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The vital and positive role of agricultural pro-
ductivity and farm incomes in the process of economib'develop—
ment is lucidly presented by Bruce F. Johnston and John W.
Mellot. in their paper " The Role of. Agriculture in
~ Economic Development"l) which was discussed in our last seminar.

In this article, it is our intention to approach this
problem from a different angle - or rather a negative angle.
The major arguments of the proponents of industrialization
versus agriculture are evaluated to see whether or not they
are valid and compatible with the facts of underdevel oped

economies.

1) American Economic Review. Sept. 1961 p.p. 566 = 593.



Industry Versus Agriculture.l)

Industrialization and Economic Development.

A large body of opinion in under-—developed nations
and some e_conomists2 tend to regard industrialization as the
key to and the measure of economic development; their desire
for industry stems from the apparent correlation between in-
dustrialization and the higher per capita income in advanced
economies, and the beneficial effects of the industrial systen
on "education, skill, way of life, inventiveness, habits, store
of technology, creation of new demands, etc."B) Industry is
therefore desired hecause of its dynamism and resilience as
well as its contribution to the Marshallian external economies.

Arguing historically, the proponents of industriali-
zation show that the correlation between industrialization and
the higher standards of living is true and that the spread of
the industrial system accompanied by the growth' of knowledge is
associated with an increasing gap between the incomes of those
that adopted the system and those that do not. Such an argu—
ment is not valid. The real question lies in identifying the
cause and the effect - if any - in the apparent relationship
between higher per capita income and industrialization. Economic

1) Agriculture is used in this paper synonomously with Primary
Production.

2) See Singer, H.W., "The Distribution of Gains Between Investing
and Borrowing Countries'", American Economic Review, Vol.XL,
No. 2, May 1950. p.p. 475485, and Nurkse, R., Problems of
Caplital Formation in Under—-developed Countries, Basil Black-
well, 1953. Nurkes, however, considers industrialization not
as a cause of economic development, but an effect of the under-
lying forces of capital formation., His views will be consi-
dered in a following paper.

53) Binger, HoWe, Ibid, D. 476,
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historians have shown that all economically advanced count-
ries of today were, in their early stages of development,
predominantly agricultural, and have repeatedly pointed out
that a prosperous and expanding agricultural sector‘forms

the basis for industrial expansion by raising the level of

real income in the agricultural sector and thereby extending
the potential market for manufactured goods, opening a new
saurce of capital for the establishment of industry, and making
possible the purchase of foreign tools and equipment necessary
for industrialization., If this is historically true, indust-
rialization cannot be considered as the cause responsible for
economic growth. On the contrary, it would be, as is, often the
case, the increase in agricultural productivity and the subse-
quent rise in the level of real income of the agriculturdl
sector that is responsible for the establishment and expansion
of manufacturing industries. The confusion in theilogic of

the proponeﬁts of industry seems to arise out of the inadmis-
sable comparison of an under-developed country, with its parti-
cular structure and resources, with mature economies of comp-
1étely different characteristicse

Another set of arguments is based on the need for in-
Cﬁstrializatiom to absorb unemployed and under—employédl) labour
in underdeveloped countries. Though this point may be highly
relevant to some countries - e.g. Egypt, it is not a conclusive
evidence in favour of establishing new industries. It may be

1) Under-employment may be defined as "a situation in which the

" withdrawal of a certain quantity of the factor labour to
other uses, will not appreciably diminish the total output
of ‘the sector from which it is withdrawn. This is.as much
as to say that the marginal productivity of these units of
the factor labour in their original employment is zero, oI
very close to zero," See Alfredo Navarrete Jr. and Ifigemirn,
M., de Navarrete, "Under-—employment in Under—-developed Eco-
nomies™, The Economics of Under—development, edited by Agar-
wala, A.N., and Singh, S.P. Oxford University Press, 1958.
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possible to absorb -the surplus labour in the few established
lines ‘of industrial production and, with the help of modern
techniques, in the extension of cultivable lands and agricul-

tural production in general.

Whether under-dévélopéd economies should industria-
lize and produce their own manufactured goods instead of import-
“ing them; depends, .on the final analysis, on the relative effi-
ciencies of the resources used for home production and produc-
tion for export. Such consideration of the profitable possibi--
‘1lities of international sﬁécialization leads the proponents
_of_indusﬁria}izaﬁion'versgs‘agrioulture to seek support for
their‘arguments in the proﬁosition that the terms of “trade
are generally unfavourable to agricultare and that they have
shown a secular tendency to deteriorate. They add that the
primary producing countries suffer from severe instabilities
over the business cycle and industrialization is, therefore,
- sought Lo :stabilize the range of exports and, far more impor—
tant, to deliver the poor countries from heavy dependence on
imports. To this question we turn nexte.

Stabilization and. the Terms of Trade.

To -prove the unfavourable pesition of agriculture re-
lative to industry, the proponents usually compare some rela—
tions between agricultural and industrial output, inputs and

" relative prices,l)

-Agricultural output, they argue, is much more
stable in the short run than industrial output. That is to say,
© the supply of a&rlcaltur 1l products. from year to year is on the
Whole very 1nolastlc. On the other hand, the supply prices of
agricultural lnputs are seen as flexible enough to Dermlt con-

‘tinuous employmenb and maintenance of output. Because of this

1) For a good discussion of lﬂStdblllty in agriculture see
Chapter IT Schultz, T.W., The Economic Organlzatlon of Agri-
culture, McGraw Hill Co.,, 1953. .
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stability of output, which is dependent on the more competitive
nature of the agricultural sector and the relative inelasticityy
of its inputs, a decline in world demand for agricultural pro-
ducts has.a far greater effect on prices and incomes or primary
producers than upon the volume of outputs; and conversely an
increased demand raises agricultural prices while output res-
ponds little and very slowly. In the industrial sector, it is
argued, that the fluctuations of demand affect the rate of out-
put partly because of the oligopolistic and monopolistic struc-—
ture of the markets of industrial products and partly because
of the short run relatively elastic supply and supply of agri-
cultural products coupled with the shift in industrial demand
and supply. .Schedules increase the instabilities of agriculturel
prices and incomes.: For all these reasons the real income of
primary producers falls drastically over the business cycle
when the indus%riai‘output is decreasing relatively to agricul-
ture. From these relations the proponents of industrialization
jump to the conclusion that with the introduction of manufactu-
ring industries a large amount of primary products will be used
jomestically, a tendency which would help to reduce the down-
ward fluctuations in the terms of trade and make the prices of
primary products less vulnarable during  periods of business
contraction in industrial countries. This argument assumes
that the domestic cycle is more subject to control than the
international,and overlooks the possibility that agriculture
may well continue to be the most profitable occupation in some
or most of underdeveloped economies despite the cyclical fluc-
tuations in the terms of trade. If this is the case, cyclical
policy should be confined to the internal measures of preventiag
some prices from fluctuating with foreign prices and of accunmu-
lating foreign exchange during booms to be spent during depres-
sions; and the primary producing countries may even expect to do



better by increasing their agricultural output if the advanced

industrial economies continue their policies of full employment.

Secular Trend of Unfavourable Terms of Trade.

An economistl) expresses the secular trend of the un-

favourable tLerms of trade as follows:

"It is a matter of historical fact that ever since
the seventies the trend of prices has been heavily against the
'sellers‘of food and raw materials and in favour of the sellers
of ﬁanufactured articles.l>

These changes, he continues, do not reflect changes in
 real costs since all the evidence shows that productivity has
increased far much less in agriculture. The fruits of technical
pProgress, he argues, can be enjoyed by producers in the form of
rising incomes or by consumers in the form of lower prices. Ma-
nufacturing industries were able to use the first method while
agriculture could not. He then proposes industrialization as a
solution to the problem of the declining +trend of the terms of
 trade. Other economists2) attribute the declining export prices
‘of agriculture relative to export process of manufacturing count-
ries to the high price and high incomes elasticity of demand
for manufactured goods and the low price and low income elasti-
2ity of demand for agriculturdl products. Alr this may well be
true but "the terms of trade™ is a concept too illusive to be
used for preferring one line of economic activity to another.

A change in the terms of trade in favour of primary producers
may for example indicate any one of the following situations:E)

Hy

= }

)9 Binpers HIWe, 0D« Leiln it o477

2) See Baldwin, R.E., "Secular Movements in Terms of Trade"
American Economic Review, Vol. XLV, No. 2, May 1955, p.p.

3) See Robertson, D.H. "The Terms of Trade", International
Science Bulletin, Vol. III, 1951, D.Pe 28-3%.




‘1 An increase in the volume of imports of primary produ-
cing countries in exchange for each unit oI exports.

2, An increase in the number of units of productive fac-
tors in menufacturing industries over whose produdts
a unit of productive power in the primary producing
industries can excercise a command. '

3, An increase in the volume of imports from industria-
lized countries over which a unit of productive power
in the primary producing industries can excercise a

- command.

A1l these meanings are legitimate but their use is
1imited to certain -situations. The first meaning is more re-
levant to problems of balance of payments, the second one 1is
the true terms of trade which is useful in comparing produc-
tivity and standards of living between countries. Favourable
terms ‘of trade in the second sense of increased productivity
may be quite cempatible with a deteriorating commodity terms
of trade in the first sense, The third meaning is useful in
discussing the change in the absolute standard of living as
affected by foreign trade. It is a combination of. (1) amnd (2)

aboves

The relative movements of index numbers of pri@es
of exports.and imports may not,. therefore; be reliable im in-
dicating. the true terms of trade. And certainly they do-not
show: whether the movement of the terms of trade against primary
producers is due to a relative decline in the demand for thelr
exports or to an increased need for imports: two situations
that may call for two different policies. Apart from such
COnceﬁtuél“diffiCulties a secular trend of the terms of trade
is unreliable since it relates to a base period which may
prove uselss, as is often the case, if the composition and
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volume. of trade has changed considerably. ) Iwo it DO1NTS

ofﬁEZWEnﬁludéd'against the terms of trade agghmeau or indust-

=
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rialization are the change in quality of manufaciuruu products
whiéb-is in favour of primary producers, and the fact that in-
dlvldqah cotnpries are interested in the relative position ki
partlcular~commoamt1eu and not in agricultural production as

a. whoﬁqw. For all GThese reasons no great signifieance should te

o .

aﬁmacﬂed EO a geﬂex l terms of trade index in favouring one
DQﬂnﬂm}@;macﬁLM;xy'against another.

L “q’.'.'.'

E@ﬁﬁthqsex'thlngs CORSLQLLEQa T should like to .state at this

sbagentpat-agz;culbLze is-on the whole unfavourably situated
reldtive o induetryg.:if only became in use it does not lend itisel:
ma51iwzt0=restﬁlotlon; of entry. But this fact,‘ab I haye tried

prfek 1ndm Emmhhlb~ﬂ0 proof’ that industrialization is more profi-
sable o &ndqa—&aveWuueu countries. We conclude therefore that

he-dwdhoﬁdmyﬂmseb up in planning, of agricuylture versus in-

[

uusbry a8 sacnﬁ whiech implies the neglec + of one for the other,
134 lalse.’.

7 TheagueSulon of "whether to industrialdize or not" is
(071 ﬂiﬁt&e mo¥eithan academic interest nowadays. The real prob -
.1%m415¥t0 tny‘to find ;out the proper combination of the various
Types. o;‘e@onomlo actLVLtles which would best suit the resour-
cgs agﬂ:requlrementq -0f an- - individual country bearing in mind
JBQQE%3sshe$was Hhe. possibidities of using idle map-power, the
uﬂcertalnty of the terms of trade and infant industry arguments.

In thls way the hlﬂh soundlng controversy of indystry versus

l) Pa&che‘lndex ~which allows for changes in the compo:-

',S&thﬁ and volume OL trade would get around this difficulty,
but comparlgons between the terms of trade indices can only
be: made in relation to the base year. The index also tends
1o OVen'empha51ze price increases and under-emphasize price
decreases, See Stigler, G. The Theory of Prlce, lfacmillan Co.,
New York 1954, p.p~ 87-9L.
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agriculture is rightly reduced to a question of cuoice, at a
particular point of time in the economic history of a nation,
between various types of industrial activities and agricultu-
ral production. This is so because in the chain of cause apd
effect of the process of economic growth there comes a time
when continued economic progress will depend on the appearance
of a new propelling factor without which there would be no
change in the structural characteristics of the economy i.e-.
change in the relative importance of various industries, re-
>ions,, final output,. economic units, etc.. and therefore no
rogress. Hor example, if the agricultural sector exhausts it-

g ;R

self,. say in Egypt, as the dynamic factor inducing economic
development, and new employment opportunities do not appear,
there will obviously be now increase in demand for labour trend
from the agricultural sector, food or capital. The frequent
reference to industry as the dynamic force behind economic
growth is in fact nothing more than a re-statement of the tau-
Hology that economic development must be accompanied by a struc-

tural change in the economy.

The recent trend in economic thinking which belittles

vhe contribution of the agricultural sector to economic develop-
nent~’ and almost equates industrialization with economic growth
) Simon Kuznets identifies three types of contributions by a
sector o economic development: (1) Product contribution measured
by the increase in the net product within the sector itself,
(2) Market.contribution indicated by the relative importance of
capital purchases of a sector from other sectors at home and ab-
road and the sale of its products not only to pay for these pur-
chases but also to be able to purchase consumer goods or dispose
its product in any way other than consumption inside the sed—
tor. In other words market contribution is the ability of a sec-
tor to provide opportunities for other sectors to emerge and for
the whole economy to participate in international trade and flows.
(3) factor . contribution which occurs when there is a transfer or
loan of resources from a sector to other sectors. The three as-
pects are so inter-related that it is "often impossible to speci-
fy the contribution of a single sector to each aspect of econcmic
growth", And since any sector is a part of an interdependent 8ys-
tem, what a single sector contributes cannot be fully attributed

Conﬁ¢....




isy I think, derived from the Japanese and Soviet -experience in
the last few decades. But.a careful study .of Russzian-economic
history prior to 1917. and even during the eapiyfjeams}of the
Soviet system, will show that agriculture far from:being lagging
was a leading sector generating demand for the products of other
sectors and providing them with capital, This has also .occured
in Japany;) Furthermore a study of the recent development plans
of many under developed countries — e.g:. nO8t Latin. American s
countries, »-will show that the inadeguate.emphasis given.to: agri-
culture:.in relation to other sectors resulted, inu=: :

iﬁ‘ deferioratiOn‘of agricultural .exports' wilth: a consequent
decrease in the capacity to impont.capacity..to, invest
oapital goods -and: manufacturedyanpiclEs;

2) dinflationary pressures as a result.'of the expansion in
investment which set up a strong demand' for the products
of the agricultural sector,.and finalio;,

Conti.. to.footnote 1) psa=8—

to ity "Dhus even if we deal with net product -originating in, or
contributed by a. sector,; deducting.the pyrchases or contributions
from‘others and limiting ‘the total to the product of the factors
attached ‘5o that sector,, the magnitude and -mowvement of net product
'S0 measured still depend upon the rest.of the econony;. and its
product mdy, perhaps be more correctly desqribed, as the result of
the.activities of the econony Whose:paxticdigp,igbhsgis thé given
sectgr = pather than as agcontributionudfit@é.éiveh“égctorafﬁlly
creditable %o it as if it were outside the ggonopy. and offering
something 'tot"the latter "Economic Growth ‘and thée contribition of
Agriculture: Notes on Measurement", Interpdational: Journal .of Agra-
rian~ Affairs, Vol, IIT;. Nowy 2y Apritl TO6Ly P, ! 58=59.

1) See Okhawa & Henery Rosovsky, "The Role of Agriculture in Modern
Japanese Economic Development" Economic Development,. and Cultural
Change, Vol., IX; no, 1, Part II, Oct, 1960% The land tax in Japan
during the last two decades of the 19%th century amounted to over

80 percent of ‘the central govt. taxation and: the direct tax ratio
to income produced was between 12 to 22 per cent compared to 2 to

5 per cent in non-agricultural sectors. In Soviet Russia the con-—
fiscation of the land, & heavy taxation of the agric.. sector allowe
the state to finance the major part of the early development plans.
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3): sthe low individual incomes in the agricultural sector
. Xept rural demand for all kinds of goods end services

quite low thus affecting economic development in gene-
I‘al )

To conclude, the basic function - I do not say contri-
butions~sof the agricultural sector in initiating the process of
economic -development is not theoretically or historically open
to doubt.:







