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In spite of a number of persistent attempis to prove otherwise, most
economists continue to adhcre closely to the idea that a market-oriented
econoiny is likely to be more productive and efficient in the long run than
a centrally directed ome. The market, irrespective of how confined or
imperfect it might be in any given situation, registers the essential Leartbeat
of any exchange economy and it is usually considered by economists to be
a big step foerward when a government comes ‘o recognize this point. Ecc-
nomic planning then takes on entirely dificrent dimensions from thcse
associated with a command-type economy.

However, it is 1!so true that most national market systems, in reality, are
relatively underdeveloped. As yet the surface has hardly been scratched in
turning this great social innovation --- the market place — to the service
of mankind The market, which takes its form mainly from the structure
of industry, also has assumed the role it plays in modern ccoromics as
much by chance as by design. This is partly for the reason that cconomists
interestea in economic nlanring have tended to concentrate their attention
on the short-run aspects of planning; namely, on the means whereby maximura
rates of production might be achieved within the limits of an existing
industiial and market structure. This in itself is a challenge of no mean
proportions in most developing countries. But the common result is an
overtaxing of the undzrdeveloped market system; a paper plan is one thing,
its implementation is anothér. For this reason it is not surprising that
planning offices in market-oriented developing countries still are usually
found to be replete with assumptions and hopes concerning the way that key
government offigials, and other people of influence, will pick up the problem
of making the plan work in a laige number of arcas in which the market
is doubtfully equat to the task.

There is of ccurse no alternative to this in the short run However,
planning should not end there. The evolution of the market economy need
not be left entirely to fate; indeed, it cannot be if the battle against under-
development in its world-wide dimensions is to be won. Rather the rate
of growth in developing countries must be compounded to much higher levels
than those associated with most current development plans through the
purposive adaptation of the market system to this end. Fortunately, there
is now a sufficient record ot experience for the scope of economic science
to be expanded to include niore of this longer-term dimension in the process
of economic planning.

In this paper certain aspects of such structural planning will be conswicred
with particular reference to the agricultural sector of the Indonesian economy.
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The latter is particularlr interesting from this point of view because of its
current ambitious development plan, a plan which will place great strains
upon its existing inarket system. If the plan is to succeed in the long run
it will require substantial adaptations of the system to support the anticipated
rates of investment and technological change, conservative though these
are.  Additionally, and pethaps more important, Indonesia is representative
of the many lecs developed countrics that are laboring under the aaditional
handicap of kaving an already dense and still rapidly expanding population;
a massive rural subsistence scctor threatens to  drown ont the small
modern enclave which, in turn, historically has been strongly oriented to
the export market. The plan of the Faper is first to draw attention to
certain relevant lessons from the record of development in more advanced
market-oricnted economics and to follow this by posing a number of related
questions which appear to deseive consideration as development planning
in Indonesia acquires 2 longer-range perspective

SOME LESSONS FROM EXPERIENCE

It is now a commonplace in cconomics that the rate of economic growth
is @ combined function of the rate of investment and the form, or efficiency,
of investmei¢. The rate of investment in turn must always be matched
somewhere by an cgmvalent rate of saving — or of abstaining from present
consumption,.

To the extent that the financing of dev:lopment is locally derived — and
in the long run this is a developmenial imperative — it is quite inzvitable
in any less developed country that much of the “refraining from present
consumption”, or the saving, must be generated in agriculture if only for
the reason that the farm population is the most numerous. But it also is
essential that a substantial part of these po'ential investment resources be
channelled to the support of an exparding nonfarm sector.  This constitutes
the most basic required change in the form of investment.

Achieving a high rate of saving in agriculture is difficult if not impossible
in a stagnant agricultural scctor which, to begin with, is overpopulated with
poverty-stricken peasants. There is sone hope of doing so in a country
which is fortunate enough to begin with a large agricultural surplus — such
as was true of Russia in 1917.  Otherwise there is no real alternative than
to ensure that the agricultural sector somchow be brought to achieve a high
rate of growth cither piior to or in association with industrial development.
If this occurs the problem of capital accumulation reduces itself to the task
of diverting a chare of this productivity increase to investment purposes, a
somewhat less painful process than the expropriation of pre-existing levels
of production (and in this case, by definition, ulso of established consumption
patterns). The process of development in market-oriented economies has
been based cssentially on this less painful but, in the long run, far more pro-
ductive approach.

These are rather obvious considerations but what is important as well as
obvious bears repeating.  What is not so obyious are the essential clements
of industrial and market structure which have proved themselves capable of
promoting the realization of the two desired results; namely, the achicvement
of a high rate of growth in agriculture and, simultancously, the channelling
of most — though not all — of the gains in farra productivity to the support
of nonfarm investment activities.  Difficult though it may scem this in fact
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has been achieved by all successful market-oriented economies. Further-
more the basic method has been similar in all cases even though the efficiency
with which it has been applied has varied a great deal; the method which
was stumbled upon by all of these economies largely independently one from
the other vill be briefly restated hereunder to provide a background for later
applications to the Indonesian ecconomy.!

A. STRUCTURAL CONDITIONS OF A HIGH RATE OF GROWTH IN AGRICULTURE

Critical to a nigh rate of growth in agriculture in all successful market-
oriented economies have been the following:

1. Non-factory Farms: The industriai revolution comprised a techno-
logical revolution based on the machine process. In manufacturing activity
it rendered techrically feasible the factory form of productive enterprisc;
that is, a concentrated lubour force subject to a common management. Once
the problem of capital accumulation was solved through the emergence of
the corporate form of business nrganization, the days of the small decentralized
cottage industrialist were numbered.  In agriculture. however, the industrial
revolution has not had the same significance. Herein the biological nature
of the production process precludes the possibility of concentrating the
process of production in time and space in the same way as is possible
in industry and trade. The cottage type of cnterprisc — represenied in
agriculture by the peasant farmer, or in more highly developed countrics
by the so-called family farm — continues to retain a substantial competitive
advantage over the more capital and labour concentrated, factory type of
production organization. In no country in which there has been freedom
to experiment with either form of farm organization on an equal competitive
basis has the factory farm, so defined,* sticceeded in replacing the individual
proprietorship type of farm firm based on the family unit of labour. The
cost of imposing or retaining the factory form of farm firm has proved to
exact a very high price in the defense of dogma and power clites in a number
of countries. The collective dand state farms of Russia, for example, have
proved to be both as costly and technologically absurd as would be the
strait jacketing of steel production after the industrial revolution into the
limited framework of backyard cottage enterprises in order to preserve, let
us say, the cighteenth century values of family life.

The non-factory farm, as it happencd, also makes it possible, in economies
that are willing to accept this type of farmiung as being not necessarily
technologically obsolete, to achieve certain other advantages. One of these
is partly political in nature, yct imbued with economic significance. When
a system of small farms is also combined with the right to farm ownership
on the part of the operator, or alternatively with high degrees of security of
tenure for tenant farmers, it also confers on farmers highly prized intangible
benefits that are essentially costless by-products of a particular form of

1. The argument outlined in the next several pages draws heavily upon a more
detailed eariier article by the author appearing in The American Economic Review,
Vol LVI, No. 1|, March 1966, po. 43-70. Herein, however, the argument is
generalized and extended in certain respects.

2. It is particularly emphasized that the factory form of production organization is
hercin restricted in meaning to the definition stated above: a form of production
organization involving “a concentrated labour force subject to a common
management”.
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political-economy. These intangible benefits — in the form of ccoaomic
freedom and sccurity or, more generally, economic citizenship' — are parti-
cularly important since they can provide a guid po quo for the relatively
low levels of income which tend to be the Iot of farmers in all developing
countries.* The overall results have been different where there has been no
such quid pro quo.

However, of more direct economic significance is an additional by-product
of a non-factory form of industrial organization in agriculture.  This is the
emergence of an industry within a developing exchange economy that bears
a close resemblance to the economiist’s theoretical model of pure comnetition.
What turns out to be most important about this is the potential responsivencss
of such an industry to the availability of compatible forms of improved
technology.  Essentially what 4t does is to set in motion the foll. Aing auto-
matic chain reaction: First, any farmer who adopts a per unit cost ieducing
technology earlier than most other farmers realizes a handsome pront; there
is therefore a considerable incentive to do so Scecondly, however, ther. is
no way in which the first adopter in such an industry can reserve the pnvilege
of profit to himsclf, he cannot prevent other farmers from following suit,
Thus, the gain to early adopters under these conditions can never be more
than a transitory one. ~ Finally, and equally important, any farmer who does
not adopt a proven new technology ultimately finds himself caught in the
squecze between an obsolete cost structure and falling market prices brought
about as the supply curve of the industry shifts to the right under the mpact
of the expanding production of other farmers.  Almost inevitably, such a
farmer will for all intents and purposes fall out the bottom of the industry,
so to speak, as a result of not keeping abreast of the times  The pracess s
described in more detail in every elementary teat book in economic theory.

In theotv a developing exchange cconomy will find wiays and means of
preventing any accumulation of such “drop-outs™ from farming through the
complementary creation of appropriate alternative oppottumties in non-
farming industrics for those who fail to succeed in the developing farming
industry.® However, this invariably has been found to be one of the most
difficult of all economic development problems and as a result even the most
advanced countries will normally be found to have a larger number of drop-

3. V. Webster Johnson, “Significance of Land Ownership in Land Reform,” Land
Economics, February 1966, pp 21-28, and R. J Penn, “Economic Development in
South America.” HFearuies Before the Subcommuttee on Futer-American Econonnc
Relations, Washington, D. C, May 10, 1962, g 1S,

4. It is suggested that herein lies a substantial part ot the answer to what Simon
Kuznets posed as one of the crucial problems of modern economie growth, namely,
“how to extract from the product of agneulture | surplus for the financing of
capital formation necessary for economic growth without Jt the same tne blighting
the growth of agriculture, under conditions where no easy quid pro cuo for such
surplus is avalable.” Sce S Kusnets, “Economic Growth and the Conttibution of
Agriculture: Notes on Measurement,” futernational Journal of Agrarian Affwirs,
April 1961, pp. 56-75

5. A developing farmiag industry is one in which stuccess meicasingly is determined
by the ability to compete in the market place, since a developed cconomy is an
exchange economy 1n contrast to a subsistence economy. A subsistence cconomy,
or a subsistence sector, is herein defined as one 1 which production activity 1
primarily oriented to the direct consumption needs of the producer rather than
to the demands of others A commercial sector, on the other hand, 1s one in
which production 15 oriented to the needs of the market in order to obtain pur-
chasing power through aachange.
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outs from farming among their rural populations than they have real farmers
in the economic sense of the term. It is a conventional error on the part of
statisticians to classify both as “farmecrs™. From an cconomic point of view,
both compete for agricultural resources but beyond that their similarity ends.
This point is of considerable significance for economic planning, especially in
densely populated countries.

2. Oprimuan sized, Non-factory farmys: It deserves to be stated separately
that non-factory farms are not to be identified with minute peasant plots and
certainly should not be assumed to be restricted through time to a fixed land
base. In practice most technological advances in farming have proved to
be dependent upon a quite substantial and 1apid expansion in the size of
the peasant or family farm as an economic enterpiise.  This expansion, it is
true, has for the most part been realized through the association of larger
and larger amounts of capital with a fairly constant amount of labour.® But
commonly it has also been dependent upon a less rapid but none-the-less
<omificant expansion of the land base associated with this fairly constant
amount of labour. This is to say that the development of agriculture under
competitive conditions requires that there be definite possibilities whereby
the spatial size of successful farms can be inercased even though, on the
average, only dittle by little.  Efticient farms have to be able to move along
the dynamic equilibrium path represented by the “optimum size ot farm”
with respect to land as well as other factors of production. Accordingly,
the average arca wize of commercial farms in all market-oriented developing
countries — even though they principally remain fanuly farms — has been
steadily increasing through time.

in any developing agricultuial sector provision must theiefore be made
womehow for the successful farmer to acguite additional amounts of land
through time, preferably in relatively small and relatively convenient area
units.  Since this is not an casy thing te accomplish it deseives special at-
tention in the planning process.  One essential precondition to flexibility in
the area size of farms is an active land market wheieby the price of land
can be brought into close relation to its productive capacity in its best agri-
cultural use. Quite clearly, too, systems of land tenure have an important
bearing upon the efficiency of this particular adjustment process.  In most
countiies the availability of a suflicient supply of rentable land — and cor-
respondingly the existence of a certain proportion of essentially absentee
landlords — has proven to be an important characteristic of farming systems
that are sufficiently flexible from this point of view.”

3. Complementary Government Policies: A system of farming developed
along the above non-factory lines creates conditions under which relatively
small investments on the part of government, injected at strategic points,
can have a quite phenomenal impact on the rate of technological advance

6. For purposes of this discussion a peasant or farmly farm s defined as a farm
on which the total amount of hired labour does nol exceed the amount of labour
contributed by the houschold of the operator. The uasual pattern under such
farming conditions is for fanuly labour t» be supplemented by outside labour
principally employed to help meet peak seasonal work demands or cyclical de-
ficiencies in the farm houschold's internal labour resources In the United States,
for example, the average family farm employs less than the equivalent of 0.5 of
a man-year of non-family wage labour.

7. Alan Harrison, “Some Features of Farm Business Stractures,” Journal of Agricul-
tural Economics, June 1965, p 334,
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in the industry. Forcnost among the complementary roles that Government
can play is the support of research into new methods and forms of produc-
tion in agriculture, together with the establishment of an efficient farmer’s
informational system whereby this research — whether public or private —
can be spread rapidly and widely throughout the industry.  Government inter-
vention in this arca is essential largely for the reason that the relatively
small size of the optimum sized commeicial farm places severe restrictions
upon the scope for research and development activities within the framework
of the farm firm itself. The large numbers of farms and therr resulting wide
geographical distribution also present natural obstacles to the taptd disse-
mination of knowledge about new techniques thioughout such an industry.

It is not suprising that it has become a common practice for gosernnients
in developing countries to establish agricultural experiment stations and ex-
tension services to “help the farmer™ with this problem. It is fair to say.
however, that to dute, for the most part thic has been done in a relatively
unsystematic way in most countries and with little realization of the total
impact of such policics.  What is stressed 1 this context 1s its tendency to
speed up the process of technological advance in the industry as a whole
whereby the profits of the carly adopters of new techmiques are 1endered
more transitory than would otherwise be the case.  The real “pay-ofl” under
this policy is not, as is normolly implied, to rthe individual farmer. The
early adopters still realize a profit but by far the greatest share of the benefit
goes to socicty as a whole in the form of more rapidly incicased supplies of
farm products at more rapidly reduced relative prices. It 15 only in recent
times that the quite phenomenal rates of social 1etuin on relatively small
amounts of public funds expended in this way have began to be réalized.”
In the futere it might be expected that enhghtened governments will chanael
increasing public funds to the fueling of the fires of agricultural progiess in
the manner described.  They will, howeser, be the moie enlightened if they
first encourage the emergence of a commercial farnung sector based on near-
optimum sized farms,

Two other types of government policies toward agriculture in market-
oriented economiss can be expected to have an uapact sinular to the sub-
sidization of agricultural 1esearch and extension.  The fisst of these are
realistic policies uimed at the stubilization of tarm prices and their main-
tenance at appropriate minimum levels.  Price stubility in agriculture s
essential if the farmer is t plan ahead, and a great deal of the normal in-
stability is quite unnecessary and indecd often quite Camaging to the
realization of efticiency in the allocation of resources throughout the industry,?
In the absence of any contiol over prices on the part of the conipetitive
farmer, govirnment or government sponsored industry-wide aLencies must
assume this role if it is to be performed at all.  But equolly important s
the fact that most farm investment on the part of famly farmers is financed
out of farm incomes and is not raised in the commercial credit market.  This
is not to imply that the development of specialized systems of farm credit
i3 unnecessary. But the more important point is that therc is no real
substitute for maintaining farm prices abose that critical miminum below
which an insufficient number of the best farmers will earn the wherewithal

8. E. O. Heuady, Agricultural Policy under Econonne Development, (Ames:  lowa
State, 1962), pp 600-01; and T. W Schulte, The Economic Orgamigation of Agri-
culture, (New York, 1953), pp 120-21.

9. W.W. Cochrane, Farm Prices:  Myth and Reuality, (Minnesota, 1958), pp. 19-20
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to invest in new tecknologics at a rate compatible with the desired overall
rate of growth of the economy. Most countries that have experienced rapid
rates of growth have devised some form of farm price support policy. But
even so, subsidization of farm prices normally tends to be biased on the low
side from the point of view of naximum potential rates of growth. They
usually are the product of urban-industrial oriented politicians and econo-
mists obsessed with the need for the worker's vote or with the dangers of
wage-push inflation.  In fact, as will be emphasized later, such subsidics
rarely come close to returning to the farm sector more than a small fraction
of the fruits of its own contribution to the overall development process. For
this rcason there is rarely very much merit in arguments that assume a direct
causal connection between any premium price paid to the actual farmer under
government farm price support policies and urban inflationary trends.

The other critical arca for government involvement in the agricultural
development process is in the expansion and encouragement of related
transportation and marketing facilitics. A market-oriented farm cconomy
can emerge only to the extent that farmers are brought into reasonably direct
contact with the consumers of their products and with the suppliers of the
factors of production they need for the modernization and efficient operation
of their farms. The process of agricultural development in the type of farm-
ing system that has been described will be accelerated automatically, the
wider and the more operable these contacts are. Government can play a
strategic role in this respect, especially with regard to transportation facilities
and market information services.

B. STRUCTURAL CONDITIONS OF A HIGH RATE OF SAVINGS IN AGRICULTURE

We turn now to the question of how, in a market-oriented economy, there
can be an assurance that a sufficient share of the gains to productivity in a
developing agriculture will be diverted to the potential support of an en-
larging non-farm sector. There have been two principal ways in which this
has occurred in the past.  In such an economy this process also can be quite
automatic and rarely constitutes a factor that hmits the rate of development,
given an agriculture organized along the lines indicated above.

I. Chronically  4dverse Farmers' Terms of Trude: A further by-
product of the differing impact of the industrial revolution on agriculture,
in contrast to manufacturing and trading activities, lies in the way in which
it conditions a diftering typical market structure in the two sectors. While
agriculture tends to become a more perfectly competitive industry, the ten-
dency is for manufacturing and trading to become more and more con-
centiated and more and more charactenized by moaopolistic or oligopolistic
conditions.  This is the more likely the smaller the country and the more
prone it is to nationalize its major industrics.

The effect of concentration on non-farm industry is somewhat debatable
with respect to the desirability of its impact on the form and rate of invest-
ment and growth in this sector, but its implications with regard to the transfer
of savings from the farm sector to the non-farm sector in a market economy
is quite clear. The significant power acquired by the monopolist, whether
government or private, is the power to delay, or more politely “to manage”,
the rate of technological advancement in an industry in order that the rate
or the cost of obsolescence of old plant and inventories can be kept withm
reasonable bounds from the point of view of the producer. The competitive
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farmer simply does not have this power and no one has ever seriously ad-
vocated limiting the rate at which the farmer should adopt new technologics
in order that smaller amounts of displaced farm equipment might have (o be
left to rust at the farmer's expense. In the type of economy in which the
competitive farmer operates, obsolete methods, equipment, or labour for that
matter, have no administered prices or values.  As a result and especially
under the impact of government subsidized agricultural research and eaten-
sion, the benefits of farm technological advance tend to be passed on to the
urban-industrial consumer considerably more rapidly than are the not -
considerable berefits of technological advances in manufacturing and trading
activitics passed on to the farmer. This differing rate of participation in the
benefits of progress supports an indirect but none-the-less quite significant and
dynamic form of intersectoral taxation administered, not by the government,
but through the market place. The more rapidly agriculture develops in a
market-oriented cconomy the more rigorous will be the incidence of this
hidden form of taxation of agriculture. Indeed, as mentioned in an carlier
section, the danger is that it can become, more easily than not, so exacting,
reflecting itself in such low residual incomes m agriculture, as to stifie the
band that feeds it: namely, the rate of farm technological advance.

In some countries following the general model outhined, such as Japan
during its carly stages of development, this hidden form of taxation has been
preceded and supplemented by forms of direct taxation of agriculture with
impressive tesults.™  However, it should be noted that in Japan this high
level of taxation was not without its quid pro quo. The latter took the form
of providing, essentially in exchange for this taxation, more significant rights
for the landlord over the land he controlled  In addition to providing interim
investment 1esources to the non-farm sector while the national market system
was in its formative stages, the Japanese approach involved using an
administered price of land as 4 means of drawing a subsistence-vriented’ farm
sector into an active involvement i the developing eschange economy. The
lairdlords found it necessary to create a market surplus to pay the tax, and
this they did by collecting igh 1enis-in-kind fiom their tenants.  In a later
— post World War Il — land reform program the tenant farmers were to
reccive more significant rights to the lund as part ot the process of granting
them increasing independence in the management of their farms, and of their
increasing dircct involvement an the exchange economy.

However, in passing, it is well to recognize the linntations of direct taxation
where there is litile or no guid pro quo. A case in point was the Russian
policy of forced deliveries of giain fiom the collective farms.  The sub-
sequent record of wgricultural production and marketing in Russia provides
a classic case of farmers pitted against the 1est of the economy, rather than
one of a voluntary involvement of farmers in an overall national develop-
ment process  The collective farm thereby emerged more as an instrument
of exploitation than as a vehicle of liberty. There is also reason to question
whether in the long run it proved to be a very efficient instrument of con-
fiscation, compared with the market-oriented approach described above, '

2. Farm Financed Invesiment in the fluman Factor. In addition to the
transfer of farm savings to the pon-fuim sector through the medium of the

10. K. Ohkawa and H Rosovshy, “The Role of Agticulture 1in Modern Japanese
Economic Development,” Econonuc Development and Cultural Change, October

1960, pp. 62-63
Il L. Surc, “Economics of Collectivization,” Sovier Studies, January 1967, p. 369.
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market pricc squeeze, the farm sector, in all developing countrics, can also
contribute a gicat deal to the overall process of capital accumulation through
the medium of the labour factor. It is only in recent times that the impor-
tance of investment in the human factor has begun to be scriously recognized
by economists.'  Of ey significance there is the cost of raising human beings
to a productive age. It is a cost that is still very pooily documented and
publicized in most countrics and, indeed, if it weie, it would probably have a
greater impact on the control of world population than anything that has been
devised to date.  The cost evervwhere is extremely high and, furthermore,
it may be assumed that the relative cost of production of human beings with
equivalent levels of skill is higher the less developed the country.

The developmental process involves a progressise transfer of labour re.
sources from the farm to the non-furm sector, essentially as a onc way
process, or uailateral tiansfer.  Furthermore, it may usually be assumed
that the labouwr that succeeds in making the transition is both labour at a
prime productive age and labour with the highet oppottunity cost in agri-
culture itself; that is, the most highly traired ond adaptable.  This tends to
be truc if only for the reason that labour migrating from the farm has to
be at least competitive with the urban unemployed and this in spite of the
fact that the latter has the advantage of being already adjusted to the skill
requirements and the conditions of life in the city. But whatever its skill,
the fact remains that the worker arriving from the farm sector is an cssen-
tially costless acquisition to the non-farm sector, and this is especially so if
the rural educational system atterded by the mugrant is both relatively well
devetoped and primaiily financed by local taxation (as is the case, for
example, in the United States).  The amount of accumulated savings, em-
bodied in the human foctor, which is transferied in this way from the farm
to the non-farm sector cach year can be very conwiderable in any tapidly
developing cconomy.

But this is by no means all. There is stilt another  spect of the question
of farm .ector investment in the human factor which is especially important
in denscly populated countries  The farm sector does not only finance most
of the costs of raising farm children who ultimately leave the farm for non-
farm employment; it also bears the cost of raising, and the continuing costs
of maintaining, all other “drop-outs™ from the industiy, until such time, if
any, as they find non-farm employment opportunitics.  Unlike the corpora-
tion in the industrial-uiban scctor of most countries the farming industry has
rarely cver had the right or the ability to “plough its redundant labour into
the streets” where, in accord with the principles of the modern industrial
welfare state, it would become a charge upon the total national budget financed
by the farmer and non-farmer alike.™ Rather the farm sector must normally
continue to support its own redundant labour by allocating a part of its land
resources to its continued use in the form of sub-commercial o: subsistence

12 T. W. Schultz, “Investment in Human Capital,” dmerican Cconomie Review, March
1961, pp. 1-17.

13. A classical exception occurred during the early history of Fngland wherein the
enclosure movement altowed a developing commercial farming sector to displace
large numbers of peasant farmers from taeir land. However, in this case, the
national welfare program that emerged under the Poor Laws was largely financed
on the basis ot taxes levied on the landlords and theieby on the farm sector. See
R. M. Garnier, Annuals of the British Peasantry, (London, 1908).
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farms. This situation may be expected to continue indefinitely if the form
and the rate of development in the non-farm sector remains too low or too
irrelevant to provide any alternative employment opportunities for this
national stockpile of labour which has, in effect, retreated back to a sub-
sistence way of life.

Rarely has an urban industrial sector in any developing country fully met
this challenge. More commonly, and notwithstanding the mpact of the
Keynesian revolution on cconomic policy formulation, varying degrees of
unemployment in the urban industrial sector itsclf stand between the drop-
outs from the commercial farm sector and the possibility of their finding
employment in the non-farm scctor. Even in the most highly developed
countrics where the proportion of the total iabour force remaining in agricul-
ture is small, the continuing special social welfare charge levied on the farm
scctor can bu quite large.  For exaple, in the United States, informed esti-
mates of the amount of redundast labour backed up in agriculture in 1960
placed it at close to two-thirds of the size of the recorded (urban) unemploy-
ed." In less developed and more densely populated countries the redundant
labour force in agriculture commonly is 5o large that the modernized, com-
mercial sector becomes rrxduced to critically small proportions relative to its
essential role in the process of economic growth. In these circumstances
there is also a natural tendency for policies to emerge that neither fit the
needs of the commercial farmer nor the subsistence farmer for the very good
reason that there is no common policy that can effectively serve both of
these groups.

APPLICATIONS TO A DENSELY POPULATED, DEVELOPING COUNTRY

Against this background it is possible to view some of the challenges facing
developing countries like Indonesia from a somewhat different perspective,
The question is, can the agricultural cconomy of Indonesia be modified in
such a way as to take fuller advantage of the automatically growth-oriented
processes that have been described? In other words, what are some of the
related longer-range policy considerations that should be receiving considera-
tion even as the initial 5 year plan is in process of being launched?

In summary, the central thesis that emerges may be stated as follows:
First, while there are a number of technologies largely neutral to farm size
and market structurc such as improved sced and increased applications of
fertilizer and insecticides, which appropriately should be exploited within the
framework of short-run planning in Indonesia, in the long run agticultural
development policy therein will need to pay increasing attention to certain
structural changes which alone will provide the necessary conditions for con-
tinued economic growth. Sccondly, agricuitural devclopment in the form
of an expanded net marketed surplus from the agricultural sector is the es-
sential rolc of the emerging commercial farming sector; however, this seclor
is extremely smull in the Indonesian economy, and the question of the op-
timum size for commercial farms remains yet to be resolved. Thirdly, the
characteristics of an efficient commercial farming syscem are quite well es-
tablished. However, in order for an adequate sized and cfficient commercial

t4. F. T Bachmura, Agricultural Unemployment and {/nderemployment and Govern-
ment Program Approaches, ERS, USDA, Maich 1963, p 14 and W. E. Hendrix,
“Relation of Chromc Low Farm Incomes to Major Natienal Economic Policies,”
Journal of Farm Economies, May 1962, p. 540.
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sector to cmerge in Indonesia it will need to be protected from the choking
effect of surplus population to at least the same degree as the urban indus-
trial secter is provided such protection. In order to accomplish this objec-
tive, and at the same time reduce the mass exodus of redundant farm labour
to the citics, there needs first to be developed an efficient rural subsistence
sector with its own specialized set of policies. Finally, the stcong tradition
of smallholder agriculture in Indonesia provides favourable conditions for
the purposive development of such a rural subsistence sector, but a full com-
plement of relevant policics has yet to be devised.

The differentiation of a commercial farming sector and a rural subsistence
sector from the amorphous mass of population dependent upon the land of
Indonesia constitutes the first step toward the development of relevant policies
for cach of these sectors. In practice this cannot be other than a complicated
task. However it is relatively simple to state the principal guidelines that
need to be followed in the pursuit of this objective. These are consistent
with the essentially different roles that these two sectors have to play in the
development process.

1. Farm Sizes in the Two Rural Sectors:  The role of the commercial
sector is to maximize the net marketed surplus of farm products from the
land at its disposal and based on price and cost relationships for land, labour
and capital westablished in a market place in which the commercial farmer
takes his chances along with non-farm commercial activities as well as other
commercial fariaers. This means that optimum sized commercial farms will
comprise the maximum amount of land that can be farmed at a profit by
an appropriate set of labour where the latter uses a relatively advaaced level
of technology for the particular farming arca. Other things being cqual,
the average arca size of farms operating at or near the optimum may be
expected to increase through time. Likewise, developmental policies should
be based on the assumption that the commercial farmer will become increas-
ingly oriented to production for exchange rather than to production for direct
consumption and toward the utilization of an increasing proportion of pur-
chased factors of production. That is, their long-term economic welfare will
become increasingly a function of sccurity of exchange in place of the security
of land ownership which is so much more important to members of a sub-
sistence economy.

The role of the subsistence sector, o~ the other hand, is to make a maximum
direct contribution to the support ot redundant farm labour from the limited
amount of land that car. be set aside for essentially social welfare purposes.
As such, the optimum sized subsistence farm plot is one that ccmprises the
minimum amount of land that is necessary to assure to the household con-
cerned the minimum acceptable standard of subsistence living after taking
account ot all the supplementary employment opportunitics that can be made
ayailable to members of the houschold in the commercial farm sector and/or
in the non-farm sector!®  While current birth and death rates in countries
like Indonesia will inevitably result in an increasing number of people falling
into the rural subsistence sector for many years to come, the ultimate result

15. Conceptually, the objective 1s to approach an equilibrium situation at which the
marginal product of the composite unit of household labour available to work
on the subsistence plot appiroaches zero, in contrast to the optimal conditions for
the commercial sector wherein the VMP of the labour comwitted .to the farm
production process equals the established wage level (or residual income) for
this sector.
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of successful economic develepment aust be to reduce the amount of land
left to its use and also the average size of individual subsistence plots; real
development must result in a gradual absorption of more and more of the
associated population into non-farm activities. While their short-iun welfare
might be, in large part, a function of continued access to a picce of land
and of the possibility of producing therefrom increasing quantities and varie-
ties of basic consumption goods, their long-run welfare and security must be
sought in and through the quantity and quality of developing job apportuni-
ties in the non-farm sector.

Available statistics or, the distribrtion of farm sizes in various covntries
are generally consistent with the idea that in a free market economy the arca
sizes of farms tend to polarize around these two different optima for com-
mercial and subsistence farms, and, if the argument presented is sound, such
a trend needs also to be promoted as an integral part of national develop-
mental policy. That is, apart from such variations in subsistence plots as
are necessary to accommodate differences in size of houscholds and in qua-
lities of land, there is little justification for large numbers of farms falling
between the two optima since they meet the cfficiency conditions of neither
of the two rural subsectors,

But the question still remains, what is the likely optimum size of commercial
farms and subsistence plots in Indonesia at the present time? .Also, how
should these two types of farms be distributed throughout the country? No
definitive answer to these questions can be given in the absence nf more de-
tailed relevant studies than have been conducted to date. However certain
related issues descrve to be commented upon.

In the first placc it is obvious that the future development of the com-
mercial farming scctor in particular must begin from what now cxists. The
first task in Indonesia will be to identify what currently constitutes its real
commercial sector. Available data aie rather confusing on this point. For
cxample, it is conventional to divide the Indonesian farm cconomy into the
two categorics of “estate farming” and “smallliolder” agriculture” with the
strong iniplication that the former, as the export or cash scctor, is analogous
to the commercial sector as here defined, while the latter, being also
the food producing scctor, represents the subsistence farming sector.  This is
misleading for several reasons.  As is well known, by far the greater part
of the main export crops are produced by smallholders (well over two-thirds
of the rubber and a much greater proportion of the coffee and the tobacco).t"
Many of these smallholders clearly deserve to be classified as commercial
farms along with the plantations. But equally relevant is the fact that by
far the most important cash crops of all in Indonesia are its major food Crops
and above all rice and maize, which occupy respectively about 35 per cent
and 25 per cent of the land of Java.!” It is reasonable to assume that among
the most important present and potential commercial farmers in Indonesta
are to be found the rice farmers of Java, However they still wait to be
difterentiated from the rest for policy-making purposes.

A further problem is presented by reason of the fact that a large proportion
of the smallest farms in Indonesia are found on the top grade, irrigated rice
lands.  As a result many Indonesian subsistence farmers - from any accept-

16. Nugroho, Indonesia:  Facts and Figures, (Jakarta, 1967).
17. By contrast the plantation areas constitute only about 9 per cent of the entire
cultivated area in Indonesia and only 7 per cent of the cultivated area in Java.

108



STRUCTURAL PLANNING

able economic meaning of the term — engage in substantial, though primi-
tive, levels of exchange. That is, they sell or barter rice in exchange for other
consumption goods, including inferior forms of foud crogs, in order to realize
a more nutritionally and seasonally balanced diet.'® For purposss of this
analysis such first oider exchange must be viewed as compatible with the
subsistence sector of the Indonesian economy. Correspondingly, it is only
when a farm produces a sigmficant net marketed surplus with respect to the
non-farm sector that it fully qualifies for incorporution in the commercial
fatming sector.

The important determining factor with regard to optimum size farms in
the food crop areas of Java will be found to be the unit of power around
which the farm enterprise is built.  If this is to be human power the result
will be different than if oxen are to represent the typical commerciai farm'’s
source of power. If it is practical to shift to small mechanical cultivators,
a trend which is underway in Sumatra, then the appropuiate area of land for
such farms probably will be larger still.  However, the degric to which the
develepment of a viable commercial farming sector is limited by the mass
of subsistence farmers in Java is illustrated by the extremely small number
of farms with anywhere near four hectares of land, an arca which, reportedly,
can be cultivated with a pair of oxen and otherwise farmed by a good sized
household supplemented by a hmited amount of outside labour, A recent
household survey conducted by the Gadjah Mada University in the Jogjakarta
area,'? comprising a representative sample of some 163 farm families farming
one twentieth of an acre or more, found only three per cent of the fanules
to be cultivating more than one hectare with the maximum farm size being
five hectares. It is instructive to note, however, that this three per cent
of farms weic in fact cultivating 19 per cent of the land in the sample area
and suppaying 29 per cent of its total market sales of farm products.

It is quite clear that if the commercial farming sector in Java is to be
expanded, this can only be donc by increasing the cfticiency of land use in
the subsistence sector with respect to the contribution it makes to the direct
support of its dependent population in order that more land can be released
to near optimum sized commercial farms.  The potential for doing this appears
to be quite considerable. For example in the Jogjakarta survey mentioned
above it was found that the 31 per cent of the holdings that fell between 0.05
and 0.15 of a hectare in size, absorbed only 6 per cent of the sample land
arca but supported 29 per cent of the rural population in the sample area.
A further 20 per cent of the holdings falling between 0.15 and 0.25 ot a
hectare in size supported an additional 18 per cent of the population at
the expense of only 7 per cent more of the land. While this question also
deserves careful study it is not inconceivable that plots of 1/10 of a hectare,

18. A su vey in the Jogjakarta area, referred to later, found that “furms* of from 1/20
to 1/4 of a hectatre in sice actually marketed 304 per cent of their output of
agricultural products.  The corresponding figures for furms between .25 and 2
hectares and for farms over 2 hectares were 21.3 and 41.4 per cent respectively.

19. An area which probably is reasonably representative of the whole of Java

20 Certain comparative figures are of interest, 1In the United States (1954}, 40% of
the farms used 76% of the farm land and supplied 91% of marketed farm pro-
ducts. U.S Department of Commerce, Bureau of the Census, Census of Agricul-
ture, (Washington, 1954). In India, 14% of the farms (ten acres or more)
used 64% of the farm land supplied 60% of the marketed farm crops. V.
Dubey, “The Marketed Agricultural Surplus and Economic Growth in Under-
developed Countries,” The Economic Journal, 1963; pp 689-702.
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or less, would be of sufficient size in the Indonesia subsistence scctor, and
especially so if combined with an active policy for the creation of comple-
mentary off-farm employment opportunities.”t” In this event a substantial
part of the land in the sample area which is now in farms of sizes ranging
from 0.15 to 2 hectares (75 per cent of the farms in the survey a.ca) might
be shifted to the commerciai farming sector. This would iepresent a quite
tevolutionary policv development, but without such a move it is very difTicult
indeed to confideatly anticipate a sustained rate of growth in Indonesian agri-
culture of the type that would in turn be suflicient to undergird a high rate of
urban-industrial development.

Comimercial Agriculture

Estate Agriculture

Estate ___Smallholder
Agriculture L+ Agniculture
Rural Subsistence
1d Sector
f\n;?illtcl,lurc; (Smallholder)
Figure 1. Figure 2.

2. The Plantation versus the Smallholder: A shift from the conven-
tional subdivision of farming in Indonesia represented in Figure 1 to that
represented in Figuie 2 will serve to br' -, into sharper focus, among other
things, the question of whether the plantation — the estate farm — is really
a viable long-run unit of exploitation. [t is of course possible that the Tndo-
nesian plantation is a special case of the factory farm which, in certain areas
at least, has the capacity to stand on its own feet in direct competition with
optimum sized, commercial smallholders. But, from an ccononiic viewpuint,
the question n:ust be considered to be far from resolved.  In the final analysis
this issue has little to do with who controls the estates — forecign or domestic
private interests or local government representatives  Rather it is a matter of
whether the most efficient of all these alternative types of plantations is com-
petitive enough. But whatever the answer to this question, its resolution
should be seen as an issue which is purely an intcrnal one to the commercial
farming scctor and not one that really involves the rural subsistence sector
at all. That is, no oae would seriously argue that the plantation is a more
efficient supporter of population than it is a producer of cash crops; the

21 By way of compati:on it might be noted that the private plots associated with the
Russian collective and state farms averaged 0.29 hectares per household in the
1950°s on land with only a fraction of the natural productivity of the land of
Java. In Russia *hes. plots absorbed 25 per cent of the rural manpower and
produced 33 per ceat of the total agricultural production usiniy less than 4 per
cent of cultivated land  About 80 per cent of the output of these subsistence plots
was consumed by the peasants concerned, and this percentage has been increasing
through time. J. A. Newth, “Soviet Agriculture: the Private Sector 1950-1959,”
Soviet Studies, October 1961, p. 171.
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present concern over the adverse effect on productive efficiency of the cxtensive
teatherbedding on the nationalized plantations attests to this fact. Perhaps
in future years, some of the lands of the estates will need to be withdrawn
from coinmercial agriculture as part of the overall developmental strategy tc
assist in the immediate support of the rural subsistence population, but this
question is a side issue to agricultural development per se. 1f the plantation
survives at all, in the long run it will survive as a commercial faim and not
as a population-supporting institution, and it would seem to be a reasonable
assumption that it will have difficulty sustaining itself as a commercial farm
under open competitive conditions. The differentiation of an cfficient ~om-
mercial sgctor in Indanesia will take place at the expense of both estates and
the middle range of small holdings.

3. Geographical Distribution of Commercial and Subsistence Farms:
One of the most strategic long-run planning questions for long-range planning
in Indonesia concerns the most appropriate geographical distribution of com-
mercial farms — whether smailholdings or plantations — vis-a-vis subsistence
holdings. In the hope that it may help to stimulate further investigation of
this question certain propositions of likely validity are stated hercunder. First,
it is likely that subsistence farmers per se can safely be assumed to be much
ics> mobile than present or potential commercial farmers.  Thus a planned
rural subsistence scctor needs to be developed around existing arcas of greatest
concentration of subsistence farmers rather than on the frontiers of settlement.
Thz development of new lands in the outer islands of Indonesia thus is probably
best restricted to optimum sized commercial farms and to settlers likely to
accommodate themselves casily to the economic world of commercial farm-
ing. Second, to the extent that therc is any necessary extension of rural
subsistence arcas in the future, these should probably be developed around
existing urban-industrial arcas or around potentially new urban-industrial
growth points. Such will serve to maximize off-farm employment opportu-
nities, the ease with which an appropriate educational systemn can be devised,
and also the potential uncarned income that might accrue to the subsistence
population through the medium of rising land values. Third, and comple-
mentary to the previous two points, subsistcnce holdings should, for the most
part, be concentrated rather than scattecred at random among commercial
farms in order both to protect the latter from the insidious effects of excess
labour and to facilitate the development of relevant alternative employment
opportunities for the subsistence sector; the degree of scatter should be limited
by the amount and type of farm employment opportunities that arc available
for off-farm labour on cfficient commercial farms. Fourth, and related thereto,
in the commercial farming areas special efforts should be directed to the pro-
motion of a rapid amalgamation of the farms that, through time, fall into
the non-commercial category under the impact of market forces and to the
encouragement of the migration of the resulting redundant labour fron: the
commercial farming arcas to non-farm sector actiyitics. Fifth, the produc-
tion of industrial crops shouid be restricted pretty much to the commerciai
sector, and consistent therewith but with wider applications, commercial farm-
ing should be relied upon for the exploitation of lands having strong compa-
rative advantages in single, cr a limited number of lines of production versus
land adaptable to .multiple-crop and animal production. By the same
token, subsistence land holdings should be concentrated as far as possible on
land capable of supporting diversified production since the condition of eco-
nomic cfficiency in the subsistence scctor is strongly weighted in the direction
of labour-intensive, diversified land use. On the other hand a high and
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increasing level of specialization both of farms and farming arcas is an cssen-
tial characteristic of commercial agricultural development.  Finally, all things
considered, a substantiallv greater share of the rice lands, especially in the
outer istands, but alse in Java, undoubtedly should be assigned to optitnum
sized commiercial farms.

4. Contrasting Policies: The centiai argument in this paper is that unless
and until the basic validity of a two-sector approach to rural economic deve-
lopment planning is recognized in countries like Indonesia, it will not be pos-
sible to proceed very far with relevant policy formulation.  Several types of
policies that may be expected to yic.d higir dividends in a well structured com-
mercial farming scctor were rcferred to in the early parts of this paper. What
will be stressed in the concluding remarks is the need to evolve a companion
set of policies in these, and in several other, respects for the rural subsistence
sector. In almost every instance it will be found that, to be consistent with
the differing nature and purposes of the two rural subsectors, quite different
policy emphases will be needed in each case.

The differing needs of the two subsectors with 1espect to complementary
industrial development provide onc good example. In the case of the
commercial faiming sector the main objective must be to develop manufac-
turing, processing and service activitics that are complementary to the farm
production process itself. To a large extent this involves a shifting of cer-
tain component activities off the faim to tauke advantage of the economies
of specialization and of scale that apply to the production of farm power and
such production requisites as fertilizer and to the processing and marketing
of farm producis. In the case of the rural subsistence sector, the central
objective is the creation of additional employment opportunities for the popu-
lation concerned. To a limited extent these oppottunitics might take the
form of increasing pait-time employment in an expanding commercial farm-
ing sector and especially in processing and supply filnis serving commeicial
agriculture.  However, the most numerous opportunities are to be found in
such directions as the promotion of craft cottage industries, employment of
the rural subsistence sector labour in rural public works®* and, most important
of all, in the location of industrial development so as to take the fullest
possible advantage of this reserve of undertutilized labour. A geographical
concentration of the rural subsistence sector is ciearly an advantage in this
regard.

A second example is in the area of education and extension work. There
is much to be said for providing specialized education in the science and arts
of agriculture for a substantial number of the farm youth in the comniercial
farming sector to priepare them for assuming the management of farm enter-
prises in subsequent generations. However, this emphasis on the education
of children in the subsistence sector ohviously has very little merit.  In this
casc the task is to provide education relevant to the non-farming economic
activities wheiem alone is to be found the principal long-run economic oppor-
tunity for these young people. In any event, to the extent that they must
continue to find part of their livelihood in the cultivation of subsistence plots,
the type of cducation appropriate thereto is a world removed from that which
has as its objective the production of an efficient commercial farm nianager.

22. T Balogh, “Agricultural and Economic Development: Linked Public Works,”
Oxfird Economic Papers, February 1961, pp. 27-42.
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Similarly, in the case of agricultural extension work, the task of working with
commercial farmers is one thing; that of working with the rural subsistence
population is quite another. A very large pay-off in increased productivity
and in the size of the net marketed surplus may be expected from the services
of a relatively small number of highly skilled cxtension workers, working
directly with individual commercial farmers.. This clearly deserves high
priority in development planning. On the other hand, the pnssibility of
devising an effective system of research and extension for subsistence farmers
is oné for which there is Jittle precedence; it is novel and is complicated by
reason of the large numbers of houscholds involved, the necessary emphasis
on diversificd and intensifiea land use, and the necessary interdependence of
farm and non-furm work Ir the total household economic activity. This
should not in any way obscure the need nor the potential for expanding
preductivity through labour-intensive techniques under subsisicrice farming
conditions.” The point is that this potential is unlikely to be cconomically
exploitable through an individualized oxtension service of the type that is
needed and justifiable for commercial farmers. Rather it likely needs to be
bascd on a cooperative group approach which in turn, will be facilitated if
the distribution of the rural subsistence population is relatively concentrated.
Activities along the lines of the Bimas program*® in Indonecsia are much
to be commended as a step in the direction of the development of an cdective
rural subsistence sector extension service.

Sharp contrasts can also be drawn between what is appropriate land tenure
policy for subsistence plot holders and for commercial farmers. In the rural
subsistence sector primary emphasis needs to be given to a land tenure system
that will maximize individual security and equality while at the same time
providing a basis for cooperative action and for control through the medivm
of group consensus. In this sector, transfers of land probably should not
take place through the medium of the market, as in the comiaercial scctor,
but rather need to continue to be subject to procedurcs that take account
of such basic subsistence economy variables as the changing sizes and compo-
sition of dependent households through time. Customaiy rules associated
with pre-modern stages of development of various countries arc probably
much more relevant to land tenure policy formation in a rural subsistence
sector than is the record of experience in commercialized agriculture. For
example, the fragmentation of holdings through the inheritance process can
be argued to be both a logical and a necessary condition of efficiency in a
rural subsistence sector. By contrast, fragmentation makes for inefficiency
in land use, and the subdivision of farms through the inheritance process can
prove contrary to the nccessary trend toward larger sized farins in a commer-
cial farming sector.  Similarly, while ownership of land can be argued to be
preferable to tenancy on the part of subsistence plot holders, land ownership
by the farm operator in the commercial sector if, due to otner influences than
land productivity it can only be acquired at a premium price, can be detri-
mental to efficiency. Its opportunity cost is a less than eflicient complement
of other factois of production. It is for this rcason that successful commer-
cial farmers in most advanced countries tend to rely quite heavily on rented
land to the extent that this is available on reasonable terms of tenancy, since
it commonly proves to be cheaper to rent land from a landlord than to buy
it on credit.

23. A. Rieffel, An Evaluation aof the BIMAS Program n Indonesia, (Djakarta, Septem-
ber 3, 1968), pp 1-8, (mimeo.).
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CONCLUDING OBSERVATIONS

Such contiasts between approprate policies for commercial agriculture and
for a rural subsistence population could be extended to several other accas.
However, sufficient has been said i1 this context to emphasize the fact that
a double-pronged approach to agricultural development policy in any densely
populated country is quitc essential. What also becomes apparent is that
an area in which cconomic science has thus far made its least contribution
is in providing guidance with regard to eifective policy formation for the
rural subsistence sector.  Since the latter will continue to constitute the major
sector in all denscly populated economics fcr many decades to come, no
analysis of these economics can be adequate which proceeds on the assump-
tion that the sub-commercial farmer can be ignored. This is a common
assumption in cconomic analysis which has as its only justification the fact
that countries with low population density have dominated the world's
developmental record to date.

Rather every effort should be made to glean from historical experience all
lessons relevant to the task of devising an appropriate policy for 2 rural
subsistence sector viewed as an alternative national welfare prograry tc indus-
trial featherbedding operations and direct unemployment compensation.  In
this context such historical population supporting institutions as the Poci
Houses and the Small Holder Movement in England,*! the Private Farm Plots
in Russia?® and the Ejidos®® in Mexico, to mention only some of thc more
obvious examples, will assume muech greater significance with respect to
development theory than they have to date.

Wyn F. Owen
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