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Solving the poverty problem in low
income countries requires rapid growth 
in output, income, and employment. 
But where is the effective demand for 
massive increases in output to come 
from? Although foreign demand- re
quiring open trading regimes and large 
growth in exports-is currently much 
talked about, domestic demand has 
traditionally been important in the initial 
stages of accelerated economic 
growth. But kick-starting domestic de
mand necessitates raising productivity 
in the large agriculture sector. 

AGRICULTURE: THE KEY TO 
INCREASING DEMAND 

Agriculture is important because it em
ploys so much of the labor force in the 
early stages of development. It has the 
capacity to exploit productivity-increasing 
technological innovations that make 
large net additions to national income 
and hence to purchasing power. Rising 
farm incomes are spent largely on labor
intensive products of the rural sector, 
boosting demand where it does the 
most good in generating further in
creases in employment. Agriculture on 
the Road to Industrialization tells how 
agricultural growth can be accelerated 
so as to have a major impact in gener
ating demand for output from the labor
intensive rural sector. 

The book, edited by John W. Mellor, 
is based on close analysis of eight coun
tries or states; six were highly success
ful in using agriculture as the leading 
edge of growth (Colombia, Costa Rica, 
Kenya, Punjab in India, Taiwan, and 
Thailand), one succeeded in agriculture 
but failed to obtain the multipliers to 
growth in nonagricultural income and 
employment (the Ph il ippines), and 
one was a failure in both agriculture 
and nonagriculture (Argentina). 

Excluding Argentina, the seven 
countries averaged a 4.5 percent 
growth rate in agriculture, 8.9 percent 
in manufacturing, 6. 7 percent in ser
vices, and 6.4 percent overall during 
their own periods of rapid agricultural 
growth. The per capita growth rate of 
agriculture determines the multiplier ef
fects on other sectors, and the seven 
countries averaged 1.6 percent per 
capita growth in agriculture. 

ACHIEVING RAPID 
AGRICULTURAL GROWTH 

There are many routes to rapid agricul
tural growth. Both Argentina and Thai
land grew substantially through the ex
pansion of land area with relatively low 
technology. In contrast, Punjab and Tai
wan increased agricultural growth pri
marily through yield-increasing technol
ogy, as did the Philippines to a large 
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extent Colombia, Costa Rica, and Kenya 
obtained accelerated agricultural growth 
by changing the composition of produc
tion, and in particular from the rapid 

Agriculture has the capacity 
to exploit productivity
increasing technological 
innovations that make large 
net additions to national 
income and hence to 
purchasing power. 

growth of agricultural exports. As a 
country's per capita income rises, the 
income-elastic demand for horticulture 
and livestock products allows agricul
tural growth rates of 4 to 6 percent based 
largely on domestic demand. Thus, rap
idly growing domestic demand will 
eventually drive the shift in composition 
toward high-value agricultural products. 

Even in the countries in which tech
nological change was the dominant 
source of growth, changes in what was 
produced and increases in the amount 
exported played an important role. In 
the long run, sustaining agricultural 
growth depends on cost-reducing, yield
increasing technology. The cases of 
Punjab and Taiwan spell out in detail the 
institutional changes needed to bring 
about rapid technological change. They 
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both achieved high growth rates in agri
culture and high multipliers for nonagri
cultural growth. 

In the foreword to the book, Presi
dent Lee Teng-hui of Taiwan points out 
that "The growth of agriculture [in Tai
wan] laid a firm foundation for industriali
zation, which in turn led to broader eco
nomic development." The chapter on 
Taiwan emphasizes not only the invest
ment and institutional development 
requirements of agricultural growth but 
also the importance of open markets in 
achieving the impact on the nonagricul
ture sector. Orienting an economy to-

Rising farm incomes are 
spent largely on labor
intensive products of the 
rural sector, boosting demand 
where it does the most good 
in generating further 
increases in employment. 

ward domestic demand to stimulate 
growth does not imply a closed econ
omy and distorted prices. 

RETAINING THE RURAL 
POPULATION 

In Taiwan the proportion of the popula
tion remaining in rural areas was con
sistently high, in contrast to countries 
that were less successful in using agri
culture to stimulate nonagricultural 
growth. Thailand was also notable in 
this respect, with a surprisingly high 
proportion of the population working in 
rural nonfarm production jobs. In Punjab, 
nonagricultural growth was so dispersed 
that there are no dominant towns in the 
state. Spending resulting from rising 
farm incomes stimulates employment
intensive activities in small towns and 
rural areas, and it helps avoid the so
cial and economic diseconomies of 
megacities. 

Each of the successful cases 
shows that modern science will allow 
agricultural growth to accelerate more 
quickly than population. Thus, while the 
high population growth rates of the mod-

ern era pose a problem for economic 
growth, they are not an insurmountable 
problem, at least in the short run. 

AGRICULTURE IS NOT 
ENOUGH 

The Philippines offers an example of a 
major Green Revolution success-but 
one that was not enough to stimulate 
broad economic growth. A rapidly grow
ing agriculture sector normally gener
ates a sufficient increase in employment 
to increase real wage rates in rural areas. 
The Philippines, however, experienced 
increasing rural poverty and declining 
real wage rates even as agriculture was 
growing rapidly. And the Philippines dif
fered from other agricultural success 
stories in another respect. While other 
countries experienced dispersion of the 
nonagricultural labor force throughout 
the rural areas, the Philippines showed 
increasing concentration of its nonagri
cultural labor force in one city: metro
politan Manila. 

Why the Philippines presented 
such a perverse record of multipliers 
from agricultural growth is a complex 
story. An important part of the story is 
bad macroeconomic policy that caused 
concentration of investment in capital
intensive industries, particularly those 
located in metropolitan Manila. That pat
tern of development resulted in very little 
employment growth and starved the ru
ral sector of the capital and institutional 
structures necessary to take advantage 
of growing rural incomes. Other factors, 
including the structure of land tenure, 
also played a role. 

MULTIPLIERS FOR 
NONAGRICULTURAL 
GROWTH 

The case of Thailand shows that agri
cultural growth has a stronger impact on 
the service sector and light manufactur
ing and construction than it does on 
what is more traditionally described as 
manufacturing. The Kenya case rein
forces that point and also shows that if 
agricultural growth is restricted to par
ticular regions the multipliers will be so 

restricted as well. Kenya's experience 
also makes clear that the extraordinarily 
high population growth rate that charac
terized much of Africa can substantially 
nullify the effect of a high agricultural 
growth rate on the growth of other sectors. 

The Argentine case demonstrates 
how poor macroeconomic policy can in-

Exports can help stimulate 
intensified agriculture 
through change in output 
composition toward higher
value crops, particularly 
while domestic income 
growth is gathering steam. 

terfere with not only agricultural multipli
ers but also agricultural growth itself. 
Still, sound macroeconomic policy alone 
is not enough either; the cases of Punjab 
and Taiwan show how critical institu
tional structures are to growth and what 
needs to be done to make them effec
tive, not only for accelerated agricultural 
growth but for strong multipliers as well. 

AGRICULTURAL GROWTH 
AND TRADE 

The analysis highlights the importance 
of trade. Exports can help stimulate in
creased intensity of agriculture through 
change iri output composition toward 
higher-value crops, particularly in the 
interim while domestic income growth is 
gathering steam. Trade also provides 
the healthy competition that constrains 
the cost of production so that the focus 
is on productivity increases that make a 
net addition to national income. 

Contributors to the book are Romeo M. Bautista, 
Albert Berry, G. S. Bhalla, Ame Bigsten, Rafael 
Celis, Paul Collier, Roberto Domenech, Bruce F. 
Johnston, Shirley W Y. Kuo, Eduardo Lizano, 
Yu-kang Mao, John W Mellor, Yair Mundlak, 
Albert Pari<, Chi Schive, and Ammar Siamwalla; 
foreword by President Lee Teng-hui of Taiwan 
and preface by Gerry Helleiner. 

Agriculture on the Road to Industrialization, ed
ited by John W Mellor, 1995, $57.50, may be 
ordered from The Johns Hopkins University 
Press, 2715 North Charles Street, Baltimore, 
MD 21218, U.S.A. 


