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The Southeast Asian colonial-type economy has 

received considerable attention in literature written by eco­

nomists, historians and other social scientists.' This litera­

to a number of common characteristics that 
ture points 

a more or less unique situa­basis for describingprovide a 
tion as the Southeast Asian economy. 

countries experienced a signifi-All Southeast Asian 
similar structuralforeign impact, resulting in roughlycant 

in their economies. By the eve of
and functional patterns 

War II, all had an essentially dualistic economicWorld 
large, relatively stagnant, traditional agricul­structure: a 

tural sector contrasting sharply with a superimposed export­
activitiesThe foreign-dominated exportoriented sector. 

in which investment and
produced a dynamic enclave 

was primarily gearedgrowth occurred, but this expansion 
in foreign markets and their inducements to

to conditions 
Hence,foreign investment in the Southeast Asian economy. 

in these econo­whatever economic excitement took place 

mies was limited to the export sector. By and large, how­

*This paper is a product of a research project financed by the Agency 
responsibility for all views pres.

for International Development. However, 

ented in the article is assumed solely by the authors.
 

'E.g., Furnivall, Myint, Higgins, Boeke.
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201 PAAUW AND FEI: DEVELOPMENT STRATEGIES 

ever, expansion in this sector failed to spark a growth res­
ponse in the traditional economy, although in some cases
there were induced effects around the fringes of the massive
agricultural sector. Yet the growth of the export sectorproceeded rapidly as foreign factors of production - capital 
as well as labor and entrepreneurship - flowed in so that 
ratios of exports to total product rose consistently. By the
end of the 1920's, all Southeast Asian economies showed
high export ratios, in some cases the highest achieved by
colonial, underdeveloped countries. For these reasons, we
view Southeast Asian economies during the colonial period 
as export-dominatedgrowth economies. 

These well known characteristics mark off Southeast 
Asian economies as a particular type, contrasting withother less-developed economies. They also provide a founda­
tion for a more satisfactory understanding of the growth
process by developing a framework for more suitably for­
mulating the laws of growth of the Southeast Asian type
economy. From this framework insights to better guide de­
velopment planning may be evolved. 
in 

These remarks pointthe direction of the subject of major concern in this
 
paper, the use of typology to facilitate the classification of
 
growth theory and planning methodology.
 

For our purposes the typology approach is defined as a
framework of analysis incorporating essential components
of an economy and measurable resource flows among thecomponent parts; from which the functioning of the econo­
my as a whole, patterns of growth and specific structural
characteristics can be identified. In the first section we dis­
cuss the general methodological issue raised by this ap­
proach. We then proceed to build this framework for analy­
sis of Southeast Asian economies. Finally, examine awe
few of the implications of the analysis for development stra­
tegy and planning. 
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APPROACH: METHODOLOGICALI. 	 TYPOLOGY 

CONSIDERATIONS 

In recent years it has become increasingly recognized 

that there should not be one growth theory or one planning 

methodology of universal applicability. The present writers 

believe that it is more realistic to think in terms of typo­

logy, both for formulating growth theories and for devising 

and selecting developing planning methods appropriate to 

different types of economies. Indeed, the notion that it is 
as a type wasuseful to think of Southeast Asian economies 

implicit in the Honolulu Conference on Economic Planning 

in Southeast Asia. 

Prodigious research effort in economic development has 

focussed on devising strategies and policies for stimulating 

growth in less-developed countries. In this continuing 
search for effective ways to promote growth, the more diffi­

cult issue continues to be identifying critical problems to be 

tackled. For, providing significant problems are defined 

first, it is not difficult to develop methods or planning 

models to solve the particular problems. It is here that 

growth theory is relevant. Only in the context of a growth 

theory appropriate to a particular type of economy can the 

major obstacles to growth be uncovered and the paramount 
planning problems identified and formulated. 

Literature on less-developed countries is rich in social, 
political and economic characteristics describing societies 
of 	particular types. These characteristics usually have been 

derived from inductive analysis. There is a need to refor­

mulate and classify these characteristics through econo­

mic analysis, so that their operational significance to the de­

velopment planner will stand out clearly. If analysis of this 

kind is to be fruitful, however, it is necessary that atten­

tion be paid to all of the essential features of the totality of 

the 	growth process rather than to some particular facet. 
Hence, an aggregate method of economic analysis is needed 
for this task. 
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This approach to the growth problem begins with an
identification of the basic sectors of the less-developed 
nomy, such as 

eco­
the industrial sector, the agricultural sector,

and the export sector. The next step involves tracing im­
portant intersectoral relationships of two types: (1) the
static pattern of intersectoral resource allocation, and (2)
intersectoral transfer of factors of production such as capi­
tal and labor. Finally, it is important to trace out the
changing patterns of these intersectoral relationships in along-run historical perspective. This is true because the so­
called dynamics or rules of growth of less-developed econo­
mies are mainly reflected in the changing patterns of re­
source utilization among these sectors through time. Theseideas will be illustrated below in our analysis of the South­
east Asian type economy. 

To be useful for planning and growth theory typology,
the number of sectors identified in this way should be nei­
ther too large nor too small. Economists are now able to
handle a large number of small sectors provided the rela­
tions between these sectors are symmetrical and homoge­
neous. This is exemplified by the input-output approach.
It is also possible to give a rather intensive treatment to the
growth process using one or at most two sectors at the 
aggregate level. However, for typology of growth theory
and planning methodology, it is most useful to work with
approximately four or five sectors. In contrast to the input­
output approach, this number of sectors is small enough
to allow treating asymmetrical relationships among sectors,
and it is only through the identification of such asymme­
trical relationships that we can contrast economies of dif­ferent types. However, formulating the problem in terms
of four or five sectors produces enough complexity so that 
a variety of approaches are needed to explore the problem
fully. There is room for rigorous mathematical analysis
well as for more 

as 
qualitative historical and institutional ana­

lysis. 
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ASIANII. 	 FRAMEWORK FOR ANALYZING SOUTHEAST 

ECONOMIES 

Following the approach outlined above, we begin by 
identifying the major sectors of the economy. Four basic 
sectors are employed to give us a synoptic view of the 
Southeast Asian type economy: (1) the traditional agricul­
tural sector; (2) the export sector; (3) the commercial 
services sector; and (4) the foreign sector. The traditional 
agricultural sector represents labor-intensive modes of 
production concentrated on food crops for subsistence of the 
sector's population itself. In the early stages this sector is 
largely self-contained, but eventually it is drawn into ex­
change with other sectors. The export sector is concerned 
with production of goods for export, with foreign factors of 
production playing an important role in initiating and pro­
moting this activity. The commercial service sector is or­
iented toward export activities; it provides the services re­
quired for mobilizing and marketing export products. The 
/oreign sector represents the foreign source of the domes­
tic economy's trade and investment relationships. 

To describe the operation of the economy we trace the 
pattern of commodity flows, primary factor flows, and finan­
cial (savings and investment) flows among these sectors. 
Despite the similarities among Southeast Asian export-do­
minated-growth economies, two rather distinct sub-types 
can be identified for the historical (i.e., pre-World War II) 
period. For easy reference, these are termed Model I, the 
monomorphic production sector model, and Model II, the 
multiple production sector model. 

The distinguishing characteristic of Model I, (the mo­
nomorphic production sector model) is that export produc­
tion continued to emphasize traditional, labor-intensive 
methods applied to an indigenous crop - rice being the out­
standing example in Southeast Asia. In the case of Model 
II (the multiple production sector model), export production 
was associated with capital-intensive methods introduced 
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from abroad. Most commonly these were applied to products 

which were also implanted from abroad - rubber and sugar 
in Southeast Asian

representing two important examples 
than agricultural,history. Exploitation of mineral, rather 

tin and petroleum) may be consi­
resources for export (e.g., 

second case. We discuss these
dered as a variant of the 

two cases in turn emphasizing the historical pattern of their 

growth and development. 

SECTORA. 	 MODEL I: MONOMORPHIC PRODUCTION 


Asian countries in

This model represents Southeast 

to be the do­
which a traditional agricultural product came 


minant export, and exemplified historically by rice exports
 

Since a new sector producing
from Burma and Thailand.2 

on to the economy, we 
export products was not grafted 

economic sectors: the productionwork with three basic 
the sector. The 

sector, the foreign sector, and service 

service sector here plays the important role of handling the 

its function consisted of collecting, pro­
economy's exports; 

The origin of
cessing and marketing the product 	 abroad. 

be concentrated exclu­
commodity production continues to 

sively in the traditional agricultural sector, and a superim­
does not emerge. The serv­

posed export production sector 
tend to be limited to providing mid­

ice sector's functions 
dleman-type services for moving abroad goods originating in 

Hence we do not cons­
the monomorphic production sector. 

independent productiontrue the service sector to be an 

sector for purposes of our analysis. 

The national income accounting system shown in Dia­
monomor­gram I pictures the basic economic flows in the 

phic model. The three basic sectors in this economy (agri­

"of the average annual production of 4.9 million tons before 
2 In Burma, 

million tons [of rice] was exported." Jonathan V. 	 Levin,
the war, about 2.9 

Their Patlern ol Developm'et in Hlistoriod Perspective
"rbeExport Economies: 

1960), pp. 206-7. In Thailand, exports of rice ac­
(Cambridge, Massachusetts, 

of total exports consistently between 1870 and 
counted for about 70 per cent 

in the late 1930's. See James C. Ingram, lico­
1929, falling to about 55 per cent 
nouic Change in Thailand Since 1850 (Stanford, 	 California, 1954), Table VIII, 

P. 94. 
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culture, service and foreign) are represented by the five 
circles; the agricultural sector and the service sector each have 
two circles of activity - the top representing production 
activities, the bottom representing income disposition by the 
households. 

Beginning with the agricultural sector, the dominant 
part of productive activity, there are three components of 
demand for output: consumption demand by agricultural 
households (C') and by service households (C"), as well as 
export demand (E). One part of the total income received 
by agricultural producers (Y) is spent to purchase the "'out­
put" (x) produced by the Service sector. This output re­
sembles an intermediary productive factor. Hence, expan­
sion of the service sector depends on the growth of demand 
for agricultural output. 

Another part of agricultural producers' income is paid 
to the agricultural households in return for supplies of pri­
mary factors of production (V'). This in turn represents in­
come to the agricultural households, spent either as pay­
ments for consumption of agricultural goods (C') or imports 
(M'). Similarly, the income generated by payments to the 
service sector (V" = x) is disbursed by service households 
for agricultural consumption goods (C") and for imports 
(M"). Unlike agricultural households, however, a part of 
this income is also devoted to savings (S). 

Finally, in the foreign sector, we see recorded total ex­
ports (E), imports (M = M' + M"), and an export surplus 
equal to the difference between exports and imports. Look­
ing at the entire accounting system pictured, savings (S) and 
the export surplus (B) are the two capital account items; 
and they are of primary significance for development. As 
defined in this model, they are equal, i.e., S = B. 

The diagram emphasizes the asymmetrical structure of 
relationships among the sectors. From the production as­
pect, we see that the service sector is dependent on the agri­
cultural sector, while from the viewpoint of profit genera­
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tion, it is apparent that the economy's entire savings fund 

to the foreign operators of the colonial service sector. 
accrues 
Hence, expansion or contraction of the system through time 

depends entirely upon the behavior of foreigners. 

To analyze the dynamics of growth in the monomorphic 

production economy, it is useful to distinguish two phases in 
and an activethe economy's life cycle, a stagnant phase 

this analysis lies in the different rolesphase. The key to 
two phases by the two capital accountingplayed in the 

items, savings and the export surplus. Thus, these two items 

are central to the analysis of growth in the monomorphic 

economy. 

Stagnant Phase 

Growth of the monomorphic economy is dominated by 

conditions prevailing in the export market. The primary 

characteristic of the stagnant phase is that the export de-
Since the produc­mand (E) continues at a constant level. 

linked totive capacity of the service sector (x) is directly 

export supply (E), there is no need to expand the capacity of 

the service sector through reinvestment of the sector's pro­

fit, i.e., savings (S). 

Since savings (S) generated in the service sector accrue 

mainly to foreign entrepreneurs as profit and there are no 

profitable investment outlets within the economy during this 

phase, savings flow abroad as profit transfers. This is made 

possible by the existence of an export surplus (B). As shown 

in Diagram I, the magnitudes of the export surplus (B) and 

savings generated in the service sector (S) are the same, 

making possible the profit transfer.3 

'To demonstrate empirical evidence for this argument, we cite Levin, op. 

cit., p. 215: "In the years between 1928 and 1940, Burma's merchandise imports 
between 38 and 55 per cent of merchandise e:xrorts. MlItorc.amounted to only 

rice trade profits remaining in Burma - according to the over, of the prewar 
U Nu in 1948 - little was devoted to invest­statements of Prime Minister 

ment and a great deal to consumption of primarily imported luxuries." For 
surplus

Thailand we have Ingram's statements: "Thailand has had an export 
1850. One reason for Thailand's persistent ex­

in commodity trade ever since 
port surplus is that foreigners receive a considerable portion of the export pro­
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From the point of view of the less-developed economy, 
a major disadvantage of this colonial-type arrangement is 
the absence of a direct link between the domestically gen­
erated savings fund (S) and expansion of productive capa­
city within the economy. Indeed, when export demand is 
not growing, the savings fund generated automatically flows 
outward to finance real capital accumulation in the metro­
politan country. 

The Active Phase 

The growth dynamics of a monomorphic, export-orient­
ed economy, as we have seen, are responsive only to external 
stimuli. If the production structure is to change or grow, 
in the Schumpeterian sense of "new combinations", the im­
petus must come from abroad. Hence entrepreneurship is a 
function reserved to foreigners, and when expressed it ope­
rates through the service sector. 

The active phase is begun by an increase or an antici.. 
pated increase in export demand for the product of the mo­
nomorphic production sector. In expectation of increased 
profits, the service sector - the only source of domestic sav­
ing - begins to undertake new investment in this sector. 
This occurs as this sector begins to shift its savings to fi­
nance this domestic investment rather than transferring 
them to the metropolitan country as in the stagnant phase. 

Since domestic savings were previously matched by the 
export surplus, there is no balance of payments problem even 
if all investment expenditures require foreign exchange. In 
the case where new investment does not exceed domestic 
saving, therefore, the previous export surplus is adequate to 
provide both the savings and foreign exchange requirements 
of investment. Where new investment demand exceeds the 
current savings of the service sector, new foreign capital is 

ceeds and choose to dispose of a good share of it by remittances in the form 
of interest, dividends and personal remittances." ... Ingram, op. cit., pp. 203 
and 204. 
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brought in by the foreign entrepreneurs who operate the 

the service sector. 

The result of this new domestic investment activity is 

the expansion of export capacity. This means, first, an ex­

pansion of the export-servicing functions within the service 
for handling asector itself.' Additional facilities required 

greater volume of the export product are developed, taking 

the form, for example, of more (or better) rice mills, new 

roads or railroads, additional transport equipment as wyell 

as more clerks and an increased supply of commercial ca­

pital. Secondly, the service sector takes the initiative in ex­

panding productive capacity in the monomorphic agricultural 

sector itself. This comes about through investment to in­

crease the supply of land through building irrigation facili­

ties, forest clearing, drainage operations and similar land­

increasing activities. Given the pressure of population on 

previous utilized land, surplus labor moves on to the "new" 
land to expand output of the export crop. The service sector 

then moves aggressively to mobilize the increments in out­
put for export. 

Eventually, the growing supply of exports meets the 

new demand and the volume of exports levels off at the new, 
higher rate. New investment is no longer needed and if for­

eign investment was occurring in this phase, it returns to 
zero. Equally significant, domestic savings from the service 

sector are again transferred abroad as the export surplus 

'Levin cites six types of participants in Burmese rice export operations: 
"(I) the Burmese cultivators, (2) the Indian moneylenders who financed them, 
(3) the middlemen who bought the rice. (4) the millers in the ports of Burma, 
(5) the shipowners, and (6) the fine millers in London who cleaned the cargo 
rice." He adds: "The commercial side of the industry - the financing, inter­
mediate trading, milling and exporting was predominantly in the hands of In­
dians, Chinese and Europeans." Levin, op. cit., p. 211 and pp. 214-5. 

is described as follows hy Ingram: "With the developmentThe Thai ease 
of an exchange econonw, important new functions had to be performed ­
namely, the functions of taking the farmer's produce from him, transporting 
it to the seaports, selling it to foreign buyers, and then buying other goods 
to take back to the farmers. These middleman functions were performed by 
the Chinese ... Western merchants participate in these activities, especially

Theat the wholesale levels, but the Chinese were by far the most numerous. 

Thai participated hardly at all." Ingram, op. cit., p. 37.
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re-appears in the balance of payments. The economy has re­
turned to the stagnant phase. 

Long-run Grovth Characteristics 

We now inquire into the long-run growth characteristics 
of the monomorphic economy, whose life-cycle alternates 
between these stagnant and active phases. In this long-run 
perspective, it might appear that this colonial-type arrange­
ment involves some advantages to the colony. Savings for in­
vestment to expand exports in response to increased de­
mand are supplied by foreign entrepreneurs. Similarly, for­
eign exchange is automatically made available for purchase 
of real investment goods from abroad in the active phase. 
Foreigners also provide the entrepreneurship, the labor skill, 
the processing know-how for export operations, as well as 
ready foreign markets for the export crop. 

In spite of these apparent short-run advantages, how­
ever, the monomorphic economy exhibits a long-run trend 
toward stagnation. Super-imposed upon this trend are pe­
riodic bursts of development activity restricted to the service 
sector and responding to external stimuli. This course of 
events produces no change in the economys productive 
structure or its productivity. There is no opportunity for 
improvement of human skills. Hence, the economy cannot 
generate a built-in forward thrust. Neither the quality of 
its labor force nor the material agents with which labor 
works can be enhanced. Moreover, the monomorphic econo­
my continues to be open to the outside world, but under 
the special condition in which a foreign-dominated export 
enclave lies at the heart of what development activity oc­
curs. In this pattern of cooperation with the metropolitan 
country, the monomorphic economy cannot escape from the 
constraint of its specialization in the production and export 
of raw material-specific commodities. 

The nature of the monomorphic economy's stagnation 
requires elaboration. The agricultural sector, it should be re­
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membered, is the center of gravity in the domestic economy, 

producing virtually all of the economy's output and holding 

almost all of the indigenqus population. Yet the periodic de­

velopment thrust is confined to the foreign-oriented enclave 
Growth of export capacitywe describe as the service sector. 

does not generate spread effects to the agricultural sector. 

Hence, there is no mechanism to induce changes in this sec­

tor's techniques of production. Moreover, there are no long­

run changes in the land-labor ratio, in the allocation of land 
or in the con­between subsistence and export production 

sumption standards of the indigenous population, over­

whelmingly located in the agricultural sector . 

The paradox of a dynamic service sector activated by 

foreign stimuli continuing side by side with a stagnant and 

massive agricultural sector requires investigation. In the 

long run, the production structure in the agricultural sector 

is determined by the basic forces of population growth and 
The nub of the long-run stagnationthe availability of land. 

argument lies in the so-called quasi-equilibrium thesis. Ap­

plied to the situation discussed here, the thesis suggests that 

temporary stimulation of agricultural production, resulting 

from changes in export demand, automatically sets in force 

reactions causing the sector to revert to its original stag­

nant nature. These forces relate to the way in which po­
pulation growth and changes in the supply of land interact. 

In the stagnant phase, we envisage a given ratio be­

tween subsistence and export production in a typical farm 

household, working a given acreage of land. During the ac­

tive phase, the service sector's new investment adds to the 
land resources and the typical household's acreage is in­

creased. The system is operated to induce an increase in 
production of exports of a commodity which is also a staple 

food product; hence, the ratio of subsistence production to 

export production falls at this point. However, population 

growth continues and in fact accelerates as a result of im­
provements associated with foreign imports, which reach 
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the agricultural sector in exchange for exports. Population 

growth requires expansion of subsistence production, so 

that eventually the old ratio between subsistence and ex­

ports is restored, though at a higher level of output for the 

economy as a whole. In this process, it is likely that popu­

lation growth will exert pressures on export supplies. Hence, 

further increases in export demand induce repetition of the 

process. There is considerable evidence in Southeast Asian 

economic history suggesting that some colonial governments 

were led to establish increasingly strong controls to prevent 

population growth from negating the effects of new invest­

ment on raising exports. We note that this is a special prob­

lem in the case of a monomorphic food export economy. 

All of this implies that the classical scarcity of land is 

indeed the limiting factor to expansion of the agricultural 
bysector. Temporary relief from this limit is provided 

service sector investment to increase land supply. As po­

pulation growth persists, however, these new land resources 

are taken up by the growing labor supply, and disguised un­
re­employment begins to appear. The stage is then set for 

petition of this horizontal expansion process, set in motion 

if and only if export demand again rises. 

B. MODEL II: MULTIPLE PRODUCTION SECTOR 

This model describes the essence of Southeast Asian eco­

dominant share of exports originatednomies in which the 
tofrom a colonial-type export sector producing goods alien 

the indigenous economy. In addition to the three sectors of 

Model I, therefore, this model includes a primary-producing 

export sector. Historically, Indonesia and Malaya represent 

Southeast Asian examples. 

The primary-producing export sector is unique in many 

ways. Its origin and basic stimulus are external to the do­
sector ismestic economy. At the outset, the ;new export 

built up through the introduction of new, foreign methods 

to produce a good for export. In this stage, the growth of 
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the primary-producing sector (exclusively owned and ope­
rated by foreigners) depends on the inflow of foreign fac­
tors of production. Plantation agriculture (which is typical
of this pattern), for example, required an inflow of foreign 
capital to introduce a new export commodity produced by
large-scale, capital-intensive methods of production; capital
inflow was accompanied by the inflow of human factors to 
provide managers, technical skills and even unskilled labor 
through immigration. Hence we find the excitement char­
acterizing a dynamic sector confined to primary-production
for export and closely associated with the injection of all the 
critical factors from external sources. 

As time goes on, we may find, in the case of agricul­
tural products such as rubber, that the foreign-stimulated 
sector spills over to generate a response from the indigenous 
economy. As the primary-producing sector expands, it begins 
to draw on the large domestic supply of unskilled labor, and 
commercialization begins to take place around the fringes
of the traditional subsistence sector. If and when it becomes 
apparent that producing the new product offers economic 
advantages over traditional agriculture, a demonstration ef­
fect gradually induces domestic smallholders to enter the 
primary-producing export sector. They employ indigenous 
factors (land and labor) either for suppying middlemen 
(e.g., rubber) or to supply foreign processing firms (e.g., su­
gar. Historically, these spread effects eventually produced 
relatively large-scale participation of smallholders in some 
Southeast Asian economies, e.g., Indonesia and Malaya. 

Nevertheless, the essence of the dynamics of an econo­
my of this type continues to exist in foreign-dominated ac­
tivity in the primary-producing sector. Attracted by profit
opportunities on the world market, the sector is developed
by an inflow of foreign capital accompanied by the comple­
mentary inflows of (oreign management, foreign technical 
skills and immigrant labor. At this stage, the flows are ex­
clusively inward. Eventually, however, exports are generated 
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and experience a period of rapid growth; new investment 

tapers off although human flows may accelerate. We now 
find an export surplus being generated; in the pure case 
this surplus is used to finance profit transfers on the original 

investment, and foreign remittances of the immigrant hu­
man factors. If, however, the export sector is to be expand­
ed or if new export commodities are to be introduced, a 
part of the export surplus will be used as re-investment to 
further develop this key sector. This process, although en­
larging the developmental resources available to the econo­
my, either diverts these resources abroad or channels them 

back to the dynamic enclave. The other sectors are left re­
latively untouched, although the service sector grows more 
or less proportionately in response to the basic thrust ema­

nating from the export sector. Service occupations, however, 
tended to be filled by immigrants rather than indigenous 
population in the history of Southeast Asian economies of 
this type. 

The second dynamic aspect in this model comes into 
play as the primary-producing export sector begins to pe­

netrate into the domestic economy in search of labor or ad­

ditional sources of supply of the raw product for export. 
While this penetration is clearly beneficial in terms of gene­
rating a modicum of local participation in new activities and 

providing somewhat higher income opportunities than tra­

ditional agriculture, it does not have a thoroughgoing deve­
lopmental impact. The process fails to significantly trans­
form the economy since growth is still externally dominated, 
and the foreign-controlled service sector insulates domes­

tic export producers from opportunities for proceeding up 

the ladder to more profitable and specialized roles. 

In concluding this section, we compare and contrast the 
multiple production sector model with the monomorphic 

model previously discussed.' The major differences concern 

'Space does not permit presentation here of a detailed accounting analysis 
for Model I, although the authors have constructed such a system. 
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the structure of production and production techni­
ques. In the monomorphic economy, we noted that produc­
tion takes place only in the monomorphic agricultural sec­
tor and traditional labor-intensive techniques continue to 
be used. In the multiple production sector, on the other 
hand, there is, in addition, a superimposed capital-intensive 
sector in which Western techniques, previously alien to the 
economy, are employed. Secondly, the multiple production 
sector economy is more specialized in nature. Subsistence 
production is concentrated in the agricultural sector while 
production for export takes place in the capital-intensive 
export sector. We had noted in the case of the monomorphic 
economy that the same households produced for both do­
mestic subsistence and export. This immediately suggests 
that the multiple production sector is a considerably more 
complicated economy with more complex intersecto­
ral flows that we had traced out for the monomorphic eco­
nomy. Another important difference concerns the nature 
of the foreign impact itself. In the monomorphic case, we 
observed that foreign capital inflows are important to the 
expansion of agricultural output. In the case of the multiple 
production sector economy, foreign capital inflows must be 
accompanied by complementary factors if production is to 
occur in the capital-intensive export sector. The relationship 
between foreign capital inflows and production, therefore, 
is much more direct, not being channeled through the service 
sector as in the monomorphic case. 

Despite these profound differences, however, there 
are basic similarities. The multiple production sector econo­
my, like the monomorphic, is an export-dominated economy 
in which growth dynamics are dependent upon the foreign 
impact. Secondly, both are dualistic in nature, a large, stag­
nating subsistence sector contrasting with a small dynamic 
enclave. Thirdly, both are essentially operated as colonial 
systems to produce profit transfers outward rather than 
domestic savings to finance domestic investment. 



217PAAUW AND FEI: DEVELOPMENT STRATEGIES 

PLANNINGFOR DEVELOPMENTIII. 	 IMPLICATIONS 

with anThe previous discussion has been concerned 
of Southeastanalytical sketch of the economic nature the 

Asian type economy during the colonial 	period. It is appa­
common character­rent from this background that major 

the time theybe adduced for these countries atistics can 
began to emerge from colonial status after the second 

World War. Despite some differences between the mono­

morphic and the multiple production sector cases, these so­

cieties exhibited an external condition which we describe as 
natural 

an open economy, specializing in the production of 
trade. Similarly, inter­

resource-specific exports for world 


nally they possessed a markedly dualistic economy, showing
 

a stagnant, indigenous subsistence
sharp contrasts between 
sector and a dynamic, foreign-dominated export-oriented 

the latter aspect was re­
sector. In the monomorphic case, 

to ex­
flected in the commercialized service sector, catering 

multiple production sector case it 
port trade; while in the 

was centered in the export production, supported by the 

Planning for economic development must,service sector. 
the primary strategy of breaking

therefore, be based upon 
co­

the pattern of resource utilization inherited from this 

This broad policy may be termed as econo­
lonial situation. 

we examine briefly the analytical
mic decoionization, and 

content of this strategy in the remainder of this paper. 

be taken for granted that the objective 	of the 
It may 

strategy of economic decolonization is to raise real income 
The above analysis sug­

per capita in the domestic economy. 
of the structure of production

gests that diversification 
for achieving this objective, espe­

must be a major means 
where the structure of do­casecially for the monomorphic 

mestic production is left completely untouched by the colo­

nial impact. The transformation that must be undertaken to 

produce a viable, diversified economy from the situation in­

be briefly outlined by
the colonial past mayherited from 

traditionallyDomestic savings (S),
reference to Diagram I. 
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employed in the stagnant phase to transfer profits outward 
through an export surplus (B), must be redirected to finance 
the growth of new domestically-oriented industries. This 
source of savings and related foreign exchange resources 
may be augmented by curtailment of imports, especially 
the M" component which will be viewed as luxury imports 
in the austerity situation required to spark growth in the 
context of economic decolonization. Thus, the cardinal prin­
ciple in this transformation period will be the necessity to 
redirect and routinize the flow of domestically generated 
savings to the finance of domestic capital accumulation, 

avoiding their dissipation as capital outflows. 

We are formulating explicitly the development strategy 
appropriate to an ex-colonial, export-growth dominated eco­
nomy. Yet we note that a similar logic has been implicit in 

the policy measures adopted or mooted by Southeast Asian 
countries. The logic is reflected in import controls designed, 
for example, to curtail luxury imports and to encourage capi­
tal goods imports, in control of profit transfers and in con­
fiscation steps. Yet the adoption of such policies has no­

where produced a smooth and effective transition, and lack 
of progress has been reflected in growing frustration in 
Southeast Asian countries. There is need, therefore, for a 
better understanding of the fundamental problems involved. 
The underlying nature of the transformation must be better 
diagnosed, and development strategy and planning methods 
must be devised more rationally to accomplish the compre­
hensive task of economic decolonization. We hasten to add 

that these issues are by no means settled, implying an ur­
gent need for intensive research on these central problems 
of development strategy. In the paragraphs below we merely 

point to a few considerations suggested by the foregoing 

analysis, as applied to the current situation in Southeast 
Asia. 

First, it must be borne in mind that the colonial econo­

mic system was a going concern. It involved a complete 



219PAAUW AND FEI: DEVELOPMENT STRATEGIES 

package, representing both a consistent pattern for resource 
eco­utilization and a means of discharging all the essential 

the specifically co­nomic functions required for achieving 
lonial economic objectives. Foreign initiative and entre­

preneurship performed these critical functions. It was the 

foreigner, for example, who channeled the economy's sav­

ing to investment in response to profit opportunities, a link­

age possible because both savings and investment projects 

were under foreign control. It was foreign talent, too, which 

provided the financial intermediation for this linkage. Simi­

larly, the foreigner furnished the skills and techniques needed 

to transform the indigenous resources into commodities ap­

propriate for export markets. 

The first requisite of the decolonization strategy, 

therefore, is institutional reconstruction, to transfer from 

foreigners to domestic factors6 the capabilities to discharge 

the critical functions to operate the economy, albeit for ob­

jectives quite different from those built into colonial policy. 

Institutional decolonization requires that a class of indige­

nous human agents be identified and developed to operate 

institutions for performing the essential economic functions, 
and it is likely that considerable change will occur in these 

to the introduction ofinstitutions themselves, in response 

national economic goals. We emphasize that building a 

framework and supplying the domestic factors to per­new 
functions previously dis­form the important economic 


charged by foreigners is a comprehensive and difficult task.
 

Viewing this important strategy consideration in terms 

have discussed, it is immediately ap­of the two models we 
more complex and difficultparent that this task is much 

in the case of the multiple production sector economy. In 

this case, the colonial capital-intensive productive apparatus 

must be geared to the new national objectives. To avoid 

misunderstanding, it should be stated that this process need 
The im­not involve nationalization of foreign enterprise. 

and a similar line of argumentation.'Lcvin, op. cit., uses this apt term 
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portant prerequisite to break the growth inhibitions of the 
traditional pattern consists of inculcating among the human 
resources in the society the critical functions to launch an 
independent growth process. To accomplish this, opportu­
nities to acquire the needed talents must be increasingly dis­
persed beyond the foreign enclave, in which they were al­
most exclusively confined during the colonial period. This 
involves a wide range of specialized and sophisticated skills 
of managerial, technical and organizational types, to redi­
rect the critical capital flows, and this may imply the even 
more challenging task of national, rather than foreign ope­
ration of important industries. In the monomorphic case, by 
contrast, the institutional reconstruction process is exclu­
sively concerned with the service sector. Hence, the range 
of specialized skills needed to accomplish the transition by 
harnessing the critical sector to national development objec­
tives is more limited. 

The clear policy implication is that where colonialism 
has left a multiple production sector economy, gradualism 
in achieving institutional decolonization is particularly im­
portant to allow acquisition of the necessary human capa­
bilities. Abruptness and haste in this transition are likely to 
disturb the operation of the economy, and to throttle the 
historically lucrative export activities, affecting develop­
ment prospects adversely. This lesson seems to be reflected 
in the recent experience of Indonesia and Malaysia. In the 
former, where a quick, massive assault was made on the 
problem of institutional decolonization, the modern export 
sector has been seriously set back, while in Malaysia, where 
gradualism has been the policy, the export sector has con­
tinued to thrive. Even in Burma's monomorphic type eco­
nomy, excessive zeal to accomplish institutional decoloniza­
tion appears to have had unfortunate economic effects. It 
might be well to reiterate the importance of accomplishing 
these pervasive institutional changes if the domestic econo­
my is to escape from the self-sustaining pattern of stagna­
tion analyzed above. Hence, the temptation to press overly 
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ambitious changes in the nature of the system is quite un­
derstandable, particularly where colonialism involved unfa­
vorable psychological overtones. Our remarks are not meant 
to be a criticism of the implied political choices; we are ex­
clusively concerned with the economics of the problem. 

A second major strategy consideration following from 
our analysis concerns another central issue in development 
planning, that of allocation of iivestment funds among al­
ternative uses. Here, too, the newly independent country 
confronts a new problem, for which its colonial history did 
not adequately prepare the society. Under the colonial eco­
nomy, which we have discussed above, the investment allo­
cation problem was relatively simple, and, in any case, was 
handled by the foreign entrepreneur. Resources were chan­
neled to the existing industries or to the development of 
new industries in response to world market demand. In the 
new situation after decolonization, this guiding force is in­
adequate; and the problem of allocation must be raised as a 
conscious issue of national policy. 

Institutional decolonization itself has important implica­
tions for allocation of investment resources, in terms of so­
cial overhead requirements for a new type of society. How­
ever, we point to a much more fundamental problem which 
concerns the basic orientation of the Southeast Asian-type 

extenteconomy. The central question is the to which the 
economy should continue to follow the historical export 
orientation versus the alternative of being re-oriented to­
ward a national domestic market. From our earlier analy­
sis, we see that this issue has profound implications for the 
extent and rate of restructuring the basic nature of the co­
lonial-type economy. The resource, commodity and financial 
flows analyzed above must be drastically changed if one or 
another degree of re-orientation is embraced as national 
policy; Technically, this question relates to the direction of 
allocation of investment funds to promote the growth of 
new industries, that is, whether or not they will be prima­
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or export-diversificationrily impori-substitutiono oriented 
oriented.: -In terms of. overall development strategy, the ex­

treme choices may be posed as a dichotomy between an im­
or an export-diversifi­port-substitution, autarkic emphasis 

orientation.cation,- world economy 

* These extremes are approximated in Southeast Asia by 

the very different development strategies pursued by Indo­

nesia and :Malaysia' In the Indonesian-type development 

strategy, the fundamental logic of the approach to the pri­
a short-runmary-producing export sector involves 'its use as 

cushion in building a longer-run autarkic economy. The re­

provided by this sector, representing the traditionalsources 

export surplus, are viewed as a temporary source for financ­

ing the development of the emerging industrial sector. It 

is assumed that the society can devise means to capture 

and redirect these resources. This amounts to contracting 
time to feed the expansion of thethe export sector over 

is to be expandedindustrial sector. Industrial production 
to supply the domestic market, only incidentallyprimarily 

In other words, this strategy consists vir­for export, if at all. 

tually exclusively of import-substitution rather than export­

diversification or a combination of the two.
 

Contrasting sharply with the Indonesian approach, the 
an attempt to main­Malaysian-type strategy is essentially 

tain the vigor of the primary-producing export sector and 

major vehicle for the more gradual, long­to utilize it as a 
transformation of the economy toward domestically-or­run 

industry. Both export and import substitution areiented 
given emphasis as the industrial sector expands in response 

to foreign and domestic markets. The vigorous export sec­

tor is relied upon as the major source of industrial finance, 

while foreign investment is encouraged to play a strong 

supporting role. Hence the paramount policy problems con­
tothe particular combination of measures appropriatecern 

stimulate exports and foreign investment while also yield­

ing a substantial supply of resources for the domestic de­
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velopment program. Devices to.capture a surplus for this 
purpose must be used with caution to. avoid disincentive e& 
fects on the sector .which is serving as the. base to launch 
growth. 

We wish to add a word of caution to avoid erroneous 
conclusions from this comparison. The Indonesian economy 
possesses a sufficiently diverse resource base and its size is 
large enough to warrant emphasis on considerable self-suf­
ficiency in domestic industry rather than narrow speciali­
zation for the world market. The size of the Malaysian eco­
nomy, and its less diversified resource endowments, point in 
the opposite direction, toward a less diversified domestic in­
dustrial structure and more trade. Moreover, the relative 
long-run success of the two contrasting strategies cannot 
yet be predicted accurately. Both cases bear close observa­
tion in the future. 

A third major strategy consideration suggested by our 
earlier analysis concerns the central problem of dualism in 
the Southeast Asian type economy. As it has been fre­
quently formulated by economists, this has to do with the 
balanced growth thesis. The real issue here concerns the 
extent to which development planning will focus on indus­
try versus agriculture. Our earlier analysis has highlighted 

sec­the significance of the massive traditional agricultural 
tor, existing side by side with a dynamic foreign-dominated 
enclave oriented toward the outside world. The problem 
posed for development strategy is how to move the neglected 
agricultural sector off dead-center while simultaneously de­
veloping a nascent industrial sector. Economists are fami­
liar with some of the important aspects of this problem; 
such as transferring surplus labor from agriculture to in­
dustry and generating savings in the agricultural sector to 
finance industrial development. The deeper problem, how­

ever, involves raising agricultural productivity, given the 
predominant position of agriculture in an economy of this 
type. It should be remembered that the majority of the 
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population resides in the agricultural sector and a large 
share of total output comes from this sector. The problem in 
the Southeast Asian type economy is somewhat more complex 
than in other less-developed economies. The balanced growth 
issue is clearly tied up with the problem of export orient­
ation, posing a choice in terms of timing import-substitu­
tion vis-l-vis continued export-specialization, and similarly 
between continued reliance on export versus major reliance 
on the agricultural sector for providing savings for indus­
trial diversification. We note, for example, that in the case 
of less export-oriented economies, such as India and Pakis­
tan, no such choice is possible. In other words, while the 
balanced growth problem is critical for the large labor sur­
plus economies of the Indian type, in the Southeast Asian 
open economy the problem is complicated by alternative 
avenues to development which involve the export sector. 

Again, we contrast the Indonesian strategy with the 
Malaysian strategy to exemplify the complexity we have in 
mind. In the Indonesian autarkic type startegy, the role of 
the agricultural sector turns out to be crucial at an early 
stage of the new development strategy. The underlying 
logic of the process is to transfer resources from the prim­
ary-producing export sector to enable industry to absorb la­
bor from the large, stagnant subsistence sector. We note 
also that the export sector will tend to contract rapidly, 
becoming a decreasingly small source of savings. Finally, 
the growth of industrial output will require a growing do­
mestic market, to be found primarily in the agricultural 
sector. For all of these reasons, the problem of raising agri­
cultural productivity becomes the crux of this strategy 
very early in post-colonial experience. Agriculture must 
provide the new base to finance industrialization as exports 
inevitably wane, it must provide the additional food re­
quired for industrial workers, and it must provide a grow­
ing market for the domestically produced industrial goods 
by virtue of the domestic industrial sector's primacy in the 
strategy. 
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The attempt to shift the base so drastically from ex­

ports to domestic agriculture implies a radical new depart­

ure in the organization of the economy. Wide-scale efforts to 

diffuse both incentives and productivity-raising innovations 
meet with enoughto a large, conservative peasantry must 

to yield quick and substantial productivity gains. Itsuccess 
is significant to observe that this massive task must also 

be accomplished through application of a delicate balance of 

new popular incentives to raise productivity and mobilize a 

surplus; compulsory methods have failed conspicuously in 
to di-Southeast Asian countries that have sought to resort 

rect mobilization. 
In the case of the Malaysian export-oriented strategy, 

the need for an imminent attack upon the massive prob­

lem of agricultural productivity is at least temporarily de­

ferred. For some considerable period of time, this strategy 

seeks the source of development finance from an existing 
type of economic activity, i.e.,and traditionally lucrative 
raising general agricultural pro­exports. Progress toward 

ductivity, therefore, may 	be made at a relatively moderate 
is doing, and the rate of agricul­pace, as in fact Malaysia 

the society's gradually ex­tural change can be geared to 

panding administrative and technical capabilities.
 

This exercise leads us to 	believe that there is promise 

studying problems of growth theory and developmentin 
planning strategy by employing a typology approach. Few 

serious students of development would question the im­
con­portance of tailoring development programs more 

the central long-run problems3ciously to attack directly 
present modest studyconfronting individual societies. The 

points in this direction, but much additional work is needed 

to move from our level of generalization for the Southeast 

Asian type economy to more specific development planning 
as well as to examine other types of situations.implications 




