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S :.Yr~ I_and IMTJicatiols for Policy 

The recent conccrn over the economic development of less developed 

his generally been accompanied by reappraisals 6f the',theory
countries 

of w.orld specialization. This
of copar.,tive advantage and the pattern 

fact that the majority of the less developed countries
stemmed fro: the 

trade oriented, yet have
of the world have been traditionally highly 

the years.
achieved little progress in their material welfare over 

Strong reactionS and criticisms of trade arguments were thus invited, 

on the pattern of LDC's specialization in the production
and centered 

of primary Commodities,. 

The arguments qualifying free international trade policies for LDC's 

treated in the following pages may be categorized as: 1) Those generally 

to a pattern of perverse
attacking international trade as leading 

for less developed countries. Such arguments--often cast
specialization 

of the terms of trade of primary
in terms of the secular deterioration 

producers, the backwash effects of international trade, 
international
 

trade and dualism, and arguments relating to disguised unemployment-

have lost much ground in recent years. 

arguments that do not attack free international trade, per2) Other 

of real and monetary economic problemsse, but emphasize the presence 

as well as those that are social and political. They imply that an un

trade policy by LDC's is not optimal. Thesequalified pursuit of free 


cast terms analysis and rest on more
arguments are in of more dynamic 

They are more difficult to discredit than
practical considerations. 


the first group and have been the subject. of much recent debate. 



Apart from external forces that lie beyond LDC power to control, 

LDCts need to enhance their capacity to transform the structure of 

their economies, as well as to improve their ability to react favorably 

to external demand or price conditions. They need to increase mobility 

and improve communications within their economics, and to improve their 

administrative efficiency. Last, but perhaps of most importance, they 

need to recognize that any improvement in their economic effectiveness 

will. to a large extent depend upon the importance they assign to invest

ment in human capital in the form of education, health, and training. 

Arguments based on disgui.,;ed unemployment, pointing to the possibility 

of LDC's developing a coniparative advantagie in the production of specific 

manufactures, often depends tacitly on the extent of improvements in 

the education and skills of the work force. 



Con rjaratiw:e :vanta *e ve';P5 Bconomic Developlment. 

State of tho De1bate 

Ra"te Of Economic C prcth ot'cn the Developed and the Less 
The Divoli;'n. 

Iee.]~ rrned Countl-.". 

over the economic development of the underdevelcpedThe concern 

the end of World War IIrecent phcnomena. Sincecountrie!s is a rather 

of the developed countries
it has received widespread attention on the part 

developed countries.
and has become the iazjor preoccupation of the less 

Altlhuh the classical tradition offered theories relatirg to economic 

certain variables vhich they believed to be 
g-_-owth over timc, outlined 


worries over possible
growth, and expressedthe main determinaLs of 

time of the neoclassical economists, attention 
economic .-Cagnation, by the 


In view of the economic conconsiderations.was shifted to shorter run 


state with subnistence
over a stationaryditions of their time, the fear 

matter of concern. Great technological and resource wage. .ceased to be a 


the prospects of a sustained process of
 
discovcrie. highly brightened 


and pushed the problem of economic development into the back
growth, 

1
 

ground of economic 
discussion.
 

study of the distribution of income, value 
By concentrating on the 

theory, and general equilibrium theory, the neo-classicists limited their 

interested in the interrelationship among
time horizon and became more 

the economy at a particular point of time, than 
the various components of 


of time. To a large

in how these components behaved over long pcriods 


as a gradual and harmonLous process and
 
extent they viewed development 

1Robert E. Baldwin and 	Gerald M. Meier, Economic Dnvelopment. Theory, 

John Wiley and Sons, inc., 1963), pp. 65-66. 
listorv, olicv (NMw York: 
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c-7prCsscd thoir opt:Li ,:n n its prozpects. and invcstme'nt(.ncerniqiig Saving 

were mainly the function of the interest rate, technological progress was 

simply dependent upon the diffusion of knowledge, and long-run unemploy

1 
ment was incouceivable. .In emiphasi;,:ing the interdependent aud complceen

tary nature o" the economy, ho:evr Alfred Marshiall introduced the con

cept of extetnal economies which was later to be incorporated as an 

important cons: deration in outlining development policies.2 

In conr:*:t: to their optimism concerning the internal functioning 

of the ecoom.c system, ho.ver, the neo-classicists sometimes expressed 

their worries over the on ,rtunities for continu:d progress with regard 

to the long.-run course of, international trade. 3 This fear over the 

dangers .osoriaccd with a growin, ex:port of manufactures was -used as a 

basis for an arrument fo protection. The arrumac:at was cast in both 

political and economic t:'.o:n:i: the fear of war cnid blockade, as well as 

the fear that countric; %<bich were s 1:,ecialized in the production of food

stuffs and raw interials would want to have their own industries, thus 

forcing the older industril. countries to a catastrophic reversal of their 

1Ibid., pp. 66-73. 

2 In his P:inciples, Y"rsha.l speaks of "...the growth of correlated 
branches of i.iidust:ry wiijhcli ::ttually as-sist one another...". Alfred Mar
shall, Eccr::':.Ics (London: Macmillan and Co., Ltd., 1930), 
8th Edition, p. 317. 

3 t irl]y einoh, they exprc'scd over the5nret their concern future 

develop-ment of: the ol.d i:,.trial coutriCs from an international point of 
view. Mlarshall roted th,: "...those v.-ho have surplus raw products to sell 
will have the upper inl iu all international bargains... It is this con
sideration, raher than the prospect of any ii'.mediate danger which makes 
me regard thu futurec L:ig].and jith great an!xiety." Thus, though favoring 
a ,-neiral poJli'cy of free trade, Mars:hall was cautious about prescribing it 
as atn ;ihs_.ii policy. 

Alfru~I 1NAirhall) 1 ;.korz.ndum on the Fiscal Policy of International Trade," 
Official Pauer:'" (London: fuilliam and 1936), pp. 286-287.lhdge Co., 
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develop:ment. Since the end of WVor1d War II, however, and in the midst 

of the colcerri over the construction and rehabilitation of the European 

and other countries suffering from war destruction, the question was 

raised of the e::istencc of a large nu:ber of countries, which have not 

managed to ir.prove th,., r material welfare over the years. It was in

creasingly becoming apparent: that: the world vas not a homogeneous 

group in aay economi.c secnse, apart from political, social or cultural con

sideration ;. Tllks and ditscussions were emanating from the United Nations 

and from h.1.1t all countries dividing the world into center and periphery, 

advanced ,ind baclward, indus trial and primary producing, and developed 

and undcrdceveloped. A small group of countries mainly in North America, 

Western Europu, Australia and New Zealand were enjoying per capita national 

n o:, .000 a y'z:r of move, .hile a large group of countries in most 

$100 or less. 2 

of Asia, Africa and Lat:in America, had per capita incomes of 

Furthe rmorc, in view of the higher rate-of population growth, the latter 

group of countries have been experiencing a lower rate of growth in per 

cLapita incu;:e thus widening the gap between the developed and the less 

developed countries. 

Thus, it could no longer be taken for granted that economic develop

ment was a gradual and harnmonious process. The fear of a Malthusian trap 

became a real issue and invited research into the causes of the poverty 

of nation s. Contrary to the worries of the neo-classicists over the 

economic fortune of the old industrial nations, it was basically those 

IGottfried lHaborler, Vim! Theory of International Trade (London: William 
lodge and Co., 1936), pp. 2S6-237. 

Ui .-yle i; Aio.; ,it ticaoPaer, "Per Capita National Product of
 

Fi fty-VivC Countries;: 1952-54," Series E, No. 4, 1957.
 



Table 1 

ESTfliTED AVERAGE ANNUAL GROWTH IATES OF DEVELOPED AND LESS DEVELOPED COUNTRIES
 
a Su,.n.ary by Region
 

Percent Chanae in Percent Change in GNP Per Percent Chan~e in 
Popula-ionTotal 7ross 1ational Frcduct 	 Ca ita 71957-58 Av. 1957-58 Av. 

j1950- 1955- 1960-Region 	 1950- 1955- 1960- to 11950- 1955- 1960- to 

1955 1960 1965 1964-65 Av.]I955 1960 1965 1964-65 Av. 1k955 1960 1965 

I,-SS TMV.ELOPED COUN~TRIES II I 
5.0% 4.5% 4.67 4.7% !2.-1 222% 2.2% 2.3% 12.2% 2.3% 2.47Total 


1.5 2.7 2.9 2.9
Latin America 5.1 4.8 4.4 4.7 j2.4 1.9 1.5 


2.4 2.4
Near East 	 6.1 6.1 5.9 3.7 3.7 3.5 


South Asia 	 3.6 4.2 3.4 4.4 1.5 2.1 1.0 2.1 2.1 2.1 2.4
 

Far Enst
 
including Indonesia 4.0 4.4 4.4 1.5 1.7 1.8 2.5 2.7
 

EcIuding Indonesia 4.9 5.7 5.9 2.2 2.9 3.1 2.7 2.9
 

A*;i1a3.3 	 3.4 3.4 1.1 1.2 2.2 

OL ca 	 8.8 7.0 7.6 5.9 1.2 

D :T ' "D COU-TRITES 

- 5 1_ 3.6 + 3.5 1.2 1.2 1.2T-aj Including U.S. 4.7 2.3 -A4.8 4.7 	
1.1Tot:;! Excluding U.S. 5. 1 4. J, 524 	 !,.2 3.8 I4.1 :.3 .0 1.0 

1.5
Cn.iLd States 4.3 2. . . 26 0.5 3.0 2.4 i7 1.7 

3.7 0.8 1.0
 
e 	 5.0 4.5 4.5 4.8 ".3 3.7 3.5 3.9 


C L-hcr Levcloped 4 
4 '-.3 5.7 5.8 1.8 1.5 1.4Cuntriesiz.2 	 5.3 7.1 7.2 

ILargely Spain and Pue:rto Xico 

Data by Region and Country, AID, Office ofZ ross Utim, :1 -2'-',t, '!C-oth ,tcs and Trend 

?zogra:a C~zinac in, StaLiuics and Reports Division, RC-,-138, June 15, 1966.
 

Source: 
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T1able 2 

CAPITA WCO: E LEVELS I4, DEVELOPED AND ILESS 

(1965, dollar equivalents, per capita GIP in 
DEVELOPED COUNTRIES 
1962 prices) 

Region and Country 	 GNP per Capita 
S($ 

iDc\,'.3'ed (C, "vq" '

West Gcrlr ,!uy 	 1,724 
1,664France 
1,543Be.1g:iu!n 1, 766Dvennrk 'Ir 

863italy 
Nor .x'iv 	 1,694 

1,663United Ki. dom 
1,129Austria 

835Ireland 
2,043Switzcrla:1d 

j. hE. ,:. ',,an i a 

United States 3,312 
,!a 


1,789
 
N'~;, Z(.al-d 1,847
 

I,-. .'.:',- ,, r, (,. (To fltr3 es:
 

Cra"1, 	 2,273 

,ati) /I .e in. 

162
Bolivia 

175Brazil 
474Chile 
286Columbia 
202Ecuaidor 

Costa lica 360 
200Paraguay 

ljaar 1,m;t and South Asia 

233Turkey 
266
Iraq 

240Jordan 
139Ceylon 

81India 
87Pakis tan 

Source: lbid. 

Region and Country GNP per Capita 
) -

Less Dcvecoped Cotntfl7ins (continued) 

Far Ea5t 

Buimia 72 

Korea 118 

MalaysiaP hlJ ppines 
290 
136126 

Thailand 12 

Africa 

Ghana 219 

Kenya 86 

Nigeria 104 

Sudan 102 
Tanganika 71 

Uganda 74 



spcci,].in; i r:2.: mmaterials and primary products' that have 
countries 

remained trapped in a low sttte of development with all its consequences 

of low per capita iucome, high rate of population gr:owth and low levels 

of hcalth and cducation. 

Table 3 

co.I PARISONS IME'lTEE DEV'LOPED AND LESS DIVj',OPED AREAS 

(generally for 1964) 

Less DevelopedDevelopedPopulation: AreasAreas 

Tota............ .... ........ . .610 millions 1,550 millions 

.Annual growth ....... ... 3% 2.4%
 
5 0 60 

Persons per square mile.........
 

Land:
 25.4 million 
Total. square ,iles ........... 12 million 


2.7 acres
 
Agricultui:e land per capita...... 5 acres 

GNP: 
4 'l 3 $155

Prcapi.ta 4.7%
of gr-ov',th annually .......... 4.4%
Rate 

(1957-58 to 1963-64.) 

Percent derived from i,'riculture. 6% 35% 

140 ..... * .3,340MK111 per yeatr ........
Electric Power per Copita:
 

Hleal th:Calories per day ................. 2,920 472,260years
of.... 69 yearsLife exeetancy....... 


3,650

People per physician ............. Soo 


Education:
 35%
 
Percent literate ........ *****. 96% 

of 11%Students as percent .19%Population ................ 


Source: AI t connc Data for the ]s D 

june, 1966. 

In addition, the degree of dependence of less developed countries 

In many cases exports of 
trade has been typically high.

on international 

than 15 percent of their national income, 
these countries constituted more 

http:Prcapi.ta
http:spcci,].in
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nr: l 50 purcUl.t or Iore o their e::porL eatrvixn-: were derived from one 

or t:o cor.::,oditics. Such high depcncicnce on international trade has 

lkd,, in recent years, to questioning any causal relationship between 

frc*: interndA::ion;il trade and economJc development in general, and between 

cpciali::atirui in pri:u'ry production and economi.ic development in particular. 

On the one 1a:d, the theory of comparative advant:ge preached that effi

cient speciali-,ation a:,,] free trade by all participating countries would 

lead t:o the benefit and w,.uLl-being of each. Yet, on the other hand, the 

persistence of such a great disparity between the income levels of the 

develcped and lcss developed countries has invited reconsiderations and 

repraisals of£ free trade j:iplications. 

Thori o f the 	 EfrTfctiot:!nationa.E"rct. of Trz-rde
 
on tit : __ I_.' ::..:. n-_. 1ni Le!"', 1)':J.op.'! (2 ir 'Eies
 

The thcories discu;ssed in this section contend that international 

trade far from promoting international equality and developirent has only 

tended to the advanceent of the presently devoloped countries and 

leads Lo the retrogression of the underdeveloped countries. These theories 

have lost much ground in recent years. 

A. 	 The Allee(-od Lon.; Riun Tendency for the Terms of Trade to Deteriovate 
for Frirary Froducers 

Px
 
Pim
 

This argume.nt is mainly associated with the names of Raul Prebisch 

and Hans Sinecr. It was first advanced as a result of a U.N. study entitled,
 

"Relative Prices of Exports and Imports of Underdeveloped Countries."
I
 

U. ;., "Relative Prices of Etxports and Imports of Underdeveloped 
Countries," Lake Success, New York, 1949, pp. 21-24. 

http:argume.nt
http:economi.ic
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Table 4 

THE EXPORT ORIENTATIONSOlIJE INFOPATION OF 

OF SELECTED LESS DEVELOPED COUNTRIES 
(1963) 

GNP in Exports in ExportsCountry 
million $ million $ GNP 

1962 prices 

Philippines 


Burma 


Indonesia 


Taiwan 


Thailand 


Vietnam 


Cyprus 


Greece 


Syrian Arab 

Republic 


Ceylon 


Ecuador 


El Salvador 


Dominican Republic 


Ghana 


Sudan 


727 18.1%
4,015 


15.6%
1,737 271 

8.6%,065 696 


17.2%
1,925 332 


14.3%
3,245 466 


4.7%
1,640 	 77 


61 16.75%
364 


8.7%
3,335 290 


1
 
23.6%
800 189 


1,478 363 	 24.5% 


12.0%
1,147.2 148.7 


21.0%
153.9
718. 


17.0%
147.3
848 


1,640.8 273.2 	 16.0% 


16.7%
221.3
1,326.6 


1In 1963 prices.
 

2For 1963
 

AID, Economnic Growth
Source: Data mainly from 

edin EoS %
 

E-ports (av.'61-63) 

Sugar 23%
 
Coconuts 307
 

Wood 20/
 

Rice 65%
 

Rubber 39%
 
Oil 34%
 

Sugar 27%
 

Rice 35%
 
Rubber 21%
 

Rubber 57%
 

Minerals 40%
 

Tobacco 36%
 

Cotton 47%
 

Tea 64%
 

Banana 57. 
2
 

Coffee 12%
 
Cocoa 13%
 

Coffee 48%
2
 

Cotton 24%
 

Sugar 60%2
 

Coffee 12%
 
Cocoa 9%
 

Cocoa 70%2
 

Cotton 59%
 

Trends, June 1965 and 

1:er"n'J ena 	 Trndcl
September 1965; U.N., _JarL 	 ". '..-
1964;i93ad and U.Yu: 	 yc-'book, 1963 and 1964. 
1963 adtit.l 
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The study, using the British data as representing the terms of trade 

between primary and manufactured products, indicated that there was from 

1876 on a trend of prices unfavorable to primary producers. On the basis 

of these findings, the point was made t-hat not only are the terms of
 

trade of primary goods deteriorating, 1 but they would continue to do so
 

in the long run. 

A number of ot:her studies have been conductcd to test this hypothesis, 

ond have generally reachcd the conclusion that although the terms of trade 

showcd short-run instability, there was no long-run trend disccrable. 2 

In a more recent study entitled, "The Long Run Terms of Trade 

Bet.c7 n Agriculture and M-ufacturing," Professor Morgan points out 

that the British series on which the hypothesis of the deteriorating 

terms; of trade v;a,, founded provides an inadequate basis for inter

pretation. E:.iation of 
British data available for longer periods 

indicat:e that findings bascd on 1876-3.948 calcula;:ions are only an a

typical se1ment. The tenns of trade of primary products are believed to
 

have improved from 
 1801 to 1860 or 1870, before the marked decline began. 

The scries indicated both ;hort run and long run instability. The Bri

tish dat:a have alfso been shown to embody two systematic biases which tend 

iTo doont;trate the magnitude of the problem Prebisch stated that withthe sa,.ie a-ount oE primary products, only 63 percent: of the m,-nufactured
goods whaich could be bought in the 18 60's were to be had in the !930's,i. ann, avt.ra:c of 5S.6 percent more primary products was required to purc . of ,-.jnatitvanufnctur.ed oods . R,.ul Prnbisch, "The EconomicDL'vlopc-ant of Latin A&:,crica," E',conoe,ic j]ulletin )'or Latin A:rrica (Feb
rum:y, 1.962), p. 4. 

2Studies by Colin Clrk, Thn Conditions of Economic Pro-tress (London:Mlcr:-'Ilau and Co., 1940), p. 453; and Albturt I a Th Terms of Trade oft.1cn~ted } in,:c:i, Th n179t3.-.9i3," vcu! of cfcnomic 11Int:(rv (November
1950), pp. 177-82, 'upport the view, that there is no clear cut long runtendency in the direction of move!.ient of termvs of trade. 

http:anufnctur.ed
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to understate the position of the world's primary producers. First, 

qualitative ii;.provcmernts appearing predominantly in the area of manu

factures, have not been adequately taken into account. jecond, the fall 

in transportation costs have tended to favor the primary produces. 

1 
lurthermorc, by examining data of countries oher than that of the U.K., 

Morgan concludes that there is a wide variety of ex:perience of different 

countries -which suggest diverse supply and demand conditions in the 

for the different commodities.various countries 

Both Prebisch3 and Singer 4 dismissed the possibility that the un

favorable change in price relations may be a reflection of changes in the 

productivity of the manufactured exports of the incustrialized countries 

relative to those of food and primary materials of the Less developed 

countries, and concluded that international trade was harmful to the 

latter. 

"Foreign investment of the traditional type vhich sought il 

payment in the direct stimulation of e:',orts of pri:ry co..noc tics, 

either to the inve.ting directly or inirc:ctlv through mulrilatera]l 

relations, had its bcneficial. ceunulativc effects in the investing 

country, and the people of the latter, in their capacity as consumers, 

also enjoyed the fruits of technical prcgress in the manufacturing of 

primary coyr.:odities thus stimulated and at the same time, in their 

capacity as.:.ducers, enjoyed the fruits of technical progr:ess in the 

Iainly that of U.S., India, Japan, New Zealand, Brazil, and Union 

of South Africa. 

2 Theodore Morgan, "The Long Run Terms of Trade Between Agriculture. and 

Manufacturing, " R .. . in Econir.c D)evelonme-:nt, edited by T. 14organ, 

G.W. Betz, and N. Choudixry (San I.rL;ncisco: Ladsworth, 1963). 

3 Raul Prebisch,..M. cit., p. 4. 

4 Hans Singer, "The Distribution of Gains between Investing and Borrowing 

Countries," Internationil Develo,°ent: Growth and Chanpe (New York: Mc-

Graw 1ill Book Company, 1964), p. 169. 
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proulct ion of n lfact:,d co...zities. The indlhtrialized countries 
have had the be:.; of both .orlds, both as consumers of manufactures 
and as producers, of ra, materials 

The evidence presented in support of the theory of the deterioration 

of the tcerms of trade rests upon the two following causes: (1) the 
2 . 

existence of monopoli:stic machinat:ions in the developL:d countries. Thus, 

labor in the developed countries -an get higher wages because of organized 

trade unions. (2) The declining demand for primary pr6ducts (based upon 

Engel's law that the consumption of food is a decreasilqg function of 

income). Concerning the first point, it is argued that the movement of 

money wagos and prices should not be regarded ao sufficient indication 

of prices in the international market. As Morgan puts it: 

"World supply and derimand are the determinants of world price 
levelo. Any country whose unions had been especially successfu! 
in biking; money zage rates would find itself in a cor.,-petitive squeeze. 
ItE. o e.Qe .. .u UC Isip, iLl ne ! p~s:tUX d-Zur 
verse; and if d,,cs tic prices did not in the longer run fall, the 
exchange value(,," its currcncy would fall instead." 3 

Thus the rcal relevant question should concern the relation of prices to 

productivity and in this regard a study of the factorial terms of trade 

provides a more accurate and better index of the country's gain or loss 

than the coumodity terms of trade. If the productivity in the export 

industries is increasing more rapidly than the fall in export prices, a 

country's real income can rise despite a deterioration in its commodity
 

ISiner, Ibid., p. 167. 

2 1Prcbisch states that "The characteristic lack of organization &mo.ng 
the orkers employed in primary production prevents them for obtaining 
wage increases comriparable to those of the industrial countries and from 
maintaining the increases to the same extent...", on. cit., p. 6. 

31:organ, op. cit., p. 283. 
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terms of trade. Moreover, ny less developed country that attempts to 

improve its relative position via increasing the price of its exports 

and paying higher wages vould be running the risk of pricing itself 

Similarly the less developed countries as aout of the world market. 

pursue this policy without running the risk of a more than
whole cannot 

fall in dcand for their prou.cts, and inviting further
proportionate 

research for substitutes for primary pr6ducts by the 
developed countries.
 

The argument relating to the declining wo rld demand for primary pro-

Yet, it should not be utilized as an argument
ducts is more substantive. 


and trade of those primary commodities in which 
to abandon the production 

held a comrparative advantage. The
countries have traditionallythese 

some of which are definitely
primary products area heterogeneous group 

facing a rising world demand. In addition to petroleum and its pro

rice,odities are forest products, fats and oils,
ducts, such primary cor 

and its products have experienced high demand in recent 
coffee, and tin 


framework of comparative advantage, each
 
Thus within the generalyears. 


export growth prospects of different
 
country.-hould take advantage of the 


also points out that it is known that the in
conm odities. M. Flanders 


higher aimong lower-income groups
 
come elasticity of demand for food is 

less developed countries
 
than among higher-inccme groups, and hence 

as 


compete with imports, and a growing 
grow an increasing demand for food may 

demand for the export good 
for domestic consumption 

may be expected.2
 

argument for protection,A major criticism of the terms of trade 

the problem (of the economicthis aspect of
thus, is that preoccupation with 

I:T.Morgan, op. cit., p. 283. 

2M. Flanders, "Prebisch on Protectionism: An Evaluation," Econonic
 

Journal (June 1964), p. 324.
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of the less developed countries) presupposes the permanent
developm'ent 

existing lines of production, particularly
co:n.natment of resources to the 

export sector. Although this view may be plausible for short
in the 

to theof its significance when applied
time consideration3, it loses much 

longer-run considerations. An
question of d1evclopmcnt w.hich calls for 

in the export prices of one country relative to its
unfavorable movement 

import prices may induce a more advantageous13 allocation of resources. 

This, though, does not necessarily im,ply movement of the factors from 

their existing employment, but may call for reallocation of the incre

ments in the supply of resources. 

Effectsof International TradeB. The iBacl,:-.7a:;h of Bick.,stting 

forces making for regional inequalityExtending the analysis of the 

advances the argument that although
to the international sphore, IMyrdal 

certaintrade has certain favorable spread effects, it has
international 


it inflicts upon the participating
undesirable backwash effects which 

that:primary producing countries. le thus maintains 

to such a development, it rather"...trade by itself does not lead 
forces maintends to have backvxii;h effeci:s and' ' 1

to strengthen the 

or regression.
taining stagnation 

he holds, they will tend cumulativelyforces are left to operate,If market 


through the movements of

to accentuate international inequalities, 

capital and labor. 

in the context of his theoryMyrdal discusses the development process 

to analyze the causalof circular causation through which he attempts 

it interacts under the influence of
interrelations within a system as 


processes. Theexternal forces and the momentum of its own internal 

IGunnar Myrdal, Economic Theory and Un.trdevloped Regions (London: 

Gerald Duckworth and Co., Ltd., 1957), pp. 52-53.
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application of this hypotlicis, he believes, disconnects traditional 

economic theory from any realistic study of the process of development, 

such a realistic study requires the consideration of non-economic 

factors left out of the classical analysis. However, by admitting that 

tht- weak spread effects between countries are largely a reflection of 

the weak spread effects within the less developed countries themselves 

(which are in turn a function of their low level of development), 1.Myrdaz. 

simply entangles us in a kind of circular reasoning. If the circular 

causation mcdking for inequality is in constant operation aliong regions 

of the same country as between different countries, then the burden of 

such disequilibria is, perhaps, primarily a function of domestic forces. 

The problem thus becomes more fundamental than merely an argument against 

free trade.
 

Emphnsizing the importance of the degree of responsiveness of the 

local environnient to the potential developmental transmission mechan.ism 

of international trade, Harry Johnson maintains that a favorable environ

ment may be lacking thus halting the operation of the spread effects. 

Population growth can also nullify any increase in export earnings and 

restrict increases in per capita income, hence producing a less favorable 

environment for the dcvelopment of local industry. Similarly a tradi

tional social organization whose existence and perpetuation had been the 

objective of either a colonial power or a local administration may
 

prevent agriculture from becoming a dynamic sector. The development of 

an industrial structure may, furthermore, by impeded by the lack of 

the requisite training facilities, the lack of an organized capital market, 

i 
against entrepreneurship.

and the discrimination 

1 lr-rry Joohn.on, 1"ono!::ic Po]icies Tc,-rd Less Duvloped Counttie6 

(New York: Fredc:'ick A. P'raeger, 1967), p. 51. 

http:Joohn.on
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Rojectng the vier:: that interlational trade had orfe rated as a mechanism 

of international inequality, G. !.leier singles out three conditions that 

he regards as possible explanations of the lack of the "carry-over" 

stimulus from the export sector, namely, (1) the differential effects 

of the vori-l, -' e::port goods according to the characteristics of their 

production functions, (2) market impcvfections, and (3) socio-cultural 

impediments within a poor country. Among the important factors he empha

siesere the linkages emanating from the production of particular ex

port coirn.odities, the distriution of income resulting from the use of 

different factor combinations and its impact on the level of savings, 

and the corLribution to the improvement in skills and organizational 
1 

activities.
 

To offset "export pessimism" kinds of arguments, it is reasonable 

for the less developed countries to try to specialize as much as possible 

in e::ports with the highest growth potential, to be able to shift resources 

according to de-..mand prospects within their traditional e-ports, and to 

take advtntage of the new export opportunities in manufactured goods. 

Th e perience of Japan and the most recent of Hong Kong, Puerto Rico, 

and other countries should be enlightening in this respect. 

C. Inte. tio":'l Trade and Dualism 

It is argued that the forces of international trade have led to the 

creation of dual economies in primary producing countries. This is,
 

furthermore, identified with the development of the export sector by 

foreign capital leading to a pattern of resource utilization deterring 

economic development in these countries. In his article entitled, "The 

1 Gcrald II. lleier, Lcalir Isnuos in I)eveloprri'nt Economics (.,7ew York: 
O::ford University Press, 164), p. 373. 
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Distribution of Gains betweon Investing and Borrowing Countries," Hans 

Singer asserts that:
 

"The ex-port industries in underdeveloped countries--metal mines, 
plantations, etc. are often highly capital intensive industries 
supported by a great deal of ii:-ported foreig-n technology. By con
tras;t, prodhuction for dr,:,estic use, ospecially of food and clothing, 
is often of a ve'ry prizitiwe subsiL:C.tcc na:ture. Thus the econ.omy 
of the underdeveloped countries often presents the spectacle of a 
dualistic economic struc'ture: a high-productivity, sector pro
ducing for e::ort co-.e:-:i!,tiug with a low-,productivity sector pro
ducing for the domestic iuarkcc."l 

Singer costs his argument against foreign investment leading to 

specialization in primary production in terms of questions of ol.,,nership 

and opportiinity costs. le argues that although the investment was 

geographically located in the LDC's, yet economically,speaking they were 

really an outpost of the economies of the investing countries. Thus the 

main secondary multiplier effects of investment took place not where the 

investentwas. physically located but.--to the extent that the returns from 

these investments were diverted to the home country,-where the invest

ment came from. The second argument, resting upon the principle of 

opportunity costs, asserts that although the plantations and mines may 

be more productive than the domestic industries that might have developed 

in those countries had they not become as specialized as they are now 

in the export of food and raw materials, i.e., in terms of foregone oppor

2

tunities. 


With respect to the first argument it could be said that although
 

the distribution of the returns from foreign investment in the LDC's may
 

not have been favorable to them, this does not constitute an argument
 

ISinger, on. cit., p. 162.
 

Ibd., pp. 163-165. 



no a rrasonlD.Tore is.....Li 

and tec.'ical proC,:ooss coild
" c.,.xortsto beliove that thc" 

1 s throuh soiie fiscal or other mcasure,
i"° LDCnot be rctained t-e 

of export procceds. The important thing in 
i---roAn-, the distribution 

as 
as aln pr, still rec', ",, , is that ntlabsorptionis notn e- of the 

.; csot, asthi";i.:re-,roct, UnLcr 

" rc -, in pri,.ry production is not enouh. h at 
"afruits of ",clh pro 


and productive consiirLon.
for inves't;,ontis needed is abso rpt .on 


fIom forcirn inves,:cnT, is absorbed in hiFher
 
nationa. incro:... tIf Uh 


and investmient are

unless lomcr:ic savin::s 

wa-es, for e:.:aji1.c, then 


to increase accordinly, it

labor producti.1vityexpected to rise, or 


iI-i'> factor.
may prove to ';e an 


of a-.-,,,nt , on opo.o-nity costs actually

The second lino 

of an oistin' pattern o' resource utili
re..prsets a confrontation 

there is .it'le founda.
sz<. icrl! I.i.c: ,:!_.z th: ..zX'Oin it 

r'.uch bet'.or off in 
a .... LDC !:,o'd have been

lon to tho 

had 
term-s of g nc's"f n d,:e:.'ic invos:.nt and entrmrenCuri,3. talents 


real choice, he procceds, was
 
been no :orcifn in'.'L:nit. Thcth'rc 


sector or, in the
 
not bcu-e. c:,r'oyin% t.-: resources :in the export 


sut ra~fl~r loetwso i:LVn .mpJ,,-omnt to the surplus

Coimestic sector, 


di.cLe.

in export production or lcavin- the7 2 

rosources 

that this visualized dichotorl"
It is also inportant to note 

for cxort and hc. domestic rarket could not be 
between production 

Production forat; the h innralized at1r..:., e...tcc3 in all LDC's. 

,- y be increased resulting in hi, "erInf]-Ctionsry prssuros 
sector thus limiting:

prices "throuj t.eOt.cLonor-. i.neluding tho export 

t'h country.
the Co-.pi,'tii.' stnttuS Of 

2" "oi £:. 'fL..,p. 371. 

http:invos:.nt


export ]hms .i ml.ny •L-ICI Qzke", . "ithin the sane traci.tional. 

nethods of production. 'hz.re aro actually tu iain processes throurh 

tuhich the productio.l for cxcan : .:ay have come about in any tyqpical 

LDC. One process is the development of the cxchanu:e sector by large 

scale foro.,-n cnterpriso, usinz advanced tochnoloyr-and hoavy capital 

investment as the usual foiri for r.-.ineral production and plantation 

ar.ricvLItttre. The other process :ouJ.d be the transfer of Some producers 

wi.thin the traditional structure to production for the arlkot. Thc 

i.portuaco of this typo of "peasant oxoport production" is stressed by 

1;y.nt in vicw of the fact that its c::-ansion has been spectacular in 

a nwuber of Lsian and African ndodeveloped countries, and that it 

represents a very hir7h peicentalre of the total exports of any loss 

developed countries.
 

The fact st3i] r'vainn, homwc ver, that althou[,h al.:ost all 

less developod countries have eqerionced production for exchanc:e in 

one form or another, the exchan-e sector which usually had its first 

stimulus for export production had not provided a pr'opellin; force to 

pull the rest of the econo.-rr from its stare of sta7nation. One possible 

l1a iyint, Thi- .cononics. of tie Dqvqooune. Cou-ries (pe 
York: Frederic,'[ Praeor, 19 ) , 39. 

(According to his 2indin,;s-usinoz 1370 as a base--the value of 
peasant rico expor'ts 2ur::2a2semand Thailand increased al>ou-t 10 to 13
times by 191.3 and up to 20 ties in the late 1920's. The value of 

Ghana's cocoa i-cere:zed a'ut tines dvrin the !1,-3e.'orts 13 9 
period, and duin- [ ea: 'eniod, r1:1-nd0d heor e.,or"tI of oil-iLoria 
and oil seocs bl 7 ti:es in addition to its o:;Tnsion of cocoa exports.) 

Peasant cxpor productioa also represents a hi h uarcceua'e 
of the total exports of so::o lc.s clcv=loped covuetrics, for cxaple, 
it represented alrost 2/3 of Tur-u,. s export I- to 1963. Cocoa contribu
ted 50,. to the value of hans total cxn'or'ts in 1913 and 70, in 1963. 
Si.liilarl5, in 1963 ci.I -nd o l sce's contributci '?0' to :'ia's total 
extorts and cotton contr'ibuted al:::ost 50;; of Syria's total exports and 
5911 of Sudans total exports. 



-19

e::plauntion lies in the distribution of production roles in the ex

change sector. As Myint points- ot specialization in the peasant 

economics did not mean a greater degree of division of labor 
leading
 

In the case of
 to higher productivity and economies of production. 


mines and plantations the perpetuation of low wages and low productivity 

resulted from the cheap labor policy which did little 
1 

to raise the 

technical efficiency of the indigenous people. It is important to 

recognize, however, that whereas the development of the exchange sec

problems to the less developed countries,tor might have resulted in some 

further economic development necessitates larger e>:pansion of this 

export production both within the traditionalsector. Thus the fact that 

economy and in the enclaves has failed to transmit technological ad

to the rest of the economy does not necessarily imply thatvancement 


it is inherently incapable of so doing.
 

D. The Problem of Di.iuied Uncrnloyment 

Closely related to the previous concepts in their bearing upon 

the problem of the pattern of resource allocation in the less developed 

countries is the concept of disguised uncrployment.
 

disguisedAccording to Professor Ragnar Nurkse, the subject of 

context of the general populationunemployment must be viewed in the 

problem in many LDC's. About two-thirds of recent increase in
 

a result
world population has taken place in the LDC's, mainly as 

of the fall in death rates. Since it is in these countries that the 

majority of the population is engaged in agriculture, rapid population 

IMyint, Ibid., pp. and51 64. 
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l 'cI .' l.:' thm ]mand. itai.on.r,,- :o<1.'11t: 1 to ]o cm The 

incrcasing h.lc land,is a?;ravated by the fact ,h opvlation is 

capita-l and t,,hn:qc. cs of production rcr:_ins relativcly unc,,angcd; 

at the s{n.ie tU,,ci alternative eriplo, ,ont opportunities iay also be 

lacldn 2.1 

The conicept of d",.sguisod ploynent, I-i!. the consequence 

to l.and and capthat the excess popv.,tion cn be so vroat in relation 

5.'hal 'ULt VIC 1Irc1ina] productivity of labor is redvced to zero, and 

the extent to ',-icih this constitutcs a free potfial o- incustriali

in the LDC' s has boon, how-mver, a subject of arr,mr:cnt. Strictl,
,ation 

defin",d, the collcpt of dis;'ai.sod u-'ployrient is used to refer to a 

units o- labDor, othcr thin.s bings:Lua"xlo ,t;liere tho rer.-xa. of so: ic 

the ag~rat? product vundiminished. A i.ost inportantequal, .iil ].oave 

e;:ard, isdistinction -;12t s'hould :e .:adc in ¢is howover, boL1con 

the anount of la'or and nvivbor of .aborers. The relevant point is not 

used, as that too ran- la)orers are supp:ly
tht too ).abor i; -uc.eoan: 

in,-the required ai,:ount, As c-p'iasized by manT economists,2 there is 

nothing iron'; w,-ith ap[tyi1.n- las.,or to land until the riarji.inal product 

heo -e im-aes 

labor is froo rithin the family. Dis-uisod unc :.pioyi;-ent, in this con

of labor fcl,;; to ir. assur:e that no are paid ad that 

t!.sC'- the0 forr of . sr.maer than acceptable nori-mal nm:ilber oftext, 


working hours per head per unit of ti'Lie, restiltin- in the situation
 

whf~ere a]_thou;-.h the -. n & productivi y of labor is just equal to
 

:marpin, the .iarinal productivity of the laborer is zero
 
zoro at the 

]2a-ru%,r lt'uk;, "Txcess Population and Capital Construction,"
 

1ee..1.3: c'p.:iC ?cqic:. ,.(Octo:-er, 1957), p. 1
 

2 c !. L"ylt, oi. cit., p. 37 and G. .oier, oa.,.t, P. 83. 
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over a _ui.e 1an C. .,hs it folloIs' that if oach laborer is w:orkin. 

los than tho nori:il hours of or!- per laborer, the same total product 

could be producod by a s-a].ler nui.:er of laborers worldng the normal 

elthe labor i.rill be surplus witho u a rorranizationhours, and r 

or an inof prodccL.ci.n th1rou-,h a chan';o in the production techniquos 

creaso in th supply of another factor. 

E..piricj. stodies in this iold have led to inconclusive re-

Stilts. StLud.os by i.Ce.!or and Stevens in Thiland; by 1i.ajumdar and 

Lc-is in in,.Iia; and bI 'oosenstein-Rodan in South Italy confirm the ex

istence of surplus ag',cCUttural. population in the respective countries. 

done biy Oshima, by Schultz in India and by PopelasisIo.evor, studlios 

and Totopoulos in Groco do not find such a surplus. 

This appareni inconsistency in findin ,s nay have resulted from
-ool tho L-,mlca-tion of the cetorji par:il?,-.s 

a cneral t+ 'onricyto overlook the . ... o 

lot of labor I.eithout loss of'assun-,ption. A.griclturo can reloase a 

outpiut and load to an incr-ene in i.nraustrial output at the same time 

ony tader such condf.tions as an increase in the workin2 hours of 

farm laborers, an i.proveiont in the methods of production in a.-,ricul

ture, an increaso in the s1kill of fam laborers, a .chan-o in the social 

habits resiltin- in a new spirit and an increased willin~ness to move 

to and live in cities and to work in factories, a tochnological chang e 

in industry favoi.ing the emiploym,ent of unskilled rural laborers, and 

the provision of capital and other cooperating factors such as ontre

proncurial and manaorial skills in lar:;er qu,ntitios and better 

suri:'iy Of' "those studios has boon pros 3by orlitnt-d In 

'.,rieultr'o in Econor.ic Dovelomi.ont: A Survey,"Sin,-h in "?he 2.]o of 
himwo, Unvciiy of ;isconsin-AIAD .rojoct, Iny, l9c;6 

http:Econor.ic


-22

quality. I !il]. of t!;c.:o ch n,os have h inponcd in tha dovolopcd econ

onicis and have happeled to various extents in less deve:Loped econories. 

In fact they aq.n.tit-2tto econovidc dovolopnent. Such chanres and ir,

provoments can be specded up by the a)propriato policies in the econ

omic, tochnolo ;ical, sociologica and cultu-al spheres. 

The other challeninr aspect of tho concept of disr:uised un

employment, besides the question of its practical or hyothetical ex

istence, is its zero opportunity cost of labor implication. The eii

ploymont of the surplus lahor, if cxistcnt,in indust7v wouJ.d nocessar

i! entail a variety of costs, the i':ost im-portant of ihich are the 

costs of training. It is not uirca2istic to assuie that a surplus 

labor factor that was inco:potent in a-,ricul.turc umltd probably be 

more so in industry. Other major costs appc-ar as the following: .) 

The costs of transfe-rrin-; labor froni rural to urban centers; 2) the 

social cost of the extra resources required for the production of 

incentives needed for keeping the a-riciltural output from decreasin;; 

3) the costs of capital ,oods that would be used in coordination w..th 

labor in ,hatever productive process they shall be employed; 4.) the 

extra social overhead costs necessary for the accomrodation of a 

larger urban population in termis of housing,, public services, etc., 

and 5) the cost of the extra consumption to result from the increasing 

wage inco:,mes. 

Noedless to say, the concept of dis-iuised unemplo7ymnent 

should not be confined to the ac-ricultural sector. Evidences of co,i-

IGottfried Jaborler, "Critical Obscrvations on Some Current 
iTotions in The '2hcoro of "cononic Devolop:;:ent," i".n'', o. 6 
(1957), Pp. 3-5; reprinted in ic.ior, oj__ci.t.., p. 73. 
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parable states of surplus l,-or are to b found in varyin de recs in 

the urban areas in su2ch occupations as petty trading, service indus

and in snallservice,tries of different sorts including-, domestic 

essential problem, therefore, ". . is how 
scale industries. The 

to raise productivity and how to transfer labour from less to more 

is agricultural or non
productive work, irrespective of twhether it 

2
agricultural." 

1iH.lJyint, o._ Cit., p. 89. He states that it has been es
tir.atcd that in India onl; a tiny proportion of, amounting to ,.., the 

woring force (total) are fully employed in the modern industrial 
sector. 

2 id. 



.T..¢. 3for a I -r.)'.,T..c An.,';sis 

lhoufh wo rojoct the prcvious vic7..cs ro ardinc the pernicious 

effects of intornational tradc in leading to a pattern of perverse 

spocialization for the LDC s, the fact still remains that there are 

certain oconorlic as ..oll as social and political problemsocxistent in 

the LDC's w1ich render a static application of the thcory of coipara

tivo advantae; unoptimJ.. The app.icability of the cop:airative cost 

doctrine, to present day conditions of the LDC's should be viewed wi.Lth

to take account of certain market imperfecin a more "dynamic setting 

tions as .ell as to incorporate certainr grouth elc:.oents ,hich a static 

analysis is incapable of handlin,;: 

Both the modern Ricarcian and the .eckscher-Oh].in versions 

of the cnpr.i.zC02st doctrln;c nc2r from reztrictiv- vr-s:Llnptions,, 

the doviation from .hich calls for a mero cautious interpretation of 

porfocttheir implications. Under the assunptions of full enployin.ent, 

competition, complete nobility of factors of production domestically 

and complclto inmzobility internationally, the modern 2dcardian version 

states that the opportunity cost of a conz;iodcity (which is the value 

of the factors used in its production in their best alternative em

ployiiient) is equal to its market value. i.arkol; prices of factors and 

undercormodities can thus be used to dotolinino comparative advantage 

competitive conditions. The trouhllo, thorcforo, lies not in the fact 

that long-term changos are ignored, but in the assniption that they 

are reflected in current market prices. 1 The ieckschcr-Ohlin version, 

-Iollis -. Chenery, "Coriparative Advantage and Developnint
 

,Policy," nic)jLicq2 - (i *arch, 1951) p. 19.
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stat.n,- that a0ccutryv "i5.J~i ,i in the......,J.i,. production of those 

comorditoioz whdci ,al.o the lzost intcnsive use of its relatively most 

abundt.nt lactorz of production, stffors froii the liridting assumptions 

of identical production functions and qualitative si,-ilarit,1 of all 

factors of production for .7l. countries. ih.rther:ore, both versions 

abstr,act frorl any social or political considerations. 

In disc:twsin, trade theory versus faoi.rth theory, some econo

mi.ts havo notcd Uhat "since trade theory is at botto a theory of how 

incollao incrcases by n1cas o_- intornational trade, At is really nothing 

more th,;n a special case of £r-.rth theory i:.hich purports to explain how 

1inco:iu "ncroascs by v:hcv.r m. ans. Croi.th theory does not muchso 

i,nor , conlirarativo advanta-o end the possible benefits fro- trade, as 

it is in!-, c.oncornd .h 'the &y-riLac,-aspects, such as the stimulus 

a-n 


sectors-; or the f niction o:? irV-ots as a carrier of neir products and 

theai; increase ,. exportos provides to the dcvelopmient of related 

advanccd tcchnolo-. U!ithin this sort of framework, rro rth theorists 

may sut;.ost investnot criteria which are to varyin- e:xtents in oppos

ition •to those derived from considerations of comparative advanta-e. 

Chenery su-!gosts that tho conflict bet oen those two approaches to 

resource allocation iiay ste2,1 either fro differences in assiziptions 

or fron the inclusion of factors in ono theory i.:hich are not present
2 

in the other. Four such assumptions relevant to [rorth theory are 

oftcn cited as ':ci:'ns inhcr-.ntly diffeforent from those vnderlyin-t the 

iJosoph 7... oarin,, "Dyjnaiie Theory and Grot..th in Poor Countries," 

.Fv_-, Vol. XV- (1963), . 304. 

2 Chonory, o ... , p. 20 

http:abundt.nt
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tl1e co.;,.raWiVo cos;t (oct':.'.ro: 

i) Currcnt factor prices do not reflect opportunity costs. 

produc2) 	 Chr.,.o in the qu'flity and quantity of factors of 
result of the productivetion over tine, partly as a 

procO;s itself. 

scale production.
3) 	 The importance of economies of lar!e 

4) 	 Complrentarity aaon; covvodities may bo donminant in 

both producer and consumer markets. 

that these four assunptions of groirth
Chonery further adds, 

-to the folloin- r-quir.icnts for an analvtical frameoTrk
theory load 

econony:
to be used in detoryinin, comParative arlvanta:e in a -r~mring 

J.) Rco -nition of the possibility of structu-al disequilibriuml 

call for moclii>in the direct implicationscour.trics, and vhil0c'h 

in factor n.arkots. 

2) .ncl .ion of' in .rcct (rark,-ect and non.-.arket) 
expandin.; a '!,iv-n tpe of production. 

eff-,cts of 

3) Simultrinaous det-r:ination of levels inof consuription, 

ports and produc:i'n 11 i.orac.ated s Cors over I' 

wffhen cc-croasing costs resut]. from the oxe;ansion of output. 

4) Allouonco lor vsi ation in the demand for exrorts and 

other data over tim:. 

It may be wortl.,lhile, at this point, to siurmarize some factors 

bolievod to be in cxistcencc in the ajority of the less developed 

of the 

can he classified as real and
theory of comparative advantage. These 

factors.monetary econontic factors, and social, political and cultural 

some formThe analysis of these factors points to the need for 

distorof government intorvension to reroncly the existenco of domestic 

IIli . and :arin;, oP.it., P. 376. 

http:oct':.'.ro
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tions effecting a divergence between domestic prices and domestic 

prevalence of such considerationsopportunity costs. Although 	 the actual 

debate, a wider area of disagreement regardis still the subject of some 

ing the proper and precise measures to be followed to remedy such dis

tortions by individual less developed countries characterizes the 

state of debate and practice. ,[any economists would prefer redressing 
1 

by such measures as education, retraining, strengththese dis;turbances 

enin; capital markets and transportation, and land reform systems to 

deal with factor i ji'obi.lity, especially labor, rigidity of factor 

preprices, and external economies and diseconomics. There is also 

ol: this subject H-:-..ry Johnson- limited the definition of protectiou 

ference for recourse to subsidies and tax:us, ideally at the production 

level, as against tariffs and import
9 

restrictions. In his treatment 

to 

hich "create a divergence between the relative prices of 

and producers, and their relative 

policies 

coisanoditics to domestic consumers 

Within the wider concept of protectionprices in vorld markets." 

demonstrates thatinclud'ing subsidizing domestic production, Johnson 

casesprotection by subsidies may be economically desirable in certain 

of domestic distortions as opposed to protection by tariffs. 

i4:irgaret C. DeVries in "Trade and Exchange Policy and Economic 

Dcvelo;..,i.t: Tf:o Decades of Evolving Views," Oxford Economic Papers 
and Meier( .. ch 19).) On p:,,;e24 the author cites Viner, Haber]er 

as advancing these vicw;s. 

2 Harry G. Johnson, "Optimal Trade Intervention in the 
Growth and the Balance ofPresence of Domes tic Distortions," Trnde, 

.,,'. i n H.1nor of G'ottfried_ Haberler, by Robert E. Baldwin, 

cu .al, eds. (C-cica,,j Rand aid Company, 1965), p. 6.J:c:,a].]y 
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.) Eternnl }con.yiL:; nd ]isecononics5. 

The presence of such distortions in the markets for commodities 

costs and benefits.leads to a deviation between social and private 

This maystem from the existence of cost raising or cost reducing 

into play if industry expanded and anotherfactors vhich ould 	 come one 

vhich for some reason are not, or not sufficiently,contracted, factors 

allowed for in private cost calculations. Johnson, however, proceeds 

to demonstrate that here a country specializes in the wrong direction 

the new point of production will necessarily result in a low value of 

than with no trade. Yet 
output at the international prices w:ith trade 

through the possibility of exchange the point of consumption 
may be on
 

curve than that of 	 the closed
either a higher or lower indifference 

that the gain the value of a 
economy. lie further demonstrates 

prices resulting from the imposition of a
country's output at world 

raise their prices above the world prices--totariff on imports to 

compensate for the distortion where the private cost ofdomestically
 

above their social cost--may be outweighed.
produced importables is 

of economicby a consumption loss thus leading to a lower level 

2welfare. 


p G(X 1 Il 1 C 1 ,..X 2 , 12,C ,..). This general expression of
9


external economies provided by Scitovsky includes both 
direct or non

and interdependence 	 throiuh the 
market interdependence among producers 

includes tuchnologied and pecuniary
market mechanism..., i.e., both 

it states that the 	profi.ts of one
Strictly interpreted,externalities. 

output factor inputs but also on the 
firm depend no.t only on its own and 

of other firms. Tibor Scitovsky, "Two Con
output and factor inputs 

External Economics," in Economics of U"lerdcvelrP2.tit. ed.)cepts of 	 3 0 0 
(New York: Oxford 	 University Press, 1963),

by Agarawala ind Singh 	 p. . 

2Ibid. 

http:profi.ts
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In the case 1-era a Countiy "p-cializesin the rir.ht direction, 

but ith the level of international trade less than the optimal, an 

commodity" whose price exceeds its comparativeexport subsidy on the 
1 

cost is oiten rocoimnended to overcome the distortion. hxirnmm wel
2 

fare, however, is attainable throuji subc:idizinUg production thus 

eliminating any discrirination betwen domestic and foreign markets. 3 

ces2) Fctorn I:-1obilit r Couvled '.qith Ri4]d 7.ctor Pr 

In the case whoro there is imnobility of factors of produc.

tion alone, international trade can still be demonstrated to be bene

ficial. Factor inmiobility by itself does not constitute a distortion 

of the first-order conditions of Paroto optiriality, so long as prices 

are flexible and Aill reoflect the alternative opportunity costs of 

factors to the oconomy,
 
4
 

In his ?,;rapIhical exposition larry Johnson arrees icith 

Haborler that depending upon the decree of factor irvobility and factor 

price rigidity production iil. fall to some level ,ithin the produc

tion possibility curve, generally producin,: less of -? and possiblr 

no more of A than in the no-trade point P. Yet he maintains that 

iJohnson emphasizes that to be effective the subsidy on ex
ports rather then on produc'Lion has to be accbn-pa.incd by .meashres to pre
vent reimportation. id. 

2In the case of distortions in the factor market, e.g., 
whero th. ic of a factor dC.s not reflect its opuortunity cost, a 

•l..
OY I n t o t 

policy o1 subsidizin- the prod-uction of the co i..dity overpricod or 
the distorLion or ta:'in- the production of the other cormr.odity would 
naxi;'i-.-zo welfare subjoct to tho inefficiency of factor use. Correction 
of the distortion requircs a subsidyr on the use of that factor in the 
industry in .,hich its av.r-,inal producti-vity is required to be hi her 
or a t-,* on its use in the other industry. Johnson, -iQd. , pp. 24-25. 

3 Jchnson, ib.i., pp. 20-21. 

4 p. 16. 
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the country may be better off with trade than with no trade even in the 

extreme case where the production of B ceases (point D), for via exchange 

A 

_ _ _ _ 	 B _ __0 _ _ _ 

the country may reach a higher indifference curve thinunder no trade. 

welfare however, subsidizing the pro-The country's may, be maximized by 

duction of the original output level of B thus permitting the payment 

of the mininum factor prices desired as well as allowing for the possi

1 
exchange.internationalbility of 

here that Harry Johnson's treatment rests
It is iWportant 	 to note 

grounds, and thus abstracts from the administrative
purely on analytical 

intervention.
and political costs of the alternative forms of government 

The wider resort to tariff imposition, rather than a structure of sub

a reflection of 	the limitations
 sidies, by less developed countries may be 


well as the appropriateness of
 of their administrative capacities, as 


tariffs versus subsidies, and the requirement of levying taxes to finance
 

them, in terms of political 
costs.2
 

3) The Infant Industry Case
 

old as
 
The case for the infant industry argument is almost as 


llbid., p. 18. 

2Tinbergen defends protection on similar grounds, e.g., where it is
 

difficult or impossible to organize subsidies for 
industries below their
 

optimum size or vital industries such as agriculture which have to be
 

at to prevent an interruption of supplies. Also
 
operated even a los; 

to the mo
where it is impossible to Linance measures dc-igned enhance 


bility of cxipiLal and labor. 
Centhe World Econmy (New York: Twentieth

Jan Tinbergen, Sh'_ip 
1939-42 cited from Margaret Detury Fund, 1962), pp. 42-43, 64-66, and 


Vries, P- cit., p. 29.
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old as the free tr-do ar.-,unicnt. he infant industry ar-ut,-ent basically 

calls for temporai7 protection to speed the establishment and clovelop 

mont of potentially, profitablo industries. Its essence with regard to 

international trade and dcvelopuent, however, centers in the implica

tion that a irove:-nnt along tho production possibility curve of a 

country bring-s about an irreversible shift of the curve itself. 

At 

A. 

_ _ __ _ B 
Thus if industry A is protected and expands, methods of pro

duction ill inprove, and the short run curve A3 iill assme the long 

run shape AI 5 shifting the production .fint to P'.'. Ifaberler maintains 

that in this now situation trade nay or i-may not take place, and the 

country may export either A or 3, i.e., the trading point may be on 

either side of ?" de.pondinj upon the Idemand conditions. 1 

The infant industry ar,.urient, however, should be qualified in 

so far as the selection of the infant industries may be arbitrary, that 

protection may become wTidespread and pormnanent, that protection may 

delay develop;,-nt of the industry as it insulates it from the dynamic 

forces of foreign copetition, and that the industry may not be suc

cessful in the first place.
2
 

Profess or 2aldudin, similarly, warns against a simple inter

i{aborlcr, o . _f- p. 239. 

2 jacob Viner, "Gains from Foreign Trade." 
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prcotation of the infant industry, ar'u:ent for protection. :17 statos 

that if a tnc>1orar-- Ci3.ty; is to be effective in pevrianontly raising 

social weolfare the spillover--in the forni of tochnolo?-ical hnowled,:e-

must croato an irreversible chanr-e in factor of market conditions. 

fuso that tho:) smillover must not bcnefit other firiis in the same in

dustry, if the donestic narket is lar e enough to support more than 

one firm. In the absence of those conditions, a duty protectinf; all 

fir,-i1s in the industyr w.:lI prove ineffective in brin-in- about an in

crease in social welfare duo to the existence of costs connected 
1 

wilt acquiring knowledgo that cannot be internalized by a fir-;. 

Thus, as the case in sone. less developed countries, due to the 

cxistence of narket imperfections, the rovernment acts as the entre

preneur to initiate production in industrios ohich are believed will 
2 

become successful in the lon-; ru-n. In fact, h'arry Johnson maintains 

that where the social returns on the learnin - process exceed the pri

vate benefits, the -:overnment iay appropriately subsidize the learning, 

process through financing or sponsoring pilot enterprises and mal-ing 

the techniques and experience developed accessible to all potential 

producers. 'Thie overi-:ent iay also subsidize on-the-job -training 

througj irect financin ,, or establish-icnt of training' institutions. 

1:'.obort E. "ald .,n, e Case Against the Infant Industry 
Ars ument," ni;i-eo, University of !Usconsin, 1966 (Septoiber). 

2 larry Johnson, on..__.., p. 23 
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A.thou.i. ro-.e luctu.-' .ion,"in prices and export earning;s for 

all co..,.odities are to be a-,ected as normal phenoi;lena of trade, the 

prices of prinary products in internat:i.o:nal trade have been believod 

to vary ino;ro shxrply fro.*.i your to year than those of the majority of 

imanufacured goods. Accorclinr to a U,.1. study, "Instability in ZSx

port .. i.rkots of U-dcorclvelopc contrics, 1. year to year fluctuations 

in prices for th period 1901 to 1951 averaged about 111 percent. The 

products wlhich zhoued the widest rane - price fluctuations wore 

copra, cotton, _c p, linsccd, rub'bor and shellac. The annual rate of 

cyclical a.uetu:..icosto thus almost cquallin'jmoun:: d 13 per'cc:nt 

the ,ear to year price move:.ons, and the long- terrai price .ovo-ents, 

dotor;'.incd on a seven year ave.raze, ra-;ed between 4 and 5 parcet%per 

year. 

The volu.e of exports of pri.,ar?' products accordingI to the 

sar-c study ehibited rrcatr fluctuations on a 7-oar to - ear basis than 

the price imovorionts. Ranling between 13 and 19 percent, the average 

year to year fluctutiations in the vol;o o: exlorts wms believed to 

have contributcd rtcre to instabilityr of earnin-s for pri:ary producers 

than chan-es in pricos. 

The fluctuations in export proceeds from pri-,ary products 

were show.,n to 'e evcn ':rcatcr than either price or volumio chan.-es. 

The averase year to year fluctuations in eport proceeds avera-cd 23 

percent betw..ecn 1901 and 1950. The cyclical fluctuations amonted to 

Ir2 ,itcd :ations, "InsLability in 2.xrort T.arkots of Under
developed Cowuitrics," in Ior-an, :o-z, and Choudhry, pp.cit_, p. 250. 
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an 	 .ql. .,-, of 22 percent per ycar, and the long run 

2 
fluctuations ar.o,.1:'tod to 6 Prcnt per year. 

T hle I 

Su,',.r' of Year to Year, Cvrel- anl r ' J'xmtuat"" - i.1 1T 
, ,--. ,r c,,-ccC' .- "'1 Co ' .i os. :L . to ].QL'0 

(aver:.lo p rconv: iuctuation por -jear) 

......- r ...-~. .............. ....
 

Comoditby 	 ,,onoy ?cal Ups.ring Do.ns.Lns Rlssinr- T] , 
Vn].Cu Terim, Phse h,se 

Cocoa 20 24 24 23 6 4 
Coffee 21 19 13 20 5 5 
Copper 21 21 26 20 5 6 

Cotton 26 23 25 24 6 4 

Uemp 22 22 12 27 5 8 
Juto 22 20 20 24 7 6 

Linscod 2": 27 24 27 6 7 
Petroleum 19 19 16 11 7 6 
Tdce 21 23 13 17 5 3 
Rubber 36 35 26 23 9 3 
Silk 19 12 24 19 6 6 
Soditvi nitrate 22 21 26 32 5 7 

Sugar 
Tea 

23 
15 

27 
15 

21. 
14 

23 
13 

6 
5 

7 
6 

Tin 25 23 20 24 5 7 
Tobacco 13 13 13 18 5 6 

Wheat 33 32 42 33 3 7 
Wool 15 16 16 15 4 6 

Averag.;e, 1.8 
Com,odities +22.6 +22.0 +21.7 -22.1 +5.8 -6.1 

Source: U.>., op,. cit., p. 254 

LDC's have, thus, often been advised to adopt a policy of 

diversification as a moans of redrossin; the unfavorable occurence of 
2 

export instability. In a more recent study by 73.2. Lassel, however, 

an attempt was mado to investic,ate the possibility of whether diver

D',Ad., pp. 252-254. 

2 3.F. ILasse.1l, "Fluctuations in -;xport Earnings," American 

Econo",ic_,ovi a: (Larch 1964), op. 47-63. 

http:ILasse.1l
http:aver:.lo
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sification was likely to. furnish a &Loatlyjincreased measure of stabil

ity in export earnings. This was done via an e;,ipirical search with a 

sample of 36 developed and less developed countries to determine the
 

extent to which fluctuations in a country's export earnings tend to be
 

as:sociated with the level of concentration of a countryts exports, 1 

The measure of instability, the average annual percentage rate
 

of change, trend corrected, show.ed soo higher tendencies for those
 
2 

countries in the sample belonging to the LDCfs cyoup, yet the overall 

distribution was believed to be relatively uniform. The measure of 

concentration3 turned out to be higher for LDCts as a whole.
 

Regression analysis of the relationship between instability
 

and concentration of exports, however, yielded positive but low co

efficients of deterrrnation thus indicating, contrary to popular doc

trino, a low correlation betueon instability and concentration, This 

contradiction m;ay be explained by the large differences in the vola

bility of different commodities resulting from both supply and demand
 

1The nodel used was a linear i'rression with export instability 
as the dependent variable, and explanatory variable being mainly the 
cowutiy's concentration (for that purpose neasures of primary products 
and 2ooraphical concentration of exports were utilized). 

2Thc highest value 'was that for ialaya. 

3Xnowm as the gini Coefficient 

C \ (., i where x. = the value of oxportts of commodity 

i in some specified year, and X = x i. 
Thus a country producing a relatively larger nunber of products is 
expected to have lower values of C (this will, however, depend upcn
the classification schomee utilized 'roeater aggregation generally lead
ing to hihoer values of C). 
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forces and particularly ac-tua in the c'ise of pri:Lvair" products in 

uhich production LDCs arc,nainly spocialized. The roturns in torms 

of increased stability of art c:zear:in s to be reaped fron diversifi

cation, neverthz].oss, w.i be larro].y dcpendent upon the doroe of 

statistical indepen'dence armion- annual chan-,es in earnings fronl the 

1 
different products. 

of the results of this and other similar stud-The implication 

te pursuit of chLversifq cation asies seem to point to the fact that 

a policy for the purpose of ac'Hieviius -ore stability of oxport earnings 

may provo to be of little advantage. This should not lcad, however, 

of fluctuationsto undorestimatinw the adverse effects of any do'.rce 

in the oxport earninc.s of LDC's in introducing repercussions in "their 

econony in tbe form. of: a) instability in the incom,e from export 

r.oney income and priccs; c) inincist.ries; b) -eonrral instability in 

stability in external purchasing poirr; and d) instability in real 

2 
real investi:.ent.especiallyexpenditure, 

Diversification is, therefore, more rational in tearms of 

par-ticular countries mid particular co-;i.,odities. It is still more 

rational as an arsunent for taking&advanta-o of bettor prospects for 

production and trade of different cemwodiotios. As such policies may 

promote further econo:-ic dovolopront, the disadvanta-es of a given 

IThe return fro, Odvorsification is e:cpocted to be inversely 

related to the cl)-reo of inter-correlation, for !chere the cross elas
ticity of demand for amr twio com-ioditis is hi7,h, a shift in der.and for 

one woild 5cnorally lead to a conparablc shift in dermind for the other. 

2 Int:-,nationn1 I o)t0Ur-" :N.m.:d Saff Pp.rs, "Fund Policies and 

Proccduros in Itj!ation to tjhe Cor::cxator7 V.inancing of Colmodity 
Fluctuations," (B"ov..,bCr 19.,0), p. 1/. 
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do-rcn of fluctoation of export earnings i.l1 be necessarily lessened. 

2) , Th,,o'eni .chn.e Con,,raint 

It is increasingly b-Cin recognized that foreign exchange 

stringency may reprc;:sent a bottleneck lirditin the development efforts 

of the los:s dovc.Jopc:d countries. The frecqucncy of the existonco of 

shortages in foreip.n exchange in the typical less dovoloped country 

has i)iado it a cntral issue of policy. Such shortaos may arise as a 

eon soou"nce of 0 deficienc in sip<l',r or an increase in demand, and in 

the caglo of tho lo,-.; devolonod countries both forces are believed to 

be in ovc_,,ation. Three -ctors can bo sinod out as acting -to lir¢.t' 

the supp2.y of -"oraiji exchane: a) the fluctuations in export proceeds, 

a reduction of 20 percent or i,oro in a year from a previous level. can 

roppr sei.t. a..7,l. to tl,nt p4icy in &-n.less doveloped 

country; b) the la'- in the emports of primary products, since 1933 

world trado in :iimufactures has doubled while that of primary products 

has increased by altio:t two-thirds only; 1 c) a leveling off of the 

amount of foreign aid fortlcoi-.in- to the loss developed countries and 

a rise in dcbt obli'?ations. 

Thbt i'acns of jT .'s 
Actual Projected 

Debt Outstandin
(in billions of dollars) 9 23 61 37 

Deot sc;'vicc as p,,rcnt of: 

reo world assistance:a 24,; 43;p - -


Free world assistance
 
plus private lon-term
 
capital flow: 13.; 34,j - 

t
Exports of LDC s 3 9.; 13 14,.) 

a',ren *orld if- 15 industrial 0';CD countries 
Source: AID, "Loan re-',s, Debt ,Tu'don and Devolopnont," 1965 and Drag

oslav A.vra,.;:ovic, "*conoi;ic Grmrth and . -ternal Debt," 1964. 

iu.j',., Thro D.go.-l- Cou tr.s and -.rld Trado (le.- Tork: U.?!.,1963) 

http:fortlcoi-.in


-33-


This "table actually de.on tia',s that external debt and debt obligations 

are rising rapidly.of loss developed covnutries aro large and 

forces which exert an 	up:iardmainside, are 

of the 

On the demand there two 

for forei'; exchange. a) The mraitudo 
pressure for the demand 

and groit.h targets. The import component of 
development prouteirs 

of capital roods is often 
many of the development projects in teri-is 

service
high, in addition, there is constant need for the iport of 

items. b) The extent of' population prossure.
parts and replace~ient 

there has been 
In the case of overpoptulated less developed coutries 

groi.in[ need for the import of foodstuffs. 

the extent that foroi.n exchango represents a constraint,
Thus to 


different countries have tended to o..phasize the foreign exchange in

for "the selection of development projects.

pact ulon setting u 	 criteria 


contribution nay oven become a key consideration

The forei.n exchange 


and any enterpiise that is forei-n-oxchane oarning or forei:in-exchanre
 

have nerit. hle cased foreinn exchange

saving woid bo considered to 


this policy helps a coutry to sustain ad
situation as a result of 


fvurther develop
foreirn exchan-o cor.zitments associated i.4thditional 

ment, hence a process 	of 5r,roirth may b3 fostered. 1 

view of the nature of 	their econ-
It is also believed "that in 

for reducing imports
orios less developed couri'ies have little scope 


by direct controls causinn,
either by exchange depreciation or 	 -ithout 

a large decrease in their G.P. Low olasticity of demand for imports, 

oxchange depreciation 	for the purat least in the short-run may render 

"The Impact of Forei ,n ixchang.e," in ,orran,l!alter Jrauso, 

*,etz, and Choudhry, oi..cit., P. 397.
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po.;e of bringliig ahou: equilibriunm in the balance of payincrits an un

desirable policy. Thus an investment program designed to produce such 

equilibrium may in some cases be more prefereable. 

3) tInflationary Prer.sures 

Although inflotion is not a necessary concomitant of economic 

development, it is to be found in varying degrees of intensity in a 

number of less developed countries. In view of the current need for 

capital accumulation coupled with the low level of voluntary savings 

and the limits to taxation in such countries, forced savings through 

inflation may be regarded as a feasible solution. The extent and dur

ation of inflation in such a case will depend upon the increase in 

productive c~pac ity resulting from investment. If the investment needed 

is of a long term nature, production may increase with a time lag 

dur:ing which inf.ati.onr'y presures \,oud tend to be perpotu.3ted. 

Other factors tending ,o p'-opagate inflation in the less developed 

countries may be recent experience w:ith inflation which leads to hoarding 

and speculation, an uncoordinated monetary policy 2 the existence 

1For that purpose, Chenery applies a Social larginal Productivity 

Criterion for thc allocation of invest;ient resource incorporating the 
balance of paynents effects on G:iP: 

SUP /.U + 6Y + reB 
(r "'Y 

Where "r" represents the amount of increase in national income which 
would be equivilent- to an improvement of one unit in the balance of pay
monts under specified conditions. It may, thus, be interpreted as a 
prc(:iunn att.,cli to forein c:.chan c earnints or savings. Hollis Chenery, 
"The Application of Investment Criteria," Quarterly Journal of Economics 
(February 1953), p. 81. 

2 artin Bronfcnbrenner, "Tlh High Cost of Economic Development," 
in Readin!s in Economic Dovolopment, op. cit., p. 395. 
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of a non-n:onotizcd sector, structural bottlenecks which impede factor 

and product mobility, and the existence of strong pressure groups
 

such as trade unions asking for higher wages. Any divergence that 

results bot.oen the w.a.go rate in the urban sector and the opportunity 

cost of labor in the rural sector vhich cannot be explained in termrs 

of productivity differentials in the two sectors results in a distor

tion in market prices. 

The importanc3 of this problem with respect to trade policy in 

the less developed countries has been emphasizod and various policy 
1 

The presence of
recomendations have been advanced to deal with it. 

such wago dlifferential bet-ween the urban and rural sectors is believed 

to be unfavorable to manufacturing and hampors the exort of manufac

tured goods by making the less developed countries less competitive in 

the world market, and hence invites greater concentration on production 

for home market rather than for expoit. 

Strict avoid.nce of inflation, however, would require the es

tablishment of a high priority for price stability in the frmiing of 

policies, the acceptance of a higher level of spare capacity and possibly 

a erider range of fluctuations, 2 and such costs need to be tolerabl,, 

acceptable as a prerequisite. 

1Se Robort j". 3aldw.In, "2xchan-e Rate Policy and Economic Do
v~Th'~~t" C>"1vno (Jilly, and'Ci'1ti'1~'~n'~~c'7'7rn~'t. 1061); 

... i~aLen, "A-n ,concwAc Justification for Protection," CQvarterlv Journa. 
of Economi1cs (o.!overbor, 1953). 

2E. Victor i.orfan, "Is Inflation Inevitable," The Economic 

Journal (!;arch, 1966), pp. 14-15. 

http:3aldw.In
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It is increasingly bing recognized that more emphasis on the
 

economic a"pccts of development is a case of oversimplification. Pov-

Orty in m:t.: nl.al possessions is often acconpanied by poverty of know

lodge, aspirations, and innovating dispositions. This situation is 

oftcn perpotuated by th- persistence of social, political, and cultural 

impodients to dovelopytnt.
 

To the extent that the promotion of economic devolopmont by delib

crate ocononic policy,in many, LDC s, is associated with nation-state 

building and aroused by ncntiments of nationalism, there will inevitably 

be greater emphasis on economic self-.sufficiency, The most appealing 

route to self-sufficiency is throuh irport substitution as it lessens 

the dependence upon oxtcrna, sources of suppLy of i-fhat are considered 

to be stratoelic raw materials or products as wtell as offers the oppor

tunity to prove national corpetenc by replacing forein producers by 

nationals. rationalist objec:tives bmy provide the motivation as well
 

as the force for mobilizin, a society for econoic developi;oent. 1 This, 

however, must be weighted against the fact that the relative linitation 

of the domostic market as well as the existence of bottlenecks in the 

form of shortages of skills and capital equipmraent often result in 

import substituting industries having high costs and lead to the im

position of a co:nplex of trad3 protection regulations. There need
 

1 Johnson, Eni 

on. cit., p. 67. 
arry G. . To.rd Less Developed Countri.es, 

http:Countri.es
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also be realization that the scope for import substitution in many 

LDCl s diminishes as indestrialization proceeds, and imposes 
further 

foreiGn exchane restraints on account of raw material and capital 

good it--ports. 

The promotion of economic developmient by deliberate policies is also 

the resort to national planning. Along i.rith
often designed through 

unemployoent tarzots, balance of payments equilibrium, price stability 

and aspired rate of growTth of GAP, chan,es in the social, political 
and 

cultural spheres are explicitly defined as dovelopmental 
tarlets in
 

In most LDC's the idea is fir ay established that
the national plans. 


development planning can be effective only if it includes basic 
in

soon as we acowledo the fact that
stitutional reforms.1 However, as 

to econoir-davr.eop.ent nre beyonrl the realm somoe of the i. ments 

of econoidc relations w. run into a difriculty. For social, cultural 

no-economi.c are incapableand political factors by virtue of their being 

of definite incorporation into economic analysis, and qiite unquanti

fiable. At best they can be represented as a set of tight constraints
 

and such any relaxaalong rith economic oonstraints to development as 


a contribution
tion of their limitative inTact uould result in positive 

to the developmental potentialities.
 

In discussing the dcterr.ination of the optimum level of savings 

w.hich na',r equally appl " to the dotormination of the optimum(a discussion 

iAlbort 4;aterston, Df ir once
 

(Baltimore: The John1 s Hop~dns Press, 1965), pp. 15-22.
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1,jvLj, -f up.;rinli: :'inii,O aud I !ndo nf. I1)0s). Jlose Enearnacihn." em

phasized the need for establishing a social utility function embodying 

the actual policies and decisions of planning commissions in LDC's. 

The seeming contradiction between theory and practice in the realm of 

steins from the disregard for the multiplicitydevelopment, he assei, s, 

of objectives in development planning. This difficulty in the specifi

cation of a social preference function may be resolved by conducting
 

the theoretical analysis of development planning in terms of a lexi

cographical or L* ordcring of objectives-which is built upon a priority 

ordering of the obj<_ctives. By the use of this technique, maximizing 

national income may become the long-run objective subject to the attain

ment of a desired level of self-sufficiency, employment, price stability, 

and Thfis national income woulddistribution of income, consumption. 

only if all the other objectives arebecome the absolute maximand 

satisfied at the desired levels, otherwis.e other objectives assume nearer 

more rationimportance and become the ma:xiisnd. Such analysis would cast 

ality on the rejection of a recomnended growth pattern which involves 

restraints in the form of unemployment, low level of consumption, a 

skewed distribution of income, inflation, devaluation, or a shortage of 

fc:eign reserves. 

Countries will differ with respect to the priority ordering of the 

various objectives and targets as well to the choice among alteras 

natives. The relative irtportance of objectives and constraints will 

thus be a function of the socio-policital as well as the econnomic 

setup of each particular country. 

IJose Encarnacion, Jr., "Optimum Saving and the Social Choice Fun

ction," Oxford Econoinic Pnpers (July 1964), pp. 216-220. 
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Conclusion
 

The state of theoretical debate on free international trade versus
 

protection, though still unsettled, may be characterized by a tendency
 

twoards convergence. Arguments on both sides are presented with major
 

qualifications, and neither seems capable of absolfte justification. It 

has, furthermore, become implausible to try to push either argument to 

the extreme or to try to seek the triumph of one over the other. The 

state of debate may thus be safely defined as that of a compromise. 

The domain of actual policies, however, seems to be a step removed
 

from that of theoretical debate. LDC's are still more preoccupied with
 

particular policies and details of trade intervention than with sub

stantiating the grounds and degree to which protection need to be imposed.
 

Policies relating to the forms of protection are being designed and
 

The cost of faulty decisions,
implemented everywhere and everyday. 


in either direction, may be great in any case, but is partJ:cularly so
 

for the less developed countries. The smaller economies and more limited
 

resources necessarily narrow the area of choi-e of LDC's, yet render
 

them more susceptible to the disturbing repercussions from undesirable
 

effects of any policy. International trade, constituting a large pro

portion of their national incomes and exerting a dominant influence on
 

their economies needs more practical considerations. The experience
 

of countries demonstrates that, whereas it is difficult if not impossible
 

to single out a country absolutely adhering to free trade policies, it
 

is generally those countries among LDC's which have achieved a high level
 

of exports growth that have better prospects of economic development as
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a whole. 
a case by case 

is a growing e:i:phasis on the desirability of 
There 

each country's
 
approach vlith ,;pecific policy recommend ations tailored 

to 

need, however, to
Such considerationsand experiences.circumstances 

will differ with respect to the 
be more devoid of dogmatism. Countries 

and targets. In some cases 
the various objectives

priority ordering of 

by other goals believed
be superseded 
pure oconoric aonsidcrations may 

to a higher level
Thus policies leading 

to be more socially desirable. 


or stabilizing
 
a more favorable distribution of income, 

of employient, 
be assignedthe population maymajority of 

the standard of living of the 

at the ma :imum 
policies basically or solely aiming 

higher priority over 

need be more 
Yet even in this realm there 

increase in national income. 

The most relevant cri
a trade-off.of the possibility for

admittance 
the nature ofbe a function of

still remain to
terion, however, will 


behind the various policies
 
as well as the objectivesthe problems 

pursued and hinges upon the explicit 
recognition of this fvct.
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