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Growing Labour-force and Unemployment 

Basically the development problem of the countries of the so called 

third world'is their failure to provide adequate food, clothings and 

shelter for their fast growing populations. It has been more or less a 

losing battle uf efforts on production of goods and services against the 

fecundity of human beings. Whereas or. one hand, these underdeveloped 

nations of Asia, Africa, and latin America are finding it difficult to 

provide for basic necessities of life to their people; on the other hand,, 

rising expectations of the masses through demonstratior effects of contacts 

with the larger developed world and unfulfilled promises of the local 

leaders and political parties are contributing a great deal. to the widening 

of the gap between the availability of goods and services and the needs of 

the fast growing ntimbers. 

The gap between per capita availability of goods and services and per
 

capita needs for them is, thus, widening as illustrated in the diagram-]..
 

More disquieting is the fact that this gap is becoming still wider
 

for the large majority of people who are poor and have incomes below
 

national averages, due to 3cute disparities in dne income distribution.
 

For the lower two-Lhirds of the populations In these countries the gap has
 

been widening due to rising expectations and static (sometimes decreasing)
 

per capita real incomes as illustrated in diagram 2. Thus, the problem is
 

two-fold: (1) growing gap between the per capita availaL. lity of and needs*
 

*Term 'needs' instead of 'demand' is used here because demand is an economic
 

vriable, and need is a physicJl and psychological requirement irrespective
 
of the level of prices and income.
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for goods and services and (2) the gap growing wider for the .iajority of
 

the people, due to their being left out of the main stream of benefits of
 

the national growth. In India, for example, per capita national income in
 

real terms increased by less than Rs. 1.5.00 ($2.00) only from 1960-61 to
 

1967-68 [6]. With all the indications of growing concentration of wealth
 

in fewer hands and widening disparities, the poorer sections of the society
 

(a large majority) is suffering from increasing deprivations. Very similar
 

picture is presented by other economies of Latin Ame:rica, Africa and Asia.
 

Gini's ratios worked out by Oshima for deciles of populations with respect
 

to inequalities of income distribution for South Korea, Philippines,
 

Thailand, Malaya and Cylon in comparison with USA, Japan and Taiwan clearly
 

demonstrate acute disparities in income distribution in the less developed coun
 

tries. [ 71 In the background of these disparities,slow growth of real per
 

capita incomes in these countries makes the lot of the large majority of the
 

population worse off. An indication of these deprivations is provided by
 

the low nutritional levels of the low income classes. Table-i shows a
 

wide divergence of calories and protein intake between different income
 

classes in some countries of Latin America, Asia and Africa. [ 141
 

Because of low per capita incomes and availability of goods and services
 

in these economies, their development effort has been mainly concentrated
 

on increasing the total national product. Big push forward, critical mini

mum effort, high potential area and enterprise concentrations and other such
 

efforts and approaches in these countries had been based on the philosophy
 

of increasing the total size of the pie without much of a concern as to
 

where it is generated and how it gets distributed. Balanced and unbalanced 

dualistic and single sector growth models all focused on rate of total 

growth. Main thrust in 1950's and 1960's, thus, remained on increasing the 

total production (especially food producLion) in order to feed the large and 
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Table-I
 

Nutrition levels by income class in some
 
selected countries of Lation America, Africa and Asia
 

Family Income/ 

Expenditure Group 


Latin America 


Brazil (1960-61)
 
Annual Family incotie (new 
cruzeiros per year)
 

Urban areas 


under 100 

100 - 249 

250 - 499 

500 - 1199 


1200 and over 

total avera~c 

Rural Areas
 
under I00 

100 - 249 

250 - 499 

500 - 1199 


1200 and over 

total average 


Colombia (1956-62)
 

'very poor' rural 

'very poor' urban 

'middle class' rural 

'middle class' urban 

Mexico (1958-59)
 
'very poor' rural 


'very poor' urban 
'middle class' rural 

'middle class' .iran 

Peru (1951-53) 

mountain area 
coastal area 


Asia
 
Ceylon
 
rural (1961-66) 

upper class Colombo (1957) 


Percentages 

of fami.lies 


4.1., 

21.94 

31.403 

30.54 

1I.Jt6 

7.94 


27.30 
29 . 5 .3 
24.5" 
10.52 


Calorie Protein 
intake intake 

kCa Is Grams 

(per capita) (per capita) 

Total Animal 

1,315 35.6 (10.5) 
1,738 49.1 (15.1) 
2,227 66.9 (25.6) 
2,830 95.7 (4U.].) 
3,569 111.9 (65.1) 
2,345 73.2 (31.2) 

1,755 50.0 (3.3.2) 

2,267 64.9 (21..7) 
2,577 75.) 
3,144 95.4 (39.1) 
3,674 116.6 (52.5) 
2,u83 J0.o (31.0) 

1,335 30 (') 
1,533 34 (15) 
2,133 52 (22) 
2,13 (31) 

1,738 4. 

1..303 5] 
2,275 37 
2,331 (4 

1,754 47 
2,205 64 

1,864 44 (G.3) 
3,271 34 



Table-] cont'd.
 

Family Income/ 

Expenditure Group 

Iran 


Landowners 

Urban wage earners 

Peasants 


India, (195L)
 
Maharashtra State
 
expenditure per capita
 

(rupees)
 
Urban and rural areas
 

0 - Ii 

11 - 18 

18 - 34 

34 and over 


total average 


Africa
 

Madagascar 1962
 
Income in 1.000 fr. per 
family/year 

1 - 20 
20 - 80 

80 - 190 


190 - 590 


U.A.R. 	(1965)
 
Low income class 

Middle income class 
Higher income class 


Tunisia 1965-67
 
dinars per person
 
Rural areas
 
less than 20 

20 - 32 

32 - 53 

53 - 102 


102 - 200 

200 and over 


total average 


Sources: Turnham [141
 

Perccntages 

of families 

(per 

21.3 

18.9 
20.7 

39.1 


54.7 
38 ; 

5.3 
1.2 


8.2 

16.2 

30.C 

32.4 

10.9 

1.5 


Calorie 


intake 


kCa 1. 
capita) 

2, j 
2 132 
1, 842 

1,340 

2,020 

2,485 

3,340 


2,100 


2,204 

2,818 

3,1.30 


1,782
 
2,157
 
2,525
 
2,825
 
3,215
 
3,150
 

2,609
 

Prtei., 

in take 

(;;-I s 

(per capita) 
Total, An ima I 

7. 

37.9 (1.4) 
56.6 (2.6) 
69.6 (6.6) 
"5.7 (11.9) 

59.7 (4.5) 

47.3 (5.5) 
53.P (V.0) 
60.2 (15.2) 
65.0 (22.5)
 

71 (15.0) 
;4 (18.0) 
98 (37.0) 



rapidly growing popul.ations. A slower growth of op)ortm rt;c'; of eIploy

ment largely due to concentrated area, sect,)r and enterpri.se efforts, 

however, left main stream of the popuati,).1 untouched. Une::Iploymcnt in 

the late 196''s, ths, grew unprecedentedly. Thorbecke estiiaterl that 

unemployment in Lti.n Ameri.ca grew fro',i :. percent in 15() to 11..10 percent 

in 1965. The unemp]oyment equi.valent (percent of unused labour hours to 

total available labour hours) workerl out to )e between 20 to over 50 percent 

[13,14,16]. Eicher, et.al. , showed that non-aricultural employment oppor

tunities during the period 1950 thrnugh 1964 actuall.y decreased at a rate 

of 1 percent in Cameroon, 0.5 percent in Kenya, 0.7 percent in Malavi, 

0.4 percent in Tanzania, 0.1 percent in Uganda and 0.9 percent in Zambia [ 2]*. 

Of the African countries, only [n Ghana the empl.oyment increased appreciably 

at a rate of 6.3 percent during this ioeriod. Sierra Leone had 3.0 percent 

employment growth rate; Neregria, 1 percent; and Southern Rodesia only 0.2 

percent.[2] They state, 'rising unemployment in Africa is a major social, 

political and economic problem. A convergence of forces, including the popu

lation explosion, has led to rising rates of unemployment whi.ch are expected 

to increase in the ].970's".
 

ThE prospects of employment in the seventies do not seem to be very 

encouraging. Estimates of Tobias for i.nstance, indicate that in Tndia 

alone labour force will increase fror. 210 million in 1970 to 273 milli.on 

by the end of the seventies and, thus. labnur force wi]1. be increasing at 

an increasing rate[ 15]. Eicher, et.al., estimate that in 1.96;5 the number 

*Source of figures used by Eicher, et.al., is Frank, Charles R. Jr., Urban
 
Unemployment and Economic Growth in .frica, Center Paper No. 1.20, New Haven,
 
Connecticut, Economic Growth Centre, Yale University, 1968.
 

http:milli.on
http:Ameri.ca
http:enterpri.se
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of working-age males in Tropical Africa will increase by 56 pe:cent over
 

a 57,421 thousand figure of 196S [2]. Turnham's estimates of growth of 

labour force for various countries and regions of the world, as reproduced 

in Table-2, show that the decade of seventies is going to w.itness an in

creasing rate of growth in labour fo:rce in all the developing regions of 

the world as conpared to fifties and sixtics [ 14]. Lester Brown has, 

thus, rightly observed, "the food-!)oIulation problem of the sixties is 

becoming the employment-population problem of the seventies" [ 1]. 

Of particular i.nterest to us today are, thus, the consequences of 

what happened in the decade of sixties. The experience of thi.s decade can 

be described as: (1) a considerabie growth in population an0 labour force, 

(2) incognizant or no improvement n t:he' standards of Iivin-; For a hul k of 

the populations, (3) incomes in traditional sectors (agriculture and menial 

services) experiencing not very significant improvements, (4) modern sector
 

incomes increasing at a faster rate, (5) rural to urban migration pressures 

increasing at higher and higher rate and (,S) fiscal and other policies 

proving not very effective in reducing regional and personal disparities in 

incomes. This created a self-aggravating system of links an4 back-Ioops 

between state polict.es, Labour force growth, onemplo.lient and wages and 

income disparities. With the popuilation increasing at a high rate, employ

ment opportunities in the traditional sector (agriculture) not -aitching up 

with the demand for jobs and a deliberate emphasis on developing modern 

sector (industry) lead to wide disparities in the traditional and mlodern 

sector incomes. Rural to urban migration of workers increased which lead 

to widespread unemployment and under-employment in the urban areas and 

swelled up the ranks in the traditional service sector [14,16]. i.Jith the 

population pressures remaining stil.! very high in the rural areas, under

employment and disguiised unemployment inc:eased. A situation of rising 

http:polict.es


Table -2 

Estimates of growth of the labour force 
in less developed countries: 1950-1980 

percentage rates
 

Rates of growth 

1950-1965 1970-1980
 

Total Annual Total Annual
 

Developed countries 17.6 1.1 10.0 1.0
 

Less developed countries 28.] 1.7 25.2 2.3
 

Regions 

Other East Asia 30.7 1.8 35.3 3.1 

Middle South Asia (1) 23.2 21.61.4 2.0
 

South East Asia (2) 32.3 1.9 28.0 2.5
 

Souch West Asia (3) 31.8 i.9 31.3 2.8
 

West Africa 38.9 2.2 25.8 2.3
 

East Africa 21.1 1.3 19.8 
 1.8
 

Central Africa 16.0 1.0 12.9 1.2
 

North Africa 17.5 1.1 29.0 2.6
 

Tropical South America 48.3 2.7 34.7 3.
 

Central America 52.0 2.8 39.1 3.4
 

Temperate South America 25.7 i.5 16.0 1.5
 

Caribbean 	 31.1 .8 25.8 
 2.3
 

Source: Turnham[14]
 

Note: Excludes Sino-Soviet countries.
 
(1) 	Includes Ceylon, India, Iran and Pakistan.
 
(2) 	Includes Burma, Cambodia, Indonesia, Malaysia, the Philippines and
 

Thailand.
 
(3) 	Middle East countries.
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wages in the modern sector due to various promotional and proteztive policies, 

increasing labour surpluses and widening regional, sectoral and personal 

income disparities developed in these economies.* Rising wacges, growing 

concentration of economic and political powers and explicit emphasi.s on
 

modernization lead to public policies of capital subsidizati.on in the in

dustrial sector. The economic and social environment for a Large majority 

of the people (low incomes and slums, etc.) became conduc ve to high popula

tion growth rate. The policy emphasi.s on investments in capital intensive 

technology, increasing wages due to labour-union pressures and government 

policies, and high birth rates of sixties are now proJecting into the
 

seventies in the shape of fast increasing labour force and higher unemploy

ment rates.
 

Nature of Employment in Agriculture
 

Agriculture being a major sector in !,lost of the developing countries 

has to play a pivotal role in providi.ng employment to the increasing labour 

force in the rural areas. It is, therefore, essential first to understand 

the nature of employment in this sector. Traditionally this sector has been
 

providing employment to the rural labour force at an 'institutional wage'
 

paid in kind at the time of harvest(s).** The employment being seasonal
 

with acute work load peaks and slacks for a major part of the year, labour 

was simply sticking around to get employed and often over-worked during the 

sowing and harvest periods of crops. iith the traditional technology of 

sickles and spades, there was not much of a prevalence of structural 

(year round) unemployment. More so it was a case of seasonal unemployment 

*This aspect is more thoroughly analysed elsewhere, See Johl [9] . 

**Institutional wage is equal to total product divided by total, labour
 

force, as defined in the dualistic -,iodels of growth.
 

http:providi.ng
http:subsidizati.on


and under employment as shown in the diagram 3. 
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Since in peak-work periods of. production and marketing agriculture 

suffered from acute shortages of labour, it kept lots of otherwise surplus 

labour sticking around for the rest of th year especially when gainful 

employment 	was not easily available outside of agriculture. This explains
 

the non-zero marginal productivity of labour in agriculture i.n the widst 

of unemployment and under-employme nt. 

As these economies began with the process of modernization, agriculture 

also got influenced, of course not in a very big way. To the extent the 

non-conventional investments in agriculture came in the form of machines 

and improved equipment to relieve labour shortages at peak-work load periods, 

the process started reducing the peaks of employment and more of the seasonal 

unemployment got converted into structural. unemployment. 

To the extent only peak-period labour shortages were relieved, it 

encouraged intensity of cropping and operations, creating more jobs during 

the rest of the year. To the extent these machines and equipment took 



over the slack season work, it aggravated the problem o unemr ,oyment 

and under-employment. What happened to the total employment and lobs for
 

labour is a question of what were the i.nitial conditions and the types
 

and levels of machine-use.* More obviously, however, considerable amount 

of seasonal unemployment got converted into structural unemployment. 

Migration to Traditional Service Sector
 

With the non-agricultural sector emplo-nent not growingo, enough to 

siphon off these labour surpluses being generated both due to the increasing 

population and introduction of labour-saving devices, it created conditions 

of unrest in many parts of the world and increased also the flows of 

rural-urban migrations in expectations of finding some gainful employment 

in the urban areas. This added to the urban unemployed and to the numbers 

in the urban-traditional-services sector. The traditional services sector, 

thus, started playing increasingly the role of absorbing excess labour in 

urban areas, as the agricultural sector was doing in the rural. areas [2,13, 

14,16]. A great bulk of labour in Iess developed countries, thus, remained 

under-employed or disguisedly unemployed in the low productivity traditional 

sectors. TabJ.e-3 provides a picture of changes in the structure of employ

ment between the period 1950 through 1960 for less developed countries of 

Latin America, South and East Asi.a and North Africa. A more clear case of 

such a structural change in employment is provided by Latin America as 

shown in Table-4. Whereas the share of employment in the primary sector 

(agriculture, mining) and artisian industry declined, "ajor i.ncreases came 

in the unspecified (services) sector which is believed to be consisting of 

low productivity, traditional or menial services. The employment structure
 

*For a detailed discussion of this aspect, see Johl [.10. 
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Tab1e-3 

Changes in the structure of employment: 1950-1910 

Mi IliL ,I Cc..'-lerc e 
Agriculture manufacturing Construction and Scrvices 

and util.i.ti.es Transport 

All less developed 

1950 73.3 8.2 1.3 7.6 8.9 

1.960 70.7 9.5 2.0 8.0 9.6 

Latin America
 
1.950 54.1 15.0 3.6 11.7 1.5.6
 

1.960 50.1 15.6 4.4 14.1 15.9 

Asia, South and East(l)
 
1950 75.3 7.7 1.1 6.9 8.8 

]9(0 73.1 9.2 1.3 7.2 9.4 

North Africa (2) 
1950 72.9 1.9 9.17.3 8.]. 

1960 59.6 .1 2.2 2. 11.4 

Source: Tables calculated by Bairoch and Limbor, reproduced from Turnham [14]. 

(1) Excludes Middle East countries. 
(2) Algeria, Morocco, Libya, Sudan, Tunisia and the U.A.R. 

http:util.i.ti.es


Table -4 

Changes in the structure of employmient in 

Latin America, 1950-1969 

Structure of Grmwth rates 
emp oyment 

1950 7960 ] ,o9 1950-19 .. 1960-1969-

Agriculture 53.4 47.2 42.2 -1.3 -1.5 

Mining 1.1 i.0 1.0 -2.0 -2.2 

Manufacturi ng 14.4 14.4 13.8 2.6 -2.3 

of which:
 

Factory industry 6.9 7.6 7.7 3.7 2.9 

Artisan industry 7.5 6. 6.1 -1.5 -1.6 

Construction 3.0 4.1. 4.5 _.2 4.0 

Transport and publi.c 
utilities 4.2 5.1 5.5 4.6 3.4 

Commerce and finance 7.3 9.0 ]0.1 4.1. 4.1 

Miscellaneous services 13.0 15.6 17.3 4.5 4.0 

Unspecified (services) 2.3 3.6 5.6 7.3 8.2 

Source: Turnham [14]
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and changes in it during the period 1961-69 in India also poiiit towards
 

the same direction, as shown in Table-5. Here, too, services sector
 

employment increased more conspicuously compared to any other sector. Of
 

the 4.54 million increase in total employment during 1961 through 1969,
 

2.25 million (about 50%) occured in the services sector.
 

Some Outstand:.ng Characteristics of Unemployment
 

The unemployment situation in the developing countries has some out

standing features. An important aspect of it is that the actual unemploy

ment is much higher than the official statistics reveal. In Latin America, 

for exemple, unemployiient estimates in 1960 were made at 9.10 percent of 

the labour force, but the actual uneiployment equivalent worked out to be 

25.7 percent [13]. As Turnham puts it, "A priori reasoning perhaps suggests 

that in terms of the meao'urement procedures commonly adopted in less 

developed countries, the 'bias' is !ikely to be towards understatement of 

unemployment" .[14] Since agriculture absorbs a major portion of the working 

population ranging from 45 to 80 percent in different countries and also 

that agri:ulv'ure is a self-employient sector, a large part. of the under

utili7ed labour force remains to ibe in agricu].Lure. In Latin America, for 

example, 59.5 percent of the total unemployment was accounted for in the 

agricultural sector [13]. Again, 3J to over 50 percent of the lab.:ur force 

in agriculture is under and unemployed. However, on the contrary, the 

census and survey data reported in official estimates show almost all the 

unemployment concentrated in the urban areas. 

Another important feature is that unemployment rates are higher in
 

younger age groups, especially 15-24 years. This age group being more
 

mobile, the unemployed persons in this group are increasingly migrating to
 

the urban centres. During the last two decades, the increase in the urban
 

population has been over three times the increase in the rural population.
 

http:Outstand:.ng


Table-5
 

Industry-wise Employment during 1961-69
 

India (million)
 

sl.
 
no. industry 	 employment in march
 

1961V 1966V 19661/ 19671/ 196a3/ 19692/ 
(0) 	 (1) (2) (3) (4) (5) (6) (7)
 

1 plantations, livestock,
 

foresLry, fishing, etc. 0.851./ 1.10 1.13 1.10 1.10 1.07
 

2 mining and quarrying 0.68 0.66 0.67 0.65 0.61 0.60
 

3 manufacturing 3.39 4.26 4.53 4.45 4.44 4.53
 

4 construction 0.84 0.99 1.02 0.99 0.90 0.94
 

5 electricity, gas, water
 

and sanitary services 0.26 0.35 0.34 0.38 0.39 0.41
 

6 trade and commerce 0.25 0.39 0.49 0.51 0.53 0.55
 

7 transport and storage
 
and communicatiors I.AI 2.21 2.21 2.24 2.24 2.27
 

8 services 4.01 5.50 5.80 6.00 6.12 6.26
 

9 total 12.09 15.46 16.19 16.32 16.33 16.63
 

I/Incomplete coverage.
 

2/Covers all public sector establishments and non-agricultural establishments
 
in the private sector employing 25 or more workers.
 

I/Covers all public sector establishments and non-agricultural establishments
 
in the private sector employing 10 or more workers.
 

Source: [6)
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SThis~migrationf is taking place mainly due to push effects, fran the rural. 

;. traditional sector because 'of the lack of gainful employment opportunities
 

available there. The traditional rural (agriculture) and traditional urban

sevcssctors have ben, thus, 
claimants of the residual-labour-fre 

which could not be absorbed in the modern sector. 

J"icome 	Disoafritiu,, 

tAsai rixor iUage of the naLure ,uusp I oy- e nt ad e1dp [;yiI)t: ,n the 

traditional and modcrn sectors of L,;e devcl.oping econorlies," di.sparUitcs i." 

incomes ltld WAgeSar incceaSing,. :I Indi , for wnnpie , u~tznLi.ona] 

-. .	 income or~iginatiug froim agriculturc (,lfi1! rural. incomes) vis-a-v.s total 

noti-agricu.tur1l. .icomes (:,ainly u;'ali ncoies) .ncrense'.i in the ratio of 

. :.d n 191-. .tAtcr accoc Eorhperiod Fiilg ,'A0:20 di.sLribi-

Lion of popllat;.on In ru:al and urboin area., however ,c,r L.i reversed 

as l..0.K4 . In' the case of dual ec!;numie:, as most uf the 'lveloing 

countries ars, the tWo sectors (aiv.LcU.cie..nd induistry) arc -,enerljy 

located in differe,-t regions. This cads to Wide d.i.sparites in 'egiunal 

incomes. These disparities in pCersonal a d regionali nicomeos are leading 

these economies to s :rong social p.,miccoiiu'lic-oslriat Lin. and even politi 

cal unrests in anl; :part of the worl. I. ithe decadce of scventj.es , 

employment creation and reduction ;i.iiiko'0:t dispar i.ties hs Lonbe, thr fore 

an explicit policy object.ve of )Iic deveicping c.u, tr es. 

The-Role of Pri ce Distortions
 

As explained -,,., the earlier sections, durilte loist two 
 (:dec-des 

Population and .nbo-iir force increased iIrlp-(CedeIItedLy , increa:; ik.,the 
supply Of jo1) .eers Inima tched by Cihe 1'e inad 	 fwo: tieni. Th demiind did 

not increase aPpreCibly becaUS 	 Of vey sl.-ow. ,L cliinol ocal iiujI):twerents 

I 	 n -e . , n t . ,, .:. ,77: :' s>4*Calculated 	
,

f rom national. incomne 1tnes2.port ed by inIduLtaL~1 ori"Ln)t 
~::IXT:k : -. : - : i ! i .:. ,, u e,., . . <r. .. P . ..t i" r.. .t : ¢' > .F" . . i i :6 : 

Jr 

http:object.ve
http:scventj.es
http:popllat;.on


ia hor F,nc 1. (-ri'ul ure) ancl , r l.o SCore 

Aelingtheh)ni h l~alrL~~Ito 1110"u bel1'r 10 'l *idd i.t,1oley 

dlsupplies of lInbom. An ioriphnsis on t hcv itodulCtj.o f
11c;.es)g*-o. to i 

muot-101rs-t 1: 
technologly, 

'Aon th q_th hand load-tothe-pu he7' te) 

whereby capital wa s Priced below Lts i:ke L.prico The priceO dh1is.ortions 

Such as iimporLs of c ipttal. at an over-vall0d 1ocal cMenc- o,,changoe rate 

capital subsidies nd rebates, protections and "ILus-tial. p '1ti o 

activities , resulted in larger Lmn t--.ionts Ln more capital intensive . 

technologies in the modern sector Factor-price distortions were further 

aggravated because of tie inflexibility of wages to adjust J W ..ar. to 

the demand and supply conditions. Thi.s happened because of (l) T.minirurni' 

" wages legis laiions, (2) labour imn.isns 1- ions, (3) soc i l T.-ej.fare cons idera

* tions, and (4) wages being already very low at subsistance levels . The 

situation worked against che 'traditi.oniaj sector (agri.culture)anid in " 

* favour of the modern (industrial) sector. titlhin the industrial sector, 

it worked in favour of capital :i-tnsive technology, leading to a slow 

growth of emplo.onent: as ilustrateI in the diagram, 4. 
A Elfects of Capital-Intensive Technologv and Factor 

Price Distortions onEr ].oy:,ient and' Capital Use 

;,. ,
.-
 ...  - .
 

AC !~~~.L3 - . -. 

, iT ? Li" 4 * " ;....A "ml 

?112 

11 I 
A 4 C'..C , ' : . .. . ' , 'A.A C ! A 

.......... .. ........
- 4C- 4*~~*~ Figpure-4A 



The cr 'vr ;is v frsr r.tt:'I, ' itr'at., 

ca )i.taI a uirl 'a: )j rr . r nh1 na o..(c - ., . ' , (a res ,C . 

formatio,I c, rve <ri, 1.ci haVe si. . " , L; L U[ t. a1.1. :.her .Iove 

-,fi pr,), ,<i.,, s:.-) .ec .ere re'resc:tt:ct ' . Had t; cre I seui. ft in 

rel.ati.vc 4n 1f ahn 1r arn(ce] capital, se fOO capi ta 0:r,:Ii11 a-e1 Hcrased 

t KK2 
1 a'e:r I'2" ,2cr'a: ."'PI 'ioler.,:,e.;i:";tst"ply.ent. tcc d:. etaforts 

1)1. ted th': trn1s rF. !1at f), curve the ' v c't , r , 

-)ortati_,, an 4 a n-t .-,,' , ' capita i nie F i. e te 'hc,!lc:,., InrIi ea S ,,, the 

capi.tal use LI t.le 0,: ect [i.r ,I [ .. rr, i'cc ;, ,i erpI ';, II In" i:,~.e e Ive] l 

i'ri.ce d stort . s i, , ther encuira ca : Ore I th1e ,1!7 o!: Ital .- '1 recc o , 

F4 nnd rpd,'ccd tLl 1;.0:,' r enipuv-ie:,t Lo ..0c level I. Th:s, r, : trii e. 
althoujgh pr ' ti' .,F '. ,.:isand so,',,,c e 'crease a l e,' i t, n11so 

ncreaseu, '.~.) 1 . l, , vet cap Lta1 se i ncrea.'e ! ,i, ch io~, -r ., ri rmal1,, 

fron K , K/I I:> an - e'ls ca,)i, tal Iis "vo e lb1 h)urelplmlas In:e?,site 

intens ye ec ,.',- !';' n, '' thy ',t: i.ntv,,' i no tac::,n ric e i r 

through txp] i. t actions t:ie 1?iI.,. ,..1,, ....,epf: . ri ';1VC . :reasel 

to 2I, i .stead! (" , an,' canita1 ':n' c,,',l. 'ave remained 1o'. it .nst-ead 

t4f lK4 . 

The pro u:.'-t ' ,I t ,rt i ,,' . .' the 't:ier hand ,11 n ,ijo: ,oeriitl' :nter

sectora ! a to 1t0s:old the flo,. of i ta I the , e::t have i!, owed fr,'o agr i 

cultural to the inli:strial sect.r. :;-t ;I-, emplhac s ):i fmoId( i:,:ati ., Iin 

the ear!'. phases. r. ricilItiral sh.,,:- a-:. e expeci.al1 y oF inn,. sutnrted 

bother in, , he Fo,'.c !efi ci. t eco,ioo :.cs Z.1) a .ec)SeIc of ,,er" ,dtnc rnible 

technoI ogica 1 .n :i'.,e:ients i n a r i.ctl t! e I pri.ce i licent i ves .i!rr , en to0 

the farmers in e . .r:, of h12.hec ;. sip,, 'rt :-1! ,,' V il 

curement prices in rder to boost up production. This was a consistant
 

policy at the then existing level of production technology, to achieve
 

higher production and it fit in well with the requirements of first stage
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of development to encourage agricultural production and surpluses. In late
 

sixties, however, agricultural production, especially of wheat and corn,
 

increased considerably mainly due to the seed fertilizer revolution ir

respective of price incentives. Yet, price policies remained supportive
 

of agricultural prices at the same higher levels and did not thereby encour

age the flow of capital to the industrial sector as illustrated in diagram 4,
 

representing Indian situation.
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impact of improvement in agricultural production technology has been to
 

shift the agricultural production up to OA2 , industrial production remaining
 

Ol. With the relative price ratio held constant, agricultural production
 

shifted up to OA3 through partial diversion of resources from the industrial
 

sector reducing the industrial production from Otl to 012. With the increased
 

agricultural output, however, agricultural prices should have fallen reducing
 

the use of resources in agriculture and its production to a level represent

ing a combination of OA4 agricultural output and 014 industrial production.
 

As a result of improvements in the agricultural production technology, the
 

production resources must have, thus, flowed to the industrial sector. But
 

these healthy influences were held up by the high agricultural support prices,
 

generating more and more of agricultural surplus with higher and higher
 

burdens of support prices on public funds. This is what has been happening
 

in many of the developing countries in the second half of the sixties. The
 

benefits of increased productivity have not been flowing out to the indus

trial sector in the form of cheaper wage goods and capital transfers. As
 

a result, lesser number of jobs have been created in the capital starved
 

modern sector.
 

The factor and product price distortions have, thus, created conditions
 

where resource allocations have gone inconsistant with the resource endow

ments of the developing nation. A little better respect for the role of
 

natural market forces in bringing about resource use adjustments could
 

bring the resource allocations close to the resource endowments optimizing
 

the use of scarce capital resources and increasing the level of employment.
 

Some Policy Implications
 

The foremost policy objective of the developing countries in the
 

seventies, as stated earlier, should be to create more job opportunities
 

and reduce the level of disparities in regional as well as personal incomes.
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The former is a necessary step to cope with the increasing flow of the new
 

labour force generated by high birth rates of fifties and sixties. 
 The
 

latter is a must to avoid serious socio-economic polarization and political
 

unrests. Some specific measures to achieve these over-riding objectives can
 

be listed as under:
 

(1) Removing the factor and product price distortions is an essential
 

first step for these economies. Unless these distortions are removed, pro

duction technology will remain unduely capital intensive, unemployment will
 

persist, inflationary pressures will continue and the economy will operate
 

at a below optimum level, resource use remaining at variance with the re

source endowments. Several measures or their conbinations can remove or
 

reduce these distortions. First of all, market prices of products should
 

be allowed to adjust to the demand and supply conditions. Product price
 

policies in agriculture should be more concerned with disciplining the
 

seasonal and irregular price fluctuations rather than with maintaining the
 

annual or secular prices above the levels justified by the supply and
 

demand forces, as is generally the case at present in most of the LDC's.
 

If the public authority has got to administer prices, price determination
 

should remian consistant with the changing demand and supply conditions and
 

should account for technological improvements in the production processes.*
 

The factor-price distortions can be corrected if the modern sector entre

preneurs are made to use capital and employ labour at their real market
 

price, which means no undue capital subsidization, internal allocation of
 

foreign exchange at the open market rate (shadow price) rather than official
 

exchange rate and no undue prolongation of the protection of industry on
 

grounds of size of business or its being infant. Modern sector must, in
 

*A systematic procedure of price determination under government administered
 
price structure is discussed elsewhere. See Johl [il1.
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short, be provided with opportunities to develop on a challeng of market
 

competition at real factor and product prices.
 

(2) More emphasis needs to be laid on adaptive research to develop
 

indigenous technology which will suit the resource endowment of the economy.
 

Evonson estimated that in 1960 total research expenditures in Africa,
 

Central and South America and in Asia excluding Japan and Israel amounted
 

to only 10 percent of the world expenditure on research. Asian and Latin
 

American countries spent barely more than 0.10 percent of Agricultural GDP
 

contrasted with 2.17 by USA, 2.98 percent by Australia, 2.67 percent by
 

Israel, 1.62 percent by Canada, 1.24 percent Japan, and .88 percent in
 

Western Europe [4] . Many programs designed to introduce non-conventional
 

inputs and modern technology borrowed from the developed countries have not
 

thus been very successful because the imported technology was not fully
 

consistant with the resource endowments of these countries. When such pro

grams apparently seemed to be successful, they generally created unemploy

ment or at least did not generate sufficient additional employment opportuni

ties. What is badly needed at this stage is not a mere modernization of
 

the traditional sector or industrialization, but more so, development of
 

indigenous technology that generates more and better jobs along with in

creasing production in the agricultural sector. Hence, an explicit empha

sis on adaptive research.
 

(3) The vital element to link technological development and its adoption
 

in the economic environment generated by the factor and product prices
 

structure is the human skill. Due to a lack of appropriately skilled and
 

technically trained workers for some pivotal jobs, level of technological
 

adoption and genera. employment remains low. Job-oriented training or
 

vocational education must go hand-in-hand with the development of indigenous
 

technology. In spite of general and liberal education having its own long
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run broad ranged advantages, job-oriented and specific profesrional education
 

must get precedence in the developing countries. Those going in for liberal
 

education should take it as of their preferred choice instead of having
 

almost the only alternative available to them, as is true for the majority
 

of persons at present in the less developed countries. A laige number of
 

educated unemployed persons in the presence of many unfilled job vacancies
 

is a very common phenomenon and it is mainly due to educational system not
 

matching with and up to the needs of the economy.
 

Family Planning and Birth Control
 

Last, but not the least, an increasing emphasis needs to be laid, infact
 

an all out effort needs to be made, on birth control and family planning.
 

There are clear economies in reducing the birth rate. Enke, for example,
 

estimated that an individual's life time consumption in India exceeded his
 

production by Rs.6000/-. At ten percent discount rate, this worked out to
 

be Rs.690/-. Considering that this money has an opportunity cost, he
 

worked out the discounted value of a prevented birth to be Rs.1000/-. He
 

observed, "Resources devoted to population control would be five hundred
 

times as rewarding as resources of equivalent value invested in traditional
 

development projects" [3! . Meier estimated a benefit of $20.00 per year
 

per birth prevented for a society with per capita income of $100.00 and
 

a benefit of $60.00 for a society with per capita income of $250.00 [121.
 

Zaidan calculated the family benefits of preventing a birth to be four times 

the current per capita income and social benefits twice the per capita 

income [16 . This author calculated the cost of raising a child to the 

productive age of 16 years to be over Rs.4900 and after that swelling the 

ranks of unemployed job seekers [81. 

The costs of not controlling the excessive births are indeed very
 

high. As Enke has observed, in order to get the same per capita income
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removing factor and price distortions, development o- i.ndi.;enous technology 

with adaptive research and vocational and professional education should 3 e 

explicitly incorporated in the policy objectives of the developing countries, 

family planning and birth control programs should get the highest priority, 

if these nations have to solve the problems of an explosive rate of growth 

of labour-force and unemnployment. 
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