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1 Economic theory and low- income farming 

1.1 Dualism in low-income countries 

Two important related features can be clearly discerned in the economically back­

ward countries1. Firstly, levels of per capita income are low compared with those in 

Western Europe, North America, Australia and, probably, J apan . Secondly, agri­

culture is the major economic activity and from 40 to 80 per cent, of the labour force 

is engaged in agricultural production. 

Some elucidation is, however, in order here. In the first place, within the group of 

these low-income countries there is a large variation as to per capita income and 

resources: these countries thus tend to be situated along a development continuum 

with very poor and relatively rich ones on either side. In the second place it is neces­

sary to specify the distribution of income within countries characterized by a gener­

ally low standard of living. 

Now that more detailed economic data are available it is gradually realized that 

any endeavour to fit the various types of low-income countries into some monolithic 

development theory is a fruitless and rather misleading procedure. I t appears there­

fore more appropriate to analyse economic backwardness on a national or regional 

basis. 

A striking characteristic of low-income countries is the contrasting form of econo­

mic organization in their public sectors. This makes it analytically useful to introduce 

the concept of dualism. 

In virtually all low-income countries, and in quite a few high-income ones as well, 

two distinct sectors can be recognized : the one consisting of peasant farmers, small 

traders and artisans and the other comprising plantations, mines, oilfields, large-scale 

industries and related activities (transport and trade). 

Another, but somewhat crude, distinction is between the agricultural and the 

non-agricultural sectors of a low-income economy. LEWIS ( 1954) has coined them 

respectively the 'subsistence'2 sector, which uses relatively little reproducible capital 

1 In the literature these backward countries are referred to under various terms, such as underdeve l ­
oped, developing, poor countries, etc. In this study these countries are called low-income countries, 
since the latter qualification appears to describe the predominant feature. 
2 The term subsistence is tied here to the level of capital available for production. It does not imply 
economic selfsufficiency or the fact that people in this sector live at a minimum subsistence level, two 
concepts used, for instance, by MYINT (1967). 



and the 'capitalistic' sector. In the first sector levels of technique and knowledge, 

productivity and income are low, whereas they are high in the capitalistic sector of 

such an economy3 . 

The need to raise the standards of living in the large subsistence sector of low-

income economies has become a central issue for social scientists, politicians, and 

others in poor and rich countries alike, especially since the Second World War. 

Though a modest beginning had been made by the mother countries in their 

colonies during the Colonial Era, the drive to raise the standard of living has gained 

momentum only in recent decades. The extent to which this drive has been dictated 

by particular motives, ranging from the fear of a communist take-over to simple 

ethical considerations, need not concern us here. 

In taking up the study of economic growth and of development in dual economies, 

the economist has been faced from the start with difficulties in using his notional ap­

paratus. A major point has been the difference in the conditions experienced by the 

ethnocentric western or western-educated spectator. The latter has been acutely 

aware of the fact that the beliefs, values and attitudes prevalent in low-income 

countries were at variance with those encountered in western society. This has led 

quite a number of administrators and technicians (including economists) working 

in these countries to believe that those living in the subsistence sector are not very 

rational in their behaviour. 

From a historical point of view, one of the first who noted and occupied himself 

with dualism as a socio-economic phenomenon was the Dutch economist BOEKE 

(1953)4. Though there is not much in his theories and his analyses that can stand the 

test of the more recent knowledge gained of development economics, his merit at 

least has been to have given a penetrating analysis of dualism as he experienced it in 

the former Dutch East Indies 6. His study was for the greater par t of a socio-cultural 

na ture ; he emphatically rejected the use of western standard economic theories as 

being non-applicable in the pre-capitalistic Eastern World. 

This discussion on the use of certain theories, which was started by BOEKE way 

back in 1910, has apparently not yet been closed, as recent l iterature indicates6 . 

In the present study the applicability of s tandard economic theory is discussed with 

8 In a quantitative sense the subsistence sector absorbs usually between 50 and 90% of the labour force 
in low-income countries. There are pockets of 'subsistence' in most high-income countries (U.S.A., 
Western Europe), but these comprise less than 25% of the working population. Again, it should be 
noted that 'low' and 'high' are relative terms which may lose their operational usefulness in conditions 
of rapid economic growth. 
4 BOEKE, as a writer, has produced a lot. Only a part of it is available in English. Best known is his 
"Economics and Economic Policy of Dual Societies", New York, 1953. I t should be noted that 
BOEKE has put forward his ideas on 'social dualism' as early as 1910, in his doctoral dissertation 'Tro­
pisch-Koloniale Staathuishoudkunde: Het Probleem'. 
6 For a recent and balanced view of BOEKE'S importance as a pioneer exponent in theorizing dualism 
see YAMADA (1966). 
6 For instance, see articles by DALTON (1961, 1962), POLANYI^Ö/. (1957) and MUKHERJEE (1960). 



reference to what was earlier defined as the subsistence sector of a dual economy. As 

mentioned in footnote (2) on page 5, the term 'subsistence' has at least three different 

meanings in current l iterature. Therefore this study does not use this notion ; LEWIS ' 

'subsistence' sector will now be called the low labour-income sector7. 

Since the low labour-income sector is of a major quantitative importance in low-

income countries, the latter group of countries is largely drawn into the analysis. 

Before setting out to explain the meaning of standard economic theory and to explore 

the essence of economics, first this low labour-income sector has to be delimited. 

This study is confined to peasant farmers, as theirs is the predominant activity in 

this sector. But it is believed that this restriction in no way detracts from the general 

force of the argument. 

1.2 A concept of peasant farming in a low-income economy 

As a starting point, the concept of peasant farming is rather elusive. This type of 

activity may be observed in various forms, ranging from simple forms of shifting culti­

vation to the well-established types of permanent intensive cropping. Thus, largely 

depending on the intentions and purposes underlying it, a classification of peasant 

farming can be made according to various criteria, such as type of enterprise, type of 

crops, resource use, land use, tenure arrangements, farming techniques, size of the 

enterprise, to mention just a few. 

Rather than make any distinctions of the type presented above, which in any 

case may have little relevance to the problems under consideration here, it is prefered 

to pose the following question: Is it possible to a t tr ibute to low-income peasant 

farming (or traditional f arming) a number of common features which mark it out as a 

distinct entity and which provide a useful concept for economic analysis? 

I t is suggested that, within the framework of the present analysis, the following 

elements taken together present such a concept of traditional farming. 

( 1 ) Peasant farming is carried out as a family enterprise which may range in size from 

the small nucleus family to the aggregate structure as found in the extended 

family. Household and farm business activities are strongly interrelated and the 

factors of production for farming are mainly provided by the household. 

(2) Production is carried out on a low level of aggregate output ; it is basically 

used for the sheer physical maintenance of the family members and, as a rule, 

there is only a relatively small marketable surplus. There appear to be notable 

exceptions in cases where cash crop production has become so important (as in 

parts of Africa) that food requirements are not fully met from the family's own 

farm. Food is then bought from outside but the final margin between the revenue 

' In this sector the productivity (income) of the complementary factors of production is usually low also. 
We use this somewhat narrow concept, however, since the main interest is focussed on labour pro­
ductivity in the following discussion. 



of production and the expenditure on food consumption usually remains small. 

(3) Generally speaking, peasant societies are traditional; the patterns of behaviour 

continue with little change from generation to generation. In farming only a few 

resources are used and innovational changes are small and gradual. The bulk 

of farming knowledge is derived from age-old local experience and tradition. 

(4) One of the predominant features of the factors of production is the comparatively 

small amount of capital used. There is usually a heavy reliance on human labour 

in the actual production process. Capital formation and its maintenance may 

be substantial but most of it is accumulated through large labour efforts (clear­

ings, irrigation). The close household-farm business relationship may lead to 

conflicting interests in the choice of investments. 

(5) Markets for agricultural produce are limited. As has been pointed out by BAUER 

and YAMEY (1959, p . 36), "This is the consequence of high transport costs, lack 

of capital for storage . . . and the poverty of consumers". The last point is signi­

ficant. In a society where up to 80 % of the families may be engaged in growing 

their own food there are few outlets for farm products, unless there is scope for 

export or rapid urbanization coupled with an effective demand for food. 

(6) The near absence or the defective operation of an infrastructural set of services is 

another characteristic of traditional farming. Within this context emphasis 

should be given to those complementary inputs which have been named 'non-

conventional' (SCHULTZ, 1956b; JOHNSTON & MELLOR, 1961; MELLOR, 1962b). 

The main inputs of this nature are agricultural research, extension activities, 

education programmes, credit facilities and, generally speaking, any organiza­

tion fostering a particular line of action in rural development which might be 

conducive to change. 

1.3 Economic theory and peasant farming 

1.3.1 A brief historical note 

Having set out in a few bold strokes the main economic characteristics of low-

income farming, we should now return to the subject of economic theory and its 

relevance under the conditions described above. 

Economists always appear to have been rather involved in the economic problems 

of their own time, as has been illustrated so well by SCHUMPETER ( 1961 ). This often 

led to the synchronous development of theory in particular fields of current interest. 

Only in a few periods in the history of economic analysis has the full light been 

shed on the peasantry. 

The Physiocrats and their precursors were the first who - almost exclusively -

studied the agricultural sector. PETTY'S well-known utterance that " labour is the 

father of wealth, as lands are the mother" shows their preoccupation with these two 

major factors of production. From that time onwards, some attention has been paid 



to the agricultural sector by general economists. 

Towards the end of the last century agricultural economics had developed as a 

separate discipline; its birth was undoubtedly promoted by the agricultural crises 

and related problems of that time. From then on, the economics of peasant farming 

received full attention in Western Europe, North America and Eastern Europe 

(CHAYANOV). 

As a parallel development, much work (especially of a descriptive nature) was 

done by agricultural and social scientists in the former British Empire and in the 

French, Belgian and Dutch colonies before the last world war. 

Since the Second World War, peasant farming in low-income countries has become 

an important and separate field of investigation, the structurally interdependent 

development of the low labour-income and the capitalistic sectors receiving special 

attention. This attention seems warranted, as, in terms of sheer numbers, we are 

living in a rural world in which the low-income peasant predominates. 

1.3.2 A general controversy 

Opposing views regarding the applicability of economic theory as developed in the 

West to low-income peasant societies have been evident since the time of BOEKE 8. In 

the latter's view, economic needs in the precapitalist Eastern world are limited, 

profit motives are almost absent, the lack of economic organisation is apparent and 

many other features are completely at variance with standard western economic 

theory and practice. In recent l iterature similar views can be found, such as the 

theories of POLANYI et al. (1957, p . 46) that the difference between developed and 

underdeveloped society would be the absence of a motive of gain from peasant and 

primitive societies. 

DALTON (1961, 1962) maintains that economic theory cannot be fruitfully applied 

to the study of 'primitive' communities. According to that author, the term 'econom­

ic' has two distinct and independent meanings : in the substantive sense it refers to the 

provision of material goods which satisfy biological and social wants, in its second 

meaning it refers to the maximization of some end or the minimization of costs. 

Allegedly, in the second sense this term often yields little insight into the workings 

of primitive society. I t is however not clear what is precisely meant here by 'primi­

tive'. 

A President of the Indian Society of Agricultural Economics declared very 

recently: "my main problem is that the available economic theories do not explain 

sufficiently usefully the practice of agriculture in the so-called traditional societies 

and do not offer meaningful guidelines for its development. . . . What is doubted is 

the behavioural motivation assumed in economic logic; and the ground for doubt is 

8 Though BOEKE is mentioned here as a founder, similar views can be traced in earlier literature 

deriving from German historical economists such as SOMBART (1916). 



provided by observed discrepancies between the actual and the logically rational 

behaviour . . . " (BHATTACHARJEE, 1966). 

From the opposite school of thought BAUER and YAMEY (1959, p . 8) state: "There 

are no special economic theories or methods of analysis fashioned uniquely for the 

study of the underdeveloped world. But while the tools of analysis are of wide rele­

vance, in a study of underdeveloped countries the situations to which they must be 

applied vary greatly". 

The above is but a small sample of quotations ; it could be easily extended from 

recent literature. This sample provokes the question as to whether perhaps the 

foundation axiom of economics is at stake. I t is herein that the cause of much con­

fusion may partly lie. 

1.3.3 The foundation axiom of economic theory 

Economics occupies itself, among other things, with the phenomenon of exchange. 

Many human activities lie within this sphere of (potential) exchange. Things qualify 

for exchange when they have some value ; they are referred to as commodities (goods 

and services, material or non-material). Commodities are valued since they are 

scarce and in demand. 

From a certain age, man, as a member of society, is called upon to take his share 

in the responsibility, however small, of that society. This involves the making of 

decisions. A number of these decisions are linked with the process of the production 

of commodities, without which the existence of his society and his group (his family) 

is jeopardized. A more or less well-defined role is expected of h im; in his decision­

making he is confronted with certain patterns of values, beliefs and attitudes which 

are held in esteem by his society. Given these patterns, there appears to be a dominant 

striving in all cultures to reach objectives of satisfaction, however modest these may be. 

The foundation axiom of economic theory now is that man attempts to reach these 

targets of satisfaction - which requires choice due to the scarcity of commodities -

with the minimum wastage of effort or, to state it in a slightly different vein, he 

strives for the maximization of satisfaction. This seems to have its origin in the desire 

to create a favourable image of himself in his own eyes and in the opinion of others. 

Whether his striving acts as an inhibitor or as a promotor of economic growth in his 

society depends on the direction in which this status function develops (BREWSTER, 

1961). Thus, economizing does not specifically mean the maximization of profit or 

family net income, but it refers to "ends and scarce means, which have alternative 

uses" (ROBBINS, 1952, p . 16). 

In low-income peasant societies decisions concerning the production of commo­

dities are affected by social and religious factors to a much larger extent than is the 

case in the capitalistic sector. An illuminating example of this has been given by 

NASH (1961). In a descriptive study of Mexican Indians he has shown that " the 

rationale of economic choice in peasant society follows the same general rule of 

10 



maximization as economic activity elsewhere . . . but (within) a social structure and 

value system which channels economic choice toward economic stability and social 

continuity". 

In order to clarify the notion of decision making, the following simple model is 

suggested, in which a choice is presented between income and leisure9. In Figure 1, 

the opportunity curve PP ' presents those possible combinations of commodities a and 

b which can be produced with given fixed resources, say, with available labour. O P 

units of (a) can be produced with zero production of (b) and O P ' units of (b) with zero 

production of (a) or their combinations. Economic logic suggests that the relationship 

between these particular commodities (income, leisure) is competitive in nature. 

Products are substituted at an increasing rate, as illustrated by the shape of PP ' . 

Maximum satisfaction is reached at the point where the choice-indicator in con­

sumption, the so-called indifference curve I - I, is tangent to the opportunity curve 

PP ' . Indifference curves present the relative values which the consumer attaches 

to these commodities and illustrate combinations of equal satisfactions or utility. 

For each individual or group a set of parallel curves can be drawn, the curve which 

is farthest away from the origin indicating the highest level of satisfaction. In the 

above situation it is I - I which gives highest utility. 

The shape and position of indifference curves vary according to the individual 

or to a well defined, homogeneous group. Thus I - I may illustrate the average 

indifference plane of a particular s tratum of decision-makers, while I ' - I ' represents 

a plane for a s tratum of people with different values and attitudes. However, both 

groups of decision-makers are faced with and have access to a similar (technically 

determined) process of opportunities PP ' . This leads to different levels of ' income 

income produced (a) Fig. 1. A simple decision model for income and 
leisure. 

leisure (b) 

* The following discussion is a slightly modified version of the theory of subsistence farming, as presented 
by HEADY (1952). 
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produced', namely OA and OB, which are nevertheless in both cases obtained at 

maximum levels of satisfaction. 

Is there any reason to expect that such a static target income, as represented by 

OA and OB for the two groups, could be a real-world phenomenon? 

It is not unlikely that in those societies where change is negligible and slow, man 

has some well defined ideas as to the s tandard of living which he is willing and is 

expected to maintain. As pointed out by LEWIS (1955), the most important limitation 

on man's incentives is his limited horizon, and extra income may well yield him low 

marginal satisfaction. 

In view of the hard and monotonous physical work carried out by people on 

rather unbalanced diets, working under sometimes adverse climatological conditions 

and having modest material wants, it is not unrealistic to assume that leisure may 

have a considerable attraction. I t is often a scarce asset in these societies, as owing to 

the low level of productivity many days and long hours have to be worked in order 

to attain the level of output necessary for the farm family's maintenance. Besides, 

in particular societies work is often considered irksome not just because it is tiresome 

but because it carries the stigma of servility; therefore it should be done as little as 

possible. 

In low-income peasant farming, which is characterized both by a rather stagnant 

level of skills and by little change in " the state of preference and motives for holding 

and acquiring sources of income", this leads to a particular economic equilibrium 

at low levels of resource productivities (SCHULTZ, 1964, p . 30). This equilibrium is 

illustrated by points M and N. In a carefully executed field study it was attempted 

to show that such points of equilibrium, which could be interpreted as a target 

income, have indeed a real meaning (Chapter 6). 

This highlights the fact that the maximization of net returns or profits on farms is 

not necessarily a relevant concept. Neither is the notion that in heavily populated 

areas such as in India, available labour should be applied until the maximization of 

the gross output is reached, the last labour increment thus yielding an almost zero 

return. I t is a priori not possible to say to what extent economic opportunities will be 

exploited, as these may vary greatly. KUSUM NAIR'S observations (1962) on the In­

dian peasantry are illuminating in this respect. 

The 'maximization of profit' tenet is therefore not a necessary assumption, but 

merely an operational extension of the foundation axiom described above which has 

been found useful under western conditions. 

The economist is concerned with one specific aspect of social life : the economic 

aspect. This does not mean that in traditional societies, cultural, religious and other 

differences should be ignored, but it is the economist's task to explore whether 

"differences in work, thrift and industry related to economic activities can be handled 

as economic variables . . . " (SCHULTZ, 1964, p . 28). 

On e could imagine the existence of a basic or s tandard economic theory which has 

to provide an abstract analysis of purely economic phenomena isolated from the 

whole complex of social life. Derived therefrom, an operational theory applies the 

12 



rules or laws formulated by the basic theory to the concrete facts of economic life, 

investigating to what extent they are applicable10 . The latter theory may of neces­

sity have a limited scope in place and time. Rather than ignore the facts which 

cannot be explained in terms of a specific theory, the theoretician should question 

the basic postulates and devise a new system. This was precisely what was accom­

plished by KEYNES and some of his famous predecessors, who also relied on and made 

use of known concepts and tools which happened to fit into their new theoretical 

framework. "A plea for indigenous economics", as suggested by POLLY H I L L (1966) 

while describing peasant economies in West Africa, should therefore be given due 

consideration. 

Once the desired level of physical production (due allowance being made for 

various restraints) has been decided upon by a particular stratum of decision-makers, 

there seems to be no point in arguing that the actual production process is not carried 

out in a rational way, i.e. with the least wastage of effort and at the lowest possible 

cost. 

The above reasoning is based upon the foundation axiom of economics. If evidence 

is brought forward which runs counter to this axiom, the latter should be rejected. 

1.3.4 Standard economic theory and the role of quantification in 

(agricultural) economics 

In the previous section the term standard economic theory has been used. I t is 

necessary to explain now what is exactly meant by this notion. Broadly speaking, the 

basic elements a t the micro-level are the subjects of production and consumption, 

demand and supply and the study of prices, revenues and costs. I t would seem to 

be better not to define rigidly what exactly should be included and what left out. A 

pragmatic approach using operational theories seems preferable. For instance, a 

peripheral question such as the usefulness of Keynesian economics should be dictated 

by the validity of the set of assumptions under ad hoc conditions. 

I t is not merely the tenet of profit maximization which is under at tack; there are 

several other issues of s tandard economic theory under discussion about conditions oi 

low-income farming. 

Following BHATTACHARJEE and others11 , it has to be enquired whether production 

activity in traditional agriculture can be analysed as a techno-economic process; 

various elements of economic logic are also queried, such as those relating to the 

10 This notion was developed for application in tropical-colonial economies by VAN GELDEREN (1927). 
In his view economic theory operates on the basis of ideal-typical constructions, a fact which should be 
fully realized when the economics of societies, in which the effects of economic laws are obscured by 
a great number of non-economic factors, are being studied. 
11 See, for instance, GUPTA (1966) who also stresses the need for bold departures in the conceptualiza­
tion and understanding of India's agricultural conditions. 
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performance of the market mechanism (supply and demand) and the connected 

subject of the distribution of income. 

There may be limitations and constraints which throw doubt on the real usefulness 

of marginal analysis for handling problems of allocative efficiency in the use of re­

sources; this may especially be the case in respect of inequalities in the supply of 

resources. 

A number of these problems will be discussed in the following chapters. For the mo­

ment the discussion will be limited to just one of the above-raised subjects, bu t it is 

one which has a major bearing upon the present argument, namely the market 

situation regarding competition. Previously, it has been stipulated that an important 

element in economics is 'exchange'. Though not explicitly stated, it was assumed 

that the exchange of commodities is operated under conditions of perfect competition. 

Does this theoretical ideal tally with actual conditions in an agricultural economy? 

There are four conditions which have to be fulfilled to obtain perfect competition 

in both demand and supply, viz. : 

(1) products and services offered must be regarded as economically homogeneous; 

(2) there must be mobility in respect of production and productive resources; 

(3) from the point of view of both demand and supply there should be complete 

knowledge (and foresight) as regards prices ; 

(4) there should be a sufficiently great number of buyers and sellers who have no 

individual impact on the determination of market pricing. 

As pointed out by MARTIN (1958) the conditions of agricultural production, es­

pecially in low-income countries with their many small producers, are indeed reason­

ably close to those of perfect competition. 

Nevertheless, there may be several restrictions to free individual choice : for example, 

tribal taboos which restrict the choice of crops and the necessity of obtaining the 

consent of a spiritual superior to start a new planting season. Extreme imperfections 

may occur, as under certain rigid landlord-tenant systems, and immobility of re­

sources is often the rule. 

This has led to the belief that in many situations peasants really have no opportu­

nity to choose and that, therefore, their problems are of secondary importance to the 

economist. I t could, however, be argued that once these socio-cultural and technical 

limitations have been distinguished, there usually is some opportunity of choice left 

within the remaining production processes themselves. Even if there appears to be 

considerable immobility, as is often the case with land, additional data may shed 

light on the degree of choice and competition within the particular industry, though 

the presence of overall restrictions suggests the existence of imperfect competition 

throughout the whole economy12. In Chapters 5 and 6 examples are given. 

12 An illuminating example is given for Thailand by MUSCAT (1966). He shows that the rice market in 
that country is really competitive. The government's allegation that local merchants set low prices and 
put suppliers at a competitive disadvantage, proved untenable. However, government maintains its 
view as a justification for intervention. 
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Low-income farming deals for the most par t with problems at the micro-economic 

level. This represents a confrontation with a situation of decision-making, a large 

par t of which is concealed from the view, as agricultural production takes place 

behind the fences of the farm-firm-household entity. I t may be asked whether the 

theory of the firm is applicable here. How would this theory, which in its original 

form is considered empty or unrealistic by some economists13, stand the test under 

conditions of low-income peasant farming where a clear view into man's nature and 

behaviour is often impeded? 

This leads to the main argument, namely that it might be more fruitful to abandon 

this s tandard economic theory with its abstract t reatment of purely economic pheno­

mena, and to concentrate on the role of quantification in (agricultural) economics to 

solve the problems. I t may well be found in the end that there was not so much 

wrong with s tandard theory as with the measurement and analysis of the under­

lying data. 

The time when in the western countries a few rough departmental statistics were 

the only data available on the agricultural economy is not long past and in a substantial 

number of low-income countries this condition still continues. These circumstances 

are not conducive to the application of certain theoretical concepts. 

A preferable approach seems to lie in specific, problem-oriented studies in depth, 

which are carefully prepared and constructed and carried out in reasonably homo­

geneous areas. They should be conducted without the prime requirement to be 

directly useful for development policy, as long as they give a better insight into the 

problems to be solved. 

The many noteworthy developments in contemporary economics in the West have 

been quite impressive14. Whatever the achievements, the big challenge which looms 

large in our minds remains : how to use these new tools in an environment in which 

beliefs and values are so totally different. 

Moreover, agricultural economics, which is simply economics as applied to agri­

culture, generally operates in an uneasy environment. In stating the assumptions, 

one is forced to simplify matters considerably. There may be many functional and 

complex relations between the host of variables involved ; again, there are facets such 

as risks and uncertainties to be reckoned with. In the final analysis, a host of environ­

mental factors are simply left out. This predicament should not prevent tackling the 

broad issues of economic theory, problems of quantification and low-income peasant 

farming. As suggested earlier, the issues should be narrowed down somewhat and 

analysed more in depth. 

13 See, for instance, BOULDING'S attack on firm theory (1952). 
14 The development of game theory has made it possible to discover decision functions which are more 
meaningful in the face of risk and uncertainty; methods such as budgetting, programming techniques, 
factor analysis and production function analysis have proved to be extremely helpful in, for instance, 
production economics. The evolution of the computer has vastly improved the possibilities of handling 
complex systems in a quantitative way. 
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The present study is restricted to a set of hypotheses on labour in traditional agri­

cultural production. I t is precisely this subject which has given rise to so much con­

fusion and scepticism concerning the validity of classical and neo-classical concepts. 

I t appears to lend itself appropriately to the t reatment of the controversial problems 

outlined above; in grappling with this subject, it should be possible to answer, albeit 

only partly, the various allegations concerning the use of s tandard economic theory 

and analytic techniques in a low labour-income economy. 

1.4 Economic theory and labour productivity in low-income 
farming 

Though allocation of resources or the distribution of income in terms of marginal 

productivity theory has found acceptance by a number of economists, the economic 

aspects of wage determination have been questioned by others. The latter group 

holds the view that farm wages in low income societies are tradition-determined. 

This point of view seems especially to be borne out by the apparent conditions of 

labour redundancy and so-called 'disguised' unemployment in the low labour-

income sector of such an economy. 

In the light of this controversy the following questions on labour can be formulated : 

Is the productivity of labour a determining factor in wage formation and, if so, to 

what extent, and is it possible to treat the remuneration of labour as an economic 

variable in all circumstances? 

O n this subject several negative answers can be gleaned from literature. As 

HOWARD (1935, p . 189) stated, "wages (of the agricultural wage earners in low-

income countries) are customary . . . ; they scarcely change at all and are not indi­

cative of the current economic situation". 

Or , as MUKHERJEE (1960) has asserted: " . . . in an underdeveloped economy, as in 

India, the agricultural labour is a 'non-competing' group with other factors of pro­

duction . . . Here the allocation of total output among different classes of workers is 

more or less a matter of social convention . . . In this type of economy, agricultural 

wages have hardly been influenced by the utility of labour to the employer, . . .; O n 

the other hand, RICARDO'S Iron Law of Wages had been having full sway; the level 

of living of the tillers has been continually reduced by a system of 'sweating' ." 

From the outset, a sharp distinction must be drawn between labour's remuneration 

in the family farming enterprise (the self-employed) and the rewards of the outside 

worker, the agricultural labourer. The latter is given a wage which is paid in kind, 

cash or privileges or in a mixture of these. 

The labour pattern in low-income farming is generally characterized by the 

preponderance of family labour: the head of the household and his dependents. 

Moreover, systems of mutual self-help often exist among members of certain groups, 

and at different periods of the agricultural year these members assist each other in 
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smoothing out any congestion of labour requirements. 

A second pattern can be discerned in the employment of labour for wages. With 

regard to the labour market in these societies, employment of extra labour is a recur­

rent feature on peasant farms and it is a wide-spread phenomenon throughout the 

underdeveloped world. The two main reasons for hiring labour a re : 

( 1 ) the fact that the cultivated holding is too large for the available family labour to 

handle with existing techniques ; 

(2) the occurrence of a peak season; as HOWARD [op. cit, p . 110) states: "in crop 

work . . . operations expose the worker to the alternate tyranny of rush work and 

idleness in constant succession". 

The latter point is a general characteristic of the labour pattern in agriculture 

everywhere : the periodicity of the operations, which can be evened out to some ex­

tent (mixed cropping, irrigation, diversified farming) but cannot usually be evaded. 

In the following chapters the productivity of labour is related to both self-employed 

and hired agricultural labour. The analysis of the former category is difficult owing 

to the pricing of family labour. Full attention will be given to this question in Chapters 

3 and 4. As regards hired labour, its prices are usually known and its market is quite 

visible. Nevertheless, here too there are certain obstacles. When investigating the 

economic aspects of wage formation, it should be realized that only one particular 

factor of labour's rewards is covered. There are probably also a great number of 

social and environmental aspects which determine the pricing of this factor to some 

extent. To mention a few of them, such aspects as sex, age, race, caste, indebtedness, 

tradition and bargaining position may be involved. 

I t is indisputable that certain external factors, some of which have been already 

mentioned here, have a great bearing on the remuneration of human labour. These 

factors will be considered as the argument develops. Nevertheless, it should be en­

deavoured to make the economic aspects of both hired and self-employed labour in 

low-income peasant farming the subject of study as long as the economic factors 

provide simple and satisfactory answers to the questions posed. 

The forthcoming analysis is presented as follows. In Chapter 2 a review is given of 

wage theories as they have a bearing upon the concept of peasant farming in a static 

framework. The main emphasis is on hired labour, as this category has been given 

more or less exclusive theoretical attention by economists. A more general argument 

on labour remuneration is provoked by a discussion on the distribution of income. 

Chapter 3 presents a theoretical structure to cover the borderline case of under­

employment and its impact on the level of remuneration in low-income peasant far­

ming. A theoretical answer will be sought to the problem of the connection between 

labour productivity and wages and the problem of rationality in the case of self-

employed family labour. 

Before presenting results of field work pertaining to the issue under investiga­

tion there is the basic problem of measurement. What concepts are being used in, for 

instance, the measurement of labour and other factors of production and what 
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methods are followed? These related problems are treated in Chapter 4. In Chapters 

5 and 6 the results of those farm management data are analysed which have a bearing 

upon this subject. In Chapter 5 labour productivity is studied for a sample of peasant 

farmers in a heavily populated and rather poorly endowed area in Northern Nigeria. 

Chapter 6 presents a similar analysis for small-scale rice farms on the coastal plains 

of Surinam, South America. The concluding chapter deals with agricultural labour's 

role in a dynamic system of economic growth and development. 
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2 Wage theories and the distribution of income 

Labour, ' the greatest source of wealth', attracted early attention on the par t of 

economists. In the history of economic thought there have been many examples of an 

interaction between socio-economic conditions and the development of related theo­

ries. The labour theories which have come to the fore in times of slavery and serfdom 

differ from those evolved in periods when workers enjoyed greater freedom, in periods 

of stagnation or in periods of rapid economic growth. In the present western world, 

it appears that the structure of a general theory of remuneration is more or less 

complete but for a few details yet to be settled concerning bargaining between 

unions and employers. 

Before looking at the theoretical framework on which current thought on labour 

is based, it may be of more than passing interest to investigate those wage theories 

which arose from conditions such as prevailed in 18th Century Europe. Though 

conditions during this period concur closer with situations encountered in low-income 

countries today it is not contended a priori t hat the absolute and relative economic 

position of the developed countries in their pre-industrial phase are identical with the 

economic situation of the present low-income countries, the differences having been 

clearly highlighted by KUZNETS (1954). However, there are certain similarities and it 

will be useful to demonstrate them as the argument proceeds. 

At the end of the 18th Century, as Britain was just beginning its 'take-off', the 

peasant economy still loomed large within the national economies of that time. 

Hai fa century later the scene had changed: Britain had become an industrial nation15 

soon followed by other Western European countries. I t is within this period, and 

especially at its beginning, that SMITH, RICARDO and MALTHUS, the main exponents 

of the new school of economic thought, produced their economic views on society. 

Although many of these early economists were not categorical about certain tenets 

they developed (giving rise to apparently conflicting pronouncements), it is possible 

to draw from their statements some wage theories, which can be classified into two 

main types : the subsistence theory of wages and the wage-fund doctrine. 

SMITH regarded the aggregate income as being distributed between categories such 

as merchants, manufacturers, landlords and the working class people. But the out­

come of this distribution, which was dependant on the economic power and bargain­

ing strength of the various groups, was considered clearly fixed in advance. 

' KUZNETS (op. cit.) mentions a figure of 23 per cent, of the working force being in agriculture by 1841. 
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RICARDO was primarily interested in the laws which governed the distribution of 

the product or income (profits, wages, rent) among landlords and others, but the 

results were equally gloomy for the lower classes, as is apparent as an undercurrent 

in the following theories. 

2.1 The Subsistence Theory 

The subsistence theory proposed that wages per head tend to represent a minimum 

existence level, wages being equal to the amount of commodities necessary for the 

subsistence of a labourer and his family. This theory leaned heavily on the theory of 

population, which found its ultimate expression in MALTHUS' Essay, though, as 

SCHUMPETER (1961, p . 254) has shown, many of his predecessors in the 17th and 18th 

Centuries had already partly or wholly embraced this theory. This theory posed that 

any increase in wages above a socio-culturally defined subsistence level would induce 

labourers to have larger families. With an increased labour supply in a following 

generation there would be more competition for the available jobs, and as a result 

wages would drop to, or sometimes even below the subsistence level. This would lead 

to greater infant mortality and to postponed marriages. Though there might be a 

time-lag in either direction, in the long run wages would oscillate around this part i­

cular level. 

The subsistence theory of wages, with its links with the population theory, is a 

typical long-run theory: the supply would always be increased indefinitely if the price 

offered for it rose above a certain level. The demand for labour is not considered 

important, as Figure 2 shows. With O N as the subsistence minimum for worker and 

family and NN ' as the long-term supply curve of labour, it is shown that changes in 

demand have no lasting influence on the wage level. With dd and d ' d ' representing 

two demand curves for labour, the long-term equilibrium wage always equals ON . 

In ADAM SMITH'S days, apart from long-run population movements, it would have 

wage per worker 

number of workers „ . Q T-, . . . ., 
Fig. 2. 1 he subsistence theory. 
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been impossible for the workmen to obtain a greater share in the product, as their 

bargaining position was very weak: "The masters, being fewer in number, can com­

bine much more easily, and the law, besides, authorises or at least does not prohibit 

their combinations, while it prohibits those of the workmen. We have no acts of 

parliament against combining to lower the price of work, but many against combining 

to raise i t" (SMITH, ed. 1954, p . 71). 

M A R X did not accept the Malthusian theory of population. He contended, that the 

accumulation of capital with its concomitant progress in labour-saving techniques, is 

the cause of the creation of permanent structural unemployment. With the creation 

of a so-called 'industrial reserve army', brought about by the acts of the capitalists, 

there would be wage-depression, even on the short run. M A R X argued that NN ' , as 

presented in Figure 2, represented not only the long-run equilibrium wage rate but 

also the short-run one. 

Differences in wages between countries or regions, or different periods, were 

explained by both RICARDO and M A R X as being "determined by a traditional stand­

ard of life" ( M A R X ) . Or , as stated by RICARDO (ed. 1955, p . 52) " i t is not to be under­

stood that the natural price of labour, estimated even in food and necessaries, is 

absolutely fixed and constant. I t varies a t different times in the same country, and 

very materially differs in different countries". 

This kind of reasoning points out the weakness inherent in the use of this theory in 

an operative sense. In defining the subsistence theory in the manner of SMITH 1 6 , 

RICARDO and M A R X , one is almost accepting customary wages as an institutional 

datum, thereby abandoning any purely economic explanation of wage determination. 

In retrospect it can be understood quite well that such factors as an increasing 

population, constant techniques and/or diminishing returns, strong bargaining 

positions or the capitalistic system have, in a period of deep class conflicts, led to the 

adoption of this subsistence theory as a useful basis for explaining the economic forces 

operating in society. Corresponding conditions have no doubt led some economists17 

to believe that these Classical theories could be relevant in present-day low-income 

countries. 

2.2 The Wage-Fund Doctrine 

The question ignored in the subsistence theory, namely what determined the demand 

for labour, was answered by the Physiocrats and writers of the Classical School by 

reference to the theory of the revolving capital fund, from which the maintenance of 

the labour force was to be provided. The Physiocrats treated capital as consisting 

16 SMITH was doubtful whether this theory worked in all strata of a society: "But in civilised society it is 
only among the inferior ranks of people that the scantiness of subsistence can set limits to the further 
multiplication of the human species" (op cit., p. 59) 
17 See section 1.4. 

21 



simply of 'advances of wages'. Hence, it seemed natural to regard the demand for 

labour as being dependent on the existing stock of capital. In agriculture, the Physi-

crats' main domain of study, harvesting usually takes place once a year. If the share 

of one of the participants is enlarged, the others must obtain less. By analogy, the 

amount of funds to be spent on wages was also considered to be fixed. The wage level 

was simply found by dividing the amount of capital which was (according to the 

laws of competition) put aside by the capitalists for labour by the number of wage 

earners in the population. 

Though this would seem a rigid theory, the Classical writers did not rule out the 

possibility of economic growth. According to SMITH (op. cit., p . 62), with the growth 

of an economy (depending on capital formation), the wage fund would be enlarged 

and with a constant population higher wages could be paid : it is " in the most thriving 

countries or in those which are growing rich the fastest, that the wages of labour are 

highest", as demand for labour would be higher. 

However, SMITH'S view of the course of the economy was that, while the stock of 

capital would grow, the rate of profit for the entrepeneurs would fall. This was con­

sidered to be due to the competition of capitalists in the same t rade for labour, and 

the consequent rise in labour rates. The drying-up of investments would ultimately 

lead to a stationary state, in which the population has to remain constant as the wage 

fund has become fixed. 

For RICARDO also, the extent of profits depended on how much had to be put aside 

for the maintenance of the labour force. In his opinion, the "natura l tendency" of 

profits was to fall, for in the course of t ime food production would be more costly 

owing to the law of diminishing returns. Though technological innovations might 

counterbalance this trend, it was his contention that technological progress itself was 

also subject to diminishing returns. Thus, in RICARDO'S stationary state an equilibrium 

would be found for the fixed remuneration of productive factors which is similar to 

that of ADAM SMITH. However gloomy the prospects, by controlling population growth 

it would be possible to maintain a reasonable standard of living18. 

I t was not until late in the 19th Century, when some statistics on the subject be­

came available, that it was possible to disclose that, among people with a higher 

standard of living, the birth rate would not necessarily be higher. Population growth 

as an endogenous factor in economic development then began to lose its meaning, a t 

least in the western world. 

In the middle of the last century attention was drawn to the connection between 

wage level and efficiency, the principle that came to be known as the "economy of 

high wages". I t was discovered by employers in 19th Century England that higher 

wages did not merely mean a higher standard of living for the worker and his family, 

but they also immediately led to a higher efficiency. This was not surprising, as 

labourers at that time were often undernourished. Higher efficiency could also create 

18 For an exhaustive analysis of the Classicist's theories of economic growth and development, see 

ADELMAN (1961). 
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a higher demand for labour on the part of the employer. 

Thus a rise in wages was capable of affecting not only the supply conditions of la­

bour, but also the size of the Wage-Fund itself, " thereby shifting the demand for 

labour in the opposite direction again from what the sponsors of the Wage-Fund 

doctrine had assumed" (DOBB, 1948, p . 112). There were apparent shortcomings to 

this theory, as MARSHALL (1925, p . 544) pointed out : " ( the Wage-Fund theory) 

suggested a correlation between the stock of capital and the flow of wages, instead of 

the true correlation between the flow of the products of labour aided by capital and 

the flow of wages". 

These two theories may be considered as the two parts of the same theoretical 

body: the subsistence theory highlighting the supply side and the Wage-Fund doc­

trine stressing the demand for labour. I t appears that these theories, obviously based 

by economists on the experiences of their own society, are complementary to each 

other. Although they had been rigidly determined in their original form, they were 

defined more loosely in the course of time, as the real world was found to be more 

complex. 

2.3 The Marginal Productivity Theory and the distribution 
of income 

Though RICARDO admitted that in an ' improving' society the market wage might be 

above the natural wage for long periods, in the end wages would level off to a con­

ventional minimum. 

It was not until later in the 19th Century that wages were looked at from a different 

angle, viz., the relation between the value of the output which labour produces and 

the actual wage rate. This theory, derived from the utility theories of that period, 

stated that under conditions of perfect competition the money wage rate of every 

type of labour equals the physical marginal increment of the product due to the last 

increment of each type of labour applied multiplied by the equilibrium price of the 

product1 9 . 

There are also limitations to this theory. I t stresses the demand side on the assump­

tion that a certain supply of labour is seeking employment. I t is taken for granted 

that markets are competitive, bargaining and other institutional factors being largely 

ignored. Finally, it should be noted that the marginal productivity schedule varies as 

between the individual firm and the industry as a whole. In the latter case an expan­

sion of output may not leave the price of the commodity unaffected. 

A great improvement over the older theories is that it connects wages with the 

productivity of labour. This aspect had not previously been developed. 

19 In order to include both perfect competition and monopolistic conditions, the marginal product is 
given a more carefully phrased definition by using the term 'marginal revenue' product, since under 
monopoly conditions the fall in price affects the entrepreneur's total output. 
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Another important step was solving the problem of how the distribution of the 

total product accruing to rents, wages, interest and profit was regulated. This com­

plexity was clarified by the concept of marginal productivity. I t was J . B. CLARK, who, 

around 1890, developed a simple theory of distribution. In his model, wages and 

rents were taken into consideration, while it was assumed that constant returns to 

scale prevailed. 

As presented in Figure 3, with dd being identical to the marginal productivity 

curve for labour, employers would pay workers the equilibrium price P, which 

corresponds with the point where the supply line ss, representing the number of wor­

kers in the population, meets dd. All workers obtain the wage received by the last 

man added. The remaining portion, ABP, is the rent which accrues to the landlord. 

The total wage share is given by the rectangle. The figure clearly illustrates the con­

nection which exists between the total wage share and the wage level. This theorem 

of marginal productivities provided the clue to the problem of how factors of pro­

duction are priced in competitive markets. 

At this juncture it seems appropriate to pay some attention to this term 'pro­

ductivity'. 

'Productivity' is generally used to denote the ratio of the output to any or all of the 

associated inputs (KENDRICK, 1961). Ratios of output to particular inputs are con­

sidered as measurements of 'partial productivity', such as labour productivity. The 

latter can be defined as the ratio of total output per unit of labour. This ratio is an 

average product. I t can be determined by the size of the labour input and the volume 

of production. When interest is centred in the extra product added by one extra unit 

of input, this is defined as the marginal product. 

All inputs entering the production process affect the productivity of labour. I t is 

this interaction, the interdependence of the productivities of the various factors of 

production, which causes complications. If labour is the relatively scarce factor, the 

wage rate 

number of workers Fig. 3. The distribution of income. 
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marginal net20 product of labour will be high; if land/capital is in short supply, this 

will have a depressing effect on the marginal net product of labour. 

Moreover, the efficiency of the production process, the state of techniques and the 

underlying market situation (for instance, the distribution of consumers' demand 

between labour-intensive and capital-intensive products), all this will affect the 

productivity as well. 

Notwithstanding these complications it has been possible to assemble the input 

elements in a meaningful way into one theory of production. This is the concept of the 

production function, which gives the relation between inputs and output. The pro­

duction function has been an important instrument in bridging the gap between 

economic theory on income distribution and factor productivity, on the one hand, 

and real world conditions, on the other (DOUGLAS, SOLOW). In connecting these 

theoretical and practical elements, extensive use will be made of production function 

analysis in the following chapters, in which the productivity of labour is discussed. 

Returning to the wage theories developed by the Classical and Marginalists' Schools 

and their predecessors, it is conspicuous that, although these doctrines emphasized 

different aspects, neither gave a complete theory. I t was MARSHALL who finally tried 

to combine the forces which affect both demand and supply. Fie asserted that "wages 

are not governed by demand-price nor by supply-price, but by the whole set of causes 

which govern demand and supply" {op cit., p . 532). 

The " two blades of a pair of scissors", supply and demand (with particular re­

ference to labour), will be given separate t reatment below. This t reatment is based on 

partial analysis. After a more general introduction, demand and supply will be more 

specifically related to the agricultural sector of an economy. 

2.4 The demand for labour 

2.4.1 General remarks 

Since COURNOT the demand for a commodity has been considered to be a function of 

its price. The demand for labour (as a commodity) has a few peculiar features, in that 

the work of a labourer is usually not desired for its own sake but because it is to be 

used in the production of something else. As pointed out by MARSHALL, demand for 

labour is mostly a 'derived' demand. 

According to the marginal productivity theory the employer is willing to purchase 

labour as long as the 'net product of additional labour' (after allowance has been 

made for the extra equipment required by those employed) is equal to the prevailing 

wage rate. The marginal productivity theory is derived from the Law of Diminishing 

Returns, which states that an increased quanti ty of labour applied to a fixed amount 

20 After allowance has been made for incidental expenses. 
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of complementary resources will yield a diminishing marginal product. 

HICKS (1963, p . 323) holds the 'scale proportion' approach to be the best way of 

constructing a theory of demand for labour, this approach being another example 

of partial analysis. If, for instance, a particular kind of labour is only used in a certain 

industry, then a rise in wages will increase the unit cost of its particular product, 

which will cause an increase in its selling price. Less may be sold and the demand for 

this type of labour will then diminish, depending on the elasticity of demand for 

the product. In addition to the scale effect, the demand for this type of labour is 

affected by the resources which are substituted for labour. The presence of substitute 

inputs may be an additional reason for a fall in the demand for labour. 

Technical conditions may cause the short-run demand schedule to be inelastic; 

the same may apply to the demand elasticity for the final commodities produced. 

Thus, elasticity of demand is connected with the time factor, demand for labour 

being more elastic, the longer the period since the previous change in wages. 

As ROTHSCHILD (1954, p . 21) remarks " . . . the course of marginal productivity . . . 

rising smoothly and continuously up to a certain point and then falling off gradually, 

is only applicable to the long run, when enough time has elapsed to change and 

reorganize . . . so as to give the best combination with different sizes of the labour 

force". 

2.4.2 Demand for labour in agriculture in general 

The demand for labour in peasant agriculture, which is mainly met by the family labour 

force, is connected with the unavoidable periodicity of the operations. Whenever the 

family falls short of labour requirements, labour is hired either permanently or, 

more commonly, on a casual basis. This means that the labour demand schedule21 

often has a discontinuous character for both family and hired labour. Technical 

conditions are fairly rigid in agriculture generally. This is even more the case in low-

income countries where innovational changes are adopted slowly. 

In many instances the capacity point is reached quickly for each crop operation 

(say, weeding or harvesting) and subsequently the marginal productivity of labour 

drops sharply. This is illustrated in Figure 4, where the demand for labour will be 

inelastic between the levels AB and AC in the short run. 

There are extreme cases, such as mentioned by MUJUMDAR (1961, p . 65), in which 

cultivators visit their farms on only two occasions, namely for sowing and for reaping. 

If additional labour is necessary, it is demanded only for short periods, resulting in 

a discontinuous pat tern of demand. The cultivator's decision on marginal changes 

in the application of labour concerns both hired and family labour. However, hired 

labour is a more mobile resource and may provide an indication of the adjustment 

21 What is meant here is the demand as a function of time; changes in demand are expressed as a shift of 
the demand curve. 
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marginal productivity Fig. 4. The inelastic short-run demand schedule for 
labour. 

number of workers 

to price changes at the margin. The 'price' of hired labour is the farm wage rate, 

while the 'price' of family workers is not readily available. Further discussion on 

family and hired labour will be postponed until Chapter 3. 

The farmer's decision on the application of labour in agriculture is furthermore 

determined by the demand for labour in other occupations to which access is easy in 

the rural environment. The latter demand may constitute a considerable 'pull ' away 

from farm occupations. As in the case of hiring labourers, this involves marginal 

decisions. I t will be possible to discuss this point more fully later. 

Finally, it should be asked whether the demand for labour and its price is connected 

with the efficiency of labour. Do employers have a preference for the product of a 

special worker? We have already mentioned the principle of 'high wages', which 

states that productivity is both the cause and the effect of wage changes. Such a 

mechanism may be discernible in conditions of great poverty, when a wage increase 

has an immediate impact on the physical fitness of the worker. LEIBENSTEIN (1957) 

contends that such a relationship exists at present in low-income countries. In such a 

case it would also be beneficial to the employer to maintain reasonably high wages. 

I t is quite conceivable that such considerations are apparent in low-income 

agriculture, where landowners would benefit by maintaining their workers on such a 

basis. However, it is unlikely that such a link between wages and efficiency should be 

easily discernible under an agricultural system in which a multiplicity of employers 

and casual employment is the rule. The demand for labour is not prolonged enough 

for such concerted action. 

However, in agricultural systems in which 'attached labour' is a characteristic 

form of rural employment, as, for instance, in Korea, such a relationship might well 

be pert inent2 2 ( C H O , 1963, p . 59). 

22 When employer and attached labourer share the same pot, the wage-efficiency relationship may 
again be negligible. 
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2.5 The labour supply 

2.5.1 General remarks 

The supply of labour to be offered depends on its price on the labour market ; it is 

taken that labour will not be supplied below a certain level of wages23. The supply of 

labour has various components, such as the number of workers, the number of hours 

and the intensity of work, which is closely linked with the quality of the workers' 

effort. 

The number of available workers can usually be discerned from the size of the 

population. The secular supply curve of labour, i.e. changes in the size of population, 

has been considered by HICKS (op. cit., p . 2) and ROTSCHILD (op. cit., p . 37) as lying 

outside the scope of wage theory. There is reason to believe, however, that the secular 

supply curve is of importance for the conditions considered here; this point will be 

elaborated upon further in Chapter 3. For the present it will be sufficient to assume 

a population of a given size. 

The availability of workers will vary widely with the standard of living. In the 

case of a family near the subsistence limit, younger sons, daughters and adult females 

may be forced onto the labour market, while old people are compelled to remain in 

employment; longer hours may be worked or the intensity of work increased. A wage 

cut may lead to substantial increases in the aggregate supply but it may also lead to 

decreases in the number of labourers. The same applies to a rise in wages. 

In view of the number of cases of irregular behaviour on labour markets with 

special reference to low-income economies, it has been contented by authors such 

as BOEKE (1953) and M O O R E (1955) that low want schedules or a high preference 

for leisure are commonplace features and it has been maintained that the supply of 

labour is inversely related to the rate of wages. 

This phenomenon had already been noted in 18th Century England. As ADAM 

SMITH remarked: "Some workmen, indeed, when they can earn in four days what 

will maintain them through the week, will be idle the other three". But he added: 

"This, however, is by no means the case with the greater par t" , (op. cit. p . 73). 

As analysed by ROBBINS (1950, p . 237), the underlying basic pattern which high­

lights the phenomenon of irregular supply conditions is the fact that the supply of 

labour depends on the elasticity of demand for income. A rise in wages has both an 

income and a substitution effect24, and the irregular so-called 'backward sloping' 

supply curve should be read as a normal demand curve representing the demand for 

income in terms of effort25. 

23 In analysing labour-supply in this way, it is implicitly assumed that labour offers its services on the 
market. Workers (either industrial or agricultural) are all employed for wages. 
24 These effects go in opposite direction. 
25 That preference for leisure in the western world is increasing is clearly demonstrated by the length of 
the working week which has declined from about seventy hours in 1850 to forty hours in 1960. 
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In general, supply conditions are rigid on short-run, as far as numbers are con­

cerned. Institutional forces render it difficult for a great part of the workers to change 

jobs involving a change in wage rate. Within the family it is not very likely that house­

wives or school children will change their activities on the short run with an increase 

in the rate of wages. 

Supply, even on the short run, is less rigid when viewed in terms of the number of 

hours supplied. This is a particular feature in agriculture, where the length of a labour 

day is determined to a considerable extent by the urgency of the operations. 

2.5.2 The agricultural sector 

From the outset it should be made clear what is meant by labour supply in agri­

culture. This sector has a number of pecularities which mark it off from others. One 

of them concerns the supply of labour, which is partly offered on the labour markets 

(both agriculture and non-agriculture) but for the greater part submerged as an 

internal supply in the househould-farm business entity. 

In the agricultural sector the main factors influencing the supply of labour are 

the following: 

(1) Level of f arm income. Their farm income being small, members of rural communities 

are often forced to offer themselves on the labour market for hire in both the 

agricultural and the non-agricultural sectors. The size of the individual's agri­

cultural business and the level of income derived therefrom are thus da ta of 

overall importance. For instance, in some of the heavily populated parts of South 

East Asia a class of agricultural labourers has emerged which has little or no 

access to the cultivation of land. Few alternatives are open to them in the rural 

communities, and, since the agricultural seasons are short, the average worker 

secures employment for only a limited number of days in the year. 

(2) The time factor, viz. the uneven seasonal labour requirements which reflect the 

seasonal nature of most peasant farming. This factor gives rise to migrations over 

shorter and longer distances, and agricultural workers find employment either in 

other agricultural regions or in industrial areas. This factor is closely connected 

with the third factor. 

(3) Intensity of the family's [individual's) preference f or money over leisure. Labour allocation 

can be considered as an intermediate stage in the transformation of leisure into 

goods and services. The extent to which leisure is transformed into labour for 

some sort of product is greatly influenced by the cultural environment. The 

amount allocated, for instance, to agricultural production in relation to other 

activities depends mainly on the level of the availability of resources, technology 

and management (MELLOR , 1963), although the level of labour productivity is 

itself also an important factor. This mechanism has a world-wide implication but 

it should be of interest to study it in societies where environmental influences are 

believed to be strong. 
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