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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 in maximizing the effectiveness of food as a tool
in economic development.

Earl 0, Heady

Executive Directof'
September 21, 1971

Ames, Iowa

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

The "seif-help" provisions of the Food for Peace Act of 1966 em-
phssized 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 alternativeduses
throughout the economy. The purpose of national planniag, 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 tsrgets 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 toiseemingly.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 1ow, (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



education and health systems, and (7) Ensuring social and political

bpt.

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

.....

these objectives may be conflicting, that trade~offs exist among stated

.q

objectives, and that each alternative course of action has an Opportunity

LAl

cost.associated 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. I1f 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.in marketing 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-
titi;simarketed. However, increased awareness of alternative 1ife 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 conditionedsby'time horizons,

i.e., the planning'period'being;considerEd; and”byﬁvariousieconomic,:teghnical



and political constraints. . For example, the goal of increasing supplies
for domesticucoqsumption 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
economie 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 iﬁto the market economy at a later date must also be.

taken into account.

Circular Economic Activities
Developmental planning requires an understanding of the interrela-
tioﬁ%hips aﬁéng the various economic and social factors conditioning
production, consumption, and investment activities. Not only must sub-
stitutibhs among the means and planning objectives be elucidated but
those complementary relationships generating important externalities in
deveibpmeﬁfal processes must also be identified. Nurkse and others have

popularized the general nature of these interrelationships and have termed



them vicious' ‘circles “of ‘poverty R However',’ this’ conceptial ‘approach -
to' 'developmental  probléms is misleading. The ‘concept 'f a vicious”eircle
dmplies ‘the" existeénce’ of "propitious” ‘or "bereficent ‘circTes". ‘‘That is;
Af ‘the’ vicious ¢ircle’ can be turned ‘around; the propitiocus cifcle should’
résult’:  If,” for example, the vicious circle ‘is fdéﬁtifiéd“ﬁs’oﬁe‘bf'lbw
per ‘capita- real incomes = lol per capita savings - lTow ‘per capita private
investment '~ low pér capita real incomes, then a reduction in taxes with
per capita“‘real ircomes invariant would be expected to generate a higher
per ‘capita level of savings, a portion of which can be invested so as to
increase-resource productivity ‘and, subsequently, producers' incomes. A
propitious-‘circle which is cumulative upward should now ‘be operative. Of
course, this’reaséning ignores"sevéral, potential ‘obstacles to upward,
cumulative growth. Beginning with higher per capita savings, private in-
vestment may not be’ undertaken because the potential investment has &n
unfavorable discounted net return. The assumption that private investwent
is also profitable investment cannot be made on an a priori basis. 1In
addiqion, producers' obiectives condition decisionsvtg consume, hoard,
expé;d sécially, andwinvest in both_prqductive;pr nopp;ydpct@xe}ventu;es.
For.gub;iéggéqg-or}epted prpdugeré, thé need and, in tupp,Jthg utili?y_

Y P g

derived from increasing present consumption represent a strong first claim

DI N i At

on any savings or "surpluses" that are generated.

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

léiﬁhmﬁéfﬁdf fofmulétisns héﬁélbééh 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,



avcircular.anq,qaugativelyfreinfq:cing“inQerelat;onsh;guimgl%es,;hat 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 saiings. 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 plsa 2. 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. 1In 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'thoée_goods which are produced and directly
consumed; these decisions also affect producers' motivations for in-

creasing production and income levels thr.ugh private investment.

Importancé of the Agricultural Sector
Im many less-developed countries, a majority of people derive,
direééiy pr.indireétly,.tﬁeir incomes from thg agricultural sector. For

e de
¢

ex;ﬁpié;’severailAffican and Asian countries have 70 percent or more of



théir ‘total ‘population in ‘the agricultural sector .Y pnisepercent Hs “eon- -
sidérably lowerfor most ‘South  American’courtries:

‘uAdcording ‘to the 11968 United Nations-Yeéatrbook of Nationdl “Accoiints
Statistics; ‘only‘l0“of ‘the ‘113 nations for which data weré‘available for
the mid-1960's ‘reportéd having agriculturdl‘sectors contributingi50 percent
or ‘more ‘to the réspective country's gross domestic product compiited at:
factor‘cOSt.z"Thése“pefcehtages, however, underestimate the: telative im--
portance of the agricultural sector from other.viewpoints; Food is the
most” fundamental commodity'in the economy; its'availability makes other
economic activities possible. Also, the agricultural sector and-related:
‘marketing activities have the capacity to absorb much of the population
increase and hdditioﬁs to the labor force who cannot' find alterriative
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-
tion of many countries' exports.3

In addition to considerations of personal economic and social well-

being, per capita real {ncome lévels condition the flow of government tax

1See 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 in this percent during the past five to ten years. In addi-
tion, substantial variation among countries exists. For- examplé, 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.



revenues and the market demand for: producer and consumer goods produced
elsewhere in the:economy. Both are essential to  the development process:
government- revenues: are necessary. for sustaining: public functions, and a
strong: market demand. in the agricultural sector is prerequisite to diver-
sification:and genéral 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 "friction 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
50 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 pproducers increase their demand for income as new
producer.andMCOnsumenagoods.become available.

~The -summary: discussions of some of these friction points ‘follow.
Although prodﬁction, consumption, and private investment activities of
agriculturalists. are interrelated, they are partially segregated: for

individualrexamination,



Production
gdﬁeisgwthe»génefalfobjeqtivéﬁqofﬁhéﬁeIOpmentyplansﬁisato;increase
',‘produbuioﬁﬂleve139in};héfagticui?ﬁ:aifdéctbr:ﬁwHigﬁeruprbductioniievele
| Béhﬁﬁldabe;associapédswith?highérﬁfﬁralilncpﬁés aninncreGSednmarketings
Conseéuentlyjathe*focalbpoint;ofninterest;isfhigher~marREt1ngssendanot£:
1ngteasedrproduc;iohy}per*sea;;Productionsinqreéses;areygenerallyxnec-'
essary but not.sufficienthfonxexpanded’marketin3331;rFotosubsistence@
origntedap;oducersswincregsedxconsumptionyrepresehtSaé'strongg.Eirsti
claim ontanywintreaseswinvproductibn~of<edib1e'cOmmoditiésu.fBut;higher
1evelsmbfwiivingxfhr0ugh1higherlcoﬁsumptidnyleﬁéls are also:a:national
-goal.-nIn‘subsequeﬁt roundsuof“econqmic:activity;m{mprovedxphysicalfwellm
/abeingmreSUItingafromuhigher'consumption‘ieveISrshoulduaugmentwphysical~u
capacity»for;workland,theaefficiency»with‘which'labor.iS‘utilizedxin
ptoductién.proCesses:~mFor§honediblebucashwcropsrincreaéedwproductiohwi&
USua11y~synonym§us‘withgincreasedimarketings.,,Threerpoints»arerclehr:
(1) Higher.marketings are:more:important: to general. economic. expansion
than-highef'productionwlevels alone;: (2)waThe.differentiaifdemand-for
emvaniouarcommodities@indicates?thatfselectedfmarketingsinCreasés#are pre~:
ferableeto~expandinguma:ketings ofwa11Mcommodities;«and;(3).rAlong the: .
continuum of subsistence to market-oriented,producers,. individuals: have.

diffening¢capaéitiesgandmmotivations,t03exploitueconomic~oppo:tunities

B :“J%Jngreasedamarketings&may:result;fromxanhigher.demand-fo:=incbme
Jaé[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.
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as they arise. Some of thézfactors,ii%éli'frictioﬁ“pointsﬁSaffecting

R AT U L L AN L F T o RS A R ey
these three“considerations“arefdiscussed~below;

‘Land Tenure Systems
Land tenure systems appearvto be the_friction point with the strongest,
most important secondary effects. Several reasons are applicable:

I -

(1) As tenure arrangements vary among squatters, members of communal
holdings, tenants and owner ~operators, differential arrangements for
e T N P :

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

cat

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

HERS

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

Wi ERY

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:

RESEIR W

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

,,,,,

sl e dl RERE

external financing. Those public and cooperative agencies providing
credit at relatively low cost usually require collateral for securing
e tnipor PRI A Vil o s A

-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

Yoo A% L dbhens o owmran

private sources:charging 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!s;future.economic,and social yellsbeing; L
(3) The uncertainty associated,with, alternative,tenure. systems
affects production practices, length of planning horizons, and incen-

tives for private investment:

‘Héaﬁﬁtééfgiénaﬁiénants having short-term,
‘ifwritten leases are rationally motivated to maximize present production
without cdnééfﬁ‘f3r$lo;éef4ﬁe}h:ré§0urée prodﬁéiivify; Their %iiﬁﬁiﬁg
horizons are often coterminous with the ﬁfo&ﬁCGidh befioadg;nerZ;ing
little incentive For private investment even if they have thé?caé&éiﬁy '
to iﬁvési. zémAIIQQc;i; aanef-obefatofs‘maybﬁavé the“incentive té:invest
but ﬁbt&éﬁe éﬁﬁhéity. Téﬁan&éimay be‘ré&uiféh‘to secure'éfe61t'f£8m'
and“ﬁafkét their'ébmmodities Qith the landlord at prices 1arge1y deter-
minhﬁier§ the latter. Cohéequently, the landlord has a definite bar-
gaining‘aa§ﬁﬁtage} Evén though several countries have legislétioh to pro-
videj;ééﬁrity of tenure and an equitable sharing of costs and returns, such
legiSiatibﬁ is inadequate and(or) inefféctivéiy implemented. Individuals
who could seek redress througﬁ judicial pfocéediﬁgs are often neither
aware of their rights nor have the financial means to initiate such pro-
cee&fﬁgéi: fﬁrfhermore, landlords can readily find means to circumvent
most “‘&le“g':&i’s:]:avi:rion. Finally, estate owners and absentee landlords are not
motivaféavf&‘uddeétaké’ﬁrivétéxiﬁVéstment in the firm when thesiikéliﬁébd
of agrarian reform is high, pérfiﬁﬁiarf§ 1f compensation for éiﬁréﬁti&téd

land is Jﬂllk;iy oruoﬁly at A'Ibﬁilevel};

For a summary discussion of the real terms of credit, see a later
sectionof thils chapter dealing With rural*credit’ institutions’
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,xa)y-Thezprestige :and security associated with{oynership motivate
Aak A 181 li)il’ ll" ;Q‘.ar

individuals to invest in land, per se, with less emphasis giveﬂ to in-
vestment in complementary inputs. At times, large, extensively-cuitivated
estates are maintained because owners are ‘more ‘inferested in‘maintaining’l.
the econonic’and"inhturnd'tﬁe'social andTpoiiticai?status quo than-in
increasiné“agricultural productivity. This orientation coupled with the
political power wielded by these individuals dampens any prospects for
legislated aérarian'reforns'%ﬂich if implemented and enforced would bene-
fit the majority of agriculturalists; and

(5) Related to (4) above, more intensive cultivation of ‘currently-
populatediland.nould not only provide additional employment opportunities
for the rapidly growing, potential labor force in the agricultural sector
but a1soLproduction'levels,ipérticularly food grains, could be expanded
if inputs:compienentary'to land and family labor were made available to -
cultivators.1 Simiiarly, several less-developed countries, especially
in Africa and iatin‘America, have substantial areas of land which are
potentiaiiy cultivable.2 However, the costs of bringing this land under
caltiVation ma§”£é prohiBitipe in terms of the opportunity costs associated
with‘nec;ssary financiai\gnd administrative inputs having alternative uses

P IR B P Y . N .. .
in other parts of the economy. Land must be cleared; transportation,

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

«‘,‘0;"&,

2Estimates .of .potential cropland expansion in several 1ess-developed
countries are given in Table 3.6.
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marketing and educational facilities ‘donstructed; ‘dnd ‘people: induced ‘to

resettle in these areas.’

Efficiency of existing tenure systems

Criteria. for (efficiency can be stated on1y in terms of objectives.

PEESY

Tenants' objectives often:differ,from landlords ) Private objectives are
often.not:consistent,with:public*goalsf“ Furthermore, technological change,
population.growth, and changing resource demands in‘other.sectors of the
economy emphasize the need for dyngmic eﬁficiency,vi.e,,”etficiency’which
holds; aver time. |
- National planners attempting to guide production and marketing natterns

may stress aggregation of the large number of small landholdings found in
most. less=-developed countries into holdings yhere economies of scale can
be realized and where economictactivity can more easily be‘guided and
monitored.. Such aggregation or,collectiviaation schemes, however, may

not be .consistent with other objectives such as producer freedom‘and
security, efficiency of labor use, and political stabilityr If machines
watmleastfpartially>displace labor, the displaced labor becomes idle labor
unless“complementary.firmnenterprises\are developed and(or) additional
employment opportunities are generated in other areas ot the economy.
Small-scale producers would appear to be more interested in individual

——

prerogative and security than in cooperating with some abstract govern-

PRV T RSV .vfi:rf_)\t Cr fUTTa b G

mental’entity which has usually adversely‘affected them in the past.

Efficiency of tenure patterns is also a functionﬂothhe availability

!

and distribution of inputs complementary to “lafid; “That“is. “{f ‘the =
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distribution of rural labor is considered invariant, land 95??82&1¥w§41§.,
or extensively cultivated should be redistributed to producing units

where family labor is underemployed. In another context where»employment
opportunities are generated e1sewhe1e in the | economy and increased working
capital is made‘;vailable to small-scale producers, the previous'tenure
pattern would'Be'inefficient; ' Changes in technology introduce another
varieoieﬂaffecting efficiency of tenure systems.

Land distribution and.land-use patterns in parts of Latin America
suggest a considerdble potential for increésing agricultural production
through land redistribution programs, particularly'if inputs comple-
mentary to land and family labor are more readily available. But, again,
theuobjectives of "minifundia" operators are not consistent with those of
"latifundie“ owners while the objectives of neither group are likely sim-
ilar'toéthose of a national planning unit. Where tenancy insecurity is
high, sbsentee landlordism is widespread, and landholdings badly frag-
mented, cultivation oractices for maintaining or increasing land pro-
ductivity are often neither encouraged nor economically attractive. Frag-
mentation is a lesser problem when family labor is the principal input in
production activities and when such labor has a low opportunity cost,

LSﬁifting cultivation has been an economic adaptation to existing
prodéction tecﬁniques and prevailing climatic conditions. Increased
popdietion pressure is'accommodated by reducing the length of the cul-
tivation cycle or by clearing new land. Reducing the cycle while
us1ng existing production techniques is not coterminous with maintaining

'soil’productivity over time. New production practices musi be devised
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and” ‘{mplemented

Planning for tenure reform

et

’

RIS I PA R

Plained reforms are s function of the total context of planning ob-
jquﬁygs;jﬂfgr.;gforms to‘be,ggglisgig;and effective, they qyst be coor-
di“aﬁfﬁsW?thftheF‘Rr°gF§P34§P§_WQSt Ee‘:eflective of existing economic
and political realities. Effective land redistribution programs require
subg;gntigl %nputs of ;imeglmongy and adm%nistrative’se:viges, particularly
1f,§er99548F?09 payments are mac!e.1 ‘Political power is often a function
of the dis;:}bution of wealth,_includingnland. At the same time agricul-
tu:g}ists are cpnditiongd to economic change, political forées may bleck
and(qg) w§Qer‘dowp needed tenure legislation. The likelihood of effective
imgle@entation'must also be assessed. The government loses creditability
anqysupgqrt yhen ?rpgrams are publicized but n?t effectively implemented.

As notgd earlier, an efficient tenure reform program is also a
function of the distribution and availability of complementary inputs.
S;qce resqurqevmarkets are imperfect in the sense that resources do not
move fg?ely throughout the economy, tenurigl efficiency is conditioned
by rgfg;ms in marketing gnd transpogtation systems.

The important point to gtress is that efficient tenure systems are
a fung;igquf;plann;ng objectives pursued and of any complemgntary pro-
gramgu@nigiatgd,. Lend.;gdistribution and legislation contrglling rentsl
and taxes effect a redistribution of income. Income distribution, in

PP

tq;g,bhgs an impact on the strength of internal markets and on political

;n&Some writers assert that large-scale.landowners have already realized
suf ficient 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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stability in the.country. ..In,addition, while land redistribution pro-,
grams :increase employment opportunities'andlindividual»ecoqgmig security,
the immediate consequence may.be .a 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 manher 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 populs :~n. Under these conditioms,
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 pérsonnel work with individual producers and farm organizations.

Communications media, especially radio, have an increasing impact on in-
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dividiidls ' "awareness “and ‘expectations; JAwarenéss -aiid expectations not :
matéhed by achievément are éonducive to unresti  Thus, producers-must
also‘have the' ¢apacity, i:ev, the financial’ resources- and ‘managerial
talents to procure and successfully adopt technological innovations suited
to- their’ farming” operations.’ Subsistence-oriented producers have a strong
predilection to continue traditional production practices. The costs
associated with uncertainty of response with nontraditional production
techniques aféhéctﬁaily and (or) iiiﬁsorily high.

Thus, Awareness is only a necessary, not a suffiéient condition for
producefs 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 anothér area. Fertilizer mixtufes must be geared to crops
growﬁ, 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
considérations of social acceptability must be taken into account. Com-
munal organizations and 'closed" commﬁnities may resist changes in pro-
dqction techniques because of coqsequent changes in work patterns,
distribution of economic ga;ns, and existing social structures.

The relative impqrtance.of the above faétofs varies with stages of
egonqmic develoément gnd attendant features such as levels and distribution
of aéricultural incqmes, literacy rates, énd attitudes toward change.
Rig;ng litgrgcy fates and a substitution bf a mo:e-scientific understanding

Y

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. 1In
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 whiéh 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'" cwners 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

L .

1These conditions are outlined in Appendix D.
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imaximization where:the above:objectives:are:treated:as constraints.
Finally;-national.planners:are.interested.in maintaining resource pro-:
ductivity overﬁtime,;expandingnrelativenand absolute-.production. levels
of .various.:;commodities, and altering the distribution.or imputation of
-income to .resources. employed. .. The production techniques necessary for
realizing these societal-oriented objectives are often different from
existing. production practices. Realization of these objectives requires

tenurial legislation and general agrarian reform.

Efficiency of resource allocation

The relatiﬁely few stu&iés 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
poinﬁ interior to his production possibility frontier, i.e., at a point
where tﬁe same resources could be combined in an alternative manner to
generate a higher outpuf level, aﬁd yet satisfy these marginal conditions.
Secbnd, data from individual farﬁs are ﬁsually péoled for analysis, but
an anélysisvbased on ;veragés is apprOpriatevonly tolthose farms charac-
terized by phenomeha that représent the average..’Nonéverage 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, -if .any. Market prices whether prevailing or publicly-
supported.are 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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techﬁT&ﬁe@IE”h“fﬁﬁéfibﬁ?of“ﬁhysiéalﬁfélhtibhshiﬁswandnreIative&prices
Techﬁfgdl5éffi€ién6y§*iﬂﬁwf drrﬁcdfiﬁg*iesouréﬁsﬁfof3max1humLOutput at
each fébﬁﬁfée’ﬁéé-léﬁel{ iﬁ”fdrthéréd“ﬁ?winéréasingkproducers"scientific
understanding “of production processes. This also ‘makes>producers more: .
receptive to adopting‘teéhnolbgicallyhimﬁrOVed;inputs; 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 fOrcefthem»torbbtainxexternalffinahcinQ_
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toﬁatileakﬁ pafﬁiallyrdnderﬁfitéucohsumptiqnaahdmpppﬁuct1Qn}egpen&ggﬂfrgmg
one hervest period to the next. Furtheqmore,wstronggsqgial:ppeSBunQ-éh—g,
courageshindividualaﬁtoJoBSQrveﬁfamrlyﬁandrreligious-events,in;a;x:adi-
tionalJmannerzrwmhe%codts;aée5relative1ygburdensomq and ;are ‘usually
finahcedbefcreditﬁobtainedﬁfromtﬁErchantS<andgprofessional‘moneylenders.
Suchexpendituresj-however;, 'do not-improve the borrower's financial posi-
tionvand:his-‘capacity for-:'repayment. Refinancing at. high- interest rates is
costly.-

-‘The: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
effectivevinterest 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. :leave .such -a ismall residual that private investment is not a remunera-
tive alternative,

‘The ‘combination of.:providing credit quickly and without st:ipulations
as to-use make:private :lenders attractive sources of funds even though
their interest charges jare high. - The nominal interest charges do not reflect
a8 number of-additional; hidden.costs such as (1) Deducting interest 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

- 22 a

¢whﬁﬁﬁkxﬁuitﬁiﬁ?kihﬂuiésﬁﬁoﬁidéd:@gﬁdéxﬁby{;§ﬁ41§?da§{dgﬁgﬁdipg,Iahdf.aerr
';fviéé?i;n#a&diﬁidﬁﬁtoiinteféqt,chérgésﬁ’

*ﬁLGWﬁEBsvﬁéreﬂicwthroﬁgﬁ{Coobéf@ﬁiﬁgsiaﬁdnpub;iccagencieselgseeng
produceréfﬁrerianﬁeion pﬁivété*sdﬁréeskdfiéredit,;;Lowerrcostzcredit
andﬁthe?ébsencefofﬁﬁarkéfiﬁgﬁfiesfdetrimentalftovtheJdébtoratenddtoﬁef:
fectva fédistfibutionxofaincome away. from merchants,. traders, :andsmoney~-
tlenders towardhproducerbdebﬁorb;LiThe effectrof-this redistribution-on-
deveiopmental processes depends on the relative uses made of this income.
That is;;théiqueStionﬁisbﬁhether economic growth: is:promoted by:income
traﬁsfers*fromxprdaucers toscreditors: or by producers. retaining.a- larger.
share offfheirﬁrevenues;“tProducef-debtorsg‘hdwever; are definitely:in

”an*iﬁproved"eéoﬁomiéﬁpééltion;

“iCredit bfferédsthrough:cooperatives and. publicragencies; provides
opportunities-to‘supervise tﬁevusé'of credit.- - The' highest . use:may. be in
production of consumption; the ranking ‘of uses depends: upon: the. objectives
of the lending ' agency:: ‘Collateral with:-a: secure title: is usually necessary
tb‘bbtaiﬁ“crédltffrdm‘dddferatives;and;public éources;waollateral.isfa.
‘scarce’ commodity'for!many- 'small-scale producers, especially .tenant-opera-
tors.

 Regulating"the ‘terms ofi credit :is ‘difficult.and has -been:largely
‘unSuECéa%TulcﬂfRééofdﬁﬁare:often<ndtfk9pthborrowérsuare:notaawarenofﬁthe
?égl rateéfofeintérebtﬂthey<fay;nwﬂighhratesuofutbliteracy and poor in-
Eéﬁﬁé ﬁb&ftibnsidiScodrageiborrbwersnwho%havewbeenﬂeXploitéd@frOm initiating

. jﬁﬂiﬂi&¥VﬁrOGéeHiﬁg§ﬂto\redressﬁﬁrohgd.
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Planning for rural credit institutions
vIf.Private lenders ;are to;be.replaced, either by making, their opera-
tionsyillegal or establishing public agencies to supplant them, the new
sources .of credit .must be :competitive with these private lenders. Lacking
this, private .lenders will still be patronized .even though their operations
are costly and(or) illegal., Creating agencies to supplement private
sources reduces.the.quantity of financial and administrative inputs that
the government must supply if rural credit institutions are tS be reformed.
Regulation,of .the activities of private lenders, however, is difficult.
.Given thq,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 forﬂérédi;'rephyment,~interest chargesjshould be low for that
p9;;ign”g§gd;gowpgpqhage.necegsities and relatively high for any conspicuous
consumption,  The,problem, of cwvurse, is to regulate and monitor credit use.
High interest rates impede debtors' capacity to. improve their .economic well-
being;, they also represent significant transfers of income to lenders, a.
portion of which may be used.to finance economic growth in other sectors.
gﬁtthgwgcppggyﬁhrghe;0pp9r;unity cost of using credit to underwrite a
portigghprsopggng;oq.expend;tpres is the rate of return foregone by not
uging; such credit. for. production expenses and for private investment in
the, firm.; The difficulties of placing appropriate weights on humanitarian

and:economic objectives .so.as .to devise an appropriate credit policy are,
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apparent.,

Since much’erédit is"'extendédas ‘créditin kind; Gse of "a 'Fevolving
stock' of ‘comiiod1t1és ‘Hiay be instriméntal ‘A not ‘only-meeting ‘Soie ‘Of
 itHe"credit ricéds 6f‘small<scale producers butalso of facilitating net
‘r¢rdnsférs of ‘commoditiesfrom the agricultural sector ‘for use -elsewhere

in the economy.” The net transfer occurs in the form of interest ‘paid in
kind. This-advantage, however; must be juxtaposed with the costs of
‘biifldirg and maintaining storage facilities, deterioration in quality of
stocks; ‘dnd ‘administrative inputs., Such a program may be integrated with
a buffer stock program to lessen variations in market prices. Finally,
establishing 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, communication, education, and government facilities:
‘which"provide the framework for economic activity and the foundation for
economic growth.' “According”to economic:theory, the market meéchanism-
performs éﬁiimporténf'rolé“in‘gﬁiding”ééonomic‘aétivity. In both pro-
duct ‘and factor markets, prices are the links between quantities supplied
and demandéd which ¢ause markets to be ‘cleared. - Through-the pricing
system;“corisumers ‘réflect their démand” preferences for cohsumer goods and
'producerd”reflect their ‘dematid for factors of production)” facluding in-

térmediary goods:~ Also;:prodicers and ‘resduree owners 1hdicata thie amouhts
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of goods+‘and’ factoriservices)®respectively;iwhich:they:-will: offer at
various prices. :Acting'in‘an environment of:imperfect knowledge, indi- -
viduals®must: éstimate 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 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 iﬁpact of any pressures and incentives generated :by devel-
opmental:. 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.
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‘In:moﬁéuléésedevelopedﬁareassuindividualgmarketingumiddlemen}are‘
theimost,important.links»inathe system, that channels: agricultural commod i~
ties= fromiproducers tordomestic:consumers .and exporters.. ;While K marketing
boardsiand marketingicooperatives:arei important outlets..for certain. crops
intcertaint areas,: the:nature and;scope of, their operations differ from
that,of: thet large number of ;middlemen; operating individually and on a
small-gcale-basis.;-Despite a-relatively high proportion of production
consumed:directly by small-gcale. producers, their aggregate marketings
constitute a'significant part of total:marketings by all producers. In
the case. of :nonedible cash:‘crops, which are grown by producers having
operations.of. diverse size, a very high percentage of production realized
is marketed,

Atflow 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‘downmtO*variouseindividuals:infthe 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-.
men at: each:stage -of the :marketing .process decreases. The producer has
~progfe§sive1ymfewer'alternative¢marketingtoutlets;

mNﬁmeroﬁsirolesmare?actﬁallywandupotentially;performed-by~the.

iddlemen. »3In.such capacities, middlemen.aié in positions to both:
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stimulafeand “inkiibit ‘developméntal processes.’ These roles include

~+7¥(1) “'WAAE_credfion The ‘introduction of new ‘consumer goods, oftén

importéd ‘goods: -dnd ‘the creation 'of new consumer wants favorably affect
producerst“béhéﬁiér'asfevidénced by higher levels ‘of production and
quantifiés marketed. - Since merchants and traders supply those goods con-
sumed but ‘hot “produced, they represent the vehicles for expanding the quan-
tity and variety of consumer goods available to purchasers} But want
creation may"hévé"adverse consequences too., New consumer goods may in-
crease the importance:of present consumption over future consumption with
‘an ‘adverse -impact 'on saving and private investment in the firm. However,
this phenoménon may only be temporary and primarily applicable to consumer
goods -that can’be piirchased in small quantities. As goods are introduced
which require relatively substantial expenditures, the motivation for
deferring -present..consumption may iacrease;

(2) Credit to producers Producers are often forced or inclined
to make the bulk:' of intended marketings shortly after harvest. The absence
of ‘dtorage facilities ‘and the démand for money to pay rent, taxes, debt
obligations, and expenditures for post-harvest social events arc the
primary-reasons- for ‘this seasonality of marketing. Prodiucers often have
to resort’to credit for financing consumption and production expenées
unﬁilgthe next harvest -period ‘arrives. Such credit is provided by marketing
middlemédi. - ‘By ‘providing ‘credit -dnd perhaps price concessions 'to producers,
the"middleman - becomes “the marketing Outlet for the indebted producer. At

“thevsame timé%“the“middlenan‘cften obtains findncing from a wholegaler 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
satigfy.a mutual interdependence, Producers require financingfor pro-
duction.quwgqqqpmgq;oq“equndituges while middlemen-lenders. represent
199%{ gou:ges,qf.cgeq;g,and marketing outlets. The latter individuals
aE%Tglgp qplthgalgsgen the uncertainty surrounding continued sources

of supply from which to procure commodities and sources of demand for
thoqg;cqnpumg; gpqu_:gqaileﬁ. In addition, prodﬁcers may find the re-
lgﬁﬁqnghipugpmewhat_gdygntaéeous in that the uncertainty relative to mar-
keting and credit decisions is reduced. Price and interest cost concessions
may:pgﬂgivqn 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
locateg,qggg marketing and consuming centers often engage in petty trading.
They do not rely on the first middleman to start their goods through the
markgt;pg 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
,§29§§“§h%&8e}y¢8-ﬂ,Due to the state of transportation and communications
ggg%;{gies, whplesalgratrqu,gpénﬂa,hiergrchyrof;middlemen to search out
thgxrglg;%vglx-ggplLtgganpities sold by individual producers, grade and -

bulk these commodities of .vgriable quality,.and transport, them.to collection
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pgiptq.l'Ihgsgfgpgratiqu‘are costly, in terms. of labor and.time. expended,
relgyavg 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 faciiities and low literacy
rates, exchénge of information among middlemen at different stages 1s 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 individuﬁls 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 ﬁholesalers 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 acﬁuiring
knowie&gé aﬁd‘experience of the workings of the market and of enﬁrepfe-
neurial activities. This is true for both small traders who aspire to
expaﬁdiﬁg their scale of operations and for agricultural produéers en-
gaging in some trading activities. Since such trading often takes place

in an envirgﬁﬁént'of brisk compefition, the economically and socialiy
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.8agacious “tradéris“rewarded“for his:éfforts: “Thus;"the acquisition and
perfection of entrepreneirial ‘skills”areé seen as the ‘meéns 'to dconomic’
isurvival,! Firthermore; ‘middlemen’'s margins in both theit marketing ‘atd "
retailfd;stribution‘actiﬁities‘reprééent'net“tranhfersifrom‘théfagfichl-r
tural seétor.- Such' capital accumulation can- potentially be used fo¥ pro-

ductive uses in othér areas of the eéconomy, including the marketing sector.

Market efficiency

Since the understgnding of the operation of product and input markets
in less-developed countries isplimited, it 1is not surpfising that rela-
tively;little is known about’the efficiency with which markets operate.
Too ofgen, efficiency 1s imputed on the basis of estimated marketing mar-
giné and(or) the apparent degree of competitiveness in markets. Neither
is sqfficient for evaluating efficiency. What appear to be relatively-
high markéting margins may be the consequence of high transportation costs
and the amouﬂt of‘services applied to the good prior to retail to consumers.
The difference bereen.retail price and the price initially received by
préducers.need nof reflect exploitation of the latter. Similarly, a large
numbef‘of middlemen at one stage in the marketing process may help to en-
sure thgtleach earns oﬁiy a minimup return, ‘However, where credit advances
by middiemgn and mgfchang-traders are used to finance marketing and pro-
duction gg;ivitées,VOppprtunitieglfor prigg discrimination arise wighgn
the Yext?cal‘styucturg,of ;he marketing gh%qgeis. Furthermore, tpe lgyge
nupbef:of:midd{emgn 1q‘qo;mally found onlg‘atzfirst<btages of marketing.

At higher stages, relatively few participants are found. Finally, poor
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transportation and communications facilities require,that much of the mar-
ket information,be transmitted.by word-of-mouth among;middlemen,, Regard-
less of the number of middlemen, such a.communications system does not

ensure that reliable market information is transmitted.

Need for an efficient marketiﬁg 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 econom& all
suggest the need for an efficient marketing system. Reductions in per
unit transport costs and marketing margins, improved 1nf§rmation on inter-
regional supplj-demaud 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 ke;p costs to con-
sumers relatively low. Higher monetary retuéns 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-
tiGély high 1ncomé elasticity of demand for food in most less-developed
areas,'higher real incomes substantially incréase the demand for agricul-
tural éommodities;i Reductions in transport and ﬁarketing‘costs also im-
prove the combétitive position of agricultural commodities in the export
mérkét.ﬁ>Compefiveﬁéss is extremely crucial here becauéeuof the 1mpofténce

bf geﬁerating‘foreign exchange earnings fof pfocufing capifal and coﬁsumer
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WIRSTO maxifiize"individials' objectives,ithe market mechanism must re=:.
1iably 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 markets
improves the possibility of resources moving to their best uses. This

Sshe

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-
TR RV !

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

relative to providing credit to producers, their elimination requires that

AT IO PO P S Ber it s 1Ly

producers be. able to secure credit elsewbere. Their role of transmitting

R P
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market information’ must -be-assumed ‘by ‘government “ext ension:personneland -
improved ‘communicdtions ‘media. ‘Their role of bulking;«grading}ﬁand“traﬁsé
porting thé 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 valqes, attitudes and objectives have a strong conditioning
influence on ptodection, consumption and investment decisions. Where
fatalistic attitudes racher 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
land agsistance offered by agricultural extension agents are of little use
to these individueis. Social pressures influence values attached to con-
spicuous coeeumption and wealth accumulation which transiate into producer-
consumers' ebjeetives. |

From the stahdpoint 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 developméntal ‘processes. While religious support can'be found for
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'de',:-;gthﬁhséiz ing qm&tet:iel;i&m;xﬂpsi; wealth xtecssmylés ion, 1t may; also.encourage.
per-.é.onalnindga,try-zenqg,;-.t.hx'ift as well as.personal.advancement. .Similarly,,
members of some extendednfamiligsaqagg19?;glsimﬁtgmthevPr°¢99¢ and rewards
pfgothernfamilybmembers thereby;lesseningvtheﬂlattersf,motivationvano‘capa-
cityrforwimprpving;theirswell-being.,Jgonyerselx,,members of extended
families.can provide.assistance to more enterprising members of the, system.
The,suppression of individual consideration for group welfare in communal
orgenizations. discourages individual initiative., In the same situation,
however,- communal 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 anpear 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

a11 indicate a generally strong potential 1f not actual, demand for higher

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

to economic improvement may be manifestations of an infrastructure gen-
erating iow 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.means.for

facilitating realization of national planning objectives. They'are the
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instrumentsffor conditioningﬁthé*raté“andﬂdirectiontofﬁéconomicuacﬁiﬁityf
at "growth’ points™ {n’the *ééonomy.** The ‘natire’and s‘co'p"e'f«*of*"'the;—'“fins‘truments ,
however, are conditioned by a number of constraints, Effective reform
prograﬁs‘areﬁoften”not*pofiticaily'feaSibIe;—ﬁFinancialfand~administrative
iﬁpdté“haﬁe?opportﬁnit& costs i alterndtive employments. Lengths of
planning horizons afféct 'seléction of -a ‘feasible configuration of -objec-
tives., Furthermore; ‘various programs and-policies must be integrated and
coordinated”fOr“énhancing their individual ‘effectiveness. Developmental
programs for sélected “points 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:théir-highest uses.

Puhiic pricing policies

..?he‘studies to estimate producers' responsiveness to changing price
reiatignships reveal a generally positive response in termsiof 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
placet‘tSinfe;this is the aggregate outcome, the results do not impiy-
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

ay it LM e S-S

consumption where relative prices are less important than consumption



‘Tequirements.Furthermore,.cash:cropai:are; of ten,grovn;,as supplemental
centerprises,permitting: producers;:to readily;shift.into.and out of, these
"erops.

Relative acreage isnused .asa proxy for p1anned cropping patterns.
;This,use of acreageS«to measure producer re3ponse abstracts from the di-.
rect ;:;,influem.:.e’-;oﬁk;,.w_-..eather f,»,qqm_i,it;.ions son.yields and the impact.of prices
onsthe sintensity with.which:nonland inputs .are applied .to lapd, i.e.,
per:acre-yields when:the -inf 1,uence~f.\9f ;weather.has been removed, ..The de-
greehofﬁresponsiveness_inaaltering;croppinggpatternshis_influenced‘hy,a,
number-of .additional ;factors including:

(1):.The ;number ,of alternative. crops.which.can be.grown.by the
producer and the ease with which inputs can: be ,shifted. among crops, .is
dimportant. 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

SR I T R BN AT JiTeN K] -
pattern is expected to be more responsive to changing price relationships;
(25 Even though a1ternative crops are feasible many low-income,

small-scale producers are inc1ined to gear production decisions to

,’, . , v L [

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

. ",
“““““ ‘

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

Ray e " : o G
income to purchase necessary consumption goods in the market p1ace con-
I SCTE T A R B P
»front price uncertainty from two sides. Uncertainty surrounding market
A FAUSHNEES: R

,conditions for 1hr cash cr0p and in turn, a major pr0portion of his

v e
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monetary income exists.' The - cash crop is often ‘an export crop subject

g .‘,!“flf‘-f VL b At L N .
LA B LR LR R AR s o NEUEERTAE B L

fto substantial price variations. Iniaddition, the producer confronts


http:crops,.is
http:grown,.by
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the uncertainty of prices he must pay for his fdbdrifémg'and'dtﬁer con-
sumer’gggge.'rﬁéneequently, many'prSducere do not gear cropping patterns to
8ntICip;?gd cr:éiiéting mArkéé“ﬁrieéé'aﬁéﬂ production féé”&ifééﬁ‘coﬁ§dﬁ3€ion
is their major objective.

(3) Acreage response is further affécted by access to markets, trans-
portation”ccgte;kan&bentennrial arrangenents.‘ In addition, basing prodicer
respsnsejcn 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
prod;cer; do“not‘give any indication of public price'pclicies reducing price
uncertaintyxnhere such uncertainty affects production decisions nor of
other‘phblic'pblicieé’éubsidizing or taxing the costs 6f production inputs.
VariéiiSQS‘iH“Gﬁé1é§a1é price;:may not be;accompaniea by similar changes
in prices received by producers; the latter are theyinportant prices for
proéﬁifiﬁﬁiﬁééYQEAle"ﬁor example, where debtors are required to market
outpcti tc:cre&iig;sdand tenants to landlords and when creditors and (or)
landlords are able to Set4prices independently of existing market prices
and anygécyernme;tiprice-support policies, public pricing ‘policies’ are of
iict1é‘éBh§éqﬁénEé to these debtors and ‘tenants. Complementary programs
of‘£ﬁ¥3£”éiéﬁii‘refbfﬁ*and*EEhaA¢y”}egu1atién are‘prereqnisite’to'these
de5§5§§‘éﬁ§;iéﬁéﬁté’ﬁéiﬁg”ab1e'eo‘féaiizé the benefits of improved prices
whether these pricesrresult from market conditions or specific public price

policies.

‘Rélatively 1éss' is!Knowri “about the price elasticity of quantities
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marketed -i.e., the combined effect of market prices on production and
direct consumption decisions with the residual being marketed. The
FOMMTWIIRG SO0 XABE 0L OD Gu03G w1 v LA .

limited investigation of this phenomenon, both on a theoretical and

MM A000 0 3OS el T pud o o e AU AIRA
econometric basis, suggests the existence of a perverse market supply

function for some individuﬁls.‘ Quantities marketed and market prices
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are expected to move in Opposite directions when the prOportion of
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production marketed is small (related to [2] above), the elasticity of
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production is low, the price elasticity of demand is low, and the

».J’N‘

income elasticity of demand is high.lA Technological advance and ac-

?ess‘to improved inputs raise the elasticity of production. Increased

A oy

4

conspmption andyhigher income»levels»raise the price elasticity and

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

LR :l" 0

prigewflasticity of quantity marketed Increases, and the normal, price-
quantity marketed relationshiv 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 consumpt*on and exports. of 1mportance to pro-
ducers is the margin between costs and returnskand not the absolute
lexe}hofbeacht :Consequentlyghprograms toyincrease producers ~margins
by redycing production costs rather than raising market prices are pre-

ferable., Publicdsubsﬁdisation_of production costs need not take place.

AT ; [SSa ST T {0 %

Improved inputs raising production levels can bring about lower per unit

,w}Factors affecting the elasticity .of production were discussed :earlier.
‘The price and income elasticities of demand are discussed in the subsequent
"Consumption" section.
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production costs. Extension agents may be‘apleﬁtgﬁrecgmmendlmgggfgfgicient
production techniques -thereby-lowering. per:unit output.costs., Similarly,
improvementSzin;transportationaand;marketing facilities open new markets
and~-may reducesmarketing costs so. that;inputs 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;areasj

was viewed as the primum mobile to economic development. This impetus to

FEIN

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 8 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%5§port;taxes. Turnover taxes are a tax on commodities entering

the marketing charnels’ "Direct taxes" such as prOperty and personal
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{ncome ‘taxes are-less “important.

Frofi’ the "government *s stdndpointﬁlindirectﬁtaﬁeséappéaruto have
several“advantages. (1) - “The difficulries“andacosts ;8ssoclated with
cadastral’ surveys-for‘useﬂin assessingland taxes'arefaﬁoided~~12) +The
taxes” ‘aré”assessed and collected Wwith"relative: ease, #1-(3) The:tax.
structure can be readily altered as production and incomes vary:from-year.
to year; and (4) The producers'who are primarily subsistencejoriented
are in effect given a tax exemption since they have only limited par-
ticipation in the market.

Turnover taxes are easiiy 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 app1ied to commodities, the re1ative profitability of production
and the re1ative costs in consumption are modified 8o 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

> - 1 N

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

L . |

increased cost to the consumer reduces his rea1 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

p'}Where producers; sell or; barter goods .on a personal basis outside
of the regular marketing system, turnover taxes are easily avoided.’
Collection, is\facilitated where the major, portion of the crop is sold to
a few large wholesalers and processors or through marketing cooperatives.
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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 export is expected to

fall. 1If the tax is shifted forward to the international consumer, the
B O cabia PP LV ot e

rise in the export of fer 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,
b5 . Yoo LA MY Y 5 AL
Consequently, the terms of trade are turned against producers. Manipulating
e '“"'1

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 economv; and (2) The strength of market

participation as'reflected‘by"the rate at which individuals enter and



- withdraw from the market economy.

Higher prices for imported goods may provide temporary protection for
importisubstitution 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
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on foreign trade can be varied as economic conditions in wor1d markets

change. 1In the case of ad valorem taxes, when export prices fa11, govern-
ment”revenues can he maintained‘only if export taxes and (or) exports are
increased.;.When prices fa11 and tax 1eve1s are increased the producer

is penalizedﬂtwice. ﬁhen}the price of export crops has fallen relative to
nonexport crops, producers are motivated to shift resources to the latter.
donseouently, considerable reliance on import and export taxes as a major
’source of government revenues makes the government's revenue position
vulnerabiedto-fluctuations in world trade. Countries exporting a small
lnumher of commodities are in an especia11y precarious position. Diver-
sification of exports would tend to stabilize export earnings and public

L 2

tax revenues. Since exports and imports are channeled through relatively-
few ports, these taxes are often the easiest to collect.
When the tax is p1aced on improved inputs, a lesser quantity of

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

'lr""

the higher productivity of these inputs may reduce per unit production

al b I N

costs to the cu1tivator and the quantities offered for marketing may be
maintained or increased. In either case, imposing a tax on production
a1 P PSR

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-allocation.: 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 terims of trade against producer-consumers. .In addition,
the relative incidencé 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 techﬁiques, and economic outlook data for use by producers.

More generally, they have three broad functions: (l) 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;Aand (3) To communicate and to persuade producers to adopt these
recommenééd means. They essentiaily act as consultants to producers or
producer ofganizations so that the latter can more rationally accommodate
their decision-making processes to a changing envirbnment. The general
responsiveness of producers to changing pricé and profit situations was
borne out in the previous section on public pricing policies. This re-
sponsiveness, hﬁwever,.does not imply that producers, especially suﬁsistence-

oriented producers, have the capability to acquire or digest technical
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information oniimproved :inputs and.-cultivation practices. : Competent,
extens ion‘‘agénts can £ill ithat need: .iBut -the :flow:of. Anformation-need

not be unidirectional. Extension workers are, theoretically, in. the best
positionto:communicate sthe .needs and-potentials.of -producers to regional
and national:planning.groups. However, the:effectiveness of extension
personnel :is:eontingent.upon a8 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 are provided through
a local coOperative or through cooperation of & 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-

tia1 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 18 possible, the effectiveness of trans-
mitting such information is improved. Even where improved inputs and
information arehforthcoming from 1ndigenous research institutions, their
applicability is li;ited by differing soil and climatic conditions and by
vari;tion in social systems. Even though the proposed change is tech-
nicallygfeasible,,extension agents do not always give sufficient con- A
AN R TR i

sideration to economic feasibility,
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(3) ‘The humber of producers in the area serviced’ by the extension.- -
representative must be manageable, - Otherwise, the agent must spread his
expértise and tihme 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 stimuléting agricultural productivity, it definitely is not
sufficient. 'That is, competent extension agents may effectively explain
tﬁé merits of a nontraditional input or a new cash crop. If, however,
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 -
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st:ongaggb:foqnsegjimgggggﬁgcggpgem@;hgfregnggpQgtgongﬂggggxggngLIInot
beﬁimﬁlemeptedjﬂgndnthezqglt;yappr:will pgntiggg,traﬁitioggl,prg@uggigg‘
practices.:Furthermore,, where ‘tenurial insecurity. en,c,oup#ses exploitative
cultivq;iqp1pnagtiges'gniﬂdisng;ngs;privqte;gnvestment, few g;g@ucers
are:-interested .in  soil conservation and investment in produqtiyity-
increasing  inputs yhoae;benefitaegpe.:ealized:oyer a period of time.,
.Thesexindividuals.haye\a;qtppng,timeTPreferenqe 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;beneficskare;qogueqqgllyjshgreg by all participants. Conse-
quently, thendifferquial net ,.returns affect relative economic positions
anq;uin;murn,;relative”ngiql”agduloqgl”golg;gcal positions., Recognizing
theseheventualitiea,”extensioqnggepcg,ghgu;d,aptiq%pgtg the lqnger-te:m
consequences of..change.

For most less-developed countries, high population growth rates
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Ebhbliéate”aéhiéVéméhthOf*increasingaper,capitawincomesqyraising;literacy@
‘tatés, “improvinghealth> conditions, and creating additional:employment , for
“t':’he'e”icpa'n‘d'.'.n'g“-l'ab'c:r":'o'rce“.fti While expanding populations provide, the-poten-
tial’ for a larger, internal market, per capita incomes must. be maintained

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

Consumption
The importance of consumption patterns on quantitiéé marketed varies

with the stage of economic development and with the type of ﬁommodify‘being
considered. At low stages of economic development, characterized b§ a
large number of subsistenée-oriented producers, a substantial proportibn
of annual output is consumed directly. As development ﬁroceeds wiﬁﬁ b
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 gooads 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 conjungtion with the marginal propensities to
consume, invest, and save directly affect the strength of internal market
for producer and ‘consumer goods.

~-The three important factors affecting consumption decisions are the
relative pricés 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
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pfbdﬁééffspééi&lizesmin}nbnedible,scqsbqcropsaﬁhegfaggghxégi@ypesﬁpgipgggé .
uncertaintyusuncertainty of: price rece;yedffonmtheggpmmoq;tyyheﬂpprygggn9nd
uncértainty surrounding:retail prices; he must;paybfor=ﬁis:conaumpgignﬁggpgs.
HeurEHUcés*thisiuncertainty'byndiversifyingHproduction:sphas to produce
some?bommodittes'fof:diﬁectfconsumption.wxInvestment,decisiqnsnare,a func-
tion of investment profitability, length of planning horizons, and invest-
ment costs. Consequently, wheﬁ;inkestﬁént profitability is low, planning
horiéoné consg?ictéd; ;ﬂd hsufélﬁses" oriﬁrofits relétively small, in-

creased present consumption is an attractive alternative. As the oppor -

v C

tunity costs of higher present consumption 1ncreaée, consumption-investment

decisions become more interrelated and more complex.

Price‘elasticity of demand

"~ 'The strong firm-household interrelationships. in.most less-developed
countries:invalidate 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 that:crop but also increases the cost of direct consump-
tion ‘of that commodity.. Consequently, while the monetary income of the
producer-consumer’ is' expected- to increase, s0‘is the relative cost of
consuming that particular commodity. The :price elasticity of demand
is*h?ébefficiéntydendting~thenreSponsivenesagof changes in the .consump-
tiondemand pattern as, 'ceteris 'paribus;.relative prices of consumpt ion

ST |
goods ‘vary;™

“For 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 of the price elasticity of demand” is usuariy negative since,
for egample, an increase in price of commodity A relative to B makes A
relatively more expensive in consumption and commodity B is substituted
for A;=-The qbsqlg;ghvgluggqﬁﬁghe ppicehglaptigitx?og;dgmgndfyaries,with
commodigieq;andAwithhcgnqqmptignipggtqgns.n3qu gubsistenceforignted pro-
ducerqﬁwhqqgspninqipal.fquzggemvigwgice,;for eﬁgmple,iphistabsqlqtg‘
valuewisgexpgcteQAtgfbewyegy:loqaw_ThatR%s, the generally low level of
consumption;éndfthe importance of rice in the.total consumption pattern
intergctysp~th§t.phgpggs in the relative price ratio.have little effect
on. consumption  decisions., Consumption patterns. are geared more to phys;cal
requirements; than. to, the relative costs of goodssconsumeé,

- As, real, disposable: incomes of producer-consumers increase and as a
large;rvggigty.of qonsumg;ﬁgopdg becomes gvai}able, individuals have both
the: means.and incentive to.alter consumption patterns; and the relative
quantities. of consumer, goods demanded become more. responsive todghanges in
relative prices of these goods. 1In this situation, consumer goods act
as ''incentive goods!". In turn, the prpduceg's.ggmaqd“fpplincome,increases.
If. prices, received, and, paid are invarient, larger qugnt;ties_of coods 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 deb.t‘én'»\s:ﬁs.apaqity to repay. In the absence of higher real,.
.disposable, incomes, debt .must be refinanced, .assets sold, or conspicuous
conSumptioﬁ reduced. Refinancing and selling assets gause the debtor's

economic position to deteriorate. Reduqing coqspigqous consumptiogéis

e .

likely to have adverse social rather than economic repercussionsi In
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all; of these situations,.a. net transfer of income from the producer-

consumer takes place. .

Income elasticity Of demand
"“*";?thé"“‘fri’ébmé"’é1£é'ti‘éié’i ‘6f demand ‘for a'specified -good is'a coeffi:
ciént’ of ¥ésponsiveness in demand “for 'this good as'disposable “incéie of
the prodidér:donsuner varies.  'As ‘Félative prices’ofcomedities ipro=
duceéfhéf§ficéférié‘péfihds;”the"ﬁrﬁddger'Q*ﬁonéfhry‘iﬁCOﬁé‘and*diéﬁosi
able “income "alsd vary. 'The ‘important-income level”is the -level of réal,
disﬁ&?gﬁie“iﬁé&ﬁe*ﬁﬂéré:diépbééﬁle”lncomé”is;é funéti6nof ‘gross ‘returns
prédudELon costs; ‘rents; ‘debt repayment, and taxesi’ The® effects of"various
terms of credit w@féLdiééusged*pfévibuély“éé‘&Eé‘thé?geﬁefal-1héfféctive—
ness’ of ‘tentire”’ ‘legislation’in’ regulating rents;“'Imposing new- taxes’ and (or)
riiginé"lévélﬁ“af existing taxes, ceteris paribus, reduces disposable
incomes: However,'a portion of taxes ray b37éubseqhenfly}rEtﬁfhed“iﬁﬁthé‘
Form'6f public’ investment in the economy's infrastructireand underwriting
costs” of positive pricing’ policies.

As’'real, disposable”incomes’ vary, corresponding chariges ocetir'‘in the"
fﬁlﬁt&gifaeﬁénd’%biytﬁose’Edﬁhbdifiéé”proauéea'éﬁdicdhsdméd“dlféctIY‘hndV
‘for ‘those' consumet goods’ putchased in ‘the harket. ' Bechuse of physical
requi?éhéﬁfg}éhd”éBhStﬁﬁfibh tastes ihd”5reféféﬁEéé?”thé“ihéome”ildhtic1ty
of u"e;aaaaf‘va"r‘aaa ‘for 1ndividual’ commodities' - For example; dt* Tow levels:

Py A ';"‘:,”!'fs}:{:z'{ DA ‘F'f, e 1o g s P evre o e o L S il iy g PR N )
of“Iiving, " certain’ ¢ereals ‘representing'the major component of donsumption

¢
1The income elasticities of demand for wheat in India used by Krishna
range from :005::£0,-0. 8 See;Appendix C.
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patterns have a high income elasticity’ of:demand. That is, even as in-
comes*rise;*a“méibt~proportioh“0fWincbme7incréméntsiisﬂspent;onJconsﬁming
additiohal!food’ grains.

Riding per capita, real ‘incomés and an increased variety of consumer
goods motivate individuals to restructure their-consumption preferences
and, in' turn,” the value of the'income elasticity of demand attached to
respective ‘consumer goods. But this substitution among gocds occurs largely
after levels of ‘living have risen above some minimum; physical level. Pre-
viously, ‘corisumption patterns were traditional and essentially fixed. Con-
“éequéﬁtlij"ptdcéssed"fdods, clothing, improved housing, -and education in-
crease in relative importance. The income elasticity of demand for cereals

‘declines, relatively and absolutely.

Tastes and preferences

‘ThigAfrigtiqn point conditioning producer -consumers' decisions has
alreaQy“begppartially discussed. To summarize, consumer goods act as
incentive gooAs in that incréased availability and variety of these goods
alter consumption preferences and individuals' demand foryiﬁcome.
Recognizing that observances of social and religious-events are also con-
sumer ‘goods’, ‘the’ opportunity costs of these expenditures increase as the
avdilability &nd variety of consumer goods expand. The rapidity with
which Tiewly-initroduced ‘cotisumer goods have been adopted in several -less-
developed"count¥iés particularly in Africa, indicates a willingness and

desire to alter traditional consumption patterns.
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Private; Investment

suatoInvestmentninzoutlets other; than.working.capital imply a, lengthening
of the planning period beyond the production cycle. .That is, whether.
funds:are invested«in;.an-irrigation. pump,, improved housing, savings.
account;:orsan dtem;of. jewelry;; investors usually realize a flow of
returns.extending;beyond. the: next. production period. : This, of course, does
not: preclude liquidating the investment. at any time. Lengthening the
planning: horizon is prerequisite to sustained, economic development. This
-attitudinal change, haowever, .also introduces new uncertainties not en-
countered when;traditiona1'prodgétion and cqnsumption patterns are maintained.
When investment. in nontraditional inputs. is contemplated, additional man-
agerial inputs may be necessary. This should be reflected in estimates of
the physical productivity of wvarious inputs, estimates which usually are
not synonymous with results achieved on experimental piots and demonstra-
tiga fa¥ﬁs; Additioﬁal pricé uﬁéeftaintf is involved when new outputs are
add;a to thé“firm; Se&eraltfriéfion pointé abpear in fhe investment

decision funct:lon.1

Initial. investment. cost

The, initial cost:varies.with type of. investment. The construction
of an'irrigation; system 'is.more: costly.than purchasing a new plow. Con-
sequently,. the ,potential, investor's .financial position which includes

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

lfrivate investment is discussed in Chapter VII. The investment
decision function is given in Equation 7.1.
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nimberof feasiblevinvestment“opportunities;v“Mostwsmallkscale producers |«
whether’ tenant$: or ownér-operators, simply:do not- have the:financial
capacity to invést in’ an irrigation system. When external- financing is
used for part of the investment cost, credit costs alsoaffect:invest-
ment decisions."Thus,fthe-incentive and capacity for private investment.

are conditioned by the availability of credit and its cost.

Estimated net returns

‘Not_only are the—estimated net returns importantlbut 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
L e, P

As the discount factor applied to estimated net returns is increased,

5

ceteris paribus, the profitability of the investment under consideration

decreases. Several factors are or can be imp1icit in the discount factor.

The opportunity cost associated with investment funds is inc1uded. As

£

economic expansion provides a1ternative uses of investment funds outside

5

the firm, as s&vings institutions become more wide1y diSpersed and as
. : !)ﬂ ‘h . - ﬂ" . .

government bonds and corporation stocks assume greater familiarity and
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- reliability; thesopportunityscost;associated,with funds privately invested
in the firmichanges: ancthfltheseyalternative,;competing.investments_,
has itszownyuncertainty.which:should-be reflected. in the opportunity. cost,

'Pnicemand»technical uncertainties associated.with .the potentia;
investment.are. alsorimportant. .As :these uncertainties increase, so does
the value of the discount factor. - Public pricing policies through, for
example, marketing boards can reduce near-term-price uncertainty. Tech-
nical uncertainty is associated with investment in nontraditional inputs.

This uncertainty is particuiarly crucia1 for producers who are "survival-
oriehted" and for tnose embodying tatalistlc attitudes and reliance on
supernaturai phenomenanor ensuring their we11-being. Improved education-
and communications systems together with the work of extension personnel

Bl R

should partially a11eviate 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 returns 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 agrarian4re}orm and land redistribution may be

reflected dn»either or hoth'the 1ength of p1anning horizon and the

discount”ractor. Eftective 1é§151at1§n guaranteeing tenants rights'

and!hroviding o;ners 3ith securettitles to 1and reduces one e1ement of

unc;rtainty;‘ Access‘to low cost long-term financing 1essens the need
S8 Bin eran e L pe e v

for net positive returns soon after the investment is made.‘ Relatively
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low cost eredit £or -essential consumption purposes would compléiient -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 weil-béing 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 demand 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 1s~not
sufficient for mitigating or removing other impediments to agriéultural
and general economig,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. Re;ources are
scarce everywhere but capital and administrative inputs are paftiéularly
scarce in thesg areas, Thus, resources which may bg committed to building
roa?s, eri?w§;atiops and monuments have alternative uses in education
faci}}tigs, pgalth‘gys;ems, and irrigation netwopk§,

~ The best use of these resources is conditioned by planning objectives
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andgthe ;lengthsof the,planning horizon, .That .is, a timezdistribution of
developmental priorities implicitly exists for any developmental plan.
Such,priorities;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. a number of occupational groups ip 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
piahningwﬁrihciples.

V To séﬁé dégree, change hag its own built-in momentum. Improvements
in communications, transportation, and educational facilities not only
incféaée individuals’ aspi£af16ns but awareness of their relative economic
weii-Béing. Inequ{fﬁble gistributions of wealth and income which con-
difi&&rallbaébééég of lifé éduﬁled with few, éffeétive means for reducing
these iﬁe&&;fitié; éénefdgejéfustratiéﬁ;and tendenciés for social and

U T

politiéal uncertaiﬁfﬁ{ neither is conducive to private investment and

IO R

Sava st us !

Ideally, fhéﬁﬁeed is fof geﬁerélvstfuctural reform, i.e., a coor-

[ZE T ¢
e

dinated program of alleviating obstacles simultaneously. However, few

P .o

s %I .

LL IR , . : L
countries have the financial and administrative resources even if they

e hrawidn o Lws o b e, e S 1Y T i, in "
have the will, They face the ubiquitous economic problem: éllocating
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scarce resources among competing;-though ‘often mutually supporting,
means sv as to maximize objectives being pursued Investment in roads,

AT T e R

extension service systems, or rural credit institutions cannot be based
on a priori reasoning only. Each potential ailocation of financialAand
administrative resources muat be subjected to at 1east an economic test
of its merits relative to alternative uses. With a11 of these factors in
mind, planners should‘try to develop those programs consistent witb
existing realities. Generai prescriptions and borrowingmdeveioomental

plans from other areas are of little use. Such an approach is misleading,

if not detrimental, to promoting developmental processes.
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As economic development proceeds, the agricultural sector typically
declines in relative economic importance. But this does not imply that
the‘d;riculturai sector is relatiuely unimportant in. deve10pmental proces-
ses:)vfo the'cont;ary.“the starting point for economic development is
m;n : Jéé oleand and its inherent resources., The appiication of labor
and man's ihgenuituyto using these resources largely determines the prod-
uct forthcoming and in turn, the physical 1eve1 of living, 1In the
ﬁafthusianrstate, 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 developmentl, 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,

1Economic 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,.clinatic factors, and external contgets, whether the latter vere
through golonial;gogquest or‘ttggez have‘gonstpgingd;quhgggi}%ggtgé
developmental processes, When;guch processes muﬁtlye:igtegrated w{sh ’
or superimposed on. existing qulggral patterns, aggthegug?mensiop};Q_the
complexity of explaining or predicting economic cbaqge is ipt;gdpced.

The focal point of interest is those countries‘which.are}tg:mgd
"less-developed" on the basis of per capita ipcomes which are low rela-
tive to those in other countries. None is at the ear}iest stagequ‘dev-
elopment in that the agricultural sector is the only sector. Ragbgr,
countries have varying levels of living and economies of varying diver-
sity.

The desire to raise levelq of living and the regognition that the
various sectors of the economy are interrelated have increaséd the empha-
sis given to formulating national plans to stimulate and guide economic
activity. The orientation toward identifying and supplying.thg missing,
causative input which would accelerate and sustain developmentgl proc-
esses has largely been unsuccessful, Fo; example, ipfgsing capital or
developing entrepreneurial skills has not been‘sufficient. Rather, this
orientation has shifted toward the need for simultaneous action at sgveral,
interrelated "friction points"; hence, the need for coordinatedlplanning,
both Within and .among sectors of. the economy. Th;s“qrientqgiqn need not
imglyfa."balgncgdﬁgrowthf4apprpa¢h'to develqgmegt,}howgver,

National plamning is fashionable in many lesg-developed countries

and  is necessary for most. The impetus for planning largely arose after
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World War II when economic disparities among nations were publicized,
and '86¢1a1 and 3ﬁ§siggigggiéﬁ£i§£§mﬁeééEéﬁéégeéaﬁo’&éﬁéfﬁinéfEﬁ%*éauséé
of theggjgﬁéégﬁéﬂahéﬁdﬁggiéaﬁéffﬁcﬁ”ﬁfogfﬁﬁé%fof moving the léss-devel-
oped gfégs;féﬁérd:Eﬁemfelaﬁivély‘ﬁdré%afflueﬁf”aeveldpédﬁcounftié&.
.nrfléﬁniﬁé‘1§wfﬁsﬁigﬁéﬁle becduse it manifests a trend toward modern-
ization, especially among thoée countries with a Socialistic bent. At
times,lﬁgéiénaizplaﬁéxaéa(g'bfééohdition to attracting external assist-
ancéf‘AInwh&difion,'the'devélbping and publicizing of national plans
have connotations for political and social stability. But this also
indicéizgxagneééssity‘f5¥”plaﬁn1ng since such stability is desirable, if
not hééé%sgfy;JfOr attaining developmental goals.. Conversely, invariant
social relationships may discourage private initiative and inhibit imple-
mentation of public policies which negrly always result in a differential
distribution of costs and benefits among those affected. Neither is com-
pleté‘paiitféal stability conducive to developmental processes if cor-
ruption among public officials is widespread, if public policies are
geared toward maintaining theé ecornomic and social status ‘quo, and if the
public does not have corifidence in the prevailing political structure.

Thud', too much stability or too much in%tébility'is inimical to economic

‘and 'social chdnge. Theé optimugy balance is not only an elusive but ten-

uous phenomenon,

Triéteasingly, the desire fot change has its own ‘built-in momentum.
Such a desire is Bﬁg.Hf'dééﬁgei&ﬁaﬁvéfies“&iﬁeregidhs within countries
anngﬁgﬁg;Egugfffes:~iiﬁ31&e§f§é is stimilated and sustdined thisugh

ABRISG S00UG i i afdunndn vod me et o /S MR I ST T I T S Y
incréased contact between rural and relatively trban areas resulting in'
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more participation fn the market econony and throuh, increased, commynt-
cation via radios, movies, and word-of-mouth. Furthermo;e;vghgwg;pwth
of labor unions,and othgr gconomic groups»wﬁich‘generatg;o;:égbi}igé
individuals' goals and, in turn, publiclyvaiticulate tpqsé ends are
another actual and potential force for change. Alsé, public gxhprta-
tions accompanying the implementation of developmghtal_plans condition
people to the desirability and necessity for change. But change ié not
unidirectional. Adverse experiences, whether actually or illusoriiy
perceived, affect individuals' receptiveness to future change. The
inability to achieve individual and collective goals likely affects‘the
levels at which future goals are set. This need to attain q;ated public
goals also usually generates the need for a cqordinate@,ﬂgcogoq;p P180~h
Concomitantly, planning should facilitate the estaplishmen; of a config-
uration of goals which is economically, socially, and,politica}ly feas-v
ible.

As noted previously, at relatively early stages of economic devel-.
opment the agricultural sector is the predominant sgctor in the economy,
both in terms of its contribution to national incéme énd the p;oport;on
of the population living and working in this sector. Even in countries
where the agricultural sector is not the principal sector,.thevggéansion

of agricultural'production is often viewed. as being the mainspring.or

precondition t6~sﬁstained, general economic growth in,thé.economy.l“

liuznets statés, "...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 this: proposition. " Included Would be
ene EiiTonin:

(1) The high proportion of the population and the active labor force
residing i the sgricultural sector.! The Sconcmic comsideraticns sic
' quifékgsgg;éngllhihis pgﬁuléfioﬁrreﬁfesgﬁté gﬁﬁdééhziaiifzefban&iﬁg méff
keéifsé';rbddéé; an&‘éaﬁsumer goods ﬁfbduhea’ouféide’of the égrfﬁﬁltutél
séggsft'bgﬁﬁﬁdbmgéticaiiyﬁand intéfnétioﬁaii&. At ‘the same time, these
indi\iiicié'J:ei']fs r:epré”senlt an existing and potential demand for employment
opportuﬁitieé’thfbdﬁhsﬁf the écdﬁomy.“Obversei§; they represent a pot-
ential léﬁﬁf éﬁbpi& for economic\expanéioﬁ and diversification;

zé)’hfhé deéirﬁbiliﬁy of dampering current or potential inflation-
ary tendencies So that consumers and users of agricultural raw materials
héGé‘édcéss toithéSe commodities at relatively low prices. These low
prfdes‘hélp kéép the cost of living and unit production costs relatively
low.2 Ceteris paribus, opportunities for expanding agricultural exporfs
are also improved;

(35' The need to increase the mobility of capital and labor to the

noﬁagficﬁifﬁréi sectors of the économy through the generating agricult-

1See Appendix Table:'l. :This proportion is particularly high for the
African countries where several have 70 percent or more in the agricult~
ural sector.: 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.

210w 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 and capltal lnvesCment in otner sec-
Gy DL moent oagnoo ¥ ) ’ ' )
tors of the economy;l

(4) To expand foreign exchange earnings through exports of agri-
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cultural products and a reduction of agricultural imports. The genera-
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tion of foreign exchange represents the means for 1mporting capital and
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consumer goods, both of which have a direct impact on developmental
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processes;
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(5) To promote political stability which is influenced by economic
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conditions in the agricultural sector. The benefits of increased output
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and (or) agricultural income as a component of GNP are never equally
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distributed among agriculturalists. However increased output and
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income represent a potential means whereby a system of taxation and
W liatie o PR % i 1 4 . L;w‘

transfer payments may be used to effect some considerations of economic
equity; and

(6) To pursue nationalistic objectives of being se1f-suff1cient in

Coan o . .;I.-.,' ' ; [ R

food production thereby 1essening the need to import foodstuffs as prod-

et LT SRS

uction levels vary with environmental conditions.

1Th”eﬁterm~"snrp1uises!';has an ambiguous connotationi: In' the:context

in which it is used here, "surpluses" represent the differences between:
production and direct consumption of the respective commodities.

1

2Appendix Table 2 provides data'on:average imports:and-exports for
selected .countries: for: the 1964-67:period. Theicontribution of agri--
cultural'exports:to: total-exports:exceeds. 50. percent: for»all: countries:
excepti:India.crInrturny.the percent-of.all dimports.designated:as- ‘manu=
factured. goods:and: machinery: ranges: from: around+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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Population growth rates are high for most less
ikt ] ;uma.ﬂunﬁﬂuwrwu.u'“ 4

Aunual average growth rates for population. generally range from 2. 0 to
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:3 5 percent. For several countries, the growth rate of agriculturul out-
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-developed countries.

S ANOR A R “ SRR w a0 R ity Bt nd
put "does not even keep pace with that of population. For some Latin
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American countries, .in particular, the population growth rates appear to
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‘be increasing. Given the high income elasticity of demand for . agricult-
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ural goods in these areas, any increases in per capita real inrome accen~

e

tuate the race between growth in demand relative to supply, The dispar-
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ity between these growth rates is exacerbated during periods of adverse
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production conditions. The upward pressure on prices does not benefit

the mgﬁg;ié} ofAindividuals!in less;developedwcountries. Subsi;tence-
orientedr;roducersdwhokaccluntﬁfgi a significantvproportion‘of the rural
populations sell”relativelv little in thewmonetizedimarket. All consumers
seeyzheir co;t of livingqrisingiq ﬁageiearners,‘including agricultural

workers, experience a reduction in their real incomes unless the1r mone-
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‘tary incomes are raised accordingly.‘ Increases in the cost of agricultural
- e P S 33 EU TRt sy oy Sl mal Lo Doy
raw materials and in labor wages tend to reduce the profit margins of

1See Appendix Table 3 for annual, average growth -rates-for- -population,
perscapitasreal gross. domestic product-, :and:agricultural output :for selected
legss~developed  countries:

2The relationship is more involved. Agricultural output includes
nonedible .commodities. :Several..countries export:a substantial: portion
of their agricultural output. Conversely,.a part. of: ‘export: earnings is
used; to; import: food commodities.:: Furthermore, even:if the growth: rate
of food .production is-equal: to or-exceeds: the population: growth rate;:
fdistribution patterns;determine: the: impact:on individual; welfare.:



- 65 -

manufacturersa 1f 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
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of the new wheat varieties, for example, in Mexico and India have been

§
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rather phenomenal Since wheat and rice are the two most important food
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grains in most less-developed areas, it is important to note that this
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technological advance is limited to on1y two or three crops but also the
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most important ones . The initial success of and the publicity given to

the "Green Revolution" or the 'breen Evolution" certainly have raised
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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,
1imits the extensiveness of their adoption. Complementary inputs, in the

form of fertilizers and irrigation water are necessary (1.11, 1. 22) The
oty

rate of adoption is retarded by insufficient financial means to obtain

[ o

these inputs, including the seeds, and by the need for some additional

management inputs for determining the optimum mix of inputs.1 Because of

" lgven 1if 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
uncertainty ‘of ‘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 pfoﬁ;

ortion of cultivators who have raised their expectations find them unful-
D"? L' J R f‘ Nt I.«‘.“"= ,' Time B P "

filled While it is tempting to v1ew this as the "social consequences" |
oé'éékﬁgmic change such an’interpretation appears’to“be misleading.v'The
economic and‘“inuturn, social consequences of'an expanding pOpulation and
incrzasing‘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
s i .

improved agricultural inputs. Thus, social instability appears to have

beenrhoth the cause and consequence of the '"Green Revolution". More

vy .
correctly, the process of change involves nearly simultaneous change in

A PEED X SES 54
social and economic relationships obscuring any specific cause and

v, 1
! i

effect association.1
Planning focuses on sectoral growth and the consequences for inter-

sectoral relationships."The economy's infrastructure, physical and

el . I

human resources, and individual attitudes and motivations form an inte~
sCe ey L
grative system of economic and essentially noneconomic factors Which
BT AR ; PR BN B t
mutually constrain and sustain developmental processes. The early work

of Rosenstein-Rodan (1.17) stressed the need for an integrative approach

e [ nor T

to~HQVb1obmént-fﬁ*tﬁé'sgnsé*;hht "balanced -growth" among the various

2% B
See Frankel (1 4) .for;.an,. excellent discussion of technical ;change
in association with social change.
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sectbfs&of"thé*ei&héﬁ&”ié”ﬁecéESéfy”fo%*redﬁ&iﬁéﬁéﬁéép6§§iﬁiiit§ﬁ6f
shortages-and- Surpluses-among céctors;- Nurkse (1:15) popularized the
interrelationships among factors throiigh® the concept of the "viéious
cir¢les of poverty:" ‘Lewis (1.9) and Ranis and Fei '(1.16) were primar-
ily interested in' agriculture's' contribution to industrialization through
labor ttransfers; and the capital embodied in labor, out of the agricult-
ural sector;l' 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
would follow.2

The Harroq-Domar models (1.1, 1.5) stress the role of capital invest-
ment in the eéonomy. This is implicit in their emphasis on the use of
capital/output ratios and levels of investment in largely determining
the 1evei of economic aétivity. By further implication, behavior patterns
are assumed uﬁchanéed and no structural bottlenecks occur in the economy
as the levels of iﬁ?estment 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-
emphasiged thg importance of capital, per se. In both of these situations,

experienced, competent individuals were available for distributing and

1A ‘later version by Fei and Ranis (1.3) acknowledged that invest-

ment 1n’the agricultural sector may be’ _necessary.
AR W 3

, 2Some similaxities,exist between this proposition and Hirschman's
(1.6) discussion of sectoral linkages in an "unbalanced" approach to:
economic growth,
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“5'1"‘3&:5“'%:; external assistance. In addition,.the,problemwas,to,a,large.
extent -sbﬁ?-{eff_.sﬁtzu}.lé?ps or,.in the caseoflsrael ,:»b,t,,xu.diﬁgﬁan infra-.
structure for the economy. This lessened some of the problems confront-
iggﬁgQth;;gg cu;;ept}yiagggmp;;pg reform apd}t:apsfo;mation of existing
.gfggggugeg,,qomggqg,ghigh hayeibgen institutionalized. over time,

. 'ﬂ?hgaiqgrdina;g{emphagis on 1nvestmenp,;gg;'§e,‘in,construcping
national developmental plans is criticized by.Myrdal who stresses the
cqgg%emgngapy need for changeéﬁiniattitudes,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

a}} 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 nationalvplahning
Qﬁd”5§passes all of the ensuing probiems. Reliance can be placed on
.éfééitionai ﬁrivate enterprise with an occasional infusion of public
“fiinds where bottlenecké-oécur, externalities are widespread, and cap-

‘acity Por 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-

devéloped countries. "But influenced by Marx to a degree they are rarely
aware of, they usually make the first assumption [ (1) above] that econ-
omic advance will have strong and rapid repercussions on attitudes and
institutions, -especially on those :important for~development"; (1.12, p.
1905).. o S
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need for sectoral models giving more attention to 1ndividdalqproducen
and consumer bghavior and the subsequent integration of these models for
p1ann1ng~purpo§és-i§ aﬁp#tenﬁ. For é;ample, the-égricﬁltural.séétof in
less-developed: countries embodies a continuum of landi;sé.laﬂorers to
subsistence-ofiented produéefé 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
'1ncreasing 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 importaﬁcé ;f inéreasing agricultural productivity. |

The "'self-help" provisions of the Food for Peace Act of 1966's§1pu-
late soﬁé of the cdmplementary roles that recipient governments must play

in stimulating domestic agricultural production. These provisions are
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excerbtie'd'-’#b'(ﬂowzﬁl"

" ' Sec. 109. (a) Before entering into agreements with
“developing countries for 'the 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-
ita ‘production 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, famm
machinery and equipment, transportation and other neces-
sary industries' through private enterprise;

'7(3) training and instructing farmers in agricultural
methods and techniques;

'(4) constructing adequate storage facilities-
'(5) improving marketing and distrlbution systems;

'(6) creating a favorable environment for private enter-
prise and investment, 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
budgetairy and foreign exchange resources (including those
supplied by bilateral, multilateral and consortium aid
programs) and local curremcy resources (resulting from:
loans or grants to rec1p1ent governments of the proceeds of
local currency sales). ‘

lUnited;StatesﬁStatut.es’at Laxge 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 centum 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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anning.. ' 1§ thig environment land, tenure systems represent..apara-
ST e ETRENY Y S g b e e PR ekt PriuivAaasiatagia Syt £ .

iter "in dévelopnenital processes.

'Lﬁeyéialwpttgmﬁtd'ﬁavg beeﬁ'ma§e to, describe the process of: agricult-
ura} growth and development. Johnston and Mellor's: paper (1.7) was an
garly Fontfibgiidn‘tb;ﬁichSSing soméﬂof the interrelétionshiﬁs%Affect-
fﬁgfigficulturaL,gréwth} Mellor (1.10) and Schiékéle (1.18)1ﬁave~made

rather extensive discussions. Schultz's Transforming Traditional Agri-

culture (1.19) is importaht for his attempt to quahtitatively test some
of the hypotheses rather casually used. by others. Several books have
been editgd 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 sﬁudy 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,deyeloppentgl processes rather than having any gains accrue to

a relatively small proportion of highly commercialized producers, and



- 73 -

(3) The need for structural adjustment in the agricultural sector rather
than agéﬁhihgﬁthaf the inéﬁftuéibhal'étructgre?éhﬁhﬁéd-}p:tpéirfgﬁﬁfdir-
ection and correct proportion so as to be always favorable_to develop-
mental processes; béth exogenous and enddgenous.' Such is the basis for
public intervention in the férm of national plaﬁning'whereby sectoral
programs and policies are coordinated and reinforced so0 ;S t§ i@éfove
realization of develépméntal goals;

Following the Summary and Introduction chapters, subsequeﬁt éhapters
deal with the principal factors .affecting agricultural growth gnd devel-
opment: (III) Land Tenure Systems and Firm Size; (IV) Production Tech-
nique; (V) Rural Credit Institutioms; (VI) Market Systems as a Component
of Social Overhead Capital Facilities; (VII) Values, Attitudes and
Objectives of Agriculturalists as Producers and Consumers;:and (VI1I)
Government Programs and Policies. Integrated with the discussiqn are
references.to the literature. The implication- that these are the modal
or most prevalent types does not necessarily hold; the literatqge only
provides a repository of information relative to those faétors and situ-
ations agtually studied. Difficulties arise in segregatiqg 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 lénd tenure systems, ger;nment programs, and
produceré"objectives. Some of the "friction points" of agricultural
development were identified and discussed in Chapter I. These "friction

development,
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CHAPTER III. LAND TENURE SYSTEMS AND FIRM SIZE

$arg oy ar ey by S
Land eeRias patterns are ‘a’ part. ‘the tota1~agrarian‘structure“‘ "Agri-
’ Wyl g o -l

2RIV el 8 . Y ,,.J\,‘,.s
e

cultural growth and development are conditioned by the interaction of all
STy s o EITRTE S 'RV
components “of “this structire. ' ‘For this study;’ 1and“tenure 1is 'defired as the

pattern of land distribution and of the rights and obligations of occupancy,

s
A \

ownership, and land use. Subsequent chapters focus on rural credit instit-
utions, social .overhead capital facilities, .and. g)vernment policies; some
of the other components of the agrarian structure.

The evolution of the tenure structure results from social and-economic

power;icustom;“and'legislation; all tending-to become institutionalized‘

over time. In addition, ecological factors affect land-use opportunities
and.production techniques; Forrexample,.shifting cultivation is not only

an accommodation to or an outgrowth of climatic conditions and existing

- production techniques but also comsistent with traditional social and economic
relationships, -In another vein, .the tendency for the population to concen-
trate in areas of highest land productiuity and near growth centers of the
economp affects the demand for land and, in turn, the landowners' degrees

of freedom in formulating tepurial 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
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*foﬁﬂafin’difféiihé“ﬁtﬁéf&ﬁhi&ﬁigarééﬁﬁﬁﬁﬁiin’varying econbmic*and“soéiar

‘Bystems’

““At"low ‘'stidgés of- economic’ development,” the distribution of income 1is
highly influéticed by tHe pattern of land distribution. - This ‘concentration
‘of‘ﬁeal%h*éhdfiﬁcdmé“ﬁbb;Iﬁﬁbftaﬁt‘imblichtiOné“for'thé“étréﬁéth"bf*in;“'
ternal marke :s for all goods and, in turn, ecomomic’incentives Ffor diver—
s1fying the “Ecoromy. - Tn addition, the high man/land ratios' in’ some areas,
for ‘example,* South ‘As¥a, combified with’ highi growth' rdte of the-agricultural
popﬁl&tibnS'hQVe“reducéd the size of individual land'holdings, furthered
fragmentation ‘of ‘holdings; and enabled landlords “’t‘o;‘“exaét 'tenancy ‘arrange-
ments ‘largeély or their own terms.’ With nonfarm employment ‘opportunities
limited, “the ‘relativély more~disadvantaged are willing to“work ‘wuder tra-
ditional ‘teriancy arrangements or even more inequitable osies '

-+ Reéforms- have 'been législated. Too often, ‘however, such reforms have
been oriented more téwérd'placafidn of agriculturalists'Father ‘than “toward
coordinated; ‘Structural readjustment. In addition,“tHey ‘6fteén ‘havé  not been
effedtivély and vigorcusly implemented.l -At times Social gains'tave been at
the ‘expernise of ‘econorilc ‘gainsg, especially ‘from a 1onger-term viewpo‘.tntL2

The vested “interests of the politically articulate and powérful -= landlords,

-

- ulFor ;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. 1303-4 1324
1330-34) , -and.Kermani. (3.13, p.:67).

“izFféﬁVthe“iﬁdividﬂal”standpoiﬁt, redistribution ‘'of land to“former "

tenants and landless laborers in the form of essentially unviable economic
units generates both social and economic gains, at least initially. -At-
sthe:macro-economic level, such land reform may be-associated-with. decreases
..in;production. and (or) quantity marketed and adverse. prospects: for improv—
«+ing :future -agricultural productivity.
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‘Large estate; owners, and mopeylenders ;- have: motivated, these individuals

L DTR 1o

“to 'champion for the status quo or for changes which primarily beqqﬁ%gJ;hem.l

| A‘,,,;d1,%92999;:;19;95%@@929@; of .influence An, the hands, of, large landowners
;;e,eﬂpkédm.i}h 8 lack of organized political and economic pover on the part
of ,small-geale cultivators has tended to sustain traditional tenure patterns
An,many, less-developed areas.,

s v, 510Ce, economic pover is jalso associated with political power, the rel-
-atively disadvantaged have few alternatives for improying their well-being
elfher 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 'P“@.,.. landless laborers do, mot have access. They have to
;e€6h£:£6 noninstitutional 1eﬁ4ers.ynEvgq,if:;gnqn§§zquhqmall?landhqlders
ﬁhgye;tﬁg;qapacity for private investment in improved inputs, the proportion
©of .net, returns going to the landlord and(or) the.proportion accruing to

‘the marketing middlemen may. tend to discourage such .investment.  The

»E&Riéﬂ%EPF§?zi§;F aEﬁ%ﬂé t°eke .out a living from a relatively small,land

base has few opportunities to improve his economic position, particularly

W¥hen employgent in the nonagricultural sectors is also,limited.,
The?above diﬁéﬁssion emphasizes the relative disadvantage of the

small landholder, ‘thé 'tenant*and ‘the landless ‘laborer. ‘While ‘this group
el ERUSSL el kD 6y defeoert 00 g T ST LA S T2 S

usually.contrqls a relatively small prdportioﬁfof‘aVailéble land, “they

account for a relatively . large  gegment .of.the -agricultural population.

'ﬁﬁiﬁéSeéifeférénées-given in*précédiﬁgﬁfdothpte.i9Sevgré1~counter3examples
‘exist such-as:the:inflience of:Ghandiin India; “the’proponents:of *colleéctive
farms in Eastern Europe and the organizers“of‘cooperative farming-inits in
‘Israel, I -
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_Plantations and large estates exist at the other end of the landholding

$n <

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-

1Several land reform programs have had limited success, at least from
a standpoint of economic viability of the firm, ‘because an inérdinate 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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ductivities as a’consequence of past production practices, use of traditional

NS L R

production’ techniques, and soclal factors influencing labor productivity.

Sec%%df“tﬁé”&iéffiﬁﬁfion'afiian&;'ﬁﬁaf'is; the size and contiguity of land

éigéié; aﬁ& thé'6fgahiéatiéﬁ'éhd'ihﬁenéify 6flébrk patterns‘are 6réaniiationa1
faétors affecting the bbboftuﬂitiéé'fbr é&oﬁting improved technology and the
timeiiﬁéésféf coﬁéiéting farm operations, Producers' objectiVes and fﬁe exogenous
effect of government programs are elements which further complicate‘thé
determination of firm size, |

Firm 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 whén 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
_fa;iaé;pg‘economicvfaétprsg

i¢H) Thé.cabéb;l%ty(gg geﬁé;ate,q;surpihs for saving, a part of which
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i%'é&ﬁiiiﬁie'fbf“ﬁfiVéfé, piroductive investmerit ‘WHere "such ‘rémificfative
opportunities exist;

(2) ' Thé capacity of the firm to profitably ‘aB&orb additfonal - ifere~"
mérits of various forms ‘of capital;

(3) . The choice of productiontechnique where alternative techniqiies
are economically and socially feasible and are available;

(4) The opportunities for ‘diversifying firm enterpridds to incréease
adverse economic conditions for individual enterprises; and

(5) The ability to sécure access to additional resources,; including-
public and privaté credit and extension services.,

At points in time, firm size is a consequence 6f evolutibnary and
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 necesséf;‘financing plus prodicers" inertia toward change. In

3

an attempt to systematizehthe,éiscussigg,dthe”follpwing formulation is

O e P

employed.1
: L3 pa )+ a (IF] g, y (
J= Zpq +u Rk =Zpql+r{lF]l g, ..., q)} 3.1)
t=1 11 =117 ! s

j‘C['he termsin Equation 3.1 are defined in Appendix D.
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r)E:qua,g;l:pnﬂ 1.represents.a constrained-revenue maximization formulation
‘'with the comstraint being capital availability, K. Fq:_t@g sg@qig%gqgg_'
producer, /it may be interpreted.as,a constrained utility maximization approach
where the p; (1 = 1, ..., n) are utility coefficients. The n outputs and

m inputs.are ;incorporated in the implicit production functiqn[ﬁkql, vees qs)
where n + m = g,

-Fox . short-run decision-making, producers are restricted to their respective
ghoxtyrun average cost curves, SAC, as in Figure 3,1. These are the comse-
quences of past ;gvestmgq;s,in‘figeénagsets,l current technology employed,
anticipated input prices, and producers' objectives, The SAC curves may

be considered as indicators of firm size. In Figure 3.1, sac® may represent

the initial cost structure for a market-oriented producer. Corresponding to

Mo~

LRAC

o} q, 9, 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' SAG curves.
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SAC® 1e an equation similar to Equation 3.1 where only one commodity.is ..
represented, i.e., n = 1. Firm size is affected by the following factors:
ﬂ(i)‘ The functional relstionship'[F]ﬁwuich,incorporqte%Lcogsiderstigg
of the quantity‘snd productivity of fixed inputs, iuciuding isud;.the L
physical relstionships between the variable and”fixed inputs;hthe production
techniques employed; and the ipflyence of exogenous fa°§9r57“,Thi?;ﬁ““QF%?“al
relationship,'along‘with input prices, represents the feasible points on
sac® open to the producer;
(2) The magnitude of KP, the working capital constraint. The amount
of KP, along with [F] and input prices, determinesrthe feasible points on

sac® actually available to the producer;

(3) The pj ‘j,f_l’r"°’ m) affect the number of qj =1, ..., m

m
that can be used since. I p

q, < K°. The q,, in turn, affect.the points -
gerd% = 3
on SAC® that can be reached; |

(4) Given sac® , the output price determines the profit—maximizing level
of output. At p2 in Figure 3.1, Oq2 is produced assuming that x° is
sufficiently large to permit production of 0q2.. If the price falls to py»
the optimum, planned output level is Oq,. Although'the*firm“size'implicit
in SAC® has remained invariant, the actual size in terms of output varies
with the poirt 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 to long-run planﬁiné decisions

‘that all factors of production ‘are variable may apply In 'individual cases but
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not “In“'thpse areas’ where man/land ratics ‘are high. General economic ex-
‘pangion improves opportunities for feé&ﬁtce:eGailability‘aﬁd mobility,
Theﬁfﬁfaf;téﬁhfhen"E&gfhtionﬂinﬂielatiGely‘aevelopéd countries has facilitated
the eipeﬁeibh of ‘individual resource bases, especially land, on the part
't “those ‘Yemaining in ‘agriéulture. In much Of the less-developed areas,
additional land is available for cultivation, but the private costs of
déﬁeldpiﬁé this 1and for commercial 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 3.1, a movement from SAC® to SAC1 as a result of private in-
vestment in the firm is an increase in the firm size or, more correctly,

in the outpﬁt 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 produce:s' 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

?he l96Q_worldacensus of agriculture (3.23) provides data relative to
farm size, expressed as size;of land‘holding, for a few less-developed
cqhnttiee,‘ See Iablee‘3.1 - 3.3. As already noted, farm size in terms of
land area is only an approximation of firm size. Where traditional pro-
dtetien techhiquee emhod?ing labor as the primary variable input are used,

fetm sigefis a better igdiceter of the size pf,operatiqps than where a large
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farm size in terms of land area has no implication for land productivity
and, in turn, the producer's capacity to produce for direct consuiiption and
for the market. Where environmental conditions are favoreolehtorﬁnultiple
cropping, relatively small land holdings need not be associated with Low
levels of annual production. Furthermore land area per farming unit does
not reflect the problems of land fragmentation and costs incurred in traveling
to and from land tracts, Some individuals are only part—time.farners 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 thougn the land area
appears to be adequate, the residual production. or income.is notxsufficient
to sustain traditional consumption patterns and even 1ess'the'cepacity 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 capac¢ity to contribiite to general economic'Eﬁpansion.
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’number 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 lendownership ie,sy;nonynousluith‘, 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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Percentage distributions of agricultural holdings and total

‘land -areds 'according: to size 'of-‘land holding: for.ispecified
South American countries*

Plag e qaiteg

‘A11 sizes of land holdings,

, ~in"hectares 0 <2 2.<:5 5 <10 110 < 25
Argentina: tt
>9 -distribution of holdings | <+——15,2 > < 23,2 ——>

% distribution of area <« 0.1 > < 0.9 —m>
Colombia: a

% distribution of holdings" 40.4 22,1 14.0 9.5a

% distribution of area 1.4 3.0 4,2 5.8
Mexico:

% distribution of holdings | < 65.9 —> 6.9 9.7

% distribution of area < 0,8 —™> 0.4 1.2
Peru: c

% distribution of holdings | < 83.3 > < 1:7..5‘:—> <

% distribution of area <« 6.1 >l < 5.0 —> |<—
Uruguay: b a

% distribution of holdéngs — 14,7 ™ 15.0 16.1a

% distribution of area < 0.2 —> 0.5 1.2

%The data are for.10.< 20 and 20 < 50 hectare groupings rather than
those in the table heading.

bOnly holdings greater than 1 hectare were enumerated.
cludes arable land, pastures, and woodlands.

“The data are for 5 < 20 and 20 < 100 hectare groupings.

*
Source:
(3.23),

Area in-

Food and Agricultufe Organization of the United Nations
Data for Peru from Brodsky and Oser (3.6, Table 2).
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Table 3.2. Percentage distributions of agricultural holdings and total
land area according to size of landholding for specified
Asian-countries*:-

0 = 1
Size of land holdings, . . | Holdings . S
- "in‘hectares " |“without'land 01 <.,5°] 5<1.0
Ira,é: ' : X
% distribution of holdings < 28,9 — >
% distribution.of area’ - < 0.3 - —
% distribution of holdings . :
¢ (1950 census) < 19.4 —————>
Iran: - : ,
- %-distribution  of holdings € 16.7 > 9.6
% distribution of area® €« 0.6 >| 1.
“Pakistan: d
"% distribution of ’holdéngs- 9.5 18.4 20.8
% distribution of area - 1.5 5.9

~ ®These 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.

bIncludes 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.

d'I.'he actual size groupings reported were' <., 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 34 4-5 5"‘»10 1020 20—50 50-100 100500 500

| { J
<« 28,1 —>|12.2 | 12.2 | 1.7 | 3.6 2.4° | 0.9
«— 2.0 —>| 2.6 5.4 | 11,0 | 7.3 16.2 55.2
«— 20.7 ——>112.7 | 15.5 | 19.2 | 6.3 4.7 1.5
1307 1101 7-7 6.5 18. 11.9 4.1 004 002 -
3.3 4.5 | 4.4 |4.8|21.2 | 26.9 | 19.5 5.0 6.0 2.7
1909 10.5 <— 9.9“9 706 <—-—" 304
12.2] 10.9 | <« 16.3 = |22.1 | «—31.1
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Zable 3,2 (continued) —
0 = 1
Size of land holdings, Holdings a
#.» inhectares ' without land’ 01 <.,5 |45 <1.0
Turkey: , e o
* % distribution of holdings 9.1 11.7 11.0"
% distribution of area® - 0.7 1.8°
'Republié of Korea:
% distribution of holdings € 35.0 —————> 36.0
% distribution of area €<~ 11.6 —m——————> 30.4
" Malaysia: £
% distribution of holdjings €< 10.2 —m———> 35.0
% distribution of area € 1.4 ——————> 13.7
Thailand: '
% distribution of holdings® |<——— 18.6 >
% distribution of area8 €« 2,5 >
China (Taiwan):
% distribution of holdings 3.9 35.9 27.9
% distribution of area 0.6 11.8 21.1
Republic of Viet-Nam:
% distribution of holdings 1.1 36.6 18.8
% distribution of area - 4.9 9.5

" .
The actual size groups reported were 0.1 < 0.6, 0.6 <1.1, 1.1 <

1.2 hectares, etc.

fThe actual size groups reported
1.2 <1.6, 1.6 <2.0, 2.0 < 3.0 hectar

EThe actual size groupings
4.8, 4.8 <9.6, 9,6 < 22.4, > 22

.4 hectares.

h
Government farms and estates,

reported were < ,96, 0,96 < 2.4, 2.4 <

were < 0.4, 0.4 < 0.8, 0.8 < 1.2,
es, etc. '
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Table 3,3, Perceatage 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*

i e e i ..  Holdings
‘All"sizes ‘of land hold- * ‘“without =
in;gs",inbh.ectares...y v s land e < 10 +1-=275" 2.5 = 5,0 °

1961- 62- , |

o distribution of - holdingé~A-11 7--1- 3275 - - 15:8 - 15,2

%-distribution .of-area | -« .. -1.6- | 6.0 12.4
1953-54: . ,

% distribution of holdings] 23.1 24,2 14.0 13.5
% .distribution of area .-..[- - - P - 4.9 10.1

r s v S \ ' o . . Ly . o — . E
Source., The, Cabinet Secretariat' Government of India'(§,9,
Table 3 2). :
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aspects of rural life which tends to perpetuate and to likely make more pro-
-nounced-the-economicj-political—and-social inequali‘ties“currently""e'xi'stent.1
Such power tends to take the following forms:

3 < (1):Thé ‘resoirce ‘base’,:‘land in particular, is severely constricted

'for”the“majority of agriculturalists. Coupled witﬁ”thé”large.and'rapidly
i

growing rural population, labor productivity and gross returns to labor

are low and, in, turn, per capita incomes rise very slowly, if at all;

: : § f\ ‘. Y. .

(2) Low per capita incomes, together with the size of the rural

population relative to farming opportunities permit landlords to impose

l

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 re&uired tolmarket tneir output at a low price and

.secureicredit at relatively high‘costs from landowners where thesc 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, "...
traditional class structure and income distribution patterns that have
brought stagnation to the economies and perennial poverty to the 'campesinos'
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‘9)'
At the same ;im%%\e§chtign is one of the most g?fectivglmeanqﬂﬁor imprAQ-
ing labqr;mobiliQX‘anq for increasing cultivators'Aéwqrgnesg ofvéhe%;
rights, and;

(5) Landowners often place low priorities on investmeht in agricqlture
and in their own production unit:s.1 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).2 This tends to maintain re-
source imputations and per capita incomesAfor workers at low leﬁels. In
some a;eés édditional social status accrues to those ﬁho are not directly
involved in the operation of their land, either in ﬁerms of éﬁppl&ing manage-
ment inﬁuts or>mak£ng private investment in their land holdiﬁgé.3 Land-

lords' negative attitude toward involvement in agricultural operations, &ven

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.

2Kla't‘(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, f£ind 1little
mutual interest. in developing the-land. Only a minority of enterpising land-
' lords have developed their estates.

Lt

”;?Acqording'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 enjoved by people
who abstain from work altogether is greater. ... Small peasants also own land,
but the fact that they do much of their own work debars ,them from 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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in ‘a supervisory capacity, motivates fﬁéﬁffbﬂ?éﬁflfhéfleandﬁtéL%éhﬁﬁfé;1
‘;ﬁgqigmgigaéigﬁmof:éﬁé”ééﬁaﬁfJﬁaV{ng{ﬁeféﬁef the incentive ‘or capacity

to igsfg;e iagz‘ﬁfaéﬁétisity and the Llandowner's attitude toward ‘such private
{nvestment interact to inhibit agricultural growth. The problem is exacerbated
‘when land ﬁio&&cfiﬁity is not maintained but diminishes through improper

cultivation practices.

Fragmentgtion of hold;ggg

.Tﬂg.igzo world cénsﬁé of agriculture provides limited information on
the dé;reé of fragmentation among laﬁd holdings. The incidehce‘and sevefity
afpfrégmentatioﬁ is more pronounced among Asian than Latin American countries.2
in IAdia; for example; the average'size of agriéultural'holding was found
, to se aboutA6.5 acres and on the average, each holding ﬁas comprised of 5.7
'ffaémeﬁté or ndﬁéoﬂﬁigﬁous land units (3.9, p. 8). In furﬁéy, less than
10. percent of all holdings were single units of land. Nearlyione-fourth’

doqgisted of 6-9 parcelsLOf_land and one~fourth consisted of 10 or more

gﬁits of land. In addition, fragmentation was most prevalent in holdings

1Dutta (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. ‘ c

' '2Fragmentation 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. 10483
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 which land units are subdivided into smalljy
“‘noncontiguous units. ' ‘ Co - o
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of 10 or fewer hectares. In contrast, 46 percent of the holdings in
Malaysia were npnfgagmentgd gnd about §7 percent were comprised of 3 or
fewer parcels of land. Fragmentation was most prevalent among holdings
of 2-3 hectares. in size. :

The average<numbe: of land parcels in Iran was 6.1. TFor holdings of
less than one hectare, the average number of parcels ranged from 2.5 to
3.7. The degree of fragment§tion 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 Reéublic, nearly 99
percent of all holdings consisted of a single, contiguous unit of land. 1In
Panama, nearly 60 percent of all holdings were single units while 35
percent were comprised of 2-3 paréels of land; the average number of units
of land per holding varied from 1.2 to 2.9 with fragmentation generally
increasing~;ith the size of holding. Finally, in Costa Rica é3 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 siée 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 affétt'fﬁe'pctential for
growth within the existing institutional framéework and with structural
change, The two principai problems faced by tenants are insecurity of"
teﬁﬁre'ahd the cost-return sharing agreements with landlords. Both in-
hibit ;he tenant's incentive and capacity to improve agricultural pro-
du}:tivity.1 Both also tend to promote misuse of land resources which
advérsely 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-
owner's 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 cabacity 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. If he 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 lan& withouf conéideration of future productivity. Larger outputs
through exploitative cultivation also mean higher absolute shares to the

tenant.
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Tiandless laborers and "squatters' are in even more vulnerable positionms.
The former have no home base, mo matter -how small. The latter .havelittle,
if .any,; :legal status to :the 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 1f 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
"of total -economic-units in agriculture for selected Latin
American countries.

Para- Time a b c Landless
meter period Owners Tenant Squatters Other laborers

Argentina:

= holdéngsd 1947 36.8  33.4 - 29.8 )
% area 1960  58.9  16.9 24.2 35.0
Brazil: d £
% holdjngs 1950  80.8 9.1 10.1 - 59.8
% area 1950  90.1 5.6 4.3 --
Costa Rica: e
% holdings 1960  76.3 4.0, 2.5  17.2
7% area 1960 86.6 0.6 1.3 11.4

aIn Brazil and Guatemala this category includes estate managers.

bIncludes tenants under cash, share, and services-supplied arrange-
ments and combinations of these.

®Includes mixed systems of tenure. In Costa Rica, squatters are
included.

dSource: International labor Office (3.10, Table I.). Area re-
presents area under cultivation.

®Source: Food and Agriculture Organization of the United Nationms
(3.23), Area represents total land area in holdings.

fSource: Barraclough and Domike (3.3, Table 11.).
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Table 3.4 (continued)

Paras Time . o . Landless
meter ,{Eefidd f"Owﬁé:b Tensnt . Squatters Other laborers
Colombia: e £
% holdings® 1960  62.4  23.3 3.9 10.3 23.2
‘9, area® ‘1960 72.4 7.3 12.1 8.2
Guatemala:- d £
% holdéngs 1950 48.3 16.4 3.9 31.4 24,8
% area® 1950  74.5 2.8 1.2 21.5
Mexico: e
% holdings 1960 94.5 2.5 - 3.0 (1.4)gg
% area 1960 57.3 4.4 - 38.2 (26.3)
Nicaragua: e
% hold%ngs 1960 46.0 12,6 15.7 25,7
% area : 1960 69.2 2.6 19.2 9.0
Panama: e
% hold%ngs 1960 24,6 6.0h 50.4 19.0
% area - - 1960 37.1 2.4 29,5 31.0
Uruguay: e .
% hold&ngs 1960 49.9 33.3h - 16.8
. % area 1960  44.5  28.8 - 26,7
Venezuela: d
% holdings 1950 41.3 20.6 35.8 2.3

ngoldings.operated‘under ejidal form of tenure.

hWhen total area is classed according to tenure, 8.9 percent of
«the 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 1s, the area included under the "Other" category includes both

owned and rentednland.
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Table 3.5. Percentage distribution of number of holdings and(or) land
area, by class of t%ﬂﬁr61“59¥ selected Asian countriesk.

Time
Country Parameter period Ownersa ‘Tenants Others .
Iran:
% holdings 1960 33.3 55.9 10.8
% area 1960 26.2 62,2 11.6
Irag:_
% area 1960 72,5 < 27,5 ————=>
Korea, Republic of: b
% holdings 1960 73.6 6.8 14,2
5.4°
_ d
Malaysia:
% 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: b
% holdings 1960 64.5 14.1 13.8c
7.7
% area 1960 72,5 18.0 9.5
Thailand:
% holdings 1960 81.9 4.1 14.0
_% 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.

. qDafa.fpf férm households only. Estates and government farms are
‘excluded, : |
®When total area is classed according to tenure, 39.5 percent of land
in Pakistan is operated under tenancy arrangements. That is, the area in-
cluded 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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Commiinial ‘ téniife - and” shiifting ciltivation:

In addition to plantations prg?ncing export crops and relatively small
subﬁiéténce-“éﬂd“ﬁérthzorientedii;eehold units found "throughout less-
devéloped areas, a communal or tribal form of agrarian structure whose
members- engage: in shifting cultivation is indigenous to many. parts of
Africa.1 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 cepecity to yield crops, and lessening 301l 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 reqoire that the

fallow land remain idle for thirty years or more (3.12).3 Where demo-

1Only fragmentary information from the 1960 world census of agriculture
is available. Tribal or communal forms of tenure account for 35 percent
of the land in Libya, 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 soil 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, sufficient vegetative growth takes place ‘80 that
cultivation can be vesumed ‘after a fallow period of 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
soll 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"
velative 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-
geﬁikqg%gﬁ;g§gﬁﬁﬁnsf@ﬂ?hagiziqg igdividu§; land assignments of nearly |
.éﬁF€¥EQﬁé¥£€y;?;gh’liﬁtlefatteptibn“tb the size of individual tracts of

“1and or “to thé spatial distribution of this land. For example, if the
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fcpmmunglfppoperty“iﬁéiﬁaéﬁfdﬁﬁil;ﬁidé;Kﬁﬁiﬁllﬁviélﬁplain;”andﬁaﬁgraZing
area and“if thereareﬁproducers eachhavingequalfrights tovithe:land:
a:éﬁ{?Eﬁéﬂéﬁééa‘éi£§§é§*3f¢£éié£1661yf iﬁdividually3ﬁ6mogeﬁodswwldndxwou1d
eacﬁﬁﬁé“aiéidéa”1ﬁfb*g;¢f£éf§;éxThéfefore;rifnthé 1land .is .qualitatively
.ﬁgggrogéﬁégugfﬁpfédﬁééfé*6§éf&fefd large number ofismall,-noncontiguous
frﬁcts of land, Even after 'allowing for the "insurance" aspect of land:
éigﬁéfsiﬁh,3&hé*iﬁ$i£6&ti6n§?f6f*labof=efficiency and - production control
aré§gpﬁ3;éﬁtf

| (4) The'tribal’chief ‘or governing unit usually has the authority
tgﬁﬁféééflbé”ﬁhe'ﬁibduétibn”tebhniques to be employed-and-to:evaluate
pro&d&érs' é6ﬁp1ianc¢ with' these policy*prescriptions.l.-Producers'-con-
.@iﬁﬁiﬁgJEigﬁtéﬁbf“éultivhtibﬁ énd;inheritance‘ére conditioned by their
démonstration of ‘using’ the "proper" cultivation methods. ‘Although

the InSecurity dspect’ implicit-in' this system is a conditioning: factor,

A e

the dictation bf'produEtibhfteéhﬁiques”appears”tovbe of -real significance
especially ‘in’terms of thé prescriber's competence and receptiveness to
altefiﬁéwfiéditidhﬁl’prbduétibh-methods when superior alternatives may be
madé’‘availabley:

(5) *'The Hiob$11ty associated with: thissemi-nomadic way of ‘life -

coupled With-the ‘constriction’ 6f internal Tidrkets and relative isolation

z*Among:indigenous;peoples‘in?ﬁ%er!afLGQQG,‘§~V%Iticalhstructurem°f~1and
management results in a centralization of powers which largely determines
theadistribution;oﬁ;land,aﬁqrm;gg;praqtiqgs,_anq;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),
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from other. sectors of the economy integgptgtq.equq;iql;xuppeggggexthe in-
flow of private capital. In.addition, the zero price of land and the ab-
sence of a iana market tend £;waiﬁ¥#ingffédhctiQit& at fﬁeréﬁgéiStence
levél aﬁd to féinforcé the perpétuatioﬂ of;this éeﬁfnomadism ané

(6)..vaernment investment in social overhead capital facilities and
impiementatioﬁ of govérnment progréms, such as providing extensién ser-
vices,bare‘hampered by the mobility and traditionélism which characterizes
comﬁunities engaged in shiffing cuitivation.1

Popﬁlation growtﬁ relative to a fixed éupply of cultivable or po-
tentially cﬁltivable 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 privafe 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 scarcitf 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.



- 108 -

In“many” cases'y’ scarcity’ of “land ox ‘the’feeling of such scarcity
are due to extensive agricultural methods, to particular values

evd o g

attdched"to the “land,’to’ the' great poverty of ‘the soils and to
the general level of economic development" (3.5, p. 58).

Problems arise, hpweyer, in the involuntary redistribution of the popu-~

Jation. The economic potential of colonization schemes in previously

SR

unsetqlgﬁ‘gfgag 1s one inhibiting factor. A historic gravitation to-
.wards gettléﬁent ;n}the ﬁost productiveriénds results in population re-
distribution taking place on 1ess-productive lands. However, the human
factor‘and sqcial considerations appear to be the deterﬁining factors
affecting the-success_of population redistributions. The nature of
these facfors as affecting resettlement programs is summarized as
follows:

" . . . particularly since the human factors involved—such as

feelings ‘of insecurity and frustration, attachment to the an-
cestral 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
pré*existing rights in these lands; and consequently, their claims to
.bwnérshi$ apd‘cultivatiqn‘rights are dubious (3.4, 3.5).1
' The conseauent stationarity associated with continued population

growth-and gradual disappearnace of shifting cultivation presents: both

)"‘lBascom (3.4) makes the following undocumented comment: "For ex-
‘ample, one French anthropologist’ working in French West Africa empha-
Slzed in his writings that there'was no - acre of land in Africa which
was not’ owned by someone; no palm' tree which was not the private proper-
ty of some person. Africa is not a vacuum which can be occupied and
developed” (3.4, p. 240).
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'bﬁﬁbffunitiee“for'EgriCuIturangrOWthmand'problemsxofzetructulal;ﬂér
-Justmerit. - Social interactions -can:continue.to operate within.the..,,
tribal organization with. the:tribal or communal:tenurial -arrangements
persisting. ‘The principal-problem which arises, however, is that the
traditional cultivation:practices .are not appropriate to sedentary farm-
ingl. 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
relatively short supply.2 However, these phenomena also represent
opportunities for some governing entity to offer programs of aseistance
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 -pérmanent agriculture to survive,.and they were successful.(3.5)."
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is lar§é1§fréiﬁiicted§by~labornfequirementsxfor&onerorgtwo,erucialmgpegations.
Thigeoiistraint '1s often fn¢the:form ‘of labor available for the weeding of
crops, ‘dn"operation'which:must be :completed within a relatively short period
*dfﬂﬁimeﬁ(372$~3;16)z}>3Labo:arequirements for harvesting is also a limiting
factor; - Firmsize.is:further constrained by.the extent to which the males
participate~in’other employmentsand in tribal or local government affairs.

As noted&before,:undericbmmunalior tribal systems little flexibility in

farmsizes ‘in response to personal initiative is evident,

Tenépcy legislation

The emphasis on implementation and the relative success of tenure
13E1§i£%ibn have already been noted at the beginning of this chapter.2
According to a 1957 study by the International Labor Office (3.10), only
éﬁfé@ iZE&h’Aheficeﬁ}counﬁries, Argentina, Cuba and Uruguay, had legislation
'&é&ﬁl¥iﬁ§ e‘ferﬁal'cbﬁtract'guaranteeihg a minimum degree of tenurial

gecurity for tenant farmers.3 Legislation in the remaining countries tends

1In the Niger Development Scheme, households were given twenty-four
acres _to farm.l Because of the “short weeding period, land units of this
Emagnitude required the labor inpuL of ten men. This exceeded the labor
.available from the household (3.16).

2Mydralladds, "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 lack both the
qualifications and the integrity necessary for the job, and are over-
burdened.with responsibilities" (3.19, p. 1330),

3T'he study briefly.reviews individual country legislation prior.to
1957 covering: tenurial regulations such as tenurial security,:compensa—
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,
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to be vague or ineffective and, in turn, the relative bargaining power
1s on the side of the landlord. Furthermore, the tenant has 1ittls 1égal
reeoufse, essuﬁiﬁélﬁe has the finanécial capacity to initiate legal pro-
cee&ings;l |

Reiativeféo South Asia, Myrdal states that all countries, except In-
donesia, have enacted legislation to provide greater security and more
equitable sssring arrangements with landlords (3.19, p. 1323).2 Legis-
lation such as ﬁfovisions 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 nonbsyment 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 indicetes that the land is going to be used for his own personal
cultivation. Myfdal 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 fequiged to,mske gifts to the landlord which are essentially a more

See Whyte and Williams (3.24, pp. 8-18) for a discussion of the costs
and problema ‘associated with legal proceedings for' establishing rights
to land in Peru.

2Also see Kermani (3. 13, p. 148-53) for land reform leéislatisn in
Iran, Iraq, and Jordan.



- 112 -

subtbguforp of rent, Second tenurial security can be bypassed if the
HOASGD W W o o0y it 0o S o Ty e e IR EYANONIN

landloFd.Eeaesumes, pretends, or‘even threatfns to reassume the land
o:;gdnablyﬁleaeedlbb the tenant, Tbird,_local officials may be bribed
to suppo;:t the landlord's contention that the tenant had no valid lease
to use qne landtd:Alqo, pressure may be exerted on the tenant so that he
re1ea§ee any rights therleaee}maylnave conferred to him.

~ In nearly all states of Indda and Pakistan, tenancy legislation has
provided the minority ofvbenanbs who pay fixed rentals benefits which
are not available to the remaining majority, primarily sharecroppers,
becauee of ;he latter's inferiqr 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
laek of familiariby with legal preceedings where some legislative pro-
;eetdon 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,

1Shafécroppers 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 a11 production costs (3.7, pp. 80-81).

2According to Dutta, "It is a commoni 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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Potential for Increasing Land Under Cultivation

The high rates of population growth, especially in rural areas, in
conjunction with the exist;ng‘availability of cultivable land and pre-
vailing landholding patterhs 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-levels1 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 cultivable area potentially provides such opportunities.

1Higher 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-
tion levels, and percent, increases relative to existing
cultivable area for developing countries grouped according to

ercent increases

‘Land Major  Minor Percent
var iant Irrigation crops crops Total of FAO

(thousand hectares)

GROUP 1 (0-25 gercent}

Asia:
- Cyprus Low 129 274 71 474 110
High 129 274 71 474 110
FAO® ' 432 ‘
Iran 8,490 3,981 45 12,516 108
Highb 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
FAQ® 7,496
Jordan Low 176 810 206 1,192 105
High, 231 810 206 1,247 109
FAO 1,140
Syria Low 1,379 1,79 - 3,173 -
High, 1,960 1,79 - 3,754 -
FAO® 6,130
Pakistan Low 28,725 1,474 - 30,199 107
High, 35,102 1,474 - 36,577 130
FAO 28,214
#1966 data.
b

*1960 Agricultural Census.
©1964 data.
91965 data.
€1967 data.

fExcluding Kashmir-Jammu; 1964 data relate to the reporting area
of 67,136,000 hectares.
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Table 3.6. (continued) ‘

Land Major Minor Percent
variant Irrigation <drops  crops Total of FAO
Afghaiiistan Low 1,287 1,461 2,748
High, 1,287 1,461 2,748
FAO : 7,844
Turkey Single 5,620 12,706 806 19,132 -
FAO? | 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
- Highe 844 7,681 42 8,567 125
FAO 6,867
Morocco Low 1,113 4,382 2,187 7,682
High 1,334 4,382 2,187 7,903 101
FAO 7,858
Central African
Republic Single 16 5,048 161 5,225 119
FAO®» 1 4,400

gfncluding Kashmir-Jammﬁ; 1965 data relate to the reporting area
of 305,947,000 hectares.

h1954'dat'a; total agricultural area excludihg 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  Mipor Percent

variant- Irtigation croos crops Total of FAO
Chad Single 176 1,690 164 2,230
FAOJ 7,000
Ethiopia Single 1,116 3,903 3,661 8,680
FA0d 12,525
Mauritania Single 97 93 190 -
FAC® 263
Senegal Single 129 4,323 200 4,652 121
\ FAOK 5,500
Somalia Single 152 64 129 345
FAO! 957
South Africa Single 690 11,261 1,352 13,303 110
FAO™ ‘ 12,058
Tunisia Single 216 1,023 558 1,797 -
FAO® 4,334

GROUP 2 (25-50 percent)

Asia:
Israel Low 408 123 71 602 146
Highe 516 123 71 710 173
FAO 411

j1967 data; unofficial estimate.

k1960 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 former British Somaliland and 1960 data for former
Italian Somaliland.

mIn agricultural holdings, as from 1960 Agricultural Census. in-

}

cluding the territory of Walvis Bay.
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Table 3. 6. (continued)

Land. Major Minor Percent
variant Irrigation crops crops.. Total of FAO
Burma Low 10,045 6,916 5,258 22,219 138
Hig'ha n 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
FAO® 4,888

GROUP 3 (50-100 percent)

Asila:
Lebanon Low 145 263 52 460 150
Highe 172 263 52 487 159
FAO 306
Republic of
Korea Single 1,426 2,584 - 4,010 174
FAC® 2,312
Phillippines Low 2,713 7,751 3,294 13,758 165
Higha 3,274 10,048 3,474 16,796 202
FAO 8,330
Latin America
Mexico Low 10,836 27,532 6,897 45,265 190
Highb 11,710 27,532 6,897 46,139 194
FAO 23,817
El Salvador Low 323 742 177 1,242 192
High 323 742 177 1,242 192
FAOP 648

Darable land used for more than one crop during the year has been
counted twice.

91954 unofficial data for East Cameroon of which 5,410,000 hectare:

of the 8,298,000 reported by FAO are fallow. The FAO figure has been
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)

*

Landp S Majcr‘ Miﬁ&f Percent
‘variant Irrigatiou crops' crops ~ Total of FAO
Chile Low ,;g 279 4,916 64 7,260 - 161
' High | 2 823 4 916 64 7,803 173
rao? ~ 4,511

GROUP 4 (Over 100 percent)

Asia:
Cambodia Low 4,19 1,987 1,548 7,729 259
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 5,79 2,342 2,239 10,375 376
FAO® 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
Taiwan Low 1,464 455 - 1,919 213
High 1,559 583 - 2,142 238
FAO® 902
Africa:
Angola Single 597 10,587 13,783 24,967 2,774
FAOF 900
Dahomey Single 87 2,639 1,132 3,858 360
FAO® 1,071
Gabon Sing%e 129 7,871 8,000 6,299
FAO 127

9U1n agricultural holdings gnd based on 1965 Agricultural Census.
“r1953’unoff1cia1 estihate.

81963 data. The FAO estimate of 1,546,000 hectares of arable lan
of which 950,000 hectares are in fallaw has been reduced by 450, 000 to
adjust for'an assumed two-ypar fallow program.

t1962 data.
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Table 3. 6.§cont1nued)

Pr———r—re

Land, o Major  Minmor Percent
variant* Irrigation. crops  crobs Total of FAD
Gambia Single 100 403 67 570 570
FAQ" 100
Ghana Single 123 6,447 3.064 9,634 379
FAOY 2,544
Ivory Coast Single 464 3,548 8,329 12,341 600
,FAQV R ‘ ‘ 2,056
Kenya Single 103 1,684 3,707 5,494 324
FAO® 1,696
Liberia Single 129 1,806 4,355 6,290 164
FAQY 3,844
Malji Single 103 2,139 161 2,403 197
FAO? 1,221
Mozambique  Single 1,252 3,400 35,665 40,317 1,522
FAO® 2,649
| Nigeria Single 593 26,778 18,968 46,339 213
FAO® 21,795

The 200,000 hectares reported by FAO is designated as the estimated
‘area’ of‘shifting cultivation and of bush fallow. The estimate has been
reduced by 100,000 to adjust for an assumed two-year fallow program.
Excluding fallov and temporary meadows.
Y1965 unofficial estimate.

leﬁl datna
71964 unofficial estimate.
The 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.§i“§confinﬁéd)l

Land Ma jo;r Minox Percent
variant' Irrigation crops croos Total of PAD
Portuguese  Single 77 323 1903 1,303 495
Guinea " FAOT = 263
Sierra Leone Single 497 451 1,871 2,819 152
FAQ®>? 1,858
Southern L
Rhodesia Single 51 8,439 5,742 14,232 775
FAQ?2 1,837
Southwest
Africa Singéﬁ 107 477 839 1,423 222
FAQPP 642
Swelan Single, 3,000 10,513 9,458 22,971 322
FAO ‘ 7,100
Tanzania Single 1,539 21,813 10,916 34,268 293
+PAO%C | 11,702
Togo Singl 84 2,003 332 2,419 160
FAQS»©€ 1,515

881956 data, excluding fallow in villages.

S -

‘cItiding *the *

5

territory of Walvis Bay.

°©1966 data for Tanganyikaiand 1963 data for Zanzibar.:

d

41954 data,

In“agriéUfturgifnqga;nga,,as trom 1960 Agricultural Cénsus, in-

®®The 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-vear fallow procram.
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Table 3.6. (continued)

Land,. . Major Minor, Percent
variant Irrigation, crops: crops;, Total of FAO

Zambia Siqglgf 161 8,071 6.262 14,494 754

FAO 1,923
Latin Anerica:

Costa Rica Low 658 1,336 916 2,910 468
High. . .650 1,660 1,005 3,323 534

" 'FAOB8 622
Haiti Low 342 434 -- 176 210
High,, 342 434 776 210

" 'FA 370
Honduras Low 1,026 2,523 435 3,984 484
High ., 1,026 12,553 4AR 4,047 492

"“FAO ' 823
Nicaragua Low 3,658 6,171 1,713 11,542 1,322
High 3,658 11,094 2,251 17,003 1,948

FAOB8 ‘ 873
Panama Low 1,181 2,022 879 4,082 724
' High _ 1,181 3,161 903 5,245 930

"FAO iy 564
Argentina Low, 2,645 55,251 5,419 63,315 218
High 2,774 55,251 5,419 63,444 218

FAOS8 29,053
Brazil Low 3,948 106,128 83,628 193,704 651
High . 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

£f

1963 data, excluding fallow.

81963 Agricultural Census.

hh1950 Agricultural Census.

11,963 data.

jj1950 Agricultural Census which covered 32,750,000 hectares out
of total area of 109,858,000 hectares.
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Percent
of FAO

314
1,937

236
604

990
1,175

336
2,280

611
903

508
1,121

continued)..
Land"* major  minor
variant Irffigation c¢rops  crops Total
Colombis Low 45510 8,876 2,435 15,821
High 4,510 51,036 42.202 97,748
FAO 5,047
Ecuador . Low 948 3,255 2,632 6,835
Highy, 948 10,529 6,003 17,480
FAO 2,894
Paraguay Low - 6,885 2,316 9,201
| High - ‘8,405 2,511 10,916
FAO 929
Pern Low 2,790 3,173 3,099 9,062
High, 2,994 29,452 29,134 61,580
FAO : 2,701
Uruguay Low 645 13,058 65 13,768
High - 645 19,587 97 20,329
FAOP 2,252
Venezuela Low 1,514 11,885 13,121 26,520
High 2,530 23,710 32,254 58,494
FAOP 5,219
—

“1964 data, excluding temporary meadows and pastures.
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Estimates of the land area which is potentially cultivable have
been derived for several less-developed countries.”  Seée Table 3.6, ‘In
the derived estimates, land for use in growing crops i5”¢lassified’’ae-
cording to suifability under eithet diy fallow, irrigatéd or talnfed
cgﬁditigﬁsf{'ln many;-bué'ﬁoﬁ all cases, it is possible to distinguish
between bfé;ént1§birr1gaée&'and potentially itrigable land. The crops
included in the "major crops" category vary with individual countries.
These are generally the crops that have been historically and recently
1ﬁportahthCereals and other staples such as potatoes and cassava are
fhé'principal “major" crops. However, where industrial and(or) export
crops account for a major proportion of the cropland area, such crops
are‘élso‘deéignated as "major'" crops. The category of "minor" crops
includes are;s:suitable for producing nonstaple crops presently grown
on a‘rélaﬁively small proportion of the crdpland 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 5;5 amenable to producing both "major" and "minor" crops, the
land wééhbiagsified and evaluated only for use in producing "major" crops.

| iﬁﬂéeéiving the low and high land estimates in Table 3,6, physical

and foﬁbl&gicai soil charééteristics, climatic factors, availability of

irriéatiéﬁléater, possibilities of land reclﬁmétion, and distance from
traﬁspoftéiiéﬁ“faciiities were all taken into account. The climatic

The,; estimates were derived by Mr. William G. Harper and are based

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 cooperation ‘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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factors reflected 1ength of growing season, annual rainfall and the dis-

g Lt ity TR Rt \ ey s W Bl

tribution of rain throughout the production period.l The distance criterion

'A-\‘» L Viotia o @ MR AN

w3 yasd, o dgtingulsh besueen those lands more than and Tess D ghout
So_miles;from_landhand‘yater;transportation facilities. When posnihle-
reéions:withinﬂcouhtries,werevevaluated. These were aggregated for the
country cropland estimates.

The estimates implicit in the three categories of land also reflect
the potential for mult}ple cropping. 13011 characteristics, water availa-
biligy, rainfall, and.length:of‘grpwing season are all taken into account
A hectareiof land designated as suitahle for multiple crOppiné 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-yearjfallow program is assumed. Where cropland is desig-
nated as suitable for,long-term crops, such as sugarcane and tree crops,
nopmultiple’cropping is considered. |

Underlying all classification decisions is a relatively high manage-
ment assumption. Management and cultivation practices similar to those
on conunercial North Americanand West European farms are assumed. Con-
sideration_is giyen F°;tb?,9?te“t}31 productivity of soils relativevto
costs‘ofhreguired‘practiees:t’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 80 that economic incentives

for adopting this technology approach those in..North. America and Western

e
85

Vg
FL

Py

i«',; Implicit in the management assumption is the assumption that

‘e;‘

those inputs complementarv to’ lano are available and that producers
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have the financial meang.to”obtain such inputs. Alternatively, inputs
areupuppliqd,by.publgc 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 irrigatediland 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 potential increases in supplies of
irrigation water and better management of existing and future flows.

Begiqning with the eastern part of India and moving eastward,
annu&l“ﬁ;eciﬁifation, in some cases, is judged sufficient to permit

multiple cropping on upland soils. In these areas, the basis for
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differéntiating betuden ‘low ‘and high'variant estimates is the ‘same as for
thé'Near East with ‘the ‘e¥Xceptidn of “the assumed multiple cropping on non-
irrigated cropland and the restriction of the distance criterion which
1s operative in ‘parts of Indonesia.” Under the high variant, multiple
cropping is asstumed‘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 climatolégical and topological data for Africa pre-
cluded making estimates under the high and low assumptions. The single
variant estimates would tend to represent the low assumption since mul-
tiple éropping 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 substgntial 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 of 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

lbe ﬁrief discussions of the ﬁfoblems of land development and re-
settlement. see Myrdal (3.19,. pp. 1266-72) and Barraclough and Domike.

(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 sét 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 apparentiy been included in contrast to counting
one-half of the fallow land if a two-year fallow program is operative.
Consequently, the potential cultivablelarea as a percent of the FAO

figure is less than 100 percent. This also appears to be the case for

1Flores (3.8) maintains that Latin American landlords are not en-
titled to any compensation. Implicitly, they have already acquired sub-
stantial 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.
Ehechgntries;a:gggrouped,into,foyrvclassificatiogsggqcprdingﬂto
the ,total area derived for the low land variant as a percent. of the FAO
figure, ., The countries included in Group.l (0 -.2§:perceﬁt) 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, howevér, has several dimensions.1 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
in time. Relative costs and returns must be considered. To the extent
that inpufs employed are indivisible, particularly machinery inputs,
large landholders are in a position to realize economies of size and
lower unit broduction costs, ponversely, small landholders would ncot have
these éppqgtunities. However, siﬁce family labor is the principal input,

fewer indivisibilities need arise.

1For a related discussion, see the "Efficiency of Resource Allocation"
section in Chapter 1IV.
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“According to Table 3.7, "m{nifindia" in Latin America corisistentl

show much highey’averagé returns per hectare th#ﬁ'the‘"latifundia", both

. i

vfrpﬁ the étandéoiﬁt of total farﬁland and‘aréaiéaltivate&. This occurs des-
pite the fact that the'"hinifundia"‘lands are located on land such as hill-
sides which 1s least suitéd 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 transfe:
of "surplﬁpes".to_othef uses in the economy. A large proportion of cul-
tivators in less-developed areas have neither the financial capacity nor
the managéfialzégmbe;ence co‘acquire and profitably use improved inputs.
Their relatively small resource bases provide iimited opportunities for
generating."surpluses”_sb as to improve their economic well-being. In-

creasing present consumption is often the first demand on/any "gurpluses"
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Table 3.7. Relationships between the value or agricultural production,
agricultural land, cultivated land and the agricultural
work-force by farm size-class in selected ICAD study

countries
Relative value of produc-
Percent of total tion as percent of that of
in each country sub- family famms
o 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 46 49 47 30 51 251
Multi-family medium™ 15 = 15 26 51 62 471
Multi-family large® 36 6 15 12 49 622
Total 100 100 100 30. 57 261
Brazil: (1950) £
~Sub-t amilyb 0 11 3 100 100 100
Fami ly® d 6 26 18 59 80 291
Multl-family medium 34 42 43 24 53 422
Multi-family large® 60 21 36 11 42 688
Total 100 100 100 19 52 408
Colombia: (1960)
Sub- famllyb 5 58 21 100 100 100
Family® d 25 31 45 47 90 418
Multi-family medium™ 25 7 19 19 84 753
Multi-family large® 45 4 15 7 80 995
Total 100 100 100 23 90 281
Chile: (195&) £
Sub-family 0 13 4 100 100 100
Fami ly® d 8 28 16 14 47 165
Multi-family medium 13 21 23 12 39 309
Multi-family large® 79 38 57 5 30 437

Total 100 100 100 7 35 292

8Gross value of agricultural production in all countries except
Argentina where the estimates are of added value. Comparable data are
not available for Peru,

b
Farms large enough to provide employment for less than two people
with the typical incomes; markets and levels of technology and capital
now prevailing 1n each region.

CFarms large enough to provide employment for 2 to 3.9 people on the
assumption that most of the farm work''is’ being’ carried out by thée members
of the farm family,

!Farms large enough to provide employment for &4 to 1lZ 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)3
Sub-familyb 20 - 26 100 100 -
Family® 19 - 33 130 179 -
Multi-family mediumd19 - 22 87 153 -
Multi-family largee 42 - 19 35 126 -
Total 100 - 100 77 135 -
Guatemala: (1950)
Sub-familyP 15 68 30 100 100 100
FamilyC 13 13 13 56 80 220
Multi-familv mediumd32 12 36 54 122 670
Multi-family large® 40 7 21 25 83 706
Total 100 100 100 48 99 224

BDashes (-) indicate that no data are available.

Source: Barraclough and Domike (3.3, Table III),
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that aré realized. The various uncertainties and.-insecurities'confronting
.producers_lessen the likelihood of realizing a state of affairs approach-
ing-dynamic efficiency:

Another: dimension of tenure system is the various tenancy arrange-
ments, ~ Tenants - particularly shatecroppers, must-transfer a signifi-
cant’proportion of annuﬁl outpuf.tO«landlords. The principal contribﬁ-
~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 1evels.1 Furthermore, the re-
latiQely 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 finanding, 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
the lat:ter.2

The ineffectiveness of tenurial legislation in controlling land use

and land distribution patterns encourages misuse of the land. Tenurial

see Appendix D.

2Chapters‘v 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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insecq;ipyhpnpmptgs,exploi;ation of the land so that future productivity
rESFR SR £ 2 St A T s, ComiL D o ok [P S S A e e .

is oﬁggngmgggfegffngpq$§;ign.g;ggﬁbtgnd traditional inheritance patterns
futthg; thgygyrggl%ng_gpd\frggﬁgpf}ng of land units
S;nce.sgqiql'qqd‘gqlitical ansiderations are algo objectives af-
fecting,land,gqgland_gispribut;op patyerns,,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 factors in determining production techniques and land
diéffigutioniﬁraéticés; Annual redistributions of land and allocations
according‘té;éc0h6mic need and social position tend to discourage private
initiative, including private investment in the land. At the same time,
existiﬁé ﬁrbdubfidh}tééhnidues and environmental conditions interact to
make shifting cultivation a suitable, if not economic, form of land use.
If from & macroieconomic point of view more intensive use of land is
desifa%le, alternative production inputs and cultivation practices need
to %é»débléZd. ‘Without these changes, sedentary cultivation is neither
productive nor efficient. Evenm with additional land available for cul-
tivation kB.i@;:BIZS) and distribution to tribal groups to offset the
preséﬁfe“gf:hﬁ'ekpéhding‘popdlation, the continuance, and implied en-
coufhgéﬁéhiiﬁbf:éﬂifting cultivation is not coterminous with increased
égfic&ifuféi‘pfoaucfivity as a precondition to general economic expan-
sion. ''The Tikely consequefice is that of a greater number of rural peo-
pld continuihg t6 11vé at a low level of sibsisterce.
:ﬁinéiiﬁf“fﬁgdzéiéffibpti@ﬁ‘pﬂtterds affect social and political

stability. Consequently, an efficient land tenuré system 1s one that is
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not only economically efficient but one' that promores ctne sociai: ard
political stability necessary for‘implementin§ and ‘realizing ‘planning’
objectives. For example, tne'dynamic efficiency associated with larger-
scale production units must be reconciled with a larger degree of’ poli-
tical-stability associated with a ‘large number of small<scale, owner-

"'n

Operated firms

_Summary. Planning for Tenure Raform

.Eyen,ifhnationalfplanners;cogld abstract from vested political and
economicwinterests %ﬂdufEQN‘th¢;¢°3t5 of expropriation and redistribuf
tionkofmland,units, they;would be hard pressed to conceive of an optimal
tenure,system. .Qvnership would likely be favored by the cultivators.
Yet,  ownership_and inneritance&patterns3baye contributed to many of the
existing. tenure patterns. .The optimal distribution of land? where land
isﬁpnlyhgpe«1npptwin”thefprodnction system, would be affected by soil
chﬁracteristics,Helimatic»factgrs, and the distribution of complementary
inputs.. Furthe;more,ueyen if such an optimal distribution were deter-
minahlel;$pe_optimality would vary with changes in technology and the
availabi1ity:9f‘99m919?€HF§f¥v1“PPFSf ;gut‘so far such optimality nas
only, an .economic connotation?spcpyas:ogtimality from the standpoint of
economic ngigi?“‘X!M,EQPPQWiQ efficiency, however,_isdonly one component
orﬂgbjective;inwthe‘national planners' framework. Economic efficiency
is usually juntaposed Wwith considerations of economic and social equity
1affecting, in turn, the social and political stability necessarv for

implementing .any._optimal. distriburion of. land.
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‘Preferréd tenuré systems are also a fﬁnétibn'bf‘ééﬁﬁbmiéléaﬁdftidﬁé“
existent’ if" other parts of thé economy. An ékpﬁnﬁiﬁg"ekpbrf*hﬁﬁkét’mﬁy"
be best supplied by plantation-type systems producing ekport crops.
Economies of"size, qudlity 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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steps, should be taken to prevent deterioration of tenure systems. Sub-
sequent, changes, through the, legislative, democratic process, tend. to be
slow. gnﬁg‘ta;g;gggngf,leg;slgtive processes and the worsen;pg of the
econggic”pqgépiog of the small landholder, the tenant, and the landless
lqygggrdpend‘;o‘c;ea:e an egvironmgntvwhqre revolution and all ips atten-
dant consequences may appear to be an acceptable, feasible alternative to
thege 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 6bserver from an economically-developed country, the use of
traditional production techniques characterized by combining simple
toois with relativel;;large quantities of labor may be viewed as the
na jor faétor contributing to the economic‘predicament in which the
najority of cultivatorg in less-developed areas find themselves. This
low state of the teéhnical arts can be seemingly upgraded by a transfer
of ﬁodérn technology to these are;s 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 motiom.

Technology is not that easily transferred and that readily adopted,
hoﬁever. The éeeds, 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,
alternétive production.technique for the majority of cultivators
operaﬁing on relatively small land units, often fragmented into ¢ number
of individual parcels. In addition to the physical adaptability of
these techﬁdlogically-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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CThe uncertainty of production response associated with new pro-

'y ) . L
YRS S

ductionqtechniques is of particular importance to those cu1tivators
1iving nearlthe—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
ffltheyjthought'it was not to their advantage. But, this is a dimension
of the problem oftchangingmproduction practices even when superior in-
puts”are'abailable. Lfroducers must be convinced that a shift to the
1ew inputsnis their best aiternative. Furthermore, cultivators'
sapacit§ for acquiring improued inputs, either through accumulated re-
serves or external financing, is another 1imiting factor., Finally,
:ransportation and marketing facilities condition net returns realized
Y adupting cultivators.

The term production technique refers to the manner in which inputs
ire combined and employed for productive purposes. Subsistence pro-
1ucers growing wheat on small plots of land, relying heavily on draft
>ower and family labor, employ a production technique vastly different

cel 2L "
Erom that of highly-mechanized extensive operations of Great Plains
SRR Sl - 4
sheat producers in the United States. Both technical and economic
Lo T
Eactors account for the use of differing production techniques.1

¥

‘irst highly-mechanized Operations are not economically feasible

1Economic feasibility is conditioned by technical relationships.
for example, a tractor and combine cah technically be used to produce
theat 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 subsietence-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 conditioms,
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 the impact of production techniques on capital accuﬁulation
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 oriented toward exploiting any economic opportunities
that arise.
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From a’national:planningviewpoint:, production: and,investment de-
cisions-‘can’be: conditionediby: government policies-affecting the nature
and’ rateof ‘availability of: technological dnnovations and by public
pricing policies. Thesel ‘in:'turn, interact to influence the.range of
economically?feasiBlevtechniques open to::the producer and the optimal

technique for his firm.

fechnological Change Vereus 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. 1In Figure 4.1,
vthe‘rays emanating from the origin represent alternative production
techniques. These are alternative combinations of the two variable in-
jputs which generate the same output level, ceteris paribus.1 For ex-

ample, 40 units of output can be produced using orl, OTZ’ or OT In

3°
fact with isoquant B, implicitly reflecting that inputs are perfectly

divisible an infinite number of alternative production techniques

theoretically exists.2 1f OT1 is used in period one and 0T, in period

2

two to produce 100 units of output 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
1s, 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 accordine to services
‘'supplied.

2Even with isoquant A in Figure 4 1, combinations ‘of production
techniques OTl’ OT2 and or3 can be used to produce 40 ‘units of output‘
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A (100)
0 Labor
Figure 4.1, Alternative produc- Figure 4.2, TIllustration 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 sengse 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-l 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.

b, b
_ lin Equation D.29 where Y = ax1 1X2 2, technological change may bg

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,



44 -

Factors Affecting Change in Production Technique
and Rate of Adoption of New Technology

A number of factors affect the choice of production teﬁgpiques.
Initiaily, prodgéeré"awareness of better techniqugs and 6%,imgroved
inputs is #heﬁﬁrimary'constraining factor. Then,ﬂgonsiderq;ioﬁs of
aVaiiﬁﬁility;)adoptgbility and profitability must be)wgiéﬁéa;‘ Finally,
aﬁ§'23531dera:13ns ;f~socia1 acceptability must be taken int§ account.
Some of ;hgse factors are examined below. The relative importance of
ecch likély 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--
"bettér" generally implying a more profitable technique.1 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 communicated
more effectively by the "demonstration' effects of some producers adopt-

ing new techniques.and by government programs -of ''demonstration' farms.

lfmétter"~has connotations other than increased profitability,
Profitability.considerations aside, techniques which reduce the physical
strain of work and(or) permit increased amcunts of leisure time are pre-
ferred, especially in those areas where social status is highly in-
fluenced by the amount of leisure and time devoted to social and local
government functions as, for example, in parts of Southeast Asia and

.. )

Africa., "Better" from a macro standpoint will be discussed im a later
subsection dealing with optimal production techniques.
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These phenomena are complemented when extension- service personnelviork
with individual prodicers &and farm organizations’ ~ Thé“local ferchant
or trader; both as the ‘supplier ‘of “ifiputs and purchaser ‘of agricultural .
-commodities, is in a position-to prbVide-infotmd@f&ﬁ“dﬂ”ﬁarﬁét'cdnditions
for various-commodities and on the availability of improved inputs. Con-
versely, he is also in a position to exploit producers through misinforma-
tion tegarding prevailing and anticipated market price relationships.
Cooperatives engaging in marketing and input-suppiying‘activities'pro-
vide another mechanism for transmitting informatidn, 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’succéssfully -adopt technological innovations suited to

their farming operations.
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,Adagtabilitx and adoptability

Changes ;in technique and technological change-both, involve comsidera-
piqns,qfhadaptab11£q¥$ &Pqtu%ﬂﬁRFaQQI%EY£E€f§r399 the .producers'.capacity
to.adjustAfarm.oneratigngﬁyygqltgging,theapgqpqrgipnsxin‘whichhinputs
are.use In response to, for.example, a change in relative.prices.. Re-
fg{g%ng:oﬂg@gugghﬁg}ahi;Evgq\go;ntqgfgptugarlgqrighgtuproéuggrgioperating
3long, isoquant A are mot restricted to producing at points a, b,.and c.
I'hey [gan combine processes, OT, and OT,, for example, to operate .at
gg;ngq on segment bc,  Since alterpggive,teghniqges:in?Figure,é.lgrepre-
sent combinations of existing, known inputs, producers-can adapt rela-
;izg}géqgg;ly_qgugcgnom}c,condit;qgs change, at least adapt within a
pggggﬁqﬁjiggp;?ggmbggations.; With technological change, however, this
familiarity no longer exists.. However, adaptability also refers to the
E%Pa?;ﬁxnfgg‘modify;ngtimp:oved inputs which could not, be profitably
?4??554 1nfthe;:”¢qggqnt*fo;m,z Fertilizer mixtures, cultivation
gpggti@gs,ngnd feed rations suited to ome 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.tachnoloov
are more numerous and quite.apparent.

Adontability,.on;phe,othgrﬂhand,Vdgpopeswproducexs{ capacity to
proficap.iy ass1m11ateﬂtechnologicglly;i@pgoved inputs. in their. present
-form into the, firm,  Locally-developed: seed varieties, artificial. in-
semination techniaues, and irrigation pumps.would he avamnlaa. nf. thia
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«capitaloisibeing represented in:thisiu.agsawssin sepresencs worke
1ngscapita1asuch:ASmptdduct1on:periodﬁexpendituresffqrigeed;mfettilizer,
andszirrigation:water:inputssto,beszcombined with:ascollection of fixed
inputs@fwrhé}prOblems of ;adaptability:and adoptability, assuming’ these
working:capital:inputs.are-employablei in their-current form, are rela-
tively small in-contrast:to:changes: in capital-use levels involving:both
working: 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 of. 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 -time.which generally reduces: the :rate .and scope at which
;producers .can adjust .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:at.least partially:financed -out of .current income; credit
,cansusualli be-obtained since:financing.is ostensibly .for productive
tpurposes;sthenreturns;of;which-wiil.be.realized<within a relatively
:short&pgriodﬁofmtime.ugLoqger-termﬂcredit obligations :associated with
investmentsin the ;structuresof::the.firm restrict.producers’.activities,
eapeci&lly’duging@unfavorableﬂproduction:éeniods when additional:

financing«is ofteninecessary;:and-.
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workingicapitalzinputs placeifewer :demands :onrthesneéd for

camplementéry&inphtsﬁtoﬁmﬁximizeﬂretu:ns@x?Eornprodﬁcersﬁaééuétdmed1
torusing-azseed-fertilizer-irricationivater :confimmwatrioni +ha-awadl:
ablliitviof-an improved:seed variety:requiring:a different:application of
fertilizer-and waterudoeéﬂﬂbtahlw&ysﬁtéxﬂthe%producers!#managerial
abilities;since:such:adjustments: have-usuallyibeen:made in. the nast.
Conversely,: the> substitutionof:mechanical: power. for draft:-animals :and
hﬁﬁahTI&boﬁsdoeskptesehtyamﬁituatibnyﬁheteinewkmanhgeriakﬁinputs are
fequired:tduopgraté?hnd~ﬁaintaihithewmgchinety.awln'hddition;ta:different
'compléEEntwpfiimplémentskisﬂoften:neceséary;:nThat is, a plow suitable
fqr:uéenWIth”draftxpowefrmay nogrBeweguallyvsuitableﬁfor»mechanidal'
‘power

Teqhholbgicalwchangencanxoriginatenhxbgenous1ynor~endogenously.
:Thekiongerntermfconseqﬁenceslforxadditional*technologicalfpfogressﬁand
forkthé>rate@ofqadopttonvare;important;;hbwever; ?IeéhnologiCal"change
‘"deVeléped~bﬁwindigenouq&institutiOQSumayfhaveatwovbeﬁeficial aspects:
(L)unechnologicaL:develdpmehtivrlrtbezoriéntedftowardeloéal situations
8o thatzthe-éasé%andiratefbfwadoptidn&isffacilitated; and (2) A ‘more
favorabléwatt1tudeﬁtbwardﬁtechnoloéicil;éhange;‘especiallyaif'endogenous
effortbéarevhighlylsucceqsfuliﬁmayadebelopiand,Jinxﬁurn; an. increased
receptiveness andﬁcapag1t§¥forﬁddd§tingféxogenouslyfgeneratedﬂtechnologi-
cal éhange“naConvefselyiJtechhoiogical -progress. is cumulative: in:nature
which“suggests thatﬁsuccessful teclinologicalsprogress requires or-is
Eacilitated by earliennprogressz1n“this*fie1d.u The»major problem;in
generating internal technological advancesais:thathmost less-developed

sreas do not have that constellation of ragoarch fandlitdae  avenwdanand
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researchers, .and: monetary and.political.support 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 1ess~deveiopeo 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 .a modification involves a change of attitude to-
ward agricultural production, particularly by those elites who view agri-
culture and 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 studies, and a reduction . in the incidence of absentee landlordism.

Producers objectives

Only a few, general comments about producers' objectives as affect-

i

ing choice of production technique are intended here.2 It is perhaps

almost axiomatic that the majority of individuals in any soclety are

LT

1The successes of agronomic research in Mexico, the Philippines
and Nigeria cannot be considered as primarily indigenous in nature, but
rather cooperative undertakings with researchers from developed areas.

2Produco.rs' objectives are discussed more comprehensively in
Chapter VII.



- 150

Ue@gnom}gﬁmen%a 5Ehatﬁdsu;evenqthoughdtheyﬁactwunder-socialuand”cultural
rgqtrgintsiﬂhothﬂselﬁggxandiexﬁernallyzimposed, most' individuals ;can be.
assqud}toypnqﬁenqmonemeconomic.goodsitO\dess;wsubject to«these con-
straints... ;,As -long -as: the net..gain-from procurement and .consumption of
goods..is .positive, utility.is increased.

‘Subsistence-oriented producers who are:also survival -oriented have
liqqle,qﬁpacity,orumotiva:ion to alter traditional production techniques
and.gp;put,configurations.wahe.appeal of historically-proven and familiar
production practices over .unfamiliar alternatives .is quite apparent,
Given, their decision-making environment, the: choice against change is
a rational 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
1s. affected, Referring again to Figure 4.1, even though the PL/PK

.ratioiindicates that OT2 is economically efficient rather. than 0T1,
some producers may rationally choose to maintain OT1 8ince 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
firmllé‘ndt aQailable. Similarly, in certain societies individuals
comparé:ively “ﬁelleﬁff" #ré expected to share their relative good

fortune with lesséfortuﬁate‘re]htives.' Thus,'even'though:OTn'is appro-
priafe”fof‘””YpK as drawn, Producers may employ a greater than economically-
optimal number. of labor,.inputs,

As noted in Chapter III, in areas where tenurial uneartainty {o
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high or where costs and,rgturns;are-nptgshazednin;equitable proportions,
tenants are often motivated to extract.the maximum possible .from land-
owners'lresgurcga‘wiqhqut 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-
cive 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 rise. in their aspirations
and expectations.for a greater share in the product may be viewed by
the landlord as forces eroding 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 developmgntal

processes and individual well-being.
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‘vptamar-rroduction: Technique

‘*“”fn“ﬁEfedfngW£Héif*&ptlmalﬂbrbaﬁbfion“%ébhnidﬁé}‘prbﬂucefé*giVé‘
congideration to'ithe ﬁuhﬁéffﬁf“éédnbmidallyﬁfeaE1b1e'hltétnat1Ves,
ecdﬁbmeJédﬁﬁitibhs"as~ref1ebtedJih'priéé”éohfigurhtiohsi*objéctives
they ‘pursue;’ factor -or -input’ endowments, and ‘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 reélationships are more important than market prices.
‘Nonécononiic' considerations may be incompatible with meeting the marginal
conditions ‘for economic efficiency. Owner -operators and producers with
secure, long<term tenurial arrangements assign a zero weight, or nearly
80, ‘to tenurial 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. “A number of side conditions can be re- -
flected in the constraints. The capital constraint, Ko, can be defined

as net ‘of -"social" expenditures, hoarding, and other essentially non-

1iI:J'quaf:lons D.1>, D.16 and D.18 in Appendix D plus the second-order
conditions.



- 153 -

productive outlays.1 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 sociql;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 prodﬁction 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 prodﬁction 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 propricsties. Also, work-share arrangements among villagers
are maintainable only with social stability within the village.
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Capital

vFigure 4.3. Derivation of optimal production techniques for two
output levels under alternative input price relationships

With segmented isoquant A, rays OT3 and OT1 are also ridgelines
denoting the extremities of the alternative, economically-feasible
production techniques.1 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 and capital which can be used, the
appropriate least-cost combinat;ons of inputs and the corresponding pro-

duction technique are derived. The identieal alanas nf the two budget

1The 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 Py
capital costs. On isoquant A, MRS = = at point b and
K-L MPPL Py,

technique OT, is used, On isoquant B, the corresponding optimum pro-

2
duction technique is arb.l

Assume the slope of a new Px / P, 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
corrésponding production technique he sélects. 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 Lwo inputs. If endowments consist of OL1 and OK1 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 12 in terms of opportun-
ity costs, taking into account his subjective estimates of social costs

associated with his working as a laborer, the P, may be considerably

below the prevailing market wage rate so that the modified Px / Py,

) ;Points 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 sizes using different production tech-
niques only if the short-run variable costs of each firm are covered.
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ratio hasra sufficiently high slope which tends: to make'OTs'the*proa
duction: technique which also meets the marginal-conditions: for economic
efficiency.

Estate owners may decide to constrain the level of labor use to
OL2 in Figure 4.3. To produce 200 units of output, production technique
OTe would be used. According to the Px / Py, ratio, as drawn, OTb is the
optimum technique. 1Is OTa nonoptimal for those produéers who want to
sustain existing economic and social patterns? As before, if Py, Tep-
resents the opportunity costs for labor inputs, those producers who view
the empldyment of mor; labor as having potential social, économic, And
political costs can subjectively view p;, as being composed of the market
wage plus these édditional costs which producers may potentially incur.
Thus, the Py / Py, has g 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 turn, 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 techniaiie, The hypothetical éffects can

be qualitatively expressea by a simple mathematiaal avnracainn  Tai
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Equation 4.1 denote the static production function and Equation 4.2 the

dynami¢ form where the lattér incorporates allowance for’technoiogfcal

1
progress.
v=at®kP ' 4.1)
Yoy = @ el +y) B L+ 8 (4.2)
MPP B(1 + 6))
K _ t L =
kLT WR, T oty K (t=1,2,...) (4.3)

Technological change is admitted for capital and labor where

Yt = coefficient of technology for labor inputs and ¢t = 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 wi;h time periods, for example, Yy = Y2 < Y3 = Y4. Consider only
two time periods where vy, = v, and ¢2 z ¢1. If from t, to t,, $ in-

MPP

MPPL

creases 'relative to ¥, ceteris paribus, the increases. That is,

1The more conventional method of incorporating technological progress

into the production function is the following: _rt @ B where

: Y(t) =e aLL 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 other 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 + nt).
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MPP,, increases relatively more than the increase,in MPP Technological

L
Pfegregs_is'eapitai;ggingyinugature, ;Converselyﬂdif,y«ipcreasea“rela-
tive to ¢, the MPPK / MPPL ratio declines and the technological progress
is labor-using or capital-saving. Technological pProgress tends to in-
crease both # and Y. Increased labor efficiency and improved manager=-
ial inputs through government extension services or some other educat-
ional program not'bnly 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 ihputs are necessary before producers incorporate these into
their operations., 1In addition, producers have to estimate the values
of¢t:and Yt and the consequent impact on resource productivity. Inform-
ation of varying usefulness may be available oa the productivity of a
new seed variety, fertilizer mixture, or livestock ration. Even if pro-~
ducers have access to this information thrqugﬁ 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 usaally
not directly applicable to the situation applicable to the potential
. .adopter, Differing agronomic conditions, input complements, and weather
‘faetors affect the productivity that potential adopters expect to
realize. ‘For example what is the expectvd shape and position of the

isoquants under varying assumptions regarding weather factors and the



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 inﬁut 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

genefality of these individual studies to conditions existent in other

; ' . 1
less-developed areas remains unanswered,

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 thé objectives pursued. The standard for evaluatiﬁg allo-

cative efficiency is that set of conditions specifying the marginal

1In 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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coridi:tions- for.economictefficiency.: -See: Appendix Di  The prodicet’s
objective: in.EquationuD.9: is:'profit’ maximization subject to the’ehpital
constraint, Kg;a%Thesoptimumiresourcé“alIocation“pattétni as‘ in"Equation
D.18; requires ithat'the marginal value product of each’input'in ‘the' pro-
duction of each output must equal |, the marginal-value product associated
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 po;t evaluation indicated that the marginal conditions were satis-
fiea, it would only be By coincidence. The fact that producers do not
or aré not able to satisfy these marginal'conditions at least partial}y
reflects that they must make their decisions with imperfect knowledge;
Considering the implicit production function[ F) (ql, o e ey qs)
iﬁ Equation D.9, the implicit assumption is made that the.functional
relationship [F] reflects the most technicall&-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, tﬁe producer may not be aware‘of an improved input or man-
agement practice which would alter the relationships implicit in (rl.
In this situation, even though the producer may be acting so aé to sat-
féfy the marginal condiﬁiohs, society could view him as operating inef-
ficiently. Similéfly;‘Wbeﬁ pféductipﬁ-bracfices reflect a;commoaétion
to SQéial prefe:enceskaﬁg religious beliefs, a.divefgencé-bééﬁeén eéfger
ieﬁ;x;gquiewed by the producer and by, for. example..an extension ‘agent

or national planner is likely,
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As noted! iii*Chaptés: TIT}" ténants! operating undet short“té¥m, inse-
cure- tenancy! arrangements ai-é*’i-a"t:‘i"éﬁa=1-1}" motivated to éxploit’résdurces
so asftb’maXimize?bfeséht-prbdhctiﬁn.d~WIth this* objective,” effi¢iency
of:resource use -is not coterminous with-reSource use’ over time from’
neither‘the:landlord's~norﬁsbéiety‘s*ﬁie&pbinff"A'similar’diveigénc
appears to-hold'amdhgfvlatifﬁndia" OWnersshnd sociéty'in'Latih America.
If‘those'whoseiasshmedfobjéctiVéfié'that of ‘maint~ining the economic
and social.status quo of individuals in surrounding "minifundia", exten-
sive cultivation of the land employing relatively small amounts of
local- labor- is conducive: to:realizing that objective. Conversely, more
intensivescultivation of the land providing additional empioyment oppor-
tunities and higher- incomes to agricultural laborers is consistent with
national planners' objectives such as expanding production,’ increasing
individual income’ levels, and promoting social and political stability.

Finally, communal-type societies have‘obiectives other than economic
efficiency. This is expected to be true where shifting cultivation is
sustained to promote social and religious objectives. Annual'distri-
~butions of-land by-some"central authority according to-the cultivator's
needs-are - not1ikely” consistent 'with short- or longer-term efficiency.

Individual‘ initiative and‘ private investment are not rewarded accordingly
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Summary,. Planning: for. Efficient.Pradnetion: Tarhnianac

Nhether:.Labor is fullv: or.lesr. than..fillv amnlnved. in,rur.?, areas, .
the: high;rates. of.population growth relative.to:the,rate at:which: new
employment opportunities are, generated yin, the, economy suggest . the neec
for labor intensive¢pruductionutechniques in:the agricultural sector,
T?&?;!‘?Eﬂ 1s,8ccentuated. as,increased industrial. production of,consumer
8°°d§,‘ajd,.iap.1,acﬁ§:z rural artisans, and: cre.ftémen previously producing a por-
tion of these goods. .As. noted in,the: preceding chapter, the proportions
of labe; apﬁwggpi;g;dpep;esepgipg’qheﬁpngduction technique utilized are
¢9Qﬂ}t199?drbxwl§nd.$99“?9§§y8§em3.ﬁgRegueing tenurial insecurity encour-
ages, nonexploitative. cultivation practices. The temant-cultivator,
ceteris paribus, has.a vested: interest. in maintaining and improvine
soil. productivitv.

The»nroductGVity differentials, implicit in Table 3.7 suggest. the
Potential for.increasing. production through.at least partial redistri-
bution of the. extensively-cultivated "latifundia" to smaller-scale cult
vatp;s;ue}pgngpelland,mgpeyiptegeiye}y,w This potential is augmented. if
1999§§w999313anF3FY‘FO;}devﬁnd‘fﬁﬂi}thﬁbPr:arewmﬂde;8va11ab1e to these
cultivators., Production: techniques are,consequently altered,in.favor of
labor-intensive‘practices, Redistribution, of 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
#hen-:labor becomes relatively expensive compared with capital. Any
redistribution program. however. is canatrafned by its political feasi-

3ility. That 1is, land redistribution  into economicallveviahle unite maw
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be incompatible.with-the number:of:individuals:demanding units of land.
Not. only do:tenants, squatters, and landless -laborérs have legitimate
claims, .but .nonagriculturalists are often able to-'Share in the redistrib-
ution program. :The economic viability'of these units is strained as
long‘as_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 necessarv.

Labor=using improved inputs

Most improved inputs whether seed varieties, feftilizers, 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 require increased 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-
tions -but: previously-employed labor is displaced in the process. Mech-
anization of: farm operations:must be subjected to' a test of economic
feasibility. Social considerations may subsequently be taken into

account,
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gghgwe§3éﬂwithnwhichximprovédnihnutsaand cultivationdnranticss Asn
be grarted ong to:or+integrated:intor~existing: firm.activities iéﬂimpottant.
.Costs .and.returns-must also be -considered.  :-For example, improved var-
ieties of .crops currently grown.are more readily -adoptable than newly-
introduced qrops.djrroducfion and -price uncertainty are relatively high
for the latter crops. The.rate of adoption is conditioned by producers'
-awareness, objectives, and financial and managerial capacity for obtain-

ing and using .these inputs.

Diversification of firm enterprises

Divérsificatibn ﬂas‘both positive and negative aspects, The posi-
tive asééct 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, Thé 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 algso be reduced in those areas where multiple cropping is
feasible.

Che negative side, of diversification is that producers do not real-
ize those economies. of, size associated with specialization in production.
quyg;sgly,~they.avoid;the-gconomic:vulnerability»associated with pro-

duction specialization with fluectuating:markets.
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CHAPTER V.: RURAL, CREDIT. JNSTITUTIONS

At some point "in time,.external.financing.is.required bv.most
agricuituralists throughout the world. The factors creating demand for
‘credit are universal: to sustain.consumntion.nattarns durdno marinde
Or ralling incomes, to accommodate emergency situations, to finance
private .investment and production expenses.:and to engace 1in. ronanicum
consumption. The conditions affecting credit availability and use
vatvaitﬁ the Biée of the firm-and fhe stage of deveiopment of the
agrigpl;qral sector and of thg economy, in general, For subsistence-
oriented produceré, external financing is a means of alleviating the
impqétléf‘ﬁﬁdgé factors which upset the relatively stable pattern of
production and consumption. For these individuals, the need is often
so imperativévthagkthe terms under which credit is provided are not of
immediate{importance. The consequences, howevef, can be of lohg-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 pfivate:iendéré. The consequence is often the need to secure addi-
tional credit and possible, eventual appropriation of the debtor 8
assets by the lender. . Consequently, providers of funds, whether pro-
fessional moneylenders, merchants, or landlords, are able to accumulate
assets and labor BerviCes'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.better acumen
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
reflect;ye 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 usualiy have récoﬁrse to the same sources of credit as indus-
trialists and import-export-firms. These commercial sources are in
é positibh 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 counfries. These firms have the collateral, managerial com-
petehce, 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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cbmpensateﬂtne“owner*ror*the“use'of his ‘resources: -This ‘compensation,
that*is,“"interést'; assimes a number of forms.: ‘It may be monetary or
‘payméiit in-‘kind, labor 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. 1In 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 is also 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,vprovides the potential for shifting the production func-
tion upward or for reducing the variability of output realized in any
productioh period. Credit also 1s 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 irrigation systems. 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 agssets 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

proépective,borrowers and their respective credit requirements must
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be .considered.. In,addition, the distribution of demand through time
has, an .important bearing on the capacity of credit suppliers. to provide
the,quantities of. credit demandgd.l‘rTables 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
familjes 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

1A 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.

2w1thin 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
"upper 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 Number of districts

borrowing Big Large Medium Small

families cultivators cultivators cultivators cultivators
Below 10 percent - - 1 -
10 to 20 percent 3 1 - 2
20 to 30 percent 1 3 : 6 8
30 to 40 percent 7 6 2 7
40 to 50 percent 18 11 15 15
50 to 60 percent 13 25 15 18
60 to 70 percent 15 12 15 11
70 to 80 percent 12 8 14 10
80 to 90 percent 6 8 4 3
90 to 100 percent -- 1 3 1

Total districts 75 75 75 75

*
Source: Jakhade (5.7, Table II.).



Table 5.2. Frequency distribution of districts according

to average size of borrowing:among

four classes of cultivatorggig,Ing;a 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 5 -- 5 -- 21 3 37 10
fs. 100 - 200 8 - 17 6 30 22 28 29
Rs. 200 - 300 13 8 14 8 13 18 8 20
Rs. 300 - 400 6 4 13 9 9 13 2 5
Rs. 400 - 500 10 9 10 12 10 - 8
Rs. 500 - 600 12 5 8 6 -- 5 -- 2
Rs. 600 - 700 5 7 2 7 - 3 - 1
Rs. 700 - 800 2 8 -- 7 - - - -
Rs. 800 - 900 4 7 5 -- 1 - -
Rs. 900 - 1000 1 1 6 - - -- -
Rs. 1000 - 2000 8 23 9 - - - -
Rs. 2000 and above 1 3 -- -- - - -- -
Total districts 75 75 75 75 75 75 75 75

*
Source: Jakhade (5.7, Table IV.).

oLt
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have the collateral for securing large loans, but they would also be
expected to require larger amounts for invgstment and worﬁingﬁéapitél.
This is borne out in Table 5.3 where capitél aﬁé current éxpéqditure on
farms are positively ass;ciated 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 iikely 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-thifds of the credit vas 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 ip 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 D1D1 is
drawn to feflébt a low responsiveness of credit demand to changes in ghe
interest rate.lv{Curve D,D, is appropriate for small-scalé cultivators
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4

1The interest elasticity of demand varies with points on the de-
mand curve. Thus, low responsiveness 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 amone four rlaccac of
enltivators in India during 1951-52%

DOLIOWlng Ior thne purpose specitied as percentage of total borrowings
- B Large Medium Small ‘All

ig
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 -
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
gther expendtture 7.2 6.6 6.0 3.9 6.0
‘More than one purpose 0.4 0.5 0.6 0.3 0.5
rotal® 100.0 100.0 100.0 106.0 100.0
(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 II (5.13, p. 293).
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borrowing::forrshort-termconsumption. expenditures ‘and for’ financing
wogkipg‘expepsesﬁnecessaryuforxpldntiﬁgmendhcultivatioh'bficrobsﬁ Curve
D2D2vmay be appropriate for a different class of consumptibnfexpendituree
Theee are, for example, marriages and other social events where social
pressure may motivate borrowers to expend at least a minimum outlay,
ﬁhiiﬂni; as;e;ed te“req;irekc 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).° The credit
demand function for consumption expenditures is implicitly summar ized

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 oressures influencing consumption patterns.

b, =01, K, G, §) (5.1)

The weights attiached to the independent variables differ with:

diffe;gnt;eonsymption:objeetives. For D1D1, R and C assume importance

while i and especially S have only a secondary impact. Conversely,
for D2D2,<i,and S are.of much greater importance. For large-scale
cultivators, those with more assets and presumably higher reserves,
both the shape, and position of the demand curves in Figure 5.1 will be
different. from:those.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 D.D 1 the borrower's need is so imperative that the
price or interest ra%e is of secondary importance. This, juxtaposed
with'private- lenders' monopolistic or oligopolistic powers, suggests
that’ lenders ‘are in a favorable position to exploit borrowers by
charging higher than justified interest rates. ‘That is, they can
readily shift their supply schedyles to individual borrowers to the
deft and exact higher interest rates.
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‘capital; is, given, 1n,qUBTLCN. 244y ANEHP /. PyHTELL0 TeLlects ther product -
:Anput price, reiacionships:which condition:theprofitability:‘of? using:

‘the;j..production:

- inputs., The term MPP is a proxy for the MPP of rhe j inputs purchas-

rable‘with the producer F: working capital. The cost of securing credit

PR Aty San
Fhovo i X . B

i, can be added to the pJ so that the purchase price p1us interest

. B
it Wb \ Sy ;

costs represent the tota1 cost of acquiring inputs through externa1

r : v

financing. The input j can profitably be used in the production of
output‘i up to the point where the MVPi P;e MPP} ; P, where credit
costs are included in p,

Figure 5.2 is used to demonstrate the demand for credit for medium
and long:term investments in individual farming‘operations.1 The demand
curverfor capital:which-represents the optimum capital stock at each
rate, of ;interest:is defined in terms of that level of cost for capital
goods- or:services which would.be.operative if net investment were zero.
This cost:level. is:denoted as r' in.Panelic, 1In Panel a, points of
optimumscapital stock: are-represented:by:the marginal efficiency of
capital.curve, MEC. >Each. point-on the:MEC reflects expected net’
yields associated with the various levels of capital. The downward
slope results from:diminishinghreturns to additional increments of

capital when renlacement cost of canital amoimta tn ».

For a more comprehensive discussic1 of Figure 5.2, see ‘Shapiro
(5. 16), pp.'249 -261. The’ macro-economic formulation he describes is
adapted here to represent private investment decisions.
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‘Figure 5.1. Demand schedules for short-term
credit to meet consumption ex-
penditures
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4 Figuré §;2. Derivation of demand for investment goods when secured
thwnw~h ~xternal financing
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‘The initidl capital position is postulated as K . Capital has been
‘added to the point where MEC i& equal to the prevailing interest rate,
io’ Panel b contains the marginal efficiency of investment curves
associated with alternative capica. positions. For example, (Ko) re-
presents the net returns :Qﬁigére;ents of investment added to capital
stock Ko' The MEIMcurveéwglége'¢qwnward for two reasons: (1)

Diminishing returns are associated with increments of investment to the

previous capital.stock; and (2) The supply curve of capital or invest-

Y R

ment goods to tﬁ; ihdividual iﬁ;estor sfopés upward., The supply curve,
S'S, 18 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 costgm;ncrease with
additional amounts borrowed, S’'S is an upward-sloping supply function.1
This is assumed due to higher opportunity costs and additional risk
associated with lg;ger quantities of credit provided. These factors
should be partially~0ff§et~by~10wer administrative costs -associated with
loans of larger amounts.

Let some exogenous change Qccurfyh;éh causes MEECo to shift to MEC]
This might occﬁf”as"h‘fésult’of'é’chéﬁge in the tenure arrangement, a
newly-initiatedsgovernment program of price supports or public invest-

ment in irrigation systems, or any other number of factors. The new

: 1Whether the supply curve s’s 1s linear or curvilinear, the rate
"at.whichvit ‘slopes upward, and the-range throughout which it exists for
individual borrowers are empiricdl 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 cap;?%lapositien;;ist* >k, .where Ko_-.iq.-tbgaini!:;,lals;pgg_%!;m-
The ,cétr;equnéins,%m; curve is now (K ). . /In, the, first. time period,
investment 15,undgr§g§enngo;point‘Ir, the, new temporary equilibrium,
where MEI equals.ig. This amount of investment is added to Kozand a
new capital stock of, for example, Kl is obtained. However, this. is
still short of K?,‘the desired. capital stock. Another MEI curve cor-
responding t:o:KI is drawn and investment amounting to Iz,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 D; represents .the demand for credit to finance payment of
investment goods in period t, (K* - Kt)_is the disequilibrium in optimal
capital positionm, Py is the total acquisition cost of capital er invesat-
ment goods, and.T represents an allowance for technological change.

tB
Dy

p,l1, MEc, (K" - &), py, 1] | (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

k11 may make the‘borrower a higher risk. The lende; may’ then be moti-

- vated to alter the credit supply curve for peribd two, for example, s’s

rotates -about point S'in a counter;clockwise’direction. This results

in PR L ) MEVIIGE BLguer siope and, in turn, investment -in period
1

two is less than 12. To the extent that this occurs in period two and
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8UbséGlient  pér 16ds; “more, t 1né“Elapdes béforeik™ 15 reathod " A*Yariation
with”dh opposite’tonséquence mightibe the*£ollowing ' the ‘borrowes 's
of-his_loan.’*Instead’of facing S'S, the credit supply-curve rotates
about’S ‘. in’a*ciockwise’ manner so that investment in each time period
lﬁﬂaﬁghentéd*aﬁa*xﬁkis reached in a shorter period §f time., In all
ofitﬁé”hbbve;discuﬁsion‘rélaféd*fﬁ”Figure 5.2, it has been implicitly
abdﬁﬁéﬂ“th&t'thé*nﬁl&“changés'occurring are those which have been
‘postulated. In-reality, ‘the shift in the MEC ‘curve may also affect
the shape 'and: position of the S’S’curve. Furthermore, changes in the
1nterest-rate“alteréoptimumfcaplcal positions and the amount of in-
vestment ‘that can be  profitably added during each time period.
Estimates ‘of ‘demand elasticities ‘for credit have been calculated
for Indidn ‘cultivators'based on the data obtained in the 1951-52
turdl 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 prooensities to horrow nga fk; actimated demand elasticities

associated with various combinations of the indenendent warinhlaa

“Pani (5.12) ueed simple least squares techniques in deriving re-
_gression coefficients. The statistical model employed was Credit = a,
alR + aZC + 83F + a,A + u wvhere the independent variables are average
rate.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 their statistical infaranaa' (5.19 « 128\
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Table 5.4. Marginal propensities to borrow and derived elasticities
for credit demand among Indian cultivators for two time

_periodg*¥
Marginal propensity to borrow in Rs.
with respect to changes in
Average Family ex-
interest rate Capital ex- penditure on Value of
(percent penditureon selected selected
Constant per annum) farm (Rs.) ditems (Rs.) assets (Rs.)

1951-52 (75 districts):

(1.84) (0.14) (0.09) (0.004)
+  71.99 - 4,52 + 0.78 + 0.19 *
(1.83) (0.13) (0.09)
(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 * + 0.9 * *
(0.11)

%The 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.

sk
Source: Pani (5.12, Table 9),
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Elésticity at avefagé 'level witﬁ
~————Iespect to changes in .
Multiple or Family

simple Averal Cap:l.t:gl expendi- Avirage
correlation rate of ture on selected selected
Rorr 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
variahlaa are included are given in Eauations.5.4 and. 5.5.which.correspond
to.the:1951=52:"and .1956-60 data, respectively. donsidering Equation 5.4,
a‘one percent-decline '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 bdrrawed by .43 petéent. 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 felagivgly poorer
economic position so that more credit was necéssary for cénsumption 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
from the equations, the coefficients of determination, rz, are
essentially unchanged. That is, these variables had little effect in
explaining the variation in credit or amounts borrowed, the deéendent
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 3.5,

lPani's_ only comment 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 demﬁndVamong Indian cultivators, classified according to
decile, for two time periods* ' i ‘
Elasticity at the average level with respect:to changes in

Family »

: Average Capital expenditure Value .of Total ex-
Period/subgroup of interest expenditure  on selected selected penditures
cultivators rate? on farm items assets (3 +4)

' 1 - 2 3 4 5 6
1951-52:

Top £ifty percent -0.51 +0.71 +0.28 +0.09 +0.99
_Bottom £ifty percent -0.10 +0.62 . 40.34 40.11 +0.96
1956-60:

Top ten percent -0.15 +0.82 40.12 -0.04 +0.54

Top thirty percent -0.10 +0.88 +0.02 -0.01 +0.90
Middle forty percent -0.39 +0.08 +0.91 -0.11 +0.99
Bottom thirty percent <0.25 +0.05 +0.88 ~0.02 +0.93

& The average interest rate is exclusive of loans at the "nil" rate of interest.

*
Source: Pani(5.12, Table 14).

681
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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 subgfbhpﬁ, that is, those in relatively poor economic positions,
is-essentiaily-ﬁnafféctedwby.capital.expenditures. Conversely, family
expenaitures are very important in affecting the credit demand of these
economically less-'well-off" cultivators as compared with the top ten

and thirtv 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 orovided 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 govermment-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
represente& 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
g6 iy 07 td{gtribution ‘according’ to sourcé of ‘credif 'for®1951:52;¢
classified according to purpose and source**

Criedit ‘agency: Purpose..

. Agricultural o

«(Amounts ‘in"

rupees per 7 Total” Short-term Long-term
family) ~-‘Amount * Pércent Amount Percent  Amount ' Percer
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
Landlords 4.2 2.2 0.5 2.1 1.6 2.8
Agriculturist
moneylenders 63,3 33,2 8.4 3.1 19.9 38.7
Professional
moneylenders 61.8 32.4 6.2 25.1 12.0 23.3
Traders ana
commission _
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'.

sk
Source: Jakhade (5,7, Table X).



‘Purpose

- Non-agricultural Congumption

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 S5e2 0.5 10.6

bk 1.8 - - 0.8 2.1 0.9 2.2 0.1 200
0.6 25.2 0.4 6.2 11.1 30.6 15.1 6.5 2.5 50.4

0.5 22.9 5,6 841 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‘ f - 0.1 0.2 006 0.1 001 - 002
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 relatives. In addition, moneylenders were the
source of the largest loans obtained, ;both.on a short- and long-term
basis. The amounts..provided:by..the.'organized" crédit imarket.were.not
sithstantial.

Aswill éubséquéﬁtly be»ﬂbted,‘thé scope-and operation ‘of credit ir
stitutions, both~public and “private, have importafit consequencés Ffor the
growth and development of the agricultural sector. Since the amount of
credit provided by the "organized" or public sector is relatively low,
attention'will primarily be directed toward the organization and opera-
‘tion of’ the private or "unorganized" suppliers of credit such as land-
lords, professional moneylenders, merchants, and relative The volume
‘og loans provided by commercial institutions at relatively low rates is
'small largely ‘because the majority of'agriculturalists have limited
amounts of assets which do not provide adequate collateral for securing
Qiéghs at ‘low fﬁféresétfates (5.13, 5.17). In additiaﬁ, commercial b#nks
‘hgye few offices in :q;al areas. The expense associated with traveling
ij‘banEl%pcqt;ogs, the pelatiyely-detg}led procedures required to apply
-for.a loan. and a warv attitude .toward.these institutions motivate agri-

culturalists to fely primarily on local sources of credit.1

1In 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.
In. Afghanistan, Hassana is altruistic form of lending with no interest
charged on the loans (5.8). However, during prolonged periods of
feconomic 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.



- 190 -

Terms of credit

Lne terms or creait are the principal factors which determine the
rationing or aistriouction or avaiilabie runas. LI the credit market
operatea perrectly, runas would be distributed, both spatially and
temporaily, according to their highest uses.2 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).

21f 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. 1In 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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impertections inhibit the growth angtdeveIOpment‘procesées which less-
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The interest rates paid{by_bprrowe:é reflect the terms of credit.
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Small, short-term loans for coyﬁvmptiép»purposeq are available at
rq}q;iv§}yzh}gh‘;gtes of interest, that is, relative to medjum- and
longjgegm loans of larggr amounts for productive investment. In ad-
dition to the size and purpose of the loan, a number pf other factors
affect the structure of iﬁtefest rates: (1) Theﬁavailability of
collateral to securehloans; (2) The supply and demand conditions
ﬁﬁiéh;génerate fluctuations in interest ratesj (3) The opportunity
'costsvgf lending funds to.agricﬁlturalists; (4) The objectives and
dégrée 6flcohpetiti§eness/among the lenders; and (5) The number of.
se;yices provided by the lender such as the marketing of produce and
the retailing of producer and consdmer goods.

Figurqs 5.3 and 5.4 represent ‘a geometrical determination of the
interest rate charged a hypqthetical borrower, Figure 5.3 denotes a
ghfee:di@ensidna} credit sgpplyisqrface where the quantity supplied is
'a:quéﬁion of'the’}nte:gsf rate ‘and the discount factor. The interest
rdfé:iqérgaseg with successive movements to the left of the origin,
Conversely, the discount factor, d, decreases with movements to the
righ;"of!thgjor;éin{;' Thg;%Qqquang C6‘répgesgpts'combinatiqns of 1 and
QfgggjyhigpAtgehgméggg'gfibfééitsu?p}igg is invariant, That is, a

high d is compensated for by a high 1; 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, 1, is chaigéé-fo; quantity AB of credit. If the

demand schedule shifts to:D, so that more is demanded at each 1, the

2
interest rate increases to 16 and the discount factor increases to d8.
The higher discount factor reflects the situation that a previous
portion of debt AB haano;Jbeen repaid or the borrower's collateral is
not sufficlent to provide additional credit atﬂia. In short, the
borrower's credit worthiness has declined.

Figure 5.4 is a two-dimensional representation of the determinati:
of 1 where the credit supply curves are derived from Figure 5.3. The
demand curves are drawn fairly steeply indicating that the quantity de:
manded is not highly responsive to changes in 1.1 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 16’ The increase from 14
is decomposable into thgt dpe to the shift in demand and that-generate
by the increased risk associated with the increments in credit supplie
The amounts 001 and 002 are equivalent to AB anq A'B', respectively, 1
Figure 5.3. The generalized formulation‘is D(i°) = S(i°) where 1° is
the equilibrium rate of interest. The equifibrium rate varies with th
source of credit.

11f 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 addition to the factors determining i in Figures 5.3 and 5.4,
1ende;a‘6f£enhraise the effective interest rate by hid&en‘charges‘ﬁhd
unscrunulena nrertirac auch ag the following (5.1. 5.12. 5.18):

(1) Deducting the interesﬁ chafge #t the time the loan is madg
or deducting a premium with interest to be paid on the full amount
requested;

(2) Demanding repayment in kind and undervaluing the commodity
usgd for repayment at a price much lower than that likely to be in
effect at harvest timel(s.l, 5.11, 5.18);

(3) Overpricing commodities when credit in kind is provided.
This applies not omly 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 mentipned earlier, the informal nature of supplying funds by
private ienders.greatly complicates the determination of interest rates
- actually charged. Table 5.7 gives a tabulation of reported rates for
:~seiectedfcountrig;. Wai (5.18) estimates that in the majority of
vcounﬁries,%the weighﬁed averagé rate of interest in the 'hnorganized"

credit market varies between 24 and 36 percent per annum

1The lender stands to realize even greater returns during in-
flationary 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 classified according to frequency of

‘.occurreg;eé’ .
Lower b o ~ Higher
. exceptional: Usual” Occasional™ exceptional
AFRICA
Nigerie
[¢9) 500
(2) 45 150
ASIA:
Burma
(1) 12-15 24-36 50-100 400-1800
. (2) 12-18 24-36 50-60 100-250
Sambodia 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

. éData 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
. "The 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).
country denote alternative sources of data.

*
Source: Wai (5.18, Table 11),

Multiple reports for a given
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Table 5.7 (continued)

Lower b b b Higher b
exceptional Usual Occasional 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

(L) 60

(2) 2040 exorbitant
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Table: 5.7 (continued)

- Lower b b b Higher b
exceptional Usual Occasional”  exceptional
‘Lebanon
(1) 50-100
- .(2) 22-24 33
Sudan, Northern 100
Syria
(1) 9-20 40-45 150

(2) 18 40
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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 horrower has access to funds provided by com-
mercial and agricultural banks.2 Private lenders, while charging higter
rates, are in a better position to meet the credit needs of prospectiive
borrowers, at least for loans of modest amounts. First, private lenders
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

1Landlords and merchants are fairly certain that they will be
reilmbursed 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. 1In addition, a very large portion of the capital of coopera-
tives ‘and other lending agencies has been lost throueh debt default (5.13).
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ongghqrt;nqtiqe.

The.rates ofgintereétycharged by private lenders appear to be high,
thoughinQp,Qeceasarilydexorbitant,vespecially in those areas where
monetization 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-
sioq, 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

;,LIn 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
sinstitutions owned or sponsored. by the government for the period :1950-54
‘in & 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 specialized .agricultural institutions are
quite low. A sampling of these rates in annual percents follows:

(1) Land and Agricultural Bank .of Kenya, 4% percent for .long-
term loans;

(2) State Agricultural Bank of Burma, 6% 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, 6%-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.. Second; 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 (tosthese sources.

Thesteérmistructure of. interest-rates and the mode of operations. in
the "organized!.money markets-of less~-developed areas .are not much
different from those of counterpart institutions in the developed
countries. s -This correspondence 1is not surprising since commercial
banks, which account for most of the activity in the "organized" money
markets ; -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). 1In a few cases, commer-
cial banks lend funds to agricultural banks and cooperatives who in
turn attempt to provide 'supervised" credit to cultivators. Again,
however,: those with-the'larger”Yarmlupits and better asset positions
are in-a favorad:/position to obtain loans. 1In any case, the volume of

loans”granted»at‘relatively-lowrpates is not sizeable. The principal
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constraining factor is the limited amount of collateral against which
these 1loans 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 1s 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 froq their relatively-low incomes which would permit
them to internally finance consumption and produﬁtion‘expenses and to
meet unforeseen contingencies. 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



203

whiéﬁ}%@ﬁ?%ﬁultiﬁle*dfﬁfequirea?réﬁe?VeQi-

bﬁigh,interest rates chargédwby ﬁfi;ate lenders:are a.so.the result
.of:zsomeof .£he ;same' factors:which:cause: highrates.for -consumer . credit
inddéVéIoped<countries,:i;e:;fhighgadginistrative costs, .default rates,
and risk-on:the part of borrowers. Thué;;high;réteSgdo=not imply ex-
bﬁbitantArates.;JIf«exorbitant, they must be .in; excess offsqme standard
or. "fair".rate. As has been»demonstrated,”several,Oppbrtunities exist
forichargiﬁézhigh 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'imposiﬁg-hidden charges.
Low:levels of literacy and precarious economic positions among peasants
make:.them vulnerable to pay;ng high,Aif-not excessive, interest rates.
Only if the rates exceed aliowance for opportunity costs, administrative
overhead, and credit worthiness of borrowers, can the rates be termed
excessive:or exorbitant.

‘Based.on the. evidence availagble, contemporary credit institutio
generally¢have«a;deﬁressingfeffect 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
many:producers must resort to credit financing in order to sustain
consumption«requirementé. Even though the size. of these loans is
relativelynsmall,'thewhighﬁintefest<rates compared to producers' in-
fcomeSJand.canacity;for.sayinguplgce=a;burdepqon:the,borrowerSrt I1f al
normablvmlawﬁincomeSzpersist{QverxarneniodmofA_time;uthe debtor's.

‘econoriic ;nosition iis: exacerbated:


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 approachiﬁg 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

with oligopolistic or monopolistic powers (5.3, 5.4, 5.11), Even though
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altéfﬁétlﬁéﬂéourcéé exist,..forrexample;.relatives-, . landlords, and: money-
lenders’* the’> amounts obtainabIéWfrom”thenfirstxtWo,soungeS‘areyoften.in-
adequate so that~the bulk:of: the credit-must be secured; from moneylenders
and mercharnts,, Whether or not: these lenders exploit their positions of
power -is: @ ‘question of fact. The relatively,high interest rates charged
by them is: not -sufficient evidence.

“In 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. 1In
‘no case did a moneylender operate in an adjoining market area.1 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 thevlender 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
Jlack 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 credif granted; and (3) Since they are primarily
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

= M e PR & WY L

with secure title. The strength of these personal relationships and the
ohligetions therein suggeet that horrowers do not have“severai.eonrces
to choose from even when severallsources enist in the community.

fhe relntively high‘interest rates charged by moneylenders and
merchants are not necessarily evidence of nonopoiistic power. High
rates are at least partially the result of high administretive 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. 1In addition, if the moneylenders' credit reserves remarn 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
worthinees qf 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
kig;~:o s;;i e;t;nt: "snpervised" credit through which these 1enders exert
2’:i:‘.n&fhlt;enc;,Jo;n'ar the*use of the creditmadvanced and provide additional
éérél;éslﬁé anbattempt to make the most productive use of credit. In

the recznt past, supervised" credit has been used in a few Latin

SR EN T

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-
thonéh'more attention wiii’likely be given to this practice in the future}
An exception\to’the general pattern of "unsupervised" credit is the
integrated cooperative system which evolved in Egypt in the early 1960's
(5.3). 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 the tarmer members. The supply of credit was permitted to keep
pace nith 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. Simultanecusly, 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 1ssued by the Agricultural 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

oulad determine the prices tO be pald TO growers, By LYybz, cooperatives
AL UCLUIIE LIS DULE SUULUG UL GELLGULLULGL CLEULL GHU GUUPELGLLVE WelueL =
hi§ was mandatory for all farmers. By 1965, cotton, wheat, onions and a
ajor part of the rice crop were subject to compulsory marketing. Finally,
0 increase control over the cooperative activities, in 1963 the Agricul-
ural Credit Bank was made a State organization under supervinion of the
inistry 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
he organized and unorganized markets in less-developed areas.2 This
ink, whatever its strength, does provide a connection between the two
arkets whereby the central banks, already operating under regulatiomns,

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
il1ls.' 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" monev market. including that of the rural credit market

(5,14, 5.17). The extent to which commercial banks have advanced funds

R e e T A TR EI hEl o [N iy

te the agricultural sector is one indicator of the strength of the
connection between the "organized" and "unorganized" credit markets.

pre b 1

éoﬁheréi;i 6;nk loéﬁs‘tovthe agficultural sector are less than 10 per-
;ént of ¥hésé‘$;nk;‘ fotal ioans in most less-developed‘countries.2 The
exceptions& are Indt;nesia, the i’hilippines, and some Latin America
coghtriés suéh as Cbiumbia, Cuba, Peru, and Paraguay. This evidence,
baéed on aata 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) 1In 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) In Africa where marketing boards are operative, the buying
agents of the boards secure much of their credit from commercial banks

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).

IZSengai (5.17, pp. 129-133, Table 9) for a complete tabulation of
g?os countries for which datd were available together with the sources

these*data.
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the cultivators;

(3) Importers; extending credit to wholesaléra 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 'minifundia" 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 hidden 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 (S 15) This re-

{ .-,".‘”4 f-' EEER VY 'J.,

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 1f reform 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 iandlords 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
incomés 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
thesé'sources, 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 are onlv nartially
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. 1In 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
dealiqg with the local moneylender even though higher costs for using
the credit must be paid.

“n the final analysis, credit availability relative to needs is

Lgw«u 8n empirical question. The quantity of funds available for
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‘mobilization”andtransfer:to’areas 6f eéxcess demand”1s ‘largely unknown.
‘Thé¥éstablishmeiit of‘additionalicutlets’ for saving shiould not only in-
creasethé*dggrégate ‘quantity’of funds available but, ceteris paribus,
tend'to°have a“depressing effect on the ‘entire structure of interest
rates.  From the demand side, effective demand must be distinguished
from‘a“more gemeralized 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-
turdty 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
'crédit'&s'1néreaséd;'are complementary programs also initiated or is the
institutional structure essentially unchanged? For exaﬁplé, increased
production expected to accompany the use ‘of more ‘credit may strain ex-

isting transportation and marketing facilities. In subsistence-oriented
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areas, these facilities may have to be created in order to provide out-
lets for increased production. These factors an& 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. 1In 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 in rural 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
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implemgntingbwellrsounding 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 perlod 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 ba given to
relatively low-cost, long~term credit for these individuals. While such
credit may be necessary for improvement of eccnomic 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

b i o f o PR SV R

the terms of credit is difficult and has been largely unsuccessful Re-
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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 lenders are to be replaced either by making their
operations illegal or establishing public agencies to supplant them,
the new sources of credit must be competitive with these private lenders.
The'appeal of the latter is that loans are secured relatively quickly,
usually in the borrower's village, ano that stipulations are rarely im-
posed governing the use of credit. Furthermore, lenders often undertak
some of the producer's narketing activities. Unless public agencies ar
competitive in their services, private lenders will still be patronized
even thoagh 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
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insufficient information and by inadequate systems for mobilizing and

i u LAt sl

_channelingpfunds, (2) PotentialhborrowersToften do not have access to
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existing alternative sources of credit. Tenants are often tied to bor-
e - R

rowing from landlords, producers to marketing middlemen, and individuals
PR

with debt outstanding to their previous source of credit' and (3) Lenders

1 T e yrt A
LR

have several opportunities for adding hidden costs so0 that nominal inter-

L i = P Lt o ,: e

est’ rates are substantially different from the effective rates paid.

As ‘a standard of efficiency for credit markets, credit should be al-
1ocated according to its highest marginal value product adjusted for the
corresponding risks.. In addition to the imperfections noted above the

efact that credit is often used for consumption rather than production

Y "

expenditures generating utility rather than marginal value products
obscures development of a criterion of efficiency.1 Further, allocation
through time implies a consideration of the term structure of interest
rates.v 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. 'Margindl value‘products must
he 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 tne conscterlation of
transpoftation, 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, gnd 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

1Theuinfrastructure includes institutions such as land tenure
systen  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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jthe’economy.‘ A series;of :subeconomies with:few external linkages results.

COnsequently, the impact of any pressures and incentives generated by

- . P  RYSUIN oy Lo
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developmental processes, such as government policies and changes in

‘u n)

market demand is dissipated with 1itt1e, if any, effect on producers
activities.and economic systems in remote areas. Economic expansion
largelyﬁconfined to growth points in cities and industrial enclaves
tend;‘tohcreate.aﬁrelatively)dualistic economic system. The "modern"
sector erpands through the‘adoption of modern technology and through
private and puhlic 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
economyrm 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

lyien 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
‘narte nf Agia,
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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 sefves 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 implementation of national plans. Consequently, national
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E%ﬁ?ﬂ%!ﬁ'h@Yeﬁannipgerest in;expanding the export-base. Such an orienta-
‘tion.tends.to.reduce.the degree of "economic dualism", Other potential
advantages ;of. diversification are apparent: (1) 1Increased integration
of v;;ious sectors of the economy enhances the effectiveness of govern-
ment policies in guiding economic activity; (2) New and stronger sectoral
interrelationships affect res&urce 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

considered here.3 In addition, the structure and stability of the govern-

1As 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-
thar consequence is desirable,

2The delineation of capital and administrative inputs does not imply
that.administrative inputs are.not also-capital inputs.

’3PﬁbliC'programs dealing with extension sérvices, 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. 1In both product and
factor markets, prices are the links between quantities supplied and
demanded which cause markets to be cleared. Through the pricing systenm,
consumers reflect their demand preferences for consumer goods and pro-
ducers reflect their demand for fectors 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
various prices.1 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

*A 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::sense:that ithe marketing sector may also be a :leading "sector in
promoting economic development,

The nature and scope of the marketing.systems vary with stages of
economic development and with attendant transportation and communications
systems, As already(nogea; at low étéges of economic development, the
economy's infrastfucture ten&s 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
lérgely 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 attitudeé toward change. However, the
scdpe 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 the
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 productionf The railroads, marketing boards, and school systems

only provide the means through which economic change can be facilitated.

1Population 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. '

‘zGeertz (6.9), for example, comments on the impact of foreign-owned
plantations on production and marketing systems in Indonesia. Kamarck
(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
dnrimantad in this chanter.



Thus. the infrastructiure 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-
tion patterns.1 The variety of goods supplied by traders and merchants
is assumed to be essentially invariant from one time period to the next
so that consumer preferences and consumption decisions do not vary.2 Let
[£] be a vector representing the respective quantities of these goods
consumed, A corresponding price vector, [pE] , 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

1Related 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 = [pglelE] , (6.1)

sell a quantity ofvgoods which has a value equivalent to E*. For con-
venience, assume that only one good, 9, is marketea. Other goods are
exchanged according to the mechanics of the exchange economy. Given the
prevailing market price fof 9,5 P» Equation 6.3 reflects the amount of

9. that must be marketed.

*

E = [pgl~ [E]=pa_ (6.2)
[p,) [E ]
4 =5 (6.3)

If Equations 6.2 and 6.3 hold for producers at low stages of economic
development, a few interesting relationships can be derived. If Py
increases, ceteris paribus, the quantity of 9, which needs to be marketed
falls, Conversely, if P, falls, ceteris paribus, a larger amount of q,

must be marketed. Thus, a perverse relationship between quantities mar-

keted and prices received exists. See Figure 6.1.

S

Adn

Figure 6.1, Inverse relationship between market price and
quantities marketed
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Curve SS is a rectangular hyperbolé. The elasticity of quantity marketed
with réSpect_;o price is equal to negative unity at all points on the

cuf;e. JHow fealiétic fs this proposition?1 Figure 6.2 is useful in

. . , . o
giving an intuitive answer to this question,

U Uz Us

Income

Ly L2Ls3
. Labor
Leisure >

Figure 6.2, Optimum labor-use levels to maintain Io‘as income-possibil-
ity curves shift upward

1A 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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<~ Labor ——e
Leisure »
Figure 6.3. Optimum labor-use and income levels are income-possibility

curves shift upward and shape and position of utility curves
vary

Figure 6,2 represents a situation where the producer's objective is
to achieve a fixed, target income denoted as Io' Assupe that 11 is the
income-possibility curve corresponding to the various‘levels of labor
inputs, given the technical coefficients of labor and the vélues of out-
puts produced. Utility is maximized at point A when L1 of labor generates
Io of income. Assume that with I both E* and [C]l are satisfied. 1If
#n incfeaseé, céteris paribus, the entire income-possibility curve shifts
upward for all labor-use 1evels.v Since the producer's objective is still
to realize Io’ the indifference curves must be drawn in a particqlar man-
ner so that the points of tangency result in maintaining Io

Withvﬁﬁghb;gher P, generating income-possibility 12, point B repre-
segsg thrgggrpg%nt?of'gtilépy pgximizatiou.‘ Since qz > Ul’ a higher

*
level of utility is obtained, With Io’ [C] can still be met as can E
o et e : SR ' SN

1 [C] is defined as a vector of goods produced and directly consumed.
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Butkaccording:to'EQuation 6.3, a lesser'amount of q needs to be produced

L

for income; Ifp uincrease

"””iﬁiédfe has been substituted

2E

: ga‘n so that I3 is the relevant income-pos-

sibility curve, utility is/maximized at point C where L3 is used to gen-

erate I « Thus, with successive increases in Py ceteris paribus, less
labor is employed and 1ess Q. needs to be produced and marketed. Price
and quantity marketed move in opposite.directions. Similarly, if,pn
successively fa11s"fééu1£1ng'{ﬁ”i3;'12"ah&féﬁéﬁm£i; increasing amounts of

q, must be marketed To increase the production and marketing of 9,

,‘.~,_.; LR G

more-:labor. inputs must be utilized If p continues to: fall 80 that the

point of tangency results in an income less than I o’ then (1) External
financing to the extent that actual income plus financing equals I must

L

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-

vorm b
b“Sa E increases as. does the amount of q, that must be marketed The

terms of trade have been turned against the producer. Utility maximiza-

Ty yoan A A SN TR

tion through consumption requires that Equation 6 4 must be satlsfied

MU MU

MU Qe q
E ] n
ﬁ' = — e = . . « = (6 -4)
Pg P Pn

According to’ Equation 6. 4 ‘as [pE] increases but [EJ is’ unchanged MU,,

is . invariant but the ratio MU / [pE] falls.; This disequilibrium per-

J.

sists inless " (1)" [E ] is" reduced 80 thatiMUE increasesiigrwgg)wighe
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marginal utilities of the 9 (1=1, ..., n) are reduced by increasing
the consumption levels of each. Alternative (2) is- feasible if suffic-
ient amounts of q are produced so that E* can be made and q, can be
traded for the other q-. This alternative,. however, is tantamount to

an increase in income demand which is inconsistent with maintaining Io'
The increase in [pEJmust be offset by a reduction in [E Jso that total
expenditure is unchanged and Equation 6.4 is satisfied. 1f [E Jis to be
maintained as [pE] increases, ceteris paribus, an income level higher
than 10 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 [E ]is
increased, ceteris paribus, a larger quantity of income is demanded or
needed to meet consumption expenditures. This higher income is possible

with a change in the map of indifference curves, as in Figure 6.3.1

Merchant-trader-landlord middlemen

In most less-developed areas, marketing middlemen are the most
important links in the system that channels agricultural commodities
fron producers to domestic consumers and exporters. Marketing boards
and marketing éooperatives are important outlets for certain crops in
certain areas. While these organizations perform middlemen activities,
the nature andkscope 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

“The 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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small-scalerproducers;:their-aggregate markegingSvconstitute.aisignifi-
cant:part:ofstotal ymarketings«by:all:producers. :.In:the case of:.non-
edible cash crops which:are;grown by :producers- having gperationS‘of div-
efse*size;ua?veryahighwpercentagefof«production realizedfisrmarketed.

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 aré 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 subsequentlv 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 in many of these areas.
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' Want creation  Since merchants and traders supply those goods con-

sumed but not produced, they represent the vehicles for expanding the
quantity and variety of consumer goods availdble 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
(6.3, 6.6, 6.19).1 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 ;nly 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.
Moest 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).



intrgguced which require relatively substantial expenditures, the moti-
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vation fpr deferring present consumption may increase. At this point
anotberﬁfaetdriqitbflongertter@_eonsequeneesvigﬁreieyant,. Thia is the
crgdit_egtended by’merchanteband mqneylenders wbich‘borrowers use for
gbtaining neuiednguner goods. Higher indebtedneas;without an improved
repayment capaeity places the creditor.in a stronger bargaining position
vigja:yis the“indebted produeer. 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
ofustorage facilities and the demand for money to pay rent, taxes, debt
qbligations, 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 productign expenses until the next harvest period arrives. In
additiqn, 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
ekééple ‘notes that producer indebtedness requires that the small-scale
vrubber producer in:Malaya must centinue to:sell. his rubber to the rubber
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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. 1In 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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marketing: outlets. - The latter.individuals. are also able to lessen the
uncertainty surrounding continued source of supply from which to procﬁre
.commodities and sources of demand for those consumer goods retailed. 1In
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 étate'of transportation and communications
facilities, wholesalers rely upon a hierarchy of middlemen to search out
thehrélatively-small quantities sold by individual producers, grade and
bulk these commodities of vggiable quality, and transport them to collection
points (6.5, 6.6, 6.15, 6.22)., These operations are costly, in terms of

labor and tlme expended, relative to the value of the commodities involved.
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Wholesalers find it econpmically 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 lébor 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 conditiomns,
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.

Entreprepeurship and mobilization of resources Entrepreneurship
has impoftant iﬁﬁlicéfions for economié developmenf. Entrepreneurs
are able to perceive and, subject to capital and social comstraints, 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-
tionvand better use of available resources was discussed above. Furtﬁer,
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 suﬁBi@*ﬁéﬁEﬂdlés;'Tié?}'bfféf‘cuséé, of ‘agricultural commodities by
pf&dﬁﬁérb“fb‘fhe'heicﬁaht?tfadér;l'”Beéausé the curves slope upward, the
acquisition cost to the merchant-trader, i.e., the marginal expenditure
for additional units denoted as MES,'incréaseS”as purchases are expanded.2
The merchant-trader has the options of selling tﬁese agricultural commod-
ities to another trader and ag 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. Coﬁsequently, 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 Opl. 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 = £(q). Therefore, MES = Q%% =p + 9%%.

Because the supply curve, S, slopes upward, g-g- > 0 and MEs >Pp.
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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 Oq1 at price Op2 to another trader. Given the demand and supply sche-
dules as drawn in Figure 6,4, ﬁhe merchént is able to realize a margin of
p1p2AB through his buying and selliﬁg.activiﬁ@es.“This margin represents
total revenue of Op,Aql 1ess-expén&itures of oPqul' This margin also
represents the merchant-trader's gross capital accumulation. The question
then arises as to the dispoéition 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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expansionnofmmarketingnfacilities;increases«thegnumbepﬂofuretail and pur-
chase ;outlets, . The larger market may permit the merchant to.realize some
cost-savings .through.bulk 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., 1In 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.

1f additional merchant-traders enter the market to compete with the
sales by the individual represented in Figure 6.4, the degiree 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-

mization is M'., ‘A larger quantity is purchased from producers at a higher
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price“u rhe1correspond1ng%margin accruing ‘to! the merchant-trader 18
rsmaller than previously realized‘" Aﬂredistribution of“income “hastaken
place >-In\theﬂaggregate, producers receive ian 1argertrevenue,xthe ‘indi-
Vidual merchant-trader: realizés a smaller ‘marketing margin,
In%Figureﬁ6tS,%theimerchant-trader-is:representedvas#anvindividual
who*ﬁurénases;-for%example; rice from producers and then resells rice
to-them>at-a later.date. . The merchant retains the monopolistic’powers
he:had“in:Figure’ 6.4 but has relatively'greaterrmonOpolistic‘powers in
Figure.635:" The greater monopolistic power-is implicit in the more
‘steeply-sloping‘demand curve for the good he retails, The ME: curve
incorporates MES plus storage costs and any opportunity costs and, there-
fore, lies to ‘the left of the MEé curve. The merchant-trader's profits
=are%ﬁaximized at point M. He purchhSes-Oq1 at priee Op1 from the pro-
ducer. Later, he retails the same quantity but at price Opé. The pro-
ducer-consumer: is exploited from two sides, If the price received by
piodubers were Ope'corresponding to point N where the demand and supply
schedules: intersect, producers would not only be able to market a greater
quantity: at"a’ price: higher: than 0p1; but, in addition, as consumers they
wouldfdémendia'larger"quantity at a’ much lower pr-ice-.1 In fact, the
merchant-trader would not be able to generate a capitalsurplus through
hismpricing;Lpurchasing'andrretailing;policies.' He would only- realize:

his:i normal profit.from the: transactions, Producers! revenues amounting

The equilibrium at point N ignores a consideration of the storage
costs: and any’ opportunity costs.
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to,Opequ would also equal their expenditures for the quantity qu of
goods demanded at P

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. I1f 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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woufaytéﬁa“%ﬁ*sﬁift“fs'ﬁﬁé léft. ' The ‘shift in ‘demand 'is a consequence

of producers now consuming from their own prbduction rather than pur-
chasing ‘food ‘grains ‘in the market. The interaction of these two factors
ten&s“to depress market prices in the immediate post-harvest season. See
Figure 6.6.1 During the planting and pre-harvest period, diminishing
inventories of agricultural produce cause the local market supply curve
h At the same time, however, other

producers who have exhausted their stocks demand greater quantities in

to shift to the left, for example, Sp

the market in order to tide them over to the harvest season. Let this

demand be represented by D Consequently, prices are forced upward such

ph’
as pph in Figure 6.6. 1In order to sustain consumption patterns during

this period, producers with low incomes and few savings often have to resort
to credit financing from a moneylender or credit in kind from the merchant-
trader. The debt obligations to the moneylender represent a demand on futu:
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

}Tp 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 from 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

P, Dph
Dn

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 suppl& curve is designated as Sh in Figure 6.6. As producers
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Hdrvest their crops, the market demand curve 'for these commodities’ shifts
1eftward;'sucn‘asfvgs’“The“directibn‘and*magnltuae“or“tnese two ‘shirts
depréss’ 'market prices in thé“posfsharvast'béribas'fdfiekamplé;'Ph in
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Number of middlemen_

As distance from marketing and consuming centers increases, the
number of local buyers and middlemen generally decreases (6.6, 6.11).1
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 saie 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-

1In 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 buyet's commission,
More enterprising prdduéeré; 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. 1In 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 Publie.Investment in. the Economy's Infrastructure

Public investment in the existing infrastructure is often implemented
to generate a comnlex of pressures and incentives designed to be instru-
mental in mobilizing domestic resources, attracting foreign capitql, and
increasing resource productivity. For example, the building of a road
to a reeion pnreviouslv inaccessible by public transportation may induce
settlement of the region and employment of previously-untapped resources.
I1f 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.1 In this
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 natiqnal 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

1Relative 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 tramsport
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 toinrthe:preceding discussion. The "'spread ‘éffects'" eman-
-ating from this infrastructure condition a number ‘of phenomena 'influenc-
ing economic activity. Quite apparently, the strength and scope ‘of these
"gpread 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
financial and administrative resources.2 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

'The 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.

2Capita1 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 privéte 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 1little 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.

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 MEC curve through
judicious investment programs designed to affect the rate of investment
and capital accumulation in. the agricultural sector. If MEC1 results
with.governmenf investment, ceteris péribus, 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 MEC curve
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and change its position as with MECZ, both the rate and absolute amounts
of capital accumulation can be varied.. If the MEC curve were twisted
counter-clockwise, relative to MEC® and MECI, 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 qchedule for
capital goods, S, This would alter the corresponding family of MEI
curves and the rate at which private investment is undertaken. If §

is horizontal up to the capacity constraint, the rate of investment is
iﬁvariant; if S rises sharply, so does the rate of investment. In Figure
6.7, io is also an instrument variable through which the government can

*
affect K and the level of investment.1

Need for an efficient marketing system

The marketing mechanism potentially performs an important role in
stimulating and sustaining developmental processes. It can be viewed
2
as an instrument variable and the leading sector in economic development.

At times, however, the marketing system is viewed either as performing a

1The effectiveness of using i as an instrument variable by affecting
the interest rate or structure of Interest 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 institutions 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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passive rq;g&or‘aq“essentially'qdaptingfin;thé.right direction and pro-

EEFE

portgqﬁ}qs economic change takes place (6.7, 6,20). This is partially an
outgrowth . of the contention that marke;ing.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 demand

"in gﬁéﬁ1attef»areas is able tq absorb these '"surpluses'. High middlemen



margins”and’ transportation ‘costs attendant to 'moving these ‘goods; ‘ceteris
paribiis; ‘teduce" effective demand in the "deficit" ardas’

Sécond, if food consumption requireménts can be met- and additional
income can’be generatéd through producing a cash crop, the utility from
this additional net income must be'greater than‘the‘diéutility 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' activigies 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 géods.

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‘pér'cépita real incomes, and the potential flow of resburces
from the agricultural sector to support other sectors of the economy all

‘suggest - the'neéd for an efficient marketing system: Reductions in per unit



‘tra port costs and margeting margins, improved information -ON.. inter—

'regional supply demand conditions, :and; the availability of improved
Production i,-!},r??t%.\-,.,etl..-«,.soesf.* zvb}e;btma.lse -them accessible to large.numbers
qihprodgcersvall@tend%todraise returns,to:prodgcers andwkeep“costsgt;
consumers relatively low. Higher moné,tary returns . to,producers, ceteris
paribus, increase, their purchasing power for consumer and producer goods.
Loyer ggodwcostsétendﬁtgtincrease,the,real income.of consumers, -Given:
a relatively high income elasticity of demand for food in:most less-
developed?areas,fhigher realzincomes also.increase the demand for agri-
cnltnral?commodities.ﬂ,Rednction,in transport and marketing,costs .also
improve‘theicgmpetitiveyposition‘of agricultural commodities in the
Sﬁ?értaWaEksz;;C°mP9§?V9F?55:?5 extremely crucial here because of the
impgrtance~of{generating foreign exchange earnings for procuring.capital
and .consumer: goods for domestic consumption.

To maximize individuals' objectives, the market mechanism must reli-
‘aklgﬁtransmitfconsumers"and-resource owners' preferences and. producers'
fdgmgng:for prodggtion;resources.l Inaccurate transmission of consumers'
preferences distorts resource allocation.decisions for both agricultural
prgducersvandﬁmgngfactgrerg;“,Ehepefficient operation of resource or
aigctor markets%imprpves,the possibility of resources moving. to. their best
uses, . This. is essential for coordinating the. growth,of the economy. .An
efficient market system also facilitate5~longer-term planning on the. part
of‘all participants in. the economy,‘including national. -planners.

Market .reform.alters . the distribution -of-income. in the.economv...lhe


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 accumulétion.
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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al&p“ingqlvgs4sgcialtand perhaps political costs. .These costs: must be
weighed against 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 an opportunity 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 CONSUMERS"

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 pufposes 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

1It 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.



266 -

cost to the borrower where the latter cost is a function of the relation-
ship between borrower and lender. Because or his 1indepteaness to a
merchant; ' ttader or landlord; who may also be a relative--both an

- ‘aconomic:and -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. Conversely, 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,
aﬁd'usuaiiy 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 }éQd fOr_consumption purposes. Banks are often located at a dis-
tangeiﬁhich in terms of transportation, lodging, and time raise the
efféafiQé interest rate even if the prospective borrower has the

necessary collateral which banks usually require.
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A good deal of nonspecificity 1s 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 1s 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 we11-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: over~time.' -His-objective,: in this example, would be
somethingr.ofthe.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-

i

ment of parts of Western Europe and of North America suggests that
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proselytization of non-Protestants in less~developed argas mdy be one

of the keys .unlocking economic~developﬁent. Certainly, the personal
attributes of thrift, hard work, and productive inQestmenf would be
conducive to acéelerating 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 raiée the producer's level of living. Focusing on

the producer's enterprise or indolence obscures the 1likelihood 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
deQelopment exist. 1In Asian Drama, Myrdal writes:

PR feligi&n 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 .
modernization ideals--though of course, appeals to religion
.on~the ~'higher' level can-be used for, 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).

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 actionm,

1Myrdal's statement is similar to the view expressed by Max Weber
in his book, The Religjon 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, would .tend 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, is varied 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. 1In 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 Africam 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 is affected by the
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”feéoéniﬁionkofﬁanéestraldrightSLtOrland.'¢In addition to.a personal
attachment to:lan 9;¢iﬁasomeuareasgtheiF:ights"wobtained;throughwinf
heritance forbid the sale or pledging of land. Even.those who.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 mohility and
private investment in land are not favorable.

- The importance accorded magic and the various spirits affects tlie
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

1Included 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
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practices, If the desirability of practices is demonstrated in a. con-.
vincing manner and producers heve the means to adopt, the tisc lag may

be, extremely short.! The tendency to interpret nature in terms of spirits
}fﬂfeegced'g:weuppressed as‘eatural science curricula are introduced

and expanded 1n educationsl systens.

‘yggic_can‘eerye QFP%? purposes. Magic may 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 f:om the customary ways of life in the cpmmunity.?
Schneider, in hiszstuey of the Pakot of western Kenya, writes that, '"Be-
causefmagic is accepted as a stern reality, deviation is rare and un-
doubtedly carefully congidered" (7.47, p. 159). However, the threat
of being“subjeeted to'magic also induces those in authority to conform
to accep;ed community behavior_so that their relationship te the. com-

munity is that of serving racther than innovating or commanding.

hammond (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 did 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 Mossi 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 'new environment can be manipulated” (7.23, p. 253).

%Magicyand witchcraft are used for similar purposes in some Latin
Americanvillages. ::See Wolf (7.52) and. Nash (7.40).
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Civil-relipious” hieFarchy’ in” TAt 16 Anerica’

termed ‘a "corporate' peasant’' community s’ Tff’ésii’nd";‘il“z Within ‘this community,
a C1Vi1:¥e11g10us Hidrarehial Structure 18 ‘Foind which ‘Sperates’ the bublic
1ife of the éommunity in both religiﬁﬁg*éhﬁvsgéﬁigg-Egiéétb;“bTﬁgysyJEéh
imﬁ%ﬁggﬁgﬁiiggfiﬁdﬁ;6f“§e51fh”hﬁﬁjtiﬁé on the male members but réwards
them With' pover and prebtige within the' community (7.40, 7.53). Wolf
"‘:'('\71“".“'5;2"?) ‘states that' the achievement of power is a matfer 'of community
decigibﬁlfﬁiﬁérrfhsﬁ:tﬁfbuéhythehéff6?f§'0f;thé'iﬁaf;iduéi;"‘Tﬁis'is
'ﬁggaﬁﬁzhﬁfé§ffgé’wltﬁiﬁ'fﬂéﬁcoﬁmﬁniff is largely a fuhction 6f>hpward
movehent within their Hiéfdfch&rﬁibhgia'brescfiﬁed'ié&dér of achieve-
‘ment.”” Sincé the positions are ﬁithdut’béi;'é;pénsive in terms of ex-
pégZéﬁjbbligéffdhg;‘dnd'ao'ﬁbt'pefﬁifithé holder to engééé'ih any other
remunerative activities, accumilated wealth s rapidly dissipated within
this sysfem;V“Sﬁih“acéumuiatéd“Wéhlth;ﬁlargely in terms of livestock
§E§V¥gndg,pagpgt'bg:hidQenfﬁrqgjo;th members bf §he,c§mmphity.':Whére
thd{y1didls ‘are reluctant to' undertake these positions, they are
P o s st enve, th iy, T eithe cse, dovtat
behavior 15 discouragel and the social atrisctiira ramaina’ asdantislis
intact,
The Financial bligattons’ atfendant with these hierarchfal posa-

€1chs rediice any fhcoms fnequalities that are generated within the

L2

commurity; and,”in ‘turn, lessen the likelihood of any internal dssen-

tion which would threaten the continued existénca of the mammuntry

w&:s;wOlf;(7;52)‘descr1bes;the."corporate"'communityuas comprised of
peasants mostly subsistence-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-enfdrced redistribution of
wealth ﬁouid disddurage the incengive'to acgUmulaté such wealﬁh, Nash
states that " , . . the richer people vie for public tecognitidn and as
measures of their plety, 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,
Perspnal 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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;duties toward, their .extended families, we mayperhaps urider-
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 w;li subsequently be .indicated, the extended family system has
both adyqntagep“andfdisaqvantages.4 Thus, its impact on economic de- .
ve10pment{ 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
attréétidn of employment oﬁportunities elsewhere act to modify the ex-
te&ded family éystem 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 pafriarch. Individual business enterprise is replaced
by members cboperating‘for a collective goal (7.21). In addition to

considerations of mutual concern for collective survival, particularly

when liviﬁg near the subsistence level and when annual production is

1Bauer's (7.6) position is that the joint family system hus 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.

2Comha:lre 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).
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vgggable,l the pooling of resources and an acceptable gbverning*arrahge-
ment can result in certain economies of size:z' 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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m;gﬁégggip;;igwagratheﬂwellsbeingnofathe«less-fortﬁhéteﬁméﬁﬁefs"bf5thé”
ﬁfgm;ly,HJCr?FiCiSms@ofsthisﬁfamilialxarrangementsseem'to*bé’based'oﬁ’
~the assumption .that members receivinga‘transfer of ‘wealth; ignoring
fgogﬁthgﬂmomen;,the;fact;that;assistancetéah:be*in the form of labor
?§§§i§t§nge;gnd.lendingqoffdraftfanimals, are "free loaders" who repre-
sent a continual threat to the ability of the more ambitious to improve
their .economic pos:[.tion.1 If this is the case, the criticisms seem
totally valid, at least from.én 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 agsistance, they may themselves receive similar
assistance at a later date. Also, attempts to improve thé 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.

1Miracle (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 pro-
vided 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 agpect 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).

_ .Alsq see comments by Ames (7.2),‘Beléhaw (7.8), Comhaire (7.14)
Lewis (7.33), and Ottenberg (7.42),
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Miracle (7.34) emphasizes the negative aspects of the extended
family, particularly as it affects capital accumulation. He states that
regardiess 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
incentive for local, productive investment is reduced.1 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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éancﬁipnggﬁplqimsyand;negds of his family members.

Even;when therindividual enters occupations other than farming, he
oftenpdoes,not{escapevhiswfamily obligations. If he becomes a shop-
keeper, his. ability to remain in business and his incentives to continue
in this more competitive enyironment 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.as 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. 1In 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, 1In a sense, they represent man's
accommodation with his envircnment., 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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withinhandxexternalxto;theﬁehonomyu From the standﬁoint of. national
planning, the:problem:.is: to determine. the nature and strength.:.of such
values:.and; attitudes,: the substitution ratios among.them,. and the means
whereby: such. 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?

- The 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' aspirations 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 econoﬁic 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 néture of the environment in which he operates but relies
primarily on traditional interpretations to guide his motivations and
behavior, he has difficulty in perceiving ways to influence his economic

we11-being}' Although he experiences the influence of natural forces

1In 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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rgrzl_‘_l&iiskgarmiqg_ quratiqqq_gnd on higyfgmily's’heglth, hg dqes not view
. the causal relationships in terms consistent with scientific explana-
tiépgybut‘gggher ;9 terms of sqpernatural phenomena (7.6, 7.21, 7.24,
7.43).} The continued observance of t;gditional behavior obviates the
need for individﬁal thought and innovative decision making, the latter
both tending to create anxiety and uncertaint':y.2 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) notes 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. 1In 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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no;ipquucg,;theygalso.become aware of the existence and availability
Wqﬁwpphqr‘consumer‘gopdsml In order to obtain these, however, producers
need to .increase 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 a2 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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.»Increased - participation in the»mbney&ecqnomygglsgﬁagquggggg pro::
ducers with-the .existence of nontraditional inputs, if they are availr
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 éover 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. 1In both cases, however, the producer has, in effect,
made a partial substitution of values, i.e., wealth accumulation for
security1 and also has demonstrated an optimistic or favorable attitude
toward realizing his goal. Another producer may also place a high valve
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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end?quﬁidity?ﬁﬁrﬁééés:“‘Thé?déterminatiOn of ‘net ‘returns “from'alter-
ndti@é“iﬁJéstﬁéﬁtéfisﬁé?é&ﬁplicétedfprdblem~forJprodﬁcers;’regardless
of thé'stage of edonomic development .

Land‘is almost universally valued -for the-security and prestige
it prbﬁidée;’ This’ is true of the Indian peasant as it is of the Latin
Americanhacienda owner. But the transfer of title to land through
owneréhib“does not in itself represent a productive investment. Only
if ownership induces a shift to more productive cultivation practices
" or'more investment in nonland inputs can land investments be termed
productive investments. 1In 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 1s 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

occupations 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 t6 increase his wealth.
" But, according to Hoselitz, immunization ‘did not ‘generally lead to an

increase in the amount of beef" marketed 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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ip agr;;ultgre andlcrafta declines relative to that agcogded positiqqp
in publ:l;: administxjation, education and law. There is some s‘u’ggestion
that both managerial innovation and capital formation are hindered by
persistent high evaluation of a "leisure class" and thé’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 additionm,
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. 1In
other areas, economic pursuits are limited only by individual's aware-
ness and entrepreneurship and by the resources available to him. Even
in the(relatiVély "open" communities, income or profit maximization over
timé is';ni;;a ﬁeanélto the higher objective of utility maximization.
But sinééfugilify is derivéd 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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generalized objective of utility maximization., Instead, the more mean-
ingrul objective of market-oriented producers is that of constrained
pfﬁ%f?wﬁiﬁiﬁii§§iéﬁl'@ifﬂgéoﬁétiéinfé h6E 6ﬁ1y'8hirééoﬁ;gébg;aiigﬁiiifies
but ai?é(fff'biABSf3§§3i1aﬂilltywwhéré é”pbréldnibfvfhé édohohiééliy-
pfgahzfivg‘lébbfdfﬁﬁﬁts'éfe:de%0£ea fb;sbélaléﬁd:ibéal governmental
affairs and ‘@) "Sﬁfﬁiﬁéeé"!d&ailablé.fof'prodﬁctiﬁe'{nvebtménts'must
compete with iéss¥ﬁfbdu¢£{vé or nonproductive investments. Again, the
objectiveé is utility maximization and not pure profit maximization.

This objective is Ednsiééénf‘with the general contention that nearly all
pfbaﬁéeféﬂaré"%coﬁbmic'mén" in that 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
towprdfprpduction for survival and any investment is geared toward
maintgpangeyof,;hg production plant rather than expansion of the size
of operatiqns. The principal constraint on investment is the inability
to?ggpgratg‘anpyodquion ﬂgnrplus“ in excess of consumption requirements.
Consumption requirements » however, usually include expenditures for

giftﬁ, social events and religious activities. These latter expenditures

1According to Kemarck (7.31), the African producer thinks in terms
of  increasing returns to his labor rather than profits., Mair (7.39)
notes that among rice cultivators in most parts of India, both among
:landowners 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 more scientifie mathod nf
cultivation must involve" (7.39, p. 44).
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. represent: funds which could potentially be invested. However, two-:
‘additional ‘¢onsiderations "are necessary. -First, one ‘of-.the producer's’
objectives 1s to maintain or -improve his' social 'standing in 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 incqmé demand which 1s also eésentially invariant.

Production decisions in.terms -of essentially-fixed incomes are not.
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.iﬁ¢§@§§§iy1éxuiﬁﬁ producer;behavior :at:low:.stages of :economic development

.(Z{@I}gm;@éfnbtedggarlign;ﬁhowevet;athegdemandnfor;income;Nariesgwith the

,ptiqésgpaidgfgngQﬁéumptipnagoodsqnotmdirectlynproduced.; Such -behavior

Yok

&;éppti@afiyymindigenousgto@eqsentially:closed communities where :limited

reéoﬁrqeé;nreqtrictedfaspirations, and ;strong social pressure interact
to;maintain an:.economic:and social status .quo. As thesz -communities
are;opened, the:strength of ‘these forces:declines and. producer~-consumers
arenintrqduceq,to nontraditional influences..

For :the subsistencesoriented producer, output is primarily a
function of theiquantity of labor applied to the resource base con-
.8isting .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 MVPlabor
rises rapidly with initial labor inputs-buf then rapidly declines as a
relatively-large quantity of labor is .employed. Movements to the left
of Lﬁ;ongtheﬂhorizontal,axig denote additional units of labor employed.
The vertical .axis represents income which reflects the total value of
production. aggregated by the.exchange valuepof“the'individual com-.
deities;accordingqtoxaunumerairggor‘by some. monetary unit. Super=
imposed -in Figura.7.1 are :the produéer's subjective indifference curves
repgesentingythegmarginalzrates;of substitution between income and.
lgisurg. .Leisuré%denotesgnonworkﬁbut-ingludesutime~spent in.social :and
Tgé&éfp@eqtalgaqtivitieSanqincome, translated into.physical quantities,

“

’;ﬁéptéééntsQconsumptionunequifements,@includiqgmpaymentsﬁinﬂkind for .

.tAxésfandmdebtmoblizations_vstdcksmfor<draftwanimalsmaallowanceifor&a-{
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Figure 7.1. Optimum labor-use level for maximizing individual utility
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Figure 7.2. Optimum pfoductidn for maximizing individual utility
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maintenance of capital stock, income necessary(to purchase or obtain
goods consumed but not produced, and inconejfor undertaking customary
social expenditures. The indifference curues ‘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 consumptiongpatterns and of the limited aspirations and
opportunities to alter{consumption patterns; In Figure 7.1 utility is

* -
maximized by expending L.L of labor to produce 0I, of income.1 of

1 1
*
the total quantity of:labor inputs available for work, L , LL1 is de-
voted to leisure. Assuming:-only two products are produced, Y1 and Y2,

the production possibility curve representing the combinations of Y1

and'Y2 which can be produced using LlL* 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 Y, and Y2, the planned optimal output

1
* *
configuration is denoted by Y1 and Y,

“Referring to Equation.D.9, the utilization of L L¥ of labor implie:
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.

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 LlL 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 7% 1.
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In Figure 7.3, each unit of 1abof-empldyed results in a higher in-
come level either as a resufgcgf an ‘increase in the exchange values,
for example, the exchange53é1ge'of wheat £e1ative to sugar, salt and
tobacco increasés, or be¢aﬁ;e 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 énjoying 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 Y1 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 & larger variety of consumer goods

1If 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. 1In
this exercise, the MVP, 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, inauces:mgie?ébtgfprisihg producers to raise
their aspirations and altéf'tﬁgi:wgeéifééaéansdhption pattern.1 The
principal objective iq.é;iijiphﬁf“th;tility'ﬁ;;imization; however, the
~components and thg}r?;;;eegive utility coefficienps undergo change.
The question now ariééé 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 from
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 acéount. 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
potehtially 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,
PpP. 41-42,)

2Such a stavement, 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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fqr farm-pro@uced gpng,»cppsumgr‘gppds‘and Leisgrewggg hypothgsized to
qhapge in tpé d%récgiog :hat_c§u9e5vthe:mgrgina;‘ra;g‘gf pyb§t;tutipn o
leigure.fpr<1ncome to fall, ?hat‘is,‘;ncgme gndlghgwpggchaging‘powef i
reérgsents now have a highef value relatiye to‘le;sprg thgnqug pre-

viously the case. In Figure 7.5, indifference curve 1 ! reflec;s the

1

change in preference between income and leisure apd the regulting
marginal rate of substitution between thg 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, I1
the producer's optimal behavior is to now employ L *L* of labor in

1

* *
1 The additional L1 L1 of labor causes the pro-

duction possibility curve in Figure 7.6 to shift to the right. A

order to produce I

higher level of utility, U3, is possible due to the shift in preferences
and consequent additional amount of labor used. Consumption of both
Yl 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 availablef 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.
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'As”'the opportunity to increase the consumption of all goods above
TR B S I S U ST SR
i* adad Y2 arises, so does the possibility of

I T Y S TR R SO B I et cead o N R
‘éﬂ%lﬁg‘iﬁcrements of income through nonconsumption. Capital formation

e e glain O Tl i
“the ' initial levels of Y

ﬂ%é*ngwdbééﬁfihtiodhééd; 'As long as the b%odﬁcér‘éipléﬁﬁingphbfizon
“remains constricted to thé'éekt'prodﬁction period or harvest cycle,
such savings will Iikély'be hoarded or lent on a short-term basis to
rélétibes and fellow villagéré.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 ofhers fhe‘producer is able to expand his planning hori-
zon, longer-term productive investment is a feasible alternative.
Savings
Savihgs provide only the means to invest; favorable investment
‘6ppor£unities‘muét exist to mobilize'and channel savings into pro-
ductive uses. Where the saver and the investor are two different
perséné, institutions such as savings associations and rural banks are
necéssary to make the transfer. Private lending by the saver is an
dlternative. But the most important determinant of savings is the level
"of income. The relatively low per capita incomes in most less-
~'dévélbped areas suggest a low capacity for saving. However, per capita

‘incomes do not reflect income distributions. The relatively few who

‘lehe'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 bfqpprtioﬁ‘of'the income have a high‘capacity to save.
EQéh thogg‘ét_tﬁg lpﬁer end ofithé income scale save,;:'But the All-
India Rural Credit Survey (7.46) provides data indicating that the
primary reasoh‘fér.not saving is the lack of a means for saving.2 See
Table 7.1, The indication that '"no margin for saving" existed does
not imply that expenditures in excess of basic consﬁmption and pro-
duction needs were not made.

Increaéing present consumption throhgh_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 go.ods 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.

1Hagen 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).

ZThis conclusion is reinforced by the surve& 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-
‘perandlower strata,a*dccording to reasons 'for not placing
-savings in accounts or not ‘purchasing bonds, vtock shares Qr
finsurance policies’ All India Riral:Credit: Survey, 1950=51

Number of cultivators .replying in the

‘Total ' “affirmative .
number b5 ,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? - | B D RO B
* Lower strata 75 - - 2 - |14 ¢ 59 ~=——>
Upper 'strata’ 175 | =7 p=]se deared seg 3 126 | 44

Is it because you

prefer to hold savings‘ : i B L S AT

in cash? : 4 .
‘Lower 'strata 275 1739 1020046 |5 e ] - - -
Upper strata 75 17129 |15 10 |4 -1 - -

Do#you‘prefer ‘to
purchase gold and
jewélry? - S SRR EALTEEE IR R .
Lower strata - 75 56 16 | 3 - {- - |- -
‘Upper " strata PIsol-ta3: 20 |5 ) 70 '

Do you prefer to lend

noney ? i (XS ERSEHEIE PR S R .
Lower strata 75 61 12 1 1 - - - -
Upper strata 25 1 33 128 8 | 6 |-} -]1- -

ERSEE N R EARRCIN P, R B

The definitions. for. "Upper! and '"Lower" strata cultivators are
given-in:Chapter V, footnote: 1, n. 215-

Source. Abstracts "from Tables 11.3 and'1l. 4, All- India Rural
Crédit Survev (7- A6)
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Where rsavings are :used to ‘increase consumption:of ‘consumer: igoods.rpros<
duced' in-.other sectors of the :economy, such expenditures:.represent
transfers out of -the agricultural sector which may have a beneficial
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, additionai 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.

Investﬁent

Investment may be either productive or nonproductive. From a develop-
mental-standpoint, the former is preferred. For a number of situations,
the latter is'entireiy rational. Given a sufficiently-libefal intér-

pretation, the present value rulé in Equation 7.1 embodies the factor:
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influencinguinvestment decisions* """ The critenion of.itheruleis+to
~se1ect;;hatwinvestment»oppprtunity,fromﬁexistingﬁalternatives’which
weéﬁltéﬂiﬁwtheﬁhighést%nohhégEtive%pfeeent%Vhiﬁéﬁﬁ If ‘the PV'is ‘nega-
tioe,%the5investmenbvshouldﬁnotwbe*médey+1f?2ero; the "irivestor - car be¢

indifferentsto-that iparticular ‘investment opportunity. it is not

=D R R - Emla e Tt I+ 0™ (L)
=1

=[5 A +D" A+ -6 (7.2)

suggested that'investors are actually able to quantify Equations 7.1
anda7:2@tbut-these.equations summarize the factors which rational,
prospective . investors would itend to take into account. The components
in Equation 7.1:have ‘the follewing .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 a:self-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 fordetermining the PV

. {5«» TYI A T S DS s ¢4 B Ve T B

of the estimated net returns through time. The discount factor p, 1n-

“& 5 CEG LIy et e vy 8 PRI T, TN

cornorates considerations of the economic oooortunitv cost of 1nvest-

ment, uncertainty, and social factors; and


http:the,'rule%,.is
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3 ~.>

{5 - 1 (1 +p)"" N j6"the ‘discounted tefminal value of the investment

*fﬁﬁthe”investment“is'not entirely'used up’in ‘the production process.

 Nomproductiveinvestment °  Consider'nonproductive investment
first. Such‘investment may be in the form of jewelry and ornaménts,
consumer durablés, improved housing, hoarding, and in some cases, land
purchaaes.l' Land is equally phygiéally'productive, ceteris paribus,
whether it is owned or rented. It is in this context thét 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 expenditr- - can be viewed
as highly productive investment, although in the nor. ,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 tenur1a1 arrangement.
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Referring to Equation 7.1,.the following;intuitive interpretation is
given to the components wnen nonproaucc:we mvesments ;areyconszaerea;

. 1,3-‘,}' Mt g

1) The R(t) are the, social and psychic returns referred to

’earr}er'which have a qualitative dimension,, In gbe,qeseiqf,housing in-
wastment, maintenance costs would be reflected in the E(t);

(2), ¢ includes the opportunity cost associated with these in-
JveeEmeﬁts..Agor_egqmgle,“ghe‘opporrunigyveqetuisnghe,rece of return
foregone by not making productive investments or by not placing the
funds in a credit institutions where interest could be earned. Estimates
gg 9@?,?3?%;9§7E%t“§9‘?9:P?°d“°tivea¥nV39tme?t are scarce. .If Schultz
‘7,4§l? re eorreqr%ipuh;e.egntention rhat the rate of return on invest-
megt'igitredipiqnel rnputs is low, the opportunity cost component in p
1s&£%i§;yue@a}1.aVWhere improved %nputs-are available and adaptable,

t?e epportunity cost would be substantially higher, .In addition, un-
cggﬁqdntyfgssoqieged wrrhgghenestimaged rate of return.could be in-
corgorated bxlredueing.ghie estimated rate. Consequently, p would

vary g;rh rhe neturelofkprqducr@ve inputs and with the price and pro-
?299%9“ UPgetta;gtx‘est;maged to accompany these inputs. With land,
Ehe:pgseibilityfoﬁ'lendwregorm,andnexproprietion.in;roduces an element
‘354%¥§t1595;3n91 599%55a19t12¢;1h9 lower p, the less net returns are dis-
counted and the more attractive are nonproductive investments;..

:3) . As noted previously, .n is the length of the planning horizon
Qﬁrgh?@exvﬁe one year .or an. intergenerational.time span.. .Consumer

oL e

"‘>‘,,‘;"7 S VT SR S o '-{'i“,'{;,". 3 o Lo S e R e i -
hUrables have a'limited life of.usefulness,,as does h0using.» Conversely,

N

land jewelry and gold are essentially indestructible and providerreturns

¥ - . S At
ATl B Tas S ar arnid sivd i -

v 1 k) I 14
nuvar an pxrpndnd ‘nariod oF time- Plann'lm! horiyonn alqo varv with the
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‘pggsopgl,g;tribgtggiand:act;ppdgg;gf the investor; and |
.- {4) The more durable investments, have a discounted, terminal

vg}gg s;ncg‘tpey‘arg noptuggd_gp‘or,pqnsumed.du;ing,the planning period.

Given the inflationary tendencies in many developing areas, the term
In(14'p)‘nAshou1d be stated in feal terms, i.e., the monetary value

is‘adjugted 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
prof;table. Cpnstricting the planning period is one means of allowing
Eor the different forms of uncertainty that are present. Alternatively,
tenurial,insgcurity and production variability can be taken into account
)y, Ancreasing p. 1In situa;iong where social pressure is a factor in in-

‘luencing wealth accumulation through private investment, such social



factors can beificorporated by subjeétively raising’e.’ ‘That’is] as'p is
ihcggﬁgiaf’tkéﬁﬁgiz¥éEuin§?ﬁﬁsfnBé“éﬁffiéiéﬁ%i§"iat§€§ta“dombahsate for
ﬁhﬁe?ﬁ&fﬁf&faﬁd“fOfEaﬁﬁeiéé“gaéiai’pﬁéndmenai. The rate of interest
‘btaiiiable ‘on ‘'savings’ accounts or' through private lending serve as’
approximétions’ of thé-opportunity cost component of p. The data in
Chapter V on" interest charges levied by private lenders suggest that :he
opportunity cost of productive investment is high. In addition, the
localization of lending and borrowing reduces the uncertainty of de-
fault by the borrower.

The discounted terminal value of the investment in Equation 7.1 is
exctremely 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 is reduced.
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.
If costs 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 oqu high
‘liquidity but a good deal of security. As indicated previously, the
"lack 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

7.2y 8 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 is’compounded- anniially As
.before, n is the:terminal pointiof the planning period. -The discotint
factor, p, represents opportunity-cost plus allowance for uncertainty.
Since compounded»intereét and principal are in monetary 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(1 + 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 in making 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
with lending.1 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. Equation7 .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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Tgpn§§§1gggﬁ;sa§ypp;;;uted; &Ifﬁthéilqanjis re?aid;atﬁthexénd ofhtliand
Ehgﬁgggngipal;plusﬁ;ngg;estgisyrelent:atuthésbéginningﬁofwtE,stheimdne-
tary;value pfgthefinitigliloansplusyintérestfquL(1w+ﬂii)(1~+ﬁi§);i~If
1vt:t,_.xg{._,.;ng:ga};est; rates:charged.are-invariant;.at:.the end .of:the n-th period,
the funds plus interest have a monetary value.of L(1 + i)n. More
realistically, thé value of the loan ét the ‘end of t, is L(1 + 11) less

expenses .involved. in the.lending transaction.
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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 thése objectives, Since these
human attributes do not change rapidly, they are essentially parameters
dufing 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-
vidﬁals to alfernative life styles, consumption and production patterns,
and perception fér 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
prograﬁs t6 increase the availability of consumer and producer goods,

to improve the economic incentives for production, and to provide man-
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agerial assistarnde “for*adopting’ nontraditiondl inputs: andvnew 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 increasing the individual's percention of improving his economie
well-being, education is often associated with a distaste for working to
increase rural 1evels of living. The shift in occupational preferences

and outmigration from the agricultural sector creates a new employment
demand in the economy;

(2) 1Incentives 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 arevrarely absolutelv binding. Similarly, importance
is attached to observing religious and social events which often place
heavy demands on the individual 8 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

Oor an expanded flow of future income associated with orivate investment

foregone in the firm. Such opportunity costs are increased as new consumer
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goods become available and as thg_prggitability of private investment

is increased. This does not deny that social and religious expenditures
generate utility but rather that alternative uses of“ghede”exgendi;ures
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 ekisting 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

The-concern: by:governments of - less=developed areas foristimulating
economic development is reflected. in the emphasis - given to national
planning for growth and development. National planning . and consaquent
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 ppeople to expect. Planners can attribute the inability to
achieve publicized objectives to some exogenous force, but.successive 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-

itynhas adverse effects on;private-and- foreignAinvestment,hon willingness
‘to’ participate in. government prog;ams,iand -on;the, capacity. and motivation
tOpengage in long-term:planning,.:both -on. the national and individual-firm
19vels

Nemnrratic.processes. theoretically provide individuals and individuals
representativesﬁwithftheumeans for expressing policy preferences. How-
ever,-;strict-parochial interests are not likely consistent with national
.and.regional provisions. 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‘taxatinn, 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 reform programs 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
and=pglicies:which;are:administratively‘féasible,-economically-sound,-and

;pOlitigally;acceptable. Since .fewxgovernments have 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 plannéd objec-
tives. Public investment in the infrastructure of the economy to affect
economic incentives and resource mobility was discussed in the preceding
chapter. Monefary and fiscal policies provide means for influencing the
groﬁth and direction éf economic activity. Sectoral policies such as
land reform, provision for rural credit, price support programs, and
axpansion of éiport markets have a potentially-favorable impact on sectoral

;roﬁth.‘ Agéin, ﬁowever, 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 goodé for industrial uses., Thus,
sectoral 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
inriate domestic 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 position, 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,

I1f 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.
iel?tively 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
yield;;:as .in:Equation 8, 1. where .

50,7 A Y (8.1)

a(P) .y (P:X)

0 = :Qutput

>
i

‘= Area planted

<
i}

Yield per unit of area

rd
u

P
-2 = Ratio of price received for output to an index of
h| 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 d d
- = -—d;— y (P:X) + ——LdP a(P) (8.2)
eo=eb 4+ ef (8.3)

P/0, the price elasticity of output is represented by the sum of the price

elasticity of area and price elasticity of yield.1

lUsing 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 bolicies
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 empleyed 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# are acreages

k
of competing crops. The Py and pi#k are interpreted similarly while

t=1 to the end point of the time-series data.

A P
k k
= = f -—n-———' (i, k=1, ..., n) (8.4)
T A Zp
o1 LK 1= 1fk
t t-1

Relative acreage, as the dependent variable, is used as a proxy for
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planﬁedigrOpping patterns.where :these patterns are a function of expected
oruanticipated :prices-for alternative, competing crops. The use of acreages
abstracts from:the direct influence of weather conditions on yields and
production}Jand from: the impact of prices on the intensity with which
nonland inputs are applied to land, i.e., per acre yields when the
influence of weather has been removed. The degree of responsiveness in
altering cropping patterns is influenced by a number of factors, some of
which afe no; in?luded in Equation 8.4:

(1) ‘Tﬁe 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 numbef 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,
smali-scale producers are inclined to gear production decisions to meet
consumption requirements. For example, where an inedible, cash crop can
profi;ably be grown, producers growing the crop and using the income to
pﬁrchase 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 MPP 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
is their major objective;1

(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 pfices 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 anv time-series data.
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prices:.may. not be accompanied by similar changes in prices received by
vﬁrqﬁucersuwhere»thé latter are important for production decisions.
,The;results.of~ahnumber of studies investigating producers' response
to changes in price relationships and some noneconomic factors are sum-
marized in Tablev8.la.1 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. 8.1la. Estimates.of price elasticity of crop area for various crops
and geographic regions corresponding to varying time periods
‘and.. estimating procedures, as specified ’

Crop and Price elagticity of area:
geographic area SR © 1R Dependent variable
RICE:
East Pakistan _
(Summer + winter) 03
(Summer only) .09% Ratio of rice area
c. to rice + jute area
9 districts
- (Summer + winter) .05
(Summer only) .12%
Punjab (undivided) .31b .59b Irrigated rice area
Thailand .18° .a1°
Regions: b.d b.d
Northeast .04-.57"" .06-1.04 Rice area planted
(mean) .23 .30
Central .02-.62b’d .07-3.12b’d Rice area planted
(mean) .18 .32
' b,d b,d
Western Highlands .07-.50 .07-.46 Rice area planted
(mean) .23 .22
Peninsula .29-.34b’d .29-.30b’d Rice area planted
(mean) .32 .30
Java~-Madura
(wet) 05
(dry) .08% Rice area planted

aSlmple model.

bDistributed lag model.

Cou: . .
These districts are .the nine important jute-growing areas.

dRange of estimates derived for provinces within regions
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. . ; .2 4 . Independent .

Period R variable Source
1948/49 - .64 A (8.17)
1962/63 .65 A (8.17)
1948/49 - .54 A (8.17)
1962/63 .60 A (8.17)
1914/15 -

1940/63 .89 c (8.3)
1940-63 .29-. 964 c (8.3)
1940-63 .08-.959 c (8.3)
1940-63 .38-,72¢ c (8.3)
1940-63 .36-,759 c (8.3)
195162 .73 D (8.29)

1951-62 .99 D (8.29)
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Crop and Price elasticity of area )
‘geographic-area TreR o LR Dependent variable
REgENCy \WeL T uryj:
Krawang .03% Rice area piancea
Wonosobo .56% Rice area planted
.Djember -.03% Rice area‘planted
Philippines .15:’e b Rice area
.042¢ 1.16°¢
Regions: b.e b.e
Central Luzon .13-,277? .62-2.15 Rice area
Bicol .38b’e Rice area
West Visayas .91b’e 3.52b’e Rice area
Cagayan Valley negativeb negativeb Rice area
WHEAT
Punjab (undivided) b b
(Irrigated) .08 .14a Irrigated wheat area
(Unirrigated) -- 022, Unirrigated wheat area
West Pakistanf .1-.28 Irrigated wheat area
CORN:
Punjab (undivided) .23b .56b Irrigated corn area
Thailand
Provinces: b b
Nakhornsawan 1,92 1.92 Corn area planted -

T

®Based on results from second~-trial regression.

fEstimates for irrigated production in seven districts.

EThe time period corresponding to the derived estimates 1s not

specified.

elasticities of cotton area.

The time span indicated is that used for deriving the price
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S ‘Independent

. Period R variables Sotirece’

1951-62 .85 D 1 (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 .85 F (8.22)

1914/15 - 1945/46 .50 G (8.22)

1933/34 - 1958/59% .25 H (8.10)

1914/15 - 1943/44 .62 I (8.22)

1950-63 .20 J (8.3)
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Crop and Price elasticity of area ‘
gngﬁgphic area SR IR Dependent variable
Lopburi 1.58" 1.81° Corn area planted
Nakhornratsima ,«.27b .41b Corn area planted
Phetchbun 4.47b 14.17b Corn area planted
Philippines .12%28
o ative’’® negative’’®
::gat zea,e e8 Corn area
.23P»€ 1.14°¢
Regions: b.e b.e
Central Luzon negative ’ negative °’
Bicol negativeb’e negativeb’e
b b.e Corn area
West Visayas .03°2¢ 047?
Cagayan Valley .17b’e .43b’e
BAJKA b b
Punjab (undivided) .09 .36 L
JOWAR a
Punjab (undivided) -- -.58 Unirrigated jowar area
BARLEY b b
Punjab (undivided) .39 .50 Unirrigated barley area
GRAM a
Punjab (undivided) -- -.33 Unirrigated gram area
CASSAVA
Thailand b b
Rayong Province 1.09 1.09 Cassava area planted
COTTON
Punjab (undivided)
American varieties .72b 1.62b Irrigated area
Local varieties .59b 1.08b Irrigated area
West Pakistanh 412 Cotton area
hEsti_mates for the eight major cotton-producing districts.
8



Independent

Period ﬁz variables Source
1950-63 .96 J (8.3)
1950-63 .85 J (8.3)
1950-63 .73 J (8.3)
1910/11 - 1940/41 K (8.25)
1946/47 - 1963/64 K (8.25)
1947/48 - 1963/64 K (8.25)
1947/48 - 1963/64 K (8.25)
1947/48 - 1963/64 K (8.25)
1947/48 - 1963/64 K (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 VA P (8.22)
1955-63 .14 Q (8.3)
1922/23 - 1941/42 .92 R (8.22)
1922/23 - 1943/44 .72 S (8.22)
1933/34 - 1958/59 .70 T (8.10)
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Table 8.1a (continued)

Crop and ..Price elasticity of area
gggggﬁphic area SR LR Dependent variable
Egypt. .37% Ratio of cotton area
T to competing crops
area
SUGAR, CANE b, b,1
Punjab (undivided) .17b’ .30b’ Irrigated sugarcane
VAL .60 »d area
JUTE a
East Bengal .60 Jute production

Bengal, Bihar and Ratio of jute area

Orissa .65% to competing crops
area

Bengal .753 b Ratio of jute area

o .68 1.03 to competing crops

area

East Pakistan .36%
Ratio of jute area to

c a rice + jute area
9 districts 42

iRelative price lagged one year.
-

Relative price lagged two years.
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2 Independent

Period R variables Source
1913/14 - 1937/38 U (8.37)
1915/16 - 1943/44 44 v (8.22)

1931/32 - 1953/54 .68 W (8.8)
1911/12 - 1938/39 .25 X (8.38)
1911/12 - 1938/39 .30 X (8.38)
.65 X (8.38)

1948/49 - 1962/63 .54 Y (8.17)
1948/49 - 1962/63 .65 Y (8.17)




Table 8.1b Specification of respective independent variables
arsnciated with elasticity. estimates in.Table 8.la,..

4 ‘Lagged price ratio' of (Summer)rice to jute.

B Tagged 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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Lagged price ratio of jowar to bajra, lagged irrigation area, and
rainfall,

Lagged price ratio of barley to wheat, rainfall, and lagged
barley area.

Lagged price ratio of gram to wheat and rainfall.

Lagged relative price and proxy variable for price variation.
Lagged price ratio of cotton (Americaa) to six alternative
kharif (summer) crops, lagged irrigation area, and lagged cotton
(American) area.

Lagged price ratio of cotton (local) to six alternative kharif
(summer) crops, lagged yield ratio similar in construction to

the price ratio, and lagged cotton (local) area.

Lagged price ratio of cotton to index of rice, bajra, jowar, corn
and sugarcane.

Lagged price ratio of cotton to competing crops.

Lagged price ratio of sugarcane to six alternative kharif (summer )
crops and lagged sugarcane area.

Lagged average jute price.

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.

Lagged price ratio of jute to (summer)rice.
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#ineld;feéponse%towprice»relationships‘

B ?EEXR£}?€~91?§F193tX-Pf area component of Equation 8.3 was discussed
;gdv;ii RelgéiQ;iy;fewé; estimates of the price elasticity of’§ie1d,

€ :, are’available,' Since P = I—;-‘l , changes in the relative output/input
price relationships.affgct ;he‘sign of dP. If P, increases relative to
pj, ?eterég paribus) produceps find it profitable to increase the use-
levels of at leas; some of the j inputs. As additional laﬁor, fertilizer,
and irrig#tibn 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
afedpositive 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
randgm’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 Rz's derived by Falcon (8.10) were extremely low.

1The.derived price elasticities are not always comparable in form
to eP _expressed in Equation 8.3,

2
Table 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 a
(wet) .20a 1951-62
(dry) .06 "
Thailand b b
Loei Province .28 .28 1940-63
CORN:
Thailand
Province: b b
Nakhornrats._ __ .60 .15 1950-63
Phitsnulok 6.07° 28.4° 1950-63
KENAF:
Thailand
4 provinces’ ,09-.81°2¢ .10-.81°°¢ 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.



Independent.

R? variables,
.89 A
.80 B
.52 c
X ] 75 D
.63 E
40-.96° F

.Source

(8.29)
(8.29)

(8.3)

(8.3)
(8.3)

(8.3)
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dble -8.2b. Specification of respective. independent variables
- associated with: elasticitd estimateq in Table 7.2a

Laggeu and .derlated’price of rice, rainfall, standing rice area at
endiof December of the' previous dry secason. and time.

Same~as'A~except substitute standing rice area at the end of
August of the previous wet season.

Laggea relative price of rice, lagged rice area, farm population.
and *annual rainfall.

‘Lagged relative price of corn, lagged corn areEZ“proxy for price
uncertainty and annual rainfall.

Sarie 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 "ggplg@ned" extremely little of the variation
in cotton yields. Rather, Falgonvgtates that lack of incentives, physical
unavgilabili;y'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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.{nt the’ intensity of! weeding’ operatidiis ‘and use-levels of ‘{¥rigation Water.
‘Aﬁ#fheabf6ﬁ¥ﬁEEUf€§'fdf‘hafﬁéstihﬁ;”bfddﬁééts can decide whether or mot to
harvest:: This decision applies primarily to the production of nonedible,
cash:crops where producers are often located at some distance from market-
ing-outlets so 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 arevgttemptihg to desctibétand evaluate. Some studies are
‘bﬁsed éq a priori arguments; others are supported by data.

Fér those proponents of an inverse relationship between quantities

marketed and nrevailine market orices. the noint of departure is the
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'assumption of a relatively-fixed demand for cash by producers such as
5; = p,d,- As the market price received increases, the quantity of qn
that must -be marketed so as to obtain 5; is reduced. See Figure 8.1.

The converse also holds.

Pa

0 An

Figure 8.1. Inverse relationship between price and quantity
marketed for obtaining Dc

In Figure 8.1, the 5; 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
5;, 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 patterﬁs. The above vieﬁpoint is best articulated by Mathur and
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Ezékiel, (8,27), Khatkhate, (8.21), ,andNeymark, (8,31):;, Mathur and,Ezekiel
Co proaucers.operacing.in.” . . . an intrinsically nonmonetized. economy
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 consuﬁer 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

. 2
consumer goods is also assumed to be zero.

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 follow_ing: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 3; and custom-
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 9, 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 *a‘%ﬁ?é'éﬁisaf‘aa:y‘% éﬁhﬂ-‘ib?ﬂir‘m ig"realized, ' The demand curve 'shifts to the
right* becatise falling foodi'grains prices raise producers' real incomes.

Although Mathur and Ezekiel (8.27) are expiiéit’thét*tﬁe'markét
behavigffthey pogtu}ate”applies to\éemi-subsisténce farmers operating in
an?eséﬁﬁii;ilf;éoh;bﬁéti?ed econaomy, their eViéence of perverse marketing
behaviqr isjbased'on daéa reflecting the aggregate effect of marketing
'dec;sibns by proaucers of‘all si?e holdings. Mathur and Ezekiel do not
state what gize of holdings characterizes semi-subsistence producers.
HoweQer, the relatively-large proportion of the total value of marketings
attriﬁuted to small-gcale 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-
miﬁting more to be consumed do not have a favorable impact on production.
Howéver, this is rather consistent with the economic enviromment 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
arg,mofe or less satisfied, the inverse relationship between price and
mgrképed sufplus ﬁill be less likely to hold and the existing instability
in.tﬁe fosd:grain market will probably be considerably reduced" (8.27,
f.vﬁéb),v' Ihé éuthdrs do not discuss how or when per capita incomes

increase, Consequently, it is not possible to impute their postuléted
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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 producfion of
food grains remains below per capita "fqod 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
of food grains produced, 6, which can be consumed or marketed.1 Krish-
nan uses 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.

Q= ARy (8.5)

M= (1-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

16 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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.a:and, .= Price qndnincomeﬁelasticities:ofydemand;wreypgctively

;Bamgﬁlgcpme;qp;Nalueqof¢the endowment: «of ~food grains:

A = A constant

Mim= 2B = &) gz (8.7)
Equatign.8,6,-represents the amount of 6 which is marketed., ‘As P varies,
1so}ngprpduceraf:income,faP; and,ral The price elasticity of quantity
marketed is given in Equation 8.7.1 Since the term T%; is always non-
negative, the sign of Me deﬁends upon the relative magnitude of B and «.
If the price elasticity of demand, &, is greater than the income elas-
ticity. of demand, B, 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, B = 0,5216, and r = .65.2 With these data, the derived
Me = -0,303., That is, with small changes in P, given o—!, F, and 6,
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 6 is assumed.

“The derivation of M_1is given in Appendix B. A similar derivation
is made when Q is disaggrggated 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 elasticlity 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 Tf? and B decline,
Conversely, the absolute value of g increases. Cohsequénfiy, M, is‘
expected to eventually be positibe 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:

X1 = Food grains production (in maunds) per adult unit of the
cultivating population of the village

X2 = Derived average price of food grains in a village1

1The 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 salgs resulted
in larger negative regression coefficient for X,, a higher R®, and larg
negative price elasticity of percentage marketed.
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X, = Value of commercial crops produced. not includine fand owaimne
per adult unit of the cultivating population

X. = Value of milk and milk products per adult unit of the eultive
~ating population

xs = Index of concentration of cultivated acreage in a village

.Essentially two sets of regression were completed, The first
inglqded all éultivators in the village surveys. The second set included
oﬁé; th?Se who were in a relatively-good position in terms of land hold-
ings‘énd annual'incomes.1 The individual village surveys were conducted
at differing times‘over the41954-61 period. Four villages were surveyed
twice. Each village survey related to the economic activities for a single
year.

Only the importance of xl and x2 in explaining Y, the dependent
variable, will be discussed here. Consider x1 first., 1In all regressions,
thg derived regression coefficient for Xl was positive and was statis-
ticallylsignificant 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. 1In 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
thé"s’ubsisfence minimum £or the neriad sindae anenddacast——11 726 A res
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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 .6 and .4, respectively,

Similarly, the magnitudes of the X, regression coefficients were

1
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 cqitivators 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,

respectively.1 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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‘the'pervérsé résponse to price changes 18 expected TO daiminisn.

“fs Pardhan’ (8.2) points out, éven though rising prices apparently
cause the income effect to outweigh the substitution effect so that more
£00d ‘grais were consumed and quantities marketed reduced, higher prices
may bé ‘an incdentive 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
glasticity 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, apd consumed, respectively. Shocking Equation
8.8 with respect to P, the relative price of wheat, Equation 8.9 is
obtained. Equation 8.9 is regptated in terms of elasticities in Equation
8.10 where r = % , b = price elasticity of production, and d = total
elasticity of home consumption with respect to P.1 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,

lThé construct and interpretations are developed in Appendix C.
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M S0 (8.9)

dM _ _dQ _ _dc '
. dP; dp . . dP (8.10)

e = rb = (r-1)d (8.11)

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
Krishna's formulation. See Appendix B. Using the ranges of values for
the parameters, as cited by Krishna (8.25, 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=.,l m=.,5 m=.9
Krishna -.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 provortions are marketed, such as m = .1 -+ .5,
some of the derived elasticities are negative indicating that a perverse
market supply function may be operative under. these conditions;i.There-
fore when‘tneueffect of price changes on production as we11 as on . 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.



Mubyarto and Fletcher (8 29), using the uncorrected Krishna formu-

zlation, derived estimates of the price elasticity of rice'marketings in

‘Java-Madura. Based on their estimates thatpb = 'l and d‘;~;5; the~price

elasticities are -3.5 and -.3 when 10 percent and 50: percent ‘are marketed,

respectively. Similarly, Mangahas, et al, (8 25) use the Krishna model
[ B R : LB Fonire

to derive estimates of the price elasticities of rice and corn marketings

i 'W"‘;-"’fx ANt ER

in the Philippines. Since they do not have estimates of d their elas-

[

ticities reduce to e = rh. They point out that this is a low estimate

G A
£t

since‘the second term in Equation 8 10 is expected to be negative. Since

ey

they set d equal to zero, the error observed by Nowshirvani and Behrman

0y,

"-.; EICIa

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.vary among- regions ranging from .37 to .65 for rice and .19 to ,40

. Gaeota P
SR f

‘for corn."Out of the 18 regions for which estimates of,e are derived,
only three are negative. The positive values range from .18 to 1.28 for
rice and ,1/ to 2,5 for corn.

Finally, Behrman (8. 3) ‘uses his construct as - in Equation C 20 in

.\‘ Lol

Appendix C, to estimate the price elasticity of rice marketings for -Thai-
land. But since he assumes that g = h = 0.1.his estimating formulation

reduces to e = rb1 The derived short-run values for e are around oh.

..... L ; SRR R A

At the beginning Of this sectinn it wan nnfpd fhnf thana attramntine

leehrman "states, '"Regardless of what factors underlie the results
,which were obtained no. significant relative price or, Aincome response in
Thai ‘peér capita“domestic-rice ponsumption has 'been’ supported ‘statisti-
callv. (8.3, p. 313)..
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to determine the nature of the market gupply_function_baseitheir,conglus-
ions. on differing situations. Yet, whether the quantity produced. is
fixed or variable, the possibility of a perverse market supply funetion

for aggregate marketings exists,

Public price supports, ceilings, and subsidizations

Public price policies have a differential impact on producers. 1In
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 laﬁdlords, 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 climétes. Therefore, spoilage and quality deterioration are
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additional”costs”that must be considered. ‘However,'the accumilated stocks
can serve’as contingencies for adverse production periods and as buffer
stocks ' to 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“quysidization of input costs can be used to encourage the
use of fértilizers, improved seedg, and pesticides. Referring to the
capitg; constraint 1nvKuation 3.1, K° ;- glquj’ as some of the p_1 are
_re§“9¢df_99re qj‘are‘obtainable with K°, ¥ As with price supports, the
subsid;zation of input prices primarily benefits the market-oriented
producers-fthose who are the largest purchasers of inputs in the market.
1f the levels at which the q_1 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 markqt but not using the price-subsidized inputs would be
penalized by the lower prices they receive. 1In addition, the public
must assume the cogts{of the subsidies; these f;nds have opportunity costs,

The use of pﬁige ceilingg to keep market prices from rising benefit
consumers, manufagturers using agricultural commodities, and exporters.
On the other hand, if the‘priqe controls are set at too low a level, pro-
dgc;%qn and quantities marketed may be reduced. _Consequently, while con-
sumegf ?rgggy th low'priges,tthe quantity supplied may be insufficient

to meet the demand and some rationine nroocram muat he imnlamentad.
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Fiscal Policies Afiecting the Agricultural Sector:

The importance .of the agricultural sector, both in terms of number
of people employed and proportion 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 secfor may be effected
by turning the terms of trade against producers, by imptementing 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.1 However, turning the

1The 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 traderagainstyagriculturalists; increasing the’ tax:-burden, and
'réisingimarketing:quotas,may#act as disincentives to increasing output
levels; and: undertaking: private 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 capita:real, 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 ban&ing system are primarily con-
fined to the relatively urban areas, increases in‘the money supply through
the. central bank system have a relatively minor iﬁpact 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, gbvernments 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 taxaﬁion and

pﬁbiiE‘eiéehditurésfgésignéd ;oAinfluence 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".

1f income equals Yo in to’ investment in tl’ I, raises income in
t, to Y1 =Y + I, assuming Y, is sustained. Defining b as the marginal

propensity to consume, I in t, is income of which bI is expended or

1

consumed in tz. Consequently, income in t, is Y2 = Yo + I + bI, assuming

2
that I and Yo are sustained in t,. In a similar manner, Yt = Yo + I+

O + b2 +...40tL

2

)JI. This geometric series can be reduced, as in
Equation 8,11, Since b< 1,0, as t becomes sufficiently large, btq- 0

t

. 1-b

Yo=Y + —(m)L (1) (8.11)
= S

Yt = YO + 1-b (1) (8.12)

and Equation 8,12 results. The term is designated as the "multi-

1
l1-b
plier". If b = .9, the multiplier has a value of 10. If I = 100 units,
Yt - Yo = 1000 which 1is 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 t1 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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5.the pggﬂqutheyymhltipliet";presumeSvthe absence of structural bottle-

| necks in.the .economy so that inputs and commodities flow freely within
and..among ‘sectors.; - Where transportation, marketing, and éommunications
facilities, seriously 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
progrﬁms. 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,

1Generating public revenues through marketing quotas and compulsory
deliveries is essentially a direct tax on producer-consumers, though
not specifically designated as taxes.

-2Referr1ng 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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»s5The-need,for, a: comprehensive tax program is. reinforced by the unequal
distribution of:wealth and income found <in 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 wbuld stimulate the market for
consumer and producer goods, including imported goods.

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
among the "high" income countries.2 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

11n 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,

z.gThe three income groupings are based on per capita annual incomes

.greater than $500, $200-500, and less than $200, Wai (8.42) adds that
.revenues 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 countries1 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
services 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

lAs noted in the previous 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 to
paying taxes was often part of the nationalist struggle for independence.
Although that day is long past, the idea that taxes should be paid accord-
ing 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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?gpvp;nmgpp“xeygnﬁqajredgged but tax avoidance by the elite certainly
does not .encourage 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
Yhigh" 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)

1The 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
" practfecally 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.1 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 inpufs 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 incomé taxes are usually’ paid in”chéh; an increase in taxes
is-equivalent to:an 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 commodities
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‘evadihg‘taXes and have
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the .political and economic, influence .to escape .the major. brunt of their
impliecit tax load.

Finally, .devising, and implementing an effective income. tax érogram
requires a large input of administrative resources, The reliance on
local collectors alters social relationships in the villages. This
newly-found nower by tax collectors often generates opportunities for
preferential treatment and often extracurricular tax collections. Fur-
thermore, the low per éapita 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 actiQity. 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 pfices and, in turn, producers' incomes of those commodities
covered by board activities., Another inmortant‘objective is the generation
of board profits or reserves to finance public expenditurés 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:whensthe differentials between prices recéived by ‘producers and

export prices are high. 'Since producers' incomes are not raised corres=-
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‘pondinigly; theyiare 'in ‘€ffect taxed ™ Convérsely, ‘during ‘peribds st
‘lagging export prices, producer prices are supported ‘at ‘higher ‘than
market ‘levels-so that' producers’ monétarv incomes ‘aré niearly maintadinad
The: cost:of 'income maintenance is ‘financed by bodrd profits ‘or resarves
‘accumulated:in -the ‘past:

;Immeﬁiafely&forlowingfworlaVWar 11, marketing ‘boards were at least
partially. successful in dhmﬁéﬁiﬁg'fnflationary‘pféssutéb associated with
potentiallyirising export''incomés whichi would be used to demand ‘relatively
limited quantities of ‘imported manufactured goods (8.7, 8.20). While
prices were'partially: stabilized, producers realized prices substantially
below export prices. The monetary reserves which consequently vere
accumulated, in excess of operating expenses of the hoarda. were used to
undervrite the costs of development projects especiallv in Ghana. Niceria.
and Uganda through board projects or through loans and grants to public
programs (8.7, 8.20, 8,40). The financial contributions of marketing
boards to development programs were reduced as export prices became less
favorable in the late 1950fsband as governments placed more emphas;s.on
variable export taxes *s‘a source of revenue, |

A similar situation existed in Burma where public investmgyts have
deen primarily financed by profits earned by the State Agricgl;urg}

Marketing Board on rice. Since this organization has a monopoly on rice

—— } _ .

"The amount of the tax is equivalent to the difference between the
yroducer and export prices after transportation,.processing, .and market-
lng costs have been deducted plus some allowance for the producer's con-
:ribution to the price stabilizing fund (8.40),



- 3/L -

exports, substantial profité 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
reéulted in sizeable profits, a major portion of which was channeled
into government revenue (8.39).1

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-
ting producer incomes vary with export prices.2 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 tramnsmitters of
information relative to costs and returns of improved inputs, alternative
production techniques, and economic outlook data ior use by producers.
More generally, they have three broad functions: (1) To pefceive 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 geﬁeral 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).1
Producers living in relatively-isolated villages are more skeptical, 1If
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.B'

1While this suspicion is expected to be more pronounced among low-
income, subsistence-oriented individuals the following quotation rela-

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 net-
work, and to these persons other villagers went for information and
advice. These 'central persons' or 'opinion leaders' have one character~
istic in common: they maintain regular contacts with sources of inform-
ation 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 pow-
ers 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.

Contrary to the tendency to view the information provided by exten-
sion personnel as relating to improved inputs and new cultivation prac-
tices. a considerahle potential exists for increasing productivity through
communicating information on existing production techniques (8.7, 8.18,
8.30). Consequently, within é 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).

: 2Whyt:e and Williams (8.43) note some of the problems of input avail-
ability 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,
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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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_.0f.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.1

(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
strong ego-focused image of change,2 the recommendations offered will not
be implemented and the cultivator will continue traditional production
practices.3 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
sizeable land holdings (8.30).1 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).



» 378 -

vincing,, but. proposed changes are more attractlve when they can be gratted
on to existing personal relationships and work patterns without largely
disrupting 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

AFRICA: LATIN AMERICA:

Algeria 60 Mexico 52
Ethiopia 89 Haiti 80
Chana 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
ASTA:

Afghanistan 84

Iraq 48

Jordan 33

Turkey 73

Pakistan 68

India 70

Nepal 92

Indonesia 67

Malaysia 55

Philippines 58

Thailand 78

%

Source: United Nations (A.4).
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~ Tablle123:4Avéragelvaliiér and” percent of“imports- and 'exports:of three
classes _of commodities to total imports and-exports for
selected countries, 1964-67*

(L) (2)
Food and
- Total live (2) as percent
imports animals of (1)
AFRICA’ . |
Ivory Coast 61,79 (8,584) 13.9
Morocco® 2,39 (648) 27.0
Nigeria® 252 (23) 9.1
Sudan® 80 (17) 21.2
AR® 407 (108) 26.5
ASIA
India 17,025 903) 28.8
Pakistan® 4,806 (723) 15.0

®Million 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,

®Million Nigerian pounds. Agricultural exports include food and
live animals, oil-seeds and oil nuts, natural rubber and rubber-1like
gum, and cotton.

dMillion Sudanese pounds. Agricultural exports include food and
live animals, oil-seeds and oil nuts, and cottonm.

®Million 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.

®Million rupees. - Agricultural exports include fgod and live ani-
mals and textile fibres and waste.

*Source: United Nations (A.2).
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(3) (4) (5)
Manufactured
goods and (3) as per~ Total Agricultural (5) as per-
machinery cent of (1) exports exports 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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(1) (2)
Food and

Total live (2) as percent

imports animals of (1)
Philippines’ 893 (146) 16.3
Thailand® 19,364 (1,244) 6.4
W. Malaysia’ 2,592 (635) 24.5

LATIN AMERICA

Argentina 1,124 (65) 5.8
Brazil’ 1,381 (266) 19.3
Colombia" 552,700 (31,470) 5.7
Mexico" 20,010 (768) 3.8

hMillion U. S. dollars. Agricultural exports include food and live
animals, beverages and tobacco, copra, vegetable fibres, and animal and
vegetable oils and fats.

iMillion bahts. Agricultural exports include food, beverages and
tobacco, oil-seeds, crude rubber, jute and vegetable fibres.

IMillion Malaysian dollars. Agricultural exports include food and
live animals, beverages and tobacco, oil-seeds, and natural rubber
and rubber-1like gum.

kMillion U. S. dollars. Agricultural exports include food and live
animals, hides and skins, and textile fibres and waste.

1Million U. 8. dollars. Agricultural exports include food and live
animals, beverages and tobacco, oil-seeds, wool and animal hair, cottonm,
and vegetable fibres.

™housand U. S. dollars. Agricultural exports include food and
live animals, beverages and tobacco, and textile fibres and waste.

"Million 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 (3) as per- Total Agricultural (5) as per-
machinery cent of (1) exports exports 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

per iods
Gross domestic
4producta
Per b Popula-

Period Total capita Agriculture | Period  tion

AFRICA:
Ethiopia L960-66 4.8 3.0 2.3 I 1.7
11 1.8

d d
Morocco 1952-60 0.5d -2.3d 0.7 1 2,7
1960-67 3.2 0.4 2.9 II 2.8
Nigeria 1950-60 10.5 8.4 9.1 1 3.0
1960-66 4.5 2,2 2.0 II 2.7
Sudan 1955-60 4.0 1.0 2.7 1 3.1
1962-64 4.5 1.7 4.7 II 2.8
Uganda 1954-60 4.0 1.5 4.1 1 2.5
1960-67 4,5 2,0 3.8 II 2.3
11 2.5
ASTA:

Iraq 1953-60 5.6 2.4 2.7 I 2.7
1960-66 6.7 3.3 6.1 11 2.5
India 1950-60 3.5: 1.6: 2.8 I 2.0
1960-67 1.0 -1.5 -0.4 11 2.4
Pakistan 1950-60 2.5 0.4 1.4 1 2.2
1960-67 5.6 3.4 3.3 11 2.1
Philippines 1950-60 6.8: 3.6: 5.1 I 3.1
1960-67 5.1 1.6 4.6 11 3.5

a
Gross domestic product at constant factor cost.

bIncludes agriculture, foresty, hunting, and fishing.
®Period I = 1950-1962. Period II = 1963-1967.
dGross domestic production at constant market prices.
®Net domestic product at constant factor cost,

%*
Source: GDPP and agriculture data are from United Nations (A.3).
Population data are from United Nations (A.1).
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Gross domestic

product
Per b Popula-
Period  7Total capita Agriculture Period tiomn
Indonesia 1958-60 .3 - 2.3 I 2.1
1960-67 .2 -0.2 1.7 II 2.4
W. Malaysia 1955-60 .6 0.4 2.9 1 3.2f
1960-66 .8 2.6 4,2 II 3.0
Thailand 1957-60 g 4.3, 8.1 1 3.1
1960-67 .6 4.3 4.0 II 3.1
LATIN AMERICA:
Argentina 1950-60 A 1.4 2.3 I 1.9
1960-67 .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 A 0.4 2.2 1 2.9
1960-67 .5 2.1 1.7 11 3.4
Mexico 1950-60 6.3%8 3.0 4.8 I 3.1
1960-67 6.7% 3.1 4.0 II 3.5
Paraguay 1950-60 3.25 0.88 2,2 I 2.4
1960-67 4.48 1.38 3.0 II 3.1
Peru 1950-60 4.7: 2.32 3.8 I 2.4
1960-67 6.1 2.9 2.3 II 3.1
Venezuela 1950-60 8.5% 4.2§ 5.0 1 3.8
1960-67 5.0% 1.4 6.6 II 3.5

fMalaysia and Singapore.

r
bGross domestic product at constant market prices.

hGross national product at constant market prices.
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APPENDIX 8: KRISHNAN'S FORMULATION FOR PRICE ELASTICITY OF MARKETED SURPLUS

The formulation developed below is applicable to short-run situations
where the output level is given, and the producer has the options of
consuming dircctly 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 6 directly consumed by the producer

M= (1-r) 6 = Producer's marketable "surplus' of 6

rQ = £(P, QP) (B.1)
rq = ap”%Qp)P (.2)

= a@P ¢

r = alg®l pB¥ (.3)
l-r = 1 - a(@® ! pP@ (B.4)

M=(lr)Q=20Q - a@PpP- (B.5)

quations B.l and B.2 indicate that the level of direct consumption
is a function of price and income. The terms « and B are the price and
income clasticities of demand, respectively. The market price is the
appropriate price term for the consumption function since it is the
oppor tunity cost; i.c., the real cost, associated with direct consumption.
The derivation of Equations B.3 - B.5 is straightforward. Upon taking

the first derivative of Equation B.5 with respect to P, Equation B.6 is
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‘obtained Multiplying Equation B.6 by P/M and substituting in the pre-
viously-defined symbols, the ﬁricu clasticity of marketed surplus is

derlved, as in Equation B.7, Since the term ?Tg;j is always positive,

.‘T‘i‘%_ = - (B-0) {A(’d)a ph? '1} (B.6)
=B 8-«a
My = < (e | AT (8.7)
(1-r)Q
= -(B-a) =

the sign of Me depends upon the relative values of @ and B. Based on
the data used by Krishnan, @ ¥ .36 and B ¥ .52. The derived Me has a
negative value indicating that price and quantities marketed move in
opposite 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.
14 TP

part of Equation B.2, representing the proportion of 61 consumed

The producer's income is now written as Y = P + P The counter-
directly, is given in Equation B.8 where § is the cross-price elastici-
ty of demand. The positive sign of 6 indicates that Q1 and Q2 are

substitules in consumption. lquation B.10 represents the total dif-

ferential of Equation B.9Y.

- _ , -y 6 f;
rIQ1 = al1 P2 Y) (B.8)
M, = (l-r,) Q. =q, -aP, % p '6(Y)B (8.9)
1 IR | 1 1 2 ‘
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a-1 o

= - 6 ,\A - 6 — B-1
an, {a a P P, (Y)" - 8a BT B, @ (D) } dp, +
-a _ 6-1 R -0 b6 = B-1
{-5 a P,7UB, (1) - BaP R Q, (V) ‘} dp, (B.10)

To simplify the derivation of the price elasticity of Ml with re-
1’ let dP2 = 0. Then, upon dividing Equation B.1l0 by dP
multiplying by P1/M1, and substituting r

spect to P 1’

and (l-r)al, Equation B.1l

1Q1

is obtained. The sign of the price elasticity of the marketable sur-

0 WL W [ 1% (.11
e, dP1 M1 (l-rl) Y

plus of 61 with respect to P1 when dP2 = 0 depends upon the relative
magnitude of the two terms within the brackets. 1In addition to the
values of 2 and B, the sign of M: now depends upon the value of

- - - 1
P.Q. / {P Q, +PQ } .1 If this value equals about .7, then Ml is

171 1°1 272 e,
near zero. The term Mi is negative only if the ratio is greater than

1 _
.7. Thus the relative value of Q1 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 dP1 = 0, substituting

’161 and (l-rl)al, multiplying by PZ/MI’ the price elasticity of Ml

with respect to P, is obtained, as in lLquation B.12. As long as 6 and

2
r BP,Q
b= L[ 6. —22 (5.12)
e L-r Y

2 1

B are positive; i.e., Q1 and Q2 are substitutes and Q1 is not an in-

lThc term Mi = price elasticity of Q1 marketed with respect to Pl'
1
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ferior good, sz and dMl move in opposite directions. As P2 increases,

more Ql;"theﬁrelativéiy-cheaper good, is retained for direct consumption.
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C: ALTERNATIVE FORMULATIONS FOR PRICE ELASTICITY OF QUANTITIES
MARKETED

Krishna's (7.28) formulation for the pricé elasticity of quantities

marketed

Krishnan'

s not based on an assumption of a fixed output level, as was

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=

C =

M

m

L)
]

<
L}

o
[}

[« %
n

o
]

[1)-]
fl

h

The

Quantity of wheat produced
Quantity of wheat consumed
Quantity of wheat marketed

M = Sales ratio

Q

zlo

= Reciprocal of sales ratio

Relative price of wheat

Total income of the peasants

Elasticity of market supply with respect to P

Total elasticity of home consumption with respect to P
Elasticity of output with respect to P

Elasticity of the substitution effect in consumption
Elasticity of the income effect in consumption

market supply equation is given in Equation C.l where Q and

C are functions of P. Shocking Equation C,l1 with respect to P, Equation

C.2 is obtained. Multiplying Equation C.2 by P/M and using the relation-

M=Q-cC (c.1)
a_do  dc -
dP dP dP (C.2)

ship (1-r) = (M-Q)/M, the'priqgﬂglast;ciiy of quantity marketed is de-
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“¢ived”in Equation’C.3, Since (r-1) 'is greater than 1, the sign orf e de-

am

e B -d—l:;- —M—' =rb - (r-1)d . (C.3)-

fpendsinppnsthegre1QCive;magnitude,ofwbwand d and their respective -signs.
$inée*Kr Lshna does not’ ‘have ‘est'imatés of d = dP g, -E— he decoiposes’
- dC

thé” ¢ “term“into components for which estimates are avdilable.! If

= £(P,Y), the ‘total ‘differential is specified 'in Equation C.4. Then

dividing by C and multiplying the two right-hand terms by -{}-snd —_
respectively, Equation C.5 is obtained where Krishna terms g the
elasticity of the substitution effect and h the elasticity of the in-
come effect.2 Krishna then indicates that if the individual were a

pure producer in that he produces but does not consume Q and if dP

oC oc

dc -gP—dP + —a-Y_dY (C.4)
dc_ _ _ _dP dy
C 8" p +h Y (C.5)

occurs, then dY = QdP. Any other sources of income unaffected by dP do
not enter into dY. Dividing dY by Y,"Equation‘C.6 is obtained where k =

£Q

oz Similarly, if the individual is a pure consumer in that he consumes

dy _ QdP _ _dP PQ _ dP

Sy Y CPYY TP (C.6)
dy ._ dP_ _PC
S S P... {.},Y':' (Co7)

“Krishna does not specify the’ reasoning used in deriving these com-
ponents. ‘Nowshirvani (7.38) ‘systematically derives the components.

2
Alternatively, 8 and h. are. the price and income. elasticities of de-
mand for ¥difeéct consumption, respectively.
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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:

v _ & _PQ _ _PC
Y P Y Y

(c.8)

By using the relationships M = Q-C, m = —%—, and k = Y

C.8 is rewritten as Equation C.9. Substituting Equation C.9 into

» Equation

Equation C.5, Equatioh C.10 is derived which when multiplied by -g;—

dy _ _dP _PQ M _ dp
Y P Y Q ™ Tp (€.9)

yields Equation C.1ll. 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 g~ p + hmk ~3 (C.10)

i _ P ..

c "~ dp d g + hmk (C.11)

e =rb - (r-1)(g + hmk) (C.12)
below:

(1) b= b1 = ,1 to .2

(2) g =-.2 to ~.4

(3) h=.5to.8
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(4) k.&.1tr .7

(;)ﬁ;pzig.--luto_q.z

‘Nowshirvani "(7.38) correctly observes ‘that when Y = (QP '+ any
other'‘monetdry.-income ‘unaffected by dP), -the total differential of Y
shoplﬂ”béfindicéted in Equation C.13. Nowshirvani further questions
‘Krishna's \isé“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-g-g—dP ' ' (C.1:

of dP on consumption. No such effect is implicit in the definition ¢
monetary income in Krishna's model. Using Equation C.13, Nowshirvani

rewrites Equation C.5 as follows:

dg
+P
dc dp Q+P3p

= ———— I3
- =g—p *h Y dp (c.1
dc__  _dp dp dp .
o =8 —p *thk =5 +hkb —5- (C.1:

Again, using k = —95- » Equation C.1l4 can be rewritten as Equation

C.15. Multiplying the components of Equation C.1l5 by E%— » the cor-

rected formulation for d to be used in Equation C.3 is derived, as i1

Equation C.16. This differs from Krishna's d = g + mhk.

dc_ _P
C_ ap d = g + hk + hkb , (C. Lt

1Behrman (7.5) uses the b1 and b2 terms in his formulation,
Equation C.20. He assumes that b2 has the same range of values as b.

bu; with negative signs because 52 is in terms of p1/p2 rather than
Py/Pqs
2°71
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Behrman (7.5) has a-slightly different corrected version. of ‘the
Krishna model. However, Behrman also constructs a‘ formialation which'
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:

Q1 = Planned quantity of the subsistence crop to be produced
as a function of (PI/PZ)

Q2 = Planned quantity of goods and services, other than Q1
to be produced as a function of (PI/PZ)

P1 = Absolute price of Q1

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 inccme of the producer

C1= Direct consumption of Q1 by the producer as a function of

(PI/PB) and 1

b1 = Price elasticity of Q with respect to (PI/PZ)
b2 = Price elasticity of Q2 with respect to (PI/PZ)
g = Price elasticity of C, with respect to (PI/P3)
h = Iﬁcome elasticity of C1 with respect to I

m =

= Ml/Ql, the proportion of Q; which is marketed

r = 1/m
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k=% P, Q,/1, the proportion:of ;total:met.incomé accountedsfor by the
xe@Of:Q{ﬁPrddueéd}»endn

geﬁﬁ;Enice;elaaticitymbfnMégwith;resﬁedt&to“Efa

M’IZ.EVQ] aes 'ic:'ll". (C . 17)
My B ) X /ey
opl‘ °(P1/Pz? »ap; | 3(p; /7,) 3p,

ek - (c.18)

S I
M o L % %,
apl : P2 B(PI/PZ) 93 a(PI/Pa)
aci Q P an' . an
- S 1 +? -a(P——ln,? + SW (C.19)
aM1 P,

[ R—_ Y =1 - -
N aPl H, rb, - (r-1) [g + hk(1 +b1)]

- (r-1)hb, (1-k) (C.20)

Taking the first paftial derivative of Ml’ 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 aI/aP1 is now in terms
of gross income rather than net income. The gross iﬁcome of the in-
dividual is P1Q£3+’?2Q2f Equation C.20 is derived by multiplying Equa-
tion C.19 by P,/M,, réérranglng the terms, and substituting in the

previously-defined symbols.
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APPENDIX D:° “MARGINAL CONDITIONS:FOR ECONOMIC'EFFICIENCY

* The marginal conditions fo. 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 ccnsump-
tion requirements and be less affected by changing market conditions.
The marginal conditions for profit maximization will be outlined1 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.1.2

v, =,EE] (xl, eses X 2 0,E) (1=1, ..., n) (D.1)

1As 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. Head, and
John L. Dillon. Agricultural Production Functions. Iowa State
University Press. Ames 1961, Chapter 3.
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Yf dénotes a vector of n outputs while [F] represents the functional

i
relationships;between;the: minputs; 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 implications for the production technique employed and for
realization of any economies of size. 1In addition, [F] is conditioned
by 0 = objectives of producers and E = exogenous factors such as weather,
availability of production techniques, and information concerning factdr
and product markets. The potential effect of the exogenous factors is

quite apparent.1

Least-cost combinations of resources

Taking the partial derivates of Equation D.1l with respect to Xi
({=1, ..., m), the marginal physical products of the respective Xi in
the production of Yi are obtained as follows:

oY

i = Fi - MPPi (i

? xj 3 3 ¢

1, ..., n)
1, ¢cey, m) (b.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,



- 405'_

Congidering the allocation of resources, costs are minimized when the

MPP per unit value of production input, the px', is equal in all alter-

h|
native employments, the Yi’ as in Equation D.3.

1 1 1 i
MP
Pl . sz - - MPPm - MPPj Ei = 2’ cesy n; (D 3)
P P P P j=1, ..., m ’
X Xy xm. xj

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 inputs 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.

MPP] wers 1

————a— B L. = = — (i=1’ soey n) (D-l")
P i i
X, me MR SMC

1f MRi = Pi, as in the case of producers operating under conditions of

pure competition, Equation D,4 can be rewritten:

MPPi . pl . MPP:; .ot o1
B s = = i =1.0 (i=1’ LN ] n)
Py Px SMC

1 ™ ' (D.5)
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ﬁv'ﬁ; el -

— < “._'%n' = 1N ,(i = 1, eees n) (D.G),

:.-px.u . ..px '
1 m

The first-order marginal conditions for economic effieiency 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
dllohg-term étandpoint, 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 1 4 4
MPP] . P i ﬂMPPm.P _ pt
px1 pxm amct = sacl = Lriet = Lract
(i = 1’ eesey n) (D.7)
e = LN = —_— = 1.0 (i = 1’ s ey n) (Dts)
Py Px
1 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, Kp.l

lAs constructed in Equation D.9, the constrained revenue~-maximiza-
tion formulation is synonymous with a constrained profit-maximization
formulation.
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0
R= &

. . m
o
. l?iqi + u [K - 151quj].+ ALEJ (ql, vees qa) (0.9)

The n outputs and m inputs are incorporated in the implicit production
function F(ql, ceey qs) when n + m = 8. Upon taking the partial
derivates of Equation D.9, the following n(m + 1) + 2 equations are de-

rived:

- = P +AF ='0 (i=1, s ey n) (D.IO)

+— = =P, + A Fr =0 G=1, ..., m (D.11)
1=1, ..., n)

== = K°- 1 p =0 (D.12)

Bu 4ol 19

o [, . qp =0 (.13)

Selecting any two equations from Equation D.1l and dividing the two,
the least-cost combinations of using inputs are obtained, Equation D.l4,

This result holds for any combination of inputs,

i : i i
p. F MPP 3q
dad o o koL gs (3, k=1, ..., m) (D.14)
P gl 1 % 4=k
k MPPk 3
MPPi MPPi
- = j (j, k = 1, seey m) (D.15)

i1=1, ..., n)
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 outputs.

Py .. FER ' _
it F_.,...a_h = RPT (i, h=1, ..., n) (D.16)

P h

h F Qy

Finally, selecting any one equation from Equation D.1ll and dividing
this by any equation selected from Equation D.1Q yields the familiar

input-output relationships, as in Equation D.l7 and D.18.

- F 9q
5y - 3qj (D.17)
MPP . P, . -
———g— = MVPj =1 (1 = 1, seey n) (D°18)
J 3=1, .c., m

‘Since the constraint in Equation D.9 is in terms of capital avail-
ability, the Lagrangean multiplier u can be interpreted as the marginal

value product associated with an additional increment of capital.1

1See 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 ii ’ aj’ p and 3 are

derived. Equation D.9 is then rewritten as:

n m

iflpiqi+u [K ji:lquj +A[F] (ql, ...,qs). The p, and
pifaré‘fixed. Taking the first partial derivative with respect tO;Ko,
®R_
aK°

associated with ‘an ‘infinitesimal’ increment’ of ‘K™

1:”u_5,That.is,_u;ia.interpreted;aq,thermqrginal value product
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Alternatively, u can be viewed.as. the opportunigqupstyofausipg‘cap@tal-
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 y = 1.0.under conditionms
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 (1 = 1, ..., n). This is denoted in the following

manner.;
1
Ry Ryp M
R..>0 |R. R zsi|l <o
11 21 Ra 2
1 1
N} AR, O |
\\
\ 1
I Ryg - Ry \F]
\| .
Rsl ¢ e v o RSS -ups + AFS
AFE up_ + AFE 0
1+ e+ TP 5
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Téﬁu?iélﬁarrhn éhentgyaﬁdnthewmgr'inél?cqnditibhs~:

=T6»abéebéithéﬁimpdctﬂofxténurfal arrapgemeptsifdr~sﬁaringﬂcogtsiand
zrethrﬁbvon‘tﬁewmatginal.conditionstfor,EconOmic,efficiency,aEquationiD.9
is: rewritten:as::follows:: |

n:’

Re Drpg u;--[xd{"_ jglcjqujj + A [F] (@5 +ees 9g)  (D419)

%%=ripi+ui=o (=1, vo.p 1) (D.20)

-g-ggg-u cjpj+ij=o (=1, eee, m (p.21)
=1, .e., )

= K - jglcjquj =0 (D.22)

v%%- - rF] (ql’ cees qs) = 0 (D.23)

1 and ¢, are the shares of the revenue received from

the i-th output and costs of the j~th input paid by the tenant, re-

In Equation D,19 r

spectively. Upon taking the partial derivates, n(mtl)+2 equations with
n(mt+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 obtajined:

r,p i aq
i¥41 F h
rhph = = (i’ h = 1’ esey n) (D024)

o " By
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EquationiD.24 stipulates that:the RPT:for:any:two;outputs; ceteris pari-
bus,smust:be:equal to :the:inverse:ratio ofitheir: prices; each.weighted
by thenrespec;ive:proppréipnfofhxevenueato:beyreceivedﬁby,the;tenant.
If&rlgagxf;n=;ri==prh:= a;t«rﬁ,;thexmgrginal.conditions.for economic ef-

ficiency are undisturbed.

Similarly, selecting -any. two: equations from Equation D.2l1 and di-

viding:
‘ i o1
c F MPP .9q, -
_ﬂ = = . _E.IE. = MRS
% ¥ owr %Yy 3k

G, k=1, ..., m) (D.25)

1f c1v=....”=~cj-=-ck B oLe. = cm,vthe marginal conditions are unaffected.

Conversely, if cj.=A.3(andapj = .price of fertilizer and if e = 5 and
, i i
Py ="price of irrigatioh,'then‘Mij = MPPk But since cj < Cs
.3pj .Spk '

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:

TPy . Ei L aql ] '
“Heypy gl %qy wppt
SR | k|
4Py My (=1 )
—-c——i _— | » e B (D.26)

Jpj‘hnv G=1, ..., m)
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Afyry=reyyuforrexample;iif  the:tenant ‘recelves two=thirds of.ithesout=~
putirévenueiand ‘at:the’sametiiie Lhcurs:two-thirds ‘of tha:fnnit-anat
tne: marginaliconditions>remain’intact and:the: MVP:per: unit ofsinput;-
‘costmislequalﬂtb»u:wthéwbantt#nityiqoStqu:the4MVB;ofﬁan’1ncrementfof:

K.

EInétﬁé@éaSeﬁofﬁéEéhirEhtf#EQgétioniD;9rcanfbevrewrittén: =

8 iﬁlpiqi- R_+ H.-[K C = 1§1quj + A[F] | (q]_’ sesy qB) (D027)

Where'R"= total cash rent‘ito be paiq;*'Upbn-de;;ving the partial.deri-
Gﬁ%éﬁ.ofﬁEduétiohiD%Z?ixEhe constant R disappears and the marginal condi-
:;pné?forfeCOnOEid*éfficiehcyﬁhre?OBEhiqu; For ‘a labor-share arrange~
ment:where theitenantprovides. labor inputs ‘to''the landlord in ex-
chaqgg;fprzygigg,ofh;yhd, thé'MVP of .the' labor foregone by the tenant
in excnange ror the land represents ‘the input cost of the land to the

aféﬂéhtﬁﬁaThﬁS,TifﬁtheﬁfhtiofyggeIand%?~ﬂ ﬁ‘ _ 1s equal to the MVP
7 “abor. = Tland

per unit of input cqst~for‘éll other inputs, the marginal conditions for

the labor-share tenant are satisfied. The above discussion applies to
both. market~ and subaistgnge-ofiented;producers. |

\Singlejinput, static demand

. :Where all factbfsgofnp?Qcht;onrare invariant but one, the rule for
maximizing behavior is that this variable factor should be employed up
toithe polnt at which 1ts MVP is. eéqual to its marginal fdctor cost,

MEC, i.e.. its adquisitiohgcbstg;O;p:oduéefs; If?x1 is the-Bniy vari-
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ablefactor in® Equation D, the rule-ig éxpressed as: follows:'

Ny i i i
-5x—1- = MPRy ;. MPP). P’ = pxl , =,Mch1;_.(i__= 1, «ev5 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 xl can be derived.

b, b
- 2
Y=a X, 1x2 (0.29)
b.,~-1 b
oY 1l 2
axl = a bl xl x2 = MPP]. (D.30)

In order 'to obtain the MVPx » the components of Equation D.30 are
1

multiplied by'py. Finally, the derived MVP, is equated to the factor

X

1
cost. Upon solving for Xl, the functional form for X1 is determined,
as in Equation’D.Sl.
‘b s
i} 2 -1] 1-b
Xl [; b1 Xz Py Py 1 (D.31)

1

Equation D.31 reflects that xl varies inversely only with pxl. That is,
if px1 increases ceteris paribus, the quantity of xl demanded decreases.
Conversely, 1f technological imnovations increase the technical coef-
ficients of the factors, if the output price increases, or if the use-
level of X2 increases, increased amounts of xl can be profitably used.

The price elasticity of resource demand for Xl is a coefficient of
‘the responsiveness in quantity demanded as the input price varies, This
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Jélﬁéﬁiéitygipﬁggpigggtggggn,Equation D, 32‘ The negative;signidenotes
'that ‘prices and quantities demanded move in opposite directions provided
'thatwb1:<~1,0. Conbersely,“the price elasticity of demand with féépect
top, is positive assuming b < 1.0, i.e., increases in p_ stimulate

demanaufdf”XI{\ This formulation is given in Equation D. 33.

€45 P -3 .le . - o (D.32)
? . -k Y ]
1 Xl dpxl Xl (1 bl)
dx P ,
S T oo L
€19 py dPy . xl ?I:FIY (D.33)

Product Supply

The quantity: supplied to the.market is dependent upon a number of
factors., Production decisions are usuélly made on the basis of antici-
pated factor and output prices and on expected technical relationships.1
Both are subject to allowance for price uhcértainty and operation of
exogenous forces,

"Profit maximizing producers geér‘production decisions so that the
optional Qu;ppt level is where the SMC of production is equal to the

pgiqgfpxpeqtgdwcqybe;reqeivgd,fo:,the,prqduct, Equation D.38.

W= (X, X,) (D.34)

TC = pxlx1 + py x2 + F (D.35)
AC= C (Y) + F (D.36)
Profit, = 7.= pyY. - C(¥) - F (D.37)

-

1Price supports and controls reduce price uncertainty. For a dis-
cussion of price expectation models, see Earl O. 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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% = p,~-C (=0

S.Py < ¢ <Y) = 'Mq}'-c. -(;D-"38)

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 xl and,x2
for various :levels of Y can be translated into the corresponding quanti-
ties of xl and xz required to produce Y. When multiplied by their
respective prices; the total .variable cost associated with various levels
of Y 1s derived. Equation D.37 represents profits realized. Equation
D.38 stipulates that output be altered until py = MCy. Second-order
conditions require that 931 = - C°” (Y) < 0, That is, Mcy must be
dyz

increasing at the profit-maximizing output.

A specific production supply function will be derived from Equation
D.29, 1Initially, a short-run supply funct:ion will be constructed. For
example, ax2 2. k and Xl 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 éhe fixed resource. The resulting

product supply function is given in Equation D.39. The derived elastici~

ties are given in Equation D.40 and D.41.

1 by
B ——
1 -1 T
Y by Py Py 1 : (D.39)
€., py = 1 (D.40)
y’ Xl 1- b1
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.The corresponding long-run product supply function where
both. X, and X, are variable inputs is given in Equation D.42.
v ; Pl
Aodmiapie i pet U isgsoh ‘1=b ~b
=1 1 2 -1, 1 172
¥ : a bl. ; b2 (pY. ipx ) i (D.42)

Theﬁaﬂdve;éhpﬁlylfﬁnétioﬁ*is»hdmogenodszof degree .zéro inﬂprices;} Out~
‘varies-inversely withchanges in ‘the input prices. :As ‘input prices
redse, ‘céteris -paribus;-the quantity%produced‘and*sqpplied;deéreases.
iersélyyybufﬁutfvariesfdirectlyawithithe price of the ‘output.: ' The:

a’t':i—‘c":l.’t'-iesi-df-:éupply're’“la‘tive-to*px » Py and py are easily -derived
"1 2
with-the following results:

bl‘ .
€ Py = = TT% B '(D.43)
y Xl 1 b1 b

b
€ 2 ; o
Y» Py = = T (D.44)

X o I PhiTh
b1 + b2

y; ,py R il bl- b2 . (D-45)

A comparison of the price elasticities of supply with respect to

Pg_ and Py shows that these elasticities are higher in the long-run
.‘4-1;. e i o

product supply. function than in the shortvruq&for@ulgtipn.

1To refer to Equation D.42 as a product supply function is to im-
plicitly assume that quantities produced and auantities marketed are
identical under these conditioms.
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