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A T!EORY OF UNDERDEVELOPMENT:
IMPLICATIONS FOR COMMUNITY NEVELOPMENT POLICY

by Benjamin Higgins

This paper is concerned with the relationship of community develop-
ment to general programs for lsunching a take-off into economic growth
in now underdeveloped countries. By "commnity development" I shall mean

the range of activities described in the I, C, A, statement of Community

Development Guidelines. I use "take;off" in W, W, Rostow's sense, as
developed in his article on‘ "The TakeQOff into SelfaSustained Growth"'l
By "sustalned economic growth" I shall mean a discernible rise in uotal
and per capita income, widely diffused throughout occupational and
income groups, that becomes cumletive and contlnues for at least two
generations. A rise in per capite incohe for a decade or two followed
by a relapse--such as seems to have taken place in Indonesia between 1820
and 1840--is hot regarded as sustained economic growth. By an "under-
developed country" I mean one having announced goals and policies with
regard to economic development, and which is regarded as a candldate for
technical and capital assistance under the foreign sid programs of the
United States and other advanced Western qountries,ﬁ Inygeneral, these
are countries with per capita incomes below $500 per year, and with more
than half their gainfully empldyed labor force in agriculture; fishing

and forestry; or more then one-third of netionsl income generated in this

sector., Othér'indices of underdevelopment are relatively high rates of

1W W. Rostow, "The Take-Off into Self-Sustained Growth, Economic Journal,
March 1956,
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illiteracy, fertility, and mortality, relatively low standards of
nutrition, and the likeol Underdeveloped countries usually héve a level
of net investment which is less than 10 per cent of nationalyincome, but
there are exceptions to this rule, Such‘as Burma,‘Argentina, Brazil, Chile,
and Mexico. | |

A few words of caution éeem necessary here., First, it is important
to distinguish between underdeveloped countries and underdeveloped areas,
Some countries with average incomes above $500 per year have large
regions in which the per capita inccme is substantially lower. Striking
examples of this sort are Italy, with its "deveioped“ North and its
"underdeveloped" South,'or Venezuela with its rich petroleum industry
superimposed on an otherwise little developed economy; but even in such
countries as Canada and the United States, one can find regions where
per capita income is so low as to warrant the use of the term "underde-
veloped",

Secondly, the countries falling into our classification of underdeve-
loped" display wide differences in their economic situations. At least
four c#tegories of underdeveloped areas can be suggested:

(1) There are countries which héfe-ggg capita incomes lou,ehoﬁgh to
put them into the "underdeveloped" categor}s but which have abundént
resources and enough industrialiiaticn and agricultural improvement to
bring increasés in 225‘352335 income which comparé favorably to those

- achieved in advanced co;mtries° Argentina, Brazil, Ceylon, Colombia,

Mexico; Peru, the Philippines, Turkey, Italy and Venezuela seem to be in

1For a 1ongervlist of characteristics of underdevelbped countries see
Harvey Leibenstein, Economic Backwardness and Economic Growth, New York,
1957, pp. LO-ll. :
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this category,l The problem in these countries is one of continuihg |
growth, reduciné open and disguised unemployment, and avoiding misalloca~
tion of resources and mldist_ribution of .income in the process.

(2) There are countries like Burma, China,,India, Thalland and
perhaps Pakistan whose per capita incomes are currently, very low (under
$100 per year), which do not appear to have abundant resources relative
to the size of their populetions, but whe‘re per capita income is currently
rising. Per capita income in India is about $60 per year. Considering her
360 million people, her enormous areas of aridity, and her limited '
mineral and power resources ,/::annot be ccnsidered a "rich" country, in
the sense in which this term may be applied to kIndone‘siao Nevertheless,
it appears that per capita income in India is rising as @ result c;f the
concerted efforts of the government to carry out a ‘development program.

In t.heae countries the rise in income must be accelerated, not just sustainedo_

(3) There are countries which are poor and stagnant in the sense‘ |

vthat per capita incomes shqw no clearly rising trend, but afe relatively
rich in‘ resources, Indonesia provides an example in this category. Per
capita income is higher than in India, Pakistan or China-=about $100 per
year-buf, is not pbviouslyrrising and may even be fa«lling as coinpared to
1939, 1929, or even earlier. Indonesia is a country with a widé variety
of resources;l}wur?ere per capita income_ is ’,~stationary or falling, or
rising very slowly from a very low level, there is little hope of growth
becoming cumlativé without a trensfomation of the economy. - Here the

task is not merely to sustain or direct growth already under way, but to

101‘. John H, Adler, "World Economic Growth--Retrospect and Prospects",
The Review of Economics and Statistics, August 1956, Vol, XXXVIII, No. 3.
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launch a process of growth thet can become cumulative at some level of ,
per capita income,

(4) There are countries which are very poor (with per capita incomes,
say, below $100 per year) which are stagnant and which are. alad,boor in
resources. Examples in this category afe Libya, Jordan and Yéﬁén, Per
" capita income in Libya is estimated at about $25 per yeer. oﬁtside the
Italian colonization schemes, at least, there is no evidence that per
capita income has risen in Libya for some centuries; there is some evidence
that it has actually declined., Unfortunately, Libya provides little in
the way of resources with which the development planner mght work. Such
countries need a special kind of plan, emphasizing improvement of existing
economic undertakings more than structural chahgeo E

Such differences in basic economic situstions bring with them
differences in the precise nature of the development problem involvedo
Neverthelesa, the basic problem in each case is the same: to cbtain a
flow of capital that will proiide an increase in productivity fast‘ ’etnough
to outrun population growth, and thus launch and sustain a process of
cumulative expansion; and to acquire a sufficient portion of this capital
in foreign exchange to permit importation of raw materials and equipment
needed for development, in addition to essential foodstuffs. .

The Need For A Theory

In appraising any element of a de#elopment policy, such as community
development programs, one must have some kind of économic developmént
theory in mind. In working out such a theory several approaches are
‘possible. One might try to proceed directly to the formulation of a

general theory, which would include all relevant economic; sociqlogical s
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political, and geographic elements. A more modest approach is to ask,
first, "What were the strategic factors that brought economic growth to
the Western World in the eighteenth -and nineteenth centuries?" This
approach mas; provide some clues for explaining tie lack of growth in
underdeveloped countries, A third approach would ba to start with the
underdeveloped countries and ask, "What ﬁere the strategic factors which
prevented growth in these countries in the pest, and whish must now be
overcome .by active policy if a take-off to sustéined growth is to be
accomplished?" This third epproach is followed in this paper,

The theory is constructed partly from observation of condit.ons in
urderdeveloped countries, and partly from considerations of various
analytical models, The observations were made mainly_in Indonesia, ‘tn:-
Philippines, and Libya, with less extensive and intensive experien‘c; ':‘u‘x
India, Italy, Japan and other countries:; The first hand obsemati§;zs
are used as a basis for selebting strategic variables from among various
analytical models provided in the literature. These strategic variébles
are then related to each other in a general explanation of economic |
backwsrdness, ‘ |

The main components of the models are as follows: (1) & :ygeneral‘
theory of the relationship between industrial investment, colonial policy,
pér cepita incomes, and pupqlation growth; This analysis makes use of
work by Leibenstgin and Hagen, but is presented in a somewhat difrerent

1

context.” (2) The Eckaus analysis of the factor-proportions pfoblem in

iléibenstein, op. cit.; Everett Hagen, "Population and Economic Growth:
A Non-Malthusian Model", Center for International Studies, September 1957,
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underdeveloped cbuﬁtries.l (3) The Solow model of economic grdwthéz
(L) The Leibenstein concepts of low=income equilibrium and minimum
effort. (5) The Myint-Prebisch analysis of the role in economic deve-
lobment of improvements in terms of trade,3 (6) The Myrdal concept of
cumulative movement away from a comparative advantage equilibrium under
colonial economic policj.h These are mainstays of the analytiéal frame-
work, . Two other sets‘ of ideas are incorporated but are léss fundamental :
(7) Lee's study of the effect of climate on productivity. (8) The concept
of "dbuble colonialism", suggested by Pr‘ofesscz- Hagen for Burma, and
implied in the discussion of the role of the Chinese in Asian countries,
We shall present each of these relationships in turn, s2nd then weave

-them together into a general explanation of underdevelopment..

Population Growth

A part of the genersl theory of underdevelopment is the theéis that
in the now underdeveloped kcountries, the initial favorable impact of
industrial investment (including investment in plahtations as uéll as
in mines, petroleum, etc,) was swamped by population growth, in a way
which was not true in the now advanced countries. In most 6ountries,

the first wave of rapid industrialization seems to have been followed

IR, S. Eckaus, "The Factor Proportions Problem in Underdeveloped Areas',
American Economic Review, September 1955,

2Robert Ms Solow, "A Contribution to the Theory of Economic Growth",
Quarterly Journal of Economics, February 1956,

31-11a Myint, "An Interpretation of Economic Backwardness", Oxford Economic
Papers, June 195k,

hGn'nnar Myrdal, Economic Theory and Underdeveloped Regions, Londons
- Gerald Duckworth and Company, 1957.
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by an initisl increase in populaticn éfouth. In the advanced countries
of the West, however, the rise in per capita income was sustained long
enough to'bring subsequent drops in ferfility rates, and permit'economic
growth to be sustaineds The question is why the process in underdeveloped
countries was different,

- When the colonial powers first came into contact with countries of
Asia and Africa, the populations of the latter countries were apparently
not muchhigher, relative to netural resources, than those of European
countries., 1In theycaee of Asia, moreover, there is little evidence that
the level of technology ues markedly below that of Europe in the sixteenth
century. Countries like Indonesia had g@n powder, navigatien techniques,
similer modes of land and water transpor£,'3imilar techniques of manu-
facture end agriculture, There is littlebevidence that the stendard of
Iiving'of either rich or poor was markedly lower in Asian than in
European countries at that time; The Asian countries, like the European
ones, were actively engaged in internztional trade, In the sixteenth
century there would have been little basis for forecasting that in
LOO years per capita incomes in Europe would be several times as high as
in Asis, ’

During the seventeenth and eighteenth centuries, when the relation-
ship of the colonial powers to Asian and African peoples was mainly a
trading one, it is probeEIy true thatvEurOpe made more progress towards
establishing the pre-conditions for take-off than did the Asian ones,
However, even at the beginning of the nineteenth century, populations of
many Aaian countries eere still small relative to resources, end'prospecte

for economic growth would still have been good. By the end of that
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century, however, the populetion growth in countries like Indonesia, India,
Japan, and the Philippines was already such that starting a steady rise
in per g_g.p_g;_g incomes had become a difficult problem.

| It seems likely that the major impact of industrial investment on
the fatg of populetion growth came through the accompanying reduction in
mortality rates. As the colonial powers shifted from trading to settle-
ment, in order to exploit more effectively their new interest in planta-
tions and mines (and later in petroleum) several thing; happened. One
was that the colonial powers became more interested in the maintenance
of law and order; and in maintaining law and order they hampered the
freedom of the native peoples to kill each other. A sécond was that when
they became settlers, the colonisté became interested in a'highérilevel
of public heaith. In protecting themselves from malaria, plague, and
other diseases, they also reduced the incidence -of these diseaséefamong
the native pecples, Improved transport reduced the danger ofkféﬁiﬁeo A
fourth effect was an initial rise in.ggg}gggiﬁg incomes even of nétive
peoples, This improveméﬁt in living standards permitted=--if it did not
cause~~-a more rapid rise in the size of the population. Educational
standards also rose, which may have had an indirect effect on mortality rates.

It may also be that in some countries industrial investment

provided incentives for raising 1srgér familiese In Indonesia, for
example, after the shift from trading to the "culture system", involving
compulsory deliveries of plantation products tb the colonial authorities,
- the easiest way for the people to meintein their standards of living and
leisure while meeting the levy of the colonial govermment was to have,moré

children, to occupy more land, and to devote a larger proportion of the
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land to irrigated rice culture, as distinct from the slash-and-burn
shifting agriculture. Someth?ng gimilar may be true of other countries
a8 well, Leibenstein, who has devoted more attention to this aspect
of the question than the present writer, is quite ready to generalize on
this;relationsip and to argue that initial rises in per capita income
will tend on balance to bring initial increases in the "demand for children",
Leibenstein points out that a crucial factor in the course of per
capita income is the length of the lag between the drop in mortality rates
in the early stages of industrialization and the subsequent drop in
fe:tility rates. It seéms quite clear that the population explosions of
Asien countries reflect a ionger 1ég than occurred in European coﬁnﬁries
or in the New World. It is not easy to provide irrefutable eviGE§c§*as
to why this should have béen the case. Honever,‘thexe;is”aqma'e§idéﬁce
that the drop in fertility rates in Europe and the New Worid wé$;§ﬁT
concomitant of urbanization. Development in Asia and Africs cen‘berad as
it was on plantetions, mines, oil fields, and exports of raw materials,

brought more industrialization than urbanization; the checks on family size

brought by the urban industrialization of Europe and the New World
operated less effectively in the underdeveloped countries., The drops in
fertility rates came eventually in most of these countries, but téo late
to prevent serious population pressure from arising before planned economic
development began. |

In éart, the difference in the pattern of development in the Asian-
African countries and in Europe reflects colonial policy., Initial ine
vestment -in Europe'and the New World was also directed in large measure

towards agricultural improvement, mining, and produétion of raw materials
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for export. However,‘this investment gave rise in advahced countries to
subsequent merked expansion of the secondary and tertiary sectors of the
economy. It was no part of colonial policy in most of the Asian and
African countries to permit development of the secondary and teitiary
sectors in the colonies themselves, Where domestic entrepreneurship
appeared in the "Western" sector it was discburaged. For example, when the
development of the sugar plantations and refineries in the mid-nineteenth
century in Java led to a shift from rice cultivation to sugar planting
on the part of Javanese landowners, the Netherlands East Indies Government
sought to nip this local industrialization in the bud by imposing'a
regulation forbidding the suger refineries to buy cane from native
growers, Since the Javanese did not have the capital or the tecﬁﬁical
skills for large refineries, they had to be content with simple féfihing
methods, producing brown sugar for the local merket. Similaily; when
smallholders' rubber became an active competitor of plantation rubber,
the N. E. J. administration imposed a discriminatory tax on smallholders!
rubber (in this case without success), Thus the secondary and tertiary
sectors associated with industrial investment in the colonies developed
in the metropolitan countries rather than in the Asian and African
countries themaelﬁeso The financing, transporting, stdring, insuring,
and processing of industrial raw meterials took place mainly outside the
colonial country. ‘
Industrialization which is confined to the production of raw materisls
does not lead to urbanizstion. Indeed, it can proceed very far without
disrupting very much the pattern of village life in which the bulk of the

' people 1ivé. There is good reason to suppose, then, that the disastrously
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long lag between the initiel drop in mortelity rates and the subsequent
drop in fertility rates is associcted with the peculiér form of indﬁs-
trialization in underdeveloped countries, a form which did not bring with
it rapid urbanizatioh.

Dr, Hagen attaches importance, not to urbanigaticn as such, but to
"built-in technological progress®, Wherever and whenever technological
progress becomes built into the beheviour patterns of a society, he
argues, it will not oniy bring steadily rising productiviﬁy but also,
after a lag, falling fertility., For our purpose, Dr. Hagen's variant
adds up to the same thing, Industrisl development in Asia and Africa
d1d not bring "built-in technologicsl progress" to indigenous ‘society.,

The new techniques were not the product of their own society and had
relstively little impact upon it. Few native people were in d.tmc'b
contact with the advancing technology and the methods of prdué&idh of the
masses of the people were unchanged by it, for reasons thet wili become
more clear in the next section. Thus fromthe Hagen thesis as well as
fiom the urbanization thesis, & long lag between the initial drop in
mortality rates and the subsequent drop in fertility rates could be
expeéted in underdeveloped countriéaq |

It majr ﬁell be asked whether urbamzation without industrialization,
such as has taken place in & number of Asian countries since the war,
could be expected to have the same effect on fertility rates as the
combination of industrielizetion and urbanization in Europe during the
eighteenth- and nineteenth centures, The growth of such cities as Calcutta,
Bombay, Tokyo, and Djaksrta since World War II does not reflect the "pull®

of émloyment opportﬁnities in industry so much as the Ypush" of
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dwindling opportunities for advancement in rural society. There is of
course no assurance that this kind df urbanization will have the same
effect on fertility rates as that which took place in the West. One
might also ask whether there is any feaaon fof expecting twentieth
cenﬁury<Asian society to 5eha#e like eighteenth.century European
society even if economic conditidns are similar,

Two points might be made in answer to these questions. The first is
that as 2 poliqy prescription we wili not recommend urbanization as such,
but industrialization and urbanization together. The second is that
there is some evidence that fertility rates, even in Isian-style cities,
are lower than fertility rstes in the rural,areaé of the same couﬁﬁrye
For one thing, the extended family system tends to break down under urban
conditions, The wish to escape the responsibilitieg of the extended
family system on the pert of ambitious young people is one of the nmtives
for moving from couﬂtry to city, Clearly the inceﬁtive for limiting
family éize is much diluted if restricting the size of one's immediate
family merely means taking on additional responsibilities for children
of brothers, sisters, and cousins., The motive for saving or for working

harder and longer is likewise diluted by the extended family system,

Technological Dualism

If the industrial investment which launched the "populatioh explosgion"
in Asia and Africa had provided oppoftunities for productive employment
for the whole of the population inérease, per capita incomes could still
have risens In this séction, we shall indicate why industrialization,
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in the form it took in underdeveloped countries, did not provide propc”r«s
tionate increase in job opportunities. For this purpose, we turn to the
Eckaus analysis of factor proportions, selecting the pafticular case
which seems to conform most closely to the actuzl conditions prevailing
in underdeveloped countrieaAggring the nineteenth and early twentieth
centuries. This is the case of two sectors, two factors of production,
and two goods.

While any such model is necessarily & simplified one, this model is
a close enough approximation to reality to provide significant resultso
The two sectors are the industrial sector (plantations, mines, oil fields,
refineries, etc.) and a rural sector engaged in production of foodstuffs
and in handicrafts or very small industries.k The first of these,éegtOrs
is capital<intensive. Moreover, it is either characterized in fact by
relatively fixéd technical coefficients (fixed proportions in which factors
of production must be combined), or‘is assumed by enxrepreneﬁrs to be so.
The effect on employment pstterns is much the same in either case., The
other sector has veriable technical coefficients; that is, the products
could be produced with a wide range of factor.propor&ions. The two
factors of production are labor on the one hand and cspital, includihg>1mproved
land, on the other. The two prbducts are industrial raw materials for.
export, and necessitieé for domeétic consumptiono

At the beginning of the expansion process, no factor of production
| was relatively abundant or scarce. Hoﬁéver,‘once the "populétion
explosion" occurred, labor became a relatively abundant factor of produc-

tion. In some periods the percentage rate of increase in population |
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probably exceeded the rate at which capital was accumlsted in the
industrial sector. Because of the relatively fixed technical coefficiénts
in that sector, employment opportunities were not provided at the same |
rate as that at which the population grew. Fér from bringing a shift
from the rural sector to the industrial sector, industriaiization, after
its first impact, may well have brought a relative decline in the propor-
tion of total employmené in that sector,

Thus the increased population had to seek a livelihood in the other,
veriable coefficient sector. The ratio of laber to capital available
in that sector rose steadily, and since technical coefficients weﬁe
variable, techniques in that sector became incressingly iabormintéhsiveg
For a while, the response to populction growth was to occupy.additional
| land, so as to keep the ratio‘ef labor tc land relatively constant; but
siﬁée other forms of capital were not Available'in any Quantity'ﬁhé‘
amount of land that could be effectively worked by one family wéé,iimitedo
Eventually, even good land tended to become scarce. Where possible more
and more labor-intensive techniques--such és irrigated rice culture--uere
undertaken. Finelly, the point was reached in which the marginai pro-
ductivity of labor fell below subsistence level, if not to zero,-even
with the most labor-intensive techniques. Disguised unemploymeht began
to appesr. |

Under these conditions, there was no incentive for gréups of individual
farmers or small enterprises to make merginal and unreleted investments
of capital in the labor=intensive sector, nor to introduce labor-saving
innovations. And as yet there is ho technology designed to raise output

per maphnur without also raising the ratio of capital to labor. Nor was
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there any incentive for labor as a group to increase its efforts, since
the Iabpr supply was:alresdi redundant, Thus methods remsined labor-
intensive and levels of techniéue, mén-hour'productivity, and economic
and social welfare remained low.

Dr. Eckaus shows that the tendency towards disguised unemployment in.
the rural sector will be enhanced if technological progress tekes a
form favoring the capital-intensive seqtoro There can be little doubt
that this process is what in fact §ccurredo Indeed, during theglast tgo
centuries there hés been little or no technological progress in peasant
agriculture and handicrafts;\while technological progress in the planta-
tions, mining, and petroleum sector has been quite rapid.

Dr. Eckaus also demonstrates that the tendency towards dlsguzsed
unemployment in the rural sector will be aggravated if wage rates are kept
artificially high by trade union activities or by government policy.
Industrial wage rates which are high relativé to productivity.provide an
incentive for the introduction of labor-saving devices, and coﬁééquently
’diminiah still further the capacity of the industrialized sector to absorb
the population growth. Qith the emergence of netional states in former
colénial couﬁtries after World War II both trade union activity, supported
by gbvernment, and direct government intervention in the labortmarket,
have tended to create artificially industrial high ﬁage ratesbin a nmumber
of countries, These policies have little or no effect on real wage rates |
in the rural sector. Acgordingly, they aggravate the tendency iowards
technological dualism,

While these countries werc under golonial administration, government

policy was seldom directed towerds cresting minimum wages above the pro-

ductivity level, and trade unions were relaotively weak. However,
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Leibenstein suggests reagons why the same effects may have been prodﬁced
even under colonial admdnistration.l He points out that 2t extremelyklow
wage rates the marginal productivity of workers rises with the real wage
rate. At a very low wage rate, such as prevailed in'mmst’underdeveloped
countries before the war, "the labor force is in such a low state of
health, vigor, and vitality that it produces relatively few units of work
and, as a consequence, the marginal product per final unit of work as
well as the;marginal product per man is conside;ably above the wage rate,
Or, what is the same thing, the number ;f work unitsrproduced are so

few at this low wage thet the existing resources could be combined advahm
tageously with more units of work, What all this implies is that at very
low wages there may be a labor deficit because the units of work produced
per man are so few." -

Under these conditions it would sometimes be possible to increase
profits by raising wage rates. However, few entrepreneurs had sufficient
foresight to adopt this policy. Thus even unskilled labor remained
effectively scarce, and the introduction of labor-saving devices was chosen
as the best means of dealing with labor scarcityo

The argument is all the more persuasive Qhere skilled labor is con-
cerned, If labor in general was scarce at the existing low wage rates,
skilled labor was doubly so. Faced with the alternstive of endeavoring
to train a skilled labor force so s to permit relatively labor-intensive
techniques, or using éepital-intensive techniques which would minimize the
need for labor, entrepreneurs in underdeveloped countries have chosen the

latter cdurae, Finding that even unskilled lzbor was difficult enough to

lnh:vqy Leibenstein, op, cit., Chapter 6,
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recruit and manage in large quentities, the entrepreneurs developed the
view that "native lebor was lazy and undisciplined". This was of course
an erroneous view, as haa< been abundantly demonstrated since World War II
by the success of the revefse policy of paymg somewhat higher wages to
permit greater expenditurc of effort and the introduction of training
programs, (This policy is of course not .the same thing as peying wage
rates above marginal productivity; it is rather raising wage }_‘:jates and
merginsl productivity to & higher equilibrium level.) ‘But in the past,
the inherent tendency towards use of cepitel-intensive techniques was
sgeravated by scarcity of labor, particulsrly of skilled labor., Few
efforts were made to discover techniques Letter suited to the basic factor
endowment oi‘ the country. \

Dr. Ecksus' case also demonstrates (p. 552) that there can be a
conflict ‘bet-ween full employment end maximiz#ti‘on of output in an under-
developed economy if the pattern of demand does nct fit the factor endow-
ment. Unless the indiffemncé meps for the two "commodities" are such
thet a relatively large share of income is spent on the commodity pro-
duced by labor-intensive methods, the allocation of resources that would
provide an optimal output may imply unemployment if labor supply is large
relative to the supply ofb capitel. When we put the underdeveloped coun-
tries into their world setting, it is clear that the actual pattern of
demand was such as to bring increasing conflict between the objectives of
opﬁ'.iml output and full enpléyment. For the output of underdeveloped
cmntrieg is comprised oi" a world merket for export goods, and é domestic
merket for the produce of the rural sector. Whatever was 'the patfern of

demand when the expansion process began, it is apparent that in the course
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of time the demand for exports grew at a much higher percentage rate
than the demand for domestic products, Indeed, under the conditions
described above, the demand for output of the rural sector grew only at
the rate et which the total populetion increased, if not more slowly,
The demand for exports, geared to the much more rapidly expanding
Europegn economy, increased at a much faster reste, Moreover, the demand
from the world market ruled in the political as well as the economic
sense; achieving the optimal allocation of resources from the standpoint
of the European entrépreneurs and administrators meant an increasing
conflict of that goal with the maintenance of full employment in the rural
sector of underdeveloped countries, No such conflict arose in the
advanced countries. Thus the merket forces were such as toyhring in-
creasing discrepancies between the standards of living of the rapidly
industrializing Europesn countries and those of the underdeveloped
countries,

One psragraph in Dr. Eckaus' paper summerizes very well the condi-
tions that actually prevailed in underdeveloped countries,

‘Suppose that the respective demands for output are such thet

a large pert of the available cepital is drawn into the capital-

intensive and fixed-coefficient sector. The amount of labor

which can be absorted in these sectors is dependent on the amount

‘of capital available, Since capital is a scarce factor, labor

employment opportunities in this sector are limited by its avail-

ability rather than by demend for output. The relatively

plentiful labor supply is then pushed into the veriable-

coefficient sector and absorbed there as long as the merginsl.
- value productivity of lebor is higher than the wages it receives,

(pp. 559-560)
Two final points may be mede with regard to the Eckaus analysis,
First, it shows that the disguised unemployment appearing under these

conditions can not be removed by wagempriée adjustments alone. Secondly,
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first attempts at complicating the model by adding a larger number of

commodities suggests that the conclusions are not sltered thereby.

The Solow Model of Economic Growth

The primary aim of Dr. Solow's analysis was to show the J.imitations
on the Harrod-Domar formulation oi' requirements for steady growth in
advanced economies. This fornuilation suggests that steady g;-owt.h with
full employment is rather unlikely; it requires ‘continuous equality of
the rate of growth which confirms the expectations of investors, amnc
which depends on savings and investment relationships, with the natural
rate of growth, which depends on the rate of populaticn growth and of
technological change. There is no reason why these‘,'tmo ratesofgrowth
should appraoximate each other, and if they do not, the analysisshows that
there may be cumilative movements away from the path of steady growtho
Professor Solow demonstrates in his article that "this i‘\mdamntﬂ
opposition of warranted and natural i'ates turns out in the end k‘t,o flow
froni the crucial assumption that production takes place nnder condie
tions of fixed proportions,,"l

However, the Solow kanalysis is also instructive for the purpose of-
analyzing underdevelopment, If we select from his various medels the
one which seems to conform most closely to the actual conditions of
underdeveloped countrieé, we obtain additional confirmetion of ocur thesis
regarding technological dualism. |

Solow demonstrates that with variable coefficients, there will be a

Lpobert Solow, op. cit., p. 65.
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tendency for the capital-labor ratio to adjust itself through time in the
direction of an e;milibrium ratio, 'Whatever the initial value of the « ‘
capitel-labor ratio, the system will develop toward a state of
balanced growth at the natural rate. o oIf the initial capital stock is ’
is belaw the equilibrium ratio, capital and mxtput will grow at a faster
pace than the labor force until the equilibrium ratio is approached, If
the initial ratio is above the equililrium value, capital and output will
grow more slowiy than the labor force," Applying this analysis to the
variable-coefficient (rural) sector of underdeveioped countries, we would
again conclude that after the initial increase in the .labor feorce, there
would be a move towards more labor-intensive techniques. The rat.ié of
capital (including improved land) to labor wouid then be held coﬁstant at
the equilibrium rate until land began to give out. From there on, maine
tenance of the equilibrium ratio would ‘require the allocation of more
capital, either in the form of land or in some other Vform, “to the rural
-sector; but under the conditions of technological dualism this will not
happen, Instead, once the land gives out, the marginal productivity of
labor will fall below minimal real wage rate}s and unemployment will begin
to appearol |
Solow's Figure 2 (p. 71) indicates the possibility of miltiple

L;he Philippines today seems to.be in this stage of balanced growth in
the rural sector, with little capital and land combined with much labor.
However, with present rates of population growth, even the Philippines

is approaching the point where it will no longer be possible to maintain
present ratios of land and other capital to labor., Marginal productivity
of labor will then begin to fall below the minimal subsistence real

wage rates. In Java, this point has already been reached.



2l

equilihrium, with one unstable equilibrium between rate of growth and
ratio of capital to labor, and with two stable equlllbrium points, one
with a high ratio of capital to labor and one with a low ratio of capital
to labor. If the expansion process bégins with a relatively high ratio of
capital to labor, the system will tend towards a high rate of growth with
capital-intensive techniques, If on the other hand, the expansion begihs
with a low ratio of capital to labor it wilg?::warda an eqpilihr:um.rate
of growth withylabor~intensive techniques. Applying this analysis to our
two éectors, we see the strong likelihood that the industrial-sector, which
starts with a relatively high ratio of capital to labor, would move towards
an eqﬁilibrium expansion path with a high ratio of capital to labor, even
if technical coefficients were not fixed, In the rural sector, on the
other hand, beginning as it did with a high ratio of labor to capital,

the tendency will be towards an expansion path which will retain a still
lower ratio of capital to labor,

In his Figure 3(/FSo . i,;ldbi.:ao"b'e)s the possibility of absence of ,equil:.—
brium, which comes still closer to our historical case., In this diagram
the ray nr represents steady growth equal to both the warranted and
natural rates, with a constant ratio of capital to labor and continuous
full employment. The curve lel(r,l) represents a system which "is so
productiQe and saves so much that‘perpetual full employment will increase
the capital labor ratio (and also output per head) beyond allllimits;
capital and income both increese more rapidly than the labor supply."

The curve stz(r,l) represents a system which "is so unproductive that the
full employment path leads only to a forever diminishing income per

capita, Since net investment is always positive and labor is increasing,
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Figure 1 (Solow Figure III) (See Page 21)
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Pigure 2 (Solow Figure IX) (See Page 22)
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aggregate income can only rise." Clearly, the first system conforms
closely with the industrial sector of underdeveloped countries; the
effective labor supply expands less rapidly than the capital inflow to
that sector, for reasons already suggested. Entrepreneurs never reach
the point of considering it worthwhile to train skilled lsbor, and real
income remains so low that even the supply of unskilled labor may be
limited from their point of view,

Of course, population grows, and the number of the people in the rural
sector continues to grow. The éecond system thus conforms to the rural
sector, where population growth ultimately brings a conflict between
maximizing output gnd full employmxrh.

Unfortunately, Professor Salow felt that "it would take us too far
a field to go wholly classical with a theory of populetion growth and
" a fixed supply of land," (pp.B?-BB)--unfoftunate, since this classical
model is the one which would conform most cloéely to the rural sector
of underdeveloped countries. Solow does indicate that in such a model,
where savings can fall to zero with income still positive, net investment
might cease and the capital stock become stationary while the labor force
still grows. He shies away from this case; but it is clear that in such
circumstances disguised unemployment must appear as soon as marginal |
productivity of labor falls below minimal real wage rates. Obviously,
00, with fixed techniques, a fixed supply of land, and continuing
population growth, per capita income in the rural sector mét. eventually
decline. | .

_ (F1 2 above)
Professor Solow's Figure 9/is also interesting in this context, Here

he treats population growth as a function of per capita income (and so of



the capital-labor ratio) instead of treating it as an autonomous variable,
The pattern of population growth implied ":ln this diagram is that "for
very low levels of income per head or real wage population tendé to
décrease; for higher levels of income it begins to increase, and that

for still higher levels of income the rate of population growth levels
off and starts to decline®" (p. 91). The result is something close to
Leibenstein's "minimum effort thesis®, to be discussed more fully below,
At any initial ratio of capital to labor below ry, the system will revert
to equilibrium at the low ratio of capital to labor Ty with the corres-
pondingly low rate of increase of output. If we start with a capitale
labor ratio anywhere below DY the only way t‘o assure cumulative growth
is to make a sudden jump to a ratio of capital to labor above Tpe
Combining this analysis with our discussion of population, we can readily
see that because of the tendency for increases in investment confined to
the induatriai sector to accelerate population growth, a ggtdual approach~

tor

2 is unlikely to be effective,

Finally, Professor Solow introduces rigid wage ratés, and concludes
that if the ratio of wage rates to price cofreapondg to a capital-labor
ratio that would normally tend to decrease (or drop to less than zero),
unemployment develops and vice vemo v Once again, these are
the conditions in the rurél sector of underdeveloped countries; once the
first wave of population growth takes place and land becomes relatively
scarce, the "fixed" real wage rate, which is a customary subsistence level,
tends to be above the marginal productivity of labor, with & low :mitiai
ratio of capital to ;.abor and rapid population growth, this relationship
.. is precisely what emerges. Thus the Solow analysis, while stertiny from
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a guite different point, tends to corroborate the conclusions derived

from the Eckaus analysis, -

The Leibenstein Theory

In discussingthe Leibenstein theory of underdevelopment, we begin
with an adaptation of one of his simple diagrams illustrating the rela-
tionships among population size, investment, and per capita income,

Figure é;:égrzsents the‘édaptation to our own purposes of Leibenstein's
Figure 32, Egg_ggg&&g??goi:asureﬁ on the vertical axis, population size _
on the horigontel exis.,. The’straight line x = z represents the level of
per capita incomz at which there is neither population growbth nor capital
accumulationol
' We are applying the diagram only to the rural sector of the underdeve-
leped economy. The cutves Tys Tps r3, etc. represent the rélationship
between average output and income and size of population for verying
stocks of resources, in@luding land, We begin with population at P19
and per capita income at Oa = P1E1° We now introduce industrial investment
in the capital-intensive Sector0 ?his investment will withdraw z small
amount ofipqpulation from the rural sector, and perhaps increase somewhat

the resources available to the rural sector, in the form of improved roads

and the like., Thus the impact effect of the commencement of industrialization

1ﬁeibemst@in presents other diagrams in which the zero investment line is
above the zero population line; but we consider the assumption that complete
absence of population growth is accospanied by absence of capital accumu-
lation is more reslistic for a peasant econory, Indeed, thsre is some
evidence that in Asian countries a certain amount of capital eccumula-

tion took place, even in the absence of population growti, in the form of
simple transportation equipment, roads, housing, irrigation systems, and the
like, However, for simplicity we shell zssume that prior Yo the beginning
of industrizlization there is no population growth ard no net capital
accumulation, '
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is a movement to the left along the population curve, which in itseif“
tends to raise per capita income, and a sméll shift in the average
productivity curve to the right, Tho bn both accounts per capital income
tends to rise. However, the result ° (or at least the accompaniment) of
rising per capita income is an increase in population. Some net investment
viil now take placé, mainly in the form of clearing new Land, perhaps
accorpanied by some shift from "slash-snd burn" to irrigated agriculture.r
Thus the average productivity curve shifts further to the righb, to F3e .
As population grows per capita income will tend to move dowrnmward along
this cu:vé. However, with %he next wave of industriel investment, the
process is repeated. There is a new shift to the left along the §0pu1a-
tion curve, a new increase in amount of resources immediately available,
and a new incentive to ococupy new land and 1mprové agricultural techniques,
This process continues‘so long as the industrial investment taﬁes‘
place, end so long as good new lend is availalle or nct all land has been
converted to the more productive of the known agricultural techniques,
However, there will be some tendency for the average productivity curve
to become steeper as we.move to the right and the possibility of adding
té agricultufal resources diminiahes. Eventually we reach tﬁe‘poinﬁ where
all land is occupied and converted to the more efficient teéhniqnbo The
average productivity curve then becomes a rectangular hyperbola. That is,
as population grows, tqpal income‘remains unchanged, and is simply divided
among more people. Fré% this,pointvon, the sole ef{ect of industrisliza=-
tion ca:7%:.rurther incresses in population, declining per cepite income,

iit is perhaps worth néiing that in the tropics improved land meets Professor

Hayek's definition of capital; it is a"non-permenent productive resource".
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and a consequent movement along the curve rn. The process will stop when
| rn cuts the zero populetion growth line,

- Tt is possible, of course, that the zero populetion growth line will
rise as population rises, _,If ‘ue consider the whole process in time, and
imagine that we move through time as we move to the right along the
population curve, there is some reasson to belieﬁ that the cﬁrve would take
the form of B,. The significence of this pattern of growth is that with

sufficiently large :i.nitial. increases in resources (implying that fihancial
| capital is directed toward the rural sector as well as new land being
occupied) the rate of population growth would fall below the rate oi’
indigenous net 'imrestment, permitting cumulative growth. Better still, as
will become more apparent below, would be an initial rate of investment in
both sectors that would permit a jump to levels of per capita income at
which steady growth could be maintained from domestic savings and in-
vestment, ’ o

This point can be illustrated by en adaptation of Leibenstein's

Figure Bgfﬁ ?.s.lm)assumd thet as income rises and population grows
beyond the present level the per capite income at which population growth
falls to zero also falls--a quite reasonable assumption from a demographic
point of view. At the same time, the sero-investment line is considered
to rise with per capita income andk population., If the "demonstration
effeét" is operative, this assumption is also reasonable; after a lag,
consumption patterns are adjusted to the higher income levels, and when
income falls again gero saving is reached at higher levels of income than

before. The line mm represents the level of per capita income at which
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the rate of population growth falls below the rate of capital accumla-
tion, permitting cumilative growth.

Tt is spperent that any initial displecement through industrial in-
vestwbub which leaves the system within the asrea ezx, or within the area
exmn, involves a return to the initial equilibrium position e. The former
~ area is one;:et disinvestment, which must lead eventually to net decline
in population and a return to e, The latter area involves net investment,
but at a rate slower than population gorwth, so that per capita incomes
fall after the initial rise, forcing the system back to e, ,

On the other hand, a simultaneous reduction in the population of the
rural sector, vsuch as is involved in the movement from e to d, combined
with an increase in investment in the rural sector which would raise the
average productivity curve to rys would bring the rural sector into the
range of cumulative growth, | |

Leibenstein zlso shows thet at low levels of income the optimum degree
of specialigzation is rather low. "It is the highly efficient special-
purpose equipment that, for the most pert, is subject to indivisibilities
at points wherc cost per units of capital is quite high. It is the degree
of indivisibility per unit of éfficiency that matters." This relstion-
ship complicates the problem of finding efficient techniques for the
degree of specialization called for at the low levels of income in the
rural sector. |

Leibenstein provides an ingenioué explenation of the "vicious
circle" with regard to entrepreneurship in underdeveloped countries. The
problem, he says, is not that entrepreneurial ability is lacking in these
countries. Rather, it is that the conditions of underdeveloped countries



=28

incline entrepreneurs toward engaging in "zero-sum" gsmes (those which do
not raise naticnal income as a whole) rather than "positive-sum" games.
Among the zero-gum games are "non-trading activities in order to secure
for their interest a greater monopolistic position, increased political
power, more prestige, etc" (p. 117); trading activities that do not add
to aggregéte resources and do not absorb savings but do waste entrepreneurial
resources; and “activities that do use up net savings, but the invesiments
involved are in enterprises of such a nature their 'sccial value' is either
zero, or their social value is very much lower than their private value.”

Every entrepreneurial activity, he points out, implies an anticipa-
tion of profit., If the activities are to be "positive=-sum", the antici-
pation of profits implies expansion of national income. If the entre-
preneurs are not to be disappointed, their activities must raise nstional
income enough to permit them a profit at least as high as expected. If
only a small share of entrepreneurial activity is devoted to the "positive-
sum" activities, the actual rate of growth is likely to be smell, =nd the
expectations will be disappointing, redirecting entrepreneurial talents
towards "zero=-sum" activities,

’ (Figure 5 boicw)

One of Leibensteinfs most interesting diesgrams is his Figure 15<1./ Ve
start ﬁith per capita income at oa. If enough investment is injected into
the system to raise per capita income immediately to om. sustained growih
will occur, However, it would be chesper for the invesicr (which might in
this context be a foreign government undertaking & foreign aid program)
to mske the injeétion in two stages. The initial injection might Le enough
to raise income to ob; then at time (t) the second injection could be made

to raise per capita income by cb, to the critical minimum.
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Leibenstein readily admits that his theory of the critical minimum
effort is an empirical one. In his Figure 8--:&1 e rglggzz.:ghip of
income-raising and incom-depreasing»forpaa is such thet starting from a:i
equilibrium position &, no investment progrem which fails to raise per
capita income to the level g will produce sustained economic growth. It
is of course possible to construct diagrams to show cases in which no
growth is possible at all, or in which any initial shock bringing a small
increase in per capita income would produce steady growbth. The reason for
assuming that underdeveloped countries in fact i‘age a position where a
subétantial increase in investment is necessary to yield steady growth
relates to the underlying theory of population growth, and actual evidence
with respect to internsl diseconomies of scale due to indivigibility of the
factors of production, other indivisibilities with regard to investmetrﬁ
decisions, externsl diseconomies due to external interdependencies, and the
1iké. Leibenstein has also shown, however, that there is a biological
meximum to the rate of population growth, in the neighborhood of three
per cent, Consequently, given a sufficiently large volume of technical and
capital assistance, it is always possible to produée some initial increase
in income that will becomé cumulative,

Leibenstein has also made an attempt to estimate the actual size of
the "minimum effort". He makes plausible assumptions with respect to the
relationship between rates of increase in life expectation with rising
income and fertility levels. He then calculstes, for an ICOR of 3:1
and 5:1, the ratio of net investment to income that would be required to
produce certainyé.atterﬁs of income rise and population growth.‘ His pro=
: (not reproduced here)

Jection 2b in Table 14=9,/ in which population growth rises to a bit over

two per cent in the first five year period and then rises graguelly to
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2.8 per cent for the fiftieth to fifty-fifth years, conforms fairly
closely to whet seems to have happened in Indonesia during the nineteénth
century. | Under these conditions, he shows, the required net investment is
13,2 per cent of national income in the first five yeers and rises gradually
© to a level of 15,72 per cent of national income. Even his pattern b,

which shows pépulation growth rising to 2.42 per cent in the twenty-fifth
to thirtieth years and then tapering of.:@‘, requires investment of 13.2 per
cent of national income in the first five y;ars; rising to 14.52 per cent,
and then dropping to 13,08 per cent the fiftieth to fi.fty»fifth years,

These figures conform closely to the estimetes of capital requirements

for Indonesia made by the M.I.T. Indonesia Project.

The Myint Model

Professor Hla Myint presents his own version of the dualistic theory
of underdevelopmntol He proposes the following model. (1) The country
starts its period of expansidn, resulting from its being opéned up to
economic relations with the outside world, "with & fairly sparse popule-
tion in relation to its potential netural resources". (2) Its natural
resources are' then developed ixi the direction of a few specialized lines
of primai'y production for export. This development is generally carried
out by foreign private ent.erpriée‘, assisted by government policy, and
limited by the expansion of the world market for the export goods.

(3) The native inhabitants of the country enjoy legal equality with other
people in their economic relations, including the right to own any type of

property and to enter into any type of occupation. (In some colonial

1;113 Myint, "An Interpretation of Economic Backwardness", Oxford Economic

ngers, VO].o 6’ NOQ 2, Jum 195ho )
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countries this aésunption did not hold; but it is all the more interesting
thet the Myint model does not need discrimination against nstive pedple
to show the tendency toward technologicsl dualism.) 'In such a model,
Professor Myint points out, "The disequalizing factors must be coneidere’d
as operating not only between the backward and the advanced countries as
aggregate units, but also between the backward anﬂ advanced groups of
peoples within the same backward country itself" (p, 146). The ususl
"country A and B" approach "is seriously inadequate for our purpose."
Disaggregation, at least to the extent of recognizing the two major
sectors, is necessary if we are to obtain useful résultso ‘

Professor Myint also casts doubt on the usefulness of the usual kinds |
of marginal analysis for dealing with ‘such problems. The advanced
countries," he says, are in the middle of a self-generating process of
economic growth characterized by a steady rate of technical innovation
and increase in productivity. Under such circumstances diminishing
returns to investment will not in fact appear, and "a given rate of net
investment will, on the whole, result in a corresponding rate of increase
in total output or productive capacity.” On the other hand, such assump-
tions are not.‘ plausible for the underdeveioped countries, "Thus the very
nature 61' our problem, which is to start this process of economic growth,
obliges us to go behind the macro-economic units and inveétigate the
actual structﬁre and 'growing poi‘nts'; of the backward economy. For the
same reason, ﬁe cannot treat the changes in thé bagic ratios and propen-
sities as 'exogencus' changes in data bu’g‘“must inquire into their nature
and causes" (p. 148), | |

Returning to his model, Professor Myint suggests that before the
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underde#eloped comrtriee m"opened up" they were "primitive or medieval
.stationary states governed by habits and custou. Their. people might heve 11ved
near the 'minimum subsistence level!, but that, according to. their own
lights, did not appear too wretched or inadequate. Thns in epite of lou
productivity and lack of economic progress, there waa*no problem of economic
discontent and fmetration: vants and. aetivitiea me on the uhole .

adapted to each other and the people were in equilibrium vith their '
envircnment" (po 149)s He then moves on to the second stage, "Particularly

in the second half of the nineteenth century" ’ when "theee stationary v

backward societies were opened up to the outs:.de economm fo:c '

Haasures for economic development: then consisted mainly infattempts to
persuade or force the backward people into the new ways of 1i£e represented
by the money economy-for exemple, by stinmlating their demand for " o
importe and by taxing them so that they were obliged to turn to cash crops

_or work in the newly opemd minee and plantations" (p. 150). The""yard-—

stick of develooment of such countries" ,‘.e their export end tmble .

capecity. However, the "opening up“ proceea drew inoreasing mmbers of |

the native peoples into a new elite, in %ich the veluee of Western - v
society were increaaingly accepted., This gave riee to ng sense. of economic' .
discontent and maladgustmnt" - It was in this third stege that. the poli- |
tical problems associated with underdevelopment appeared. ,
" The form of development in such dualistic econonﬂ.es ﬁas not such as to}

require a high degree of specialization among the nat:.ve peoplee- - .
| In spite of the striking specialization of the inanimate
productive equipment and of the individuals from the economi-
cally advanced groups of people who-manage and control them,

there is really very little specialigation beyond a natural
adaptability to the tropical climete, among the backwa 4 S




=33~

peoples in their roles as unskilled labourers or peasant pro-

ducers, . .Thus all the specializstion required for the export

market seems to have been done by the other co=-opersting factors,

the whole production structure being built eround the supply

of cheap undifferentiated labour. . .Even where a new cash crop

is introduced, the essence of its success as @& %‘1 sant crop

depends on the fact that it does not represent a r depar-

‘ture from the existing techni ues of production (e.g., yams and

cocoa in West Africa). (p.
Indeed, Professor Myint goes so fer as to suggest that the process of
specialigzation of a backward economy for the. export market is most rapid
and successful when it leaves the backward peoples in their unspecialized
roles as unskilled laborers and peasant producers using traditional methods
of production,

- Professor Myint also draws attention to another characteristic of the

dualistic--or more properly in this context, plural--economy, which has
_ been noted by other observers as well: vig., thet the middlemen between
the big European concerns and the indigenous population are very often
foreigners as well. He mentions the Indians and Chinese in Southeast
, Asia, Indians in East Africa, Syrians and "Coast Africans" in West
'Africa, and so on. He might also have mentioned the Indians in his own
country of Burma, These middlemen collect produce from peasant farmers,
distribute imported articles to the indigenous consumers, and act as
1

money lenders.” These middlemen act as a buffer between the indigenous

population and the advanced Western society, thus robbing them of "the

11t 15 said in the Philippines, for example, that the growth of a parti~
culer village depended entirely on the resources of the local Chinese,
for it was his resources that determined the size of the cash crops of
which they could dispose. Moreover, there is a continuous drainingeoff
process. The Chinese who become successful in the village does not
stay there, but moves on to & city, installing 4in his village

store a relative whose talents are less striking than his own.
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educating and stimleting effect 61‘ a direct contact".

True, some opportunities for acquisition of skills oﬁcurred on the
plantations and mines, but these were diluted, according to Myint, by
the high labor turnover. The backward peoples are unused to the discipline
of the mines and plantations, and .have one foot in théir traditional,
tribal and villéga economies. They look upon the wage labor, Myint
contends, "not as a continuous permanent er@loymenf but aé a temporary or
periodical e:xpedient. to earn a certain sum of money." Thus, "gven after
manjr decades of rapid ecoxiomic c_levelopment following the opening up pro-
cess, the peoples of many backward countries stili remain almost as ignorant
and unused té the ways of modern economic life as they were before."

The middleman of the Asian type, selling cohsumsrs géods, ’;advancing
seed and simple tools on a share-cropping basis, and lending money, was
by no means unknown to the West. In the American South or the Canadian
West, such middlemen were also buffers between the small farmers and the
advancing technology of the big cities., The difference is that at a
certain point it paid the middlemen as a class to take over the land
altogether in the West—to foreclose on t)h'ﬂ{arw debtors--and to amal-
gamate small holdings into units large enough to permit large=-sceale,
extensive, mechanized and: commercial agriculture. From there on the advance
of techhology spread to agriculture as well as to industry.

The question is, then, why this process did not take place in under-
developed countries, Why have the middlemen in Asia and Africa continued
to squeéze ‘the peasant, rather than maneuvering the peasants into a posi-
tion where they cduld foreclose on their land?

To £ind an answer to this question, the Myint poin‘bk mist be added to
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the analysis presented above. In Europe and the New World, ‘a time came
when manpower was obviously scé_rce in the agricultural sector, making it
profitable for individual farmers to increase the sige of their holdings
and to use more capital-intensive methods. The barrier to agricultural
improvement in the underdeveloped countries has been that labor never
became scarce in the rural sector., The "population explosion", brought by
industrial investment in the capital-intensive sector, meant that there
was an adequate supply, and later a super-abundance of lsbor in the peasant-
agriculture sector. Thus in Asia and Africa the middleman has continued
to play his traditional role, directing his efforts to maximizing his -
share of the output obtainable through labor-intensive methods, rather
than endeavoring to get the peasant off the land, so as to cultivate it
himself by wore land-and-capital-intensive methods,

The Terms of Trade

Two arguments have been made with respect to a tendency for the tei'ms
of trade to turn against underdeveloped countries, One of these arguments
relates to the external terms of trade of the country as a whole with
the rest of the world; the second relates to the terms of trade between
the rural sector, in which the great bulk of the indigenous people live,
and the advanced industrisl sector (including irrxportera Jof the same country.

Of the two arguments the one relating to the internal terms of trade
is most clear cut, Noi only has technological progress been confined
mainly to the industrial sector, as shown above, but the industrial sector
has devei.oped increasingly powerful mbnopoly posif.ions vis-a=-vis the i'ural
sector. In a typical _‘;‘u-ocess of dev,elopment,b Hyint. points outs

The baclmard peoples have to contend with three types.of
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monopolistic forces: in their role as unskilled labor they

heve to face the big foreign mining and plantation concerns

who are monopolistic buyers of their labour; in their role

as peasant producers they have to face a small group of ex-

porting and processing firms who are monopolistic buyers of

their crop; and in their role as consumers of imported com-

modities they have to face the same group of firms who are

the monopolistic sellers or distributors of these com-

modities. (p. 155)

In advanced countries » such tendencies toward monopolistic exploitation
are offset by the development of "countervailing power", to use .P'rdfessor
Galbraith's term. No such countervailing power emerged in the underdeve-
loped countries prior to their achievement of independence; and even now,
Myint points out, the workers and peasants have a long way to go before
their organization will give them really effective bargaining powers.
"The first lesson", says Professor Myint, "is that some sources of counter-
vailing pcwer, like the co-operative societies, themselves need a fairly
high degree of business-like behaviour and 'economic advance' and can
only be fostered very slowly in the backward countries. The second lesson
is that it is easier to redistribute existing income than to redistribute
and stimulate economic activity by the use of counterveiling power" (p. 162).
Moreover, he points out, countervailing power is sometimes 'sought in the |
pres‘erva'tion of traditional social institutions, which do not provide
equivalent bargaining power in an economic sense.

The deterioration of the terms of trade of 'the rural sector, in its
relations with the industrial sector of the same country, must of course
be reflected in the terms of trade of the rural sector with the rest of
the world, Obviously, it is the terms of trade of the rural sector with
the rest of the world that is inpor'bant to the great majority of the people

in the eoul'tfl‘.ryr In adyanced countries the primary pector accounts for a
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_ aﬁall share of income and employment, and agricultural productivity is
several timas as high as in the rural sector of underdevelopad countries,
Tt seems highly likely, then, that there has been~-and is still-- a
trend towards deteriorating terms of trade of the rural sector of under-
developed countries with the rest of the world, |

The case is less clear withvregard to the export sector of underdeve-
loped countiies, and it is on this question that controversy has been
most, keen. ‘There is some evidence that over recent decades the terms of
trade of countries exporting raw materials and importing manufactured
goods have deteriorated; it is less clear that this trend must continue
in the ?uture, So long as we think in traditional terms of relative
prices of exports and imports, we are hampered in calculating terms of
trade ﬁy the increasing prevalence of multiple exchange rates and the

© Qifficulty of deciding what exchange rate is appropriate for such a
caloulation, On the other hand, if we think in terms of menhours, and

" caleulate how meny menhours' production in the export industries of Sther

;oduntriea can be purchased by "x" memhours' work in the export industries
of: unﬂerdavu&nped countries, there is good reason to suppose that the terms
of trada have been moving ageinst underdeveloped countries, end will con-
~ ,tinup to do s0 until means ere found of raising manhour productivity in
industries producing agricultural raw uateriala amd foodstuffs, 7
In another artiocle, Professor Myint has suggested that the shift of

,térms of trade in their favor wves & mejor factor in accelerating economic
'.gré'uth' of the now industrislized countries.l It meant that "x* menhours

"-iﬁ Myint, "The Gains From International Trade And The Backward Countriea"
- Beview of Economic Studies, Vol. XIII, No. 2,
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worth of imports of raw materisls and foodstuffs could be purchased with a
smaller number of manhours' worth of exports; thus, in effect, it released
manhours which could be diverted to buildiné up the capital structure with-
out an increase in domestic saving. In this sense it meant that ‘the saving
was done for the advancing countries by the peoples in the stagnant ones.
If this argument is correct, it applies also in reverse; the deteriorating
terms of trade made it increasingly difficult for the underdeveloped coun=-
tries to accumlate capital, without sacrificing consumption i‘roxﬂ the
already low levels. |

In this same article Professor Myint reminds us that during .'the
mineteenth and twentieth centuries the countries of Asia and Africa had
very répid development of the export sector. Capital was not eaﬁeéi.a'lly
scarce :ln the export sector of underdeveloped countries: "The f,éréign
firms in the export sectors were nominally able to borroﬁ capital on equal
terms with firms of comparable credit worthiness in the advance’d countries,"
Why did the growth in value of exports have no mlti;:l:.er sffacts on gg_
| gg__n___ 1ncomes in the rest of the econonw? _
| Hyint lists as factors operating ageinst “séread effects" the high
turnover of lab,o:é, their willingness to ,accé§£ very low wages, the convic-
tion among employers that the supply curve of lsbor was backward sloping,
and the general lack of industrial skills, which made entrepreneurs feel
that recruiting an adequate labor force was a difficult affair, Wages were
low, but were not considered low relative to estimates of efficiency. "The
attémp‘lﬁ to switch ofrer from the cheap labor policyk to a policy of higher
wages and more intensive use of labor usually involved taking decisions about
‘lnmpy investments' both in the form of plant and machinery and in the form
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of plant and machinery and in the form of camps and villages where it was
necessary to change over from a casual 1ab§r to a permanent labor force."
Professorv Myint stresses the reluctance of European entrepreneurs to

make heavy investments of a kind which wpulé require a large supply of
skilled workers, and 'their.préforencev.for siwple labor-intensive techniques
which left labor productivity low and afforded few training :acilities. As
we have slready seen, however, the factors cited by Myint also provided
an incentive fo;' 8 shi,t‘t to whollj capital-intensive techniques, requiring
reiatively few workers of any 'ievel of skill, where these were technically
possible. The result was some of each. Thus we find on the same planta-
tion labor-andnlandnintensive methods, of a sort that give little genera-
lized training, in the agricultural side of the cperatiocn, combined with
capital-intensive techniques in the processing part of the operétibn, It
is the intermediste kind of technique, requiring fairiy large numbers of
workers in skilled voccupations, which were shunned by en‘trepraneuré in
undgfdeveléped couniri-es; and, as Professor Myint suggests, it is these -
intermediate techniques thet provide the best means of training large
numbers of workers. '

| Wint also §o:lnts out once more that the situstion in the lébor market
profvided the excuse for importing lsbor from other countries, He quotes
Pro_fessor'Knowles to the effect that in the British Empire of the nineteenth
century there were three "mother countries": the United Kingwdbm, India and
China. Imm:lgrant labor from India and China was deliberately introduced
into> Southeast Asié, Fiji, the West iIndiés and parts of East and South Africa,
| Finally, Profeséor Myint explains the lack of "spread effects" froin
devélopment of the export sector by an appeal to the concept of "non-competing
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groups":

Thus it may be possible to find an analogue of non-competing
groups in the foreign and domestic sectors of the backward coun-
tries which contributes to & lack of secondary rounds of activi-
ties. This leads us to the second argument, that the dynamic
gains from specialisation in industry are likely to be greater
because it has a greater "educative" effect on the people of the
country than agriculture. Here it must be admitted that in con-
trast to the trmndous stimulus to further economic development
enjoyed by the advanced countries, internationsl trade seems to
have hed very little educative effect on the people of backward
countries except in the development of new mmbs _Apart from
the imtroduction of modern transport; it is difficult to observe
any revolutionary changes in their methods o:t‘ production and
efficiency both in the peesant and in the non-peasant sectors.
The peasants specialize for international trade simply by going
on producing traditional crops by traditional methods or new
c(:ropgh vt)xioh can be readily produced by traditional methods. -

po 0

Professor Myrdal and the "Backwash Effect"

Professor Gunnar Myrdsl makes a still stronger argument ‘than that

of Professor Myint; because of "circular causation" and “backwashuaffects"

he contends, the 1nvolvema1boi‘ underdeveloped countries in international
| 't.rade with advanced countries, far from bringing a tendency tmards equality
of marginal productivity and incomes, resulted in a tendency away from
equilibrium, a vicibus spiral bringing increasing discrepancies between
'productivity of advenced and underdeveloped Qouubrieaol "The idea I want
to expound in t!;is book", Professor Myrdel writes, "is that. . .in the
fxormal case there is no such tehdency towards automatic self-stabilization
in the soc;lal éystemo The system is not by itself moving towards any sort
of balance bétween forces, but is ’constantly on the move away from such &

éiﬁﬁafiono In the normal case a change does not call forth countervailing

Tgunnar Myrdal, Economic Theory and Under-Developed Regions, London, 1987,
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changes but, instead, supporting changes, which move the system in the same
direction as the first change but much further. Because of such circﬁiar
causstion a social procéas tends to become cumulative and often to gather
speed at an éccalerating rate” (p. 13).

Myrdsl begins his enelysis with'the tendency towerds regionsl in-
equalities in a single country. The growing commnities will exart a
strong agglomerative pull, accelerating their rate of growth and bringing
increasing stagnetion or decline in other parts of the céuntry. No off-

setting forces arise to prevent the acceleration of this shift of economic

activity from decadent to progz;eesive regions. Any accident or shock
giving a momentary advantage to one region can start this chain of disparate
growth movements. Among such shifts in relstive advantages of regions
of a country, Professor Myrdal singles out "a change :mthetem of trade
of a commnity or a region" as one factor which has historically played
this role. _

~ Among ’the aggravating forces, he says, will be demographic ones; the
§Oorer regions will be the ones with the relatively high fertilitye This
factor, together with net imxigrati_cn from the decadent regions, makes the
age distribution in these regions unfavorable. The poverty in rural
regions of Europe during the long period bfynet immigration to industrial
centers and to the United States, he says, "has a main explanation in the
‘unfavorable age disﬁribution there, caused by migration and in part also
by higher fertility rates" (p. 28). | |

The expansion of trade §n1y aggravates the p:focessle "The freeing'and

widgning of the markets will often confer such competitive advantages on
the industries in already established centres of expansion, whi;:h usually
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work under conditions of increasing returns, thst even the handicrafts
and industries existing earlier in' the dtﬁer regions are thwarted" (p. 28).
ﬁe.cites as a dramstic example of the growth of regional disparities |
following liberation of trade, the expansion of the north and retro-
gression of the south of Italy-follouing political unification in 1860,
- For one thing, regions which "have npt been touched by the expansionary
momentum could not afford to keep up a good road system and all their
other public utilities would be inferior" (p. 29).

True, expansion in one region also has "spread effects"; the growth
of industrial cities,lfor example, should create a demand both for
agricultural raw materials and for coﬁsumers' goods. There is, however,
no reason for equilibrium between "backwash" and "spread effects", The
enalysis provided sbove provides some reason for assuming that the "back-
wash effects" will be predominant. The "spread effects" could out;
weigh the "backwash effects" only if income and employment in the leading
sectors grow relative o that of the laggard sector, as 1t did in the now
advanced countries, The historical pattern of growth in underdeveloped
countries, however, has been such that spread effects were weak, The rural
sector (as defined above) 4id not produce the raw materials for the ex-
pahding,industrial séctor, nor did the expanding industrial sector rely
heavily on the rural sector for foodstuffs. (ﬁice was not the major item
in the food budgets of the British, Dutch, or Spanish in their colonies.)

- Thus the market for cash crops of the rural sector was not much expanded'by
the growth of the industrial sectoro

Professor Myrdal reports two striking correiations which were dis-

covered in the studies of the Economic Commission for Burope: first, the

v
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togianal disparities are greater in poor countrles than in rich onea; and
aocoud, the. disparities are :lncmsine in poor countr:!sa and decrusing in rich
cnaao "A large part of the axphntunn for these two broad correlations" ’
he says, "may be found in _the importent fact that the higher the level of
economic ‘development that a countryvl_zaa already attained, the stronger the
spread et‘fects will usually be" (p. 3&).?

These inherent tendencies towards integretion in advanced countries

- and leading and lagging sectors in nnderdeve’loped ones were strengthened

by national policy., The poorer countries--ecpecially the colon’ialyones--
did not have effective policies for national integration, of the sort that
have been ir:broduced in the more highl,y developed ones,

Generally speaking, on & low level of economic development
with relatively weak spread effects, the oemebttive fm'm in
the markets will, by circular causation, oconstantly be | i
towards regional inequalities, while the inequalil -

- selves will be holding back economic dmlopmeub, and at- the
same time weskening the power basis for egalitarian policies.
A higher level of development will strengthen the spread effects
and tend to hamper the drift towards regional inequalities;
this will sustain economic development, and at the same time

~ create more favourable conditions for policies directed at
decreasing regionsl inequslities still further. (p. 4l)

Tt is perfectly possible, Professor Myrﬂalargues, for international
trade to have "strong backwash effects on the undax;davaloped countries”
(po 51)» The present pattern of production in underdeveloped countries
reflects t.hes'ak backwash effects rather than true comparative advantage.
Rather then increasing further production of primary goods for export,
M’yrdal‘ suggesté, the true advantage of these courrbrigs may lie in improving
the pfdductiviﬁy of the rural sector, and in the development of .manufa‘ct.urerso
Nor can cap:lt#l be expected to flow to underdeveloped countries simply beva-
cause capital is .rel;ativﬂy scarce there. On the contrary, in the absence
of exchange conmtrols capital would flow out of the underdeveloped countries
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to the more advanced (and more rapidly advancing) ones. International
adjustment through migration is no longer possible, |

The present pattern of production in underdeveloped countries also |
reﬂecta the past policies of the colonial powers, which often "took special
measures to hamper the growth of indigenous industry". This colonial
heritage is not diapéliéd by political independence alone. The "cumla-
tive sociai processes holding it down in stagnation or regression" are
| st41l there. And Mcolonialism meent primarily not only a strengthening of
all the forces in markets which anyhow were working towards internal and
| international inequalities, It built:itself into, and gave an extra impetus
and a peculiar character to, the circi;lar causation of the cumlat.j.ve.
p;'oéus" (p. 60). | 7 | |

In his final pages, Myrdal calls for a new theory of internstional trade
as applied to underdeveloped countries, and laments the tendency of the
Trternational Monetary Fund and GATT to spply outmoded theory because they
wtend cortimously to be permested by the ideclogical elements which I have
referred to 8s the predilections of ecomomic theory, and which have had a
particularly strong influence on the theory of international trade" (p. 155).
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The Geographic Factor
While the present writer would not attach greaﬁ importance to the
geographic factor in expleining tmderdevelopment, ‘it is true that the
great majority of <MGm1@ﬁ«"‘comiw~ arewholly or substantially

within the tropics. There is therefore soms resson for examining the
impact of purely geographicfactors on prodﬁctiﬁty, Such an examinae
tion énggesté. that while tropical conditions are not the major cause
of the relative lack of economic growth, they do aggravate the effect
of other causes of underdevelopment.,

Of the various effects of tropical climate on productivity, the least
important would seem to be the direct impact of climat.e on hmn beings.
In this connection Dr. Douglas H. K. Lee, Professor of Physiologlcal
Climatology at the J ohns Hopkins University, quotes an Austzfalian
Health Department booklet:

In tropical Austrelia. . . there is practically no cir-
cumstance which can be laid hold of as representing & definite
disability to the white race other than those faulby cirmm-
stances of social enviromment which are : - from th
opening up of a new country.for the purpose of: pnimry pro=-
duction., First-generation, aecand«ganera‘bian, and third-
~ generation Queenslanders are performing their life work and

follom.ng their ordinary avocations as they could in temper-
ate climates, and there is at present no indication that the
strain of tropical life is an sctual one, or that the outlook
for these people is anything but hopeful.l

| He shows, however, ‘that underdeveloped countries might be defined in terms
of f.he di.fifeience between the average dietary supply of calories and -
requiremenis (see table), He also provideé evidence of the fact that
Western observers find so distressing thet zgricultural productivity in

iDouglas H, K. Lee, Climate and Economic Devel ment, in the Trogics
(New York: Council on Foreign Relationa), I95:;, P. 9
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AVERAGE DIETARY SUPPLY. OF CALORIES AS
COMPARED WITH REQUIREMENTS (L8b)

u Recent  Estimeted Percentage
Region and Country levell requirements difference
Far East ;
2 !

Ceylon 1970 2270 =13.2

o 1700 2250 <2l

Japan 2100 2330 =949

Philippines ' 1960 2230 «12,1
Middle East / | -

Cyprus ©o2470 2510 “1.6

Egypt 2290 - 23%0 U2

Turkey 2480 2o - +1.6
Africa ,

French North Africa 1920 2430

Mauritius 2230 2410

Union of South Africa 2520 2hoo

Latin America : L
_ Argentina 3190 2600 +22.,7 .

Brazil 2340 2450 ' =5
Chile : 2360 2640 <10.6
Mexico ‘ 2050 2490 «17.6
Uruguay 2580 2570 ohj
Europe . o
Denmark 3160 2750 #1049
France 2770 2550 - +8.6
Greece 2510 2390 +5.0
Italy - : 230 ko : <ii.1
Norway 30 2850 +10.2
United Kingdom 3100 2650 +16,9
North America and Oceania :
Australia 3160 2620 +20.6
United States 3130 26440 +1895
1

Precise dates not given in source.

In this and subsequent tables predominantly tropical countries will be in
italics.

Source: Dougles H, K. Lee, Climate and Economic Devglopment in the Tropics.
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‘Asia and Africa, in terms of output per hectare, is far below that of
Europe and America.
Lee provides a number of explanstions for the low agricultural pro-
ductivity in underdeveloped countries. One of these is the tendency
for monocultures, which characterize so meny of the underdeveloped coun=
tries, and the incidence of diseases and pests. "It matters little", says
Dr. Lee, "whether the agent be a microbe, an insect, a larger animal, or
a plant form; the principle remains the same: pure strands invite
disease" (p. 34). He adds, "Under tropical conditions such infestations
could easily become widespread epidemics with disastrous results. Blights
which have thus effected the cotton, cacao, rubber and banana industries
in the past avait the monocultures of the future" (p. 3L). A related
factor is the rapid growth of weeds. "lechanization may speed the
clearance of weeds between the rows", he points out, “birt ha;ﬂ work is
necessary to clear them away between plants. In the cultivation of rice
the flooding and transplanting of the peddies serves to control weeds,
which would soon take over the area if cultivation by United States methods
‘were attempted in the true tropics" (p. 35 )o |
The use of fertilizers is slso more complicated in the tropics than in
the West:
The replacement of lost minerals and nitrogenous com=
pounds by the addition of fertilizers is a solution which
comes readily to the mind of present-day vestern man; but
such a program is fraught with difficulties in many tropical
regions, In the first place, factory-produced fertilizers are
expensive and are often beyond the means of the country con=
cerned, even without the added cost of transportation,
Second, the use of fertilizers presupposes & knowledge of
what substances are deficient in the soil, the relstive acidity

of the soil, and the specific requirements of the psrticular
crop. Whereas these fzcts may be fairly well known for



;8-

temperate situstions, they are very poorly known for tropical
areas. Finelly, it hardly appeers sensible to pour in fertilizer
each year, only to have it go out to sea with the next rain.

Some control must be introduced over the anmual loss by leaching
before artificial replenishment can be viewed with equanimity.

- The t:lme may come when fertilizers will be economically
justified, but in many areas that time is not yet. There is
perheps more point tc the utilization of green menure,
egpecially where the manuring crop fixes atmospheric nit.rogem
yet it cannot be blithely assumed thet legumes will auto-
matically do this. Both the specles and the conditions must
be right before the nitrogen-fixing bacteria can operate.
Animal wastes may be used, although in many sreas the diet
of the animsl is so poor that the excreta have very little
value as manure, In some areas, such es India, it is considered
more important to dry the dung for fuel than to apply it to
the fields. (p. 38)

Turning to livestock production, Dr. Lee shows that the average

output per am.mal of milk and wool is much lower in underdeveloped than
in advaﬁced céuntries. A pert of the explenation for this low produc=
tivity is "that tropical grasses and other forage plants, even when
a;bundant., are fréquently lacking in nutritive value. In many instances,
poor nufrition constitutes a major cause of low animal produétivfity in the
tropics." Accordingly, raising livestock productivi'by'my‘reqﬁi_re
importation of feeds, or developmérrb of new natural feeds, which may be
very difficult in tropical conditions. Alsd, animals as well as plants
are more subject to disease and pests in tropical countries, Heat as
such has bad éffects on appetite, and "everything man asks of his
animals=-more meat, more milk, more eggs, more work--involves a greater
production of heat" (p. 67).

With regard to the effect of tropical climates on humans, however,
Dr. Lee summarizes his evidence in these undramatic terms:
| " There is a general tendency to answér qué_st:ions about

possible levels of activity in the tropics in a gloomy fashibn
and to cite psst performences in support. But what hes been,
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is not necessarily what has to be--a Roman soldier stationed
in Britain would no doubt have been skeptical about the

future productivity of the barbarous inhabitants in so vile

a climste; and many & colonial governor has recorded grave
disapproval of sreas which are now highly successful. Con-
versely, there have been flourishing empires in areas that are
truly tropical (e.g., Southeast Asia) and imtense activity can
l(:e ;founc; today in more than one tropical area (e.go, Venezuela,

It is true, of course, that peoples of many underdeveloped countries

suffer from malnutrition, and that this in turn has a bad effect on pro=-

' ductivity, Here is one of the vicious circles so common in any analysis

of ixnderdevelopmnt; underdevelopment yields low sgricultural productivity,
yields malnutrition, yields low productivity, ﬁelds underdevelopment.

Dr. Lee is mch more sanguine with respect to the possibilities of
1ndustrial' development in tropical climates. He quotes Auatrélia as an
example: | |

As a youth in Australia, the author frequently heard it
said thet the country's climate was unsuitable for weaving
textiles or manufacturing steel; at a more meture age he
learned thet it was also supposed to affect the quality of the
beer. Some years later he witnessed considerable suocess at-
tending both the textile and the steel industry and came.to
believe that the principal effect of climate upon brewing was
throwgh the thirst induced in the inhabitents, _

In gene:jal, he se#s in the field of industry none of the 'berriers to deve~
lopment in the tropics thet the outlines for the agricultural sector,

- In previous chapters we have been able to establish very
definite and important influences of tropical climete upon
crop production, animel husbandry, end the general sweep
of human welfare and productivity; and in discussin pallia-
tive measures we have had to refer to various nonclimetic
- factors which may affect the success or practicability of those
‘measures. This was possible without losing sight of the main
topic~-the role of climate. But when it comes to & discussion
of industry, the evidence for direct and important climatic
effects is somewhat insubstantial, and & consideration of non-
climetic -influences is apt to develop into a full-fledged discus-
sion of the socio-economic forces necessary to the process of
industrialization. (p. 146)



«50=

He does point out that at present the supply of labor is a serious
problem, but here the possibilities of overcoming the problem seem
relatively good. |

‘The supply of labor may present an equally difficult prob-
lem, A supersbundance of extremely poor people does not
necessarily provide & work force. Undernourishment, dis-
ease, lack of education, lack of ambition, or ingrained custom,
singly or in combinstion, may meke of the apparent plentitude a
veritable mirage. Public health measures and education may, in
time, rectify the position, but they must be paid for and pre-

?uma&y)treated as an investment in future productivity,
Po 147
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Summary and Conclusions
This paper is concerned with an appraisal of the role of oomuixity

development programe in launching economic growth in underdeveloped coun-
tries. We define underdeveloped countries as those with per capita
incomes of less than $500 per year, in order to include all those countries
in which economic development is a mmtter for policy dac:laiom both by our
own government and theirs; but special importance is sttached to those
countries 115,&31& and Africa where per capita incomes are below $200 per
- yﬁ?r. We al.éo indicated the 1mportan§e of diffusion of incomes; one or
two mid-Eastern sheikdoms have per capita incomes higher than that o;ﬁ' the
Unit,ad States, and yet are clearly underdeveloped, since the messes of
peoples still 1ive at very low levels of productivity. By economic deve-

lopment is meant a rise in per capita incomes that contimues for at least
| two generations and becomes cumilatives

In order to appraise any aspect of development policy, some theory of

economic development is necessary. It is the present writer's bélief that
while social scientists are not yet ready to write a complete general
theory of economic development, they do understand a good deal abou£ the
historical causes of underdevelopment: It is these ceauses that have been
outlined ibo,v_eo If one knws‘ vhat has cause& underdevelopment in the past,
one has a fair idea of what has to be changed in ‘l;he future in order to
_promote economic growth. |

The - lation osion \
The first part of our anslysis was concerned with the relationship of

population growth to industrial development. We showed that in the new

nndérdeveloped countries, investment was' made in plantations, mining,
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petroleum, etc. for the export market, in a way which brought little or no
structural change in the economy. It brought rising rates of poj:ixlation
growth, but 'no "builtein habit,of techhoiogical change” in peasant society.
We have no reason to suppose that the same process could not.happen again,
if once again we had industrial investment of a kind bringing temporary
improvements in per Mincoms and declining mortality i:ates » without
reduéing the pfcportion of population engaged in peasant agriculture and
small industry., As Leibenstein points out, "thé sustained reduction of
fertility rates has never been achieved in a predominantly agricultural
setting” (p. 151). The failure of industrial investment in Asia and
Africa to bring structural change was partly due to colonial policy, which
was designed to prevent the development of secondary and tertiary sectors
in the indigenous economy. | L

_Technologglcél Dualism

‘The concentration of investment in the export sector, combimd with
population growth, led to increasingly apparent techmlogicaif:dﬁél:lamo The
industrial sector was acﬁually, or was believed to be, capital—iubensiva
and fixed-technical-coefficient in its techniques, It did nob provide jobs
proportionate to the fate of capital accumnlation in that sector. Thev |
increased population had therefore to seek employment inv the variable-
coefficient rural sector. Techniques in that sector therefore became in-
creasingly 'labor-in'bensiye, and once good land gave out disguised
unemployment began to appear in that sector. The shortage of skilled
lsbor, and the effective shortage of unskilled labor where real wages were
too low to permit hard and efficient work, ‘ag_grarvat.led the tendency towards
introduction of labor saving devices in the industriasl sector., -
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Since the war government and trade union policy has still further
aggravated the tendency toua‘rds,disguised unemployment by fixing wages
above marginal productivity., While in some circumstances higher wﬁge rates
would in themselves incréaee productivity, this fact does not help unless
ktha higher wages are actually paid, If higher wage rates merely lead to
introduction of stili mbzfe labor-saving techniques, the high wage rates
will not be effective in raising gemeral levels of productivity. The same
is true if wage rates are fixed above marginal productivity at the new
]_.evels of nutrition; this situation will also lead to irmreased pressure
for labor-saving devices and kincreasad unemployment, open or disguised,
Moreover, with the given market structure--~the demand for exports increasing
more rapidly than demand for domestic products-—-a conflict betwesn maxi-
mum output and full employment developed in the rurel, indigenous sector.

The Solow Model

| The Solow analysis reinforces the theory of technological dualismo It
shows ‘bhe possibility of equilibrium rates of growth with either low or
high ratios of capital to labor, which implies a growing discrepancy between
those countries or sectors with high capital-labor ratios and those with
low gapital-labor ratios, Solow also shows the possibility of cumulative
movemnts towards rising ratios of capital to labor and rising p_e_f_ capita
imom;, or toward situations whére contimued full employment means falling
per capita income. This analysis can be applied either to the two sectors
of a single economy, or to the developmnts_ of advanced and underdeveloped
countries.

This theory also shows a tendency towards disguised unemployment when
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the marginal productivity of lsbor falls below the minimm subsistence
wage, Finally, if population growth is itself a function of the capital-
labor ratio (directly or indirectly) Solow shons the need for a discon-
tinnous jump to a considersbly higher retio of capital to labor if stesdy
growth 1s to be launched and maintained, |

The Leibenstein Theory

Three points were taken from the thsory of underdevelopment preaanted
by Harvey Leibenstein, (a) If populstion growth is an incressing function
of investment, there is a constant tendency for per capita income to revert
to a minimm level at which both population growth and capital accumila-
tion are equal to zero. Rising income can contime so long as :x.mreatment
is taking place in the industrial sector aixl new land is available in the
rural sector to absorb the rising population. Once new land gives out
per capita income mist revert to the minimum level, (b) Leibenstein explains
the yicions circle with regard to entrepreneurship, Only ccncentration
of a large number of entreprensurs on productive (positive-sum) investments
will confirm the profit éxpectations of individual entrepreneurs. If only
a few entrepreneurs aré willing to engage in such investments, thé rate of
growth of the society as a whole is likely to be such that profit expecta-
tions will be disappointed, and those few entrepreneurs will revert to
unproductive (aero-sum) activities. (c) Leibenstein shows the likelihood
that the configuration of income-raising and income-decreasing factors in
underdeveloped countries is such that only a discontinuous jump to con-
siderably higher levels of capital accummlation will bring the economy into
the gone of steady g-awih. He endeavors to quantify the critical minimum
effort for various patterns of population growth, and shows that for the
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conditions prevailing in meny Asian cou.ntiies s investment of 12 to 15 per
cent of national income would be necessary to bring these economies into
the zone of steady growth. However, there may be advantages in reaching
this ievel in two or moie discontimous jumps rather than in a single jump.
The Myint Model |

Threa features of the Myint theory of underdevelopment have been in-

corporated into our general theory. (a) Myint points out the barriers to
specializaﬁion in the rural sector, and the vicioua circle that develops

in this respect. With no specialization, no improvement in skills took
place.v Also, the high labor turnover in the industrial sector meant that
little effective training was accomplished even there. (b) The rural
sector finds itself confronted by monopolies and monopsonies ,‘ without the
capacity Afo'r developing effective countervailing power, of the sort that
there is in advanced countries. (c) The terms of trade never moved in favor
of the indigenous economy. The statement applies most clearly with respect
to intertial terms of trade between the rural and the industrial sector of
the same COun'bry, but it also implies in»vsomé measure to terms of trade
between underdeveloped countries as a whole and advanced countries as a |

whole.

The Myrdal Theory

The main contribution of Professor Myrdal's theory to our model is
his suggestion that the world economy is characterized, not by general
tendencies towards equilibrium or adjustment td initial changes, but to

circular causation, leading to vicious spirals which carry the world economy
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farther and farther away from an equilibrium position. He demonstrates
| the 'terdency both towards regionsl inequalities in single countéies, and
the tendency towards increasing disparities in productivity between advanced
and underdeveloped countries. Among the factors which may launch such
disparate growth tendencies are shifts in terms of trade; he implies that
shifts in the terms of trade in favor of now advanced countries, and
against the underdeveloped ones, was one of the factors which reaulted in
the increasing spread between productivity and standards of living in the
two kinds of countries, |

Foreign trade, far from alleviating these discrepancies, tends to
aggravate them, especially under conditions of colonial administrauotgx in
the underdeveloped countries. The colonial heritage is not dispelie.ahy
independence alone. BEven now, underdeveloped countries would be capital-
- exporting countries, rather than capitel-importing countries, vereit not
for exchangs controls. The marginal productivity of capital is not higher
in underdeveloped countries than it is in zdvanced oneé, ’despite‘ the rela-
tive scargi'by of capltal in those kcourrbries » and only a discontirmous’ ‘
jump to a much higher level of investment, which would have to be made
simxltaneoﬁaly in the industrial and agricultural sectors, would create
conditioﬁs in which the relative scarcity of capitel already accumulated

could be translated into a higher return on new investment.

The Geographic Factor

According to the snalysis of Dr. Dduglas Lee, the effect of the geo~
graphic factor on economic development is not mainly the result of the direct
impact of climate on hum@n beings. This conclusion confirms the observations
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‘of the present writer. ‘Sofkar as I have been abie to obéerve, the attitude’
talards work, leisure, and income in Australia_ is the same from sub-
tropical Darwin to chilly Hobart, with ite ten-month-long winter and com-
plete abaenée of warm mthg_r. Nor could I discern any significant differ-
ence in attitudes or productivity between Indonesians liﬁng at sea leirel
and those living in the invigorsting climste 4,000 feet up in the mountains.
However, Lee does suggest several reasons why agricultural jpro-"
ductivity may te expected to be low in the t.z"opics, where so many of the
underdeveloped countries are, in whole or in part. Firat, the monocultures
common to these countrie.a are prdne to disease and pests. Second, the use
of fertiliser is a good desl more complicated than in the temperate
zo;aeae Third, livestock is less productive bpcansetropical foddar is
less mutritious, because the animals are more prone to disease and pests,
and because heat has a béd, effect on appetite and anything done to ’n"nke
animals more productive also produces heat, Lee concludes that the dis-
advantages of climate are much less clear in industry. -
These observations are of very considerable importance. In*geogra;.)hic |
terms, it épp'ears that the compsrative advantage of advanced countries is
grester in agriculture then it is in industry., Technology cen be trans-
ported; soil and climate can not. In very few of the underdeveloped
countries is. there any hope for achievement of levels of manhour produce-
tivif.y.in 2griculture comarable’ to those of the advanced countries, At
the same time there seemé no reason why many of these countries should not

be just as éfficiant as the advanced countries in some industries.
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Mlopmnt Means Rapid Demolition of Peasant Society

’ It haa. long been recognized that there is a high correlstion between
the ratio of non-sgricultursl employment to agricultural employment and
per capite income. Sim.larly, it bas long been known that rising per
capita income has been acconpanied historically by a relative decline in
the share of output and income generated in the primery sector of the
economy. The theory of underdevelopment presented above snoﬁa why this
rélationship is so inescapable. With a large proportion of the population
engaged in labor-intensive agriculture on very smsll holdings, tha rural
sector acﬁs as an anchor sunk deep in the sands of time, so that y'bhke ship
of state can ’never move far from its present state of rest, uif.h low
" 1eveéls of productivity and of income. It can-not accumlate cepital at
a rate fast enough to out run population gronth, and it can not i:apme its
agricultural techniques very much,

If by economic development we mean the launching of steady growth so
that lev§18 of per capita income above $500 per year are reached and are
steadily increased, sheer ari'bhmetic forbids any easy optimism abcmt
achieving 'c-his goal without eonsiderable reduction in the numbers engaged
in peasant agriculture. In India, for example, where soil and chmate are
not suitable for a highly productive agriculture, it is likely thst an
output in excess of $200 per capita (not per worker) in peasant agri-
culture is a jbechnicai impossibility so long as the present size of
peasant holdings' contimxas,} no matter how mich is done in the way of intro-
dueing fertilizers, seed aelect:lbn, improved irrigation, and the like. And
if 70 per cent of the labor force remgins in 'agr'iculture, the achievement

of a per capita national income of $400 per year then becomes extremely
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difficult, and is clearly impossible without developing an extremely
efficien‘b industrial sector employing the other 30 per cent of the labor
force.

- Moreover, a comnsideration of tfue co@ara-tive advantage suggests that
leaving large numbers of people in peasant agriculture means continuing to
engage in activities for which the economy is not well-suited., It seems
unlikely that fertility will drop significantly in such societies unless
there sre further reductions in per capita income, If small-scale
.deveiopmerrbal efforts raise ptcductivity faster than they reduce mortality
there is every reason to suppose that fertility mey rise again in such
societies. |

There is no automatic tendency to adjust, either internally or inter-
nationally, to the glaring discrepancies in productivi‘t;y, betwesn the rural
sector and the industrial one, or between average productivity of the
economy as a whole and that of advanced countries, Foreign trade may only
sggravate these disparities; Only a rapid change to extensive, mechanized
agriculture, with enough industrialization to absorb the population vdis«»
placed from the rural sector, will assure a take-off into steady growth,

Indeed, economic development is tantamount to getting people out of
agriculture, Cwmlative growth comes spontaneously‘.only‘ when lesbor becomes
‘scarce in agriculture, so that a shift to more land-and-capital=-intensive
techniques becomes profitable from the standpoint of individual farmers,
In brief, what is needeci is a planned substitute for the coﬁstellation |
of plague, enclosures, reformetion, discoveries, and industrial,revolﬁtion
which launched the process of cumulative growth in Europe,

Industrialization alone is unlikely to produce 'bhe desired results.
Concentration of a limited capital budget in the capital-intensive sector
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will mroly continue the process whi.ch prevailed for two ‘cent.uries under
colonisl sdministration. The évide‘ma accumulated for East Germany suggests
that excessive concentratior; of capital in a deital-intensive industrial
sector can even cause economic retrogression. In East Germany, it appears
that concentration on a few heavy industries, providing reletively few
jobs, has forced increasing mumbers of the population into the rurel '
sector. ~ The proportion of gainfully employed occupied in agriculture has
risen in comparison to the pre-war p‘eriod_.‘ This incmse r~bas~bé§n accom=
panied by a decline in agric;ultural output, and a decline in the acreage
under cultivation, and a decline in the average s/.’tze of farms. Lacking
sufficient capitel to utilize extensive and mechanized techniques, the
larger rural population hss been unable to cultivate all the land pre-
viously in cultivation, .‘I‘hey' have been forced back to labor-intensive,
unproductj.‘ve‘" techniqués, ‘I‘hus‘ they have takéh a step backwards in tinie,
to a situation which characterized colonies before the wer.

Tt is also clear that independence alone will not bring a take-off
into ecbnomic growth; It does not matter whether the investors are foreign
or domestic, so long as investment is concentrated in capital-intensive
1ndhstrie,sg Thus the situation in the Philippinea, Latin America, and some
Middle East countries, where the great bulk of wealth is in the hands of
doméstic' busineésmen, is no difféi'eub in this respect from that in countries
like Indomsia or Burms, where a large ghare of investment is still in the

hands of foreignerso

Economic Development Versus Rural Social Work

Thus we conclude that any policy designed to keep people on the land
is anti-developmental. Any such policy must fall instead into one of two
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categories: (a) it may be a policy designed to establish the pre-conditions
for take-bi‘f, or (b) it may come under the heading of rural social work,

Establishing Pre-Conditions

It may be that with limited resources, an underdeveioped 6ountry is
unable to plan realistically for a take-off in the near future. In that
event, there may be a case for coment'rating enxiraisin'g \agrd.culmral pro=- |
ductivity in the short run, so as to produce the surplusses that can be
re’captux;ed to finance the next phase of economic growth, If this route
to & take-off is the iny one open to a particular country, of course no
arguméht can be made sgainst it., However, kit is a route that can easily
lead instead to further stagnation. Raising agricultural productivity as
part of a program for estsblishing pre-conditions for a take-off medns.
preventing the increase in agricultural output from raising rural living
standards, e |

This '5up by the bootsﬁrapa“ approach has éucceadad in the 'past only
where severe sacrifices have been forced on the masses of the peopie, to
provide a basis for capital accumulation. The "up by the bootstraps"
approach proposed for underdeveloped areas today may not require reductions
in the standard of living to stert the development process, but it does
mean that the initisl increéses in output must be denied to the people, in
order to provide an export surplus to finance further expansion. An
integral part of the scheme is the inére#se in taxation for farmers, first
to conpei them‘ to produce as much as before although they have fewer
mouths to feed, and secondly, to drain off the increase in output and
income as the development projects have their effeq:f., This increase in
taxation, and consequent prevention of initial improvemente in living
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standards, is necessary, not only to provide an export surplus, but also
to prevent the increased productivity from being converted into increased
leisure or a more x?apid rate 'of population growth rather than intovl ine
creased output. Oiven the tax structures and general political situations
in countries such as India and Indonesﬁ, it is highly questionable

whether small incresses in per capita income obtainable through improvements
in techniques with the present structure of the economy can be recaptured
in their entiretfo | |

Rural Social Work

If it is felt that true development is impossiblé, there may be a
case bn pnrely humanitarian grounds for doing everything possible to’
alleviate the misery of people living in the peasant agriculture and handi-
crafté sector. A good deal of what has actually been done by community
developmex_:t programs would seem to fall into this category. Moreover, a
good deal of the urban commnity development now being recommended to
supplement rural community developmant' would also have to be characteri.ied
as urben soclal work rathei than economic development. There is of course
nothing wréng with endeavoring to improve levels of social welfara 3 but |
we should be peri‘ectly clear when we are engaging in social welfare pro-

grams and when we sre assisting countries with their ‘economic development,

Role of Community Development

Can the social work aspects of community development be carried out
without absorbing scarce resources? The basic idea of community develop-
ment :'L_s to make use of re,s‘our‘ces' tb&b' would otherwige remain idle. If in

fact no scarce resources were used, community ,developmént programs would
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presumsbly do little harm, even if they were exclusively of the social
work variety. Thei'e is of course some danger that raising levels of
sociaily welfare will» accelerate population growth once more; there is
nothing in our demographic knowledge to suggest it would not, unless a
deliberate effort is made to introduce family planning along with improved
public health, If population growth is accelerated, community development
' may meke a later take-off all the more difficult. In that case commmity
development would be directly opposed to economic de‘velopmnto
Unfortunately, the situation is not so favorable to community develop-
ment programs, since qommity development does absorb some scarce re~
sources, In sofar as commnity development progrsms remain part of the
technical assistance provided by Western countries they absorb buﬂget
funds, reducing the amounts available for other foreign aid progéétso
They utilize technical expertise from the Western countries uhiéh is.
scarce even in these countries. The same is true of administrat.ivAe‘
personnel in aid-giving ’countrieso Community development also uses at
least some budget funds and capital goods of underdeveloped countries, no
matter how simple the community development projects may be. Most
serious, they absorb the extremely scarce adminlistrative and teérmical
capacities of f:ersonnel in the underdeveloped country. 4
There is then a grave danger that expansion of comuﬁity development
programs may actually retard economic development. The extent to which
they do so will depend on the extent to which community development takesk
the Msocisl work" form, improving levels of rural welfare and making it
more attractive for people to stay where they are.
- Could community development programs be designgd to acceierate the
removal of people from egriculture? It wquld be usgful to review
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community development .projecta in these terms. Which of them could pro-
perly be considered projects designed to get people off the land? The
improvement of transport facilities, which permit a higher degree of
specialization and increased contrast between rural and urban centers,
might accelerate the flow of people from the rurall to the industrial
sector. General educatioﬁ may provide the basis for acquisition of
industrial skills, Commnity development programs might give more weight
to the kind of training which will either produce industrial skills
directly, or permit their more rapid acquisition on the jObo‘ Even
health programs, while fraught with dangers, may improve the industrial
work capacity of people now living in rural areas. The same via true of
increases _in agricultural productivity which permit rising levels of
nutrition combined with reduction of the numbers of people on the land.

" Thus our theory does not constitute an argument against cdnmnity
development. as such, but only against community development projects of a
kind designed to make life more attractive in the villages, as opposed
to projects'deé:lgﬁed to facilitate a flow of people from the rural to the
industrial sector. Economic development, as ‘here defixied, requires both

egricultural improvement of a kind involving a shift to more extensive
| and mechanized agriculturev, and more rapid industrialization, 7In a word,
it means vastly increased levels of investment, which in turn means greatly
‘increased foreign Aaid_.

Questions of absorptive capacity become relevant here, Professor
Malenbaum _is no doubt correct in his appraisal of the practicel possi- R
‘bilities for India et this moment. Even if sid to India were greatly

increased, it may prove fhat absérptive capacity is insufficient to utilize
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it'uniin a much larger share of the édministrative and technical require-
ment are alao provided from the West. The political problems implicit in
such a program are apparent.’ What I would argue, however, is that the
recomendations made by Professor Malenbaum are tant#monht to poétpone-
ment of a take-off for India for a considerable length of time, if not -
forever, I doubt whether, given the political and administrative barriers
to recapturing the modest increases in agricultural output that can be
expected through improvements in agriéultural technique with present size
of holdings, conﬁnunity development érograms can be regarded as a device

even for establishing the pre-conditions for take-off, Given the current

situastion, rural social work mey be the best that can be done, but it is
misleading to call it economic development.

g’he posaibﬂity of such a program should not, however, be altogether
excluded, Mr, S. Habib Ahmed, Chief of tiie Southeast Asia Section of the
United Nations Technical Assistance Administration, reports increasing
interest among governments of Asian countries in receiving technical
assistance in executive positions., Together with the recent offer of
the United States to increase its contribution to the United Nations
Technical Assistance Administrstion to $100,000,000 per year, this
trend may provide the basis for building up absorptive capacity for
greatly expanded capital assistance.
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