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I. Intoduction 

T 1s cumos how inscientific disciplines 
very similar results of investigations intoproblems to 

time. It is as if the essential reality of a it 
I appear emerge at the same 

tim. t s -, asiu-f heesentalreliy o 
ation comes into increasing conflict with ac
cepted ideas until, at a certain point, reaity 
cannot be gainsaid. From various quarters 

we begin toattacks begin to mount and 
wonder why we were so simple-minded as 
to accept uncritically earlier concepts. Even 
so, we do not lightly reject t e other 

ment efforts by developing countries and all 

are critical of present policies. Broadly 
may say that the Littlespeaking, we

Scitovsky-Scott book concentrates its criti, 
cisms on policies of import-substitutonwhilst the ILO and Turnhamn books focus 

upon the failure of policies to obviate grow
ing unemployment. 

Let us look at the Little-Scitovsky-Scott 
book first. This is an interesting example of 
what can be achieved by teamwork in eco
nomic research. The book was based on 

views because, after all, a good deal of in- researches undertaken in various countries 
tellectual energy has gone into their formu-
lation and propagation. We wait to be con-
vinced; each new, available piece of re-
search is scanned to bewhether it supports 
the tenets of the old doctrine, or whether it 
adds to the growing swell of disilltion-
menst Finally swellhon wearei rFinally, we are honest, st, nment. if we are 

forced to admit that reality has not been ex-
plained by our older notions-there are toodicreancesbetween facts and the-man 

many discrepancies 

ory-and we embrace the new approach. 


These reflections are engendered upon 
reading three books published at the end of 
1970 or the beginning of 1971.1 All deal 
with the results of many years of develop-

Industry and trade in some developing coun-
tres. By IAN LrrrLr, Twon Scrrovswy, and 
MAUmCE Scor. London: Oford University Press 
for the OECD Development Center, 1970. 
Towardt full employmen:. By the INTLEBNATONAL 

LAIOR OuGANVZATION. Geneva: ILO, 1970. The 
employjnnt problem in less developed countries: A 
review of evidence. By DAvw TMUIMIAM with the 
assistance of INGELIEs JA.icm. Paris: OECD De-
velopment Center, 1971. 

(Brazil, India, Pakistan, Mexico, Philip
pines, and Taiwan) by those who had ex
tensive knowledge of the countries con
cerned. Their individual contributions were 
analyzed by the three authors (who also 
incorporated material on Argentina). The 
result is a well-documented multiple casesuyo eeomnwt hoeia m 

study of development, with theoretical im
plcations far beyond the particular courttries covered.' 

Little-Scitovsky-Scott' concern them
selves first with a consideration of the fac
sevs wih a cosiert of f
torswhich have led to the growth of im
port-substitution. One factor was the de

'The research studies on the particular countries 

are: Tnso'w Kimc, Mexico: ldustrializationand 
trade policies since 1940; JAGDISH N. BHAGWATI 

and PAD A DzAl, India: Planning of Industrializa
tlon; S'nPmN R. Lxwim, Jat, Pakitan: Industri
alization and trade policies; Mo-HUAN HsxNG, 
JoHN H. Pow~m, and G=Apmo P. SiCAT, Taiwan 
and The Philippines: Industrialization and trade 
policies; all published for the OECD Development 
Center by Oxford University Press, 1970 and 1971. 

' Hereafter sometimes abbreviated to "LSS." 
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pression of the I930 which depressed pri-
mary product prices and which encouraged 
a move for diversification. A second factor 

was the shortage of imported manufactured 
products during the Second World War 

which also stimulated domestic manufac-
tures. 

Again, emerging balance of payments 

deficits in the post-war period provided the 

nfor import restrictions which in 
justification rbe 
turn provided protection to domestic indus-
try. And as policies of industrialization be-

gan to be applied more consciously, in-
to pro-creasing tariff rates were designed 

en-tct"infant industry" and to encourage
ttilntn 
trepreneurial initiative and saving out of 
enhanced profits. Such pclicies were 

deemed to be desirable and efiective partly 

on the basis of historical analogies with pol-
icies pursued by some European countries 
and by the U.S.A. in the nineteenth cen-

tury. 


II. The Evolution of the Planning Concept 

All of this led inexorably to the concept 
of planning and it is interesting as aprelim-
inary to look back and see how pervasive 
and persuasive this idea has been. 

"Twenty yeas ago," says Stanislaw Wel-

lisz [60, 1971, p. 121], "when development 

planning was in its infancy, well-known 
economists ranging in opinion from the lib-
eral right to the Marxian left advocated 
planning as the fastest and least painful 
path to growth." In one of the earliest arti-
des written about development in the post-
World War Ii world, Rosenstein-Rodan [46, 
1943, p. 204] submitted arguments "tending 
to show why the whole of the industry to 
be created is to be treated and planned like 
one huge firm or trust." Basically he be-
lieved that "active participation of the State 
in economic life is a new factor which must 
be taken into account as anew datum" and 
that the conditions existing in the nineteenth 

century which bad stimulated development 
were no longer present. 

Coming on the scene four years later, in 

1947, Mandelbaum [37, 1947, p. 6] seemed 
to take it as axiomatic that the state would 

the major role in the growth proassume 
cess. Thus he claims that 
the theory of State initiated and financed expansion 

of demand is by now so undisputed, and there are 

so many historical precedents to confirm it, that 

more need not be said, at the present stage, about 

this starting point. We assume that this method will 
chosen whenever the need for industrialisation 

is so strongly felt that slow changes and exclusive 

reliance upon private initiative no longer suffice.... 

Even apart from the U.S.S.R. there are many in
history of industrialisationstances In the recent 

where the assumption by the State of entrepreneu
a functions has accelerated the modernisation of 

equipment and reduced the disadvantages which 
formerly chaxacterised the position of backward 

countries. 
In the extract quoted, it is clear that Ma:.
delbaum is unconsciously and illegitimately 
transposing the theoretical and practical 

successes of Keynesian analysis from the 

developed to the "backward countries." He 

also, like others writing in his era, uses the 
example of the U.S.S.R. without consider
ing whether the conditions prevalent in that 
country were duplicated elsewhere. Nor, in
deed, whether the techniques used for the 
industrialization of the U.S.S.R. were the 

ones.most desirable or effective 

Gunnar Myrdal [40, 1956, p. 202], after 
quoting statements in favor of government 
planning in developing countries (by Ros
tow, Buchanan, Williams and Viner), went 
on to say that "there are compelling reasons 
to achieve a much more rapid economic de
velopment than could be hoped for without 
central planning and government initiative. 
...Leaving economic development to natu
ral forces means in most cases continued 
stagnation or unnecessarily slow develop
ment."" 

In more recent years, Myrdal has been less en
a recentthusiastic about planning. In speech to 

Swedish trade-unionists he said: "As far as our own 
economy is concerned and much else which has to 

do with socal planning, we have all suddenly become 



759 Healey: New Thinking About Development Policy 

It is interesting to note that Myrdal was 
awake to the possibility of corruption oc-
curring in the process of administration 
when governments were major instruments 
of development [40, 1956, pp. 203-05]. 
And he does point out that the efficient and 
incorrupt state of "the northwest corner of 
Europe" was the "accomplishment of eco-
nomic liberalism." Yet the possibility that 
corruption and government planning may 
go hand in hand was not explicitly dis-
cussed. It is, however, brought out in LSS 
when they say, for instance, that "graft and 
other forms of malpractice may be yet an-
other cost [of reliance on administrative 
controls] likely to be the greater [when] 
more depends on the administrator's favor. 
The costs involved are not only the cost to 
society of corruption and the cost to the pro- 
ducer of paying the necessary bribes. Afur-
ther cost is that corruption often renders it 
difficult or impossible for discriminatory 
measures to achieve their aim" [LSS, pp. 
213-14]. The authors cite one example 
from Pakistan where, through deference to 
the principle of progressive taxation, a 

higher tax was levied on finer counts of 
yarn than on coarse, it being presumed that 
only the rich bought the former. The result 

was that tax inspectors were bribed to re-
cord the production of fine counts as coarse 
counts. Moreover, the authors report Paki-
stani complaints that officials have to be 
bribed not only to be partial in their deci
sions but to act and to perform their duties 
at all. 

But to revert to the origins of the plan-
ning debate, Charles Bettelbeim made per-
haps the strangest argument in favor of 

very economic-planning minded-in my opinion we 
have also succumbed to the temptation to centralize 
and regulate from the center too much in detail, but 
we are sadly lacking in what my friend and col-
league, Bertil Ohlin, once called 'framework econ-
omy.' "-"The Role of Research and Technological 
Progress in the Development of Underdeveloped 
Countries," Research and th6' future, TCO's Ed-
ucation Days 1970, Stockholm. 

planning. For Bettelheirn an economic plan 
consisti of a "totality of arrangements de
cided upon in order to carry out a project 
concerned with economic activity" [11, 
1959, p. 9]. And, in amplification, he aug
ments this definition by saying: "there can 
be plans of production, allotment or distri. 
bution, investment plans-partial plans; but 
in the full sense of the word, an economic 
plan is a plan concerned with the whole of 
economic life, or the entire activity of an 
economic unit" [11, 1959, p. 3]. 

Given the academic respectability of the 
arguments in favor of planning, therefore, it 
is not surprising that many official publica
tions of the United Nations reflected this at
titude. One of the first of these dealing with 
developing countries was published in 1951 
[57, 1951]. The U.N. distinguished four 
types of planning: 
First ...it [planning] refers only to the making of a 

programme for public expenditure, extending over 
from one to say ten years. Secondly, it refers some
times to the setting of production targets, whether 
for private or for public enterprise, in terms of the 
input of n'anpower, of capital or of other scarce 
resources, or use in terms of output. Thirdly, the 
word may be used to describe a statement which 

sets targets for the economy as a whole, purporting 
to allocate all scarce resources among the various 

branches of the economy. And fourthly, the word is 
sometimes used to describe the means which the 
government uses to try to enforce upon private en

terprise the targets which have been previously 

determined [57, 1951, p. 63]. 

In practice, of course, in the developing 
countries we have often seen all four forms 
of planning practiced simultaneously. In 
the above Jted UN Report it is indeed diffi
cult to discover outright statements recom
mending that planning techniques be fol
lowed, but the inference is always that 
government will effect the "major structural
 

readjustments." 
The usual reasons advanced for the ne

cessity of planning are that market forces
 

cannot be expected to work in the right di
rection in developing countries. Prices will 
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not reflect opportunity costs, external eco-
nomies cannot be taken into account by the 
individual entrepreneur, etc. A clear state-
ment of the planning viewpoint was in-
cluded in the report of a 1965 U.N. Confer. 
ence on planning [56, 1965, p. 12]: 

It is an integral task of planning to achieve the best 
possible use of scarce resources for economic de-
velopment.... The need for using appropriate cri-
teria for selective projects arose because of the 
failure of the market mechanism to provide a proper 
guideline. In less-developed economies, market 
prices of such iactors of production as labour, cap-
ital and foreign exchange deviated substantially 
from their social opportunity costs, and were not, 
therefore, a correct measure of the relative scarcity 
or abundance of the factor in question. 

A more recent publication of the United 
Nations Industrial Development Organisa-
tion [24, 1970, p.11] makes the following 
forthright comments: 
Governments can not, and should not,take a merely 
passive role In the process of industrial expansion, 
Planning has become an essential and integral part 
of industrial development programmes, for market 
forces, by themselves, cannot overcome the deep
seated structural rigiditie- in the economics of de-
veloping countries.... Today the need for some 
degree of economic planning is universally recog-
nised. It is, of course, an integral part of the 
economy of the Soviet Union and the other cen-
trally planned countries .... In developing coun
tries, planning is more feasible and more desirable 
than in developed market economies. The greater 
feasibility is a result of the smaller number of vari-
ables that must be taken into consideration, and the 
greater desirability sterns from the fact that the 
automatic mechanisms for co-ordination of individ-
ual actions function less satisfactorily in developing 
than in developed economies. Planning in develop-
ing countries is made necessary by inter alia, the 
inadequacies of the market as a mechanism to en-
sure that individual decisions will optimize eco-
nomic performance in terms of society's preferences 
and economic goals. . . . The inadequacy of the 
market mechanism as a means of allocating re-
sources for industrial development sometimes re-
sults from government policy itself or because the 
theoretical assumptions (particularly with respect 
to the mobility of the factors of production) do not 
apply to the actual economic situation. Even more 
importantly, the market mechanism cannot properly 
alloN for the external effects of inVestment. 

The authors go on to say that since the role 
of government in the developing economies 
is to change the structure of the economy, 
fiscal and monetary policy is not enough; it 
is necessary to supplement them with direct 
public investment and licensing and con
trols for new enterprises and foreign trade. 
Planning in developing countries, they in
sist, must be "detailed." 

Writing in the same issue of the Industri
alization and Productivity Bulletin, Ignacy 

Sachs and K.Laski [47, 1970,p.35] elabo
rate similar views. "Since," they say, "in an 
absolutely free market, there is practically 
no strategy to promote the process of 
growth other than recognizing profit as the 

major aim and regulator of economic activ. 
ity, it follows logically that the emphasis in 
the strategy should be put on governmental 
policies." They qualify this in a footnote by 
saying that "assisting the free market forces 
by means of various Government policies is 
admittedly a strategy, though a weak one 
because it gives little guarantee of achiev

ing definite objectives in a given time
span." But no attempt is made to develop 
this alternative "strategy." 

In another United Nations publication 
[52, 1969, pp. 67, 68] we are given a sum

mary account of the mechanism by which 
the government of Pakistan stimulated the 
industrial sector by an overvalued exchange 
rate. However, whilst the report suggests 
that some difeulties have now come to the
 
toe i fci e ave nco e tote 
fore in this program, it concludes immedi
ately that these problems "may need direct 
controls for their solution." This advice is 
proffered with the knowledge that, as 
stated a few paragraphs further on, "the 

case against direct controls is based on their 
ineffectiveness." 

The recommendations in favor of direct 
controls in the planning process come espe
cially oddly at a time when we are witness
ing a renewed interest inthe possibilities of
 

using the market mechanism as a vehicle 
for growth and development in the socialist 
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economies. For instance, in LSS (p. 313) 
we find the following apt quotation from 
Liberman dealing with the U.S.S.R.: 
The substitution of voluntarism and naked admas-
trative iat for economic stimuli produced distressing
disproportiors, a lower efficiency in utilizing cur 
fixed assets, deterioration of the quality of goods
and, as a result, insufficient growih of the worbng 
people's property.... The essential principle e the 
reform. . . is that what is advantageous for cciely 
as a whole should be advantagobus for each ,ndus-
trial enterprise. Toward &,is end a number ai 
measures are being adopted, including: increasing 
the independence of enterprises; appraising their 
work by the criterion of profitability; ... and estab-
lishing economically bweed, as opposed to arbitrarily 
set prices. 

It is pointed out by LSS that they are not 
maintaining that private ownership is es-
sential for the cperation of the narket 
mechanism; all that iz necessary is that the 
managers be made responsible for tire run-
ning of enterpries. 

We find similar discssions on the role of 
market forces ;n the cases of Czechoslova-
Ida and Hungary. Dealing with the former 
country, George Feiwel [21, 1971, pp. 368-
70], after pointing out that the central plan-
ner had "mobilized" the country's resources, 
continued: 
Past achievements were at the cost of extensive 
utilization of the labor force and ever-increasing 
investments and material inputs, wii little concern 
for efficiency .... Moreover, the path of develop-
ment pursued resdlted in deleterious unbalanced 
growth, with considerable fluctuations in th 
rates of production. [Also] the traditional planning 
system was conducive to waste of investment, not 
only because it was void of criteria for evaluating 
investment efficiency, but because micro units 
squandered capital offered to them virtually cost
free 

In the case of Hungary, Tamas Nagy [42, 
1971, p. 430] wites: 

On January 1 1988 Hungary launched an economic 
reform. Its aim was to create a type of socialist eco-
nomic system in which th,.. planned central control 
of the national economy was organically combined 
with the functioning of the self-regulating market 

mechanism.... Our new socialist economic mecha
nism has provenm its superiority over the old one. 

It does indeed seem to be true, as Letiche 
[33, 1971, p. 448] said in discussing recent 
Soviet attitudes towards Keynes, that "the 
growing world-wide tendency to separate 
the fundamental capitalist-socialist debate 

from the planning-market debate clearly 
would have been approved by both Keynes 
and Schumpeter."

This brief survey of the rise and fall of 
the concept cf direct planning provides a 

useful backdrop to a discussion of the books 
under review since developing countries for 
the most part have accepted almost auto
matienlly that conscious planning was the 
only feasible path. In the books being re
viewed we are, in effect, witnessing the re
suits of twenty years of planned develop
ment-and the result is sadly disillusioning 
for those who believed that planning was 
the only way. 

III. The Policy of Import Substitution 
What the planners used as the bedrock of 

all their efforts was the policy of import 
substitution. Import substitution seemed 
the easiest way of initiating industrializa
tion because the market for the commodi
ties concerned already existed in the devel. 
oping countries. However, although it wal 
easy enough tc reduce imports of the goods
immediately affected, it was not always re

alized that the process would lead to in
creased imports of different types of im
ports-of inputs for the newly-stimulated
home industries. And to the extent that the 
policy was successful in L-rcating higher in

comes, more imports w. re also induced. 
Again, import substitution at one stage of 
production leads to its being attempted at 
another. The result, as LSS point out, is to 
provide "too much capacity at the final and 
too little at the intermediate stages of pro
duction" (p. 62). This leads to more im
ports of inputs than had been anticipated, 
which in turn leads to balance of payments 
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difficulties and to underutilization of capac
ity at the final stages of production. The 
conclusion reached is that import substitu
tion has gone too far, in the sense that real 
contribution of industry to the nation's de

velopment was less than it appeared be

cause protection, through distorting prices, 
raised the prices of stimulated manufac
tires in relation to the prices of outputs 
from other sectors, In some instances, the 
contribution to value added of the economy 
of a particular industry was actually nega
tive. 

In calculating the desirability or other
wise of the development of an industry, the 

LSS book utilizes 	the concepts of the effec

tive tariff rate.' This may be defined as the 
percentage by which the value added in the 
course of production, valued at domestic 
prices, exceeds the value added at world 
prices, allowing for differences between do

mestic and world prices for both inputs and 
outputs. Official exchange rates are usually 
used for the conversion. Some examples of 
nominal and. effective tariff rates in various 
developing contries, and for some particu
lar 	products in Turkey, are given in Table 
1. 

' Based upon W. Max Corden and Bela Bahama the 
formula is: 

-

ej-

Where 
es-effective tariff rate on commodity i
 
t4 -nominal rate of tariff on commodity i
 

ald-the material input coefficient, i.e., material in
puts as a proportion of the value of output, both 

-measured at world prices
 
t nominal rate of tariff on material inputs
 

V, -value added as a proportion of the price of com
modity i, at world prices.
 

[On effective tariffs see references S,4, 5, 7, 10. 17, 18,
 
29, and 32.1
 

(e) 	 BALAWsA, BELA [2, 1971, p. 3071 (The estimates 
quoted in Table 1 above are those calculated by 
Balassa on the basis of domestic input-output 

coefficients. They have not been adlusted for the 

extent of overvaluation of the domestic cur

rencies). 

TABLE 1 

Solom EIAm o7 Nounux AND Emmmva TARw 


ox MaruCIrumw Davmamo Covuuwm 


Argentina 	 1955 (b)
1B3aa(.) 
10s) 


lim (,) 
Chile igoe (a) 
India 1961 (a) 

oreas 19065- (b)Malaysia IM6 (b) 

96(b) 
1965 (a) 

Mexico 	 1960 (a) 
1960 (b) 
1960 (a) 

Paitn 	 1903-64 (a) 
IP68-6 (b)(i) 

(b)(ii) 
1963-64 (e) 

Philippines 1901 (a) 
1961-65 (b)1965 (e) 

Taiwan 196 (b) 
1960 (a) 

Tanania 196-0 (b) 
Turkey (overall) IO65(b) 

c. 1965 (c) 
Refrigeration units 
Electric motors 
Ammonium nitrate fertilizer 
Superphosphate fertilizer 
Truck tires 
Plastic 
Electric cables 

Source, and not. 

(a) 	LrrrL, .;Scrrovaxr, T.and Sc0nt,M. IndutlJ 

and trade in some dmloping countries, pp. 168 

and 174. 


(b) COHEN, BENJAMIN I. "The Use of Effective 
Tariffs," J. Polit. Eoon,, Jan.-Feb. 1971, 79(1), 
p. 183 (reprinted by Yale University Economic 

Growth Center, Paper No. 160, 1970). 


(C) KRUEGER. ANNE 0. "Some Economic Costs of 


Exchange Control: The Turkish Cue," J. Polit. 


Ewos., 1966, 74. 

(d) 1965. 

Percent 

Nomnalm EffO~. 

Tami Tariff 

Rate &t. 


38 55 

199 le 

99 lm 


o 113 

111 18 

- 818 
se 40
9 8
 
10 11 


2 -0 

22 27 

89 61 


93 271
 
53 95 

42 45 

s 271 


40 48(d) 

61
71
25 al 

to 48 

80 88(d) 

26 87
 

85 


62 80 

71 66 

71 186
 
27 9M 


181 170 

102 916 


82 147 
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As may be seen, there are a number of 
discrepancies in the estimates cited for the 
same country. This should make us accept 
with caution any one estimate which pur-
ports to measure the degree of effective 
protection-or, indeed, the general level of 
the nominal tariff. For one thing the statis-
tica] measurement of the effective rate of 

tariff is very sensitive to the way in which 
non-traded inputs are included. Whilst Cor-
den, for instance, insists that they should be 
regarded as part of the value added (be
cause as distinct from importables they are 
not in perfectly elastic supply), Balassa 
treats them as traded inputs having a tariff 
of zero. But what does seem to emerge gen-
orally speaking is that the effective tariff 
rate is higher (often considerably higher) 
than the nominal tarift rate. In an extreme 
example in Table 1, superphosphates in 
Turkey, the effective tariff rate reached 925 
percent. Moreover, thre can be wide varia-
tions in the level of effective tariffs between 
industries in the one country; in Korea, for 
instance, the range was from 56.386 percent 
to -5.375 percent.6 

Table 2 below shows the extent to whichTabl 2 blow xten hichowsthe to 
the contribution to dom:stic expenditure of 
industry is reduced, and that of agriculture 
enhanced, after we allow for the effect of 
protection. The most dramatic difference is 
seen in the case of Pakistan. In that coun
try, the average annual subsidy to large-
scale manufacturing and tax on agriculture, 
etc., is6.6 percent of total domestic expendi-
ture, which amounts approximately to Rs. 
2,900 million ($604 million), 

IV.Agriculture and the Internal Terms of 
Trade 

The study by Little-Scitovsky-Soott 
makes the point that import substitution 
Otends to shift the distribution of income in 
favor of the urban sector and the higher in-

SEffecave protective rawe of Korean indusr. 

1967. cited by Benjamin L Cohen [17, 1971,pp.13o 
and 131). 

TABLE 2 

Comxvrmom To DomMnc ExPm~rrz AS CoN
vNmomAwaL Mmasumm mm Amzu Aawowno 

vol PaMOTErON 

(C-Conventional; A-After allowing for protection) 

Percentage contributions to 
total groudomestic expen.
 

ditre at factor costs.
 

Agriculture, Manu.
 
mining, etc. facturing 

198 AC. 16.4 81.5 

Brazil- 19 C. 80.8 27.9 
A. 88.9 21.8 

A. U2.4 17.2 

Pakistan 1965- C. 46.4 7.0b 

A. 5.0 o.4b 

P C. U.9 19.0 

A. 87.4 15.2 

Taiwan 19 C. 2.1 18.7 
A. 29.5 10.0 

Contributionsto net domestic expenditure at factor 
oit.
 
bLarge4e.l manufacturing only. 
Som.: Lrrmz, ScrrovowY and Scorr, op. cit., Table 

2.12, p.78. 

come groups, whose expenditure pattern 
typically has the highest component of im
ports" (p. 63). Protection, in effect, taxes 
agriculture since it raises the price of indus
trial versus agricultural goods in the home 
market. Also, in consequence of the artifi
cially high exchange rate, protection re
duces the receipts in terms of the domestic 

currency from a given quantity of exports 
of agricultural products. This in turn dis
courages agricultural exports. 

The study considers that in Pakistan oue 
witnesses this adverse movement of the do
mestic terms of trade for agriculture most 
vividly (p. 6). Concretely, "the prices of 
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manufactures in relation to farm prices 
have, over much of the period, been twie 
as high on the average as world-market 
prices would be" (p,42). In consequence, 
the effective tax on agricultural income was 
at the rate of 11 to 13 percent, and 
amounted to about $500 million per annum.' 
In Argentina, the tax on agriculture was 
30 to 40 percent of what their incomes 
would have been if world market prices 
had prevailed. These "taxes," of course, are 
equivalent to a bonus on manufacturing. 
However, some other investigations in Paki-
stan interpret the situation rather differ-
ently. Ronald Soligo [48, 1971, pp. 31-36] 
believes that it was the fall in agricultural 
prices rather than the rise in prices of man-
ufactures which caused the adverse move-
ment in agriculture's terms of trade in the 
early 1950s. For Soligo, "there is little evi-
dence that the import controls imposed in 
late 1952 had any important effect in turn-
ing the terms of trade in favor of the manu-
facturing sector as a whole." In the 1960s 
Soligo found an improvement in the terms 
of trade for agriculture yet he warns that 
"one cannot interpret [this] as evidence 
that the policy of import substitution was 
'successful' if we define 'success' to mean in-
creases in efficiency." Moreover "one cannot 
conclude that per capita agricultural in- ment of agriculture: "The growth of indus
comes... have improved." 

But whatever the qualifications in inter-
preting the statistics for certain periods and 
for certain countries, the general pattern 
that emerges from the study, though not 
unambiguous, suggests that domestic terms 
of trade have moved too greatly against ag-
riculture. The LSS study finds some evi-
dence that an improvement in agriculture's 
terms of trade does have a favorable effect 
on output and the authors consider that it is 

'As the LSS study points out with justiftable 
pride, this estimate of the cost of pitect on to agi-
culture and the equivalent subsidy to manufacturing 
isremarkably close to the estimate of 4 million 
mentioned above (p. 11) and calculated by a very 
different method. 

"more important that the terms of trade be
tween agricultural outputs and inputs be 
favorable, than that the same should be 
true of the terms of trade between agricul
tural outputs and the consumer goods 
which farmers buy from the manufacturing 
sector" (pp. 347, 348). Of course, resources 
must be shifted from agriculture and com
plete laissez-faire will not do this. "We ac
cept," the authors say, "that there should be 
some bias against agriculture," and they are 
prepared to recommend taxes on exports of 
agricultural products which are in inelastic 
world demand, and some taxes on manufac
tures consumed by farmers. Progressive 
land taxation, successfully used in Japan, is 
also suggested as the best method of trans
ferring resources from agriculture since it 
does not discourage output (p. 349). 

The notion that development implies 
necessarily the diversion of resources from 
agriculture is, of course, a long-standing 
one. We read in Mandelbaum [37, 1947, pp. 
1 and 3], for instance, that "it isa firmly es
tablished generalisation that for every great 
region of the world living standards tend to 
be the higher, the smaller the relative im
portance of agriculture as a field of employ
ment." Indeed, the stimulation of industry 
is a necessary condition for the improve

try in excess of the natural increase in pop
ulation, by drawing surplus ptcple from the 
land, would automatically raise agricultural 
output per head even in the absence of 
changes in land tenure, in crops, or in farm
ing methods." This was written in 1947; we 
are far less sanguine today. 

A little later, in 1955, the United Nations 
[58, 1955, pp. 2 and 3] says tht "one ele
ment in the development process consists of 
a movement from agriculture to manufac
turing, that is, industrialization in the nar
row sense of the term." But the UN, unlike 
Mandelbaum, realizes the importance of as
soclated improvements in the agricultural

cted oes n t a 
structure and goes on to say:
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7U development of manufacturing Indutries dces 
not preclude the development of agriculture. On 
the contrary, they are mutually dependent: the 
problen facing the less developed countries ir not 
one of choosing betwee primary and secondary
activities but rather one of ensuring the balanced 
expansion of allappropiiate sectors of the economy,
irtattainingand then maintaininganequ.marginal
distribution of resources. 

As to how this might be accomplished, the 
UN Report sees the "plan" as the most use-
ful technique: 
In some cas... particularly when the government
has had the power to allocate factors of production
and organize economic activities, the development 
proceu has not only accelerated but also, ina sence,
realigned by high rates of Investment Incertain 
tors of the economy. In general, the effect of this 
type of programme has been to expand secondary
industry to a relatively greater extent (in com-
parison with primary activities, especially agrcl-
ture) than it is lUely to have been under the free 
Interplay of demand and other economic forces [5,
19m5, p. 101. 
Another example of the tendency of econo-
mists to associate development with indus-
trialization, whilst failing to realize the 
many new problems raised by twentieth 
#,entury developments is the following 
statement by Baran [8, 1952, p. 77]. 
Approached thus via agr.culture, an expansion of 
total output would also seem to be attainable only
through the development of Industry. Only through
increae of ndusirlal productivity could agricultural
machinery, fertilizers, electric power etc., be
brought within the reach of the agricultural pro-
ducer. Only through an ncreased demand for labor 
could agricultural wages be raised and a stimulus 
provided for a modernization of the agricultural 
economy. Only through the growth of industrial 
production could agricultural labor displaced by the 
machine be absorbed in productive employment. 

The most thorough recent analysis of the 
debate between the "pro-agriculture" and 
"pro-industry" schools of thought has been 
made by June Flanders [22, 1969]. The 
"pro-agriculture" position (i.e., the belief 
that many less developed countries are de-
voting inadequate attention to agriculture) 
can be said to lie behind both the LSS 

study and the ILO's Toward full employ
ment. This is true even though LSS explic
itly disclaim any major concern with agri

culture in the statement that the study "is 
concerned with agriculture only in so far as 
it is affected by industrialization and the 
policies designed to promote it" (p. 349).
In general, June Flanders comes down on 

the side of the "pro-industrialists," arguing 
that "a rapid and large improvement in ag
ricultural productivity will not come easily 
...and that they may involve very large in
puts of capital and similar scarce resources 
which could be better spent on attempts to 
develop manufacturing activity (and ex
ports) over a wider range" [22, 199, p. 

184]. She is led to the view-a view held by 
only a small minority of economists in re
cent years on account of its surface illogi.
cality-that "there is a strong presumption 
... that food production is now a clearly and 
uniformly capital-intensive activity, and the 

pattern of world trade should involve sig
nificant increases in the export of food from 
the capital-rich (that is, developed) to the 
underdeveloped countries" [22, 1969, 
p. 171]. 

This latter statement would not be to the 
liking of the authors of the ILO study, al
though the following additional statement 
by June Flanders would probably merit 
their approval: 

if various P (= Peripheral) countries mutt increase 
their food output (because the developed countries 
have failed to expand production and Increase their 
exports of food) .. . it is not clear that this increase 
should not be attempted by expanding extensively 
as much as Ispossible, with a continuation of more 
or less traditional methods and only as much im
provement In technique as can be disseminated 
fairly readily [22, 1969, p. 185]. 

V. The Failure of the Development Effort 

V (N. Unemployment 
The ILO study (Head of Mission, Dud

ley Seers) would have agreed with this last 
statement because from the study the Mis
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sion made in Colombia It was apparent that 
industrialization-as presently stimulated at 
any rate-has not provided sufficient jobs to 
absorb the rapidly growing labor force. 

Hence the authors conclude that "Colom-
bia's great asset, spare land, must be ex-
ploited and ... the agricultural sector will 
have to provide some of the 5 million jobs
that are needed" (p. 54). Nevertheless, the 

ILO study admits that there are limits to 
the expansion of agriculture and to the abil-
ity of this sector to absorb labor. It believes 
that, as does the LSS study, "manufacturing 

.will have to provide the increasing ex-
.. wobe 

ports needed for a sustained growth cf em-
ployment . . . [and] will have to absorb a 
bigger proportion of the labor force." This 
implies that so far as manufacturing is con-
cerned, the "rate of expansion must be 
much faster than during recent years, and 
that the number of jobs it creates per unit 
of investment must be higher" (p. 107). 

Until recently problems of low labor utilisation and 
low earnings have not been axsong the central pre
occupations of either economists and planners or the 
governments (including aid donors) whom they
advise. Underemployment and inadequate incomes 
were held to come about simp!y because, ex defini

tione, less developed countries are poor in repro
ducible factors of production, in skills and in tech
nical know-how. Once the process of growth Is be
gun, once wealth, capital and knowledge increase 
and as education and businesslike thinking spread, 
so employment opportunities would begin to im
prove. Thus calculations of surplus labour with 
which an earlier literature concerned itself were 
often used to show how the need for additional 
manpower in the developing modern sector could 

met. Today, the more likely question would be 
whether productive ways lo absorb the surplus can 
be found [p. 9]. 

The reason for this change in the question 
posed is that an increasing number of stud
ies have been giving us the facts on the 
level of unemployment. Some of these facts 
are shown in Table 3 below: 

TABLE 8 

Unam Uxmw oNrswr m SoKn DEVELOPINO COUNTmr
 
Percent of Labor Force
 

Age 15- Age 15+ 
Country Year 

Malm Females Total Males Females Total 

Ceylon 
Colombia 

1968 
1968 

36.1 
21.8 

48.4 
34.8 

89.0 
28.1 

12.9 
10.8 

25.9 
18.5 

15.0 
18.6 

Korea (S.) 19 10.4 15.8 16.8 9.8 7.9 8.9 
Malaya 1965 17.7 26.8 21.0 7.4 16.7 9.8 
Philippines 196 28.8 16.9 20.6 16.8 12.9 11.6 
Singapore 1966 - - 15.7 - - 9.2 
Taiwan 1966 5.8 8.1 6.9 2.1 6.8 2.6 
Guyana 195 86.5 49.0 40.4 18.4 27.7 21.0 

BogotA. 
Source:TURNHAM, DAvrp and JAEOKH, INGUJEB. The emploent problem in les devdoped countries.pp. 48 and 49 

and article with the same title in O.E.C.D. Observer, December, 1970. 49. p. 0. 

For it is in the growth of unemployment 
that past failures of development strategy 
manifest themselves most obviously. As 
Turnham and Jaeger say in their OECD 
study: 

In another study by Dudley Seers [47a, 
1970, p. 10], quoting H. A. Turner, it is 
pointed out that in fourteen developing 
countries the volume of open unemployMent 
has been growing at the rate of over 8 per
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cent per year, or about three times the rate 
of growth of population. In Indonesia, al-
most one third of the labor force is affected 
by unemployment; each year, an additional 
one million are added to the numbers of un-
employed [43, 1971, p. 4].

In 9 study analyzing the recent revolu-
tionary situation in Ceylon, the number of 
unemployed is put at 585,000 (out of a pop-
ulation of some 12 million). Of the unem-
ployed, 230,000 are nnder nineteen and 
250,000 are aged nineteen to twenty-four. A 
further growing tendency is for the unem-
ployed to number in its ranks a high pro-
portion of well-educated people; in Ceylon,
again, 167,000 of the unemployed have 
been to colleges and universities. It has 
been calculated that by 1975 between 
800,000 and 850,000 will be without jobs
and that this number could be expected to 
rise to 1,500,000 a decade later. To over-
,come the problem of the potentially unem-

ployed it has been estimated that 170,000 
new jobs would have to be created per an-
num for the next fifteen years [20, 1971].

The IO study states that 
half a million Colombians out of an active urban 
labor for". of some three million are seeking work 
but unable to find It. Probably as many again would
le to work but are nzA currently looking for It,

having given up in frustration [p. 131. 

Colombia has a p ulation of some 21 mil-

lion. The total labor force has been growing

by 200,000 per annum, but the modern 
manufacturing sector has not even been ab-
sorbing 10,000 per amum (p. 34). Over the 
Fst fe. years, the rate of growth of em-
ployment has been 2 to 2.5 percent per an-
n-an. The niplication is that, if this trend 
contintes, th2 number of jobs will rise by
40 percent betv,een 1070 and 1985 to a total 
of 7 million. However, this will then leave 4 
million unemployed, equivalent to over one 
third of the labor force (p. 45).

For Latin America as a whole, a recent 
report of the Economic Commission for 

Latin America [53, 1970, pp. 23-29] shows 
that the proportion of the active population
in basic non-agricultural goods and services 
increased by only 1.1 percentage points be
tween 1950 and 1960 (from 23.5 percent to 
24.6 percent) and that it actually declined 
by 0.4 percentage points between 1960 and 
1965 (to 24.2 percent). The forecast for 
1969 was 24.8 plcent-an increase of only
1.3 percent on the figure for nineteen years
earlier. As a proportion of the total popula
tion, the proportion in this sector stays con
stant at around 8 percent over the whole 
period. In the modem sector of manufac
turing, i.e., "factory industry," whilst the 
numbers employed rose by an average of 
153,000 per annum between 1950 and 1960, 
the increase had dropped to 68,000 per an
num between 1960 and 1965. (Some accel
eration in the absolute absorption rate is 
forecast for 19&5-69-a rise to 196,000 per
annum.) For the manufacturing sector as a 
whole (i.e., "factory" plus "artisan" indus
try) it is remarkable to find an actual de
cline in its relative importance-from 14.4 
percent of the economically active popula
tion in 1950 to 14.0 percent in 1965 and 13.8 
percent (estimate) in 1969. The increasing
problem of absorption of the growing labor
force may be seen in the following quota
tion:
 

In the 1960s a little over 60 percent of the Increase 
in the labor force has actually been absorbed into 
economic activities-a lower proportion than the 
62.5 percent recorded in the preceding decade 
[p. 251. 
It follows that the signs of unemployment
and underemployment have been becoming 
more obvious in the 1960s and the report 
suggests that there is "some truth" in the 
overall estimates of underutilization of hu
man resources amounting to just over a 
third of the total labor potential. (The fig
ure quoted for 1969-with underemploy
ment expressed in terms of equivalent un
employment-is 30.4 percent, or 25.4 mil



768 Journal of Economic Literature 

lion.$ In agriculture alone, the proportion of 
the labor force unemployed is quoted at 
32.6 percent, equivalent to 11.5 million.) 

In analyzing this, and other, data, Miller 
[39, 1971, pp. 221 and 236] comes to the 
conclusion, like Little-Scitovsky-Scott, that 
the failure of cepitalist labor demand to 
grow is due to "dysfunctional social legisla-
tion; adverse terms of trade between the 
capitalist and subsistence markets; and ef-
forts to generate capital investment by 'arti-
ficially' lowering the price of capital." In his 
interesting article which seeks to show that 
the urban capitalist market isin fact two in-
dependently operating sub-markets, Miller 
maintains that the Arthur Lewis model has 
not been applicable to Latin America: 
"Growth has been accompanied not by a 
diminution of the subsistence sector surplus 
of labour but by an expansion of it. Capital 
accumulation and investment have occur-
red in the capitalist sector without concomi-
tant changes in that sector's employment,

.Wage differentials between the two see-

tors have increased far beyond the 30 per-
cent originally hypothesized by Lewis." 

The shoer arithmetical magnitude of the 

problem of unemployment may be realized 
when one calculates that a manufacturing
sector which employs 20 percent of the la-

bor force would be obliged to increase em-
ployment by 15 percent per annum merely 

oabsorb the increase in a total labor force 
to ashow 
growing at 3 percent per annum. Moreover, 
since productivity is constantly increasing,
it is necessary to have a rate of growth of 

industrial output of around 3 percent per 

'Discrepancies exist between the table in the 

1968 Economic survey of Latin America, and 
one, based on the same source, appearing in 
UNECLA, Economic Bulletin for Latin America, 
Second Half 1970, 15(2). Part of the discrepancy is 
due to the fact that the 1968 Sur e rds those 
in "unspecified industries" as unemp odthe 1970 
Bulletin leaves them out of the reckoning entirely. 
Thus the 1970 Bulletin calculates that about 25 
percent of Latin America's active population ma 
'be considered to be unemployed, i.e., some 17 mi-
lion persons" (p. 107). 

annum if numbers employed are to remain 
even constant. Some calculations made in 
the Turnham-Jaeger study show the consid
erable increases in output which would be 
necessary over the period 1965 to 1980 just 
to keep the 1980 unemployment down to 5 
percent (Table 4). 

Table 4 may be interpreted as follows: if 
the unemployment rate in all developing 
countries taken together was 5 percent in 
1965, the rate of unemployment in them 
would be 5 + 10 = 15 percent in 1980 on 
the basis of past trends in the growth of 
output, labor force," and productivity. If it 
were the target to keep unemployment 
down to 5 percent in the developing world 
as a whole by 1980, then output would have 
to grow by 6.4 percent per annum. This 
represents a growth rate 36 percent higher 
than the past trend of the growth rate, 

'The rate of growth of the labor force is, of 
course, directly related to the rate of growth of 
population. Turnham-Jaeger show that "compared 
with the rates of population growth of less devel
oped countries today from 3.5 percent in the Philip
pines to 2.2 percent in Burma ....nineteenth cen
tury rates (in Europe) are distinctly low." They add 
that "the only historical cases with rates of popula
tion growth comparable to those of the less devel
oped countries today were the countries of migra
tory settlement, like the United States, Canada, 
Australia and New Zealand. In these countries population grew at annual rates close to 3 percent in 
the nineteenth century" (op. cit. p. 122). As for 
the rate of growth in the labor force, the statistics 
which are available (again from Turnham-Jaeger) 

that in Germany, Great Britain, und Japan,
and especially in France, the labor force grew sig
nificantly less rapidly than in today's LDCs. For 
instance in Germany 18O-.1890 the annual growth
rate was 1.4 percent, in 1890-1913, 1.6 percent. In 
Great Britain the 1870-1890 rate was 1.4 percent, 
in 1890-1915, 1.2 percent. In France, for both 
1820-1870 and 1870-1913 the rate was 0.4 per
cent. In Japan for 1913-1937 the rate was 1.0 per
cent. By contrast, the annual rate of growth of the 
labor force in the LDCs in 1950-1965 was 1.7 per
cent. And projected rates of growth are: 1965-1980, 
2.2 percent, 1970-1980, 2.3 percent (op. cit. pp. 31, 
123). It is quite clear, therefore, that the problem 
of the absorption of the labor force is considerabh, 
greater for present LDCs than it was for the world's 
19th century developing countries-and there is no 
longer the possibility of large-scale migration to help 
solve the problem." 
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TABLE 4 

pMMW ADDIo To 1go RAT= OWUMIyYM'r D 1980. AND PDTrnF3E DwRunLz 
am PAWi AcuuL OuTPUrT GaowTH RA n 

All Developing Countries 
North Africa 
Sub-Sahar Africa 
West Asia 
South Asia 
FatAsia 
Middle America 
South Ameri.a 

Additional projected 
unemployment by 
1960 (percent of 

labor force) 

()1 


10 
18 

6 
10 

9 
9 

11 
11 

Required output 
growth rate 

1965-1980 to 
reduce 1980 

unemployment 
to 5 percent 

6.4 
7.7 
0.0 
8.6 
5.8 
7.7 
9.2 
8.8 

Percentage 
Put Output increase 
Growth Rate in the growth 

rate required 

() (4) 

4.7 36.2 
8.9 97.4 
4.1 48.8 
7.1 21.1 
8.8 52.6 
5.7 85.1 
5.8 58.6 
4.8 98.0 

Soufc: Based on Turnham-Jaeger op. cit., Table V.12, p. 116. The figures in Column I have been derived by taking 

a simple average of t.e four figures in the report which were based on different assumptions. This facilitates exposition. 

1950-65. In North Africa and in South 
America we would have to have a growth 
of output approaching double the past 
growth rate if the same target is to be 
achieved. 

The problem, ironically enough, is associ-
ated with the growth of productivity in 
consequence of the growth of output.10 As 
Turnham-Jaeger say: "a 'straightforward' 
growth increasing policy to reduce unem-
ployment is likely to be self-defeating" (p. 
117). However, they go on to say that in 
practice they do not 'believe that the high 

a This is P. J. Verdoorn'. famous relationship, 

dubbed by Colin Clark "Verdoorn's Square Root 
Law." Verdoorn, basinq, his analysis on the theory 
of "the learning curve,' found that labor produc-
tivity is a function of the growth of real product 
and' that the form of the relationship is &, = 

Vd'O where PL = real product per maun-hour and 
O = aggregate real output. In one example quoted 
by Colin Clark the slope of the curves ranged from 
0.7 to 0.65. (See Colin Clark, Condition, of eco-
nome progress.Third Edition. London: Macmillan, 
190, pp. 356-57.) The slope of the curves in Din-

gram Iis about 0.75. 

unemployment rates suggested in Column 1 
of Table 4 will emerge since "it is vcry 
likely that productivity growth will adapt 
to an important degree to the labour supply 
becoming available simply because most 
people will have to have some work" (p. 
117). But this seems to be merely an ex
pression of optimism; the statistics of pres
ent urban unemployment in Table 3 should 
leave no doubt in our minds that high un
employment rates in the 15 to 20 percent 
range are certainly possible. 

The relationship between employment, 
productivity, and production is brought out 
again in Raul Prebisch's latest book [44, 
1971], although he fails to draw the conclu

sion that perhaps expansion of output will 
not lead to the absorption of the unem
ployed. He states, for instance, that "the 

fact that industry has not completely ful
filled its labor-absorbing function, even 
with its present technical characteristics, is 

attributable to the relative slowness of its 
rate of expansion, which is closely linked to 

http:output.10


- -

770 Journal of Economic Literature 

the rate of development of the economy as 
a whole" (44, 1971, p. 42].11 

But it has frequently been the case that 
the rate of growth of aggregate output has 
not been particularly low-in Latin Ameri-
can countries at any rate. Yet in conse
quence of productivity increases, industri-
alization has merely been associated with 
growing absolute unemployment.13 Chart 1 
shows the strong relationship between man-
ufacturing output growth rates and produc- 
tivity growth rates; it appears that about 
three-quarters of the increase in output is ac-
counted for by the growth of productivity. 
It may be that we shall have to look for 
some of the solutions to the unemployment 
problem through changes in the capital/
labor ratio prevalent in manufacturing, and 
also in income distribution.' 

V (ii). Social Failures 
But before we discuss capital intensity 

and income distribution let us look at a few 
more examples of and comrments on the 
"failures" of development. Chung-Hyun Ro, 
the Director of the Institute for Urban 
Studies in Seoul, Korea, stated recently that 
in the capital city (population 4,600,000) 
43 percent of the households were living in 

" It is also interesting to note that Prebisch be-
lieves that much import substitution has been un-
selective and has failed to overcome balance of pay-
emrnts difficulties. And in a section headed "'The 
Hard Experience of Planning" he says: "there can 
be no doubt that the first flush of enthusiasm for 
planning has now worn off .. " In a later Fection 
he adds: "a long and very instructive list could be 
made of measures that have c :ted problems worse 
than those they were intended to solve. . . .The 
need to take deliberate action to influence economic 
forces is often confused with arbitrary interference 
in the market mechanism. Private enterprise ... 
is inefficient ...because of the umbrella protec-
tion of excessively high tariffs" [44, 1971, pp. 211-
141. 

' Rates of unemployment have remained about 
constant (see Turnhak-Jaeger, pp. 46 nd 135-36). 

For the most u-to-dte and comprehensive
study available on the problem of unemployment
In the LDCs see the U.N. World Economic survey 
1969-1970 (New York: United Nations, 1971, pp. 
125-35). 


CuRT 1 
LATI AmmucA: RUATION BrTwzr Gnowns IN 
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4) Central America 10) Mexico 
5) Colombia 11) Paraguay 
6) Latin America (mean) 12) Uruguay 

Notes and sources to Chart 1 
A and B: These arePrebisch's two hypothetical
 

projections each for 1979-1980 and 1989-1990. 
A corresponds to an 8 percent per annum growth 

rate of aggregate product. 
B corresponds to a 7 percent per annum growth 

rate of aggregate product. 
It is noticeable that A and B fall to the right of 

the regression band, which suggests that they might
be unattainable. A, for instance, implies that an ag

gregate industrial output increase of 9.7 percent per 
annum will be associated with an increase in pro
ductivity of 4 percent per annum, allowing a 5.5 
percent per annum growth in employment. How

http:unemployment.13
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substandard or slum-type dwellings. In 
Pusan, the country's second largest city, 50 
percent of the households are in a similar 
situation and an intense squatter problem 
gives rise to frequent instances of three or 
four families sharing one hone. In Seoul in 
19W5, out of a total labor force of 1,012,000, 
the unemployed amounted to 230,000 or 23 
percent' [45, 1971, p. 9]. Chung-Hyun Ro, 
commenting on this situation, said that he 
believed that the major part of the popula- 
tion of South Korea had enjoyed no real im-
provement in its standard of living. 

Marc Blaug, writing on education and 
development in India [12, 1971] stated that 
some 10 million people in 1970 were either 
matriculates (those having passed college 
entrance examinations) or graduates. And 
depending on how conservatively we define unem-
ployment, we can get estimates for the degree of 
educated unemployment that range from 3 to 13 
percent of the stock of educated labor.... from 
what isknown of casual employment among matric-
ulates and graduates, a figura of about 6-7 percent 
3s probably as near to the truth as any single figure 
can be. This implies a total number of 650,000 edu-
cated people who work only a day a week if at 
all, which is equivalent to more than one-third of 
the current out-turn of raatr/culaffes and graduates 
fromschools and colleg6s in a single year [12,17 
p. 81. 

"Cf. Table 3 where Korea is shown to have an 
unemployment rate or 16.3 percent for those aged 
15-24 and 8.9 percent for those 15 and over, for 
the year 1968. 

ever, the regression suggests that the 9.7 percent 
rate of increase of output will more likely be associ-
ated with a 6 percent rate of increase of productivity 
and thus only a 3.6 percent rate of increase of em-
ployment. For the Prebisch forecast to be borne out, 
industrial development, therefore, would have to 
become more labor-intensive,Soure:romDudlyeried Sers "Gowt or 

Source Derived from Dudley Seers, "Growth on 
Latinopmerica," Bulletie of theInse port op 
Latin America," Bulletin of the Instituteof Develop-
merit Studies, University of Sussex, Jan. 1971, 
3(2). p. 43. The chart is based on material from R. 
Prebisch, Change and development-Latin Amer-
kads great task. New York: Praeger, 1971, Tables 
12 and 16, pp. 45 and 91. 

He went on to say that although the growth 
of the Indian economy at an average rate of 
3,5 percent per annum since 1950 has been 
able to absorb the 6 percent per annum rate 
of growth of the out-turn of educated pe'. 
pie, in effect it has had no effect at all on 
the backlog of educated unemployed. The 
distortion in the allocation of skilled man
power is evidenced by the fact that some 
th:ee quarters of all graduates and nearly 
the same proportion of matriculates work in 
the public sector whilst the majority of pri
mary-school leavers work in the private sec
tor. Blaug suggests that it is likely that the 
public sector hoards skilled labor "which is 
equivalent to saying that it pays them more 
than their marginal productivity" [ -',2, 1971, 
pp. 9 and 101.15 

A particularly revealing analysis comes 
out of the Indian Report of the Education 
Commission (1986), quoted by Blaug. The 
Commission concluded, he said, that "the 
proportion of middle school leavers who go
 

on to secondary school, and matriculates 
who proceed to colleges and universities 
would have to fall." Unless this happened, 
they predicted that there would be 4 mil
lion unemployed matriculants and 1.5 mil
lion unemployed graduates by 1986 [12, 
1971, p. 13]." 

"Cf. Adam Kuper, "There is little sign that the 
investment (in education) has paid off in economic 
terms. The educated are also the unemployed and 
the university-educated are employed by the gov
ernment itself.... African education may be seen 
as a machine for producing graduate bureaucrats." 
"The New Men and the Universities in East Afri
ca," Bulletin of tht In,itute of Development 
Studiev, University of Sussex, June 1971, 3(3), 
pp. 19 and 20. 

IIt is apparent from these statistics alone that 
there is something drastically wrong with the wholestructure of education in developing countries-a 
structure which is still largely modelled on the edu
cational pattern of the former Colonial powers. In 
his 1971 Report to the OECD Development Assis
tance Committee, the Chairman, Edwin Martin, said 
that "there is so much wrong with education that it 
fs hard to know where to start." Very often the sub
)ett matter is irrelevant to the LDC, the quality of 
teaching is poor, and the drop-out rates high. More
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Summing up the employment situation in 
developing countries, the 198 World eco-
nomic survey of the United Nations says: 
The conclusion can hardly be avoided that the task 
of creating sufficient employment opportunities 
over the next decade both to absorb the growing
labor force and to lessen undermployment is likely 
to be beyond the capacity of many developing
countries. Though much of the underemployment
will remain dispe.sed and concealed throughout the 
rural areas and in the service ndustries, the pool
of open urban unemployment, with all its attendant 
nodcal ilL and tensions, will surely swelI [55, 1969, 
p. 10]. 

The Survey goes on to say that earlier pre-
scriptions for development, with the em-
phasis on capital accumulation, industrial 
growth, and the transfer of resources from 
agriculture have not proven efficacious in 
practice. "Actual experience . . . has 
brought home the fact that industry only 
emerges as a major source of employment
after a long period of growth. Though nu-

over, the character of the curriculum "serves only 
as a springboard to prestige jobs in an urban centre' 
[OECD/Development Ass stance 1971 Review, p. 
16]. The World Bank is devoting increasing atten
tion to the financing of appropriate systems of edu-
cation. Between 1963 and 1971 the Bank had made 
57 loans to a total amount of $431 million. Of this,
72 percent was for secondary education. It is sig-
nificant that only 44 percent of the Bank/IDA lend-
ing had been provided for "general" education; the
major part had gone on Technical, Agricultural and 
Teacher Training. Moreover, whilst the proportion
of total student places for -technical training pro-
vided by the loans In the period 1963-69 was only
24 percent, by 1970-71 this had increased to 34 
percent. Teacher training took 4 percent of the 
Bank/IDA-financed student places in 1963-69 and 
14 percent in 1970-71. As the Bank said: "Tersis-
tently growing unemployment among the educated 
at progressively higher levels . . . would seem to 
indicate structural imbalances, which cannot be Ig
nored. In such cases, continued investments in the 
expansion of education systems without major re-
forms could become both economically and socially
unprofitable" (World Bank, Education: Sector 
Working Paper,Sept. 1971, pp. 9, 30, 32, 33). Per-
haps the last word should be said by Edwin Martin: 
'"n [19681, despite an exceptionally rapid growth of 
education budgets, developing countries spent 50 
percent more of public funds on their armed forces 
than on education" [OECD, Op. cit., p. S0. 

merous developing countries have made 
progress in industrialization, the proportion
of the working population employed in in. 
dustry has generally risen only moderately,
and the absolute numbers engaged in agri
culture have invariably continued to in
crease" [55, 1969, p. 10]. The example is 

cited of Japan where although the share of 
manufacturing in net domestic product had 
reached 22 percent by the mid-1950s, the 
working population in agriculture was only
just stopping its increase by that date." 

V (iii). Capital-Intensive Devlopment 
The reports of Little-Scitovsky-Scott, the 

ILO, and Turnham..Jaeger are all critical 
of policies which have encouraged capital
intensive development. The LSS report says: 
We are critical not only of the high capital cost of 
such projects [those financed by foreign aid, par
ticularly when tying is involved] and their failure 
to generate enough employment; almost as bad is 
the gulf that is being created . . . between the 
highly capital-intensive and automated equipment
and modem methods of large-scale industry and the 
primitive labou-intensive methods of small-scale 
craft industries and agriculture [pp. 90-911. 

This tendency, the report maintains, has 
been fostered through imperfections in the 

capital market, legislation which by nomi
nally protecting labor has made capital

intensive projects more desirable to entrepre
neurs, the import-substitution policy, and 
investment licensing.

Turnam-Jaeger, in addition to repeating 

the above reasons for capital-intensive proj
ects being stimulated, also suggest that
"since most new techniques are invented in 

the developed countries where unskilled la

"Cf. Turnham-Jaeger, op. cit.: "It is not clear 
what part was played (historically) by labour sub
stituting technical change in agriculture, but it is 
worth noting that the number of employed persons
in agriculture began to decline only at a relatively
late date, for example in Creat Britain from about
1861, in Germany from 1910, and in France as late 
as 1921" (p. 129). This section comes in an inter
esting excursus on the historical experience of em
ployment problems in today's developed countries. 
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bour is relatively exesive... they tend 
not to be well suited for developing cun. 
tries where iabour Is cheap (pp. 12-13).
They add: In general there h bdd"ngec teeheben 

both deliberate attempts to foster a capital 

intensive heavy industry base and the use 
of a range of policy instruments which 
tended to favour, not necessarily by design, 
capital intensive production" (p. 97). How-
ever, they do not seem entirely averse to 
this type of development despite their real-
ization of the employment issues involved, 
For they say that 'the clothing, footwear, 
canned mushroom or artificial wig pattern 
of the typical export success story is not ev-
ery country's idea of a foundation for a 
modern industrial structure" (p. 99). 

The ILO study believes that "it is possi-
ble to influence choice of technique in fa-
your of labour-intensive methods.... Many 
influences have operated to bias decisions 
in the opposite direction, in favour of me-
chanisation.... Policies have sometimes ac. 
tually encouraged labour-saving tech. 
niques" (p. 55). The Mission got the impres-
sion that if more selective criteria on im. 
ports of machinery had been used, a sub. 
stantially lower degree of capital-intensity 
could have been effected. The authors 
quote statistics which, using the quantity of 
installed horsepower in various industries 
as the criterion, imply that Colombia's de-
gree of mechanization is 50 percent greater 
than that of some less-advanced developing 
countries (e.g., India, Paraguay, Panama) 
and similar to that found in countries like 
Spain, Greece, Mexico, and Hungary. 

The reasons given for emphasis on capital-
intensive development are similar to 
those put forward by LSS and Turnham- 
Jaeger: 

There have been times in recent Colombian hlst y
during which exchange rate, tariff and direct fmn-
port control policies lowered unduly the relative 
Price of foreign investment goods .... sometimes 
exchange rates were left constant for long periods, 
while the price of labour was rising more or less in 

step with inflation-and in the modem sector faster. 
Th/ by itself, must have particularly stimulated 
excessive purchues of imported capital goods in 
anticipation of the next, eventually inevitable andbig, devahuatica [p. 176]. 

So long as distortions from market reali
ties are present, the ILO Mission believes 
that "inappropriate techniques will con
tinue to be used unless project evaluations 
are based on the 'social' costs of resources" 
(p. 175). And, like Turnham-Jaeger, the 
writers complain that "Colombia does not 
have at pre-ent much knowledge about 
techniques other than those used in the 
United States or Western Europe" (p. 169). 

In general, it may be said that the main 
reason for development having proceeded 
along capital-intensive lines lies in the im
port-substitution policies adopted. These 
policies have resulted in the rapid growth 
of manufacturing industries centered in ur
ban areas. Only a small increase in employ
ment has occurred, however, since the for
eign technology that has invariably been 
used is labor-saving. Moreover, artificially 
low rates of interest and other imperfec
tions in the factor market (e.g., lack of 
knowledge of alternative techniques, en
hanced wage levels through labor unions 
and government legislation) have caused 
the price of imported capital equipment to 
be too low. This has inevitably led to a high 
capital-labor ratio in manufacturing indus
try [26, 1970]. 

Arthur .Lewis put the matter simply: 
'The waste (of capital) has come mainly in 
substituting capital for labour in moving 
things about; in the handling of materials 
inside the factory; in packaging; in moving 
earth; in mining; and in building and con
struction. The bulldozer, the conveyor belt 
and the crane usually achieve nothing that 
labour could not do equally well. They
spend scarce foreign exchange solely in or
der to produce unemployment" [34, 1966, p. 

60]. 
As for agriculture, information now con
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ing to hand suggests that the "Green Revo-
lution" is being accompanied by an increase 
in mechanization. Yet, as the UN Eco-
nomic survey of Asia and the Far East, 
1969, puts it, "the consequent creation of 
additional redundant labour and the neces-

-' for providing alternative employment 
opportunities have as yet been scarcely con- 
sidered." The Survey makes the important 
point, however, that "there exists... a type 
of mechanization that is complementary to 
the use of labour, rather than a substitute 
for it" (pp. 7, 41). 

The Asian Development Bank [1, 1969, 
pp. 44, 67] adopts a more hard-headed ap-
proach. In its recent report on agriculture it 
opposes restrictions on "modern farm im-

plements, mechanical power and tillage 
equipment" merely because they are 
"thought to be labour-saving and might 
cause serious unemployment in the rural 
economy." Any restriction of their use, it 
believes, displays "little understanding of 
the negative effects on production growth 
that arise from a confounding of economic 
and political ends." 

It is interesting to see how the largest de-
veloping country of all, China, tackles this 
problem of labor versus capital-intensive 
development. To consider the case of agri-
culture first: Nai-Ruenn Chen and Walter 
Galenson [13, 1969, pp. 121-22] report that 

the relative abundance of rural labor and the ex-
tremne scarcity of capital makes the large scale use 
of tractors uneconomical.... The Party realized 
that to attempt the use of tractors on a widespread 
scale would aggravate the already serious problem 
of uriemployment and underemployment. By adopt-
ing an agricultural policy which stresses full utiliza-
tion of idle labor, the Chinese apparently have 
abandoned the possibility of employing tractors on 
a significant scale in the foreseeable future. 

As for the technologically advanced sectors 
of the Chinese economy, John P. Emerson 
[quoted in 13, Chen-Galenson, 1969, p. 70] 
reports that "increased investment actually 
tended to reduce the rate of growth in em-

ployment, mainly because of technological 
displacement of labor." 

With regard to the problem of creating 
the right type of industrial innovations for 
developing countries, Chen and Galenson 
[13, 1969, p. 72] make the following interest
ing forecasts: 
It would not be surprising to discover that China 
has innovated in the direction of more labor-inten
sive manufacturing equipment.... Nor is it beyond 

the realm of possibility that China will emerge 
eventually as a supplier of capital equipment to 
smaller countries in similar situations. 

Ozay Mehmet, writing in the Interna
tional Labour Review [38, 1971, p. 37] says 
that "it is being increasingly realized in sev
eral developing countries, that while the in
come objective of development may be 
achieved, the employment objective is often 
frustrated owing, among other things, to 
the capital-intensiveness of industrializa
tion.* The article depicts, through a simple 
mathematical example, how a labor-inten
sive technique, which would have been re
jected on the basis of market prices as they 
actually are (i.e., frequently distorted by 
var~ous policies) can be socially justifiable 
when social benefit-cost criteria are used. 

The problem of the optimum factor com
bination for economic development in de
veloping countries is, of course, not a new 
one. In the early days of the literature on 
development it was discussed, inter alia,by 
Kahn (31, 1951], Chenery [14, 1953] and 
Galenson and Leibenstein [23, 1955]. For 

Kahn, the rule was plain: "The correct cri
terion for obtaining the maximum return 
from limited resources is marginal produc
tivity-or, from the point of view of society 
as a whole, social marginal productivity 
(SMP), taking into account the total net 
contribution of the marginal unit to na

tional product, and not merely that portion 
of the contribution (or of its costs) which 
may accrue to the private investor" [31, 
1951, p. 39]. Any criterion which suggests 
that a developing country should econo
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mize on its scarce resources of capital by
concentrating on labor-intensive projects 
was necessarily incorrect. Kahn was un-
doubtedly right vhen SMP and not merely 
M? is taken into account; and when social 
casts are treated as relevant and put into 
the cost-benefit analysis. KIluh goes on to 
say that 

of course, the relative abundance of different fa 
tors is a significant deterninant of the SMP of each. 
When cnpital is r-elatively scarce .. . its SMP will
be higher and ca"h investment will have to meet
the more stringent test of a higher ,pportunity cost. 
In consequence, China will and should in general
specialize in industries and use techniqu  requiring a lower capital:labor retio than the United 
States. 3ut this does not mean that Inchoosng be-tween any two possible investments China must 
Invariably select the one with the higher rate of
capital turnover. Capital is not completely unavall-
able in China, hence infinitely expensive, nor labor 
in Infinite supply, hence socially costless [31, 1951, 
pp. 39-40]. 

Chenery, accepting the SMP criterion as the 
appropriate one, suggested the of cer-,use 
tai parameters which, used in conjunction,
would lead to an approximation of SMP. In 
passing, he notes that "the bureaucratic 
process ... tends to favor large projects 
over groups of small ones because they are 
more easily handled and show more tangi-

ble results. The net effect of... various bi-

ases is often to Icad dei.aloping countries to 

try to fellow the line of development of the 

older industrial areas rather than seeking a 

pattern more suited to their own resources" 

[14, 1953, p. 96]. Chenery goes on to point

oub that he is advocating the conscious 
use 

of an SMP criterion for planning because 

the, obstacles to desirable results emerging

from free market forces were so great But,
of course, he is talking about "free market 
forces" as they exist within the framework 
of "the bureaucratic process" which by its 
nature and by its objectives dkstorts the free 
market. 

Galenson and Leibenstein cannot accept
the approach of Kahn and Chenery. They 

suggest that "successful economic develop
meat under present conditions, particularly 
in the case of gross backwardness, hinges
largely upon the introduction of modern 
technology on as large a scale as possible."
They want to see "up to date equipment 
and relatively high initial capital/labor ra
tios" [23, 1955, p. 370]. Their arguments for 
this approach are reasonable-but events 
have overtaken them. The problems we 
have discussed earlier--particularly unem
ployment-indicate "hat "modernization" in
its accepted form just cannot proceed rap
idly enough.
 

But "modernization" might well allow for 
the substitution of labor for capital. In for
eign trade, for example, "production in
labour-intensive industries can be expanded
beyond domestic requirements if export
markets can be found" [55, 1969, p. 11]. It 

iscertainly a reasonable assumption that 
with relatively low wage costs, greater comparative advantages in international trade 
are to be found in labor-intensive indus
tries, But we cannot be sure even then that 
the unemployment problem would disap
pear. Moreover, comparative advantage is 
determined not only by relative labor and 
capital costs but by costs of intermediates 
and raw materials used. These clearly will 
vary with the resource endowments of the 
country concerned and with the stage of 
development (larger production probably 
enjoying increasing returns) of the sector.
 

To conclude this section on employment
 
and the capital versus labor-intensity argu
ment, it is interesting to detect a certain 
similarity in the views put forward at a 
comparatively early stage of the "develop. 
ment debate" by Bettelheim ll-whose 
book was originally written in 1955-and 
Frances Stewart and Paui Streeten, writing 
in 1971 [49]. Bettelheim pointed out that 
"from the economic viewpoint, and espe
cially from the viewpoint of economic de
velopment, employment cannot be consid
ered as an aim perse" [11, lQ9i, p. 4301. He 
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then goes on in words which betray with 
their bluntness the lack of experience we 
had had with the modem development pro-
cess at the time he wrote: 
Unemployment is an essentially tansitory phenom-
enon, a legacy of the past, a consequence of relative 
economic backwardness and of a low rate of invest-
ment (which itself is a rtsult of the use of low pro
ductive techniques). Unemployment can be over-
come in a relatively short time, proided that the 
nvestible surplus is fully mobilised and regularly 
increased through investments in techniques . . . 
to achieve a suficiently high level of productivity, 
... A consequence of the short-term and transitory 
character of the unemployment problem is that it 
would be wrong to prepare an investment pro-
gramme which would aim mainly at solving this 
temporary problem.... 

Bettelheim was implicitly thinking of the 
historical association between the growth 
of productive forces and the growth of em-
ployment opportunities. The point is made 
again by Stewart and Streeten [49, 1971, p. 
166] when they say that "observations of 
the relationship between the growth of out-
put, employment and labour productivity 
over a large number of countries suggest 
that generally there is a positive association 
between the growth of output, employment 
and labour productivity." And they add the 
significant statement, which sums up their 
position in a nutshell, that "the path which 
maximizes the growth of output will also 
maximize the growth of employment.... " 
They reject, therefore, the argument which 
they admit is theoretically plausible-the ar-
gument that if we always choose the most 
capital-intensive technique in the belief 
that we are thereby providing for tomor-
row's" employment, '"tomorrow" never 
comes and we always find ourselves faced 
with unemployment. Yet an appeal tts the 
facts of historical experience may prove less 
reassuring when we reflect on the magni-
tude of the growth of population, produc-

tivity, and of the labor force in todays de-
veloping countries."8 

SSee Table t15, p. 31 in Turham-Jeager op. cit., 

V (iv). Income Distribution 
Coupled with the growth of the unem

ployment problem in developing countries 
has been the fact of income disparities in 
many of them. The LSS study, for instance, 
states that "apart from Taiwan, income dis
tribution in our other countries for which 

statistical data are available is becoming 
more unequal with the passage of time" (p. 
45). The Turnham-Jaeger study suggests 
that "in many less developed countries, the 
bottom 50 percent of families receive 

roughly between one quarter and two fifths 
of average family income, and the poorest 
families receive a good deal less" (p. 73).
The ILO report on Colombia says: "It... 

appears... that, on the whole,... concen
tration of income has not lessened during 
the last fifteen years: it might even have in
creased.... The poorest 50 percent obtain 
only about one sixth of all income, while... 
the people included in the 5 percent of the 
population with the largest incomes receive 
between one-third and somewhat more 
than two-fifths of total income" (pp. 140
141). 

For India, the Mahalanobis Committee 
reported that between 1952-53 and 1956
57-"the period during which the tempo of 
development quickened-the proportion of 
income accruing to the top 5 and 10 percent 
had increased substantially and the share of 
the bottom 20 percent of the population 
had also increased, though slightly" [41, 
1968, p. 570]. A more recent major study on 
income distribution in India, financed by 
for projections of the labor force in developed and 
less-developed countries. In the less-develoved 
countries the annual rate of growth of the labor 
force is expected to grow to 2.3 percert in 1970-O 
compared with 1.7 percent in 1950-65. In the ILO 
study, on Colombia (p. 33) the labor force is pro
jected to grow at 3.2 percent per annum 1965-70 
compared with 2.5 percent per annum 1951-65. The 
growing unemployment problem envisaged for Co
lombla is seen from the fact that total employment 
is expected to grow by 2.3 percent per annum 
1965-70 compared with 2.1 percent per annum 
1951-5. 
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the Ford Foundation and carried out by 
Dandekar at the Indian School of Political 
Economy, reported that "it is clear that the 
small gains of development during the past 
decade have been very unequally distrib-
uted and the gulf between the rich and the 
poor has widened" [19, 1971, p. 25]. Fur-
ther, one participant at a Seminar on In-
come Distribution in India in February 

1971, as reported by Bardhan and Sriniva
san, stated that the proportion of the rural 
population with a consumption level below 
the "normative minimum" of Rs. 15 per 
head per month at 1960-61 prices "had in
creased sharply from 1960-61 to 1967-68" 
[9, 1971, p. 879]. 

Table 5 draws together some data on in
come distribution. 

TABLE a 
Incobm DwrmTwvox in Soma La DZVEwPD AND DZVZLOPZD CoUNTRua 

Income Reeiver 

InoeRC.VU10% 

D~Wlpin# Couaris: 
Argatinm 	 A (H) 1961 

B (H)ee 

c (e) (a) 

Brndl 	 A (H)196 
C(c) (a) 

calm 	 D (S) c. 054 
D (1)c. 954 
B (H) W968 

Chile 	 B (H) 1960 

Colombia 	 B(H) 1960 
C (c) 1962(i)
C (c) 1962(i) 
C (c) 1964 

Congo (Brauvlle) B (1) 1958 

Cota RicL 	 C (c) (A) 

El Salvador 	 C (c) (a) 

Gabon 	 B (I) 100 

In& 	 B mid-1950N 
D (S) 1955-56 

Madagascur 	 B (I) 1960 

Mexico 	 A (R) 1950 
A (H) 1968 
C (e) (A) 

Lowest Loweft 
20% 

Lowest 
60% 

Highest 
20% 

Highest 
10% 

Highest 
5% 

Percentzge of Total Income Received 

- 7 - 52 8 -
-IS 7 - 5o 87 -
- - 21 - -- 81 

e 0 Be 41 -
- - 15 - - 40 

- a 20(b) 54 - -
- - ta(b) 57 - -
- 5 o a2 87 -

- - 15.6 - -

- 6 to 57 48 -
- - is 60 42 28 
- - to 57 48 so 
- - 14 65 50 40 

- - - 64 44 -

- - 18 - - a5 

- - 16 - - 88 

- -- 71 60 -

- 4-8 0-28 42-52 28-36 -
- 7 80(b) 50 - -

- - - - o -

8 6 19 60 49 -
-
-

3 
-

]5
15 

59 
-

42 
-

-
29 
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TABLE 4-Co46ued 

ncome Recivers Lowest Lowest Lowest Highcet Highest Highowt 
10% 20% 50% 20% 10% 5% 

Percentae of Total Income Received 
Pakitan A (H) 19-" 8 7 25 45 so -

PMaM c () (a) - - 21 - - 84 

Philppine. D (J) c. 195 - - N(b) 47 - -

A (H) 19a - 4 98(b) 56 40 -

Seeg B () 1900 - - 16 64 48 -

Taiwan A (H) 1966 8 8 28 41 20 -

Vemesuds 	 B (H) I0 - - 17 - - -
C (c) (a) - - 14 - -

Dmuiopid Couafris.: 
Italy 	 A (H) 19048 - - 19 1 87 

Netherlands 	 C (C) (a) - - 21 - -

Norwy 	 C () (a) - -U - - 15 

Sweden 	 D (I) 194 - 6 84(b) 48 -

United Kingdom 	 D (1) 1949 - 7 82(b) 47 - -
D (8) 195 - 5 84(b) 44 - -
D (I) 1955 - - 88(b) 44 - -
C () (a) - - 23 - -t o 

United States 	 D (8) 1952 - 4 83(b) 46 - -
A (H) 19 1-0 1 6 2 48 84 
C~o) (a) - - 2  -

N.&# and SoMa: 
(1) 	Pee-tax income of individual 
(H) Pe-ta income of family units 
(S) 	 P -taz income of spending units 

(a) 	 Date not stated, but probably refer. to early or mid-1960. 
(b) 	 Lowest 60 percent. 
(c) 	 Generally ,notstated whether estimate refer. to I, H, or S (except for Colombia where it is "personal in

come"), but probably refers to individuals. 

A. LrrxL, Scrrovaxr, Scori, op. cit., Tables land 8, p. 46. 
B. TuuNuw A osm op. cit.. Table IV-I, p. 74. 
C. I. L. 0., op. cit., Table 14, p. 142. 
D. GmmA %M wZ.L, Asian drama, Vol. HII,Appendix 14, Tables I and 8, pp. 2183 and 2184. 

Nals: 
Where estimates A and B were identical, estimate B has been omitted from the above table, as source A was the 
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For the ILO, income distribution af-
fects the level of employment through its 
effect on the pattern of consumption 
through (a) different import content of the 

,expenditures of the rich and poor and (b) 
different labor content of the expenditures. 
An unequal iacome distribution leads to a 
high demand for foreign consumer goods, 
leading to the lesser availability of foreign 
exchange for capital and intermediate 
goods necessary for the expansion of em-
ployment (p. 145). 

Both the LSS study and that of Turnham-
Jaeger refer to the traditional arguments in 
favor of inequality as a factor stimulating 
growth. Thus LSS state: "The proportion of 
income saved is believed by many to in- 
crease with the inequality of income distri-
bution; and sufficiently high prices of man-
ufactures enable manufacturing firms 
themselves to save out of undistributed 
profits much of what they need for invest-
ment.... When the policy of import substi-
tution shifts the terms of trade and the dis-
tribution of income in favour of manufac-
tures, it not only increases savings but also 
generates them in the hands of those best 
placed to invest them" (pp. 47-48). How-
ever, they are not completely convinced by 
this argument and suggest that, apart from 
the social justice point of view, it is waste-
ful because high incomes may lead not only 
to high savings but also to high consump-
tion. Also, "there is a danger that high 
prices will lead to high costs rather than 
high profits" (p. 49). There is an alterna-
tive policy which can be pursued: that of 
using high intere3t rates to encourage hou-
sehold saving through an improved finan-
cial system, and using a less biased policy 
to stimulate manufacturing. The report of 
LSS shows how Mexico and Taiwan, alone 
of the countries studied, followed this pol-
icy with advantage (pp. 49-51). 

Turnham-Jaeger admit that there is 
'some truth" in the argument that inequal-
ity increases savings but since there are few 

good statistics "some understatement of 
both savings and investment at low income 
levels seems likely." Some studies have sug
gested that small farmers, for instance, have 
high marginal propensities to save. The 
Turnham-Jaeger study agrees with the LSS 
study that even if inequality does generate 
high savings there Isno guarantee that they 
will be efficiently used. "Savings and invest
ment are closely linked activities where 
financial intermediaries are absent or highly 
undeveloped." Savings often end up in the 
form of luxury housing, foreign assrcs or in 
"economically dubious activities' whose 
high profits have been made possible by 
high protection (pp. 13-14). 

It can be seen that there is a considerable 
unanimity of view among the three reports 
on the question of income distribution. The 
agreement is the more remarkable when it 
is recalled that only a few years ago it 
would have been regarded as almost axio
matic that an unequal income distribution 
in the early stages of development was not 
only inevitable but also essential. 

VI. Exchange Rate Policy 
The usual policy of developing countries 

has been to maintain an over-valued ex
change rate and to restrict imports with 
physical controls, tariffs, licenses etc., so as 
to bring about equilibrium in the balance 
of payments. In opposition to this policy, 
LSS believe that it is preferable to use the 
combination of borrowing, drawing down 
reserves and exchange rate movements to 
keep the balance of payments under con
trol. A rough measure of the extent of over
valuation of currencies was calculated by 
LSS, and on this basis an estimate of the 
free-market rates has been made in Table 6 
below. 

The results of the policy of overvaluation 
have been neatly summarized in the follow
ing extract from the 1968 Economic survey
of Asia and the FarEast [52, 1969, p. 67]: 
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TABLE 6 
OMnCIAL AND EamIaiM FRE MAnZMr Excazxa RATES 

Uni'i of National Currency per SU.S. 
Domestic 

Country Year Currency Official Degree of Implied
Units Rate Overvaluation Free Market 

(c) (percent) Exchange Rate 

Argentina (a) 1958 Pesmo 18.0 100 88.0 

Brazil (a) 190 Cruzeiro. 2,220.0 50 8,880.0
(b) 1946 Cruseiro 2,220.0 27 2,819.0 

Chile (b) 1961 Pam 1.058 68 1.709 

Colombia (d) 1908 Peso. 15.89 22 19.89 

Malaya (b) 19I5 Doilare(M) 8.06 4 8.18 

Mexico (a) 190 Peof 12.49 15 14.80 
(b) 1960 PC" 12.49 9 18.01 

Pakistan (a) 1908-84 Rupee 4.7m0 2 5.999 
(b) 198-84 Rupees 4.799 SO 7.199 

Phlppines (a) 195 Peos. 8.90 20 4.68 
(b) 1965 Pem 8.90 15 4.49 

Taiwan (a) 198 $ N.T. 40.10 20 48.12 

(a) Little-Scitovsky-Scott,&Suru: op. cit., p. 417. 
(b) Balassa , 1971, p. 814). 
(c)I. M. F., Internationalfinaxcialatiai. 
(d) Nzusou, RiCUABm R. The ffesiv exchange rate, empklrt, and growA in a foreign exchange con. 

strained economy, prepared for Agency for International Development, Santa Monica, California, 
Rand Corporation, Memo. RM-58S0-Aid, Nov. 1908. (Nelson, looking for an exchange rate which 
will boost investment and hence the rate of employment increase, calculates that "the magnitude of 
the required devaluation is... 22 percent" [p. 561.) 

All exporters (who predominantly sold agricultural 
goods) were required to surrender foreign exchange 
earnings at the official rate of exchange. This clearly 
constituted a tax on the agricultural sector of the 
economy. At the official rate of exchange there 
existed a large unsatisfied demand for Inpos. Tus 
a strict ratoning of the entitlement to Import 
through licensing had to be made. The overvalued 
rate of exchange and the consequent unsatisfied 
demand for imports naturally meant domestic prices 
for imports substantially above international prices. 
This price differential was not absorbed by the gov-
ernment through license fees or import surcharges, 
but was allowed to be converted Into monopoly 
profit for the license holder, and serred as a major 

source of investible funds in the private sector. The 
excess demand generated by the strict quantitative 
control of imports further opened up high profit 
oppcrtunities for investors in import substituting 
industries. 
The operation of exchange control can be 

illustrated diagrammatically as is shown in 
Chart 2. 

In free market conditions the equilibrium 
price of foreign exchange would be P., with 
OM units of foreign exchange supplied and 

demanded. With the government maintain
ing the artificially low price of foreign ex
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CMAxn 2Tnu FRE--MAMET AND MANAMOZ lT 

OF Fomnuo Excaurz 


Price of 
exchange 


nits ofe 


domestic 
cur'ency 
per unit 
of foreignP. 
currency) 


D 


OE 

Mi M MN 

Quantity of Foreign Exchange 

change of P. only OM' units of foreign ex-
change become available (because exports 
are overpriced). But at price P,the demand 
for foreign exchange is M" i.e., D > S by
M'M". Hence the necessity for devising an 
allocation system to ration the available sup-
ply of OM'. If the available supply of foreign 
exchange were openly auctioned by the gov-
emnment to importers, the price offoreign ex-
change per unit would rise to Pb. The gov-
erment would theu make a profit of P.Pb 
per unit. But generally auctions have not 
been used; available supplies of foreign ex-
change have been allocated by some type of 
quota or licensing devim. This has meant, in 
effect, that licenses either legally er Illegally
ise to Pb per unit of foreign exchange.

Import-competing industries are now pro-
tected against ioreign competition to a 
greater extent than they would be if a free 
market in foreign exchange prevailed; effec-
tively they reoeive a subsidy of P.Pbper unit 
of their output sold. On the other hand, do-
mestic exporters are obliged, in effect, to pay 
a tax of "SP., per unit of output they sell 
(with inevitable discouraging effets on ex-
ports). 

"iiecosts of such a policy of exchange 

control have been estimated for Turkey byAnne Krueger [32, 1966]. For the sample of
industries she dealt with, she calculated 
that if T.L. 10 million of Turkish resources
had been allocated evenly among the im
port substitution industries, the addition to 

Turkish output at world prices would have 
been $ U.S. 292,000. On the average, it
would have required T.L. 34.2 of domestic 
resources to have increased net output by 
$ U.S. 1.00. However, if these domestic re
sources had been allocated over the poten
tial export industries, the additional output 
would have amounted to $ U.S. 986,000. On 
the average, it would have required T.L. 
10.1 of domestic resources to have increased net output by $ U.S. 1.00. If that
additional output had been exported, the 
country could have afforded to import 3.4,
times as great a value of imports as could 
have been produced domestically with the 
same resources. On the basis of a somewhat 
different type of calculatiou, Anne Krueger
estimated that "the international value of 
Turkish manufacturing output per unit of 
new investment could almost double" with 
a system of free exchange rates compared

with the managed rate [32, 1966, p. 4751.
 

In the case of Pakistan, we have interest
ing studies by Lewis and Guisinger [36,
1968], by Winston [61, 1971] and by Islam 
[28, 1970]. From the first of these studies it 
appears that Pakistan would have to have a 
considerably devalued exchange rate to 
make a number of industries internationally
competitive, i.e., where the rate of protec
tion of value added is zero. At the 1967 ex
clwage rate (Rs. 4.774 =$ U.S. 1.00) only 
t,a and petroleum products were competi
tive. With the rupee devalued to Rs. 10 =$ 
U.S. 1.00, besides these two, we would have 
had footwear, printing, matches, sports
goods, thread, sawmilling, tanning, cement, 
sewing machinery and electrical machinery/ 
equipment also internationally competitive.
Afurther twelve industries would have been 
competitive at exchange rates ranging from 
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Rs. 10-Rs. 20 to $ U.S. 1.00. Commenting 
on this last group, Wellisz [60, 1971, p. 127] 
says: 
Positing that 50 percent of the cost differentils can 
be justified by leaming-by-doing or infant industry 
arguments-surely a generous allowapce for external 
effects-these sectors could still be considered eco-
nomically justifiable. 

There are an additional five sectors out'of 
the total of thirty-two for which it would be 
necessary to have exchange rates ranging 
from Rs. 21 = Rs. 1,138 to $ U.S. 1.00 to 
make them internationally competitive, 
(The extreme rate would be necessary for 
silk and art-silk textiles; for wearing apparel 
the rate would have to be Rs. 99 = $ U.S. 
1.00.) Finally, there are three sectors (sugar, 
edib!e oils, and motor vehicles) which no 
exchange rate would make competitive be-
cause the value of tradable inputs exceeded 
the value of output at world prices. 

G. C. Winston shows how, with the artifi-
cially high exchange rate in Pakistan, it is 
possible for people to make highly profita-
ble financial transactons. At the same time, 
the allocation of investment and the struc-
ture of industry in the country is distorted. 
The unwarranted profits are made through 
the process of over-invoicing, which works 
in the following manner: a manufacturer 
who 	obtains a government license to con-

struct a new factory privately arranges with 
the foreign supplier of the equipment for 
the invoices to be made out to a higher 
amount than the manufacturer actually 
pays. The manufacturer is then permitted 

by the foreign exchange authorities to buy

exchange for the invoiced sum at the offi-
cial rate of Rs. 4.775 =$ U.S. 1.00. The ex-
cess payment made to the foreign supplier 
is then deposited by him in a foreign bank 
account on behalf of the manufacturer. 
This balance can then be sold on the black 

market, where the rate may be two to three 
times the official rate.19 

Igoods 

Given the degree of difficulty inherent in de-
temilning any "free market" rate tor an overvalued 

A number of unfortunate consequences 
for the economy follow: 

1. Manufacturers will try to obtain per
mits for as much inc:ustrial expansion as 
possible, even if they can make only ineffec
tive use of the imported equipment. 

2. There will be a tendency for the de
gree of over-invoicing to increase. 

3. Efforts will be made to maintain the 
differential between the official and the free 
rate. It follows that devaluation and the re
moval of exchange controls will be strongly 
opposed. 

4. Manufacturers will try to use as high a 
ratio as possible of imported to home-pro. 
duced capital equipment, and to use highly 
capital intensive techniques. This increases 
the strain on the balance of payments and 
diminishes opportunities for the possible 
development of domestic intermediate in
dustry and of an expansion in employment. 

5. New capital equipment will be pre
ferred over the maintenance of existing 
equipment, and a premium will be placed 
on the selection of complex processes rather 
than the simpler (and more labor-intensive) 
since it is easier to "get away with" over
invoicing if the exchange control officials are 
unfamiliar with the process. 

currency and given the different purposes of and 
techniques for the calculations, it is not surprising 
that quite large differences among the various esti
mates emerge. For instance, the free-market rate 
for 1963-64 as calculated in Table 6 was Rs. 6.0-
Is.7.2 to the dollar. Winston, however, states that 
the "black-market rate" in 1966 was "about 10 
rupees to the dollar for . . .highly liquid funds"
[62, 1970. p. 409]; by 1970, he suggests, an esti
mate of "15 rupees to the dollar [is] not extreme" 
[62, 1970, pp. 409-10]. Using Islam's estimate of 
the degree ofovervaluaton we can calculate a free 
rate of Rs. 9.2 for 1963-64 [28, 1970, pp. 56 and
58]. Lewis calculates "implicit exchange rates" for 
West Pakistan for 1963-64 as lying between Rs. 
7.57 and 9.67, depending on the weighting system 
adopted [35, 1968, Tables 2 and 3, pp. 68 and 70].
Hogan states that "A'free' market rate of about Rs, 
11.90 	= $ U.S. 1.00 applied for some years to those 

brought into Pakistan with the import rights
conferred by an export bonus voucher. During 1967 
this rate moved to about Rs. 13.00 = $ U.S. 1.00" 
[25, 1960, pp. 39,401. 
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Erom all these points of view (and from 
others mentioned by Winston) it seems 
clear that an overalued exchange rate has 
many implications for the entire develop-
ment program of a country-implications 
which all point in an adverse direction. So 
far as the most immediate effect is con-
cerned-the profit on the currency transac-
tion-Winston estimates that, with a 20 per-
cent over-invoicing and a free rate of Rs. 20 
to the dollar, the financial profit reached 25 
percent in 1970. "Now importing 1,000,000 
rupees of invoiced capital goods earns a 
financial profit or 351,540 rupees. The in-
vestment worth 1,400,000 rupees in the offi-
cial, record represents capital goods with an 
actual pre-tariff value of 800,000 rupees"
(62, 1970, p. 410]. 

In passing, it may be noted that for Ba
lassa and Schydlowsky the very notion of a 
unique equilibrium free-market exchange 
rate corresponding to some "acceptable" 
measure of tariff protecti3n is insubstantial, 
They consider that the extent of protection
is itself affected by the rate of exchange, 
and a certain level of protection may be 
provided by any one of a number of differ-
ent: combinations of tariffs, subsidies, and 
exchange rates. If, therefore, a country al-
ters its protective system or its monetary 
and fiscal policies, the equilibrium exchange 
rate also alters. They assert, in conse-
quence, that "one cannot therefore speak of 
overvaluation without specifying the de-
sired changes in the system of trade barri-
ers or in domestic policies..." [7, 1968, p.
357]. However, much of the force of their 
argument is lost when they go on to admit 
that, "for given domestic economic policies,
one'may wish to inquire what the equilib-
rium rate of exchange would be in a free 
trade situation .... Needless to say, from 
the point of view of efficient resource allo-
cation in a competitive economy, this would 
be the only equilibrium situation" [7, 1968, 
p. 357]. It is basically this concept, of 
course, that Little-Scitovsky-Scott and oth-

ers who have written on overvaluation have 
in mind. Moreover, despite the claim of Ba
lassa ard Schydlowsky to have "provided 
evidence for the superiority of the effective 
tariff measure over the cost of foreign ex
change for the purpose of indicating the de
sirability of individual industries" [7, 1968, 
p. 359] there seems in reality to be mainly a 
semantic difference. For it is usually the 
case that the estimates of a "free Market" 
exchange rate which have been calculated 
have been erected on the basis of effective 
tariffs. A ranking of industries from the 
least to the most competitive internationally 
(as, for instance, in Lewis and Guisinger 
[30, 1968, p. 1188]), would seem to be simi
lar whether on the basis of effective tariffs 
or "free market" exchange rates. 

VII. CapitalUtilization 
An important implication for the degree 

of utilization of capital equipment emerges 
from this discussion on the overvaluation of 
the exchange. The artificial cheapness of 
imports of capital equipment, together with 
the incentives discussed above to use capital
intensive techniques and row equipment 
instead of maintaining and expanding 
the old, "may go far to explan," says Win
ston, "why, in capital-scarce West Pakistan, 
existing industrial capital is used 33 percent
of the time while in the capital-rich United 
States, it is used 50 percent of the time" [62, 
1970, p. 416]. And as the same author adds 
in a later article: "It is a paradox of no 
small significance that in the typical under
developed country the existing stock of in
dustrialcapitalis left idle most of the time" 
[61, 1971, p. 36]. 

Hogan, again referring to Pakistan, states 
that the evidence "does point to a signifi
cant proportion of the installed capacity in 
manufacturing lying idle. Furthermore, the 
bulk of [the] calculations is based upon sin
gle-shift operations-a surprising constraint 
for an economy lacking its own sources of 
foreign exchange and relying heavily upon 
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official loans and grants from overseas (25, 
1968, p. 34]. Hogan's estimate is that in 
1965 the actual value of production in man- 
ufacturing industry was only 73.8 percent 
of the value of capacity output 19Z, 1968, 
pp. 33, 50]. 

The Little-Scitovsky-Scott report consid-
ers that "the creation of excess capacity is 
virtually built into the sysW (p. 226) and 
it adds: 
If capital formation is encouraged at the e 
of the utilizatien of capital equipment, it is more 
likely to hamper growth than to speed it, since the 
underutilization of capacity increases the amount 
of capital involved in producing a given output. A 
50 percent "tilization of manufacturing capacity 
(which is not untypical of developing countries) 
doubles the amount of capital needed to obtain a 
given output.... One tends to be shocked by the 
absurdity of giving capacity creation priority over 
capital utilization at times when capacity is grossly
u.e.ti..... . If the ultimte aim is to incresethe if uo rutt, e tiest aim isto Idifferoutput the cheapest, quicest and simplest, way 

of doing this is through the better utiliztim of 
existing capacity (p. 2 . 

The ILO Report looks at utilization of 
capacity from the point of view of employ-
ment and believes that: "the existing law 
and practice tend to encourage long hours 
of work on the part of labour, and short 
hours of utilisation of equipment." "In Co-
lombia," te authors continue, "precisely 
the opposite is needed' (p. 199). Existing 

law and practice have also prevented the 
operation of multi-shift wcrking, but mem-
bers of Womens' Liberation will be encour-
aged to learn that "many countries have 
come to the conclusion that under modern 
conditions night work for women does not 
present the moral hazards that may have ex-
isted a couple of decades ago" (p. 207).20 

*'Winston in his 1971 article [61, 19711. con-
trary to some of the conclusions he arrived at in his 
previous contribution cited above [62, 1970], be-
lieves that underutilization is 'largely a rational 
response to a widespread preference for working at 
a 'normal' time of day" and is "the result of per-
fectly sensible economic decisions made by per-
fectly sensible people." It is not something due to 
"ineflciencies in planning and policies" [61, 1971, 

The United Nations Industrial Develop
ment Organisation (UNIDO) convened a 
group of experts on the subject of underuti
lization in 1969 [54, 1969]. The summary 
volume of the various country reports, 
whilst admitting that data is still "re
stricted," "unreliable," and 'not comparable 
as between countries," concludes that "as 
industry moves ahead in developing coun
tries, there is a tendency in a number of de
veloping countries for under-utilized indus
trial capacity to increase and the unfavour
able effects on the economy as a whole to 
increase correspondingly."

Table 7 (below) brings together some of 

the available information on capacity utili
zation, although it should be reiterated that 
the data is not strictly comparable between 
countries, no common system of measure
ment having been used. The estimates 

in their scope, coverage, and method
ology. One of the major problems is, of 
pp. 38 and 57]. However, it seems to me that his 

initial reaction to the phenomenon might come 
nearer to the heart of the matter. For the question 
at issue is not so much that people behave irration
ally, and in consequence underutilize capacity, but 
that the very economic environment in which they 
make their, to them, rational decisions provides an 
inducement for underutilization. Winston would 
surely agree that the Pakitanil industrialit he was 
writing about in his earlier article [61, 1971] and 
who was making financial profits out of thr- existence 
of exchange control was acting perfectly 'ration
ally." The point is that these profits-inimical to 
development-could only be made because of the 
existence of an overvalued exchange rate. More
over, his latest contention that underutilization is 
something to do with preference for daytime work 
ignores the fact that most of the statistics on the 
degree of underutilization have been in any case 
based on utilization within single-shift working. Nor
does his view cover the points that according to 
some evidence underutilization in developing coun
tries appears to be increasing and that the problem 
is more acute in developing than in developed
countries. 

But it is true that the subject has not yet been 
fully explored. Hopefu, y this will be forthcoming 
in a study currently being made by Karlis Coppers 
at the Xnstitute for International Economic Studies, 
Stockholm. Coppers inclines to the view that it is 
essential to separate planned excess .capacity from 
unplmned. 
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TABLE 7 

Dasmm or UTnuZAioN OF INDUUI3UAL CAVAC 

Country Date Ca t P 

Argentina 	 1961-67 43-
19 56.8 
196 .5 
IO6 70.W.8 (a) 

} 
Chil 1957 3.1 (b) 


1050.$ (c) 

45.7--4.8 (d)


Cost Ri a 19 71 
Ecuador 41 

El Salvador 19 73 
Guatemala 1969 74 
Honduru 1962 es 
India B. 1955- 8. 

A. (0 61.9 
1988 60 

Nicaragua 196 
Pakistan I0 78.8 
Pakistan (West) 195 a8 
VAeud.a (g) 5"s 

Sourm and Not": 

India. Eitimat A: K. L. Saxna, es, industia 


capacity in India and ta possibility of it#,tilia-
tion for aeport putpom, UNIDO ID/WG, 2/5, 
2i January 1969 (mimeo), p. 1. 
Esatium B: UNIDO, nd ia 
and if* ttiliationfor ,ort, ID/WG, 2/8, 2 
January 1990 (mimeo), p.6. 

Other Countrie. UNIDO ibid. pp. 10-21 and BRODZ-
iorm, M.S. The utiliatnof Iuction paity 
in Argentine industry, UNIDO, ID/WG, o/9,
It February 100 (mimeo), p. 14, and MMAV, 
M. Excw capacity-inatremen, caum and 
u.: A Casestudy of sdected industriesin ImsA,
UNIDO, ID/WG, 29t7 (mimeo), p. 19 (re-
printed in UNIDO, Irdustr an ad pro-
ducaiviy, No. 15 1970), and Wnarro, G. C. 
[61.61 1071/,p. 981, antd HooAN W. [125, 19M8 pp.1nd0. 

(a) largeale industry
(b)medium-wde industr(c) smallscale industry 

(d) total manufacturing 
(e) some sections of 	 indurtry utilize Ie, than 50 

percent of capacity 
(0) average for the individual year 191. 1, 1960,

196 and 1967 
(g)no date quoted in ource 

course, to decide on the period of time ca
pacity which "should" be in use. The 1955
64 estimate for India, for instance, takes 
into account officially reported capacity es
timates based on the number of shifts actu
ally worked (single shift for 102 of the 140 
industries covered, double shift for 6 and 
three shifts for 32 industries with continu
ous production processes). If multiple shift 
working had been adopted more generally 
where it was suitable, then the measured 
degree of underutilization on this basis
would have almost doubled (i.e., from 10.5 
percent to 18.4 	 percent, 1961--64). More

over, the averages shown in Table 7 conceal 
a wide variety of utilization ratios as be
tween industries 	in any particular country.
In thease of India only half the industries 
had a utilization 	rate of over 75 percent. In 

one-third of the cases the rate was below 35 
percent; there were even instances of a rate 
of under 20 percent. In Israel, capacity utili
zation varied from 33 percent in the citrus 

products industry for 1961-62 on the basis 
of double-shift working, to 100 percent in 
the plastic moulding industry with double 
shifts in 1962-63.21 Furthermore, there are 

also wide differenes among particular prod
ucts within an industry in a country: in the 
chemical industry in Brazil,12 for instance,
the degree of capacity utilization varied for 
the most part between 40 and 90 percent. 

VIII. Effects of Developed Countries'
 
Polices
 

Both the ILO Report and Little-Scitov
sky-Scott believe that "in the long run it is 
clear that both industrial and developing
countries would benefit from greater spe

cialization along the lines of comparative
Note that the dates do not correspond with the 

year used for the average of all industry in Table 7, 
viz 1966. 

" No overall industry figure for Brazil is available.The statistics quoted in the text come from R. A. 
da Silva Leme, Excess capacity in Brazilian indus
try, UNIDO, ID/WC 29/12, 5 February 1969 
(mimeo), pp. 10-11. 

http:1962-63.21
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advantage" (ILO, p, 338). Whilst both 
reports mention that nominal tarffs on im-
ports into developed from developing coun-
tries are a barrier to trade, the ILO states 
that 'tariff concessions by themselves would 
be of only limited value" so long as quanti-
tative import restrictions remaii (p. 337). 
The Little-Scitovsky-Scott report also be-
lieves that for certain products like textiles, 
clothing, and processed agricultural prod-
ucts, quota restrictions and other non-tariff 
barriers are of more importance than tariffs 
in effectively isolating the markets of the 
developed countries from actual or poten-
tial exports from the developing countries. 

Just as Little-Scitovsky-Scott emphasized 
the drawbacks of high effective tariffs in 
the developing countries, so they point out 
how in the developed countries there Is 
very often a large disparity between nomi-
nal and effective tariffs which is detrimental 
to the ability of the developing countries to 
increase their exports, and also undesirable 
from the point of view of an optimum allo-
cation of resources within the developed 
countries. Some selected examples of nomi-
nal and effective tariffs are presented in Ta-
bles 8 and 9 on pages 787-788. 

It may be of some interest to attempt a 
rough calculation of the amount by which 
the exports of manufactures from the devel-
oping to the developed countries would in-
crease if all tariffs against them in the de-
veloped countries were removed. Balassa 
[5, 1965, p. 593] estimated that in the pre-
Kennedy Round era of 1962, when the aver-
age nominal tariff of the major developed 
countries on all imports of manufactures 
was 10.9 percent (see Table 9), the elimi-
nation of duties would lead to the following
relative increases in manufactured imports:
Japan, 39.9 percent; United Kingdom, 30.9 
percent; E.E.C., 28.2 percent; Sweden, 14.0 
percent For the U.S.A. Balassa estimated 
38.2 percent, but this was increased later by 
Johnson [29, 1967, p. 103] to 54.1 percent to 
take account of the fact that the elasticity 

of supply in that country is perhaps one
half higher than in the other countries. An 
average of these proportionate increases 
(using the higher U.S. figure), weighted by
the total imports of each country in 1969 
works out to be 35.3 percent. Thus Balassa 
might be interpreted as implying that an 
elimination of the tariff of 10.9 percent re
suits in an increase of 35.3 percent in total 
imports of manufactures by the developed
countries. In the post-Kennedy era, the 
comparable average tariff is 6.5 percent
(Table 9). Therefore, proportionately, we 
might assume that the elimination of this 
6.5 percent tariff would result in an increase 
of 21.1 percent in total imports of manufac
tures by the developed countries. 

In 196D, the total imports of the devel
oped market economy countries of chemi
cals, machinery and "other manufactures" 
(S.I.T.C. 5 + 6 + 7 + 8)-roughly "manu
factures"-was $120.2 billion. Of this sum, 
$8.3 billion, or 7 percent, was from develop
ing market economies. 

Thus the total imports of manufactures 
into developed cmntries might be exrected 
to rise to 121 percent of $120.2 biilion, 
which equals $145.6 billion, a rise of $25.4 
billion on the 1969 figure. If we assume the 
same proportion to come from the develop
ing countries for the marginal as well as for 
the average, tvz. 7 percent, we find that 
$1,775 million extra Imports of manufac
tures might be expected to come into the 
developed from the developing countries on 
the elimination of tariffs. This Increase of 
around 20 percent of present imports of 
manufactures from developing countries 
may be compared with the figure of 34 per
cent arrived at by Johnson [29, 1967, p.
103] as the potential increase-a figure
based on 1962, i.e. pre-Kennedy Round, 
tariff data. And a more recent figure has 
been produced by UNCTAD-$702 million 
[50, 1968, p. 202]. 

One further point should be taken into 
consideration when assessing the effect of 
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TABLE 8 

SomB ExAMpLn or NoumNu, AND Emrrivs Tmrw RATEs IN DEVVLOPED COUNTIr.a 
(Percent) 

United States Uuted Kingdom E.E.C. Sweden Japan 

Nom- Effec- Nom. Effec- Nom- Effec- Nonm- Effec- Nor- Effec
inal tive inal tive inal tive ina tive inal tive 

A (1965) 
Thread and yam 11.7 81.8 10.5 27.9 2.9 8.6 2.2 4.8 2.7 1.4 
Textile fabrics 24.1 50.6 20.7 42.2 17.6 44.4 12.7 88.4 19.7 48.8 
Clothing 25.1 85.0 25.5 40.5 18.5 25.1 14.0 21.1 25.2 42.4 
Woodproducts 12.8 26.4 14.8 25.5 15.1 28.6 6.8 14.5 19.5 88.9 
Leather 9.6 25.7 14.9 84.8 7.8 18.8 7.0 21.7 19.9 10.0 
Rubber goods 9.8 16.1 20.2 48.9 15.1 88.6 10.8 26.1 12.9 28.6 
Weighted average of .6 product 

groups 11.6 20.0 15.5 27.8 11.9 18.6 6.8b 12 .5 b 16.2 29.5 
Be 

Coconut oil (refined) 5.7 57.5 - - 15.0 150.0 - . . 
Jute fabrics 8.1 8.8 - - 28.0 89.6 - . . 
Cigarettes 47.2 89.0 . . . . . .. . 
Hard fiber manufactures 15.1 88.0 . . . . . . . . 
Copper wire - - 10.0 77.0 10.0 77.0 8.0 28.0 - -
Shelled groundnuts - - - 80.0 - 140.0 - -

Processed product of crude oil and
 

coke - - - 80.0 - 140.0 - -

Processed cottonseed - - - - 10.0 84.0 - -

Processed soybean - - - - 10.0 160.0 - -


C (1954) 
Cannedeedcod 18.6 28.4 . . . . . . . .
 
Canned fruits and vegetables 16.8 28.7 . . . . . . . .
 
Glaascontziners 81.2 58.2 . . . . . .. .
 
Lighting fixtures 80.7 68.8 . . . . . . . .
 
Watches and clocks 89.8 90.1 ...
 
Unweightod meam c. S0 product
 

groups 14.0 19 .0 ...
 
Weighted mean: c. 50 product
 

group. 11.2 15.6 - - . . ..
 

'Date not quoted, but probably refera to the early 'sixties. 
b Cf. Norway in 1954 when the nominal and effective rates were both four percent when based on domestic input. 

output,.coefficients, and two percet and six percent respectively *hen based on free trade input-output coefficients 
it, Balss, 1971, p. 8151. 
sowen: 

A. 	BALAMA, BzL, "Tariff Protection in Industrial Countries: An Evaluation," 3. Polit. Econ., Oct. 1965, 73(5), 
pp. 50, 588. (Selection from 86 product group..) 

B. 	 JoHNsoN, Hmny G. Economic policiestowards L s developed countries, London: Allen and Unwin, 1967, p. 91. 
C. 	BABV, Giotoio, The United States Tariff Structure: Estimates of Effective Rates of Protection of United 

States Industries and Industrial Labor," Rev. Econ. Stati*t., May 1966, 48(2), pp. 153, 154. (The effective rate 
used in Table 8 is the one calculated by Basevi wing a tariff rate on residual inputs, i.e., on the "other material 
inputs" not specified in the source material from the Censu of Manufactures, of 5.1 percent.) 
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TABLE 9
 
AvnraoS or NOMINAL AND EFmcrvu TARm 
 oN IMPORTS oF MANUFACTURES raOU ALL COUNTRIES AND 

DEVELOPING CouNmIs BY DEVZOPZD Cou URIES 

TAIUT AVERAGES ON TOTAL IMPORTS TARIFF AVERAGES ON IMPORTS OF 
OF MANUFACrUUZ8 BY MANUFACTURES FROM DEVELOPING 

DEVE OPED COUNTRIES COUNTRIES BY DEVELOPED COUNTRIES 
Coun ury 

Nominal Effective (2) as per- Nominal Effective (5) as per.
percent percent cent of (1) percent percent cent of (4)

(1) (2) (8) (4) (5) (a) 

A 
0. *964 

United States 11.6 20.0 173 17.9 85.4 198United Kingdcm 15.5 37.8 179 19.8 87.8 191
E.E.C. 
 11.9 18.6 
 156 14.8 27.7 194Sweden 6.8 12.5 184 9.8 21.2 216Jape 16.3 29.8 183 18.0 86.7 20Total Above: Industrial Counitries 11.4 19.1 168 16.8 82.8 201 

B 
"Pr.-K.xW' 

Total Industrial Countres 10.0 19.3 176 17.1 88.4 195 

Total Industril Countries 6.5 11.1 171 11.8 22.6 192 
"Post-Kennedy" as Percent of 

"re-Kennedv" 59.6 57.8 - 69.0 67.7 -

A. BALASSA, BELA, "The Impact of the Industrial Countries' Tariff Structure on Their Imports of Manufacturesfrom Less Developed Areas," Ebconoa (N.S.), November 1967. 34(186), p. 874.
B. Little-Scitovnky.Scott, op. ct. p. 278, based on BALA sA, BtLA, The structureof proectionin the industrialcountries and ias efjec on the eporx of processedgood.from deeloping countriet, I.B.R.D. Economics Department,

Report No. E.C.-15, 28 February 1968 (mimeo), Table 6. (Also published by UNCTAD under the same
title, with the reference TD/B/C.2/86.) 

tariffs in developed countries: there is an for the fourth and highest, 38.3 percent.
almost consistent pattern that products at a This tendency clearly discourages the
higher stage of processing than a lower are growth of exports of increasingly sophisti
protected by higher tariffs (see Table 10 cated goods from developing countries.
below). Sweden, for instance, has a zero The Report of Little-Scitovsky-Scott ineffective (and nominal) tariff on imports of analyzing the effects an opening of the mar
hides and skins. But the effective rate goes ket to greater exports from developingup as we move through the processing countries would have on developed coun
stages: 4.3 percent for leather, 22.1 percent tries concludes that: "the net impact on em
for leather goods except shoes, 22.8 percent ployment in developed countries would
for leather shoes. For all imports from non- piobably be approximately zero, since asCommonwealth countries taken together, many employment opportunities wouldthe United Kingdom's effective tariff rate probably be created as destroyed." In addi
on Stage 1 (unprocessed) commodities is tion "the new employment would probably3.6 percent; for the second stage it is 28.9 be at higher wages on average than the old"percent, for the third it is 36.6 percent and (since displaced labor would shift into 

http:Pr.-K.xW
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more productive employment) (p. 288)."
The major problem, therefore, for the de-

veloped countries is that of transition-how 
most effectively and with minimum social 
cost to run down industries affected by in-
creased imports from developing countries. 
In an example worked out on the basis of 
an assumed increase of $1billions' worth of 
manufactured imports from developing 
countries the proportionate falls in employ-
ment in the six sectors most involved are 
given. In textiles, for instance, the fall in 
employment in the U.S.A., the U.K. and the 
E.E.C. combined would be under one per-
cent. Leather, the hardest hit, would suffer 
an employment decline of 2.1 percent in the 
U.S.A. and 1.9 percent of the U.K./EEC.
But, as the report comments; 
Even this.., iswell below the rates of laLour turn-
over which are commonly found. It is also well 
below the rates of decline in total employment in 
Lancashire textiles and the European coal Industry
which we have already noted.... Experience shows
that the problems can usually be dealt with by
suitably generous compensation and by other mea-
sues... (pp. 287-89]. 

it is not only tariffs, however, which im-
pede the flow of manufactured exports from 
developing countries, but also the "non-

DCf. the ILO which estimates that over the 
period 1961-65 Eie total number of workers who were obliged to change jobs as a result of increased
imports from developing countries were 27,000
in N. America, 35,000 Inthe EEC and 20,000 in
EFTA. These figures, representing the adjust-
ments in eight major industries combined "repre-
sented less than 0.2 percent of total manufacturing
employment in I9M5"ineach industrial area." The 
report concludes that "there isa considerable scopefor the developed countries to expand their fiport
of industrial products, capital-intensive as well as
labour-intenive, from developing countries without 
seriously reducinF employment in the industriesdirectly affected. And for some industries "an in-
crease in competing imports would provide a salu-
tary impetus to shifting their workers and especially
workers in the least efficient producing unit tosnew or expanding industries . i27,9a pp.
154, 151.

Cf. the figure of $1.775 billion calculated just
above as being the possible increase of imports Ofmanufactures into developed from developing
countries If all triff barriers were removed. 

tariff barriers" (N.T.B.s). These, the Little
Scitovsky-Scott leport maintains, "are often 
more important than the post-Kennedy tar
iffs" (p. 274), and a number of examples are 
quoted. For more detailed quantified esti
mates of the effects of N.T.B.s we can go to 
Walter [59, 1971, pp. 200-02]. He calcu
lates that for six illustrative product groups
(prepared meats, vegetables and fruits, ce
ramics, starch products and sugar confec
tionary) imports by the developed coun
tries from the developing countriec would 
have been $750-$820 million instead of the 
actual $486 million in 1968 if N.T.B.s had 
not existed. As Walter goes on to point out, 
the developing countis suffer a greater
disability in respeci of N.T.B.s than the rest 
of the world: whilst 28 percent of a!/ im
ports of manufactures and semi-manufac
tures of the developed market economy
countries were subject to N.T.B.s in 1968, 
33 percent of this category of imports from 
developing countries had to face these diffi
culties. Alternatively, Walter calculated,
whilst the developing countries' share in to
tal imports of manufactures and semi-man
ufactures by the major developed countries 
was 16.5 percent, their share of imports
subject to N.T.B.s was 20.9 percent. Furthermore, he finds that "those manufac

tured and semi-manufactured product 
groups for which a relatively strong LDC
competitive position exists . also tend to
bemtheioies ost eailysujc o non
be & ones most heavily subject to non
tariff applications."

Without explicitly stating their support 

for preferential tariffs for developing coun
tries, Little, Scitovsky and Scott seem to
give the plan their assent (pp. 295, 296). It 

is not intended to coi er the voluminous 
UNCTAD and other literature on the
subject here, but one estimate of the effect
 

of preferences may be of interest. Clague
[16, 1971, p.193 calculates the gain inex
ports of manufactures and semi-manufac

tures which might be expected by the developing countries from a 50 percent pref



TABLE 10 
G3ADUAION OF TARmF IN Somm DvztooPm Courmiza ACCORDINo TO DEzIraE or PROCENIBNO O PRODUCt 

Nominal Effective 

8&&on A (Poet-Kennedy Round) 

Swedenr: 
Fresh Fruit 2.5 2.5 
Preserved Fruit 10.s 	 21.8 

Cocoa Beans 3.6 	 3.6 
Cocoa Pnwder and Butter 8.9 	 81.6 
Chocolate 11.3 	 27.0 

Leather: 1 ides and Skins 0 0 
Leather 1.7 4.8 
Lcather Goods except Shoes 10.4 22.1 
Shoes 	 11.9 22.8 

U.K. 
Cotton: 	 Raw 0 0 

Yarn and Thread 6.1 19.8 
Fabrics 18.7 46.6 
Clothing 20.0 28.6 

Wood: 	 Wood in the Rough 1.4 1.0 
Wood Simply Worked 6.8 18.8 
Plywood 8.7 	 12.7 
Wood Manufactures 8.1 	 18.2 

U.S.A. 	 (pre 10% levy of August 15, 1971)

Fish: Fresh and Frozen 1.8 
 -

Fish Preparations 4.9 	 11.0 

Rubber: 	Natural O 0 
Rubber Products 4.6 6.6 

Wool: Raw 	 9.7 -
Wool Yarn 90.7 49.5 
Wool Fabrics, Woven 20.7 60.9 
Wool Clothing 16.6 2.4 

Section B. Weighted Averages of Nominal and Effective Tariffifor Various Stages of Processing(Podt-KennedyRound) 

Value of ImportsSweden U.K., EEC Japan All Industrial of All Industrial 
Countries Countries from 

Processing LDCs 

Now- Effec- Nom- Effec- Nom- Effec. Now- Effec
inal tive inal tive inal I tive inal tive Nominal Effective $ mill. Percent.% % % % % % % % % % age 

Stage 1 1.5 1.5 3.6 8.6 4.7 - 5:0 - 4.6 - 5663 71.2 
Stage 2 3.2 6.7 9.7 28.9 8.6 20.5 14.9 51.1 7.9 22.6 1897 23.8 
Stages 11.1 23.2 19.2 36.6 15.2 28.4 20.1 37.8 16.2 29.7 N31 2.9 
Stage4 18.5 20.8 28.6 88.8 17.4 26.7 20.8 38.5 22.2 38.4 169 2.1 

Imports from non-Commonwealth countries. 
Sources-Section A: UNCTAD, The Kennedy Round estimated effecta on tariff barriers, New York: U.N., 1908, 

Appendix Table A, pp. 209-18. 
Section B: UNCTAD, ibid., Annex Table 1, p. 205. 



791 Hoaley: New Thinking About Deelopment Policy 
erence on these items in the tariff lists of 
the U.S.A., U.K., EEC, and Japan. Cla-
gue's trade data covered $2.1 billion worth 
of exports of manufactures and sem/-manu-
factures from the LDCs to the above coun-
tries, and excluded petroleum products,
processed agricultural products, and non. 
ferrous metals. This 1965 figure was ad-
justed upward;, to some $2.2 billion to take 
account of trade increases following the 
Kennedy Round. Some of his basic results 
are shown in Table 11 on the following 
page. 

It appears, therefore, that exports of this 
category might increase by 17.7 percent If 
we apply this percentage to the exports of 
manufactures and semi-manufactures of
LDCs to all countries in 1967 (again ex-
cluding, as did Clague, exports of processed
food, petroleum products and non-ferrous 
retals) we find that the value would grow
from $6,416 million to $7,552 million, a rise 
of $1,138 million. 

It is interesting to note also that out of 
the total expected gain of $396 million in 
Clague's more restricted analysis, the U.S.A. 
accounts for $273 million. One also sees 
that trade creation exceeds trade diversion 
by a wide margin. This is due, Clague says, 
to his assumption (probably legitimate)
that supply elasticities are high. 

The low level of exports, and in particu-
lar of exports of manufactures, from the de-
veloping countries is seen in Table 12. 
(This table brings together a good deal of 
the information dealt with by Litte-Scltov-
sky-Scott, and is supplemented with addi-
tional data.) Thus we observe that eXports
of manufactures from developing countries 
as a whole total no more than about $4.25 
billion, compared with $88.5 billion from
the OECD countries (i.e., less than 5 per-
cent). And total exports per head from the 
developing countries are barely 10 percent
of the OECD figure. 

"Calculations based on UNCTAD [51, 1971, 
p.61. 

Nevertheless, as Little, Scitovsky and 
Scott point out, a few countries have per
formed quite well so far as exports are con. 
cerned, their success being due to export
orientated policies. To use the statistics pro
vided by Balassa [6, 1971, p. 180], Taiwan 
and Korea, for instance, stimulated their ex
ports of manufactures around 1960. The an
nual growth rate in these exports from 
Taiwan in the last twenty years has been 
over 30 percent; in the case of Korea, the 
annual growth rate between 1960 and 1909 
was 69 percent. In addition, manufactures 
both as a proportion of output and of ex
ports in these two countries were, by 196,
quite appreciable. In Taiwan the respective 
percentages were 36 and 67; in Korea, 18
and 76. Perhaps even more importantly, the 
marginal ratio of exports to G.D.P. in both 
countries has been high. In the period
1960-69 the ratio was 39 percent in 
Taiwan and 29 percent in Korea. 

In Pakistan, exports of manufactures as a 
proportion of total exports had reached 51 
percent by 1969-the third highest of the 
nine countries covered by Balassa. And ex
ports of manufactures grew by 14.5 percent 
per annum between 1960 and 1969 (coin
pared with 35.0 percent per annum 1950
60). But this was accomplished only by
high subsidies to manufactured exports and 
this, together with the costs involved 
through high protection of domestic indus
try (as discussed earlier) has caused ineffi
ciencies in the allocation of Pakistan's re
sources. In fact, as Balassa says, "Ifnational 
income is measured at world market prices
rather than at the domestic prices distorted 
by protection, increases in per capita terms 
appear to have been small" [6, 1971, p.
183]. 

Exports have also been a useful factor in 
the development of Mexico, Malaya, Chile,
and the Philippines, but in the cases of Ar
gentina and Brazil, increases have been rel
atively minor. Balassa comes to the conclu
sion that 
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TABLE 11 
Ewncrsor 50 PzUczm TAm' Pazmrsrxcza rcu ExpoRTa o MAMYPACTruR AND SrM-MANuirAcTuva 

1BOM Dzruopma Coumza To MAjon DZVEWP D CouMMrS 
$ million 

Estimated Pot-Kennedy Gai in LDC Exports 
Round Imports of 

Commodity Group Manufactures and Semi-
Manuttures from 

LDCa by U.S., U.K., Total Trade Trade 
EEC and Japan Creation Diversion 

Finished Manufactures 1,517.7 
Semi-Finished Manufctura 721.1 

Total Manufactures 2,288.7 

Soure: [1, Clague, 1971, p. 1981. 

while the protection of the manufacturing sector 
may permit rapid growth at an early stage of im-
port substitution it will eventually have adverse 
consequences for economic growth. Discrimination 
among industries does not permit specialization
according to comparative advantage; the high pro-
tection of domestic ndusty induces the establish-
ment of high-cost import substituting activities; and 
the bias against exports retards the development of 
manufactured exports .... [And,] in the absence 
of exports, the expansion of industries producing
non-durable consumer goods and their inputs nec-
essarily slows down after imports have been re-
placed since domestic production cannot continue 
to grow faster than home demand [,1971, pp.183, 
181]. 

So we return to the question of the en-
couragement to the growth of exports ofmanufactures from the developing cou-

tries which can e provided by the devel-

oped countries. For without the knowledge 
that markets are available, the developing 
countries will continue to pin their faith in 
intensified import-substitution, with ever-
diminishing returns. It is with this in mind 
that Little, Scitovsky and Scott end their 
section on the actions to be taken by the de-
veloped countries when they say: 

Whatever the means, and wherever the forum, the 
essential need is for the developed countries to show 
by their actions that they intend to move towards 
freer trade in manufactures with developing coun-
tries. The fears of the latter that restictions will 

832.8 282.8 49.7 
68.0 45.8 17.1 

895.5 $28.0 66.9 

be increased, rather than reduced, should then be 
allayed, and an important motive for developing 
countries' bias in favour of industrialization via im
port substitution removed [p. 296].' 

IX. Conclusions 
It is never easy during the course of an 

ongoing historical movement, if one is in
volved in that process, to pinpoint the cli
macteric, the watershed, and to realize that 
from now on a particular problem is going 
to be approached in a different way. But 

there can be little doubt that a thorough
 
survey of opinion on the problem of eco
nomic development would show that at the
 
end of the 'sixties and the beginning of the
'seventies a new consensus began to
 
emerge. Like all new attitudes, it arose not
 

in a vacuum but inresponse to the demon.
 
strable failure of past beliefs and practices. 
For it is difficult to alter accepted notions
we have invested too much intellectual cap-
Ital in them. It is difcult to admit that 

"It is to be hoped that the American balance of 
payments "package" introduced on August 15,1971 and involving a 10 percent surcharge on tariffswill not lead to either a continuation of the sur
charge or to other restrictive trade measures by the 
U.S.A. or by the rest of the developed world. For
in such a restrictive climate it is altogether toosanguine to hope for the realization of more sens'ble 
economic policies In either the developed or the de
veloping countries. 



TABLE 12
 
BAsc &rAxarncs or Dxvzzo Piw CoumraIEs CopA.sum wrna OECD Coumnrms
 

-- Population -- Arable and GDP at - Index ofi-

Arable Real Manu- Exports: Exports of Exports o Totamillions 	 Rate of Equivalent Factor Conaump- facturing Exports: Manufac- Manufac- Manufac- Exports
Growth Land per Cost Per tion per Output Total turest tures an tures per% Head Total Head Head $US $US $US Percent per Head Head 

per Hectares $US US USA = 100 bil. bill. bill. of Total $US $ usAnnum bill. Exports $ us
1967 196-09 c. 1960 1967 1967 1960 1958 1965 	 1965 1965 1965 1965 

Argentina 	 23.8 1.5 2.87 14.0 600 23.8 2.51 1.49 	 0.14 9.4 6.21 	 66.10Brazil 	 85.7 3.0 0.81 24.0 291 12.1 2.61 1.60 	 0.16 10.0 1.96 	 19.80Mexico 	 45.7 3.5 1.21 28.8 50 18.4 2.26 	 1.03 0.19 18.4 4.45 	 S4.13India 	 511.1 2.5 0.37 
 89.5 77 8.1 3.48 1.69 0.81 47.9 1.66 8.47 
Pakistan 107.8 2.1 0.25 12.9 121 2.3 0.67Philippines 84.7 8.4 	 0.53 0.19 35.8 1.85 5.150.29 9.0 0 n.a. 0.89 0.77 0.08 	 10.4 2.47 22.81Taiwan 	 18.I 2.8 0.07 8.1 288 	 7.4 0.18 0.45 0.23 51.1 18.40 86.17Total Above Countries 820.9 2.62 n.a. 127.2 155 n.a. 12.8 7.56 1.80 23.8 2.31 9.6 

Total Developing Coun

ties As 202 2.24 n.a. 262 129 n.a. 20.6 84.88 4.25 12.2 2.21 18.14 
Total Developing Countries B6 	 2742 2.24 n.a. 832 121 n.a n.a. 	 87.0' na. na. n.j 14.21Total OECD Countries 657 c.0.8 n.a. 1466 2281 n.a. 58 119.99 88.53 73.8 187 185 
Total Developing Coun

tries as percent of OECD 307 275 n.a. 17.9 5.8 n.a. 7.5 29.0 4.8 - 1.6 9.8 
I Including processed food but excluding petroleum products, base metals and rough diamonds.

2 Weighted average of countri"e listed. 

3World excluding North America, South America, Japan, U.S.S.R., East Europe, and China.
 
4Weighted average of growth rates of South America, Africa and Asia.
 
'World excluding North America, South Africa, Japan, U.S.S.R. 
 and East Europe.4 Including an estimate for China of about $ U.S. 2 billion (Cf. KLATr, K. W., "A Review of China's Economy in 1970," The China Quarterl, July-SepL 1970,

43, p. 116, where he states: "Today, China's trade turnover stands at close on U.S. $4,000 million").
Sources: Population: IMF Internationalfinancial statisticsand UN Satisticalyearbook.

Growth rates of population: I.P.P.F.Family planningin five continents.July 1971. 
Arable land: Little, I., Scitovsky, T., and Scott, M., Industry and tradein some devdoping countries. OECD, 1970, Table 2.1, p. 83.GDP: UNCTAD Handbook of trade and development statistics, Supplement 1970. New York, U.N., 1970, Table 6.2. 
Real consumption per head:) 
Manufacturing output: Little, Scitovsky & Scott, op. cit., Table 2.1

Total exports:
 
Exports of manufactures: 
 I 

. 

"
 

2
 

2 

% 
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what once appeared axiomatic is in fact 
subject to the limitations of time and space
and must now be doubted. For there was a 
time wlen it seemed entirely reasonable 
that forced industrialization of the "back-
ward areas" of the world should be stimu-
lated via heavy industry, detailed govern. 
ment planning and import-substitution,
with a minimum involvement in the inter-
national economy. If this led to a bias 
against agriculture, well so much the worse 
for agriculture which, anyway, was not a 
"leading-sector" and whose function was 
mainly to provide "surplus labor" for the 
new manufacturing industries. Unemploy-
ment? Impossiblel As labor flows out of ag-
riculture it will automatically be absorbed 
in manufacturing. Growing inequality of in-
comes? Possible, but in any case desirable 
for the accumulation of savings. Forgotten 
was the rapid growth rate of population in 
twentieth century developing countries, 
with consequent rapid growth of the labor 
force. Nor was it realized how the very sys-
tem of stimulating industry would involve 
the creation of an extremely capital-inten-
sive type of industrialization and a low rate 
of absorption of labor. It was not under-
stood, either, that behind high tariff walls 
would shelter inefficient industries-"infant 
industries" which would never grow up.27  

It was, to repeat, natural that following 
the depression of the 'thh ties, a fillip should 
be given to ideas of autarky and that the 
depression and the Second World War 
should lead both to an enhancement of the 

"Cf. Johnson [30,1969,p. 31: "The explanation

for the propensity of economists to concede the 

argument for protection rather than present the case

for more appropriate and theoretically reliable 
remedies seems to lie in two factors-the tendencyof economists when confronted with policyprob-
lems to ignore the rather elusive principle of con-
sumers' sovereignty and to adopt the apparently but 
illusively firmer welfare criterion of an increase inthe value of production, and the historical emphasis
of the theory of international trade on the real cost 
a proach to economic welfare as contrasted withthe opportunity cost approach, an emphasis ulti-
mately derived from the labor theory of value." 

role of government and to the path of im
port-substitution. And there was always the 
example of the Soviet Union in apparently
proving that without a market mechanism, 
"electrification plus Soviets," and the heavi
est of heavy industry meant "development." 

However, reality has a way of winning 
out. The signs of failure of the old policies
became ever more obvious. Planming, with 
its conscious manipulation of industries, 
sectors, exchange rates et al. is seen increas
ingly to have !ed to inconsistent policies
and to wastage of the all-too-scarce re
sources of the developing countries. The re
sult has been not only an inadequate in
crease in real consumption per head but 
also the creation of a structure of produc
tion which increasingly militates against 
such an increase in the future. In short, the 
problems are becoming more difficult, not 
less. It istime that we learned to strengthen
and to make use of market forces instead 
of tilting ineffectively and disastrously
against them. One must hope that at this 
critical juncture in the field of development 
economics the virtues of the new thinking
will start to be appreciated in practice in 
the developing and the developed coun
tries. 
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