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FOREWORD

The developing countries of East Asia are remarkably diverse. Thev range from the world’s most populous
(China) to one of the most sparsely populated (Mongolia). Some have notably homogenous cultures; others
have a large number of ethnic and geographic subcultures. But there are also similarities. Their rural sectors are
not growing as rapidly as other sectors and most are striving to come to terms with democralic reforms after

centuries of hierarchical tradition.

Rural East Asia has undergone considerable transformation in recent decades. But while there have been
dramatic improvements in food security, rural povertv and incomes. many challenges remain. The vast major-
ity still depend on agriculture, forestry, or tishing for their livelihood and these activities do not generate family
income equivalent to jobs in urban arcas. Further, these activities place tremendous pressure on already scarce

natural resources.

[n addition, overall economic growth has not been matched by improved services, such as health, educa-
tion, and physical infrastructure in rural areas, or by a significant increase in nonagricultural rural jobs that
could absorb the growing rural work force. As a result, while more rapid economic growth has improved the

’

lives of people in the urban areas, virtuallyv all of the “poarest of the poor” are now found in rural areas — more

than 600 million people in rural Asia subsist on incomes of $2 a dayv or less.

1t is in this context that the East Asia and Pacific Rural Sector Unit (EASRD) of the World Bank set out to
revisit its approach to rural development and rural poverty reduction as part of a Bank-wide effort to redefine

the rural action agenda. This document is the outcome of that effort.

The overarching goal of the work is o strengthen the rural sector of all of the region’s member countries
through a holistic approach that takes into account the economic, social, and political aspects of rural life. The
strategic objectives relevant to a rural renaissance in East Asia focus on reducing rural poverty; stimulating rural
economic growth; providing food security; and supporting natural resources management. Each country has made
more progress toward some of these objectives than toward others, and the tyvpe.and degree of assistance that the
Bank will offer will depend on the country’s specific circumstances. Further, the strategies are far from uniform
since the region represents a heterogeneous mix ranging (rom poor, centrally planned economies, to middle-in-

come, market-driven economies, and with varying degrees of policy framework and institutional development.

Strengthening the entire rural sector requires more intensive work with government ministries that have
been much more preoccupied with urban problems as well as other stakeholders. Rural development and rural
poverty reduction are slow processes that have no single solution. The solutions require a broad menu of ac-
tions, projects, and programs across a comprehensive front, tailored to the specific needs of each couniry.

It is our hope that through this publication, the Bank will be able to share valuable lessons in reaching the

rural poor and will stimulate a renaissance in interest and action in rural space among donors.

Mark Wilson Robert L. Thompson

Director Director

Rural Development and Natural Rural Development Department
Resources Sector Unit The World Bank

East Asia and Pacific Region
The World Bank






PREFACE

This report has been prepared by a team led by Malcolm Bale, Sector Manager, Strategy and Policy, Rural Devel-
opment and Natural Resources Sector Unit, East Asia and Pacific Region, The World Bank. Angela Chen served
as a full time member and individual country contributions were made by Richard Anson, Christina Malmberg
Calvo, Dely Gapasin, Christopher Gibbs, Robin Mearns, Stephen Mink, Rahul Raturi, Christopher Redfern, Jock
Anderson, Douglas Olson, Louise Scura, Sari Séderstrém, and Juergen Voegele. The report benefited from com-
ments and suggestions several World Bank reviewers and Steven Tabor (external reviewer). Funding that made
the work and consultations possible was provided by the Ministry of Foreign Affairs of the Netherlands through
the Bank-Netherlands Partnership Program. The manuscript was typed by Cynthia Dharmajaya and Cecilia B.
Tan and edited by Phillip Sawicki. The typesetting and production was managed by the Agribusiness Depart-

ment, University of Asia and the Pacific, Manila.

Many sources of information were used and a wide range of consultations with various stakeholders
were undertaken in forming this report. In particular, two large consultation meetings with government,
academic, NGO, and business stakeholders of the countries of East Asia and the Pacific were held in
March, 2001, in Beijing, China, and Cebu, Philippines. The objective was to gather feedback from the
regional stakeholders on the Bank’s draft corporate and regional rural action plans. The consultation also
sought reactions on the strengths and weaknesses of the Bank’s support programs and on how the Bank

might improve the effectiveness of its services.

This document mirrors the results of the consultation process. It also represents the Bank’s response to
recent developments in the global environment, its client countries and to our stated goal of reducing rural
poverty through technological change, and the biological revolution; government reforms, including decen-
tralization, and an enlarged role for the private sector; new lending instruments; and improved rural portfolio
performance. Our challenge now is to work with all our partners and stakeholders to make sure that actions are

well implemented and that rural development occurs.
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ast Asia’s w u.espread adoption ot Green Revo-

tution techniques in  agriculture during

the fast 30 vears has increased both food pro-
duction arud the income ol many miflions of farmers,
Today, mostof the countries in East Asiaenj Uy ame uch
greater degree of tood security than thev have ever
known betore, and the consequent frecing of surplus
labor from the agricultural sector to the urban sector
has been one of the chiet reasons for the region’s vi-
brant economic growth.

But greater etficiency in agricultural produciion
and continued (although slower) Y population growth
have aiso meant that rural regions are now the setlin g,
for most of East Asia’s poverty and unemp!m me

This paper describes the principal social m.d 0Co~
nomic problems in rural East Asia and the rural stral-
egies devised by the Rural Development Unit of the
East Asia and Pacific region (EAP) for its work with
the major countries of tne region. These strategies will
evolve as countries dev elop, and one of the purposes
of this report is to encourage continued dialogue be-
tween the Bank, the countries themselves, and other
donors on the best directions for that evolution.

The most recent World Development Report re-
minded its readers that of the world’s total popula-
tion of six billion, two-thirds subsist on incomes of 2
a day or less. That includes more than 800 million
people in both rural and urban Asia. This situation
will not change without the combined efforts of Asian
governments, the rich countries of the West, and in-
ternational institutions. But all of those involved in
creating strategies to alleviate poverty are gradually
learning the importance of listening carefully to the
poor themselves. The issues and strategies discussed
here are heavily influenced by their voices.

The Current Situation

Agricultural growth in the nine major countries of East
Asia lagged well behind growth in gross domestic
product during the 1990s (except in .\Iongoha). None-

Northern mountain rural roads.

theless, the agricultural sector still employs abou* 70
percent of the w orking populahons of these countri
and 30 percent of the region’s poor dwell in the coun-
tryside and the mountains.

That is not the equivalent of saving that life in
rural areas is invariably isolated and bleal\ Various
survevs show that there have been improvements in
many rural areas in terms of access to education, health
care, transportation, and other public services. But it
is also estimated, for instance, that as many as a bil-
lion East Asians (most of them in rural areas) are with-
out access to safe water and sanitation. Imbalances in
the provision of public services that favor urban
areas are often accompanied by policy biases against
agriculture, such as consumer price controls on do-
mestic farm products and high tariffs on 1mported
agricultural inputs.

The bias against the rural sector is also evident in



national investment figures. Between 1994 and 1998,
public investment in the rural sector never exceeded
10 percent of all public investment in any of the nine
major East Asian countries. Insome, it is true, the per-
centage remained stable, but in others it drifted down-
ward, except in Indonesia. There, agricultural invest-
ment rose from a mere 3.1 percent of all national invest-
ment in 1995 to 5.9 percent in 1997-98. The increase, of
course, occurred within a context of political instability
in parts of rural Indonesia.

Yet despite the policy bias, insufficient public in-
vestment, declining world prices for agricultural prod-
ucts, and such natural disasters as tloods and drought,
cereal production in East Asia (mainly rice) has almost
doubled since 1970. At the same time. millions of chil-
drensuffer from malnourishment, but insufticient sup-
plv is usually not the problem. The problem is low
family income, a problem intensified by the shortage
of nonagricultural jobs in rural areas. Even though
nonfarm jobs account for about 42 percent of total rural
income in East Asia, that figure is somewhat mislead-
ing. A notable portion of the nonfarm income consists
of remittances from rural workers who have found
either temporary or permanent work in urban areas.

The forces that produce unemployment, under-
employment, and poverty are especially hard on
women in rural East Asia. There, as elsewhere in the
developing world, women comprise a large part of
the agricultural work force. [n addition to their daily
work as subsistence farmers, rural women are respon-
sible for child care, elder care, and household func-
tioning. As a result of widespread and extreme gen-
der inequality, however, they are often denied access
to education (including advise from agricultural ex-
tension agents), healthcare, adequate nutrition, and
jobs that pay more than farm work. Gender
inequality’s effects on women are pernicious in them-
selves and they also retard economic and social
progress.

Poverty in rural East Asia is exacerbated by tradi-
tional hierarchical forms of government that have until
recently largely resisted democratic reform while fail-
ing to provide the kind of governance that is neces-
sary to assure social harmony. [n terms of commerce
and trade, what is frequently absent are such things
as transparent legal and judicial systems that guaran-
tee both property rights and the fairness and sanctity
of contracts for both rich and poor. Good governance
also means the absence of corruption among those in
authority, whether elected representatives or govern-
ment bureaucrats. Corruption has been endemic in
East Asia, and public outrage against it has swept
through several countries since the financial crisis ot
1997-98. The millions who saw their savings wiped
out at that time have expressed their anger in mass
protests over news reports of the corrupt gains of high
officials. It is often the rural poor who have been vic-

timized most by corruption. Many steps—Ilegal, judi-
cial, institutional—need to be taken in East Asia to as-
sure honest government at every level.

With few exceptions, public authorities in East
Asia have neglecled to invest adequately in the de-
velopment of human resources in rural areas. As a
result, poverty and lack of formal education are trans-
mitted from generation to generation. To end that
cvele, East Asia’s countries must invest in decent ru-
ral schools, staff them with trained teachers, and per-
suade parents that their children will be better oft if
they go to class every day rather than work in the
fields. Targeted food programs should be established
in rural regions where children are poorly nourished,
as should a wide arrav of free or subsidized health
care facilities that can provide infant and child
healthcare along with programs to control malaria, tu-
berculosis, and other rampant diseases. Flunger and
ill health do not prepare children for school.

After many years of deforestation, soil depletion,
overfishing, and uncontrolled air and water pollution,
the countries of East Asia have begun to realize the
importance of balancing resource use with environ-
mental sustainability. One way to preserve resources
is to provide the rural poor with better ways to use
resources. Since little new land is available for grow-
ing food, future agricultural growth in the region can
onlv come from land use innovations, greater access
to modern farming inputs, improved access to land,
and better access to urban markets. Soil fertility can
be improved—as it has in some places in East Asia—
through support for agroforestry communities on the
margins of forests. In these communities, partial clear-
ing of the forest is followed by the planting of food
crops along with fruit and coffee trees, whose output
can be sold for higher prices than those obtained for
subsistence crops.

Better land use in East Asia must be accompanied
by reforms in water policy. Both rural and urban
users have benefited from zero-pricing of water that
has simply encouraged wastetul practices. Alternative,
water-conserving policies are urgently needed to avert
supply scarcities that may otherwise hinder agricul-
tural production particularly production of rice. Three-
fourths of the rice grown in East Asia comes from irri-
gated land.

Many of East Asia’s remote and mountainous re-
gions are still in dire need of better infrastructure—
roads, bridges, and electric power lines in particular.
Decisions about the location of such facilities can only
be made sensibly if the poor themselves are given a
voice in planning. They are far more knowledgeable
about the needs of their community and can suggest
project designs that meet a broad spectrum of needs—
in the case of roads, for example, thoroughfares that
are equally useful to farmers transporting goods to
market, teachers and students traveling to and from



school, and mothers taking infants to the clinic.

While the government is the logical agent for im-
proving the transportation infrastructure, private com-
panies are likely to be a better choice for electric power
and telephone lines, but rate regulation intended to keep
prices down for consumers often deters private com-
panies from engaging in such ventures. One answer mayv
be to provide subsidies for construction of these facili-
ties in rural areas while allowing the companies to set
rates as necessary to cover the marginal costs of service.

Agricultural Research. The countries of East Asia
haveinvested heavily in agricultural research over the
last thirty yvears, but the task is far from done. Nobel
laureate Norman Borlaug estimates that countries in
the region will have to increase cereal output by 60
percent over 1999 levels by the vear 2023 to meet the
projected need. Future agricultural research will have
to be oriented more toward sustainability of land use
and toward developing synergies between food crops,
cash crops, and livestock. More attention will have to
be paid to agroforestry and aquaculture.

Genetic engineering may offer enormous possi-
bilities for advances in agricultural production and
thus is very relevant to poverty reduction, food secu-
rity, and environmental conservation. As private com-
panies push the development of practicat applications
of biotechnology, the interests of the rural poor must
not be ignored. In other words, the advances produced
by new technology must be made broadly available
rather than remaining in the hands of a privileged few
companies or producers. Asian governments should
engage industrial countries and research firms on the
issues of property rights, access to new genetic devel-
opments, and ccoperative research partnerships.

Livestock production. Between the early 1970s
and the mid-1990s, meat consumption grew far more
rapidly in East Asia than it did in the industrialized
world, and this growth is expected to continue. This
development has had both good and bad effects on
the rural poor. As demand has increased, the rural
poor (especially rural women) have added the rais-
ing of livestock to their other farming activities. In
addition to increased earnings from selling livestock,
the rural poor themselves have benefited from in-
creased consumption of meat, thus alleviating the pro-
tein and micronutrient deficiencies widely found in
developing countries. In addition to these advantages,
livestock provide draft power and manure for fertil-
izer, and they can also serve as collateral for loans.
Increased demand, however, has also brought large
operators into the market w how herds of liv L‘thLI\ in
peri-urban areas are damaging grazing land and caus-
ing water pollution from teedlot runoft. Since large
suppliers are more able to meet the needs of meat pro-
cessing plants, the plants have less interest in buving
from small herders. Policymakers must now develop
regulatory schemes to deal with the health and envi-

ronmental problems caused by the growth of livestock
production while seeking to assure that small-scale
producers are not squeezed out of the market.

Trade Policy. NMost of the major East Asian coun-
tries are trading nations, and agricultural exports ac-
count for a large part of their income. About 26 percent
of the region’s agricultural output is exported, chietly
to the United States, Japan, and Western Europe. The
official commitment to free trade remains strong, there
15 an undercurrent of skepticism in the region about
further liberalization of agricultural trade. That skepti-
cism can be traced to certain realities:

* Throughout the world, but especially among the
industrialized countries, agricultural protection-
ism {and subsidies for domestic agricultural pro-
ducers) remains stronger than industrial protec-
tionism. It is not only developing countries who
are lagging in implementing free trade measures
agreed to during the Uruguav Round. East Asian
countries have begun to wonder whether their
earlier liberalizations are being reciprocated by
the industrialized world. Even when they are
willing to liberalize further, they face strong in-
ternal pressures to place greater emphasis on do-
mestic issues that have little to do with trade.

* To obtain increased access to foreign markets
for their agricultural products, East Asian gov-
ernments will have to improve their ability to
meet the sanitary and phytosanitary (5PS) stan-
dards required for such products by Western

nations. That will be costly. It is e estimated that
the East Asian countries will have to spend the
cquivalent of more than half their annual de-
velopment investment funds to meet SPS and
intellectual property rights (IPR} obligations un-
der World Trade Organization (WTO) rules.
Promises of assistance from industrial country
members of the WTO to meet these standards
have not materialized.

* Governments in the region are laboring to re-
form their customs agencies, widely reputed
to be among the most venal domestic bureau-
cracies. Success in customs agency reform
will be necessary if the East Asian countries
arc to uphold their obligations under liberal-
ized trade rules.

Strategic Objectives for the World Bank in East Asia
The developing countries of East Asia are remarkably
diverse. Thev range from the world’s most populous
(China) to one of the most sparsely populated
(Mongolia). They include the sprawling archipelagoes
of the Philippines and Indonesia as well as such com-
pact smaller countries as Thailand and Cambodia.
Some have notably homogenous cultures, others have
a large number of ethnic and geographic subcultures.
But they also have their similarities. Virtually all
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of them still relv heavily on rice as the srincipal teod-
stuff, in all of them { (except Mongolial the rural sector
is the lagging sector, and in ail of them the natural
environment is being subjected to severe stress, Al of
them, moreover, are striving to come to terms w ith
the w ond wide impetus toward democratic reforn
after centuries of hier HLhum tradition.

The overarching goal of the East Asia and Pacific
Rural Sector Unit (EASRD; is to strengthen the rnrﬂ
sectors of all of the region’s countries lhrougl 1a holisti
appreach that takes into acceunt the econemic, socia
and political Aspects of rural life. What that means, in

part, is that EASRD no longer see its sole role as prov id-

i
1

ing support and impetus for agricultural growth, ai-
though that will continue to be one of its chiet concerns.
Strengthening the entire > rural sector, and in that way
relping to make serious inroads into the problem of ru-
ral poverty, means that £ ASRD will work much more
intensively in the future with government ministries that
have been much more preoccupied with urban prob-
lems—Finance, Trade, Planning, Transportation,
Health—as well as the Agricultural, Forestry, and Envi-
ronmental minisiries. Rural dev elopmcntmd rural pov-
erty reduction are slow processes that have no single
solution. Rather, EASRD view solutions to rural devel-
opment as requiring a broad menu of actions, projects,
and programs across a comprehensive front, tatlored to
the specific needs of each country.

This approach, EASRD believe, will help these
countries deal more successfully with such events as
the 1997-98 financial crisis, which severely weakened
the confidence of many in East Asia in their countries’
futures, particularly in light of the many years of eco-
nomic growth that pregeded the downturn.

EASRD has developed several strategic objec-
tives for its work that are relevant to a rural renais-
sance in East Asia. This does not mean, however,
that EASRD will place equal emphasis on each stra-
tegic objective in each country. Each country has
made more progress toward some of these objec-
tives than toward others, and the type and degree
of assistance that EASRD offer each country will
depend on its individual circumstances.

What follows are discussions of EASRD's four
strategic objectives and the chief actions needed to
achieve them.

Reducing Rural Poverty
In East Asia as a whole, approximately 30 percent of
the rural population has incomes below the poverty
line, about double the percentage of poor urban dwell-
ers. Note, however, that many of the poor in East Asia’s
cities are temporary or permanent migrants from ru-
ral areas with few skills that will enable them to inte-
grate themselves into the urban workforce.

[n order to reduce rural poverty, the unit is taking
two approaches. One is the financing of community

iv

hat directiy

'
deve ’;O“I‘\P"[ Y“"“‘CLT‘- th

through m-mted, p'f\“‘u. At\'-e 1i ncin > investments

attack p|\=.'er'i"

1

inverv poor rural. The other is the financing of projects
to enhance agricu 11 iral pmuuc‘m itv and create non-
1':;rm rural 11 slovment—water management
schemes, storage and pr'mess‘xf\\* facilities tor
ag ibusiness, and so on. These are not state-owned
enterprises but privately owned ones created with
government.

Stimulating Rural Economic Growth
wih, EASRD will con-

Line to encourage governments foengage in Ppr ojects
oF o 595 ;

To stimulate rural economi

and to carry out reforms that \\"11 encourage private
companies 1o locate in rural areas, especially those
where poverty is widespread. In the broadest sense,
EASRD is encouraging East Asian governments to
eliminate the anti-rural bias in many ministrics whose
activities affect both rural and urban areas. These are
the ministries responzible tor establishing or improv-
ing rural schools, healthcare facilities, electric power
lines, telephone lines, roads, and other facilities that
are normally the government’s responsibility.

Rural areas also must have a local governance
framework that establishes rules for the operation
of cconomic enterprises—land-titling and registra-
tion, honest systems of weights and measures, laws
for the resolution of commercial disputes, standard

regulations for permits and licenses, and so on. In-

stead of establ ishing such frameworks, many gov-
ernments in East Asia continue to carry out com-
mercial activities themselves through state-owned
enlerprises that provide fertilizer, seeds, agro-
chemicals, and other farm supplies, and to provide
financial services, including credit. Experience has
shown that in most cases these goods and services
can be delivered more effectively and efficiently by
private tirms. In most of the EAP countries, gov-
ernment controls on interest rates in combination
with credit subsidies threaten the existence of pri-
vatehv operated rural financial institutions (RFIs).
Instead of trying to solve the problems of the RFls
through additional credit and management assis-
tance, EASRD now encourages national policy
changes and institutional reforms to strengthen a
country’s entire banking sector, including RFls.

EASRD also believes that further liberalization of
agricultural trade by East Asian countries would help
stimulate rural economic growth, even though some
types of agricultural production might suffer and ad-
justment of the product-mix of agriculture would be
required. Some countries in the region still have bar-
riers that raise the cost of exporting, and most of the
countries in the region still maintain barriers to agri-
cultural imports, which are a cause of friction with
trading partners. These barriers also impose oppor-
tunity costs on the countries themselves.



Providing Food Security

Any countrv’s tood security depends on its overall
economic health—that is, strength in both the agr-
cultural and industrial sectors. A country need not be
self-sufticient in food production as fong as it has the
wherewithal to buy the tood it needs.

Because of their long histories with intermittent
famines, many East Asian countries have been refuc-
tant to embrace this concept and have instead opted
to subsidize domestic food producers and to impose
tarifts on agr 1cuitma} imports that would compete
with domestic product In short, political realities in-
trude upon economic rationali 1ty L, ven this situation
EASRD works with its ounti:ea to find a middle was
between the practical demands of politics and the ra-
tional demands of economics.

But there can be times—as the recent crisis has
proved—when hundreds of thousands of people can
lose their livelihoods and thus lack the money they need
to feed themselves and their families. In Indonesia,
where the crisis has had a particularly strong impact,
EASRD and East Asia Social and Sustainable Des elop—
ment{EASSD) helped the Indonesian government build
a targeted food security program for t] 1e unemploved.
In the future EASRD will discuss plans for similar so-
cial safety net programs in other East Asian nations as
an affordable means of providing family food security.

Supporting Natural Resource Management

In many of the client countries, immediate demands for
food, fish, lumber, and other items obtained from natu-
ral resources continue to overcome the desire to protect
natural resources. Nonetheless, the Unit will continue
to try to convince its clients that intelligent management
of land, forest, river, and ocean is essential to achieving
sustainable economic growth, and EASRI have begun
placing much more emphasis on devising policies and
programs to protect these resources.

Some of the natural resource problems in East Asia
are well-known: continuing clear-cutting of forests, the
destruction of coral reefs, overexploitation of coastal
and inland fisheries, and the disappearance of coastal
zones and mangrove areas caused by urbanization and
commercialization. Other environmental problems,
such as conflict over water resources between urban,
industrial, and agricultural users, are emerging and
will need to be addressed.

In addition to funding traditional projects for land
reclamation and Hood control, EASRD has begun to
promote conservation management of production for-
ests and biodiversity conservation projects in several
of its client countries. EASRD has also begun to make
sustainability of natural resources a condition for ap-
proval of adjustment loans. EASRD is adopting com-
munity-based approaches to natural resource manage-
ment—that is, canvassing local communities to get
their views on the best approaches to conservation—

and processirg a number of grants for projects to be
carried out bv such NGO partners of EASRD as the
world Wildlire Fund, The \at ire Conservancy, and
the World Censervation Union.

The Bank’s Current Rural Development Program
The EASRD unit's continuing goal is to ralse the im-
portance of agricultural growth and rural economic
development on the agendas of the countries of East
Asia. In reassessing its strategy during the last three
vears, the Unit developed a 11>t of the characteristics
to emphasize in our work with clients. Thev include
technical excellence, political impartiality, a long-term
perspective on dey »lopment issues, an c"‘ﬁhasis on
issues customarily neglected by the private sector, and
a desire to bring groups with ditferent interests to-
gether, both to lever rage the Bank's influence and to

Jc‘mu e long-lasting solutions to the problems.

EASRD is also addressing the sensitive issue of
ofticial corruption, which appears to be widespread
in East Asia atall fevels of government and which has
recently aroused a new round of vigorous public pro-
tests within some countries. The unitis strengthening
internal tinancial procedures in projects, requiring in-
creased transparency in project transactions, attempt-
ing to identity and eliminate corrupt and unprofessional
practices during loan supervision, and encouraging
Bank statf members to deal forthrightly with ev Lduue
of corruption even at the risk of offending client repre-
sentatives and possibly even disrupting operations.

EASRD hopes that its work and vision will result
in a larger rural portfolio. The Bank’s rural portfolio
declined from $3.5 billion in FY98-99 to $1.5 billion in
FY99-00. This decline is difficult to reconcile with the
needs ot rural Asia, the number of poor in rural areas
of Asia, and the Bank’s mission of poverty reduction.

The reasons tor the decline in rural lending in the
region are varied. Some are temporary. Others are
th‘LlLtUI‘AI, such as China’s vmduatlon from the IDA.
What is most important at this point is identifving the
reasons for the decline and responding to them. A
continuing decline mav weaken our catalytic role in
building consensus with other donors and with bor-
rowers on the policies and actions needed to break
the cvcle of rural poverty and to halt continuing envi-
ronmental degradation in East Asia.

Country Action Plans

CAMBODIA

Although Cambodia’s population of about 11 million
is about double the size of Lao PDR’s, the country it-
self (with about 60,000 square miles) is a third smaller
than Laos. About 80 percent of the labor force, or three
million people, are involved in agriculture and for-
estry, and the main industries are rice milling, fish-
ing, and production of wood products. The value of
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imports vastly exceeds that ot exports, as might be
expected given the country’s many vears of internal
contlict since the 1960s.

The Bank has several ongoing efforts in Cambo-
dia, including an agricultural productivity improve-
ment project that began in FY97 and a northwest vil-
lage developing Learning and Innovation Loan (LIL)
that commenced in FY99. LIL’s in biodiversity (FYC0)
and forestry (FY00) will help to build capacity at the
community level to manage natural resources. A ru-
ral development strategy report will be undertaken
in 2002, which is also the scheduled year for a tour-
ism-cultural resource management LIL that has been
proposed to protect Cambodia’s cultural treasures {in-
cluding its world-famous temples), most of which are
located in rural areas.

CHINA

By 1988, some 42 million people in China’s rural
areas were classified as having income below the pov-
erty line. Large as that tigure may seem, it was a stun-
ning reduction from the 260 million rurdl poor just 20
years earlier.

Further reductions are likely to occur more slowly
because most of the remaining poor live in remote hin-
terlands and mountainous regions of the western part
of the country. The natural environment there is par-
ticularly fragile, and it is there that sustainable man-
agement of natural resources is needed most. It is in
this part of China that EASRD is particularly active.

One task will be to carry out a multiyear project,
complete with participatory design and implemen-
tation, to raise agricultural productivity. This can
be achieved by developing new production tech-
nologies more suitable for mountainous terrain and
by building markets for the region’s budding ar-
ray of tree crops.

In 1998, China received an object lesson in the per-
ils of excessive deforestation when severe floods oc-
curred, with considerable loss of life, in the upper wa-
tershed of the Yangtze River. The government re-
sponded by banning logging operations in the water-
shed, and the Bank, along with other donors, is sup-
porting the development of a new framework for sus-
tainable management of forest resources.

Major strategic areas for action in China by the
World Bank are: rural poverty reduction through tar-
geted poverty programs and productivity enhancing
investments in rural development and agricultural
research {for example, the Quinba Mountains Poverty
Reduction Project and the Loess Plateau Projects);
improved water management (tor example, the
Yangtze Basin Water Resources Development
Project); and sustainable forestry management.

INDONESIA
More than three-fourths of Indonesia’s poor live in
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rural areas, and agriculture is the main occupation of
the great majority of them, either on their own land
or as sharecroppers and farm laborers. For the typical
poor rural household, however, farming accounts for
only about half of annual income. Large numbers of
both rural men and women earn income from nonag-
ricultural rural endeavors or from urban employment.

In recent vears there has been considerable politi-
cal turmoil in Indonesia, turmoil that was exacerbated
by the 1997-93 crisis, whose worst effects were felt
more in urban areas than in the countryside. The gov-
ernment began to implement a massive decentraliza-
tion of governmental authority around that time. As
a consequence, Bank tunding of projects in Indonesia
will be on the low side, and much of the Bank's future
work will be helping local and regional governments
adjust Lo their new responsibilities. Reviews of local
fiscal management will be an important activity of the
Bank's country team, as will persuading local govern-
ments not to re-establish the local taxes and fees on
commerce that were abolished throughout Indonesia
in 1997. Those taxes and fees discourage domestic
trade by raising prices, and thus they hurt the poor.

The resolution of disputes over land ownership
continues to be a complex issue in much of rural In-
donesia. Seltling such disputes is vital to social stabil-
ity, rural investment, natural resource use, and the live-
lihoods of indigenous peoples. The Bank has financed
a land administration project as Lhe first step in an
effort to title most agricultural land, and we will con-
tinue to make land administration a priority.

Decentralization of agricultural research and exten-
sion appears necessary to provide greater responsive-
ness to farmers’ priorities, and the Bank is supporting
this planned decentralization with two current projects.
Meanwhile, many regions in Indonesia are encounter-
ing deterioration of water quality and intersectoral com-
petition for water. Developing a strengthened institu-
tional and regulatory framework in which economicin-
centives are brought to bear on water quality and water
allocation is the purpose of the Bank’s ongoing water
sector adjustment loan (WATSAL).

Finally, with the assistance of Asian Development
Bank (ADB) and bilateral donors, the Bank seeks to
assist Indonesia with the sustainable management and
conservation of its extensive but diminishing forestry
resources. This is a complex issue that require the co-
operation of many stakeholders.

LAO PEOPLES DEMOCRATIC REPUBLIC (PDR)
The Lao PDR, with its predominantly agricultural
and rural economy, is one of the poorest countries
in East Asia. The poverty rate for the entire coun-
try is close to 40 percent, and more than 90 percent
of the rural poor live in farming households. So-
cial indicators (life expectancy, infant mortality,
etc.) are among the lowest in the region.



Although agriculture’s share of gross domestic
product {(GDP) has been declining, it still accounts for
well over 50 percent ot GDP and emplovs more than
80 percent of the workforce. Rice is by tar the most
domunant crop. Logging is also vital to the economy,
contributing as much as 10 percent of GDP and about
35 percent of foreign exchange. Although forests cover
80 percent of the country, the current rate of tree con-
sumption is unsustainable. More than half the forested
area is degraded, and illegal logging across interna-
tional borders is common.

The rural sector’s infrastructure is poorly devel-
oped (roads and irrigation are especially lacking), kev
agricultural inputs are scarce, and the government
lacks the institutional resources to design a compre-
hensive plan for strengthening agriculture.

Within the [DA's current portfolio of 10 projects
in Lao PDR are three involving the rural sector: a land-
titling project, an upland development and conserva-
tion project, and a forest management and conserva-
tion project that closed recently. The Bank has com-
pleted a review of forestry policy with other donors
that will be used in our efforts to strengthen the
country’s forest management. This, together with ru-
ral poverty alleviation projects financed in part with
public revenues generated from a hyvdroelectric scheme,
represent the Bank’s areas of strategic interest.

MONGOLIA

By 1990, atter 70 years of state socialism, Mongolia‘s
main and traditional occupation of livestock herding
appeared to be in steep decline. But the end of Soviet
bloc subsidies at that time was followed by wide-
spread unemployment in the formal sector and a re-
vival of hivestock and other agricultural production
borne out of necessity. Fulltime herding households
increased from 17 percent of the total population in
1989 to 34 percent in 1999.

Meanwhile, market reform spurred the health of
the formal and informal sectors in Ulan Bator, which
has between a third and a half of the national popula-
tion of 2.4 million. But the level of risk in the livestock
sector rose sharply because of the end of state sup-
port, and by 1995 about a third of the population
(mostly in rural areas) had incomes below the pov-
erty line. Since then, inequality in income and assets
has intensified, and poverty has worsened.

Bank analysts are developing the groundwork for
a long-term Adaptable Program Lending (APL) that
will concentrate on developing a strategies for pasto-
ral risk management, the development of rural
microfinance institutions, and long-term support for
community-driven planning and investment in small-
scale infrastructure and social services.

PAPUA NEW GUINEA
Papua New Guinea, which occupies the eastern part

of the island of New Guinea and about 600 smaller
islands in the Bismarck Archipelago, is still largely
tree-covered, and small-scale agriculture is the liveli-
hood of about two-thirds of the population of 4.5 mil-
lion. The chief crops include cocoa, coffee, coconuts,
rubber, and oil palm.

Social welfare indicators have been falling and
economic growth has been sluggish for several years,
but the national government is mobilizing resources
to improve the rural sector, in part by devolving au-
thority and funding to lower levels of government.
That is part of the National Program for Reconstruc-
tion and Development (NPRC). Investments in edu-
cation, healthcare, infrastructure maintenance, law
and order, and new income-earning opportunities in
rural areas are the pillars of the country’s program.

From the government's standpoint, Bank assis-
tance should be directed at improving capacities and
skills at the ward, district, and provincial levels.
Microcredit is needed in rural areas, and the recent
privatization of the Papua New Guinea Banking Cor-
poration will require, among other things, definition
of the rural community services that will be provided
by that institution.

The government is planning to rehabilitate ru-
ral health facilities in an effort to reduce infant and
maternal mortality through increased pre- and
postnatal care. The 2001 national budget also has
initiatives to expand women’s economic opportu-
nities, such as the Women's Textile Industry project.
The budget also contains natural resources initia-
tives, including a large increase in funding for the
forestry sector in light of a Bank Forestry and Con-
servation project and Ecoforestry program sup-
ported by the European Union. The Bank, along
with the Asian Development and AusAlID, also has
a large rural roads project underway.

The Bank’s future work in the rural sector in PNG
isexpected to be in forestry and natural resource man-
agement, and in strengthening the delivery and qual-
ity of government services Lo rural communities.

THE PHILIPPINES

The agricultural sector of the Philippines employs
about 40 percent of the country’s workforce, accounts
for nearly 20 percent of GDP, and generates about 10
percent of the country’s exports. About two-thirds of
the country’s poor live in rural areas, and improved
performance in the rural sector is vitally needed to
reduce rural poverty.

Among the steps being taken by the government
to rectify this situation are a major land reform pro-
gram to enable smallholders, the landless, and other
marginal groups to gain belter access to land, efforts
to expand rural credit (which is currently constrained
by noncompliance with financial covenants in Bank-
supported credit expansion projects), and develop-
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ment (with Bank assistance) of a performance indica-
tor system that will make p smb e a better-targeted
mix of interventions for reducing rurai poverts.
The count
petuated by the deterioration of naturat resources,
Ol {-erowth for ‘\h once covered about 10 million ha;
t(’)da\ they cover less than [ multion. Low-impacts shift-
ing abruuitum has \eycr‘h' degraded the uplands,
and offshore marine resources are being \erxous“n.'
harmed by illegal overfishing, destruction of coral
reefs, and po ‘Lmon 3 MAngrove areas.
The Bank’s GEF-financed pmfu ted areas proect
is supporting an innovative part wership of the Depart-
ment of Environment and Natural Resources (DENR?Y
local communities, and non-governmental organiza-

'"'y"s‘ extensive rural poverty is being per-

tions (NGOs) to establish protected-area zones and
management instruments.

Finally, targeted poverty reduction programs
through community-level lmer"enliol". Cs"pecml’i}' in
the poor md politically troubled region of Mindanao,
are focus of hL Government and the Bank.

THAILAND

Up until the 1997-95 ¢risis in East Asia, Thailand had

made remarkable progress during the decade in re-

ducing both rural and urban poverty. The overaliin-

cidence of poverty fell from 33 percent in 1983 to 11

percent in 1996, and the number of absolute poor
dropped from 17.9 to 6.8 million people.

Like the poverty decline in urban areas, the de-
cline in rural areas can be attributed to a well-devel-
oped infrastructure and good access to social services.
Primary education is close to universal for both bovs
and girls in rural areas, and there has been a healt h\

rise in secondary enrollment. Overall, Thailand’s ru-
ral sector play eda large part in the country’s economic
success prior to the crisis even if it became clear that
Thailand had moved away from being an agricultural
country. By 1995, rural households were getting only
36 percent of their income from work on their own
farms, even though 63 pcrwnt of the country’s popu-
lation still lives in rural areas. The bulk of rural in-
come came from off-farm and often urban work.

Thailand’s rural areas were the arcas hardest hit
by the recent crisis, and the government has shown a
strong desire to revive the rural sector. The kev ac-
tions of the Bank will include:

1. Enhancing local participation in government
decision-making;

2. Expanding poverty reduction programs in
poor rural communities through increases in
public expenditures, particularly for sustain-
able agricultural investments, primary health
facilities, and secondary-level education;

3. Creating a better environment for nonfarm ru-
ral enterprises in the private sector while
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strengthening socational training in ruzal
schools; )

4. };\mnding microiinance for small tarmers

and poeor houzeholds while reducing the

covernment s rofe in rural mz“'mg,

lm proving agricultaral productivi

land reform, betler management © fwater re-

sourves, and greater emphasis on i egrated

farrang sostems to diversity risk while pro-

lm‘lmg thr, cnvironment; and

i

v through

. Enhancing natural rescurces through a log-
ving ban, rehabilitation of denuded slopes.
user fees to cover costs impaosed by exploii-

ative activities, replanting of mang

VR ATeas,
and engagement ot local I populations nwa-

tershoed protection.

VIETNAM
The rural areas of Vietnam contain 75 percent ot
the country’s population Jl‘d w0 peru nt of its poor,
The average farm is less than 1 ha insize and pro-
vides far less than full cmployment for farm house-
holds; off-farm jobs are scarve. Rice accounts for 60
percent of the cropped area

The government has developed a strategy for the
next 10 vears that includes reduacing the rate of mal-
nutrition in the country as a whole from about 33 per-
cent to between 15 and 20 percent, increasing the tor-
estcover from 23 percent to 43 percent, doubling GDP
through (a compound annual growth rate of 7 per-
cent), and enlarging the urban p)pul ation from one—
quarterto one-third of the national total. The planhas
some ambitious rural goals, including raising the share
of the agricultural budget invested in research from 2
percent to between 6 and 10 percentand doubling the
value of agricultural pmd‘xction per hectare from
USSH000 to 52,000, mainty by diversitving cmp out-
put. Meanwhile, the plan calls for agr iculture
of GDP to fall trom 25 percent to 16 pugent, and for
rural employment as a share of total em ployment to
fall from about two-thirds to one-halt.

The plan also calls for growth in oft-farm rural
emplovment. Steps to achieve this would include mac-
roeconomic support for banking reform, trade reform,
the development of privale rural enterprises, and re-
form of state-owned enterprises (SOEs). The Bank's
goal is to restore the focus of the Ministry of Agricul-
ture and Rural Development on the slralegic initia-
tives mentioned above as well as targeting improve-
ments in remote and upland rural areas, which are
the home of the poorest rural people, many of them
ethnic minorities. To accomplish this we intend to de-
velop a water resources management program, un-
dertake agricultural rehabilitation and diversification,
develop ruml infrastructure projects, and stren gthen
the program of forest and coastal protection.
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Introduction

Rural East Asia has undergone a technological
and economic transformation in recent decades that
has dramatically improved food security, reduced pov-
erty, and raised incomes. This transformation was initi-
ated by the application of Green Revolution methods to
Asia’s agricultural problems.

But serious problems remain. Despite substantial
rural-to-urban migration, East Asia’s rural population
continues to grow, and the vast majoritv still depend
onagriculture, forestry, or fishing for their livelihood.
These activities place great stress on natural resources
and result in degradation that diminishes the income-
generating capacity of those resources. Meanwhile,
overall economic growth has not been matched by im-
proved services, such as health, education, and physi-
cal infrastructure in rural areas, nor to a significant
increase in nonagricultural rural jobs. As a result,
more rapid economic growth in urban areas most of
East Asia’s poor, and virtually all of the “poorest of
the poor,” are now found in rural areas. The irony is
that while rural East Asia provides the largest share
of national emplovment and income, it is also the area
with the most unemployment, underemplovment, and
poverty. Excess workers remaining in rural areas num-
ber in the millions in almost all the countries of East
Asia. [t is conceivable that the region’s urban areas
will in the not-too-distant future be overwhe!med by

rural migrants seeking opportunity unless rural areas

benelit to a greater extent from paolicies, institutions,
and infrastructure that advance economic develop-
ment and provide nontarm emplovment.

The Rural Development Unit of the East Asia and
Pacific (EAP Region has done considerable work on
country and regional strategies in the last three vears,
Arural strategy for each of the major countries in the
region has been completed and has been incorporated
in Country Assistance Strategies. These strategies are
far from uniform, since the region’s heterogeneous
countries range trom poor, centratly planned econo-
mies, such as Laos, to middle-income, market-driven
economies, such as Thailand. This document is the
unit’s response to a number of factors:

* In the global environment - persistent rural pov-
erty; technological change, and the biological revo-
lution;

¢ In client countries - recent government reforms,
decentralization, and an enlarged role for the pri-
vate sector; and

* In the Bank—new lending instruments, improved
rural portfolio performance, and [an increased]
focus on poverty.

EASRD envision an East Asia region where rural resi-
dents enjoy a standard of living and a quality of life
equivalent to those of urban residents; where vibrant,
sustainabie rural communities offer economic opportu-

nities for all residents; where farmers” hard work is re-




warded by market-determined prices; where government
provides adequate resources for the social and phvsical
infrastructure; svhere vulnerability to famine and impov-
erishment is reduced; and where the sons and daugh-
ters of rural residents have the choice of building on their
parents’ efforts or entering citv-based occupations.

The present document which consolidates and ex-
pands EASRD rural strategy for the region represents a
very different approach from earlier work. Instead of only
emphasizing economic growth, the strategy now gives
more attention to human vulnerability and risk manage-
ment. Instead of concentrating on agricultural growth
objectives, the strategy gives more attention to pro-poor

and nonagricultural rural development. Instead of fo-
cusing on inputs and outputs, EASRD place emphasis
on actions and outcomes. Rather than focusing on stra-
tegic ideas, the focus is on implementation and results.

In Chapter 1, the rural economy of East Asia is de-
scribed and the challenges outlined. Chapter 2 discusses
the Bank's current rural development program, includ-
ing the general areas of strategic emphasis, and offersan
analysis of the rural portfolic. Chapter 3 presents up-
dated strategic themes, along with individual country
strategies and objectives tor the rural sector. Chapter 4
and the country programs described in Part 2 provide
detail on implementation.



CHAPTER 1

EAP Rural Strategy

THE Rurar EcCONOMY AND THE
CRriticaArL CHALLENGES

his chapter describes the present rural East Asian

econamy and provides a baseline for measuring re-
ductions in rural poverty. The chapter also gives the ra-
tionale for a rural development as fundamental to rural
poverty alleviation.

The Rural Economy
Poverty has been falling in rural East Asia, but not as
rapidly as in urban areas, and today the majority of the
region’s poor are still found in rural areas (see Figure 1).
The reduction in rural poverty has been brought about
by a combination of factors. These include a slowing of
population growth, rising wages and emplovment as a
result of agricultural and national economic growth, en-
hanced food security, and improvements in health and
education (see Annex la and 1b).

Figure 2 compares Gross Domestic Product (GDP)
growth and agricultural growth in the nine major coun-

tries of East Asia. In eight of the nine (Mongolia is the
exception), growth in GDP cutpaced agricultural growth
(sometimes by a very large margin) during the 1990s.
Notable also is the fall in agriculture’s share of national
income. Agriculture, however, is still the lifeline of the
region’s poor, 80 percent of whom who live in rural ar-
eas. Moreover, agriculture still emplovs 70 percent of the
region’s working population. Consequently, new jobs
and rising personal income in the rural sector will have
an important direct effect on poverty (See Figure 3.).
Despite widespread rural poverty, some of the avail-
able data suggest that the standard of living of the rural
population in many places has risen during over the last
decade.! A 1997 survey in Vietnam, for example, found
that 52 percent of the rural population thought their stan-
dard of living had risen, 31 percent saw no change, and
17 percent said it had become worse. The World Health
Organization has found a steady increase in access to

Figure 1: Rural Population % in East Asia, 1998
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! Recent work by the RDV and EASRD has identified the core indicators of rural well-being. This work has brought renewed attention to
the problems in the availability and reliability of rural data in most developing countries. International and regional organizations pro-
vide very little technical cooperation on statistical capacity building because of the long gestation period and the need for sizeable re-

sources. EASRD is developing ways to improve the database.




wsn rural areas 5,;"“”\‘Lx zhout

the reion. Access

cducation, health semvices and trans-
poertation has also inﬂ*mx’:—d {(Rev Annex 2). The mere
relevant question is how proportionate the rize in the
rural standard of iving has been compared to the rise in

urban areas. That question is addressed below.

The Rural/Urban Disparity

Altheugh the guality of ife in rural Bast Asiahas improved,
the disparities in the fives of rural and urban devellers have
widened over the last twenty vears. Millions of rural people
1 lack access to health services and scheols. Extreme

gender inequality persists, denving millions of women
access to medical care, education, and jobs. Estimates sug-
gest that as many as a billion East Asians lack access to
safe water and sanitation. That is approximately double
{he entire population of Latin America. An additional com-
plication arises as a result of basic human needs. Too of-
ten, the imperative of survival has resulted in detoresta-
ticn, land degradation, and depletion of ground water
resources. This, in turn, has made it increasingly ditfi-
cult to generate further agricultural growtihvand thus re-
duce rural poverty.

Even though it costs more to deliver public ser-

% GDP

vices b rural arcas. the provision of health services.
i |

education, and public mtrastruciure sumilar to those
in urban arcas 1s an achtevable goal Such indirect
intervention can oo a lonz way toenhancing the gual

itv of life of rural residents and improving their in-
come- mmm\* potet ntial.

In addition to public service biases, policy biases
against agriculture, such as price controls on farm
products. tariffs on imported tarm inputs, and inetfi-

jent state-owned monopolies invelved in the mar-
kmmg and production of inputs {agro- chemicals,
secds) continte to exist. These biases have long been
identificd in the literature” but have vet to be ad-
dressed by many East Asian countries.

Trends in Agriculture

Growth in rice vields has declined steadily in East Asia,
the rate Lalling froman average 3. L percent between 1967
and 1982 to an average 1.2 percent bebween 1990 and

tour. Grow th in wheat yield slowed fromuan annual rate
of 3.3 percent between o7 and 1982 to 3 percent there-
after. The slowwdown in the growth of maize yield has
been less dramatic because maize vields in Asia were
not spurred by Creen Revolution techniques. In fact,

Agriculture, value added (% to GDP)
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Table 1. Food Supply and Demand, East Asia, 1967-1997

Countries 1987 1982 1990 1997
Population {million) S512.2 1.083.6 1,220.8 1,315.8
Population growth rate n‘a 2.0" [.5% 1.1%
Per capita area harvested tha/cap) 0.12 0.09 0.08 0.07
Per capita area harvested growth rate n/a -l.os -1.3% -1.2%
Cereal Production (million mt} 1339 2713 339.1 391
Cereal Production growth rate n’a 3.9% 2.3% 2.1
Cereal Yield (kg/ha) 1.637 2,857 3,576 4,157
Cereal Yield growth rate n/a 3.9% 2.7% 22
Per Capita Cereal Production tkg/cap) 191.9 2689 293.9 314
Cereal Imports n/a 1057 0.5% -3.2%
Scurce: [FPRL QOctober 2000

Table 2: Public Expenditure in the Agricultural Sector as a Share of Total Expenditure

Countries 1694 1995 1996 1597 1998 change
Cambaodia® 1.2% 1.3 247 1.0% n/a N
China 7.0% 6.0% 6.0% 6.0% n/a ¥
Indonesia 5.5% 3.1 4.2% 5.9% 3.9%

Lao n/a 7.8% 7.0% 7.7% 7.7% v
Mongolia 2.0%% 3.0% 2.0% 2.0% 1.0% v
Philippines 6.3% n/a 64", 3.6 3.9% W
Thailand 5.0% 9.0% 9.0% 9.0% n/a =
Vietnam 6.1% 7.2% n/a 5.2% 6.3%

* Cambodia is caleulated by percentage of GDP
Sources: Rural Profiles, EASRD

maize vield growth increased significantly in East Asian
countries after 1990 as more farms adopted hvbrid vari-
eties (See Annex 3).

Declining world cereal prices, coupled with intensi-
fication of cereal production, caused countriesin the early
1980s. A recent [FPRI report pointed out that “declining
cereal prices caused a direct shift of land oul of cereals
into more profitable cropping alternatives and have
slowed growth in input use, thus hurting vields. More
importantly over the long run, declining world prices
have also slowed investment in crop research and irri-
gation infrastructure, with consequent effects on yield
growth.”? Environmental and resource constraints have
also contributed to the slowdown, even as the input re-
quirements for sustaining vield gains have risen.

Another problem is that East Asia has a particularly
unstable weather pattern and is a frequent victim of natu-
ral disasters, such as floods and drought. These events
cause crop damage, stock spoilage, marketing disrup-
tions, and income losses in addition to property destruc-
tion and loss of life.

* Long Terny Perspectives on the Charge of Majar Agriculiiral and Rescurce Base Vay

P Rural Asiw: Beyod the Green Revolution, ADB 2000

Nonetheless, cereal production in all of Asia has al-
most doubled.* That has had a profound impact on food
securily. According to the Asian Development Bank
(ADB), food availability (calories available per person
per dav)increased by 24 percentbetween 1970 and 1993,
Annex 4 illustrates this positive trend, swhich occurred
evervwhere in East Asia except Mongolia, Cambodia, and
Lao People’s Democratic Republic.

Yet food needs in developing countries are ex-
pected to double over the next thirty years.

Public Expenditures on Agriculture

[n general, public investment in agriculture in East
Asia region has declined (Table 2). The Average Ex-
penditure Bias Indicator (a comparison of the relative
share of government expenditures on agriculture to
the contribution of the agricultural sector to GDP
shows that public expenditures for agriculture in the
Philippines, Cambodia, Lao PDR, and Thailand be-
bween 1994 and 1998 were disproportionately low and
were inadequate to make a significant contribution

“Mark W Rosegrant and Michacel S. Paisner, ITFPRI, 2000




to poverty alleviation and resource management.
The Average Expenditure Bias Indicator demonstrates
how the rural/urban disparity in government investment
in East Asta has worsened over time. In the interest of eq-
uity as well as social stability, public investment policies
should be brought into conformity with the goal of equi-
table distribution of public expenditures. This can be
achieved by increased public spending on education, health
care, public infrastructure, and nutrition in rural areas.

Rural Access to Social Services

Although indicative of substantial progress, national
budgetary figures tend to mask the rural-urban dispar-
ity in investments in education and health and nutrition.
While it is known that rural areas are not as well served
as urban ones by government investments, there are also
wide differences between rural areas. Generally, peri-
urban and rural coastal areas in East Asia have achieved
access to basic education, health care, sanitation and safe
water, whereas rural people in the sparsely populated
hinterlands and mountainous areas have not.

Furthermore, social services in rural areas are more
affected than those in urban settings by swings in eco-
nomic activity. The 1997-98 crisis had a significant nega-
tive impact on schools in rural areas. In Indonesia, for
example, the effect of reductions in public expenditures
on education, increases in school fees, and declines in
rural family income was a decline in elementary school
enrollment in rural regions.

The Food and Agriculture Organization (FAQO) re-
cently estimated that in the 1996-98 period roughly 826
million of East Asia’s population were undernourished
(Figure 5). In terms of sheer numbers, there are more
chronically hungry people in Asia and the Pacific than
anywhere else. Generally, the problem is notinadequate
agricultural production nor shortage of food. It is, in-
stead, lack of purchasing power. Insufticient food impairs
infants’ cognitive development, children’s performance

in school, and adult productivity, and makes all age
groups more susceptible to disease.

Gender Inequality

Gender is a significant factor in rural poverty in East Asia.
Women {along with ethnic minorities) are the most dis-
advantaged members of the region’s population. Al-
though elementary education is equally available toboys
and girls, school attendance by girls is significantly less.
Hliterate females outnumber illiterate males in most East
Asian countries by more than two to one, although the
female literacy rate has improved somewhat faster than
the male literacy rate over the past two decades (see
Annes 5). Lack of education discourages women from
moving to towns and thus makes it harder for them to
escape rural poverty than men. Young children are di-
rectly disadvantaged by maternal illiteracy and lack of
schooling. Lack of schooling sometimes means poor qual-
ity of childcare, which means more illness, more malnu-
trition, and higher child mortality.

Gender inequalities also reduce output and produc-
tivity. These losses result from inefficiencies caused by sys-
tematically excluding women from access to productive
resources, public services, and employment. In addition,
gender roles reinforce inequality. With women largely re-
sponsible for childcare and elder care, employers often
prefer to hire men because they think women are more
likely to be absent from work. Despite an increase in em-
ployment rates among women, they still constitute a sub-
stantial majority of those in the lowest income bracket.

Because gender inequalities exact high human costs
while acting as obstacles to development, and because
the factors that cause gender inequalities to persist are
difficult for lone individuals to change, there is a strong
case for public action to promote gender equality. EASRD
is attempting to mainstream gender issues by:

» Incorporating equal rights and equal opportuni-
ties for women and men in projects;

Figure 5:
Under nutrition among children under Five in
developing countries
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Girl and women focus group.

¢ Taking active measures to redress persistent dis-
parities in control and ownership of resources; and

* Strengthening incentives for more equal partici-
pation.

Integrating gender issues into agricultural programs
can have significant rewards in terms of efficiency,
sustainability, and equity. Efficiency is increased when
interventions are equally tailored to women and men.
Women constitute more than half the agricultural labor
force, but they are frequently underutilized because of
lack of access to research, extension, markets, and land.
Given their key roles and sheer numbers, rural women
should be viewed as major stakeholders and a key con-
stituency in policy dialogue and sector programs.

The Non-Agricultural Rural Economy

The growth of rural nonfarm employment opportuni-
ties in East Asia is not keeping pace with the growth of
the rural population. Nonetheless, nonfarm sources ac-
count for 42 percent of total rural income. Excess rural
labor migrates to urban or peri-urban areas, or remains
in low-productivity, intermittent, or seasonal employ-
ment. No country has escaped the shedding of labor from
rural areas as economic development has progressed, but
some have managed the transition better than others.
Given the increasing social and economic costs of urban
agglomeration, it has become clear that a valuable tool
inrestraining the rural-to-urban migration is the creation
of that many more nonfarm employment opportunities
in rural communities.

Economic policies in most of East Asia, however,
continue to be biased against the nonfarm rural sector.
Subsidies for agricultural credit draw funding away from
nonfarm activities, and subsidies for new rural enter-
prises are often captured by large urban firms. A short-
age of rural savings institutions hampers the pooling of
local resources, and minimum wage laws sometimes dis-
tort the cost of rural labor.

There are several approaches to these problems. Gov-
ernments are encouraging private banks to open more ru-
ral branch offices and to invest more extensively in rural
areas. Rural credit for medium, small, and microenterprises
is being expanded. But the regulatory framework still needs

Rice production still dominates agriculture, but future
increases int rural income must come from agricultural
diversification and off-farm employment.

improvement, including passage of basic laws for SMEs.
Government microfinance initiatives may benefit from
being consclidated under one umbrella and expanded,
while local institutions for savings mobilization should be
strengthened. Technical assistance and government fund-
ing for NGO financial projects could be provided while
the rural financial system is being improved.

Rural Poverty and Governance

For many reasons, it has been difficult for rural people to
exert pressure on their governments. The recent crisis,
however, has created opportunities to strengthen demo-
cratic mechanisms and political governance in rural ar-
eas. Lower levels of government are demanding increased
autonomy and are encouraging increased participation
in public matters by local communities.

Concerted efforts by central government are needed
to extend important services to rural areas. These should
include a legal and judicial system that guarantees the
fairness and sanctity of contracts; an enforceable com-
mercial code, a public registry where assets (including
land), can be easily registered and transferred, an honest
system of weights and measures, a transparent mecha-
nism for conflict resolution, and enforceable property
rights. These are all part of the normal fabric of business,
but they are frequently absent in East Asia’s rural areas.

Another powerful trend sweeping East Asia that
is influencing the way the Bank works (and which the
Bank has influenced) is the demand for increased
transparency in government processes and finances.
Corruption—the abuse of public office for private
gain—is a major concern of the poor, since they are
the main victims. Anecdotal evidence suggests that
corruption is as prevalent in rural areas as it is in the
cities, although its magnitude may be less.

Any program to combat corruption must limit the
opportunities of public officeholders to abuse their posi-
tions. Although we do not know enough yet to identify
the best kinds of anti-corruption intervention, a number
of measures can be identified, including performance-



based and transparent governmenl budgets; competitive
base pay and transparent and nenarbitrary awards o
civil servants; severe sanctions for corruption, including
sanctions against bribe-pavers; arms-length, transparent.
and nondiscretionary government rules and procedures;
independentexternal audits; and citizen review and over-
sight. These and other measures more specitic to rural
arcas will be part of the design of poverty projects.

EAP recently made two loans within codicils de-
signed to strengthen governance and to reduce oppor-
tunities for corruption. The Indonesia Social Satety Net
Adjustment Loan, which will provide financing for pub-
lic assistance to the poor during a crisis, includes condi-
tions to ensure transparent governance of the program.
The Economic Management Assistance Project in Thai
land seeks to introduce modern administrative processes
and procedures, strengthen budget processes, and reform
state-owned enterprises.

Human Resource Development

One of the keys to successful rural development and
poverty alleviation is human development. A large num-
ber of studies show that education and health are the
most important determinants of the earnings ol rural
inhabitants, and that access to education and health la-
cilities has a greater impact on nonfarm activities than it
does on agriculture.

In East Asia, however, underinvestment in human
resources in rural areas is typical. Rural schools are usu-
ally inferior to urban schools, and educational expendi-
ture per rural child is considerably less than for urban
children. Furthermore, the need to mobilize family la-
bor to earn income often causes the rural poor to refrain
from sending their children to school. Nor does it matter
how good an educational system is if children are lim-
ited in their ability to take advantage of it because of
hunger or infeclious disease. Rural health clinics in East
Asia, however, often have poorly qualified staff and in-
adequate medical supplies.

The result of low investment in human capital is the
ransmission of povertv across successive generations of
the poor and thence to urban areas through the migration
of rural people unprepared to enter urban labor markets.
Hence, investing in rural education and health care is vi-
tally important to help rural youth escape poverty, either
in their home setting or when thev migrate, as many will.

Many East Asia governments realize that investing in
human resource development in rural areas is good social
policy, but thev have not created programs to ensure the
delivery of quality social services in rural areas. Programs
that create incentives, such as cash transfers to poor rural
parents in exchange for keeping their children in school, is
one new idea. Municipalities that have the ability to deter-
mine local expenditures can reallocate resources to improve
education. Local control under a central policy umbrellais
often the most effective approach.

If children are to learn and adults are to be produc-

tive, thev must have adequate nutrition and reasonably
good health. Hungry or it children do not learn well {and
may sulter stunted grosthy and hungrs or il adults can-
notwork atsustained levels of activity. Ensuring the avail-
ability of food and the income to purchase itis a vital first
step. Where purchasing power is insuflicient, targeted food
programs are needed. Public financing of public health
facilities, including clean water and adequate sanitation
svstems, has been shown to produce a high return and is
strongly pro-peor. ness, on the other hand, can push ru-
rai people into poverty because they lose working time

and must spend their limited earnings on health care.

The public sector in Fast Asia has fatied to deliver
lhuman resource-enhancing services to mifhons of rural
poor. Improved education in rural areas is needed to
promete employmont in nontarm occupations and the
orderly migration of rural voung pecple to urban areas.
Since the rural poer are tvpically the least-ed ucated, edu-
cation programs targeting them are pro-poor. Comple-
mentary investments. including subsidized or free de-
livery of cost-efrective health interventions, referral svs-
tems for emergency health care, programs for tubercu-
losis and malaria control, and projects to improve house-
hold sanitation, air quality. and water quality are also
needed. Otherwise, expenditures on education will be
parthy wasted. Insurance to reduce the burden of emer-
gency or catastrophic illness is also needed.

Natural Resource Management

Environmental degradation and poverty go hand-in-
hand, and it is primarily the rural poor of East Asia who
suffer the consequences of soil depletion, deforestation,
overfishing, and polluted water. The poor are more often
victims of environmental degradation than agents of it.

Although continued agricultural growth is a neces-
sitv for most countries in East Asia, this growth must
not jeopardize the natural resource base nor impose
costly externalities. These three goals - agricultural
growlth, poverty alleviation, and environmental
sustainability - are not necessarily complementary, and
success in achieving all three cannot be taken for granted.
The new priority of environmental sustainability does
not negate the need for rural development; it is just that
rural development must now be achieved in wavs that
do not degrade the environment.

Since new land frontiers no longer exist, agricul-
tural growth must come from intensified use of exist-
ing farmland, which arouses concern about depletion
of natural resources. Experience shows, however, that
agricultural intensification accompanied by land use
innovations, farmer control of land, access to urban
markets, and access to modern inputs can result in
improved fertility and land use. It is rural poverty,
exacerbated by greater population density and anti-
quated production methods, thatis responsible for the
degradation of land and forests.

Agroforestry is often seen as a way of maintaining



or improving soil fertility. The complex agroforests of
Sumatra, for example, are indigenous svstems created
by people living on forest margins. After original trees
are is partially cleared, the land, food crops are planted,
along with fruit and coffee trees. The new trees eventu-
ally preduce high-value fruit, coffee, and valuable lum-
ber species. Studies show that these agroforest commu-
nities have higher incomes than communities that grow
only subsistence crops.

Other environmental bright spots are found in the
Philippines and in Thailand, where conservation farm-
ing (including water management) is spreading, and in
Vietnam, where the incentive for farm-improving invest-
ments has been enhanced by strenglhened land rights.
Recognizing the superiority of community-based natu-
ral resource management is a valuable step for
policymakers wishing to deliver improved opportuni-
ties to smallholders while ensuring sustainable manage-
ment of resources. Finding applications of these meth-
ods in other countries in the region is the next step.

Reforms in water policy are underway in East Asia,
but more reforms are urgently needed to avert severe
national, regional, and local scarcities that will depress
agricultural production, worsen water-related health
problems, and slow the reduction of rural poverty. The
challenge to make need for more efficient use of water in
agriculture, urban areas, and industry. Irrigated areas
account for three-quarters of rice production in East
Asia, so growth in irrigated output is essential to
maintain agricultural growth while allowing alloca-
tion of water to urban uses. Massive subsidies for
users of both urban and rural water in much of the
region have sent the wrong signals and have resulted
in wasteful practices.

The precise nature of comprehensive water reform
will vary from country to country, but it should include
the following elements everywhere:

* secure water rights, vested in individual users
or groups, that are tradable;

¢ rules making water users more responsible for
water management — cost recovery, operation,
and maintenance;

¢ elimination of consumer subsidies and
privatization of urban water services;

* introduction of modern water-saving technology;

* better protection of water sources through both
regulatory and market mechanisms; and

* greater cooperation on water management
where water basins, such as the Mekong River
delta, transcend national boundaries.

The Rural Infrastructure

There is a difference between access to, and provision of,
infrastructure. This difference has important implications
for the Bank and for the selection of infrastructure in-
vestments. “Best practice” in this case means that the
Bank should focus on providing an environment that

allows the poor access infrastructure rather than on the
provision of infrastructure itself. But it also means that
the poor must have an explicit role in the selection and
design of infrastructure. Rural roads, for example, are
public goods. Rates of return can be high in rural regions
that have access to urban markets or that produce ex-
portable products. Thus, construction or upgrading of
rural roads often brings about a positive change in the ar-
ray of agricultural products. Field crops are partly replaced
by high-value perishable crops, such as flowers, fruits, and
vegetables, that must be moved to market quickly.

Road construction also provides other benefits. The
effectiveness of education improves as better access to
schools produces increases in school attendance and
teacher absenteeism declines. Likewise, the number of
visits to health clinics increases, the rate of immuniza-
tion goes up, and the quality of healthcare is enhanced
by steadier supplies of medicines. These benefits, how-
ever, are often not taken into account when decisions on
building rural roads are made.

Other tvpes of infrastructure, such as electric and
telephone systems, can be delivered privately, but
underinvestment in such services is common because
outmoded regulatory frameworks weaken the return on
investment. To overcome this problem, targeted subsi-
dies can be offered to private suppliers of infrastructure
facilities in regions with high densities of rural poor.
These subsidies can help pay fixed costs while leaving
marginal costs unatfected in order to preserve incentives
to achieve optimum levels of use. Reliable electricity is
needed to operale home-based and other rural busi-
nesses, and for modern farming. Rural telecommunica-
tions are fundamental for obtaining market information
for diversifying into nonagricultural sources of income
and for long-distance learning.

Agricultural Research and Extension

Although agricultural research has produced a phenom-
enal increase in agricultural productivity over the last
thirty years, much remains to be done. Nobel laureate
Norman Borlaug estimates that to meet projected food
needs by 2025, cereal yields must increase by 60 percent
from the 1999 average. This formidable task will require
intensive agricultural research as well as an enabling regu-
latory environunent, fair trade rules, and responsive insti-
tutions. The countries of East Asia have invested heavily
in agriculture research in the past, and that forms a strong
platform from which to deal with future challenges.

In addition to investing in improved research on in-
dividual crops, countries in the EAP region are promot-
ing the integration of crap-specific research into a broader
system that includes sound management of natural re-
sources and synergies between food and cash crops and
livestock, agroforestry, aquaculture, and integrated pest
management. A major policy issue being discussed in
the region is the establishment of a better interface be-
tween public and private research, and publicly-financed



but privatelv-provided research.

A second, and controversial, aspect of agricultural
research is the role of genetic engineering. The possi-
bilitics of genetic manipulation of plants and animals
have attracted billions of dollars of investment. Al-
though genetic engineering is very relevant to rural
problems, it raises queslions of ethics, intetlectual
property rights, and biosafety.

The Bank’s role is to ensure that the interests of the
rural poor in East Asia are not ignored in the private seclor’s
rush to capitalize on this new technology. The debate en
genetic engineering must be based on good science and
cconomics rather than on emaotion and misinformation. The
Bank can help to shift the debate from confrontations be-
tween commerciatizers and critics to how to help devel-
oping countries design institutions to produce geneticaily
modified crops that live up to their anti-poverty potential.

Other steps are also necessary to strengthen research
and extension. Some of these steps, considered to be best
practices, are already being implemcnted in BEast Asia,
as in the Indonesia Decentralized Agriculture and For-
estrv Extension Project. Important teatures of new re-
search and extension projects include:

e strengthening the responsiveness of research
and extension institutions to the needs of farm-
ers lhrough the creation of mechanisms for
farmer input;

» recognizing that the public sector should not be
the sole provider of research and extension ser-
vices, evenif it is necessary to finance private com-
panies to provide such services; and

e balancing decentralized (regional) control over
research and extension with research done on the
basis of agroecological zones, and subject matter
specialists for extension.

The Emergence of Livestock Development
Population growth, urbanization, and income growthin
East Asia are driving a dramatic increase in demand for
animal products. Some have called it “the next food revo-
lution.”® Governments, donors, and the private sector
must prepare for this change with policies and invest-
ments that satisfy consumer demand, improve nutrition,
channel income growth opportunities to those who need
them most, and alleviate pressures on the environment
and public health.

From the early 1970s to the mid-1990s, meat con-
sumption in East Asian countries grew by nearly 6 per-
cent in Easl Asia as a whole and more than 8 percent in
China. That was more than three times as much as in the
developed countries. Meanwhile, production of animal
food products in East Asia grew at more than five times
the rate in developed countries. These trends are pro-
jected to continue.

One implication of increased livestock production is

that consumpen of cereals as animal teed will rise. De-
spite the increases in Jdemand, cereal and meat prices are
1wt expocted to rise because increases in production wiil
accommodate increased consumption. The key issue is not
availabilits but the effect of livestock production and con-
sumption en the poor, the environment, and human health.
it is these concerns that have aroused criticisms from cer-
tain NGOs regarding livestock projects in the region.

Increased consumption of animal products can help
increase the purchasing power of the poor. There is evi-
dence that the rural peor and landless, especially women,
wel a higher share of their income from livestock sales
than better-off rural people. Furthermore, livestock pro-
vide the poor with fertilizer and draft power. along with
the opportunity to exploit common grazing areas, build
collateral and savings, and diversifv income. Livestock
production, in other words, is a means of alleviating
paverty, but policymakers need to be sure that credit
subsidies and other policies that favor industrial meat
production do not crowd out this mechanism of income
and asset generation tor the poor.

Consumption of livestock products also benefit the
pour by alleviating the protein and micronutrient defi-
ciencies. Increased consumplion of even small additional
amounts of meat and milk can provide the same level of
nutrients, protein, and calories as larger amounts of veg-
ctables and cereals.

The impact of livestock on the environment is a pelen-
tial concern. In mixed farming svstems, livestock tvpically
contribute to environmental sustainability providing ma-
nure and draft power Lo sustain crop production. But con-
centrations of animals in peri-urban areas to meet growing
urban meat and milk demand have led to the degradation
of grazing areas and Lo pollution problems. These effects
need to be fully reflected in producer and consumer costs.

With the assistance of the Bank and other donors,
policvmakers in East Asia are working to resolve four
key issues with respect to livestock projects:

e how to link small-scale animal preducers with
processors and marketers. The poor find it diffi-
cult to gain access to processing facilities and to
animal health information. Integrating smail-scale
livestock producers with larger-scale processors
would meet these shortcomings;
hosy to remove policy distortions that artificiallv
favor large-scale production over production by
smallholders;
how to develop regulatory mechanisms for deal-

ing with the health and environmental problems
arising from livestock production, including tech-
nologies that address environmental and public
health dangers supported by enforcement; and

how to disseminate to small-scale producers the
opportunity presented by the growing demand for
livestock products so that the industry develops

5 Iaternational Food Policy Rescarch Institute, “Lreestock fo 20200 The Nt Foad Revolution”, Discussion Paper 28, 1999
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i the most favorable way for growth, poverty al-
leviation, and sustainabifity.

Globalization and Agricultural Trade

International trade. and open world markets are vital for
long-term growth in East Asian economies. Although the
regional commitment to an open trade policy remains
strong, the recent financial crisis in East Asia raised seri-
ous questions in the region about the role of globaliza-
tion and open markets in promoting sustainable eco-
nemic growth. While international organization continue
to make the case for trade liberalization, East Asian coun-
tries are more equivocal about free trade than they were
prior to the crisis.

About 26 percent of the region’s agricultural oulput
is exported; Thailand and Malavsia account for 63 percent
of the region's agricultural exports, while Indonesia third.
Agricultural exporls are almost matched by agricultural
imports. Korea and Malaysia are the biggest imporers.
Products exports include natural rubber, palm oil, rice. and
fruits and vegetables (mainly to the Uniled States, Europe,
and fapan); the chief imports are cereals, dairy products,
and fiber (mainly from the United States and Europe).
Given the importance of agricultural trade to the econo-
mies of these countries, and the key role of the rural sector
as a source of employment, East Asia has a significant stake
in the new round of negotiations on trade barriers.

* Since the economies of the East Asia countries (with
the exception of Indonesia and China) are small,
thev have an interest in a rules-based system of in-
ternational trade and in freer trade for agricultural
products, , their major export. A rules-based sys-
tem can provide small trading countries with [ever-
age indisputes with a large countries. Furthermore,
East Astan countries have an interest in ensuring
that the commilments undertaken in the Uruguay
Round by industrial countries with respect to agri-
culture are implemented. It is not only developing
countries that are behind on implementation, but
some developed countries as well.

East Asian countries want credit for the unilateral
steps they have taken to liberalize their markets.
World Bank staff often run into resistance to trade
reforms among their trade counterparts in East
Asian countries. They argue that if a country lib-
eralizes unilaterally now, it will be asked to do
even more at the multilateral trade round. Advis-
ing them that unilateral liberalization is in their
own interest, regardless of what others do, is not
always persuasive. A means to provide credit for
liberalizing is needed.

High tariffs and restrictions on market access are
important issues to East Asian exporlers. Around
the world, agricultural protection remains consid-
erably higher than industrial protection. East
Asian exporters are interested in further cuts in
tariffs, tighter controls on export subsidies, stron-

zer commitments on changing domestic policies.
and strengthening the protocols on sanitary and
phytosanitary arrangements.

East Asian governments have a long reform
agenda but onlv limited capacity to design and
implement trade reforms. Urgent domestic re-
forms crowd out attention to trade reforms other
than those undertaken as part of macroeconomic
or sectoral reforms. Governments need technical

assistance from organizations like the Bank to de-
sign and implement trade reforms.

* Governments in the region need to address the is-
sue of corruption. The most corrupt agency, accord-
inyr to surveys, is Customs. Awareness of this {ssue
has been heightened in the region, and many coun-
tries are pulting anti-corruption strategies in place.
If a tariff schedule is not published, if there is no
codified valuation svstem, if customs posts lack tele-
phones, then “ofticial” tariffs have no meaning.
Corrupt customs ofiicers can impose anv “tariff”
they wish, with little fear of sanctions.

Governments in the region need financial assistance
to install the infrastructure needed to meet sanitary
and phytosanitary (§PS) standards so that they can
obtain better access for their high-value rural prod-
ucts. To gain acceptance of its meat, vegetable, and
fruit exports in industrial country markets, Argen-
tina has spent more than USSS0 million to imple-
ment higher sanitation standards. The cost to de-
veloping countries of implementing SPS and Intel-
lectual Property Rights (IPR) obligations has been
estimated as equivalent to more than half of their
annual development costs.

China is a special case with respect to international
trade. Its application for entry into the World Trade Or-
ganization (WTO) presents a large challenge to its rural
policymakers because admission to the WTO would re-
quire China open its borders to agricultural trade. That
will force considerable adjustment of production and
hardship on farmers who produce wheat, corn, and rice.

Like most develeping countries, those of East Asiaare
at adisadvantage in the WTO negotiations. First, they fre-
quently do not have the technical expertise to analyze pro-
posals and suggest alternatives. Second, they are absorbed
with domestic reforms in the wake of the Asian crisis. And
third, thev cannot afford the high cost of participating in a
trade round spread out over many vears. Moreover, many
East Asian countries feel that the benefits from the last
round were more illusory than real and that, with the ma-
turing of Asia Pacific Economic Cooperation (APEC), they
now have a viable alternative. As a result, East Asian coun-
tries are approaching the present round of WTO negotia-
tions with a certain amount of skepticism. If the industrial
countries are to draw East Asian countries fullv into the
structure of world trade, they must make an etfort to un-
derstand the legitimate concerns of these countries and
respond to them.
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" THE Bank’s CURRENT RURAL
DEVELOPMENT PROGRAM

In light of the 1997-98 Asian crisis, strengthening the
rural sector so that it can perform well in bad times as
well good has become an urgent priority. This requires
an examination of the bank’s porttolio.

Recent Trends in Bank Lending in Rural Areas

No country in East Asia can expect to see continued eco-
nomic growth without paying greater attention to pov-
erty in the rural areas. But the decline in the size of the
Bank’s rural portfolio declined from $3.5 billion in FY98-
99 to $1.5 billion in FY99-00 has made this task difficult.
The decline in rural lending was particular pronounced
in South Asia, East Asia, and Latin America. The increase
in lending for the rural sector promised in From Vision to
Action was not achieved.

The reasons for the decline in rural lending are
varied. Some are incidental, such as the temporary
suspension of preparatory activities because of un-
settled domestic politics. Some are purely of an ad-
ministrative nature. However, significant structural
issues are also affecting the Bank’s lending. Some of
these are exogenous factors, such as the graduation
of China from the IDA, which has caused the Chinese
government to give higher priority to investments
with a high financial return rather than investments
with greater social or environmental benetits.

More important, however, are the internal reasons
that have reduced Bank lending to rural areas. Fund-
ing for economic sector work (ESW) is also low and
has been decreasing, making it more difficult to ex-
plain the rationale for rural lending. The East Asia

o~ Agriculture +3” are loans for agriculture and natural resource man

region has the largest rural portfolio in terms of fi-
nancial commitment but not in terms of number of
projects (see Figure 6 and Annex 6).

About 80 percent of EASRD projects were problem-
free in July 1999. Annex 6¢ provides a summary of the
projects. China dominates the East Asia portfolio, with a
44 percent share, while Indonesia and the Philippines
are second and third, with 19 percent and 11 percent,
respectively. (see Figure 7).

The unit considers itself to have a catalytic role in
building consensus with Bank borrowers and the donor
community on the palicies and actions necessary to break
the cycle of rural poverty and environmental degrada-
tion.

This analysis includes projects that affect East Asia
that are not managed by EASRD (see Annex 6).

“Rural” is thus defined to be:

~ ot

“Agricultural + 3 PLUS “Rural beyond
Agricultural +3” PLUS General rural project®

Figure 8 illustrates how ‘agriculture +3” as a share
of rural funding declined between FY99 and FYQO

Some general observations:

o Between FY99 to FY00, “Agriculture +3” commit-
ments in East Asia fell 13%, “Rural beyond Agri-
culture +3' increased 13% and total loans for rural
space tell 33%;

* Compared to other regions, East Asia’s “Rural be-
vond Ag. + 3" shrunk while globally, it increased

agement plus rural roads, rural water supply, and rural sanitation.

“Rural beyond Agriculture + 3 are with high/medium accuracy of estimation. “General rural” projects are national projects with pro rata
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Figure 6: Bank Rural Portfolio, by Region
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by 2 percent, though decreases in “Ag. +3” project
shrank proportionately less than other regions;

¢ [n terms of commitment, Bank funding for in East
Asia slumped 70 percent between FY99 and FY00,
while the average decrease in other regions was
around 28 percent;

¢ EAD analvzed 41 rural loan projects (loans of
$2,620 million). Sixty-one percent of the funds,
were devoted to promoting sustainable livelihoods
{Outcome 1), 33 percent to better education, health,
and job opportunities for poor people (Outcome
2), and 6 percent to protection of the natural envi-
ronment (Outcome 3).

¢ Of the 62 percent (51,617 million) for outcome 1,
85 percent went to improvements in access to land,
resources, and markets;

* [n FY0O0, East Asia Transportation Unit carried out

53%

nine rural projects with loans amounting to
US$1,086.37 miilion;

¢ Nutrition commanded a mere 1 percent of the
funding devoted to Qutcome 2, literacy only 5
percent;

» Within the Bank: In East Asia Human Develop-
ment Unit, more than half of its programs focus
on the rural poor while there are no specific ‘rural
space’ lending in either the Financial sector or Pri-
vate sector in FY0O.

In sum, the rural EAP portfolio has become too small

to target the outcomes that would result in a large re-
duction of rural poverty.
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CHAPTER 3

RevITALIZING RURAL EAST ASIA:

STRATEGIC OBJECTIVES AND DIRECTIONS

E ASRD will continue its efforts to make rural develop-
ment and agricultural growth key prioritics on na-
tional agendas. Our strategy derives from a vision of the
rural sector in which farmers” hard work is rewarded by
market determined prices; farmers own and control their
land and can use it as collateral; the living standards of
rural residents steadily improve; governments provide
adequate resources for the rural infrastructure and regu-
latory environment that encourages rural growth and cre-
ates off-farm employment opportunities in rural com-
munities. If this vision became reality, rural poverty
would be reduced, agriculture and other activities using
natural resources would be sustainable, economic devel-
opment would be more equitable, and the urban-rural
income and infrastructure gaps would narrow. These
activities come within the purview of the Bank’s Com-
prehensive Development Framework (CDF).

While vision has not changed, EASRD has adopted
a more holistic approach to our work has meant a change
in our interlocutors. Increasingly, our policy dialogue on
rural development is moving away from representatives
of the line ministries, such as Agriculture and Forestry, to
representatives of the core ministries that oversee public
investment and policy reform such as Finance and Plan-
ning. EASRD is also conducting discussions with political
decision makers and NGOs to a much greater extent.

[n its reassessment, the Unit asked what contribu-
tiont it could make to advance rural development in cli-
ent countries. The characteristics that EASRD wants to
bring to its clients are:

* a long-term perspective and commitment to policy

and technical issues and problems;

* an emphasis on sectoral and cross-sectoral issues

that are usually neglected by the private sector;

« financing of projects that are long-term and slow-

maturing, and whose complexinstitutional issues

"China, with a rural poverty rate of about 14 percent, is an exception.

i4

or externalities, make them unsuited to private
investment;

e the benefit of wide experience and knowledge;

» technical excellence, political impartiality, and statf
dedication to the process of rural development; and

» the ability to bring different groups together to le-
verage its influence, in the spirit of the Compre-
hensive Development Framework.

The Rural Development Agenda
The primary objectives of the Unit, in order of priority, are:
e reducing rural poverty;
e stimulating rural growth;
¢ providing food security; and
e supporting natural resource management.

These objectives are conumnon acress all countries of
the region, but the degree of emphasis place on each ob-
jective varies from country to country. Each of these ob-
jectives is discussed below.

Reducing Rural Poverty

The incidence of poverty in East Asia is greatest in rural
areas and was exacerbated by the recent financial crisis.
The share of the rural population below the poverty line
in East Asia is approximately 40 percent—about double
that found in urban areas.” Since peri-urban poverly is
largely the result of migration of rural workers seeking
better emplovment opportunities, rural poverty reduc-
tion also helps to alleviate urban poverty.

While most EASRD projects have been designed to
help reduce rural poverty, the unit (in collaboration with
other sectoral units), is now focussing on projects that di-
rectly address the causes of poverty. The Southwest Pov-
erty Reduction Project and Qinba Mountains Poverty Re-
duction Project in China, for example, are 100 percent
grassroots poverty reduction projects. The Mindanao Ru-




ral Development Project supports the Philipoine
Government’s decentralization program and has poverty
reduction components. Others projects, such as the Com-
munity Based Resource Management Project and the
Agrarian Reform Community Dey clopment Project in the
Philippines, the torestry in Poor Areas Project in China,
and the Bengkulu Regicnal Development Project in Indo-
nesia assist poverty reduction through targeted and pro-
ductivity-enhancing investments in very poor rural areas.

[n most countries in the region there is not enough
arable land available per capita - to provide farm tami-
lies with sufficient income from agriculture to escape
poverty. The countries that have succeeded in reducing
rural poverty have created ofi-farm emplovment oppor-
tunities in rural areas. Thev have accomplished this
through enhanced investment in the physical infrastruc-
ture, education, and social services in rural areas, while
creating an enabling environment for industries to lo-
cate in rural areas. In its updated strategic approach,
EASRD is placing much greater emphasis on the creation
of off-farm emplovment. Experience outside the EAP
region, and how it mighl apply to its client countries. is
being laid cut in country strategy papers, and lessons
from that experience are being incarporated into project
design. The Rural Strategy Reports on the Philippines,

i

Box 1: Poverty Alleviation in China: A Collaboration

The Bank’s work in China is widelv recognized as hav-
ing contributed to the reduction of absolute poverty
in rural areas. The number of absolute poor in China’s
rural areas has decreased from 280 million in 1990 to
124 million in 1997*

The Bank has facilitated the development of a na-
tional strategy to reduce absolute poverty. The prepa-
ration of Clina: Strategies for Reducing Poverty in the 1990s
and its public release ata 1992 conference in Beijing was
the result of close collaboration between the Chinese
government and the Bank. At the conclusion of the 1992
conference, State Councilor Chen Junsheng (senior
policvmaker for rural development and poverty reduc-

| tion) and the Bank announced a proposal to
operationalize the strategies through the Southwest Pov-
erty Reduction Project and the follow-up Qinba Moun-
tains Poverty Reduction Project. Both projects included
community participation during preparation and imple-

mentation. Since then, the Bank has strengthened its ru-
ral poverty focus in China by providing funding for
other poverty characterized by better coordination, in-
stitution building, more rigorous supervision, and in-
creased beneficiary participation. The “Leading Group
for Poverty Reduction” (the State Councils” Office for
Poverty Reduction) is being strengthened at the county

and township level, and the central government is con-

almost exclusively in rural areas.

* The poverty numbers refer to those with an income of less than $1.00 per day. The consensus is that absolute poverty in China exists

Vietnam, Thailand, and China identiiv the creation of
rural nonfarm emplovment as a policy prierity, and sev-

eral new projects have emplovment creation components.

Stimulating Rural Growth
Athriving rural cconomy is characterized by the fol-
lowing:

e widelv shared rural growth, with private agricul-
ture and agribusiness as the main engines of
growth;

e family farms and family nonfarm enterprises as
the main form of business organization (as op-
powd to state-owned entcrprises};

¢ links Lo well-tunctioning markets tor products,
inputs, and finance:

* aceess to a physical and social infrastructure (par-
ticularlyv education) similar to that found in urban
areas; and

* a stable macroeconomy with business- and envi-
renmentally triendly sectoral policies.

Given the current need for a rapid recovery of eco-
nomic growth in East Asia, EASRD is placing increased
emphasis on encouraging the countries in its region to
make fundamental changes that will produce those char-
acteristics. Recently completed country strategies have

sidering giving it greater oversight of poverty allevia-
tion funds. The Bank is encouraging the targeting of
poverty funding to poor townships that are not located
in poor counties, and to remote areas. The Loess Pla-
teau, for example, has benefited from a program of co-
ordinated investrments in economic development, wa-
tershed management, and agricultural research. The
program involves local participation in which the local
beneficiaries are given the opportunity to explain their
priorities and preferences. The Bank is now encourag-
ing the central government to extend this approach to
China’s Karst area, where half of the remaining rural
poor live, and to give special emphasis to providing an
equitable share of benefits to all poor households in the
project area.

While China, with the Bank’s assistance, has
made good progress in reducing poverty, the
governmen is now reluctant to borrow from the bank
what it considers to be for non-income generating
activities under regular [BRD terms. Poverty projects
in the future must be designed to stimulate “produc-
tive” activities that directly generate income for local
beneficiaries in the near term. Accordingly, a new gen-
eration of poverty projects with significant comumu-
nity development components, such as the Loess Pla-
teau Il Project, is being developed.




given the Unit an anmalvtical basis for advising our cli-
ents on policy and a rationale for public investment pri-
orities. The present decline in Analvtical and Advisory
Activties (AAA) means that the Bank is no longer build-
ing this knowledge. Ways must be found to continue the
nonlending services that Bank clients value.

Changing the Role of Govermment. Governments in
the region are not providing sufficient public services—
such as land titling and registration, and judicial services—
to the rural sector. Too little public investment is being made
in rural transportation, commumications, agricultural re-
search, and human resource development. Conversely,
many governments are still providing goods and services
that could be delivered better and cheaper by the private
sector such as fertilizer and agrochemicals, secondary and
tertiary distribution of water, and provision of credit and
extension services. Many governments also continue to
intervene in the private economy through fixed prices, le-
gal monopolies and compulsory marketing cooperatives.

Yet the Bank must proceed cautiously in providing
advice on policy issues. Several countries are in transi-
tion from centrallv-planned to market economies. The
transition is difticult from an economic point of view and
even more difficult from a political peint of view. The
Bank must have well-supported evidence to back up its
policy advice and must yield to the judgment of elected
and appointed officials who have to live with the conse-
quences of their decisions.

Serious concerns arise when civil servants com-
promise their impartiality by accepting bribes, or
when they divert public funds to privale use. Cor-
ruption at all levels appears to be pervasive in the
region, and the rural sector is not exempt. Building
on the East Asia Anti-Corruption Strategy, EASRD is
putting procedures in place to help minimize the op-
portunities for misuse of funds. Specifically:

* staff members are being encouraged to deal cou-

rageously with the issue of corruption, even when

A strong consultalive process involving a wide
range of key stakeholders underpinned the report
titled Philippines: Promoting Equitable Rural Growth
{1998). The report analyses the constraints that have
limited the growth of the rural economy and pro-
vided the basis for the Bank’s Rural Developnient
Sector Assistance Strategy (1998). The two reports
were discussed with kev decision-makers at a semi-
nar in Manila and are now being used to guide the
Government’s rural development program. The
Bank’s strategy, which is aimed at securing in-
creased rural growth and reinforcing the of devo-
lution of government authority, focuses on poor
sector rural performance, low levels of public and
private investment in the rural economy, deficient

Box 2: Philippines: Supporting Devolution and Broad-Based Rural Development

it may be potentially disruptive to operations or
country relations;

* emphasizing public sector reform, particularly the
strengthening of internal procedures in many lend-
Ing operations;

¢ during loan supervision, attempting to identify
and quash corrupt and unprofessional practices;

¢ trengthening alliances with members of civil so-
ciety who are involved in monitoring project op-
erations, such as the monitoring of the subsidized
rice program in Indonesia; and

* requiring increased transparency of project trans-

actions bv means of reporting requirements and
open book rules.

Agovernment canenhance rural growth by contrib-
uting to productivity or inhibit rural growth by implicit
taxation of rural areas. Malfunctioning government in-
stitutions can sabotage even the best policies. Thus,
EASRD sees an important part of its mission as assisting
governments to strengthen rural institutions and decen-
tralize governance structures.

Integrating Rural Credit. The rural finance compo-
nent of its portfolio is large. Between 1994 and 1998 there
were 23 projects, amounting to $2.6 billion. In most EAP
countries a major issue is that controlled or subsidized
interest rates threaten the sustainability of rural finan-
cial institutions (RFIs). In the pasl, the EASRD response
to weak RFIs was to provide additional lines of credit
and management support. More recently, the approach
has been to view rural finance in the context of the over-
all financial system and to collaborate with EASES to
ensure that the correct framework for strengthening the
entire banking sector is in place. This means that much
of the present activity is intended to encourage policy
changes and institutional strengthening that will better
ensure the long-term viability of RFIs. At the same time,
however, we recognize that market failures can occur
when bankers have little information about rural bor-

natural resources management; and weak institu-
tional capacity.

Resource constraints in EAP slowed down this ef-
fort in FY00. The first of a series of new initiatives, the
Mindanao Rural Development Program (APL) is being
designed as a long term targeted rural poverty reduc-
tion program for the island of Mindanao and is aimed
at increasing farm and nonfarm incomes, and building
local government capacities. Other projects under de-
velopment address smaltholder agriculture, river basin
development, support for agrarian reform beneficiaries,
and land administration and management. This work
fed directly into the formulation of the Country Assis-
tance Strategy (CAS) (1998), an exercise carried out in
close consultation with the government.




rowers and coliateral is unavailable. Our current ap-
proach is to encourage the government to subsidize the
transaction costs of bankers. The long-term objective is
to create permanent relationships between bankers and
rural borrowers so that transaction costs can be reduced.

Encouraging Freer Trade. East Asia trade growth over
the last 30 years has surpassed that of all regions. This
growth was the result of policies that improved resource
allocation, which in turn raised output and incomes.
Export-oriented development pushed leading sectors to
become more efticient and stimulated rapid technologi-
cal change. Higher incomes and output, together with a
traditionally high savings rate, facilitated greater invest-
ment in the most productive sectors. The region’s export
success has been accompanied by significant liberaliza-
tion of trade through removal of quantitative import re-
strictions and the lowering of tariffs.

However, trade reforms in East Asian agriculture have
not been as far-reaching as in other sectors. There are still
high and escalating taritts on major agricultural imports,
and local content requirements. Import prohibitions and
licensing have not been eliminated. The Philippines and
the Republic of Korea still maintain quantitative restric-
Hons on rice imports, while Indonesia has a svstem of
managed trade in rice. The tariff equivalent protection on
rice in the Republic of Korea is estimated at 214 percent,
and rice subsidies make up 85 percent of the total agricul-
tural subsidy. Tariffs on barley, soybeans, corn feed, po-
tato, and sweet potato range from 300 to 500 percent. The
previous multilateral agreement brought the East Asia
agricultural sector under WTO rules but further work will
be required in the next round. If the countries of the region
want improved access for their agricultural exports, they
need to offer easier access for agricultural imports. Such
actions would also improve foed security, although at some
cost to farmers of some domestic products.

EASRD is collaborating with Rural Development
Department (RDV) in providing analysis and advice
to clients on trade issues in the upcoming WTO round.
This work is designed to help clients understand the
WTO negotiations process and provide them with
analytical support equivalent to that available to in-
dustrial countries.

Removing the Anti-Rural Bias. Poverty is particu-
larly persistent in rural areas where the quantity and
quality of social services are inferior to those in ur-
ban areas. Accordingly, we are encouraging East Asia
governments to redress the anti-rural bias in their
national investment. Good rural schools, health care,
roads, communications, and electric power help the
agricultural sector and the nonfarm rural economy to
thrive. Moreover, governments need to provide “rules
of the road” for a well-functioning market economy.
This includes a commercial code containing a clear
definition of legal contracts and a fair and expeditious
judicial process to resolve contract disputes. Guaran-
teeing title to land and land use rights are also im-

portant government functions. These are being
strengthened in our rural lending program. In addi-
tion, the Unit is collaborating with East Asia Urban
Development Sector Unit (EASUR) to get a better un-
derstanding of rural-urban linkages.

The pricing policy biases noted earlier are also be-
ing addressed through analytical work, Country/Bank
policy dialogue, and loan conditionality.

Designing Projects to Stimulate Rural Growth. The
EAP portfolio contains loans with elements designed to
improve the enabling environment in rural areas. A few
examples are provided here, along with that aspect of
the environment that they seek to improve:

* The Tree Crops Smallholder Development Project
in Indonesia sought (unsuccessfully) to strengthen
the rural eredit apparatus by demonstrating the
bankability of smallholder tree-crop producers;

* The Agricultural Research II Project in Indonesia
is designed to improve the scientific and human
capital involved in agricultural research;

* The Water Sector Adjustment Loan in Indonesia
is designed to introduce new paradigm of water
management;

* The Mindanao Rural Development Project in the
Philippines is a long-term program using the new
Adaptable Program instrument to enhance devo-
lution and strengthen local autonomy;

* The Agricultural Support Services Project in China
is intended to strengthen public research institu-
tions at the provincial and local levels and the de-
livery of extension services to farmers;

» The Land Titling Project in Laos is intended to
provide the legal and bureaucratic infrastructure
necessary for secure land ownership;

* The Animal Feed Project in China supports train-
ing, research, testing, quality control, and policy
reform in the feed industry;

*The Seed Sector Commercialization Project in
Chinais establishing a new seed policy and a regu-
latory framework for seeds;

* A series of land-titling projects in Thailand, con-
cluding with the Land Titling [T project, has de-
veloped institutions to record titles and assure le-
gal ownership of land to those who have; tradi-
tionally occupied it; and

* The Heilongjiang Agricultural Development Project
in China is supporting the commercialization and
reform of state-owned agroprocessing enterprises.

Providing Food Security

Rapid economic growth before the onset of the recent
crisis lifted millions of low-income people in East Asia
from poverty and increased their purchasing power
and consumption of noncereal foods. Nevertheless,
food security remains a matter of concern, even
though food inadequacy in most countries of the re-
gion has declined significantly over the last two de-
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Malnutrition is still a problem in East Asia, Cambodia,

cades (Annex 4).% Increases in agricultural productiv-
ity have outpaced the growth of demand for staple
cereals, several countries have become net exporters
of food, and many countries are now importing
“luxury,” nontraditional foods (meats and fruits).

At the personal level, food insecurity is caused mainly
by inadequate purchasing power. The crisis increased the
incidence of poverty and created pressure to develop or
strengthen social safety nets, and EASRD and EASSD had
a significant impact on the development, and monitoring
of the targeted rice subsidy program in Indonesia. This
work, institutionalized in the Social Safetv Net Loan, is a
good example of our ability to respond rapidly to an issue
of national importance. It is likely to be emulated in our
policy dialogue with other countries on social safety nets.

At the nationa! level, food security is provided by a
productive agriculture in a country where inputs and out-
puts are valued at border prices and where trade func-
tions to equilibrate domestic supply-and-demand imbal-

Box 3: Food Security in China

As recently as the and early 1960s, famine in China
claimed millions of lives. That has had a profound im-
pact on the way policymakers in China view food se-
curity and has caused them to place a high value on
food self-reliance. Production, pricing, and marketing
policies have focused on grain self-sufficiency, with
shortfalls and surpluses balanced through external
trade. These policies have been complemented with
creation of large grain reserve stock to stabilize sup-
plies. However, the cost of maintaining large reserve
stocks absorbs substantial budgetary resources. Since
China is a land- and water-short country {except in
the south, where water is abundant but arable land is
limited) its agricultural competitiveness lies in the
production of high value, labor-intensive crops and
livestock products rather than grain. More important,
China’s overall competitiveness lies in the production
and export of labor intensive manufactured goods to

R S A L

ances. Although EAP governments have invested sub-
stantial sums in their agricultural sectors and the trans-
portation infrastructure for food is being improved, tood
demand in many EAP countries has grown faster than
supply. Food security is often equated with food {cereal)
self-sufficiency. This has led to import protection poli-
cies and domestic price supports at levels above inter-
national prices to induce greater domestic production.
In some countries (¢.g, China, Indonesia), barriers to in-
terregional movement of foodstulfs are also used to en-
courage local self-sufticiency.

Food self-sutficiency, however, is an inefficient policy
goal. The EAP countries have good income-earning op-
tions to pay for food imports at a lower resource cost
than the cost of domestic food production. As a policy
matter, however, the EAP countries recognizes a respon-
sibility to provide food securitv. This frequently brings
tension between the first-best policies that the Bank might
recommend and the second- or third-best policies that
will satisfy domestic political goals. Accordingly, EASRD
sees its rale as encouraging policymakers to adopt poli-
cies that limit distortions to the economy while also sat-
isfying human and political objectives.

Supporting Resource Management

Lands, forests, and water are the natural resource base on
which agriculhure and forestry depend. In many EAP coun-
tries, however, the goal of rural development often con-
flicts with the goal of resource management, and our cli-
ents frequently place a lesser value on long-term
sustainability than we believe it necessary. Examples in-
clude the inability or unwillingness of Indonesia to enforce
forestry policy, the lack of sustainable forestry policies in

earn foreign exchange to purchase grain on interna-
tional markets. As a rapidly industrializing country,
China’s arable land and irrigation water will be in-
creasingly diverted to nonagricultural uses because
industrial output earns more than most agricultural
products. Such resource reallocation will present
additional challenges to maintaining a politically
comfortable level of food security. These challenges
are reflected in our portfolio and policy dialogue
with China. Sustainable water supply and water
management projects make up a large share of our
portfolio, complemented by rural development
projects and an agricultural services project. A
Grain Distribution and Marketing Project, prob-
lematic though it has been, is a novel effort by the
government to address food security. In addition,

recent sector studies have addressed some of the *
diseconomies of a self-sufficiency policy. :

8 Measurement of food inadequacy is the difference between actual per capita intake of the underfed and average capita requirement of the
population. The food deicit is defined as the amount of additional food that would be needed to ensure that the present food inadequacy

is eliminated.
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Papua New Guinea and Lacs, and Indonesia’s plan to a
million hectares of peat lands to convert to intensive agri-
cultural production. Virtually no countrv in the region has
tisheries management mechanisms in place. although some
countries are developing them despite the fact that East
Asia - and particularly its poor is more reliant on fish for
protein than the rest of the world. We consider natural re-
source management a key to achieving sustainable eco-
nomic development and will continue to support policies
and projects that generate a continuing flow of benefits.

In recent years, the EASRD has begun to incorpo-
rate specitic conditionality on sustainability of natural
resources in adjustment loans, and o a lesser extent with
similar activities under the International Monetary Fund
{(IMF). The unit views the willingness of governments to
strengthen and enforce conservation and resource man-
agement regulations as a measure of their commitment
to sustainable use of natural resources. New Bank instru-
ments, such as Adaptable Program Lendings {(APLs),
Learning and Innovation Loans (L1Ls), GEF grants, and
unscheduled AAA will be important new instruments
for promoting long-term policy changes and innova-
tive approaches to natural resource management.

Dealing effectively with forestry, biodiversity, and
other natural resources issues is central to strengthen
partnerships with environmental NGQs. Since the Bank
continues to be criticized for the environmental degra-
dation that sometimes accompanies structural adjust-
ment and project loans, EASRD is collaborating with East
Asian Environmental Family (EASEN) to find better
ways of explaining the Bank’s goals. Specitically:

* in countries where forests are important and struc-
tural adjustment is taking place, the Bank is ad-
dressing its impact on forests and including for-
est sector conditionality in the program;

* becoming increasingly proactive in its dialogue
with NGOs and other opinion-makers, and re-
sponding more actively to public criticism of the
Bank when projects or activities are misconstrued;

* adopting community-based approaches to natu-
ral resources management; and

¢ implementing an alliance with the World Wildlife
Fund (WWF) on sustainable forest management
and processing a number of medium-sized grants
that will be implemented by NGO partners, such
as WWE, The Nature Conservancy and the World
Conservation Union (IUCN).

Better Land Use. There is very little unused arable
land in East Asia. Future growth in agricultural output
must come through sustainable intensification of produc-
tion from existing land. This theme is a part of all agri-
cultural development projects supported by EASRD.
There are numerous successful examples of intensifica-
tion, particularly in China, where, for example, the Loess
Plateau Project is underwriting poverty alleviation
through land reclamation, erosion control, and retores-
tation. The Unit is also encouraging new farming prac-

tices through an Integrated Pest Management Project in
Indonesia, an Agriculture Rehabilitation Project in Viet-
nam and the Tarim Basin i Project in China, among nth-
ers. [n addition, the unit has created projects on land-
use regulation and cadastre /land-titling.

Sustainable Forest Managentent. Bank involve-
ment in addressing the problems associated with ex-
ploitative and unsustainable use of the region’s for-
est resources is considerable. This is an area of grow-
ing importance because several countries in the re-
gion are being negatively affected by land-clearing op-
erations. Chronic forest fires have deterred tourism
in Indonesia and neighboring countries, and the dev-
astating floods in central China in the summer of 1998
have compelled the government to institute a logging
ban that will atfect 90 million hectares of forestland
and 1 million workers. The government of Vietnam is
embarking on a national forestry program to conserve
the countrv's remaining forests and to reforest de-
nuded land. Both China and Vietnam have requested
our assistance in implementing these programs.

EASRD approach to sustainable forestry ranges from
protection of valuable biodiversity to management of pro-
duction forests. Its involvement in production forestry is
critical, since pressure from environmental NGOs has made
most donors reluctant to finance forest management. The
Unit has taken the lead in promoting conservation man-
agement of production forests in Cambodia, Laos, and
Papua New Guinea. A number of biodiversity conserva-
tion projects are under development; some of these are
under the GEF umbrella, and some are free-standing Bank
operations. Examples include the Priority Protected Areas
Project in the Philippines, which is being implemented
primarily through a consortium of focal NCOs; the Na-
ture Reserve Management Project in China, EASRD are
helping to strengthen the management of nature reserves
inhabited by pandas; the Vietnam Forest Protection and
Rural Development Project, where its loan is assisting the
government in integrating conservation with economic de-
velopment; and the Kerinci Seblat National Reserve Project
in Indonesia, which supports the conservation of endan-
gered wildlife, including the sun bear, the tapir, several
large cats, and the orangutan. In addition to conserving
resources, these projects are designed to increase local
awareness of the need for conservation of biodiversity.

Improved Water Management. Effective manage-
ment of ground water and surface water is an essential
partof our strategy. Water shortages are likely to become
a binding constraint on agricultural production in East
Asia, and conflicts over the apportionment of water be-
tween urban and rural uses will intensify. Since water is
often priced at zero, there is little incentive to manage it
carefully. Averv large share of EASRD portfolio involves
water management. Two-thirds of its porttfolio in China
is being used to finance large infrastructure projects that
are essential components of the government’s water re-




Land terracing, construction of dams, revegetation of the
slopes, comprehensive treatment.

sources development program. These projects include the
Xiaolangdi Multipurpose Dam and the Wanjiazhai Wa-
ter Transfer Project, which are both located in the Yellow
River Basin and which are essential to improving water
control in that region. EASRD’s also investing in reha-
bilitation of existing irrigation and in new concepts aimed
atimproving water use efficiency. Examples inciude the
Tarim Basin I and II Projects (promotion of integrated
river basin management), the Yangtze Basin Resources
Development Project (development of farmer-managed
user associations), and the forthcoming Water Conser-
vation Project (support for a government program to in-
troduce water saving irrigation technology nationwide).

Similar approaches are being taken in other EAP
countries. Examples include the Irrigation Rehabilitation
Project in Vietnam (creation of water user associations,
improved pricing of water), the Thailand Natural Re-
sources Management Project (integrated water manage-
ment), the recent Water Sector Adjustment Loan in Indo-
nesia (watershed management and local control), and
Water Resources Development Project in the Philippines.
Policy dialogue with Vietnam resulted in the passage of a
law on water resources that is being supported by the River
Basin Management Project (FY01), in partnership with the

ADB and Querseas Econemic Coeperation Fund (OECEY.

sustainable Aquaculture Development and Fisher-
res Management, EASRD portfolio also has a number
of fisheries and aquaculture components and projects.
Its strategic approach has changed frem the narrow
financing of fisheries development to sustainable de-
velopment of all coastal resources. This change was
brought about by concern over the destruction of
coastal zones, which are important as the breeding
grounds of tish, and concerns about overexploitation
of coastal and inland fisheries. The Sustainable
Coastal Resource Development Project in four of
China’s provinces is intended to develop and imple-
ment effective coastal zone management, expand fish
and shellfish aguaculture, test new shrimp farm man-
agement techniques to better controt disease, and up-
grade seafood processing facilities to international
standards. The Coral Reef Management Rehabilitation
Projectin Indonesia is a 13-vear, multidonor program
loan to conserve and rehabilitate coral reefs through
a community-based management system and to cre-
ate alternative employment opportunities for local in-
habitants. The Vietnam Coastal Wetlands Develop-
ment and Protection Project takes a similar approach
to mangrove areas. In Thailand, the Royal Department
of Fisheries is coordinating the formulation of a code
of conduct for sustainable shrimp farming in consul-
tation with stakeholders, technical specialists, import-
ers, and the Bank. In addition, a new program to iden-
tify the best shrimp farm management practices is
being conducted in partnership with the WWF, the
Network of Aquaculture Centres in Asia, the FAO, and
The Environmental and Socially Sustainable Devel-
opment (LCSES). Five projects in China also include
inland and coastal aquaculture and fisheries compo-
nents. EASRD intend to develop similar projects in
the future, including a GEF-supported coastal and ma-
rine management component under the Mindanao
Rural Development Project in the Philippines.

- Box 4. Indonesia: Modernizing Water Resource Management

" The Indonesia Water Sector Adjustment Loan
(WATSAL) is a good example of the Unit’s new sup-
- port for sectoral policy and institutional change. The
loan addresses policy and sector reform in three areas:
 Improving the National Institutional Frame-
work for Water Resources Development and
Management by establishing an interministerial
coordinating body, adopting a National Water
Policy, amending laws and regulations needed
to implement the policy, and establishing a sus-

tainable national network;
 Improving the Organizational and Administra-
tive Framework for River Basin Management
by improving river basin coordination and de-
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cision-making institutions, establishing an or-
ganizational and financial framework for au-
tonomous river basin water management cor-
porations, and establishing an enforceable sys-
tem for water allocation;

¢ Revising Irrigation Policy, Institutions and
Regulations to Improve Irrigation Manage-
ment Efficiency and Fiscal Sustainability by
strengthening the ability of Water User As-
sociations (WUA) and WUA Federations
(WUAF) to manage irrigation networks, cre-
ating a framework for joint management in
large schemes, and redefining the responsi-
bilities of irrigation agencies.



- CHAPTER 4

IMPLEMENTATION OF AcCTION PLANS

he economic, political, and institutional context in

East Asia is gradually being transformed by increas-
ing democratization and decentralization, the rise of civil
society organizations, and better macroeconomic and
sectoral policies. This transformations has created a
greater desire to address the problem of rural poverty
and a new approach to rural development. In recent years
there has been considerable experimentation with par-
ticipatory approaches to rural development that are not
found in the old state-led, integrated rural development
model, and two lessons have been learned.

First, rural development programs and develop-
ments must be closely coordinated with macroeconomic
and sectoral policies. Too often, those who determine
macroeconcmic policy have seen rural development and
agricultural policies as passive appendages. The rural
sector is often an institutional orphan with no represen-
tation at the highest levels of government. It is shunted
off to agriculture or social welfare ministries, or decen-
tralized to the municipal level. The result is poor (or non-
existent) coordination between macroeconomic, sectoral,
and rural development policies.

Second, rural development should be guided by the
views of the people in rural communities and munici-
palities. Successful interventions must be planned and
prioritized through participatory processes that allows
the voices of the poor to be heard. This is necessary be-
cause of the heterogeneity of poverty, the possibility of
multiple solutions, and the need for local ownership of
programs.

Rural development is complex, however, and radi-
cal solutions are not offered here. Rather, suggestions are
made, some of which are already practiced in parts of
the Bank. Notall are applicable in all circumstances. Fur-
ther, it is necessary to undertake many different inter-
ventions in rural areas in order to produce a significant

cumulative effect on rural development. Nonetheless, the
implications for EASRD is clear. Rural development re-
quires a coordinated, multipronged approach.

First, EASRD must continue to engage in policy dia-
logue that emphasizes the interests of the rural poor and
the implications of macroeconomic and sectoral policies
on the poor, both rural and urban. It must also strengthen
the capacity of central governments to manage decen-
tralization through legal and regulatory processes and
achieve consistency between administrative devolution
and fiscal decentralization. Many governments in East
Asia see decentralization as worrisome because it im-
plies greater regional and local autonomy. The fear is that
decentralization will weaken national unity.

Second, while Bank lending is still needed for con-
ventional rural projects, such as water control structures,
trunk roads, and agricultural research, these projects
must be coordinated with community-based develop-
ment programs. And the connection between Bank
projects and rural poverty must be made clearer. Bank
documents, even when they focus on a narrow issue or
sector, should explain how a project or program is re-
lated to the goal of rural poverty reduction.

Third, EASRD must continue to place greater em-
phasis on projects that involve local communities (espe-
cially the poor of those communities) in their concep-
tion, design, and implementation. Interviews and sur-
veys of the poor in the community to understand their
needs and ideas, and the participation of civic organiza-
tions in planning and implementation, are two actions
that have been used successfully in a number of loans
made by the Bank, such as the Indonesia Village Infra-
structure Projects (VIP). Participatory rural community
appraisals should become the norm. EAP need to develop
a mechanism so that consensus is built up from partici-
patory appraisal at the local level and reaches up to
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higher levels of government. That will help to ensure
appropriate changes at the provincial and central levels
of government. EASRD mayv need lo provide comple-
mentary assistance in strengthening the capacity of
democratically elected local governments to manage
decentralized development. Local governments need to
understand such concepts as monitoring and evaluation,
cost recovery, revenue sharing, matching grants, and rev-
enue enhancement. The assistance should be provided
by specialists and NGOs, who should act primarily
as convevors of information to local communities
rather than as planners or decision-makers.

Fourth, stronger efforts must be made at the regional
level to break down sectoral barriers in operational docu-
ments (such as CAS’s), and in actual projects, so that in-
tegrated, cross-sectoral teams are assembled to address
rural poverty. Empowering a thematic team that has
members from all sectors and is responsible for design-
ing a rural poverty reduction strategy and associated
projects with country counterparts is a holistic approach
to rural poverty alleviation. The same team would be
responsible for designing lending instruments and mak-
ing loans. Such teams would be, in large part, country-
based and would spend considerable time in rural com-
munities trying to improve local participation and local
institutions while monitoring outputs and outcomes.
Some country managemenl units — notably Indonesia’s
— are already being organized in this manner. The Indo-
nesia experience, as well as actual approaches and ac-
tion plans in other countries in the region, is described
in Part IL.

Fifth, EASRD needs to recognize that in agricul-
ture small is not beautiful, that for the foresceable
Future farms will consolidate and get larger, labor will
be shed, and urban or non-farm emplovment will be
needed to absorb the labor freed from agriculture.
EASRD also needs to recognize that part of the tran-
sition will involve more part-time farming, where pos-
sibly a wife with family help will undertake the main
subsistence farming activities while the husband is
employed off farm. Attempting to betler the lot of
subsistence farmers when farming is their only activ-
ity is not a viable strategy. Subsistence farming does
not evolve into commercially viable and competitive
enterprises. Recognition of the inevitable trend to-
ward capturing economies of scale in commercial

farming is important for EAP staff as they design
projects and policies to assist the transition. EAP must
be ever-vigilant that Bank interventions in the rural
sector manage, but do not inhibit, this transition.

Closing Comment

The publication in 1997 of Rural Development: From Vi-
sion to Actfon, a document that swas followed with Strate-
gic Compact resources, challenged the rural units of the
Bank to increase the visibility and the importance of the
sector to suslainable development, to improve cross-
sectoral svnergies and linkages with the macro economy,
and Lo strengthen the portfolio to provide the most fa-
vorable social and economic outcomes. EASRD accepted
these challenges and is steadily repositioning itself to be
aneffective partner with other donors, the ADB, and our
borrowers to achieve the seclor’s medium to long-term
goals in a manner consistent with the Comprehensive
Development Framework {CDF). EASRD’s work in
China focuses mainly on reducing rural poverty through
decentralized productivity-enhancing development
projects, improved water resources management, and an
increase in sustainable landuse. Its first priority in In-
donesia is strengthening food security, followed by
structural adjustment and investments for improved,
sustainable agriculture, and forest production and wa-
ter management. [ts strategy for Thailand is to redress
the anti-rural imbalance that has emerged over the past
decade and hasten rural development as a means of
stimulating domestic demand, protecting the rural
poor and vulnerable social groups, and ensuring a
medium-term sustainable growth path. In the Philip-
pines EASRD efforts will concentrate on implement-
ing the recommendations of the sector strategy report
on poverty reduction and smallholder development
in Mindanao, on local institutional capacity-building,
and on the provision of rural infrastructure. In Viet-
nam the rural development priorities are increase in
agricultural productivity and income-generating ru-
ral employment in nonfarm activities, and achieving
natural resource sustainability. EASRD has prepared,
or in the process of preparing a rural development
strategy for each country except Indonesia and have
discussed it with the government. The challenge now
is to work with all its stakeholders to put those strat-
egies into practice.
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Prorite oF THE RURAL PooR

Casual observafions and the best data available indicate remarkable geographic
differences in levels of living within China. For example, across the neighboring
provinces spanning the region between Hong Kong and Myanmar, one%inds the
rural poverty rate in the inﬁ:nd mountainous province of Guizhou in 1990 7 to 10
times higher than in the coastal province of Guangdong, just few hundreds of
kilometers away.

There is evidence of rising income disparities between urban and rural areas
since mid-80s, and within the rural economy there is evidence of unconditional
divergence over the post-reform period. The decline of incidence of rural pov-
erty became less remarkable in tﬁe 1990s than in the 1980s and while spatial
cencentration of the poor population continues, rural poverty has increasingly
attacked certain groups ofhousehokis

NATURAL RESOURCE MANAGEMENT

Chind’s land area totals 9,561,000 sq km. It is notable for the small proportion of

land cultivated (only 13.5% in 1999) and the large share of land that is irrigated

(40.9% in 1999), reflecting centuries of intensive land use. An estimated 156.4m ha

were sown to crops in 1999, Irrigation efforts in arid western areas are failing to

keep pace with the loss of crob|e§ond to building in the more fertile areas.

There are three main farming zones:

o south of the Yangtze river, where there is abundant rainfall, two crops of rice and
one of spring wheat, as well as jute, sugarcane, and other subtropical crops;

¢ between the Yangtze and Yellow rivers, where o two-crop system of wheat and rice
is used; and

« in the north, where the climate is cold and dry, and there is a one-crop wheat system.

RuraL HeaLTH
By 1975 insurance coverage and the rural Co-operative Medical System (CMS) oper-
ated by the communes reached nearly 90% of the population. Basic hedlthcare facili-
ties were available to nearly everyboJ  free of charge or at a nominal cost. There was,
however, a big gap between the facilities available in the big cifies and these on in
rer rural areas. Now that the communes have disappeared, the CMS has virtually
roken down in many rural areas, leaving the rural population to fend for itself. Only
about 10% of the rural population is now covered by community-financed healthcare.

RuRAL INFRASTRUCTURE

The backbone of the transportation system remains the railway, which typically car-
ries over 1/3 of cargo and passengers. The link between infrastructure onJ rura
poverty lies in the very cause of poverty. The geographic immobility restrict rural
poor to move on/out of business or areq, thereby restrict to the poorer service pro-
vided by the area. A ‘geographic poverty trap’ is then created, such that a poor
household living in a well-endowed area can eventually escape poverty, yet an oth-
erwise idenﬁco?househdd fiving in a poor area experiences stagnation or decline.

RuraL Epucation

The enroliment rate disparity between rich and poor prov-
inces grows as students move on to secondary and higher
levels. Such disparity is particularly acute among the 12/
14" and 14 and older’ age groups. Urban-rural differen-
tials are also apparent in China.Primary education that cor-
responds to age range 7-11 is compulsory in China but
attendance is not universal in rural areas, parficularly among
females. Urban children and those from high income prov-
inces are much more fikely to attend secondary school than
children from rural area and low-income provinces.

Gross enrollment

7-11yr .Old 12-14yrold
Rural 90.1 32.9
Urban Q6.7 72.5
Number of teachers, 1998

Rural Urban

Beijing 9,260 26,104
Shanghai 1,610 30,815
Tianjin 9,454 18,9206
Main fowns: Population {m), end-1999
Chonggingla} 30.7
Shanghaifa) 14.7
Beijingla) {Peking, capital) 12.5
Chengdu 10.0
Harbin 93

{a} Includes the surrounding counties.

THe AGRICULTURAL SECTOR

Total agricultural cutput grew at an annual rate of 4.2%
between 1985-1997. Crops continued to contribute
well over half of the output value despite rapid growth
in livestock and fisheries. Livestock contributes about
30% of the output value, fisheries less than 10%, and
forestry about 3%. The explosion of rural industrial
growth and off farm employment in the last decade
has been an important element of China’s overall rapid
economic growth, rapid increase in rural incomes and
poverty reduction.

RurAL PrOBLEM

Environmental degradation, diversion of land to other
uses, and chronic overpopulation are among the fac-
tors depressing the growth of agricultural productivity
and rural incomes in many areas. The rural-urban
terms of trade have moved against the rural popula-
tion in the 1990s. The state is withdrawing from sub-
sidized purchase of staple crops, and years of bumper
harvests are depressing market prices for staples. The
grain distribution system is only partly reformed. The
government recognizes an incipient crisis in agricul-
ture, in which farmers’ incomes could fall even turther
behind those of town dwellers.

land area: 9,561,000 sqkm * Population: 1.3bn (end-1999) * Language: Mainly Mandarin; local dialects and languages also used




Areas of Strategic Emphasis

The Chinese government’s medium-term strategy tor the
developmentof rural areas has four objectives: (1) improv-
ing income and welfare, especially in the poorest counties;
(2) increasing the productivity of agricultural production
so as to maintain food securitv; (3) developing and man-
aging water resources on a sustainable basis; and (4) im-
proving natural resource management and environmen-
tal protection. These also represent the key areas of Bank
support for rural development in China. The government’s
adoption of the Bank's assistance strategy is based on the
country’s development needs and reflects the value-added
of Bank lending and nonlending services and the Bank's
comparative advantage vis-a-vis other donors.

This strategy reflects the continuation of Bank
support for poverty reduction and management of
sustainable natural resources in rural China, with
emphasis on the western provinces. Most of China’s
poor reside in those provinces, where the environment
is extremely vulnerable and it is where rational man-
agement of land, water, forests, and other natural re-
sources is needed most.

The Strategic Emphasis of Other Donors

Apart from the Bank, China’s major donors include
the ADB, various United Nations (UN) agencies, the
International Monetary Fund, the Japanese Bank of
International Cooperation (JBIC), and other bilaterals,
including the European Union.

The ADB program concentrated initially on infrastruc-
ture development (energy, transport, and urban), environ-
mental investments, and, to a lesser extent, rural develop-
ment. The ADB is shifting its focus to rural development,
poverty reduction, and natural resource and water con-
servation. Emphasis is also being placed on rural
microfinance, agricultural research, and rural industry.

The UN agencies, including the United Nations De-
velopment Programme (UNDP), are working on human
resource development, including job creation in inland
areas. Grants have been provided to pay for technical
assistance in improving public administration and man-
agement. Public administration and management are
being improved through grants to pay for technical as-
sistance. The IMF provides advice on macroeconomic
management, including the development of a legislative
framework for strengthening the central bank and com-
mercializing and restructuring the banking sector.

The JBIC is mainly involved in the development of
the physical infrastructure (ports, roads, railways, air-
ports, telecommunications, and energy development),
water resource development, and environmental im-
provement projects. Other sources of bilateral funding
are Germany, Australia, Canada, the United Kingdom,
France, Italy, and Spain. Their financial assistance con-
sists of bilateral grants and mixed credits, and mainly
supports technological and management improvement,
poverty reduction and human development, environ-

mental improvement, strengthening institutional capaci-
ties, and social development.

Bank Operations in Support of the China’s Rural
Development Strategies

The 1999 Rural Sector Study Report called “Accelerat-
ing China’s Rural Transformation” provides a compre-
hensive framework for the Bank’s rural development dia-
logue with the government, along with a policy and ac-
tion matrix. The Bank will support China’s rural devel-
opment with an average lending operations a vear and
sector studies in a number of key areas. The lending op-
erations will support continued commercialization, im-
proved fiscal policy, productivity increases through
greater emphasis on agricultural research and extension,
off-farm employment creation through village and town-
ship enterprises, and further liberalization of foreign
trade. Building upon a sector strategy note on how to cope
with China’s regional water imbalances, Bank support for
conservation and development of water resources will
likely increase in the coming vears. This will include lend-
ing for irrigation and drainage, water transfer and water
saving, and improved flood management through struc-
tural and nonstructural measures. The Bank will also sup-
port improvements in the institutional and policy frame-
work, including the determination of water pricing and
the establishment of participatory water management as-
sociations. In response to severe flooding in 1998 and the
subsequent decision to ban logging in the upper water-
shed of the Yangtze, the Bank - together with a number of
other donors - will support the government’s new frame-
work for sustainable management of forest resources.
Other lending operations will focus on soil conservation
and, with GEF support, biodiversity protection.

The Bank’'s new strategy is to seek collaboration
with bilateral agencies. Funding from the Department
for International Development (DFID) of the United
Kingdom, will serve to “soften” the Bank lending rate
and make it possible to use Bank loans for poverty
reduction operations.

Rural Poverty Reduction

The Chinese government has brought about a sharp re-
duction in rural poverty during the past twenty years,
from roughly 260 mitlion in 1978 to 42 million in 1998, or
from one-third to 4.6 percent of the total rural popula-
tion. The majority of the remaining rural poor are con-
centrated in resource-deficient areas, mostly in upland
sections of the interior provinces of northern, northwest-
ern, and southwestern China.

Assisting the remaining poor, however, will be in-
creasingly difficult and will require improvements in the
current methods of poverty reduction. The issue is not
additional funding but making more efficient and effec-
tive use of available funding. This can be achieved by (a)
targeting funding to poor townships (including some of
those outside the nationally designated 592 poor coun-
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ties) and strengthening supervision of those funds; (b}
maintawning funding to increase preductivity in upland
agriculture bv adopting a multivear project-based ap-
proach thatincludes participatory design and implemen-
tation; (c) developing new agricultural technologies for
mountainous regions; (d) completing realistic assess-
ments of the market prospects for a wide arrayv of tree
crops from trees that are now being planted extensivelv
in upland areas to ensure that these crops are a sustain-
able source of income; and (¢} improving management
of natural resources so that rural development can be
made environmentally sustainable.

Bank Instruments

Now that China will pay the higher interest rate of IBRD
funds because of the loss of IDA funding, its requests for
loans have become more sharply targeted. In general,
the government will use Bank loans over the next four
vears to support the transition to a market-based
economy. Loan funds will be used {i) for infrastructure
improvements to link markets and hasten the develop-
ment of an efficient and globally competitive economy;

{iiy for agricultural growth and improved management
of natural resources, and (i) tor support of urban devel-
opment, including basic infrastructure services and en-
vironmental protection.

Direct bank support for poverty reduction and so-
cial development is now limited to implementing the
large current portfelio and to nenlending services, such
as technical assistance. sector studies, and agricultural
research. Poverty projects require mostly local costs and
do not generate funds to repav loans. The government
of China is , therefore, reluctant to use Bank financing
for these activities.

Expected Outcomes (Indicators)

The main indicators of successful outcomes will include:
{1y a reduction in the number of absolute rural poor; (2}
an increase in farm income in the targeted areas; (3) an
increase in agricultural productivity and food security
in targeted areas; (4) greater productivity per unit of
water and a reduction in losses due te floads and
drought; (3) an increase in forested land area; and {6} a
reduction in loss of tillable land because of soil erosion.

Table 3: Matrix of Strategic Actions to Support Rural Development in China

Goals and objectives
for rural development

Components and
preconditions

Enabling policy and
Institutional framework

Bank instruments and
supporting actions

(1) improving income and
welfare, especially in the
3 poorest regions

(2)increasing the productiv-
ity of agricultural produc-
tion so as to maintain food
security

(3) developing and manag-
ing water resources on a sus-
tainable basis

{4) improving natural re-
source management and en-
vironmental protection

(1) Improve identification of the
poor to permit better targeting
of antipoverty programs; aug-
ment supervision of poverty re-
duction programs at local level
to improve quality of works and
services; invest In services and
infrastructure thatwill assist the
poor to migrate or otherwise
transfer out of agriculture, in-
cluding education, transport,
andcommunication services;
design and implement ant-pov-
erty programs on the basis of de-
tailed consultation with local
leaders and planned partici-
pants; remove any remaining
barriers to rural migration; con-
solidate market information svs-
tems under the auspices of a
single central agency; invest
more in rural infrastructure
where economically merited.

(2) Permit and encourage com-
petition and innovation; estab-
lish research priorities, includ-
ing subsistence commodities
for poverty groups in resource-
poor areas; centralize and in-
crease budgetary allocations to
agricultural research; increase
cooperation with international

{1) Recentralize taxation au-
thoritv and establish realloca-
tion mechanisms and provide
incentives that ensure signifi-
cant resources are transferred
from affluent to poor areas; dis-
continue trade quotas and the
vrain self-sufficiency policy,
and address food security
through trade linkages with
multiple suppliers and tong-
term contracts; rely more on the
private sector and market
forces to improve agricultural
resource allocation and farmer
incomes; design, establish, and
enforce national quarantine
and phytosanitary standards
applicable to all interjuris-
dictional commodity move-
ments; encourage and promote
associations through legislation
and training programs; pro-
mote private sector ownership
and develop institutional struc-
tures which will limit the liabil-
itv of investors, reward or pe-
nalize managers for their per-
formance, and appropriately
compensate shareholders.

{1) To increase rural incomes
and weltare, future agricul-
tural and water develop-
nent projects will be tar-
geted at the poor interior
provinces in the western re-
gion, to structural change
and income-generation;

(2} To increase agricultural
productivity, a number of
lending operations will
support continued com-
mercialization, improved
tiscal policy, further pro-
ductivity increases
through greater emphasis
on research and extension,
off-farm employment cre-
ation through village and
township enterprises, and
further liberalization of
trade and marketing,.

(3) To improve water re-
sources development and
management, and building
upon a major sector strat-
egy note that will set outa
framework for coping with
regional water imbalances,
Bank support for water
conservation and develop-




Table 3: Matrix of Strategic Actions to Support Rural Development in China (Continucd)

Goals and objectives
for rural development

Components and
preconditions

Enabling policy and
Institutional framework

f
|

Bank instruments and
supporting actions

acricultural research centers;
restructure and revitalize exten-
sion service, and improve ex-
tension staff training; promote
formation of commodity pro-
ducer groups and encourage
them to retain specialists to pro-
vide up-to-date intormation on
varieties, pest control. and
other cultivation practices; Jdis-
continue subsidized and unsus-
tainable credit programs {or
poverty alleviation and refocus
on microfinance programs or
other household-based poverty
alleviation programs; develop
rural finance institutions and
introduce training programs for
staff; use a portion of central
government poverty reduction
funding tor developing applied
upland agricultural research.

(3) Adopt strategic water re-
sources planning and demand
management; increase public
awareness of water shortage
and water-saving needs; intro-
duce a rational svstem of volu-
metric measurement and water
pricing; strengthen flood and
drought management to reduce
damages to crops and property;
conduct study of convevance
and delivery efficiency; reha-
bilitate systems, line canals, and
introduce improved technolo-
gies; establish training pro-
grams for water management
staff.

{(4) Develop inlegrated manage-
ment plans and rigorously en-
torce regulatory framework;
continue to analyze costs and
benefits of alternative land
rights regimes and experiment
with rental markets and tenure
arrangements to improve land
management; improve training
of nature reserve and forest
staff; invest in rehabilitation of
watersheds and grasslands
where economicallv efficient;
improve farmer trainimy on ap-
plication and placement of pes-
ticides and fertilizers.

21 Pubhcize and strictly en-
torce intellectual property
hts for agricultural technol-
oy assion policy lending toan
institution without commercial
responsibilities to ensure that
pohicy and commercial lending
are fully separated.
33 Improve the legal svstem for
integrated water resources
management through revision
of the Water Law and complet-
ing detailed implementation
rules for existing water-related
laws and regulations; strength-
ening river basin management;
mstitutionalize natdonwide wa-
ter-saving and water rights and
permit systemy; promote man-
agement, operation, and main-
tenance of water supplv and ir-
rigation systems by self-financ-
ing organizations.

(4; Remove forest policy dis-
tartions, including pricing
and tariff protection that im-
pedes international trade;
consolidate nature preserves
and commit more financial
and staff resources to natural
resource management and
protection services.

ment will likelyv increase in %
the coming vears. This will &
include lending for irriga-

tion and dramage,
transfer and water saving ,
and improved flood controt
through dam and dike con-
struction. We will also sup-
nort improvements in the
institutional and policy
framework, including wa-
ter pricing and the estab-
lishment of participatery
water management associa-

water

trons.

i+ To improve natural re-

fsources management and
renvironmental protection,

in response to severe tlood-
ing and the subsequent de-
cision to ban logging in the
upper watershed of the
Yangtze River as well as the
government’s Western Re-
gion development strategy,
the Bank - together with a
number of other donors -
will support the govern-
ment’s new comprehensive
framework for sustainable
management of forest re-
svurces. Other lending op-
erations will focus on soil
conservation and, with GEF =
support, biodiversity pro-
tection.
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RuraL HeatrH (weLrare cars, 1994)

Populafion Life . Child  Household
below expectancy mortality ~ with

poverty line at birth rate  electricity
North Sulawesi -2.3 2.1 -16 8.0
Central Sulawesi 3.8 -4.1 29.0 217
South Sulawesi 2.0 0.5 4.0 -7.5
Southeast Sulawesi 77 -1.0 6.0 -28.7
West Nusa Tenggara 6.5 -13.5 111.0 7.4
East Nusa Tenggara 245 0.9 6.0 -33.4
East Timor n/a 2.5 18.0 -31.6
Maluku 7.9 -0.8 50 -10.4
Java 21.1 59.5 106.0 48.2
Indonesia -1.5 0.3 -3.0 -1.4

ProFite oF THE RuraL Poor
Share of the Population below poverty line % 1990

North Sulowesi 17.5%
Central Sulawesi 27.0%
South Sulawesi 10.4%
Southeast Sulawesi 15.0%
West Nusa Tenggara 7.3%
East Nusa Tenggara 31.0%
Maluku 26.0%
Java 9.2%

A survey conducted by the World Bank in 1994 concluded that around 19% of the
inhabitants of Eastern Islands live in urban areas. Only 6,000,000 urban resi-
dents are estimated to be below the poverty line and nearly half of the urban poor
in this region are found in South Sulawesi. Nearly 90% of the poor inhabitants in
the East are therefore found in rural areas.

The Gini ratic assessment on rural-urban areas shows that inequity in urban ar-
eas is worse than in rural areas even though the rate of poor population in rural
areas is less than in urban areas. The Gini coefficient for urban areas in Indonesia
was 0.34 in 1990 and 0.366 in 1996, while in the rural areas it was 0.25 and
0.2648 respectively.

RURAL INFRASTRUCTURE

The main means of fransportation in Eastern Indonesia are
roads, rivers, ferries, and ships. In 1990, the density of
roads in Eastern Indonesia was measured at 102 meters
per square kilometer, compared to 178 meters for the other
provinces. There are also major differences in the condi-
tion of roads in Eastern Indonesia compared to the rest of
the country. Whereas 5% of the roads in other provinces
were considered moderate to good, only about half of the
roads in Eastern Indonesia could be identified in that cat-
egory. Nine provinces in the Eastern Indonesia depend on
sea transportation for cargo shipping purposes. Cargo
shipments to and from the Eastern Indonesia provinces rep-
resent only a very small proportion of total sea cargo ship-
ping in Indonesia as a whole (9%).

Land area: 1,904,443 sq km
Sea area (exclusive economic zone): 3,166,163 sq km
Total area: 5,070,606 sq km

Population: 211.4m {end-2000 estimate)

Main towns: Population in ‘000, 1990 census

Jokarta (capital) 8,228 Medan 1,730
Surabaya 2,484 Semarang 1,251
Bandung 2,058 Pclembang 1,144

Languages: Indenesian {Bahasa Indonesia), as well as some
250 other regional languages and dialects. English has
increasingly replaced Dutch as the main second language,
and is widely spoken in government and business circles

Tt AGRICULTURAL SECTOR

Agriculture, including forestry and fishing, is of vital
importance to the Indonesian economy. it is both an
important source of export earnings and employment,
and the means by which the majority of Indonesia’s rural
population subsists. In the subsistence part of this
economy wages are in the form of crop shares, a large
portion of food crops are for home consumption, and
much output goes unrecorded in the national economic
statistics. In the early 1970s, it accounted between 40%-
50% of the constant price GDP; its share had declined
to approximately 23% by the early 1980s and to 14.8%
in 1997. In 1998, agricultural product accounted for
18% of total exports and 21.4% of non-oil/gas exports.
Sea and inland fisheries contribute an important part
of the national diet, although the sector accounted for
only 1.8% of GDP in 1998.

NATURAL RESOURCE MANAGEMENT
With approximately 160 million hectares, Indonesia’s rain-
forest is one of the mast species -rich ecosystems on the
planet. The rainforest is an important source of livelihood
for close to a millien rural families.

Rural EpucarioN

The average poor people in urban areas are better edu-
cated than those in rural areas. Related to the phenom-
enon of rural-urban migration, those who migrate tend
to be young and educated, while the old and unedu-
cated tend to stay in the rural areas because of beth
occupational and geographical immobility concerns.
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Indonesia made remarkable progress on povertv alle-
viation through the mid-1990s, and the economic cri-
sis that struck in 1998 had less impact on rural than on
urban pepulations. But the Bank's recent report on In-
donesia indicates that vulnerability to poverty is still an
issue that concerns about half of the population. Over a
three-year period, between 30 and 60 percent of all
Indonesians tace a greater than 30-50 chance of be-
coming poor.

More than three-quarters of Indonesia’s poor live in
rural areas. For almost 60 percent of the poor, agricul-
ture is the main source of income, whether from owned
land or labor. The poorest regions are scattered and in-
clude parts of the eastern islands, but are also found in
East and Central Java, Lampung, and West Kalimantan.
Although agriculture is the main emplovment, it pro-
vides only about half of the income of the average poor
rural household; both rural men and women gain income
from other rural activities or urban emplovment.

The recent crisis exposed the low level of accountabil-
ity of Indonesia’s bureaucracy, the lack of transparency in
the functioning of the state apparatus, and the weakness
of the legal system, particularly in rural areas. These prob-
lems affect the rural poor in many ways, from ineffective-
ness of public service provision to the extractive opera-
tions of the land certification administration, and leakage
of public funds intended for rural development.

In addition to dealing with these weaknesses, Indo-
nesia has taken on the challenge of implementing a mas-
sive government decentralization. The preparations for
this decentralization have revealed substantial shortcom-
ings, and the approximately 400 district and municipatl
governments will be struggling to cope with their respon-
sibilities for at least a year. Decisions regarding decen-
tralizalion that are critical to defining the rules and ex-
pectations for future Bank activity remain unclear.

A turbulent transformation is occurring in rural ar-
eas. Village heads who used to be handpicked by the gov-
ernment are now being elected by popular vote. State-
sponsored cooperatives that once benefited from the re-
quired membership of farmers and local monopoly rights
are being democratized and pushed into the commer-
cial realm. The guiding hand of the command-and-con-
trol government is being loosened, and a halting process
of shifting the role of the government to that of facilita-
tor, regulator, and policy maker is under wav.

Seeking a way forward in this situation, the govern-
ment has articulated an economic plan that gives the rural
economy a high profile, with emphasis on (1) increased
agricultural productivity and welfare; (2) better use of natu-
ral resources; (3) boosting micro, small, and medium-scale
businesses; and (4) prioritizing improvements in rural ar-
eas to strengthen the country’s socio-political stability. The
complexity of the transformation under way, and the enor-
mity of the pressures on the national government, are put-
ting longer-term strategyv formulation and the pursuit of
cross-ministry policy agendas on the endangered list. Ru-

ral development will be ditficult to move from the realm
of rhetoric to actual implementation.

Strategic Emphasis of Bank Assistance

The recent CAS identifies three broad areas as priorities
for the Bank in Indonesia. The base case for Bank activ-
ity is defined as a “muddle through” scenario, with the
Government enlv managing to deal partially with the
challenges facing it. Bank lending would be substantiatly
less (about USS400 million annually) than historically
under this scenario, and project lending for the coming
vear would be limited to investments in the water sec-
tor, land administration, community-demanded devel-
opment, basic education, and primary health care. Ahigh
case scenario would produce about twice the lending
level of the base case, with a substantial increase in IDA
lending, and permit a much broader scope for rural
project development.

Decentralization presents new risks and opportuni-
ties for project design. Basic elements of the operational
environment remain to be claritied. The new rules of cen-
tral local financial relations have vet to clarify how re-
sources from toreign sources will be added to local gov-
ernments’ budgets. The criteria for providing Bank re-
sources have yet to be finalized, with current discussions
considering poverty indicators and demonstration of
local government commitment to reform. An additional
challenge is designing projects that can leverage success-
ful innovations while retaining adequate supervision and
application of fiduciary safeguards. The fiscal weakness
of most local governments, the lack of transparency and
accountability mechanisms and habits, and the unwill-
ingness of the central government to impose a common
accounting framework will be major hurdles to design-
ing sound projects.

As the locus of Bank activity shifts toward
subnational governments, we will need to develop tools
and relationships for systematic assessment of potential
local government partners. Reviews of provincial and
district management of public resources are expected to
be an important cross-sector activity of the country team
during the coming vear.

Sustaining Economic Recovery and Quality Growth
The elimination in 1997 of local taxes and fees that were
a barrier to domestic trade risks being reversed by local
governments eager to supplement their resources. Main-
taining open internal trade, however, is a very impor-
tant, pro-rural poor task. The Bank will stay engaged on
this, using ASENM resources and policy dialogue.
Assisting the central government in defining new
directions for rice and food policy will be another prior-
itv. We are continuing to advise against import controls
and higher tariffs, and we are supporting a shift from
the current floor price policy to a procurement price
policy. Building productivity-enhancing measures into
the strategy will also be important. Analvtical work and
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policy dialogue will be the Bank’s maininvelvement, in-
cluding cooperation with USAID-financed pelicy work,
which has more resources than the Bank.

third component. The Bank’s efforts will be to assist on
both broader land policv issues and on support of land
administration improvement.

The Bank is also providing policy advice on strength-
ening microfinance in rural areas—building sustainable
microfinance institutions rather than the recent resur-
gence of subsidized program credits aimed at specific
sectoral clientele, improving geographical access, and
strengthening the regulatory framework and implemen-
tation.

Public spending on infrastructure maintenance has
declined in the past few years. Private sector participa-
tion is expected to be slow because of a poor investment
climate, and public investment capacity is low. Decen-
tralization is expected to complicate the management of
infrastructure, and responsibilities will have to be clari-
fied. Meanwhile, service standards and investments may
deteriorate further, and interregional linkages may suf-
fer. The Bank will increasingly focus on the regional level
and work with receptive local governments on improv-
ing capacity and supporting basic investments in upgrad-
ing of existing facilities. Assistance will be provided to
programs to improve local governance and accountabil-
itv. For community-level investments, more authority for
priority setting and implementation will be decentral-
ized to villages.

Sustainable Natural Resource Management and
Environmental Protection
Indonesia faces an immediate crisis in natural resource
managementbecause of unsustainable levels of resource
extraction. The key resources are water, forests, coastal
resources, and biodiversity. Improved resource manage-
ment would include better definition and security of re-
source rights.

Forests are a major and a contested resource. Over
70 percent of the country’s land is formally in the
public domain, but the forest resource is rapidly dis-
appearing under the pressure of illegal extraction,
rent-seeking, government mismanagement, and lack
of a strategic vision. Addressing this mismanagement
is important for generating more equitable growth,
slowing degradation of the environmental benefits
provided by forests, and alleviating social conflict
arising from the trammeling of local communities” and
indigenous peoples’ traditional rights. The recent
government opening to policy reform, under consis-
tent urging from donors via the CGI, has resulted in
some first steps, but there is as yet no self-sustaining
momentum. Powerful industrial interests and an old-
guard bureaucracy are obstacles to reform.

Indonesia’s biodiversity assets are a valuable na-
tional asset and an important source of livelihood. The
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economic crisis has led to further exploitaticn of these
resources (including illegal local and natieral govern-
ment licensing of logging in national prks). Poor
communities, meanwhile, often resort to aarvesting
timber in times ot cconomic hardship. The
government’s decentratization program mav have a
negative impact on protected areas, given local de-
stres to develop such areas for mining and other re-
source extraction activities.

Contested rights to land and rorest resources and an
inadequate legal and institutional framework for resolv-
ing these conflicts are rapidly emerging as major con-
straints to sound natural resource management. Failing
to address these constraints will accelerate unsustainable
exploitation for short-term profits and dampen private
investment in more sustainable uses. Even in farming
areas where land rights are mostly uncontested, onlv a
small fraction ef land is properly titled, limiting both its
use as collateral and any incentive to make investments
with a longer-term payaoff.

In support of land administration reform, the Bank
has financed a Land Administration Project as the first
phase of an effort to title most agricultural land. Reform
is bringing fundamental changes which must be taken
into account in a second Land Administration Project:
decentralization of land administration to local govern-
ments, land titling activities in islands other than Java,
and a resolution of conflicts over land rights arising from
the government’s public plantations, private investment
in tree crops, migration, and policies on the licensing of
forest users.

Land policy reform is complex and contentious.
Contlicts over land use and rights assignments have
erupted, and finding mechanisms to resolve these con-
tlicts is important because of their impact on social sta-
bility, rural investment, natural resource use, and the lives
of indigenous peoples. A participatory approach will be
needed to develop the institutions and mechanisms ca-
pable of resolving these conflicts and for identifying and
registering community lands equitably.

Water is an increasing constraint to economic
growth. An increasing number of Indonesia’s water-
sheds are the scene of water quality deterioration and
intersectoral competition for limited quantities. Bring-
ing economic incentives to bear on quality and allo-
cation decisions within a strengthened regulatory and
institutional framework is critical. This agenda is the
goal of the Bank’s Water Sector Adjustment Loan
(WATSAL). Completing the WATSAL policy reforms
is taking longer than anticipated and implies an ad-
ditional investment that will include support for river
basin management.

Through the COREMAP project, the first phase
of a three-phase APL, the Bank is supporting the
building of local government capacity to protect coral
reefs and the development of a national coral reef
policy and strategy.



Delivering Better Public Services to the Poor
Diversification and decentralization of rural institu-
tions is vital to rural groewth and agricultural produc-
tivity after years of state control and the stunting of
representative rural organizations. The Bank is work-
ing with cooperatives, other farmer associations and
community groups, and providers of public services
on this problem.

Decentralization of public services, especially agri-
cultural research and extension, needs continued sup-
port to achieve greater responsiveness to farmers’ pri-
orities. The Bank is supporting the decentralization of
agricultural research through the Agricultural Rescarct
Management [l Project. Improving the capacity of exten-
sion services, which are being decentralized to the dis-
trict (Kabupaten) level, is the tocus of the Decentralized
Agriculture and Forestry Extension Project.

Decentralizing the management of irrigation svs-
tems to autonomous and democratically run water
user groups is being complemented by reform and
strengthening of irrigation services in the public sec-
tor. Irrigation service fees are now being retained by
water user groups instead of being sent to local gov-
ernment. Innovations are being introduced and tested
through an ongoing project, and future lending is in
the work program.

The development of dyvnamic and representative
farmer organizations will be essential to producing
better agricultural policies and delivery of services,
Public sector priorities suffer from inadequate aware-
ness of rural conslituencies, a weakness resulting from
the young shallow roots of representative farming
organizations. Up until a few years ago, rural organi-
zations were co-opted to the purposes of the central
Government and farmers participation was limited
to usually ineffective KUD (cooperatives). New or-
ganizations arc needed to cement the shift of incen-
tives in public research and extension delivery to the
real needs of farming communities and to prevent a
return to marketing monopolies and input policies
that benefited a privileged few. Through an IDFE the
Bank is supporting a national process of participatory
input to revisions of the national law on cooperatives
to assist the emergence of true cooperatives with ac-
countable leadership. Using rural development
projects, the Bank is working at the village level to
stupport local participation in the setting of develop-
ment priorities, activity planning, and implementa-
tion of those activities.

Building Accountable National Institutions

This secticn covers items not normally dealt with in ru-
ral development strategy but swhich, in Indonesia’s cur-
rent context, are fundamental to the building of a foun-
dation for rural development. Action is required at the
national level on legal and judicial reform, civil service

Fishig in coastal areas,

reforms, improved financial management and public
procurement, and central government management of
its decentralization program. Our success in delivering
rural development projects in a decentralized environ-
ment will depend heavilv on progress in these areas.

Areas of Strategic Emphasis for Other Donors

The ADB is concentrating on rural empowerment and
an increase in agricultural productivity through tech-
nical improvements, market development, capacity
building, and small-scale infrastructure. Japan (JBIC,
JICA) is providing large program credits to the agri-
cultural sector to finance irrigation system improve-
ments and extension agent mobility, among others.

The Bank is a key catalyst for donor groups that are
forging a united stance on water and forestry policy is-
sues and investment approaches. The ADB is focusing
on coastal and marine resources, and decentralized re-
source management. AusAlID is providing technical as-
sistance for land administration reform and land man-
agement decentralization.

Decentralization and community development
are active areas for many donors. The ADB is sup-
porting projects in various provinces, while other
donors such as the GTZ, CIDA, USALD, and DFID
operate on a smaller scale or with a specific focus on
such matters as livestock services, drvland agricul-
ture, and irrigation user groups.

There is active donor involvement in building
rural microfinance, but this is not vet being done in a
coordinated fashion. The ADB has several projects
that will link rural self-help groups with formal banks.
ltis also active in small- and medium-sized enterprise
{SME) sector promotion, inctuding efforts to correct
financial services constraints. The GTZ is assisting the
central bank in strengthening the institutional and
regulatory framework for small rural banks. USAID
is also providing technical assistance on micro-finance
to the Central Bank.
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Box

PHILIPPINES

Prorie of THE Rurat Poor
Poverty in the Philippines is a largely rural phenomenon. The rural poor account for
about 77% of the poor. While agriculture-dependent households represent only
40% of the total population, the sector accounts for over 2/3 of the poor, simply
because poverty incidence is higher in agricuiture than in any other sector of the
economy. 72% of the poor were found to live in rural households in 1997.
Poverty appears positively correlated with household size. There are prenounced
regional differences in poverty rates, reflecting only in part differential levels of
urbanization and reliance on agriculture for income. The poverty headcount ranges
from 3.5% in Metro Manila to 87.5% in Sulu province in ARMM.

There has been some concern that inequalities have been widening in the Philip-
pines in recent years. Average living standards are significantly higher {twice) and
poverty levels are significantly lower in urban areas {1/3).

RuraL HeaH

A recent draft report by Department of Health (DOH) concludes that overalt healthcare
provision is inadequate for the needs of the country. According to DOH report, 10%
of the doctors, dentists and pharmacists, 20% of nurses and medical technicians,
and 35% of nurses practice in rural areas in the Philippines, where the vast majority
of the poor live. While there are negligible rural-urban differences in infant mortal-
ity among the poor, the poorest in rural areas experience higher child mortality.

Rurat Epucation

Education standards are fairly high. Of the population over 15, 90% are literate. In
1990 some 99% of children of the relevant age were enrolled in primary and 73%
in secondary schools. There is a fairly high level of tertiary education: 27% of the
relevant group were enrolled in 1990. This national figure also conceals the familiar
disparity between Manila and the poorer provinces: in the former, nearly 100%
complete their primary education; in the latter, only around 30% do so. The percent-
age who are functionally literate is slightly higher for women {74%) than for men
{72.9%). Women in the urban areas have higher functional literacy rates than rural
women {83.9% Vs 66.8%).

RURAL INFRASTRUCTURE

Although average road density is comparatively high, at 2.35 km per 1,000 peo-
ple, there is a very wide disparity between regions, the NCR having the highest
density and parts of Mindanao the lowest. Less than half the network is all-weather;
only 17% of all roads are paved with concrete or asphalt.

Lanp AREA: 300,176 sq km, of which 53% is classified as forest {although only 21%
is under forest cover) and 34% is under agricultural cultivation
Population: 76.37m {average for first half of 1999: official estimate)

Main Towns: Poputaion IN ‘000, 1995
Metropolitan Manila {National Capital Region) 9,454

of which:
Manila {capital) 1,655  Pasig 471
Quezon City 1,989  Valenzuela 437
Kalookan 1,023  las Pifas 413
Makati 484  Pasay 368
Davao 1,007
Cebu 662
Zamboanga 5N
Cagayan de Oro 428
Bacolo 402
lloilo 335
'GDP AND SecToRAL GROWTH, % P.A. .
1980-90 1990-98 1998 1999
Agricultural 1.0 1.5 -6.6 8.6
Industry 0.9 3.6 -1.9 0.5
Services 2.8 3.8 3.5 3.9
GDP 1.0 3.3 -0.5 3.2

) -
[T S

LANGUAGES : Tagalog, English, and Spanish; many local
dialects

THE AGRICULTURAL SECTOR

Although the Philippines produces a wide range of crops
and exports, many of them in significant quantities, agri-
culture is dominated by rice and coconuts.

Forestry: Continuous resource depletion has resulted in a
continuous decline in forestry production since the early
1970s. The sector accounted for under 0.5% of GDP in
the early 1990s but as litfle as 0.06% in 1997, when total
export earnings from forestry products were only $45
million, compared with $261 million nine years earlier.

Fishing: Fishing is an important sector, contributing
around 3 times as much as mining to GDP, employing
some 1.8 million people, and providing an important
and growing source of foreign earnings. Sustenance
fishing registered a decline of 171,000 tons from 1992-
97 which reflects overfishing of inshore waters.

Indiceriors 1993 1997
Mortality raté 0l ,Ood) Eirth 40 35
Life expectancy (yrs) 65/a 48
Access to safe water % 83 83
Access to safe water {R)% 68k 81
Access to safe water {U)% 81 91
Access to sanitation % 72 77
Access to sanitation {R)% 66 64
Access to sanitation {R}% 76° 88

e 1990, (R} Rural

t 1988, (U} Urban
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lem contributing to pervasive rural
s natural re-
sources, particularly in the uplands and coastal areas
where the majority of the absolute poor live. This group
includes indigenous peoples, upland farmers. Landless
farm workers, and artisanal {isherfolk. Kev issues in-
clude: old growth forests, the
been reduced from about 10 million ha in 1950 o about

destruction of which have

0.8 million ha in 2000; low-input shifling agriculture
which has severely degraded the uplands: and rampant
illegal overfishing, destruction of coral ree fs {only about
5 percent of the reefs vielding 10-15 percent of fish pro-
duction are in excellent condition), and degradation of
mangrove areas.

Rural development and poverty alleviation are top
priorities of the government of the Philippines {(GOP),
as reflected in its Medivm Term Philippine Development
Plan (1999-2004). Acceleraling environmentally sustain-
able rural development is also a core element of the

Bank's Philippines Country Assistance Strategy (issued
in Mayv 1999 and reconfirmed in an ongoing
review of the CAS). Two recent Bank sector reports dis-
cuss the pertinent issues a nd strategies ("Promoting Eq-
uitable Rural-Growth”, May 1993, and “RD, NRM
Trends, Strategy Implementation and erformance Indi-
cator System”, May 2000). The Bank has been working
closely with the GOP and with other donors to address
the obstacles which have hindered agricultural sector
growth and progress in reducing rural poverty. Bank

> mid-term

o

assistance is directed to removing four constraints: {a)
low agricultural growth; (b) the low amounts and im-
pactof public and private investments, with limited par-
ticipation of, and benefits to, marginalized groups; (c)
unsustainable natural resource use; and (d) fragmented
institutional roles and weak capacities. In line with the
thrust of the CAS, about one third of the Bank’s lending
portfolio in the Philippines supports kev elements of the
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covernment has adopted increasingly sound sector p noli-
cies, it has an uneven track record on implementation.
%gmr\iin;i" the Bank is placing emphasis on removing
ke v distortions and thus cn.\.D‘mx,‘ the sector to be more
l’x ent. more competitive an d more dx‘ € r\meu Com-
ponents of Bank assistance {(most v the torm of

nenlending assistances include:

Grain Sector Reform. Drice and marketing distortions
still affect basic food commodities (rice, corn, and
sugart. The ADD is supporting a policv-based Grain
Sector Development Project while the Bank {in a sec-
ondary rele to ADB) is working on the formulation
and implementation of re levant pelicy reforms, such
as reduction of tariff levels and restructuring of the

National Food Authority.

Land Reform. The Bank carried out a sector study of ru-
rat and urban land policies and instifutional issues that
fed to the formulation of a LIL as part of a land and man-
agement program to provide secure tenure rights to vul-

C‘

nerabie groups. The Bank is alse helping the GOP to imple-
ment its lagging land reform program by supporting a fea-
sibility study for implementing several Land Reform pi-
lots and parallel Land Reform policy research work.

Rural Finance Reforms. Tre Bank continues to provide

policy advice on rural finance, especially given the di-
vergence between the e GOP’s national credit policies (such
as Executive Qrder 138) and their implementation (in the
name of assisting the rural poor). Bank assislance in this
area will continue, given the need to enhance the impact
of two ongoing rural finance projects (RF [l and HI) be-
ing implemented by the Land Bank of the Philippines.

Budgetary Reforms. There is a large divergence between
stated RD/NRM strategies and actual budgetary
prioritization, reflecting deeper weaknesses in the
government's budgetary processes. The Bank is support-
ing an interagency initiative to operationalize an im-
proved performance indicator system that links budget-
ary allocations to sector and agency performance.



Natural Resource Management Reforms. ¥

were IS incen-

sistenov bebween the GOP's resource manacement peli-
; £

cles and its practices. The Baak is using both dialegue

and lending to help establish a consistent forest man-

t
agement policy {¢ ¢.. CERMDP), protected area manage-

ment policy and user charges {e.g., Coordinating Co
cil of the Philippines Assistance Uregram -CPPAD) and
sound institutional arrangements for river pasin and
watershed management e g WRDP and proposed River

Basin and W/ S Management Proiect).

Expanding Access of the Rural Poor to Productive Asscts,

The GOP has been carrving out a major land reform pro-

gramand retorming its rural finance policies to enable more
smaltholders, the landiess, and other marginalized groups
to obtain access to land, but progress is sfow. The Bank’s

assistance inchudes support for the following:

Agrarian Reform. The Bank has been supporting small-
holder preductivity gains and income increases by ti-
nancing the provision of essential rural infrastructure and
supportservices {e.g.. ARCIDPI). Our assistance is being
shaped into a more integrated and strategic approach to
expediting the lagging land reform program by support-
ing community and market-driven approaches to reform.

Land Administration and Management. Earlier sector
work led to an initial pilot project (LAMP/LIL) to expe-
dite the issuance of secure land titles for marginal groups
inurban and rural areas by streamlining the institutional
framework.

Rural Finance. The Bank's current support in this area
(v.g.. RF Il and 1) is constrained by the GOP’s deficient
implementation of sound rural finance policies, result-
ing in noncompliance with the projects’ financial cov-
enants. Efforts will be made to address the policy and
institutional constraints to implementing sustainable
microfinance interventions that will expand the access
of marginalized groups to credit

Promotion of Targeted and Community-Driven
Programs. Virtually all of the ongoing and proposed
Bank-financed projects in the rural sector use commu-
nitv-based approaches. The Bank is laving the ground-
work for expanding its assistance to Mindanao through
support for a multisectoral rehabilitation program as part
of postcontlict assistance. The Bank’s rural sector team
is assisting the GOP in the planning process by support-
ing a social assessment in Mindanao. The priority com-
ponents include:

Expanded Rural Infrastructure, Several projects will
provide key infrastructure, especiatly farm-to-market
roads (ARCDP, MRDP) and irrigation water supply
(e.g., IOSP II, WRDDP, MRDP). Support of social infra-

e T - Siv.~ 3 b (N S T A -
rructure such as oducation and healtn facilities, is

»a soctal fund project in Mindanao, Maost

are cost-sharing arrangements. v

cperativn and maintenance responsibilities fodged
with focal governments and communities. A proposed
APL for river-basin and watershed management
would implementan integrated river-basinapproach

to water resources management.

Euhanced Smallholder Productivity. Several projects are
prometing smailholder productivity and diversitication
by wav of improved agricultural technologies, stronger
research and extension activities, and private sector-
driven market linkages (0.0, MRDP ARCDP 1.

Enlunrced Natural Resvurce Management. Better man-
agement of natural resources will have a long-term im-
pacton rural incomes, and the livelihood components of
the projects mentioned below will contribute to higher
incomes in the short to medium terms thereby easing
pressure on the natural resource base. The GEF-financed
Protected Areas Project (CPPAP) is supperting an inno-
vative partnership of NGOs, the Department of Envi-

ronment and Natural Resources, and local communiiies
to establish protected-arca management zones and in-
struments. The implementation experiences of the ENR-
SECAL and the CPPAP are providing the basis for this
work. The Bank’s ongoing support for the initial phase
of a community-based resource management program
(CBRADP) will enable rural communities to design and
implement priority subprojects.

Strengthening Institutional Arrangements and Ca-
pacities, The Bank is using both nonlending and lend-
ing assistance to promote urgently needed institutional
reforms and to strengthen the implementation capaci-
ties of participating agencies and partners. Key compo-
nents include support for:

Performunce Indicator System, The Bank is supporting
the GOI's ongoing effort to operationalize a performance
indicator svslem tor the rural sector. The systerm would
help to formulate, implement and monitor an appropri-
ale mix of interventions that would result in rural pov-
ertv reduction. Other donors (¢ g., GTZ) are being mobi-
lized to provide technical assistance for this work.

Capacity Building. All Bank rural development projects
include capacitv-building assistance for participating
agencies and stakeholder groups (NGAs, local govern-

nent, community organizations, cooperatives), mostly
in the form of in-service training. Coordination with other
ongoing capacity-building programs is necessary to mini-
mize overlap and help create synergv.

Institutional Roles. All ongoing and proposed Bank-fi-
nanced projects will help to intensify decentralization of

(%)
<




authority by giving expanded planning and implemen-
tation responsibilities to local governments, and by im-
proved cost-sharing arrangements. This strategy will
empower commuinities to become integrators of program
implementation, at the local level, while national agen-
cies shift their role to one of providing technical advi-
sory services.

Areas of Emphasis of Other Donors

Alarge number of donor agencies including ADB, UNDP,
FAOQ, EU, IFAD, AusAID, CIDA, |BIC, USAID, Sweden,
and the Netherlands are providing rural sector assistance
to the Philippines. There is active dialogue and exchange
of information, with regular exchanges on areas of spe-
cial attention {e.g., agrarian reform, Mindanao). Most of
the donors intend to provide of targeted assistance to
marginalized groups, with increasing emphasis on com-
munity-driven projects. Most donors support the GOP's
Agrarian Reform Communities Program.

_ Financial assistance to the GOP for rural develop-
ment is provided mainly by the World Bank, the ADB,
and Japan (about 95 percent of total ODA to the Philip-
pines over the past three years). JBIC and ADB place
major emphasis on financing rural infrastructure (espe-
cially irrigation and rural roads). The UNDP is giving
special emphasis to post conflict capacity-building in
Mindanao, as in Canada’s CIDA. USAID is providing
technical assistance to promote private sector investment
in Mindanao, expand NGO/community roles in natural
resource management, and improve local government
governance. The GOP’s budgetary constraints (which are
expected to become more apparent over the next two
years), weak implementation capacity, and constraints
on donor administrative budgets will reinforce the need
for donor collaboration and complementarity.

Lessons Learned
Implementation of the Bank’s assistance program in the
Philippine rural sector has produced the following lessons.
» Intensify efforts to design and implement projects
(including small-scale rural infrastructure) that
give priority to community-driven approaches to
poverty reduction.
¢ Community-driven delivery mechanisms need to
be worked out, and fine-tuned according to imple-
mentation experience. Sustainable arrangements
and results do not occur overnight, and proactive
approaches need to be taken to strengthen the ca-
pacity of local government units (LGUs) and ru-
ral communities to take the lead in rural develop-
ment. This also implies changing the role of na-
tional government agencies from front-line
implementers to providers of technical support;
this will require a change in the mindset of na-
tional agency management and staff.
* Appropriate mechanisms for channeling funds to
LGUs and rural communities are vital to ensure

38

timely and efficient implementation.
* There is need for a consistent approach to rural

development issues by government agencies.
¢ While the Municipal Development Fund Office
(MDFOQ) provides a possible mechanism for more
orderly funding of devolution, there is a lack of
clear strategic vision on the links with NGAs.
Hence, there is an urgent need for the GOP to
clarify this strategic mechanism. Cost-sharing be-
tween national government agencies, LGUs and
rural communities will play a key role in ensur-
ing local ownership and sustainability.
Most of the projects that include activities to ex-
pand access to rural financing are experiencing
implementation difficulties. Some of the underly-
ing constraints involve the need for a sound policy
environment for rural finance (¢.g., full and effec-
tive implementation of EO 138, including
nonsubsidized interest rates, the phasing-out of
directed credit programs, suitable and credit in-
surance schemes, and a level playing field among
financial intermediaries. One approach would be
to use Bank projects to facilitate improved access
to rural finance rather than provide finance di-
rectly by strengthening the ability of financial in-
termediaries, farmer organizations, and other bor-
rowers to prepare bankable projects.
Some infrastructure components targeted to the
poor should be financed through grants rather
than requiring cost recovery by means of an elabo-
rate credit recovery system. Social and economic
infrastructure, if “owned” by rural communities,
is a valuable source of employment and can help
trigger other self-reliant strategies by local com-
munities. (In certain cases, through credit recov-
ery in-kind managed by a suitable local institu-
tion might be a preferable approach).
Projects that rely on interagency coordination usu-
ally experience great difficulties, but avoiding in-
teragency coordination is not a panacea because
many rural development issues require effective
interagency activities.

LGU capacities need to be strengthened so that
they are a more effective in assuming devolution
responsibilities and coordinating inputs from
NGAs, NGOs, and other service providers.
Interagency coordination committees play an im-
portant role in resolving bottlenecks. Senior rep-
resentation on the committees and continuity in
agency representation are vital. Agency manage-
ment should provide clear signals to staff and rec-
ognition for good performance by staff.

Table 5 outlines major achievements and operational

lessons of the Philippines CAS.

Internal Operational Issues
Implementation of Bank’s projects raises a number of is-




sues which need attention during the course of updating
our assistance strategies and activities for the Philippines.

1.

r

(0%

The Bank’s safeguard policies have implications

regarding approaches to key issues. Given their
interpretation by the Bank’s elaborate internal re-
view system, it is possible that the safeguard poli-
cies are having the unintended effect of causing
Bank staff to avoid tough strategic issues.

. Budgetary cutbacks and other Bank constraints

may severely limit funding for nonlending assis-
tance, policy dialogue, and the Bank’s catalvtic
role in supporting strategic reforms.

. There is still scope for maximizing the potential

benefits of the Bank’s decentralization strategy
in terms of providing more proactive assistance
to clients and in scaling down operational costs
for portiolio management, pipeline develop-
ment, and nonlending sector work. Such a de-
centralization strategy is linked to improved use
of local skills and relevant cross-country prac-
tices on strategic issues, such as land reform.

. There appear to be weak linkages and interac-

tions between sector/strategy /nonlending work
and portfolio management, pipeline develop-
ment, and lending activities. These linkages need
to be strengthened.

RS T
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Table 5: Progress on Key Philippines CAS Themes

R AT B ST B

Key Themes

(show link with CAS strategic objectives)

Main Achievements

Lessons Learned

Capacity Building

MRDP: efforts focused on synchronizing
and integrating local and national rural
development planning and budgeting
processes; enhancing LGU and commu-
nity capacities on local planning and re-
source allocation skills, rural contract
management and implementation.
CBRM: enhancing LGU capabilities in
preparing and implementing NRM sub-
projects, utilizing community-based ap-
proach; improving NRM technical skills
of LGUs by facilitating effective techni-
cal assistance service delivery from
DENR, DA /BFAR, to LGUs and commu-
nities /beneficiaries.

CPPAP: enhancing capabilities of com-
munities on institutionalizing local pro-
tected area management. Boards and of
major local stakeholders on protected area
planning and management

SZOPAD Social Fund: enhancing capabili-
ties of communities on planning, contract-
ing and implementing priority subprojects.
ARCDP: enhancing capabilities of commu-
nities and farmer groups on resource
prioritization in support of agrarian reform.

Capacity building efforts need to be
institutionalized if sustainable out-
comes and impacts are to be achieved
from such investments.

Learning-by-doing approaches are
more suitable modes for capacity
building.

Capacity building efforts which are
clearly linked to specific work-related
outputs or local investments are more
effective than stand-alone capacity-
building efforts.

i

Transparency

CBRM: Use of community billboards to
indicate subproject costs, descriptions,
and other details.

CPPAP: Inclusion of all stakeholders
(from the private and public sectors) in
the PAMBs. '

MRDP: Mandatory inclusion of women
and indigenous peoples in multisectoral
committees that decide on local sub-
project prioritization.

SZOPAD: Use of billboards, internal and
external supervisors, and beneficiary
groups for contract supervision; took pre-
ventive actions to minimize corruption
opportunities.

Communities are the most effective
and vigilant monitors against corrup-
tion and abuse, provided that they
have adequate information and are
engaged in the whole process of
project identification, preparation,
and design.

39



Key Themes

Main Achievements
{show link with CAS strategic objectives)

Lessons Learned

Monitering and Evaluation

¢ MTPDP Performance Indicator {PI Svstene Con-
duct of several workshops amoeny various stake-
holders to assist in institutionalizing a P system
which will menitor status of implementation ot pri-
ority RD/NRM strategies.

¢ MRDP: Completion of collection ot baseline data
for all vear one subprojects before actual com-
mencement of implementation: established M&E
systems at all fevels of participating LGUs; pilot-
testing of project MIS at the provincial and mu-
nicipal fevels.

o CBRM: Issuance of guidelines for collection ot sub-
project baseline data; ongoing etfforts on establish-
ing the project M&E system and MIS,

» CPPAP: Drasting of Terms of Reterence (TORs) for
project impact assessment.

» ARCDP: Dratting of TORs and arrangements tor
project impact assessment, commencement of as-
sessment by fourth quarter of 2000

e SZOPAD: Preparation of TORs and arrangements
for project impact assessment.

Planners and budget ofticers need fo
e tully engaged in identifying and pri-
oritizing Pl svstem indicators.

Communities and LGUs are the best
sources of indicators by which project

anpacts can be gauged.
o &

LGUs are capable of generating reliable
baseline data aslong as they have been
pronaded with simple and focally ap-
propriate fools and on-the-job tramning.

Arrangements for independentimpact
assessments  need to be started carly
on {during design and implementation
stagesy to ensure collection of all re-
quired information.

Effectiveness of Partnerships
with NGOs and Donors

With NGOs:

» SZOPAD: Monitoring of first batch of completed
subprojects as Bank’s “external monitors; partici-
pation in mid-term review and supervision mis-
sion (focusing on participation and O&M); mem-
bership on the executive committec.

e MRDP: Social Assessment conducted in five (3)
provinces; engagement of local NGQs to assist
LGUs in community mobilization activities in re-
lation to CFAD component.

e LAMD: Social assessment carried out.

* CBRM: Technical assistance to LGUs on subproject
proposal preparation; resource speakers on vari-
ous LGU capacity enhancement activitios.

¢ CPPAP: Membership on the executive commitiee
and PAMB; involvement in implementation of
project.

¢ WRDP: Membership on watershed Management
Steering Committee; involvement as irrigators’ as-
sociations in construction/rehabilitation and Q&M
of irrigation systems.

o CIDP II: Involvement as irrigators” associations in
design, construction/rehabilitation, and O&M of
communal irrigation projects.

e IOSPIL: Involvement as irrigators” associations in
construction/rehabilitation and O&M of irrigation
systems.

¢ RFIII Financial intermediaries for Grameen Bank
replication.

e ARCDP: Involvement in farm systems develop-
ment (FSD) plan formulation; provision of techni-
cal assistance on community organizing, enterprise
development, savings mobilization, and credit.

With Donors:

* LAMP: AusAID provided technical assistance for
the project preparation activities; “bridging techni-
cal assistance” provided to ensure no gap in project
implementation during delay in AusAID approval.

o ARCDP: Collaborated with donors on assessment
of Comprehemsive Land Reform Program (CARP)
implementation.

With NGOs:

.

Engagement of locally-based NGOs/
Peoples Qrganizations (POs) have pro-
duced better and faster results because
of their familiarity with beneficiary-
groups and the situation of project
sites.

NGOs have varying capacity and level
of experience. In this the Bank should
be very careful in assessing the
strengths and weaknesses of these
groups and engage them in areas/as-
pects where they have comparative
advantage.

Most NGOs not familiar with Bank's
guidelines, policies, and procedures.
Including them in selected capacity en-
hancement aclivities may lead to bet-
ter partnerships and collaboration.
Use of NGOs is not always a cheap
way to go. However, they have their
own comparative advantages—able to
reach greater number of the population
in remote arcas and able to raise aware-
ness and mobilize support of primary
stakeholders.

With Donors:
» Collaborating with other donors pro-

vides opportunity for maximization of
resources.

Partnership in specific activities pro-
duces better results and consistency in
dealing with the government.
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NaTturAL RESOURCE MANAGEMENT

Mongolia is o lendlocked and mountainous country, located in the northern part of
the central Asia plateau. Mongelia's 1.6m sq. km land area includes mountain,
forest, steppe and semi-desert regions. The country is mineral rich, with significant
oil reserves and deposits of other cres. Most of the country is designated pasture
land, where camels, horses, cattle, sheep, and goats are reared. Over 40% of the
territory lies above the country’s average altitude of 1,580 m and 80% abeve 1,000
m. Mongolia has an extremely severe continental climate which is the major con-
| straint to agricultural production. Land qualify is limited by desertification, which

 affects 30% of pasture, and by overgrazing, especially by goats

; Rurat Epucanion
Under communism, both education and health were fully funded by the state. Hence,

Mongolia has a pool of highly literate and well-educated people. Now education is
provided by both the state and the private sector. The proportion of the state budget
spent on education fell from 16.2% in 1994 to 14.7% in 1998, and rural education
services have been particularly hard hit.

i RURAL INFRASTRUCTURE

The most crucial fransportation link is the Ulaarbaatar Railway, which moves freight

. and passengers into Russia, China and beyond. It serves the three largest industrial

conurbations, Ulaanbaatar, Darkhan, and Erdenet. Transport within the country is
limited by a poor road network, of which only 1,471 km was paved in 1994, by
limited supplies of imported fuel, and by a national air carrier, MIAT. Roads, bridges,
and airport and railway facilities have been refurbished and new ones constructed,
mainly with external aid.

Profite ofF THE RuraL Poor

During the initial period of transition to a more market-oriented economy, poverty
was never a problem in the society. According to the 1995 Living Standard Meas-
urement Survey, poverty, which had been unknown for decades, suddenly became a
serious problem with 35-36% of the population living below the poverty line in

the major obstacle for human development in Mongolia.

land area: 1,566,500 sq km
Population: 2.38m (January 5th 2000)

Main towns: Population in ‘000 (1999}

Uleanbaotar (capital) 773,700
Darkhan 84,800
Erdenet 73,900

Climate: Continental with extremes of temperature.
Weather in Ulcanbaatar {dltitude 1,350 metres): rainy
season, June-August; mean winter temperature, -20 C;
mean summer temperature, 15 C but with wide dcily
fluctuations

Language: Mongolian

Gross domestic produdt, {% real change)

1996 1997 1998
GDP 2.4 3.3 3.5
Agriculture 10.0 4.8 3.0
Industry 1.2 1.8 49
Finance -16.9 1.3 4.8

AGRICULTURAL SECTOR

Agriculture, dominated by the livestock sector, remains
an important sector of the economy. It contributes about
35% of the GDP and provides about 40% of total em-
ployment. Processing of agricultural raw materials ac-
counts for nearly 20% of national industrial output while
agricultural and agro-processed exports are an impor-
tant source of foreign exchange earnings. Animal hus-
bandry contributes 76% of the output of the sector and
provides livelihoods for 153,000 households. Crop farm-
ing is of much less importance, being constrained by the
severe climate which often permits only o 90-day grow-

" ing season and frequently results in unfavorable weather

conditions during the cereal harvest.

| 1995. The negative impact of poverty on social development became an impertant
issue, creating illiteracy, lowering access to health services, and generally becoming

Poverty INDICATORS IN MONGOUA

Head count Depth Index
index (%} (%) Severity Index
1995 1998 1995 1998 1995 1998
URBAN 38.5 39.4 12.2 13.9 57 7.1
RURAL 351 341 10.4 13.0 4.5 7.4
TOTAL 36.3 356 10.9 1.7 4.8 56

Rurat Heat

By 1998 infant mortality had fallen to 35.3 per 1,000
live births from 64.4 in 1990, and the overall death
rate from 8.5 to 7.5 per 1,000 people per year. Gov-
ernment spending on health was cut after 1991. Ru-
ral health services declined and the poor cannot af-
ford health insurance. Reforms are in progress to pro-
vide more primary care and preventive medicine, and
better distribution of health workers. In a country of
sparse population, adequate transportation is impor-
tant for ensuring effective emergency services. At
presents sums have no ambulances and 70 sums are

i not able to use the vehicles they have because of lack
. of spare parts. Because of this emergency services

are delayed or unavailable and the system of pre-
ventive check-ups by mobile doctors have been halted.
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Table 7: Key Indicators for Rural Mongolia, 1940-1999

1940

1960 1990 1999

Rural population (%) n.a. 49 43 11
Urban population (%) n.a. 33 57 57
Capital city population (%) n.a. 18 27 32

Agriculture as share of national economy (%) 60

42
o
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o

Livestock as share of agricultural output (%) 99

44

Sources: Statistical Office of Mongolia, 1991; National Statistical Office of Mongolia, 2000.
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Rising Viluerability to Risk. Although the hive-
stock secter’s importance rose in the 1950s, this was
accompanied by rising herder vulnerability to risk,
This shift was caused by several factors: a decline in
state supportduring sweather-related emergencies {in-
cluding both drought and harsh winter conditions,

referred to in Mongolia asdzud); a decline in the herd-
ing infrastructure (¢ g., wells for w atering livestocky;
adeclinein .nuder kmp production: a relative decline
in livestock mobility; and a rise in herd congestion
on pastures near urban markets. All these, in turn,
caused a rise in the level of conflict over pasture land.
Almost overnight, responsibility for risk manazement
was transferred from the state to individual herders,
many of whom {particularly poorer herders and new-
comers to hcrdxv‘m were ill-equipped to assume it. The
harsh winters of 1999-2000 and 2000-2001, both of
which were preceded by drought, led to seme of the
most severe Jzud conditions in living memory and
livestock mortality of 107,

Rising Poverty. Poverty in general, and rural pov-
erty in particular, became a central issue in national poli-
tics in the 1990s. While market reforms spurred a thriv-
ing formal and informal economy in Ulaanbaatar, where
a third to a half of the naticnal population of 2.4 million
lives, there was chronic underinvestment in rural areas
and smaller urban centers, which became “poverty
traps”. Official data showed that a third of the popula-
tion was living below the poverty line in 19953, whereas
poverty had officially been absent at the beginning of
the 1990s. The poverty headcount has remained at
around a third of the total population, while inequality
in income and assets has worsened. A participatory pov-
erty assessment conducted by the Bank in 2000 helped
shed light on changing livelihood profiles, and the im-
portance of geographical location in a country charac-
terized by vast distances and extremely low rural popu-
lation density.

Areas of Strategic Emphasis for the Bank. The goals
of the most recent CAS (January 1998) are to support the
government in completing the transition to a market-led
economy, to improve living standards, and to reduce
poverty. The CAS adopts a four-pronged approach: (1)
support macroeconomic stabilization; (2) facilitate pri-
vate sector development and associated employment and
income-generation opportunities; (3) develop infrastruc-

ture to sup D(:rt private-sector growth and market devel-

op ment; and b promoete equity indevelopment through
direct povert. —tc r;zt ed assistance to the most vulnerable.

L rural dc\;empment nas come into clearer

JCUS as an important means to achieve poverty reduc-
he Bank's rural strategy has shifted from narrowly
wellarist measures toward alternative means of promot-
ing secure and sustainable livelthoods. The next
Mongelia CAS, now in preparation, is likelv to empha-
size the strengthening of pastoral risk management and

the importance of rural as well as urban develepment.

Specific Actions. The Bank's rural strategy has 'mA
volved, considerable eifort to improve ifs understn
ing of peverty wid fiveliood dynamics in Mong@lis, in-
cluding an understanding of ruml—urban linkages, the
lessons to be learned from the National Poverty Alle-
viation Program, how te bring the perspectives of
poor urban and rural people to bear on national polic
formulation, and policy aptions in land reform. Three
prioritv areas for long-lerm operational support have
been selected: (a) deveiopment of a strategv for pas-
toral risk management (including pilot-testing of
group-based approaches to land tenure and manage-
ment, livestock marketing, and pastoral conflict man-
agement}; (b) instituticnal innovation in the field of
rural microfinance services (supporting the outreach
of savings, loans, and micro-insurance services in ru-
ral areas through diverse, locally appropriate mecha-
nisms); and (¢) long-term support for decentralization
through creation of community-driven mechanisms
for prioritizing, selecting, cofinancing, and executing
investments in small-scale infrastructure and social

services.

Bank Instruments to be Used for Delivering Support
The current strategy is being implemented through a
combination of lending and non-lending services. An
intensive learning Implementation Completion Report
(ICR) (ILI) is being carried out for an IDA credit, which
closed December 2000, to alleviate poverty among vul-
nerable groups.

The findings of this ILI are also being used to pre-
pare of a long-term APL that will contribute to fostering
secure and sustainable livelihoods. The APL will focus
on pastoral risk management, rural microfinance ser-
vices, and community-driven infrastructure investment.
The implementation of land law and policy will be ad-
dressed in conjunction with operational work to support
pastoral risk management, with a particular emphasis
on wavs to strengthen community-based pasture land
tenure and management. Depending on local interest,
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parallel operational activities may focus on promoting
public access to informaticn about the rights, responsi-
bilities, and management options open to of land users
under the land law.

Expected Outcomes

The expected outcomes of this strategy are: (i) a coordi-
nated and sustainable strategy for pastoral risk manage-
ment; (ii) microfinance and insurance services serving
poor households; and (iii) investments in community-
level infrastructure that combine transparent, formula-
driven central resource allocation with a high level of

Performance Indicators

Indicators for monitoring progress towards these out-
comes will include indicators of economic perfor-
mance (increases in per capita income and household
asset status in project areas, increases both livestock-
related and “off-herd” investments by individual
households in project areas, and a declining propor-
tion of households in project areas having to dispose
of assets at low prices or borrow at high rates of in-
terest); community members’ assessments of the lo-
cal infrastructure, using community “scorecards”;
and policy and legislative retorms that scale up

local participation.

project-level innovations to the national level.

Table 8: Strategic Actions to Support Rural Development in Mongolia

Goals and objectives of
rural development

Components and
preconditions

Policy and institutional
matrix

Bank instruments and
supporting action

Overall goal

A national anti-poverty

strategy developed and

adopted to contribute to

the achievement of secure

and sustainable livelihoods
for the entire population

Specific objectives

Enhanced capabilities of
poor households and indi-
viduals in rural areas and
smaller urban settlements
to manage risk; build up
income-generating assets;
and participate in creation
and maintenance of com-
munity-level infrastructure
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1. A coordinated and sus-
tainable strategy for pasto-
ral risk management

2. Microfinance and insur-
ance services available to
poor households to build
assets and smooth con-
sumption on a sustainable
basis

3. Appropriate fiscal de-
centralization; invest-
ments in community-
level infrastructure made
with high degree of local
participation

1. Establishment of moni-
toring unit in cabinet or
prime minister’s office

2. Strengthening of admin-
istrative and fiscal decen-
tralization to subnational
and local governments

3. Pilot-testing of institu-
tional innovations at
community level (¢.g,
group-based approaches
to land tenure, livestock
marketing, pastoral con-
flict management,.sav-
ings and loans groups)

4. Amendments to land
policy legislation to facili-
tate transferability of land
rights

1. AAA to deepen under-
standing of poverty and
livelihood dynamics, in-
cluding urban-rural link-
ages

2. Evaluation of lessons
learned from National
Poverty Alleviation Pro-
gram

3. Long-term, phased APL
to foster secure and sus-
tainable livelihoods, fo-
cusing on pastoral risk
management, rural micro-
finance services, and de-
centralized community
investment funds

4. Possible operational
support for land law
implementation, with fo-
cus on promoting “legal
literacy”.



Prorie oF THE RuraL Poor

Over 80% of the population live in rural areas. Approximately 96% of the
rural population either have land use rights or free access to land. However,
the availability of lowland is iimired while the upland has increasingly dete-
riorated in quality. About 3/4 of the population have access to dry land
only, 6% cultivated irrigated land, 13% cultivated dry and irrigated land,
while 6% are not involved in agriculture.

More than 80% of the labor force are farmers. The grewing number of rural mi-
grants to Vientiane means there is no shortage of unskilled labour. Rural-urban
migration is o growing trend which will need to be considered

RuRAL INFRASTRUCTURE

Rural infrastructure in Laos has remained largely underdeveleped. Many of the
country’s villages and some districts lack access to the main road network; less
than 50% of the population have access to safe drinking water and only about
13,000 ha of land is irrigated annually during the dry season. The total length cf
the road network is approximately 14,700 km, of which 28% are classified as
national roads, 39% as provincial roads, and 33% as local and district roads.
While the underdevelopment of rural roads is a countrywide problem, it is more
severe in the mountainous rorthern provinces of Phongso?y, Oudomsoy, Luang
Prabang, Xayabury, and Huaphanh.

RuraL Epucarion

The poor qudlity of the education system is a further constraint on Laos’s develop-
ment prospects. According to government figures cited by the World Bank in 1999,
only 57% of the adult population is litercte, and this figure is much lower for
women in the rural areas. Laos suffers from a shortage of schools, a lack of text-
books, poorly qualified teachers, and low school enrolment and completion levels.

NaTURAL RESOURCE MANAGEMENT

The country’s most valuable natural resources are its forests and rivers; the latter
have considerable potential for generating hydroelectric power. However, there
are concerns over the sustainability of the exploitation of the forests, and not just
because of the logging industry; hydroelectric facilities and slash-and-burn agri-
culture involve deforestation too. Laos is endowed with a wide range of mineral

deposits, the most important of which are tin, lead, gravel, gypsum, and salt, |

although there are also small deposits of codl, iren ore, gold, and cil and gas.

Gross Domestic Probuct (% REAL CHANGE)

1999 Annual average 1995-1999
GDP 7.3 6.4
Agriculture 8.2 4.8
industry 7.9 11.1
Services 6.9 7.7

THE AGRICULTURAL SECTOR

The agricultural sector is the backbone of the Lao economy, providing more than
50% of output [at current prices) and employing the majority of the labor force.
Like many former centrally planned economies, the agricultural sector in Laos is
grappling with a history of chronic underinvestment and, to a lesser extent, the
legacy of collectivization. Mest agricultural fand is used for rice, which is still the
largest single crop. Timber and wood products have historically been the most
important sources of export earnings, although restrictions on logging imposed in
1993 and the emergence of new products such as coffee mean that they are no
longer the mainstay.
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Rurat Heat

The health of the Lao people are among the worst in
the world. Malaria is the most serious public health
problem in Lao, yet until recently, prevention has been
serious|y underfunded. Malaria is said to be a major
health problem in 87% of Lao villages.

Health Conditions { per ‘000 FY97

IMR* USMR*
Rural 136 200
Urban 52 76
well off 82 108
Poor 148 250
Lowlanders 15 161
Highlanders 147 230

IMR= Infant mortality rate
USMR= under five mortality

Basic para—Laos 2000/2001
Lond area: 234,800 sq km
Population: 5.1m [mid-1999, officicl estimate)

Main towns: Population of province in which main
town is situated, in ‘000, mid- 1999

Vientiane (capital) 319
Vientiane (municipclity) 583
Savannakhet 748
Champasak 558
Luang Prabang 406




he Lao People’s Democratic Repubhic, with a pre-
dominantly agricultural and rural economy’ is one
of the poorest and least developed countries in East
Asia. Per capita income was around US4

) per an-
num in 1997, and poverty incidence -Nag 1997 798
data) was 39 percent. Over 90 percent of ¢
live in farming heouseholds. Social indicators in Lao
PDR (life expectancy, infant mortalitv, ad

he rurai poor

ult itliteracy,
female illiteracy, access to safe water, etc.] are among
the worst in the region.

While the share of agriculture in GDP has been de-

clining steadily over the past decade, it continues to be a

major sector of ihe Lao economy, contributing weli over
50 percent of GDP and providing empl
than 80 percent of the labor force. \Jukvltur-\ s declin-
ing share reflects increases in the manufacturing and ser-
vices sectors, particularly up to 1997, and slow growth
in the agricultural sector. Given its importance to the
economy, agriculture growth will be necessary for reat-
izing econemic growth and bringing about a reduction
in poverty. Severe institutional constraints and limited
human resources restrict the government’s capacity to
design and implement effective development policies
and programs. It seems fair to say that Lao PDR will need
several decades to respond effectively to the varied chal-
lenges faced in the agricultural sector.
During the 19580s the agricultural se
around 3.8 percent annually. In the 1990s,
rowth slowed to around 3 percent a year. (Sector growth
in 1997 was only 1.2 percent). Total cullivated area is
about 700,000 ha, of which rice accounts tor more than
80 percent. Only a small percentage of the area under
cultivation is irrigated. Characterized as an extensive but
low productivity sector, agriculture has been unable to
meet the needs of the growing population and while also
providing a reliable surplus for export and for process-
ing. Generally, the low output of Lao agriculture and the
low rural incomes that are its result stem from supply
and demand side factors: ineffective services to help
farmers upgrade production techniques, and inadequate

Y wnt o more

ctor grew at
however.

marketing opportunities.

About 80 percent of the country is forested {though
more than half is extremely degraded forest), and the
forest sector is extremely important to the economy, con-
tributing 7-10 percent of total GDP and 13-20 percent of
nonagricultural GDP. Forest exploitation is an important
activity in rural areas, and nontimber products provide
more than half of family income. The sector contributes
34 percent of total export value and an even higher pro-
portion of net foreign exchange. Much of the forest area
provides critical habitats for threatened and endangered
species. Forest resources, however, have not been man-
aged in a manner that will allow sustainable returns over
time and more careful stewardship is needed. Twoand a
half million hectares are designated as production for-
ests, but these are not mapped, criteria for their designa-
tion are not published, and logging is not confined to
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Strategic Issues

The kev issues faced by the agricultural or reflect the

’J;

stage of development of the averall Lac economy, and in

particular its human resources A"ufl“itilutmns ;‘-\_!tiumgh

the covernmentembarked ona pat y of economic retorms
over the past decade. there are importantissues that need
to be addressed. First, insutricient mstitutional and b

man resources capacity which limits the government's
abitity to design and implement eftective development
policies and programs. Second, inadeguacies in rural
infrastructure and services (particularly road access,
dry season irrigation, availabilite of agricultaral tech-
nologies,
other Rev inputs, and oxtension and research), con-

good quabity seed, planting materials and

strain sector growth. In addition, poor public expen-
i

some subsectors with potential compara

ture management has resulted in biases against
tive advan-

,.

tages, and a sound [ramework for sustainable natu-
ral resources management is lacking.

The economy also suffers from various distortions,
including the pursuit of self- sufficiency in the alloca-
tion of public resources; government involvement in sup-
plving inputs due to limited success in implementing
privatization policies; weaknesses in public expenditure
management, including investments inirrigation pumps
without adequate feasibilitv studies; limited access to
credit; and a subsidized interest rate structure.

The challenge in the forestry sector is to arrest the
deteriaration in the resource base. The key issue is that
the potential of the sector to contribute to overall growth
and poverly reduction in an environmentally sustainable
manner is being compromised by a weak regulatory
framework and poor enforcement. To address these is-
sues, it is important to focus on improving forest man-
agement and utilization. community participation in the
management of forests, and controlling illegal logging.
Strategic Role of the Bank
The Bank's limited program of ongoing projects in sup-
port of the agriculture and forestry sectors in Lao PDR,
represents a relatively small percentage of total public
investment in the sectors. [t has plaved a more substan-
tial role through sector work, much of it done in the sec-
ond half of the 1990s. Within the portfolio of 10 IDA-
supported projects is a land titling project that aims to
strengthen long-term economic and social development
through the creation of efficient land markets, and help
to provide a system of clear and enforceable land own-
ership rights and land valuation capacity. Also under-
way is a District Upland Development and Conserva-



tion Project to facititate the adoption of moere intensi-
fied agricultural practices in pilet areas while at the
same time conserving biodiversitv, A Forest Manage-
ment amd Conservation Project, that clused rece ‘l

2nt-

was designed to assist the government in implen
ing new forest resource m anagement svstems. An {CR
1s under prepe aration.

DA has becnmc mure involved with the agricul-
ture and forestry sectors recently, bul macroeccnomic
issues allow only limited possibilities for increasing
IDA involvement gquickly. An Agricultural Develop-
ment Project is seen as the tirst phase of a long-term
program that would support human resources and

Table 9: Matrix of Strategic Actions in Lao

nstitutional development at both the national and
1lif

crovincial fevels o improve the qu voof agricud-

tural »\.ppm tservices for small tarmers. This would
be closels linked to a program to improve rural in-
frastructure by establishing technical, financial, and
ecirnomic criteria for public sector investments and
providing suppert for decentralization.

AProduction Forestry Policy Review has been done
jointly with other kev donors. It we are successiul in
persuading the government to introduce changes in the
forest management regimes and obtaining the active en-
gagement of village communities. the pavoft in terms
of poverty reduciion could be substantial.

: Key Issue/Objective Current Status

Proposed Strategy/Action Bank Instruments

‘Rural development to | ¢ Largely rice based, non-diver-

reduce poverty, pro- sified rural production siruc-
. mote crop diversifica- ture with low productivity
_tion and limited use of improved
: inputs

* Extremely weak rescarch and
extension system, that is
poorly linked to communities
and their problems
[nsufficient community par-
ticipation in planning devel-
opment

* Distorted rural credit system;
lack of rural and microcredit

*Weak interpretation and
implementation of land poli-
cies; insecurity of land tenure

in rural areas

¢ Strengthen institutions and | #Policy Dialogue
closer linkage to provincesin | *Agricultural

supporting agricultural. de- Development
velopment Project
¢ Strengthen agriculture ser- | *Ongoing Land
vices - improved technical Titling Project
support for extension ser- | ¢Financial Sector
vices; better credit delivery Adjustment Op-
e Improved rural infrastruc- eration that will
ture, more sustainable irriga- tackle the issue of
tion development, with focus rural credit
on O&M * Possible Agricul-
* expanding land-titling pro- tural Services/
gram to rural areas RD project

e Stronger role for rural com-
munities in designing and
implementing programs

Manage forestry and | »Weak legal and regulatory

. other natural re- framework

1 sources in environ- | ®Absence of meaningful in-
* mentally sustainable stitutional arrangements for
¢ manner forest management and uti-
! lization

e Noncommercial allocation of
logging rights and loss of po-

tential revenues

E »Skewed incentives for sus-
tainable natural resources
management

¢ [llegal logging

* Define forestry sector strat- | e Policy dialogue in

egy the context of the
e Improve forest management Forestry Policy Re-
and utilization; strengthen view
regulatory apparatus s New Investment
¢ Increase reliance on market operation for the
mechanisms forestry sector,
* Expand community partici- possibl};' an APL
pation in management of ¢ Dialogue and re-
well-stocked forests lated actions on
* Strengthen prevention and proposed NT2
detection of illegal logging project.
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ProriLe oF THE RurAL POOR

The incidence of poverty is considerably lower in Phnom Penh than in both urban
and rural areas. These differences are even more marked when using the ‘food
poverly line’ or the *poverty security index’. The ‘poverty severity index’ in Phnom
Penh is onfy about 1/6 that in either other urban areas or rural areas. The major-
ity of the poor live in rural areas: rural poverty accounts for 83% of the ‘poverty
gap index’ and about 81% of the ‘severity index’.

By employment of the household head, the poverty headcount is highest in agri-
culture-44%. Most of Cambodic’s poor 70%- are employed in agriculture. Inno
other industry is there more than 10% of the total poor, and people in households
where the head is not in the labor force accounted for more than 5% of poverty.

Land area: 181,035 sqkm

Population: 11.9m (mid-1999 estimate)

Main fowns Population in ‘000

RuraL Epucarion
There are large disparities in enrollment between urban

and rural areas, especially at higher levels of schooling.

For instance, the net primary enrollment rctio is 81% in
Phnom Penh, or 25% higher than in the rural areas, while
its net !ower secondary enrollment ratio is 10 times higher
Almost 86% of the children between 6-11 who are not in
school live in rural areas, 10% in urban areas outside of
Phnom Penh, and 4% in Phnom Penh.

RuraL INFRASTRUCTURE

The transportation network was severely damaged by the
protracted conflict. The current network consists of only
3,200 kilometers of national roads, about 3,100 kilometers
of provincial roads, and about 28,000 rural reads are im-
passable during the rainy season. Moreover, it has been
estimated that 2/3 of railway lines need repair.

RuraL HeALTH

Nutrition is a serious problem in Cambodia. This applies to
both rural and urban area. Itis estimated that average calo-
rie intake per persen is 2,300 calories per day in rural
area and only 2,150 in urban areas.

Main Economic INpicaTors 1999
ReaL GDP crowm (%)

4.3 Consumer price inflation (%; av} 4.1 Current-account
balance (US$ m) -224° Foreign debt {US$ m) 2,129 Ex-
change rate (CR:US$; year end) 3,770

Gross Domestic Propuct (% RreaL cHanGe, 1998)

ANNUAL  AVERAGE

1994-98GDP 1.0 3.9
Agriculture 04 2
Industry 1.1 6.6
Services -1.0 4.8

AGRICULTURAL SECTOR

Agriculture dominates the economy, contributing an esti-
mated 43% of constant-price GDP in 1998. Rice and live-
stock each accounted for almost one-third of total agricul-
tural output and together around 27% of total GDP, and
fishing and forestry together made up just over 5% of totel
GDP in 1998. Although the area used for rice cultivation
has been falling, the rice crop still accounted for 13.4% of

Phnom Penh {capital) 691.0 GDP in 1998, In 1998/99 the country produced an ex-
B b 573.9 portable rice surplus of 30,000 tonnes and the government
attambang : has forecast a 60,000 tonne surplus in 1999/2000.
Human Deveiopment Inpex, 1997
combined 1st,
: 2nd, 3rd level educational
% children 0-5 yr. Average life life expectancy advult literacy gross enrollment athainment
severely stunted  expectancy at birth index rate (%] rate % index
Cambodia 33.1 54.42 0.490 65.86 51.62 0.611
Rurat 33.8 53.84 0.481 62.91 48.85 0.582
Urban 27.8 58.70 0.562 76.70 62.35 0.719
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overty in Cambodia is primariiv a rural pheno-

menon: rural residents account for 90 percent of the
poor. Besides such factors as peor health and educa-
tion, low rural incomes in Cambodia reflect the general
unavailability of public services in rural areas and, in
the case of the hard-core poor, lack of access to basic
productive assets like agricultural tand and permanent
water supplies.

Cambeodia’s 1.5 million rural households depend
mostly on small-scale farming, including livestock rear-
ing, although manv also relv on fishing and on seasonal
work in town. About 20 percent of households are
headed by widows without access to adult male farm
labor. Agriculture accounts for nearly 50 percent of GDP
and provides employment for about 75 percent of the
labor force. Timber, rubber, and fish are Cambodia’s
three most important export commodities: other agri-
cultural products, including live cattle, rice and fruits
are also traded to neighboring countries.

Cambodian agriculture is small-scale and much less
input-intensive than in Thailand and Vietnam. The aver-
age family holding is around 1 hectare. Agricultural land
use is dominated by lowland rainfed rice cultivation,
which covers almost 90 percent of the total arable area
and absorbs most on-farm labor. Increasing the vield and
reliability of rice production systems has been the main
objective of the Cambodia-IRRI rice research program
supported for more than 10 vears by Australia.

Agriculture’s low productivity reflects both war-re-
lated and natural factors. Displacement of rural commu-
nities, damage to roads, bridges, dikes, and weirs, exten-
sive presence of land mines, and shortages of manpower
and draft animals have all contributed to a dectine in ag-
ricultural investment, vield, and area cultivated. In 1967,
rice cultivation covered an estimated 2.5 million hectares;
in 1998, despite some recovery during the 1990s, the paddy
area was only 1.9 million hectares. Poor soil fertility, ir-
regular rainfall often accompanied by prolonged flood-
ing, and plantand animal pest and disease problems con-
tribute to Cambodia’s low agricultural productivity.

The road network in Cambodia provides less than
one kilometer of road for every 1,000 hectares of land,
an indication of how much the rural economy is handi-
capped by lack of infrastructure. Most primary and sec-
ondary roads were built 60 to 70 years ago by the French
for light traffic, although to a relativelv good standard
for the time. A major rehabilitation program begun in
1992-93 with support from UNDP, ADB and the gov-
ernments of Australia, Japan, Thailand, and the United
States. By the end of 1997, 450 km of main road had
been reconstructed, while another 700 km were reha-
bilitated. Subsequent damage by overloaded vehicles
and heavy rain and floods, combined with inadequate
maintenance, have reduced sections of these roads and
number of bridges to as bad a condition as they were in
before. An International Labor Organization (ILO)
project funded by SIDA s exploring alternative techni-

cal solutions tor stable rehabilitation of low-traffic roads
and assisting government agencies o frame appropri-
ate policies.

Since Cambodia’s transition to a market economy,
agricultural marketing activities have been switched to
the private sector. However, high transportation costs and
lack of banking services raise costs of marketing and dis-
tribution costs and lack of banking services raise costs of
marketing and distribution, and impede producers ac-
cess to urban markets. Furthermore, despite the
government's commitment in 1995 to end the ban on rice
exports, implementation of the ban has not been consis-
tent. This may uwltimately limit the incentive for rural
producers to increase their incomes by selling rice to ex-
port markets. Improved rural infrastructure and bank-
ing services would help the private sector overcome these
difficulties, and there is no good argument for restoring
public sector involvement. But the government needs to
send clear and consistent signals in support of agricul-
tural marketing reforms.

There are also two land-related impediments to rais-
ing rural incomes in Cambodia. First is a growing short-
age of agricultural land in some areas; second is the prob-
lem of insecure occupancy even when land is available.
Poor households can end up losing their land when
torced to sell by circumstances (such as indebtedness or
il health) in order to pay their creditors. Problems of land
law enforcement and insecurity of tenure have received
heightened attention due to a surge in land disputes and
occasional expropriations.

Bank Programs

An [DA-funded Agriculture Productivity Improvement
Project (APIP), cotinanced with I[FAD and other agen-
cies, is the kevstone of the government’s effort to im-
prove services to smallholders. We will maintain above-
average levels of supervision of this US335 million in-
vestment, using partnership arrangements with bilateral
donors Lo spread the cost and maximize efficiency. After
aslow start in 1997 due to political instability, implemen-
tation is moving forward. A mid-term review is planned
for March, 2001,

A possible new project would involve provision of
support for the establishment of smallholder plantations
in rubber, cotfee, fruit trees, and diversified cash crops (such
as banana, maize, sovbeans, and cotton). The project would
be based in part on the results of an ongoing pilot project
for smallholder rubber plantings in traditional rubber-
growing areas by the French AFD and in part on the re-
sults of the APIP component for testing the feasibility of
developing smallholder rubber in nontraditional areas.
[ssues to be considered during preparation would include
land availabilin and impact on habitat areas, social crite-
ria for selection of smallholders, impact on local ethnic
groups, long-term credit financing needs, and compara-
tive economic and financial returns of alternative crops and
farm enlerprises, as well as technical aspects.
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Table 10: Rural Vision to Action Update, 2001 IDA’s Strategy for Assisting Rural Development
and Poverty Reduction in Cambodia

National Goals and
Objectives

Components and
Preconditions

Enabling Policy and
Institutional Framework

Bank instruments and
supporting action

Improve the reach, impact
and susiainability of rural
development programs, with
focus on substantially reduc-
ing numbers of people living
in povertv.

Encourage fuller participa-
tion of ruml communities i
RD programs, and show
feaders and officials that it
works.

Facilitate eniergence of commu-
nity-based institutions (VDC/
CDCy; decentralize Jdecis
making to provinaal (PRDCs?
and local government (CDCs,
commune councils ete. .

-

ervision of Northeast Vil-
lage Development Praoject
(NVDP-LIL, FYYY5; prepara-
tion of Rural Investment &
Local Governance Project
(RILGD, planned for FY22)

Sup

Rehabilitate and improve
physical infrastructure needed
for rural economic recovery
and social development.

Increase public investment
for repairing physical infra-
structure in rural areas,
with priority given to likely
impact on poverty reduc-
tion and development of
the local economy.

Develop satisfactory plans
for rehabtlitation, operation
and maintenance of second-
arv and tertiary roads, rural
water suppiies and irriga-
tion svslems.

APIP (FY97, agricultural hy-
drautics compungnlﬁ' PRIP
ssecondary roads, € KC/
NVDP/NWRR/RILG: {rural
water supply. other commu-
nity-based rural infrastruc-
ture subprojectsy; FERP (re-
habilitation of roads, irriga-
tion and flood control s
tems, FY0O1

Increasep roductiv ity in dbrl‘
culture to raise incomes in ru-
ral areas (both directly and
through induced effects on
job creation for the poorinthe
informal sector and improved
food security for all vulner-
able groups;.

Improve understanding of
the constraints limiting
productivity in crop and
livestock production, and
devise strategies at both
national and local levels to
overcome them, drawiny
on relevant local and inter-
national research.

Prepare national strategies for
seeds production and distri-
bution; animal health and pro-
Juction; water resource man-
agement and irrigation; policy
tor access to common prop-
erty resources, forest manage-
ment and protected areas;
{isheries management. De-
velop local research and man-
agement capacities of various
kinds (technical/scientific,
socio-political, economic)

APIP (seeds, AHP, WRAM,
fisheries mdnm.,uvult strat-
exies); Forest Concession
Managennnt (LIL, FYQOy;
Biodiversity & Prolected Ar-
eas Management (LIL, FY00);
Review of Government's full
PRSP (Oct. 2001 }; RILGP {ap-
plication and evaluation of
national strategies at selected
provincial/local  levels
through the decentralized
Seila framework).

Enhance contribution of the
agriculture sector to a rapid
and sustainable development
of the national economy (i.e.
ensure high GDP growth
with external payments, fis-
cal and price stability).

Within an overall strategy of
broad-based and secure caral
development, encourage pri-
vate investment in commer-
cial agriculture, forestry and
fishing, but without granting
incentives detrimental or not
available to small-scale farm-
ing households.

Develop and test regulations
under Land Law 2001; moni-
tor progress of Bank for Ru-
ral Development and of re-
tail-level NFIs; restructure
and renovate the rubber plan-
tation sector; and introduce
new agricultural products
and processing technologies.

Monitoring of SAC (FY00);
appraisal of Land Policv
Administration  Project
{planned for FYU2); possible
future project cofinanced
with AFD for Smallholder
Agricultural Diversification
{FY04); look at possible IFC/
MPDF investments.
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Prorite of THE RuraL Poor

Over 94% of those below the poverty line reside in rural areas. For example, in the
Momase Region. the poverty rate for the urban sector (20.3%) is half that otserved in
the rural sector {46%).

Statistical onciyqs of the 1996 survey results shows strong linkages between the low
quo! ity of life in the rurcl areas and unemployment, education and the quality of
} service delivery. Deprivation and poor access fo soci il services in the rurcl areas are
| reinforced by low cash incomes, poor communication facilities, inadequate support |
+ for self-starters, and capacity constraints. ;

loandarea: 462 340 sg km
Population:  3.46m (provisional at mid-199C census);
4.6m {Warld Bank estimate for mid-1968}
Major islands: New Britain, New Ireland, Manus,
Bougainville

Main fowns: Population in ‘000 (1990 census)

Port Moresby {cagital) 193 :

Lae 78 |

Madang 27 |

Wewak 23

Gorcka i8

Rabaul 17 ‘

Mount Hagen 17 ;
Languages: Tok Pisin (Fidgin English), English and ;

Hiri Motu: more than 800 other distinct languages |
also in use

Growth in Gross Domestic Product by sector, 1999 |
{% change year on year)

Real GDP 34
Agriculture 7.8
Petroleum 42
Mining 29.5

' Rurat Healmx

| Overall, the nutritiondl status of the population is poor: according to the UNDP, in
I 1999, 30% of children under age five were underweight. It is estimated that between |
| 30-50% of the rural children are malnourished; average life expectancy is less than |
| 50; infant mortality rates range from 50-110 deaths per 1000 live births. UNDP also
' reported that only 32% of Papua New Guineans had access o safe water in 1999 1n
| 1993 PNG had only 18 doctors per 1,000 pecple. The PNG institute of Medical
' Research {IMR) estimates that more than 15,000 Papua New Guineans have HIV and
U that it is spreading rapidly. Almost three-quarters of new HIV cases detected in 1998 |
| were in the capital, Port Moreshy.

- NaturaL Resources MANAGEMENT 1
- PNG's total land area is 462,840 sq km, with the eastern part of the main island of | |
" New Guinea comprising most of this; a hcmdful of other relatively lorge islands and
. hundreds of smaller ones make up the rest of the country. PNG's terrain is rugged,
| with the jagged meuntcinous interior, which rises to 5,000 meters in the New Guinea
mainland, giving way to coostal lowlands and rolling foothills. The difficult terrain -
makes the building and maintenance of physical infrastructure very costly, hindering the
development of interior regions. The terrain also means that only 30% of the total land
area is suitcble for cultivation. Forests and weodland cover more than 80% of PNG's
land area. Volcanic and seismic activity is common, particularly in the island regions.

RURAL INFRASTRUCTURE

Given that most new roads have been urban-based, many villages within PNG are
likely to remain isclated for years to come. Papua New Guinea is one of the few ;
countries in the world where the capital city is not accessible fo the rest of the country
by road. This is specifically true for the highlands, where the butk of PNG’s population
lives. But given the cost of building and maintaining such a road over unstable moun-
tainous terrain, the economic gains are not clear-cut. ;
PNG has only around 20,000 km of non-urban roads. Because the number of islands
in PNG and the poor road infrastructure, river and coastal shipping remains of vital
importance. PNG has 17 main ports, which are under the control of the PNG Har-
bours Board i

THE AGRICULTURAL SECTOR

Agriculture is important in Papua New Guinea {(PNG),
both for subsistence and for the export of cash crops,
the export of agricultural commodities {excluding for-
estry) accounted for about 22% of total export receipts
in 1999, and remains the principal source of liveli-
hood for abeut 85% of the population. Cash crops
are cultivated on large estates as well as in smalthold-
ings. Rubber is grown mainly on large holdings in the
southern coastal region, and there are large palm-oil
plantctions. Tea is grown almost entirely on estates in
the Highlands. Smaltholder production kas boomed
since independence whereas the output of large hold-
ings has fallen, partly because of the restrictions im-
posed by the system of communally held fand. Small-
holders have traditionally accounted for most of the
cutput of the three main agricultural export commodi-
ties-coffee, cocoa and copra. Both palm oil and rubber
are also produced on a small scale. The principal crops
for domestic consumption include sweet potate, bunana,
taro, yam, sugarcane, maize, and groundnut.

Rurat Epucanon

Most Papua New Guineans are multi|inguo| and the
adult literacy rate has improved (from 47% in 1970 to
72.2% in 1995), but the plethora of isolated villages,
combined with a shortage of skilled teachers and poor
infrastructure, has hampered the objective of succes-
sive governments of providing a basic education to all
children. The gross primary enrollment had reached
80% by 1996 but femoles accounted only 33% of to-
tal enrollment. 1t is estimated that nearly 75% of the
rural population has no formal schooling.
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Rural livelihood indicators in Papua New Guinea
(PNG), already low, appear to be declining.
Qutmigration from rural areas and urbanization are ac-
celerating, with consequent social stress. Deterioration
of the natural resource base is continuing, and global-
ization is creating a new trade and policy environment.

The key strategic objectives for rural development
in Papua New Guinea are: reducing poverty and improv-
ing livelihoods and lood security by ensuring equitable
delivery of services to rural residents, greater agricul-
tural productivity and profitable nonfarmenterprise de-
velopment, and fostering sustainable management of
natural resources. These are generally highly consis-
tent with the objectives of the National Program for
Reconstruction and Development (NPRD?, which is
“to create the environment that will enable all Papua
New Guineans to mobilize their own resources, their
land, their labor and skills, as the principal means tor
bringing about a sustainable improvement in living
standards.”

Governance In Rural Areas

The Organic Law of Papua New Guinea has established
a framework for the allocation of authority and resources
to lower levels of government and for promoting a bot-
tom-up planning process, but it does not vet function
effectively. Accordingly, it is necessary to coordinate poli-
cies and administration at different levels of government
to yield effective decentralization and build capacity.
There is urgent need to develop connections between
elected local governments, provincial assemblies, the
national government, and representatives of community-
based organizations. There is also a need to facilitate a
collaborative, consullative process involving civil soci-
ety, beneficiaries, local stakeholders and communities,
the private sector, and international doners and devel-
opment agencies.

The draft NPRD emphasizes full implementation of
the Organic Law as the principal strategy for improve-
ment of the service delivery system and enhancement of
planning capacily at all government levels. The govern-
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ment aircady has multiple consultative mechanisms in
place to facilitate input to the policy process.

Implementation of Interventions

One objective is to enhance the focus of interventions
by giving more attention to issues of concern to low-
income groups and populations in remote areas, by
improving access to markets and services and rocus-
ing on income-increasing opportunities for farmers
and other rural dwellers.

The draft NPRD builds on the definition of na-
tional development priority areas in the Medium Term
Development Strategy (1997-2002) and the Naticnal
Charter on Reconstruction and Development (2000-
2002). Accordingly, investments in basic education,
primary healthcare, infrastructure maintenance, law
and order, and income-earning opportunities {espe-
cially in rural areas) are the pillars of Papua New
Guinea’s development strategy.

Any successiut approach must build on the trust and
reciprocity that characterize local cultures and recognize
the defining role thev plav in determining feasible out-
comes. This will mean invesling more time and re-
sources to ensure the viability of social assets that
should serve rural communities (health, education,
community resources, safety nets) and putting more
focus on access to education, health, credit, markets,
and information. Also needed is greater emphasis on
rehabilitation of infrastructure.

The NPRD insists on the need for shared responsi-
bility for provision of basic services among all levels of
government. The planning svstem in place, svhile incom-
plete, allows for a mixed top-down, bottom-up approach.
Funding instruments have been made available to pro-
vide flexibility in the allocation of resources in order to
compensate for regional differences. Nevertheless, the
planning roles and responsibilities of different tiers of
government require further clarification.

As the draft program states, income-earning oppor-
tunilies are best promoted through good governance,
macroeconomic stability, and effective planning, budget-




Table 11: Matrix of Strategic Actions in Papua New Guinea

Key Issue/Objective

Current Status

Proposed Strategy
Actions

Bank Instrument

Rural development to
reduce poverty, pro-
mote agriculture and
crop diversification

¢ Largely subsistence root-
crop based, only partly-
diversified rural produc-
tion structure; limited use
of improved inputs

¢ Export commodity re-
search and extension sys-
tem quite effective, indus-
try-supported, and well
linked to communities,

*Sustained support for
NARI and better funded
role for Provinces in sup-
porting agricultural de-
velopment

¢ Continue dialogue for
better credit delivery

¢Improved rural infra-
structure, especially rural
roads

* Policy dialogue, on im-
portance of such support

* Financial sector reform
under SAP to continue

* New multidonor roads
project (including World
Bank, ADB, and
AusAlD)

* Articulate a national
RDS and develop and

but access to markets re-
stricted

* [nsufficient community
participation in planning
for local development

* Weak interpretation and
implementation of the
Organic Law

*Constrained develop-
ment of the rural nonfarm
economy

ary, and service delivery systems. However, the govern-
ment has undertaken direct action in the micro-credit and
skills development projects with different donors. In
addition, research and extension activities and farming
training programs have received considerable attention
in recent budgets.

Capacity and skills at the ward, district, and provin-
cial levels must be boosted to address the above imple-
mentation steps effectively. Itis view of the government
that these are the areas in which assistance from the Bank
is most required. The efficiency of the decentralized de-
livery system depends on technical capacity at the local
level. Such capacity building is also a feature of current
efforts supported by the Asian Development Bank, the
other multilateral financial institution chiefly engaged
with Papua New Guinea.

There has long been wide recognition in the coun-
try of the importance of promoting sustainable agricul-
tural growth and improving the management of natural
resources; land, water, forests, and biodiversity. The ag-
ricultural aspects of rural development are receiving
particular attention in the government/ AusAlD renew-
able resources strategy paper. It will also be important
to give attention to the seasonal and inter-annual vul-
nerability of rural households.

Recognizing the contributions of nonagricultural ru-
ral development continues to be a major challenge to the
different arms of government. There has, however, been
increasing recognition of microfinance gaps and the need

refine methods in a re-
cent PHRD grant; and
possibly seek a JSDF
grant to pilot procedures
in6 LGAs

¢ [mprove governance at
ward, district, and pro-
vincial levels

* Get resources tlowing
more effectively from na-
tional to local level

* Dialogue on enabling en-
vironment

for reform of rural financing mechanisms. Under the de-
velopment budget, various projects are devoted to the
provision of microcredit in the rural areas. A microcredit
policy for Papua New Guinea has also been approved
by NEC. The privatization of the PNG Banking Corpora-
tion will require definition of a set of community service
obligations that includes the level of services to rural ar-
eas that this financial institution must provide. To en-
sure that the level of services to rural areas is not affected
by privatization, the Government will also apply
microcredit principles.

Investment in the Education sector should aim at
equalizing enrolment rates for males and females.
There is a direct relationship between the level of edu-
cation of the female population and health indicators.
The gender issue is covered extensively in the Depart-
ment of Health’s Naticnal Health Plan. The focus on
primary health proposed in the NPRD (through reha-
bilitation of aid posts) should allow increased pre- and
postnatal care and reduced infant and maternal mor-
tality. Micro-credit and emplovment and skills devel-
opment projects in the 2001 Budget (ADB-funded)
contain a well-defined gender component and specific
initiatives in support of women’s business, such as
the Women's Textile Industry Project.

Itis clear that there must be better understanding of
the dynamics of local economies. This means fostering
an environment that enables the private sector to play a
constructive role in nonagricultural rural development



and poverty alleviation. At a practical fevel, there will
be an ongoing need to monitor the allocation and deliv-
ery, and evaluate the effectiveness, of funds handled
through the district development program. It will also
be necessary to review and coordinale donor contribu-
tions to rural development.

Features of the latest (2001) national budget are use-
ful indicators of the Gevernment’s strategic intentions
and emerging policy priorities. The kev
Development Budgut 2001 is the devel opment charter
program. This program will deliver the commitments
- One of the components of

initiative under

stated in the national charter
the charter program is the basic services improvement

Key Issue/Objective Current Status
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heaith workers, teackers, an
elepment Budget inchudes a number

The 2001 Des
of ‘mtnh\"
smaliholder support se
gram. The foresiry

creases inthe developmentbudget bec

package (BSIP) In 2001, the package will target basic
1 salth care.
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use of the Bank's

planned Forestry and Conservatio n Projectand the EU
Ecoforestry Program {over K35 mllhon in totab). Itis to

be hoped th
be quickly overcome

Proposed Strategy
Actions

aat the obstacles to launching this Project can

Bank Instrument

Manage forests, fish-
eries, and other natu-
ral resources in sus-
tainable manner to
generate growth and
reduce poverty

» Weak legal and regulatory
framework

e [neffective institutional
arrangements for forest
management and conser-
vation

s Noncommercial alloca-
tion of logging; losses of
potential revenues via il-
legal logging

eSkewed incentives for
sustainable natural re-
sources management

Improve forest manage-
ment and utilization;
strengthen regulatory ap-
paratus

Expand community par-
ticipation in forestry /man-
agement

Strengthen prevention and
detection of illegal logging
Engage communities and
NGOs to clarify possibili-
ties in fisheries

* Policy dialogue in the
context of the long-
planned but still un-
launched Forestry and
Conservation Project
(including GEF and a
multi-donor trust fund
for conservation

*« Work toward a new na-
tional fisheries policy,
an aspect presently ne-
glected in donor dia-
logue



VIETNAM!

ProFie OF THE RuRAL PooR
Rural areas contain 90% of Vietnam’s poor who make up 80% of the population.

The incidence of poverty has declined in rural and urban areas.

1993 1998

Total Poverty Line Rural 66 25
Urban 45 9

Food Poverty Line Rural 29 8
Urban 18 2

Rapid growth since 1990 has raised living standards. The percentage of people
living in poverty (as defined by a budget adequate to buy 2,100 calories of food
per person per day and a modest amount of non-food purchases) fell from 58% in
1993 to 37% by 1998. The drop in poverty was accompanied by a modest rise in
inequality. The rise in inequality in Vietnam is almost entirely due to the widening
gap between rural and urban areas, rather than due to inequality rising within
either rural or urban areas

In 1998, almost 80% of the poor worked in the agricultural sector.

Unemployment Rate 1993 1998
Rural 2.6 1.4
Urban 77 54
Nationwide 37 22

NATURAL ReSOURCES MANAGEMENT

About 36% of land arec is categorized as unused or barren. Most of this is land
that was once forested and now lies fallow, and much of it is badly degraded.
Cultivated area per Is. 0.1 ha, one of the lowest in the world. Vietnam’s natural
| forest is officially estimated at 10m ha, although only 199,000 ha are counted as
“concentrated” forest. Around 1.6% of the forest and woodland is being defor-
ested annually. The main causes of deforestation have been logging, demand for
fuel wood, and the clearing of forests for agricultural purposes, including clearing
by slash- and-burn farmers.

RuraL EpucaTion

Poverty rates decline with higher levels of education and those with elementary
education or less make up almost 90% of the poor. Because education fundin
depends on user fees, poorer communities have poorer funded schools, and rurca
areas contain 90% of poor.The highest incidence of poverty (57%) is among those
who have not completed primary education. By contrast, there is hardly any pov-
erty (4%) among those with a university education.

RuraL HealH

In general, health care coverage and standards are better than the average
of the region. There are approximately 350 hospitals in rural areas; 95% of
children are vaccinoted.

Indicators : © 1985 1988 1990 1993 1997
Mortality rate {1,000) birth 57 37 44 52 29
Life expectancy {yrs) 63 66 67 n/a 68
Access to sanitation total pop (%) 30 67 56 60  n/a
Access to safe water {(Rural) % 30 33 66 n/a n/a
Access to safe water (Urban)% 90 70 100 n/a n/a
Land area: 330,363 sq km

Population: 76.3m (1999 census)
Main fowns: Population (of province} in ‘000 (1994)

Ho Chi Minh City 4,392
Hanoi (capital) 2,194
Haiphong 1,615

Languages: Vietnamese; English {increasingly favored as a second language);
some French and Russian
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RuURAL INFRASTRUCTURE

Most rural Vietnamese do not have access to basic infra-
structure services, such as all-weather roads, irrigation,
drainage, and flood control facilities, clean drinking wa-
ter, permanent mcrkets, and national electric grid. Viet-
nam has about 105,000 kilometers of roads, of which
10% are national roads, 15% are provincial roads, 24%
are district roads, and 44% are viflage roads. It is esti-
mated that over 10% of villages are inaccessible by road
for at least one month of the year. In the 1996-2000 Pub-
lic Investment Program, rural transport was budgeted to
receive only 5% o?totul expenditure on transport.

Gross Domestic product
{% real change} Annudl average
1999 1994-1999
GDP 48 74
Agriculture 54 4.5
Industry 7.7 12.1
Services 27 6.8

THE AGRICULTURAL SECTOR
Vietnam is sfill a predominantly agricultural society. Over
three-quarters of the population lives in rural areas, 70% of
employment is in agriculture, and seven out of every ten house-
holds cultivate at least some rice. The sector still contributes
about one-quarter of non-oil exports, and agricultural GDP
grew at & robust 4.5% annually Eztween 1994 and 1999. it
accounts for 26% of current-price GDP, down from 30% in
1993. Cultivated land is scarce: only about 22% of the total
land area is devoted to agriculture and the cultivated area
per head is just 0.13 ha, one of the lowest rates in the world.
Of the total cultivated area, 63% is devoted to rice and a
further 22% to other annual crops, with the remaining 15%
oing to multi-year crops. About one-third of the increase in
and area has been used to grow industrial crops, such as
cotton, sugar, rubber, tea and coffee; another one-third comes
from additional paddy land that has become available as a
result of investment in irrigafion.

[#1]
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In 1998, in cellaboration with other donors and the Cov-
ernment of Vietnam, the World Bank prepared a rural
sector review: Vietnam - Advancing Rural Development: From
Vision to Action. That report was discussed at the Decemn-
ber 1998 Consultative Group Meeting for Viemam. The
report has been widely distributed and has been used as
the major policy document of the Ministry of Agriculture
and Rural Development over the last two vears. It was
also used to draft the five-year plan which will be presented
to the next Communist Party Congress in March, 2001.

Aduvancing Rural Developnient concluded that Vietnam
faces a three-part challenge as it continues to deepen its
transition from a planned to a market economy:

* increasing agricultural productivity and farm in-
comes by continuing policy reforms;

* stimulating nonfarm rural employment by remov-
ing constraints on private business development;
and

» managing natural resources sustainably by mak-
ing hard choices about future rates of resource use.

These challenges drew attention to four ingredients
for faster and more sustainable rural development:

» developing a market in land-use rights;

e expanding access to rural credit;

» closing gaps in public infrastructure between
“have” and “have-not” areas; and

e investing in the health and education of rural
people.

In addition to these economy wide requirements, an
additional challenge is posed by Vietnam'’s uplands, home
to the poorest rural people, including ethnic minorities.
Some 15 percent of Vietnam’s population in ethnic minori-
ties, and 85 percent of them fall below the poverty line.

The 1999 report, Attacking Poverty, provided a frame-
work for planning and implementing measures to reduce
poverty in Vietnam by:

* creating opportunity to raise incomes;

* ensuring equity so that citizens everywhere ben-
efit from poverty reduction; and

* reducing vulnerability so that the most disadvan-
taged are not left behind.

This three-part framework is the basis of the Bank’s
rural development strategy in Vietnam.

Current Areas of Strategic Emphasis in the
Rural Sector
The Government’s development strategy envisages a
Vietnam that has an economy that grows both rapidly
and sustainably, that provides a just and high quality of
life for all its citizens and that maintains the best of
Vietnam’s culture and traditions. Tt will be a socialist
market economy that is integrated into the global
economy and evolves into an industrialized and know!-
edge-based society within 20 years.
These aspirations in concrete terms mean:
e eradicating hard-core poverty;
¢ cutting malnutrition in half, from one-third of the
population to 15-20 percent;
* raising access to clean water from 65 percent to 90
percent;
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¢ increasing forest cover from 28 percent to 43 per-
cent of the country;

* doubling GDP in a decade, through a growth rate
of more than 7 percent annually;

e a decline in agriculture’s share of GDP from 25
percent to 16 percent;

» the share of rural employment falling from about
two-thirds to one-half; and

e the urban population growing from one-quarter
to one-third of the population.

Achieving these goals will require a transtormation
of the rural economy, since rural areas are now home to
75 percent of the population and 90 percent of the poor.
Farms average only 0.8 hectares in size and provide far
less than full emplovment for farm households. Lack of
growth in off-farm employment has been a feature of the
past decade, but agriculture must shed labor to become
more productive. Vietnam faces four imperatives:

« intensifying agricultural production through the in-
troduction of new technology by increasing the share
of the agricultural budget spent on research from
less than two percent to between 6 and 10 percent;

¢ diversifving agriculture by investing in high-value
crops and doubling the value of output to 52,000
per hectare. Rice still dominates Vietnam'’s agri-
culture, (60%% of the cropped area) and farm house-
holds must be encouraged to diversify;

¢ promoting off-farm employment by promoting
rural industrialization and the growth of private
small- and medium-sized enterprises (SMEs); and

« targeting remote and upland areas, where the
highest rates of poverty persist.

The CDF Approach and Relations to Donors

Support for Vietnam is implemented within a Compre-
hensive Development Framework (CDF). The approach
is summarized in the 2001 Vietnam Development Report
Partnerships for Development. This report summarizes
the work of the Government and key donors in 22 work-
ing groups, of which six are exclusively rural:

* food security;

s support for the poorest communes;

* water resources development and management;

e reforestation;

* natural disaster mitigation and prevention; and

+a pilot development partnership in Tra Vinh
Province.

Four questions are addressed by the groups:

e what is the long-term vision?

» what steps are needed to achieve that vision?

* what are the roles of the partners and the govern-
ment in the driver’s seat?

* how will progress he measured?

In practical terms, this approach is leading to new
relationships between donors and government where the
partnership works jointly on policy development, insti-
tutional strengthening, and investment planning. The ap-
proach is beginning to create conditions where:

« duplication of donor effort is avoided;
s selectivity is practiced;



* the burden of championing development and co-
ordinating donors is shared;

» the national capacity to use ODA effectivelv is not
overwhelmed;

* key areas for ODA are not neglected; and

» policy improvement and institutional strengthen-
ing precede investment.

Poverty Reduction Focus

Rural development is central to Vietnam’'s development
strategy, and poverty reduction is central to rural devel-
opment. Poverty in Vietnam is mainly a rural phenom-
enon; 45% of the rural population was below the poverty
line in 1998. Recent gains in poverty reduction have been
widespread, although these gains remain quite fragile (with
many people only just above the poverty line). The north-
ern uplands, central highlands, and north central coast are
Vietnam'’s three poorest regions. The distribution of pov-
erty significantly influences the location and type of invest-
ments in IDA’s rural development portfolio for Vietnam.

Delivering the Strategy
Vietnam’s rural development strategy is reflected in

Iimperative

IDA’s Country Assistance Strategy (CAS), prepared in
1998 and updated in 2000. The CAS will be revised in
2001, and the emphasis on rural development be expected
to continue. The Ministry of Agriculture and Rural De-
velopment (MARD) is under pressure from a large and
active donor community that supports more than 450
grant- and loan-supported projects. The Bank’'s aim is to
restore the focus of both MARD and the donors on stra-
tegic imperatives and to build coalitions that support
further programmatic or sectoral approaches to devel-
opment and fewer construction projects.

In addition to sectoral operations, growth in off-farm
employment is supported by macroeconomic support for
banking reform, trade reform, enterprise development
(including widespread application of the new Enterprise
Law), and reform of state-owned enterprises. Support
for education, primary health care, rural transport, and
rural electricity will support further development of the
oftf-farm rural economv.

Links to Bank Operations — Present and Future

Links between rural development imperatives and Bank
lending operations are illustrated in the following table:

Response

Intensifying agricultural production

Irrigation Rehabilitation Project

Mekong Delta Water Resources Project

Vietnam Water Resources Assistance Project
Future agricultural research and extension project

Agricultural Rehabilitation Project
Agricultural Diversification Project
Rural Finance Project

Promoting off-farm employment

SACIHI

Rural Transport Project [ and 11
Rural Energy Project

Targeting remote and upland areas

i Diversifying agriculture

Forest Protection and Rural Development Project
Coastal Wetlands Protection and Development Project
Community Based Rural Infrastructure Project
Northern Mountains Poverty Reduction Project

Preventing and mitigating natural disasters

Future natural disaster prevention and mitigation project

Indicators of Progress
Key progress measures, disaggregated by region,
ethnicity, and gender where needed, include:
s incidence of rural poverty or rate of rural poverty
reduction;
= levels of rural employment and underemployment;
* food security from rice self-sufficiency;
¢ leve] of child malnutrition;
* share of rural household income attributable to
nonfarm employment;
e share of growth in agricultural GDP attributable
to new technology;

* share of public expenditure dedicated to agricul-
tural research; and

* number of SOEs equitized.

Key process indicators include:

¢ ability of the government to fully lead the ODA
agenda;

» availability of realtime, market information to farm
households;

e level of rural household decision-making that is
independent and market-driven; and

e share of rural development funding that is pro-
gram-based rather than project-based.
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Table 12: Matrix of Strategic Actions to Support Rural Development

1. Goals and Objectives
of Rural Development

2. Components and
Preconditions

3. Enabling Policy and
Institutional Framework

4. Instruments and
Supporting Actions

Reduce poverty, and
drive economic growth

N e el
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[ntensify agricultural produc-
tion

Develop and transfer new
technology

Improve access to formal
capital

Continue to secure access to,
and develop market in, land-
use rights

Develop new investment in
agricultural research and ex-
tension {new initiative)

Banking reform (SAC) and
expand investment in Vietnam
Bank for Agriculture and Ru-
ral Development (Rural Fi-
nance [ and [I)

Develop and extend sustain-
able micro-finance (Rural Fi-
nance [I)

Invest in lowland land-use
rights issuance {in agricultural
diversification project) and
new forms of land-use rights
in uplands (in future forestry
project)

Diversify into higher value
products and new markets

Reinterpret “food security”
Promote nonrice production

Add value to agricultural
production

Policy dialog and food secu-
rity partnership

Agricultural diversification
project

Partner activities

Promote off-farm employment

Develop health and education
in rural areas

Create a level plaving field for
the private sector

Create enabling environment
at the local level

Promote rural SMEs

Investments in primary edu-
cation, health care for the poor

Change attitudes, promote

rule of law, make capital acces-

sible, and improve corporate
governance

Reform rural SOEs, extend
Enterprise Law to rural areas

Extend scope of MPDF, pro-
mote entrepreneurship, and
energize Tra Vinh provincial
pilot project

Target remote and upland
areas

Target larger share of a grow-
ing agricultural research bud-
get to uplands agriculture.

Dedicate a larger share of pub-
lic expenditure to the uplands

Build poverty targeting in ru-
ral infrastructure (e.g., rural
transport and energy), invest
in new agricultural research
initiative and Northern Moun-
tains Poverty Reduction
Project

Revision of Government Pro-
gram 135 and new investment
in Community-Based Rural
Infrastructure Project

Prevent and mitigate natural
disasters

Strengthen national policy
and national and provincial
institutions

Build on the Central Provinces
Initiative, a multidonor part-
nership:

- software

- hardware

- emergency fund source




Box 13

THAILAND,

Prorue OF THE Rurat Poor
The rural sector in Thailand is home to 38 million people, almost 2/3 of the coun-

try’s population. More than 90% of these households are farmers, who generate
11% of GDP.

The Northeast, covering 1/3 of the total land area and with 44% of the rural popu-
lation, is the poorest region, with almost 25% of households below the poverty line.
The North, covering 1/3 of the land area and 21% of population has an incidence
of poverty around 13%. The South, with about 1 4% of the land area and population,
has a well developed economy, with large investment in rubber, tourism, mining,
and natural gas development. The incidence of poverty is around 11%.

The Center, comprising western mountains and southeast coast, is the richest, with
a low 6% incidence of poverty {Bangkok with 1.12%). According to the Secio-
Economic Surveys (SES), average household income in 1992 was almost three
times higher in the Bangkok Metropolitan area and more than twice as high in the
surrounding provinces than that for the Kingdom as a whole.

Rurat Heaiti

Hedltheare is administered through the Ministry of Public Health, which owns and
operates approximately 70% of the country’s haspitals. The public health network
includes a health center in every tambon (group of villages), a hospital with 10-90
beds in every district, and one referral hospital with ot least 200 beds and special-
ized care in every province.

Access to sanitation has increased almost two fold in both rural and urban areas.
However, access to safe water has risen more for urban than rurdl areacs.

Indicators ‘ : 1993 1997

Mortality rate {1,000} births 37 33
Life expectancy (yrs) 69 69
Access fo sanitation total pop (%) 96 n/a
Access to sanitation (R) % 95 n/a
Access to Sanitation (U)% 98 n/a
Access fo Safe water total pop (%) 81 89
Access fo safe water (R} % 72 88
Access to safe water (U)% 89 94
Source: WDI {R) - Rural (V) - Urban

NaTUrRAL RESOURCE MANAGEMENT

Severe pollution, especially in urban areas, has generated a small but active grass-
roots environmental movement. Bangkok’s air is among the world’s most unhedalthy,
with dangerously high levels of suspended particulate matter from diesel and two-
stroke vehicle engines. In the rural areas, intensive farming and logging have
reduced the forest cover to about 20% of the land areq, leading to accelerated soil
erosion. Soil erosion and river sedimentation are widespread in the key water-
sheds in the North.

Total area: 514,000 sq km; 38% cultivated, 20% forest
Population: 61.6ém {end-1999)

Main towns: Population in ‘000 (1990 census)
Bangkok (Metropolitan; capital) 5,876
Nakhon Ratchasima 278
Songkhla 243

Nonthaburi 233
Khon Kaen 206
Chiang Mai 167

Language: Thai
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Rurat Epucamion

The adult literacy rate of 93% is one of the highest in the
region, putting Thailand just behind South Korea and Hong
Kong, but the proportion of those going on to secondary
school remains low. Gross secondary enrolment at 30%
of the eligible age group is among the lowest in Southeast
Asia. About 80% of the total population has never at-
tended secondary school. At the same time, up to 14% of
the college age group is enrolled in a tertiary institution.

GDP by sector 7
% increase 1994 - 1995 1996
GDP 8.2 8.1 52
Agriculture 5.1 2.4 37
Industry 8.5 10.1 8.5
Services 4.5 6.6 57

THe AGRICULTURAL SECTOR

Once the backbone of the economy, agriculture accounts
for only 10% of current-price GDP and the same propor-
tion of export earnings. However, it still employs over 60%
of the labor force, and it is thus closely linked with em-
ployment and income prospects, which in turn determine
domestic demand. Thailand's richest resource area is the
Central Plains rice belt. Upland areas are cultivated with
maize, cassava, cotton, and pineapple. The 1997,/98 crop
grew by 3% despite a persistent drought in the northern
and northeastern provinces. The 1998/99 crop decreased
slightly to 23m fonnes but expanded in 1999/2000 to
24m tonnes. Exports in 1998/99 surpassed the 1995
record of 6.2m tonnes, reaching 6.4m tonnes. Supported
by global grain shortages, rice export earnings rose
sharply to Bt87bn (US$2.2bn} in 1998 from Bté6bn
{US$1.7bn) in 1997. Rice prices dropped by 19% in 1999,
reducing total earnings. However, the export value of the
1999/2000 harvest amounted to US$2.5bn, up from
US$2.2bn in 1997/98.
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he Northeast, covering one-third of the country’s

land area and 44 percent of the rural population, is
the most poputous and poorest region. The poverty rate
is 19 percent, and unemployment and underemployment
are widespread. While the Northeast has about 40 per-
cent of total agricultural land in Thailand, it contributes
less than one-quarter of total agricultural output, reflect-
ing poor soils, erratic rainfall, and seasonal drought and
flooding. Despite extensive government efforts to promote
multicrop and crop-livestock combinations, monoculture
of rice predominates. Low agricultural productivity and
low incomes have spurred massive forest encroachment
as well as large-scale migration to other regions.

The North has one-third of the country’s land area
and about 21 percent of the population. Income varies
greatly, with large pockets of poverty among upland hill
tribes. Agriculture is dominated by crop production (77
percent of total regional output). Agricultural activities
are concentrated in small inter-mountain basins and nar-
row river plains. As a result, average farm size is rela-
tively low. Crop productivity is generally high and the
rate of forest coverage is relatively good, though en-
croachment for shifting cultivation remains a problem.

The South, with about 14 percent of land area and
population, has a well-developed economy. Agriculture
accounts for 39 percent of its productive output (includ-
ing large shares from fisheries and rubber), reflecting
good moisture and humidity in the tropical climate. Tour-
ism, mining, and natural gas development have been
growing rapidly in the region.

The Central Region, comprising the western moun-
tains and southeast coast, is the richest and most densely
populated area. It includes about 20 percent of the land
area and 17 percent of the population. The economy is
diversified among industry (due in large part to the prox-
imity of Bangkok), agriculture (the Chao Phraya Basin
has rich soils and good water supply), mining, and com-
merce. Agriculture accounts only 11 percent of the
region’s production.

The Government has been committed over the years
to the development of village-level infrastructure and has
made good progress in developing a network of feeder
roads, water supply programs, and village electrification.
Community infrastructure needs today include protected
water supplies and on-farm irrigation systems.

The rural sector generally also has good access to
social services. There have been significant reductions
in infant, under-five, and maternal mortality, gains in life
expectancy, reductions in the incidence of malnutrition
in children, and increased access to health education,
contraception, and health services. Many poor rural com-
munities, however, continue to face limited access to pri-
mary health care facilities. There is near-universal pri-
mary education in Thailand, with high female enrollment
rates and good progress in raising secondary enrollment.

The vast majority of the population belong to the
same religious and ethnic group, there is relatively little
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cultural friction in rural areas. However, there are large
populaticns of ethnic minorities in the hills of the
North and West, significant conflicts with the Gov-
ernment over shifting cultivation practices, forest use,
and opium cultivation.

Overall, Thailand has a large, dynamic rural sector
that has plaved a key role in the country’s economic
growthand social development. This dynamism hasbeen
nurtured by the market-oriented development strategy
that Thailand has followed for the past three decades,
which has emphasized the role of the private sector and
sound macroeconomic and sectoral management. Unlike
many other countries in East Asia, the Government has
avoided a strong urban bias in its policies. Nonetheless,
the past fifteen years of fast economic growth have spurred
an imbalance between rural and urban development. This
has arisen from a variety of factors, including:

e Poor macroeconomic management of the ex-
change rate and large capital inflows during the
boom economy that fueled an increased demand
for fabor and capital in urban areas higher than
factor market trends would warrant, and under-
mined agricultural competitiveness;

*» High effective rates of domestic industrial protec-
tion, which skewed resource allocation away from
rural activities to urban activities;

* Underdeveloped legal and regulatory provisions
regarding land titling and the use of rural assets
as collateral, which constrained rural finance mar-
kets; and

s Insufficient public investment in key rural require-
ments, such as local community development,
poverty reduction, and entrepreneurship training.

As a result, the rural sector faces worrisome long-
term trends in the pattern, equity, and sustainability of
growth that have been heightened by the short-term so-
cial and economic impacts of the crisis.

Key Rural Challenges
Rural poverty remains a problem despite the fact that
Thailand’s impressive growth has raised incomes for
many rural households. According to new poverty lines
developed by NESDB, the overall incidence of poverty
fell from 33 percent in 1988 to 20 percent in 1992 and to
11 percent in 1996. During this period the number of ab-
solute poor fell by half, from 17.9 to 6.8 million people.
But there are problems.
* The incidence of poverty is greatest in rural areas:
15 percent of people living in villages were below
the poverty line in 1996, compared to only 6 per-
cent in sanitary districts and 2 percent in munici-
pal areas.
* There are extreme regional disparities: 19 percent
of the Northeast lived below the poverty line in
1996, followed by 11 percent in the northern and
southern regions and less than 1 percent in the
Bangkok municipal area. Since the poorest regions



are also the most populous, the Northeast and
North together account for about three-quarters
of the total poverty problem in Thailand.

Income inequality is growing, despite the improve-
ment in the incidence of poverty over the past decade.
Between 1988 and 1992, the income share of the top 20
percent of households rose from 55 to 59 percent of GDP,
while the bottom 20 percent fell from 4.5 to 3.8 percent.
Consequently, while Thailand had substantially lower
income inequality than other countries in the Region in
the mid-1970s, it now is among the most unequal distri-
bution in East Asia.

A 1996 World Bank poverty report indicated that
the increase in inequality was largely due to the skewed
distribution of formal sector jobs across regions and sec-
tors, and the limited access of the poor to secondary and
vocational education.® In 1990, more than three-quarters
of all workers had only completed primary school, and
by 1992, nearly half of the earnings inequality was at-
tributable to differences in education background.

Rural employment is limited, which has spurred a
massive out-migration of young workers to urban cen-
ters. The average annual migration rate increased from
420,000 workers in 1976-80 (of which 80 percent was sea-
sonal) to 992,000 in 1991-96 (of which 70 percent was
permanent). As a result, the number of employed per-
sons in agriculture dropped from 20.5 million in 1989 to
16.9 million in 1995, mainly from the ranks of 12-24 years
old. These labor dynamics reflect several factors.-

First, the higher wages offered by the fast growing
industry and manufacturing sectors in urban areas dur-
ing the 1990s acted like a magnet for young rural work-
ers (real daily wages in industry rose from 108 baht in
1977 to 207 baht in 1995, whereas real daily wages in
agriculture stagnated around 65 baht).

Second, while agriculture still accounts for a large
share of employment (39 percent during the dry season
and 50 percent during the wet season), its absorptive

capacity is limited due to production constraints, prima-
rily scare land and water resources.

Third, the growth of rural industry, particularly
small and medium enterprises, has been slow as a result
of market and policy faikures that have promoted indus-
trial concentration in Bangkok Municipal Region.

Thirty-eight million people - 63 percent of
Thailand’s population - live in rural areas. Farmers in-
habit about 92 percent of rural households and engage
in crop production and animal husbandry. Paddy rice
dominates crop production (accounting for about 35 per-
cent of agricultural GDP), followed by rubber (20 per-
cent), tree crops (15 percent), and vegetables (10 percent).
Beef production dominates animal husbandry (about 35
percent of livestock GDP), followed by pigs (25 percent)
and geese (20 percent). Agricultural activities account for
11 percent of GDP, 50 percent of total labor, and 25 per-
cent of total export value.

Thailand is unique in that on-farm agriculture ac-
counts for a relatively small share of net income for these
households, declining from 54 percent in 1977 to 36 per-
cent in 1995. Other income accrues from either off-farm
agricultural activities {(such as wage employment on
other fam_ls, and rental of land, machinery, and draft
animals) or nonfarm activities (such as wage labor, sale
of goods and services, and remittances).

The remaining 8 percent of people in rural house-
holds are employed in a variety of areas, primarily as
low-skilled workers in the industrial, manufacturing,
construction, and transport sectors. However, a small
share works in professional, technical, administrative, or
clerical services. There are significant variations in the
structure of production, pattern of income and employ-
ment, and the level of development across rural regions.
This reflects different physical and environment endow-
ments, socioeconomic conditions, and trends in govern-
ment expenditures and policies.

After many years of strong growth in both rural and

® World Bank, Thailand: Growth, Poverty and Income Distribution: An Economic Repprt, Report No. 15689-TH, 1996.
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urban areas, the Thai economy plunged into recession
in the second-half of 1997 as a result of weaknesses in
the banking system, the relative appreciation of the baht,
declining wage competitiveness, external shocks and
inappropriate policy responses, and structural weak-
nesses in key sectors. Domestic demand has collapsed,
exports remain sluggish, corporate bankruptcies are in-
creasing, and the financial sector is facing significant re-
structuring. The dollar purchasing power of the baht has
decreased by 40 percent, and high interest rates, designed
to stabilize the exchange rate and manage aggregate de-
mand, have constrained investment.

The short-term economic outlook remains grim:
GDP declined by 8 percent and private consumption by
11 percent in 1998, with only marginal growth projected
for 1999. The latest available unemployment figures
showed that 1,463,000 people were unemployed and
989,000 underemployed (working less than 20 hours a
week. The unemployed in rural areas increased from 2.4
percent in early 1997 to 5.3 percent in early 1999. The
poorest region, the Northeast, was hit the hardest, with
an increase from 3.1 to 8.1 percent and a decline in real
income of 25 percent.

Increasing unemployment and declining real wages
in urban areas have resulted in a remigration back to rural
areas, leading to a decline in household remittances, in-
creased pressure on natural resources, and greater com-
petition for agricultural land and limited off-farm em-
ployment. The crisis has been particularly harsh on the
poor (particularly those receiving state welfare, such as
pre-school children, the elderly and infirm, HIV patients),
and other vulnerable groups. Since many poor house-
holds are net buyers of rice, the increase in domestic food
prices (arising from the depreciation of the baht and in-
creased rice exports have undermined food security and
consumption levels. High interest rates and the depre-
ciation of the baht have constrained rural credit and led
to reduced consumption of fertilizer and other imported
inputs, resulting in lower rice production and increased
food insecurity for poor households (output has also been
affected by El Nifio). Reductions in government expen-
ditures for rural infrastructure and social services have
constricted rural employment and undermined rural
health, education, and poverty reduction objectives.

The crisis precipitated a far-reaching review and
restructuring of national economic and political priori-
ties in Thailand. A new constitution was promulgated in
October, 1997, that gave unprecedented emphasis to good
governance, community empowerment, decentraliza-
tion, and social and environmental issues. Similarly, the
Eighth Plan and public sector investment program was
restructured in January 1999 to redress the short-term
impacts of the crisis. During the current period of intense
national debate there has been renewed focus on the role
of the rural sector in Thailand’s short-term recovery and
medium-term growth. For the first time in many years,
there is a consensus among Government officials, the
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private sector, and civil society organizations (CSOs) that
a new rural development vision and strategy is needed
— one that moves Thailand beyond the immediate crisis
and lays the foundation for more balanced growth, in-
creased employment and income for the rural poor, and
improved natural resource management. Equitable and
sustainable rural development in Thailand will depend
on five interrelated steps.

First, local community organizations must be
strengthened, in order to provide the institutional frame-
work for people-centered rural development and to re-
dress the excessive centralization of political and admin-
istrative authority that characterized the past.

The key actions include:

* Enhancing local participation in government decision
making through development of new community
participation mechanisms; significant capacity
building, and possibly some restructuring, of
Tambon Administrative Organizations and
Tambon Councils; intensive training of central and
provincial government staff responsible for com-
munity development; and strengthening the in-
stitutional and regulatory framework for CSOs,
including development of a fund to support CSOs,
streamlining of NGO registration procedures;

 Expanding poverty reduction programs in poor com-
munities through an increase in public expendi-
tures, particularly for primary health, secondary
education, and sustainable agriculture; better tar-
geting of poverty-related expenditures at both
household and provincial levels; and several key
design changes to improve the efficiency and
progressivity of rural poverty programs, particu-
larly the Poverty Alleviation Program, Tambon De-
velopment Program, and free medical care and
school lunch programs;

* Launching fiscal and administrative decentralization
through enactment of legislation devolving expen-
ditures for local services, after sufficient piloting;
expansion of the revenue base of local govern-
ments, including reform of existing taxes and im-
proved collection of existing charges and fees; es-
tablishment of a Local Government Civil Ser-
vice Commission, but only after local governments
have received extensive capacity building; and
preparation of strategic reviews of key rural de-
velopment ministries to identify functions to be
decentralized or privatized; and

e Establishing a stronger monitoring and evaluation
framework for community development, including
better coordination of the various initiatives un-
derway in NESDB, Social Policy Committee, and
Social Investment Fund; and improved monitor-
ing of the incidence of rural poverty and the effec-
tiveness of poverty reduction programs.

Second, off-farm employment and rural enter-
prises must be expanded in order to generate the jobs




necessary to absorb surplus workers and boost in-
comes, and capture the value-added of local agricul-
tural production. Off-farm employment and creation
of new rural enterprises must become the new engine
of growth in the future, since the capacity of agricul-
ture to expand is limited.

The key actions include:

» Creating an enabling environment for rural enterprise
growth, particularly development of new rural in-
dustrial estates with supporting infrastructure;
promotion of entrepreneurial skills and technol-
ogy research; establishment of a Fund for Innova-
tion Development;

 Expanding rural credit for establishment of SMEs and
micro-enterprises through additional capitalization
of SIFC; expanded training in risk assessment and
credit evaluation for SME financial institutions;
and elimination of interest rate subsidies on SME
lending;

* Promoting increased private sector and CSO partner-
ships in development of off-farm employment.

* Strengthening vocational schooling and skills develop-
ment in rural areas, including reform of the cur-
riculum of vocational schools; development of
industry-managed in-service training; and ex-
pansion of rural entrepreneurship development
programs;

* Improving the regulatory framework, including pas-
sage of a new basic framework law for SMEs; ra-
tionalization of incentive programs at the Board
of Investments and other agencies; review of the
current minimum wage framework and labor law;
and an increase in urban property tax rates; and

® Reviewing the institutional framework for indus-
trial development to reduce duplication of func-
tions, strengthen linkages with the private sec-
tor, and devolve functions to provincial and
district levels.

Third, rural finance markets must be strength-
ened in order to increase the financial resources of
local communities and channel more funds to produc-
tive rural investments.

The key actions include:

* Transformation of BAAC into an independent com-
mercial rural bank; elimination of restrictions on
lending to nonagricultural activities; elimination
of controls on interest rates; elimination of subsi-
dized loans for government projects, except if jus-
tified to redress a market failure; and introd uction
of more diversified savings products;

¢ Expanding microfinance for small farmers and poor
households, including consolidation and expan-
sion of government microfinance initiatives un-
der one umbrella program; provision of technical
assistance and funding for NGO programs; and
introduction of simple means tests to improve tar-
geting to poor households;

s Improving the policy framework for efficient inter-
mediation, particularly elimination of government
controls on lending and deposit rates;

* Reduction in the role of government in rural banking,
whose subsidized credit programs face low repay-
ment rates and create distortions in rural resource
allocation; and

® Strengthening financial sector training and supervi-
sion, including development of a supervisory
framework for rural state financial institutions at
the Bank of Thailand.

Fourth, agricultural productivity must be increased

in order to address the food and income requirements of
poor households, the raw material needs of the
agroprocessing sector, and continued export growth.

The key actions include:

* More effective management of scarce water resources
through a more participatory and transparent sys-
tem for allocation of water, including the possible
use of formal and tradable use rights; establish-
ing new institutional mechanisms for stakeholder
management of water resources at the basin, sub-
basin and water user levels; and phased introduc-
tion of cost recovery and water pricing policies as
part of overall reform;

¢ Continued land reform, including acceleration of
land titling, revision of the land tax system, and
allocation of land and secure use rights to
households who currently farm in national for-
est reserves;

* Greater focus on sustainable agricultural production,
with an emphasis on food security for poor house-
holds and integrated farming systems that di-
versify production risk and protect the environ-
ment;

* Reduced government intervention in production deci-
sions;

* Refocusing the role of government to essential public
goods, particularly research and extension, re-
dressing information asymmetry in commodity
markets, and enforcing compliance with health,
safety, and quality standards;

* Review and revision of the role of MOAC, particu-
larly devolution of functions to provincial and
district offices, and privatization of commercial
SOEs; and

¢ Fine-tuning of the policy framework, particularly
phasing out of the few remaining subsidies on
certain types of fertilizers and seeds; rationaliza-
tion of pesticide policies; elimination of price sup-
port programs (particularly for sugar) and greater
reliance on development of futures markets for
major commodities; and elimination of the few
remaining retail price controls.

Fifth, the management of natural resources must be

improved in order to ensure the sustainability of rural
development.
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The key actions include:

* Enhianced conservation of forests and biodiversity
through more effective enforcement of the logging
bar; more frequent monitoring of changes in for-
est cover; participation of local communities and
CSOs in preparation and implementation of man-
agement plans; and full financing of recurrent costs
through user and service concession fees;

* Increased watershed management to protect headva-
ters and reduce soil erosion through formal de-
marcation of watersheds and preparation of man-
agement plans in consultation with local commu-
nities and CSOs; rehabilitation of denuded steep
slopes; participation of local communities in
watershed protection; and support for new
technologies to establish sustainable upland

farming svstems;

* Improved management of coastal resources to reduce
social contlicts and environmental degradation
through strengthening the regulatory framework;
replanting converted mangrove areas and ban-
ning further conversion; and refocusing re-
search and extension on sustainable aquacul-
ture practices; and

* Enlunced management of capture fisheries to control
overharvesting and the loss of resource rents,
through updating maximum sustainable yield es-
timates for major fishing areas and species; estab-
lishing a framework that integrates government,
private sector, and fishing communities; reducing
the level of fishing; and significant increases in li-
cense fees and other charges.
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Initiatives for Irrigation Reform

[Note: This briefd
e

agriculture. It is limi

CHiNA

The Challenge. Feeding China’s vast and growing popu-
lation is a major challenge. Although China is approxi-
mately self-sufficient in grains now, annual consump-
tion is expected to grow from about 480 mt to arcund
700 mt by 2020. Almost all of the future increase in grain
production will be on irrigated lands. The kev tssues are
how to pay for irrigation and drainage investments and
operation and maintenance; achieve more efficient man-
agement of irrigation systems; increase local participa-
tion and “ownership”, and design. build, operate, and
maintain irrigation systems to higher standards.

b Since 1993, the country's irriga-
tion program has incorporated improved financial
sustainability through the SIDD approach (Self-Financ-
ing Trrigation and Drainage District), water supply com-
panies (WSUs) serve water user associations (WU AsT
WSCs are supposed to be operationally and financially

Strategic Approach.

autonomous companies owned and regulated by th
government. The basic cost recovery approach in Bank-
financed projects since 1993 has been to require WL As
to collect water fees sufficient to cover at least operation
and maintenance costs and half of the capital costs fi-
nanced by the loan

WUAs at lower levels have generally been finan-
cially viable, but prospects for the financial
sustainability are less than promising because of low
taritfs fixed by the government, and because there is
questionable legal authority for WSCs to be tax ex-
empt. Another approach that has been introduced in
some provinces allows for private sector participation
through auction, contract, or lease of minor irrigation
facilities to individuals or groups. This approach has
not been evaluated, but field reports are mixed and,
as currently implemented, it leaves out tarmer par-
ticipation and has no provision for regulatory protec-
tion of farmers. Recentlyv the establishment of WUAS
was declared to be national policy.

INDONESIA

The Challenges. Indonesia is the only major country in
the EAP region that depends significantly on rice imports.
Given the shortage of capital in Indonesia due to the eco-
nomic crisis, the country cannot afford to increase rice
production through further expansion of irrigation
schemes. Deferred maintenance is also a longstanding
and severe problem. In 1987, the GOI adopted an irriga-
tion operations and maintenance policy (IONMP) to ad-

oes 1ot include water resources management improvement activities, which are integral to sustuning irrigated

ted to reforms in the institutions that deliver irrigation and drainage services. |

Terracing to prevent soil erosion.

dress the irrigation sustainability problem that includes:
(i) ensuring needs-based budgets; (ii) direct operation
and maintenance cost recovery from irrigators through
irrigation service fees; and (iii) formation of WUAs to
enable selective INMT on less than 500 ha. This policy was
not successiul because it was inconsistent with the
government's former pelicy of discouraging decentrali-
zation. Fees were collected by the bureaucracy without
transparency, accountability, or stakeholder involvement.
Even in areas where the fee was collected, this did not
lead to better maintenance or operation, nor did it lower
the unofficial fee that farmers had to pay for water.
Strategic Approach. After the demise of the Suharto
governmentin 1998, the new government issued a policy
which calls for (a) establishment of WUAs, WUA asso-
clations, and WUA federations to manage public irriga-
tion schemes at the secondary level; (b) transforming the
role of the newly decentralized provincial and district
irrigation agencies to bulk water supply, operation and
maintenance of major headworks and canals, and sup-



port of WUAS; (¢) introduction of a fee to be collected
and retained by WUAs for operation and maintenance
funding; and (d) matching government funds for reha-
bilitation of irrigation schemes managed by WUAs. The
requisite legal, regulatory, and administrative reforms are
supported by the Bank through Water Resources Sector
Adjustment Loan (1999-2001). An intensive piloting and
demonstration of the WUA arrangement is being imple-
mented under the reformulated Java Irrigation and Wa-
ter Management Project. To date. approximately 7,500
WUASs are operational, though some have vet to become
as legalbodies. Some 300 WU A Associations and 80 WUA
Federations are operational at a higher level of aggrega-
tion (primary canal level) but have different tasks. Expe-
rience so far is encouraging, and the project is being ex-
tended to other regions.

Currently a new program is under preparation to
set up and support the arrangements for full-fledged
WUA-based irrigation operation. This will involve: (1)
re-definition of the tasks of irrigation departments; {2)
innovaltive financing mechanisms in which locally gen-
erated funds are complemented with tunds from gov-
ernment and loans from an irrigation development fund;
(3) arrangements to make irrigation services more com-
patible with local strategies for rural income generation;
and {4) extensive capacity building of both WUAs and
government staff.

TuEe PHILIPPINES

Challenges. There are two tvpes of publicirrigation svs-
tems in the Philippines, smaller communal irrigation
svstems (CI5), and larger national irrigation svstems
(NIS). Most of the CIS and all of the NIS were built by
the National Irrigation Administration {(NIA). The
NIA charter was amended in 1975 to authorize recov-
ery of the full cost of construction (or a portion
thereof} and full operation and maintenance costs
through irrigation service fees {{SF). The NIA has been

Table 13: Summary of EAP Irrigation and

Drainage Project Components 2
Component Number| Costs

Investments in [&D
infrastructure 1

v s]

$2,300 m

Capacity building/
institutional development 3
for Irrigation Agencies 6 $46m

Capacity Building/
Institutional Development
for Irrigation Agencies 10

generally successful in an Irrigation Management
Transfer (IMT) for the CIS, and is considered a pio-
neer in this field. Erforts to reform the NIS, however,
have floundered, and NI1A has been unable to fulfill
its responsibilities as a financially and operationally
autonomous irrigation agency. The NIS are typically
not well-operated or maintained and do not provide
full coverage. Meanwhile, the NIA is in constant fi-
nancial difficulty because it dees not establish its own
[SF rates and cannot compel farmers to pay irrigation
fees.

Strategic Approach. The basic approach to NIS re-
form is to downsize NIA and give its functions at
lower levels to WUAs. As a first step, a new water
distribution infrastructure is being constructed to re-
duce the cost of operations. WUAs will then be orga-
nized to take over NI1A's role, with the WUAs main-
taining part of service fees and transmitting the rest
to NIA to operate headwork and main canals. The
Bank is advocating a change from the uniform na-
tional fee to system-specific tariffs and the establish-
ment of earmarked WU A operation and maintenance
funds to discourage the deferral of maintenance. The
Bank is also advocating payments to encourage early
personal retirement within NIA in order to counter
agency resistance to the transfer of responsibilities.

THAILAND

There are no active Bank-financed irrigation projects in
Thailand. A project currently under preparation "Natu-
ral Resources Management Project I (NRMP-I) will in-
clude the following: development and implementation
of a new basin-wide institutional structure for water
management; dam safcty management; ground\mter
management improvement; and irrigation management
medernization. The management modernization com-
penent has three elements: an institutional reform pro-
gram for irrigation water management and capacity
building; adjustments in operating strategies, existing
technologies, and major infrastructure facilities; and im-
provement and/ or additional provision of structures and
facilities essential to improved water management and
delivery services within the institutional framework for-
mulated above, for a pilot area of about 150,000 ha.

VIETNAM

Challenges. The Government of Vietnam finances the con-
struction and rehabilitation of water resources infrastruc-
ture with grants, while the country’s 61 provinces have
operation and maintenance responsibility for irrigation
and drainage schemes. Management is typically done
through irrigation management companies (IMCs),
which are state-owned enterprises owned and regulated
by provincial governments. Although IMCs are supposed
to be autonomous, self-financing companties, they do not
generate enough revenue to cover operation and man-
agement costs. As a result, poor operation and deferred
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maintenance are svstemic problems. The policy of
complete grant financing for capital works encour-
ages the deferred maintenance and does little to pro-
mote cost-effective investment decisions. The IMCs
deliver water to villages (called communes), which
then distribute water to the farmers. This svstem gen-
erally works well, except where a canal passes
through more than one commune.

Strategic Approach. The Bank (and other donors, in-

Table 14: Major I&D Projects, By Country

cluding ADB} is working with the government to estab-
lish a svstem whereby only IMCs with sound manage-
ment will get financing for rehabilitation. The Bank is
also encouraging Vietnam to change its financing policy
to grants in combination with concessionary loans in
order to induce greater cost-etfectiveness and encourage
maintenance. WUAs that operate along hydraulic bound-
aries are being encouraged to serve more than one com-
mune, thus reducing per capita costs.

Country Number of Projects Project Costs Bank Loan/Credit
China 6 $1,914m 384 m
Indonesia 2 $410 m $183 m
Vietnam 2 $284m $202 m
Philippines 2 $154m $102 m
Thailand — — —
: Table 15: Bank-Client Dialogue on Irrigation Reforms
Issue China Indonesia Philippines Thailand Vietnam
Grain Self-sufficiency? Approximate Net Importer | Approximate Exporter Exporter
Bank-Client Country Dialogues?
Capital Cost Recovery? . ? ?
O&M Cost Recovery . . ?
WUA Formation . ? ”
Irrigation Agency Reform ? ? ?

Well-Developed: *
Incipient: ?
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Initiatives in Watershed Management

APRD has about 10 operations with watershed man-

agement components under preparation or being
implemented. These projects focus on a range of improve-
ments in natural resource management, chiefly soil and
water, with the objective of reversing or curtailing envi-
ronmental degradation, while bringing about increased
agricultural production and rural incomes. Another ob-
jective of most projects is to control siltation/sedimen-
tation of major waterways, dams and other water-re-
lated infrastructure.

Modes of country participation in these activities are
quite varied. [n China these projects rely on existing in-
stitutional structures within focal county, township, and
village governments to identify, coordinate, and imple-
ment watershed management needs. Farmer beneficia-
ries generally participate in project design, implemen-
tation, and financing, contributing about half of the
costs. In general, the Chinese projects are successful
and sustainable.

In Indonesia, community participation in watershed
projects has followed more traditional lines, with exten-
sion staff spending considerable time persuading farm-
ers of the merits of different technologies, and assisting
them in the planning and implementation of subproject
activities. Financial participaticn by beneficiaries is vari-
able in Indonesia.

In the Philippines, Bank projects have supported the
development of a comprehensive approach to watershed
management including formulation of a national strat-
egy, review of the legal framework, definition of require-
ments for policy and institutional changes, and prepara-
tion of a long-term investment program. Philippine
projects are community driven and participatory, and
have attempted to achieve sustainability through the es-
tablishment of watershed management funds. One

project in preparation in the Philippines is intended to
carry out watershed management within a river basin
framework and institutional structure.

EAP projects incorporate water, soil management,
and vegetation strategies and make considerable use of
physical structures, such as terracing, gully plugging, and
other sediment control measures. Terracing in China has
been particularlv successful bv enabling farmers to make
impressive improvements in agricultural yields and to
increase cultivation of cash crops. Afforestation has also
been extensively used in China, with management of
small plantations being contracted out to individual
households. In other Southeast Asia countries, terracing
and afforestation have been less common, emphasis has
been placed on a combination of vegetation techniques,
particularly the planting of grasses and multipurpose
leguminous shrubs. GIS technology has been used widely
in China for land planning purposes, with few problems
being reported.

EAPRD has not vet formally adopted a watershed
management strategy. Preliminary discussions point to
the adoption of the following strategic options.

Integration with River Basin Management. Wa-
tershed management does not necessarily need to be
carried out within the context of river basin manage-
ment. Environmentally sustainable development and
use of land and water resources can be carried out on
a community-by-community basis. Good manage-
ment practices can be implemented that will benefit
local areas as well as the river basins. When water-
shed management can be planned and implemented
within the context of integrated management at the
river basin level, including both technical and insti-
tutional aspecis, consideration should be given to the
effects of watershed management on downstream

Slash and burn farming.
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sedimentation and on changes in the hydrologic re-
gime, especially peak flows, groundwater recharge,
and baseflow drain-out. Watershed management op-
erations should be emphasized in river basins where
other aspects of integrated water resources manage-
ment are being implemented.

Participation and Sustainability. Watershed man-
agement projects should be prepared and implemented
with the direct participation of communities and farm-
ers. Participation should include consultation and agree-
ment on both water control and institutional mecha-
nisms. Sustainability of operations needs to be achieved
through a high degree of beneficiary participation and
financing, through ensuring demand-driven operations,
and through the setting-up and strengthening of perma-
nent institutional and financing mechanisms.
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Sustainabilitv also hinges on strong support from local
government entities and communities.

Technology. The technologies used in watershed
management operations should be farmer friendly and
respond to farmers’ needs. Decisions on technology
should be made through participation process.

Training and Demonstration. Watershed manage-
ment operations should include a significant training and
demonstration component. This should be directed to-
ward farmers and local communities and institutions.

Poverty Focus. Sustainable development and use of
land and water resources is critical for long-term pov-
erty alleviation. This should be a specific focus of water-
shed management operations coupled with assurances
that the poorest and most vulnerable will receive pro-
portionally greater benefits.
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Annex 1a: Rural and Urban Population Growth (Annual %)

1994 R 1994U 1995R 1995U 1996 R 1996 U 1997 R 1997 U 1998 R 1998 U
| Cambodia 2.8 5.5 2.8 5.4 21 4.9 2.0 4.7 1.9 4.6
China -0.1 4.0 -0.1 39 0.3 2.6 0.3 25 0.2 25
" Indonesia 0.1 4.6 0.1 45 0.0 4.6 -0.1 4.5 -0.1 4.4
Lao PDR 2.1 53 20 52 1.9 5.3 1.9 52 1.8 51
"~ Malaysia 0.8 4.0 0.8 4.0 0.9 3.9 0.9 3.9 0.7 37
Mongolia 0.6 29 0.6 2.9 0.5 28 04 2.6 0.2 25
PNG 21 3.6 21 3.6 2.0 4.0 1.9 4.0 1.9 3.9
* Philippines 0.1 43 0.1 13 03 4.0 02 3.9 0.1 3.8
Thailand 0.8 24 0.8 25 0.6 2.6 0.6 2.6 0.6 25
Vietnam 20 1.6 1.9 1.5 1.7 21 1.5 1.9 1.3 1.7
 Key= R stands for Rural and U stands for Urban
Sources: WDI, SIMA 2000
Annex 1b: Agriculture Growth, Annual %
1990 1991 1992 1993 1994 1995 1996 1997 1998 1999
Cambodia 1 7 2 -1 0 6 2 1 0 n/a
China 7 2 5 5 5 5 5 4 4 3
Indonesia 3 3 6 2 1 4 3 1 1 n/a
Lao PDR 9 -2 8 3 8 3 2 7 4 n/a
Malaysia 0 0 5 4 -1 1 2 0 -5 2
Mongolia -1 -15 10 -3 3 10 5 5 3 n/a
PNG 2 -3 6 10 5 2 6 -4 -6 1
Philippines 0 1 0 2 3 1 4 3 -7 6
Thailand -5 7 5 -1 5 3 4 0 -1 n/a
( Vietnam 1 2 7 4 7 5 4 4 4 n/a

Sources: WD, 2000
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Annex 2: Social Indicators in East Asia

Malay-
Cambodia China Indonesia Korea LaoPDR sia Mongolia

Philip

pines Thailand Vietnam

Number of
§ People under

Poverty Line
(Rural %) 1998 40.1 4.6 22 n/a 53.0¢ 0.9 3314

51.2

Life Expectancy
at Birth (1998} 54 70 63 72 54 72 66
Secondary Net

: enrollment % 1997 39 70 56 100 63 64 56

69

72 68

he
[+
ur
a

Female adult

illiteracyrate %

Cof aged 15 and

over (1998) 80 25 20 n/a 70 18 49

TOREW

Access to sanitation

i+ (Rural) n/a 21¢ 15 100 2 89 100

=2

o/

96° 21°

i Access to safe

water (Rural) 12 90¢ 56 100 36 80 n/a

68/a

72 66°

Inequality n/a n/a 0.342 0.336 n/a 0.485 n/a

0.429

0.462 n/a

Unemployment rate
2 (1997) n/a n/a 17 31 n/a 27 n/a

n/a

2.7 n/a
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: Annex 3a: Rice Production Growth, Asia 1967-1997

© Source: WDI

21988

51991

© 1993

41995

¢ 1990-96 national

e R AR A AL L i,

Production Growth (% per year) Yield Growth (% per year) Yields (mt/ha)

1967-9882 1982-1990  1990-1997 | 1967-1982  1982-1990 1990-1997 1982 1990 1997
China 3.4 18 1 23 21 16 32 37 42
India 2.7 42 1.7 2 34 13 1.3 17 19
Southeast Asia 39 5 27 3.1 18 12 18 2 22
All Asia 32 2.5 15 25 21 11 2 24 26

Per capita production (% per year) Per Capita Area Growth (% per year)
1967-1982 1982-1990 1990-1997 1967-1982 1982-1990 1990-1997

China 15 0.3 -0.1 -1.4 -17 -1.7
India 0.5 21 -0.1 -1.5 -1.4 -1.4
Southeast Asia 1.5 0.5 1 -1.5 -13 -0.2
All Asia n/a n/a n/a n/a n/a n/a

Sources: [FPRI October 2000




Annex 3b: Maize Production Growth, Asia 1967-1997

Production Growth {"o/year)

Yield Growth ("o/year)

Yield (mt/ha)

1990- 1997

1967-1982  1982-1980  1990-1997 | 1967-1982 1982-19%90 1952 1990 (997
China 5.1 49 4.1 4.1 3.4 1.9 3.3 43 5
India 16 2.3 2.2 1.1 2.7 l.b 1.2 1.5 7 I
Southeast Asia 1.1 4.1 32 2.0 2.7 4 1.5 1.8 —
All Asia 4.5 4.6 34 34 33 2.3 25 32 3
Source: FAO October 2000
Annex 3c: Per Capita Cereal Consumption (kg/cap), Asia 1967-97
China Southeast Asia
1967 1982 1990 1997 1967 1982 1990 1997
Wheat 42 81 94 96 6 10 11 16
. Maize 38 65 78 100 20 27 38 47
Other Grains 29 19 13 12 1 1 2 2
_ Rice 80 102 105 106 129 154 161 166

Source: FAQ October 2000

Annex 3d: Per Capita Cereal Production and Annual Growth Compared with Other Regions

Per capita Production Annual Growth Rate (%)
1967 1982 1990 1997 1967-82 1982-1990  1990-1997

: Latin America 2253 262 2221 253.4 1 -2 1.9
- S-S Africa 127.9 110.8 122.3 124.6 -1 1.2 0.3

N. Africa 255.8 231.5 2455 245.6 -0.7 0.7

South Asia 146 171.3 182.1 182.6 1.1 0.8

Southeast Asia 157.8 198.8 210.1 226.3 1.6 0.7 11

East Asia 188.7 248.7 276.5 295.8 1.9 1.3 1
. All Asia 163.6 206.9 2244 236.4 1.6 1 0.7
Developed 561.6 670.4 680.3 660.1 1.2 0.2 -0.4
’; Developing 80 102 105 106 129 154 161

Source: FAOSTAT data
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Annex 3e: Net Cereal Trade (million mt), 1967-1997

Per Capita Production
1967 1982 1990 1997
Latin America 31 -3.5 -11.4 -14.5
S-S Africa -1.5 -8.3 -8.1 -12
N. Africa -5.9 -28.9 -38.7 -44.3
: South Asia -11.6 2.9 -3.2 -1.7
- Southeast Asia -0.1 0.8 0.1 -55
- East Asia -5.8 -25.9 -26.3 -20.9
All Asia -17.4 -28 <294 -28
Developed -21.7 -68.7 -87.6 -98.8
Developing 24.6 73.8 93.2 1059
Source: FAQ October 2000

Annex 3f: Cereal Demand Growth (%/year) Various Cereals, 1967-97

o e

Wheat Demand Growth Maize Demand Growth Rice Demand Growth

1967-1982  1982-1990  1990-1997| 1967-1982 1982-1990 |1990-1997 1982 1990 1997

© Latin America 34 0.8 2.3 3.6 23 4 35 2 1.7
© 5-S Africa 6.2 17 5.6 2.9 5.3 2.7 51 33 29
N. Africa 16 3.1 1.9 6.1 47 3.9 46 33 46
South Asia 19 3.8 3.4 1.3 3.1 2.5 28 34 1.8

~ Southeast Asia 6.2 3.2 6.9 4.4 6.4 47 36 26 21
» East Asia 6.5 3.5 1.3 6.1 4.1 13 35 18 1
" Developed 16 15 0.9 2.8 0.8 1.1 07 05 06
¢ Developing 52 3.1 2.3 45 3.8 4 34 25 1.6

e b

Source: FAO October 2000

Annex 4: Food Security in East Asia

Food Food aid in
Daily per production Cereals
Daily per Daily per capita supply percapita Food import (thousands
capita supply capita supply of protein index as % of of metric
of calories of calories change 1994- (1980=100) merchandise tons) 1994-
Countries 1970 1995 95 (%) 1998 import 1993 95
Cambodia 2059 1996 -8.33 132.21 n/a 63.72
2 China 2000 2708 47.92 214.53 2.90 n/a
Indonesia 1859 2699 61.11 84.00 n/a 2.60
4 Lao PDR 2154 2105 -1.79 99.47 n/a 9.61
Malaysia 2518 2765 27.45 149.38 n/a 0.32
Mongolia 2279 1895 -21.95 63.04 n/a 11.71
# Philippines 1670 2319 29.55 94.33 7.80 4427
¢ Thailand 2148 2247 1.96 105.69 4.70 275
Vietnam 2122 2438 9.80 149.12 n/a 63.66
Source: UNDP HDRO 2000
Sgee ke P 2 o2
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Annex 5: Number of Illiterate Adults (15+) in the Asia and Pacific Region

IHlliterate Females as %
Male Female Both Sexes of Hliterate Males

Cambodia 1,287,000 1,970,000 3,257,000 153
China 71,588,000 150,774,000 222,362,000 211
Indonesia 7,170,000 15,238,000 22,408,000 213
Korea, Rep 162,500 975,000 1,137,500 600
Lao PDR 97,000 285,000 382,000 294
Malaysia 807,000 1,661,000 2,468,000 206
Myanmar 1,432,000 3,719,000 5,151,000 260
PNG 449,000 692,000 1,141,000 154
Philippines 1,929,000 2,080,000 4,009,000 108
Singapore 86,500 265,000 351,500 306
Thailand 760,000 1,861,000 2,621,000 245
Vietnam 1,579,000 3,461,000 5,058,000 217

TOTAL 87,365,000 182,981,000 270,346,000 209

Source: UNICEF/East Asia and Pacific 1996

- Annex 6a: Global Rural Space? Portfolio(IBRD/IDA loans and credits), FY99-2000, $ million

i) RURAL SPACE
Beyond Total Rural No Direct All Banks Rural Space as
Ag+3 Age+3 Space Urban Only Ruralee Grand Total%| of total bank
- Region 1999 2000 1999 2000 1999 2000 | 1999 2000 | 1999 2000 1999 2000 1999 2000
" AFR 187 223 382 550 569 773 1 232 170 | 1,195 1,133 | 1,99 2,09 29 37
. EAP 938 493 636 552 1,574 1,045 888 724 | 7,305 L1211 | 9,767 2,980 16 35
g ECA 271 290 1409 309 680 399 | 397 83 4,183 2528 | 5260 3,042 13 20
LCR 803 263 502 161 1.305 424 1 1,078 438 5,308 3,112 7,691 4,024 17 11
© MNA 454 153 87 206 541 359 | 216 273 837 288 1,594 920 34 39
* SAR 607 72 511 808 1,118 880 612 11 665 1,222 2,395 2,113 47 42
Total 3,260 1,494 | 2526 25586 5786 4,080) 3423 1,581 | 19494 9,514 | 28,703 15175 | 20 27

' *Excluding Supplemental Projects

* os includes misc. non-rural (“urban” and “no direct rural”) components of projects with components in rural space.

78




: Annex 6b: East Asia Rural Space Portfolio

: FY99 FY00

] Ag. +3 % increase -47%

§ Beyond Ag. +3 % increase -13%
Total Rural Space % increase -34%

All Bank grand total % increase -69%

% Rural space as % of total bank 16% 35%

Annex 6¢c: Number of Projects and Lending in Rural Space by Region and Envisaged
‘Outcome Domain’ ($m); Combined FY1999 and 2000

Region
Grand
Total
AFR EAP ECA LCR | MNA | SAR | ($m)
Total number of projects reviewed 68 41 57 48 18 30 262
Total IBRD/IDA ($m) 1340 2620 1271 1713 901 | 2159 | 10,004
Outcome 1: 848 1617 725 1100 631 939 | 5,860

Policies and actions which promote
sustainable livelihoods

Outcome 2: 466 855 461 402 249 | 1,021 3,454
Better education, health and opportunities
for poor people

Outcome 3: 26 148 85 211 21 199 690
Protection and better management of
natural and physical environment
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Annex 6d: EAP Breakdown of Outcome Domains
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Annex 6e: EASRD Portfolio Analysis

Breakdown of Rural Sector Portfolio, by Country, FY00

Share of the total | Value of projects; Share of the total

Number of projects portfolio Vo USsm portfolio value %
- Cambodia 4 5.7 387 05
China 31 443 37959 749
East Timor 1 14 6.3 0.1
- Indonesia 13 13.6 723 93
- Lao PDR 3 13 314 0.4
- Mongolia 1 1.4 10 0.1
PNG 2 29 32 0.4

Philippines 3 1.3 539.5 7.

Thailand 1 1.4 1181 1.5
. Vietnam 6 8.6 +43.9 57
- Total 70 100 77397 100

Sources: SAP, data as of 06.30.00

Annex 6f: Breakdown of Rural Sector Portfolio, by Sector, FY00

Number of projects

Share of the total
portfolio % (value)

Agricultural Adjustment
Agricultural credit
Agricultural Extension
Fisheries and Aquaculture
Irrigation and Drainage 1

. Livestock
Agro-Industry & Marketing
Perennial Crops
Annual crops

. Research

1 Forestry

© Other Agriculture

~ NRM

. Others
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Annex 6g: ESRD Portfolio, by Sector FY00
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125

Forestry —.—
7%

Annual crops -

1%

Research i

1 Irrigation and Drainage
0

Perenniat Crops ] Livestock 397,
3% | 1%

Agro-Industry and
Marketing 12%»
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12%
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