of return to national research investment were
estimated to range from 19 to 218 per cent, while those to national extension
investment varied from 15 to 215 per cent. Returns to international research
investment ranged from 68 to 108 per cent (Evenson and McKinsey Jr., 1991).10
While the returns to R&D are high, several factors prevent them from having
the kind of impact on LDC agricultural productivity that would bring them even
remotely close to their potential.

First, the level of agricultural R&D commitment in low-income countries is
relatively low. The Agricultural Science and Technology Indicators compiled by
the International Food Policy Research Institute (IFPRI) show that the sector’s
agricultural research spending relative to its gross domestic product (GDP) —
the research intensity ratio — is substantially lower than in advanced economies.
In 2008, low-income countries spent only $0.44 (at 2005 purchasing-power
parity (PPP)) on public agricultural R&D for every $100 of agricultural GDP. The
corresponding figure for high-income countries was more than $3 (chart 2.10).
The average intensity ratio for low-income countries has declined marginally over
the past 35 years, meaning that growth in R&D spending has lagged behind
the expansion of agricultural GDP. In high-income countries, by contrast, public
agricultural R&D spending for every $100 of agricultural GDP (2005 PPP) has
risen steadily since the early 1980s, reaching $2.63 in 2000 and $3.07 in 2008.

In much of sub-Saharan Africa, public support for agricultural research and
training of scientific personnel to undertake it stagnated or withered from the
1980s to 2005, so that over half of the continent’s national agricultural research
systems had fewer than 100 scientists in 2000 (Beintema and Stads, 2006).
Private research focused on a few profitable export crops, but there were
few private-public partnerships like those which have characterized dynamic
agricultural research systems, such as that of Brazil (Pardey et al., 2006).

Second, the high volatility of R&D in low-income economies presents an
additional challenge. The inherent lag between the inception of a research

Chart 2.10. Public agricultural R&D expenditure by country income level, 1981-2008, selected years
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project and the adoption of a new technology or crop variety demands that
financial disbursements are sustained and stable, but this is often not the case.
Annual agricultural R&D spending levels in low-income countries were twice
as volatile as those of high-income countries, and considerably more volatile
than those of middle-income countries during the period 2000-2008. Moreover,
average volatility in sub-Saharan Africa proved to be much higher than in other
developing regions. African LDCs such as Burkina Faso, Mauritania and United
Republic of Tanzania recorded volatility coefficients as high as 0.40, compared
with a modest 0.11 in the economies of the Organisation for Economic Co-
operation and Development (OECD) (Beintema et al., 2012).

Third, in the case of African LDCs the challenge of undertaking locally
appropriate R&D is much greater than in Asian LDCs. Several of the latter have
to some extent benefited from the Asian green revolution, which relied heavily
on productivity improvements in the cultivation of a few staples: rice, wheat and
maize. Sub-Saharan Africa, by contrast, has very diversified farming systems, of
which FAO has identified 14 major varieties, ranging from near-desert to forest-
based systems, with significant diversity within each major category (AfDB
et al., 2007). In contrast to the Asian countries that were at the heart of the
green revolution, few African countries are heavily reliant on rice and wheat,
while maize is dominant only in southern Africa. Sub-Saharan Africa’s diverse
agroecologies result in a wide range of farming systems and reliance on a large
number of staples, such as cassava in central Africa and millet and sorghum in
the Sahel, along with significant reliance on livestock in most farming systems.
Accordingly, more varied processing and input technologies for staple crops are
required than those which existed in Asia at a comparable stage of agricultural
development. This implies a much greater need for investment in R&D that is
appropriate to the specific agroecological conditions of the African LDCs.

In addition to generating new technologies with R&D, the innovation
process needs to be complemented by (and interact with) the diffusion of these
innovations. There is no exact correspondence between expenditures (an
input indicator) and technology (an output). Even when technology is actually
developed, it does not always result automatically in its adoption (Zepeda, 2001).
The diffusion process involves the learning and mastery of new techniques by
agricultural producers and their adoption of new varieties, animal species and
other types of inputs (such as fertilizers and machinery). It may often take several
years for innovation to be adopted by farmers. Typically, some farmers adopt
it quickly, while others wait for extension or the results of their neighbours to
convince them to do so.

The fact that innovation diffusion is neither automatic nor rapid indicates the
importance of agricultural extension services. They are crucial to facilitating the
dissemination of new technologies and their learning and adoption by farmers.
They provide a link between the generation of innovations by national and
international research institutions and their mastery and adoption by producers
at the farm level.

The challenges of bringing about the diffusion even of existing technology
are highlighted by the spread of high-yield varieties (HYV) of wheat and rice.
They have been introduced on less than one third of the area planted with
cereal grains in the developing world (Zepeda, 2001). Specifically, in Asia and
the Middle East, 36 per cent of the grain area was HYV, in Latin America, 22
per cent; and in Africa, only 1 per cent (Wolf, 1987). This suggests there is
much potential for increasing agricultural productivity using existing technology.
The use of HYV requires increased use of fertilizer, however, but the inadequate
water supply in many LDCs has made fertilizer use and hence HYV unprofitable.
Moreover, low levels of adoption of HYV in African LDCs are also the result of a
lack of appropriate technology development and of the few extension services

Annual agricultural R&D spending
levels in low-income countries were
twice as volatile as those of high-
income countries during the period
2000-2008.

Sub-Saharan Africa has very
diversified farming systems and
therefore quite varied processing
and input technologies for staple
crops are required.

Agricultural extension services
are crucial to facilitating the
dissemination of new technologies
and their learning and adoption
by farmers.

There is much potential for
increasing agricultural productivity
using existing technology.
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Poorer farmers tend to be very risk-
averse, which can negatively affect
their adoption of new technologies.

Interaction and feedback between
users and generators of agricultural
technological innovation are
essential to spurring technological

upgrading and productivity increase.

Improvements in human capital
influence the acquisition and
assimilation of information,
and the learning, mastery and
implementation of technology.

The quality of human capital derives
from such factors as the level of
education of the labour force, its

health situation and its gender
composition.

that target women (Jahnke, Kirschke and Lagemann, 1987). Furthermore, non-
traditional crops have rarely been the focus of improved varieties or technology,
and the potential exists to develop them in order to increase agricultural
production.

Beyond the quality and availability of agricultural extension services, another
oft-encountered obstacle to the adoption of new agricultural technologies —
especially in LDCs — is poverty. Poorer farmers tend to be very risk-averse.
They accept lower returns in exchange for lower risk in order to smooth their
consumption. Wealthier farmers, particularly those with larger farms and
diversified incomes, have higher rates of farm investment on a per hectare basis
(Zepeda, 2001). This can negatively affect their adoption of new technologies,
given the higher risks they often entail. This, in turn, reinforces their poverty and
keeps them trapped in the vicious circle of poverty and low productivity (chart
2.1).

The difficulties of technological upgrading in LDC agriculture are illustrated
by the relative weakness of the agro-industry sectors and agribusiness firms
in the United Republic of Tanzania in promoting internal technological learning
and acquiring technological capability through investments in new equipment.
This weakness is due to inadequate public R&D, low private R&D spending,
and weak training, extension, business and technical support systems. All
types of (public and private) extension services for firms, in the form of support
institutions that can be easily accessed to give advice on new technologies and
on new equipment, are weak. Evidence from across the country suggests that
management capacity, R&D spending, and extension services and training are
crucial to business success and to steady productivity improvements in these
sectors (Goedhuys, Janz and Mohnen, 2013). Also important is the intensified
dialogue of public research, training and extension institutions with the private
sector (and its associations) on reforming and adapting the research agenda,
the delivery of extension services and the content of training programmes.
Interaction and feedback between users and generators of technological
innovation are essential to spurring technological upgrading and productivity
increase, in an illustration of the circular model of innovation (Rosenberg, 1982).

b. Human capital

Human capital plays a key role in determining whether and how technology
will be adopted in agricultural production, since it affects the use and combination
of inputs by farmers. Improvements in human capital influence the acquisition
and assimilation of information, and the learning, mastery and implementation
of technology. Human capital also has an impact on farmers’ ability to adapt
technology to a particular situation and to changing needs (Schultz, 1972;
Zepeda, 2001). Even in the absence of innovation, farm productivity may be
enhanced by investments in education. There may be an efficiency advantage for
farmers who are better prepared to anticipate and cope with instability. Farmers
must adapt frequently in order to survive in an LDC environment characterized by
high input and output price volatility (Asfaw and Admassie, 1996), unpredictable
weather (which is increasingly common due to climate change), pests and crop
disease. Therefore, the impact of agricultural extension services is enhanced by
the quality of human capital, as research has shown (Dercon et al., 2008).

The quality of human capital, in turn, derives from such factors as the level
of education of the labour force, its health situation and its gender composition.
The first condition for a (reasonably) productive agricultural labour force is good
health, especially in a situation of very low mechanization of agriculture, as is the
case of LDCs. Health, in turn, depends on the nutritional situation of agricultural
workers and, hence, on the absence of hunger. The latter has a negative impact
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on agricultural labour productivity (and on wages), as evidenced by a number of
empirical studies (Stamoulis and Zezza, 2003). Farmers who suffer from hunger
are typically trapped in the vicious circle of poverty, hunger and low productivity,
as shown in chart 2.1 (von Braun, Teklu and Webb, 1998).

Empirical evidence suggests that at least four years of primary schooling
are needed if education is to have a significant effect on farm productivity (Weir,
1999). Eighteen studies representing 37 data sets (primarily in Asia) indicate a
9.5-per-cent increase in productivity associated with four years of schooling for
modernizing farmers, but only 1.3 per cent for traditional farmers (Lockheed,
Jamison and Lau, 1980). These general trends are confirmed by 12 other studies,
which point to an average increase in output attributable to four additional years
of schooling of 11.4 per cent for modernizing farmers, as compared with just
7.6 per cent for traditional farmers (Phillips, 1994). A more recent study of rural
northern Nigeria finds productivity-enhancing effects of education (schooling
and extension contact) only under improved technology. Factors that promote
technology adoption will thus indirectly raise the marginal contributions of
farmer education; these include schooling, participatory technology evaluation,
improved seed supply, and market access (Alene and Manyong, 2007). The
results demonstrate that schooling not only enhances agricultural productivity
following technology adoption but also promotes the adoption itself.

Beyond the impact of education on the human capital quality of the
agricultural labour force, land productivity is also influenced by whether a
household is male- or female-headed (Chapter 4 of this Report).

3. PuBLIC INVESTMENT AND POLICIES

Public spending (in both LDCs and other countries) has a significant influence
on agricultural productivity not only through outlays on knowledge-building
(e.g. agricultural R&D, extension services and education), but also through
its investment in physical infrastructure. Irrigation systems and roads may be
required to make a technology profitable to implement, and physical access to
input and output markets provides incentives to farmers’ productive upgrading.
Similarly, the presence of storage facilities and physical marketing facilities offers
an incentive for productivity enhancement. Moreover, public investment in these
areas is a precondition for private investment in agriculture and stimulates the
latter (Zepeda, 2001). The “soft” (institutional) infrastructure and public policies
also contribute to fostering or hindering the growth of the sector’s productivity.
In some cases reforms in pricing policy or the marketing system may have
changed the incentive structure and helped boost productivity growth.

Road density is much lower in LDCs than in ODCs and developed countries.
In African LDCs and Haiti, and in Asian LDCs, it corresponds to just 15 per cent
and 33 per cent, respectively, of the level of ODCs (chart 2.11). Sub-Saharan
Africa’s present road density, at 201 km/1000 km?, is less than a third of that of
India in 1950 (703 km/1000 km?). Even Rwanda, the continent’s most densely
populated country, does not have the road density of India in 1950. Today’s gap
is even wider: India’s road density is 32 times that of Ethiopia and 255 times that
of Sudan (Staatz and Dembélé, 2007).

Public investment in rural roads had the largest positive impact on agricultural
productivity growth as compared with other explanatory variables, according
to a study of country- and regional-level public expenditure in rural India (Fan,
Hazell and Thorat, 1999). Other studies of the effect of road connectivity on
input use, crop output and household income have suggested that isolation
— defined as travel time during the dry season from a rural community to
the nearest urban centre — entails lower agricultural productivity, increased

Four years of primary schooling are
needed if education is to have a
significant effect on
farm productivity.
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influence on agricultural productivity
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Public investment is a precondition
for private investment in agriculture
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Chart 2.11. Road density by country groups, 2001-2011
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Source: World Bank, World Development Indicators database (http://data.worldbank.org/data-catalog/world-development-indicators).

Isolation entails lower agricultural
productivity, increased transport
and transaction costs, increased
insecurity, and a reduction in per
capita consumption.

Reducing travel time to major cities
has significant effects on agricultural
productivity.

transport and transaction costs, increased insecurity, and a reduction in per
capita consumption. These studies are based on household data for Ethiopia
(Chamberlin et al.,, 2007) and Madagascar (Stifel and Minten, 2008). They
observe that the distance to a passable road and the cost of transporting
rice significantly decrease the use of fertilizer in rice production. Controlling
for soil fertility, they demonstrate that crop yields for the three major staples in
Madagascar — rice, maize and cassava — are lower in isolated areas.

Analyses of the long-run relationship between market access and agricultural
production in Democratic Republic of the Congo and sub-Saharan Africa more
generally show that agricultural production is highly correlated with proximity to
urban markets (as measured by time travel), rather than with physical distance
to the market (Ulimwengu et al., 2009; and Dorosh et al., 2010, respectively).
In other words, reducing travel time to major cities has significant effects on
agricultural productivity in sub-Saharan Africa.

In allocating public investment in infrastructure, the choice has to be made
between a transport corridor development strategy and a rural feeder road
strategy. It has been found that investments in corridors have a limited effect on
smallholders and agricultural production. A study of corridors in Mozambique
and United Republic of Tanzania suggests that these routes are likely to be
“corridors of power” that benefit relatively few, rather than “corridors of plenty”,
with 90 per cent of smallholders likely to be left out of value chains. Therefore,
additional opportunities and support should be provided to smallholders to help
them benefit from corridors by linking those large infrastructure developments to
the upgrading of feeder roads and storage facilities (Byiers and Rampa, 2013).
This is confirmed by Dercon and Hoddinott (2005), who argue that low-quality
feeder roads raise more poor people out of poverty for every dollar spent than
high-quality trunk roads, making them a win-win strategy for growth and poverty
alleviation.

With regard to soft infrastructure, the importance of policy reform in producing
higher returns in agriculture is increasingly recognized. An example of the
relation between policy reform and productivity is the implementation of China’s
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“responsibility system” in 1980-1981, which linked productivity to material
reward and resulted in increased crop yields “for every major crop” (Wiens, 1983).
Lin (1992) calculated that 42-47 per cent of the growth in agricultural output
between 1978 and 1984 was attributable to that system. In another example,
price reforms implemented in Egypt in 1986 contributed to increased yields of
wheat, maize and rice from 1987 to 1993 (Khedr, Ehrich and Fletcher, 1996).
Bevan, Collier and Gunning (1993) show how agricultural production in United
Republic of Tanzania accelerated after price controls and export taxes were
removed in 1984. These are examples of the long-term process of structural
transformation, in which typically net resource transfers from agriculture to other
economic sectors are initially high, but are subsequently gradually reduced
through changes in tax and other policies and regulatory mechanisms (Timmer,
1988)."" This evolution tends to change the incentives structure for farmers and
to favour agricultural productivity growth.

Another form of institutional development that encourages productivity
growth is the development of credit institutions and financial markets (including
credit and insurance). The dearth of farmers’ access to these mechanisms, or
the deficient quality of the supply of the services that are available to them,
constitute major obstacles to their risk-taking, their adoption of new technologies
and their improvements to productivity. Well-functioning, easily accessible
markets for credit, for example, help farmers purchase productivity-enhancing
inputs. Unfavourable social outcomes are more likely when these conditions are
not in place.

Assigning property rights is viewed as a means of promoting development
through the efficient and responsible use of resources (North, 1994). In the case
of agriculture, it is argued that tenure security is an incentive for investment and
that land property rights can be used as collateral for credit. In keeping with this
view, many LDCs have adopted policies to title agricultural land, especially since
the 1990s. However, this has also had unintended consequences. It tends to
lead to larger average plot sizes, where economies of scale may supposedly
be achieved. It also tends to result in large numbers of landless peasants.
After titling and the creation of land markets, peasants often view the sale of
small plots as an opportunity. However, becoming landless, and with limited
opportunities for wage labour in rural areas, these ex-farmers have frequently
been forced to emigrate to cities (Bouquet, 2015). Another mechanism of loss of
access to land has often been the use of land as collateral in credit operations
undertaken by farmers. This has happened a number of times in connection
with microcredit operations, where farmers have not been able to service their
debt because of the high interest rates which this type of credit typically entails.

4. AGROECOLOGICAL CONDITIONS AND CLIMATE CHANGE

The natural fertility of soils is a major determinant of land productivity, as
are the other agroecological conditions under which farmers produce. Farmers’
investment decisions and agricultural practices can enhance or alternatively
deplete the natural fertility of the soil. The irreversibility of investment in
agriculture means that once investment is made, it is impossible — or at least
very difficult — to redirect it to uses other than that originally planned. While this
is common to any form of physical investment, it occurs much more frequently
in agriculture than in other sectors. Allied with the inherent uncertainties of
investment, this means that farmers tend to underinvest in equipment, land
improvement and human capital. In any given year, net agricultural investment
is likely to be negative (depreciation is higher than gross investment (Zepeda,
2001)). This is particularly true in LDCs, where low income and limited financial
market development render access to insurance especially difficult for farmers.
Therefore, in the absence of investment in land regeneration and low fertilizer
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credit institutions and financial
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use, land quality tends to deteriorate. This has an adverse long-term impact on
land productivity.

These factors will likely be affected by climate change and its related
developments, such as temperature increases, changes in precipitation,
Agricultural output is projected ~ decreased predictability of rainy seasons and increased frequency of extreme
to decline by the late twenty-first ~ Weather events (Keane et al., 2009). Their effects will vary considerably even
within countries, ranging from agricultural areas that are lost to those that are
gained, and from yield decreases to increases in different areas/crops. For low-
income countries, estimates of changes in yield due to climate change between
2000 and 2050 range from -0.51 to -3.37 per cent for maize, from +1.61 to
-9.79 per cent for rice and from -10.09 to -18.0 per cent for wheat (Nelson et al.,
2010). In aggregate terms, agricultural output is projected to decline by the late
twenty-first century even under the most optimistic scenario. The latter assumes
carbon fertilization, which means that an increased concentration of carbon
dioxide in the atmosphere (associated with climate change) can to some extent
have a positive effect on crop productivity, since it stimulates photosynthesis
and reduces loss of water by plants. Agricultural production is projected to
contract in all 21 LDCs for which data are available, but in proportions that vary
widely from less than 5 per cent in Democratic Republic of the Congo, Nepal,
Somalia and Uganda to more than 40 per cent in Central African Republic and
Senegal (Chart 2.12). The negative impact is generally much greater in African

century even under the most
optimistic scenario.

Chart 2.12. Estimated loss in agricultural output by the 2080s, selected LDCs

(Per cent of agricultural output in 2003)

Central African Republic
Senegal

Zambia

Mali

Niger

Guinea

Sierra Leone
Guinea-Bissau

Liberia

Malawi

Cambodia

Madagascar
Afghanistan

Burkina Faso

United Rep. of Tanzania

Mozambique |—

Bangladesh

Nepal ==

Uganda |

Somalia |

Dem. Rep. of the Congo mm
0 10 20 30 40 50 60

Source: UNCTAD secretariat elaboration, based on data from Cline (2007).
Note:  Estimates include carbon fertilization, where an increased concentration of carbon dioxide in the atmosphere acts as a stimulus
to crop productivity.



CHAPTER 2. Agricultural Productivity: Developments, Determinants and Impacts 65

than in Asian LDCs. Considering that the agricultural labour force is projected to
continue increasing in all of these countries, climate change is expected to cause
a contraction of labour productivity (ceteris paribus) of even greater proportions.

5. RuRAL DIVERSIFICATION The negative impact of climate
change on agricultural production

Rural diversification (discussed in Chapter 3) is a key driver and facilitator of ) i
is generally much greater in African

productivity growth and upgrading in agriculture. The rise in off-farm income
provides an additional source of financing for agricultural investment and than in Asian LDCs.
technological upgrading, and the development of off-farm activities increases
the supply of important inputs and services for agriculture, while also boosting
demand growth for agricultural production. Improved vertical coordination is
critical to achieving the timely flow of productivity-enhancing inputs to farmers
and of quality agricultural raw materials to agro-industry. At the same time,
production must be closely aligned with the rapidly evolving demands of
consumers. Structural change in farming and agro-industry are thus closely
interrelated (Staatz, 2011).

Chart 2.13. Agricultural productivity, land/labour ratios and rural diversification in selected LDCs
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More diversified rural economies
tend to register higher levels
of labour productivity in the

agricultural sector.

More diversified rural economies tend to register higher levels of labour
productivity in the agricultural sector, as shown by the positive correlation (around
0.4) between rural diversification and labour productivity in the agricultural sector
for a sample of 26 LDCs in all geographical regions (chart 2.13A).12

The increases in labour productivity related to rural diversification, however,
are not associated with increases in land productivity. There is, in fact, no sign
of positive correlation between land productivity and percentage of employment
outside the agricultural sector. More diversified rural economies employ fewer
workers, on average, in agriculture and are therefore characterized by relatively
higher land/labour ratios (chart 2.13B). This relatively lower utilization of land may
in part explain why the improvements in labour productivity are not reflected in
higher yields per hectare.

E. Summary

The main points raised in this chapter are:

e | DC agriculture employs land and labour intensively, but makes limited
use of other inputs (fertilizers, irrigated water, machinery), which results in
low levels of productivity.

¢ Increasing land and labour productivity in agriculture is critical to structural
transformation, poverty reduction and food security.

e Agricultural productivity declined across all LDC subgroups in the 1980s,
and has exhibited strong growth only in Asian LDCs since 2000, allowing
them to overtake the African and island LDCs.

e Labour productivity in agriculture in LDCs (with sectoral production
measured by value added) is 18.7 per cent of that in ODCs and 1.8
per cent that in developed countries, and these gaps have widened
progressively over time.

e |and productivity has risen much faster in LDCs than labour productivity,
starting to converge with developed countries but not with ODCs, and
the gaps are much narrower.

e Land/labour ratios have declined for all LDC geographical subgroups.

e Total factor productivity in LDC agriculture stagnated from the 1960s to
the 1980s, but started to increase in the 1990s and accelerated after
2000, especially in Asian LDCs.

e Major drivers of increasing agricultural productivity are use and quality
of inputs, development and adoption of high-yield varieties, education,
public investment in infrastructure and diversification into non-farm
activities.

e Well integrated national and international efforts towards technology
generation and innovation diffusion can make a major contribution to
raising agricultural productivity.

e Public policies can greatly contribute to enhancing agricultural productivity
through spending on R&D, extension services, education, and physical
and institutional infrastructure.

e (Climate change is likely to have a negative effect on agricultural
productivity in most LDCs.
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Notes

As used in this chapter, “agriculture” refers to agriculture, forestry and fisheries, unless
otherwise specified.

Conflicts of land use are bound to arise when land becomes scarcer and extensive
expansion of agricultural production (which has been the practice especially in African
LDCs) becomes more difficult.

For the classification of LDCs according to geographical/structural criteria, see page
xiil.

Data on productivity trends and developments in individual countries are provided in
the annex to this chapter.

For the classification of LDCs according to export specialization, see page Xiii.
Between 2015 and 2100, the populations of 33 countries, most of them LDCs,
have a high probability of at least tripling. Among them, the populations of Angola,
Burundi, Democratic Republic of Congo, Malawi, Mali, Niger, Somalia, Uganda,
United Republic of Tanzania and Zambia are projected to increase at least fivefold by
2100. The concentration of population growth in the poorest countries will make it
harder for their governments to eradicate poverty and inequality; combat hunger and
malnutrition; expand education enrolment and health systems; improve the provision
of basic services; and implement other elements of a sustainable development agenda
to ensure that no one is left behind (UN/DESA, Population Division, 2015).

Astudy of the competitiveness of commercial agriculture compared the on-farm per-unit
production costs for several agricultural products produced in the Guinea-Savannah
regions of Africa with production costs for the same products in Brazil and Thailand.
It showed that while African farm-level costs were comparable to those in Brazil and
Thailand, this “competitiveness” was based on: (1) soil mining (the depletion of soil
nutrient reserves, leading to soil degradation); and (2) extremely low returns to labour,
reflecting few alternative employment opportunities for workers — hardly a model for
poverty reduction (World Bank, 2009).

The proportion of land under irrigation in sub-Saharan Africa is currently less than a
quarter of that of India in 1961, at the dawn of its green revolution. Increasing the
percentage of irrigated land in sub-Saharan Africa to the Indian levels of 1960 would
cost approximately $114 billion.

The capital intensity of the agriculture of developed countries is significantly higher
than that of developing countries, including both LDCs and ODCs. The former use
54.5 machines per hectare, five times as many as in ODCs.

In the case of India, public investment in research accounts for over half of agricultural
growth, while extension contributes about one third and infrastructure accounts for very
little growth. Internal rates of return were estimated at 218 per cent for public research,
177 per cent for public extension and 95 per cent for private research expenditures
(Evenson and McKinsey Jr., 1991).

In developed countries, this process has typically gone furthest, to the point where
other economic sectors transfer net resources to agriculture.

Data on rural diversification are extracted from several demographic and health surveys
(DHS). Diversification is measured by the share of rural labour force working outside
the agricultural sector. For labour productivity, for each country in the sample the most
recent DHS available and the corresponding level of output per worker for the same
year are used.
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Annex table 2.1. Total economically active population in agriculture in LDCs and other country groups, 1980-2012, selected years
(Thousand workers)

Afghanistan 3004 2513 4013 5431 5809
Angola 2 533 3323 4 336 6 021 6 582
Bangladesh 25196 31416 32 457 32 622 32154
Benin 814 1150 1478 1723 1769
Bhutan 134 160 169 308 335
Burkina Faso 2737 3535 4703 6519 7194
Burundi 1839 2 546 2 879 4117 4435
Cambodia 2404 2979 3 956 5 046 5313
Central African Republic 862 1030 1168 1239 1272
Chad 1298 1871 2 441 3090 3234
Comoros 99 127 161 206 222
Democratic Republic of the Congo 7 320 9 071 11 063 13 381 14117
Djibouti 119 191 230 268 282
Equatorial Guinea 67 108 142 175 187
Eritrea? 631 867 1173 1694 1853
Ethiopia? 12 487 17 166 24 226 33 255 36 089
Gambia 227 333 436 588 649
Guinea 1952 2479 3480 4176 4470
Guinea-Bissau 283 338 402 468 498
Haiti 1662 1783 1977 2 251 2323
Kiribati 8 10 10 11 11
Lao People's Democratic Republic 1172 1505 1 891 2 443 2 656
Lesotho 243 291 328 335 344
Liberia 541 562 724 905 955
Madagascar 3248 4125 5374 7 384 8 102
Malawi 2 523 3401 3939 4946 5375
Mali 1622 1795 2162 2780 2989
Mauritania 431 442 584 777 841
Mozambique 5 050 5217 7119 8 885 9544
Myanmar 12 445 15 521 18 441 20 325 20929
Nepal 5200 6 301 8245 10 804 11 535
Niger 1742 2234 3116 4 341 4 839
Rwanda 2141 2 866 3363 4 450 4 821
Sao Tome and Principe 21 24 27 35 38
Senegal 1890 2 381 3 036 3977 4373
Sierra Leone 899 1098 1038 1296 1337
Solomon Islands 67 91 119 148 157
Somalia 1781 1797 2 045 2520 2720
South Sudan® - - - - 1792
Sudan® 4434 5005 6 252 7 450 6025
Timor-Leste 203 249 238 338 358
Togo 714 939 1119 1346 1430
Tuvalu 1 1 1 1 1
Uganda 4902 6 603 8 442 11 202 12 197
United Republic of Tanzania 7 806 10 556 13 549 16 928 18 346
Vanuatu 26 30 33 38 39
Yemen 1075 1330 1871 2191 2214
Zambia 1501 2210 2 658 3 246 3536
LDCs (total) 127 354 159 570 196 614 241 680 256 291
African LDCs and Haiti 76 299 97 313 124 982 161 733 174 520
Asia LDCs 50 630 61725 71043 79170 80 945
Island LDCs 425 532 589 777 826
Other develping countries 761 358 933 492 998 179 1037 298 1041 515
Developed countries 40 080 31751 22 338 15998 14 455
Source: UNCTAD secretariat calculations, based on data from FAO, FAOSTAT database (accessed August 2015).
Notes: a Estimates for 1980 and 1990; b Data prior to 2011 are for former Sudan.
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ultural labour productivity in LDCs and other country groups, 1980-2013, selected years

Sectoral production measured by value added Sectoral production measured by final output value
(2005 thousand dollars / worker) (2004-2006 international dollars / worker)

1991 2000 2010 2012 2013 1980 1990 2000 2010 2013

Afghanistan 1354.3 674.9 686.1 702.2 748.7 779.8 797.8 620.1 613.0 593.3
Angola 821.9 521.5 1424.2 1544.0 1531.3 314.5 249.1 309.1 608.5 681.9
Bangladesh 280.1 315.3 480.8 520.9 534.6 338.9 339.4 452.0 649.3 692.9
Benin 776.5 946.9 953.7 1015.0 1055.3 584.0 678.4 972.6 1073.6 1321.8
Bhutan 1024.5 1081.7 952.3 886.0 988.4 580.7 636.1 597.8 452.0 427.0
Burkina Faso 228.4 302.7 538.7 563.5 583.1 209.9 291.6 299.4 383.1 368.0
Burundi 247.9 193.1 2111 210.0 2121 419.7 399.4 337.0 295.5 328.5
Cambodia 351.0 370.4 569.3 611.2 622.7 282.2 394.6 462.8 705.1 822.5
Central African Republic 436.1 482.6 446.9 460.3 283.0 500.9 516.2 654.5 745.3 782.3
Chad 451.1 444.0 556.8 571.7 529.5 512.5 430.5 437.4 464.0 489.3
Comoros 1475.8 13771 1308.3 1342.3 1365.0 397.7 401.1 378.6 351.3 325.0
Democratic Republic of the Congo 261.5 205.3 188.1 189.8 194.1 4455 484.6 340.3 292.8 305.0
Dijibouti . . . . . 2141 267.1 201.0 240.8 259.5
Equatorial Guinea 571.4 1350.1 1954.8 17247 1653.5 407.3 362.7 275.3 265.9 261.5
Eritrea? 139.1 118.1 102.0 99.5 101.8 265.2 205.4 150.2 139.8 132.5
Ethiopia® 154.9 181.7 256.1 282.9 299.1 326.7 253.1 215.0 303.2 297.9
Gambia 431.6 476.2 512.3 398.9 425.2 283.0 220.0 271.7 275.8 179.7
Guinea 204.4 2171 184.3 199.9 206.7 407.0 401.7 410.3 453.8 459.0
Guinea-Bissau 672.0 650.7 593.1 599.0 573.9 336.8 4421 519.1 622.9 675.2
Haiti 1096.6 601.0 481.8 465.9 481.9 562.4 505.3 467.9 467.0 481.6
Kiribati . . . . - 14914 1206.4 1709.6 24477 2516.0
Lao People's Democratic Republic 310.3 410.7 462.5 474.0 482.3 366.1 430.6 562.9 650.4 742.5
Lesotho 3471 359.1 373.8 356.2 381.5 441.8 426.8 386.0 411.9 404.6
Liberia 613.8 712.7 1130.1 1365.2 1478.8 584.7 453.2 544.4 435.6 4145
Madagascar 230.2 207.8 173.9 166.5 151.5 619.9 574.2 470.7 458.2 421.0
Malawi 289.2 354.8 313.2 307.2 315.6 323.9 282.5 457.0 567.5 640.2
Mali 917.7 841.6 935.1 944.0 858.2 634.9 787.2 798.8 12452 1162.1
Mauritania 17573 12715 1358.3 1361.5 1453.2 666.4 758.9 662.2 628.6 619.9
Mozambique 234.2 232.9 389.1 404.2 411.5 229.8 214.5 223.4 321.2 319.3
Myanmar 146.5 232.0 579.1 598.8 694.4 413.0 360.9 513.7 846.2 811.4
Nepal 245.2 259.4 316.9 334.2 332.9 339.5 445.3 452.8 449.9 484.4
Niger 592.8 484.5 632.0 661.4 638.8 551.8 450.5 488.2 711.0 592.6
Rwanda 265.0 253.9 313.5 327.6 326.9 425.0 381.3 361.4 482.4 523.8
Sao Tome and Principe . . . . . 673.9 508.3 914.0 760.7 763.6
Senegal 652.6 690.5 548.9 511.4 463.2 282.6 354.4 379.6 419.5 318.6
Sierra Leone 905.9 418.0 769.8 839.1 882.1 386.3 386.2 305.2 821.2 909.6
Solomon Islands 1338.3 1007.5 1 306.1 1304.2 1359.5 873.4 704.5 705.5 767.5 772.9
Somalia . . . . . 725.5 813.2 704.1 665.5 692.5
Sudan® 1655.5 2594.9 3424.6 2895.8 2900.9 846.3 762.8 11375 1199.8 1315.0
Timor-Leste 439.7 420.1 439.0 418.0 373.0
Togo 599.9 592.5 591.3 482.4 469.5 474.3 484.9 538.0 617.6 569.4
Tuvalu 829.3 527.4 799.3 936.4 912.3
Uganda 377.4 451.7 483.2 468.5 462.7 470.3 513.0 517.0 506.3 468.4
United Republic of Tanzania 317.3 334.2 423.0 434.0 436.4 369.9 366.6 318.8 451.6 497.7
Vanuatu 1976.9 2270.8 1826.5 2082.8 21149
Yemen 682.9 1008.7 2070.2 1856.4 1787.0 548.7 568.8 593.7 837.2 838.3
Zambia 607.8 521.0 570.8 723.9 656.5 351.7 332.3 324.5 5441 549.5
LDCs (total) 350.5 376.9 507.5 516.6 525.1 412.9 400.2 433.3 544.1 553.5
African LDCs and Haiti 387.1 406.7 498.4 498.3 498.9 429.3 408.9 403.0 478.3 485.6
Asia LDCs 293.9 327.3 522.9 552.2 578.8 386.4 384.9 485.2 678.2 699.7
Island LDCs 1410.8 1206.5 1307.3 1325.0 1362.5 624.6 587.5 598.0 593.1 565.5
Other develping countries 1156.7| 1440.5 24634 2776.8| 2876.3 622.6 751.8 10105 1348.9 1459.0
Developed countries 13 696.3 | 18 494.0 27 427.4 27 397.7 | 29 484.7  10618.6 | 14 738.7 | 22 883.2 | 33 704.8 | 38 367.5
Source: For sectoral production mesured by value added: UNCTAD secretariat calculations, based on data from UNTAD, UNCTADStat database for value added

(accessed in August 2015), and ILO, WESO 2015 database for labour (accessed in August 2015).
For sectoral production mesured by final output value: UNCTAD secretariat calculations, based on data from FAO, FAOSTAT database (accessed August
otes: zolgsst?;nates for 1980 and 1990; b Data prior to 2011 are for former Sudan. Data are unavailable for South Sudan.
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Annex table 2.3. Agricultural land productivity in LDCs and other country groups , 1980-2012, selected years

4-2006 international dollars / hectare)

1980 1990 2000 2010

Afghanistan 61.6 52.7 65.9 87.8 92.9
Angola 13.9 14.4 234 62.8 56.5
Bangladesh 855.0 1026.7 1560.7 2292.1 2398.4
Benin 234.5 343.7 449.9 537.7 571.8
Bhutan 188.4 224.2 190.6 267.7 284.0
Burkina Faso 65.4 107.7 1441 206.9 217.6
Burundi 369.6 482.0 519.6 663.7 552.2
Cambodia 256.0 263.8 383.8 629.2 730.0
Central African Republic 87.3 106.2 148.5 181.8 192.8
Chad 13.8 16.7 22.0 28.9 33.0
Comoros 358.0 398.0 420.4 469.9 451.7
Democratic Republic of the Congo 126.9 169.3 1471 152.1 163.8
Djibouti 19.6 39.3 28.9 37.9 43.0
Equatorial Guinea 81.7 117.3 117.1 158.3 1711
Eritrea? 13.6 14.8 234 31.2 32.5
Ethiopia® 87.1 98.2 169.9 282.6 293.8
Gambia 114.1 125.0 214.6 263.7 212.3
Guinea 55.9 70.4 105.8 132.5 1421
Guinea-Bissau 68.9 103.3 128.2 178.9 201.9
Haiti 584.2 564.2 547.4 562.1 591.6
Kiribati 314.0 309.3 502.8 791.9 807.1
Lao People's Democratic Republic 267.2 390.4 575.0 667.6 7911
Lesotho 46.8 53.5 54.2 59.3 54.2
Liberia 122.8 102.2 151.0 148.2 151.3
Madagascar 55.9 65.2 62.5 81.7 87.2
Malawi 213.4 227.8 380.6 493.7 556.0
Mali 32.1 44.0 44.7 84.3 85.6
Mauritania 7.3 8.5 9.7 12.3 13.2
Mozambique 24.6 23.5 33.0 57.1 59.2
Myanmar 495.0 537.2 876.2 1373.0 1323.2
Nepal 432.1 677.0 878.6 1178.0 1457.9
Niger 31.3 30.5 41.1 70.2 67.1
Rwanda 530.5 581.6 727.9 1172.7 1328.1
Sao Tome and Principe 382.5 290.4 503.6 548.9 536.3
Senegal 60.4 95.1 131.6 175.5 157.3
Sierra Leone 127.5 150.1 112.7 270.8 281.9
Solomon Islands 991.8 942.8 1104.6 1061.6 1103.9
Somalia 29.4 33.2 32.7 38.0 40.3
Sudan® 34.0 31.1 54.1 65.6 65.2
Timor-Leste 319.9 329.0 310.0 379.8 376.9
Togo 111.6 142.7 165.8 226.8 233.5
Tuvalu 414.7 263.7 399.7 520.2 496.5
Uganda 215.9 283.2 348.9 403.3 395.8
United Republic of Tanzania 87.5 113.8 127.1 2041 216.6
Vanuatu 401.6 448.2 344.4 423.2 415.7
Yemen 25.1 32.0 46.9 77.8 80.5
Zambia 26.6 35.3 38.3 75.4 82.6
LDCs (total) 70.4 83.1 109.5 160.8 166.4

African LDCs and Haiti 49.9 59.0 73.6 107.3 111.0

Asia LDCs 215.8 254.9 370.5 559.6 586.0

Island LDCs 406.5 417.3 430.6 509.6 506.7
Other develping countries 187.0 251.0 343.5 477.0 505.1
Developed countries 348.9 391.4 439.3 499.3 496.1

Source: UNCTAD secretariat calculations, based on data from FAO, FAOSTAT database (accessed August 2015).

otes: a Estimates for 1980 and 1990; b Data prior to 2011 are for former Sudan. Data are unavailable for South Sudan.
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Annex table 2.4. Land/labour ratio in LDCs and other country groups, 1980-2012, selected years

1980 2000

Afghanistan 12.67 15.14 9.41 6.98 6.67
Angola 22.66 17.27 13.21 9.70 9.26
Bangladesh 0.40 0.33 0.29 0.28 0.28
Benin 2.49 1.97 2.16 2.00 2.11
Bhutan 3.08 2.84 3.14 1.69 1.59
Burkina Faso 3.21 2.71 2.08 1.85 1.73
Burundi 1.14 0.83 0.65 0.45 0.45
Cambodia 1.10 1.50 1.21 1.12 1.10
Central African Republic 5.74 4.86 4.41 410 4.03
Chad 37.10 25.82 19.92 16.03 15.67
Comoros 1.11 1.01 0.90 0.75 0.73
Democratic Republic of the Congo 3.51 2.86 2.31 1.93 1.88
Djibouti 10.93 6.80 6.96 6.35 6.14
Equatorial Guinea 4.99 3.09 2.35 1.68 1.55
Eritrea® 19.47 13.90 6.42 4.48 4.22
Ethiopia? 3.75 2.58 1.27 1.07 1.04
Gambia 2.48 1.76 1.27 1.05 0.96
Guinea 7.29 5.70 3.88 3.42 3.30
Guinea-Bissau 4.89 4.28 4.05 3.48 3.35
Haiti 0.96 0.90 0.85 0.83 0.77
Kiribati 4.75 3.90 3.40 3.09 3.09
Lao People's Democratic Republic 1.37 1.10 0.98 0.97 0.95
Lesotho 9.45 7.98 712 6.94 6.70
Liberia 4.76 4.44 3.60 2.94 2.88
Madagascar 11.10 8.81 7.54 5.61 5.27
Malawi 1.52 1.24 1.20 1.15 1.10
Mali 19.78 17.90 17.85 14.77 14.28
Mauritania 91.56 89.72 68.07 51.11 48.43
Mozambique 9.33 9.14 6.76 5.62 5.36
Myanmar 0.83 0.67 0.59 0.62 0.61
Nepal 0.79 0.66 0.52 0.38 0.36
Niger 17.63 14.79 11.87 10.13 9.60
Rwanda 0.80 0.66 0.50 0.41 0.40
Sao Tome and Principe 1.76 1.75 1.81 1.39 1.34
Senegal 4.68 3.72 2.88 2.39 2.13
Sierra Leone 3.038 2.57 2.71 3.03 3.10
Solomon Islands 0.88 0.75 0.64 0.72 0.69
Somalia 24.71 24.51 21.55 17.51 16.66
South Sudan - - - - 16.44
Sudan® 24.91 24.56 21.05 18.29 64.92
Timor-Leste 1.37 1.28 1.42 1.10 1.09
Togo 4.25 3.40 3.24 2.72 2.75
Tuvalu 2.00 2.00 2.00 1.80 1.80
Uganda 2.18 1.81 1.48 1.26 1.20
United Republic of Tanzania 4.23 3.22 2.51 2.21 2.28
Vanuatu 4.92 5.07 5.30 4.92 4.92
Yemen 21.83 17.76 12.65 10.76 10.65
Zambia 13.22 9.42 8.46 7.22 6.94
LDCs (total) 5.87 4.82 3.96 3.38 3.30

African LDCs and Haiti 8.60 6.93 5.47 4.46 4.31

Asia LDCs 1.79 1.51 1.31 1.21 1.19

Island LDCs 1.54 1.41 1.39 1.16 1.14
Other develping countries 3.3 3.0 2.9 2.8 2.8
Developed countries 30.4 37.7 52.1 67.5 72.7
Source: UNCTAD secretariat calculations, based on data from FAO, FAOSTAT database (accessed August 2015).
Notes: a Estimates for 1980 and 1990; b Data prior to 2011 are for former Sudan.
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Annex table 2.5. Growth rate of agricultural total factor productivity, 1960-2011

(Annual averages, per cent)

1960s 1970s 1980s 1990s 2000s 2010sa

Afghanistan 1.7 0.7 -0.1 1.8 -1.8 -1.9
Angola -2.0 -4.0 -1.0 3.5 4.9 -2.6
Bangladesh -0.2 -0.3 0.1 15 2.8 -0.2
Benin -1.5 1.4 1.3 1.6 2.9 5.6
Bhutan 0.6 -0.6 -0.3 1.5 -0.7 1.7
Burkina Faso -0.4 -1.6 1.4 0.6 0.1 0.6
Burundi -0.9 -1.7 1.0 -0.7 -1.2 -5.0
Cambodia -0.6 -5.2 4.2 14 4.8 6.3
Central African Republic -1.5 0.3 0.9 1.8 0.0 2.9
Chad -1.7 -0.5 0.7 0.1 -0.5 3.8
Comoros -0.1 0.0 1.1 -1.0 0.4 14
Democratic Republic of the Congo -0.7 -0.8 0.9 -0.2 -1.0 -1.9
Djibouti 1.8 15 0.3 0.5 0.7 0.2
Equatorial Guinea -1.0 -5.4 0.4 0.3 2.1 3.1
Ethiopia® -1.0 0.4 -0.7 -0.8 2.3 3.1
Gambia -0.9 -4.5 -1.4 -0.3 -1.9 5.2
Guinea -0.1 0.1 1.9 -1.6 0.7 0.2
Guinea-Bissau -2.9 -0.8 2.8 0.8 1.7 1.6
Haiti 0.4 0.4 -0.5 -1.6 0.9 0.8
Lao People's Democratic Republic 0.3 -0.4 1.7 1.2 2.1 4.2
Lesotho -0.1 0.6 -1.1 1.3 0.5 2.5
Liberia -0.6 -0.5 -0.5 1.1 -1.4 -3.7
Madagascar -0.9 0.3 0.7 -0.2 1.9 0.2
Malawi 0.2 0.7 -0.7 4.3 1.9 0.6
Mali -1.3 1.8 1.7 1.0 1.9 -5.4
Mauritania -0.3 -0.4 0.2 -0.2 0.6 4.7
Mozambique 0.0 -2.3 0.6 2.3 0.2 4.6
Myanmar -1.8 1.1 0.4 2.3 6.4 0.6
Nepal -0.1 -1.2 2.1 -0.2 2.1 1.5
Niger -1.8 -0.9 -0.2 1.7 2.5 -1.0
Rwanda 1.0 1.5 -0.3 0.3 -0.3 14.4
Sao Tome and Principe 1.1 -3.3 -2.1 5.0 0.8 2.0
Senegal -3.3 -0.3 1.0 -1.1 1.8 5.2
Sierra Leone -0.6 0.0 1.0 -0.8 3.5 2.6
Solomon Islands -1.9 1.4 0.2 1.3 2.7 0.9
Somalia 0.3 1.6 -0.7 1.6 0.7 3.0
Sudan® -1.3 0.8 -0.8 1.3 1.1 -3.8
Timor-Leste 0.8 -0.5 -0.4 -25 -0.1 0.4
Togo -0.9 -1.7 -1.9 2.5 1.0 4.5
Uganda 2.6 0.6 1.1 -0.7 -1.8 -0.6
United Republic of Tanzania -0.3 0.7 0.9 0.1 1.3 0.6
Vanuatu -2.0 1.4 -0.8 0.0 -1.0 4.8
Yemen -3.1 1.6 1.1 1.3 3.6 3.6
Zambia 0.9 1.5 0.3 1.0 3:5 71
LDCs (total) -0.6 -0.6 0.3 0.8 1.4 1.8

African LDCs and Haiti -0.7 -0.5 0.3 0.7 1.2 1.7

Asia LDCs -0.4 -0.7 1.2 14 2.8 23

Island LDCs -0.3 -0.5 -0.5 0.8 0.7 1.9
Other develping countries 0.8 0.8 0.6 2.0 1.5 0.9
Developed countries 0.8 1.1 1.6 2.3 2.2 0.6
Source: UNCTAD secretariat calculations, based on data from Fuglie and Rada (2014).
Notes: a Average growth in 2010-2011; b Prior to 1994, refers to former Ehtiopia; ¢ Refers to former Sudan.

Data are unavailable for Kiribati, South Sudan and Tuvalu.
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Involvement in non-farm activities
can offer a pathway out of poverty
— but only if there are sufficiently
productive and remunerative
opportunities.

Poverty eradication will require
the creation of remunerative
employment in activities
outside farming.

Rural structural transformation
means increasing agricultural
productivity, non-farm activities
and production of higher-value
agricultural products.

A. Introduction

As discussed in Chapter 1, the rural population of least developed countries
(LDCs) accounts for 69 per cent of the total; rural workforces are projected
to increase substantially over the next 15 years; and poverty is both more
widespread and deeper in rural than in urban areas. The need to increase
agricultural productivity limits the potential to absorb more workers productively
in the agricultural sector, or even to retain the existing workforce in the sector.
The main options available are thus migration to urban areas or engagement
in non-farm activities in rural areas (Lanjouw and Lanjouw, 2001). Involvement
in non-farm activities can offer a pathway out of poverty — but only if there
are sufficiently productive and remunerative opportunities available, and if poor
households are able to take advantage of them (Egyei, Harrison and Adzovor,
2013).

While farming is generally the principal economic activity of rural households,
and the dominant view of rural development has focused on promoting
agriculture among smallholders (Ellis and Biggs, 2001; Haggblade, 2007), most
rural households engage in a range of economic activities. Agriculture remains
important, but it is by no means the sole, or in some cases even the principal,
activity of poor households in rural regions (FAO, 1998; Haggblade, Hazell
and Reardon, 2007), and non-farm incomes play a key role in rural economic
transformation.

This has led to an increasing appreciation of the importance of non-farm
activities and their interlinkages with the agricultural sector since the early
1990s." Since two thirds of smallholder farmers lack the resources to “farm their
way out of poverty”, poverty eradication will require the creation of remunerative
employment in activities outside farming, including agribusiness, industry and
services (Yumkella et al., 2011).

In countries with a predominantly rural population, increased agricultural
incomes and more equitable distribution in rural areas can boost effective demand
for higher-value and more processed agricultural produce, and for industrial
goods and services. Equally, viable rural development requires diversification
of rural economies into such activities. Increasing incomes and diversifying
production both require extension and improvement of infrastructure, including
power supply, transport, communication, housing, water supply, marketing and
storage facilities, with scale and technology oriented towards the needs of rural
populations (FAO, 1998). The combination of higher incomes, increased and
diversified employment opportunities, and improved infrastructure can help to
limit push-driven rural-urban migration and slow the growth of urban poverty
and slums.

The key to rural structural transformation is to move beyond infrastructure
provision to link the demand and supply sides of this equation: to enable rural
producers to respond effectively to the market changes associated with demand
changes as development progresses and incomes rise. This means focusing
not only on increasing agricultural productivity, but also on non-farm activities
and increasing production of higher-value agricultural products.

Despite the greater attention paid to the rural non-farm economy (RNFE) over
the past 20 years, data on rural non-farm (RNF) activities are not systematically
available, as data on production, employment and incomes are not routinely
disaggregated between rural and urban areas. The available information thus
comes largely from individual case studies by academic researchers, based on
primary data. As discussed later in this chapter, the coverage of such studies is
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very limited; and even where data are available, especially at the national level
and across large regions, there are serious limitations in their interpretation.

This chapter begins with an assessment of the different motivations for
households to engage in non-farm activities, the non-farm income sources
available to them, and the routes out of poverty that such incomes can provide.
This is followed by a discussion of the multiple dimensions of economic
diversification, highlighting the contradiction between need and opportunity (the
fact that those households and areas with the greatest need for diversification
have the least opportunity to diversify) and the serious problems in interpreting
such data on rural economic diversification as are available.

A summary of existing evidence on the extent of non-farm activities in rural
areas of LDCs is followed by new estimates for selected LDCs (based on
an analysis conducted for this Report) and a brief assessment of the current
state of rural structural transformation in LDCs as a whole. After assessing the
role of RNF activities in promoting agricultural upgrading and of demand and
hard and soft infrastructure as drivers of rural economic transformation, the
chapter concludes with an assessment of key sectoral priorities in peri-urban,
intermediate and remote/isolated rural areas.

B. Patterns of rural economic diversification

1. HOUSEHOLD MOTIVATIONS FOR ENGAGEMENT IN NON-FARM ACTIVITIES

The great majority of people in rural areas in LDCs are engaged in agriculture,
as small farmers and/or labourers; and for most households, agriculture is the
main source of income (or consumption, for those engaged in subsistence
production). For most, however, non-farm economic activities provide a
significant source of supplementary income, often from multiple sources:
Household income diversification is the norm, and complete specialization the
exception (Dimova and Sen, 2010). This multiplicity of income sources (often
referred to as pluriactivity) is encapsulated in the livelihoods approach, which
views households as using a range of assets in a variety of agricultural and non-
agricultural activities, as part of an overall livelihood strategy (Ellis, 2000 and
2005; Winters et al., 2009).

There are three main motivations for engagement in non-farm activities,
although the lines between them are blurred. Some households engage in what
might be termed “entrepreneurship by choice”, drawn into activities they
consider profitable by the pull of remunerative opportunities to generate incomes
beyond their immediate consumption needs. These are primarily households
with good asset endowments, particularly land, education and infrastructure,
which allow them to enter markets with relatively high barriers and higher income
levels (Winters et al., 2009). Such households generally pursue accumulation
strategies aimed at maximizing benefits from changing contexts (Tacoli, 2003),
often based on exploiting complementarities between activities (e.g. crop
and livestock production, or crop production and processing) or on exploiting
opportunities arising from access to technologies, skills or endowments.

Other households are, rather, driven into “entrepreneurship by necessity”
by the push of inadequate farm incomes, either as a temporary expedient (e.g.
due to crop failure or illness of a family member) or on a long-term basis, due to
the insufficiency of their own production to meet their consumption needs. Non-
farm income is thus particularly important where farming income is insufficient,
for example due to poor agroecological conditions, low prices, crop and animal

The great majority of people in
rural areas in LDCs are engaged in
agriculture, as small farmers and/
or labourers.

For most households, non-farm
economic activities provide a
significant source of supplementary
income, often from multiple sources:
Household income diversification
is the norm.

Some households engage in what
might be termed “entrepreneurship
by choice”, drawn into activities they
consider profitable by the pull of
remunerative opportunities

Other households are driven into

“entrepreneurship by necessity”

by the push of inadequate farm
incomes.




80

The Least Developed Countries Report 2015

Agriculture is one of the riskiest
sectors of economic activity, prone
to major shocks to both output
and prices.

Risks are greatest in poorer and
more remote areas and for poorer
households within rural areas.

A key aspect of coping strategies
is seeking income from multiple
sources subject to
different risks.

Because entry barriers are low, farm
wage labour is generally supplied
by poorer households or by those

affected by crop failures.

diseases or limited land availability (Ellis, 2005; World Bank, 2007; Dabalen,
Paternostro and Pierre, 2004).

Such “entrepreneurs by necessity” are generally households with little

or no land, livestock or other material resources, and limited education.
Consequently, they can only engage in activities with low entry barriers, which
have commensurately low returns. Others facing constraints on productivity or
market participation — for example, female-headed households and people
affected by disability or chronic illness — may be in a similar position. In areas
with unfavourable agricultural conditions that are more distant from urban
markets, much of the income diversification that occurs is of this nature, and may
reasonably be characterized as desperation-led (Barrett, Reardon and Webb,
2001). Such circumstances lead to oversupply in low-barrier occupations,
depressing incomes still further.
This duality between “push” and “pull” factors is reflected in two contrasting
views. Agricultural optimists (e.g. World Bank, 2007; Losch, Fréguin-Gresh and
White, 2012; Balihuta and Sen, 2001; Haggblade, 2007) tend to see livelihood
diversification as emerging from agricultural success, and agriculture as a driver
of non-farm opportunities. Agriculture sceptics (e.g. Ellis, 2005), conversely,
see this positive view as underestimating the challenges to agriculture of
liberalized markets (and declining farm sizes in some areas). They thus interpret
diversification rather as a response to the failure of agriculture to generate
sufficient secure livelihoods for the rural population.

The third major motivation for household income diversification is risk
management (Holden, Shiferaw and Pender, 2004; Ruben and Pender, 2004).
Agriculture is one of the riskiest sectors of economic activity, prone to major
shocks to both output and prices, and financial risk-reduction instruments such
as insurance are severely lacking in rural areas (and would be unaffordable to
those who need them most). Such risks are greatest in poorer and more remote
areas, where limited access to markets increases price volatility; and for poorer
households within rural areas, who have less savings or saleable assets, and
whose incomes may also be at the level of bare survival even before shocks.

Consequently, such shocks can result in further impoverishment and asset
depletion of poor households through distress sales of livestock, and even
land, from which they may recover only after a considerable period (or not at
all, in the case of forced land sales). They can also have impacts on nutrition,
health and education that have permanent and even (in the case of girls and
women) intergenerational effects. Such risks can thus create downward spirals
of perpetual impoverishment (World Bank, 2007), leading households to self-
insure against risk through a variety of coping behaviours (Barrett, Reardon and
Webb, 2001). A key aspect of such coping strategies is seeking income from
multiple sources subject to different risks (although these risks may be highly
correlated), even where the returns to the available (low entry-barrier) activities
are very low.

2. NoN-FARM INCOME SOURCES

The potential for wage employment in agriculture? is generally limited
in areas where smallholder agriculture predominates, due to the use of family
labour, and such opportunities as exist are primarily for seasonal or casual labour.
This applies particularly to subsistence and semi-subsistence-based systems,
but also in cash-cropping areas. Farm wages also tend to be lower than in
non-farm sectors, partly reflecting more limited skill requirements, although this
is not always the case (Lanjouw, Quizon and Sparrow, 2001). Because entry
barriers are low, farm wage labour is generally supplied by poorer households
(Haggblade, 2007) or by those affected by crop failures.
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As a result, agricultural wage employment is generally a much less important
source of income than non-farm activities, particularly in Africa (FAO, 1998). In
LDCs, total household income from non-agricultural activities typically exceeds
agricultural wage income by a factor of 3-4 (Annex table 3.2). Wage employment
generally accounts for only 5-20 per cent of total agricultural income in African
LDCs, but 25-40 per cent in Bangladesh and Nepal.

Contrary to conventional wisdom, migration incomes are also generally
(with some exceptions, notably Lesotho) much less than income from local
non-farm activities. They are also generally less widely distributed, often being
concentrated in relatively few better-off households, and are highly variable over
time (de Haan, 1999; de Haan and Rogaly, 2002). Studies in LDCs suggest that
local non-farm earnings are typically around 2-5 times migration income overall,
and can be as much as 10-20 times in areas of high agricultural potential (table
3.1).

In the absence of a significant market for agricultural wage labour, the
main source of alternative incomes is in the rural non-farm economy. This
comprises a very wide range of extremely varied activities defined only in terms
of not being agricultural (Lanjouw, 2007), including, for example, agroprocessing,
manufacturing, mining, commerce, transportation, utilities, tourism and a wide
range of other services (Castillo and Sodergren, 2015; Wiggins, 2014).3

Despite widespread self-employment, wage income can be as important to
total RNF income as self-employment, and more important in some Asian LDCs.
In most African LDCs (Malawi is an exception), self-employment income is more
important than wage income, but the reverse is the case in Bangladesh and Nepal
(Davis, DiGiuseppe and Zezza, 2014, table 3, p. 9), possibly reflecting the higher
level of RNFE development, as discussed later. It should, however, be noted
that these averages are likely in practice to include non-farm incomes in some
towns in rural regions, as well as rural areas themselves: The relative importance
of wage income is generally greater in and closer to towns, and in other areas
with higher incomes and denser infrastructure, while self-employment (mostly
part-time, reflecting household income diversification) predominates elsewhere
(Reardon et al., 2007).

3. HOUSEHOLD SPECIALIZATIONS AND ROUTES OUT OF POVERTY

As noted above, income diversification is the rule rather than the exception
among rural households; and the degree and pattern of income diversification
varies widely, both between areas and among households. Nonetheless, the
majority of households generally have a single primary type of income, with
one or more supplementary sources. Five main household types can thus be
identified (World Bank, 2007; Losch, Fréguin-Gresh and White, 2012):

e Subsistence-oriented smallholders, who depend mainly on agricultural
production for their own consumption;

e Market-oriented smallholders, who derive most of their income from sales
of agriculture produce;

e Labour-oriented households, who derive income mostly from paid work
on others’ farms and/or from employment or self-employment in non-
farm activities, often because of landlessness or insufficient plots;

¢ Migration-oriented households, who depend primarily on transfers from
family members who have migrated (generally to urban areas, but in
some cases internationally or to other rural areas); and

e Diversified households, who combine incomes from farming, non-farm
activities and/or migrant remittances, with no single dominant source.

Local non-farm earnings are typically
around 2-5 times migration income
overall, and can be 10-20 times
higher in areas of high agricultural
potential.

In the absence of a significant
market for agricultural wage labour,
the main source of alternative
incomes is in the rural non-farm
economy.

Despite widespread self-
employment, wage income can be
as important to total RNF income
as self-employment, and more
important in some Asian LDCs.

The majority of households
generally have a single primary
type of income, with one or more
supplementary sources.
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The potential routes out of poverty
for rural households lie in market-
oriented smallholder farming,
non-farm activities, rural-urban or
cross-border emigration, or some
combination of these three.

Urban markets provide an
important engine of growth
for surrounding areas, greatly
increasing opportunities for income
diversification.

Both agricultural and non-farm
income opportunities tend to decline
as distances from urban centres
increase.

The data needed to estimate the breakdown of households between these
types is limited. To illustrate, however, in Malawi the most common type in 2004
was diversified households, representing 39 per cent of rural households, while
24 per cent were labour-oriented, 20 per cent market-oriented smallholders,
14 per cent subsistence-oriented smallholders, and only 3 per cent migration-
oriented.* This is similar to the pattern in Nepal in 1996.°

Given the intrinsic limitations of subsistence agriculture as well as limited
opportunities and low wages for agricultural labour, the potential routes out of
poverty for rural households thus lie in market-oriented smallholder farming, non-
farm activities, rural-urban or cross-border emigration, or some combination of
these three (World Bank, 2007).

4. THE SPATIAL DIMENSION

Both the composition and the dynamics of the RNFE sector differ considerably
between settings, as varied initial endowments and human responses propel
the sector along a wide range of potential growth paths (Hazell, Haggblade and
Reardon, 2007, pp. 95ff). A key dimension of this is proximity to urban areas,
which provide an important engine of growth for surrounding areas, greatly
increasing opportunities for income diversification (Barrett, Reardon and Webb,
2001; Reardon et al., 2007). As well as the time, cost and ease of travel to
urban centres, the strength of this effect depends on the size of their markets,
the vigour of their growth and the extent and nature of their interactions with the
surrounding rural areas.

Rural and urban labour markets are linked, to varying degrees, by the
potential for rural-urban migration, which tends to be most prevalent among
rural households near urban centres (and in peri-urban areas by the potential
for daily or weekly commuting). Non-farm employment opportunities in rural
areas likewise depend on proximity to urban centres, as do agricultural incomes
(Ruben and Pender, 2004; Fafchamps and Shilpi, 2003; Tacoli, 2003; Ruben
and Pender, 2004). Rural producers in areas further away from urban markets
have less potential to sell to them, not least because they have to compete with
producers nearer at hand with lower transportation costs and faster delivery
times, and generally better access to inputs and hard and soft infrastructure.
Here, therefore, development of the RNFE is focused primarily on local markets,
and potentially on export markets for agroprocessing; its scale, structure, and
evolution are primarily shaped by agriculture (and to a lesser extent by tourism
and mining, where they exist).

Thus, both agricultural and non-farm income opportunities tend to decline
as distances from urban centres increase. This is reflected in patterns of RNFE
development, which occurs further and faster, and generates higher returns,
closer to cities, especially in areas with good agricultural performance. Even
good agricultural areas further from the cities are much more constrained in
RNFE development, especially in more remunerative activities (Deichmann, Shilpi
and Vakis, 2009; Lanjouw, Quizon and Sparrow, 2001). Patterns of agricultural
production likewise reflect urban proximity, higher-value crops for local markets
being produced mainly near urban centres, and commercial production of
other crops predominating in intermediate rural areas, while more remote areas
engage mainly in subsistence agriculture (Fafchamps and Shilpi, 2003).

These differences in economic opportunities create a similar pattern in wage
levels, with concentric circles around cities, across which wages decline as
transport costs increase (Jacoby, 2000; Deichmann, Shilpi and Vakis, 2009).
Beyond peri-urban areas, labour markets are typically characterized by an
excess supply of labour (except during peak seasons), due to a combination
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of limited opportunities for wage employment and factors pushing poorer
households into seeking supplementary incomes and income diversification.
Wages are thus very low, and increasing demand for labour may in itself do
little to raise them until local rural development progresses far enough to absorb
surplus labour productively.

5. THE SEVERAL DIMENSIONS OF DIVERSIFICATION,
AND IMPLICATIONS FOR DATA INTERPRETATION

The trends described above give rise to a complex multilevel pattern of
diversification. Not only are rural economies diversified, with incomes drawn from
agriculture and non-farm sources, but so, too, are most households; and part
of this household income diversification comes from combining incomes from
different household members, each of whom may be more or less specialized.
The degree and nature of income diversification, and its motivation, varies widely
among households; and there are systematic differences between rural areas,
reflecting their proximity to urban markets, their agricultural potential and their
potential for activities such as mining and tourism.

There is also an important temporal dimension: Income diversification over
the course of the year is often partly a result of engaging in different occupations
in different seasons. In smallholder-based economies particularly, reliance on
family labour gives rise to extremely strong seasonal patterns in the demand
for wage labour in agriculture, and non-farm activity typically surges in seasons
of lower agricultural labour demand, creating a strongly countercyclical pattern
(Haggblade, Hazell and Dorosh, 2007).

Equally, there is an important distinction between diversification of
employment (or income sources) and diversification of income. Since the returns
on many secondary activities are low, the diversity of occupations does not
always translate into income diversification.

These intersecting patterns of specialization and diversification mean that
considerable caution is needed in interpreting data on the composition of
income and employment.

e A given breakdown of rural employment and income across the rural
economy as a whole reflects a combination of very different patterns in
peri-urban, intermediate, remote and isolated areas, and between areas
of high and low agricultural potential. It thus cannot be interpreted as
reflecting the situation in any one of these contexts.

e Sectoral employment data based on primary occupation (e.g. for the
proportion of the labour force engaged in agriculture) may not accurately
reflect actual labour allocation, as income diversification means that the
time devoted to secondary income sources is implicitly attributed to
agriculture. Thus, if households devote more time to non-farm activities,
but agriculture remains their primary income source, this may represent
an unrecorded shift of labour from agriculture to non-farm activities,
concealing an increase in agricultural productivity relative to actual labour
inputs.

e Even within areas, the breakdown of income may differ markedly from
the breakdown of employment, due to differing rates of return in different
occupations; and this may be further complicated in national data due to
marked differences in relative incomes between different contexts.

e Even where a sectoral breakdown is available, it is impossible to assess
from income or employment data alone how non-farm activities are
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... as data for local economies
do not indicate the extent of
household (or individual) income
diversification...

... and national-level data conceal
wide differences between
different localities.

A fundamental challenge to rural
structural transformation is the
contradiction between the need
for income diversification and the
opportunity to diversify, at both the
household and the community level.

divided between high-productivity “entrepreneurship by choice” and low-
productivity “entrepreneurship by necessity”, as both may operate in any
non-agricultural activity. Thus, the same level (and sectoral composition)
of non-farm activity may signify rural economic transformation or
desperation. Equally, an increase in the non-farm share in rural income
and employment may be a sign of dynamism or decline; and a constant
share, even over a prolonged period, may conceal a shift from “survivalist”
activities to growth-oriented enterprise.

e Patterns of diversification in overall employment may also reflect very
different combinations of specialization and diversification at the individual
and household level and between households, which cannot readily be
quantified. For example, if 25 per cent of employment is found to be in
non-farm activities, this could equally be a result of 25 per cent of the
members of each household working full-time in non-farm activities, all
the members of 25 per cent of households working full-time in hon-farm
activities, or the entire working population spending 25 per cent of their
working time in non-farm activities.

e Data also do not reflect the allocation of labour at any given point in time:
full-year data represent an average across seasons in which income
and employment patterns are likely to be very different, while data for
less than a year (e.g. based on a fixed recall period shorter than 12
months) will reflect the season in which they were collected. Neither are
data for a single year necessarily indicative of a long-term trend, due to
wide variations between years resulting from variations in agricultural
conditions and prices. Not only is agricultural income higher during good
years than bad years, but non-farm income itself is likely to increase in
bad agricultural years, as households seek to offset the resulting income
shortfall.

Employment and income data for a local economy can provide an overall
picture of the relative importance of different activities over the course of a
particular year. However, the above-mentioned complications mean that they
do not indicate the extent of household (or individual) income diversification, the
proportion of households primarily dependent on a particular activity, seasonal
patterns, long-term trends, or the balance between positively and negatively
motivated diversification. Equally, national-level data conceal wide differences
between different localities.

6. RURAL ECONOMIC DIVERSIFICATION:
THE CONTRADICTION BETWEEN NEED AND OPPORTUNITY

A fundamental challenge to rural structural transformation, especially in
the context of poverty eradication, is the contradiction between the need for
income diversification and the opportunity to diversify, at both the household
and the community level. At the community level, this has been termed the
“meso paradox” (Reardon, Berdegué and Escobar, 2001). Poorer rural areas
away from cities have the greatest need and, in principle, the strongest incentive
to develop RNFE activities in order to offset the low productivity and high risk
of their agriculture sectors. However, they also face the greatest constraints on
developing such activities, lacking a local growth motor of RNF demand and
the infrastructure, education, capital and input access needed to develop them.
This is an important reason for the unsustainability of many BNFE projects in
such areas after external project support ends.

Thus the most advantaged areas (peri-urban areas and some areas of high
agricultural potential) may be able to engage in a dynamic process of RNFE
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development led by “entrepreneurs by choice”; but the most disadvantaged
areas experience a much less favourable RNFE development process, focused
on low-income and low-productivity activities, driven by forced income
diversification by “entrepreneurs by necessity”. Here, the result is a non-farm
sector characterized by push-driven oversupply in activities such as casual
labour, where entry barriers are low. The developmental benefits are limited
by low productivity, and incomes are driven still lower by oversupply, so that
households, too, derive little benefit.

Between these two extremes, with neither the compulsion of inadequate
incomes nor the opportunities of potential markets and favourable production
conditions, and with greater competition from urban suppliers and imports,
economic diversification into non-farm incomes may be much more limited. This
is illustrated by the case of Burkina Faso in the 1984 drought (Reardon, Matlon
and Delgado, 1988). The southern zone had very high income diversification into
RNF activities based on linkages with productive (maize and cotton) agriculture
benefiting from favourable local agroclimatic conditions. The dry, risky northern
zone had an equal degree of lower-productivity RNF activity, developed over
many generations to cope with chronic vulnerability to highly variable rainfall.
While food aid was targeted on the northern area, reflecting the relative degree
of drought, the highest degree of hunger occurred in the intermediate zone,
which had the incentive but not the capacity to diversify.

There is also a counterpart to this phenomenon at the household level. It is
the poorest households that have the greatest need and strongest incentives
to diversify into RNF activities, but they also have the most limited capacity
and opportunities to do so, due to lack of resources, education and access to
infrastructure, and inability to bear risks because of perilously low consumption
levels. Such opportunities as they have are in occupations characterized by low
productivity, low incomes (but also low entry barriers) and chronic oversupply,
limiting the benefits to them and to the wider economy. Women are also often
overrepresented in low-paid, household-based, labour-intensive activities
because of the severe restrictions on their mobility. Better-off households,
by contrast, are able to take advantage of their greater resources, better
education and greater access to infrastructure to exploit more remunerative
RNFE opportunities in activities with higher entry barriers. Thus non-farm
self-employment offers much greater benefits to the non-poor than to poorer
households (Abdulai and Crole-Rees, 2001; Lanjouw, Quizon and Sparrow,
2001; Dabalen, Paternostro and Pierre, 2004).

Overcoming these contradictions between need and opportunity is critical,
not only to successful rural economic transformation, but also to poverty
eradication in rural areas of LDCs, and thus globally. This is therefore a key
objective of the policies outlined in Chapter 5.

C. Rural economic diversification in LDCs:
a snapshot

1. EXISTING DATA ON THE IMPORTANCE OF
NON-FARM ACTIVITIES IN LDCs

As indicated in the introduction to this chapter, data on non-farm activity in
LDCs (and also other developing countries (ODCs)) are very limited. Table 3.1
provides a summary of the available evidence from academic studies, covering
the period since the mid-1980s (including the new data presented below). Over

It is the poorest households
that have the greatest need and
strongest incentives to diversify
into RNF activities, but they also

have the most limited capacity and
opportunities to do so.

Non-farm self-employment offers
much greater benefits to the non-
poor than to poorer households.

Overcoming these contradictions
between need and opportunity is
critical to successful rural economic
transformation.
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Table 3.1. Rural non-farm income: case study evidence for LDCs

Non-farm External:
percentage of transfers and Source
total income remittances

Africa and Haiti

. unfavourable 32 22 10
E:S”;'”a intermediate 1983/84 34 26 9 Reardon and Taylor (1996)
favourable 41 38 3
2002 28 18 5 Wouterse and Taylor (2008)
1989/90 36 - - Webb and von Braun (1994)
1999 20 - - Deininger et al. (2003)
Ethiopia 2004 13 13 0 Matsumoto et al. (2006)
2005 12* - - UNCTAD, LDCR 2015*
2012 9 6 3 Davis et al. (2014)
Haiti 1996 68 - - Wiens and Sobrado (1998)
Madagascar 1993 20 14 6 Davis et al. (2014)
1990/91 34 26 9 Peters, 1992
. 22 16 6 Davis et al. (2014)
Malawi 2004 23 - - UNCTAD, LDCR 2015*
2011 20 14 6 Davis et al. (2014)
Mali southern 1199%46_ 6 5 1 Abdulai and Crole-Rees (2001)
Mozambique 1991 15 14 1 Tschirley and Weber (1994)
Niger ?;Jgﬁf:;;b'e 1989/90 ii 22 159 Hopkins and Reardon (1993)
2010/11 40 30 10 Davis et al. (2014)
1991 15 - - Barrett et al. (2005)
Rwanda 1999/01 20 20 -7 Dabalen et al. (2004)
2000/01 36 - - UNCTAD, LDCR 2015*
unfavourable 60 54 6
Senegal | intermediate 1988/89 24 20 4 Kelly et al. (1993)
favourable 41 39 2
Sudan 1988 38 31 7 Teklu et al. (1991)
1991 11 10 1 Ellis (1999)
. . 2000 46 46 - Ellis and Freeman (2004)
United Rep. of Tanzania 2006 11+ - - UNCTAD, LDCR 2015*
2009 30 20 10 Davis et al. (2014)
1996 34 25 9 Canagarajah, et al. (2001)
1999/00 54 - - Balihuta and Sen (2001)
Uganda 2003 30 27 3 Matsumoto et al. (2006)
2005/6 35 26 9 Davis et al. (2014)
2009/10 34 28 6 Davis et al. (2014)
Zambia 2012 22 - - UNCTAD, LDCR 2015*
. Aa_______ ]
1988 42 38 5 Nargis and Hossain (2006)
54 - - Hossain (2004)
65 56 9 World Bank (2004)
Bangladesh 2000 57 44 13 Nargis and Hossain (2006)
49 36 13 Davis et al. (2014)
48 - - UNCTAD, LDCR 2015*
2004 56 42 14 Nargis and Hossain (2006)
2005 44 35 9 Davis et al. (2014)
Bhutan 2012 20" - - UNCTAD, LDCR 2015*
Myanmar 2012 25 - - UNCTAD, LDCR 2015*
1996 39 28 11 Winters et al. (2006)
Nepal 36 26 10 Davis et al. (2014)
2003 47 30 17 Davis et al. (2014)
51 - - UNCTAD, LDCR 2015*
Source: UNCTAD secretariat elaboration.
Note:  * UNCTAD secretariat data collection for The Least Developed Countries Report 2015.
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the whole of this 30-year period, data are available for only 12 African LDCs
(and one subnational region) and four Asian LDCs (two of these from the new
estimates produced for this Report, as detailed below), with none at all for island
LDCs. Around half of these data are from the 1980s and 1990s; and there are
only nine LDCs for which there is more than one data point, and four with more
than two data points.

The sparseness of these data limits the conclusions that can be drawn,
particularly in light of the problems in interpreting data highlighted in section
B.5 above. Few general patterns emerge. The scale of the non-farm economy
ranges from 9 per cent in Ethiopia in 2012 to 68 per cent in Haiti in 1996. Among
those countries with more than one data point, the share of non-farm activity has
increased in Nepal and Rwanda, but declined in Ethiopia and possibly in Burkina
Faso and Niger (although the last two are based on only two observations).
It appears to have increased and then declined in Bangladesh and possibly
United Republic of Tanzania (although this could arise from an exceptional result
in 2000), and to have remained broadly constant in Uganda (apart from one
apparently aberrant observation in 1999/2000). In those countries where the
trend seems to have changed over time, the increases appear to have occurred
mostly in the 1990s, while the reductions appear to have occurred mostly after
2000 or over longer periods extending to around 2010, possibly reflecting
increases in food prices in 2005-2010.

The case of Bangladesh in 2000 — the one case where there are several
estimates for the same country in the same year — further highlights the need
for caution in interpreting data on RNF activities, as estimates range from 48 to
65 per cent. While the lowest of these estimates would indicate a rapid increase
in the share of RNF income from 2000 until the next observation in 2004, the
highest would indicate a rapid decline over the same period.

2. NEw DATA oN NON-FARM AcTIVITIES IN NINE LDCs

This section presents an assessment of the extent of non-agricultural
economic activities in rural areas for a sample of five African and four Asian
LDCs (Ethiopia, Malawi, Rwanda, United Republic of Tanzania, Zambia,
Bangladesh, Bhutan, Myanmar and Nepal) for which raw data are available from
various sources. Together, these countries represent 49 per cent of LDCs’ total
rural population, based on national household surveys.® The analysis builds on
previous overviews (FAO, 1998; Reardon et al., 2007) by presenting additional
survey data collected mainly in the 2000s. This is followed by an assessment
of rural incomes in Bangladesh, Malawi and Nepal, based on the Rural Income
Generating Activities (RIGA) database, which allows differentiation by gender,
age and educational attainment as well as by sector.

In interpreting these data it is important to take account of the intersecting
patterns of individual, household and local economy diversification outlined in
section B.5 above. In particular, it should be noted that the data are based
on nationally representative samples of rural populations. Consequently, the
figures presented represent averages across the whole rural population based
on national definitions of rurality (oox 1.2). Beyond the need for caution required
in intercountry comparisons of urban and rural statistics due to differences in
national definitions (Castillo and Sodergren, 2015), average figures are likely to
mask wide variations, particularly between peri-urban areas and small towns
included in national definitions of rural areas on the one hand, and areas further
from urban markets on the other. The former are likely to be characterized
by higher-than-average levels of non-farm activity but greater individual and
household specialization; in the latter, household income diversification is likely
to be greater, and the RNFE to be more dominated by low-productivity activities.

Data on non-farm activity in LDCs
are very limited.

Data since the mid-1980s are
available for only 12 African LDCs
and four Asian LDCs.

Estimates of the scale of non-farm
activities range from 9 per cent of
the rural economy in Ethiopia in
2012 to 68 per cent in Haiti in 1996.
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As in the previous studies reported in table 3.1, the extent of non-farm
economic activities varies widely among the sample LDCs, in terms both of
income shares and of employment shares (table 3.2), with much greater off-farm
income and employment in Nepal and Bangladesh than in Bhutan, Myanmar
and the African LDCs in the sample. The results for Bhutan and Myanmar
suggest a need to reinterpret (with respect to LDCs) the widespread perception
that RNFE activity is greater among African than Asian countries. While the two
most diversified economies (Bangladesh and Nepal) are indeed in Asia, and
the two least diversified in Africa (Ethiopia and United Republic of Tanzania),
the remainder fall in a relatively narrow band (20-30 per cent), with no clear
geographical distinction.

Off-farm income and employment
are greater in Nepal and Bangladesh
than in Bhutan, Myanmar and the
African LDCs
in the sample.

In Bangladesh, the RNFE accounts for 47 per cent of rural employment and
48 per cent of household income; and, as shown in table 3.1 above, the degree
of diversification has been higher than in most other LDCs since at least the
late 1980s. This reflects the role of the green revolution in generating a highly
visible agriculturally driven surge in RNF activity, fuelled by soaring paddy (rice)
production and by infrastructure and productive investment (750,000 shallow
tube wells, more than a million treadle pumps and 50,000 paddy mills), with
80,000 small traders and 160,000 rural mechanics beginning operations
(Haggblade, Hazell and Dorosh, 2007). Productive agricultural zones pulled
labour into increasingly high-return non-farm activities, particularly in commerce
In Bangladesh, rural households  and services (Hazell, Haggblade and Reardon, 2007), and rural households used
used the surpluses generated by the surpluses generated by technology-induced agricultural growth to develop
technology-induced agricultural RNF activities (Hossain, 2004).

growth to develop RNF activities.

The similarly high level of rural diversification in Nepal may in part reflect
the existence of a substantial rural tourism sector in some areas as well as the
complementarity of farming and non-farming activities for much of the year. With
rain-fed agriculture and heavy monsoon rains from June to September, farmers
can work in the agricultural low season as porters, carrying mountaineers’
equipment, salt and cloth bundles for hill merchants; on new road construction;
and as salaried workers, mainly in rural towns (Kayastha, Rauniyar and Parker,
1999).

Table 3.2. Income and labour in rural activities in selected LDCs
(Per cent)

I R

Non-Farm Non-Farm

Ethiopia (1) 2005 89 11
Malawi (2) 2004 77 23 76 24
Rwanda (3) 2000-01 59 41 72 28
United Republic of Tanzania (4) 2006 89 11
Zambia (5) 2012 78 22

Bangladesh (2) 2000 52 48 53 47
Bhutan (6) 2012 80 20
Myanmar (7) 2012 75 25

Nepal (2) 2003 49 51 51 49

Sources: (1) National Labour Force Survey, Central Statistical Agency; (2) The Rural Income Generating Activities (RIGA), FAO; (3) The third
Integrated Household Living Conditions Survey -EICV3; (4) Integrated Labour Force Survey; (5) Labour Force Survey, Central
Statistical Office and Ministry of Labour and Social Security; (6) Labour Force Survey Report; (7) Livelihoods and Food Security
Trust (LIFT) Fund, Baseline Survey Results.
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The composition of non-farm activities within countries is also varied
(table 3.3), the largest sectors being manufacturing in Bangladesh (15 per
cent), construction in Nepal (18 per cent) and services in Malawi (7 per cent),
although services and manufacturing are of importance in all three cases. While
Bangladesh and Nepal each have three non-farm sectors contributing at least
10 per cent of household income, reflecting their higher level of diversification,
there are none in Malawi.

Bangladesh and Nepal each have
three non-farm sectors contributing
at least 10 per cent of household
income, reflecting their higher level
of diversification.

Two population groups are of particular interest: women, because of their
decisive role in household survival strategies; and young people, who may
have newer skills and knowledge, particularly given increasing educational
opportunities, and who have a particular propensity for rural-urban migration.

There is a marked difference in gender participation in the three countries
considered here (table 3.4). In Malawi and Nepal, participation in agriculture
is relatively equally divided between men and women, while other sectors are
strongly male-dominated, especially in Nepal. Female participation is relatively
high in services (20 per cent in Nepal and 28 per cent in Malawi), but higher
still in construction in Malawi (36 per cent). In Bangladesh, by contrast, both
agriculture and non-agricultural sectors are strongly male-dominated, with
lower female participation rates only in electricity and utilities and in transport,
storage and communication. Gender issues in rural economic transformation
are discussed at greater length in Chapter 4.

There are marked differences
in gender participation in agricultural
and non-farm activities.

Young people play a major role in the RNFE, possibly reflecting a greater
willingness to take up opportunities in new activities that may be perceived as
riskier. In Bangladesh, young people represent a higher proportion of employment
in non-farm activities (except services) than in agriculture. In Malawi and Nepal,
by contrast, the proportion of young people employed is similar to that of people
aged 24 and over in most sectors, but lower in manufacturing, construction and
services in Malawi, and in utilities and commerce in Nepal.

Young people play a major role
in the RNFE, possibly reflecting
a greater willingness to take up
opportunities in new activities that
may be perceived as riskier.

Education is also an important determinant of RNFE participation and
income levels, due to differing skill requirements across occupations. In all
three countries, average levels of educational attainment are lower in agriculture

Table 3.3. Income and labour by farm and non-farm activities in selected LDCs

(Per cent)
Share of Share of Share of
Income Weekly Income Weekly Income Weekly
Hours Hours Hours
Agriculture and fishing 52 53 77 76 49 51
Mining 0 0 0 0 1 1
Manufacturing 15 15 7 7 12 11
Electricity and utilities 0 0 0 0 1 1
Construction 5 5 4 4 18 17
Commerce 1 1 2 2 2 2
Transport, storage and communication 10 9 1 1 3 3
Finance, insurance and real estate 4 4 0 0 0 0
Services 11 11 9 10 14 14
Unknown 1 1 0 0 1 1
Total 100 100 100 100 100 100
Sources: FAO Rural Income Generating Activities (RIGA) database (2000, 2003, 2004).
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Table 3.4. Workers contributing to income by activities, gender and age in selected LDCs

Total workers contributing with Bangladesh (2000) Malawi (2004) Nepal (2003)
income to the household by
gender and age Male | Female years | years Male | Female years | years Male | Female years | years

Agriculture and fishing 92 8 19 81 57 43 33 67 49 51 25 75
Mining 50 50 50 50 | 100 0 33 67 93 7 27 73
Manufacturing 81 19 31 69 88 12 20 80 88 12 26 74
Electricity and utilities 100 0 32 68 97 3 35 65 95 5 16 84
Construction 91 9 23 77 64 36 18 82 91 9 24 76
Commerce 87 13 34 66 81 19 33 67 95 5 29 71
Transport, storage and 98 2 25 75 87 13 33 67 98 2 19 81
communication

Finance, insurance and real estate 90 10 25 75 89 11 0 100 100 0 0 100
Services 77 23 14 86 72 28 14 86 80 20 23 77
Unknown 71 29 16 84 68 32 21 79 94 6 6 94

Sources:As table 3.3.
Note:  Some entries, particularly those with zero entries in table 3.3, are for very small samples. These are mining and electricity and utili-
ties in Bangladesh and Malawi, and finance, insurance and real estate in Malawi and Nepal.

than in any off-farm sector’ (table 3.5). However, comparison of the three
sample countries suggests that education itself is not a strong driver of RNFE
development: Malawi, substantially the least diversified, reports the highest
level of education — in agriculture, in the RNFE and across the rural population

Education is an important as a whole. Among sectors, services have the most consistently high overall
determinant of RNFE participation  level of education across the three countries (7-8 years). Mining is similarly
and income levels. high in Bangladesh and Malawi, but not in Nepal; electricity and utilities are

high in Malawi and Nepal but not in Bangladesh; and transport, storage and
communications are high in Malawi but not in the other countries.

While the conclusions that can be drawn from such a small subgroup are
inevitably limited, the above findings help to underline the diversity of LDCs in
rural diversification and RNFE development in terms of incomes, employment,
sectoral composition and participation by gender and age. It should again

Table 3.5. Level of education of workers contributing to income by activities in selected LDCs

Mean level of education of workers contributing

with income to the household Bangladesh (2000) Malawi (2004) Nepal (2003)
Agriculture and fishing 1.2 3.8 1.4
Mining 8.5 7.5 3.0
Manufacturing 3.1 5.3 3.5
Electricity and utilities 4.7 7.0 6.8
Construction 1.8 4.6 2.4
Commerce 2.5 6.6 6.1
Transport, storage and communication 2.1 7.9 4.6
Finance, insurance and real estate 5.0 5.6 0.0
Services 7.8 7.9 6.7
Unknown 3.3 5.5 2.9
Sources:As table 3.3.
Notes: Some entries, particularly those with zero entries in table 3.3, are for very small samples. These are mining and electricity and utili-
ties in Bangladesh and Malawi, and finance, insurance and real estate in Malawi and Nepal. The entry for finance, insurance and
real estate represents a single individual
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be highlighted that these findings are based on national data, aggregating all
regions and all types of rural areas (including small towns). A fuller picture would
require a much more detailed consideration of rural local economies in different
contexts. However, such an analysis is beyond the scope of the present Report.

3. STRUCTURAL TRANSFORMATION OF RURAL ECONOMIES IN LDCs

Successful structural transformation of national economies entails a
progressive shift of productive resources from traditional to modern activities,
from low-value and low-productivity to higher-value and higher-productivity
activities, and from agriculture to services and manufacturing. In rural economies,
this process involves diversification into higher-value agricultural production
and non-farm activities, which act as a stepping stone between agriculture
and urban economic activities (Hazell, Haggblade and Reardon, 2007). The
wide variations in the extent and nature of RNF activities, both between and
within LDC subgroups, reflect different stages in this process of rural structural
transformation. Such transformation may be seen as occurring in three stages
(FAO, 1998). The great majority of LDCs in all categories are still in the first stage,
in which agriculture is the main source of rural employment, most RNF activity
is centred on the rural areas themselves, and dependence on rural-urban links
is limited.

In this stage, most RNF activities are directly linked to agriculture, which in
turn depends primarily on such activities for supplies of farm inputs and services
and for processing and distribution of products. RNF activities are mainly
informal, and typically include the manufacture or mixing of fertilizer; production,
rental and repair of agricultural and transport equipment; crop processing;
transportation; commerce; and construction and maintenance of market
facilities. Thus, although strongly focused on agriculture, BRNF activities may
be fairly evenly divided between commerce, manufacturing and other services
sectors. Data from population censuses in eight African countries, including
four LDCs, indicate that, on average, 23 per cent of RNF employment is in
manufacturing-related activities; 22 per cent in commerce and transportation;
35 per cent in personal, financial and community services; and 30 per cent
in construction, utilities, mining and other activities (Haggblade, Hazell and
Reardon, 2007, table 1.2, pp. 6-7).8

In the second stage of transformation, non-farm activities are more varied,
encompassing activities such as tourism, mining and services as well as those
linked with agriculture, and rural-urban links are more important. In some cases,
there may also be some nascent subcontracting of rural companies by urban
or foreign businesses (e.g. in clothing), “commuting” from peri-urban areas to
rural towns and intermediate cities, and/or rapid development of agro-industry
in commercial agricultural areas (Yumkella et al., 2011). Levels of capital
intensity are mixed, both between and within RNF subsectors, with small-scale
labour-intensive production in rural areas alongside relatively capital-intensive
enterprises producing similar products in intermediate cities.

While most LDCs remain in this first stage of rural transformation, using
the World Bank’s (2007) categorization of agriculture-based and transforming
countries as a proxy? suggests that four LDCs — Angola, Bangladesh, Senegal
and Uganda — are in the second stage. (It should be noted, however, that the
correlation between the two is far from perfect.)

The third stage of RNF sector transformation, typical of Latin American
countries and more advanced Asian economies, is characterized by an
intensification of the characteristics that differentiate the second stage from the

Successful structural transformation
of rural economies involves
diversification into higher-value
agricultural production and
non-farm activities.

The great majority of LDCs in all
categories are still in the first stage
of rural structural transformation.

In the second stage of
transformation, non-farm activities
are more varied.

The third stage of RNF sector
transformation is characterized by
an intensification of the
characteristics that differentiate
the second stage from the first.
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The RNF sector plays a key role in
the dynamism of the agricultural
sector, providing services
and products upstream and
downstream.

In African LDCs in particular, RNF
income is usually the main source of
cash for agricultural investment.

first (FAQ, 1998; Otsuka, 2007). However, LDCs are unlikely to reach this stage
prior to graduation.

D. Key drivers of rural structural transformation

The linkage between high-income
RNFE opportunities and agricultural
investment and income can give rise

to increasing overall inequality.

1.RURAL NON-FARM ACTIVITIES AS A DRIVER
OF AGRICULTURAL UPGRADING

In addition to providing employment and income opportunities, the RNF sector
plays a key role in the dynamism of the agricultural sector, providing services
and products upstream and downstream, including inputs and opportunities for
increasing value added. It can also provide, and increase access to, market
outlets; and it is a major source of funding for agricultural investment. RNFE
development thus plays an important role in farm productivity, competitiveness
and commercialization, as well as poverty reduction and food security (FAQ,
1998; Reardon et al., 2013).

RNFE incomes have a significant effect on farm investments (Reardon,
Crawford and Kelly, 1994). Where credit is unavailable or unaffordable, high-
return RNF activities are an essential source of financing for investments and
input purchases.© The risk-reduction effects of household income diversification,
even into lower-return activities, may also help to encourage agricultural
investment and adoption of new technologies and production of cash crops by
reducing risk aversion.

In African LDCs in particular, RNF income is usually the main source of
cash for agricultural investment (Reardon and Mercado-Peters, 1993; Reardon
and Kelly, 1988; Reardon, Crawford and Kelly, 1994; Savadogo, Reardon and
Pietola, 1995). It is also used as a substitute for collateral, for example in the
Sahel, allowing households with non-farm incomes preferential access to credit
(Hoffman and Heidhues, 1993). In rural Bangladesh, rural non-farm incomes
have encouraged traders to untie credit from future crop supplies, increasing
farmers’ flexibility in marketing, as well as being a major source of cash for
investment (Reardon et al., 2013). Conversely, constraints on earning RNF
income translate directly into constraints on household investment in agricultural
upgrading.

RNF activities are thus important to agricultural upgrading at the community-
wide level. However, the linkage between high-income RNFE opportunities and
agricultural investment and income can give rise to increasing overall inequality,
as such opportunities are closely linked to a household’s prior wealth and
education. This can also interact with land tenure and distribution to create a
vicious circle of unequal distribution of land and non-farm earnings (Barrett,
Reardon and Webb, 2001). In Rwanda, for example:

“Access to regular off-farm income opportunities tends to accentuate
rather than mitigate inequalities in land endowments through the operation
of an active (and illegal) land market (which implies that customary
restrictions on land sales have largely disappeared) where many land
parcels are sold under distress conditions and purchased by people with
regular RNFE incomes.”

André and Platteau (1998, p. 28)

Similar effects have been observed in Kenya (Francis and Hoddinott, 1993).
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There may also be some competition between agriculture and RNFE
opportunities for the available investment resources, so that RNFE could
in principle reduce agricultural investment as well as increasing it (Ellis and
Freeman, 2004; Reardon, Berdegué and Escobar, 2001; Ruben and van den
Berg, 2001). Such effects have been observed, for example, in the north of
Burkina Faso in the 1980s (Christensen, 1989), and in a more recent study in
Ghana (a lower-middle-income country) (Egyei, Harrison and Adzovor, 2013).

While competition for labour during peak agricultural seasons could also lead
to similar trade-offs, most RNF production typically occurs in the slack season,
when agricultural labour demands and opportunities are limited. There may,
however, be labour competition between RNFE activities and labour-intensive
investments in agricultural sustainability generally conducted in the slack season,
such as building and maintaining bunds and terraces.

Beyond the effects of non-farm incomes on investable capital in agriculture,
some RNFE activities can also affect choices of crops and technologies
by increasing access to input supplies and adapting them to the needs of
local farmers. This includes, for example, fertilizer manufacture and mixing;
manufacture, rental, and repair of animal traction and transport equipment; and
trade in inputs. Other activities, such as construction and maintenance of market
facilities, transportation services and crop processing, can also have a positive
effect by providing additional commercial outlets for produce. Particularly beyond
peri-urban areas, such activities are a major part of the non-farm economy.

In some areas, contract farming for supermarkets (in peri-urban areas),
processors or export agents might help some smallholders to overcome capital
and liquidity constraints as well as the lack of access and capacity to adopt
technological innovations (Losch, Fréguin-Gresh and White, 2012). However,
large retailers become gatekeepers to markets, hindering or fostering market
access, which depends on producers competing to satisfy their demands.
Buyers and chain leaders are becoming increasingly demanding, but do not
necessarily provide the support or transfer the knowledge and capabilities
necessary to meet their demands (UNCTAD, 2007).

Just as RNF development can be a driver of agricultural upgrading, so
under- or inappropriate development of the sector can weaken agricultural
development. Aside from resource and liquidity constraints on investment,
agricultural upgrading may be limited by local unavailability of inputs, equipment
design inappropriate to local conditions, lack of transport services, etc.,
which reduces productivity and sustainability, discouraging or preventing the
introduction of new crops and limiting market access (Matlon and Adesina,
1997; Kelly et al., 1993; Boughton et al., 1995).

2. DemanD

While governments and donors give a great deal of attention to the supply-
side needs of RNFE development, the equally important demand side is often
neglected — particularly local demand within rural areas themselves — causing
major problems for both policies and projects. Major sources of demand for
higher-value agricultural produce and non-farm goods and services are exports
(primarily for agricultural produce and agroprocessing, and in some areas mining
and tourism); urban markets (mainly for peri-urban areas); and — particularly
neglected — local rural markets.

Areas with good transport connections to export markets have substantial
potential to increase production of higher-value crops for export. Consumer
preferences in developed countries for speciality products and year-round

There may be some competition
between agriculture and RNFE
opportunities for the available
investment resources.

Most RNF production typically
occurs in the slack season, when
agricultural labour demands and

opportunities are limited.

Some RNFE activities can also affect
choices of crops and technologies
by increasing access to input
supplies and adapting them to the
needs of local farmers.

Under or inappropriate development
of the non-farm sector can weaken
agricultural development.
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Areas with good transport
connections to export markets have
substantial potential to increase
production of higher-value crops for
export.

Harmonization of product standards
within regional trading blocs could
help to facilitate intraregional trade.

A given increase in incomes leads
to a greater percentage increase in
demand for higher-value agricultural
produce and processed foods.

supplies of fresh produce have generated rapid growth in markets for horticultural
products. Markets for oilseeds and meat are also growing rapidly, and new
markets are emerging for feed grains and biofuels.

However, most high-value food products are perishable; and, together
with tight public and private quality and safety standards in export markets,
this can be an almost insurmountable obstacle to exports from LDCs (Saner
and Guilherme, 2006). Public standards for food safety, handling, processing
and retail sales throughout the food chain are governed by ISO 22000:2005,"
helping to simplify import and export formalities for countries meeting the ISO
standards. However, the capacity to meet and police these standards is limited
in most LDCs. Even in Kenya, with greater capacity than most LDCs, more than
75 per cent of food-processing companies still struggle to implement quality
management systems effectively (Kibe and Wanjau, 2014). Moreover, the actual
impact of such systems on competitiveness remains controversial, a number of
empirical studies finding no significant effect (Saner and Guilherme, 2006).

The increasing importance of product standards for food exports, and
limited capacity to apply them in many exporting countries, is contributing to an
increasing vertical integration of food systems (World Bank, 2007; AfDB, OECD
and UNDP, 2014), but also limiting opportunities in areas with less favourable
external transport connections and for small producers outside vertically
integrated systems.

Regional markets may also offer some potential for increasing agricultural
exports. In African LDCs particularly, the low level of intraregional trade compared
with other regions suggests the possibility of unexploited opportunities for
regional exports, although this may partly reflect preferential access to non-
regional markets'? as well as often inefficient and under-resourced customs
systems and limited intraregional transport connections. Harmonization
of product standards within regional trading blocs could help to facilitate
intraregional trade; and, if designed to converge towards ISO 22000 standards,
could also facilitate access to non-regional markets over the long term.

Domestic demand plays a critical role, particularly in areas with less
favourable transport connections to export markets. Urbanization and income
growth in both rural and urban areas offer major opportunities for diversification
of agricultural production towards higher-value products such as livestock
products, vegetable oils, fruits and vegetables. It has long been recognized that
the proportion of income spent on non-food products increases as incomes
rise (a principle known as Engel's Law). Equally, Bennett's Law (Bennett, 1954)
highlights the fact that food demand also shifts from staple to non-staple foods
as incomes rise, while demand for processed foods also increases (Dolislager,
Tschirley and Reardon, 2015; Reardon et al., 2015). There are strong synergies
between these effects, as non-staple products such as dairy produce and fruit
are more perishable than grains, and consequently require more post-harvest
processing and services.

Thus, a given increase in incomes leads to a greater percentage increase in
demand for higher-value agricultural produce, food processing and non-food
goods, providing potentially substantial market opportunities for both higher-
value agriculture and RNFE activities. Farmers in areas of good agricultural
potential and with access to markets are well placed to secure new markets
for such products; and their ability to do so can be further enhanced through
cooperative enterprises, especially where basic services are limited (ILO, 2011;
CSEND, ILO and ICA, 2015). This highlights the importance of ensuring that
local producers are able to respond effectively to these demand changes.
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As discussed in section B, urban markets are a major source of demand
for peri-urban areas, but offer fewer opportunities to more distant rural areas.
Other potentially important sources of local demand (and investable surpluses)
include export-oriented agriculture and agro-industry, where conditions are
favourable; entrepdts on trading routes, particularly on borders (e.g. Muse, on
Myanmar’s border with China) and at junctions between major domestic routes;
and transport corridors such as the Beira Corridor in Mozambique (Reardon,
Berdegué and Escobar, 2001; Paul and Steinbrecher, 2013). “Implanted” natural
resource-based projects or businesses such as mines, oilfields, forestry projects
and eco-/cultural tourism can also provide an important engine of demand; but,
aside from environmental concerns, such activities are often limited to enclaves
with very limited effects on the wider economy. Nonetheless, they may provide
some relatively remunerative services sector jobs, generating some consumption
linkages.

Migrant remittances can also create employment indirectly, through
investment in farming and rural non-farm activity as well as through consumption
spending (Taylor, 1999; Wouterse and Taylor, 2008). Depending on the nature
of migration, however, remittances may be concentrated often among a limited
number of better-off families (Lipton, 1980; Reardon and Taylor, 1996), in which
case there is a risk of compounding existing inequalities and concentration
of RNF opportunities. The impact of remittances also depends heavily on the
destination of migration, as intercontinental migration is often longer-term and
generates larger remittances than migration to urban areas or neighbouring
countries. Thus, while intraregional remittances may be more equitably
distributed, they may have less overall effect on agriculture or RNF employment
(Wouterse and Taylor, 2008).

Regardless of the primary engine of demand growth, rural markets
themselves can be a major and growing market for both RNFE goods and
services and higher-value agricultural produce as rural incomes grow. As in
urban areas, increasing rural incomes generate disproportionate increases in
demand for non-staple and processed foods and non-farm goods and services,
including household goods, such as furniture and clothing; services, including
local financial and commercial services, transport, entertainment and hospitality,
personal care, etc.; and food processing. In relatively closed economies, much
of this demand is, almost by definition, for local (agricultural and non-farm)
products, including higher-value and processed foods, clothing, household
goods, transportation, etc.

Two recent multi-country studies provide an indication of the scale of demand
for higher-value and processed foods as well as non-farm goods and services in
rural (and urban) markets in several African and Asian LDCs. In Ethiopia, Malawi,
Mozambique, Uganda and United Republic of Tanzania, rural consumers spent
on average 34 per cent of their incomes on non-food products (including
urban-produced and imported goods), and bought 44 per cent of the food they
consumed in 2010. In Bangladesh and Nepal in the same year, rural households
bought 73 per cent of their food from the market. In both the African and the
Asian LDCs covered by these studies, non-grains accounted for 61 per cent
of rural households’ total food expenditure. Processed foods accounted for 29
per cent in the former, and 53 per cent in the latter (Dolislager, Tschirley and
Reardon, 2015; Reardon et al., 2015). These proportions can be expected to
increase further as incomes rise.

Since additional local purchases in turn increase the incomes of sellers, this
generates potentially important multiplier effects. In African LDCs, estimates of
such multiplier effects range from 1.3-1.4 in Burkina Faso, Sierra Leone and
Zambia to 1.7-2.0 in Gambia, Madagascar, Niger and Senegal. The breakdown
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Infrastructure investment policies
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to transform non-farm activities
— and, indirectly, the agricultural
sector.

of additional demand between agriculture and the non-farm sector varies
considerably in the few cases where this is estimated: Agriculture accounts for
around three quarters of the total in Senegal and Zambia, but little more than
one quarter in Niger (Reardon et al., 2007, table 7A.1, pp. 174-182).13

3. HARD AND SOFT INFRASTRUCTURE

Density and quality of infrastructure (e.g. electricity and water supply, storage
facilities and roads) are crucial to agriculture and RNF activities. By providing
greater access to output and input markets and allowing lower production and
transaction costs, better infrastructure increases investments and incomes and
improves supply response (Anderson and Leiserson, 1978). Similar benefits
are provided by the “soft infrastructure” of institutions (e.g. marketplaces,
communications networks, education and health services, financial and
payments systems and market information systems). Infrastructure investment
policies can thus increase agricultural productivity, strengthen linkages
between the RNF sector and agriculture, and create new opportunities for RNF
employment (Ahmed and Hossain, 1990; Kingombe, 2011).

However, both hard and soft infrastructure are extremely limited in most
rural areas in LDCs, particularly beyond peri-urban areas and in areas of low
population density. This further reinforces the other advantages of urban
proximity, and can contribute to an agglomeration of capital-intensive firms in
urban areas, undermining the viability of smaller and more labour-intensive rural
firms.

Rural electrification is a critical element of rural development and
diversification. It has the potential to transform non-farm activities — and,
indirectly, the agricultural sector — in LDCs, increasing productivity by allowing
the introduction of new productive technologies and extending potential working
hours, as well as contributing to higher educational attainment and improved
health outcomes with longer-term benefits (UNCTAD, 2014, box 5, p. 133). As
chart 1.10(e) demonstrates, access to electricity in rural areas is particularly
limited, especially in African LDCs, where it is less than 10 per cent in nearly two
thirds of cases. Even in most Asian and island LDCs, only a minority of the rural
population have access to electricity. The potential effect of moving to universal
access is thus considerable, especially in African LDCs, where the proportion of
households with access to electricity will increase more than tenfold in just 15
years.

While rural towns and some immediate or densely inhabited peri-urban areas
may be able to benefit from grid extension from existing centralized generation
and distribution systems, in most other contexts, off-grid and micro-grid
approaches will be needed. The potential for such systems is greatly increased
by the development of renewable energy technologies, which can operate on a
much smaller scale and are now more economically viable than available fossil
fuel alternatives (including diesel generators) in many areas, although the costs
and logistical challenges remain considerable.

As shown in chart 1.10(g-h), rural areas are also generally disadvantaged in
access to education; and this disadvantage tends to increase with distance
from urban areas. As discussed in section C.2, the comparative experiences of
Malawi, Nepal and Bangladesh suggest that education alone is not sufficient as
a driver of RNFE development. Nonetheless, empirical studies identify education
as a key determinant of household participation in RNF activities, and of RNF
productivity, incomes and enterprise success (e.g. Jolliffe, 1998; Glewwe,
1999; Lanjouw, Quizon and Sparrow, 2001; Abdulai and Crole-Rees, 2001).
The higher-productivity RNF activities critical to rural economic transformation,
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in particular, generally require more advanced skills and knowledge to handle
more complicated technologies (Yamauchi, 2004; Fafchamps and Shilpi, 2005;
Barrett, Reardon and Webb, 2001); and the lack of such skills is one of the major
barriers confining poorer households to less remunerative income sources.

More and better education is thus a significant factor influencing the
pace and nature of RNFE development, and the scale and distribution of its
benefits. Increasing access to education can provide a means of promoting
rural development, diversification and pro-poor growth (Winters et al., 2009);
and improvements in school quality can have a still higher return than additional
years of schooling (Glewwe, 1999).

Access to financial services and credit is at best limited in most rural
areas of LDCs, especially beyond the peri-urban, so that capital for investment
is largely limited to each household’s own savings, sometimes supplemented
by resources mobilized from family and friends (including remittances). Even in
Bangladesh, the home of microfinance, a 2000 survey found that more than 70
per cent of rural enterprises cited household savings as the main source both
of start-up capital and of subsequent investment, while only 10 per cent had
received loans from banks.

In many LDCs, lack of access to commercial finance reflects both
underdevelopment of the financial system and a strong risk aversion in the
banking sector, skewing assets towards safer investments such as government
securities and away from riskier activities such as lending to small and medium-
sized enterprises (SMEs) and microenterprises. Banks are reluctant to lend to
small businesses and microenterprises (and suppliers to provide credit), largely
because of high risks and limited information about creditworthiness.

Microfinance has been widely promoted as a means of financing small-
scale investment in a context of poverty reduction. Since its popularization in
Bangladesh, several microfinance programmes have been initiated in developing
countries, in particular LDCs, by international organizations, non-governmental
organizations (NGOs) and donors.

Despite initial observations highlighting the effects of such schemes in
easing the finance constraints of the poor, the evidence for positive effects is at
best very weak. Notwithstanding numerous studies, some of which have been
widely cited in support of microfinance, a recent systematic (Cochrane review)
assessment of the available evidence finds no valid evidence for positive effects
due to serious problems in methodology and research design. Its conclusion is
that “it remains unclear under what circumstances, and for whom, microfinance
has been and could be of real, rather than imagined, benefit to poor people”, and
that its “putative success... may well have diverted attention from opportunities
for alternatives” (Duvendack et al., 2011, p. 75).

Where microcredit is available, it is characterized by very high interest rates
and very short maturities, while rates of return on investment in rural areas of
LDCs are highly uncertain, especially on the innovative investments essential
to rural transformation, and often relatively low. Additional risks arise from the
possibility of crop failure (affecting demand for non-agricultural products as well
as agricultural incomes); from household income losses (e.g. due to ill-health)
more generally; and from diversion of funds to maintain a minimum level of
consumption due to very low and variable incomes. Supply-side constraints on
microfinance result from the high cost of reaching clients in widely dispersed
populations and problems in enforcing repayment.

A systematic review of evidence from sub-Saharan Africa finds that these
factors result in some recipients of microcredit becoming over-indebted and
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impoverished rather than enriched, and concludes that “a growing microfinance
industry may as easily be a cause for concern as one of hope” (Stewart et
al., 2010). High interest rates, short maturities and uncertain returns also limit
investments, particularly in innovation; skew investment opportunities to better-
off households who can more readily afford to finance investment from their
own resources and to bear the costs and risks involved; and increase the risk
of business failure. Where land is used as collateral, this results in a risk of
dispossession, seriously impairing the borrower’s ability to emerge from poverty.

In peri-urban areas and an increasing proportion of intermediate rural areas,
the availability of mobile phone coverage allows the use of mobile phone-based
banking services such as those developed in Kenya and South Africa, which can
substantially reduce transaction costs. This advantage should spread rapidly to
other intermediate rural areas where coverage remains limited, and ultimately to
remote and isolated areas. Combined with increasing investment opportunities
through rural development, this could contribute substantially to increasing the
scale of lending opportunities to a level sufficient to attract commercial lenders
to rural areas, potentially reducing the cost of microcredit to a more sustainable
level.

Transport infrastructure, particularly roads (but also waterways in
some areas), plays a pivotal role in rural economic transformation and RNFE
development. As noted above, proximity and access to urban markets is a
major determinant of rural development, providing considerable benefits to both
the agricultural sector and the RNFE. As towns and cities grow, new towns
emerge in rural areas and transport links improve, rural areas will effectively
become “closer” to towns and cities economically. Such opening leads, in
varying degrees, to a progressive delinking of RNFE growth from agriculture
(Haggblade, Hazell and Reardon, 2007), and can create new opportunities
for the production of exportable goods and services (e.g. agroprocessing,
mining and tourism), promoting wider development through linkages to non-
tradable activities (Wiggins, 2014). In the long term, this process is likely to be
indispensable to the transformation of rural economies and thus to sustainable
poverty eradication.

However, this is not a linear process, and the opening associated with
strengthening transport connections is a two-edged sword. In remote and
isolated rural areas (and in varying degrees some intermediate rural areas), the
high costs of trade beyond the local market provide a substantial degree of
natural protection from outside competition; and local rural economies have
evolved over many generations in response to this reality. Strengthening transport
connections with urban areas effectively reduces this natural protection, and in
doing so it radically changes the context within which the RNFE operates: It
exposes producers to unprecedented competition in local food and non-food
markets from large urban and foreign producers with much greater economies
of scale and modern distribution networks (Reardon et al., 2007). While small-
scale local producers also gain access to new opportunities and incentives,
they typically have neither the experience nor the means to respond to them
effectively.

A sudden ingress of urban products and/or imports of non-farm goods into
rural areas can thus be a major challenge for local producers, particularly of
cottage-industry manufactured goods, and for those dependent on income from
unskilled labour. The potential scale of this negative effect is very substantial: The
sectoral activities data in table 3.3 above indicate that manufacturing activities
account for 22 per cent of RNF employment in Nepal, 29 per cent in Malawi and
32 per cent in Bangladesh.
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This highlights a critical paradox of poverty-oriented structural transformation
in rural economies. Poverty is unlikely to be eradicated in rural areas of LDCs
without improved transport infrastructure; but improving transport links plunges
rural producers into a much larger and more competitive market, in which they
are ill-equipped to succeed because of their multiple disadvantages, in scale,
financial and human resources, access to infrastructure and markets, and
inexperience in operating in such markets. Resolving this paradox will be a key
challenge in the post-2015 context.

Construction of rural infrastructure can also play a very important secondary
role in rural development. As highlighted in Chapter 1, achieving the SDGs
will require a considerable increase in the level of infrastructure investment in
rural areas of LDCs in the post-2015 era; and, beyond the long-term benefits
of infrastructure provision, this can serve the additional and more immediate
purpose of creating productive employment opportunities, with the potential to
reduce the deficit in demand that constrains RNFE development (ILO, FAO and
IFAD, 2010; ILO, 2014, ILO et al., 2015; UNCTAD, 2013b, Chap. 5.D).

Depending on their nature, many infrastructure investments have considerable
potential for job creation through the use of labour-based construction methods
(Kingombe, 2011), which can also be more cost-effective than intensive use
of construction equipment in labour-abundant, low-wage economies. Equally,
where construction materials of adequate quality are available, local sourcing
can provide additional opportunities for non-farm employment and enterprise
development, and may again reduce costs in remote and isolated areas where
transport costs are high.

In practice, however, direct and indirect employment effects are not generally
considered in decisions on construction methods in infrastructure. By making
investment more “employment-friendly” (ILO et al., 2015), taking account of
these considerations can make a significant contribution to rural economic
transformation. Labour-based approaches also allow wider inclusion of
infrastructure beneficiaries at community level in all project stages, permitting
more effective integration of social and environmental considerations (ILO,
2014).

“Workfare” programmes of labour-intensive public works are long
established in many developing countries as a means of mitigating the adverse
consequences of natural disasters, emergencies and humanitarian crises (e.g.
droughts, floods, hurricanes and harvest failure) and in post-conflict situations
(Lanjouw, 2007; UNCTAD, 2013b); and there have been a number of (mostly
donor-funded) labour-based infrastructure construction projects, primarily in
the transport sector. However, many other areas of infrastructure investment are
also conducive to labour-based construction methods and local procurement,
including water supply (wells and rainwater harvesting), sanitation, agricultural
infrastructure (drainage, irrigation, terracing, etc.), and schools and health
facilities (including furnishings). Given the scale of such investments required
in coming years, a more “employment-friendly” approach could have major
benefits for the structural transformation of rural economies.

F. Urban proximity and sectoral priorities
for rural economic transformation

As noted above, a key aspect of rural economic transformation is the
progressive opening of local rural economies to wider markets as transport
infrastructure is improved; but this generates threats to local producers, from
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exposure to wider competition, as well as generating the opportunities offered by

Identifying the priorities for
agricultural upgrading and economic
diversification, based on future
(dynamic) comparative advantage is
key to exploiting opportunities.

larger markets. The potential benefits thus depend on ensuring that producers

are able both to withstand the threats and to exploit the opportunities. A key

aspect of this is identifying the priorities for agricultural upgrading and economic
diversification, based not only on immediate (static) comparative advantage,
but also on future (dynamic) comparative advantage within the rapidly changing
context implied by a post-2015 world. Such priorities differ widely between peri-
urban, intermediate, and remote and isolated areas (table 3.6).

While growth of large cities is a major focus of attention, it should be noted

that smaller cities and towns are also of increasing importance. In West Africa,
for example, smaller towns and cities comprise 60 per cent of the urban

Table 3.6. Rural development priorities by urban proximity

Agriculture

Agroprocessing

Other RNFE

General

Peri-urban

Develop intensive
production of high-value
crops for urban market

High-value food processing
for urban market

Commuting to urban area

Entrepreneurial agriculture

Weekend leisure activities
for urban elite/middle class

Primarily microenterprise
expansion and SME
development

Transport services

Develop direct links

with urban retailers

Small-scale industry

Intermediate
(and peri-urban
areas around

Expand and increase
productivity of traditional
export crops

Export crop processing

Commercialize production
of craft products

Entrepreneurial agriculture

Increase productivity
of staple production for
local (and possibly urban)
markets

Food crop (and meat/fish)
preserving and packaging
to increase tradability
of agricultural produce
to urban and/or export
markets

Construction and related
services

Mix of SMEs and
microenterprise

Diversify into higher-value

Value added processing for

Construction materials,
mining, tourism, fisheries,

Develop/ consolidate

Progressive upgrading and
commercialization

small towns) crops and livestock for local | local market (and tourism, | sustainable and community = producers’ associations/
markets where developed) forestry, etc., where local cooperatives
conditions are favourable
Develop biofuels Biofuel processing pevlerp el | guppller—
led value chains
Product differentiation: organic, fair trade, sustainability Develop links between
certification, geographical indicators, etc. smaller towns/rural hubs
Link to tourist sector where developed
Increase productivity of . .
) Small-scale processing for Progressive
staple crops, mainly for s “ ” o AR
. ) local market, initially on- Z goods” (transitional) commercialization of small-
subsistence consumption . .
-~ farm and artisanal scale agriculture
(initial focus)
Food crop (and meat/fish)
Diversify production towards | preserving and packaging
higher-value crops and to increase product life and Local services Microenterprise formation
livestock for local market tradability of agricultural
Remote/ produce to nearby markets
isolated

Construction and related
services

Develop, connect with, and
strengthen links between
local hubs

Where local conditions are
favourable: construction
materials, sustainable and
community forestry, niche
(e.g. eco- and adventure)
tourism, etc.

Source: UNCTAD secretariat elaboration.
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population (Hollinger and Staatz, 2015), while the near-doubling of Uganda’s
urban population between 2002 and 2014 occurred partly through a still greater
increase in the number of urban centres, from 75 to 197.1% In the post-2015
context, the establishment of new social infrastructure (schools and health
facilities) can be expected to accelerate the emergence of local hubs in rural
areas. This is particularly important as smaller towns typically have much
stronger linkages with their surrounding rural areas than do larger urban areas
(Christiaensen, Weerdt and Todo, 2013; Berdegué and Proctor, 2014).

1. PERIFURBAN AREAS

The greatest comparative advantage of peri-urban areas, particularly
around major cities, lies in servicing urban markets. Urban markets provide
a considerable source of demand for goods and services produced in peri-
urban areas (e.g. household products and higher-value and processed foods),
reflecting higher income levels, and often rapid market growth. Cities in African
and Asian LDCs already provide much bigger markets than export sales for
food and rural non-food products, and their relative importance is likely to grow
further in the future (Dolislager, Tschirley and Reardon, 2015; Reardon et al.,
2015).

This can create substantial opportunities for intensive production of fruit,
vegetables and other high-value crops, for meat and fish, and for high value
added food processing, including production of luxury foods. Proximity and the
possibility of regular direct contact provide the potential both to build long-term
relationships with larger outlets such as supermarkets and wholesalers and to
develop sales to smaller retail outlets and direct sales in markets. Linking with
supermarkets may offer particular benefits in terms of women’s employment
opportunities, as women tend to be preferred for activities such as cleaning and
bundling vegetables (Qaim and Rao, 2012).

Daily commuting can provide another option; and some well-located peri-
urban areas close to major cities, with favourable infrastructure, might also hope
to attract urban workers as residents. Leisure activities oriented towards better-
off urban residents may generate valuable economic opportunities; and such
interactions with urban areas increase demand for transport services.

Proximity to urban services, and to urban markets for the purchase of inputs,
provides substantial advantages; and access to electricity and water supply
(where not already available) may be facilitated by the possibility of extending
existing supply grids. Once power supply is available, there may be the scope to
develop small-scale industry, exploiting the advantages of lower land costs than
in the city itself.

2. INTERMEDIATE RURAL AREAS

In intermediate rural areas, most non-farm activities are closely connected
with agriculture, through forward and backward linkages. Hence, a productive
agricultural sector increases RNFE activity; but sluggish agricultural growth leads
to anaemic consumer demand and to limited opportunities for agroprocessing
and input supply (Reardon, 1997; Wiggins, 2014).

Intermediate rural areas (and peri-urban areas around rural towns) are
often the primary area for production of export crops. Where this is the case,
a major focus is increasing vyields for these crops, and moving up value chains
through increased local processing. Expansion of the cultivated area may also
be possible, where suitable uncultivated land is available, based on assessment
of, and appropriate efforts to ease, the economic or institutional constraints that
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prevent its cultivation. Product differentiation, for example through organic, fair
trade and sustainability labelling schemes and geographical indicators, may
offer opportunities to increase prices for export crops (box 3.1).

Box 3.1. Organic agriculture in LDCs

Organic produce represents an important market segment in developed countries, commanding substantial market
premiums; and production in many rural areas of LDCs would in principle meet organic standards, reflecting limited use of
non-organic inputs, although the need for certification to access such markets can be a significant obstacle. While the extent
of certified organic production varies very widely across LDCs, some have had significant success in promoting it. In some
African LDCs, such as Ethiopia, Sudan, Uganda and United Republic of Tanzania, more than 100,000 producers are engaged
in organic production; and it accounts for around 7 per cent of the total cultivated area in two island LDCs, Sao Tome and
Principe and Timor-Leste (box table 3.1). The average size of the farms involved varies very widely: Average certified areas
per organic producer range from less than 1 ha in Afghanistan, Bangladesh, Benin, Senegal, Togo and Zambia to around
100 ha in Niger, 300 ha in Lesotho and Timor-Leste, 600 ha in Sudan and 2,800 ha in Mozambique.

Box table 3.1. Organic agricultural production in LDCs, 2013

Organic land

Number of organic

producers Hectares ‘ Percentage of total ‘ Hectares per producer

Afghanistan 264 61 0.000 0.2
Angola n/a 2 486 0.004 n/a
Bangladesh 9 335 (2011) 6 860 0.07 0.7
Benin 2 355 1987 0.06 0.8
Bhutan n/a 6726 1.33 n/a
Burkina Faso 11 395 16 689 0.14 1.5
Burundi 36 550 0.03 15
Cambodia 6 753 9 889 0.18 1.5
Comoros (2011) 1416 2 642 1.7 1.9
Dem. Rep. of the Congo 1123 51 838 0.23 46
Ethiopia (2012) 134 626 164 777 0.46 1.2
Guinea-Bissau n/a 1843 0.11 n/a
Haiti 1210 2878 0.16 2.4
Lao People’s Dem. Republic 1342 (2011) 6 442 0.27 4.8
Lesotho 2 560 0.02 280
Madagascar (2012) 14 550 30 265 0.07 2.1
Malawi 265 0.005 n/a
Mali 8048 3727 0.01 0.5
Mozambique 5 13 998 0.03 2800
Myanmar 15 897 0.01 60
Nepal 687 9 361 0.22 14
Niger 1(2012) 106 0.000 106
Rwanda (2011) 876 3705 0.19 4.2
Sao Tome and Principe (2012) 2180 4 051 7.23 1.9
Senegal 18 393 7176 0.08 0.4
Solomon Islands (2012) 384 1307 1.56 3.4
Sudan 222 141 479 0.1 637
Timor-Leste 72 24 690 6.58 343
Togo 9428 4 638 0.14 0.5
Uganda (2012) 189610 231157 1.66 1.2
United Rep. of Tanzania 148 610 186 537 0.53 1.3
Vanuatu 696 4106 2.2 5.9
Zambia 10 055 7 552 0.03 0.8
Source: FiBL and IFOAM, 2015, table 70, pp. 277-280.
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Among food crops, diversification into higher-value crops and livestock
production to respond to growing local demand is a major opportunity; and
increasing processing (preserving and packaging) can boost this opportunity
by increasing tradability to urban markets, as well as increasing local value
added and providing off-farm income opportunities. To the extent that peri-
urban economies move towards higher-value products and non-agricultural
production oriented towards urban markets, this may also open up opportunities
for the sale of staple foods to the urban market. Development of biofuel crops
for local use may also be an important opportunity, providing the potential for
employment creation in processing and for foreign exchange savings as well as
increasing the sustainability of transportation.

Beyond agroprocessing, RNFE opportunites may arise from
commercialization of craft production and, particularly in the post-2015 context,
construction and related services and construction materials. Depending on the
nature of the area and the natural resources available, other potential sectors
may include tourism, fisheries, sustainable forestry (including forest products as
well as timber and wood products) and possibly mining, whose developmental
benefits can be enhanced by maximizing forward and backward linkages to
other sectors.

3. REMOTE AND ISOLATED AREAS

Remote and isolated areas are generally oriented primarily towards
subsistence production, particularly in agriculture. Afirst priority is thus to increase
staple productivity and promote reliable market access (and storage). This is
an essential foundation for diversification of agricultural production, adoption
of new technologies and development of non-farm activities. Households’
critical dependence on staple food production inevitably gives rise to extreme
risk aversion; and assurance of access to sufficient food is a prerequisite for
investment of resources or effort in other activities. Other mechanisms, such
as development of functioning markets and local food security stocks, can
contribute as well, but these also depend significantly on local production.

Increasing staple yields allows households to meet their own consumption
needs with less land, releasing land for production of higher-value crops for
sale as incomes rise and households upgrade and diversify their diets. Demand
for livestock can similarly be expected to grow. Processing of locally produced
foods may also provide a useful income source, and may lay the foundations
for an artisanal agroprocessing sector, which is a major source of income and
employment for women; and preserving and packaging foods can contribute to
food security and seasonal price stability, as well as potentially allowing sales in
more distant markets. Movement from a traditional pattern of home-processing
towards purchasing processed foods can also release women’s time from
unpaid domestic work to engagement in economic activities outside the home.

Increasing incomes in relatively closed markets are also likely to raise demand
for so-called “Z goods” (non-food goods, typically of relatively low quality,
produced on a small scale using traditional labour-intensive methods) (Hymer
and Resnick, 1969). This does not generally represent a viable option in the
long term, as local production will be uncompetitive with industrially produced
goods in price and/or quality once they become available; and this limits the
resources it is worth investing in upgrading production. Nonetheless, “Z goods”
can represent a valuable source of supplementary income in the interim. They
may also provide a starting point for microenterprises that may later move into
other activities, and a training ground for business skills.

RNFE opportunities may arise
from commercialization of craft
production, construction and related
services and construction materials.

Remote and isolated areas are
generally oriented primarily towards
subsistence production, particularly

in agriculture.

A first priority is to increase staple
productivity and promote reliable
market access (and storage).

“Z goods” can represent a valuable
source of supplementary income
and provide a starting point for
microenterprises, but are unlikely to
be viable in the long term.
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Increased infrastructure investment
can be expected to generate
opportunities for the production
of construction materials in
remote areas.

Increased infrastructure investment can be expected to generate
opportunities for the production of construction materials in remote areas,
benefiting considerably from the closed nature of local markets, although such
materials are unlikely to be competitive beyond the local market. Other possible
productive sectors are similar to those in intermediate areas, and again need to
be based on available natural resources; but their potential and the nature of the
activities developed will inevitably reflect the more closed nature of local markets
in remote and isolated areas. For example, the potential for tourism is likely to be
limited in most cases, with a few exceptions such as ecotourism (e.g. on small
remote islands) and adventure tourism (as in the Himalayas in Nepal).

G. Summary

In summary:

Aside from outward migration, the main routes out of poverty in rural
areas are market-oriented agriculture and productive non-farm activities.
Both require rural economic transformation.

Non-farm activities are a major driver of agricultural upgrading and rural
transformation.

Data on rural diversification and non-farm activities are very limited,
and their interpretation is complicated by the multiple dimensions of
diversification.

Nonetheless, it is clear that all but a few LDCs in all regions are still in the
first stage of rural economic transformation.

The extent of rural economic diversification varies widely between LDCs,
but does not necessarily reflect transformation: The non-farm sector
includes low-productivity “survivalist” activities as well as transformative
high-productivity activities.

The greatest driver of rural economic transformation is proximity to urban
areas, but other drivers are needed beyond peri-urban areas.

Remote areas and the poorest households have the greatest need of
income diversification, but the most limited opportunities to diversify
productively.

Demand is critical to rural transformation, but often neglected; local rural
markets play a major role, especially beyond peri-urban areas.

Poverty eradication will require improved transport infrastructure in the
long term, but will only have a positive impact if rural producers are
enabled to compete in wider markets.

Sectoral priorities for agriculture and the non-farm economy in the post-
2015 context differ markedly between peri-urban, intermediate and
remote/isolated areas.
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Notes

See, for example, Haggblade, Hazell and Reardon, 2010; Hossain, 2004; Cannon and
Smith, 2002; Lanjouw and Feder, 2001; Gordon and Craig, 2001; http://projects.nri.
org/rnfe/; http://www.fao.org/economic/riga/riga-publications/riga-publications/en/.
Wage employment in agriculture is generally considered to be part of “off-farm” income
(income earned by a household other than from its own farm), but not part of “non-
farm” income (income earned other than from agricultural activity).
Suchaclassification, divided between primary processing, manufacturing and services,
is provided in Annex lll table A2.

This is based on the criteria laid out in World Bank (2007). Subsistence-oriented and
market-oriented smallholder households are defined as those deriving more than 75
per cent of totalincome from agriculture, and subdivided between subsistence-oriented
and market-oriented according to whether the majority of their output is consumed
or sold. Labour-oriented households are defined as those deriving more than 75 per
cent of total income from wage or non-farm self-employment; migration-oriented
households as those receiving more than 75 per cent of total income from transfers
and other non-labour sources; and diversified households as those who do not derive
more than 75 per cent of total income from any one of these sources.

Estimated on the basis of data from the Rural Income Generating Activities Project
(RIGA).

Labour Force Surveys and Living Standard Measurement Study surveys. Country
selection is based on data availability.

While the figure for the finance, insurance and real estate sector in Nepal is zero, as
mentioned in the notes to table 3.5, the sample comprises a single individual.

The sample consists of data from years between 1986 and 2006 for four LDCs
(Ethiopia, 1998; Malawi, 2002; Mozambique, 1986; and Zambia, 2003) and four
ODCs (Cameroon, 1992; Cote d’lvoire, 1996; Namibia, 1996; and South Africa,
1996). Population-weighted figures are also given in the original table. However, while
they give a slightly greater weight to LDCs (59 per cent compared with 50 per cent
in the unweighted figures), they also skew the result strongly towards Ethiopia, which
accounts for 63 per cent of the population of the LDCs included (based on census
year populations).

Agriculture-based countries are defined as those in which agriculture accounts for at
least 32 per cent of GDP growth, largely reflecting a substantial share in total GDP,
and at least 70 per cent of the poor are in rural areas. Transforming countries are those
with a smaller share of agriculture in economic growth, but where poverty remains
overwhelmingly rural (World Bank, 2008).

Migrant income and sales of livestock and surplus agricultural produce can play a
similar role for those households who have these advantages.
http://www.iso.org/iso/home/standards/management-standards/iso22000.htm.
African exports to markets outside the continent face an average protection rate of 2.5
per cent, largely as aresult of preferences under the Generalized System of Preferences,
the European Union’s Everything But Arms initiative and the United States’ African
Growth and Opportunity Act, compared with 8.7 per cent for intraregional exports
(UNCTAD, 2013a).

Based on multipliers calculated for rural regions (Burkina Faso, Niger, Senegal, Sierra
Leone and Zambia) and national studies estimating rural and urban effects separately
(Gambia and Madagascar).

While most labour-intensive public works programmes in LDCs are introduced
and designed by donors and funded either through donor grants or loans, some
independently developed and domestically funded programmes are still in operation,
such as the Karnali Employment Programme in Nepal (UNCTAD, 2013b).

Uganda - National Household Survey 2012-2013, available from http://catalog.ihsn.
org/index.php/catalog/4620.



106

The Least Developed Countries Report 2015

References

Abdulai A and A Crole-Rees (2001). Determinants of Income Diversification amongst Rural
Households in Southern Mali. Food Policy. 26 (2001): 437-452.

AfDB, OECD, and UNDP (2014). African Economic Qutlook 2014: Global Value Chains
and Africa’s Industrialisation.

Ahmed Rand M Hossain (1990). Development Impact of Rural Infrastructure in Bangladesh.
International Food Policy Research Institute. Washington, D.C.

Anderson D and M Leiserson (1978). Rural Enterprise and Non-farm Employment. World
Bank. Washington, D.C.

André Cand J-P Platteau (1998). Land Relations under Unbearable Stress: Rwanda Caught
in the Malthusian Trap. Journal of Economic Behavior and Organization. 34(1): 1-47.

Balihuta AM and KSen (2001). Macroeconomic Policies and Rural Livelihood Diversification:
An Ugandan Case-study. Ladder Working Paper 3. DFID. London.

Barrett CB, M Clark, D Clay and T Reardon (2005). Heterogeneous Constraints,Incentives,
and Income Diversification Strategies in Rural Africa. Quarterly Journal of Agricultural
Economics. 44(1): 37-60.

Barrett CB, T Reardon and P Webb (2001). Nonfarm Income Diversification and Household
Livelihood Strategies in Rural Africa: concepts, dynamics, and policy implications.
Food Policy. 26: 315-331.

Bennett MK (1954). The World’s Food. Harper. New York.

Berdegué JA and FJ Proctor (2014). Inclusive Rural-Urban Linkages. Document 123.
Working Group: Development with Territorial Cohesion. RIMISP. Santiago.

Boughton D, B Teme, O Sanogo, J Staatz, T Reardon and E Crawford (1995). Development
Strategies for Maize in Mali: Using a Commodity Subsector Perspective to Increase the
Impact of Agricultural Research and Development. Département Planification Agricole
et Economie Rurale, Institut d’Economie Rurale. Bamako.

Canagarajah S, C Newman and R Bhattamishra (2001). Nonfarm Income, Gender and
Inequality: Evidence from rural Ghana and Uganda. Food Policy. 26: 405-420.

Cannon T and D Smith (2002). Rural Non-Farm Economy Project. Uganda Fieldwork Case
Study Synthesis Report. NRI Report 2701. Natural Resources Institute, University of
Greenwich. London.

Castillo M and MC Sodergren (2015). Statistical Activities of the ACI on Decent Work in the
Rural Economy. PowerPoint presentation to the meetingon LDCR 2015. Geneva. 3 July.

Christensen G (1989). Determinants of Private Investment in Rural Burkina Faso. Dissertation.
Cornell University. Ithaca, NY.

Christiaensen L, J Weerdt and Y Todo (2013). Urbanization and Poverty Reduction: The
Role of Rural Diversification and Secondary Towns. Agricultural Economics. 44 (4-5):
435-447.

CSEND, ILO and ICA (2015). Promoting Cooperative-to-Cooperative Trade for Sustainable
Development. Joint statement made by the ILO on behalf of the CSEND-ILO-ICA
group to the Fifth Global Review of Aid for Trade: Reducing Trade Costs for Inclusive,
Sustainable Growth. Geneva. 2 July.

Dabalen A, S Paternostro and G Pierre (2004). The Returns to Participation in the Nonfarm
Sector in Rural Rwanda. World Bank Policy Research Working Paper 3462. World
Bank. Washington, D.C

Davis B, S DiGiuseppe and A Zezza (2014). Income Diversification Patterns in Rural Sub-
Saharan Africa: Reassessing the evidence. World Bank Policy Research Working
Paper 7108. World Bank, Washington, D.C.

de Haan A (1999). Livelihoods and Poverty: the Role of Migration. A Critical Review of the
Migration Literature. Journal of Development Studies. 36(2): 1-47.

de Haan A and B Rogaly, eds. (2002). Labour Mobility and Rural Society. Frank Cass.
London.

Deichmann U, F Shilpi and R Vakis (2009). Urban Proximity, Agricultural Potential and
Rural Non-farm Employment: Evidence from Bangladesh. World Development. 37(3):
645-660. March.

Deininger K, S Jin, B Adenw, S Gebre-Selassie and M Demeke (2003). Market and Non-
market Transfers of Land in Ethiopia: Implications for Efficiency, Equity and Non-
farm Development. World Bank Policy Research Working Paper 2992. World Bank.
Washington, D.C.

Dimova RD and K Sen (2010). Is Household Income Diversification a Means of Survival or
a Means of Accumulation? Panel Data Evidence from Tanzania. BWPI Working Paper
122. University of Manchester. Brooks World Poverty Institute. Manchester.



CHAPTER 3. Economic Diversification, Non-Farm Activities and Rural Transformation

107

Dolislager MD, D Tschirley and T Reardon (2015). Consumption Patterns in Eastern and
Southern Africa. Report to USAID by Michigan State University, Innovation Lab for
Food Security Policy. East Lansing, MI. May.

Duvendack M, R Palmer-Jones, J Copestake, L Hooper, Y Loke and N Rao (2011). What
is the Evidence of the Impact of Microfinance on the Well-Being of Poor People?
EPPI-Centre, University of London. London.

Egyei RK, P Harrison and Y Adzovor (2013). Household Non-Farm Income: Any Influence
on Agricultural Productivity in Rural Ghana? Developing Country Studies. 3(9).

Ellis F (1999). Non-farm Employment in Tanzania: A Partial Case Study. Natural Resources
Institute. Chatham, UK.

Ellis F (2000). Rural Livelihoods and Diversity in Developing Countries. Oxford University
Press. Oxford.

Ellis F (2005). Small-Farms, Livelihood Diversification and Rural-Urban Transitions: Strategic
Issues in Sub-Saharan Africa. Paper prepared for the Research Workshop on The
Future of Small Farms. Wye, Kent. 26-29 June.

Elis F and S Biggs (2001). Evolving Themes in Rural Development 1950s-2000s.
Development Policy Review. 19(4): 437-448.

Ellis F and HA Freeman (2004). Rural Livelihoods and Poverty Reduction Strategies in Four
African Countries. Journal of Development Studies. 40(4): 1-30.

Fafchamps M and F Shilpi (2003). The Spatial Division of Labour in Nepal. Journal of
Development Studies. 39(6): 23—-66.

Fafchamps M and F Shilpi (2005). Cities and Specialisation: Evidence from South Asia.
Economic Journal of the Royal Economic Society. 115(503): 477-504.

FAO (1998). The State of Food and Agriculture. Rural Non-farm Income in Developing
Countries. Food and Agriculture Organization of the United Nations. Rome.

FiBL and IFOAM (2015). The World of Organic Agriculture: Statistics and Emerging Trends
2015. Research Institute of Organic Agriculture (FiBL) and International Federation of
Organic Agriculture Movements (IFOAM). Available from http://orgprints.org/28216/.

Francis E and J Hoddinott (1993). Migration and Differentiation in Western Kenya: A Tale
of Two Sub-locations. Journal of Development Studies. 30(1): 115-145.

Glewwe P (1999). The Economics of School Quality Investments in Developing Countries:
an Empirical Study of Ghana. St. Martin’s Press. New York.

Gordon A and C Craig (2001). Rural Non-farm Activities and Poverty Alleviation in Sub-
Saharan Africa. Policy Series 14. Natural Resources Institute. University of Greenwich.
Greenwich, UK.

Haggblade S (2007). Alternative Perceptions of the Rural Nonfarm Economy. In: Haggblade
S et al., eds. Transforming the Rural Nonfarm Economy: Opportunities and Threats in
the Developing World. Johns Hopkins University Press. Baltimore: 25-54.

Haggblade S, P Hazell and P Dorosh (2007). Sectoral growth linkages between agriculture
and the rural nonfarm economy. In: Haggblade S et al., eds. Transforming the Rural
Nonfarm Economy: Opportunities and Threats in the Developing World. Johns Hopkins
University Press. Baltimore: 141-182.

Haggblade S, P Hazell and T Reardon, eds. (2007). Transforming the Rural Nonfarm
Economy: Opportunities and Threats in the Developing World. Johns Hopkins University
Press. Baltimore.

Haggblade S, P Hazell and T Reardon (2010). The Rural Non-farm Economy: Prospects
for Growth and Poverty Reduction. World Development. 38(10): 1429-1441. October.

Hazell P, SHaggblade and T Reardon (2007). Structural Transformation of the Rural Nonfarm
Economy. In: Haggblade S et al., eds. Transforming the Rural Nonfarm Economy:
Opportunities and Threats in the Developing World. Johns Hopkins University Press.
Baltimore: 83-98.

Hoffman B and F Heidhues (1993). Credit Access in the Informal Sector: A Case Study of
Two Villages in the Province Oueme in Benin. In: Cuevas CE and M Benoit-Cattin, eds.
Finance and Rural Developmentin West Africa. Proceedings of the 12th Rural Economy
Seminar, Ouagadougou, October 21-25, 1991. Centre de Coopération Internationale
en Recherche Agronomique pour le Développement. Montpellier: 271-277.

Holden S, B Shiferaw and J Pender (2004). Non-farm Income, Household Welfare, and
Sustainable Land Management in a Less-Favoured Area in the Ethiopian Highlands.
Food Policy. 29: 369-392.

Hollinger F and J Staatz (2015). Agricultural Growth in West Africa: Market and Policy
Drivers. FAO. Rome.

Hopkins J and T Reardon (1993). Agricultural Price Policy Reform Impacts and Food Aid
Targeting in Niger. Final report of the IPFRI/INRAN project. Mimeo, International Food
Policy Research Institute. Washington, D.C.



108

The Least Developed Countries Report 2015

Hossain M (2004). Rural Non-Farm Economy Evidence from Household Surveys. Economic
and Political Weekly. 4 September.

Hymer S and S Resnick (1969). A Model of an agrarian economy with nonagricultural
activities. American Economic Review. 59(4): 493-506. September.

ILO (2011). Cooperatives for People-Centred Rural Development. Rural Policy Briefs. Geneva.

ILO (2014). Challenges and opportunities for infrastructure investment in LICs. Draft Note.
Development and Investment Branch, Employment Policy Department. Geneva. April.

ILO, FAO and IFAD (2010). Women in infrastructure works: Boosting gender equality and
rural development! Gender and Rural Employment Policy Brief 5. Geneva.

ILO, OECD, World Bank and IMF (2015). Strengthening the link between growth and
employment. Second report. Report prepared for the G20 Employment and Working
Group. Istanbul. 7-8 March.

Jacoby HC (2000). Access to Markets and the Benefits of Rural Roads. Economic Journal
of the Royal Economic Society. 110(465): 713-37. July.

Jolliffe D (1998). Skills, Schooling, and Household Income in Ghana. The World Bank
Economic Review. 12(1): 81-104.

Kayastha P, GP Rauniyar and W J Parker (1999). Determinants of off-farm employment in
eastern rural Nepal. 1999 Conference (43rd), 20-22 January. No. 123825. Australian
Agricultural and Resource Economics Society. Christchurch.

Kelly V, T Reardon, A Fall, B Diagana and L McNeilly (1993). Final report for the IFPRI/
ISRA study of consumption and supply impacts of agricultural price policies in the
Groundnut Basin and Senegal Oriental. International Food Policy Research Institute.
Washington, D.C.

Kibe EN and K Wanjau (2014). The Effect of Quality Management Systems on the
Performance of Food Processing Firms in Kenya. IOSR Journal of Business and
Management. 16(5): 61-72. May.

Kingombe CKM (2011). An Enquiry into the Causes and Nature of the Transmission
Mechanisms between Labour-Based Rural Roads, Sustainable Growth, and Agricultural
Trade in Zambia’s Eastern Province. PhD Thesis. University of London. London.

Lanjouw J and P Lanjouw (2001). The Rural Nonfarm Sector: Issues and Evidence from
Developing Countries. Agricultural Economics. 26: 1-23.

Lanjouw P (2007). Does the Rural Nonfarm Economy Contribute to Poverty Reduction? In:
Haggblade S et al., eds. Transforming the Rural Nonfarm Economy: Opportunities and
Threats in the Developing World. Johns Hopkins University Press. Baltimore: 55-79.

Lanjouw P and G Feder (2001). Rural non-farm activities and rural development: From
experience towards strategy. Rural Strategy Background Paper 4. World Bank.
Washington, D.C.

Lanjouw P, J Quizon and R Sparrow (2001). Non-agricultural earnings in peri-urban areas of
Tanzania: evidence from household survey data. Food Policy. 26(4): 385-403. August.

Lipton M (1980). Migration from rural areas of poor countries: The impact on rural productivity
and income distribution. World Development. 8(1): 1-24. January.

Losch B, S Fréguin-Gresh and ET White (2012). Structural Transformation and Rural
Change Reuvisited: Challenges for Late Developing Countries in a Globalizing World.
African Development Forum series. World Bank. Washington, D.C.

Matlon PJ and AA Adesina (1997). Agricultural growth and sustainability: Prospects for
semi-arid West Africa. In: Vosti SA and T Reardon, eds. Sustainability, Growth, and
Poverty Alleviation: A Policy and Agroecological Perspective. Johns Hopkins University
Press. Baltimore: 229-245.

Matsumoto T, Y Kijima and T Yamano (2006). The role of local nonfarm activities and
migration in reducing poverty: Evidence from Ethiopia, Kenya and Uganda. Agricultural
Economics. 35(s3): 449-458. November.

Nargis N and M Hossain (2006). Income dynamics and pathways out of rural poverty in
Bangladesh, 1988-2004. Agricultural Economics. 35: 425-435.

Otsuka K (2007). The Rural Industrial Transition in East Asia: Influences and Implications. In:
Haggblade S et al., eds. Transforming the Rural Nonfarm Economy: Opportunities and
Threats in the Developing World. Johns Hopkins University Press. Baltimore: 216-233.

PaulHand R Steinbrecher (2013). African agricultural growth corridors and the New Alliance
for Food Security and Nutrition: Who benefits, who loses? EcoNexus. Available from
WWww.econexus.com, June.

Peters PE (1992). Monitoring the effects of grain market liberalization on the income, food
security and nutrition of rural households in Zomba South, Malawi. Mimeo. Harvard
Institute for International Development. Cambridge, MA.



CHAPTER 3. Economic Diversification, Non-Farm Activities and Rural Transformation

109

Qaim M and E Rao (2012). The Supermarket Revolution and Smallholder Farmers. Rural
21.48(4). Available from www.rural21.com/english/news/detail/article/the-supermarket-
revolution-and-smallholder-farmers-0000537/.

Reardon T (1997). Using Evidence of Household Income Diversification to Inform Study
of the Rural Nonfarm Labour Market in Africa. World Development. 25(5): 735-747.

Reardon T, J Berdegué and G Escobar (2001). Rural Nonfarm Employment and Incomes in
Latin America: Overview and Policy Implications. World Development. 29(3): 549-560.

Reardon T, J Berdegué, C Barrettand K Stamolous (2007). Household Income Diversification
into Rural Nonfarm Activities. In: Haggblade S et al., eds. Transforming the Rural
Nonfarm Economy: Opportunities and Threats in the Developing World. Johns Hopkins
University Press. Baltimore: 115-140.

Reardon T, E Crawford and V Kelly (1994). Links between Nonfarm Income and Farm
Investment in African Households: Adding the Capital Market Perspective. American
Journal of Agricultural Economics. 76(5): 1172-1176.

Reardon T, C Hu, D Tschirley, M Dolislager and J Snyder (2015). Urbanization, Diet Change,
and Transformation of Food Supply Chains in Asia. Report for USAID Michigan State
University Project of the Global Center for Food System Innovation and the Food
Security Policy Innovation Lab. East Lansing, MI. May.

Reardon T and V Kelly (1989). Impact of Liquidity Sources on Chemical Fertilizer Use in
Semi-Arid West Africa. Select Paper, AAEA 1989 Meetings. Abstract. American Journal
of Agricultural Economics. December.

Reardon T, P Matlon and C Delgado (1988). Coping with household-level food insecurity
in drought-affected areas of Burkina Faso. World Development. 16(9): 1065-1074.
September.

Reardon, Tand M Mercado-Peters (1993). Self-financing of rural household cash expenditures
in Burkina Faso: The case of net cereal buyers. In: Cuevas CE and M Benoit-Cattin,
eds. Finance and Rural Development in West Africa. Proceedings of the 12th Rural
Economy Seminar, Ouagadougou, October 21-25, 1991. Centre de Coopération
Internationale en Recherche Agronomique pour le Développement. Montpellier: 31-46.

Reardon T, B Minten, KZ Chen and L Adriano (2013). The Transformation of Rice Value
Chains in Bangladesh and India: Implications for Food Security. ADB Economics
Working Paper Series 375. Manila. Asian Development Bank.

Reardon T and JE Taylor (1996). Agroclimatic Shock, Income Inequality, and Poverty:
Evidence from Burkina Faso. World Development. 24(5): 901-914. May.

Ruben R and J Pender (2004). Rural diversity and heterogeneity in less-favoured areas:
The quest for policy targeting. Food Policy. 29(4): 303-320. August.

Ruben R and M van den Berg (2001). Nonfarm Employment and Poverty Alleviation of
Rural Farm Households in Honduras. World Development. 29(3): 549-560. March.

Saner Rand R Guilherme (2006). ISO 22000’s potential impact on world trade in agricultural
products. ISO Management Systems. Geneva. March—April.

Savadogo K, T Reardon and K Pietola. (1995). Mechanization and Agricultural Supply
Response in the Sahel: A Farm-Level Profit Function Analysis. Journal of African
Economies. 4(3): 336-377. December.

Stewart R, C van Rooyen, K Dickson, M Majoro and T de Wet (2010). What is the Impact
of Microfinance on Poor People? Evidence from Sub-Saharan Africa. Technical Report.
EPPI-Centre, University of London. London.

Tacoli C (2003). The links between urban and rural development. Editorial. Environment
and Urbanization. 15(1). April.

Taylor JE (1999). The new economics of labour migration and the role of remittances in
the development process. International Migration. 37(1): 63-88.

Teklu T, J Braun J and E Zaki (1991). Drought and Famine Relationship in Sudan: Policy
Implications. Research Report 88. International Food Policy Research Institute.
Washington, D.C.

Tschirley DL and MT Weber (1994). Food security strategies under extremely adverse
conditions: The determinants of household income and consumption in rural
Mozambique. World Development. 22(2): 159-173.

UNCTAD (2007). The Least Developed Countries Report 2007: Knowledge, Technological
Learning and Innovation for Development. United Nations publication. Sales No. E.O7.
11.D.8. New York and Geneva.

UNCTAD (2013a). Economic Development in Africa Report 2013: Intra-African Trade:
Unlocking Private Sector Dynamism. United Nations publication. Sales No. E.13.
I1.D.2. New York and Geneva.



110

The Least Developed Countries Report 2015

UNCTAD (2013b). The Least Developed Countries Report 2013: Growth with employment
for inclusive and sustainable development. United Nations publication. Sales No. E.13.
[1.D.1. New York and Geneva.

UNCTAD (2014). The Least Developed Countries Report 2014: Growth with structural
transformation: A post-2015 development agenda. United Nations publication. Sales
No. E.14.11.D.7. New York and Geneva.

Webb P and J von Braun (1994). Famine and food security in Ethiopia: Lessons for Africa.
John Wiley and Sons. Chichester, UK.

Wiens T and C Sobrado (1998). Haiti: The challenges of poverty reduction, Vol.2, Technical
Papers. World Bank. Washington, D.C.

Wiggins S (2014). Rural non-farm economy: current understanding, policy options, and
future possibilities. In: Hazell P and A Rahman, eds. New Directions for Smallholder
Agriculture. International Fund for Agricultural Development. Oxford University Press.
Oxford: 482-526.

Winters P, G Carletto, B Davis, K Stamoulis and A Zezza (2006). Rural income generating
activities in developing countries: A multi-country analysis. Paper presented at the FAO
conference on Beyond Agriculture? The Promise of the Rural Non-Farm Economy for
Growth and Poverty Reduction. Rome. 16-18 January.

Winters P, B Davis, G Carletto, K Covarrubia, EJ Quifiones, A Zezza, C Azzarri and K
Stamoulis (2009). Assets, Activities and Rural Income Generation: Evidence from a
Multicountry Analysis. World Development. 37(9): 1435-1452.

World Bank (2004). Bangladesh Promoting the Rural Non-Farm Sector in Bangladesh
(in Two Volumes). Volume Il: Main Report. October 7, 2004. Report 29719-BD.
Washington, D.C.

World Bank (2007). World Development Report 2008: Agriculture for Development. World
Bank. Washington, D.C.

Wouterse F and JE Taylor (2008). Migration and Income Diversification: Evidence from
Burkina Faso. World Development. 36(4): 625-640. April.

YamauchiF (2004). Are experience and schooling complementary? Evidence from migrants’
assimilation in the Bangkok labour market. Journal of Development Economics. 74(2):
489-513. August.

YumkellaK, P Kormawa, T Roepstorff and A Hawkins, eds. (2011). Agribusiness for Africa’s
Prosperity. United Nations Industrial Development Organization. Vienna.



CHAPTER 3. Economic Diversification, Non-Farm Activities and Rural Transformation 111

Annex table 3.1. Proportion of rural households deriving incomes from different sources, selected LDCs

(Per cent)
Agriculture RNFE All
) Transfers | Other non-
Crops Live- Employ- Al Employ- Self- agriculture
stock ment ment employment
African LDCs
Ethiopia 2012 87 80 24 89 6 19 24 22 19 47
Madagascar 1993 93 78 26 96 18 21 36 43 11 67
2004 96 65 55 98 16 30 42 89 7 93
Malawi

2011 93 48 49 97 13 16 28 66 11 79
Niger 2010/11 96 77 11 98 8 60 65 58 0 84
United Rep. of Tanzania | 2009 88 65 20 99 16 38 43 43 2 77
2005/06 88 65 20 92 16 38 49 43 2 72

Uganda
2009/10 89 67 23 92 25 43 56 32 24 77

Asian LDCs

B ladesh 2000 82 39 35 87 32 26 53 49 55 91
anglades 2005 @85 | 73 29 | 93 35 22 58 42 59 90
N | 1996 93 82 42 98 35 20 50 26 8 69
epa 2003 93 | 86 38 | 98 36 21 52 38 27 82

Source: Davis (2014), table 2, p.8.

Annex table 3.2. Proportion of rural household income by source, selected LDCs

(Per cent)
Agriculture RNFE All
Crops Live- Employ- .,  Employ- Self- Transfers | Other non-
stock = ment ment = employment agriculture
African LDCs
Ethiopia 2012 | 73 11 4 | 88 2 4 6 3 3 12
Madagascar 1993 57 13 6 77 6 8 15 6 2 23
. 2004 | 56 9 1n 77 7 9 16 6 0 23
Malawi 2011 59 6 15 | 80 8 B 13 6 0 20
Niger 2010/11 48 9 3 60 4 26 30 10 0 40
United Rep. of Tanzania 2009 53 13 4 70 7 13 19 10 0 30
2005/06 47 7 1 | 65 10 16 26 9 0 35
Uganda 200910 48 11 8 | 66 12 16 28 6 0 34
Asian LDCs
2000 | 15 1 20 | 37 20 16 36 13 13 63
Bangladesh 2005 18 9 16 | 43 22 13 36 9 12 57
1996 = 32 14 18 | 64 17 9 26 10 1 36
Nepal 2003 = 20 18 13 | 51 21 9 30 17 2 49

Source: Davis (2014), table 3, p.9.
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Women can be important agents

of rural economic diversification,

and key players in vibrant micro-
entrepreneurial activities...

... but face multiple constraints
on their access to land, credit,
agricultural inputs, extension
services, labour, markets and
education.

Problems of data availability, quality
and interpretation are particularly
acute in the context of the gender
dimensions of rural development.

Differences between male- and
female-headed households partly
reflect the social and economic
challenges associated with single
parenthood.

A. Introduction

As noted in Chapter 1, women make up around half of the agricultural labour
force of the least developed countries (LDCs), a proportion that has increased
progressively over time in all three geographical subgroups. Rural women play a
pivotal role in ensuring household food security and nutrition, particularly through
cultivation of home gardens, and can increase production and food security
through improved agroecological practices and crop diversification. They can
also be important agents of rural economic diversification, and key players in
vibrant micro-entrepreneurial activities such as artisanal agroprocessing, which
have significant potential to be developed into viable enterprises. Their economic
and social empowerment also yields critical intergenerational benefits, helping to
make the next generation better fed, healthier and better educated, and thus
better equipped to contribute to the economy and society (FAO, 2011; World
Bank and ONE, 2014).

However, rural women in LDCs continue to face multiple constraints on their
access to land, credit, agricultural inputs, extension services, labour, markets
and education. Together, these constraints hinder women’s ability to engage
productively in both farm and non-farm activities, and impede their development
of commercial agricultural production. This pattern is reinforced by time and
mobility constraints arising from sociocultural gender-based norms that impose
a double burden in terms of unpaid care work and productive activities. It is also
reinforced by gender segregation in the labour market, which confines women
largely to relatively low-income activities, and by intra-household decision-
making dynamics that limit their control over household income and their
influence on spending priorities.

The problems of data availability, quality and interpretation that pervade rural
development (as discussed in Chapter 3) arise even more starkly in the context
of the gender dimensions of rural development, particularly as some gender
biases are ingrained in the data. Such biases are especially evident in gender-
disaggregated household-level data based on “male-headed” and “female-
headed” households.

Since the household head is often assumed to be the oldest man in the
household, irrespective of the role of women, households considered to be
female-headed are generally those headed by unmarried, widowed or divorced
women. Thus, observed differences partly reflect the social and economic
challenges associated with single parenthood, and not only gender differences
as such (UNCTAD, 2014; UNECE and World Bank Institute, 2010). Equally,
differences between male- and female-headed households represent only one
aspect of gender in rural communities: The position of female memibers within
households (regardless of headship) raises significantly different issues, and
affects much more of the female population.

In light of the limited availability of reliable and consistent data, this chapter
draws primarily on data (including individual-level data wherever possible)
for individual LDCs to illustrate general patterns. However, it is important to
emphasize that gender roles in agriculture (and gender norms more broadly) are
highly context-specific. The scope for generalization or wider extrapolation of
patterns from a small number of countries is therefore limited, especially among
a group of countries as geographically, economically and culturally diverse
as LDCs: The country examples provided highlight the diversity of national
experiences as much as their commonalities. Particularly in rural areas, gender
issues need to be assessed in each specific geographic and cultural context,
which vary widely both between and within countries.
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It should also be noted that gender-based inequalities are part of a wider
pattern of multiple intersecting inequalities and should be assessed in this
wider context, taking account both of vertical inequalities in the size distribution
of income and of other horizontal inequalities rooted in race, ethnicity, caste
and location. Many of the symptoms and consequences of gender inequality
experienced by women closely reflect those of poverty across the population as
a whole: landlessness, limited educational attainment, lack of access to credit,
inputs and markets, etc. As discussed at the end of this chapter, this has major
implications for policy approaches to gender inequality.

Gender-based inequalities are
part of a wider pattern of multiple
intersecting inequalities.

B. Gender divisions of labour
and employment patterns

While the roles of men and women in agriculture are extremely context-
specific, some overall patterns can be observed across most LDCs (and
developing countries more generally). These relate particularly to women’s double
burden of productive and “care” work; gender-based cropping and marketing
patterns; and gender-specific patterns of employment and discrimination in rural
labour markets.

1. WOMEN’S ROLES IN THE HOME AND ON THE FARM Household tasks such as food

preparation, childcare, and fetching
water and fuel wood are central
to understanding the critical
constraints women face in engaging
in productive work.

Rural women’s double burden of productive and “reproductive” or
“care” work involves a wide spectrum of activities. Although not defined as
“economically active employment” in national accounts, such household tasks
as food preparation, childcare, and fetching water and fuel wood are essential
to household well-being. They are also central to understanding the critical
constraints women face in engaging in productive work, notably in terms of time
allocation and mobility.

Taking such tasks into account, rural women tend to work more than men,
largely reflecting a division of household responsibilities along gender lines
(table 4.1), in which women combine agricultural and non-farm activities with
household chores, many of which are very time-intensive. This combination of

Table 4.1. Time allocation by country, sex and activity in selected LDCs
(Average hours/day)

Lao Poeple’s

Ethiopia Dem. Rep.

Activities Rural population by head

2010/2011 of household, 2010

Rural population, 2013

Female Female Female

Agricultural, livestock or fishing activities 7.9 5.2 2.3 2.2 3.4 2.6

Collection of firewood/fuel 0.2 0.4 0.4 0.5 0.1 0.2

Collection of water 0.1 0.5 0.5 0.8 0.1 0.3

Wage work, professional activities and non-farm 29 15 98 8.0 0.6 03

business

Personal care and rest (including sleep) 13.7 13.3 n/a 15.4 14.7

Unpaid care work and domestic work 1.8 4.8 n/a 0.6 2.3

Sources:Aggregation by UNCTAD secretariat based on data from FAO/SIDA (http://faostat3.fao.org/home/E) (2010b); Central Statistical
Agency of Ethiopia and World Bank (2013); Republic of Malawi (2012).

Note:  Values may not add up to 24 hours due to the overlapping nature of some activities.




116

The Least Developed Countries Report 2015

Men’s and women'’s roles in
agricultural production are socially
constructed and evolving, and vary

widely between local contexts.

In all LDC regions, a much greater
proportion of women workers than
of men are classified as (unpaid)
“contributing family workers”.

While women tend to predominate
in small-scale marketing of staple
crops in local markets, it is generally
men who market export crops.

productive activities and care work means that rural women are generally more
time-constrained than men, hampering their ability to engage fully in income-
generating activities. It also limits women’s mobility and the time they can
allocate to training and upgrading their skills.

Women work in agriculture as farmers on their own account, as unpaid family
workers, and as paid or unpaid labourers on other farms and in agro-enterprises
(FAO, 2011), and they face gender-specific challenges and disadvantages in
all these roles. However, men’s and women’s roles in agricultural production
are socially constructed and evolving, and vary widely between local contexts,
reflecting cultural and other differences between and within countries. While
the lines between men’s and women'’s roles is thus generally blurred, and a full
analysis taking these factors into account is beyond the scope of this Report,
some general gender-specific patterns can be found across many LDCs.

As discussed in Chapter 3, rural households in LDCs generally pursue multiple
livelihood strategies to diversify their income sources. For women, this typically
entails some combination of producing crops, tending animals, processing
food, pursuing other non-farm activities and occasionally working for wages
in rural-based agroprocessing (FAO, 2011). While men also tend to engage in
mixed (crop and livestock) farming, this pattern is more pronounced for women,
who typically take care of kitchen gardens, work as unpaid family workers on
land managed by their husbands or partners, and manage individually assigned
plots, as well as attending to household chores.

Rural women perform a disproportionate share of unpaid agricultural
work. In all LDC regions, a much greater proportion of women workers than of
men are classified as (unpaid) “contributing family workers”, the proportion being
more than twice as high in Asian LDCs and in African LDCs and Haiti." While
these data are for the national level (including urban areas), unpaid contributing
family workers are generally found mainly in the agricultural sector (ILO, 2008).

While there is some validity to the widely held perception of export and other
cash crops as “male crops”, and of subsistence and staple foods as “female
crops”, this is an oversimplification (FAO, 2011; USAID, 2015a). Women are
generally as active as men in cash crop production, often providing the bulk of
labour on contracted farms. There are, however, important gender differences
in control over the commercial proceeds (men are contracted, while women
supply unpaid family labour) and in the scale of operations (due to the constraints
women face on increasing sales of their produce).

While women tend to predominate in small-scale marketing of staple crops in
local markets, it is generally men who market export crops, signing out-grower

Table 4.2. Status in total employment in LDCs, by sex, 2014

(Per cent)
Employment status

Female ‘ Male ‘ Female ‘ Male ‘ Female
a. Wage and salaried workers 22.9 10 23.7 155 20.6 15.5
b. Employers 2.2 0.7 1.0 0.7 1.4 0.3
c. Own-account workers 57.4 49.5 62.8 38.7 50.8 39.0
d. Contributing family workers 17.5 39.7 12.5 45.2 27.2 45.2
Vulnerable employment (c+d) 74.9 89.2 75.3 83.9 78.0 84.2

Leste, Tuvalu and Vanuatu.

Source: UNCTAD secretariat calculations, based on data from ILO, Global Employment Trends 2074: supporting data sets: Employment by
status and sex (http://www.ilo.org/legacy/english/get/2014/GET_sector_share.xlsx) (accessed July 2015).
Note: Data for the following countries are unavailable: Djibouti, Kiribati, Sao Tome and Principe, South Sudan, Sudan (Former), Timor-
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contracts and controlling the proceeds of sales (World Bank, FAO and IFAD,
2009; Croppenstedt, Goldstein and Rosas, 2013). Evidence from a number of
studies points to similar dynamics in both traditional export sectors (e.g. cocoa,
coffee and tea) and non-traditional exports (e.g. fruit, horticulture and flowers). In
Rwanda, for example, while women are as active as men in growing coffee, and
deliver it to washing stations on other days, it is generally men who do so on the
day when payment is made (IFAD, 2010).

The pattern of “male” and “female”
crops varies widely between and
within LDCs.

Based on the gender of the primary owner or manager of plots, the pattern
of “male” and “female” crops varies widely between and within LDCs (table 4.3).
Survey data for Rwanda show remarkably similar cropping patterns between
plots owned or cultivated by women and by men. There are also relatively
limited differences in Malawi, although tobacco is grown on 10.4 per cent of
male-managed plots, compared with 3.3 per cent of female-managed plots. In
Lao People’s Democratic Republic, however, cropping on male-managed plots  Some agricultural tasks tend to be
is more diversified, 23.6 per cent of the cultivated area being dedicated to non-
rice cultivation, compared with 10.9 per cent on female-managed plots.

predominantly female activities.

Available time-use surveys show that some agricultural tasks (e.g.
weeding, planting and harvesting) tend to be predominantly female activities,
while others (e.g. ploughing, spraying, and loading and unloading produce)
are typically undertaken by men. In the Ugandan coffee sector, for example,
women are typically engaged in tending coffee plants, picking and drying coffee,
and men in planting, pruning and marketing (Verhart and Pyburn, 2012). In Lao
People’s Democratic Republic, women are more engaged in transplanting rice, ] o
weeding, harvesting, post-harvest operations and marketing, and men in land Livestock activities tend to be
preparation, ploughing and fencing (FAO/SIDA, 2010b). characterized by specialization

along gender lines.

Pastoralist and mixed farming systems are also by and large characterized
by specialization of livestock activities along gender lines, including within
households. Women tend to raise poultry and dairy animals, as well as rabbits
and other animals housed within the homestead (FAO, 2011; Gueye, 2000; Okali
and Mims, 1998; Tangka, Jabbar and Shapiro, 2000), and are also typically

Table 4.3. Crops grown by sex of primary owner/manager

Malawi Rwanda Lao People’s Dem. Republic
2010/2011 2010 2010
Crop type
Per cent of plots Per cent of crop production Per cent of area cultivated

Male Female Male Female Male Female
Maize 64 75 8.1 8 8.9 2.7
Pigeon peas 14.7 21.3 - - - -
Groundnuts 15.1 17 - - - -
Tobacco 10.4 3.3 = = 0.1 =
Beans 55 6.2 15.7 171 - -
Sorghum 4.3 6.4 4.2 4.1 - -
Rice 2.7 3.1 0.6 0.4 76.4 89.1
Coffee - - 1.6 1.5 3.6 2.9
Tea - - 0.2 0.3 0.1 0.3
Cassava - - 10.2 9.6 - -
Sweet potatoes - - 8.7 8.9 - -
Potatoes = = 3.9 3.9 = =
Sources: FAO/SIDA (2010b, table 5.1, p. 37); Republic of Malawi (2012, table 9.9, p. 139) and Republic of Rwanda (2011, table 4.6, p. 37).
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engaged in feeding pigs and poultry, grazing and watching goats, and selling
small livestock and produce in the markets (FAO/SIDA, 2010b). Eggs, milk and
poultry, in particular, tend to be female-intensive sectors, while men often have a
prominent role in managing cattle.

L 2. NoN-FARM ACTIVITIES AND EMPLOYMENT
Participation rates for both men and

women are generally lower in non- Participation rates for both men and women are generally lower in non-farm
farm activities than in agriculture. ~ activities than in agriculture. Time-use data indicate that activities such as petty
trading and retailing tend to be carried out more by female than male household
members, while men have greater opportunities in other non-agricultural
sectors, such as construction and transport. In Ethiopia, for example, 22.2 per
cent of rural women are engaged in non-farm activities, compared with 16.4
per cent of men (Central Statistical Agency of Ethiopia and World Bank, 2013).
In Lao People’s Democratic Republic, 48 per cent of the household members
involved in non-farm activities are women, the great majority (77 per cent) of
them working in wholesale and retail trade (FAQO/SIDA, 2010b).

As illustrated by the case of Gambia (box 4.1), sectors such as fisheries
Gender patterns of employment ~ also exhibit marked differences in roles between men and women in terms of
are more clearly articulated in products, scale of production and markets.

agroprocessing than in traditional

small-scale agriculture. Gender patterns of employment are more clearly articulated in agroprocessing

than in traditional small-scale agriculture. Artisanal agroprocessing is a
traditionally female occupation in many countries; and agro-industrial processing
of high-value products such as fish, flowers and livestock products exhibits a
marked occupational pattern by gender, characterized by predominantly female
employment (table 4.4) and significant occupational segregation by sex.

Even when rural women are in wage employment, they are more likely
than men to be segregated in part-time, seasonal and/or low-wage jobs (FAO,
2011). In all three countries analysed in detail in Chapter 3 (Bangladesh, Nepal
and Malawi), for example, rural women are significantly more likely than men
to be in part-time, seasonal or low-wage work? in agriculture (RIGA database/
survey data; FAO, 2011). Data from the ILO and the Rural Income Generating
employment in rural areas, with  Activities (RIGA) project also show large gender gaps in formal and informal
wider differences in Asian than wage employment in rural areas, with wider differences in Asian than African

African LDCs. LDCs (chart 4.1).

There are large gender gaps
in formal and informal wage

While such differences in employment status and wage patterns may partly
reflect differences in education, work experience and personal choices (e.g.
preference for part-time or seasonal jobs because of family obligations), they
also reflect cultural stereotypes and social norms (Boserup, 2007).

oo TeGmmmeessir

In the Gambian fisheries sector, men and women tend to produce different products, operate on different scales and serve
different markets, resulting in specific gender-based production and trade patterns throughout the supply chain. Upstream
activities (catching fish or harvesting shellfish) tend to be male-dominated, although women often play a prominent role in
specific market segments. For example, oyster harvesters are predominantly women, of a particular ethnic group.

Downstream activities (artisanal processing and marketing) are highly gendered. Women operate mainly on a small scale,
marketing fish directly to domestic and inland urban markets, while men tend to operate in the (more capital-intensive) long-
distance trade, and are the major suppliers to processing factories. This is also reflected in processing techniques and the
products marketed: Women generally produce dried or smoked fish (mainly bonga and catfish) of relatively short shelf life
(about three days) for urban and inland markets, while men sell smoke-dried products with a longer shelf life, and are the
main suppliers of fresh higher-value species such as sole and shrimps to export-processing factories.

Source: UNCTAD and EIF (2014).
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Table 4.4. Share of female workers in selected high-value agro-industries in selected LDCs

Share of female workers

Commodity Year of survey (Per cent)

French beans 2005 90
Senegal*

Cherry tomatoes 2006 60

Uganda* Flowers 1998 75
Zambia* Vegetables 2002/03 65
Gambia** Fish processing 2014 71
United Republic of Tanzania™* Flowers, vegetables 2008/2009 60
Sources: * FAO (2011), ** UNCTAD and EIF (2014), ** TPAWU (2011).

Chart 4.1. Gender wage gap in agriculture in selected LDCs
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Sources: Ethiopia: National Labour Force Survey 2013; Madagascar: Enquéte Nationale sur 'lEmploi et le Secteur Informel 2012; Nepal: Nepal
Labour Force Survey 1999; United Republic of Tanzania: Employment and Earnings Survey 2012; Yemen: Child Labour Survey 2010.

New forms of organization in supply chains can present new opportunities
for rural women, but also new challenges (FAO, IFAD and ILO, 2010). Export-
oriented agro-industries and associated high-value smallholder contract
farming and estate production may provide new jobs and better employment
opportunities for women; and in export-oriented agro-industries, wages tend
to be higher and working conditions less burdensome than in many traditional
market segments (FAO, 2011; Maertens and Swinnen, 2009; Deere, 2005).
However, women workers in agroprocessing are typically segregated in unskilled -
labour-intensive activities such as packaging, with limited opportunities for skills ~ OPPOrtunities for rural women, but
development, and in some sectors (e.g. floriculture) risk exposure to pesticides also new challenges.
and other hazardous conditions. Labour-intensive sectors exposed to strong
international competition (e.g. flowers) tend to generate precarious low-wage
employment, and are extremely vulnerable to demand shocks in consuming
countries, which are often passed on to employees through dismissals.
Similarly, while it is possible to leverage high-value smallholder contract farming
to empower women, this can also be a vehicle for new dynamics of exploitation,
particularly when women'’s involvement is as unpaid family workers.

New forms of organization in
supply chains can present new
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Gender inequality in control over
land does not generally result
from formal discrimination in land
ownership or inheritance rights.

C. Obstacles to women’s greater contribution
to rural development

As stated earlier, rural women in LDCs face a number of gender-specific
difficulties in accessing productive assets and services, including land, credit,
farm inputs, extension services, labour and markets, resulting in significant
gender differences in production per hectare. These multiple constraints
contribute to low agricultural productivity (Chapter 2 of this Report) as well as
limiting the dynamic potential of female ventures in rural areas, and thus risk
inhibiting the long-term growth and diversification potential of rural economies.

1. GENDER DIFFERENCES IN ASSETS: LAND AND LIVESTOCK

Data from numerous LDCs across all geographical groups display a
consistent pattern of gender inequality in control over land, with men controlling
much more land than women (chart 4.2).

Indicators based on laws and regulations for 25 African and Asian LDCs®
suggest that this inequality does not generally result from formal discrimination
in land ownership or inheritance rights. Women have land ownership rights
in all these countries, and in only one (Democratic Republic of the Congo) is
this affected by their marital status. However, formal discrimination persists in
inheritance rights in a number of countries: Women have inheritance rights as
daughters or surviving spouses in 16 cases, but not in seven others (Bangladesh,
Nepal, Senegal, Sudan, Uganda, United Republic of Tanzania and Yemen), and
in one other (Lesotho) daughters do not have equal rights with sons. In many
cases, the principle of equality between men and women is enshrined in the
national Constitution and overrides any contrary customary practice.

Chart 4.2. Male and female agricultural holders in selected LDCs
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Sources: FAO, FAO Gender and Land Rights database, which is based on agricultural censuses (accessed May 2015).

Sex of holder of agricultural holdings. As defined in agricultural censuses, the agricultural holder makes the major decisions regard-
ing the use of resources, and exercises management control over the agricultural holding. An agricultural holding is an economic
unit of agricultural production under single management. Percentages of women and men holders by country do not always sum
to 100 in case of e.g. joint holdings or unreported gender.

Note:
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Thus, gender differences in control over land mainly reflect sociocultural
barriers enshrined in customary law and practices, rather than civil law (box
4.2), which leads to major challenges in translating legal enactments on land
ownership and inheritance into effective de facto rights. Major impediments
include patriarchal cultural norms embedded in customary practices,
complications in the formal registration process (e.g. the need for a formal  Gender differences in control over
marriage certificate for joint registration of land) and lack of legal awareness land mainly reflect sociocultural
(UNCTAD, 2014). Such difficulties may be greater where men and women
compete for scarce land. Women who are not formally married face particular
obstacles in securing equality and non-discrimination in inheritance rights. In
particular, women in unregistered customary law unions, including polygamous
unions, often have no legal entitlements, as do those cohabiting without formal
or customary marriage.

barriers enshrined in customary law
and practices, rather than civil law.

There are also marked gender differences in ownership of livestock, reflecting
the patterns of gender specialization outlined in Section B.1 (box 4.3).

2. HumAN CAPITAL: EDUCATION AND LITERACY

Rural women, and female heads of household in particular, tend to have
lower literacy rates and significantly fewer years of education than their male  Rural women, and female heads of
counterparts. This translates into substantial competitive disadvantages for household in particular, tend to have
female-headed households, for example, in accessing and using market Jower literacy rates and significantly
information and extension services; applying for credit; and complying with  fewer years of education than their
importing countries’ product standards, particularly in relation to sanitary and

. male counterparts.
phytosanitary (SPS) measures (UNCTAD 2011; UNCTAD 2014).

In Cambodia, for example, 76 per cent of male members of agricultural
households have completed at least one level of schooling, compared with 66
per cent of female members. Basic literacy is also more widespread among
male than female household heads, with significant differences across regions:

| Boxé:2 Women's accss tland n Malawi Rwancaand Lesotho

Customary practices differ widely between regions, countries and ethnic groups. Malawi exemplifies both the resilience
and the complexity of such practices. Formally, when a husband dies, the property is inherited by his wife and children. Actual
practices, however, are varied and more complex. In some districts, besides the surviving wife, property can be inherited
only by male children, based on an assumption that any land held by girls would be lost to outsiders after their marriage.
Equally, on marriage, girls receive items considered more appropriate for women, such as kitchen utensils, rather than land.
In other districts, property is shared equally between male and female children; but when girls get married and move out of
the household, they leave their land behind. While they may resume use of the land once they return to their home village,
they do so under their brothers’ authority.

In Rwanda, progressive legal enactments have constituted significant steps towards redressing customary practices
that marginalize women in land control. In particular, the 2005 land law (Organic Land Law No. 08/2005) guarantees equal
ownership rights for men and women; and, under the Land Tenure Regularisation programme, legally married wives must be
registered as co-owners of the land. Based on data from the Rwanda Natural Resources Authority, 26 per cent of the total
registered land in Rwanda was owned by women in 2013, and 54 per cent was jointly owned by female and male spouses.
Nonetheless, de facto male control of land remains deeply entrenched. Farmlands are extremely fragmented in Rwanda, with
an average farm size of only 0.76 hectares (Republic of Rwanda, 2010); and provisions against the fragmentation of land
tenure encroach on the principle of equal inheritance rights for children (IFAD, 2010). By law, plots not exceeding an area of 1
hectare — some 80 per cent of farms — cannot be further partitioned. Where this prevents a plot from being partitioned among
children, it is held on behalf of the family in communal/familial possession by a single heir — commonly the oldest male child
(UNCTAD, 2014). This shared responsibility conceals patterns of male control over the land.

In Lesotho, virtually all women in rural areas are married by custom or tradition (rather than under civil law), so that matters
related to marriage, land ownership and succession are adjudicated by local customary (Basuto) courts, on the basis of
customary law, rather than under civil law. In customary practice, only a male child can inherit land, while women can neither
enter into contracts nor own property in their own names. It is also noteworthy that Lesotho’s 1993 Constitution places
respect for customary practices (cultural rights) above respect for individual civil rights.

Sources: Malawi Human Rights Commission (2006), IFAD (2010), UNCTAD (2012 and 2014).
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In Cambodia, all agricultural households reported being involved in livestock or poultry farming in 2008, the main livestock
being chickens, cattle and pigs. Female-headed households (20 per cent of all agricultural households) had fewer livestock
on average than their male-headed counterparts. Some 62 per cent of female-headed households kept chickens, compared
with 65 per cent of male-headed households; 44 per cent kept cattle, compared with 54 per cent; and 20 per cent kept pigs,
compared with 26 per cent. Sales patterns were also gender-differentiated: Sales of livestock and poultry by female-headed
agricultural households amounted to just over half (53 per cent) of those of male-headed households, which also sold almost
20 per cent more livestock and poultry products.

In Lao People’s Democratic Republic, more than half of all agricultural households were engaged in livestock and poultry
production in 2007-2008, including 58 per cent of male-headed and 39 per cent of female-headed households. Pigs,
buffaloes and cattle were the most common farm animals in agricultural households. Cattle were raised by 46 per cent of
female-headed and 52 per cent of male-headed households, and pigs were raised by 57 per cent of female-headed and 62
per cent of male-headed households; but female-headed households kept a greater proportion of buffaloes and goats. As in
the case of Cambodia, the average prices of livestock and poultry sold were higher for households headed by men than for
those headed by women (47 per cent higher for turkeys and 20 per cent for ducks), as a result of differences in the types of
markets and/or buyers to which female- and male-headed households have access (FAO/SIDA, 2010b).

In the United Republic of Tanzania, women own only 1.9 per cent of cattle, while men own 98.1 per cent. Nonetheless,
women share responsibility for caring for cattle, typically including milking the cows twice a day, tending the herds, fetching
water and cleaning shelters, as well as marketing milk.

Source: FAO/SIDA (2010b), Anderson-Saito, Dhar and Pehu, 2004.

In the coastal region, for example, 80 per cent of male household heads are
able to read and write a simple message, compared with 38 per cent of female
household heads (FAO/SIDA, 2010b).

In Lao People’s Democratic Republic, 75 per cent of male household
members and 80 per cent of male household heads are literate, compared with
57 per cent of female household members and only 49 per cent of female heads.
Only 45 per cent of female heads of household, but 54 per cent of their male
counterparts, have completed primary school; and three times as many female
heads as male heads have never attended school. Twice as many women and
girls as men and boys (over 6 years of age) have never attended school; and,
among those not attending school, girls (24 per cent) are substantially more
likely than boys (14 per cent) to be kept out of school because of work-related
commitments (FAO/SIDA, 2010b).

Basic literacy is also more
widespread among male than

female household heads. In Ethiopia as well, there are significant gender differences in rural literacy

rates: 52 per cent of rural men, but only 36 per cent of rural women, are able to
read and write without difficulty. However, primary school enrolment is slightly
higher for girls (59 per cent) than for boys (57 per cent) (Central Statistical
Agency of Ethiopia and World Bank, 2013); and preliminary findings of a survey
conducted in 2013 point to full gender parity in the highest grade achieved in
school among 12-year-olds (Young Lives, 2014).

In Rwanda, 56.7 per cent of women and girls over six years of age are literate,
compared to 61.4 per cent of men and boys nationally; and, as in Lao People’s
Democratic Republic, disparities between male and female heads of household
in rural areas are substantially wider: 62.4 per cent of female household heads
are unable to read or write, compared with only 29.8 per cent of their male
counterparts (Republic of Rwanda, 2011, tables 9.7 and 9.8, pp. 42-43).

In Bhutan, the literacy rate among rural women is only 39.2 per cent, and
their formal educational attainment is particularly low, as 87 per cent of female
heads of households in rural areas have received no formal schooling (National
Statistics Bureau, 2007).
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3. AcCCESS TO INPUTS AND MARKETS

Across many different contexts, women consistently have less access than
men to agricultural resources and inputs (FAO, 2011). Where credit is available,
women’s access can be affected by their limited control of land, which impairs
their ability to provide collateral. Lower levels of education and literacy also mean
that women are less likely than men to have the skills required to apply for loans
successfully or to design and articulate business plans. They may also be less
aware of the credit facilities available to them.

As a result, women are consistently less likely than men to use credit, across
countries and contexts. In Lao People’s Democratic Republic, for example, 10
per cent of all female-headed agricultural households had outstanding loans
during the reporting period (2002-2003), compared to 15 per cent of male-
headed households. Among those with loans, fewer female- than male-headed
households borrowed from banks (13.5 per cent, compared with 22 per cent),
while more borrowed from neighbours, the main source for both groups (74 per
cent, vs. 52 per cent). While all female-headed households with outstanding
loans used land as collateral, male-headed households also used livestock,
houses and other property (UNCTAD, 2014).

Some Governments have backed rural investment guarantee funds to
facilitate women’s access to credit, but they have not always been effective in
reaching the intended beneficiaries. Major obstacles include target groups’ lack
of awareness and inability to comply with lending requirements. Cooperatives
and other civil society organizations could serve as a bridge between these
lending institutions and individual women; but establishment and registration
procedures are often cumbersome and involve high transaction costs, and civil
society organizations often lack the financial and human resources necessary to
perform such a role on a large scale (UNCTAD, 2014).

Women also face structural biases in access to agricultural inputs. Survey
data indicate that female farmers are less likely than men to use improved seed
varieties and purchased inputs (e.g. fertilizers), reflecting their more limited
resources and access to finance, as well as poor targeting and limited gender
sensitivity of input subsidy schemes. In Ethiopia, Malawi, Niger and Uganda,
for example, women use less fertilizer than men; and in Malawi, lower input use
accounts for more than 80 per cent of the gap between women’s productivity
and men’s (World Bank and ONE, 2014). In some contexts, this gives rise to
gender differences in the crop varieties cultivated, with women tending to farm
conventional varieties and men, hybrid varieties. In rural Malawi, for example, 45
per cent of all plots owned or managed by women are cultivated with (drought-
resistant) local maize and 30 per cent with hybrid varieties, while male-managed
plots are equally divided, 32 per cent being planted with each (Republic of
Malawi, 2012).

Although some Governments operate input subsidy schemes to promote
input use, they are often not gender-neutral. In the case of fertilizer voucher
systems, for example, vouchers are typically issued to one person on behalf of
the others on communal properties; beneficiaries are required to present the
voucher to accredited outlets; they need to cover the unsubsidized portion of
the market price; and they must transport the fertilizer (typically sold in sealed
and certified 50-kg bags) from the dealer to the farm. Women'’s access is thus
impaired by their more limited access to cash income, credit and transport,
their smaller plot sizes, and the dynamics of communal household ownership
(UNCTAD, 2014; World Bank and ONE, 2014).

When women do have access to fertilizers, there may also be gender
differences in returns from their use. In Ethiopia and United Republic of Tanzania,

Lower levels of education and
literacy mean that women are
less likely than men to have the
skills required to apply for loans
successfully or to design and
articulate business plans.

Women are consistently less likely
than men to use credit, across
countries and contexts.

Female farmers are less likely
than men to use improved seed
varieties and purchased inputs (e.g.
fertilizers).

When women do have access to
fertilizers, there may also be gender
differences in returns from their use.
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Extension services tend to be male-
dominated, and are not designed to
respond to the practical needs
of women.

Women are prevented by household
responsibilities from engaging full-
time on their plots.

Women'’s access to markets and
market information is impaired by
their more limited access than men
to durable goods such as radios and
cell phones, and to means
of transport.

A comprehensive assessment of
survey data from five African LDCs
points to a consistent gender gap in
agricultural yields per hectare.

for example, the fact that there are lower productivity gains with fertilizer use
on women’s farms than on men’s suggests that female farmers use fertilizer of
lower quality or use it less effectively (World Bank and ONE, 2014).

This may in part reflect gender differences in access to or effectiveness of
extension services, which are often more “attuned” to the needs of male than
of female farmers (IFAD, 2010; UNCTAD, 2014; World Bank and ONE, 2014).
Extension services tend to be male-dominated, and are not designed to respond
to the practical needs of women, particularly with respect to the time constraints
on their participation in training activities. Power dynamics at the community
and household level also tend to limit access of women (and youths) to training
opportunities (UNCTAD, 2014).

Agriculture in LDCs is heavily dependent on manual labour, and women
who work as farmers on their own account face many difficulties in mobilizing
additional labour to work on their farms. Women themselves are prevented by
household responsibilities from engaging full-time on their plots; and their ability
to hire non-family labour is often restricted by financial and cultural factors. In
Ethiopia, Malawi, Uganda and United Republic of Tanzania, for example, female
farmers deploy fewer male household labourers than do male-managed farms
(World Bank and ONE, 2014).

Women’s access to markets and market information is impaired by their more
limited access than men to durable goods such as radios and cell phones, and
to means of transport such as bicycles. They are less likely to own cell phones
than men, and are at a particular disadvantage in accessing ICTs where they are
available; they may be prevented by cultural attitudes from using rural access
points frequented by men; and their ability to upgrade their skills is impaired by
more limited literacy and educational attainment, as well as time and mobility
constraints. These gender differences may reduce female farmers’ access to
more lucrative markets, by limiting their access to market information or their
ability to transport inputs and farm produce.

4. THE RURAL PRODUCTIVITY GAP

The gender-specific constraints outlined above reduce the productive
potential of rural women in both farm and non-farm activities, resulting in
lower average productivity on farms managed by women than by men. A
comprehensive assessment of survey data from five African LDCs (Ethiopia,
Niger, Malawi, Uganda and United Republic of Tanzania) points to a consistent
gender gap in agricultural yields per hectare (World Bank and ONE, 2014). In
Niger, Uganda and United Republic of Tanzania, these productivity gaps are
much more pronounced when differences in plot size and region are taken into
account (chart 4.3). In Lao People’s Democratic Republic, however, yields do
not differ significantly between male- and female-headed households, except
for maize, whose productivity is 20 per cent higher in the former (FAO/SIDA,
2010b).

Households headed by women also tend to experience substantially greater
crop losses, typically as a result of robbery, pests, floods or droughts: In
Cambodia, female-headed households’ losses in 2008 amounted to 10 per cent
for leguminous plants (compared with 3 per cent for male-headed households),
6 per cent for vegetables (vs. 0.6 per cent) and 11 per cent for other crops
for industrial purposes (vs. 0.3 per cent) (FAO/SIDA, 2010a). Crop losses are
also higher for female-headed households in Lao People’s Democratic Republic,
amounting to 10 per cent of total rice production, compared with 4 per cent for
male-headed households (FAO/SIDA, 2010b).
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Chart 4.3. Gender gap in land productivity, selected African LDCs
(Per cent)

Ethiopia Malawi Niger United Rep. Uganda
of Tanzania

B Simple difference @ Difference after accounting for plot size and regions

Source: World Bank and ONE (2014).

The costs of gender constraints are thus considerable. Globally, FAO (2011)
estimates suggest that providing women with the same access to productive
resources as men could increase yields on their farms by 20-30 per cent, raising
total agricultural output by 2.5-4 per cent.

The costs of gender constraints
are considerable.

D. Differentiating causes and symptoms
of gender inequality

As noted in the introduction to this chapter, there is a close relationship
between the disadvantages women face as a result of gender inequality and
those faced by the population as a whole as a result of income inequality and
poverty. This suggests an important distinction between gender inequalities
that arise directly from gender norms and what might be called contingent ~ here is an important distinction
inequalites — those which arise indirectly from the interaction between the  between gender inequalities and
resulting disadvantages and those due to poverty. what might be called contingent

inequalities.

As noted above, women face greater time and mobility constraints than men
because of the double burden of care and productive work resulting from cultural
norms. They may, on average, have more limited educational opportunities
because of gender biases in household decision-making and/or differential
provision. They are more likely to be landless because of discriminatory
conventions and practices in land ownership and inheritance. Their employment
opportunities may be limited by gender segregation in employment markets, and
their self-employment opportunities by cultural norms regarding “appropriate”
activities for women. All these constraints arise directly from gendered social
structures and norms; and addressing them effectively requires direct, gender-
specific action to correct or compensate for structural gender biases.

Many constraints arise directly
from gendered social structures

However, the ingrained nature of cultural norms, especially in rural areas, and norms.
makes this a slow (and very sensitive) process. It is therefore necessary also
to address the consequences of the resulting disadvantages to women —
their limited time and mobility, lack of access to land, limited education and
opportunities, etc. — and the contingent inequalities that stem from them.
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The inequalities arising directly from
gender norms contribute indirectly
to further disadvantages.

While the root causes of gender
inequality require gender-specific
approaches, indirect disadvantages
require inclusive but gender-
sensitive approaches.

The inequalities arising directly from gender norms contribute indirectly to
further disadvantages — low incomes, limited savings and assets, lack of access
to inputs, markets and/or credit, etc. — all of which are themselves interlinked.
However, neither symptoms of gender inequality such as lack of education
and landlessness, nor these indirect disadvantages, are limited exclusively to
women, although women are likely to be disproportionately affected. Men,
particularly at lower income levels, may also be landless and have limited
education. They also share the consequences of these disadvantages, such
as limited access to credit, inputs and markets (although these may be more
acute for women where they interact with other social norms). While the double
burden of care and productive work is not generally applicable to men, chronic
illness or disability may have similar consequences; and in some contexts, men
may also face some degree of segregation in labour markets, for example on the
basis of ethnicity.

Thus, while the root causes of gender inequality must by their nature be
addressed by gender-specific approaches targeting women explicitly, these
indirect disadvantages are more appropriately addressed through more inclusive
but gender-sensitive approaches, directed both at women and at equally
disadvantaged men. Directing support to women while arbitrarily excluding
similarly disadvantaged men, particularly in a context of strongly patriarchal
traditional cultures, could risk giving rise to alienation, potentially undermining
longer-term efforts to tackle the underlying causes of gender inequality.

E. Summary and conclusions

In summary:

e Women represent half the rural and agricultural workforce of LDCs, but
face serious constraints on realizing their productive potential as a result
of numerous cultural and institutional factors.

e The double burden of care and productive work, together with a
disproportionate share of unpaid agricultural work, imposes constraints
on women’s time use and mobility, and limits their ability to upgrade their
skills.

¢ Despite a major role in agricultural production, women have limited control
over the income it generates.

¢ |nrural labour markets, women are more likely than men to be segregated
in part-time, seasonal and/or low-paid work, as well as providing a
disproportionate amount of unpaid family work.

e \Women’s access to land is constrained by customary law and practices,
impeding change through formal law.

e \Women, and especially female household heads, generally have lower
literacy rates and educational attainment.

e Rural women also face constraints on their access to credit, productive
inputs, extension services, markets and market information.

e These constraints limit the productivity of plots managed by women,
which in some cases also have greater crop losses.

¢ While gender-specific measures are needed to overcome disadvantages
arising directly from gender norms, more inclusive but gender-sensitive
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approaches are more appropriate in dealing with their consequences,
which are closely related to those arising from poverty.

These gender-based obstacles compound and interact with other market
imperfections in rural areas to diminish women’s productivity and entrepreneurial
potential, reducing the dynamic potential of rural economies and slowing their
transformation. Unless such constraints are addressed, the supply response to
incentives aimed at increasing production and marketed surpluses will remain
sluggish, as half of the labour force will still be unable to respond effectively.
Increasing rural productivity and accelerating rural economic diversification thus
requires effective action to remove these obstacles, so as to address the low-
productivity equilibria that trap rural women in poverty, while stimulating non-
farm activities upstream and downstream from agriculture.

Notes

1 Such estimates should, however, be treated with caution, due to systematic
underreporting of rural wage labour in national statistics (USAID, 2015b).

2 Defined as paying less than the median agricultural wage.

3 Angola, Bangladesh, Benin, Burkina Faso, Burundi, Cambodia, Chad, Democratic
Republic of the Congo, Ethiopia, Lao People’'s Democratic Republic, Lesotho,
Liberia, Madagascar, Malawi, Mozambique, Nepal, Rwanda, Senegal, Sierra Leone,
Sudan, United Republic of Tanzania, Togo, Uganda, Yemen, Zambia. Data from the
World Bank, Women, Business and the Law 2014 database (available from http://
whbl.worldbank.org/). Land ownership rights refer to ownership rights to property of
unmarried/married women; inheritance rights refer to inheritance rights to property of
sons and daughters, and of women who survive their spouses.
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Annex table 4.1. Labour force, agricultural labour force and female share in LDCs, 1980—2014, selected years

Female share of

Total Agricultural share .
(Thousands) (Per cent) agricultural labour force
(Per cent)
2014 ‘ 1980

Afghanistan 4 255 5421 9 059 10 156 71 66 60 58 30 29 33 34
Egola 3 326 5210 8 697 9930 76 73 69 68 52 53 55 56
Engladesh 35 039 53 002 71 961 76 908 72 60 45 42 42 44 51 53
Enin 1217 2335 3 890 4399 67 59 44 41 35 42 40 40
Eutan 143 151 332 370 94 93 93 93 26 19 34 34
?wkina Faso 2970 4 403 7 082 8 083 92 92 92 92 47 49 48 48
?wundi 1975 2998 4617 5123 93 91 89 89 56 56 56 56

Cambodia 3185 4 665 7 660 8 399 75 72 66 64 57 54 52 517

Central African Republic 1020 1450 1959 2168 85 77 63 59 50 50 50 50
aad 1516 2733 4710 5 381 86 80 66 61 29 51 57 58
amoros 124 189 297 337 80 76 69 68 51 50 52 52

Democratic Rep.of the Congo 10 245 16 035 23 381 26 016 71 65 57 55 51 49 49 49
ﬁaouti 141 265 361 397 84 80 74 72 45 46 46 46
?mjatorial Guinea 87 172 272 307 7 72 64 62 40 39 42 43
ﬁrea - 1279 2298 2 641 79 74 72 44 43 43
Eiopia* 14 756 24 339 42 985 49 277 89 84 77 75 41 43 45 45
ambia 268 475 774 899 85 80 76 75 50 51 53 54
anea 2144 3701 5231 5 862 91 86 80 78 51 50 50 50
anea—Bissau 324 441 591 652 87 84 79 78 44 46 45 46
mti 2 344 2684 3828 4144 71 67 59 57 38 27 25 24
ﬁbati 22 35 48 52 36 29 23 21 25 30 27 27

Lao People's Dem. Rep. 1469 2200 3260 3673 80 78 75 74 51 52 53 52

Lesotho 543 733 863 920 45 43 39 38 71 66 66 657
Reria 706 770 1459 1626 77 70 62 60 46 45 44 447
mdagascar 3944 6116 10 526 12 269 82 77 70 68 55| 54 53 537
mlawi 2 886 4225 6 260 7 163 87 85 79 7 57 56 59 607
mli 1837 2363 3710 4242 88 83 75 72 37 36 37 36
muritania 606 938 1544 1746 7 54 50 49 48 50 54 56
mzambique 5952 7 564 11 036 12314 85 84 81 79 59 63 65 65
Vyanmar 16 386 23 509 30 284 32 126 76 72 67 66 48 48 49 49
Epal 5 564 7729 11615 12 678 93 93 93 93 36 40 49 50
T@;er 1931 2998 5237 6 151 90 87 83 82 37 36 36 37
aanda 2 302 2422 4978 5575 93 91 89 89 54 55 57 57

Sao Tome and Principe 30 40 61 71 70 65 57 55 38 42 49 517
gnegal 2 349 3609 5 656 6 554 80 75 70 69 45 46 48 49
arra Leone 1233 1523 2 166 2343 73 68 60 58 59 58 61 62
aomon Islands 85 143 217 242 79 74 68 67 45 46 47 48
gmalia 2 307 2498 3 843 4 395 77 72 66 64 44 45 46 46
' South Sudan - - - | 3868 48 41
' Sudan - - - 12785 48 41
?mian (Former) 6151 8 786 14 446 - 72 65 52 33 33 40
?nor—Leste 242 339 425 463 84 82 80 79 45 43 45 457
Tiogo 1038 1628 2 520 2 866 69 63 53 51 39 39 42 42
Ealu 3 4 4 4 33 25 25 25 0 0 0 0
Tganda 5631 9132 14 981 17 335 87 82 75 72 49 50 49 49
mted Republic of Tanzania 9 096 14 842 22 306 25 555 86 83 76 74 54 54 55 55)
Euatu 53 79 124 140 49 41 31 28 50 50 47 467
gmen 1578 3259 5 645 6 380 68 52 39 35 30 32 40 417
Zmbia 2 009 3379 5130 5998 75 72 63 61 41 48 47 467
ECS (total) 161032 242811 368329 @ 410983 79 73 66 64 46 47 49 50

African LDCs and Haiti 92 854 | 142046 | 227 337 | 258 984 82 78 71 69 47 48 49 50
7sian LDCs 67 619 99 936 | 139 816 | 150 690 75 66 57 54 43 44 48 497
Island LDCs 559 829 ‘ 1176 1309 76 72 66 ‘ 64 46 45 47 ‘ 48
Source: FAO, FAOSTAT database (http://faostat3.fao.org/home/E) (accessed May 2015).

Notes:  The female share of the agricultural labour force is calculated as the total number of women economically active in agriculture divided by the total
population economically active in agriculture.
* Figure for 1980 is for former Eritrea. |




130 The Least Developed Countries Report 2015

re of male and female employment in LDCs, by sector, 2000 and 2014

(Per cent)
Agriculture Industry Services
Female Female Male Female

2000 2014p 2000 2014p 2000 2014p 2000 2014p | 2000 2014p
Afghanistan 56.9 51.1 77.3 71.6 11.2 13.6 9.2 1.1 31.8 8553 13.6 17.3
Angola 52.9 38.7 49.8 32.6 11.6 15.1 4.8 5.9 35.5 46.2 45.4 61.4
Bangladesh 56.3 33.2 78.4 85.4 11.6 19.3 9.2 5.7 32.0 47.5 12.4 9.0
Benin 54.9 54.6 34.0 29.0 10.3 9.0 9.6 7.4 34.9 36.4 56.3 63.5
Bhutan 75.0 44.4 91.3 80.4 3.2 11.4 0.9 6.4 21.8 442 7.7 13.3
Burkina Faso 84.4 80.5 88.8 87.9 4.6 3.4 2.2 241 1141 16.0 8.9 10.0
Burundi 87.1 87.1 96.6 96.3 3.8 3.7 0.7 0.6 9.1 9.2 2.7 3.1
Cambodia 72.4 45.2 74.9 49.4 71 20.9 9.6 19.0 20.4 33.9 15.5 31.6
Central African Republic 725 76.1 70.7 72.2 6.3 4.6 2.6 1.8 211 19.3 26.7 26.0
Chad 80.8 73.0 86.0 82.3 3.3 5.7 0.7 1.3 15.8 21.4 13.3 16.4
Comoros 62.1 62.9 69.9 70.2 11.8 11.5 6.3 6.0 26.1 25.6 23.8 23.8
Dem. Rep. of the Congo 84.2 81.7 83.3 78.1 3.3 3.8 1.3 1.5 12.5 14.5 15.4 20.4
Equatorial Guinea 39.0 28.8 48.0 38.3 20.2 25.7 11.6 17.2 40.7 45.5 40.5 44.5
Eritrea 70.5 75.6 79.8 80.5 9.4 7.2 5.5 3.6 20.1 17.3 14.7 15.9
Ethiopia 89.4 78.9 80.9 74.5 2.7 8.0 5.4 11.3 7.9 13.1 13.7 14.2
Gambia 56.0 57.7 74.7 69.1 8.8 6.9 0.9 0.7 35.2 35.4 24.3 30.2
Guinea 72.0 721 77.5 74.4 9.3 8.4 2.9 25 18.8 19.4 19.6 23.1
Guinea-Bissau 67.3 69.3 68.3 62.8 8.7 6.5 3.8 2.6 241 24.2 27.9 34.7
Haiti 60.6 54.2 35.6 29.9 15.9 18.7 5.6 5.1 23.5 271 58.7 65.0
Lao People's Dem. Rep. 78.9 67.8 87.6 77.2 5.0 8.4 3.1 5.7 16.1 23.8 9.3 17.2
Lesotho 77.8 73.9 64.0 54.2 9.2 9.9 10.0 9.7 12.9 16.1 26.0 36.0
Liberia 56.5 45.2 55.3 44.6 1.1 15.2 3.9 5.6 32.4 39.6 40.8 49.8
Madagascar 74.0 82.7 78.2 78.7 8.6 4.5 8.8 1.0 17.4 12.9 13.0 20.3
Malawi 67.4 64.0 78.8 76.3 11.8 13.4 7.2 8.1 20.8 22.6 14.0 15.6
Mali 70.2 67.9 68.2 60.5 7.4 7.4 2.6 2.4 22.4 24.7 29.2 37.1
Mauritania 57.4 50.8 59.3 53.5 11.6 141 5.3 6.6 31.1 35.1 35.3 39.9
Mozambique 71.8 61.0 90.6 87.2 6.1 9.7 0.4 0.6 22.1 29.4 9.0 12.2
Myanmar 53.5 53.6 69.1 65.2 15.9 16.6 9.5 11.0 30.5 29.8 21.3 23.7
Nepal 66.1 60.3 84.4 80.6 14.9 17.3 5.4 6.7 19.0 22.3 10.2 12.8
Niger 64.7 65.4 38.8 37.8 8.1 7.9 18.6 17.0 27.2 26.8 42.6 45.2
Rwanda 80.1 71.0 84.9 7.7 4.9 7.2 2.0 3.0 15.1 21.8 13.1 19.3
Senegal 51.6 33.7 48.0 37.0 15.7 26.3 8.5 5.2 32.6 39.9 43.5 57.8
Sierra Leone 65.4 54.3 71.6 63.0 9.9 14.4 0.9 1.5 24.6 31.2 27.4 35.5
Solomon Islands 52.2 48.3 54.7 49.2 145 16.6 6.8 9.2 33.2 35.2 38.5 41.6
Somalia 76.9 76.0 76.3 721 5.4 5.2 22 2.0 17.7 18.8 21.5 25.8
Sudan 53.3 50.3 60.0 56.6 7.0 8.4 8.4 9.2 39.7 41.3 31.7 34.3
United Rep. of Tanzania 80.1 67.7 84.8 76.4 4.2 8.5 1.2 2.8 15.7 23.9 14.0 20.8
Togo 58.9 60.2 49.5 45.5 10.8 9.6 5.5 4.3 30.2 30.2 45.0 50.2
Uganda 64.8 58.6 77.6 68.0 71 10.9 3.7 5.7 28.0 30.6 18.8 26.3
Yemen 40.5 32.8 88.6 89.4 145 17.2 21 1.3 45.0 50.1 9.3 9.2
Zambia 65.2 64 79.6 78.5 8.8 14.8 2.0 5.2 26.0 21.2 18.4 16.3
LDCs (total) 66.5 57.5 76.6 73 9.1 12,5 5.8 6.2 24.4 30.0 17.7 20.8
African LDCs and Haiti 74.2 68.4 76.5 70.8 6.3 8.7 3.9 5.1 19.5 229 19.6 241
Asian LDCs 57.1 41.8 76.8 76.9 125 18.0 8.6 8.1 30.3 40.2 14.7 15.1
Island LDCs 57.7 56.3 61.1 58.6 13.0 13.8 6.6 7.8 29.3 29.9 32.3 33.6

Source: UNCTAD secretariat, based on data from ILO (2014): supporting data sets: Share of employment by sector and sex (accessed May 2015).

Notes: Data for the following countries are unavailable: Djibouti, Kiribati, Sao Tome and Principe, South Sudan, Sudan (Former), Timor-Leste, Tuvalu

and Vanuatu.
p: provisional.
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The SDGs give rise to both the
need and the opportunity for a new
approach to rural development.

Poverty-oriented structural

transformation is needed to

complete a virtuous circle of
economic and human development.

A. New goals, new context, new strategies

In almost all LDCs, most people live in rural areas, and most workers are
engaged in agriculture. Thus rural development, though often neglected, is
central to the overall development process; and structural transformation of rural
economies is a critical dimension of the economic transformation essential for
LDGCs to benefit more fully from international trade and investment. As discussed
in Chapter 1, the importance of rural development in LDCs is further underlined
by the 2030 Agenda for Sustainable Development and the SDGs, which also
give rise to both the need and the opportunity for a new approach to rural
development. This chapter seeks to address how national and international
actions can best contribute to the transformation of rural economies in LDCs in
light of the new goals and the new context of the post-2015 era.

In principle, the objective of poverty eradication indicates a need for:

(a) Decent work for all, in line with ILO’s Decent Work Agenda (ILO, 1999),
with

(b) A legislated minimum wage, set at a sufficient level to allow households a
per capita income above the poverty line, and

(c) Social safety nets to support those unable to generate an income above
the poverty line through productive activities.

In the context of the LDCs, however, this may be better seen as the
destination rather than the route. To be viable, a minimum wage needs to be
underpinned by a corresponding level of productivity; and a social safety net will
only be feasible and financially sustainable if all but a small minority of households
have primary incomes above the poverty line, and if dips below this level are
limited and temporary. Establishing these prior conditions will require a process
of poverty-oriented structural transformation (POST), as outlined in Chapter 1,
to generate the full and productive employment required to complete a virtuous
circle of economic and human development (UNCTAD, 2014a, Chapter 3).

This chapter begins with a discussion of the key priorities for rural economic
transformation in the post-2015 era: agricultural upgrading; diversification into
non-farm activities; strengthening synergies between agriculture and the non-
farm economy; empowering rural women; kick-starting the virtuous circle of
rural economic transformation; and sequencing investments and interventions.
It continues with a discussion of policies in five cross-cutting areas — finance,
technology, human resources, enterprise and institutions — followed by
a consideration of international dimensions of policy for rural economic
transformation: development cooperation, trade, finance and regional and
interregional cooperation.

B. Priorities for rural transformation
in the post-2015 era

1. AGRICULTURAL UPGRADING

Agriculture, more than any other sector, must be considered in each
particular local context. There are considerable differences between countries
and localities, not only in patterns of demand and crops grown, but also in
terrain, soil, climatic conditions, hydrology, altitude, land tenure systems, plot
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sizes, incidence of pests and crop and livestock diseases, etc. Moreover, such
variations arise within as well as between countries.

This makes overgeneralization and one-size-fits-all approaches unrealistic
and even dangerous, and limits the potential for transferring successful
experiences between geographical contexts. Thus, the potential for an “African
Green Revolution” (e.g. Sachs, 2005), seeking to replicate the Green Revolution
experienced by some Asian countries since the 1960s, is seriously limited by
the marked agroecological differences between the two regions: limited African
cultivation of wheat and rice, which offered great potential for productivity
improvement in Asia; much greater agroecological heterogeneity, limiting the
potential intraregional technology spillovers (Binswanger-Mkhize and McCalla,
2010; Pardey et al., 2007); more limited irrigation; and greater infrastructure
constraints (Dethier and Effenberger, 2012).

Hence, in African LDCs in particular, what is needed is less an Asian-style
Green Revolution than “numerous ‘rainbow evolutions’” (InterAcademy Council,
2004, p. xviii) or “a series of differentiated agricultural revolutions suited to [their]
varied ecological niches and market opportunities” (Staatz and Dembélg, 2007,
p. 2). This implies a much more bottom-up, locally based and geographically
varied approach to agricultural upgrading than is sometimes envisaged.

A key issue spanning the economic, social and environmental dimensions
of agricultural development is that of plot sizes. While agricultural yields have
generally been found to be higher on smaller than on larger farms (Eastwood,
Lipton and Newell, 2010; Binswanger, Deininger and Feder, 1995), leading to a
shift of emphasis towards small farms in recent years (UNCTAD, forthcoming),
there is a natural limit to the movement towards smaller farms; some technologies
with the potential to increase yields may be better suited to larger plots; and
excessively small plots may lead households to overexploit land, resulting in sail
exhaustion and/or erosion over time.

This suggests a need for what might be termed agricultural right-sizing. Rather
than seeking to promote either small- or large-scale agriculture, consideration
should be given to the optimal plot size in a particular location, given the
agroecological and other conditions and potential crops, taking account of
economic, social and environmental considerations. For some crops, where
there are substantial economies of scale, production on small plot sizes may be
unviable, making much larger plots necessary. However, overreliance on large-
scale production is likely to be ineffective in eradicating poverty, as employment
creation (outside peak seasons) is generally relatively limited and agricultural
wages are very low. Ideally, therefore, sufficient land should be left available for
small-farm agriculture to provide all households with incomes above the poverty
line.

Despite the generally greater efficiency of small farms in production, there are
important economies of scale favouring larger producers in other dimensions,
such as finance, input acquisition, marketing, quality assurance and processing,
which may threaten the viability of small farms as businesses, particularly in
seeking to integrate with value chains (Hazell and Rahman, 2014). This points
to a key role for producers’ associations and cooperatives in maintaining
the advantages of small-scale production while overcoming the market
disadvantages of small producers.

Reforming policies which artificially favour large producers at the expense of
small farmers can also bring substantial benefits. In Malawi, for example, reforms
reducing differential protection of large estates dramatically shifted the structure
of agricultural production, allowing smallholders both to diversify rapidly into

The local specificity of agriculture
makes one-size-fits all approaches
unrealistic and even dangerous.

Policy consideration should be given
to agricultural right-sizing, focusing
on socially optimal plot sizes.

Producers’ associations and
cooperatives have a key role
in overcoming the market
disadvantages of small producers.
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The major elements of agricultural
upgrading are diversifying
production, increasing productivity
and reducing post-harvest losses.

Market differentiation through
certification can increase product
value.

Shifting the RNFE towards
“entrepreneurship by choice” and
generating employment are critical.

cash crops, increasing their share of burley tobacco production to 70 per cent,
and to benefit from greater trade in food crops (World Bank, 2007).

In many rural areas of LDCs, there may be some potential to increase
cultivated area, e.g. by easing seasonal labour constraints or by improving or
extending agricultural infrastructure such as irrigation and drainage. In general,
however, the major elements of agricultural upgrading are diversification
of production towards higher-value crops (assisted by the shift in demand
patterns arising from declining poverty); increasing physical output relative to
land and labour used; and reducing post-harvest losses. Increasing yields and
labour productivity is primarily a question of technological change: improving
agricultural practices and increasing use of inputs such as fertilizers, pesticides
and improved seeds, according to local circumstances. Reducing post-harvest
losses requires improved storage facilities. Both will entail significant investment.

Market differentiation, in the form of product certification, provides another
means of increasing product value — including for wild collection (e.g. of
honey and nuts) as well as cultivation. Helping farmers to secure internationally
recognized certification of organic production could provide significant benefits
to small farmers in export markets, both for traditional products such as coffee
and cocoa, and for horticultural products. In countries with existing tourism
sectors or the potential to develop them, this can also provide a useful forward
linkage for organic agriculture: It is noteworthy that several of the countries with
the largest organic subsectors also have substantial tourism sectors.

Fair trade and sustainability certification may also provide valuable means
of product differentiation, beyond any immediate social, developmental and
environmental benefits. As discussed in Section D.2 below, such benefits could
be further enhanced by the development and promotion of a broader global
“sustainable development brand” explicitly linked to the SDGs.

2. DEVELOPING THE RURAL NON-FARM ECONOMY

The second key element of rural economic transformation is the development
of a dynamic and productive non-farm economy. As discussed in Chapter 3,
non-farm incomes in relatively stagnant rural economies come primarily from
survivalist activities in sectors with low entry barriers and low productivity, which
offer little scope to generate wider or more lasting benefits. A key aspect of
rural transformation is to shift the sector towards the more positively motivated
“entrepreneurs by choice” characteristic of more dynamic rural economies.
While these also typically take the form of household income diversification
initially, they are more likely to grow over time; and such enterprise expansion
contributes much more to employment creation and increasing productivity than
the formation of new microenterprises (Liedholm, McPherson and Chuta, 2007).

Employment generation is critical, as “it is unlikely to be the case that large
scale poverty reduction is going to be achieved by making more and more
people dependent on entrepreneurial activities” (Dercon, 2009, p. 18). Not
everyone wants, or has the potential, to be a successful entrepreneur: This
depends not only on natural aptitude, but also on access to financial resources,
education, and ability to bear the risks of entrepreneurship, all of which favour
the better-off (Barrett, Carter and Timmer, 2010; Lanjouw and Lanjouw, 1995;
2001). Enterprise expansion thus spreads the benefits of diversification more
widely, increasing the effect on poverty reduction.

Thus the key is to find an appropriate balance between enterprise creation
and enterprise expansion in the local context, given the current state of rural
enterprise. In most remote and isolated areas, where “survivalist” household
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income diversification predominates, the creation of more dynamic and positively
motivated enterprises is needed, to provide a base for future expansion. In
peri-urban areas with a substantial number of existing microenterprises, a
greater focus on promoting the expansion of existing dynamic enterprises is
likely to be more fruitful than promoting a further proliferation. The latter would
risk intensifying oversupply and excessive competition, and thus undermining
enterprise viability and expansion.

A broad-based agricultural upgrading (and other sources of income such as
employment in the construction of infrastructure) can be expected to reduce the
“push” factors driving survivalist activities by simultaneously reducing supply and
increasing demand, thus helping to increase returns. By combining this easing
of push pressures with policies to support “entrepreneurs by choice” (Section
C.4 below), it is possible to initiate a transformation towards a more productive
and dynamic non-farm sector. Rural electrification (Section C.5 below) can also
be expected to contribute substantially to enterprise creation and expansion, by
increasing opportunities for new production, new technologies and economies
of scale.

The effectiveness of enterprise promotion can be further enhanced by
“picking possibles” in the terminology of UNCTAD (2014a, Chapter 5) —
focusing on promising subsectors in each local context (Chapter 3, Section F).
Identifying and addressing systematically the incentives and capacity constraints
that impede the development of priority activities can allow and encourage rural
households and RNF enterprises to overcome entry barriers (see e.g. Reardon,
1997), and help to create “linkage-friendly” agriculture and RNF activities (FAQ,
1998).

3. Maxivizing AGricuLTURE-RNIFE sYNERGIES

As highlighted in Chapters 1 and 3, agricultural upgrading and development
of the non-farm sector are interdependent. Consequently, a coherent and
consistent approach to rural development is essential, to ensure that they are
mutually supportive, and to maximize synergies between them.

A key aspect of this interdependence is production of staple foods.
Subsistence producers are reluctant to divert their resources to other activities
unless they are confident that food will be available and affordable even in the
event of a poor harvest. As well as improving the functioning of and access
to markets, upgrading staple crop production can both allow subsistence
farmers to meet their own needs while using part of their land for other crops
for sale, and help to ensure adequate local supplies. It is thus a high priority
for technological upgrading in agriculture (Section C.2), especially in the early
stages of rural transformation and in remote and isolated areas.

Creating and maintaining local food stocks can also play a major role
in ensuring local food security and stabilizing prices, by buying staple foods
when supply is abundant, and selling them in the event of undersupply. Such
stocks can also provide opportunities for agroprocessing (e.g. drying and/or
grinding produce for storage) and the development of storage infrastructure, an
important means of reducing post-harvest losses.

More generally, agroprocessing provides a key channel of production linkages
and synergies between agriculture and non-farm activities, as upgrading and
diversifying agricultural production creates new opportunities for processing
activities, while processing activities make agricultural produce more easily
transportable and extend its product life, allowing access to a wider market.
Agroprocessing has particular potential to empower women, as artisanal and

In remote areas, creation of dynamic
enterprises is needed; in peri-urban
areas, enterprise expansion is likely

to be more fruitful.

Enterprise promotion can be
enhanced by “picking possibles” -
focusing on promising subsectors in
each local context.

Increasing staple food production
and maintaining local food stocks
have an important role.

There are important synergies
between agricultural upgrading and
agroprocessing...
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...but other subsectors are also
important, to generate employment
in the agricultural low season.

Policies to strengthen supply
response are critical to maximize
multiplier effects.

Gender needs to be an integral part
of any rural development strategy.

informal agroprocessing is often a traditionally female occupation, offering
substantial potential for the development of dynamic microenterprises. There
is also potential for backward linkages to the production of basic processing
equipment to reduce the drudgery of tasks such as grinding, pounding and
shredding. This indicates a strong case for focusing on agroprocessing in
promoting and supporting non-farm enterprises, and in financing and training
(Sections C.1, C.3 and C.4).

However, other sectors are also important, given the interaction between
agriculture and the RNFE in the labour market. As noted in Chapter 2, wage
labour in agriculture is generally very limited; and the extreme seasonality of
agricultural demand for wage labour limits employment opportunities in low
seasons, even where the cultivated area is constrained by labour shortages at
peak times. Thus a key policy objective of policies aimed at the RNFE is to
promote activities that generate employment or income opportunities in seasons
of low agricultural labour demand, without compounding labour shortages in
peak seasons. Since agroprocessing of perishable crops is concentrated in the
period immediately after harvesting, this highlights the importance of a more
diversified approach to enterprise promotion, rather than focusing exclusively on
agroprocessing.

The development of export crops can also generate increasing opportunities
for industrial agroprocessing, creating the potential for the growth of SMEs
generating employment as rural development progresses, particularly for women.
Creating appropriate incentives to promote the integration of small farmers and
SMEs into global value chains (GVCs), and to ensure positive developmental
effects, is therefore a high priority for policy (box 5.1).

As discussed in Chapter 3, the demand linkages between agriculture and the
RNFE are critical, giving rise to important multiplier effects, as well as helping to
provide non-seasonal income opportunities. However, the strength of multiplier
effects depends critically on supply response, which is often muted by the
constraints facing both farmers and non-farm producers. Policies to strengthen
supply response are thus critical, in finance, technologies, skills and market
information. Such policies are discussed in greater detail in Section C.

4. THE GENDER DIMENSION: EMPOWERING RURAL WOMEN

As discussed in Chapter 4, tackling the constraints faced by rural women
and closing the gender gap in agriculture are key elements of rural structural
transformation and improving the supply response to new opportunities and
incentives. This is not a stand-alone issue, but needs to be an integral part
of any rural development strategy. Many of the disadvantages faced by rural
women and female-headed households, although they arise from gender-
specific constraints and cultural norms, mirror those of other disadvantaged and
excluded groups, or of poorer and underresourced households more generally
(Chapter 4, Section D). Equally, key drivers of the gender gap in agriculture —
access to land, labour, inputs, extension and other supply-side services, credit,
markets and human capital — closely reflect the major constraints on agricultural
upgrading (World Bank, 2007).

These overlapping issues need to be addressed through gender-sensitive
approaches in this broader context, to ensure that women benefit. For example,
effective enforcement of labour rights is particularly important for women. While
ILO has developed an extensive body of rules to protect and enforce women'’s
labour rights, many rural women face binding socioeconomic constraints
to seeking redress and protection against abuse and exploitation, in both
traditional and non-traditional activities, ranging from lack of legal awareness to
social exclusion.
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Export-oriented agro-industries may provide new and better employment opportunities in rural areas; provide a route out
of poverty, not least for women; and contribute to diversification of the rural economy. However, incentives must be proactively
shaped for this to occur (FAO, IFAD and ILO, 2010a).

In Democratic Republic of the Congo, for example, the Government has recently created a number of agro-industrial
parks based on public-private partnerships to attract foreign investment, anticipating participation by smallholder farmers and
cooperatives. Such approaches may bring significant employment opportunities, particularly for women, provided gender
concerns related to the quality and security of the employment generated are taken into account (UNDP, CAADP and NEPAD,
2013). When seeking investors for agroprocessing zones, governments should carefully weigh any short-term benefits of
easing labour standards in attracting investors against the long-term costs in terms of health and safety standards, workers’
rights and constraints on raising incomes above the poverty line (UNCTAD, 2014a).

Another avenue is to link small farmers (individually or in groups) to agricultural value chains. Contract farming or out-grower
schemes for high-value produce can offer significant opportunities for small farmers, provided adequate support measures
are in place to help them overcome the multiple technical and financial constraints they face in upgrading and scaling up
their production and meeting demand requirements. Processing factories can play a pivotal role in turning small farms into
viable and efficient enterprises through the extension of appropriate financial incentives and support services. Innovative
supply-chain finance schemes may also provide a useful complement to direct public backing for finance, reducing the cost
of credit by transferring default risk from small producers to commercial off-takers (buyers and local processing factories)
better equipped to sustain it.

This is of particular importance to women farmers, and off-takers can act as catalysts for the empowerment of rural women
by structuring their procurement in a way that favours women farmers and by providing extension support, quality inputs and
finance. However, sourcing from plots managed by women is often perceived as risky, and out-grower schemes are often
arranged with male farmers: While women are generally involved as family labourers, it is men who control the contracts
(FAO, 2011). In Senegal, for example, only one woman was found in a sample of 59 farmers contracted to produce French
beans for the export sector (Maertens and Swinnen, 2009).

The issues raised above largely reflect the very unequal bargaining power between large buyers and scattered peasant
producers, and the tendency of large buyers to favour larger and more commercially-oriented farmers, to the detriment of
smaller and female farmers. Harnessing value chains to provide opportunities for smaller and women farmers thus requires
appropriate monitoring mechanisms and incentives; and benefits depend on their sustainable integration into the chain,
as well as ensuring that the contracted acreage does not crowd out production of staple food crops for home and local
consumption (Dolan, 2001). Public sector intervention may therefore be necessary to structure incentives for off-takers to
include smaller and female farmers in their procurement, widening bilateral contractual relationships between farmers and
off-takers to triangular public-private partnerships including the public sector.

More generally, profits from GVCs are heavily concentrated in the entities that control them, and in downstream activities
such as distribution and retailing; and LDCs (particularly more remote island LDCs and landlocked countries) face numerous
structural disadvantages in competing for GVC segments. Consequently, greater potential benefits to development may
be available in the long term from establishing supplier-led value chains than in competing for segments of chains led by
transnational corporations (TNCs). A key issue is control of “brand”, which in part underlies the beneficial impact of tourism
(the destination itself being a brand) and of national reputational advantages in agricultural supply. Value chains based on
products subject to geographical indications offer one approach.

There may also be benefits in bypassing existing value chains, by establishing direct linkages between individual suppliers (or
producers’ associations) and distributors in other countries. This may be facilitated by the spread of electronic communications
and the Internet, as well as diaspora networks.

In other areas, disadvantages arise directly from sociocultural gender norms,
for example concerning asset ownership and inheritance, access to education
and engagement in particular economic activities. In such cases, more proactive
gender-specific or gender-redistributive measures are needed. This applies
particularly to women’s land rights, which are often constrained more by cultural Gender-specific measures are
norms than by law. It is therefore important that land registration and titling
systems are designed to secure women’s land tenure (Carpano, 2011; World
Bank and ONE, 2014; UNCTAD, 2014b; UN Women and OHCHR, 2013).

needed to deal with gender
disadvantages arising directly from
sociocultural norms, but gender

However, land rights are a particularly complex area, and policy interventions sensitivity is essential.
need to be carefully crafted to take into account the local conditions (e.g. land
shortage in some areas) and often deeply entrenched sociocultural norms.
Gender sensitivity is essential in such processes, as the perception that policies
are antagonistic to men may risk further marginalization of women, through
social pressure and social exclusion. Such risks may be reduced by identifying
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Women’s land titling can be
encouraged by financial incentives
and/or streamlined procedures.

Demand- and supply-side kick start
mechanisms can initiate a largely
self-sustaining process of rural
transformation.

Rural electrification has a potentially
transformative supply-side effect.

male champions — men of high social standing, including local leaders — to
promote women’s land rights. Where customary norms are strong, it may also
be beneficial to hold some village meetings separately for men and women, to
allow them to speak more freely.

Co-titling and individual titing for women can be encouraged by offering
financial incentives (e.g. fee discounts) and/or streamlined procedures to
prospective owners who accept their (formally or customarily married) wives as
co-owners, and to divorced, separated or widowed women. Co-titling can also
be mandated by law, as under Rwanda’s Land Tenure Registration programme.
Gender aspects should be considered in all steps of the registration process:
Both men and women should be included in the process of identifying individual
owners and boundaries of plots for registration, and in teams charged with
their delimitation; and the names of all family members should be included in
registration.

Women’s ‘time poverty’ — a critical constraint to opportunities for
developing non-farm activities — can be reduced by enhancing access to
locally appropriate time-saving technologies and equipment attuned to women'’s
strength, requirements and needs, as well as mobilizing additional labour on
women’s plots (Carr and Hartl, 2010; World Bank and ONE, 2014). Appropriate
interventions may include financial incentives (e.g. vouchers, cash transfers or
discounts) for hiring or buying appropriate equipment, and incentives for women
farmers’ associations and cooperatives to procure equipment collectively and
for suppliers to extend services to female farmers (World Bank and ONE, 2014).
Efforts to ease women'’s double burden as workers and family care providers
can also contribute, and may be facilitated by social partners such as health
services, producers’ associations and women’s networks.

5. KICK-STARTING RURAL ECONOMIC TRANSFORMATION

Despite the potential for a virtuous circle of agricultural upgrading and rural
diversification leading towards sustainable rural development and accelerated
poverty reduction, such a process has not taken root in most LDCs. This partly
reflects the need for more effective policies to promote small-scale agriculture
and non-agricultural sectors, and to strengthen the synergies between them.
However, it also indicates a need to identify means of kick-starting the process,
to initiate what should be a largely self-sustaining process once initiated.

Ideally, such kick-start mechanisms should be administered on both the
demand side and the supply side. There are numerous policy interventions
that can contribute to the necessary increase in supply capacity and improved
supply response. Policy approaches in the areas of finance, technology, skills
development, enterprise promotion and institutions are discussed in greater
detail in Section C below.

Rural electrification can provide an additional boost. The very low levels of
access to electricity in almost all LDCs, especially in African LDCs and Haiti
(Figure 1.7(a)), is a major constraint on the development of non-agricultural
activities, and imposes serious limits on productivity and competitiveness
(UNCTAD, 20144, box 5, p. 133). Thus the major acceleration in the rate of
rural electrification implied by the 2030 Agenda has a potentially transformative
supply-side effect on rural economic diversification, by simultaneously increasing
the potential for local non-agricultural production and increasing the productivity,
competitiveness and viability of existing enterprises.

The major increase in infrastructural investment also offers the potential for a
corresponding kick-start on the demand side. As discussed in Chapter 3, public
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investment in labour-intensive construction projects and local procurement
can both increase wage incomes (increasing local demand for food and other
consumption goods and services) and generate demand for local supply of
construction materials and construction-related services. The benefits to village
economies of investments in local rural hubs (e.g. construction or expansion of
schools and health facilities) and of infrastructure development in rural towns
can be strengthened by recruiting the workforce from surrounding rural areas as
well as the hub or town itself. As well as demand effects, this can foster greater
contacts among local economies, and spread the longer-term benefits of skills
acquisition more widely.

Since such investment will necessarily be financed largely from outside the
rural economy (given the insufficiency of local resources in rural areas of LDCs
relative to the scale of investment required), it will have an effect comparable to
a temporary increase in exports, with similar multiplier effects.! In this context,
the use of labour-based construction methods and local procurement (where
possible) is equivalent to increasing the labour intensity and local value added
of such exports. The boost to local economic demand would in many cases be
substantial relative to the size of local economies.

In remote and isolated areas, the acquisition, processing and storage of
local food security stocks may provide a secondary demand-side driver of rural
transformation. Purchasing surplus supplies of staple foods with public funds
when production exceeds local consumption needs can provide an additional
injection of income into the local economy. In the longer term, the maintenance
of such stocks would also remove an important obstacle to diversification by
stabilizing prices (increasing demand when there is excess supply and increasing
supply when there is excess demand), while also providing greater assurance of
food access in subsequent years.

6. SEQUENCING INVESTMENTS AND INTERVENTIONS

The combination of a substantial demand-side boost and constraints on
supply response highlights the need to phase investments and interventions in
such a way as to ensure that demand does not outstrip local supply capacity. As
discussed in UNCTAD (2014a, Chapter 5), different infrastructure investments
have different effects on demand, supply and openness. By focusing initially on
investments (notably electrification) that primarily affect supply and productivity,
and on policies and interventions that promote more effective supply response
(e.g. enterprise promotion, training, finance and access to inputs), the ground
can be prepared to enhance the supply response for investments that have a
greater potential for demand generation (e.g. roads, sanitation, water supply via
wells or rainwater harvesting, construction of schools and health facilities). The
combined effect can provide a more solid foundation for a net positive effect
from opening the economy to wider markets and competition when roads are
completed.

The impact of infrastructure investment can also be enhanced by prior
implementation of related interventions. For example, opportunities for local
employment and procurement in infrastructure construction can be enhanced
through prior implementation of training programmes in construction-related
activities and support to the development of enterprises producing construction
materials.

Sequencing of investment in transport infrastructure itself may be beneficial
as well. As discussed in Chapter 3, improving transport infrastructure creates
both opportunities and threats for rural producers. The opportunities arise from
access to a larger market, while the threats arise from exposure to unequal

Labour-based infrastructure
investment and local procurement
can provide an important demand-

side kick start.

In remote areas, acquisition of
food security stocks can provide a
secondary demand-side driver.

Sequencing of investments and
interventions is important, to
maximize their development impact.
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Investment in transport infrastructure
may usefully focus initially on
transport within rural areas and later
on rural-urban linkages.

Microcredit is far from a panacea:
more effective mechanisms for
financing small-scale investment
should be sought.

competition with larger, established and advantaged urban producers. To
survive and thrive in the new environment, producers must be able both to
exploit the new opportunities of the wider market and to withstand exposure
to competition from larger established suppliers, by expanding production,
harnessing economies of scale, adopting new technologies and marketing
goods in new markets.

This requires proactive measures to prepare local producers for this new
environment. As well as improved economic infrastructure, such measures
include policies to ensure access to affordable finance, production technologies
and inputs; training in financial, business and vocational skills; and fostering a
favourable institutional environment, for example by facilitating the emergence
and strengthening of producers’ associations and cooperatives. Such policies
are discussed in greater detail in Section C below.

In this context, it may be beneficial to focus initially on construction of roads
between local hubs and surrounding areas and between local hubs themselves.
In this way, the size of the market can be enlarged progressively, while
competition remains among producers with similar endowments (and similar
challenges). By providing some of the benefits of market opening while limiting
the shock of exposure to competition from established producers with much
greater economies of scale, this would help producers to exploit economies
of scale and prepare them for the more demanding competition entailed in
competing with much larger producers. It can thus provide a stepping stone to
the wider opening associated with improved transport to more urbanized areas.

There are also synergies between such sequencing of transport investment
and social goals such as access to health and education, as well as access to
extension services. Increasing school attendance and health-service provision
will entail more travel between rural areas and local hubs (and in many cases
construction of new schools or facilities in such hubs). This will both require
improvements in accessibility of hubs from surrounding areas, and almost
certainly contribute to an acceleration in their growth.

This suggests three broad phases of a post-2015 process of rural economic
transformation, the first focusing primarily on creating the preconditions for
effective supply response; the second on demand-creating infrastructure
investment, including in local rural roads, and increasing supply capacity; and
the third on improving transport connections with urban areas, while further
strengthening the capacity of rural producers to compete with their urban
counterparts.

C. Key policy areas for rural transformation

1. FINANCING PRODUCTIVE INVESTMENT

Alleviating capital constraints on small farms and rural enterprises is critical to
rural economic transformation. Possible approaches include provision of credit
or grants by public agencies, commercial microfinance and vertical integration of
smaller with larger firms (Wiggins, 2014). However, the weak evidence of positive
effects of microcredit, and the possibility that it may in fact have negative impacts
(Chapter 3), suggest that it is far from a panacea. This highlights the need for
an active search for more effective means of financing small-scale productive
investment, and a more systematic and objective assessment of the effects of
microfinance (Duvendack et al., 2011), including in the very particular context
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of rural areas of LDCs. Similarly, the risk of dispossession and impoverishment
associated with the use of land as collateral in already poor rural communities
indicates a need for caution. Warehouses issuing negotiable receipts for crops,
which can be used as collateral for short-term finance, could provide a more
satisfactory alternative (Beck et al., 2011, p. 124).

Use of microcredit to upgrade “survivalist” non-farm activities is particularly
inappropriate, given their low productivity and limited potential for expansion.
Economies of scale in lending suggest that larger loans to SMEs are likely to be
more beneficial. More dynamic small farms and growth-oriented microenterprises
in peri-urban and intermediate rural areas may also be able to benefit from
access to credit, although cost and risks remain important issues. A possible
approach is to provide conditional interest rate subsidies on microcredit — for
example, where the market rate on microcredit is 40 per cent per annum, an
interest subsidy of 30 per cent could be provided, conditional on the interest rate
to the borrower not exceeding 10 per cent. The greater assurance of payment
this would provide to lenders might also make it possible to require a minimum
repayment period. This could leverage private financing more effectively and
greatly increase the uptake of microcredit, while minimizing its potential negative
impacts.

Training in financial literacy and business skills and assistance in preparing
viable business projects are an essential precondition to credit-based financing,
particularly where education is limited, so as to limit risks (to creditors and
borrowers) and increase returns on investment. Credit-based schemes should
therefore be closely linked with training and/or mentoring. Cooperatives,
producers’ associations and women’s networks can play a major role in this
regard. They can also help to improve access to credit and reduce its cost by
acting as intermediaries or guarantors for borrowing by members, or through
credit-and-loan arrangements among members. Such activities can also provide
an important mechanism to leverage and strengthen such networks.

Ensuring equal access to finance for women and men is a significant aspect
of overcoming gender constraints in rural development. However, the primary
means of doing so is to mainstream gender into core programmes and policies,
as schemes that target exclusively women arbitrarily exclude vulnerable men
and may cause male resentment. Targeted interventions may nonetheless have
a role in specific contexts where women are a marginalized social group (FAO,
2002); and the establishment of publicly backed schemes oriented towards
women, though important, is not sufficient for this purpose (UNCTAD, 2014b).
Effective targeting of rural women may also require measures such as informal
guarantees (e.g. group lending and liability and other trust relationships) or
collateral and more lenient repayment terms.

The potential for mobile phone-based payments systems to reduce
transaction costs strengthens the case for investment in extending networks.
Combined with increasing investment opportunities through rural development,
this could contribute substantially to increasing the scale of lending opportunities
to a level sufficient to attract commercial lenders to rural areas. Such systems
can also enhance business viability by increasing access to market information,
and facilitate and reduce the cost of remittances from migrants in urban (and
other rural) areas and abroad (Maloumby and Kingombe, forthcoming; Wiggins,
2014).

In remote and isolated areas, economies are often oriented mainly towards
subsistence production, so that commercial activity and monetization are
limited. In such conditions, microcredit is unlikely to provide a viable option,
even with conditional interest rate subsidies. Here, there may be a case for
in-kind microgrants of productive inputs: Each household could be offered a

Interest rate subsidies, conditional
on an interest rate cap, could
increase the developmental benefits
of microfinance.

Training in financial literacy and
business skills is an essential
precondition for microcredit.

In remote areas, in-kind microgrants
of productive inputs can
combine financing with access to
technologies and selective opening
of local economies.
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Input deliveries under microgrant
schemes could usefully be
combined with other SDG-related
activities.

Agricultural extension should be
a two-way process between R&D
agencies and producers.

choice of locally appropriate agricultural inputs, with advice on their use, or
equipment or materials for non-agricultural production, up to a specified value,
delivered annually ahead of the planting season. This would have the combined
effect of financing investment in agricultural upgrading, which would otherwise
be problematic in a largely demonetized local economy, providing access to
technologies that would otherwise be unavailable, and engineering a selective
opening of the economy to productive inputs.

While the costs of such an approach would be substantial, few other options
can be envisaged for transformation of remote and isolated rural areas of
LDGCs, which is essential to poverty eradication globally. This would justify the
funding of such schemes from additional ODA (Section D.1), although a few
fuel-exporting LDCs may be able to do so from resource rents. The net effect
on the overall cost of achieving the SDGs could be reduced by combining input
deliveries under microgrant schemes with other local-level activities necessary
to the SDGs more broadly. A concerted effort to meet the SDGs would require
baseline surveys and assessments of local needs and options (e.g. for water
and energy supply); and progress towards health and education goals could be
accelerated by early identification of potential village health workers, educators
and trainees. Combining such activities with input deliveries under in-kind
microgrant schemes would allow overall costs to be reduced significantly
through economies of scale. Early deliveries would also provide an opportunity
to identify possible future development opportunities, such as natural resources
(e.g. for construction materials), and crafts and foods with a wider potential
market.

Over time, as productivity increases and the local economy becomes more
commercialized, it should become possible to make a transition to (subsidized)
microcredit or cash sales, for example by reducing the value of free goods
provided while allowing additional amounts to be purchased on credit. In most
cases, given the importance of ensuring supply of basic foods and the role of
inadequate staple production as a driver of “survivalist” off-farm activities, the
emphasis should initially be on increasing staple productivity, but with increasing
emphasis on inputs for higher-value crops and non-farm production as staple
production and incomes rise.

2. HARNESSING TECHNOLOGIES FOR AGRICULTURAL TRANSFORMATION

As well as financing, access to productive technologies — both in agriculture
and in non-farm activities — is central to increasing productivity and promoting
structural transformation. In agriculture, the diversity of local economic and
agroecological conditions means that local appropriateness of technologies is
critical. This means that technological upgrading cannot be a simple top-down
process; rather, it should be based on an interaction between producers and
those who develop and disseminate technologies.

Agricultural extension services are central to technological upgrading
in agriculture, in order to provide access to locally appropriate agricultural
technologies and the inputs and knowledge required for their effective use.
Strengthening extension services is therefore a high priority in rural development
strategies. However, the importance of local appropriateness (and of early
technology adoption by disadvantaged producers, as discussed below),
suggests that extension may be more appropriately viewed as an intermediary
in a two-way process between R&D agencies and producers, rather than as
a one-way channel for technology delivery. As well as providing access to
locally appropriate technologies, extension workers can identify and share
with R&D agencies the needs of local producers in their areas, and successful
local innovations and adaptations of technologies, to facilitate better-targeted
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R&D and wider sharing of approaches among producers. The development
of effective communication systems oriented towards ensuring that R&D
activities address the needs of small farmers could thus significantly enhance
the effectiveness of both R&D and agricultural extension, as well as information-
sharing among extension workers themselves. Effective and innovative use of
ICTs has a particularly important role in this regard.

A POST approach to rural development also requires ensuring that access to
extension services is not skewed away from smaller, poorer and women farmers,
S0 as to promote their early adoption of more productive agricultural technologies.
Without such efforts, early adopters are generally better-off producers, who
have more resources for investment, better access to credit, greater capacity to
bear investment risks, and often higher levels of education and better access to
extension services. This is problematic from a poverty perspective, because the
direct benefits of new technologies accrue largely to early adopters, who have
a first-mover advantage: They are able to increase their production while total
supply remains relatively unchanged, so that their output increases outweigh
the reduction in prices resulting from increased overall supply. As use becomes
more widespread, supply increases more, reducing prices more substantially,
so that later adopters gain less, and the incomes of non-adopters are reduced.

Those with higher levels of education also achieve greater increases in
output from the adoption of a given technology than those with less education
(Foster and Rosenzweig, 2010); and commercial incentives for R&D often skew
their benefits towards larger-scale production. As well as limiting the poverty-
reducing effect of technological upgrading (and potentially even having perverse
effects), such factors may reduce multiplier effects by concentrating income
gains among higher-income households, who typically buy fewer local goods
where other options are available.

Pro-poor targeting of extension services can be enhanced by proactively
recruiting and training more women and small-scale farmers, particularly from
remote areas, as extension workers, and by ensuring that training reflects the
particular needs of women and other underresourced or disadvantaged farmers,
and of remote and isolated areas. Women’s involvement, as providers and
beneficiaries of extension services, can be facilitated by ensuring that schedules
for training of and by extension workers reflect constraints on women’s time use.

Technology adoption can also be encouraged by identifying and supporting
local volunteer farm advisers, specifically including women, who regularly
meet with extension agents and transfer information within their social circles.
Producers’ associations and cooperatives can also play a role in encouraging
the adoption of new technologies and dissemination among their members of
information on locally appropriate use of inputs. In areas with mobile coverage,
mobile phone applications can be another valuable tool, and should include
applications specifically oriented to the particular needs of women farmers and
other disadvantaged groups (World Bank and ONE, 2014).

Subsidy schemes for agricultural inputs can help to promote the adoption
of higher-productivity technologies involving greater use of locally appropriate
purchased inputs (Druilhe and Barreiro-Hurlé, 2012). Where there are marked
differences in commercialization or ability to pay for inputs, targeting subsidies
towards those unable to pay market prices, for example through appropriately
designed voucher systems, may be beneficial where this can be done cost-
effectively.

Input subsidies are most effective if based on wider packages of inputs
and complementary services (e.g. extension services, improved seeds and
appropriate fertilizers and pesticides) covering the full range of agroecological

It is important to ensure that
extension services are not skewed
away from smaller, poorer and
women farmers.

Appropriate recruitment and training
policies can improve pro-poor
targeting of extension services.
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Input subsidies are most effective if
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include financial literacy, business
skills and vocational skills.

An early priority for vocational
training is construction-related
activities.

contexts and farming systems. Such a package approach can help to overcome
the tendency of small farmers to adopt single technology components, limiting
productivity benefits, and to ensure availability and appropriate use of inputs.
Over time, demonstration effects increase awareness of the benefits of greater
input use; and, coupled with the additional incomes generated, this will increase
input demand and help to foster the development of input markets. Provided
procurement and distribution are designed to complement market development
and not to suppress it, this should allow subsidies to be phased out over time,
though over a very long period where agricultural commercialization is limited,
notably in remote and isolated areas.

Input use may also be encouraged by measures to tackle scale issues in
supply (World Bank and ONE, 2014). Fertilizers, for example, are generally sold
in quantities too large for smaller producers (typically, 50-kg bags). Access could
thus be enhanced by encouraging supply in smaller quantities, for example
through collective procurement by producers’ associations on behalf of their
members, or encouragement of commercial resale in retail quantities.

3. HumAN RESOURCES

Increasing educational access and quality, as envisaged in the SDGs, is also
critical to structural transformation, and can be expected to yield considerable
dividends in the long term, particularly if basic education motivates students,
equips them with the skills needed for the labour market and enables them to
benefit from further training (World Bank, 2007).

However, these benefits are inherently long-term in nature; and in many rural
areas of most LDCs, especially beyond the peri-urban, most adults have had at
best limited educational opportunities. Consequently, adult education is equally
important. Particular priorities are basic literacy and numeracy, vocational
skills relevant to rural economies, and financial literacy and business skills.
Adult education for women is of particular importance: Even in those LDCs
that are approaching or have reached gender parity, access to education has
historically exhibited a substantial male bias, leaving most women significantly
disadvantaged relative to their male counterparts. A number of rural adult
education programmes, with flexible class schedules attuned to the needs of
female farmers, have yielded positive results in specific contexts (World Bank
and ONE, 2014).

A key aspect of promoting more vibrant and entrepreneurial rural economies
is the development of the functional competencies essential to successful
microenterprise and entrepreneurial agriculture, such as basic record-
keeping, sustainable production methods and marketing skills. Such skills
are particularly important where enterprise development is financed by credit.
Possible approaches to the development of such skills include mobile training
units, extension schemes and community-based modules (FAO, IFAD and ILO,
2010b and 2010c). In many cases, however, development of basic literacy
and numeracy skills will be a precondition. As discussed in Section C.4 below,
higher-level business skills will become increasingly important as rural economic
transformation progresses.

An early priority for training in vocational skills in the post-2015 context is in
construction-related activities such as carpentry, metal-working, stone-cutting,
brick-making, bricklaying, etc. (depending on local resources and construction
traditions). Employing local workers in skilled occupations both increases the
demand impact and provides an additional human-resource legacy, as the
experience of engagement in infrastructure construction helps to enhance and
consolidate skills, including those required for maintenance and repairs. India’s
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Barefoot College provides a valuable model for such training, supported by
South-South cooperation (box 5.2). Equally, using local materials in construction
where possible, as well as contributing to the demand-creating impact, can help
to ensure that the skills developed are locally relevant and continue to provide a
basis for incomes beyond the initial investment phase. Human-resource benefits of

infrastructure investment can be
enhanced by including on-the-job
training.

These human resource benefits can be enhanced by explicitly including
an on-the-job training component in infrastructure investment projects, and
by providing training after their completion to facilitate the application of the
skills acquired to activities for which there is likely to be continuing demand
(e.g. maintenance; construction and repair of domestic housing; production of
construction materials; tool-making and repair; and small-scale manufacturing).

Training electricians and mechanics is another priority ahead of the installation
of electricity and water supply, to maintain and repair supply equipment and
electrical appliances as they are adopted (as well as other equipment, e.g. in
transport and agriculture): Reliance on service providers outside the immediate
rural area risks creating prolonged delays in the case of equipment failure, as
well as additional costs, with the potential for serious disruption of production. Potential supply bottlenecks can

be avoided by identifying priority

Oth tional skills will also b ded to enh ductivity in existi
er vocational skills will also be needed to enhance productivity in existing sectors and filling the related skils

non-farm rural activities and facilitate the introduction of new activities and new
and locally unfamiliar technologies, particularly following electrification. Potential 9aps.
supply bottlenecks can be avoided by identifying priority sectors (as discussed
in Chapter 3, Section F) and the skills gaps impeding their development in each
area, and facilitating the appropriate training. Over the longer term, as rural
wage-labour markets develop, labour market observatories may be beneficial
in aligning the demand and supply of vocational skills (Carton and Kingombe,
2012).

Apprenticeships are often an important mechanism for intergenerational

skills transfer; but some caution is required in a context of rapid economic and  Apprenticeships may be useful for
technological change, as they can perpetuate traditional technologies. While the spread of new skills.
such technologies are of great importance in some sectors — for example,
craft products for urban, tourist and export markets — they may be less
useful in sectors where the primary considerations are cost and functionality.
Nonetheless, as a traditional mechanism of skills transfer, apprenticeships may
be useful for the spread of new skills, for example by encouraging (or requiring)
those receiving vocational training to engage apprentices.

Box 5.2. Barefoot solar engineers: South-South cooperation for renewable energy

As the cost of solar photovoltaic panels has fallen over recent years, as a result of learning effects in production and
increasing economies of scale, this has become a least-cost technology for electrification in many rural areas of LDCs, where
low population density and limited purchasing power render grid-based centralized supply systems unviable.

As well as the investment costs and the necessary equipment, solar electrification requires skilled technicians, both for
installation and for maintenance. In a noteworthy South-South cooperation programme, India’s Barefoot College provides
specially adapted six-month training courses on solar engineering to illiterate or semi-literate older women (aged 35 and over)
from rural communities across the developing world, who return to their home countries to install solar units. Older uneducated
women are targeted, not only because they are a particularly vulnerable group, but also because they are considered more
likely to return to, and remain in, their home communities. This ensures both that the benefits are more widely spread, and
that they extend beyond installation to maintenance.

This initiative, supported by grants from India Technical and Economic Cooperation, has been successful in many LDCs,
including Afghanistan, Ethiopia, Malawi, Sierra Leone and United Republic of Tanzania, as well as ODCs. The Barefoot College
modelis now also being replicated in some LDCs, including Liberiaand Sierra Leone, with support from the Government of India.

Source: “The ‘barefoot’ solar engineers”, Makinglt Magazine, 11 March 2013, http://www.makingitmagazine.net/?p=6441;
www.barefootcollege.org.
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Urban-rural skills transfers may be
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temporary placements with urban
enterprises.

Where subsistence production
predominates, financial literacy
and basic business skills are a high
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As well as training, consideration could be given to seeking to harness
urban-rural skills transfers, by encouraging (and paying) rural-urban migrants
who have developed skills in priority activities to return to their home areas to
train others. This may be a particularly helpful option where language barriers
are an impediment to training. It may also be beneficial to arrange temporary
placement of rural vocational trainees with existing enterprises in urban (or other
rural) areas to consolidate and develop their skills, although it may be necessary
to require a minimum period of return to the home area following the placement.

Cooperatives, producers’ associations and women’s networks can play
a valuable role as well, not only in facilitating training, but also in information-
sharing and mutual learning.

4. FOSTERING ENTERPRISE AND INNOVATION

Entrepreneurship in both agriculture and the RNFE is central to rural economic
transformation, driving innovation and playing a vital role in the transmission of
information on adaptation, products and processes; but in most LDCs, farmers
as entrepreneurs lack the support needed to realize their full potential. Public
policies, regulations, laws and norms are therefore needed to create a more
enabling environment for innovation and entrepreneurship (Juma and Spielman,
2014), and to give farmers the same level of recognition and support accorded
to industrial entrepreneurs. This is a key objective of the improvements in
infrastructure, skills and financing outlined in Sections B.5, C.1 and C.3 above.

Improving the business environment is easiest in peri-urban areas and
intermediate areas with relatively high population densities and favourable
natural resource endowments. Elsewhere, the menu of interventions is more
limited, especially with scarce public resources. This indicates a need both for
an increased role of ODA, and for consideration of more innovative approaches
such as the use of in-kind microgrants proposed in Section C.1 and the
urban-rural skills transfer and use of apprenticeships as a multiplier for training
proposed in Section C.3.

Fostering innovation and enterprise, particularly among primarily subsistence
producers and in areas dominated by subsistence agriculture, requires
placing as much emphasis on business skills as on vocational skills. In such
areas, eradicating poverty within 15 years will require an extraordinarily rapid
transformation, from economies in which technologies and modes of economic
activity have been entrenched for generations into diversified, entrepreneurial
and rapidly growing markets, in a context where educational attainment is very
low and illiteracy is widespread.

Surviving and thriving in this transformed context will require a new and
different set of skills. Beyond providing adult education in basic numeracy and
literacy skills, a first step is to design and implement simple and effective financial
literacy programmes, such as the financial education project of the Association of
Church Development Projects in Ghana, the Microfinance Consumer Education
Programme in Uganda, and Financial Education for Young Women in Zambia,
which have had a positive impact on savings behaviour and financial awareness
(Messy and Monticone, 2012).

Over time, progressively more advanced courses will need to be developed to
support the creation and growth of dynamic enterprises and more commercially
oriented farming, encompassing a broader range of business skills, including
accessing, interpreting and acting on market information; financial planning
and management; identifying investment opportunities; choosing among
technology and financing options; and understanding supply and value chains.
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The development of SMEs will require more sophisticated training to upgrade
managerial skills. Successful examples include training of small suppliers of
intermediate goods for processing and exporting in Madagascar, Integrated
Training for Entrepreneurship Promotion in the United Republic of Tanzania and
the Opportunities Industrialization Council of Ghana (World Bank, 2007; OECD
and AfDB, 2008).

While policy for enterprise and innovation is often preoccupied with supply-
side policies related to finance and human resources, it is equally important to
address the demand side of the equation. This was an important shortcoming of
policies in this area from the 1950s to the 1990s, which focused on promoting
supply from individual enterprises but neglected demand, whose sluggish
growth limited enterprise creation and expansion (Haggblade et al., 2007). It is
thus important to learn the central lesson of this experience — that promoting
parallel growth of demand and supply can have a more favourable impact on
the overall climate for microenterprise and SMEs at lower cost than supply-side
measures alone (Wiggins, 2014). Thus demand-side measures, such as labour-
based infrastructure investment, are as much a part of policy for enterprise and
innovation as finance and skills development.

Equally, demand growth will have little effect on promoting enterprise
development and innovation unless it is matched with an effective supply
response. As well as access to finance, technology and skills, this requires
information, not only about current market conditions, but about anticipated
changes — in demand patterns, technological options and competition —
arising from rising incomes, electrification and improved transport infrastructure.
Without such information, producers are unlikely to invest soon enough to meet
increasing demand: There are considerable time lags between investment and
production (inherent in the annual or semi-annual cycles of agriculture, but also
because of the need to acquire equipment, inputs and skills for new RNFE
activities); and the risk aversion inevitably associated with poverty (or more
accurately, the extremely high non-financial risks associated with even small
financial risks) is a serious deterrent to investment. Effective supply response
requires investments to be made in anticipation of demand changes that may
not materialize or may prove short-lived; and poorer households cannot afford
to make unprofitable investments, especially where they need to be financed
with credit at very high interest rates.

This need can in principle be met by estimating both the income increases
likely to be generated by interventions in the local economy (e.g. labour-based
infrastructure construction) and the resulting demand changes on the basis of
household expenditure survey data. Providing this information as a public good,
and orienting interventions (access to finance, inputs, equipment and training,
extension services, etc.) to production of goods and services for which demand
is expected to increase, could greatly improve supply response, and hence
increase local multiplier effects.

The rapid spread of cell phone coverage in rural areas of most LDCs provides
an important channel for information on local and more distant markets, and on
new technologies, as well as helping to spread financial inclusion and reduce
transaction costs. However, ICT is beneficial only to the extent that it is available
and affordable; and its reach is further limited by low levels of literacy and the
need for material to be available in (often multiple) local languages. It is therefore
far from a panacea, particularly as availability is generally greatest in the most
advantaged areas, and affordability and literacy considerations skew the
benefits to the better-off. As discussed in Chapter 4, ICTs are also by no means
gender-neutral; but they can be made more appropriate for women farmers
and entrepreneurs by building on established women’s networks and taking

Demand-side measures are as
much a part of policy for enterprise
and innovation as finance and skills

development.

Effective supply response requires
information about anticipated
changes in market conditions.
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expected income changes and
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Despite the potential of new ICTs,
older alternatives such as broadcast
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to channel market forces towards
societal goals.

An effective interministerial
coordinating mechanism is needed.

particular account of gender constraints and needs, such as female time and
mobility constraints and social norms.

Consequently, policymakers should not allow the immense potential of ICT
to distract them from the complementary role of older alternatives, notably
broadcast radio. While ICTs are a better means of reaching targeted audiences,
radio provides an effective means of mass communication, which, though less
conducive to targeting, is more widely available, more accessible (not requiring
literacy) and more affordable. Even where cell phone coverage is available, and
especially where it is not, there is therefore a strong case for support to local
radio stations to provide information about potential economic opportunities,
agricultural and other technologies, and anticipated changes in market
conditions. There is also a strong case for ensuring access to radio sets through
subsidization and/or free distribution.

5. InsTITUTIONS

The scale and the nature of the economic transformation needed in rural
areas of LDCs clearly point to the need for a developmental State (UNCTAD,
2009). Major changes will be needed in LDCs’ rural economies if poverty is to be
eradicated sustainably; and the changes required go beyond overcoming market
imperfections that obstruct economically efficient outcomes and limit economic
growth. Important as such imperfections undoubtedly are, market forces must
also be channelled towards achieving the societal goals embodied in the
SDGs, in areas such as poverty, nutrition, health, education and environmental
sustainability. This can only be achieved by proactive government policies and
interventions, as part of a coherent overall development strategy.

Beyond the provision of health and education services essential to fulfilment
of the SDGs, key priorities include support to, and appropriate policies
towards, agricultural R&D, extension services and access to inputs; economic
infrastructure, notably for agriculture and in the transport and communications
sectors; adult education and skills development; access to finance on
appropriate terms; acquisition and management of local food stocks; and
access to information on prospective market changes.

The multidimensional nature, and the sheer scale and complexity, of the
challenge of rural economic transformation make effective policy coordination
essential. As noted in Chapter 1, rural development clearly cannot be considered
in isolation from urban development. However, the two are very different in nature.
Moreover, the 2030 Agenda for Sustainable Development both increases the
relative importance of rural development, and widens still further the difference
between the development models needed for rural and urban areas.

In practice, however, the long-observed urban bias in policymaking persists,
and rural development policy is generally focused primarily on agriculture,
while the RNFE is “orphaned”, lacking any specific public agency responsible
for its development, any effective mechanism for policy coordination and any
organized interest group to promote it. Responsibility for the RNFE is often
divided across ministries of agriculture (for agroprocessing), industry, commerce,
business development, etc., and regional public institutions, while rural social
and economic infrastructure falls to ministries of works, health, education and
transport. Even where ministries of rural development exist, their primary focus
is generally on social investments and agriculture (Wiggins, 2014).

This indicates the need for an effective interministerial coordinating
mechanism, including all relevant ministries, and chaired by the head of
government or someone at the highest level of government, to establish a
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comprehensive and coherent strategy for rural economic transformation; to
monitor performance; and to ensure that timely remedial action is taken.

By its nature, however, rural development is as much a local process as a
national one, requiring action at subnational levels down to individual villages.
Consequently, decentralization of decision-making, to the extent practicable
given financial and human resource constraints, is also an important aspect
of effective policymaking for rural development (Wiggins, 2014). However, the
potential for decentralization to the local level is limited in many remote and
isolated areas: Almost by definition, areas remote from markets are at least
equally remote from public institutions. Hence, the instruments directly available
to public authorities to effect change at the village level are at one or two
steps removed. While the key role of existing and emerging rural hubs in rural
development highlights the need to develop or strengthen public institutions at

Cooperatives, producers’

this level, including through village-level extension services, the potential to do associations, women’s networks and
so will often be limited by financial and human resource constraints, and it is extension service providers can play

important to be realistic about their capacity and capabilities.

This underlines the importance of formal and informal organizations and
networks at the local level as catalysts of rural economic transformation.
Cooperatives, producers’ associations, women’s networks and extension
service providers (both official and volunteers), in particular, can play a critical
role in many key areas, including access to finance and inputs, technological
upgrading, vocational training and learning, acquisition of business skills,
harnessing economies of scale, lowering costs through collective procurement
and sharing of equipment, facilitating product marketing, strengthening
bargaining power of small producers, and developing more effective and
equitable supply chains. Women'’s networks have a particularly important role,
not only in empowering women and overcoming gender-based obstacles to rural
development, but also in promoting participation in other, non-gender-based
(and often male-dominated) community associations and networks, and in civil
society more broadly, and in the delivery of literacy and health programmes (ILO,
undated).

Rural organizations and networks more generally can also help to strengthen
the social capital and trust in transactions essential to the development of
market-oriented economies, and provide a channel for informing and influencing
decision-making (World Bank, 2007). By creating an organized constituency for
rural development, they can also help to correct urban bias in policymaking.

There is therefore a strong case, not only for streamlining procedures for
the establishment of such organizations and networks, but also for proactively
encouraging and supporting their development through training, mentoring
and promoting connections and networking among similar groups in different
communities. Explicitly including organizations and networks in the delivery of
interventions and services such as training, finance and input supply can play
a very valuable role in strengthening and consolidating them (and incentivizing
their creation), provided appropriate practical and material support is available
to enable them to fulfil their designated role. International NGOs may provide an
important source of such support, which would also be an appropriate use for
additional ODA (Section D.1).

D. International dimensions

The 2030 Agenda for Sustainable Development represents an extraordinarily
ambitious undertaking, and nowhere more so than in rural areas of LDCs. Here,

a critical role at the local level...

...and can be promoted by
streamlining establishment
procedures, direct support and
inclusion in service delivery.
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The SDGs will require major
changes at the international level, as
well as a fundamental reorientation
of development approaches.

Delivering on their SDG
commitments will require all
members of the international

community to “will the means”
needed to achieve the goals.

The financial costs of rural economic
transformation will be very
considerable.

achieving the SDGs will require increasing minimum incomes to $1.25 per
person per day, from a level below a tenth of that in some areas, and providing
access to water to some 600 million people, and electricity and sanitation to
some 900 million in just 15 years.

These goals signal a fundamental shift in global priorities towards meeting the
basic needs of all those hitherto excluded from the benefits of globalization, within
planetary resources and global climate constraints. Ensuring economic as well
as environmental sustainability will require a different approach to development,
centred on a process of poverty-oriented structural transformation; and central
to this will be the transformation of rural economies.

As well as a fundamental reorientation of approaches to rural development
within LDCs, this will require major changes at the international level, most
notably in development cooperation. However, as the eighteenth-century
philosopher Immanuel Kant observed:

Whoever wills the end, wills also (so far as reason decides his conduct)
the means in his power which are indispensably necessary thereto.
(Kant, 1873, para. 24)

This is generally translated into the philosophical principle that “to will the end
is to will the means”. In adopting the 2030 Agenda for Sustainable Development
and the SDGs, the international community has clearly and explicitly willed an
end: that of eradicating extreme poverty and material deprivation by 2030,
while ensuring environmental sustainability. Delivering on this commitment will
require the members of that community to go on to will the means within their
power that are essential to the achievement of that end, including the necessary
changes in the international economic system and development cooperation, as
well as in national policies.

1. MOBILIZATION OF EXTERNAL RESOURCES

The financial costs of rural economic transformation will be very considerable,
not only for infrastructure investment, but also for training and human resources
development, financial support for agricultural upgrading and enterprise
development, agricultural R&D, extension services, support to producers’
associations and women’s networks, etc. Adequate resources are also essential
to effective policymaking, particularly with a substantial level of decentralization.
While there may be some scope for harnessing private-sector financing for
some of these uses, most of these resources will in practice need to come from
the public sector,? and in many cases public funding will be nesded even to
catalyse private investment.

In principle, such expenditures — especially recurrent expenditures —
should come from domestic sources as far as possible; and building the revenue
base of the public sector, through widening the tax base, diversifying revenue
sources and strengthening tax administration is essential. Improved global
governance of taxation could also make a substantial contribution, by limiting
the scope for tax avoidance and evasion and for abuses such as transfer-price
manipulation (UNCTAD, 2014a, p. 137). One or two LDCs may be able to
generate a substantial proportion of the resources required in the next 15 years
by harnessing large-scale resource rents from energy exports; and a few others
close to transition may also have sufficiently favourable economic prospects and
sufficiently limited needs and low costs to bear a significant part of the costs
before 2030.
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In the great majority of LDCs, however, meeting the public financing needs
of achieving the SDGs sustainably will undoubtedly need to be met from ODA.
In principle, part of the public financing needs of rural transformation could be
met by borrowing on international markets; and, with insufficient ODA, current
very low interest rates may make this appear an attractive option to those LDCs
with market access. However, the experience of the 1980s debt crisis affecting
many LDCs — which extended well into the twenty-first century in many African
LDCs — amply demonstrates the dangers of commercial borrowing to fill large
financing gaps left by inadequate ODA (Woodward, 2013, pp. 18-19, 32-38).
With the possible exception of those with large-scale resource rents from energy
exports, this is unlikely to be a viable or sustainable option for LDCs.

Target 17.2 of SDG 17 is for “developed countries to implement fully their
ODA commitments”, including commitments to provide 0.7 per cent of GNI
in ODA to developing countries and 0.15-0.20 per cent to LDCs. However, a
strong case can be made for increasing the latter percentage well beyond 0.2
per cent. LDCs account for some 40-50 per cent of global needs to meet the
SDGs in terms of extreme poverty and increased access to water and electricity;
and their ability to finance SDG-related infrastructure investment is much more
limited than that of ODCs.

In the context of the 2030 Agenda for Sustainable Development, this
presents a strong case for increasing the target for ODA to LDCs to at least
half of the overall ODA target — that is, to 0.35 per cent of donor GNI. This
would increase the amount from an actual level of around $40 billion in 2013~
2014 to some $165 billion per annum in 2015 and $250 billion per annum by
2030, broadly commensurate with the increase in rural infrastructure investment
needed to fulfil the SDGs (chart 1.12). This should not, and need not, prevent a
major increase in allocations to other developing countries, which will also have
substantial needs for infrastructure and other investment in order to achieve the
new goals: Provided the 0.7-per-cent target is also met, such an increase in
ODA to LDCs could be achieved while also expanding total ODA to ODCs by
around 150 per cent over the same period.

While such an increase in ODA will be essential to achieve the rural economic
transformation needed to meet the SDGs sustainably, it is important to ensure
that it reduces financial dependency rather than increasing it. This further
underlines the importance of ensuring that ODA contributes to a solid economic
development process, rather than seeking to address human development
needs through stand-alone measures, so as to generate the domestic public
and private resources needed for a self-sustaining development process.

The composition of aid flows also needs to be carefully examined. The MDG-
led focus on human development has allowed a very welcome reduction in the
underfunding of social sectors; but, in combination with the continued failure of
most donors to fulfil their existing commitments on total ODA, it has diverted
resources away from productive sectors (UNCTAD, 2014a, Chapter 2). This
neglects the need for a process of poverty-oriented structural transformation to
make gains in human development economically sustainable. This imbalance
can be rectified, while continuing to increase the funding for social sectors (which
is also essential to achieving the SDGs), by directing a substantial proportion
of additional aid to productive sectors, particularly in rural areas. Support to
agricultural R&D and extension, technology adoption and human resources
development are particular priorities. The need to reduce financial dependency
also highlights the importance of strengthening governments’ capacity to raise
public revenues as a high and early priority for ODA allocations.

Support to improved collection and processing of data on rural communities
and economies can also contribute significantly to effective policymaking (box
5.3).

In the great majority of LDCs,
the costs of achieving SDGs
substantially will need to be

met from ODA.

A target of 0.35 per cent of donor
GNI for ODA to LDCs would
increase flows from $40 billion to
$250 billion by 2030.

A substantial proportion of
additional aid should be directed to
productive sectors, particularly in
rural areas.
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Statistics are vital to assess the social and economic situation of the inhabitants of an area, to design policies and
interventions effectively and to assess policy impacts. However, as discussed in Chapters 3 and 4, statistical information on
rural areas is scarce, and its interpretation problematic, despite significant improvements in access to reliable and relevant
national statistics more generally in several LDCs. Population and housing censuses and national household surveys provide
a broad approximation of the development in rural areas but do not furnish sufficient depth of information to give a complete
picture of rural life and economies in LDCs. Even data on basic indicators such as non-farm employment and income sources
in rural areas are not systematically collected or published, and are unavailable or outdated for the great majority of LDCs.

In light of the critical importance of rural development, ILO is conducting an innovative project on decent work in the rural
economy. It has prepared an in-depth inventory of national definitions of rural and urban areas, on which basis it has used
the Labour Force Survey to construct a set of disaggregated indicators of decent work (e.g. employment, unemployment and
labour force by sex, age and geographical area). Another important data source is agriculture censuses conducted under
the umbrella of the FAO World Programme for the Census of Agriculture, which have been or are to be conducted in several
LDCs (including Afghanistan, Angola, Cambodia, Chad, Gambia and Lesotho).

While financial and human resource constraints make external support essential, national prioritization of rural data collection
is also important. Building national capacities for data collection and analysis and effective use of ICT, with the support of
international organizations and donors, can make a major contribution. For example, scanning technology allowed a major
reduction in data capture time in Malawi’s 2008 Population and Housing Census. While this required a substantial amount of
human and financial resources, due to inadequate monitoring and supervisor training, learning lessons from this and other
experiences can reduce such costs and increase effectiveness in the future (Msosa, 2009). This points to a need for increased
sharing of such lessons among LDCs.

Aid effectiveness is as much a part
of donor commitments on ODA as
amounts and allocations.

Much more progress is needed to
strengthen mutual accountability
and recipient country ownership.

Aid effectiveness is another key issue, and as much a part of the donor
commitments referred to in target 17.2 (under the 2005 Paris Declaration, the
2008 Accra Agenda for Action and the 2012 Busan Partnership®) as amounts
and allocations. There is a growing consensus around the principles established
in these agreements to eliminate tying, to reduce the unpredictability of aid flows,
to deal with the fragmentation of flows among sources and destinations, and to
transfer ownership of aid programmes to recipient countries. However, although
the measures taken as part of the aid effectiveness process are encouraging,
much more progress is needed to realize these ideals, particularly to strengthen
mutual accountability and country ownership.

It is also important to ensure that ODA conditionalities provide the policy
flexibility needed for recipient countries to pursue nationally appropriate strategies
and to allow opportunities for learning and experimentation. Other issues of
particular relevance to the policy options discussed in this chapter are untying
aid to allow local procurement (and to ensure that procurement processes are
not biased against local providers, particularly SMEs); encouraging the adoption
of labour-based methods in construction; ensuring that rural infrastructure
projects are timed to coincide with seasons of low labour demand; and ensuring
that the sequencing of rural infrastructure development maximizes the long-term
effect on rural transformation.

China and other emerging economies are now providing considerable
financial assistance to African LDCs, much of it for transport infrastructure. This
support generally takes the form of grants and low-interest loans to countries
with low credit ratings. China Development Bank, the largest of the country’s
three policy banks, has reportedly granted more loans to Africa as a whole over
the past six years than the World Bank, the African Development Bank and
the Asian Development Bank combined;* and the Chinese Government has
indicated that it will provide $1 trillion in financing to the continent by 2025,
including support from State-owned banks (Alessi and Xu, 2015).

Resources on this scale could go a considerable way towards meeting the
rural infrastructure needs of LDCs in the region, although appropriate debt
management will be necessary to avoid over-indebtedness. However, the
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developmental impact could be enhanced by increasing the focus on rural
feeder roads relative to transport corridors, and by increasing the use of local
labour, including at supervisory, technical and managerial levels.

Purpose-specific funds may have a role to play in priority areas such as
women’s empowerment. UNCTAD (2014a, pp. 146-149) has proposed Female
Rural Entrepreneurship for Economic Diversification (FREED) as an international
support mechanism to promote women'’s engagement in the non-farm sector. In
the agricultural sector, the World Bank and the ONE Campaign have proposed
a challenge fund to provide technical assistance to African policymakers
for the implementation of policies to support women farmers (World Bank
and ONE, 2014). This might usefully be extended to encompass non-African
LDCs, and could be linked to the Aid for Trade initiative and the Enhanced
Integrated Framework, to engender these frameworks and marshal resources
through them. More generally, gender considerations should be included in the
formulation and implementation of existing funds, as in the African Development
Bank’s Agriculture Fast Track Fund.

In relation to commercial financing, less conventional forms of cross-border
investment such as diaspora investment may offer greater potential than
traditional FDI to finance rural infrastructure investment in LDCs (UNCTAD,
2014a, pp. 119-120, 138). While dependence on high-income migration,

Purpose-specific funds may have a
role to play in priority areas.

together with limited educational opportunities in more remote areas, are Diaspora direct investment may have

likely to skew diaspora investment towards peri-urban areas, such investment
could nonetheless release public resources and ODA for use elsewhere.
Its contribution could be enhanced by moving beyond diaspora bonds to
consideration of diaspora direct investment, including, for example, encouraging
pooling of resources by diaspora investors to increase economies of scale. If
extended to non-farm activities, the Diaspora Investment in Agriculture Initiative
launched by the United States Department of State and the International Fund
for Agricultural Development (IFAD) in 2011 (IFAD, undated) could facilitate
diaspora investments for rural structural transformation.

Another possible source of private financing would be the development of
proactively “ethical” investment vehicles. While “ethical” investment funds have
grown considerably in recent years, they are generally based on a negative-list
approach, pursuing investment strategies similar to other investment funds, but
excluding companies in sectors such as tobacco, alcohol, armaments and fossil
fuels. However, the ethos of solidarity and sustainability embodied in the SDGs,
and the growth of the social enterprise sector, are indicative of a growing desire
to combine personal gain with providing wider benefits — to “do well by doing
good”. At the same time, reduced public provision of pensions and the shift
from social to private health insurance in some developed countries has greatly
widened the market for investment funds to encompass, for example, public
servants, voluntary sector workers and employees of religious organizations.
Since many people in these categories are oriented as much towards societal
goals as towards private gain, this suggests there is a significant and growing
market for investment vehicles that espouse stronger and more explicit ethical
principles than those which characterize existing “negative-list” approaches.

This points to the existence of a potentially significant niche market for
proactively ethical investment funds, not pursuing a conventional return-
maximizing approach with certain sectoral constraints, but rather seeking an
acceptable combination of return and risk (optimized through risk pooling)
while maximizing contribution to the achievement of social goals. This could
potentially provide greater funding for developmentally and environmentally
focused investments in LDCs than has occurred under existing arrangements.
Simply creating a distinct category of ethical investment funds that meet this
criterion would provide a basis for (for example) people working on development

greater potential than traditional
FDI to finance rural infrastructure
investment,

Development of proactively “ethical”
investment vehicles could provide
an additional source of private
financing.
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For LDCs, WTO commitments to

duty-free and quota-free market

access are more important than
multilateral tariff reduction.

LDCs should find an equitable
common position to ensure full
implementation of the duty-free and
quota-free commitments.

and environmental issues in the public and voluntary sectors to press their
employers and pension funds to invest part of their resources in such vehicles.
This could be strengthened by regulatory measures, for example requiring funds
described as “ethical” to publish the proportion of funds invested in proactively
ethical vehicles (generating market pressure to increase the proportion) or to
invest a minimum proportion in such vehicles in order to use the term “ethical”.

Investments oriented towards social goals in rural areas of LDCs, whether in
infrastructure or to increase incomes, would clearly fit into this category; and the
global publicity for the 2030 Agenda could readily be harnessed by providers
of proactively ethical investment vehicles to market their products. It might also
be possible to combine funding from such sources with diaspora investment
funds (for example as “global solidarity funds” and “local solidarity funds”) to
maximize the synergies between the two — increasing the resources available
to diaspora (impact) investors, and the local knowledge and contacts available
to international ethical funds.

2. TrRADE

Average tariffs on LDC exports have decreased over time, in line with
global declines in most-favoured-nation (MFN) tariffs, preference schemes,
and the World Trade Organization (WTO) Decision on duty-free, quota-free
market access. However, relatively high duties persist on a number of products
of importance for LDC producers, especially in agriculture and clothing, and
significant distortions remain in agriculture, especially due to the use of subsidy
measures. LDCs have repeatedly highlighted that these issues should be
addressed as a matter of priority in the Doha Round negotiations.

The potential benefits to LDCs of further multilateral tariff reduction are
offset by its effect in eroding the preference margins afforded by their existing
preferential trade arrangements with most major markets. Of greater importance,
therefore, is the implementation (by all developed countries and by developing
countries in a position to do so) of WTO commitments to “provide duty-free and
quota-free market access on a lasting basis, for all products originating from
all LDCs by 2008 or no later than the start of the implementation period in a
manner that ensures stability, security and predictability”, as agreed at the 2005
Ministerial Conference (WTO, 2005, Annex F, para. 36(a)(i)). Although some
progress has been recorded in this regard, full implementation remains to be
achieved.

Consensus among the LDCs on advancing the duty-free, quota-free agenda
has been impeded by differences among LDCs in market access conditions
under the United States Generalized System of Preferences (GSP) and the
African Growth and Opportunities Act (AGOA). Resolution 21 (i), adopted at
UNCTAD II (New Delhi, 1968), established non-discrimination as one of the
fundamental principles of granting trade preferences. Accordingly, LDCs should
find an equitable common position to ensure full implementation of the duty-free,
quota-free commitment by the remaining developed and developing countries,
taking existing trade preferences into account where possible.

There is also substantial scope for improvements in the terms of existing
preferential arrangements for LDCs. Substantial benefits could arise from
increasing the lifespan and predictability of preferential arrangements such as
AGOA, so as to encourage longer-term (rather than footloose) investments
in export sectors, with greater rootedness in local economies, and from less
restrictive rules of origin. In the latter context, value added rules could be
liberalized to take account of the fragmentation of production and global value
chains, and to allow regional or global cumulation among beneficiary countries.
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This would help to encourage intraregional trade in intermediate goods among
LDCs and other members of regional trade arrangements. Full implementation
of the WTO 2013 Bali Ministerial Decision on preferential rules of origin could
also help to facilitate the more effective use of preferential arrangements.

In addition, consideration could be given to establishing and promoting a new
“sustainable development brand” linked to the SDGs, sourced from value chains
controlled by producers in LDCs (and possibly similarly disadvantaged regions
of ODCs) themselves.® One of the key obstacles to development in LDCs is the
dominant model of consumerism among the global elite and middle class, which
is based on uniformity of products and conformity of consumers. This skews
demand in the most lucrative markets towards the large-scale capital-intensive
production typical of TNC-led value chains; but LDCs struggle to compete
for segments of such value chains, particularly higher value added segments,
because they lack the basic conditions that help to attract TNC investment:
Good and reliable infrastructure, a healthy and productive workforce, high levels
of education and skills, macroeconomic and political stability, favourable living
conditions for expatriate workers, and so forth.

As global value chains increasingly dominate global trade, this is an ever more
important constraint to export growth and diversification among LDCs; and it
represents a major barrier to the economic transformation required to attain the
conditions needed to attract TNCs and participate beneficially in global value
chains. This may be seen as a national counterpart of the contradiction between
need and opportunity for economic diversification observed at the household
and local levels, as discussed in Chapter 3.

An actively promoted “sustainable development brand” could provide a way
out of this impasse, by challenging the features of consumerism that currently
obstruct LDCs’ export opportunities, and by developing a global niche market
emphasizing diversity, distinctiveness and non-conformity, promoting an “ethnic
chic” ethos, and appealing to principles of global solidarity and sustainability.
The existing demand for products bearing fair trade and sustainability labels
demonstrates the existence of a significant niche market in which premiums
are paid for products perceived as contributing positively to ethical goals; and
the 2030 Agenda for Sustainable Development, by fostering an ethos of greater
global solidarity and environmental sustainability, could provide a considerable
further boost to such demand. If effectively harnessed through astute marketing,
and provided rigorous quality control could be maintained, this could greatly
increase export demand and value added for SMEs in LDCs, not least in rural
areas, for goods such as clothing, accessories, footwear, household fabrics,
furniture, ornaments, toys, processed foods, artwork and traditional craft
products.

3. DEVELOPMENTAL REGIONALISM FOR RURAL DEVELOPMENT

UNCTAD has long advocated developmental regionalism, as a powerful tool
for the structural transformation of LDCs (UNCTAD, 2011, 2013). This approach
is particularly important to rural development and may therefore be of value to
LDCs in their rural development strategies.

Developmental regionalism is regional integration that aims to maximize
the developmental benefits of regional cooperation, with the ultimate goal
of achieving an advantageous insertion of members’ economies into world
markets. It combines gradual and sequenced trade liberalization with policies
to build up member countries’ productive capacities. It thus goes beyond the
creation of larger regional markets through trade liberalization to encompass
joint initiatives in the fields of industrial policy; provision of infrastructure and
other public goods; transboundary development corridors that cluster

A new “sustainable development
brand” linked to the SDGs could
offer development benefits...

...by challenging the features of
consumerism that obstruct LDCs’
export opportunities, and developing
a global niche market.

Developmental regionalism is
particularly important to rural
development.
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There is significant potential for the
creation of regional value chains in
agriculture and agroprocessing.

Regionally based R&D centres and
extension programmes could help
overcome constraints to agricultural
productivity growth.

different types of economic activity around particular infrastructure projects;
R&D; harmonization of standards; etc. This approach has been implemented
successfully in the Greater Mekong Subregion of South-East Asia (UNCTAD,
2011, pp. 100-105), and there are initiatives moving in a similar direction in
Africa (UNCTAD and UNIDO, 2011, pp. 79-84; UNCTAD, 2013, pp. 95-121).
Two examples demonstrate the potential of developmental regionalism for rural
transformation in LDCs.

First, there is significant potential for the creation of regional value chains
in agriculture and agroprocessing, which could contribute to economic
diversification, increased productivity, food security, job creation and poverty
alleviation. Geographical proximity, economic size and cultural affinity create
the potential for countries in the same region to increase intraregional trade in
agriculture-based products. Integration into regional markets for these products
is strong in Asian LDCs (which direct 85 per cent of their agricultural goods to
regional markets); but it is much weaker in African LDCs and Haiti (where the
corresponding share is just 26 per cent) and island LDCs (approximately 10 per
cent), where the development of regional agricultural value chains is held back
by infrastructure deficits, poor competitiveness in production and trade, and
weak implementation of regional integration initiatives.

However, regional value chains and markets could help these countries
to overcome the constraints of small national markets and optimize the use
of their diverse but fragile agroecological systems. Developmental regionalism
can contribute to this by simplifying regional cross-border movements of goods,
financing and capital; strengthening regional infrastructure in transport, energy,
communications and water; harmonizing regional regulations; standardizing
consumer and industrial regulations (e.g. environmental and safety standards);
developing cross-border production clusters dealing directly with strategic value
chains; and developing a regional marketing strategy. Instead of raw agricultural
commodities and related jobs and processing industries being exported,
strengthening forward linkages with agribusiness and agroprocessing could
significantly increase employment and non-farm incomes for rural populations in
many LDCs (UNECA and African Union Commission, 2009).

Second, regionally based R&D centres and extension programmes for
agriculture can overcome some of the most binding constraints to faster
agricultural productivity growth. This would allow countries in the same region
to pool resources, undertake joint agricultural R&D and strengthen the structure
and human resources of their agricultural extension services, taking advantage
of the similarity of agroecological conditions and the commonality of challenges
facing producers in different countries in the region. By allowing the exploitation
of economies of scale, this could make a significant contribution to countering
the low level of spending on agricultural R&D, particularly in the smaller LDCs,
and to overcoming the problem of excessively small national agricultural
innovation systems (Chapter 2).

Establishing effective collaboration arrangements for information-sharing
in agricultural R&D within and between regions can thus significantly enhance
its benefits, as can information-sharing among extension workers in different
countries within regions. An effective global network of national and regional
R&D centres in LDCs (regions being based primarily on agroecological
considerations) could thus provide an effective means of sharing appropriate
technologies and adapting them to local needs, particularly if combined with the
two-way relationship between national R&D centres and small farmers, through
extension workers, outlined in Section C.2 above.
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F. Conclusion

More than ever, rural economic transformation will be central to development
in LDCs in the post-2015 era; and the SDGs signal both the need and the
opportunity for a new approach, given the gap between the progress required
by 2030 and that achieved in recent decades. This chapter has highlighted
some elements of such an approach.

Successful rural economic transformation depends on a combination of
agricultural upgrading and development of non-farm economies, maximizing
the synergies between the two.

Sequencing investments and interventionsis critical, to ensure that producers
areready to respond effectively to increased demand and to market opening
when they happen.

Affordable financing is essential: Options may include interest subsidies on
microcredit subject to interest ceilings, and in-kind microgrants in remote
and isolated areas.

Agricultural upgrading requires higher and more stable R&D spending,
and strong extension services acting as a two-way conduit between R&D
agencies and small farmers.

Adult education and training is important as well as sending children to
school, and it should include financial literacy and vocational and business
skills as well as basic literacy and numeracy.

An enabling environment for enterprise requires attention to the demand
side as well as the supply side. Information about prospective changes in
demand and market conditions is a key element.

Effective policy coordinationis essential at the national level; and producers’
associations, cooperatives and women'’s networks have an important role
at the local level.

Fulfilment by donors of their commitments on ODA quantity and quality will
be essential; and there is a strong case for increasing the target for ODA
to LDCs to 0.35 per cent of donor GNI.

Innovative approaches to trade and cross-border investment could make
a significant contribution to rural transformation in the post-2015 context.

Developmental regionalism can also have substantial benefits, particularly
in sub-Saharan Affrica, as can regional and interregional collaboration in
agricultural R&D.

The policy recommendations presented in this chapter are summarized in
table 5.1.
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CHAPTER 5. Transforming Rural Economies in the Post-2015 Era: A Policy Agenda
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Notes

1 In the case of private commercial investment in services provision from outside the
local economy, the financial effect is rather comparable to foreign direct investment
in non-tradable services, which is less favourable over the longer term due to outflow
of profits from the local economy in subsequent years.

2 While some such investment could in principle be undertaken on a commercial basis,
in rural areas of LDCs the potential is limited as the main investments required are in
sectorsthat are of limited commercial interest (e.g. sanitation and education for unserved
populations), problematic in terms of achieving social goals (e.g. health services), and
where incentives for international investment are limited by the fragmented nature and/
or low financial rates of return on the investment required (e.g. water and electricity
supply in sparsely populated rural areas). Moreover, the conditions that make a market
attractive to FDI in non-tradable sectors — large and growing domestic markets and
economic and political stability — are largely absent.

OECD (2008; 2012).

“China rail group signs $5.5bn in Africa deals”, Financial Times. 28 April 2015.

5  Existingfairtrade suppliers of non-food products, such as Just Business in Scandinavia
and Wereldwinkels in the Netherlands, could provide a useful starting point for such an
approach, although it would require a more proactive and resource-intensive approach
to marketing and integration with mainstream retail outlets.

oS
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The headline of the newly adopted 2030 Agenda for Sustainable Development and Sustainable Development Goals
(SDGs) is a global commitment to eradicate poverty by 2030. Nearly half the population of the 48 least developed
countries (LDCs) — some 400 million people — remain in extreme poverty, compared with less than a quarter in any other
developing country. The LDCs are thus the battleground on which the 2030 Agenda will be won or lost. This is where
shortfalls from the SDG targets are greatest, where improvement has been slowest, and where the barriers to further
progress are highest.

Rural development will be central to the quantum leap in the rate of progress required for LDCs to achieve the SDGs.
More than two thirds of people in LDCs live in rural areas, where poverty is also most widespread and deepest, and
infrastructure and social provision most lacking. Rural development is essential, not only to poverty eradication,
employment generation and economic development, but also to sustainable urbanization.

UNCTAD’s Least Developed Countries Report 2015 therefore focuses on the transformation of rural economies. Assessing

LDCs’ progress in agricultural productivity, the extent and nature of their rural economic diversification, and gender

issues in rural transformation, it shows that:

e Agricultural productivity began to increase in LDCs in 2000, following decades of stagnation or decline, but has risen
strongly only in Asian LDCs.

e Rural economic diversification varies widely between LDCs, but only a few have passed beyond the stage in which
non-farm activities are centred on agriculture and urban linkages are limited.

e Women comprise half the rural workforce in LDCs, but face serious constraints on realizing their productive potential,
slowing rural transformation.

The 2030 Agenda both highlights the need and provides the opportunity for a new approach to rural development centred
on poverty-oriented structural transformation (POST), to generate higher incomes backed by higher productivity. In
rural areas, this means upgrading agriculture, developing viable non-farm activities, and fully exploiting the synergies
between the two, through appropriately designed and sequenced efforts to achieve the SDGs.

The Report argues that:

e Differentiation is needed between peri-urban, intermediate, remote and isolated rural areas.

¢ A key priority is to overcome the contradiction between need and opportunity, by which more remote areas and poorer
households have the greatest need but also the most limited opportunities for income diversification.

e A POST process can be promoted by labour-based methods and local procurement in infrastructure investment to
stimulate demand, coupled with parallel measures to strengthen local supply response.

e Supply response can be improved by appropriate sequencing of infrastructure investment and interventions, and
provision of information about prospective changes in demand and market conditions.

e Gender-specific measures are needed to overcome disadvantages arising directly from gender norms, and more
inclusive gender-sensitive approaches to address their poverty-related consequences.

e Access to appropriate technologies, inputs, skills and affordable finance needs to be fostered.

e Effective policy coordination is required nationally, while producers’ associations, cooperatives and women’s networks
can play a key role locally.

e Innovative approaches to trade and cross-border investment could make a substantial contribution.

Finally, the Report highlights the importance of adequate support from the international community to achieve structural
transformation and fulfil the SDGs, based on the principle that “to will the end is to will the means”. It calls for donors
to meet their commitments on the quantity and quality of official development assistance (ODA), and for an increase in
the target for ODA to LDCs to 0.35 per cent of donors’ gross national income (GNI). This would be commensurate with
LDCs’ share of global shortfalls from SDG targets in the context of the 0.7 per cent of donor GNI target for overall ODA.

FRONT COVER
The pictures on the top and bottom represent a range of key activities that can contribute to rural economic
transformation in least developed countries: eco- and adventure tourism, agroprocessing, small-scale
industry and sales of high-value agricultural produce in urban areas. The centre-left picture illustrates rural
electrification, a major driver of development of non-farm activities. Eventually, a successful process of rural
economic transformation might culminate in more capital-intensive and mechanized agriculture.
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