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FOREWORD 

Roughly 1 . 6  b i l l i o n  p e o p l e ,  40 p e r c e n t  o f  t h e  w o r l d ' s  popu- 
l a t i o n ,  l i v e  i n  u rban  a r e a s  t o d a y .  A t  t h e  b e g i n n i n g  o f  t h e  l a s t  
c e n t u r y ,  t h e  u rban  p o p u l a t i o n  o f  t h e  wor ld  t o t a l e d  o n l y  25 m i l -  
l i o n .  According t o  r e c e n t  Uni ted  Na t ions  e s t i m a t e s ,  a b o u t  3.1 
b i l l i o n  peop le ,  t w i c e  t o d a y ' s  urban p o p u l a t i o n ,  w i l l  be  l i v i n g  
i n  urban a r e a s  by t h e  y e a r  2000. 

S c h o l a r s  and p o l i c y  makers o f t e n  d i s a g r e e  when it comes t o  
e v a l u a t i n g  t h e  d e s i r a b i l i t y  o f  c u r r e n t  r a p i d  r a t e s  o f  urban growth 
and u r b a n i z a t i o n  i n  many p a r t s  o f  t h e  g l o b e .  Some see t h i s  t r e n d  
a s  f o s t e r i n g  n a t i o n a l  p r o c e s s e s  o f  socioeconomic development ,  pa r -  
t i c u l a r l y  i n  t h e  p o o r e r  and r a p i d l y  u r b a n i z i n g  c o u n t r i e s  o f  t h e  
T h i r d  World; whereas  o t h e r s  b e l i e v e  t h e  consequences  t o  b e  l a r g e l y  
u n d e s i r a b l e  and a r g u e  t h a t  such  urban growth s h o u l d  b e  slowed 
down. 

A s  a means of  a n a l y z i n g  u r b a n i z a t i o n  a s  w e l l  a s  economic de- 
velopment  problems i n  l e s s -deve loped  c o u n t r i e s ,  Kazushi  Ohkawa, 
a l e a d i n g  economis t  i n  Japan ,  o u t l i n e s  a d u a l i s t i c  model f o r  
Japan .  The model i s  i n t e n d e d  t o  d e s c r i b e  t h e h i s t o r i c a l  economic 
e v o l u t i o n  o f  t h i s  c o u n t r y  and t o  i l l u s t r a t e  i t s  s i g n i f i c a n c e  a s  
a long-term development  p r o c e s s .  

Recent  p a p e r s  i n  t h e  P o p u l a t i o n ,  Resources ,  and Growth 
S e r i e s  a r e  l i s t e d  a t  t h e  end o f  t h i s  r e p o r t .  

Andre i  Rogers 
Chairman 
Human S e t t l e m e n t s  
and S e r v i c e s  Area 





ABSTRACT 

Th i s  paper b r i e f l y  e x p l a i n s  t h e  concept  of  d u a l i s t i c  devel-  
opment, t h e  coex i s t ance  of modern and t r a d i t i o n a l  s e c t o r s ,  a s  
observed i n  Japanese  economic development. I n s t e a d  of  cons ider -  
ing t h e  t r a d i t i o n a l  components a s  r e s i d u a l s  o f  an economy, t h e  
au tho r  focuses  on t h e  a c t i v e  r o l e s  t h a t  t h e s e  e lements  have 
played and d i v i d e s  t h e  h i s t o r y  of Japanese  economic development 
i n t o  f o u r  phases ,  d i s t i n g u i s h e d  by t h e  d i f f e r e n t  c h a r a c t e r i s t i c s  
of  t h e s e  r o l e s .  According t o  t h e  au tho r ,  t h e  expe r i ence  of Japan 
could  have r e l evance  t o  contemporary developing n a t i o n s .  

A s  an  example of a p p l i c a t i o n ,  t h e  a u t h o r  proposes  t h e  u s e  
o f  " s u b j e c t i v e  e q u i l i b r i a ' '  f o r  s tudy ing  i n t e r s e c t o r a l  mig ra t ion  
wi th  t h e  e x i s t e n c e  of s u r p l u s  l a b o r  i n  t h e  t r a d i t i o n a l  (or r u r a l )  
s e c t o r .  
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DUALISTIC DEVELOPMENT AND PHASES: POSSIBLE 
RELEVANCE OF THE JAPANESE EXPERIENCE TO 
CONTEMPORARY LESS-DEVELOPED COUNTRIES 

1. INTRODUCTION 

This paper intends (i) to explain briefly the concept of 

"dualistic development" and "phases" which are derived from Japan's 

historical experience, and (ii) to illustrate its significance in 

interpreting the long-term development process. I believe that 

this may have possible relevance to the analysis of the problems 

of contemporary less-developed countries. 

Let us begin with citing a paragraph from the Comparative 

Analysis (C.A.) Project Report to the Economic Planning Agency * 
(1977) on a relevant topic. 

The initial phase (Phase I) is characterized by an 
accelerated growth of the traditional sectors and 
the dependence of the initial growth of the modern 
sectors on the traditional economy. An independent 
growth of the modern sectors characterizes Phase 11, 
which started by the time when the growth potential 
of the traditional sector faced constraints. Phase 

*This Project has been carried out as a group study at the 
International Development Center of Japan (IDCJ) in the past 
three years in collaboration with the Economic Growth Center, 
Yale University. The full title of the reports is J a p a n ' s  H i s -  
t o r i c a l  Deve lopment  E x p e r i e n c e  and t h e  Contemporary  D e v e l o p i n g  
C o u n t r i e s :  I s s u e s  f o r  Compara t i v e  A n a l y s i s ,  hereafter referred 
to as C.A. Project Reports. 



I11 i s  d i s t i n g u i s h e d  from Phase  I1 i n  t h a t  t h e  modern 
s e c t o r s  now become dominant  i n  t h e  e n t i r e  economy. 
The t r a d i t i o n a l  components become minor ,  t h e i r  d e v e l -  
opment b e i n g  r a t h e r  s u p p o r t e d  by t h e  modern s e c t o r s .  
By t h e s e  a l t e r n a t i n g  i n t e r a c t i o n s  between t h e  t r a d -  
i t i o n a l  and t h e  modern s e c t o r s  (and components) ,  t h e  
t h r e e  major  p h a s e s  o f  J a p a n ' s  development  a r e  e s s e n -  
t i a l l y  unders tood  a s  a h i s t o r i c a l  sequence  o f  segments ,  
e a c h  o f  which b e i n g  d i s t i n g u i s h e d  from t h e  o t h e r .  The 
p r e d e c e s s o r  h a s  a growth mechanism and s t r u c t u r e  which 
p r o v i d e  p r e p a r a t i o n  f o r  t h e  f o l l o w e r  i n  a c o n t e x t  of  
d u a l i s t i c  development .  

The t e r m s  " t r a d i t i o n a l "  ( T )  and "modern" (M) s e c t o r s  t h a t  

appear  i n  t h e  c i t e d  p a r a g r a p h  a r e  h i s t o r i c a l  i n  n a t u r e .  The con- 

temporary  development  phenomena a r e  a l s o  g r a s p e d  i n  t h e  h i s t o r i c a l  

sequence  from t h e  pre-modern e r a  ( t h e  p r e - p o l i t i c a l  independence  

p e r i o d  f o r  most o f  t h e  contemporary  LDCs i n  t h e  non-Western w o r l d ) ,  

d u r i n g  which t h e  socioeconomic  s t r u c t u r e  was o f  a t r a d i t i o n a l  

n a t u r e  even w i t h  t h e  e f f e c t s  o f  c o l o n i a l i s m .  Dur ing t h e  q u a r t e r -  

c e n t u r y  pos twar  development  s i n c e  t h e  pos twar  p o l i t i c a l  indepen- 

dence ,  t h e  m o d e r n i z a t i o n  took  p l a c e  a t  a f a s t  pace  w i t h  unprece-  

d e n t e d  scale i n  t h e  T h i r d  World. And y e t ,  t h e  t r a d i t i o n a l  com- 

p o n e n t s  i n  t h e s e  c o u n t r i e s  s t i l l  remain dominant ,  though t o  a 

v a r y i n g  d e g r e e .  The d u a l i s t i c  development  i n  t e r m s o f  i n t e r a c t i o n .  

between t h e  t r a d i t i o n a l  and modern components i s  t h u s  more o r  

less a g e n e r a l  phenomenon i n  a number o f  LDCs. T h i s  i s  p a r t i c u -  

l a r l y  i m p o r t a n t  when t h e  c o u n t r y  a t  i s s u e  h a s  i t s  l o n g  h i s t o r y  

and i t s  i n d i g e n o u s  s o c i o c u l t u r a l  s y s t e m  h i s t o r i c a l l y  i n g r a i n e d  

a s  d e e p l y  a s  i n  A s i a .  Here w e  have t h e  r e a s o n  why t h e  d u a l i s t i c  

development  i s  chosen a s  t h e  b a s i c  n o t i o n  o f  t h e  model f o r  J a p a n ,  

and why i t s  development  p h a s i n g  can  a l s o  have  p o s s i b l e  r e l e v a n c e  

t o  t h e  contemporary  d e v e l o p i n g  n a t i o n s  d e s p i t e  a number o f  d i s -  

s i m i l a r i t i e s  t h a t  c a n  b e  found when t h e s e  c o u n t r i e s  a r e  compared 

w i t h  t h e  1 9 t h  c e n t u r y  e x p e r i e n c e  o f  Japan.  * 

*For a d e t a i l e d  d e s c r i p t i o n  o f  t h e  r o l e  p layed  by t h e  t r a d -  
i t i o n a l  components i n  J a p a n ' s  c a s e ,  see Rosovsky and Ohkawa (1961) 
and Nakamura ( 1 9 7 1 ) .  



2 .  DUALISTIC DEVELOPMENT 

I t  i s  n o t  i n t ended  t o  p rov ide  an  o v e r a l l  h i s t o r i c a l  p i c t u r e  

of  J a p a n ' s  development which cove r s  ove r  a  c en tu ry .  I n s t e a d ,  w e  

aim a t  forming a  development model d e r i v e d  from it. To do s o ,  

an a r t  of  t y p i f y i n g  o r  s t y l i z i n g  a c t u a l  h i s t o r i c a l  expe r i ence  i s  

r e q u i r e d  i n  p a r t i c u l a r  because o f  t h e  b i g  "ad hoc" e f f e c t s  o f  ex- 

ogenous and/or e x t e r n a l  c o n d i t i o n s  such a s  wars and i n t e r n a t i o n a l  

environments.  L e t  us f i r s t  c l a r i f y  t h e  concep tua l  pro,blem in -  

volved and weigh i t s  s i g n i f i c a n c e  i n  o u r  t h e s i s .  

Because o f  t h e  h i s t o r i c a l  n a t u r e  of  t h e  n o t i o n  of  " t r a d i t i o n a l  

v s .  modern" w e  do n o t  have a  s t a t i s t i c a l  sys tem-which e x a c t l y  cor -  

responds  t o  t h i s  dichotomy i n  t h e  conven t iona l  n a t i o n a l  accounts .  

To be o p e r a t i o n a l  i n  e m p i r i c a l  s t u d i e s ,  t h e r e f o r e ,  p r o x i e s  a r e  t o  

be used and t h e s e  a r e  most e f f i c i e n t l y  made by u se  of  t h e  conven- 

t i o n a l  n a t i o n a l  accounts  w i t h  supplementary s t a t i s t i c s  such a s  

l a b o r  employment and popu la t i on .  Such an  inconvenience ,  however, 

would be c a n c e l l e d  o u t  by i t s  a l t e r n a t i v e  advantage:  t h a t  i s ,  

i t s  c a p a b i l i t y  of d e a l i n g  w i th  a  development p roces s  n o t  unduly 

s e p a r a t e d  from noneconomic f a c t o r s  t h a t  r e f l e c t  t h e  ind igenous  

s o c i o c u l t u r a l  sys tem h i s t o r i c a l l y  b u i l t  i n  each coun t ry  under  re- 

view. 

B a s i c a l l y ,  t h e  dichotomy i s  made i n  t e r m s  of  t echnology ,  i n -  

s t i t u t i o n s ,  and economic behav ior  ( i n  a  narrowly d e f i n e d  s e n s e ) ,  

s o  t h a t  t h e  s e c t o r s ,  t r a d i t i o n a l  and modern, a r e  a  composi te  o f  

t h e s e  components. I t  i s  u s e f u l  and conven i en t  t o  use  a  n o t i o n  of  

"hyb r id"  i n  o r d e r  t o  c a t e g o r i z e  an  i n t e r m e d i a t e  combinat ion.  

P a r t i c u l a r  a t t e n t i o n  i s  drawn t o  t h e  importance o f  t h e  i n t e r r e l a -  

t i o n  between i n s t i t u t i o n s  and technology.  For example, a  n o t i o n  

o f  dua l i sm,  a  wide ly  p r e v a i l i n g  n o t i o n  i n  Japan ,  i s  d e f i n e d  usu- 

a l l y  i n  t e r m s  o f  d i f f e r e n t i a l s  o f  p r o d u c t i v i t y  and/or wages be- 

tween i n d u s t r y  and a g r i c u l t u r e  and/or  between l a r g e - s c a l e  and 

s m a l l - s c a l e  f i r m s  w i t h i n  i n d u s t r y  ( e s p e c i a l l y  manufac tu r ing ) .  A 

dua l i sm d e f i n e d  t h u s  narrowly i n  on ly  economic t e r m s  d i f f e r s  from 

ou r  h i s t o r i c a l  s e t t i n g ,  a l t hough  between t h e  two t h e r e  i s  no i n -  

c o n s i s t e n c y .  The economic dua l i sm is  a  p a r t i c u l a r  a s p e c t  o f  t h e  

d u a l i s t i c  development,  which t e n d s  t o  t a k e  p l a c e  i n  Phase I1 i n  

ou r  phas ing .  Fur thermore ,  t h e  i n t e r r e l a t i o n  between technology 



and i n s t i t u t i o n s ,  which o p e r a t e s  behind such  a n  economic d u a l i s m ,  

is r a t h e r  t h e  major  components o f  t h e  d u a l i s t i c  development  ( f o r  

a  d e t a i l e d  d i s c u s s i o n  see Ohkawa, 1 9 7 2 ) .  

The t r a d i t i o n a l  se t  o f  t echno logy  and i n s t i t u t i o n s  i s  one of  

t h e  major  i n i t i a l  c o n d i t i o n s ,  g i v e n  a t  t h e  i n i t i a l  d a t e s  o f  modern 
economic growth ( P E G ) .  The i n i t i a l  c o n d i t i o n s  a r e  accumula ted  

r e s u l t s  o f  premodern h i s t o r y .  A t  t h e  t i m e  o f  M e i j i  R e s t o r a t i o n ,  

1868, t h e  h e r i t a g e  o f  Tolugawa F r a  had c o n s t i t u t e d  s u c h  a  t r a d i -  

t i o n a l  se t ,  r e f l e c t i n g  J a p a n ' s  s o c i o c u l t u r a l  sys tem.  I n  r u r a l  

d i s t r i c t s ,  f o r  example,  s u c h  a  se t  d i d  e x i s t  and worked w i t h  t h e  

communal s t r u c t u r e  c o n s i s t i n g  o f  h i e r a r c h i c a l  ( v e r t i c a l )  and mutu- 

a l l y  s u p p o r t i n g  ( h o r i z o n t a l )  e l ements .  J a p a n ' s  development  o f  

a g r i c u l t u r e ,  b o t h  i n  t h i s  p a t t e r n  and mechanism, c a n n o t  be  f u l l y  

i n t e r p r e t e d  w i t h o u t  pay ing  due a t t e n t i o n  t o  t h e s e  t r a d i t i o n a l  

components. I n  o t h e r  Asian  c o u n t r i e s ,  l i k e w i s e ,  a  s p e c i f i c  com- 

munal s t r u c t u r e  i s  p r e s e n t  which may have b o t h  s i m i l a r i t i e s  and 

d i s s i m i l a r i t i e s  t o  J a p a n ' s  c a s e .  However, t h e  p o i n t  h e r e  i s  t h a t  

such  a  t r a d i t i o n a l  sys tem i s  i n i t i a l l y  g i v e n  t o  t h e  -?lEG o f  each  

n a t i o n  and t h a t  t h e  p a t t e r n  o f  t h e  development  p a t h  d u r i n g  subse-  

q u e n t  MEG w i l l  be  s t r o n g l y  i n f l u e n c e d  by t h e s e  i n i t i a l  c o n d i t i o n s .  

Much h a s  been s a i d  a b o u t  t h e  economic and noneconomic l e v e l  

o f  i n i t i a l  c o n d i t i o n s  o f  Japan  and contemporary  d e v e l o p i n g  na- 

t i o n s .  The C.A. P r o j e c t  h a s  c o n t r i b u t e d  t o  e n r i c h i n g  o u r  know- * 
l e d g e  i n  t h i s  r e g a r d .  What w e  would emphasize h e r e  i s  t h a t  t h e  

t r a d i t i o n a l  components d e f i n e d  above do c o n s t i t u t e  t h e  major  body 

o f  t h e  i n i t i a l  c o n d i t i o n s  s o  f a r  a s  t h e  " i n t e r n a l "  f a c t o r s  a r e  

concerned .  

The t r a d i t i o n a l  s o c i o c u l t u r a l  sys tems  have  o f t e n  been t h o u g h t  

o f  a s  a  r e s i s t a n c e  t o  o r  a  r e s t r a i n t  on mee t ing  MEG's r e q u i r e -  

ments .  Modern iza t ion  i s  t h u s  c o n c e p t u a l i z e d  a s  a  mere p r o c e s s  

o f  r e p l a c i n g  a l l  t h e  t r a d i t i o n a l  components ( t e c h n o l o g y ,  i n s t i -  

t u t i o n s ,  and economic performance)  by modern components. From 

t h e  s t a n d p o i n t  o f  development  s t r a t e g y ,  w e  c a n n o t  s h a r e  s u c h  a  

* I n  p a r t i c u l a r ,  see C h a p t e r  1 ,  " I n i t i a l  C o n d i t i o n s :  Yea- 
s u r e s  of  Economic L e v e l s  and S t r u c t u r e s  and T h e i r  I m p l i c a t i o n s , "  
C.A.  P r o j e c t  Repor t ,  March 1976, and Chap te r  1 ,  " I n i t i a l  Condi- 
t i o n s :  F u r t h e r  Examinat ion  - S o c i a l  C o n d i t i o n s , "  C.A. P r o j e c t  
R e p o r t ,  March 1978. 



view. F i r s t ,  f o r  a  l a t ecomer  n a t i o n  o f  non-Western o r i g i n ,  

"modern" i s  t o  be i n t r o d u c e d  from abroad  and t h e r e  i s  no premise  

f o r  f i n z i n g  a  b a l a n c e  2nd harmony between t h e  c o n f l i c t i n g  r e q u i r e -  

ments of  i n d i g s n o u s  v s .  modern components.  The r e s t r a i n t  h e r e  

may bz t h a t  t h e  former  d e t e r m i n e s  t h e  l a t t e r .  On t h e  o t h e r  hand,  

w e  must pay a t t e n t i o n  t o  t h e  r e v e r s e :  t h a t  i s ,  t h e  l a t t e r  b r i n g s  

f o r t h  " d e s t r u c t i v e  e f f e c t s "  on t h e  former .  Second,  development  

i s  a  l o n g  p r o c e s s  and t h e  m o d e r n i z a t i o n  s t r a t e g y  needs  s e r i o u s  

c o n s i d e r a t i o n  o f  t h e  t i m e  d imension.  For a  c o n s i d e r a b l e  t i m e  

segment ,  t h e  r o l e  t o  be  p l a y e d  by t h e  t r a d i t i o n a l  components,  o f  

c o u r s e  w i t h  improvement and m o d i f i c a t i o n ,  c o n t i n u e s  t o  be i n d i s -  

p e n s a b l e .  T h i r d ,  and t h i s  i s  most i m p o r t a n t ,  a  much more p o s i t i v e  
r o l e  which can  be  p l a y e d  by t h e  t r a d i t i o n a l  components h a s  been 

r a t h e r  i g n o r e d  i n  t h e  p a s t  i n  development  s t r a t e g y  c o n s i d e r a -  

t i o n s .  Viewed from t h i s  l a s t  p o i n t ,  J a p a n ' s  h i s t o r i c a l  e x p e r i -  

ence  d e s e r v e s  p a r t i c u l a r  a t t e n t i o n .  

A s  h a s  been touched upon above,  t h e  n o t i o n  o f  a  d u a l i s m  h a s  

widely  p r e v a i l e d  i n  J a p a n ' s  i n t e l l e c t u a l  c i rc les .  So a l s o  h a s  

t h e  c o n c e p t  o f  h i e r a r c h i c a l  ( v e r t i c a l )  s t r u c t u r e  o f  t h e  J a p a n e s e  

s o c i e t y ,  mentioned above.  These a r e  c o n c e p t u a l i z e d  i n  compari-  

son w i t h  t h e  Western ( i d e a l i z e d )  model. For  example,  t h e y  s a y  

t h a t  h e r  d u a l i s t i c  s t r u c t u r e  i s  a n i q u e  t o  t h e  J a p a n e s e  economy, 

b e i n g  symbol ic  o f  hc2r economic backwardness.  W e  would n o t  2eny 

such  an a s p e c t  i n  i t s  h i s t o r i c a l  s e t t i n g .  However, it i s  more 

i m p o r t a n t  t o  e v a l u a t e  such a  s t r u c t u r e  a s  a  r e a s o n a b l e  p a t t e r n  

of  a d a p t a t i o n  t h a t  J a p a n  made t o  h e r  own i n i t i a l  c o n d i t i o n s  f o r  

MEG, which w e r e  much more u n f a v o r a b l e  a s  compared t o  t h o s e  o f  

Western n a t i o n s .  A d e t a i l e d  e x p l a n a t i o n  o f  t h e  development  o f  

a g r i c u l t u r e ,  based on t h e  fami ly  farm, and o f  medium-small s c a l e  

i n d u s t r i e s  s i d e - b y - s i d e  w i t h  t h e  growth o f  modern s e c t o r s  may n o t  * 
be needed h e r e .  The e s s e n t i a l  p o i n t  i s  t h a t  t h e s e  s u g g e s t  a n  

e f f i c i e n t  a l l o c a t i o n  and u s e  o f  r e s o u r c e s  w i t h  r e s p e c t  t o  growth 

and employment. 

* I n  a d d i t i o n  t o  a  number o f  r e l e v a n t  c h a p t e r s  c o n t a i n e d  i n  
t h e  C.A. P r o j e c t  R e p o r t ,  !larch 1976-1978, i n  t h i s  r e g a r d ,  see 
Ohkawa and Tajima (1976) and Akino, Ohkawa, and Yamada (1977) . 



3 .  DEVELOPMENT PHASES 

I n  t h e  p a p e r  c i t e d  above :on  p h a s e s  of deve lopmen t ,  w e  se t  t w o  

p r i m a r y  l andmarks ,  t h e  y e a r s  1916-1920, a n d  1958-1962, i n  de-  

m a r c a t i n g  t h r e e  m a j o r  deve lopmen t  p h a s e s  f o r  J a p a n .  Here Phase  

0 ,  which  c o v e r s  t h e  y e a r  o f  M e i j i  R e s t o r a t i o n ,  1868 and  1885,  

t h e  y e a r s  f rom which  P h a s e  I o f  MEG began ,  i s  added .  T h i s  i s  

d e f i n e d  a s  t h e  " t r a n s i t i o n "  p h a s e .  

Phase  0  i s  a n  i n i t i a l  i n t e r v a l  d u r i n g  which  t h e  i n s t i t u t i o n a l  

r e f o r m s  and  i n n o v a t i o n s  r e q u i r e d  f o r  MEGare t o  be c a r r i e d  o u t  

b a s e d  upon s e c u r i n g  s o c i o p o l i t i c a l  s t a b i l i t y .  The y e a r  when 

m o d e r n i z a t i o n  was se t  a s  t h e  n a t i o n a l  o b j e c t i v e  i s  d e m a r c a t e d  

a s  t h e  b e g i n n i n g  d a t e  o f  MEG i n  o u r  p h a s i n g .  T h i s  d e f i n i t i o n  i s  

of a  s o c i o p o l i t i c a l  r a t h e r  t h a n  a n  economic n a t u r e  b e c a u s e  e v e n  

b e f o r e  t h a t  d a t e  some modern economic components  a l r e a d y  had  been  

d e v e l o p e d  i n  many c o u n t r i e s  ( i n  J a p a n ' s  c a s e ,  t o w a r d s  t h e  e n d  o f  

t h e  Tokugawa E r a ) .  The new i n s t i t u t i o n a l  s e t - u p  c o v e r s  wide  

f i e l d s  r a n g i n g  from a d m i n i s t r a t i v e  and  f i n a n c i a l  t o  s o c i a l .  Every  

n a t i o n  n e e d s  t h i s  p h a s e  b e f o r e  it c a n  r e a l l y  i n a u g u r a t e  t h e  gen- 

u i n e  PEG. However, i t s  l e n g t h  may v a r y  w i d e l y ,  due  t o  a  d i f f e r -  

e n t  p o s s i b i l i t y  o f  o b t a i n i n g  s o c i o p o l i t i c a l  s t a b i l i t y ,  and  a  t a s k  

o f  i d e n t i f y i n g  t h e  e n d  o f  Phase  0  may b e  more d i f f i c u l t  f o r  LDCs 

t h a n  f o r  J a p a n ,  which  c a n  b e  p l a c e d  a t  t h e  e n d  o f  t h e  ~ a t s u k a t a  

d e f l a t i o n .  The d a t i n g  f o r  t h e  e n t i r e  p h a s e  p e r i o d  i s :  

Phase  0, f rom 1868 t o  a r o u n d  1885 ( a r o u n d  17 y e a r s )  

P h a s e  I ,  f rom a r o u n d  1885 t o  1915-1919 ( a r o u n d  3 2  y e a r s )  

P h a s e  11, f rom 1915-1919 t o  1958-1962 ( a r o u n d  4 3  y e a r s )  

P h a s e  111, from 1958-1962 on  

The t a s k  o f  i d e n t i f y i n g  t h e  band o f  y e a r s  a s  t h e  landmark  

o f  d e m a r c a t i n g  p h a s e s  i s  o f  a  t e c h n i c a l  n a t u r e .  I t s  d i s c u s s i o n  

h a s  been  g i v e n  i n  t h e  p a p e r  c i t e d  a b o v e  and  w i l l  n o t  b e  r e p e a t e d  

h e r e .  Only t h e  b a s i c  c r i t e r i a  a r e  o u r  c o n c e r n  h e r e .  They a r e  

t h e  c o n d i t i o n s  and  f a c t o r s  r e s p o n s i b l e  f o r  f o r m i n g  t h e  p a t t e r n ,  

s t r u c t u r e ,  and  mechiznism o f  deve lopmen t ,  d i f f e r e n t  f rom o n e  p h a s e  

t o  a n o t h e r .  T h i s  i s  a  g e n e r a l  r u l e  a p p l i c a b l e  t o  any  k i n d  o f  



phas ing .  A s  h a s  been mentioned i n  t h e  i n t r o d u c t i o n ,  i n  o u r  c a s e ,  

t h e  b a s i c  c r i t e r i o n  is  t h e  way o f  i n t e r a c t i o n  between t h e  t r a d i -  

t i o n a l  and modern components i n  forming p a t t e r n s  and mechanisms 

of growth. 

I n  o r d e r  t o  " t r a n s l a t e "  t h e  T  = M t h e s i s  of  a  h i s t o r i c a l  

n a t u r e  i n t o  an  a n a l y t i c a l  frame,  q u a n t i f i a b l e  i n d i c a t o r s  a r e  

r e q u i r e d .  The pace  o f  c a p i t a l  accumula t ion  i n  t h e  modern sec- 

t o r s  and t h e  change i n  t h e  l a b o r  supp ly  ( t o  t h e  modern s e c t o r s )  

s i t u a t i o n  o f  t h e  t r a d i t i o n a l  s e c t o r s ,  w e  b e l i e v e r a r e  t h e  essen-  

t i a l  phenomena i n  s e l e c t i n g  t h e s e  i n d i c a t o r s .  The pace of  cap- 

i t a l  accumula t ion  i s  b a s i c  t o  MEG and i s  i n d i c a t i v e  o f  r a t e  of  

changes i n  t h e  demand f o r  l a b o r ,  wh i l e  changes  i n  t h e  l a b o r  

supp ly  s i t u a t i o n  i s  b a s i c  t o  t h e  t r a d i t i o n a l  s e c t o r  development 

and i n d i c a t i v e  o f  improving t h e  s t a n d a r d  of  l i v i n g  o f  t h e  major- 

i t y  o f  peop le  t h e r e .  A measurable  i n d i c a t o r  i s  c a p i t a l  forma- 

t i o n  f o r  t h e  former  and r e a l  wages o f  u n s k i l l e d  l a b o r  f o r  t h e  

l a t t e r .  

A p p l i c a t i o n  o f  such  a  frame t o  J a p a n ' s  c a s e  i s  b r i e f l y  sum- 

mar ized a s  f o l l o w s .  F i r s t ,  t h e  long-swings demarcated  by t h e  

over- t ime p a t t e r n  o f  t h e  r a t e  o f  growth o f  g r o s s  f i x e d  c a p i t a l  

inves tment  i n  t h e  n o n a g r i c u l t u r a l  s e c t o r  have two peaks  d i s t i n c t l y  

i d e n t i f i e d  i n  around 1917 and 1960 ( a l s o  i n  1897 b u t  much less 

d i s t i n c t )  i n  t e r m s  o f  a  smoothed series o f  seven-year  moving 

averages.. The p r o p o r t i o n  o f  g r o s s  f i x e d  c a p i t a l  i nves tmen t  t o  

GNP i s  a n o t h e r  s u p p o r t i v e  i n d i c a t o r ,  which i s  g i v e n  i n  seven-year  

(pos twar ,  f i v e - y e a r )  moving ave rages  f o r  s e l e c t e d  y e a r s  (Tab l e  1 ) . 
The ave rage  r a t e  o f  change of r e a l  wages i n  Japan  i s  a l s o  o f  

i n t e r e s t   a able 2 ) .  I t  i s  c l e a r  t h a t  ( 1 )  d u r i n g  t h e  e a r l y  y e a r s ,  

r e a l  wages i n c r e a s e d  l i t t l e  i n  bo th  a g r i c u l t u r e  and i n d u s t r y ,  ( 2 )  

i n  subsequen t  prewar y e a r s  t h e y  i n c r e a s e d  s l i g h t l y  i n  a g r i c u l t u r e  

b u t  s u b s t a n t i a l l y  i n  i n d u s t r y ,  and ( 3 )  i n  t h e  pos twar  p e r i o d  i n  

bo th  s e c t o r s  t h e y  i n c r e a s e d  a  g r e a t  d e a l ,  b u t  i n  c o n t r a s t  t o  t h e  

prewar p a t t e r n ,  r e a l  wages i n  a g r i c u l t u r e  i n c r e a s e d  f a s t e r  t h a n  

i n  i n d u s t r y .  

*See Ohkawa and Rosovsky (1973) Chap te r  2 ,  Tab le  2.3. 



T a b l e  1 .  The p r o p o r t i o n  o f  g r o s s  f i x e d  c a p i t a l  i n v e s t m e n t  t o  
GNP . 

Year 96 Year m 
10 

Source :  Ohkawa and S h i n o h a r a  e d s .  (1979) C h a p t e r  
1 ,  T a b l e  1.5.  

T a b l e  2 .  Average r a t e a  o f  a n n u a l  c h a n g e s  i n  t h e  r e a l  wages f o r  
s e l e c t e d  y e a r s  i n  p e r c e n t .  

Year 
Manufac tu r ing  

A g r i c u l t u r e  and  Mining 

a 
The f i g u r e s  a r e  an average of t h e  o r i g i n a l  f igures  c a l -  
cula ted  f o r  shor te r  periods.  Among the  severa l  kinds of 
s e r i e s  presented f o r  s impl ic i ty ,  t h e  f i g u r e s  i n  t h e  t e x t  
a r e  f o r  both male and female de f la ted  by aggregate con- 
sumer p r i c e  index. 

Source :  Minami and  Ono, Wages, C h a p t e r  13 ,  
T a b l e  13.5 i n  Ohkawa and S h i n o h a r a  
e d s .  ( 1 9 7 9 ) .  



These t h r e e  p a t t e r n s  o f  r e a l  wage performance  a r e  b r o a d l y  

r e c o g n i z e d  w i t h o u t  d o u b t  by a l m o s t  a l l  s c h o l a r s .  However, t h e r e  

i s  a  c o n t r o v e r s y  o v e r  a  problem o f  i d e n t i f y i n g  t h e  landmark p o i n t  

from which t h e  r e a l  wages o f  u n s k i l l e d  workers  t u r n e d  t o  i n c r e a s e  

c o n t i n u o u s l y .  Around 1917 i s  one view and t h e  pos twar  p e r i o d  i s  

t h e  o t h e r :  a round t h e  end o f  t h e  1950s o r  t h e  beg inn ing  o f  t h e  

1960s. From t h e  s t a n d p o i n t  of  - t y p i f y i n g  t h e  J a p a n e s e  e x p e r i e n c e ,  

w e  t h i n k  it i s  a p p r o p r i a t e  t o  r e c o g n i z e  two landmark p o i n t s ,  i n -  

s t e a d  o f  i n t e n d i n g  t o  i d e n t i f y  j u s t  one.  A s  a  matter o f  f a c t ,  

r e a l  wages i n  a g r i c u l t u r e ,  t a k e n  a s  a  r e p r e s e n t a t i v e  o f  u n s k i l l e d  

w o r k e r ' s  wages i n  t h i s  c a s e ,  d i d  i n c r e a s e  d i s t i n c t l y  d u r i n g  1910- 

1920 f o r  t h e  f i r s t  t i m e  [ a v e r a g e  a n n u a l  r a t e  o f  i n c r e a s e  2.7 p e r -  

c e n t  (Ohkawa and S h i n o h a r a ,  1 9 7 9 ) l .  The e f f e c t s  o f  World War I 

are i n v o l v e d  i n  t h i s  t r e n d .  During t h e  1920-1930 p e r i o d ,  however, 

t h e s e  r e a l  wages t e n d  t o  d e c r e a s e  ( a v e r a g e  a n n u a l  r a t e  i s  minus 

0.7 p e r c e n t )  due t o  t h e  e f f e c t s  o f  t h e  G r e a t  Depress ion .  

Combining t h e  two i n d i c a t o r s  c o n s i s t e n t l y ,  c a p i t a l  f o r m a t i o n  

and r e a l  wage pe r fo rmance ,  t h e  two landmark (band o f )  y e a r s  a r e  

adop ted  i n  o u r  p h a s i n g .  The d i s t i n g u i s h i n g  c h a r a c t e r i s t i c s  o f  

such  phases  a r e  b r i e f l y  d e s c r i b e d  a s  f o l l o w s :  

Phase I.  T h i s  i s  t h e  i n i t i a l  phase  o f  MEG and i s  c h a r a c t e r -  

i z e d  by a s u s t a i n e d  dependence o f  t h e  i n i t i a l  growth o f  t h e  modern 

s e c t o r s ,  c e n t e r i n g  t o  t h e  s o - c a l l e d  i n d u s t r i a l i z a t i o n ,  upon t h e  

development  o f  t h e  t r a d i t i o n a l  s e c t o r s ,  t h e  major  r e p r e s e n t a t i v e s  

of  which a r e  a g r i c u l t u r e  and s m a l l - s c a l e  i n d u s t r i e s .  The inaug-  

u r a t i o n  o f  genu ine  MEG i s  u s u a l l y  i d e n t i f i e d  & l a  Kuznets  by 

macro-performance o f  growth a c c e l e r a t i o n  such  a s  p o p u l a t i o n ,  o u t -  

p u t ,  and changes  i n  i n d u s t r i a l  s t r u c t u r e  and i n t e r n a t i o n a l  c o n t a c t .  

Our d u a l i s t i c  approach h a s ,  o f  c o u r s e ,  no i n c o n s i s t e n c y  w i t h  such 

a  macro approach.  With r e s p e c t  t o  t h e  dependency o f  modern sec- 

t o r s  upon t h e  t r a d i t i o n a l  s e c t o r s ,  J a p a n ' s  c a s e  d o e s  p r e s e n t  re- 

markable examples such  a s  f i n a n c i a l  s o u r c e s  f o r  government r eve -  

nues and p r i v a t e  i n v e s t m e n t  ( l a n d  t a x e s  and domes t i c  t r a d i t i o n a l  

s a v i n g s )  , f o r e i g n  payments s o u r c e s  ( t r a d i t i o n a l  goods e x p o r t s )  , 



* 
as w e l l  a s  food and l a b o r  s u p p l i e s  - a l l  t h e s e  s t e m  from t h e  de- 

velopment  o f  t h e  t r a d i t i o n a l  s e c t o r s  based  o n  t h e  f u l l e r  u s e  o f  

improved t e c h n o l o g y  and i n s t i t u t i o n s  o f  t h e  i n d i g e n o u s  t y p e ,  w i t h  

a n  a l m o s t  unchanged l e v e l  and way o f  l i f e  f o r  t h e  mass o f  t h e  

p e o p l e .  

Phase 11. The s u b s e q u e n t  p e r i o d  i s  Phase  11, i n  which f u r -  

t h e r  growth  o f  modern s e c t o r s  c o u l d  t a k e  p l a c e  " i n d e p e n d e n t l y "  

from t h e  t r a d i t i o n a l  s e c t o r s ,  e s s e n t i a l l y  i n  terms o f  t h e  v a r i o u s  

s o u r c e s  ment ioned above e x c e p t  u n s k i l l e d  l a b o r  s u p p l y .  "Indepen- 

d e n t l y "  s h o u l d  b e  i n t e r p r e t e d  i n  a r e l a t i v e  s e n s e  as  t h e  t r a d i -  

t i o n a l  s e c t o r  (now w i t h  many h y b r i d s )  c o n t i n u e s  t o  p l a y  i t s  r o l e  

a l t h o u g h  it becomes less i m p o r t a n t .  The p a c e  o f  i n d u s t r i a l i z a t i o n  

and o f  a  macro growth  ra te  o f  t h e  economy i s  t h u s  a c c e l e r a t e d  

d u r i n g  t h i s  phase .  J a p a n ' s  case g i v e s  a d i s t i n c t  d e m a r c a t i o n  

between P h a s e s  I and I1 by t h e  f i r s t  " i n v e s t m e n t  s p u r t "  i n  t h e  

Gerschenkron ' s  s e n s e .  The modern s e c t o r ' s  growth  began t o  b r i n g  

f o r t h  i t s  e f f e c t  m a t e r i a l l y  on t h e  t r a d i t i o n a l  s e c t o r ,  w h i l e  it 

w a s  v e r y  minor d u r i n g  Phase  I .  T h i s  i s  most v i v i d l y  i l l u s t r a t e d  by 

a d e c r e a s e  i n t h e a g r i c u l t u r a l  l a b o r  f o r c e  c a u s e d  by a n  i n c r e a s e d  

power o f  l a b o r  a b s o r p t i o n  o f  t h e  modern s e c t o r s ,  accompanying a  

t r e n d  o f  i n c r e a s e  i n  t h e  real  wage o f  u n s k i l l e d  l a b o r  as p r e v i o u s l y  **  
d i s c u s s e d .  

Another  i m p o r t a n t  f e a t u r e  o f  Phase  I1 i s  found i n  a problem 

o f  unbalanced growth  s u c h  as s e c t o r a l  d i f f e r e n t i a l s  o f  produc-  

t i v i t y  and wages between t h e  two s e c t o r s - t h e  d u a l i s m  p r e v i o u s l y  

d i s c u s s e d .  A t endency  toward  a growing gap  o r  d i f f e r e n t i a l  o f  

t h i s  k i n d  i n  J a p a n ' s  case became s h a r p e r  a round  t h e  1930s.  W e  

*A number o f  c h a p t e r s  o f  t h e  C.A.  P r o j e c t  Repor t s  a r e  rele- 
v a n t  t o  t h e s e  f a c t s  o f  r e s o u r c e  dependency,  i n  p a r t i c u l a r  see 
C h a p t e r s  3,  4 ,  and  5 ,  R e p o r t ,  March 1976 ( f o r e i g n  payments s o u r c e s  
i n v e s t m e n t - s a v i n g s  and t a x e s )  and C h a p t e r  2 ,  Repor t ,  March 1977 
(wage pe r fo rmance)  . 

**Here a g a i n  t h e  e f f e c t  o f  long-swings i s  i n v o l v e d .  Follow- 
i n g t h e f i r s t t u r n t o  d e c l i n e  o f  t h e a g r i c u l t u r a l  l a b o r  f o r c e ,  a g a i n  
a s l i g h t  i n c r e a s e  t o o k  p l a c e  towards  t h e  b e g i n n i n g  o f  t h e  1930s .  
S i n c e  t h e  end o f  t h e  1950s ,  o f  c o u r s e ,  i t s  d e c l i n e  became s i g n i f i -  
c a n t .  T h i s  i s  r e l e v a n t  t o  t h e  c o n t r o v e r s y  ment ioned p r e v i o u s l y  
w i t h  r e s p e c t  t o  wages. T h i s  p a p e r  r e c o g n i z e s  t h e  s i g n i f i c a n c e  
o f  t h e  f i r s t  landmark o f  d e c l i n e  as w e l l  a s  t h e  second one .  



c a l l  t h i s  a  " d i f f e r e n t i a l  s t r u c t u r e . "  I t s  c o n c u r r e n t  o c c u r r e n c e  

w i t h  t h e  s o c i o p o l i t i c a l  i n s t a b i l i t y  d e s e r v e s  p a r t i c u l a r  a t t e n t i o n .  

A c t u a l l y ,  two k i n d s  of measures of  income d i s t r i b u t i o n  (by  s i z e  
* and s h a r e s )  i n d i c a t e  i t s  tendency of  worsen ing  toward  t h i s  p e r i o d .  

With r e s p e c t  t o  t h e  wage d i f f e r e n t i a l s ,  s i m p l e  i n d i c a t o r s  

have  p r e v i o u s l y  been shown. S e c t o r a l  p r o d u c t i v i t y  d i f f e r e n t i a l s  

a r e  i l l u s t r a t e d  ( T a b l e  3)  by t h e  r a t i o  o f  a g r i c u l t u r e  t o  i n d u s t r y  

( i n  p e r c e n t )  f o r  s e l e c t e d  y e a r s  i n  f i v e - y e a r  a v e r a g e s  f o r  con- 

s t a n t  p r i c e  series.  

T a b l e  3 .  R a t i o  o f  wage indexuof  a g r i c u l t u r e  t o  i n d u s t r y  f o r  
s e l e c t e d  y e a r s .  

- .  - ~ - ~  - 

Year 
- - 

R a t i o  
- 

( C u r r e n t  p r i c e  series) 

a 
Base period of p r i ce  index i s  1934-1936. 

Source:  Ohkawa e t  a l .  (1974) T a b l e  3 .5 .  

Phase 111. A l o n g  p r o c e s s  o f  d u a l i s t i c  development  w i l l  

e v e n t u a l l y  be  comple ted  by moderniz ing  t h e  t r a d i t i o n a l  s e c t o r s .  

J a p a n ' s  c a s e  h a s  d r a s t i c a l l y  been d i s t u r b e d  by World War 11. I ts  

t y p i f i e d  p a t t e r n ,  however,  c a n  b r o a d l y  be d e s c r i b e d  by demarcat -  

i n g  t h e  b e g i n n i n g  y e a r  around 1960 towards  Phase  111. The mech- 

anism o f  economic development  c a n  e s s e n t i a l l y  be u n d e r s t o o d  

t h r o u g h  a  macro approach ,  d e s p i t e  t h e  f a c t  t h a t  backward s e c t o r s  

such  a s  a g r i c u l t u r e  and s e r v i c e s  s t i l l  remain i n  t h e  economy a s  

a  s o c i a l  problem. 

*See Chap te r  1 ,  C.A. P r o j e c t  Repor t ,  March 1977 and C h a p t e r s  
5  and 6 ,  C.A. P r o j e c t  R e p o r t ,  March 1978. 



An a c c e l e r a t e d  i n c r e a s e  i n  r e a l  wages o f  u n s k i l l e d  l a b o r ,  

p a r t i c u l a r l y  i n  comparison w i t h  t h o s e  o f  s k i l l e d  l a b o r ,  and a  

tendency o f  e q u a l i z i n g  income d i s t r i b u t i o n  c h a r a c t e r i z e  t h i s  

phase .  No f u r t h e r  d i s c u s s i o n  may be needed a s  t h i s  phase  is  less 

r e l e v a n t  t o  t h e  o b j e c t i v e  o f  t h i s  c h a p t e r ,  w i t h  t h e  e x c e p t i o n  o f  

one  p o i n t :  t h e  p o i n t  from which t h e  economy t u r n s  t o  a  d e c e l e r a -  

t i o n  a f t e r  a  long  p r o c e s s  of  t r e n d  a c c e l e r a t i o n  i n  terms o f  a  

macro growth r a t e .  Th i s  a c t u a l l y  took p l a c e  around t h e  beg inn ing  * 
o f  t h e  s e v e n t i e s .  

4 .  "SURPLUS LABOR" AND INTERSECTORAL MIGRATION 

A s  a n  i l l u s t r a t i o n  o f  t h e  a p p l i c a t i o n  o f  t h e  b a s i c  concept-  

u a l  frame t o  v a r i o u s  impor t an t  a s p e c t s  o f  development,  t h e  prob- 

l e m s  o f  " s u r p l u s  l abor8 '  and i n t e r s e c t o r a l  m i g r a t i o n  a r e  t a k e n  up. 

There h a s  been a  c o n t r o v e r s y  between t h e  s o - c a l l e d  " c l a s s i c a l "  

and " n e o c l a s s i c a l "  approach i n  t h i s  s t u d y  a r e a .  The c r u c i a l  p o i n t  

l e f t  f o r  c l a r i f i c a t i o n  i s  t o  f i n d  a  p o s s i b i l i t y  o f  s imu l t aneous  

occu r r ance  o f  wage ( w )  i n c r e a s e  and a  s u s t a i n e d  s i t u a t i o n  o f  

MP2 < w ( a  lower ma rg ina l  v a l u e  p r o d u c t  o f  l a b o r  i n  S e c t o r  11, 

t h e  t r a d i t i o n a l  s e c t o r ,  r e p r e s e n t e d  by t h e  f ami ly  farm, t h a n  t h e  

p r e v a i l i n g  wages) a t  t h e  f i r s t  t u r n i n g  p o i n t  (and c o n t i n u i n g  dur -  

i n g  Phase  11) . 
My i d e a  i s  s imp le .  To maximize u t i l i t y  o f  t h e  household ,  

PIP2* such  a s  MP2* < w i s  assumed t o  be  a n  e q u i l i b r i u m  v a l u e .  A t  

t h i s  p o i n t  o f  f ami ly  l a b o r  i n p u t ,  an  i n d i f f e r e n c e  e x i s t s  between 

s t a y i n g o n t h e  f a m i l y  f a r m o r  go ing  o u t t o s e c t o r  I (modern s e c t o r ) .  

I n  Phase I o f  t h e  s o - c a l l e d  " u n l i m i t e d  supp ly  o f  l a b o r , "  t h e  

a c t u a l  ma rg ina l  v a l u e  p r o d u c t  o f  l a b o r  (MP2) remains  lower  t h a n  

MP2*, s o  t h a t  l a b o r  t e n d s  t o  m i g r a t e  t o  S e c t o r  I.   his w i l l  h e  

r e a l i z e d  when l a b o r  demand i n c r e a s e s  a t  t h e  g iven  unchanged wage 

r a t e .  The f i r s t  t u r n i n g  p o i n t  w i l l  be reached  when MP2 = MP2* 

i s  r e a l i z e d .  T h i s  p r o c e s s  would r e q u i r e  no i n c r e a s e  i n  r e a l  

wages. I t  i s  s imply  a  p r o c e s s  o f  t h e  narrowing tendency o f  t h e  

gap between MP2 and MP2*, which i s  r e a l i z e d  by a  d e c r e a s e  o f  

*For a  d e t a i l e d  i n t e r p r e t a t i o n ,  see Ohkawa and Rosovsky 
(1973) Chap te r  9. The o i l  crisis had j u s t  a c c e l e r a t e d  t h i s  b a s i c  
tendency.  



l a b o r  i n p u t  i n  a g r i c u l t u r e  a t  t h e  g iven  wage r a t e s .  Thus " su r -  

p l u s  l a b o r "  i s  i d e n t i f i e d  by t h e  gap (MP2* - MP2) , t h e  e x i s t e n c e  

of  which c h a r a c t e r i z e s  Phase I. 

I n  o r d e r  t o  i n c r e a s e  l a b o r  supp ly  from S e c t o r  I1 t o  meet 

f u r t h e r  i n c r e a s e s  i n  t h e  demand f o r  l a b o r  i n  S e c t o r  I a s  t h e  cap- 

i t a l  accumula t ion  goes  on ,  r e a l  wage shou ld  i n c r e a s e ,  because 

immediately b e f o r e  a r r i v i n g  a t  t h e  t u r n i n g  p o i n t ,  t h e  i n i t i a l  

" s u r p l u s  l a b o r "  is  exhaus ted .  S p e c i a l  a t t e n t i o n  shou ld  be drawn 

t o  t h e  f a c t  t h a t  t h i s  i s  d e f i n e d  by t h e  con t i nued  e x i s t e n c e  o f  

MP2 < w. Thus t h e  economy e n t e r s  a new phase  (Phase  I I ) ,  which 

i s  c h a r a c t e r i z e d  by an  i n c r e a s e  i n  r e a l  wages o f  u n s k i l l e d  l a b o r .  

I f  t h e  s i t u a t i o n  goes  on,  n o t  b e i n g  i n t e r r u p t e d  by b a s i c  changes  

i n  t h e  r e l e v a n t  c o n d i t i o n s ,  a t r e n d  o f  i n c r e a s e  i n  r e a l  wages 

w i l l  be s u s t a i n e d  a s  t h e  l a b o r  demand i n  S e c t o r  I goes  up and 

" s u r p l u s  l a b o r "  w i l l  n o t  be reproduced.  

The problem a t  i s s u e ,  however, comes from h i s t o r i c a l  e x p e r i -  

ence  i n  prewar Japan .  The over- t ime performance o f  r e a l  wages 

of  u n s k i l l e d  l a b o r ,  bo th  i n  a g r i c u l t u r e  and n o n a g r i c u l t u r e , d i d  

n o t  meet t h e  e x p e c t a t i o n  t h e o r e t i c a l l y  made above. I t  d i d  even 

d e c l i n e  towards t h e  beg inn ing  o f  t h e  t h i r t i e s .  T h i s  f a c t  b rought  

f o r t h  a c o n t r o v e r s y  i n  phas ing  among s c h o l a r s .  I would p ropose  

a " s t y l i z e d "  p a t t e r n  o f  Phase I1 i n  t e r m s  of  long-swings i n  t h e  

r a t e  o f  o u t p u t  growth i n  S e c t o r  I ,  which i s  r e l e v a n t  t o  t h e  swings 

o f  t h e  r a t e  o f  s h i f t  i n  t h e  l a b o r  demand curve .  I n  t h e  upswings 

t h e  s i t u a t i o n  w i l l  g o  on a s  d e s c r i b e d  above (MP2* w i l l  r i s e , a f -  

f e c t e d  by wage i n c r e a s e s )  because  o f  t h e  s u s t a i n e d  i n c r e a s e  i n  

t h e  l a b o r  demand i n  S e c t o r  I .  However, i n  t h e  downswing i t  does  

n o t  because  o f  t h e  d e c e l e r a t e d  tendency o f  l a b o r  demand i n c r e a s e  

d e s p i t e  a con t i nued  i n c r e a s e  o f  t h e  l a b o r  f o r c e .  Thus " s u r p l u s  

l a b o r "  i n  t h e  s e n s e  o f  MP2* > MP2 w i l l  be reproduced a s  MP2 be- 

comes much lower ,  even though MP2* may be a f f e c t e d  i n  t h e  same 

d i r e c t i o n .  A c t u a l l y  f o r  t h e  t h i r t i e s  a v e r y  f l e x i b l e  supp ly  of  

l a b o r  a p p e a r s  t o  have  t a k e n  p l a c e .  Thus, a p o s s i b i l i t y  o f  r ep ro -  

duc ing  " s u r p l u s  l a b o r , "  a s t y l i z e d  concep t  o f  Phase  11, seems t o  

be more n a t u r a l l y  i n v o l v e d  t h a n  r e j e c t i n g  f l a t l y  such  a p o s s i b i l i t y .  

*For s i m p l i c i t y ,  t e c h n o l o g i c a l  p r o g r e s s ,  changes  i n  o u t p u t  
p r i c e s ,  e tc . ,  a r e  n o t  d i s c u s s e d .  



Aspects  o f  t h e o r y  and h i s t o r y  shou ld  p a r t i c u l a r l y  be  d i s -  

t i n g u i s h e d  i n  d i s c u s s i n g  Phase  111. I n  t h e o r y  it i s  n a t u r a l  t o  

assume s imply  a n o t h e r  t u r n i n g  p o i n t ,  from where i n e q u a l i t y ,  

MP2* < w ,  d i s a p p e a r s  i n t o  a  homogenous s t r u c t u r e  o f  t h e  economy 

where MP2* = w. The pos twar  h i s t o r i c a l  p r o c e s s  is  complex, how- 

e v e r ,  be ing  s t r o n g l y  i n f l u e n c e d  by t h e  e f f e c t s  o f  World War 11. 

Elsewhere w e  have c h a r a c t e r i z e d  i t s  postwar  t u r n i n g  p o i n t  a s  two- 

f o l d  i n  n a t u r e :  on t h e  one hand, it i s  a  r e p e t i t i o n  o f  t h e  p r e -  

war one  b u t  ha s  i t s  p rope r  n a t u r e  of  s h i f t i n g  t h e  economy t o  Phase 

I11 on t h e  o t h e r .  No words would be needed f o r  t h e  former  e x c e p t  

t h e  e f f e c t s  o f  t h e  Land Reform, which b rought  f o r t h  t h e  dominance 

o f  t h e  self-owned c u l t i v a t o r s .  A s  f o r  t h e  l a t t e r ,  t h e  t h e o r e t i -  

c a l  a s p e c t  mentioned above would be e s s e n t i a l l y  v a l i d .  

A schemat ic  p r e s e n t a t i o n  f o r  Phase I i s  g i v e n  by F i g u r e  1 .  

I ,  11, e t c .  a r e  marg ina l  p r o d u c t i v i t y  (demand) cu rve s .  For  s i m -  

p l i c i t y  w2 = w i n  r e a l  terms. S t a r t i n g  from p o i n t  0, MP2 in -  1 
c r e a s e s  towards MP * which i s  r e a l i z e d  a t  p o i n t  E .  The i n i t i a l  2  
s u r p l u s  l a b o r  i s  SU. P o i n t  E '  i s  n o t  r e a l i z e d .  

W e  i n t e n d  t o  add some s t a t i s t i c a l  background; however, an  

econometr ic  t r e a t m e n t  o f  what ha s  been sugges t ed  above would be  

a  l a b o r i o u s  t a s k ,  f o r  which t h e  d a t a  r e q u i r e d  a r e  l i m i t e d .  F o r  

example, w i t h  r e s p e c t  t o  t h e  measurement o f  ma rg ina l  p roduc t i v -  

i t y  o f  l a b o r  i n  a g r i c u l t u r e ,  which i s  assumed t o  be lower t h a n  

t h e  p r e v a i l i n g  wages, w e  do have some ev idence  d e r i v e d  from pro-  

d u c t i o n  f u n c t i o n  measurements.  These d a t a  c anno t  be  used f o r  

o u r  d i s c u s s i o n ,  however, because  t h e y  a r e  n o t  e x a c t l y  comparable 

over- t ime t o  show changes  i n  r e l a t i o n  t o  wage performance.  

Another  example may b e  t h e  d a t a  o f  o u t p u t  and f a c t o r  i n p u t  used 

i n  growth accoun t i ng  approaches .  These a r e  con t i nuous  i n  t h e  

t i m e  d imension,  showing a  gap  between t h e  sum o f  f a c t o r  i n p u t s  

e v a l u a t e d  by market  p r i c e s  and o u t p u t  v a l u e s  ( t h e  former i s  

g r e a t e r  t h a n  t h e  l a t t e r ) .  U s e  o f  them f o r  o u r  s p e c i f i c  purpose  

o f  comparing MP2 w i t h  wages, however, would need f u r t h e r  s c r u t i n y  

w i t h  t h e  a p p r o p r i a t e  s p e c i f i c a t i o n .  

What i s  t r i e d  below i s  t h e  s i m p l e s t  approach u s i n g  t h e  most 

r e l i a b l e  pr imary ( n o t  p roce s sed )  d a t a  o f  o u t p u t ,  l a b o r ,  and wages 

f o r  a g r i c u l t u r e  i n  Japan ,  t h e  achievement o f  LTES (Long-Term 





Economic S t a t i s t i c s  P r o j e c t )  w i t h  my own s p e c u l a t i v e  judgement. 

For t h i s  purpose ,  t h e  wage-produc t iv i ty  r a t i o  ( i n  c u r r e n t  p r i c e s )  

i n  a  na t ionwide  ave rage  i s  used.  Th i s  i s  l a b o r ' s  r e l a t i v e  s h a r e ,  

i f  l a b o r  i s  a p p r o p r i a t e l y  d e f i n e d ,  i n  t h e  c o n v e n t i o n a l  economic 

a n a l y s i s .  Because o f  o u r  presumpt ion o f  i n e q u a l i t y  between MP2 

and wages i n  t h i s  c a s e ,  t h e  r a t i o  i s  of  a  d i f f e r e n t  n a t u r e .  With- 

o u t  d e a l i n g  w i t h  i n t e r n a l  d i f f e r e n t i a l s  o f  p r o d u c t i v i t y ,  e tc .  i n  

a g r i c u l t u r e ,  o u r  approach s imply  rel ies on a  s o r t  o f  " r e p r e s e n t a -  

t i v e "  fami ly  farm,  and s t a t i s t i c a l l y  t h e  na t ionwide  ave rage  i s  

used h e r e  a s  proxy.  

The wage-produc t iv i ty  r a t i o  i n  prewar Japan  i s  shown i n  

F i g u r e  2. F i r s t ,  t h e  l e v e l  o f  t h e  wage-value p r o d u c t i v i t y  r a t i o  

(w/y) was much h i g h e r  ( a lmos t  u n i t y )  t h a n  w a s  u s u a l l y  supposed 

i n t h e y e a r s  b e f o r e  t h e  t u r n  o f  t h e  cen tu ry .  I t  a p p e a r s  t o  have 

d e c l i n e d  a s  a long-term t r e n d  b u t  n o t  smoothly: a d i s t i n c t  up- 

t u r n  b rought  it back t o  a  h i g h e r  l e v e l  a g a i n  i n  t h e  t w e n t i e s  

( u n i t y  a g a i n  i n  1929 ) .  The l owes t  l e v e l ,  r eached  i n  1938, i s  

s l i g h l y  lower t h a n  t h a t  o f  1918. The o u t p u t  e l a s t i c i t y  w i t h  re- 

s p e c t  t o  l a b o r  by p roduc t i on  f u n c t i o n  measurements and l a b o r ' s  

s h a r e  i n  t h e  accoun t i ng  approach ,  s u g g e s t s  t h a t  i t s  p robab l e  

maximum may be  0.4 ( o f t e n  less t h a n  t h a t ) .  For t h e  ave r age  ( r ep -  

r e s e n t a t i v e )  farm t h e  e q u a l i t y  between PIP2 and w has  never  been 

r e a l i z e d  ( a l t h o u g h  f o r  h i g h e r  s t r a t a  o f  farms it cou ld  b e ) .  

Second, t h e  long-term swing performance of  w/y i s  n o t  o n l y  d i s -  

t i n c t  b u t  a l s o  a lmos t  p e r f e c t l y  c o n s i s t e n t  w i t h  t h e  long-swings 

demarcated f o r  t h e  n o n a g r i c u l t u r a l  s e c t o r  i n  terms o f  o u t p u t  

growth r a t e s .  The r a t e  o f  t h e  s h i f t  of  t h e  l a b o r  demand cu rve  

( a l t h o u g h  nobody has  g i v e n  a  s a t i s f a c t o r y  measurement o f  it) 

shou ld  b e  g r e a t e r  d u r i n g  upswings and s m a l l e r  d u r i n g  downswings. 

Th i s  i s  s p e c u l a t e d  by obse rv ing  t h e  LTES d a t a  and e s t i m a t e s  by 

Umemura on t h e  l a b o r  f low from a g r i c u l t u r e  t o  t h e  n o n a g r i c u l t u r a l  

s e c t o r  a r e  found i n  Chag te r  14 o f  Ohkawa and Sh inohara  (1979 ) .  

Can a  performance of  w/y o v e r  a  t ime  p e r i o d  such a s  d e s c r i b e d  

above,  endo r se ,  f u r t he rmore ,  t h e  way of i n t e r p r e t a t i o n  o f  economic 

development i n  t e r m s  o f  phas ing?  I n  responding  t o  t h i s  q u e s t i o n ,  

f i r s t  l e t  u s  n o t e  t h a t  t h e  i n i t i a l  phase  (Phase  I )  i n  i t s  t y p i c a l  

form i s  c h a r a c t e r i z e d  by t h e  unchanged r e a l  wages o f  u n s k i l l e d  





l a b o r .  BroaZly t h i s  conforms w i t h  t h e  a c t u a l  wage b e h a v i o r ,  

even though sometimes t h e s e  w a g e s s l i g h t l y  i n c r e a s e d  f o r  t h e  e a r l y  

y e a r s  b e f o r e  191 8 ( t h e  landmark p o i n t  i n  w/y performance)  coin-  

c i d i n g  w i t h  t h e  t u r n i n g  p o i n t  mentioned i n  t h e  p r e v i o u s  phas ing.  

However, two subphases  a r e  i n d i c a t e d  by t h e  w/y performance,  de- 

marcated  a s  around t h e  t u r n  o f  t h e  c e n t u r y .  I t h i n k  t h i s  was 

b rought  f o r t h  mainly  by t h e  changes i n  t e c h n o l o g i c a l  p r o g r e s s  

and o u t p u t  p r i c e s  i n  r e l a t i o n  t o  wages,  which w e r e  n o t  t r e a t e d  

i n  o u r  s imp le  approach.  I f  B ,  t h e  o u t p u t  e l a s t i c i t y  w i t h  r e s p e c t  

t o  l a b o r ,  cou ld  be  assumed t o  change l i t t l e  ( a  n e u t r a l  t y p e )  i n  

Phase I ,  MP2 shou ld  i n c r e a s e  due  t o  t h e s e  e f f e c t s ,  i n s t z a d  of 

be ing  unchanged. I s p e c u l a t e  t h a t  i n  t h e  subphase  around 1900- 

1918, t h i s  must have  t a k e n  p l a c e ,  wh i l e  i n  t h e  f i r s t  subphase  

t h e  e f f e c t s  w e r e  n e g l i g i b l e .  N e v e r t h e l e s s ,  th rough  t h e s e  two sub- 

phase s ,  MP2* and MP2 had narrowed a t  an  a c c e l e r a t e d  pace  i n  t h e  

second subphase  t o  a r r i v e  a t  t h e  p o i n t  o f  i n d i f f e r e n c e  ( a c t u a l l y  

around 1918 ) .  Umemura d a t a  of l a b o r ' s  s e c t o r a l  m i g r a t i o n  appea r s  

t o  s u ~ p o r t  t h i s  c o n j e c t u r e .  

The d a t a  p e r t a i n  o n l y  t o  t h e  prewar p a r t  o f  Phase  I1 and 

t h e  pos twar  p a r t  w i l l  be d i s c u s s e d  c n  a n o t h e r  o c c a s i o n .  Here 

a g a i n  two subphases  a r e  i n d i c a t e d ,  1929 be ing  t h e  demarca t ing  

p o i n t .  T h i s  co r r e sponds  a lmos t  e x a c t l y  t o  t h e  swings which took  

p l a c e  i n  t h e  n o n a g r i c u l t u r a l  s e c t o r ,  a s  h a s  g e n e r a l l y  been sug- 

g e s t e d  b e f o r e .  During t h e  f i r s t  subphase ,  r e a l  wages d i d  i n c r e a s e  

d i s t i n c t l y  and a c c o r d i n g  t o  o u r  h y p o t h e s i s  PIP2* i s  assumed t o  * 
t u r n  upward. A r e t a r d e d  pace  o f  t e c h n o l o g i c a l  p r o g r e s ~ ~ t o g e t h e r  

w i t h  a l e s s  f a v o r a b l e  performance o f  farm-output  p r i c e s ,  was an 

impor t an t  f e a t u r e  o f  t h i s  subphase  and t h e  a g e / p r o d u c t i v i t y  r a t i o  

i n c r e a s e d  t o  a v e r y  h i g h  l e v e l  c l o s e  t o  t h e  i n i t i a l  u n i t y .  Th i s  

s u g g e s t s  t h a t  llP2 might  become lower i n  r e l a t i o n  t o  t h e  wage 

l e v e l  ( a g a i n  assuming a lmos t  unchanged B ) ,  a l t hough  w e  have t o  

examine f u r t h e r  t h e  performance o f  a c t u a l  MP2. The c o n j e c t u r e  

* I n  view o f  t h e  s i g n i f i c a n t  i n f l u e n c e  o f  t h e  changes i n  t h e  
p r i c e s  o f  farm-products  i n  r e l a t i o n  t o  wages, it might  be b e t t e r  
t o  d e f i n e  MP2* d i r e c t l y  i n  r e l a t i o n  t o  nominal  wages i n  terms of  
W/Y - I n  t h i s  c a s e  t h e  a c t u a l  v a l u e  o f  MP2 co r r e spond ing  t o  w/y 
a t  t h e  peak y e a r ,  c an  be used a s  t h e  i n d i c a t o r  o f  EP2* under a n  
assumpt ion o f  unchanged 8.  



I can make a t  t h i s  s t a g e  of  our  empir ica l  knowledge is  t h a t  t h e  

gap between MP2* and MP2 would have widened. This  impl ies  a  re-  

product ion of l l surp lus  labor"  a t  t h e  inc reased  l e v e l  o f  r e a l  

wages. Actual ly  t h i s  should be considered i n  a s s o c i a t i o n  wi th  

a  dec l ined  pace of  l a b o r  outf low from a g r i c u l t u r e  which sugges t s  

a  slowdown of t h e  s h i f t i n g  l abor  demand curve i n  t h e  nonagricul-  

t u r a l  s e c t o r  du r ing  i ts  downswing. During t h e  second subphase 

of t h e  upswing, a  d e c l i n e  of  t h e  wage-productivity r a t i o  took 

p lace  aga in  with  a  very r e l u c t a n t  i n c r e a s e  i n  real wages. A l -  

though less t y p i c a l  than  t h e  second subphase i n  Phase I ,  a  renewed 

g r e a t e r  ou t f low of l a b o r  from a g r i c u l t u r e  a s  has  prev ious ly  been 

suggested,  can be i n t e r p r e t e d  t o  be e s s e n t i a l l y  o f  t h e  same na- 

t u r e .  A s  has  been crude ly  measured elsewhere,  e l a s t i c i t y  of l a b o r  

supply is e x c e p t i o n a l l y  high f o r  t h i s  subphase, a l though it i s  

no t  s p e c i f i e d  f o r  u n s k i l l e d  l abor .  I n  1938, t h e  va lue  of w/y 

a r r i v e d  a t  t h e  prewar lowest  l e v e l  and y e t  an e q u a l i t y ,  MP2* = w, 

was n o t  a t t a i n e d .  

What has been s t a t e d  above i s  an i l l u s t r a t i o n  of  t h e  T = M 

approach i n  a  very  s i m p l i f i e d  s e t t i n g .  To be a  b i t  more r e a l i s -  

t i c  i n  l i n k i n g  t h i s  wi th  h i s t o r i c a l  concepts  and f a c t s ,  a t  l e a s t  

t h r e e  p o i n t s  would need b r i e f  explana t ion .  

The f i r s t  p o i n t  i s  t h e  h i s t o r i c a l  n a t u r e  of t h e  i n i t i a l  

" s u r p l u s  labor . "  "Surplus  labor"  was he ld  i n  t h e  t r a d i t i o n a l  sec- 

t o r  which was c h a r a c t e r i z e d  by t h e  a g r a r i a n  s t r u c t u r e :  an i n s t i -  

t u t i o n a l  s e t u p  formed i n  t h e  process  of i naugura t ing  1 E G .  The 

capac i ty  f o r  holding working people ,  whose marginal  va lue  produc- 

t i v i t y  w a s  i n v o l u n t a r i l y  lower than  t h e  p r e v a i l i n g  wages, d i d  ex- 

i s t  i n  t h e  t r a d i t i o n a l  communal s t r u c t u r e ,  and was c h a r a c t e r i z e d  

by h i e r a r c h i c a l  and mutual ly  suppor t ing  human r e l a t i o n s h i p s .  The 

" r e p r e s e n t a t i v e "  average family farm i s  of a  h igh ly  s i m p l i f i e d  

n a t u r e  i n  t h i s  r e s p e c t .  When w e  say  " reproduct ion  of  s u r p l u s  

l abor"  f o r  t h e  subsequent yea r s ,  it i s  t a c i t l y  assumed t h a t  such 

t r a d i t i o n a l  i n s t i t u t i o n a l  systems a r e  s t i l l  e s s e n t i a l l y  sus t a ined .  

Surp lus  l abor  i n  t h e  n o n a g r i c u l t u r a l  s e c t o r  i s  t h e  second 

po in t .  For s i m p l i c i t y  t h i s  a s p e c t  has  been neglec ted  i n  t h e  pre- 

ceding d i s c u s s i o n  (Sec tor  1 i s  assumed modern). The household 

u n i t  of economic a c t i v i t i e s  i s  of a  s i m i l a r  t r a d i t i o n a l  na tu re  



even i n  u rban  d i s t r i c t s .  I ts  economic f e a t u r e s  c a n  p a r t i c u l a r l y  

be  i d e n t i f i e d  f o r  t h e  s e r v i c e  s e c t o r .  For  example, t h e  l a b o r  

employment s t a t i s t i c s  show us t h a t  t h e  swing p a t t e r n  o f  t h e  ser- 

v i c e  s e c t o r  i s  e s s e n t i a l l y  t h e  same a s  t h a t  o f  a g r i c u l t u r e :  i n  

upswings it d e c r e a s e s ,  w h i l e  it i n c r e a s e s  i n  downswings-a p a t -  

t e r n  r e v e r s e  t o  t h a t  o f  t h e  modern s e c t o r .  

I n  c o n s i d e r i n g  t h i s ,  t o g e t h e r  w i t h  t h e  o t h e r  f i n d i n g s ,  I 

presume t h a t  what  h a s  been d e s c r i b e d  above f o r  a g r i c u l t u r e  can  

e s s e n t i a l l y  b e  a p p l i e d  t o  t h e  t r a d i t i o n a l  s u b s e c t o r s  a c t u a l l y  

i n v o l v e d  i n  S e c t o r  1 .  

The t h i r d  p o i n t  i s  t h e  change i n  t h e  s h i f t  of  t h e  l a b o r  de- 

mand c u r v e .  The s t a t i s t i c a l  d a t a  a v a i l a b l e  s u g g e s t  t h a t  t h e  

performance  o f  t h e  s h i f t  o f  t h i s  c u r v e  may b e  s i g n i f i c a n t l y  rele- 

v a n t  t o  t h e  t i m e  p a t t e r n  o f  l a b o r ' s  i n t e r s e c t o r a l  m i g r a t i o n .  No 

d o u b t  t h e  pace  o f  c a p i t a l  accumula t ion  and t e c h n o l o g i c a l -  

i n s t i t u t i o n a l  p r o g r e s s  (and t y p e )  i n  t h e  modern s e c t o r  p e r t a i n s  

e s s e n t i a l l y  t o  t h e  i n t e r p r e t a t i o n  o f  t h i s  i m p o r t a n t  phenomenon. 

F u r t h e r  r e s e a r c h  on t h e s e  f a c t o r s ,  I hope, w i l l  c l a r i f y  t h e  re- 

l a t i o n s h i p s  i n v o l v e d .  

F i n a l l y ,  I want  t o  add a  few words on t h e  p o s s i b l e  r e l e v a n c e  

of  " s t y l i z e d "  J a p a n e s e  e x p e r i e n c e  t o  t h e  contemporary  L D C s ,  es- 

p e c i a l l y  i n  As ia .  With r e s p e c t  t o  t h e  " s u p p l y  s i d e "  o f  l a b o r ,  

t r a d i t i o n a l  components ( i n s t i t u t i o n s ,  human b e h a v i o r ,  and t e c h -  

nology)  t h a t  a r e  h i s t o r i c a l l y  i n h e r i t e d  and m o d i f i e d  d u r i n g  t h e  

MEG p r o c e s s  i n  e a c h  c o u n t r y ,  may have  g r e a t  i n f l u e n c e .  I n  t h e s e  

c a s e s  w e  must  a l l o w  f o r  p o s s i b l e  d i s s i m i l a r i t i e s  between Japan  

and t h e  c o u n t r i e s  i n  q u e s t i o n .  W e  must a l s o  b e  aware o f  t h e  f a c t  

t h a t  i n t e r s e c t o r a l  m i g r a t i o n  o f  l a b o r  may show a  d i f f e r e n t  p a t -  

t e r n .  D e s p i t e  t h e s e  d i s s i m i l a r i t i e s ,  however, seeming ly  common 

phenomena a r e  a l s o  d i s c e r n i b l e :  f o r  example,  w i t h  r e g a r d  t o  t h e  

performance  o f  r e a l  wages f o r  u n s k i l l e d  l a b o r .  U n t i l  r e c e n t l y ,  

t h e  same phenomenon o f  unchanged l e v e l  o f  wages was b r o a d l y  iden-  

t i f i e d  f o r  a  number o f  Asian  c o u n t r i e s ,  b o t h  i n  a g r i c u l t u r e  and 

i n  i n d u s t r y .  T h i s  i n d i c a t e s  t h a t  t h e  s u r p l u s  l a b o r  c o n t i n u e s  t o  

e x i s t  i n  t h e s e  c o u n t r i e s ,  imply ing  a  b a s i c a l l y  s i m i l a r  s t r u c t u r e  

and mechanism o f  d e v e l o p e d  a s  obse rved  i n  Phase  I i n  Japan .  Fur-  

t h e r  i n  some c a s e s  ( f o r  example,  i n  Taiwan and South  K o r e a ) ,  r e a l  



wages of unskilled labor did begin to increase around the mid- 

.1960s, suggesting their shift to Phase 11. The investment spurt 

and pace of technological progress have been much more impressive 

in these cases than in Japan, suggesting again that their faster 

pace of shifting labor demand curve may be responsible for their 

speedy rate of intersectoral labor migration. 



ANNEX : COMMENTS ON "SUBJECTIVE EQUILIBRIUI? THEORY" 
OF FAMILY FARMS 

I n  I s s u e s  i n  Po Zicy A n a l y s i s  of AgricuZturaZ Deve Zopment 

and I n t e r n a l  M i g r a t i o n ,  Kaneda (1979) d i s c u s s e s  t h e  s u b j e c t i v e  

t h e o r y  o f  f a m i l y  l a b o r  farms.  It c o n s i s t s  o f  two b a s i c  presump- 

t i o n s :  ( 1 )  m a r g i n a l  v a l u a t i o n  o f  f a m i l y  l a b o r  e q u a l s  m a r g i n a l  

p r o d u c t  o f  f a m i l y  l a b o r ,  and ( 2 )  t h e  l a t t e r  would b e  s m a l l e r  t h a n  

t h e  p r e v a i l i n g  wages, i f  o f f - f a r m  job  o p p o r t u n i t i e s  f o r  t h e s e  

farm-house members w e r e  l i m i t e d .  These two a r e  t h e  p o i n t s  o f  

l i n k  w i t h  which t h i s  t h e o r y  would b e  i n c o r p o r a t e d  i n t o  a  two- 

s e c t o r  model. 

T h i s  t h e o r y  t r e a t s  t h e  b e h a v i o r  o f  m a r g i n a l  v a l u a t i o n  o f  

f a m i l y  l a b o r  i n d e p e n d e n t l y  from t h e  market .  However, i t  can  be  

assumed t h a t  it h a s  an  a s s o c i a t i o n  w i t h  t h e  performance  o f  r e a l  

wages which p r e v a i l  i n  t h e  market .  T h i s  i s  a  m o d i f i c a t i o n  I 

would l i k e  t o  make i n  o r d e r  t o  f i n d  o u t  a  p o s s i b i l i t y  o f  assum- 

i n g  MP2* performance  p r e v i o u s l y  mentioned.  The e m p i r i c a l  f a c t  

w e  have i d e n t i f i e d  i s  t h a t  a t  a  c e r t a i n  p o i n t  o f  t i m e  t h e  l e v e l  

o f  r e a l  wages d i d  t u r n  t o  i n c r e a s e  b o t h  i n  J a p a n  and Korea. 

T h i s  i n d i c a t e s  t h a t  under  t h e  p r e v i o u s  l e v e l  o f  s u b s i s t e n c e  wages, 

h i s t o r i c a l l y  g i v e n ,  f a m i l y  farms were n o t  w i l l i n g  t o  c o n t i n u e  t o  

s u p p l y  f a m i l y  l a b o r  more t o  S e c t o r  1  a t  t h a t  p o i n t  o f  t i m e .  

T h e r e f o r e ,  it may be  p o s s i b l e  t o  assume a  c o n c e p t  o f  MP2* a n a l y t -  

i c a l l y  a t  t h e  p o i n t  of  i n d i f f e r e n c e .  Before  a r r i v i n g  a t  t h i s  

t u r n i n g  p o i n t ,  a n  i n e q u a l i t y ,  MP2 < MP2* c o u l d  be  assumed t o  have 

been s u s t a i n e d .  
-22- 



Such a n  a t t e m p t  o f  s e t t i n g  a n  " e q u i l i b r i u m "  n a t u r e  of  t h e  

marg ina l  p r o d u c t  o f  f a m i l y  l a b o r  i s  r e l e v a n t  t o  o n e ' s  a t t i t u d e  

o f  d e f i n i n g  t h e  "marg ina l  v a l u a t i o n  o f  f a m i l y  l a b o r "  f o r  farm 

househo lds .  I f  one wants  t o  m a i n t a i n  a  g e n u i n e l y  " s u b j e c t i v e "  

one ,  no l i n k  can  be  a t t a i n e d  t o  t h e  market  mechanism. I f  it i s  

i n t e n d e d  t o  make a n  a s s o c i a t e d  behav io r  w i t h  t h e  o p e r a t i o n  o f  

market  f o r c e s ,  a  l a b o r i o u s  s c r u t i n y  would b e  r e q u i r e d  b o t h  i n  

t h e o r y  and i n  forming i t s  e m p i r i c a l  background.  An a s s o c i a t i o n  

w i t h  changes  i n  wages i s  t h e  s i m p l e s t  t r i a l .  

A c t u a l l y  t h e  t h e o r y  s t a t e s  t h a t  MP2 < w d o e s  e x i s t  i f  o f f -  

farm j o b  o p p o r t u n i t i e s  a r e  l i m i t e d  and t h i s  is  i t s  l i n k  w i t h  

t h e  m a r k e t - a c t u a l l y  t h e  l a b o r  demand performance  i n  S e c t o r  1 .  

An i n t r o d u c t i o n  o f  a  c o n c e p t  of  MP2* a p p e a r s  t o  be  i n c o n s i s t e n t  

w i t h  t h i s  p r o p o s i t i o n .  A c t u a l l y  it i s  n o t .  The t h e o r y  i m p l i e s  

t h a t  i f  t h e  d e g r e e  of  job  o p p o r t u n i t y  l i m i t a t i o n  becomes s m a l l e r  

a t  t h e  g i v e n  wage l e v e l ,  ElP2 w i l l  i n c r e a s e  towards  t h e  p r e v a i l i n g  

wage l e v e l ,  and t h a t  i n  t h e  ex t reme  c a s e  o f  no l i m i t a t i o n  o f  job  

o p p o r t u n i t y ,  MP2 = w w i l l  be a t t a i n e d .  The i n t r o d u c t i o n  o f  MP2* 

i n t o  t h i s  sys tem means t h a t  a t  t h e  p o i n t  o f  i n d i f f e r e n c e  t h e  con- 

d i t i o n  o f  " j o b  o p p o r t u n i t y  l i m i t a t i o n "  would n o t  b e  needed.  Even 

i f  j o b  demand d o e s  e x i s t  a t  t h e  g i v e n  wage r a t e s ,  f a m i l y  l a b o r  

a t  i s s u e  w i l l  n o t  b e  s u p p l i e d  t o  m e e t  it. I n  o r d e r  t o  m a i n t a i n  

c o n s i s t e n c y  between t h e  two, t h e r e f o r e ,  o n l y  t h i s  m o d i f i c a t i o n  

seems t o  q u a l i f y  t h e  c o n c e p t  o f  " t h e  job  o p p o r t u n i t y  l i m i t "  i n  

t h e  t i ieory  w i t h  t h e  concerned  wage l e v e l .  

F i n a l l y ,  a n  i n e q u a l i t y  EIP2* i w s h o u l d  n o t  mean t h a t  a l l  

l a b o r  engagements i n  t h e  form o f  f a m i l y  farm i s  o f  a n  i n v o l u n t a r y  

n a t u r e .  " I n v o l u n t a r y "  s h o u l d  b e  a p p l i e d  t o  o n l y  t h e  se l f -employed 

f a m i l y  l a b o r  f o r  which t h e  gap ,  MP2* - MP2 is p o s i t i v e .  However, 

a  q u a n t i t a t i v e  d i s c u s s i o n  on t h i s  a s p e c t  would need more e m p i r i c a l  

knowledge f o r  t h e  r a n g e  o f  d i f f e r e n t i a l s  o f  MP2 i n  r e l a t i o n  t o  

p r e v a i l i n g  wages i n  S e c t o r  11. 
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