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in the shorter-run of the four or five-year plans that are common practice
today, the effort to set up social preconditions in a comprehensive way is
evidently too large, too slow, too costly, too uncertain in its effects (some

~

of which may eacily be negative), and too har

£
[a W
..
Q
(%]
o,
3
}:".
i
i
(%]
[k
s |
[

ffectively,
under the present circumstances in the less—developeg countries. Indeed,
such efforts tend to raise expectations while curtailing the near-term prospect
of fulfilling thém. These dangers are serious enough for an indigenous
governuent to face. Tor a foreign-aid agency, they verge on stirviang up
trou”»le,and paving more hellish roads with good subventions.

Realistically speaking, it seems probable that enough social projects
of the true bottleneck type will be generated by present trends and/or present
pians for economic development, te use up all the funds likely to be available
in foreign-aid agencies.

Suchi limited scope is all the more iikely if we apply to foreign ald

the two further criteria of feasible administration for all projects, and

concentration on projects feor which the zaiding nation has some specisl strength

w
h

or comparative advantaze. For many social projects are notorionsly difficult

to coordinate in operaticn or to evaluvate in results. And many soclal projects
offaer uo special opportunities for the U.S., as they often require relatively

few importable goods, but rather call fov pevsonal serviliees, and these are

of & kiad not alweys te be found in Americaun personnel.

@

Ia these respects,the ilnstincts of the T.i .L.D., to move rather slowly.

and cautiously into social projects (mainly education so far), and the incli-

nations of scie AID miszsions, to apply pragmatie tests of proposals (scwmelimes

expiicitly using bottlencck critverial, may be wore scundly based than some
arand designs of gqulck sceilal trensfouvmaticn. Tndeed, the bottleneck approach

a cechnical war to integrate social . projects
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to gocial expuadiitu

with developo .. . ... in, &na
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programs". In regard to pollcy in A.I.D., and in national'planning, the
bottleneck approach, with its supplementary criteria, offers'a way to

pursue the welfare objective as stressed In the Presidc;t'a "new initiativece”,
by integrating it with the objectives of efficient use of aid resources and

constructive steps toward self-support for developing countries.



II. ‘Background

During the past.decade, the attention of scholars, planners and admin-
istrators has been sharply drawn to the quality of human resources as a factor
in economic development, both in the already advanced countries and in the
less developed ones. There has been a rapid expansion of activities and outlays
for health, education, housing and other elements in this field, which is now
commonly designated as 'social investment". These are In addition to the
continuation and expansion of outlays in this fileld fcr the sake of culture and
welfare, valued as ends in themselves.

Formerly,'the developmental contributions of social outlays were almost
neglected by economists in a system of thought which treated the human agents of

development as essentially "labor input", i.e. an undiffereptiated mass of
D

man-hours ( or differentiated very crudely imto "skilled" and "unskilled") whose
productivity, innovations and cother coancributions to development were éupposed
to be determined mainly by the capital, wnatural resources and other inputs which
were combined with the labor. 1/ The economists were in effect taking for
granted iche health, educatiuvnal and other secial activities which were already

extensive in advenced countries and which greatly influenced the quality of the

labor inputs. UNow the pendulum has swung strongly in the oppocite direction,

;/ While the diffevent kinds of natural resources were well distingulished iun
the econcmic theoxries of rent and of international comparative advantage,
capital was treated somewhat like labor as invariant in type.or quality; here
too we have come only recently to differentiate capital, giving great aew
emphasis to technologlcal advance and the underlying researcn and experimentatior
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evidently responding very much to the felt shortages of qualified manpower
|

for the sophisticated new activities in the industrial countries as well as
for the creation and operation of modern agriculture iﬁuh)«kv and services
in the less developed nations.

In the course of this swing, scholars and planners have evolved a
whole new literature: on the functional relations between the qualities of
men and corresponding contributions to progress; on the institutions and
practices which promote or inhibit the various human qualivies; and on the
systems of calculating the socially desirable allocations of resources. to
these matters. 2/ This literature has tended —- on the whole, and with some
notable exceptions -- to attribute to human capital a large part of the observed’
economic progress; and to stress the role cof educatici., public health, social
'moblllty and other such factors in preparing the human cup. tals and to compute
relatively high rates of social return on investment in these factors —-— rates
often equalliry or exceeding returns on material capital.

At the same time, public leaders have come to give very high priority

to these fields. The pronouncements of President Johnson on the welfare uneeds

f'.)

and programs of The Great Society in the United States are also embodied in his

declaration of "new initiatives" for foreign zid. 4nd these are paraileled in
the national plans of many of the developing nations around the world. 3/ A

very strong position has been taken by A.I.D., first in its Program for Fiscal

2/ For a useful summarv of such cchiniques of calculation, chiefly with rogard
to educational zllocations, sece K.C. Kehirer, Human HResources Dovelopment Planning
(A.I.D. Discussion Paper ¥o. 15, March 1967).

3/ Around 1958, the various less=~developed countries were spending from VLLy
small amounts up to in some cases 10 per ceat ol G.H.7. for social iteous {sce
table in Appendix 11, below). The percentages nave risen markedly since thdwm <n

many countries.
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Year 1967 and still further for FY 1968, in accordance with the President’s
{nitiatives. 1In the 1968 program, which declares "AID's belief that agriculture,
health and education are the dominant challenges in development", 4/ and lists these
three as "The Priority Programs" in the document's table of contents, the following
global allocations are proposed for Health and for Education:

"$202 million...to help developing nations improve the health of

thelr citizens in fiscal 1968, representing a two-yeaw rise of 60

percent in allocations for this purpose.... AID plans to commit

'$250 million to the cause of education in the developing world in

fiscal 1968, a figure up 50 percent from fiscal 1967 and about 82

percent from fiscal 1966". 5/
fﬁese allocations for 1968, as percentages of the proposed total "Economic Assistance
come to 8 percent for Health and nearly 10 percent fgr Education, and thus over one-
sixth of the total for these two fields alone., If we add AID programs in other
fields of "social investment" -- such as nutrition, family planning, housing, communi
development -~ the divisional percentage would be greatly eanlarged; and it would
bulk still larger 1f taken only against developmental assistance (by excluding from
"eotal economic assistance", the various amounts of "supporting assistance",
administrative expenses, etc.). But even morc important than the specific shares
allocated to social investments for fiscal year 1968 is the trend of a rapid rise
during the past two years. 6/

The swing in the direction of social Investments has now proceeded so

far as to ralse the question of the proper orientation of the programs and

4/ Agency for Internationazl Development, Pronosed Foraien Afd Program FY 1968:
Summary Presentation to the Congress (Washilngton, D.C., May 1987), p. 1.

5/ Tbid., p. 6.

6/ During the preceding five years 1962-66, there was vivtually no trend 1n A.L.D.'s
commituments for social investments as a whole, although the sactoral total varied
from year to yzar as some fields fluctuated widely (e.g., Yousing), while other
fields showed a slight decline (Zducation) or rise (Communiliy Developuent) over
these vears. Source: tabulation prepared for this paper In the Statisties and

ements for FY 198¢-46 in Health

o)
Lomment and Social Welfare;this
3

Reports Divisilon of A.T.D., on A.L.D. Dollaxw Cows
and Sanitation, Education, Housing, Commaunic: Dev 1
coverage, however, differs from the 1966~-08 figures

_sets of data cannot be compared directly.
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stated ashove, such that the two
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proper choice of specific projects. The social projects which are now highly
favored in the developing countries' plans and in AID's proposals are not
easily accommodated. They are in most instances large and cootly programs —-

- - N - .

of separavle projecis =-- and as such ave a:fifizult o Jdo

rr

not a simple 1lis
piccencal; they move slowly, yielding their benefits only after a good many
years, and then with some uncertain net effects upon production and upon welfare,
under actual social and economic conditions; they are difficult to measure and

to administer; and in some additional ways -~ particularly as thicy enter deeply
into the social structure and cultural traditions of the recipient nation ==

they are troublesome undertakings for both national authorities and foreign-aid
agencies. They contrast markedly with the more familiar economic nrojects which
are more specific, tangible, and controllable than the social projects, and even
50 have often proved refractory in experience to duLC-' Moreover, the social
projects tend to be derived from practices which are familiar in zdvanced
industrial countries but often turn out to e quite unsuitable to different kinds
of societies, and may yield wuch lewer returns there; they are therefore much
less transferrable than economic technologies.

Considerations of this kind underlic the present inqulry into criteria

for social projects, an inqulry spousored by the Oifice of Program and Pollcy
Coordination of A.I.D. We have sought to Fformulate guldelines for resource
allocation to social investments, in terms of actual conditions prevailing in
developing countries of various types, and in terms of thelr curvent trends
and plans, taking inte account the resources, interests and practices of foreign~
aic agencies, as well as present knowledge and uncerteinties regarding the
interconncctions between the social and the econcmic factors during the provess

of developugnt.
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In principle, however, the criteria for planning cocial outlays ave
neither special nor obscure, but rAther involve standard, basic relatioashlva.
Like economic and military outlays, or any other form o cupeaditure of
scarce resources, social outlays come under gencrval principles of cholce in
the allocation of resources. These include the principles that - ceteris
paribus - more benefit is preferable to less beneflt, that present or early
benefit is preferable to later benefit of the same magnitude, that no
activity will be chosen if it is known to involve sacrifices greater than
the benefits it brings, and that some net benefits are grester when jointly
or collectively supplied or consumed than when puyrsued individually. Such
principles are embodied in familiar techaical concepts of ‘social marginal
productivity” (StP), and "benefit/cost ratios" (B/C), and comparison of
"internal rates of return" {IRR). Then the rule is to adopt first the projects
with the highest ranking, and proceed on down the ranks until the given
resources are exhausted.
The stated concepts are, at bottom, equivalent to each other; and are
perfectly general, so that they may be used as'widely or as narrovwly as desired
depending upon the kind of specifications anii data fed inte them, to define the

a1t

terms ''product”, "benefit", "return", "cosc"

cost . Thus we can, &t one extrene,
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existing mavkets, speciiying the key texms in actual
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accept the verdict
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transaction prices. In & broader outlook, we can go behiad the actual prices

to those which would prevail if market imperfections were rewmoved for factors

as well as for finished goods, and if iucomes were equalized, and if completc

information were available to individuals(as consumere and also as entreprescur

and even 1if cercain value constraints were removed cor added (e.g., taking

account of the aiv-pollution effects of Industyy, or the wastes of urban
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travel or 7cod personal relztions) thus arriving at

o yresentariva’ than marker ord
ropresentativa’ than  marker prices

Tt LI o ‘- .- B
prices’ whicih are on the oane nand wore

but on the other hand are more debatable.
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Complicated as that elaboration is for economic variables, it buocoans
vastly more complex wien we wnove to the other pole, and attempt to take iato
account the whole range of social goods end socicl cozts . as well as tino
economic goods and costs, and relate thai Lo oac another in & sinjgle schedulce
for resource allocation. Here we draw a number of significant contrasts

between social goods and most economic goods. TFirst, the soclal goods are
not weil-priced in the market. Many are not iﬁ the market at all -- e.g.,
parent-child relationships, or a sensc of cultural solidarity. ¥or thos
which do pass through < the market, prices are largely conventional and
sluggish, so that such prices do hot sexve to adjust supply and demand. In
turn, the demand schedule 1s infiluenced by the widespread occurreance of
joiﬁt demand as well as consumeyr extermalities: the benefits of a given
social service often rvequire cooparant-—servicas E and the benefits often
accrue in large part to persons other thau those direccly engaged in those
services, while the latter have no device for recouping chose benefits;

for exemple, education may bring little benefit without health services,
housing, job opportunitics, etc., and may be financed by pareats who derive

lictle benefit in their own lifetimes. On the supply side, the production

of social goods is subject tc inelascic:

}‘.

v of supply, for reasons which
include factor scarcities, indivisibilities of scale, and long gestation
periods -- although goodsrequiring only uaskiiled labor show highly elastic

supply. Furthermore, social undertakings are remarkable for carrying a

great canger not only of small or zZero product, bur of actuully negatvive

=] o

-

producc: for example, o swifi veductdow in death rates, or rapid urban-

izetion, or ualversili couwcation in an zconwadcally wetarded countiy,
s (v wym s T my b B T PO oy Ae e o v T s, <
bring severaly negacive effects upon boih drvelopuaat and weifave,  Apd

these efiects may In facc bo drrevereivie, ag the cwellew population canmmd
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be reduced, the urban migrants cannot be sent back to thexvillages, and tghr
ambitions genefated through education can be neither sa;isficd nor remove:d.

Because of all these features, plus the great inadequicies of the
data on social affairs, it iz very diffiicult to Tiguse cosits andé returns 1t
this field, so.as to estimate "efficiency", or to judge '"feasibility', or
to devise 'well-planned projects'. In practice, a great many social projects
are treated like economic infrastructure: they do not appear in the private
re;lm at all, but rather fall in the public sector; thus they become claimaunis
against governmental budgets, requiring justificafions to match those offeved
for other types of public projects. Since such iﬁstifications are difficult
to provide for social services, the decisions are ccmmonly left to political
intuition.

Even in the economic realm per se, we know that plamners, confronted
with the difficulties of rational allocation;have tended to rely upon various
approximations or rules-—of-thumb. Where the working of tne market cannot
be trusted, cconomists become uneasy. One procedure 1s to ;ore x0 comprehensive
comparisons of proposals, and instead to concentrate on close alternatives:
this permits the construction of''trade~off" ratios for given baskets of
resources; put, of course, it gives no guidance for inter-gectoral allocations,

which rewmain rether arbitrary. 4An even more extreme procedure is5 to narrow

ration to a siagle proposal Ior which to 12

[

a

Fhe

the cons ¢ a "choice of tachnicoue”

O

(in the light of relative scarcities of resources and the technological

alternatives) or to construct "sensivivity measures" to reveal. (in a topoaogice

way) the order of effects from altering some of the iaputs im & givexn

production funection. In the same vein, the cconomist uway declde to expu.d

each activity where marginal revenucs can be shown to exceed wavginal oo .o,
up to the produccion noint where these magznitudes come inte equality, whil.

where che suvpius of warginal revenue over wmacs o
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of poverty and deprivation that in some ways run quite parailel to probleis,

of the less-developed countries but in other ways depart sharply. The American
poor are only a fraction of the total pcpulation even under the loftiest
standards (a stipulated "poverty-line", for family income in the United States,
at $4,000 per yecar minimum is many <imes the average family income in most

of the countries to be aided); and the Awerican peor are wesily cunc ratod

in urban ghettos and rural slums which are in some cases 'retarded arecas"

but in many other cases are "decayed arcas" which have declined from former
prosperity. Furthemmore, we try to deal with these areas by bringing to

them some of the prosperity aand nrogress which are enjoyed by the rest of the
society, and which can be either extended or transferred to the noor. One

line of action is to provide jobs with higher pr oduct;v1ty, income and

~

future prospects, and to help prepare the poor for such jobs by means of
migration, training and placement. The other main line is to bring certain
social benefits to the poor by redistributing the fruits of already-achieved
progress, via progressive taxation, welfare allowvances, urban rehabilitiation,
improvement of schools and health services, etc; In the United States,

little contribution is expected from the poor to the nation's output or to

ity further development (although in some other advanced countries, notably

in Europe, where labor supply is tighter than in the United States, the un-
skilled and the hard—to—employ'are a significant DothLlal resource). Basically,
United States socicty is so expansive and rich that it can provide either
sclf~supporting jobs or direcct wellare contributions for its disadvantaged
groups (or could do zo much wore rapidly if it were rov for the drain of the
war in Vietnam). Despite its shortcomings, American society every year aosorbs
thousands of persons from the ranks of the poor and the disadvantaged. Only
the extremist "black powver" groups in the United Stotes reject this marginalist

kind of expansion and adjustment. And in rony Burosean countries such

adjustments have alveady been accomplished wilh much 1loss pain and more success.

=,

These Teactures bighiight the contrasting prodiens o
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areas. There poverty is endemic and general rather than special and
concentrated. Resources to cope with poverty are scarce in per capita

terms of the whole population and the whole arce. Labor is already redundant
relative to other resources, so that welfare weusures which merely add to
the supply of idle hands bring zero or.negative benefits. Social structure
and traditions offer heavy resistance to change; or collapse disastrousiy

if rapid change occurs; so that either case calls for an inter-connected

set of social services, like the similar requirements for resolving the
ghetto situation in American cities. Indeed, 2 hypothesis here is that at
low levels of per capita income and low rates of social investment, the
social elements form a tightly inter-related set (or "vicious circle'),
calling for interconnected programs which at first show low but increasing
returns; whereas at high levels of income and social investment, the social

elements arc more separable, and the programs show high although possibly

decreasing returus.
socio-

Accordingly, the line of promoting/economic progress is all the more
urgent in the poor countries; but is by the same token all the more demanding
in resources and all the weaker in effects, since the aggregate income to
be redistributed is so smalil in »ner capita terms. TIn less—~developed countries,
the net contribution to output and seneral develovpwent to be expected from
"the poor™ is a main object of policy; but will not be obtained across—the-

board without wvast outlays on both human and waterial capital formation.

roblems in & society which is not cupansive and rich,

\_.

To cope with these pr

the planner must scek new resource-saving technologies, must discrimiuate

.

amonyg groups and areas, and wmust make his decisions binding upon the sector-

'

1

building professional speciclists, These are all patterns of action not

readily ccceptable by Westemers teday, nor by those in less-developed countrics

s
who follow Westein Suahaccds, o4</
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B. The Social Maximand

The foregoing section has dealt with the technical problems of
arriving at a mazimum of various social gocds,$aud an optiaum of all poods
taken together, —- on the assumption that the maximand is given. sut those
technical matters, important as they are, are in reality subordinate to the
issue of what is to be maximized.

The traditional concept, generally accepted until recently, has
been to distinguish sharply between final goods and instrumental goods: the
former being designated as 'welfare" in the most comprehensive sense (counting
in tangibles with intangibles, and ailowiug for tgé pattern of distribution
among individuals and groups, and including not only benefits to the individual
but also social goods, such as national prestige). In this conception, the planner
nust choose whether to maximize welfare in the short run -- at some sacrifice
of current development, and therefore, at some sacrifice of welfare in the long
tun; or to maximize development currently, with a view to maximizing welfarve
in the long run although not in the short run.

Now the national planner and the foreign-aid official are under great
pressure to maximize social welfare currently. Indeed, no one can deny the

absolute value of survival achieved by health care and improved nutrition, or

the absolute value of understanding and cultu satisfaction provided through
g £ 1)

education, or the absolute valus of comfort and sccurity furnished by housing
and community developuent, or the absolute value of parental ties restored by
family services, eic. But, at the same. time, no one can deny that din poor
countries tie desived scale of social welfare goes far beyond the available

means. Furthermore, individuals differ in their relative rankings of the

count of satisfactions in

2]

various absolute values, including their rates of di
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time to come. Finally, the gcale of welfarn provided today may, as suggested
abeve, reduce the level attalnable later; or, as tha now doctrine of investnent-
in-man contends, higher woliare today may leas vo aigher productivily toaworrow
and therefore to still higher welfare thereafter. Accordingly, the planner

ust somehow arrive today at an allocation of the total resources among these
competing aims.

We suggest that in view of the uncertainties, the first step towcra
such allocation is to set a range of social outlays between a minimum and &
maximum. The minimum is a level below which sccial welfare must not fall lest
the socizl fabric be torn apart. It is a minimum for surviﬁal, and comprilses
assurance of daily subsistence, steps to cope with disasters such as crop

failures, floods and epidemics, efforts to prevent guch dicagters, also

naintenance of law and oxder, defense zgalnst external agz

&

eression, and the
LN} M

like. The maximum for social outlays is a level avove whici social welfar

-1 :
will net be provided, at present, in view of all tha other activigies clamoring

v -

for resocurces, and despite all the desires and hopes which will be frustrated.
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Within this cang: he mininmum and the meximum are found all those

which tend directly to raisc welfare somewhat above

feasible social proj
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the minimum, and indivectly to promote devalopment wih iich later will yield

2

additional iwwrovements in welfare. In the preseat paper, we awe not
: L R ¥

a

attempting to cope with the dirfficult ainful and ultimetely politica
?

—

problien
of arriving at minima and maxima of social outlays, and at desirable levels

of welfare sbove the minimum; these matters must be left to the political

nean
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development forezone when resdurces 2ro deveted directly to welfare dnstead
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was to be improvements in welfare (if not unfortunately annulled by Malthuslan

*-ru:h
pressure of pdpulation and worsening scarcity of land), t..ere was n& concarrn

wilth any important feedbacks from ‘elf e into productivity. On the other hand,
the new doctrine of “duvestment in men” tends to wake human quailties the

key factor in growth, reducing capital accumulation in material capacity to a
secondary rank and a rather mechanical role, while urgihg the preparation of
human capital -- in many if not all aspects ~- as a precoundition for sustained
development, a necessary condition for progress. Indeed, in one recent version
of this model, social improvement becomes virtua;ly 2 buLflcxenu condition

for progress, providing its own resources, its own higher productivity, and

of course, its own higher qonsumption which is regularly identified with higher
investments. 1/

If we follow the classical model, we will carefully safeguard‘our
linited investment resources, directing them into material capiial formation
plus some closely affiliated human capital (mainly training in technicz
skills) and leaving the improvement of social welfare to the eand-r esult,
namely obtaining increases in output which can be devoted to welfare viewad
as entirely consumption. Contrarily, if we follow the human-investment model,

ve will divert a very large share of our investment resources to providing the

1/ Cf. H.W. Singer, "Social Developument: Key
Interngtional Davp1o ment Review, March 1¢

(W r'

Gy
06
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conditions of health, education, hqusing, family life, etc., which will
raise the levels of living direcctly as well as promote vapid eaconomic
growth. The antinomy secms ©o be shavp and ivreduci inrte. Lo do realiby,
the policy-maker will choose between these models, or make compromises
between them, in terms of several intervelated features: (a) available
knowledge of the functional relatioms involved in each nodel, (b) the stage
of development already reached in each county, and (c) scarcit Ly of resources
availabie for all uses.
(a) The fact is that at present the functional relations involved here

A
are not well established. The data cowe Llurgely froa advanced countries
plus some of the more progressive poorer couutries (such a8 Creace, Mexicu
and Taiwan), and therefore, do mnot uately represent the retarded
countries which are the prime objects of international aid. The data are

. .

mostly cross-sectional rather than sequential, and therefore, rai e familiar .
technical questions when the former type is applied to the lattex or is
interpreted in a causal sense. The numbers themselves -~ purporting to mezsure,
directly or by proxy, levels of real income, growth of income, capltal stock
and ite growth, health conditions, actuzl degrees of education, etc. -- are
suspect and frequently hard to belicve. And the correla 'ioxs ootaxded with
these data sve often rather low,as well as wery seasitive to various changes
in deiinizion, coverage and exclusions. Finalily, all the reported correlatlone
are subject o the reverse causal interpretaticn, namely that the observed
social progress is the result of cconomic progress rather than 1ts cause.
Specificaily, it is far from clear at preseat to what extent productivity
is promoted in poor countries by veducticn of infant wmortality or cradication

oo

of enidenic diseascs, oy by the spread of general litevacy, or by slum clearane

Gald 3

or even vy bhetter nutritlon.
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uses for the emerging talentg. Yet, it is also true that sectoral prsgui.
for the other features of the environment —- mainly the econowmic featyiur
are likely to suffer and dwindle in the absence of a well-prenared labor
force. The obvious deduction is a "balanced growth' procedure, advancing
on all fronts simultaneously. But this theoretical design tends in the
real world to founder on the rock of scarcity of resourceg: ‘a country which
could afford such a many-proaged attack on its ruling conditlous would not
be a poor country -- and, therefore, would not be in néed of our concera!
The vicious circle seems to be closed.

Our suggestion for breaking this vicious circle is to turn to
the alternative toc structural thinking and planaing; that is, to turn to a

fuactional approach. Here we can begin not wicth sector-wide designs -~

but with felt needs and operational requirements, as these arigé from alrean

4

ongoing activities along social and ecconomic lines. The signal for action

is glven by some difficulty or cbstacle encountered in curreant action; it £

3

given by a "problematic situation", ia John Dewey's phrase /. In such a
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situation, an obstacie to successful action can b
1

corresponcding favorable facter, which may then be termed o wmissing component'

Ir there is only one such lack, while all other components are provided in duc

[2

»vopertions (according to the technology adopted), it may proparly be texncs

1

hottleneek™.  Then an appropriate projaect, or even a whol

n

progran, can

he devised to supply the missing cowponent. Whether a parcicular projecs

program of thig kind should bLe adopted in acrusl practice will depend, of

course on other proposed projects and proprams each with its cwn heotri....
) I3 1 3

relationships, so that in principle a ranking of projects in their cost/tnsofty

4
ratios ran be preparved.

Y/ J. Dewey, Louzic: The Theory of Inguiry, chap. VT

i



This procedure is already familiar for ecomomic undertakings, which are often
examined in terms of "strategic factors', 'feedbacks", "backward and forward
linkages", and "a disequilibrium system of growth'. What we are urging here

is an extension of these concepts to social undertakings. Even more:we urge ‘the

)

limitation of social undertaxings in poor countries, above Lue soeicl winin:
already discussed, to just those .atters wh;ch represent social bottlenmeck
situations, excluding for the time being all those grander programs walich ile
equally beyond practical feasibility and foreseeable contribution to cumulative
developnment.

By tying social projects to steps for breaking bottlenecks in
current activities —- whether current treads or the implementation of plans --
we hope to restrict their expenditures to feasible limits, give assurances
and motivation to the participants as they "learn by doing",’ﬁrovide & gystin
of priorities among otherwise incommensurable values, and guilde tﬁe planner
in the face of incomplete and unreliable knowledge of the whole éevelopmental
process over time.

In recomnencing that social outlays abowe the minimum for survival

in less—-devecloped countries be detevmine
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"pottlenecks" to be broiken, we vecognize thac this approach is partial, cruda

o

1

and provisional. It puts the emphasis on social undertakings as means,

<

neglecting cheir great importance as ends in themselves. Likewlse, the

tottlenack
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untrained, ill-fed and disease-ridden masses of the L.D.C."s

If we go back then to the case o/ « Lrven tiaiaslopy anag production
function, we find a great difference in the supply elasticicies as between
economic factors aﬁd social factors in L.D.C.'s, and therefor2, a rezlistic
distinction must be drawn as to the actual "bottleneck".

In‘such an economy, a productive project commoniy arises from tihe
availability of some local material or funds or market, and tﬁe would-be
entrepreneur then surveys the other requisites - p};nt acd equipment, power,
water supply, transportation, storage, and o course labor. Now for mostvof
these requisites he can estimate fairly accurately their availability and price,
(e.g., the delivered price of materials per ton) or the conditions under which
they could be provided (e.g., the cost of a railroad line or water-and-power

“
dam which the public authorities are expected to construct). But the lahor
problem is more ambivalent: either the desired labor can be supplied via
training on special order, i.e., on terms not much different firem those for

ordering raw materials, plant and equipmenc, or else the desired labor will

rnot be forthcoming until a whole system of sccial services hag been established,

(3

0 supply labor tarough a lzbor markert. Ia the special-order case, we can
speak of labor as a "bottleneck" to be brolen by certain specific and deiimired
«:eaons, while in the other excreme labor supply becomes a feature of goneral
weoncmic and social progress over the whole course of developmant

Accordingly, it seems reasonazble to speak of labor guslity as

“wignificantly different from the other factors to be s

upplied to produngisy.
operaticns, in the light of differcnces +n supply conditicns, I, dn froes

fapor proves to be the "missing component” in an aciual situation wheys it

~

othzr factors in the production function ure available in mutually suitabila
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llowever, it is not a foregona conclusion that all Health programs and
all loan programu in A.I.D. ignore or reject the instrumental viewpoint. The
various programs of malaria eradication illustrate the issue. As humanitarian
activities and as activities peculiarly suited to American technical capacity,
these programs have great appeal. As de mographic factors, on tae other hand, these
programs swiftly raise the rate of survival, and therefore enlarge the population

explosion. 4/ If the marginal productivity of additional hands 1is alrecady low, or

actually zero (a condition of truly "surplus labor"), the "success" of anti-

malaria measures is saving some lives will be countered by the failure' to main-
tain, let alone raise, living standards for all of the population. It is cultural
myopia to miss this vital difference between the less developed countries with
sﬁrplus labor and the advanced nations where additional hands may be strongly
productive.

Nevertheless, there are cases where malaria eradication secems to be of
opposite type, a true bottleneck program. One such case appears to arise in
Paraguay, where —- according to the A.I.D. Capital Assistance Paper on this matter 5/

--— . there are idle resources of land and timber; and existing malarial conditions
have been a main obstacle to develspment of those resources, while thg other main
obstacle, which is transportation, has now been alleviated by improvement of roads;
in addition, programs of land redistribution and of financial assistance to
settlers are serving to convert a stagnaat situation into a developing one as soon

.

as the malarial Ffeatuves are eliminated. This case, where malaria eradication wmay

malaria control and othet specific public health measures

irdeed the vltimate cause
o vopions s0 treated.  For

4/ The effectiveness of
is still open to dubate as to whether these actions 2
of the marked drops in morzality observed in wwost of
according to some mudical opinien, people saved from one ail J aont in a less-developed
country will scon dic of another discase, unless their scvenpth and resistance have
been built up by improved nutvition and ocher eloments of concumption. Experience
in Cevion, for instance, indicates that death rates declined in the un-treated region
of that island alcar with the decline in the malaria-ceutrolled reglonus, ail
appavently responding <o island~wide cconomic improvement.

1f this interprecetion is veliable, 1t supggests that s

health campaijgns cpainst specific
be limited in effecct so long as 3¢
not redundant) when consunption does rise.

=
:‘ o

mo erash-type publi
sease: they may
subordinate (if

discasaes may be wastad
neral consumption stays low, an

5/ -A.T.D. = DLC/P=540, pp. 16-23 (Unclassilfied):


http:auren.th

48—

indeed break a crucial bottleneck, must be carefully distinguished from
some opposite cases -- among which perhaps the anti-malaria efforts in
East Paklstan are a notable example -- where constructive effects are much
wore debatable. 6/

Moving on from AID program documents to AID sectoral guldelines, we
find some of the same divergencies between bortleneck appfoaches and sectoral
approaches. In the field of Education, we have examined four guideline
documents: one prepared in the Bureau for Latin Amcricza in 19565, another

being the draft of a "manual order" drawn up in the Education Branch of

.
v

A.I.D.'s Technical Assistance Division, the thifd being a memorandum prepared
in the Africa Bureau in September 1966, and the fourth being a current revision
of the Proiect Manual in the PPC office of A.I.D. and shown to the present
writer in draft form.

O0f these iour documents, the first is of thoroughly instrumental tyve,
particularly utilizing the bot:léncck principle. It is a call for comprehensive

planning of Education along with Population and Health in a human-resources

6/ In support of the successive AID loans to Pakistan for the Malaria Eradication
Program, there ara three bUCCLbSch Capital Assistance Papers (P~90 in Aug. 1962,
P-223 4n April 1964, and P-606 in June 1967 - Unclassified). The first of these
documents put a low ranking on iealth —- ninth a among the sectors considered —-

on the grounds that public health ¢fforets would not be eof fective without
"opportunities for sainful employmeat znd highor standerd of Living"; nevertheless
the docunient proposad support for the ralaris program, ong with some cther
public health activities, and norhans O ointfluenced by ‘e danger of external
diseconomics (the danper of rc—lnf; ing Pakistan's neigl countrics wvhere
malaria was alreaav much veduced). e second malaria loan paper gamvud the
reservat’ons and low priority accorded by the f:x U pager, and v raed without
cetails to some experience said to show incrcasad ;1'Ln1Lur¢L d> in malaria-
protected areas, The third paper, a much more Ll;bordLL cocumcnt, relates the
malaria program to the whole Health sccrow program, and ciiers some econonic
Justification in terms of man-hours lost because of ma ariag buL the valuation
placed on these man-hours apnears (pp.30-37) to have used average ouLvuL per
man-hour rather than the marginal ovtpdu whilch wmust be used a2 LOULCEV 13

Pakistan where, as the document notes,' 'unemployment is substancial and under-
employment is widespread."
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strategy aimed at social, political and cconomic development. Its
operative principle 1s in effect the determinati;n and breaking of
bottlenecks ~~ variously described in that document as "priority
areas', "critical vacuums", "skills related to developmental neceds",
and sometimes specifically "bottlenecks'". This principle 1s then
embodied in such recommendations as:emphasizing middle~level manpower;
underlining "economlc opportunity” as the“indispensable coadition for
motivation and pay-off"; and favoring "selected areas of high growth
potential rather than ... larger scale programs of national scope".

The second and third Education documents mentlcned here give
more emphasis to comprechensive organizational system. The fourth
document, being a revision of the Project Manual, includes a section
on Education and other social matters, but is primarily concerned with
the basic technical concepts of resource aliocation; 1in generzl this
draft does not get down to the concrete conditions of less-developed
countries, for which approximations must be found to take the place
of the correct but inapplicable techniques of theory.

Turning to Health Sector Guidelines, we have examined a drafr
of a '"manual oxder" prepared in the Populstion Division of A.I.D.'s
Health Services. llere we find a combination of emplhases: on sectors
for efficlency considerations and on cconomic consequences for develop-

mentzl significance. This document also sweaks sometimes of Ythe

1" "

available resources" and somatimes of "claims" on resources. Tis chie

proposal, however, is to take guidance from foreign experience, using

" of comparablec countries

rt

o help determine propar sllocation

the "profiles
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of resources among sectors; this is ar approach which -- as indicated
in a later section of this paper —-- offers useful perspective but
tends to rccommend the fashions of the past without critiecslly evaluating

either their excesses or their deficlencies.
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A similar assessment of
the eve of the Industri

and Japan, is stated by

- AT -
A= G77)

the historical situation in educatiion, on

2l Revolution in ¢ number of Western couniries

Professor Cameron in a recemt poper.l3/if

these cstimates are corremb, the implicedion is nol onily that edueatb:
is a favorable pre—-condition for subsequent developmens -~— as
Profesgor Cameron concludes; bui also that repid widezning and
deepening of education in later Western experience has rested on
large prior stocks of education which were slowly accunulated during
cariier decades in countries then at nigher levels ol per cepita

‘income thaan is true of

the less—-developed nations todey. 4/ Likewise,

the comparatively high level of health care in poor coujtries today
(VLTSU) The eaviy (G Contuwy,

h&s shown by comparativ

populer impressions 1o

-

e ~- despite

iongevity and mortality raies

the contrary) means that population pressure

upon their per capita income is greeter today than in the early
stages of the Indusirial Revolution.

Returning %o another section o the Report on the World Socisgl
Sitvation. 1961, & tebulaiion in its chgpter IV (reproduced here as
Appendix II) shows the patuiern of governmental outlays by country
according to level of income per capibte, on social items and ox
cconomic. items, Por years arvound 1935, bul wiih meny omissions and
discrepancics (e&s indicated in the Notesio the table). Bven after

s rug 1 (- I Do, JE Y T N .
some adiustmen®, vhese figures shew o wide range of cariation among
? (=] &
3 . . ATt acapa e K
the less developed couatries; bul in dorms of medians of ths Pdvusbea
P S s ~ Lo o g e, B e o - -
outlay percentages, the less developod Dollods SPOLY &LA0ST &3 high
g perccntaze ol gross neviconal product on Tducation s did the
- - 3 . - ¢ U Y B . e g - s
3/ Rondo Ceameron, "Somc Loessouns of History foX bcchQULA' Nations™,
— [V £ Ls
- - - T g
ATION . G0N0, ﬂ\J,) oy 1907, np. ZibedliU. .
GV e s e * e e gt e demp T e mn iy N
WO LORT-TOTLC0 TNCDNe GO . LEOYG LY oamlitn Auznevs,
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advanced countries, while spending proportionately less than half
as much on Health as ithe advanced nations did., Allowing then for

differences in income per capite, the poorer counbdrics may be seid

e’

-

to be alrzedy cerrying as gread a burden of these, social services
es the advanced nations, and conscquently will heve 1o shoulder a
vastly greater burden in order to move towaxrd the same absolute
level of cducetion and medical cares
More broédly, the causal interpretation ¢f stetistics of these
kinds, to measure the cconnection beiween sociel outiays arnd economic
development, hes proved to be & complox:. and debateble matiter, as

indiceted kuX akove in section B of the present paper.



Pending the conclusion of such studies, we have a ythlCUl arily valuabie
guide for planners in the set of standards for social outlays proposed Ly

3 . s : .
W. Arthir Lewis a few years ago../ Drawing upon the rvacords of a wide ranre
y = r 3]

Y
1

of countries, and intuitively sorting out the successful coses of development
frxom the lagging or failing omes, Lewis advised developiag countries to devote
approximately 3 per cent of national income to Education, Z per ceat to Health,
and 7 per cent to all other economic and social services; this comes to a

total of 1Z per cent for the whole sccial field, comparzble to another 12 per
cent to be devoted to material capital formation in order to achieve a growth
rate of 3 per cent per capita per annum. While these propoced standards are

B}

not justified very precisely, they represeat the Judgment of a highly qualified

and experienced economist, and may indeed compare very well with any proportions

to be reached by elaborate calculations in this complex and difficult

rh

Field.

(4). Strong points in for reign aid are important for the country that
cannot handle all its social projects by itszlf but can enlist-the'supporg
of foreigners. The alding agency too is interested in leading from its

strength, in the hope of maximizing the effectiveness of its outlays. As

N
o
Q
V]
1
[ a3
w
fr
=)
w
w
(o]
[}
ez
W)
r.-l
o
‘,I
[¢4]
F_I
[a¥8
E.
o)
(o)
-
[aR
el
[
[}
B
[¢]
<
3
PER
r
O
L
Ef
w
.
[w]
o'
€]
<
.
J._
\d
cs
[
Pt
(=N
[1%]
b
o
(3N
[us
=]

technical education. The relevance of this expertise, however, comes iato

some question from the viewpoint of the conditions in the reclplent countries.

.
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educators derive from a set of conditions in the U.S. which may be misieading

as regards iess—develoned countries, Involving them in 1arger outlays, more

mechanical aids, more elaborate systems of corganization, slower projreas,

greater dependence upon financial incentives to personncl and raticnal

to clients, than are suited to these countries. An instance which has vecently

become quite widely recognized is the unsuitability of formal "vocational
b,
n

institutes", no matter how much prescige attaches rto the "well-rounded craftsman
Similarly, the Americen ewphasis on ecquipment, as a means of substituting for

i

expensive labor, is ineppropriate to these countries -- unless thelr labor is so

inefficient in-social tasks as to justify replacement by capltal equipment,

-~ o=

alcng the same lines as installing sugar-cane cutting cquipment in place of
even cheap machete-men. Thus it may be that American expertise is highly

relevant in some economic fields, as determined by political commitments and
discontinuous production functions, but is not so suitable in other economic

fields and in some social fields. Each project must therefore be exanined
carefully in this regard.

Other American propensities may be particularly adverse to soc*al
projects. U.S. concern with our balance of international payaents, and
Congressional ingistence on tying foreizn aid to purchases of U.S. goods,
work against large programe involving local curreacy cutlays in the less-
developed countries {eveu though the dollars laid out for the local curreancy

would eventually be used for purcrases of 0.5, gooas or services). Consequently,

¢
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they discriminate against such undertekings as educational proje
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U.S. exporcs are minor,but less so against medicel projects, which call fer

shipments of equinment, medicineg, D.D.T., specialists, ete. The Conpressional

(5]

rules also tend to fovor certain technologies fov & given project alt 1nu°1
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complexes, and malaria eradication —- all of which reguire lupotts

U.S, =- instead of clinics, local water control wmeasures, and sanifation actionse,

..

which would take a much larger share of their supporr In local currency. Tl
(5)Adminiscrative problems involve behavioral patterns conflicting with innovacions.Tht
«may occur sometimes because existing structures of asuthority -- in the {amily,

the village, the tribe, the central government -- are imperiliad by 2ducation

'and the arrival of new figures of authoricy (the teacher, the docter, the social

“worker). Or the problem may arise because social undertakings require a degree
of cooperation among individuals on a voluntary basis -- in contrast to the
involuntary, organic relationships of family, clan and village into which the
individual is born. DMany social undirtakings must be undertaken on a mianilmally

large scale, as in the case of sanitation or water supply -- & scale sometimes

too large for the family or clan groups which might te willing to participate

as a unit. Other social undertakings wmust be done dn a tightly inter-connected
set —- as in the syndrome of nutrition, sanitation and education; so that once
more organization is dirfficult to initiate and sustain. Most of these organlzational

problems are more severe Ior social projects than for economic projects, which can

often be broken dovm into feasible units, and in which equipment can often be

ot

substituted for people if the individuals prove refractory; whereas social projects’

arc by definition matters of the behavior of people.
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Accordingly, the planner mus oane cricerion for social outlays
the prospects and costs of organizing the parsons iavelved, supervising their
performance, and coordinating it with other related activicies.

To be sure, & plannar may choose to deal with the provlems of human
behavicor by setiun uvp training programs, new instiltutions, campaigns o inculcate
different values. .n AID, the Drazil Mission Tor example, gives wuch cuphasis
to such precedures. In the social vealm, this piocedure is expensive and slow;

znd may oblige a Zor
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official tend to develop a predilection fow the ”well—arcware" preject”

which 1ike the "well-made play' in the

understood, and rcaclly adnﬂn;aL; ed. In AID,

much more strongly in the loan operations than in

sctivities; and is most noticeable in a numwber of

for small water projects, sewerage in some cities, emall element

secondary schools, and campalgns for malaria eradicatio
found in the loans to Pakistan, for instance, for

well as for the malaria eradication campai tza; and

&
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an example may be the current
which secem to be feasible although their
development (and not just the comfort of a

To be sure, there caa be no objecticn to

in a clearly articulated scheae. The objection
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of such schemes to the harried planner so that he'neglects other, very important

considerations: reliability of the current
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that the Japanese government did not quite succeed in attaining it
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before the turn of the twentieth century; and
may well have been excessive for the veal needs of tha coond:

for the cultural needs of the society.
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increase of 60 per ceatr for the Engiivh.
After 1620 of course the Japanese rate of natuval incresse rose YLy

.

while the European rate declined. What is more significant is that W

Japanese rate, which was so low during the carly decadps of modervinization,

e8] -

~

never rose cbove ‘5.2 per thousand at its poeax in 1080 - in emitrone ounoTost
with prevailing rates for less developed countries today, where figures of
25 per thousand are commonplace, and 20 or 35 are frequeni, and even 4G is

aot unknown. Such population explosions, under cilrcumstance 5 of less
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economic ersansion than was true of Japan, reveal how weliay
have carvied nztions demogranhically for heyond  the Japanese nodel,
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alth services, we find that
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If we tura now to the expend
Japan made very small outlays on thisz sector, as followss 12/
Health Ewpenditus

Governments in
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Percentage ol
Total Govt.
Expenditures 1.1 0.6 1.4 0. 4.
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programs stand out in comparisin
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spend 11 or 1% or mov
in the world coday would accept tihw early Jemaneas level of health expenditur
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the Japanese scale in this regard.
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The pattern of governmental expenditures for social purposes in 2
wide range of countries toward the end of the 1950's is stowa in the accompanying
represent percentages of all gbvcrnmental e AT S Lo a0l coeatcy; the
other columns represent percentages of Gross National Product.

The countries are grouped according to levels of national income per
capita, Group 1 being the lowest and Group 5 the highest. The coverage and
omissions of socizl and ecomomic items are specified in the footnotes to the

table. Particular atteation is drawn to the fact that for many countries th
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olven in italics, represent expenditures of central governments caly;

these are known to amount to less than 85 per cent of &1l sociul expenditures

by all levels of government in many of these countrics (as showm by addition of

Pt

parentheses around itelic numbers), especially in Groups 2,3 and 4.

-

In view of these qualificatiocns, some adjustments wust be hade for a wusber
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Novr. Firures in Hadies represent exponditures of the ceatra
Goverinent oniy, inclusive of Jrants und oang 1o ather levels o
goverminent; parenthieses are added i the central Government’
total expenditures for all purposes, so caleniated, are extimuteid Lo
represent tesy than 85 per ceat of the expeaditures of alt levels of
governinent combined. Other figares represent government eXpen-
ditures as a whole, i.c., all levels coaselidated,

s Actual expenditures, fe., final accoents, for 1958 or o fiscal
year partly in 1938, except wiicre otherwise indicated.

b Gross demestic product at market pries for Tanpu
Thailand; net domaastic praduct at factar vost for .
Upanda, In the foliowing cases the GNP {ur GLP) duta wre Jov
carlivr year thun the budgel data, which terds to mfiate thet
centades stightly: Nizeria, 195657 ; Republic of Viet-Nany, 10065
I({;:public of roorea, 1959; Thailand, 1959; Federation of Malaya,
1957,

¢ Includes — in general, but with some varistion in detail from
country s country — expenditures for iteme dsted as sucial ser-
vices in A Manud! fer Economic and Funciionael Classification of
Governmen! Transaclions, i.c., education; hcalih; * sceial seeurily
and snechal scrvices » (including war veleran benefits, child and
mother care and various other welfnre institutions): and * other
soclal services © (inciuding housing, recreation, religfion, etel).
Labour froquently appears as ab iten, often brackeled with wel-
fare or sociul welfare,

but with censiderabie wvariation in
untry — the econotaie services iteins
culture and non-imineral resources;
esourtes, manufactuiing and cons-
and conununications (ndluding, as
scassions ali roads &

d Includes —in
cetail from counts

{req « othier economic servioos T dinclad.
fny rescarch, conumes = Segnomic devewpinent " apiears

incectain cases as a.nain caangoacnt part

¢ Dartly budiget st o the case of iolman Conge, an
Lalnown antount of debt amoriization is inciuded inthe Goveras
ment totad,

{ Exeiudes minor amounts of social service eapendituve by
boards and corporations, €.f., pension paymeilis.

¢ Iacludes Unicn and state government budgets (103758
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sits Ioeal expenditures, which in (e

vited * Lixpt Study ™ for 190 VAT arcaeanad fo°

oo the allle coate for social services. .y

mated. Govern sxpenditures fioin preitia
i«

accounis) Lot o

aomic-Funcilonal Classtfication of Ceatral urd I e
Budgels —- 1967-8¢, a sludy 0 Be releasct by e nGtedita, .
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b L2ased on unoflicial data.

i pascd on cducation expenditure astimate fror UNESLC,
P Educatisn and culture,

mduention, cuilure aud researain

Hudret estintatet.

@ Education and reseaivii

n Expenditures for goods and serviees only.

o Inciudes estitnated transfers,

» Partly cstimated, with municipai expenditures end locsl edu-
cation expenditures not included.

& Central Government expenditure for education here consti-
tutes slightly mere than onc-third of the tatal far all Jevess <
government cotubined, according to UNLSCU data (see tabie 6}

¥ Based on expenditures exciading sransfers ol shaced tawesto
regional ana locai authorities,

+ Not including extew e acing: ol sacial fnsaran
ditures (sickuess and maternity briviiis) oatside the bu lizet,
; deficit of government enterprises, o raile
w from extraordinasy peasion liabilitics, acceunting
hree-tenths of the Lotal.
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v Education, reiigion and rescarchy
v

2

Coverament expenditures oa a set hasit, after dedustion ¢
d olher caniges for Joods and services,
w Rough ectlimiates of unduplicated central-iocal totals..
r Government conswnption onl
Patais cxclude aabt inlerest but include net fending to pudile
corpornions,
x Zéucatlen and child eare, facluding school meals, vie,
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