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INTRODUCTION

.

Most nations of the world are extremely concerned witkh
cevelopment and the achievement of conditions that would oifer
possibilities for a better and fuller life. But although the
concern is universal, the diversity of conditions in different
countries makes it difficult to single out any one definition
of "economic development". In general we may say that economic
development is a process whereby & nation's real national income
sné generel welfare increase over a relatively long period cof
time. To this it may be added that if the rate of development
is greater than the rate of population growth, then conditlons
will be good for an increment in the nation's per capita income.

The term "process", which will be used throughout, implies
the operation of certain forces over the long run empodying
changes in certain important variables. Detalls of the procese,
of necessity, vary under diverse conditions in time and space.
Nevertheless, there are certsin common features and the generel

1

the process is growth in an economy's national product.

s

resuit o
Most of the developing nations of the world are essen-
tially agrarisn but the tendency has been to take a negative
view éf ggriculture. Because of this and of the different
econonmic, social, and political pressures and influences, agri-

cul-ure nas become the bottleneck in these countries' esconomi

nians. The mistake has clearly been the failure to recognize

Py



;\'\

4 R

the potential economic contributions that the primary cector
can make to the general development of the nation.

It has become Elear in recent years that becsause of
adverse effects in the international markets and alsc because
of a lack of vision, the agriculture of developing countries is
so 1lnadeguate that the growth and relative stabllity ol the
economy of these countries are in jeopardy. For want of suffi-
cient agricultural production a serious imbaslance has arisen
between agriculture and the rest of the economy. This imbalsance
is for the most part the result of a planning which has given
the priority to industrialization without seriocusly considering
the role of the agricultural sector in economic development.

In fact, only & few of the developing countries have msde sny

}_l

real effort to modernize agriculture so as to make this sector

the besis for a sound and viasble development process.

In most of these countries agriculture is s sector with
Tfew modern inputs available to farmers, with serious structural
imbalances notably in the field of distribution of productive
resources, with high illiteracy rates among the rural popula-

tion, etec. The result of this has been the total lack of

incresse 1in productivity.1 L

e

for fortune there has been some
incresse in productivity, this increase has usually resulted

from increases in the farm lsbor force and in other traditional

factors of production.

=

he main purpose of this report will be to consider the

<7, W. Schultz. Economic Crisis in World Agriculture.
Ann Arbor, Michigan: University of Michigan Press. 1905.
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proposition that the agricultural sector is able to make v

A

countributions to the general economic development of & nation,
especially in nations where the primary sector comprises sny-

where from 60 to 80 per cent of the active labor force.

Y,

Basically agrarian countries cannot afford to disreg

g
[ae=e

the primary sector 1if they are going to develop at all. In
view of the conditions that exist in these countrles the only
gigrnificant contribution to development can in fact be had from
the agricultural sector. In conclusion it follows that in
oréer to develop these countries must develop thelr agriculture
before, or at least at the same time, that they worx toward the
development of an industrizl structure.

In Chapter I the transformation process is considered;
the process by which & traditionally sagrerian structure 1is
transformed into & modern, industrisl one. It Is emphsasized
that the process will have to be based on the transformation of
the agricultural sector. The transformation of this sector
requires fundamental structural changes and elimination of
bottlenecks which have for long stood in the road of economic
develcopment.

Chapter II considers 1n particular the tenure conditions

m

in Latin American countries and tries to show that without
fundamentel structural reform in the ownersnip and distribution
of the productive resources, the development process willl not

follow s successiul road. The case of Mexico 1s exsmined as

a relevent one in Latin America.

lGs0LE



Finally, Chapter III deals with the other important
measure for development; namely, education. Educsation 1s con-
sidered as a complementary but necessary measure for develop-
ment and suggests what the role of the educational process is
or should be in the action to achieve better conditions for

the peoples of the developing nations of the world.



CHAPTER T
THE ECONOMIC TRANSFORMATION

1. Agriculture and a Growing Populetion

In the ever growing literature on economic development
it i1s common to find certain accepted assumptions regarding the
nature of developed economies. The structure of such ecconomies,
at the same time, is set as the goal to be achieved by those
other countries which have either embarked in the process of
development, or are currently striving to do éo.

Among those assumptions with respect to the economic
nature of developed nations, the following are generally
recognized:

a. that these more advanced countries' economlc structure
is one in whicn only & small proportion of their populations 1s
engaged in agriculture;

b. that in such countries there exists a relétively
low demand elasticity of most food stuffs;

¢. that there are, in these countriles, clear advantages

Therefore, it is regarded as self-evident that & most 1lmportant
condition for sttaining a viable economlc development is a con-
sicderable incresse in per capits product of the agricultural
sector snd an expansion of the other sectors of the economy.

Given these assumptions and the general acceptance of the



Kind of structural framework that provides a bszis for sconomic
development, 1t becomes of interest to discuss what are th
circumstances that must be present-if g speedy shift from an
agricultural to an industrial structure is to tske place.

Development economists seem to be convinced that g reduc-
tion in & country's absolute agricultural population is one of
the most, if not 'the'! most, important prerequisites for devel-
oping a country. In this proposition important elements are
worth considering; the first one is that the reduction of the
relative magnitude in a country's occupaticnal structure is a
direct corollary of expanding other industriss fester than
population growth which, in turn, is a direct consequence of
speciglization within the economy. The second element 1s one
related to an effort to achieve a reduction in the absolute num-
bers working in agriculture, as an indispensable condition for
raising the productivity of those who stay in farming, as well
as that of the community at large.

In this respect it is importasnt to note that the popula-
tion is by no means stagnasnt but rather growing, and very
rapidly, in most developing countries. Therefore, an expansion
of nonagricultural activities does not imply in 1tsell any re-
duction of the absolute agricultural population. Obviously,
then, the amount of change in the proportions between the main
sectors of the economy depends on the existing or attainable
relation between the rate of expansion of nonagricultursal
activities and the rate of population growth. In other woras,

when the nonagricultural employment grows faster than the total
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iator force, its percentages share 1n total labor forece wiil

increase at & rate which would represent the difference tetween

the rates of growth of the nonagricultural snd the totesl lazor

force. Assuming (unrealistically) that the agricultural popula-
b

tion remains stable, then, if there is no increase in =

-

numbers, the population engaged in the nonasgricultural sector
should increase at a rate equal to the rate of population growth
rmltipiied by the denominastor in the fractional number for

nonngricultural
. The implication of what has been ssid is

totasl popnlation
, oun Lhe whole, o reducltion in the sbsolule numbocrs worsziog

Lj..‘; L
in and living from agriculture (one of the development gosls)
is extremely difficult to achieve in most developing countries

where the agricultural population 1s a large majorlty and where

[44]

industry casnnot absorb the population increase, At the sam
time, 1t can e sald that once the share of other industries

hes become larger, it becomes increasingly easler to reach tre
sought adjustment.

The historical experience of economic development shows
some common fesftures with regard to the tempo of change. The
experience of now developed countries tells us thst in the esarly
sta

es of industrialization there has normally been an increase

2
o

F

in the absolute numbers living from agriculture. FPurthermore,
in most countries, the agricultural population has remained
relatively steble over a long pericd of time snd has tended to
decline in absclute numbers only recently, long after the coun-

tries concerned had achieved a definitely industrisl structure.

If nothing else, this experience should point to tne fact that
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development cannot be achileved by relegating the agricultursl
sector to a second order position. Therefore, agriculture zust
be considered a very Important element in the complex process
of development.

Considering developing countries in particular, it is
Tound that these countries are characterized by the existence
of & large agricultural population which in most countries con-
stitutes a majority. Consequently, it seems obvious that 1t
would take extremely rapld rates of industrialization to permit
the country to absorb all of the annual increment of populestion
into other industries, and even more so to reduce the existing
surplus in agriculture. In conclusion, the problem faced by
developing countries which experience rapld population in-
creases is one of time and speed; how quickly will these coun-
tries be sble to catch up economically with their own numericel

growth and, subsequently, be able to build an industrial struc-

ture where food production is the task of the minority?

2. The Structursl Transformetion

Societies which are the end result of a modernizaticn
process are characterized by a comparatively high per caplta
income complemented byra high degree of literacy and access to
education, considerable spacial and social mobility, & well de-
velcped transportstion and communications network, and widespread

perticipation of capitsl equipment and inanimate energy.2

2James C. Coleman. '"Conclusion: The Political System of
tre Developing Areass," in G. A. Almond and J. S. Coleman, eds.,
Tre Politics of the Developing Aress (Princeton University
Press, 1960), p. 532.
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The structural transformation whereby an incressin
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portion of the active population becomes engaged in the produc-
tion of a wide array of goods and services other than fcodstuffs

[
)
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is a necessary condition for the modernization proceszs. Tk
the case, then, it becomes essential to treat this struc-
tural transformation in terms of the interrelationships thsat
exist between agriculture and other sectors, interrelsztionships
which condition the structural transformation of sn sconomy.

It 1s broadly recognized by development economists that
tiie real problem in the economic development of countries is cne
of attaining a proper balsnce between agricultursl snd indus-
trial development. In this context, the problem of interdepend=-
ence &8 emphasized by Professor Ohkawas becomes of great help
in throwing light on this difficult probvlem. The gquestion that
comes to mind is: "Why focus attention on the agricultural
versus nonagriculturel dichotomy?" The reasons are rather
streightforward. Firstly, the process of development starts
from & situation in which the grest msjority of & country's popu-

act is s

Yy

lation and economic activity is in agriculture. This
historical reality characterizing the nstion's economy at early
stages of development. Secondly, the production processes in

the agricultursl sector are generally charscterized by rela-

el

tively primitive, treditional techniques, very limited use of

capital and capital ecguipment, and, as a consequence, Dy very

3 1. . L ) 1 3 =
“Kazutshi Onkswa. "Balanced Growth and the Prcblem of
Lzriculture--With Special Reference to Asian Peasant Economy,"
e A . - . /=
Histotsubaeshi Journal of Economics, II (September, 1961),
77_25
- -




low productivity. Thirdly, as a result of the inztitutionsl

e

selup, agriculture has a character, as suggested by Zr
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Ohlktaws, of the "sclf-employment sector" meaning, of course,
thet within the institutional pattern, the populetion ia st

lesst able to subsist in agriculture even though the marginal

e

roduct of some members of the farm labor force may be lesz thzan
the average product that they cormt.mme.LF On the other hand, and
in marked contrast, opportunity for employment cutside of zgri-
culture are strictly limited. In a capitalist economy produc-

tion in the nonagricultural sectors tend to be based upon con-

centrated ownership of capital equipment and the hiring of wage

=
(=]

svor for profit making purposes. Employment, in other words,

I._I

=

contrary to what happens in sgriculture, tends to be offered
only up to the point where the product of the last worker is
4.1

equa_- to the prevailing wage rate. It is safe to sey that the

reality found in most developing countries is one which ap-

5

proaches this dichotomy. It is clear, therefore, that sn under-
standing of the process of economlc development, snd the role of

sgriculture within this process, reguires a reslization of zhis
dual charscter of the economies of developing countries.

In time, and as & result of the struétural transformstion
which 1s an integrel part of the development process, the a

ian cherscter of the economy is changed. There occurs a trans-

formation in the occupationsl composition of the labor force;

LTris point hss been emphasized by at least two well
works: W. Arthur Lewls, "Economic Development with Unlim-

ec Supplies of Labor," The ¥anchester Sebhool ;, Vol. XXIL,
(M
b

r
¥
4

ay, 195L), and J.”C. Fei and G. Ranis, Development of
bor Surplius Economy. Homewood, Il1l.: Richard D. Irwing,




thiere is an increase in the degree of technicsal capabilities in
the sense that plant and equipment are being accumulsated, srd

insofar as there is an expansion in the necessary entrepre-

(D

neurial and labor skills required to produce & widening rang

of goods and services,

Returning to consider the basic interrelationships be-

m
0}
[
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tween the two sectors 1t can be said thaet one of the mosgt b

cf these Interrelationships srises from the role that the a

(03]
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cultural sector plays as a supplier to the nonfarm population.

Setting aside the possibility for food imports, the terms of

-

tracde on which the urban populaticn is able to obtaln Its food

@]

supplies clesrly depends on the rate of Ilncrease of tne agricul-
ural surplus of any given country with relation to the growth
of cemana for food.5 Disregarding this important role thest the
agriculturasl sector can play in the development process woulc
obviously mean that a failure to Tfollow the rignt strategy will
result in a shortage of food supplies, & shortage that will put
& braxe on industrial expansion. This vitally important con-
tribution of agriculture to genersl economic development 1s
emphasized throughout the litereture.6 It should be noted,
therefore, that spart from chenges in consumer prelerences, the
overall rate of demand for Iood depends on the rate of increase
in populstion, the income elssticity of demand, snd the rete of

incresse in per capita incomes. In the csase of a predominantly

SWilliem Nicholls, "An Agricultural 'Surplus' as a Factor
ir, Economic Development." Journal of Political Economy, LXXI
(FPesruary, 1963), 1-29.

-

©Johnston andé Mellor, Nicholls, Ohkawa.
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agrarian economy the most important element in the demand for
food is the so-called reservation demand of membersc of farm
families who rely malnly on their own production. The usual
concept of income elasticity of demand for food iz rather am-
biguous when applied to the furm population becsuszse of the way
that thiec increase in thelr food consumption depends on thelr
level of production and their readiness to sell part of their
output as well as on the factors influencing thelr consumption
demand Tor food.

The character of the interdependence between agriculture
and other sectors of the economy acquires particular importance
as the development process goes on. With the structural trans-
formation the nonfarm sector expands, the domestic market be-
comes an incressingly important component of the demand for
ggricultural products. Before any considerable amount of trans-

formation takes place, it 1s important to consider that the

@

3

B
s

F,J

ggricultural sector, through exports, is the one that supp

most of the needed foreign exchange to finance the transiorm

-

4%}

tion process. The significance of agriculture's contribution

et this stage cannot be overemphasized. The importance of sgri-
cultural exports as a source of foreign exchange is underscored
by the fact that in the early stages of economic development,
there are likely to be a few alternative export possibilities,
unless, of course, &s in the case of Venezuela and scme coun-
tries in the Middle East, the developing country is richly
endowed with petroleum or mineral resources of high demand in

the world market.
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In sddition to the role played by asgricultural ezporis

in helping the country to overcome the damaging effecta oI

o

forelgn exchange bottleneck, expanding export crops sls

L2
Q
)
WO
3
]
@
1

gents o possibility for incressing the incomes of the farm sopu-

eared towerd

lation. Inasmuch as the production of exports is g
the world market, one individual country supplying only & frac-
tion of world demand may be able to step up its output rapidly
without necessarily having to face the prospect of saturating
the mar«et. {(In psssing it can be pointed out that achleving
an Increasse 1in the Income of the farm population will be sig-
nificant only 1n relation to the land tenure system that pre-
veils In a country. The importance of thils institutional ele-

4

ment shsll be treated in the next chapter.) The expansion of

production of an sgricultural crop presents, in early stages of
development, the possibility of designing a strategy of develop-
ment which would be based mainly on a fuller and more efficilent

tion of reasdily avsilsble rescurces of lsbor and land

]
[44]

uriliz
that heve rather low opportunity costs. The required invest-
ment may easlly take the form of direct, nonmonstary investment

by the rural population. In other words, &t the farm level, the

ot

opportunities opened up by psarticipation in internstional trade
cften teke the form of introducing a high value crop which
avruptly increases the productivity of the existing land and
lebor rescurces.

It should be made clear, nevertheless, that the contribu-

tion that agriculture can maske through the export of primsry

croducts is not one that should be relied upon indefinltely.
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This contribution is important at earlier stages of development
but, at the same time, presents serious drawbacks which cught
to be carefully weighted at more advanced stages. The Projec-
tions for 1970 made by FAC and the outstanding work of Raul
Prebisch and his associates in ECLA, suggest a persistent ten-
dency for agricultural exports to increase more rapidly than
the demand for imports.? When considering policy decisions,
therefore, it should be kept in mind this important fact. In
planning & sound strategy for development in view of the rather
low price and income elasticities of demand for primary pro-
ducts, the reaslistic expectation seems that ought to be one
that points toward a deterioration of the terms of trade against
tﬁe exporters of such products. The theory of comparstive ad-
vantage, while perhaps very useful and helpful in the esrly
stages of development, should, at the right moment, be modified
so as to introduce new elements in the growth and development
process of a country. \

Going back to the consideration of the interrelstion-
ships thet exist between the agricultural and nonagricultural
sectors, we should emphasize tThe fact that, as development tskes
place, the increased output of the nonagricultural sector
affects agriculture in at lesst two very.important ways

a. The expansion of the agricultural output comes to
derz=mné increaesingly on the availability and reduced cost of

agricultural machinery and other inputs that must be purchased

7FAO, Agricultural Commodities-Projection for 1970
Special Supplement, FAO Commodity Review, E/Cn. 13/,8 CCP 62/5,
Rome, 1962.



from the nonagricultural sector of the economy. In relstion to
the demond of the egricultural cector for indugstrisl wroducts
it should be recognized that until & rather advasnced stage o
development, the coensumption of agricultursl workers of their
own Drouuctlon of goods and services constitutes an impertant
Tactor in their economic welfare. Especially important within
this ITramework of lnterdependence between the two sectors is the
rnagnitude of agriculture's monetary receipts and the demsné for

input

v
’CI

roduced in the industrial sector. n making a policy
Cecision it is of utmeost importance to consider tne opportunity
cost of imported supplies such as tractors snd Tfertilizers for
which that cost 1s likely to be much less than the one to bs
incurred through locsl production. Within the genersl frame-
work of ecornomic development, therefore, sn important consider-
ation is the fact that rursl demand will give a greater stimu-
lus to the industrialization of the country if the policy

meassure implemented is geared toward an agricultursl develiop-

3
M

nt path relying very heavily on the increased use of agricul-

-

e

tursl inputs which are within the industrial cspacity of the
country, ané on the development of agricultural resesarch &and

extension programs giving careful attenticn to the productivity
increasses obtalnable by encouraging the use of inputs such as
improved tools, animal-drawn implements, etc., that are sable

to0 pe produced domestically at reasonable prices. The important

a

ussticn is not should agriculture be mechanized but, rather,

2

by

sow carn & production process be achieved that will permit the

country to meximize production at the lowest possible cost. II
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the answer points to the use of inputs that can ve pr

s
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e

0.

omecstically, then a complementary measure snould be to provi

3

O
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ssistance and training to local artisans to promote elficlent
production of the needed agricultural inputs. One important
fact that is almost completely disregarded in the literature
and in the development planning is that countries in early
stages of development have a considerable proportion of locel
artisans not highly trained for working in & complex industrial
society but who, nevertheless, can be productive and able to
contrivute to development by producing inputs for the agricul-
tural sector.

t. Thne second way in which the nonagricultural sector
affects agriculture is through the availabilility of consumer
gcods and services which provides a strong incentive and reward
to the farm worker, making 1t more attractive to supply farm
oroducts toc the urban populaticn. When this incentive 1s
present, the attitude of the farﬁer changes and a healthy en-

ironment is created. The rural population ceases to deliver
food supplies as a tribute and the exchange of products becomes
a genuine snd mutually desirable exchange. In this context it
becomes of great importance to be able to iIncrease the income

of the rursl population; the transfer of capital and tax pay-
ments from the agricultural sector are of crucial importsnce 1n
finsncing investments in infrastructure. At the same time, if
notrninz 1s done %o increase the meager income and low purcnasing
sower cf the predominantly agrarisn population, the expansion

of the industrial sector msy be seriously Jjeopardized. On the



other hand, an increase of monetary incomes in agriculture snd
an expansion in rural demand for consumer goods and farm inputs
Wwill constitute an essential stimulus to industrial expansion
because agriculture bulks so lsrge in a backward economny.

In conslusion, a viable development process does not de-
pend on elither the mechanization of agriculture or on a far-
Ietched industriallization strategy. The achievement of develop-
ment would rather seem to depend on a poliey seeking a baslance
between the Two sectors and & sound complementariiy arising
from a clear and well conceived understanding of the interrela-
tionsrips that exist between the agricultural snd the nonsgri-
cultursl sectors of a given economy.

From what has been sald so far it is clesr that the
nature of the interrelationships between the two sectors is =
dynemic one. The ever changing nature of these interrslastion-
ships should provide asn important general criterion to guide

the selection of meessures for promoting agricultural development.
As it was pointed out, increasing agricultural output &t
an early stage of development is a2 prerequisite to achieve a

le process. This being the case, a development plan should

o'

a

e

v

gr

Q
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fully consider the adoption of technical Ilnnovations csepsable
of procducing en increase in yields. It is basic, therefore, to
recognize the fact that there are very important complementary

T S s :
reilegticnsi

o

ps between the considerable amount of land and labor

o

=
l,_h

o

tteé to agriculture in developing countries' early stages
of development, ané technicsl devices capsble of increassing tae

efficiency of these existing resources of low opportunity cosT.
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xpenditures on improving the existing labor Intenzive sgricui-

ture can result, therefore, in rather high returns. Improving

& 2

}.io

pra )

the efficiency of labor intensive agriculture will rot only re-

sult in higher returns, but, and most importantly, will set the

H

age for a sensible mechanization program when the conditions
S0 permit and when investment in agriculture is of necessity
directed to implementing a policy that must pursue a develop-
ment pattern bssed on the use of labor-saving egulpment.

A relevant question that should be asked by tre
ment agency in charge of development planning 1s: If steps are
veing taxen To raise the efficiency of the ggricultursl sector,
extent is it desirsable and possible, within given con-
ditions, to pursue & labor intensive, capital saving spproach
in ggriculture so as to permlit the nation to give priority in
the allocation of capital funds and foreign exchange to invest-
ments to improve the econcmic infrastructure and to promote
industrializetion? The questioh focuses, of course, cn the
familisr yet difficult problem ol factfor proportions thst nust
be squerely faced by & country entering the development process.
In the sgricultursl sector the level of productivity and output
depericg to & grest extent on the influence of Tactors which sre
of & microeconomic nature such as the resctions, decisions, sand

the performsnce of individusl fsrm workers. But it also depends

@]
L
(=K1
e
O
ct
O

ors determined by the measures taken by the government
affect tne nature of the production possivilities avail-
€ Tc agricultural workers.

Although the microeconomic factors are of great ilmportsance
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i1 development, the main concern herc iz with those ctrear
factors which represent the policy instruments cr varistles
upcn waich the government of a nation can act to achieve & fast
rise In agricultural productivity and cutput.

Ooviously, it is extremely difficult to present & com-

plete and highly sccurate estimate of costs and returns associ-

4]

Wi tr

£,
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F

the Implementation of one ss against the octher of
many strategic measures for expanding agricultural productlon.
Tiie resson is clear; the increase in both, procductivity snd cut-
put, depends on intricate relationships between micro and msacro
factors and tne human element {(attitudes, trasdition, degree of
education, etc.) underlining asny society. Thus, it is genersl
criteris and judgment estimates rsther than mathemsaticsl com-
pariscn of costs and returns asscciated with diiferent means
that generaily guides decisions concerning the lsvel of re-

loceted to encourage the expansion ol

w
}—

Lrces thsat should be
agricultural output, and to this end the distributicn ¢ funds
ané human capitsl among sgricultursl resesrch, extensicn pro-

grems, Irriggvion projects; ebtos Nevertheless, intel
decisions concerning priorities 1n a particular country must

ivilities as these are determined
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by fectors such ss the nature of the soil and climate, the state
of technical knowledge, and the availability and costs of var-
ious inputs. Of special importance is the existence of bottle-
rnecks such as inasdequate land tenure systems which become a

critical limiting fsctor insocfer as incressing output iIn the

ggricultursl sector is concerned. An inadeguate land tenure



