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1. Introduction 

Countries in Latin America and the Caribbean (LAC) as well as Asia have undergone remarkable 
transformations that have led to significant socioeconomic improvements for millions of people during 
the past several decades. However, slow economic growth, insufficient human and institutional 
capacity, as well as high poverty and inequality continue to pose serious obstacles to many countries in 
both regions. During their transformations, the countries of Asia and LAC have taken distinctive 
development pathways and, consequently, achieved different development results. These distinctive 
pathways present an important opportunity to learn about the role of different initial conditions and 
policies in influencing a country’s development outcomes. Given the significant role that agricultural and 
rural development play for overall development and poverty reduction, the goal of this paper is to 
compare agricultural growth strategies in Asia and LAC and to draw lessons that the two regions can 
learn from each other. The second section of this paper provides an overview of the economic and 
poverty reduction performances of both regions, placing special emphasis on agriculture and rural 
development. The third section outlines a number of differences and similarities between the economic 
and agricultural development strategies pursued by countries in Asia and LAC in past decades. The 
fourth section takes a forward-looking approach, and highlights some of the key challenges and 
opportunities for development in Asia and LAC. The paper concludes with a summary of lessons that the 
two regions can draw from each other’s development experience. 
 
2. Growth and Poverty Reduction  

Economic and Agricultural Growth 

Both Asia and LAC experienced higher growth in GDP than agricultural GDP between 1970 and 2008 
(Figure 1). During this period, East Asia exhibited the strongest performance in terms of both overall and 
agricultural growth (7.8% and 3.8% respectively), while annual growth averaged 3.4%/2.8% in LAC and 
5.1%/2.7% in South Asia. More specifically, LAC experienced much slower annual economic growth 
when compared to Asia during the period under review, with the exception of the 1970s, when annual 
GDP growth in the region was 5.6%. Economic growth in LAC was the lowest during the 1980s (1.3%), a 
time that is often referred to as the “lost decade” due to the significant debt crisis that was facing most 
countries in the region. Conversely, South Asia experienced its lowest rate of GDP growth during the 
1970s, with growth hovering around 5% and 6% during more recent decades. Agricultural growth 
patterns across the different decades shows an essentially steady pattern of growth in the three 
regions—ranging between 2% and 4%, with the exception of South Asia in the 1970s (when agriculture 
grew at an annual rate of 0.5%) and East Asia in the 1980s (when agriculture grew at an annual rate of 
5.2%). As with economic growth, agricultural growth in LAC peaked during the 1970s. Only recently, in 
the period 2000-2008, has growth in agricultural GDP in LAC been roughly on par with the other two 
regions.  
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It is important to note that the impressive economic growth in Asia started from a much lower level 
than in LAC, and has been accompanied by higher population growth. In 1980, average GDP per capita in 
East Asia was 13 times lower than in LAC, and in South Asia—15 times lower. Since then, the gap in GDP 
per capita between the two regions has been substantially reduced, but remains large (Figure 2). GDP 
per capita in East Asia is now 3 times lower than in LAC, and in South Asia—7 times lower.  
 
Despite steady growth of the agricultural sector in both Asia and LAC, the importance of agriculture has 
been declining relative to other sectors (Figure 3). Notably, Asian countries, on average, have 
experienced a considerably larger decline in agriculture’s share of total GDP over the last three decades 
than LAC. Agriculture’s share of total trade has also decreased since 1995 in both Asia and LAC, 
although, in recent years, this decline has been minimal, with the share of agriculture relative to other 
sectors remaining roughly stable (Figure 4). A comparison of the two regions shows that agriculture 
constitutes 15 and 6 percent of total trade in developing America and Asia, indicating that agricultural 
trade plays a considerably more important trade role in LAC than in Asia relative to other sectors.  
 
 
Poverty Reduction 

Both Asia and LAC achieved clear successes in poverty reduction in past decades, but issues of serious 
concern remain. The share of people living below $1.25 a day decreased impressively in East Asia (from 
79% of the population in 1981 to 18% in 2005), and moderately in South Asia (from 59% of the 
population in 1981 to 40% in 2005) (Figure 5). Yet, almost one billion people in Asia continue to live 
below $1.25 a day (Chen and Ravallion, 2008). The share of poverty in LAC was much lower than in Asia 
at the beginning of the 1980s but decreased only slightly (from 12% in 1981 to 8% in 2005). 45 million 
people continue to live in poverty in the region.  
 
Rural poverty is one of the main unresolved problems facing both Asia and LAC. In East and South Asia, 
rural areas are home to an overwhelming share of the regions’ total poverty (76% and 93%, 
respectively), and the majority of rural residents in both regions are poor (Ravallion, Chen, and 
Sangraula 2007). In LAC, despite a relatively lighter concentration of poverty in rural areas in comparison 
to Asia, poverty in rural areas is prevalent enough to constitute a problem for the region’s development. 
The rural poverty rate in LAC is more than twice as high as the urban poverty rate (10% in urban areas 
and 21% in rural areas). In addition, 40 % of the poor still live in rural areas even though the rural share 
of the total population is much smaller. The high rural poverty rates and high percentage of poverty 
concentrated in rural areas highlights the importance of and need for development efforts to focus on 
rural and agricultural development.  
 
An overview of inequality measures for a sample of Asia and Latin American countries reveals the high 
rate of inequality facing Latin American countries (Table 1). Though the most recent estimates of 
inequality continue to be high in LAC, countries in the region (such as Brazil, Chile, and Mexico) have 
experienced small declines in inequality. In contrast, inequality in Asia has been lower than in LAC but 
has been on the increase in many countries in the region. 
 
 
3. Development Strategies 

Economic development thinking has undergone a myriad of changes in the specification of both the 
factors that are responsible for underdevelopment and the proper course of action that is needed to 
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fuel economic growth and poverty reduction. Early emphasis on overcoming physical capital deficiencies 
through state-led interventions during the 1960’s was replaced by a focus on the liberalization of trade 
as well as domestic and factor markets, accompanied by the withdrawal of government and the 
expansion of market interventions in the pursuit of financial and human capital formation (Adelman 
1999).  This section attempts to compare different development pathways that the two regions have 
used for overall and for agricultural development during the last several decades. 
 
 
Economic Development Strategies 

Efforts to explain an “Asian model” of development are complicated by the diverse reforms and the 
broad range of development pathways that Asian countries have initiated during the last several 
decades in their efforts to stimulate economic growth, reduce poverty, and ensure food security for 
their populations. The development model of the newly industrialized countries in East Asia (such as 
South Korea and Taiwan) and, later, the countries in Southeast Asia (such as Indonesia, Malaysia, and 
Thailand) is frequently highlighted as an example of a development success story, often being dubbed as 
the “East Asian miracle”. After a short period of import substitution-led growth in the early 1960’s, these 
so-called “Asian Tigers” adopted policies that focused on export-led growth in labor-intensive consumer 
goods; undertook a set of market-friendly institutional and policy reforms; continued to invest in 
infrastructure and human capital; and engaged in the direct and indirect promotion of selective 
industrial policies (Adelman 1999). Although the East Asian governments often adopted market-
distorting export subsidies, these subsidies were tied to performance and were removed after a firm 
achieved a certain level of success. More recently, India and China’s growth and poverty reduction 
performances have also been heralded as one of the most important transformations during the last 30 
years, although the countries have taken different policy paths. China, which chose a “firing from the 
bottom” approach, began its reform process with the agricultural sector and then moved on to 
manufacturing and services (Figure 6). In contrast, India, which chose a “trickle-down-from-the-top” 
approach, started its reform process with services and then moved to manufacturing, with large 
segments of the agricultural sector in India still awaiting reforms (Fan, Gulati and Dalafi, 2008). 
 
Similarly to countries in Asia, countries in LAC have employed a diverse range of policies and political 
structures and institutions, though it is still possible, to some extent, to outline a common evolution of 
economic policies in the region starting from the 1960s. LAC’s initial development efforts emphasized 
support for the industrial sector through the adoption of protectionist policies that encouraged import-
substituting industrialization. The main pillars of this strategy were industrialization through 
governmental intervention and barriers to trade, resulting in the implementation of import taxes, 
agricultural price interventions, and agricultural export taxes in an effort to prevent large increases in 
food prices (and thus wage rates) (Anderson and Valdes, 2008). In contrast to East Asia’s rapid 
introduction of export-oriented policies, LAC continued to implement import-substitution policies until 
the debt crisis of the 1980s. More specifically, the severe microeconomic disequilibrium within most 
Latin American countries during the 1980s resulted in significant economic restructuring and the 
adoption of far-reaching economic reforms that centered on trade liberalization, deregulation, and 
greater fiscal and monetary discipline. In a majority of Latin American countries, the major change in 
trade policy was the partial or total removal of most quantitative restrictions on imports and exports, 
the elimination of export taxes, and the gradual reduction of import tariffs. These reforms resulted in 
increased incentives to move resources from import-competing to export-oriented sectors, including 
agriculture, thereby enhancing competitiveness and integration with the world economy (Anderson and 
Valdes, 2008). 
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Agricultural Development Strategies 

Past development experiences have shown that the agricultural sector is the engine of growth in most 
developing countries and that a successful economic transformation vitally depends on agricultural 
development and increased agricultural productivity. The early withdrawal of public support from 
agriculture has been shown to slow down the economic transformation and create inequalities that 
pose persistent development challenges (Tiffin and Irz, 2006; Breisinger and Diao, 2008). A commonality 
across both Asia and LAC has been the implementation, to varying degrees of success, of policies that 
have directly and indirectly affected the agricultural sector, with the exact trajectory of agricultural and 
rural development varying across time and countries.  
 
In Asia, agriculture is characterized by a unimodal system of production that is characterized by 
smallholders and land fragmentation (Grabowski, 2008; Torero, 2008). Despite this similarity, the role of 
agriculture in a country’s overall development has varied significantly across countries, as exemplified by 
China and India. Through a gradual reform process that was based largely on trial-and-error, China and, 
later Vietnam, commenced economic liberalization with agricultural and land reforms, including the 
decentralization of agricultural production systems and the liberalization of pricing and marketing 
systems (Fan, Gulati and Dalafi, 2008). Although land reforms fluctuated from family farming to 
collectivization and, back again, to family farming with restricted land rights, China’s centralized system 
ensured uniform implementation and the successful pursuit of the reform’s goal of increased equity and 
lower  poverty (Yao, 2008). Investments in both irrigation and research and development were also 
major contributors to agricultural growth min China. As a result of better initial conditions in land 
distribution and better irrigation and other infrastructure, rapid growth in agriculture has led to overall 
growth and large poverty reduction. More specifically, reforms created a highly favorable incentive 
environment in agriculture, leading to increased agricultural incomes and also to growth in the non-farm 
sector (Fan, Zhang and Zhang, 2002; Fan, Huong, and Long, 2004). 
 
Policies aimed at enhancing food security dominated India’s reforms until the early 1990s. Land reforms 
and the building up of rural infrastructure, especially irrigation, were crucial for agricultural 
modernization. In contrast to China, the implementation of land reforms in India was slow and only 
partially successful due to regional variation in implementation and conflicting interests that crippled 
landlord-controlled state legislatures (Fan, Gulati and Dalafi, 2008). Until the early 1990s, Indian 
agriculture labored under a strictly regulated policy regime. In 1991, India undertook macroeconomic 
adjustments and reforms in trade and industrial policy. Agriculture only recently gained a prominent 
place on the reform agenda in the form of reforms aimed at gradually decontrolling agricultural trade 
flows. Most recently, the Indian government extended reforms to domestic agricultural marketing, but 
has left the traditional support system of input subsidies and subsidized prices largely unaltered.  

Agricultural policies in LAC have been influenced by several region-specific features, namely 
concentrated land ownership, dominance of medium and large farms in the production of agricultural 
outputs, and high urbanization rates (Anderson and Valdes, 2007). Although the countries of LAC are 
very diverse in terms of size and patterns of economic development, they are generally characterized by 
dual agricultural systems, whereby the region is dominated by a large-scale commercial sector alongside 
small farms that are often concentrated in marginal areas with high levels of poverty (Todaro, 2008; 
World Bank, 2008). For the most part, explicit support for agricultural and rural development has been 
ignored in the overall strategies of most countries in the region during the last several decades. During 
the era of import substitution, the agricultural sector was a source of capital and labor for the 
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manufacturing sector with resources being squeezed out of agriculture through macroeconomic policies 
that were directly or indirectly biased against agriculture (Birdsall et al., 2008). For example, industrial 
protection policies and the overvaluation of the real exchange rate resulted in the indirect taxation on 
agriculture, which harmed the region’s most competitive farmers and were offset only slightly by farm 
credit and fertilizer subsidies (Anderson and Valdes, 2008). During this time, efficient agriculture growth 
was sacrificed in support of industrial development, with, for example, artificially low ceilings on food 
prices benefiting urban incomes at the expense of the rural population (World Bank, 1993). 
 
In recent years, agriculture has reemerged in most LAC countries as an important sector with a capacity 
to modernize and play a larger role in international trade (Pineiro, 2001). Rather than sectoral policies, 
the most influential policies for agricultural development in countries such as Chile have been general, 
economy-wide interventions. These include the removal of a previous anti-export bias, macroeconomic 
stabilization, changes in the exchange rate regime, the deregulation of factor and product markets, 
privatization, and investment in infrastructure (Valdes and Foster, 2003). As with a number of countries 
in Asia, countries in LAC adopted the export-led model, though the trajectory has varied. On the one 
hand, agriculture in a number of countries in the region has become one of the leading export sectors, 
taking advantage of niche markets such as wine and fruit in Chile and fruit and vegetables in Mexico 
(Todaro, 2008; Valdes and Foster, 2003). On the other hand, many other countries with large 
agricultural sectors have not been able to find a profitable export niche. 
 
In recent years, the region has experienced a decline in distortions to agricultural incentives (in the form 
of negative relative rates of assistance) due both to cuts in protection for non-agricultural sectors and to 
reforms of agricultural policies (Anderson and Valdes, 2008). In fact, the reduction in assistance to non-
farm tradable sectors has been as much responsible for the expansion of agricultural exports since the 
early 1990s as the reduction in direct taxation of those agricultural exports. 
 
 
4. Key Challenges and Opportunities for Development 

 

There are a number of lessons to be learned from the varying trajectories taken by countries in LAC and 
Asia. More specifically, a more in-depth analysis of the recent developments in the areas of supply 
chains, social protection, asset distribution, rural non-farm economy, trade liberalization, institutions, 
and broad-based growth highlights the key challenges and opportunities faced by both regions and 
allows for drawing forward-looking implications for future efforts to promote agricultural growth.  

 

Supply Chains 

In recent years, socioeconomic factors, such as changing consumption patterns due to income growth 
and urbanization, alongside policy reforms, such as market liberalization and privatization, have 
transformed the agrifood industry along the entire supply chain (from processing to retail) in many 
developing countries (Reardon et al. 2009). This transformation has significant implications for 
smallholder farmers and their ability to participate in food supply chains. On the one hand, the 
broadening and deepening of markets creates new opportunities for poverty alleviation, market 
participation and income growth for smallholders. On the other hand, it also raises challenges for small-
scale actors, such as greater competition; increased demands in quality, safety, and volume; and more 
complex and demanding postharvest handling and collection requirements (Escobal and Torero, 2006; 
Chowdhury, Gulati, and Gumbira-Sa'id, 2005). Small-scale farmers are often not able to access dynamic 
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markets and take advantage of the market opportunities offered because of resource constraints, 
including lack of access to market information alongside production and marketing risks.  
 
The agricultural sector in Latin America has been especially successful in increasing its commercial 
orientation, developing high-value chains and leading the way in taking advantage of niche 
opportunities for higher value added activities such as organic and fair trade markets (Todaro, 2008; von 
Braun, 2004). The dominance of supermarket chains in the domestic food markets of many LAC 
countries has dramatically transformed existing food supply chains, giving rise to, for example, greater 
vertical coordination through innovative contractual arrangements (Reardon and Berdegue, 2006).  The 
Latin American experience has shown that changes in procurement systems toward integrated supply 
chains offer the opportunity to increase rural producers’ bargaining power and the level of product 
quality demanded from them (Berdegue et al., 2006). In particular, vertical coordination along the food 
supply chain, in the form of cooperatives, producers’ associations, and contract farming, has been able 
to facilitate small farms’ diversification by improving their access to markets, providing technical 
assistance and demand information, and reducing price risks and transaction costs (Reardon et al. 2009). 
Despite the dominance of a small number of wealthy farmers and firms in LAC’s higher value export 
markets, family farmers (in some instances in poor households) have been able to play a leading role in 
some niche markets such as the market for organic coffee and the Fair Trade Market for fruits and 
vegetables(Berdegue et al., 2006). This shows that, given the right incentives, effective producers’ 
organizations, and availability of financial and technical support services, small family farms can rapidly 
innovate and participate successfully in very dynamic and competitive markets. An analysis of small-
scale contracting arrangements by Key and Runsten (1999) finds that the main disincentive for 
agroprocessors in LAC to work with small farms are the high transaction costs that are associated with 
providing the smallholders with credit, inputs, extension services, and product collection. In turn, 
producer organizations, such as rural marketing cooperatives, in LAC have shown the ability to lower 
these contracting transaction costs for firms and small-scale growers.  
 
An analysis of small potato farmers in Peru highlights how innovations in supply chain management 
have helped farmers reach new dynamic market opportunities by building capacity for collective action 
among small and dispersed farms (Escobal and Torero, 2006). More specifically, nongovernmental 
organizations (NGOs) have successfully mediated between farmers and markets in Peru by providing the 
needed “social capital” and market access information to successfully link small producers (who face 
high marketing and transaction costs) with processors (who face high uncertainty and monitoring costs). 
However, when designing policies to regulate or influence the terms of contract relations, policymakers 
should carefully weigh the incentives and disincentives of these policies as past policies have 
inadvertently discouraged agroprocessors from contracting with smallholders (Key and Runsten, 1999). 
 
Asian food markets are also currently undergoing a profound and extremely rapid transformation in 
supply chains. Triggered by increasing urbanization and incomes, the region is experiencing the fast 
diversification of diets toward high-value, agricultural products such as fruits, vegetables, and milk, and 
the rapid rise of organized food retail—a “supermarket revolution” (Reardon and Gulati, 2008). The 
current diversification within Asian food markets and agricultural production systems call for 
development policies that encompass the whole supply chain—production, processing, and retail. 
Enabling smallholder farmers to connect to these new markets is a challenge for the public and private 
sector in the region. Reardon et al (2009) review past studies on the effect of a transforming food 
economy on small farmers in developing countries, and find that, on average, the inclusion of small 
farmers in modern channels has a positive transmission effects on small farmers incomes and assets. 
However, the inclusion of small farmers and their ability to reap the benefits of this transformation 
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depend on access to non-land assets such as irrigation, roads, associations, and greenhouses. Although 
agroprocessing firms on occasion offer these assets, it is primarily up to governments to ensure that 
small-scale farmers have access to them and are able to participate in this transformation.  
Furthermore, appropriate investment policies in support of these assets need to be combined with well-
functioning market institutions in order to take advantage of market opportunities, sustain increased 
agricultural output, and raise rural incomes. Asian governments can learn a lot from the LAC’s success 
with the development of supply chains, paying special attention to overcoming the obstacles facing 
smallholders, who dominate the Asian agricultural sector and rural areas. 
 
 
Social Protection Programs 

A shared lesson from the developing experience of both regions is that economic growth alone is not 
sufficient for reaching the most poor and vulnerable segments of the population. However, it is 
important to note that a large part of the impact of social policy on poverty and equality depends on the 
interaction between economic and social policy (ECLAC, 2005). The market alone is not capable of 
resolving poverty and inequality issues and requires the helping hand of social policies to build human 
capacity to take advantage of the opportunities presented by the markets as well as protecting 
segments of the population from risks that may arise from market transformations. 
 
Public spending on social protection in LAC has been much higher than in Asia, but its past effectiveness 
has been tainted by lack of coordination and poor targeting. Since 1980, social protection programs and 
other forms of social security spending have made up a significant portion of total government 
expenditures in Latin America in comparison to spending patterns in Asia (Table 2). For Latin America, 
social security spending ranked at the top of all government expenditure items, indicating that higher 
income inequality among population groups in the region may call for government intervention. 
Moreover, while most other sectors experienced a decrease in their share of total public spending 
between 1980 and 2005 in LAC, social security spending has progressively received a higher share of 
total expenditures. In fact, the increase in total public spending in the region has been driven 
particularly by increased social expenditures (Clemens et al., 2007). Although, countries in Asia spend a 
significantly lower share of their total spending on social security, social security spending has also been 
on the increase as a share of overall spending.  
 
Many countries in LAC have had a history of uncoordinated social safety net programs that have been 
driven by political interests and have lacked a sound financial framework. Furthermore, despite the high 
share of total spending allocated to social security, poverty rates, as previously shown, remain high in 
the region. In the past, much of the region’s social spending has been poorly targeted and regressive, 
with the poor receiving a disproportionately smaller share than other segments of the population 
(Clements et al., 2007). However, this has varied across countries, with more progressive spending in 
Chile, Costa Rica, and Uruguay, and more regressive patterns in Bolivia, Peru, and Nicaragua.  
 
Several countries in LAC have fine-tuned their welfare and social protection policies to overcome the 
low level of human capital among poor households by introducing a number of innovative targeted 
social assistance programs that have shown promising results in terms of lowering poverty and income 
inequality. Programs in the form of conditional cash transfers, for example, often make cash assistance 
conditional on steps by recipients to reach a certain development outcomes that improve the prospects 
for escaping poverty on a long-term basis. Innovative programs such as the Zero Hunger and Bolsa 
Família programs in Brazil and Oportunidades (formerly Progresa) in Mexico have a multi-sectoral focus, 
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consolidating scattered initiatives and providing an integrated package of education, nutrition, and 
health services to poor families. The innovative framework lies in the successful combination of effective 
public investment in areas such as human capital formation (education, etc.) with social protection for 
the most vulnerable segments of the population, combining geographic targeting with some sort of 
household assessment mechanisms (Lindert et al. 2006). According to some critics, the targeting of 
social policy towards the poorest and most vulnerable groups could have negative-side effects, with the 
poor remaining in a dependent position indefinitely as beneficiaries of targeted policies. However, an 
evaluation of Progresa, for example, found that the program does not create “dependence” on its 
benefits through a reduction in the targeted group’s self-sufficiency efforts (Skoufias and McClafferty, 
2001). 
 
Recent experience in Asian countries with poverty targeting instruments has shown that many poverty 
targeting efforts have been unsatisfactory. An analysis of targeting policies in five Asian countries 
(namely, India, Indonesia, the Philippines, China and Thailand) found that targeting errors have been 
significant,  and leakage rates have been high, with a large proportion of the poor not being covered by 
the programs as funds intended for the poor were diverted to other segments of the population (Weiss, 
2005). Among the reasons for the high levels of leakage are technical difficulties in identifying who the 
poor actually are and governance issues. Since the 1980s, China, for example, has intensified its policy 
alleviation efforts, focusing its poverty program on a selection of poor counties and villages. However, 
many potential beneficiaries were still left out and the targeting criteria that have been adopted have 
not been comprehensive enough as many of the urban poor and the poor in non-poor areas have not 
been considered (Zhang, Rozelle and Huang, 2008). 
 
  
Asset Distribution 

For growth to be rapid and sustainable, it should be broad-based across sectors and regions and its 
benefits should be distributed across a large segment of the population. Overall, LAC has the highest 
Gini coefficients of all the regions in the world, with Asia being the most equal (Todaro, 2008; Thirtle et 
al., 2003). In fact, with the exception of Sub-Saharan Africa, LAC systematically has the highest inequality 
in terms of almost every socioeconomic indicator, from income and consumption expenditures to 
measures of political influence and voice as well as most health and education outcomes. Such 
inequalities have been shown to have a negative impact not only on economic efficiency and growth in 
the region (Alcott et al., 2006) but also on the region’s institutional ability to cope with economic and 
other aggregate shocks (de Ferrenti et al, 2003). 
 
Lack of equity is a problem that has long troubled Latin American societies and is the result of a 
combination of highly segmented economic, social, and ethnic structures (ECLAC, 2005). The most 
striking manifestation of this inequality is uneven income distribution, which is both the cause and result 
of inequalities in other areas, such as human capital, productive assets and the full exercise of citizens’ 
rights. However, many of the economic reforms implemented in LAC have emphasized stability and 
competitiveness, but have not addressed a deeper underlying problem in LAC: the poor distribution of 
opportunities and productive assets across households, regions, ethnic groups, and other divides 
(Birdsall et al., 2008).  
 
The inequality within LAC is partially a reflection of unequal land ownership in the region, which itself is 
a legacy of the region’s colonial past under Spain and Portugal. With the exception of countries such as 
Mexico, Bolivia and Cuba, who have implemented drastic land reform, the agrarian structure in most 
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Latin American countries consists of a small number of large farm owners who control a large portion of 
the agricultural land while a large number of small farmers occupy a small fraction of land. Estimates of 
land ownership reveal that large farm owners make up less than 7% of all farms yet occupy as much as 
82% of the agricultural land, with less than 50 percent of small- and medium-sized farmers in the region 
holding a legal title to the land, either because no title exists or because there is no official record of it 
(Todaro, 2008; Birdsall et al, 2008). In contrast, more egalitarian access to land in China was ensured by 
the land distribution and tenure system, thus limiting the number of landless and helping to distribute 
widely the benefits from agricultural price and market reform (Yao, 2008). The resultant improvement in 
efficiency and productivity were major triggers in the country’s poverty reduction.  
 
 One of the most significant consequences surrounding insecure property rights is a reduction in 
productivity-enhancing investments, Kay (2001) partially attributes the large difference between growth 
in East Asia and Latin America both to the regions factor endowment (namely its abundance of land) and 
to the failure of most Latin American countries to implement agrarian reform before embarking on their 
development path. The large inequality in land assets thus hampered long-run growth in the region by 
creating inefficiencies and preventing the accumulation of the required human and physical capital. In 
fact, a literature review by Thirtle et al. (2003) reveals that, although agricultural growth normally has a 
pro-poor impact, the extreme inequality in the distribution of assets such as incomes and land in Latin 
America has prevented the poor from benefitting from the growth as much as in other regions. 
Furthermore, although rural poverty has declined in LAC since the 1970s, the unequal distribution of 
land has resulted in a large number of the rural poor migrating to urban areas, with urban poverty 
increasing as rural poverty has fallen (de Janvry and Sadoulet, 2009). 
 
In contrast, the main issue facing many Asian countries is not too much land in the hands of a minority 
but rather too many people crowded onto too little land. Farms less than 2 hectares in size account for 
90% of farms in Asia, and less than 40% of farms in Latin America (Table 3). Small farms not only 
dominate Asian agriculture, but continue to get smaller, with demographic pressures being one of the 
major issues facing the region in the future (Kay, 2001; World Bank, 2008).  High population growth and 
land fragmentation through inheritance have resulted in, for example, a decrease of average 
landholding in India from 2.6 hectares in 1960 to 1.4 hectares in 2000 (World Bank, 2008). Similar 
patterns of decline in average farm size have been reported in Bangladesh, the Philippines, and Thailand 
over the last 20 years. Furthermore, this decline will continue in South Asia, for example, as the region’s 
rural population is predicted to grow at rate of 1.5 percent a year and is not expected to level off until at 
least 2020 (World Bank, 2008). The role of nonfarm employment is expected to become increasingly 
significant in the context of smallholder agriculture as the average farm size gets smaller.   
 
 
Rural Nonfarm Economy  

Rural nonfarm activities are increasingly playing an important role in generating income and 
employment in the rural areas of many developing countries. In fact, the expansion of the rural nonfarm 
economy is one of the most important steps by which agricultural growth generates economic growth, 
namely though linkages with production, consumption, and factor markets. Income from rural nonfarm 
employment in such areas as service, trade and household manufacturing services is a significant source 
of livelihood for vulnerable groups such as women, small farmers and landless workers. Using evidence 
from a wide array of rural household surveys, Reardon et al. (2007) estimate that nonfarm income 
accounts for approximately 47 percent of rural income in LAC and 51 percent in Asia.  
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Past economic transformations of countries indicate that many small farmers and agricultural workers 
leave agriculture over the course of a country’s economic development (Bezemer and Hazell, 2006).  As 
a result, one of the issues that face many developing countries is how to ensure that those who are 
exiting agriculture have viable exit strategies and are able to adapt and join the nonfarm economy. The 
unprecedented scale of growth in countries such as China and India alongside the continued population 
growth in rural and urban areas and shrinking farm size makes finding viable exit and absorption 
strategies even more pressing (Fan, 2007). China and LAC have already started to experience a decline in 
their agricultural employment since the early 1990s (Bezemer and Hazell, 2006). Most Asian countries 
have reached or will soon reach a tipping point in their agricultural transformation. In China, for 
example, an estimated 5-7 million workers per year are expected to leave agriculture between 2000 and 
2015, up from a yearly average of 0.4 million during the 1990s.  
 
Although the heterogeneity of the nonfarm rural sector makes it difficult to derive broad policy 
prescriptions, some overarching trends emerge. Evidence from LAC indicates that, as countries develop, 
the importance of small-scale rural manufacturing appears to be waning, replaced by a growing rural 
service sector (Hazell and Rosegrant, 2000). Correspondingly, rural manufacturing only accounts for 
approximately 20 percent of total rural nonfarm employment in Asia, with the rest being attributed to 
service, trade and construction sectors. This phenomenon is exemplified by Chinese rural industries, 
whose rapid growth has centered on small private firms specializing in service, trade, and construction 
activities. Yet, policymakers in both regions have placed a disproportionate amount of attention in the 
manufacturing sector, showering manufacturing firms with preferential policies. 
 
 
Trade Liberalization 

The ongoing process of trade liberalization within developing countries is based on the notion of the 
optimality and efficiency of free trade, whereby impediments to free trade, such as tariffs, reduce social 
welfare by affecting the optimal allocation of economic resources. Indeed, greater trade liberalization in 
LAC since the 1980s has been associated with increased output in the region. However,  it has also been 
linked by some to increased inequality. Vos et al. (2004) find that while trade liberalization is not the 
cause of increased inequality in the region, it also does not appear to be a solution to the inequality 
problems that are facing the region. Another analysis of the effect of trade on poverty (and income 
inequality) found that other policies that are being implemented simultaneously also play a key role in 
determining what effect trade policies have on poverty (Perry and Olarreaga, 2006). This means that the 
poverty reduction impact of trade liberalization can be significantly enhanced (and the effects on 
inequality mitigated) through the use of concurrent policies that increase the provision and access to 
skills and other productive assets for the poor. 
  
Developing countries in Asia have been slower to adopt trade liberalization policies. For example, 
although the Indian government initiated the partial liberalization of India’s trade regime in 1991, export 
and import controls on most agricultural products have been slow to be removed (Mullen, Orden and 
Gulati, 2005). In fact, India’s reform of its import policy was not fully implemented until required to do 
so by the WTO in 2001. Similarly, while a series of trade reforms in the Philippines since the mid-1980s 
has resulted in reduced protection on nonagricultural goods, the protection on key food items remains 
in effect (Cororaton and Corong, 2009). These trade restrictions have led to high domestic food prices, 
which have a negative effect on poverty rates given that food accounts for the majority of consumption 
of poor Filipino households. In fact, the analysis by Cororaton and Corong (2009) show that the 
continuation and expansion of the trade reforms for major food items and agriculture will bring about a 
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significant reduction in consumer food prices, resulting in increased real household income and lower 
income inequality decline. 
 
Recently, the energy, food and financial crises have resulted in the reemergence of trade protection by a 
number of developing countries in an effort to stabilize food prices in their domestic markets and 
protect food security. However, the implementation of export restrictions by countries such as India, 
Argentina, Vietnam and China has been found to have contributed to turning a tightened market 
situation into a crisis (Headey, Malaiyandi, and Fan, 2009). In general, while it might seem sensible to 
some developing countries to protect their populations from rising food prices, interventions in the form 
of trade protection run the high risk of exacerbating any existing problems facing global markets.  
 
 
Supportive Institutional Framework 

Both LAC and Asian countries have undergone a myriad of institutional and governance transformations 
that have had significant implications for democracy in the two regions. Although Latin America’s history 
has been rife with descents into authoritarianism, the region has made drastic improvements in its level 
of democracy in the last three decades, making it currently the most democratic region in the 
developing world (Rojas-Suarez, 2009). In fact, according to the Freedom House Index, a large majority 
(71%) of the countries are today identified as “free” based on measures of political rights and civil 
liberties, and a very low percentage are characterized as “not free” (Figure 7). The quality of democracy 
in Asian countries is not as strong as in LAC, with a majority (59%) identified as “Partly Free” (38%) or 
“Not Free” (21%). Over the last 40 years, Over the last thirty years, Latin America and South Asia have 
essentially traded places in terms of the degree of democracy, with the democracy weakening 
(increasing) in South Asia (Latin America) (Rojas-Suarez, 2009). 
 
However, the quality of democracy scores mask not only diversity across time and countries but also 
differences between national and local institutions and their capacity to implement reforms. East Asia’s 
transformation was grounded in an environment that supported the development of institutions and 
the improvement of public services delivery (Grabowski, 2008). In fact, the countries of East Asia were 
able to carry out a successful strategy of long-run economic development as a result of greater capacity 
to implement effective policy, with their institutions not so constrained by the rent-seeking activities of 
powerful groups within society. According to Brohman (1996), in addition to institutional changes in 
fiscal monetary and tax systems, the East Asian countries were able to set up a tightly organized and 
lean institutional framework that allowed the state to be flexible, pragmatic, and quick in responding to 
rapidly changing conditions and development priorities. Moreover, organizational and institutional 
changes within many Asian countries created an institutional framework that guided and supported the 
participation of domestic and foreign stakeholders.  
 
In China, one important aspect of the country’s reforms was the establishment of new institutions such 
as the township and village enterprises, which, despite their collective nature, provided production 
incentives to participants. One of the key institutional changes in China has been the gradual 
introduction of individual farming under the Household Responsibility System (HRS), the adoption of 
which is estimated to have contributed to 60 percent of the growth in the early 1980s (Lin, 1992). 
Growth in agriculture and farmers’ income prior to the reform was relatively slow compared with what 
was later achieved. This has been generally attributed to two important institutional factors that 
prevented Chinese agriculture from fully capturing the growth potentials provided by available 
technology and inputs: the disincentive in collective farming under the communal system, and the 



 

13 

 

inefficiency in resource allocation under rigid central planning. The introduction of the HRS greatly 
stimulated farmers’ incentives in production. Along with technology advances and increasing use of 
modern inputs, it has brought remarkable increases in yield, i.e. productivity gains. At the same time, 
the reform of product and factor markets has significantly reduced government intervention, providing 
farmers with increasing autonomous power in decision making, and resulted in improved efficiency in 
resource allocation. 
 
Despite Latin America’s high democracy scores, the region is often characterized by weak institutions 
and unequal power structures, both of which have led and continue to lead to suboptimal levels of 
development while at the same time perpetuating unequal gains from the development that does occur 
(de Ferranti, 2003). A major limiting factor to the agriculture-for-development agenda in Latin America is 
the weakness of governance of agriculture and rural areas (World Bank, 2008). The devolution of power 
to regional and local levels is seen as a means to improving responsibility and flexibility in service 
delivery and increasing local participation in democratic decision-making processes. However, striking a 
balance between decentralized and federal budgetary activities poses a challenge to many countries as 
they struggle to define the roles and responsibilities of each tier of government with respect to the 
provision of public goods and services.  A comparison of decentralization efforts between Asia and Latin 
America indicates that decentralization in Latin America has often been carried out rapidly and 
sometimes haphazardly (Smoke and Gomez, 2006). More specifically, “precocious decentralization” in 
countries such as Brazil and Argentina often saw the hasty devolution of financial responsibility to 
subnational governments that lacked the fiscal and administrative capacity to handle the tasks. Though 
institutional reforms in some Asian countries were also implemented in a rapid manner (with both 
Indonesia and the Philippines being characterized as precocious decentralizers), the scale of such 
reforms was more modest and, in the case of countries such as Vietnam and Thailand, more controlled. 
 
 
Broad-based Growth 

According to Berdegue et al. (2006), one of the fundamental components of a strategy to promote small 
and medium farms should have the objectives of fostering an enabling environment for broad-based 
investment and growth, through effective services, investments and institutions with public good 
characteristics. Along these lines, a critical aspect of social and economic policy in East Asia that 
contributed extensively to the phenomenal growth in the region was a policy focus on “shared growth” 
(Birdsall and Sabot, 1994). Sparked partially by political motivations, countries like South Korea and, 
later, Indonesia and Thailand adopted policies to ensure that the benefits of growth were spread across 
the whole population. Policies ranged from credit and export guarantee programs for small and medium 
enterprises in South Korea and Taiwan to massive investments in rural infrastructure in Indonesia. 
Correspondingly, more recent development outcomes in China and India demonstrate that investments 
should first focus on reducing widespread poverty through broad-based economic growth reaching to 
rural areas, while in subsequent phases, more direct attention is needed to reduce new and persistent 
poverty and income inequalities by concentrating on investment in lagging sectors and regions, as well 
as on poverty at the community and household levels (Fan and Thorat, 2008).  
 
Furthermore, countries such as China, the Philippines and India were only able to capitalize on their 
successful green revolutions after they reformed and liberalized their economies (Rosegrant and Hazell, 
2000). The authors conclude that, as economic growth proceeds and agriculture declines in relative size, 
economy-wide policies that support factor accumulation and productivity growth, including fiscal 
discipline, market-oriented policies, open trade policies, and institutional quality are increasingly 
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important in determining the pace of economic transformation. One of the problems of Latin America’s 
macro-level and trade reforms of the 1980s was that policymakers attributed too much of East Asia’s 
success to macroeconomic stability and trade liberalization (Collier et al., 2002). Moreover, despite 
agricultural growth in the region, the poor have not benefitted. Although eliminating land inequality in 
Latin America is an important development step for countries in the region, land reform in the region 
has been incomplete because increased access to land has not been accompanied by policies to support 
the competitiveness of the beneficiaries (de Janvry and Sadoulet, 2002).  In Brazil, for example, 
agriculture, led by exports, has grown faster than industry since 1990, but the large-scale mechanized 
technology employed means that the contribution of this growth to poor segments of the population 
has been weak at best (Byerlee et al., 2005). Similarly, land reforms in Chile have not been grounded in 
an environment that provides the beneficiaries with access to credit, resulting in many beneficiaries 
selling their land. Furthermore, land reforms in countries such as Peru, Mexico and Bolivia lacked the 
support of rural development programs and policies aimed at increasing productivity and the efficient 
use of land, or if such initiatives existed they were temporary, as was the case in Mexico. Access to land 
is therefore just one component of a comprehensive and broad-based development strategy that is 
needed to not only give rural residents access to assets but to build their capacity to use them 
effectively and efficiently.  
 
 
5. Lessons for and from the LAC and Asia 

 

The countries of LAC and Asia have taken a range of development pathways as they transformed their 
economies over the last several decades to foster growth and food security and reduce poverty. In spite 
(and because) of the different trajectories and experiences, a considerable potential for mutual learning 
between the two region exists. This paper highlights challenges and opportunities for development 
within both Asia and LAC as well as opportunities for mutual learning between the two regions in more 
detail. In general, Asia stands to benefit from LAC’s experience in the areas of supply chain innovations, 
social protection targeting, and trade liberalization, while countries in LAC can learn from Asia’s 
equitable distribution of assets, enhanced capacity of local institutions, and broad-based growth. 
 

 Supply chain innovations: The agricultural sector in LAC has been especially successful in the 
development of high-value chains through innovative institutional arrangements in such forms 
as producer cooperatives and contract farming, allowing more small and poor farmers to 
participate in and share the benefits of the growing high-value commodity markets. Rural 
marketing cooperatives and producer organizations in LAC have shown the ability to lower 
contracting transaction costs for firms and small-scale growers, thereby helping small and 
dispersed farmers to build capacity for collective action and to reach new dynamic market 
opportunities. 

 Targeting of social protection: Recent experience in Asian countries with poverty targeting 
instruments has shown that many poverty targeting efforts have been unsatisfactory. Innovative 
targeting structures of programs such as conditional cash structures in several Latin American 
countries highlight how more efficient targeting of the poor can be achieved through 
improvements that range from more reliable systems of information gathering to more rigorous 
evaluations. 

 Liberalization of trade: Export-led economic strategies have not been the panacea for welfare 
improvements, in the form of poverty and inequality reduction, many of its supporters 
anticipated based on the earlier success of the export-oriented model in newly industrialized 
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countries in East Asia. Trade liberalization in LAC, at best, does not appear to be a solution to the 
inequality problems that are facing the region. The question therefore arises as to how to design 
development strategies that mitigate the negative impact on vulnerable populations of trade 
liberalization while taking advantage of the efficiencies associated with more open trade. The 
experience with trade liberalization in LAC has shown that the role of concurrent policies is an 
important contributor to the effect of trade on poverty (and income inequality). 

 Equitable distribution of assets: Access to land needs to be strengthened in LAC since one of 
the most significant consequences surrounding insecure property rights is a reduction in 
productivity-enhancing investments. One of the reasons for the large difference between 
growth in East Asia and LAC is the presence of different factor endowment (namely its 
abundance of land) and the failure of most LAC countries to implement agrarian reform before 
embarking on their development path. The large inequality in land assets thus hampered long-
run growth in the region by creating inefficiencies and preventing the accumulation of the 
required human and physical capital. Land reforms can take on a variety of forms, including: 
negotiated recuperation of land; expropriation based on the social functions of the land; 
assisted land purchase; and assisted land rentals (de Janvry and Sadoulet, 2002). 

 Non-rural sector development: Given the emergence of the services sector as an important 
component of the rural non-farm sector, policies to advance the rural nonfarm economy should 
therefore move beyond the traditional focus on small-scale manufacturing in the rural areas 
through the application of differentiated and local policies. Policymakers need to level the 
playing field so that rural nonfarm activities are able to establish a firm footing. To this effect, 
unnecessary subsidies and protection policies that hamper the competitiveness of the rural 
firms should be removed. 

 Institutional framework: Institutional changes are needed to provide production incentives and 
increase efficiency of resource allocation alongside a more welcoming environment for private 
investment. LAC measures very high in terms of quality of democracy, however local 
administrative capacity to carry out development reforms is weak. In contrast, Asia’s national 
level institutions are, on average, weaker in terms of governance and democracy but local level 
institutions have been stronger. The decentralization of agricultural and rural development 
requires that public institutions are capable of coping with, and responding to, a higher level of 
farmer and community participation. This will require much greater attention to the processes 
of governance, devolution, and local capacity building, especially in LAC, where “precocious 
decentralization” has occurred. Decentralization is not an alternative to central government 
functions, which must also be suitably altered, but a complement to achieve greater efficiency 
and equity. 

 Broad-based growth: The multisectoral and multidimensional characteristics of the rural 
economy (both farm and nonfarm) call for a development agenda that reflects these attributes. 
Policymakers often lack the capacity and resources to promote a broad vision and strategy for a 
comprehensive agenda and are unable to coordinate across service providers, regulate market 
performance, and address broad social asymmetries. The development experience of countries 
in Asia, such China, indicates that agricultural growth should be broad-based, involving small 
and medium-sized farms, because these kinds of farms have the strongest demand linkages to 
the rural nonfarm economy. Moreover, the development of Asian economies highlights the 
need to complement agricultural growth with policies that support more equitable access of all 
farmers to credit and technological innovations, thus allowing a broader segment of the 
population to exploit the potential growth linkage benefits from agricultural growth. 
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Table 1. Inequality trends 
 

LAC Year Gini   Asia  Year Gini 

Argentina 1996 0.486 
 

Cambodia 1994 0.383 

 
2003 0.513 

  
2004 0.429 

Brazil 1995 0.615 
 

China 2004 0.470 

 
2004 0.570 

 
India 2004 0.368 

Bolivia 2002 0.602 
 

Indonesia 2002 0.343 

Chile 1994 0.552 
 

Nepal 1996 0.377 

 
2003 0.549 

  
2003 0.473 

Mexico 1995 0.537 
 

Philippines 1994 0.429 

 
2004 0.461 

  
2003 0.455 

Peru 1994 0.449 
 

Sri Lanka 1996 0.344 

 
2003 0.520 

  
2002 0.402 

Venezuela 1995 0.468 
 

Vietnam 1993 0.357 

  2003 0.482     2004 0.371 

Source: Ferreira and Ravallion 2008.  
 
Table 2. Composition of total expenditure2 (%) 

 Asia  Latin America 

 1980 1990 2000 2005   1980 1990 2000 2005 

Agriculture 14.9 12.3 6.3 6.5   7.8 2.1 2.5 2.6 

 14.4 9.3 6.9 5.5   6.1 4.5 3.1 2.5 

Education  13.8 17.4 16.9 17.9   10.4 7.9 14.8 14.3 

 13.7 15.5 16.3 17.0   17.0 14.5 17.8 16.3 

Health  5.3 4.3 4.3 5.4   5.9 6.1 7.6 8.4 

 5.9 4.6 5.5 5.4   8.8 9.3 16.0 11.4 

T&C  11.7 5.2 3.8 4.5   6.8 2.7 2.6 2.4 

 14.1 7.3 7.7 7.2   9.0 7.0 6.1 7.3 

Social Security  1.9 2.4 6.4 8.7   23.7 21.8 36.4 36.6 

 3.5 4.3 6.3 8.7   13.7 16.8 22.4 15.8 

Defense  17.6 12.9 8.3 7.9   6.1 5.0 4.6 3.8 

 16.0 12.7 10.6 9.8   9.3 9.7 5.7 7.4 

Other 34.8 45.5 54.0 49.1   39.5 54.4 31.6 32.0 

 32.4 46.3 46.9 46.5   36.1 38.2 28.9 33.7 

Total 100.0 100.0 100.0 100.0   100.0 100.0 100.0 100.0 

Source: IFPRI Public Expenditure Database (2009). 

                                                   
2 -Social security includes transfer payments; administration, management, or operation of social security affairs; plans for old 

age, disability, or survivor’s benefits, unemployment compensation benefits; family and child allowances; welfare affairs and 

services 

 -T&C stands for transportation and communication. 
-Agriculture includes agriculture, forestry, fishing, and hunting. 

-Other includes fuel and energy; mining, manufacturing, and construction; general administration. 

Note: Values in italics are unweighted shares 
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Table 3. Approximate farm distribution by size 
 

Farm size (ha) 
% of all farms 

Asia Latin America 

<2 89 38 
2-10 10 30 
10-100 1 27 
>100 0 5 
Total 100 100 

 
Source: Author’s calculations based on data from  FAO Agricultural World Census and IFPRI. 
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Figure 1. Annual overall GDP and agricultural GDP growth (%) 
 
            Overall GDP           Agricultural GDP 

 
Source: World Bank (2009) 
 
 
 
 
 
 
 
Figure 2: GDP per capita (constant 2000 US$)  

 
Source: World Bank (2009) 
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Figure 3. Agriculture, value added (% of GDP) 
 

 
 
Source: World Bank (2009) 
 
 
 
 
 
Figure 4. Share of agricultural trade in total trade (%) 
 

 
Source: UNCTAD (2009)  
Note: Agricultural trade = All food items + agricultural raw materials. 
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Figure 5. Share of people living below $1.25 a day (%) 
 

 
 
Source: Chen and Ravallion (2008) 
 
 
 
 
 
Figure 6. China-India Reform Pyramids 
 

Firing from the bottom             Trickle down from the top 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Source: Gulati and Fan  
(2007) 
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Figure 7. Regional comparison on “Freedom in the World”, 2010  
 

 
* Score is an average of a Political Rights score and a Civil Liberties score 
 
Source: Freedom House (2010) 
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