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Main Determinants of Economic Development

in Under-developed Countries.

rGeveloped couwnt-

CI
(D
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The process of development in un

2ies is a complex process influencsd by a set of interrelated

<

Jactors: economic, social, polivicel and Technological. The
.nterrelationships bdetween these factors eare s0 complex that

it is difficult to disentangls cause froa effect, in the sense’
ihat all of the determinsnts of the pace of econcmic develop-
rent act and react uvon one anobther &as well as upon the rabte

¢f growth of national income. Economists are as yet Tar fron
cereed as to which of these deferminents may bte looked uvon as
the most strategic element for transpesing a backward aud svas-

ranv sconomy into a developing oas.

Before moving o sSamine

. -
ssarny to rerzr
o
u

slie main fechHors which determine
the rate of economic development, it ssems asce
)

$0o the basic characteristics of undec—tavelonmen:

lain characteristics of under-developed countries can

bz summarized as follow5°l)

1) A very high proportion of the population is engaged
in agriculture, usually some 70 to 90 percente.

2) The existence of considerable dissuised unemplojie

in the agricultural and JTerviary sectors.
3) Infancy of manufacturing incustry-

4) Low income per head and, as a cunseguence, existence

near the "subsistence level'.

1) H. Leibenstein3 "fconomic Baclovardness and Economic Growth!.
1957, PP. 407 41,
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5) Low rate of investment, usually about 5%.
?

6) Prevalence of primitive technigues and, as a conse-
quence, low productivity.

7) Inadeqguate infrastructure (lack of social and economic
overhead capital).

8) Social structure and institutional framework are un-
favourable for the process of Jdevelopment.

9) Primary goods constitute the greater part of exports.
10) Chronic exbternal disequilibrium,
11) High fertility rates, usually above 40 per thousand.

12) High mortality rates and low expectation of 1life at
birth.

13) Prevalence of child labour.

ilain determinants of the rate of economic development:

1- The wate of capital formation:

In the view of wmany economists, capital occupies the
central position in the theory of economic growth, It is usually
argued that capital per head is high in advanced countries, and
low in under-developed countries; it, therefore, follows that
the key to the problem of economic development is the provisior
0l capital on a large scale. As A. Lewis, in this respect, mner-—
Gions, "The central provlem in the theory of economic growth ic,
to understand the process by which a community is c¢onverted from

bzing a 5 per cent to a 12 per cent saver"l)

1) A. Lewis, "The Theory of Econozmic Growth", 1957, p. 226.



It should, however, be noted that even though zccele-
rited rave of capital formation is a necessary faclbor of econc-
mic growba, 1T 1is not a sufficient condition for it.

Rates of capital formation in under-developed count-
ries are too low., This low level of capital formetion ig aue
F2rtly to the low per capita income which causes the familiar
vicious circle of under-development. Low income results in a
n3gligible rate of saving and cepital formationm; low rate of
capital formation means low productivity, and low productvivity

gce again results in low income.

It should be added; however, that low income 1is not
te entire explanation of a low rate of capital formation., In-
cume in the developed countries was also very low at one tine,
b1t a certain combination of socilal and economic factors made
sabstantial capital formation possibtle. Correspondingly in un-
dsr-developed countries low rates of capital formation are aliso
due to a combination of social and economic factors, in addiviox
To low income. The presence or absence of these social and eco-
nomic Tactors is as important as the level of per capita iacome;

i may sometimes te even more important.

Among the numerous impediments to the rate of capital
formation in under-developed countries, inadequate instituvional
arrangements for mobilising savings and lack of inducement o
develop productive outlets are of particular importance. These
tio factors are interrelated, The existence of productive ous-
lets for investments would help to call forth the iastitutions
for mobilising saving, and also the existence of the iastituvioco:s
for mobilising savings would probably encourage the search for
productive oubtlets for these savings. The lack of inducement GO
iavest is partly the result of the fact that there has teen 1lit-
tlze capital formation in the vast. so that external economles



end essential services are largely absent, it is also due to
the attraction of other outlets for personal savingsy and to

an insufficiency of eaterpreneurship.

Also, capital formation in.under—developed countries
is 1limited by excessive cost of repairs and maintenance, non-
essential expenditure, imperfect maintenance of low and order,
political instability. the extended family system with its drain
01 Tesources; ... &tc.

Tt should also be noted that mal-investment of sevings
13 an importaent problem in uander-developed cguntriesg Too muca
savings tend to pgo either into hoards of gold and precious me-
tals, or else into a limited range of investments such as land,
rzal estate, well-established lines of commerce,y.s% €UC.

2~ The allocation pattern of investment:

The pattern of allocatilon of investment is one of the
midin factors which determine the rate of economi¢ development.
D:i.fferences in the rate of growth of national income among &if-
ferent countries cam e explained partly by differences in the
a’location of investment. The same rate of capital'formation
mé.y result in different effects upon the economy acqording o
ti.e allocation pattern of investment,

An appropriate allocation pattera should be devised in
the lightv cf inter-sectoral relations and production interdepen-—
dence, and guided by certain investment criteriai . If'goes with-—
ovt saying that & rational choice among differept;alternative
allocation plans is of utmost importvance to realﬁﬁeﬂthe best
uiilization of scarce resources. An irrational cﬁoice would slow
down the rate of growth and 1lead to waste of scarce resources.
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In this respect the main issue raised, is tne alloce~
sion of resources anong the various sectors and biwncnes of the
sconomy. How much investment Tfunds are to be cinaanelled into
agriculture, how ouch into industry, and how wmuch into social
2nd economic overhead capital. How much of industrial invest-
aents are to be channelled into consumers' goods industries
#ith their immediate return but usually smaller cmphasis on
long-term econonic growth, and how much into producers' goods

industriess.

Finallys 1t is to be mentioned that economic develop-
nent reguires reallocation of resources because the growth of
income entails chnange in the character of wants and needs of

0nsSumers.

S+ Production technology levels:

Technological change 1s a prime mover in the course
o1 economic development. Historically, technological advance
2as led the process of growth in the industrial countries. Tre
Aistorical process ol development in these countries has depern-—
ded significantly on a series of revolutions in techniques of

orodauction,

One of the most striking characteristics of under-
jeveloped countries is their low level of technology. Low le-
vel of Tecimolozy means 1low productivity. Consequeantly.iow
zconomic surplus; lience low rate of saving and investment. Rai-
sing the producvivity of the existing capital and labour through
nore efficient equipment and methods, contributes favourably %o

the pace of economic developmeint.

Introduction of advanced techniques in under-developed
countries raises diificult problems of adjustment owing to shor-

A )

vage cf resourccees ond scarcity of gkilled labour, Tt is ususlly



not possible o ‘introduce. & highly developed tTec.nology in
all aspects of economic activity simultaneously in the initial

stages of development:

A major obstacle to tine introduction of advanced
tecnmiques in under=developed countries, is their social struc-
ture. . New technology cannot be applied successfully unless be-
sic social and econcmic institutions undergo radical changes
-so,QS bo . stimulate incentives and iniviatives, Mocesover, as
a preréquisite for any general advance in tecimology to be ab-
sqﬁbe@maobnside$abie investments will have to te made in basic
industries and facilities such azs electrlc power, and means
of c¢ommunjcations and facilities such as electric power, and
means of comsunications and transportation.

4 .The Sizeyojfthé narket:

Some economic historiaas describe the process of
growth as one of dncreasing the size of tae mapket.l> Adam
smith believed that the core of increused produétivity Wwas
specldlisation, which in turn was limited by the size of the
narkets Bifdciency of production is partly a fuaction of its
scale gﬁwhich'in turn is limited by the size of the market,
Phe larger ‘the scale, the cheaper bhe cost of production.

The size.of the market depends upon several factors,
the most impqptant gres the size of population, the wealth of
the community-amd the purchasing power of consumers, the cheap-
aess of communications and the barriers to trade.

Some under-developed countiies are so small that
thelr iaternal markets are not large enough to support large~
scale industries. Production is hampered by the limited size
of the market. PFor instance, it has been found in Chile that

P

1) G.‘Kindiebefgér, "Bconomic Development', 1958, p. 92.
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o standard modern rolling mill can produce 1n three Lours a
sufticient supply of a certain type of iron shapes to last

e counvr, for a year.

a simultancous many-sided expansion all over the whole €cono0my™s
in

This results in an overall enlargement of The Lomestic market,

S

the numerous producticn units estatlishzd simultaancously

¥
roviae markets for ecach otheg, Second, the many-sided expan-—

g

0
sion implies successive increases in incomes, which in their
wurn widen the domestic market for consumer gocds. Also, the
Jiwening of the market may result from increased efficiency in
trasport and comuunications. Cheapening transport fuses nar-
zets, bringing additional buyers and sellers into contact one

yith another.

5- Population factor:

One of the major factors which hinders the rate of
econonic development in under-developed countries is The inc-

reasing pressure of population on productive resources.

AT a capital/output ratio of'B:l, a 1 percent per
angum increase in output per capite requires 3 percent oF 1n-—
come saved if population is stable; & percent at a 1 percent
ocr amaum rate of population growth; 9 percent at a 2 vercenv

reve of population growth,

It may, also, be mentioned that, by the prevailing
conibination of high birth rates and nigh death ratves, T.ie pro—
corvion of cidldren is high, the age distribtution is unrievour-

cule to oroduction, and much of the investment in children is

o A,

Jaslew freon the economic point of view because of high moriall7]

rates at youn.er ages.

1) R. Hurkse, "Problems of Capital Formation in Underdeveloped
Countries', p. 7.



It may be of interest to refer to Hirschman's oppo-
sing view 1n this respect.l) He telieves thatv oopulation pres-—
sures ace o e considered forces that may suvimulave develop-
ient. He argues that population pressure oa living standards
will lead to counber-pressure, i.e., o maintain or ressore
tiae traditional stendard of living of the comaunity. iHe pro-
ceeds further advocating "that the activity undertaken by the
comnunity in resisting a decline in its standard of living
zauses an increase 1n its ability to control 1ts environment
and to orgenize itself for development. As a result, The con-
munity will now be able to exploit the opportunities for scono-

. . . . ‘ : PR 2
aic growth that existed previously but were left unutilized, )

In addition to the above naentvioned determinants, there
are other factors, of no less importance, ailect the rate of

a

;srowWwoh. Among these factors the institutional framework of the

cconomy. Institutions promote growth according to tne extent
inat they associate effort with reward, according to the protec-—
tion they accord to effort, and accordiang to the opportunities
iuey provide for specialization and trade. 5)r_‘,conomic changes
rave been accompanied by sweeping trensformation of the social

structure. It is of utmost imporbance to establish progfeSSlVG
relations of producuoao

"Capital'! 1ike" expenditures on education, nealth,

technicel skills and knowledge ...ebc,y is an important factor.
This type of "capital-expenditures" enhances labour efficiency
and develops memagerial abilities; thus contributing to higher
Levels of output and income.

Also, the degree of utilization of resources afiects

the rate of growth. Human and natural resources in under-deve--
lovped countries are under—-utilized in varied Jegrees. The most

1) A, leschman,u”Tne Strategy of Economic Development', 1959,
p. 176,

2) Ibide, Do 177, ' 3) A, Lewis, op.cits, p» 57

] ?ﬂi‘ r



important uader-utilized resource is manpower, The under-
employsd manpower represents a valuable ascet, that can, 1f
‘eifectively employed make a positive contribution To economic
develoowent. Its existence preseatvs an opportuaity of increa--
sing outout with little or no new investuent.
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Rate of investment in underdeveloped couﬂﬁ;ies
and the mobilisation of the potential economicasurplus.

The rate of economic development as mentioned beforé-is a func-
tion of a set of interrelated factorsgA major and strategic factor

markedly affecting the pace of development is the rate of in-
vestment. In the study of economic development and economic
planning, wide interest attaches to That part of national in-
come which should be channelled into investment, The dec1s101
&s iegards how much of total production to be devoted to in-
vestment purposes is one of the most crucial decisions to be
Taken by the planning authorities.,

Generally speaking, investment can take.ﬁléce only
T total output exceeds what is used for current  consumpticn.
The first prerequisite for economic development is the avai-
lability of a surplus over current consumption needs that can
te devoted to the promotion of economic developments” 1) Therg~
iore, the rate of investment is influenced mainly by the size
end the mode of utilisation of the currently generaséd -econcmic
Curplus. 2) (The currently generated economicsurplus in a counsry
is defined as +the difference between its actual cur-
rent output and its actual current consumptlen 3)  Maxi-
mum -amount of resources that can be devobted ™ L%o‘ in-
vestment is represented by the difference between the maximun
cutput obtainable through full use of the existing esources

4
and what 1is 5001ally considered as essential consumbtion. )

1) U. N., World HEconomic Survey 1959,. New York, 196@,, Diax 7o

2) P, Baran, '"The Political Economy of Growth",: Monthmy Review
Press, New fork, 1957, p. 21

3) Ibid., p. 22,

4) €. Pettielheim, "Studies in the Theory of Plannlng", Asia
Publishing House, London, 1959, p. 308.
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In an underdeveloped economy the rate of investment
is very low mainly because its actual economic surplus 1s guise
small. The smallness of tnhe actual economic surplus in an un-—
derdeveloped economy is due , on the one harnd, to tThe fact
that its level of output is very low and its human asnd materia
resources are grealbly underutilised or absolutely dormant, and
on the other hand, to the fact that a very consicderable part
of this low level of output is consumed, only a very minor

wart is devoted to investment purposes.

Therefore, full mobilisation of the potential econo-—
nmic surplus is vitally required to speed up the pace of econo-
nic development., Potential economic surplus repcesenits the
difference between the maximum output obtalnable through Tull
and proper use of the existing resources, human and natural,
and  what might te considered as "essential consumption”,l)The
notion of "essential consumption' is neither a vague concent,
a0r an unpractical iaea. It represents the basic necessitbies
of food. clothing, dwelling. education, health ServiCeS, .80,
vhich are considered as socially necessary for establishing a
weasonacle livelihood determined by the prevailing socio-economic
conditions. For instance, the Bureau of Labour Statistics of
the Depaxrtment of Latour in U.S.A. works with some notion of
"essential consumption' in compiling its cost of living indexfa)

With full wmobilization of poitential economic surplus
n underdeveloped countries, the possible highest rate of in-
vestment could be achieved.

I. dain forms of waste in underdeveloped countries implying

the greater part of potential economic surplus:

. Before going into the mobilization of potential econc-
nic surplus, it seems necessary o point out first, the main

1) Baran, op. cit., p. 23.
2) Ibid—. b ] pe 509
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“orms of waste in which potential eccnomic surplus in underde-
7eloped countries is concealed.

ii— Waste caused by the existence of mass unemployment and unpro-
ductive works:

Rural overpopulation is a major characteristic featuire
of the densely populated underdeveloped countries, resulting i
& wide disguised unemployment in agriculture. According to
iurkse, the rural surplus constitutes nearlg from 15 percent o
20 percent of t..e agricultural population.l This means that
considerable part of the rural labour is unproductive; since
the marginal productivity of the rural surplus is very negli-

(iAbles 1t may be zero or even negative,

In addition, the rural surplus, not only contribvutes
rothing to agricultural oubtput, but also is maintained by a
significant part of the economic surplus generated in agricul-
ture, produced by the productive agricultural labour,

50, 1t seems clear that the existence of disguised
vnemnployment in agriculture on a large scale, results in a
treumendous waste of potential saving available for economic
developrment. Accordingly, the question of making use of the
agricultural latour surplus has important implications as re-
zards the rate of investmeat in a peasent underdeveloped econoniy.

A1so, The non-agricultural sectors contain a conside:n-
adcle part of potential saving available for economic development.
lany forms of unproductive labour in Tthe non-agriculbural sectors
sach as redundant employees in the government departments, rediun-
dnt merchants, money lenders, and intermediaries of all kinds,
mike no contribution to national product. In industry also,

vart from the existence of many unemployed industrial labour

a
1) R. Wurkse, " Problems of Canital Formation in Underdsveloner.
Countries", Oxford, 1958, np. 54-55.
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whnich is aue Lo the inevficiency of, and iack of co—-ordination
sithin, the production apparatus, and to insufficiency of effcc-
tive demand, there is a considerable part of industrial laboux
waicn is uandsremoloyed, because of lack of scientific oco—ordil-~
ation in +the production process, of inefficiency of menagericl
and administrative staffs, and of inefficiency of primitive

ueC".LfllClU.CS cLL‘.O tad Am ]_3330(111(. TLOMe

various Tormpe of unempioyed and umproductive

o

Thes
labour in the noa-agriculsural sectors, while coatributing no-
thing to national output, are meintained by a coasideratle

-~

Jaxrt o7 the sconomic surplus produced by The productive labour.

- e

s- Kaste caused by the existence of uautized and underutiiised

135Tural Tesources:

Ample zaoounts of existing natural resources in uader-
leveloped countries are completely unutilized. Unutilization

(_l’

>f existing naturel regources is dwue wo various reascns such
as lack of necessary machines and egquipuents, siortage of teca-
alcians and skilled labour, inadequacy of transport means, ...

-

2tc. The existing unutilized resources represent a btremendous
waste of potential fundsg available for iuvestment purposes
which, if fully utilized, would markedly affect the pace of eco-

1ciic development in underdeveloped countries.

In addition, underutilization of existing tapped re-
sources is a c¢omnon feature of gll underdeveloped econouies
'mich resalts in the reduction of output markedly below what
could be attained with the same amount invested of material
lesourcss 1f they are fully utilized. Underutilization of ma-
serial resources results from various reasons such as the pre—
valence of low levels of skill among labour, lack of high le-
vels of managerial and administrative ahilities, use of primi-
tive and inefficient techniques of production, the exisving



of small inefficient and redundent plants in the verious sec-
tors of the economy, ...etc.

It is difficult to measure and calculate the exist-
ing unproductive excess capacity, yelt we can imagine that the
waste caused by underutilizing the material resources in un-
derdeveloped countries wmust te enormous if we cunsider esti-
mates of unproductive excess capacity in an advanced economy
like that of the American economy. For iastance, an estimate
of unproductive excess capacity in industry ia the period 1925
to 1929, undertaken by the Brookings Institution, reveals thas
in this period, available plant was used between 80 and 83 pe: -
cent of.capacity;l) Aunother estimate, undertaken by another
investigator, reveals that in the boom year 1952, merely 55
per cent of capacity in American industry was in use. ‘These
estimates may te subjected to wide margins of error; yelbt such
estiambes which at least reflect roughly the scope ol unprodu:-—
tive capacity in an advanced economy, may throw lignt upomn th:
enormous waste in an underdeveloped esconomy which, one might
expect, arises from underutilization of existing maverial re-

sources,

c— Waste caused by excess consumption and spending on non-

produchive purposes:

In underdeveloped countries, a significant part of
national income far above what is required for necessary comn-
sumption 1s squandered on non—productive purposes. Being pea-
sent economiles, a coansiderable part of national income ia und:r-
developed countries is generaked in agriculture and accrued 4>
landlords who spend the greater share of the thelr incomes
foblishly on consumption and wnon-productlve purposes, E&ucih
as building or buying more lands, travelling abroad for touriism,
ese EtCa -

1) Baran, op.cit., D. 35.
2) Ibid., p. 36.
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In addition, a large part of profits accrued vO wowns--
nolistic concerns in underdeveloped countries is not rechammel :2
into productive purposes. It is neither ploughed back intve toziz
cwn firms, nor is it re-invested in new enterprises. It is ofsen
\asted either as excess coasumption or spent on non-produciive

jurposes such as buying lands or used in spsculation and usuny.

Axcess consuaption and the spending on non-productiv:
rurposes oy landlords,and monopolistic concerns in undertevi—
Jopeﬂ econcmies, constitute a major part of potemtial economic
curplus, walch if not mobilized and devoted to productive punr-
10ses, underdeveloped countries could not attain 2igh rates of
nvestment reguired to step the rate of economic develepment uj

1o the desirea level.

(- Other froms of waste:

Besides the main forms of waste mentioned &bove.
ihere are still other forms of waste in underdeveloped countrl :s,
vhich need to Le mobilized and channeled into investment:parpo«'
ces. For instance, first, there is a significant paxrt of divi-
Cends, interests and rents which accrues to foreigners buit whiosh
is not re-invested domestically and rgmitted abroad. Second,
there is a considerable waste usually arises in monopolies, be-
cause, telng protected by their monopolistic positions. need
ot care to adopt scientific and efficient mevhods to reduce
cests and maximize productivity and efficiency, Third, bscause
of inadequate banking services and facilities aand lack of invest-
ment opportunitvies in underdeveloped countries, Hoo much sSaviiis
are kept idle or hoarded in gold and precious metals. And fourrtn,
a great deal of loss and waste arises in agriculture during wh?2
Flantvation period and storage of many plants and crops caused 2y
agricultural and stored-grain pests.



C16-

These are the most important forms oif waste in under-
developed countries which involve the greater part of potential
economic surplus. These forms of washe should be identified,
-measured and then mobilized. The identification and measure-
ment of these forms are encountered with difficulties., It is
not an easy bask to identify, for instance, essentiel consump-
tion, or to measure unproductive labour cor disguised unemploy-
ment, In addition, inadequacy of statistical data required
for measuring different forms of waste, hinders the undertak-
ing of this task., Yet, it sinould be recalled that without eli-
mninating these forms.of waste and channeling the greater parl
of the potential economic surplus into investment, underdeve-
loped countries will not be able to attain the possible highest
rates of investment. '

11, The mobilization of potential economic surplus in under-—

developed countries:

The mobilization of potential economic surplus means
increasing production as much as possible and deciding how much
of total production should be channeled into- investment. Mobi-
lizing the potential surplus in underdeveloped countries requires
radical changes in their apparatus of production and structure
of distributiop, Tt nacessitates rationalization oi apparatus
of production to éliminate all kinds of unproductive work and un-
employment, and all forms of waste in resources in btoth agricul-
tural and non-agricultural sectors. It necessitates far-reach-
ing changes in distribution structure t6 eliminate all kinds of
excess consumption in the society.

We shall consider here certain vital measures required
to mobilize the main forms of waste in underdeveloped countries:
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(2) The nobilization of notential econonic sucolus in the
icultural sscbon:

In most waderdeveloped countries which are wmainly
seasant backward economies, vhe potential economic surDius

oneratad irn agriculture coastitubes & ver) couside.able pal:
5L the potential economic surplus inm tae whole economy. Losmo-
fore, tne wobilization of agricultural potential surpius &l

the producitive use of this signiizcant shars of national Il
duct are of cruciel iumportance to the develop..ent precess in

et S | - . A S
creeraevelopel countries.

The moviligation of the greater part of pobeatial

=

geononic sumpiuvs fm oewriculture could be underteliza mazlily

4"
T

Lreough (1) cobarking upon lend refonit, and (2) saift of unpro-

1)

cuctive rurel surplus o productive wWork.

e A W at] — i ST _— - - - ', . - B et as Bl = dean o
e Largest possinle pert of Laccneg gonsrated 1X apmlicuivlol
't Sip i e S o P = RS PR - P R T R
over what is socially considercd es nssegsary LoT eszeatisl

consumption, to productive purposes insteed of Leing Sguend.ar i

~ 1 - . ) = . ) vy : % W e e PR LR seloen
oy landlords. The decisions as regparxds the fomy and Ths SLES

of agricultural ownership regulated and determlned Ly land re-
form. end the part of inceome from agriculiural property whicl
has to be mobilized through land reforam. ware political

walch should te decided in whe lisghy of the prevailin

cel cimcoumstances.

1. . P}

Tiie emberking vpon land reform should Te assoclated

with establishing a proper co-operabtive movemsnt in azricul-

b ents with t.ue basic reguirements nec—
-iculfufe on efficient and scientific Te-
ast possible output, To elimine
i intermediaries pnerforming unproductive woi in
ector, and vo organize and conbrol the ners

&s to easure the chanceling of the gresser
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part ¢f potential economic surplus to investment purposes. It
should ©e recalled that the organizing and controlling of mar-
kating agricultural output should be decided in the light of
rolitical considerations as well.

(2) It has been noted before that a considerable part of
rotential economic surplus is wasted because of the existence
¢f disguised unemployment in agriculture on a large scale in
over-populated countries. The waste is represented, as men-
tioned tefore, by the fact that the rural surplus labour, whil:
contributes nothing to agricultural output, is meintained and
castained by a part of production of the productive farmers.

Ia other words, the productive farmers are performing “virtual"
saving, in the seanse that they produce more than they consume.”
Eit the difference between their production and consumption
rans to waste, because of the unproductive consumption of the
Iaral surplus labour who could be dispensed with, ,withcut re-
g1lting in a reduction in agricultural output., In This respeci;
Nirkse states that the virtual abortive saving performed by Tho
rroductive rural population represents a very important source
of capital formation, if the rural surplus workers are shifted
from agriculture to other activities where they can be set to
work on productive projects such as irrigation and drainage
schemes, roads, railways, ... etc., and at the same time they
continue to be maintained as before by a part of production of
tae productive farmers. Here the unproductive consumption oI
tiie unpreoductive rural surplus labour would become productive
consumption, and the abortive saving of the productive farmers
would become effective saving.

17 Nurkse, op. cit., p. 37.
2) Ibid., p. 38,
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But it should be recalled that this suggestion'expressed Cy
Nurkse encounters, as he mentions, certain difficulties when
considering its practical application, Leakages may develop
in bthe potential saving available for productive DUTPOSes, re—
sulting from protable increassd consunption by tie remaining
productive farmers and by the new productive workers who have
been transferred from agriculture to work on new capital pro-
jectsal)

However, regardless of these leakages, tne wobillza-
tion of disguised unemployment in agriculture and the removal
of the rural surplus labour from agriculture to other activi-
tles constitubte a wajor source ol capital formation in OvVerpo-

pulaved underdeveloped countries.

In addition to the embarking upon land rerorin and
the shift of rural surplus labour from agriculture to otaer
activities, there are other measures %o bte taken to ensure tae
nobllization of the greater part of potential econcmic surpius
in agriculture, such as following a scientific conservation
oolicy to minimize the waste in agricultural crops during their
stoarze, establishing a sound aealth policy to preserve the
cural population from diseases seriously affect their produc-

tivity, ...etc,

In conslusion, the mobilization of the greater part
2f potential ecconomic surplus originated in agriculture in pea-
sant backward economies, contributes positively to raise sig-
nificantly the prevalling low rate of investment.

b~ The mobilization of potential ecomomic surnlus in the non-
agricultural sectors:

1) The minimization of unemployed and unproductive labour,
and of waste in materisl resources:

As has been mentioned before. the existence of unemp-
loyed and unproductive labour,rand the existence of uanutilized

1) Tbid., p. 39.
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and underutiliged material resources in non-agricultural sec-
tors involve a considerable part of potential surcius wvell-
able for economic development,

Industry should be rationalized, i1um the seinse that
scientific methods should be iantroduced to mininize The waste
resulting from underutilization of ewnployed material resources,
time and motion studies snould be applied To eliminate all
forms of underemployed labour, and co-ordination within the
production appacatus should be attained to reduce unemployed
latour, Also, the production apparatus should be well equippzd
and provided with all necessary requirements to ensure the usz
of all existing unutilized material resources.

In addition, the goverament sector should be rationa-
lized so as to eliminate all redundant employees and all kinds
of unproductive work in the various departments. Also, measures
should be taken to eliminate all redundant merchants, money len-
ders and intermediaries of all kinds, such as encouraging the
establishment of co-operative societies in the various fields
of the economy,

It should be recalled that complete elimination of
unemployed and unproductive labour and absolute abolition of
waste 1n material. resources could not be accomplished in a short
period., TFor instance, the serious problems of unemployment,
open and disguised, could be completely solved only in the long-
run, through launching bold development planse. However, the
minimization of these forms of waste will substantially step
up the rate of investment in underdeveloped countries. .

2) The elimination of excess consumption:

The elimination of excess consumption in agriculture,
thrcugh land reform, should bhe associated with similar meosures
G

G0 eliminate excess consumption in non—agricultural sectors.
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As has Teen mentioned before, a large part of p:ofits
carned by monopolistic concerns is squandered on unproducitive
purposes., Hffective mobilizatlion of potentisil surplus enera-
ted Ifrom monopolies can be performed through natlioncliization.

I(j

Besides, measures should be taken to earmark the greater nart
of other industrial and commercial profits, and of other reve-
nues such as those generated from big and magnificient dwellimg:
Tor investment purposes. The mobilization of these proiits and

Cevenues can be accomplished through taxation and any oviier Loi.

0 riscal policy.

It should be stressed here that nationalization and
the widening of the putlic sector are among the most eifective
aecusures to ellminate excess consumption in non-agricultural
sectors, and to ensure re-investment of & considersable pact of
incomes originated in these sectors.

c) Increasing the investible surplus through foreign trade:

Foreign trade policy may contribute eL¢eCulVGLy to
increase the investible surplus, Underdeceloped countries
should stop &ll luxurious imports and a2ll imports that could
e produced domestically; the foreign exchange thus released

wld be used to import producers' goods necessary for the de-

*clopment process. Besides, all unnecessary disbursements
abroad should be cut down. Strict regulations should be im-
posed upon travelling abroad. All cepital remitbtance abroad
spould be inhibited. Also, it is advisable To reduce To The
lowest possible level, all payments of interests; reats and di-
vidends accrued to foreigners abroad. In short, strict measures
cacula be taken to reduce unnecessary payments abroad and to
seve &s wuch as possible foreign exchanpge to be used for impors:-
ing wachines and equipnent required for the develonment process.
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In addition, as mentioned above, the embarking upon
land reform and nationalization of monopolies, and the mobili-
zation of the greater part of other industrial and commercial
profits, will drastically cut down excess consumption. It fol~
lows that part of the goods previously consuned domestically
are released and thus can be exporied. In order to find mar-
kets for these new exports, as well as to secure capital and
other development goods, the authorities concerned should
adopt a well studied foreign trade and exchange conbrol poli-
cies Go achieve these aims.

In summing up, foreign trade policy, through conver—
ting & part of national product from being wasted as- excess
consumption into ianvestment fund, coantributes effectively to
the raising up of the rave of investment in uanderdeveloped

countries.

In conclusion, these are the most important and ef-
fective measures to be taken in underdeveloﬁed countries to
mobilize the greater part of potential economic surplus, through
wialcn the rate of investment will bte markedly high, and the
growth process will become self-sustained. Finally, it should
be stressed that the magnitude of the "economic surplus' devo-
ted to investment purposes should be decided in the light of
political and social considerations, account should te taken of
the effects of any level of consumption on incentives and effi-

clency.



Balanced or Unbalanced Growth in
Underdeveloped Countries

Cne of the most controversial issues in the process
of economic development in underdeveloped cowntries is the pat-
tern of growth, in the sense that walch is more appropriate to
the development of these countries, should it be balanced or

anovalanced,

Historically, uubalanced growth came first¢l> An
sarly exa.ople of unbalanced srowth is England's industrial de-—
velooment, its early theory is contained in Aicardo's doctrine
0of comnparative advantage, as becomes apparent when one refor-
imulates this doctrine of comparative advantage in terms of growth

sheory.

The provlem is now to develop an economy whose ciffe-
ent industries have different productivities? ihat would be
nore appropriate, balanced growth 0Ff all industries or expansion
confined to the more productive industriés? CAccording to the
comparative advanatze docirine, the real additional outout will
e greater if, expansion is confined to the more productive in-

custries.,

The unbalanced composition of output which results
Ironm Lhe concentrated growth in the more productive industries
is & problem which The country has o Tace its effects Tty foreizn
trade. Rieands advocated that the country which concentrates
vpon the most efficient indusiries, can use foreign trade %o
convert the resulting unbalanced composition of output into a

more balanced pattern of output. 2)

1) Ts Scitovsky, "Growth-salanced or Unba.anced", in The Alloca-
tion of Economic Resources, Essays in Honor of B. Haley., 1959,
P. 207. ‘

2) Ibid,, p, 209,
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But here arises a problem, how carn a country depend
on foreign trade to convert 1ts unbalanced pattern of output
into a balanced pattern without turning the term of trade
against itself to the extent tThat may offset the advantages
of unbalanced over balanced growth., For instance, the rapid
development of England in the nineteenth century was due to
the concentrated growth which was intensified mainly by her
increasing reliance on foreign trade. One would expect this
trend to have worsened England's terms of trade; but the sta-
tlistical evidence shows that the terms of trade, while they
turned against England, did not change very much. It seems
therefore as though England had retained most of the benefit
from her unbalanced growthg accomplishing this through the
opening up of underdéveloped countries, the construction of
their tranSportation syStems, and the export of British capital
that implemented these developments; for all this must have
ralsed the demand for England's exports, lowered the cost of
imports, and thus helped to prevent the terms of trade turning
more sharply againét her,

Bﬁtlthe circumstances of the nineteenth century of
world trade have been radically changed because of the severe
competetion in world markets, the division of world markets
into various trade area blocks, and balances of payment Aiffi-—
culties. Therefore, the complicated situation of world trade
has rendered dangerous and vndesirable a great divergence bet-
ween the,patﬁern of output and consumption needs, and the con-
seduent'great dependence on foréign trade. This was first
pointed out almost 100 gears ago by F. List who advocated econ-
mic gelf~sufficiency. His argument could be considered as an
eérly statement of economic interdependence and balanced growth.
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I. The cage Tor balanced growth:

Cne of the most persuasive argumenys in ravour of

aianced zrowth is based on the recognition of cconomic injer-—
dependence, both in production and consumption»l) As To dntexn-
devendence in production, Scivovsky mentions that to produce a
zood 1s more orofitable, the greater the availability of the
L004s tnet serve as factors of production in its wmanuracture,
ant of The goods with which it is cowmbined in the manufecture
of other goods. Since this statement nolds true of all Zocds,
it is generally desirable to expand simultansously tire produc—
tion of all goods waose reiation to each otasr 1s that oi Tac—
vor o product, or common Yactors to the same product. Thes
relations are called inberdependence in production, and the
efrects of such interdepsndence on the profitability of invest-

3
L

ment are usually discussed under the exvernal economies .

As to interdependence in coasumpition, Scitovsky men=—
tions that production generstes iacome, whicn gives risc to
consuilers' demand For an entire range of goods. iHence;, an in-
cresse in output increases dzuaand in a given pattern for a woole
range 0of goods;y and the profitability of output expansion will
Le maxiaized 1if the petteri of oubput expansion conforms to the

patctern of demand expansion created by the additional income

paid out in producing the additionral outputb.

From the above statenents Scitovsly defines balanced
zrowth as a "simultaneous advance on all frouts, a many-sided
expansion of productive capacity that maintzins the product mix
in conforaity both with coasumers! preference (interdepeadence
in consuwaption) and with the technical reguirments of the pro-
ductive system (interdependence in production)"ﬂa)

1) Ibid., p. 210.
2) Ibid.; »n. 211,
3) Trid., p. 212.

%
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Scitovsky advocates that balanced growth assures ths
greater profitablity of investments, avoids shortages and bot-
tlenecks in the productive resources, and minimizes inflation-
ary pressures.

The case for balanced growth is advocated also by
Nurkse in his book "Problems of capitél formation in underde—
veloped countries" advocating balance in demand. Dealing with
the demand side of the problem of the "wicious circle of po-
verty" in underdeveloped countries, Nurkse mentions that the
inducement to invert is limited by the size of the market., In
underdeveloped countries, the use of capital in production
for the domestic market cannot be applied profitably by any
individual entrepreneur because of the small size of the inter-
nal market. He mentions that a modern machine can produce in
very few hours a sufficient supply of a certain commodity to
last a country for a year. Therefore, he thinks that the small
market 1s an obstacle to development generally., He mentions
that the difficulty caused by the small size of the market Te-
lates to individual investment incentives in any single line
of production taken by itself. This difficulty wvanishes in
the case of a more or less simultanecus. application of capital
to a wide range of different industries. Here is an escape
from the smallness size of the market, here the result is an
overall enlargement of the market. The wide range of different
industries are complementary in the sense that they provide a
market for, and thus support, each other., He mentions that this
basic complementarity stems from the diversity of human wants.

Nurkse mentions that balanced growth may be a good
thing for its own sake, but here it interests us mainly for
its effects on the demand for capital. It i1s an essential means
of enlarging the size of the market and of creating inducenents
to invest.
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In his opinion, the rate at whicH any one indusiry
can grow 1is inevitably conditioned by the rafie at wiich obther
industries grow.,although naturally some industrics will grow
faster than others since demand and supply elasbticities will
vary for diffexrent products. Thfough'the application of capi-
tal over a wide range of activities tae genefal level of ecoew
nomic efficiency is raised and the size of the market enlarged,

Another reason why Nurkse advocates balanced growth
is that, if underdeveloped countries to concentrate on the
lines of-primary productiorn activity. the expansion of pri-
nary produvction for export 1s apt to encounter adverse price
conditions on the world market, uniess the industrizl count-
ries' demand is steadily expanding as it was in the nineteenth
century when both population and production in Western Europe
were growing rapidly, when artificial fibres lad not yet been
discovered. In the present century conditions have changed.
There has been slugglshness in the industrial countries' demand
for primary products., Therefcre, to push exports of primery
commodivies in tuze face of an inelastic and aore or less sta-
tionary demand would not be a promising line of long-run deve-
lopment, So, 1t is desirable under the conditions indicated,
that economic growth in underdeveloped countries should take
the form of increased production for domestic markets. But
this line of production to be successful and prOIltable in un--
derdeveloped countries, production has to be eXDanded over a
wide renge of activity. And so long as this development inc-—
reases the real purchasing power of the peoples of underdeve-
loped countries; it will Yend in the long run to help rather
than hinder the growth of international trade.

While Nurkse stresses balance in demand, A. Lewig
in his book "The Theory of Economic Growth' stresses balance
in supply. Lewis mentioned that the secret of most development



~28—

problems is {0 maintain a proper balance between the different
sectors of the economy. All secbors of the economy should grow
simultaneously so as to keep a proper balance between industry
and agriculture, and between production for home consumption
and production for eXportQI)

Lewis states that the various sectors of the economy
must grow in the right relationship to each other, or they can-
not grow at all. He expresses this relationship between the
different sectors of the economy as follows: if we consider the
economy as divided into three sectors. A for agricultural pro-
duction for the home market, M for manufacturing production for

the home market, and X for production for export.z)

If M expands
1t will lead to an increase in the demand for the product of A.
1f the increased output of i substitutes for imports, the foreign
exchange thus released may pay for the increased imports of A.

If not and, if A is stagnant while M is expanding, either A's
prices will rise or imports will rise, creating a balance of pay-
ments deficit, and either of these events will check the expan-—
sion of M. The expanding demand, on the the other hand, could

Ye met by increasing agricultural imports through the expansion
of X, S0 an expansion of M must be accompanied by an expansion

of elther A or X or by import substitution, 1f it is to continue.
Similarly,an expansion of A must be accompanied by an expansion

of either M or ¥ or by import substitution. It is only X which
can expand coantinuously by itself without being checked by a
failure of either A or M to expand, for the demand generated by
an expansion of exports can be met by imports, for which the
exports provide the foreign éﬁchange.

1) A. Lewis, "The Theory of Ecoromic Growth™, 1957, p. 283.
2) Ibid., p. 277,
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Lewis mentions that in & closed eccnony wille 1t is
necessary ror manufacturing industry and for siricuiiture to
grow together, they do not have to grow at €tz saue rate. The
income elasticity of demand for manufactures excecds unity, and
the income elasticity of demand for food is less than uanity. The
income ¢lasticity of demand for services 1s higher even than
Tor manufactures. Hence,; economic growth is assoclated with
services growing most rapidly and with total manuracturing out-
put growing more rapidly than the total-output of agriculture,
He means by growth "in balance" or at "appropriate rates" that
the rates of growth of manufacturing industry and agriculture
(in the case of a closed economy) are determined by the commu-
nity's marginal propensity to consume a§ricultura1 products as
compared with manufactured production.l The open economy 1is
more complicated since the growth of manufactures for home
consumption can be balanced by the growth of nanuiactures for
exsort, instead of by the growth of agricultural production,
s0 1n the real world we have to keep a balance between import,
export, aanufactures and agriculture, and not Jjust tetween any
two oX themes

IT. The case for untalanced growth:

One of the most distinguished opponents to the ba-
lanced growth theory is Hirschmanqg) In his opinion, this tae-
ory fails as a theory of developmentoi) Development mesns &
process of change of one Type of economy into some other more
advanced type. He mentions that such a process is given up
as hopeless by the balanced growth theory which finds it dif-
Ticult to visualize how the "undevelopment equilibrium" can be
troken into at any one point. The argument is reminiscent of

1) Ibid., p. 278, =

2) A. Hirschman, "The Strategy of Economic Development™, Yale
University Press, 1950.

%) Ivid., p. 51.
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the paradox about the string that is equally strong every-
where and that therefore when pulled cannot break anywhere
first, it either will not break at all or must give way
everywhere at ohceo

To Hirschman, the theory of balanced growth seems
to bercontradictory in itself, this is expressed in the way
in which it combines a defeatist attitude towards the capa-
bilities of underdeveloped.economies with completely unrealis-
tic expectations about their creative abilities. In his opi-
nion, this theory is unrealistic for the inconsistency inherent
in its formulation. He could not see how a people that 1s as-
sumed to be unable to do any of the productive activities and
that is therefore entirely uninterested in change, is then
expected to marshal sufficient entrepreneurial and managerial
abilities to set up at the szme time, and under these circum-
stances, a whole flock of industries that are going to take in

each others’ output.l>

He mentions that the application of the balanced growth doct-
rine requires huge amounts of initiative and creative abili--
ties which are seriously lacking in underdeveloped é€conomies.
is inconcelvable that a one-floor economy could set up such a
"second floor™ with its own forces or even with limited help
from abroad.g);As singer points out that the initial resources
for simultaneous developments on meny fronts are-generally
lacking. In other words, if a country were ready to apply the
doctrine of balanced growth, then it would not be underdeve-
loped in the first place.

Hirschman mentions that according to the balanced
growth theory, the role of the state is to assure that simul-

taneity of irvestments over a wide range of activities, is

1) Ivid., p. 53.
2) Ibid., p. .53



needed to ensure the success of the individual prcjects. In
this respect he advocates that a country canuot uvadertake any
nuaber of projects Jjust because They would turn out to be pro-
fitable if it undertook them simultancously. At any one tine,
the available develovmental skills of a country set some kind
of a c¢iling on the number of projects that can be undertaken

sinultaneosuly.

Also Hirschman disagrees with balanced growth doct—
rine because it is usually, in his opinion, invoked to pro-
vide a Jjustification for centralized governmental direction
and coordination of the development process. He mentions that
centralized investment decisions may be expected to be blassad
against innovations whose introduction might cause losses to

existing projects.

Hirschman criticizes the concept of bazlance in sup-— .
plyl) which states that if growth is not to be checked, the
various scctors of an economy will have to grow Jjointly in
some proportion. , 0o sector should get too far out of line,
not because of demand but because of supply consideration.,

He mentions that if we look at an economy at two different
points in time, we will find that a great mny parts-of 1%

have been pushed ahead, at their own average .annual rate of
increase, But surely the individual components of the economy
will not actually have growan as these rates throughout the
period under review. Just as on the demand side, the market
can absorb "unbalanced"™ advances in output because of cost—
reducing innovations, new products and import substitution,

s0 we can have isolated forward thrusts on the supply side

as inputs are redistributed among users through price change:s
and at the cost of some temporary disequilibria in the balcnce
of payments or elsewhereag) Hirschman advocates that develop~
ment has proceeded'in this way, with growth being ccmmunicated

1) Ibid,, p. 62.
2) Ibid., p, 62.
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from the leading sectors of the econonmy to the followers, irom

1) In other words, the balanced growin

one industry to another.
is the end result of a series of uneven advances of one sector
followed by the catching up of other sectors, If catching-up
overreaches its goal, as it often does, then the stage is set
for further advances elswhere. Thus development proceeds aheal
in an unbalanced manner. The advantage of this kind of seesaw
advance over balanced growth is that it leaves considerable

scope to induced investment decisions,

Therefore, Hirschman advocates that development policy
snould maintain tensions, disproportions and disequilibria, so
15 to push the economy ahead. In his opinion the sequence that
‘leads away from equilibrium" is precisely an ideal pattern of
levelopment: for each move in the sequence is induced by a pre-
vious disequilibrium and in turn creates a new disequilibrium
nal reouires a further move.g) This is achieved by the fact
shat the expansion of industry A leads to economies external to
A but appropriate by B, while the consequent expansion of B
brings with it economies external to B but subsequently internal
0o A (or to any other industry), and so on. At each step .an
ndustry takes advantage of external économies created by pre-
vious expansion, and at the same time creates new extiernal eco-
nomies to be exploited by other industries.

The advocacy of unbalanced growth is based on the
following arguments: '

(1) One srgument is a classic one, stating that the obtarn-
able gain from concentrating on the production of goods in whoise
ranufacture one has a comparative advantage is a genuine gain;

1) Ibid., p. 63.
2) Ibid., p. 67,
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id even this gain is obtained at a cost—-the uncertalinity tnatb
Jependence on Fforeign trade involves—it is still believed that
iithin limits the gain is worth the cost. In other words, the

sroblem here is to weigh the benefits of the higher income ob-

ined from concentrated srowth against tiue disadvantages of

m

i
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greater uncertainty that it involves, and to push the deg-

)
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of concentration to the point and no further than the poin’

nt which the two are equated &t the margin.

{(2) A second argument is based on technological considera-—
lon, This argument nas to do with economies of scale. Econo-
nies oi sclae render produciion cheaper and investment more
wrofitatle above a certain mininum level of output and produc—
tive capacity. Conversely, investments in the case of balanced -
srowth. will be less efficient, output smaller and growth slow:ar
Shan they could be, btecause resources are allocated and spread“:

over & wide range ol indusiries.

cwilomay be s stimulus  to technicalkiﬁﬁﬁ
—auovation, for the fact expansion of output in oac
..eld or &b one stage of production (resulting from conceantras
ted zrowth) is likely'to create shortages of resources in'clasmly
related fields or at other stages of production within.the sanme
tield; and the desire either to eliminate such shortages or to
iind new methods that ‘economize the resources in short supply
is known to be among ﬁhe most powerful stimulants of technologi-
cal Progressa.

™es s e @ v eran™

Having enumerated the arguments toth for balameed ani
unkbaianced growth, an? may ask what conelusions cen be drawn
& regards that patte?n ¢f development considered as most appro-
priate tOjacceleratinF the pace of development in underdeveloped
countries.,



Having in mind the basic characteristics of under-
development, it seems more appropriate for an underdeveloped
economy to follow a planned balanced pattern of development
as to take full benefits of external economies resulting fron
production interdependence, to maintain sectorial balance and
proportional development, and to avoid the adverse conditions
of demand for pfimary products on the world market.

It should be added, however, that within the frame-
work of balanced proportional development, there always existy
an important question of priorities, of giving preference to
certaln strategic leading branches in the economy. That is
to say, the process of planned balanced pattern of developmert
1s to proceed ahead through predetermined and predesigned
sequences of unblanaced sectorial growth, placing each time
more emphasis upon certain leading lines of investment which
drive the economy forward and help realise the most efficient
sequences of expaansion.
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Problem of Industrialization of Underdeveloped
Countries.

Industrializetion means the growth, in toth absolute
end relative terms, of menufacturing and closely related activi-
tieg. especially those involved in the building and operation of
¢. modern economic infrastructureﬂlD This growth may be measuroed
in terms of employment or in terms of the contribution oI the
i'epsective sectors to national product. A good deal of contro--
versy has arisen conceraing the problem of industrialization oI

tnderdeveloped countries.,

Historically, the development of the new industrisll;”
cdvanced countries in the last 150 years has proved that econonic
development is mainly promoted tihrough the shifting 0f eumphasis
from primary production to industrial production. It is unques-
tionable That most industrial countries are advanced econoiries,
while most non-industrial countries are underdeveloped economics.

The mere enmphasis on improving technologiczl methods
¢ primary production does not result in an effective and lasting
solution for the economic problem of underdeveloped countries;
this approach, while temporarily improving the living standards
of tne population , will not put an end to the state of Lack-
wardness of underdeveloped countries.

The fact that industrialization is of vital iwmportance
T0 the development of underdeveloped countries may be justifiec
on the folliowing grounds:

(1) Since national income in underdeveloped countries is
very low and the majority of the population is engaged in agri-
culture, it follows that the per capita income in the agricultu-
ral secctor is extremely low. 1t seens to be generally true Thet

T T Tam e S . e . — - mn - . - e r -
1) Unided MELLULID A DGULUWLG VeVo iU piusilv etites P-‘_-.;u;*._;..q& 11l Adia

and the Far Bast-Industrialization™, Bconomic Bulletin for
Asia znd the Far Bast. Vol, IX, No. %, December 1958. p. 4-



per capita income in agriculbture tends To be around two-thirds
of the national average, H. W. Singer in his article "Probliems
of Industrialization of underdeveloped countries expresses this
relation as follows: "In a typical underdeveloped country wita

a per capita national income of $ 100, and a per capita incom?
in agriculture of § 55, and with 75 per cent of the population
in agriculture, the average non-agricultural income must be

3 205”.1) This is due to the fact that productivity in agricul-
ture is lower than the average productivity of the country in
underdeveloped economies. In other words, the value of per ca-
pita product in non-agricultural sectors in underdeveloped
countries tends to be higher than that in the agricultural sector.
Therefore, a substantial change in the internal employmen®t struc-—
ture of underdeveloped countries in favour of non-agricultural
activities tends to bring about a significant increase in totel
national product,

Moreover, in overpopulated underdeveloped countries,
marginal productivity in the agricultural sector is so negli--
gible that the traunsfer of the surplus labour from agriculture
to industry, while leading to an increase in total national
prodﬁct, does not reduce the aggregate agricultural output.

(2) A continued improvement in agriculture results in
higher incomes. As incomes rise, the demand pattern will change.
According to "Engel's law" structural change in the necessary
sequence to improvement: as incomes increase, a smaller amcunt
cf the increase is spent on food, and a greater amount on other
things mainly manufactured consumer goodsqg) It follows, there-
fore, that development of agriculture requires, side by side,
the promotion of industry; otherwise underdeveloped countries
have to encounter the unfavoﬁrable price conditions of agricul-
tural and primary products on the world market,

1) H.W.Singer "Problems of Industrialization of Underdeveloped
Countties™ - puvlisiied in "Gconomic Progrocc®, Pepers held
by the International Economic Association, Edited by L.H.
Dupriez, 1955, p. 173.

2) Ibid., p. 178,



(3) The existence of wmass unemployment in o .iculiiure,
-open and disguised, in overpopulated underdeveloped zountries
represents a potential source of savings and iavett.awni. Social
customs and traditions in underdeveloped countries oiton sscure ;ﬁ
for the uneaployed and underemployed agricultural workers a le- .
7el of cocmsumption in excess of t.eir coatribution o prodiuc—
sion, This implies taalb production of some producers in apri-
culture exceeds tihelr own consumpbion and savings; the excess
sustaining the unemployed and underemployed peasaunts as transrg

b
Zer payments. ’
Industrialization through cireating numerous empLaym#ﬂt
wpportunities helps diminish these transfer payments. It Lolldvs
shat producers in agriculture would have available adaivional

resources, part of which may be available for investme.t.

(4) The pressure on the cultivable land in overpopalated
inderdeveloped countries depresscs the level of wages in agricil-
sure, This low level of wages is en obstacle to the mechanizé-
sion of azriculture; thus leading to low productivitcy. Therer
fbreé transfer of the surplus labour from agriculture to industry
results in higher wages, which in turn will lesd to the mechari-
zation of agriculture. Thus, productivity in agriculture 1s

faised; hence rapid growth in agriculture.

(5) Agricultural promotion in overpopulated underdevelored
sountriss i1s relatively expensive as to industrialization.because
vhere: there 1s pressure ou the cultivable land, it is likely /
shat agricﬁltural development without tramsfer of tae surplus
labour to non-~agricultural activities will regquire exgensiver;n—

vestments to reclaim and expand the cultivable land.,

Cn the obther hand, since the establishuent of public

lities and other consuruction activities is necessary for

ot
]
I_J

i

1) Ibid., p. 177.
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the promotion of manufacturing industry, and since these acti-
vities can be undertaken by hand, without involving substantisl
demands on equipment., therefore industrialization cen be carriced
n relatively cheaply through transferring the surplus labour

in agriculture to construction activities.

(6) Industrialigzation is highly important to the develop-
went process in underdeveloped countries because the scope fox
internal and external economies in industry is greater than ir
other activities. Moreover, industrialization is accompanied
with the promotion of mechanical knowledge znd managerial abi-
.ities which are beneficial to the development process generally.

(7) Since the beginning of the twentieth century primary
oroducts have encountered adverse price conditions on the world
narket, because of the sluggishness in the industrial countries'
Jlemand for primary products. Terms of trade have moved against
Drimary producing countries; they have shown a long-term tendeacy
30 deteriorate, Therefore, industrializatiocn of underdevelopel
sountries helps avoid the unfavourable ccnditions cf their forsign

srade,

Woreover, underdeveloped countries are heavily dependent
on exporting one or two primary prcducts and hence vulnerable o
acute fluectuaticns in their incomes (because exports' proceeds in-
underdeveloped countries constitute a considerable part of their
1ational incomes). To reduce the effects of these sharp fluctia-
wions, underdeveloped countries should diversify their exports,
110t only by prcmoting primary production, but mainly through in-
dustrialization which helps bring about greater stability.

From the foregoing considerations we may say that in-
lustrialization is inevitable in a developing country. Develcp-
nent plans in underdeveloped countries, 1f They are to lead to
rapid economic progress, must lean on the side of industrialilza-
tion, This does not mean that agriculture should nov be promcted;
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on the contrary it should be developed as well. Undcerdeveloped
countries should depend upon both apgricultire ana industry with

special interest in industry. .

The growth of toth industry and agriculture fosters
the way of growbth for each other. As A. Lewis mentions, a ra-
pid growth of dindustry calls Tor a rapic growth of agriculture;
‘workers in industry will want more food. factories will wandy
nore labour and agricultural raw materials. and tThe sxpanding
market of the rural pecpulation will be required to absorb tne
OHUQUL.OL mgaufactured consumner £oods. L) Similarly, if agricul~
ture is growing it will need a developing industry to coansume
its products, bto absorb its labour and to provide agriculture

with manufactured consumer and caovital goods.

Therefore, the guestion of agricultural development
versus industrialization seems to previde merely a faise alter-—
ﬂati_ven An improvement in agriculture is bound to lead to a
structural change in favour of industry; also industrializaticn
is bound to lead to improvement in agzriculture. So, it may be

Jag

more sound to consider indusirialization as a process of addi-

t¢on rather than one of substitution.

The pattern of .industrial development under a planned
&COonomy: b

One of the main issues of the optimal aliocation of

resources, winich the authorities nave to deal with when consi-
lering the planned rave of growth, is whether industrial develop-
aent at- the initial stages of economic development should be

| arked upon through placing more emphasis upon producers' go0ds
inessyrics than upon consumers’ goods industries., A good deal

of controversy has arisen as regards this significant issuc of

economic cdevelopment.

1) W, #, Lewis, "rue Theory 0L noonowic Guowol''. allen ana Unwin

Litd., 1957, p. 388.



0

1) The classical pattern of industrial development:

The segquence of industrial development according Uo
the classical pattern may be summed as.follows: first, the
extraction and preparation of raw materials, then, their trans-
formation and fabrication, and finally, the manufacture of
sroducerst goods, Those in favour of the classical pattern argue
shat placing more emphasis upgon consumers'goods industries only
bt the initial stages of development, followed at a much later
stage by the development and promotion of produéers’goods in-
custries, is the more natural pattern of industrial growth,

This clasgsicel argument is usually justified in the
~ight of the following considerationss

a) Consumersigoods industries, being less capital-in-
iiensive than producers’goods industries,; are claimed to be more
compatible with existing factor-proportions in under-developed
sountrl ;s — at their initial stages of development - when labour
ig of jen relatively ahundant, and capital is relatively scare.
Moreover, consumers'gcods industfies usually require smaller
maintenance and replacement as compared with producers!goods
industries.

b) Consumers'goods industried yield much faster re-
turns than producers'goods industries. Thus, standards of living
in underdeveloped countries may ilmprove more quickly, and in-
Flationary pressures will be less acute.

c) Consumers®goods industries such as food or textile
ndustries can make use of raw materials domestically produced.
At the same time, the market for the products of consumers'goods



industries is immediately in sight, whereas the wmarket for the
products of geouds industries is seriously lacking in under-

develoned countries.

d) It is much easicr to set up consumers®goods indu-
stries than to set up producers'goods industries; it is much
simpler to train labour, for instance, in food processing in-
dustries or textile industries, than in heavy industries such
as the iron and steel industry for example. Meanwhile, the
e¥perience gained, with the passage of time, in consumers!'
goods industries will help in the attainment of morc adva-
nced skills which are necessary to embark on producers’igoods
industries later on.

2) The pattern of industrial development under a planned

ECOoIony?

The classical patiern of industrial development is
the pattern which might be expected to dominate in an economy
déveloping spontaneously in response to the forces of the '
free market. Under the conditions of atmoistic nmarket economy
industrialization,belng prowmoted in response.to ordinary pri-
vate incentives, naturally starts,at its initial stages, with
developing consumers'goods industries only. It is not until
the. developnent of consumers'goods industries has reached a
stage at which favouravle conditions and oircumsvances are
created for the products of nroducers'goods industries that

these latter industries cen be developed.

But under a planned economy, the situation is quite
different. -When embarking on industrial development plans,
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plenning authorities take into account, long-Tern social retur-
rs which result from the investments under consideration, whers-
¢s under an unplanned economy the individual entreprenéur

“2kes into consideration only short-term private returns.More-
over, the state is more capable than Tthe individual entrepre-
sleur in mobilizing resources, setting up training centres and
3stablishing public utilities, required for the development
Jrocess, Also, planning anthorities take into account the
orojected aggregate demand, wheress the individual entrepre-
neur takes into consideration only the expected individual
denmands. Therefore, under a plannsd economy one would expect
the pattern of industrial development to be completely diffe-
rent froin The classical pattern.

Industrial development under planned economy should
be moulded in such a‘way as o creave a firm foundation for
future building. In order to pave the way for establishing
a healthy economy, planning authorities should &im - at in-
itial stages of development — at a relatively high rate of -
expansion of producersigoods industries. One of the immediate
tasks of the planning authorities is to enlarge the country’s
gsvock of capital and to build the whole economy on an advanced
technical basis. The sexpansion of producerstgoods industries
at initial stages of development is an essential pre-requisi-
te for sustained growth of the economy as a whole. |

The grgument in favour of expanding producers?goods
industries at the initial stages of development runs as fol-

lows:



An expanding econony necessitates continuous Techni-
al progress, Continuous improved and advanced Technology Llavels

i

(@]

reguire increasing utilization of capital per unit of labour.
Therefore, an expanding sconony requires that the rate of zu-
pansion of producers'goods industries must be greater thun the

1

rate of expansion of consunerstgoods industries.

.

Although consuners'tgoods industries yield faster rei-
urng, yet these industries are less promising in ralsing stanc-

ardg of living if a longer tTime-horizon is taken into counsidicr-
0 place more emphasis upon producers’goods indushries

o
<}
f..
O
e
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at the initiel stages of development and to bear certain Ter-
porary difficulties for the sake of loang-run progress, 3seeus

vo be preferable to concentration on consuiers'goods indusitinries
which achieve ghiort-run tenelits and never nmanage Tto shaks ofl

l

bactwardness and sbtegnatiocon. This is due to the Tfzct That The

o

norc the country's richngss in capital accumulation, the fas-
ter the rate of investmenyv and productivity will be stevped

1.41_ p o

M™erefore, the greater the expansion of producsrs!
goods industries, the sooner will the turning point, atv which
the develomment process hecomes self-sustained and self-perpe-
tuating, be ettdined, whereas the greater the expansion of
consuners’goods industries, the more delayed the atainment of

=1

this cririceai point of take-off will be ,and the longer

1) Oscer Lange, "Essays on Economic FPlanning™ , Indian Stav-
istical Instituté, Asia Publishing House, London, 1960,
Da>



the economy will be dependant on foreign markets in imperiing
nachines and equipment required, not only for producers'’
goods industries, but also for consumers'goods industries.

If consumers'goods industries expand at a greater
rate'then;producers'goods industries the pace of further pro-
gress oif consumers'goods industries will slow down, because
producers?goods industries lag behind the desired level re-
quired to provede the basic requirements for both capital
replacement and new investment in the expanding consumers®
goods industries.,

Meanwhile, the expansion of producers‘goéds indust-
ries, at the initial stages of development, creates favourabls
conditions for promoting and developing consumers’goods indu-
stries rapidly and cheaply, in the sense that The establishment
of an industrial base of the economy raises productivity in
the vo_ious activities, thus rsising the real purchasing rpower
and cxpending the domestic markel for consumers'goods. More-
over, with the creation of the industrial base, consumers!goods
industries can be provided with their requirements of tocls
and machines cheaply.

Conclusions

From the &bove diécussion, it can be .seen that the
expansion of producers'goods industries at the 1nitial stages
of development is the basic instrument for establishing a
healthy and a strongly built economy. These industries lay the
solid basis for a self-sustained and cumulative growth in fu-
ture, The existence of an industrial base is the principal
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requisite of the development of all industries.

But there is one possible risk involved in the ex-
pansion ol producers'goods industries at the initisl stages
of development, namely the inflationary pressures which will
result from a . high rate of development expenditures with-
out, at the same time, incrcasing the available supply of con-
sumers goods, Therefore, some rise in the output of consumers?

goods industries is required and desirable.
|

It should be recalled that the fallure to reslize a
certain amount of expansion in consumers'goods industries is
very likely to hamper the realization of the targets determined
by the plan, Therefore, for a smooth advence of the develop-
ment process, the planning authorities should maintain a
cervaln proportion between the output of pro&uéers’goods indu-
stires and the output of consumers'goods industries, Thig pro-
portion, determined by ®the planning suthorities, depends on |
the planned rate of growth and on the planmned degree of impro-
vement of production Technigues.

1) Ibid,, ps 5.



The choice of technique in underdevgloped

countries

The problem of The choice of technique, most sultable
and appropriate U0 development in underdeveloped countries
is of vital imporvance for economic planning, The main as-
pect of The problem is whether underdeveloped counbries should
adopT the technology appropriate to thelr existing factor-
proportvions, or wether they should adopt advanced methods cof
technology‘before'their Tactor endowments are suiltable Lfor
these methods, I other words, the question is whether under.-
developed countries - at their initial stages of development
with capital relatively scarce and expensives, and often with
labour relatively abundant and cheap - should adopt capital-
intensive methods used by the highly developed countries whers
capital 1s relatively abundant and labour relatively scarce,
or whether they should adept less caplbal-lntensive and more

labour-intensive methods.

The case Ffor labour—intensive techniques

Those favouring labour-inteunsive technigue argue that
the relative abundance or scarclty of factors of production
affects Thelr combination in the production process, Tech-
nological methods used in production differ from one country
To ancther according to their existing facltor-proportions,
What way be congidered as rational use of resources in one
country may be considered as irraticnal in ‘another, where
relative supply of factors of production are quite different

The opbtimal use of avallable resources invelves the combing—
tion of various facbtors of production in different proporbtions
determined by the relative supply of each production factor.

Relative scarcity of capital and relative abundance of

<3
[
labour are two of the baslc common features of most wunder-



47~

L

developed countries. Relative scarcity of capital is reflecc-
ted in higher capital price, and relative abundance of labour
is reflected in lower labour pricéé Since the vroper choice

of Technology should be weighted by the relavive factor prices
orevailing To realize the best utilization of factor combi-~
ration, underdeveloped countries should choogse those invegt-—
nents that would minimize The use of capital. In other woxds,
inderdeveloped countries should select from available techniques
shose of labour-using and capital-saving type. Thig type of
sechnique contributes effectively to the solution of the ser-
‘ous problem of unemployment in underdeveloped countries. In
shis respect, Nurkse, dealing with The problem of disguised
unemployment resulting Irom the existbence of a large rural suo-
plug population, mentions that in underdeveloped countries bthe

ntensity as those used in advancsed esco-

same degree of capital i
-
ed.”)

nomies is not requir

Tre advocates of labour-intensive tTechnigue assert that
the atisupt to adopt modern techmology by underdeveloped coun—
wwies at their initial stages of developmeat is often an un-—
sucessful attempty for an esgential pre-requisite for using
nodern technology 1s the existence of certain basic facllities
such as electric power statlons, meang of transportation, train-—
ing centres, ... ebtc., which are seriously lacking in mos%®
underdeveloped,counfries? As Hayekg) clearly sbates” ..... &

) Re Nurkse, "Problens of Capival Formation in Underdeveoped
Countries™, Oxford 1958, p. 45,

2) F,A, Hayek, comment on S.Kuzentg, “"Toward a Thsory of Hco-
nomic Growth', in Lekachman (ed.s, "Wational Pclicy for
Economic Welfare at Home and Abroad", Doubleday && Company,
New York, 1955, p. 89.
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country which cannot hope to reach within foreseeable Time a
capital supply per head equal to vhat of the United States
will not use its limived capital resources best by imitaving
American production techniques, out ought to develop techniquss
aprropriate to a thinner and wider spreadihg of the available

Capital ?l_o_-.-"ol'“'?

ther major obstacles to the application of modern
Ttechnology in underdeveloped countries are concerned with
The backwardness and rigidity oi thelr social structures. The
modern technology being developed and promoted in the advance.l
countries,. reflects certain sccio-economic characteristics
which are quite different from those prevaliling in underde-
veloped couuntries. Therefore it is unlikely that modern tech-
nology can be sucessfully absorbed unless social and economic
institutions in underdevsloped countries undergo radical changes.
In other words, underdeveloped countries should introduce gra--
dual improvements in technology, keepirg step with gradual
changes in Their social structures.

The superiority of capital-intensive technigue

(a) Productivity, rate of investmen®t and employment

From what has been mentioned above it is clear that The
main argument in favour of labour—intensive technique in undezr~
developed countries is based on ccensiderstions relating mainly
to existing factor-proporfions; given exigting conditions where
labour 1s relatively abundant and capital is relatively scarce,
tne only form of investments that is appropriate to the exis-
bing factor-proportions and secures a high level of employment
is that form which is labour - using and capital-saving.
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This basic argument in favour of labour-intensgive
technique seems invalid; for it is based on static considera-
tionsy 1t may be appropriate to conditvions already existing
at a certain time, yet it i1s nov suitable as a basis for
change and development., The choice of fTechnology should be
determined in the light of other particular consideravions
relating mainly to the planned rate of investment, and not %o
the existing factor-proportions. This is clearly expresed by
il o Dobbl) as follows: "... the choice between more or less
capital—intensive forms of investment has nothing to do with
existing Tactor-proportions, which are commonly asserted to
govern sucih a choice. It depends, not on the existing ratio
of available labour to capital ..., but on precisely the same
considerations as these which determine the chioice between a
high and low rate of investmwent ... namely the imporvance To
be attached To raising consumption in the immediate future
compared with the potential increase of consumption in the moxe
distant future which a particular rate of investment and form
of investment will make pdssible., In other words, the same
grounds which would justify a high rate of investment ... wou.Ld
justify also a high degree of capital intensity in the choice

of invegtment-forms; and vice versa'.

Low rates of invegtment in underdevelioped countries is
the most crucial factor leading to their stagnation and eco-
nomic.backwardness. This prevalence of low rates of low rates
of invegtment is due, among other factors, to The fact that
the techniques adopted in these countries are gso primitive and
snefficient tHat, production is Jjust sufficient to meet the
minimum requirements of consumption, leaving oniy a very small
and negligible surplus available for investment purposes. 1%

1) maurice Dobb, '"On Economic Theory and BSocialism™, Routledge
& Kegan Paul IID., London 1956. p. 149,
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should be emphasized here that the rate of investment is not
indenendent of the Technigues which are adcpted; as can be

suown from the following analysis.

The pace of economic development depends, among obher
factors, upon the rate of investment, The rate of investment
should be directed mainly to the cxpansion of producers!' goods
industries 1f The pace of development is To be stepped up and
the process of growth is to be seli-sustained, The expansion
of the producers' goods sector implies an increase in the numiex
of workers employed in vhis sector., This increase number of
workers has To be malntalned by a larger surplus arising in tihe
consumers' goods sector, Through enlarging the gap between the
production level and the consumption requirements in ths con—

L)

sumers' goods sector. ” To widen this gap simulbtaneously with-
out any reductbion in the level of consumption amohg those wio
are employed 1n The consumers' goods sector, vanderdeveloped
countries should change over, from primitive and labour-—in~
tengive technique to advanced and capltal-intensive technigue
in the consumers' goods sector, It is only through the maxi-~
nizaticn of bthe capital-labour ratio that labour productlivity
can be raised; and consequently the gap between production and
consumption in the consumers! goods sector 1s enlarged? Thus
the surplus available for investment in producers' goods sector
1s augmented,

In this respect, I should not forget to stress: the fact
that capital-intensive technique should be adopted, not only
in The consumers' goods sector as outlined above,. But‘also in
the producers?® goods sector. It goes without saying that therc
is hardly any capital good “hat can be produced by labour-

lj C.Bettelheim, "Studies in Theory of Planning', Asia Publi-
shing House, London, L1959, pP. 297



intensive methods. In fact The technique required to producs,
fTor instanrce a tractor or any other similar equipment, leave
relatively 1little room for choice between capital-intensive
and labcur—intensgive techniques.

From what has been mentioned above, it becomes clear
that it 1s more vital and appropriate for underdeveloped
countries, when new lavesitments take place, To introduce
advanced technicues which will create the possibilities of
increasing The rate of 1lavestment, evsn if the number of worit-
erg employed by these techniques will be smaller, at the bsg-
ining, than the number of workersg who would be employed if
primitive and labour-intensive techniques are adopted. The

introduction of capital-intensive technigue creates the

T
ditions unecessary for e£conomic pProgress; every use o Ca
al-intensive technicue Turnishes the basis for further te-

chnical advaice.

As regards the employmentc situvaticn, the introduction’
of caoltal-ingensive technigue will lead in The lorg run,
through enlarging the surplus avellable for invesgtmenbt pur-
poses,'to an increase 1n new employment opportunitieg greaber
than whould be the case if labour-intengive technique ig
adopted, which would generate less surplus available for in-
vestment purposes, and consequently less new employment op-—
portunities. In other words, over a longer-period increases
in oroductivity — Thorugh fThe introduction of capital-intain-
sive Technigue — and in emnloyment are cleosely interrelated.
Even in the ghort-run, some capital-intensive projects might
contribute indirectly and immediately to the promotion of em-
ployment;the economies resulting from the esbtablishment of
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such projects might lead tc an immediate increasce in employ-

ment opportunities in other acvivities,

(b) Modern technology snd inexperienced labour and management

It has sometimes been found that unskilled an inex-
perienced latour can be used effecltively and eccncitically
only if capital-intensive tecanigue is introduced. Unskilled
Tabour is likely tc operate better in processes and cperations
performed. by machines. In This respect Hirschmanl states"” ...
machine-paced operations provide for steadiness of vace and
regular brief rest periods which the inexperienced self-paced

worker has difficulty in observing'.

Also, modern techuology helps to enhence the efficiency
of management in which most underdevelcped countries are ser—
iously deficient. Poor management creates managerial and
adninigtrative difficulties which adVeréely affect labour pro--
ductivity; while high level efTficient mansasgement helps tTo railse
labour productivity. As Hirscoman, refering to this issue,
states "By predetermining to a coisiderable extent what is To
be done where and at what point of time, the machines and the
mechanical o chemical processes vhey perform reduce these
difficulties immeasurably in comparison with a situation where
work schedules depend exclusively on the convergence and co-
crdinaticn. of many human wills and actlons',

From what has been menticned above, the superiority
of capital-intensive to labcur-intengive tecnnigue as to the

1) Alberv O.Hirschman, "The Strabtegy of Econcmic Develcpment',
New Haven: Yale University Press, 1959, p. 145,

2) Tbid., op. 146-7,
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pace of development in underdeveloped countries becomes quite
evident., It seems quite lilegitimate tc underrate the stri-
king advantages of capital-intensive technigue, particulary
its effect on speeding up the low rate of investment in under-
developed countries, while overralting the argument based on
considerations relating mainly to existing Ffactor-proportions
to justify the suitability of labour—inteusive technique to
the preveiling conditions in underdevéloped countries. The
significance of a certaln project should not be viewed and
considered only in the light of its capacity to absorb labour;
many projects of the highest priority and utmost importance to
the progress of backward cconomies are by nafure capital-in-
tensive?l
Those favouring labour-intensive technique argue that one

of the reasons Jjustifying the suitability of this technique

to underdeveloped countries conditions is that abundant la-
bour in these eountries is cheap. This argument also seems

unsound. Abundant labour might not be cheap; because of low
wages; unskilled abundant labour suffers from mal nutrition
and physical weakness; hence lower efficiency and lower pro-
ductivity result. Accordingly, labour-intensive technique
might be costly in comparison with capital-intensive tech-

nique.

Futtnermore, abundance of labour in underdeveloped
countries may be only a temporarily prevalling factor preced-
ing the realization of the development plan. During the exe-
cution period'of the plan, labour may become a relatively
scarce factor instead of being a relatively abundant factor.

1) A.H.Hanson, ﬁPublic Enterprise & Economic Development',
Routledge & Kegan Paul ITD., Lendon, 1959, p. 99. '
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From the historical point of view, the history of eco-
nomic development demonstrates that the. introduction of ad-
vanced technology in backward economieg has always contributed
to a high speed of development, Industrialization always
seems the more progressive, the greater the dependence upon
capital—-intensive technique. As the Pakistan planners, in
this respect, say ”the'history of economic development shows
that improved Tecnniques, while causing immediate disturbance
to employment, having contriouted To expanded production, con—
sunption and employment. Progress, indeed, would be incon-
ceivable without them.

Conclusions:

Having stressed The superiority of caplltal-intengive
to labour-intensive technique, a word concerning the relation
between the two technigues in underdeveloped countries should
be mentiocned, | ‘

As regards producers'! goods industries There is little
room for labour-intensive technique; these industries are
by nature capital-intensive investments as menticned before.,
As to consumers! goods industries, capital-intensive techrigusz
should be introduced so as to enlarge, as has been mentioned
before, the surplus available for iavestment purposes; yevu
labour-intensive technigue can be usged in certain industries,
for‘instance, in industries producing fancy and ornamental
goods. In construction activities the chance for labour-in-
tensive technique 1s much greater,

As regards agriculture we should differentiate between
underpopulated and overpopulated countries. As to underpop-—
ulated countries, capital-intensive techmnique should be

1)Ibida., p. 100,
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introduced in both the initial and later stages of develop—
ment, S0 as to railse and promote productivity per worker in
agriculture, and to transfer as much as. possible rural workers
to industry and construction activities,

But as to overpopulated countries, the éxistenoe of the
acute problem of unemployment, open and disgused, is a con-
sideration which should receive its due weight. At initial
stages of development, when the obJective in agriculture is
to raise productivity per acre, and when the industrial sec-
tor has not yet substaantially developed, labour-intensive
technique should be adopted in agriculture. Alsoc it is de-
sirgble, at initial stages of development, that small scale
and cottage industries should be encouraged to absorb the
excess rural workers. Then at later stages of development
when industry becomes blg enough o absorb the excess rural
workers, and when the objective in agriculture is to raise
productivity per worker, capital-intensive technique should
be introduced in agriculture. ‘

In conclusion, broadly speaking, underdeveloped countries
should not adopt labour-intensive technique simply because it
creates jobse This inefficient technique will not contrib-
ute positively to the solution of the problem of unemployment
in underdeveloped countries. Unemployment could be solved
onlyéthrough the embarking upon huge developmental plans.
Through economic planning, unemployment is likely ©to be turned
into a labour shortageé Therefore, underdevelcoped countries
should introduce the most advanced technique so as to attain
higher levels of productivity in a sustained manner. Yet at
the same time it is advisable To establish small scale and
cotbage industries so as Lo absorb unemployed lzbour Tor a

temphrgrzr Tranaiftinn narind,



