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ECONOMIC DEVELOPMENT IN HISTORICAL PERSPECTIVE
By jonn C, H. FE1, Cornell University

and

Gustav Ranis, Yale University

It iv the purpose of the present paper to
discuss the process of economic growth in
long-run historical perspective, in the be-
lief that an appraiscl of the evelution of
crucial economic institutions and signifi-
cant growth theoretic idens ma-; help illu-
minate the state of our presert-day under-
standing of growth. In order 10 carry out
this purpose, we must, first of all, decide
on the relevant time span attached to our
notion of recorded history. As we are con-
cerned, in part, with the evolution of eco-
nomic ideas about growth, the history of
economic thought immediately suggests
that the time span of our inquiry should
stretch back to at least the sixteenth cen-
tery. For it is in respect to this period
that economists have expressed them-
selves in an organized body of thought
(ie., the mercantilists, the physiocrats,
the English classical writers, the Marxists,
tke Austrians and contemporary writers),
either explicitly or implicitly directed to
the phenomenon of growth. An examina-
tion of these ideas provides one of the
major building blocks of this paper,

Growth is admittedly a complicatea
phenomenon which can be interpreted
strictly narrowly in terms of pure re-
Sources augmentation or, more broadly, as
a complete cultural evolution. We have
found it instructive to adopt a viewpoint
which lies somewhere in between these ex-
tremes; i.e., by concentrating on broadly
defined notions of capital and the capital
accurmulation process over time (Section
I). To be sure, the productive significance
‘of capital, ¢ /e Harrod-Domar, has re-
mained important; but the capital stock is
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also an instrument of control and inti-
mately related to the organizational fea-
tures of an economy. If we take a sweep-
ing view of the growth accemplishments
of the Western world over the last five cen-
turies (from 1500 on), we cannot help but
be impressed by the drastic changes, not
only in the productive significance of capi-
tal, but also the mode of social organiza-
tion in different growth epochs,

This basic notion or a growth epoch, as
Professor Kuznets has taught us,? can he
defined in terms of certain unifying rules
of growth or modes of opcration of the
whole economy over a rather fong (ut
least one hundred years) stretch of time.
The epochs we shall be dealing with are,
first, the premodern epoch of agrarian
feudalism yielding to mercantile agrarian-
ism during the period from approximately
1500 to 1750. This 13 followed by what
Kuznets has identified as the epoch of
modern growth and which can be further
subdivided into nineteenth century indus-
trial capitalism ( 1750-1914) and twen-
tieth century technocratic capitalism
(1918-present). For each epoch, -ve shall
try (Sections II-III) to depict the special
relevant meaning of “capital,” of “capital
accumulatior,” of the organizational
structure of the economy, and of pertinent
growth theoretic ideas. The focal point of
our analysis will be on the contrast be-
tween the various epochs as well as on the
significance of the sequential ordering out-
lined; namely, in what sense the growth

‘Sez S, Kurncts, Modern Economic Growt XYale
Univ. Przss, 1966),
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accomplishment of one epoch paves the
way for the next.

The contemporary less developed world
is trying, in the course of a few decades,
to imitate Western European experience
with growth over the last four centu-
ries—both in terms of its productive and
its organizational aspects. The resistance
that is likely to be encountered in this at-
tempt to telescope historical experience
has substantial policy significance for the
development of the contemporary under-
developed world and will be explored in
Section IV.

1. Capital Accumulation

Capital is generally defined as a stock
which represents a produced means of
production. Three essential attributes
(and only three) can be deduced from
this; namely, that the accumulation of
capital requives social effort (i.e., it is
“produced”), that it is an immutable and
durable stock, and that it contributes to
production. This definition permits a
broad interpretation of what may be in-
ciuded in the capital stock; i.e., invento-
ries, fixed capital (e.g., plant and produc-
tive equipment), overhead capital (roads,
wharves, water supply, schools, sewage
systems, dwellings), and special quality
characteristics of human agents above the
unskilled level (i.e., the physical and men-
tal attributes of labor, entrepreneurial
ability, etc.). As the mode of operation of
the economy changes over time, the con-
tent of “capital,” within the above broad
definition, undergoes a corresponding evo-
lution.

This definition of the content of capital
is quite independent of the mode of social
organization. In the literature, there is,
however, something of a tradition by
which the term is restricted to profit-seek-
ing private capital in a capitalistic soci-
ety. This special usage serves to empha-
size the fact that capital, besides consti-

tuting an instrument for raising produc-
tivity, in the engineering sense, also con-
stitutes an instrument of control in a par-
ticular type of society; i.e., capitalism. It
serves us well in explaining the growth-
promoting forces of industrial capital that
prevailed in that particular historical
stretch of time; i.e., from 1750 to 1914,
For it was in this phase that economic indi-
vidualism found its fullest expression in
the accumulation and management of the
most characteristic form of capital (i.e.,
fixed capital) vital for the growth of the
industrial economy. We should not let this
blind us, however, to the realization that,
given a longer historical time perspective,
such usage remains rather special, For in
contrast to economic individualism, collec-
tivism may have had a more essential
guiding role in the management of eco-
nomic affairs at other times; i.e., before
1750 or after 1914. In such epochs prof-
it-seeking private capital may have been
less important in terms of economic
growth than a collective form of capitai
manager.i¢nt and accumulation.

Both the production and the organiza-
tional significance of capital derive from
its involvemeni with labor. The produc-
tion significance of capitai is due mainly
to the “contribution” which it makes to
labor productivity; and the organizational
significance of capital centers on the qual-
ity of this collaboration. In fact, as the
economy moves from one growth epoch to
another, its mode of operation is defined
mainly in terms of these changing relations
between labor and capital.? In each epoch
of growth the center of the stage is held
by certain special types of capital goods

*This view of capital as inestcicably intertwined
with the special growth phenomenon of an epoch is,
by no means, shared by all who concern themselves
with capital theory. The Austrian economists, for
example, whose technical contribution to the “nature
of capital” was veiy significant, paid little attention
to the specific nature of capital in the context of a
particular mode of organization of thc system,
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and certain characteristic modes of pro-
ductive as well as organizational relation-
ships which are evolved to facilitate the
accumulation process. An understanding
of this is essential to an understanding of
growth in long-run historical perspective.

II. From Simple Agrarianism to
Mercantile Agrarianism (1500-1750)

Before 1500 Western Europe was char-
acterized by local self-sufficiency in agri-
cultural production, or simple agrarian-
ism. The 250 year time span from approx-
imately 1500 to 1750 witnessed the grad-
ual transition of this system to a less
primitive, trade-related mercantile agrar-
ianism. Mercantile agrarianism in turn
paved the way for the epoch of industrial
capitalism (1750-1914) which fullowed.
Thus, in terms of our attempt at achieving
long-run historical perspective, mercantile
agrarianism may be regarded as a long
phase of transition leading from simple
agrarianism “inevitably” to industrial
capitalism,

Simple Agrarianism. The simple agrar-
ian society is characterized by the domi-
nance of settled (non-nomadic) agricul-
tural production to the virtual exclusion
of other forms of economic activity and
with relatively little trade beyond the

local community. A simple agrarian soci- .

ety is essentially locally self-sufficient and
should not be associated with the notion
of an integrated national or even regional
economic system. The political structure
associated with such an inward-looking
economic way of life was characterized as
local separatism stabilized by a feudal di-
chotomy between hereditary ruling and
serf classes. The well-known manorial sys-
tem of medieval Europe and of the (less
well-known) Chou dynasty in ancient
China (100 to 200 B.C.) may be viewed
as representative,

The nature of the capital stock in sim-
ple agrarianism represents the purest form

of “wages fund”; namely, the stock
amounts to an inventory of agricultural
goods (mainly food) to bridge the gap
arising from the non-coincidence of pro-
duction and consumption periods in agri-
culture. On the one hand, the seasonality
of agricultural production leads to the
emergence of the required food supplies
during one or two specific (harvest)
months of the year. On the other hand,
the consumption demand for food is con-
tinuous and evenly spread throughout the
year. Thus all the food needed between
harvests must be stocked up and social or-
ganization devised to ensure that sucls
stocks will be apportioned and again re-
plenished in an orderly fashion. This, in
essence, is the meaning of capital
stock—and the on'y possible meaning—in
the simple agrarian society.

The mode of economic life in simple
agrarianism may be depicted with the aid
of Figure 1a in the form of one produc-
tion sector and two household sectors;
i.e., the serfs and the nobility. Total out-
put 4 is used either as consumption (for
the serfs Cs and for the lords C.) or as
investment (/) leading to capital accumu-
lation. The stock of capital X is seen to
be divided into twelve parts—correspond-
ing to the evenly distributed consumption
demand during each of the twelve months
of the year—to remind us of the basic
wage fund characteristic. While the serfs
supply the necessary agricultural labor
force (L), the lords supply their services
in respect to the management of the capi-
tal stock K, as a wages fund.® The right
of the lords to management is maintained
And perpetuated partly by ideology (e.g.,
religious or feudal), partly by brute force,
but mainly by the necessity for all to ac-
cept some form of social organization to
ensure order. In fact, the raison d’étre of

"The lords have the right to exact services and

payraents in kind and are in charge of settling dis-
putes, maintaining justice, granting loans, etc.
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Fioure 1a

FICURE 2a

simple agrarianism, which contributes to
its long-run stability, often rests on the
ground that the cultural life of the lords
is taken as the very end purpose of the
existence of society. This was the picture
presented by Quesnay and the- physio-
crats.

The nature of the involvement of cepi-

Frouke 1b

Fioure 2b

tal with labor in simple agrarianism is
mainly to feed the workers in anticipation
of the next harvest. This explains the
central fact that the capital stock (K) is
proportional to the population (L) where
the proportionality factor © in K = OL
depends upon and is positively related to
the “degree” of divergence between the

DN
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production and consumption periods.* It
follows that investment per head (I/L)
in such a society must be proportional to
the population growth rate () with the
same proportionality factor; i.e.,

K
1 7L="2 /71 < on..
() / dt/ .-

For example, in case the population
growth rate is constant the investment per
head is also constant. Thus with popula-
tion constituting the major investment de-
mand, growth can be said to be population
pushed. Where land supply is not a con-
straint the tasks associated with “savings”
are automatic and performed routinely
and almost subconsciously. Any sense of
economic progress beyond this simple
sideward motion is not only foreign but
basically repugnant.®

Mercantile Agrarianism. Change and
progress in the agrarian society can be
closely identified with the increasing im-
Pact of mercantile activities; i.e., interre-
gional and international economic arbj-
trage carried out for the sake of profits, It
is the growth in the volume of trade
and its geographic spread which consti-
tutes the central growth phenomencn of
mercantile agrarianism (approximately
1500-1750). To be sure, the major form
of economic production—measured in
terms of value added or population in-
volved—continues to be agriculture. How-
ever, it is the penetration of this agrarian
system by mercantile activities dedicated
to interregional trade that gradually

*For example, if there are two crops a year instead
of one, the nceded capital stock is halved. The de-
termination of the magnitude of © is analogous to
that of the modern transaction velocity of money.

* When land scarcity is a factor some slow improve-
ment of crop practices or innovation must occur to
offset diminishing returns. The authors deal with this
situation in their “Agrarianism, Dualism and Econ-
omic Development” in The Theory and Design of

Economic Development, edited by I. Adelman and
E. Thorbecke (Johns Hopkins Press, 1966).

transforms the latter—ridding it of the
local self-sufficiency attributes and substi-
tuting in its place an integrated economic
System covering a larger space, ultimately
the entire national economy.

What sharply differentiates mercantile
agrarianism from simple agrarianism is
the newly erected social infrastructure
pertinent to this particular type of trade-
related space economics. The structure in
evidence by the end of the mercantile
agrarian epoch can be depicted symboli-
cally by a tree-star structure,® in Figure
2a. One set of ideas conveyed refers to the
nodes or vertices (represented by O, o, .)
and the edges (represented by links) con-
necting the nodes. While the nodes stand
for communities of human settlement—0O
for city, o for town and . for village—the
edges stand for transportation and commu-
nication links connecting these communi-
ties. The second set of ideas refers to the
stars, represented by the circles in Figure
2a, surrounding the nodes, which may be
construed to represent a geographic area
of agrarian activity. In these areas eco-
nomic activities are carried out around the
center of gravity at the node or the center
of the star. Thus while the trees (i.e., the
nodes and the edges) signify the existence
of a significant interregional pattern of
connectivity, it is the stars that carry the
spacial significance with respect to given
geographic areas. The means of local trans-
portation can be assumed to be fairly
primitive, and hence the maximum dis-

* Both these terms are borrowed from linear graph -

theory and are used in a heuristic and nonrigorous
fashion here. A rigorous definition of a tree is a linear
graph which is connected and circle free (i.e., frec of
loops) and signifies that there is one and only one
path between any two nodes. Thus rigorously a tree
corresponds to a primitive transportation system link-
ing all the cities. A star is a number of nodes (eg.,
abcdefg in Figure 2a) which are connected by one
edge each to a vertex (e.g., X) which is the center of
the star. Thus the nodes of the stars correspond to
rural families and the center to the village which is
the focal point of activity of a number of rural
families.
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tance between the center of the star and
any point inside the star is such that it
takes at most a day to complete a round
trip by walking. In a densely populated
country the inhabitable land space can be
considered to be covered by such stars.

In order to contrast this mercantile
agrarian system sharply with simple agra-
rianism, we also present in Figure 1b a
graphic description of the latter. In this
diagram there are only stars; the absence
of a meaningful tree structure is intended
to convey the locally self-sufficient nature
of the agrarian economy.” Thus, it is the
establishment of the trees—i.e., the trad-
ing routes—which transforms the simple
agrarian economy into a regionally or na-
tionally integrated economy.

Mode of Operation of Mercantile Agrar-
ianism. The basic structural characteris-
tic of mercantile agrarianism is that the
economy now moves away from its mono-
lithic emphasis on agricultural production.
It is the coexistence of agricultura! and
nonagricultural ways of life which now
becomes its basic structural characteristic.
For simplicity, in relation to our tree-star
structure, we may think of the cities and
the towns as corresponding to the trade
sector, as it emerges out of increasingly
regularized regional agricultural markets
and trade fairs, with the small villages,
which constitute the center of the stars,
representing local agricultural communi-
ties. In conformity with this emerging new
trade sector is the emergence of a new
capital concept which now includes inven-
tories of food (K), which serve as a wages
fund, and inventories of agricultural pro-
duce, possibly semiprocessed (K”), which
together make up what may be called the
“commercial capital stock.”

"This use of stars to describe a simple agrarian
society emphasizes not only its relative backwardness
but also its rather advanced state relative to really
primitive nomadic societies where even such geo-

graphic focal points for permanent community ac-
tivity do not exist.

The mode of operation of the mercan-
tile agrarian economy at any given time
can now be described in Figure 2b, a
slight modification of Figure la. Total ag-
ricultural output 4 is now scen to be di-
vided into three parts: consumption C, in-
vestment in the wages fund /, and invest-
ment in commercial capital I’. These two
types of investment lead to the augmenta-
tion of the wages fund K and the commer-
cial capital stock K’.

The wages fund (K) continues to
bridge the gap between the production
and the consumption periods in agricul-
tural output, as in simple agrarianism.
The appearance now of a need for com-
mercial capital (K’) is due to two factors;
namely, the non-coincidence of production
and consumption periods among produc-
ing areas, and the time consumed in trans-
port. Given these basic factors, the de-
mand for this form of capital (K’) is pro-
portional to the volume of trade (T)
(ie., K’ = ©'T)." Let us assume that the
volume of interregional trade (T') in such
an economy is mainly a function of the
size of the “trade margin”; i.e., that por-
tion of total output which is not self-con-
sumed. Then T = Lg where L is total
population and ¢ is the per capita trade
margin. Let us approximate ¢ by ¢ = p-¢
where p is the average labor productivity
and ¢ is the per capita consumption of

self-consumed goods. Then K’ = O'L"

(p-c). From this we can see that per
capita investment in commercial capital
I'/L = ©'(p-c) n. where nu is the popu-
lation growth rate. If we add the tradi-
tional demand for capital as a wages fund
to this (see (1)), the total commercial
investment per head required becomes

*Where ©' is the factor of proportionality. For
example, other things being equal, the demand for
commercial capital decreases when the nceded trans-
port time decreases or another region with more
complementary production pattern enters into the
trading orbit. Both of these events would be reflected
in a decline of ©'.
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Simple as this formula might be it does
serve to emphasize two distinct ideas re-
lated to the growth promoting forces in
mercantile agrarianism. In the first place,
growth is population pulled; i.e., invest-
ment per head is proportional to the
growth rate of the population (nL) as in
the case of simple agrarianism.’ But, in
the second place, the growth promoting
forces are now also determined by—i.e.,
proportional to—the size of the agricul-
tural trade margin (p-¢).* Thus it would
appear that in a mercantile agrarian sys-
tem economic growth is both population
pulled, as before, and agricultural produc-
tivity pushed.

Cumulative Growth Under Mercantile
Agrurianism. At this point let us advance
the hypothesis that there is interaction be-
tween I’ and 2; i.e., that the accumulation
of commercial capital in turn contributes
to the increase of agricultural productiv-
ity. Under tais hypothesis, commercial
capital +:cvmulation will in turn result in
an inct se of the trade margin (p-c).
‘This in:: ease will in turn lead to a faster
rate of capital accumulation and thus
reinforce the p-raising process. In this way
we can depict a process of cumulative
growth in the mercantile agrarian system.
It should be emphasized that these forces
making for continuous increases in agri-
cultural productivity are new to the agrar-

*As long as there continues to be no problem of
diminishing returns on the land.

“In a predominantly seclf-sufficient economy p-¢
is close to zero. As agricultural productivity increases,
the trade margin is likely to increase, not only ab-
solutely, but also as a fraction of p, with consumer
preferences becoming more diversified with higher
income levels. Thus, (p-c)/p is an increasing function
of p (or ¢/p is a decreasing function of 2). In the
formulation in the next section we shall approximate
this phenoricnon by the assumption that ¢ is approxi-
mately constant as p increases through time.

“ Especially with ¢ constant as we have assumed
(if ¢ should rise somewhat, it will surely rise less
than p).
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ian economy and contrast sharply with
the picture of long-run stagnation grip-
ping the simple agrarian system. To pro-
vide a slightly more rigorous formulation
of this argument, let us assume that the in-
crease of agricultural productivity is pro-
portional to the change in the comnmercial
capital stock per head, with j, the factor
of proportionality, defined as the produc-
tivity enhancement coefficient:

(3) dp/dt =;I/L implying, by (2) that

@ 0P 44n
DuTATE

where 4 = j(0 — 0'c)y,

and B =j9'7]1,
b) mp= A/p+ B
¢) =B (for p— )

Thus in the long run the rate of in-
crease of agricultural productivity will al-
ways take on a positive value B = ji’n,,
Furthermore, the long-run rate of prog-
ress is seen to be directly proportional to
j, the enhancement coefficient, which de-
scribes the extent to which the accumula-
tion of commercial capital serves to stimu-
late agricultural productivity. We also see
that a higher population growth rate con-
tinues to be beneficial in stimulating agri-
cultural productivity, This characteriza-
tion surely is not far from the truth for
pre-industrial growth in which population
growth and the agricultural productivity-
raising effect of markets represent the two
primary growth-promoting forces.

The above may be regarded as our cen-
tral hypothesis on the historical signifi-
cance of the epoch of mercantile agrarian-
ism; namely, that it was mainly through
the expansion of trade that agricultural
productivity was raised and the tendency
to stagnation reversed. This stimulation
was, in fact, so strong that, given the ben-
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efit of historical hindsight, it rendered the
classical pessimism, based on the shortage
of land and diminishing returns, quite ir-
relevant and artificial. Empirically, we
have, in fact, witnessed an agricultural
revolution during the period of mercantile
agrarianism (1500-1750) which preceded
the industrial revolution. Our line of argu-
ment in attempting to interpret this real
world phenomenon depends, of course, on
the strength of the behavioral assumption
related to j; namely, on how effectively
commercial activities can, in fact, stimu-
late agricultural productivity. It is to this
problem that we will now turn.

Trade and Agricultural Productivity.
As we pointed out earlier, when mercan-
tile agrarianism is compared with simple
agrarianism the most striking difference is

the appearance of the tree-star structure

linking up local economies as part of an
integrated regional and, ultimately, na-
tional economic system. The immediate
tangible effect of such an integration pro-
cess is that, for a number of reasons, agri-
cultural productivity is stimulated.

1. The Smithian Division of Labor. A
forceful and well-known argument rele-
vant here was offered by Adam Smith:
first, farm productivity is enhanced by
an increased division of labor; second, an
increased division of labor is rendered
possible through greater exchange and
trade; and, finally, increased trade results
from the accumulation of commercial cap-
ital, Referring to Figure 2a we can readily
see the significance of our tree-star struc-
ture as a catalyst in facilitating interre-
gional production specialization and the
flow of commodities. The construction of
roads, turnpikes, and communication links
constitute the tree branches through
which trade flows, and the provision of so-
cial overheads at the center, e.g., ware-
houses and financial facilities, make the
star system possible.

We believe that the Smithian body of

thought (and the old classical system in
general) was directed precisely to a de-
scription of this mercantile agrarian
society.'” His “capital” was basically a
synthesis of a wages fund and commercial
capital, with the common purpose of ex-
panding the division of labor through
trade. In fact, the classical pessimism
stems from the very notion that the
sources of productivity increase are trace-
able mainly to the “division of labor,”
making it inevitable that diminishing re-
turns, coupled with the shortage of land,
could sooner or later be expected to win
out,

2. Changes in the Method of Organiza-
tion. The stability of the simple agrarian
system is ensured by the feudalistic rights
of one class of economic agents (i.e., the
nobility) to control another (i.e., the
serfs). In such a system, the privilege to
own and manage capital goods—i.e., the
agrarian wage fund—is merely a “‘symp-
tom” of more fundamental hereditary
rights. The coming of mercantile agrarian-
ism, however, heralded a new method of

organization; namely, a capitalistic ap-

proach which at first coexisted side by
side with the old but, as it proved its su-
perior economic efficiency, gradually re-
placed it.

This thesis of the evolution of economic

" institutions, to which Marx made a major

contributio ;, belongs properly to the de-
main of the morlern theory of organiza-
tion, dealing with matters of incentives,
coordination, authority, and information.
With the emergence of mercantile agrar-
ianism the very right to organize and
control the economic affairs of the nation
comes to rest increasingly in the hands of

2 \While Smith certainly considered fixed industrial
capital, this does not loom large in his analytical
explanatory upparatus. As Schumpeter put it: “The
manufacturing industry that economists beheld and
reasoned about was all along the industry of the

artisan.” (History of Economic Analysis, New Vork,
1954, p. 386.)
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those who own and control the commer-
cial capital stock rather than those of the
landed aristocracy. The distinguishing or-
ganizational feature of the new system re-
sides in its basic task-oriented approach
according to which clearly defined eco-
nomic tasks—e.g., production, manage-
ment, bookkeeping—are assigned to var-
ious groups of economic agents along
functional lines—and rewards bestowed
accordingly. These built-in incentive cum
coordinating devices of capitalism are
highly conducive to economic progress,
partly because of the encouragement
given to individual initiative and partly
because of the reinforcement provided by
the social prestige attached to the owner-
ship of capital and the power to control
which it conveys.

This new “bourgeois’” method of orga-
nization was first tried and éxperimented
with in connection with the incipient
growth of trade and commercial activities.
However, with the emergence of the tree
and star constellation, the method spread
to agricultural production. The well-
knovm tripartite division of labor, & la
Smith, in fact depicts this as the dominant
model of British rural economic organiza-
tion, with capitalist farmers renting land
from the nobility and hiring free labor.
This acceptance of the commercial capi-
talistic form of organization in agriculture
may be viewed as among the most re-
markable growth accomplishments of the
period.

3. Learning by Contact. The star struc-
ture of mercantile agrarianism denotes a
pattern of rural life revolving increasingly
about the nucleus of the community; i.e.,
the villages or smail market towns which
comprise the center of the stars. Such vil-
lage centers offer, beyond the exchange of
products, an opportunity for the exchange
of ideas through growing human contact
-and the ever expanding vision of alterna-
tive ways of economic and cultural life. It

is through such contacts and ideas that
new agricultural practices are devised and
new combinations of traditional and non-
traditional inputs tested. The tree struc-
ture likewise not only serves to facilitate
the movement of goods but also the move-
ment of ideas. The significance of .the lat-
ter in explaining the agricultural revolu-
tion is that it is not only essential for that
contact among men which induces inven-
tions but also for the spread of the result-
ing innovations across land space. The
significance of this process is underlined
by students of both Western European
development'® and of Tokugawa Japan.'*
Historically, an agriculturs] revolution is
usually achieved more via the transmis-
sion of best technology; i.e., narrowing
the gap between average o.nd best aractice
within a country rather than by the con-
tinuing improvement of best technology.
The logical force of this argument rests on
the grounds that invendons by their very
nature are likely to occur in isolated pock-
ets of progress,'® and that a spreading and
dissemination procers is essential if a rev-
olution of the agricultural economy is to
be accomplished. In short, sustained agri-
cultural progress is heavily dependent on
the extent to which the agricultural sector

is linked up and involved with the trading

activities outside of that sector.

4. Emergence of a National Economy.
A final set of factors strongly contributing
to the strength of j relates to what may
loosely be called incipient nationalism. In-
creasing .class mobility, tied in with the
beginnings of an egalitarian spirit and the
Protestant Ethic, strengthened the forces
of national trade expansion and commer-
cialization emanating at the local level;
and the emergence of the first real na-

"'W. A. Cole, British Economic Growth, 1688-1959,
with Phyllis Deane (Cambridge Univ. Press, 1962).

“T. C. Smith, Agrarizn Origins of Modern Japan
(Stanford Univ, Press, 1939).

P Either as a conscquence of purely private or
social (government) resaarch effort.
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tional consciousness in replacement of
local and regional loyalties provided the
necessary ideological cement for com-
merce following the new-found flag. Local
trade barricrs were progressively lowered,
the sanctity of contract and of private
property recognized. National transport
and communication networks were con-
structed and a national currency and na-
tional financial institutions created. In
other words, a viable tree structure was
fashioned from a combination of physical
overheads and legal-cum-institutional
change.

This continuing movement away from
self-sufficient and inward-looking simple
agrarianism and towards an interdepen-
dent outward-looking mercantile agrarian-
ism did not, of course, stop at the bounda-
ries of the newly emerging nation-states.
There was trade among the countries of
Western Europe; and beyond that the dis-
coveries in the New World and the result-
ing inflow of species accelerated competi-
tion for trade and territory and gave a
further substantial fillip to the forces of
Western European commercialism.

In summary, it was this increasing
spread of commercial activity which
marked the gradual transition from simple
to mercantile agrarianism. The growing
importance of commercial capital occa-
sioned by the requirements of expanded
trade and an enhanced division of labor in
turn levered agricultural productivity in-
creases and thus capital formation at its
source. Moreover, these cumulative ever
expanding forces inevitably led the system
towards transition to full-fledged indus-
trial capitalism. We shall turn to this sub-
ject in the next section.

1I1. From Mercantile Agrarianism to
Industrial Capitalism

Western Europe’s transition from mer-
cantile agrarianism to industrial capital-
ism occurred in the course of the eigh-

teenth and nineteenth centuries. This
transition marks a most important land-
mark in human history, for it indicates
the end of an agrarian age which
stretched all the way back to the begin-
nings of civilization when the domestica-
tion of vegetables and animals first be-
came a predominant mode of production.
With the industrial revolution the epoch
of modern growth was launched, charac-
terized by rapid structural change and un-
precedented sustained increases of labor
productivity and per capita income.

This dramatic change, however, was far
from sudden. For the development of mer-
cantile agrarianism had prepared the way
and planted the seeds for the new epoch
which followed. Z goods production'® and
textile industries existed long before the

industrial revolution took hold. But all we’

can hope to do here is try to capture the
essence of major changes in the main-

stream of a society in transition. Let us-

now turn then to a somewhat more precise
description of the nature of this transfor-
mation to industrial capitalism and then
proceed to a discussion of the intrinsic na-
ture of capital, of the method of organiza-
tion, and of the nature of the growth pro-
moting forces characteristic of that epoch.

Establishment of Dualism. The most
striking change in the economic landscape
with the arrival of modern industrial
growth is the establishment of a new form
of economic dualism, characterized by the
coexistence of agricultural and industrial
production activities. This dualism differs
from the earlier agrarian-trade “dualism”
in that there now exists for the first time a
large class of peasants freed from feudal-
jstic bondage and constituting an urban
labor force. Moreover, these workers now
collaborate with industrial fixed capital

WStephen Hymer and Stephen Resnick, *A Model
of An Agrarian Economy Including Non-agricultural
Activities” (to be published in the A.E.R. June,
1969).
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- -—plant and equipment—which takes on
a productive significance far exceeding
that of “mebilizing labor” which was the
trademark of commercial capital. We have
a new central mode of production as well
as a new mode of economic organization.

The contrast in the economic life of
rural agricultural and urban industrial
production is, in the first place, a con-
trast in space economics. While the extent
of the feasible division of labor in agricul-
ture is restricted by “nature,” production
in the city is increasingly a matter of
human endeavor and ingenuity, either em-
bodied in the fixed capital designed to
cooperate with the labor force—or in
changes in the quality of that labor force
achieved through formal or informal
learning processes.

This new dualism came as a natural
outgrowth of mercantile agrarianism. The
push of expanding agricultural productiv-
ity permitted a declining (rural) fraction
of the total population to supply the grow-
ing urban class with its physical suste-
nance. Thus, there emerged for the first
time in any really major sense the phe-
nomenon of an agricultural surplus. It
was this rapid expansion of agricultural
productivity and the accompanying possi-
bilities for major labor reallocation that
lies at the heart of the transition from
mercantile agrarianism to industrial capi-
talism.

Side by side with the push of agricul-
tural productivity increase is the pull em-
anating from the cities. The very exis-
tence of the cities (and the roads leading
to them) holds out the promise of a new
physical environment and a new way of
life to the rural population. Morcover, ar-
rangements were made to channelize the
agricultural surplus so that new employ-
ment opportunities were provided by the
growth of a fixed capital stock which
pulled the labor into the cities. Not infre-
quently these arrangements may be non-

market (or institutional) in nature, in-
cluding kinship donation, private .narity,
or public and church relief. However,
more and more such arrangements are re-
placed by the transfer—through the mar-
ket or the government’s fiscal power—of
the agricultural surplus for productive
purposes; i.e.,, as wage goods for the
newly employed urban workers. Thus the
reallocation of labor, the channelization of
the agricultural surplus to the industrial
sector and the accumulation of industrial
fixed capital stock together constitute the
basic phenomena in the operation of early
industrial capitalism.

Nature of Capital in Industrial Capital-
ism. As mercantile agrarianism gave way
to industrial capitalism the nature of capi-
tal changed in respect to both its produc-
tive content and its organizational signifi-
cance. With respect to content, it shifted
gradually from the circulating variety
which still dominated the classical system
(1780-1830) to fixed, with which Marx
was primarily concerned. The fact that

‘Marx made a valiant effort to incorporate

both types of capital in his analysis of
growth—and the fact that he was practi-
cally the first and the last economist of
any stature to do so—testifies to the tran-
sitional nature of the work of Marx. After
him economists began to be preoccupied
almost exclusively with fixed capital as a
permancnt and dependable source of pro-

ductivity gain, due to changes in the

quantity as well as the quality or scientific
knowledge embodied.

With respect to the method of organiza-
tion, Marx also made the point that, now
for the first time, capital also becomes a
primary instrument of control over a large
proletarian class. However, Marx did not
correctly anticipate the evolution of the
capitalist system over time, including: the
growth of unionism and the increasing po-
litical power of labor in a democratic set-
ting; the increasing separation of the
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ownership and control of capital goods
leading to the emergence of a new man-
agerial class; and the trend toward in-
creased government participation in deci-
sion making, and the emergence of a new
class of public agents.

Alongside the changing class structure
is the increasing importance of the alloca-
tion of resources to educational (i.., in-
vestment in human capital) ends and the
institutionalization of research, both
public and private. As a result, the search
for applied scientific knowledge has been
substituted for capital augmentation as
the main growth promotion force in the
twentieth century. Material accumulation
then retains importance mainly as a vehi-
cle for the accumulation of new knowl-
edge. We can anticipate less and less re-
ward for the brute act of saving and more
and more for produced knowledge, inno-
vation and education under what may be
called the epoch of technocratic capital-
ism,

1V. Relevance to the Less Developed
World

What light, if any, does this account of
historical events in Western Europe shed
on the problems of growth in the develop-
ing world? While as Kuznets has pointed
out,'” there are striking cultural and eco-
nomic differences between the now devel-
oped Western countries and the contempo-
rary developing non-Western world, the
answer lies, obviously, in the feasibility of
telescoping Western European experience.
Several factors may be mentioned in this
respect.

Parallel Dezelopment. In historical per-
spective, the Western experience with
medern growth is based on the transition
from mercantile agrarianism to industrial

S Kuznets, “Developed and Underdeveloped
Countries: Some Problems of Comparative Analysis,”
Zeitschrift fiir die gesamte Staatswissenschaft, 1968,
124(1).

(and ultimately technocractic) capitalism.
For the contemporary developing coun-
tries, modernization follows a different
epochal sequence. We must remember, for
examaple, that the period of mercantile
agrarianism in Western Europe also coin-
cides with the beginnings of the colonial
period in the overseas territories and that,
in fact, colonialism can be viewed as the
foreign graft on what was cssentially Eu-
ropean development. Beginning with the
end of World War II these very countries
then faced the problem of achieving mod-
ern growth from the foundation of a colo-
nial heritage under open agrarianism. We
need not go into the details of that heri-
tage comprising the familiar pattern of
“enclave growth” under colonialism; i.e.,
(1) a static dualism as between tradi-
tional agriculture and the commercialized
enclaves; (2) the export orientation of
that enclave controlled mainly by entre-
prencurs from abroad;'* (3) the compart-
mentalization of growth and the generally
stagnant character of the rural backyavd.
It is sufficient to point out that transition
into modern growth from such a back-
ground added up to a considerable handi-
cap in the light of Western experience.
The most important handicap is that
the social overhead capital forma-
tion—i.e., the tree-star structure-—which
had taken place in Western Europe, grad-

ually and unobtrusively over several cen- -

turies, had not really come into being in
much of the less developed world by the
end of colonialism. The construction of
the feeder roads, highways, and communi-
cation systems (the tree structure) and
the rural community centers and urban
amenities (the star system), spreading
over nearly three centuiries (1500-1750)

18 Ag J. S. Mill (Principles of Political Economy,
London, 1929, pp. 685-86) put it, these enclaves were
viewed as places “where England finds it convenient
to carry on the production . . . of a few tropical

commodities” and not as “‘countrics with a productive
capital of their own.”
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all of which could and did make such a
substantial difference in facilitating the
transition of Western Europe, did not
take place in the overseas societies which
essentially retained their position as
agrarian appendages till World War IIL
This is not to say that substantial over-
head capital formation in the overseas col-
onies did not take place. But it is also true
that such investments, largely directed to
facilitating the procurement of cheap
labor for the enclave, and the outward
flow of minerals and raw materiais from it
had relatively little impact on the bulk of
the domestic agrarian economy.” In gen-
eral, colonialism can be said to have inter-
vened and thus prevented the occurrence
of a parallel transition to industrial capi-
talism.

The first practical lesson to be learned
then is that the difficulties encountered by
contemporary underdeveloped countries
are related to their inheritance of a weak
rural development base. This weakness is
measured partly in terms of the deficiency
of physical overhead capital and partly in
terms of the weakness of traditional rural
organization.

The lesson which we have learned from
Western history is, however, not entirely
negative. Our tree-star structure empha-
sis, if accepted, suggests that the focal
point of a policy of modernization of agri-
culture should be much more centered on
the general notion of contact or “connect-
edness” which has internal as well as ex-
ternal dimensions. Externally, the agricul-
ture sector must physically be in touch
with the relatively modernized industrial
sector. Internally, farmers must learn to
have more contact with each other at the
local community level. Application of this

®For a fuller description of the lypical colonial
mechanism at work, see the authors' “/griculture in
the Open Economy,” paper presented to the Uni-
versities-National Bureau of Economic Rescarch

Conference on the Role of Agriculture in Economic
Development, Princeton, N.J. (to be published).

principle implies that, ceteris paribus, the
modernization of agriculture may be facil-
itated where the population is homnge-
neous and fairly concentrated across land
space as well as the beneficiaries of centu-
ries of prior agrarian civilization (e.g.,
Japan, Taiwan, Korea). For a thinly pop-
ulated large country with a weak agrarian
cultural heritage, modernization of agri-
culture (and hence of the economy as a
whole) is a much more _difficult
process—which can, however, be has-
tened to the extent that the problem can
be solved by more “contact” and the crea-
tion of the requisite infrastructure.

The Time Dimension. In attempting to
build up the necessary tree-star structure,
a contemporary underdeveloped country
is faced with the additional handicap of
having to telescope centuries of Western
European experience into a fev decades.
Moreover, that Western experience gave
us no clue as to whether, or how, the im-
provement in organizational efficiency
and/or the augmentation of rural over-
head capital can be accomplished in a
short time. On this matter of shortening
the time span for rural modernization the
developing country is faced with a new
task—never before attempted with the

_possible exception of nineteenth century

Japan.

It is indeed doubtful that the moderni-
zation of traditional agriculture can be
fully telescoped to the exteat that such a
cultural accomplishment can be jrauged in
terms of a few five-year plans. Ti e con-
tent of the trec-star structure strongly
suggests that rapid rural development re-
quires inter alia a mod~ of organization
involving a peculiar combination of both
individualism (i.e., individual initiative
based on market wuiscipline) and collectiv-
isin (i.e., collaborative effort at the com-
munity and grass-roots level). It is ex-
tremely doui:tful that the strengthening of
these weak links, e.g., the fostering of
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“collectivism” through community devel-
opment and agricultural extension ser-
vices, is a matter that is responsive to
short-run policy stimulation at the central
government level,

The impotence of central government
bureaucrats in dealing with rural pro-
grams is, itself, a matter which is best un-
derstood in historical perspective. Given
their colonial Leritage, the “modern” gov-
ernment machinery in developing coun-
tries may be irrelevant becausc its admin-
istrative experience is limited to the urban
einclave within the compartmentalized
dualistic system of that era. After decol-
onization, while the civil servants in the
“British tradition” arc fairly capable of
handling urban related household and
commercial activities (law, bookkeeping,
licensing, banking, warchousiny, etc.),
they are inexperienced in industrial capi-
tal activities and both inexperienced and
disinterested in rural administration. Add
to this the customary identification of
rural households of the central govern-
ment with colonial tax collection, and the
difficulties of generating the basis for a
mutually  reinforcing  agro-industrial
growth process will be realized.

Many of the contemporary underdevel-
oped countries will probably- have to look
to the history of Japan, both at home and
as a colonizer, in search for clues as to the
proper role of a central government in
rural development. At home the reliance
on local community action in raising re-
sources for overheads and services to be
used at the local level is instructive.
Abroad, the success story of the agricul-
tural revolution in Taiwan (a former Jap-
anese colony) provides a unique experi-
ence to others. By general consensus, the
farmers’ organizations—first established
as “top-down’” instruments but Ilater
evolving into a unique combinatien of in-
dividual initiative and cooperative com-
munity effort—represented the single

most important factor contributing to that
success.These farmers’ cooperatives, a
cultural heritage of Japanese colonization,
have a history of at least forty or fifty

~ years. In telescoping Western experience,

an important lesson of history is that agri-
cultural modernization can be a time-con-
suming process even under the best of cir-
cumstances.

V. Conclusion

In long-run historical perspective, de-
velopment in the second half of the twen-
tieth century will probably be remem-
bered as a phase of trunsitional growth as
the economy moves frcm the long epoch
of colonialism to that of modern growth.
The Japanese experience seems to indicate
that this transition process itself may be
expected to take us at least into the twen-
ty-first century, perhaps even longer, if
the developing countries are to make a
successful transition to economic matur-
ity. This transition process is shaped by
two basic factors. Exogenous to the un-
derdeveloped country is tae availability of
new t.:chnology, as continuousiy thrown
up by progress under technocratic capital-
ism in the industrial countries of the
West. Tnternally, the essential growtn
phenomena are learning processes with re-
spect to both technological borroving
choices from abroad and with respect to
the gradual augmentation and improve-
ment of the resources base at home.

What we have witnessed over the past
tweuty years is the very heginnings of this
process of attempted transition. In foct,
much of what goes under the name ¢f cun-
temporary development cconomics repre-
senis an attempt to gain a better under-
standing of the rules governing that tran-
sition. With so much required for syn-
chronized intersectoral growth, the en-
hanced understanding of an ideal sequen-
tial ordering of events which can be dis-
tilled from history could be very helpful.
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For example, those miscellaneous policy-
tinged topics such as foreign aid, inflation,
stabilization, absorptive capacity, which
have taken up so much of our attention
since World War II can be seen increas-
ingly to be of only transient interest.
Other topics relating more directly to the
interaction between the two sectors, e.g.,
intersectoral labor allocation and the re-
duction of labor inefficiency, the institu-
tionalization of intersectoral financial in-
termediation, government fiscal and over-
head creation capacity, on the other hand,
are likely to loom ever larger ‘with time.
We have attempted to single out one espe-
cially crucial development issue; namely,

that of the modernization of agriculture in -

a multisectoral growth context. Western
European history has indicated that this
is a long-term issuc and must reasonably
be solved “first,” if successful transition
to maturity is to be expected.

Moreover, our realization of the impor-
tance of a minimum tree-star structure for
mutually reinforcing growth is based on
the recognition that intersectoral connect-
edness is essential for the generation and
efficient allocation of an adequate agricul-
tural surplus at each point in time. Once a
minimum tree-star structure exists, in ad-
dition to the flow of commodities, the flow
of saving through relatively “near” or- fa-
miliar financial intermediaries, and the
flow of human resources in search of
higher productivity employment, can take
place.

The contemporary LDC, of course,
faces a very difficult task in its attempt to
create the necessary structure overnight,
Public sector action seems to be indicated,
but not only resources but also the ability
of civil servants to make the “right” deci-
sions, in a hurry, is limited. Developing

countries cannot wait for the gradual evo-
lution from feuda! to individualistic and
ultimately individualisi/collectivist mixes
in the way resources are organized. In-
stead, the attempt to quickly restructure
the postcolonial economy has led many of
them into a rather frantic type of public
sector interventionism. Only in very re-
cent years is the bankruptcy of that pol-
icy becoming evident and have the lessons
of history been taken to heart. While the
modernization impulse may well have to
come from outside agriculture, without
the mobilization of that sector and its full
interaction with the rest of the economy
via an ever broadening net of human and
market participation, development is diffi-
cult to sustain. Nor are the foreign re-
sources needed to continue the costly “big
push” industrialization policies of the past
likely to be forthcoming. '

For future generations the contempo-
rary experience of developing countries
will prove to be unique in at least one es-

sential respect; namely, that the moderni-

zation of traditional agriculture is insepa-
rable from the domestic industrialization
process or from the importation of mod-
ern technology from abroad and its assim-
ilation. This historical vision points to the
need of a new emphasis in research ;

. namely, the necessity of an intersectoral

approach—which is illustrated by the
“contact” approach to agricultural mod-
ernization. What we need to work towards
is @ more precise anatomy of the transi-
tion to economic maturity—possibly dif-
fering by type of society*®—in terms of a
sufficient explanation of an ideal seqguen-
tial order of events—as well as in the logi-
cal necessity of that sequential order.

* Space constraints do not permit us to say more
about the “typological” lessons of history,



