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FLLNCING OF MODERN ECONOMIC GROWTH me
THE HISTORICAL RCLE OF AGRIGULTURAL RESOURCES

Ashoka Mody# ;

The importance of an 'agriculturﬁﬂ,surplus‘ for the structural. trans-
formation accompanying economic growth 1s often strossed.in development
literature, 'Agricultural surplus'{ défined as the physical marketed surplus

. : B

B . =
of food dnd raw matorials, has an evi§gnt role in the  expansion of non-

farm employment.

In addition, there has been thF‘bLew that the agricultural. scctor

. 1 : ! . . ’ ' . .
should transfer to the non-agricultuzal 'sectors the 'surplus' of 'investi-
74 _ : s T
ble resources! generated in agricuthﬁc. 4 clear statement of this idea

T

has boen mado by Kusnots (1961, 2,115 ):

"0ne of the crucial probleoms offﬁodern economic growth is how to

" extract from the product of agriculturc a surplus for the finan-
ol‘g of CaplLul formation nocessary for industrial growth without
at the same time blighting thcwgrowth of apriculture, under condi-
tions wherce no eesy guid pro auo for the sarplus is avallablc in
the countryitl/ .

Our purposc in this paner is te oxomirne thoe basis of this view point.
' i

There appcaré ro immediatcly*oévious a priori reason to expect that
during tho process of dovelopment aériculturo will possess the cepacity
Lo loan or sﬁrrendcr rosources.  Kuznots (1965, pp.120-2) has argued that
ranid productivity incrcascs in agricultuml production reduce agriculturc's
sopltal requirements; besides, the sharc ofi agriculture in the capital stock
nf t%e':conbmy declines over time b%causa of its shrinking sharc in the
raticial product. Thgse cloarly do%not constitute sufficient conditions
toownsure a mmmmmammﬂmffmmaﬁﬂcﬂxm%ﬂ In & teclnical sense, the

i :

tranasler of resources depeonds on tﬁv relative sectorml mtes of output growth,
ihe sectoral capital-ocutput Ia#iosrﬁnd the savings distribution between the

two ssctors, These paramotors noed [not be such as to permit a resource

bransitor frem agriculturg,



More recently, on the assump?ionsithat (a) the sectors of the

economy generate addlilonal faotor suppilies 1n-proportlon to their

1

current welghts in the economy; (b) f ﬁtor productivities among
f
sectors are equal; and (c) these prd%cL1v1tlesﬂremaan_upchangndrovoz;_ﬂ

time, Kuznets (1979, pp.64,65) has COnéluded ',i. given the condi-
! .
tions under which structural shifts $usﬁ occur, shifts of resources
e

) f i . ,
out of .the more slole‘to the more rép%?ly-grbwing sectors.arg an eccno-

mic necessity.' (p.65). This couldibéa interpreted as the basis for
‘ e :

expecting a resource outflow from a::sllo ?growing agricultﬁral scctor

to the faster growing nbn—agriCultur%l _eétorS. The conclusion,

however, depeﬁds upcnl the aséumptﬁoﬁ;.

.Specifically, the assumption
that the sectors generate capi’t?al inp(rportion to_theiI: current ecano--
mic ﬁeiggts in the economy secms unrea%_ﬁable. The more rapidly grow-
ing secters are likely to have not onﬂy a highsr average propensity to
save, but also a higher marginal prop;nsity to save, so that the

cifference between the average propensities is llkely to widen over

Tima,

The .monment, however, we contest assumptions, we are
on1 empirical prounds, Moreover, resource flows are
& funciion not just of the technical requirements of siructural shifts

but 2re also influenced by institutional peculiarities. Tor these

! . )
ressons, the possibilities of a resource outfilow from agriculture and

Livy lopoxtonee of Lhe transferred resﬁurcem in furthering non-agricultural
developzent have both been deduced not so much on an a priori basis but

Tremothe istoricul experience of the now developed countries.



: , o .
. The experience of the presently developed countries in the early

3phase of theixr de&elopment has formed the basis.for.much_theorising.on
developmeﬁt."Thé coﬁceptualisatiop of the role of agriculiure in over- -
all economic development has, in p@;ticular, been def&ved ﬁgom history.
IOn'thé,questioﬁ.of intersecﬁoral r;source flows it has traditionally
been believed that during the ini£;a1 phase.of industrialisation, agri-
'cult';lz‘e hals‘mz'tdeﬁan importaﬂt ‘reso’urce cbﬁtfj:bution to the growth of .

: _ -
Cindustry and social overhead capithl. This undersfanding has resulted

4 '
in the attribution to agriculturalgresources a critical rele in indu-

strial development. On this basicd, it is suggested (implicitly or

explicitly) that deveiOping countries must extract resources from agri-

culture for successiul industrial development. For a sampling on the

above line of reasoning, see Ohkaws and Rosovsky {1960, pp.60—62),
Hallor (1973, pp.5-6 and 15), Joﬁnston (196(, pp.63-64), Johnaton

and ¥ilby (1975, tp.256, 284) and {Huznets (1966, p.122).

4 ]
A major dissenting voice haslﬂqen that of Ishikawa (1967). He
. | .

has questioned the evidence on ?h* historical experience, More than
: ;

tiat, he has guestioned the relévaﬂce of the historical experience,.

arguing that at least in the contemporary Asian developing countries,
| 1 '

significant rescurce flows into a%ziculturo are likely to be necessary

to finance capital intensive investiments needed to introduce tech-
. o . .
rical change in agriculture and’hejcé increase agricultural productivity

et output (Ishikawa, 1967, ch, ZJL 'l

; . . o . . , .
The primary purpose of this p$per is to reexamince the historical
ovidence. - We, howsver, also tougch upon the relevance of past experience

Tor contemmorary developing countides., After Ishikawa wrote on the



subject, considerable statistical jzferial on intersectoral resource
flows has been generated. One is | a position therefore to comment
et R L _
not only on the direction of aggregate net flows, but also on the

i : ' |

o L3 : 1o .
pattern of and rtlationship between'component flows.

We consider briefly first England and Germany, and then in

rreater detail Japan, and the U.S.S.R,

o ‘ indicate that the role
In line with Ishikawa, our ckamination scems to/of agricultural

resources in modern cconomic growth has been greatly exaggerated.
Our conclusion has, quite obviously, important implications for the
‘ ‘ 2
. . . { . .
perception of thé role of intersecforal resource flows in the currently

developing countiries.

1. 'The relevant periods

We require to atamine the evidence on the direction of resource
transfer during the initial stages of industrialisation. Resource
transiers have  been discussed primarily in the context of a stru-
ctural change in the industrial dist?ibution of the national product.
The appropriate’ indicater of thejphase of development would there-
fore be tholshﬂre of agriculture ffi the national product, Kuznoets
(1966, p.121) has suggested that dﬁring_the early phase of modern
economic growth the share of agriculture in the national product is
around 50%. According to thie ciilterion, Britain in the second half
ol ths 18th contury, Germany iy fllo firat Lalf of the 1Sth ceﬁtury; lussia
in the first - Taw decades of thhkj20th century, Japan in the last few
decades of the 2Cth éentﬁry and the carly deca&es of the 20th contury
and Taiwer in thé first half of tthe 20th century may be considered to

oy
[

heve been in the initial stages [of industrialisation.



2. Mgland and Germeny

We do not have quantltatlve estlbates for Western Europe, and
therefore our discussion below. 1s}based,on4tne gualitative. judge-

flents of historians,

Thé limited evidence that exis%é suggests that in the Western
European nations, durlng the early %eeadco of their industrial devo-
lopment, there was o ﬂet rcoourée‘iutfléw from the asrlcultural
sector. landes (1965) suggests %ha ‘this was partlculanly 5o in the
case of Britain and Germany.z/ Hel ays: "It is likely that in the
:fears'éf Britain's industrial revo;qtlon agriculture was taking as
much capital as giving." (Landes, 15965, p.167). . He also quotes
F.M.L. Thompson as saying: ) ... the biggest land inpTovers among
great landowners were subsidising.agricultureJhﬂonixibuiiﬁg directly
to its overcapitalisation, and encpuraging further overcapitalisation

by the “enant who farmed tho impioved farms.' (Iandes, 1565, p.168 ).
- L

In Germany, there was a net flow of credit to agriculture
betwean 1870 and 1829, (Landos, 1965, p.766>.' This rescurce flow
into agricultule became necessary because the changes in land tenure
and improvement in techniquc that made agricultural growth poséible\
required substantial outlays of capitel. Thus, capltal wag recuired

for lend clsaring, drainage, costs of enclosure and conslidation,

fonging, building, equipmént, roads cte. (Iandes, 1963, p.164).

Furuhor; Londes (1?65, p.?(“) peinta out net only did land

tcompete for funds with the noderh sector on purely rational grounds,



but it dred mexe than its share oficddital regourcest . (euphasis added ),

e ho obhribubos to the fact thot

' lond in Europe was moIc tlﬁn a factor of production;

it wos a sociel- geod.. To the Ruusant it was the goal of his
efforts —w—, To the bourgeosie, land meant status and

political influcnces as well asjlncome. To the aritocrat,
land was the foundation of dynjjtlc continuity and prestlge-
the orly solid and right fo Wealth,!

for
The rosourcey/industricl development in Western Burope came thurufore

not from agriculture, but from tne savings of the industrial sector,
the commercial and professional bourgdosie and urban households
(Tandes, 1965, p.166), from forcign capital (Iandes, 1965, p.95) and

from the credit created by-the banking system (Gerschenkron, 1966, p.45).

Of course, Western Burope has not been considered an appTopriate
reference point for contemporary developing countiies. The Westemn
Buropean countries werc the ecarliest to industrialise, but did not
cxperience very rapid rates of growtﬂ and hence very rapid rates of
structural shifts during the early phase of their industrislisation,

In contrast, countfies that industrialised later, like Japan, Russia,
and Taiwan, experienced much faster growth rates énd'structural shifts.
The latter group of countries have thereforé greater relcv?nce for deve=
loping countries atbempting 'a rapid structural transformation of their
economies.. We therafore consider bejow in some detail Japan, Taiwan

snd Fussia.

2 Jeipan

There was a spurt in Japanese industrial growth after the Meiji
restoratics in 1868, It is widely accopted that agricultural resources
previded the financinl basis for ncjlmdustr1a1 dovclopmcnt as well as

for the govermment's ox;é%} e dvfﬂlJathA programme, We shall exszmine
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|

|
i ~
in this zection tho basis for this u?derstanding of the role of agri~

cultural resources.

The transfer of resources betwéen soctors can take place: {a) through
the transfer of private voluntary savings; (b) on government account
(texes, subsidies, government investTent); and (c) via changes in the

intersectoral terms of trade.

Teranishi {1976, p.165, Table Tj has shown that there was no con-
sistant net outflbw of savings from %he farm sector.é/‘ Moreover, he
has further shown tha®t even during ‘tild years in which theore was a net
outflow from the farm sector, this outflow formed a very small proportion
of capital formation in the non-farm |sector. Ranis‘(1959) comes to a
similar conclusion: 'The lion's shgﬁ@'of voluntary savings was df the
"retained! type ratidr than the trandfbrred type! (Ranis, 1?59, p.52).
Ranis, in fact, gocs a step further Mhpn:he says that totel voluntary
savings by farm and non~farm houschivldls bere tsmall comparcd with the

reinvestment of business surpluses, anfi the usc of tax-financed public

funds.! (Ranis, 1555, p.53).

Though savings transfers were %nimportant,.there was a transfer of
farm resources through the instrumenﬂ pf agricaltural taxation.' Direct
agricultural tax (land-tax) formed be%ween 50% and 70% of government
rovenue in the,last few decades of thg 19th century, and continued to
ferm a significant portion of the rcéenue £i11 about tho st World Wer.
{Fanis, 1959, p.43, Table 3. On tﬁo otheor hand, government subsidies
e agriculture and government iﬁveétmbnt in agricuwliture were  an inggnifi-
wnt froction of the land tax, at least till -World lar I (E%nis; 1659, "
»40,Teble 2, and Chkava e£ al., 1978L 0.397).  1s a'consequcnco, there

25 & aeh transfer of resources from pgriculture on sovernment account.
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Thls transfer is believed to have been oﬂ 51gn1flcance to Japanese

bconomlc development because of .the 1mp¢rtant role the government

I
nlayed as an investor (Okhawa. and RoSovsky, 196C, and Rosovsky,- '1959)»2/

The heavy land tax has therefore!béén;tha-basis for asserting

that agricultural fiﬁance was importaﬁtl%of industrial development,

Thig conventional interpretétion,qf the role of the land tax is
misleadiﬁg on at lecast two counts, Fﬂqst, it implicitly assumes that
agriculture and non-agriculture were, %n themselves, homogenous sectors,
and therefore blurs important dimensiogs of the resource flow pattern.

Second, 1T assumes that a substantial fraction of the resources extra-

Fh

roiz the agricwlburists were-used'productively in the non-farm

To talke the first point first. Tippit (1978, p.62) has pointed

out thot '... the Meiji resotraticn of 1868 was 1led by an alliance

vetweon middle-level samurai and a class of rich peasant enterprencurs

in the countryside ...' The Meiji government could, in such circum-
stances, hardly have extracted resources from the rich peasant ~-

landlord class, 4s may be expected therefore !'Throughout thé Medi ii
period the Japancse tax structure rerﬁined highly rogressivg.—-- the
bunden in the agriculbural sector Fell mainly on the poor and middle
peasantsen... (Lippit, 1978, p.70). %oroover, by concentrating on the
land tax the role of the intcracctonil terms of tmde is usually missod
ous. As mayrbc seen from Table 1, t%ere was a foirly consistent move-
nont of the tefms,gf trade in favpur%of agriciulture during the relcvant
pericd.  This movement would have beﬁqfited primarily the landlord-
rich pessant clu;u.é/ Jucboposing| *hnn the regressive land tax stru-

cture with tho terms of trade movomon$ in favour of agriculture, it may

mendi T Lo soen that the respureg pxkFaction from the land-lord-rich



Tt should further be noted that!ithe regressive tax structure was
not confined to the agricultural sector, but was a more general featuré-
“Inereasing reliance on the indirect taxatien of mass consumer goods

ensured that the urban consumer was 2150 squeozed.(Ranis, 1959, pp. 47,49 ).

From this it may be construed that the transfer of resources was
not so much from agriculture to non-agriculture, but rather from the
small peasant and the urban consumer to the government and possibly also

to the rural elite,zy

There is, morecver, another significant dimension to the land
tax, Throughout the pericd under cdnsideration, the farm-sector had

a belance of trade deficit vis-a-vi. the non-famm sector (Ohkawa et.al.

1978, p.403, Table /). = Given that the net savings flow was smal},
and that there vas a substantial oufflow from the farm sector on
government account, it follows that the farm sector received considera-
ble factor income payments from the non-farm scector. This has two
implications.  First, the small farmers (on whom the majof burden

of the land tax fell) did not have the capecity to transfer taxes to

i

the non-farm sector unless their inf?mes were Supplemented by incomes

i
Irom off-farm jobs. In other worﬂ-,‘the land tax was a tax not just

. R
or agricultural incomes, but on a dombination of farm and non-farm

S
|

incomes, Second, land taxation was the instrument through which

1 ' ;

‘ + " »
cheap labour was forced into inddslrial employment,  There is consSi-

]
L
el corrobarative evidence o) TfiS'point. Extromely reluctant

i 1
nomter of farm housenculds (prim%rlﬁy_women) were under compulsion to -

o
oifor thai&’?givices to the fucﬁQr# sector, (See specially Lippit,
1975, po &8 and 707, In this senbd it may be argued that the land
hesn mede o 'contributicn' o indusifial developmnent by providing

InUusTry chcap and plentiivd Iabour,
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| P st el yn Rie
i Loefode ey b Flies restaroni} 'lf‘r"’*' e it oldaiag Lo

Lrdeel leenboibutiont of the lond 4dy through forcing labour out
of farm households, what was its mord !;llirect contribution? How far
did the government use its resources productivelyh(i.e.mfon;ingustrial,
development or modernisation in general)?  For this we need to
examine the pattern of government e@eﬂditure, Oshima (1965 ) has cla-
sified the Japanese government expendilture functlonally {Sec Table 2),
Cn the basis of this classification, he argues that much of the net
fosourcg transfer was wasted from the point of view of development,

largely on state services and particularly on military-expenditures.

Thus, he says:

ersistent drag is found in heavy expenditures made for
‘e administrative purposes, especially military. The
Meiji govermment could have cut military expenditure per-
haps by one-half by staying out’ of the Slpo—Japanese and
Fuis so-Japancse wars, and yet possessad a defence adequate
for natisnal independence. Further cuts in state expendi-
ture would also have besn possible e.g. by extending the
r'ﬁtul"i'ty dates of pension bonds beyond world war I. Such
reduchicns would have permditied a considerable decrease in
lend taxes and an increase in expenditure for econemic pur-
poses, cspecially for agriculture™. (Oshima, 1965, p.381).

- P
a

G’) e

The government!s unproductive use 'of a large part of its reve-
~
sue was compounded by the fact that the }leavy burden of the land tax
A a dsleterious cffpct on egricultucal | growth, Oshina sugposts

restor cncoussgenent of agriculturs (via a reduced land tax)

V243

1 "
-
nav

would have increzsed its growth rate, Mdre than that, 'it would have

tension whicdh contributed in a real way

L

soduced tho rmaral wrest and

J the militariam of the Taiszho and pre-war Shoua ermal. (Ozliima,

Shz coptributicn of the land tax to dverall oGtpul growth in

“hia lews i is waerefore not very clear.



1!

Finally{ in order to assess the relevancé of the Japanese
' experience, j:t"\i-s necessary to coﬂlsider the ec;c;n.omic conditions. inheri-
ted by Meiji Japan. That & 'Cer'tai{n _production-potentinl oxisted in
agriculture at‘fhe time of the reétoraticn ha's been widely rocogniscd.
A strong end explicit staJQémént ont Meiji initial.conditions has been
made by Bird (1977, p.768)}

While public expenditures én agriculture Were apparently
very small-in the early Meijl era, a substantlal infra-
structure of land development, market access and knowledge
had been bwilt up over the prev1ous centuries and was on-
hand when the opportunlty came to utilise it."

Consequently, in assessing the po%éntial of transfers from agriculture

in developing nations, these initiil conditions in Meiji Japan must
. Pl '

be borne In mind.

4. Taiwan

T&lian is also often 01ted aﬁ an examplo of successful industria-

-1isation and medermisation on th asis of agricultural resguIlces.
!

On Taiwan We have T.H. Lac! s Stu# ,fﬁhich has ‘been described by

|
.Thorbecke (1979, p.203, fn.111) gs ‘the classic treatment of inter-

I .
Csectoral resource flows in whe p£‘cess of ,economic development, ! In
part, the frecguent reference to Taiwan is due to the fact that Lee

(1971 ) Lkas made available detailéd statistics on Taiwanese transfers,

Loe (1971 ) has shown that ootbcen 1895 and 1960 there was a
J -
continuous outllow of-resourcgs chasurcd as the balonce of trade)

|
frem o soricudvure.  There is, however, in lee's study no systematic
L, .. } I . )
of the conbribution of the transferred rescurces to the deve-
lepment of the non-cgriculiural |sectors in Taiwan. Wic attempt here

Lo Do o perspecdive on the role of agricullursl resources in the

ceenonie devilepment off Taiwan.

é !, v
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Botwden” 1895 and 1945 Ta 1wdA as a Japanese colony. The pattern of

Taiwanese.: .8Conomic LOVClOpﬂcnt Wts ansequontly-dotormlngd by Japanesa‘
prioritiecs. We therefore, dlscuss pblow the oolondal and .postecalonial
period.scparately.

Shown in Table 3 1s a Compoﬁ-té—wise break-up of resource flows

. ; T
from agriculiure. (leo’s estimates; for the colonial period exctend only
|

upto"1940, since the.data for the\1% ;S isg’ con51dbrcd unrcliable (Ice,
1971, P .13)). For most part of thb l onial period, capital on private
account moved into agrlculture. Thl as probably rol¢tgd'to Japanese
‘capital dinvestments in agrlculturel f umets, 1979, p.17). There

were, however, major continuous outfldws of factor incomes from agri-

culture; and sust_lnbd tlough lessisignificant, outflows on goverament

account.

The impact of factor incomes ouEflow must be assessed in rela-
tion tc the rate and pattern of 1rdustr1a1 developrent. According to
Kurnets (1979, p.18), during thé colo%ial period  !'Taiwan remainéd a
lardely agriculfural counﬁry) with relatively high agricultural produ-
ctivity, bu%:‘ with industrialisation and modernisation impulses and

agents lying as it were, outside its mainstiream'. The main source of
. oo ) .

irdustrial growth in the colonial period was tha growth of the factory
. N | !
anclave, which consisted essentially o¥ food processing, cespacially

sugar rofining (Ho, 1978, ch.V}. The| factory enclave consisted of a

. o : - s
riodern socbor, dominated by Japancsc cqpltallsts, and & traditional

sactor.,  Crowth was restricted lurﬂuly! .o the medorn scetor.  TFor
our purnode wint iz roelevant is the fatt that the capital for the

nedern scevor of the factory ¢nelave c%me initially (i.e., till‘1910)

. 1
Tram Joper:, and later from the profits pf the firme (Ho, 1978,
nn L 8325, Triwvaness capital was conyined to the traditionzl

s presumed, though it is not

saotor ol b Tactory oucicwe., L6 ey
r .

bl dus cortadn, that savimgs from © %io” incanas transferrcd to



a

the non—agriculturm} sectar contribL£ed_to tho development.of .the
traditional factory sector, Howeyer) in view of the fact that Taiwe
nese industry remained.relatively‘u££efdeveloped_duzingﬂthevcolonial
period, and the traditional SGCto?Fb[cbntribution to whatever growth
that took place was not very sign;fﬁhant, the role of the factor
incomes transferrcd to the non-agricjltural sector in industrial devo-

Llopment mey. roasorably be assumed ﬁo\have been very limited.

The role of the transfer on éovernment account must also be
cautiously interpreted. During the initial phase of colonialisation
(i.c., t111 1970) +there was a not|inflow of capital from Japan into
Taiwan (Ho, 1978, Table A-67). For the rest of the period, however,
Taiwen hal an export-surplus vis-c-vis Japan which was financed
largely by profits Tepatriated by Japanese capitalists. The fiscal
system played an important role in mcking possible the Taiwanesc
export surplus. According & Lo:

"Evon though the corporate ?ector‘because of its ability
Lo pay taxes and casc of cnforcing tax complicnce was

one of the most obvious sources of tax rovenue, it was
never effcectively tapped. .L.. Thus the t2x burden shoul-
dercd by the Japanaso Gwn'f corporate sector was indeed

light. This moant that tl‘ corporate scctor was able to
capture and retain in the Fom of profits tho bulk of tho

txport surplus'! gencrated ;n Tajiwan, ! (HoJ 1978, p.139).
i . :
It fellovws, therefore, that The fuhction of hgricultﬁral taxation was

Inot to roise rCSOurcos for thg development of Taiwan's non-agrlcultural

vwetor, Lk to cnable the govcrnm 1t to grant tax concessions to
Jh

Jupeanose deminoted companics: for the ultimte channelisation of funds

tr Javan.
v e e . o ek
i L post-tclonisl purzop](g.e., between 1950 and 1$60), even

coeridis to Tog, thoe COntxibuigb Ff visible rosurce transfers
{oevin e, hosies aod chtor R eteliBte

J from ¢grlculture was not signi-



T4

by 1962 the visible resource flow had reversed into the agricultural
sector (Ishikawa, 1967, pp.300~301, Table 4.1). Iee, however, argues
that the invisible resource flow {wia the terms of trade changes

‘against agriculture) was‘sigﬁifiCanﬂ (lec, 1971, p.30).
|

There seems reason to questioﬂ Lee's figures on the terms of
‘ T 1

trade movement. Kumets (1979) has jcomputed indices of prices paid
and received . | :

/ ©y farmers, These are reproduced hwre as Table 4, Even a casual
look shows that. there was no change |in the terms of trade during the
peried under ConSiﬂeraﬁion. ) Hb@ever, even if Lee!'s gigures aro
accepted, his cemelusion dces not follow, Real resource flows may
be decomposed into'visiblé flows (i e., financial flows in terms of
base year prices) and invisible flows (i,e., flows due to terms of

trade cbangcs).' According t¢ Iee's|calculations, the visible and

invisibloe flﬁws were of the same order of magnitude during the 1950s,

(Lee, 1971, p.29, table 3).

Besides, the contribution of a%ricultural'reSOurces becomes clea-
rer if we consider the other sources|of finance to non-agriculture,
. - . I
' I

During the 1950s, capital'formatiBT %n agriculture formed 18% of GDCF

(Kuznets, 1979, p.76) and foreinisr¢#ngs formed 40% of GDCF (Ho,

1978, p.236, Table 11.6). This implhcs that forcign savings financed
o ' !

. | ' i .
almost 50% of the capital formati#nloutside agriculture (since.there

was no net savings infldw into agrildulture). Moreover, during the

16508, agriculture contributed only 28% of the GDP (Kuzncts, 1979,p.76)
bl oalnest hall of the workiing forde, and hence population, was in tho
I
' I
nov-agricuitural soctor,  Non-agriculture therefore had a considerablce

r .
petentinl of its own. In fact, Iundberg (1979, p.267) has
. I

(&)
:u
=
it
o
o
15}
W

sugpeated thet this poeriod saw e large transfer of savings from the
; B

aosnot Scem that the contribution of agricultural

2

3 P - PR L
incdcurt Honee 1t

5 of significant impcrtance to nonm-asricultural growth in

PREOUTCED WO S



5, U.§,8.T,

It is often supposed.that theiU.S.S.H.industrialised on the basis of a
significant resource conbribution from agriculture. The reference is
. l ’ | ] -
largely to the First Plan period an the judgement qualitative. Johnston

and Kilby (1975, p.285), for instapﬂe, feel that there was a transfer of

resources from agriculture during fhe First Plan period. According to
. | I ]
them wiat lends credence to this{v'%w is ,the !'indisputable fact' that:

; S . _
"The Soviet Union hes been succe&siﬁl in transforming a relatively under-

¥$trial pdwer.“a/

developed cconomy into a modern iﬁ\

There is, however, little justification in thus taking for granted

that agriculturcl resources were!of iﬁpértancé to the devcloﬁment of indu~
. : ‘ N ‘
stry and infrastructure. On thisiquestion, Lenin (in 1921) said:

,,. the State connot carry on any|cconomic development unless-the army

and the urban workers have regularlﬂnd adequate supplies of foodd how-
: _ |
over he stressed that: "ihe exchange of commodities must becowme the

L |
nrincipal means of collecting foodstulfs” (Ienin, 1621, pp.383-384,

emphasis added ). Soviet policy and practice were, therefore, both

dirécted to the extraction of merketed surpluses of food and agriéultunil
raw materials.  The nccessity to appease the pcasant, ror tho  fear

of a !'peasant' strike, wos widely §ecogn15ad. ‘ CpnseQuently, the
extraction of agriculturel produce!wds by no means unrequitted. We

shall review here, briefly, the patﬁern of c&ﬁmodity flows between
gcriculturc anc nonwagficulturc in-pdét—revolutionary sussia upto the

tho end of the Pirst Plan pericd,
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During the War Communism years |{{1917-1920), the government resor-
ted, on & large scale, to inflatioraty financing. Since grainm prices
were contrelled and there was no che¢l on the prices of manufactured
goods, the purchasing power (in terms,of maﬁufactured goods ) ;f'the
peasant marketing his. output declined|considerably, This resulted in
wide-spread withholding of agricultubdl supplies., The government
reacted with coercive methods: the:$ﬁrplus of sach peasant farm,
over and above essential needs of bubpistence and sced corn, was sub-
jected to compulsory requisitioning KDObb, 1¢66, p.103). The conse-
quence was a rapid shrinkage of ared inder cultivation., In view of
thése varied develcpments; the directiion and extent of the net resource

. . . 1.1
flgws cannot e uwnegquivocally determined.

Nominally the produce handod\ovcr to tr> state was
balanced Loy o aomqudvolent ulftrlbutlon of manufactured
goods through the co-operatives in the villages, the
rccc1yt for grain deliv&rigs.serving as & voucher “for
purchascs et e co-cperative stores. larin, writing
in 1620, actuzlly maintainad;that the noaSant secured
between 1677 and 1920 for sach pood of grain supplied
%o the state twice as much as manufactured goods he
reccived pre-war, Bubt this is a statement of valugs
of manufactursd goods rbCClVOd by the peasant at
current pricces; and we hove seen that the price of manu-
factured gocds had risen much more {(ty two or three
times ) thwn ‘the prices of agricultural products (Dobb,

1966, p.117
It must be noted, however, that while the terms of trade did move
rgainst egriculturc, the considercble shrinkage in the veolume of
aoricwlbural supplics would dmply 4hat a resosree transfer from
. o { - -
sgriculture on account cf adverse *elative prices could not have

been sionificant.
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. ny:
The importance of the War Commmiém period Jies, besides, in
- SR IS
-the shape it gave to policy thereafter| : It was realised that the

I

poasent could, at best, be squeczed onlx‘for a short period (Dobb,

119566, p.186). The compulsoxry rﬁqU}Jiﬁﬁoping of grain was replaced

by & tax in kind, which took a fixed 'shalre of the peasant! s - surplus.
. ‘L | .
Tha concicusness that the peasdﬁtidesGrvcd o fair deal was mani-

‘ I
fest in the determined manner in which ¢ke government dealt with the
| } ' '
.second phase of the 'scissors-crisis! whin relative prices moved
i
against agriculiura. Pressure was exerted in three ways on the
| ' .

. . : \ ' . .
industrial trusts and syndicates to sccure a lowering of their prices,
Credit to industry was drastically rationed} ez mam selliﬁg prices

|

'in a few special cases, as a temporary expedient,

vere fixed: and
the volicy lmown as Ygocds intervention!  of importing manufactured
soods at the lower.world market prices and using them to under-

cut the prices of industrial syndicates was adopted.' (Dobb, 1966,p.173).

Possgibly there was a neb resource;flow from agriculture bet-
vesn the end of the War Communism years'and'tho beginning of the
rst Flem: wea de not know, The acceit{ however, was on the extra-
ction of a "grain Surplﬁs“, and there eristed a conciousness that
menufactured goods supplies were nceded o 'coax! out grain. That
the conscquence of squeezing the peasant could be dangercus was amply

understoed. & resclution of the Fifteenth Congress said:

"1t is ircorroct to take as the starting point tho demand
for a moscieun puaning over of NCQ?J Lrom the sphere ol
agriculture into the sphere of industry; for this demand
would mean a political rupturc with the peasantry as well
a5 an wdermining of the home murkpt an wndermining of
crport and an upsctting of the e 11br1um of the whole
aystern. ™ (Quoted in Dobb, 1966, uﬁp 204-205 ).

&
,NJ
)
b
=
i)
V2
.
¢

bhe broad ceonemice featucas of the poricd should also

Lo concidered,  Betwoen 1921 ontl 1927 Qtﬁd Mow HEconemic Policy period)



sluggish (Carr, 1967). By thc Ridir1920s it had been rocognised that
the industry was large enocugh to g;ﬂbrdtb its own TESOUICeS (Carr
1970, p.5%). On tholother'hand, the condition of agriculture was
precarious, Conscquont upon the land reform in 1977, about 85%‘0f
the agricultural output was producéd by small and middle. farmers,. who
were essuntially subsistence fammers (Cohn, 197C, p.13). There was,

in fact a sccular decline in the volume of marketed output, so that in

: 9
1926-27 orly 21% of agricultural o#iput was ma;kgted (Cohn, 1970, p.13)4/

3

he savings of ‘the peasant economyrwere small since, despite zll improve-

ments, the absolute levels of the peasant incomes were low! (Gerschen-
- f ‘
: . . . .
kron, 1966, p.143).  Given therefrre the relative strengths of agri-

,,.

sl ture and 1nduatry, it doos not appear likely thet agriculture was in

a positicn to contribute resources|of any importanco

1
In considering the First P1a+ period also, the economic conditions

of the preceeding years must be kept in view, Information thet has recene

t1ly become aveilsblc SUsTest s thet|despite bhe massive rcorganisation
i

(in the form of collcctivisation) aq riculturc!s surnlus gencrating

capacity ¢id net incroase wpn¢cc;ub} Millar (1970) has argued that

thn net resource ceontribution oflaﬁLlsultu;“ could at best have been
1
D
!

s flows out of it. Ellman (1975)

' I . “
of minor siymificomes sincoe Tevils T Meows into agriculture werc of the
\
zame order of magnitude as tho roT
points ouv that the direstion ol ?¢ ource flows during the First FPlan

e
|
[
93

: . | . ' .

years varics azcerding te the chh, of valuing the flows.  He,however,
| ,
|

Imfoctment in the USSR during the

rot plan wes nob cccompaniod by dug drercace in the agricultural surplus
- .
| !

vransforred, T othor words, tho $i;¢ additiormal resourcos for the

asrabod outeide anriculture,
[

-

Spurt Lo Lodushrioll ¢”L1 oW o
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Summery and Conclusions

Since it is.dirficult to-make an g priori_ case.and-_since.institu~
Zenal mechanisms for raising resources.vary; the role of agricultural
csources has generally been deduced from history. Our aim has been

"o oow that the mistorical role of agricultural resources in financing

arnerd economic growih should not be accepted uncritically.

In England end Germeny, agriculture did not make a resource con-
tuibuticn to industriclisation, If at @11 there is a lesson from Western
Zurgno, 1t is that the initial phasc of development may require a resource
flow inte agriculuure where, as in Germany, capital-intcensive investments

ix oxriculture are roquired to raiss agricultural productivity.

The Jamnese case 18 complex, and we treated it at several levels.

whon consicering resource flows, the agriculiure-non-agriculture

-
bt

iy
iichotomy Scems less meaningful than ole small‘peasant/urban consumer -
surernment/ rural elite/ industrial, bisiness class dichotomy. This is
211 the more sc becuuse peasant income jwas considerably supplcmentcd by
ol =farm inéomo, and it was from a combination of faxrm and cff;farm
Licona that the Land tax was paid.  Sccend, 1t could be said that the
Lond tax coniributed teo industrial devéllopment indirectly by forcing
cheap Inbour cut of forn households. 3dt'its more direct contribution
1oounclonr ;incc a Lavne paft of govermmont rovenues were used uﬁprodue
wiarzlly. Mo onomeniaca ua;tribution of |9he land tax was that it slowed

doyn agriciltural srowtlh ond iacreascd

B -

dgrarian wnrest,  Finally, we
€3 YJ

sinbed ouh flad drdiliel conditions dmilelji Japan boing specially

i rolovance of the Jawinede cpericnce o doveloping
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The Taiwancsc experience was relatively more streightforward. An
exardnation of the agriculiural resources agalnst the other resources
avellable to the fast growing sectors indicated that the former could

f

have beent only of limited Significagce.

For the U.8.8.R. we do not ha?e much by way of statistics for tho

pre-Iirst Plan period. ~We argu@d.ﬁn the basis of policy pronouncements,
and the relative strengths

governngnt intervention in agricultrre—industry relationships/of agri-

“culture and industry,that agricultuTal resources could have played

only a minor role in industrial groWth,  Available statistics allow

no more than a similar cautious conFlusion for the First Plan period.

v is impertant to unddrstand|£hé‘growth implications of agri-
culturo—non—égr;culture resource flows. However, a stylised, simplistic
understanding of the historical cxpbiicnce does not help. The relation
ships botween difforent mechanisms of resource transfor, cverall

:

magnitudes of rescurce transfe= and! growth are complex and must be

treated as such,
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*This paper i3 & revisied version of a chapter of my M.Phil thesis
" submitted to the Jawakarlal Nehru University, I am extremely
grateful te Professor]| ¥ N.Raj for his guldance while writing
the thesis as well asifor the revision.
Notes: |

1/ See also Ranis and Fei| {1964), Oven (1966), Erlich (1950).

2/ For all countrics, but| Faiwan, sec Kuzmots {1966, pp.88-91).
For Taiwan, sce Thorpo ke (197 5, p.134). The shaTe of agri-
culture in NDP betWGenTLho 1890s and 1940s was around 40% in
Taiwan,

3/ The French expericnce i§ .ot so clear, landes (1965, p.168)

describes the outflow | resources from French agriculture as
"thready" and of frelatively minor significance for industrial
development. "

non—agrlcultural ‘retivitics of the farm houscholds, Since the
farm houschold is a 31ng @ decision making unit, breaking it up
into its agrlculturalla i non-agricultural COmponcnts would
lcad to an artificial cxércise.

L The farm sector 1nclud sgagrlcultural activitics as well as the

5 It should be noted that yhile Ranis! stetistics are ofton used
: to arrive at this coriclusion, he himself  does not have such
‘2 neat interpretation, as we shall p01nt out bcolow.

& For the following reasons : (a) the biggor peasants would have
natketod larger absclutd amcunts and proportions of their out-
put and (b) thoy would have been a better position to guard
against temporsry post- harvc 't prlcC falls.

7/ See Ranis (1959, p.49) and Lippit (1978, p.73) for similar
conclusions.

8/ Sce also Exlich (1950), Ishikowa (1967, p.291, and Gerchenkron
(1566, p.146), Cohn (1970, pp.8 and 230, Kumots (1961, p.115 ).

74 This proportion, it may be noted, i3z considerably lower than the
Indian avernge in- the last few decades.



Table Ti
Felative prica index for Japan of form product to
current inpute in agriculture (1877 = 100)
Year 1877 1885 18G4 1905 1919
Index 100 117.2 107.8 13C.9 197.3

Source: Ohkewa (1969), p.29.

Table &
- 1

functional Classificaticon of éentml and Local Goveirne

ment esmenditure in Japan

(per cent)
1880 1890 1900 1910
———————————— R S — ——————
1 State services 70.6 66.6 57.2 61.8
of which
Military 13,0 20.5 31.0 L1.9
Social sarvices 11.6° 10.6 14.0 13.6
4,  [Economac 15,4, 20.5 24,4 16.2
L. Unellocable expénditures R4 1.6 L3 8.4
Total 100 100 100 100

Source: Oshima (1965), p.370, Talle 2,
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Table 3

Comnonents of the resource outflow from agriculture
to non-gericulture, Taiwan,19171-1540

(T $ million)

1911 - 1516~ 1821 - 1926— 1931- 1936~
1215 1620 1625 1930 1935 1940

e i A e " o e e P e e S g e ety 2 et e s e o, — = e s . 4

1) Het factor income flows 19.9 15,1 40,0 54.0 46.0 72.8

2) Net flows on Govt,account 4.5 7.4 11,9 12.4 15,9 27.9

3) TMNet capital flows-on
private account

A e e e e i e i A B e e S o i e e o e i B o o e e o e B e e P o ol i e . e B B B e o P T i 3 o s g

Total net resource outflow C
CGy+(2)+(3)) 24.4 [2.17 50,0 607  61.8 101.8

e P s S R L T e o . o T . k. e T o S M B o Pt e, B e ., O i i St PO o it R Mthnt e e . e e

Source: Lee (1971), D, Table Téy

Note: (1) Meb factor income flow ={Jand rent paid to NA + Interest paid
o BA - Tncome from A

(2) MNet £low on government'atéount = taxes. and fees - public
' investment in A - subsidy to A.

(3) Net capital flow on privéie account = savings deposits &
epayment of loan ~ loan & private

investment.
Table
Indexes of prices receivid hnd puid by farmers in
R .
ladwan (1971100
1951-5% 195457  1958-60 1961-63 1564-67 1968~ 1971~
| 70 73
1. hecoived 41,6 bipi3 &2, 20,5 88.4 65.5 110,5
2. Puid 42.5 ilo 0.8 839 89.6 97.6 110.2

” T . w e - .
oL Mypmneto i|‘,-/§-!},‘ }_.‘«.6(,,, Table 1.117.
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