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We have had somz difficulty in interpreting the term underdeveloped
countries. We use it to mean countries in which per capita real income
is low when compared with the per capita real incomes of the United
States of Amarica, Canada, Australia and Western Europe. [n this sense,

an adequate synonym would be “poor countries”
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Characteristics of underdeveloped Areas

1. Economic
(a) General

(1) A very high prepertion of the population in agriculture usvally
some 70 to 90 percent.

{25 “Absolute over-pcpulation” in agriculture; that is, it would be
possible to reduce the number of workers in cgriculture and still
obtain the same total output.

(3) Evidence of considerable “disquised unemployment” and a lack

 of e‘rhployment opportunities outside agriculture.

(4) Very little capital per head.

(5) Low income per head and, as a consequence, existence near the
“subsistence” level.

(6) Practically zero savings for the large mass of the people.

(7) Whatever Savings do exist are usually]achieved by a landhold-
ing class whose values are not conducive to investment in

~ industry or commerce.

(8) The primary industries, that is, agriculture, forestry, and
minings, are usually the residual employment categories.

(9) The output in agriculture is made up mostly of cereals and
primary raw materials with relatively low output of protein

foods, The reason for this is the conversion ratio between cere-

@ H. Leibenstein, Economic Backwardness and Ecomomic Growth, New York, 1957 pp.
40~11
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als» and meat pioducts; that is, if one acre of cercals produces a
certain number of calories, it would take between five and seven
acres to produce the same number of calories if meat products
were produced.

710 Major propoertion of expenditures on food and necessities.

{11, Expoert of foodstuffs and raw materials.

712) Low volume of trade per capita.

(13) Poor credit facilities and poor marketing facilities,

{14) Poor housing.

{b) Basic characteristics in agriculture,

713 Although there is low capitalizaticn on the land, there is simul-
taneously an uneconomic use of whatever capital exists due
to the small size of holdings and the existence of exceedingly
small plots.

(2) The level of agrarian techniques is exceedingly low, and tools
and equipment are limited and primitive in nature.

{3) Even where there are big landowners as, for instance, in
certain parts of India, the openings for modernized agriculture pro-
duction for sale are limited by difficulties of transport and the
absence of an efficient demand in the local market. 1t is signifi-
cant that in many backward countries a mcdernized type of
agriculture is confined to production for sale in foreign markets.

{4) There is an inability of the small landholders and peasants to
weather even a shert-term crisis, and as a consequence,

- attempts are made to get the highest possible yields from the
soil, which leads to soil depletion.

(5) There is a widespread prevalence of high indebtedness relative
to assets and income.

(6) The methods of production for the domestic market are gener-
ally old—fashioned and inefficient, leaving little surplus for
marketing. This is usually true firrespective of whether or not

‘the cultivator owns the land, has tenancy rights, or is a share-

Cropper.
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(73 A most pervasive aspect is a feeling of land hunger due to the
exceedingly small size of holdings and small diversified plots. The
reason for this is that holdings are continually subdivided as the
population on the land increases.

2. Demographic

{1 High fertility rates, usually above 40 per thousand.

(2) High mortahty rates and low expectition of life at birth.

(3) Inadoquate nutrition and dietary deiiciencies.

(4) Rudimentary hygiene public health, and sanitation.

(5) Rural overcrowding.

3. Cultural and Political

(1) Rudimeniary education and usually a high degree of illiteracy
among mcst of the people.

(2) Extensive prevalence of child labeor.

(3) General weakness or absence of the middle clase.

74) Inferiority of women’s status and pesition.

(5) Traditionally determined Eehavicr for the bulk of the ropulace.

4. Technological and Miscel]aneoﬁs.

(1) Low vields per acre.

(2) No training facilities or inadequate facilities for the training of
technicians, engineers, etc. _

(3) Inadeguate and crude communicaticn and transpcrtatmn facili—
ties, especially in the rural areas,

(4) Crude technologyv.
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For the present purposes the take-ofl is defined as requiring all three

VE e

of the following related conditions:

(1) a rise in the rate of productive investment from, say, 5% or less
to over 10% of national income (or net national product (NNP)):

(2 the development of one or more substantial manufacturing sectors,
with a high rate of growth;

(3) the existence or quik emergence of a political, social and institu-
tional framework which expleits the impulses to expansicn in the modern
sector and the potential external economy effects of ‘the take-off and

gives to growth an on-going character.
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B W.W. Rostow, The Stages of Economic Growth, C‘amBridge, 1962, p.29
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ZA3bel] AR FEria B 28] whe HEE| MW @ vlgs)

Perhaps it is as well to remind ourselves at the outset that economic
change does not result exclusively frcm changes in institutions. Econcomic
growth may occur because cf an increase in capital formaticn, or because
new technclvgical knowledge becomes available, or other reasons not
.originating in institutional ‘change; a clear eiample of this cccurs when
-foréigﬁers brings new kncwledge or new capital. Growth originating in
.one of these factors is almost certain to cause institutional change. Alter-
natively, there may be institutional changes which do not originate in

economic change, such as changes produced by religious, pelitical or

@ W.A. Lewis, The Theory of LEvonomic Growth, London, 1955, Chapter 11l E3] pp.
142 ~"56. S
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- Also the institutions of any one country are changing all the time how-
ever slowly or rapidly. They may bz changing in ways which are favau-
rable to growth, but they may also bz changing in ways which restrict
growth.

ol e} o] Lewis® #BRELT SHIEEHEEL]  RIVIi(compatibility)S-
ol A sk A = Rostows} shabrbx| 2 HIBEEES FEiigre vx 9giy
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3} Fre]| w=hatbel.
Instead of concentrating exclusively on the “husbanding of “scarce re—
sources such as capital and entrepreneurship, our approach leads us to lock

for ¢ Pressures and “inducement mechanisms” that will elicit and mobil-

‘ize the largest possible amounts of these resources.

EEAR AR S uche o & AW AT A4l e ¥

@ A.0O. Hirschman, The Stralegy of Leoncmic Develogment, Yale Univ. Press, 1958; p. 6
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Tho ooross wonn exgorial

Lty a
arguss, in oo

majer maatll of the diffzrence between eialic iheery cuad a theoory of
growth. In slatic theery, external econoriics are relatively unimporianl.

But in a theory of development, -~ -- = oxtzrnal economies abound because

bl

given the inhereat imparfection of th: ne siment markst, Imberisct

knowledg: and cicks, paouniary and te-lvinlosgi=ol exdersal econonlics havs

a similarly disturbing effect en the path fovords equilibcwn. While the

distinciion bztwesn pacuniary and technolozical external economies be-
comes practically irrelevant in the theory of growth, three different kinds
of indivisibilitizs and external economizs mav ha distinguishel.

1> Tndivisibilities in thz production function especially the indivisibili-

ty of supply of Social Overhsad Capital {lumpiness of “capiial™;
“Indivisibility” of Demand (complomentarity of demand

) “Indivisihility” Zkin'c in the Supply of Savings,

[Becausz of these jndivisibilitief] Pyoceeding *bit by 1147 wiil notl add

up m ils effects to the sur 32l of ths sinzle bits. A minivum quantum

of investmeant is a naceszary. thourh not anificient) condition of success,

This is in a nutshell the contation of the theory of biz push,”™
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W Lojarnis lgelos, Deowoude Descfopmesd, Now York 19530 pp 385
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Low real income is a reflection ot low productivity, which in turn is
due largely to lack of capital. The lack of capital is a result ol the small

capacity to save, and so the circle is complete,

el on fREE AR ] e o w2l Qo] bkl SRR
AR TEHE] oS4 RE T AL Smithe) fpiEE CHRE
#EE” (modern variant)s), %5 SELEL el H IR £ A el ), T B
o) PERTE AE Atk Aoleh Sehd BET + Qi e
ERERE DS 71 qldlr] wlgel vk v

Productivity depends largely, though by no means entircly, on the deg-
ree to which capital is used in production, ------ But, for any individual
entrepreneur, the use of capital is inhibited, to start with, by the small

size of the market.
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a9 R. Nurkse, gp. eif, chapter ).
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{The only way out of the dilemma is] more or less synchronized app-
lication of capital to a wide range of different industries. Here is an
escape from the deadlock; here the result is an over-all enlargement of
the market. +---- Most industries catering for mass consumption are comple-
mentary in th: s:nsez that they provide a market for, and thus sup-
port, each oirthzr, - The case for ‘balanced growth’ rests on the need

for a ‘balanced diet.’

vh, WAl HES ehd 3w Aol vl
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i“"j(supplementary growth sectors)®| FITHY BE S A slA v, &
o2 ol & MnkfMei Al A4kl Piiie] Feine BT ol shel wiel
HEEE] = IR RRIT i (derived growth sectors)d- & 4 shvlis 2
of e, -1 & o] LSRRI el BN KRB Sk o] 4
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Arther Lewis has defined the process of econcinic growth as one of
transforming a country from a b percent sover vo a 13 prreent saver., We
can, with equal jusrtice, define the process ag one of transforming a country

from an 80 pzrcent farmecr to 15 percent farmear,

o)A T Tl Al = EUEA L] JLEs] S el moEhul g HL{EER
O o] =gl o) = XS el ] v,
SRR M BRI ALEEES 5 o)

LA Ry 0 B e

fe

As the lzvels of productivity and of real demand and markets rise, the
structural change from an 80 psrcent farmer ecenoniy towards a 13 par—
c:at farmer economy, made possibls by this riss, will in its turn gener—

“ate forzes which aill thems:lves tend to  raiss productivity and real
incomes. |
2} ?i‘ G2 gl =], b o) gkl Aluke] dwlel R

ﬁf’rﬁkfzm o HEELTe] =

The resyurces required ior carving out the policy ol balanced growth -

o} 2] §}¢] Singer&

——,

2D Paul Prebisch, op. eif. charter [f.
g2 Haus Singar. ep. o/l ppf—0



i sh sl R T57]

..are of such an order of magnitude that a country dispesirg of such
resources would in fact not be underdevelopzd.
ehal BiE e m 2b vhgsl ol Gga.
It mav well be better development strategy to concentrate available
resources on types of investment which help “0 make the ecoromic system
more clastic, more capable of expansion under the stimuics of expanded

markets and expanding demands.

Hirschman-¢- ‘3—3 b el & el A rEms-v = $bxwl Singers] Al—

g AEox ofwe] zheh. vhuk siz Singerh HyENECR G LS e

FAFY WIS EHI KRR BU R CHYEREN?, o Sal T o
o F ot B FURSIA WA el el s,
The zbility to invest is acquired and increased primarily by practice;
and the amount of practice depends in fact on the size of the modern
sector of the eccnomy. In other words, an economy  gecrctes zbilities,
skills, and attitudes needed for further development roughly in propor-
tion to the size of the sector where these abilities are already required and
where these attitudes are being inculcated. 3
gaiAy AT A AT 0w FRE AL EE o < o ej ),
“EFRNE- WSS (B 07 ability to bring  the rescurces to playiolzhiz

o, s o] ERRE ol S MGl wE ol S o fdlel HAlel i
Y A EAE)” directly  productive  activities(DPA -
Social Qverhead capital (SOC)3}-2] al=)o] 4] EfAHEl=;. o] dle] T x|

=holl A = EE-S IS AETIe) 4IRS o) o F) v el DPAS SCCE
FA o] E Lﬂ /‘1 Aoas wlvban AAeknlA, False) PR S R
PO RS BRI A T ) “UEike” (sequence) B o dl o} dhells

Asleh, selm 'J'%'ffllfzi;éFf‘-i;‘.~J-?—':i;<jSOC£]- DPA ) o 52 T2 Fell 41 2
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Economicelly speaking, thev (nvestment and loan) were really an out-
post of the cconomies of mere developed investing countries, the main
sccondary multiplier effscts, which the textbooks tell us to expect {rom
investment, took place not where the investment was phijl( ilv or geo-
graphically located but (to the extent that the resuliz cf chese invest-
“ment returned directly hicme) they teek place where the investment came

from.
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[n the econciniz life of & couniyy ond in i economic history, a most
importent element is the mechiniem by which “one thing leads to an-
other”, and ths mcst Impeytent contribution of ox industry is no® ite im-
mediate product (ce iz perforce corvn o By econcmiisie
and not even iis effects cn ths cther jnduoi.ics rnd

benefits (1hus far econcmists have beer hd Ly marchc

but perhaps even further its cifsct on the gensrel level of equeztion,

skill, wav of 1ifs, mvestiven habits, wiore of techpalogy, creation

of neyr dernand, ete.

1= =2-.¢ 2 Prebisch-+=

= _ ~ — fof et e 0m T | ol =, AT
% b TR e o IBSU-RERCA S

vnvesting ond Covniries, SR

Fiay 1930,

@6 Hans Singer, The Thaurihaon o Gad

EFR O f’tl’"ﬂ(n?u{. n( ’)g‘! i ,?'E."(l’,-f S8l _ IR ._-“




IS (e (617
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o] JelKe) S A ebA] 2l 183044 o] F- RS} R AMME 2
o, 1929%38] 5ol A4 1939428 3.2% % Welxar glow, 2 adelA
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The constrast with what happend after the great depression is striking.

Circumstances comp:zlled industrialization to turn |inwards like a simple
import subsititution process-simple but generally costly. Could there have

been any alternative?

The Second World War gave this form of inward-looking industriali-
zation still further impetus and nothing happzned thereafter to alter this
characteristic trend. Industrialization based cn import substitution has
ceriainly bzen of great assistance in raising income in those developing
countries, but it has donc so to a much lesser extent than would have
bzan the case had there bzen a rational policy judicieusly combining import

subsititution with industrial exports.
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A more rational policy would have given priority to import subsitition
" in respect of goods which could be produced under more favourable con-
© ditions than others, not only consumer goods, as has generally been the

case, but also raw materials and intermediate and capital goods@

A BULE ol = B Qs ? Singer: olm FAlTE 1928
SRR ok 40%0) GeBIELEel FAEA S el ARG vk A
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