
 
 

Give to AgEcon Search 

 
 

 

The World’s Largest Open Access Agricultural & Applied Economics Digital Library 
 

 
 

This document is discoverable and free to researchers across the 
globe due to the work of AgEcon Search. 

 
 
 

Help ensure our sustainability. 
 

 
 
 
 
 
 
 

AgEcon Search 
http://ageconsearch.umn.edu 

aesearch@umn.edu 
 
 
 

 
 
 
 
 
 
Papers downloaded from AgEcon Search may be used for non-commercial purposes and personal study only. 
No other use, including posting to another Internet site, is permitted without permission from the copyright 
owner (not AgEcon Search), or as allowed under the provisions of Fair Use, U.S. Copyright Act, Title 17 U.S.C. 

https://makingagift.umn.edu/give/yourgift.html?&cart=2313
https://makingagift.umn.edu/give/yourgift.html?&cart=2313
https://makingagift.umn.edu/give/yourgift.html?&cart=2313
http://ageconsearch.umn.edu/
mailto:aesearch@umn.edu


AGRICULTURE AND 
GOVERNMENTS IN AN 

INTERDEPENDENT WORLD 

PROCEEDINGS 
OF THE 

TWENTIETH 
INTERNATIONAL CONFERENCE 

OF AGRICULTURAL ECONOMISTS 

Held at Buenos Aires, Argentina 
24--31 August 1988 

Edited by 
Allen Maunder, Agricultural Economics Unit, Queen Elizabeth House 

University of Oxford, England 
and 

Alberto Valdes, International Food Policy Research Institute 
Washington DC, USA 

INTERNATIONAL ASSOCIATION OF 
AGRICULTURAL ECONOMISTS 

QUEEN ELIZABETH HOUSE 
UNIVERSITY OF OXFORD 

1989 

Dartmouth 



ELMHIRST MEMORIAL LECTURE 

YUTIRO HA YAMI 

Community, Market and State* 

It is both dazzling and daunting for me to be able to present the fifth Elmhirst 
Memorial Lecture. Indeed, when I received the invitation to this honourable 
occasion from President Michel Petit, it was hard to think of following the 
footsteps of the previous four great lecturers- Theodore W. Schultz, W. Arthur 
Lewis, Keith 0. Campbell and Amartya Sen. All these four spoke on some broad 
themes of common interest to our profession. Following this tradition I will 
discuss today the interrelationship among market systems, rural community 
institutions and government activities in agricultural and economic development 
with a focus on developing economies. Trying to prepare a broad perspective on 
such a grand topic, I feel as if I am the reckless frog in Aesop's fable, bursting 
out his belly in a vain effort to match the size of a cow. As a pedestrian agricultural 
economist I know little about preferences and decision rules of politicians, 
bureaucrats, and business executives in the metropolis. Rather, I am familiar with 
work and life of peasants and petty traders and their petty politics at the level of 
a village microcosm in the monsoon areas of Asia. Inevitably the perspective 
presented here is circumscribed by my narrow observations from Asian paddy
fields. To the audience who may legitimately expect a broader perspective as 
presented in the previous Elrnhirst Lectures, in advance I express my apology. 

RIVAL VIEWS ON COMMUNITY AND MARKET 

Since the eve of modem economic growth, two rival views have contested about 
the relationship between community and market. One view, which may be called 
the 'community-yoke' thesis, considers traditional institutions in precapitalist 
and preindustrial communities to be the feudal yokes preventing realization of 
not only the economic but also the moral potential of mankind. In this view the 
market is not only efficient in resource allocations but is also the 'rules of justice' 
that emancipate people from the yokes of traditional community ties and the 

*For the preparation of this lecture, I owe much to comments and suggestions from Dale Adams, 
Gary Anders, Robert Bates, Martin Bronfenbrenner, John Dillon, David Feeny, Douglas Hedley, 
Shigeru Ishikawa, Justin Lin, John Mellor, Yonosuke Nagai, Keijiro Otsuka, Michel Petit, Gustav 
Ranis, Vernon Ruttan, Theodore Schultz, Bernard Stanton and Anthony Tang. I regret that I was 
not able to incorporate fully into this lecture several insightful comments partly because of space 
limitation and partly because of my insufficient capacity. Those comments will be invaluable inputs 
for my continued research on this subject in the future. 
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arbitrary command of despotism, thereby enabling them to develop virtues such 
as industriousness, frugality and probity. This view has been asserted by great 
thinkers from early enlightenment philosophers like Montesquieu and Adam 
Smith to contemporaries such as Friedrich von Hayek and Milton Friedman.11n 
this view the 'Protestant ethic' identified by Max Weber as underlying modem 
industrial development is seen to be acquired through market exchange.2 

Diametrically opposite to the community-yoke thesis is the view that we may 
call the 'evil-market' thesis. In this view, the morals that are considered neces
sary for the efficient functioning of a market economy based on contracts among 
free individuals, such as honesty, trust and restraint, are not something to be 
learned from commerce and market but are virtues nurtured through social 
interactions in precapitalist communities bound by common religion and mutual 
love. Since those traditional virtues are undermined by market forces based on 
the unrestricted release of self-interest and material greed, the capitalist market 
system is demoralizing, and hence, self-destructive.3 

While the community -yoke thesis asserts that the transition from precapitalist 
communities bound by hierarchical status, traditional customs and personal ties 
to modem market economies is beneficial to a majority of the poor as it 
emancipates them from the inferior occupations to which they are consigned by 
their low status at birth, the evil-market thesis argues the contrary. Indeed, a 
deep-rooted popular belief is that the destruction of traditional community 
relations, such as mutual help and income sharing, due to commercialization 
results in greater inequality and misery for the poor. Since Thomas More in his 
Utopia lamented the misery of peasants whose lands were enclosed into a large 
pasture for commercial wool production in sixteenth-century England, this view 
has been expressed repeatedly by Russian Narodniks, US Populists and the 
followers of Mahatma Gandhi in India. Karl Marx recognized the emancipating 
role of market from the yoke of feudal regulations, but the freedom gained by a 
majority of the emancipated peasants meant to him nothing but the freedom for 
them to join the industrial reserve army of lumpen-proletariat.4 

The battle between the community-yoke and the evil-market theses re
sounded again in a recent debate between so-called 'moral economy' and 
'political economy' approaches to peasant communities.5 The former approach, 
advocated by James C. Scott among others,6 assumes that social relations in 
precapitalist peasant communities are geared to secure minimum subsistence for 
all community members. Normally, peasants eke out their living at a near
subsistence level. They are exposed to the constant danger that their income may 
decline below the subsistence minimum, because of external variations such as 
weather or internal incidents such as the sickness of family members. The 
compelling demand of the peasants to avoid subsistence crises is said to have 
resulted in a 'subsistence ethic' under which social arrangements designed to 
insure against these crises are considered fair and legitimate. 

In the view of moral economists, common features of village communities 
such as the exchange of labour, the use of communal property for the livelihood 
of the orphaned or the widowed, and rent reductions in a year of crop failure are 
institutionalized patterns developed under this ethic. The basic principle 'claims 
that all should have a place, a living, not that all should be equal'? To the extent 
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that a landlord protects the poor members in the community (tenants) against ruin 
in bad years, he is considered a legitimate patron. 

Thus, moral economists assume a pervasive tendency in village communities 
to set informal social controls on the better-off members to redistribute wealth or 
to impose specific obligations to provide for the minimum needs of the poor. With 
the intrusion of the market economy, the moral principle of securing minimum 
subsistence is replaced by the hard economic calculation of maximizing profit. 
The well-to-do members of the community tend to rely more on external legal 
means to protect their property. They become more concerned about increasing 
their incomes in order to purchase modem goods from outside than about buying 
goodwill among their fellow villagers. Mutual-help and patron-client relation
ships are weakened, and the poor are exposed to the risk of subsistence crises. 
Some of the small landholders are compelled to sell their land and become 
landless workers selling their labour in the labour market, while others accumu
late land to become market-orientated farmers. Peasants stripped of the protec
tion of traditional village institutions and patron-client bonds and faced with 
subsistence crises feel ill-treated and may eventually rise in revolt. Thus, moral 
economists view peasant uprisings as the desperate efforts of peasants to restore 
traditional rights destroyed by capitalism. 

The moral economy view has been challenged by Samuel Popkin among 
others.8 In his so-called 'political economy' approach, Popkin denies that the 
precapitalist peasant community is moral-orientated to protect the poor. He 
insists that traditional village institutions and patron-client relationships have 
been neither motivated by nor effective in guaranteeing the subsistence need of 
community members. It is his essential contention that even in the traditional 
peasant community, people are predominantly motivated to seek personal gain 
rather than group interests; peasants rely on their families or groups smaller than 
the village community for their subsistence guarantees because the village-wide 
scheme to insure against risk is bound to be ineffective because everyone tries to 
be a free rider or to claim profit from group action without bearing the cost; elites 
exploit such village institutions as community property for their own profit rather 
than to protect the poor. As a result village procedures reinforce, rather than level, 
differences in income and wealth. In this view the market system is beneficial to 
a majority of peasants to the extent that it emancipates them from the control of 
village elites and enables them to engage in transactions based on their own 
economic calculations.9 

MARKET FAILURE AND COMMUNITY CORRECTION10 

While the perspectives of the community-yoke and the evil-market theses are 
diametrically opposite, one point in common is to regard community and market 
as rival institutions in terms of both growth and equity. My basic doubt is whether 
they are absolute rivals or whether they are complementary to a significant extent, 
at least in the early stage of economic development. In my view the conditions 
of production and exchange faced by semi-subsistent peasants are such as to 
make the failure of market pervasive in achieving the efficient allocation of 
resources. Community relations are often relied upon to correct market failures. 



6 Yujiro Hayami 

One major source of market failure in an agrarian community in developing 
economies (which will hereafter be referred to as 'village') is pervasive exter
nalities. By nature, agricultural production activities are strongly interdependent 
due to the ecological interdependence of biological processes. Overgrazing in a 
mountain pasture may increase the incidence of flooding in nearby crop fields. 
Diversion of irrigation water upstream may result in a water shortage for 
downstream farms in a river valley. An individual peasant is usually too small 
a production unit to internalize much of such production externalities It becomes 
imperative for the village to co-ordinate and reduce conflicts over the use of such 
resources. 

Because production externalities are pervasive, and because possible con
flicts are numerous and variable, customs or accumulated precedents tend to be 
a more effective means of settling conflicts than the stipulations of formal laws. 
Because villagers' property in the form of standing crops and grazing animals is 
often physically unprotected in open fields, morals and taboos can be the most 
effective means of policing. Thus, the institutions that govern the use of 
resources efficiently in the village are customary rules and moral principles 
rather than formal laws and explicit contracts. 

Those customary rules and moral principles are enforced through intensive 
social interactions in the small village community where everyone is watching 
everyone and where gossip about one's misconduct is circulated by word of 
mouth faster than via modem communication means.11 In such an environment 
it usually entails a significant cost to violate time-honoured village rules. Even 
if an individual expects large material gains from violating the rules, he may not 
dare to do so because of the risk of social opprobrium and perhaps ostracism. 

The close social interactions that reduce opportunism, cheating, and shirking 
are not only effective in preventing free riders in the provision of public goods 
but also are instrumental in enforcing contracts on the transaction of private 
goods and services. In the economic environment of rural villages in developing 
countries, transaction costs among anonymous agents in the market tend to be 
high. ('Market' is here defined rather narrowly to refer to the concept conven
tionally used in both the neoclassical and the Marxian economics texts.) First of 
all, the marketable agricultural surplus of semi-subsistent peasants is usually 
small in volume and variable in quality. Therefore, it is impractical to introduce 
modem marketing practices such as grading and brand names, aimed at reducing 
uncertainty about product quality. A market tends to be inefficient or vanish 
altogether because of high transaction costs due to the absence or asymmetry of 
such quality informationP 

The problem of quality uncertainty is even more serious in labour markets. In 
urban industries characterized by the machine process, work is highly standard
ized and relatively easy to monitor. The biological process of agricultural 
production, however, is subject to infinite variations in ecological conditions. 
Very different treatments for a crop or an animal are required in response to slight 
differences in temperature and soil moisture. It matters a great deal whether a 
labourer performs his work with careful attention and adjustments in response 
to variations in plants, animals and ecology. Such work quality is extremely 
difficult to monitor. The scattering of agricultural operations over a wide space 
adds to the difficulty of monitoring. 
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If an employment relationship is limited to a spot exchange among anonymous 
agents in the marketplace, it is difficult to avoid hiring workers who are dishonest 
or shirkers, not so much in the duration of physical work but in its quality. The 
scope of substituting market transaction by hierarchical internal organizations 
such as 'firms' is limited, partly because of the small market size and partly 
because of production uncertainty and the difficulty of delineating and standard
izing production operations in the biological processP 

The presence of severe quality uncertainty, coupled with the small market size 
makes it unprofitable for specialized agents to engage in the marketing of various 
goods and services separately. Consequently, a strong tendency emerges in the 
village community for various transactions to be interlinked in a highly person
alized relationship. A typical arrangement is a sharecropping tenancy. Usually a 
landlord does not simply receive a share rent for his contribution of land, but also 
bears a part of production cost and advances credit. Moreover, he often patronizes 
his tenant in such ways as giving gifts at the birth of a child or the death of a father 
and using his connections and influence to solve a tenant's problems with other 
villagers or with outsiders. The tenant reciprocates with loyal services and 
supports to the landlord. 

In such a patron-client relationship, exchanges are multi-stranded and the 
balance is cleared in the long run. Multiple transactions between the same parties 
permit the saving of transaction costs because much of the cost of information 
collection and contract enforcement is common to all the transactions.14 More
over, once the patron-client relationship is established, not only will it make a 
client morally obliged to conform to the implicit terms of contract but also it will 
work as a penalty on their possible commitment of moral hazards since the loss 
of his patron's protection would mean a very high cost in the economies in which 
the poor client has to face subsistence crisis and yet has no access to well
developed insurance and credit markets. On the other hand, if the patron fails to 
provide sufficient protection or to pay legitimate remuneration, he will not only 
be resisted by his client's cheating, shirking and stealing but also be penalized by 
social opprobrium. 

I share Samuel Popkin's political-economy perspective that peasants in the 
precapitalist society are as egoistic as any hard-calculating capitalists in seeking 
personal gains. However, the fact that the peasants are egoists does not necessar
ily conflict with their apparently altruistic behaviour as observed by moral 
economists like James Scott. If a village community is characterized by a high 
degree of social interaction, a well-to-do villager may try to simulate the 
behaviour of a benevolent patron in terms of traditional norms if he is a wise 
egoist. Likewise, a poor villager may simulate the behaviour of a conscientious 
and faithful client. 

To the extent that opportunism and moral hazards are suppressed by such 
community mechanism, market failures due to pervasive production externalities 
and high transaction costs are reduced. Thus, strong social interactions with a 
common belief in traditional customs and moral principles in a small community 
may be considered a basis for its members to arrive at and maintain the 
agreements of mutual advantage or to avoid the occurrence of 'prisoner's 
dilemma' due to mutual distrust.15 
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Such a role of the community relations is not limited to preindustrial society 
but is also important in industrial and/or post-industrial societies. As the work 
required for modem times has shifted from that based on muscles to that based 
on brain, it has become increasingly difficult to enforce work rules through a 
hierarchical command system. It has become necessary to design the forms of 
contract that incorporate incentives to improve unobservable work efforts by 
improving morale.16 One possible direction is to establish relations of a commu
nity type within a firm. A typical example along this line is the Japanese
management system. In the Japanese system employment is life-long with no 
explicit contract, but both management and employees are assumed to follow the 
customary rules of the company; a boss is supposed to develop a patron-client 
relationship with workers under him so that a section or a division or even a 
whole company simulates a family or a village. Such a system, which was once 
regarded as premodern, feudalistic and hence inefficient, is now considered to 
underlie the high efficiency of Japanese industries as it minimizes the X
inefficiency arising from the prisoner's dilemma situation.17 

COMMUNITY FAILURE AND MARKET CORRECTION 

Of course, in the real world no community is perfect in eliminating opportunism, 
cheating and shirking. The community with zero transaction cost, completely 
free from the prisoner's dilemma problem, is as much an abstraction as a 
perfectly competitive market.18 

First of all, the traditional customs and the moral principles that govern the 
village community are, by nature, slow to change. These community rules and 
institutions might have promoted efficient resource use when created, but they 
often become its fetters as institutional adjustments tend to lag behind changes 
in resource endowments, technology and market conditions.19 For example, 
overgrazing of common pasture in a village may be explained by a lag in the shift 
from the traditional rule of free access to the village property to a system that 
facilitates resource conservation such as private property rights, corresponding 
to increasing population pressure on land. 

Second, the community mechanism of rule enforcement based on common 
belief and intensive social interactions is bound to be limited to a small commu
nity. While the community system may be effective in co-ordinating resource 
use within a village, it is largely incapable of solving conflicts between this 
village and other villages or the outside world in general. The prisoner's dilemma 
tends to emerge among different villages or among different tribes, especially 
when they belong to different ethnic groups. One village alone may be able to 
develop and enforce rules to regulate the number of animals in a grazing land. 
But, this village may not dare to do so for the fear that other villages will react 
by increasing their own stock to take advantage of the first village's conservation 
effort. Indeed, I have often encountered cases in which an irrigation system 
covering the area of one village is efficiently administered, while anothernearby 
system covering several villages is very poorly maintained and the abuse of 
water in upstream villages results in shortages in downstream villages. This 
general tendency for a village community to allow or even encourage the 
exercise of opportunism by its members against outsiders is also a serious 
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constraint on the development of a market over a wide area. The need for setting 
and enforcing common rules to prevent the inter-community opportunism is 
considered one of the major factors underlying the emergence of the state 
endowed with coercive power over a wide area. 

Third, although the community mechanism may be effective in reducing 
transaction costs within a village, it does not guarantee efficient resource 
allocation in the Pareto-optimum sense. Because potential participants in the 
patron-client contracts are few in a small community, the implicit contracts to be 
reached through subtle bargaining tend to be similar to those of bilateral 
monopoly. If land and capital are concentrated in the hands of the few elites, 
resource allocation would be close to that of pure monopoly and/or monopsony 
in the interlinked-factor and product markets, especially where it is easy for the 
landed elite to collude through intensive social interactions. Penetration of the 
market system, or exposure of landless villagers to wide market opportunities, 
will strengthen their bargaining position, and hence bring equilibrium closer to 
that of peifect competition. In such a case the development of the market will have 
the effect of increasing both efficiency and equity. 

Further, if a community is artificially segregated from market competition, the 
likelihood is high that the community principles, such as mutual help and 
reciprocity, may tum out from the mechanism of mutual work enforcement to the 
mechanism of mutual shirking; this may explain, in part, relative inefficiency in 
collective or state farms in socialist economies as well as in Japanese agricultural 
co-operatives operating under strong government protection.20 It must be pointed 
out that the incorporation of community relations into the intemai organization 
of a firm alone is not sufficient to explain the efficiency of Japanese industries. 
The efficiency is explained rather by the success of the management in develop
ing a community morale among employees to work hard without costly supervi
sion for the sake of survival of their company under fierce market competition?1 

ANTI-COMMUNITY AND ANTI-MARKET POLICIES 

The community and the market systems play critically important roles in co
ordinating rural people for the efficient use of scare resources. Of course, no 
system is free from failure. The community-yoke and the evil-market theses have 
concentrated on condemning the failures of each system on entirely different 
grounds, without due consideration of their complementarity. Under the influ~ 
ence of these rival views, governments in developing countries have often tried 
to suppress altogether the mechanisms of community and market in order to 
correct their failures with the result of destroying their positive functions. 

On the basis of the community-yoke thesis, it has been considered necessary 
to suppress the 'feudal and exploitative' rules and institutions of traditional 
village communities. A typical example is the prohibition of sharecropping 
tenancy stipulated in the land reform laws of many developing countries. Share 
tenancy has been considered both exploitative and inefficient because landlords 
derive an unfair share of the product of tenants' efforts and hence reduce the 
tenants' incentive to apply labour and other inputs below optimum levels.22 

However, recent empirical as well as theoretical studies tend to support the 
hypothesis that the share contract can achieve the same degree of efficiency as the 
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fixed-rent contract and owner farming and that share tenancy can be more 
beneficial for tenants because of its features of risk sharing and utilization of the 
landlord's credit.23 Furthermore, the prohibition of share tenancy closes the 
possibility for landless labourers to climb up the 'agricultural ladder' via 
sharecropping to leaseholding and eventually to becoming owner farmers.24 An 
emerging consensus is that the artificial limitation on the choice of contracts, 
such as the prohibition of share tenancy, reduces both efficiency and equity. 

On the other hand, the market system has also been condemned by the popular 
image that middlemen and/or money lenders exploit peasants through the 
practice of monopoly/monopsony pricing and usury. This evil-market perspec
tive has often underlain pervasive government interventions into the market in 
developing countries, ranging from controls on farm product prices, interest and 
land rent, to government monopolies in marketing agricultural products, distrib
uting inputs, and providing credit. 

However, accumulated empirical evidence in the past has been largely 
inconsistent with the hypothesis of monopoly/monopsony exploitation by mid
dlemen/moneylenders. Rather, private marketing in developing countries has 
been found to be fairly competitive and efficient.25 Government regulations of 
markets have often proved detrimental not only to efficient resource allocations 
but also to equity. For example, the prohibition of 'usury' has increased the 
effective rate of interest to the poor by the amount of expected penalty risk to 
money lenders; rent control reduced landowners' incentive to rent out their land, 
thereby reducing the opportunity oflandless labourers to become tenant farmers; 
and controls on food prices have benefited relatively rich urban dwellers at the 
expense of peasant producers.26 

More wasteful has been the substitution of governmental agencies, such as 
marketing boards and parastatal organizations for private marketing channels. 
This has resulted in the substitution of high opportunity-cost resources such as 
modem equipment and educated manpower for low opportunity-cost local 
resources, especially labour in off-farm season. We need not mention increases 
in X-inefficiency due to a shift from private to governmental monopoly firms. 
It is well-known that those governmental agencies have been used as a means to 
procure food from peasants at lower-than-market prices for delivery to urban 
dwellers. Also, the governmental monopoly of credit and input supplies has been 
used by politicians to reward their supporters selectively and centralize power 
and resources in their hands.27 

Government interventions and regulations in indigenous community and 
market relations have created large institutional rents for bureaucrats and local 
elites. The other side of the coin is that interventions and regulations have 
multiplied as the result of bureaucratic and political rent-seeking activities.28 In 
the calculation of politicians in developing countries about maximizing the 
probability of their staying in office, the support from bureaucrats, rural elites, 
urban business, and organized labour, should weigh more heavily than the 
support from unorganized peasants and labourers in rural areas. 

Because the former group consists of a small number of educated resourceful 
people, it is relatively easy to organize political lobbying for the rules and the 
institutions that are expected to yield institutional rents for its members at the 
expense of outsiders. The latter group, though large in number, is weak 
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politically because it is poorly organized. In general, as the theory of Mancur 
Olson predicts, the large group is more difficult to organize because of the 
difficulty of preventing free riders.29 Moreover, peasants and agricultural labour
ers in developing economies are mostly uneducated and live sparsely over a wide 
area with poor communications and transportation infrastructure. It is, therefore, 
too costly for them to organize themselves for countervailing group action 
against a political campaign by the elites.30 Inefficient and inequitable institutions 
and policies thus result as an equilibrium of the political market.31 This is the basic 
source of 'government failure' in achieving socially efficient resource alloca
tions. It is important to recognize that ideologies in such forms as the community
yoke and the evil-market theses have been highly instrumental for the politicians 
and the rent-seekers in providing a rationale for suppressing opposition to their 
anti-community and antimarket policies.32 

TOWARDS COMMUNITY AND MARKET DEVELOPMENTS 

My argument does not imply that governments should reduce their rural devel
opment efforts. On the contrary, governments should expand their efforts in the 
spheres in which both community and market fail to achieve socially efficient 
resource allocations. In this endeavour, governments should try to supplement 
rather than to replace indigenous community and market systems. 

As discussed before, individual village communities are often incapable of 
building large public infrastructures covering several villages. For these, the 
government should take the responsibility. In this case, too, efforts are needed to 
mobilize the collaboration and the participation of local communities to the 
greatest possible extent. For example, while major dams and canals for large
scale irrigation need to be built and maintained by governmental agencies, 
collaboration with local communities must be deliberately designed for the 
operation and maintenance of subsidiary canals and farm ditches. A critical role 
of government in reducing community failure is to enhance collaboration, or at 
least to reduce antagonism and distrust among small local communities through 
effective persuasion and education on the need for co-operation in the efficient 
use of a large infrastructure. 

Also, plenty of room exists for government to improve the efficiency of local 
markets. Marketing margins for agricultural products are large in developing 
countries, usually much less because of private monopoly than because of high 
transportation costs as well as the high cost of collecting the agricultural surplus 
in small lots from small producers. Monopoly emerges typically in isolated 
villages in which the agricultural surplus is so small (relative to the cost of 
transportation) that no more than one middleman can profitably operate. When 
this is the case, the way to improve marketing efficiency is for the government 
to invest in transportation and communication infrastructure, as well as in 
agricultural research and extension for increasing agricultural output, productiv
ity and marketable surplus. 

The supply of credit, especially from outside a village, is often constrained by 
the absence of adequate institutions to stipulate and enforce collateral. In such a 
case, government efforts to improve the registry of real assets and the procedures 
of civil courts to enforce collateral contracts will contribute greatly to the 
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reduction in credit costs. In general, the stipulation and enforcement of private 
property rights by the government are the basis for efficient functioning of the 
market. 

A paramount danger is to overemphasize the failures of existing community 
and market systems while ignoring the possibility of government failure. Such 
arguments have been used to justify the displacement of indigenous community 
and market institutions by so-called 'modern' institutions heavily loaded with 
bureaucracy. The imposition of the 'modern' institutions imported from devel
oped countries or founded on ideological preconceptions, without due consid
eration of traditional norms and organizational principle, is bound to be met by 
widespread noncompliance or sabotage by local people, as evidenced by the 
repeated failures of institutional credit programmes and the rapid deterioration 
of some modern large-scale irrigation systems. 

Self-sustaining growth of the rural economy in developing countries cannot 
be expected without a policy that makes positive use of indigenous community 
relations and local market organizations as a basis for modern rural development 
institutions. The search for an appropriate policy design should begin with 
serious investigations into the reality of the grassroots in each developing 
country. 
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