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A "Dual Modern Economios” Growth Mcdcl*

by fArthur Gibb, Jr,

I. Intrcducticn

This paper hypcthesizes — in the form of a descriptive
model — that thke growth prccess in mcest develeping naticns
during the 1270s and 1€8Cs will be mcre accurately and use-
fully describced as that of twe parallel, thousgh interdepend-
ent, eccnomics than that of a sinzle, increasinzly wulti-
faceted cconomy, Th2 two aconcmies are these of '"the
countryside” and cof 'maticnal uwrban areas'. Grcwth in the
cne is agriculture-~lced; in thke other non-agriculturce-led,

The mcdel derives froem a percapticn of a caertain class
of LDC cccnomy in which the agricultural ccuntryside is
distinct from the ncon—~agricultural enclaves of industrial,
expcrt, and administrative prcduction, This spatial dimension
of the national economy is taken to be 'aécruc1a1 distincticn
when describing growth during this peried. Geographically,
the perception is a dircecct throwback to Boeke's dual economy
model, Fowever, where Bocke in effect juxtaposcd a classical
economy in the countryside and a neoclassical world in the
"mcdern’” enclaves, herc both economies arc necoclassical and,
Tln this sense, modern. In additicn, Whereas Bcelte's country-
,Elde was orzanized bcrczcntally, being compesed essentially
- of independent and self-sustainingz agricultural ccmmunitiés,
thls model assumes that a three—tiesred pyramid ¢f agricul-

tural market centoers exists to serve cach agricultural regicn,

*This paper coastitites a preliminary versicn c¢f a gencral
mcdel which has omerged in the coursce of rescarch into the
non-farm emplcyment question. It was discussed in summary
form at a Schocl cf EBeconomics' faculty scminar last June and
kas bonefitted greatly from comments made at that time. The
author was a Visitin~s Rescarch Associate at the Schcol of
Economics during 1871-1¢72. The rescarch was supported by
the Center for Research cn Econmic Development of the Univer .
sity of Michizan with funds provided by the Rockefellor
Foundation,
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Three preconditions must be satisfied in any given sit—
uation if this model is to be both relevant and cperaticnal,
First, the gcojgraphy of the country in questicn must be such
that most of its agricultural regzicns are unambigucusly agri-
cultural in tkeir cconcmic ccmposition in the sense that the
bulk of the ncn-agricultural activity in them may be said tc
exist solely tc scerve the agricult:ral community. ¢This con~
dition is satisficd by mest LDCs, the prominent exclusions
being very small naticns and those suchk as Taiwan, Malaya,
and Egypt havins littcral cr "strip'" settlement pattorns.
Second, a significant porticn of the non-agricvltuaral ccods
and services ceonsumed by rural hecusehelds wust be produced
"locally", meaning within the asricultural recicn. - This ccn~
diticn is satisficd in a large number, possibly all, LDCs.

And, third, if the mcdel is tc be cperaticnal in the noar term,
it must be pessiklc tco brzak cut data cn predcminantly non—
agricultural cnclaves from naticnal statistical totals. In
most cases this is considerably casicer to accompiish than

might be thought. = Though published tabulaticns will rarely

be sufficient, spcecial tabulations aré reclatively easy to
obtain since the enclaves in question have usually been treated
separately by the statisticians in sample designs and data prc-
cessing operations,

' It will perhaps bc uscful at the-cutset to summarize

ihe type of empirical evidence whick underlies the concepts

" of tbis model and tc make explicit the findings of rocont field
research in the Philippines which helped to crystalizekits
particular structure, Considerable evidence has accumnlated
over the past two decades that in rural areas consumer pre-
ferences extend tc a wide raaze of locally preduced gcods

and services, and that the inccome elasticity cf demand for such
products is probably firmly pcsitive. The wcrks of scecial
scientists cther -than eccnomists provide many descriptions cf
hcusakold asset accumulaticn and cf rankings defining the order
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in which asscts are accumrulated. Income and expesnditure

surveys suggest that industrially-prcduced assets must com-

pesea only a small part of the hcusehcld budget at most income

levels in rural areas. Turning to the producer, a variety

of case study evidence suggests that ncn~agricultural part

of the '"traditional econcmy'" in rural arcas tends tc be

broadly-based, respcnsive tc economic incentives, and ncot

lacking in cither cntrepreneurship or techknclogical ingenuity.
Thus, it came as no surprise when a 1972 case study of

an agricultural rezion in Central Luzon revealed twe basic

1

findings. First, the region displayed the econcmic breadtk

cf a full scale sconcmy, kaving extensive economic activity

-in each of the tea Major Industry Group categoriess, There

was activity in most Industry Grecups (i.e., at the 2-=digit
level) as well., Indead, it can generally be said that the
rezion was meetinc mest household consumption and investment
demands from local prcecduction, This was so notwithstanding
the fact that most locally-prodzced zoods and services had o
dezrzee cof "impert'" content and that virtually all producer
gcods were "impcerted'". Seaccond, rthkis ecconcomy seemed tc be
growing and responding in precisely the wmanner that nec—-class=-
ical theory says a ccmpetitive aconomy ¢f wany small producers
should do.

The characteristics of the Philippines in general and
of the study areca in partiéular tend on bkalance tc encourage
zeneralization from this micro study rather than discourage
it., Discussicn of this point will be deferred, however, until
the model has becen specified., Let it suffice here to sugges%“
that the empirical evidence from the Philippines, which will
be referred tc belcw con occasicon, does not appear to come
from a toc special case, at lecast so far as the ceantral con~-
cepts of the model arc concerned,

o,
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II. A DESCRIPTIVE MODEL: THE STATIC ASPECTS

Distinguishing the "Countryside Economy'" and the
"Enclave Economy'. The first objective of the model spec-

ification is to isolate all non-agricultural cconomic act-
ivity which is unambizuously the creature of the agriculture
sector. The result will be a disaggregation of non-arri-
cultural activity nationally into that whiclk is "directly"
influenced by chanzes in agricultural output and incomes
and that which is only "indirectly" influenced by such
changes. To assure relative purity in the former entity,
activity whose basis is ambiguous is assigned to this
‘1atter category. Effectively this mcans that a rural area
icontivuous to a non-agricultural enclave is defined as be-~
Flna within that enclave if its essentially agricultural
\character is in doubt,

Since non-agricultural cnclaves arc the more clearly
defined entities, both statistically and conceptually, it
is convenient to define ''the countryside" by derivatlon,
first aggregating data on the enclaves and then subtracting
them from national totals to arrive at a statistical spec-
ification of the countryside économy. _

' A trade-area critcerion is used to characterize economic,
as distinct from geographic, regions. It is assumed that
geographic regions normally contain more than one economic
rerion. A non-agricul“ural economic region is defined as

< yone which produces non—-agricultural zoods and services for

Kpart or all of the national market or for the world market,
They are more descriptively referred to as National Urban
Arcas, implying the exteant of their trade area and tkezir
typically urban bharacter

All otber economic regions are by definition agricul-
tural, Their individual extent is defined in terms of the
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trade arcas of the largest agriculture market centers, which
arc analozgously designated Regional Urban Centers, Agri- .
cultural (ecanmic) regions will be more formally defined

in Section III in terms of the respcective trade arcas of
Regional Urban Centers, Sub-Region Urban Centers, and Rural
Towns within them. It should perhaps be noted here that
"region" as used in this model always refers to an economic
rather than geoizraphic region. It normally refers .to agri-
cultural regions, often by implication as in the case of
Regional Urban Centers and Sub~Region Urban Centers.

The Non-Agricultural Enclaves Economy. The "enclaves

economy', for short, is the sum of the economic activity in
the National Urban Areas (enclaves). Formally, it is
defined as embracing all economic rezions having a signifi-
cant amount of non-agricultural production wkich is
marketed nationally (or to a large part of the national

market) or internationally. 1In addition, it includes en~

claves of plantation agriculturc producing for the inter-

f national market. It may be characterized as being the locus

especially of the following, which arc the "primary
industries" of the Enclaves Economy:

(i) Industrial activity, (manufacturing), here
defined narrowly as '"modern factory pro-
duction'";

(ii) Production for export, excepting smallholder

crop production and cottage industries;
(iii) Export-import scrvices, broadly defined to
include related transport and finance
activities;
(iv) The bulk of government administrative ser-
vices, inclwdinz the military.
Tourism centers sometimes qualify as non=-agricultural
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enclaves. It is sometimes convenient to characterize the
economic activity of the enclaves cconomy more descrip~
tively as that of tha "industry/export/administrative
cnclaves, "

Applied to the Philippines in the latter 1660s, the
above criteria define the enclave aconomy as encompassing
20% of the nation's population, 20% of the total ladbor
force, and 25% of total non-agricultural employment%' It
includes (30) of the (70) chartered cities in the country,
It is composcd of: the Greater Manila areca including con~-
tiguous agricultural provinces; the urbanized enclaves
focused on the citiess of Cebu, Davao, Iliolo and Iligan;
tke province of Megros Occidental which is largely given
over to (plantation) sugar cultivation for export, account-
ing for €0% of total Prilippine production; and the tourism
or military base enclaves of Bacuio City, Angeles, and
Olongapo, The several mining and lumbder onclaves whickh
produce for immediate export are not included, though they
should be., Treir inclusion would not, however; changze the
population or labor force proportions of the enclave econ-
omy significantly.

The Countiryside Economy. The 2xtent of the "countfy-

side"_is defined as the zeozraphic residual, once the en= .
claves have been defined. It therafore cncompasses all the
remaining economic regions, these being by definition wunam~
biguously agricultural. The "primary industry"” in the
countryside cconomy is staple~foods azriculturc.

All population centers in these regions are by defin-
ition agricultural market centers. They are typically
structurcd approximately as follows: onc Regional Urban
Center, a sect of perhaps 3-5 Sub-Region Urban Centers, and
perhaps 3-5 times that many Rural Towns,



In the Philippines in the latter 1260s the countryside
economy cncompassced 80% of the nation's population, 80% of
the total labor force, and 75% of total non-agrlcultural
employment. The 2C Regional Urban Centers accounted for
less than 10% of thc non-agricultural employment in the
countryside economy., Of total employment in the countryside
cconomy, approximately-30% was non-agricultural,

Characteristics of the Two Economies and Their Interdegendenc

Structure of Industries, Economic act1v1ty in each
Economy extends over the full range of ten Major Industry
Groups in addition to that in the primary industries. It
is necessary to distinguisht the latter from the other
industries within its Major Industry Group. It will he
convenient therefore to adopt the following notation, Given
a letter symbol for a Kajor Industry Group, a superscript c
or ¢ will be applied to distinguishk whether it refers to
that éroup in the countryside or the cenclave bconomy, res-~
pactively. A sub-script "1" will be appended to refer to
Primary industrics in that group while a subscript "2" will’
be used to designate the other industries,. Thus, within
the enclave ﬁconomy we distinguish Ml’ modern factory pro-

duction, from MZ’ other manufacturing Further we specify
that no Ml exists, by definition. We can utilize an Ai and

" an Az to distinguish production of staple foods (and some
export crops) from that of secondary crops., In general,
the composition of act1v1ty in the two Economies might
therefore be ra present d qualitatively in the form of two
sets of column vectors thus:



- producing for the national market.
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moment, it will te

noted that groups with a suz—-script "1" may bYe interpreted

as not only the "primary industries" leadin; zrowthk in
¥ ¥4

their respective economies but also as those industries

The corollary is that

2ll other industrics may be taken to be producers for

eéssentially local markets, local bere referrinz to the econ-
omic region in wkich the production takes place. It will
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be noted that production for the local markets in cach econ-
cmy covers the full'range of Kajor Industry Groups.

| Within the local industries there are two distinct
categories: thosc which areiproducing for houschold demands
as opposed to those which cxist to support production in
the primary industries. foth arc sets of derived or depend-
ent indnstrices in the sense that they are creatures of the
primary industries. Reflacting this causation, the latter
arc designated '"complementary industriés"; the former, "in-
come—~effect industries",

The complementary production activities are in sgeaeral
differcnt in the two economics since the primary industries
are different. In the countryside they are those relating
to the storage, procéssing, and transporting of the azri-
cultural products of the A§ sector plus the supply.of agri¥
cultural inputs. Thus they correspond to the activities
which are lodsely described as azro-business. In the enclaves
economy the classification complementary industrices eacom=
passes the backwards and forwards linkages from the primary
industries., Thus it covers finance and distribution activ-
ities rclating to thesc industries |
and backwards integration of production. These activitics
are specified as initially occurring entircly within the

_enclaves economy,
* The income-cffect industries, in contrast, are esseat-
;ally Similar in the two economies. Assuming that the rela-
"tively small part of total houschold domand whichk is from
hizk income groups is satisfied to a considerable extent from
primary industry production (e.s., modern factory goods and
import services) or imports, the income—-effect industries
are specified to ke predominently wage—--oods producers —
broadly defined — in either economy, They face essentially
similar tastes and demends and are substantially identical

.2
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in scale of operation, technelogy vsed, and products pro~-
duced.. The houschold consumption goods and services that
are produced by them prominently include: bersonal services,
especially laundering, eateries, barber shops énd recreatien
services (PSZ); bakeries and tailoring (Mz); personal trans-
portation services (Tz); trading services (Cz); furnishings
manufacture (Mz); housing materials manufacture including
sash vork, iron work, and cement block manufacture (Mz) ’
and housing up-grading services (Kz). '

It is worth noting that in the Philippines' casc study
cf an agricultural sub-recica thi complemenfary (agro-
business) industries proved to he substantially less impor—.

' tant than the income—éffect industries in absorbing lahor, —

The former accounted for less than 25% of full-time equive .
alent employment while the latter accounted for over 50% '
and was growing at a faster rate, (The unaccounted for
residual encompasses public services broadly defined, i,e.,
government, teachkers, and medical services,)

Trade Theory Describes Interdependence. Possibly the

~most distinctive feature of the Dual Modern Economies

s,

Growth Model is that the relationship between the country-
side economy and the enclave cconomy is perceived as that
be tween strongAtrading partners. Neither is dominant in
their interdependence. The dual econcmy models which pre-
sent the agriculture scctor — which has tended to be
equated with the countryside'as a'whole -~ gas dependent,
the source of agricultural and labor surpluses which flow
to the enclaves economy to be mobilized for devclopment,
are seen toAdescribe a stage of development prior to that
being modeled here. This model hypothesizes that for pur-
poses of static analysis the link hetween the two economies
may be dealt with using traditional trade theory.



The contryside @conomy producass the full range of
goods and services required by its pcpulace, excepting only
(1) modern producer goods, whrich include prominently modern
agricultural imputs and motor vehicles, (ii) industrial
intermediate goods for local production, and (iii) modern
consumer goods, defined as those produced in "modern fac~
tories". The latter arc "imported" from the enclave economy
(regardless of whether their origin is domestic or foreign)
where a'comparative advantage exists ia their production.
The comparative advantage of the countryside economy being
in agricultural production of staple foods or export crops,
it "exports" these to the enclave economy in raw or semi-
processed form in order to pay for its "imports". The
countryside economy has no direct economic relations with
the rest of the world, all export~import services having
been defined to be located in the enclave economy,

Virtually alil Principles of traditional trade theory
held in describing the interdependence of the two economies,
Q;? " Barriers to labor migration, remittance flows, aad capital
‘ - flows are minimal. Infcrmation moves swiftly between econ-

omies in geographically contizuoas rezions, pProviding
grounds for a bresumption of equilibrium resource markets Lotk
within and between such centiguous parts cf the twe economies,
In general, COmpetiti§e cenditions hold in all loeal indust-
ries in both e¢conomiecs and in the primary industry of the
scountryside eccnomy, Primary industries in the enclaves
cconomy may enjoy varying dezrees of monopoly power in their
! market,

-

Adjusting for Differential Costs of Living., The gzen-
erally accepted practice of assuming away the index number

. pProblem as regards money values in different economic regions
is rejected., This is done on the grounds that for the 1¢70s

-




and 1€30s it would be a crucial assumption affecting stra-
tegic variables, perbaps the wost mischevicus single effect
being that it would substantially undervalue the real pro=-
ductivity and income of labor in the covntryside eccnomy., In
general, employment of the assumpticn of money values being
equal across all regiocns would substantially misrepresent
relative values of factors and products both batwean the
economics and within them.

A less strong assumption is made, namely, that money
values are hcomogeneous within each economy but that there is
a significant cost of living differeatial between them for
wage earners. It follows that factor prices must be adjusted
for this differential in all calculations of factor product-
ivities and rcal incomes.

For purposes of exposition it will be assumed the cogt
of living in the countryside economy is on the order of 50%
of that in the enclaves econowy for substantially similar
wage—goods market basketg, Tris conveniently round figure is
no doubt low, Fowever, tc support its approximate propor-
tions one can cite interesting partial measures such as:

(i) one study of the labor market in proximity to New Delhi
which suggested an equalizing differential of 100% was roe-
quired to attract unskilled labor into New Delhi from sur—
rounding rural areas and (ii) the median cost

5 of housing in rural arcas. of the Philippines in 1265 was one-
fthird of that in the Greater Manila Arcas.’-

.The cost of living in geozraphic regicns other than
that of the primary metropolitan area have often been found
tc be fairly close tc the cost of living in the metropolitan
area, say, 75-30% of the latter. These calculaticns cf
"rezional cost of living differentials" bave had the affect
of obscuring the truc magnitude of the differential that



exists between the countryside and the eanclaves. There are
two reasons. First, ncn-agricultural enclaves (which include

- agricultural export enclaves) within the gecgraphic region

.i

P
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are included in the index calculation. Second, these acon~
omic regicns are more than prcportionally weighted in it
since their econcmic activity is relatively mcnetized and
accurately measured while that of the agricultural (econcmic)
rezions are less monetized and characteristically underesti~-
mated, ‘

Becausa the geographic regicns in questicn are typically
thought of as esscntially agricultural in contrast with the
metropolitan region, the tendency has been to consider the
differential for the geozraphic region to be a reascnable first
approximation of that of agricultural (economic) regions,

By extension, since the differential does not appear to be
great,<these calculations have had the effecct of providing
support for the argumént that assuming away the index number
problem i& non-crucial with respect to agricultural (economic)
regions in gencral, that is, with respect to the countryside
economy. There is a strong presumption that this is not so.
Thus, one of the operationally more significant features

of the Dual Mcdern Economies Model is to provide a conceptual
basis for disaggregzating existing rcegional cost of living data
and reaggregating it in a manner which mcere accurately corres-
ponds to that in agricultural econonic regions,
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IITI FURTEER DESCRIPTION OF TEE COUNTRYSIDE

The critical aspect in spebifying tke organization of
the countryside gecgrapkically is the nature of the structure
of the trade centers, A three-tiered structure is hypothe~
Sized here with a further bypothesis that there is differen-
tial specializatiocn in prcaducticn as bhetween the tiers,

The Trade Center Structire in Asricultural Resions

An essentially homogenecus settlement pattern is assumed
throughout an agricultural eccaomic rezioa, "Farm settle~
ments" correspond to eatities varicusly referred tc as ham=-
lets, barriocs, villazes, cte, These Settlements are bLy
definition not trade centers. They may tend to cluster along
lines of communication and around the first-tier trade center,
the 'Rural Town, but in general they are spread across the
landscape in about as komogeneous a pattern as is the arable
land. . ' '

As has been noted, the trade-area criterion is employed
to define the three tiers of towns and cities, all of whkich
are agricultural market ceaters by definition:

(i) Rural Towns are trade centers serving only their

immediate agricultural hinterlands,

(ii) Sub—Region Urban Centers may be thought of des=-

criptively as '"cross~roads town", whichk ‘they

Ba.

frequently are, 1In tho model they are defined
as azriculture market centers which serve sur-
rounding Rural Towas in addition to tkeir cwn
azricul tural kinterlands, Their trade area is
the sum of their own hinterlands plus the trade
areas cf the Rural Towas they serve and it
defines tro Suh=rarion,

(iii) Regicnal Urban Centers are defined as those agri=

culture market centers which serve a saet c¢f Sub=
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Region Urban Centers in addition to serving the
irmcediately surrounding Rural Towns and thotr,

.- .agricultural kintorlands. Paeir trade arca is
the sum of their own sub~rezicn plus the trade
arcas ¢f the Sub~Region Urban Centers they serve,
This trade area defines the agricultural eccnomic
regicn, |

The designation of the second and third tiers as "urbsan"
centers has Botk conceptval and pragmatic roots., First, the
Rural Town function tends to be accompanied by an agglomer-
ation settlement pattern wkich is in part a natural clustering
cf farm settlements arocund an economic/qeOﬂraphic center and
in part a reflection of mcre truly urban processes, A Rural
Town therefore is rarely unambigucusly non~agricultural, a
characteristic wrbhan definitions frequenfly attempt tc dis-
cern. In the model this mixed dgricultural/non—agricultural
pattern is defined as iakerent in the bottom tier of'trade
centers by specifying then as being nen~urban, but towns
nevertheless., Second, there is the praswatic fact that
official definiticns cf urban placbs cften have the effect of
drawing the line-just ahove tro large group of very small
population centers, a group which tends to correspbnd to
the model's ccneept of Rural Towns., Third, it is intuitively
appealing to reinforce the first point by suggesting that in
the countrysids the classificaticn "urban" ba restricted to
those trade centers whickh perform more than an immediately
local function, that is, to those which serve cthe r pcpu-
lation centers in additicn to serving their own agricultural
hinterlands,

Specialization in the Trade Center Stro wcture

Trade centers in the model are general econcmic centers,
They are the focii for the marketing of asricultural pro-
ducts, tke distribution of trade zocds and, equally important,

oC
productiocn c¢f non-agricultu:ral geods and services, mainly fer



household consumpticn,
Tbe model bhypothesizes that in sach of these three

eas increasingly specialized zcods and sarvices aie pro-
duced at successive tiers of the trade canter structwre
within an agricu:ltural region., The distinction hetween the
top and bottom tiers is assumed to he unarbigucous at almost
any level of development. That is, in a given agricultural
region, tke range of spccialized services available in -the
Regional Urban Center but not in Rural Towns can be readlly
identified., The differential specialization will be less
vnambiguous as between successive tlers. Nevertheless the
model specifies that in ~enera1 within a region there exists
distinguishable differential spec1allzat10n in production
between the tiers of trade centers,

Unlike thke case of industrial areas where resources
flow first tc the center and subsequently spread outwards
asS economic activity =xpands alono the perifery, in agri-
cultural recicns non-acricultural functions and speciali-

zations accummulate at eack successive tier by a process akin

to zrafting., A Sub—Region Center is esseantially a Rural Town
with additicnal functions and specializaticns grafted tc it.

Similarly, a Regicnal Urhan Center is recoznizable as an
avgmented Sub-Regicn Urban Center, cne whosa prosperity is
~derived as much frowm the prosperity of tke sub~region which
;1t Scerves as from the income derived from the regicnal
center functions grafted cnto it.

Two implications for economic growthk flow from the
above, The first is that thke process of non-agricultural
growth in agricultural regions starts at the bottom, that
is, that there is no growtih in trade centers independent of
that of azriculturce. ' Growth starts in the Rural Towns where
it is entirely a function of increased incomes and productlon
in farming communities, The additicn of new specializations
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to a Sub-Region Urban Center is rcoted in these same increases
in income and producticn. Sc also is the growth of special~
izaticns in the Regicnal Urban Center. The 'seccond is that

in the model, just as specializations accumulate through a

layoring process, sc do growtb rates. A new impetus to

growth froem the addition of now Specializations provides an

increment tc the basic growth rate cf the trade center, so
that successive tiers enjoy successively bisher rates of
growth during a pericd of‘incréasing agricultural prcducticn,

Bes
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IV, - The Dyanamic Aspects of the Wodel

The Dynamics of Growth

The "Top~Down'' Growth of an Iandustry/Export Enclave

Growth in the enclaves is defined as following from an
industry/export-led growth regime, The eccncmic (and
usually urban) center of an enclave becomes a growth pcle,
producing expanding concentric rings of ccmplementary '
industries, income-effect industries and, eventually, dorme
itcery communities. Spread effects emanating from the core
with its leading industries produce these rings of urban-
izaticn and subgrbanization and ccntinne cut oq the limits
cf the '"urban shadow", cn balance beanefitting the entirety
of the enclave. Packwasb effects by definiticn fall out-
side the cnclaves,

The "Bettom=Up' Growth of a Unimodal Agricultural Rerime

The model assumes the countryside eccnomy is based upon
small farm agriculture, that is, a unimodal agricultural
regime, Growth derives from broadly-based agricultural

.mocdernization, with technolozical innovation resulting in

*}ncreased factor productivities and incomes. The increases
in income beinz broadly shared, the new buying power is
focused importantly on simple, functiocnal, lbcally-produced
goods and services, Thesc new demands arc focused most heav-
ily on the widely spread Rural Towns. Relatively less
demand falls on Sub~Region Urban Centers and still less cn
the Regional Urban Center, the locii cf successively more
specialized and higher quality products. This phenomenon of

-

progressively mcre concentrated demands arising from agri-



cultural growth in the ccuntryside cconomy is the analosz

tc the spread effects of industry/export-~led zrowth in the
enclaves. Because they are pyramidal in their impact,_they
will be referred tc as - -the '"pyramid effects" cf agriculture~
led growth.’ Like the spread effocts, they are essentially

- positive in impact, creating employment, fostering special-

8c,

ization, and having generally desi¥rable multiplier character—
istics. v
Differential Urbanization in the Two Economics

The spread effects of growth in enclaves give rise to
"spread urbanization', concentric rings of urban development
sprecading from the core of the enclave., Each urban area may
be thcught of as being the creature of enoncmic activity in
a more central location and in turn providing a stimulus to
growth cf arcas farther out, In this sense all'urban places
in enclaves may be said to be growth poles or potential
growth pcints,

In contrast, the pyramid effects of bottom=up growth in
an agricultural regicn give rise not to growth poles bhut to
"service centers", They are nct leaders of agricultural
groewth but creatures of it, Thus, pyramid effects from agri-
culture~led zrowth produce "pyramidal urbanization", the
growth of a structure cf service centers which exist mainly
to meat demands from bhelow., Like a pyramid, this strvcture
is raised from the bottom up -~ first the broad base of Rural
Towns, then the much less numercus Sub~Region Centers, and
finally the cap~stonz Regional Center.

Intereconomy Interacticns

4s noted above, the sprcad effects cf industry/export-
lad growth all fall within the enclaves, by definition,
Analogously, the pyramid effocts of agriculture~led crowth
do not extend beyond the agricultural regicns, Thus, the



model ccasigns all positive interacticns between the two
cconomies to their trade sactors.

Negative interactions between them derive from imbal-
ences in factor flows. The negative interactions deriving
from industry/export-led growth are the c1a581c taclwash
effects, i.e., the excassive attraction of the hish quality
and scarcest factors ¢f the nation — both laber and capital
— intc tho enclaves eccnomy. In the model the resulting

elative impoverishment all ccecurs in the ccuntryside eccon-
omy. The analogcus nezative effects of ccuntryside srcwth /
cn the enclaves are a function of the aksence of suchk growth,
They are the flow of léw-quality, surplus factors into the
enclaves undemanded. There they burden the social services
ocut of proportiocn to the social cost cf sustaining them at
home. As the two economies move towards an optimal balance
the negative interactions diminish until ultimateiy only the
pesitive interactions of trade remain.

The . Interface Between the Two Growth Rezimes

The 1570s are.sezing the Regional Urban Centers which
cap the pyramid of service centers in agricultural regions
beccme the locus of the interfaco between "top-down"

.growth and "bottcw—up" zrowth.

Fistorically the industrialization development strategy
was focuscd initially cn tke nbtropolltan center cof the naticn
ahd subscquently was extended to vdccmpaos the, say, thkree
.tc five econcmic centers of Zecgraphic resicns, the second
tier c¢f urkan ceaters. Currently aconcmic planners are in
the process cf exto adinz their pu :rvisew tc the third tier,
urban centers in the, say, 50,0CC - 100 »000 range, of whick
there may be 15 to 30, They are typically (agricultural)
regional urban centers and in the model are sc defined.

Given that the growth~poles development strategy is sc deeply
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engrained in the thinking underlying the concept of regicnal
balance, there is a tendency to perceive these third-tier
urban Places as trade centers in which growth must be induced
by the introduction of induStry, in the process transfcrming
them into third-order growth poles,

Vithout a precise perception of Regional Urban Centers
as the responsive and grewing creatures of agricul ture, thersz
will be a tendency tc overlcck this basis for their growth
and hence the pclicies needed tc foster it, Grewth which
occurs after the establishment of the first industries in
such centers will casily be mistaken as being primarily the
spread effects of industrialization. An alternative, and
more generally accurate, growth dynamic is hypcthesized in-
the mod»l for these urban centers. at the interface between
the two cconomies,

Groﬁth in Regional Urban Centers is perceived as occur-
ring in stages, these being equatéd with particular decades
for easc of exposition. Thus, they are perceived as being pri-
marily regional centers for commerce in traded goods during
the 1950s. Their growth rates arec low, reflecting agricul-
tural incomes which are low and rising only slowly. In the
19€0s with agricultural modernization raising incomes sharply
the Regional Urban Centers respond to regional demands for
increased commercial, manufacturing and social (medical and
Educatlonal) services and cxperience substantially higher
‘rates of growth. 1In the 1970s these urvan centers continue
“to enjoy substantial growth from rising agricultural incomes
in the rcegion and in additién begin tc benefit in a small way
from the estaklishment cf industries se rving tha naticnal mar-
ket. At the end of the decade, however, they are still readily
characterizable as agricultural scrvice centers ratker than
industrial growtk poles. It is during this period that they
are most appropriately perceived as being the locus of tke



interface between tke twe eccnomies, points where the indus-
trialization development strategy reaches docwn to tcuch, but
not 1éad, the countryside eccnomy,

In the 1¢30s the character of the Regional Urban Centers
becomes ambiguous'in the model., During this decade or the
next they become predomin@ntly ncn~agricultural enclaves. .
Their service center function for agriculture is passed docwn
to the Sub—Regicn'Urban Centers. This prccess parallels the
breaking dcwn cf the distinction between the agriculturally-
based countryside and the non—agriculturally-based enclaves
on which the model is predicated. The important pcint for the
model, however, is the fact that for an extended prior period
the role cf service center for agriculture dominates the
growth pattern of the Regional Urban Center.

In sum, going intc the 1670s the Regicnal Urban Canters
were growing impressively as crewiures cf growth from below,
During the 1870s they may begin tc come under tte infiuence
of growth from ahove as well., In time thke latter will probably
transform them intc industrial centers. BFEut fcr a significant
interim period their growth will he determined by two sets cof
forces which ares analytically distinct.

The Dynamics of Geographic Balance

g
; Regional Versus Rural-Urban Balance

The spatial dimension c¢f the ceccnomy which the model
defines makes it pessible to define precisely the two con~-
cepts of regional bhalance and rural-urban balance.

Regional Ealance. The concept ¢f regional balance

as conceived by planners and pclicy makers is effectively
an extension of the zrowth-pcles industrializaticn strategy
for development. In the model it is defined narrowly as
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referring to the spread cof industrialization to second-order
growth poles, It is designed tc produce better balance of
industry among thec, say, 3-5 geographic regions, But there

is nothing inherent in the concept whiclk would reduece tlre
backwash effects c¢f industrial growth on the countryside ccon~

omy. Thus, a pclicy of regicnal balance is entirely ccansistent
with extrewme rural-urban imbalance, 7.

Seen in this 1ight; the mcdel specifies that regicnal
balancz in industrialization cannot constitute a general devel-
cpment stratepy. It is a partial strateoy pafficular to the
e2nclaves economy and kas nmajor drawbacls unless pursued in
the context of a general strategy . of rural-urban balance.,

Rural=-urban Palance, The ccacept of rural-urban balance

encompasses tha entire national 2ccnemy and has general equil-
ibrium propertics, This mcdel provides a framework which
sugzests scvoeral possible particular definitions. To aveid
diffusing its logic, a single definition will be cxpounded,
thoughk others are readily conceivanla,

Rural-urban balancec is spcecified as connoting balanced
growth as ketweoen the agricultural sub-regions and the thfee-

tiers of urbanization above them. The latter includevsudcess-

ively the Regional Urban Centers of the countryside, the sccond-
tier urban centers of thke enclave cconcemy, and finally the first-
stier, the primary metropolitan arca of the nation,

L3

The emphasis of the concept of rural=-urban halance is
. first on protocting and fostering the viability of the agri=-

cultural sub-rogions of the nation, They arce the building

Eack is a definable agri-
cu:iltural area zecgraphically which includes and is fccused con

a set ¢f Rural Towns and tho Sub~Rezion Urban Center which
serves them,

In the Philippinoes in 1262 70% of the non~-agri=-
cultural employment of thke naticn ceecurrad in the suh=regions,

blocks of the countryside eccacny,

In this context, tke Ragicnal Urban Center is distinctive
pPrimarily for the role it pa2rforms in scerving its own sub=~regicn,
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As a Regional Urban Center it cccupies only a pcint on the
geograpkic mosaic of sub-reczions. Thus the Sub—-Region Urban
Centers may be parceived as being at the center of gravity
of the economy, with the threes tiers of urbanization above
and the agricultural population and Rural Towns below,

Translated into pclicy terms, the model specifies that
the fostering of growth and dovelopment of '"rural''areas, as
the term is normally used by both the layman and the deeision=-
maker, involves first focusing on meeting the infrastructure
neads of the sub~regions and second con aveiding unintended
pclicy biases and price distorticns which have the effeet cf
drawing resources away from them unwarrantedly.

The concept of balance amcng the three tiers of urban
centers — as dofined within this definition «f rural-urban
balance — must he defined in tke context cf sachk particular
naticnal eccncmy. This modz2l canly goes so far as to assume
that present imbalances are primarily those of excessive ccn-
centration at tke first tier and that the third tier is errcn-—
eously perceived as compcs2d of regicnal trade centers waiting
for the dynamics ¢f sprecad-urbanization to initiate zconomic
grcwth, It fcllows that (i) regional balance in industriali-
zation is an appropriate goal with respect tc second-tier
urban arcas, (ii) agriculture-based growth is producing signif-
igant urbanization in the third tier which should receive expli-
cét support in public policies well in advance of the entry
©of industry into this tier, and (iii) third—-tier urban centers
skould be explicitly included in industrializaticn planning
in order to avoid inadvertant biases against their eventual
natural participatiocn in supplying the naticnal market as the
geographic b§§e of industrialization sprecads downward,

The Dynamics of Demographic Balance

THG—mgﬁEI“IﬁtCTpBTE@%SBYWG“SGTS‘CT concepts which
deal with the guestion of domograpkic balance as betwesn tre
ccuntryside and the enclaves, The first will be ccuched
primarily in terms c¢f relatively untrained laber, the sceecond
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in terms of educated laber. (This ccmpartmentalizaticn is
far less rigid in actuality.) -

Roth concepts assume continuity of traditicnal values
intoc modern life, ospecially the deminant streagth cf family
ties.

TLe Dominance cf Family. and Villaze ‘Tiegs

With‘respect to relatively untrained labor in agricul-
tural sub~regions the mcdel hypothesizes that the pull of
family and village ties, even cn thoe young is substantially
stronger than the pull of the "bright lishts" oppprtunities
of the enclaves. It is only the push cf "unacccptable"
uncmployment at home that tips the scales in favor of migra-
tion., Since therc is a wide range of acceptability as regards
unemployment, it follows that small changces in the quality and
quantity cof labor abscrption in the agricultural sub-regions
can have large impacts on rates of migration, Tha implicaticn
is that, if labor abscrption in the ccuntryside tas increased
significantly since the late 1€€0s, nc extrapolaticns of tha
migration trends of the 1€50s and 1¢€0s are valid,

{ The Physical Possibilities for Living

For the educated in agricultural sub-regicns, .the pull
of family ties is alsc remarkably strceng. But treir willinz—
ness tc not omizrate banzs impertantly cn tre availability
of the pbysical amenities of life as well as on the availa-
bility of suitable employment. The model definzs an analog
to tke concept of physical possibilities of production (PPP)
in prcduction thecry, namely, phkysical possibilities of living
(PPL). (In stricf cconomic terms this would be defined as a
physical possibilities cf consumption ccncept, breadly inter-
preted to’ include consumption of unmarketed as well as markcted

5461/,
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gcods.) It suggoests that the ability cf sub-regions to hold
their cducated people depends importantly upcn discrete rather
continucus changes in the PPL and thkat, under the impact'of
rapid agricaltural change, critical tkrosholds may be crossed
by the sub-Regicn Centers considerably socner than is gener-—
ally oxpected., Two in particular will be discussed; others
will only be alluded tc.

Electricity as a Consumption Good. It is difficult to
ovecrestimate the impact of the availability of clectricity
for consumption purpcsces on town life, gspecially in a warw

climate., The ability to cperate ligtkts, refrigeratérs, 2lce~
tric fans, and televisicn sets (both private and pudlic)
fundamentally changes the quality of life in agricultural

tcwns, The chaage is invariably sceen as strongly pesitive,

Access tc Amenities of a City. Tris is acrmally per—
ceived as beinz a function of travol time to th2 nearest

ehclave, a slow chaaging variahle, Fowever, this percepticn
overlooks the cstablishtment over time of sueh amenitiass in
the Regicnal Urban Center. _
To generalize from a particular, there is a case where
" between 1260 and 1870 travel tiwme frem a Sub-Region Urban
Center to the nearcest cenclave was cut by rcad improvements
from 3 to 2 hours. This reduction was perceived locally as
the degree to whick the Sub-Region Urban Center's isolation
'éhad been diminished. Yet during this period most of the amen~
ities wkich werc typically scugkt in the enclave — especially
good stores, urbam rccreaticnal facilities and higher level
schools — had becen established in the Regional Urban Center
30 minutes drive in the other direction. There is no ques-
tion these werce acceptable substitute facilities and that
the reduetion ¢f the Sub-Reziocn Urban Center's degree cf isc-
lation over thke decade was in fact the difference between
three Lkours and ocne half an hour.

-
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Prominent amcnz those in this case who werae increas-
ingly willing to make thair homes in the Sub~Region Center
were schecol teachors and members of local landed families,
Many of tke latter, whc typically kad tomes both locally and
in tke ncarest enclave, provided ccnecrete evidence cof such
a change by replacing the old family house in tha Sub~Raegzion
Urban Centor witk a hew, eatirely mcdern on2, Given tha sub=-
stantial entropreneurial talont and means amcng tlis group,
their increascd willingnoss tc reside in the countryside can
be assumed tc rave siznificant implicaticns for entrapren=-
curskip and lahcr aksorpticn,

Other Changes in PPL, Other variables whick may be
included impcrtantly amons trke physical pessibilitices for
living in an agricultural tcwn arc tle availability of mod=
ical facilitics, tho~absence of dust as the rcads arec paved,
and the establishkment of skeps dealing in ncn=traditicnal
zocds as the numher cf cducated, Ligher income familics
reaches a threshcld level,

%,




h.

V. The Relevance of Recent Philippinas Experience

Growth and Devzlopment in thke Countryside

The expoerience of the leadinz agricultural regicns cf
the Philippines during the 1960s is belizved to be relevant
tc the other LDCs tc which this model is applicable for twc
reasons, | /

Fifst, the Philippines' countryside economy is ahead
of that in a fair number of other medium size LDCs by per-
haps a decade in terms of the development cf its physical
and Luman rceccurces., The average level of education in the
countryside of the Philippines is substantially higher than
in many; its physical infrastructure is well-advanced; the
naw high~yielding'varieties of ricc were introduced there
carlicr than clsewhere; and its system of cver 500 rural hanks
and 30 local develcpment banks provides an important infra-
striacture of financial instit:tions. A4s a result the immad-
iate past of the Philippines may cconstitute a medel fcr whkat
will be expericenced by cotlars in the 197Cs,

Szcond, the Philippines' ccuntryside provides a variety
cf sharply delineated circumstances whiclk make causaticn and
chanze relatively casy tc discern., Vith reépect tc tha process
of pyramid urktanization, thke early Spanish cclconial practice
cf establisking ckhurches and administrative centers in zaeck
municipality carly cstablisked the structure o¢f Rural Towns
on whichk the pyramid cf uvrbanizaticn has more recantly risen,
Trade centers tend tc ¢ less neatly defined elscewhore., With
respact tc econcmic development in the cocuntryside, the central
zovernment role has been relatively indirect and growth has
ocecurred primarily as a result of market forees, Central gov-
cernment assistance has tended to cccur in response to demands
from beclow rathor than from centrally-dirccted initiatives.



W,

Infrastructure and primary education arce impertant areas in
wkiclk central government perfcrmance has bYeszn larsely a
function c¢f powerfal and articulate demands from halow, With
respect to seccandary and hizher cducation, the laissez-faire
government philcscphy las sinmilarly made visible supply and
demand conditions whick are typically never clearly established
when central public policies arc dominant., Thesa fwo levels
cf education are almest entirely privately financed with the
result that the place of cducaticn iﬂ the family preference
function is ralatively explicit. Finally, the pyramid of
agriculturc markcet centers is relatively maturc and fully
formed and thus delineates the differential functions and
specializaticns relatively sharply. This provides a medel
which is espocially usceful in prcjecting the future for
countties~in which the Sub-Regicn Urban Centers are cnly
beginning to emerge.

Statistically Defining the Countryside and Enclaves

The Philippines statistical system is relatively advanced
among LDCs., Yere again it can he arguced that ité experience
of the 1¢60s can reveal a gocd deal of the path others will
travel in tke 1¢70s, In particular, the naticnal household
sample sdrvey‘design was relatively mature and easy to dis-
aggregate geosraphically wy 1€€0. It treated zach cof scme 5C
provinees and five maicr urban arcas as sample units. It is
thus pcssible tc isclate data cn the enclavaes for 1880 and
then cbtain that for the ccuntryside by sunbtraction., The
methcdology fcr'accomplishing such a disaggregatican of house~-
hcld survey datg— in this casc a sample c¢f the 1260 popula-
tion census — may be found in the Appendix, It may ke poss-
ible to follow this methodology in other LDCs using 1270 census
data,



Philippine household survey data is very much more
accurate than data from surveys cf business establishments.
As this is typically the case alsewhere, it will usually
ke nocessary to approach the analysis which this mcdel
suggests largely zsing labor force data., Fortunately, this
necessity dovetails nicely witl current policy interests.

In addltlon, siven the relative low level cf capital us2

ja the countryside, cdata on lator may L2 offectively utilized
as a proxy for a variety cf cthor data, including levels cf
cutput, cottage industry (part—tlmq Fom lc amployment), and
crowth in agricultural markzet ceaters (ncn—aﬂrlc“ltural lakcor
force in the ccuntrysida).

1t seams possible that approximate maznitudes ccould
estanlisted for tho impertant variables of this model in
otker LDCs. If tabulated regularly for the comtryside and
onelaves eccacmies, patterns should omerge within a period
of o fow ycars that weuld be usefnl to decision=makers with
~respect to policics toward unemplcoyment, reograprkical balancz,
and migraticn,
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FOOTNOTES

See "Preliminary Data on Non-Farm Empleyment Changes in
an Agricultural Sub-Region," Arthur Gibb, Jr. (I.E.D.R.
Discussion Paper No. 72-19, June, 1972)

See "Defining the Non-Farm Employment Question", Arthur Gidb, Jr.

Idid

Described by Arnold Harbdarger in a lecture at the School of -
Economics, The University of the Philippines.

The BCS Survey of Households Bulletin, "Labor Force, Qctober, 1966,"
(Series Number 21, Table 47, median rent data)

As the term is used here small-farm agriculture does not imply
ownership by the tiller., It is sufficient if the tiller has
security of tenure,

One need only envision five major industrial enclaves, instead

of one primate enclave, with the backwash effects of all of them
extending geographically beyond their sprpead effects. Theoretically
the net effect on the countryside could be simply a more effi-
andcient and complete drawing off of scarce resources to the enclaves.
Examples of such a pattern could rerhaps be found in parts of Latin
America in recent decades.



APPENDIX

) A Methodolo for Statisticall
Defining the "Countryside" and Its Towns and Cities
Utilizing 1960 and 1970 Census Data

The proposéd methodology has two principle objectives:

1. To distinguish ‘'the countryside with its towns and cities®
ftom'the "industrial and export enclaves’ in the Philippines
and to disaggregate the former into three strata;

2. To provide a basis for overcoming tiae inadequacies of the

rural-urban definition for social science analysis by providing

a statistical framework within which non-agricultural” house-

holds could serve as a Proxy variable for ‘'urban' households.

The "countryside" is defined statistically as follows:

1960 Census 1970 Census
(Tape of .5% saumple: (To be tabulated by
1l in 20 EDs; 1 in 10 municipality/city)
households)
I. Total Household Data
[I. Less data for: .
5 ‘provinces: «5% sample done by Use Bureau of Census
Manila province; no problem and Statistics tab-
Rizal ulations,

Bulacan
Negros Occidental
Lanao del Norte
8 Category I Urban Places: «5% sample is random for cities o
Cebu City for cities but pro- Use BCS tabulations.

Iloilo City vince was sample unit
Baguio City for others. Aggregate
Cavite City sample households in
Mandawe them and assume ok
Davao for the group.
Angeles
*  Olongapo
I. Yields: "Countryside® .
V. Less Data for 20 Regional . RUC sample households Use BCS tabulations.
Urban Center municipalities selected with province - : |
(Selected by various as sample frame, except
criteria. Two were for 2 cities (but they
cities in 1960.) only 60,000 so only 3

EDs in sample). Handle

V. Yields: Total employment as in II, above.

in sub-regions of country-
side. Take non-agricultural
employment here as proxy for
that in all 200 Sub-Region
Urban Centers and 1,100 Rural
Towns,



Obviously tkis is a crude disaggregation as between the
countryside and industrial/export enclaves, It excludes
Negros Occidental on the grounds the whole province is in

~effect a plantation. But it includes in the "farm" sector
(as the countryside is perceived) the suzar on Luzon, Panay,
and Negros Oriental (they acccunt for 40% of total producticn).
It also includes Del Monte, Dole, and the banane plantations.
Thesa inclusicns have nc justifications; they are constraints
of the data. B8c arce the non-exclusicn cof tiwmber and mining
municipalities tlhougl: bere there is some justification., Stat-
istically mininz accocunts for 1/2% of the labor force., Assum—
ing logging for export acccunts for a similarly small part
¢f tke labor force, it can he argued that these industries
have little impact on the countryside in the sense that they
inject little income into it and therefore are not statisti-
cally siznificant in that scctor. It scems rcasénable to
assume the really significant purchasing power gencrated by
nese industrices flows directly to Manila and the like.

The crudencss of this definition of thke countryside/
sector is Justificed by the overwhelming weight of tke "farm"
sector within it., There scems little doubt changes in aon—~
agricultural household data in the sector will be functions,
dircetly or indircctly, of changes in agricultqre sector out-
puts and productivities., Similarly demographic variables within

% it should fairly reflect thc composition and changes in the agri-
‘cultural comnunity,

The Regional Urban Centers are of particular interest,
They are large towns cr small cities and constitute the bottem
rung of the stricture of urbanization as it is usually thought
cf these days, They are ccming in fqr increasing attenticn as
possible '"gsrowth polesY in strategiocs for rezicnal kalance,
rural-urban balance, and industrial dispersiocn, The houso—
hclds sampled in them in 1€80 are a suhset of the 2 stace



sample taken using the prcowvince as the pcpulaticn. . Inference
is not possi%le, therefore, .with respect to any individual
Regicnal Urban Centers, It may reascnably be donn'with raspect
to the set of 2C cf them, An easy check on hias in the 1260
sample for thre seét of Re§1c1a1 Urban Centers'wculd be tc com—.
pare the structure of the RUC non—-agricultural laber force
with that of tke '"Sub~Rogicn Urban Center and Rural Town
municipalities'" and of the 8 Catagory I urban places. If
the estimated RUC labor force structure is intermediate be-
tween the two for key major industry groups,this fact would
suggest any bias was rclatively small. This measure cf bias
in the labor force Zdata weuld prckably scrve ‘as a reasonable
proxy for bias mcasurement in the demographtic data as well.
Witkin the countryside data it is felt tkat '"non~anri-
cultural hrouseckclds" wou:ld provide a better criterion of agzxlo-
meraticn than availakle '"arban" categories, In'addition hy
using thkis proxy it would he possi®le to ret around the change
of the rural-vrban definition in 1270, Thra tendoency of non-
agricultural houselclds to cluster in and arcund thke town
prcper is streng in tke Philippines, but nct uniformly sco,
Thus, the usefulness of this proxy vwariable -for households in
central places might have to qualified by regicn, It might
bave considerable value, nevertheless, ospecially when the
variable onc is recally controlling on its degree of isolation
51ncc these non-agricultural households not near central places

tend at least to be on tranuportatlun arteries and to be rel-
atlvely mobile.



