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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 
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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. 
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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. 
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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 
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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. 
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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 
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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. 
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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"* 



POPULATION AND GROWTH 70 

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 



PROJECTED AND ATTAINABLE RATES OF GROWTH 80 

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. 
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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 


