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1962, p.363.

Quoted by W.J Stevens: Capital Absorptive Capacity in the Develo- ()
ing Countries, A. Sijthoff Leiden, 1971, p.31.
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R. Gulhati : The Need for Foreign Resources, Absorptive Capacity, (%)
and Debt servicing Capacity in J. Adler (ed.)
capital Movements and Economic Development, McMillan,

London, 1967, pp. 245-2U46.
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Mier and Baldwin in stevens, op. cit. pp. 33.
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"The government tried hard to complete the plan in five years,
and at all times had more than enough money to do so. At the begining
the physical limitation was the capacity of the building industry.
Construction is about two thirds of capital formation, and so a
sudden attempt to increase capital formation is always strained by
lack of trained construction workers, insuefficiency of building
firms, and difficulties of supervision. The result as in Ghana, is
that projects cost twice as much as they should, contractors make
enormous profits, works are badly desinged or badly built, agu
everything takes much longer to achieve than was expected (1)

A.Lewis, On Assessing Development Plan; Econ. Bull. of the Economic ())
Society of Ghana, June - July 1959, p.p. 2-11, and quoted by Gulhati,

op. cit., p.p. 2u8.
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"Resource transfers of industrial investments in the developins
countries will only be relevant if there is a suefficient absorptive
capacity for these transfers. Past experience demonstrates that the
problem of in-sufficient absorptive capacity has been persistent im-
pediment in efforts to deploy external resources in development
programmes This problem has been particularly acute for the least
developed countries. Although it emerges from fundamental structural
constraints in these economies, it may be alleviated to an extent by
sustained efforts in the identification and preparation of industrial

Projects.

UNIDC : Industry 2000, New Perspectives, U.N. N.Y., 1979. pp. 353-5
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Every economist would agree that in any country there in a limit
to capital formation that can be carried out 1t any given time without
a resulting increase in productivity, or can be carriec out it all other
than by squandering the funds, even if virtually unlimited resources
are available. There 're techincal and other limitation. Among the
technical ones are ‘he size of the construction industry, the avaflabi-
lity of materials for capital construction, the capacity
ortations system and of othe: infra-structure to service capital

formation. The number of men capable of manging the new ventures,
existing productive complex .... etc.

of the transp-

Other limitations include the values and motivations

of many
groups in the society workers govermment officials ...

. etc.
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The Economics of Development, Homewood, ILL, 1968, (»
PP. 375-376.
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O.ECKSTEIN : Capital Theory and Some Theoritical Problems, (\)
the American Econ. Review Vol. LI No.2 May 1961, p. 94.
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a- R. Rodan : International Aid to Underdeveloped Countries, Review
of Economics and statistics, May 1961 pp. 107-135.
b- H.Chenery & A.Strout : Foreign Assistance and Economic Development
the American Econ. Review Vol.1lV1l No.4 Sept.1966 pp. 679-734,
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"The 1imit on the ability to invest is introduced to reflect the

widely held view that absorptive capacity for additional investment in

2ny period is limited by the supply of complementary inputs which can only
be increased as a result of the development process. We refer to the
parameter (B=Maximum rate of growth of investment) as the "skill Limit"
reflecting the skill formation required of managers, Skilled labor and
civil servants in order to increase productive investment. The highest
observed value of the skill limit over any recent five-year period is about
20 per cent per year, but ten countries have sustained growth of inves-
tment of over 10 per cent for as long as ten years.
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Ibid. pp. 685 and 686. ()
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"Absorptive capacity relates to the ability to use capital
productively. While not every single investment project need be '"self
liquidating" total investment must not only cover its costs but must
yield a reasonable increase in income... The capacity to absorb capital
is more limited on a low level of development, where a higher proper-
tion of technical assistance must precede a large capital inflow.....

While the capacitv to absorb capital is a limiting factor, it can
within a few years, be stepped up in many under developed countries by
20-30% above the presently realized level of investment. There is
however narrow limits to the pace and extent at which a country's
absorptive capacity can be expanded. Tducation in the long run and
revolution of habits in the short run may wniden the scope."

As to the estimate of absorptive capacity, Rodan writes '"We may
ascertain by how much a country has succeeded in increasing her volume
of investment during the past five or more years. If the rate of
increase of investment could be realized in the past, them a slightly high
higher rate made possibl?lyy technical assistance can be plausibly
projected for the future "

R. Rodan, op, cit. p.p. 108. | (1)
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"The use of an average (ICOR) over five previous years i8 justfied
only of these five years are part of a much longer period., so that
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of the ICOR in the recent past can be dangerous".
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A.P. Thirlwa 11 : Growth and Development, with special Reference to the
Developing Countries, Macmillan, London, 1972, pp. 42-45.
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