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FOREWORD
 

For some years the United States has provided sizable amounts of
 
food to countries with inadequate per capita supplies. The continuity

of these flows has led to arguments in some circles that these shipments
 
are ends in themselves. But the objectives underlying these shipments

have been substantially broader and more obscure than simply expanding

the exports of U.S. farm products. These products are expected to (a)

reduce the immediate dangers of hunger in less developed countries when
 
a natural disaster occurs, (b)provide food to groups of populations which
 
are unable to protect themselves against the harsh allocation of a
 
market economy, and (c)encourage the economic development of the recipient

country so that ultimately it can become self-sufficient in food or have
 
adequate resources to import food supplies from the world market. 
The

implementation of effective programs with these complex and important

multiple objectives requires considerable thought and evolution to
 
guarantee that the benefits outweigh potential negative aspects.
 

The particular study reported in the following pages concentrates
 
on the various economic, social and institutional interrelationships

which facilitate or restrain developmental processes. An awareness and
 
understanding of these interrelationships by national planners in
 
recipient countries are prerequisites to devising and implementing plans

which will maximize the contribution of food aid to expanding economic
 
activity and to improving general welfare. Even though considerable
 
heterogeneity exists among less-developed countries, similar potentials

and(or) bottlenecks are found in countries of diverse geographical

location and ethnic orientations. However, common problems often cannot
 
be attacked with common solutions. Each development plan must present

solutions which reflect the opportunities and constraints existent within
 
individual countries.
 

The study focuses primarily on the production activities of the
 
individual firm. However, since production, consumption and investment
 
decisions are not independent, factors affecting the latter decisions
 
are also examined. As national planners become increasingly aware of
 
the matrix of factors affecting individual decisions, the feasibility

of implementing public policies to facilitate realization of planning

objectives is improved. The likelihood of using food aid effectively

is also enhanced.
 

This study follows several other studies which have examined major

aspects of international shipment of food commodities outside commercial
 
markets, It represents a thorough analysis of yet another aspect of using

P.L. 480 food shipments in underdeveloped economies. We are hopeful

that it will be of value to policy makers, administrators and other re
searchers interested inmaximizitkg the effectiveness of food as a tool
 
in economic development.
 

Earl 0. Heady
 
Executive Director
 

September 21, 1971 
Ames, Iowa
 

Leo V. Mayer
 
Project Director
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CHAPTER I. FRICTION POINTS OF AGRICULTURAL DEVELOPMENT: SUMMARY 

The "self-help" provisions of the Food for Peace Act of 1966 em

phasized the complementary roles that recipient governments must play in
 

stimulating domestic agricultural production. Under provisions of the Act,
 

recipient governments were obligated to initiate institutional reforms,
 

encourage development of agricultural input-supplying industries, and
 

generally maintain a favorable economic climate. These self-help provisions
 

were designed to encourage expansion of private investment and production
 

activities in the agricultural sector. The self-help provisions generally
 

required additional public measures, however, and these measures use
 

financial and administrative inputs-inputs which have alternative uses
 

throughout the economy. The purpose of national planning, of which the
 

self-help provisions are a part, is to help ensure that these scarce
 

inputs are utilized in their highest uses. This study analyses these
 

various scarce inputs and the interrelationship between them. The
 

ranking of uses, of course, is a function of the configuration of objectives
 

pursued during the planning period for the country under consideration.
 

Planning Objectives for the Agricultural Sector
 

Planned targets or objectives are usually stated in terms of pro

duction levels or production growth rates to be realized during the plan

ning period. While these are the principal objectives, secondary attention
 

is given to seemingly auxiliary objectives such as: (1) Improving allo

cative efficiency of resource use; (2) Raising individual, real incomes;
 

(3) Increasing quantities marketed so as to keep food and fiber costs
 

relatively low; (4) Promoting capital accumulation and improving resource
 

mobility throughout the economy; (5) Improving the country's foreign ex

change position; (6) Furthering the quality of life through expanded
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education and health systems; and (7) Ensuring social ,and political
 

stability. Relatively little attention is given to the fact that some of
 

these objectives may be conflicting, that trade-offs exist among stated
 
objectives, and that each alternative course of action has an opportunity
 

costassociated with it. 
 Some objectives are also complementary.
 

Public investment in marketing and communications facilities, ceteris
 

paribus, should have a favorable impact on resource mobility and efficiency
 

of resource allocation throughout the economy. If labor and capital are
 

transferred from the agricultural sector to other areas of the economy,
 

the planned growth rates for the agricultural sector may not be realizable.
 

Investment inmarketing systems which reduces marketing margins and improves
 

the efficacy of market prices as signals of consumers' and resource owners'
 

preferences may have the complementary impact of improving net returns to
 

producers and of keeping costs to consumers and manufacturers relatively
 

low. The question arises as to whether this redistribution of income is
 

more favorable to developmental processes than the existing pattern. 
Sim

ilarly, increased contact with markets often raises producer-consumers'
 

aspirations and incentive for increasing levels of production and quan

tities marketed. However, increased awareness 
of alternative life styles
 

and of relative economic and social well-being without the means to share
 

in the benefits of economic growth tends to generate social and political
 
- . •: , 

instability. 
Neither is conducive to private investment and implementation
 

of national plans for development.
 

The configuration of planning objectives is conditioned by time horizons,
 

i.e., the planning period being considered, and by various ecbnoOkc, technical 
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and political constraints. 
For example, the goal of increasing supplies
 

for domesticconsumption and for exports within a relatively short period? of
 

time is best facilitated by policies geared toward market.-oriented producers.
 

That is, subsistence-oriented producers are, at 
least temporarily, directly
 

left out of planned developmental processes. Similarly, land reform pro

grams may provide additional employment opportunities as well as alter
 

the distribution of wealth and income in favor of the relatively disadvan

taged. However, if the objective is to effect short-term increases in pro

duction and quantities marketed, this objective may best be met by raising
 

economic incentives within an essentially unchanged agrarian structure. 
The
 

feasibility and rationality of "forgetting" these individuals are constrained
 

by political considerations and by humanitarian concerns. 
The essentially

deferred economic and social costs associated with integrating these indi

viduals more fully into the market economy at a later date must also be
 

taken into account.
 

Circular Economic Activities
 

Developmental planning requires an understanding of the interrela

tionships among the various economic and social factors conditioning
 

production, consumption, and investment activities. 
 Not only must sub

stitutions among the means 
and planning objectives be elucidated but
 

those complementary relationships generating important externalities in
 

developmental processes must also be identified. 
 Nurkse and others have
 

popularized the general nature of these interrelationships and have termed
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them 'viciou's' circles" -'of -'poverty.- Howevlr, thi ,6 bd6nc'eptual app'dach 

todevelopmental problems is mislea'ding. The 'cbncept6df; a vicios'"circle 

-im'1lie 'the ex'isteic'ed bf-"propitiois," 'or "benieficent'"iircles".' 'That is-

,if . 'the'viciousddircle can be turhed around, the propitious: diicle should' 

rdsultli' If,' for example, circlethe vicious is identified' as one of' low 

per capita real incomes low6per capita savings - low per 'capita -private 

investment -. low per capita real incomes, then a reduction in taxes with
 

per capita,real incomes invariant would be expected to generate a higher
 

per 'capita level of savings, a portion of which can be invested so as to
 

increased.resource productivity -and, subsequently,- producers' incomes. 
A
 

propitious4circle which is cumulat'ive upward should now 'be operative. Of 

course, this reasoning ignores several, potential obstacles to upward, 

cumulative growth;. Beginning with higher per capita savings, private in

vestment may not be undertaken because the potential' investment has an
 

unfavorable discounted net return. 
The assumption that private investifient
 

is also profitable investment cannot be made on an a priori basis. 
 In
 

addition, producers' objectives condition decisions to consume, hoard,
 

expend socially, and invest in both productive or nonproductive ventures.
 

For subsistence-oriented producers, the need and, in turn, the utility
 

derived from increasing present consumption represent a strong first claim
 

on any savings or "surpluses" that are generated.
 

One additional comment on the use of circles as 
a conceptual approach:
 

A number of formulations have been made. See, for example, H. W. Singer.

Economic Progress in Underdeveloped Countries. Social Research 16: 1-11.
 
1949, and Benjamin Higgins. Economic Development. New York, N. Y.,
 
W. W. Norton Co. 1959. p. 271.
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a circular and.causativelyrreinforcinginterrelationship implies .that the
 

circle can-be broken into at any point so as to make it cumulative upward.
 

However, the various links or components of the circle are not of equal
 

strength and importance. Higher savings whether through increased incomes,
 

lower taxes, or public subsidization of certain private costs are not suf

ficient for expanding private, productive investment. Similarly, public
 

investment and price policies which raise incomes or potential incomes
 

need not generate additional savings. The increments of income may rather
 

be spent on consumer goods and in bidding up the prices of these commodities.
 

True, at least a partial transfer of income out of the agricultural sector
 

for use elsewhere in the economy takes pla a. However, the subsequent capa

city of the agricultural sector for increasing food and fiber supplies is
 

not improved. In a "second round" of economic activities, the income trans

fers implicit in increased expenditures for consumer goods may stimulate
 

production of these goods. In turn, the increased availability and var

iety of such goods may act as a positive incentive motivating producers
 

to try to raise their incomes. Production and consumption decisions are
 

not only interrelated for those goods which are produced and directly
 

consumed; these decisions also affect producers' motivations for in

creasing production and income levels through private investment.
 

Importance of the Agricultural Sector
 

Im many less-developed countries, a majority of people derive,
 

directly or.indirectly, their incomes from the agricultural sector. For
 

example, several African and Asian countries have 70 percent or more of
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-thlidir 'tot'al"pop'diation iti the agiiculti a . sector 2 Thipernt is >con

s d'rably ldwer -for most" South 'Americacfioiitries. 

'"Accordiiilt -the6'1968 U ited Nat0ii'Yeatbook of NatiOn1i Adcounts 

Statistcs; ofilyi Oof the :113nations for which data wer&"available for 

the"mid-1960's rieportd having agriculturil-sectors contributing 50 percent 

or more-to the rispective country's gross domestic product compfted41t
 

factor cost.2These percefitages, however, underestimate the. rlat-ive im-

portance of the agricultural sector from other viewpoints. Food is the
 

most'f the economy; itS availability makes other
fundamental coniod'ftyiin 

economic activities pbssible. Also, the agricultural sector and related. 

marketing activities have the capacity to absorb much of the .population 

increase and 'dditions to the labor force who cannot find alt rrfative 

employment. To some extent, the agricultural sector is a "holding" point
 

for 'individuals waiting for an expansion of external employment opportun

ities. Furthermore, agricultural commodities account for a major propor
3 

tion of many countries' exports.
 

In addition to considerations of personal economic and social wel-l

being, per capita real income levels condition the flow of government tax
 

iSee Appendix Table 1.
 

2Of the 10, only India and Nepal with 52 and 66 percent, respectively,
 
are nonAfrican countries. Excepting Lesotho, these countries showed a
 
downward trend inthis percent during the past five to ten years. In addi
tion, substantial variation among countries exists. For-exampl&, the com
parable 1967 figures for Morocco, Tunisia, and Zambia are 30, 16, and 9
 
percent, respectively. Similarly, the figures for Latin America range
 
from 8 percent for Chile and Venezuela to 38 and 49 percent for Honduras
 
and Haiti, respectively.
 

3See Appendix Table 2.
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revenues and the market demand for producer and consumer goods produced
 

elsewhere in the-zeconomy. Both; are essential to the development process:
 

government-revenues are necessary for'sustaining'-public,functions, and a
 

strongmarket demand in the agricultural sector is prerequisite to diver

sification,and general expansion of the economy. 
All of these considera

tions interact to influence social and political stability which, in turn,
 

conditions the economic climate for developmental processes.
 

Planning on-national and regional scales represents one means for
 

attempting to influence .the direction and rate of economic activity. 
A
 

number of "frict-ion points" impede or facilitate developmental processes.
 

Those that act as 
impediments are targets for public intervention so as to
 

alleviate their-impact. Those that facilitate are targets for exploitation
 

so as to 'further their contribution to economic activity. For example,
 

at relatively early stages of agricultural development, agriculturalists
 

have limited aspirations relative to increasing the volume and variety of
 

consumer goods consumed but not directly produced. In this context,
 

limited aspirations dampen the incentive to increase quantities supplied
 

to the market. At a later stage, however, this impediment is not operative 

in that market-oriented producers increase their demand for income as new 

producer and consumer goods-become available. 

-Thesummary discussions of some of these friction points 'follow. 

Although production, consumption, and private investmentactivities of, 

agriculturalitsts are interrelated, they are partially segregated-for 

ind ividualrexaminat ion. 



Ppduction
 

One; ofj the generaliobjectives of development,plans. is-.to -increase
 

productiooIlevelsi inT.the,agricultural:sector.
-.Higher,production';levelsi
 

should be,associated,with, higher.%-ruralj incomes and .increased marketings
 

Consequently, the 'focal-point of;,interest isi higher 
arketings,and.,not, 

increased,production,., per se.--, Producti on4 increases,'are generally.i nec

essary but not.sufficient".forexpanded marketings. 1;,For..: subs istence-,
 

oriented producers,'increased consumption#.represents.a strong, irst 

claim ont any'fincreasest in-production -of, edible commodities-.. But higher 
°
levels,,of -iving,:through higher.conrsumption',tievels are also.a.national 

goal. -.In subsequent rounds of economic.activity -:improved physical well

,'?.being iresulting :from..higher consumption levels should.augment,physical
 

capacity,, for.work and the efficiency with which labor- is- utilized in 

production processes.'. -For. nonedible-,, cash,,crops' "increased: production- is

usually synonymous with.:increased marketings. Three points are; clear: 

(1) Higher, marketings are.more, oimportant to general economic.expansion 

than h.igher -production.levels alone;, (2): The, differentialt demand- for 
.,various commodities ,1Indicates:that,selectedmarketing increases' are prie

ferable to expanding ,marketings-of-,all .commodities;.. and, (3) Along the, 

continuum of subsistence to market-oriented,)producers,.- individuals, have 

differing ,capac'ities:.and
,mot ivations, to ,exploit,economic opportunities
 

SIncreased, marketings may ,result from,,a,higher,demand for income
as rents, tax assessments and demand for manufactured consumer goods

increase. 
Unless production is increased, direct consumption must
be reduced or external financing must be obtained to sustain existing

consumption patterns.
 



as tney arise. Some of thtactois, e', friction' pOints,"affectnjg
 

f
these tree cons derataon 'are iscussed .b"w'"
 

Land Tenure Systems 

Land tenure systems appear to be the friction point with the strongest, 

most important secondary effects. Several reasons are applicable:
 

(1) As tenure arrangements vary among squatters, members of communal
 

holdings, tenants and owner-operators, differential arrangements for
 

sharing costs and returns result. 
The level of net returns affects the
 

individual's economic well-being and his motivation and capacity for in

creasing future returns. Sharecroppers are often required to pay a sub

stantial proportion of their output as rent. 
While this is instrumental
 

in mobilizing marketings, it represents a significant income transfer
 

to the landlord. The sharecropper, in turn, must often secure financing
 

for meeting necessary consumption and production expenses. 
 The security
 

provided members .of communal holdings is high but the products of indi

vidual initiative must often be shared with others. 
 The alternative of
 

leaving the communal structure involves both economic and social costs;
 

(2) The tenure situation affects access 
to alternative sources of
 

external financing. Those public and cooperative agencies providing
 

credit at relatively-low cost usually require collateral for securing
 

.loans. 
 Land is the preferred form of collateral. Since squatters, ten

ant-operators, and those participating in communal organizations do not
 

have title,or an unambiguous title to land, they must secure credit from
 

private sourcescharging high nominal interest rates. The real terms. of 

such credit are even more onerous often with -,'verse consequences for
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the debtor,1stfuture:economic..and social. well,;being;i 

(3) The uncertainty associated,with,alternative.,tenure.systems
 

affects production practices, length of planning horizons, and incen

tives for private investment; Squatters and"tenants having short-term,
 

unwritten leases are rationally motivated to maximize present production
 

without concern for longer-term resource productivity. Their planning 

horizons are often coterminois with the production period generating
 

little incentive for private investment even if they have the capacity
 

to invest. Small-scale owner-operators may have the incentive to invest
 

but not the capacity. Tenants may be required to secure credit from
 

and market their commodities with the landlord at prices largely deter

minable by the latter. Consequently, the landlord has a definite bar

gaining advantage. Even though several countries have legislation to pro

vide security of tenure and an equitable sharing of costs and returns, such
 

legislation is inadequate and(or) ineffectively implemented. Individuals
 

who could seek redress through judicial proceedings are often neither
 

aware of their rights nor have the financial means to initiate such pro

ceedings. Furthermore, landlords can readily find means to circumvent
 

most legislation. Finally, estate owners and absentee landlords are not
 

motivated to undertake privateiinvestment in the firm when the likelihood
 

of agrarian reform is high, particularly if compensation for expropriated
 

land is unlikely or only at a low level;
 

For a summary discussion of the real terms of credit, see a later
 
secfi6n'of, this chApter'dealig-Wlthal crett iistittioni'
w 




:4)2 . The .prestige .and security associated with ownership motivate 

individuals to invest in land, per se, with less emphasis given to in

vestment in complementary inputs. At times, large, extensively-cultivated 

estates are maintained because owners are. more-interested:. In.maintaining .2 

the economic and, in turn, the social and political status quo than in 

increasing agricultural productivity. This orientation coupled with the 

political power wielded by these individuals dampens any prospects for 

legislated agrarian reforms wh'ich if implemented and enforced would bene

fit the majority of agriculturalists; and 

(5) Related to (4) above, more intensive cultivation of currently

populated land would not only provide additional employment opportunities
 

for the rapidly growing, potential labor force in the agricultural sector
 

but also production levels, particularly food grains, could be expanded
 

if inputs complementary 'to land and family labor were made available to
 

cultivators. Similarly, several less-developed countries, especially
 

in Africa and Latin America, have substantial areas of land which are
 

2

potentially cultivable. However, the costs of bringing this land under
 

cultivation may be prohibitive in terms of the opportunity costs associated
 

with necessary financial and administrative inputs having alternative uses
 

in other parts of the 'economy. Land mustrbe cleared';transportation,
 

1See Table 3.7 for estimates of the productivity differences between
 
the "minifundia r'and- the, extensively-cultivated "latifundia" in some,-, 
Latin American countries.
 

2Estimates of.potential cropland expansion in several less-developed 
countries-are given in Table 3.6. 
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marketing and educational 3acaiiid on utd le''pe"iinduced ito
 

resettle in these areas.'
 

Efficienc",of existing tenure systems
 

Criteria-for,efficiency can be stated only in terms of objectives.
 

Tenants'!,objectives oftendiffer from landlords'. 
 Private objectives are
 

often not consistent with public goals. Furthermore, technological change,
 

populatiopgrowth, and changing resource demands in other sectors of the
 

economy emphasize the need for dynamic efficiency, i.e., efficiency which
 

holds, oyer time. 

National planners attempting to guide production and marketing patterns
 

may stress aggregation of the large number of small landholdings found in
 

most:,less-developed countries into holdings where economies of scale can
 

be realized and where economic, activity can more easily be guided and
 

monitored.. Such aggregation or collectivization schemes, however, may
 

not be ,onsistent with other objectives such as producer freedom and
 

security, efficiency of labor use, and political stability. If machines
 

,at; least partially displace labor, the displaced labor becomes idle labor
 

unless complementary firm enterprises are developed and(or) additional
 

employment opportunities are generated in other areas of the economy.
 

Small-scale producers would appear to be more interested in individual
 

prerogative and security than in cooperating with some abstract govern

mental'6entiy wliich' has usually:adversely maffected, them in,,.the past... 

Efficiency of tenure patterns is also a function of the availability
 

and distribution of inputs 6omplemientary to 'and. That is. iff'the .
 



- 13 

distribution of rural labor is considered invariant, land currently idle
 

or extensively cultivated should be redistributed to producing units
 

where family labor is underemployed. 
 In another cont'ext whdie:mplyment
 
opportunitie' 
are generated elsewhere in the economy and ihcreased working
 

capital is made available to small-scale producers, the previous tenure
 

pattern would be inefficient. 
 Changes in technology introduce another
 

variable affecting efficiency of tenure systems.
 

Land distr'ibution and land-use patterns in parts of Latin America
 

suggest a considerable potential for increasing agricultural production
 

through land redistribution programs, particularly if inputs comple

mentary to land and family labor are more readily available. But, again,
 

the objectives of "minifundia" operators are not 
consistent with those of
 

"latifundia" owners while the objectives of neither group are likely sim

ilar to those of a national planning unit. 
 Where tenancy insecurity is
 
high, absentee landlordism is widespread, and landholdings badly frag

mented, cultivation practices for maintaining or 
increasing land pro
ductivity are often neither encouraged nor economically attractive. Frag

mentation is 
a iesser problem when family labor is the principal input in
 

production activities and when such labor has a low opportunity cost.
 

Shifting cultivation has been an economic adaptation to existing
 
production techniques and prevailing climatic conditions. Increased
 

population pressure is accommodated by reducing the length of'the'cul

tivation cycle or by clearing new land. 
 Reducing the cycle while
 

using existing production techniques is not coterminous with maintaining
 

soi'produ:Ctivfty over'time. 
New production practices must be devised
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'
 anaP'iihplementd
 

PlanninR for tenure reform
 

Plantned reforms are a function of the total conte:t of planning ob

jectives. For reforms to be realistic and effective, they must be coor

dinated with other programs and must be reflective of existing economic
 

and political realities. Effective land redistribution programs require
 

substantial inputs of time, money and administrative services, particularly
 

if expropriation payments are made.1 Political power is often a function
 

At the same time agriculof the distribution of wealth, including land. 


turalists are conditioned to economic change, political forces may block
 

and(or) water down needed tenure legislation. The likelihood of effective
 

The government loses creditability
implementation must also be assessed. 


and support when programs are publicized but not effectively implemented.
 

As noted earlier, an efficient tenure reform program is also a
 

function of the distribution and availability of complementary inputs.
 

Since resource markets are imperfect in the sense that resources do not
 

move freely throughout the economy, tenurial efficiency is conditioned
 

by reforms in marketing and transportation systems.
 

The important point to stress is that efficient tenure systems are
 

a function of planning objectives pursued and of any complementary pro

grams initiated. Land redistribution and legislation controlling rents
 

and taxes effect a redistribution of income. Income distribution, in
 

turn, has an impact on the strength of internal markets and on political
 

1 

;$Some writers assert that large-scale landowners have-already realized
 

sufficient gains because of their preferred position so that they are not
 

entitled to any compensation. Long-term, low-interest bonds lessen imme
diate financial pressure if compensation is to be made.
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stabilityin the country. :,Inaddition, while land redistributionppro-."
 

gramsjincrease employment opportunities and individualeconomic security,
 

the immediate consequence maybea drop in production and(or),quantities
 

marketed. Finally, efficiency over time implies redistributions of re

sources. However, the evolution of programs and necessary legislation is
 

a time-consuming process.
 

Production Technique and Efficiency of Resource Use
 

The term production technique refers to the choice of inputs used
 

and the manner in which they are combined and employed for productive
 

purposes. Subsistence producers growing wheat on small plots of land,
 

relying heavily on draft power and family labor, employ a production
 

technique vastly different from that of highly-mechanized, extensive operations
 

of Great Plains wheat producers in the United States. Several technical and
 

economic factors interact to influence and determine the production tech

nique employed.
 

Initially, producers' awareness of better techniques and of improved
 

inputs is the primary factor constraining a shift to nontraditional tech

niques. With high rates of illiteracy, printed information is intelligible
 

only to a small proportion of the rural popula . n. Under these conditions,
 

such information is communicated more effectively by the "demonstration"
 

effects of some producers adopting new techniques and by government programs
 

of demonstration farms. These phenomena are complemented when extension
 

service personnel work with individual producers and farm organizations.
 

Communications media, especially radio, have an increasing impact on in
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divid'uls "'awareness and,expectations. -jAwareness andexpectations not';
 

'
 mat ed by achievement!are 66oiduiveto unrest Thus, producers.must
 

alsohave the capacity, i'e,, the fiancial-resources, and managerial
 

talents"'to'procure and successfully adopt technological innovations suited
 

to-their'farmingobperations. Subsistence-oriented producers have a strong
 

predilection to continue traditional production practices. The costs
 

associated with uncertainty of response with nontraditional production
 

techniques are actually and(or) illusorily high.
 

Thus, awareness is only a necessary, not a sufficient condition for
 

producers switching .to a "better" technique. Considerations of availabil

ity, adoptability and profitability must be weighed. A seed variety
 

highly successful in one region of the world is not expected to be equally
 

productive in another area. Fertilizer mixtures must be geared to crops
 

grown, soil characteristics, and climatic factors. Substituting machine
 

inputs for labor is often not economically feasible when land units are
 

small and fragmented and labor has a low opportunity cost. Finally, any
 

considerations of social acceptability must be taken into account. Com

munal organizations and "closed" communities may resist changes in pro

duction techniques because of consequent changes inwork patterns,
 

distribution of economic gains, and existing social structures.
 

The relative importance of the above factors varies with stages of
 

economic development and attendant features such as levels and distribution
 

of agricultural incomes, literacy rates, and attitudes toward change.
 

Rising literacy rates and a substitution of a more-scientific understanding
 

of production processes for reliance on supernatural powers and(or)
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fatalistic attitudes tend to:make producers more'receptive to technological
 

change. An improvement in per capita incomes not only provides the means
 

but also an income margin permitting producers to assume some of the un

certainties associated with adopting nontraditional inputs and practices.
 

The choice of optimal production technique is conditioned by producers'
 

objectives. Furthermore, national planners may have objectives different
 

from individual producers. In addition, the optimal technique changes
 

over time. The standard criterion for determining the static, optimal
 

production technique is that technique which satisfies the marginal con

ditions for economic efficiency.1 This, in turn, is the production tech

nique which minimizes the cost of producing the planned output level. In
 

this case, the producer's objective is profit maximization. Producers
 

may also have other objectives: (1) Tenants and squatters having insecure
 

tenancy arrangements are motivated to use production techniques which ex

ploit soil productivity over time; (2) Absentee landlords often are sat

isfied with receiving usual rents with little concern for production prac

tices; (3) "Latifundia" owners engaging in extensive-type cultivation
 

have objectives other than profit maximization; and (4) Communal organiza

tions and "closed" communities take social as well as economic conditions
 

into account in making resource allocation decisions. In each of these
 

selected cases, the optimal production technique differs; it also differs
 

from the technique which would be associated with profit maximization.
 

However, the objective can be restated in terms of constrained profit
 

These conditions are outlined in Appendix D.
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,maximization where: the above .objectivesc areitreated as constraints. 

Finally,national ,planners-are .interested,.in maintaining resource pro.

ductivity over..time,4,expanding .relative.,and absolute-,production, levels 

of various commodities, 'and altering the distribution-or imputation of 

,income~toresources.employed. The production techniques necessary for
 

realizing these societal-oriented objectives are often different from
 

existingproduction practices. Realization of these objectives requires
 

tenurial legislation and general agrarian reform.
 

Efficiency of resource allocation
 

The relatively few studies attempting to evaluate the economic
 

efficiency of producers' resource allocation decisions in less-developed
 

areas generate inconclusive results. Most of these studies relate to
 

farm management practices in Indian villages. Considering those studies
 

concluding that producers are economically efficient at the margin of
 

production, three comments are relevant. 
 First, the marginal conditions
 

for economic efficiency can be satisfied even though producers use dif

ferent production techniques. That is, a producer may be operating at a
 

point interior to his production possibility frontier, i.e., at a point
 

where the same resources could be combined in an alternative manner to
 

generate a higher output level, and yet satisfy these marginal conditions.
 

Second, data from individual farms are usually pooled for analysis, but
 

an analysis based on averages is appropriate only to those farms charac

terized by phenomena that represent the average. Nonaverage farms will,
 

perforce, be economically-inefficient farms. Third, data quality is suspect
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as are-certain concepts used in the analyses., Most producers keep only
 

sketchy records,7if any, Market prices whether prevailing or publicly

supportedare not the appropriate prices for those having only limited
 

contact with the market economy, for tenants required to market their
 

produce with landlords, or for producer-debtors required to market through
 

their creditors.
 

In any case, producers who appear to be economically efficient at
 

the margin need not be equally efficient when nontraditional inputs are
 

introduced. Furthermore, the firm-household context represents the larger
 

entity for evaluating efficiency of resource allocation. Studies focusing
 

on production efficiency only implicitly presume that this broader context
 

of efficiency is already satisfied. For example, the maximizing decisions
 

relative to labor allocation for work in the production unit, work as a
 

hired laborer, and leisure have presumably been made. Similarly, capital
 

funds have been allocated among employments such as working capital,
 

saving, and private lending. Finally, the question of the generality of
 

these individual studies to conditions prevailing in other less-developed
 

areas remains-unanswered.
 

To evaluate the efficiency of resource allocation, criteria for
 

efficiency are necessary. As with land tenure systems, efficiency can
 

be viewed from several viewpoints implying different criteria. Respec

tive criteria must be related to objectives being pursued.
 

Planning for efficient production techniques
 

From the standpoint of economic efficiency, the optimal production
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of' physical, relat&6onships, eand ,relatiive 4prices
 

Techrdilil effiieny;I e . alocating
f res ourcesr for 'maximm, output at, 

each rdesource s:e-lVvel' is"furtheredA1 indreasing, producers' scientific 

understanding 'of production processes. This also makes-producers more,
 

receptive-to adopting 'tehnolbgically-improVedinputs. Qualified exten

sion service personnel can assist in increasing this understanding. The
 

international transfer of scientific techniques can be instrumental in
 

developing and(or) adopting new-seed varieties, cultivation practices,
 

fertilizer mixtures, and-livestock rations. Indigenous research can be
 

oriented towards increasing production of those commodities, whether
 

export crops or foodgrains for domestic consumption, most crucial to
 

meeting planning-objectives,,
 

Public pricing policies affecting relative price relationships con

dition resource allocation and production patterns, but they have no
 

direct influence on the efficiency with which production techniques are
 

used. However, publicly-supported prices reducing price uncertainty to
 

the producer facilitate determination of his"best" production plan and
 

the corresponding optimal production techniques. 
 In a similar vein,
 

tenurial legislation providing security and lengthening producers'
 

planning horizons encourage nonexploitative cultivation practices.
 

Rural Credit Institutions
 

Rural credit institutions are an additional important friction point.
 

The seasonality of income and the,relatively small income base.: of a,large
 

number:of cultivators effectively force'them to.bbtain',,external'financing
 



to 'at leasif paft.ially, underiwzite" cohsumption, andzprodgction, expens es-from, 

one harvest period to the next. Furthermore,-strong&social -pressuie.en-, 

couragesaindividuals .4to iobserve rfamilypand religious events ..,in. a :,tradi

tional 4rianner.' K-Theecosts are relatively..burdensome and ,h.arelusually 

financed )by, credit -obtained :from,°,merchants. and professional moneylenders. 

Such,expeiditures ,,however,,'do not-improve the.borrower's financial posi

tion and:.his-'capacity forlrepayment. Refinancing at high-interest rates is
 

costly., ,
 

They-lack of-collateral with a secure title and the.relative lack
 

of publicly-regulated institutions in rural areas force borrowers to ob

tain,the majority of. external financing from private sources.. While the,
 

terms of credit may reflect the risks and costs of making a large number of
 

small, loans-.to individuals having tenuous financial positions, the high
 

effective ,interest-rates impede most producers from improving their econo

mic position, especially through private investment. Unless improved in

puts. are available and(or), net economic returns to inputs augmented,
 

credit costs subtracted from discounted net returns to traditional inputs
 

may -eave.such ,a smal-l residual that private investment is not a remunera

tive alternative.
 

•The combination oftproviding credit quickly and without stipulations
 

as t6.use make.:private lenders attractive sources of funds even though
 

their interest charges iare high. -The .nominal interest charges do,not reflect 

-a number of'.additionali hidden costs such as, (1) Deducting interes.t charges 

at the time the loan is made; (2) Demanding repayment .in kind .and under

valuing the commodity used for repayment; (3) Overpricing commodities
 

http:loans-.to
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wh'en cre'editW in' kindt pr~o'vided'; -'and~; (4')' Laridlords!! d6mand-ing., labor ser-, 

vices in'additcin' ]to "interest charges . 

Low-cost icredit -througl icooperatives ;and publ.ic .agencies .-lessens. 

producers' '*reliance on private-sources .oof'credit. - :Lower-cost !credit 

and ,'the-absence ,of marketing :,ties 'detrimenta 17 t 0 the ,debt or .,,tend jto -e f, 

fe6t,,a redistribution--of income away.from merchants.,,-.traders, . and-_money-, 

Klenders toward" producer-debtork. ,>The effect of this redistributionr-on,

developmental processes depends on the relative uses made of this income. 

That is, the,,o question : is, whether economic growth. is -promoted by income 

transfers from producers to- creditors, or by: producers, retainingi, a larger, 

share of their revenues. Producer-debtors: however j are definitely- in 

an~ improved economic'posit ion. 
"Credit offered through, cooperatives and public,agencies provides
 

opportun'ities,'.to,'supervise the use of credit.- The highestuseimay,be.in
 

prbductiofn or consumption; the .ranking'of:uses depends,upon,the. objectives
 

'
 of the,,lending,'agency - 'Collateral with;,a-secure 'title; is,usually necessary
 

to obtain "credit from cooperatives -and,public sources.-Collateral iS,a
 

' =
s'car e cbmmodtyo :many : l-scale prbducers ,-especially -tenant-opera'smal


tors.
 

-
Reguiating-the'terms of, dredit is -difficult,and has been,largely
 

unsucessfu. ', Ricords ,'are:often -not'k-%pt;l borrowers,:are 'not7,aware of,-the
 

trIeal .rates,of,,interest; .they pay.-..-Highrates: of -,illiteracy and -poor in

c'ome pos itions discourage 'borrbwers °who :have-, been 'exploited.d-,from initiating 

jd .ia...proceedingsi-to xredress .'wrongs.
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Planning for rural credit institutions 

Ifjprivate lenders tare ,to be .replaced,. either by ma+ing their opera

tionsillegal or establishing public agencies to supplant them, the new 

sou+ces of~credit must be competitive with these private lenders. Lacking 

this, private lenders will still be patronized ,even though their operations
 

are cos tlyar;d(or) illegal., Creating agencies to supplement private
 

sources reduces-the quantity of financial and administrative inputs that
 

the governmnent must.,supply if rural credit institutions are to be reformed.
 

Regulat on,of,.the activities of private l.nders, however, is difficult.
 

.Given the limited availabiiity of credit for distribution, the ques

tion arises as to credit for whom and under what terms. Again, the answer
 

depends ,upon.the planning objectives being pursued. Among low-income fam

ilies, credit for meeting consumption expenditures is an important compo

nent of credit demand. From a humanitarian standpoint and because of a
 

low capacity for credit repayment, interest charges should be low for that
 

portion used to purchase necessities and relatively high for any conspicuous
 

consumption.,.heproblem, of course, is to regulate and monitor credit use.
 

High interestrates impede debtors' capacity to improve their ,economicwell

being;,they also represent significant transfers of income to lenders, a.
 

portion of,which may be usedto finance economic growth in other sectors 
f .the,!economy. The opportunity cost of using credit to underwrite a 

I 'P .+ , ... T+.Y . : ", . + + 

portion ofaconsumption, expenditures is the rate of return foregone by not 

us+ing;,.such credit.for production expenses and for private investment in 

the, firm.. The,difficulties of placing appropriate weights on humanitarian 

and economic.,obJLctives .so.+ as ,to devise an appropriate credit policy are 
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apparent.
 

Siiice'diudred~it fs5'xtend d as cr~dit,in"cind;;..use df"a krev61ving 

stock- of co ddiftie' "6iay b' inist'rtzmental in not .only meeting s'om zof 

tfig, redit needs of smll-scale producers but'"also of facilitating 'net 
ttrasfs cf commodite&',from'the agricultural sector for use el'sewhere 

'in the ecotiomy. - The'net transfer occurs in the form of interest'paid in 

kind. This advantiage, however; must be juxtaposed with the costs of
 

'building and maintaining storage facilities, deterioration in quality of 

stocks',' and admrinistrative inputs. Such a program may be integrated with 

a buffer stock program to'lessen variations inmarket prices. Finally, 

elstablisling and sustaining public credit agencies require financial and
 

administrative inputs--inputs which have opportunity costs in terms of 

their-alternative uses in developmental processes.
 

Market Systems as a Component of Social
 

-Overhead Capital Facilities
 

Social overhead capital facilities include the matrix of marketing,
 

transportation, communiatibn, education, and government facilities
 

'which provide the framework for economic activity and the foundation for 

economic growth.' Accordingto , economic theory, the market mechanism 

perf6ims an Important' role 'in guiding economic activity. in both pro

duct 'and factor •markets,-prices aie the-links between quantities supplied
 

and demanded which cus" markets to be'cleared",-Through-the pricing 

sseii 'lofitimeri lect- their demaiid"preferences for cbsumer goods and 

producers-'reflect 'the'ir demjnid 'f16 factors of production', inluding in
termediary goods-, Als o'iprouces and resource owners idicate the amouiits 
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of gdods:tand' factor services i.respectively--,which-they ,willofferat 

varibus prices. Actingrain--an environment of imperfect knowledge, ;indi-, 

viduals,must; estimate these prices or-exchange ratios before; making their 

respectived'consumption, resource allocation, and factor supply decisions 

so as-to maximize their individual objectives. These are-considerations 

primarily affecting the static 'efficiency.of the market in allocating 

resources, and distributing the final product. The market mechanism-as 

an instrument variable serves to generate and sustain developmental pro

cesses which affect the motivations and objectives of economic agents and 

the integration of these individuals into a more-fully interdependent eco

nomic system. It is in this sense that the marketing sector may also 

be a leading sector in promoting economic development. 

Consumers, resource owners, and national planners send a configura

tion of signals through this matrix of facilities. These signals may be
 

responded to, discounted, or ignored. First, these signals-must be trans

mitted through transportation and communication mechanisms. Where these
 

mechanisms are rudimentary, the signals are transmitted by word-of-mouth 

which is',neither reliable nor timely. Producer-consumers suspect and 

discount such information. The imperfections'of these mechanisms dis

tort the quality and effectiveness of market signals so that inefficient 

resource allocation and production patterns result:. Markets tend.,to be 

localized with limited intermarket flows throughout the economy.., Con

sequently, the impact of any pressures and incentives generated iby devel

opmentalprocesses,.such as government policies sand-changes in market 

demand,' is dissipated with little- if any,,effecton producers 1,activities 

and economic systems in remote areas. 

http:efficiency.of
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In 'mos to less -devel opedlareas,, vind ividua1 :marketing-midd lemen: are
 

theimost important 
 linksAnA the sys.temi that channelsi agricultural commodi

ties fromproducers to domest icr consumers _and exporters. ;While.mar.keting 

boardsand marketing ,cooperativesmare important.outlets,-,for certain crops 

inlcertaiw areas,,*I the: nature andescope of, their. operat ions differ from 

that. ofithet large number of,-middlemen)operat:ing individually and on a
 

small-scale,basis.4 
Despite a relatively high proportion of production
 

consumed-directly by smal -scale producers-, their aggregate marketings
 

constitute a significant, part of total!.marketings by all producers. 
 In
 

the case.oftnonedible cash .crops, which are grown by producers having
 

operations,of.diverse size, a very high percentage of production realized
 

is marketed.
 

At low stages of- economic development, the number of marketing
 

middlemen 'is.generally high. 
However, their distribution throughout
 

thereconomy is strongly conditioned by population densities, transpor

tation facilities and costs,, and the effectiveness of communications
 

systems in-denoting areas of marketable supplies and excess consumer de

mand...Furthermore, a-system .of credit advances by wholesalers which fil

ter down.to ,various-individuals :in the marketing structure affects the
 

location and size of operations ;of these various middlemen. As the 
' 

distance-from established market -areas increases, the number of middle-.
 

menat eachicstage-of the.smarketing process decreases. 
The producer-has
 

progressively fewer alternative.marketing outlets.
 

-Numerous e.:are iactdally,and potentially performed by the.
 

iddlemen. -In.suchcapacities, ,,middlemen.)are in positions to both: 
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Thlese roles
stimulatierand ihibit develdpnientil processes. winclude
 

(1)iWat dreadfon The 'ifitrduction of new cons'umer godds', often
 

imported 'goodd-'-and the creation df new consumer wants favorably affect
 

producers''b6haiior as evidenced by higher levels of production and
 

quantities miirketed. Since merchants and traders supply those goods con

sumed but inot'fr6duced, they represent the vehicles for expanding the quan

tity and variety of consumer goods available to purchasers. But want
 

creation mayhavdeadverse consequences too. New consumer goods may in

crease the importanceof present consumption over future consumption with
 

an adverse ,impact 'onsaving and private investment in the firm. However,
 

this phenomenon may only be temporary and primarily applicable to consumer
 

goods that can'be purchased in small quantities. As goods are introduced
 

which require relatively substantial expenditures, the 'motivation for
 

deferring present..consumption may increase;
 

(2) Credit to producers Producers are often forced or inclined
 

to make the 'bulk'of intended marketings shortly after harvest. The absence
 

of 'storage facilities and the demand for money to pay 'rent, taxes, debt
 

obligations, and -expenditures for post-harvest social events are the
 

primary;reasons for'this seasonality of marketing. Producddrs often have
 

toresort'to credit for financing consumption and production expenses
 

until"the next harvest period arrives. Such credit is provided'by marketing
 

middlemen. - !By providing"credit and'perhaps price concess'ions 'to producers, 

the"middieman-becomesthe marketing outlet for the indebted producer.' At
 

'thevsame timei' themiddleiani 6ften obtains "financing 'rom a whlesaler or
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the next individual in the marketing chain to whom marketing obligations
 

now exist. That is, vertical .trading relationships,are established
 

through the,.use of credit. .Thus,.credit,advances by market intermediaries 
satisfy .a mutual interdependence. Producers require financing,,for ,pro

duction and consumption expenditures while middlemen-lenders,represent 

outlets.
local sources of credit and marketing .. The latter individuals
 

are also able to lessen the uncertainty surrounding continued sources
 

of supply from which,to procure commodities and sources of demand for
 

those consumer goods retailed. In addition, producers may find the re

lationship somewhat adyantageous in that the uncertainty relative to mar

keting and credit decisions is reduced. Price and interest cost concessions 

may begiven to clients of long standing. Continued indebtedness, however, 

maintains or increases the superior bargaining position of the lender 

relative to the borrower; 

(3) Collection, aggregation and distribution processes Producers
 

located near marketing and consuming centers often engage in petty trading.
 

They do not rely on the first middleman to start their goods through the
 

marketing channels; they are that first middleman. Producers located at
 

successively farther distances from these centers are confronted with
 

increasing transportation, labor, and time costs and decreasing awareness
 

of existing and anticipated market conditions ,ifthey are to market their
 
goods themselves. Due to the state of transportation and communications
 

facilities, wholesalers rely upon ,a,hierarchy of ,middlemento search out
 
the Ieatqively-small1 uantities sold by individual producers, grade and 

bulk these. commodities transport.them to collectionof .,vriable quality, land ..
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points. These operations are costly, in terms of labor and time expended,
 

relative to the value of the commodities involved. Wholesalers find it
 

economically advantageous not to employ and supervise a:staff of employees
 

to complete these labor-intensive operations. The opportunity cost asso

ciated with the middlemen's time and labor inputs is often not high. Con

sequently, each is willing to work for a relatively small absolute return.
 

Middlemen perform similar operations in the distribution of domestically

produced and imported consumer goods;
 

(4) Communication of information on supply-demand conditions With
 

limited transportation and communications facilities and low literacy
 

rates, exchange of information among middlemen at different stages is a
 

principal means of identifying market conditions. Information is trans

mitted on the quantities and sources of supply and on demand for both
 

agricultural commodities and consumer goods. These individuals are also
 

in positions to introduce producer-consumers to new crops for which a
 

market exists, to improved production inputs, and to new consumer goods.
 

Conversely, the same middlemen transmit information to wholesalers rela

tive to the adoption of new crops and changes in consumer demand; and
 

(5) Entrepreneurship and mobilization of resources Trading and
 

performing other middlemen functions are important means for acquiring
 

knowledge and experience of the workings of the market and of entrepre

neurial activities. This is true for both small traders who aspire to
 

expanding their 'scale of operations and for agricultural producers en

gaging in ome trading activities. Since such trading often takes place
 

in an environment of brisk competition, the economically and socially
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,s aacious trader- isre war de'd ", foi his, ' fforts' ' Thus,' the acquis it ion and 

perfetin o,6f entepireneurial"skills- areseen as the means to economic' 

:survival. ' Furthermore, middlemen's margins in both theti marketi'g' and 

retail 'distribut ion activities represent net trans fers' from the agAicul

tural sedtor.- Such capital accumulation can potentially be used for'pro

ductive uses in other areas of the economy, including the marketing sector.
 

Market efficiency
 

Since the understanding of the operation of product and input markets
 

in less-developed countries is limited, it is not surprising that rela

tively little is known about the efficiency with which markets operate.
 

Too often, efficiency is imputed on the basis of estimated marketing mar

gins and(or) the apparent degree of competitiveness in markets. Neither
 

is sufficient for evaluating efficiency. What appear to be relatively

high marketing margins may be the consequence of high transportation costs
 

and the amount of services applied to the good prior to retail to consumers.
 

The difference between retail price and the price initially received by
 

producers need not reflect exploitation of the latter. Similarly, a large
 

number of middlemen at one stage in the marketing process may help to en

sure that each earns only a minimum return. However, where credit advances
 

by middlemen and merchant-traders are used to finance marketing and pro

duction activities, opportunities for price discrimination arise within
 

the vertical structure of the marketing channels. Furthermore, the large
 

number of middlemen is normally found only at first stages of marketing.
 

At higher stages, relatively few participants are found. Finally, .poor
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transportation and communications facilitiesrequirefttbat much of the mar

ket- information:be transmitted, by word-of-mouth amongmiddlemen . Regard, 

less of the-number of middlemen, such acommunications system does not
 

ensure that reliable market-information is transmitted.
 

Need for an efficient marketing system
 

The importance of low-cost food and agricultural raw materials in
 

sustaining general economic development, the potential market for consumer
 

and producer goods among the masses of rural people if they are able to
 

realize higher per capita real incomes, and the potential flow of resources
 

from the agricultural sector to support other sectors of the economy all
 

suggest the need for an efficient marketing system. Reductions in per
 

unit transport costs and marketing margins, improved information on inter

regional supply-demand conditions, and the availability of improved pro

duction inputs at costs which make them accessible to large numbers of
 

producers all tend to raise returns to producers and keep costs to con

sumers relatively low. Higher monetary returns to producers, ceteris paribus,
 

increase their purchasing power for consumer and producer goods. Lower
 

food costs tend to increase the real income of consumers. Given a rela

tively high income elasticity of demand for food in most less-developed
 

areas, higher real incomes substantially increase the demand for agricul

tural commodities. Reductions in transport and marketing costs also im

prove the competitive position of agricultural commodities in the export
 

market. Competiveness is extremely crucial here because of the importance
 

of generating foreign exchange earnings for procuring capital and consumer
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gbbds 14dr dofiistic ,nsiatnptib. 

':+ ,,kT .. objectives,,J the market mechanism-must, remaxiffize- individitals1 

liably transmit--consuimers +and%resource, owners-" preferences-,and producers' 

demand for production resources,,, ,Inaccurate transmission of consumers' 

preferences distorts resource allocation decisions for both agricultural 

producers and manufacturers. The efficient operation of resource markets
 

improves the possibility of resources moving to their best uses. This
 

is essential for coordinating the growth of the economy. An efficient
 

market system also facilitates longer-term planning on the part of all
 

participants in the economy, including national planners.
 

Market reform alters the distribution of income in the economy.
 

Since the marketing middlemen are often considered to be unproductive
 

even though earning a return, their elimination is considered essential
 

and desirable. Yet, their incomes represent forms of capital accumula

tion. From the standpoint of overall economic development, the question
 

arises as to whether this capital, in the form of the middlemen margin,
 

is used more effectively by marketing middlemen or by producers who
 

realize higher incomes as marketing costs decline. The answer depends
 

upon the effect on incentives and individuals' objectives. As has been
 

noted, in many areas middlemen in the first stage of the marketing pro

cess are also agricultural producers realizing supplemental incomes.
 

If marketing middlemen are to be reduced through reform measures, pro

vision must be made for absorbing the services they provide. For example,
 

relative to providing credit to producers, their elimination requires that
 

producers be able to secure credit elsewhere. Their role of transmitting
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market information" must be asuied by,government 'extexsion' persorin&lrand, 

improved communications media. -Their role of bulking, grading,:andtrans

porting the initially-small quantities marketed-must-,be assumed by other,
 

personnel or machines. The-absorption of services provided by the middlemen
 

is not without economic and social cost to the society in question. The
 

monetary costs of reform are evident. The displacement of a large number
 

of middlemen who, at least initially, cannot secure alternative employment
 

also involves social and perhaps political costs. These costs must be
 

weighed against the potentially higher unit returns to producers and lower
 

costs to consumers.
 

The Human Factor
 

Human values, attitudes and objectives have a strong conditioning
 

influence on production, consumption and investment decisions. Where
 

fatalistic attitudes rather than a scientific understanding of production
 

processes are operative, producers envision few means for influencing
 

production outcomes and the need for private investment. Improved inputs
 

and assistance offered by agricultural extension agents are of little use
 

to these individuals. Social pressures influence values attached to con

spicuous consumption and wealth accumulation which translate into producer

consumers' objectives.
 

From the standpoint of economic development, religions, extended
 

families, and communal organizations embody both positive and negative
 

features. The relative emphasis of these features determines their impact
 

on develofmdntal-prodesses. While religious support can be found for
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dee i t ma -also- encourage., 

persona 1. industry.rand.thrift as well as, personaLadvancement. Similarly,,, 

members of some extendedfamiliesqcan lay. clair to,the. produce and rewards 

of other. ..family1members thereby, lessening.the latters,' motivation and capa

city-.for,Improving the ir,,well-being. onyersely,, members of extended . 

families,,can provideiassistapce to more enterprising members of the system. 

Thevsuppression of. individual consideration- for group welfare in communal 

orgenizations.:discourages individual initiative. In the same situation, 

however, communa.organizations can provide a good deal of security to
 

members as well as act as foundations for cooperative enterprises.
 

Where favorable economic opportunities exist and producers have the
 

incentive and the means, both intellectual and financial, to exploit
 

these opportunities, they appear to do so. The rapid adoption of cash
 

crops grown in conjunction with traditional food crops in Africa; the
 

willingness of rural people to seek temporary, nonfarm employment often

times at considerable distances from home; and the general price respon

siveness of producers to changing price and, in turn, income relationships
 

all indicate a generally strong potential, if not actual, demand for higher
 

incomes. What may be viewed as low aspiration levels and values inimical
 

to economic improvement may be manifestations of an infrastructure gen

erating low monetary returns, weak incentives for raising demand for con

sumer goods, and a variety of uncertainties.
 

Government Programs and Policies 

..Government .programs.,and policies are the instruments or.,eans for 

facilitating realization of national planning objectives. They are the
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insiii '' cndti6iii h atand rect ec onomicactivity. 

at "'rotr points".. inthe6dh6Wno.y-" The a"rtue'and, sdco6pe of the :instruments, 

however, are conditioned by a number of constraints. Effective reform 

prog ams are often ot',6litically feasible'. - Financial*and administrative 

:iiiputshla 6'e*oppor
tunity csts ii alternative employments:. Lengths of
 

planning horizoIs, affect 'selection ofa 'feasible configuration of ,objec

tives. Furthermore, various programs and-policies must be integrated and
 

coordinated 'for enhancing their individual effectiveness.- Developmental 

programs for selected--pbints without complementary programs to expand
 

and strengthen linkages between these points dampen tendencies toward a
 

more-fully integrated economy where resources are sufficiently mobile so
 

as to move to thdir'-highest uses.
 

Public pricing policies
 

The studies to estimate producers' responsiveness to changing price
 

relationships reveal a generally positive response in terms of production
 

configurations. That is, as the price of crop A is increased relative
 

to crop B, an acreage shift from the latter to the former usually takes
 

place. Since this is the aggregate outcome, the results do not imply.
 

that each producer alters his production patterns. 

For most food crops, the derived price response coefficients of
 

acreage adjustment are low but usually positive. The coefficients are
 

positive and substantially higher for nonedible, cash crops. This is 
a
 

consequence of the importance of growing certain food crops for direct
 

consumption where relative prices are less important than consumption
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requirements"., urtheoe ,-cash qcrpsare.9ofte ngrownas supp 1ementa1 

Peterprses, permitt.ing producers,Ito. readily;'.Shift Jnto afdput O, these
 

icrop,j
 

/Relative acreage, is ,used a ,proxy croppingas -. for, planned patterns.
 

This iuse ,of, acreagesto 
measure producer res pons e abstracts from the di

rect- influence' of, weathercondiostion , yieldsand the, impact, of prices 

on::the isintensityY..with.which :nonland inputs are, applied .to lapd, i.e.,
 

per,.acre yields when,the -influence-of weather.has been removed. 
The de,
 

greek ofqresponsiveness in ..
altering,cropping..patterns tis influenced by,a 

number,of additional ;factors including: 

(l),..,The,1number of alternative, crops, .which,,can be grown,.by the
 

producer and the ease with which inputs 
can: be shi4fted.,among ,crops,.is 

important. 
The length of time necessary for adjustment has a direct
 

effect on -the degree of,short-run response versus response'over a'-longer
 

period of time. 
As the number of feasible crops increases, the cropping
 

pattern is expected to be more responsive to changing price relationships&
 

(2) Even though alternative crops are 
feasible, many low-income,
 

small-scale producers are inclined to gear production decisions to
 

meet consumption requirements. 
For example, where an inedible, cash
 

.crop can profitably be grown, producers growing the crop and using the
 

income to purchase necessary consumption goods in the market place con

front price uncertainty from two sides. 
 Uncertainty surrounding market
 

conditions for 
:hr- cash crop and, in turn, a major proportion of his
 

monetary income exists. 
 The cash crop is often an export crop subject
 

to substantial price variations. In addition, the producer confronts
 

http:crops,.is
http:grown,.by
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the uncertainty o prices he must pay for his food -items'and 'other con

sumer goods. Consequently, many producers do not' gear cropping patterns to 

anticipated or existing market prices when production for direct consumption 

is thdir major objective. 

(3) Acreage response is-further affected by accesi to markets, trans

portation costs, and by tenurial arrangements. In addition, basing producer
 

response on relative market prices only does not take into account varia

tions in input prices and any technological change which affect production
 

decisions. Finally, indices of wholesale prices or prices received by
 

producers do not give any indication of public price policies reducing price
 
iJ 

uncertainty where such uncertainty affects production decisions nor of
 
other public policies subsidizing or taxing the costs of production inputs.
 

Variations in wholesale prices may not be accompanied by similar changes
 

in prices received by producers; the latter are the important prices for
 

production decisions. For example, where debtors are required to market
 

outputs to creditors and tenants to landlords and when creditors and(or)
 
landlords are able to set'prices independently of existing market prices
 

and any government price-support policies, public pricing policies are of 

little consequence to these debtors and tenants. Complementary programs
 

of rural credit reform and tenancy regulation are prerequisite 'to these 

debtors and tenants being able to realize the benefits of improved prices 

whether these prices result from market conditions or specific pubirc pr{ice 

policies. 

ReleiVe'ly led's'1snown'about the price elasti ity of quantities 
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marketed., i.e., the combined effect-of market prices on,nroduction and
 

direct consumption decisions with the residual being marketed. The
 

limited investigation of this phenomenon, both on a theoretical and
 

econometric basis, suggests the existence of a perverse market supply
 

function for some individuals. Quantities marketed and market prices
 

are expectedto move in opposite directions when the proportion of
 

prod~±ction marketed is small (related to [2] above), the elasticity of
 

production is low, the price elasticity of demand is low, and the
 

income elasticity of demand is high. Technological advance and ac

cess 
to improved inputs raise the elasticity of production. Increased
 

consumption and higher income levels raise the price elasticity and
 

lower the income elasticity of demand. When these phenomena occur, the
 

price elasticity of quantity marketed increases, and the normal, price

quantity marketed relationship results.
 

A possible conflict exists between raising economic incentives to
 

producers while keeping food and raw material costs relatively low so
 

as to expand domestic consumption and exports. Of importance to pro

ducers is the.margin between costs and returns and not the absolute
 

level of each. Consequently, programs to increase producers' margins
 

by reducing production costs rather than raising market prices are pre

ferable. Public subsidization of production costs need not take place.
 

Improved inputs raising production levels can bring about lower per unit
 

Factors affecting tle, elsticity of, production were discussed 4earlier. 
The price and income elasticities of demand are discussed in the subsequent
"Consumption" section. 
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production costs. Extension agents may be abloeto(recomendmoreefficient
 

production techniques thereby,,lowering per un!t outputcosts., Similarly,
 

improvements; in,transportation andimarketilng facilities open new,.markets
 

and.may reduce4marketing costs so that-Anputs costs are.lower:and(or)
 

net revenues, to producers'higher. Each of these possible programs has 

its own'-costs:. 

Fiscal policies
 

For a period of time, infusion of capital into less-developed areas 

was viewed as the primum mobile to economic development. This imp sto 

economic growth would be via the "multiplier" concept. That is, additional 

capital would initiate successive, reinforcing rounds of economic activity. 

However, fiscal policies in conjunction with the multiplier do not usually 

initiate these rounds of economic activity in less-developed areas. The
 

reason is that use of the multiplier concept presumes the absence of struc

tural bottlenecks in the economy so that inputs and commodities flow freely
 

within and among sectors. Where transportation, marketing, and communica

tions facilities seriously retard this flow, use of the multiplier is in

appropriate. Such is the case for most, if not all, less-developed coun

tries. Investment in the economy's infrastructure is necessary to alle

viate these obstacles.
 

Most less-developed countries obtain the major proportion of their 

government revenues through "indirect taxes" such as turnover taxes and 

import-export taxes. Turnover taxes are a tax on commodities entering 

the miketing hahnels. "Direct taxes" such as 'property 'nd personal 
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in come :'taxes are'-'Les s"' imp'rtaflt. 

Fr'fi: the• government's strdpoint lindirecttaxes :/appear ito have 

sevidvaitage: ;-'(1') e difficult ies and'osts , sss ociated:with, 

cadastral-surveys" for use n'inassessing-land taxes are:avoided,;- !(2) ,,'The
 

taxes" are asseised and collected with'relative,ease;1 .(3) Thetax

structure can be readily altered as production and incomes vary,from year,
 

to year; and (4) The producers who are primarily subsistence-oriented
 

are in effect given a tax exemption since they have only limited par

ticipation in the market.
 

Turnover taxes are easily passed on to the producer in the form of
 

a lower price for the commodities he markets and(or) a higher price
 

charged the final consumer. If the tax is selective in that differential
 

rates are applied to commodities, the relative profitability of production
 

and the relative costs in consumption are modified so that supply and
 

demand conditions are altered. But this may be consistent with public
 

policy to encourage the production of some goods relative to others. If
 

the turnover tax is borne by the consumer rather than the producer, the
 

increased cost to the consumer reduces his real income and, ceteris par

ibus, a smaller quantity is bought at the higher price. 

The impact of export taxes depends on the direction in which they
 

are shifted. If the producer bears the tax with the export offer price
 

,'Where producersisell or barter goods .ona personal basis outside 
of the regular marketing system, turnover taxes are easily'avoided.
 
Collection,,is facilitated where the, major-pprtion of the crop, ,issold to 
a few large wholesalers and processors or through iarketing co'operatives. 
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unchanged, the lower returns on the export crop relative to competing
 

crops motivates producers to alter cropping patterns in favor of the
 

latter. Consequently, the quantity offered for exhort is expected to
 

fall. 
 If the tax is shifted forward to the international consumer, the
 

rise in the export offer price tends to place the exporter at a competi

tive disadvantage.
 

Both turnover and export taxes tend to be regressive. These taxes,
 

whether levied on a specific or ad valorem basis, do not reflect produc

tion costs and differential net returns to producers. Similarly, such
 

taxes do not reflect the producer's ability to pay. Since export taxes
 

are usually specific in nature and borne by the producer, they are regres

sive. 
The per unit tax is the same for all producers, regardless of scale
 

of operations. Conversely, since the small-scale producer directly consumes
 

a major portion of his output, no tax is levied on these goods. 
 The market

oriented producer who purchases a relatively-large proportion of his con

sumer goods in the market is subject to taxation on these transactions.
 

In the case of taxes on imported goods, consumers pay the tax in
 

the form of higher prices. The real incomes of consumers are lowered.
 

In the case of producer goods, total production costs are forced upward.
 

Consequently, the terms of trade are turned against producers. 
Manipulating
 

the terms of trade as a means of transferring income or capital from the
 

agricultural sector to the government or other sectors of the economy is
 

conditioned by two important factors: 
 (1) The degree of participation
 

in the market or monetized economy; and (2) The strength of market
 

participation as reflected by the rate at which individuals enter and
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withdraw from the market economy.
 

Higher prices for imported goods may provide temporary protection for
 

import-substitution industries which are attempting to grow and survive.
 

The imposition of taxes, however, invites the danger of retaliation on 

the part of other countries participating in international trade. Taxes
 

on foreign trade can be varied as economic conditions in world markets
 

change. In the case of ad valorem taxes, when export prices fall, govern

ment revenues can be maintained only if export taxes and(or) exports are
 

increased. When prices fall and tax levels are increased, the producer
 

is penalized twice. When the price of export crops has fallen relative to
 

nonexport crops, producers are motivated to shift resources to the latter.
 

Consequently, considerable reliance on import and export taxes as a major
 

source of government revenues makes the government's revenue position 

vulnerable to fluctuations in world trade. Countries exporting a small
 

number of commodities are in an especially precarious position. Diver

sification of exports would tend to stabilize export earnings and public
 

tax revenues. Since exports and imports are channeled through relatively

few ports, these taxes are often the easiest to collect.
 

When the tax is placed on improved inputs, a lesser quantity of
 

inputs can be obtained with a fixed working capital constraint. However,
 

the higher productivity of these inputs may reduce per unit production
 

costs to the cultivator and the quantities offered for marketing may be
 

maintained or increased. In either case, imposing a tax on production
 

inputs discourages use of such inputs. Furthermore, differential tax
 

rates affect the relative costs of using inputs and, in turn, patterns
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,of input,'location. That -is, this form of tax can be used not only, for 

generating public revenue: but for directing input use and production con

figurations..
 

Turnover and import-export taxes represent income transfers through
 

turning the terms of trade against producer-consumers. In additlon,
 

the relative incidence of taxes affects the relative profitability of
 

producing various commodities and the relative costs of consumer goods.
 

Consequently, resource allocation, production, and consumption patterns
 

are altered for many individuals.
 

Agricultural extension services
 

Extension personnel are generally viewed as the transmitters of in

formation relative to costs and returns of improved inputs, alternative
 

production techniques, and economic outlook data for use by producers.
 

More generally, they have three broad functions: (1) To perceive and
 

diagnose problems confronting the producer whether such problems deal with
 

technical aspects of production, securing credit, or gaining access to
 

remunerative outlets; (2) To devise means for alleviating or solving these
 

problems; and (3) To communicate and to persuade producers to adopt these
 

recommended means. They essentially act as consultants to producers or
 

producer organizations so that the latter can more rationally accommodate
 

their decision-making processes to a changing environment. 
The general
 

responsiveness of producers to changing price and profit situations was
 

borne out in the previous section on public pricing policies. This re

sponsiveness, however, does not imply that producers, especially subsistence

oriented producers, have the capability to acquire or digest technical
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info'mation on improved :nputs, and ,cultivation 1practices,.,' Competent , 

extensi&agdnts dan fill that needi -But -the .,flowofinformation need 

not be unidirectional. Extension workers are, theoretically, inithe best
 

positiod-ito rcbmmunicate -the -needs and potentials -of producers to regional 

and national:planning groups. However, the effectiveness of extension
 

personnel.isrcontingent,upon a number of factors, some of which are listed
 

below':

(1)- As- representatives of the government, their credibility and
 

motives are regarded with various degrees of suspicion, especially in
 

relatively-remote villages. If extension services ar; provided through
 

a local cooperative or through cooperation of d Village leader, individuals
 

contacted are likely more receptive;
 

(2) Extension personnel need to have a working knowledge of agri

cultural operations and of existing patterns of economic and social rela

tionships. They also need information to extend. A considerable poten

tial exists for increasing productivity through communicating information
 

on existing production techniques. Certainly, the discovery of higher

yielding inputs and superior production practices would complement this
 

expansion. Where demonstration-is possible, the effectiveness of trans

mitting such information is improved. Even where improved inputs and
 

information are forthcoming from indigenous research institutions, their
 

applicability is limited by differing soil and climatic conditions and by
 

variation in social systems. Even though the proposed change is tech

nically feasible, extension agents do not always give sufficient con

sideration to economic feasibility;
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(3) Thenumber of producers in the 'areaserviced by-the extension.
 

representative,must be manageable. 
Otherwise, the agent must spread his
 

exp6rtise and time too thinly and lose some of his effectiveness. 
 Local
 

participation in initial discussions and planning of extension projects
 

helps to ensure acceptance and rapid adoption. 
At the same time, exten

sion representatives are perhaps encouraged to rethink the economic
 

and social feasibility of their programs as 
applied to specific localities
 

and cultures. 
Repeated visits to the same villages and same producers
 

not only convey an appearance of genuine interest but provide the repre

sentative with an opportunity to monitor producer operations. Where pro

ducers are collectively bound by a cooperative, communal organization,
 

or confidence in a village leader, the extension agent may spend the major
 

portion of his time with these organizational or social leaders, in effect,
 

employing them as his assistants, thereby permitting the agent to indirectly
 

contact 
a larger number of producers. 
 Of course, the effectiveness of
 

such'an arrangement would depend upon the competence and willingness of
 

these leaders to absorb and transmit the information provided by the
 

extension agent; and
 

(4) While the work of extension personnel may be a necessary ingre

dient to stimulating agricultural productivity, it definitely is not 

sufficient. That is, 
competent extension agents may effectively explain
 

the merits of a nontraditional input or a new cash crop. 
 If', however,
 

the produder has a h gh-risk aversion, does not have access'to necessary
 

financing, does not have the managerial capability, or does not-haVe a.,
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strongaiego.!-focused iage'.of,change, the: recommendat-ons offered,will not
 

be dmolemented;.,andy.the cultivator will continue traditional production
 

practices,.-AFurthermoye
, where ,tenurial ins ecurity encourages exploitative
 

cultivation practices and discourages ,private investment, few producers
 

are-,interested.i,,spill conservation and 
 investment in productivity

increasing,,inputs whose benefit s ap re realized over a period of time. 

,These, individuals have ,a strong .time.preference for current income. In

adequate transportation and marketing facilities reduce net returns to
 

increments of,'labor and capital and:dampen the producer's economic incen

tive to change., Finally, where belief in magic and reliance on patron
 

saints for promoting economic well-being is strong, recommendations by
 

,extension agents carry little weight.
 

Implicit in (4) above is the fact that the benefits of extension
 

programs,primarily accrue to landowners and particularly those having
 

sizeable landholdings. These are the individuals who are more literate
 

and,more market-oriented, and who have a greater capacity, both in terms
 

of financing and in adjusting activities within the firm, for introducing
 

change. Few benefits are realized by sharecroppers and landless laborers.
 

While certain. changes may be. associated with positive-sum outcomes, the 

costs, and benefits are snot .equally shared by ,all participants. Conse

quently,, the differential netyreturns affect relative economic positions 

and,- in;,turn, relative isocialand local political positions. Recognizing
 

these,.evenualities, .extension agents, should anticipate the longer-term 

consequencep of,change.
 

For most less-developed countries, high population growth rates
 

http:iage'.of
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compl icate 'achievement~i of increasing;. per.capita- incomesj:,raising- literacy,. 

rates, improvingihealth conditions,,- and creating additional. employmentfor 

the expanding-labor force., While expanding populations providethe-poten

tiaP'for a larger, internal market., per capita incomes must.bemaintained
 

or increased if a strong effective demand in the domestic market is to persist.
 

Consumption
 

The importance of consumption patterns on quantities marketed varies
 

with the stage of economic development and with the type of commodity being
 

considered. At low stages of economic development, characterized by a
 

large number of subsistence-oriented producers, a substantial proportion
 

of annual output is consumed directly. As development proceeds with
 

producers participating more fully in the market economy, specialization
 

of production and changes in consumption preferences-interact to depress
 

direct consumption in favor of processed foods and increased emphasis on
 

consumer goods not directly produced. Increased participation in the
 

market economy provides more opportunities for affecting the terms of
 

trade to producer-consumers. In turn, the corresponding variations in
 

income distribution in corjuntion with the marginal propensities to
 

consume, invest, and save directly affect the strength of internal market
 

for pr6ducer and consumer goods.
 

The three important factors affecting consumption decisions are the
 

relative pricds of goods, consumers'. disposable incomes, and consumption
 

preferences or tastes. Consumption decisions, however, are not indepen

dent of production and investment decisions. As noted earlier when the
 



ptodtiOe60 special izesiin->nbned ible,Y cash?crops~,rh-e:, faclqs ,,two ypes, of1 price 

!i6certainty-rwi, uihcertainty jfi price rece.ved forethe commnodity,, hemarkets and 

uncertainty surrounding,.retail prices he must. pay for, his. cons umption. goods. 

He reduces this uncertainty by divers ifying :production so,-as to produce,,, 

some tonmodities for .direct.!consumption... I.nvestment, decis ions are a func

tion of investment profitability, length of planning horizons, and invest

ment costs. Consequently, when investment profitability is low, planning
 

horizons constricted, and "surpluses" or profits relatively small, in

creased present consumption is an attractive alternative. As the oppor

tunity costs of higher present consumption increase, consumption-investment
 

decisions become more interrelated and more complex.
 

Pricel elasticity of demand
 

'The strong firm-household interrelationships in ,most less-developed
 

countriesinvalidate the separation of consumption from production de

cisions. A relative increase in the price of a particular food grain,.
 

for example, not only increases the profitability of increasing relative
 

production of thatcrop but also increases the cost of direct consump

tion of that commodity.. Consequently, while the monetary income of the
 

producer-consumr) is expected- to increase, so ,is the relative cost of 

consuming that particular commodity. The price elasticity of demand 

is- 'a ,coefficient denoting-the, responsiveness of changes in the consump

tionU-demand pattern as',,'1ceteris %paribus.,vrelativeprices of consumpt ion, 

goods, vary._ 

6For 
 example, the price elasticities of demand for wheat in India
 
used by Krishna range from -0.2 to -0.4.
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The sign o'f the price elasticity 6f i*de'mand'- is usuaj.Ly negative since-, 

for example, an increase in price of commodity A relatiie 'to B-imakes ' A 

relatively more expensive in consumption and commodity-B is.substituted 

for A. -.The absolute value of the price elasticity .of demand .varies with 

commodities and.withconsumption .patterns. For s.ubsistence-oriented pro

ducers.whose.principal fooditem is rice, for example, this absolute 

value.,is expected,tobe.,very low,..That.is, the generally.low level of
 

consumption and the importance.of rice in the-total consumption pattern
 

interactso that .,changes in the relative price ratiohave little effect
 

on,consumption decisions., Consumption patterns.are .geared more to physical
 

requirementsi than to the relative costs of goods consumed.
 

. As real,disposable, incomes of producer-consumers increase and as a
 

largervarietyof consumer.goods becomes available, individuals have both
 

the,means. and incentive to-alter consumption patterns; and,the relative
 

quantities of consumeF,goods demanded become more responsive to changes in 

relative prices of these goods. In this situation, consumer goods act 

as "incentive goods". In turn, the producer's .demand for income increases. 

If.prices, received,and paid are invariant, larger quantities of goods must 

be marketed. Alternatively,,external financing,can be used to finance the 

newly-demanded.consumer goods. Use of credit in this manner does not 

improve the debtor's capacity to repay. In the absence of.higher real, 

,dsposable.incomes,, debt must,be.refinanced,.assets sold, or conspicuous 

consumption reduced. Refinancing and selling assets cause the debtor's 

economic vosition to deteriorate. Reducing conspicuous consumption is 

likely to have adverse social rather than economic repercuss'ions.-- "In 

http:importance.of
http:usuaj.Ly
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all;of these situations, a, net transfer of income from the ,producer

consumer takes place.
 

income elastlclty ot demand,
 

"'The' income'elasticity 'of 'demand,fr a is pcifi'd godd is' , a coeffi

cien of seponsiv f6r "this godas'disposable i..co..e.ofeess '1n demnd 


the prodauer-consumer varies. As relative prices of1-'c6mditie0spro6

duce v ..... p"s the0produer's monetary i come and didpos 

able income also vary. The 'imortant incoieleveiS the level of'real, 

disp ible"income where-disposable income is fiunctoibn -fgibss returndl,'i 

•production cost's, 
rents, debt repayment, and.taxes' 
'The'effects o:,f
.Various
 

terms of credit wre' diCussed :previously's lwas the :general- ineffective

ness of 'tenu're legis lati6n' in reguiating rsent. Imp ingiinew taxes and (or) 
raising levels Of existing taxes, ceteris paribus, reduces dibposable 

incomes'. However, a portion of taxes may b subsequently-returned in the 

pUblic'investment in the economy 's 

costs of positiV6 pricing poliies. 

As 'real, disposable i"ncomes-vary, corres'ponding changes occur -ii the 
re atlie"demand fo' thoselc6mnodit es produced and consumed directly and 

'for ihos consumer goods r 

of pfori" infrastructiie''and 'und'6wiiing 

purchased-in thei....:ae' '" o.f phyaer n emark ...t. Bcue:f Ohys idal 

requirements, and'consumption tastes and prefer6ndes. theindomehlasticity 
of "demand varies for. Tidlvidual commodities'. o ,example' at lo levdl's 

oftcnrtainiig certain 'reals"repres'enting"t e' maj'r component' 6f d6ntukipt'idn 

lThe income elasticities of demand for wheat in India used by Krishna
 

range ;from.0.to O.8., See .IAppendix C. 

http:from.0.to
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patterns have a high income elasticity of.demand. That is, even as in

comes 'r1se,;'a mjor -proportion of incde incrementslis %spent-on.consuming 

additi6l 4 food'gains.
 

Ri'sing per capit'a, real 'Incomes6 and an increased variety of consumer
 

goods mbtivate individuals to restructure,their consumption preferences
 

and,' lfitrn" the value of the2:income elasticity of demand attached to
 

respective 'onsumer goods. But this substitution among goods occurs largely
 

after levels of 'living have risen above some minimum, physical level. Pre

viously, "cbnsumptibn patterns were traditional and essentially fixed. Con-


Sequdntly;"processed foods, clothing, improved housing, and education in

crease in relative importance. The income elasticity of demand for cereals
 

'declines, relatively and absolutely.
 

Tastes and preferences
 

This friction point conditioning producer-consumers' decisions has
 

already been partially discussed. To summarize, consumer goods act as
 

incentive goods in that increased availability and variety of these goods
 

alter consumption preferences and individuals' demand for income.
 

Recognizing that observances of social and religiousevents are also con

sumer gobds, -tbe-opportunity closts of these expenditures increase as the 

avilabifitfy a'id 'variety of consumer goods expand. The rapidity with 

which n'ewly-intr6duced consumer goods have been adopted in several less

dev'elop cco~u~nres"partcularly in Africa, indicates a willingness and 

desire to alter traditional consumption patterns. 
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Pr.vate; Inyestment 

:.lInvestmentrinqoutlets other than working capital imply a lengthening 

of the planning period beyond the production cycle. That is, whether 

fundstare 'investedin.an ,,ir.rigatiion..pump,, improyed housing, savings,. 

account,Torw'an jitempof Jewel.ryi- investors, usually realize- a flow. of 

returns .extending:beyond., the: next. production period. , This,, of course, does 

not,.preclude liquidating the nvestment.at any time. Lengthening Xhp
 

planningohorizon is prerequisite to sustained.economic development. This 

-attitudinal change,,,however, also introduces new uncertainties not en

countered when traditional production and consumption patterns are maintained.
 

,Wheninvestment in nontraditional inputsis contemplated, additional man

agerial inputs may be necessary. This should be reflected in estimates of
 

the physical productivity of -arious inputs, estimates which usually are
 

not synonymous with results achieved on experimental plots and demonstra

tion farms. Additional price uncertainty is involved when new outputs are
 

added to the firm. Several friction points appear in the investment
 

decision function.1
 

Initial investment cost

The-,initial cost'varies-.with type of investment. The construction 

of an irrigationsystem is,.more costly than purchasing a new plow. Con

sequentily,0.the .potential, investor's financial position which includes 

both accumulated reserves,,and access to external, financing affects the
 

1private investment is discussed in Chapter VII. The investment
 
decision function is given in Equation 7.1.
 

http:investedin.an
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nmber of feai-ible, investment opportunities Most-rsmalt-scale producers
 

whether'tenafnt orownd-operators, simplydo not:have the-f1inancial
 

capacityto invest 'in;an irrigation system. When,externaL financing.,is
 

used for part of the investment cost, credit costs alsoaffect"4nvest

-
ment decisions., Thus, :the -incentive and capacity'for private investment.
 

are condiioned by the availability of credit and its cost.
 

Estimated net returns
 

Not only are the estimated net returns important but also the dis

tribution of these returns over the investment planning period. If net
 

returns are negative during an early part of the period, producers having
 

limited financial resources may not be able to undertake the investment.
 

This is particularly true when external financing is used for part of the
 

initial investment. Interest payments may have to be made before the
 

investment becomes profitable. Similarly, those potential investors ex

periencing low levels of living may not be motivated to assume the un

certainty of an unsure distribution of net returns through time.
 

Discount factor
 

As the discount factor applied to estimated net returns is increased,
 

ceteris paribus, the profitability of the investment under consideration
 

decreases. Several factors are or can be implicit in the discount factor.
 

The opportunity cost associated with investment funds is included. As
 

economic expansion provides alternative uses of investment funds outside
 

the firm, as suvings institutions become more widely dispersed, and as
 

government bonds and corporation stocks assume greater familiarity and
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rel iabillty,- the. opportunity. cos t qs with funds privately invested59ciatedl, 

in the firmichanges:.. iEacht of these. alternative,. competing inves, tments 

has itsgownruncertaintylwhich should be reflec ted: in the opportunity cost. 

Price and, technical uncertainties associated with ,the potential 

investment ,are,als.orcimportant. As !these uncertainties increase, so does 

the value of the discount factor. Public pricing policies throuigh, for 

example, marketing boards can reduce near-term price uncertainty. Tech

nical uncertainty is associated with investment in nofitraditional inputs.
 

This uncertainty is particularly crucial for producers who are "survival

oriented" and for those embodying fatalistic attitudes and reliance on
 

supernatural phenomena for ensuring their well-being. Improved education
 

and communications systems together with the work of extension personnel
 

should partially alleviate this technical uncertainty.
 

Length :of :planning.horizon 

The length of the planning horizon is the period over which the invest

ment provides a flow-of ret.rns or a more constricted period over which
 

the investment must show a favorable discounted net return. Tenurial in

security, the need for net positive returns within a short time period, 

and the uncertainty of agrarian reform and land redistribution may be 

reflected in either or both the length of planning horizon and the 

discount factor. Effective legislation guaranteeing tenants' rights 

and providing owners with secure titles to land reduces one element of 

uncertainty. Access to low cost, long-term financing lessens the need 

for net positive returns soon after the investment is made. Relatively
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osmpleiet
low cost credit f6i essential consumption purpoes would .the

above.
 

The length of planning horizon is conditioned by-the individual"s
 

economic'position. In addition, his attitude toward planning to influence
 

his economic well-being and his orientation toward increasing-income demand
 

are important. As already noted in the preceding discussion on consumption,
 

income demand is a function of the availability of consumer goods and in

dividuals' aspirations and expectations for raising their levels of
 

living. Without an increased demard for income and(or) wealth, there is'
 

little motivation for private investment.
 

Summary
 

The inappropriateness of manipulating or concentrating on one factor
 

or friction point in developmental processes has been stressed at several
 

points. The interrelationships among factors emphasize the importance
 

of simultaneous action at several points. Relaxing one obstacle is not
 

sufficient for mitigating or removing other impediments to agricultural
 

and general economic expansion. Yet, the call for a simultaneous attack
 

on developmental problems is incompatible with many of the realities
 

which confront national planners in less-developed areas. Resources are
 

scarce everywhere but capital and administrative inputs are particularly
 

scarce in these areas. Thus, resources which may be committed to building
 

roads, radio stations and monuments have alternative uses in education
 

facilities, health systems, and irrigation networks.
 

The best use of these resources is conditioned by planning objectives
 



and:thejlengthof the;plaunnghorizon.. That is, a time-distribution of 

developmental priorities implicitly exists for any developmental plan. 

Such.p;ir;ites are.,peculiar to .the objectives pursued, yarious economic 

and.political constraints, and length of-plan during which objectives 

must. be realized,., Plans ,for the agricultural sector must be integrated 

and~coordinated with plans_ for other sectors of the economy. Rural areas 

include- anumber.,of occupational groups in addition to agricultural pro

ducers.. .Landless laborers, rural artisans, marketing middlemen, and local 

merchants are all part of economic activity in rural areas. Most countries 

have evolved to their present state over a period of several centuries.
 

Those individuals currently vested with economic and political power are
 

often reluctant to admit change. Finally, planning requires facts and
 

planning principles.
 

To some degree, change has its own built-in momentum. Improvements
 

in comunications, transportation, and educational facilities not only
 

increase individuals' aspirations but awareness of their relative economic
 

well-being. Inequitable distributions of wealth and income which con

dition all aspects of life coupled with few, effective means for reducing
 

these inequalities generate frustration and tendencies for social and
 

political uncertainty; neither is conducive to private investment and
 

to longer-term planning.
 

Ideally, the need is for general structural reform, i.e., a coor-
I' . ... sIu . ow ve , e 

dinated program of alleviating obstacles simultaneously. However, few
 

countries have the financial and admihistrative resources even if'they'
 

have the will. They face the ubiquitous economic problem: allocating 
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scarce resources among competingithough often mutually supporting,
 

means su as to maximize objectives being pursued. Investment in roads,
 

extension service systems, or rural credit institutions cannot be based
 

on a priori reasoning only. Each potential allocation of financial and
 

administrative resources must be subjected to at least an economic test
 

of its merits relative to alternative uses. With all of these factors in
 

mind, planners should try to develop those programs consistent with
 

existing realities. General prescriptions and borrowing developmental
 

plans from other areas are of little use. Such an approach is misleading,
 

if not detrimental, to promoting developmental processes.
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-.CIIAPTER,,IL. INTROUCTION 

As economic development proceeds, the agricultural sector typically
 

declines in relative economic importance. But this does not imply that
 

the agricultural sector is relatively unimportant in developmental proces

ses. 
 To the contrary: the starting point for economic development is
 

man's use of land and its inherent resources. The application of labor
 

and man's ingenuity to using these resources largely determines the prod

uct forthcoming and, in turn, the physical level of living. In the
 

Malthusian state, this level of living is low and essentially constant.
 

However, the Malthusian doctrine minimizes the importance of man's cap

acity for altering his environment. Man has not always made good use of
 

his physical and human resources. Societies have advanced, economically
 

and culturally, only later to decline and even disappear.
 

At the earliest stages of economic developmentI , the agricultural
 

sector is the only sector in the "economy". Only after individuals have
 

produced enough to exceed their own consumption requirements do exchange
 

and trade become feasible. As exchange is accelerated, new wants and new
 

trading opportunities are generated. In turn, production and consumption
 

patterns are altered by varying degrees through points in time.
 

Change has not been uniform. Those countries rather arbitrarily
 

classified as "developing" are characterized by considerable heterogen

eity in economic and social achievements, both within and among countries,
 

IEconomic development is generally viewed as changes in the struc
ture of the economy which lead to sustained increases in per capita real
 
incomes. Of course, per capita incomes are only averages and give no
 
indication as to the distribution of income or to the adequacy of such
 
incomes for realizing necessary or desired levels of living.
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as well as in potentials for future advance. Differing resource endow

ments, climatic factors,, and external contacts, whether the latter were
 
j~ a 

through colonial conquest or trade, have constrained,and facilitated
 

developmental processes. When such processes must be integrated with
 

or superimposed on.existing cultural patterns, another dimension to the
 

complexity of explaining or predicting economic change is introduced.
 

The focal point of interest is those countries which are termed
 

"less-developed" on the basis of per capita incomes which are low rela

tive to those in other countries. None is at the earliest stage of dev

elopment in that the agricultural sector is the only sector. Rather,
 

countries have varying levels of living and economies of varying diver

sity.
 

The desire to raise levels of living and the recognition that the
 

various sectors of the economy are interrelated have increased the empha

sis given to formulating national plans to stimulate and guide economic
 

activity. The orientation toward identifying and supplying the missing,
 

causative input which would accelerate and sustain developmental proc

esses has largely been unsuccessful. For example, infusing capital or
 

developing entrepreneurial skills has not been sufficient. Rather, this
 

orientation has shifted toward the need for simultaneous action at several,
 

interrelated "friction points"; hence, the need for coordinated planning,
 

both within and.amongsectors of the economy. This orientation need not
 

imply a "balanced growth" apprpach to development, however.
 

National planning is fashionable in man less!developed countries
 

and is necessary for most. The impetus for planning largely.arose after
 



World: W. II -when-ec6f0mic disparities among 'nations'were-pubicized;
 

'
 tinaedito e causes 

of these phenomena and to constiruct programs for moving"the less-devel

oped areas toward the rela ively more affluent 'eveloped countries. 

Planning is fkashionable because it manifests a trenid toward modern

' 


and 'socii a'n physical "scieititbs'swere dter ine: thi
 

ization: s'e6ialy among those countries with a Socialistic bent. At 

times, national plans are a precondition to attracting external assist

ance. In'addition, the developing and publicizing of national plans 

have connotations for political and social stability. But this also 

indicates a necessity for planning since such stability is desirable, if 
not necessary, f'or attaining developmental goals.. Conversely, invariant
 

social relationships may discourage private initiative and inhibit imple

mentatio'n 'of public policies which nearly always result in a differential
 

distribution of costs and benefits among those affected.' Neither is com

plete poitical stability conducive to developmental processes if cor

ruption among public officials is widespread, if public policies are
 

geared owa'd mintaining the economic and social status quo, and if the
 

public oes not have confidence in the prevailing political .structure.
 

Tus, too much stability or 'too much instability is inimical to economic
 

'ad social change. The optimut balance is not only an elusive but ten

uouii" henomenon.
 

Increasingly, the desire for change has its 6n built-in momentum.
 

Such a desire is one of'degree and varies with regions within countries
 
and among c6untries. Th desire is S1lated and su ained th ugh
 

increased contcbetwiira'and relatiVely urban areas resUltinginii'
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more participation in the market economy and through increased communi

cation via radios, movies, and word-of-mouth. Furthermore, the growth
 

of labor unions and other economic groups which generate or mobilize
 

individuals' goals and, in turn, publicly articulate these ends are
 

another actual and potential force for change. Also, public exhorta

tions accompanying the implementation of developmental plans condition
 

people to the desirability and necessity for change. But 	change is not
 

illusorily
unidirectional. Adverse experiences, whether actually or 


perceived, affect individuals' receptiveness to future change. The
 

inability to achieve individual and collective goals likely affects the
 

This need to attain stated public
levels at which future goals are set. 


goals also usually generates the need for a coordinated, economic plan.
 

Concomitantly, planning should facilitate the establishment of a config

uration of goals which is economically, socially, and politically feas

ible.
 

As noted previously, at relatively early stages of economic devel

opment the agricultural sector is the predominant sector in the economy.,
 

both in terms of its contribution to national income and the proportion
 

Even in countries
of the population living and working in this sector. 


where the agricultural sector is not the principal sector,.the expansion
 

being the mainspring-or
of agricultural production is often viewed,as 

1.,
 

precondition to-sustained, general economic growth in.the 	economy.
 

IKuznets states, "...an agricultural revolution--a marked rise in
 

productivity per worker in agriculture--is a precondition 	of the indus

trial revolution for any sizeable region in the world" (1.8, pp. 59-60).
 

Similarly, Nicholls writes, "...until underdeveloped countries succeed
 

in achieving and sustaining (either through domestic production or imports)
 

a reliable food surplus, they have not fulfilled the fundamental precon

dition for economic development." (1.14, pp. 366-367).
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A number.of phenomena lend support to thisa prop6sitibn. . T"crued uld be
 

the following:
 

'(l).. The high proportion of the population and the active labor force
 

residing in the agricultural sector: The economic.considerations are
 

quite apparent. This population represents a potentially expanding mar

ketfor producer and consumer goods produced outside of the agricultural
 

sector, both domestically and internationally. At the same time, these
 

individuals represent an existing and potential demand for employment
 

opportunities throughout the economy. Obversely, they represent a pot

ential labor supply for economic expansion and diversification;
 

(2) The desirability of dampening current or potential inflation

ary tendencies so that consumers 
and users of agricultural raw materials
 

have access to these cdmmodities' at relatively low prices. These low
 

prices help keep the cost of living and unit production costs relatively
 

low.2 Ceteris paribus, opportunities for expanding agricultural exports
 

are also improved;
 

(3) The need to increase the mobility of capital and labor to 
the
 

nonagriculfural sectors Of the economy through the generating agricult

.- See Appendix Table,,l. This proportionis particularly high for the
 

African countries where several have 70 percent or more in the agricult
uralsector.- For'Asia,. the most populous-countries of India, Pakistan
 
and Indonesia also have about 70 percent of the population in agriculture.

The figures are considerably lower for most South American countries. 
"
 

2Low market prices for agricultural .commodities need not be 
assoc
iated,with low.profits or a low motivation for private investment if
 
production.costs are also. low.
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ural "surpluses" to sustain workers ano capiraaL invesrmenc in orner sec

1
 
tors of the economy;
 

(4) To expand foreign exchange earnings through exports of agri

cultural products and a reduction of agricultural imports. The genera-


Lion of foreign exchange represents the means for importing capital and
 

consumer goods, both of which have a direct impact on developmental
 
.- 2
 

processes;
 

(5) To promote political stability which is influenced by economic
 

conditions in the agricultural sector. The benefits of increased output
 

and (or) agricultural income as a component of GNP are never equally
 

distributed among agriculturalists. However, increased output and
 

income represent a potential means whereby a system of taxation and
 

transfer payments may be used to effect some considerations of economic
 

equity; and
 

(6) To pursue nationalistic objectives of being self-sufficient in
 

food production thereby lessening the need to import foodstuffs as prod

uction levels vary with environmental conditions.
 

The term I"st,rpluses" has an ambiguous, connotation, In"the context
 

in which it is used here, "surpluses" represent the differences between
 

projduction and direct consumption of the respective commodities.
 

2Appendix Table 2 provides data.ona;average imports-and'exports for
 

selectedaicountries.for,the%1964-67,period. The-contribution of agri

cultural aexports. tod total",exports %exceeds 50,percent- for'all,countries'
 

exceptSIndia~if, In-turn',. the percent-of., all ,imports designated.as manu, 

factured goods jand:,mabhinery; ranges, from,arond,)40 percent to,65 percent;
 

Thus, agricultural production and subsequent exports are major contrib

utors to the country's capacity to import.
 

.: 
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PopulaItion growth,rates are high -for most less=-developed countries.1
 

Atnual,,average growth rates f6r population generally range from 2.0 to
 

3.5 percent. For several countries, the growth rate of agricultural out

put does not even keep.pace with that of population. For some Latin
 

American countries, in particular, the population growth rates appear to
 

be increasing. Given the high income elasticity of demand for agricult

ural.goods in these areas, any increases in per capita real income accen

tuate the race between growth in demand relative to supply. The dispar

ity between these growth rates is exacerbated during periods of adverse
 

production conditions. The upward pressure on prices does not benefit
 

the majority of individuals in less-developed countries. Sitbsistence

oriented producers who account for a significant proportion of the rural
 

populations sell relatively little in the monetized market. 
All consumers
 

see their cost of living rising. Wage earners, .including agricultural
 

workers, experience a reduction in their real incomes unless their mone

tary incomes are raised accordingly. Increases in the cost of agricultural
 

raw materials and in labor wages tend to reduce the profit margins of
 

See Appendix Table 3 for annual, average growth-rates.,-for-.population,
 
pr.capitagreal gross domestic .,product, andagricultural output for. selected 
les-developed: countries
 

2The relationship is more involved. 
Agricultural output inclh~des
 
nonedible .. 5 .countries export a 'substantia1portion
commodities..:. Several

of their agricultural output., Conversely,,,.a part: of export,earnings,is
 
used, to: import food commodities, ,:,Furthermore, even if the growth rate
 
of fopd.production is equal to or,.exceeds the population growth .:rate,
 
distribution patterns-,determine' the-impact on individual welfare.::
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manufacturers. If private investment is dampened, growth in consumer and
 

producer goods industries is also retarded.
 

The development and gradual distribution of the improved wheat, rice,
 

and corn varieties have been a bright light on the horizon. The successes
 

of the new wheat varieties, for example, in Mexico and India, have been
 

rather phenomenal. Since wheat and rice are the two most important food
 

grains in most less-developed areas, it is important to note that this
 

technological advance is limited to only two or three crops but also the
 

most important ones. The initial success of and the publicity given to
 

the "Green Revolution" or the "Green Evolution" certainly have raised
 

expectations of many--national planners all the way down to the peasants.
 

A substantially-improved means for increasing agricultural productivity
 

has been generated. However, several qualifications must be made. The
 

improved seeds are primarily adaptable to irrigated land which, of course,
 

limits the extensiveness of their adoption. Complementary inputs, in the
 

form of fertilizers and irrigation water are necessary (1.11, 1.22). The
 

rate of adoption is retarded by insufficient financial means to obtain
 

these inputs, including the seeds, and by the need for some additional
 

1 
management inputs for determining the optimum mix of inputs. Because of
 

Even if cultivators are relatively efficient in allocating the

traditional production inputs., they are not likely equally adept in the
 

use of nontraditional inputs such as the improved seed varieties and new
 
fertilizer mixtures. Furthermore, a lag in adoption on the part of sub
sistence-oriented producers would be expected as a consequence of the
 
uncertainrtyof:response with an alternative production technique.
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the differential rate of adoption, the initial gains from the "Green
 

Revolution" go to the early adopters of the improved inputs. A prop

ortion of cultivators who have raised their expectations find them unful

filled. While it is tempting to view this as the "social consequences"
 

of economic change, such an interpretation appears to be misleading. The
 

economic and, in turn, social consequences of an expanding population and
 

increasing demand for agricultural commodities, whether demand is effec

tive or not, against a relatively inelastic supply were the important
 

factors which stimulated both the need for and interest in developing
 

improved agricultural inputs. Thus, social instability appears to have
 

been both the cause and consequence of the "Green Revolution". More
 

correctly, the process of change involves nearly simultaneous change in
 
social and economic relationships obscuring any specific cause and
 

effect association.
 

Planning focuses on sec-toral growth and the consequences for inter

sectoral relationships. The economy's infrastructure, physical and 

human resources, and individual attitudes and motivations form an inte

grative system of economic and essentially noneconomic factors which 

mutually constrain,and sustain developmental processes. The early work 

of Rosenstein-Rodan (1.17) stressed the need for an integrative approach 

t0"aevilopm-ent in -ie' sense-th'at "balanced growth" 'among th' various 

-See ank (1.4) for -an, excellent discussion of. technical change
in association with social change.
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sectbrs of ' th euiibilty'o s febn6my is'necesary forred intthe 


shortages anid Surpiuses,tIon cectors Nurkse (ll)"p"ul'rizd the
 

interrelationshio' among factors through'the concep t-of the "vic"iousi
 

circles of poverty." 'LewLs (1.9) and Ranis and Fei (1.16) were primar

ily interested in agriculture's-contribution'-to industrialization through
 

labor transfers, and the capital embodied in labor, otit of the agricult

ural sector,. Little-attention was given to increasing'agricultural
 

productivity. By implication, the industrial sector would be the lead

ing sector and the necessary adjustments in the agricultural sector
 

2
 
would follow.


The Harrod-Domar models (1.1, 1.5) stress the role of capital invest

ment in the economy. This is implicit in their emphasis on the use of
 

capital/output ratios and levels of investment in largely determining
 

the level of economic activity. By further implication, behavior patterns
 

are assumed unchanged and no structural bottlenecks occur in the economy
 

as the levels of investment are varied. The successes of capital transfers
 

under the Marshall Plan to Western Europe after World War II and the remar

kable growth of Israel, partly through capital inflows, have perhaps over

emphasized the importance of capital, per se. In both of these situations,
 

experienced, competent individuals were available for distributing and
 

A.later -}ersion'by Fei and Ranis (1.3) acknowledged that invest
ment 'inthe agricultural sector may be necessary.
 

-'2
 
Some.,similarities.,exist between this proposition and-Hirschman's
 

(1.6) discussion of sectoral linkages in an "unbalanced" approach to
 
economic growth.
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using1the,.extern'l assistance.,In addition, theprgbemwas,to,,alarge
 

extent that.of.,rebulding orF ,n thecaseof.Israel,.buildi1gan infra-.
9


structure for the economy. This0lessened some of the problems confront

ing countries currently attempting reform and transformation of existing
 

structures, someof which have been institutionalized over,time.
 

.The inordinate,emphasis on investment, 'erse,
in constructing
 

nationaldevelopmental plans is criticized,byMyrdal whostresses the
 

complementary need for changes in attitudes and institutions. Myrdal
 

writes:
 

"This narrow approach to planning in the underdeveloped countries
 
of South Asia implies one or both of two assumptions:
 

(1) that development efforts directed at raising output

by investment will induce changes favorable to development in
 
all other conditions;
 

(2) that efforts to change the non-economic conditions
 

directly are difficult, impossible, or ruled out". (1.12, p. 1905)1
 

Such an approach minimizes the need for coordinated national planning
 

and bypasses all of the ensuing problems. Reliance can be placed on
 

traditional private enterprise with an occasional infusion of public
 

Lfunds where bottlenecks occur, externalities are widespread, and cap

acity for private investment is limited.
 

The models which'have been noted are macro-economic in nature. The
 

1Myrdal adds, "The majority of contemporary Western economists,, with
 
a few notable exceptions, are planners, at least with regard to the under
developed countries. But influenced by Marx to a degree they are rarely
 
aware of, they usually make the first assumptionE[(l) abovel that econ
omic advance will have strong and rapid repercussions on attitudes and
 
institutions,.especially on those6important foredevelopment". (1.12, p.
 
1905),.
 



need for sectoral models giving more attention to individual :producer
 

and consumer behavior and the subsequent integration of these models for
 

planningpurposes is apparent. For example, the agricultural sector in
 

less-developed-countries embodies a continuum of landless laborers to
 

subsistence-oriented producers to fully market-oriented, commercial
 

producers. Such individuals, however, have different motivations and
 

opportunities which affect individual economic activities and, in turn,
 

aggregate outcomes.
 

PL 480 and Agricultural Development in Recipient Countries
 

In several countries, notably India, Pakistan, and Israel, food
 

imports from the United States under Public Law 480 were instrumental in
 

increasing domestic quantities of available food and, in turn, reducing
 

the upward trend on prices. Although this program has been operative
 

for several years, it can usually only be a short-run alleviation of any
 

food problem for recipient countries. The uncertainty of program contin

uation would be a sufficient reason for reducing or phasing out reliance
 

on PL 480 shipments. More importantly, if a country is to be self-suf

ficient in any commodity, food would be the first choice. The large
 

proportion of consumers' budgets expended on foods and the growth in
 

food demand through population and per capita income increases emphasize
 

the importance of increasing agricultural productivity.
 

The "self-help" provisions of the Food for Peace Act of 1966 stipu

late some ofthe complementary roles that recipient governments must play
 

in stimulating domestic agricultural production. These provisions are
 



excerpte'&below 1
 

" ' Sec. 109. (a) Before entering into agreements with 
:developing countries'fortthe sale of United States agricultural 
commodities on whatever terms, the President shall consider 
the ektent to which the recipient country is undertaking
 
wherever practicable self-help measures to increase per cap
itaproduction and improve the means for storage and distrib
ution of agricultural commodities, including:
 

'(1) devoting land resources to the production of needed
 
food rather than to the production of nonfood crops--especially
 
nonfood crops in world surplus;
 

'(2) development of the agricultural chemical, farm
 
machinery and equipment, transportation and other neces
sary industries, through private enterprise;
 

!(3) training and instructing farmers in agricultural
 
methods and techniques;
 

'(4) constructing adequate storage facilities; 

'(5) improving marketing and distribution systems; 

'(6) creating a favorable environment for private enter
prise andtinvestment, both domestic and foreign, and utilizing
 
available technical know-how;
 

'(7) establishing and maintaining Government policies to
 
insure adequate incentives to producers; and
 

'(8) establishing and expanding institutions for adaptive

agricultural research; and
 

'(9) allocating for these purposes sufficient national
 
budgetary and foreign exchange resources (including those
 
supplied by bilateral, multilateral and consortium aid
 
programs) and local currency resources (resulting from
 
loans or grants to recipient governments of the proceeds of
 
local currency sales).
 

1UnitedStates Statutes at Large 80, P. L. 808, 1966, pp. 8-9.
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'(b) Notwithstanding any other provisions of this Act, in agreements

with nations not engaged in armed conflict against Communist forces or

against nations with which the United States has no 
diplomatic relat
ions, not less than 20 per 
entum of the foreign currencies set aside

for purposes other than those in sections 104(a), (b), (e), and (j)

shall be allocated for the self-help measures set forth in this section.
 

'(c) Each agreement entered into under this title shall describe the
 
program which the recipient country is undertaking to improve its
 
production, storage, and distribution of agricultural commodities; and

shall provide for termination of such agreement whenever the President
 
finds that such program is not being adequately developed."
 

Objective, Methods of Procedure,
 

and Organization of the Study
 

Less-developed areas are characterized by their heterogeneity-

variations in per capita resource endowments, in institutional struc

tures conditioning economic activity, and in attitudes and motivations
 

of individuals participating in the economy. In terms of land avail

ability and employment opportunities, some countries are essentially
 

overpopulated while others tend toward underpopulation. Yet, for all
 

this heterogeneity, a number of factors commonly operative in each less

developed area can be abstracted for examination. The weights or
 

importance attached to individual factors varies for particular countries
 

and for stages of economic development. However, all factors are operative
 

to some degree in all countries. Developmental plans must be tailored to
 

specific problem areas and to the opportunities for achieving planned
 

goals. For example, including provisions for reform of land tenure
 

systems when such reform is not politically feasible or has little like

lihood of being effectively implemented obfuscates the role and importance
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bfO'anik,'Inthsdnan,,,enr syptems rer:etapara

me~rin 'developmnenta1 processes.
 

S6v.ral attemtd have been made to describe the process of agricult

ural growth and development. Johnston and,Mellor's-paper (1.7) was an 

early contribution to.1discussing some of the interrelationships affect

fing agricultural growth. Mellor (1.10) and Schickele (1.18) have. made 

rather extensive discussions. Schultz's Transforming Traditional Agri

culture (1.19) is important for his attempt to quantitatively test some
 

of the hypotheses rather casually used by others. Several books have
 

been edited which include papers often focusing on rather specific com

ponents of the agricultural sector. These would include Eicher and
 

Witt (1.2), Southworth and Johnston (1.20), and Thorbecke (1.21). A
 

number of the papers edited by Wharton (1.23), primarily dealing with
 

subsistence agriculture, are based on a more integrative approach to
 

understanding the interaction among economic and social factors. The
 

paper by Nakajima (1.13) is particularly noteworthy.
 

The focal point of this study is the individual producer and the
 

factors which influence his decision-making processes relative to resource
 

allocation, private investment, and, to a lesser extent, consumption pat

terns. A laissez faire policy toward the agricultural sector is ruled
 

out because of (1) The crucial need.for increasing agricultural produc

tion quickly, (2)The desirability of involving the majority of culti

vators in developmental p.rocesses rather than having any gains accrue to
 

a relatively small proportion of highly commercialized producers, and
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(3) The need for structural adjustment in the agricultural sector rather 

than assuming that the institutional structure changes in" th ri"1 dir

ection and correct proportion so as to be always favorable to develop

mental processes, both exogenous and endogenous. Such is the basis for
 

public intervention in the form of national planning whereby sectoral
 

programs and policies are coordinated and reinforced so as to improve
 

realization of developmental goals.
 

Following the Summary and Introduction chapters, subsequent chapters
 

deal with the principal factors affecting agricultural growth and devel

opment: (III) Land Tenure Systems and Firm Size; (IV) Production Tech

nique; (V) Rural Credit Institutions; (VI) Market Systems as a Component
 

of Social Overhead Capital Facilities; (VII) Values, Attitudes and
 

Objectives of Agriculturalists as Producers and Consumers;'and (VIII)
 

Government Programs and Policies. Integrated with the discussion are
 

references to the literature. The implication-that these are the modal
 

or most prevalent types does not necessarily hold; the literature only
 

provides a repository of information relative to those factors and situ

ations actually studied. Difficulties arise in segregating the discus

sion by chapters. For example, production techniques are not independent
 

of land tenure systems and credit availability. The distribution of
 

credit is conditioned by land tenure systems, government programs, and
 

producers' objectives. Some of the "friction points" of agricultural
 

development were identified and discussed in Chapter I. These "friction
 

points" represent-the instrument variables and(or) pirameters of 'such
 

development.
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CHAPTER III. LAND TENURE SYSTEKS AND FIRM SIZE
 

an~eueptt s'r;apart~ofthe)tOtal agrariatructur' 
 "Agri

,cultural growth and development are conditioned by the interaction of all
 

components ifthis structure. For this ...... dfeas the
 

patern of 'land'distribution and of-therights and obligations of,occupancy,
 

ownership, and land use. Subsequent chapters focus on rural credft instit

utions, soclaloverhead 'capital facilities, .and..
)vernment policies; some
 

of the other components of the agrarian structure,
 

The evolution of the tenure structure results from social and'.economic
 

power,' customi"and'legislation, all tending to become institutionalized,
 

over time. 
In addition, ecological factors affect land-use opportunities
 

and-production techniques. For-example,.shifting cultivation is 
not only
 

an accommodation to or an outgrowth of climatic conditions and existing
 

production techniques but also coilsistent.with traditional social and economic
 

relationships. 
In another vein,.the tendency for the population to'concen

trate in areas of highest land productivity and near growth centers of the 

economy affects the demand for land and, in turn, the landowners' degrees
 

of freedom in formulating tenurial arrangements.
 

A variety of tenure arrangements exists within and among less-developed
 

countries. 
The continuum extends from landless laborers and squatters who
 

possess no legal rights to land to extensive plantations and state-owned
 

and operated farm systems. Owner-operators, producers operating under
 

tenancy arrangements of varying terms, tribal or communal holding and op

eration of land, and combinations of these types of tenure are typically
 



'foundindiffering georaphca , areaa-'nd i'iaryinig econo -addsoeiil 

systems

<At;bi6"stiages, of- economic development, the dfStributi6n 'of income is 

highly influenced :by; the "pattern of land -distribution. This concentratidon 

of ',weail'thand 'ifncom ehas 'important, implications ' for- thei streigth of:' in-" 

ternal marke -s for all goods and, in turn, econ6ic-'incenti(Ves, for divr

si:fyin"ig the econom. in addition," the high man/land' ratis iii' some areas, 

for 'example South 'Aa, coibined with' high-griwth rte, 6f the 'agriciltral 
populations 'have 'reduced the size7 of 'individual land holdings - furthered 

fragmentatin f;6f'holdings" and enabled landlords "j;6exact 'tenancy arrange

mens largely on their own terms.- With nonfarm employment opportunities 

limited"' the relatively more-disadvantaged'are %illingto'work u;nder tra-

ditidnalT'tenancy arrangements or even more inequitable o:ies " - . 

Reforim have"-been;legislated. Too often, 'however, such reforms have
 

been oriented m6re t6ward placation of agriculturalists ,rathir'tiau:'toward
 

coordinated istructural readjustment. 'Inaddition, "tthey often ha'e not been
 

"effectively and vigorously implemented. lAt times social gai 'h'iv"b en at 

the 'en'se of 'ec6nomic g'ain's ,' especially 'from a loiger-term view0int'a2 

The vested-int!eiests of the politically articulate rid powerful - landlords, 

For.,example, see Flores (3,8, p.. 5), Madiman (3.18, ,p.. 292).Dutta 
'(3.7, pp. 80-85), Jacoby (3.11, p.,70), Myrdal (3.19, pp. 1303-40 1324,
 
1330.34), -and Kermani (3.13, p.-.67).
 

+<+2From<+the individual standpoint, redistribution of land to 'forer 

tenants and landless laborers in the form of essentially unviable economic
 
units generates both social and economic gains, at least initially.,-At.
.the,:.macro-economic level, such land reform may be• associated .withdecreases

in production and .(or) quantity marketed and adverse:prospects for improv
ing future agricultural productivity.
 



la :eestateonqs and iRQ 1r,",have mtivAtedhs nv~ul 

'to .champion for the status quo or for changes which primarily benefit them.
 

A1 disproportlonate, amount of. influence ,in, the hands of, large ,landowners 

,,coupled with a-lack of organzd political and economic power on ,the-,part 

of small-scale culiivators has tended to sustain traditional .tenure patterns 

,i many less-developed,areas..
 

.Since economic power ,isalso associated with political power, .the rel

.atively disadvantaged have .few alternatives for improving their well-being
 

either through economic or political processes. -Institutional credit,
 

whether through .the banking system or through credit and marketing coop

eratives, usually requires land as collateral for loans--collateral to
 

which tenants and landless laborers,do,not have-access. They,.have po
 

reg'ort.t66 noninstitutional lenders. Even if ,tenants and small landholders 

hve the capacity for private,investment in improved inputs, the proportion 

O,,net. returns going to the landlord, and(or). the proportion accruing to. 

-the marketing ,middlemen may. tend :to discourage such investment.. ,e 

~iculturalist ,trying to eke -out aliving .from -a relatively small land 

b'ase has.,few opportunities -toAmprove his economic position, particularly
 

.when ,employtient in. the ,nonagricultural isectors.is also ,.limited., 

The'above diseussion emphasizes the relative disadvantage of the 

small -landholder, "the ltenantd'and "?the landless 'laborer. While 'this group 

usually controls a relatively small proportion 1of available land, ':they 
account for a relatively large .,segment of the agricultural population. 

-ivSee references. given in precoding fOotnote. '-,Several,.counter' examples
'exist such-as ,the:influence of-. Ghandij in Indial, the.proponents:'of.':colledtive
farms in Eastern Europe and the organiz.ers'of':.cooperativeo'farming*,'uiits ;in
Israel.
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Plantations and large estates exist at the other end of the landholding
 
* • • . - ta r 

continuum. Coexistence of firms of such diverse size of operations is
 

possible where production conditions permit nearly constant returns to
 

scale within a range of firm sizes. Furthermore, the small, labor-intensive
 

units, primarily employing family labor, can reduce actual per unit pro

duction costs by paying or imputing to family labor wages below the pre

vailing wage rate for hired labor. Finally, incomes from relatively
 

small production units are often supplemented by income from hiring out
 

labor and from engaging in petty processing and marketing activities.
 

'Firm Size
 

For this study, firm size is defined as the quantity and quality of
 

productive resources under the control of the manager,. i.e., the-decision

maker within the firm. This definition covers the continuum of subsistence
 

plots to plantations producing export crops.- The land base is often used
 

as the indicator of firm size, However, this can only be a first approx

imation since no consideration is given to the intensity with which land
 

is used.1 Intensity of land use is determined.by the quantity of nonland
 

inputs which are applied to the land. -Firm size is affected not only by
 

the quantity of resources, but by resource productivity and the organ-'
 

ization of resources. First, land and labor may have low per unit pro

'Several land reform programs have had limited success, at least from
 
a standpoint of economic viability of the firm, because an inordinate amount
 
of emphasis was placed on the number of acres to be distributed to individual
 
producers without careful consideration of the availability and necessity
 
of complementary resources needed to make the new land distribution pattern
 
an economically viable one.
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dui~lii 't 'asia cns-quen&"e of past production practices, use of traditional
 

production techniques, and social 'factorsinfluencing labor productivity.
 

SeC'02d te distributionof land tha iis, the size and contiguity of land
 

ir~acts, and the organization and intensity of work patterns are organizational
 

factors Affecting the opportunities for adopting improved technology and the
 

timeliness of completing farm operations. Producers' objectives and the exogenous
 

effect of government programs are elements which further complicate the
 

determination of firm size.
 

Firi size must be viewed from both the micro- and macro-viewpoints. 

The former focuses on producers' capability and motivation to alter size 

throughout their planning horizons. At the macro or national planning 

level, firm size represents both a parameter and instrument variable for
 

attaining national objectives. The former exists where price support pro

grams are implemented with land tenure invariant. Firm size may be an
 

instrument variable in a program of agrarian reform which incorporates land
 

redistribution and provision for agricultural credit, provisions which are
 

designed to increase agricultural productivity. Even when treating firm
 

size as a parameter, the differential impact of governmental policies has
 

indirect effects on firm size in subsequent periods.
 

In addition to the attitudinal considerations of prestige, security,
 

and wealth accumulation, firm size determines and is determined by the
 

following economic factors:
 

"(1) The capability to generate a surplus for saving, apart of which
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oppoftunities6 exist;
 

(2) The capacity of the firm to profitil5y 661irb additfongl-inicre
 

merits of various forms of capital;
 

(3). The choice of production-technique where alteinative techniques
 

are economically and socially feasible and are available;
 

(4) The opportunities for -diversifying f ri--enter-ri*"s to'increase
 

the flexibiiity 6f response to changing'condiif6fs aid as k&-lide maiist
 

adverse economic conditions for individual enterprises; and
 

(5) The ability to secure access to additional reiources'; including

public and prirvate credit and extension services.
 

At points in time, 'firm size'is a consequence of evolutiinary giid
 

traditional forces: 
of a fixed amount of physical land and of land reform;
 

of an expanding population and of persistent traditional family systems and
 

inheritance rights; and of the availability of inputs and techniques to
 

augment resource productivity and of the inadequacy of credit institutions
 

to provide necessary financing plus producers,- inertia toward change. 
In
 

an attempt to systematize the discussion,.the'fo owing formulation is
 

employed.
 

n 
 . .
 
J Z piqiqKi i + pjqj} ) }
+ X {[F] (q , qs (3.1) 

i= n t JE31 

J he terms in Equation 3.1 are defined in Appendix D.
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quatio 3. 1 ..representsa, constrained-revenue mximization formulation 

with the constraint being capital availability, K. For the subsistence 

producer, itmay be interpreted as,a.constrained utility maximization approach 

where the Pi (i = 1, .,, n) are utility coefficients, The n outputs and 

m inputS,are incorporated. in the implicit production function[Fj(ql, .. , q) 

where n + m = . 

Fq .short-rqn,decision-making, producers are restricted to their respective
 

shot,7run average cost curves, SAC, as in Figure 3.1. These are the conse

quences of past investments in fixed assets, current technology employed,
 

anticippted input prices, and producers' objectives. The SAC curves may
 

be considered as indicators of firm size. In Figure 3.1, SAC0 may represent
 

the initial cost structure for a market-oriented producer. Corresponding to
 

Price 

1 q-92 Quantity 

Figure 3,1 Hypothetical cost curve for the individual firm
 

1Included would be investments in land, in the quantity and quality of
 
family labor, in draft and mechanical power, and in farm buildings. In
 
addition, public investment in social overhead capital facilities would
 
affect the shape and position of some producers' SAC curves.
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SAC0 is an equation similar to.Equton 3.1 where .oly one commodity.,is 

represented, i.e., n 1
1. Firm size is affected by the followin2 factors:
 

(1) The functional relationship [F] which incorporates consideration
 

of the quantity and productivity of fixed inputs, including land; the
 

physical relationships between the variable and fixed inputs; the production
 

techniques employed; and the ilifluence of exogenous factors. This functional
 

relationship, along with input prices, represents the feasible points on
 

SAC0 open to the producer;
 

° (2) The magnitude of K , the working capital constraint.. The amount 

of K, along with [F] and input prices, determines..the feasible points on 

SAC0 actually available to the producer; 

i, m) affect the number of qj Q(3) The p.(J = .,., (J = 1, ... m) 

m 
° that can be used since. j PE.j < K The qj, in turn, affect .the points

on SAC0 that can be reached;
 

(4) Given SAC0 , the output price determines the profit-maximizing level 

of output. At P2 in Figure 3.1, Oq2 is produced, assuming that K° is 

sufficiently large to permit production of Oq2 . If the price falls to PI' 

the optimum, planned output level is Oql. Although the'-firm--sfze implicit 

in SAC0 has' remained invariant, the' actual size in terms of output varies 

with 'the poift'at which the output price equals MC; and 

(5) The producer'?s objective 'whether it is to maximize Equation 3'.1
 

or to pursue some other objective.
 

The usual theoretical assumption relative fo long-run planning decisions
 

that all'factors of pro4iiction -are variable may apply n'individual cases but
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noV'itiiea~
i were man/ladd rfits are high. rGenierai economic ex

i proves oppOrtunities for resource availability 'and mobility. 

Terural-to-uran migration in relatively developed countries has facilitated
 

the expansion of individual resource bases, especially land, on the part
 

o 
 remaining in cagriulture. Inmuch of the less-developed areas,
 

additionai land is available for cultivation, but the private costs of
 

developinrg this'iand for comercial production are prohibitive. Further,
 

the nature of rural credit institutions inhibits the profitability and
 

feasibility of private investment and expansion of firm size.
 

'In"Figure 3,, a movement from SAC to SAC as a result of private in

vestment in the firm is 
an increase in the firm size or, more correctly, 

in the output capacity of the firm. In the longer-run, exogenous factors 

such as technological advances, public investment, and government programs 

of agrarian reform have both direct and indirect effects on firm size and
 

on producers' motivation and capability for private, productive investment.
 

The impact of such factors varies with individual producers and with points
 

in time, that is,with stages of economic development.
 

Distribution of land holdings
 

The 1960 world census of agriculture (3.23) provides data relative to 

farmi size, expressed as size of land holding, for a few less-developed 

countries. See Tables 31 - 3.3. As already noted,. farm size in terms of
 

land area is only an approximation of firm size. Where traditional pro

duction techniques embodying labor as the primary variable input are used,
 

farm size is a better indicator of the size of operations than where a large
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number of nonland inputs, in addition to labor,. are used :Quite apparently,
 

farm size in terms of land area has no implication for land productivity
 

and, in turn, the prodicers'capacity to piduC for' lrect dbisdmei'nand
 

for the market. Where environmental conditions are favorable,for multiple
 

cropping, relatively small Lind holdingd need -not-be-'sho'iat dwith low
 

levels of annual production, Furthermore, land area per fariing.ut does
 

not reflect the problems of land fragmentation and costs incurred in traveling
 

to and from land tracts, Some individuals are only part-time farmers who
 

have additional sources of income. Finally, consumption requirements, as
 

affected by family size, need-not be associated with size of land holding.
 

Taxes and rents may also be so burdensome that even though the land area
 

appears to be adequate, the residual production-or income is not sufficient
 

to sustain traditional consumption patterns and even less the capacity for
 

saving and private investment. All of the above qualifiers must..be kept
 

in mind when attempting to evaluate the size of land holdings as the latter
 

affects the producer's capacity to dontribute to general economic' exansidon.
 

In Tables 3.1 to 3.3, the pattern of land distribution tends toward large
 

land holdings at one extreme and a large number of extremely small production
 

units at the other. The former are a few in gumbpr but include a major
 

proportion of the total land. Conversely, the latter are numerous but have
 

relatively small amounts of land under their control, both individually and
 

collectively. This concentration of landownership is.synonymous with economic
 

and political power and with social status (3.3, 3.17, 3.21). Such polar

ization of power sustains a constellation of forces pervading nearly all
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Table 3.1. Percentage distributions of agricultural holdings and total
 -land aieas 'a6ccoriing' to s iz'e 'of 'land holding T-forispedified 
South American countries*
 

All sizes of land holdings, 
iriihectares- 0 <-2 2. < Z 5 < 110 10 < 25 

Argentina: 
-1 -distribution of holdings - 15.2 < 23.2 

% distribution of area - 0.1 - < 0.9 -

Colombia: 
7 distribution of holdings 40.4 22.1 14.0 9.5 a 

% distribution of area 1.4 3.0 4.2 5 . 8a 

Mexico: 
% distribution of holdings ---- 65.9 - 6.9 9.7 
7.distribution of area 0.8 0.4 1.2
 

Peru:
 
' 7. distribution of holdings * 83.3 < 12.5 > <

-
7.distribution of area < 6.1 < 50 -->
 

Uruguay: I 
7.distribution of holdngs 14.7 15.0 16.1
 

- 0.2 - 0.5 127. distribution of area 

aThe data are for.i0.< 20 and 20 < 50 hectare groupings rather than
 
those in the table heading.
 

bOnly holdings greater than 1 hectare were enumerated. Area in

cludes arable land, pastures, and woodlands.
 

cThe data are for 5 < 20 and 20 < 100 hectare groupings.
 

*Source: Food and Agriculture Organization of the United Nations
 
(3.23). Data for Peru from Brodsky and Oser (3.6, Table 2).
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25<50 50<100 100<200 06<50 500<1000 rooo<i5o0500<560o >5000 

<-<--
27.04.4 "--> 

12.5 '- 13.4 -
5. 0 <-'15.1 -"> 

3.2-14.7 < 
5.559.8 -

7.2a.7a 
3.39.8 1.9-*11.0 1.114.6 0.310.0 0.210.3 -.20.2 -

5.1 4.3 3.1 2.2 1.1 1.3 10.4 
1.5 2.5 3.4 5.6 6.2 <- 23.6 - "54.8 

2 .9 "-' ,0 .9 M 0 .1 < .0 .1 

5.6 , 8.9---"> 5.9 9.2 9.-3 

.18.1a 10.9 8.5 8..0 4.3 .. 3.0 1.4 
2.9a 4.0 6.1 12.8 15.4 23.5 - - 33.4 

L , 6 
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Table 3.2. 	 Percentage distributions of agricultural holdings and total 
land area according to size of landholding for specified
AsiAh ,countries*

0 1 

Sizeofjland holdings,. Holdings a
 
'i-+hectares 	 ''Without 'land" .01 < .5' .5 < 1.0 

Iraq:
7 distribution of holdings _ 28.9 
A distributionof area - 0.3 
7. 	distribution of holdings
 

(1950 census) 19.4
 

Iran:
 
7 	distribution of holdings <- 16.7 9.6 
7 	distribution of areaC - 0.6 
 1.1
 

Pakistan: d 
t7 distribution of'holdcngsd 9.5 18.4 20.8 
% 	distribution of area " 1.5 5.9
 

aThese are primarily livestock or poultry units of a minimum size,
 
kept for agricultural purposes, but without accompanying cultivable
 
agricultural land or with an extremely small tract of land.
 

blncludes fall on land. Areas double cropped or planted to inter

tilled crops were only counted once.
 
cExcludes 11,139,815 hectares of "agricultural land" outside of 

agricultural holdings: 272,616 hectares of land under temporary

fallow; 6,740;675 hectares of permanent meadows and pastures, and
 
4,126,524 hectares of cultivable land requiring minor improvements.
 

dThe actual size groupings reported were < .4, .4 < 1.01, 1.01 < 
2.02, 2.02 < 3.04, 3.04 < 5.06., 5.06 < 10.12, and.> 12.12 hectares. 

Source: Food and Agriculture Organization of the United Nations
 
(3. 23). 
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1 -2 2'-3 3 -4 4-5 5" 10 10!20 20- 50 50"-100 100 500 >500 

28.1 > 12.2 12.2 11.7 3.6 2.4 0.9 
<- 2.0 > 2.6 5.4 11.0 7.3 16.2 55.2 

4- 20.7 > 12.7 15.5 19.2 6.3 4.7 1.5 

13.7 11.1 7.7 6.5 18.1 11.9 4.1 0.4 0.2 -

3.3 4.5 4.4 4.8 21.2 26.9 19.5 5.0 6.0 2.7 

19.9 10.5 - 9.9 -> 7.6 <- 3.4 
12.2 10.9 <-- 16.3 --> 22.1 < -31.1 
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Table .,.2 (continued) 

Size of land holdings, Holdings

in hectares without land .01 <.5 .5: < l.0 

Turkey:
*Xdistribution of holdings 
7 distribution of areae 

9.1 
-

i1.7 
07 

lI.0 0 
L-8 

Republic of Korea: 
% distribution of holdings
%distribution of area 

-

-
35.0 
11.6 > 

36.0 
30.4 

Malaysia:
7. distribution of 
7. distribution of 

f 
holdings 
area 

4-
-

10.2 
1.4 

0 
0 

35.0 
13.7 

Thailand: 
%distribution of holdingsg%/distribution of areag -

-
18.6

2.5 

China (Taiwan):

7.distribution of holdings 
 3.9 35.9 27.9
7. distribution of area 0.6 
 11.8 21.1
 

Republic of Viet-Nam:
7. distribution of holdings 1.1 36.6 18.8
7. distribution of area - 4.9 9.5 

eThe actual size groups reported were 0.1 < 0.6, 0.6 < 1.1, 1.1 < 
1.2 hectares, etc. 

fThe actual size groups reported were < 0.4, 0.4 < 0.8, 0.8 < 1.2,
1.2 < 1.6, 1.6 < 2.0, 2.0 <3.0 hectares, etc. 
gThe actual size groupings reported were < .96, 0.96 < 2.4, 2,4 < 

4.8, 4.8 < 9.6, 9.6 < 22.4, > 22.4 hectares. 

hGovernment farms and estates. 



-91

1-2 2-3 3-4 4-5 5-10 10 20-50.50-100,100500o2 >500 
- - - . - o J .. 

0 ... 8-;6- 14 .5--....... -,2..8i5- 6-6; 16 5....-- 2 9--.. .0 3 ......0-,1- ......
 

4.3 5.1 6.0 5.9' 23.3 23.2 16.6 4.4 4.0 .2.3 2.4 

24.1;. 4.1 4-0.8 

41.5 .12.6 <--3.9 

22.1 16.0 6.4 <-9.1 1.0 - 0.2 
17.5 19.9 11.4 <-26.1 6.5 r-- 3.5 I 
2 9. 3,-. "-27T. 5- 19.2 5.1 k' 0.3 

13.0-" 4-26.6 - > 35.6 18.6 < 3.7I I I I i 
22.8 6.3 4-2.6-> - 0.6 
31.2 14. 9.5-> <- 11.1
 

2i ..7" . . 7 - 0. 
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Table 3.3. 	 Percentage distribution of agricultural holdings and total 
land area according to size of land holding for India, based 
on the 1961-62 and 1953-54 National Sample Surveys* 

Holdings 
:I s~izes of land hold- without 

ings, in hectares  land < 1.0 1--2.5 2.5 5.0 

1961-62:
 
-5/,-distribution of-holding -11.-7--325 
 15.8 15.2.
 
7.distribution of-area . -. 1..6: 
 .60 12.4
 

1953-54:
 
% distribution of holdings 23.1 24.2 14.0 
 13.5
 

.-.%.distribution of area ... 	 1.4 
 .4.9 	 10.1
 

.,(Source: The Cabinet..Secretariat : Government of -India (3.9,
Table 3.2). 
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5.0-7.5 7.5-410 10-15 15-020 20,-25 25-30 
 30-50 > 50
 

8.3 4.6 5.1 2.5 1.5 0.9 1.4 0.6
11.'6 9.0 14.0 9.7 7.6 5.3 11.8 11.1 

7.8 4.7 5.0 2.7 1.5 
 1.0 1.7 0.9
 
10.0 8.4 12.8 9.6 6.8 5.7 12.9 17.5 
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aspects of rural life which tends to perpetuate and to likely make more pro

-nounced-the-economicT-poli-tical~and social inequalities currettly existent.
 

Such power tends to take the following forms:
 

(1) .Theresource base, land in-pbrticular, is severely constricted
 

Coupled with-thd large and rapidly
 

growing rural population, labor productivity and gross returns to labor
 

are low and, in,turn, per capita incomes rise very slowly, if at all;
 

-for-themaorityof agricultralits.... 


(2) Low per capita'incomes, together with the size of the rural
 

population relative to farming opportunities, permit landlords to impose
 

tenancy arrangements which primarily benefit them;
 

(3) Tenants are often dependent upon and(or) obliged to work for large
 

landowners on a part-time basis with little or no compensation being paid.
 

Further, tenants are required to market their output at a low price and
 

secure credit at relatively high costs from landowners where theso are
 

terms of the tenancy arrangement, where alternative markets do not exist,
 

and where tenants are further exploited because of low education levels;
 

(4) The institutional structure is geared to the needs of the land

owners. For example, marketing outlets and financing on favorable terms
 

are more readily available to them. This is further facilitated by their
 

investment and consequent influence on the operations of some of these in

stitutions. In Latin America, landowners frequently ignore the constitutional
 

1In reference to Latin America, Barraclough and Domike state, "a.
 
traditional class structure and income distribution patterns that have
 
brought stagnation to the economies and perennial poverty to the tcampesinos'
 
are now repudiated by all major political groups. Better living levels, ed
ucation for all and the full participation of 'campesinos' in national
 
society are the avowed goals of every Latin American government and of the
 
Alliance for Progress" (3.3, p. 394).
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requirement that they provide schools at the centers of work (3.3, 3.6).
 

At the same time, education is one of the most effective means for improv

ing labor mobility and for increasing cultivators' awareness of their
 

rights, and;
 

(5) Landowners often place low priorities on investment in agriculture
 

and in their own production units. Landowners are often content with the
 

rents being received and have little inducement to increase land productivity
 
through investment (3.11, 3.13, 3.14, 3.19). Tis tends to maintain re

source imputations and per capita incomes for workers at low levels. 
 In
 

some areas additional social status accrues to those who are not directly
 

involved in the operation of their land, either in terms of supplying manage

ment inputs or making private investment in their land holdings.3 Land

lords' negative attitude toward involvement in agricultural operations, even
 

1In the case of Peru, Whyte and Williams (3.24) note'that among the
 
coastal haciendas, new technology is rapidly adopted and a strong concern
 
for economic efficiency prevails. Workers are paid wages and often repre
sented by labor unions. Conversely, hacienda owners in the mountainous areas
 
are more concerned with minimizing investments rather than maximizing net
 
returns. As long as the owners' economically inefficient operations provide

enough returns to support their existing level of living and the attendant
 
social and political power, they are satisfied.
 

2Klat (3.14) adds that most of the large landholdings in the Middle East

belong to a family or a 
group of families rather than to one individual. The
 
owners, often numerous and each with small, individual claims, find little
 
mutual interest in developing the--land. Only a minority of enterpising land
lords.have developed their estates.
 

3According to Myrdal, in rural South Asia, "To own land is the highest
mark°'of social esteem; to perform manual labor, the,lowest. Considerable social
 
status is attached to supervisory work, but the prestige enjoyed by people
who abstain from work altogether is greater ... Smallpeasants also own land,
but the fact that they do much of their own work debars themfrom the-high
social status enjoyed by other landowners" (3.19, p. 1057). A similar attitude
 
is noted by M.H, Sufi, "Conditions of Farming in Pakistan" in Parsons, et al.
 
(3.20, pp. 123-125). Also see Klat (3.14, pp. 50-1).
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to rent th 'land to tenanisin'a supervisory capacity,, motivates jh~ 


The combination of the tenant having neither the'in~ntive or capacity
 

to improve land pr6ductivity and the ialowner 'sattitude toward sich private
 

investment interact to inhibit agricultural growth. The problem is exacerbated
 

when land producivity is not maintained but diminishes through improper
 

cultivation practices.
 

Fragmentation of holdings
 

The 1960 world census of agriculture provides limited information on
 

the degree of fragmentation among land holdings. The incidence and severity
 

of fragmentation is more pronounced among Asian than Latin American 
countries.2
 

In India, for example, the average size of agricultural holding was found
 

to be about 6.5 acres and on the average, each holding was comprised of 5.7
 

fragments or noncontiguous land units (3.9, p. 8). In Turkey, less than
 

10 percent of all holdings were single units of land. Nearly one-fourth
 

consisted of 6-9 parcels: of land and one-fourth consisted of 10 or more
 

units of land. In addition, fragmentation was most prevalent in holdings
 

'Dutta (3.7) takes at least a partially contrary position by stating
 
that with the exception of absentee landlords and small landowners, land
lords in India usually share the costs of farming and take an active interest
 

in decision-making and managing their lands.
 

Fragmentation in Asia has been furthered by inheritance patterns based
 
on Hindu and Moslem law. Neither provides for primogeniture, i.e., an ex

clusive right of inheritance belonging to the first-born, nor is such pro

vision made in the Buddhist countries of Southeast Asia (3.19, p. 1048;
 
3.14, p. 55-6). Rather, inheritances are to be equally divided among all
 
heirs, at least all male heirs. The emphasis on equity promotes parcel

ization of land units. Rapid population increase and relatively short life
 
spans accentuate the rate at whiich land units are subdivided into small,
 
noncontiguous units.
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of 10 or fewer hectares. In contrast, 46 percent of the holdings in
 

Malaysia were nonfragmented and about 87 percent were comprised of 3 or
 

fewer parcels of land. Fragmentation was most prevalent among holdings
 

of 2-3 hectares in size.
 

The average number of land parcels in Iran was 6.1. For holdings of
 

less than one hectare, the average number of parcels ranged from 2.5 to
 

3.7. The degree of fragmentation was positively correlated with the size
 

of the landholding. In the case of Pakistan, only 23 percent of all hold

ings were single-unit holdings. Nearly 20 percent consisted of 10 or
 

more parcels of land. For this latter group, the degree of fragmentation
 

was highest in the 1-2 hectare size of holding.
 

Among Latin American countries, the average number of parcels per holding
 

ranged from 1.0 to 1.6 in Colombia. In the Dominican Republic, nearly 99
 

percent of all holdings consisted of a single, contiguous unit of land. In
 

Panama, nearly 60 percent of all holdings were single units while 35
 

percent were comprised of 2-3 parcels of land; the average number of units
 

of land per holding varied from 1.2 to 2.9 with fragmentation generally
 

increasing with the size of holding. Finally, in Costa Rica 63 percent
 

of the holdings were represented by single parcels of land; nearly 30
 

percent consisted of.2-3 parcels. Fragmentation was most prevalent in the
 

4 to 50 hectare size groupings. The distribution of size holdings according
 

to degree of fragmentation was skewed towards the smaller producing units.
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Tenancy Systems-.
 

The terms of the tenancy arrangement affect the potential for
 

growth within the eXisting institutional framework and with structural
 

change. The two principal problems faced by tenants are insecurity of
 

tenure and the cost-return sharing agreements with landlords. Both in

hibit the tenant's incentive and capacity to improve agricultural pro

ductivity. Both also tend to promote misuse of land resources which
 

adversely affect future land productivity. In the Middle East, for
 

example, tenurial insecurity is high. Tenancies are terminable at any
 

time and without compensation for abrupt severance of tenancy arrangement
 

or for any improvements in the land made by the tenant (3.13, 3.14). In
 

a similar vein, tenancy systems in Latin America are described as follows:
 

"Wage and rental agreements can be adjusted to suit the land
ownerts convenience so that all productivity increases and wind
fall gains accrue to him. Permanent improvements such as buildi
ngs or fruit trees belong to the estate even when all costs
 
are borne by the tenant. On many large plantations residents
 
are strictly forbidden to make improvements without permission
 
for fear they would acquire vested interests in the land or
 
take resources away from the production of the cash plantation
 
crop. Residents of the large estates can be expelled at will
 
in traditional areas where there is neither a strong central
 
government nor a labor union to defend them . . . Tenants and
 
workers depend on the 'patron' for credit, for marketing their
 
products and even for medical aid in emergencies. Food and
 
clothing are frequently obtained through the estate's commissary
 
and charged against wages or crops" (3.3, p. 399).
 

1Relative to tenants in India, Madiman writes, "The small tenant is
 
gradually disappearing from the scene, not by moving up the ladder to be
come an owner-cultivatorbut by being dispossessed of land by the bigger
 
cultivator and the rural non-cultivating landowner. Tenants of yesterday
 
are today's agricultural laborers" (3,18, p. 283).
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Tenure systems based on custom tend to be for short-periods of time,
 

ranging from a single cropping period to a few years (3.1, 3.3, 3.10).
 

The tenant is often given a small parcel of land for his own cultivation. 

In turn, he is obligated to work for the landlord for a low salary, if 

any, or to "market" his production to the latter at a relatively low 

price. The general lack of written contracts makes most arrangements 

tenuous. As noted before, such insecurity has adverse consequences for 

private, productive investment and for use of nonexploiting cultivation 

practices. The relatively low returns to family labor, even prior to rent 

payments, provide few opportunities for the majority of tenants to improve 

their economic position, absolutely or relatively. 

Even with assurance of continuation of tenure, the tenant usually has
 

neither the capacity nor incentive to increase his output through private
 

investment. He does not have the capacity since after payment of rent his
 

share of the output is only sufficient to cover his subsistence needs.
 

During lean times, he borrows; during favorable production periods, he must
 

repay his previous borrowings. Ifhe is able to invest privately, he is
 

not able to realize the full benefits of his investment. Under crop-share
 

arrangements, a portion goes to the landlord simply because he owns the
 

land. Consequently, the tenant's incentive is to get as much as possible
 

from the land without consideration of future productivity. Larger outputs
 

through exploitative cultivation also mean higher absolute shares to the
 

tenant.
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:Landless laborers and "squatters." are ineven moreivulnerable positions.
 

The former have no home base, ;nomatter-how small.- The latter-havelittle,
 

ifany,;legal status toithe land they occupy and cultivate.1 Tables 3.4
 

and 3.5 give the distribution of holdings and land area by class of tenure
 

for countries for which data are available.
2
 

Referring to Tables 3.4 and 3.5, the majority of holdings and the
 

major portion of land area are associated with "Owners".3 The exceptions
 

are Uruguay and Iran where tenancy is relatively important. "Squatters"
 

represent a significant tenurial category in Costa Rica and Venezuela. The
 

limited data on the incidence of landless laborers indicate their importance
 

in some Latin American countries.
 

1Barraclough and Domike (3.3) note that almost all land is owned, and
 
when new areas are opened to cultivation for previous landless laborers,
 
owners often reclaim the land after it has been cleared and has acquired

commercial value. The person clearing the land becomes a member of a new
 
"latifundia" system or moves on to another uncleared area. "The temporary

right to the use of land in exchange for clearing it is an established
 
custom. Many campesinos spend their whole lives clearing small areas of
 
bush or jungle,-obtaining only a passing benefit because they have no per
manent rights to the land" (3.3, p. 408).
 

2The percentage distribution of land by size of holding with each class
 
of tenure is not available. In general, the method of enumeration was as
 
follows: when a large establishment was made up of several units operated

by different individuals, each unit was counted as a holding if the unit was
 
operated as a separate technical unit., To the extent that those operating

small landholdings are also tenants, the power associated with land dis
tribution patterns is understated.
 

3See preceding footnote.
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Table 3.4. 	Percentage distribution of number of holdings and(or) land
 
area, by class of tenure, and landless laborers as a percent
 
o'total economi-units in agriculture for selected Latin
 
American countries.
 

Para- Time 	 Landless
 

meter period Owners Tenant Squatters Other laborers
 

Argentina: d 
% holdings 1947 36.8 33.4 -- 29.8 
% area 1960 58.9 16.9 24.2 35.0 

Brazil: d
 
% holdIngs 1950 80.8 9.1 10.1 59.8
 
% area 1950 90.1 5.6 4.3 --

Costa Rica:
 
4 0
% holdingse 1960 76.3 . 2.5 17.2
h
% areae 1960 86.6 0.6 1.3 11.4
 

aIn Brazil and Guatemala this category includes estate managers.
 

blncludes tenants under cash, share, and services-supplied arrange

ments and combinations of these.
 

Clncludes mixed systems of tenure. In Costa Rica, squatters are
 

included.
 

dSource: International Labor Office (3.10, Table I.). Area re

presents area under cultivation.
 

eSource: Food and Agriculture Organization of the United Nations
 

(3.23). Area represents total land area in holdings.
 

fSource: Barraclough and Domike (3.3, Table II.).
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Table 3.4 (continued)
 

'PSarad - it. Lanhdless
 
meter p .w &es Tenant. Squatters Otherc laborers
 

Colombia:
 
7%holdings. 1960 62.4 23 3 3.9 10.3 23.2
 

" 
% area 1960 72.4 73 12.1 8,'
 

Guatemala:- d.
 
% holdIngs 1950 48.3 16.4 3.9 31.4 24.8
 
% area 1950 74.5 2.8 1.2 21.5
 

Mexico:
 
% holdings e 1960 94.5 2.5 3.0 (1.4)g
 
% areae 1960 57.3 4.4 - 38.2 (26.3)g
 

Nicaragua:
 
% holdings- 1960 46.0 12.6 15.7 25.7
 
% area 1960 69.2 2.6 19.2 9.0
 

Panama:
 
% holdingse 1960 24.6 6 0 50.4 19.0
% area 1960 37.1 2.4 29.5 31.0
 

Uruguay:
 
33
 7 holdings 1960 49.9 .3h - 16.8
7.area 1960 44.5 28.8 - 26.7 

Venezuela: d
 
% holdings 1950 41.3 20.6 35.8 2.3
 

gHoldingsoperated under ejidal form of tenure.
 

hWhen total area is classed according to tenure, 8.9 percent of
 
othe land in Colombia, 1.6 percent in Costa Rica, 5.0 percent in Panama,
 
and 40.5 percent in-Uruguay'is operated under tenancy arrangements.
 
That is, the area included under the "Other" category includes both
 
owned and rented land.
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Table 3.5. Percentage distribution of number of holdings and(or) land
 
area, by class of tenure, for selected Asian countries*.
 

Time
 
Country Parameter period Ownersa Tenants Others
 

Iran: 
% holdings 1960 33.3 55.9 10.8 
% area 1960 26.2 62.2 11.6 

Iraq:
 
% area 1960 72.5 <------ 27.5 -> 

Korea, Republic of:
 
% holdings 1960 73.6 6.8 14.2 b
 

5.4e
 

Malaysia:d
 
7 holdings 1960 62.7 10.0 27.3
 
% area 1960 62.6 5.7 31.7
 

Pakistan:
 
% holdings 1960 52.1 19.3 28.6
 
% area 1960 43.0 27.5 29.5
 

Taiwan:
 
% holdings 1960 64.5 14.1 13.8 b
 

7.7
 
. area 1960 72.5 18.0 9.5
 

Thailand:
 
% holdings 1960 81.9 4.1 14.0
 
7 area 1960 85.1 3.8 11.1
 

aIncludes mixed systems of tenure, including holdings on which land
 
is both owned and rented.
 

bMore than 50 percent owned by the holder.
 

CLess than 50 percent owned by the holder.
 
dData for farm households only. Estates and government farms are
excluded.
 

eWhen total area is classed according to tenure, 39.5 percent of land
 
in Pakistan is operated under tenancy arrangements. That is, the area in
cludeq under the "Other" category includes both owned and rented land.
 

*Source: Food and Agriculture Organization of the United Nations
 
(3.23). Area represents total land area in holdings.
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Commeal tenure and shiiftifg cultivation-

In addition to plantations producing export crops and relatively small
 

subsistnce- afadmarket-orienteda: freehold units found throughout less

l'di-roped co0mnunal or tribal form of agrarian structure whose
areas, a 


members.engage-in,shiftingl cultivation is indigenous to many,parts of
 

Africa. Shifting cultivation is an outgrowth of both tribal cohesiveness
 

and of economic,necessity. The latter is largely the consequence.of
 

using traditional inputs and the effect of tropical climatic conditions on
 

soil~productivity. Shifting cultivation practices result in the "bush"2
 

protecting the soil from the tropical heat, eventually restoring and pre

serving its capacity to yield crops, and lessening soil and mineral erosion.
 

Several implications of this tenure structure for resource use and
 

productivity result. In general., the following would be included:
 

(1) A large amount of land is necessary to sustain traditional
 

cropping practices. Restoration of soil fertility may require that the
 

fallow land remain idle for thirty years or more (3.12).3 Where demo

'Only fragmentary information from the 1960 world census of agriculture

is available. Tribal or communal forms of tenure account for 35 percent

of the land inLibya, 35 percent in South West Africa, and 13 percent in
 
South Africa. La Anyane (3.15) discusses the widespread incidence of com
munal ownership in countries of Western Africa. Shifting cultivation is
 
also practiced in parts of Asia. See Klat (3.14).
 

2The "bush" is the natural vegetation that covers the saoil after cul
tivation has been stopped due to decline in soil productivity. In addition
 
to reducing the danger of erosion, the vegetative growth which is subsequently
 
cut and burned provides the fertilizer for the subsequent cropping 'period.
 

3In Western Africa, sufficiient vegetative 'growthitakesplace'sd that
 
cultivation can be resumed after a fallow period bf three to; seven'years

(3#15).
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graphic: pressure emerges. and rights cannot be secured to additional land, 

a combination of reducing the,length ,of,the cropping,cycle, partial mem

ber emigration :or.modification of traditional production techniques is 

necessary (3.5, 3.15). Emigration results in the severence of tribal 

ties while accelerated cropping under traditional techniques facilitates 

soil erosion and subsequent loss of fertility; 

(2) The concentration of property rights in the hands of the tribal
 

chief or a governing unit affects the pattern of land distribution for
 

cultivation and, in turn, cultivators' attitudes toward cultivation
 

practices and private investment in the production unit. Externalities
 

arise where cultivators are not able to realize all the benefits from
 

permanent improvements, planting tree cash crops, or superior production
 

techniques since a portion of the land currently assigned to him may be
 

reassigned,to another member in subsequent production periods. That
 

is, land assignments are often based on producers' needs and their
 

socio-political position in the community. Thus, to the extent that
 

individual cultivators exhibit the capacity to generate a "surplus"
 

relative to their needs and the needs of others, their land base may
 

be reduced to bring about a more egalitarian economic structure;
 

(3).. The group-focused emphasis on economic equality, at least
 

equality among the majority of the tribal members, results in land dis-

Itr ibuton' patterns aOmphasizing individual land assignments of nearly 

eq'ual quality with lttle ' attention'to the size of -individual tracts of 

'iand or {to spati'al''distribution 'of 'this land. if the4tth&" -For example, 
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pnmrnar'property incides" a.hillside .analvial:plain ,andagrazing 

area'andf'"here are~ 'producers each having;qual rights to theland 

area, "l thre classes 1of,relatively,' iiidividually 'homogenoisa'lnd would 

each'bd-divided Thion, trcts, Therefore, if, thfe laud ,is qualitatively
 

haeerogeneous, producers operate',d large number ofCsmali noncontiguous
 

tracts of land. Even after"Allowiig for the "insurance" aspect of land,
 

d spersion, 'the 'iinlications'for4labo, efficiency and production control
 

are apparent;
 

(4) The tribal'-chief -or governing unit usually 'has the authority 

to prescrifbe the'prbduction- techniques to'-be employed,*and- to,.evaluate 
producers' compliance with these policy prescriptions. Producers' con

iinuing"righ'ts" of cultivation and inheritance are conditioned by their
 

demonfsration of using the "proper" cultivation methods. 
Although
 

the insecurity aspect'.Impli6it.in this-Rystem is a conditioning:,factor,
 

the dictation of'"pr6duction'techniques appears to be of real,significance
 

especially ii'terms of the,prescriber's'competence and receptiveness to
 

altering "traditional'production methods when superior alternatives may be
 
'
made available;
 

(5)"Tie moiilityassociated-with:'this semi-nomadic way of,life
 

coupled 'with .the constrictiOn of' int6ral''narkets and relative isolation
 

-,Amongindigenous 'peoples in: Sierra Leone, avertical, s.tructure .of land 
management results in a centralization of powers which largely determines 
the,distribution -of,land,.fArmping,practices, and even the timing for.com
pleting farm operations (3.15). Also, in"the Congo, traditional tenure
 
arrangements are characterized-by :communal ownership of the land with the
 
elder or headman responsible-for administering land use and granting rights

of usufruct to the members. Ownership remains with the members but they are
 
required to pay taxes and occasionally provide labor services to the headman
 
or chief (3.15).
 

http:aspect'.Impli6it.in
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from other,sectors of the economy interact.,to essentially,,preclude,the in

flow of private capital. In. addition,, the zero price of land and the ab

sence of a land market tend to maintain productivity at the subsistence 

level and to reinforce the perpetuation of this seminomadism and 

(6) Government investment in social overhead capital facilities and
 

implementation of government programs, such as providing extension ser

vices, are hampered by the mobility and traditionalism which characterizes
 

communities engaged in shifting cultivation.1
 

Population growth relative to a fixed supply of cultivable or po

tentially cultivable land has reduced the incidence of shifting cultivation.
 

Also, the spreading cultivation of cash and permanent crops, largely due
 

to an increased demand for income as additional consumer goods become
 

available, has increased the trend toward rewarding private initiative
 

and the demand for private ownership of land to ensure that cultivators
 

receive the gains. Furthermore, land titles are usually needed to obtain
 

the institutional credit necessary for growing these crops. The rel

atively recent emergency of land scarcity is cited in the following:
 

"In many parts of Africa, the question of land scarcity is a very
 
acute and difficult one. It is tied up with a great many fac
tors: demographic, technological, ecological, economic and •social;
 
it is also linked with the alienation of lands in favour of strangers.
 
and with the organized displacement or migration of groups. The
 
fundamental problems involved seem to be the adequate redistribution
 
of the population and the transformation of agricultural methods ...
 

1La Anyane (3.15) comments that while shifting cultivation is com
mon in all parts of West Africa, the cultivator considers himself to be
 
as.settled as his counterpart who engages in sedentary cultivation. Many
 
shifting cultivators do npt change their residences as they move from one
 
tract of land to another.
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[n;uiahy' cases;'acarcity, bf -land or the' feeling of such -scarcity
are due to extensive agricultural methods, to particular values

attached to the land,' to, the' great poverty of the soils 'and to
the general level of economic development" (3.5, p. 58).
 

Problems arise, however, in the involuntary redistribution of the popu

lation. 
The economic potential of colonization schemes in previously
 

unsettled areas is one inhibiting factor. 
A historic gravitation to

wards settlement on the most productive lands results in population re

distribution taking place on less-productive lands. However, the human
 

factor and social considerations appear to be the determining factors
 

affecting the success of population redistributions. The nature of
 

these factors as affecting resettlement programs is summarized as
 

follows:
 

II• • 
particularly since the human factors involved-such as
feelings of insecurity and frustration, attachment to the ancestral land, unadaptability of immigrants to the new social
environment, structure of the family and lineage groupings,

principles of inheritance, etc.--had been underestimated or
 were thought to be easily malleable" (3.5, p. 63).
 

In addition, population relocation has often been looked on by those
 

involved with suspicion because of the belief that there were and are
 

pre-existing rights in these lands; and consequently, their claims to
 

ownership and' cultivation rights are dubious (3.4, 3.5).1 

The conseluent stationarity associated with continued population
 

growth and gradual disappearnace of shifting cultivation presents-both
 

JBascom (3.4) makes the following undocumented comment: "For example, one French anthropologist' working in French West Africa emphasized' in his writingsg that there'was' no acre of land in Africa whichwas' not ' owned by someone, no palm' tree which was not the' private property of some person. 
Africa is not a vacuum which can be occupied and
developed" (3.4, p. 240).
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6pprtunities,,for agricultural 'growth,andproblemsof Fstructuxalad
 

jizstmeiie.- Social interactions *can .continue,-to operate within ,the' ,
 

triball organization,with.the tribal or communalttenurial arrangements
 

persisting. The principal problem which arises, however, is that the
 

traditional cultivation practices are not appropriate to sedentary farm

ingI. To the extent that soil productivity is rapidly reduced by con

tinuous cultivation-coupled with tropical climatic conditions, fertilizer
 

applications and alternative cultivation procedures.are necessary.
 

This, in turn,-necessitates the application of additional working capital
 

and new managerial techniques on the part of cultivators, both being in
 
2
 

relatively short supply. However, these phenomena also represent
 

opportunities for some governing entity to offer programs of assistance
 

to stimulate and direct agricultural growth.
 

As indicated earlier, firm size within the communal structure is a
 

function of the producer's need and his status in the tribal organization.
 

1In the Congo, traditional practices were maintained with settled 
farming, at least for a period of time. "The paysannat was a system of 
,farming under which farmers were settled along a road on plots laid out 
adjacent to one another in strips perpendicular to the road. These strips 
were subdivided into fifteen or twenty sections. The farmers were to prac
tice a kind of rolling rotation, moving down the strips with particular 
crops . . . leaving the sections behind in bush fallow. As various sec
tions would be growing identical crops at the same time, it was possible 
to experiment with mechanical cultivation or harvesting going .across the 
strips at right angles . . . the schemes collapsed due to the chaos that 
accompanied independence in 1960" (3.5, p. 112). 

21n a few cases, due to exogenous forces, people had to establish per
manent farming even though the soil was not amenable to permanent cul
tivation with traditional practices.:. The people had to invent a system 
of-permanent agriculture to survive,;and they were successful (3.5).
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.nder 

is larel fre4tricted'tby labor;,rdquirements_(fori,one ror ,two -crucial, operations. 

Thidr straint ris" often fincthe -form of labor available for the weeding of 

crdp,'d,.n'!operationtwhichmust be zcompleted within a relatively short period 

-f' ime (3.2+;,3, 6)~. Labor;,requirements for harvesting is also a limiting
 

Amonigthd freehbld 7units+, <thel firm isize, in ,terS, O cultivation.area 

factor;.- Firml;size -is'further constrained by ,the extent to which the males 

participate7inother employmentiand in tribal or local government affairs.
 

As notediabefore, ,under-communal.;or tribal systems little flexibility in
 

farm'sizes in response,to personal initiative is evident.
 

Tenancy legislation
 

The emphasis on implementation and the relative success of tenure
 

2
legislation have already been noted at the beginning of this chapter.
 

According to a 1957 study by the International Labor Office (3.10), only
 

three Latin American countries, Argentina, Cuba and Uruguay, had legislation
 

requiring a formal contract guaranteeing a minimum degree of tenurial
 
3
 

security for tenant farmers. Legislation in the remaining countries tends
 

In the Niger Development Scheme, households were given twenty-four

acres ,to farm. Because of the short weeding period, land units of this
 
.magnitude required the labor input often men. This exceeded the labor
 
available from the household'(3.16).
 

2Mydral adds, "One-of the great weaknesses'of tenancy legislation.,

in India and Pakistan'and the countries of Southeast Asia is that its
 
administration has been left to,civil servants,who,,often lackboth the
 
qualifications and the integrity necessary for the job, and are over
burdened with responsibilities" (3.19, p . 1330).
 

3'
 
-The study briefly.: reviews individual country legislation prior,,to
 

1957 .covering tenurial regulations such.as tenurial security,..comppnsa
tion for land improvements, payment for land use,' and settlement of
 
tenure disputes. Relatively little analysis of the degree to which this
 
legislation is effectively implemented and the impact on actual tenancy
 
systems is provided.
 

http:household'(3.16


to be vague or ineffective ad, in turn, the relativebargaing" power 

is on i e side of the landlord. Furthermore, the tenant has' llttle leg'al 
recourse, assuming he has the financial capacity to inLat 'legal pro

ceedings.
 

Relative to South Asia, Myrdal states that all countries, except In

donesia, have enacted legislation to provide greater security and more
 

equitable sharing arrangements with landlords (3.19, p. 1323).2 Legis

lation such as provisions for compensating tenants who make improvements,
 

establishing minimum periods for leasing, and placing ceilings on rents
 

vary among countries. Landlords are often permitted to evict tenants
 

for nonpayment of rent and(or) improper cultivation practices. Myrdal
 

further comments that some countries also observe the Indian practice
 

of permitting landlords to terminate leases prior to expiration if the
 

landlord indicates that the land is going to be used for his own personal
 

cultivation. Myrdal cites three reasons why the legislation designed to
 

promote tenants' well-being is not fully realized. First, effective rents
 

higher than those legally prescribed can be realized when landlords provide
 

credit at high interest rates and tenants are required to sell any surpluses
 

to the landlord at prices set by the latter. Furthermore, tenants may
 

be required to make gifts to the landlord which are essentially a more
 

1See Whyte and Williams (.24, pp. 8-18) for a discussion of the costs 
and problems associated with legal proceedings for establishing rights 
to land-iinerIu. 

2

Also see Kermani (3.13, p. 148-53) for land reform legislation in
 

Iran, Iraq, and Jordan.
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subtle form of rent. Second, tenurial security can be bypassed if the
 

.landlord reassumes, pretends, or even threatens to reassume the land
 

originally leased to the tenant. Third, local officials may be bribed
 

to support the landlord's contention that the tenant had no valid lease
 

to use the land. Also, pressure may be exerted on the tenant so that he
 

releases any .rights the lease may have conferred to him.
 

In nearly all states of India and Pakistan, tenancy legislation has
 

provided the minority of tenants who pay fixed rentals benefits which
 

are not available to the remaining majority, primarily sharecroppers,
 

because of the latter's inferior social position (3.19). Higher rents
 

are paid by sharecroppers than by the privileged tenant. 1 The absence
 

of legal recourse by sharecroppers and(or) low financial capacity and
 

lack of familiarity with legal proceedings where some legislative pro

tection is operative promotes tenurial insecurity and manipulation of
 

the rent structure by landlords.2 Under these conditions, landlords
 

are often motivated to abandon fixed-rent arrangements and increase
 

the incidence of sharecropping.
 

Sharecroppers generally pay half or more of their gross output.
 
Their net earnings are probably below those of most wage laborers (3.19,
 
p. 1326, 1929). Dutta concurs and adds that the sharecropper Often ab
sorbs all production costs (3.7, pp. 80-81).
 

2According to Dutta, "It is a common experience all over the country
 
that the landlords, taking advantage of the limited supply of land and
 
weak bargaining capacity of the share-croppers, realize exorbitant rent
 
and evict the share-croppers under different pretexts" (3.7, p. 80).
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?otential for Increasing Land Under Cultivation 

The high rates of population growth, especially in rural areas, in
 

conjunction with the existing availability of cultivable land and pre

vailing landholding patterns accentuate the problems of creating ad

ditional employment opportunities in the agricultural sector and of in

creasing the individual producer's capacity to generate an output level
 

sufficient to sustain at least a minimum consumption level. Such a
 

consumption level would include a consideration of payments for rent,
 

taxes, and purchased consumer goods. The adoption of improved technolo

gies and land redistribution programs provide opportunities for increasing
 

the intensity of land use. 
Multiple cropping and higher use-levels for
 

land increase output levels. 
 The concentration of a disproportionately
 

large number of people controlling only a relatively small amount of
 

total land was noted earlier. The converse also holds true. In addition,
 

the limited data on landless laborers and underemployment in the agricul

tural sector suggest the need for increasing the cultivable land area
 

and(or) redistributing the existing area. Alternatively, employment in
 

other areas of the economy must be created. Not only are economic con

siderations important, but the security and output derivable from land
 

have direct implications for social and political stability. Finally,
 

some 
forms of improved technology are adoptable only on contiguous land
 

units and where such landholdings are of a minimum size. Expansion of
 

the cu.tiyable area potentially provides such opportunities.
 

iHigher use-levels implies a shift in cropping patterns and(or) in
tensity of production so that per unit resource productivity and total
 
output, in terms of calorie or consumption equivalents, are increased.
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Table 3.6. Estimates of potential cropland expansion under two assump

tionjevel s , and percent,4increases relative to existingcultivable area for developing countries grouped according to 

percent increases
 
Land Major Minor Percent 

variant Irrigation crops crops Tntal of FAO 

(thousand hectares)
 

GROUP 1 (0-25 percent) 

Asia: 
Cyprus Low 129 274 71 474 110 

High
PAO-

129 274 71 474 
432 

110 

Iran 	 Low 8,490 3,981 45 12,516 108
 
Highs 8,626 4,432 45 13,103 113
 

FAO 	 11,593 

-Iraq Low 4,826 1,590 26 6,442 


High 6,545 1,590 26 8,161 109
 
PAO 7,496
 

Jordan Low 176 810 206 1,192 105 
Highd 231 810 206 1,247 109 

FAO 1,140 

Syria Low 1,379 1,794 - 3,173 

-High 1,960 1,794 - 3,754 

FAOe 6,130
 

107
Pakistan Low 28,725 1,474 - 30,199 

Highf 35,102 1,474 - 36,577 130
 

FAO 28,214
 

a1966 data.
 

-1960 Agricultural Census. 

c1964 data.
 

d1965 data.
 

e1967 data.
 

fExcluding Kashmir-Jamnu; 1964 data :relate to the reporting area 
of 67,136,000 hectares. 



Table 3.6. (continued) 

Iand MaJor Mihor Percent 
vari nh't Irrigation crops crops Total of FAO 

Afghanistan Low 1,287 1,461 2,748 
Highs 1,287 1,461 2,748 
FAO 7,844 

Turkey Single 5,620 12,706 806 19,132 -

FAOa 26,834 

India Low 50,774 114,558 28,118 193,450 119 
High 55,488 114,558 28,118 198,165 122 
FAO 162,434 

Nepal Single 303 2,032 - 2,335 103 
FAO 2,266 

Thailand Low 3,071 6,386 3,824 13,281 116 
Highd 3,457 6,950 4,006 14,413 126 
FAO 11,415 

Indonesia Low 6,109 8,182 5,143 19,434 110 
Highh 8,115 9,883 5,797 23,795 135 
FAO 17,681 

Africa: 
Algeria Low 597 7,681 42 8,320 121 

High 844 7,681 42 8,567 125 
FAOe 6,867 

Morocco Low 1,113 4,382 2,187 7,682 
High
FA 

1,334 4,382 2,187 7,903
7,858 

101 

Central African
 
Republic Single 16 5,048 161 5,225 


FAa,i 4,400
 

gIncluding Kashmir-Janmu; 1965 data relate to the reporting area
 
of 305,947,000 hectares.
 

1954 data; total agricultural area excluding West Irian.
 

iThe FAO estimate of 5,900,000 hectares of arable land of which
 
3,000,000 hectares are fallow has been reduced by 1,500,000 hectares
 
to adjust for an assumed two-year fallow program.
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Table 3. 6.(continued) 

Land Major Minor Percent 
variant' Irrifation crona crops Total of FAO
 

Chad Single '46 1,690 
 164 2,230

FA6J 
 7,00
 

Ethiopia Single 1,116 3,903 3,661 8,680

FAOd 
 12,525
 

Mauritania Single 97 
 93 190
 
FAbc 
 263
 

Senegal Single 129 
 4,323 200 4,652 121
 
FAOak 
 5,500
 

Somalia Single 152 64 
 129 345
 
FAO1 
 957
 

South Africa Single 11,261
690 1,352 13,303 110
 
FA'm 
 12,058
 

Tunisia Single 216 
 1,023 558 1,797 -

FAOC 
 4,334
 

GROUP 2 (25-50 percent)
 

Asia:
 
Israel Low 408 123 71 602 146
 

High 516 123 71 710 173
 
FAOe 
 411
 

J1967 data; unofficial estimate.
 
1960 data. The FAO estimate of 5,500,000 hectares of arable land
 

of which 3,300,000 hectares are fallow has been reduced by 1,650,000 to
 
adjust for an assumed two-year fallow program.
 

11956 data for forwre- British Somaliland and 1960 data for former
 
Italian Somaliland.,
 

m
In agricultural holdings, as from 1960 Agricultural Census. in
cluding the teit
ioy'ofWAV.is Bay. 

http:ioy'ofWAV.is
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Table 3. 6.(continued)
 

Land, Major Minor Percent
 

variant Irrigation crops crops Total of FAO
 

Low 10,045 6,916 5,258 22,219 138
Burma 
Higha 14,063 7,765 5,274 27,102 169 
FAO ' 16,087 

Africa:
 
Cameroon Single 32 6,532 1,794 8,358 149
 

FAO° 5,593
 

Uganda Single 323 5,419 1,529 7,271 149
 

FAOe 4,888
 

GROUP 3 (50-100 percent) 

Asia:
 
52 460 150
Lebanon Low 145 263 


High 172 263 52 487 159
 

FAOe 
 306
 

Republic of 
Korea Single 1,426 2,584 - 4,010 174 

FAe 2,312
 

Low 2,713 7,751 3,294 13,758 165
Phillippines 

High 3,274 10,048 3,474 16,796 202
 
FAOa 8,330
 

Latin Amer ica
 
Mexico Low 10,836 27,532 6,897 45,265 190
 

Highb 11,710 27,532 6,897 46,139 194
 
23,817
FAO 


323 742 177 1,242 192
El Salvador Low 

High 323 742 177 1,242 192
 

648
FAOp 


'Arable land used for more than one crop during the year has been
 

counted twice.
 

01954 unofficial data for East Cameroon of which 5,410,000 hectarel
 

The FAO figure has been
of the 8,298,000 reported by FAO are fallow. 

reduced by 2,705,000 to adjust for an assumed two-year fallow program.
 

Pin agricultural holdings and based on 1961 Agricultural Census.
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Table.3.'6...(continued) 

MaJr Minor Percent 

varifait Irigation icrops crops Total of FAO 

Chile Low 2,279 4,916 64 7,260:.,,:: 161 
High 2,823 4,916 64 7,803 173 

FAO= •4,511 

GROUP 4 (Over 	100 percent)
 

As ia: 
259
Cambodia 	 Low 4,194 1,987 1,548 7,729 


High 5,355 2,870 1,577 9,802 328
 
=
FAO	 2,984
 

Republic of
 
Vietnam Low 4,919 1,952 2,200 9,071 329
 

High .5,794 2,342 2,239 10,375 376
 
FAOP 2,760
 

Laos Low 1,458 2,045 2,800 6,303 788
 
High 1,813 2,045 2,800 6,658 832
 
FAO 
 800
 

Ceylon Low 813 1,868 1,359 4,040 215
 
High^ 942 1,868 1,359 4,169 222
 
FAO 1,875
 

213
Taiwan Low 1,464 455 - 1,919 

High 1,559 583 - 2,142 238
 

FAOe 
 902
 

Africa: 
Angola Single 597 10,587 13,783 24,967 2,774 

FA r 900 

Dahomey Single 87 2,639 1,132 3,858 360
 
FAOB 1,071
 

Gabon Single 129 7,871 8,000 6,299
 

FAO .127
 

qIn agricultural holdings 4nd based on 1965 Agricultural Census.
 

r1953 unofficial estimate.
 

s1963 data. The FAO estimate of 1,546,000 hectares of arable lani 
of which 950,000 hectares are in fallow has been reduced by 450,000 to 
idust for' an as'smid twd-y-ar' fall w .og.ram.. 

t1962 data. 
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Table 3. 6.(continued)
 

Land Major Minor. Percent 
vara n Irigation cros cros Total nf VAn 

Gambia Single 403 570
,100 67FAOu 570 
100
 

Ghana Single 123 6,447 3064 9,634 379
 
FAOv 2,544
 

Ivory Coast Single 464 3,548 8,329 12,341 600
 . ;FA0w 2,056
 

Kenya Single 103 1,684 3,707 5,494 324
 
FAORF 
 1,696
 

Liberia Single 129 1,806 4,355 6,290 164
 
FA0Y 3,844
 

Mall Single 103 2,139 161 2,403 197
 
FAoz 1,221
 

Mozambique Single 1,252 3,400 35,665 40,317 1,522
 
FAOX 2,649
 

Nigeria Single 593 26,778 18,968 46,339 
 213 
FAx -21,795 

UThe 200,000 hectares reported by FAO is designated as the estimated 
area of shfifting cultivation and of bush fallow. The estimate has been 
reduced by 100,000 to adjust for an assumed two-year fallow program. 

VExcluding fallow and temporary meadows. 

1965 unofficial estimate. 

X1961 daf-a_
 

Y4964 unofficial estimate.
 

ZThe FAO estimate of 3,664,000 hectares includes 3,612,000 hectares
 
of fallow. The FAO estimate is reduced by 1,806,000 to adjust for an
 
assumed two-year fallow program.
 



Table 3., . (continued) 

U~d ,Jr Minoz Percent 
varint Irritation crons crons Tntal n VPAn 

Portuguese Single 77 323 
 '903 1,303 495
 
Guinea FAO'. 
 263
 

Sierra:Leone Single 497 451 1,871 2,819 152 
FAOC, z 1,858
 

Southern
 
Rhodesia Single 51 8,439 5,,742 14,232 
 775
 

FAa 
 1,837
 

Southwest
 
Africa Singlk 107 477 839 1,423 
 222
 

FAOgb 
 642.
 

.i,,lvw Singled 3,000 10,513 9,458 22,971 
 322
 
PAO 
 7,100
 

Tanzania 
 Single 1,539 21,813 10,916 34,268 293
 
TAOcc 
 11,702
 

Togo Singla 84 2,003 332 2,419 160 
-AO_., _ _ee 1,515
 

aa'1956 data, excluding fallow in villages.
 
bbIn agriculturaA no~angs,,as trom 19b Agricultural Census, in

eltiding the territory of Wafvis Bay. 

cc1966 data for Tanganyika and 1963 data for Zanzibar.

dd1954 data.
 

eeThe FAO estimate of 2,160,000 hectares includes 1,290,000
 
hectares of fallow. The FAO estimate is reduced.by 645,000 to adjust 
for an assumed two-year fallow nrnrnm.. 

http:reduced.by
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Table 3.6. (continued)
 

Land,,, Major Mi~or Percent
 
variant Irrigation. crops: crops, Total of FAO
 

Zambia Singl f 161 8,071 6.262 14,4 -4 754
 
FAO 1,923
 

Latin America:
 
Costs Rica Low .658 1336 916 2,919 
 468
 

HigL.. '65t 1,660 1.005 3,323 534
 
'FA6" 622
 

Haiti Low 342 434 -- 70 210 
ighh 342 434 776 210: FAQd" 


370
 

Honduras 	 Low l,026 2,523 435 3,984 484
 
High.1 1,026 2,553 4,047 492
,FAO0 	 823
 

Nicaragua Low 3,658 6,171 1,713 11,542 1,322
 
High 3,658 11,094 2,251 17,003 1,948
 

873
 

Panama 	 Low 1,181 2,022 879 4,Q82 
 724 
High 1,181 3,161 903 5,245 930 

-FAoX 564
 

Argentina 	 Low, 2,645 55,251 .5,419 63,315 218 
High 2,774 55,251 5,419 63,444 218

'
'A088
 29,053
 

Brazil Low 3,948 106,128 83,628 193,704 651
 
High b 4,639 211,469 236,550 452,658 1,521
 

FAO 29,760
 

Bolivia Low 616 30,000 23,302 53,918 1,744
 
High 670 40,980 26,854 68,504 2,216
 
FAO 3,091
 

ff1963 data, excluding fallow.
 

gg1 963 Agricultural Census.
 

hh1950 Agricultural Census.
 

i 1963 data.
 

JJ1950 Agricultural Census which covered 32,750,000 hectares out
 
of total area of 109,858,000 hectares.
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Table.3:6."(continued).. 

Land miajor minor Percent 
vatiafi 1rigation crops crops Total of FAO 

Colorib1ia Lw '4,510 8,876 2;435 15,821 
 314
 
Highs 4,510 51,036 42,"202 97,748 1,937

FAO 
 5,047
 

Ecuador 
 LOW 948 3,255 2,632 6,835 236
 
gighk 948 10,529 6.-003 17,480 604
 
FAO 
 2,394
 

Paraguay Low -- 6,885 
 2,316 9,201 990
 
High -- 8,405 2,511 10,916 1,175
 
FAda 
 929
 

Pori Low 2,790 3,173 3,099 9,062 336
 
Higha 2,994 29,452 29,134 61,580 2,280
 
FAO-
 2,701
 

Uruguay 
 Low .645 13,058 65 13,768 611
 
High 645 19,587 97 20,329 903
 
FAOP 
 2,252
 

Venezuela Low 1,514 11,885 
 13,121 26,520 508
 
High 2,530 23,710 32,254 58,494 1,121
 
FAOP 
 5,219
 

k 1964 data, excludin2 temporary meadows and pastures.
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Estimates of the land area which is potentially cultivable have,
 

been derived for several less-aeveLoped coUntries'- See-Table36 In 
the derived estimates, land koi use in growing crops is claisified ac

cording to suitability under either dry fallow, irrig"ted-or rainh-fed:
 
conditions. In many, but not all cases, it is possible to distinguish
 

between presently irrigated and potentially irrigable land'. The crops
 

included in the "major crops" category vary with individual countries.
 

These are generally the crops that have been historically and recently
 

important. Cereals and other staples such as potatoes and cassava are
 

the principal "major" crops. However, where industrial and(or) export
 

crops account for a major proportion of the cropland area, such crops
 

are also designated as "major" crops. The category of "minor" crops
 

includes areas suitable for producing nonstaple crops presently grown
 

on a relatively small proportion of the cropland area. The category
 

also includes areas suitable for growing industrial and(ot) export
 

crops whose economic significance may far exceed'their importance in
 

terms of relative acreage. Where soil characteristics and climatic
 

factors are amenable to producing both "major" and "minor" crops, the
 

land was classified and evaluated only for use in producing "major" crops.
 

In deriving the low and high land estimates in Table 3.6, physical
 

and topological soil characteristics, climatic factors, availability of
 

irrigation water, possibilities of land reclamation, and distance from
 

transportation facilities were all taken into account. The climatic
 

TheIT .nuestimatesmaterialswere derived by Mr.. William.. .,G... Harper and...are basedi s e .... . I' . I 
on unpublished materials on world soil resources and library reference 
materials of the Soil Conservation Service, U.S. Department of Agri
culture. The study was completed through the cooperafi6n of Charles E. 

Kellogg, Deputy Administrator for Soil Survey and Arnold C. Orvedal, 
Chief, World Soil Geography Unit, Soil Conservation Service, U.S. 
Department of Agriculture. 
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,fa.ctors reflected length of growing season, annual rainfall, and the dis

tribution,of rain throughout the production period. The distance criterion
 
was used to distinguish between those lands more than and less than about
 

50 miles from land and water transportation facilities. When ponRnhi1
 

regions within countries were evaluated. These were aggregated for the
 

country cropland estimates.
 

The estimates implicit in the three categories of land also reflect
 

the potential for multiple cropping. Soil characteristics, water availa

bility, rainfall, and length of growing season are all taken into account
 

A hectare of land designated as suitable for multiple cropping is counted
 

as two hectares of cropland. Conversely, a hectare of cropland suitable
 

for dry fallow rotation is included as only one-half hectare of cropland.
 

That is,a two-year fallow program is assumed. Where cropland is desig

nated as suitable for long-term crops, such as sugarcane and tree crops,
 

no multiple cropping is considered.
 

Underlying all classification decisions is a relatively high manage

ment assumption. Management and cultivation practices similar to those
 

on commercial North American and West European farms are assumed. Con

sideration is given to the potential productivity of soils relative to 

costs of required practices. Implied in this assumption is development 

of a locally-adapted technology, and in many cases, the lowering of farm 

input prices relative to farm product prices so that economic incentives
 

for adopting this technology approach those in.-North America .and.Western
 

Europe. Inp"ic.t in the management assumptio0n s the assumption that
 

tose 'inputs-complementarv to"land-ae vaiVlable and that brdducers
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have the financial means to obtain such inputs. Alternatively, inputs
 

are.pupplied by .public agencies with only a minimal cost outlay by pro

ducers.
 

The basis for establishing low and high variant upper bounds differs 

between Latin America and countries of the Near and Far East. For Latin
 

American countries, the low variant is derived as the sum of all crop

land located within fifty miles of rail, water or road transportation.
 

Since relatively little of the cropland is presently planted more than
 

once annually, the low variant includes no multiple cropping. The high
 

variant reflects all cropland, regardless of location. In addition,
 

multiple cropping is assumed possible on all irrigated land where suffi

cient water is available, and in upland areas having favorable soil
 

characteristics and favorable temperature and moisture for eight months
 

or longer annually.
 

For the countries of the Near East, multiple cropping is assumed
 

possible only on presently or potentially irrigable land. No potential
 

cropland is identified at distances greater than fifty miles from trans

portation facilities. The low variant reflects all cropland identified
 

in upland areas and irrigated land presently in use. Multiple cropping
 

is assumed to be at estimated present levels on irrigated land. Under
 

the high assumption, potentially irrigable land is added, and multiple
 

cropping is increased to reflect potentialincreases in supplies of
 

irrigation water and better management of existing and future flows.
 

Beginning with the eastern part of India and moving eastward,
 

annual precipitation, in some cases, is judged sufficient to permit 

multiple cropping on upland soils. In these areas, the basis for
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dif feii Wiating 'betwe'e'n "low 4a6d hiihVariant' 'estimades is, the ame's for 

the Neai East with _the eixepti6n of the assumed multiple cropping on non

irrigated cropland and the restriction of the distance criterion which 

is operative in parts of Indonesia.' Under the high variant, multiple 

cropping is assumed possible on nonirrigated cropland having favorable 

soil 'characteristics, favorable temperature, and sufficient precipitation 

for an eight-month or longer annual growing season. Under the low variant, 

a minimum growing season of ten months is assumed to be needed. The 

relatively limited climatological and topological data for Africa pre

cluded 'makingestimates under the high and low assumptions. The single 

variant estimates would tend to represent the low assumption since mul

tiple cropping on at least some irrigated land has not been admitted. 

Two other considerations must be kept in mind. First, the costs of
 

clearing and developing the land must be evaluated. Transportation and
 

marketing facilities, provision for credit so that the land can be pur

chased and necessary complementary inputs can be obtained, and establishing
 

education and local government systems likely represent substantial de

mands on public resources, both financial and administrative. The costs
 

and returns, both economic and social, of land development must be 

weighed against alternative uses 6f public resources which can be used 

at other growth points within the economy.1 Second, ownership rights 

exist to nearly all land In these countries. Where the land is privately
 

For brief discussions of the problems of land development and re
settlementsee Myrdal .(3.19,. pp. 1266-72) and Barraclough and Dpmike,. 
(3.3, pp. 410-12). 
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owned, expropriation with or without compensation is necessary when-the
 

owner is not willing or able to develop the land himself. When landowners
 

are able to legally set land values at relatively high levels, compensa

tion to acquire land represents another demand on available government
 

funds. 1 Adjudication of land rights is usually costly and time-consuming.
 

Until valid titles are obtained, private investors would tend to be re

luctant to develop the land to which they expect to receive titles.
 

Furthermore, in parts of Africa and Southeast Asia, people attach strong
 

importance to ancestral rights in land which make them reluctant to trans

fer land titles and to physically relocate themselves.
 

The derived estimates are summarized in Table 3,6. To provide a
 

basis for evaluating the relative, potential cropland area, the existing
 

levels of cropland, as reported by FAO (3.22), are also presented. The
 

FAO data are designated as arable land plus land under permanent crops.
 

The year of reference varies with individual countries as does the treat

ment of including fallow land. In some cases, for example, Syria, the
 

total fallow land has apparently been included in contrast to counting
 

one-half of the fallow land if a two-year fallow program is operative.
 

Consequently, the potential cultivable area as a percent of the FAO
 

figure is less than 100 percent. This also appears to be the case for
 

IFlores (3.8) maintains that Latin American landlords are not en
titled to any compensation. Implicitly, they have already acquired sub
stantlial wealth and political and social influence from the land. Com
pensation need not be immediate. Rather, long-term bonds may be used
 
which become due when, hopefully, the financial position of the economy
 
is improved and the government has a greater capacity to make compensa
tion through redemption of these bonds.
 



several African countries,. 

The.,countries *ar4pgrouped into four classifications according to 

the,total area derived for the low land variant as a percent of the FAO 

figure-,The countries included in Group.1 (0 - 25.percent) are pre

dominantly countries of.the.Near East where climatic factors,are often
 

limiting and the population density is relatively high. The group 4
 

category .(> 100 percent) includes countries of the Far East and also
 

several African and most Latin American countries. The potentials for
 

cropland expansion in Latin America are exceptionally high.
 

Efficiency of Existing Tenure Systems
 

Comments at several points in the preceding discussion connote the
 

degree of efficiency of existing tenure systems. The concept of effi

ciency, however, has several dimensions. Static versus dynamic efficiency
 

must be taken into account. Furthermore, the objectives being pursued
 

must be specified along with the relative importance attached to each.
 

The question of static economic efficiency is concerned with how well
 

the existing distribution of resources, including land and labor, is con

sistent with maximizing output levels and quantities marketed at points
 

Relative costs and returns must be considered. To the extent
in time. 


that inputs employed are indivisible, particularly machinery inputs,
 

large landholders are in a position to realize economies of size and
 

lower unit production costs. Conversely, small landholders would not have
 

these opportunities. However, since family labor is the principal input,
 

fewer indivisibilities need arise. 

1For a related discussion, see the "Efficiency of Resource Allocation"
 
section inChapter IV.
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According to Table 3.7, "minifundia" in LUtin Ame ia coftistent-l, 

show much higher average returns per hectare than the "latifundia", both
 

from the standpoint of total farmland and area cultivated. This occurs des

pite the fact that the "'minifundia" lands are located on land such as hill

sides which is lease suited for agricultural purposes. Conversely, "lati

fundia" are generally comprised of the most productive soils and favor

ably situated relative to transportation facilities, marketing outlets
 

and water supplies. However, based on the study results, only one-sixth
 

of the land in the "latifundia" of the seven countries studied is or has
 

been under cultivation (3.4). The rest remains in native vegetation.
 

These factors, by themselves, suggest a great potential for expanding
 

physical output through a redistribution of some of the land resources.
 

If the quantity and productivity of nonland inputs were increased, ag

ricultural output could be further augmented.
 

Dynamic efficiency refers to the capacity of firms to adjust operations
 

as market conditions vary and as improved technologies become available to
 

producers. Dynamic efficiency also has implications for the producer's
 

capacity to generate "surpluses" contributing to general, sustained eco

nomic expansion either through-private investment in the firm or transfel
 

of "surpluses" to.other uses in the economy. A large proportion of cul

tivators in less-developed areas have neither the financial capacity nor
 

the managerial competence to acquire and profitably use improved inputs.
 

Their relatively small resource bases provide limited opportunities for
 

generating.."surpluses" so as to improve their economic well-being. In

creasing present consumption is often the first demand on any "surpluses"
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Table 3.7. 	 Relationships between tne vaLue or agricultural production,
 
agricultural land, cultivated land and the agricultural
 
work-force by farm size-class in selected ICAD study
 
countries a 

Relative Value of produc-
Percent of total tion as percent of that of 
in each country subl family farms 

Agricul- Per ha. Per ha. 
Agricul- tural Value of agri- of cul- Per agri-

Country and tural work of Pro- cultural tivated cultural 
size groups land force duction land land worker 

Argentina: (1960) 
Sub-familyb 3 30 12 100 100 100 
Familyd d 46 49 47 30 51 251 
Multi-family medium 15 15 26 51 62 471 
Multi-family largee 36 6 15 12 49 622 

Total 100 100 100 30 57 261 

Brazil: (1950) f 
S-U-familyb 0 11 3 100 100 100 
Familyc d 6 26 18 59 80 291 
Multi-family medium 34 42 43 24 53 422 
Multi-family largee .60 21 36 11 42 688 

Total 100 100 100 19 52 408 

Colombia: (1960) 
Sub-familyb 5 58 21 100 100 100 
Familyc d 25 31 45 47 90 418 
Multi-family medium 25 7 19 19 84 753 
Multi-family largee 45 4 15 7 80 995 

Total 100 100 100 23 90 281 

Chile: (195 ) f 
Sub-familyu 0 13 4 100 100 100 
Familyc d 8 28 16 14 47 165 
Multi-family medium 13 21 23 12 39 309 
Multi-family largee 79 38 57 5 30 437 

Total 100 100 100 7 35 292 

aGross value of agricultural production in all countries except
 
Argentina where the estimates-are of added value. Comparable data are
 
not available for Peru.
 

bFarms large enough to provide employment for less than two people
 

with the typical incomes, markets and levels of technology and capital
 
now prevailing in each region.
 

CFarms large enough to provide employment for 2 to 3.9 people on the
 

assumption that most of the farm work-'s -being carried out by the members 
of the farm family. 

IFarms large enough to provide employment for 4 to 12 people
 

Farms large 	enough to provide employment for over 12 people.
 

fLess than one percent.
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Table 3.7. (Continued)
 

Relative value of produc-

Percent of total tion as percent of that of
 
in each country sub-family farms
 

Agricul- Per ha. Per ha.
 
Agricul- tural Value of agri- of cul- Per agri-


Country and tural work of pro- cultural tivated cultural
 
size groups land force duction land land worker
 

Ecuador: (1954)9
 
Sub-familyb 20 - 26 100 100 -

Familyc 19 - 33 130 179 
Multi-family mediumdl9 - 22 87 153 
Multi-family largee 42 - 19 35 126 -


Total 100 - 100 77 135 -


Guatemala: (1950)
 
Sub-familyb 15 68 30 100 100 100
 
Familyc 13 13 13 56 80 220
 
Multi-family mediumd32 12 36 54 122 670
 
Multi-family largee 40 7 21 25 83 706
 

Total 100 100 100 48 99 224
 

gDashes (-) indicate that no data are available.
 

Source: Barraclough and Domike (3.3, Table III).
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that are realized. The various uncertainties and,,insecurities'sconfrdnfting 

-.,prpducers_ lessen, te ,likelihood of realizing ,a state of affairsapprogch

ing;dynamic efficiency.
 

Another. dimension of, tenure, system 'is the various tenancy arrange

ments.- Tenants,7particularly sharecroppers, must'transfer a signifi

cant'proportion of annual output to landlords. The principal contribu

tion of the landlord is the land inputs. The consequence of tenants
 

having to absorb most of the production costs without proportionate shares
 

in the returns tends to constrain output levels. 1 Furthermore, the re

latively low net returns accruing to the tenant limit his capacity to
 

improve his economic well-being. Rents accruing to landlords are often
 

invested or expended in activities not directly related to the agricultural
 

sector. While a net transfer of income for use elsewhere in the economy
 

takes place, the capacity of tenant operators to increase output and
 

savings levels is not enhanced. This criticism is especially appropriate
 

to absentee landlords. Resident landlords often provide necessary ser

vices such as credit financing, marketing outlets and consulting or
 

managerial inputs. While these are necessary, they usually increase the
 

bargaining power of the landlord over the tenant to the detriment of
 
2
 

the latter.


The ineffectiveness of tenurial legislation in controlling land use
 

and land distribution patterns encourages misuse of the land. Tenurial
 

ISee Appendix D.
 

2ChaptersV and VI contain comments concerning the influence of land
lords' lending and marketing functions on the economic well-being of tenants.
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insecurity promotes exploitation of the land so that future productivity
 

is often .impaired. Population growth and traditional inheritance patterns
 

further the parceling.4nd fragmenting of land units
 

Since social and political considerations are also objectives af

fecting,land use and distribution patterns, they are components of a
 

larger efficiency construct. For example, communal holdings and those
 

engaged in shifting cultivation weigh social and religious cohesiveness
 

along with economic facors in determining production techniques and land 

distribution,practices. Annual redistributions of land and allocations
 

according to economic need'and social position tend to discourage private 

initiative, including pr'ivate investment In the land. At the same time, 

existing prbduction tedhniques and environmental conditions interact to 

make shifting Cultivation a suitable, if not economic, form of land use. 

If from a maicro-ecohomic point of view more intensive use of land is 

desirable, alternative production inputs and cultivation practices need 

to be devised. Without these changes, sedentary cultivation is neither 

productive'nor efficient. EVen with additional land available for cul

tivation '(3.16, 3.'25) and distribution to tribalgroups to offset the
 

pressure of an expanding'population, the continuance, and implied en

couragement, of shifting cultivation is not coterminous with intreased
 

agriculturaIl productivity as a precondition to general economic expan

sion. lThe likey consequence is that of a greater number of rural peo

ple continuing t6 l1ve at a low level of subsistence.
 

Finaly, land distribution patterns affect social'and political
 

stability. Consequently, an efficient lain'd 
tenure system is one that is
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not only economically e fficIen .. b ohe, tlit: promoues rne socla- 'afd 

political stability necessary for implementing'and 'realLzir6i[anning:
 
objectives. For example, the dynamic efficiency associted with larger

scale production units must be reconciled wuith a larger degree of-"poli

ticalstability assciated with a' large numbIer Of small-scale,' owner

operated firms.
 

Summary. Plannin2 for Tanurp Rpfnv-m 

Evenif nationalkplanners .could abstract from vested political and 

economic interests and,from the costs of expropriation and redistribu

tionj.of land units, they.would be hard pressed to conceive of an optimal
 

tenuresystem.. ,Ownership would likely be favored by the cultivators.
 

Yet,Vownership and inheritance ,patterns,have contributed to many of the
 

existing ,tenure patterns. The optimal distribution of land, where land
 

is,only,one input,in the production system, would be affected by soil
 

chractjeristics, ,climatLc factors, and the distribution of complementary
 

inputs. Furthermore, even if such an optimal distribution were deter

minable, the optimality would vary with changes in technology and the 

availability of complementary inputs. But so far such optimality has
 

only .an economic connotation such as optimality from the standpoint of 

economic efficiency. Economic efficiency, however, is only one component
 

or ,,objective in,the national planners' framework. 
Economic efficiency 

is usually Jux±aposed~wjth considerations of economic and social equity 

affecting, n turn, the social and political stability,necessarv for 

implementing any optimal distribution of land. 

http:tionj.of


Prefeir d tenuire systems are alsoa function of 'economic cordtio'n's
 
existent' in other parts'of the economy. 
'An expand n g
'export mrket'may
 

be best supplied'by plantation-type systems producing export crops'. 

Economies" ofi'ize,' quality control, and concentrated marketings at cer

tain geographical points favor large-scale enterprises over a large num

ber of small-'scale producers growing export crops 
on a somewhat inter

mittent basis. 
 The rate of growth of employment opportunities in other
 

sectors of the economy influences the size of the labor force in the agri

cultural sector. Until agricultural labor becomes scarce and relatively
 

expensive, small-scale, labor-intensive operations provide the maximum
 

number of employment opportunities.
 

Regardless of the type of tenure system, security of tenure is 
im

portant for both tenants and owner-operators. Such security affects the
 

length of planning horizons which has a direct impact 
on decisions for
 

land use and private investment. 
 Security also affects cultivators'
 

capability of securing external financing. Legislation providing security
 

must be effectively implemented and enforced.
 

Land tenure patterns affect income distribution patterns and, in
 

turn, the strength of internal markets for producer and consumer goods.
 

Until the majority of cultivators realize higher individual incomes,
 

either through rent controls, land redistribution, or government income
 

policies, internal markets remain constricted which, in turn, dampen
 

incentive for private investment in industrial and consumer goods sectors.
 

Optimal land tenure patterns are never achieved; the optimum is al

ways changing. Once a distribution has been devised and implemented,
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step,.should be taken to prevent,deterioration of tenure systems. Sub

sequent, changesthrough the legislative, democratic process, tend-to be
.


slow. This tardiness of legislative processes and the worsening of the
 

economic position of the small landholder, the tenant, and the landless
 

laborer tend to create an environment where revolution and all its atten

dant consequences may appear to be an acceptable, feasible alternative to
 

these individuals. In any case, a "good" tenure system is never sufficient
 

for sustaining developmental processes; complementary economic conditions
 

must also exist.
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CHAPTER IV. PRODUCTION TECHNIQUE 

To an observer from an economically-developed country, the use of 

traditional production techniques characterized by combining simple 

tools with relatively-large quantities of labor may be viewed as the 

najor factor contributing to the economic predicament in which the 

najority of cultivators in less-developed areas find themselves. This
 

low state of the technical arts can be seemingly upgraded by a transfer 

of modern technology to these areas so that production is increased 

and economic efficiency improved. Higher outputs should result in 

higher per capita incomes and the processes for agricultural develop

ment are set into motion. 

Technology is not that easily transferred and that readily adopted, 

however. The seeds, fertilizers and cultivation practices which are 

productive in temperate climates of the developed countries are not 

equally productive or nearly as productive under different soil and 

climatic conditions and with different managerial inputs. Although 

machinery, especially tractors, is becoming increasingly available in 

smaller power units, mechanization is not an economically-feasible, 

alternative production technique for the majority of cultivators
 

operating on relatively small land units, often fragmented into i.number
 

of individual parcels. In addition to the physical adaptability of
 

these technologically-improved inputs, price relationships among inputs
 

and outputs, tenurial arrangements and producers' objectives affect the
 

rate at which these inputs are adopted.
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the uncertainty of production response associated with new pro

suction techniques is of particular importance to those cultivators 

living near the margin of subsistence. For those who are essentially 

"survival-oriented", the potential costs of reduced production are 

apparent. True, these cultivators would not adopt such technology 

if they thought it was not to their advantage. But, this is a dimension 

Df the problem of changing production practices even when superior in-

Duts are available. Producers must be convinced that a shift to the 

aew inputs is their best alternative. Furthermore, cultivators' 

:apacity for acquiring improved inputs, either through accumulated re

aerves or external financing, is another limiting factor. Finally, 

:ransportation and marketing facilities condition net returns realized 

)y adviing cultivators. 

The term production technique refers to the manner in which inputs
 

ire combined and employed for productive purposes. Subsistence pro

lucers growing wheat on small plots of land, relying heavily on draft
 

oDwer and family labor, employ a production technique vastly different
 

From that of highly-mechanized, extensive operations of Great Plains
 

qheat producers in the United States. Both technical and economic
 

Factors account for the use of differing production techniques.l
 

First, highly-mechanized operations are not economically feasible
 

1Economic feasibility is conditioned by technical relationships.
 
For example, a tractor and combinecaa technically be used to produce
 
qheat on land holdings of one hectare. But when the costs of these
 
nachinery inputs are taken into account, per unit production costs
 
ire prohibitive. 
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for producers operating small, often fragmented tracts of land. Second,
 

the relative costs of capital versus labor inputs, in the agricultural sec

tors of most less-developed areas favor using relatively large quantities
 

of labor. Family labor often has a low opportunity cost and(or) is im

puted a low wage. Third, few subsistence-oriented producers have the fi

nancial capacity permitting them to substitute capital for labor even when
 

such substitutions are economically feasible. Finally, even if subsistence

oriented producers have access to what appears to be a superior, economically

feasible production technique, the uncertainty of production response jux

taposed with consumption requirements and the tradition-bound outlook of
 

many producers interact to sustain use of traditional production practices
 

Two questions arise: (1) Under varying economic and social conditions,
 

what is the optimal production technique for the firm? and (2) With existing
 

and alternative production techniques, what are the implications for growth
 

of the firm and for developmental processes, in general? The first question
 

is primarily concerned with economic efficiency, or more generally, the
 

efficiency with which producers' objectives are met. The second includes
 

a consideration of theimpact of production techniques on capital accumulation
 

within the firm for private investment or for saving. Private investment
 

increases the productive capacity of the firm. Savings transferred to other
 

parts of the economy represent the means to further expansion and diver

sification of the economy, including the agricultural sector.
 

1The study by Nair (7.39) provides a number of insights into atti
tudes and motivations of producers in India. Tradition-bound communities 
which ignore opportunities for economic advancement coexist with neighbor
ing communities 6riented toward exploiting any economic opportunities 
that arise.
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From a'n-hatonalt planning&viewpoinV, production: and ,investment de

cis ions,-'cah be: conditionediby government policies- affecting the nature 

and, rate:of avaklabflity of, technological innovations and by public 

pricing'policies'. Thesel,,in turn, interact to influence the,.range of 

economically -feasible.tdchnlques open to.:the producer and the optimal
 

technique for his firm.
 

Technological Change Versus Change in Production Technique
 

To clarify the terminology used, the difference between technologi

cal change and a change in technique is examined. Technological change
 

usually results in a change in production technique. In Figure 4.1,
 

the rays emanating from the origin represent alternative production
 

techniques. These are alternative combinations of the two variable in

puts which generate the same output level, ceteris paribus. 1 For ex

ample, 40 units of output can be produced using OT, OT2, or OT3. In
 

fact, with isoquant B, implicitly reflecting that inputs are perfectly
 

divisible, an infinite number of alternative production techniques
 

theretcaly elsto 2 f O1 sused in period one and OT2 in period
22
 

two to produce 100 units of outnut as the result of, for example, the
 

1In Figure 4.1, the axes have been labeled labor and capital. This
 
is done for heuristic purposes rather than for reflecting reality. That
 
is, an unambiguous distinction between capital and labor does not exist
 
If capital is defined as anything that yields a flow of services over
 
time, labor is certainly included in this categorization. Furthermore,
 
the aggregation of nonhomogenous capital and labor inputs into their re
spective components is assumed Possible bv summing according to Rerv nA
 
supplied.
 

2EVe i Asoquant A in.Figure4A, combinations'f po ducion 
technoqu OT an e u odu put, 

tcniques cOr1, 0 2 ad0 3 cnbe sdt produce 40' uniits of"oup. 
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T
b (100) 	 (100) 

A' (100) 
0, Labor 0 Labor 

Figure 4.1. 	 Alternative produc- Figure 4.2. Illustration of
 
tion techniques for technological
 
realizing specified change

output levels
 

price of labor increasing relative to the price of capital, a change in
 

production technique has taken place. Since isoquant B is assumed un

changed from period one to two, no technological change affecting the pro

ductivity of 	labor, L, and capital, K, at some given K/L ratio has taken place.
 

Technological change is associated with the development of improved tech

niques--improved in the sense that the same quantity of inputs can be used to
 

produce a larger output or the initial output can be produced with fewer in

puts. See Figure 4.2. If the input-output relationship is unchanged quan

titatively but if an improved product is produced or if the uncertainty of
 

production response is reduced, the new production technique is also an
 

improved technique.
 

n Equation D.29 where Y = aX1 X2 , technological change may be 

represented by an increase in the value of a, bl, b2 or some combination 

of these. Because of differential rates of adoption, technological 
change affects the relative distribution of economic returns. In
 
addition, and partially an outgrowth of this changing-pattern of income
 
distribution, the social structure is affected. Thus, technological
 
change may have a number of seemingly negative side effects which pro
ducers and-national planners do or should take into account.,
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Factors Affecting Change in Production Technique
 
and Rate of Adoption of New Technology
 

A number of factors affect the choice of production techniques.

'
 

Initially, producers- awareness of better techniques and of improved
 

inputs is the: primary constraining factor. Then, considerations of
 

avalability, adoptability and profitability must be weighed. Finally, 

any considerations of social acceptability must be taken into account.
 

Some of these factors are examined below. 
The relative importance of
 

each likely varies with the stage of economic development and attendant
 

features such as levels and distribution of agricultural incomes,
 

literacy rates, and attitudes toward change.
 

Awareness
 

The precondition to selecting an alternative production technique,
 

either as 
the result of a change in price relationships or technological
 

progress, is the awareness that a "better" means of production exists-

"better" generally implying a more profitable technique. The routes 

of increasing producers' awareness of alternative production techniques 

vary with individual situations. With high rates of illiteracy, printed 

information is intelligible only to a small proportion of the rural
 

population. 
Under these conditions, such information is conmmunicated
 

more effectively by the "demonstration" effects of some producers adopt

ing new techniques and by government programs of "demonstration" farms. 

"Bietter" 
has connotations other than increased profitability.

Profitability considerations aside, techniques which reduce the physical

strain,-of work and(or) permit increased amounts of leisure time are pre
ferred, especially in those areas where social status is highly influenced by the amount of leisure And time-devoted to social and local
 
government functions as, 
for example, in parts of Southeast Asia and

Africa. '"etter"from a macro standpoint will be discussed in a later
subsection dealing with optimal production techniques.
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These phenomena are complemented when extensi'n servi€'c personnei work 
with' individual producers and'farm organizatifs . The4loca1 merchant 

or trader; both as the supplier of iiiputs and purchase o f riculural 

coumodities, 'is in a position to provide informn 'on market ' conditions 
for various -commodities and on the availability of improved inputs. 
 Con

versely, he isalso in
a position to exploit producers through misinforma

tion regarding prevailing and anticipated market price relationships.
 

Cooperatives engaging inmarketing and input-suppiying activities pro

vide another mechanism for transmitting information, at least to co

operative members.
 

But awareness is only a necessary, not a sufficient condition for
 

producers switching to a "better" technique. The improved technique,
 

in its present form, may not be adaptable to particular areas. 
For ex

ample, seed variety highly successful in one region of the world may
 

not be productive in another area. 
Thus, the awareness and availability
 

of alternative techniques are beneficial only if techniques are adoptable
 

or adaptable by potential users. Communications media, especially radio,
 

have an increasing impact on individuals' awareness and expectations.
 

Awareness and expectations not matched by achievement are conducive to
 

social and political instability with important consequences for stimula

ting and sustaining developmental processes. 
Thus, producers must also
 

have the capacity, i.e., 
the financial resources and managerial talents
 

to procure'and:successfully adopt technological innovations suited to
 

their farming operations.
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Adaptability and adoptability
 

Changes in technique and technological ,change -both involve onsidera

tions of adaptability. ,Let adptability refer to the producers'. capacity 

to adJust farm oDerat ions .by alter ing .,the. proportions in which ;inputs
 
are used in response to, fore 1q, a change in r v.prices Re

ferring to Figure.4.1, itwas pointed,out earlier that producers ,operating 

along isoquant A are.not restricted to producing at points a, .b,jandc. 

They can combine processes.OT1 and 0T for example, to operate a

points on segment bc. ,, Since alternative techniques in Figure; .1-repre

sent combinations of existing, known inputs, producers can adapt rela

tively easily as economic conditions change, at least adapt within a
 

range .of input .combinations. With technological change, however,, this
 

familiarity no longer exists. 
However, adaptability also refers to the 

capacity for modifying .improved inputs which could not,be ,profitably 

adopted in their current form. Fertilizer mixtures, cultivation 

practices, and feed rations suited to one region of a country may not be 

economically feasible in another,area until some modifications have been 

made. The problems associated with international transfers, of.tachnolnv
 

are more numerous and quite. apparent. 

Adoutability, on the .otherhand,denotes producers!. capacity to 

profA,aDiy assimilate technologicallyvimproved inputs in their. present 

form into the..firm. ,Locally-developed seed varieties, artific ial in

semination techniaues,,,and irriRation numnat would hi PwAvrn',n, -f. i4kh o 

phenomenon.
 

In Figure 4.1, capital and labor are denoted as the variable in

puts applied to some unspecified aggregation of fixed inputs. 
But what
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type of~capitalois being represeated in- this .L ., LcjL~UUL5 WU 

ing capitat suc~h as!. product ion-per iod ,expenditures .,for i seed i fertilizer, 

andAirrigationwater± inputs to -be-combined-with a'. collection of fixed 

inputs, -. of -adaptabil.ity-and adoptability, assuming: theseT,The.problems 

workingcapitalf!InputsAare, employable in their--current form,. are rela

tively small in: contrast to-changes: in capital-use levels involvihg both 

workingf and. fixed-.capital inputs..,A number. of. reasons are applicable: 

(1.) The: working: capital inputs are largely used up during each

production, period even though some fertilizer and irrigation water 

residuals.remain. Since producers must purchase these inputs -for each 

production)period, ,they have a good deal ofL flexibility in altering 

quantities used in response to anticipated changes in economic condi

tions.,and any, technological, innovations that may. be available. Invest

ment in fixed capital'inputs, provides a flow -of returns-over a longer 

-period of timei.which generally reduces the rate and,scope at which 

producers .canadjust their operations to changing economic conditions; 

:(2) .-In addition:to the shorter life of working capital inputs, ex

-penditures are usually .small relative;to those for .fixed capital. 
Ex

penses can-.be sat!,leas t partially financed out of current incom; credit 

.can~usuallybe .obtained.since-financing-is ostensibly ,for productive 

(purposes, .the rreturns. of -which will .be realized within a relatively 

:shorti period.of, time., Longer-term0 credit obligations ,associated with 

investments :in the atructure :of. the.-firm restrict. producers ',activities, 

especially duringiunfavorable ,production periods when additionaLI 

ifinancingais often',necessary,;:and. 
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wrcngcaplta~liLnputs place£fewer demands onthe .need&for-'.
 

comp lemencary input s .to: maximize -returns, , 
 For producerssaccus tomed,
 

toiusin a:)seed fertilizer-irri'aatin water:,eonf iaiAIr nn " 411YA
h- A 

aD1LItv4of;.an improvedseed Variety requlrlng a different-applicatioi of
 

fertilizer ,and 
water does Jnot,alwAys, taxrthe .producers' managerial
 

abifties ; since,,such adjusntments have usuallv'been,made in the naet.
 

Conversely,;
.the' substitution -£ofmechanicalk power,for draft",animals t and
 

h6uman labor.does' present a; ,situation.where new managerial-:inputs are
 

required , to6' ,operate and maintaini-the .machinery.i-,In addition, a- different 

complementw.of! implements.,is-4often necessary. ;,That is', a plow suitable
 

for- use with 
draft powe r may not be-equally.suitable.-for mechanical., 

-power 

Technological,changei .can originate.'exogenous ly. or endogenously. 

,The 'longer-term 'consequences. for. additional, technological -progress. and 

forkthe rate0,£of adoption are' -important i.,howevero Technological -change 

"-developedby.indigenousv'institutionsfmayhave,two beneficial aspects:
 

(1)j,-,echnological,"development will-,be zoriented 
- toward ,local s ituations 

so that.the ease'and rateeof,'adoption,is facilitated; and (2) A more
 

favorable4attitude ':toward,:.technological.change, especially ,.If endogenous
 

effortsi are "highly!successul-, -may'develop,.and, fin.,turn, an.increased
 

receptiveness and-capacity ?for -adopting :,exogenous ly generated:,technoogi."
 

ma'l change. .Converselj'techhological-progresa,is cumulativein
i-nature
 

ihichhsuggests that successfull technological progress requires or 
is
 

facilitated by ear iert progress inl this ;field-j., The,major problem-jin
 

generating internal technological advances less-developed
, &s-!that~most 


areas do not have thiatl-constellation of 1AQ* .A. .... 4144. .. . 

http:complementw.of
http:aD1LItv4of;.an
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researchers, ,andi monetary and politicalsupport conducive to making,tech

nological progress.. This- is not to~say that. individual producers do not 

attempt-to improve the efficiency of their operations through devising
 

their own production and-management,techniques,. Rather,. the major tech

nological breakthroughs that significantly stimulate developmental pro

cesses are -likely made in established research centers; these are not
 

widespread in less-developed areas.1 Exogenously-developed change will
 

usually not promote endogenous technological advances unless there has
 

been a fundamental modification of the indigenous social structure (4.7). 

Generally speaking, such .amodification involves a change of attitude to

ward agricultural production, particularly by those elites who view agri

cultureand agriculturalists with relative-distaste. Such a shift would
 

include.a different attitude toward workers engaged in manual operations,
 

a reorientation of the educational system and the attitudes it generates
 

toward physical sciences and away from the relatively strong emphasis on
 

aesthetic studiesi, and a reduction in the incidence of absentee landlordism.
 

Producers' obiectives
 

Only a few, general comments about producers' objectives as affect
- .I ) - ' ''2 

ing choice of production technique are intended here. It is perhaps
 

almost axiomatic that the majority of individuals in any society are
 

IThe successes of agronomic research inMexico, the Philippines

and Nigeria cannot be considered as primarily indigenous in nature, but 
rather cooperative undertakings with researchers from developed areas,. 

2Producers' objectives are discussed more comprehensively in
 
Chapter VII.
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ietcnoni, men' . hat -is,, even though :they. aCt-under s ocial,1 and- cul tural 

restraints ,,both-sef,-,t ,and fexterna1ly-imposed, most' individuals *can be 
assumed.to tprefermorer/economic goods toless ;,,;subject; to' these con-, 

s trjnts.., .As .lqng -as: -the net, gain- from procurement, and cons umpt ion of 

goods. is ,,pos:itive,, ,utility is increased. 

.Sbsistence-oriented producers who are-also survival-oriented have
 
little capacity.or motiva*-ion to -alter traditional -production techniques
 

and u9,utput, configurations. .,The. appeal of historically-proven and familiar 

production practices over .unfamiliar alternatives is quite apparent.
 

Giyentheir decision-making environment, the, choice against change is
 

a .ratlional choice.
 

Utility is a function of:factors other than profits and consumer
 

goods purchasable with these profits. 
 Consequently, the rate at which
 

producers, adjust -their operations to changing environmental conditions
 

is. affected.. Referring again to Figure 4.1, even though the pL/PK 

ratio indicates that OT2 is economically efficient rather than OT1,
 

some producers may rationally choose to maintain OT1 since using OT2 re

sults in a substitution of capital for labor, thereby releasing a quan

tity of labor for which alternative productive employment within the
 

firm is not available. 
Similarly, in certain societies individuals
 

comparatively "well off" are expected to share their relative good
 

fortune with less-fortunate'rPlatives. 
Thus, even though OT. is apDro

priat'e "for :p/p as drawn, producers may empIoy a greater than economically

optimal number of labor.inputs.
 

As noted in Chapter III, in areas where tenurial jinPa-n1.A4, 4a
 

http:capacity.or
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high or where costs andreturns are not shared in equitable proportions, 

tenants are often motivated, to extractothe maximum possi le from land

owners'resources without serious consideration to longer-term conse
quences for resource productivity. Thus, these production techniques
 

may be optimal for the tenant in the short-run but not optimal to the
 

landlord nor to .society in the long-term context.
 

On large estates where land is often farmed extensively and a
 

portion of productive land remains idle even though relatively inexpen

.ive labor could be employed to bring this land under cultivation, land

owners' objectives as related to choice of production technique would
 

seem to give substantial weight to factors other than economic. 
To the
 

extent that political and social power are derived from land ownership
 

and favorably skeweu income distributions, landowners may prefer main

taining the economic and social status quo within the agricultural sec

tor. 
 Even though intensive cultivation by tenants and landless laborers
 

is economically remunerative to landowners, the attendant higher incomes
 

for these low-income groups and the potential risein their aspirations
 

and expectations for a greater share in the product may be viewed by
 

the landlord as 
forces ero4ing his increased returns with eventual
 

social and political unrest threatening his continued possession of the
 

land. 
 In this situation, producers' production techniques are not op-.
 

timal in a macro-economic sense since the majority of people tend to
 

view these techniques as contributors to suppression of developmental
 

processes and individual well-being.
 



- 152 

up-imai:-rrod.idtLoti TechnIque 

,fn fselectng theft optimal' .productf'ion' t e chnique; producers give 

considerat'in' "t': the' numbe6of economically-feasible alternatives, 

economic -coiditions as-reflected in price..cohfigurationsw. objfectives

they"pursueil factor-or inputendowments, arid allowance for Various-forms 

of uncertainty. The weights-assigned to these factors vary with types of 

producers- For those operating essentially outside the market economy, 

physical input-output relationships are more important than market prices. 

"Noneconomii considerations may be incompatible with meeting the marginal
 

conditions4for economic efficiency. 
Owner-operators and producers with
 

secure, long-term tenurial arrangements assign a zero weight,,or nearly
 

so,;to tenuria-l uncertainty while tenant-producers may weigh heavily
 

this uncertainty in making-production and private investment decisions,
 

decisions affecting both current and future production techniques used.
 

The optimal production technique is that one which is consistent
 

with satisfaction of the marginal conditions for economic efficiency.1
 

This:implies-profit maximization, the objective whose generality has been
 

questioned; but more specifically, the objective is stated as 
a con

strained profit maximization. 
,Anumber of side conditions can be re

flected in the constraints, The capital constraint, K0 , can be defined
 

as net of "social" expenditures, hoarding, and other essentially non-


Equations D.L,, 
D.16 and D.18 in Appendix D plus the second-order
 
conditions.
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1
 
productive outlays. Labor endowments reflected in labor inputs avail

able from family members may be expressed in quantities which are net
 

of leisure preferences and of time devoted to social and governmental
 

functions. Large landowners opting to produce crops amenable to exten

sive cultivation can constrain labor by the amount they want to employ
 

consistent with maintaining existing social and economic relationships.
 

Initially, determination of the optimal production technique from
 

the static, micro-economic viewpoint is discussed. Subsequently, tech

nological change is introduced.
 

Two input, one output, static case
 

In Figure 4.3, isoquants similar to those in Figure 4.1 have been
 

drawn. The shape of the isoquants is determined by the technical relat

ionships incorporated in the production function. When juxtaposed with
 

the appropriate input price ratio, the optimum production technique
 

associated with the specified output levels is determinable. The corre

sponding optimal production technique varies with different producer
 

situations.
 

1To term these expenditures as nonproductive is perhaps incorrect.
 
"'Social" expenditures, for example, social observances of family events
 
and giving gifts to relatives and patrons, can be viewed as means where
by the individual's position in local society is maintained or improved.
 
Such practical consequences as being able to secure financing from rela
tives and landlords during adverse economic periods and to continue
 
favorable tenancy arrangements may be partially contingent upon observ
ing these social proprieties. Also, work-share arrangements among villagers
 
are maintainable only with social stability within the village.
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L I 	 Ka 

Capital 

Figure 4.3. 	 Derivation of optimal production techniques for two
 
outpu1t 
levels under 	alternative input price relationships
 

With segmented isoquant A, rays 0T3 
and 0TI are also ridgelines
 

denoting the extremities of the alternative, economically-feasible
 

1
 
production techniques. For isoquant B, any ray from the origin to any
 

point on the 	isoquant is economically feasible. As observed earlier,
 

producers operating along isoquant A are not restricted to producing at
 

points a, b, 	and c. Superimposing the relevant budget constraints, 
i.e.
 

the constraint on the amount of labor ard capital which can be used, the
 

appropriate least-cost combinations of inputs and the corresponding pro

duction technique are derived. The identioel "InnDa 
nf the two budget
 

IThe ridgelines delimit that portion of the isoquant reflecting
 

nonzero marginal products of the two inputs.
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constraints indicate that both producers confront the same labor and
 
MPPK P
 

capital costs. On isoquant A, MRS	K _ - at point b and 
K-L MPL
 

technique OT2 is used. On isoquant B, the corresponding optimum pro

duction technique is UTb
1
 

Assume the slope of a new pK / PL ratio is equal to the slope of 

one of the segments in Figure 4.3, for example, ab. From an economic 

standpoint the producer is indifferent as to which point on ab and the 

corresponding production technique he selects. However, his attitude
 

towards using greater amounts of labor versus inanimate capital would
 

condition his selection of a production technique.
 

For producers with relatively fixed input endowments, for example,
 

subsistence-oriented producers with relatively-large amounts of labor,
 

the optimal production technique is less affected by market prices for
 

the two inputs. If endowments consist of OL1 and OK of labor and
 

capital, respectively, OT3 will be employed even though the ratio of
 

input prices indicates that OT2 is that technique consistent with the
 

marginal conditions. If the producer measures pL in terms of opportun

ity costs, taking into account his subjective estimates of social costs
 

associated with his working as a laborer, the pL may be considerably
 

below the prevailing market wage rate so that the modified PK / PL
 

1Points b and d represent least-cost combinations of producing 40
 
and 200 units of output, respectively. Implicitly assumed is that the
 
variable costs of production at these output levels are at least covered
 
by revenues earned. Also, points b and d denote economic coexistence
 
of the two firms of different siges using different production tech
niques only if the short-run variable costs of each firm are covered.
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ratio hasfa sufficient-ly-high slope which tends:.to make OT3 .the,pro

duction technique which als, meets the marginaL-conditions.for economic
 

efficiency.
 

Estate owners may decide to constrain the level of labor use tn 

a
 

OL, in Figure 4.3. To produce 200 units of output, production technique 

OT would be used. According to the pK / PL ratio, as drawn, OTb is the 

optimum technique. Is OT nonoptimal for those producers who want to 

sustain existing economic and social patterns? As before, if pL rep

resents the opportunity costs for labor inputs, those producers who view
 

the employment of more 
labor as having potential social, economic, and
 

political costs can subjectively view PL as being composed of the market
 

wage plus these additional costs which producers may potentially incur. 

Thus, the pK / PL has a lower slope than that of the ratio drawn, and
 

the corresponding optimal production technique may be one which approaches
 

OT
 
a
 

Two input, two output, dynamic case
 

As discussed earlier, technological progress generally affects the
 

production techniques and, in tarn, relative input demand and output
 

configurations for adopting producers. Changes occur in the shapes and
 

positions of the isoquants associated with each input endowment-and, in
 

turn, the marginal rates of substitution between the two inputs and the
 

consequent optimal production techniaue. 
The hvothetical effects can 

be qualitatively expressea Dv. Ta slmDie mathemai1 


http:tends:.to
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Equation 4.1 denote the static production function and Equation 4.2 the
 

dynamic form where the latter incorporates allowance for technological
 
1
 

progress.
 

Y = a L K (4.1) 

LC ( l +Y(t) = a t) K (1 + 0d (4.2) 

(t )( K + t 

(0(l+t) 1, 2, ... (4.3)MRSKLf MPPL d . t ) 

Technological change is admitted for capital and labor where
 

Yt = coefficient of technology for labor inputs and 0t = coefficient of
 

technology for capital, each corresponding to the specific time period,
 

t, under consideration.2 Since technological progress does not flow at
 

a continuous, constant rate, the values of the technological coefficients
 

vary with time periods, for example, Y1 = 2 < Y3 = Y4" Consider only 

two time periods where y2 Z v, and 02 V If from t in01. to t2, 0 

creases 'relative to Y, ceteris paribus, the - increases. That is,
MPPL
 

1The more conventional method of incorporating technological progress
 

L K
into the production function is the following: Y) = er where
 
Y(t) =e aL K
 

r = rate of technological advance per time period, t. In this formulation
 
new technology is assumed to grow at the constant compound growth rate,
 
r. Technological progress, however, does not appear to take this path;
 
rather, progress appears at different rates and points in time and not
 
in each successive time period in the planning horizon.
 

21n Equation 4.1, the term a reflects, among otfher factors, the
 
impact of fixed inputs in the production process. By implication, the
 
planning horizon is sufficiently short so that all inputs are not var
iable. Technological progress of a disembodied nature which affects
 
the fixed inputs, for example, improvement in quality of management in
puts, could be incorporated into Equation 4.2 in a form such as a(l + t).
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MP, Increases relatively more than the increase, inMPPL 
 Technological
 
progress is capital-using in nature. 
Conversely,.if y increases,rela
tive to $, the MPPK / MPPL ratio declines and the technological progress
 

is labor-using or capital-saving. Technological progress tends to in

crease both 0 and Y. Increased labor efficiency and improved manager

ial inputs through government extension services or some other educat
ional program not'only increase MPPL; but since labor is in a position
 

to use capital inputs more effectively, MPP, is also augmented. 
The
 

converse is also true.
 

As indicated earlier, awareness and availability of technologically

improved inputs are necessary before producers incorporate these into
 
their operations. In addition, producers have to estimate the values
 

of 0 t and Y and the consequent impact on resource productivity. Informtt
 

ation of varying usefulness may be available on the productivity of a
 
new seed variety, fertilizer mixture, or livestock ration. 
Even if pro
ducers have access to this information through extension services, com

munications media, or word-of- mouth, the production response obtained
 

on a research farm or even on a neighboring producer farm is usually
 

not directly applicable to the situation applicable to the potential
 

adopter. 
Differing agronomic conditions, input complements, and weather
 

factors affect the productivity that potential adopters expect to
 

realize. For example, what is the expected shape and 
position of the
 

isoquants under varying assumptions .regarding weather factors and the
 

e fect 6f techno1n 4,1 
 o 
 the marginal physical productivities
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of labor and capital?. These expectations whether rational or irrational,
 

precise or imprecise, affect investment decisions, physical productiv

ity possibilities, and physical efficiency of input usage. Such consider

ations then must be juxtaposed with estimated input and output prices
 

in order to determine the optimal production technique.
 

Efficiency of Resource Allocation
 

The evidence of economic efficiency among agriculturalists in less

developed areas is not abundant. The studies of Agarwal and Pathak (4.1),
 

Barraclough and Domike (4.2), Chennareddy (4.3), Daniel (4.4), Desai (4.5),
 

Hopper (4.9), Sahota (4.11), and Tax (4.13) provide constrasting views
 

relative to the economic efficiency of producers. The question of the
 

generality of these individual studies to conditions existent in other
 

less-developed areas remains unanswered.1
 

To evaluate the efficiency of resource allocation, criteria for
 

efficiency are necessary. But efficiency can be viewed from several
 

viewpoints implying different criteria. Similarly, efficiency must be
 

related to the objectives pursued. The standard for evaluating allo

cative efficiency is that set of conditions specifying the marginal
 

lln connection with the Tax (4.13) study of Panjachel, Guatemala,
 
indicating that resources were being used in an economically efficient
 
manner, Barraclough and Domike (4.2) state that their study which
 
included a visit to Panjachel revealed th following: "Panjachel was
 
one of the most commercially oriented small-holders' communities encou
 
tered in upland Guatemala, confirming Tax's observation that it was
 
atypical in the region with respect to its highly intensive land use.
 
The small-holders were found to be using imported seeds from Holland.
 
Nonetheless, there were serious institutional obstacles to improving

incomes further even in this exceptionally progressive community, the
 
principal one being the scarcity of cultivable land available" (4.2,
 
footnote 6, p. 400).
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conditions-.for,.economic4efficiency. See"Appendix D The troduce' s
 

objective!in,,Equation,D..9,,,isj'profit: maximiiatibn subject -to the-p'ital
 

constraint, K09, -The optimum resource'allocation'pattern, as 1in;'Equ14tion 

D,18 -.requires ithat the marginal value,product of each,'input in the,pro

duction of each.output must equal 4, the marginal value product assdciated 

with an increment of K. In the absence of perfect knowledge, all of the 

price and technical relationships must be estimated. Consequently, if
 

an ex post evaluation indicated that the marginal conditions were satis

fied, it would only be by coincidence. The fact that producers do not
 

or are not able to satisfy these marginal conditions at least partially
 

reflects that they must make their decisions with imperfect knowledge.
 

Considering the implicit production function[ F] (ql . . . , qs) 

in Equation D.9, the implicit assumption is made that the functional 

relationship [F] reflects the most technically-efficient production 

technique. That is, producers are not producing at any point interior
 

to the production surface. Yet, the marginal conditions for economic
 

efficiency can be satisfied with alternative functional relationships.
 

For example, the producer may not be aware of an improved input or man

agement practice which would alter the relationships implicit in [F].
 

In this situation, even though the producer may be acting so as to sat

iSfy the marginal conditions, society could view him as operating inef

ficiently. Similarly, when production practices reflect accommodation 

to sodial preferences ad religious beliefs, a-divergence between effic

iency"as viewed by the producer and by, for.example. an extension agent 

or'nati,onal planner is likely. 
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ak r 

uarrangements are,ia:t'onally; mitivated tb exploft" resouirces
 

As noted iWChapter' "II1-"tenants' operating under shbr-e:m, inse

so as 'to -maximize.',,present produc'tion.' With this' bbJective," efficdiency
 

ofi-'resource use -isnot coterminous with-resource use: ovei'ime from
 

neither the: landlord'a- nor society's Viewpoint.' A similar'diveigenc
 

appears to hold among "latifundia" owners and society in Latin America.
 

If,those whose"assumed objective-is that of maintnining the economic
 

and Socialk status"quo of individuals in surrounding "minifuindia", exten

sive cultivation of the land employing relatively small amounts of
 

local labor-is conducive-to'.real'izing that objective. Conversely, more
 

intensivel'cultivatioh of the land providing-additional employment oppor

tunitles 'andhigher-incomes to agricultural laborers is consistent with
 

national planners' objectives such as expanding production, increasing
 

individual ,incoine levels, and promoting social and political stability.
 

Finally,, communal--type: societies have objectives other than economic
 

efficiency. -Thi 

b- is expected to be true where shifting cultivation is
 

sustained to-promote.social and religious objectives. Annual distri

'
 'butions of-land by- sbme7central authority according to-the cultivator's

needs' a're-not'likely '6onsistent with short- or longer-term efficiency.
 

Indiv.dual- initiative ahd private investment are-not rewarded accordingly
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buzmarv... Fianniniz for.-Effir-isnt-,.rndi,t4nn.-.Toe-i4eiiime 

dhetier labor is t I. n1-fulIV or...IP.h..n .wlFi, r.ed. in.rur.- areas, 

the.-,hign ,rates ,.ot., population growth relative, to therate at which new
 
employment,opportunities, are, generated in. the economy suggest, the neec
 

for,,labor."intensive production .techniques .in!the agricultural sector. 

Thls ,need is accentuated, as- increased industrial production of,consumer 

goods displaces, rural artIsans.and. craftsmen previously producing a por

tion of these goods. ,.As noted in,.the, preceding chapter, the proportions 

of labor and-,,capital representing the.product-ion technique utilized are 

conditioned .by,land tenure ... tenur.ialsystems. Reducing insecurity encour

ages, nonexploitative cultivation practices. The tenant-cultivator,
 

ceteris paribus, has,a vested.,interest.,in maintaining and imnrovin2
 

soilr productivitv,
 

The.nrodurfHvtty differentials implicit inTable 3.7 suggest_ the,
 

potential for.increasing production through-at least partial redistri

bution of,the.extensively-cultivated "latifundia" to smaller-scale cult
 

vators 
us ing:the landmore., intensively. This potential is augmented if
 

inputs, complementary to land.and famrily,,labor: are.made available to these
 

cultivators. 
.Productionctechniques areconsequently alteredin .favor of 

labor-intensive practices ' Reds tribution 9f. large land. holdings, into 

units which are not fragmented and are economically viable over time
 

facilitates substitution of capital for labor at a later date if and
 

when l:!abor becomes relatively expensive compared with capital. 
Any
 

redistribution program. 'however. is honntra+'n-
 by its political feasi

?illity, That is, land redis,tribution into econo nialv._.hl1 i,.ni4 A,, 
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be incompatiblewith.the number of individuals.demanding units.of land.
 

Not ,onlydoftenants, squatters, and landless laborers have legitimate
 

claims, but nonagriculturalists are,often able to.*share in the redistrib

ution program. The-economic viabilityrof these units is strained as
 

long fas high ,population growth rates, limited expansion of employment in
 

nonagricultural sectors, and traditional production techniques continue.
 

Whether population pressure on land reduces the incidence of shifting
 

cultivation or public policies are implemented to encourage a sedentary
 

type of cultivation, previous production techniques are no longer appro

priate. Reducing the length-of shifting cultivation cycle and(or)
 

engaging in stationary cultivation practices require new techniques for
 

maintaining soil productivity. Consequently, research and experimentat
 

on new seed varieties and fertilizer mixtures are necessary.
 

Labor-using improved inputs
 

Most improved inputs whether seed varieties, fertilizers, irri

gation systems, or tools are usually labor-using despite the tendency t
 

term these inputs as capital. They are labor-using because higher outp
 

levels fequireincreased labor for weeding, watering, harvesting, and
 

threshing operations. On the other hand, mechanization of harvesting
 

and threshing likely improve the timeliness of completing these opera

ttonsbut-.previously-employed labor is displaced in the process. 
 Mech

anization ofifarm operationsemust be subjected toga test of economic
 

feasibility. Social considerationsmay subsequently be taken into
 

account.
 

http:units.of
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,The ease-withswhich,imrovediinDuts,and eltvA ini .. A&c A,' 

be~grarceq on tolor-integrated.Intoexisting firm,activities istimportant.
 

,Costs and-returns~must also be-considered. 
For example, improved var

ieties of.crops currently grown.are more readily adoptable'than newly

introduced crops..,Production and price uncertainty'are relatively high
 

for the latter crops. Therate of adoption is conditioned by producers'
 

awareness, objectives, and financial and managerial capacity for obtain

ing and using these inputs.
 

Diversification of firm enterprises
 

Diversification has both positive and negative aspects. 
The posi

tive aspect is that uncertainty is spread among more than one source of
 

income and a 
more continual flow of income throughout the production
 

year is possible. The economic plight of small-scale producers is part

ially due to their seasonality of income. They are effectively forced
 

to sell immediately following harvest at a time when market prices are
 

depressed. Conversely, they often have to incur debt so as to meet con

sumption and production expenses prior to harvest. 
This seasonality of
 

income 
.can also be.reduced in those areas where multiple cropping is
 

feasible.
 

The negative side,of diversification is that producers do not real

ize those economies of size associated with specialization in production.
 

CoPnvrsely, they avoid the economic vulnerability associated with pro;
 

duction specialization with fluetuatingimarkets.
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CHAPTER V. RURAL7 CREDIT, INSTITUTIONS 

At some point in time , .external financin2 is.reiuired bv..most 

agricuituralists throughout the world. The factors creating demand for
 

credit are universal! to.suatain.eongumntionnatavna dti-4a "",, AO
4A 


or 
ra±iing incomes, to accommodate emergency situations, to finance 

privatejinvestment and production exnenses.,and to enaacyp innnpani, 

consumption. The conditions affecting credit availability and use
 

vary with the size of the firm and the stage of development of the
 

agricultural sector and of the economy, in general. 
For subsistence

oriented producers, external financing is a means of alleviating the
 

impact of those factors which upset the relatively stable pattern of
 

production and consumption. For these individuals, the need is often
 

so imperative that the terms under which credit is provided are not of
 

immediate importance. The consequences, however, can be of long-term
 

importance. High interest rates and repayment schedules not geared to
 

the debtor's capacity to repay, a capacity which is extremely low for
 

subsistence-oriented producers, essentially put the debtor at the mercy
 

of private lenders. The consequence is often the need to secure addi

tional credit and possible, eventual appropriation of the debtor's
 

as sets by the lender. Consequently, providers of funds, whether pro

fessional moneylenders, merchants, or landlords, are able to accumulate
 

assets'and labor services from the debtor, both which further weaken
 

his bargaining power,relative to those exerting influence on his economic
 

and social well-being.
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Because of a relatively larger stock of assets and.betteracpmen
 

for engaging in business relationships, the market-oriented-producer is
 

in a somewhat more favorable position than subsistence-oriented producers.
 

Through the bargaining process, the terms of credit granted him are more
 

reflective of the purpose for which the credit is to be used and of his
 

credit worthiness. Yet, smaller, market-oriented producers are subjected
 

to many of the pressures surrounding credit to subsistence-oriented
 

producers. They have a relatively low capacity to save and, therefore,
 

are highly dependent upon external financing.
 

The owners of large production units such as estates and planta

tions usually have recourse to the same sources of credit as indus

trialists and import-export firms. These commercial sources are in
 

a position to provide relatively low-cost credit. Too often, the
 

services of these institutions are not available to smaller producers
 

or are available only on a very limited scale. Foreign-owned enterprises
 

have access to relatively inexpensive capital available from the de

veloped countries. These firms have the collateral, managerial com

petence, and business contacts permitting them to secure financing on
 

favorable terms.
 

Definition of Credit
 

As a generalized definition, credit may be viewed as a temporary
 

transfer.of resources, either in monetary or real form, from those with
 

a relative abundance to those in need of additional resources where the
 

latter, in,addition to repaying the initial value of the credit extended,
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compensate-tne-ownerzor ,ttieuse o his resources. This compensation, 

that is'"Iinerest"I"assumes a number of"forms.' Itmay be monetary or
 

paytent inkindlabor services provided by the debtor, or creditors
 

having the 'use and product from some of the debtor's resources for a
 

limited-period of'time. In addition to credit in the form of money,
 

credit in kind is granted as seeds,'fertilizers, and tools are advanced
 

by a local merchant, landlord, or cooperative organization. Credit in
 

the form of consumption goods isalso usually available from merchants.
 

Demand for Credit
 

The necessity and usefulness of credit financing have already been
 

alluded to in the first paragraph. The demand or necessity for credit
 

arises from the fact that wealth and income are not distributed according
 

to the various requirements of individuals engaged in economic activities.
 

In the context of agricultural growth, credit represents the means where

by private investment in improved inputs, to the extent that such inputs
 

are available, provides the potential for shifting the production func

tion upward or for reducing the variability of output realized in any
 

production period. Credit also is necessary to obtain working capital
 

both in traditional and improved forms, so that the producer can begin
 

cultivation and planting operations.
 

Credit provides,one of the ingredients for transforming the
 

structure of the agricultural sector so that both development and growth
 

can potentially proceed. This longer-term credit may be used for
 

digging wells and expanding 'irrigationsystems. Long-term credit may
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permit previous tenants to become landowners, thus modifying the tenure
 

structure with potentially favorable effects on private investment and
 

land-use patterns. Also, cooperatives engaged in marketing and input

supplying-activities may be financed by private and public funds.
 

External credit enables cultivators to weather unexpected con

tingencies, seasonal discontinuities of income, and crop reductions or
 

failures which in the absence of credit would force cultivators to
 

sell a portion of their productive assets or labor services. Other
 

things being equal, this reduction in productive inputs would tend to
 

reduce future production and, in turn, the producer's capacity to
 

meet annual production and consumption requirements.
 

The high incidence of credit obtained from private or informal
 

sources, and these lenders' predilection not to keep records nor to
 

divulge the nature of their transactions tend to obscure the reasons
 

for demanding credit and the actual use made of funds provided by
 

creditors. However, determination of the actual use of credit is
 

important in devising credit institutions which can accommodate the
 

needs of borrowers and in assessing the economic efficiency of using
 

one of the scarcer resources in most less-developed areas.
 

Despite a general reluctance to incur the economic and social onus
 

of debt, the data obtained in the All-India Rural Credit Survey (5.13)
 

indicate that among cultivators and noncultivators, the percent of
 

families borrowing was 58.6 and 38.6, respectively, during the 1951-52
 

period. In determining the demand for credit, both the number of
 

prospective borrowers and their respective credit requirements must
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hbe ponsidered. In50addition,. the 4istribution of demand through time 

has, an, important bearing on the capacity, of credit suppliers, to provide 

the.,quantities of credit demanded. Tables 5.1 and 5.2 contain the
 

frequency,distributions for the number of borrowing families and the
 

amount borrowed for four classes of cultivators, 2 respectively.
 

According to Table 5.1, the percentage distribution of borrowers
 

is not markedly different for the four classes of cultivators. The
 

overall borrowing rates further substantiate this. The percent of
 

families borrowing in all districts was 57 percent for the "big"
 

cultivators, 59 percent for the "large" cultivators, and 61 and 55 per

cent for '"medium"and "small" cultivators, respectively (5.7, p. 254).
 

Table 5.2 indicates a positive association between the size of the
 

farming operation and the amount borrowed. "Small" cultivators borrow
 

or are restricted to borrowing in relatively small amounts. This does
 

not suggest, however, that small cultivators do not have need for
 

or could use larger quantities of credit. "Big" cultivators not only
 

IA high proportion of short-term loans gives creditors relatively

high liquidity with a capacity to accommodate credit needs as they arise.
 
As will be suggested later, this liquidity is usually associated with
 
higher credit costs to the borrower.
 

2Within each village, cultivating families were ranked in descending

order by the size of cultivated holding into ten deciles of approximately
 
equal numbers of families. For the village sample, two families from

each of the first five deciles and one family from each of the last five
 
deciles were randomly selected. At the district level, the deciles were
 
grouped into three categories. The "large", "medium", and "small"
 
cultivator categories represent the first three, the middle four, and
 
the last three deciles, respectively. The "big" cultivator category is
 
a subset of the "large" and represents only the first decile. Where the
 
"1upper and lower strata" terms are used, they represent the first five
 
and last five deciles, respectively (5.13).
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Table 5. 1. 	Frequency distribution of districts according to the
 
proportion of borrowing families among four classes of
 
cultivators in India during 1951-52* ; 

Proportion of 

borrowing 

families 


Below 10 percent 

10 to 20 percent 

20 to 30 percent 

30 to 40 percent 

40 to 50 percent 

50 to 60 percent 

60 to 70 percent 

70 to 80 percent 

80 to 90 percent 

90 to l00 percent 

Total districts 


Big 
cultivators 

-


3 


1 


7 


18 


13 


15 


12 


6 


75 


Number of 
Large 

cultivators 

-


1 


3 


6 


11 


25 


12 


8 


8 


1 

75 


Source: Jakhade (5.7, Table II.).
 

districts 
Medium Small 

cultivators cultivators 

1 -

- 2 

6 8 

2 7 

15 15 

15 18 

15 11 

14 10 

4 3 

3 1 

75 75 



Table 5.2. 
Frequency distribution of districts according to average size of borrowingamong
 
four classes of cultivators in India during 1951-52*
 

Number of districts 
Big Large Medium Small 

cultivators cultivators cultivators cultivators

Average size Per Per Per 
 'Per
 

of Per borrowing Per borrowing Per borrowing Per borrowing
borrowing family family family family family family family family 

Nil 

Below Rs. 100 

Rs. 100- 200 

Rs. 200- 300 

Rs. 300  400 

Rs. 400 - 500 

Rs. 500- 600 

Rts. 600- 700 

Rs. 700 - 800 

5 

8 

13 

6 

10 

12 

5 

2 

--

--

8 

4 

9 

5 

7 

8 

5 

17 

14 

13 

10 

8 

2 

--

--

--

6 

8 

9 

12 

6 

7 

7 

.---- -.-

21 3 

30 22 

13 18 

9 13 

2 10 

-- 5 

-- 3 

..--

-

37 

28 

8 

2 

--

--

--

.. 

-

-10 

29 

20 

5 

8 

2 

1 

Rs. 800- 900 

Rs. 900- 1000 

4 

1 

7 

1 

2 

2 

5 

6 

-- 1 

........ 

.--

Rs. 1000- 2000 

Rs. 2000 and above 

8 

1 

23 

3 

2 

.-

9 

--

........ 

...... _ 

Total districts 75 75 75 75 
 75 75 75 
 75
 

*Source: Jakhade (5.7, Table IV.). 
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have the collateral for securing large loans, but they would also be
 

expected to require larger amounts for investment and working 'capital.
 

This is borne out in Table 5.3 where capital and current expenditure on
 

farms are positively associated with farm size while family or consump

tion expenditures have an inverse association with farm size. Nearly
 

60 percent of the credit obtained by small cultivators was reported as
 

being used for family expenditures. This likely reflects the rela

tively low incomes and cash reserves of these individuals and their
 

seasonality of income. Larger producers have more opportunities to
 

diversify farm enterprises and to receive a more even flow of income
 

throughout the year.
 

The distribution between short- and long-term loans for alternative
 

purposes is given in Table 5.6. Considering average borrowings for agri

cultural uses, about two-thirds of the credit was obtained on a long

term basis and the remaining one-third was considered to be of a short

term nature. In comparison, average borrowings for consumption were
 

nearly evenly divided between short- and long-term arrangements. The
 

amounts borrowed for other uses were relatively unimportant. Again, it
 

should be kept in mind that these data are those reported for 1951-52 only.
 

An intuitive discussion of the nature of the demand curves for the 

major uses. of credit is presented in Figure 5.1. Demand curve D1D is 

drawn to reflect a low responsiveness of credit demand to changes in the 

interest rate. _.Curve D1 1 is appropriate for small-scale cultivators 

IThe interest elasticity of demand varies-with points on the de
mand curve. Thus, low respons-iveness does not imply an inelastic de
mand. Rather, incremental changes in interest rates are associated
 
with less-than-proportional changes in quantities of credit.
 



Table 5.3 Percentage distribution of borrowing according to purpose among fa,,r lsaoQ.aQ Onf 

-nut,-4a-n c inlIndia during 1951-52* 

morrowing zor une purpose specirled as percentage of total borrowings
 
Big Large Medium Small All
Purpose of borrowing cultivators cultivators cultivators 
 cultivators cultivators 

(Percent)
 

capital expenditure
 
on farm 35.5 34.7 30.5 23.2 
 31.5
 

Current expenditure
 
on farm 13.3 
 12.1 10.1 6.8 10.6
 

Non-farm business 
expenditure 6.4 4.9 3.3 6.0 4.5 

Family expenditure 37.2 41.2 49.5 59.8 46.9
 
Other expenditure 7.2 
 6.6 6.0 3.9 6.0
 
More than one purpose 0.4 0.5 0.6 
 0.3 0.5 

Fotala 100.0 
 100.0 100.0 
 lOG.0 100.0
 
(25.2) (51.1) (33.0) (15.9)
 

-Figures in brackets represent the percent of total borrowings accounted for by each
 
Lass of cultivator.
 

.Source:, All-India Rural Credit Survey I (5.13, p. 293).
 

http:lsaoQ.aQ
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borrowing foryrsWort.-termfconsum tiZ-r, exp'enditufres and forf'inancihngj
 

working,expenseslnecessary-rfor-plgnting !and cultivation of crops Curve
 

D2D2 may be appropriate for a different class of consumption expenditures
 

These are, for example, marriages and other social events where social
 

pressure may motivate borrowers to expend at least a minimum outlay,
 

which is assumed to require C_ of credit. Beyond this level, however,
 

the amount borrowed in order to increase the lavishness of the event
 

is more responsive to changes in the interest rate (5 .6).J The credit
 

demand function for consumption expenditures is implicitly summarized
 

in Enuation 5.1 where i effective interest rate, R = cash reserves or
 

stocks of saleable commodities, C consumption to meet physiological
 

requirements. and S = social nresaures influencing consumption patterns.
 

u= IJ,(, i, G, S) (5.1) 

The weights attached to the independent variables differ with
 

different consumption: objectives. For D1Dl, R and C assume importance
 

while i and especially S have only a secondary impact. Converu;ely,
 

for D2D2,1I.and S are.of much greater importance. For large-scale
 

cultivators, thosewith more assets and presumably higher reservec,
 

both the shape and position of the demand curves inFigure 5.1 will be
 

different.fromtthose specified.
 

An implicit-demand function for credit to be used as working
 

An important policy consideration should be apparent. With a de
mand curve such as D1D1, the borrower's need is so imperative that the
 
price or interest raieis of secondary importance. This, juxtaposed
 
with private lenders' monopolistic or oligopolistic powers, suggests

that'lenders arein a favorable position to exploit borrowers by
 
charging higher than justified interest rates. That is, they can
 
readily shift their supply schedules to individual borrowers to the
 
left and exact higher interest rates.
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cait~1 ,sgiven.k iJ.ucq . w£.~~ne.,p P-p iraclio2 retiects lproducter. 

,2njpuit pr2,ce) reiationsnips -wnilcn ,concitionthe.'protitabi1ity'of. usinjg 

the1 ~ ~ P. P 4poutin 
=~D(i, p4 /p4 ,MIP 

inputs. The term MP? is a proxy for the MP of the j inputs purchas
w 

able with the producer's working capital." The cost of securing credit,
 

i, can be added to the pj so that the purchase price plus interest 

costs represent the total cost of acquiring inputs through external 

financing. The input j can profitably be used in the production of 

output i up to the point where the MVP, = p4. MPP4 p, where credit 

costs are incLuded in pI 

Figure.5.2 is used to demonstrate the demand for credit for medium 

and long-term investments in individual farming operations. The demand 

curve.for capital: which,,.represents the optimum capital stock at each 

rate, of iinterest-1 is defined. in,terms of, that level of cost for capital 

goods or.services which would,be.-operati~ve' if net investment were zero. 

This costlevel: is'denoted as r in :Panel'ic. In Panel a, points of
 

optimum capital stock.are.represented by the,marginal .efficiency of
 

capital curve,, MEC. ;)Each,.point on the:NEC reflects expected net
 

yields associated with the various levels of capital. The downward
 

slope results fromfdiminishing treturns to additional increments of
 

cavital when reDlacement cost of eanital amninta tn
 

For a more comprehensiv.e discussi.i of Figure 5.2, see Shapiro 

(5.i6), pp. 249-261. The macro-economic formulation he describes is 
dapted here to represent private investment decisions. 
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D D1 

m "D i D2 

rredit. 

Figure. 5.1. Demand schedules for short-term 
credit to meet consumption ex
penditures 

_ijME iMEI
 
10
 
io
 

.iMEC C:
 

K0oKI K* 12 1j S Investment 
Capitala b 

PRICE 
(COST) sr.. 

I Capital Goods 

Figure 5.2. Derivation of demand for investment goods when secured 
-'--" ..-- cternal financing 
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The initial capital position is postulated as K . Capital has been 

added to the point where NEC ± e ial to the prevailing interest rate, 

L • Panel b contains the marginal 'efficiency of investment curves 

associated with alternative capLuL. positions. For example, (K ) re
0
 

presents the net returns to ,increments of investment added to capital 

stock K • The MEI-curves slope downward for two reasons: (1) 
0
 

Diminishing returns are associated with increments of investment to the
 

previous capital stock; and (2) The supply,curve of capital or invest

ment goods to the individual investor slopes upward. The supply curve,
 

S'S, is drawn to reflect not only the acquisition costs of capital
 

goods which are assumed to be constant to the individual investor but
 

also the additional costs of financing the purchase of these goods
 

through the use of credit. Assuming that credit costs increase with 

additional amounts borrowed, S S is an upward-sloping supply function. 

This is assumed due to higher opportunity costs and additional risk
 

associated with larger quantities of credit provided. These factors
 

should be part-ially-offset by lower administrative costs associated with
 

loans of larger amounts.
 

Let some exogenous change occur which causes MECo to shift to MEC1 

This might occur as a'result' of a change in the tenure arrangement, a 

newly-initiated government program of price supports or public invest

ment in irrigation systems, or any other number of factors. The new 

'Whether the supply curve S 'S is linear or curvilinear, the rate 
'at,.wh chs'itslopes upward, and thelrange throughout which it exists for 
individual borrowers are empirical questions. . The assumption that the 
cost of investment goods, exclusive of interest charges, is constant 
is invalid when several investors are considered. 
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optimal capital position is K >.Kwhere K° is the, initial position. 

The correspondingmElI curve is now (K O .Ite,first time period, 

inpestment is undertaken.. to point I, the new temporary equilibrium, 

where MEI equals i. 'Thisamount of investment is added to K and a 

new capital stock of, for example, K1 is obtained. However, this, is 

still short of K*, the desired capital stock. Another MEI curve cor

responding toK 1 is drawn and investment amounting to 12 is made in 

period two. This process is repeated until sufficient investment is 

made so that K is realized. As is,apparent, the rate of investment de

clines as successive additions to the capital stock are made. 

The credit demand function for investment goods necessary to attain 

the optimum stock of capital is implicitly represented by,Equation 5.3. 

The term represents demand for credit to finance payment ofDt .the 

investment goods in period t, (K - Kt) is the disequilibrium in optimal
t 

capital position, p, is the total acquisition cost of capital nw 4,uaaf

ment goods, and.T represents an allowance for technological change.
 
Dt . DLi, MEC, (K* " Kt), PI, T] (5.3) 

Some variations in the credit supply curve which have differential
 

impacts on the rate of investment and on the length of time necessary to
 

reach K can be postulated. For example, the debt incurred in investing
 

I, may make the borrower a higher risk. The lender may' then be moti

vated to alter the credit supply curve for period two, for example, S IS 

rotates about Point S'in a counter-clockwise direction. This results 

in rw (K) ,,vLuS a ii.S, uupr-a and, in turn, investment -in period 

two is less than 12. To the extent that this occurs in period two and
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n"tlapsisbefore K" is 'reachedhi.* k variation
 

withan opp6sit conshequ6ence miifhtbe the: follo ,ig:.+ borrower
6S ,i 

credit ,+' worthiiess.':Is' increased by, so-inagency 'g4aranteeing riiiin"t
 

Of-"hsis, ioan. Insteadlb f , facing S-S , the credit 
supply'curve rotates
 

about. S "- in'racliockwise'manner so that investment 
 in each time period
 

16s1ahi ented-andK "is reached in a shorter 
period of time. in all
 

of the"above. discussion'relat'ed:t o Figure 
 5.2, it has been implicitly 

assumd'that. the only' changes occurring are those which have been 

-postulatued.. In'reality, 'the 'shift in the MEC 'curve may also affect 

the shape'and: position of the S S curve. Furthermore, changes in the 
interest rate' alter optimum-capital positions 'and the amount inof 

vestment:-that 'can':be, profitably added during each time period. 

Estimates'of demand elasticities "for credit have been calculated 

for Indidai cultivatorsibased on the data obtained in the 1951-52
 

rural credit survey and',follow-up surveys undertaken during 1956-60 

(5.12). Several tables are included in the study; only two are pre

sented for consideration here. 
Table 5.4 is a composite of the derived
 

marginal oronensitfe to hnrna ,,A #-,- -timated demand elasticities 

associated with various combinations of the indpnAnda t %Yw4nhn1-m 

-ani 
(5.12) used sipple least squares techniques in deriving re
gression coefficients. The statistical model employed was Credit 
= a
 

+ a3F + °a1R + a2C a4A + u where the independent variables are averagerate-of. interest, capital expenditure on farm, family expenditure on
selected items, and average value of selected assets, respectively; u
.is the error term. Pani discusses the limitations of his study on pp. 187
188 and concludes that "The results have been interpreted more on their
'consistency,.rather'ithan 1their statistical tnfna*' ,Isla%V). "9 
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Table 5.4. 	Marginal propensities to borrow and derived elasticities
 
for credit demand among Indian cultivators for two time
 
periods**
 

Marginal propensity to borrow in Rs. 
with respect to changes in 

Average Family ex
interest rate Capital ex- penditure on Value of 

(percent penditure on selected selected 
Constant per annum)a farm (Rs.) items (Rs.) assets (Rs.) 

1951-52 (75 	districts): 
+ 72.35 	 - 4.43 
 + 0.74 0.16
+ 	 + 0.004
 

(1.84) (0.14) 
 (0.09) (0.004)
 
+ 71.99 	 - 4.52 + 0.78 + 0.19 
 *
 

(1.83) (0.13) (0.09)
 
+ 127.29 	 - 4.94 
 + 0.93 *
 

(1.87) (0.12)
 
+ 395.91 
 - 9.63 * 
 * 
 *
 

(2.42)
 
+ 11.37 
 * + 	1.02 *
 

(0.11)
 

1956-60 (36 	 districts): 
+ 79.52 	 - + +4.04 0.63 0.22 + 0.001
 

(2.80) (0.22) (0.15) (0.005)
 
+ 79.14 	 - 4.00 
 + 0.65 	 + 0.22 
 *
 

(2.74) (0.19) (0.14)
 
+ 109.78 	 - 2.64 0.87
+ 	 * *
 

(2.63) (0.13)
 
+ 452.69 	 -11.81 
 * 
 * 	 ,
 

(3.43)
 
+ 52.81 
 * + 	0.94 * 
 *
 

(0.11)
 

aThe average interest rate is exclusive of loans at the "nil" rate
 
of interest.
 

Variable not included in the equation. Figures in parentheses are

standard errors of the coefficients.
 

**Source: 
 Pani (5.12, 	Table 9).
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Elasticity at average level with
 
resoect to changes in
 

Multiple or Family
liple Capital expendi- Average
 

correlation Average expendi- ture on value of
 
rate of ture on selected selected
 

R or r interest farm items assets
 

+ 0.77 - 0.43 + 0.68 + 0.29 + 0.10 

+ 0.77 - 0.43 + 0.72 + 0.36 * 

+ 0.75 - 0.47 + 0.86 * * 

- 0.42 - 0.93 * * * 

+ 0.72 * + 0.94 * * 

+ 0.84 - 0.25 + 0.54 + 0.39 + 0.02 

+ 0.84 - 0.24 + 0.55 + 0.39 * 

+ 0.83 - 0.16 + 0.74 * * 

-0.50 - 0.72 * * * 

).82 * + 0.80 * * 
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The derived credit demand equations when all four independent 

wAliAh1AR are. included are Riven in Eauations..5 .4 and 5.5,-which.. correspond 

.to.-the',9511452; -and 1956-60 data, respectively. Considering Equation 5.4, 

a one percentdecline in the average interest rate, ceteris paribus, is 

estimated to increase borrowings by about 4.4 rupees. Similarly, if only
 

capital expenditure is increased by 100 rupees, the amount borrowed is
 

estimated to increase by 74 rupees. An increase in family expenditures
 

by 100 rupees, with the values of other variables unchanged, is 

associated with an increase in borrowing by 16 rupees. The variable 

denoting "value of selected assets" has only a negligible effect on the
 

marginal propensity to borrow. The marginal propensities to borrow de

rived from the 1956-60 data are of the same general magnitude as those
 

in Equation 5.4. Borrowers, however, were expected to be somewhat 

less responsive to changes in capital expenditures and slightly more
 

responsive to changes in family expenditures.
 

Credit = 72.35 -4.43(R) + 0.74(C) + 0.16(F) + 0.004(A) (5.4) 

Credit = 79.52 -4.04(R) + 0.63(C) + 0.22(F) + 0.001(A) (5,5) 

The derived demand elasticities in Table 5.4 have the expected
 

signs. Based on the 1951-52 data when all independent variables are
 

included in the regression equation, a reduction in the average rate of
 

interest by one percent, ceteris paribus, is associated with and in

crease in credit borrowed by .43 percent. If capital expenditures on
 

the farm increase by ten percent, borrowings are estimated to increase 

by 6.8 percent. In comparison to these estimates, the demand elastici

ties based on the 1956-60 data are all lower except for family ex

penditures on selected items. Thus, with the exception of family ex
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penditures, crelit demand had become less responsive to changes in the
 

selected variables. Pani does not attempt an interpretation of this.
 

Cultivators in the later period may have been in a relatively poorer
 

economic position so that more credit was necessary for consumption ex

penditures, and the interest rate was less important in meeting these
 

and other expenditures.
 

The amount of variation explained by the independent variables
 

is obtained by squaring R or r. The fit for the 1956-60 data is some

what better, i.e., about .71 as compared with .59 for the 1951-52 data.
 

As family expenditures and average value of selected assets are omitted
 
2
 

from the equations, the coefficients of determination, r , are
 

essentially unchanged. That is, these variables had little effect in
 

explaining the variation in credit or amounts borrowed, the dependent
 

variable. 

The demand elasticities associated with subgroups of cultivators
 

are given in Table 5.5. For the 1951-52 data, the interest elasticity
 

of demand was much lower for the bottom fifty percent as compared with
 

the top half. That is, the average interest rate is a relatively less
 

important factor in determining the amount of credit borrowed for the
 

lower half of the cultivators. The respective interest elasticities
 

derived for the subgroups of cultivators in the 1956-60 surveys are
 

more difficult to interpret. The interest elasticities for the last two
 

groups would be expected to be lower than for the top ten or thirty per

cent of cultivators.1 Looking at the 1956-60 portion of Table 5.5, 

1 Pani's. only coment is that "This divergence is possible due to 
the fact that compared to the level of credit operations the marginal 
changes in loans are small in the case of the top group of cultivators" 
(5.12, p. 197). 



Table 5.5. 	Elasticities of credit demand among Indian cultivators, classified according to
 
decile. for two time periods*
 

Elasticity at the average level with respect 'to chankes fr
 
Family 

Period/subgroup of 
cultivators 

Average 
interest 
ratea 

Capital 
expenditure 
on farm 

expenditure 
on selected 

items 

Value of 
selected 
assets 

Total ex
penditur"es 
(3 + 4) 

1 2 3 4 5 -6 

1951-52:
 

Top fifty percent -0.51 40.71 40.28 40.09 40.99
 

-Bottom fifty percent -0.10 40.62 40.34 4-0.1I 40.96
 

1956-60:
 

Top ten percent -0.15 40.82 40.12 -0.04 40.94
 

Top thirty percent -0.10 40.88 40.02 -0.01 40.90
 

Middle forty percent -0.39 40.08 40.91 -0.11 40.99
 

Bottom thirty percent -0.25 40.05 40.88 -0.02 40.93
 

aThe average interest rate is exclusive of loans at the "nil" rate of interest.
 

Source: 
Pani(5.12
 , Table 14).
 

http:Pani(5.12
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credit demand by the top two subgroups-is quite responsive to changes
 

in capital expenditures on the farm. In contrast, credit demand by the
 

lower two subgroups, that is, those in relatively poor economic positions,
 

is-essentiaily unaffected by.capital expenditures. Conversely, family
 

expeniirures are very important in affecting the credit demand of these
 

economically less-"well-off! cultivators as compared with the top ten
 

and thirty percent of cultivators.
 

Sources of Credit
 

Perhaps the best term to characterize sources of credit in less

developed areas is that they are heterogeneous--heterogeneous in their ob

jectives associated with supplying credit, in the terms under which
 

credit is offered, and in the nature of attendant services nrovided bv
 

creditors. Alternative sources often range from credit provided by
 

relatives with low or no interest being paid to closely-supervised
 

credit offered by agricultural banks or government-regulated marketing
 

cooperatives requiring payment of interest. This variability com

plicates the design and implementation of public programs to effectively
 

regulate and supplement private sources of credit.
 

Table 5.6 is a summarization of the data collected for 1951-52
 

in the All-India Rural Credit Survey (5.13). "Organized" or public
 

sources, that is, government and commercial banks provided only 3.2
 

percent of the reported amount borrowed. On the other hand, moneylenders
 

represented the most important source of credit, providing nearly two

thirds of the average amount borrowed per family. Slightly over 10
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Table 5.6. Average borrowing of Indian cultivators and percentage

S , , .distributioiaccording to source of credLtif 512£1952"' 

classified according to purpose and source** 

Credit aigency Purpose. 

i(Amounts lin Aricultural 

rupees per Total Short-term Lon -term
 
family) Percent Amount Percent Amount Percet-Amount 

Government 5.2 2.7 0.7 2.8 3.1 6.0
 

Cooperatives 6.2 3.2 2.8 11.3 1.2 
 2.4
 

Relatives 22.4 11.8 1.9 7.5 
 6.7 13.1
 

Ladlords 4.2 2.2 0.5 2.1 1.4 2.8
 

AgricuLcurist 
moneylenders 63.3 33.2 8.4 34.1 19.9 
 38.7
 

Profess ional 
moneylenders 61.8 32.4 6.2 25.1 12.0 
 23.3
 

Traders ara
 
coiniss ion 
agents 16.3 8.5 2.5 10.1 
 4.4 8.6
 

Commercial
 

banks 1.0 0.5 0.4 1.7 0.2 0.5
 

.Others 10.6 5.5 1.3 5.3 2.4 4.6
 

Total 191.0 100.0 24.8 100.0 51.3 100.0
 

Includes "others". 

Source: Jakhade (5.7, Table X). 



Turpose 

Non-agrlicultural Consumption 
Repayments of
 

Short-term Long-term Short-term Long-term old debts 
Am- Per- Am- Per- Am- Per- Am- Per- Am- Per
ount cent ount cent. ount cent ount cent ount cent 

.. .. 0.6 0.8 2.1 0.4 1.0 -- 0.8
 

0.5 .. .. 0.8 2.2 0.4 0.9 0.4 8.7
 

1.4. 0.5 7.1 5.3 14.6 6.3 5.2 0.5 10.6 

1.8 -- -- 0.8 2.1 0.9 2.2 0.1 2.0 

0.6 25.2 0.4 6.2 11.1 30.6 15.1 16.5 2.5 50.4
 

0.5 22.9 5.6 84.1 11.2 30.9 13.6 32.9 0.5 10.6
 

0.3 15.6 0.1 1.7 4.6 12.6 1.8 4.3 0.6 12.6
 

1.8 -- 0.1 0.2 0.6 0.1 0.1 -- 0.2 

0.7 30.8 -- 0.2 1.5 4.3 2.9 6.9 0.2 4.1 

2.2 100.0 6.6 100.0 36.2 100.0 41.4 100.0 4.9 100.0
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percent was furnished by reIatives. In addition, moneylenders were the
 

source of the largest loans obtained,,bothon a short- and long-term
 

basis. The amounts_.prbvided -bythe..o z credit market.4werea not 

niubtantial. 

As "will subsequently be-noted,the scopeand operation of credit ir 

st'itutions . both-public and pprivate, have importaftt bon equencs 'for the 

growth and development of the agricultural sector. Since the amount of 

credit provided by the" "organized" or public sector is relatively low, 

:att~nton'wil1 primarily be directed toward the organization and opera

'tionof ,-the private or "unorganized" suppliers of credit such as land

lords, professional moneylenders, merchants, and relatives. The volume 

of loans provided by commercial institutions at relatively low rates is 

simall largely because the majority of agriculturaligts have limited 

amounts of assets which do not provide adequate collateral for securing 

"loans at'low fherest rates (5.13, 5.17). In addition, commercial banks 

have few offices in rural areas. The expense associated with traveling 

,to bank locations, the relatively-detailed procedures required to apply 

°for .aloan. and a wary attitude .toward,.these institutions motivate agri

culturalists to rely primarily on local sources of credit.
1
 

In some areas, particular cultural attributes generate special
 
sources of credit. According to Islamic doctrine, usury is prohibited,
 
and the explicit charging of interest is viewed as a usurious practice.
 
InAfghanistan, Hassana is altruistic form of lending with no interest
 
charged on the loans (5.8). However, during prolonged periods of
 
economic adversity, the capacity and willingness to provide funds to
 
one's compatriots declines as individuals become more concerned with
 
their own~well-being. Even when loans at zero interest are made, colla
teral is frequently required. The lender often has the right to the
 
product from the mortgaged property which in any average year would ex
ceed the amount of "reasonable" interest charges if such interest were
 
levied. The term of the loan. unless otherwise specified, is indefinite.
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Terms of credit
 

ine terms or creair are'the principal fa,tors which det rmine"the 

rationing or aisuriouuion ot avaiaoDie tunas. it the credit market 

operaiea perrecriy, tunas wouLa De alstrIDute, both spatially and
 
2
 

temporally, according to their highest uses. The term structure of
 

interest rates would reflect productivity and risk considerations, and
 

interest rates would guide and determine the movement of funds among
 

sectors of the economy and into short- and long-term employments. As
 

will be discussed below, the magnitude and permanence of credit market
 

1(continued). 
 In Chore, Ethiopia, informal mutual aid organizations
 
are operative. For example, the eder is an organization which provides
 
financial assistance to member households in cases of death or adver
sity. The equb is an informal small savings association to which members
 
make regular contributions. The order in which members have access to
 
the amounts collected is determined by lot (5.9).
 

2If the credit market operated perfectly, credit would be allocated
 

according to the prices or interest rates borrowers would be willing to
 
pay, i.e., borrowers realizing high returns would be willing to pay high
 
rates. But, such returns are conditioned by resource distribution and,
 
in turn, income distribution. Those cultivators with the largest resource
 
bases perhaps also realize the highest returns form the use of credit
 
because they have the necessary complementary resources. They also have
 
the highest capacity to repay and, hence, can afford to pay high interest
 
rates. However, the rates they pay are relatively low. To the extent
 
this is true, smaller cultivators, relying primarily on traditional inputs
 
which yield relatively low returns, are in a weak competitive position
 
to obtain funds. Unless they have access to improved inputs, any gains
 
generated by the development processes largely bypass them. In this
 
connection, highest uses are also influenced by the degree of efficiency
 
in other markets. Even if the input market operates well and a producer
 
has access to inputs which increase his physical product, the economic
 
returns from investment may be low if adequate transportation and mar
keting outlets are not available. In addition, returns are affected by
 
the amount and accuracy of information producers have relative to market
 
conditions, both for inputs and outputs.
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impertlectIons inlibit the growth and development processes which less

developed areas plan antd hope to achieve.
 

The interest rates paid by borrowers reflect the terms of credit.
 

Small, short-term loans for consumption purposes are available at 

relatively high rates of interest, that is, relative to medfum- and
 

long-term loans of larger amounts for productive investment. In ad

dition to the size and purpose of the loan, a number of other factors
 

affect the structure of interest rates: (1) The availability of
 

collateral to secure loans; 
(2) The supply and demand conditions
 

which-generate fluctuations in interest rates; 
(3) The opportunity
 

costs of lending funds to agriculturalists; (4) The objectives and
 

degree of competitiveness among the lenders; and (5) The number of
 

services provided by the lender such as the marketing of produce and
 

the retailing of producer and consumer goods.
 

Figures 5.3 and 5.4 represent a geometrical determination of the
 

interest rate charged a hypothetical borrower. Figure 5.3 denotes a
 

three-dimensional credit supply surface where the quantity supplied is
 

a functlon of the interest rate and the discount factor. The interest 

rate :increases with successive movements to the left of the origin.
 

Conversely, the discount factor, d, decreases with movements to the
 

right of the origin.1 The isoquant C represents combinations of i and 

d 'for which the amount of credit supplied is invariant. That is, a 

high d is compensated for by a high i; when d is low, the creditor is 

1The discount factor, d, incorporates the following ractors: 
 size 
of the loan, credit worthiness of the borrower, use of funds for pro
ductive or nonproductive purposes, and uncertainty of return associated
 
with use.
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willing to lend at a relatively low I. A two-dimensional demand curve, 

Dl, is superimposed, reflecting that quantity demanded varies with the
 

interest rate. If the demand schedule is tangent to the credit supply
 

surface at point A, is charged for quantity AB of credit. If thei4 

demand schedule shifts toD 2 so that more is demanded at each i, the 

interest rate increases to i6 and the discount factor increases to d8. 

The higher discount factor reflects the situation that a previous 

portion of debt AB has not been repaid or the borrower's collateral is 

not sufficient to provide additional credit at i4 . In short, the 

borrower's credit worthiness has declined. 

Figure 5.4 is a two-dimensional representation of the determinati 

of i where the credit supply curves are derived from Figure 5.3. The 

demand curves 'are drawn fairly steeply indicating that the quantity de
1 

manded is not highly responsive to changes in i. The supply schedule 

are drawn to indicate that additional increments of credit are supplie 

only at proportionately higher rates of interest. With the shifts in 

the two schedules resulting from a rightward movement of the demand
 

schedule, the interest rate is increased to i6. The increase from i4
 

is decomposable into that dpe to the shift in demand and that generate 

by the increased risk associated with the increments in credit supplie
 

The amounts OC and OC are equivalent to AB and AB , respectively, i1 1 2
 

Figure 5.3. The generalized formulation is D(i ° ) - S(i 0 ) where i° is
 

the equilibrium rate of interest. The equilibrium rate varies with th
 

source of credit. 

I If the demand curves in Figure 5.4 are assumed to be for consump 

tion expenditures, the stock-flow problem resolved in Figure 5.2 is no 
encountered here, 
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In addifion to the factors determining i in Figures 5.3 and 5.4, 

lenders often raise the effective interest rate by hidden charges and 

unseinnuin,, " 4, ich as-.. the following (5.1. 5.12. 5.18):
 

(1) Deducting the interest charge at the time the loan is made
 

or deducting a premium with interest to be paid on the full amount
 

requested;
 

(2) Demanding repayment in kind and undervaluing the commodity
 

used for repayment at a price much lower than that likely to be in
 

effect at harvest time (5.1, 5.11, 5.18);
 

(3) Overpricing commodities when credit in kind is provided.
 

This applies not only to fertilizers, seeds, and tools, but also to
 

consumer goods;
 

(4) Demanding labor services, for example, by landlords providing
 

credit to tenants, in addition to payment of interest; and
 

(5) Keeping improper records and not giving receipts so that the
 

principal repaid is in excess of that borrowed. 
This applies to both
 

monetary credit and credit in kind and is easily effected when
 

borrowers have low levels of literacy.
 

As mentioned earlier, the informal nature of supplying funds by
 

private lenders greatly complicates the determination of interest rates
 

actually charged. 
Table 5.7 gives a tabulation of reported rates for
 

selected~countries. 
Wai (5.18) estimates that in the majority of
 

countries, :the weighted average rate of interest in the "unorganized"
 

credit market varies between 24 and 36 percent per annum
 

IThe lender stands to realize even greater returns curing inflationary periods. 
Not only does he gain through the lower price he
pays, he gains as the commodities paid to him as 
"interest" appreciate
in value.
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Table 5.7. Annual rates of interest charged by moneylenders in
 
selected countries"clasified according to frequency of
a'*
 occurrence 

Lower b 
exceptional. Usual Occasional 

Higher 
exceptional 

b 

AfrICA 

Nigerii 
'(1) 500 
(2) 45 150 

ASIA: 
Burma 
(1) 12-15 24-36 50-100 400-1800 
(2) 12-18 24-36 50-60 100-250 

'ambodia 36-84 120 

Ceylon 
(1). 13.5 18-24 67 100 
(2) 6 6-18 18 and above 
(3) 10-15 17-20 27-36 50 
(4) 600 

China 
(1) 20-30 40 and above 
(2) 24-48 72-96 100-200 and 

above 

India 
(1) 12-50 300-400 
(2) 25-50 

Indonesia 50 200 500-600 
Japan 10 10-15 15-20 20 and above 

Malaya 100 

aData refer to postwar years unless otherwise indicated in the
 
section , "Descriptive Notes and Sources of Data, by Area", given in
 
(5.18, pp. 141-142).
 

b"he usual rate is that at which more than half of the total loans
 
of moneylenders are granted, while the occasional rate refers to loans
 
constituting from 10 to 20 per cent of the total. 
The lower and higher

exceptional rates refer to loans constituting less than 5 per cent of
 
the total loans granted" (5.18, p. 102). Multiple reports for a given
 
country denote alternative sources of data.
 

Source: Wai (5.18, Table 11).
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-Table 5.7 (continued)
 

Lower b b Higher b 
exceptional Usual Occasional b exceptional
 

Pakistan
 
(1) 
 30 300 
(2) 25-30 150
 

Philippines
 
(1) 60-200 
 300
 
(2) 25-30 100-200 400

(3) 20 300 

Thailand 
(1) 36 
 60

(2) 18 and below 25-30 40-60 92 

Vietnam 
(1) 20 36-100
 
(2) 
 50-100 240-300 3,650
 

LATIN AMERICA: 
Colombia 18-24 48
 

Cuba
 
(1) 12 24-30
 
(2) 8-18 24-40
 

Guatemala 8-12 100
 
Haiti 
 100 over 100
 
Honduras 
 24-36 
 200-600
 
Mexico 
 60 300-1200
 

MIDDLE EAST: 
Egypt 15 25-40 
 200
 
Iran 200 775
 
Iraq


(1) 20-50 100 
(2) 100 
 200-400 700
 

Israel
 
(1) 140 
(2) 30 
(3) 18-24 
(4) 30 80-90 

Jordan
 
(1) 60
 
(2) 20-40 exorbitant
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Table i 5.7 (continued) 

Lower 
exceptionalD Usualb 

b 
Occasional 

Higher b 
exceptional 

Lebanon 
(1) 
..(2) 

Sudan, Northern 

Syria
(1) 
(2) 

9-20 
18 

22-24 

40-45 
40 

50-100 
33 

100 

150 
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Another factor tending to cause high interest rates is that money

lenders often grant loans secured only by verbal promises to repay.1
 

Where collateral with a secure title is offered as security, credit is
 

usually obtainable at a much lower rate (5.1, 5.17). This is particular

ly true if the prospective borrower has access to funds provided by ccm

mercial and agricultural banks.2 Private lenders, while charging higler
 

rates, are in a better position to meet the credit needs of prospective
 

borrowers, at least for loans of modest amounts. 
 First, private lend(rs
 

often have detailed knowledge of the prospective borrowers' needs and
 

credit worthiness. Credit can be advanced rapidly with little or no
 

red tape and with no publicity. Second, the terms of repayment, in
 

particular the repayment dates, are often flexible so as to accommodate
 

the debtor's repayment capacity. At times, no due date is specified;
 

often, repayment is due only after the annual harvest. This flexibility
 

may also be detrimental to the borrower because interest obligations
 

accumulate as due dates are relaxed, and additional debt may be added
 

to that already incurred increasing the danger of eventual appropriation
 

of the borrower's assets if the lender should require complete repayment
 

ILandlords and merchants are fairly certain that they will be
 
reimbursed because they serve indispensable roles as employers of tenants
 
and(or) marketing middlemen, respectively. In the Chilean credit survey,

two-thirds of the loans supplied by merchants and moneylenders were not
 
secured by financial or physical assets (5.11).
 

21n Thailand, the low interest rates charged by institutional lenders
 
are so low as to be uneconomic in the sense that the interest payments
 
are, at times, not sufficient to cover even the administration costs of
 
the loans. In addition, a very large portion of the capital of coopera
tives and other lendine a2encies has been lost through debt default (5.13).
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on ;short nqt ice.
 

Th7erates of interest,charged by private lenders appear to be high,
 

_
though no necessarilyexorbitant, especially in those areas where
 

molietization of the economy is at low levels and where cooperatives and
 

commercial banks operate only on a very small scale. 
As economic
 

activity-expands, the level of monetization and of credit supplied by
 

cooperative and public sources generally increases. 
The structure of
 

interest rates-, especially those charged by the private lenders, would be
 

expected to fall. For individual borrowers, however, interest rates will
 

likely not fall substantially until their credit worthiness is improved.1
 

To the extent that these borrowers are beneficiaries of economic expan

sion, their credit position should be enhanced.
 

The rates reported being charged by cooperatives and tabulated by
 

Wai (5.17) are substantially below those levied by moneylenders.2 Since
 

the cooperative movement has not been strong in Latin America, few data
 

are reported. For Asia, the lending rate is usually between 8 and 12
 

percent. The lower bound is for medium-term credit while the higher
 

rates are those for short-term advances. This range of rates also
 

applies to the Middle Eastern countries. Few data are available for
 

,In relatively developed countries, small loans of essentially

risky nature, for example, consumer credit, are often available at
 
interest rates comparable to those levied on agriculturalists in less
developed areas. This is probably an outgrowth of administration and
 
risk charges which are correspondingly high in the two situations (5.2).
 

Wai (5.17) has tabulated in Table 10, pp. 134-139, the interest
 
rates of cooperative societies and specialized agricultural banks or
 
.institutions owned or sponsored by the government for the period:1950-54

in a number of less-developed countries. He has added remarks relative 
to the duration of loans and collateral requirements.
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Africa. The lending rates of specializedagricultural,institutions are
 

quite low. A sampling of these rates in annual percents follows:
 

(1) Land and Agricultural Bank of Kenya, 4k percent for long

term loans;
 

(2) State Agricultural Bank of Burma, 6k percent for seasonal
 

and medium-term loans;
 

(3) Agricultural Development Finance Corporation of Pakistan,
 

4-5 percent with the lower rate offered to cooperatives and the higher
 

rate to individuals with land required as collateral;
 

(4) Agricultural Credit and Cooperative Bank of Egypt, 3-5
 

percent primarily for short-term loans but also for credit of longer
 

duration. The higher rate applies to individuals; the lower to coopera

tives;
 

(5) Agricultural Bank of Bolivia, 8 percent plus other expenses
 

such as the cost of trips of the bank's technician and guarantor. The
 

amount lent is up to 66 percent of collateral such as machinery and
 

cattle; and
 

(6) Agricultural Development Bank of Peru, 6k-8 percent plus
 

charges for technical aid for loans of all durations. The amount lent
 

is up to 75-80 percent of the collateral offered.
 

Two points relative to these low rates should be made. First, the
 

absolute amount of credit available for lending at these rates is not
 

known.. Secondi in some cases, the borrowers have to pay additional
 

costs which-raise the effective rate of interest. Furthermore, the
 

requirement that loans be secured by collateral reduces the number of
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borrowers:who ,have access to these sources.
 

Theuterm~structure of_,interest,rates and the mode of operations, in
 

the "organized?1,money markets-of less-developed )areasare not much
 

different from those of counterpart institutions in the developed
 

countries. This correspondence is not surprising since commercial
 

banks, which account for most of the activity in the "organized" money
 

marketsi-have been patterned after the structure and practices of com

mercial banks in the developed countries. In general, interest rates,
 

including those charged in the "organized" money markets, are higher
 

than those in the more-developed countries. The more pronounced dif

ference between the two groups of countries is that the range of inter

est rates is generally much wider in the less-developed areas (5.17).
 

Within each category of interest, the rates at which commercial banks
 

lend are a function of the size of the loan, the credit worthiness of
 

the borrower, and the type and amount of collateral available to secure
 

the loan. Interest rates are higher for smaller loans secured by less
 

liquid collateral and vice versa. However, it is quite possible for a
 

prospective borrower with little collateral but with good credit rating
 

to obtain loans at rates lower than another person with a good collateral 

position but not a good credit standing (5.17). In a few cases, commer

cial banks lend funds to agricultural banks and cooperatives who in 

turn attempt to provide %upervised" credit to cultivators. Again, 

however,.those with the larger'Tarm-Anits and better asset positions 

are in afavorfd/position to obtain loans. In'any case, the volume of 

loans granted at relativelylow rates is not sizeable' The principal
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constraining factor is the limited amount of collateral against which
 

these loans can be secured.
 

Another point should be mentioned. Commercial banks and government
 

lending agencies have the capacity to increase the amount of funds for
 

credit at a rate which is a multiple of their contingency reserves. If
 

lending by these institutions is not financed by savings, taxation, and
 

borrowing from the public, inflationary tendencies may be generated or
 

accelerated. The effectiveness of monetary policy is questionable since
 

the link between the organized and unorganized money markets is rather
 

weak. But since the volume of credit going to the agricultural sector
 

is low and since this credit is usually for productive purposes, the
 

danger of inflation arising from credit granted to agriculturalists is
 

perhaps rather low.
 

Evidence exists that the interest rates charged agriculturalists
 

by commercial banks and cooperatives are not grossly dissimilar from
 

those charged in the developed countries. The relatively high rates
 

levied by private sources reflect a large demand for credit relative to
 

limited, inelastic supplies of funds available for lending. The strong
 

demand is primarily an outgrowth of the inability of agriculturalists
 

to realize savings from their relatively-low incomes which would permit
 

them to internally finance consumption and production expenses and to
 

meet unforeseencontingencies. The amount borrowed from commercial
 

banks for subsequent lending to agriculturalists is not large. Further,
 

private lenders, .unlike commercial banks, do not act as repositories 

for customers' savings nor have the capacity to -issue a volume of credit 
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feis 

High interest rates charged by private lenders,are a.so,,,the result 

ofq some eof A.,.he isame .fact orst winch-cause hiah'.rates. for ,consumer .-credit 

indeVeloped countries., i.e.-ihigh,-administrative costs, default rates, 

and risk -on.tthe-part of borrowers. Thus,,high .rates do not imply ex-

Orbitant rates.. If exorbitant, they!must be .in excess of. some standard 

or, "fairI!-rate. As has been demonstrated, several opportunities exist 

whlc a1,itultiolpl of, required 'reserves . 

for icharging .high interest rates. A good deal of.competition among 

lenders does not exist. The integrated functions of landlords and mer

chants.with borrowers provide opportunities for imposing hidden charges.
 

Low .levels of literacy and precarious economic positions among peasants
 

make.them vulnerable to paying high, if not excessive, interest rates.
 

Only if the rates exceed allowance for opportunity costs, administrative
 

overhead, and credit worthiness of borrowers, can the rates be termed 

excessive,or exorbitant. 

Based on the. evidence available, contemporary credit institutio 

generally have a depressing effect on economic and social well-being 

for- the, majority., of agriculturalists in less-developed areas. Becau 

of: seasonality of income and abnormally low incomes in poor crop yea! 

manyt producers must resort to creditfinancing in order to sustain 

consumption requirements. Even though the size.of these loans is 

relatlvely,small, the.high-interest -rates compared to producers' in

:comes and capacity. for saying.place burden!.on the borrowers.,a if al 

normallyi. dow,incomes .pers ist: over:'a Period,.of t ime., the dpbtor's, 

economic noit ion iis, .exacerbkted: 

http:burden!.on
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Finally,- the nature of the credit system, i.e., the essentially
 

Unintegrated "organized" and "unorganized" markets, tends to perpetuate
 

conditions of economic dualism or quasi-dualism. For example, savings
 

do not freely flow among sectors according to their most productive
 

uses, either on a private or social product basis. The subsistence
 

sectors continue to operate at low levels of monetization which, in
 

turn, discourage the implementation of commercial credit institutions in
 

these areas. Yet these are the institutions most likely to have the
 

capacity for providing adequate credit on terms approaching the credit
 

requirements and repayment capacities of agriculturalists in less

developed areas. The more aggregative problem is that of increasing the
 

level and reducing the variability of cultivators' incomes. These
 

phenomena would reduce the need for borrowing, especially for consumption
 

expenditures, and would improve the credit worthiness of prospective
 

borrowers.
 

Competition among lenders
 

Because of a high degree of immobility, lack of awareness of possible
 

alternative sources, and the tying of loans to landlord and merchant re

lationships, cultivators largely confine their borrowing activities to
 

their home villages or communities. They often purchase inputs and con

sumer goods, market outputs, and secure credit from the same individual.
 

In each transaction, the middleman is in a position to exploit the
 

cultivator to some degree. These integrated economic activities, to

gether with a usually small number of sources of credit, provide lenders
 

Even though
with oligopolistic or monopolistic powers (5.3, 5.4, 5.11). 
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alterhti''e6 sources exist,,, for example, Irelatives,; landlords,, and. money

leniiders,, the amounts obtainable from the-first two sources are.,often in

adequate' so that,'the bulk of the credit must be secured; from moneylenders 

and merchants., Whether or not, these lenders exploit their positions of 

power 'is a question of fact. The relatively high interest rates charged 

by them is, not .sufficient evidence. 

Ini the Indian rural credit survey, villages having four or more 

resident moneylenders accounted for only 10.3 percent of the total (5.4). 

In-the Chilean survey, the number of moneylenders ranged from none to 

three, with an average of one operating per rural credit market area. In 
1 

no case did a moneylender operate in an adjoining market area. Concern

ing the number of village stores providing credit, the number ranged
 

from'two to five with an average of three per rural credit market
 

area (5.11).
 

The numbers of lenders per market area overstates the number of
 

sources actually open to the prospective borrower. Some lenders provide
 

marketing and retailing services which are interrelated with credit ad

vances. Debtors may be effectively forced to secure any additional credit
 

from the lender who originally advanced credit or face the threat of re

payment and foreclosure (5.10, 5.19). Tenants may have to rely on land

lords as their principal source of credit. The lender's relatively in

timate knowledge of the borrower's position places him in a good com

1Nisbet (5.11) indicates three reasons why moneylenders in Chile
 
operate on a small scale and do not compete with each other: (1) They
 
lack detailed knowledge of the larger market so they engage in relatively
 
small-scale operations; (2)Since their operations are illegal, they
 

,are motivated to restrict both the number of individuals they service
 
and the total volume of credit granted; and (3)Since they are prilmarily
 
farmers whose volume of lending does not represent more than 50 percent of
 
their annual gross income, only limited quantities of funds are available
 
for lending.
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petitive position especially if the borrower does not have good collateral
 

with secure title. The strength of these personal relationships and the
 

obligations therein suggest that borrowers do not have several sources
 

to choose from even when several sources exist in the community-


The relatively high interest rates charged by moneylenders and
 

merchants are not necessarily evidence of monopolistic power. High
 

rates are at least partially the result of high administrative costs
 

associated with small, short-term loans plus allowance for risk on
 

poorly-secured loans (5.2). Only if the interest rate charged exceeds
 

these costs plus the opportunity costs associated with the credit ad

vanced does the rate reflect an additional component of monopoly
 

profit. In addition, if the moneylenders' credit reserves remain idle
 

throughout a part of the year, as with seasonal lending for working ex

penses and consumption expenditures before harvest, the lender may quite
 

legitimately increase charges to compensate him for the time his funds
 

and administrative abilities are idle because of borrowers' seasonal
 

demand. If the lender invests the otherwise idle funds, the costs of
 

liquidating these investments will likely be passed on to the borrower
 

when loans are made.
 

Regulation of lending practices
 

Commercial banks and cooperatives have constraints or guidelines
 

controlling their lending activities. In some areas, legislation controls
 

the maximum rates that can be charged and the process by which the credit
 

worthiness of prospective borrowers is determined. Also, due dates for
 

loans more closely approximate the size and purpose of the loan. This
 

is in contrast to the more flexible terms usually provided by professional
 



moneylenders. The credit provided by agricultural banks and cooperatives 

is, to some extent, "supervised" credit through which these lenders exert 

influence over the use of the credit advanced and provide additional 

services as an attempt to make the most productive use of credit. In 

the recent past, "supervised" credit has been used in a few Latin 

American countries (5.1, 5.17). For the majority of the less-developed 

areas, this control or assistance in the use of credit is lacking, al

though more attention will likely be given to this practice in the future.1 

An exception to the general pattern of '"nsupervised"credit is the
 

integrated cooperative system which evolved in Egypt in the early 1960's
 

(5.5). After the 1952 revolution, the government instituted a system
 

of "supervised cooperatives", the administrators of which had the re

sponsibility for organizing production and distributing available credit
 

among tne rarmer members. The supply of credit was permitted to keep
 

pace with farmers' demand for productive purposes. The Central Bank and
 

the commercial banks controlled by the government channeled credit funds
 

through the Agricultural Credit Bank.2 To ensure that farmers with
 

little collateral had access to credit, cooperatives were directed to
 

provide credit to members on the basis of their credit requirements for
 

production purposes. Simultaneously, the number of defaults was mini

mized by commissioning a government agency with marketing the farmers'
 

.,,,
 1Sen in commenting on supervised.credit provided by cooperatives in
 
India, indicates that this supervision induces some cultivators, in their
 
ignorance, to prefer dealing with moneylenders rather than the coopera
tives. This is reinforced by the high proportion of loans used for con
sumption purposes (5.15).
 

2The Central Bank purchased the long-term, low interest-bearing
,bonds issued
 ' by the Agriultural Credit Bank. By 1961, commercial banks
 
had come under State ownership.
 



ash crops. Not only was repayment ensured, but a mechanism was created
 

or altering the terms of trade to agriculture. i.e.. the government
 

ouia aetermine tne prices to De paia to growers. By JVOL, cooperatives
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hip was mandatory for all farmers. By 1965, cotton, wheat, onions and a
 

ajor part of the rice crop were subject to compulsory marketing. Finally,
 

o increase control over the cooperative activities, in 1963 the Agricul

ural Credit Bank was made a State organization under supervision of the
 

linistry of Agriculture. This reformed rural credit system primarily ben

fited small owner-operators who previously lacked adequate capital to
 

ecure low-cost loans from institutional sources. The plight of the land

ess tenants with few assets was not substantially alleviated, however.
 

Links Between Organized and Unorganized Credit Markets
 

There appears a general belief that only a weak link exists between
 
2
 

he organized and unorganized markets in less-developed areas. This
 

ink, whatever its strength, does provide a connection between the two
 

arkets whereby the central banks, already operating under regulations,
 

an have an influence on the availability and terms of credit in the
 

1"Available evidence indicates that in Egypt the price paid to
 
armers for certain crops has been lower than the price at which the
 
overnment has disposed of them in the internal market and abroad" (5.5,
 

106).
 

21n Japan a close link between the two markets has been achieved
 
mainly through the agricultural bill system which has been incorporated
 
nto the cooperative movement. In order to raise funds, agriculturalists
 
nd cooperative associations draw promissory notes or 'agricultural
 
ills.' These bills are discounted and rediscounted by the cooperative
 
ssociations, the credit federations, and the Central Cooperative Bank
 
or Agriculture and Forestry, which borrows funds from the Rank of Japan
 
henever necessary" (5.18, p. 97).
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"unorganized" money market. including that of the rural credit market
 

(5.14, 5.17). The extent to which commercial banks have advanced funds
 

to the agricultural sector is one indicator of the strength of the
 

connection between the "organized" and "unorganized" credit markets.
 

Commercial bank loans to the agricultural sector are less than 10 per

2cent of these banks' total loans inmost less-developed countries. The
 

exceptions are Indonesia, the Philippines, and some Latin America
 

countries such as Columbia, Cuba, Peru, and Paraguay. This evidence,
 

based on data as available, suggests a relatively weak link between the
 

two markets.
 

Additional links exist between the two markets which operate to
 

make monetary policy more effective. Depending upon individual situa

tions, these links may include the following:
 

(1) In areas with a large agri-ultural export sector, exporters
 

and traders borrow from commercial banks and make advances to producers,
 

either directly or through smaller merchants, in order to ensure an ade

quate supply of exportable commodities at favorable prices (5.17);
 

(2) InAfrica where marketing boards are operative, the buying
 

agents of the boards secure much of their credit from commercial bank0
 

and then give credit to smaller traders who, in turn, advance credit to
 
1Sen indicates that commercial banks in India 
" ... do provide sub

stantial amounts of short-term credit for financing the marketing of agri
cultural produce sometimes directly to the relatively-big farmers but
 
generally through traders" ... "The chief reason why the commercial banks
 
have not been able to advance even marketing finance directly to the agri
culturists to any appreciable extent, is the absence of licensed ware
houses through which the agriculturist can pledge his produce for an ad
vance from commercial banks" (5.15, p. 723).
 

See Wai (5.17, pp. 129-133, Table 9) for a complete tabulation of
t osc countries for which data were available together with the sources
 
of these data.
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the cultivators;
 

(3) Importers, extending credit to wholesalers who, in turn, pro

vide credit to village retailers who finally extend credit to agri

culturalists provides yet another link; and
 

(4) In Latin America the "latifundia" owners not only have access
 

to credit by the commercial banks for meeting their needs and advancing
 

credit to the '"ninifundia"operators, but some also have administrative
 

or other influence over commercial banking activities.
 

The essentially informal operations of private leaders make en

forcement of any regulations of lending practices difficult. Even if
 

a legal maximum is placed on interest rates that can be charged, the
 

opportunities for adding hiddert charges, and the general lack of
 

credit records make the determination of actual interest rates difficult.
 

In addition, those cultivators charged highest rates are also those who
 

are likely unaware that they may be paying usurious rates. They are
 

disinclined to report payment of such rates to the proper authorities,
 

the names and locations of which are perhaps unknown to most of the
 

small-scale cultivators. Social pressures within the community may
 

motivate private lenders to engage in self-regulatory practices. Those
 

living in but not integrated in the community structure, for example,
 

foreign-born moneylenders, are largely immune from such pressures. 
 In
 

addition, the few alternative sources of credit relative to cultivators'
 

demand lessen the importance of maintaining customer goodwill by charging
 

what appear to be "reasonable" rates.
 

Government programs to regulate lending activities by private
 

suppliers are not only difficult to enforce, but where effective, the
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quantity of funds supplied for lending likely falls (5.15). This re

duction in credit availability may more than offset the gains derived
 

from obtaining credit on more favorable terms. Similarly, land reform
 

programs disrupt normal credit channels between landlords and tenants.
 

Thus, a complementary program of increased agricultural credit is neces

sary ifreform programs are to be most effective.
 

Credit Availability Relative to Needs
 

The supply of credit is inelastic. The fact that commercial banks
 

have a capacity to provide a volume of credit which is a multiple of
 

actual funds on deposit is not of much significance to the agricultural
 

sectors at this time because the proportion of funds provided by these
 

banks to agriculturalists is small. The private lenders, on the other
 

hand, are largely constrained in their lending activities by the amount
 

of funds they have on hand. Large landlords and some moneylenders can
 

augment their reserves by borrowing from the commercial banks but this
 

practice does not appear to-be widespread. Changes in the quantities
 

available for credit are largely effected by variations in agricultural
 

prosperity. For example, during favorable periods landlords who lent
 

in the past now have expanded reserves. Others now find they have
 

"surplus" funds on which a return can be made. Improved agricultural
 

incomes provide opportunities for merchants to expand profits, and in

creased debt repayment to moneylenders increases their monetary reserves.
 

As noted earlier, borrowers are often restricted to obtaining their credit
 

from particular merchants, marketing middlemen, or landlords. Each of
 

thesesoures, however, has-only a limited quantity of funds available for
 

lending.
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The nature of demand elasticities is less clear. 
The demand for
 

credit to be used for consumption expenditures and working capital -is
 

highly interest inelastic. Consumption loans are often needed for
 

survival. Without the working capital, the normal crop cannot be
 

planted, income is not forthcoming, and additional debt must be in

curred. 
The demand for intermediate and long-term loans is expected
 

to be more elastic because (1) These are expenditures which can be
 

deferred; and (2) Loans are of larger amounts which may motivate
 

cultivators to be more responsive to changes in the interest rate.
 

High interest rates levied by the private lenders arp nl1v Vna-t-i4 lly 

symptomatic of a strong demand for credit relative to supply. 
As 

mentioned earlier, high administrative costs and high risks tend to 

maintain rates at relatively high levels. A high opportunity cost
 

component in the structure of interest rates is another factor 

To some extent the scarcity of credit may be more apparent than
 

real, especially on a geographical basis. 
This is the consequence of
 

too few credit institutions, not properly distributed, so that in

stitutionalized mechanisms are not available for channeling the hoards
 

and savings of some into the hands of those who have productive uses 

for these funds. In addition, peasants may be reluctant to entrust their 

savings to these institutions with which they are at least initially un

familiar, and prospective borrowers also often have a preference for 

dealing with the local moneylender even though higher costs for using 

the credit must be paid. 

.nthe final analysis, credit availability relative to needs is 

,..... an empirical auestion. The quantity of funds available for
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mbiizatioand transfer:t o aras ofecese's "dmandis"largely unknown. 

.The~eistablis6h"ft Ofadditio'nal itlets for'saving should not only in

crsea the'agdg'gate quantity of'f'nds available but, ceteris pAribus, 

tend' to have a:depresaing effect on the entire structure of interest 

rates.#' From the demand side, effective demand must be distinguished 

froma"more generalized concept of demand. Nearly every cultivator has 

a demand for-.a certain-quantity of credit, but whether he can use it 

productively or, more importantly, whether he can use it more pro

ductively than his competitors and whether he has the capacity to repay
 

are'additional questions which must be taken into account. 
In the
 

larger context, credit demand and productivity within the agricultural
 

sector should be reconciled with requirements and Investment opportunities
 

with the nonagricultural sectors. 
 If credit markets operated perfectly,
 

available credit would gravitate toward its most productive uses.
 

In the absence of this credit structure, national planners must de

termine'the most productive uses and the means for generating and
 

channeling funds into these uses. If it is determinable that the oppor

tunity costs for credit are highest in the agricultural sector and such
 

intersectoral differentials persist, then a case can be made for con

cluding that credit available to the agricultural sector is inadequate
 

relative to the demand for credit.
 

An-additional qualifier is necessary. If the supply of agricultural 

credit -isincreasedi are complementary programs also initiated or is the 

institutional structure essentially unchanged? For example, increased
 

production expected to accompany the use ;of more credit may strain ex

isting transportation and marketing> facilities'. 
 In subs istence-oriented 
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areas, these facilities may have to be created in order to provide out

lets for increased production. These factors and many more affect the
 

estimated returns on additional credit made available to the agricultural
 

sector. Thus, the attempted optimal distribution of available credit
 

must take into account complementary development processes or the
 

absence of these forces.
 

Summary. Planning for Rural Credit Institutions
 

An evaluation of the effectiveness of existing rural credit insti

tutions in facilitating economic growth must also include the iaterre

lationships with existing land tenure and marketing systems. Landlords
 

providing credit to tenants, marketing middlemen providing credit to pro

ducers, and merchants providing credit to producer-consumers are also
 

members of rural credit institutions. Land and marketing reforms alter
 

the sources and supply of rural credit. In most less-developed areas,
 

cooperatives, informal credit associations, and rural banks are not im

portant sources of credit for the majority of producer-consumers, as well
 

as nonagriculturalists living inrural areas. Rather, professional and
 

agricultural moneylenders, landlords, traders, and merchants provide most
 

of the credit.
 

If reform and(or) regulation of rural credit institutions is con

templated, national planners must weigh several factors. While these
 

factors are likely peculiar to particular situations, some general con

siderations are postulated. They serve to emphasize the complexity and
 

interdependence of proposed reforms. The intent and efficacy of
 



- 215 

implementing well-sounding legislation must be juxtaposed with subsequent
 

actions .
 

Planning objectives
 

The objectives and planning horizons of national planners condition
 

the appropriateness of alternative credit reform programs. If one ob

jective is to maximize the economic return on credit during a relatively
 

short period of time, credit should likely be distributed to market

oriented producers using such credit for working capital and short

term investments. If the objective is heavily weighed toward improving
 

the economic well-being of subsistence-oriented producers and integrating
 

them more fully into the market economy, emphasis should be given to
 

relatively low-cost, long-term credit for these individuals. While such
 

credit may be necessary for improvement of economic well-being, it is not
 

sufficient if net returns to investment are low or if credit is used pri

marily for consumptive rather than productive uses. Returns to investment
 

may be low because of the following reasons: (1) Lack of adoptable,
 

technologically-improved inputs; (2) Marketing systems unable to absorb
 

increased marketings without prices falling; (3) Investors having limited
 

managerial capabilities; and (4) Landlords and marketing middlemen appro

priating a major proportion of increased output. These qualifications
 

emphasize the need for coordinated agrarian reforms.
 

Regulation or replacement
 

The high, although not necessarily exhorbitant, interest rates
 

levied by nonpublic lenders generate movements for regulating their
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activities and(or) creating alternative sources of credit. Regulating
 

the terms of credit is difficult and has been largely unsuccessful. Re

cords are often not kept; borrowers are not aware of the real rates of
 

interest they pay. Few borrowers have the means to initiate judicial
 

proceedings.
 

If private ±enaers are to be replaced, either by making-their
 

operations illegal or establishing public agencies to supplant them,
 

the new sources of credit must be competitivewith these private lenders.
 

The appeal of the latter is that loans are secured relatively quickly,
 

usually in the borrower's village, and that stipulations are rarely im

posed governing the use of credit. Furthermore, lenders often undertak
 

some of the producer's marketing activities. Unless public agencies ar
 

competitive in their services, private lenders will still be patronized
 

even though their operations may be illegal. Finally, establishing and
 

sustaining public credit agencies require financial and administrative
 

inputs--inputs which have opportunity costs in terms of their alternati
 

uses in developmental processes.
 

Terms of credit reflective of purpose
 

Theoretically, the terms.of credit, i.e., interest rates and repay
 

ment schedules, guide the allocation and use of available funds. As
 

noted in the preceding discussion, however, several imperfections in
 

credit markets alter their allocative efficiency. These imperfections
 

include the following: (1) The sources of supply and demand tend to b,
 

localized with limited mobility of funds within the agricultural sector
 

and among other sectors of the economy. Mobility is inhibited by
 

http:terms.of
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insufficient information and by inadequate systems for mobilizing and
 

channeling funds; (2) Potential borrowers often do not have access to
 

existing alternative sources of credit. Tenants are often tied to bor

rowing from landlords, producers to marketing middlemen, and individuals
 

with debt outstanding to their previous source of credit; and (3) Lenders
 

have several opportunities for adding hidden costs so that nominal inter

est rates are substantially different from the effective rates paid.
 

As a standard of efficiency for credit markets, credit should be al

located according to its highest marginal value product adjusted for the
 

corresponding risks. In addition to the imperfections noted above, the
 

fact that credit is often used for consumption rather than production
 

expenditures generating utility rather than marginal value products
 

obscures development of a criterion of efficiency. Further, allocation
 

through time implies a consideration of the term structure of interest
 

rates. Finally, the criterion for market efficiency and the terms of
 

credit extended vary within and between private and public lenders.
 

-The common denominator is utility.i Marginal value products must
 
ho translated into utility equivalents.
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CHAPTER VI. MARKET SYSTEMS AS A COMPONENT OF SOCIAL
 
OVERHEAD CAPITAL FACILITIES
 

Social overhead capital facilities are synonymous with the infra

structure of the economy. That is, they represent une consceilation of
 

transportation, communication, marketing, education and government
 

facilities which provides the machine for economic activity and the
 

foundation for economic growth. 1 This infrastructure conditions nearly
 

all aspects of economic and social well-being; it functions both as a
 

parameter and as an instrument variable for stimulating developmental
 

processes. At low levels of economic development where economic stag

nation tends to be the norm, these components of the infrastructure are
 

essentially parameters in economic processes. True, traders, labor
 

migrants, and extension agents alter somewhat the communication and
 

education mechanisms. However, the impact of these largely-exogenous
 

influences is only realized in a longer-term situation and when other
 

changes in the structure of the economy are effected or evolved to gen

erate a more favorable economic environment.
 

Poor transportation and communications facilities tend to isolate
 

villages at distances from the actual or potential growth centers of
 

1The infrastructure includes institutions such as land tenure
 
systeL sources of public and private credit, and social and economic
 
systems affecting producers' attitudes and motivations. Since these
 
attributes are abstracted for separate discussion in this study,
 
their interrelationships with the above are only briefly described
 
here.
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the economy.' A series-of subeconomies with few external linkages results.
 

Consequently, the impact of any pressures and incentives generated by
 

developmental processes, such as government policies and changes in
 

market demand, is dissipated with little, if any, effect on producers'
 

activities and economic systems in remote areas. Economic expansion
 

largely confined to growth points in cities and industrial enclaves
 

tends to create a relatively dualistic economic system. The "modern"
 

sector expands through the adoption of modern technology and through
 

private and public investment. Conversely, the "traditional" sector,
 

while subjected to some external influences, continues to employ trad

itional production techniques; activities are oriented toward meeting
 

local consumption requirements.
 

Economic dualism need not be detrimental to aggregate growth of the
 

economy. The "modern" sector may be the source of export earnings and
 

capital accumulation, a portion of which is invested in other sectors
 

of the economy. Furthermore, certain "spread effects" may emanate from
 

this sector. The qualifiers are necessary because such "modern" sectors
 

have differential impacts on the economy. Contrast the petroleum indus

try in the Middle East with plantation systems producing cash crops in
 

1With regard to West Africa, Bauer notes: "Part of the Benue, the
 
principal tributary of the.Niger, is open for navigation during two montl
 
of the.-year only, and the-annual requirements of the. substantial hinter
land of the upper Benue have to be transported within that short period.
 
Considerable quantities of export are evacuated by the Benue and if they
 
are not shipped in time, they may have to wait almost another year" (6.5
 
p. 14). Abbott (6.1, p. 48) cites additional examples applicable to
 
•narta nf Asia. 
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parts of Africa and South Asia. Both generate foreign exchange earnings,
 

part of which is transferred to other countries when the export-generating
 

industry is foreign owned. The "spread effects" are different, however.
 

The petroleum industry provides a limited demand for domestic labor.
 

Domestically-produced, crude petroleum needs refining before it can be
 

used locally. Local demand, however, is not likely substantial. Con

versely, plantation systems not only generate substantial employment
 

opportunities but introduce workers and producers in the surrounding
 

area to new crops and production skills. Consequently, local producers
 

have opportunities to produce cash crops and to diversify production
 

patterns. The marketing mechanism established by the plantation owners
 

also serves as an outlet for the same crops produced by local peasants.
 

The new sources of output and income give impetus to local trading in
 

both agricultural commodities and other consumer goods. Expansion of
 

trading opportunities, in turn, tends to result in labor specialization
 

and in the attraction or mobilization of additional capital inputs. As
 

long as export markets remain strong and plantation crops are produced
 

at competitive costs, the potential for additional "spread effects"
 

remains favorable.
 

The lack of diversification in exports renders a country's foreign
 

exchange position vulnerable to fluctuations in export demand and, in turn,
 

export earnings. But foreign exchange is usually a basic component of
 

the means for financing national developmental plans. This uncertainty
 

regarding the stability of exchange earnings complicates the formulation
 

and effective imnlementation of national plans. Consequently, national
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planners have an interest in.expandling the export-base. Such an orienta

tionpends,,toreduce.,the degree,of "economic dualism". 
Other potential
 

advantages of.,diversification are apparent: (1) Increased integration
 

of various sectors of the economy enhances the effectiveness of govern

ment policies in guiding economic activity; (2) New and stronger sectoral
 

interrelationships affect resource mobility and the internal distribution
 

of consumer goods; and (3) From a social and political viewpoint, in

creased participation in the economy by previously relatively-isolated
 

individuals and communities may be conducive to improving economic well

being and consequent social stability.1 Diversification and integration
 

require additional capital and administrative inputs.2 Marketing reforms,
 

public distribution of inputs, and dissemination of information on pro

duction techniques and marketing are usual necessary concomitants of public
 

policies to stimulate coordinated growth of the economy.
 

A generalized discussion of the marketing and transportation systems
 

in less-developed countries follows. Other components such as education
 

and health systems are extremely important, buth they will not be directly

3
 

considered here. In addition, the structure and stability of the govern

iAs noted in Chapter VII however, the inability to satisfy or real
ize new expectations and aspirations generated by increased contact with
 
a money economy and public exhortations for harder work, increased saving,

and productive investment motivates individuals to adjust aspirations

downward or creates the potential for social and political unrest. Nei
#-ho consequence is desirable.
 

2The delineation of capital and administrative inputs does not imply

that:7administrative inputs are,,not also capital inputs.
 

Public-orograms dealing with extension'seiVices, marketing boards,
 
and tax-collecti-- measures are covered in Chapter VIII.
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ment system undoubtedly affects investment decisions of indigenous and
 

foreign investors and the receptiveness of individuals and villages to
 

government policies and programs.
 

Role of the Marketing Mechanism
 

According to economic theory, the market mechanism performs an
 

important role in guiding economic activity. In both product and
 

factor markets, prices are the links between quantities supplied and
 

demanded which cause markets to be cleared. Through the pricing system,
 

consumers reflect their demand preferences for consumer goods and pro

ducers reflect their demand for factors of production, including inter

mediary goods. Also, producers and resource owners indicate the amounts
 

of goods and factor services, respectively, which they will offer at
 
1
 

various prices. Acting in an environment of imperfect knowledge, econ

omic agents must estimate these prices or exchange ratios before making
 

their respective consumption, resource allocation, and factor supply
 

decisions so as to maximize their individual objectives. These are con

siderations primarily affecting the static efficiency of the market in
 

allocating resources and distributing the final product. As is subse

quently discussed, the market mechanism as an instrument variable serves
 

to generate and sustain developmental processes which affect the moti

vations and objectives of economic agents and the integration of these
 

individuals into a more-fully interdependent economic system. It is in
 

LA theoretical discussion of quantities of agricultural commodities
 
marketed as a function of price and some of the available empirical
 
evidence are included in Chapter VIII.
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this Esense.-that the marketing sector may also be a leading sector in
 

promoting economic development.
 

The nature and scope of the marketingsystems vary with stages of
 

economic development and with attendant transportation and communications
 

systems. 
As already noted, at low stages of economic development, the
 

economy's infrastructure tends to support a collection of essentially
 

self-contained economic or functional areas with few links among these
 

groupings. The individual areas are mostly self-sufficient and as yet
 

largely unaware of exchange opportunities with other areas. The market

ing system is largely confined to an exchange economy with only limited
 

purchases of goods not locally produced. As producers rely less on
 

diversification to meet most of their consumption needs and more toward
 

specialization of labor and firm activities, the scope and need for
 

participating in an exchange or money economy continually increase. 
But
 

the fact that most are not entirely self-sufficient suggests that a
 

wedge for disturbing the low-level equilibrium of these communities
 

exists. 
This wedge is in the form of the local merchant or itinerant
 

trader who initially supplies a limited range of goods which are not
 

locally produced. He is the producer-consumers' link with the "outside
 

world"; he represents a potential channel for initiating change and
 

altering individuals' values and attitudes toward change. However, the
 

scope of the merchant-trader's activities is also constrained. 
The
 

relatively low incomes and consequent limited purchases by his customers,
 

both individually and collectively, result in a small retail market. 
His
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constricted retail market, in turn, limits his incentive for increasing
 

the variety and quantity of goods offered. Poor transportation and
 

communications facilities effectively limit the merchant-trader's range
 

of contact and awareness of opportunities for altering traditional prac

tices.
 

Change is essentially exogenous in nature; that is, exogenous to th6
 

majority of individuals affected.1 For example, foreign investment in
 

a plantation system for producing export crops, railway systems built
 

by the government, creation of cooperatives and marketing boards, and
 

activities of merchants and traders tend to set up pressures and incent

ives for economic change.2 While these phenomena are essentially neces

sary for stimulating economic processes, they are not sufficient. The
 

building of a railroad and the establishment of a marketing board do not
 

result in increased production and marketings if economic incentives,
 

resource productivities, and producers' goals are not conducive to
 

increased production. The railroads, marketing boards, and school systems
 

only provide the means through which economic change can be facilitated.
 

IPopulation growth and the consequent pressure of population on land
 

forcing or causing labor migration and changes in production technique
 

may be viewed as endogenous. However, the stimulant to population growth,
 

whether through medicine or the impact of favorable weather on production,
 

is still usually of an exogenous nature.
 

2Geertz (6.9), for example, comments on the impact of foreign-owned
 
Kamarck
plantations on production and marketing systems in Indonesia. 


(6.12) and Neumark (6.21) indicate the importance of railroads as a
 

stimulant to production of export crops in Africa. The impact of market

ing boards is briefly discussed in Chapter VIII. The significance of
 

merchants and traders in providing credit and generating new wants is
 
A-1anAin tHii~~ant. 



Thus. the infrastructure of ,the economy provides the framework or machine
 

for economic growth which must be juxtaposed with the objectives of pro

ducers. consumers, and resource owners and with the incentives and oppor

tunities open to these individuals.
 

Expenditures on consumer goods affecting quantities marketed
 

A number of items are normally consumed but not produced within the
 

village or marketing area. Included would be items such as sugar, salt,
 

tobacco, kerosene, and manufactured textiles usually supplied by itinerant
 

traders and local merchants. At very low stages of economic development
 

the quantities of these goods consumed by subsistence-oriented producers
 

can be assumed to be essentially fixed according to traditional consump

1
 
tion patterns. The variety of goods supplied by traders and merchants
 

is assumed to be essentially invariant from one time period to the next
 

2
 
so that consumer preferences and consumption decisions do not vary. Let
 

r E 1 be a vector representing the respective quantities of these goods 

consumed. A corresponding price vector, [PE I , reflects prices charged
 

by the trader or merchant. The quantity of expenditures on consumer
 

goods, E , is given in Equation 6.1. In order to make E , producers must 

IRelated to this assumption is the following statement by Neumark
 
(6.21): "...the demand for money in a subsistence or embryonic exchange
 
economy is derived from a demand for specific things for which there is
 
a felt need. Once a limited objective has been attained, any further
 
exertion to earn money would be meaningless. Such a demand for money
 
may be called a target demand" (6.21, p. 48).
 

-2
 
Even though consumer preferences remain invariant, consumption pat

terns would vary with factors such as changes in family size, observance of
 
special family'events, and family illnesses.
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E =EpEJ, 	 ] (6.1) 

sell a quantity of goods which has a value equivalent to E . For con

venience, assume that only one good, qn, is marketed. Other goods are
 

exchanged according to the mechanics of the exchange economy. Given the
 

prevailing market price for qn Pn' Equation 6.3 reflects the amount of
 

qn that must be marketed.
 

E = [PEI 0 E- = pnqn (6.2) 

q PN (6.3) 

n 

If Equations 6.2 and 6.3 hold for producers at low stages of economic
 

development, a few interesting relationships can be derived. If pn
 

increases, ceteris paribus, the quantity of qnwhich needs to be marketed
 

falls. Conversely, if pn falls, ceteris paribus, a larger amount of qn
 

must be marketed. Thus, a perverse relationship between quantities mar

keted and prices received exists. See Figure 6.1.
 

S 

Pn 

S 

qn
 

Figure 6.1. 	 Inverse relationship between market price and
 
quantities marketed
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Curve SS is a rectangular hyperbola. 
The elasticity of quantity marketed
 

with respect to price is equal to negative unity at all points on the
 

curve. 
 How realistic is this proposition? Figure 6.2 is useful in
 

giving an intuitive answer to this question.2
 

Uj U2 U
 

13
 
12
 

0 

Labor LI L2 L3 

- Leisure 

Figure 6.2. Optimum labor-use levels to maintain I 
as income-possibil
ity curves shift upward 
 o 

A survey of studies focusing on the relationships between market
prices and quantities marketed is given in a subsection of Chapter VIII.
The derived estimates of the price elasticities of quantities marketed
indicate that under certain conditions a perverse market relationship
 
may be operative.
 

2The mechanics of Figures 6.2 and 6.3 are fairly straightforward.
The discussion relative to Figures 7.1 and 7.3 is also applicable to the
 
above figures.
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Figure 6.3. 
 Optimum labor-use and income levels are income-possibility
 
curves shift upward and shape and position of utilitv curves
 
vary
 

Figure 6.2 represents a situation where the producer's objective is
 

to achieve a fixed, target income denoted as Io
 . Assume that I1 is the
 

income-possibility curve corresponding to the various levels of labor
 

inputs, given the technical coefficients of labor and the values of out

puts produced. Utility is maximized at point A when LI of labor generates
• I 
1 of income. Assume that with 10, both E 
and [C] are satisfied. If
 

pn increases, ceteris parius, the entire income-possibility curve shifts
 
upward for all labor-use levels. 
 Since the producer's objective is still
 

to realize I, the indifference curves must be drawn in a particular man

ner so 
that the points of tangency result in maintaining I 

With the higher pn generating income-possibility I2, point B repre

sents the new point of utility maximizatiou. Since U2 > U1 , a higher
 

level of utility is obtained. 
With I, FCJ can still be met as can E
 
1 [C] is defined as a vector of goods produced and directly consumed.
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But accordint to Equation 6.3, a iesseramount.of q- needs to be produced

and(or) marketed. The reduction of , .iabo'rVinputs-,'from L to L results in
 

a reduction in the quantity ofq: produced. Leisue has been substituted
 

for income, If p increasesa'd gain so that I is the.,relevant income-posn 3
 
sibility curve, utility 'isi'maximized at point C where L is used to gen

3
 
erate I . Thus, with successive increases inpn, ceteris paribus, less
 

0n 

labor is.employed and less q 
needs to be produced and marketed. Price
 

and quantity marketed move in opposite directions. Similarly, if p
 

successively falls resulting in 3' 12 andthen 11, increasing amounts of
 

q must be marketed. To'increase.the pr6ductio'n"and marketing of qn
 

more. labor inputs must be utilized. If p. continues to fall so that the
 

point of tangency results in an income less than I , then (1) External
 

financing to the extent that actual income plus financing equals I must
 
0 

be secured; and(or) (2) Income and consumption must be reduced if. in
 

fact, this is a feasible alternative.
 

Referring to Equation 6.2 again, if LPE J increases, ceteris pari

bus, E increases as does the amount of qn that must be marketed. 
The
 

-terms of trade have been turned against the producer. Utility maximiza

tion through consumption requires that Equation 6.4 must be satisfied.
 

E r MU-= -- ." = MU=qi n-
ME q (6.4)(
 

AECidinig to Equation 6.4, as 
[pE ] increases but [Ej is unchanged, Mu,

E
 

is ...
viaht.bt.it the ratio MUE ;/ falls This diiequilibrium per

sists unless '(l) ' [E' i
is6educed so that MUE inicrease; 'or( The
 

http:viaht.bt.it
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marginal utilities of the q (i = 1, ..., n) are reduced by increasing
 

the consumption levels of each. Alternative (2) is feasible if suffic

ient amounts of qn are produced so that E can be made and qn can be
 

traded for the other qi. This alternative, however, is tantamount to
 

an increase in income demand Which is inconsistent with maintaining 10
 

The increase in [pmust be offset by a reduction in [E ]so that total
 

If [E is to be
expenditure is unchanged and Equation 6.4 is satisfied. 


maintained as [PE increases, ceteris paribus, an income level higher
 

than I is necessary. A higher income which is still consistent with
 

utility maximization is possible if the shape and position of the indif

ference curves are changed as in Figure 6.3. Similarly, if rE ] is
 

increased, ceteris paribus, a larger quantity of income is demanded or
 

needed to meet consumption expenditures. This higher income is possible
 

in Figure 6.3.1
 
with a change in the map of indifference 

curves, as 


Merchant-trader-landlord middlemen
 

In most less-developed areas, marketing middlemen are the most
 

important links in the system that channels agricultural commodities
 

frow producers to domestic consumers and exporters. Marketing boards
 

and marketing cooperatives are important outlets for certain crops in
 

certain areas. While these organizations perform middlemen activities,
 

the nature and scope of their operations differ from that of the large
 

number of middlemen operating individually and on a small-scale basis.
 

Despite a relatively high proportion of production consumed directly by
 

IThe shape and position of the new indifference curve map condition
 

the effect of upward shifts in the income-possibility curves on the labor

use levels and corresponding income levels which maximize the producer's
 

utility.
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smallscale producersitheir aggregate marketings constitute.a,.signifi

cant part- of9 total -marketingsvby. all-producers. ;In, the case of non

edible cash crops which are ,grown by producers having operations of div

erse size, .avery :high-.percentage of-production realized'is marketed. 

At~low*stages-of economic development, the number of marketing mid

dlemen.is generally high. However, their distribution throughout the
 

economy is strongly conditioned by population densities, transportation
 

facilities and costs, and the effectiveness of communications systems in
 

denoting areas of marketable supplies and excess consumer demand. Fur

thermore, a system of credit advances by wholesalers which filter down to
 

various individuals in the marketing structure affect the location and
 

size of operations of these various middlemen. As the distance from
 

established market areas increases, the number of middlemen at each
 

stage of the marketing.process decreases. The producer has progressive

ly fewer alternative marketing outlets.
 

Numerous roles are actually and potentially performed by the mid

dlemen. In such capacities, middlemen are in positions to both stimu

late and inhibit developmental processes. Quite apparently, their impact
 

on these processes is an indication of the need for market reform and the
 

nature of needed reform measures. The roles which are subsequently dis

cussed are generally applicable to most less-developed areas. Again,
 

marketing boards, marketing cooperatives, and compulsory marketings to
 

public agencies also affect marketing structures inpiany of these areas.
 

http:dlemen.is
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Want creation Since merchants and traders supply those goods aon

sumed but not produced, they represent the vehicles for expanding the
 

quantity and variety of consumer goods available to purchasers. The
 

introduction of new consumer goods, often imported goods, and the crea

tion of new consumer wants have favorably affected producers' behavior as
 

evidenced by higher production levels and increased quantities marketed
 
1
 

(6.3, 6.6, 6.19). In Africa where increases in production and market

ings have primarily been in nonedible export crops appended to traditional
 

food production patterns, increased exports need not have reduced the
 

domestic supply of food. However, as specialization in production of
 

export crops occurs, producer-consumers obtain increasing amounts of
 

food items in the market. This specialization may reduce domestic supplie
 

of food in the short run, but the increased market demand tends to increas
 

returns to domestic producers and suppliers of food items which, in turn,
 

may stimulate production.
 

Want creation may have adverse consequences too. New consumer goods
 

may increase the importance of present consumption over future consump

tion with an adverse impact on saving and private investment in the firm.
 

However, this phenomenon may only be temporary and primarily applicable to
 

consumer goods that can be purchased in small quantities. As goods are
 

1See Figure 7.5 in Chapter VII for a diagrammatical representation
 
of this change in behavior. With regard to the lack of consumer goods,
 
Yudelman writes, "At present in many parts of Central and East Africa
 
the only sources of supply for 'incentive' goods are small trading posts.
 
Most of these carry a narrow and uninspiring range of products. The
 
apparent rewards for effort are restricted to the basic necessities of
 
daily life" (6.24, p. 175).
 



introduced which.require relatively substantial expenditures, the moti

vation for deferring present consumption may increase. At this point,
 

anotherfactor with longer-term consequences is relevant. This is the
 

credit extended by merchants and moneylenders which borrowers use for
 

obtaining new consumer goods. Higher indebtedness without an improved
 

repayment capacity places the creditor in a stronger bargaining position
 

vis-a-vis the indebted producer. The possible implications for required
 

marketings to the creditor at prices determinable by the latter were
 

discussed in Chapter V.
 

Credit to producers Producers are often forced or inclined to
 

make the bulk of intended marketings shortly after harvest. The absence
 

of storage facilities and the demand for money to pay rent, taxes, debt
 

obligations, and expenditures for post-harvest social events are the
 

primary reasons for this seasonality of marketing. These expenditures
 

are often made in kind rather than money. In either case, the producer 

parts with his output. In areas where the more stable flow of income 

through multiple cropping or diversification of farm enterprises is not 

available, producers often have to resort to credit for financing consump

tion and production expenses until the next harvest period arrives. In 

addition, the need to make unplanned expenditures for unforeseen events 

often requires that the producer secures external financing. Such credit 

is ,provided by middlemen..(6.10, 6.15, 6.22, 6.23). Wharton (6.23), for 

example,-notes that producer indebtedness,requires that the small-scale 

rubber;producer in Malaya.must continue to ,sell his rubber to the rubber 

buyer-lender who, in turn, makes regular deductions from his payments to 
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the producer until the latter's debt is repaid. 
In some areas the rubber
 

buyer is also a local merchant retailing consumer goods and production
 

inputs to the producer. Indebtedness and purchases on account insure that
 

the buyer-lender has a reliable source of rubber.1
 

Similar situations exist elsewhere where vertical trading relation

ships are established through the use of credit (6.9, 6.16, 6.17). By
 

providing credit and perhaps price concessions to producers, the middleman
 

becomes the marketing outlet for the indebted producer. 
At the same time,
 

the middleman often obtains financing from a wholesaler or the next indi

vidual in the marketing chain to whom marketing obligations now exist.
 

A similar pattern of credit advancement by moneylender-traders in India
 
exists which effectively forces indebted producers to market their commod

ities with them (6.10, 6.13). Where assistance is offered by landlords,
 

their tenants 
are often obligated to use the landlords as 
market middlemen.
 

The importance of credit in production and marketing is apparent.
 

Credit advances by market intermediaries satisfy a mutual interdependence.
 

That is, producers require financing for production and consumption
 

expenditures while middlemen-lenders represent local sources of credit and
 

1Ward (6.22) indicates that a similar middleman-lender system exists
among the Chinese rubber producers in Sarawak. 
She adds that the Melanan
producing sago in Sarawak are not as 
industrious as the Chinese and are
inclined to withdraw from work after a certain amount of sago flour has
been produced. 
Consequently, the Chinese middlemen-retailers attempt to
keep the Melanan in debt. 
Under the threat of withdrawing future credit,
the middlemen attempt to 
coerce sago producers into maintaining a more
continuous supply of sago flour to them. 
Further, the debtor-creditor
relationship reduces the threat of competition for supplies from other
 
middlemen in the area 
(6.22, p. 152-3).
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marketingioutlets .- The latter,individuals are also able to lessen the
 

uncertainty,surrounding continued source of supply from which to procure
 

commodities,and sources of demand for those consumer goods retailed. In
 

addition, producers may find the relationship somewhat advantageous in that
 

the uncertainty relative to marketing and credit decisions is reduced.
 

Price and interest cost concessions may be given to clients of long stand

ing. Tenants may be given preferential treatment in the distribution of
 

plots of land for cultivation, in dispensation of personal and business
 

counsel by the landlord, and in work obligations to and wage-labor oppor

tunities provided by the landlord. Conversely, continued indebtedness
 

maintains or increases the superior bargaining position of the lender
 

relative to the borrower.
 

Collection, aggregation and distribution processes Producers located
 

near marketing and consuming centers often engage in petty trading. That
 

is, they do not rely on the first middleman to start their goods through
 

the marketing channels; they are that first middleman. Producers located
 

at successively farther distances from these centers are confronted with
 

increasing transportation, labor and time costs and decreasing awareness
 

of existing and anticipated market conditions if they are to market their
 

goods themselves. Due to the state of transportation and communications
 

facilities, wholesalers rely upon a hierarchy of middlemen to search out
 

the relatively-small quantities sold by individual producers, grade and
 

bulk these commodities of variable quality, and transport them to collection
 

points (6.5, 6.6, 6.15, 6.22). These operations are costly, in terms of
 

labor and time expended, relative to the value of the commodities involved.
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Wholesalers find it economically advantageous not to employ and supervise
 

a staff of employees to complete these labor-intensive operations (6.5).
 

As mentioned previously, the opportunity cost associated with the middle

men's time and labor inputs is often not high. Consequently, each is
 

willing to work for a relatively small absolute return. Collectively,
 

such returns may be substantial in comparison to the prices received by
 

producers and paid by consumers.
 

Middlemen perform similar operations in the distribution of domesti

cally-produced and imported consumer goods. Due to relatively low per
 

capita incomes and inadequate storage facilities, consumers make their
 

purchases in small quantities at frequent intervals. Under such conditions,
 

retail sales are highly labor-intensive. Consequently, middlemen and
 

small retailers break down the aggregates into small lots and distribute
 

the goods in the amounts demanded by consumers. Again, wholesalers would
 

find these distribution procedures costly if they were to employ salaried
 

workers to carry out these operations.
 

Communication of information on supply-demand conditions With lim

ited transportation and communications facilities and low literacy rates,
 

exchange of information among middlemen at different stages is a princi

pal means of identifying market conditions. Information is transmitted
 

on the quantities and sources of supply and on demand for both agricul

tural commodities and consumer goods. These individuals also are in
 

positions to introduce producer-consumers to new crops for which a market
 

exists, to improved production inputs, and to new consumer goods. Con



versely, the same middlemen transmit information to wholesalers relative
 

to the adoption of new crops and changes in consumer demand.
 

Entrepreneurship and mobilization of resources Entrepreneurship
 

has important implications for economic development. Entrepreneurs
 

are able to perceive and, subject to capital and social constraints, to
 

exploit or take advantage of economic opportunities as they arise. Sim

ilarly, they are more responsive to changing market conditions and to
 

public policies attempting to guide economic activity. Trading and per

forming other middlemen functions are important means for acquiring
 

knowledge and experience of the workings of the market and of entrepre

neurial activities (6.9, 6.15).1 This is true for both small traders
 

who aspire to expanding their scale of operations and for agricultural
 

producers engaging in some trading activities. Since such trading often
 

takes place in an environment of brisk competition, the economically
 

and socially sagacious trader is rewarded for his efforts. Thus, the
 

acquisition and perfection of entrepreneurial skills are seen as the
 

means to economic survival.
 

The middleman's role in creating new wants leading to the mobiliza

tion and better use of available resources was discussed above. Further,
 

his role in serving as the outlet for producers' marketings has been
 

observed. Without adequate marketing outlets, increased production is
 

1Also see Marris (6.14)
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largely consumed locally. Where such outlets exist, the means for
 

channeling agricultural commodities and expenditures for consumer goods
 

to other sectors of the economy exists. Thus, middlemen can serve as
 

both the mobilizers and the redistributors of resources within the econ

omy. Furthermore, middlemen's margins in both their marketing and retail
 

distribution activities represent net transfers from the agricultural
 

sector. Such capital accumulation can potentially be used for productive
 

uses in other areas of the economy, including the marketing sector.
 

How does this new participant in the system affect the activities
 

of others? First, the range of goods available to consumers is expanded.
 

Second, the merchant-trader often both purchases and later retails to
 

producer-consumers the same type of agricultural commodities for consump

tion. Third, the merchant-trader often provides credit in kind to pro

ducers who have insufficient incomes or inventories to tide them over
 

from one production and harvest cycle to the next. Depending upon the
 

number of competitors, the merchant-trader may have both monopolistic
 

and monopsonistic powers. Where producers are located close to the mar

keting area, they may engage in direct retailing to consumers in competi

tion with the merchant trader. Yet, because of the services provided by
 

the latter, he is able to establish his own clientele and, in turn, exert
 

influence over his purchasing and retailing activities . The development
 

of improved transportation and communications facilities would tend to
 

lessen these powers as competition among middlemen increases.
 

Figures 6.4 and 6.5 represent situations where the merchant-trader
 

has both monopolistic and monopsonistic powers. The S curves represent
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the supi schdules, e offer curves, of agricultural commodities by 

pr6dbers to 'the merchant-trader,
1 

Because the curves slope upward, the 

acquisiftib cost dothe merchant-trader, i.e., the marginal expenditure 

for additlonal units denoted as MEs, increases as purchases are expanded.2 

The merchant-trader has the options of selling these agricultural commod

ities to another trader and at a later date, to some of the same producers
 

who initiated the marketings. In Figure 6.4, the merchant-trader is
 

assumed to market his purchases with a trader or wholesaler at the next
 

level in the marketing structure. Because of a limited number of com

petitors, imperfect communications systems, and differentiated products,
 

the demand curve faced by the merchant-trader is assumed to have some
 

downward slope. Consequently, marginal revenue is less than average
 

revenue at each quantity demanded, and the marginal revenue curve lies
 

below the demand curve at all points. If the merchant-trader is a profit

maximizer, he will purchase Oq1 units from producers at price Op1 . To
 

the left of point M in Figure 6.4, the marginal revenue associated with
 

an increment of the good is larger than the marginal cost of acquiring
 

the increment. At point M, marginal revenue is equal to marginal expendi

1Implicit in the supply schedules is the behavioral assumption that
 
higher prices offered by the merchant elicit increased quantities of goods
 
marketed with him. This assumption is re-examined in Chapter VII.
 

2Total cost = TC = pq and p = f(q). Therefore, dEs = dTC P + q"
 
s pdq dq
 

Because the-supply curve, S, slopes upwardE > 0 and ME >p
'dq s
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Figure 6.4. 	 Monopolistic and monopsonistic positions of the merchant

trader in wholesale trade
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Figure 6.5. 	Monopolistic and monopsonistic positions of the merchant

trader as a retailer
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ture and profit is maximized. In turn, the merchant-trader markets quan

tity Oql at price OP2 to another trader. Given the demand and supply sche

dules as drawn in Figure 6.4, the merchant is able to realize a margin of
 

p1p2AB through his buying and selling activities., This margin represents
 

total revenue of OpAql less expenditures of OplBql. This margin also
 

represents the merchant-trader's gross capital accumulation. The question
 

then arises as to the disposition of this margin. The available alterna

tives depend upon the stage of economic development and would include some
 

of the following:
 

(1) To purchase additional consumer goods thereby expanding both
 

the quantity and variety of goods offered to consumers. The newly-offered
 

consumer goods may motivate some producers to alter their preferences
 

between income and leisure so that more labor inputs are utilized and agri

cultural output is increased. To the extent that margins are used to
 

purchase imported goods for subsequent retail, capital leakages in the
 

domestic economic system occur. Merchant-traders could also provide
 

traditional and improved production inputs to producers to the extent they
 

are available tQ the merchant;
 

(2) To invest in the marketing structure thereby creating links
 

with other marketing areas through vertical ties with suppliers of con

sumer goods and purchasers of agricultural goods and through horizontal
 

expansion of marketing outlets in other areas. Conceivably, the former
 

increases the flow of goods into and out of the market area with possible
 

reductions in acquisition and unit transportation costs. Horizontal
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expansionof.marketing.facilities:increases the number,of retail 
and pur

chaseoutlets. 
The larger market may permit the merchant to~realize some
 

cost-.savingspthroughbulk purchasing from both producers and wholesalers
 

of consumer goods-. 
It does not follow that such-cost savings are passed
 

on to others through higher producer prices and lower retail prices;
 

(3) To invest in areas other than marketing. Investments in land
 

and housing are not directly productive. 
In fact, purchases of agricultural
 

land further increase the control of the merchant-trader over producers.
 

On the other hand, investment in government certificates increases the
 

flow of government revenue, a part of which can be used for public invest

ment and underwriting the cost of public policies; and
 

(4) To provide additional credit to producers and consumers. In
 

doing so, the merchant-trader provides an important service. 
His position
 

as a creditor, however, increases the potential for reducing the bargain

ing power and range of individual behavior of his clientele.
 

If additional merchant-traders enter the market to compete with the
 

sales by the individual represented in Figure 6.4, the-degree of mono

polistic power accruing to the individual under consideration is reduced.
 

The new demand curve faced by him will tend to have less slope than dd
 

in Figure 6.4 and will shift toward the price axis. 
That is, at each
 

price,. the individual merchant-trader can only market a smaller quantity
 

as competitors-encroach upon his previously-existing market. 
Let this
 

modified demand curve be denoted as d'd'. 
 The new point of profit maxi

miziation is M'. 
 A-larger quantity is purchased from producers at a higher
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:price.* The correspondingiymargin ,accruing -to ithe,. merchalt'"trader'*s: 

sinailler than prevclius ly realized.1 Aredistribution of1income hasrtaken 

place6 'n-tii.the aggregate', producers receiVe fa! largerrevenue;, 'the indi

vidual merchant-trader realizes, a smaller marketing -margin, 

InFigure'6.5,,: the'merchant-trader is representedras-an individual
 

who-purchases$ for'example; rice from producers'and thenxresells rice
 

to--them-at-a laterdate. 
The merchant retains the monopolistic powers
 

he'hadtin'Figure'6.4 but has relatively greater monopolistic powers in
 

Figure 6, The-greater monopolistic power-is implicit in the more
 

steeply-slopingdemand curve for the good he retails. 
The ME curve
 
s 

incorporates 
Es plus storage costs and any opportunity costs and, there

fore, lies 
to the left of the ME curve. The,merchant-trader's profits
 
s 

are .maximizedat point M. He purchases Oq 
 at price Op from the pro

duiceri- Later, he-retails the same quantity but at price Op2
. The pro

ducer-consumerlis exploited from two sides. 
 If the price received by
 

proddcers were Ope corresponding to point N where the demand and supply
 

schedulesintersect, producers would not only be able to market a greater
 

quantity ata'price higher: than Opl; but, in addition, as consumers they
 

wouldidemand-a larger quantity at aimuch lower price.1 
 In fact, the
 

merchant-trader would not be able to generate a capital-surplus through
 

hispricing,. purchasing and retailing policies. 'He would only.realize
 

hisnormal profit from the.-transactions. Producers!: revenues amounting
 

'The equilibrium at point N ignores a conaidpration of.the storage
 

costs anhd any opportunty costs.
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to .OPeNq2 would also equal their expenditures for the quantity 0q2 of
 

goods demanded at pe"
 

Although the numerical scales in Figures 6.4 and 6.5 have not been
 

specified, the market supply curves, the S curves, as drawn suggest that
 

producers have a large number of price-quantity marketed combinations open
 

to them. That is, the quantities marketed by producers are positively
 

correlated with a wide range of prices received. As mentioned earlier,
 

producers bring endowments to the market for exchange with other produc

ers and for sale to the merchant-trader. With a given endowment during a
 

marketing.period, the producer has alternative outlets for his products
 

and, in turn, can vary the quantities offered to individual purchasers as
 

the price and exchange values vary. If the producer has storage facilities
 

for relatively nonperishable goods, he has more power over regulating the
 

marketing of his commodities as market conditions change over time. Thus,
 

producers with storage facilities are able, in the aggregate, to influence
 

both the position and shape of the S curve from one production period to
 

the next. Of course, the maximum amount they can market in any period
 

is constrained by endowments or inventory stocks. At this quantity, the
 

S curve becomes vertical; beyond this point, the price elasticity of
 

quantity supplied to the market is perfectly inelastic.
 

The absence of storage facilities tends to accentuate the variability
 

in market prices. At the end of the harvesting, large quantities of pro

duce are typically marketed. The local market supply curve shifts sub

stantially to the right while the demand curve for agricultural products
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would t.e'd tse6-si to the left. The shift in demand is a-consequence
 

of producers now consuming from their own production rather than pur

ch4ing food grains in the market. The interaction of these two factors
 

tends to depress market prices in the immediate post-harvest season. See
 

Figure 6.6. During the planting and pre-harvest period, diminishing
 

inventories of agricultural produce cause the local market supply curve
 

to shift to the left, for example, S At the same time, however, other

ph'
 

producers who have exhausted their stocks demand greater quantities in
 

the market in order to tide them over to the harvest season. Let this
 

demand be represented by Dph' Consequently, prices are forced upward such
 

as pph in Figure 6.6. In order to sustain consumption patterns during
 

this period, producers with low incomes and few savings often have to resorl
 

to credit financing from a moneylender or credit in kind from the merchant

trader. The debt obligations to the moneylender represent a demand on futul
 

income. The merchant-trader also has a claim on future income; but because
 

of his role as a creditor and as a purchaser and retailer of commodities,
 

he is in a strong position to directly influence the economic well-being
 

of the producer. As a creditor, the merchant-trader can effectively
 

force the indebted producer to sell his output and purchase his consumer
 

goods from him at prices which are favorable to the merchant-trader. At
 

times, the merchant-trader is able to purchase the crop prior to harvest
 

at prices which are lower than would prevail in the market at the time of
 

ITo simplify the exposition, corresponding ME and MR curves 
are not
 
drawn in Figure 6.6.
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harvest. In addition, the producer's reliance on the merchant-trader to
 

provide credit in kind permits the latter to increase prices producers
 

must pay for food and other consumer goods obtained fr~6m him. In this
 

situation, the producer does not have the market supply and demand options
 

implicit in Figures 6.3 and 6.4. The prices he receives and pays are
 

determined, or potentially determinable, by means external to the forces
 

of the market.
 

Sph 

Sphh
 

Pph
 

Quantity 

Figure 6.6. Market prices during pre-harvest and harvest periods
 

Inadequate storage facilities and the demand for money for meeting
 

tax, rent, and interest payments force or induce many producers to market
 

the major proportion of their commodities following harvest. The post

harvest supply curve is designated as Sh in Figure 6.6. As producers
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harvesbt"their' crops,' the'marKet'demana curve'for these commodities "shifts
 

leftward;'sucnhas:J....
The'direction'anmagntue or tnese two-snircs 

depress market prices in the'post-harvest period, for example, h in 

Figure- 66 

Number of middlemen
 

As distance from marketing and consuming centers increases, the
 

number of local buyers and middlemen generally decreases 
(6.6, 6.11).
 

This is due to high transportation costs, the relatively small quantities,
 

individually sold by producers, and limited knowledge of local production
 

and market supply conditions. As mentioned previously, differentiation
 

in product quality and marketings in small quantities require substantial
 

inputs of labor in grading, bulking, simple processing, and transporting
 

these commodities prior to sale to the next middleman or wholesaler. In
 

general, the concentration of middlemen is found at the marketing level
 

where buyers have collected the goods from the countryside and have brought
 

these to a middleman for sorting and bulking processes. Where producers
 

are in close proximity to this marketing center, they may bring the com-


I1n a study of cotton and groundnut marketing in the Indian district
 
of Rajkot in Gujarat State, Jasdanwalla observed that progressively fewer
 
buyers were available at successive distances from the market center (6.11,
 
Table LIV, p. 85). However, only 19.4 percent of those interviewed said
 
they sold to a monopolistic buyer. The rest sold to two or more buyers.
 
In addition, there was not a close association between the producer's
 
size of operations and the number of buyers to which sales were made (6.11,
 
Table LIII, p. 84). Jasdanwalla adds that in India a superior marketing
 
mechanism for cotton and groundnuts exists relative to other agricultural
 
commodities.
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modities directly thereby avoiding payment of the buyer's commission.
 

More enterprising producers, together with landlords and merchants, often
 

perform this initial collection and transportation operation.
 

The large concentration of middlemen at this level is due to few
 

barriers to entry, a relatively low opportunity cost on time and labor
 

expended, and the opportunity to earn income through simple "value-added"
 

processes plus normal trading margins. 
 Since these processing and trading
 

activities are labor-intensive in nature, require limited capital outlays,
 

utilize trading skills which can be fairly readily obtained, and provide
 

a quick turnover of capital or commodity stocks, a large number of traders
 

and producer-traders participate (6.5, 6.8, 6.15, 6.18). 
 Similar attrib

utes partially account for the large number of individuals involved in
 

distributing and retailing consumer goods.
 

Two additional factors are important. When middlemen operations
 

proceed beyond the scope manageable by an individual or his family,
 

additional administrative skills are required. 
The relative scarcity of
 

these skills and the uncertainties associated with hiring other indivi

duals tend to motivate or constrain traders to operating on a small-scale
 

basis. 
 In addition, the relative scarcity of both individual savings and
 

financing by public agencies for trading activities limit the scale of
 

individual operations. 
Where credit is advanced by higher intermediaries,
 

such credit is often provided on the security of personal relationships
 

and to a relatively large number of individuals so as to spread the
 

lender's risk. 
These factors interact to sustain a system of small-scale
 

traders.
 



Planning~for PublicInvestment in the Economy's Infrastructure
 

Public investment in the existing infrastructure is often implemented
 

to generate a comnlax of nrasRurps and incentives designed to be instru

mental in moDiLIzing aomesuic resources, attracting foreign capital, and
 

increasing resource productivity. For example, the building of a road
 

to a region nreviouslv inaccessible by public transportation may induce
 

settlement of the region and employment of previously-untapped resources.
 

If already populated, transportation facilities offer opportunities for
 

increased access to output, input, and consumer goods markets which have
 

implications for resource mobility and production incentives. In this
1 


case, the investment in transportation facilities can be viewed as an
 

instrument variable. A favorable impact on communication and marketing
 

facilities will likely be a secondary result. If education facilities are
 

unchanged, they serve as a parameter in this program to stimulate develop

mental process.
 

It is intuitively apparent that given the objectives to be pursued
 

by the government or national policymaker, an optimum government program
 

for investment in social overhead capital facilities exists. The problem
 

is to determine this optimum program subject to constraints such as (1)
 

The limited amount of funds available for investment, (2) The availability
 

Lin this connection, Neumark comments, "...it 
can hardly be over
emphasized that lack of transport and related marketing facilities present
 
the most considerable obstacle to the exploitation of the latent oppor
tunities for the development of interregional trade in Africa" (6.21, p.
 
47).
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of administrative resources to construct and implement the program, (3)
 

The necessity to integrate and coordinate this program with other measures
 

undertaken by the government, and (4) The availability of reliable data
 

for planning purposes. Furthermore, considerations of political and social
 

stability must be taken into account.1 To some extent, these should be
 

reflected in the policymaker's objectives.
 

Where economies of scale provide an economic rationalization for
 

investment in relatively few but large-scale projects such as fertilizer
 

plants and agronomic research farms, political pressures may effectively
 

force the government to modify economic considerations and construct a
 

series of small-scale operations which are more widely spread throughout
 

the countryside. Also, since international airports, heavy machinery and
 

ostentatious public buildings are viewed as characteristic of relatively

developed countries, nationalistic pressures may motivate governments
 

to invest in these ventures in an attempt to provide visible evidence that
 

the gaps between these two classes of countries are narrowing. Thus,
 

national planners must engage in an assessment of the costs and benefits
 

associated with alternative government investment programs of varying
 

magnitudes and duration of time.
 

The impact of the infrastructure and modifications through public
 

and private investment on resource use and productivity have already
 

IRelative to India, Bauer notes, "...India 
is more nearly a collection
 
of peoples and countries than a single nation or country. This diversity

bears, inter alia, on the importance of the development of the transport
 
system (an urgent requirement on other grounds as well) to facilitate
 
communication and thus promote the unity of the country" (6.4, p. 14).
 



been alluded to'in the'preceding discussion. The "spread ffects'l-eman

ating from this Infrastructure condition a number of phenomena'influenc

ing economic activity. Quite apparently, the strength and scope,6f these
 

"spread effects" vary with-the stage of economic development, the existence
 

of complementary programs, and nature of the resource base, including the
 

population component.
 

The thesis advanced here is that primary responsibility for the creation
 

and operation of an infrastructure generating pressures and incentives
 

facilitating economic progress must be borne by the government, whether
 

central or regional. This responsibility is expensive both in terms of
 
2
 

financial and administrative resources. Furthermore, a balance between
 

public and private initiative must be pursued whether national planning
 

is done on a centralized or decentralized basis.
 

Returns to private investment
 

Two factors are operative which discourage private investment in the
 

infrastructuic of the economy. First, few individuals possess or have
 

IThe magnitude, composition, and quality of a country's infrastructure
 

can be improved through appropriate investment in these facilities. Con

versely, deterioration with deleterious effects on economic activities can
 

arise through lack of maintenance and public regulation.
 

2Capital requirements are relatively high with high capital/output
 

ratios for building railroads, paved highways, and communications media.
 

However, the construction of roads adequate for animal and bicycle trans

portation and the construction of bunds and terraces are or can be projects
 

which are relatively labor-intensive in nature. Despite the unpretentious

ness of the latter, they nevertheless constitute modifications of the
 

economy's infrastructure resulting in a potentially-positive effect on
 

agricultural productivity.
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access to the financial resources necessary to construct a dam and irri

gation facilities or to implement an educational system. Second, the
 

inability to capture the costs and benefits of private investment, such
 

as 
in reclamation and conservation measures, which become externalities to
 

other producers in the area reduce the attractiveness of this type of
 

investment. 
One exception, already noted, which is essentially unaffected
 

by these two factors is the relative ease with which producers and family
 

members can enter the area of petty marketing. Not only is this form of
 

activity labor-intensive which provides an outlet to 
labor seasonally or
 

chronically underemployed, but relatively little capital is necessary and
 

the personal skills involved are not demanding and are acquired relatively
 

easily.
 

As a result of public investment, some producers have improved oppor

tunities for augmenting net returns through a reallocation of resources
 

within the firm and through private investment in the firm. The impact
 

on private investment can be discussed with reference to Figure 6.7.1
 

From a macro-economic viewpoint, the MEC curve for the agricultural
 

sector, i.e., the aggregation of firms within the sector, is dependent
 

upon the existing agricultural infrastructure. Thus, the government
 

1A discussion of the nature of the curves and the mechanics of
 
making investments to the capital stock in succeeding time periods was
 
presented with reference to Figure 5.2 in Chapter V.
 

Additions to capital stock are now viewed from the macro-economic
 
viewpoint. Consequently, the supply curve for capital goods, S, slopes

upward because of rising costs in producing these goods. The MEI curves
 
slope downward because of the rising costs of capital goods and diminishing

physical returns to increments of investment, both tending to reduce net
 
economic returns to investment.
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Figure 6.7. 	Theoretical impact of public investment on the level
 
and rate of private investment
 

is able to modify the slope and position of the EEC curve through
 

judicious investment programs designed to affect the rate of investment
 

and capital accumulation in the agricultural sector. If MEC results
 

with government investment, ceteris paribus, the rates of investment and
 

capital accumulation are unchanged. However, K representing the optimal
 

capital stock has increased. If it is possible to twist the NEC curve
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and change its position as with MEC4 , both the rate and absolute amounts
 

of capital accumulation can be varied. If the MEC curve were twisted
 

° 
counter-clockwise, relative to MEC and NECI , the rate of capital accum

ulation would be accelerated and, in turn, the length of time necessary
 

to reach K would be reduced. Furthermore, government investment in the
 

capital goods industries could affect the shape of supply schedule for
 

capital goods, S. This would alter the corresponding family of MEI
 

curves and the rate at which private investment is undertaken. If S
 

is horizontal up to the capacity constraint, the rate of investment is
 

invariant; if S rises sharply, so does the rate of investment. In Figure
 

6.7, i° is also an instrument variable through which the government can
 
0 

affect K and the level of investment.
 

Need for an efficient marketing system
 

The marketing mechanism potentially performs an important role in
 

stimulating and sustaining developmental processes. It can be viewed
 

as an instrument variable and the leading sector in economic development.
2
 

At times, however, the marketing system is viewed either as performing a
 

IThe effectiveness of using i as an instrument variable by affecting
 
the interest rate or structure of Tnterest rates through monetary policies
 
is dependent upon the degree of monetization of the economy and the strength
 
of the linkages between the central bank or central monetary authority and
 
existing credit institut:ions throughout the economy, i.e., the development
 
of the monetary system as one component of the overall infrastructure of the
 
economy.
 

2Barber comments, "Where access to markets has permitted the sale of
 
agricultural surpluses, the African has apparently intensified his efforts
 
as a farmer, produced more, and sold a surplus for cash" (6.2, p. 251).
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passiye roleor.-as~essentially adapting in theright directionand pro

portion as economic change takes place (6.7, 6.20). This is partially an
 

outgrowth of,the contention that marketing is unproductive. But as has
 

been noted,.the activities of marketing agents create utility of time,
 

form, and space. Where utility has been created, a productive act has
 

taken place.
 

The need for a marketing system arises when labor specialization is
 

underway so that each producing unit is no longer entirely self-sufficient.
 

In addition, the creation and growth of export markets require development
 

of an indigenous marketing system which can supply export goods on a
 

competitive basis. Now the need for an efficient system comes into focus.
 

The export demand is for particular goods, at designated qualities, and at
 

specified price-quantity relationships. An efficient marketing system
 

would channel this information to potential producers. Even if some pro

ducers can produce the export crop at a price which covers their per unit
 

costs, a partial shift of resources to cash crops may not be rational.
 

First, allocating resources ,to cash crops may mean that producers are unable
 

to produce enough food to meet their own consumption requirements. Thus,
 

if other producers in the marketing area cannot fill this excess demand for
 

food at cost less than or equal to the producer's net income from growing
 

cash crops, the producer will choose to produce food not cash crops. The
 

marketing system must be able to move goods from areas of "surplus" prod

uction to "deficit" areas at a cost such that sufficient effective demaad
 

in the,latterareas is able tq absorb these "surpluses". High middlemen
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margins and trans6rtationcosts attendfint 6moving t1ese goods, ceteris
 

paribus. ,iduce' effectived'emand in the "deficit" Aras. 

Secbnd, if fod consumption requirements can be met and additional 

income can be generated through producing a cash crop, the utility from
 

this additional net income must be'greater than the disutility of addit

ional work plus allowance for any risks involved. 
That is, the amount
 

of utility obtainable through increases in income depends upon the demand
 

for income. 
 Such demand, in turn, is largely a function of desired
 

expenditures for consumer goods. 
 At this point, another aspect of an
 

efficient marketing system is introduced. 
This aspect is the efficiency
 

with which wholesalers and retailers operate in the distribution of con

sumer goods, both imported and indigenously-produced. Evidence has been
 

cited earlier of the effect of the availability and variety of consumer
 

goods on producers' activities and, implicitly, their demand for addit

ional income. 
The costs at which such goods are made available to consumers
 

is obviously important. 
Obversely, the reliable transmission of consumers
 

preferences to wholesalers and retailers is necessary for the procurement
 

and efficient distribution of these goods.
 

The importance of low-cost food and agricultural raw materials in
 

sustaining general economic development, the potential market for consumer
 

and producer goods among the masses of rural people if they are able to
 

realize higher per capita real incomes, and the potential flow of resources
 

from the agribultural'sector to support other sectors of the economy all
 

suggest:thene6ed for an efficient marketing system. 
Reductions in per unit
 



transport cos ts- and mar~eting margins., improved,information,on; inter.
 

regional supply-demand conditions,.and the.availability.of improved
 

production inputsat costs which make them accessible to large .numbers
 

of producers all tend to iraise returns to producers and,,keep, costs tc
 

consumers relatively low. Higher monetary returns to-producers, ceterib
 

paribus, increase their purchasing power for consumer and producer goods.
 

Lower food costs tend to increase the real income of consumers. .Given

a relatively high income elasticity of demand for.food in.-most less

developed areas,,,higher real incomes also increase the demand for agri

culturalcommodities. Reduction in transport and marketing costs also
 

improve the: competitive position of agricultural commodities in the
 

export market...Competiveness is extremely crucial here because of the
 

importance of,generating foreign exchange earnings for procuring capital
 

and ,consumer.,goods for domestic consumption.
 

To-maximize individuals' objectives, the market mechanism must reli

ably,., transmit consumers' and. resource owners' preferences and producers'
 

demand for production.resources. Inaccurate transmission of consumers'
 

preferences distorts resource allocation,decisions for both agricultural
 

producers and ,manufacturers., The efficient operation of 
resource or
 

factor markets, improves the possibility of resources moving to,.their best
 

uses..This is essential forcoordinating,the,growth,of,the economy. An
 

efficient market system.also facilitates.longer-term~pianningon the.part
 

of all participants in,the economyi,including national-planners.
 

Market-reform alters ,the,distribution,.of-, income..in th.-..Aonomv..-,.rne
 

http:distribution,.of
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distribution of income, in turn, affects levels of saving and the effec

tive demand for'both producer and consumer goods. Consequently, both
 

capital accumulation and the strength of internal markets are affected.
 

Since the marketing middlemen are often considered to be unproductive
 

even though earning a return, their elimination is considered essential
 

and desirable. Yet, their incomes represent forms of capital accumulation.
 

From the standpoint of overall economic development, the question arises
 

as to whether this capital, in the form of the middlemen margin, is used
 

more effectively by marketing middlemen or by producers who realize higher
 

incomes as marketing costs decline. The answer depends upon the effect
 

on incentives and individuals' objectives. As has been noted, however, in
 

many areas middlemen in the first stage of the marketing process are also
 

agricultural producers realizing supplemental incomes. If marketing middle

men are to be reduced through reform measures, provision must be made for
 

absorbing the services they provided. For example, in their role of pro

viding credit to producers, their elimination requires that producers be
 

able to secure credit elsewhere. Their role of transmitting market infor

mation must be assumed by government extension personnel and improved
 

communications media. Their role of bulking, grading, and transporting the
 

initially small quantities marketed must be assumed by other personnel or
 

machines. The absorption of services provided by the middlemen is not
 

without economic and social cost to the society in question. The mone

tary costs of reform are evident. The displacement of a large number of
 

middlemen who, at least initially, cannot secure alternative employment
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also involvessocial.and perhaps political costs. These costs must be
 

weighed aganst the potentially higher unit returns to producers and lower
 

costs to consumers..
 

The problem facing the government is the ubiquitous one: the allo

cation of scarce resources to maximize planned objectives. Each use of
 

these.resources has anopportunity cost. 
The payoff to investment in
 

social overhead capital facilities is enhanced by complementary programs
 

such as 
tenure and rural credit reforms and public price and tax policies.
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CHAPTER VII. VALUES. ATTITUDES AND OBJECTIVES OF
 

AGRICULTURALISTS AS PRODUCERS AND CONSUMERSI
 

In the preceding chapters, the nature and role of the infra

structure affecting the operation of the economy were discussed. With

in this framework, decisions affecting production, investment and con

sumption are conditioned by economic indicators such as relative price
 

relationships and by social or noneconomic factors such as values and
 

attitudes affecting producers' and consumers' objectives. The intro

duction of this dichotomization of economic and noneconomic factors is 

for purposes of convenience rather than for a depicting reality. Where 

producers are primarily subsistence-oriented with limited participation
 

in the money or exchange economy, the "prices" affecting resource alloca

tion and production patterns are more indicative of attitudes toward
 

consumption requirements. That is, the "prices" are implicit consumer
 

valuations rather than the usual interpretation of prices as repre

senting the values which equate market supply and demand. Another
 

simple, but important, example will help to demonstrate the ambiguity
 

of this dichotomization. Producers often resort to credit for financing
 

production and consumption expenditures. The economic variable in this
 

business transaction is the interest rate. However, the real interest
 

rate is often a combination of the monetary rate plus an additional
 

1 t is arguable that a discussion of these personal attributes
 

is not within the sphere of most economists' professional competence.

Inclusion of this chapter in the study does not imply expertise on
 
the part of the writer. Rather, a limited survey of some of these
 
factors offers additional insights into the human component of de
velopmental processes.
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a function of the relationcost to the borrower where the latter cost is 


ship between borrower and lender. Because or nis inceoceaness co a
 

merchandth;trader or landlord, who may also be a relative--both an
 

ec6onomic aand social relationship--the borrower is effectively forced to
 

continue purchases from the merchant at inflated prices, to sell to the
 

trader in'advance of the harvest season at a price much below the price
 

at harvest, or to provide labor inputs and other services to the land

lord. C6nversely, relatives and preferred customers may be given
 

price concessions and favorable terms for repayment. The point to be
 

made is that the personal relationships between the two parties and
 

their relative bargaining positions influence the terms under which
 

credit is obtained. Furthermore, borrowers often have a preference for
 

obtaining funds from local moneylenders even though such sources levy
 

comparatively high costs. Where borrowers have access to government
 

banks and cooperatives which ostensibly provide funds at a lower cost
 

but yet patronize moneylenders, borrowers may be viewed as being paro

chial and economically irrational. But the appeal of moneylenders is
 

that they provide funds with no paperwork involved, on short notice,
 

and usually without stipulations as to use by the borrower. Also, be

cause of current indebtedness the borrower may be constrained to secure
 

additional financing from his current creditor. Cooperatives often do
 

not lend for consumption purposes. Banks are often located at a dis

tance which in terms of transportation, lodging, and time raise the 

effective interest rate even if the prospective borrower has the 

necessary collateral which banks usually require. 
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A good deal of nonspecificity is associated with the context in
 

which noneconomic variables are used. Given the heterogeneity of man's
 

composition and his activities, the definition of the context in which
 

such variables is used must necessarily be general in nature. For ex

ample, a value may be viewed as a standard of what is desirable against
 

which anticipated or actual outcomes can be evaluated. Thus, values
 

connote what is desirable, and since they do not change quickly, the
 

value structure represents a stabilizing force in social and economic
 

systems, particularly when economic systems are at low stages of devel

opment. But since values both affect and are affected by the economic
 

variables, the value structure of a society is modified as the develop

mental processes gain momentum.
 

Attitudes are defined here as the individual's outlook or subjective
 

estimation, whether rational or irrational, of his capacity to control
 

or influence the forces which interact to affect his economic and social
 

well-being, i.e., the realization of his value structure. 
In a sense,
 

attitudes represent the dynamic component of the value structure which
 

induces differential changes in values over time. For example, a pro

ducer may positively value raising his family's consumption levels
 

through increased production. If, however, he perceives his role in
 

shaping the production process as being purely passive, i.e., his
 

attitude is that his well-being is exogenously determined by some super

natural force, his likelihood of raising production and consumption
 

levels is diminished. Furthermore, he does not understand how if in
 

fact he can break out of this essentially low-level equilibrium which
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tends to persist overetime., .His, objective,, in this example,. would be 

sbmething:of the, nature of attempting to appease; and gain favorable 

stature~with,this supernatural force so that he will eventually be re

warded.. Thus,'objectives will be used in the context of representing
 

summary statements of producers' values and attitudes which interact to
 

determine his goals during the planning period. These goals will be 

stated in terms of constrained maximization problems where the con

straints are the means available to the producer, his attitudes toward
 

these means, and also some components of the value structure. Thus,
 

the goals will be values or proxies for values and will also be con

strained by other values.
 

To gain insights in to the nature of these noneconomic variables,
 

what Spengler (7.49) terms the "content of men's minds", a selected
 

number is examined below. The categorizations are not distinct nor are
 

they independent of one another. The principal focus here is how these
 

phenomena are influenced by existing conditions and how they act, qual

itatively, as "friction points" in retarding or facilitating economic
 

development. But, changes in economic indicators are not synonymous with 

changes in social well-being. Change rarely has a positive-sum outcome 

so that everyone is better off, relatively or absolutely. 

Religion
 

The emphasis in the recent past given to the role of the Weberian
 

"Protestant Ethic" as a positive force stimulating the economic develop

ment of parts of Western Europe and of North America suggests that
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proselytization of non-Protestants in less-developed areas may'be one
 

of the keys unlocking economic development. Certainly, the personal
 

attributes of thrift, hard work, and productive investment would be
 

conducive to accelerating developmental processes, but they are by no
 

means sufficient. Where producers have few resources, which they are
 

currently using efficiently, but able to generate only a small "surplus",
 

if any, and where few opportunities for productive investment exist,
 

even if the capacity for investing is available, thrift and hard work
 

can do little to raise the producer's level of living. Focusing on
 

the producer's enterprise or indolence obscures the likelihood that
 

some of his personal attributes are derived from the environment in
 

which he operates. Apparent leisure and unproductive expenditures may
 

be the consequence of a stagnant economic system which provides few
 

rewards to additional labor and capital inputs. Furthermore, the physi

cal capacity for work may be low. 
Where such conditions exist, religious
 

beliefs and practices have little impact on economic well-being. Only
 

when developmental processes 
are set in motion, for an individual or
 

groups of individuals, does the facilitating or inhibiting nature of
 

religious beliefs assume importance.
 

Of the noneconomic variables to be considered, religious beliefs
 

and practices are likely the most resistant to change. Where they are
 

inimical to economic and social change, additional obstacles to
 

development exist. In Asian Drama, Myrdal writes:
 

". ••religion usually acts as a tremendous force for

social inertia. The writer (Myrdal) knows of no instance in
 
present-day South Asia where religion has induced social
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change. Least of all does it foster realization of the 
mur~drnization ideals--though, of course, appeals to religion 
on-Ithe ,Ahigherl level can-be used fori, as well as against, those 
ideals, while cruder religious conceptions can be exploited 
to.incite people to resistance or to demonstrations, riots 
and lynchings . ... But the religiously sanctioned beliefs and 
valuations not only act as obstacles among the people to getting 
the plan accepted and effectuated but also as inhibitions in 
the,-planners themselves insofar as they share them, or are 
afraid to counteract them" (7.38, pp. 103-4). 

Quoting Myrdal once more:
 

"In particular, social and economic stratification is accorded
 
the-sanction of religion . . . in general the inherited strat
ification implies low social and spatial mobility, little free
 
competition in its wider sense, and great inequalities. This
 
system of social relations is a product of history and is
 
strongly supported by custom in traditional society; religious
 
beliefs and valuations furnish the emotional support" (7.38
 
p. 104).l
 

He adds, however, that the major world religions are not necessarily
 

adverse to economic change and developmental processes. They are sub

ject to varied interpretations with such interpretations often adduced
 

to project and support particular points of view and programs of action.
 

1Myrdal's statement is similar to the view expressed by Max Weber
 
in his book, The Religion of India, as interpreted by Morris (7.36). In
 
attempting to account for the lack of economic development in India
 
and China relative to Western Europe, even though "capitalism and
 
capitalistic enterprises" existed all through history in the former,
 
Weber emphasized the spread of Finduism as a force creating and sus
taining the caste system. The attendant social and economic rigidities
 
were the principal forces that precluded the evolution of a "capital
istic" system and the corresponding high rates of economic growth.
 

Srinivas in Goheen, et al. (7.20) comments that, "It is not un
likely that the failure of Indians to improve their material conditions
 
lay in the social and political institutions of the country. The in
stitution of caste tended to confine the loyalties of individuals to
 
a group which become progressively smaller owing to the marked tendency
 
to fisson in-the caste system" (7.20, p. 5). This phenomenon, in it
self, wouldtend to dampen aspirational levels and the socially
 
acceptable range of alternative economic activities.
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They are also amenable to diverse economic systems. Excepting Hinduism,
 

they have a common thread of egalitarianism which provides a potential
 

justification for economic and social reforms.
 

Traditional African religion, if such an all-inclusive categoriza

tion can be made, isvaried and exhibits a general capacity to accommodate
 

other religions such as Christianity and Islam as well as the secular
 

changes resulting from economic growth (7.23, 7.25). Traditional be

liefs such as 
the power of magic, the role of spirits in influencing
 

the physical environment, and the intertwining of ancestral spirits
 

and land tenure systems, are not necessarily abandoned in this accultura

tion process. Rather, they tend to be temporarily suppressed or partially
 

modified so as not to provide major obstacles to change, particularly
 

economic change. In this respect, Fallers comments:
 

'Whatever features of traditional African life may

stand in the way of more rapid economic development, an
 
absorbing interest in achieving states of inner spiritual
 
perfection is not among them. On the contrary, Africans
 
seem to have, on a whole, a very utilitarian, matter-of-fact
 
view of goods and services. . . . There is no evidence that 
in traditional Africa, economic concerns were rejected as 
spiritually unworthy. Far from viewing the biological man 
and his wants as base and unworthy of concern, there is a 
certain tendency for traditional African religions to make 
the health, fertility and prosperity of the living in
dividual and the living community matters of central impor
tance" (7.16, p. 115). 

Of course, this favorable attitude toward physical well-being does
 

not imply that production and exchange are the principal objectives of
 

human activities. Rather, production and exchange are responsive to
 

economic conditions and must take place within a social framework.
 

The control and use of land among Africans isaffected by the
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,re6ojnition zof andestral :,rights. to land. An addition to a personal 

aftachment to land,; in ksome: areas the ,!'rights" obtained.through.in

heritance forbid the saleor-pledging of land. ,Even thosewho,leave
 

or,-abandon the land:or transfer.it generally retain some.right or claim
 

to this land-(7.11). Consequently, the ability to secure clear titles
 

to land through individual transfer, land reform programs and govern

ment resettlement programs is doubtful (7.5, 7.10). Under these cir

cumstances, the incentives for land transfer, population mobility and
 

private investment in land are nqt favorable.
 

The importance accorded magic and the various spirits affects the
 

conception and execution of individuals' decision-making processes.
 

Where one's understanding of nature and production processes is found
 

in the interaction of various spirits, producers believe they have
 

little control over their environment. To ensure good crops and health,
 

sacrifices must be made to the appropriate spirits. Not only can such
 

sacrifices be expensive and time-consuming, in terms of opportunity
 

costs, but such an attitudinal structure is not in itself favorable to
 

individual economic planning and adoption of new production techniques.
 

This does not imply that producers are unresponsive to favorable oppor

tunities, but it does suggest a time lag in the adoption of new
 

Ilncluded would be such factors as the importance attached to
 
first occupancy through ancestral rights, often involving mythical
 
relationships with the soil; the desire to attract one's relatives to
 
the'land; the economic return from land; and prestige associated with
 
rights to land (7.11).
 

http:land-(7.11
http:obtained.through.in
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practices. If the desirability of practices is demonstrated in a con-, 

vincing manner and producers have the means to adopt, the t.me .lag may
 
be extremely short., The tendencyto intpret nature in terms of spirits
 

is reduced or suppressed as natural science curricula are introduced
 

and expanded in educational systems.
 

Magic can serve other purposes. Magic mayl be the most effective
 

means of social control in traditional areas. It can be used by both
 

individuals in authority and by Other members of the community to punish 

those who deviate from the customary ways of life in the community.2 

Schneider, in his study of the Pakot of western Kenya, writes that, "Be

cause magic is accepted as a stern reality, deviation is rare and un

doubtedly carefully considered" (7.47, p. 159). However, the threat
 

of being subjected to magic also induces those in authority to conform
 

to accepted community behavior so that their relationship to the com

munity is that of serving rather than innovating or commanding.
 

1Hammond (7.23) provides some interesting insights into the cultural
 
adjustments of the Mossi at the Niger Irrigation Project. He indicates 
that " . . . they fail to find the institutions upon which they have 
always depended for security; they find instead a natural environment 
governed by forces 'they do not know. Their water supply is no longer
dependent upon the supernatural controls of the earth custodians but
 
comes' from a dam built by Europeans" (7.23, p. 252). Necessary pro
duction inputs and supervision by European agronomists were provided

and the Mossi adapted themselves relatively rapidly and easily. The new
 
source of water Oid not induce the Mossi to alter their traditional
 
beliefs in spirits. Rather, they took the view that " . . . the forces 
of the natural order are different in their new habitat and accordingly 
must be controlled in a different way. Finding the indigenous inhabi
 
tants . . . to be zealous Moslems, the Mossl settlers have accepted
 
Islam as the religion of their new country . . . new arrivals rapidly
 
embrace Islam as the system by which the supernatural forces governing
 
their n ew environment can be manipulated" (7.23, p. 253). 

22Magic :and witchcraft are used for similar purposes in 
some Latin
 
American;ivillages. -:See Wolf (7.52) and. Nash (7.40). 
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Civil' 'reli i us h'erarchy in: LatinbAierieca' 

In" some' Latin Aerican co untes,' a oo-economic sructure
 

termed'A
a corporate" peasanrt community is found.' Within this'o"mn'nii ty, 
civil-religious hierarchial structure is found wh'ich 'operates theubiic 

life of the community in both religiou's and secular aspects.' The- system
imposes obiligations • of wealth aid tie on the male' members but rewards 

thed"tithower and'prestige within the community (7.40, 7.52). Wolf
 

(7:.'52) s'tates' that the achievement of power is a matter of community 

decision ,rather 'than th'rou'gh the' elfort:s of the i'dividual. This' is 

because prestige within the community is iargely a function of upward 

mement witi their hierarchy along 'aprescribed ladder of achieve

ment'Since the positions are without pay,' expensive in terms of ex

pe.ted obligations', and donot permit the holder to engage in any other 

remunerative activities', accumulated wealth is rapidly dissipated within 

this system."S:uch'accumulatedweialth, largely in terms of livestock 

and land, cannot be hidden from other members of the community. Where 

indivtduals are reluctant tb undertake these positions, they are 

punished or are 'fforced to'leaVe the community. In either case, deviant 

behavior is'discouragO. and' the social-stiruturp rimzA4na' oaan4-4 I1i, 

intact.
 

The financial obligations attendant with these hierarchial posII

.ns, reduce any income inequalities that are generated within the 
com .unty;and, in turn, lessen the likelihood of any inernal dissen

tlon which' wouild, threateh' the, continued 'existe:n'ce of thp e'nmimtvni~ 

..Wolf; (7.52) describes ;the. "corporate" community as comprised of 
peasants mostly subs is tence-oriented but with some market,'exchange. 
The social system, however, is bounded and with well-defined sets of 
rights and duties which prescribe and sustain traditional behavior. 



- 275 

While it-would appear that this socially-enforced redistribution of 

wealth would discourage the incentive to accumulate such wealth, Nash 

states that " . . . the richer people vie for public recognition and as 

measures of their piety, for the opportunity to expend funds in the up

keep of a given saint for a year, with attendant festivals" (7.40, p. 

293). The wealthier members assume office more frequently than the 

poorer members of the community. 

Extended Family
 

The impact of the extended or joint family on economic develop

ment has been given much speculation. The extended family is character

ized by various degrees of comprehensiveness. In general, however, it
 

represents a suppression of individual goals in favor of family goals.
 

Personal gains are expected to be shared with other members of the 

family and vice versa. The most frequent criticism made of the ex

tended family is that it stifles individual initiative to assume risks, 

to work hard, and to adopt innovations--attributes which are considered 

necessary for generating a class of entrepreneurs which will capitalize 

on the pressures and incentives growing out of the developmental process

es. Hoselitz (7.29) cautions, however, that such a pessimistic role of 

the extended family is " . . . based upon the assumption of a basically, 

individualistic society, such as is said to prevail in the West" (7.29, 

p. 112). Hoselitz further adds:
 

"If we consider, on the other hand, that the tra
ditional norms under which many persons in underdeveloped
 
countries have come to regard their demands upon, and their
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utt°ward,,their -.extend~d families, we may, prhaps under. 
stand that because of the prevalence of traditional norms 

,,different,from those,,of the.West,,membership.in an extended. 
family may not be an impediment to the development of 

,entrepreneurship or the willingness to work hard" (7.
29,,p. 112).
 

As,will subsequently :be indicated, the extended family system has
 

both advantages and disadvantages. Thus, its impact on economic de

velopment can only be assessed by examining, where possible, the
 

operation of the system in particular situations. In addition, the
 

extended family, like other social institutions, undergoes changes. 2
 

A growing pressure of population on the family land holdings and the
 

attraction of employment opportunities elsewhere act to modify the ex

tended family system so as to be more compatible with evolving economic
 

conditions.
 

In its most extreme form, members of the extended family pool all
 

of their resources for common use by members subject to the judgment
 

of the family patriarch. Individual business enterprise is replaced
 

by members cooperating for a collective goal (7.21). In addition to
 

considerations of mutual concern for collective survival, particularly
 

when living near the subsistence level and when annual production is
 

1Bauer's (7.6) position is that the joint family system has bene
ficial economic and social consequences where the economy is at the sub
sistence or near-subsistence stage. Beyond this stage, however, the
 
joint family system generally restrains economic growth.
 

2Comhaire comments that 
" . . . those tribal communities far from 
being stagnant, were living organisms long before the advent of Euro
peans . . . it is important to keep such a situation in mind, because 
institutions already tested that way should not be expected to give way
without a fight.under pressure of Western-inspired change" (7.14, p. 46). 

http:the.West,,membership.in
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variable, 
the pooling of resources and an acceptable governing arrange

ment can result in certain economies of size.2 Conceivably, the tendency
 

toward land fragmentation is reduced, the combined assets offer a better
 

collateral position for obtaining credit financing, and labor sharing at
 

planting and harvesting permit a greater amount of land to be cultivated
 

than the sum of holdings individually manageable.
 

In False Start in Africa, Dumont (7.15) is critical of the role of
 

the extended family. 
He writes that, "By giving the greatest economic
 

power to the heads of extended families, African society is confiding
 

the levers of progress to the oldest people, often least receptive to
 

modern techniques" (7.15, p. 134). 
 Adoption of nontraditional tech

niques usually requires perception, innovative capacities, and the
 

willingness to assume the risks associated with change. 
Dumont asserts
 

that the family heads, usually the eldest member in the family, generally
 

do not have these attributes.
 

A less-confining form of the extended family is perhaps the most
 

prevalent form. Resources 
are not pooled for collective use. Rather,
 

individual members retain ownership but share an affinity and social
 

1Lewis (7.33) in his study of Tepoztlan in Mexico writes, "Families
 
in Tepoztlan are strong and cohesive, held together by traditional bonds
of loyalty, common economic strivings, mutual dependence, the prospect

of inheritance, and, finally, the absence of any other social group to
which the individual can turn. Cooperation within the immediate family
is essential, for without a family the individual stands unprotected
and isolated, a prey to every form of aggression, exploitation, and
humiliation known in Tepoztlan"' 
(7.33, p. 54).
 

2Belshaw's study of kin groups in Southeastern Papua provides
some examples of cooperation to obtain certain economies (7.8, pp. 56-7).
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_Fespon ibility fori the well-being-.of the,less.-ortunate members 6fZ the 
,,family. .Crit icisms,,of: this -familial ,arrangement seem to $be 'based on 
. Aheassumption that members- receiving ia transfer of 'wealth, ignoring
 

.for.,the,.moment 
the fact that assistance can be in the form of labor
 

',.assistance and .lending of draft :animals, 
are "free loaders" who repre

sent a continual threat to the ability of the more ambitious to improve 

their'economic position. 1 If this is the case, the criticisms seem
 

totally valld, at least from an economic viewpoint. If, however, such
 

financial assistance is 
more the form of a loan and is used productively
 

by the recipient, these internal transfers represent a means 
of improv

ing both individual and group economic positions. 2 
 Not only do in
dividuals provide assistance, they may themselves receive similar
 

assistance at a later date. 
Also, attempts to improve the economic
 

viability of the less fortunate is 
a means by which the same individuals
 

will make fewer claims on the wealth of others in the future.
 

IMiracle (7.34) and, to a lesser extent, Bauer (7.7) and Hersko
vits (7.24) are of this opinion.
 

2Berna (7.9) in a study of entrepreneurship in South India cites
the financial assistance of family members and relatives that was provided to permit individuals to undertake business enterprises. However,he does not indicate that these individuals were members of an extended
 
family system.
 

In a similar vein Bauer cites the following positive aspect of
the extended family system in Africa: 
 "It often results in the pooling
of family resources 
for such purposes as the education of promising
children and setting up a family member in a trade or profession. In
such circumstances it amounts to a circulation of capital within the

family" (7.7, p. 8).
 

Also see comments by Ames (7.2), Belshaw (7.8), Comhaire (7.14)

Lewis (7.33), and Ottenberg (7.42).
 

http:well-being-.of
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Miracle (7.34) emphasizes the negative aspects of the-extended
 

family, particularly as it affects capital accumulation. He states that
 

regardless of how or by whom savings are accumulated, they are rapidly
 

dissipated by meeting the demand and needs of kinsmen usually residing
 

in nearby areas. Farmers must be skilled in concealing savings, must
 

make highly liquid local investments, or must invest in livestock or
 

buildings in an area distant to where he resides. As a result, the
 
1
 

incentive for local, productive investment is reduced. Secondary
 

effects also exist. Miracle states that housewives buy nondurables in
 

extremely-small quantities so as not to give the appearance of having
 

wealth in the form of visible stocks of these commodities. 2 Such re

tailing practices would appear to be of a relatively high-cost nature.
 

In addition, individuals are reluctant to utilize deposit accounts in
 

banks because of the fear that through bribery or word-of-mouth relatives
 

will become aware of such savings. These factors interact to increase
 

the problems of the accumulation and most productive uses of capital.
 

Thus, the African in transition from a communal structure to an essen

tially free enterprise economy often has to accommodate the socially

1In this connection, Bauer notes, "The fear of the obligations of
 
the family system is partly responsible for the widespread use of tex
tiles and trinkets as outlets for savings, in preference to more pro
ductive forms of investment which are more likely to attract the
 
attention of relatives" (7.7, p. 8).
 

2For example, single cubes of sugar, half cups of cooking oil,
 
single matches are purchased (7.34, p. 221).
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sanctionged ,clalms and- needs of his family members. 

Even-,when the individual enters occupations other than farming, he
 
often does)not.escape his family obligations. If he becomes a shop

keeper, his ability to remain in business and his incentives to continue 

in this more competitive environment have to be affected by the social
 

claim by relatives to take what they need from his shop (7.24). 
Similar
 

problems are encountered by those providing professional services.
 

Politicians, too, are not immune from discharging their social obliga

tions; the logical consequence is the encouragement of nepotism (7.14,
 

7.24).
 

In summary, communal structures and extended family syst.is 
can
 

have both positive and negative impacts on developmental processes.
 

Such structures maintain and reinforce the relationships among members.
 

In a hypothetically ideal sense, they provide an existing economic and
 

social infrastructure onto which modernization components can be grafted,
 

assuming such modifications are economically and socially feasible and
 

available to the members. 
The competitiveness, inclination towards
 

diversification, and the smaller scales of operation associated with
 

private ownership are avoided. 
Lower per unit production costs and
 

greater flexibility to accommodate changing market conditions may
 

also result. 
Finally, the extended family system represents a potential
 

foundation on which cooperative enterprises in marketing, credit, and
 

retailing consumer goods 
can be built.
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Other Values and Attitudes Influencing Individuals' Objectives
 

At early stages of economic development, values and attitudes are
 

largely derivable from and sustained by religious beliefs. In their
 

religions, individuals find guidance for their behavior toward other
 

individuals and toward the secular world. Religion and tradition
 

interact to exert varying degrees of social control over individual
 

goals as translated into behavior patterns. Deviants are subjected to
 

social pressure and to the displeasure of religious and magical spirits
 

which are summoned to punish individuals or to purge them of the forces
 

causing their nontraditional behavior.
 

Values and attitudes have other origins. They are often conditioned
 

by individual experiences associated with nature and attempts to increase
 

their control over nature. Interspatial contact through trading practices,
 

intermittent employment away from the village, and military and local
 

government responsibilities increase individual awareness of alternative
 

forms of life and of the means potentially available to affect his own
 

well-being. In addition, contact with other cultures through colonielism,
 

warfare, and missionaries alters the structure of values and attitudes,
 

or at least partially suppresses these phenomena.
 

Values evolve through time. In a sense, they represent man's
 

accommodation with his environment. They are also instrumental in
 

shaping his environment. Thus, values are not quickly discarded or re

placed; but they do change as man's environment changes. Such is the
 

nature of the pressures and incentives generated by economic develop

ment and by increased contact with other economic and social groups
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within4 and~external .to. theeconomy. From the standpoint of.national 

planning:,, the problem ,is. to determine -the nature and strengths of such 

values.;andy attitudes, the substitution ratios among. them. -and the means 

wherebysuch social factors have a basis for facilitating the realiza

tion of national goals. But are the values and goals of the national
 

planners consistent with or reflective of those characterizing the
 

people for whom the plans are being devised and implemented?
 

IThe previous discussion on religion and familism bore out the
 

contention that their influence on individual behavior need not be in

imical to economic change. On the other hand, they do contain features
 

which, if strongly stressed, could inhibit individuals' aspirv ions and
 

their attitudes toward developmental processes. As change occurs,
 

individuals are likely to find a justification in their religion for
 

the roles they assume rather than regard religion as defining their
 

role in the social and economic structure of society.
 

What values exist among agricultural producers in less-developed
 

areas? At low stages of economic development where producers are
 

essentially subsistence-oriented the emphasis is on security, i.e.,
 

acting so as to ensure survival of the family (7.21, 7.38, 7.43).
 

Security is not only the value but the objective of these individuals
 

1As indicated earlier, the extended family and village cooperation
 

are means whereby communal survival is enhanced (7.21, 7.33). Jacoby
 
(7.30) also makes this point but adds that such mutual dependence is a
 
potential basis for establishing cooperatives: " . . . the time-honoured
 
institution of mutual aid, which still today is a vital factor in the
 
life of the peasant and time and again has helped him to overcome the
 
frequently recurring periods of emergency. The decisive effort, therefore,
 
should be concentrated on making him realize that his everyday life is
 
a permanent state of emergency and thus transforming the mutual aid con
cept into an understanding of the benefits of cooperative activities.
 
When first this basic change in mentality has been achieved and the
 
cooperative ideology established the generally overestimated difficulties
 
in introducing technical 'know-how' will be overcome relatively fast"
 
(7.30, p. 32).
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Planning horizons are largely confined to production cycles. Low levels
 

of production relative to consumption requirements leave little "surplus"
 

for saving or investment. The emphasis is on maintenance rather than
 

expansion of capital stock. A small "surplus", if any, is generally not
 

the consequence of inefficient use of available resources but rather the
 

small quantity and low productivity of traditional resources. Over
 

time, the stress on survival has contributed to the evolution of the most
 

efficient production practices, given the resource configuration of the
 

producer. Family labor is often underemployed during much of the year.
 

This does not necessarily reflect a high value placed on leisure but
 

rather an absence of diversification of farm enterprises and the lack
 

of necessary complementary inputs. Furthermore, because of inadequate
 

diets and poor physical health, laborers may have less ability to work
 

over time. Despite the relatively-low levels of living, a high value is
 

placed on the proper observance of marriage and funeral ceremonies, fiestas,
 

and religious observances. Social pressure is so strong that producers
 

incur debt in order to meet these social obligations.
 

How does the producer view his situation? If he does not under

stand the nature of the environment inwhich he operates but relies
 

primarily on traditional interpretations to guide his motivations and
 

behavior, he has difficulty in perceiving ways to influence his economic
 

well-being. Although he experiences the influence of natural forces
 

1n a study of eighty farm operat tta, Bose (7.12)
 
attempted to determine the relationshi ucers' personal

attributes and their behavior toward the adoption of improved agri
cultural practices. He found a statistically significant positive
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on his farming operations and on his family's health, he does not view 

the causal relationships in terms consistent with scientific explana

tions but rather in terms of supernatural phenomena (7.6, 7.21, 7.24,
 

7.43). The continued observance of traditional behavior obviates the
 

need for individual thought and innovative decision making, the latter
 
2
 

both tending to create anxiety and uncertainty. Such traditional
 

guidance is provided by the village elders and tribal chiefs, guidance
 

which usually tends to be conservative in nature (7.15, 7.43).
 

Even if favorable weather enables the producer to generate a
 

"surplus" in excess of customary consumption levels, the net returns
 

from investment in additional traditional inputs may be so low as to
 

discourage investment (7.44, 7.48). Furthermore, increasing consumption
 

levels would likely have highest priority. Where nontraditional inputs
 

are available and their productivity demonstrated elsewhere, the pro

ducer may consider such inputs as too risky for his own operations. The
 

1 (continued). correlation between the adoption of improved practices

and (1)business attitude toward farming; (2) rationality; and (3) scien
tific attitude. Conversely, a statistically significant negative corre
lation with (1) traditional outlook and (2) religious inclinations was
 
found. Familism had a low negative correlation which was not statisti
cally significant. The sample respondents were cultivating owners opera
ting three or more acres of land and had more than average education
 
relative to the population in the region. For example, 36 respondents

had between five and ten years of education, five had completed high
 
school, and seven had two years of college education. Extensive commun
ication with the city also existed.
 

21n his study of an Egyptian village, Adams (7.1) noted that the
 
responsibility for individual decision making increases anxieties and
 
that such individuals may find more security in the workings of Com
munism rather than liberal democracy. Adams suggests that individuals
 
are attracted by the absolute assurances of Communism and the "re
ligious fervor of its missionaries". "Traditional Islam's demand is
 
that the elements of a working system be absolute, not that they be
 
logically consistent" (7.1, p. 234).
 



costs of not meeting consumption requirements with his own production
 

will range from going into debt to no longer having the means to survive.
 

Traditional production patterns provide a good deal of security, even
 

though at low levels of living. In addition, his receptivity to the
 

suggestions by government representatives and merchants that he alter
 

his cropping or resource allocation pattern is low. This follows from
 

a general distrust for people from outside his immediate village, es

pecially for government officials (7.3, 7.13, 7.18, 7.19). This dis

trust is largely a questioning of the motives of those who suggest
 

changes.
 

Contact is also endogenously generated. The impact of population
 

growth on limited land resources forces emigration and partial employ

ment away from the village (7.32, 7.52). Where social pressure against
 

wealth accumulation is strong, enterprising individuals either acquiesce
 

or move to a less-traditional village. Similarly, if individuals find
 

economic demands made on them to support the civil-religious hierarchy
 

and the village fiestas to be oppressive, the alternative is to move
 

to another area (7.40, 7.51).
 

Only the most isolated villages today do not have some interaction
 

with a money economy. As the range and variety of contacts increase
 

through "culture brokers", traders, communications media, and spatial
 

mobility, the scope of individuals' awareness and experiences expands
 

with at least a partial impact on behavior patterns of producers and
 

consumers. As subsistence-oriented producers are drawn into the ex

change or money economy to obtain those essentials they themselves do
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not'produce,:theyalso become aware of the existence and availability 

of, other,consumer gqods:.1 In order to obtain these, however, producers 

need toincrease their demand for money income or for "surplus" com

modities which can be exchanged. For some, the aspired level of living 

is above the existing level. But the aspired level is also above the
 

attainable level if previous production and consumption patterns are
 

maintained. The producer now faces a more complex matrix of decisions.
 

Previously, he had a strong preference for present consumption over
 

future consumption. This resulted primarily from his low levels of
 

living. His problem now is to generate additional money income or ob

tain external credit which can be used to purchase some of these goods
 

directly or can be invested in his production unit to increase future
 

output and income levels. Where available, off-farm employment on a
 

nearby plantation or in another sector of the economy is a means of
 

augmenting income. In addition, such labor mobility may result in the
 

acquisition of production skills and changes in producers' aspirations,
 

not only in terms of consumer goods but also in housing, medical
 

services, and education for their children. If these aspirations are
 

held strongly, they can assume the role of values thereby exerting a
 

stronger impact on producer behavior.
 

1The existence and availability of goods is assumed here. 
Such
 
goods may be obtained from village specialization and exchange, from a
 
consumer goods industry in the economy, and from imports from abroad.
 
Thus, the agricultural sector is developing as a market for the goods
 
currently or potentially producible by other sectors of the economy.
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* ncreasedparticipation in the money',economy,also acquaints pro-. 

ducers-with, the existence of nontraditidnal inputs, if they are avai7 

able, and with the relative valuations placed on goods sold in the
 

market,. A few enterprising producers may perceive that by substituting
 

a cash crop for a crop previously consumed, the income from selling
 

the cash crop- will more than cover the expenditures for purchasing the 

crop consumed but previously produced. Improved inputs for expanding
 

production may be made available through financing by a local merchant
 

or moneylender. In both cases, however, the producer has, in effect, 

made a partial substitution of values, i.e., wealth accumulation for
 

security and also has demonstrated an optimistic or favorable attitude
 

toward realizing his goal. Another producer may also place a high value
 

on increased income; but if his subjective probability toward realizing
 

the higher income is low, he is motivated to continue his previous
 

cropping pattern. Where investments are contemplated, the decision

making process becomes much more complex: (1) The planning horizon
 

must be lengthened and the net returns from the investment estimated;
 

(2) With a longer planning period, additional uncertainties are in

troduced; price variability, production variability, and tenurial
 

security must be taken into account; and (3) The investor must decide
 

between productive investments and those made for security, prestige,
 

1Since valuing wealth accumulation is incompatible with some 
professed religious beliefs, the value may alternatively be stated in 
terms such as better housing and clothing or better transportation 
with a bicycle. 
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and iqUdidty urp6ses.- The detdrmination of .net returns .from Jalter

native'investeiits-!isa,&a6cmplicated problem for producers, regardless
 

of the'stage of economic development,
 

La&Is alm6st universally valued for thesecurity and prestige 

it provides.- This; is true of the Indian peasant as it is of the Latin 

Aifirican haienda owner. But the transfer of title to land through 

ownershipdoes not in itself represent a productive investment. Only 

if ownershi'pinduces a shift to more productive cultivation practices 

or,more investment in nonland inputs can land investments be termed 

productive investments. In Africa, cattle are valued for the prestige 

which accrues to the owner rather than for their profitability (7.4, 

7.28).1 In other societies, jewelry and ornaments are prized for the 

prestige they provide and for their high liquidity if money or credit 

financing is required to meet contingency situations (7.27, 7.43, 7.50).
 

As the economy expands through sectoral development and increased
 

division of labor, a restructuring of the values attached to various
 

occupatibns undergoes change, "The prestige associated with occupations 

"Hoselitz cites an interesting example of the consequences result-

Ing from a failure to recognize the value East Africans place on cattle.
 
The immunization of cattle against disease carried by tsetse fly was
 
anticipated to result in larger, healthier herds which would permit
 
large-scale exportation of beef. To the East African, cattle were a
 
form of wealth and immunization would permit him to increase his wealth.
 
But, according to Hoselitz, immunization did not generally lead to an
 
increase in the amount of beef iarketed but rather to problems of over
grazing as herd numbers expanded. Hoselitz concludes that '' the
... 

value system of the East Africans places emphasis on the number of heads
 
owned by a person rather than on the returns he can gain by marketing
 
them" (7.28, p. 413).
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in agriculture and crafts declines relative to that accorded positions
 

in public administration, education and law. There is some suggestion
 

that both managerial innovation and capital formation are hindered by
 

persistent high evaluation of a "leisure class" and the choice of
 

current luxury consumption over reinvestment and productive expansion
 

(7.17, 7.35). Values and attitudes oriented toward economic growth
 

and development are only necessary but not sufficient. In addition,
 

individuals must be aware of the opportunities, a proper configuration
 

of economic incentives must exist, producers must have the resources
 

or access to external assistance in order to exploit such opportunities,
 

and the uncertainties facing the producer must be acceptable.
 

Objectives
 

To some extent, the objectives or goals which individuals pursue
 

were discussed in the preceding sections of this chapter. The varying
 

degrees of responsiveness to changing prices and to information pro

vided by extension service personnel are discussed in Chapter VIII.
 

In some cases, social factors tend to constrain the economic activity
 

of individuals. However, the observance of these social proprieties
 

are also objectives in themselves, at least by the conformists. In
 

other areas, economic pursuits are limited only by individual's aware

ness and entrepreneurship and by the resources available to him. Even 

in the relatively "open" communities, income or profit maximization over 

time is onlya means to the higher objective of utility maximization. 

But since'utility -isderived from consumption of both goods and leisure 

and from participation in community affairs, the usual assumption of 

profit maximization is rarely, if ever, synonymous with the more 
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" 
geineral-ized obJective of utility matxinization. Instead, Ithe more -mean

ingruL -objective ot market-oriented producers is that of constrained
 

profit maximization with constraints not only on resource availabilities
 

but also (1) Labor availability where a portion of the economically

productve labor inputs are devoted to'socialand lo6cal governmental
 

s
affair' and (2)"' "Surpluses" available for productive investments must
 

compete with less-productive or nonproductive investments. Again, the 

objective is utility maximi'zation and not pure profit maximization. 

This bbjec6Itive is tconsistent-with the general contention that nearly all
 

producers are f"economic men" in tnat they prefer more to fewer economic
 

goods. Added here is the proposition that a number of implicit con

straints are involved.
 

At low stages of economic development, producers' objectives tend
 

toward production for survival and any investment is geared toward
 

maintenance of the production plant rather than expansion of the size
 

of operations. The principal constraint on investment is the inability
 

to generate a production "surplus" in excess of consumption requirements.
 

Consumption requirements, however, usually include expenditures for
 

gifts, social events and religious activities. These latter expenditures
 

According to Kamarck (7.31), the African producer thinks in terms
 
of increasing returns to his labor rather than profits. Nair (7.39)
 
notes that among rice cultivators in most parts of India, both among

ulandowners and tenants having varying sizes of operations, "The in
crease in gross output and therefore income does not interest them if
 
the margin of profit per para or bag of rice decreases-thereby, which
 
it normally does of course, with heavier investments in fertilizer and
 
,labour such as the Japanese method or any mara ,ari.ntifi4 mathti nf
 
cultivation must involve".(7.39, p. 44).
 

http:involve".(7.39
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represent funds which could potentially be invested. However, two, 

additional considerations are necessary. First, one of the producer's 

objectives is to maintain or improve his sociallstandingin the commun

ity.'-Prestige accrues to those who satisfy these socially-approved activi

ties, and prestige provides utility. Second, producer's planning hori

zons are extremely short; a high value is placed on present consumption
 

over future consumption. In addition, the low returns from investment
 

in traditional inputs may be discouraging, especially if producers are
 

able to discount returns over time (7.44, 7.48). Few institutions
 

exist in many rural areas for accepting and paying a return on savings.
 

An attitude of distrust coupled with the costs associated with traveling
 

to these institutions located outside of the community lessen the in

centive to make savings deposits.
 

Consumption patterns for these subsistence-oriented producers are
 

relatively inflexible through time. They are established by custom
 

and tend to vary primarily with the family cycle. With only limited
 

contact with the economy external to the village, these traditional
 

consumption patterns continue. A number of goods not produced by the
 

farmer must usually be obtained from a local merchant or trader. Such
 

goods often include sugar, salt, tobacco, cooking utensils and some
 

clothing. The-quantity purchased of each is relatively invariant as
 

long as the traditional consumption pattern is maintained.
 

As long as prices are invariant, traditional consumption patterns
 

imply a corresponding income demand which is also essentially invariant.
 

Production decisions,in,terms of essentially-fixed incomes are not
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incompa'tible with producer, behavior 'at Iow rstages of economic development 

(7,,4)144,i-wAs no.tediearlier,,, howeveri the '.demand :for income -varies: with the 

pricesaid forconsumptiongoods- not directly -produced.. Suchbehavior 

,-4s eprimarily indigenous -,toessentiallyclosed communities, where limited 

resources, .restricted aspirations, and strong social pressure interact
 

to -maintain an economic and .social-status quo. As .thesej communities 

areopened, the :strength of -these forces declines and producer-consumers
 

arerintroduced to nontraditional influences.
 

For'.the subsistence-oriented.producer, output is primarily a
 

function of the quantity.of labor applied to the resource base con

•.sisting:of-land,draft animals, and relatively-simple tools and imple

ments. Figure.7.1,loosely summarizes the situation faced by the pro

ducer. The production possibility curve is drawn so that the MVPlabo r 

rises rapidly,with.initial labor inputs but then rapidly declines as a 

relatively-large quantity of labor is employed. Movements to the left
 

of L- , onthehorizontal ,axis denote additional units of labor employed.
 

The vertical.axis represents income which-reflects the total value of
 

production,.aggregated by the.exchange value of the individual com

modities according,-to :a numeraire.or by some monetary unit. Super

imposed in-Figur ,
-7.l are .the producer's subjective indifference curves
 

repxesenting::themarginal-rates of substitution between income and.
 

leisure. Leisure denotes.nonwork,.but includes,,time -spent ini.social and 

governmental activities. r:.-Income, translated into.physical quantities,
 

,redpresents .,consumption.requirements,;::
including :payments in kind for ' i, 

taxesandidebt oblieations..%,stocksmfor draft, animalsr.uo allowancei for .

http:animalsr.uo
http:numeraire.or
http:quantity.of
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maintenance of capital stock, income necessary to purchase or obtain
 

goods consumed but not produced, and income for undertaking customary
 

social expenditures. The indifference 'curves'are drawn to indicate
 

a high marginal rate of substitution of leisure or nonwork for in

come. This is postulated'as the consequence of the ability to sustain
 

traditional consumption'patterns and of the limited asptrations and
 

opportunities to alter consumption patterns. In Figure 7.1 utility is
 

maximized by expending L L* of labor to produce 01 of income.1 Of
 

the total quantity of:labor inputs available for work, L , LL1 is de

voted to leisure. Assuming only two products are produced, Y1 and Y29
 

the production possibility curve representing the combinations of Y
 

and Y2 which can be produced using L1L* of labor is diagrammed in
 

Figure 7.2. The positions and shapes of the production possibility
 

curves are a function of the labor-allocation decision made in Figure
 

7.1.2 Superimposing the producer's indifference curve representing his
 

preference in the consumption of YI and Y2 , the planned optimal output
 

and Y2configuration is denoted by YI 


Referring to Equation D.96 the utilization of L1L* of labor impliei
 

that a sufficient quantity of K is available to sustain this
 
amount of labor. If not, only a lesser amount of labor can be employed
 
which generates less income and a lower level of utility.
 

2
 
The more realistic proposition is that the decisions made in
 

Figurgs 7.1'and 7.2 are essentially simultaneously determined. That is,
 
if Y1 and Y2* represent consumption requirements, then LIL* of labor,
 

given fixed resources and production techniques employed, is required
 
to produce these output levels. Thus, the producer's decision in
 
Figure 7.2 determines the necessary, corresponding decision to be made
 
in FigUre 7L.
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In Figure 7.3, each unit of labor employed results in a higher in

come level either as a result of an increase in the exchange values,
 

for example, the exchange value of wheat relative to sugar, salt and
 

tobacco increases, or because of a favorable production period. The
 

indifference curves are assumed to be essentially unchanged as income
 

increases. This, again, is the assumed result of the producer's
 

limited contact with an exchange economy which, as yet, supplies only
 

the goods traditionally purchased and consumed. As income increases,
 

the tangencies of the higher indifference curves with the respective
 

income-possibility curves indicate that the producer maximizes utility
 

by working less and enjoying more leisure. This phenomenon represents
 

a backward-sloping labor supply function of the producer to his firm.1
 

In Figure 7.4, the smaller physical quantities produced do not in

dicate that the producer has reduced the quantities of goods he con

sumes. Rather, the amount of Y and(or) Y2 necessary for exchange in
 

order to obtain those goods consumed but not produced and some of
 

those goods used in social events is reduced.2
 

As mentioned earlier, increased contact with an exchange or money
 

economy, an economy which provides a larger variety of consumer goods
 

l f income increased through higher exchange values only, the MPPL
 
of labor at various labor-use levels is unchanged but the MVPL in
creases for the specific input level being considered. In
 
this exercise, the MVPL may be considered the implicit wage or salary of
 
the producer. If his salary increases, he is inclined to work less.
 

2Such marketing behavior implies that changes in the quantity
 
marketed are inversely related to price movements. The objective is to
 
market that quantity whose value will permit the producer to obtain
 
those goods consumed but not produced by him. This behavior is noted by
 
a number of contributors to a discussion of marketed surpluses in India.
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as development proceeds, induces.more enterprising producers to raise
 

rt1
 
their aspirations and alter their-desired consumption pattern. The
 

principal objective is stillthk"b6 ut111tymaximization; however, the
 

components and theirrespective utility coefficients undergo change.
 

The question now arises as to whether or not these producers are able
 

to generate the additional income through increased production which is
 

,needed to purchase these newly-demanded goods. If production remains
 

largely invariant, one alternative is to secure external financing fror
 

a merchant, moneylender or landlord in order to purchase these goods.
 

However, granting that producers have relatively short planning hori

zons, the newly-acquired indebtedness and the capacity for repayment
 

must be taken into account. The potential dangers of continued in

debtedness were discussed in Chapter V. Implicitly, the utility from
 

consumption is greater than the disutility of indebtedness and the
 

potentially attendant consequences of debt.
 

Another approach which is perhaps more likely and more desirable
 

from the standpoint of economic development is represented in Figures
 

7.5 and 7.6. 2 Through increased market contact, the relative demands
 

1For example, "The speed with which the peasants of South-East
 
Asia and West Africa (with their different cultural backgrounds) acquired
 
the taste for the new imported commodities and expanded their export
 
production in order to be able to buy them offers us concrete evidence
 
of their capacity to respond positively to economic incentives (7.37,
 
pp. 41-42.)
 

2Such a statement, of course, is based on the questionable presump
tion that the values of economic planners, for example, are those shared
 
by the producers. To economic planners, less leisure and productive in
vestment of any surpluses generated are preferred to the converse. Pro
ducers, on the other hand, weigh these alternatives heavily only if such
 
behavior results in higher levels of utility to them. The increased eco
nomic-orientation which economic development generally creates, at least
 
within a range of incomes, and the emphasis on the insatiability of de
mand for consumer goods as markets expand would tend to alter pro
ducers' values towards those held by national planners subject, of course,
 
to certain constraints. For example, resettlement programs in Africa have
 
met resistance because of the attachment of people to particular units of
 
land.
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for farm-produced goods, consumer goods and leisure are hypothesized to
 

change in the direction that causes,-the marginal rate of substitution o
 

leisure for income to fall. That is, income and the purchasing power i
 

represents now have a higher value relative to leisure than was pre

viously the case. In Figure 7.5, indifference curve II' reflects the
 

change in preference between income and leisure and the resulting
 

marginal rate of substitution between the two. If the new family of
 

indifference curves not only has a different shape but assumes a
 

different position on the income possibility curves, for example, Il
 

the producer's optimal behavior is to now employ L L of labor in
 

order to produce I The additional L1 LI of labor causes the pro

duction possibility curve in Figure 7.6 to shift to the right. A
 

higher level of utility, U3, is possible due to the shift in preferences
 

and consequent additional amount of labor used. Consumption of both
 

Y and Y2 can be increased as can the quantity of consumer goods pur

chased in the market. In the aggregate, higher consumption levels of
 

consumer goods purchased in the market are possible only if the cor

responding quantities of these goods demanded are available. If income
 

and demand are present but not the goods, inflationary tendencies and
 

consumer frustration result. Ceteris paribus, the terms- of trade are
 

turned against producers and an increased amount of income or capital
 

potentially leaves the agricultural sector. A larger quantity of goods
 

must be'marketed in response to the rise in prices. The frustrated ex

pectations of producer-consumers may condition subsequent attitudes and
 

objectives relative to income accumulation and developmental processes
 

in general.
 



opportun'ity to-increase the consumption of all goodn above 

the initIi al1 levels of and Y2 arises, so does the possibility of 

sving increments of income thrbugh nonconsumption. Capital formation 

hasnow been introduced. As long as the producer's planning horizon 

"remains constr'icted to the next production period or harvest cycle, 

'Athe 


such savings will likely be hoarded or lent on a short-term basis to
 

relatives and fellow villagers. 
1 

Utility is also derived from hoarding
 

and from lending, regardless of whether or not any interest is paid.
 

On the other hand, if through education, government programs, or ob

servation of others the producer isable to expand his planning hori

zon, longer-term productive investment is a feasible alternative.
 

Savings
 

Savings provide only the means to invest; favorable investment
 

opportunities must exist to mobilize and channel savings into pro-


Where the saver and the investor are two different
ductive uses. 


persons, institutions such as savings associations and rural banks are
 

necessary to make the transfer. Private lending by the saver is an
 

alternative. But the most important determinant of savings is the level 

of income. The relatively low per capita incomes in most less

developed areas suggest a low capacity for saving. However, per capita 

incomes do not reflect income distributions. The relatively few who 

*" 1The short planning horizons need not preclude producers from 

buying improved seeds, fertilizer and additional irrigation water in

*puts..The returns from these inputs are largely confined to the period 
in which they are used. 
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receive a major proportion of the income have a high capacity to save.
 

Even those at the lower end of the income scale save. But the All-


India Rural Credit Survey (7.46) provides data indicating'that the
 

2
primary reason for not saving is the lack of a means for saving. See
 

Table 7.1. The indication that "no margin for saving" existed does
 

not imply that expenditures in excess of basic consumption and pro

duction needs were not made.
 

Increasing present consumption through reducing savings always
 

remains an alternative. The nature of the increased consumption is
 

important. If savings are in the form of commodities produced and in
 

excess of traditional consumption patterns, higher consumption means
 

fewer goods marketed. The savings remain in the firm-household unit
 

and within the agricultural sector without stimulating developmental
 

processes. Higher per capita consumption may have a secondary impact
 

on improving physical health and increasing labor productivity. Alter

natively, such savings may be used to support larger families which are
 

not exactly a boon to areas wrestling with problems of overpopulation.
 

Hagen writes, " . . . as we get more income data about low-income
 
countries we find that even at incomes of $50 or $100 per capita, they
 
can save, and adequately to achieve economic progress, if they are
 
sufficiently motivated to do so" (7.22, p. 624). In a similar vein,
 
Hirschman comments, "With respect to savings and capital, anthropolo
gists have long known that primitive people who, by Western standards,
 
live 'on the margin of subsistence' insist nevertheless on devoting a
 
considerable portion of their time, energies, and resources to ceremonial
 
purposes, giftmaking, and other activities not directly related to con
sumption" (7.26, p. 2).
 

2This conclusion is reinforced by the survey response that lack
 
of facilities, low interest rates, and transactions difficulties were
 
not significantly limiting factors.
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Table 7.1 Distribution of districts', by number of cultivators for up
per and:lover strataa according to reasohs for not placiig
 
savings in accounts ornot purchasing bonds, ttock shares r
 
finsurance, polic ies.' All-Iidia Rural Cred it, Stivey.; 1950-51 

Number of cultivators replying. in the 
Total affirmative 
number 1 5 .10. 20 30 40. 60 

of to to to to to to and 
districts,,Nil 4 9 19. 29 39 59 above 

Is it because you have 
no margin for saving? 

Lower strata 75 - - 2 - 14 59 "'' 

Upeistr 75 ' - 1 1 3 26 44 

Is it because y
 
Orefer to hold 'savings.
 
in cash?
 
LoIwdr -strata 75 :39 6 ,
120.6'- -
Upper strata 75 17 29 15 10 4 - - -

D0""you,:prefer to,.
 
purchase gold and
 
jewelry? - I' - . - .. . "
 

Lower strata 
 75 56 16 3 . . . . . 
!Upper-strata 75" '143 '20 5 7 - - -

Do you prefer to lend
 
money?.
 

Lower strata 75 61 12 
 1 1 . . . . 
Upper strata 75 33 28 8 6.- . - - 

aThe definitions for,.!"pper' and "Lower" strata cultivators are
 
given inChapter V. footnote. 1, . 215.
 

Source: Abstracts from'Tables 11.3 ard 11.4.,All-India Rural
 
Cre'dit "Survey 7"-6).
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Where isavings are,used to" increase:,consumption,of ,consumeiigoods-vpro'
 

duced'in,other :sectors of the!,economy, such expenditures-represent
 

transfers out of the agricultural sector which may have~abeneficial
 

impact on stimulating'the growth of these other sectors-. When the
 

supplies of these consumer goods do not keep pace with increases in
 

demand, prices are bid up. Initially, the terms of trade are turned
 

against the agricultural sector and larger quantities of income flow
 

outward from this sector. If as prices rise producer-consumers expect
 

prices to rise further in the future, additional incentive for in

creasing present consumption is created. Savings are reduced and
 

price increases accentuated. The consumer goods sectors are growing,
 

but the question of whether or not the quantity of agricultural com

modities necessary to meet the food requirements of laborers and the
 

raw materials of manufacturers will be forthcoming is raised. If
 

not, prices for agricultural products will be bid up adding to the
 

existing inflationary tendencies. Additional marketings or agri

cultural commodities are needed. Additional investment in the agri

cultural sector must take place if production and marketings are to
 

be increased.
 

Investment
 

Investment may be either productive or nonproductive. From a develop

mental standpoint, the former is preferred. For a number of situations,
 

the latter is entirely rational. Given a sufficiently-liberal inter

pretation, the present value rule in Equation 7.1 embodies the factor
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influencing> investment !decis ionsl.':Thecriterion of, the,'rule%,.is' to 

select ,'that,:investment opportunity from exist ing:*alternatives which 

resdls in,lth'e-highest rnonhngative present'-vale. If the PV, is nega

tive, -the einvestment ,should. not ,be made;i if ,zero, the -investor, can b( 

indifferent,: to that :particular !investment opportunity. It is not, 

,, ; - -; t 1 ( )-n
ER(t) - E(t)](1 + p) + In(1 + p) (7.1) 

PV= [S (I + i)" (1 + p)-"] -(S) (7.2) 

suggested that investors are actually able to quantify Equations 7.1
 

and ,7.2y,--but -these equations summarize the factors which rational, 

prospective.,investors .would:tend to take into account. The components
 

in Equation 7.1,have the following ,interpretations:
 

(1) -(I) is the initial monetary cost of the investment;
 

(2)'n is ithe final'time period of the-planning horizon in terms 

of the length of time'over which net returns accrue to the investment
 

or atself-imposed, constricted time period during which the investment
 

must --show a .favorable return; 

(3) R(t) and E(t) are the estimated returns and costs, respectively,
 

in the (t = 1, ..., n) time periods for the particular investment
 

opportunity being contemplated;
 

(4) (1+ p)-' is the discounting mechanism for determining the PV
 

Of the estimated net returns through time. The discount factor, p, in

corporates considerations of the economic onortunitv cost of invest

ment, uncertainty, and social factors; and
 

http:the,'rule%,.is
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5)I is 'the'discounted terminal "Value'df'h'e investment
(i + p). i 

-"'fl:the:,'investment''is: not entirely used up'in the 'roduction pr&cess.
 

Nonproductive" investment Consider 'nonproductive investment
 

first'. Such'investment may be in the form of Jewelry and brnaments,
 

consumer durables, improved housing, hoarding, and in some cases, land
 

purchases. Land is equally physically productive, ceteris paribus,
 

whether it is owned or rented. It is in this context that investment
 

through purchasing land is unproductive. Land ownership, however,
 

likely motivates some producers to make investments which affect the
 

land's productivity and to engage in cultivation practices which tend
 

to maintain productivity through time. Where effective land rents are
 

high, producers in favorable financial positions may have the incentive
 

to purchase land thereby affecting the distribution of income and
 

their own capacity to generate a capital surplus. In addition, land
 

ownership provides psychic returns through the prestige and security
 

it accords. The other forms of nonproductive investment provide
 

similar returns. Jewelry and hoarding in the form of gold and other
 

metals also provide a hedge against inflation and political instability
 

affecting the Value of paper currency. Since they have high liquidity,
 

they can also be used readily to finance or secure financing for un

foreseen contingencies.
 

lTo those not believing in the influence of patron saints and
 

magical spirits on individual well-being, expenditures for religious
 
ceremonies are, in a sense, nonproductive investment. To the believer
 
whose religion embodies reincarnation, such expendit,- . can be viewed
 
as highly productive investment, although in the no. ?sical sense.
 
Similarly, gifts to landlords and patrons may provide an intertemporal
 
pay-off to the giver in terms of counsel, allocation of more productive
 
tracts of land and a more secure tenurial arrangement.
 



306'
 

,eferring to Equation 7, 1 he, folloingiintuitive inte pretation is 

.given to the components wnen nonproauccive -invesr-menrs are.cons .aereu: 

The .R(t),,are the. social and psychic. returnsreferr!ed to 

earlieK which have a qualitative dimension,. In the ,case of housing in

"estment, maintenance costs would be reflected in the.E~t)
 

C2) p includes the,opportunity cost.associated with these in

vestments. For example, the opportunity cost. isthe.rate of .return
 

foregone by not making.productive investments or by not ..placing the 

funds in a credit institutions where interest could be earned.. Estimates 

of the rate of return,to ,productive investment are scarce. If Schultz 

7.48). is correct in his contention that the rate of return on invest

ment in traditional inputs is low, the opportunity cost component in P 

isfairly small. Where improved inputs are available and adaptable, 

the opportunity cost wold be substantially..higher. In addition, un

certainty associated with the.estimated rate of return could be in

corporated by reducing this estimated rate. Consequently, p would 

vary with the nature of productive inputs and with the price and pro

duction uncertainty estimated to accompany these inputs. With land, 

the possibility of land reform and.expropriation introduces an element 

of institutional uncertainty. The lower p, the less net returns are dis

counted and the more attractive are nonproductive investments; 

',3), As noted previously, nis the length of the planning horizon 

which may 'be one ,year oran intergenerational time,span.. Consumer 

rdurables have a.'l miie iife of usefuness ,as does housing.-Conversely, 

'land., j ...... .......... gold . entially. indestruct ible. and ,,provide returns 

w "n norind nf Plannina horznnn aln varv with the
.Pnd Pp'od Hmp. 
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personal attributes,and attitudes of the investor; and
 

. -(4)
The more durable investments have a discounted terminal
 
value since they are not used up or consumed during the planning period.
 

Given the inflationary tendencies in many developing areas, the term
 

In(I+ p)-n should be stated in real terms, i.e., 
the monetary value
n
 
is adjusted to reflect the impact of inflation on prices paid by pro

ducer-consumers. 
 Since land and gold serve as a hedge against inflation,
 

the monetary value of these investments at the end of the planning
 

period would tend to rise with rising prices in the economy.
 

Productive investment 
 This category of investment includes
 
undertakings such as constructing terraces, drainage ditches and irriga
tion systems for land; adding new enterprises to the farm; purchasing
 

draft animals and machinery; and placing funds in
a credit institution
 

or lending privately so that a return in addition to repayment of
 

principal is realized.
 

For productive investment in the firm, Equation 7.1 has its usual
 
connotations. 
The R(t) and E(t) are the returns and costs, respectively,
 
associated with the investment considered. These monetary values should
 

be expressed in real terms to take account of changes in price levels.
 
The length of the planning period, n, is the life of the investment or
 
a 
shorter period during which the investor requires the project to be
 
profitable. Constricting the planning period is 
one means of allowing
 
Eor the different forms of uncertainty that are present. Alternatively,
 

tenurial insecurity,and production variability can be taken into account
 

)yincreasing p. In situations where social pressure isa factor in in
."uencingwealth accumulation through private investment, such social
 



factors, can be-incorporated by'subJectively'raisingp. That- is, a p is 

increaed the'net returns must bi sffiienit l~y' iarge to compensate for
 

'iertainty The rate of interestand for adverse's'ocialphenomena. 


obtainable 6n savings adcounts or through" private lendriiig serve' as
 

aDproxin*'t 'ns, of'theopportunity cost component of P. The data in
 

Chapter V on interest charges levied by private lenders suggest that :he
 

bpportunity cost of productive investment is high. In addition, the
 

localization of lending and borrowing reduces the uncertainty of de

fault by the-borrower.
 

rhe-discounted terminal Value of the investment in Equation 7.1 is
 

exuremely important to potential investors. This is especially true
 

for tenant operators. If the possibility of termination of tenure
 

is high and the investor has no assurance of recovering the remaining
 

capitalized real value of the investment, not only is the discounted
 

terminal value equal to zero, but p is increased and(or) n isreduced.
 

If allowance is made for compensating the investor for the remaining
 

value of his investment, this component in Equation 7.1 will have a
 

positive value and will influence the individual's investment decisions.
 

Ifcosts and returns are shared by the landlord and the tenant, the
 

appropriate coefficients should be prefixed in Equation 7.1. 

Placing funds in public savings institutions provides not only high 

liquidity but a good deal of security. As indicated previously, the
 

':la'ck of such institutions in some rural areas and a general attitude 

of skepticism toward' government-affiliated agencies reduce the number 

'of 'individuals who can or do patronize these organizations. In Equation 

i7.2 , " S is the quantity of funds, placed "in savings at the beginning of 
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t, and i.is the interest rate paid, which isc-€ompounded annually As 

,,bofore, n is theterminal point of the planning peribd. -The discount 

factor, P,represents opportunity-cost-plus allowance for uncertainty.
 

Since compounded interest and principal are inmonetary terms, they should
 

be adjusted to real terms to reflect expected future changes in general
 

price level of the economy. The opportunity cost of saving is the rate 

of return foregone by not making the most productive, alternative in

vestment. In the case of traditional inputs, this opportunity cost may
 

be relatively low. The uncertainty component in P would be essentially
 

zero because of the high liquidity and assured returns associated with
 

savings accounts. If p = i, the PV is zero only if prices are stable 

so that the real value of S is unchanged. With inflation, the real
 

value of S in S(l + i)n will be less than the initial real value of
 

the S deposited, i.e., the last term in Equation 7.2. Where savings
 

institutions are not located in the saver's community, any expense in

curred inmaking the initial deposit and final withdrawal must be
 

considered.
 

Private moneylending is often a profitable alternative especially
 

where traditional inputs result in a low opportunity cost associated
 
1
 

with lending. Short-term returns are relatively high and expenses low.
 

Since lenders have a personal acquaintance with borrowers, the un

certainty associated with possible default is also low. Equation 7 .2 

is appropriate for moneylending also. In place of S, the quantity of 

ln this connection, Rahim notes that the strong demand for credit 
among East Pakistan farmers permits the relatively affluent producers to 
earn a 50 to 100 percent return on private lendings (7.45), p. 417). 
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,funds, lent ,issubstltuted. If~the1oan:s repaidat'.the- end of t1t and 

the,,principal, plus "interest, is .irelent:at, thesbeginning:!of tl, the mone

.taryyalue of ethe.--initial, loan. plus,.interest i)( (1.is-L(l+ i). If 

the, interest rates,, charged-are-.Invariant, .at,,, the. end of. the -n- th period, 

n
the,,funds plus interest _.have a monetary value.of L(l + i) . More 

realistically, the value of the loan at the end of t1 is L(l + i1) less
 

expenses involved,in the lending transaction.
 

http:value.of
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Summary. The Human Element in National Planning
 

The human element is an important component facilitating or in

hibiting developmental processes. Values and attitudes shape objectives
 

and the means and perception of achieving these objectives. Since these
 

human attributes do not change rapidly, they are essentially parameters
 

during short-term planning periods. Attributes favorable to develop

mental processes cannot be legislated; they can only be indirectly in

fluenced through a changing economic and social environment. Similarly,
 

these attributes cannot be ranked according to desirability. To do so
 

would be tantamount to substituting the ranker's preferences for those
 

of the individuals in question. Rather, some of those attributes more
 

conducive to economic development can be specified. The following would
 

be included:
 

(1) Since human attributes are conditioned by awareness and per

ceptibility, measures affecting communication and thought processes are
 

important. Improved communications facilities, increased interspatial
 

contact, and educational programs provide the means for exposing indi

viduals to alternative life styles, consumption and production patterns,
 

and perception for effecting change. Of course, raising individuals'
 

expectations, whether or not these expectations are realistic, without
 

providing the means or environment for satisfying these objectives gen

erates frustration, social instability, and skepticism. Complementary
 

programs to increase the availability of consumer and producer goods,
 

to improve the economic incentives for production, and to provide man
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agerial assfstance for-ad opting1 nb'ntraditfnal iputds Andt.new firm enter

prises are important. While educational programs increase literacy levels
 

and substitute an understanding of the forces of nature for reliance on
 

supernatural phenomena, both decreasing the power of moneylenders and land

lords and increasin2 the individual's nercention of imnrovin2 his economic
 

well-being, education is often associated with a distaste for working to
 

increase rural levels of living. The shift in occupational preferences
 

and outmi~ration from the aaricultural sector creates a new employment
 

demand in the economy;
 

(2) Incentives for altering existing production and consumption
 

patterns are related to the opportunity costs associated with maintaining
 

traditional patterns. If the producer prefers to maintain traditional
 

production patterns even though he has access to a demonstrably more

remunerative production technique, the opportunity cost associated with
 

the former is in terms of income foregone and(or) consumer goods pur

chasable with this income. The implied assumption is that, ceteris paribus,
 

individuals prefer more to fewer economic goods. Certain religious beliefs
 

and social relationships may constrain the relevance of this assumption,
 

but these phenomena are rarely absolutely binding. Similarly, importance
 

is attached to observing religious and social events which often place
 

heavy demands on the individual's financial position, especially when
 

external financing is necessary. Expenditures for these events have op

portunity costs in terms of other consumer goods foregone and in terms
 

or an expanaea tiow ot [uture income associated with nrivatA InvAntm~nt
 

foregone in the firm. Such opportunity costs are increased as new consumer
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goods become available and as the profitability of private investment
 

is increased. This does not deny that social and religious expenditures
 

generate utility but rather 'that alternative uses of these expenditures
 

may create more utility.
 

(3) Related to (1)above is the importance of security in affecting
 

human attributes. The security most large land holders possess enables
 

them to favor and maintain the existing economic and social structure.
 

Unless threatened by legislated reforms and(or) expropriation by cultiva

tors, these land holders need not alter their attitudes and objectives.
 

In a contrary situation, increased security on the part of small-scale
 

cultivators and tenants is important for developmental processes. Such
 

security affects land-use patterns and the incentive for private invest

ment in the firm. Furthermore, the security implicit in certain extended
 

families and in some close-knit villages may provide a basis for intro

ducing marketing and retailing cooperatives; and
 

(4) Change is more easily introduced when it can be grafted on or
 

integrated into prevailing social systems. Disruption is minimized and
 

individuals can more easily rationalize adopting the change.
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CHAPTER VIII. GOVERNMENT PROGRAMS AND POLICIES
 

Thewconcern'by..governments of less-developed areas form stimulating 

economic development is reflected in the emphasis given to national
 

planning for growth and development. National planning-and cons-quent
 

mobilization and guided allocation of resources are viewed as the means
 

for accelerating economic progress and lessening the economic gap with
 

the relatively-developed countries. 
 Devising a plan indicates a con

cern for rationality. This rationality is expressed in 
terms of maxi

mizing planning objectives subject to resource and technical constraints
 

and to political feasibilities.
 

National plans are of varying ambitions ranging from public exhort

ations and minimal investment programs to the centrally-planned economies
 

of Communist countries. Planned development is expensive in terms of
 

capital resources and administrative inputs, both considered to be rela

tively scarce in less-developed areas. Conversely, emphasis on a laissez
 

faire approach to economic growth has been costly in 
terms of lagging
 

growth rates, adverse foreign trade positions, and wide disparities in
 

the distribution of wealth and income.. Coupled with high population
 

growth rates, these factors have interacted to impede general economic
 

expansion in many countries. The shortage of reliable data limits the
 

scope of planning. Poorly-conceived and poorly-implemented plans are
 

rarely able to produce the results which planners have at least partially
 

conditioned people to expect. 
 Planners can attribute the inability to
 

achieve publicized objectives to some exogenous force, butsuccessive plans
 

will likely be viewed with increased skepticism.
 

The success of implementing and sustaining government measures is
 

contingent upon the existence of a stable government. In the absence of
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stability, the consequent uncertainty surrounding future economic activ

effects , on,:private. and. foreign, investment, on willingnessityhas, adverse 

to: participate. in ,government ,programs,,., and 9n, the, capacity and motivation 

to, engage in;;long-term planningiboth on thenational and individual-firm 

levels 

nl-n-raticprocesses theoretically provide individuals and individuals
 

for expressing policy preferences. Howrepresentatives with the means 


ever ,,strictparochial,interests are not likely consistent with national
 

and,regional-provisionsi of a developmental plan which abstracts from
 

political and social considerations and focuses primarily on economic
 

targets. This does not preclude subsequent consideration of individual
 

economic and social well-being, however. These aspects can be dealt with
 

through policies of taxation, transfer payments, and national welfare pro

grams. Stating the situation alternatively, a trade-off or substitution
 

may exist between economic merits and political stability. This has been
 

apparent in some land reformprograms where political expediency or nec

essity resulted in redistribution of land into a large number of economi
 

cally-unviable parcels of land--at least unviable over longer periods of
 

time.
 

The politics-and economics of change are necessarily intricate and
 

intertwined. Considerations of social justice and lengths of planning
 

horizons further complicate efforts of national planners to effect plans
 

ando policies:which are administratively feasible, economically sound, and
 

politically; acceptable. Since .fewkgovernments: hav the resources to involve
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nearly all economic entities in developmental programs, national planners
 

must select those sectors and geographic regions which will be most res

ponsive to government instrument variables and which will operate as
 

"leading sectors" in developmental processes. Certain geographical
 

regions or groups of individuals in some regions may be temporarily
 

"forgotten" in that government programs focus on the most responsive
 

areas and where short-term returns are highest. 
Spreading resources so
 

thinly that nearly everyone is involved usually precludes generation of those
 

externalities and economies of scale important to stimulating private
 

initiative. 
 However, since social and economic costs will subsequently be
 

involved in eventually integrating these groups more fully into the economic
 

system, planners must also take these future costs into account. The
 

dispersion of communications media reduces the possibility and rationality
 

of temporarily "forgetting" individuals and areas.
 

The government can play a number of roles in influencing economic
 

growth and development. Loosely, the government attempts to guide the
 

fingers of Adam Smith's "Invisible Hand" so as to realize planned objec

tives. Public investment in the infrastructure of the economy to affect
 

economic incentives and resource mobility was discussed in the preceding
 

chapter. 
Monetary and fiscal policies provide means for influencing the
 

growth and direction of economic activity. Sectoral policies such as
 

land reform, provision for rural credit, price support programs, and
 

Bxpansion of export markets have a potentially-favorable impact on sectoral
 

,rowth. 
Again, however, sectoral policies require capital and administrative
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resources ,which.have-opportunity,costs. ror example, a unit of capital
 

' 
may; bei used in constructing,an irrigation system, in expanding education
 

facilities ,.,or in, importing capital goods for industrial uses. Thus,
 

sectora.l programs should be coordinated with other public policies in an
 

attempt to maximize the return on resources over time. Yet, there is an
 

inherent danger in the government's undertaking of these roles. This
 

danger is that individuals rely too much on the government so that indi

vidual initiative and enterprise necessary for complementing government
 

activities are not forthcoming.
 

Public Price Policies
 

To the extent that producers and consumers respond to price incentives
 

and changes in price relationships, the government has a means for influ

encing producers' production patterns, quantities marketed, and demand for
 

consumer and producer goods. The direction and scope of pricing policies
 

depend on the extent to which the existing state of economic activity
 

differs from a preferred but feasible state. These preferred situations
 

are usually associated with implicit or explicit national plans which have
 

target objectives in terms of domestic food and fiber supplies and import

export balances. For coordinated and integrated developmental plans, the
 

failure to realize planned production and market supply levels tends to
 

infiate aomestic tood and fiber prices. In the absence of trade restrictions,
 

price rises may be dampened by reduced exports and increased imports which
 

increase supplies available for domestic consumption. That is, higher inter

nal prices attract imports and decrease the opportunities for exports. The
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foreign.exchange pqsition,.however, tends to deteriorate which, in turn,
 

reduces the country's capacity to import needed capital goods--capital
 

goods which are integral to implementing and sustaining the development
 

plan.
 

If producers are responsive to rising market prices, especially if
 

production costs tend to increase at a slower rate, increased production
 

and larger quantities marketed would dampen price advances. Increased
 

production and direct consumption and consequent improved physical well

being may have a positive influence on subsequent production. However,
 

in terms of supplying the food needs of noncultivators and export demand,
 

the quantity marketed is the important phenomenon. The level of market

ings is conditioned by existing consumption levels and by producers'
 

objectives.
 

Several studies have attempted to provide an empirical basis for pos

tulating producer behavior. Others attempt answers on an a priori basis.
 

An increasing amount of effort has been devoted to examining the degree of
 

responsiveness in production patterns as price relationships vary. These
 

production response studies are usually based on time-series data and relate
 

to adjustment in cropping patterns rather than aggregate production res

ponse. In some cases, the time-series data on prices represent a confound

ing of positive public price policies and of changes due to variations in
 

market supply-demand conditions independent of public pricing policies.
 

Relatively less is known about responsiveness in terms of quantities mar

keted.
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.Considering -a ,single commodity, output- is the .product ,of area -and
 

yieidri as inEquationt 8.1.Lwhere
 

IO"=: A Y 
 (8.1) 

= a (P) . y (P:X) 

0 = Output

-A=Area planted
 

Y = Yield per unit of area
 
Po
 

P = - = Ratio of price received for output to an index of
 
Pj input prices
 

X = Environmental factors 

Both area and yield are a function of P. That is, A = a(P) where a 

represents the functional relationship between A and P. Similarly, y is 

the functional relationship between Y and P. Differentiating Equation 

8.1 with respect to P, Equation 8.2 is derived. Multiplying Equation
 

8.2 by
 

dO da (8.2)
 
dP = Y (P:X) + a(P) 

S =A + C (8.3) 
P~ P P 

P/O, the price elasticity of output is represented by the sum of the price
 

elasticity of area and price elasticity of yield. 1
 

Using dP in Equation 8.2 indicates that the price change is extreme
ly.small. Few producers in any country would respond to such price

changes. The use of derivates here is for hueristic purposes to examine
 
the qualitative impact of price changes. The use of AP, reflecting dis
crete price changes, is more meaningful.
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In addition to altering price relationships, public price policies
 

often reduce price uncertainty. For example, price supports and price
 

floors lessen the possible range of prices producers confront. On a
 

longer-term basis, uncertainty surrounding continuation of public price
 

policies likely affects private investment decisions.
 

Acreage response to output price relationships
 

A few studies have been completed to estimate the aggregate response
 

of producers in adjusting cropping patterns as relative prices of crops
 

vary. The estimating procedure employed is that of simple regression
 

analysis where the dependent variable is the relative acreage of the
 

crop under study and the independent variable is the lagged price of the
 

crop relative to a lagged index of prices of principal competing crops.
 

The mathematical formulation of this relationship is given in Equation
 

8.4. Ak is the acreage of the crop studied while the Ai k are acreages
 

of competing crops. The Pk and Pi~k are interpreted similarly while
 

t=l to the end point of the time-series data.


[ f[ Pk] (i,:k~ k = 1,., n) (8.4) 

t t- v
 

Relative acreage, as the dependent variable, is used as a proxy for
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planned.~cropping patterns where :these-patterns are a function of expected
 

The use of acreages
ortanticipatedprices-for alternative, competing crops. 


abstracts from,4the direct-influence of weather conditions on yields and
 

productionl.,and from the impact of prices on the intensity with which
 

nonland inputs are applied to land, i.e., per acre yields when the
 

The degree of responsiveness in
influence of weather has been removed. 


altering cropping patterns is influenced by a number of factors, some of
 

which are not included in Equation 8.4:
 

(1) The number of alternative crops which can be grown by the pro

ducer and the ease with which inputs can be shifted among crops is impor

tant. The length of time necessary for adjustment has a direct effect
 

on the degree of short-run response versus response over a longer period
 

of time. As the number of feasible crops increases, the cropping pattern
 

is expected to be more responsive to changing price relationships;
 

(2) Even though alternative crops are-feasible, many low-income,
 

small-scale producers are inclined to gear production decisions to meet
 

consumption requirements. For example, where an inedible, cash crop can
 

profitably be grown, producers growing the crop and using the income to
 

purchase necessary consumption goods in the market place confront price
 

uncertainty from two sides. Uncertainty surrounding market conditions for
 

the cash crop and, in turn, a major proportion of his monetary income
 

1The planned output configuration is a function not only of prices
 

received and paid but also estimates of the NPP of the inputs. In estimating
 

these MPP's, past and anticipated weather conditions are important factors
 
especially where dryland farming is prevalent.
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exists. The cash crop is often an export crop subject to subStantial price
 

variations. In addition, the producer confronts the uncertainty of prices
 

he must pay for his food items and other consumer goods. When the producer
 

receives low prices for the cash crop and must pay relatively-high prices
 

for consumer goods, his economic vulnerability increases. Resorting to
 

credit, or increased use of credit, introduces another potential set of
 

problems. Consequently, many producers do not gear cropping patterns to
 

anticipated or existing market prices when producing for direct consumption
 

1
 
is their major objective;


(3) In addition to productivity considerations, acreage response is
 

affected by access to markets, transportation costs, and by tenurial
 

arrangements. Furthermore, using relative prices as the independent
 

variable does not take into account variations in input prices and any
 

technological change which affect production decisions. Finally, indices
 

of wholesale prices or prices received by producers do not give any indi

cation of public price policies reducing price uncertainty where such
 

uncertainty affects production decisions nor of other public policies sub

sidizing or taxing the costs of production inputs. Variations in wholesale
 

1The extent to which time-series data on acreages devoted to various
 

crops include the land cropped by the peasant producers likely varies
 

with the quality and comprehensiveness of the country's system for con

ducting agricultural censuses and collecting annual data. The land of
 

larger producers is more likely to be included. They are also the ones who
 

usually account for a major proportion of all land cultivated and quantities
 

supplied to the market and are the most sensitive to changing market con

ditions. Consequently, this class of producers is weighted more heavily
 
in any time-series data.
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prices.may.not be accompanied-by similar changes in prices received by
 

producers where the latter are important for production decisions.
 

The-results of anumber of studies investigating producers' response
 

to changes in price relationships and some noneconomic factors are sum

marized in Table 8.1a. Although the variables in each study are identi

fied, the individual studies are not described. Rather, subsequent dis

cussion concentrates on producers' responsiveness in terms of quantities
 

marketed. Quantities marketed incorporate production responses and are
 

the more important phenomenon in developmental processes.
 

-lTable 8.1b represents a specification of the various independent
 
variables used in deriving the price elasticity of area estimates.
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Table .8.18. Estimates of price elasticity of crop area for various crops 
and geographic regions corresponding to varying time periods 
and'estimating procedures:, as'specified 

CrQp' and Price elasticity of area 
geographic area SR LR Dependent variable 

RICE:
 

East Pakistan 
(Summer + winter) 0 3 a 
(Summer only) . 0 9a Ratio of rice area 

to rice + jute area
c9 dis tricts 

(Summer + winter) 05 a 
(Summer only) .12
 

Punjab (undivided) .31 b .59 b Irrigated rice area 

b

.18b .31

Thailand 


Regions: Riceb 
Northeast . 0 4 -. 5 7bd . 0 6 -1. 0 4bd Rice area planted 

(mean) .23 .30
 

Central . 0 2 -. 6 2 bd . 0 7-3. 12 bd Rice area planted 
(mean) .18. .32 

- .Western Highlands . 0 7 -. 5 0bid . 0 7 4 6b d Rice area planted 
(mean) .23 .22 

Peninsula . 2 9 -. 3 4 b d . 2 9 -. 3 0b d Rice area planted 
(mean) .32 .30 

Java-Madura
 
0 5 a(we't) 

(dry.) *08a Rice area planted 
asimple model. 

b Distributed lag model. 

LThese dLstricts are the nine important jute-growing areas. 

dRange of estimates derived for provinces within regions
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Per---
Period 

2 
R 

Independent 
variable Source 

1948/49 
1962/63 

- .64 
.65 

A 
A 

(8.17) 
(8.17) 

1948/49 
1962/63 

- .54 
.60 

A 
A 

(8.17) 
(8.17) 

1914/15 -
1945/46 .62 (8.22) 

1940/63 .89 C (8.3) 

1940-63 .29-.96d C (8.3) 

1940-63 . 0 8 -. 9 5d C (8.3) 

1940-63 .38 -.72d C (8.3) 

1940-63 .36-.75d C (8.3) 

1951-62 .73 D (8.29) 
1951-62 .99 D (8.29) 
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Table 8.l (continued) 

Crop and Price elasticity of area 
geographicdarea Q' LR Dependent variable 

AUSCUiy kwaL -r uKyj; 

Krawang .0 3a Rice area p.anreu 

Wonosobo .56a Rice area planted 

Djember -. 0 3 a Rice area planted 

Philippines •1 5 ae ,e area04b ,e  Rice1.16b 

Regions:
 

Central Luzon . 13 -. 2 7be . 6 2 -2. 15be Rice area
 

Bicol .38be Rice area
 

West Visayas .91be 3 .52be Rice area
 

Cagayan Valley negativeb negative Rice area
 

WHEAT 

Punjab (undivided) b b 
(Irrigated) .08 .14 Irrigated wheat area 
(Unirrigated) -- a Unirrigated wheat area 

West Pakistanf .1-. 2a Irrigated wheat area
 

CORN:
 

Punjab (undivided) .23 b . 5 6b Irrigated corn area 

Thailand 

Provinces: b
 
Nakhornsawan 1.92 1.92b Corn area planted.
 

eBased on results from second-trial regression.
 

fEstimates for irrigated production in seven districts.
 

8The time period corresponding to the derived estimates is not 
specified. The time span indicated is that used for deriving the price 
elasticities of cotton area. 
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Perod R2Independent 

variables SburCr-

1951-62 .85 D (8.29) 

1951-62 .58 D (8.29) 

1951-62 .80 D (8.29) 

1910/11 
1940/41 E (8.25) 

1953/54 
1963/64 

" 
E (8.25) 
E (8.25) 

E (8.25) 

E (8.25) 

1914/15 - 1943/44 
1914/15 - 1945/46 

.85 

.50 
F 
G 

(8.22) 
(8.22) 

1933/34 - 1 9 58 /5 9g .25 H (8.10) 

1914/15 - 1943/44 .62 I (8.22) 

1950-63 .20 3 (8.3) 
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Table 8.1a (continued) 

Crop and Price elasticity of area 
geogaphic area 5R LR Dependent variable 

Lopburi 1.58L 1.8.1b Corn area planted 

akhornratsima .27b .41b Corn area planted 

Phetchbun 4.47b 14.17b Corn area planted 

Philippines .12a'e 

negativeab e 
negativea 

negativeb e C 

Corn area 

Regions: 
Central Luzon 

.23e 
negativeb e 

. 14 
negativeb e 

Bicol negativeb ' e negativeb,e 

West Visayas . 0 3bIe .04be Corn area 

Cagayan Valley .17b,e .43b,e 

nwJmA 
Punjab (undivided) 

b 
.09 .36L 

JOWAR 
Punjab (undivided) -. 5 8 a Unirrigated jowar area 

BARLEY b 
Punjab (undivided) .39 .50 Unirrigated barley area 

GRAM 
Punjab (undivided) -.33a Unirrigated gram area 

CASSAVA 
Thailand 

Rayong Province 1 .09b 1.09 Cassava area planted 

COTTON 
Punjab (undivided) 

American varieties 
Local varieties 

.72b 

. 5 9b 
1.62b 

1.08b 
Irrigated area 
Irrigated area 

West Pakistanh .4 1 
a Cotton area 

hEstimates for the eight major cotton-producing districts.
 



Period R2 Independent 
variables SoUrce 

1950-63 

1950-63 

1950-63 

.96 

.85 

.73 

J 

J 

J 

(8.3) 

(8.3) 

(8.3) 

1910/11 - 1940/41 

1946/47 - 1963/64 

1947/48 - 1963/64 

1947/48 - 1963/64 

1947/48 - 1963/64 

1947/48 - 1963/64 

K 

K 

K 

K 

K 

K 

(8.25) 

(8.25) 

(8.25) 

(8.25) 

(8.25) 

(8.25) 

1914/15 - 1945/46 .85 M (8.22) 

1914/15 - 1943/44 .35 N (8.22) 

1914/15 - 1945/46 .29 0 (8.22) 

1914/15 - 1945/46 .44 P (8.22) 

1955-63 .14 Q (8.3) 

1922/23 

1922/23 

1933/34 

- 1941/42 

- 1943/44 

- 1958/59 

.92 

.72 

.70 

R 

S 

T 

(8.22) 

(8.22) 

(8.10) 
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Table 8.1a (continued)
 

Crop and -Price elasticity of area 
geographic area SR LR Dependent variable 

Egypt .37a 	 Ratio of cotton area
 
to competing crops
 
area 

CAE 	 ib, i .30biSUGAR CAN~E

Punjab (undivided) .17bJ'3Irrigated J 	 sugarcane.60 b area 

JUTE
 
East Bengal . 6 0a 	 Jute production 

Bengal, Bihar and Ratio of Jute area
 
Orissa . 6 5a to competing crops
 

area
 

a
Bengal .75	 Ratio of Jute area
.68b 1.03b to competing crops
 

area
 

. 3 6aEast Pakistan 

Ratio of jute area to
 

rice + jute area
9 districtsc .42 a a 

'Relative price lagged one year. 

JRelative price lagged two years.
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Period 

1913/14 - 1937/38 

2 Independent 
variables 

U 

Source 

(8.37) 

1915/16 

1931/32 

1911/12 

1911/12 

1948/49 

1948/49 

- 1943/44 

- 1953/54 

- 1938/39 

- 1938/39 

- 1962/63 

- 1962/63 

.44 

.68 

.25 

.30 

.65 

.54 

.65 

V 

W 

X 

X 
X 

Y 

Y 

(8.22) 

(8.8) 

(8.38) 

(8.38) 
(8.38) 

(8.17) 

(8.17) 



Table 8.1b Specification of respective independent variables
 

nanniated with elasticity-estimates in-Table 8.1a....
 

A 	 Lagged price ratio' of(summer)rice to lute. 

B Lagged price ratio of rice to six alternative kharif (summer) 
-rops, lagged yield ratio similar in construction to the price 
'atio, and lagged rice area. 

C 	All equations include the lagged relative price of rice and
 
lagged rice areas. The equations vary according to the in
clusion of relative yield of rice, variations in prices and
 
yields, and population.
 

D 	Lagged and deflated price of rice, seasonal rainfall, and time 
in all equations. For Java-Madura (wet), the standing area of 
rice at the end of the prior dry-season rice crop is included; 
for Java-Madura (dry), the standing area of the prior wet
season rice crop is added. 

E 	 Lagged price ratio of rice to a single, major competitive crop;

ladded yield ratio of rice to a single crop; lagged wage rate 
for hired agricultural workers; and t as a trend variable.
 

F Lagged price ratio of wheat to index of ten alternative crops,
 
lagged total irrigated area of all crops, and lagged irrigated
 
wheat area.
 

G Lagged price ratio of wheat to gram, lagged yield ratio of wheat
 

to gram, and rainfall.
 

H 	 Lagged price ratio of wheat to sugarcane.
 

I 	Lagged price ratio of corn to six alternative kharif (summer)
 
crops and lagged corn area.
 

J 	All equations include the lagged relative price of corn. The
 
other equations vary relative to additional variables included.
 
See C above.
 

K 	 Same as E above, but substitute corn for rice.
 

L 	 The dependent variable is the ratio of unirrigated area under
 
bajra to the unirrigated area in all kharif (summer) crops.
 

M 	 Lagged price ratio of baJra to six alternative kharif (summer)
 
crops, lagged irrigation and bajra area, and rainfall.
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N 	 Lagged price ratio of Jowar to baira, lagged irrigation area, and
 
rainfall.
 

0 
 Lagged price ratio of barley to wheat, rainfall, and lagged
 
barley area.
 

P 	 Lagged price ratio of gram to wheat and rainfall.
 

Q Lagged relative price and proxy variable for price variation.
 

R 	 Lagged price ratio of cotton (American) to six alternative
 
kharif (sunner) crops, lagged irrigation area, and lagged cotton
 
(American) area.
 

S 	 Lagged price ratio of cotton (local) to six alternative kharif
 
(summer) crops, lagged yield 	 toratio similar in construction 
the 	price ratio, and lagged cotton (local) area.
 

T 
 Lagged price ratio of cotton to index of rice, bajra, jowar, corn
 
and 	sugarcane.
 

U 	 Lagged price ratio of cotton to competing crops.
 

V 
 Lagged price ratio of sugarcane to six alternative kharif (summer)
 
crops and lagged sugarcane area.
 

W 	 Lagged average jute price.
 

X 
 Lagged price ratio of jute to rice plus ten other crops, all prices

at the wholesale level. The lagged jute area ratio is added for
 
the 	distributed lag model.
 

Y 	 Lagged price ratio of jute to (summer)rice. 



.Yield.response4 to.-price-relationships
 

The price elasticity of area component of Equation 8.3 was discussed
 

above. Relatively-fewer estimates of the price elasticity of yield,
 
y PO
I are,available.-Since P = p, changes in the relative output/input
P 


p 
 Pj
 
price relationships affect the sign of dP. If p0 increases relative to
 

Pj, ceteris paribus, producers find it profitable to increase the use

levels of at least some of the j inputs. As additional labor, fertilizer,
 

and irrigation water inputs are used, yield and output are expected to
 

increase.
 

The estimates derived by Mubyarto and Fletcher (8.29) and by Behrman
 

(8.3) are presented in Table 8.2a.2 The derived elasticities for rice
 

are positive but of relatively-low magnitude. The estimates are quite
 

variable for corn and kenaf.
 

Clark (8.8) states that agricultural practices and costs of produc

tion for jute were relatively constant in East Bengal during the period
 

in his study. He adds that variations in jute yields were primarily
 

random with environmental conditions rather than economic variables being
 

the principal factor.
 

In regressing cotton yields on the lagged price ratio of cotton to
 

alternative crops, the R2's derived by Falcon (8.10) were extremely low.
 

,1The derived price elasticities are not always comparable in form
 
to C P expressed in Equation 8.3.
 

2Table 8.2b represents a specification of the various independent
 
variables used in deriving the price elasticity of yield estimates.
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Table 8.2a. 	 Estimates of price elasticity of crop yields for specified
 
crops and geographic areas corresponding to varying time
 
periods and estimating procedures, as specified
 

Crop and Price elasticity of yield
 
geographic area SR LR Period
 

RICE:
 

Java-Madura
 
(wet) .20 1951-62
 

a 	 "
 (dry) 	 .06


Thailand 	 b
 

Loei Province .28 .28 	 1940-63
 

CORN:
 

Thailand
 
Province: b
 

Nakhornrats .60 1950-63
. 15b 

Phitsnulok 6 .07b 28 .4b 	 1950-63
 

KENAF:
 

Thailand dbc c

4 provinces .09-.81bc .10-.8 1bc 1954-63
 

asimple model.
 

bDistributed lag model.
 

cRange of estimates .derived for individual provinces.
 

dThe four provinces are Ubonratthani, Khon-kaen, Srisaket, and
 

Roi-et.
 



2R Independent,
variables, 'Source 

.89 

.80 
A 
B 

(8.29) 
(8.29) 

.52 C (8.3) 

.. 75 D (8.3) 

.63 E (8.3) 

.40-.96c 
F (8.3) 
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able -8.2b. 	Specification of respective independent va'riiables
 
associated with elas tic ity estimates in 'Table 7.2a
 

Laggeu anu aelated price 'of rice, rainfall, standing rice area at
 
-nd,.of December of-h"previous dry season, and time.
 

Same"as'A-except "subs't'itute-standing rice -areaat the end of
 
August of the previous wet season.
 

Laggea relative price of rice, lagged rice area, farm nopulation.
 
and "annual rainfall.
 

,Lagged relative price of corn, lagged corn area, proxy for price
 

uncertainty 	and annual rainfall.
 

Sam"e as D plus proxy for yield uncertainty.
 

All equations include lagged relative price of kenaf and lagged
 
kenaf area. The equations vary as to the inclusion of proxy
 
variables for price and yield uncertainty.
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That is, the price,variable "explained" extremely little of the variation
 

in cotton yields. Rather, Falcon states that lack of incentives,,physical
 

unavailability of inputs, capital rationing, uncertainty, and ignorance
 

of better production practices were the determining factors. Because of
 

these factors, the lack of yield response to changing relative prices
 

cannot be imputed as economic irrationality on the part of producers.
 

In his study of rice and jute production in East Pakistan, Hussain
 

(8.17) notes that inputs other than land and labor are not widely used.
 

Consequently, variations in prices of variable inputs other than labor have
 

little effect on input-use levels. He concludes that no statistically
 

significant relationship exists between the lagged rice/jute price ratio
 

and rice yields. Increases in the price ratio are associated with larger
 

areas planted to rice and not to more-intensive cultivation of rice.
 

Mangahas, et al. (8.25) estimated yield-response equations for rice
 

and corn. However, the coefficients of the relative price variable were
 

nearly all rejected because they were found to be negative or not statis

tically significant even at rather high probability levels. They add that,
 

"These results may have been due mainly to large differences
 
between actual yields and intended yields, caused by unforeseen
 
weather or other exogenous factors affecting yield" (8.25, p. 691).
 

Quantities marketed as a function of market prices
 

Production and resource allocation decisions are directly conditioned
 

by consumption requirements and(or) anticipated market prices or exchange
 

values. After resources have been committed, the effect of changes in
 

market price expectations on output levels can, for some crops, be reflected
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~in theriiitity 'ofwdiii-g-oper'ak ins 'idui4-levels ofirgtinae.
 

As9'the, cropj, matudres" fdrr harvesting, producers can decide whether or not to
 

harvest!;i This dbcision applies primarily to the production of'nonedible,
 

cash,'crops whereproducers are often located at some distance from market

ing.:outletsiso that transportation costs and reliability of market inform

ation;are important factors in harvesting and marketing decisions. That
 

is, the expected net returns may not be sufficient to induce the producer
 

to.-harvest the crop. Of course, market uncertainties, transportation
 

costs, and marketing margins affect producers at all locations from mar

keting centers. However, these uncertainties tend to increase with dis

tance from the marketing point. Finally, once the crop has been harvested,
 

the producer-consumer faces the decision of whether to consume or market,
 

at least for edible commodities.
 

This relation between quantities marketed and changes in market price,
 

presumably the price received by the producer, has been the subject of
 

discussion for several years. The controversy centers on whether quanti

ties marketed are inversely related to prices received so that a down

ward-sloping supply function exists or whether the converse relationship
 

holds. But the controversy has been muddled by writers referring to
 

noncomparable situations and(or) not being very explicit about the con

ditions they are attempting to describe and evaluate. Some studies are
 

based on a priori arguments; others are supported by data.
 

For those proponents of an inverse relationship between quantities
 

marketed and nrevailing market nriees. the noint of denarture is the
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assumption of'a relatively-fixed demand for cash by producers such as
 

=
Dc Pnqn. As the market price receivedincreases, the quantity of qn
 

that must be marketed so as to obtain D is reduced. See Figure 8.1.
 

The converse also holds.
 

Pn 

0 	 qn
 

Figure 8.1. 	 Inverse relationship between price and quantity
 
marketed for obtaining D
 

In Figure 8.1, the Dc curve is a rectangular hyperbola with a price
 

elasticity of quantity marketed equal to negative unity. If external
 

financing, savings, or hoards are not used to at least partially satisfy
 

Dc' the quantity which must be marketed has first claim on production
 

realized. The quantities available for consumption are a residual. As
 

this residual is chronically inadequate for many small-scale producers,
 

they must resort to financing or credit in kind in order to sustain con

sumption patterns. The above viewpoint is best articulated by Mathur and
 



Ezekiel (8.27), Khatkhat 11 (8.21),l;andlNeumark, 8.31) ,,Mathur.and-.Ezekiel
 
and Neumark are explici.t instating that this market behavior is applicable
 

ro proaucers~operaringLn . . . an intrinsically nonmonetizedeconomy 

operating on the margins of subsistence to the monetized world around..."
 

(8.27, p. 399) and in " . . . an embryonic exchange economy . . ." (8.31, 

p. 48). Because producers operate in this environment of limited contact
 

with forces of change so that the essentially traditional production and
 

consumption patterns are sustained, the demand for cash to pay rent and
 

taxes and to purchase a limited number of consumer goods is assumed to be
 

nearly invariant. Implicitly, the price elasticity of substitution bet

ween those commodities produced and directly consumed and those purchased
 

as consumer goods is zero. The income elasticity of demand for these
 

consumer goods is also assumed to be zero.
2
 

1One of the earlier proponents of a perverse market supply function
 
was Boeke (8.5, pp. 29-30) who considered this phenomenon representative

of Eastern society as compared with Western society. For a discussion of
 
a perverse market supply function for rubber by native growers in the
 
Netherlands Indies, see Boeke (8.4, p. 49). This perverse relationship

for rubber marketings appears to be adequately but conditionally refuted
 
by Joosten (8.19). Joosten concludes, "If the peasant farmer has alter
native opportunities no perverse supply curves are to be expected in the
 
case of cash crop commodities. In this connection it is interesting to
 
note that the statistical data on the production of the great rubber estates
 
tend to exhibit.a perverse supply curve...The rubber estates had no alter
natives" (8.19, p. 102). The condition imposed by Joosten is that the
 
peasant has alternative production opportunities.
 

This perversity is also noted by Chaturvedi (8.6, p. 20) and Bansil
 
(8.1, p. 30), both on an a priori basis.
 

2Mathur and Ezekiel assert that the income elasticity of demand is
 
only close to zero. This follows from their statement that "It is prob
ably likely that an increase in food consumption will be accompanied by
 
some increases in the consumption of non-food consumer goods for which an
 
increase in cash income will be necessary" (8.27, p. 398).
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Only Mathur and Ezekiel (8.27) adduce evidence to support their
 

proposition of a downward-sloping market supply function. Their.evi

dence is the following:
1
 

"In,an investigation conducted under the auspices of the Gokhale
 
Institute of Politics and Economics in the Akola and Amraoti
 
districts of the state of Maharashtra in India during 1955-56 and
 
1956-57, it was found that while prices increased by about 33
 
percent between the two years, sales decreased by about 7.5 percent.
 
This was in spite of the fact that total production had increased by
 
about 38 percent" (8.27, footnote 4, p. 397).
 

Mathur and Ezekiel (8.27) reinforce their proposition by asserting
 

that producers save in kind rather than in monetary terms. That is,
 

any output in excess of the amount necessary to satisfy D and customc 

ary consumption patterns is placed in contingency stocks as a hedge
 

against adverse production and market price conditions. Furthermore,
 

as market prices fall so that a larger quantity of qn must be marketed,
 

a portion of increased marketings comes from contingency stocks. The
 

increased marketings tend to drive market prices even lower until rightward
 

shifts in the market demand curve lessen the downward pressure on prices
 

1Presumably, Mathur and Ezekiel are referring to food grains production
 
and sales. However, Dandekar (8.9), after consulting with Mathur, states
 
that the co-authors were actually referring to all farm products. Further
more, Dandekar cites another analysis of the same data made by Mathur (8.26)
 
which indicates that prices and quantities marketed moved in the same dir
ection for wheat, jowar, and other cereals. Since these are food grains,
 
the results are contrary to Mathur and Ezekiel's proposition. Dandekar
 
also notes that the price elasticities of market supply are negative for
 
cotton and groundnuts. He concludes that the perverse market supply relat
ionship for all farm products observed by Mathur and Ezekiel resulted because
 
these two crops accounted for 50 and 10 percent, respectively, of total
 
sales of farm products.
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and' ia"inra'ry eqiiiribAum is ralized. The demand curve 'shfts to the 

right bcatuse fairing fooiddgrains prices-raise producers' real, incomes. 

Although Mathur and Ezekiel (8.27) are explicitthat the market
 

behaviorthey postulate- applies to semi-subsistence farmers operating in
 

an'ess:entially-nonmonetized economy, their evidence of perverse marketing
 

behavior is based on data reflecting the aggregate effect of marketing
 

decisions by producers of all size holdings. Mathur and Ezekiel do not
 

state what size of holdings characterizes semi-subsistence producers.
 

However, the relatively-large proportion of the total value of marketings
 

attributed to small-scale producers who act in the manner postulated by
 

Mathur and Ezekiel may tend to generate a perverse market supply relat

ionship.
 

Implicitly, Mathur and Ezekiel (8.27) do not admit any effect of 

changes in market prices on production decisions and quantities produced. 

For example, rising market prices requiring less to be marketed and per

mitting more to be consumed do not have a favorable impact on production. 

However, this is rather consistent with the economic environment they 

postulate. However, the authors state, " . . . when the per capita income 

of the farmer rises above the level at which the farmer's food grain needs 

are more or less satisfied, the inverse relationship between price and 

marketed surplus will be less likely to hold and the existing instability 

in the food grain market will probably be considerably reduced" (8.27, 

p. 400). The authors do not discuss how or when per capita incomes
 

increase. Consequently, it is not possible to impute their postulated
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market supply behavior as being of a short-run or long-term nature.
 

Presumably, this behavior persists as long as per capita production of
 

food grains remains below per capita "food grains needs". Despite the
 

scattered successes of the so-called "Green Revolution", the extremely
 

high population growth rates, especially in rural areas, suggest that
 

substantial increases in per capita production of food grains will only
 

be a longer-term phenomenon in many less-developed areas.
 

Krishnan (8.24) relaxes the Mathur-Ezekiel assumption of a fixed
 

demand for cash and constructs a short-run behavioral model describing
 

the relationship between aggregate marketing of food grains by producers

consumers and market prices. The point of departure is that quantity
 
1
 

of food grains produced, Q, which can be consumed or marketed. Krish

nanuses a demand function incorporating constant price and income elas

ticities, Equation 8.5, which is appropriate for a time period confined
 

to the production year.
 

rQ= AP(QP) (8.5) 

M = (l-r) Q (8.6) 

The terms in Equations 8.5 and 8.6 are interpreted as follows:
 

r = Proportion of net food grains produced that are directly consumed
 

P = Food grains price
 

Q may also include any contingency_stocks which are potentially
 
marketable. Krishnan (8.24) notes that Q is net of seed requirements,
 
etc. Presumably, et cetera includes any payments in kind.
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qand,P Price and rincome elas ticities, of demandi,'respgectively 

PQ&,=!4ncPme or -value of -the endowment, of hfoodgrainsf, 

A . ,A-constant, 

Equaqiqn,8.,6 :represents. the amount of Q which is marketed. 
As P varies,
 

sodo producers. income, QP,- and rQ. The price elasticity of quantity
 

marketed is given in Equation 8.7.1 Since the term 1 r is always non

negative, the sign of Me depends upon the relative magnitude of 0 and i.
 

If the price elasticity of demand, 0, is greater than the income elas

ticity, of demand, 0, Me will be positive indicating that, ceteris paribus, 

prices and quantities marketed move in the same direction. If the con

verse holds, Me is negative and a perverse price-quantity marketed rel

ationship holds. Krishnan quantifies Equation 8.7 by substituting 

- = -0.3584, P = 0.5216, and r = .65.2 With these data, the derived 

Me = -0.303. That is, with small changes in P, given C1, a, and Q, 

price and quantity marketed move in opposite directions. He carefully
 

points out, however, that he is dealing with a short-run phenomenon and
 

that any effect of price variations on production have not been taken into
 

account. His model and analysis are only appropriate when Q is assumed.
 

LThe derivation of M
e is given in Appendix B. A similar derivation 
is made when Q is disaggregated into two food grain commodities. This 
is a more meaningful construct since it reflects the impact of a change
in the relative prices of the two goods on consumption and marketing
 
decisions.
 

2The eiasticity estimates were derived in an earlier study by Krish
nan which is cited in (8.24). The estimate of r = .65 is based on results
 
from the All-India Rural Credit Survey (7.46).
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Furthermore, as economic development proceeds, both "r and 0 decline.
 

Conversely, the absolute value of y increases. Consequently, M is
e 

expected to eventually be positive but with a low value. In the extreme
 

where all food grains are marketed such that r = 0 and food is purchased
 

as processed goods, Me = 0. That is, the market supply function is per

fectly inelastic and price changes have no effect on quantities marketed.
 

This result necessarily follows from the implicit assumption in Krishnan's
 

model that food grains can only be consumed or marketed. The possibil

ities of storage and utilization as livestock feed are not admitted.
 

Bardhan (8.2) has recently completed an econometric study of the
 

market supply function for food grains in twenty-seven villages in the
 

Indian states of Punjab and Uttar Pradesh. Multiple regression analysis
 

was used to assess the impact of six independent variables upon the dependent
 

variable, the latter designated as the percent of total production of
 

food grains sold. The dependent variable reflects both cereals and pul


Payments in kind represented one of the six independent variables. The
 

remaining five variables follow:
 

X = Food grains production (in maunds) per adult unit of the
 

cultivating population of the village
 

X2 = Derived average price of food grains in a village
1
 

IThe average food grain price for each village was derived by
dividing the total value of food grains production by the total physica 
output. The regressions were also run using another average price 
derived by dividing the total value of food grains sales by the total 
volume of sales. In general, the average price based on sal~s resulted 
in larger negative regression coefficient for X , a higher R , and larg 
negative price elasticity of percentage marketeg. 
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X, y Value of commercial crons Droduced, not includina fnna .n4,ia 

per adult unit of the cultivatinR DoDulation
 

X. = Value nf m4ilk and milk products per adult,unit of the tlel4

ating population
 

X = Index of concentration of cultivated acreage in a village 

Essentially two sets of regression were completed. 
The first
 

included all cultivators in the village surveys. 
 The second set included
 

only those who were in a relatively-good position in terms of land hold

ings and annual incomes.1 The individual village surveys were conducted
 

at differing times over the 1954-61 period. 
Four villages were surveyed
 

twice. 
 Each village survey related to the economic activities for a single
 

year.
 

only the importance of X1 and X2 in explaining Y, the dependent
 
variable, will be discussed here. 
Consider X first. In all regressions,
 

the derived regression coefficient for X was positive and was statis

tically significant at the 1-5 percent level. 
That is, increases in per
 

capita food grain production were associated with an increase in the per

cent of total food grains produced which are marketed. In the regression
 

including all cultivators surveyed, the production elasticity of percent
 

marketed was estimated to be about .8. With the regression subsets of
 

1For example, one regression run was only for cultivators with
"operationAl holdings" of ten acres or more. 
A further subset was
used: those cultivators having ten acres or more which generated an
annual income of Rs. 1,000 or more, net of outlays for cultivation costs.
Bardhan indicates that this net income figure "may be regarded as 
above

the'subsistence minimum frn tha ng%"i4A ..-A--, :f ...^ 
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cultivators having ten cultivable acres or more and those having ten or
 

more acres plus annual incomes of Rs. 1,000 or more, the production
 

elasticities dropped to .6and .4,respectively.
 

Similarly, the magnitudes of the X1 regression coefficients were
 

reduced. Consequently, among those cultivators in relatively good
 

economic positions, the effect of per capita food grain production on
 

percent marketed was less than when those producers in poorer economic
 

positions were included in the analysis.
 

The derived regression coefficients for X2 were negative for all
 

regressions completed. The coefficient was statistically significant at
 

the 1-5 percent level when all cultivators were included. It was sig

nificant at the 10-25 percent level when the subsets based on acreage and
 

income considerations were analyzed. Thus, increases in the derived
 

average price of food grains, ceteris paribus, were associated with
 

reductions in the quantities of food grains marketed and an inverse
 

market supply function was expected to be operative. But, as already
 

noted, these results were based on survey data covering only one crop
 

year. The price elasticity of proportion marketed was about -.6 for the
 

sample of all cultivators. For those having ten or more acres and at
 

least Rs. 1,000, the price elasticities increased to -.33 and -.45,
 
1
 

respectively. That is,for those in relatively better economic positions,
 

1Intuitively, the latter subset, i.e., 
those having 10 or more acres
 
and at least Rs. 1,000, would be expected to be associated with a higher
 
price elasticity, i.e., a less-negative elasticity, than the subset not
 
having any income constraint. The derived elasticities do not support
 
this contention.
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th'e drV6Yd6 response to price cnanges is expeccea ro aiminisn.
 

ksBahbn-(8.2) points Out, even though rising prices apparently
 

cause the income effect to outweigh the substitution .effect so that more 
fdog. Ii.sI " iI - -I -I 

foodg-rains' were consumed and 'quantities marketed reduced, higher prices
 

may be an incentive'to private investment and increased output. On the
 

basis of the data, as analyzed, improved economic positions tend to
 

lessen the strength of the inverse price relationship. Further, the
 

results apply to the aggregate marketings by producers surveyed and for a
 

particular region of India. The activities of individual producers are
 

not discernible. The results need not apply to other regions of India.
 

Krishna (8.23) developed a construct for estimating the price
 

elasticity of market supply for a single crop. The construct incorporates
 

the effect of price changes on both consumption and production. The basic
 

formulation is given in Equation 8.8 where M, Q, and C are the quantities
 

of wheat marketed, produced, and consumed, respectively. Shocking Equation
 

8.8 with respect to P, the relative price of wheat, Equation 8.9 is
 

obtained. Equation 8.9 is reptated in terms of elasticities in Equation
 

8.10 where r = , b = price elasticity of production, and d = total
M
 

1
 
elasticity of home consumption with respect to P. Bdsed on estimates
 

available for the various components of Equation 8.10. Krishna derives
 

estimates of e, the price elasticity of quantity of wheat marketed in the
 

Punjab.
 

1The construct and interpretations are developed in Appendix C.
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v =+n 	 (8.9) 

dM dR dC 
dP, dP dP 	 (8.10)
 

e =,rb- (r-l~d 	 (8.1I)
 

See Table 8.3. The estimates are all positive as long as price elasticity
 

of the substitution effect on consumption is negative. See Appendix B.
 

However, both Nowshirvani (8.32) and Behrman (8.3) correct an error in
 

Krtshna's formulation. See Appendix B. Using the ranges of values for
 

the parameters, as cited by Krishna (8.23, p. 83), the minimum and maxi

mum values for the estimated price elasticities of marketings for the
 

three different formulations are given in Table 8.3.
 

Table 8.3. 	Minimum and maximum values for the estimated price elasticity
 
of quantity of wheat marketed based on three different estim
ating procedures
 

m = .i m = .5 	 m = .9
 

Krlshna 2.30 to,5.56 .12 to .78 .08 to .26
 
Nowshirvani -2.74 to 5.56 -.22 to .74 .07 to .56
 
Behrman -2..56 to 6.03 -.19 to .85 .07 to .26
 

When relativelv-small DroDortions are marketed, such as m = .1 - .5, 

some of the derived elasticities are negative indicating that a perverse 

market supplX function may be operative under these conditions. There

fbre, wvilie the effect of price changes on production as,;well as 0n-dir

ect consumption is admitted, the occurrence of a'backward-sloping market 

supply function cannot be ruled out. This conclusion is based on the effect 

of small price movements and given the estimates of the parameters used. 
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Mubyarto and Fletcher .(8.29), using the uncorrected Krishna formu

tation, derived estimates ofthe price elasticity of rice marketings in 

Java-Madura. Based on their estimates that b = .l and d =i.5, thie'price 

elas#.cities are -3.5 and -.3 when 10 percent and 50,percent -aremarketed, 

respectively. Similarly, Mangahas, et al. (8.25) use the Krishna model 

to derive estimates of the price elasticities of rice and corn marketings 

in the Philippines. Since they do not have estimates of d, their elas

ticities reduce to e = rb. They point out that this is a low estimate 

since the second term in Equation 8.10 is expected to be negative. Since 

they set d equal to zero, the error observed by Nowshirvani and Behrman 

does not enter into their derived estimates. The estimates for b were 

given in Table 8.1 for several regions of the Philippines. The values 

for, .r.aryiamongregions ranging from .37 to .65 for rice-and .19 to .40 

for corn. Out of the 18 regions for which estimates of[e are derived, 

only three are negative. The posltive values range from .18 to 1.28 for 

rice and .11 to Z.5 for corn. 

Finally, 1fBehrman (8.3) uses-his construct, as in:Equation C.20 in 

Appendix C,-to estimate the price elasticity of rice marketings for Thai

land. But since he assumes that g = h = 0. -his estimatinR..formulation 

reduces to e = rbl. The derived short-run values for e are around .4. 

At the berinninc of this sartin it! w nA thnt thna Atm.tffnti4n 

1,

I-Behrman -states,-"Regardless of what fact6rs ufinderlie the results
 

whifh were obtained no significant relative price or income response in
 
Thai.:per capita "domestic-'r$ce :consum'tion ha'sben'suoported statisti
callv. (8.3, p. 313).
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to determine the nature of the market supply function base their conclus

ions on differing situations. Yet, whether the quantity produced is
 

fixed or variable, the possibility of a perverse market supply function
 

for aggregate marketings exists.
 

Public price supports, ceilings, and subsidizations
 

Public price policies have a differential impact on producers. 
 In
 

the case of price supports designed to raise and(or) stabilize producers'
 

incomes, the level of benefits realized is essentially proportional to
 

the level of marketings. Subsistence-oriented producers, tenants required
 

to market to their landlords, and debtors required to market to their
 

creditors are little affected, if any, by the prices supported in the
 

market. 
The relative levels at which prices are supported affect the
 

relative profitability of competing crops and, in turn, production patterns.
 

Much of the data in Table 8.1 lend support to this postulated behavior,
 

at least among producers of cash crops.
 

Supported prices reduce the price uncertainty producers confront
 

when making production and private investment decisions. This, of course,
 

assumes that prices are announced in advance of the production period.
 

But supported prices are also associated with a guarantee that the govern

ment will actually purchase these commodities if the market price falls
 

below the announced price. Consequently, the government must allow for
 

financial and administrative resources for purchasing and storing these
 

commodities. Not all commodities are easily storable, especially in
 

tropical climates. 
Therefore, spoilage and quality deterioration are
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addti nill6 6sti that must be considered. 'However the accumulated stbcks
 

can rv"eas" contingencies for adverse production periods and as buffer
 

stto6ks"t6 be released on to the market when market prices rise too high.
 

Price variability is reduced and food and fiber costs to consumers are
 

kept from rising.
 

Public subsidization of input costs can be used to encourage the
 

use of fertilizers, improved seeds, and pesticides. Referring to the
 
m
 

capital constraint in Equation 3.1, K -E pPq, as some of the p are
 

reduced, more qj are obtainable with K As with price supports, the
 

subsidization of input prices primarily benefits the market-oriented
 

producers--those who are the largest purchasers of inputs in the market.
 

If the levels at which the qj are used increase, a major proportion of
 

the increase in production would be expected to appear in the market.
 

The rightward shift in the market supply curve would tend to keep market
 

prices down. Consumers and exporters would benefit. Producers partici

pating in the market but not using the price-subsidized inputs would be
 

penalized by the lower prices they receive. In addition, the public
 

must assume the costs of the subsidies; these funds have opportunity costs.
 

The use of price ceilings to keep market prices from rising benefit
 

consumers, manufacturers using agricultural commodities, and exporters.
 

On the other hand, if the price controls are set at oo low a level, pro

duction and quantities marketed may be reduced. Consequently, while con

sumers prefer the low prices, the quantity supplied may be insufficient
 

to meet the demand and some rationina nrnorm mtt- ho n1PmanJi_
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Fiscal Policies Afiecting the Agricultural Sector,
 

The importance of the agricultural sector, both in terms of number
 

of people employed andproportion of national income originating within
 

the sector-, has already been noted. The contribution of the agricultural
 

sector to general economic expansion is, of course, conditioned by growth
 

within the sector itself. Higher per capita real incomes may be assoc

iated with higher absolute levels of savings with some transfers to other
 

sectors of the economy, the potential for higher direct and indirect tax
 

revenues, and an expanding market for consumer and producer goods. 
 Con

versely, higher per capita incomes, through output increases and(or)
 

price advances, may result in a decrease in the quantities of agricultural
 

commodities marketed. 
Evidence of this behavior was 
noted in the previous
 

section. 
Even assuming that the price elasticity of quantities marketed
 

is positive, government policies may be implemented in an attempt to
 

increase the magnitude of this elasticity.
 

A net transfer of income out of the agricultural sector may be effected
 

by turning the terms of trade against producers, by impiementing more
 

rigorous tax policies, and by creating institutions to facilitate saving
 

which can be used for private investment elsewhere in the economy. 
In
 

economic systems based on Communistic principles or where remnants of
 

feudal systems are still operative, output and income transfers are effected
 

through marketing quotas and compulsory deliveries. However, turning the
 

IThe relative emphasis given to income transfers through the marketing

mechanism or through compulsory transfers is the crux of Owen's (8.33) dis
cussion of the Marshallian and Marxian approaches to capital transfers within

the economy. Compulsory deliveries to the government have been required in
 
several Asian countries having capitalistic-oriented economic systems (8.40)

In a vein similar to Owen, Schultz (8.35) uses 
the terms "market approach"

and "command approach".
 



terms of tradevagainst!;agriculturalists, increasing thd tax burden, and
 

ralsingmarketingquotas may:act as disincentives to increasing output
 

levels ,and undertakingprivate investment in the firm. Consequently, the
 

•increased.-need for larger transfers of income to the government and to
 

other sectors of..the economy must be balanced against the possibility of
 

a reduced rate of growth of agricultural output and marketings. Reduced
 

per capitaireal, disposable incomes result in many low-income producers
 

having neither the financial capacity nor incentive to expand productivity.
 

A partial withdrawal from the monetized economy may also result, espec

ially for subsistence-oriented producers.
 

As is apparent, the effectiveness of monetary and fiscal policies
 

in stimulating and guiding economic activity at preferred growth points
 

depends on the infrastructure of the economy and its stage of economic
 

development. Where activities of the banking system are primarily con

fined to the relatively urban areas, increases in the money supply through
 

the central bank system have a relatively minor impact on the money supply
 

in rural areas. Where the degree of monetization in the economy is low,
 

the.administrative structure for assessing and collecting taxes is weak,
 

and the opportunities for tax evasion are widespread, governments cannot
 

rely on personal income taxes as a principal source of public revenues.
 

Yet, such revenues are necessary for implementing national development
 

plans and alleviating bottlenecks retarding developmental processes.
 

Fiscal policies take the form of programs of public taxation and
 

public expenditures'designed to influence the direction of economic
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activity and the distribution of wealth and income in the economy. The
 

major portion of this discussion will focus on taxation policies; how

ever, a few comments will be made on public expenditures. In Chapter
 

VI, the need for public investment in social overhead capital was dis

cussed. Such investment is necessary to remove some of the structural
 

bottlenecks in the economy. The tendency may be to view the importance
 

of such investment by utilizing the concept of the "multiplier".
 

If income equals Y0 in to, investment in tl, I, raises income in
 

t1 to Y1 = Y + I, assuming Yo is sustained. Defining b as the marginal
 

propensity to consume, I in t1 is income of which bI is expended or
 

consumed in t2. Consequently, income in t2 is Y2 = Y + I + bI, assuming
 

that I and Y are sustained in t2. In a similar manner, Yt Y + I +
0 


(b+ b2 +...+b t')I. This geometric series can be reduced, as in 

Equation 8.11. Since b < 1.0, as t becomes sufficiently large, bt -1 0 

bt)  Yt f Yo + (1 ()(.1
 

(1-b)
 

1 
yt Y + - (1) (8.12)
0 1-b
 

and Equation 8.12 results. The term 1 is designated as the "multi

plier". If b = .9,the multiplier has a value of 10. If I - 100 units,
 

=
Yt - Yo 1000 which is the additional income generated by I. 

Implicit in the formulation is an assumption of constant prices.
 

But more importantly, the assumption that bI is expended in tI is based
 

on another implicit assumption that sufficient consumer goods become
 

available for purchase so that prices are not forced upward. Therefore,
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.he use;,qf.thef multiplier",presumes the absence of structural bottle

necks in the economy.so that inputs and commodities flow freely within
 

and.,among sectors.;-,Where transportation, marketing, and communications
 

facilitiesseriously retard this flow, use of the "multiplier" is
 

inappropriate. Such is the case for most, if not all, less-developed
 

countries.
 

Government revenues are necessary for underwriting the costs of
 

maintaining the government system and for implementing development
 

programs. Such revenues are raised through a variety of tax devices.1
 

The alternative is deficit spending. The feasibility of alternative tax
 

devices depends upon the comprehensiveness of an administrative structure
 

for assessing and collecting taxes and on the stage of economic develop

ment of the society.
2
 

Since agriculture is the principal sector in most less-developed
 

countries, this sector also provides a major fraction of tax revenues.
 

In the absence of higher output and income levels, an across-the-board
 

increase in taxes results in reduced consumption and(or) savings levels.
 

But if this forced saving is at the expense of consumption levels, labor
 

efficiency and productivity may be impaired. For these same individuals,
 

IGenerating public revenues through marketing quotas and compulsory

deliveries is essentially a direct tax on producer-consumers, though
 
not specifically designated as taxes.
 

2Referring to Equation 8.12, since the term b in the multiplier

(1/1-b) is the marginal propensity to consume, an increase in the tax
 
level would be expected to lower b and, in turn, reduce the value of
 
the multiplier. To the extent the tax structure is progressive, a
 
mechanism exists for partially stabilizing economic activity.
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an increase in taxes reduces their capacity for private investment and
 

for an improvement in their economic well-being. The question arises as
 

to whether the tax funds are used more productively by the individual
 

producer or by the government. A partial answer follows: as long as per
 

capita consumption levels remain low, if the tax increments were returned
 

to the producer, an increase in consumption rather than private invest

ment is likely. This follows from physical fequirements and a high
 

income elasticity of demand for food.1 Low returns to private invest

ment would accentuate this behavior. What is needed is a tax program
 

which has a differential impact on taxpayers so that private initiative
 

is not discouraged while the government obtains funds necessary to defray
 

the costs of programs stimulating and complementing private initiative.
 

The difficulties in devising such a program are quite apparent. For
 

example, given the numerous uncertainties facing producers, what is the
 

appropriate level of profits the risk-taker should be permitted to earn?
 

As uncertainties increase, profit margins must usually also increase
 

before additional private inyestment is made. In this situation, a
 

progressive tax on profits-would dampen investment incentives. Conversely,
 

tax relief in some areas may stimulate economic activity and future tax
 

remittances to the government,
 

'Joan Robinson states the problem more clearly: "But for the most
 
part, the mass of their people are living below the minimum of subsistence
 
necessary for working efficiency. The problem can be stated in a straight
forward manner in terms of the need to provide for an increase in necessary
 
consumption while restraining unnecessary consumption" as quoted in Myrdal
 
(8.30, p. 2097).
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l,Theneed:,foracomprehensive tax program is reinforced by the unequal
 

distribution of)wealth and income foundin most less-developed countries.
 

That .is,tax programs are one means for redistribution of income. Given
 

the high marginal propensities to consume among low-income groups, a
 

redistribution of income in their favor would stimulate the market for
 

consumer and producer goods, including imported 
goods.1
 

Wai (8.42) provides some interesting insights as to the levels of
 

taxation among various countries, classified according to per capita
 

income level. The variation is quite large within income groupings, but
 

government revenue as a percent of national income tends to be higher
 
2
 

among the "high" income countries. The median percentage is 25.0 for
 

the "high" income countries and 15.2 and 13.7 for the "medium" and "low"
 

income countries, respectively.3 Within the "low" income countries, the
 

percentages which are based on 1959 data range from 23.7 for the United
 

Arab Republic to 7.7 for India. The comparable figures for Western
 

1In this connection, Bauer writes, "Many branches of the consumer
 
goods industries, the development of which is ultimately closely linked
 
to agricultural advance, have been working below capacity for some years.
 
This is the result of several factors. These include the extremely low
 
productivity of agriculture and its consequent failure to provide a
 
growing market for industrial output" (7.6, p. 57).
 

2Government revenue includes all taxes, transfer payments, surpluses
 
of government trading associations, interest and dividends received, sales
 
of public assets, and repayments of loans.
 

%3The three income groupings are based on per capita annual incomes
 
,greater than $500, $200-500, and less than $200. Wai (8.42) adds that
 
trevenues from local governments are not included in the median percentages.
 
For example, he estimates that the 7.7 percent for India would be doubled
 
if revenues from local governments were included.
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European countries are in the 20-30 percent range, with the exception of
 

Switzerland at 8.1 percent. 
The lower, apparent incidence of taxation
 

among the "low" income countries 
 is likely due to a number of factors.
 

First, low per capita incomes, realizing that these are only averages,
 

reflect a low capacity to pay taxes especially where inflation drives up
 

the cost of living. Second, the relatively-low degree of monetization
 

of the economy in some countries or areas within countries provides a low
 

tax base for income taxes and turnover taxes on commodities sold and pur

chased. The difficulties of identifying and valuing commodities and
 

servioes is apparent. Third, the administrative mechanism for assessing
 

and collecting taxes affects both the scope and intensiveness of taxation
 

and, in turn, the effectiveness of tax policies. 
Even more fundamental is
 

the need for appropriate legislation which can be enforced. 
The politi

cally powerful have either a direct or indirect self-interest in supporting
 

legislation which provides them tax loopholes and exemptions with few
 

penalties for tax evasion (8.11, 8.14, 8.30).2 
 Not only are potential
 

IAs noted in the previouq footnote, taxes generating local govern
ment revenues are not included. Furthermore, information on who bears
 or pays the taxes is not available. Where a relatively-small group

accounting for a proportionately larger amount of national income are
 
not taxed or are able to evade taxes, the tax burdens of those paying

taxes would be considerably higher than the percentages indicated above.
 

2In this connection Myrdal states, 
" . . . in colonial times taxation 
was looked upon as an instrument of exploitation and that resistance topaying taxes was often part of the nationalist struggle for independence.
Although that day is long past, the idea that taxes should be paid according to the intention of the legislator has never become part of the mores
of the business community. 
Tax offenders are seldom prosecuted; when they

are and are found guilty, the punishment is very mild and no publicity

attends it" (8.30, p. 2100).
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,government revenues reduced,but tax avoidance by the elite certainly
 

does -notencourage tax compliance by the nonelite.
 

Two broad.distinctions in tax policies of "low" income countries
 

relative to those of "high" income are discernible (8.30, 8.42). Most
 

"high" income countries place relatively more emphasis on direct taxes
 

such as income and property taxes. The median percentages for direct
 

taxes as a percent of total central government revenue for 1959 were
 

43, 29, and 20 percent for the "high", "medium", and "low" income countries, 

respectively (8.42). The second distinction is that lower income countries 

obtain a major portion of their tax revenues from taxes on foreign trade 

and from other indirect taxes which can be shifted to other 
individuals.1
 

For the "low" income countries, taxes on foreign trade as a percent of
 

all government revenue ranged from 20 percent for countries of the Near
 

East to 50-60 percent for Ghana and Central American countries (8.42).
 

In a sense, personal income taxes are a form of forced saving. This
 

tax represents a claim on income earned, usually net income. The immediate
 

consequence of imposing or raising this tax is that the profits or return
 

to management is reduced. If an allowance for tax is built into the firm's
 

cost structure, the cost curves are shifted upward reducing profits realized,
 

ceteris paribus. When profits are reduced, the capacity for saving and(or)
 

The following situation is noted in Thailand: "Under the present
 
tax system, tax on foreign trade accounts for about one-half of total
 
government revenue while income tax constitutes less than 10 percent.
 
There is no property tax, and the rate of land tax is relatively low
 
compared with that in neighboring countries. Professional incomes remain
 
practically untouched" (8.39, p. 173).
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private investment is also reduced. This reasoning is often-used as the
 

basis for arguing against progressive income tax. But as Goode (8.14)
 

and others have noted, the relatively wealthy in many less-developed areas
 

are often conspicuous for their nonproductive investments and expenditures
 

rather than for productively reinvesting earned profits. Higher taxes
 

for these individuals need not adversely affect economic activity. 
Fur

thermore, a portion of taxes from rural areas may be indirectly returned
 

to producers in the form of public investment in the infrastructure of
 

the economy which raises the productivity of agricultural inputs and
 

opens new marketing outlets for agricultural commodities and consumer
 

goods. 2
 

An increase in taxes, ceteris paribus, is associated with a decrease
 

in disposable, personal incomes. If individuals are to maintain their
 

level of living, either external financing must be obtained or incomes
 

must be raised through increased output, lower production costs, or
 

off-farm income from hiring out labor or engaging in small-scale proces

sing and marketing activities. If the demand for income increases, as
 

in Figure 7.5, through using more labor inputs and necessary complemen

tary inputs, the firm's output level may be increased. If the marketing
 

and demand structure is such that market prices are not lowered as 
the
 

aggregate output is increased, gross incomes and perhaps net incomes
 

1Some of the attributes of investment behavior by landlords were noted.
 
in Chapter III. Chapter VII includes a discussion of factors other than
 
net returns affecting decisions for private investment.
 

2For example, taxes on rubber exports in Malaya were used to subsidize
 
replanting costs as relatively unproductive trees were removed from pro
duction (8.44).
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are increased. However, producers must have access to the necessary
 

complementary inputs.
 

Since income taxes are usually paid in'cdsh, an increase in taxes
 

is,equivalent-toan increase in the demand for cash. Abstracting from
 

external income, the -increased demand for cash is met by increased
 

marketings or through credit financing. Indebtedness or a higher debt
 

burden often has a deleterious effect on the borrower's future
 

economic well-being. Increased marketings while output levels are in

variant are only possible through reductions in consumption or in

ventories. For the subsistence-oriented, reducing per capita con

sumption must be juxtaposed with the potentially adverse consequences
 

for personal health and labor productivity. Higher present marketings
 

often mean that these individuals must repurchase the same cornnodities
 

at a later date, usually through credit from local merchants and money

lenders. The producer gets it from both sides: he must sell when
 

market prices are relatively low and purchase when prices are high
 

plus repay credit costs.
 

Even where income taxes are attempted to be levied according to
 

the individual's ability to pay, the problems of enforcing compliance
 

and determining income levels are sizeable. The peasant who may be
 

illiterate and unaccustomed to keeping a system of accounts is not in
 

a position to provide records indicating his income. A large proportion
 

of the edible commodities produced is consumed directly. Another
 

portion is bartered rather than sold in the market. The difficulties
 

in determining his income are apparent. At the other extreme, high
 

income individuals are'more aware of means of evading taxes and have
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,the#qpolitical and economicinfluence.to escape the majobrunt oftheir
 

imulicit tax load.
 

Finally, devising.and implementing an effective income.tax program
 

requires a large input of administrative resources. The reliance on
 

local collectors alters social relationships in the villages. This
 

newly-found -lower by tax collectors often generates opportunities for
 

preferential treatment and often extracurricular tax collections. Fur

thermore, the low per capita incomes and consequent large number of
 

relatively-small tax receipts to be collected must be weighed against the
 

costs of such collections. An alternative foim of taxation may be both
 

more physically and economically feasible.
 

Marketing Boards
 

The use of marketing boards is another public instrument to affect
 

economic activity. Although functions relating to quality control in
 

assembling and processing goods for export markets and dispensIng technical
 

information are important, the principal objective of marketing boards is
 

to stabilize prices and, in turn, producers' incomes of those commodities
 

covered by board activities. Another important objective is the generation
 

of board profits or reserves to finance public expenditures on the economy's
 

infrastructure and for production loans to growers. Furthermore, a number
 

of marketing middlemen are eliminated (8.40).
 

Monetary reserves are accumulated during periods of relatively-high
 

prices,when.the differentials between prices received by producers and
 

export prices are high. 'Since producers' incomes are not raised corres

http:economicinfluence.to
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popngjigly, thedyiAre,'i' tixed.' Coiely ddirfkp$ifids bf-in4~ffec't; 

lagging export prices- producer prices aresupported athiert .
 

market Ie"vels.s& that pvroducers.' monetary ineomes' are n.r1i, 
 mni.n.. 

fiI
The'cOst ' f ncome maintenance is financed by 'pr fts or reserve
rb64 


accumulatediin-.the past
 
Immediately'following-World War II, marketing 'boards were at least
 

partially succ'ssful:in damehing inflationary'pressures associated with
 

potentially rising export incomes which would be used to demand :relatively
 

limited quantities of ,imported manufactured goods (8.7, 8.20). 
 While
 

prices were partially istablized, prObducers realized' prices substantially
 

below export prices. The monetary reserves which consequently were
 

accumulated, in excess of operatine expenses of the hnnrvAa 
 wre used to
 

underwrite the costs of development projects especially in Ghana. Niapria
 

and Uganda through board projects or through loans and grants to Dublic
 

programs (8.7, 8.20, 8.40). 
 The financial contributions of marketing
 

boards to development Dro2rams were rAd,,ier 
 an export prices became less
 

favorable in the late 1950's and as governments placed more emphasis 
on
 

variable export taxes 
 s a source of revenue.
 

A similar situation existed in Burma 
where public investments have
 

jeen primarily financed by profits earned by the State Agricultural
 

4arketing Board on rice. 
Since this or2anization has a monopoly on rice
 

The amount of the tax is equivalent to the difference between the
 
)roducer and export prices after transportation, processing, and market
ing costs have been deducted plus 
some allowance for the producer's con
:ribution to the price stabilizing fund (8.40).
 



exports, substantial profits have been realized by the price differentials
 

between prices paid producers and export prices. Profits from these
 

activities have ranged from 25 to 40 percent of total government revenue
 

(8.41, p. 25). Government control of rice exports in Thailand also
 

resulted in sizeable profits, a major portion of which was channeled
 

(8.39).l
into government revenue 


Whether a country's economic development has been furthered through
 

the operation of marketing boards is open to conjecture (8.20). Suf

ficient evidence is not available. The contributions of boards to
 

dampening inflation and generating funds for public uses have been noted.
 

The question is whether this "taxing" of producers is preferable to let
2
 

ting producer incomes vary with export prices. The consequences for
 

saving, private investment, and personal enterprise on the part of pro

ducers are subject to debate.
 

If marketing boards are to be economically successful, they must
 

be implemented when export prices are low so that necessary reserves for
 

operating expenses can be accumulated as export prices increase (8.42).
 

In addition, sufficient control over private marketing is necessary to
 

eliminate private sales which would undermine the board's monopoly pos

ition.
 

1Government control of rice erports was discontinued in 1955 and
 
emphasis was shifted to use of export taxes. The tax level varied with
 
export prices. Prices to domestic consumers were kept relatively low
 
(8.39).
 

2Kamarck (8.20, p. 126) gives a summary of the criticisms leveled
 
against marketing boards by the East African Royal Commission.
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Agricultural Extension Services
 

Extension personnel are generally viewed as the transmitters of
 

information relative to costs and returns of improved inputs, alternative
 

production techniques, and economic outlook data tor use by producers.
 

More generally, they have three broad functions: (1) To perceive and
 

diagnose problems confronting the producer whether such problems deal
 

with technical aspects of production, securing credit, or gaining access
 

to remunerative marketing outlets; (2) To devise means for alleviating or
 

solving these problems; and (3) To communicate and to persuade producers
 

to adopt these recommended means. They essentially act as consultants to
 

producers or producer organizations so that the latter can more ration

ally accommodate their decision-making processes to a changing environ

ment. The general responsiveness of producers to changing price and
 

profit situations was borne out in the previous section on public pricing
 

policies. This responsiveness, however, does not imply that producers,
 

especially subsistence-oriented producers, have the capability to acquire
 

or digest technical information on improved inputs and cultivation prac

tices. Competent extension agents can fill that need. But the flow of
 

information need not be unidirectional. Extension workers are, theoret

ically, in the best position to communicate the needs and potentials of
 

producers to regional and national planning groups. The effectiveness of
 

extension personnel is contingent upon a number of factors, some of which
 

are listed below:
 

(1) As representatives of the government, their creditability and
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motives are regarded with various degrees of suspicion (8.16, 8.34, 8.44))'
 
Producers living in relatively-isolated villages are more skeptical. 
If
 
extension services are provided through a local cooperative or through
 
cooperation of a village leader, individuals contacted are 
likely more
 

receptive.2
 

(2) They need to have a working knowledge of agricultural opera
tions and of existing patterns of economic and social relationships.3
 

IWhile this suspicion is expected to be more pronounced among lowincome, subsistence-oriented individuals the following quotation relative to the Community Development Program in India adds another dimension:
high caste people (are likely) to be suspicious of any program
sponsored by the government, and to fear that any cooperation on their
part will contribute to the ultimate destruction of their cherished status
and their advantageous economic position. 
Therefore, they oppose the
Community Development Program; it is 
seen as a palliative to gain their
confidence in order to undermine their social, ritual, and economic
status", as quoted in Myrdal (8.30, p. 1343). 
 A similar point is made
by Hoselitz (8.16, p. 411).
 

2According to Rahim, "Field research conducted by the Academy
(Pakistan Academy for Rural Development) revealed that in a village
certain persons occupy 'strategic positions' in the communication network, and to these persons other villagers went for information and
advice. 
These 'central persons' or
istic in common: 
'opinion leaders' have one characterthey maintain regular contacts with sources of information and influence in the town and other places outside the village"
(8.34, p. 420). 
 A similar phenomenon among tribal and communal groups
was 
noted in Chapter III.
 

3In this connection, Kamarck writes, 
" . . . when the colonial powers departed, the (extension) services they had established were still
in their infancy. Paradoxically, while political independence has improved
the African farmers' receptivity to the services' advice, the departure
of 'expatriates' before Africans had been trained to replace them has
weakened the effectiveness of the services" 
(8.20, p. 114).
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They,also need information to.extend.I
 

Contrary to the tendency to view the information provided by exten

sion personnel as relating to improved inputs and new cultivation prac

tices. a considerable potential exists for increasing productivity through
 

communicating information on existing production techniques (8.7, 8.18,
 

8.30). Consequently, within a range of production increases, the limited
 

flow of information from current research need not seriously impede agri

cultural expansion. Certainly, the discovery of higher-yielding inputs
 

and superior production practices would complement this expansion. Where
 

demonstration is possible, the effectiveness of transmitting such infor

mation is improved.2 
 Even where improved inputs and information are
 

forthcoming from indigenous research institutions, their applicability is
 

limited by differing soil and climatic conditions and by variation in
 

social systems. 
Even though the proposed change is technically feasible,
 

1Johnston (8.18) makes this point relative to extension activities
 
in Africa where agricultural research, particularly research on food crops,

has been on such a small scale that only a limited amount of information

is available for transmission. The concentration of research activities
 
in the tropics on improving export crops is mentioned by McPherson and
 
Johnston (8.28). However, Johnston (8.18) also notes the rapidity with
 
which cash crops such as cotton and cocoa have been adopted. Extension
 
workers and other government programs were instrumental in promoting the
 
spread of cash crops production. The tardiness with which relevant infor
mation flows from research institutions is also mentioned by Rahim (8.34).
 

2Whyte and Williams (8.43) note some of the problems of input availability and need for complementary, technical information in Peru. 
For
 
example, the extension agent explains the merits of using insecticides and

the mechanics of application, but does not have the insecticide nor appli
cators to demonstrate its use. Some producers 
are persuaded to experiment,

but when the insecticide arrives, the extension agent is not present to
 
assist or supervise the actual use. Consequently, application rates for
 
some were too high so that crops were damaged or too low so that no tangible
 
results could be observed.
 



extension agents do not always give sufficient consideration to economic
 

feasibility (8.18, 8.20, 8.28). 1 The ingenuity necessary for making adap

tations to local conditions is particularly scarce in most developing
 

countries.
 

(3) The number of producers in the area serviced by the extension
 

representative must be manageable. Otherwise, the agent must spread
 

his expertise and time too thinly and lose some of his effectiveness.
 

Local participation in initial discussions and planning of extension
 

projects helps to ensure their acceptance and rapid adoption.2 At the
 

same time, the extension representatives are perhaps encouraged to
 

rethink the economic and social feasibility of their programs as applied
 

to specific localities and cultures. Repeated visits to the same vil

lages and same producers not only convey an appearance of genuine interest
 

but provide the representative with an opportunity to monitor producer
 

operations. Where producers are collectively bound by a cooperative,
 

communal organization, or confidence in a village leader, the extension
 

agent may spend the major portion of his time with these organizational
 

or social leaders, in effect, employing them as his assistants, thereby
 

permitting the agent to indirectly contact a larger number of producers.
3
 

1Furthermore, in Africa producers are included to think in terms of
 
returns to his labor rather than the extension agents' stress on increasing
 
the technical yields per unit of land. Consequently, producers may favor
 
extensive over intensive cultivation (8.20, pp. 114-15).
 

2The papers by Singh (8.36) and Holmberg (8.15) emphasize this point

that insufficient local involvement in early stages contributed to the
 
failure or limited success of proposals which were clearly in the economic
 
interests of producers.
 

3See Rahim (8.34) for a discussion of techniques used for disseminating
 
information to members of cooperatives in Comilla, East Pakistan.
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,:,course,.the, effectiveness of such an arrangement would.depend upon the
 

_competence and willingness of these leaders to absorb and transmit the
 
1
 

information provided by,the extension agent.


(4) Finally, while the work of extension personnel may be a neces

sary ingredient to stimulating agricultural productivity, it definitely
 

is not sufficient. That is, competent extension agents may effectively
 

explain the merits of a nontraditional input or a new cash crop; but if
 

the producer has a high-risk aversion, does not have access to necessary
 

financing, does not have the managerial capability, or does not have a
 
2
 

strong ego-focused image of change, the recommendations offered will not
 

be implemented and the cultivator will continue traditional production
 
3
 

practices. Furthermore, where tenurial insecurity encourages exploita

tive cultivation practices and discourages private investment, few
 

producers are interested in soil conservation and investment in product

ivity-increasing inputs whose benefits are realized over a period of time.
 

1The conservative or traditional orientation of tribal societies
 
was modified somewhat by British and Belgian colonialists through encour
aging formal education of tribal chiefs and their sons so as to make
 
these current and subsequent leaders more receptive to change (8.20).
 

2As used by Hirschman (7.26). Briefly, individuals having an ego

focused image of change think in terms of improving their relative posi
tion and are not strongly constrained by the lack of group approval or
 
by the absence of positive-sum outcomes to the group.
 

3Even if individuals have a strong orientation towards personal
 
gain, altering planting times and disease and pest control programs
 
require the cooperation of surrounding producers.
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These individuals have a strong time preference for current income.
 

Inadequate transportation and marketing facilities reduce net returns to
 

increments of labor and capital and dampen the producer's economic incen

tive to change. Finally, where belief in magic and reliance on patron
 

saints for promoting economic well-being is strong, recommendations by
 

extension agents will carry little weight.
 

Implicit in (4) above is the fact that the benefits of extension
 

programs primarily accrue to landowners and particularly those having
 
1
 

sizeable land holdings (8.30). These are the individuals who are more
 

literate and more market-oriented, and who have a greater capacity, both
 

in terms of financing and in adjusting activities within the firm, for
 

introducing change. Few benefits are realized by sharecroppers and land

less laborers.
 

As noted above, a number of factors interact to condition the rate
 

at which change occurs. Not only must the economic feasibility be con

1Myrdal (8.30) in writing about the community development programs
 
in India, notes that activities of the agricultural extension service
 
had a side effect detrimental to other objectives of the government.
 
Relative to the peasant landlord group, Myrdal states, "At least some of
 
the members of this politically influential group--mainly those who cul
tivated the land themselves--learned that money can be earned by the
 
modernization of agriculture and that liberal aid can be obtained from the
 
government for this purpose. Having absorbed that lesson, peasant land
lords are less disposed than ever to agree that their holdings should be
 
broken up for the benefit of less fortunate villagers. Because it pre
ceded rather than followed the completion of land reforms, the extension
 
program has impeded ceiling legislation, tenancy reform, and attempts to
 
foster cooperative farming . . . Although Indian leaders profess to want
 
to see agriculture assume a more 'socialist pattern', their own community
 
development program has the effect of making agricultural practice more
 
capitalistic" (8.30, p. 1345).
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vincing,1 but proposed changes are more attractive wnen tney can be grarted
 

on .to existingpersonal relationships and work patterns without largely
 

dlsrupting the latter. For example, where land tracts are relatively
 

small and noncontiguous, digging irrigation wells and constructing mod

est irrigation systems require cooperation of several landowners. While
 

certain changes may be associated with positive-sum outcomes, the costs
 

and benefits are not equally shared by all participants. Consequently,
 

the differential net returns affect relative economic positions and, in
 

turn, relative social and local political positions. Recognizing these
 

eventualities, extension agents should anticipate the longer-term con

sequences of change. While Goldschmidt (8.13) emphasizes this point as
 

a potential deterrent to adopting change, Frankel's (8.12) orientation is
 

that such changes are necessary concomitants of economic change. That
 

is, economic and social consequences cannot be segregated but both inter

act and are necessary for initiating and sustaining change. These reser

vations are most important for villages and societies at low points on the
 

continuum of agricultural development. Fully market-oriented producers
 

and operators of plantation systems are not constrained by social pres

sures for conformity. As noted in Chapter III and elsewhere, large land

owners are often opposed to change because of the danger of altering econ

omic and social relationships with their sharecroppers and landless
 

laborers in favor of the latter groups.
 

A portion of Chapter VI was devoted to investment in the infrastruc

ture of the economy. Including a discussion of extension services in this
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chapter does not imply that expenditures on extension activities is not
 

an investment in the economy's infrastructure. Such expenditures are as
 

much an investment as developing transportation and marketing facilities
 

and building schools and banking systems.
 

Other Public Programs and Policies
 

Indirectly, the need for a number of other public measures has been
 

observed. In Chapter III, the inhibiting nature of current tenure sys

tems suggested the need for land reform. The constraining impact of
 

private credit markets in rural areas on producers' capability for
 

improving their economic well-being and for private investment was exam

ined in Chapter V. The importance of adequate transportation and market

ing systems was outlined in Chapter VI. As should be apparent, relaxing
 

one of these bottlenecks to agricultural development without removing
 

other obstacles only partially alleviates the constraints on economic
 

growth. For most developing countries, high rates of population growth
 

are an additional impediment. The need is for agrarian reform, i.e.,
 

a coordinated program of alleviating obstacles simultaneously. However,
 

few countries have the financial and administrative resources even if they
 

have the will. They face the ubiquitous economic problem: allocating
 

scarce resources among competing, though often mutually supporting,
 

means so as to maximize objectives being pursued. Investment in roads,
 

extension service systems, or rural credit institutions cannot be based
 

only on a priori reasoning. Each potential allocation of financial and
 

administrative resources must be subjected to at least an economic test
 

of its merits relative to alternative uses.
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Table 1. 	Percent of total population in the agricultural sector for
 
selected countries as of 1965.
 

Percent 
 Percent
 

AFR CA: 
 LATIN AMERICA:
 

Algeria 60 Mexico 52
 
Ethiopia 89 Haiti 80
 
Ghana 60 
 Honduras 62
 
Kenya 84 Panama 43
 
Morocco 55 
 Bolivia 63
 
Nigeria 79 Brazil 
 50
 
South Africa 29 Peru 	 50
 
Sudan 	 77 
 Venezuela 29
 
Tanzania 95 
 Chile 28
 
Uganda 91 Argentina 20
 
UAR 55
 
Zambia 81
 

ASIA:
 

Afghanistan 84
 
Iraq 48
 
Jordan 33
 
Turkey 73
 
Pakistan 68
 
India 70
 
Nepal 92
 
Indonesia 67
 
Malaysia 55
 
Philippines 58
 
Thailand 78
 

S
Source: Unitedc Nations (A.4). 
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Tablea21;+Av rage valWe and percent of imports and- exports of three 
classes._ of commodities to total, impor.ts and.& exports for 
selected countries, 1964-67* 

(1) (2) 
Food and
 

.Total live (2) as percent
 
imports animals of (1)
 

AFRICAa

Ivory Coasta 61,794 (8,584) 13.9
 

b

Morocco 2,396 (648) 27.0 

Nigeriac 252 (23) 9.1
 

Sudand 80 (17) 21.2
 

hIARe 407 (108) 26.5
 

AS IA f 
Indian 17,025 903) 28.8
 

Pakistang 4,806 (723) 15.0 

aMillion francs C.F.A. Agricultural exports include food and
 

live animals, oil-seeds and oil nuts.
 

bMillion dirhams. Agricultural exports include food and live ani

mals, alcoholic beverages, wool and other animal hair, and cotton.
 

cMillion Nigerian pounds. Agricultural exports include food and
 

live animals, oil-seeds and oil nuts, natural rubber and rubber-like
 

gum, and cotton.
 

dMillion Sudanese pounds. Agricultural exports include food and
 

live animals, oil-seeds and oil nuts, and cotton.
 

eMillion Egyptian pounds. Agricultural exports include food and
 

live animals, and textile fibres and waste.
 

fMillion rupees. Agricultural exports include food and live ani
mals, beverages and tobacco, and textile fibres and waste.
 

gMillion rupees. Agricultural exports include fqod and live ani
mals and textile fibres and waste.
 

Source: 
 United Nations (A.2).
 

http:impor.ts
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(3) (4) (5) 
Manufactured 

goods and 
machinery 

(3) as per-
cent of (1) 

Total 
exports 

Agricultural 
exports 

(5) as per
cent of (4) 

(36,696) 59.4 74,980 (49,271) 65.7 

(1,010) 42.2 2,169 (1,099) 50.7 

(166) 65.9 248 (126) 50.8 

(43) 53.8 70 (59) 84.3 

(158) 38.8 249 (176) 70.7 

(7,445) 43.7 9,901 (3,611) 36.5 

(2,827) 58.8 2,700 (1,501) 55.6 
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Table 2 (continued)
 

(1) (2) 
Food and 

Total live (2) as percent 
imports animals of (1) 

Philippinesh 893 (146) 16.3 

Thailand 19,364 (1,244) 6.4 

W. Malaysiaj 2,592 (635) 24.5
 

LAT IN AMER ICA 
Argent inak 1,124 (65) 5.8 

Brazil1 1,381 (266) 19.3 

Colombiam 552,700 (31,470) 5.7 

Mexicon 20,010 (768) 3.8 

h~illion U. S. dollars. Agricultural exports include food and live
 

animals, beverages and tobacco, copra, vegetable fibres, and animal and
 
vegetable oils and fats.
 

'Million bahts. Agricultural exports include food, beverages and
 

tobacco, oil-seeds, crude rubber, jute and vegetable fibres.
 

JMillion Malaysian dollars. Agricultural exports include food and
 
live animals, beverages and tobacco, oil-seeds, and natural rubber
 
and rubber-like gum.
 

kMillion U. S. dollars. Agricultural exports include food and live
 
animals, hides and skins, and textile fibres and waste.
 

1Million U. S. dollars. Agricultural exports include food and live
 
animals, beverages and tobacco, oil-seeds, wool and animal hair, cotton,
 
and vegetable fibres.
 

mThousand U. S. dollars. Agricultural exports include food and
 
live animals, beverages and tobacco, and textile fibres and waste.
 

nMillion pesos. Agricultural exports include food and live animals,
 

beverages and tobacco, oil-seeds, and textile fibres.
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(3) (4) (5) 

Manufactured 
goods and 
machinery 

(3) as per-
cent of (1) 

Total 
exports 

Agricultural 
exports 

(5) as per
cent of (4) 

(509) 57.0 825 (463) 56.1 

(11,537) 59.6 13,054 (10,408) 79.7 

(1,083) 41.8 2,981 (1,494) 50.1 

(618) 55.0 1,490 (1,271) 85.3 

(553) 40.0 1,605 (1,208) 75.3 

(333,406) 60.3 526,198 (400,047) 76.0 

(12,468) 62.3 14,047 (8,650) 61.6 
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Table 3. 	Annual average growth rates for selected economic indicators
 
and for population, for selected countries and specified time
 
periods*__
 

Gross domestic
 a
 
product
 

Per 	 b Popula
c
Period 	 Total capita Agriculture Period tion
 

AFRICA:
 
Ethiopia L960-66 3.0
4.8 	 2.3 1 1.7 

II 1.8 

Morocco 	 1952-60 0.5d -2.3d 0.7 I 2.7
 
1960-67 3.2d 0.4 2.9 II 2.8
 

Nigeria 	 1950-60 10.5 8.4 9.1 I 3.0
 
1960-66 4.5 2.2 2.0 II 2.7
 

Sudan 	 1955-60 4.0 1.0 2.7 I 3.1
 
1962-64 
 4.5 1.7 4.7 	 II 2.8 

Uganda 	 1954-60 
 4.0 1.5 4.1 I 2.5 
1960-67 4.5 2.0 3.8 II 2.3 

UAR 1962-66 4.9 2.2 2.5 I 2.4 
II 2.5 

ASIA: 
Iraq 1953-60 5.6 2.4 -2.7 I 2.7
 

1960-66 
 6.7 3.3 6.1 	 II 2.5
 

India 	 1950-60 3 .5e 1 .6e 2.8 I 2.0 
1960-67 1 .0e -1.5e -0.4 II 2.4 

Pakistan 	 1950-60 2.5 0.4 1.4 I 2.2 
1960-67 5.6 3.4 3.3 II 2.1 

Philippines 	 1950-60 6 .8e 3 .6e 5.1 I 3.1 
1960-67 5 . 1.6e II 3.5.e 4.6 


aGross domestic product at constant factor cost.
 

bIncludes 	agriculture, foresty, hunting, and fishing.
 

CPeriod I = 1950-1962. Period II = 1963-1967.
 
dGross domestic production at constant market prices.
 

eNet domestic product at constant factor cost.
 

Source: ODP and agricuature data are from United Nations (A.3).
 
Population data are from United Nations (A.1).
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Table 3 (continued) 

Gross domestic 
producta 

Per 	 b Popula-
PeriLod Total 	 capita Agriculture Periodc tion 

Indonesia 	 1958-60 2.3 -- 2.3 I 2.1 
1960-67 2.2 -0.2 1.7 II 2.4 

I 3.2W. Malaysia 1955-60 3.6 0.4 2.9 f 

1960-66 5.8 2.6 4.2 II 3.0 

Thailand 	 1957-60 7.4 4.3 8.1 I 3.1 
1960-67 7.6 4.3 4.0 II 3.1 

LATIN AMERICA:
 

Argentina 	 1950-60 3.4 1.4 2.3 I 1.9 
1960-67 2.9 1.3 2.8 II 1.5 

Brazil 	 1950-60 5.7 2.7 4.6 I 3.0 
1960-67 3.9 0.9 4.5 II 3.0 

Colombia 	 1950-60 4.6 1.4 3.4 I 2.7 
1960-67 4.7 1.5 2.9 II 3.2 

Honduras 	 1950-60 3.4 0.4 2.2 I 2.9 
1960-67 5.5 2.1 1.7 II 3.4 

Mexico 	 1950-60 6.39 3.09 4.8 I 3.1 
1960-67 6 .7g 3.lg 4.0 II 3.5 

Paraguay 	 1950-60 3 .2g O.8g 2.2 I 2.4 
1960-67 4 .4g 1.3g 3.0 II 3.1 

Peru 	 1950-60 4.7 h 2.3 h 3.8 I 2.4 
1960-67 6.1h 2.9 2.3 II 3.1 

Venezuela 	 1950-60 .5g 4 29 5.0 I 3.88
1960-67 5.08 1:g 6.6 II 3.5 

fMalaysia and Singapore. 

gGross domestic product at constant market prices.
 

hGross national product at constant market prices.
 



- 392 

,LELerattire Cited
 

1. United Nations, Department of Economic and Social Affairs. 
graphic Yearbook 1967. 1968. 

Demo

2. United Nations, Department of Economic and Social Affairs. 
book of International Trade Statistics 1967. 1969. 

Year

3. United Nations, Department of Economic and Social Affairs. 
book of National Accounts Statistics 1968. 1969. 

Year

4. United Nations, Food and Agriculture Organization. Production Year
book 1968. 1969.
 



- 393 -


APPENDIX B: KRIS HNAN 'S FORMULATION FOR PRICE ELASTICITY OF MARKETED SURPLUS 

The formulation developed below is applicable to short-run situations 

where Lh OUtput level is given, and the producer has the options of 

consuming directly and(or) marketing this output. Prior to deriving 

the construct, the following terms used by Krishnan (7.29) are identi

fied: 

Q = Total output of food grains available for consumption and(or) 

marketing, net of payments in kind and seed requirements 

P = Producer's price received for food grains
 

Y = QP = Producer's income if Q is marketed
 

r = Proportion of Q directly consumed by the producer
 

M = (l-r) Q = Producer's marketable "surplus" of Q
 

rQ = f(P, QP) (B.1) 

=rQ AP-(QP) (B.2) 

= A(Q) P

= ' 1r A(Q) p- (B.3) 

l-r = I - A(Q)8-1 P -u (B.4) 

=M = (l-r) Q Q - A(Q)PP 8" C' (B.5) 

Equations B.1 and B.2 indicate that the level of direct consumption 

is a function of price and income. The terms tand are the price and 

income elasticities of demand, respectively. The market price is the 

appropriate price term for the consumption function since it is the 

opportunity cost; i.e., the real cost, associated with direct consumption. 

The derivation of Equations B.3 - 11.5 is straightforward. Upon taking 

the first derivative of Equation 11.5 with respect to 1P,Equation 1.6 is 
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obtained MUltiplying Equation B.6 by P/M and substituting in the pre

viousty-defined symbols, the price elasticity of marketed surplus is 

derived, as in Equation I.7. Since the term (l-r) is always positive, 

AM = (fA(Q)O P0- )- (B.6)
dP )
 

dM P FA() p 1
e dP M L (l-r)Q(B.7) 

1r
 

the sign of M depends upon the relative values of Cland R. Based on
e 

the data used by Krishnan, c .36 and 8 - .52. The derived M has ae 

negative value indicating that price and quantities marketed move in 

oppos ite directions. 

Equation B.7 represents Krishnan's formulation. However, if two 

separate food grains which are substitutes in consumption are admitted, 

a more meaningful formulation is readily derivable. 

The producer's income is 
now written as Y = P 1 -r+ P2Q2 . The counter

part of Equation B.2, representing the proportion of Q1 consumed 

directly, is given in Equation B.8 where 8 is the cross-price elastici

ty of demand. The positive sign of 6 indicates that Q and Q2 are 

substitutes in consumption. Equation B.1O represents the total dif

ferential of Equation 11.9. 
- 6y p, 

r1 Q= aP1 P2 (Y) (B.8) 

=
1= (1-r 1 ) Q Q1 " aPlI P 2 ' (Y) (1.9) 
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dM1 a P1 P2 (Y) -aP P Q dPl +
 

-6 a P 1
"0 P2 6"(Y)R - Sa P1 ° OC P26 Q2 (Y)B-l dp 2 (B.1O) 

To simplify the derivation of the price elasticity of M with re

spect to Pl, let dP2 = 0. Then, upon dividing Equation B.10 by dP1, 

multiplying by P1/Ml, and substituting rlQ1 and (l-r)Ql, Equation B.i 

is obtained. The sign of the price elasticity of the marketable sur

dM P r I a -P IQ I1=_=11
 
M I dPI (l-rI) Y
 

plus of Q with respect to PI when dP2 = 0 depends upon the relative 

magnitude of the two terms within the brackets. In addition to the 

values of Y and B, the sign of M now depends upon the value of 

PIQ I / IQL + P2Q2 ) - If this value equals about .7, then M1 is 
1 1 

near zero. The term Me1 
is negative only if the ratio is greater than 

.7. Thus the relative value of Q also influences the impact of 

changes in P1 on changes in quantities of Q1 marketed. 

The qualitative impact of changes in P2 when P1 is invariant is de

scribed below. Dividing Equation B.10 by dP2 when dPI = 0, substituting 

rlQl and (l-rl)Ql, multiplying by P2 /Ml, the price elasticity of M, 

with respect to P2 is obtained, as in E.quation 11.12. As long as 6 and 

2PQ 

M = -6- OP (.12)r 1 e l-r1 1 Y 

P,are positive; i.e., Q, and Q2 are substitutes and Q, is not an in

=The term MlI price elasticity of Q marketed with respect to PI.
11
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ferior good, dP2 and dM1 move in opposite directions. As P2 increases, 

more QI,I therelativeiy-cheaper good, is retained for direct consumption. 
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APPENDIX C: 	 ALTERNATIVE FORMULATIONS FOR PRICE ELASTICITY OF QUANTITIES 

MARKETED 

Krishna's (7.28) formulation for the price elasticity of quantities
 

marketed .isnot based on an assumption of a fixed output level, as was
 

Krishnan's (7.29) in Appendix B. 
Rather, changes in the price level
 

are permitted to affect resource allocation decisions and the conse

quent output level. 
 Krishna's notation is duplicated here.
 

Q = Quantity of wheat produced
 

C = Quantity of wheat consumed
 

M = Quantity of wheat marketed
 
M 

m = - = Sales ratio
Q 

= "-Q -
r M = Reciprocal of sales ratio
 

P = Relative price of wheat
 

Y = Total income of the peasants
 

e = Elasticity of market supply with respect to P 

d = Total elasticity of home consumption with respect to P 

b = Elasticity of output with respect to P 

g = Elasticity of the substitution effect in consumption 

h = Elasticity of the income effect in consumption 

The market supply equation is given in Equation C.1 where Q and 

C are functions of P. Shocking Equation C.1 with respect to P, Equation 

C.2 is obtained. Multiplying Equation C.2 by P/M and using the relation-


M = Q - C (C.l)
 

=. -_ c 
 (C.2)dP dP dP 
ship (1-r) = (M-Q)/M, the pripe elasticiy of quantity marketed is de
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r.ivedini EquationC.3. Since tr-l) 'isgreater than I, the sign ore de

(C.3)e rb (r-l)d 
e :dP 14M(r-l 

!pds .upon .thejrelazive .:agnitude,of.b-and d and their respective -signs. 

of d dI /- he decomposesSizic-Krfsrij does no haveestimates 

for which estiviates are available. If 
thd- dCC term" into,components 

Then 

terms by 

C = f(P,Y), the 'total"differential is specified 'inEquation C.4. 

-ght-handP and -_
dividing by C and multiplying the two 


respectively, Equation C.5 is obtained where Krishna 
terms g the
 

elasticity of the substitution effect and h the elasticity 
of the in

2
 
Krishna then indicates that if the individual were 

a
 
come effect. 


pure producer in that he produces but does not consume 
Q and if dP
 

Y (C.4)

dC = -dP + , 2-

(C.5)
d = dP +h dY 

C Y
 

Any other sources of income unaffected by dP do
 occurs, then dY = QdP. 

obtained where k = 
not enter into dY. Dividing dY by Y, 	 Equation C.6 is 

a pure consumer in that he consumes 
--q. Similarly, if the individual is 


y
 

k d P  dY = QdP = 	 (C.6)
S Y Y "T' -Y F 

(C.7)
dY. = dP LPC 

•"Krishna does not specify the reasoning used in deriving 
these com-


Nowshirvani (7.38) systematically derives the components.
ponents. 

2 of de
g and h are the price and income elasticities!Alternatively, 


mandf',or direct con6srcuzkion rpectiiveiy.
 



but does not produce Q, and expends his entire income so that E = Y,
 

then dP affects his expenditures for Q in his consumption. Let C re

=
present the physical quantity of Q consumed where PC PQ is one com

ponent 	of Y E. Then dY = dE = CdP and upon dividing by Y, Equation 

C.7 is obtained. Since the individual producer is also a consumer,
 

the relative change in his income is represented by subtracting Equation
 

C.6 from C.7:
 

dY dP . PC 	 (C.8)
 
Y P Y 

By using the relationships M = Q-C, m = - -, and k = , Equation 

C.8 is rewritten as Equation C.9.. Substituting Equation C.9 into
 

Equation C.5, Equation C.10 is derived which when multiplied by P
 
P
 

d Y = dP PQ M 
 = mk dP(C9
Y "-F Y Q --Pc9 

yields Equation C.ll. Substituting the new expression for d into
 

Equation C.3, Krishna has rewritten e, Equation C.12, in terms of com

ponents for which estimates are available. These estimates are listed
 

dC dP dP 	 (C.0)
--	 g-- + hmk -C-lO
 

dC P = d = g + hmk (C.ll) 
C dP 

e = rb 	- (r-l)(g + hmk) (C.12) 

below:
 

(1) b 	= bI = .1 to .2 

(2) 	g = -.2 to -.4
 

=
(3) h .5 to .8
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12 2 =-.1 to -.2 

N6wshirvani '(7'.38). correctly observes that'when Y'6 (QP-I any 

othlerimonetary -inco0me'unaffected by dP), -the total' differential of Y 

should"be 'indicated in Equat'ion C.13. Nowshirvani further questions 

Krishna's de of'Equation C.8 which implies that the individual's 

change in monetary income, in terms of PQ, is affected by the impact 

dY = QdP + P -- dP (C. u 

dP 

of dP on consumption. No such effect is implicit in the definition c
 

monetary income in Krishna's model. Using Equation C.13, Nowshirvani
 

rewrites Equation C.5 as follows:
 

Q d1 
dC dP + h Q+ Pd dP (C.1l
 

C g- +hIdP
 

dC - dP P + hkb dP (C. 
C g +hkT P h( . 

Again, using k = y I, Equation C.14 can be rewritten as Equation 

C.15. Multiplying the components of Equation C.15 by dP
d---, the cor

rected formulation for d to be used in Equation C.3 is derived, as it
 

Equation C.16. This differs from Krishna's d = g + mhk.
 

= =fid g + hk + hkb (C.l
C dP
 

1Behrman (7.5) uses the b1 and b2 terms in his formulation, 
Equation C.20. He assumes that b has the same range of values as b. 
but with negative signs because b is in terms of pl/p rather than 

2/2

p2/pl. 
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Behrman (7.5) has aslightly different corrected version. of the 

Krishna model. However, Behrman also constructs aformiulation whichl
 

in addition to the subsistence crop being considered, introduces allow
 

ance for income from other sources and for prices paid for other con

sumer goods. Although time is introduced to represent the adjustment
 

process, only a static version of his formulation is presented below 

so that comparisons with the Krishna and Nowshirvani formulation can
 

be made. The necessary components and symbols are defined below:
 

Q = Planned quantity of the subsistence crop to be produced 

as a function of (P 1 /P 2 ) 

=Q2 Planned quantity of goods and services, other than Q1 
to be produced as a function of (P 1 /P 2 ) 

=P1 Absolute price of QI 

P2 = Aggregate price for Q2 

P3 Aggregate price of all commodities other than Q1 which are = 


consumed by the producer of Q1
 

I = Total net income of the producer 

Cl= Direct consumption of Q1 by the producer as a function of 

(P1/P3 ) and I 

b 1 = Price elasticity of Q with respect to (P 1 /P 2 ) 
b2 = Price elasticity of Q2 with respect to (P1/P2) 

g = Price elasticity of C with respect to (P1/P3 

h = Income elasticity of C1 with respect to I 

m = M1 /Q1 , the proportion of Q which is marketed
 

r = 1/m
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= P ,/I,. the p~oportion~of tota'~.et ncome accounted.,for by the 

eof ,Q. ,iprOduced; and,
 

= 
e: Pr,ice.,elasticity of..Mwith respect ito P. 

C(C.17)
 

BMI aQI a(P/2 ()C£ (lp.
 

P(i NP /(Pi/3  oPI 

al ap (C.18)

~I I.
 

aml I aQl 
 acl 

F-P 1+-(i al+ 2 

+
- .1 + P2 a(P /P2) (P /P) (C.19) 

1 1~ 2 

= aP1 1 - rb l - (r-l) Lg +hk(l +bl1 p1 1 1
 

- (r-l)hb2(l-k) (C.20)
 

Taking the first partial derivative of MI, keeping in mind that 

Q1 and C1 are functions of price ratios, Equation C.18 is derived. 

Equation C.19 approximates Equation C.18 since BI/aP is now in terms
 

of gross income rather than net income. The gross income of the in

dividual is P&Q
1 + P2Q2. Equation C.20 is derived by multiplying Equa

tion C.19 by P /Ms,rearranging ttie, terms, axid substituting in the
 

previous ly-defined symbols.
 

http:tota'~.et
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APPENDIX D: MARGINAL CONDITIONS FOR ECONOMIC EFFICIENCY 

The marginal conditions fc,& economic efficiency vary with producers' 

objectives. For'example, market-oriented producers whose objective is
 

that of constrained profit maximization will be guided by market prices
 

in making their production decisions. Subsistence-oriented producers,
 

on the other hand, will primarily gear production decisions to consump

tion requirements and be less affected by changing market conditions.
 

The marginal conditions for profit maximization will be outlined I with
 

subsequent modification to represent those applicable to subsistence

oriented producers.
 

The production function represents the physical input-output re

lationships for the firm. It,together with the relevent price ratios
 

or other choice indicators, provides the framework from which such phen

omena as optimum resource use patterns, resource demand functions,
 

and product supply functions can be derived. A generalized form of
 

the production function is given in Equation D.l.
 

Y= F] (Xl, Xm : 0, E) (i = 1, ... , n) (D.1) 

iAs indicated previously, profit maximization is constrained by re
source availabilities where such resource supplies may be considered as
 
being net of expenditures and investment outside of the firm and net of
 
leisure and social demands on time for capital and labor, respectively.
 

2For a discussion of the formulation and appropriateness of al
ternative production functions for the firm see Earl 0. Heady and
 
John L. Dillon. Agricultural Production Functions. Iowa State
 
University Press. Ames 1961. Chapter 3.
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Y denotes a vector of n outputs while [F] represents the functional
 

relationships -between.,the)r inputts and,the n.outputs. [F] embodies
 

the technical input-output relationships which are affected by factors
 

such as the size.and contiguity of the tracts of land. These factors,
 

in turn, have iiplications for the production technique employed and for
 

realdation of any economies of size. In addition, EF] is conditioned
 

by 0 objectives of producers and E m exogenous factors such as weather,
 

availability of production techniques, and information concerning factor
 

and product markets. The potential effect of the exogenous factors is
 

1
 
quite apparent.
 

Least-cost combinations of resources 

Taking the partial derivates of Equation D.1 with respect to X 

(i = 1, ... , m), the margtnal physical products of the respective Xi in 

the production of Yi are obtained as follows: 

aYi =i = (i = 1, ... , n)(D2
 

B F i P (J = 1, ... m(.2)
 

1The impact of exogenous factors need not result in producers oper
ating at points interior to their production possibility frontier. For
 
example, the lack of information regarding a superior alternative pro
duction technique which a producer could feasibly adopt simply results
 
in the production possibility frontier being below a superior one but
 
with the producer producing at points on the frontier of the curve
 
-'relevant to his situation,
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Considering the allocation of resources, costs are minimized when the
 

MPP per unit value of production input, the px' is-equal in all alter

native employments, the Yi, as in Equation D.3.
 

M 1 HP1 N 1 MPi
 

PX1 PX2 ""M.XPX (j 1, ,m)
 

12m J
 

If this condition does not hold, resources can be reallocated so as to
 

realize increased production with the same amount of expenditure for in

puts utilized.
 

Optimal output configuration
 

An additional restriction is necessary. Employing inputs3 in least

cost combinations is not sufficient for determining the optimum levels
 

of output. This optimum pattern of output for the individual Yi is ob

tained when each Yi is produced at the level where the price or marginal
 

revenue received for that output is equated to its marginal cost of
 

production, Equation D.4.
 

MPi
 

1 =P.. 1 n) (D.4)
 
MPi 


MRi
PX1 PX SMCi
 
1 m 

If MR = P i, as in the case of producers operating under conditions of
 

pure competition, Equation D.4 can be rewritten:
 

MPP 1 . pi NPP . Ti.ii i i iP 1 = .. = P = 1.0 (i = 1, ... , n) 
PX1 mMC(D .5) 



-_ 06'_

MVP MVPp ., 'm,-: .i = , .... n) (D.6), 

X1 m
 

The first-order marginal conditions for economic effiniency in the short
 

run:are obtained when Equation D.6 holds for all outputs produced. That
 

is, the MVP per unit of input cost must be equal in all alternative uses.
 

Inputs are now used in the correct proportions and correct amounts. From
 

a long-term standpoint, the conditions in Equation D.5 must hold but with
 

the added restriction that SMCi = LRMCi. Long-run equilibrium for the
 

firm where perfect competition exists in both the resource and product
 

markets is obtained when the conditions in Equation D.7 and D.8 are met.
 

i i MPP..MPP P PPi ifPP i
 

PXl PxX 
 qMC i SAC = LRMC = LRAC 

(i = 1, ... , n) (D.7) 

i Mp
MVPiMVP1 . = m - 1.0 (i = 1, n) (D.8) 

m 

second-order conditions for profit maximization require that the mar

ginal cost of each output must be increasing.
 

To demonstrate the derivation of the marginal conditions, a func

tional form using Lagranean multipliers is postulated as in Equation D.9.
 

The formulation is expressed in terms of a constrained revenue-maximiza

tion problem with the constraint being capital availability, K. 1
 

As constructed in Equation D.9, the constrained revenue-maximiza

tion formulation is synonymous with a constrained profit-maximization

formulation.
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n - m 

Rp- q, + P z pjqj] + ALFI (q,j 9..,q(D9 

The n outputs-and m inputs are incorporated in the implicit production
 

function F(ql, ... , qs) when n + m  s. Upon taking the partial
 

derivates of Equation D.9, the following n(m + 1) + 2 equations are de

rived:
 

DR = P + x F1 
qi i 

0 (i - 1, n) (D.10) 

= -pP + 0x F (j = 1, . m) (D.11)
(i 1, ... , n) 

BR 
= K- -

m 
E pq = 0 (D.12)
 

BR = F] (q .. , qq ) 0 (D.13)
 

Selecting any two equations from Equation D.11 and dividing the two,
 

the least-cost combinations of using inputs are obtained, Equation D.14.
 

This result holds for any combination of inputs.
 

p i MPi Bqi 
- k = MRSjk (j,k = 1, ...,m) (D.14) 

Pk Fi i- k 
p k 
 aqj
 

Mi ip

- (j,k = 1, ..., m) (D.15)

pk 

Ppj
 

Similarly, selecting any two equations from Equation D.10 and
 

dividing, the optimal output configuration is obtained in Equation
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D.16. That is, the rate of product transformation,, the RPT, is equal 

to the corresponding inverse price ratio. This result holds for any 

combination of outDuts. 

Pi Fi aqh 
RPT (i, h = 1, ... , n) (D.16)-- = 

Fh
Ph 
 q
 

Finally, selecting any one equation from Equation D.l and dividing
 

this by any equation selected from Equation D.10 yields the familiar
 

input-output relationships, as in Equation D.17 and D.18.
 

F 8q-lip 
=.:I. (D.17) 

Pi Fi Bq~ 

MPP" Pi 
MV=M (i - 1, ..., n) (D.18) 

PJ (j = i, ... , m) 

Since the constraint in Equation D.9 is in terms of capital avail

ability, the Lagrangean multiplier V can be interpreted as the marginal
 

value product associated with an additional increment of capital.
1
 

See Equation D.18. When Equation D.10 to D.13 are solved simul
taneously and assuming that the second-order conditions for profit max
imization are satisfied, equilibrium values for the qj , qj, i and are 

derived. Equation D.9 is then rewritten as: 

R-iEpiqi+ [ - E p q ] (l, o"", s>" The pi and 

°
 pj; are fixed. Taking the first partial derivative with respect to K , 

8R0 m ji. That is, p.is internreted, as the marginal value product 

associatelI with 'an !infinitesimal ihcrement of 17 
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Alternatively, p can be viewed as, the opportunityl,cost; of,usiAg capital 

in.the, production of the n. outputs. The form of Equation D. 18 is essen

tially identical to that of Equation D.6 in that p = 1.0 under conditions 

of perfect competition. All of the assumptions associated with perfect 

competition have not necessarily been operative in deriving Equation D.1 

The equations outlined above specify the first-order conditions 

necessary for the maximization process. It has been implicitly assumed 

that all inputs, outputs, and prices have nonnegative values. Satisfac

tion of the second-order conditions is necessary to ensure that the 

levels of output reflect profit maximization rather than profit mini

mization. Satisfaction of the second-order conditions requires that 

the relevant bordered Hessian determinants alternative in sign beginning 

with a plus for all (i - 1, ..., n). This is denoted in the following 

manner: 

XFi
R
R

11 12 1
 

R11 
> 0 R

21 
R
22 

XF
2 

< 0 

XFi X i 0 
1 2 

R R "P + 

• Ai 

lli ss 

.. R~pp- + Fi
 
s s 
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TeiurialIarrnnements :andi. the-'marginal' conditions 

To assess the:,' impact of. tenurial arrangements "for sharing costs 'and 

returns'on the, marginal conditions tfor economic efficiency, Equation D.9 

is rewritten tas follows: 

n:i 
R I R rr p i qi l - i + X [F (ql, qs) (D.19)

J J 

3R_ = rip + X F 0 (i 1, ... , n) (D.20) 

(j = 1, .. , m) (D.21)
BR = - c p + X Fi = 0 
Bqj J J 
 J (1 1, .. ,n)
 

DR -m 

-=K Ec p q = 0 (D.22) 

BR = (F] (ql ... qs) m 0 (D.23) 

In Equation D.19 ri and ci are the shares of the revenue received from
 

the i-th output and costs of the J-th input paid by the tenant, re

spectively. Upon taking the partial derivates, n(m+l)+2 equations with
 

n(m+1)+2 unknowns are obtained; second-order conditions are assumed to
 

exist.
 

Selecting any two equations from Equation D.20 dividing one by the
 

other, the following is obta~ne4:
 

i
riPi _F qrhph F -- (i, h = 1, 
... , n) (D.24)-rhlh F- , aqi 
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Equation D24 stipulates that-' the RRTfor any.:two0outputs,q. ceteris pari

bus,:i must,.be.equal to theinverse:-ratlo ot:ftheir prices:, eachweighted 

by the -respectiveiproportion of=:revenue to be received by the tenant.
 

If rl,=... = r =:rh = . r -.the, marginal conditions for economic ef

ficiency are undisturbed.
 

Similarly, selecting any two equations from Equation D.21 and di

viding:
 

c p Fi HPi d

i -qj MRS'
 

ckPk Fk P k
 

(Q, k = 1, ... , m) (D.25) 

.L. :I..= pi MRSJ-k 

If cI = ..... = cj = ck = ... = cm, the marginal conditions are unaffected. 

Conversely, if cj = .3 and pj =,price of fertilizer and if ck - .5 and 

MPP I4HPP i 
Apj
P="'price of irrigation, then' I - .05Pk"k 'But since c1 < k 

more fertilizer is.utilized, relative to irrigation water, than would be
 

consistent with the marginal"conditions as specified.
 

Finally, in considering input-output relationships, dividing any
 

equation in Equation D.20 by any in Equation D.21 results in the following;
 

ripi Fi Do 

r1tc Pj Fi 
ripi MM (i = 1, ... , n) (.6 

€ 1 n)., (D.26)
jo I,= .. ,M) 



-
=c
r. 07 ;i forCexample if: the -terant receives two-thirds of, the.but-,
 
-put -revenue.and the sare.time incurs'at two-third" nf . 4-,.n ni
 

ne: marginal. conditohs remain intact!andithe MVP. per unift ofj,4nput;, 

cost;,.is*;:equal'Vto u;,the. oD~ortunity. cost- or-. the -MVP, of- an, increment. *of: 

K. 

n the.:case :of. caihi rent . Equation.D,9f can be rewritten:
 

S = p q,- R + 11 [ - p q 
 + * (ql' ... 9 qs) (D.27) 

i-1 -1=14M.I 

where R = total cash rentito be 	paid"i Upon deriving the partialderi

v~tes of Equation D.,27.' ,the constant R disappears and the marginal condi

tions: for.economi6-e fficiency;arei obtained.' For a labor-share arrange

ent where .the'.tdnant pr'ovides, labor.inputs to the landlord in ex

change for ,units of land, th MVP of .the: labor foregone by the tenant 

in excnange ror the land represents the input cost of the land to the 

-:teant. ' .Thus, -if the ratio. 	 -,llnd-'- is equal to the MVP 

abor,. ,,,,,land 
per unit of input cost for all other inputs, the marginal conditions for
 

the labor-share tenant are satisfied. 
The above discussion applies to
 

both.market- and subsistence-oriented producers.
 

Single input, static demand 

Where all factors :of productlon are invariant but one, the rule for 

maximizing behavior is that this variable factor should be employed up 
to: the point at which it'sMVP is equal to its marginal factor. cost, 

MFC, .ile.. its acquisition.c st. to producers. If X is the only vari
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able'-,factr'Cin Equation D-1 , th4 rul:e'is express'ed -66%follows:' 

MP .x--
• - = MFCx 4- (i=, ... , n) (D.28) 

Postulating a specific production function, for example, one of the
 

Cobb-Douglas form as in Equation D.29, the corresponding factor demand
 

function for X can be derived.
 
b. 
b2
 

YaX 1b 2 
 (D.29)
 
By bl-1 b2
x12
 

ax a b1 1 -1 x 2 MP1(D. 30)
 

In order to obtain the MVPx , the components of Equation D.30 are 

multiplied by py. Finally, the derived MVPXI is equated to the factor
 

cost. 
Upon solving for XI, the functional form for X1 is determined,
 

as in Equation D.31.
 1
 

[a b2p 1 1-b-
 (D.31)
N1 = 1I X2 py px1
 

Equation D.31 reflects that X varies inversely only with px That is,
 

if Px1 increases ceteris paribus, the quantity of X1 demanded decreases.
 

Conversely, if technological innovations increase the technical coef

ficients of the factors, if the output price increases, or if the use

level of X2 increases, increased amounts of XI can be profitably used.
 

The price elasticity of resource demand for X1 is a coefficient of
 

the responsiveness in quantity demanded as the input price varies. 
This
 



signated; in Delasticity Is, Equation5 32 The neggtive' signdenotes. 

that prices and quantities demanded move in opposite directions provided
 

thatb 1 k1-.0. ConVerselyj the price elasticity Iof demand 'wthrespect 

to pV is positive assuming b1 < 1.0, i.e., increases in p., stimulate 

demand for" X This'form"ulati'on-is given in Equation D.33.
 

ell = -dX . (D.32)_ _ _!' 

dPx 1e' P I P1 X 1 (D.3) 

PX 1
 Cli Py = dX-dpy1 I (- I (D.33) 

Product Supply
 

The quantity: supplied to the market is dependent upon a number of
 

factors. Production decisions are usually made on the basis of antici

pated factor and output prices and on expected technical relationships.
 

Both are subject to allowance for price uncertainty and operation of
 

exogenous forces.
 

Profit maximizing producers gear production decisions so that the
 

optional output leyel iswhere the SMC.of production,is equal to the
 

price expected.to be received for the product, Equation D.38.
 

Y f l(X,.
X2) 
 (D.34)
 

TC= PxlX1 + Px2X2 + F (D.35)

1 X2
 

TC C (Y) + F (D.36)
 

Profit, .,= - C(Y) -, F- py (D.37) 

1

Price supports and controls reduce price uncertainty. For a dis

cussion of price expectation models, see Earl 0. Heady. Economics
 
of Agricultural Production and Resource Use. Prentice-Hall, Inc.
 
Englewood Cliffs, N.J. 1952, Chapter 16, pp. 475-496.
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d r
dyi P- C, (Y)= 0 

-C' (Y)-Mc
Cp (D.3)
 

In Equation D.-35 the total cost of producing Y is the summation of the
 

fixed and variable costs. The total variable cost has been rewritten as
 

C(Y) in Equation D.36, i.e., the least-cost combinations of X andX
 

for various levels of Y can be translated into the corresponding quanti

ties of X1 and X2 required to produce Y. When multiplied by their
 

respective prices, the total variable cost associated with various levels
 

of Y is derived. Equation D.37 represents profits realized. Equation
 

D.38 stipulates that output be altered until py = MCy. Second-order
 

conditions require that d2w - C" (Y)< 0. That is,MC must be 
Y2
d
 

y

increasing at the profit-maximizing output.
 

A specific production supply function will be derived from Equation
 

D.29. Initiallyo a short-run supply function will be constructed. For
 

example, aX2 2 = k and X1 is the only variable input. Equation D.31
 

is substituted into Equation D.29 in order to express output in terms of
 

prices, technical coefficients, and the fixed resource. The resulting
 

product supply function is given in Equation D.39. The derived elastici

ties are .iven in Equation D.40 and D.41. 
1 1 b 

b
Y-k .b Py px1- 1 

(A.39)
 

b1
 
px1 1 (D.40)
y 1X-b 1
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p 1 b (D.41)
Y Y -b 1
 

The corresponIding long-run product supply function where
 

bo.thkXl and X are variable inputs is given in Equation D'042.
 

Y axb.1, b ", (p pi 21 b (D.42) 

The,above supplyi4function ishomogenous of degree zer6 in,prices *: Out

varies inversely withtchanges.in .the input.prides. 'As, input prices 

cease, 'ceteris paribus the quantity produced .and,'supplied decreases. 

versely, 'rou put:varied,directly with the price,of the output. 'The 

3tidfties:.of 'supply relative to P, P 2and py are easily derived 

with the following results:
 
bI 

y~px - - 1 -b b2 (D.43) 

£Y9Px - 2 (D.44)
 
, bi b
 2 

e~ bI1 + b2 

y - 1-b 1 -b 2 (.45) 

A comparison of the price elasticities of supply with respect to
 

PX and py shows that these elasticities are higher in the long-run
 

product supply ,function than,in.the sbort-run formulation. 

1To refer to Equation D4 as a product,supply function is 
to im
plicitly assume that quantities produced and auantities marketed are
 
identical under these conditions.
 

http:3tidfties:.of

