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i 
In SCHULTZ' antwoord op de vraag "why is traditional agriculture not substantially 
increasing its production?" wordt te eenzijdig de nadruk gelegd op de lage produk-
tiviteit van de in het produktieproces betrokken produktiefactoren. Het patroon van 
behoeften (waarvan 'leisure' een onderdeel is) zoals zich dit voordoet in het ver­
schijnsel van het streefinkomen, kan mede een belangrijke verklaring leveren voor 
een laag produktieniveau. 

T H . W. SCHULTZ : Economie Crises in World Agriculture. Ann Arbor, 1965 , Chapter I I . 
Dit proefschrift. 

II 
De door MELLOR en STEVENS gevolgde werkwijze bij de berekening van de marginale 
arbeidsproduktiviteit leidt tot onjuiste conclusies. 

J. W. MELLOR & R. D. STEVENS: The Average and Marginal Product of Farm Labor in 
Underdeveloped Countries. Journal of Farm Economics 38 ( 1 9 5 6 ) , pp. 7 8 0 - 7 9 1 . 
Dit proefschrift. 

I l l 
De door NURKSE, LEWIS e.a. gedurende de laatste vijftien jaar in de internationale 
literatuur gevoerde theoretische discussie over het onttrekken van het zogenaamde 
arbeidsoverschot aan de landelijke samenleving van lage-inkomenslanden is weinig 
vruchtbaar geweest. Meer nut kan verwacht worden van een praktischer aanpak van 
dit probleem. Daartoe kan de studie van de economische ontwikkeling van landen 
als Japan, Mexico en Taiwan een belangrijke bijdrage leveren. 

IV 
BALOGH'S kwalificatie van SCHULTZ' boek "Transforming Traditional Agriculture" 
(New Haven, 1964) als zijnde onwetenschappelijk lijkt veeleer van toepassing te zijn 
op BALOGH'S bespreking van genoemd werk. 

T H . BALOGH: The Economics of Poverty. London, 1966 , Chapter V . 

V 
Het groeiend onbehagen, dat volgens KOOL aanwezig is bij vele economisten wat 
betreft de mogelijkheid de westerse theorie op niet-westerse vraagstukken toe te 
passen zonder grote fouten te maken, lijkt slechts ten dele gerechtvaardigd. Dat in de 
toekomst aan de opvattingen van BOEKE opnieuw aandacht zal worden besteed is 
weinig waarschijnlijk. 

R. G. A. KOOL: L'agriculture tunisienne. Analyse d'une économie en voie de modernisation, 
(diss.). Wageningen, 1963 . Stelling I . 



VI 
De door STEVENS berekende vraag naar voedsel in lage-inkomenslanden gaat geheel 
voorbij aan de onderlinge afhankelijkheid van bevolkingsgroei en inkomen per 
hoofd der bevolking. 

R. D. STEVENS : Rates of Growth in Food Requirements During Economie Development. 
Journal of Farm Economics, 47 ( 1 9 6 5 ) , pp. 1 2 0 8 - 1 2 1 2 . 

VII 
De opinie van POLLY HILL, wat betreft Afrika, dat "The study of indigenous eco­
nomics was neglected during the colonial period and is contemptuously regarded by 
nearly all economists today" is juist. 

POLLY HTT.T,: A plea for indigenous economics. The West African Example. Economic Deve­
lopment and Cultural Change, 15 ( 1 9 6 6 ) , pp. 10-20 . 

VIII 
Voor een effectieve agrarische planning en landbouwpolitiek in Suriname is het nood­
zakelijk dat men een simpele landbouwboekhouding opzet, althans voor een aantal 
bedrijven van de belangrijkste typen. 

IX 
Ter bepaling van de omvang van de lage-inkomenssector in een dualistische economie 
is het niet voldoende de grootte van de sector 'klein-landbouw' te kennen. 

X 
Gezien het overwegend landbouw-technische karakter van het Netherlands Journal 
of Agricultural Science verdient het de voorkeur, in afwachting van een eigen land-
bouw-economisch tijdschrift, de daarvoor aangeboden sociaal-economische bij­
dragen voortaan eenmaal per jaar tezamen uit te geven. 

XI 
HEYN'S mening dat voor Nederland het cursorisch massa-college zo spoedig mogelijk 
integraal afgeschaft dient te worden is te weinig gefundeerd. 

F. A. HEYN: IS het lot van de massa-colleges bezegeld? Intermediair, 13januari 1967. 
F. A. HEYN: Het onderwijs aan de vooravond van een omwenteling. De massa-colleges zijn 
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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, Japan. Secondly, agri­
culture is the major economic activity and from 4 0 to 8 0 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. It 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 un(der) devel­
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). 
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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) *. 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 part of a socio-cultural 
nature; 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 literature indicates6. 

In the present study the applicability of standard economic theory is discussed with 

3 In a quantitative sense the subsistence sector absorbs usually between 5 0 and 9 0 % 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 2 5 % 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 bis 
"Economics and Economic Policy of Dual Societies", New York, 1 9 5 3 . It 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'. 
8 For a recent and balanced view of BOEKE'S importance as a pioneer exponent in theorizing dualism 
see YAMADA ( 1 9 6 6 ) . 

• For instance, see articles by DALTON ( 1 9 6 1 , 1962) , Voi&svietal. ( 1957 ) and MUKHERJEE ( 1 9 6 0 ) . 
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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 literature. 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 attribute to low-income peasant 
farming (or traditional farming) a number of common features which mark it out as a 
distinct entity and which provide a useful concept for economic analysis? 

It 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. 
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of production and the expenditure oh 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 
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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 
(GHAYANOV). 

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 literature 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 litde insight into the workings 
of primitive society. It 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 ( 1 9 1 6 ) . 
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provided by observed discrepancies between the actual and the logically rational 
behaviour . . . " (BHATTACHARJEE, 1966) . 

From the opposite school of thought B A U E R and Y A M E Y (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. It 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 him; 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 
N A S H ( 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 

1 0 



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. OP 
units of (a) can be produced with zero production of (b) and OP' 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 stratum of decision-makers, while I ' - I' represents 
a plane for a stratum 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) pig_ j . A simple decision model for income and 
leisure. 

leisure (b) 

9 The following discussion is a slightly modified version of the theory of subsistence farming, as presented 
by HEADY ( 1 9 5 2 ) . 
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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 standard 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. It 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 litde 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 equiUbrium, 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. It is a priori not possible to say to what extent economic opportunities will be 
exploited, as these may vary greatly. K U S U M 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). 

One could imagine the existence of a basic or standard 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 
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