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INTRODUCTION 

The Larger Problem 

The theory of eeonomio growth, an area of speciflo 

investigation that has only so Tory recently claimed unique 

identity, la rapidly expanding in statute and character. 

While this proceaa of developing a comprehensive theory takes 

plaee, the infinite possible raaifieationsand applications 

must bo explored and related to the only slowly solidifying 

oontral body of the theory. What may be and should be 

embraced by toe theory of economic growth as suoh cannot bo 

defined with precision at this atago of tentative probing, 

reflection, testing and coalescenoe. It can be ventured at 

least, that a complete theory of eeonomio growth must con­

tain applicability to economies at every atage of eeonomio 

progress and maturity, from the atatio subsistence level to 

the dynamie mature industrial stage, meaning inclusion of 

eoonomle development, eeonomio growth, eeonomio progress, 

economic expansion, snd eeonomio evolution* It must be a 

comprehensive doctrine that relatee to short, long and, very 

long run perloda of analysis. Sinoe growth is a prooeas of 

' • " t, L sit") 

I s , Kusneta - TowarH a Theory of Economic Growth 
In National Policy for Eeonomio Welfare at Home and Abroad. 
Columbia University Bicentennial Conference Series, Double-
day, Garden City, N.Y., 1955, edited by Robert Lekaohman, 
for an excellent statement of this question. 
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change over time, the new body of theory must represent the 

final reality of dynamie economics.2 And since any fully 

satisfactory theory of growth must also explain the absence 

of growth, stagnation, interruption to the growth prooeas, 

recession, the obstacles and throats to growth, instability, 

and the uneven paeo of growth over time, it must also take 

over and elucidate the whole body of business cycle theory. 

In final form the theory of economic growth must be an extra­

ordinarily widely ramified theory of economic dynamics, re­

lated to which most other main branches of economic theory 

will be systems of partial and special analysis. 

The technique of analysis by mathematical models will 

continue to be revealing and relevant for this related par­

tial analysis, but it does seem that even in its most elegant 

form it will not contribute much to the understanding of the 

many facets of growth economics.3 The problems of growth are 

essentially related to a study of the process of economic 

2 Which has not been realised, as shown by R. F. 
Harrod in Toward a Dynamic Economics, London, Macmlllan & Co. 
Ltd., 1946. 

3 Henry J. Burton -"growth Models and Underdeveloped 
Bconomlca." J, P. g. August, 1955. makes an attempt which is 
more interesting than illuminating beoause of the generalised 
model and excessive simplification of causal factors. The 
contributions of Harrod - Hicks - Domar - Peliner - Hamberg 
are important and significant but deal with one aapeot of the 
theory of growth and apply only to industrial societies, and 
is really trade oyele theory somewhat broadened. 
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change over time, and while this is the functional Importance 

of the mathematical model approach, all elements of compara­

tive statics must disappear in growth beoause the movement is 

not a fluctuation about an equilibrium position, nor a simple 

movement from one equilibrium position to another. Growth la 

a disruptive process changing not only the quantitative as­

pects of the component variables but their qualitative nature. 

And there are no constants. All elements become variables 

In the growth process, which is one of continuous change. 

The result is that there are no etable equilibrium positions. 

Any system of period analysis, which is truly the basis of 

the model technique, could only capture a series of pictures 

of unstable disequilibrium as the eoonomio system sdjusts in 

all its aspects to head toward equilibrium poaltions that are 

never attained, beoause new changes constantly occur to 

create ever changing equilibrium targets before any suoh 

position Is ever reached. This must be the nature of a fully 

dynamic system. 

This being so the methodology must have other founda­

tions* A rationale of the observed phenomena can be and is 

being evolved, constituting the theory of economic growth. 

Any untested or unproved theory may be interesting but not 

persuasive, henoo verification must be sought. The historioal 

approach is an obviously necessary supplementary tool of 

analysis, because any theory must be an account of the 
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occurrences of the past, as well as the present. Perhaps one 

day deductions based on past experience may become sufficient­

ly refined to warrant extension into the future. Reinforcing 

this approach, but not identical with it, is the empirical 

method. It is not identical because the historical approach 

la Interpretative, relying on often inconsistent and usually 

incomplete data which is generally coloured by the biases and 

preconceived intent of the investigator. Truly empirical 

testing must be based on a test case approach, with all rele­

vant data assembled in sufficient detail, accuracy and con­

sistent form. These lines of inquiry must be the foundations 

of investigation and proof. 

The range of relevance in terms of society is the 

remaining question in the delineation or definition of the 

problems faced In evolving a theory of economic growth. Some­

times with dismay and sometimes with excitement, investigators 

in this field have all been forced to recognize that the ine­

vitable overlapping of the various disciplines of sooial 

scienoe becomes most entangled in the dynamics of growth. 

The growth process is a very involved one and it is Impossi­

ble to segregate economic growth in rigorous isolation from 

the other strands in the pattern. Demography, sociology, 

anthropology, psychology, history, ethics, politics, are all 

entwined in both the causation and consequences of economic 

growth and cannot be ignored. All other things refuse to 
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remain equal so no Bell jar approach toy the eoonoalst will 

make them so. Hence, in venturing into this enchanting 

wonderland of eeonomio study the economist must assume the 

gigantic task of formulating or contributing to a general 

philosophy of social evolution. He must become all seeing 

and try to become all knowing. 

Humantics, or the General 
Philosophy of Social Evolution 

Humantics is admittedly a contrived word. But then 

we are dealing with an elusive subject in economic growth 

that defies description in any adequate sense in established 

terminology. Humantics is a word that implicitly pretends to 

capture In an omnibus fashion the spirit oonveyed by the 

words humanism, humanlos, humanity and humanities all at the 

same time. Whereas the now rare word humanlcs means the 

science or study of human nature and human affairs, humantics 

would then mean the soienee or study of the nature and 

affairs of humanity, with the emphasis on group behaviour, 

or social organisation, attitudes and activities* This is 

surely the substance and essential nature of the study of 

economic growth. 

To study economic growth comprehensively and ration­

ally it is necessary to turn baok the academic clock and 

reject the modern specialization in social science and the 

exclusive areas into which the huge subject has been 



INTRODUCTION viii 

compartmentalised and departmental!sad. First, wo must re­

ject the narrowed discipline of economies as a field of study 

and revive the older task of the student of political economy. 

For, even while academic fashion segregates political science 

from economies as branches of social science, the economic 

behaviour of the individual In society and of society or­

ganised in the nation state become increasingly conditioned 

to the guiding hand of government as the economy becomes pro-

greasively socialised, and lalssea-faire doctrines and the 

significance of economic man exercising free choice dim in 

reality. To take the long leap at once, It must be recognised 

that what is required, to give proper direction and perspec­

tive to the study of eeonomio growth, is concentration on 

the task of formulating a comprehensive philosophy of society. 

Left to the particular disciplines, we could expect such a 

philosophy of society to be developed by the economist in 

terms of economic behaviour, by the sociologist in terms of 

sooiai forms, attitudes and traditions, by the politioal 

scientist in terms of political organisation and techniques, 

by the psychologist in terms of personal and communal motiva­

tion, and by the anthropologist in terms of evolutionary man 

and his culture and traditions. Any satisfactory philosophy 

of society must account for social evolution, which oannot 

be done without a synthesis of all these terms of reference* 

The study of economic growth and development is exactly an 
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attempt to understand social evolution. It is a study in 

humantle s. 

This means that the economist, in accepting the chal­

lenge of economic growth as e field of study, has unwillingly 

or willingly assumed the mantle of responsibility for a 

general philosophy of social evolution. To achieve this the 

eoonomist must ignore the narrow confines of his own disci­

pline and actually seek cross fertilization by intrusion 

across the barriers of all the disciplines within the compass 

of the social sciences, and beyond even into the humanities* 

He must become a humanist studying humantics, instead of 

remaining an economist studying economics. 



PART I 

THE SETTING OF THE PROBLSII 



CHAPTER I 

LEVELS OF DEVELOPMENT AND RATES OF GROWTH 

The most striking feature of the world economy is 

the absolute laok of homogeneity. This generalization 

applies with equal validity regardless of what characteris­

tics are the subject of comparison; climate, population, re­

sources, productive activity, levels of income, standards of 

living, organization of economic life, institutional arrange­

ments economic and non-economic, oultural patterns including 

modes of living, education, religion and political forms. 

These categories of comparison are merely representative and 

not an exhaustive list of significant socio-economic charac­

teristics. 

Clearly, even those factors specifically mentioned 

are not Independent. Productive activity is directly related 

to resources; levels of income determine standards of living; 

institutional arrangements must be shaped to the organisa­

tion of productive activity and this, in turn, is related to 

climate and geography generally.^ Unquestionably there is 

1 Ellsworth Huntington, Mainsprings of Civilization, 
New York, Mentor Books, 1959, Part III, made an Interesting 
analysis of the influence of climatic environment in this 
and earlier works like Civilization and Climate. 
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an intricate interconnection between many of these characte­

r i s t i c s of economies and their peoples that may never be re­

duced to a single oause-and-consequenoe analysis . Probably 

the most embrselng statement of the case i s that any indivi ­

dual country's economic history i s in many ways the product 

of i t s economic geography, and that the two together account 

for the pattern of eeonomio growth, making due allowanoe for 

random factors . 2 

Such a conclusion as this implies a strong element of 

economic determinism in the evolution of economic society as 

expressed in growth patterns. If man's environment i s pre­

eminent in shaping his path of progress, culturally and 

economically, our proposed investigation into differential 

rates of eeonomio growth could presumably isolate cause and 

effect , account for the Inequalities in these terms and indi­

cate with reasonable aoeuracy future trends. However, the 

val idity of th i s general proposition has not been suff ic ient-

ly established to warrant such an approach. I t s only real 

significance i s that i t gives recognition to the causal 

interconnection of economic and non-eoonomlo circumstances 

2 Griffith Taylor, Canada, Toronto, University of 
Toronto Press, 1945, approaches his problems with this per­
suasion, see p. 517. 

3 Arnold Toynbee, A Study of History, abridgement by 
B. C. Somervell, Oxford University rress, 1947 and 1957, 
gives no support to suoh an absurdly simple theorem. 
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in shaping patterns that wi l l be perpetuated or broken,either 

way strongly influencing the pace and path of eeonomio growth. 

The model approach to analysing growth patterna as 

they have evolved and growth paths as they should appear in 

projection would be not only valid but almost exclusively 

appropriate i f eeonomio determinism, rooted in the country's 

economic geography and exemplified in i t s economic history, 

truly reigned supreme. The flaw on which this neat approach 

fa l ters i s the old one-dimensional concept of human l i f e 

represented by Adam Smith's "economic man"• The ins t i tu ­

tional organisation of society within which man makes his 

l iv ing i s the complex product of the local culture as i t has 

developed, a manifestation of cultural Influences among 

which economic forces, Incentives and responses are but part 

of a large, many hued pattern* The complexity of the origins 

of cultural forms and their role in the r i se and f a l l of 

c iv i l i zat ions needs a more diversif ied examination whioh 

would have to be an inspired philosophic analysis 4 in the 

a l l Indus Ives terms of humantics.5 The necessity of giving 

recognition to so many influencing factors in economic evolu­

tion, among which are unpredictable and Irrational elements 

l ike acts of God, war, status, re l ig ion, and human desires 

* Toynbee, pp. o l t . . i s the nearest thing to th is 
lof ty aim. 

5 See Introduction on Humantics. 
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of conflicting motivation, denies the possibility of reducing 

society to a system of mathematical functions that would 

demonstrate the complex variety of past growth paths and 

allow prediction through projection.® 

Narrowing the approach to essentially eoononic ele­

ments, the extreme diversity in factor endowments and pro­

duction opportunities are ample for a primary explanation of 

the wide range of economic attainment. Although economic 

growth is a study of real dynamics, any comparison of the 

levels of economic development, or economic attainment at 

different points in time, necessarily must be statistically 

quantified and this obliges dependence on comparative statics, 

however inappropriate to the larger problem. The factor 

supply and the existing economic environment at any time are 

the pre-conditions of the nature and scale of production and 

productivity in any consistent sense. Over time this dictates 

an inevitable divergence of growth paths in terms of pace 

and pattern. Their very diversity creates enormous difficul­

ties in reducing them to some common basis of comparison 

among qualitatively unequals in order to measure quantitative 

inequalities of either rates of economic growth or attain-

9 T. Haavelmo - A Study in the Theory of Economic 
Evolution. Amsterdam, North-Holland Publishing Company, 1954, 
tried his hand at this. 
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ments in eeonomio development. 

Ignoring for the moment the deficiencies in available 

statistical series and their resulting inadequacy for inter­

national comparisons, some consideration must be given at the 

outset to the differences in the levels of economic attain­

ment of the various members of the world economic community. 

Although there is considerable force in the arguments made 

by Simon Kuzaete8 against the use of per capita income 

statistics as the baalc measurement for coonomlc growth, a 

question that will receive attention later In this chapter, 

there is really no acceptable alternative measurement of 

levels of eeonomio attainment.9 The statistical comparison 

V Irving B. Kravis, The Scope of Fconomlc Activity In 
International Income Comparisons" included in Problems In 
the international Comparison of Economic Accounts: Studies 
in Income and Wealth. Volume Twenty, by the Conference on 
Research in Income and Wealth, National Bureau of Economic 
Hesearoh* Princeton University Press, 1957, clearly demon­
strates the problems of statistical measurement created by 
the need "to find a concept of eeonomio activity that will 
be useful in comparing national incomes". 

A. J. Youngson, Possibilities of Economic Progress. 
Cambridge University Press, 1959, Chapter 1, pages 3-22, 
eovers other aspects of the same problem. 

t © Simon Kusnets, Problems of Compar1sons of Economic 
Trends,* In Economic OrowtR, Brazil. India, Japan, edited by 
Kusnets, Moore, and Spongier,xDurham, N.C., Duke University 
Press, 1955. 

9 Despite Youngson, op. olt.» and his protests on 
grounds of the Immeasurability and Ineomparability of wel­
fare. 



LEVELS OF DEVELOPMENT AND RATES OF GROWTH 6 

would have no meaning at all expressed In terms of gross 

national Income because aggregating ignores the considerable 

differences In sizes of eoonomies. Elephants cannot be com­

pared with mice on the direct basis of mass if attainment of 

growth potential is the purpose of the comparison. 

As stated earlier, differences in factor endowment 

must lead to wide differences in economic achievement. Since 

in a social sense the most significant factor is population, 

a comparison of real, if limited, meaning may be made by re­

ducing income aggregates to a common unit of peraona by using 

per capita income statistics rather than national income. 

This does abstract from the Ineomparability of eoonomio units 

of unequal else without making any apparent value judgements 

by the choice of units of comparison. There are unavoidable 

complications entailed in the comparability of the statistics 

on a per capita basis because of unequal counting, biases to 

underestimation In subsistence eoonomies, exchange-price 

shortcomings of money Income comparisons, and many other 

failures of refinement and international uniformity in na­

tional Income concepts.10 For laok of better data or more 

•"*' Si ' 

•^ LL : 
h .5^ 10 on this problem the literature is considerable, 

the best being Simon Kuznets, Economic Change, N.Y., W. W. 
>' Norton & Co., 1955, and Toward a Theory of Economic Growth, 

P. eif*. and Problems In Comparisons of Eoonomio Trends."" 
P. cll.i Colin Clark, Conditions of Economic Progress, 
HacMllian and Co., London, second edition, 1951, where he 
develops his International Units to avoid some of these 
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acceptable indices, then, our comparison of levels of eco­

nomic attainment must be made in units of per capita national 

income converted, often with difficultios oonneoted with the 

artificiality of exchange rates as a measure of relative pur­

chasing power, to United States dollar. 

Table I of Appendix I to this ohapter, presents the 

most comprehensive and up-to-date comparison of per capita 

income levels available, prepared and published by 

United Nations. 

For the sake of broader perspective and some simpli­

fication of these results in the hands of a competent ana­

lyst it is worth while also including similar data derived 

from compilations made for the United States Department of 

State by Simon Kusnets to help in the formulation of its 

Point Pour Program. 

problems} Milton Gilbert and Irving B. gravis, An Interna­
tional Comparison of National Products and the Purchasing 
Power of Currencies, The Organisation for European Economic 
Co-operation, Paris, 1953; Prof. G. Tagllacamc,"Monetary 
and Consumption Indices in International Comparisons}' In 
Review of Economic Conditions In Italy. Banco dl Roma. Nov. 
1954, tries to escape the limitations of money income com­
parisons by devising a composite index of living conditions 
but this has its own shortcomings of impracticability and 
non incluslveness. 
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54 

16 

33 

86 

11 

19 

31.5 

53 

7 

41 

64 

9 

TABLE I 

International Differences in Per Capita Income 
and Related Measures, 33 countries, 1939* 

Groups of Countries by Per Capita Income 

I II Ilia Ilib III 

1. Per Capita Income (US$) 461 
2. Percent of Total 

Population 80 
3. Per Capita Income, 

index 100 

Groups of countries distinguished in the columns of the 
table are by else of per capita income. The following coun­
tries, arranged la declining order of per capita, are in­
cluded in each group: 

I (p^r capita income over $200): United States, Germany, 
United Kingdom, Switzerland, Sweden, Australia, New 
Zealand, Canada, Netherlands, Denmark, France, Norway, 
Belgium, Eire, Argentina. 

II (per capita income from $101 through $200): Union of 
South Africa, Finland, Chile, Austria, USSR, Italy, 
Greece, Czechoslovakia, Hungary, Bulgaria. 

Ilia (per capita income from $51 through #100)i Cuba, 
Yugoslavia, Poland, Japan, Venezuela, Egypt, Palestine, 
Costa Rica, Colombia, Peru, Panama, Ceylon. Mexioo, 
Uruguay, Dominican Republic. 

Illb (per capita income from $22 through #60j; Haiti, 
Nicaragua, Guatemala, Bolivia, Honduras, £1 Salvador* 
Brazil, Ecuador, Paraguay, India, Philippines, China, 
Indonesia. 

* Simon Kuznets - Economic Change, op. olt., pages 219 
and 210; and in Colin Clark, Conditions of Economic Progress, 
op. cit., particularly in Chapter 5, similar results arc 
presented. 
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The most striking conclusions to be drawn from these 

data are that the levels of economic attainment diverge 

widely, and that it Is only relatively few countries, 

accounting for only about 20 per cent of the world's popula­

tion, which have attained levels of production and consump­

tion demonstrating any satisfactory achievement along the 

road of economic progress. This can probably be accounted 

for by one or any combination of three causal conditionsl 

1) a low, neutral or negative rate of economic growth; on the 

part of the majority of countries; 11) a slow start along 

the path of eoonomio progress for many where low income sta­

gnation must have persisted for centuries; 111) a high rate 

of population increase in many countries that dissipated 

gross income gains in the tealthusian fashion. Actually, 

Kuxnets demonstrates that the rate of population increase is 

highest among those countries with the lowest level of per 

capita income and lowest among those countries with the 

highest per capita income. This population dilemma has such 

a special bearing on the growth problem that it is treated 

in some detail in a later chapter. 

That in some countries change in all the conditions 

that prevent economic growth was long delayed is regrettable, 

for they must today and for some time to oome suffer the 

privations enforced by relatively low levels of production 

and consumption. If for these countries the necessary break 
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with the past has finally been achieved and progress is under­

way, the prospects are bright for economic improvement in the 

future, unless the diffusion effects of a high rate of popula­

tion increase deny the individual any real possibility of 

welfare improvement. Still using the measure of per capita 

income as the indicator of economic attainment, and over time 

of economic growth, latecomers to the experience of economic 

growth showing a rising per capita Income may yet repeat the 

history of those that have already advanced into Group I, in 

either table* If these emerging economies are achieving an 

accelerating growth rate, or prospectively may do so, their 

problems are of interest but need give us no concern, except 

how to ensure that conditions remain appropriate to the sus­

taining of this growth process. 

Those oountrles displaying a low, neutral, or nega­

tive rate of economic growth are a very serious problem, in 

direct ratio to their proportionate significance as a sector 

of the world economy. The evidence already examined gives a 

clear picture of a major part of the world population living 

a depressed existence and presumably trapped In the vicious 

circle of poverty.11 But to identify particular oountrles as 

falling into this category of worrisome dead-centre 

H Gerald M. Meier and Robert E. Baldwin, Economic 
Development? Theory, History, P°l*ov« Sew York, John Wiley 
and Sons, 1937, see pages 319, 320* 
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poverty,12 or as having emerged into the oirclc of promise 

but still at low income because of a late start, Is Impossible 

from the statistics so far examined. 

Intertemporal comparisons must be made if we arc to 

consider not only comparative international levels of economic 

attainment but national and international comparative rates 

of eeonomio growth. For this purpose it is not so certain 

that per eaplta income statistics will afford the best measure­

ment of growth, unless some rather dubioua qualifying 

assumptions are made about the meaning of eeonomio growth. 

Without elaborating the issues involved at this point, it is 

sufficient to recognise that population increase Is a posi­

tive growth factor but that In other senses eoonomio growth 

must be measured apart from population changes otherwise a 

false deflation of real achievements will appear. 3 To 

illustrate the point, a country enjoying a continuing, average 

annual rate of increase of national output, or income, of 

2.5 per cent would by any standard be achieving a high rate 

of eeonomio growth. Yet, there are many countries today with 

an annual rate of population increase of 2.5 per cent or 

more, and if this factor is applied to reduce the measurement 

1E Ragnar Nurkse, Problems of Capital Formation in 
Underdeveloped Countries, Oxford, Basil Blaokwell, 1953* 

13 Simon Kuxnets, Problems in Comparison of Economic 
Trends, op. clt.. pages 11-131. 



LEVELS OF DEVELOPMENT AND RATES OF GROWTH 12 

of growth to the sole basis of unit, or per capita Income, 

calculation, the statistical picture for the country would be 

one of neutral growth, or apparent stagnation. It is pre­

ferable to avoid a prejudgement on this question until the 

evidence is examined and the determinants of economic growth 

segregated and properly weighted, if this Is possible. The 

evidence, then, should be presented both in terms of national 

aggregates and per capita income units. 

Excellent as Table II Is, as far as it goes, it does 

not go far enough for the central problem of this study. 

Unfortunately I cannot surpass the efforts the two outstanding 

students of growth in statistical terms, Colin Clark and 

Simon Kusnets. To quote the latter: 

Even disregarding questions of detail concerning 
components, estimates of national income made over 
a period sufficiently long to permit observation of 
growth, and acceptable even by lenient standards 
of statistical reliability, are now available for 
only fourteen countries, almost all of them eco­
nomically developed and with high levels of per 
capita income. However, we have estimates for 
recent years for a much larger number of countries 
(70 to 75). Even though many are exceedingly 
crude, these current estimates, combined with the 
few available for long periods, oan yield a basis 
for some reasonable inferences about national 
Income trends over the last century. Of the two 
billion people In the countries for which estimates 
of national Income were available for 1949, over 
90 per cent had per capita income of less than 
$30; almost one-quarter more, between #50 and #100. 
At the other extreme ...(arc oountrles)... which 
together account for 11 per cent of the population 
covered and in which per capita income was $600 or 
more. The 400 million of world population for 
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TABLE I I 

Growth Kates in ONP or National Xneoae 
in Developed Countries* 

13 

Country Period 
Aggregate 
Growth Rate 

Per Capita 
Growth Rate 

U. S. A. 

Canada 

U. K. 

France 

Germany 

Netherlands 

Sweden 

Norway 

Denmark 

Italy 

Australia 

Belgium 

1869/78 
1946 
(1937 

1S70 
1946 
(193d 

1870 
1946 

I860 
1949 

1860 
1950 

1900 
1948 

1870 
1947 

1900 
1947 

1870/79 
1947 
1900 

* 1947 

1886 
1946 

1846 
1948 

1953 
1953 
1953) 

1952 
1953, 
1954) 

1954 
1954 

1954 
1954 

1954 
1954 

1954 
1954 

1954 
1954 

1954 
1954 

1954 
1954 

1954 
1954 

1950 
1952 

1953 
1953 

3.75* 
4.0* 
4.4* 
3.5 * 
4*25* 
5.1 * 

1.85* 
2.75* 

1.0 * 
3.75* 

2.0 * 
9.0 * 

2.3 * 
5 * 

2.3 * 
3.5 * 

2.85* 
4.25* 

2.6* 
3.6 * 

1.6 * 
6.3 * 

3.2 * 
3*1 * 

1*9* 
4.0 * 

2.0* 
2.2 * 
3.0 * 

1.7* 
2.0* 
3.3 * 

1.25* 
2.25* 

0.8 * 
2.8* 

1.1 * 
7.75* 

0.9 * 
3.6* 

1.7* 
2.6 * 

2.15* 
3.25* 

1.5 * 
2.9 * 

0.85* 
5.4 * 
1.3 * 
0.9 * 
3.6* 
1.3 * 

* IBRD Economic Staff - Statistical Tables on Economic 
Growth. March 8, 1956, unpublished document; see 
Appendix XX, Table II for a more complete presentation 
of similar data. 
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whom no national income estimates are available 
would be mostly in the lower income brackets. One 
may therefore conclude that over 60 per cent of 
the world1s population had per capita incomes of 
|100 or less; that less than 10 per cent had per 
capita incomes of $600 or more. ... The current 
income levels in many countries are desperately low, 
i.e. low to the point where the means of subsistence 
are hardly adequate. In these countries the per 
capita income could not have grown very much over 
the last hundred years. ... It follows that If any 
secular rise In per capita income did take place In 
these countries over the last century, It must have 
been much smaller than the rise observed among the 
developed countries. For most of the older countries 
in this category (excluding some Latin American 
countries, Java under the Dutch rule, and Egypt in 
recent decades) population growth over the last cen­
tury, while substantial, was at an appreciably lower 
rate than In countries that enjoyed a rapidly rising 
income per capita. It follows that growth of total 
national income, in constant prices, during the last 
oentury was also at a much lower rate In most cur­
rently underdeveloped countries than in countries now 
in the upper ranges of the Income pyramid. Since 
the countries with currently high per capita income 
(with some exceptions such as Japan) displayed the 
high rates of growth in per capita income during the 
last century, one hundred years ago International 
differences in per capita income must have been 
narrower, certainly absolutely and probably relatively 
than they are today.14 

In very general terms the statistics, end the Kuznets 

analysis of then, demonstrate that the rich are getting 

richer. xt is only during the past deoade that economic 

growth has become a truly world wide force stirring practi­

cally all parts of the world economy and catching them up in 

a general forward movement. The statistical evidence of this 

le Kusnets, Toward a Theory of Economic Growth, 
op. cit., pp. 25-27. 
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will be examined in some detail in later chapters. But even 

without this encouraging phenomenon, which may be only an 

explosive burst of minor significance in the long history of 

man, or may be the welcome dawning of a new era of world wide 

secular expansion, it la fair to claim that the crowning 

achievement of economic progress is that the Marxian corollary 

to the inoreasing richness of the rich, that the poor are 

getting poorer is not sustained but rather belled by the evi­

dence. Nonetheless, It is Indisputably true that the rate 

of growth of the richer, more highly developed countries sur­

passes that of the poorer, less developed, proving a positive 

correlation between that rate of growth and the level of 

Income or stage of development. This Is a critical problem, 

for it means that the lead of the advanced countries Is 

increasing and the income gap challenging the underdeveloped 

countries is widening, despite recent positive achievements 

in development. 

lt is this problem that will be studied in tixe 

following chapters. Two major questions will be Investigated; 

1. is the disparity In growth rates inevitable? 2. What con­

sequences would flow from a continuation of this trend of 

unequal rates of progress, for the rich and for the poor? 

However, before attempting to answer the key ques­

tions it will be necessary to look rather more closely at 

some of many aspects of the proces? of economic growth in 

order to establish some terms of reference for the 
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investigation. Clearly no judgements about the future can be 

made simply of the basis of statistical evidence of levels 

of eoonomio attainment and past rates of eoonomio growth. We 

must have some understanding of the nature of the economic 

growth, the conditions that foster or retard growth, the 

determinants of the rate of growth, and even to what extent 

growth is self-sustaining. 
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APPENDIX I 

TABLE I 

Per Capita Income in US dollars in 1949* 

A. High income countries, $600 or over, in descending order 

United States 1,453 
Canada 870 
New Zealand 856 
Swltserland 849 
Sweden 780 
United Kingdom 773 
Denmark 689 
Australia 679 

B.l.Intermediate income countries, |300 to #600 

Norway 587 
Belgium 582 
Luxembourg 553 
Netherlands 502 
France 482 
Iceland 476 
Ireland 420 
Israel 389 
Czechoslovakia 371 
Finland 346 
Argentina 346 
Uruguay 331 
Venesuela 322 
U.S.S.R. 308 
Poland 300 

* United Nations Statistical Office, National and 
Per Capita Incomes, Seventy Countries, 1949, New York, 
Statistical Papers, Serie E, No. 1. 
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B.2. Intermediate Income countries, $100 to #300 

Cuba 
Hungary 
South Africa 
Portugal 
Italy 
Austria 
Chile 
Panama 
Yugoslavia 
Colombia 
Greece 
Costa Rica 
Turkey 
Lebanon 
Mexico 
Brasil 
Southern Rhodesia 
Peru 
Syria 
Japan 
Egypt 

296 
269 
264 
280 
235 
216 
188 
183 
146 
132 
188 
125 
125 
125 
121 
112 
101 
100 
100 
100 
100 

C.l. Low Income countries, $50 to $100 

El Salvador 
Nicaragua 
Iran 
Iraq 
Paraguay 
Honduras 
Dominican Republio 
Ceylon 
India 
Bolivia 
Pakistan 
Afghanistan 

92 
89 
85 
85 
84 
77 
75 
67 
57 
55 
51 
50 
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G.2. Low Income countries, leas than £50 

Philippines 44 
Saudi Arabia 40 
Haiti 40 
Yemen 40 
Ecuador 40 
Ethiopia 38 
Liberia 36 
Burma 36 
Thailand 36 
South Korea 35 
China 27 
Indonesia 25 

Continental averages for countries covered 

1 . 

2 . 
3 . 
4 . 
5 . 
6 . 

North America 
( exc l . Mexico) 

Oceania 
Europe 
L a t i n America 
Africa 
Asia 

1,405 
703 
379 
152 
120 

46 
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APPENDIX II* 

TABLE I 

Europe 

1. Switzerland 
2. Sweden 
3. United Kingdom 
4. Denmark 
5. Norway 
6. Belgium 
7- Luxembourg 
8. Netherlands 
9. France 
10. Iceland 
11. Ireland 
12* Csechoslovakia 
13, Finland 
14. U.3.S.R. 
15* Poland 
10. Hungary 
17* Portugal 
18. Italy 
19. Austria 
20. Yugoslavia 
21. Greece 
22. Spain 
23. Bulgaria 
24. Germany 

19th Century 

* Rate 

20th Century 

of Population Growth 
per Decade 

6.6 
8.1 
13.2 
10.0 
9.8 
8.4 

9*2 
3.8 

-1.6 

12.2 
10.7 

6.8 
I'3 
6.0 
7.0 

9.7 
4.5 
5*4 
9.4 

Countries covered 

7.3 
6.5 
5.6 
10.7 
7.4 
5.1 

15.0 
O.85 

-1.7 
0.5 
8.7 
12.8 

6,3 
9.4 
7.0 
3.8 

12.8 
8.2 
13.1 
4.1 

Per Capita 
Income in 
U.S. * 

849 
780 
773 
689 
587 
582 
553 
502 
482 
476 
420 
371 
348 
308 
300 
269 
250 
235 
216 
146 
128 

379 

Simon Kusnets, an unpublished statistical appendix 
prepared in connection with A Theory 
of Economic Growth, op. cit. 
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TABLE X (Continued) 

North America 

25. United States 
26. Canada 

29.1 

Countries covered 

14.7 
21.0 

1,453 
870 

1,405 

Latin America 

27- Argentina 34.0 
28. Uruguay 
29. Venezuela 
30. Cuba 
31. Chile 
32. Panama 
33. Colombia 
34. Costa Rica 
35. Mexico 7.7 
36. Brazil 18.0 
37* Peru 
38. El Salvador 
39. Nicaragua 
40. Paraguay 
41. Honduras 
42. Guatemala 
43. Dominican Republic 
44* Bolivia 
45. Ecuador 
46. Haiti 
47. Jamaica 
48. Porto Rico 

Countries covered 

Oceania 

49. New Zealand 
50. Australia 

Countries covered 

30.6 
21.2 
27.5 
27.2 
14.8 

23.5 

13.7 
25.2 

13.3 
18.2 

23.1 
13.3 
33.3 
12.4 

14.3 
17.9 

16.6 
17.3 

346 
331 
322 
296 
188 
183 
132 
125 
121 
112 
100 
92 
89 
84 
83 
77 
75 
55 
40 
40 

I , 1 

152 

656 
679 

703 
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TABLE X (Continued) 

Asia 

fl. Israel 
52. Turkey 
53. Lebanon 
54. Syria 
55. Japan 
56. Iran 
57. Iraq 
58. Ceylon 
9. India 
0. Pakistan 
61. Afghanistan 
62. Philippines 
63. Saudi Arabia 
64* Yemen 
65. Burma 
66. Thailand 
67* South Korea 
68. China 
69* Indonesia 

i 

14.4 

16.4 
9.2 

22.7 

12.3 
22.5 

125 
125 
100 
100 

85 
?5 
67 
57 
51 
50 
44 
40 
*9 
36 
36 
35 
27 

p a a M M a W 

Countries covered 46 

Africa 

70. South Africa 
71. Southern Rhodesia 
72. Egypt 
73. Ethopis 
74. Liberia 

20.9 

15.1 

264 
101 
100 

Countries covered 1 0 8 
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29.5 

21.9 

11.4 

20.9 

11.5 

10.0 

5.5 

9.0 

16.1 

10.7 

5.5 

10.7 

TABLE IX 

* Rate of Growth per Decade of Total 
Income, Population and Per Capita Income 

Period Income Population 'JUeSlJ111* 

1* U.K. (excluding Southern 
Ireland) 

1. 1860-79 to 1880-99 

2. 1880-99 to 1900-19 

3. 1900*19 to 1920-39 

Weighted geometric mean 

2. Prance (including Alsace-
j»flfT*^«7 

1. 1840-79 to 1880-99 

2 . 1880-99 to 1920-38 

Weighted geometric mean 

3. Germany (pre 1914) 
1. 1860-79 to 1880-99 

2. 1880-99-1895-1914 

Weighted geometric mean 

4. Italy 
1. 1861-80 to 1881-1900 

Q 2r 1881-1900 to 1901-1920 

3. 1901-20 to 1921-38 

Weighted geometric mean 

18.4 

10.2 

14.5 

44.5 

28.3 

37*3 

37.9 

6.6 

5.4 

15.9 

2.5 

0.7 

1.7 

9.9 

13.7 

11.5 

6.6 

6.7 

7.1 

6.3 

15.5 

9.4 

12,7 

31.5 

12.8 

23.2 

29.3 
-0 .1 

-1 .6 

a.5 



LEVELS OF DEVELOPMENT AND RATES OF GROWTH 24 

TABLE IX (Continued) 

5* Sw^sorland 

1. 1890-5-9 to 1925-29 

2. 1925*29 to 1944-51 

Weighted geometric mean 

6. Denmark 

• 1. 1870-89 to 1890-1909 

2. 1890-1909 to 1905-20 

3. 1905-20 to 1921-39 
i ••*• 

>• sighted geometric mean 

7. Sweden 

1. 1861-80 to 1881-90 

2. 1881-90 to 1901-20 

3. 1901-20 to 1921-44 

Weighted geometric mean 

8. United States 
1. 1869-88 to 1889-1908 

2. 1889-1908 to 1909-28 

3 . 1909-28 to 1928-48 

Weighted geometric mean 

9.'Canada 

1. 1870-80 to 1890-00-10 

2. 1890-00-10 to 1910-20-28 

3. 1910-20-29 to 1929-39-50 
Weighted geometric mean 

29.8 

12.2 

22.7 

35.3 

32.1 

30.5 

32.7 

27.5 

35.1 

26.1 

29.4 

52.4 

39.8 

22.6 

37.7 

45.7 

39.9 

30.8 
38.6 

7.9 

7*1 

7.6 

10.8 

12.9 

10.6 

11.3 

6.4 

7.1 

5.9 

6.5 

23.2 

19.0 

12.0 

18.0 

15.8 

23.5 

16.6 
18.5 

20.3 

4.8 

14.1 

22,1 

17.0 

18.0 

19.4 

19.9 

26.3 

18.9 

21.6 

*3.7 

17.6 

9.4 

16.8 

25.8 

13.6 

12.2 
17.1 
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TABLE II (Continued) 

10. Australia 

1. 1901-03 to 1921-30 34.7 19*5 12.* 

2. 1921-30 to 1941-50 27.3 12.8 12.7 

Weighted geometric mean 31.3 16.4 12.8 

28.5 

34.7 

31.3 

24.5 

12.6 

19.0 

3.3 

19.6 

10.3 

11. Hew Zealand 

1. 1901 to 1925-29 

2. 1925-29 to 1946-50 

Weighted geometric mean 

12. Japan 

1. 1878-92 to 1893-07 

2. 1893-07 to 1908-22 

3. 1908-22 to 1923-37 

Weighted geometric mean 

13. Netherlands 

1. 1900-09 to 1925-39 

2. 1900-09 to 1948-52 

14. Norway (G.N.P.) 

1. 1900-09 to 1930-39 

2. 1900-09 to 1946-50 

56.5 11.4 40.5 

41-1 13.6 24.2 

60.7 12.1 43.3 

52.6 12.4 35.8 

27.9 15.0 11.6 

23.4 14.2 8.2 

33.6 7.8 23.9 

32.7 7.9 23.0 



CHAPTER 2 

ESSENTIAL GROWTH FORCES 

The assorted statistical and historical evidence 

that has been collected by many investigators indisputably 

proves that dynamic secular expansion characterizes some 

economies and some economic regions, while virtual stagnation 

simultaneously persists in other economies and regions. This 

regional contrast is equally observable in the national sense, 

e.g. the industrial north of Italy as opposed to the inert 

south, and in the international sense, e.g., North America 

and West Europe as opposed to Africa and Asia. There is no 

magic, however, in simple geographic differentiation because 

these general international regions have their Islands of 

contrariness to common trends, such as the Caribbean Archi­

pelago and Spain in the world's leading growth regions, and 

the Union of South Africa and Japan in what had long been 

continents of stagnation. Such phenomena over a prolonged 

period cannot be dismissed as quirks of fate or temporary 

incidents. 

I t i s a l s o demonstrable tnat where r e a l economic 

progress takes hold as a dynamic prooeas that i t somehow 

becomes s e l f - s u s t a i n i n g . In the opposite c a s e , eoonomio 

stagnat ion and even regress ion seem to be s e l f -
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perpetuating. Mo attempt can be made at penetrating the 

mysteries of differential -growth rates before the more basic 

problem of "growth or no growth" is set in some order. 

Eoonomio growth is such an infinitely complex prooess 

that the coexistence of many conditions seems to be neces­

sary.2 Basle growth forces oan be identified as the indis­

pensable dynamic elements among the many neoessary economic 

and non-economic requisite conditions. The insistence on 

recognising the complexity, of factors is that the mere ooour-

renoe of these basio growth forces at any time is no guarantee 

that eecular growth will be set in, train. Without the co­

existence of all the appropriate circumstances it is observ­

able that growth may be a, forward spurt that soon exhausts 

itself and not a self-sustaining secular process. Among 

these conditions are -adaptability in the social structure and 

harmonious, purposeful political control to give a progressive 

lead and stability, i-t is possible for the dynamlea of 

growth to be frustrated, diffused or wasted in an Inappropriate 

1 Ounnar Myrdal - Economic Theory and Under­
developed RegionsJ Duckworth, London, 18i>7, takes this ques-
tion of the inertia of growth spirals and depressed statics 
as a major theme in several chapters. 

2 Harvey Leibenstein - Economic Backwardness and 
economic Growth. John Wiley and Sons, Wow York, 1957, pp. 40-
41, makes a comprehensive summary of the static characteris­
tics of backward economies, the obverse of which must 
generally exist in the dynamic growth economies. 
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social or po l i t i ca l sett ing where status, corruption or in s ­

tab i l i ty prevail against constructive progress.3 

The very complexity of growth elements and the multi­

p l i c i t y of the possible combinations of them in various re la ­

t ive strengths offers-the analyst an almost unlimited choice 

of points of attack in search of a break-through to the deter­

mination of the basic growth es sent ia l s . The variety of 

approaches used in the ever-growing l i terature i l lus tra te s 

the predicament. If an attempt was made to catalogue these 

many possible methods they oould probably be grouped under 

the following approach type heading*:**I) philosophical, 

i i ) h is tor ioal , i l l ) empirical, iv ) theoretical , v) focal 

(by which i s meant here the focussing of attention on pre­

selected major determinants). Actually each of these methods, 

or systems of emphasis; tends to blend Into the others, with 

the overlapping probably most marked for adjaeents in the 

l i s t . A detailed review of the increasingly voluminous 

3 John D. Adler - The Fiscal and Monetary Implementa­
tion of Development Programs* American ficonomlo Review, May, 
1658, Papers and Proceedings - p. 584. "A large portion of 
the death rate of ambitious development programs has been due 
to the lack of l ia i son between the planners, o f f i c ia l and 
unofficial , end the suthorit ics in charge of the f i s ca l and 
monetary po l i c i e s ." 

risi® 4 | n r # f # r P i n g to these alternative approaches as 
systems of emphasis a key feature of economic analysis as a 
general science i s exp l i c i t l y stated. The art of economic 
analysis in connection with any problem i s the proper 
weighting of the variables involved, or the degree of emphasis 
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literature under these categories would occupy at least one 

siseable book, and while it would be a revealing and valuable 

exercise it would not be especially germane for our problem 

since it would provide a rioh background without adding 

directly to its solution. Limitations of space, therefore, 

dictate a fickle sampling of some of the more appealing 

thoughts that the army of scholars have developed in their 

different ways. 

Beginning with the most comprehensive approach sweep-

ingly designed In the broadest of terms, the fascinating and 
5 persuasive discussion by Arnold Toynbee of his concept of 

"challenge and response" as a central dynamic in the growth 

of civilizations, some very relevant conclusions are lndloated. 

Toynbee demonstrates that achievements are not proportionate 

to the lushness of natural advantages enjoyed, but often in 

Inverse ratio. But this argument is saved from reduotlo ad 

absurdum by recognition that the extremity of harsh conditions 

assigned to the respective influencing factors in any situa­
tion. Often violently conflicting conclusions may be derived 
from analysis of the same set of conditions by two or more 
analysts, each being free of bias and objective, simply due 
to the differences in value judgements adopted, causing con­
trasting emphasis. In the present problem this sort of 
shifting weight of emphasis t.ives rise to the several ohoices 
adopted by writers in selection of focal areas of growth, or 
prime causes. 

8 Arnold J. Toynbee - A Study of History. Somervell 
abridgement, cited. 
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can break the strongest spirits and frustrate almost super­

human efforts. The compromise conclusion Is phrased finally 

in terms of a "golden mean" and "enough but not too much". All 

of which strongly implies for the economist that natural cli­

matic, geographical and geological advantages are not in them­

selves the mainspring of progress, and that what is probably 

more important is the real effort put forth by men to utilize 

the potentialities of their environment. It would appear 

that progress is maximised where the degree of effort called 

forth is most intense, beoause the environment doea not yield 

its fruits without a struggle, and yet there must exist suffi­

cient potential of wealth that the challenge is not insur­

mountable. This particular philosophical consideration of 

progress in the widest sense has peculiar importance because 

it crystalizes the too-often Ignored heart of the problem of 

eeonomio progress, that growth is not simply dependent on 

economic criteria but is really a problem of man's readiness 

and eargerness to utilize existing opportunities and make new 

ones in a purposeful search for material betterment. 

To restore a proper balance to these abstract consi­

derations In the context of economic growth a quotation from 

de Jouvenel is appropriate! 

In brief, people are not sufficiently clear as to 
the fact that what we oall "production" can never 
be anything but the processing of natural resources, 
and depends entirely on those natural resources. 
It would be absurd to regard eertain natural resour­
ces as the source of economic development, as its 
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effective cause - as was done by those who declared 
that England became the world's leading industrial 
power because she was carried to that position by 
the wealth of coal in her subsoil) there was coal 
in other parts of the world. But it is permissible 
and salutary to regard natural wealth as a material 
cause, in the Aristotelian sense of the term.6 

Turning attention to eoonomio writers who have expli­

citly dealt with the question of growth forces, a quotation 

from Howard Ellis on prime causes is instructive:' 

Our survey has pointed especially to four moving 
causes: innovation (in the broad sense indicated by 
Sehumpeter); cultural factors, of which the chief 
seems to be political; third, the autonomous factor 
of the "balanced growth"8J and fourth, the increase 
of population in countries not already overpopulated. 

In this same article Ellis imputes to Kuxnets tine 

notion that population increase and espital accumulation are 

the prime movers in economic progress. This may be a fair 

judgement based on ac>;« of the writings of Kusnets but he 

broadens the conclusions elsewhere.* His most generalised 

treatment of the problem lists and discusses the groups of 

processes which he describes as: 

6 Bertrand de Jouvenel - From Political Economy to 
Political Ecology,** in the Eastern Eoonomlst' s Supplement on 
the Problems of Economic Growth, April 26, 1957. 

V Howard S. Ellis -"Conditions and Rates of Economic 
Growth", in Journal of Farm Economics. December, 1955, p. 811. 

& Ragnar Murkae - "Some International Aspects of the 
Problem of Economic Development", in American Economic Review. 
Papers and Proceedings, May 1952. 

9 Simon Kusnets -"Toward a Theory of economic Growth" 
In National Policy for Economic aelfare, cited, p. 58. 
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••••the strands that seem to be woven always into 
the fabric of economic growth and seem sufficiently 
distinct on the surface even though they are basic­
ally interrelated through the factors behind them. 
There are at least five such topics for which there 
are subtheories that eventually should be united 
into one theory of economic growth) population growth, 
growth of the stock of knowledge, long-term proces­
ses of internal adaptation to growth potentials, 
external relations of national units in both co­
operation and oonfliot, and theoretical interrela­
tions among these complexes; and whatever components 
within each can be distinguished. 

Discussing a deliberate approach to the stimulation 

of economic development by the responsible planning authori­

ties, W. Arthur Lewis10 summarises his main thoughts as 

follows I 

When the government of a poor oountry decides to 
try to accelerate economic growth, it needs to 
adopt measures of four kinds: (1) changing institu­
tions and habit a, (2) providing new services and 
commodities, (3) controlling private activities, 
and (4) mobilising finance for development. 

This prescription is noteworthy in that it explicitly 

assumes that no automatic process of economic growth will 

come Into being simply through the creation of the necessary 

pre-conditions for economic growth. In his highly respected 

book, Lewis elaborates this assumption in some detail to show 

that effective development planning is a clear responsibility 

of government and is virtually .essential for continuing 

10 w, Arthur Lewis - Sponsored Growth: A Challenge 
to Democracy* in the Eastern Economist's Supplement on the 
Problems of Economic Growth, April 26, 1957. 



ESSENTIAL GROWTH FORCES 33 

eoonomio development.11 

Meier and Baldwin endorse Lewis' recommendations with 

some changes Of emphasis only: 

Various general areas for government action are 
suggested. First, the government may have to 
establish markets by promoting suitable institu­
tional arrangements* Second, government enterprise 
is needed in those fields where profits are too low 
or the risks are too large to attract private enter­
prise. Third, government enterprise is justified 
in those activities in which, even though they might 
be performed by private enterprise, the results 
would be less satisfactory than those of government 
performance. Fourth, government direction is needed 
to promote external economies, and more generally, 
"balanced growth.12 

Elsewhere Lewis has also underlined another very vital 

aspect of the growth process with the statement: 

The central problem in the theory of eoonomio deve­
lopment is to understand the process by which a 
community which was previously saving and investing 
4 or 5 per cent of its national Income or less, 
converts Itself into an economy where voluntary 
saving Is running at about 12 - 15 per cent of 
national income or more. This is the central problem 
because the central fact of eoonomio development is 
rapid capital accumulation (including knowledge and 
skills with capital). We cannot explain any "Indus Industrial 

11 W. Arthur Lewis - The Theory of Economic Growth. 
Allen and Unwin , London, 1955, presenting views shared by 
United Nations - Measures for the Eeonomio Development of 
Under-developed Countries, New York. 1951, and very posltlvely 
by Qunnar atyrdal - Development and Under-development. Natio­
nal Bank of Egypt, Fiftieth Anniversary Commemoration Lec­
tures, Cairo, 1956, also, with rather different emphasis, by 
Seymour S. Harris - Economic Planning, Knopf, New York, 1949, 
but rejected critically by P. T. Bauer and B. 3. Yamey - The 
Economics of Under-developed countries, Cambridge Economic 
Handbooks - Cambridge Press, 1957. 

12 Meier and Baldwin - Economic Development, op. cit., 
p. 381. 
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revolution until we can explain why saving increased 
relatively to national income. 13 

This key problem of raising the savings-investment 

rate, or in broader terms capital formation and the financing 

of economic growth, has been a central theme of a consider­

able section of the body of literature on economic progress.1* 

No matter what other measures are taken or obstacles are 

overcome In the social, cultural, political or other economic 

spheres there is no solution to generating rising income un­

less there is a satisfactory rate of savings and investment, 

or substitute capital supply from foreign sources. 

The essential contributing factor of a high marginal 

rate of savings Is prominent in Adler's considerations as 

well, but he also develops another important factor that is 

seldom explicitly analysed. With regard to the availability 

of resources, the size of the market, and the technological 

13 W. Arthur Lewis - Economic Development with Un­
limited Supplies of Labour, Manchester School. May. 1954. 

1« As significant representative writings, see Ragnar 
Nurkse - The Problems of Capital formation In Underdeveloped 
Countries, Oxford Univ. Press, 1955: U.N. - Domestic Finan­
cing of "Eeonomio Development. New York, 1950: Charles Wolf 
and Sydney u. Sufrln - Capital Formation and Foreign Invest­
ment in Underdeveloped Areas, Syracuse Univ. Press. 1955: 
Capital Formation and Economic Growth - National Bureau 
Committee for Economic Research, Princeton Univ. Press, 1955, 
especially the contributions by luznets, Goldsmith and 
Rostow: A, K. Cairncross -n^he Place of Capital in Economic 
Progress**- in Economic Progress, edit. L. Duprlez, cited. 
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and organizational interaction of various industries, he 

lays stress on the Importance of external economies to lower 

costs. Increase productivity and stimulate income growth, in 

these words: "If the rate of economic growth of underdeveloped 

countries is to be accelerated, main reliance has to be 

placed on the creation of external economies through the 

availability of social overhead capital".15 Which thought 

also links back with the one earlier mentioned concerning 

the role of government and the neoessity for planning. It 

should not be an unexpected result that as more additions 

are made to the list of growth determinants and stimulants 

so will the uniqueness of these factors pale and their mutual 

interdependence become more apparent. 

Since the provision of social overhead capital, often 

a basic requirement of further economic growth or develop­

ment, is frequently beyond the means of underdeveloped coun­

tries, trapped by the vicious circle of poverty which en­

forces a low rate of savings and investment, there is almost 

invariably initial dependence on foreign capital supply.1 

15 John D, Adler - The Fiscal and Monetary Implemen­
tation of Development Programs, op. clt., p. 590. 

18 U.N, - Methods of financing Economic Development 
In Underdeveloped Countries Iwlth contributions from F.U.A., 
IBRD, and ILO), New York, 1949, and many other U.N. and 
private publications. 
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This raises two highly important issues. As the many prota­

gonists of the thesis that given adequate supplies of capital 

the process of eoonomio development will take root anywhere 

and allow theae countries to realise their full potential 

argue, the actual flow of foreign capital, both private and 

institutional or governmental, is woefully inadequate for the 

needs of these capital starved areas. One can easily take 

issue with these one-eyed extremists and demonstrate that in 

many instances the underdeveloped countries have not the 

absorptive oapaelty, in terms of Institutional readiness, 

internal stability, and especially entrepreneurial and tech­

nical skills, to utilise investment oapltal in greater volume 

for efficient productive purposes.17 A second equally impor­

tant question of debt carrying capacity has been largely 

ignored because of its intrleate nature and the inaccessibility 

of the pertinent statistics upon which its resolution depends. 

Only very recently has the Research Staff of the International 

Bank for Reconstruction and Development filled this gap by 

coming to grip8 with the inescapable problem of the debt 

carrying capacity of debtor countries related to their 

existing domestic and foreign indebtedness, levels of income, 

rates of savings snd balance of payments structure, with due 

IT Calmeross -"The Place of Capital In Economic Pro­
gress/ op. cit.; and C.N. Vakll and P. B. Brahmanand -"Techni­
cal Knowledge and Managerial Capacity as Limiting Factors on 
Industrial Expansion in Underdeveloped Countries'- in Economic 
Progress, edit. Duprles, cited. 
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regard for expansiveness and f l e x i b i l i t y of a l l t h e s e . 1 8 

Gauging the cap i ta l absorptive oapaclty of a country by c r i ­

t e r i a of debt-income r a t i o s may smack too much of nard headed 

finance but i t i s r e a l i s t i c economics. Fortunately t h i s de­

terminant does not se t a l i m i t to the actual cap i ta l supply 

beoause other internat ional lending channels e x i s t to supple­

ment the supply of hard loans with soft loans and g r a n t s - i n -

aid, l i k e the Colombo Plan, the U.S. International Coopera­

t i o n Administration and the new Development Loan Fund. 

One other writer who g ives e x p l i c i t a t t en t ion to the 

Importance of the rate of saving but combines i t with other 

s i g n i f l c s n t requirements for the i n i t i a t i o n of a continuous 

growth process i s W. W. Rostow. He b r i e f l y summarises h i s 

own viewpoint a s : 

For the present purposes, the tatce-off i s defined 
aa requiring a l l three of the fo l lowing r e l a t e d 
condi t ions : (a) a r i s e in the rata of productive 
investment from (say) 5 per cent or l e s s to over 
10 per cent of national inoome (or net National 
Product); (b) the development of one or more substan­
t i a l manufacturing sec tors , with a high rate of growth; 
(e) the ex i s t ence or quick emergence of a p o l i t i c a l , 
s o o i a l and i n s t i t u t i o n a l framework whicn e x p l o i t s 
the impulses to expansion in the modern sec tors sad 
the po ten t ia l external economy e f f e c t s of the take­
of f and g ives the growth an on-going character .18 

18 Debt Servicing Capacity and Postwar Growth in Inter 
nat ional Public Indebtedness - hiconomic Staff of the I n t e r -
nat ional Bank, prepared by Dragoslav Avramovic, August 27, 
1957, a conf ident ia l report not for public use . 

19 i . w. iiostow -"The Take-Off i n t o Self Sustaining 
Growth", i n The Eeonomio Journal, March, 1956, a lso in h i s 
book, The Process of iiiconomlo ilrowth, W.a, Norton & Co., New 
York, 1952, He was exploring s imilar but l e s s prec i s e not ions 
i n the various "propensi t ies" . 
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In this sample survey of the variety of theories and 

areas of emphasis in the ample literature it would be a 

serious omission to neglect the direct attack that Professor 

Spongier hss made on the central problem of this chapter, 

which he presents in the following manner: 

The footers affecting eoonomio growth, being mani­
fold in quantity and quality, may be variously 
subdivided. (1) They may be subdivided into 
(i) faotors whleh operate relatively directly 
end immediately upon various indices of eeonomio 
growth and (ii) faotors which operate upon these 
mediately and indirectly through the medium of 
factors Included in (1). (2) They may be sub­
divided into (1) relatively constant factors, such 
as climate, which merely condition or constrain 
growth) (ii) factors such as the relative "fulness" 
of employment, increases In which, being possible 
only up to a point, can exercise only a limited 
and non-continuing influence upon eeonomio growth; 
and (ill) factors such as improvements in techno­
logy and increases in the stock of capital which, 
being susceptible of continuing augmentation, may 
continuously push certain growth indioes upward. 
(3) While still other subdivisions are possible, 
they will not be utilized in this essay.20 

**e then goes on to describe several of the more Impor­

tant direct determinants of economic growth, through which 

the state and sooial structure influence growth indirectly. 

The first determinant is the rate of increase in output per 

worker whleh is dependent. In an indeterminable relationship, 

on the rate of Increase of productive equipment. Any 

*° Joseph J, Spongier -"Social Structure, The State, 
and Seonomie Growth", In Economic Growth: Brazil, India, 
Japan. Editors, Kusnets, Monro and iipengler, Duke Univer­
sity rres8, Durham, N.C., 1955. 
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immutable proportionality between income and wealth cannot 

be established. The second determinant is the amount of 

investment made in individuals for health, general education, 

teehnieal training and general well-being, whleh conditions 

the individual'a eapaeity for increasing output. Ho con-

eludes that international differences in personal investment 

appear to be responsible In a significant degree for Inter­

national differences in per capita income. The third deter­

minant is the rate of shift of productive population from 

agricultural to secondary and tertiary Industry.21 This is 

particularly true when it entails the transference of under­

employed labour out of agriculture In overpopulated coun­

tries.22 Naturally this process reaches a point of dimi­

nishing returns when the marginal output of the last worker 

transferred was equal in agriculture or in secondary indus­

try. The fourth determinant is the labour input, which 

depends on the size, efficiency and industry of the working 

force, the hours worked per week and the degree of avoidance 

of unemployment or underemployment, and it might be mentioned 

•aaHaaaaMaaMaaaaaaaaaaNnMBjIaaaMaaaBPNMI 

21 Colin Clark - Conditions of Eoonomio Progress, 
prev. cited bears this out with detailed statistical data, 
in faot it might be termed his central theme. 

2 8 Ragnar ffurkse - Capital Format!on in Underdeveloped 
Countries, cited, is responsible for directing attention to 
the importance of underemployment in agricultural communi­
ties as a wasted asset. 
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of work stoppages arising from political, social or Industrial 

disputes. The fifth is the level of technology and Its rate 

of improvement. r±ne sixth is the supply of entrepreneurial 

skill and the freedom to use these skills. Finally, he also 

discusses population growth as a direct growth factor, slways 

in terms of aggregate income and generally stimulating some 

rise in per capita Income, although recognition is given to 

the diffusion and retardation influences of an overly rapid 

rise in population. 

Under indirect determinants, Spengler discusses only 

some factors. Among these he includes: (1) human values that 

influence goals and the measure of effort put forth) (2) ins­

titutions! circumstances facilitating or impeding the accumu­

lation and diffusion of scientific and technical knowledge; 

(3) laws and Institutions relating to contract, property 

holding, taxation, market organization for goods and faotors 

of production. All of which he shows are closely related to 

the cultural patterns of a country. 

Separately he discusses the involved question of the 

role of the state, which clearly differs as the structure 

and ideology of the state varies. Then he turns attention 

to the role of social structure in influencing economic 

growth, dealing with sociological problems of individual and 

collective action, status and sooial mobility, forms and 

goals, all of which have considerable bearing on the 
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wi l l ingness and capacity to accept change and achieve improve­

ment. 

Leaving Spongier, but not h i s ideas , i t i s an appro­

pr ia te place to give a t t en t ion to the more or l e s s d e f i n i t e 

statements of F. C. Mi l l s , whose comments in some senses com­

plement t h i s ana lys i s while s t re s s ing the e s s e n t i a l determi­

nant of the rate of product iv i ty , which i s a oomplex of a l l 

fac tors covered by Spongier. The central doctrine expounded 

by Mill8 i s contained In th i s passage: 

Economic resources may be used for maintenance, 
for defense, or for material progress . Maintenance 
includes the support of the population (which may 
be a growing population) at an es tabl i shed consump­
t i o n l e v e l and the f u l l upkeep of an e x i s t i n g atock 
of c a p i t a l equipment Economic progress i s 
pos s ib l e when there i s a margin of output over and 
above the needs of maintenance and defense 
The aggregate phys ica l output may be expanded by an 
increase in the input of human e f for t or by an 
increase in output per uni t of labour i n p u t . 2 3 

<?his Idea i s a l so neat ly captured by Professor Raul 

Preblsch of the Eoonomio Commission for Latin America who 

l i n k s product iv i ty with savings i n h i s simple statement: 

"The margin of savings depends u l t imate ly upon the progres­

sive increase of labour product iv i ty" . 2 * 

2 3 F. C. K i l l s - Productivity and Economic Progress. 
Occasional Papers 38, National Bureau of Economic research, 
Inc . , New York, 1952, pages 2 - 3 . 

24 Raul Preblsch - The Eeonomio Development of Latin 
America, and i t s pr inc ipal problems, United Nations. Lake 
Success, 1950, p . 37 . 
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Frebisch also directs our attention with persuasive 

emphasis to industrialization as another growth essential, a 

thought given ample recognition by many other writers as well. 

Industrialization has already been Included as a specific 

growth force in the remarks quoted from W. W. Rostow, in 

which "the development of one or more substantial manufac­

turing sectors, with a high rate of growth", was stated as a 

requirement for the take-off Into self sustaining dynamic 

growth. It also enters as a significant determinant in Spon­

gier1 s approach, the rate of shift of productive population 

from primary to secondary industry. Frebisch explicitly 

makes his ease for industrialization, while in countless 

ether writings it is implicit in the prescription of the 

neoesslty for intensification of capital formation and rising 

productivity* The allure of industrialization is probably 

contained In the prevalent but usually undefined conviction 

that W. W. Rostow has explored elsewhere in a provocative 

article, that: "In some meaningful sense, over-all growth 

appears to be based, at oertain periods, on the direct and 

indirect consequence of extremely rapid growth in certain 

particular key sectors."2* Certainly economic planners 

around the world are devoted to the conviction that rapid 

25 W. W. Rostow - "Trends in the Allocation of Re­
sources in Secular Growth", In Economic Progress, Edit. 
L. H. Purples, cited, p. 370 
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growth can only be accomplished if manufacturing Industry is 

promoted as the key sector, in* logic of the Lenin-Stalin 

persuasion that economic strength and prosperity can be 

measured by and must be based on electrification, the pre­

requisite of industrialization,26 is irresistible to all who 

seek the positive road of progress by state action either 

through force or persuasion. 

Obviously industrialization must claim an important 

place among the key determinants of economic growth. The 

feet that all the advanced and richer oountrles are highly 

Industrialised is in itself sufficient proof. The amount of 

attention devoted to this aspect of economic progress is 

impressively Indicated by the listing of 2290 separate titles 

of books, reports, monographs, and essays in the United 

Nations1 Bibliography on Industrialization in Underdeveloped 

Countries.27 Partly because of its recognized and well 

publicized importance, but also because a more detailed exa­

mination of its place in the growth process will be made 

later in Fart II, this generator of progress will be passed 

by with only this casual attention in this chapter. 

The foregoing survey of growth determinants may by 

26 Maurice Dobb - Soviet Planning and Labour, in Peace 
and War, International Publishers, New York,1943. 

87 United Nations - Bibliography on Industrialization 
in Underdeveloped Countries^ Lake Success, 1956. 
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this time have evoked a feeling of critical protest in the 

reader on the grounds that what has actually been done is to 

probe in a variety of directions for the dynamics of eoonomio 

development, whioh is not the same thing as investigating 

the dynamic process of economic progress. Up to this point 

the literature has been skimmed for specific prime causes 

that may establish a self-sustaining basis of economic growth 

where static stability, or retarded stagnation, has existed 

before. This approach has not been the simple consequence of 

parroting the popular treatment of the problem. As an analy­

tical method it is logically justified. Only by the compa­

rative examination of advanced countries enjoying the benefits 

of secular expansion and of underdeveloped countries in sta­

gnation can it be determined what factors and forces are pre­

sent in the one group and absent in the other. By this 

means the dynamic growth forces can surely be identified. 

Even after isolation of the key determinants of "growth" or 

"no growth", attention is fooussed on the underdeveloped 

eoonomies beoause empirically these growth forces are effective 

generators of progress in the advanced economies, but it is 

still not certain that their Implantation in the stagnant 

setting will automatically promote a self-sustaining growth 

process. Secular progress is such an involved manifestation 

of complex forces, both eeonomio and non-economic, that is 

still remains to determine what combination of conditions in 
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what balance is required for the transformation from stagnation 

to progress in terms of both prime causes and necessary res­

ponses. This difficult question has certainly not yet been 

satisfactorily answered in the foregoing pages. Evading this 

ehallenge for the'moment. It does seem necessary to give some 

overt attention to the dynamics of growth in advanced econo­

mies. ^ : 

°*4 Essentially all the growth forces identified so far 

plainly do exist in the expanding economies of the world. The 

proportionate strength of such key determinants as savings-

Investment - income ratios, ratss of population'growth, plan­

ning end political management, education advance and social 

responses, balance and adjustment among the parts, varies 

greatly among the expanding economies. But then, too, so do 

the comparative growth rates. By implication there should be 

an optimum combination of growth factors and circumstances. 

Tot,': it is ̂ probable that the creation of an optimum growth 

model88 would be an elegant academic abstraction with little 

relevance to reality, beoause there is no uniformity in growth 

potentials, for both economic and sooial reasons* 

It is sufficient for the purposes of this chapter to 

lay some stress on innovation, the growth force that only 

ea? 28 T. Haavelmo - A Study In the Theory of Eoonomio 
Evolution (Contributions to Economic Analysis 3), Amsterdam, 
Worth Holland Publishing Company, 1954. 
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claims prime importance in industrialised societies, and pro­

bably has pre-eminent importance only when a satisfactory 

rate of savings-Investment is achieved* In an advanced Indus­

trial society, once the natural advantages offered in the 

opportunities to exploit existing resources have been utilized 

fully, a practicable diversification has usually taken place. 

This should result in a productive structure that makes the 

best economic use of factors of production with regard to 

opportunity costs. Also, the scale of production in respect­

ive industries and sectors will hsve been pushed to the opti­

mum rate in relation to the extent of the market. Investment 

then would find appropriate application only in the mainte­

nance of the stock of fixed capital, or normal replacement 

investment. This would serve to maintain income, If consump­

tion is sufficiently high and idle savings are not accumulated. 

<*ere is a picture of high Income stagnation. The only re­

maining dynamic element in the economy would be by extension 

of the market at home through population increase, or possibly 

abroad through increasing income and import demand. However, 

a high rate of investment empirically has been possible, 

giving rise to ever growing productive capacity and real 

national income in such advanced societies through the autono­

mous investment possibilities contingent upon a constant 

stream of innovation, allowing a changing and expanding 

economy. Adaptability, the desire for change and progress, 
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increasing technical knowledge, venturesome entrepreneurs, 

and conducive political and social conditions are requisites 

for innovation in these advanced economies, even as they are 

in different forms for investment generally in the under­

developed economies.29 

Strictly speaking, we have not solved the sticky pro­

blem of assessing the weight of impact of growth forces either 

in the underdeveloped or the advanced economies. Identifica­

tion has been made of the leading determinants of the expen­

sive Impulse, that in a proper setting do seem to take hold 

and beoome self-sustaining for secular progress. But what is 

meant by "a proper setting" has not been defined with any 

precision, and probably cannot be, If for no other reason 

than that no two sets of circumstances, physical or cultural, 

are comparable, so that the operative strength of the determi­

nants must be different as these conditions of the eoonomio 

29. j.A. Schumpeter - The Theory of Economic Develop­
ment, Cambridge, Mass Harvard University Press, 1934. 

R, F, Harrod - Towards a Dynamic Economics -
London, Maomillan and Co. Ltd., 194B. 

E. D. Domar -"Capital Expansion, Rate of Growth 
and Employment/ Econometrics, April 1946. and'Expansion and 
Employment," American Economic Review, March 1947-

J. h. Hicks - A Contribution"*to the Theory of the 
Trade Cycle. Oxford, The Clarendon Press, 1950. 

" 0. Hamberg - Economic Growth and Instability, 
New York, W. W. Norton and Company, Inc., 1956. 

These works have developed, elaborated and refined 
the concept of autonomous investment related to innovations 
as the key dynamic in an advanced industrial economy, not 
only as the prime growth force but as key variant over the 
trade cycle. 
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environment vary. For those defenders of tne faith who may 

protest that these statements under-rate the fine exactness of 

the reputedly sophisticated understanding of economic pro­

cesses achieved by modern practitioners of the arts of ana-

lyais, tiie author in his turn protests that we delude our­

selves if we pretend to have really grasped the dynsmlos of the 

short term cycle. Complete understanding would permit de­

pendable prediction within tolerable margins of error, which 

in turn would provide almost Infallible grounds for suitable 

policy delineation. Our understanding is gradually impro­

ving, but we still fall in attempts to detect and project 

the consequences of dynamic economic interrelations in terms 

of time, intensity, and proportions. Having failed to pene­

trate the economic complex of the short run growth spurt, it 

would be not merely audacious but presumptuous to profess 

detailed appreciation of the qualitative and quantitative 

complications of the long run process of secular expansion. 

The characteristics and the general conditions can be grasped 

piecemeal, aa the authors quoted in this chapter have done 

very ably. But, aa they all admit, an integrated theory of 

growth is not yet attainable. This being so no direct answer 

to the question of how to achieve a specified rate of growth 

over a continuous period, regardless of the particular condi­

tions prevailing, will be attempted here. The best that can 

be hoped is that the following chapters will contribute some­

thing to the elucidation of this fundamental problem. 
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Part ly in r e i t e r a t i o n of the several condit ions of 

progress , and part ly to demonstrate i n another way the com­

p l e x i t y of the matter, an a l t ernat ive approach to c l a s s i f y i n g 

and appraising these growth forces might be indicated b r i e f l y . 
At would be r e p e t i t i o u s to evaluate in d e t a i l the nature and 

s ign i f i cance of these elements of progress , whleh surely must 

be the old forces wearing new l a b e l s only . Tola a l t ernat ive 

p o s s i b i l i t y i s to group the indiv iduals comprising the econ­

omic s o c i e t y according to t h e i r major r o l e s i n economic l i f e , 

admitting that the indicated groups are never mutually exc lu ­

s i v e , and study them f o r a t t i t u d e s , motivation and responses 

serving to stimulate or retard economic growth under a variety 

of circumstances. The auggested groups would be: consumers, 

and producers, subdivided as workers and entrepreneurs; sa­

vers and inves tors ; innovators and fo l lowers; government, as 

policymaker and administrator; s o c i a l , I n s t i t u t i o n a l and 

r e l i g i o u s groups; and f i n a l l y man as a se l f -propagator . 

Referenoe might be made to one f ina l system of c l a s s i ­

f i c a t i o n of growth forces , according to whether they are 

endogenous or exogenous. This i s a s i g n i f i c a n t approach to 

the oantral problem because i t sheds l i g h t on the degree to 

which any country, underdeveloped or advanced, may susta in 

the momentum of i t s own economic growth s e l f - r e l i a n t l y , and 

perhaps automatical ly . Within the group of endogenous factors 

and forces would c e r t a i n l y be included the supply of a l l 



ESSENTIAL GROWTH FORCES 50 

fsotors of production, including natural resources, although 

the utilization of these factors is the reflection of nume­

rous direct and indirect causes, several of which may be 

considered as exogenous. Back of this is the broad basic 

situation embraced in the economic geography of any country. 

Other main endogenous elements are, in an essential sense, 

the rate of population increase, the rate of domestic savings 

and investment, and social adaptability. Turning to exoge­

nous forces it is easiest to think of these as all those 

growth Influences which are borrowed, like taste, techniques, 

competitive dissatisfaction and the will to seek change, and 

foreign capital, aid and guidance of every kind. In addition, 

there are the always present exogenous influences arising 

out of international relations, mainly commercial. These, 

of course, vary in strength depending on the foreign trade 

coefficient of each country, but are reflections of the terms 

of trade, the rate of market growth for exports, and in con­

sequence the capacity to import as reflected in the balance 

of International transactions. This classification of growth 

forces as endogenous or exogenous would undoubtedly falter 

over some areas of prime cause that would refuse to fall 

neatly Into either category, being either indirect in origin 

or chain of impact, and could only be called neutral forces. 

Similar to those that are indefinite as to origin, are 

others whleh are imprecise as to time, being evolutionary 
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In origin and application, and these too should bo called 

neutral* 

The only safe general conclusion is that regardless 

of what approach is used to determine essential growth foroes, 

or whatever system of classification may be adopted, no 

clear and precise pattern of causes and results will emerge. 

The factors involved are many and infinitely complex in 

their interrelationships. As stressed before, no two oases 

are Identical either in economic or non-economic terms. 

This does not mean that the various aspects of the problem 

defy understanding, l.vut it does mean that the number of 

possible cases is almost limitless, which does prevent the 

inclusion of all within any conoeivable formula or law of 

economic growth. 



CHAPTER 3 

POPULATION AND GROWTH 

In the preceding chapter population increase has 

been identified aa a major growth force. However, in 

Chapter One the statistics showed that countries swarming 

with teeming hordes are not generally the richest. In fact, 

those countries that have had the highest rate of population 

growth during the twentieth century are at the lower end of 

the income spectrum. Even when the national Income rise la 

at a healthy annual rate, the dissipation effects of a high 

rate of population growth results in a low rate of per 

capita income growth. Admittedly aggregate growth is posi­

tive growth. Also comfort may be taken from the fact the 

worst of the Malthusian forebodings have not come to pass. 

But is it enough to be able to tread water hard enough to 

keep the people's heads barely above the water line of sub­

sistence? 

The evidence is regrettably sparse in precise 

1 Malthua - An Essay on the Principle of Population 
(1798). Even today it Is necessary to repeat that the 
First Essay contained his pessimistic statement of the 
case and that in the Second Essay (1803) the possibilities 
of expanding population along with increasing standards of 
living and thus economic growth entered his theories. 
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statistical terms for the heavily populated, poor, under­

developed oountrles, but what there is contains mixed impli­

cations. There are indications that population is not a 

pure growth foroe; that in addition to the income dissipation 

effects there may be positive retardation effeets wasting 

and annulling some of the eoonomio progress otherwise 

attainable. It is these mixed implications which must be 

given serious consideration if growth paths are to be pro­

jected and International interactions are to be understood. 

The population dilemma, whleh is the diffusion of 

national income gaina among an ever increasing population to 

restrict the improvement in living standards, is peculiarly 

associated with the problems of economic development. In the 

advanced or economically developed countries the population 

dilemma disappears, almost axiomatically. By attaining a 

sufficiently high rate of expansion, the widening market and 

increasing supply of labour are positive benefits of popula­

tion growth more than off-setting the income dissipation 

consequences, despite the worries expressed by organized 

labour in protest against easy immigration policies. Also, 

in advanced countries the populstion growth rate has become 

attuned to eeonomio circumstances.2 The statistics cited 

2 H. H. VIHard - Some Notes on Population and 
Living Levels," Review of Economics and Statistics, May, 
1955. 
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In Table I , Chapter 1, are not absolutely conclusive as empi­

r ica l evidence but they do show unmistakable correlation 

between population trends and rates of economic expansion 

for advanced oountrles. The empirical evidence supports the 

sociological logic of responses of urbanized, l i t era te people, 

among whom family formation i s at least as much deliberately 

planned as i t i s accidental . 3 I t seems to be a fair premise 

that any tendency to stagnation among the richer, more ad­

vanced oountrles would result in an increasing hard core of 

structurally unemployed, a probable withdrawal of women from 

the labour force and consequently a reduction in the number 

of family units budgeting on double income, a virtual end to 

overtime earnings and supplementary job income, a l l of whleh 

would combine to dampen expectations of ever widening con­

sumption horlsons, and this would have an inevitable impact 

on the size of the planned family unit . Plainly stated, the 

rate of population increase would be arrested, or at least 

slowed down. In underdeveloped, overpopulated countries, 

persistent and even increasing rural underemployment, or 

disguised unemployment,'" never has acted as a check to the 

3 Dennis H. Wrong -"'£j&nto 4fi Claws, F e f t U l t g JLn,., 
•astern Nations." C.J.E. P .3 . . May 1950. 

• Ragaar Hurkae - Problems of Capital formation in 
Underdeveloped Countries, o i ted, popularised this concept in 
the l i terature , although Alfredo Navarreto Jr. and Ifigenia^M. 
do Navarrete ln'underemployment In Underdeveloped Economics; 
International Eoonomio Papers of The International Economic 
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growth of population, and it la in these countries that the 

population dilemma is acute. 

The economist has no easy task arriving at a defi­

nite position in regard to population trenda and projections 

because these are shaped by the particular tradltlona, habits, 

customs, religious influences and other sociological circum­

stances peculiar to the particular cultural pattern.5 Popu­

lation questions can never be treated adequately in purely 

eeonomio terms. Basically this is the demographer's field 

and the most tempting way out of this complex set of problems 

for the economist is to withdraw gracefully and leave it to 

Association. No. Ill, The MaoMillan Company, New York and 
London, 1953, p. 235 attributes its origin to Joan Robinson, 
Essays in the Theory of Employment, 2nd edition, London, 
1947, p. 52. The reality of disguised unemployment existing 
on a large scale, in the usual sense of sero or less than 
ŝero marginal productivity, is disputed by Jacob Viner -
Stability and Progress: The Poorer Countries' Problem," in 
Stability and Progress in the World Economy, edited 
D, C. Hague, MaeMlllan and Co., London, 1958, p. 50, while in 
the attendant discussion the concept was defended by Profes­
sor C. N. Vakil, p. 67, and Professor Ragnar Nurkse, p. 70. 

5 Woytinsky, W. S. and Wotinsky, E. S. in World Popu­
lation and Production. Trends and Outlook - the Twentieth 
Century Fund, New York, 1953, in chap. 7, pp. 241-262, 
clearly demonstrate the uncertainty and conflict in methods 
and views associated with attempts to ascertain population 
trends and make projections and forecasts, which must allow 
for a spread between high and low estimates to have practical 
value, which method was sdopted by Roysl Commission on 
Canada's Economic Prospects - Pinal Report. November, 1957, 
Ottawa, Canada, pp. 97-106, and with greater explanation in 
Output, Labour and Capital in the Canadian Economy, chap. 4. 
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the demographer. However, the economics of population can­

not be dismissed by abandoning the responsibi l i ty for i t s 

understanding to other discipl ines , because population la 

another generic description of society, the very stuff of the 

economist's problems. People are producers, as entrepreneurs 

or workers, they are consumers, and they are investors. 

Abstract terms, l ike factors of production, and extent of 

the market, are simply dehumanized descriptions of popula­

tion in economic terminology with restr ic t ive qualitative and 

quantitative oonnotations. Population, then, i s both the 

beginning and the end of the economist's task and there can 

be no deep understanding of either the structure of an eco­

nomy or the motivation of economic action that does net 

reach back into the confusion of sociological patterns . 9 

There i s absolutely no escape from the obligation to deal 

with this most unyielding of matters in any treatment of 

growth problems, for people are the only real generators of 

economic change, the source of dynamics. 

Since population la such a many natured beast, It 

cannot be ful ly considered in the great variety of ways re­

quired for adequate un derstanding in any brief discus-

6 Margaret Mead, Cultural Patterns and Technical 
Change, UNESCO, 1952, reprinted as Mentor Book, New York, 
lv66Y 
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s ioa . The limited approach used in this ohapter wi l l be 

restr ic ted to two main questions: 1} consideration of the 

significance of population growth as a prime element in the 

prooeas of economic growth, a question carried over from the 

previous chapter; 2) the Influence of population on the rela­

t ive rates of economic growth as i t affects International 

comparisons of leads and lags . 

Population as a Growth Factor 

The most basic generalisation specifying the real 

significance of population as a growth factor Is offered by 

Belshaw.8 

Output in an economy is a function of the also and 
efficiency of the labour force, and of the size 
and quality of the stock of wealth which it uses. 
Wealth consists of capital and natural resources. 
The primary determinants of growth are an increase 
in the labour force and In the stock of capital, 
and innovations which improve the quality of labour, 
oapltal or organisation. 

7 Woytinaky and Woytlnsky, op. clt.. best treat the 
subject in all its complexity. 

United Nations, The Determinants and Consequences of 
Population Trends, Population Studies, No. 17, Mew York, 
1953, contributes enormously to an understanding of the 
relationships between population changes and social and 
economic conditions, statistically, and analytically and in 
a comprehensive review of the literature. 

8 Horace Belshaw,"Population Growth and Levels of Con­
sumption In New Zealand", The Economic Record, Vol. XXXI, 
Ho. 60, Hay 1055, p. 2. 
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In elaborating this statement, Belshaw points out that while 

levels of consumption rise with growing population it is not 

a necessary oonsequence, for the improvement in the rate of 

rise of consumption might have been greater with a slower 

rate of population growth. This approach to the question 

has the merit of clearly stating: i) that population increase 

is a positive growth generator, 11) that it is not an auto­

matic and independent growth generator. 111) that economic 

growth in per capita income terms is not always positively 

or proportionately responsive to population increase. Due to 

a concentration of attention on direct oonsequenoes without 

regard to secondary effects of population growth, the con-

elusions tend to be over simplified. 

Another excellent statement of the essential conside­

rations oomes from Spongier; 

The population problem usually arises because labour 
is not the only economic factor of production and 
therefore not all output is imputable to labour. If 
labour were the sole factor of production and there 
were no economies of scale, the population problem 
would not manifest itself until the amount of space 
available per head had begun to prove inadequate. 
Even given economies and diseconomies of labour 
organization, per capita output would tend to in­
crease until the labour force had reached a size 
commensurate with full realization of the net econ­
omies of labour organization; beyond this point 
diseconomies would outweigh eoonomies of organiza­
tion and per capita income would decline until It 
had descended below the level deemed desirable, 
given the size of the population. Not all output 
is Imputable to labour, however. Only in the neigh­
bourhood of 80 per oent of net output is attributable 
to labour in various forms, the balance being impu­
table to the nonhuman productive agents utilized 
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jointly with labour. The population problem oomes 
into being, therefore, because the stock of these 
agents available for use with labour becomes too 
small. 9 

Disregarding momentarily the fact that a large or 

rapidly growing populaUon entails complex problems, it can 

be stated that human resources are the most important single 

factor of production and therefore the prime economic asset. 

Natural resources would be valueless without labour to exploit 

them and conaumers to utilize their product. Capital would 

not be generated without the human acts of production, saving 

and investment. Taking Spengler's statement of the relative 

importance of labour in the productive processes as respon­

sible for 80 per oent of net output, and the initial simpli­

fying assumption of this paragraph, it might be expected 

that there should be a direct proportionality between total 

output and total population. While this result does not hold 

in reality, for the reason stated and others that must be 

considered presently, there is perhaps a message of hope for 

those oountrles confronted with a population problem in such 

an unsophisticated conclusion. It may well be that the truly 

relevant problem for heavily populated, underdeveloped coun­

tries is how to realize the potential of this major productive 

agent and turn a burden into the asset it should be. 

2 Joseph J. Spongier, "The Population Problem: Dimen­
sions, potentialities, Limitations", American Eeonomio 
Review, Vol. XLVI, No. 2, May, 1956, Papers and Proceedings, 
p. 338. 
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The promise of this simple approach Is, however, not 

easily realized. A well reasoned study of the United Nations 

succinctly points up the critical difficulties: 

In any analysis of the eoonomio effects of the size 
of populations and changes in their rates of growth, 
it is neoessary to keep in mind tne fact that con­
sumption is involved no less than production. 

The implications of change in the number of produ­
cers depend upon the relationship between population 
and the other factors of production, land and capital. 
Where land resources are abundant in relation to 
population, it is the fact that the number of produ­
cers is small that is likely to constitute an obsta­
cle to industrialization. Many of the countries 
that have experienced a fairly rapid rate of indus­
trial expansion in recent years - Argentina, Austra­
lia, Canada and the Union of South Africa, for 
example - have been those In which population growth, 
whether by natural increase or by immigration, has 
contributed to a better use of natural resources. 
The resultant increase In production gave rise not 
only to an increase in Incomes, and hence in the 
demand for manufactures, but also to an increase in 
the margin of savings, and hence in the capacity to 
invest in industrial plant. 

The advantages of an increasing population, however, 
can be realized only if the volume of investment is 
sufficient to supply the growing labour force with 
an increasing per capita amount of productive equip­
ment so that average output can be raised, in a 
country with a low per capita level of income and 
a severe shortage of capital, rapid natural growth 
of population tends to add to the difficulty of 
saving and investing enough to achieve this result; 
for in such circumstances, a large part of the new 
capital formed each year is pre-empted for the 
working equipment, education, housing, health ser­
vice and so forth required merely to maintain the 
existing level of espital assets per person, before 
anything becomes available for new industrial invest­
ment. Consequently, excessively rapid growth of 
population may hinder the industrialization sven 
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of a country with r e l a t i v e l y abundant land and 
other nstural resources .10 

The main complicating i ssue so e f f e c t i v e l y e s tab l i shed 

in the quoted s e c t i o n i s the importance of factor proportions, 

whioh was a l so s tressed by Spongier. Underpopulated coun­

t r i e s encourage immigration because: i ) natural reaources are 

r e l a t i v e l y p l e n t i f u l and under-ut i l i zed; i i ) larger popula­

t ion permits economic i n s t a l l a t i o n and e f f i c i e n t employment 

of s o c i a l overhead c a p i t a l ; l i l l ) a larger body of consu­

mers widens the market, permitting economies of s c a l e , 

greater s p e c i a l i z a t i o n , and r i s i n g produc t iv i ty .* 2 The a n t i ­

t h e s i s of t h i s s i tua t ion i s the overpopulated country where 

the disproport ionate supply of the one f so tor , labour, com­

bined with r e s t r i c t e d labour mobi l i ty and obvious market Im­

perfect ions prevents more e f f i c i e n t techniques of production 

and higher p r o d u c t i v i t y . 1 3 This s i t u a t i o n i s a complex of 

economic and sooia l reasons on both the s ides of cause and 

10 United Nations, Processes and Problems of •indus­
t r i a l i z a t i o n In Under-Developed Countries, New York, J955. 
p . 15 . 

11 W. Arthur Lewis, The Theory of Economic Growth, 
George Allen and Unwln Ltd . , London, 1953, p . 811. 

1 2 I b i d . , pp. 323-324. 

13 R. s. Eokaus, "The Factor Proportions Problem in 
Underdeveloped Areas", American Eoonomio Review, Vol. XLV, 
No. 4, September, 1955. 
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effect. The question Is cogently put by Professor Viner: 

"The most obvious cause of regional poverty is a regional 

scarcity of productive resources relative to population."!* 

The question of faotor proportions and the relative 

importance of population, as labour force and consuming mar­

ket, has many complicated ramifications that can be dealt 

with more effectively in the second section of this chapter 

when the lead and lag effects of population on differential 

International growth rates is considered. For the moment the 

point under consideration is the real importance of popula­

tion increase as a dynamic factor in the process of economic 

growth. This redefinition of the immediate centre of atten­

tion also suggests that this is an appropriate place to in­

sist on precision of thought when dealing with the population 

problem. It is a common error to discuss the population 

problem In loose terms that convey the idea that overpopulated 

countries and countries with a high rate of population in­

crease are the same. Klndleberger very properly corrects 

this misapprehension in the following statement: 

Too little attention has been given to the fact 
that the population problem is not encountered 
everywhere. Some countries which are growing at 
rates In excess of 3 per cent per year, a high 
rate, are not densely populated - Mexico and 
Venezuela, for example. In fact, apart from a num­
ber of Caribbean islands, Latin America Is not 

1* J, Viner, Stability and Progress, op. cit., p, 43. 
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overpopulated, and Africa and substantial parts of 
Asia - Burma, Slam, Malaya, Sumatra and Borneo -
are not. Moreover, in some areas, such as India, 
East Pakistan, and China, the density of present 
population is more significant than rates of in­
crease, which are moderate.*» 

In the immediate context the rate of population in­

crease is the more significant matter, although clearly the 

growth impulse of a given rate of population increase must 

differ among countries of varying population densities. This 

proposition stands on the discussion of relative factor pro­

portions, for the population absorptive capacity of any 

economy is directly dependent on the existing labour foroe 

and the available supply of food, natural resources and 

capital. Accordingly any generalizations about the growth 

impulse of different rates of population growth are subject 

to qualification appropriate to the existing size of popula­

tion and stste of economic advancement. 

Definitely population is never a neutral factor in 

the growth process. In regard to size of population in any 

country there are always three possible situation; it may be 

growing, declining or static. The impact on the economy of 

any rate of population growth, from high positive to nega­

tive, naturally varies considerably with the given size of 

the population in relation to the size of the country in 

15 Charles P. Kindleberger, Economic Development, 
Economic Handbook Tories, The MoGraw-Hill Book Company, Inc., 
New York, 1958, p. 204. 
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question, extent of resources, supply of capital and state 

of development. Also the quality and character of existing 

population In terms of education, skills, responsiveness to 

ohange and conditioned cultural attitudes, determine an 

economy's ability to respond progressively. Provided that 

these influences do not Impose barriers of unresponsiveness 

on the productive system so that secular stagnation prevails, 

allotting to the hard core of unemployed In the industrial 

society or the redundant body of underemployed in the agri­

cultural society the additions to labour force thereby wasting 

a productive asset, rising population would contribute to 

total output. Unless marginal productivity of the additional 

workers exceeds average productivity, which is unlikely except 

in cases of acute labour scarcity, mere population growth 

would apparently not directly lead to a rise In per capita 

income. This suggests a positive growth Impulse in aggregate 

terms but a negative one in the more significant per capita 

measurement. Empirical production function studies verify 
16 this conclusion. 

The indirect, or associated, effects on per capita 

output are, however, much more complex than implied in this 

elementary statement of economic logio, which is simply the 

i e United Nations, The Determinants and Consequences 
of Population Trends, op. oit., p. 825. 



POPULATION AND GROWTH 65 

principle of diminishing returns.17 The wider problem is 

well stated as follows: 

For a better understanding of the possible effects 
of population changes on the per capita quantity 
of physical assets, and thus on per capita output, 
It is neoessary to consider how the quantity of 
such assets may change as population grows or de­
creases. Four aspects of this question required 
attention: first, the influence of population growth 
upon the formation of capital; secondly, the limita­
tions resulting from the difficulty or impossibility 
or reproducing certain kinds of assets; thirdly, 
the possibility that an extension of the settled 
sreas or an Increase in the density of settlement 
may permit economical utilization of natural resour­
ces which we re previously underdeveloped; and 
fourthly, the posslbillties of increasing the _ 
supply of productive assets through foreign trade.18 

Some positive elements are contributed uy population 

increase to a rise in per capita output due to these rela­

tionships to ohanges in physical assets, although there are 

negative effects as well. Undiluted positive results follow 

in all instances where the greater populations allows improve­

ment in economic organization. 

In general, industrial societies in periods of full 

employment are stimulated by a rising population because of 

the increasing market. Secular expansion and the maintenance 

of full employment require a rising scale of investment, and 

in particular a dynamic market providing continuing incentive 

1 7 Ibid.. Chapters XIII to XV. 

X 8 Ibid., p. 226. 



POPULATION AND GROWTH 66 

to innovation and autonomous investment. The growing market 

caused by population increases encourages and supports this 

flow of investment. In turn, the stream of innovation implies 

a constantly changing technology and rising productivity. 

Generalising on the positive growth effects of In­

creasing population in eoonomies that have not succeeded in 

making the "break through to the stage of self-sustaining 
19 growth", cannot be so pat. There are too many countries, 

both densely and moderately populated, with per capita inco­

mes in the low range of bare subsistence, where population 

has grown rapidly enough over the past century and a half 

warranting only the conclusion that there have experienced 

continuous static stagnation in the sense of per capita 

income being maintained at nothing better than dead level.20 

These do not support any generalized thesis that population 

increase carries with it any automatic generator of economic 

growth. 

A plausible theory might be contrived to justify a 

growth model directly motivated by population expansion. It 

might be argued that underdeveloped agricultural eoonomies 

19 Rostow, op. cit. 

2 0 HO tin sky snd Wotinsky, op. sit.. Chap. 2, pp. 35-
45 and Chap. 12: and amply illustrating the point for the 
case of India - Daniel Thorner, Long-term Trends in Output 
in India, pp. 103-128, and Klngsley Davis, Social and Demo­
graphic Aspects of Eeonomio Development in India, pp. 263-
315. both In Economic Growth: India, Japan, op*"""cit. 
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are obliged to raise agricultural output to feed the greater 

population, whioh would compel investment and the breaking 

down of traditional methods of landholding and cultivation 

to begin the process of change. Resulting dislocations and 

adjustments arising from rural overcrowding should give an 

impetus to some migration and almost inevitably urbanization. 

This, in turn, would create concentrated market areas and the 

necessary labour supply conducive to industrialization. As 

this structural revolution occurs in the economy the respon­

sibilities of government to assist the process and ameliorate 

the distress of dislocations should lead to social investment 

in public utilities, education, technical assistance and 

health measures, all of which are stimulants to better social 

organization and living, and higher productivity. Indus­

trialization and higher productivity would then lead to 

greater savings in the hands of an emerging middle class, the 

necessary entrepreneurial group. The cumulative possibili­

ties of increasing investment, diversified industrialization 

and rising total and per capita income follow. A test case 

representative of such a model is England in the eighteenth 

century. 

Searching for empirical support for such a theoretical 

model of growth out of poverty, generated purely by population 

21 See Part II, Chapter 1. 
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pressures themselves, Japan's magnetic charm must claim 

attention. As a test case in the process of development 

Japan is fssolnating, but it Is also unique, and hardly re­

presentative material for a generalized theory. Aa Irene 

Taeuber puts It, "the 'success' of Japan's solution to the 

demographic problems of modernization is not a sufficient 

answer to the question of its relevance to planning for the 

future In othor areas."22 

Populstion and Relative Rates of Growth 

Having failed to establish a simple resolution of the 

problem of the direct role of population as a growth factor, 

it might be instructive to consider the same basio problem 

in a different way. The shift in emphasis involved in 

turning to the influence of population on the relative rates 

of economic growth, as it affects international comparisons 

of growth rates, has two virtues; probable future responses 

to population problems will assume more importance than 

historical experience; and, the inherited problem of existing 

population densities can be more fully recognised in con­

nection with rates of population growth. There is little 

promise that the results of investigation from this altered 

22 Irene B. Taeuber,"Population and Labour Force in 
the Industrialisation of Japan, 1850-1950", p. 319, In 
Economic Growth; Brazil. India and Japan. 
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viewpoint w i l l be any more conclusive than in the foregoing 

s e c t i o n , but at l e a s t the question w i l l be re la t ed rather 

more d i r e c t l y to the central theme of t h i s t h e s i s . 

i t i s common In the l i t e r a t u r e to regard the popula­

t i o n fac tor as not only an obstacle to economic development, 

but as THE c r i t i c a l obs tac l e . Since population growth implies 

growth of the labour force i t i s a growth factor , and up to 

the point that addition? are subject to diminishing returns 

the population increase i s a boon rather than an obstacle to 
S3 progress . Again the importance of r e l a t i v e f a c t o r propor­

t ions i s the key considerat ion and so long as the c a p i t a l -

labour r a t i o can be maintained or improved, the bogey of 

diminishing returns to addit ional labour supply does not 

a r i s e . 2 4 

There are s t i l l today wel l favoured regions and 

economic e n t i t l e s where populst ion, or, in terms of factors 

of production, labour, i s r e l a t i v e l y scarce . Canada, Austra­

l i a , and the Federation of Rhodesia and Nyasaland, are con­

spicuous examples. In these regions there i s a p l e n t i f u l 

wealth of natural resources awaiting development g iv ing 

assurance of a continuing, rapid rate of increase in income. 

Such r i c h l y endowed but underexplolted t e r r i t o r i e s are bes t 

23 Harvey Leibenste in , Economic Backwardness and Eeon­
omio Growth, John Wiley and Sons, Inc . , 1957, pp. 55-56. 

2 4 W. M. Cordefc"The Economic Limits to Populstion 
Increased The Economic Record, Vol. XXXI, No. 61, Nov., 1955, 
pp. 242-26TT"* 
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described as frontier eoonomies. Historically such frontier 

economies have achieved truly phenomenal rates of eoonomio 

progress and in the future too they should outstrip the pace 

of expansion achieved elsewhere. Generally, in the frontier 

economy capital is also scarce relative to resources but 

it is seldom a limiting factor beoause the profit opportuni­

ties induce a high rate of investment and easily attract 

foreign capital supply. Labour is the real need for develop­

ment and greater population to widen the market. The under­

developed countries that fall into this frontier economy 

class, and there are several that qualify to varying degrees 

especially in Latin America and Africa, can reasonably be 

expected to achieve high rates of eoonomio growth in the 

future once limiting social, organizational and Institutional 

circumstances are overcome* 

In many parts of Asia there is a real population 

dilemma because population is excessive and diminishing re­

turns have appeared to create the extreme situation of dis­

guised unemployment. But as Maurice Zinkin points out, 

Asia's actual rate of population increase is no greater than 

that of North America and can still act as a growth incen­

tive by maintaining a balance of age distribution, up to the 

point where overcrowding of the land results and the possi­

bilities of providing employment for the Increasing labour 

force disappear. In the case of India, there is no gain 

from the additions to population beoause the country is 
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already overpopulated and the new labour supply Is super­

fluous until economic progress catches up.25 The significant 

point here is that it is past accumulated population and not 

the rate of population inorease that is the problem. Although 

this does not invalidate the common prescription for curing 

the distress Inherited from the past by cheeking population 

growth in the future.26 

The population dilemma of excessive build-up in the 

past compared to available resources and the achieved rate 

of economic growth, imposing an obstacle to future gains in 

per capita income with prevailing rates of population in­

orease, is complicated by several influences that might be 

only transitional difficulties that will disappear in the 

growth process or they may prove to be insurmountable and 

actually frustrate even superhuman efforts to achieve the 

break through to self sustaining growth. 

The dissipation effects of a rising rate of population 

increase, because mortality rates are falling while fertility 

rates remain unchanged, threatens to nullify net progress. 

There are already one or two instances of countries where 

the annual rate of population Increase is near the repro-

M a a p a a a ^ M — a a w i i i m —aaa— n « " - * a . a a > 

2& Maurice Zlnkin, Development for ffree Asia, Chatto 
and Windua, London, 1956, pp. 224-285. 

26 United Nations, The Determinants and Consequences 
of Population Trends, op. o l t . , pp. 282-285. 
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ductive maximum of about 3 1-2 per oent, corresponding to a 

birth rate of 45 per thousand and a death rate of 10 per 

thousand.27 In such countries savings are generally insuf­

ficient to maintain the Investment rate necessary to allow 

a continuing rate of income development in excess of 3 1-2 

per cent, so that neutral or negative progress in per 

capita terms is almost inevitable. Their situation is neat* 

ly described by henry H. Villard. 

Short of the point of maximum total output, the 
principle of diminishing returns suggests that as 
population (and labour) increases, so will output 
(and Income). But population growth may have 
adverse effects on saving and capital formation 
and even on the rspidlty of technological change. 
For in an economy Interested in general welfare, 
rapid population growth may keep average income, 
and therefore average savings low in any 
event, until we know more about the interrelation­
ship of inoreases in population and total income, 
it seems appropriate to consider the two as inde­
pendent variables. If this is correct, it follows 
thst the rise in living levels is a function of 
the excess of the rate of increase in income over 
the rate of increase in population.28 

Aggravating the problem is the increasing social 

cost of such a rapidly expanding population for health, 

sanitation and education, absorbing public funds,otherwise 

available for more Immediate productive investment, and 

2 7 United Nations, Measures for the Economic Develop­
ment of Under-Devoloped Countries, op. clt,, see p. 45. 

28 Henry H. Villard - "Population Growth and Per 
Capita Income in Under-Developed Areas", in Selected 
ReadInge In Economics, ed. C. Lowell Harris, Prentice-Hall, 
Inc., Englewood Cliffs, N.J., 1953, p. 466. 
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family costs for subsistence obliterating any possibilities 

of accumulating savings. Only if there is positive hope that 

the dissipation effect will be automatically reaolved in the 

very process of economic development is there any real pros­

pect that such countries can attain a satisfactory rate of 

Improvement. This might well be achieved if the social chan­

ges entailed in development are conducive to either a deoline 

in the birth rate or an increase in the rate of savings. 

Demographers suggest that the experience of Europe might be 

repeated to accomplish this evidently desirable decline in 

the birth rate as industrialization, urbanization and the 

emancipation of women alters sooial attitudes, the social 

and economic status of women and the economics of family 

formation.29 

These problems will plague us in estimating growth 

rate potentials or projections, aa discussed in the follow­

ing ohapter. There is simply no reliable guide to the 

expeoted interaction of population growth and economic deve­

lopment, each on the other, '̂ he positive growth stimulus of 

a high rate of population increase may or may not be a more 

than adequate offset to the income dissipation effects over 

2» Woytinsky and Woytlnsky, op. cit.. p. 261 and pp. 
283-284. United Nations, Processes and Problems of Indus­
trialization in Under-Developed Countries, op. olt., pp. 116-
126. United Nations, Determinants and Conoequenoea of Popu­
lation Trends, op. cit., pp. 262-287. 
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time, with the directly derived economic growth coefficient 

obviously varying with the density of past accumulated popu­

lation. Equally the rate of population increase may be res­

ponsive in either direction or neutrally to the changes re­

sulting from economic progress, or more probably in opposite 

directions at different time stages.30 

There is no denying that in the early stages of 

development a high rate of population increase, particularly 

against a heritage of an already fairly densely populated 

economy, is an almost insurmountable obstacle to Income growth 

in per capita terms, and sometimes even in aggregate terms. 

Two particular problems are involved: 1) The essence of 

rising income is rising productivity, and yet welfare require­

ments direct investment from productive processes, while the 

redundancy of labour necessitates planned development of a 

labour using rather than labour saving type.3^ 2) The first 

requirement is to provide food for the growing population, 

yet agricultural output in underdeveloped countries Is noto­

riously unresponsive to increasing needs, meaning recourse to 

marginal arable lands In the crowded or geographically 

unfavourable countries, combined with increasing reliance on 

30 Walter Galenaon and Harvey Leibenstein, "Invest­
ment Criteria, Productivity and economic Development", Quar­
terly Journal of ...conomlcs, August 1955, see pp. 364-366, 

31 Planning Commission, Government of India - The 
New India, Jlaomillan, Toronto, 1958, see pp, 91-102. 
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imported foodstuffs at high cost In terms of limited foreign 

exchange resources, which are desperately required to permit 

the fulfilment of the larger economic development plans.32 

At a later stage In the process Spengler's33 conclu­

sion must surely come about, being that the rate of natality 

must decline to slow down the rate of population increase 

and allow real per capita gains In output and, after some 

lags. In consumption and welfare. He argues that sueh an 

outcome will result from, a) pressure on family income re­

sulting from declining infant mortality coinciding with 

heightening consciousness of it due to the changing social 

status of women; b) rising income and consumption expecta­

tions and aspirations swinging the bias of choice from 

children to goods; and c) pressure of necessity on govern­

ments planning for growth to intervene with public measures 

to check the birth rate. 

As expected, this approach to the population dilemma 

has not been at all conclusive in indicating, either in the 

dimensions of time or amount, the consequences of population 

trends on the expected growth rate. Some of the more obvious 

32 Food and Agricultural Organization - Millions Still 
Qo Hungry. Rome, 1957, and, sn unclassified despatch from 
Canadian Embassy : antiago, Chile, reporting on ECLA Report 
on Economic Conditions in Chile, July, 1958. 

3 5 Joseph J. Spongier, The Population Problem, op.olt. 
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and some of the more obscure elements in the causal process 

have been considered, while some others that are significant 

but rather more remote from th« central problem, like social 

and occupational mobility and technical change in the 

setting of high and rising population, have been passed 

over. xt is unsatisfactory to leave the population problem 

hanging in this way but the references oited should indicate 

that others have not yet succeeded in resolving the issues 

Involved. 



CHAPTER 4 

PROJECTED AND ATTAINABLE RATES OF GROWTH 

After such a prolonged and high paced boom as the 

world economy has been enjoyed in the postwar period, tne 

Inevitable tendency Is to think in terms of an ever upward 

spiral of growth. Yet, in view of longer historical 

experience, it might be reasonable to adopt a more sober 

and less entrancing premise of future rates of expansion. 

What premises are reasonable can only be defined In relation 

to a general theory of the growth process, and no complete 

x Dr. A. G. Abramson, Permanent Optimistic Bias -
A new Problem for Forcoasters,"Commercial and Financial 
Chronicle. February 26, 1958. 

Leonard B. Rist, World Economic Growth - A Forward 
Look, an unpublished paper presented to the professional 
staff of the International Bank for heconstruction and 
Development, February 15, 1956, in the preparation of which 
John H. Adler contributed, draws bolder conclusions from 
the evidence. He states categorically: "In spite of diffe­
rences from country to oountry, the postwar rata of growth 
In each of the individual countries for which records are 
available have been above their past long-term growth rate." 
After analysing the known facts he shifts to what he calls 
the "realm of Impressions" and concludes, "that the poten­
tial growth is quite substantial, that there is no real 
danger that It will be Interrupted by a major world depres­
sion, and that, therefore, we are going to see over the next 
ten or fifteen years a considerable increase in production, 
income and international trade. Of course, we assume away 
the possibility of a world war." (A basis of forecasting 
that is strikingly similar to the assumptions and viewpoint 
of The Royal Commission on Canada's Eco/ioralc Prospects -
Preliminary Reoort, December 1956, Introduction, page 4). 
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Table IV. - Per Capita Income, Rate of Growth of GNP, Investment , * 
and Capi ta l -Output R a t i o : in Selec ted Coun t r i e s , 1945-54 

Austria 
Belgium 
penmark 
prance 
Oermany ( F . R . ) 
Greece 
Iceland 
I t a l y 
Nether lands 
lorway 
Por tuga l 
tveden 
united Kingdom 

A l l c o u n t r i e s 
OEEC 

Canada 
United S t a t e s 

Argentina 
Brazil 
Chile 
Colombia 
El Sa lvador 
Hondura s 
Mexico 
^ r u 

Al l c o u n t r i e s 
La t in America 

Burma 
Ceylon 
India 
Malaya 
.Pakistan 
,Tnailand 

P e r i o d 

( 1 ) 

191+6-5^ 
1946-53 
1947-54 
191+9- 54 
1949-54 
194^-54 
1947-54 
19U7.5I+ 
1948-54 
1947-54 
1947-53 
19U7-5U 
19U7-5U 

1947-54 

1947-54 
191+7.51+ 

1945-53 
1 9 ^ 5 - 5 J 

1945-53 
1945-53 
1945-52 
1945-52 
1945-53 
1 Q U 5 - 5 J 

194s -53 

191+7/1+6-52/5: 
1947-53 

191+6/^9-5^/5^ 
19U7-53 

I9I+8/I+9-52/53 
19U7-5 < 

Average 
pe r c a p i t a 
GNP, 1953 

( i n $ ) 

( 2 ) 

WO 
b39 
b46 
603 
62b 
197 
1+2U 

36S 
619 
629 
190 
994 
84o 

615 

1,615 
2 , 2 5 b 

900 
350 
580 
260 
232. 
140^ 
26c 
lot'. 

250 

51 
±:<4 

' >c 

2 r > 0 

5<--J 

05 

Average 
r a t e of 

g rowth Of 
r e a l GNP 

or GDP 

( 3 ) 

0 . 3 
4 . 0 
4 . 7 
3 . ' / 

1 2 . 4 

6 . 5 
3-0 
6 . 3 
5 . 0 
4 . 6 
4 . 8 
3 . 6 
3 . 3 

5 -8 

3 . 8 
3 o 

3 . 2 
0 . 7 
2 . 1 
4 . 7 
3-5 
5 .0 
4 . 9 
3 . o 

4 . b 

2 . 2 
.-.0 
^•9 
•S.G 

2 . 2 
7 . 2 

1 

( 3 . 4 ) 
( 7 . 7 ) 
(3-D 
( 6 . 5 ) , 
( 7 . 5 ) ? 

( 6 . 3 ) 
( 4 . 7 ) 
( 6 . 0 ) 

( 5 . 4 ) 

Gross f i x e d 
i n v e s t m e n t 

a s $ of 
GNP o r GDP 

( 4 ) 

1 6 . 9 
1 5 . b 
ll-3 
1 6 . 4 
i iO. l 
1 3 . 8 
1 3 . 9 
1 8 . 3 
1 9 . 4 
2 7 . 6 
1 3 . 9 
1 9 . 2 
1 3 . 2 

1 6 . 3 

2 1 . 0 
1 6 . 4 

l b . 9 
1 4 . 6 
1 1 . 6 
1 5 . 5 
1 4 . 0 
1 1 . 8 
1 3 . 1 
1 3 . 2 

1 5 . 0 

1 1 . 3 
i . 7 
9 . 2 ? 
0 . 6 

n . a . 
n . a . 

" G r o s s " 
i n c r e m e n t a l 

c a p i t a l -
o u t p u t r a t i o 

Column 
( 4 ) f ( 3 ) 

( 5 ) 

2 . j 
4 . 0 
3-7 
4 . 4 
1.6 
1.6 
4 . 7 
2 . 9 
3 . 9 
6 . 0 
2 . 9 
5-3 
4 . 0 

2 . 8 

5 .5 
5 . 0 

5-3 
2 . 2 
5 . 5 
3 . 3 
4 . 0 
2 . 3 
2 . 7 
3 .5 

3 . 1 

5 . 1 
2 . b 
3-2 
2 - 3 

n . a . 
n . a . 

*<John H. Adler -"World Economic Growth 
S t a t i s t i c s , August, 1956. 

Ret rospect and P rospec t s " , Review of Economics 
am 
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1. The growth figures have been derived from grose product 
estimates whleh do not Include the effects of changes 
in terms of trade. For the Latin American eountries, 
rates of growth of gross income (including the offsets 
of the terms of trade) are shown la parentheses. The 
estimates are for the gross national product in the 
ease of the European oountrles, Canada, the United 
States, Honduras, and India, and for the gross domes­
tic product for all other eountries. The differences 
between GNP and GPP are so small for the countries 
for whleh GHP estimates are shown as to leave the 
growth rates virtually unaffected. 

8. The "gross incremental capital-out put ratios'* shown in 
column 9 differ from the normal ooneept of incremental 
capital-output ratios - whleh is also used in the text -
beoause they have been computed by dividing gross la* 
vestment rates by the annual rates of growth of the 
national (or domestic) product. Perhaps the simplest 
way to derive net rates would be to deduet a number of 
percentage points of OKP, or GDP (4 per oentt 5 par sent? 
6 par eentf J from the gross investment rates. If sueh 
a "standard procedure" is used, the "net" capital-output 
ratios beeome somewhat smaller than the gross rates 
in the case of oountrles with high gross investment 
rates, and considerably smaller for eountries with low 
gross investment rates. The magnitude of the conti­
nental capital-output ratios for the OKEG oountrles 
and for Latin America, are influenced by the "abnor­
mally" favorable rates (Germany, Austria) and the 
"abnormally" unfavorable rates (Argentina, Chile) 
alluded to in the text. 

3. 1946-1OSS. 
4. 1958. 
5. Derived from estimates of net fixed investment (average 

for the periods 6 per oent of net national product). 
n.a. - Not available. 

Sourcesi Buropoan eountries, Canada, and the United States; 
OEEC, General Statlsties (OEEC Statistical Bulletin); 
OUEC, 6th Annual Report. Latin America: for all coun­
tries exoept Honduras: U.H. Economic Commission for 
Latin America, Eoonomio Survey of Latin America (1951-52, 
1953)j figures for all Latin American oountrles combined 
have been adjustod on the basis of the Pan Amorlean 
Union sorias on terms of trade; in the ease of Colombia, 
Bl Salvador, Mexico, and Peru, further adjustments have 
been made in the national product or Investment series 
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or commonly accepted doctrine has yet been produced. Thus, 

all alternative possibilities must be considered in their gene­

ral and partleular relevance to establish a basis for real­

istic expectations in the projection of growth trends. 

Spurt and pause, or expansion and gestation phases, 

seem to typify the economic growth process,^ as they do in 

natural and cultural growth.3 The acceptance of this preoept 

on the basis of (unpublished) IBRD memoranda. Honduras: 
Manual Tosco, Estadistioas del Produoto e Ingreso Naoional 
1925-53 (Tegucigalpa, 1954). 

Southeast Asia: Burma: Ministry of National Planning, Na­
tional Ineome of Burma; Ministry of National Planning, 
Economic Survey of Burma. Ceylon: Department of Census 
and Statistics, Statistical Abstraet of Ceylon, data ad­
justed for price changes by IBRD Economic Staff; India: 
Central Statistical Organization, estimates of National 
Income; Planning Commission, The Seoond Five Year Plan -
A Tentative Framework, Malaya: Frederiek Benham, The Na­
tional Income of Malaya (London, 1951); IBRD, The Economic 
Development of Malaya (Baltimore, 1955). Pakistan: Minis­
try of Soonomie Affairs, Report of the Economic Appraisal 
Committee (1952); Central Statistical Of flee, National 
Income Estimates (1955). Thailand: J. <*ould, Preliminary 
estimates of the Gross Geograpnieal Product and Domestic 
National Income of Thailand (Bangkok, 1953); for 1951-53; 
IBRD Eeonomio Staff. For oountrles for whioh product and 
Investment estimates were available only in money terms, 
corrections for price changes have been made by IBRD 
Economic Staff. For India and Pakistan, estimated depre­
ciation allowances have been added to the net national 
output estimates. 

Population Datai United Nations, Statistical Yearbook. 

* H. Glerseh, Stages and Spurts of Economic Develop­
ment, in iSconomic Progress, j;d. L. H. Dupiez, cited. 

3 K. E, Boulding, "Toward a General Theory of Growth", 
The Canadian Journal of Eoonomies and political Sclenoo, 
August, 1953. 
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offootivoly absorbs business oyolo theory into the general 

body of the theory of eoonomio growth. Admlttodly, there are 

many who argue foreofully that the violence of economic 

fluctuations haa bean subdued by the mastery of our greater 

understanding of eoonomio phenomena, the dotermination of 

national governments and international bodies to control the 

catastrophic extremes of inflation and deflation, and the 

superior armory of effective controls now posaessod by govern­

ments and supported by the more sophisticated approach of 

Industry to planned investments on the basis of long run 

trends rather than short term events. But even a dampened 

down cyclical fluctuation around the secular trend line 

would disallow predication of the secular rate of growth as 

being the simple projection of a growth rate experienced in 

a particular period that might be short enough to be ldentl-

tlfied largely with any single phase of the long cycle. In 

any event, it is inevitable that eeonomio development at 

least must display this uneveness of pace through the opera­

ting of expansion and gestation phases resulting from a com­

bination of factors, Including the lumpiness of techno-Lo­

gical advances, ths eneven flow of investment oapital, parti­

cularly foreign capital, periodic trends of improving or 

deteriorating terms of trade, whleh in combination with the 

balance of payments consequences of Inflation accompanied 
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economic growth means periodic exchange difficulties.4 

Optimism based on immediate past experience must also 

be modified by consideration of long wave influences, as well 

as the shorter cyelloal fluctuations related both to income 

and to trade. Empirical evidenee, particularly for the 

United Kingdom where the growth process can be and has been 

studied over a long period, indioates that the aeoular 

growth rate after an industrial revolution, or the "take­

off" into self-sustaining growth5 is high for perhaps 100 

years and then losses some of its momentum.6 This experience 

is attributed to a slowing down In the rate of population 

increase and lessening opportunity for productive investment 

as the stock of fixed capital reaches a near optimum level, 

whleh has the companion effect of reducing the scale of 

external economies and the potentialities of increasing 

returns. In consequence, the real rate of increase in pro­

ductivity gains is reduced because the investment share 

* U. N. Eoonomio Commission for Latin America, Ana­
lyses and Projections of Eeonomio Development, Vol. 1, An 
Introduction to the Teohnique of Programming, New York. 1955. 

6 W. i. Rostow, "The Take-off into Sustained Growth", 
Economic Journal, March 1956. 

6 S. Kusnets, Population, Income and Capital, in 
Economic Progress, op. cit., Buchanan and mils. Approaches 
to Eoonomio Development, op. cit., and Meier and Baldwin, 
Economic Development, op. cit. 
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devoted to replacement of fixed plant has become greater, 

resulting In a lower net increase in new productive invest­

ment, assuming a constant percentage rate of GNP saved and 

invested. A companion, and not fully independent, factor 

is the probability of a rising trend in the capital-output 

ratio with advancing economic maturity.7 This lowering of 

output yield as the stock of capital increases is, of course, 

exaotly what might be expected, applying the theoretical 

reasoning of Keynes in exposition of the concept of the mar­

ginal efficiency of capital.3 An extension of these 

7 John H. Adler, »orId Economic Growth, op. cit., 
p. £82, states, "The most significant conclusion that emcr-
ges from a comparison of the investment and output figures 
on the countries in the three areas is the fact that where 
income and rates of investment are low, the yield of invest­
ment in the form of additional output is proportionately 
greater than In countries with higher incomes and higher 
rates of investment. The limited period for which data are 
available and the doubtful precision of the data make this 
conclusion rather tentative. But neverthelesa, it is pro­
bably significant that the capital-output ratio - the 
relationship between investment and additional output - is 
2:1 or slightly higher in India, where both Income and 
investment arc low, while it averages around 3:1 for Latin 
America with higher income and Investment, and comes to 
approximately 4*1 for most oountrles of Western Europe, 
Canada and the United States. In a number of countries, 
oapital-output ratios did not conform to this average, but 
in all instances plausible and even obvious reasons can be 
advanced for an "abnormallyn favorable or ^abnormally" un­
favorable ratio." 

8 John Maynard Keynes, The General Theory of Employ­
ment. Interest and Money, Macmillan and Co., Limited, Lon­
don 1936, p. 136 and p. 308. James S. Duesenberry, Business 
Cycles and Economic growth, McGraw Hill Book Co., New York, 
1958, p. 205 and p. 780 makes exactly this application of 
reasoning. 
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retardation influences on the rate of eoonomio growth oomes 

into discernible relief if analysis is done in terms of 

absolute as well as percentage rates of gain. If the rate 

of productivity Increase deolines over time due to a shrinking 

of the rate of net new investment and rising oapital-output 

ratioa, then the rate of eeonomio growth, measured in terms 

of increases in GNP, and probably in terms of increases in 

per espita income gains depending on the rate of population 

growth, will fall. In such a setting of lowering marginal 

efficiency of oapital It would be unreasonable to assume a 

rising rate of investment so that there would be no offset 

to the decline in rate of growth and the absolute gain from 

period to period would be of a deellning order as well. With 

a falling scale of absolute investment the subsequent growth 

rate will suffer further contraction. The interrelated pro­

cess suggests a sort of investment-growth multiplier effect 

that conceivably eould produce the quasi-static equilibrium 
v 

9 
condition, predicated by Keynes, in advanced maturity. 

Belying the inevitability of this process is the 

evidence of growth rates in the United Kingdom and all of 

Western Europe in the postwar period. Obviously it is not 

only conceivable but an established possibility that new 

areas of innovation based on technical revolution can re­

verse this Investment and growth situation to let loose 
• M M M M M M H M M M M M M H « M M M M M « M M M » 

9 Keynes, ibid., page 220. 
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powerful now growth forces. A shift in demographic foroes 

can equally set in motion acceleration of the growth rate. 

Both the technological and demographic stimuli are in evi­

dence in the revival In the rate of eeonomio growth that has 

occurred over the last decade. It Is a challenging assign­

ment to the forecaster to apprslss the strength and durabi­

lity of medium term growth foroes and determine their rell-

lience against apparent opposing long term secular trends. 

Short run forecasts based on the technique of pro­

jection are extremely hazardous, for no one can deny the ca­

pricious influence of random short term variables. Business 

forecasters are generally prepared to predlot the course of 

the world economy, a national economy or any region or 

sector of it, for six months ahead, end mske more qualified 

estimates extending up to a year. Beyond that very short 

run period, commonly described as the foreseeable future, 

erratic shifts in prices, interest rstes, Investment levels, 

or work stoppages through strikes, and in the international 

economy, sudden reversals in the terms of trade or other 

elements controlling the balanee of payments, may too easily 

occur to allow any safe prognostications of production and 

income levels for the two to three year period. 

With the long run totally uncertain, if projection 

of prevailing trends is the only technique of calculating 

levels of economic attainment, and middle-short run as 
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unse t t l ed aa next week's weather, then only the medium term, 

of from three to ten years, may be s a f e l y treated by the f o r ­

ward looking growth economist. Simon Kusnets not only sup­

ports t h i s persuasion, that economists are r e s t r i c t e d to 

short term problems by the nature of t h e i r knowledge and the 

t o o l s of e x i s t i n g a n a l y t i c a l techniques, but i s convinced 

that there i s much l e s s knowledge of the functioning of the 

s tructures of the authoritarian or of the l e s s developed 

eoonomies outs ide of the Western o r b i t . 1 0 Although the Royal 

Commission on Canada's Eeonomio Prospects did undertake to 

x u Simon Kuxnets, On Comparative Study of Economic 
Structure and Growth of Nations," Supplementary Memorandum H. 
to The Comparative Study of Eeonomio Growth and Structure. 
National Bureau of Eeonomio Research, Inc . , New York, Novcm-
ber 1958, a preliminary and conf ident ia l mimeographed report 
of a mid-year conference, p . H. 1 s t a t e s : "This memorandum 
assumes the need for more knowledge and be t t er understanding 
of the functioning structures and growth (or stagnat ion) patterns 
of economies the world over The need i s assumed 
here because of an impression that the present corpus of 
economic knowledge and theory i s perceated by reference to 
the eeonomio and soo ia l I n s t i t u t i o n s of the free Western part 
of the world, and has been increas ing ly geared to emphasis 
on short-term problems of the f r e e , sdvanoed economies. 
There i s much l e s s knowledge of the functioning of the s truc­
tures of authoritarian or of the l e s s developed eoonomies 
outs ide of the Western o r b i t ; and the response of these econ­
omies to varioua Impulses presents an unanswered i n t e l l e c t u a l 
chal lenge — in the sense that much of what happens i s 
Incomprehensible In terms of accepted economic theory; and 
at the time i t occurs i s a surprise , often unpleasant. The 
same I s true of actual growth experience, even i n the advan­
ced economies proper, and a l l the more so in the re s t of the 
world. I f t h i s Impression i s val id the need for more obser­
vat ion and ana lys i s — of the growth experience i n the f ree 
developed countries themselves and of the structure and 
growth patterns in the re s t of the world — i s c lear i f 
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peer through the hasy eurtaln of time's uncertainty and cap­

ture a view of Canada's conceivable economic situation twenty-

five years hence, largely by the trend projection method, 

the investigators and authors were fully aware of the hazards 

involved and the unreliability of the conclusions reached.11 

By far the best systematic set of forward looking 

data yet assembled was recently prepared by the Economic 

better understanding, i.e., clearer recognition of the ele­
ment sof order and constraint that would permit a valid inter­
pretation of both occurrences and contingencies, is to be 
attained." 

1 1 Royal Commission on Canada's economic Prospects, 
November 1957,pp. 1 and 2. "We have examined economic expe­
rience in Canada, and to s lesser extent in other countries, 
over too last two or three decades to discover trends that 
might be projected into the future to give some idea of what 
the next quarter century might hold for Canadlane. We have 
also b.-rne in mind the comparative stability of the ratios 
between some of the grand economic variables that will be 
changing over the years that we have to survey; and we have 
had constructed for us some models or orreries In which these 
slowly changing ratios might be seen to hold together the 
moving planets of the eoonomio universe. But we should not 
like the reader to be deceived by any occasional impression 
of assttranee or coherence that he may receive from these 
pages. We are well aware that we have not found it possible 
to compose our forecasts into complete consistenoy. We are 
even more conscious that the degree of certainty and con-
si stenoy that our forecasts may from time to time suggest 
can be misleading. The fact is that a four-dimensional space-
time continuum is a very slithery medium In whleh to plot 
the paths of even a few economic stars of the largest magni­
tude. The trend lines that we have projected into the future 
have had to be bent this way and that, and we know that 
guesses and intuitions have as often swayed our hands as any 
clear analysis or any clear apprehension of coming economic 
developments. The probability is therefore overwhelming that 
the future will not be obliging enough to conform to what 
we have predicted." 
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Staff of the International Bank for Reconstruction and Deve­

lopment, based on national projections, such as those con­

tained in the Canadian Gordon Report, and those done by 

World Bank economists working on Survey Missions to various 

assisted countries.18 This excellent undertaking Is clearly 

the evolutionary produet of the intellectual and practical 

curiosity stimulated in the mind of Mr. Leonard Hist, Direc­

tor of the Bank's Economic Staff, when he and John Adler 

grappled with this problem In 1956.13 The results presented 

in this document will be utilized freely at a later stage in 

this chapter. At the moment the significant feature of the 

Report is that the period covered is seven years, 1955 to 

1962. The year 1955 was taken as the base year because it 

was the most recent one for which data on income, output and 

population were generally available. Thus these economists, 

with the most complete data resources possible to assemble on 

a fundamental problem that the World Bank had been studying 

theoretically and empirically from every conceivable angle 

for twelve years, treat only the medium term by the teohnique 

of projection. The same study verifies our conclusion that 

the medium-short run, of up to three years, oannot normally 

12 I.B.R.D., Economic Staff, World Economic Growth 
1955-1962: Estimates Based on Existing Projections, an unpu­
blished mimeographed report, December 11, 1958. 

13 L. Rist, op, cit., and John H. Alder, op. cit. 
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be studied in this way. The authors express uncertainty 

during the time of writing about the severity of the then 

current recession, the rate of recovery, and the growth im­

pact on primary-exporting countries of the adverse shift in 

the terms of trade, leading them to qualify even the seven 

year projection with the tentative conclusion that the effects 

of this recession and possible future ones during the period 

might reduce growth rates to the lower range of derived esti­

mates and possibly postpone the date of attainment to 1965. 

National planners for economic growth and develop­

ment find themselves similarly restricted.1'* Whleh accounts 

for why five year plans and occasionally seven year plans 

have become the universally popular periods. More often 

than not it becomes necessary to revise projections and tar­

gets for these plans at the end of the second or third year 

in light of the altered balance of economic foreea or the 

emergence of new sector trends that upset the original pro­

jections. Experience teaches that projections are simply 

foreoasts of probable reaults on the assumption of established 

Id Seymour E. Harris, Economic Planning; the Plans 
of Fourteen Countries. Alfred A. Knopf, Mew York, 1949. 

United Nations, Department of Economic Affairs, 
Eoonomio Development in Selected Countries; Plans. Program­
mes and Agencies, ̂ ake Success, New York, Vol. 1, October 1947. 
Vol. II, February 1950. 

United Nations, Eoonomio Commie, si on for Latin 
Aaerloa - Analyses and Projections of Economic Development: 
11, The Economic Development of Brazil. New York. April 
1956t 111. The Economic Development of Colombia. Geneva, 
November 195*57 
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trends continuing without interruption or distortion, while 

planning targets are usually intended levels of attainment 

baaed on the most optimistic range of expectations derived 

from these projections. 

In a forward looking study of the problem of economic 

growth possibilities and probabilities there must be some 

objective basis of quantitative determination of rates of 

growth. If the teohnique of projection is limited to ten 

year forecasting, as the'general extreme, some alternative 

technique must be used to evaluate the more distant future. 

The only alternative so far devised, or theoretically promi­

sing, is the technique of model building. The essential 

approach in constructing growth models must be to accept a 

set of assumptions which fix the parameters in the system 

and abstract from ungovernable and erratic influences incon­

sistent with predictability, like war, irrational politieal 

policies and even extreme depressions. The additional given 

data that must enter the model as oonstsnts, can appropriately 

be classified as (a) natural data, referring to material re­

sources end economic geography generally, (b) psychological 

data, referring to all human qualities relevant to eoonomio 

growth ranging from*social attitudes and welfare values to 

technical skill, and (o) Institutional data, referring to the 

organisation character of the economy in question. Such data 

are no longer susceptible to easy assumptions over anything 
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but the short run and without severely limiting assumptions 

that would be damaging to the value of the model can not 

readily be incorporated as constants. As Tinbergen says, 

"Those data are the very subjeot of comparison now."15 

The key variables usually included are national income, na­

tional consumption expenditure and investment, imports and 

exports, capital stock, labour force, and possible additional 

sector components and relative prices. The imprecision of 

distinction between constants and variables is further testi­

fied by Kaldor who points out that: 

There is general agreement that the critical factora 
determining the trend rate of growth are to be 
aought in tie savings propensities of the community 
(whleh determines the rate of capital accumulation), 
the flow of invention or Innovation (wbioh determines 
the rate of growth of productivity) and the growth 
of population. Until recently, these faotors were 
regarded as the parameters of a growth model...... 
But more recently, there has been an increasing 
awareness (that none of these) are Inde­
pendent variables with respect to the rate of 
inorease in production; and that the actual rate 
of progress of a capitalist economy is the outcome 
of the mutual interaction of foroes which can 
adequately be represented only in the form of 
simple functional relationships (like supply and 
demand ourves) rather than by const ants.16 

Growth models are oertainly not to be disparaged as 

15 Jan Tinbergen, Comparative Studies of Economic 
Growth, p. K-4 in appendix K of The Comparative Study of" 
Economic Growth and Structure, op. cit. 

16 N. Kaldor."A Model of Economic Growth, p. 591, 
The Economic Journal, December 1957. 
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a methodological t o o l of a n a l y s i s . The contr ibut ions of 

Ka leok i , 1 7 Harrod,1 8 Domar,19 Haavelrao,20 Hamberg,21 Kaldor , 2 2 

and Duesenberry,2 3 to c i t e only some of the foremost c o n t r i ­

butors to the evo lut ion and refinement of t h i s technique, 

are highly s ign l f ioant i n achieving f iner prec i s ion in to the 

study of the process of economic growth. They have been 

inatrumental i n s h i f t i n g the terms of eoonomio thought from 

a s t a t i c to a more t ru ly dynamic bas i s and, accordingly, i n 

gradually winning aoceptanoe of the fact that equil ibrium la 

an ever-changing, never-at ta inable stable balanee of the 

elements and sec tors i n the economy, nat ional or world, be­

cause over time there i s economle change involv ing not only 

the re la t ionsh ips but the nature of the eeonomio f a c t o r s . I t 

17 M, Kaleoki, Studies In Economic Dynamics, London, 
Farrar and Binehart, Inc . , 1943, 

1® Roy Harrod, Toward a Dynamic Economics, London, 
Macmlllan & Co., Ltd. , 1948. 

1 9 E. D . Domar, "Capital Expansion, Rate of Growth 
and Employment? Econometric a.- April 1946. pp. J57-J47t and 

"Expansion and Employment," American Economic Review. March 
14*7, pp. 54-SS. ' " 

2 0 T. Haavelmo, A Study in the Theory of Eeonomio 
Evolution, Amsterdam, North-Holland Publishing Company, 1954. 

21 D. Hamberg, Economic Growth and I n s t a b i l i t y . New 
York, W. W. Norton <» Co. I n c . , 1956. 

2 8 N. Kaldor, op. e l t . 

23 James S. Duesenberry, Business Cycles and Econo­
mic Growth, New York, McGraw-Hill book company, 1958, 
Chap. 10,"pp. 199-239. 



PROJECTED AND ATTAINABLE RATES OF GROWTH 93 

is the lesson of Heraclltus that all is flux. Economists 

have only begun to realize the truth taught by this venerable 

Greek after 2500 years. The objection to economic models, 

especially of the econometric variety, is that they have to 

a greater or lesser degree common characteristics limiting 

their usefulness. The National!Bureau of Economic Research 

conference listed some of these as: 1) reference to aggre­

gate economies without distinguishing sectors; 2) lack of 

generality in respect to countries or over time as relation­

ships and constants change; 3) omission of non-economic 

variables; 4) usual reference to United States only in eco­

nometric models; 5) lack of empirical testing against real 

experience of any economy; 6) radical simplification of 

reality. * Which failures are more than enough to invali­

date model building and analysis as a useful method of pre­

dicting future growth rates or growth paths. 

It is only fair to admit that the most erudite prac­

titioners of the art of model analysis are fully aware of 

the limitations of the technique. Domar puts the problem 

in its proper light: 

Economic growth is determined by the very essence 
of a society, and a comprehensive theory of growth 
should include physical environment, political 
structure, Incentives, educational methods, legal 

2* national Bureau, The Comparative Study of Economic 
Growth and Structure, op. cit., chap. Vlli, pp. 19-20. 
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framework, attitude to science, to changes, to 
accumulation - just to name a few. None of these 
could be properly taken as an independent variable, 
and the required system of simultaneous relation­
ships, whether expressed in symbols or in words, 
would be impossibly complex, and probably useless. 
The treatment of the subject therefore falls into 
two rather sharply differentiated parts: general 
treatises and highly simplified symbolic models, 
with a wide gap between. Neither approach taken 
by itself is satisfying. The former is usually 
deficient in analysis, and the latter Is too narrow 
and deceivingly exact.25 

The truth is that the Impressive school of model 

builders while firmly establishing dynamic eoonomies as a 

way of thought are still captives of the uneonquered limita­

tions of their own teohnique, which Is yet tied to compara­

tive statica founded in stable equilibrium assumptions and 

moving in time only in the sense of period analysis.26 

While the cause and course of economic growth may not be re­

vealed by study of models, it is both fair and important to 

25 Svsey D. Domar, "Economic Growth: An Econometrio 
Approach", American Economic Review, Papers and Proceedings, 
May 1952, p. 481. 

26 Ibid. Again we must ci^e Domar credit for excep­
tional insight, p. 490-1, "We start by discarding the idea 
of equilibrium as a state of rest to which a stable system 
is expected to return. (This distinguishes our approach from 
other dynamic models where movements of the variables are 
treated as deviations from some constant equilibrium magni­
tudes.) Our economy never returns. J-ts equilibrium may be 
said to exist if its component parts in their process of 
growth retain some proper relationship to eaoh other, such 
as output to oapital, steel to coal, costs to prices, or 
whatever else we are interested in." 
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emphasize that they are invaluable for focussing attention 

on algnlfleant relationships, for formulating hypotheses more 

clearly and for raising questions that might be obscured in 

a purely discursive assembling of significant facts and 

factors.27 

Only brief consideration need be .iven the sole re­

maining methodological teohnique that promises one day to 

help the forecaster handle quantity determination with greater 

assurance, namely input-output analysis. There are three 

promising aspects for students of economic growth to the 

research being carried on in this field» 1) its subjeot 

matter is factor input and product output, whleh concentra­

tes attention on productivity, comparative for both area and 

time, and thereby gets to the heart economic growth; ii) it 

deals with sectors rather than the aggregated economy, there­

by overcoming one of the objections to model analysis; 

ill) it is based on a massive collection and comparison of 

statistics, which could help greatly to lend substance to the 

projection of trends. As an answer to a generalized proce­

dure for making long-range growth estimates input-output 

analysis holds little promise. Even in the short run it 

27 ibid, iienry J. Burton; "Growth Models and Under­
developed Economies" - The Journal of Political b'conomy. 
August 1955, pp. 322-336, demonstrates the point whereby use 
of very simply model analysis he is led to conclude that the 
capital absorptive capacity of underdeveloped countries is 
limited by the rate of technical and behaviour!stic changes. 
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Offers help in application to growth study of underdeveloped 

eountries because of the impossibility of assembling the 

required statistical data.28 

This intricate and elusive problem of calculation 

and meaaurcment of growth rates and prospects Is strikingly 

well expressed by Professor Misess 

The lmpractibillty of measurement is not due to the 
lack of technical methods for the establishment of 
measure. It is due to the absence of constant rela­
tions. If It were only caused by teohnical insuffi­
ciency, at least an approximate estimation would be 
possible In some cases. But the main fact is that 
there are no constant relations. Economics la not, 
as ignorant positiviats repeat again and again, 
backward because it is not 'quantitative'. It is 
not quantitative and does not measure because there 
are no constants. Statistical figures referring to 
economic events are historical data. They tell us 
what happened in a non-repeatable historical oase. 
Physical events can be interpreted on the ground 
of our knowledge concerning constant relatione 
established by experiments. Historical events are 
not open to such an Interpretation.2* 

Lacking mathematical models of sufficient elegance 

and sophistication to permit the inclusiveness and the 

flexibility to give a comprehensive growth picture over an 

2 8 Alan T. Peacock and Douglas Dosser, "Input-Output 
Analysis in an underdeveloped Country: A Case Study", The 
Review of Economic Studies. October 1957, pp. 21-25. 

29 B. Herbert Frankel, "Some Coneeptual Aspects of 
International Economic Development of Underdeveloped Terri­
tories", Essays in International Finance, No. 14, May 1952, 
Princeton University, p. 8, quoting Ludwig von Misee, 
Human Action - A Treatise on Economics, Yale University 
Press, 1949, p. 56. 
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extended period of time we must be s a t i s f i e d with a non 

mathematical, pseudo-model unhampered by these l i m i t a t i o n s , 

involving s u f f i c i e n t l y e l a s t i c assumptions that i t may be 

married to the project ion technique to permit long term 

growth pred ic t ions . Kusnets i s very doubtful about even 

t h i s p o s s i b i l i t y , "So far as I know, we have no adequate 

theory of eeonomio growth of nat ions , and none that would 

securely e s t a b l i s h a spec i f i c model of long term change i n 

national product ." 5 0 But he may be unduly p e s s i m i s t i c , as 

Celm points out i n comment, because granting that unqualif ied 

long-range economic foreoasta are beyond our a b i l i t y , i t 

should be poss ib le to formulate a q u a l i f i e d and non-speci f lo 

es t imat ion of future forms and s i z e s without r i g i d ex tra­

po la t ion of past d a t a . 3 1 Colm, however, correc t ly ind icates 

that a l oose model of the sor t suggested would at bes t give 

an approximate range of poss ib le l e v e l s of economic a t t a i n ­

ment. In e f f e c t , t h i s i s the task that the Canadian Gordon 

Commission assumed and the r e s u l t s are of t h i s c l a s s . 

Obviously the long-range project ions developed would 

be only as good as the assumptions adopted and the oomprehen-

30 Simon Kusnets, "Concepts and Assumptions i n Long-
Term Project ions of National Product", In Long Range Economic 
Project ion - Studies In Income and Wealth, Volume S ix teen . 
National Bureau of Economic Research, Princeton Univers i ty 
Press , 1954, p . 1 5 . 

31 Gerhard Colm, Comment, i b i d . , p . 38 . 
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siveness of the factors Included In the model. Since Kus­

nets is oorrect in denying that there is any accepted or 

adequate theory of growth to use as the framework for a 

model, there can be no dependable basis for formulating 

assumptions or selecting factors. From the brief investiga­

tion of essential growth forces in Chapter Two the nature of 

sueh a generalized model can be inferred. The key variables 

that would have to be related, but not necessarily in order 

of importance, inolude population, savings and Investment, 

capital-output ratios, technological advance, government 

policies, productivity, foreign trade, and a rate of cultu­

ral adaptation. The last mentioned may appear to have pecu­

liar Importance for underdeveloped countries but It still 

has relevance even for advanced countries in view of the 

adjustments frequently required and often resisted in respon­

se to new techniques, new products end new facilities. This 

single key variable, which is mostly non-economic in moti­

vation but significant in its economic influence, illustra­

tes the immense problems of postulating defensible assump­

tions in weaving these and other variables into a growth 

pattern permitting predictability. At most times cultural 

adaptation is likely to be a limiting factor on the rate of 

economic growth, for, as Professor Duquesne tells us, the 

rate of dislocations must not exceed the rate of welfare 
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gains. Yet at times the targe for change outruns the plas­

ticity of the eoonomio system when the revolutionary spirit 

takes hold and a violent clamour to sweep away everything 

associated with the past burns with insatiable urgency. 

At this stage we are ill-equipped to make the neces­

sary assumptions relating these, and associated, variables. 

It Is hoped that the exploratory analysis of Part II will 

improve this situation. At this juncture all that can be 

attempted is to consider some of the growth estimates that 

have already been made for the medium term using the pro­

jection technique, and some looser guesses that have been 

made for the longer run, and realize the significant implica­

tions of these estimates. 

Indisputably population is one of the key determi­

nants of economic growth rates and almost the overriding one, 

both relatively and absolutely, when the customary measure­

ment of growth in per cspita terms is used. Despite the faot 

that population trends are less susceptible to short term 

Influences thsn the other key variables of any growth model, 

demographic prediction is extremely hazardous. United Nations 

32 Louis Duquesne de la Vlnelle, "Economic Policy 
as an Instrument of Progress", in Eeonomio Progress, op. cit. 
pp. 416-417, further states: *Thc ideal is to exploit to the 
utmost the plasticity of the economic system. But there is 
a limit whioh should not be exceeded, under penalty of 
arousing against progress the hostility of those who are 
meant to benefit from it." 
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experts in their recent attempt to develop population pro­

jections fully recognize the difficulties; 

The population models employed in this report are 
an over-simplification of facts. But so are all 
demographic schemes and, in fact, any conceptual 
framework in the social scienoes The number 
of factors which affect social phenomena, however, 
is so great that to isolate them all and take each 
into acoount exceeds the powers of the intellect.33 

The detailed analysis and many findings of this group 

are well aummarlzed in the following table. 

Earlier reference was made to the work of Leonard 

Rist of the International Bank for Reconstruction and Develop­

ment in attempting to predict future growth rates.3* His 

findings are worth considering. His projections are done on 

an area basis with due regard for recent past performance, 

anticipated growth of the labour foroe, and productivity 

trends, with allowance for special influences. Ihe conclu­

sions drawn are based upon more exact data for the industrial­

ized areas and permit nor© refined estimates for the United 

States and Europe related to evaluation of the expected rate 

of Increase In labour force and productivity as annual average 

factors. For Latin America and Asia, undergoing some struc­

tural transition and acutely dependent on the terms of 

3 3 United Nations, The Future Growth of World copula­
tion. U. N. Department of t̂ conomlc and Social Affairs, 
HewYork, 1958, p. 39. 

34 Leonard B. Rist, World Economic Growth - A Forward 
Look, pp. 8-12. 
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Table V. - ESTIMATED POPULATION OF 19 REGIONS OF THE WORIE IN 1925, 1950 , AND 

1975 ON HIGH AND LOW ASSUMPTIONS, PERCENTAGE INCREASES IN 1925-1950 

AND 1 9 5 0 - 1 9 7 5 , AND INCREASE FROM 1950 t o 2000 (MEDIUM ASSUMPTION)** 

Region 
Population (mi l l i ons ) 

1925 1950 

Increase 
(per cent) 

1975 1925-50 1950-75 

Population 
in 2000 per 

100 population 
in 1950 

Central America 21.0 34.7 66 .6-72 .3 65 92-108 
Tropical South America. . . 50.6 84.4 150-163 67 78-93 
Northern Africa 29.0 42.7 70 .4 -76 .4 47 65-79 
Southern Africa 8.7 13-9 22 .5 -24 .4 60 62-76 
South-West Asia U5.9 63-3 107-116 38 69-83 
Pacific I s lands* 2 .2 2 .9 5*0 32 71 
:arlbbean 10.5 16.3 25 .1 -27 .1 55 54-66 
South-East Asia 118 171 259-280 1*5 51-64 
East Asia (without Japan) U53 595 884-958 31 49-61 
Antral South Asia 343 466 680-737 36 46-58 
Middle Africa 109 142 202-230 30 42-62 
U.S.S.R 163 181 266-275 11 47-52 
Teaperate South America.. 17.2 27-2 40 .4 -41 .7 58 49-53 
Australia and New Zealand 7-4 10.2 15 .5-16 .0 38 52-57 
northern America 126 168 232-240 33 38-43 
Japan and Ryukyu Is lands . 59.7 63 .6 110-117 40 32-40 
Southern Europe 105 132 156-166 25 20-26 
Antral Europe 117 128 151-156 9 18-22 
Iforthern and Western 

Europe 120 133 149-154 11 12-16 

432 
402 
344 
339 
325 
297 
294 
291 
286 
281 
227 
209 
205 
204 
186 
183 
156 
143 

135 

•For t h i s region, no a l t ernat ive assumptions were made. 

**united Nations, The Future Growth of World Population, U. 
Social A f f a i r s , New York, 1958, p. 26. 

N. Department of Economic and 
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international trade, it is more difficult to relate labour 

force to population ohanges and to estimate productivity 

trends sinoe determination of Investment rates is more diffi­

cult, ae arrived at potential growth rates over the next ten 

to fifteen years for the four areas considered and then modi­

fied these by a reduction of approximately 1-2 of 1 per cent 

per year to reach his final estimates of likely average 

annual rates of rise in GNP, duly qualified by assumptions 

that appropriate government policy could be depended upon 

to foster growth and that major cyclical disturbances would 

not upset the pattern. 

United States - 3 l A - 3 i/2^ 

Western Europe - 2 3 A - 3 l A % 

Latin America - 3 3 A - k& 

Asia - 3$ or less 

The more ambitious study undertaken by the Eoonomio 

Staff of the International Bank for Reconstruction and Deve­

lopment,3® as stated previously, consolidates all the earlier 

studies of growth projection and produces area results for 

the period 1955-1962, or possibly 1965, that are not strictly 

comparable with Rist's estimates since they are for represen­

tative countries within areas rather than for Inclusive areas. 

3 5 UBRD Economic Staff, World Eoonomio Growth 1955-
1962: Estimates ^ased on Existing Projections, op. cjtT 
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These projections are based on the United Rations popula­

tion forecasts, and sector trends and projections for Indus­

try and agriculture. They conveniently summarize most of 

the results in one table, reproduced on page 103a. 

For comparative purposes one final set of projections 

is worth including here, both because it differs to some degree 

from those already quoted and because it includes some areas 

excluded from the other estimates. This is from the Special 

Studies Project Report III of the Rockefeller Brothers Fund, 

the work of a large panel and the Fund's staff.36 Here, 

again, it is stated that the attempt to foresee the stage of 

progress of the world economy 10 to 20 years In the future 

ean only be done in the most tentative terms because of limi­

tations of statistical and economic knowledge. However, the 

Importance for polioy guidance of such projections are so 

important that an attempt is made, subject to the qualifica­

tion: "Such projections are of course subject to modification 

as the world moves ahead In eoonomio, sooial, scientific and 

political fields."37 The resulting projections appears 

If recent trends in the world economy should con­
tinue, we would see growth rates in total production 
of goods and services, as shown In the chart: 

3 6 Report of the Rockefeller Brothers Fund Special 
Studies Project, Report III, Foreign Koonomio Policy for the 
Twentieth Century. New York, Doubleday & Company, Inc., 1958 
pp. 71-75. 

3 7 Ibid., p. 72. 
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Table VI - PROJECTED AND PAST ANNUAL RATES OF GROWTH * 

Aggregate GNP a / Per Capi ta GNP a/ Indus t ry A g r i c u l t u r e c/ 

Country 

North America 
United S t a t e s 
Canada 

Europe 
OEEC Count r i es 

L a t i n America 
B r a z i l 
Colombia 
Mexico 

Asia 
Japan 
Ind ia 
P a k i s t a n 
P h i l i p p i n e s 

Af r ica 
Soutn Afr ica 

Oceania 
A u s t r a l i a 

Post 
World 
War I I 

4 .2 
4 .7 

5.2 

5.5 
5.4 
5 .6 

8.5 
3-2 
2 .5 
6.0 

4 . 0 b / 

5 .0b / 

Long 
Run 

j . b 
3.5 

n . a . 

4 .5 
4 .o 
6.5 

(3 -3) 
n . a . 
n . a . 
n . a . 

n . a . 

3.2 

Pro­
j e c t e d 

3 . 1 - 5 . 8 
3-6-4 .5 

3 . J 

3 .5-4 .5 
3-5-4 .5 

5-5 

4 .5 
3-5-4 .5 
2 .5 -3 -3 

5.0 

3-3 

4 . 1 

Post 
World 
War I I 

2.5 
2 .0 

4 .4 

5.0 
3.1 
2 .9 

7.0 
l . Q 

1.0 
4 .0 

2 . 0 b / 

2 . 5 b / 

Long 
Run 

2 .0 
1.7 

n . a . 

2 .2 
2 .4 
3-7 

n . a . 
n . a . 
n . a . 
n . a . 

n . a . 

1.3 

Pro­
j e c t e d 

1.5-2.2 
1 .3-2 .1 

2 .6 

1 .1-2.1 
1 .2-2 .1 

2 .6 

3-5 
2 . 0 - 3 . 0 
1.3-1-8 

2.4 

1.1 

1.7 

P06t 
World 
War I I 

4 .3 
3 o 

6.9 

7.3 
7 .5 
5-6 

15.0 
8.0 

23.2 
7 .o 

n . a . 

6.0 

Long 
Run 

4 . 1 
4 .0 

2.5d ' 

n . a . 
n . a . 
5.4 

7.2 
3.& 
n . a . 
n . a . 

7.9 

3-7 

Pro­
j e c t e d 

3 .3 -4 .0 
3 .6 -4 .4 

*+.h 

4 . 5 - 5 . 5 
5 .0 -0 .3 

5.9 

0.O-6.5 
7 .0 -5 .5 

tf.5 
n . a . 

4 .5 

5.0 

Post 
World 
War I I 

1.5 
5-2 

2.o 

3-0 
2 . 0 

s . t 

1.5e 
4 . 1 
1.0 
7.J 

2 . 0 

2 . 2 

Pro­
j e c t e d 

1.5-2.0 
1.6-2.3 

2.1 

j ' f 

5 .5 -< . -
5.0 

1.2 
2 . 5 - 3 . 5 
1 .6-2.3 

n . a . 

1.4 

2 . : 

a / Rates of growth i n ou tpu t , exc luding the e f f e c t s of changes in terms of t r a d e , unless o therwise s p e c i f i e d , 
b / Rate of growth i n r e a l Income, inc lud ing e f f e c t s of changes i n terms of t r a d e . S t a t i s t i c s on growth of output were 

u n a v a i l a b l e . For most of t h e l i s t e d c o u n t r i e s , movements i n the terms of t r a d e caused l i t t l e or no d ivergence 
between r a t e s of growth i n output and income. However, in t h r e e c a s e s , t h e r e was a s i g n i f i c a n t d i f f e r e n c e between 
r a t e s of growth i n output and i n income. For the post-World War I I pe r iod , we have: 

B r a z i l - 5.5% (ou tpu t ) - 6.3% (income) 
Colombia - 5.4% (ou tpu t ) - 6.7% (income) 
Pak is tan - 2.5% (ou tpu t ) - 1.8% (income). 

c / Long-run growth r a t e s for a g r i c u l t u r a l output a re not a v a i l a b l e , 
d / I nc lud ing a l s o F in land , I c e l a n d , Spain , Yugoslavia . 
e / 1950/52-1954/56 r a t e : 4.4%. 
Time pe r iods and s o u r c e s ; Appendix V I I I . *IBRD Economic S ta f f , World Eoonomlc Growth 1955 - 1962: Es t imates Based on 

E x i a t i n g P r o j e c t i o n s , op. c i t . , page 2 3 . 
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4 per oent In the United States 
5 per cent in other free industrial eountries, 
including Western Europe, Canada, Japan 

3 per oent in Latin America and perhaps 
8 per cent in other less developed areas 

6 per cent in the U.S.S.R., 3 per oent in the 
satellites, and 2 per oent in Red China 

Since this same Report immediately turns to conclu­

sions that are close to the heart of the central theme of this 

dissertation further direct quotation seems appropriate: 

The broad conclusion that emerges from these pro­
jections of recent trends Is that existing economic 
disparities among nations would widen. At recent 
growth rates in total production, output per capita 
in the free world industrial nations would increase 
45 per cent in ten years and would double in twenty 
years. However, the increase in per capita output 
in the less developed areas taken as a whole would 
work out at only 14 per cent In ten years and 29 per 
cent In twenty years. Clearly, past rates of economic 
growth must be bettered throughout the free world, 
and particularly in the less developed areas, if we 
are to match the rising expectations of Individuals 
everywhere A widening disparity between the 
industrialised and the less developed nations would 
make the attainment of a peaceful community of 
nations increasingly difficult. A great deal depends 
therefore on the ability to speed up the rate of 
growth of the less developed regions.38 

The problems involved in disparate growth trends for 

various areas and oountrles of the world has attracted sur­

prisingly little attention in the new voluminous literature 

on economic growth. The above quotation is one of the few 

explicit references to the importance of differential growth 

3 8 A***. P* 75. 
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rates. One other reflection on this apparent situation that 

considers some implications of the observable trends is also 

worth quotings 

The only danger international trade presents to 
growth is the danger that we will not sufficiently 
recognise how important it is for our continued 
growth. We must advance together with all the rest 
of the world. That means enlarged1 foreign Investment 
on our part, and participation in reducing everywhere 
obstructions to the movement of men, money and goods. 
This osn be looked at from a purely practical angle 
of self-interest. Further participation in world 
trade would result in even wider markets than we now 
have. After all, our population Is only 6 per cent of the 
total on the planet, and a large part of the world 
hungers for the good products we can provide. 

Our gain would be higher production and greater sales 
of products we can make with the greatest efficiency. 
At the same time we would benefit from less costly 
sources of supply for the things we either do not 
produoe at all or produce less efficiently than 
others. Our own economic growth would thus be fos­
tered In the lands.with which we traded. That is, 
great gains, sharable all around, would come from a 
more Intensified International specialisation of 
labour and wider use of world reaources. 

As one looks over the world it is apparent that dif­
ferent peoplea have reached different stages of 
growth. Quite a few are merely at the stage of 
excited aspiration. Many of these are societies 
that have been traditionally stagnant in their social 
organisation. Underneath most of the world-wide 
unsettlement so evident in recent years is the na­
tural urge of awakening peoples to share the better 
living conditions achieved by nations more advanced 
industrially. This recognition of the benefits of 
economic growth Is the principal yeast under the 
ferment of nationalism characteristic of this era. 
It has been aptly described as a "revolution of 
rising expectations".** 

39 Research and Policy Committee of the Committee for 
Economic Development, Economic Growth In the United States; 
Its Past and Future, New York, CED, February, 1958, p. 53. The 
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*he problem that will be Investigated in Part II is 

even wider in context than this perceptive statement embra­

ces. Although we have been forced to acoept the conclusion 

that dependable prediction of future growth paths and pat­

terns is truly impossible, the best projections of attainable 

eeonomio growth give a fair measure of what might reasonably 

be expected. In aggregate terms it is Indicated that al­

ready advanced, industrialised eountries have higher expecta­

tions of continuing.expansion than the underdeveloped areas. 

When population projections are married to these gross na­

tional product figures the growth outlook in per capita 

income terms is clearly in favour of a still higher rate of 

gain for the advanoed economies. Finally, since these 

growth rates are expressed as percentage improvements the 

absolute differential in favour of the high Income countries 

is further magnified by translating the data back into money 

terms. In these absolute terms even parallel rates of impro­

vement of 3 per cent per annum in all areas would still 

mean that the income gap between the peoples of rich and 

poor countries would progressively widen. Thus the first 

conclusion, that the rich are getting richer and while the 

poor are not getting poorer absolutely they are relatively. 

underlined sentence appears in italics in the text. The 
quotation marks are reproduced from the original. 
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The wider problem to be investigated is, - can differential 

growth rates and accelerating differentials in production 

levels and standards of living continue for a prolonged 

period without the lag setting up repercussions which must 

react unfavourably on the growth possibilities of the 

advanced countries as well? If the answer Is that retarda­

tion Influencea can and will eventually be communicated to 

the faster growing, more advanced countries from the aspi­

ring but oonstrained underdeveloped areas, then it becomes 

obvious that the maintenance-of a high rate of economic 

progress in the world economy depends essentially on finding 

ways and means that will allow and stimulate a rate of growth 

in the low income areas exceeding their immediately apparent 

potential. 



PART II 

INTERNATIONAL RETARDATION EFFECTS 



CHAPTER I 

HISTORICAL GROWTH RATES 

Against the theoretical background of Part I it is 

now appropriate to assemble significant empirical data on 

economic growth, over comparative periods for a representa­

tive selection of countries, in order to determine the 

historical mainsprings of progress and to permit analysis 

of the International interaction of differential growth 

rates. In anticipation, it can be expected that wide varia­

tions in rates of economic growth will be demonstrated from 

country to country in any particular period and from period 

to period in any particular country. The reasons for these 

variations must always be sought, but above and beyond this 

purpose will be the search for indications of international 

repercussions on growth rates communicated from one country 

to others. In Part I, where the broad subject of economic 

growth waB reviewed to provide the necessary background for 

the explorations that are the purpose of this study, there 

was a vast body of literature to draw on. In Part IX, where 

we proceed on a less well charted course, the resources to 

be drawn upon are not so rich or relevant. Even the empi­

rical data for particular countries and periods are often 

wanting in the special Information needed for our immediate 

purposes. 
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A considerable degree of selection has been exercised 

in choosing the countries to be reviewed. This choice has 

been conditioned by the special nature of the problem and 

the availability of sufficiently ecsiplete data for the alter­

native representative countries. Also, the brief review of 

the individual test-case eountries that follows suffers badly 

from the limitations of space. Inevitably, there is incom­

pleteness in each of the test-cases that makes then less 

than satisfactory. Without conscious bias or predisposition 

to represent the evidence as proof of conclusions arrived at 

in advance, the capsule form of presentation involves the 

unavoidable limitation of all economic analysis to an extreme 

degree, that of unbalanced emphasis. As might be expected, 

many of the valuable lessons to be learned from a study of 

the empirical experience of the pretended representative 

countries will be lost simply because some aspects of their 

growth paths will be stressed and others, of perhaps equal 

significance, receive little or no attention in the few 

pages allotted to each country. 

England 

As has been frequently recognised by writers using 

the historical approach to the study of economic growth, no 

single country offers more instructive experience than 
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England for ease study.1 Here, the story of change and pro­

gress is filled with dramatic instances of innovation in 

every sector of the economy, international dependence is his­

torically deep-rooted and a continuous feature of the process 

of economic development, the population problem exerted its 

pressure threugheut the transformation, and, free of the com­

pulsion of competitive urgency and foreign induced social 

and political restlessness, economic growth proceeded as an 

autonomous rather than an induced and forced process, there­

by exhibiting its basic nature more revealingly. 

There are clearly defined stages.in the economic 

evolution of England, each of which has been designated as a 

revolution by various writers, and with justification, be­

cause of the completeness of the changes involved and their 

far spread consequences. Yet, the agricultural revolution, 

the commercial revolution and the industrial revolution, 

were not short, sharp and violent, each distinct from the 

other in causation and consequences. These revolutions were 

spread over extended periods of time that are difficult to 

1 Norman S. Buchanan and Howard S. Ellis, Approaches 
to Economic Pevolopmeny, Hey York, The Twentieth Century 
Fund, 1955t Ch. 7, pp. 126-151, end Gerald M. Meier and 
Robert E. Baldwin, Economic Development. New York, John 
Wiley k Sone, Inc., 1957, Ch. 7-9, pp. 143-203, end A. J. 
Xeungaon. PosflbUltfres of Economic Progress, Cambridge Uni­
versity Press, 1959, Ch. VIII, pp. 107-145, contain good, 
analytical, condensed studies of England as a case history. 
These sources have been heavily drawn upon in the following 
section. 
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delineate precisely and overlap each other. 

Significant data on England*s economic progress 

during the eighteenth century are not available in the form 

of reliable statistics, so that no attempt can be made to 

measure the rate growth of productivity or income prior to 

1800. Covering the next fifty years, up to 1850, the data 

are limited and speculative, allowing only the rough estimate 

that for this period real per capita Income rose by over 

25 per cent.2 In the modern, industrialised period, from 

1870 to the present time, the growth rate in per capita 

income averaged 1.25 per cent per annum.3 The percentage 

change per decade in per capita Income over this more recent 

period reveals that a rising rate of growth was achieved 

through to 1897-8, reaching a peak rate of over 25 per cent 

per decade between 1885-1894, after which time the rate of 

progress slowed down to less than 6 p«r cent per decade bet­

ween 1905-1929, followed by a rising trend that again took 

over allowing the past decade to equal the peak rate of 

sixty years agoA 

2 Meier and Baldwin, ftp. cit.. p. 176, derived from, 
Phyllis Dean,"Contemporary Estimates of National Income in 
the First Half of the Nineteenth Century? Economic History 
Review. Till, Ho. 3,053, April 1956. 

3 IBRD Economic Staff, Statistical Tables on Econo­
mic Growth, Washington, unpublished document, 1956, p. 16. 

4 Meier and Baldwin, OP. cit.. p. 181, supplemented 
for post-war years from, U. K. Central Office of Inforraation-
Some Notes on the United Kingdom Economy, Jan. 1958. 
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Comparing the growth of population intertemporally 

with the growth of income is revealing. During the nineteenth 

century when the preconditions for economic progress were 

being established there was a rapid expansion of population, 

averaging 13.2 per cent per decade.5 For the entire twen­

tieth century the population growth rate averaged only 5.6 

per cent per decade,0 with the decline progressive throughout 

the century. For the first forty years of the twentieth 

century population was virtually stagnant and only began 

showing appreciable growth again during the war and postwar 

years. By inference, the rapid population growth during the 

preconditioning period was one of the dynamic growth forces 

activating the subsequent progress. Again, population seems 

to be positively associated with income generation in the 

stagnation and renewed expansion phases of the two series. 

The increasing population, despite the relatively high popu­

lation density of England, never became a retardant on per 

capita income growth because the Malthusian effect of land 

scarcity was compensated by immigration to vacant lands 

abroad, while domestically urbanisation and industrialization 

proceeded hand-in-hand to absorb in more highly productive 

employment what had become redundant rural labour. 

5 See Chapter I, Appendix 2, Table 2. 

6 Ibid. 
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The highlights of England*s economic development and 

dynamic growth can be briefly summarised, but for want of space 

cannot be discussed interpretatively for full significance. 

The agricultural revolution came first, with its changes in 

techniques, land tenure system, and rise in productivity. 

This led to the release of labour and the growth of towns. 

Harrow regionalism broke down before the conditions of rising 

agricultural output and increasing interdependence of towns 

and country. A market economy resulted and the process was 

stimulated by a new responsiveness to the profit motive. 

Meeting the needs of spreading trade, transportation facili­

ties, roads, canals and riverways, were developed. It is 

pertinent to our larger problem to remark that these trans­

portation facilities were created by private investors, at 

heavy cost, many of whom lost a good deal.7 The new possi­

bilities of trade and the real spread of trade meant that the 

commercial revolution was under way. This occurrence had 

important consequences in altering the dominant scheme of 

social values to allow the emergence of an Increasingly 

wealthy and powerful middle class. In turn, this permitted 

a shift in political ideas favourable to the pattern of 

economic life that was emerging. As well, the changes pro­

duced the venturesome spirit required for the all-important 

7 Buchanan and Ellis, pp. cit.. p. 137. 
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innovating entrepreneurs who, having accumulated the neces­

sary capital, made the Industrial revolution possible. 

Although the real beginnings of the industrial revo­

lution are found earlier in the eighteenth century, it has 

been claimed that an important impulse behind the spurt, that 

gave it real momentum, was the period of isolation from the 

European continent due to the French Revolution and Napoleonic 

wars. It is instructive to consider that the impetus came 

from two factors associated with this period: 1) an infla­

tionary environment created by a scarcity of goods, which 

stimulated production and encouraged innovation to raise pro­

ductivity and exploit profit opportunities; ii) the imposed 

isolation from customary relationships created fortuitous 

circumstances for industrial undertakings unchallenged by the 

competition of foreign goods in the period of infancy. Both 

the United States and Canada have more recently profited 

industrially from like circumstances in periods of war. 

This Napoleonic interval marks the "take-off" for 

England, and by 1815 it had become the modern world's first 

"maturing" society. Mechanization and Industrialization were 

well established, finding solid expression in the factory 

system. All this was made possible by a high rate of invest­

ment from savings accruing to the middle class from commerce 

* Ibid.. p. 150. 
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and assisted by the redistributlve effects of inflation.9 

Initially, the rising factory industry and the Important 

associated inventions and innovations were associated with 

traditional industries like textiles, clothing, mines and 

metals, but presently came a wider application in a more di­

versified range of new industries. Three features of the 

British experience may seem almost incredible to the develop­

ment ambitious countries of the twentieth century. First, 

this was the hey-day of laisses-faire doctrines in their 

birth place, England. In fact, free enterprise unassisted 

and unimpeded by state intervention was an economic philoso­

phy evolved during this very period, and hence must be 

accepted as a child of the economic events. Secondly, the 

industrial revolution and the transformation into a maturing 

economy was achieved entirely with domestic capital, with the 

savings coming before the Investment, for there were no avail­

able foreign sources of capital to tap, and even internal 

credit institutions only developed after economic progress 

was an accomplished fact. Thirdly, visible trade was conti­

nuously adverse and tended to show progressively unfavourable 

terms of trade as import demand for materials rose, an 

effect that was only offset by constantly Improving producti­

vity. An import surplus is expected in developing economies 

9 "Rostow on Growth", The Economist. London, August 
15, 1959. 
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today, but only on account of the heavy increase in imports 

of machinery and equipment. England relied on the sale of 

services to fill the gap and actually became a capital ex­

porter at a remarkably early stage of its maturity. 

Germany 

An interesting continental contrast to England's 

course of economic development is provided by Germany,1° 

where two new growth factors are evident. The demonstration 

effect influenced Gerraany significantly, as impressions of 

England's attainment filtered across the Channel. Put 

neither political nor social conditions were conducive to 

emulating England's economic success, and the relatively 

weak middle class was in no position to supply the initia­

tive and undertake the role of entrepreneur and capitalist, 

so the national state had to fill this important role. 

In the first half of the nineteenth century the 

autocratic Prussian Government provided almost all the ini­

tiative and consciously established the necessary pre­

conditions ^or the "take-off", which Rostow identifies as 

occurring from I85O to 1873.H The state deliberately 

10 Buchanan and Ellis, op. cit.. Ch. 8, pp. 152-174 
is the main source of the material on the German case his­
tory. 

11 "Rostow on Growth", The Economist, and W. W. 
Rostow, "The Take-Off into Self-Sustained Growth", The 
Economic Journal, March 1956. 
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brought the feudal era to an end and encouraged improved agri­

cultural techniques and new crops, that the English progress 

in agriculture might be shared. Next, the oreation of the 

Zollverein meant basic German unification and the elimination 

of strangling duties, taxes and regulations that impeded 

trade, so that the essential of a wider market was aohieved. 

This step was carried to logical completion with the esta­

blishment of the German Empire in 1864. With this accom­

plished, Prussia was able to provide support and encourage­

ment to railroad construction and directly undertake some 

of the construction as state enterprise. Yet, at mid-

century, Germany had made but little true industrial progress 

and remained an agricultural economy with only insignificant 

manifestations of urbanisation* although the State had set 

up a technological Institute to pass along instruction on 

borrowed English techniques in manufacture. 

In one other Important aspect England was both the 

dominant influence and a striking contrast to German develop­

ment. Acutely sensitive of the competition of English manu­

facture, Germany adopted a protectionist policy to shelter 

its new Industries in their Infancy at the very time wnen 

free trade doctrines were for the opposite reasons flourish­

ing in England. Yet, there is a parallelism here, for Ger­

many was seeking by state regulation to establish the same 

isolation that international wars had created for theincu-
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bation of new industry In England half a century earlier. 

The rate of income growth began to gain some momen­

tum in the first half of the century when all these changes 

were taking place. It was only after 1860 that the era of 

real progress began in the sense that a high rate of eeono­

mio expansion measurable In aggregate and per capita income 

increase was realised. The average achievement over the 

next 40 years was a rate of total Income increase fifty per 

cent greater than England in the same period, and since 

England's population was growing at a higher rate, a per 

eapita rate of income Inorease double the English growth 

rate.1« 

After the turn of the century until 1914 Germany 

began to experience a slowing down in the rate of growth, 

even as England had as maturity settled in and the period 

of rapid innovation and heavy investment was over. However, 

the rate of German growth was still roughly twenty per oent 

greater than England's for that period. Interwar stagnation 

interrupted the process of real growth, but in the period 

since 1950 it has been resumed with a driving strength that 

has frequently been described as "the German miracle." 

Dvuring this postwar surge the German expansion rate has been 

See Chapter 1, Appendix 2, Table 2. 
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two and half times the very satisfactory British rate of 

growth.13 

In common with England, Germany's period of inten­

sive and extensive economic development was largely financed 

out of domeatio savings although internal oapital was strate­

gically supplemented by capital flows from England in the 

third quarter of the nineteenth century and later by the 

reparation payments from France following the France-Prussian 

war. Also in common with England, Germany's foreign trade 

expanded at a very rapid rate as this rapid growth of the eco­

nomy took place. Unlike England, Germany borrowed techniques 

to compress the early period of industrialisation and relied 

heavily on state initiative, support and protection. 

Japan 

Although the growth path followed by Japan i s no 

close paral le l to that of Germany, the two oases have one 

Important feature in common. The State in Japan was also 

the instigator of eoonomlc progress and the guiding authori­

ty that ef fect ively imposed Industrialisation on the nat ion. l* 

13 IBRD Eoonomio Staff - S ta t i s t i ca l Tables on Eco­
nomic Growth, OP. c i t . . for the comparative s t a t i s t i c s de­
monstrating these trends. 

1* William W. Lockwood, "The State and Economic 
Enterprise in Modern Jap«n", 1868-1938, Ch. 18, In Economic 
Growth; Brasll . India, Japan, op. c i t . 
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laere was no extended period of gradual pre-condit ioning but 

an abrupt t r a n s i t i o n from a feudal , agr icu l tura l economy, 

with r i g i d h ierarchies f irmly dominated from the oentre of 

power, the Imperial Palace, to the de l iberate transformation 

i n t o a modern nat ion, eastern s t y l e , dating c l e a r l y from the 

Restoration of 1868. The compulsion to change came from two 

pronged fore ign influence after centur ies of i s o l a t i o n ! 

i ) contact with the western world induced the demonstration 

e f f e c t and revealed the p o s s i b i l i t i e s of borrowing technology; 

11) fear of foreign domination Inspired the desire for na­

t ional progress t o strengthen res i s tance to both mi l i tary 

and eeonomio threats from abroad.15 

The vigorous i n i t i a t i v e of the Meiji o l igarchy i n 

d i spossess ing the feudal overlords, e s t a b l i s h i n g s t a t e owned 

industry, creat ing transportat ion f a c i l i t i e s and other s o c i a l 

overhead oap i ta l , funnel l ing off the savings of agr icu l tura l 

producers to finance indus tr ia l expansion and e s t a b l i s h i n g 

a f a r reaching system of bas ic and technical education, sug-

15 As Edwin P. Reubens, "Foreign Capital and Domestic 
Development i n Japan", Ch. 6, i n Economic Growths Br as 11, 
India, Japan, op. c i t . , quotes i n a footnote , p . 196, from 
J. B . Orchard/Japan's Economic P o s i t i o n , p . 231, "Wars and 
the fears of wars have played an Important part in bringing 
Japanese manufacturing industr ie s to t h e i r present s ta te of 
development. I n d u s t r i a l i z a t i o n was begun as a weapon against 
poss ib l e aggression from a foreign nation, and each of the 
three wars In which Japan engaged i n the modern period - the 
war with China i n 1894-1895, the Russo-Japanese War of 1904-
1905, and the World War - was a powerful stimulus to indus­
t r i a l expansion." 



HISTORICAL GROWTH RATES 122 

ges t s a triumphant experiment i n s t a t e cap i ta l i sm. But t h i s 

picture i s so overs impl i f ied as to be f a l s e . * 6 Private en­

terpr i se was at no time suppressed and, once the prooess of 

i n d u s t r i a l i s a t i o n began to take hold, the o ld , landed nobi­

l i t y were encouraged to use t h e i r cap i ta l r e a l i s e d from 

expropriation to assume the entrepreneurial r o l e . However, 

the driv ing leadership of the government and the responsive 

s p i r i t of the people of a l l e l a s s e s , a manifestat ion of 

the i r soc io -ou l tura l habits and a common sense of nationa­

l i sm, are not s u f f i c i e n t to account for the progreas achieved. 

Actual ly , i n ca l cu la t ing the degree of government-Induced 

growth* considerat ion must be given to the almost continuous 

leakage, or negative growth e f f e c t , of armament expenditures 

which absorbed 40*50 per cent of national revenue regular ly 

from 1895 onward, a serious drain on Japan's l imi ted o a p i t a l 

resources . 1 ^ 

The l e s sons of Japan's t ru ly phenomenal eoonomio 

growth i n the modern period are d i f f i c u l t to d i s t i l i n t o easy 

ru l e s that might be applied with equal e f f e c t i n the under­

developed world today. The period of intense government 

intervent ion , l a s t i n g from 1868 through 1882, was the e f f e e -

l f i William W. Loekwood, op. c i t . , e s p e c i a l l y p .586-7 . 

17 Loekwood, i b i d . , p . 590. 
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t i v e take-of f p e r i o d . 1 8 The great achievement of t h i s period 

was the complete reor ienta t ion of the economy and the soc ia l 

philosophy at i t s foundations. Not only was there the drama­

t i c s h i f t from agricul ture to industry, but an insu lar , aloof 

s o c i e t y turned outward of n e c e s s i t y and by design to achieve 

i t a ends. The secluded Japan, In which foreign trade was a 

n e g l i g i b l e factor in i t s national income, emerged i n t o the 

world economy and became increas ingly shaped to a pattern of 

high interdependence, with fore ign trade accounting for b e t ­

ween 15 and 20 per eent of national income.*9 I n d u s t r i a l i s a ­

t i o n and d i v e r s i f i c a t i o n required t h i s extraordinary change 

beoause of the r e l a t i v e poverty of Japanese natural resour­

c e s , while the rapid r i s e in produet ivl ty and the e x p l o i t a ­

t i o n of the c l a s s i c opportunit ies of s p e c i a l i s a t i o n i n a 

world of free mul t i l a tera l trade, in t e x t i l e s and e s p e c i a l l y 

the unique s i l k industry of Japan, meant an Increasing need 

for foreign markets. After t h i s take-off , s ta te Intervention 

faded i n importance as private I n i t i a t i v e and private cap i ta l 

took over the i n i t i a t i v e to produce a r i s i n g momentum of 

growth. I t i s questionable whether or not t h i s strange com­

binat ion of forceful and e f f e c t i v e government planning and 

18 W. W. Rostow, op. c i t . 

I0 William W. Loekwood, "The Scale of Eeonomio Growth 
in Japan, 1868-1938", Ch. 6 in Economic Growth: Brazil. India. 
Japan, p. 145J and International Monetary Fund, Character 
and Role of Eoonomlc Planning in Japan, an unpublished paper, 
Washington, November 1957. 
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emerging v i r i l e private enterprise could be duplicated i n 

present day experiments i n economic development. 2 0 

Peculiar to Japan, as w e l l , was the high rate of 

savings and Investment In a country with such a very low 

l e v e l of per capita income. Even af ter 70 years of t ru ly 

remarkable progress the per capi ta Income i s today only mode­

r a t e l y bet ter than $ 2 0 0 . 2 1 The net savings r a t i o rose from 

sero to about 17 per cent over long periods of pre-war deve-
22 

lopment, and to over 20 per oent in more reoent years. * 

This striking achievement was due primarily to two favoura­

ble oireumstanoesi 1) an extremely unequal distribution of 

wealth, with tne high income recipients traditionally dis­

inclined to lavish and wasteful expenditure so that they 

readily became the financiers and entrepreneurs of the new 

growth era; 11) the common people on subsistence income had 

a low marginal propensity to consume, and their small savings 

also played a significant part in the Investment build-up. 

Conspicuous consumption did not drain off the income gains, 

nor did speculative investment frustrate the possibilities 

20 Loekwood, The State and Economic Enterprise in 
Modern Japan, op. cit., pp. 600-602. 

81 I.M.F., Character and Role of Economic Planning 
In Japan, op. cit. 

22 Reubens, Foreign Capital and Domestic Development 
in Japan, op. cit., p. 198. Colin Clark had calculated a 
figure of 25 per cent but this has been revised by Kasushi 
Ohkawa, The Growth Rate of the Japanese Economy, Since 1878. 
Kinokunlya, Tokyo, 1957, pp. 176-177. 
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of productive Investment, so the government did not h e s i t a t e 

to t o l e r a t e what we c a l l "creeping in f la t ion" today, or 

a c t i v e l y to abet the s a c r i f i c e of s t a b i l i t y for development, 

imposing certa in s a c r i f i c e s on the p o p u l a t i o n . 8 3 up to 1895 

the substant ia l part of the r i s e in production was a t t r i b u ­

table to agriculture and cot tage industry. Japan, thus, by 

concentrating i t s development e f f o r t s i n the areas where 

factor endowment, high labour - low o a p i t a l , d i c ta ted , achieved 

rapid ear ly growth with low oapi ta l In tens i ty and low average 

capi ta l -output r a t i o s . There was greater c a p i t a l i n t e n s i t y 

in indus tr ia l development as heavier industry and transpor­

t a t i o n gained more prominence after 1895. This s h i f t , and 

an appreciable wastage of cap i ta l resources , came about with 

the increas ingly heavy outlay on arms production, and as so ­

c ia ted with i t was the inadequacy of domestic c a p i t a l supply 

and increas ing re l iance on fore ign c a p i t a l . 2 5 

Averaging over the period 1878-1938, Japan's national 

income grew at the remarkable annual rate of 4 .3 per cent , 

while per capita Income increased at the rate of 3 ,2 per c e n t . 2 

23 Reubens, i b i d . , pp. 198, 199 and 209. 

24 a. Ranis, "The Capital Output Ratio i n Japanese 
Economic Development", The Review of Economic Studies , 
October 1958. 

85 Loekwood, The Scale of Economic Growth In Japan, 
1868-1938, op. c i t . . Reubens, op. c i t ! 

26 G. Ranis, op. c i t . ; See a l so Chapter I , Appendix 
2, Table 2 . 
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Since 1950 the rate of improvement has been even higher. 

This pace of growth far outstrips that of the United Kingdom 

in the same period and was not even equalled by uermany or 

the United States. In Japan, we have an example of sustained 

economic growth at a high rate deapite many material handi­

caps including, limited land area, relative poverty of natu­

ral resources and a dense population at the time of take-off, 

about 35 million in 1868, with a continuing high rate of 

population inorease since, over 12 per oent per decade pro­

ducing a total population of over 93 million in 1959. Natu­

rally, this Intensifying population pressure, accountable 

for by a marked decline in the death rate even though the 

birth rate has been falling, has led to problems and changes 

in Japan. Urbanisation as a significant trend occurred 

mainly after 1920. This, in turn, necessitated an increasing 

ahift from cottage to factory industry and did give impetus 

to industrialization. A redundant labour force makes unem­

ployment and underemployment chronic problems, yet ones with 

which Japan has ooped exceptionally well in the past. 

After 70 years of particularly rapid growth per 

capita income stands today at not much over $200, as stated 

earlier. This fact Is a sharp lesson In International 

income inequality. An outstandingly high percentage rate of 

improvement is not so Impressive when translated into abso­

lute terms. The absolute Income gap between Japan and the 
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already advanced countries of England, Germany and the 

United States widened during the period despite their lower 

rates of growth. 

Canada 

The problems of economic development in Canada are 

quite understandably regarded with envy by the older coun­

tries of the world. Apparently limitless natural reaouroes 

mean that the effective checks on the rate of rise of natio­

nal product are the paucity of labour supply to exploit the 

country's latent wealth and the limited capacity of the 

world to absorb its output. Capital supply has generally 

not been an Impediment to growth in the modern period In any 

real sense beoause foreign funda have generally been readily 

available to supplement and sometimes supplant domestic 

capital on a scale fully commensurate with the absorb tive 

oapacity of the economy with due regard for factor proportion. 

In essence, Canada is a fascinating example of the frontier 

economy.87 in spite of the impressive development that has 

already taken place, allowing Canadians to enjoy a standard 

of living at the peak of the international scale baaed on 

per capita income second only to that of the United States, 

27 H.M.H.A. Van dor Vslk, The Economic Future of 
Panada, McGraw-Hill, Toronto, 1954, Ch, 1. 
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Canada should cer ta in ly be regarded as an underdeveloped 

country i f the t e s t were attainment as compared to poten­

t i a l , rather than the accepted standard of r i c h or p o o r . 8 8 

Although Rostow quite properly i d e n t i f i e s the take­

o f f period for Canada as 1895-1914, * a conclus ion amply 

supported by the mass of data painstakingly pieced together 
s o by Dr. 0 . J . F irestone , a return to the scholarly , pioneer 

works of Dr. H. A. Innis g ives us force fu l evidence that 

the seeds of eoonomlc growth were strewn i n Canada with the 

very dust from the jaekets of the ear ly s e t t l e r s from Prance 

and England. The culture of Canada and the character of i t s 

s o c i a l t r a d i t i o n s were from the f i r s t shaped by the chal lenge 

of the f r o n t i e r and by the s p i r i t of these r e s t l e s s , en ter ­

pr i s ing men and women who came seeking be t t er things and 

eager to accept the dangers and d i f f i c u l t i e s enta i led* Readi­

ness for change i s the most e s s e n t i a l pre-condit ion for 

28 Royal Commission on Canada's Economic Prospects -
Final Report, Ottawa, 1957, see e s p e c i a l l y Ch. 1 . 

29 Rostow, The Take-Off Into Se l f Sustained Growth. 
op. c i t . 

5 0 Dr. 0. J . Firestone, Canada's Economic Develop­
ment 1867-1953, Income and Wealth, Ser ies VII, London, Bowes 
& Bowes, 1958. 

31 Dr. H.A. Innis , The Fur Trade in Canada. New Haven, 
1930; and Problems of Staple Productlon i n CaaadaT Toronto 
Univers i ty r r o s s , 1933; a l so see M. q. i n n i s , A"n""Bconomlc 
History of Canada, Toronto University Press, 1943. 
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eeonomio growth. Then, too , the borrowing of techniques, a 

supply of foreign o a p i t a l , and access to fore ign markets to 

absorb the r i s i n g product, were a l l advantages i d e n t i f i e d 

with the elrcumstances of co lonia l i sm under which Canada came 

into be ing . F ina l ly , the occas ional ly , but decreaslngly , 

h o s t i l e a f f i n i t y with the United States nurtured a sense of 

independent enterprise which eoftened the sometimes harsh 

r e s t r a i n t s of eolonlal iam, and present ly gave Canada a supple­

mentary parentem in locus from which to import technology, cap i ­

t a l , and an a t t i tude of r i s i n g expectat ions , and to which i t 

could export I t s increasing production of g o o d s . 3 8 There was 

i n fac t no beginning In rea l poverty that had to be broken 

out of . Aa Hoael l ts phrases i t , Canada I s a prime example 

of the expansionist pattern of growth, or to quote h i s com­

p l e t e , and very apt c l a s s i f i c a t i o n , "expansionist , s a t e l l i -

t l e , autonomous."33 That Canada did not develop as rapidly 

as the United States i s at tr ibuted by Van der Valk as being 

rooted i n a l e s s urgent "economic t ime- sp i r i t" , or a some­

what l e s s m a t e r i a l i s t i c and venturesome a t t i t u d e , due to the 

tempering Influence of r e l i g i o u s and cul tural t r a d i t i o n s . 3 4 

38 l o y a l Commission Final Report, op . c i t . , Ch. 3 , 
Canada and the United S t a t e s . 

3 3 Bert F. Hose l i t z , "Patterns of Economic Growth", 
Canadian Journal of Economics and P o l i t i c a l Science. Novem-
ber 1955. 

3 4 van der Valk, op. c i t . , Ch. 2 . 
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Although Canada's economic development was slower 

ge t t ing under way than that of the United Stats5 , i t la e v i ­

dent that the average rates of growth in the two countries 

s ince Confederation are c l o s e l y p a r a l l e l , al lowing for var ia -
35 

t lons in short period trends. Post-war, s ince Canada has 

come to r e l a t i v e maturity, while s t i l l experiencing a high 

rate of population increase and an accelerated rate of deve­

lopment of natural resouroea, the rate of increase in pro­

duc t iv i ty in Canada has outstripped that of the United 

S ta te s , leading to a higher rate of growth in aggregate i n -

come terms and a roughly equal per capita Income increase . 

Against the background of Canada's short h i s tory , and in 

part leu lar the developments in the economy over the past 

f i f t e e n years, the forecasts of growth evolved by the Royal 

Commission on Canada's Economic Prospects 3 7 do not seem 

exces s ive ly opt imis t i c end strongly suggest that Canada may 

wel l surpass the United s t a t e s in the rate of aggregate growth 

and qui te poss ib ly in per capita growth over the next few 

decades. 

Staple commodities and export trade ha\e been the 

35 see Appendix 2, Table 2, chapter 1 . 

36 IBRD . World Economic Growth, 1955-1962, op. c i t . 

37 Royal Commission - Preliminary Report, Ooceaber, 
19S6. 
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main supports of the Canadian economy throughout its economic 

history. The diversity of resources and changing emphasis 

of foreign demand account for the continuous change from 

period to period of the prime staple: fish, furs, timber, 

wheat, newsprint and minerals.^ The importance of resource 

development as a continuing factor in Canadian economic 

growth cannot be neglected.39 A somewhat different view is 

held by Galbraith who insists that natural resources will 

from now on play a largely passive role, with Canadian growth 

being mostly the result of more extensive or more intensive 

or technologically more proficient utilisation of known re­

sources.^ With increasing maturity, and particularly since 

1939, the labour force has been progressively diverted into 

higher productivity fields of secondary and tertiary indus­

try, el let, though export trade may have declined from 26 

per cent to 21 per cent of gross national expenditure from 

38 H. A. Innis, OP. cit. 

39 Firestone, op. dt. 

40 J. K. Galbraith, "The Causes of Economic Growth 
The Canadian Case", Queen's Quarterly. Summer, 1958, p. 180. 

41 Royal Commission - Canadian Economic Growth and 
Development from 1939 to 1955: demonstrating the shifts that 
Colin Clark leads us to expect in his analysis in Conditions 
of Economic Progress. 
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1938 to 1955, export trade remains, and will continue to be, 

an extremely important factor in Canada's future growth and 

prosperity.^ In this period urbanization and industrializa­

tion increased tremendously, but with the shift of labour 

population away from farms there was Increasing mechanization 

of agriculture and a positive rise in output, reflected in 

the quite striking rise in agricultural productivity. 

Population increase has definitely been a positive 

growth factor in Canada, This fact is an inevitable truism, 

given the characteristics of the frontier economy: vast area, 

unexploited resources and sparse population. It has not only 

encouraged a high rate of natural population increase but 

has influenced government policy to give active encouragement 

to immigration.^ However, this heavy importation of labour 

and skills did not contribute to Canada's growth to the 

degree that might have been expected because of the off­

setting drain of emigration to the United States. As Dr. 

Firestone points out, only one-third of the entrants contri­

buted a population gain from net migration during the 

heaviest period of immigration, 1904-1913.^ The tendency 

^2 Royal Commission, Preliminary Report, op. cit., 
p. 13; see also John A. Stovel, Canada in the World Economy. 
Harvard Economic Studies, Vol. CVlll, Cambridge, 1959. 

43 Stovel, op. cit., p. 122; Royal Commission - Out­
put. Labour and Capital in the Canadian Economy. February 
1957, p. 172. 

44 Firestone, pp. cit.. p. 8. 
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was for Canada to import unskilled and semi-skilled labour 

and export highly skilled and professional personnel, thus, 

while gaining quantitatively losing qualitatively. In recent 

years, the exodus from Canada has tapered off so that net 

migration is contributing increasingly to the productive 

labour force. 

Given the character of the people, at all stages, who 

make up the population of Canada, the wealth of resources 

available for exploitation, and the fundamental relationships 

with England and the United States, capital supply was never 

a real impediment to the country's eoonomlc growth. Even as 

early aa 1870 investment was 13.1 per cent of G. N. P. and 

since has shown a rising trend, allowing for interruptions 

in war and depression years, with three periods of particu­

larly high investment, 1896-1913, 1920-1930, and almost con­

tinuously since 1941, reaching peaks upward of 25 per cent.45 

With per capita income continuously high in relative terms, 

domestic savings averaged between 12 and 14 per cent last 

century and have risen to a 16 to 20 per cent range in the 

present century. Domestic capital formation alone would have 

sustained a satisfactory rate of economic growth. However, 

to quote the findings of the Royal Commission on Canada's 

Economic Prospects: 

45 Firestone, pp. 100-101; Stovel, p. 252; Van der 
Valk, pp. 35-37; Royal Commission on Canada's Economic Pros­
pects - Final Report, p. 336. 
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The growth of the country, at any stage in its 
history, would have been much slower without large 
supplies of capital from foreign countries, prlnci-

Sally from the United Kingdom and the United States. 11 our periods of great economic activity and 
expansion in peacetime have been characterised by 
heavy Inflows of capital from abroad; in periods of 
economic stagnation, we have been importing very 
little capital. Canada has always been a debtor 
nation.46 

And as Courtland Elliott puts it: 

For example, the years from 1900 to 1913 were a 
period of developing boom in Canada. Prices and 
wages wore rising and prosperity was rapidly in­
creasing. Between 1900 and 1913 the population 
increased by 44 per cent. It was obviously a time 
when the physical requirements of the people for 
homes, schools, factories, railways, and municipal 
improvement required the application of capital. 

Then, as now, neither the physical resources nor the 
productive capacity of the nation could meet the 
demand. The consequence was that no other country 
in the world absorbed outside capital so rapidly as 
Canada.47 

One further quotation from the Royal Commission's 

Finv\l Report is appropriate to the consideration of the role 

of foreign capital in Canada's economic development. 

But the mere fact that Canada has been willing to 
borrow abroad and has always welcomed the invest­
ment of foreign capital here would not by itself 
have been enough to attract an inflow of capital 
to this country. Nor would the availability of 
rich and plentiful resources and opportunities for 
growth. Fortunately in addition the 'investment 
climate* in Canada has been favourable. Canada has 

46 Royal Commission - Final Report, op. cit., p. 380. 

47 Courtland Elliott, "The Role of Capital Imports", 

OBft'g.irMifl/iSfty'foffi1*'ed-J-DougUs Qibson' 



HISTORIOAL GROWTH RATES 135 

had a long tradition of freedom for the flow of 
capital and income across its borders. Canada has 
also had a long history of orderly and responsible 
government Furthermore there is, of course, 
the basic fact that opportunities for profit are 
great in Canada and the risks involved are relatively 
small.48 

The accelerated rate of economic growth made possible 

by supplementing domestic capital formation with the heavy 

foreign capital inflow was, of course, associated with a 

chronic and periodically huge deficit on current account 

transactions in the balance of payments. The statistical 

data and the implications of this method of financing rapid 

economic development have been given close scrutiny in recent 

literature.49 in the first of the three periods of particu­

larly high investment and rapid growth previously identified, 

1896-1913, new investment amounted to more than five billion 

dollars of which about half was financed by foreign countries; 

in the second period of the 1920's investment is estimated at 

six billion dollars with foreign capital covering something 

like a third; in the final and presently continuing period 

the Import surplus and the volume of capital inflow are higher 

than ever but only represent about 20 per cent of total 

48 Royal Commission, Final Report, p. 385. 

49 See: Stovel, Firestone, OP. cit. and also Wm. C. 
Hood, Royal Commission - Financing of Economic Activity in 
Canada, and David W. Slater. Royal Commission. Canada's 
Imports. 
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investment.5° Thus a country with a savings rate of 15 tc 19 

per cent has been able to sustain investment at a 20 to 25 

per cent rate. 

The role of government in stimulating, channelling 

and sustaining economic growth in Canada has been positive 

but largely indirect. Economic liberalism was the inherited 

and consistently practiced tradition. Controls on economic 

life have been shunned to the maximum degree, national invest­

ment planning has never been adopted, and direct participa­

tion in ownership and operation of Industry and services has 

been restricted to cases of national necessity and areas of 

national interest. Even though no national policy of econo­

mic development can be Identified in any period, the Canadian 

Government did make a solid contribution to the country's 

economic progress in two ways. First, as stated in the quo­

tation from the Gordon Commission's Final Report, a favourable 

investment climate has always existed in Canada due to the 

long history of orderly and responsible government, and also 

there is a notably good record in maintaining fundamental 

financial stability, which is a prime requisite to creating 

an environment conducive to economic growth. Secondly, the 

government has taken proper initiative in certain strategic 

5° Van der Valk, OP. cit.. p. 36; Firestone, OP. cit.. 
p« 72. 
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phases, such as the railway policy in the beginning and 

since, which has allowed penetration and development of re­

sources beyond the frontier, and in the obviously imperfect 

but basically well timed Immigration policy. 

India 

Among the newly-developing economies of the world 

none is a more significant test-case than India. Only in 

the last decade can it be said that India has entered into 

the take-off period, and It is still too early, probably by 

about six years, to determine whether or not this take-off 

will succeed.51 The high significance of the Indian experi­

ment lies in the international political importance of the 

contest in progress between Communist China and democratic 

India.52 As the champion of economic planning in a free 

political economy as onposed to the overall planned and con­

trolled economy, India is being heavily backed by the Western 

World to prove to all of South-East Asia the superiority of 

this path to economic progress and well-being. Also, India 

is a recent emergent from the subjugation of colonial status 

and much may be learned from Its continuing experience of 

51 W. W. Rostow, The Take-off into Self-sustained 
Growth, op. cit. "" 

52 Wilfred Malenbaum, "India and China: Contrasts 
in Development", American Economic Review. May, 1959. 
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the handicaps and advantages of such a heritage. Finally, 

the population problem is most formidably in evidence in 

India, for there a fairly high rate of population increase 

continues to aggravate the difficulties of existing overpopu­

lation and extreme poverty.53 Not only must the vicious 

circle of poverty be broken but the population dilemma must 

be solved. 

Historically, India is an interesting instance of 

arrested development. As Helen B. Lamb demonstrates in her 

fine study of Indian economic development under British colo­

nial influence,54 India had attained a high degree of deve­

lopment in pre-Industrial terms and gained from British pene­

tration modern business and political institutions, technology, 

capital and administrative practices, yet no dynamic momen­

tum of economic development followed. This she attributes 

to the subordination of India to British political and 

economic interests, so that while economic development was 

in some ways stimulated, in many others it was inhibited. 

Commercial profits diverted initiative and capital away from 

productive undertakings. The same influences can be seen at 

53 Ansley J, Coale and Edgar M. Hoover, Population 
Growth and Economic Development in Low-Income Countries* A 
Case Study of India's Prospects. Princeton. N.J, irinceton 
University Press, 1958. 

54 Helen B. Lamb, ''The "3tate" and Economic Develop­
ment in India", in Economic Growth: Brasil. India. Japan. 
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work In agriculture where the r a t i o of food to non-food 

crops decl ined progress ive ly , to auoh a degree that there 

was an absolute deol ine in gross food-crop production from 

1893-1894 to 1945-1946 and a serious dec l ine in the volume 

of food crops output per c a p i t a . 5 3 Income data, not to dream 

of va l id s t a t i s t i c s , are spotty, incons i s tent and unrel iable 

pr ior to independence, but from what Is ava i lab le an educa­

ted guess might be made that t o t a l national income did r i s e 

gradually throughout the period 1800-1945, but that for the 

l a s t hundred years of that period per capi ta income In­

creased only very s l i g h t l y , i f at a l l , and probably showed 

a dec l in ing trend in the twentieth century when population 

growth a c c e l e r a t e d . 3 8 The fol lowing Table I s quite revea l ­

ing about Ind ia ' s r e l a t i v e advancement at about 1950. 

Even before the war was over and the immediate 

object ive of p o l i t i c a l independence had been achieved In­

dians were examining the problem of economic poverty and 

planning for i t s easement. In 1944 a Plan of Economic Deve­

lopment for India, l a t e r known as the Bombay Plan, was 

drafted.5*3 This plan, however, was l i t t l e more than a 

5 3 Daniel Thorner, Long-term Trends in Output in 
India, in Economic Growth: Braz i l , India. Japan, op. c i t . , 
pp. 121-123^ 

5 6 I b i d . , p . 119. 

57 Seymour E. Harris, Economic Planning, New York, 
Alfred A. Knopf, 1949, Ch. XI, pp. 230-256. 
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Table VII - INDIA'S RELATIVE POSITION IN THE WORLD: SELECTED INDICES * 

Per Cent of World's 
Populat ion in 
Countr ies f/ 

Per Cent of World 's 
Count r ies 

Ahead of 
India 

51 
57 
59 
92 
57 

Behind 
India 

1*9 
^3 
kl 

6 
^3 

Anead of 
India 

^3 
69 
51 
6o 
73 s / 

Behind 
India 

57 
31 
1+9 
32 
27 fi/ 

I n d u s t r i a l i s m a / h / . . . . 
Agr ic . d e n s i t y bA~n/ . . . 
Urbanizat ion c/~hf~ 
Li te racy d/ h7 
Pe r -cap i t a income e / i / 

a / Measured in terms of the percentage of occupied males who a r e engaged in 
a g r i c u l t u r e . Dates p r imar i l y for 19^7 or near t h e r e , 

b / Number of g a i n f u l l y occupied males in a g r i c u l t u r e per square mile of a g r i c u l ­
t u r a l land ( i . e . , land under crops or f a l l o w ) . Dates same as ( a ' ) . 

c / Percentage of popula t ion l i v i n g in p laces of 20,000 or more. A l l data r e l a t e 
t o the year 1950. 

d / Percentage of popula t ion age t en and over ab le t o read . Dates same as ( a ' ) -
e / Not based on world as a whole, but on seventy coun t r i e s which include about 

90 per cent of tne wor ld ' s popu la t ion . 
f/ Excluding the popula t ion of I n d i a - P a k i s t a n for i n d u s t r i a l i z a t i o n , a g r i c u l t u r a l 

d e n s i t y , and l i t e r a c y ; and excluding the popula t ion of India for u rban iza t ion 
and per cap i t a income. 

g_/ These f igu res a r e meaningless , because co lonies and other dependent t e r r i t o r i e s 
a r e excluded, 

h/ Data gathered or es t imated by the Div is ion of Populat ion Research, Columbia 
Unive r s i ty . 

i / Data from S t a t i s t i c a l Office of the United Nat ions , Nat ional and Per Capita 
Incomes, Seventy Countr ies - I9U9 (New York, 1950). 

* Kingsley Davis , "Socia l and Demographic Aspects of Economic Development in 
I n d i a " , in Economic Growth: B r a z i l , I n d i a , Japan, p . 268. 
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statement of o b j e c t i v e s . Focussing a t t en t ion on the fac t 

that per capi ta income In India /as but 4 t o 5 per oent of 

that in the United S ta tes , 7 per cent of that in the United 

Kingdom and about 30 per oent of that In Japan, the Bombay 

Plan se t a keynote object ive of r a i s i n g GNP by 300 per oent 

and per capi ta Income by 200 per cent . But i t was too ear ly 

for e f f e c t i v e economic planning and the next few years were 

mainly devoted to the p o l i t i c a l and s o c i a l problems of inde­

pendence and p a r t i t i o n , and on the eoonomlc side to the house­

keeping chores of conversion to peacetime l i v i n g and the new 

s t a t u s . The 500 odd s t a t e s of various s i z e s and importance 

were f i r s t brought together in to one uni f i ed ootmtry with one 

ourrency and one system of communications before eoonomio 

development could be tackled i n a reasonable manner.**8 

The F i r s t Five Year Plan, 1950-1951 - 1955-1956, was 

undertaken when, "the Indian economy was in the throes of an 

i n f l a t i o n a t tr ibutable to a f inancia l hangover from the war­

time years , aggravated by two bad monsoons at homo and by the 

world-wide commodity boom which followed the outbreak of war 

i n Korea. Imports of food and other commodities had to be 

great ly increased to r e l i e v e the shortage of domestic sup­

p l i e s , and heavy pressure was exerted on the balance of pay-

„ 5 6 H. V. R. Iengar, "India's Approach; Shades of 
Grey, i n Private Investment: 'ghe Key to International Indus­
t r i a l Development, edited fey James Daniel , New York. McGraw-
Hill, l5Ji, p. 132, 
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raents resulting In a sharp fall in reserves in spit© of in­

creased foreign aid,"59 But the Plan was appropriate to the 

circumstances In emphasis, scope, targets and manner of exe­

cution, and proved to be e gratifying success. Underutilised 

facilities were employed siore fully, and while the immediate 

need for increased agricultural output was particularly stres­

sed, industrialisation also was stimulated. Exceptionally 

favourable weather conditions, a factor which can certainly 

have a critical Impact on the national product of essentially 

agricultural economies, made possible a bumper harvest in 

1953-1954 and this was the turning point in the Plan. The 

target for agriculture was exceeded and, apart from the 

beneficial monsoons, much of this was due to land reclama­

tion by private Individuals, entailing little investment. 

Also, In industry there was a sharp improvement in labour 

productivity, so that great progress was achieved with an 

60 

overall capital output ratio of only 2:1. The net results 

of the Plan were a rise In national output of 17 per cent, 

against a target rise of 14 per cent, and an Increase In out­

put per head of about 9 per cent. Only a small fraction of 

the increase was attributable to the public sector, with 

59 IBRD - Report of Bank Mission to India, restricted 
report No. AS-54a, August, 1956, p. 24. 

6 0 Ibid., p. 13. 
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private enterprise s t i l l contribut ing over n ine- tenths of 

nat ional product . 6 1 Addit ional ly , important accomplishments 

were the containment, and in fao t l e s sen ing , of domestio i n ­

f l a t i o n , and the avoidance of balance of payments d i f f i c u l ­

t i e s , demonstrated by the increase in fore ign exchange reser ­

ves over the f ive year period.®2 

The sense of urgency i s conspicuous i n India ' s 

approach to economic development. The F i r s t Five Year Plan 

had been a success , output had increased, the rate of savings 

had r i sen from about 6 per cent to c lose to 7 per cont, and 

much of the public investment i n i t i a t e d had not yet y ie lded 

i t s f r u i t s and would enable further gains i n output i n the 

future . Yet, much remained to be done to ensure that the 

growth dynamic would not be l o s t and that Income might con­

t inue to increase at an appreciably f a s t e r rate than popula­

t i o n . This requires a r i s ing rate of Investment u n t i l the 

o r i t i o a l 10 per oent l e v e l i s surpassed on a continuing 

b a s i s . 6 3 Countless barr iers could frus trate the r e a l i z a t i o n 

of t h i s g o a l . Impediments rooted i n the soo ia l and cul tural 

structure of the country, deference to cas te and s ta tus , the 

61 I b i d . , p . 9. 

6 2 i P l d . , PP- 18-19. 

63 Government of India Planning Commission - The 
Mew India: Progress Through Democracy, Toronto, fcacmillan, 
1958, p . 2 3 . 
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extended family system, the poverty of education, attitude to 

manual work among the educated, and many others stand in the 

way of technical progress and sufficient initiative from 

private enterprise.®* For these reasons, and partly also on 

ideological grounds, public investment and government econo­

mic planning are counted on to sustain and channel tne momen­

tum of eoonomlc growth. The First Five Year Plan had not run 

its course before a more ambitious Second Five *ear Plan was 

drafted.^S Although economic planning is done in precise 

terms on this five year basis, a period short enough to per­

mit forecasting in the setting of reasonably stable expecta­

tions and an appropriate selection of priorities, tne basic 

approach to economic development is framed in a more forward 

looking setting. The essential alms, as demonstrated in 

Table VIII, are to raise national income over a twenty year 

period by two and a half times and double per capita income, 

while advancing the structural maturity of the economy and 

its rate of Investment to the point from which the momentum 

of self-sustaining economic growth may carry it constantly 

forward. 

6 4 IBRD Report of Bank Mission to India, August 
1956, op. cit., p. 8. 

65 Government of India Planning Commirsion -
Second Five Year Plan, New Delhi, February 1956. 
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Table VIII - TOEHTY YEARS OF GROWTH: 1956-76* 

fctioiiel Income 
(Re. crores) 

Total Het Investment 
(Rs. crores) (Total 
for ent ire Plan period) 

Rate of Investment 
(as % of national 
income) 

Population (mi l l i ons ) 

Capital-output Ratio 
(over the Plan period) 

Per Capita Income (Rs. ) 

AT 

1st 
PLAH 

1955-6 

10,800 

3,100 

7.3 

38U 

1.8:1 

281 

THE EM) OF 

2nd 
PLAH 

1960-1 

13>8o 

6,200 

10.7 

U08 

2 .3 :1 

331 

3rd 
PLAH 

1965-6 

17,260 

9,900 

13.7 

U3U 

2 .6 :1 

396 

Uth 
PLAH 

1970-1 

21,680 

lU,800 

16.0 

U65 

3 A : 1 

U66 

5th 
PLAH 

1975-6 

27,270 

20,700 

17.0 

500 

3-7:1 

5^6 

* H -
CREASE 

1956 
TO 

1976 

152.5 

576.7 

132.9 

30.2 

_ _ 

93.9 

(Al l a t 1952-53 pr ices ) 

* The Hew India, op. c i t . , p. 29. 
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The Second Five Year Plan was much more ambitious 

than the First, pernaps reflecting the enchantment of the suc­

cess that had been aohievad. It called for a total outlay 

more than teice as treat &a t-ie total involved In the First 

Plan, with the elm of raising real national output by 25 per 

cent over the five years. It was Intended to provide at 

least 8 million new jobs outside of agriculture and to bring 

about rapid industrialisation and diversification of the 

economy. Higher taxes, considerably greater rellanoe on de­

ficit financing, and much heavier dependence on external 

financing, characterised this costly programme.®® 

The fortuitous gains of favourable circumstances 

that had blessed the First Plan with an unexpected degree of 

success did not accrue a second time. Domestic inflation, 

as could be expected, flared up and caused rising consumer 

demand, some distortions, pressure on the balance of payments, 

and rising costs for planned projects, while the cost of 

foreign goods also rose to intensify these adverse effects. 

The timing of the Plan also got out gear, with the private 

sector investing and importing in excess of the planned rate, 

adding unexpected strain on the balance of payments and 

demonstrating the necessary imprecision of planning in a 

®5 IBRD Report, op. olt.i and Planning Commission -
Second Five year Plan, op. cit.. Ch. 2, pp. 22-39, The New 
India, op. olt., pp. 76-90. 
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democracy. Although fairly gratifying results were achieved 

la the first naif of the Plan period the financial 6train 

was unendurable and it became necessary to scale down the 

entire programme to the hard core of projects-of highest 

priority.®7 Paring of the programme, more restrictive gene­

ral Import control, and new regulations discouraging to 

foreign suppliers of capital goods to the private sector, 

were not suffielent to elose the foreign exehange gap and a 

massive international rescue operation became necessary to 

cover the external financing required even for the reduced 

plan. This Joint operation in financial assistance of the 

International Bank, the United states, the United Kingdom, 

Western Germany, Canada and Japan provided $350 million in 

1958, substantial commitments on the same order again in 

1959, and, with the precedent set, fresh doses of aid are ex­

pected to be provided in 1960 and subsequently. 

Two Highly significant conclusions can be drawn 

from this experience: i) a rate of economic development and 

income growth on the scale attempted by India is beyond the 

capacity of an underdeveloped economy with a high rate of 

population increase in the modern world economy; ii) the 

supply of foreign capital available to an underdeveloped 

67 Government of India Planning Commission - Apprai­
sal and Prospects of the Second Five Year Plan, Hew Delhi, 
May, 1956. 
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country, even of good credit-worthiness and with privileged 

access to foreign capital sources, i s insufficient to sus­

tain a high rate of investment and growth without extraordinary, 

continuing assistance, so far an advantage exclusive to India 

because of i t s strategic situation. 

Brasll 

Another newly developing economy, of importance 

beyond the well-being of its nationals, is Brasll. In the 

past, its income growth has been sporadic and always related 

to cycles of prosperity arising from a succession of staple 

crops enjoying an export boom; at various times, sugar, 

rubber, cotton and more recently coffee. These cycles pro­

duced no continuous economic growth, however, until the last 

two decades when industrialization became increasingly firm­

ly established and diversified, with considerable Impetus 

from rising direct foreign investment.®® Brazil Is one of 

the very large oountrles of the world and xnown to be rich 

in natural resources, yet it lacks ooal and developed or 

proved petroleum resources of any magnitude, and has an 

68 George Wythe, R. A. Wight, fl. M. Midkiff, Brazil: 
An Expanding- i-conomy, New Fork, Twentieth Century Fund, 1949, 
Ch. 4, pp. 62-116. 

6 9 George Wythe, Brazil: Trends in Industrial Develop­
ment, Ch. 2 in Economic Growth; Brazil, India, Japan, op. ~"^ 
cTtT 
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inadequate railway transportation system. It would appear 

that there are tremendous opportunities for resource develop­

ment, which in such a relatively underpopulated country might 

advantageously be exploited before embarking on industrialisa­

tion In a major way, when circumstances for manufacturing 

industry seem only moderately propitious. The degree of suc­

cess achieved in this adventure will certainly influence the 

growth paths chosen by other developing eoonomies. Also, 

the rewards reaped by foreign industrialists and investors 

participating in the adventure, and the experience of foreigners 

at the hands of the Brazilian Government, in such important 

questions as the degree of freedom to transfer earnings and 

capital back home, will all be factors that will strongly 

influence the attitude of foreign investors to all of Latin 

America. 

Like Canada, Brasil is a new economy whose importance 

as a part of the world economy and aa a proper entity need 

only be considered over the past oentury. Due to a combina­

tion of climatic and geographic location influences, the 

preconditions for economic growth were not as favourable as 

in the case of Canada so that the take-off came some fifty 

years later. The early realization of independence deprived 

Brasil of the stimulus of Imperial colonialism, which despite 

its other handicaps did give many other oountrles in the 

world the advantages of a source of oapital for basic invest-
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ment, borrowed technology, and a heritage of sound adminis­

trative practices and financial institutions. Economic pro­

gress had made no great impression on South America so that 

the demonstration effect, and its consequences of rising 

expectations to instil a restless urge for change and improve­

ment, failed for a long time to stir the Brasilians. Thus, 

neither foreign nor domestic Influences favoured rapid econo­

mic growth, and the challenging opportunities of the grontier 

economy called forth no evident response. 

Cp until 1940 this was a backward agricultural eco­

nomy. Even the history of Its agricultural development re­

veals the absence of stable growth. As Preston James re-

70 counts, it has been an agriculture of the slash and burn 

type, in which human effort was largely unaided by capital, 

confined to a surprising small area of the vast country, and 

characterized by cyclical prosperity with shifting attention 

to a series of different cash crops as tne speculative possi­

bilities were exploited, and subsequently disappointed when 

the terras of trade would turn from highly favourable to dis­

tressingly unfavourable. Roughly 60 per oent of the actively 

engaged population were occupied in agriculture, according 

to the 1940 census.7^ The population had shown a continuously 

70 Preston K. James, "Brazilian Agricultural Deve­
lopment", in Economic Growth: Brazil, India, Japan, op. cit., 
pp. 79-81. 

7 1 T. Lynn Smith, "Demographic Factors Related to 
Economic Growth'. in Brazil", in Economic Growth: Brazil, 
India, Japan, op. cit., p. 248. 
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high rate of increase , r i s i n g from 2,419,406 in 1808 to 

17,318,556 in 1900 and 41,238,315 i n 1 9 4 0 , 7 8 par t ly due to a 

f a i r l y high rate of immigration and part ly to a high rate of 

natural increase . The waves of immigrants did provide a 

cer ta in growth stimulus In t h i s pre - induetr ia l period, demon­

s trated i n the periodic onslaughts on the f r o n t i e r containing 

the agr icu l tura l sector . One of these expansive periods 

occurred i n the 1920's , which might wel l have marked the 

incept ion of substant ia l and continuing eeonomio growth had 

not the coffee cycle come t o an abrupt and d i s t r e s s i n g end 

in 1 9 3 0 . 7 3 

'•i'he 1940 war years gave a tremendous boost to the 

Brazi l ian economy. During these years domestic industry 

developed, urbanization became accelerated, and fore ign ex­

ehange was accumulated as a stake for an explos ive expansion 

once peace was res tored . The build-up of population had 

created a substant ia l domestic market and there had emerged 

a f a i r l y extens ive entrepreneurial c l a s s , derived from the 

i n i t i a t i v e possessed and technica l ly capable immigrants and 

the ir r e f l e c t e d influence and example on Braz i l i ans . These 

inf luences produced circumstances conducive to the e s t a b l i s h ­

ment of a broad indus tr ia l s ec tor . Economic d i s t r e s s often 

7 2 Xbld., P. 242 . 

73 Preston &. James, op. c i t . , p . 91 , 
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provokes a redirection of attention and effort that later 

brings greater dynamism and productivity. Brasil is an in­

stance of this, for it was the prolonged unprofitable period 

for export crops, from 1930 to 1945, that broke the monopoly 

of export crops on entrepreneurial talent and wealth, and 

permitted their shift into industry.74 In addition to a 

large end growing domestic market, and the emerging entre­

preneurial class, Brasil had the additional basio essential 

for extensive industrialisation, the existence of c broad 

base of raw material resources.75 All these circumstances, 

plus the capacity to import equipment and materials, Induced 

a high rate of Investment In Industry.76 Other favourable 

elements were the necessary complementary publio Investments 

on a fairly massive scale in transportation facilities, the 

necessity to encourage import substitution for balance of 

payments reasons which caused advantageous government ex­

change control and protection policies, relatively low wage 

rates and a progressive Inflation which favoured high profits 

74 Joint Brazil-United States Eoonomio Development 
Commission, The Development of Brazil. Institute of Inter-
Amerloan Affairs. Washington. D.C., 1954. p. 6. 

76 IBRD - Current Economic Position and Proapeots of 
Brasil, January 31, 1958, (a confidential report not for 
public distribution), p. 13. 

76 United Nations - Analyses and Projections of Eco­
nomic Development: II. The Economic Development of Brazil, 
New York, 1956, p. 3. 
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and provided a continuing attraction not only to domestlo 

investment but also to a rising inflow of foreign private 

capital, and a basio flexibility and adaptability of the 

Brasilian economy, due in large measure to the high degree 

of mobility of labour and capital.77 

The real growth period of the Brazilian economy has 

gone on with some fluctuations sinee 1940. Gross national 

product has increased at an average annual rate of better 

than 5 per oent in real terms, and, with population Increasing 

at the high rate of 2.4 per cent per annum, per capita income 

has risen at an average rate of almost 2.5 per oent.78 This 

resulted in a rise in per capita income in terms of 1959 

dollars from about $80 to about $200.7S Suoh a rate of 

expansion was supported by an average rate of Investment of 

over 14 per cent.80 As has been discussed in the previous 

paragraph, this rapid growth was associated with an increasing 

rate of Industrialisation which Increased manufactured goods 

77 See all three of the previously cited references 
on these points. 

78 Joint Development Commission - Development of 
Brazil, op. cit., pp. 3-5; IBRD, Report on Brasil. 1958. 
op. cit., pp. 1-5. 

79 This calculation does not exactly match any of 
the several conflicting estimates that have been made but 
seems fairly accurate to the author. 

80 IBRD Report, op. cit.. p. 2; U.H. Economic Develop­
ment of Brazil, op. cit., Ch. 1, pp. 9-21. 
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output at, an annual average rate of over 7 per cent, so that 

from contributing to gross national produot only half the 

contribution of agriculture in 1939 industry now surpasses 

the agricultural sector.8^ 

Perhaps unfortunately, agriculture has not been 

static, whereas increasing diversification of agricultural 

output was realised to a moderate extent,-and this helped to 

support rising consumption as incomes grew and population 

Increased, and at least prevented greater dependence on impor­

ted foodstuffsa the conspicuous gains have been in coffee 

output over the last five years. Coffee production has in­

creased, from about 14 million baga to over 30 million bags 

duoito both more extensive and more intensive production. 

This was the delayed response* characteristic of the coffee 

cultivation cycle, to the continuous rise in world coffee 

prices from 18,5 cents per pound in 1946 to 78.7 eents per 

pounddn 1954.82 Overproduction was the natural consequence 

and world prices began their decline which became sharp 

through 1957 and 1958. Some stability has been aohleved 

sinoe about mid-1968 at a price close to 32 cents per pound, 

due to the agreement among coffee producers to stabilize the 

market through marketing quotas. While the period of high 

81 IBRD Report, p. 3. 

.-7- 8 a Ibid.. Appendix Table 14. 
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export earnings, when the terras of trade favoured Brasil, 

stimulated and maintained the importation of machines and 

materials needed in the industrial expansion, the subsequent 

adverse shift in the terms of trade has brought acute balance 

of payments problems. Once again the vulnerability of a 

monoculture is demonstrated and the important issue is 

raised of the dangers of over-specialisation. 

Brazil1s recent growth has been rapid, and it has 

not been free of acute problems, it has been accompanied 

by severe price Inflation as a continuous feature, both of 

domestic and foreign origin.83 Ho serious, and certainly 

no effective, attempt has been made to throttle book the 

inflation, which in Brazilian eyes seems to be identified 

with the process of rapid economic growth. Fiscal deficits, 

an ever expanding money supply, and the constant pressure 

of rising demand for both consumption and investment, have 

jointly perpetuated the inflation. This inflation has not 

prevented economic growth, but Indisputably it has retarded 

sound growth and encouraged speculative investment at the 

expense of productive investment and saddled the economy 

with distortions that will be an enduring handicap in the 

future. 

63 Joint Development Commission, op. cit.. Ch. Ill, 
pp. 37-45. 
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As might be expeoted, this internal financial Insta­

bility has led to intense balance of payments difficulties.84 

Brazilians prefer to emphasize the shifts In the terms of 

trade as the prime eause of balance of payments difficulties, 

thereby pointing to the instability of world markets for 

primary goods as the culprit more than the instability of 

the Brazilian economy. These theoretical concepts will 

reeelve more detailed study in later ohapters of this book. 

The growth consequences for Brasil of the balance of payments 

situation are of more immediate interest. A huge foreign 

debt has been built up, imposing on Brazil for several years 

to come a heavy, fixed amortization burden, while the world 

coffee position prevents any appreciable increase in export 

earnings, thus a chronic payments deficit, a perpetual short­

age of foreign exchange and continuing dependence on foreign 

borrowing lie ahead. This situation Impairs the prospects 

of withdrawal of profits or capital for foreign private In­

vestors and discourages new investments. Without adequate 

supplies of foreign exchange it will be difficult, if not 

impossible, for Brasil to continue to import the machinery 

and equipment required for future development. The high 

debt-service ratio that has been built up detracts from the 

8* IBRD Report, pp. cit., pp. 18-21. 
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country's International credit-worthiness and will reflect 

on its ability to obtain institutional credits.35 Increasing 

reliance on medium term suppliers' credits would simply 

aggravate the problem, even assuming they would be obtainable. 

Although Brasil has made tremendous advances in 

recent years along the path of eeonomio growth, the insta­

bility that has accompanied this growth seriously Jeopar­

dizes the prospects for continuing this same rate of expan­

sion. The case of Brazil gives rise to Important specula­

tion about the conditions necessary for long term continuous 

growth. It reveals that progreas can be made by under­

developed countries in dosing the income gap between them 

and the advanced countries, but suggests that this can be 

achieved only in spurts that must be followed by pauses, 

during which stability is restored and preparation made for 

the next forward burst. If space permitted it would be de­

sirable to review the test-case of Turkey, which in many 

respects is strikingly similar to the Brazilian oase, where 

this spurt and pause process has occurred. Unless the 

successive spurts are on a rising order, it is lively that 

the long term average growth rate will fall snort of, or do 

no better than equal, that of the advanced economies. 

8 5 IBRD, Debt Servicing Capacity and Postwar Growth 
In International Public Indebtedness, August 1957, iconTI-
dentlal report not for public use). 
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Conclusions 

Unfortunately, the empirical evidence afforded by 

th is select ion of test-cases does not lead to any clear and 

precise conclusions about growth forces or growth paths. 

Rather, one sees in i t a l l a eraxy mosaic in whleh the dimly 

perceived pattern i s at best that of an impressionist's de­

signing, displaying probably as many contradictions as con­

s is tencies of form. Growth can apparently be gradual or 

headlong, autonomous or induced, self-financed or highly 

foreign dependent, planned or unplanned, government sponsored 

or the product of private enterprise, associated with over­

population or under-population, baaed on a paucity or a 

superfluity of land and other natural resources. 

There are, however, several significant implications 

that may be drawn, that at this stage must be considered 

only as tentative conclusions. One Is that late entrants 

in the development race have achieved in the past, and 

therefore may equally well in the future, growth rates over 

extended periods outpacing the strong running early starters . 

This can, apparently, permit the late starter in some cases 

to overtake and pass the early leaders. In other oases, 

even a faster rate of relat ive economic growth sees the abso­

lute progress differential continue to increase. Growth 

rates are very re lat ive , and in i n i t i a l absolute Income 
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differential between two countries of say ten times could 

only be closed if the combination of Income and population 

growth rates in the respective countries was almost impos­

sibly favourable to this result. Sowever, it is also well 

to realise that the welfare significance of absolute incre­

ments and even almost of percent increments, to income are 

in geometric progression as we descend the scale of inoome 

levels. Another obvious lesson is that in the take-off and 

early post take-off periods an economy undergoes far reaching 

structural changes, as a rule Involving a leap forward in 

productivity and often more nearly full employment of factors 

as well as more productive combination of factors, thus the 

output gains are on a high order. As underutilised factors 

become more fully employed and the Initial transformation 

gains of a more efficient application of productive factors 

are absorbed, the future growth rate cannot be expected to 

maintain the initial spurt. The Initial gains also tend to 

be statistically exaggerated as the underdeveloped economy 

becomes increasingly monetised, commercialized, and special­

ized, leading to value counting of goods and services pre­

viously not entering into Income calculations.88 Inoome 

Inequalities and inflation also aeem to be oommon Ingredients 

of early economic growth that stimulate further Investment 

86 A. J. Youngson, Possibilities of Economic Pro­
gress, op. cit., p. 9. 



HISTORICAL GROWTH RATES 160 

and growth. The instability of the early take-off period 

based on these dangerous circumstances has in most instan­

ces tended to disappear as substantial eoonomio progress 

continues over a prolonged period, and a new, more enduring 

pattern of growth emerges. 



CHAPTER 2 

DIFFERENTIAL GROWTH RATES AND FOREIGN REPLRCUSKIOBS 

The brief review of sample test-cases which occupied 

our attention in the foregoing chapter contains ample evi­

dence to support the thesis of the "centre and the peri­

phery" developed by Meier and Baldwin.1 In line with this 

theory, it is clear, that as countries develop a high trade 

dependence they emerge from the extremely underdeveloped 

stage under the impulse of saifting from a subsistence 

economy to a market economy. As usual, there are exceptions 

to this general theory. It can be belied if, as in Saudi 

Arabia or Iraq or Kuwait, the export commodity is oil or a 

primary resource of high extractive value whose production 

is financed by foreign capital and ranks low as an occupa­

tion for the local labour force. In such instances a high 

trade dependence can result without the economy being 

touched in depth, leaving the agricultural mass of popula­

tion still in the subsistence stage. In the more general 

case, where the export staple is wheat, or cotton, or wool, 

or coffee, then the mass of population does become converted 

A Meier and Baldwin, Economic Development, op. olt., 
Ch. 7, pp. 143-158. 
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to a market economy and the new dependence on and participa­

tion in the world economy open the door to cumulative change. 

Since trade is the linking faetor between the centre and the 

periphery the gains are on both sides. It is not a question 

of dependence, but of Interdependence. In the economic 

growth that subsequently becomes possible in the periphery 

there is commonly, "external dependence on the centre as the 

source of a large proportion of Imports, as the destination 

for a large proportion of exports, and as the lender of 
© 

capital." In the process of eoonomio growth, even as In 

international trade, It is not simply a matter of depen­

ds nee of the periphery on the oentre but of interdependence, 

with the centre also dependent on the periphery. 

The central purpose of this book is to enquire into 

this neglected question of interdependence in the economic 

growth process of the world economy. Some eountries started 

later than others to develop and grow. Some countries have 

developed and grown at a slower rate than others. The inevi­

table result has been a progressive widening of the inoome 

gsp between the centre, or centres, and the peripheral econ­

omies. Starting from the assumption that there is a vital 

interdependence between all the parts of the world economy, 

the implication is strong that the lagging periphery must in 

2 Ibid., p. 147. 
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time become a drag on the income growth prospects of the 

centre. Just how this retardation effeot operates is the 

immediate problem. If retardation is oommunioated back to 

the advanced eountries, the possibilities of stimulating the 

growth rate of the underdeveloped eountries must be regarded 

with more serious concern, for they, then, become the ulti­

mate pace-setters In the progress of the world economy. Of 

equal Interest is the corollary, in the event of a secular 

deceleration in the rate of eeonomio growth of the advanced 

centre, or a tendency to high income stagnation, that peri­

pheral countries as a group undergoing a fairly rapid rate 

of eoonomio growth could provide a sustaining force, through 

interdependent complementarity, for the advanced countries* 

There are obvious difficulties in attempting to pur­

sue this provocative but elusive concept in a compartment­

alised manner, dealing with income aspects first, balance 

of payments considerations in a later chapter, and growth 

paths for the parts of Interdependent world economy as a 

still later proposition. Yet, as the economist learns to 

regret by repeated experience, it is impossible to look In 

every direction and say everything all at the same time. 

Accordingly, it becomes necessary to approach our problem 

by narrowing the focus on successive stages. 

For example, in this ehepter a major theme will be 
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the part-thought of Meier that: 

Looking back to a time when many presently rich 
countries were poor The export sector was 
a key propulsive seotor. As overseas demand widened 
the market for particular commodities, there were 
induced effeots on the growth of other domestio 
industries and on the creation of new factors and 
new products. j£xports created new effective demand, 
new production functions were established, and 
export expansion was used to finance necessary 
imports. The growth of exports had effects analo­
gous to a rise in autonomous investment, which, in 
turn, induced additional investment; export expansion 
was thus a basis for a multiplier accelerator pro­
cess which caught hold and boosted the economy up-
warda. 

The opposing view of Myrdal* will be considered only 

in the following chapter when dealing specifically with ba­

lance of payments aspects. This selective emphasis is not 

being adopted on the grounds of biased interpretation, but 

is rather dictated by the obvious necessity of some degree 

of simplification of the involved cobweb forces reacting 

simultaneously. The first area of attention is mainly con­

fined to the Income effects of differential international 

growth rates through the foreign reperoussion factor and its 

possible retardation effects. 

3 G.M. Meier,"international Trade and International 
Inequality,' Oxford Economic Papers, October 1958, p. 283. 

4 Ounnar Myrdal, Development and Undor-dovelopment: 
A Note on the Mechanism of National and International Econ­
omic inequality, National Bank of Kgypt, Cairo, 1956: An In­
ternational Economy, Routledge and Kegan i-aul, London, 1956; 
Economic Theory and Under-Developed Regions, Duckworth, 
London, 1957. 
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The essential oontent of the theory propounded here 

is that for long term secular growth to be realised at its 

maximum rate, or in any event at a sustained high rate, that 

national fragmentation of the world economy muat progressive­

ly give way to a more economically unified world market. 

This is the notion conveyed by Hicks when he states that 

national income Inequality can be regarded as one aspect of 

the general problem of pereonal income inequality. He 

briefly demonstrates that the richer oountrles have advanced 

in great measure due to the equalisation of inoome which 

promoted capital accumulation and rising productivity. This 

process can continue until profits deoline to the point 

where the incentive to invest disappears. However, by 

oaating the net wider to embrace the world economy the pro­

cess can continue, of equalising incomes and promoting fur­

ther investment and rising productivity. For as Nurkse 

states, the inducement to invest is limited by the size of 

the mawcet.6 Reduotion In any cost of produotion, and 

especially transportation costs, tends to enlarge the extent 

of the market, enhancing investment opportunities and leading 

5 J, R. Hicks, National Economic Development In the 
Internatlonal -{-ettlng,' Central Bank of Ceylon Bulletin. 
March, 1957, pp. 8-9. 

6 Ragnar Nurkse,"Some International Aspects of the 
Problem of Eoonomlc Development4,' American economic rteview. 
May, 1952, p. 57i. 
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to r is ing productivity, which i s the real measure of economic 

growth. Although Nurkse goes on to discuss retardation 

effects on underdeveloped countries of coexisting in a world 

with high income-high consumption economies, through the d i s ­

couragement of national savings in these underdeveloped 

eountries attributable to the demonstration effect inducing 

a high propensity to consume *> he could have taken the turning 

we have ohoaen and eonaidered the longer run retardation 

effects on advanced oountrles of perpetuating a world market 

narrowed by the poverty of a large segment of that market. 

The natural starting point of such a theory i s the 

fundamental doctrines of Adam Smith. He believed that the 

core of increased productivity was specialization, which in 

turn was limited by the size of the market, as Kindleberger 

mentions.7 From which concept, he t e l l s us, derives the 

thes is expounded by some economic historians that the pro­

cess of growth i s primarily one of Increasing the size of 

the market, i'he growth of markets and the increased division 

of labour made possible thereby also direct ly increase in­

come.8 The application of this principle to the wider world 

market i s the foundation of c lass ica l international trade 

7 Charles P, Kindleberger, Economic Development. 
McGraw-Hill, Vow York, 1958, p. 92. 

8 Ibid. , p . 100. 
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theory. Briefly, the ruling doctrine of comparative advan­

tage demonstrates that specialization through international 

trade is to the advantage of all trading nations, because 

this ultimate extension of the market permits greater concen­

tration of output in industries and commodities of higher 

productivity thereby increasing income.9 No one olalms to 

have Invalidated the doctrine of comparative costs as a 

general principle of long term validity, although the logical 

extreme of complete specialization is unacceptable.3*0 These 

limitations of degree will be postponed for discussion in the 

following chapter. She essential point is that the moro pro­

gress made in widening the world market, the greater will be 

the opportunities for at least partial and selective special­

ization, and the greater the gains in productivity and income. 

Haberler has stated this proposition categorically, and 

carries it further in the contention that trade raises inoome 

and by so doing promotes economic development, through the 

enhanced possibilities and greater Incentives to save and 

invest.** These results hold true for highly developed coun­

tries aa well as for less developed ones. 

0 Ibid., p. 258} and Jacob Viner, International 
Trade and Economic Development, Oxford University Press, 1953, 
p. 94. 

10 Kindleberger, OP. cit.. pp. 239-255. 

l* Gottfried Haberler, International Trade and Econo­
mic Development, National Bank of Egypt, Cairo, 1959, p. 6. 
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The primary gains from trade are not an end to the 

growth and income impulse imparted to the domestie economy. 

There are in addition secondary and tertiary stimuli con­

veyed through a complex of multiplier effects. Since more 

attention has been specifically paid to these relationships 

in the analogous theory of interregional trade, a brief di­

version into this byway is useful. 

In a generalized statement, one student of interre­

gional trade sums up the situation: "Economists have long 

been aware that the levels of income, employment, and output 

of regions whioh trade with one another are interrelated."** 

A more detailed analytical account of the process of 

regional economic growth by North Is based entirely on the 

proposition that the growth dynamic In regions Is the export 

base.*3 This theory, as developed in the less complex eon-

text of Interregional trade, admirably demonstrates the pro* 

position advanced by Meier that the export sector has been 

the key propulsive sector In international economic develop­

ment.*4 North contends thet the export base not only deter­

mines the initial level of absolute and per capita income in 

1 2 Leon N. Moses, "The Stability of Interregional 
Trading Patterns and Input-Output Analysis", American Econo­
mic Review, December, 1955, p. 803. 

15 Douglass C. North,"Looatlon Theory and Regional 
Economic Growth; J. P. K,, June, 1955, pp. 243-258. 

14 See quotation cited on p. 131. 
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a region but also determines the amount of residentiary secon­

dary and tert iary ac t iv i ty . I t also s igni f losnt ly influen­

ces the character of subsidiary industry, the distribution 

of population and the pattern of urbanization, social and 

po l i t i ca l attitudes and the sens i t iv i ty of the region to 

fluctuation* of Income and employment. An Inorease in demand 

for a region's exports results in multiple e f fects by inducing 

increased investment, not only in the export industry I t s e l f 

but in a l l other kinds of eeonomio ac t iv i ty . Ultimately, he 

expecte, long-run factor mobility should result in more equal­

i sat ion of per capita income between regions. This la t t er 

offeet w i l l certainly be slower to appear in international 

eeonomio relationships because of the more resistant barriers 

to factor movement.*5 

In the international sett ing Haberler e x p l i c i t l y 

questions the Income equalisation p o s s i b i l i t i e s of trade. Ho 

considers that in many eaaes the head start with respect to 

x o Albert 0. Hirschman, The Strategy of Economic 
Development. Yale Studies In Eeonomios No. l o , Yale Univer­
s i ty Press, New Haven, 1958, Ch. 10, pp. 183-201j and 
Gunnar Myrdal, Eoonomlc Theory and Under-Developed Regions. 
Gerald Duckworth & Co. Ltd., London, 1957, Ch. 5, pp. 23-38, 
and Ch. 5, pp. 50-66; both attach great importance to the 
dist inct ion between the process of interregional equaliza­
tion and the international equalisation, stressing respect i ­
vely the roughly corresponding concepts of "polarisation" and 
"trickling down", Hirschman, and "backwash" and "spread" 
effects , Myrdal, with both seeing Impediments to factor move­
ment as a greater barrier in the International process. 
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level of income, and perhaps also rate of growth of income, 

of the advanced countries may be insurmountable for the lag­

ging eoonomies, and that in many of them the population 

dilemma is too powerful a retardant diluting the Inoome gains 

from expanding trade.*6 However, he does argue strongly 

that international trade increases income for any country by 

pushing out production functions and production possibility 

curves in four different ways: 

1) It enables a country to import capital goods of 
all description which are needed for economic deve­
lopment. 11} Trade serves as a transmission belt 
for the dissemination of ideas, technological know-
how, skills, managerial and entrepreneurial services, 
ill) Trade is the vehicle for international oapital 
movements, iv) Fv trade is the most effective 
anti-monopoly policy; in other words, trade makes 
for healthy competition.17 

The identification of expanding world trade with 

rising income and general prosperity, as well as greater 

eoonomlc stability, Is the basio preoept of post-war inter­

national economic relationships. These ideas are the very 

foundations of the International Monetary Fund and the Gene­

ral Agreement on Trade and Tar Iff a. In a so lamh&t narrower 

world, they are clearly fundamental to the formation of the 

European economic Community and the Free Trade Area. So 

** Haberler, International Trade and Economic Deve­
lopment, op. olt., pp. lo1 and 17'. ' ' _ 

17 Ibid., p. 15. 
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widespread are these Ideas, and so general Is their accept­

ance that It seems almost superfluous to labour the point and 

build up the evidence in this text to prove once again their 

validity. We shall dwell only briefly upon the concept of 

the cross fructification of trade and prosperity, and mainly 

to emphasise the very real interdependence of the parts of 

the world eoonomy In the process of economic growth. 

Statistically the marked correlation between rising 

world Industrialization, income growth and foreign trade, is 

admirably demonstrated and analysed in Polke Hllgerdt's now 

classical work.*8 A somewhat earlier work that has made a 

lasting impression on post-war economic thinking and policy 

formulation was Hal Lary's book, which for the shorter period 

of the Interval between the two catastrophic world wars also 

dearly establishes the significant correlation between levels 

of economic activity and levels of world trade.*9 

This statistical verification of the coincidence of 

high trade levels and high Inoome levels is convincingly sus­

tained for the period 1953 to 1958 in the most recent report 

20 of the O.E.^.C. It is there shown that during the years 

* 8 League of Nations, Industrialization and Foreign 
Trade. 1946. 

*9 Hal B. Lary, and Associates, i'he United States in 
the World Economy, United States Government Printing Office, 
Washington, 1943. 

20 o.E.E.G., Policies for Sound Economic Growth,10th 
Annual Economic Review, 1959, see especially pp. 83-89. 
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of rising prosperity from 19S3 to mid-1957 there was a conti­

nuous high rate of increase in the value of O.E.ti.C. member 

countries' and United States' imports from primary producing 

eountries, and a corresponding rise in imports of primary 

producing eountries from the industrialized world, as these 

latter proceeded with development programmes. The onset of 

recession checked income growth for the advanced countries, 

which reduced demand for primary Imports, and in turn produ­

cers of these goods suffered reverses in the terms of trade, 

as well, which reduced their International purchasing power 

and reflected in their capacity to purchase manufactured 

goods. This pattern of events is not unique to the period 

reviewed, nor a phenomenon peculiar to the short run; it is 

representative of the inevitable responsiveness of trade to 

income. 

The same O.E.E.C. report provides seme useful data 

on the question of international Interdependence. It states 

that primary producing countries depend on Europe for 40 per 

cent of their export earnings and on the United States for 

about 20 per cent. Thus, their prosperity is closely linked 

with the level of European and American demand for their pro-

duets. Equally, although in a more marginal sense, changes 

in the imports of primary producing countries react upon the 

economies of the industrialized countries, sinoe exports to 

primary producers represent 6 per cent of Europe's gross 
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national product and 2 per cent of American gross national 

product. Reflecting merely passingly, at this point, on 

these figures, the importance of exports to primary producing 

countries for the economic health of the United states can­

not be lightly dismissed as insignificant, beoause the Euro­

pean dependence on the demand of underdeveloped countries is 

considerably greater and these European countries are major 

markets for American exports, so that a contraction in im­

port demand in underdeveloped countries would have secondary 

oontractive effects on United States' exports, without even 

considering the progressive effects attributable to the 

foreign trade multiplier. 

In the present context long run economic repercus­

sions of differential national and regional growth rates are 

the subject matter of the analysis. Ihe suggestive and re­

vealing theoretical development of the concept of Hie foreign 

trade Income multiplier and its very significant element, 

the foreign repercussion factor, cannot be directly applied 

to our long run problem, partly because of the rigorous, and 

thus limited through abstraction, nature of the foreign 

trade multiplier tueory, and, more important, beoause it Is 

essentially concerned with relatively short run consequences 

in a basically static system.2* 

21 Fritz Machlup, International Trade and the Na­
tional Income Multiplier, Blakiston, Philadelphia, 1943; and 
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This technique of analysis comes closest to naving 

direct applicability to our problem in trie international 

economic ioodel building of folate,2** In his moael the basic 

relationships are that income is determined oy exports, and 

Imports are determined by income, aloaough ooth exports and 

Imports are influenced by certain autonomous faotors, In­

cluding autonomous investment, autonomous ilue&uationa in 

government finance, crop fluctuations and measures of commer­

cial policy. These autonomous influences are treated by 

Polak as "snooks" that are transmitted oy the system, waioh 

system is studied in terms of the meonanlsm of transmission 

through which tie multiplier eifeots arise. Tne Interna­

tional reflection ratio is obtained aa the product of the 

marginal propensity to import a/id the multiplier. In summa­

rising the results and atteuupting to test findings agaiust 

empirical data, it is snown that from Ivisa to 19o2 the volume 

of United States imports declined by 39 per cent, and world 

trade fell by 25 per oent in the same period. l.b. Imports 

accounted for about 15 per cent of world trade in lb£9, thus 

the primary contraction on world trade was about 6 per cent 

In volume terms. The calculated world trade multiplier of 

William C. Hood, Some Aspects of International Trade In the 
Theory of Employment, an unpublished Ph.t). thesis submitted" 
to the University of Toronto, 1948. 

22 J. J. Polak, An International Economic System, 
George Allen and Unwin Ltd., London, 1954. 
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2 raises the total effect of the United ' tatos contraction 

of imports on world trade to 12 per oent, or roughly naif 

the total eontraotlon, and associated reductions in capital 

flows and service imports raise the total impact to about 

80 per cent or more. Neither multipliers nor foreign re­

flection ratios would have the same values in any long run 

application of this type of analysis, but at least the inter­

national trade-income interdependence would still be para­

mount in the system. 

The extreme dependence of underdeveloped countries 

for their immediate prosperity and possibilities of future 

development on the continuing possibilities of a high and 

rising rate of export earnings, which in turn depends on 

prosperity and stability in the advancer: oountrles, is a 

theme that has been treated so frequently and fully in eoo­

nomlc literature that it hardly warrants fresh establish­

ment. 2 5 No one Is likely to take issue with the statement 

of this proposition made by Jacob Viner: 

The opportunities open to an underdeveloped country 
in the foreign trade field are certain to be a 
vital factor in determining the rate at which it 
can make economic progress. No country except the 
United States has attained a high level of per 
capita Inoome which has not maintained a high ratio 
of imports to total national product, and no country 

2 3 See particularly League of Nations, Economic 
Stability in the Post-War World. Princeton University Press, 
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except possibly Russia, can in this respect make 
the United States its model without courting per­
petual poverty.24 

A recurring fear of these less developed countries, 

and of many international economic analysts, is that within 

the limits of their exchange earning capacity they offer an 

expanding market to industrialized countries but that the 

rate of increase of their export opportunities is not commen­

surate. The discussion is usually in terms of relatively 

short run adverse shifts in the terms of trade reflecting 

some lag in Import demand for primary produce in industrial­

ized countries, despite the more rapid rate of rise in pro­

ductivity and income in these eountries compared to the less 

developed areas. An unsophisticated theoretical treatment 

of this sort of situation created by unequal rates of increase 

in productivity would turn the terms of trade in favour of 

the lagging trade partner. However, Harry Johnson makes the 

important point that the slower progressing primary producing 

countries may very easily suffer a disadvantageous turn in 

the terms of trade due to their high income elasticity of 

demand for imports and the low income elasticity of demand 

for imports in the advanced countries.25 This Influence is 

** Jacob Viner, International Trade and Eeonomio Deve­
lopment. Oxford University Press, London, 1957, p. 116. 

86 Harry 0, Johnson, International Trade and economic 
Growth. George Allen and Unwin Ltd., London, 1968, p. 101. 
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an important aspeot of the dollar shortage problem that com­

manded so much attention in the literature over recent years. 

A parallel proposition was expounded by Hicks, that techni­

cal progress in the United States is strongly biased in 

favour of import substitutes.25 

It is dubious that these problems are highly rele­

vant to our longer run consideration of trade opportunities 

and their impact on differential rates of eeonomio progress 

between advanced and underdeveloped regions. All the con­

vincing arguments that the dollar shortage had become a 

chronic condition appear fairly empty in light of the quite 

dramatic shift in the balance of payments experienced by 

the United States since 1957. One theoretical cause of a 

permanent dollar shortage, the high rate of improvement in 

productivity of the United States which other countries find 

difficult to equal beoause of the U.S. lead and its highly 

capital intenaive industry, has been exploded in recent 

years by the growth achievements of Europe generally, espe­

cially Germany, and also of Japan.27 This evidence at least 

proves once again that no lead in the rate of economic 

growth is insurpassable and that lags may be overcome from 

2 5 J. R, HI ok s, "inaugural Lecture],' Oxford Economic 
Papers. June 1953, and reprinted In Essays in World Economios, 
Oxford University Preas, London, 1959, as Ch. 4. * The Long-
Run Dollar Problem," pp. 82-83, 

2 7 GATT - International Trade 1957-1958, Geneva, 
1959, p. 8. 
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one period to another, even relatively ahort periods, 'x'he 

balance of payments reversal can also be attributed to the 

unrestrained psychology of ever rising expectations in North 

America, where rising living standards and rising wages are 

based not only on past and present gains but anticipate 

future gains as well. This inflationary impulse transferred 

the competitive advantage in international trade to European 

exports.28 No longer was the American position saved by a 

higher rate of Inflation abroad tnan at home. 

Partly due to these developments, and partly due to 

an altered trade and industry philosophy, it is becoming 

increasingly doubtful that the liick's proposition of the 

technical bias in the United States toward import substitu­

tes will long be significantly valid, if Indeed it still is 

at the present time. 

Very recently a leading article in the New York 

Journal of Commerce gave wide publicity to the Increasing use 

of foreign made parts in U.S. manufactured products, parti­

cular mention being made of the radio and bicycle industries' 

29 
growing reliance on foreign produoed components. It has 

28 John J. Deuteh effectively emphasized these two 
points of lost competitive advantage and comparative rates of 
growth in his paper delivered in Montreal, March 8, 1960, at 
the panel discussion entitled. Whither Canada's Export-Import 
TradoT 

29 Jerome Oelbaum.' Use of Foreign Parts Growing;." 
The Journal of Commerce, New York, February 24, 1960, ace 
p. 1. 
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beooawnalmost an Industry-wide practice to turn the United 

States market for portable transistor radios over to Japanese 

affiliates of American companlea, with actual marketing being 

done under <M U.S. company label. Similarly, in foreign 

operations sueh as the oilfields in the Middle East the U.S. 

ell companies * purchases of U.S. made pipe has in the last 

few years dropped from 90 per oent to 2 per oent, with savings 

is the purchasing eompaniea of 20 • 25 per cent. Which facts 

d*<, suggest that unimpeded international trade does oontrlbute 

to inoome equalisation between trading partners end competi­

tors* .sithough iti could never be expected to result in income 

equality between countries. 

This slight digression has more pertinence to our 

main problem than might appear from the particular theories 

and facts cone! der ed. For one .thing, it is sufficient to 

justify putting aside any further discussion of lac long popu­

lar "ohrcnie dollar shortage" problem. It no longer exiets 

for Europe en eountries. *, For the underdeveloped oountrles it 

bee omen inereselngly clear that the fundamental question is 

one,of foreign exchange shortage, not juet dollar shortage. 

Many aspects of this persistent exchange shortage may be con­

veniently postponed to the next chapter, where problems asso­

ciated, with a ehronio,disequilibrium in the balance*of pay­

ments ,ef countries attemptingito accelerate the.pace of 

eoo«omlecdevelopment^will be discussed. In this chapter, ir 
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attention will be directed to the Inoome or purchasing power 

facets, whleh reveal that underdeveloped areas unable to earn 

sufficient foreign purchasing power have their capacity to buy 

imports from ths advanced countries,•and eaeh other, cons­

trained. This must reflect unfavourably on the volume of 

world exports and the level of world income, '̂ he multiplier 

ripples tear ease the importance of this loss through the inter-

meshing foreign repercussion factors. Circular causation 

operates in the network of world trade, as in the other vi­

cious circles of pevsrty, to cheek the rate of growth of the 

underdeveloped regiona so that they both produce less end 

consume less than would have bean ths case without the impedi­

ment of the foreign exchange shortage. Today, the advanced 

oountrles may deplore the relative failure of growth of 

demand in primary producing countries for their exports only, 

end give no heed to their own import dependence on the pro­

duce of these countries. The wealthier countries may soon 

have deep regrets that the export production of these basic 

suppliers mss stagnated, or even declined, as greater empha­

sis Is placed on import saving production. 

The Import dependence of the United States may con­

veniently be taken as illustrative of the situation for all 

advanced industrial countries, always realising that Europe 

is much more heavily import dependent. While the value of 

Europe's totsl imports from all sources has been roughly in 
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the proportion of 1 to 2 to the value added by i t s manufac­

turing a c t i v i t y , in the United States the corresponding r a t i o 

has been on the l e v e l of 1 to 1 0 . 5 0 Aa s tated e a r l i e r the 

underdeveloped countries depend on Europe for absorption of 

40 per cent of the ir exports, and on the United States for 

20 per cent . By the same token. Western Europe's exports to 

non-industrial areas of the world are 30 per cent higher than 

those of North America.5* iJhe key r e l a t i o n s h i p s , that are per­

t inent to problems of interdependent growth ra te s and world 

economic interdependence through trade, are that the indus tr ia l 

areas of the world account for between 62 and 64 per cent of 

t o t a l world export and that 40 per cent of these exports from 

industr ia l eountr ies are dest ined to non-Industrial countr ies , 

while the non-industrial countr ies , out of t h e i r 36 to 38 per 

cent of t o t a l world exports , depend on indus tr ia l oountrles 

to absorb 70 per cent of the i r t o t a l e x p o r t s . 5 2 Although 

lo s ing some of i t s r e l a t i v e predominance i n both world produc­

t ion and world trade In recent years , as recovery and economic 

growth in other parts of the world, par t i cu lar ly Western 

Europe and Japan, have gained strength, the United Statea 

30 OATT - Internat ional Trade, 1954, Geneva, pp. 63 -
64. 

5 * OATT - Internat ional Trade, 1957-1958, Geneva, 
1955, p . 99 . 

5 2 I b i d . , p . 11, Table 2 . 



DIFFERENTIAL GROWTH RATES AND FOREIGN REPERCUSSIONS 182 

atill accounts for over 40 per cent of world production and 

over 16 per oent of world trade.55 At is this very pre­

eminence of the United States in the world economy that com­

pels consideration of its foreign trade dependence, even 

though its total sales of goods and services amount to only 

between 6 and 7 per cent of Its national income, and Imports 

of foreign goods and servieea usually to a somewhat smaller 

percentage. Sinoe the following discussion focuses on trade 

in commodities, it is well to state tnat merchandise imports 

amount to only about 3 per cent of gross national product. 

?hese figures highlight the marginal role of trade in the 

United States* economy and give reason to heed Jacob Viner's 

warning against exaggerating its role.54 

The famous Paley Report,55 however, establishes two 

principles of prime importance that forcefully emphasize that 

the role of foreign trade in the American economy, and equally 

the role of the American economy in world trade, should not 

be minimized. In the first place, the Paley Commission pre­

dicts a two-fold increase in the real gross national product 

5 5 IbML pp. 5-9. 

34 Jacob Viner,"The Role of the United States in the 
World Economy", in National Policy for Economic Welfare at 
Home and Abroad, ed. Robert Lekachman, Doubleday & Co., Inc., 
New York, 1655, p. 180. 

35 Resources for Freedom, a iteport to the President 
by the President's Materials Policy Commission, June, 1952. 
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of the United States between 1950 and some year in the 1970's , 

usual ly assumed to be 1976. And t h i s projec t ion i s c o n s i ­

dered by some author i t i e s to be too conservative.. This alone 

would mean a tremendous Increase i n both exports and imports. 

Secondly, i t contradic ts the prevalent assumption that the 

aeeular trend of a dec l in ing American propensity to import 

can be expected to continue i n t o the future, and arguea that 

the import-income r a t i o has reached i t s nodal point and must 

begin to increase i n future y e a r s . 5 8 

Before considering the enlarged influence that f o ­

re ign trade i s expected t o exer t on the American economy of 

the future, i t i e worthwhile to s e t i n perspect ive the true 

measure of i t s present internat ional interdependence by r e ­

ference to the Rockefel ler Report on U.S. internat ional econ­

omic p o l i c y . 5 7 

Despite i t s r e l a t i v e l y small percentage weight i n 
our o v e r - a l l economy, a vigorous and expanding 
foreign trade i s e s s e n t i a l for the v i t a l i t y of our 
eoonomy. We import ha l f or more of a wide var i e ty 
of metals and minerals e s s e n t i a l to United States 
Industry. Three-fourths of our newsprint i s im­
ported, a l l of our natural rubber, 18 per cent of 
our iron ore , and over 15 per cent of our petroleum. 

Between 9 and 10 per oent of a l l the durable goods 
produced i n the United States i s cold abroad. S i g n i ­
f i c a n t l y enough, these sa l e s provide the margin b e t -

36 ^enry G. Aubrey, United States Imparts end World 
Trade. Oxford Universi ty Press , London, 1957, pp. 14-17. 

9 7 Report of Rockefe l ler Brothers Fund Special Stu­
d ies Project - Foreign Economic Pol icy for the Twentieth 
Century. Doubleday & Co., New York, 1958, pp. 38-40 . 
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ween p r o f i t and l o s s for a large segment of American 
i n d u s t r i e s . Exports represent from o n e - f i f t h to 
one-third of the t o t a l s a l e s of American production 
of c i v i l i a n a i r c r a f t , t e x t i l e , s t e e l and r o l l i n g 
m i l l machinery and sewing machines. They represent 
19 per cent of a l l motor truck and bus sa le s , 16 
per cent for d l e s e l engines , 14 per cent for agr icu l ­
tural machinery, and 11 per cent for machine t o o l 
production. American farmers depend upon fore ign 
markets for the s a l e of 20 t o 40 per oent of the i r 
wheat, r i c e , cot ton, rye , barley, hops, grain sor­
ghums, soybeans, l ea f tobacco; and the same i s true 
for domest ical ly produced c a l f sk ins , f a t s and o i l s , 
dried f r u i t s and processed milk. 

Foreign trade provides more d i r e c t employment 
i n the United States than the automobile, s t e e l , 
chemical and t e x t i l e industr ies combined. 

The broad problem of determining the s c a l e of future 

import dependence of the United States was, as mentioned, 

undertaken by the Palsy Commission with the resu l tant Report 

l arge ly addressed to the consequent po l i cy impl icat ions of 

r i s i n g import needs. Since the publ icat ion of the Paley 

Report the same task of analysing and project ing U.S. import 

needs to the year 1975 has been undertaken for a more compre­

hensive group of import commodities, and with a s h i f t of em­

phasis to the resu l tant e f f e c t s on world trade balances and a 

more integrated net-work of world trade, by Henry G. Aubry. 5 8 

'xhe s t a t i s t i c a l material used here i s derived from t h i s l a t t e r 

work. Aubry shows that compared to a r i s e i n United States 

imports, in constant d o l l a r s , i n the period 1926 through 1952 

38 Henry 0 . Aubry, United States Imports and World 
Trade, op . c i t . 



DIFFERENTIAL GROWTH RATES AND FOREIGN REPERCUSSIONS 185 

of 37 per cent, or an annual rate of rise of 1 1-4 per oent, 

that the antieipstsd rise for the period of 1952 through 1975 

is 83 to 101 per cent, or an annual rate of rise of 2 3-4 to 

3 per cent. This prediction is based on the increasing ex­

haustion of domestie resources, and the natural process of 

growth of population and incomea In the United States leading 

to ever expanding needs. 

In order not to misrepresent Aubry's data and his 

associated analysis, simply to make my own oaae, it is neces­

sary to point out that in considering the regional origins of 

the higher imports he foresees the major gaina accruing to 

Canada end Latin America. 1'his is based on the expectations 

that the major commodities Involved will be petroleum, coffee, 

iron ore, newsprint, nickel, aluminum, and other non-ferrous 

minerals.59 To the degree that Latin American eountries will 

be relied upon to produce the commodities necessary to the 

United States economy, if it is to enjoy the expected rate of 

continuous economic growth of 3 per cent or better in the 

future, the necessity for these underdeveloped eoonomies to 

show progressive production and income increases is supported. 

However, since Canada is assumed to be even more important as 

a future supplier of goods and materials, the growth of out­

put of ths underdeveloped regions of the world seems to be 

v »^-i?. *• Ibid., pp. 44-46. 
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re lat ive ly unimportant to the future well-being of the U.S. 

economy. This eonsidsratlon does not actually invalidate the 

argument that i s being made for International Interdependence 

in the p o s s i b i l i t i e s of future economic growth, so much as 

complicate the issue by secondary and tertiary extensions of 

foreign trade ramifications between Canada and i t s suppliers, 

and perhaps suppliers of Canada's suppliers. Aubry himself 

recognises the importance of these wider extensions of trade, 

and in discussing the redistribution of ths dollar supply 

does chart and review trade patterns that in the f i r s t rami­

f icat ion bring Western Europe within the compass of conse­

quences and in the second c irc le of ref lect ion being in coun­

tries in the rest of the world.4 0 

A discussion of this same problem of United States 

dependence on imported materials la well presented by the 

staff associated with the Randall Commission, with greater 

stress on national security aspects . 4* In this study more 

emphasis i s laid on the world-wide avai labi l i ty of resources, 

as seen in the following quotation} 

Our long-run deficiency can be just as well aggra­
vated by a decline in long-run ava i lab i l i t i e s l a 
Canada and Mexico; or, where we are relying In part 

4 0 ***«»« PP- **-**. 

41 staff Papers Presented to the Commission on Foreign 
Economic Policy, U.S. Government Printing Office, Washington, 
February, 1954, see especially Ch. V, pp. 219-248, 
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on mors d i s t a n t sources such as the Phi l ippines 
by a long-run dec l ine In a v a i l a b i l i t i e s in sueh 
areas . Accordingly, the aim of our defense agen­
c i e s has been to pursue p o l i c i e s which, while 
encouraging the long-run a v a i l a b i l i t i e s of United 
States production, w i l l not at the same time d i s ­
proport ionately weaken the a v a i l a b i l i t y of other 
sources on whleh we expect f u l l y or p a r t i a l l y to 
r e l y l a an emergency.4 2 

The Randall Commisalon squarely faced the problem of 

the dependence of future American prosperity on progress and 

s t a b i l i t y of the world economy and strongly recommended an 

enlarged and more widespread programme of f inanc ia l aid and 

technical aaslstance to promote the foreign economic develop­

ment which alone w i l l be conducive to increasing world income 

and trade. 

These same precepts have won endorsement from many 

other groups of experts who have given ser ious a t t e n t i o n to 

the long range problem. For example, to quote the U.S. Com­

mittee for Economic Development: 

The only danger internat ional trade presents to 
growth i s the danger that we w i l l not s u f f i o i e n t l y 
recognise how important i t i s for our continued 
growth. We must advance together with a l l the r e s t 
of the world. That meana enlarged foreign i n v e s t ­
ment on our part , and par t i c ipa t ion i n reducing 
everywhere obstruct ions to the movement of men, 
money and goods. This can be looked at from a pure­
l y p r a c t i c a l angle of s e l f - i n t e r e s t . Further p a r t i ­
c ipat ion i n world trade would r e s u l t In even wider 
markets than we now have. After a l l , our population 
i s only 6 per cent of the t o t a l on the planet , and 
a large part of the world hungers for the goods we 
can provide. 

4 2 I b i d . , p . 220. 
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Our gain would be higher production and greater 
sales of the products we can make with greatest 
efficiency. At the same time we would benefit 
from less costly sources of supply for the things 
we either do not produce or produce less effi­
ciently than others. Our own economic growth would 
thus be fostered and our standard of living bet­
tered. Simultaneously, of course, growth would be 
fostered in the lands with which we traded. That 
is, great gains, sharable all around would come 
from a more Intensified international specialization 
of labour and wider u?e of world resources.45 

Another authority on this problem of the increasing 

dependence of the United States on the world economy, Roger 

Anderson, covers a good deal of the ground already reviewed 

and neatly paraphrases Peter t'% Drucker to sura up the 

Issues. 

More extreme was the p o s i t i o n taxen i n a recent 
a r t i c l e by Professor Drucker in which he s tated 
that the Paley Commission ser ious ly under-rated 
both the speed of United f tatea economic expan­
s ion and the rate of which the demand for raw 
materials would grow. Developments of the past 
f ive years were sa id to have shown that raw mate­
r i a l needs to increase much f a s t e r than production 
and consumption, perhaps twice as f a s t . I t 
appeared reasonable to guess that , i n order to 
double national income within 15 to 20 years, the 
United States would have to Import the equivalent 
of at l e a s t one-quarter of i t s t o t a l industr ia l 
production. -L'he problem for the future would be 
not the do l lar shortage, but how to earn enough 
foreign exchange to pay for United s ta te s Imports. 
Other eountr i e s , too, would have greater material 
demands and the aim of United States po l icy should 
be to promote the rapid i n d u s t r i a l i z a t i o n of the 
countries that produce raw mater ia l s , ±'his, i t 

4 5 Research and Pol icy Committee of the Committee 
for economic Development - Economic Growth i n the United 
S ta te s . I ta Past and Future, New York, 1958, p . 55. The" 
underlined sentence appears In i t a l i c s In the or ig ina l 
t e x t . 
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was suggested, would both expand the demand for 
United States exports and increase the a v a i l a b i ­
l i t y of raw m a t e r i a l s . 4 4 

This accumulation of evidence should be adequate to 

e s t a b l i s h that the United States i s not so s e l f - s u f f i c i e n t 

as to be immune to foreign r e f l e c t i o n of the s t a t e of pros­

per i ty elsewhere in the world in the short run, or the reper­

cuss ion e f f e c t s of slower growth rates i n the r e s t of the 

word on i t s long run growth p o t e n t i a l . The d i scuss ion has 

b u i l t up a picture of increasing dependence of the United 

States on the world economy. I t oan be concluded that the 

United Sta tes needs a world environment of economic growth 

to ensure the income sustaining prospect of increas ing demand 

for i t s r i s i n g production of goods for export, and to insure 

r i s i n g fore ign production of the materials and goods required 

to meet expanding American needa. And to r e o a l l an impor­

tant point s t ipulated and s a t i s f a c t o r i l y substantiated at 

the beginning of the d i scuss ion on United S ta tes ' Interdepen­

dence with the world economy, the r e s t of the advanced coun­

t r i e s in the world are much more in tens ive ly foreign trade 

oriented, which means that t h i s conclusion appl i e s to them 

with even greater f o r c e . 

No pretense i s made here that the advanced countr ies 

4 4 Roger V. Anderson, The Future of Canada's Export 
Trade, prepared for and published by the Royal Commission 
on Canada's Eeonomio Prospects , Ottawa, March, 1957, p . 62 . 
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of the world cannot continue to experienee economic growth 

unless the underdeveloped countries also achieve substantial 

growth rates. The argument is simply that the world economy 

is progressively becoming more closely integrated and Inter­

dependent, hence a lagging growth rate in the significantly 

large and heavily populated underdeveloped regions would be 

a positive cheek on world progress and retard the potential 

growth rate of the advanced economies. History proves that 

differential growth rates in national economies are possible 

in both short and prolonged periods. The theories and facts 

reviewed In this chapter give rise to doubts that extreme 

growth rate Inequalities can continue indefinitely, particu­

larly if the view that the world economy is becoming increa­

singly integrated and Interdependent Is valid. 

An urgent question that may not be ignored is the 

corollary growth Implications for the underdeveloped coun­

tries contained in these facts and conclusions. If the long 

run growth rate of the advanced countries Is linked to that 

of the underdeveloped countries, then even more so must the 

reverse be true. The Rockefeller Report sums up the matter 

in reference to the United States and world at large: 

Basio to world economic growth Is an expanding and 
vital United States economy. Ae produce 35 per 
oent of the world's goods and services. Cur exports 
and imports constitute 16 per oent of the world's 
trade. Relatively small fluctuations in our imports 
can have a major effect all over the world and 
catastrophic consequences for weaker economies geared 
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to a few commodities. A United Sta tes r e c e s s i o n 
can have a v i o l e n t e f f e c t on other free world 
c o u n t r i e s . Conversely, an expanding and reasonably 
s tab le United Statea economy i s e s s e n t i a l to world 
growth* A growing United States economy w i l l 
import more goods from abroad, thus providing do l ­
l a r s for economic development. I t w i l l crea te addi­
t i o n a l reaources for fore ign investment. 

The Importance of the United States as a market and 
as a source of supply i s fundamental. In f a c t , per* 
haps the greates t s ing le economic contr ibut ion the 
United Statea can make to the free world, and hence 
tne greates t r e s p o n s i b i l i t y of the United States 
l i e s i n e f f o r t s to promote the growth and s t a b i l i t y 
of the Amerioan economy.45 

The very nature of the underdeveloped economies, 

t h e i r s tructure , the ir vu lnerab i l i ty to external economic 

forces , t h e i r re l iance on fore ign markets to earn command 

over urgently needed foreign equipment and materials f o r 

development, t h e i r dependence on foreign capi ta l supply, sub­

s t a n t i a t e the precepts of the foregoing quotat ion. Indispu­

tably , these lagging economies could not poss ib ly achieve 

high growth r a t e s except in a prosperous world economy. 

Such a conclusion, however, does not t h e o r e t i c a l l y 

deny the p o s s i b i l i t y of the l e s s developed eountr ies achieving 

higher growth r a t e s than the more advanced oountr les . One 

student of Asian prospects takes an opt lmls t lo a t t i tude based 

on the qual i fy ing assumption that e f f e c t i v e human e f f o r t i n 

*3 Rookefoiler Fund - Foreign Eeonomio Pol icy for 
the Twentieth Century, op . c i t . , p . 27; the Issues Involved 
ere e laborate ly treated by Hal Lary i n The United Sta tes i n 
the World Economy, op. c i t . 
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planning, administration and search for change do in fact 

open the opportunities for Increased agricultural y ie lds , 

diversif icat ion and extension of modern industries, and 

effeet ive ut i l i za t ion of the underutilized labour f o r c e . 4 8 

These views are significant because they emphasize the impor­

tant p o s s i b i l i t i e s of stimulating eoonomio growth that depend 

on human w i l l , effort and ingenuity above the c r i t i c a l role 

of the rate of oapital investment, whleh i s the key element 

in the growth rate of industrialised countries. Not that the 

underdeveloped eountries can aspire to break their strangling 

poverty without a r is ing rate of capital formation, but i f 

the governmentsof the industrialized eountries ever become 

suff ic ient ly sophisticated in their economic thinking to 

follow the advice of the National Planning Association of the 

United States the needed oapital would be available in more 

ample supply in times of recession in the advanced countries.' 

Capital exports to foreign eountries, particularly 
to areas in the early stages of Industrial develop­
ment, could also be encouraged when domestic expan­
sion slackens* This would maintain the ab i l i ty of 
foreign eountries to buy in the United States and 
would support production in the export industries. 

In sueh a situation, i t would be more construc­
t ive i f an effort were made by the Industrialized 
eountries to use their id le capacities for the mutual 

46 Wilfred Malenbaum, The Asian htoonomie Potential, 
the Annals of the American Academy of Pol i t ica l and Social 
Science. July. 1958. 

47 Qerhard Colm and Theodore Geiger, with the 
aasl stance of Manuel Helsner.'The Economy of the American 
People; Progress, ^roblema. Prospects;1 National Planning As so -
e lat ion. Washington, March 1958, p. 90. 
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advantage of the leas developed countries and 
themselves. 

It is ooncelvable that high income stagnation could 

become a secular condition In one or more of the industrial­

ised countries of the world, due to excessive capacity and 

declining investment opportunities.48 In these circumstances 

the urgency for channeling oapital abroad would be a persist­

ent oondltion which would relieve the domestic situation In 

the manner described in the above quotation, and would permit 

an accelerated rate of growth in the recipient countries. 

Such a situation is not dissimilar to what actually did 

occur in England, and whleh did stimulate eoonomio growth 

in Canada, the United States, Argentina, and elsewhere with 

redundant British capital. 

The long run possibilities of structural changes In 

the world economy conducive to a marked shift in relative 

international growth rates will be considered more fully 

later in this book. On the income side, the main Issue of 

mutual dependence of advanced and underdeveloped countries 

for sustained long term growth, as well as short term prospe­

rity, has received sufficient attention for the moment. 

4 8 Alvin H. Hansen, Qrowth or Stagnation in the 
American Economy, The Review of Economics and Statistics, 
November, 1954, pp. 409-414. 



CHAPTER 3 

DEVELOPMENT STAGES AND THE BALANCE OP PAYMENTS 

The problems of eoonomlc development are so complex 

and so variable that students of the process of growth have 

been Induced to search for some broad pattern of evolution 

that would reveal characteristic forms identifiable In terms 

of the time dimension, and thereby facilitate analysis of 

definable problems at respective stages of progress.* In 

order to deal with balance of payments problems associated 

with economic development, so far largely neglected in this 

study, this approach of looking for a pattern of economic 

evolution with characteristic stages is a convenient techni­

que. In a very important sense t is method of analysis is 

dictated not only by the need to discover the form of econo­

mic experience, which brings it within the range of compre­

hension, but the equally important analytical necessity of 

abstracting from the dynamie confusion of continuous change 

1 Jan Tinbergen, The Design of Development, the 
John Hopkins Press, Baltimore, 1958, a study undertaken for 
the Economic Development Inetitute of the International Bank, 
stresses ths need for policy makers, or government planners, 
to discern this sort of pattern in what exiata and what is 
sought; "General programming has to supply a bird's-eye view 
of the pattern of future development of the country, and to 
show the possible and moat desirable development of the 
national product and its components." p. 9. 
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a more nearly precise s ituation rendered stable enough in the 

sense of time to permit use of the easier quasl-statio tools 

of analysis . 

Eoonomio historians have long been fascinated by the 

notion of stages of development. Adam Smith, Marx, and List 

are notable examples among the many earlier writers, while 

Oolln Clark is one of the moderns who has made a very real 

contribution to understanding the process of economic growth 

by using a stage type of analysis based on the admixture of 

primary* secondary and tertiary production to delineate scales 

of advancement.2 Perhaps it would be more literally correct 

to stats that ths balance of payments problem will here be 

considered in line with the suggestion of Meier and Baldwin 

that: 

It might bs more suitable to view the most d i s t i n ­
guishing characteristics of different eountries in 
terms of their domestic economic organization and 
their external relat ions in the context of world 
markets.5 

The d i f f i c u l t i e s encountered in any attempt either 

to distinguish a predictable pattern of growth that i s 

2 W. 6 . Woytlnsky and » . s . Woytinsky, World Popqle-
tlon and Production, Twentieth Century Fund, New York, 1953, 
CnT IS; of f e r s a good discussion of the c lass i f i ca t ion of 
eoonomio patterns and the use of stages of eoonomio history. 

5 Gerald M. Meier and Robert *'• Baldwin, Eeonomio 
Development, oited, p . 146. 
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typified by expl ic i t stagss of development, or to assign Indi­

vidual eountries to partleular groups determined by the cha­

ras tori a t i e a of the internal economic organisation and exter­

nal eoonemic relat ions sre numerous. As Kindleberger shows 

there i s a distress ing lack of uniformity among economies that 

seemingly should be slasaed together. 4 The mongrel eoonomies 

so outnumber the pure-breds that we are in d i f f i cu l t i e s organ­

ising a show. Several eountries have skipped stages of deve­

lopment and break the pattern, while others exhibit oharac-

teristies that would place them half in one c lass and half in 

another. However, the c lass i f icat ion that Kindleberger employs 

for the balanee of payments on current account by stages of 

development i s useful end reasonable, in a broad sense. The 

refinement of the c las s i f i ca t ion based on the fundamental 

relationahlp that 

X + I d . g + M 5 

or, the sum of experts and domeatlo inveetment i e equal in 

equilibrium to the sum of dome a t i c savings and imports, re ­

vealing that 

i f M > I , then Id 7 S, 

le particularly useful in determining the behaviour of the 

balanee of psormsnts at different stagss of development arising 

4 Charlea P. Kindleberger, International Economics. 
Richard D. Irwin, Inc . , Homewood, I l l i n o i s , 1953, Ch. 19, 
pp. 361-377. 

6 Ibid. , p. 370. 
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from the r e l a t i o n s h i p s of income l e v e l , and accordingly the 

rate of sav ings , to the rate of Investment, and thus pace of 

development e f f o r t . This c l a s s i f i c a t i o n in i t s two forms i s 

reproduced i n Table IX. 

For the sake of comparison, or more properly for the 

sake of corroboration, for i t v i r t u a l l y dupl icates the Kin­

dleberger c l a s s i f i c a t i o n , Table X i s reproduced, being the 

work of Geoffrey Crowther. The only r e a l purpose gained 

in adding th i s s imi lar example of stages of economic develop­

ment and resu l tant balance of payments i s that Crowthers's 

presentation includes cap i ta l movements c h a r a c t e r i s t i c of 

each stage, an important feature in respect to further In­

vestment and growth. 

At t h i s moment the best known and most widely d i s c u s ­

sed example of the representat ion of a pattern of eoonomio 

growth in a s e r i e s of progressive stages i s the contribut ion 

of Professor Rostow. His central t h e s i s i s that s o c i e t i e s 

a l l begin at a primit ive subsistence stage, evolve into mar­

ket economies with greater structural complexi t ies , which I s 

a pre-condit ioning period for subsequent development, then 

enter the take-off phase, during which the i n e r t i a produced 

by the momentum of development becomes strong enough to per­

mit s e l f - s u s t a i n e d growth to become a secular dynamic, and 

f i n a l l y the economy emerges Into maturity. This l i n e of 
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Table IX - THE BALANCE OF PAYMENTS BY STAGES OF DEVELOPMENT, * 

Stage Balance of Indebtedness 
Balance of Payments 
on Current Account 

1 
2 
3 
k 
5 
6 

Young debtor 
Adult debtor 
Mature debtor 
Young creditor 
Adult creditor 
Old creditor 

Passive 
Balanced 
Active 
Active 
Balanced 
Passive 

Table X TYPES OF BALANCES OF PAYMENTS ** 

Balance of Trade 
Vi s ib l e and 

I n v i s i b l e 
4- • Favorable 
- • Unfavorable 

Interes t and 
Dividends 

f s Net Receipt 
- - Net Payment 

Capital 
Borrowing 
(or Accepting 
Repayment) 
Lending (or 
Repaying) 

In a l l three columns, 
f s i g n i f i e s a net in-payment, 

- s i g n i f i e s a net out-payment; 
two symbols s i gn i fy a larger payment than one. 

Class A - Immature 
Debtor-Borrowers 

Class B - Mature 
Debtor -Borrowers 

Class C - Debtor-
Lenders and 
Debtor-Repayers 

Class D - Immature 
Credit or Lenders 

Class E - Mature 
Creditor-Lenders 

Class F - Creditor-
Borrowers 

•f 

+ + 

t f 

••Charles P. Kindleberger, International Economics, op. c i t . , page 370. 
••Geoffrey Crowther - Balances and Imbalances of Payments, Harvard University 

The Plimpton Press , Norwocd, tess., 1957, page 6k. 
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thought f i r s t sppears in h i s book of some years back. 6 The 

idea was elaborated i n a journal a r t i c l e published a few 

years l a t e r and i s we l l known in academic o i r o l e a . 7 General 

i n t e r e s t waa exo i ted by h i s theor ies when tne London i&onomlst 

summarised the doctrines he had further ref ined i n a s e r i e s 

of l eo tures at Cambridge U n i v e r s i t y . 3 d l s book which r e ­

prints the l e c t u r e s added new z e s t to the controversy on 

Rostow's s tages of growth. 

The atages of development i d e n t i f i e d i n my treatment 

d i f f e r i n no very s i g n i f i c a n t way from the Rostow approach 

and the e laborat ion in to s i x s tages quite obviously borrows 

from the Kindleberger - Crowther d i v i s i o n . Orig ina l i ty la 

not the present aim. *hat we are seeking i s an acceptable 

se t of ca tegor ie s of such general ized c h a r a c t e r i s t i c s that 

a l l countr ies at whatever atage of development or progress 

can be c l a s s i f i e d in one or the other, with the object of 

studying the balance of payments inf luences common to a l l 

within each group. I t i s expected that such an Inves t iga t ion 

6 W. W. Rostow, The Process of Economic Growth. New 
York, 1952, Ch. 4 , e s p e c i a l l y pp. 102-105. 

7 W. W. Rostow, "The Take-off Into . e l f - S u s t a i n e d 
Growth", The Kconomic Journal, March, 1956, and reprinted i n 
The Economics of Underdevelopment, c i t e d . 

8 Rostow on Growth, The Economist, August 15 and 22 , 
1959. 

9 W. W. Rostow, The Stages of.Economic Growth. 
Cambridge Univers i ty Press , i 9 6 0 . 
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should add to an understanding of the spurs and checks to 

economic growth imparted to the domestic economy through the 

external sector. To f i t these purposes trie c la s s i f i ca t ion 

adopted seemed appropriate. 

She s i x stages of growth to be reviewed are* 1) the 

primitive society, or subsistence eoonomyi 2) the export 

biased agricultural economy, the semi-market staple producer, 

or colonial stage economy} 3) the organisational or develop­

ment preparatory phase economy) 4) the newly developing 

economy in the take-off period) 5) the self-sustaining, diver­

s i f i ed but immature eoonomyj 6) advanced maturity. Aa the 

analysis prooeeds and certain speoiflc balance of payments 

circumstances are identif ied with eaeh stage, c r i t i c s wi l l 

find i t re lat ively easy to dispute the basis of c l a s s i f i c a ­

t ion on the grounds that some eountries w i l l refuse to conform 

to the pattern. There i s no way to avoid th i s d i f f i cu l ty 

except to invalidate the approach of stage analysis and 

study each country on an individual bas is . Ultimately this 

wi l l have to be done to understand particular national pro­

blems of development, but general prlnciplee can only be 

discovered i f , in fact , patterns oan be found. Individuality 

need not be confounded with uniqueness. 

The primitive society must be either the earl ier 

phase of the Rostow traditional soc ie t ies or a oomplete stage 

In i t s e l f before the traditional society. The characterist ics 
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of sueh a backward economy are well summarised by Lelbensteln 

in his listing of sttributes of underdevelopment.10 The high 

concentration of activity In agriculture, low income, low 

savings, inefficient agricultural techniques, low yields, ina­

dequate nutrition, low standards of public health and sanita­

tion, prevalent illiteracy, crude technology generally, and a 

low volume of trade per capita, all apply. Being a subsis­

tence economy, which, of course, means a non-monetized econo­

my, the country la economically unorganized. Since the aize 

of the market determines the degree of division of labour, 

and hence the level of productivity, it is structurally des­

tined to remain backward and poor. The rural villages per­

sist as centres of society, eaoh separate from the other. 

Domestic trade is low and foreign trade even lower. It la a 

situation of static stagnation, without foreign influences 

the demonstration effect is negligible or non-existent, so 

even the will to ehangs does not exist. In such a primitive 

society, the Initial stage for the indigenous population of 

every country, statlo as it is, we can only assume equilibrium 

in the balance of payments at a low level with virtually no 

oapital account. 

Such oountrles of this type that still do exist, and 

10 Harvey Lelbensteln, Economic Backwardness and 
Economic Growth, John Wiley k Sons, inc., New York, 1957, 
pp. 40-41. 
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there are a few like Afghanistan and Nepal, mad oven sueh 

parts or regions of other oountrles thet answer the descrip­

tion, can hardly be said te be parts of the world economy. 

It is an indication that the frontiers of the world economy 

have not yet been pushed back to their ultimate limits. Des­

pite the very marginal contribution promised by bringing them 

within the system of the international market, pursuing the 

proposition that a widening of the market through increased 

International trade raises real income for all participants, 

it is in the Interests of sustaining the growth potential of 

the world economy to have these primitive societies emerge 

from virtual isolation, and perhaps later join the parade of 

progreas. 

The colonial type economy generally does not provide 

any great advance over the primitive society for the mass of 

the people in terms of the ultimate objeotive of economic 

development, rising welfare or well-being. The economic and 

social organization at this stage coincides closely to 

Rostow's traditional society. 

food production typioally absorbs 75 per cent 
or more of the working force; and from this primacy 
of agriculture there followed in turn a hierarchical 
social structure with little scope for vertical 
mobility - with wealth and power concentrated in 
the hands of those who controlled land rents. Sooial 
vsluea were geared to the limited horizons whleh 
men could perceive. Income above minimum consumption 
levels was largely spent on non-productive or low 
productivity outlays - religious feasts and cere­
monies, monuments, wars, high living for the land-
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owning minori ty . Family and elan connections played 
a large r o l e . P o l i t i c a l power tended to l i e in the 
various regiona rather than i n the oap i ta l ) the 
landowners in any case usual ly maintained great 
Influence over sueh centra l p o l i t i c a l power as 
e x i s t e d . 11 

Even b e t t e r , in many re spec t s , i s the analys i s of the 

c h a r a c t e r i s t i c s and problems of the co lon ia l stage undertaken 

by Myrdal, who e x p l i c i t l y d i scusses the co lon ia l system and 

i t s e f f e c t s . 1 2 lie emphasises the very important point that 

the resu l tant s o c i a l , eoonomlc and foreign trade features are 

the same regardless of whether the c o l o n i a l s ta tus i s based 

on p o l i t i c a l Imperialism or economic imperialism. 

Many of the under-developed countries were u n t i l 
r ecent ly under the p o l i t i o a l domination of a metro­
po l i tan power, some s t i l l are . Almost a l l of the 
under-developed eountr ies , that were not co lon ie s , 
were, and many are s t i l l , economically dominated 
from abroad with e f f e c t s i n the economic f i e l d which 
are c l o s e l y s imi lar to those under co lonia l i sm.15 

The major structural change that has taken place in 

advancing from the primit ive stage to the co lon ia l s tage i s 

in the larger p a r t i c i p a t i o n in in ternat ional trade. Exploit ing 

the natural nat ional advantages in the production of some 

s taple commodity, whether i t be a food orop, a f ibre crop, 

1 1 The Economist, Rostow on Growth, op. c i t . , August 
15, 1959, p . 410. 

12 Gunner Myrdal, Development and Underdevelopment, 
and a l so Economic Theory and Under-developed Regions, o p . c i t . 

13 Myrdal, Development and Underdevelopment, p . 5 1 . 
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mineral ore, petroleum, or rubber, on a cash basis for sale 

in the market of the mother country, and to a lesser extent 

in the broader markets of the world, the economy has become 

commercialized in that particular sector. In most instances 

this development came about through the investment of capital, 

from the dominating country, devoted to the production of 

the primary product for export. Generally, theae ventures 

were so profitable that tne enterprises become self-supporting 

so far as Investment capital is concerned.1* There are 

notable exceptions, like the groundnuts fiasco in British 

Africa, and abortive rubber cultivation projects undertaken 

by American capital in Brasil. Some associated development 

in social overhead capital usually takes place, in road, 

railway and port construction, with foreign financing to 

permit marketing of the cash crop. But the colonial economy 

is not transformed in depth, it is not extensively commer­

cialised or monetized. As Myrdal expresses it, the oountry 

still suffers from a relative lack of eoonomlc integration.i5 

Because of the lack of national eoonomlc integration 

and the extremes of income inequality associated with the 

export biased colonial economy, contrary to Rostow*s asser-

!* Myrdal, Eoonomlc Theory and Under-developed Regions. 
p. 53. 

1 5 Ibid" P« 61. 
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tion, there la a static nature inbred within sueh a society 

and economy. The only real capitalists are the merchants 

whose activities are centred in foreign trade. They feel 

compelled to fight rather than finance domestic industries, 

either at the dictates of the dominating country or of the 

law of profit, to preserve a market for imported manufactured 

goods received in exchange for the exported primary produce. 

Political power and broad economic power are veated in the 

feudal type, large-landowning group, and they have no inte­

rest in countenancing change in the syatem. Myrdal very 

cogently deacribea the interacting effect of internal and 

International inequalities, in the social and economic insti­

tutions, that tend through circular causation to perpetuate 

backwardness,16 

To avoid the bias of unbalanced presentation of the 

facts, it is desirable to recognise tne legacy of the colo­

nial system which serves in the opposite way to establish 

in the colony some of the essential preconditions for econo­

mic development. The establishment of law and order, secu­

rity of property, sanctity of contract, sound administration 

and the training of an efficient civil service, valuable con­

tributions to social overhead capital in the areas of trans­

portation facilities, eduoation and health arrangements, 

even if on a limited scale, and the creation of banking 

16 Ibid., p. 60. 
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and other financial institutions, are all valuable contribu­

tions.*^ This legaey, however, is not inherited by countries 

that fall within the colonial category under the device of 

eoonomio tutelage without actual political domination. 

Internationally the system operates to give play to 

the "polarisation" effects of Hirscnman18 or, what are the 

same things, the "backsetting effects"19 or "backwash 

effects"80 of Myrdal. in disousaion of colonialism Myrdal 

is inclined to modify his description somewhat to "weak 

spread effects" attributable to the "enforced bilateraHam"21 

associated with the economic relationships between the 

metropolitan and dependent countries. The former sought raw 

materials and a market for its manufactured gooda. Concep­

tually, it waa a narrow viewpoint, tinged with mercantilism, 

for it aought to squeeze some specific gains out of foreign 

trade, but in using monopolistic power to particular ends 

denied economic forces free operation that might well have 

*7 Ibid., p. 56; and, Daniel Thorner, Long-term Trends 
in Output in Yndla, in Eeonomio Growth! Brazil, India and 
Jap an. op. cl t., p. 104. 

1Q Albert 0. Hirschman, The Strategy of Economic 
Development, op. cit., p. 188. 

l w Myrdal, Development and Undsr-devolopment, op. olt., 
p. 31. 

20 Myrdal, economic Theory and Under-developod heglona, 
op. cit.. p. 30. 

21 Ibid., pp. 54 and 58. 
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led to expanding trade with greater diversification and in­

creasing Income gains for both parties. Initially, the colo­

nial economy did benefit from the growth that took place in 

the export sector, but since the spread effects were held in 

cheek the dependent country tended to suffer from restrained 

development and worsening terms of trade as the scope of the 

markets where) it could buy and sell were artificially res­

tricted. Ae Myrdal observes, when enforced bilateralism was 

occasionally challenged it was not usually by themselves but 

by other industrial countries anxious for more multilateral 

conditions of international trade that would permit them also 

access to the oolonlal markets in two-way trade.82 

The colonial economy during the often quite extended 

period of static equilibrium presents a characteristic balance 

of payments situation. Merchandise trade produces a favour­

able balance, except when adverse weather conditions lead to 

crop failure, or other blights or pests ravage the cash crop. 

The domestic market is still narrow so that effective demand 

does not yet lead to an offsetting or excessive inflow of 

imports. However, the trade surpluses do not mount rapidly 

for the, at least partially, enforced bilateralism operates 

dlsadvantageously for the dominated country in the terms of 

trade, leading to declining price for exports as output 

22 Ibid., p. 58. 
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increases. Although there must have some initial oapital 

inflow and continuing flow on a reduced scale to create and 

maintain the social capital neoesaary to allow the marketing 

of the export produce, in the established system tne re is 

likely to be an outflow of capital seeking safer haven or 

more rewarding investment opportunities abroad. This unfor­

tunate exodus of capital from woefully eapital-soaree eoun­

tries is the penalty of underdevelopment and tne manifesta­

tion of concentration of wealth In the hands of a narrow 

group of commercial capitalists who are disinclined to en* 

gage la diversified productive Investment. Apart from the 

pessibillties of outward capital movements, there are cer­

tainly continuous outpayments of Interest and profits to 

counterbalance the trade surplus. One reason for describing 

the balanee of payments as being in statio equilibrium, des­

pite the apparent vulnerability of an ex>ort biased monocul­

ture, is that the enforced bilateralism of the colonial sys­

tem does opersts to shield the dependent economy from the 

full force of market vagaries, since it has a preferential 

market for Its export staple. 

The development preparatory phase economy is in most 

respects what Rostow styles as the tranaltional society. The 

additional descriptive term applied to this stage in the 

summary identification of stages of eeonomio growth earlier 

listed, the organizational society, la also a most appro-
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prlate l a b e l . I t i s e s s e n t i a l l y an organizational period, 

rather than one of measurable economic progress . I t i s 

e a s i l y pos s ib l e for a soc ie ty to skip the experience of the 

co lon ia l type economy, as , for instance, Japan did, but i t i s 

inconceivable for any soc i e ty to emerge from poverty and 

stagnation without undergoing the t rans i t i ona l or organiza­

t i o n a l period. This may account for Rostow choosing to omit 

the co lon ia l type eoonomy as a spec i f i c stage of evo lu t ion . 

Although i t should be r e a l i z e d that the development prepara­

tory phase can very wel l occur as an advanced phase i n the 

co lon ia l s tage , par t i cu lar ly In the cases of progress to 

Independence under enlightened p o l i t i c a l t u t e l a g e . The 

e s s e n t i a l organizat ional accomplishments can very wel l be 

the heritage of mature co lonia l i sm. 

I t i s a period of overcoming obs tac les to growth, of 

converting into a dynamic soc ie ty "the backward economy In a 

s tat ionary s ta te of underdevelopment equi l ibr ium." 2 3 But 

mostly the obs tac les that are surmounted in t h i s t r a n s i t i o n 

period are the s o c i o - p o l i t i c a l ones, i d e n t i f i e d by Meier, 

rather than the impediment of low savings and investment. 

As he s t a t e s : "There i s , indeed, much truth in maintaining 

that a country i s economically backward because i t i s p o l i -

2 3 Ragnar Nurkse, Some Aspects of Capital Accumula­
t i o n i n Underdeveloped Countries, National Bank of gpcypt, 
Cairo, 1952, p . 4 . 
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tieally, socially, and physically backward."2* 

If real future progress Is to be made, a step that 

must be taken is a drastic revamping of the political frame­

work.83 The old power group of feudal landlords and princes 

of commerce must be broken, or divested of controls, to give 

room for forward looking, enterprising elements concerned 

with national welfare rather than the preservation of prlvl-

ledged status. In the process, political unification must 

be aohieved In a way that gives rise to a sense of national­

ism and the rule of law.26 Only then can the idea of change 

become implanted and a growth perspective realized, that 

will release latent growth forces to break the habitual 

stagnation.27 This break with the past must be felt through­

out the entire social system, the readjustment finding first 

expression in a positive approach to improvement in health 

and educational services. Paralleling this political and 

social transition, there gradually emerges greater economic 

unification based on a permeation of the monetization or 

commercialization of the economy in depth, bringing about an 

24 Gerald M. Meier,"The Problem of Limited economic 
Development", in The Economics of Underdevelopment, Agarwala 
and Singh, cited, p. 56. 

2 5 Paul A. Baran, "On the Political economy of Back­
wardness", in Approaches to the Problems of Underdevelopment, 
op. cit., pp. 70-92. 

26 W.w. Rostow, The States of Economic Growth, op.cit., 
p. 26. 

27 Albert 0. Hirschman, The Strategy of Kconomic Deve­
lopment, op. cit., Ch. 1, pp. 1-28. ~ 
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Increasing degree of national interdependence of the various 

sectors, and, i f not the strong tendency, at l eas t toe oppor­

tunity for greater equalisation. To foster this eoonomlc 

integration, the now unified government must create the 

inst i tut ional framework for order, education, finance and 

marketing.28 There automatically followa a greater need for 

social overhead capital , related to these inst i tut ional needs 

and to fac i l i t a t e production and marketing.29 Finally, i t 

may bs expected that in this transitional period a greater 

diversity in economic ac t iv i ty wi l l develop, associated with 

the national unification and wider market opportunities that 

should inevitably give r i s e to increasing urbanization and 

a more signif icant beginning of industrial isat ion. 

All this i s not accomplished in a smooth, uniform 

process of evolution. Usually the process of transition, 

when obstacles to eoonomlc growth begin to be overcome, i s 

uneven, incomplete and i l l coordinated.3 0 Nor i s i t possible 

for the preparatory p o l i t i c a l , sooial and eoonomio changes 

28 P. T. Bauer and B. S. Yamey, The Economics of 
Under-developed Countries. Cambridge University Press, 1957, 
pp. 171-1 ¥3. 

2& W. W. Rostow, The Stages of Economic Growth, op. 
c i t . . pp. 24-26. 

3 0 P. T. Bauer, Economic Analysis and Policy In Under 
developed Countries. Duke University Press, Durham, N.C., 
1957, Ch. 2, pp. 44-84, gives a more r e a l i s t i c version of 
irregular transformation. 
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to be brought about without painful readjustments demanding 

such extreme sacrifices of material status and cultural ha­

bits that the break with the past can be achieved without an 

effective social revolution.31 A major impediment, obstrue* 

tlng the essy acceptance of the readjustment process, is that 

the rewards of immediate improvement in material well-being 

do not follow rapidly or automatically. The incentive of 

resllzed economic gains is not on display to induce a desire 

for change, for this is a preparatory period for later pro­

gress. Even though Investment does rise, it is necessarily 

channeled into social overhead capital from which income 

galas are only elowiy forthcoming. 

The balance of payments similarly fails to exhibit 

immediate favourable results* This is due to the fundamental 

equation presented at the beginning of this chapter, which 

told ua that if any country's national expenditure exceeds 

its national production then its imports must exceed its 

exports and be covered by foreign capital Inflows*32 Struc­

turally what occurs in this period of transition is a reor­

ganisation of the sooiety and the economy that tends to raise 

national expenditure without necessarily raising national 

production. Even assuming that through reform of the land 

51 United Nations, Measurea far Economic Development 
Of Under-Developed Countries, New York, 1951, pp. 15-16. 

52 j. M. Letiche, Balance of Payments and Eoonomio 
Growth. Harper and Brothers, New York, 1959, pp. 287-291. 
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tenure system and some improvement i n technology, der iv ing 

from the administrative and educational e f f o r t s of the na­

t iona l government, there i s some r i s e in agr icu l tura l output, 

there i s operative at the same time a tendency to d i v e r s i f i ­

cat ion of farm production oriented to the eas i er d i s t r i b u t i o n 

In the domestic market, a t the cos t of oaah crops and export 

earnings . S imi lar ly , aueh i n d u s t r i a l i s a t i o n aa does occur 

means some d ivers ion of productive agents, c a p i t a l and labour, 

from agr icu l ture . F ina l ly , as the development preparatory 

phase proceeds a modernisation of ideas and a t t i t u d e s r e s u l t s 

that e n t a i l s not only a sense of nationalism but of awareness 

of and involvement i n the internat ional s e t t i n g . ? h l s , 

together with the probabi l i ty of increasing urbanization, 

leada to the demonstration e f f e c t . 

The poorer nat ions , in contaot with the r icher , f e e l 
cont inual ly compelled to keep the ir money incomes 
and out lays above what i s warranted by t h e i r own 
oapacity to produce. The re su l t i s an in f la t ionary 
b ias at home and a p e r s i s t e n t tendency toward d i s ­
equil ibrium in the balanee of payments.3 5 

Generalis ing, the development preparatory phase 

economy la unl ike ly to increaae i t a export po tent ia l or i t s 

export volume, but i s more l i k e l y to s h i f t a t t en t ion t o the 

production of home goods at the expense of the s tap le cash 

33 Ragnar Nurkse, "Some internat ional Aspects of the 
Problem of Economic Development", American Economic Review, 
May, 1952, p . 580. 
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crops for export. Import demand cannot f a l l to rlae as the 

economy i s progressively transformed from a subsistence to a 

market basis , as the demonstration ef fect comes into play, as 

some beginnings are made In industrial ization giving r i se to 

new needs for imported machinery and materials, and as capital 

Investment increases, mainly associated with social capital 

formation. For a l l these reasons, Nurkse's contention that 

a persistent tendency toward disequilibrium in the balance of 

payments i s supported. The trade gap must be covered by en­

larged oapital imports, which wi l l tend to be forthcoming in 

response to the attractions of the po l i t i ca l and economic 

unification that has taken place, and the profit opportuni­

t i es of the new readiness for Industry, to the degree that 

the outside world has confidence in the s tabi l i ty of the go­

vernment and the economy of the emerging nation. Domestic 

capital wi l l respond in a l ike manner, to toe degree that 

confidence i s engendered in the s tab i l i ty of the organisational 

society and in i t s prospects, to contribute to the growth 

process through investment, or, to the degree that confidence 

i s lacking, to act as an Income leakage and adverse factor 

In the balance of payments by seeking refuge abroad. 

The newly developing economy in the take-off period 

log ica l ly emerges, i f the preconditioning phase succeeds in 

cult ivating the necessary social acceptance of the idea of 

change and the preparatory organisation for economic growth. 
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The political and economic unification begun in the transi­

tional period muat be carried through to more effective com­

pletion In the take-off period, the administrative responsi­

bilities of government brosdsned and the institutional frame­

work elaborated. The essential change marking this phase is 

identified by Rostow end many others as the raising of the 

effective rate of investment from 5 per cent or less, to 10 

per cent or more, of the national income.3* 

The main problem to be surmounted la the means to 

raise productivity, which undoubtedly requires this major 

increase In the rate of Investment but even more significant­

ly depends on successful mobilisation and utilisation of 

resources for higher production. Capital la merely one of 

the reaources involved, and intensified application of it 

alone will not lead to the goal of self-sustained economic 

growth if investment is haphazard, wasteful and uncoordinated. 

Consequently, development planning in a centralised, compre­

hensive programme becomes necessary to determine the alloca­

tion of resources and the priority of development projeots.33 

3e *, i. Rostow, The Stages of Economic Growth, op. 
cit.. p. 8) and *. Arthur Lewis, The theory of Eoonomlc 
Growth, OP. cit.. p. 226, and in fact all of Ch. 5, pp. 201-
302. 

3 5 United Nations, Measures for the Economic Develop­
ment of Underdeveloped Countries, op. cit.. Ch. VIII ik LX. 
PP. 49-68. and United Matlons. Analyses and ProfgotIons of 
Economic Development. I» An Introduction to the Technique of 
Programming, flew York, 1955, Ch. I, pp. 5-9. 
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In this period of development the economy becomes in* 

cressingly involved with and integrated into the world economy. 

It beeomes truly Internationalised. The demonstration effect 

operates with increasing intensity, influencing consumer 

tastes and expenditure, and national ambitions and expecta­

tions, to give rise to an accelerated demand for investment. 

The normally unresisted impulse to spend beyond inoome In 

publie and private sectors alike must inevitably lead to 

Internal financial Instability, particularly when the Infla­

tionary pressure that is a normal manifestation of eoonomlc 

development is allowed to become uncontrolled inflation.3® 

Development needs, the demonstration effect and the frequent 

inflationary consequences, all operate to raiae the demand 

far import goods and equipment aggravating the tendency to 

balanee of payments disequilibrium, which existed even in the 

pre-take-off period. 

The challenge confronting economic plannera in under­

developed countries is, then, how to achieve a rapid rate of 

growth while avoiding the dangers and distortions resulting 

from Inflation and while also managing to contain the balance 

of payments pressures sufficiently to atave off a liquidity 

crisis. Internal financial instability in itself can bring 

3* United Nations, Methods of Financing Economic Deve­
lopment in Underdeveloped Countries, New York7 1949, p. 19. 
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on chronic balanoe of payments d i f f i c u l t i o s , through the d i s ­

couragement to production for export, s t imulat ion of demand 

for imports, provocation of cap i ta l f l i g h t and hesi tancy on 

toe part of foreign i n v e s t o r s . 3 7 While never underestimating 

the d i r e c t consequences of i n f l a t i o n on the balance of pay­

ments and In the growth process, more a t tent ion w i l l be 

given to the s t a b i l i t y question in the fol lowing chapter. 

Assuming that the economic planners for any under­

developed country do r e a l i z e the dangers of In f la t ion and 

genuinely do seek growth with s t a b i l i t y , some considerat ion 

should be ^iven to the a l t ernat ives open of s p e c i a l i z a t i o n 

or d i v e r s i f i c a t i o n , and the meaning of balanced economic 

growth. 3 8 

^he newly developing economy might e a s i l y f ind theore­

t i c a l j u s t i f i c a t i o n for a development po l icy framed to e x p l o i t 

the h i s t o r i c natural advantages of the economy In the expec­

ta t ion of reaping the maximum gains from internat ional trade 

and the internat ional d i v i s i o n of labour. This po l i cy would 

37 B . M. Bernstein, Strategic factors in Balance of 
ayments Adjustment" - IMF Staff Papers, August 1956, pp. 
51-169J see e s p e c i a l l y p . 153. 

3 8 IMF Staff i i lpslon," Economic Development with Sta­
b i l i t y , a report to the Government of India, Internat ional 
Monetary Fund Staff Papers. Feb. 1954, pp. 313-386, t r ea t s 
f u l l y the tasks facing planners and o f fers wise counsel In 
the s p e c i f i c case of India, duly considering these purposes. 
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dictate concentration of effort and investment in the parti­

cular primary production that had been toe traditional export 

staple . Damediate advantages would be reaped beoause the 

oapital intensity of primary production la re lat ively low 

compared to industry, thus the limited capital resources 

could y ie ld high returns; or to put i t another way, if , as 

Is customary, the technological leve l in productive methods 

i s low in primary production the capital-output rat io of new 

Investment i s also low, which strongly favours f i r s t atten­

tion to agriculture. In addition, sueh specialised develop­

ment would ensure a r is ing income from exports, minimize toe 

r i se in Imports for investment,and apparently offset the 

tendencies to balance of payments disequilibrium as higher 

income and the demonstration effect find ref lect ion in 

r i s ing demand for consumable imports. 

This cheap avenue to suceeas, however, cannot be 

travelled very far . Aa Myrdal complains with vehemence, the 

Income equalization p o s s i b i l i t i e s of international trade 

have not been realized in practice by primary producing 

countries . 3 8 This can probably best be explained by the 

fact that the e l a s t i c i t y of demand for primary goods, part i ­

cularly agricultural produce, i s re lat ively low, while the 

39 Ounnar Myrdal, Economic Theory and Under-developed 
Regions, op. c i t . , pp. 149-154. 
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price flexibility is quite extremely high.40 Disregarding 

for the moment the instability in export earnings due to 

these relationships, it must be admitted that few eountries 

have unlimited possibilities of increasing production of a'" 

few epeeialised eommoditlee, by extensive methods beoause of 

toe physical 11 mitatlon of resources, arable land or mineral 

reserves, ae the esse may be , nor by intensive methods be-

csuse once past the initial gaina from the application of 

setter technical methods the influence of diminishing returns 

must be felt progressively. From which it can be concluded 

that the Income.gains from extreme specialization are limited, 

end thus no effective programme of continuous economic growth 

can be based on sueh a narrow front. 

Sooner or later, ths path of diversification must be 

followed if the ultimate objective of continuous self* 

sustaining growth is to be achieved. It may come about 

through ths foreign trade effects of specialisation. The 

agricultural, or other primary, sector may very well be the 

lead Industry that sets up a chain reaction inducing growth 

elsewhere in the economy in the Hirsohmann manner, which 
41 

suggests sn errat i s or uneven Internsl growth path. Aa the 

*° United Nations, Instabi l i ty in, Export Markets of 
Under-Peveloped Countries* New York, 1952. 

41 Albert 0. Hirschman, The Strategy of Economic Deve­
lopment, op, c i t . , pp. 51-75. 
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U.N. sxperts describe it, industrialization in underdeveloped 

eountries must usually be discussed in connection with fo­

reign trade. As productivity in agricultvre rises following 

technical changes, there is a more ample supply of foodstuffs 

available to support s non-agricultural population, also a 

surplus labour supply becomes released for other occupations, 

so that diversification, whleh is for practical purposes 

synonymous with Industrialisation, follows.42 The rise in 

export earninga from the higher output of the primary product 

else generates inoome which would mean higher demand for a 

variety of consumer goods, some of which may now advantageous­

ly be produced domestically, and at the same time raises 

aggregate savings and, accordingly, the supply of investment 

funds. Rostow also expects this experlenee of differing 

growth rates in particular sectors of the economy, and iden­

tifies t 

Primary growth sectors, where possibilities for 
Innovation or for the exploitation of newly pro­
fitable or hitherto unexplored resources yield a 
high growth-rate and set In motion expansionary 
fcress elsewhere in the economy.43 

Other writers make a strong case for "balanced economic 

*2 United Nations, Measures for the Economic Develop­
ment of Underdeveloped Countries, op. cit., pp. 59-60i and 
United Nations. Analyses and Projections of Economic Develop­
ment. I. op. cit., pp. 6-7. -" 

43 uf. a. Rostow, The Stages of Kconomic Growth, op. 
Sit., p. 52. 
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growth", and notable among these are Lewis,44 Nurkse45 and 

Kindleberger.46 Which doctrine is strongly endorsed by the 

United Nations publications, and not really opposed by 

Hirschman except aa a fetish, but these authorities expect 

balanced growth to be Induoed by economic circumstancea, pro­

vided always the government of the underdeveloped country 

does not obstruct their operation. Actually, the United 

Nations advises the underdeveloped countries to facilitate 

and support the logical course of development on many fronts 

by positive policies. The gospel of balanced growth makea 

the emphasis on positive policy stronger, and advocates econ­

omic planning centred on this principle. 

The nice question in the whole controversy, of course, 

is what is proper balanee in economic development. There is 

no single answer, for as emphatically demonstrated in earlier 

chapters no two economies are identical, and hence no two 

eoonomiea can follow identical development paths or policies. 

Using the word "balanced" with all the various qualifications 

that are appropriate, it must be agreed that a balanced pro­

gramme is to be preferred to complete specialization and, in 

44 w, Arthur Lewis, The Theory of Economic Growth, 
op. cit., pp. 69-78. 

*5 Ragnar Nurkse, Some International Aspects of the 
Problem of Kconomic Development, op. olt.. pp. 257-265. 

*6 Charles P. Kindleberger, Economic Development, 
op. olt., Ch. w, pp. 149-167. 
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any event, i f continuous economic growth i s to be res l i sed 

there muat be a diversif ied development, whleh must be in 

some reasonable balanee i f any sort of near equilibrium, and 

hence s tab i l i ty , i s to be possible . 

Balanee of payments reasons drive developing countries 

to encourage industrial ization. Myrdal, incensed at the 

inequality and injust ice of international economic experience, 

scorns c lass ical international economic theories and i n s i s t s 

on the necessity of fostering industrialization by any means 

for the economic salvation of underdeveloped countr ies . 4 7 

In criticlam of these views, Meier disputes the logic of 

Myrdal*s srgumente but in eonoluslon does not invalidate the 

principle of development through Industrial isation. 

The remedy does not l i e in pol ic ies of protection 
and deliberate industrial isation at the expense of 
agriculture and foreign trade. Inetead i t depends 
on the promotion of those domestic conditions -
particularly in the p o l i t i c a l , social , and i n s t i t u ­
tional framework of the economy - that wi l l permit 
the expansion of the export sector to induce secon­
dary changes in the domestic sector. If this i s 
accomplished foreign trade might then also ssrve 
the poor oountrles as an "engine of growth".48 

The developing economy must attempt to spend beyond 

i t s inoome, i f i t la to maintain a rate of growth at l eas t 

4lf Gunner Myrdal, An International Economy, op. o l t . , 
p. 226. 

*8 G. M. Meier, International Trade and International 
Inequality, Oxford Economic Papers, October, 1958, p . 289. 
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equal to the advanced countries. This is identified with a 

high and rising import account. Since foreign exchange must 

be conserved for urgent priority needs, the more goods that 

can be produced domestically, almost regardless of cost in 

domestic labour and money terms, the better toe prospects of 

carrying on the development plan without a forced Interrup­

tion arising from a balance of payments crisis. Even though 

recourse to restrictive trade practices Implies Interference 

with the natural pattern of trade and a loss of export mar­

ket a for induatrialised countries, and la no remedy for the 

disequilibrium calling them into play, the practice can be 

justified.48 Devaluation is no effective alternative if the 

elasticities of demand and supply are unpropitlous and If 

the Inflationary forces of excessive demand continue to 

operate due to the mechanics of growth. Nor is there neces­

sarily any real loss in trade and income for the industrial­

ised supplier oountrles, for rising production, exports and 

Income associated with economic development promote the 

expanalon of imports, but the diversification and selective 

trade controls do effect a change in the nature of the import 

goods purchased. 

Reinforcing the attractlone of economic diveraifica-

49 E. M. Bernstein, "strategic Factors In Balance of 
Payments Adjustment,' IMP Staff Papers, August 1956, p. 160. 
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tion in the newly developing economy, and contributing to the 

balance of payments problems, is the instability of export 

earnings. To illustrate the problem the evidence produced by 

a United Nations study group is striking enough. Some 218 

averages of the year to year variation of Import values for a 

large number of primary products from several countries over 

the period 1922 to 1949 were computed, which averages were 

strongly clustered about a 20 per cent variation, ranging 

from 10 to 30 per oent, with relatively few falling outside 

this dispersion pattern.50 Specialization in production for 

export of one or few primary commodities is usually a mark of 

small economic size, and is usually accompanied by a high 

degree of dependence on foreign trade, so that fluctuations 

in export proceeds have a devastating effect on the domestic 

economy.31 This foreign trade, and hence domestic economic, 

vulnerability of underdeveloped countries Is partly a matter 

of extreme sensitivity to the foreign repercussion factor, 

finding expression in fluctuations in the volume of exports, 

and partly a matter of sharp adverse shifts in the terms of 

trade. 

8 0 United Nations, Instability in Export Markets 
of Under-Developed Countries, New York, 1952. 

51 United Nations, Commodity Trade and eoonomlc Deve­
lopment, New York, 1953, pp. 9-10) see also IMP, The World 
Payments Situation, Washington, 1952, pp. 35-37. 
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The secular trend in the terms of trade for under­

developed countries is a controversial subject. One widely 

quoted United Nations study offers statistical evidence of 

long-term deterioration in the terms of trade for primary 

producing countries.52 A latsr United Nations study asserts 

that this unqualified conclusion is over-stressed, both on 

the grounds of statistical difficulties of establishing a 

long-term measure of terms of trade movements, and on the 

grounds of conflicting possible interpretations of the data.53 

Kindleberger considers the succession of theories and recent 

discussions of the problem and arrives at this conclusion: 

My contention is that few generalizations on the 
terms of trade between world manufactures and 
world primary products are valid but that they tend 
to turn against the underdeveloped and in favour of 
the developed countries.54 

Commenting on this paper, and this particular state­

ment, both Singer and Meier stressed that long-run adverse shifts 

in the terms of trade, of they in fact do occur, handicap 

the efforts of underdeveloped countries to raise national 

income and deter their growth rates relative to advanced 

52 United Nations, Relative Prices of Exports and 
Imports of Underdeveloped Countries. New York. 1949. P. 22. 

53 United Nations, Commodity Trade and Economic Deve­
lopment . op. cit., pp. 11-12. 

54 Charles P. Kindleberger, The Terms of Trade and 
Economic Development. The Reviewof Economics and Statistics. 
Supplement, February, 1955, p. 72. 
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countries, but that the short-run instsbility of ths primary 

producers' terms of trade is a nore serious handicap in 

meeting problems of economic development.55 This viewpoint 

reverts to our eonsidsratlon of the instability of export 

earnings of underdsveleped countries, which question is parti­

cularly well summed up by Mr. Kanesathasan: 

The price and income elasticities of world demand 
for and supply of primary products are such that 
fluctuations In economic activity in industrial 
countries cause great fluctuations in the prices 
of such commodities and in the export receipts of 
the countries producing them. The prices of indus­
trial manufactures, which constitute an important 
portion of the imports of underdeveloped countries, 
do net fluctuate as widely as those of primary 
commodities, although they tend to rise in a boom 
and decline in a recession. The result is that the 
terms of trade of primary producing countries gene­
rally improve significantly in a boom and decline 
significantly in a recession.56 

Over the past fifteen years the disturbing consequences 

of this sort of experience have adversely affected the 

economic development of the coffee economies, the non-

ferrous metal economies, the wool economies and the rubber 

economies of the world. The income effects are in themselves 

serious and significant, but the impact is even more dis­

ruptive on the balance of payments. During boom periods, 

55 Ibid.. Comment, pp. 55-90. 

56 S, Kanesathasan. "Export Instability and Contra-
cyclical Fiscal Policy in Underdeveloped Export Economies; 
A Cass Study of Ceylon Since 1948V IMP Staff Papers. April. 
1959, p. 47. 
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when export earnings are very high, such countries, eager to 

accelerate the pace of development, expand their import 

budgets to facilitate the prosecution of an enlarging pro­

gramme of capital projects. When world recession develops 

the contraction of export earnings is very sharp, but it is 

extremely difficult to reduce imports proportionately because 

the investment projects undertaken cannot be economically 

abandoned. Thus there results a pattern of boom and export 

surplus, expanding imports and relative equilibrium, reces­

sion and serious trade deficit which tends to persist in 

the form of chronic balance of payments difficulties. 

Associated with this trade pattern has been a trend 

of heavy foreign borrowing and rising Indebtedness creating 

debt servicing problems for the developing economies which 

greatly aggravate the balance of payments disequilibrium, 

and restrain growth possibilities. Turkey and Brasil are two 

conspicuous examples of countries which were led into extra­

vagantly ambitious development plans by disappointingly 

short-lived periods of favourable terms of trade and high 

export earnings. In both cases the pace of domestic invest­

ment in various projects was expanded, import buying in­

creased greatly, and use of foreign credit accelerated. The 

result was a rapid riss in foreign indebtedness and a rising 

burden of debt service obligations. When the terms of 

trade subsequently took an adverse shift the burden of 
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trsnsfer payments on existing indebtedness was excessive for 

their debt servicing capacity. In both cases this required 

a severe curtailment of imports, considerably greater than 

the decline in export earnings, depletion of exchange reser­

ves and reliance on forced loans from abroad in the form of 

unpaid commercial accounts. The need for additional foreign 

credits became acute, to roll over the outstanding debt and 

ease the short torn strain of service obligations, and to 

maintain even a modified investment and development programme. 

Under these circumstances the international creditworthiness 

of such countries deteriorates rapidly and sources of foreign 

capital dry up.57 

The discussion of the many complex aspects of the 

main influences on the balance of payments structure of newly 

developing economies has revealed certain characteristic cir­

cumstances. It is evident that the import propensities of 

such economies are high, for consumer goods as rsal Income 

growth becomes manifest and the demonstration effect becomes 

very strong, and for investmsnt goods as the pace of economic 

development gains momentum. Merchandise trade is normally 

only in balance, or occasionally in slight surplus, when the 

57 IBRD - International Public Indebtedness: A Study 
on Debt Servicing Capacity and Postwar Growth in Interna­
tional Public Indebtedness, Washington, 1957, a confidential 
mimeographed document, is probably the only systematic study 
of this problem. 
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terms of trade are exceptionally favourable for a particular 

country. More generally, and osrtsinly whsnever the terms of 

trads become unfavourable, visible trade tends to be in mode­

rate or extreme deficit, depending upon world prices for the 

country's export staple and the severity and effectiveness 

of import control arrangements. Capital account is the 

balancing factor, since this is a period in the economic evo­

lution of any country when its foreign borrowing is heavy. 

However, there is also a positive tendency to excessive bor­

rowing to stimulate the rate of economic growth, resulting 

in an svsr mounting debt service obligation. The overall 

balanee of payments becomes precarious and subject to perio­

dic foreign exchange crises which can only be met through the 

emergency facilities of one or other of the international 

financial agencies. 

The self-sustaining, or diversified economy is less 

easy to define in specific terms than economies in the earlier 

stages of evolution. The characteristics of individual eco­

nomies vary more widely at this stage and hence there is less 

conformity to a single pattern. In Rostow*s terminology, this 

is the period when a society has effectively applied modern 

technology to its resources and productive processes.58 This 

58 Rostov, The Stages of Economic Growth, opj cit., 
P. 59. 



DEVELOPMENT STAOES AND THE BALANCE OF PAYMENTS 230 

accomplishment has invariably led to and is identified with 

the crucial achievement of a rate of savings - investment of 

12 to 15 per cent, or better. The economy has become diver­

sified in the course of development, and accordingly is less 

completely import dependent while its export base has usually 

been transformed, to a degree, to less reliance on one or a 

few staple comaodities. It is interesting to observe, however, 

that this transformstion to the stage of early maturity has 

not in the majority of cases meant a decline in the importance 

of foreign trade, as measured by the ratio of foreign trade 

to national output.59 Domestically, the process of develop­

ment has led to a better balance of productive activity, with 

decreasing concentration of employment in agriculture, an 

important secondary industry and an ever increasing tertiary 

sector.6° 

Within this general framework, the differences bet­

ween various economies, all of which may be at this same 

stsge of development, may be great. The size of countries, 

the density of population, the character of natural resources 

and the extent of their exploitation, determine the particu­

lar economic histories of countries, and similarly the path 

59 Simon Kuznets, Six Lectures on Economic Growth. 
Pree Press of Glencoe, Illinois, 1959, pp. 100-107. 

60 Colin Clark, The Conditions of Kconomic Progress. 
MacMillans, London, 195!> 
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and pace of future economic growth. The existing economic 

structure and the prevailing rate of growth, in turn, largely 

predicate the structure of ths balance of payments. Clearly, 

it is difficult to gsnsraliss about ths balancs of payments. 

It might be expected that the reduced Import depen­

dence and stronger export base would lead to a trade surplus. 

Theoretically such a trade surplus seems necessary to allow 

the economy in young maturity to repay the foreign indebted­

ness incurred in the previous stage. Empirically it is possi­

ble to find examples conforming to this model. If the invest­

ment opportunities in the country seem to be waning, with a 

declining marginal efficiency of capital, a tendency to export 

capital for investment abroad can alao develop, reinforcing 

the outflow in amortization of foreign debt, and redoubling 

the need for a surplus on merchandise trade, or at least on 

overall current account. The higher the rate of domestic 

savings, the greater is the likelihood of net capital exports 

to occur. Sooner or later, the balance of payments must take 

this form if ths mature debtor country is ever to advance in 

maturity and become eventually a creditor country. Since 

it is obvious that the immature, or underdeveloped countries 

must depend on the mature, or advanced countries for capital 

supply, the suggested pattern for the balance of payments is 

necessary for the progress of the world economy. 
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Canada, and some othsr countries, hsve reached early 

maturity without showing any signs of changing over from capi­

tal importers to capital exporters. Domestically, Canada hsd 

reached this stage of technological maturity, at the symbolic 

date of 1950, according to Rostow.61 The example of Canada 

illustrates s deviation from ths sxpected pattern for the 

balance of payments of s country at this stags of development. 

Msler concluded that capital Imports continusd to be sttracted 

to Canada, for the period up to 1913, by the opportunities 

associated with Canada's economic development, and that the 

capital Inflow, in turn, supported and prolonged the process 

of expansion.^2 This explanation is, if anything, even more 

appropriate to the period sines 1950 when capital imports and 

economic growth have both been exceptionally high. A continuing 

high growth potential and attractive profit opportunities 

logically provide strong incentives to foreign private capital 

investment. A natural counterpart is a persistent, large 

deficit on merchandise trade. 

Advanced maturity in the Rostow definition is the era 

of high mass-consumption.& But Rostow is little concerned 

61 Rostow, The Stages of Economic Growth, op. cit.f 
P. 59. 

62 G. M. Meier, "Economic Development and the Trans­
fer Mechanism: Canada", 1895-1913, Canadian Journal of Poli­
tical Science. February, 1953, p. 17. 

& Rostow, The Stages of Economic Growth, op. cit., 
pp. 73-92. 
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with bslancs of payments peculiarities at various stages. 

In the Kindleberger and Crowther classifications, based 

primarily on the balance of paymsnts structure, this should 

be the period of the mature creditor. Logically, such a 

stage should be reached, as exemplified by the case of 

England, when an economically advanced country has become a 

creditor nation of long standing, which would entail heavy 

repayments from abroad on past credits and substantial 

earnings from foreign investments, ultimately accepted in 

the form of real goods and apparent as an import surplus. In 

keeping with Colin Clark*s thesis that the tertiary, or 

service, ssctor of the economy becomes dominant with maturity, 

one could also expect that the sale of financial, freight, 

and other services would yield substantial foreign exchange 

earnings, reinforcing the need to accept a deficit in mer­

chandise trade. 

Such a situation has at times been reached by various 

advanced economies. However, it presupposes a degree of 

high income stagnation, or at least a significant slowing 

down in ths rats of economic growth. For the long period of 

heavy capital export, that would first have to be experienced, 

suggests a declining marginal efficiency of capital at home 

associated with declining investment opportunities. This 

implies a declining growth rate, compared with other coun­

tries and with previous experience. To illustrate by 
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contrast, if the mature economy resembles the United States 

it would continue to enjoy a high growth rate and, from its 

ever-increasing incoire, supply capital for assistance and in­

vestment abroad in rising absolute volume, so that the export 

of capitsl would through steady augmentation exceed in payments 

on past capital transactions. This being so, the mature cre­

ditor receiving a net positive balance on capital account 

must be reflecting stagnation. 

In the present day world economy there are so many 

underdeveloped economies aggressively pursuing plans to acce­

lerate the rate of economic growth, which, as has been shown, 

means rising demands for foreign capital and heavy import 

surpluses, that to maintain the necessary balance in aggre­

gate world trade and capital movements the mature countries 

must provide an increasing supply of capital and exhibit 

continuing export surpluses. This interdependent situation 

in part compels the advanced countries to maintain expansive 

economies, and in part generates the income growth through 

the export account. Under these circumstances the mature 

countries postpone dropping into the pattern of the mature 

creditor. However, this analysis does tend to confirm the 

argument of the previous chapter, by suggesting that a 

degree of stagnation likely does lie ahead for the advanced 

countries, once the newly developing economies become 
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growth s e l f - s u f f i c i e n t in large numbers, unless several of 

these fo l low the pattern of Canada. 1'he sane growth r e t a r ­

dation impact could be communicated through the balance of 

payments should toe underdeveloped countries f a i l to achieve 

the break-out and lapse into low income equil ibrium. 



CHAPTER 4 

INSTABILITY IN THE WORLD ECONOMY 

Instability is the enemy of progress. So widely 

accepted is this precept that it has become a truism for 

atudenta of economic growth. Yet tne doctrine of stability, 

which hap been vehemently endorsed by the respectable cote­

rie of economic experts, is not one of resistance to change, 

because change is the engine of disturbance, but a doctrine 

based on the persuasion that instability is an eroding force 

that dissipates the real gains of change and progress. As 

Melvin de Chazeau statea; 

..... the stability we seek is not static equilibrium 
but continuity of opportunity in a dynamic society, 
and that cannot be gained by eliminating fluctua­
tions in society's components parts.1 

Nor have the proponents of stability blinded them­

selves to the inherent nature of the process of economic 

growth, whioh has always exhibited a spurt and pause pattern 

rather than a smooth path of upward progress clinging close­

ly to a discernible trend line. Sir Dennis Robertson has 

effectively reiterated the observable fact that the path of 

growth leads through periods of pause and readjustment after 

1 Melvln G. de Chazeau, "Can We Avoid Depression In 
a Dynamic Society?" Harvard Business Review, July-August, 
1954, p. 39. 
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periods of rapid expansion, but asserts that recognition of 

thispattern does not make of one a "full-blown stagnationist". 

In his statement Sir Dennis briefly acoounts for the uneve-

nesa of growth by referring to the inevitable lumpiness of 

the process of investment, the lors of balance vertically 

between the several stages of the productive process and hori­

zontally between the different types of final output, and 

the extreme swings in psychological expectations. 

Instability has been defined by Haberler as fluctua­
nt 

tions in aggregate output and employment. Linking this 

definition to the objective of a high rate of growth Profes­

sor Perroux seeks an effective policy of attaining balanced 

growth which would maximize the aggregate real product while 

keeping its fluctuations to a minimum.4 The problems that 

these and other writers discuss are fundamental to our Imme­

diate purpose, but it is obvious that their attention is 

centred on instability and its impact on growth in the 

national economy, the natural, prime area of concern. But, 

as the title of this chapter indicates, there are broader 

complexities of an international character to be faced, for 

2 Sir Dennis Robertson, in Stability and Progress in 
the World Economy, ed, D. C. Hague, Maomlllan, London, 1958, 
p. 16. 

5 Gottfried Haberler,' Monetary and i>eal factors 
Affecting Economic Stability',' Banoa frazlonalo Del Lavoro 
Quarterly Review. September 1(^56. p. 85. 

d Franooia Perroux, in Stability and Progress in the 
World Economy, op. cit., p. 113. 
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it la growth and instability in the world economy that some­

how must be reconciled. 

There is nothing novel In Insisting upon considera­

tion of stability problems in terms not only of the open 

economy but of the International economy. The United Nations 

Charter, particularly Articles 55 and 56, embodies the pledge 

of member statea to pursue the objective of full employment 

for toe maximization of the economic and social well-being 

of their citizens and, as well, to promote the achievement 

of a stable and expanding world economy. 

Once having discarded the fiction of the closed eco­

nomy, It is actually impossible to discuss stability pro­

blems of any country without consideration of international 

Influences felt and communicated through the balance of pay­

ments. Thus, without reviving this old, undesirable fiction, 

it Is difficult to deal with instability and growth first 

from a domestic point of view and then separately deal with 

its International aspects. Despite the overlapping that 

must result, due to the true necessity of international 

equilibrium If individual nations are to achieve domestio 

eeonomio equilibrium, which is not identical with but basic 

to domestic economic stability, and the inevitable reliance 

on national economic conditions and policies for the attain-

5 United Nations, National and International aeaau-
rea for Full Employment, New York, 1949, p. 5. 
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ment of internat ional s t a b i l i t y , for ana lyt ica l purposes 

tola two atage treatment of the subject w i l l be fo l lowed. A 

further d i v i s i o n of the topic that seems appropriate i s to 

discuss s t a b i l i t y and i n s t a b i l i t y in r e l a t i o n to economic 

growth separately for advanced countries and for underdeve­

loped oountr le s . 

The Importance of I n s t a b i l i t y in a study of unequal 

growth In the world economy may very wel l be questioned. 

An explanatory comment seems ca l l ed for . The problem of 

unequal growth has b a s i c a l l y two aspects : (1) unequal growth 

between d i f f erent regions, sectors and s o c i e t i e s of the 

world economy{ (2) unequal growth over t ime. The l a t t e r 

aapeot, temporal d i f ferences in growth ra tes , i s in part 

re lated to the normal growth cyc le , the spurt and pause pro­

oeas whleh i s everywhere evident , and in part re lated to the 

not t o t a l l y d i s t i n c t occurrence of the businesa c y c l e . The 

internat ional Impact of the business cycle i s f e l t most 

acutely by the newly developing economies and ser ious ly 

handicaps the ir p o s s i b i l i t i e a of achieving rapid, smooth eco­

nomic growth. 6 Unequal growth between the economic s ec tors 

of these underdeveloped countries i s a l so a d e s t a b i l i z i n g 

influenoe that impedes r e a l i z a t i o n of growth plana. In 

f a c t , unequal growth in whatever sense implies laok of ba­

lance which must f ind expression i n some form of economic 

d isequi l ibr ium. I n s t a b i l i t y la the counterpart of d iaequi-
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librium. The corollary Is that stability must be established 

and maintained if inequalities in growth, over space, time 

and industrial sectora, are to be reduced and rendered con-

sistent with overall equilibrium. 

It is impossible in a few pages to attempt any pene­

trating discussion of instability in the sense of economic 

fluctuations, which has been the subject matter of such volu­

minous literature. Little more can be done tnan to relate 

the business cycle to economic growth. A group of highly 

respected economists jointly produced a brief paper which 

succeeded very well In relating the two areas of study and 

in covering the elements of the problem of economic insta­

bility, which they defined as: 

how to avoid mass unemployment and major 
fluctuations in the price level while maintaining 
steady growth in production.7 

They aaaert that economic stability is but one of a number 

of Important objectives for social policy, and, while con­

flicts may be expected between these objectives, that the 

attainment of economic stability is likely to promote other 

objectives as well. To quote these authorities again: 

Progreas involves change, reorganization of economic 
resources, replacement of the old by the new. A 
dynamic, progressive economy is one in which new 
techniques are constantly being developed and in­
troduced, new products are seeking to attract 

7,1 The Problem of Kconomic Instability.* by Bail© :>es-
pres, Milton Friedman, Albert G. uart, Paul A. Samuelson, 
Donald H. Wallace, American Economic Review. September, 1950, 
p. 505. 
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public favour and replace old products, new firms 
are challenging the old. Such an economy cannot 
be completely stable. Adaptation to change takea 
time and involves friction, with resulting dips or 
jogs in production and employment. On the other 
hand, willingness to venture into new lines and to 
develop new products and processes is greatly hin­
dered if individuals and business firms must devote 
a considerable part of their energies and resources 
to adjusting themselves to substantial fluctuations 
in the general level of economic activity.8 

They further state that: 

The object of stabilization policy is not to prevent 
all fluctuations in components, but to see that they 
off act rather than reinforce each other To 
stabilize the individual components of the economy, 
if we could do it, would be to throw away our pros­
pects of progress and scrap the adaptive mechanism 
which facilitates progreas.® 

i'here are those who have persuaded themselves that 

this objective of offsetting fluctuation of components through 

built-in stabilizers, adroit and sophisticated handling of 

monetary and fiscal policies, and long range planning of 

investment schedules, has in fact been realized, putting an 

end to the fear of serious depression in the United States 

and other mature economies. Sumner Sliohter epecifically 

propounded this thesis.10 De Chazeau hopes that it is 

attainable through non-cyclical Investment planning of com­

panies relatively Independent of short term financial 

8 ihld., p. 507. 

9 Ibid., pp. 516 and 517. 

10 Sumner H. s l i o h t e r , "break-Up of the Business 
Cycle", Harvard Bualneaa hevlew, January-February, 1955. 
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considerations and encouraged by confidence in purposeful 

and rapid enforcement of countercyclical measures by govern­

ment.11 Professor Perroux expounds a theory of balanced 

growth based on the persuasion that, In real terms, by which 

Is meant utilization of factors of production and resultant 

output, the oonfllet between stability and progreas has bean 

overcome through positive and dynamic government policy and 

12 forward-looking oligopolies. * Countless other economists 

share these, or similar views, while virtually all present 

day writers stipulate or assume that major depressions belong 

to history and cannot ooour again because of our better 

understanding of the forces generating business cycles and 

our better armory of weapons to offset them. 

No one pretends, however, that instability has been 

eliminated from toe system. Recessions, with or without a 

degree of price deflation, and inflationary booms are still 

very much present and only partly understood. Without com­

plete understanding of the causal nature or exact timing of 

the milder business cyole experienced over the past fifteen 

years preventive action to eliminate its occurrence Is not 

possible. The group of experta selected by the United Nationa 

to study and report on the problem arrived at the conclusion 

11 Melvin G. de Chazeau, "Can We Avoid Depression in 
a Dynamic Economy"? liarvard Business ....view, July-August, 
1954, p. 39. 

12 Francois Perroux, in Stability and Progress, op. 
cit. 
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that the decisive determinant of fluctuations in the level 

of economic activity is the stability or instability of 

effective demand. 13 As they succintly summarize the operative 

forces determining income generation in the dynamic system, 

there are both tendencies toward balance and possibilities 

of unbalanced movement in private savings and investment, 

government revenue and spending, and the balance of foreign 

trade, which together account for the strength or weakness 

of effective demand. 

It is now realized that unbalanced movement of 

these elements is experienced because of the dynamics of the 

economy, and that to understand its workings attention must 

be paid to "necessary relations between the rates of growth 

of the different elements of a growing economy."1^ Following 

the lead of Harrod, a convincing theory of economic fluctua­

tions ha8 been elaborated, by such writers as Hicks, Domar 

and Hamberg, based on the theory that investment is the key 

to both growth and instability in the system, with the uncer­

tainties being due to the differing behaviour of induced 

and autonomous investment. Hansen points out that the vola-

13 United Nations, National, and International Measures 
for Pull Employment, op. cit., pp. 19-33. 

14 R. P. Harrod, Towards a Dynamic Economics. Mac-
millan and Co., London, p. 11. 
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tile factor which operates to cause stability or instability 

of effective demand, and particularly investment, is expecta­

tions, which, being psychological responses to economic cir­

cumstances and trends, are unstable and unpredictable.15 So 

long as the investment swings, based on shifting expectations, 

do not move in the same direction simultaneously in all indus­

tries and sectors, and tend to counteract rather than rein­

force each other, as Slichter believes now happens, then the 

recessions can only be of moderate severity.1& This type of 

instability is identified by Professor R. A. Gordon as an 

intermediate or hybrid depression, which like the mild, or 

inventory recession, he considers manageable through proper 

monetary and fiscal policies.17 He, however, is one who 

considers the possibility of a major depression in the event 

that the long building cycle does enter a downswing during 

the onset of a hybrid type depression, characterized by a 

serious impairment of investment opportunities.18 

Relating the incidence of instability in the economic 

15 Alvin H. Hansen, "Toward a Dynamic Theory of the 
Cycle", American Economic Review. May, 1952, pp. 74-75. 

16 Sumner H. Slichter, Break-Up of the Business 
Cycle, op. cit. 

17 R. A. Gordon, Types of Depression and Programs 
to Combat Them. National Bureau of Kconomic Research, Inc., 
New York, 1954. 

18 Ibid.., pp. 33-36. 
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system to the longer term problem of the rate of economic 

growth, some Important conclusions may be drawn, it is the 

rate of investment and the continuity of investment that are 

the key influences on long run economic growth and short run 

economic fluctuations. Investment flows may be either from 

private or public savings. In most underdeveloped countries 

and in some advanced eountries, public investment is the 

governor of the rate of economic growth, while in all coun­

tries it is the ultimate governor of the business cycle. Com­

plete stability in the system is beyond attainment, because, 

regardless of how much or little of total investment is at 

the discretion of government, periodic inconsistencies are 

bound to develop in the economy between Industries and sec­

tors, due to mistaken planning or unrealized expectations, 

leading to temporary excess productive capacity or lagging 

capacity causing bottlenecks. So long as the distortions of 

economic balance are not serious or permanent, then the rate 

of growth may be checked but it will not be frustrated over 

the long run. 

Reassuring as this brief review of real economic 

instability may appear, I must here express some doubts and 

reservations that will put me in the company of the pessi­

mists. It is my opinion that defence expenditures are an 

excessively large part of total government expenditures upon 

which the level of prosperity, particularly in the United 
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States, has come to depend, and that this is a very unstable 

dependence indeed. While, on the other hand, the underdeve­

loped countries have likewise diverted an excessively large 

share of public investment into defence arrangements, which 

has been a costly handicap retarding their effective rates 

of economic development. In countries with a large capital 

stock, and perhaps some slowing down in investment opportu­

nity, military expenditures can be an Important sustaining 

force; in countries with Insufficient capital stock the 

need is for an accelerated rate of capital formation and 

military expenditures are an economically wasteful alloca­

tion of scarce capital. 

It may be argued, as does Arthur Burns, that military 

expenditures do not represent absolute diversion from civi­

lian purposes, that the transfer payments involved are income 

sustaining, and that economic gains are derived in the form 

of technological advances arising from military research, 

notably atomic energy, and that the continuity of such expen­

ditures is an income stabilizer.^ Others hold different 

and conflicting opinions, as Fishman who concedes that 

national security spending impedes overall growth, and 

!9 Arthur E. Burns, Military Expenditures. Kconomic 
Growth end Stability! a papor submitted to the Subcommittee 
on Fiscal Policy of the United States House of Represen­
tatives, hearings on Federal Expenditure Policy for Economic 
Growth and Stability. Washington. 1957. PP. 509-517. 
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Hildebrand who insists that it has stimulated growth.zo 

While Slichter considers this heavy security expenditure a 

stabilizing force, he obviously believes that it has been 

at the expense of more rapid economic growth for he suggests 

that should it taper off the government would undertake a 

large scale programme of planned development.21 The witnes­

ses already referred to and another one, David Novick, make 

some other important points.22 The first is that serious 

sectoral Instability results from the almost inevitable, 

abrupt changes in defence plans, with sweeping cancellation 

of orders and sudden shifts to new production. The second 

point is that defence expenditures are so massive that they 

constitute an important share of government spending, around 

20 per cent, which prevents either significant increases or 

major reductions in the budget and accordingly seriously 

blunts the edge of anticydical budgeting as a defence against 

economic instability. 

Not only does this evidence show that on balance se­

curity investment is probably more destabilizing that sta­

bilizing to the economy in the short run, but that it is 

20 Leo Pishman, pp. 518-522; George Hildebrand, pp. 
523-541, ibid. 

21 Sumner H. Slichter, OP. cit. 

22 David Novick, Federal Spending for National Secu­
rity - U.S. Subcommittee, pp. 542-550. 
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largely an unproductive allocation of resources and an impe­

diment to more rapid economic growth. Certainly defense 

costs affect the Canadian economy in both these ways, for 

relieved of this commitment Canada could proceed with econ­

omic development on a more self-reliant basis and reduce de­

pendence on imported capital. This would strengthen and 

stabilise the Canadian economy by the consequent improvements 

in the balance of payments, a reduction in the inflationary 

influences of heavy government spending and the competition 

for relatively scarce resources, and through the combined 

effects of all these things allow the artificially over­

valued Canadian dollar to settle to a lower rste. Reverting 

to the United States case, it must be concluded that either 

security spending there was also an inflationary force, as 

it certainly has been at least in certain periods, or, as 

several of the previously mentioned witnesses suggest, there 

is a fundamental tendency to secular stagnation in the 

United States economy. 

Already the discussion has led into the subject of 

monetary instability, which certainly must be considered. 

Even in connection with the basic question of cyclical 

instability monetary factors must not be disregarded in 

favour of real factors only. Perhaps the best case made for 

treating monetary factors with full respect in modern lite­

rature, which is fashionably stressing Investment, is 
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offered by Professor Haberler. After weighing the Impact of 

both real and monetary factors, he concludes that monetary 

factors and policies play an important role In generating 

eeonomio instability, to such a degree that he opines that 

the real cycle without the monetary complications is "a 

rather mild affair". Yet he does concur with most other 

economists that monetary complications are unlikely to fret 

out of hand again and lead to a major depression, charac­

terized by mass unemployment due to a deficiency of effective 

demand. However, he I* worried about secular inflation as 

a oonstant t.ireat to stability: 

But for other dimensions of economic stability than 
employment, for example, price stability, the out­
look la definitely not so good. The low tolerance 
for unemployment, the strong inclination to suspect 
an incipient major depression in every slight actual 
or imagined dip in economic activity, the high pro­
pensity to apply anti-depression measures - all 
that coupled with the powerful urge to invest and 
develop, the constant pressure of organized labour 
for higher wa/es and, in some countries, of organ­
ized agriculture for higher prices, makes for 
secular, intermittent or continuous, creeping or 
galloping Inflation.8* 

Inflation Is characterised by a rise in prices in 

general, it may be a gentle but persistent rise in prices, 

known as creeping inflation, which is unassociated with the 

business cycle and can actually continue through a mild 

23 Gottfried Haberler, Monetary and Heal lectors 
Affecting Stability, op. cit., p. 94. 

2 4 Ibid., p. 95. 
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recession, as it did in both Canada and tne United States 

in 1957-1958.25 The necessity of creeping inflation as the 

means to sustain a fairly high rate of economic growth while 

maintaining a continuouply low level of unemployment, and 

the Acceptability of mild secular inflation if it ir, the 

unavoidable price of economic progress, are controversial 

questions to whleh we shall revert presently. Inflation 

associated with the expansionist phase of the business cycle 

presumably could be avoided by dampening the swings of the 

cycle, and is a form of instability which the earlier dis­

cussion Indicated must be contained in the Interests of maxi­

mized, balanced growth. Finally, it is possible to identify 

extreme, or rampant inflation. It is in this latter guise 

that inflation exhibits all its most abhorent effects. Un­

controlled Inflation feeds on itself eroding the value of 

money in sueh a way that money loses Its function as a store 

of value and destroys the incentive to :ave, for ravers are 

penalized by a loss of purchasing power. When this happens 

sound productive investment ceases to have any appeal and 

speculation in real estate, commercial and financial ven­

tures take over. The market economy practically ceases to 

have any rational foundations, for prices become volatile 

25 Edward L. Brink, "Inflation in the United States 
of America", in The Struggle Against inflation; an Interna­
tional Comparison of Problems, The Institute of cankers, 
London, 1959, pp. 52-55. 
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in the extreme and have no rea l influence on the a l l o c a t i o n 

of resources, so urgent i s tne des ire to t rans la te money 

into goods. With the currency so weak and v a l u e l e s s , and 

the cos t -pr i ce structure d i s tor ted out of r e a l i t y , the 

balance of payments of sueh a country i s thrown out of a l l 

semblance of equilibrium in the rush to buy imports and 

fa i lure to market exports , even while hot money movements 

aggravate the drain on fore ign exchan^d reserves . This I s 

undeniably a picture of economic chaos with resource a l l o c a ­

t ion a meaningless f i c t i o n and growth prospects completely 

n u l l i f i e d . Eventual f inanc ia l and economic co l lapse must 

fol low i f uncontrolled i n f l a t i o n runs I t s f u l l course . This 

i s i n f l a t i o n as a naked e v i l for which there can be no word 

of approval. And so the natural premise fo l lows; i n f l a t i o n 

i s dangerous, contagious and loathe some, and l i k e a bush 

f i r e i s most e a s i l y control led i f nev^r allowed to s t a r t . 

The great unset t led i ssue of the post-war period Is 

whether or not there i s any necessary c o n f l i c t between the 

p o l i c y objec t ives of p r i c e - l e v e l s t a b i l i t y and f u l l employ­

ment . 2 6 Associated with, but not iden t i ca l t o , t h i s problem 

i s the fundamental quest ion, that har provoked so much con­

troversy, of the degree of c o n f l i c t ar i s ing from the obbct-

i v e s of p r i c e - l e v e l s t a b i l i t y and a high rate of ooonomic 

26 Joseph Aschheira, "Price-Level S t a b i l i t y and Employ­
ment Act Objectives", in Papers submitted before Joint Econ­
omic Committee, volume on The re la t ionsh ip of r r i c e s to Econ­
omic S t a b i l i t y and Growth, ' Washington, March 31, 1958, p .28 . 
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growth. These specific questions have for ssvsral years 

besn paraded before ths attention of the Canadian public 

by the Oovernor of the Bank of Canada, who has endeavoured 

to win more intelligent public realization of the issues in­

volved and to enlist support for constructive policies that 

might better achieve balanced growth without excesses. 

In the Annual Report of the Bank of Canada for the 

year 1956, Governor Coyne stated: 

The object of economic policy in the world today 
is to promote high levels of economic activity and 
employment with stability of prices - to facilitate 
economic growth at the highest rate that can be 
sustained for years at a time without endangering 
the stability of the currency or the cost of living. 
A hectic attempt to expand too fast is inconsistent 
with these objectives, and is also self-defeating. 
In addition to promoting inflation, it is bound to 
create exceeses and distortions, overcapacity in 
some fields and deficiencies in others, and to end 
in a recession or depression which brings expansion 
for a time to an end A policy of resistance 
to inflation is designed not to prevent economic 
growth but to increase it, by prolonging the period 
in which conditions favourable to growth may con­
tinue, and by discouraging the development of con­
ditions, such as unsound credit practices and 
mounting prices and costs, which interfere with 
smooth and continuous adjustment to changing cir­
cumstances in a growing economy.27 

Again in 1955 James Coyne looked back on a year of 

recession and repeated his theme: 

inflationary pressures inevitably create the 
kind of distortions which lead to some degree of 

27 Bank of Canada, Annual Report of the Oovernor. 
for the year 1956, pp. 10-11. 



INSTABILITY IN THE WORLD ECONOMY 253 

reaction or recession surges of economic 
growth give rise to excessive optimism, and plans 
for physical expansion of industrial plant and 
equipment, of resource development and utilities, 
and of inventories, accelerate to a pace whleh 
far exceeds the current capacity to save. Unless 
adequate prevention measures can be taken, the 
result is rising prices and costs, and an increase 
in spending financed bycredit on a scale which 
cannot continue indefinitely. 

The objective of sound monetary policy, as I un­
derstand, it, is not to prevent economic expansion 
but to encourage economic growth on a sound basis, 
not to slow down economic activity but to provide 
the conditions in which a high level of economic 
activity can continue indefinitely or with only 
moderate fluctuations instead of in sharp infla­
tionary spurts followed by recessions. Insofar 
as monetary management is concerned there Is no 
conflict between the goals of economic balance 
and economic growth. Quite the reverse. Any suc­
cess achieved in maintaining economic conditions 
conducive to stability in employment, output and 
prices will improve the prospects of maximum long-
term economic growth.2d 

Zn I960, greatly worried by the unfavourable expe­

rience on current account in the Canadian balance of payments, 

and the mounting level of foreign indebtedness, ownership 

abroad of Canadian Industry, and apparent loss of command 

of national economic destiny, Coyne returned to the attack 

with some shift of emphasis. 

General measures such as monetary expansion and 
deficit spending if undertaken at the wrong time 
can undoubtedly stimulate inflation. They can do 
very little to cure unemployment not due to any 

28 Bank of Canada, Annual Report of the Governor. 
for the year 1957. pp. 14 and 22. 



INSTABILITY IN THE tfORLD Ef-ONOMY 2 5 * 

d e f i c i e n c y of t o t a l demand i n Canada, o r to i.-jt>rove 
t h e c o m p e t i t i v e p o s i t i o n of s m a l l b u s i n e s s and 
Canadian-owned e n t e r p r i s e s . i n d e e d , when ^ o n o r a l 
economic a c t i v i t y i s r e l a t i v e l y h i g a , even though 
t h e r e may be s e r i o u s p a r t i c u l a r p rob lemr of t ad 
icind i n d i c a t e d , g e n e r a l measu re s of m o n e t a r y e x p a n ­
s i o n and d e f i c i t spend ing may c o n t r i b u t e moro t o an 
i n c r e a - e of i m p o r t s , and t h e r e f o r e t o an I n c r e a s e 
i n p r o d u c t i o n and employment o u t r I r e Canada , tnaii t o 
an i n c r e a s e of p r o d u c t i o n and employment i n s i d e 
Canada . A r e d u c t i o n i n s p e n d i n g , an i n c r e a s e In 
s a v i n g , r e s t r a i n t i n f o r e i g n b o r r o w i n g , and t h e 
encouragement of s t r u c t u r a l changes i n the Canad ian 
economy t o r e p l a c e I m p o r t s w i t h e f f i c i e n t d o m e s t i c 
p r o d u c t i o n would do much more t o d e a l w i t h t h e s p e ­
c i f i c p rob lems c o n c e r n e d t . ian g e n e r a l e x p a n s i o n i s t 
m e a s u r e s of a mone t a ry o r f i s c a l c h a r a o t e r . 

Fo r t h e p u r p o s e of m a i n t a i n i n g f u l l employment, 
economic g r o w t h and a r i s i n g s t a n d a r d of l i v i n g , we 
do n o t need t o s t i m u l a t e a t e m p o r a r i l y h i g h b u t 
u n s u s t a i n a b l e r a t e of consumer s p e n d i n g by means 
of more and more consumer c r e d i t , o r o r c a p i t a l e x ­
p e n d i t u r e a on a s c a l e g r e a t e r tnan our own c a p a c i t y 
and w i l l i n g n e s s t o r a v e ou t of a n n u a l p r o d u c t i o n 
l o r t a i t p u r p o s e . 2 9 

The d o c t r i n e of g rowth w l t n s t a b i l i t y , r e s i s t a n c e t o 

i n f l a t i o n and m a i n t e n a n c e of n i g h employment, e n u n c i a t e d and 

e l a b o r a t e d w i t h c o n v i c t i o n and f a i t h by James Coyne, p r o t e s t s 

no t s i m p l j t h a t t . e r e i s no b a s i c c o n f l i c t be tween t h e s e 

o b j e c t i v e s b u t t t^at Dy m o d e r a t i n g t h e e x c e s s e s and e l i m i n a t i n g 

i n f l a t i o n tne l o n g e r t e rm o b j e c t i v e of r e a l g r o w t h w i l l 

become more r e a d i l y a t t a i n a b l e , mowever, i t i s e v i d e n t i n 

the 1959 Keport and s i m i l a r l y i n t n e v a r i o u s i m p o r t a n t 

s p e e c h e s made by t h e Governor i n 1959 and i 9 6 0 t h a t he h a s 

29 3ank of Canada, Annual ue - ,o r t o f toe u o v e r n o r , 
f o r t h e y e a r 1959 , p p . 7 and 9 . 
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strong suspicions that one cannot maximi-e all the desirable 

effects and minimize the undesirable by the same magic of 

restraint. There must be a choice of ends; in gaining one 

aim the other must be paerlficed to some degree, ae advoca­

tes moderation, less foreign borrowing and a more modest 

approach to economic growtn. Without quite admitting It, 

Coyne knoWB that elimination of Inflation means a slower 

rate of growth. His belief, however, is that smoother, 

better balanced growth is more beneficial in the long run. 

A good representative selection of highly qualified 

witnesses were called before tie United States Joint Economic 

Committee assigned the task of studying this very problem of 

economic stability and growth with prolonged sessions re­

served for particular attention to the relationship of price 

changes or inflation to growth and stability.30 A satisfac­

tory cross-section of prevailing opinion on the significance 

of creeping inflation can be found In the testimony of these 

witnesses. 

Orover W. Ensley concedes that there is an initial 

stimulus to Investment, and consequently economic growth, 

arising out of mild inflation, due to the positive shift in 

the schedule of marginal productivity of capital implied in 

rising profit margins, but Is oonvinced that inflation feeds 

3° Papers submitted by Panelists Appearing before the 
Joint Economic Committee - The Relationship of rrlces to 
Economic Stability and Growth, Washington, Government Printing 
Office, March 5l, 1968. 
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on i t s e l f and becomes s t r onge r so t h a t even tua l l y i t must be 

curbed wi th pa in fu l consequences of i n c r e a s i n g i n t e n s i t y 

the longer p r i o e i n s t a b i l i t y i s t o l e r a t e d . 3 ^ He i s pe r sua ­

ded t h a t mild i n f l a t i o n i s r e a l l y as f i c t i t i o u s a s be ing 

s l i g h t l y p regnan t . Thus, I f i n f l a t i o n begins the prooess of 

growth must su f f e r i n t e r r u p t i o n , sooner or l a t e r , and on 

balance t he re i s a ne t l o s s of r e a l p r o g r e s s . 

Edwin G. Nourse s tands along with Ensley, as Han expo­

nent of s a fe -p res su re s t a b i l i z a t i o n with v igorous growth" 

i n oppos i t i on t o the "h igh-pressure economis t s" , lie i s con­

vinced t h a t i n f l a t i o n l e ads to a m l s a l l o o a t i o n of r e sou rces , 

and s t rongly urges b u s i n e s s , labour and government not to be 

deeeived by the a t t r a c t i o n s of apparent temporary ga ins i n 

economic power or advantage from i n f l a t i o n a r y c i rcumstances , 

but t o j o i n i n r e s i s t a n c e to preserve a few economy on 

whleh the economic we l l -be ing and fu tu re p r o s p e r i t y of the 

Nation f i rmly r e s t s . 3 2 indo r s ing these views a l s o I s w i t ­

ness Aschheim, but only a f t e r admi t t ing t h a t a po l i cy of 

p r i c e s t a b i l i t y might wel l e n t a i l a 5 pe rcen t unemployment 

margin, which sugges t s some u n d e r - u t i l i z a t i o n of r e s o u r c e s . 

I b i d . , Grover Vv. linsley - The Employment Act of 
1946; Ihe Dynamics of Publ ic Economic Po l i cy , pp . 1 -11 . 

32 I b i d . , iidwin G. Nourse - Employment Act Objec t ives 
and the S t a b i l i z a t i o n o f ^ r l o e s , pp . 1 3 - 2 1 . 
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3' restraint on investment and moderation of growth objectives. ' 

Joining the others in condemning inflation as sin and 

upholding price stability as virtue is G. L. Bach, but his 

emphasis Is rather different since he concludes that creeping 

or mild inflation is not as disruptive or meaningful at all, 

in real economic terms, as is usually claimed. **e can find 

no convincing evidence that mild inflation reduces the out­

put of society, nor that it increases the rate of economic 

growth, although by strengthening total demand it may speed 

eeonomio growth in an economy that would otherwise be under­

employed. Naturally, he agrees that sharp speculative in­

flation does induce an ensuing price collapse and reces­

sion.34 

Again shifting the emphasis, William Baumol argues 

that "strong measures must be taken to prevent uninterrupted 

Inflation", "e is concerned not only that creeping infla­

tion will gradually gain momentum and get out of hand but 

taat continuous mild inflation brings an almost impercepti­

ble attrition of savings and quality standards through the 

psychological conditioning of the expectations of producers, 

workers and consumers, iiowever, he does believe that 

Ibid., Joseph Asohhelm, op. cit., pp* 23-31, 

3* ibid., G. L. Bach, How Important is Price Stabil­
ity in Stable Economic Growth"? pp. 33-47. 
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economic expansion d e f i n i t e l y puts an upward pressure on 

pr ices , and that up to a point slowly r i s i n g price l e v e l s 

probably act as a stimulant to growth . 3 5 

Very neoessary prec i s ion in tne use of the word s t a ­

b i l i t y i n r e l a t i o n to growth i s introduced by tae Fishmans, 

who point to the incompatibi l i ty of real s t a b i l i t y with 

dynamic growth and i n s i s t that what i s r e a l l y sought I s 

"economic growth proceeding at a r e l a t i v e l y s table r a t e " . 

They do not be l ieve that a l l prioe r i s e s are truly Inf lat ionary, 

only those not accompanied by or Immediately followed by an 

Increase in t o t a l production of at l e a s t equal s i g n i f i c a n c e . 

Price increases are character i s t i c of the expansionary pha­

s e s , the periods when production and income are r i s i n g r a ­

p id ly , but th i s i s inev i table and i f moderate and not unin­

terrupted neither a c t i v e l y d e s t a b i l i z i n g nor worrisome from 

a po l i cy point of view. ® This conclusion i s not the unique 

heresy that i t may seem for the respectable French economist 

0 . Rot t l er reasons s i m i l a r l y and concludes fcr.at i t i s very 

doubtful whether price s t a b i l i t y as such i s a correct ob jec t ­

ive of economic p o l i c y . 3 7 

35 Ib id . William J. Baumol, f r l c e Behavior, S t a b i l i t y 
and Growth, pp. 49-59. 

36 Ibid, tfetty G. Fiahman and Leo Fiahman, Economic 
S t a b i l i t y , .aconomlc Growth and rr lce S t a b i l i t y , pp. 61-74. 

37 0 , R o t t i e r , "Control of I n f l a t i o n i n Prance: A Task 
for the Banker or the Butcher"? in the Struggle Against In­
f l a t i o n , op. c i t . , pp. 31-36, underlined words i t a l i c i z e d in 
the or ig ina l t e x t . 
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Leaving a s i d e t h e p o s i t i v e i n f l a t i o n i s t s , of t h e 

c r e e p i n g v a r i e t y of c o u r s e , l i k e A l v l n Hansen and Sumner 

S l i o h t e r , t h i s c o n t r o v e r s y can be s a t i s f a c t o r i l y c l o s e d i n 

t n i a c h a p t e r by q u o t i n g t h e c o n c l u s i o n s of R o b e r t T u r n e r , 

whose v iews c o i n c i d e f a i r l y w e l l w i t h my own. 

The f a c t t h a t l o n g - r u n growth i s s t r o n g l y a f f e c t e d 
by s h o r t - r u n f l u c t u a t i o n s f o r c e s us t o r e - e x a m i n e 

t h e r e l a t i o n s h i p be tween p r i c e - l e v e l s h i f t s and 
g rowth i n l i g h t of t h e c o n c l u s i o n s r e a c h e d i n t h e 
f i r s t h a l f of t h i s p a p e r r e g a r d i n g economic s t a b i l ­
i t y . I f i t i s t r u e t h a t ou r economy h a s changed i t s 
c h a r a c t e r enough t h a t a g r a d u a l upward movement i n 
trie p r i c e l e v e l i s a n e c e s s a r y c o n d i t i o n of r e l a t i v e l y 
p r o s p e r o u s s n o r t - r u n b u s i n e s s a c t i v i t y , t h i s i s a 
f a c t of g r e a t impor t ance t o economic g rowth , ^ t 
would mean t h a t e f f o r t s t o r e s t r a i n i n f l a t i o n by 
measures f o c u s i n g on demand would n o t o n l y c r e a t e 
unemployment; t h e y would i n h i b i t t h e p r o c e s s of 
growth I t s e l f . u r c o n v e r s e l y , we would c o n c l u d e 
t h a t i n f l a t i o n , i n some u n c e r t a i n d e c r e e , h a s 
become a n e c e s s a r y p r e r e q u i s i t e t o g r o w t h . 

Th i s I F a d i s t r e s s i n g c o n c l u s i o n , a t l e a s t t o t h o s e 
who a c c e p t t h e p r e m i s e i n ou r open ing p a r a g r a p h t o 
trie e f f e c t t h a t p r i c e s t a b i l i t y i s s o c i a l l y d e s i r a b l e , 
-it i s d i s t r e s s i n g b e c a u s e , w h i l e economic s t a b i l i t y 
i s a d e s i r a b l e o b j e c t i v e , economic g r o w t h i n t o d a y ' s 
world of i n t e r n a t i o n a l c o n f l i c t i s an i m p e r a t i v e , 
•^ae e v i d e n c e i s no t c o n c l u s i v e , b u t I t i 3 s t r o n g l y 
s u g g e s t i v e , t h a t t h i s g rowth c a n n o t be r e c o n c i l e d 
w i t h p r i c e s t a b i l i t y . 3 ° 

I n s t a b i l i t y i s c e r t a i n l y no t p e c u l i a r t o advanced 

e c o n o m i e s . I t s m a n i f e s t a t i o n s and impac t on u n d e r d e v e l o p e d 

economies , however , do n o t e x a c t l y p a r a l l e l t h e e x p e r i e n c e 

3 8 Robert C. Turner, R e l a t i o n s h i p of P r i c e s to Econo­
mic S t a b i l i t y and Growth; A Statement of the Problem." i n 
Papers before the J o i n t Economic Committee, op . c i t . , pp . 
671-684, see p p . 683-684. 
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of more mature societies. Planners and economists in the 

newly developing economies frequently protest tnat established 

economic theory does not apply to them, for theirs are not 

true market economies and extensive poverty and imperfect 

financial institutions prevent tne operation of economic 

motivation and normal fiscal and monetary policy. As Rao 

proves, Keynesian economics, too, have only limited applica­

tion in underdeveloped countries.39 Viner explicitly predi­

cates a less complex demonstration of cyclical Instability. 

He presents tae usual explanation tuat poorer countries have 

investment cycles of smaller amplitude and the cycles involve 

smaller fractions of total national income, barely touching 

tne subsistence villages except for tne reflux of urban 

workers laid idle. The greater price flexibility of the 

export staples of these primary producing countries means 

that toe trade cycle reflects more in price variations than 

in volume of output with consequent less impact on total 

employment. The readiness of government in these countries 

to resort to exchange depreciation arid the printing press 

assists the other factors to offset the conjunction of fal­

ling domestic price levels, rigid wage scales and shrinking 

39 V. K. R. V. Rao, "Investment, Inoome and The 
Multiplier in an Underdeveloped Economy", In The Economics 
of Underdevelopment, Agarwala and Pingh, editors, op. cit. 
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supplies of loanable funds, traditionally experienced in more 

advanced countries.40 

Unemployment is thus not the major injury suffered 

by less developed countries during cyclical downswings, rather 

the chronic problem of underemployment and structural dis­

equilibrium tend to be accentuated during this phase.W-

Instability in national income imparted through international 

trade channels is the main cyclical disturbance suffered. 

This problem has already attracted our attention in the pre­

vious chapter where balance of payments problems associated 

with unequal growth rates were discussed. It is a recurrent 

theme that must win attention again later in this chapter 

when we turn to a consideration of international instability. 

It is sufficient at this moment to reassert the problem, 

which can best be done by cuoting Viner: 

Receipts from exports play an especially large role 
In the national incomes of the poorer countries, 
and, because these exports consist primarily of 
agricultural commodities and raw materials, their 
prices, at least in terms of hard currencies, have 
an amplitude of cyclical swing far exceeding that 
of the prices of their major imports, of freight 
costs, and of external debt charges, where the 
imports consist largely either of luxuries or of 
machinery and other supplies associated with invest­
ment in durable production,facilities, the demand 
for imports has high income elasticity, and the 

40 Jacob Viner, Stability and Progress: The Poorer 
Countries1 Problem, in Stability and Progress in the tforld 
Economy, ed. D. C. Hague, op. cit., pp. 58-59. 

41 R. S. Bckaus, "The Factor-Proportions Problem in 
Underdeveloped Areas, American Economic Review. September 1955. 
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decline in export receipts during depression there­
fore does not result in severe pressure on their 
international balances of payments. But in all 
the poorer countries the decline in real national 
income during a world depression presses hard on 
already low levels of consumption and of capital 
formation.42 

It is apparent from this statement of instability 

affecting such countries that several serious impediments to 

economic growth arise. The dominant economic determinant of 

the pace of development is the rate of capital formation and, 

as emphasized by Viner, the decline in real national income 

caused by world depression deters capital formation. Rising 

productivity and higher total output in a world of stable 

prices would be equivalent to a rise in income, but in an 

unstable world commodities of unfavourably low elasticity of 

demand face terms of trade that frustrate these gains in the 

low phase of the cycle and also for some time after due to 

the oversupply that endures in world markets. Gradually the 

lesson of market economics is imprinted on the minds of the 

primary producers and there is a growing disinclination to 

invest in the exploitation of natural resources and production 

effort shifts away from areas of comparative advantage, 

raising the capital-output ratios and reducing the rate of 

real economic growth. While at the level of labour, social 

acceptance of the process of change is adversely affected 

by experience of the hardships of urban unemployment during 

42 Viner, op. cit.. p. 59. 
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a depression phase and the forced reflux to the land, where 

even in conditions of underemployment a subsistence living 

may be had. Finally, the balance of payments difficulties 

plaguing these countries as the terms of trade turn adverse 

requires a contraction of Import buying, interruption of 

development projects, and usually a prolonged disruption of 

economic plans. 

Deflation, thus, is a serious element of instability 

in underdeveloped countries. Because of the less elaborate 

and sophisticated market ahd financial organization of the 

immature countries, inflation is likewise a more extreme expe­

rience. Unlike more advanced countries, inflationary pres­

sures are ever-present in the newly developing economies. 

This is so because of the accelerated investment required by 

a development which is inevitably greater than the sum of 

domestic savings, conventional government revenue surpluses, 

and the supply of foreign financing. This inflationary pressure 

develops into overt inflation when it is not offset by fiscal 

measures, direct controls or Import surpluses, and it is 

generally beyond the capacity of such countries to apply such 

offsetting policies.^3 The offset of import surpluses is 

effective only temporarily, because exchange reserves are 

43 United Nations, Methods of Financing Economic 
Development in Under-Developed Countries. New York. 1949. 
P. 19. 
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rapidly depleted and th ie leade to d ireot Import and fore ign 

exchange contro l s to prevent continuance of tne Import sur­

p l u s . Once in f la t ionary pressures are allowed to f ind expres­

s ion in open i n f l a t i o n in underdeveloped oountrles i n f l a t i o n 

tends to become a chronic s i t u a t i o n , and usual ly an a c c e l e ­

rat ing Impulse, for in these eountries the administrative and 

eoonomlc mechanisms required for keeping In f la t ion in caeek 

are l e s s developed than in more mature c o u n t r i e s . * 4 

Earl i er , when d i scuss ing i n f l a t i o n in r e l a t i o n to ad­

vanced economies, high l e v e l or rampant i n f l a t i o n was con­

demned as an eroding force that d i s t o r t s the a l l o c a t i o n of 

resouroes and i s therefore destruct ive of sound, balanced 

economic growth, Ihe e v i l i s no l e s s in the context of an 

underdeveloped economy. In fac t , i t may be even more dan­

gerous beoause i t tends to greater extremes and also tends 

to become a secular feature of the economy, i t i s worthwhile 

to quote a t e l l i n g restatement of the Indictment of i n f l a ­

t i o n in the context of the a f f a i r s of a developing economy. 

In f la t ion i s a s o c i a l l y e o s t l y and economically waste­
f u l means of Increasing Investment. x t encourages 
excess ive Investment i n inventor ies , r e a l e s t a t e , 
and foreign balances; and i t discourages investment 
in agriculture and cer ta in f i e l d s of industry, par­
t i c u l a r l y i f oontrole hold down pr ices while c o s t s 
r i s e . Thus, i n f l a t i o n d i v e r t s the l imi ted resources 
avai lable for development to sectors wnere the ir 
e f f e c t on production Is n e g l i g i b l e . This i s not 
to deny that there may be a temporary increase i n 

• 4 I b i d . , p . 19 . 
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investment as a consequence of inflation; but the 
experience of many underdeveloped countries Is 
that after an initial increase, which may continue 
for perhaps two or three years, socially productive 
Investment may revert to an even lower level than 
prevailed prior to the inflation 

Even in the short run, tne problems confronting the 
Government of India would be greatly intensified by 
inflation. Inevitably, Inflation would Impair the 
international payments position of the country. 
Exports would become less prof1table; foreign excnange 
reoelpta would deollne. The lack of foreign exchange 
would make it difficult to acquire the imported 
equipment and materials required for the Five *ear 
Plan. If the payments problem should become very 
acute, even the ability to maintain adequate imports 
of food grains and other essential goods, not directly 
related to the development program, might be threat­
ened. Moreover, it would not be possible to attract 
foreign capital to supplement domestic resources for 
development if payments difficulties should energe 
and persist.*3 

This is a mo*t telling vilification of inflation as 

an avenue of development financing. Yet the truth must be 

faced that it does not settle the issue. Controversy rages 

on the subject of inflation in relation to development, even 

as It does on creeping Inflation in relation to economic 

growth. Such a respected authority on the process of eoono­

mlc growth as «. Arthur Lewis offers a forthright recommenda* 

tion of reliance on inflation, under appropriate circumstan­

ces. 

•6 international Monetary Fund Report to the Govern­
ment of India -"bconomlc uevelopmont »ith Stability." IMF 
Staff Papers. Februsry 1954, pp. 316-317; for a lengthier 
statement of tne sar.e notion?* see E.M. Berstein and I. G. 
Patel, "inflation in Relation to L.conomlo Development." IMF 
Staff Papers, November 1952, pp. 363-398. 
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If a community is snort of capital, and has idle re­
sources which can be set to creating capital, it 
seems very desirable on the face of the matter that 
this should be done, even if it means creating extra 
money to finance the extra employment. There is 
no loss of other output while trie new capital is 
being made, and when it comes into use it will raise 
output and employment in just the same way as would 
capital financed not by credit oreation but out of 
profits. The difference between profit-financed 
and credit-financed oapital is not in the ultimate 
effects on output, but in the immediate effects 
on prices and on the distribution of income 
The inflationary process does not go on for ever; 
it comes to an end when voluntary savings increase 
to a level where they are equal to tne Inflated 
level of Investment Essentially equilibrium 
is secured by raising the ratio of profits to the 
national Inoome. The equilibrator need not however 
be profits; it might equally be government receipts, 
If there is a structure of taxes such that the 
ratio of government reoeipts to the national income 
rises automatically as the national inoome rises.*6 

Felipe Pazos, although intent on demonstrating the 

theoretical possibility of development without inflation, 

also presents sons arguments in favour of Inflation as an 

instrument for development, which he then opposes with a 

greater number of arguments against inflation.4" The basic 

favourable argument is that inflation constantly raises the 

level of monetary income, thereby increasing effective demand 

and stimulating production, while creating profits and 

46 ,v. Arthur Lewis, "Economic Development *lth Unli­
mited Supplies of Labour", In The economics of Underdevelop* 
ment, edit. Agarwala and 81ngh7~op» cit., pp. 421-422. 

•^ Felipe Pazos,"Economic Development and Financial 
Stability,* IMF Staff Papers. October 1953. pp. 248-251. 
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savings for new investment and higher production through 

raising prices faster than costs and redistributing income 

to profits in the hands of entrepreneurs. This process, it 

is argued, accelerates the rate of oapital formation. A 

further favourable, though not theoretically commendable, 

effeot of inflation is that It necessitates exchange and 

Import controls whleh become a protective barrier behind 

which Infant domestic industries come into being. Against 

Inflation he sets the arguments that it leads to social in­

justice by redistributing Income, misdirects Investment and 

productive activity Into speculative and high profit areas 

at the expense of sound production, fosters the export of 

savings, by putting a premium on liquidity discourages spon­

taneous savings, militates against the 6; mergence of the 

needed security and capital market, leads to a high-cost, 

inefficient economy, and that it tends to become cumulative. 

Another who is surprisingly tolerant of inflation in 

poorer eountries Is Jacob Viner, who does not believe that 

it is reasonably possible for such countries to resist its 

pressures. While not condoning inflation, he expresses the 

view that it is not so damaging to underdeveloped countries 

beoause of the lesser importance in them of the market and 

of longer term financial contracts. Also he suggests that 

inflation in these countries is ohronie rather than inter­

mittent and that they have fairly successfully adjusted 
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s t ruc tura l ly to the continuous r e a l i t y of i n f l a t i o n . * 8 

In the previous chapter, when discuss ing balance of 

payments inf luences , i t was demonstrated c l e a r l y enough that 

the character i s t i c def ic iency of domestic savings when In­

vestment i s being Increased inev i tab ly leads to I n f l a t i o n . 

Credit expansion becomes necessary to provide loanable funds 

for the private sector , while budget d e f i c i t s are unavoidable 

i f the government i s to finance expanding public Investment. 

Viner tends to overlook that i t i s i n f l a t i o n combined with 

r i s i n g debt which occurs, so that the device of In f la t ion 

i s not simply to reoapture e x i s t i n g savings and channel them 

into new hands and uses but to borrow against future income, 

which i s expected to be higher than present income as a 

r e s u l t of the Investment undertaken. Confronted with dead 

l e v e l poverty and the famil iar v ic ious c i r c l e , purely i t i s 

very des irable to stimulate development, par t i cu lar ly i n the 

expectat ion that i t w i l l become a continuous and cumulative 

prooess, even at the cost of some i n f l a t i o n . Unfortunately 

I n f l a t i o n does tend to become progress ive . As a means of 

f inancing a dose of investment i t i s highly success fu l , but 

an economy adjusted to the experience soon develops a wage-

price spiral that denies continuing red i s t r ibut iona l gains 

to Investment inc l ined entrepreneurs, then I t tends to 

4 8 Viner, pp. c i t . , p . 48. 
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stimulate speculation at the cost of productive investment.49 

Prom that point on development in the private sector ceases 

to be stimulated, although the speculative profiteers and 

the control protected industries would deplore its abatement. 

The government is loath to check the spiral because Its 

development commitments, plans, and debt obligations could 

not be met out of current revenues if price stability were 

restored. Wholesale reform is needed before the devastating 

spiral of inflation can be brought to a halt. 3ut Inevitably 

a halt must bo called and a stabilization programme adopted 

beoause rising inflation I? almost Invariably associated 

with rising debt, and while continuing inflation helps allow 

servicing of the domestic debt it progressively impedes 

ability to service the mounting foreign debt as balance of 

payments difficulties become Increasingly acute. At this 

stage a stabilization programme entailing sweeping exchange, 

fiscal and monetary reforms becomes obligatory. By this 

time positive development has usually ground to a near-stop, 

and It takes some appreciable period of adjustment before a 

renewed burst of growth can be generated. 

It seems to be almost Inevitable that economic develop­

ment be based on some degree of inflation. Attempts to 

measure the relationship between inflation and economic 

4$ The Chase Manhattan Bank, "Inflation in Latin 
America", In Latin-American Business flighllghts, Fourth 
Quarter, 1957, pp. 1-7. 
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development are regret tably inconclus ive , as the inves t iga tor 

in one of the few s t a t i s t i c a l inductive s tudies of the pro­

blem himself concluded. The author s u r e s t s t e n t a t i v e l y that 

the s t a t i s t i c a l evidence ind ica te s that the rate of growth 

was higher when the rate of i n f l a t i o n was l o w e r . 3 0 Some of 

h i s data ac tua l l y support exact ly the reverse conclus ion. 

Similarly , the s t a t i s t i c a l l y supported review of i n f l a t i o n 

in Latin America prepared by the Chase Manhattan Bank does 

not lead to any c l e a r , s ing le conclusion about i n f l a t i o n and 

growth. 3 1 Low i n f l a t i o n i s not associated with e i ther high 

or low growth r a t e , nor i s high i n f l a t i o n . Whether by ohance 

or by some obscure eoonomlc reason, i t i s evident that tne 

oountrles with continuous extremely high i n f l a t i o n have 

experienced r e l a t i v e l y low growth r a t e s , and the countries 

i n the moderate I n f l a t i o n group have general ly had r e l a t i v e l y 

high growth r a t e s . Perhaps the economic reasons f o r those 

r e s u l t s are not so obscure, for they do tend to conform to 

the Indicat ions of our d i sous a ion . 

Only i n recent years has internat ional I n s t a b i l i t y 

begun to rece ive the a t t ent ion that i t deserves . I t I s 

only natural and f u l l y ra t iona l for Individual countr ies to 

5 0 U Tun Wal/Tho Relat ion Between I n f l a t i o n and Econ­
omic Development? IMF Staff Papers. October 1959. p . 302. 

51 The Chase Manhattan Bank, In f la t ion In Latin Ame­
r i c a , op. o l t . 
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consider that stabilization, like charity, begins at home. 

Elimination, or at least minimization of fluctuations of in­

come and price in the domestic economy is the most effective 

contribution that any country can make to the ultimate ob­

jective of stability in the world economy. Instability in 

any part of the world economy is transmitted through the 

income effects of shifts in trade, directly or indirectly, 

to all other parts, with the Impact proportionate to the 

economic importance of the generator of instability. As has 

become evident in considering instability in the domestic 

context, instability Is a contagious and accelerating ailment 

of the body economic. In the world economy the Infection 

also spreads and rebounds on the original carrier through the 

foreign repercussion factor. Because of the fact that the 

impact on the world economy Is proportionate to the economic 

Importance of the generator of instability the OATT panel of 

experts emphasised that: 

The maintenance of a high level of employment and 
full capaolty production on the part of the indus­
trial countries is of utmost Importance not only 
for them, but also for the less-developed countries 
which depend so much on the proceeds of their exports 
for their urgent Import requirements The 
less-developed eountries are obviously in a much 
less favourable position to do anything about cyclical 
fluctuations in their exports (quantities, prices 
and proceeds) because these fluctuations are primarily 
produced by fluctuations in foreign demand over which 
they have no control.32 

52 OATT, Trends In International Trade, a Report by 
a Panel of Experts, Geneva, October 1958, p. 61. 
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A group of experts commissioned by the United Nations 

to study the problem of instability in the world economy sti­

pulated that three main purposes must be pursued: (i) crea­

tion of a workable system of international trade for a stable 

and expanding world economy; (ii) acceleration of the order­

ly economic development of ihe underdeveloped areas of the 

world; (ill) prevention of the international propagation of 

fluctuations in effective demand. To achieve these aims they 

recommended government action: (1) to eliminate structural 

disequilibrium in world trade; (ii) to maintain stable in­

ternational investment for economic development; (iii) to 

stabilize the flow of international trade by maintaining 

external disbursements on current account in the face of 

internal fluctuations of effective demand.33 

As pointed out in a complementary report of a later 

date prepared under the auspices of the United Nations: 

Not all the problems of international instability 
arise from broad fluctuations in economic aggregates. 
It is necessary, for example, to reckon with orop 
fluctuations and other irregular movements in the 
supply of, or the demand for, particular commodi­
ties, and with associated price fluctuations which 
may often be violent. Acute problems may also 
emerge as the result of permanent changes in the 
structure of demand or supply, such as the develop­
ment of a cheaper substitute for an important commo­
dity. 54 

53 United Nations, National and International Measures 
for Full Employment, op. cit., p. 87. 

54 United Nations, Measures for International Econo­
mic Stability, op. cit., p. 5. 
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It is with this consideration in mind th&t Nurkse, 

dealing with the problem posed by the fact that Instability 

of export markets for primary commodities makes any steady 

development policy difficult, urges that underdeveloped eoun­

tries must make themselves less vulnerable to such fluctua­

tions.33 His reasoning is also influenced by the eonvictlon 

that the other fundamental remedy, control of the business 

cycle by industrial eountries, can never be sufficiently 

effective to eliminate serious swings in international commo­

dity markets, 'lis prescription for primary producing coun­

tries is industrialization to create a more diversified sup­

port to domestic eoonomlc activity and Income tied to the 

home market, thereby lessening the vulnerability to swings 

In commodity markets. This recommendation is essentially 

the policy of balanced economic development that we considered 

in the previous chapter. 

The specific impact of wide swings In world prices for 

primary goods must somehow be controlled if the underdeveloped 

countries are to suppress inflation, to achieve any prospect 

of balanee of payments equilibrium, to plan and prosecute 

effective development plans without discontinuities.3" 

3 5 Ragnar Nurkse, "Trade Fluctuations and Buffer Poli­
cies of Low-Income Countries", Kyklos, Vol. XI, 1958, p. 143. 

5G United Nations, Commodity Trade and Economic Deve­
lopment. New Yore, 1953, pp. 14-16. 
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Individual countr ies cannot prevent these price f luc tuat ions 

but some have proved that domestic arrangements can p a r t i a l l y 

o f f s e t the d e s t a b i l i z i n g e f f e c t s on the national economy.37 

The essence of sueh country measures i s to s t a b i l i z e pr i ces 

to domestic producers through a central marketing board 

which manages both cash income and disposable stocks i n such 

a manner as to minimize income f luctuat ions to producers. 

The managed pr ices allow for some f l e x i b i l i t y re la ted to 

production cos t s and the trends of domestic pr ices in aggre­

gate, but by insu la t ing producers from the extreme and erra­

t i c swings of world market pr ices reduce the in f la t ionary 

and def lat ionary oyolea . I t may wel l be , as Sir Sydney Caine 

observes, that the p o s s i b i l i t i e s of t h i s type of act ion 

have received too l i t t l e a t tent ion while too much a t t en t ion 

has been paid to f u l l scale Internat ional a c t i o n . 3 8 

Long-term export markets of primary products can pro­

bably most e f f e c t i v e l y be s t a b i l i z e d by means of buffer stock 

agencies . Since t h i s device i s not f e a s i b l e for any s i n g l e 

country to adopt, buffer stock schemes have to be organized 

on an internat ional bas i s . 3 ® This method of deal ing with 

57 Joseph A. Hanson, "Economic S t a b i l i z a t i o n in a Pr i ­
mary Producing Country", The Journal of P o l i t i c a l Economy, 
June 1956, pp. 226-241. 

5 8 Sir Sydney Caine ,"Stabi l iz ing Commodity Prices;* 
Foreign Affa irs . October 1958, p . 137. 

59 S i r Sydney Ca ine ,"Ins tab i l i ty of Primary Product Pr ices : 
A Protest and a Proposal", Economic Journal? LXIV 1954. 
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the problem has been used in recent years in the International 

Tin Agreement but with only moderate success, 'ihe main dif­

ficulty is exaotly that foreseen by the United Nations experts, 

namely the problem of providing tne necessary capital finanoe 

and in particular the required pool of foreign exchange.®0 

To succeed in their purpose, buffer stock schemes would have 

to be fully internationalized in management and financing in 

the manner of the proposal put before tne United Nations for 

a World Food Reserve. ^ 

The main types of possible commodity stabilization 

arrangements have been identified in United Nations' Reports 

as: long-term agreements on quantity and price, either multi­

lateral or bilateral; the allocation of maximum production 

or export quotas to exporting countries; the allocation of 

maximum import quotas to importing countries; the fixing of 

minimum or maximum prices; and, buffer stock schemes.62 The 

listing is eoncluded with the comment that a variety of 

arrangements are necessary to suit the problems of particular 

commodities, and that for some commodities a combination of 

60 United Nations, Measures for International Economic 
Stability, op. cit., p. 23. 

61 FAO, Functions of a Aorld Food Reserve, Scope and 
Limitations. Rome, 1956. 

62 United Nations, Measures for International Eeonomio 
Stability, op. cit., p. 21. 
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various types of schemes may be found appropriate. This is 

established in praotice. 

The Sugar Stabilization Agreement is basically an ex­

porters' club, with importers as associate members, and ope­

rates on the basis of a multilateral allocation of export 

quotas and the fixing of minimum prices for free market sugar. 

It has been only relatively effective for it certainly has 

not stabilized prices, but It has prevented diaorderly compe­

tition that would have driven prices even lower. Ihe bilate-

tal agreements existing for United States sugar purchases and 

for Commonwealth producers selling to the United Kingdom have 

probably contributed more than the International Sugar Agree­

ment to stabilizing world sugar. A somewhat similar soheme 

is that operated by Latin American coffee producers without 

any cooperation from consumer countries, based on export quo­

tas. It has succeeded in checking the decline of world coffee 

prices in face of huge producer surpluses. In contrast, the 

International Wheat Agreement commits both producers and im­

porters to a schedule of maximum and minimum prices and quotas 

on both sides, with no restraint on quantities sold beyond 

the established quotas. Wheat marketing has remained orderly 

with remarkably stable pricing almost entirely due to the 

dominant position of strong, rich countries, the United States, 

Canada and Australia, who have the desire and the power to 

cooperate for the maintenance of stable marketing. 
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The various schemes that have been tried otter no 

impressive demonstration of success. Each has entailed admi­

nistrative difficulties, an absence of realization in the 

short run of common Interest on the part of importers and 

exporters, and many have run into snags of financing the accu­

mulated reserve stocks. Any arrangement that does not rely 

on internationally pooled buffer stocks requires producers 

oountrles to keep excess supplies out of world markets by do­

mestic purchasing of surplus stocks for liquidation or dispo­

sal in the future. It is almost impossible to expect under­

developed oountrles to finance withholding stocks without 

reliance on inflationary methods. This being so stabilization 

in one direotion is only achieved at the expense of instabil­

ity in another direction. 

As Klaus Knorr state?, after reviewing the same ground 

outlined: 

Al l the s t a b i l i z a t i o n measures discussed above re ­
quired, in varying degrees, contro ls over individual 
commodity markets. Their great problem, be i t r e ­
peated, i s to ensure that , while extreme short-term 
f luc tua t ions of price are appreciably moderated, 
there Is no ser ious interference with the a l l o c a t i v e 
function of long-run market p r i c e s . An a l ternat ive 
to these measures would be to leave markets alone 
and Instead to mit igate some of the consequences of 
extreme market I n s t a b i l i t y If major indus-
t r i a l countries - when subject to a business r e c e s ­
s ion - were w i l l i n g to maintain the disbursement of 
the ir currencies to the outside world as the ir 
imports f e l l , they would prevent balance of payments 
d i f f i c u l t i e s abroad from in ter fer ing with the main­
tenance of production. This could be done by short -
term contracye l i ca l lending. Such compensatory 
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lending would have beneficial effects all round. 
It would Impede the propogation of depression from 
one industrial country to another; it would help 
to maintain foreign demand for the exports of the 
depressed country or countries; and It would permit 
underdeveloped countries to continue with their pro­
jects of economic development some of the 
disruptive repercussions of slumping commodity prices 
would be effectively mitigated, and this would be a 
benefit of no mean proportion.63 

This prescription parallels the recommencations of the 

United Nations experts in the study, National and Interna­

tional Measures for Full Employment as quoted earlier in this 

chapter. The idea of continuing an uninterrupted flow, or 

possibly an accelerated flow, of investment and capital move­

ments during recessionary periods is obviously a first oousin 

of counter-cyclioal budgeting as a domestic policy. It is 

an admirable proposal, but clearly Idealistic. There are 

three prongs to this approach: the maintenance of interna­

tional liquidity, the continuity of supply of investment 

capital, and the sustaining of the level of international 

trade. In all three progress have been made over the past 

fifteen years, but in all three through the instrumentality 

of International organizations. 

International liquidity is possibly the key factor. ±t 

was because of the inadequacy of the foreign exchange resour-

6 3 Klaus Knorr, "Market Instability and United States 
Policy", Journal of Political Economy, October 1954, pp. 384-
3tJ5, 'underlined word italicized in Ihe original text.) 
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ces of many c o u n t r i e s t h a t t h e I n t e r n a t i o n a l Monetary Fund 

was c r e a t e d , to give members confidence and supplementary r e ­

se rves t h a t would enable them to dea l wi th ba lance of payments 

maladjustments wi thout r e s o r t i n g to measures d e s t r u c t i v e of 

n a t i o n a l or i n t e r n a t i o n a l p r o s p e r i t y . 6 4 I t was g radua l ly 

r e a l i z e d t h a t the r e s o u r c e s of the I n t e r n a t i o n a l Monetary 

Fund were inadequate to f u l f i l l t h i s fundamental purpose 

e f f e c t i v e l y and t h a t i t s ope ra t i ng procedures and r u l e s were 

too r e s t r i c t i v e . ihese d e f i c i e n c i e s have been l e s sened over 

the p a s t t h ree to four yea r s by eas ing the c o n d i t i o n s fo r 

drawing t r anches beyond the automatic gold s u b s c r i p t i o n quota 

of each member, by provid ing s tand-by p r i v i l e g e s , and f i n a l l y 

by s u b s t a n t i a l l y i n c r e a s i n g quotas and, cor respondingly , 

drawing r i g h t s of members.6 3 The fund i s not l e f t e n t i r e l y 

to i t s e l f to meet the problem of ma in ta in ing i n t e r n a t i o n a l 

l i q u i d i t y . The European Payments Union, and t o a l e s s e r 

e x t e n t , I t s successor the European Monetary Author i ty , have 

c o n t r i b u t e d to overcoming the problem wi th in i t s s p e c i a l 

r e g i o n , '-the Export-Import Bank of Washington has made a 

no tab le c o n t r i b u t i o n i n the form of l a r g e ba lance of payments 

c r e d i t s to v a r i o u s underdeveloped c o u n t r i e s f ac ing l i q u i d i t y 

6 4 United Nations, Measures for In terna t ional Economic 
S t a b i l i t y , op. c i t . , p . 11 . 

6 3 Walter R. Gardner, The Kole of the In te rna t iona l 
Monetary Fund in Promoting Price s t a b i l i t y , IMF C;taff Papers, 
April i960. 
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crises, frequently in South America, but on other occasions 

elsewhere in the world including the United Kingdom. The 

United States Treasury ha? also provided currency stabiliza­

tion credits to several Latin American republics. Eut even 

all this is not enough to meet the needs. i»"ost suggestions 

for strengthening the supply and ready availability of means 

of external payment focus on further modifications and elabo­

rations of the Monetary Fund. The GATT experts suggest that 

the Fund should help primary producing countries finance the 

accumulation of commodity stocks when necessary to avoid 

destabilizing a temporarily over-supplied world market.66 

A very recent proposal made by Robert Triffin would revive 

the intention of the Keynes Plan to increase international 

liquidity by internationalizing world foreign exchange reser­

ves.6"^ 

The Monetary Fund also makes an important contribution 

to sustaining the level of International trade. To this end 

it works toward the elimination of quantitative import res­

trictions and foreign exchange controls which operate to the 

detriment of the free flow of goods in international markets.68 

Without the success of the Fund in creating the necessary 

66 OATT, Trends In International Trade, op. cit., p.64. 

6 7 Robert Triffin, "Improving World Liquidity", Tne 
Banker, January 1960, pp. 13-22. 

6 8 Walter S. Gardner, op. cit. 
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conditions conducive to a world of multilateral trade tne 

efforts of OATT to foster a higher level of trade by progres­

sive, simultaneous reduotion of national tariffs would nave 

been meaningless. Probably the most encouraging feature of 

the success achieved by these two international organizations 

in breaking down obstacles Impeding the international flow of 

goods has been the receptiveness of so many members of the 

world community of nations to the principle of prosperity 

through trade and to the growing sense of international res­

ponsibility to compromise narrow national policies for the 

strength and prosperity of the world economy. Even while 

such progress is being made in promoting freer world trade 

there is the recent trend towards regionalism in trade arran­

gements that has Initially tended to fortify the interna­

tional objectives but could ultimately result in exclusive 

regional trading groups and a retreat from the broader 

multilateral principles. 

The international flow of capital is the final and 

In many senses the strategic facet of international stabili­

sation. In the underdeveloped countries foreign oapital is 

the main and often entire source of investment capital for 

the export sector of the economy. As Singer points out there 

is often a duality in underdeveloped oountrles, a monetized 

export sector where productivity is high, and for this reason 

it may not be a high proportionate source of employment but 
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i s of extreme importance in i t s national income contr ibut ion, 

and a low earning, high employing, domestic agr icul tural 

economy, often s t i l l on a subsirtence b a s i s , that i s r e l a t i v e ­

l y l i t t l e touched by the f lour i sh ing export s e c t o r . 6 9 He 

argues that the flow of in ternat iona l investment w i l l c o n t r i ­

bute t o the eoonomio development of these countries only i f 

an absorptive prooess i s stimulated whereby a good deal of 

complementary domestic investment i s generated.™ Of con­

s iderable s ign i f i cance to the immediate concern with the 

cont inuity of the flow of investment funds to these under­

developed countr ies i s Singer• r. other main proposi t ion, that 

complementary domestic development i s too frequently lacking 

because of the dual i ty of the economy and under such circum­

stances the important mul t ip l i er e f f e c t s of invostment, In 

the form of cumulative addit ions to income, employment, 

c a p i t a l , t ecnnlca l knowledge and growth of external economics, 

accrue instead to the indus tr ia l i z ed c a p i t a l exporting econ­

omy.7 1 This being so, the s t a b i l i z i n g e f f e c t s of sustained 

oapital flows during recess ionary periods i s redoubled, for 

the rec ip i en t country i s spared adverse foreign repercussions 

of Income contract ions abroad, i t s internat ional l i q u i d i t y 

6® H. W. Singer, "The Dis tr ibut ion of Gains LSctween 
Invest ing and Borrowing Countries", American Economic Review, 
May 1950, pp. 47 3-474. 

70 I b i d . , p . 4e,5. 

71 I b i d . , p . 475. 
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Is maintained, and the income of the oapital exporting coun­

try is supported by the multiplier effects of its foreign 

investments, which contributes materially to maintaining the 

two-way level of foreign trade. 

The theoretical justification of an international 

counter-cyclical foreign investment policy is strong, but it 

must be repeated that the concept is idealistic and difficult 

to implement as praotieal national policy. However, encoura­

ging progress has been made in the post-war period towards 

reducing the cyclical fluctuations in the flow of interna­

tional oapital through the growing importance and increasing 

variety of international lending institutions. The Interna­

tional Bank has been criticized for its hard lending policies, 

but it has maintained a hard core flow of funds, providing 

the capital for strategio projects that have stimulated pro­

gressive economic development In recipient areas, and re­

established respectlbility to international credit and there­

by restored world confidence in foreign investment. This 

has promoted parallel lending by private foreign oapital, and 

led to greater activity by other lending agenoies existing 

aa institutions of trie Individual industrial countries, and 

induced the creation of additional complementary lending 

institutions like the International Finance Corporation and 

the International Development Association, plus regional 

international arrangements like the European Investment Bank 
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and the Inter-American Development Bank. 

The p o s s i b i l i t i e s of expanding i n t e r n a t i o n a l c a p i t a l 

flows based on a spreading r e a l i z a t i o n of the p r o f i t oppor­

t u n i t i e s of t r a n s l a t i n g i n t o p r a c t i c a l r e a l i t y the concept 

of the world economy have been p rovoca t ive ly explored by 

P e r r o u x . 7 2 lie sees the p o s s i b i l i t i e s of i n t e r n a t i o n a l i z e d 

investment and the expor t of i n d u s t r i e s t r a n s f e r r i n g innova­

t i o n which i s endowed with the c a p a c i t y t o I n i t i a t e changes 

and s e t off a whole t r a i n of complementary i nnova t i ons . U n t i l 

t h i s u l t i m a t e goal I s r e a l i z e d i n a more wholesale fash ion 

and balanced growth becomes a f ea tu re of the world economy 

he propounds t h a t : "Dif ferent r a t e s of growth of r e a l ou tput 

i n d i f f e r e n t c o u n t r i e s c o n s t i t u t e one of the most important 

causes of i n s t a b i l i t y . " 7 

This cu r so ry t rea tment of i n t e r n a t i o n a l i n s t a b i l i t y 

may seem inexcusable i n a work pu rpo r t i ng to dea l with i n e ­

q u a l i t y and i n s t a b i l i t y In the world economy. This b r e v i t y 

can only be excused on the grounds t h a t i n t e r n a t i o n a l s t a b i l ­

i t y w i l l never be s e r i ous ly approached as an u rgen t problem 

u n t i l Ind iv idua l c o u n t r i e s achieve a b e t t e r unders tand ing of 

7 2 Franco i s r e r r o u x , "The Quest for S t a b i l i t y : The 
Real Fac to r s " , i n S t a b i l i t y and Progress i n the World Economy, 
op . c i t . , pp . 121-125. 

7 3 i b i d . , p . 1 2 1 . 
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the d e s t a b i l i z i n g forces at work in the ir domestic economies 

and greater a b i l i t y to control them, and a more v iv id appre­

ciation of the fact that international ins tabi l i ty i s in 

truth a subsidiary aspect of the over-riding problem of 

inequality in growth rates between sectors of the world econ­

omy. Unequal growth perpetuates international inequality, 

but of course so does international instabi l i ty perpetuate 

growth inequality. Once the Importance for the entire world 

economy of stimulating growth in the lagging seotors i s 

realized, and progress i s made in dealing with the challenge, 

then the nature of international ins tabi l i ty problems wi l l 

change materially. In th i s study, i t i s tne long-run problem 

that i s of concern, not the specif ics of the existing insta­

b i l i ty question. 



CHAPTER 5 

INTERDEPENDENT GROWTH MODELS 

The last chapter reviewed instability in its various 

guises and revealed that while instability is inimical to 

economic growth It is in moat instances associated with the 

growth process, in one way or another. Both inflation and 

the business cycle appeared to be positive characteristics 

of a dynamic economy. International instability permeates 

through the income structure of the interdependent economies 

via the balance of payments. This international spread pro­

cess Is attributable to the fluctuations in prices of primary 

commodities of significance in world trade with resultant 

wide swings in the terms of trade, the repercussion effects 

on trade volume and capital flows of the domestic business 

eyole, and the lag Influence of unequal rates of progress 

throughout the world disturbing the smooth pace of growth in 

the advanced economies to reflect in turn on the plans and 

prospects of the less developed economies. These indications, 

supported by the evidence in earlier chapters of the inter­

dependence of the many segments of the world economy, lead 

to the conclusions that: 1) economic growth is an uneven 

process In time and in place; ii) stable economic growth is 

an Interdependent function of both domestic and world econo­

mic forces. 
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The purpose of this chapter is to narrow attention 

to tne essential eoonomlc generators of growth, first in the 

domestic economy and secondly in the international economy, 

in the hope of improving understanding of the process of econ­

omic growth and of the stability conditions necessary. Re­

peated emphasis has been placed on the non-economic and semi-

economic aspects of growth, related to political, psychologi­

es! and sociological actions and motivations, which are of 

prime importance but largely indeterminate influences on the 

pattern of economle progress. In this chapter it becomes 

neoessary to abstract from these Immeasurable and often erra­

tic human elements of the economic system, for the method to 

be followed Is to be a simplified approach to model building. 

Both mathematical and non-mathematical models will be consi­

dered, as necessary to produee the clarity and completeness 

required. Separate treatment will be given to growth models 

of industrialized economies, newly developing economies and 

the interacting world economy. Some specific attention to 

this technique of analysis is Inescapable, for as the National 

Bureau report statest "It has been claimed that whoever dis­

cusses problems of economic growth uses a model, although it 

may not be cast in algebraic terms."1 

1 National Bureau of Eoonomio Research, The Compara­
tive Study of Economic Growth and Structure, a preliminary 
and confidential report, New York, November 1958, pp. Vlll-
17. 
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There i s no part icu lar v ir tue in undertaking a labo­

rious exerc i se i n economic analys i s b u i l t from f i r s t p r i n c i ­

p les and borrowing from a searching rereading of the c l a s s i c s 

that cannot pretend to o r i g i n a l i t y , which o r i g i n a l i t y i s most 

l i k e l y to be one of a shade of emphasis based on neglected 

or t r a d i t i o n a l l y misread passages of the e a r l i e r l i t e r a t u r e . 

I have not the i n c l i n a t i o n , the pretence to f resh Interpreta­

t ion, nor the spaoe i n t h i s work to undertake such an exero l se , 

thus I sha l l borrow unashamedly from the e x c e l l e n t , recent 

work of Benjamin HIggina.2 His s ec t ion on growth models la 

admirable for the s e l e c t i o n of material covered and the com­

parative treatment of the various theor ies of economic growth, 

and has the addit ional appeal to me that h i s f a o i l i t y for 

algebraic representat ion of the respect ive systems far sur­

passes my own a b i l i t y in t h i s l i n e . 

Summarizing the Class i ca l model, xiiggins s t a t e s : 

For the C l a s s i c a l economists, the development of 
c a p i t a l i s t economies was a race between technolo­
g i c a l progress and population growth, a race in 
which technological progress would be In the lead 
for some time but which would end in a dead neat, 
or s tagnat ion, .echnological progress, in turn, 
depended on c a p i t a l accumulation, which would permit 
increas ing mechanization and greater d i v i s i o n of 
labour. And the rate of oap i ta l accumulation de­
pended on the l e v e l and trend of p r o f i t s . 3 

2 Benjamin Higgins, Economic Levelopment: Problems, 
Pr inc ip les and P o l i c i e s , «V. w. tforton <\ u o . . New York, 1959. 
Part 2 , pp. 85-213. 

3 I b i d . , p . 87. 
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Sinoe total output, 0, depended on the size of the 

labour force, L, the stock of capital, Q, the amount of land 

available, here generalised to mean the supply of known re­

sources, K, and the level of technique, T, thens 

0 - f (L, K, Q, T) (l)4 

Since they tended to believe that the only real limi­

tation on technological progress was the supply of capital 

for investment, I: 

T x T(D (2)5 

Since investment decisions are based on profit expec­

tations, R, or the return on fixed factors of production, 

and by definition net investment, I, equals the increase in 

stock of capital, dQ, then: 

I * dQ s KB) (3)6 

Since of all the many complex influences on the level 

of profita they considered the main determinants to be the 

level of teohnique and the size of the labour force, which 

they considered varied directly with the population, then: 

R « R(T,L) (4)7 

Since the Classical school firmly believed in the 

"iron law of wages", that the rate of population growth 

4 Ibid., p. 87. 

5 Ibid., p. »0. 

« Ibid., p. 91. 

V Ibid,, p. 91. 
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depends on how much money is available to pay wages and that 

any increase in the wage fund would ultimately lead to an 

increase in population and hence labour force to drive rates 

back to the subsistence level, or that the supply of labour 

depended on the size of the wage fund, then: 

L « L(W) (5) 8 

Since the wage fund, they believed, could only be in­

creased due to accumulated savings applied to Investment, 

then: 

W - W(I) (6) 9 

These six equations represent the propositions expres­

sing causal relationships of tne Classical system, but since 

seven variables are Involved the system i s indeterminate, but 

i t i s closed by adding an identity, that total output equals 
•It. 

profits plus wages, or: 

0 = R + W (7) 1 0 

In the Classical model, the end result of capitalist 

development Is stagnation. It was a concept of a mature 

economy in a stationary state. Higgins sums up the circulari­

ty of the system thus: 

An increase in profits brings an increase In invest­
ment, and so an addition to the stock of capital, 
which permits capitalists to take advantage of the 
steady flow of Improved techniques and also raises 

*r—n rp 

8 ipia** ?• 94« 

6 Ihid., p. 94. 

10 Ibid., p. 94. 
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the wage fund; that brings an accelerated population 
growth, which causes decreasing returns to labour 
on the land, raising labour costs and reducing pro­
fits. We could, of course, go on: reduced profits 
mean reduced investment, retarded technological pro­
gress, a diminished wages fund, and slowing down of 
population growth.H 

Although Maithus did not differ in his fundamental 

theories from the model as presented, he was more explicitly 

concerned with the theory of economic growth and contributed 

several refinements of extraordinary significance. He was 

convinced that there was nothing automatic about the process 

of economic growth, and Insisted that population increase in 

itself did not generate economic expansion unless it led to 

an increase in effective demand. Malthus did not assume that 

population and labour force grew together but recognized the 

possibility of unemployment. Neither did he believe that 

savings, or abatlnence from consumption, on the part of entre­

preneurs automatically increased Investment and accelerated 

eoonomlc growth and hence Income. He considered that income 

derived from consumption and investment, but higher invest­

ment arose not from reduced consumption but rather from 

growth and its resultant profits. vlso, he recognized that 

economic growth brings structural changes diminishing the 

relative importance of agriculture in the aoonomy, a positive 

sectoral approach. From this distinction of sectors of the 

!1 Ibid., pp. 95-96. 
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coonomy, agr icul tural and i n d u s t r i a l , he reached some per­

ceptive conclusions about sec tora l in terac t ion and the need 

for balanced growth i f the lagging sec tor I s not to act as a 

drag on the growth rate of the o t h e r . 1 2 

Ignoring the d i s t a s t e f u l ideology that he fathered, 

Karl Marx commands respeot and deserves ser ious at tent ion for 

h i s contribution to the evolut ion of a pure theory of econo­

mic development under the c a p i t a l i s t system. Hlgglns nea t ly 

summarises the Marxian system in a s e t of e leven equations 

containing eleven unknowns, and compares i t with the Clas­

s i c a l model.13 

0 «= f(L,K,Q,T) (1) 

T « T( lK" (2) 

1 - I (R') (3) 

R,= r/qJ 

W « W(I) 

L « L ( l / Q ) 

C - C(W) 

R « R(T»C) 

0 » R / W 

0 • C / I 

Ql m u . Q 

tfA' U ) 

(5) 

(6) 

(7) 

(8) 

(9) 

(10) 

(11) 

1 2 I b i d * . PP. 99-106. 

13 i b i d . , pp. 113-H1*.. 
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In the Marxian system, the symbols 0,L,Q,K,T,I,R, and 

W, have the same meaning as in the Class i ca l model, while R* 

represents the rate of return on c a p i t a l , Q» capi ta l goods 

and inventor ies used up in producing 0 , and u user c o s t , or 

the r e l a t i o n of current capi ta l costs to the stock of c a p i t a l . 

I t w i l l be noted that Equations ( 1 ) , (2) and (5>) are the 

same in both systems. Equation (6) i s the same except that 

Marx recognized the p o s s i b i l i t i e s of unemployment and thus 

s p e e i f i c a l l y represents by L actual ly employed labour. Equa­

tion (7) i s cruc ia l to the Marxian system and, with the ex­

ception of Mai thus , plays no part in the Class i ca l system. 

In Equation (3) Investment depends on the rate of pro f i t 

rather than the l e v e l of p r o f i t s , thus bringing into the 

system the drag imposed on new Investment by the stock of 

capita l already accumulated. Equation (10) i s s i g n i f i c a n t 

in the Marxian system which s t r e s s e s the d i v i s i o n of the 

economy into capital goods and consumers' goods s e c t o r s , 

while in the Class ica l system it . can be regarded as Impl ic i t 

but of minor importance, aquation (1+) i s the d i s t i n c t i v e 

feature of the system, s ince t h i s expresses the cause of 

breakdown. 

As Higgins demonstrates t h i s breakdown, the f u l l 

s igni f icance of the key equation i s seen by breaking up the 

wage b i l l into employment, L, and the wage r a t e , w, and by 

breaking up to ta l output , 0 , in to employment, L, and output 
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per man, o . Then, s u b s t i t u t i n g , the equation becomes: 

R' « L.o - L .v . or R' « L(O-w) 

In competitive cap i ta l i sm, survival depends on constant i n ­

troduction of improved techniques, which means accumulating 

o a p i t a l , using more c a p i t a l intens ive and l e s s labour i n t e n ­

s ive techniques. The r e s u l t i s that Q, and so Q' , increase 

r e l a t i v e to output. Thus the only way to maintain R' i s to 

inorease the spread between o and w. 1 ^ 

In appraising the Marxian system, Biggins notes two 

fundamental analyt ica l errors: 

F i r s t , Marx did not see that innovations can be 
cap i ta l saving as we l l as labour saving. I f c a p i t a l -
output ra t io s f a l l through improved techniques, as 
they frequently do, the rate of prof i t can r i s e 
even though wages r i s e too . Second, Marx waa trap­
ped by the labour theory of value which he took over 
from the Class i ca l school . By measuring every tiling 
in terms of man. -hours , he attached a quite wrong 
s ign i f i cance to a f a l l in the rate of prof i t s in 
terms of man-hours. He did not see that a r i s e in 
man-hour product ivi ty and in real wage rates can be 
accompanied by a r i s e in money prof i t s (and rea l 
p r o f i t s ) , even though prof i t s In terms of man-
hours may f a l l as man-hours become more valuable. 

Marx did not foresee a process of economic 
development in which technological progress brings 
such increases in product iv i ty and t o t a l output 
that both wages and prof i t s can r i s e together A5> 

Highly s i g n i f i c a n t as Schumpeter's contribution was 

to generating i n t e r e s t in the development process and to 

14 I b i d . , P. l l £ . 

1$ I b i d . , p . 119. 
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deepening i n s i g h t in to the'nature of the business o y o l e , h i s 

pure theory i s more in the l a t t e r f i e l d than In the former.1© 

His was not ca complete theory of growth trends. What he d i d * 

e s tab l i sh convincingly was the proposit ion that economic 

growth proceeds In b u r e t s , followed by t e s t a t i o n periods . 

The d i s c o n t i n u i t y , which i s the c y c l i c a l f luctuat ions in the 

system, ar i ses from the lumpiness, or c l u s t e r i n g , of Innova­

t i o n s , which are responsible for the growth impulse, or the 

expansion phase of the c y c l e . His i n t e r e s t was, however, in 

the growth of capi ta l i sm and h i s explanation of the business 

cycle in terms ef lapses^from,steady growth,, accountable*by 

deolines in the rate o f innovational investment, i s a very 

real predecessor of modern 1 t h e o r i e s . 1 ? r;p;̂  

13 ,;.',:.' wor-oan the name of Lord Keynes be omitted from any 

account of the .evo lut ion of the technique of building models 

of economic growth, for he contributed new ins ight s and new 

t o o l s . His methods were s t a t i c , despite pretensions other­

wise by introducing the time dimension and period a n a l y s i s , 

and he was concerned with l e v e l s of Income and employment 

rather than rates of growth of income, for i n h i s system 

capital stock was treated as a constant even in face of a 

p o s i t i v e rate, of net investment. 1" The theory of employment 

16 Ib id , j - p . 137< 

17 D. Hamberg, Economic Growth and I n s t a b i l i t y . W.W. 
Norton & C o . f New York, 19irt># P. zoo. 

18 I b i d . , Preface, p . x i . 
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and its equilibrium position is only of a short-run charac­

ter. 19 The theory is essentially described by four basic 

equations.20 The liquidity preference, or interest rate equa­

tion 1 

M « L(i,Y) (1) 

This equation postulates that the demand for money is a 

function of the rate of interest, 1, and the level of Income, 

X. The consumption equation: 

C * f(I,i) (2) 

represents consumption, C, as being a function of income and 

the rate of interest. This equation may also be rewritten: 

C * C* / C(Y) (2a) 

with the constant, Zt denoting autonomous consumption which 

la independent of income. The investment equation is in 

effect the marginal efficiency of oapital schedule: 

I «• fi(l,Y) (3) 

Finally, the income equation: 

Y = 0* / C(Y) / I / I(Y) U ) 

in which T represents investment that i s Independent of 

income but responds to a l l other e f f e c t i v e in f luences , l i k e 

the rate of i n t e r e s t , and i s accordingly autonomous l n v e s t -

19 Ib id* . p . 14; end James S. Duesenberry, Business 
Cycles and Economic Growth, McGraw-Hill Book Company, Econ­
omic nandbook Ser ies , New York, 195$* p . 26 . 

2 0 Hamberg, pp. 14-16• 
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ment, whi le ItY) represents accelerat ion induced investment, 

or income responsive Investment. 

The recent forward spurt In the formulation of a com­

prehensive and dynamie theery of economic growth has I t s 

foundations in the pregnant contribution of Professor Harrod. 

Inspired by the provocative theory presented in that book, 

Professor Bieks In h i s turn made a st imulating and or ig ina l 

contribution.22 simultaneously Professor Domar began explo­

ratory excursions into the same f i e l d in a ser ies of jour­

nal a r t i c l e s , s ince republished in co l l ec ted form.23 in con­

sidering the e s s e n t i a l properties of the model constructed 

on the l i n e s devised by th i s school , and e s s e n t i a l l y these 

three w r i t e r s , i t w i l l be convenient to fol low Eisner and 

refer to models of the Harrod-Domar-Hicka var ie ty as the 

H-D-H growth model,&k I t s o r i g i n a l i t y l i e s in i t s e x p l i c i t 

recognit ion of the fact that net investment not only ereates 

income but a l so augments the economy** productive'capacity 

by enlarging capi ta l s tock. Future investment decis ions are 

21 R, F. Harrod, Towards a Dynamic Economics, Mae-
mil l axis 4 Co . , London, 191PH 

22 j . R. Hicks, A Contribution to the Theory 0 f the 
Trade Cycle . Oxford University Press , London, 1950. 

23 Evsey Domar, lasays In the Theory of Economic 
Growth. Oxford University P r e s s , London, 19f?7. 

24 Robert Eisner , N0n Growth Models and the Neo­
c l a s s i c a l Resurgence", The Economic Journal. December 1958, 
PP. 707-721. 
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influenced by the degree of u t i l i z a t i o n of the e x i s t i n g 

stock of o a p i t a l , thus for future investment to i n c r e a s e , 

output must expand proportionately to the growth in the stock of 

c a p i t a l . Accordingly, s t r e s s i s put on the necessary r e l a ­

t ionship of employment as a function of the rate of growth of 

investment and income. Ihe analysis Is concerned with de ter ­

mining the steady rate of income growth s u f f i c i e n t to ensure 

the f u l l capacity use of the growing stock of capi ta l and 

the a b i l i t y of t h i s growth rate to maintain i t s e l f . The 

problem of s t a b i l i t y "or i n s t a b i l i t y of the growth rate i s 

accordingly emphasized. This i s a true dynamic theory and 

i s concerned with the long run.25 

No attempt w i l l be made in t h i s chapter to present a 

simple H-D-H growth model, for while the algebra and pecul iar 

contributions of these three are not so Inconsistent that 

synthesis i s imposs ib le , s i m p l i c i t y and brev i ty of treatment 

would b e . Ins tead , only some of the key equations repre­

sentat ive of the more oruoial aspects of the systems w i l l be 

considered. Tne f i r s t of these concepts that demands a t ten­

t ion i s the Harrod notion of Gy, the warranted rate of growth 

of income.26 

25 Hanberg, op. c i t . . pp. 22-26. 

26 Harrod. pp. 77-100; Hamberg, pp. 64-80; Eisner , 
pp. 708-710; Hlgg lns , pp. 11*6-161. 
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His proposition Is that 

Gw= • 

where Gy i s the percentage growth in inoome, dY/Y; s i s the 

propensity to save; and Ar i s the acce lera tor , dK/dY, or the 

value of capi ta l goods required for the production of a uni t 

lnorement of output. 

Recasting the equation in Eisner's terms, which are 

c lo ser to Harrod* s symbols; 

°w " 8 _- <*#« or OwCr - d# = s , 
Cr 

in which Cr i s defined as the required, or equil ibrium, cur­

rent cap i ta l output ra t io which leaves entrepreneurs s a t i s ­

f i e d , and d# stands for deepening, the proportion of output 

absorbed i n lengthening the production process or increasing 

the capi ta l -output r a t i o . 

The system becomes elaborated and the fundamental 

problems of economic growth sharpened by introducing Harrod' s 

On, or natural rate of growth. I t i s the maximum rate of 

growth of which the economy i s capable under condit ions of 

f u l l employment with a given rate of growth of the labour 

force and rate of technological progress. Now, the measure 

of attainment in the rea l i zed growth rate may be assessed 

and the s t a b i l i t y of the growth path determined. 

To quote Eisner; 

I f the actual rate of growth Is l e s s than the 
warranted r a t e , investment demand must be l e s s 
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than saving, and the rate of growth of output, 
and (eventually) the rate of output must turn 
down. But if O n, the natural rate of growth is 
less than Gw, then the actual rate of full employ­
ment would be less than G y It follows that invest­
ment demand would have to be less than saving at 
full employment. Thus full employment could at 
best represent a momentary position of disequilibrium. 
A critical aspect of the problem, then, can be for­
mulated as how to prevent Gy from exceeding G^.27 

And turning to Harrod for further explanation; 

Let d (for deepening;) stand for the value of new 
capital installations during the unit period, expres­
sed for convenience as a fraction of income, in­
volved In the lengthening off the production prooess. 
If inventions are 'capital saving' , d is negative. 
Thus, 

OvCj. = s - d. 

I t may seem a r t i f i c i a l to separate d from Cx». But 
i t i s l o g i c a l l y p o s s i b l e ; and I t i s r ight in pr in ­
c i p l e . We want to keep Cr segregated as that capi ta l 
requirement which e s s e n t i a l l y belongs to the growth 
of output as such, from the requirement for increased 
cap i ta l per unit of output. 

d may have a pos i t i ve value because of the nature 
of the Inventions occurring. I t may also have a 
p o s i t i v e value beoause the rate of i n t e r e s t i s f a l ­
l i n g . Our aim should be to get such a progressive 
reduction in the rate of i n t e r e s t that 

GyCr « s - d * GnCr* 

I f d i s p o s i t i v e , Cr w i l l increase through t ime, 
and tduy eventual ly become so great as to enable us 
to dispense with d. At that point i n t e r e s t need 
f a l l no further . A pos i t ive value for d inc identa l ly 
serves to ra i se Gn. A f a l l i n g rate of i n t e r e s t may 
also - and t h i s i s of course important I f i t so turns 
out - reduce s .2o 

27 Eisner , op. c i t . . p . 709. 

26 Harrod, op . c i t . , p . 96 . 
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The prime i ssue to which Hicks applied himself in 

the study of growth models was the c r i t i c a l role played by 

the acce lerator . Influenced by the s h i f t s in e f f e c t i v e de­

mand, in a growing economy there w i l l be a stepped process 

ef Induced Investment, or a periodic ratchet e f f e c t which 

perpetuates I t s e l f through succeeding c y c l e s , s imilar to 

Duesenberry1 s consumer responses.29 Although In Hick's op i ­

nion the mul t ip l i er of fers no explanation of the tendency of 

inoome to f l u c t u a t e , introduction of the acce lerator , or 

induced investment, does provide a cycle maker.30 Onoe 

investment i s e x p l i c i t l y subdivided in to induced and autono­

mous Investment i t becomes apparent tha t , even i f induced 

investment followed a smooth path, the equil ibrium, or s t a ­

b i l i t y , eendit lone of the system would demand that autonomous 

investment must also be smooth and continuous and bear a 

constant proportion to output. 

One other whose contribution to the formulation of a 

r e a l i s t i c growth model can hardly be Ignored i s Kaldor.31 

His approach d l f f ere from Harrod and other writers in that 

he assumes that the general l e v e l of output at any one time 

29 James S. Duesenberry, Income. Saving and the Theory 
ef Consumer Behavior, Harvard Univers i ty Press , 19U9. 

3f> Hicks , A Contribution to the Theory of the Trade 
Cycle . op, c i t . , p . 5b. 

31 Nicholas Kaldor, "A Model of jconomic Growth", 
The Economic Journal, December 1957* 
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is limited by available resources, and not by effective demand. 

This assumption of a full employment economy tends to hark 

back to the Classioal model. Also, he rejects any distinc­

tion between changes in techniques and productivity induced 

by Innovation, as against a change in the supply of capital 

relative to labour. Thus, he stipulates that in societies 

with a low technical dynamism the rate of capital accumula­

tion is also small, and conversely. Innovation, in a real 

sense of readiness to absorb technical change combined with 

the willingness to invest capital, is Kaldor' s prime mover 

ef eeonomio growth. In his system the technical-progress 

function is assumed to have constant parameters, which is a 

hypothesis of a constant flow of invention and innovation 

over time. Although, he admits there can be a short term 

irregularity with growth of production and real income run­

ning ahead of the growth of capital, to be followed by periods 

when capital Investment catches up and the stock of capital 

increases faster than Inoome.32 

The extraordinary multiplicity of growth models that 

might be constructed depending on the basio assumptions 

adopted, with some limiting assumptions necessarily accepted 

in every case, is perhaps best demonstrated in Hamberg's 

chapter on the Varieties of Growth Rates.33 He Indicates 

32 Ibid., pp. 622-623. 

33 Hamberg, op. cit., Ch. 5, PP. 147-198. 
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that there are e s s e n t i a l l y four types of growth r a t e s . There 

i s the maximum rate of growth permitted by the r a t . s of 

growth of the resources of the economy, inoluding the rate 

of technological progress , the rate of growth in the labour 

supply, and the rate of discovery of natural resources . This 

i s a maximum permiss ib le , or f u l l employment r a t e , compara­

ble to Harrod' s Gn. Next, one can consider the rate of 

growth that i s necessary to maintain f u l l - c a p a c i t y u t i l i z a ­

t ion of a growing cap i ta l s tock. This warranted or required 

rate of growth, Harrod' s Gw, may be treated with or without 

regard for entrepreneurial expectat ions . The actual or 

rea l i zed rate of growth, G, i s another d i s t i n c t type of 

growth that has also a var ie ty of d e f i n i t i o n s , s ince i t can 

be cas t to encompass a l l short-run f l u c t u a t i o n s , or any par­

t l eu lar var i e ty of them, or on the opposite extreme may be a 

completely smoothed trend l i n e . Because of th i s var i e ty of 

p o s s i b i l i t i e s no one i s ever quite s a t i s f i e d with the models 

constructed by o thers . For example, Smithies admires the 

work of h i s contemporaries but f inds that they have been so 

preooeupied with the condit ions of steady growth that they 

have neglected economic f luctuat ions inc identa l to the growth 

prooess.34 Perhaps seeming confusion i s simply explained by 

the fac t that an inc lus ive theory of economic growth has not 

34 Arthur Smithies , "Economic Fluctuations and Growth", 
Econometrics, January 1957* 
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yet been evo lved , arid thus i t i s impossible to represent a 

non-existent theory In a s i n g l e model. 

Instead of expecting too much and condemning model 

bui lders for f a i l i n g to do what they never attempted, l e t i t 

be admitted that growth models are not the f i n a l expression 

of a complete theory of economic growth.35 They are , though, 

an invaluable too l of a n a l y s i s , whleh the foregoing d i scus ­

sion of model bui lding should demonstrate. There must be a 

f i n i t e re la t ionship between the act ive economic variables of 

the system which can be expressed funct iona l ly , even though 

exact numerical values may not be yielded and despite the 

necessary exclus ion of non-economic forces and Influences 

which do vary, but unpredictably, and therefore must be In-

eluded in the system simply as parameters. The key problems 

that may be b e t t e r analysed because of the existence of models 

as an ana ly t i ca l too l are: (1) the precise i d e n t i f i c a t i o n of 

growth generators , and the ir Interact ion upon each othur; 

( i i ) some approach to a quant i tat ive expression of the pos­

s ible rate of growth, the desirable rate of growth, and a 

sharpened in terpreta t ion of any deviat ion from the actual 

rate of growth; ( i l l ) the s t a b i l i t y or i n s t a b i l i t y of the 

longer run growth trend, which can a s s i s t in formulating 

35 Evsey Domar, "The Theoretical Analysis of Econo­
mic Growth", American Eoonomlc Review, May, 1952, pp. 479-
1*95. 
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po l icy recommendations for the minimization of i n s t a b i l i t y 

while adhering as c l o s e l y as poss ib ly to the desired rate of 

growth. These are the problems that demand energet ic research, 

and model analys i s must be considered as an Important aid in 

th i s task.36 

Growth Models and Underdeveloped Economies 

Model bui lding for l e s s advanced economies has not 

been a par t i cu lar ly popular a c t i v i t y among economists , prin­

c ipa l ly for the very good reasons that these economies are 

not examples ef the monetized c a p i t a l i s t i c system and have 

not displayed any seoular growth dynamics. As Bruton com­

ments: 

The postwar l i t e r a t u r e on growth economics has 
tended to d i s t ingu i sh t( e growth - rocess in a 
r e l a t i v e l y h igh ly developed country from that in 
a s o - c a l l e d 'unaerdeveloped' area. In. the xormer 
case the analyses have been characterized by severe 
r i g o r , with consequent imposition of r e s t r i c t i v e 
assumptions s e t t i n g de f in i t e and s p e c i f i c bounda­
r i e s to tne problems. To a large e x t e n t , work in 
t h i s area i s an extension of the savings-investment 
analys is of Keynes into more dynamic formulations. 
In d iscuss ions of the developmental process of the 
underdeveloped c o u n t r i e s , however, there i s the 
exac t ly opposite approach; the problem i s usual ly 
very general ly def ined, r igor i s frequently com­
p l e t e l y absent, and the variables considered ine ­
v i tab ly s p i l l over into areas which economists have 
long treated as beyond the scope of the d i s c i p l i n e 
(for example, population and technological change). 
In the absence of a «eneral fra-ework - amodel -

36 National Pureau of Economic Research, ojp. c i t . . 
Ch. VIII . 
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within which to examine the problems of the under­
developed country, much of the discussion has 
taken place in a virtual theoretical vacuum and 
consequently Is often unsatisfactory both logic­
ally and practically.37 

The stagnant subsistence economy is of no more than 

historioal interest in the study of economic growth. Because 

of the static nature of such an economy the tasks of building 

an equilibrium model demonstrating the causes of Its absence 

of growth would be relatively easy. It Is the process of 

economic growth represented by the dynamic economy that is 

of interest. The recent vogue for describing underdeveloped 

economies as 'newly developing economies' expresses the 

central fact that these areas have begun to break out of the 

prolonged period of stagnation and that the dynamics of 

economic growth are taking hold. This being so, it can be 

inferred that some form of growth model could be devised for 

them as well as for advanced economies. The fluid and un­

stable nature of these developing economies may be tantali-

singly elusive for the model builder seeking to capture a 

useful profile. 

The need for models to aid in understanding the 

characteristics of the developing economy are quite clearly 

set out by Jan Tinbergen.38 tie discusses the elements of a 

37 Henry J. Bruton, "Growth Models and Underdeveloped 
Economies", The Journal of Political Economy, August 1955, 
p. 322. ' "" """""""" 

38 Jan Tinbergen, The Design of Development, The John 
Hopkins P r e s s , Ba l t imore , 1959, for the Economic Development 
Ins t i tu te of IBRD. 
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development policy and the essence of programming. Implicit 

in the techniques he advocates is the need for model build­

ing. Perhaps this is the most practical application of the 

economic model, for it Is not set up as a theoretical abstrac­

tion but as a working model to which the developing economy 

is intended to conform. To formulate an economic plan there 

must be an intensive economic study in statistical and 

analytical terms to explain the nature of the existing econ­

omic structure. Only from this beginning can a general pro­

gramme of development be postulated, first in terms of 

general aggregates and finally in detailed sector projections. 

This pattern of development then becomes 'The Plan' or the 

growth model to the attainment of which policy measures will 

be directed. 

Recognizing the Importance of all this, Hlgglns dis­

cusses the application of general theories of development 

and their corresponding growth models In these terms: 

First of all, let us note that even the relation­
ships in the ' agreed' system tell us some useful 
things about development policy. Look at the pro­
duction function, for example. Even so simple a 
statement as this provides guidance as to the proxi­
mate causes of higher standards of living. Without 
capital accumulation, resource discovery, population 
growth, or technological progress, increases in 
output are impossible. When the form of the pro­
duction is specified on the basis of empirical 
knowledge, the equation tells us also that the level 
of production depends not only on the quantities of 
factors of production and the degree of technological 
advance but also on the proportions in which the 
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f a c t o r s are combined - a very important c o n s i d e r ­
a t i o n . In o the r words , for every ' f a c t o r endow­
ment* , t he r e i s an optimal combination of the 
f a c t o r s of p r o d u c t i o n . One of the purposes of 
development p lanning i s to f ind t h i s combination 
and see to i t t h a t I t i s mainta ined.39 

He then a t tempts a simply syn thes i s of a l l aspects 

of the genera l t h e o r i e s t h a t seem use fu l as a ^uide to p o l i ­

cy in underdeveloped c o u n t r i e s , a r r i v i n g a t what he desc r ibes 

as ' p l a n n i n g e q u a t i o n s ' .40 

0 = a.Q (1) 

Here a , i s the o u t p u t - c a p i t a l r a t i o ; 0 i s t o t a l ou tpu t ; and 

Q i s the s tock of c a p i t a l . I f a , i s independent of the l e v e l 

of 0 and Q, i t i s the r e c i p r o c a l of the incremental c a p i t a l -

output r a t i o . 

dO = a . I / da.Q ( lb ) 

To ge t c l o s e r to the d e c i s i o n making process he 

breaks up investment i n t o i t s t h ree major p a r t s : government 

inves tment , I _ , determined d i r e c t l y by the p l an ; induced 

p r iva t e i nves tmen t , I i , brought f o r t h by r e c e n t changes In 

income, e f f e c t i v e demand, p r o f i t s , e t c . ; and autonomous p r i ­

vate i nves tmen t , l a , s t imula ted by long run growth f a c t o r s , 

which equa t ion appears a s ; 

I - Ig / U / Ia(L,K,T) (2) 

39 H l g g l n s , op . c i t . , p . 202. 

40 I b i d . , pp . 209-213. 
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Simplifying by Ignoring induced investment, which i s 

only Important i f government investment succeeds in stimula­

t ing growth in the f i r s t ins tance , and by discarding popula­

tion growth as a stimulus to long-run private investment, 

this i s rewr i t ten ; 

I = Ig / Ia(K,T) (2a) 

And subs t i tu t ing in ( l b ) : 

dO = da.Q / a i . I g / a2 .Ia(K,T) (3) 

This t e l l s a good deal about the requirements of an 

effective development p lan , which according to Higgins must 

be designed t o : ( i ) Increase government investment at l e a s t 

to the point where opportunit ies for private investment are 

maximized; ( i i ) increase the ra te of resource discovery and 

technological progress; ( i l l ) r a i se the parameter l a , which 

means to encourage a higher level of pr ivate investment with 

the ex is t ing ra te of resource discovery and technological 

progress; ( iv) r a i s e the output-capi ta l r a t i o , or what i s the 

same til ing, reduce the incremental capi ta l -output r a t i o . 

Higgins suggests that i t would be possible to go fur­

ther and introduce different incremental capi ta l -output r a t i o s 

for each sector of the economy and every type of investment. 

This i s an approach to model building to which we have not 

so far referred and offers a promising supplementary tool of 

analysis to the aggregative approach of general models. The 

Secretar ia t of the Economic Commission of Latin America has 
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done some interesting exploration of the possibilities of 

building input-output models that might have some applica­

bility in studying income structure problems and measurement 

of import requirements in countries in their area.41 

An interesting feature of Kaldor*s model is that it 

explicitly accounts for radically different growth charac­

teristics in what he describes as the two stages of capita­

lism.^2 As he says: 

In terms of our model, the growth of the capitalist 
sector in the economy involved a dramatic rise in the 
technical progress function, and hence in the equi­
librium rate of growth of productivity - the increase 
in savings, investments, both as a proportion of 
income and of capital, and the great acceleration 
in the rates of population growth, were consequences 
of this, and not its initiating causes.43 

He shows that in the early stages of capitalist deve­

lopment, the period that is descriptive of the newly deve­

loping economies of today, the growth in productivity was 

not attended by a rise in the standard of living of the 

working classes. This suggests that in the early stage pro­

ductivity rises, but not enough to raise wages above the 

subsistence level or permit the required rate of investment. 

41 ECLA, "The Input-Output Model", Economic Bulletin 
for Latin America. Vol. 1, No. 2, September 1956. 

42 Kaldor, OP. cit.. pp. 618-621, 

43 Ibid., p. 618. 
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The logic of his model proves that the capital-output ratio 

will show a steady increase, which is in accordance with both 

the Marxian and neo-classical models. However, since the 

share of profit in income will also increase continuously, 

the rise in the capital-output ratio will not necessarily 

imply a falling rate of profit on capital. The break-out is 

achieved when capital stock finally attains the level of 

'desired capital'. From that point on profits are no longer 

determined in the Marxian manner, as surplus of production 

over subsistence wages, but the share of wages becomes a 

residual, equalling the difference between production and 

the share of profits ss determined in a Keynesian manner by 

the propensities to invest and to save. From then on real 

wages will rise along with productivity and distributive 

shares become constant through time, and the system settles 

down to an equilibrium where the rate of growth of capital 

is equal to the rate of growth of income, so that the capital-

output ratio and the rate of profit of capital also tend to 

remain constant over time. 

Reverting now to Bruton, we can follow his unique 

attempt to examine a modified version of the Harrod-Domar 

model applied to underdeveloped countries undertaken with the 

aim of arriving at a more rigorous and systematic statement 

of the development process.44 As he says, the central 

44 Henry J. Bruton, Growth Models and Underdeveloped 
Countries, op. cit. 
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proposition of the H-D theory depends on the assumption that 

investment is capacity-creating as well as income-generating. 

If the new capacity is to be utilized, equivalent new demand 

must be generated. Given a constant ratio between saving and 

income, s, and a constant capital-output ratio, k, it is evi­

dent that capacity will increase by s/kY. Then the Increase 

in income must equal the Increase in capacity: 

dY = s Y 
k" 

Dividing through by Y shows that income must grow at a con­

stant percentage, s'k, in order to assure no idle capacity 

of capital equipment. If the labour force grows at a con­

stant percentage rate, 1, and productivity increases by a 

constant percentage rate, p, then for labour to be fully 

employed income must grow at a rate equal to 1 / p / lp, 

which indicates both the required rate and the maximum allow­

able rate without inflation. 

Bruton argues that the characteristic sequence of 

technological progress is, first, major changes in technique, 

which innovations are sporadic and require capital deepening, 

but once in use there follows a constant flow of routine 

innovations that are of the capital-saving variety. These 

latter provide the necessary counteracting force to a rising 

rate of interest and diminishing returns, thus producing a 

constant capital-output ratio. Turning attention to the 

underdeveloped countries he contends that since their output 
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is low relative to that of advanced countries, their chief 

objective is to increase the capacity output of their econ­

omies as rapidly as possible. This means capital must be as 

productive as possible, or the capital-output ratio as low as 

possible. But the shortage of capital relative to labour 

means low productivity per worker and hence low real per 

capita income. The requirement is clearly capital deepening 

and a substantial raising of the technological level. Thus, 

it is dictated that the underdeveloped country must go through 

an initial period that runs counter to the dictates of the 

relative factor supply situation. Imported technology through 

the process of borrowing is likely to be of this capital 

deepening sort, for capital-saving innovations are organiza­

tional and must be generated later from within based on 

experience. Because capital supply is limited the emerging 

economy cannot transform its production wholesale, so that 

the major innovations are likely to replace labour with 

capital and intensify the problem of underutilization of 

labour. Evidently the problem is that 1 / p / lp> s/k with 

the situation becoming secularly more severe. 
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Interdependent Growth Models 

Instructive as the consideration of growth models 

unquestionably is, all the systems reviewed so far in this 

chapter contain a fundamental weakness that places them in 

violent conflict with the central theme of this book. The 

customary approach in model building, because of the neces­

sity of employing simplifying assumptions, is to revert to 

the traditional fiction of the closed economy. My basic theme 

is that economic growth must be discussed in the context of 

the world economy, for international interdependence is of 

paramount and increasing significance in shaping the destiny 

of individual economies. Accordingly, I have placed constant 

emphasis on the need for studying economic growth within the 

wider environment of the world economy. Obviously, It is my 

conviction that any really useful growth model should ; then 

be constructed for open economies in a form that gives full 

recognition to the essential interdependence of national 

economies through some form of growth repercussion factor. 

This requirement is particularly significant because growth 

models are Intended to represent the dynamic working of the 

economic system over the long-run when the growth repercus­

sion factor would have a cumulative influence. 

The contribution of Simon Kuznets probably stands above 

that of any student of economic growth in the special area 
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of investigating comparative economic growth. In pursuing 

this problem in depth he has quite naturally become troubled 

by the gaps in our knowledge and the weaknesses in our lines 

of enquiry. In an excellent paper expressing his dissatis­

faction and making recommendations for future study he lays 

particular stress on transnational factors and the inter­

action of growth complexes among nations.45 The importance 

of international interaction is a recurrent theme but his 

persuasions on this usually neglected question is well repre­

sented by the following quotation: 

Given the co-existence of different nations and the 
possibility of contact among them, there are bound 
to be relations of co-operation and conflict, peace­
ful exchange of goods and acts of dominance and 
exploitative aggression, and, above all, knowledge 
and imitation, attraction and repulsion. The combi­
nation of differences in the natural and historical 
endowments of nations with a community of human 
wants and sharing of a potentially common technolo­
gy means a whole set of flows among nations, of 
relations of dependence. Thus, to some extent the 
treatment of nation-states as independent units is 
a fiction - tolerable only in so far as the ties 
of inter-dependence are reasonably limited relative 
to the internal structure and pattern of each nation. 

Corresponding to a given complex of nations with 
their diverse characteristics, and the given state 
of the arts of international intercourse, there 
will be a structure of inter-actions among nations — 
ranging from the peaceful flow of goods, capital, 
and people, to aggression, overt or potential. 
But this structure of international relations is 

45 Simon Kuznets, "On Comparative Study of Economic 
Structure and Growth of Nations", a paper in the National 
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continuously affected by economic growth. This 
latter, in so far as it stems from a complex of 
transnational factors and is essentially the 
spread of a major innovation in a world of separate 
entities called nation-states, must emerge simul­
taneously and generally in all parts of the world; 
or It must originate first in some one part of it — 
usually the latter, since the diversity of the 
world at any given time means that only some part 
is far readier for an epochal innovation than others. 
If the latter alternative is true, the impact of 
economic growth on various nations is necessarily 
unequal: and the resulting changes in the relative 
position sets up changes in relations among them — 
which usually end up in the transmission of impact 
of growth elsewhere, either positively or adversely. 
It may thus lead to imitation on the part of some, 
which, if successful, brings the next follower 
group of nations to the fore; or domination of 
others by the nation that forged ahead in economic 
growth. Whatever patterns of international relations 
existed before would be affected by the unequal 
impact of growth; and one can argue that the whole 
complex of international relations can best be viewed 
not only as typing the various nations at any given 
time into a structure of cooperation and competition, 
but even more as a mechanism of transmission of 
the unequal impact of economic growth, modified 
by some autonomous changes in the technology of com­
munication across space and national boundaries.46 

Although growth models and the theory associated with 

them have generally been formulated in the artificially nar­

row context of the closed economy the literature is not 

completely devoid of recognition of the need for the more 

comprehensive model. Harrod himself gives brief attention 

to the changes introduced into the system if foreign trade 

is taken into account.47 The fundamental equation then 

46 Ibid., pp. H - 8-10. 

47 R. F. Harrod, Towards a Dynamic Economics, op. cit. 
pp. 101-115. 
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becomes GC = s - b, 

where b i s the balance of trade expressed as a fract ion of 

Income. A l so , 

G^Cj. = s - b . 

From which he concludes, r egre t fu l l y because of i t s mercan-

t l l i s t i c impl i ca t ions , that for a country in which Gw i s 

tending to exceed On and there i s by consequence a chronic 

tendency to depress ion, a p o s i t i v e value of b may be henef i -

c i a l , because i t tends to reduce the value of Ĝ  and might 

bring i t in to be t t er r e l a t i o n to Gn. In other words, a coun­

try where savings are high r e l a t i v e to the opportunities for 

investment and p o t e n t i a l i t i e s for further growth domest ical ly 

w i l l be helped by the opportunit ies for investment abroad. 

Which proposi t ion d e f i n i t e l y Indicates that the maintenance 

of Income and s t a b i l i t y may be achieved by contributing to 

the growth f e a s i b i l i t y of capi ta l scarce countries abroad. 

The f i r s t and s t i l l the moat thorough attempt to 

internat ional ize the model was made by Harry G. Johnson.4°" 

Hia presentat ion i s an extremely simple model us ing the 

tradi t ional analyt ica l devioe of a two country internat ional 

economy, the Harrod-Domar assumptions of a constant propen­

s i t y to save , a constant capital c o e f f i c i e n t , and adds the 

1$ Harry G. Johnson, "Equilibrium Growth in an Inter 
national Economy", Canadian Journal of Economloa and l o l l t l -
cal Sc i ence , November, 195>3« ~~~~~ 
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assumption of a constant price level. Working from the basic 

H-D system the shift to an open economy introduces the in­

fluence that Imports as well as savings constitute leakages 

from effective demand, while exports as well as investment may 

fill the demand gap. Then the basic equation becomes: 

(s / m)Xt * It / Xt, 

with the suffix t meaning in each case current rate. And 

also: 

r* = a(s / m - X t) 
^t 

in which, r ^ , i s the current ra te of growth, and, a, i s the 

output-capital r a t i o , which equation may be rewri t ten as : 

r t = a(s - b t ) , 

with bt being the country' a current export surplus expressed 

as a f ract ion of i t s production. Expl ic i t ly rea l iz ing that 

analysis in these terms i s possibly misleading because of 

the treatment of several of the key variables of the system 

as constant , he quite properly concludes that the resu l t s 

are suggest ive. Different iat ing the l a s t equation with r e s ­

pect to t , and solving the impl ic i t d i f fe ren t ia l equation in 

Y, and then manipulating the r e su l t s he obtains ver i f i ca t ion 

of the i n i t i a l equilibrium ra te of growth. 

As he phrases the meaning of th i s equation; 

In sho r t , the equilibrium ra te of growth r i s e s , i s 
cons tant , or f a l l s over time according to whether 
the ra te of growth of ex or t s i s less than, equal 
t o , or greater than the country 's i n i t i a l equilibrium 
growth r a t e . 
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The economic meaning of th is r e s u l t (bearing in mind 
the extreme s impl ic i ty of the model) i s that i f a 
country 's equilibrium growth ra te i s higher than 
the ra te of growth of demand for i t s expor t s , i t 
must grow at an increasing ra te i f effective demand 
i s to keep pace with capacity to produce. If i t s 
equilibrium growth ra te i s lower than the ra te of 
growth of demand for i t s exports , i t must grow at a 
decreasing r a t e If effect ive demand is not to outrun 
capaci ty to produce. Only i f i t s equilibrium growth 
r a t e i s equal to the ra te of growth of demand for 
i t s exports wi l l i t be able to maintain equilibrium 
between effect ive demand and capacity by growing at 
a constant ra te .49 

Johnson proceeds to re lax some of the r ig id assump­

tions tha t usual ly prevai l in mul t ip l ie r theory and which are 

implici t in the basic equations. He drops the assumption 

that investment u t i l i z e s only domestically produced goods, 

that import goods are absorbed in consumption only and not 

used in production, and that trade surpluses are financed in 

away giving r i s e to no In ternat ional in te res t payments. Prom 

our point of view, h i s next approach to broadening the terms 

of analysis I s even more s ign i f i can t . He elaborates the 

system to take account of the required ra te of growth in the 

res t of the world, sh i f t ing away from the one country approach, 

and e x p l i c i t l y giving recognition to the fact that the foreign 

repercussion fac tor i s always at work so that the requi re­

ments of equilibrium growth in the components of the world 

eeonomy are interdependent. With these changes the system 

49 i b i d . , p . 4Bo. 
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becomes more complex and the equations more elaborate, and 

also it becomes increasingly difficult to draw simple conclu­

sions from the results, we does succeed In demonstrating the 

interdependence of equilibrium growth rates between countries 

and the greater variety of destabilizing influences resulting. 

Reverting to Bruton's analysis, wno was specifically 

ooncerned with the applicability of growth models to under­

developed countries, some interesting supplementary notions 

are explored.50 lie introduces foreign trade into tne model 

as the foreign account counterpart of savings. Writing M for 

all debit items on current account and X for all credit items, 

and the ratio of (N - X) to Income as b, he recasts the growth 

equation as: 

dY - s/b 

Y k 

from this he concludes that if b is negative the percentage 

rate of growth required to utilize all the increasing domes­

tic capacity is less than It would be In tne absence of 

trade. Also, if b is positive, then the allowable rate of 

growth is higher than it would be in the absence of trade. 

To investigate the time path of the relationship of imports 

and exports, he refers to the Kindleberger stage of develop­

ment sequence.51 If countries followed this sequence the 

5 0 Bruton, op. olt., pp. 330-336. 

51 see Table IX, p. 198. 
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foreign trade sector would tend to make the attainment of a 

higher allowable ra te of growth possible when th i s i s the 

desired s i t u a t i o n , and then to make the required ra te lower 

when th i s i s d e s i r a b l e , which i s when deflat ion th rea tens . 

Hence, the allowable ra te of growth of underdeveloped coun­

t r i e s i s increased, and the required ra te of growth of the 

mature economies i s decreased. 

The Bruton discussion then turns to the r a t ios M/Y 

and X/Y and the i r behaviour through time. I t i s not neces­

sary to follow h i s analysis in d e t a i l , but h i s conclusions 

that M/Y shows a secular decline for advanced countries but 

tends to increase for developing countries deserve mention. 

This being s o , I t indica tes that the a v a i l a b i l i t y of 

foreign exchange imposes a ce i l ing on the ra te of growth of 

Income. While capi ta l imports a l l ev ia te the s i tua t ion i t 

appears tha t they would be permanently necessary. A much 

more detai led treatment of the suggested problems of the 

re la t ionships between money, Income and t rade , supporting 

the Bruton conclusion on the growth r e s t r i c t i v e effects of 

the supply of foreign exchange, i 3 given in a lengthy and 

in te res t ing paper by polak.52 

Continuing with th i s point of the re la t ionsh ip of 

supplies of foreign exchange as a major factor in the 

52 j . j . polak, Monetary Analysis of Income Forma­
tion and Payments Problems, IMF s ta f f Papers , November, 1957. 
pp. 1-50. """ 
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in te rna t iona l i n t e rac t ion of the forces of both economic 

growth and economic i n s t a b i l i t y , i t i s appropriate to sum­

marize the t ransmit ta l effects by a quotation from Let iche. 

The record of the Great Depression too strongly 
confirms theo re t i ca l expecta t ions , for the cyc l ica l 
factors discussed above were in tens i f ied by excep­
t i o n a l l y abnormal i n s t i t u t i o n a l condi t ions . The 
r i s e in the United Sta tes domestic investment, par­
t i c u l a r l y during the inf la t ionary spurt before the 
depression tended to generate a r a t e of growth in 
income and an excess of planned saving over planned 
investment. The d i spa r i ty between the growth in 
physical capacity to produce and the growth of cur­
rent demand and output became acute. As returns on 
domestic cap i ta l decl ined, the excess of planned 
saving not only fa i led to be invested abroad, but 
the flow of capi ta l was reversed from a net outflow 
to a net Inflow. The growth process was in ter rupted; 
excess capac i ty , unemployment, and inventories grew 
apace. Abnormally perverse monetary pol ic ies along 
with in f lex ib le cost -pr ice s t ruc tures aggravated the 
de f l a t ion . Production became more and more excessive 
r e l a t i v e to expenditure, and pressures to expand 
exports and to reduce imports became t e r r i b l y s t rong. 
I t was the American economy feat primarily generated 
the ensuing dol la r shortage.53 

I am not prepared to offer an elegant mathematical 

model tha t w i l l bui ld on th i3 work that has already been done 

and demonstrate more convincingly the interdependence of 

country growth ra tes wit iln the world economy over the long 

run. The cent ra l issue can be adequately i l l u s t r a t e d by an 

extremely slmplo model. Based on experience and reasonable 

projections i t may be ant ic ipated that the Indus t r ia l ized 

5*3 j , M. Let iche , Balance of Payments and Jconomlc 
Growth, op. c i t . , p . 305. 
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c o u n t r i e s w i l l show a growth i n inoome of probably 35 P©r 

cent over the nex t t en y e a r s . Assuming cons tan t M/Y and X/Y 

they would develop an Inc rease i n import demand of 35 per 

oent and an increase in export capacity of 35 per cen t . For 

the underdeveloped regions a reasonable projection of income 

growth for the same ten year period might be ZS per cent . 

Again assuming for these areas constant M/Y, because of the 

res t ra in ing influence of exchange s c a r c i t y , and constant X/Y, 

because of inevi table domestic in f l a t ion and r i s ing home 

demand, they would also develop an increase in Import demand 

of 25 per cent and an increase in export capacity of 2.$ per 

cent . Addi t ional ly , I am assuming that the d i s t r ibu t iona l 

pat tern of trade cannot be and wi l l not be markedly changed 

over t h i s decade, so that advanced countries wi l l look to 

underdeveloped regions as both markets and sources of supply 

for 35 per cent more goods than at the ou tse t . However, due 

to the slower r a t e of growth of the underdeveloped regions 

these countr ies wi l l only respond with Z$ per cent increase 

in two-way t r ade . A potent ia l r i s e of trade between the 

advanced and the underdeveloped regions of 10 per cent w i l l 

then be f ru s t r a t ed . Thus, the growth lag would r e f l ec t on 

the advanced countries by denying them the desired increase 

in supply of primary produce and by fa i lu re to dispose of a 

sa t i s f ac to ry r i s e in expor ts . Inevi tably th i s must cause a 

repercussion on the growth ra te and at ta ined Income level of 
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the more rap id ly expanding count r ies . 

In concluding t h i s b r i e f exploration of interdependent 

growth models l e t us rever t to the contr ibution of Malthus 

to the theory of economic growth. He recognized and empha­

sized the in t e rac t ion of sectors of the economy.54 Although 

direct ing h i s a t ten t ion to sectors of a single economy, in 

the f i r s t i n s t ance , he argued that the fa i lu re of one main 

sector to expand acts as a drag on the growth of the r e s t of 

the economy, ttalthus saw that balanced growth was necessary 

to have continuous aggregate growth. This i s exactly the 

point tha t I have attempted to develop for the world economy. 

Higgins r ea l i zes the in te rna t iona l Implications of th i s 

i s sue , without s t ress ing i t s importance, in his comments on 

J . S. Mi l l ' s stagnation thes i s .55 He quotes Mill who reasoned 

that a mature country af ter an extended period of expansion, 

high investment and high income, would experience decreasing 

returns on cap i ta l as the stock of capi ta l enlarged u n t i l 

the margin of p ro f i t almost disappeared and economic growth 

would v i r t u a l l y cease. Higgins does not dispute th i s 

reasoning but points out that England escaped th i s r e su l t 

due to the economic growth elsewhere in the world permitt ing 

external economies for Br i t i sh indus t ry , increasing demand 

^ Higgins, op. c i t . , pp. IOI4.-IO5. 

^ I b i d . , pp. 98-99. 
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in foreign markets for the rising output, and investment 

opportunities abroad whereby profit rates for British capital 

were maintained and the danger of planned saving exceeding 

planned investment avoided. Thus England continued to enjoy 

economic growth, but it was because of the economic growth 

taking place elsewhere in the world economy. 



PAST III 

THE ECONOMICS OF FRUSTRATION 



CHAPTER I 

POLITICAL AND SOCIAL IMPLICATIONS OF GROWTH LAOS 

I t i s time to s h i f t the emphasis from the economic 

aspects of the problems of growth to the s o c i a l e s s e n t i a l s . 

The p e r p l e x i t i e s and frustrat ions created by the admixture 

of s o c i a l and economic obstac les to growth demonstrably pro­

duce p o l i t i c a l tensions of explosive proportions that rever­

berate beyond national boundaries to embroil the major s t a ­

tes of the world. For these reasons the problems of growth 

In a l l parts of the world economy have become urgent Inter* 

national r e s p o n s i b i l i t i e s . The peace of the world, the pre­

servation of freedom and the cultures that are the pride of 

the Western world are a l l at r i s k i f we f a i l to accept our 

internat ional r e s p o n s i b i l i t i e s toward the underdeveloped 

areas of the world In t h e i r struggle for emergence. 

A common fashion of c l a s s i f y i n g countries to repre­

sent t h e i r l e v e l of progress attained i s to designate each 

as at some stage from infancy to advanced maturity. This 

approach was used e a r l i e r In t h i s t ex t with part icu lar r e ­

gard to the degree of eeonomio advancement. In the present 

decade such a descr ip t ive grouping i s e spec ia l l y appropriate 

in a p o l i t i c a l s e n s e , considering the world-wide co l lapse 

of co lonia l i sm and the burgeoning of national pride and 
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ambitions manifest in the p r o l i f i c crop of new, independent 

s t a t e s and the awakening from passive stagnation of many 

o thers . Such a manner of c l a s s i f y i n g countries according to 

s o o i a l , economic and p o l i t i c a l age or maturity should help 

the peoples In the advanced countries to understand bet ter 

the problems of these seemingly brash young s t a t e s and young 

economies. In modern s o c i e t i e s we have become concerned 

with juveni le delinquency and wayward adolescence as major 

soc ia l problems of our t imes . In moments of calmer sophis ­

t i c a t i o n these problem ohildren are shown some tolerance and 

undera tending, for the ir i l l s and the turmoil they create are 

attr ibuted to the psychological pressures of troubled back­

grounds and an underprivileged youth. The problems of these 

r e s t l e s s underdeveloped countries are the same s o r t . 

The lessons of the irrespons ib le lengths to which 

rebe l l iousness can be carried by immature s ta t e s in excess ive 

demonstrations of independence cannot escape us a f ter expe­

rience of events in Egypt, Indonesia, Cuba, the Congo, Alge­

r i a , and other storm centres In Africa. These are troubled 

s ta te s undergoing the emotional upheaval of adolescence, 

driven by b o i l i n g resentm nt against the ir e lders and f o s t e r 

parents , whom they aecuse of having deprived them of t h e i r 

r ight fu l due in e a r l i e r years . Wisdom d ic ta te s that the 

mature and prosperous s t a t e s should understand the psychology 

of these emerging n a t i o n s , deal with them sympathet ica l ly , 
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give them guidance with a minimum of in ter ference , and o f fer 

them every poss ib le help i n the way of cooperation and oppor­

t u n i t i e s that they may f u l f i l l the i r r e s t l e s s ambitions for 

a r icher e x i s t e n c e . If we f a i l them the system of the world 

economy, vhlch I hope e a r l i e r chapters have e s t a b l i s h e d , i s 

the on ly hope for maximization of the p o s s i b i l i t i e s of peace, 

prosperity and progress , i s gravely threatened by p o l i t i c a l 

and economic fragmentation. The disconnected parts would 

then be parts In "constant f r i c t i o n impeding mutual gains and 

d i s s i p a t i n g the energies and production of the member s t a t e s 

ef the world i n warlike ,and defensive channels at the cost 

ef eeonomio and cul tural progress . 

••"• I t i s quite c l ear that the problems of economic 

growth must be 'dea l t with i n a v a s t l y wider context than ex­

pending production and income achieved through the magic for ­

mula of increas ing i n d u s t r i a l i z a t i o n and ever r i s i n g rates 

ef Investment. The newly emerging regions and the advanced 

eountries a l ike are prone to think in these narrow terms and 

reduce the quest ion of cooperation for progress to a measure 

of the s c a l e of f inanc ia l ass i s tance that may be provided 

and tate rate at whleh i t may be absorbed. Even i f the essence 

of growth comld be resolved to th i s s p e c i f i c s ing le problem, 

there are deeper roots that must be e s tab l i shed before the 

f e r t i l i z a t i o n of investment can produce i t s expected higher 

out pat;"' The "economic spec ia l i s ' t i s general ly incapable of 
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the broader vision needed to "ive proper emphasis to these 

more fundamental preconditions and continuing conditions for 

economic progress. I have little doubt that a priest I have 

met, an educator who has spent several years in industrially 

blossoming but still underdeveloped Brazil, is looking closer 

at the roots that must be nourished when he insists that 

education is the key problem of underdeveloped countries. 

For him, the main resource of any country, the real determi­

nant of efficiency of production, is the people, the human 

factor. Without education, widespread and carried to pro­

gressively higher levels, there can be no social, political 

or economic progress or stability. International cooperation 

for progress might appropriately emphasize education in aid 

programmes, and in the end achieve more toward ensuring the 

economic emergence of the underdeveloped countries at much 

lower money cost than simply paying the bill for stumbling 

investment directed toward the great goal of industrializa­

tion, all too often mis timed and misguided with inevitably 

disappointing results. 

In the body of this book the main theme of the economic 

review of the problems of differential growth rates was that 

a higher rate of world economic rogress would be attained 

if the glaring gap in the rate of regional growth could be 

narrowed, while progressive widening of the gap would impede 

the process of secular expansion by multiplying and magnify-
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ing the instability elements. Even recognizing the fright­

ening implications of the dictum that instability is the 

enemy of economic progress, cognizance must now be taken of 

the even more terrifying manifestations of instability of a 

non-economic nature that threaten not only to check the 

course of future progress but to destroy part or all of what 

has been attained. 

Undoubtedly, to some degree, the course of civiliza­

tion, the path of social evolution, is in the making in every 

generation of human history. It may be simply that the 

problems and events of one's own age seem infinitely more 

vivid and significant than those recorded in the history of 

the past, yet the challenge of our times surely is a cres­

cendo in the turbulent symphony of human history. Peace, 

harmony, progress, and prosperity may prevail; or unrest, 

conflict, retreat and the jeopardy of human well-being may 

triumph. Through trade, war, and science, the remote parts 

of the earth have been welded into a common society within 

which goods, ideas and ambitions become readily exchanged 

and 8hared. History proves that as this process unites 

remote provinces, towns and hinterland, into national econ­

omies or societies, that hierarchies become threatened and 

progressively dissolved by the evolutionary process of 

social revolution without violence, or challenged and liqui­

dated by angry, unrestrained uprisings. National economic 
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growth has invariably been accompanied by an egalitarian 

movement that would not tolerate excessive differentials in 

the levels of privilege and reward for one geographical re­

gion against another or one social class against others. 

Where real progress has taken place within national bounda­

ries a levelling process has been inevitable, giving renewed 

strength and impetus to secular growth for the greater well 

being of all. Now that a world society has virtually evolved 

within the framework of a world economy a parallel develop­

ment is inevitable. This is the real challenge of our times; 

to move forward in common, harmonious progress, with a 

levelling-up of the poor and backward territories and peoples 

for the eventual well-being of all; or in a narrow context 

of time and consequences, to attempt to live tenuously within 

the world economy and world society, falsely hoping to 

exploit positions of national privilege for ever greater 

comparative prosperity, while soothing the angry passions of 

the underprivileged to withstand the mounting violence of 

their claims. 

The process of economic development in underdeveloped 

countries has not been closely studied in all its ramifi­

cations in this work, but there is ample supplementary lite­

rature discussing the many barriers, implications and conse­

quences in terms of social and sociological forms. It would 

be too lengthy and complex an undertaking at this point to 
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review the many-featured impediments and responses to econ­

omic growth rooted in social forms and traditions, varied 

religious contexts, rigid but unstable political settings 

and institutional frameworks, yet some recognition must be 

given to the troublesome and unpredictable consequences of 

sociological Inertia disturbed. The peoples of traiditional 

societies have in increasing measure been enticed and forced 

out of the lethargy of subsistence existence on a local or 

regional basis without yet achieving significant communica­

tion with a broader economic society. Even against their 

traditional prejudices and resistance, hardened in the cake 

of custom, they have been stirred to want more and take 

action to attain it. Their pitiful, or perhaps enviable, 

contentment is being increasingly taken from them and it can 

never be regained. Feeling newly insecure and restless, 

with their desires stirred by alluring, but seemingly un­

attainable, hopes, they are ready to be guided to new and 

more fruitful ways of life. If tempted but unsatisfied, de­

prived but uncompensated, they are ready to rebel against 

the fates to claim the expected fruits. If economic develop­

ment can be demonstrated to mean to these unsophisticated 

peoples a rewarding experience in which the compensations 

exceed the sacrifices, and in which the pace of achievement 

dees not fall behind the rate of increase of wants, it will 

probably be embraced by them, gradually but firmly, and they 
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will build progress for themselves and contribute to it for 

the world economy. Yet, if the gap between what they have 

and others have constantly widens, now that their awareness 

of the wider world has been kindled,their reaction will not 

be satisfaction in the betterment that they gained but resent­

ment at the comparative worsening of their position. This 

will breed discontent and revulsion from such an unfair sys­

tem. Jealousy is the mother of hate, and resentment will 

grow against the privileged ones who, although they may not 

hsve caused, are so unfeeling as to tolerate such grose and 

growing inequality. 

The critical aspect of this problem of disparity in 

rates of economic growth is not the aspiration that inequality 

can ever be banished frost the earth so that everyone in every 

nation may be lifted to the fullest enjoyment of God's rich 

gifts through the ingeauity and justice of man, but that there 

is a tolerable degree of inequality and when the margin of 

tolerance is exceeded it Is in the nature of man to rebel. 

The earlier economic analysis of the problem demonstrated 

that s narrowing of the gap would enhance the prospects for 

international economic welfare and stimulate continued growth 

with an increasing harmony of national interests. As the 

gap grows to the intolerable limit, particularly as awareness 

of ths attainable in living standards is realised by the back­

ward peoples, then a dishamony of interests intrudes creating 
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instability conditions that threaten not only future progress 

but ths very foundations of what has already been achieved. 

It requires no distortion of the interpretation of 

history to represent, in the Toynbee sense, that this process 

of national resentment, disharmony and conflict, leading to 

social and political revolution and then withdrawal from 

the outward challenge to a position of isolation, to gain 

Independent strength according to revised standards, has 

taken place frequently enough. In our age there are ths 

striking and threatening Instances of Russia and China. The 

vassal states of these giants of Communism cannot be classed 

as additional instances because they are captive provinces 

not acting through genuine social volition. The continued 

existence, undeniable strength, and apparent achievements 

of these professants of a new gospel of progress, in sharp 

conflict with and challenging our own, makes it imperative 

for the democratic world to solve this problem of unequal 

rates of growth before the limits of tolerable disparity are 

exceeded for sore countries, driving them in rebellious 

desperation into this alien camp. 

Economica inevitably drifts into the tangled web 

of politics - power politics and the contest between vio­

lently opposed political philosophies - once disillusioned 

or misguided countries turn away from the Western world to 

embrace the ever ready mentorship of Russia. Communism is 
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no friendly r ival to democratic capitalism, i t i s the u l t i ­

mate challenge, the final destroyer. Co-existence i s a 

fading myth. The fate of the world economy, of tlxe treasures 

of freedom, are at stake. Let us f a i l these newly emerging 

eountries in their requests for help and deny their hopes for 

greater economic equality In the future, and they w i l l one 

by one turn away from us to accept Communism's eager embrace. 

Learned Latin Americans, who are no doctrinaire Communists 

but are the responsible and dedicated leaders of their coun­

t r i e s , calmly and soberly worn us that they must have gene­

rous financial aid, and i f the United States and Europe f a i l 

them they w i l l look elsewhere. We have been warned. If we 

have not a sufficient sense of international purpose to 

supply the underdeveloped countries with essential financial 

aid and, no l e s s , the spiritual e s sent ia l , in the broadest 

meaning of the word, we shall have fa i led them and defeated 

ourselves. 

A highlight of this contest, that could be the deter­

mining tes t in casting the form of the future course of the 

process of social and eoonomlc evolution in the world, i s 

the vast experiment In development undertaken by India. This 

i s an outstanding tes t case in the study of eoonomio develop­

ment, not only because progress there la so e s sent ia l , the 

problems so immense, and the potent ia l i t i es for success so 

great , but because I t has been undertaken as a conscious 
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competit ion with a comparably s i tuated s o c i e t y , China, fac ing 

s imi lar problems but seeking to so lve them through an oppo­

sed philosophy. India i s the showcase for the democratic, 

free economy system in the eyes of a l l nations of As ia , and 

probably throughout Africa and the Middle East . I f India can 

plan for a ra te of development that equals or b e t t e r s that 

achieved i n Communist China, command the required e f f o r t on 

the part of i t s own peoples , muster and appropriately a l l o ­

cate the necessary resources of c a p i t a l , e f f i c i e n t labour, 

materials and power, e n l i s t the technical and f inancia l aid 

of the free-world i n recognit ion of the internat ional p o l i ­

t i c a l and economic s ign i f i cance of i t s o b j e c t i v e s , i t w i l l 

be a triumph for modern c a p i t a l i s t i c s o c i e t y that w i l l f or ­

t i f y our c i v i l i z a t i o n and help keep the paths of the future 

c l ear for continued progress in the world economy. Judging 

by the impressive rate of economic growth achieved by Russia 

over the past t h i r t y - f i v e years and the indicated success 

being won by China, to accomplish these r e s u l t s , India must 

at l e a s t c l o s e the gap between i t s e l f and the advanced coun­

t r i e s i n terms of the rate of growth of net national income, 

even i f the population dilemma precludes c lo s ing the growth 

gap i n terms of comparative per cap i ta Income for a t ime. 

Much has already been demanded of the Western World 

by India to support the great experiment, and even more w i l l 

be needed i n the future . India was conspicuously caught in 
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the v i c ious c i r c l e of poverty. Low income has meant low 

s a v i n g s , i n turn t h i s has meant a low investment rate which 

can only r e s u l t in low product iv i ty and consequently low i n ­

come. To breech the c i r c l e India has had to look abroad for 

investment funds and these have been forthcoming from the 

Internat ional Bank for Reconstruction and Development, Colombo 

Plan a s s i s t a n c e , blocked s t e r l i n g r e s e r v e s , other substant ia l 

c r e d i t s from Germany, United Kingdom, the United States and 

also Russ ia , in addit ion to supplier cred i t s from numerous 

other countries s e l l i n g industr ia l and transportation equip­

ment to India , and supplemented by short term aid from the 

Internat ional Monetary Fund. India I t s e l f had removed the 

immediate s o c i a l obstac les to development, so that the need 

and the w i l l for change and progress do e x i s t . Besides 

f inanc ia l a s s i s t a n c e , India has r e l i e d on foreign technica l 

aid for hea l th and education as wel l aa for indus tr ia l pro­

duction. This sort of technical guidance and ass i s tance in 

tra in ing workers and deal ing with problems w i l l become of 

increas ing importance as the momentum of development picks 

up. Reasonably enl ightened s e l f - i n t e r e s t alone d i c t a t e s 

that i t would be c o s t l y f o l l y to refuse help of any reasonable 

type or s c a l e . Neither th i s p l e a , nor the Indian i n t e n t i o n , 

i s based on the thought that the world needs India* s success 

so much that India can demand help at w i l l and s h i f t i t s 
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problems into the lap of others. Outsiders cannot make 

the development process succeed without the sincere will 

and endeavour of these poorer people themselves. Success 

rests In local effort, but the feasibility of success does 

depend on adequate, understanding, foreign assistance. 



CHAPTER 2 

ECONOMIC FRUSTRATION IN THE WORLD ECONOMY 

'̂'he urgent need Is upon us to solve the riddle of 

economic growth. Soon we must acquire the perception to 

penetrate to the vital core of its nature and cease merely 

toying with its overt cnaracteristies. This book, like all 

others to date, cannot pretend to have done more than explore 

and reflect upon some of those characteristics. One feels 

that the barrier to truth and full understanding is only a 

filmy veil of mystery, but it is enough to confuse our 

thinking, to frustrate our earnest attempts to manage econ­

omic growth for the maximum social good, and to prevent clear 

sighted policies for the fulfilment of our aims. Unless we 

do formulate that comprehensive theory of economic growth 

which fully explains the dynamics of the economic process of 

production and of the process of distribution in the broadest 

sense of consumption, savings and investment, we cannot hope 

to control our economic destiny. Failure, or prolonged post­

ponement of success, In this task means the inability to 

translate our economic ambitions and bright expectations into 

tangible and manageable reality. The frustrated economist 

in moments of honest, human despair is tempted to complain 

that wlt is all so complicated". Such a despairing bleat 
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must be re j ec ted with contempt, as must a lso the posturing 

pretens ions of the half-knowing pundit, for the challenging 

problem can ne i ther be evaded nor d i s s ipated by mesmerism. 

The goal of understanding must be attained even i f i t r e ­

quires desecrat ing the venerable dootrines of t r a d i t i o n a l 

eoonomies, against which Galbraith has recent ly l i f t e d h i s 

r e b e l l i o u s v o i c e . 1 

The f i r s t major truth that muat be faced Is that 

eeonomio growth i s not automatic. I t i s not something that 

the c l ever peoples of the world enjoy by divine r ight of 

superior endowment. Axiomatically, backwardness i s not the 

inescapable ourse of in f er ior peoples from whleh there Is ho 

redemption. In the emerging countries the po l i cy makers and 

planners have beoome obsessed with the magic curat ive powers 

of i n d u s t r i a l i z a t i o n as the formula for progress and prospe­

r i t y . Deplorably, they turn a bl ind eye to the dangers of 

I n f l a t i o n and balance of payments c r i s e s in t h e i r sublime 

f a i t h that i n s t a b i l i t y i s a minor ailment of childhood whioh 

w i l l disappear with advancing maturity. This unsophis t i ­

cated f a i t h in the automatic, se l f -ad just ing process of 

economic development or growth regret tably i s not something 

that i s outgrown. Prevai l ing doctrine in the advanced 

1 John Kenneth Galbraith, The Affluent Soc ie ty . 
Boston, 1958, Houghton Mif f l in Co.; another serai- iconoclast 
i s Gunnar Myrdal, An Internat ional Economy, New York, 1956, 
Harper & Brothers. 
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countries is that a high level of Investment is sufficient 

guarantee of continuing growth. Increasingly, a certain 

awareness is spreading that the rate of investment is not 

sufilcient In itself. Considerable attention is being given 

to the fact that there must be within the required high 

total rate of investment a fair percentage of autonomous 

investment to act as a stimulating force. Without this 

dynamic impulse serious problems of economic stagnation, 

excess productive capacity, lagging consumption and under­

utilized savings can occur. If the dynamic force of progress 

is lost, the whole process of economic growth must falter. 

In the year 1960, the North American economies of 

the United States and Canada revealed worrisome signs of 

eoonomlc lethargy that could reasonably be attributed to 

a sort of fatty complaisance resulting from a false sense 

of confidence in the process of automatic growth. It is 

somehow generally accepted that without any special effort 

or conscious design we can expect to enjoy the blessings 

of ever increasing material well-being. lihe new art of 

'growthmanahip' has become popularized by politicians and 

many serioup economists. This seems to be a strange sort 

numbers cult devoted to the selection of large, convenient­

ly rounded percentages, bid to higher and higher scales by 

the competing factions. The most popular figure la then 

enshrined as the ohosen rate of economic growth that may 
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confidently be expected to perpetuate itself In endless pro­

jection. No serioue attention is paid by anyone to how these 

attractive numbers may be translated into effective growth 

rates. 

Part of the inspiration for this game is the happy 

delusion that anything the Russians can do we can do better. 

Wo have actually come to believe that faith in our economic 

momentum is the mainspring of future progress. Equally 

astoniahing is the oonviction tnat it Is terribly important 

that America must maintain a growth rate that cannot be 

matohed by Russia. This notion has its foundations in the 

persuasion that economic strength is the main line of defence 

in war. No one seems willing to tolerate the intriguing 

possibility that greater economic equality between the 

great powers could do much to ease competitive jealousy and 

resulting tensions and thereby lessen the dangers of war. 

A truly prosperous Russia would inevitably become a more 

contended country where some of America's disease of fatty 

complaisance would make its appearance and soften the harsh 

edges of communism. For it aannot be denied that communism 

is a creed of malcontents. 

Along with this sublime faith in automatic growth Is 

a comforting belief in the progressive disappearance of 

instability in the economic system. We have contrived to 

delude ourselves that ingenious build-in stabilizers ooupled 
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with an Increasing capacity to manage the economy efficient­

ly, yet without recourse to the despised device of economic 

planning, will ensure that the economy will move relatively 

smoothly on an upward slopping trend line with only mild 

disturbances. The major business cycle Is dead, it is said, 

and the minor cycle is dying down. Little hoed is now paid 

to the dangers of deflation, because of this deep faith in 

continuous growth and In our ability to prevent serious 

depressions. Considerable attention is still given to the 

problem of Inflation, because rJ sing expectations may at 

intervals cause too rapid expansion and the scramble for 

higher wages and higher profits may generate an explosive 

price effect. Inflation is held In awesome respect and 

more or less contained with inadequate instruments of con­

trol, while remarkably little regard Is paid the fact that 

monetary management which arrests inflation also very 

effectively arrests economic growth. Ihe philosophy of 

economic management is based on the notion that the only 

uneonquered elements of instability in the system are the 

mild disturbances of periodic adjustment to excessive for­

ward spurts of prowth which breed some temporary inventory 

excesses and scattered excess capacity. 

An economy so organized and run, on an economic phi­

losophy founded on complacency Instead of conscious under­

standing of the operation of the system, can too easily 
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become prey to the economics of frustration* If the dyna­

mics of growth and the destabilizing influences are regarded 

as automatio and self-adjusting, and faith is placed in 

tools of control that are Inadequate, no positive economic 

policy will ever be formulated. Then, too easily, temporary 

dislocations and periodic adverse trends can become secular 

in nature. This need not result in the ultimate break-down 

of the system, to fulfil the dire Judgements of the oppo­

nents of the system, but It could lead to a prolonged period 

of limping stagnation, such as most of Europe experienced 

in the lnter-war period. Such a distressing and disillu­

sioning lesson would be a painful way to learn that growth 

projections based only on faith in the self-perpetuating 

nature of prosperity can be blithe self deceit. •*• am not 

intending to don the mantle of Cassandra, only to warn 

against the dangers of the economics of frustration. To 

forecast continuing economic growth and balance of the 

economy with no oertaln knowledge of how these ends may be 

achieved, and no plan of action to materialize the goals, 

is a delusion we cannot afford. The only escape Is to gain 

a complete understanding of the processes of eoonomlc growth 

and, based on this understanding, arrive at positive poli­

cies to sustain the dynamics of the system. 

The acceptance of traditional half-wisdoms that 

impede the search for complete truth, and the willingness 
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to bow to s u p e r f i c i a l l y convincing but b a s i c a l l y f a l s e doc­

t r i n e s , have long plagued prac t i t i oners of economics and 

the i r d i s c i p l e s . I t i s teachings of these types and the 

unfortunate but Intransigent p o l i c i e s based on them that I 

l abe l the economics of f r u s t r a t i o n . There are many long 

honoured dootrines of t h i s sort that have in the past rooted 

themselves In popular economic theory and checked the pro­

gress of deeper knowledge and the advance to a richer econo­

mic l i f e . Str iking Instances of the economics of f r u s t r a ­

t ion are such misbegotten doctr ines as Mercantilism, the 

wage-fund theory, Marx on d i s t r i b u t i v e shares, t rad i t iona l 

eon t r a o t i o n i s t f i s c a l p o l i c i e s , beggar-my-nelghbour foreign 

trade p r a c t i c e s , the over-production var iat ion of the s t a ­

gnation t h e s i s , and most trade labour union ph i losophies . 

The common pr inc ip le behind a l l these doctr ines i s a p h i l o ­

sophy of l i m i t a t i o n that predicates that the sum t o t a l of 

eoonomlc gains and welfare i s l imited, so that any i n d i v i ­

dual, s o c i a l group, or nat ional economy, can only inorease 

i t s share at the expense of o thers . This l i m i t a t i o n t h e s i s 

t rans la ted into subject ive terms warns that i f othera make 

gains these can only be at tne expense of me, or ray e l a s s , 

or my country. 

I t i s unthinkable that such not ions can prevai l i n 

the t e e t h of the ample evidence that through eoonomlc pro­

gress the r i ch get r icher but the poor do not g e t poorer 
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because of It. Economic progress means rising productivity 

and increasing total income, which allows a larger share for 

all. Effective full employment policies in the post-war 

period have at least temporarily destroyed the false founda­

tions of the over-production stagnation thesis and the 

limited employment opportunity fiction, although this latter 

fear still lingers in doubts and protests against automa­

tion. 

The danger for world progress is that a sort of 

prosperity fund theory is more or less accepted by many, 

even though not expressly so defined. The general nature of 

these prosperity fund fears is that if the underdeveloped 

oountrles do succeed in accelerating the rate of their 

economic growth that it must be at the expense of the advan­

ced countries. Partly through pride, many will not concede 

that the poorer countries can advance faster, because this 

would mean that the richer countries would be progressing 

more slowly, which in turn Is taken to mean slower than 

would otherwise have been possible, indicating that the 

acoelerated growth of the poorer must surely be at the 

expense of the richer. To prove the validity of such a pro­

position it Is pointed out that Industrialization in the 

backward oountrles destroys export markets for the advanced 

industrial countries. Perhaps even worse is the demonstra­

ted possibility that with their rising production of a 
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wide variety of goods based on cheap labour these goods may 

enter as our imports to steal domestic markets, leading to 

what is claimed to be obvious damage to domestic industry. 

Similarly, it is argued that capital exported to these under­

developed countries can only be at the expense of both in­

vestment and consumption in the advanced country. This is 

popularly called taxing oneself for the foreigner, sacri­

ficing present living standards by foregoing possible con­

sumption and future by the reduction In possible oapital 

stock. These are the teachings of the economics of frustra­

tion. 

The message of this book is exactly the obverse of 

these teachings, it is the central contention of this text 

that the failure of the lagging sectors of the world economy 

to experience a rapid acceleration in growth rates, which 

will ultimately lead to some closing of the gap between them 

and the advanced countries, will inevitably have a lag reper­

cussion on the entire world economy. Thus, by frustrating 

the growth of these emerging eoonomies the potential future 

growth of the industrialized world will equally be frus­

trated In some measure. 

•the prosperity fund theory itself deserves closer 

examination. That it is so prevalent in public and political 

circles is hardly to be wondered at when we reflect how 

slowly the idea of splendid isolation in its rather dlffe-
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rent forms In England and in the United States began to 

sicken and enter a lingering death struggle. In the United 

Kingdom the age old faith in the advantages of eschewing 

Involvement with continental Europe has persisted unto this 

day when only now the realisation is dawning that the United 

Kingdom needs the continent more than the continent needs 

the United Kingdom. The creed of non-commitment was pre­

served, in face of the repeated compromise of the principle 

by post-war association in NATO, in OEEC, in SPU, and other 

lesser ways, when the rear guard action of rejecting the 

Steel and Coal Community was taken. The strength of the 

European Eeonomio Community is too obvious to deny and at 

last the old faith is shattered and isolation is being re­

cognised as a false idol, the creature of the economics of 

frustration. 

Across the Atlantic the grand delusion of isolation 

was based on the conviction that the United States of America 

was unity enough and strength enough for here was the proxi­

mate reality of ample self-sufficiency. To consort with 

poor relations in the world could only lead to a charitable 

support of the aging and faltering economies of Europe and 

the younger but perennially dependent countries elsewhere in 

the world. The isolation of the United States was mercan-

tilistic in its way, for loathesome was the thought that a 

strong creditor nation had any obligation to export capital. 
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Only the ahooking lessons of two wars finally forced the poli­

tical leaders to understand the principles of enlightened 

self-interest, to realize that a continuing surplus in the 

balanee of payments and an ever growing hoard of sterilized 

gold would strangle the rest of the world's trade and pros­

perity, whioh in turn would frustrate the trade and employment 

opportunities in the United States itself. The lessons of 

mutual dependence nave been learned tnese past two years in 

an even more alarming way, for the United States has deve­

loped Its own balanoe of payments problems which have given 

rise to a determined export drive. The vital Importance of 

the external sector is gaining recognition in the United 

States in many ways. The Paley Report, reinforced by later 

studies, drove home the lesson that declining self-sufficiency 

would make isolation increasingly Impossible. The increasing 

vigour of the Russian economic strength added a new dimen­

sion to the political threat of this rival for world leader 

ship. The dramatic vitality of the European states, now 

welded together in the Common Market, or European Economic 

Community, which have flourished while North America lan­

guished, has stripped away the self sati sfaction of the con­

viction that the Ur.ited States is the dynamic centre of the 

world economy. These events have profited the American 

economy even if they have hurt national pride, for no longer 

does It follow that when the United States economy sneezes 
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the world eoonomy collapses with a high fever. Fortunately, 

the stimulated growth rate elsewhere In the world economy, 

based on a dynamio that is more than a pale reflection of 

American prosperity, has built into the world economic system 

greater stability, which helps the United States itself to 

contain the duration and severity of its own recessions. 

The greatest possible deterrent to economic instabil­

ity is widespread economic strength. In the world economy, 

surely the policy prescription must be that all nations, 

rich and poor, embrace with increasing loyalty the ideal of 

a harmonious world economy and work towards it without vacil­

lating at every prick of national pride, suspected infringe­

ment of national sovereignty, or apparent chance for narrow, 

selfish gaina. Long range policy objectives muat not be 

contravened for short run motives which spring from the phi­

losophy of the economics of frustration. In pursuit of the 

larger aims of Internationalism the members of the world 

community of nation? must enter frankly and cooperatively 

into the forums of the United Nations and associated inter­

national organizations, that the objective of stability and 

growing prosperity on a broadening and deepening base may be 

realized. 

Jurt as such concepts as the iron law of wages gave 

way, and later the marginal productivity theory of wage deter­

mination was modified by the twin foroes of countervailing 
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power and the logical claims of social Justice, which broke 

down the Inevitability of great and growing Individual 

Income inequality to make room for new welfare concepts and 

a new balance of distributive shares, so are new sets of 

international standards of welfare and justice promising to 

break, down the world acquiescence in extreme national econ­

omic inequality. In extension of this parallel, It is 

known that lessening personal income inequality led to a 

more vigourous, ambitious and productive labour force, sti­

mulated by increasing opportunity to improve skills and 

education and make an Increasingly dynamic contribution to 

society and economic growth. So, too, may the underprivi-

ledged nation.*- contribute increasingly to the advance of 

the world economy and world society once they have shed the 

restraint to their initiative of perpetual poverty. The 

restlessness of discontent, the groping but insistent 

struggle for improvement, the gambling conviction that 

there is so much to fain and so little to lose, are price­

less, compulsive assets of the newly developing economies. 

The dynamic, driving sense of purpose is strong in such 

societies and this spirit of sometimes reckless ambition 

can potentially produce achievements at a more rapid rate 

even than in more mature countries where the attainments of 

the past are in themselves ample and satisfying, making 

the status quo something to be treasured and protected. 
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Even as the momentum of economic, social, political, nay 

even cultural progress has been cax̂ ried forward in the part 

century by the impetuous strivings of the self-confident, 

eager peoples of the United States, so in the future may 

the rescue from smug complacency and virtual stagnation of 

the world economy rest in the hands of the dynamic young 

states now writing for themselves and the world an exciting 

new history. 
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APPENDIX I 

ABSTRACT OF 

Unequal Growth in the World Economy: 

Its Repercussions on Growth and Stability in an 

Interdependent World Economy 

In an Interdependent vorld economy the rate of eoonomlc growth of 

the parts is dependent on the rate of growth of the entire vorld economy. 

The rate of growth of the vorld economy may be paced by the growth rate 

of the advanced centre, being the mature, industrialized economies, but 

in the longer run the dynamic growth impulse rests in the under­

developed periphery. The reason for this ultimate dependence on the 

newly developing economies is found In the retardation effects communi­

cated through the international repercussion factor, vhlch become 

operative as a result of unequal growth In the vorld economy. 

To study this problem effectively it was necessary to utilize 

all the available techniques of analysis so far applied to the question 

of economic growth. These Include the incomplete and imperfect theory 

of economic growth that has gradually evolved, the tools of model build­

ing, the historic approach, and the empirical method. The inadequacy of 

the general theory becomes increasingly apparent as growth problems are 

analysed. 

Before any satisfactory theory can be developed the economist 

must broaden his horizons to encompass the many disciplines of the 

1 PhD. Thesis presented by Donald Clarke Taylor, in 1961, to the 
Faculty of Social, Economic and Political Sciences of the University of 
Ottava, ix - 368 pages. 
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social sciences, and then formulate a comprehensive philosophy of social 

evolution. The perspective required has been labelled humantics, by 

vhich is meant the nature of social science in its entirety and the 

affairs of humanity. 

Preparatory to dealing vith the problem of unequal growth it was 

necessary to reviev the state of economic development achieved and the 

comparative growth rates of member states of the vorld economy. Growth 

rates demand understanding of growth forces, and to this end a survey of 

the now extensive literature was undertaken. Separate attention was 

given to the population problem. To complete this background explora­

tion, forecasts and projections of growth rates were analysed. 

An empirical approach vas first adopted to study the central 

problem of international retardation effects. The economic history of 

several representative countries vas surveyed in a condensed account. 

Next, the theoretical concept of international retardation effects vas 

developed, first in relation to the transmission of income effects in the 

interdependent vorld economy, and subsequently in terms of balance of 

payments interrelationships, when the approach used was a study of the 

stages of economic progress. 

These explorations demonstrated the importance of stability as a 

fundamental determinant, in many romificatione, of the real rate of 

economic growth. Attention vas given specifically to the impact of 

instability, as well as to the true meaning of instability, in the world 

economy. The initial approach used vas the traditional fiction of the 

closed economy, then consideration of the broader reality of the inter­

national economy, and finally the world economy. 
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In order not to neglect any tools of analysis, the nature of 

mathematical growth models and their lesson* were studied. Once again, 

it was necessary to proceed by stages of diminishing simplicity to 

arrive at the beet available in fully internationalized, dynamic models, 

which alone would aid in dealing with the problem. A final, simple, non-

mathematical model demonstrates the central theme of the thesis. 

In Part III, the conclusions of the study were examined in the 

context of the world economy, in the full sense of an integrated social 

and political complex. The folly of the economics of frustration, which 

is the path of introverted economic dogma that inevitably becomes self-

defeating, is exposed to the harsh glare of good sense in terms of 

economic growth. 

In all, it is clearly seen that a large and growing income gap 

between the developed and the underdeveloped areas presages economic as 

well as political trouble for the industrialized countries. 


