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Chilean agriculture poOssesses some unique characterisﬁids in the.
Latin Amefican hemisphere. Its share of value added in domestic product,
during 1950—1964, has been the lowest of the continént, except for
‘VeneZUela, and half the Latin American average.l Furthermore, during the
éame period, Chile has.had the lowest employment share in agriculture,
with tﬁe exception of Argentina and Uruguay.2 Chiiean agriculture is alsé
‘uniqﬁe_in thét, unlike Peru, Mexico, and Bolivia, it has employed almost
exclusively a'creéle labor force, and that, unlike Argentina, this creole
elemené hgsrbeen kept in a semi—se;f condition up to thé decade of the
1960's when its gradual emancipation ﬁas started,
The role of agriculture in Chilean economic development has
changed ddring the 1840-1965 period,

‘ Three subperiods of agricultural érowth can be conceived. The first
starts in 1840 and ends wiﬁh the incorporation of the nitrate provinces of
Tarapacd and Anfofagasta to tﬁe Chilean economy afte; the War of the
Pacific in 1880. The second périod starts with the end of the War of the
Pacific and ends with the Great Depression in'1930; Finally, the third
period starts with the beginning of the Great Depression and. lasts up

to 1965. _ - SRR

1

UNECLA, Economic Survey of lLatin America, 1964 (E/CN. 121, 498/

“Rev. 1, 1964) Table 23, p. 36.

2

FAO, Production Yearbook. 1960, pp. 19-20; 1965, pp. 21-22.
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The First Period: 1840-1880.

A. The Témporarv Boom of Aericulture.

During the first perioq agricultué;kplayed a key role as a sector
providing employment, as a ;ec£§r providing a -surplus tb be used for in-
vestment in other sectors, and, to a lesser extent, provided part of the
revenues for the_governmént's budget.

Chile and Argentina can be compared, during this period, to the
Eaéf éﬂé West of the United States, Chile, like the East, developed early.
and first and the relatively rich regions of the Central Valley provided.

a base for an export sector tﬁat supplied the then Peruvian provinces of
Tarapacé and Antofagasta, the United States during the gold rush, and

even Australia, By 1875, thé rural éépulation had reéched a level of one
millionland three hundred and fifty thousand pefsons which was approxi-
mately equal to the by noﬁ defunct Indian population of two centuries

ago.1 There éxists ro evidence thét there Qas a lack of exploitable
agricuitural iand, gnd, up to 1880, new lands were incorborated into culti~-
vation even though they ﬁere of increasingly lowef-quality.

The Chilean export boom ended during the middle of this period.

The accepted view in Chilean economic history blames the protectionist
policies of the United States, the opeﬁing of Panama Caﬁal zone; and fhe
backwardness of the Chilean landowners fér the ﬁniméressive pérformance .“

of the agricultural sector ever since the end of the first period. With

the exception of Francisco Encina,2 the Dean of Chilean historians, all

*

For an interesting and detailed discussion of the substitution of

~the Indian by the "white'" element and the demographic problem see Migueli
- Cruchaga's Estudio Sobre la Organizacién Econdmica v la Hacienda Publica
de Chile, Tomo Primero, (Madrid: Editorial Reus, S.A., 1929) pp. 457-540, -

2
See Francisco A, Encina, Nuestra Inferioridad Econdmica, (Santiago,
Chile: Editorial Universitaria, S.A. 1955), pp. 19-33.
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Chilean and foreign economists and historians have failed to consider the
all too obvious and pervasive role of Argentina in te%minating Chile's
) .

am%itions to become a major agriCUltufgl exporter,

Argentina, with a cultivablé sdrface.teh times larger thén the
~Chilean one1 and its exceptionally rich Pampgan areas, was‘to Chile what
the West was to the East in the United‘States. As tﬁe rich Argentinian
pampas were opened, Chilean agriculture collapsed temporariiy, shrunk
and retreated to cater to thé domestic market, In épite of the adverse
circumstances, it succeeded in maintaining a favorable trade balance.
The role of agriculture as a dynamic, strategic sectof, however,
was passed én from Chile to Argentina and has never been recovered., Pro--
minent Chileaﬁ families moved over the Andes to the Afgentinian side and,
while cqntributiﬁg to the neighboring country's economic growth, were
permanently lost for Chiie.2 Eﬁen'today there egists a heavy seasonal
and short-term migration of agriculfural workers from Chilg to Argentina,

The decline of the relafive im?ortance_of Chilean agriculture in
the southern tip Qf the continent was matched by a paréllel transfer of
"growth funétions" from agricultufe to mining ﬁithin the economy. Never
in recorded history did agricultural exports even approach mining exports
in value terms, and even during the preéént period; the majority of

government revenues originated from foreign trade rather than directly

L

from agriculture.
Land ownersﬂip did and still provides political, social and economic

power in Chile, and a small creole element has been véry successful in’

1Ibid.

2R1d., P.

21, . _ S |

Francisco Encina, op. cit., pp. 19-25.
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keeping this source of power to itself. However, at -least during.the
presént period, there is no indication thqf this power was being misused
even though, it must be adhittgd, it was faf’0ut of proportioﬁ to the

sector's contribution to income and employment., Paradoxically, land-

“lords were. free traders insofar as agriculture went, mainly because pro-

tection was not needed, but protectionists insofar as industﬁy was con-

cerned, since tariff protection transferred the tax burden from any specific

sector to the consumers and producers as a whole,

. The First Period: 1840-1880,

B. The Aristocratic Aecriculture,

Agricultgre in Chile has béen an aristocratic sector. In its
social standing, economic structure, polit;cal influence and set of values
the aristocratic element has left an all too evident mafk. As a social
institution, the Chileaﬁ 1aﬁd tenure system finds its roots in Roman law,
the Middle Ages, and more appafently,'the Rennaissance system of Spain,
Germany, and France.

The landowner in Chile performs numerous functions normally rele-

gated to the aristocracy. In his function as a patrén, he cares for the

-

inquilinos making for them the decigions>a human being in a éociety is
normally responsible for. 'Hg, not them, 1is responsible for theéir health,
housing, political affiliatién,veducation, and iﬁterests. Since, up to
récent years, the majority of the inquilinos had been illiterate and

lacked any connectiqn with the outside wofld, they'were extremely dependent

and grateful to the landowner for his willingness to represeﬁt.them in

#

A
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all these onerous activities which required education, knowledge, and
upbringing, and for which they'afe neither intellectuéily nor mentally
prepared. For the '"peace'" and tranquility enjoyed &hcy had té pay a

¢

high price in terms 6f income. The patron had fhe desire and background
to satisfy the most urgent needs of his non-related depéndents, bringing
a doctor from the city; paying for’the hospitalization of a worker, and
iﬁ rare cases, educating an exceptionally bright child.
| - ‘ ““Interference by the patron into the life of his inquilinos was
minimal, except when he took to liking a pretty girl and turned her into
his concubine, The cultivation of the patronage system has been so
strongly ingrained in Chile that it appears now also in the urban sector
and is most obvious in governméntJ industry, With the household servants,
but also in general between rich énd poor.

The outstanding result of having an'aristocratic framework in
the rurai sector has been preservation.of the status quo both’within the
agricultural ;ector, but also its transfer to the urban sector. The
status quo ha; to be interpréted mainly iﬁ relative terms, Although both
the level of‘education and asPirations of the c&ﬁponent social.groups are
.likely to change, the aristocratic pattern of life maintains and prolongs

the existing relative social status of each social group. Upward social

and economic mobility have been effectively blocked both because acquisition

s -~

of land requires substantial previous accumulation of wealth, especially
when the. fundos afe involved, and also because better employment oppor-
tunities requiring fpecial education are closed, To the inquilinos, °
their subsistence.levei of income prevents saving, and the inability of
_acduiring land érevents thevuée of excess labor to improve output qualit&,

augment productivity, and increase the capital stock in agriculture. The

. stratified social system, where entry to good schools and better education
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is closed to lower social strata, has blocked the paths that would permit

improvement in’social status.

| Chilean aristoéracy, even though ;éferred to és landed and agri-
cultural, has always been an urban one that branched out into agriculture.
“-During the colonial and éarly independence years, this ‘move was dicgated
by economic factors, and the aristocracy used the resource surplus from
its,gstatés to pursue its urban functions. Most of the Chilean arispoc;acy
Qgéd hi;ed administratprs to.manage the estates, a move thét permitfed it
to be urban in the-winter, rural in the summer. During.the present period
the.landed aristocracy "branched out" to industry, mining, and services,
Since,-however, there existed no compelling qunomic, social, or political
reasons to withdraw from land, the aristocracy maintéined a'stroné hold
over it and turned this ownership into an unparalleled source of political‘
power and prestige.

The impact of the agricultural sector upon overall growth has
‘been, therefore, according to ﬁost analysts of the Chilean.séene, a pre-
“ dominantly sbciological one. The following quotes are typical of a
massive literature that has used this sociological influence to blame
the Chilean landlords from practically alllills of fhe Chilean economy.

Thus, Chile is characterized by a

"unique agrarian society characterized by an extreme land .
monopoly and a sharply marked social stratification".!l .

"The .middle class, . . . ., came to life contaminated
with the stigma of the patrdn system. First it was inspired
by a desire to emulate and blend with the aristocracy, It
was a class in transit towards the privileged caste."

7/

1 - : | ‘
George McCutchen McBridge, Chile: Land and Society (New York:
American Geographical Society, 1936), p. xvi.

2 : : ' :
Carlos Dévila, of his forward to McBride's book, Ibid, p. xvii.

R AT i
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“"The chief accusation that could be made against
the landowners and political bosses is not that they
succeeded in perpetuating a system in whicl all the ad-
vantages were on their side, but that they made such
poor use of it. . . . They established an "order", but
certainly not such as was deserved by the centuries of
loyalty, humility, and self-denial of the Zutanos,"1
The preservation of an antiquated land tenure system has been a
yrsymptom, as well as a cause, of a sluggish agricultural sector. During
this period, however, there existed no "agricultural problem', since popula-
tion'grgwth was mild, agriculture satisfied domestic needs, and both tax

revenues and foreign exchange were made available to government and the

economy by the mining sector.

The Second Period: 1880-1930Q.

The Mining Bonanza and the Relative Decline of Aericulture

The incofporation of the rich mining p;ovinceé éf Tarapacéd and
Antofagasta into Chilean territory with tﬁé War of the Pacific stréngthened
the forces and accelefated'the process leading to.a weakening, or even re-
versél, of agficﬁlture's "growth functions'",

Although the country continued to export some agricultural pro-
ducts and, overall, remained self-sufficient in food, 'some of the previously
important functions of agriculture were transferred to mining, services
and industry. Mining became a major source of employment, especially
since extraction of nitrafe utiiized labor intensive techniques, The
nitréte boom led to a heavy migration of agricultural workers from the |,
Central Valley to the North ;ausing a profit-reducing rise in agricultural

wages which the sector could ill afford,2 especially in view of the rapidly

Ibid., p. xviii.

1)

See Francisco Encina, gp. cit., p. 19-30.
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declining international pricés,fbr wheat and .other cercals. Furthermore,
instead of being a source of investibie ngds, agriculture became in-
creasingly dependent on thé gold, Silver and nitrate booms for the funds
needed to carxy out an investment program,.

It is fairly accurate to say that Chile was never an agrérién,
rural~based economic system. The urban population in 1865 was only 28.6
per cent of the total.2 - However, a substantially higher share was
located in centers which relative to the total population and in their
functions wére urban rather than rural. While, however, the urban centers
did indeed braﬁch out into agricﬁlture out of.necessigy ué to 1880,
during the presenﬁ period the.urban Egnters_shifted/their.dependnnce from
agriculture to mining. By 1885, the urban population had increased to
41.7 per cent of the total and in 1930 this share had risen to 49.4
per cent, ox almost half the population, Urbanization was both induced
and fa;ilitatgd by the massivé traﬁsfer of resources from mining to ser-

vices and industry, and necessitated'by the exhaustion of easily exploitable
new land, it is very unlikely thét agriculture in 1930 contributed more
than 20 per cent of the domestic product. And, in view of tﬁé fact that
it supported half of the total populétion, it would be unrealistic to

expect it to make a major contribution in the form of investible funds,

-t

even 1f we suppose that 50 per cent of agricultural value added went to

the_landowners.t

1

L
Even though, during this period, agriculture made a trivial con-

tribution to government revenues, earned a relatively small amount of

D, 23.

Iy

1 . . ' '
Francisco Encina, Ibid.,

2 .

Urban population was 520 thousands out of a total of 1,819
_thousand inhabitants in 1865. For detailed information, see Statiatical
" Appendix, Table IIA1f2, p. A-89, '




-9~

foreign exchange, and contributed no more than 20 per cent of the domestic

| - S
product, it still remained the single most important source of employment

’

in the economy employing around 40 per cent of the labor force, Dis-

_‘enchantment with agriculture increased steadily and was caused by the ex-

tremely low labor productivity levels in the sector. In spité of the

absence of a resource transfer out of agriculture, however, the invest-

ment coefficient of the economy soared to an all-time high of 30 per cent

of.the domestic product during the decade of the twenties. This invest-
ment was financed directly and indirectlybby the mining sector, and an
unequaled ‘in Chileaﬁ economic history level of foreign capital inflows,
-Altﬁough agricultural production grew. as rapiﬁly during this
period as it did both during the previous and subsequent ones, there is
little diSCusgion about stagnation and its backwardness, as the export-
oriented expansion of the mining sector permited the economy to grow, in
spite of a weak agriCUltﬁfe, and agricultural surplus funds'are not
needed for sobial_overheéd and cother investment. Morerimportant than
that, nevertheless, is the very fact that before 1930 populatibn growth
was half as rapid as after 1930 and ﬁherefore'the demand for food and
agricultural products was substantially émaller and could be satisfied“

with its existing rate of growth.
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The Third Period: 1930-1965.

Acriculture as a Bottleneck Sector.

At least momentarily, after 1930, iE seemed as if agriculture
would recover some of the functions it had before 1880, Sin;e th¢ mining
,sector'collapsed.during the Great Depression, the economy was forced:to
coqsider more cafefully the possibilities of strengthening some of agri-
culture's contributions to growth. In additioﬁ, for the first time, Chile
had”to f;ce up to the possibilit& of a shortage in food products as arre;
_ sult éf a combined population and income growth that exceeded the histori-
cal rate of increase in agricﬁltural output,

~Unforturately, by 1940, the relative importance of agriculture

had been reduced §o'drastica11y that the poésibilities bf turning it into
a sector releasing a SUbSténtial amount of resources either to cover govérn—
‘ment expenditures or for investment were extremely limited. Valueradded
generated in agriculture was only 15.6 per cent of the gross national
product in 1940, and this share progressively fell to 13.5 per cent in
1950, to 11.6 per cent in 1960, and to only 9.9‘per cent in 1964. Al-
though the céntribution of agriculture to value added declined secularly
in relative terms, its relative contribution to employment remained sub-
‘stantially higher throughout this period. Agriculture employed 37.4
per‘ceﬁt of .the total labor force iﬂ 1940, 31.9 per cent in 1952, and -
29.4 per cent in 1960.1 A resource release was made even more difficult
by the fact'that in 1940 aériCQlture, which earned less than oAé sixth

of total income, had to support a rural population which was close to

lSce Statistical Appendix, Table IIA2a6, pp. A-160 to A-165. ' | |

2See Statistical Appendix, Table ITA1£f2, p. A-89. Rural popula-

, tion was 47.5 per cent of the total population in 1940, 39.8 per cent in 1958,
~and 31,8 per cent in 1960,
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half of the total population. .By 1960 it had to support approximately
one-third of the total population, even though it earned only one-tenth
of total income. - v S

Even if agriculture could release as much as 50 per cent of its

value added to government in 1960, these resources would cover less than

15 per cent of total government expénditures, which amounted to approxi-
mately 33 per cent of the gross domestic product. However, a transfer
of resources from agriculture to the rest of the economy did take place.

Agriculture was squeezed both {rom the output and input side as prices

‘received by producers declined secularly, as the inflation accelerated,

and also as the input prices that agriculture had to pay increased more
rapidly than the priceé for its final‘productg. Value added in 1961
prices has remained almost constanf Between 1955 and 1965, in spite of an
annual rate of growth of 2,2 per cent in the quantum of agricultural
output. Thus, even though the,épparent-magnitude of resources released
and the'apparebt tax burden carried by agriculture have been minimal,
the dnguisea ;esource release achieved thfough price manipulation has |
been considerable. The induced decline in the welfare of the rural popula-
tion was maﬁched by a rise in the\con5umption standards of the urban
middle classgs but failed to have a beneficial éffect 6n the gconomy's
overall propensity to save and investment 1evé1; It can be said that
with more favorable agricultural prices the share of agriculture's value
added wouldrbe closer‘to 20 per.cent than to the actual 10 per cent of
the domestic prodﬁct. - ' ) ’
’Sincé 1930, t%e externél menace from Argentina which Chilean
.agficulture facea during 1850-1900, was replacgd by an internal menace.t.

This menace came from the middle classes., During the 1880-1930 period
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lords would benefit from it, is likely to take place in the near future.

~12-
the urban middle classes had grown rapidly along with industry and ser-

vickes. Furthermore, the massive transfer of resources from the mining

#

“sector to the urban Center of Chile perﬁitted them to enjoy high income

and consumption standards. These classes suffered a substantial income

reduction when this resource transfer from mining dried up as a result

of the Great Depression. They were, therefore, in no mood to accept

‘ the additional sacrifices which higher agricultural prices, needed for

mdre rapid growth, would bring about. The landed aristocracy accepted
low prices forragricultﬁre in return for a continued control over lénd
and p;eservation of an admittedly backward lérd tenure systei.

;Aavefsé pricing poiicies for agriculture and an antiquatedylénd
tenure system, phenomena for ﬁhich both the.middle classes and the landed
aristocfécy are responsible, gavé rise to an increasing foreign trade
deficit in food since'l955; The middle classes have developed the
Ystructuralist school" which has been uséd to éffectively,pfevent the
introduétiéﬁ of the necessary price stimuli to the agricultural sector as
long as the highly.unequal diséribution of land ownership is maintained.
Fortunately for Chile, the land tenure problem is being solved. The
massive infusion of resources into Chilean agriculture, which has beeﬁ

always necessary but never accomplished because supposedly only the land-

-7

Even though such a policy will entail a substantial income sacrifice by
a major segment of the. urban population, the expected long run benefits,
justifies this sacrifice. Even such policies, however, can not completely

reverse a trend of continuous relative decline in agriculture and give

this sector an overall comparative advantage which it definitely does not

possess within the Latin American context.
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Qutput and Productivity in Agriculture

- The broad contours of Chilean agricuitural growth were described
in the first part of this paper, In the present section I want to dis-

cuss more systematically some topics concerning the notions of output

. and productivity in agriculture which are crucial in understanding the

linkages between agriculture and overall growth, agriculture and serQicés,
and agricuiture and industry, |

—  -A fundamental characterisfic of aériculture in Chile is that
its output is composed of: |

A, Commodities

B, Services
“Agricultural commodity output consists of:

1. Food
2. Intermediate Products and

3. Capital goods
and is produced by combining labor, and possibly capital goods with land.
Furthermore, agricultural services consist of two major categories:

‘1, Complementary Production Services

2. Autonomous Services
"Complementary production services'" are those being necessary for

the production of the agricultural commodity output‘and.include transport,
trade, storage, repairing and maintenance and so forth. 'Autonomous"
agriculturéi services are those directly'cbgsumed by rural households,
such as education; ownership of dwellings, health, entertainment and
various household services and produced by agricultural labor. .

. The interdependencg between the marginal productivity of agricul-
~tural labor in food production (MPF) and the marginal productivity of agri-
'-cultural labor in services (MPS) is illustrated in Figure 1. The under-

, standing of this interdependence will be facilitated by a short explanaticn

of this figure,
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‘towards points E, F, and onwards, The downvard section of the MP

"MP of farmers engaged in "complementary production servicas!

~15-
The MPF ofilabor isvde%cribed by the line ABHK which has its

first segment, ABH, in the upperrquadrant, and its §econd segment, HK,

iﬂ the lower quadrant., There }s very,litfie reason to axpect-that MPF

would ever be allowed to become negative., + Rational farmers have two

“alternatives open in prevénting a negative marginal product in food pro-

duction. Unnecessary or detrimental labor can be shifted out of commodity

into service production, and, furthermore, 'some services can be relied

upon to either reorganize production, such as to prevent a negative pro-

duct, or actively promote teqhnological change and thusvshift the MPF

curve upwards and to the right,. Thus, while it can be logically impossible

to prevent a negative MP_ in a commodities-only model of the agricultural

F'
sector, introduction of the possibility to produce services makes the HK

section of the MPF curve rédundant.

_The MPS of agricultural labor is described by the curve FCLM,

In contrast to the MP_ curve, the MP

F curve has a downwards z3 well as an

S

upwards sloping section, The MP

S rises as we move away from point 0

S curve, )

therefore, reflects a rising marginal product, This phenomenon can be
explained as follows. First, increased agricultural production will re-
quire an increased amount of "complementary production” or '"supporting'

services, - It is reasonable to expect that farmers performing these -

services will have a constant productivity, or a productivity corres-

-

ponaing.tO'the one in food production. As a consequerce, serQices_are
produced simultaneously with food, and the relative value added at the
outset would be determined by the ratio of OF to 0A. Whether or not-the-
" is constant
or slowly declining after the OF level, it is very likely that this pro-

ductivity will fall to zero when MP_ reaches point H. Seccrd, as total

F
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preted in différent ways. Since productivity is normally measured for
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. declines, there is more food

agricultural food production rises, but MPF

available to support people engéged in the production of "autonomous"
sgrvices, such as health, education and so forth. Furthermore, declining

. .

MPF is also likely to induce or even push people into the latter type of

sexrvice production,

Thé MPS of agriculturai labqr,starts decliniﬁg for two reasons.
First, when the MPs in complemgnfary production services deélines; and
sééond;iwhen) with rising tofal populatioﬁ.and a declining per capita
caloric intake, the effort farmers can put into service production is
reduced. |

L Thus, there exists a substantial employment range where labor's

-total productivity (MPF + MPS)’ which is illustrated by the curve NSR

in the upper quadrant, s mildly rising or almost constant. This area
is shown by the distance (G on the horizontal coordinate, Total MP of
labor at point 0, which is measured by the distance AF, or ON is almost

identical with the MP at point G, where it is measured by the distance

.BC, Only after employment has passed (G does the total MP start to fall.

This decline is rather sharp up to point S, but tapers off subsequently
over the SR range of the joint marginal productivity curve.,

The simultaneous production of goods and services can be inter-

o

the duration of a year, one interpretation would suggest that all the
workers spend part of the year producing goods and the rest producing
services. This may not necessarily be efficient, and as evidence from’

the Chileanlagricultufal sector suggests, there are three types of labof.

-One which is engaged throughout the year in food production, another which
‘is engéged throughout the year in service production,,and a third which

+ either produces simultaneously both or spends part of the yeér in food
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and the rest in service production. The advanced degree of specialization
wiﬁhin the fundo and hacienda gives rise tgﬂthe first two groups, while
seésonal employment requirements and the presence of the landless gégggiggg

(farm laborers) give rise to the third. Tﬁe degree of specialization

"within the agricultural sector between goods and service production is

apparently influenced very strongly by the type of land tenure system,
“There exists another distinction of value added in agriculture

which is quite parallel to the one between goods and services, Output is

»

divided into the component measured in the national éccéuﬁts and the com-~
péneﬁt that remains unmeasured, While it is true that the major part of
unmeasﬁfea agricultural value added is in services, it is not true that
éllbservice value added in the sector remains unmeasured. Thus, attempts
have been made to make estimates of the value of the ownershib of dwellings
within agriculture and include them in tﬁe national acéounts. These
attempts have met a limiged degree of success in Chile. The majority of
fhe unmeasure§ va1ue added in agriculture is also-related to nonmonetary

transactions.

Whether unmeasured, nonmonetary, or predominantly in services,

. this non-food output within the agricultural sector determines the welfare

of the farmers and has to be considered ;henever interéectoral productivity
comparisons are made, and also when the opportunity cost of moving labor™
6ut of agriculture is being considered, 1In Figure 1, the "food-wage—rate"
is equal to (W when employment equals CG; however,rthe total real income

is likely to be substantially higher and could possibly equal BC, The
presence of a high service value-added component explains the need to

éay urban wages that are substantially higher than the rural "food wages'',

However, it does not follow that urban monetary wages have to be'eqﬁal to,

'say, CG, if agricultural employment is 0G. They can be lower if farmers
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moving into the cities obtain part of the services they originally pro-

duced themselves free from the State, if they obtain new services free

~and these compensate for the services lost, if they are able to continue

; : P ]
producing within their household some of these services, or if they de-
rive some new amenities by living. in the cities which compensate for the
loss of the service-real-irncome they enjoyed in agriculture.

Statistical evidence in Chile suggests that the ratio between

the agricultural labor force engaged in food production and that ehgaged

in service production is in the neighborhood of two,

The presence of the joing-output phenomenon described in Figure 1

has numerous implications, As already mentioned, MPF can fall to zero
vwhile the joint food-service MP of agricultural labor is positive. As
a consequence, while the so-called institutional, or food-wage-rate, is

G4, the real wage rate when employment is equal to OV is OW, This result

>
is obtained by postulating aﬁ upward sloping supply curve of agricultural
labor beyond the area (G. Héwevér, even if the ;upply curve of agricul-
tqral labor coﬁtiﬁues to be perfectly elastic .beyond the 0G employment
level, the wage réte will remain constant éue to market rather than in-
stitutional factors,

The wage rate which fﬁe industrial sectof has to péy to agricul-
tural labor dependérpn the level of eméloyment in agriculture, In Chilé]

there is no evidence that the MP

i
[]

close to zero., As the degree of specialization in the economy rises and

[

F of agricultural 1ab6r has ever been
also as a result of technological change, the MPF curve shifts to the
right along with the MPS curve., However, the more rapid shift of the .
MPF curve slowly reduces the distance between the ABH and the NSR
curves, until, in a state of perfect specialization, MPS of agricultural

labor falls to zero.
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The welfare position of the agricultural worker rises, when'his

Mp_, rises, only insofar as it exceeds any induced reduction in MPS’ other.

F

things being equal, Furthermore, the increase in MPF which is induced

by a rise in the degree of specialization within the economy will.be

4

_accompanied by an increased demand on the part of the agricultural-

sector for services from elsewhere. Thus, any resource release by agri-~

culture, whether in the form of labor or final output, will not be

accepted unless a substantial share of it 'is allocated in the production

_of services, A resource release by agriculture will also develop as it

becomes increasingly advantageous to specialize in the production of food
énd raw materials and give up the production of "nqn~fopd” agricultural
cbmmoditiés. | |

The degree of joint production of food and services changes over
tiﬁe as the degree of specialization in the'econowy increases, As a re-
sult the production possibility,curves are slowly transformed from DAE,
to FBG, to HCI, as shown on Figure 2.

Equilibrium is reached at points A, B, and C, with Succéssively
lower service output and Successivél§ higher food output. -This movement

from point A, to B, to C is associated with a reduction in the share of

"overhead labor", i,e.,, those permanently employed on the hacienda, such

as the.ihguilinos, to total labor, This structuraltchange is achieved .
by increasing the share of "yariable lébor", namely afuerinos, which is
employed in agricultural'production onlf during the seasonal peak in
production. - _ : | : !

At early stages of.development, agriculture produces both food
and services because it has the labor to produce the services it needs,

but also because it can not obtain these services from elsewhere. As

the economy grows, however, it becomes less and less efficientsto produce
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services internally, and fdrthermore, migration of labor out of agriculture
deprives the sector of this "surplus labor"., Some of the complémentary
production services'will be internally produced for some‘time, but higher
income levels make it necessary for agriéu{ture tq depend on the specialized
production of éutonompus services, such as héalth, education, repairé
and entertainment, from thelrest of the eéopomy. Even a day may come
when household servants on the farm become correctly classified as "hduée-
hbld‘servants“ rather than farmers.

In Chile, the degree .of internal service and capital goods pro--
duction in agriculture has declined only sloﬁly‘between 1840 and 1965. A
substantial part of cépitai formation in "construction" and "other" is
internally generated and escapes to a substantial degree the ﬁational
accounté. The highly stratified and historically specialized organiza-
tion of production has prevented any substantial reduction in the service com~
ponent of agricuitural output.“In 1960, Chile had reached 2 critical -
point in iﬁs dévelopment process, The.commodify'sectors, both rural and
urban, were absorBing énly a €egligible amount of the additions to the
labor force. In such a context, the désirability of a labor movement
from rural to urban areés could not be détermined by simply comparing

the relative productivity levels in industry and '"food agriculture'". The

- .

standard cé&parison between industrial énd agricultural éroductivity in'
food has to be complemented by the "new comparison” of urban to rural
labor productivity in service;u ‘This second sect;on of this paper has ,
toﬁched some criticél points concerning labor productivity in rurai

sexrvices in an attempt to make the aforementioned "new comparison"

meaningful and possible,.
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